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The horse navigating a rocky road is symbolic of
Indonesia’s economic journey in the face of global
challenges marked by uncertainty and unpredictable
changes. The horse keeps moving forward,
representing the resilience of the national financial
system, which continues to grow and advance.

The digital iconography symbolises the three
pillars of macroprudential policy, namely financial
intermediation, resilience and inclusion, thus
reflecting Indonesia’s growing economy, accompanied
by maintained resilience and inclusiveness
underpinning a stable and resilient financial system.

The beams of light are indicative of optimism in line
with the direction of Bank Indonesia policy, which
continues to foster growth and stability. The rugged
and bushy landscape represents the challenging
global reality that can nevertheless be overcome with
the right strategy, strong commitment and synergy
with strategic partners.
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Foreword

Foreword

Perry Warjiyo
Governor of Bank Indonesia

Alhamdulillah, Praise be to God Almighty for
the publication of the Financial Stability Review
No. 45, August 2025 edition, entitled Reviving
Intermediation, Strengthening Resilience Amid
Increasing Global Uncertainty. Financial Stability
Review is an integral part of Bank Indonesia’s policy
communication, while simultaneously serving as
a commemoration and celebration of 80 years of
Indonesian independence. The Financial Stability
Review provides a comprehensive overview of the
current state and prospects of Indonesian financial
system stability based on an in-depth assessment
of the three main pillars of macroprudential policy,
namely intermediation, financial systemresilience as

well asfinancial inclusion and the greeneconomy. The
three pillars of macroprudential policy represent an
important foundation to maintain an optimal balance
between sustainable economic growth and financial
system stability.

The globaleconomy is currently facing complex risks,
not only in the form of heightened uncertainty but
alsoincreasing unpredictability. The United States has
imposed higher reciprocal import tariffs thaninitially
announced on several countries, thus increasing the
risk of global economic moderation. In the United
Statesitself, the economic outlook is potentially lower
in line with weaker domestic demand. Meanwhile,
China’s economy is also experiencing a slowdown
as a result of declining exports, primarily to the
United States, while the Indian economy is expected
to maintain solid growth on the back of domestic
investment and consumption.

Theimplementation of reciprocal import tariffs by the
United States government has also triggered a build-up
of riskinfinancial markets and global capital flows. The
current trend of slower growth and disinflation have
prompted most central banks tofavour accommodative
monetary policy, except in Japan. Milder inflationary
pressures in the United States are strengthening
expectations of afuturereductioninthe Federal Funds
Rate.Inthe nearterm, however, global financial market
uncertainty is expected to persist, thus demanding
vigilance to maintain domestic economic resilience
against the impact of potential global spillovers.

Despite global uncertainty spurred by inward-looking
policies in the United States, economic growth
in Indonesia exceeded projections in the second
quarter of 2025.Second-quarter growth in 2025 was
recorded at5.12% (yoy),upfrom4.87% (yoy) inthefirst
quarterof 2025. Stronger economic performance was
supported by investment in line with positive capital
investment growth and household consumption as

FINANCIAL STABILITY REVIEW | No. 45, August 2025



community mobility increased. Non-oil and gas exports
also increased due to the front-loading of exports
bound for the United States in anticipation of tariffs,
accompanied by an influx of inbound international
travellers. Domestic macroeconomic resilience
was also reflected in a solid Balance of Payments,
stable rupiah exchange rates as well as maintained
low inflation.

In terms of financial sector performance, loans
disbursed by the banking industry maintained
positive yet moderating growthin line withrestrained
corporate demand. Meanwhile, Bank Indonesia
acknowledges a further opportunity to accelerate
credit growth due to ample liquidity in the banking
industry, coupled with faster growth of third-party
fundsin line with expansionary fiscal spending. Tothat
end, bank lending must be strengthened further to
support sustainable economic growth against robust
bankingindustry resilience.

Moving forward, Bank Indonesia will continue
strengthening its policy mix to maintain stability in
pursuit of sustainable economic growth. Meanwhile,

BWARTEERTE S T e L e .

Foreword

Bank Indonesia continues optimising accommodative
macroprudential policy to revive lending/financing,
lower interest rates and increase liquidity in the
bankingindustry to support higher economic growth.
We remain optimistic in terms of accelerating bank
lending/financing, underpinned by maintained financial
system resilience. Synergy with the Government
and Financial System Stability Committee is key to
maintaining stability and driving economic growth in
line with the Government’s Asta Cita program.

We sincerely hope the 45 edition of the Financial
Stability Review serves as a valuable reference for
informed decision-making among policymakers,
market players, academics and the wider community
in terms of understanding national financial system
dynamics. Equipped with this insight, let us build
optimism that Indonesia can navigate the prevailing
global dynamics with strongresilience and sustainable
economic growth. To that end, we are confident and
reiterate that “The key to facing uncertainty is policy
synergy, interagency coordination and collective optimism.
With collective enthusiasm and the spirit of togetherness,
we not only survive but also grow stronger.”

Jakarta, August 2025

Governor of Bank Indonesia
Perry Warjiyo
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Financial system stability was maintained despite
persistent global uncertainty. As an indicator of
financial system resilience, the Financial System
Stability Index (FSSI) remained in the normal zone
throughout the first semester of 2025, underpinned
by aresilient bankingindustry and non-bank financial
industry (NBFI) as well as maintained corporate and
household performance. Global economic uncertainty
resurgenceaftertheannouncementofhigherreciprocal
import tariffs by the United States (US) Government
onseveral advanced and developing economies. Public
confidence in financial sector resilience in Indonesia
remained strong despite various vulnerabilities
and potential shocks. Strong public confidence was
supported by the Bank Indonesia policy mix, which
remained oriented towards maintaining stability in
pursuit of sustainable economic growth in line with
the Government’s Asta Citaprogram. In addition, Bank
Indonesiacontinued strengthening policy synergy with
the Financial System Stability Committee (KSSK) to
maintain financial system stability.

Global economicuncertainty remained high, elevated
by the reciprocal import tariffs introduced by the
US Administration alongside deepening geopolitical
tensions in several regions. Such inauspicious
conditionstriggered economicmoderationinadvanced
economies, including the US, Europe and Japan, despite
authoritiesineachjurisdiction applying expansionary
fiscal policy and accommodative monetary policy. The
reciprocal importtariffs are expected toimpact world
trade performance, particularly through the prospect
of weaker demand. In addition, the rebalancing
of foreign capital flows from the US to Europe and
developingeconomies, aswell asto safe-haven assets,
continuedinresponse toabuild-up of economicriskin
the US, including fiscal risk. Moving forward, vigilance
is required alongside a stronger policy response and
coordination to mitigate persistently high economic
and global financial market uncertainty, while
maintaining external resilience, preserving stability
and stimulating domestic economic growth.

