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IDR: Tread Cautiously 

In a nutshell: 

 Recent IDR weakness could be prolonged and volatility accentuated for four reasons.  

 First, rupiah’s real rate advantage against the USD is compromised and may even diminish.  

 Second, even if (when) Fed rate cuts result in lower US real rates, economic/geo-political risks may 

overshadow initially, leaving IDR vulnerable to headwinds from “risk off”.  

 Third, subdued coal/commodity demand from lingering external headwinds, amid more pronounced 

China demand uncertainties, may undermine IDR on terms of trade (ToT) hit. More so, if Australia 

partly reclaims coal export advantage that Indonesia realized earlier amid (Australia-China tensions).  

 As is, nickel prices have slumped on supply glut. And while palm oil prices get El Nino boost, that is 

partially offset by softer volume. In any case, the ToT dent has already triggered a reversion to Current 

Account deficit.  

 Finally, political risk premium has stepped up amid Presidential elections. Point being, undercurrents 

of tensions suggest that tail risks of Cabinet fractures and coalition formation may be under-estimated; 

and as such could persist in the rupiah in coming weeks.   

The sluggish performance of the IDR may be far from over. Even during the pivot-led “risk on” rally 

in year-end, the IDR barely covered all the ground lost against the greenback since the September FOMC; 

and since the turn of the year, the IDR has lost ~2.1% against the USD. There are four reasons for the 

weak rupiah in our view – first, the IDR faces headwinds from the diminished real rate differentials vis-à-

vis the Fed; second, IDR is vulnerable to “risk off” mood should deep Fed cuts be motivated by a more 

severe economic downturn; third, commodity tailwinds have continued to fade as falling coal and nickel 

demand negates marginal gains from higher palm oil prices; fourth, political risk premium as Presidential 

Elections look to reveal underlying Cabinet fractures and coalition formation.  

Real Disadvantage 

One key drag behind a subdued IDR is the diminished real rate advantage against the USD. The allure 

of the IDR as a carry currency has been much weaker following the lower cumulative hikes by Bank 

Indonesia (250bps) vs Fed (525bps) and more moderate dis-inflation process in Indonesia relative to the 

US. The fact that there remains room for Indonesia to lose further real rate advantage, given that the 

runway for further dis-inflation process is much more pronounced for the US (Dec: 3.4% vs 2% target) 

than Indonesia (Dec: 2.6% YoY vs 2.5±1% target for 2024), depresses any outsized IDR rallies.  

This is especially so as BI has been seen to be fairly reluctant to use policy rate as a tool to anchor 

currency stability¸ preferring to use new FX instruments to stem IDR outflows. Tellingly, despite the 

lower cumulative hikes by BI, the central bank had declared being done and dusted with tightening in 

Q3’23, before a sharp IDR depreciation arguably forced BI’s hand in staging the surprise hike in October. 

With IDR trading around levels (>15810) last when BI staged the surprise hike, the possibility of another 

(25bps) hike at the next meeting is certainly on the table, but this would still be unlikely to move the needle 

as this would likely be an one-off event as BI contemplates the tussle between policy trade-offs of higher 

real rates versus derailing growth prospects.  
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“Risk Off” Interruptions 

Even if (when) real rate advantage may be restored on sharper Fed rate cuts, any regain in IDR strength 

may be interrupted by “risk off”. Point being, deeper cuts, if motivated by a “hard landing scenario” of the 

US economy, risk sparking off a flight to haven currencies. As such, the IDR could very well be much 

more invested in the narrow path of a US “soft-landing” scenario than envisaged. This is further set 

against the context of simmering geopolitics tensions which could flare-up and see some unwinding of 

carry trades.  

‘Cold’ Commodities  

Adding to rupiah’s woes is the dimmed outlook on Indonesia’s key exports, and consequentially a 

return to current account deficit on a lower goods trade surplus. For one, growth beta of Indonesia’s 

coal looks to be low in the coming quarters. While Chinese coal demand for coal has grown in 2023, 

plummeting demand by India and Japan dragged overall prices down.  

Subdued coal prices (with some room to fall further) would mean that effects of worsening terms of trade 

would likely outweigh any improvement in demand for coal, depressing Indonesia’s goods trade balance. 

