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Indonesia

MSCI reclassification risks loom

e MSCI announced the launch of a consultation on a proposal to Lavanya Venkateswaran
reclassify the MSCI Indonesia Indexes from Emerging Market to Senior ASEAN Economist
Standalone Market status. MSCI will announce its final decision by the
end of June 2027. Ahmad A Enver

ASEAN Economist

e This development will hurt sentiment and exacerbate external
headwinds, coinciding with a pickup in inflationary pressures.

e  For BI, this makes next week's meeting a close call between a 25bp
hike and a hold. Our baseline is for another 25bp hike in 4Q26, and
the hike at the 21 October meeting is now our base case (from
December previously). Bl has kept the door open for further tweaks
to capital floor measures, and we expect more announcements in this
regard.
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MSCI announced on 15 October that it had launched a consultation on a proposal to
reclassify Indonesia from Emerging Market to Standalone Market status, citing persistent
concerns over the investability of the country's equity market. The move follows a series of
MSCI actions, beginning with a consultation on the use of Indonesian shareholding data in
free-float assessments in September 2025, followed by restrictions on certain index-related
changes in January 2026 and a warning of potential reclassification in June. MSCI will accept
feedback until 30 April 2027 and announce its final decision by 30 June 2027. Following the
announcement, the Jakarta Composite Index (JCI) fell ~11% at the open on 16 October,
extending its year-to-date decline to more than 39%.
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Source: Bloomberg, MSCI, OCBC Group Research.

The proposal underlines longstanding concerns raised by market participants over opaque
shareholding structures and suspected coordinated trading. Indonesian authorities have
announced several reforms, including enhanced disclosure of shareholders with ownership
above 1%, more granular investor classifications, High Shareholding Concentration (HSC)
reporting and a roadmap towards a 15% minimum free-float requirement. Nevertheless,
MSCI reported that "sufficient progress has not been observed consistently across the
Indonesian equity market", particularly regarding implementation and enforcement.
Against this backdrop, MSCI considered Indonesia's continued Emerging Market
classification "no longer appropriate", while feedback from market participants suggested
that Frontier Market status would not adequately reflect the extent of the problems. MSCI
also "expects to proceed with the proposed reclassification" unless the consultation
identifies clear evidence of material improvements in market governance and functioning.

These concerns have coincided with a considerable decline in Indonesia's representation in
the MSCI Emerging Markets Index. According to MSCI, the free-float-adjusted market
capitalisation of the MSCI Indonesia Index fell ~55% between end-2025 and end-September
2026, while its weight in the MSCI Emerging Markets Index declined from 1.2% to 0.4%, with
the number of constituents halving from 18 to nine.
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This has resulted in significant foreigner equity outflows of USD4.9bn year-to-15 October,
even as inflows have been sustained through the SRBI instrument and government bonds.
The development from MSCI refocuses attention on capital flows, especially since these
remain crucial to finance the balance of payments especially since the basic balance (net FDI
and current account balance) remains in a deficit.
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This announcement will weigh on near-term investor confidence. USD/IDR spot opened
higher at 18062 following MSCI’s new decision. The urgency for Indonesian authorities to
demonstrate sustained improvements in market transparency and enforcement, which
could prompt MSCI to reconsider its proposal, has amped up. Our equity colleagues view
that “the new consultation increases the likelihood that restrictions persist beyond
November, while investors must now price the risk of eventual exclusion from MSCI’s
investable benchmarks.”

More fundamentally, MSCI’s decision comes as headline CPI inflation rose to 3.3% YoY in
September from 3.2% in August, moving closer to the upper bound of Bl's 1.5-3.5% target
range. While inflation remains within target, the combination of heightened market
uncertainty and rising price pressures could complicate Bl's efforts to balance currency
stability, inflation and economic growth. For BI, this makes next week's meeting a close call
between a 25bp hike and a hold. Our baseline is for another 25bp hike in 4Q26, and the hike
at the 21 October meeting is now our base case (from December previously). Bl has kept the
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door open for further tweaks to capital floor measures, and we expect more
announcements in this regard.

MSCI current market classifications

Developed Markets Emerging Markets Frontier Markets

Americas EMEA APAC Americas EMEA APAC Americas EMEA APAC
Canada Austria Australia Brazil Czech Republic China - Bahrain Bangladesh
USA Belgium Hong Chile Egypt India Benin* Pakistan
Denmark Kong Colombia Greece Indonesia Burkina Sri Lanka
Finland Japan Mexico Hungary Korea Faso* Vietnam
France New Peru Kuwait Malaysia Croatia
Germany Zealand Poland Philippin Guinea-
Ireland Singapore Qatar es Bissau*
Israel Saudi Arabia Taiwan Iceland
Italy South Africa Thailand Ivory Coast*
Netherlands Turkey Jordan
Norway UAE Kazakhstan
Portugal Kenya
Spain Mali*
Sweden Mauritius
Switzerland Morocco
UK Niger*
Oman
Senegal*
Serbia
Togo*
Tunisia
Advanced Frontier Markets
Americas EMEA APAC
Estonia
Latvia
Lithuania
Romania
Slovenia
Standalone Markets'
Americas EMEA? APAC3
Argentina Bosnia and -
Jamaica Herzegovina
Panama Bulgaria
Trinidad and Lebanon
Tobago Malta
Nigeria
Palestine
Ukraine
Zimbabwe