At home, Indonesia’s economy remained resilient
with a further opportunity to accelerate growth
giventhe sluggish global economic outlook. National
resilience was supported by domestic activity.
Investment indicated early signs of recovery, and
export maintained growthonthe back of global demand
for Indonesia’s major commodities and manufacturing
products. Household consumption posted 4.97% (yoy)
growth in line with increasing economic activity and
community mobility duringtherecent series of national
religious holidays and school holidays. Meanwhile,

FINANCIAL STABILITY REVIEW | No. 45, August 2025
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US reciprocal import tariffs could potentially trigger
trade diversion, thus diverting some exports away
from China to Indonesia, particularly in the mining
sector, basic metals industry, chemical industry and
paper industry, which have strong forward linkages
with several countries that have the potential tousurp
export sharefrom China. Compelling opportunities to
boost growth, therefore,remain available through the
positive impact of trade diversion and policy support.
Rupiah exchange rate stability was maintained given
the strong stabilisation policy response instituted by
Bank Indonesia, coupled with renewed enforcement
of the Government regulation concerning the Foreign
Exchange Proceeds from the Export of Natural
Resources (DHE SDA). Inflation was also maintained
withinthe 2.5%+1% target corridor, with volatile food
inflation tracking a downward trend as a corollary of
inflation control synergy withthe Central and Regional
Government Inflation Control Teams (TPIP and TPID)
through the National Movement for Food Inflation
Control (GNPIP) invarious regions.

Banking intermediation was maintained despite a
further opportunity to accelerate growth in order
to support the economy. Growth of loans disbursed
by the bankingindustryin June 2025 recorded 7.77%
(yoy) growth, moderating from 12.36% (yoy) in June
2024. The main contributors to credit growth were
productive loans,namely investment loans, supported
by credit growth in the corporate segment. On the
supply side, this was influenced by bank prudence
and selective lending, despite third party funds (TPF)
growth accelerating to 6.96% (yoy) in June 2025.
Faster credit growth than TPF growth prompted the
banks to deploy asset reallocation strategies. The
banking industry will optimise income and risk (risk-
adjusted return) in the asset portfolio by reallocating
credit and liquid asset instruments to maximise
profitability. Optimising returns and risk management
through adjustments to asset portfolio strategies are
expected to expand credit. In addition, the prospect
of non-TPF funding sources from the domestic and
global capital markets increased. Meanwhile, more
selective lending appetite was reflected inthe Lending
Requirement Index (LRI), indicating bank discretion
when extending loans.

Banking intermediation was bolstered by positive
corporate and household performance, whichmust be
accelerated further. Corporate sales and investment
growth helped to maintain the demand for credit.
Corporate sales were supported by stronger export
sales amid growing pressure on production costs due
tothereciprocalimport tariffs of the US Government.
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Nevertheless, the corporate sector tended to delay
expansion given persistently high uncertainty.
Businesses increased liquidity to provide flexibility
when responding to volatile economic dynamics and
to help expand financing. In terms of households,
household consumption maintained positively
growth which supported household credit growth.
Positive household credit growth primarily stemmed
from housing loans and multipurpose loans, despite
moderation. Notwithstanding, policy synergy between
the Government and Bank Indonesia successfully
offset deeper moderation of housing loan growth.
NBFI financing, including online loans, expanded
access to finance for households, particularly low-
income households, supported by greater adoption of
digitalisation that has accelerated services.

Financial system resilience remained solid,
underpinned by robust banking industry and NBFI
resilience. Credit risk resilience, liquidity and capital
in the banking industry remained solid, supported
by selective lending to maintain credit quality. The
banking industry dealt with challenges, however, in
terms of competitiontosecure funds. Credit risk eased
slightly in line with bank efforts to maintain credit
quality, except for micro,small and medium enterprises
(MSME) loans and consumer loans. Bank profitability
continued tracking an upward trend in line with
effective effortstodiversifyincome, correct provisions
for impairment losses and enhance operational cost
efficiency. Ample liquidity was maintained in the
bankingindustry despite decreasingin line with lower
funding liquidity creation as banks increased the
servicing of external debt. Financial systemresilience
also remained solid amid operational risk caused by
digitalisation. Strengthening operational and cyber risk
mitigation has become acrucial element of maintaining
payment systemresilience andreliability in Indonesia.
Indonesia has strengthened financial system crisis
prevention and handling through a comprehensive
legal framework. In terms of the NBFI, the resilience
of finance companies and online loans was maintained
despiteincreasingrisk due torapid growth of buy now
pay later (BNPL) loans, which continues to demand
vigilance. Meanwhile, external debt continued a
contractionary trend due to declining corporate
external debt.

Inline with financial sector resilience, corporate and
household repayment capacity were maintained in
2025 despite pressures on the household sector,
particularly lower-middle income households.

Increasing corporate liquidity and fewer businesses
experiencing financial distress were indicatives of
maintained corporate resilience. Notwithstanding,
the impact of global and domestic dynamics along
withescalating geopolitical tensions and US reciprocal
tariff policy, particularly on exporters, continued to
demand vigilance. Interms of households, particularly
lower-middle income households, lower incomes and
pressures on purchasing power continued to require
attention, as indicated by the dominance of informal
workers and the ongoing trend of dismissals and
redundancies. Lower incomes have slowed household
deposit growth and increased non-performing loans
(NPL) across allincome levels.

MSME loan growth remained positive, supported
by small enterprises. By sector, MSME loan growth
was primarily driven by the transportation sector,
agriculture as well as accommodation. Growth
of MSME loans disbursed to those sectors was
spurred by the provision of agricultural equipment
and machinery as well as agricultural production
facilities, increasing MSME export performance and
stronger demand among domestic and international
travellers during the holiday period. Nevertheless,
MSME loan performance moderated in terms of the
construction sector, manufacturingindustry and trade
sector in line with weaker domestic demand. Bank
Indonesiaremained firmly committed tostrengthening
inclusive and sustainable national digital and economic
transformation through collaboration to organise
and host the Indonesia Digital Economy and Finance
Festival in synergy with Karya Kreatif Indonesia
(FEKDIxKKI) 2024. Green loan disbursements
continued tracking an upward trend, accompanied
by mitigated credit risk, despite remaining below
potential. Meanwhile, financing disbursed by the
sharia banking industry must be increased further to
supporteconomic growth. Bank Indonesia constantly
strengthened its support to optimise inclusive, green
and Islamicfinance through macroprudential policies
targetingthe bankingindustry, alongside MSME, green
and sharia empowerment and financing strategies,
and the development of an ecosystem to facilitate
access to finance, while increasing public education
and literacy. Synergy and coordination with financial
sector authorities, the Ministry of Finance and other
government ministries/agencies were pursued
continuously to optimise inclusive, green and Islamic
finance fromthe policy/regulatory side, while providing
supportinginfrastructure for the financing ecosystem.
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Moving forward, banking intermediation in 2025-
2026 is forecast to remain solid, supported by a
promising domestic economic growth outlook,
financial systemresilience as well as stable inflation
and exchangerates. Credit growthis projectedinthe
8-11%rangein 2025 before acceleratingin 2026.0n
the demand side, the pace of real sector recovery and
strengthening public purchasing power are the main
driving factors of banking intermediation. On the
supplyside,improvingintermediationwill be supported
by lower lending rates, adequate liquidity, including
additional liquidity from the Macroprudential Liquidity
Incentive Policy (KLM), as well as banking industry
optimism concerning financial sector resilience.
Meanwhile, inclusive (MSME) and green finance
are predicted to maintain positive yet moderating
growth, supported by the Bank Indonesia policy
mix, People’s Business Loan (KUR) program, Islamic
finance and commitments to a sustainable economic
transition,or ajust transition. Notwithstanding, several
challenges remain, such as the wait-and-see attitude
of the corporate sector, weak purchasing power
in the middle-lower income bracket, as well as the
need to strengthen MSME competitiveness and the
sustainability of banking liquidity.
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Executive Summary