Moreover, downside risks on China growth could dent coal demand while the removal of restrictions on 

Australian coal imports in January 2023 (imposed in late 2020) means that Indonesia could be subject to 

further substitution from the higher calorific Australian coal.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Meanwhile, elevated nickel inventory levels do not bode well for nickel prices amid reports of mines 

closing, as supply appears to be outstripping demand. While palm oil prices could impart some support 

from El-Nino induced price shocks, it is likely insufficient to turn the (reversion) tide back to a current 

account deficit on a smaller goods balance surplus.  
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Political Uncertainty Premium  

The overhang of the upcoming elections on 14 Feb could see policy and political risk premia 

depressing the IDR, especially in the coming weeks.  

 

 

 

 

 

  
 

 

Elections Timeline 

 28 Nov’23 – 10 Feb’24: Campaign period (First round)  

 11 Feb’24 – 13 Feb’24: Blackout period 

 14 Feb’24: Voting day 

 14 Feb’24 – 15 Feb’24: Vote counting  

 15 Feb’24 – 20 Mar’24: Recapitulation of vote counting results 

 2 Jun’24 – 22 Jun’24: Campaign period (Second round)* 

 23 Jun’24 – 25 Jun’24: Blackout period* 

 25 Jun’24: Voting day*  

 26 Jun’24 – 27 Jun’24: Vote counting*  

 27 Jun’24 – 20 Jul’24: Recapitulation of vote counting results* 

 20 Oct’24: President and Vice President sworn in  
 
*Second round takes place only if no candidate pair manages to 
secure at least 50% of votes in the first round.  

On the elections, Prabowo-Gibran pair has widened their lead to 46.4% and remains the front runner 

to win the elections. Despite the lead, our base case is for elections to proceed to the second-round (i.e. no 

candidate pair secures at least 50% of votes), given the proportion of undecided voters in polls and 

adjustment for swing voters and margin of error in the polls.  

Nonetheless, we think there remains a one-third possibility for Prabowo-Gibran to win in the first 

round. Should a Prabowo-Gibran first round win materialise, IDR may stage a brief rally that 

dissipates quickly. Point being, rupiah weakness arguably on rumours of cabinet rifts (including potential 

resignation by current Finance Minister Indrawati who had steered the budget deficit back within 3% of 

GDP post-pandemic) had triggered BI’s FX interventions (on rupiah weakness). The fact that IDR appears 

vulnerable to tensions within the current government alludes to underlying concerns on policy 

continuity, as Jokowi’s backing of a candidate not from PDI-P party and higher expenditure requirements 

of Prabowo’s pledges risks potential fiscal slippages and political friction.  

The likelihood of second round elections on 26 June would likely imply that marginal IDR weakness 

will be prolonged regardless of the second placing. Fact is, either Ganjar-Mahfud (PDI-P’s presidential 

candidate) or Anies-Muhaimin pair proceeding to the second round could potentially lead to divisions in 

the electorates along people, party and/or policy lines. While Ganjar-Mahfud (PDI-P’s presidential 

candidate) pair is broadly aligned with Jokowi’s policy directions, especially on key projects such as the 

new capital city (Nusantara) project and to continue the “downstreaming” policy, Ganjar-Mahfud might 
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need to play on dissociating PDI-P and Jokowi in a bid to differentiate himself and his economic policy 

views. Consequently, underlying political fractions and cabinet fragmentation and the associated fiscal 

impact of pledges, would come to focus.    

Conversely, Anies-Muhaimin pair proceeding to the second-round could prompt a knee-jerk IDR 

weakening, given Anies-Muhaimin stature as an opposition. Anies had openly voiced objections on the 

Nusantara project while Muhaimin had described Jokowi’s “downstreaming” policy as “reckless”, causing 

major environmental damage without significantly benefiting locals. IDR strength would likely remain 

subdued as we expect the debate on policy continuity to be fierce (at least in news headlines). Ironically 

however, if Ganjar-Mahfud drops out of the race, chances are tilted to Prabowo-Gibran pair taking the win 

in the second round given Jokowi’s high approval rating and the pair appealing to voters who prefer 

continuity in Jokowi’s policies.  

All in, policy uncertainty could persist till the formation of the new cabinet and concrete policies are 

announced. In the meantime, diminished real rate advantage and “risk off” interruptions, which do not 

favour the rupiah, coupled with worsening external balances could see the IDR recovery underperform 

regional peers.  
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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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