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Executive Summary

The first quarter of 2026 marked a significant repricing across Indonesian financial markets. The
Jakarta Composite Index (JCI) declined materially during the quarter, government bond yields moved
higher across the curve, and the rupiah weakened toward the Rp17,000 level. This adjustment was
driven primarily by the sharp rise in global energy prices, a temporary re-acceleration in domestic
inflation, and renewed market attention to Indonesia’s fiscal trajectory. Despite these pressures,
Indonesia’s underlying macroeconomic fundamentals remain broadly resilient, supported by stable
domestic demand and continued policy flexibility.

Key Observations for Q2 2026

Macroeconomic Environment

Global energy prices became the dominant macro driver. Brent crude increased from roughly
USD 60 per barrel in early January to above USD 118 by the end of March, transmitting
inflationary pressure, currency volatility, and fiscal subsidy risks to oil-importing economies
including Indonesia.

Domestic economic activity remains resilient. Indonesia’s economy continues to expand
above 5% growth, supported by household consumption, Ramadan—Eid seasonal spending,
and ongoing government programs.

Inflation pressures moderated after a temporary spike. Headline CPI rose to 4.76% in
February before declining to 3.48% in March, returning within Bank Indonesia’s target range.
Bank Indonesia maintained the Bl Rate at 4.75%, prioritizing exchange-rate stability amid
global volatility.

Fixed Income Market

Government bond yields repriced significantly during Q1. The 10-year SBN vyield increased
from 6.07% to 6.86%, while the 5-year yield rose by approximately 115 basis points, reflecting
adjustments in inflation expectations, currency risk premia, and fiscal considerations.
Domestic investors provided a stabilizing buffer. The repricing occurred without large foreign
outflows, with local institutional investors and Bank Indonesia supporting market demand and
mitigating the risk of foreign-flow driven dislocations.

Equity Market

Indonesian equities experienced a sharp correction. The JCl declined from 8,748 at the start
of the year to 7,048 by the end of March, reversing much of the gains recorded in 2025.
Indonesian market pressure has been increasingly led by foreign capital outflows, exceeding
IDR 20 trillion by April, amid concerns over Indonesia’s fiscal outlook, potential rating actions
by Moody’s and S&P Global Ratings, and index-related risks highlighted by MSCI.

Outlook

Base-case macro conditions remain stable. Our central scenario projects GDP growth around
5.30%, inflation near 2.9%, rupiah stabilization around 16,800, and a gradual moderation in
bond yields, with equity markets recovering as economic conditions normalize.
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1. Macroeconomic Outlook

Global Environment: A Reassessment of Macro Assumptions

The first quarter began with market consensus broadly anticipating a continuation of the
disinflationary trend and further monetary easing across major economies. As the quarter progressed,

several developments prompted a reassessment of these assumptions.

The most significant single variable was the move in global energy prices. Brent crude rose from
approximately USD 60 per barrel at the start of January to above USD 118 by the end of March, with
the increase concentrated from late February onwards as Middle East tensions intensified. The
magnitude and pace of this move appears to reflect a combination of physical supply disruption
concerns and a broader rebuilding of risk premia in commodity markets.

For oil-importing economies in Asia, including Indonesia, Japan, Korea, and the Philippines, the move
in energy prices interacts directly with several macro variables. Higher oil prices typically translate into
upward pressure on domestic inflation through a lag of two to three months, widen current account
deficits or compress surpluses, and create fiscal pressure where energy subsidies are in place.

Oil Historical Price Movement
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Figure 1: Daily Oil Price Movement, Q1 2026

source: Yahoo Finance, processed

Indonesia: Domestic Resilience Against External Headwinds

Indonesia’s macroeconomic indicators remained broadly resilient during the first quarter of 2026
despite a more challenging external environment. GDP growth momentum continued from late 2025,
when the economy expanded 5.11% for the full year and accelerated to 5.39% in Q4, the strongest
quarterly performance in more than two years. Early indicators suggest that growth remained stable
in early 2026, supported primarily by household consumption, which benefited from the Ramadan-—
Eid seasonal spending cycle and the annual THR (religious holiday allowance) disbursement.
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Government spending programs and early investment activity associated with Danantara’s capital
deployment have also contributed to sustaining domestic demand.