Bank Indonesia continuously strengthens its
policy mix by maintaining an accommodative
macroprudential policy stance oriented towards
expanding credit to the real sector, including
inclusive and green finance, in line with the
economic and financial cycles. By optimising various
macroprudential policy instruments, Bank Indonesia
continuously strives to create a stable and inclusive
financial system. Pro-growth macroprudential policy
isoriented towards strengthening the intermediation
function in pursuit of national economic growth.
Furthermore, Bank Indonesia strengthened policies
to increase foreign funding in the banking industry
and ensure greater liquidity management flexibility
through the Bank Foreign Funding Ratio (RPLN) and
Macroprudential Liquidity Buffer (MPLB) to revive
intermediation. Interms of supervision,Bank Indonesia
strengthened systemic surveillance through an
integrated approach, supported by the development
of supervisory technology and application of artificial
intelligence (Al) technology. Maintaining financial
system stability and effective policy transmission,
policy coordination and synergy with financial sector
authorities and relevant government ministries/
agencies are continuously strengthened through
domestic forums and international cooperation.
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Chapter 1

NAVIGATING THE INDONESIAN
ECONOMY AMID GLOBAL

UNCERTAINTY

Global economic uncertainty remained elevated, driven
by US reciprocal tariffs and escalating geopolitical
tensions. These conditions slowed growth in advanced
economies and are expected to moderate growth in
developing economies through weaker exports and reduced
global trade flows. Inturn, tariff policy and geopolitical risks
amplified volatility in global financial market.

Domestic economic resilience was maintained despite
elevated global economic uncertainty. Domestic economic
growth in the second quarter of 2025 was supported by
domestic economic activity as well as import-export
activity, which increased, and the positive performance
of major sectors, such as the manufacturing industry, trade,
as well as the information and communication sector.
External resilience was maintained alongside rupiah
stability, underpinned by Bank Indonesia’s stabilisation
policy. Inflation remained under control and within the

2.5%+1% target corridor, bolstered by monetary policy
consistency and close inflation control synergy with the
central and regional government through the GNPIP.

Consistent with solid macroeconomic resilience against
aglobal uncertainty, financial systemrresilience was also
maintained. This was supported by the strong foundations
of the banking sector, as reflected in lower risk, solid capital
and adequate liquidity to support credit growth. Credit
growth was recorded in the range projected by Bank
Indonesia, namely 8-11% (yoy), driven by the growing
need for productive and consumptive financing, despite
demand from large corporations indicating moderation.
Such conditions supported intermediation performance
and maintained the stability of the financial system, as
reflected by a FSSI that remained in the normal zone
throughout the first semester of 2025.

J
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Chapter 1 - Navigating the Indonesian Economy Amid Global Uncertainty

Global Geopolitical Dynamics: Macroeconomic
Stability and Financial System Stability Challenges

Global economic uncertainty remained high due
to the reciprocal import tariffs imposed by the US
Government on China and several other countries,
coupled with deepening geopolitical tensions in
the Middle East. The ongoing phenomena of trade
and tariff wars, including the US announcement of
reciprocal import tariffs at the beginning of April
2025 and the retaliatory policies instituted by China
alongwith similar responses from other countries, has
elevated the level of global uncertainty. Geopolitical
tensions in the Middle East in June 2025 further
heightened uncertainty and impacted the global
economic growth outlook. Although trade war
tensions eased in May 2025 due to the temporary
pause agreed between the US and China for 90
days, trade, investment and global financial market
activities were still affected. Economic moderation
wasobserved inadvanced economies,suchasthe US,
Europe and Japan, despite efforts by authorities in
eachjurisdictiontoinstitute expansionary fiscal policy
and accommodative monetary policy. Meanwhile, the
impact of USreciprocal tariffsis expected toinfluence
world trade performance, particularly the prospect of
weaker global demand. The prospect of slower world
trade was triggered by high uncertainty in terms of
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Graph 1.1.1. Economic Policy
Uncertainty Trade Index and VIX Index

global trade policy, asreflected in the Economic Policy
Uncertainty Trade Index, whichincreased sharply from
1,726 in January 2025 to 7,956 in April 2025, and
subsequently remained high until July 2025 at 3,403
(Graph1.1.1).

US tariff policy and geopolitical tensions in the
Middle East, coupled with the adverse impact onthe
global economy, heightened global financial market
uncertainty. The prospect of economic moderation
in the US, accompanied by high fiscal risk, triggered
capital outflows from the US to save-haven assets,
including gold. Such conditions prompted broad-
based USdollar depreciation against the currencies of
advanced economies (DXY) and emerging economies
(ADXY), although US dollar movements and volatility
will remain at the mercy of US tariff policy dynamics
and escalating global geopolitical tensions. High
global uncertainty was reflected inthe volatility index
(VIX), peakingin April 2025 at 24.70 (Graph 1.1.1). In
addition, escalating geopolitical tensionsinthe Middle
East spurred additional pressures on global economic
uncertainty, as reflected in the upward global oil and
gold price trends.
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1.2

Economic Resilience and Domestic Financial

Stability against Global Risks

Despite global headwinds, Indonesia’s economy
remained resilient, recording stronger growth of
5.12% (yoy) in Q2 2025, up from 4.87% (yoy) in the
previous quarter. Growth from the perspective of
expenditure was supported by solid domesticdemand
alongside improving export-import performance.
Household consumption grew 4.97% (yoy) in line
withtheincreasing economicactivity and community
mobility during the series of national religious holidays
and school holidays. Investment grew 6.99% (yoy),
underpinned by positive capital investment growth
realisation. Meanwhile, exports grew 10.67% (yoy)
on the back of increasing demand from Indonesia’s
major trading partners, accompanied by an slight
increase in service exports given the influx of
inboundinternational travellers. Alleconomic sectors
maintained positive performance in the reporting
period. As the primary economic contributors, the
manufacturing industry, trade sector, as well as the
information and communicationsector recorded solid
growth in line with increasing domestic and external
demand. Spatially,economic growth acceleratedinthe
second quarter of 2025 in all regions of the archipelago
compared with conditions in the previous period, led
by Java, followed by Sulawesi-Maluku-Papua, Sumatra,
Kalimantan and Bali-Nusa Tenggara. Meanwhile, low
inflation was maintained within the target corridor.
The Consumer Price Index (CPI)in July 2025 recorded
2.37% (yoy) inflation. Core inflation remained under
controlat2.32% (yoy) inline with policy rate (Bl-Rate)
consistency to anchor inflation expectations to the
target. Volatile food and administered prices also
remained manageable at 3.82% (yoy) and 1.32% (yoy),
respectively,thanks to close inflation control synergy
by the TPIP and TPID.

