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Bank Indonesia: Tough Call 

In a nutshell: 

 Absent any relenting in USD strength heading into Bank Indonesia meeting, we lean towards a hike 

albeit slightly, attributing a 60% probability to a hike and 40% to an uncomfortable hold on currency 

stability concerns. 

 A hike could alleviate part of IDR’s diminished real-rate advantage amid bumpy US dis-inflation 

process with a higher for longer Fed; and domestic inflation ticking up on persistent food inflation.  

 Meanwhile, fiscal woes cast an overhang on the IDR as well. Even as promises to keep within fiscal 

deficits are made, the incoming administration’s spending plans are still a concern amid external 

growth headwinds.  

 The silver lining for BI may be that domestic growth still remain supported amid ongoing festivities 

providing room to hike should they chose to.  

The Call  

The upcoming Bank Indonesia meeting is a tough call to make, insofar that it is influenced by the 

sustainability of the current bout of IDR weakness. Rupiah stability is undoubtedly at the top of BI’s mind, 

with BI having announced two intervention episodes since the start of the month. While BI Susianto had 

said that the pressure on rupiah was only "temporary" during the 2nd April intervention, hawkish repricing 

of Fed interest-rate expectations, uninspired CNH on weak growth sentiments and geo-political 

undercurrents favouring haven demand, which necessitated another round of intervention on 16 April, 

test how long this episode of USD strength would last.  

Given current USD strength, we lean towards a hike albeit slightly, attributing a 60% probability to 

a hike and 40% to an uncomfortable hold. Point being, even as BI has shown to be fairly reluctant to 

use policy rate as a tool to anchor currency stability, preferring instead to use FX instruments (e.g. FX-

based rupiah securities) to stem IDR outflows, we think that excessive rupiah weakness might force BI's 

hand. Afterall, it is perhaps worth recalling that BI’s surprise hike in October 2023 was on the back of 

USD strength from a hawkish shift in the Sep’23 Dot Plot. Considering recent Fed rhetoric, Dot Plot shifts 

could very well be on the table. The extent of IDR depreciation has also exceeded the October episode. 
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Real Reasons 

A BI hike could alleviate some of the diminished real-rate advantage faced by IDR, which is set to be 

prolonged with a) a bumpy US dis-inflation trajectory that sees a Fed that holds for longer, and b) inflation 

in Indonesia potentially heading higher further (albeit still within BI's target range) on surging food prices. 

Rice has been one of the key drivers of inflation in past few months (contributing more than 50pp to the 

overall headline number since Sep'23) as Indonesia grapples with the effects of El Nino. Dry weather, 

which discouraged planting in Q4 23, has led to a forecasted 17.5% YoY drop in rice output for the 

January-April harvest period. Even as the government has boosted import quotas, price increases could 

very well last till at least Apr.   

Meanwhile, fiscal woes cast an overhang on the currency on Prabowo's spending plans, even as Finance 

Minister Indrawati recently reiterated commitment to keep the deficit within 3% GDP, even after 

"accommodat[ing] the priority programs of the incoming administration". These fiscal risks add more 

headwinds to the IDR as trade balance deteriorate on continued contraction in exports, and further widen 

the current account deficit. Notably, IDR strength has been subdued going into election and post-results. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
The silver lining is perhaps that growth domestically would likely be supported despite the hike, given 

increased economic activity from the ongoing Eid al-Fitr festivities. Forecasts on the Eid al-Fitr 2024 have 

been very encouraging. The relatively upbeat sentiment appears to be reflected in the recent data as well. 

Retail sales still remain supported (3.4% YoY growth in March) and consumer sentiment ticked up in 

March. Consequently, this provides latitude for BI to hike to assist in achieving IDR stability.  

That said, should there be a meaningful pullback in USD strength heading into next meeting, 

alongside weak trade data (due 22 Apr) which suggests further external growth narrow headwinds 

on a smaller trade surplus and accelerating contraction in exports, the odds could shift back towards 

a hold.  

Policy Trajectory 

Regardless, it should be recognized that a hike would unlikely turn the USD tide for the IDR, although 

it could slow the pace of depreciation. A hike, should it be realised, is also by no means an indication of 

more rate hikes to come, especially as inflation is likely to remain within BI’s target band and the tradeoff 

on growth becomes even more acute. More importantly, the willingness to enact a hike at this juncture 

sends a strong signal of BI’s vigilance over the IDR and extends credibility of BI’s commitment to 

stabilize the IDR. Correspondingly, a stable and material appreciation of the IDR would likely be a 

prerequisite of any cut in the near- to medium-term horizon.  

Conversely, should a hold materialize, the deference to use other policy tools should not be mistaken 

as a reluctance to raise rates but instead a withholding in recognition of heightened (and hopefully 

temporary) volatility over the past two weeks. As such, future rate hikes remain very well on the table 

especially if the episode of USD strength prove to be durable. 
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MARKET COMMENTARY DISCLAIMER 

THIS DOCUMENT IS NOT A RESEARCH REPORT AND IS NOT INTENDED AS SUCH.  