Indonesia GDP Growth YoY
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Figure 2: Indonesia GDP Growth, Quarterly (2024-2026E)

Source: Infovesta, processed

Inflation dynamics became the most notable macro development during the quarter. After remaining
below 3% year-on-year for much of 2025, headline CPl rose sharply to 4.76% in February, largely driven
by volatile food prices and early signs of energy price pass-through. However, inflation moderated to
3.48% in March, returning to Bank Indonesia’s 1.5-3.5% target range. Over the same period, Bank
Indonesia maintained the Bl Rate at 4.75%, reflecting a cautious policy stance amid currency volatility
and evolving inflation conditions. The policy pause suggests that the central bank is balancing inflation
risks with the need to maintain exchange-rate stability.

Indonesia Inflation vs Bl-Rate
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Figure 3: Indonesia Inflation vs Bl Rate (2024-2026)

source: Infovesta, processed
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The rupiah depreciated modestly to Rp 16,999 per US dollar by the end of Q1, reflecting the combined
effects of US dollar strength, higher global oil prices, and a moderate increase in fiscal risk perception.
Indonesia’s 2026 state budget assumes oil prices of USD 100 per barrel and a fiscal deficit ceiling of
3% of GDP, and higher energy prices may increase subsidy expenditures. Nevertheless, the
reaffirmation of Indonesia’s BBB sovereign rating with stable outlook by S&P and Fitch continues to
provide an important anchor for market confidence.

Our View: Our base case projects full-year 2026 GDP growth of approximately 5.30%, supported by
resilient domestic consumption and continued fiscal spending. This outlook assumes that geopolitical
tensions in the Middle East gradually moderate, allowing energy price pressures to stabilize, while
macroeconomic policy remains focused on maintaining currency stability and inflation within the
target range.

Historical USD/IDR Exchange Rate
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Figure 4: USD/IDR Exchange Rate, 2024—-Q1 2026

source: Infovesta, processed

2. Fixed Income Outlook

Yield Curve Repricing in Q1

The Indonesian government bond market underwent a meaningful repricing during the first quarter.
The 10-year benchmark yield rose from 6.07% at the start of January to 6.86% by the end of March,
an increase of approximately 79 basis points. The 5-year yield moved from 5.43% to 6.58%, a move of
approximately 115 basis points. The curve shifted higher across all major tenors, with the front end

experiencing the largest absolute repricing.

The pattern of yield movements appears to reflect three concurrent factors. First, the February
inflation print contributed to a reassessment of the near-term policy path, which translated into a
sharper move at the front end of the curve. Second, the rise in oil prices and associated rupiah

pressure prompted an incremental rebuilding of the currency risk premium, particularly relevant for
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foreign investors holding unhedged positions. Third, the longer end of the curve reflected growing

market focus on the fiscal trajectory, with term premia beginning to widen.

It is worth noting that this curve repricing is consistent with a regime in which markets are
simultaneously discounting a higher near-term policy rate path and demanding additional
compensation for medium-term fiscal uncertainty. This pattern, sometimes described as bear-
steepening, is typically associated with environments in which both monetary and fiscal credibility are

being reassessed at the margin.

Indo Government Bonds Benchmark Historical Yield
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Figure 5: Indonesia Government Bond Yield Curve — Start vs End of Q1 2026
source: IBPA (Indonesia Bond Pricing Agency), processed

Market Technical: Domestic Support as a Stabilizing Factor

A notable feature of the Q1 repricing is that it occurred without significant foreign capital outflows.
Net foreign flows in the Indonesian equity market were approximately neutral over the quarter, and
while foreign positioning in government bonds has moderated at the margin, the magnitude of

outflows has been contained.