External resilience in Indonesia was maintained
alongside rupiah appreciation and stability,
supported by Bank Indonesia’s stabilisation policy
amid elevated global uncertainty. The trade balance

FINANCIAL STABILITY REVIEW | No. 45, August 2025

in June 2025 amassed a USD4.1 billion surplus,
continuing the USD4.3 billion surplus recorded in
May 2025, supported by solid non-oil and gas export
performance. Foreign capital inflows to domestic
portfolio instruments (portfolio inflows) were also
maintained due to the promising national economic
outlook for Indonesia, high yields on financial
instruments forinvestment and arebalancing of capital
flows to emerging economies, including Indonesia, as
economicriskincreasedinthe US. Foreign capital flows
togovernment securities (SBN) at the end of July 2025
recorded net inflows of USD1.05 billion. The position
of reserve assets at the end of July 2025 also remained
highat USD152.0 billion, equivalent to 6.3 months of
imports or 6.2 months of imports and the servicing
of government external debt, which is well above the
international adequacy standard of approximately 3
months of imports. Rupiah exchange rates remained
stable despite experiencing strong headwinds in
offshore markets at the beginning of the second
quarter of 2025 through non-deliverable forwards
(NDF) after the US announced its reciprocal tariff
policy, which heightened global economicuncertainty.
Inresponse, Bank Indonesiaintervenedinthe foreign
exchange market, including intervention in offshore
NDF transactions, which brought rupiah movements
back under control.InMay and June 2025, the rupiah
strengthened against the US dollar, underpinned by
consistent Bank Indonesia stabilisation policy against
abackdrop of persistently high global uncertainty. On
315t July 2025, the value of the rupiahwas recorded at
Rp16,455 per USdollar, appreciating from Rp16,865
per US dollarin April 2025. Rupiah appreciation was
also supported by the conversion of foreign currencies
into rupiah by exporters after the Government
strengthened its policy concerning DHE SDA.

Solid economic performance helped to maintain
financial system stability. The FSSI remained in the
normal zone throughout the first half of 2025 (Graph
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Chapter 1 - Navigating the Indonesian Economy Amid Global Uncertainty

1.2.1), thereby indicating national financial system
resilience in the face of global turmoil. Economic
growth momentum from the end of 2024 until the
first semester of 2025 sustained solid financial
intermediation. Credit growth remained in the
range projected by Bank Indonesia, namely 8-11%
(yoy), driven by increasing demand for productive
and consumptive loans despite demand from large
corporations indicating moderation. Rupiah stability
along with low and stable inflation also supported
the corporate sector’s balance sheet. Exchange
rate risk continued to demand vigilance, however,
particularly among corporationsindebted with foreign
loans and burdened by a cost structure with a high
import content.

Financial system resilience was also supported by
strong foundations in the banking sector. Banking
industry resilience was reflected by low credit risk, a
solid capital base and ample liquidity to drive credit
growth. The banks applied prudential principles
when extending credit, as indicated by low NPL and
loans at risk (LaR) at 2.22% and 9.73% in June 2025,
respectively. Liquidity resilience was also maintained
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Graph 1.2.1. Financial System Stability Index

alongside asolid capital base, as reflected by aratio of
liquid assets to third-party funds (LA/TPF) of 27.05%
and a high Capital Adequacy Ratio (CAR) of 25.48%.
Such conditions prompted bankstoincrease newloan
disbursements, thereby raising the ratio of credit to
total assets from 62.07% to 62.86% in June 2025.

Vulnerabilities and Sources of Financial System

Shocks in Indonesia’

The intermediation function remained sound
throughout the first semester of 2025 despite the
emergence of structural pressures that required
attention. Moderating TPF growth beganto limit the
capacity todisburse credit despite continued interest
infinancingfromthe banks. Moderationwas consistent
with the declining contribution of individual third-
party funds since the pandemic, while the dominance
of private non-NBFlin the composition of TPF created
a dependence on large customers. Such conditions
intensified interest rate competition, as indicated by
competing bank efforts to offer higher funding rates,
including special rates, to attract and retain funds.
Consequently, the cost of funds increased, thereby
impacting intermediation efficiency.

1 Based on the Risk Assessment Matrix compiled from the
Systemic Risk Survey conducted in the first semester of
2025 (121 respondents comprising financial institutions,
corporations, economists and academics), data as of 21st
April 2025,

Structural pressures emergedin line with the findings
of apublic perception survey concerning the sources
of systemic risk in the first semester of 2025, which
identified various vulnerabilities? and shocks?
in terms of financial system stability. The survey
identified several main factors considered potential
sources of systemic vulnerability. Economic growth
driven by certaindominant sectors was one of the main
factorsthat canbecome apotential source of systemic
vulnerability. The next factor was digital vulnerability,
including the rapid emergence of illegal online loans.
Third, portfolio credit in the banking industry that is
concentrated inspecificsectors or borrowers. Finally,
shallow financial markets in Indonesia (Graph 1.3.1).

2 Vulnerabilities are pre-existing features of the financial
system that amplify and accelerate the spread of shocks.

3 Shocks are trigger events as the proximate cause of a
crisis. Risk materialises when a shock interacts with a
vulnerability and can have a systemic impact when not
mitigated by adequate financial system resilience.
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The survey also identified five major shocks that
coulddisrupt financial systemstability. First, potential
rupiah depreciation and weaker financial markets in
Indonesia. Second, potentially restrained economic
growth due to global uncertainty, the efficiency of
government spendingandrestrained private corporate
performance. Third, a potential increase in capital
outflows fromIndonesiatothe US or other safe-haven
countries. Fourth, economic moderation and growth
divergence among Indonesia’s trading partners due
to disruptions caused by global trade policy. Finally,
weaker consumption and public purchasing power
due to a prolonged recovery in the labour market
(Graph 1.3.2).

