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Indonesia 

Perception pains  

 

• Ahead of Bank Indonesia’s (BI) 21 January meeting, investor 
sentiment has been impacted by the recent news flow on fiscal 
slippage risks, personnel changes and domestic policy direction.  

 

• While real GDP likely stabilised around 5% YoY in 2025 and 
expenditures on flagship schemes has improved, fiscal risks have 
returned to the fore exacerbated by personnel changes.  

 

• BI has been clear in its stance to defend IDR against undue 
depreciation pressures, but its meeting on 21 January will be watched 
closely. While our baseline is for BI to remain on hold, there is a rising 
risk of a 25bp policy rate cut.  
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Ahead of BI’s 21 January meeting, investor sentiment has been impacted by the recent news 

flow on fiscal slippage risks, personnel changes and domestic policy direction. The reaction 

in asset markets has been mixed with the exchange rate largely acting as a shock absorber, 

with IDR underperforming regional peers in the last five trading days similar to INR. The JCI 

has ticked higher this week alongside 10-year IndoGB yields. This déjà vu from early 2025 

places focus on policy perception risks above inherent macroeconomic stability.  

 

BI has been clear in its stance to defend IDR against undue depreciation pressures but its 

meeting on 21 January will be watched closely. Thomas Djiwandono was nominated Deputy 

Governor of BI on 19 January, replacing Juda Agung. The latter’s term was meant to end in 

2027. Thomas Djiwandono is also a Deputy Finance Minister, a position he has held since 

July 2024. It is fairly standard practice across Asian EMs for government appointees to sit in 

central bank rate setting committees - Reserve Bank of India and Bank of Thailand have this 

representation. However, the unexpected nature of the move has exacerbated market 

perception about policy independence.  

 

While our baseline is for BI to remain on hold, there is a rising risk of a 25bp policy rate cut. 

We see the outcome of tomorrow’s meeting as a close call, and we assign a probability of 

55-45% to BI remaining on hold versus reducing its policy rate by 25bp. BI could also 

continue to ease macroprudential policies. Easier monetary policy is still broadly consistent 

with our forecast for BI to deliver cumulative 50bp of rate cuts in 2026. BI adopted an ‘all 

out pro growth’ stance in September 2025. The timing of our forecasted rate cuts will 

depend largely on the wiggle room provided by IDR moves. However, should BI reprioritise 

growth at its 21 January meeting, it could signal a higher threshold of tolerance towards IDR 

depreciation in the near term, allowing for BI to deliver on further policy easing. More 

fundamentally, BI’s gross FX reserves at USD156.5bn at end-2025, and net FX reserves at 

USD141.7bn (by our estimates) suggest there still remains room to buffer against sharp 

volatility in IDR.  
 

Meanwhile, fiscal policies are likely to remain supportive of growth albeit to a limited 

degree, assuming that the 3% of GDP legal fiscal deficit limit is adhered to. Notwithstanding, 

better execution of expenditures on the free meal scheme can see the fiscal deficit test the 

3% of GDP legal limit, similar to 2.9% of GDP in 2025. The recent rally in commodity prices 

of nickel, copper and aluminium could provide some tailwinds for revenue collections.  The 

upshot is that we see fiscal slippage for this year, with the deficit at 2.8% of GDP versus a 

targeted 2.68% of GDP (see Indonesia: Mind the fiscal gap, 9 January 2026).  

 

We see the GDP growth outlook as slowing modestly to 4.8% in 2026 versus 5% in 2025. Our 

baseline remains for fiscal and monetary policies to remain geared towards supporting 

economic growth momentum.  
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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 trading 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 intended 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 treated 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 

Investment Research Private Limited (“OIR”), 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, interests in the investment products or the issue rs 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, OIR, 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 intended 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, affiliate, parent entity, 

subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance o r 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) (“MiFIR”) (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, OIR, OSPL and their respective connected and associated corporations shall be understood 

as neither given nor endorsed. 
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Disclaimers  

 

This material is being made available to you through an arrangement between Bank of Singapore Limited (Co Reg. No.: 197700866R) (the “Bank”) and Oversea-Chinese 

Banking Corporation Limited (“OCBC Bank”) (Co Reg. No.: 193200032W). The Bank 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 the Bank’s or OCBC Bank’s wilful default or gross negligence. 

 

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

 