Market activity has been supported primarily by domestic participants. Bank Indonesia has continued
its program of secondary market purchases, and local institutional investors (pension funds, insurance
companies, and banks) have remained active buyers on weakness. The Ministry of Finance and Bank
Indonesia are also executing a debt switch program totaling IDR 173.4 trillion for 2026, which is

reshaping the maturity profile of outstanding government debt and reducing primary auction supply.

This domestic support represents a meaningful technical buffer against the kind of sharp foreign-flow-
driven dislocations observed in other emerging markets historically. The growing share of domestic

ownership in the SBN market over the past several years has structurally reduced foreign-flow
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sensitivity. Over a longer horizon, however, sustained reliance on central bank absorption may

warrant monitoring, particularly as it interacts with currency dynamics.

Valuation and Positioning View

Current SBN valuations appear broadly attractive across several measures. Based on March headline
inflation of 3.48%, the real yield on the 10-year government bond is estimated at around 3.1%, which
is higher than its long-term average of approximately 2.5% over the past decade. Using core inflation
of 2.4%, the implied real yield increases to about 4.3%, suggesting that investors are currently
receiving relatively strong inflation-adjusted returns. Compared with regional peers, Indonesian
government bonds continue to offer competitive carry, supported by the country’s investment-grade

sovereign credit rating.

The main valuation consideration is the spread to US Treasuries, currently approximately 250 basis
points at the 10-year point. While this is historically tight, it remains within a range that has prevailed
for much of the past two years. Further compression appears unlikely in the near term given the

ongoing macro environment.

Indonesia vs US 10Y Bonds Benchmark Yield
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Figure 6: Indonesia vs US 10Y Government Bond Benchmark Yield Curve
source: IBPA (Indonesia Bond Pricing Agency), processed

Across the curve, different segments reflect varying sensitivities to policy expectations, duration risk,
and fiscal developments. The front end of the curve has undergone meaningful repricing and currently
offers relatively attractive yields with lower duration exposure, while the longer end continues to
incorporate a degree of term premium associated with fiscal considerations and long-term rate
uncertainty. We asses to observe within the front end capturing attractive yields from government
bonds, while maintaining prudent duration exposure as a response to fiscal uncertainty are necessary

to portfolios.
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In corporate credit, spreads remain relatively contained despite a more challenging macro backdrop.
As a result, the compensation for additional credit risk remains an area of close monitoring. Within
this environment, portfolio exposure between sovereign and corporate segments continues to be
managed carefully, ensuring that allocations remain consistent with prevailing market conditions and
relative value opportunities across the fixed income universe. In this context, investors seeking to
capture the benefits of the recent yield repricing may consider exposure through fixed income fund
portfolios, which allow for diversified access across different maturities while actively managing
duration and interest rate risk.

3. Equity Market Outlook

Q1 Equity Market Performance

Indonesian equities experienced a meaningful drawdown during the first quarter. The JCI began the
year at 8,748, reached an intra-quarter high of 9,135 in mid-January, and subsequently declined to
close March at 7,048, representing a quarterly decline of approximately 19%. The LQ45 index, which
tracks the largest and most liquid names, declined by approximately 16% over the same period.

In a longer-term context, the magnitude of the move warrants attention. The JCI delivered a total
return of approximately 22% in full-year 2025, and the Q1 2026 decline has effectively reversed the
bulk of those gains. Drawdowns of this magnitude are not unprecedented in Indonesian equity history,

and prior episodes have typically been followed by recovery over subsequent quarters.

Cumulative Return of JCl vs LQ45 (YTD)
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Figure 7: Cumulative Return of JCl vs LQ45 (YTD)

Source: Infovesta, processed
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Composition of the Drawdown: Foreign Outflows and External Pressures

Foreign outflows in the Indonesian equity market have accelerated in early 2026, with cumulative net
selling exceeded approximately IDR 20 trillion as of April. This marks a shift from the earlier narrative
of domestically driven repositioning, indicating that external factors have begun to play a more

prominent role in shaping market dynamics.