Publicconfidenceinfinancial sector resilienceremains
high in Indonesia despite various vulnerabilities
and potential shocks. Survey results indicated that

Bank funding dominated by short-
term funds and concentrated on 3.35
large customers

Sources of economic growth

concentrated on certain sectors e
Rapid digital transformation 3.30
SR
Shallow financial markets 293

in Indonesia
O 1 2 3 4 5 6

Source: Bank Indonesia, processed

Graph 1.3.1. Sources of Vulnerability*

4 The score of 1 to 6 reflects the respondents’ views regarding
the nature (temporary or structural) and severity (major or
moderate) of the vulnerability.
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most respondents are confident that financial system
stability can be maintained in the face of potential
systemic risk. The confidence level was supported
by close national policy mix synergy between Bank
Indonesia and the Government, which focuses on
strengthening sustainable economic growth in line
with the Asta Cita program, managing inflation and
exchange rates, as well as mitigating the deleterious
impact of global uncertainty onthe domesticeconomy.
Synergy between Bank Indonesia and the Government
was further strengthened by the accommodative
macroprudential policy response maintained by Bank
Indonesiatorevive theintermediation function. Such
policiesinclude providing incentives through KLM to
banks actively extending credit to priority, green and
inclusive sectors, while increasing liquidity by lowering
the MPLB and raising the RPLN.

Increasing rupiah exchange
rate volatility

Restrained economic growth
Restrained
in Indonesia

5.46

Capital outflows to save-

haven assets 2

Economic moderation and
growth divergence among 512
trading partner countries

Restrained consumption
and public purchasing power 5.09
in Indonesia

0 1 2 3 4 5 6

Source: Bank Indonesia, processed

Graph 1.3.2. Sources of Risk®

5 The score of 1 to 6 reflects the respondents’ views
regarding the potential impact of the shock (significant,
medium, minimal) and probability of occurrence (high,
medium, low).
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Box United States Tariff Policy

11

The Liberation Day tariffs announced by the
US Administration increased global economic
uncertainty and adversely impacted the world
economic growth outlook. On 2™ April 2025,
US President Trump announced the Liberation
Day tariffs through Executive Order No. 14257,
thusimposing abaseline universal tariff of 10% on
imports from approximately 190 countries along
with additional reciprocal tariffs of 10-140%,
effective from 9t April 2025. The announcement
was met with retaliatory measures from several
countries, including China, triggering concerns
over a worsening of global trade fragmentation
that could weaken the global economy. This
was followed by a temporary easing of global
uncertainty after the USand China agreed to pause
the introduction of reciprocal tariffs for 90 days
until 9t July 2025. In July 2025 the US President
announced higher reciprocal tariffs for several
advanced and emergingeconomies, with Indonesia
subject to a 32% tariff that was planned to take
effect on 15t August 2025. Negotiations between
the Indonesian Government and its US counterpart
inJuly 2025 resulted inanagreement toreduce the
tariffto 19% (Graph B1.1.1).

US reciprocal tariff policy elevated global
economic uncertainty and is expected to
downgrade the world economic growth
outlook. Various indicators show that US tariff
policy precipitated global economic moderation.
Economicgrowthinvarious advanced economies,
including the US, Europe and Japan, tracked a
downward trend despite expansionary fiscal
policy and loose monetary policy. Economic
performancein Chinais alsoforecast to moderate
despite various export diversification strategies.
Economic growth in other developing economies
is also predicted to slow due to the direct impact
of lower exportstothe US and the indirectimpact
of lower trade volume with other countries.

Domestic economic growth must be increased to
mitigate global spillovers stemming from economic
moderation caused by US tariff policy. Non-oil and
gas export performance in the second quarter of
2025 remained solid due to the front-loading of
exports to the US by exporters in anticipation of
US tariff policy. Nevertheless, risk from the trade
channel continues to demand vigilance. The 19%
import duties imposed by the US could undermine
price competitiveness and exporter profits in
Indonesia, particularly affecting major commodities
such as machinery and equipment, footwear, and
textiles. The impact is expected to remain limited,
however, considering Indonesian exports bound
for the US account foronly 10.57% of total exports.
On the other hand, the risk of spillovers in the
financial channel is also relatively well contained
considering most exporters to the US have a low
creditrisk profile. The reductionin tariffs from 32%
to 19%, which is below other competing countries,
hasunlocked acompellingopportunity for Indonesia
to strengthen exports to the US. Moving forward,
the impact of global economic moderation due to
US tariff policy must be anticipated, whichincludes
exploring potential new avenues of bilateral and
multilateral cooperation. Meanwhile, the sources
of economic growth from domesticdemand, namely
household consumption and investment, must be
increased through an optimal national economic
policy mix response.
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Box

1.2

High global and domestic uncertainty influenced
market perception/sentiment and the level
of business confidence, which impacted
intermediation performance (Graph B1.2.1).
Risk averse behaviour was reflected in the
corporate sector, which pared back production
and investment expansion, and relied more
on internal funds due to stagnating sales. Such
conditionsimpeded the growth of investment loans
and working capital loans. Households indicated
a similar response, with high-income households
diverting funds to more liquid investment assets
with higher returns and low-income households
favouring consumption smoothing, while relying
on short-term loans to supplement weaker
income. Declining household purchasing power
undermined the demand for MSME products,
lowered sales and impeded repayment capacity,
with MSMEs thus relying on internal funds or
non-bank loans offering less stringent lending
requirements thanthetraditional bankingindustry.

Expectations of higher risk prompted greater
banking prudence. On the asset side, banking
prudence was reflected by a growing allocation
of liquid assets amid limited credit expansion
throughout the first half of 2025, which was
supported by just a handful of large banks. The
perception of higher risk also impacted the
structure of lending rates®, which have tracked
an upward trend since the third quarter of 2024
despite reductions to the policy rate (BI-Rate).
Lending rates have been edged upwards by the
profit margin component to maintain profitability,
coupled with a higher risk premium in line with
expectations of increasing credit risk (Graph

6 Lending rates as reported by banks through the Prime
Lending Rate Report to OJK consist of three major
components, namely the cost of loanable funds (CoLF),
overhead costs (OHC) and profit margin. There is also an
additional component in the form of a risk premiums that
reflects the level of debtor risk.
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B1.2.2).Bankfunding has also dealt with pressure
due to moderating TPF growth. Nevertheless,
intermediation still has a further opportunity for
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The opportunity for growth remains opendue to
the positive impact of trade diversion and policy
support. UStariff policy could potentially divert a
portionof China’s export share to Indonesia (trade
diversion), particularly in the mining sector, basic
metals industry, chemical industry and paper

INDIRECT POTENTIAL
Forward GVC - INDONESIA
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ELECTRICAL MACHINERY, APPARATUS AND
APPLIANCES INDUSTRY

™ RUBBERINDUSTRY
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FOOD AND BEVERAGES INDUSTRY
LEATHER AND FOOTWEAR INDUSTRY

Source: CEIC, Multiregional Input-Output Tables, processed

Country Code

industry that have strong forward linkages with
several countries that could potentially usurp
export share from China (Figure B1.2.1). Such
sectors could potentially attract positive spillovers,
thereby increasingsales and the demand for credit.

