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Bank Indonesia holds rates steady, with
easing on the horizon

Bank Indonesia (BI) held its policy rate at 5.5%, taking a cautious
stance amid ongoing global uncertainties. Despite tariff uncertainties
and geopolitical tensions, we expect Bl to rate cuts later this year to
boost growth

Bank of Indonesia
Governor Perry Warjiyo
(right)

Policy rates left unchanged

Bank Indonesia held its policy rate steady at 5.5%, in line with both our expectations and the
Bloomberg consensus. In the accompanying statement, Bl emphasised that global economic
conditions and the stability of the Indonesian rupiah (IDR) remain key considerations for the future
path of interest rates.

As anticipated, the central bank maintained a cautious stance amid ongoing tariff uncertainties
and rising geopolitical tensions in the Middle East, which could trigger a risk-off for emerging
market currencies like the IDR.

However, the overall stance remained dovish as the governor repeatedly highlighted that the
domestic economy needs support and bank lending rates need to come down.
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Growth and inflation dynamics support further rate cuts

We believe the macro environment remains well-positioned for Bl to cut rates later this year to
support economic growth, following a slowdown in first quarter GDP to 4.9% year-on-year, down
from 5.0% in the previous quarter. The deceleration was primarily driven by weaker investment
activity, reflecting heightened uncertainty surrounding tariff policies.

To cushion the economy, the government has rolled out a fiscal stimulus package worth US$1.5bn,
including doubled wage subsidies, transport fare discounts, and direct cash and food assistance.
While these measures may help stabilise near-term consumption, they are unlikely to spur a
meaningful recovery in capital expenditure.

Meanwhile, CPI inflation has eased toward the lower end of Bl's target range and is expected to
hover around 2% for the year, primarily driven by lower food prices and weaker growth. While
higher crude oil prices are a risk to CPI inflation, the magnitude of impact is relatively low when
compared to the rest of the region. A 15% increase in oil prices could add about 0.2% to CPI
inflation, leaving enough room still within BI's target of 1.5-3.5%

With real policy rates still close to 4%, Bl is still likely to deliver considerable easing of 75bp by the
first quarter of 2026. Rising risks to growth from tariffs and an uncertain investment climate,
combined with domestic policy uncertainty, increase the risks of higher-than-expected rate cuts.

Bl may use windows of currency strength to cut rates more
opportunistically

We remain less concerned about Indonesia’s current account balance, even as export growth
slows, given that import demand is also likely to weaken. While FDI inflows remain
subdued, portfolio investments - particularly in the bond market - picked up pace in May.

The recent appreciation in the IDR appears to be less driven by direct Bl intervention, as FX reserves
remained largely unchanged, suggesting the central bank is comfortable with current levels -
provided depreciation pressures are contained by positive foreign inflows and a weaker USD
backdrop.

Looking ahead, while the sustainability of large inflows into Indonesian bonds remains
uncertain due to persistent fiscal risks, the broader USD weakening trend should offer support. In
this context, Bl may use windows of currency strength to cut rates more opportunistically.

Author

Deepali Bhargava
Regional Head of Research, Asia-Pacific
Deepali.Bhargava@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an

Snap | 18 June 2025 2


mailto:Deepali.Bhargava@ing.com

THINK economic and financial analysis

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Snap | 18 June 2025 3


https://www.ing.com