The primary drivers of these outflows stem from growing concerns among international investors
regarding Indonesia’s macro and policy outlook. Global rating agencies, including Moody’s and S&P
Global Ratings, have raised caution over the potential for a deterioration in Indonesia’s sovereign
outlook. These concerns are centered around fiscal risks, particularly the possibility of the budget
deficit exceeding the statutory 3% ceiling.

Pressure has been further compounded by developments from global index providers such as MSCI
and FTSE Russell, which have highlighted the risk of a reclassification of Indonesia’s market status
should governance standards and transparency in share ownership not improve. While a full
downgrade to frontier market status remains unlikely in our view, the risk of selective exclusion of
certain index constituents—particularly those with limited free float or concentrated ownership—has
contributed to cautious foreign positioning.

Externally, geopolitical tensions, particularly the prolonged conflict involving the United States, Israel,
and Iran, have added another layer of uncertainty. The persistence of these risks has supported a more
defensive global risk sentiment, leading to capital outflows from emerging markets, including
Indonesia. From a market perspective, foreign selling has been most pronounced in large-cap
segments, including banking, blue-chip, and infrastructure stocks, reflecting their higher liquidity and

index weightings.

Despite these pressures, we view the current environment as a recalibration rather than a structural
deterioration. Indonesia is likely to remain within the emerging market classification, albeit under
closer scrutiny. As improvements in governance and transparency materialize, foreign investor
confidence is expected to gradually recover, particularly toward stocks with stronger liquidity profiles
and higher free float. In this context, the recent foreign-driven drawdown presents a selective
accumulation opportunity. Valuations in fundamentally strong companies have adjusted to more
attractive levels, allowing investors to build positions while maintaining prudent cash buffers to

navigate potential near-term volatility.
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Equity Market Performance — JCI vs Global Peers
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Figure 8: Q1 2026 Equity Market Performance — JCl vs Global Peers

source: Infovesta, processed

Sector Positioning

Our assessment is that sector selection will be a more important determinant of returns than overall

market direction in the current environment. We highlight the following sector views:

Preferred Sectors

¢ Energy (coal & crude oil). Indonesia’s 2026 coal production cut (~790mn to ~580mn tons) now
reflects supply tightening into a regional demand shock, as North and South Asia ramp up coal
utilization for energy security. Meanwhile, the B50 mandate (effective July 2026) structurally
lifts domestic CPO demand, reduces imports, and tightens global supply, supporting prices
despite external pressures. Together, both sectors form policy-driven tightness trades with
strong pricing power, hence we maintain a tactical overweight in low-cost producers with
secured offtake.

¢ Basic materials (nickel, gold & precious metals). Gold remains supported by falling real rates,
geopolitical risk, and rupiah weakness, with strong domestic retail demand providing a
structural price floor and reducing reliance on exports. In nickel, Indonesia’s ~34% RKAB quota
cut reinforces its role as a global price setter, tightening supply and favoring vertically
integrated, low-cost producers. We view this as a high-conviction, policy- and macro-
supported sector, maintaining an overweight allocation.

e Banks — Quality at a Discount. Top-tier Indonesian banks trade at attractive discounts
despite resilient fundamentals, including ~10% loan growth, stable margins, and sector-
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leading ~26% CAR. The key overhang remains directed lending via the Koperasi Desa Merah
Putih program, raising medium-term cost-of-risk concerns and delaying re-rating.

Telco & Digital Infrastructure. A defensive growth segment supported by >7% sector growth,
driven by rising data demand and improved pricing discipline post-consolidation. Tower and
fiber operators offer predictable, contracted cash flows, largely insulated from weak
consumption and benefiting from lower rates. In a low-visibility earnings backdrop,
predictability and cash flow stability justify premium valuations, supporting our overweight
stance.