POTENTIAL PRODUCTS

. Clothing and Knitted Accessories

. Clothing and Non-Knitted Accessories
@ Games and Sports Equipment

@ Footwear

@ Furniture

@ Processed Wool and Cotton

() Clothing and Knitted Accessories
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(@ Leather Products

() Rubber and Leather Products

INDIA

. Mechanical Machinery and Appliances
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. Vehicles Other than Railway or Tramway
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() Other Chemical Products
SINGAPORE

. Mechanical Machinery and Appliances
Electrical Machinery, Apparatus and Appliances

Jime

L

JAPAN
Electrical Machinery, Apparatus and Appliances

Figure B1.2.1. Trade Diversion Opportunities for Indonesia through Forward GVC
and Potential Products
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Chapter 2

BANKING INTERMEDIATION
SUPPORTING ECONOMIC

GROWTH

Financial intermediation was maintained, underpinned
by growth of investment loans for the corporate segment
to priority sectors as well as consumer loans for the
household segment. Growth of loans disbursed by the
banking industry in the second quarter of 2025 was
primarily driven by investment loans. The main contributor
to investment loan growth in the second quarter of 2025
was the corporate segment, primarily the mining sector,
construction and transportation. Meanwhile, growth
of bank loans extended to the household segment was
primarily driven by consumer loans, namely multipurpose
loans and housing loans. Government stimulus programs
targeting the housing sector and the provision of KLM
incentives by Bank Indonesia helped to maintain positive
housing loan growth. In terms of the NBFI, pawnbrokers
and online loans were the main drivers of NBFI financingin
line with rapid growth of the digital economy in Indonesia.

Bank funding continued tracking an upward trend,
including funding from TPF and non-TPF sources. TPF
growth was maintained on the back of fund placements
by the Government as fiscal stimuli to pay government
projects and expenditures. Non-TPF growth stemmed
primarily from issuances of debt securities in the capital
market as debt securities/sukuk (EBUS). The value of EBUS
issuances in the first semester of 2025 approached the
value of EBUS issuances overall in 2024. This represents
aliquidity diversification strategy deployed by the banking
industry, particularly to refinance maturing debt and
expand the role of non-bank financing.

New loan disbursements by the banking industry must
be nurtured through asset reallocation strategies amid
adjustments to funding costs and risk-aversion in the
banking industry. Interest rate transmission should
be encouraged to support intermediation and manage
the structure of bank funding. Liquidity conditions and
pressures on the cost of funds due to competition with

yields on other financial instruments prompted the banking
industry to implement asset reallocation strategies. Such
strategies were reflected in the ratio of liquid assets to total
creditamong Group of Banks by Core Capital (KBMI) 3and
4 banks, which were lower than the industry average. In
addition, asset reallocation strategies also reflected credit
expansion needs. The comparative advantage of KBMI 4
banks in terms of access to non-TPF funds supported new
loan disbursements despite declining lending capacity.
Such conditions indicated loan disbursement potential,
which remained positive. Meanwhile, KBMI 1 and 2 banks
demonstrated more conservative behaviour, as reflected by
a higher average ratio of liquid assets to total credit than
the industry average. On the other hand, more selective
lending appetite, as reflected by a higher LRI, showed the
banks became more risk averse when disbursing loans.

Positive corporate and household sector performance
helped to maintain theintermediation function. Corporate
sales growth in the first quarter of 2025 was primarily
supported by the mining sector,manufacturingindustry and
agricultural sector. The Return on Equity (ROE) and Capital
Expenditures (Capex) indicated positive performance in
line with maintained export performance despite pressures
on production costs triggered by US reciprocal import
tariffs. In addition, corporate liquidity was maintained,
as reflected by an upturn in corporate cash, among others
due to increasing bond issuances. On the other hand, the
household sector maintained positive consumption growth,
supported by high-income households and spending in
the transportation and communication sector. Household
consumptiongrowthwas relatively well maintained despite
moderation observed in the income index, conditions for
buying durable goods and labour market, accompanied
by an increase in the share of informal workers. Lower
household purchasing power and propensity to consume
will remain major concerns in terms of stimulating overall
household consumer loan growth.
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Supply Side: Bank Funding Capacity

in Economic Financing

Bankingintermediation maintained a positive growth
but must be increased further to support economic
growth. In the second quarter of 2025, banking
intermediation posted 7.77% (yoy) growth, moderating
slightly from 9.16% (yoy) in the first quarter of 2025.
The positive growth was primarily driven by stable
growth of investment loans atalevel of 12.53% (yoy),
particularly the corporate segment (11.23% yoy). The
main contributors to investment loan growth in the
reporting period were the mining sector, construction
andtransportation. Onthe other hand, there remained
afurther opportunity toincrease working capital loans,
especially tothetrade sector,manufacturingindustry
and corporate services sector. Meanwhile, therecovery
of MSME loans continued given prudence and selective
lendingin the bankingindustry,accompanied by post-
pandemic efforts to improve credit quality.

TPF growth remained asolid, driven by fiscal stimuli
and government fund placements. In the second
quarter of 2025, bank TPF posted 6.96% (yoy) growth,
up significantly from 4.48% (yoy) at the end of 2024.
Fund placements by the Government to fund project
terms and expenditures were the main contributor
to TPF growth in the reporting period. TPF growth
in the government segment increased by 16.51%
(yoy). Meanwhile, TPF growth also increased in the
corporate segment (11.25% yoy) and BUMN segment
(16.51% yoy). Conversely, individual TPF recorded
limited growth of just 0.88% (yoy) in the second quarter
of 2025. Moderation in this segment was primarily
attributable to public preferences, particularly among
high-income households, concerning higher yields on
other financial instruments for investment.

Interest rate transmission must be encouraged to
maintain an efficient intermediation function. BI-
Rate reductions totalling 50 bps from the beginning
of the year to the second quarter of 2025 have not
been fully transmitted to deposit rates. The deposit
rate in the second quarter of 2025 was recorded at
4.09% per annum, up from 4.16% p.a. in December
2024.Meanwhile, the average lending rate remained
relatively stable at 9.16% p.a.inthe second quarter of
2025,down 4 bps from 9.20% p.a.in December 2024.
This reflects the gradual fine-tuning of lending and

deposit rates in line with liquidity conditions and the
fundingstructureinthe bankingindustry. The level of
competitionwithyields onother financial instruments
prompted the banks to maintain deposit rates at a
competitive level in order to preserve TPF growth.
Consequently, funding structure management and
asset reallocation were the main strategies deployed
by the banking industry to support intermediation as
well as balance costs and profit margin.

