Kenansa Economic Viewpoint

Bank Indonesia Rate Decision (19-20 May)

Surprises with jumbo 50 bps hike as Rupiah defence takes priority
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demand and growth acceleration in 1Q26 (5.61%; Source: Bloomberg, Kenanga Research
4Q25: 5.39%). BI continues to stress the need to
sustain domestic demand amid rising external headwinds.

— Inflation: Headline inflation eased to 2.42% in April (Mar: 3.48%) with core at 2.44%, reflecting anchored
expectations on lower food prices and fading administered price effects. However, Bl warned that higher oil and
commodity prices could lift domestic inflation, particularly through import costs and energy prices. Nonetheless, Bl
still expects inflation to remain within the 1.5% — 3.5% target band in 2026-2027.

— Rupiah: As of 19 May, the Rupiah weakened by 6.3% YTD to 17,742 against the USD, hovering at record low,
reflecting a stronger USD, rising US vyields, and capital outflows. It underperformed the Peso (-5.1%) and Baht (-
3.9%), while the Ringgit (+2.0%) bucked the trend. Bl highlighted that global volatility is driving capital flight to safe-
haven assets and broad EM currency pressure.

e Prolonged Middle East conflict and its second-round effects on global shocks force a policy shift to tightening

— Policy outlook: Bl's global tone remains cautious. It maintained 2026 global growth forecast at 3.0% but revised

global inflation up to 4.3% from 4.2%. Bl also expects no Fed rate cuts through 2026 and a potential Fed hike in
2027 amid rising inflation, a shift from its previous earlier view delayed easing. It also expects continued USD
strength, elevated UST yields, and ongoing EM capital outflow pressure. Against this backdrop, we think Bl has
shifted to anchoring policy on FX stability and external resilience, while relying on macroprudential easing and
liquidity support to sustain growth. While we do not rule out another hike at the next meeting, the likelihood hinges
on Rupiah stability and the upcoming inflation print.
USDIDR year-end forecast (17,200; 2025: 16,694): We have revised our forecast up from 16,480, reflecting
persistent downside risks, as Rupiah upside is capped by the prolonged Middle East conflict, elevated oil prices,
a potentially delayed Fed easing cycle, and persistent global risk aversion weighing on capital flows and raising
the risk of higher domestic inflation.
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| Table 2: Board of Governor (BOG) Meeting Schedule for 2026/ KIBB Outlook

No. Date KIBB Research Outlook Bl Decision
1st 20-21 January (Tue and Wed) 4] No change No change
2nd 18-19 February (Wed and Thu) 4] No change No change
3rd 16-17 March (Mon and Tue) o4 No change No change
4th 21-22 April (Tue and Wed) 4] No change No change
5th 19-20 May (Tue and Wed) o4 25 bps hike 50 bps hike
6th 17-18 Jun (Wed and Thu) O 50% chance of 25 bps hike

7th 21-22 July (Tue and Wed) O No change

8th 18-19 August (Tue and Wed) a No change

9th 22-23 September (Tue and Wed) O No change

10th 20-21 October (Tue and Wed) O No change

11th 17-18 November (Tue and Wed) O No change

12th 15-16 December (Tue and Wed) O No change

Source: Bank Indonesia, Kenanga Research
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