Shipping & Maritime Logistics (selective). Global shipping is tightening structurally due to
LNG supply disruptions and constraints on sanctioned fleets, reducing effective vessel
capacity. Concurrently, energy trade rerouting and coal substitution are lifting utilization and
supporting freight rates. We maintain a selective overweight on Indonesian players with
USD-linked revenues, leveraging both rate tailwinds and rupiah depreciation.

Sectors Where We Are More Cautious

Consumer staples and discretionary. The combination of B50-related cooking oil cost
pressure and broader energy cost pass-through is likely to compress margins and weigh on
household discretionary spending. We anticipate consensus earnings revisions in the second
quarter.

Property developers. The sector Figures sensitivity to interest rate dynamics and faces
additional headwinds from constrained consumer purchasing power.

High-multiple platform technology. Names in this category combine elevated valuation
multiples, sensitivity to interest rate dynamics, and exposure to discretionary consumer
spending. We would prefer to wait for clearer evidence of earnings stabilization before
reconsidering exposure.

4. Our View in Summary

The table below summarizes our key forecasts for the principal Indonesian macroeconomic and

financial market indicators. We present three scenarios — Bear, Base, and Bull — to reflect the range

of plausible outcomes given the current macro environment. Our base case is assigned a 60%

probability, with 20% probabilities each assigned to the bull and bear scenarios.

JCl Index 6,500 7,400 8,000

GDP Growth (%) 5.00 5.30 5.40
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m“
3.50 2.90 2.50

Inflation (%)

USD/IDR 17,500 16,800 16,400
Bl Rate (%) 5.00 4.50 4.25
10-Year SBN Yield (%) 7.20 6.60 6.30

*Probabilities: Base 60%, Bull 20%, Bear 20%.

Asset Allocation Strategy

The table below sets out our viewed positioning across the principal asset classes for the second

quarter of 2026, under specific current assumptions.

Equities Neutral, with positive tilt
Government Bonds (SBN) Overweight short duration
Corporate Bonds Neutral
Money Market Neutral
Global Equities Neutral

Equity Sector Preferences

Within the equity allocation, sector selection is likely to be a key determinant of relative returns. The

table below summarizes our sector views for Q2 2026.

—

Coal, Metals & CPO Preferred
Large-Cap Banks Preferred
Telecommunications Preferred
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View

Infrastructure & Construction Neutral
Healthcare Neutral
Consumer Staples & Discretionary Cautious
Property Cautious
Platform Technology Cautious

5. Our Funds Performances and Forward Strategies

Despite this challenging environment, our funds have generally demonstrated relative resilience
compared with their respective benchmarks, reflecting active portfolio positioning and disciplined

risk management.
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Figure 9: Recapital AM Mutual Funds YTD Performance vs Benchmarks
source: Infovesta, processed
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RCEQ (Recapital Equity Fund) moved broadly in line with the market correction but showed relative
resilience compared to the benchmark indices (IHSG and LQ45). While equity markets experienced a
sharp drawdown during the quarter, the fund’s positioning in sectors with stronger earnings visibility
helped cushion part of the decline. RCBF (Recapital Balanced Fund) continues to demonstrate the
benefit of diversification between equities and fixed income. Historically, the fund has delivered
stronger cumulative growth compared with its benchmark, reflecting active allocation and disciplined
portfolio management. During the recent market correction, RCBF showed relative resilience as the
diversified structure helped cushion the downside. While both the fund and benchmark experienced
declines amid the broader market sell-off, RCBF maintained performance broadly in line with — and
slightly more stable than — the benchmark, highlighting its role as a balanced strategy that
participates in market upside while mitigating volatility during periods of stress.

RCPTDG (Recapital Pendapatan Tetap Dana Gemilang), our Fixed Income Fund, delivered steady
positive returns and outperformed its benchmark, benefiting from active positioning along the
government bond curve. Following the sharp repricing of yields during Q1, the fixed income market
now offers more attractive real yields, creating opportunities to capture higher carry while managing
duration risk. RCMML (Recapital Money Market Liquid) also consistently outperformed its
benchmark, reflecting disciplined liquidity management and allocation into high-quality short-term

instruments. The fund provides stability and capital preservation during periods of market uncertainty.