Asset reallocation strategies were implemented
prudently by the banking industry to expand new
loan disbursements. Pressures on the cost of funds
and funding needs for expansion prompted banks
to reallocate assets from liquid instruments, such
as securities, to credit. The banks’ preference for
asset reallocation strategies was calculated based
on the Portfolio Decision Making method. This
methodology measures changes in bank behaviour
concerning placements or disbursements of specific
assets. A smaller share of securities to total assets,
coupled with an increasing share of credit, reflects
the asset reallocation strategy and indicates a bank’s
preference to disburse loans. Meanwhile, increasing
fund placements in securities at several banks
indicated risk-averse behaviour, which restrained
further credit expansion

Mixed bank preferences between disbursing loans
and placements in securities were reflected in the
disparity between KBMI groups in terms of liquidity
management. Fund placements in liquid assets by
KBMI 4 banks were comparatively lower than other
bank groups,’ indicating the preference of KBMI 4
banks to support intermediation (Graph 2.1.1). This
preferenceimpactedthe utilisation of lending capacity
at KBMI 4 banks, which was more limited at 9.21%
(Graph 2.1.2).Nevertheless, KBMI 4 banks enjoyed the

7 In accordance with OJK Regulation No. 12/POJK.03/2021
concerning Commercial Banks, KBMI is an abbreviation for
Kelompok Bank Berdasarkan Modal Inti, or Bank Group
Based on Core Capital, which is classified into 4 (four) KBMI
groups, namely: (i) KBMI 1 banks with core capital up to
Rpé trillion, (ii) KBMI 2 with core capital of more than Rp6
trillion and up to Rp14 trillion, (iii) KBMI 3 with core capital
of more than Rp14 trillion and up to Rp70 trillion, and (iv)
KBMI 4 with core capital of more than Rp70 trillion.
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Graph 2.1.2. Lending Capacity to Total Credit Ratio
by Bank Group

comparative advantage of greater access to non-TPF
funding compared to other bank groups to support
theintermediationfunction. Lending capacity inother
bank groups exceeded the industry average, indicating
high potential for loan disbursements. The support of
accommodative macroprudential policy in the form
of aloose MPLB, effective from 1st June 2025, which
afforded the banks greater flexibility when placing
funds in securities, accelerated the reallocation of
assetsinthe formof securitiesto creditandincreased
the availability of funds to revive credit growth. In
addition, Bank Indonesia optimised KLM policy to
support credit growth oriented towards priority
economic sectors.
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Heterogenous liquidity management styles to
supportintermediation werereflected by differences
intheratios of liquid assets to credit between KMBI.
KBMI 3 and 4 banks maintained an average ratio of
liquid assets to credit that was below the industry
aggregate, indicating a preference to reduce the
share of liquid assets at both bank groups to stimulate
new loan disbursements (Graph 2.1.3). On the other
hand, KBMI 1 and 2 banks recorded a comparatively
higher ratio of liquid assets to credit, indicating
more risk-aversion and a preference towards
maintaining liquidity.

Lending appetite was relatively well maintained
across most bank groups, accompanied by more
selective lending. As of June 2025, the LRI indicated
thatlending appetite inthe bankingindustry remained
favourable. Notwithstanding,abumpinthe LRI inthe
second quarter of 2025 indicated higher risk aversion
whendisbursingloans, particularly among KBMI 3and
4 banks (Graph 2.1.4).

Bank profitability was maintained despite the
intermediation and efficiency challenges amid the
banking industry. By bank group, KBMI 1, 2, and 4
banks maintained a net interest margin (NIM) above
the historical through.® Growth of loans disbursed by
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Graph 2.1.3. Ratio of Liquid Assets to
Credit by Bank Group

8  The historical low (trough) NIM was calculated based on the
Bry-Boschan algorithm to determine the peak and trough
levels, where the trough was calculated at 4.2% for the
industry.
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Graph 2.1.4. Lending Requirement Index
by Bank Group

KBMI 1 banks accelerated on the previous year,
thereby boosting profitability. In addition, the
support of non-credit interest income and derivative
transactions further strengthened the profitability
of KBMI 1 banks, amid moderating credit growth
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Graph 2.1.5. Credit Quadrant and Net Interest
Margin by Bank Group

at KBMI 2 and 4 banks. Meanwhile, KBMI 3 banks
experienced pressure in terms of margin and credit
growth, indicating potential intermediation challenges
and efforts to improve cost efficiency to maintain
adequate profitability (Graph 2.1.5).

Demand for Financing Maintained amid

Global Uncertainty

Thedemandfor bank creditincreased onthe back of
positive corporate performance, particularly in the
commodities sector. Corporate salesrecorded 4.74%
(yoy) growthinthe first quarter of 2025, accelerating
from 2.15% (yoy) at the end of 2024. This was driven
by the mining sector, manufacturing industry and
agricultural sector, which experienced higher seasonal
demand during harvesting and the national religious
festive period for Eid-ul-Fitr,accompanied by upward
international commodity prices. This was revealed by
the results of a Business Survey conducted by Bank
Indonesia, indicating high growth in the agricultural
sector and positive manufacturing industry
performance, whichrespondents expected to persist
in the second quarter of 2025 (Graph 2.2.1), coupled
withrising gold prices that boosted salesinthe mining
sector (Graph 2.2.2).

Corporate profitability and investment were
maintained in the first quarter of 2025. Maintained
corporate profitability was reflected in a ROE of
9.36%.Similarly, capex recorded 7.13% (yoy) growth,
primarily supported by the mining sector and
manufacturing industry, which recorded significant
growth (Table 2.2.1).

Export-oriented corporations maintained limited
gains amid the challenge of higher tariff costs that
narrowed profit margin. Exporters recorded sales
growth of 4.98% (yoy), exceeding aggregate corporate
sales growth of 4.74% (yoy) in the first quarter of 2025
(Graph 2.2.3). The net profit margin (NPM) of exporters
stood at 7.05%, below the industry NPM of 7.66% and
NPM of non-exporters at 9.08% (Graph 2.2.4). The
profitability (NPM) of exporters declined primarily
due to higher prices of raw materials. In addition, the
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Graph 2.2.1. Agriculture Sectors and Manufacturing
Industry Business Survey Results

Source: CEIC and Bank Indonesia, processed

Graph 2.2.2. Gold Price Growth and Indonesia
Export Price Index

Table 2.2.1. Corporate Sales, Profitability and Capex by Economic Sector

Return on Equity (%)

Sales Growth (% yoy) Capex Growth (% yoy)
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Agriculture 3789 1700 -1095 1247 2206
Mining 4496 6806 -9.15 -111 973
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783 =t 748 3941 907 618 911
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Gasand Water 447 1849 767 556 582
Supply

Construction 894 1478 1066 009 -207
Trade 1775 2637 528 354 355
Transportation 525 2004 802 608 489 047 /"\_ <1493 3772 1491 1173 1149 ‘j\_ -395 -164 -092 -1297 -9.50

Corporate

Services 19.61 1796 126 -312 -287 -0.06 066 730 236 293 385 -1750 1680 2180 19.87 20.03

production costs of exporters increased to 6% in the
first quarter of 2025, thereby outpacing the industry
average and non-exporters (Graph 2.2.5). Moving
forward, the introduction of 19% reciprocal tariffs on
Indonesian exports bound for the US could potentially
increase export costs further and intensify pressures
on exporters’ profit margins.