Unless stated otherwise in the country specific distribution information below, this document has not been prepared in accordance with legal 
requirements in any country or jurisdiction designed to promote the independence of investment research and is not subject to any prohibition 
on dealing ahead of the dissemination of investment research. It is intended for informational purposes only and does not purport to make any 
investment recommendations. 
This document has been prepared solely for the information of the intended recipients.  Recipients in any jurisdiction should contact your 
usual Mizuho contact in relation to any matters arising from, or in connection, with this document.   
This document has been prepared by Mizuho Bank, Ltd., Singapore Branch (“MBSG”), a full bank, exempt capital markets services entity and 
exempt financial adviser regulated by the Monetary Authority of Singapore (“MAS”), Mizuho Bank, Ltd., Hong Kong Branch (“MBHK”), a 
licensed bank regulated by the Hong Kong Monetary Authority, with business address at 12/F, K11 Atelier, 18 Salisbury Road, Tsim Sha Tsui, 
Kowloon, Hong Kong, Mizuho Bank, Ltd., Sydney Branch, an authorised deposit-taking institution regulated by the Australian Prudential 
Regulation Authority and holder of an Australian financial services licence (“MBAU”), Mizuho Securities Asia Limited (“MHSA”), licensed and 
regulated by the Hong Kong Securities and Futures Commission and/or Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a holder of a capital 
markets services licence and an exempt financial adviser regulated by the MAS, as the case may be.  

This does not constitute investment or personal advice. 

This document has been prepared solely for the purpose of supplying general market information and/or commentary for general information 
purposes to clients of MBSG, MBHK, MBAU, MHSA, MHSS and their affiliates (collectively, “Mizuho”) to whom it is distributed, and does not 
take into account the specific investment objectives, financial situation or particular needs of any client or class of clients and it is not prepared 
for any client or class of clients.   

This is not an offer or solicitation. 

This document is not and should not be construed as an offer to buy or sell or solicitation to enter into any transaction or adopt any hedging, 
trading or investment strategy, in relation to any securities or other financial instruments.  

Mizuho shall have no liability for contents.  

This document has been prepared solely from publicly available information. Information contained herein and the data underlying it have been 
obtained from, or based upon, sources believed by Mizuho to be reliable, but no assurance can be given that the information, data or any 
computations based thereon are accurate or complete and Mizuho has not independently verified such information and data. Mizuho is not 
obliged to update any of the information and data contained in this document. 
Mizuho makes no representation or warranty of any kind, express, implied or statutory, regarding, but not limited to, the accuracy of this 
document or the completeness of any information contained or referred to in this document. Mizuho accepts no liability and will not be liable 
for any loss or damage arising directly or indirectly (including special, incidental or consequential loss or damage) arising from or in connection 
with any person’s use or reliance of this document or the information contained in this document.  

Information contained herein is no indication of future performance. 

Some of the statements contained in this document may be considered forward-looking statements which provide current expectations or 
forecasts of futures events.  Any opinions, projections, forecasts and estimates expressed in the document are solely those of Mizuho based 
on factors it considers relevant as at the date of the document and are subject to change without notice. Past performance is not indicative of 
future performance. Consequently, no expressed or implied warranty can be made regarding the projections and forecasts of future 
performance stated therein.  

This material is confidential.  

This document is intended for the exclusive use by the recipients, and is provided with the express understanding that the information contained 
herein will be regarded and treated as strictly confidential. All recipients may not reproduce or use this document in whole or in part, for any 
other purpose, nor disclose, furnish nor distribute this document to any other persons without the prior written permission of Mizuho. Any such 
reproduction, use, delivery or distribution in form or to any jurisdiction may be effected only in accordance with all applicable laws and 
regulations in the relevant jurisdiction(s).  

Disclosure regarding potential conflicts of interest. 

Mizuho, its connected companies, employees or clients may at any time, to the extent permitted by applicable law and/or regulation, take the 
other side of any order by you, enter into transactions contrary to any recommendations contained herein or have positions or make markets 
or act as principal or agent in transactions in any securities mentioned herein or derivative transactions relating thereto or perform or seek 
financial or advisory services for the issuers of those securities or financial instruments referred therein. Accordingly, Mizuho, its connected 
companies or employees may have a conflict of interest that could affect the objectivity of this document. This document has been prepared 
by employees who may interact with Mizuho’s trading desks, sales and other related personnel when forming the views and contents contained 
within. 

Financial instruments may not be for sale to all categories of investors.  

There are risks associated with the financial instruments and transactions referred to in this document. Investors should not rely on any contents 
of this document in making any investment decisions and should consult their own financial, legal, accounting and tax advisors about the risks, 
the appropriate tools to analyse an investment and the suitability of an investment in their particular circumstances. Mizuho is not responsible 
for assessing the suitability of any investment. Investment decisions and the responsibility for any investments are the sole responsibility of 
the investor. Neither Mizuho nor of its directors, employees or agents accepts any liability whatsoever with respect to the use of this document 
or its contents. 

WARNING: THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY. YOU ARE 
ADVISED TO EXERCISE CAUTION IN RELATION TO SUCH CONTENTS. THIS DOCUMENT IS NOT INTENDED TO CONSTITUTE ANY 
INVESTMENT, LEGAL, FINANCIAL, BUSINESS, ACCOUNTING, TAXATION OR OTHER ADVICE. IF YOU ARE IN ANY DOUBT AS TO 
THE ACTION YOU SHOULD TAKE, YOU SHOULD SEEK PROFESSIONAL ADVICE FROM YOUR RELEVANT ADVISERS ABOUT YOUR 
PARTICULAR CIRCUMSTANCES. YOU ARE RESPONSIBLE FOR YOUR OWN INVESTMENT CHOICES.  

This document is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any 
locality, territory, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by 
law or regulation. Persons or entities into whose possession this document comes should inform themselves about and observe such 
restrictions. 
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COUNTRY SPECIFIC DISTRIBUTION INFORMATION 
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