Overall, the Q1 2026 market repricing has created a more constructive entry point across asset classes,
and our portfolios remain actively positioned to navigate volatility while capturing opportunities as

market conditions stabilize.

Given the current market environment, investors are encouraged to diversify their portfolios in
accordance with their respective risk profiles and market views. For investors seeking stability and
capital preservation, RCMML (Money Market Fund) provides relatively steady returns through high-
quality short-term instruments during periods of uncertainty. Investors looking for balanced exposure
between growth and stability may consider RCBF (Balanced Fund), which combines equity upside
potential with the defensive characteristics of fixed income. For those aiming to capture opportunities
arising from the recent yield repricing, RCPTDG (Fixed Income Fund) offers exposure to attractive
government bond yields and improved carry following the adjustment in the bond market.
Meanwhile, investors with a higher risk tolerance and a longer-term investment horizon may consider
RCEQ (Equity Fund) to capture potential equity market recovery and thematic sector momentum as

valuations normalize following the first-quarter correction.

Conclusion

The first quarter of 2026 marked a significant repricing across Indonesian asset classes. Rising global
energy prices, renewed inflation pressures, currency weakness, and heightened scrutiny of
Indonesia’s fiscal trajectory contributed to one of the larger quarterly drawdowns in recent years

across both equities and bonds.
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Despite this adjustment, Indonesia’s underlying macroeconomic fundamentals remain broadly
resilient. Economic growth continues to track above 5%, supported by domestic consumption and
ongoing policy support. At the same time, monetary and fiscal authorities retain policy flexibility to

respond to evolving macroeconomic conditions.

Importantly, the repricing observed during the first quarter has brought valuations across several asset
classes closer to historical norms, suggesting that a meaningful portion of the external and domestic
risks has already been incorporated into market prices. In many cases, this adjustment has improved
the risk-reward profile for long-term investors.

Looking ahead, the trajectory of global energy prices, currency stability, and global financial conditions
will remain key drivers of market performance. Within this environment, Indonesia’s structural growth
drivers, expanding domestic investor base, and relatively stable macroeconomic framework continue

to provide a supportive foundation for financial markets over the medium term.

Against this backdrop, the current market phase may present selective opportunities for investors to
build diversified portfolios aligned with their investment objectives and risk tolerance. Through
disciplined portfolio management and strategic asset allocation, investors can position themselves to

navigate near-term volatility while participating in Indonesia’s longer-term economic growth.
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Important Information

This document has been prepared and distributed by PT Recapital Asset Management strictly for informational
purposes only. The content of this report is intended solely to provide general market commentary and analysis and
should not be construed as an offer, invitation, recommendation, or solicitation to buy or sell any securities, financial
instruments, or investment products.

The information contained in this report has been obtained from sources believed to be reliable; however, PT Recapital
Asset Management does not guarantee its accuracy, completeness, or reliability. Any opinions, estimates, forecasts,
and projections expressed herein reflect the judgment of the author(s) at the time of publication and are subject to
change without notice. Such views may differ from those of other market participants and may not materialize.

This document does not constitute investment advice, legal advice, tax advice, or accounting advice. Recipients should
carefully consider their own investment objectives, financial circumstances, and risk tolerance before making any
investment decisions and are encouraged to seek independent professional advice where appropriate.

Investments in financial markets involve risks, including the potential loss of principal. Past performance does not
guarantee or reflect future performance. Any investment decision remains the sole responsibility of the investor.

This document is intended only for the use of the recipient(s) to whom it is delivered and may not be reproduced,
redistributed, published, or transmitted (in whole or in part) to any other party without the prior written consent of
PT Recapital Asset Management.

DISCLAIMER:

Investments in mutual funds involve risks. Prospective investors are required to read and understand the prospectus
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