Note: 1 The MSCI Standalone Market Indexes are not included in the MSCI Emerging Markets Index or MSCI Frontier Markets Index.
However, these indexes use either the Emerging Markets or the Frontier Markets methodological criteria concerning size and liquidity;
2 EMEA — Europe, Middle East, and Africa; 3 APAC — Asia Pacific. Source: MSCI, OCBC Group Research.
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Disclaimers

This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole
or in part to any other person without our prior written consent. This report should not be construed as an offer or solicitation for the subscription,
purchase or sale of the securities/instruments mentioned herein or to participate in any particular frading or investment strategy. Any forecast on
the economy, stock market, bond market and economic trends of the markets provided is not necessarily indicative of the future or likely
performance of the securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and
we have taken all reasonable care to ensure that the information contained in this report is not untrue or misleading at the time of publication,
we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first independently
verifying its contents. The securities/instruments mentioned in this report may not be suitable for investment by all investors. Any opinion or estimate
contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation
of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty
whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class
of persons acting on such information or opinion or estimate. This report may cover a wide range of topics and is not infended to be a
comprehensive study or to provide any recommendation or advice on personal investing or financial planning. Accordingly, it should not be
relied on or freated as a substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the
suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before you
make a commitment to purchase the investment product. In the event that you choose not to seek advice from a financial adviser, you should
consider whether the investment product mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (“OCBC Bank”),
Bank of Singapore Limited (“BOS"), OCBC Securities Private Limited (“OSPL") and their respective related companies, their respective directors
and/or employees (collectively “Related Persons”) may or might have in the future, inferests in the investment products or the issuers mentioned
herein. Such interests include effecting transactions in such investment products, and providing broking, investment banking and other financial
or securities related services to such issuers as well as other parties generally. OCBC Bank and its Related Persons may also be related to, and
receive fees from, providers of such investment products. There may be conflicts of interest between OCBC Bank, BOS, OSPL or other members of
the OCBC Group and any of the persons or entities mentioned in this report of which OCBC Bank and its analyst(s) are not aware due to OCBC
Bank's Chinese Wall arrangement. This report is infended for your sole use and information. By accepting this report, you agree that you shall not
share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein
(such report, part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, aoffiliate,
parent entity, subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or
similar. In particular, you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity
that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MIFID") and the EU's Markets in Financial Instruments Regulation
(600/2014) (“MIiFIR") (together referred to as “MIFID II"), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group
shall be liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MIFID II, as implemented in any jurisdiction).

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of
countries, assets, markets or companies. Actual events or results may differ materially. Past performance figures are not necessarily indicative of
future or likely performance.

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report
(or responsible for delivery of the message to such person), you may not copy or deliver the message and/or report to anyone. Opinions,
conclusions and other information in this document that do not relate to the official business of OCBC Bank, BOS, OSPL and their respective
connected and associated corporations shall be understood as neither given nor endorsed.

Co.Reg.no.: 193200032W

Additional disclosures and disclaimers applicable only to clients of Bank of Singapore Limited

This material is being made available to you through an arrangement between Bank of Singapore Limited (Co Reg. No.: 197700866R) (“BOS") and
Oversea-Chinese Banking Corporation Limited (“OCBC Bank”) (Co Reg. No.: 193200032W). BOS and OCBC Bank shall not be responsible or liable
for any loss (whether direct, indirect or consequential) that may arise from, or in connection with, any use of or reliance on any information
contained in or derived from this material, or any omission from this material, other than where such loss is caused solely by BOS' or OCBC Bank'’s
wilful default or gross negligence.

The DIFC Branch of BOS has not conducted or produced any research contained in this material and is acting solely as a conduit in forwarding
it to you.

For BOS clients in the United Kingdom:

This research has been prepared by OCBC Bank and made available to BOS. It is intended solely for informational purposes and does not
constitute investment advice, a personal recommendation, or an offer or solicitation to buy or sell any financial instruments. Any payments or non-
monetary benefits received or paid will be fully disclosed in accordance with applicable regulations, promptly and fransparently, and will not
influence the advice or services offered to you. If you would like more information about any inducements received, please contact your
Relationship Manager.

Cross Border Disclaimer and Disclosures
Please refer to https://www.bankofsingapore.com/Disclaimers_and_Disclosures.html for cross-border marketing disclaimers and disclosures.
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