Corporate growth in the construction sector must
be fostered to support economic growth. Data from
100issuersinthe construction sector recorded onthe
stock exchange indicated adeclining sales trend. The
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contraction is consistent with moderating building
investment as amajor driver of the construction sector.
Moving forward, construction sector performance is
expected torecover, as indicated by increasing capex
atthe beginning of 2025 as the Government sought to
accelerate new projects (Graph 2.2.6).

In general, the corporate sector relied on internal
fundsto supportoperational activity and investment.
Large corporations tended to limit business expansion
and serviced foreign loans. To secure funding,
corporations increased bond issuances, growing
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Graph 2.2.3. Corporate Sales Growth based on
Sales Orientation

7.76% (yoy) inthe first quarter of 2025. Thisindicated
corporate prudence to maintain a funding structure
balanced against credit and market risk. In line with
more prudentexpansionand bondissuances,corporate
cash recorded significant 15.43% (yoy) growth in the
first quarter of 2025 to maintain the upward trend
observed over the past year (Graph 2.2.7). Such
conditionsindicate relatively solid corporate liquidity,
enabling flexibility when responding to economic
dynamics and supporting financing expansion.
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Graph 2.2.4. Corporate Net Profit Margin based
on Sales Orientation
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Graph 2.2.5. Growth of Corporate Production Costs
based on Sales Orientation

The demand for productive financing in the form of
working capital loans and investment loans were
maintained growth, despite experiencingmoderation.
In the corporate segment, working capital loans and
investment loans recorded 13.36% (yoy) and 6.51%
(yoy) growth, respectively,inthe first quarter of 2025,
moderating against the same period in 2024 (Graph
2.2.8).Growth of corporate loans was primarily driven
by the manufacturing industry and transportation
sectorat2.13%and 1.18%, respectively (Graph 2.2.10).
Such conditionsreflected corporate efforts to maintain
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Graph 2.2.6. Corporate Sales and Capex Growth
in the Construction Sector and Building
Investment Growth
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operational continuity and support prudent business
expansion against a backdrop of global uncertainty.
On the other hand, corporate confidence in current
economic conditions and expectations moving forward
have declined, as indicated by a decrease in the
Business Confidence Index, coupled with anincrease
in the Global Supply Chain Pressure Index. Declining
corporate confidence adversely impacted growth of
investment loans and working capital loans (Graph
2.2.9). By sector, growth of corporate loans declined
by 6.86% (yoy). Moving forward, several challenges
remainthat couldimpact corporate performance and
the demand for financing, including persistently high
global uncertainty, unresolved geopolitical tensions,
and weaker household purchasing power, particularly
among lower-middle income households.
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Graph 2.2.8. Growth of Investment Loans and
Working Capital Loans in Corporate Segment
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Graph 2.2.9. Business Confidence Index

Solid household consumption was maintained in
the reporting period, supported by upper-income
households, which must be stimulated further in
pursuit of sustainable economic growth. Household
consumption increased by 4.97% (yoy) in the second
quarter of 2025, higher than 4.93% (yoy) in the second
quarter of 2024. Consumption growth was driven by
upper-income households in the tertiary spending
category,such as Transportation and Communication
(Graph2.2.11).Inaddition, the primary category, such
as Food and Beverages, excluding Restaurants, also
contributed positively (Graph 2.2.12). Moving forward,
household consumption must be improved further to
support sustainable economic growthinline with the
Income Index, Purchase of Durable Goods Index and
Job Availability Index, which experienced corrections
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Graph 2.2.10. Aggregate Credit Growth of
Corporate and Household Segments
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against the same period of the previous year. In June
2025, the Job Availability Index was recorded below
the 100-point threshold indicating pessimism (Graph
2.2.13). In addition, the ratio of informal to former
workers has increased to 59.4%. In general, informal
workers receive lower wages and more limited
social protection.

The main contributors to consumer loan growth
in the household segment were housing loans and
multipurpose loans. Consumer loans rose 8.95%
(yoy) in June 2025, with upper-income borrowers
contributing 3.91% (Graph 2.2.14).Byloantype, housing
and multipurpose loans were the main drivers 3.33%
(yoy) and 3.30% (yoy), respectively. These two recent
moderation reflects weaker purchasing power that
delays property purchases and prioritises essentials,
temperingoverall consumer-loan momentum (Graph
2.2.15). This indicated that although upper-income
households remained the main drivers of consumer
loan growth, consumption pressures onlower-middle
income householdsinfluenced the overall dynamics of
consumer loan growth.
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Graph 2.2.11. Household Consumption
based on Class
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Graph 2.2.12. Household Consumption based
on Expenditures

The Government undertook various policy measures
to revive consumer loans, particularly housing loans.
The Government strived to nurture housing sector
performance through the Three Million Homes
program alongside various fiscal incentives, including
Government Borne Value Added Tax (PPN DTP) of 100%°?
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Graph 2.2.13. Consumer Confidence Index

9 PPN DTP of 100% is regulated in accordance with Minister
of Finance Regulation Number 13 of 2025, which is awarded
when purchasing a landed house or apartment unit with a
selling price of up to Rp2 billion, effective from 1st January
to 30th June 2025, and 50% effective from 1st July to 31st
December 2025.
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Graph 2.2.14. Contribution of Household
Consumer Loan Growth by Income Level

and an exemption on Land and Building Acquisition
Tax- Building Approval,*® which provided relief onthe
cost of home ownership for households. Competitive
interest rates on housing loans were held, supported
by a looser Loan/Financing-to-Value (LTV/FTV)
ratio, thereby maintaining the demand for household
financing and offsetting deeper moderation in the
property sector, with positive housing loan growth
maintained at 7.66% (yoy) in June 2025 (Graph 2.2.16).

10 This policy is based on a Joint Decree issued in 2024
between the Minister of Housing and Residential Areas,
Minister of Public Works and the Minister of Home Affairs
for low-income communities.
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Graph 2.2.15. Contribution of Household Consumer
Loan Growth based on Loan Type
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Graph 2.2.16. Housing Loan Growth based on
Loan Type

Intermediation Function of Capital Market,

Bonds, NBFI and ITSK

Financingdisbursed by the NBFI maintained apositive
growth driven by demand for microfinance and the
investment preferences of upper-income households.
In March 2025, NBFI financing posted 5.37% (yoy)
growth, with the total value of disbursed financing
reaching Rp935.3 trillion (Table 2.3.1). Financing
growth was driven by an upturn in the financing
disbursed by pawnbrokers, increasing 31.29% (yoy),
given the appreciating trend of gold prices in line
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with the investment preferences of upper-income
households seeking higher yields. Meanwhile,
growing demand for microfinance in the context of
downward pressure on purchasing power further
boosted disbursed financing in the NBFI. Finance
companies, whichdominate the NBFI, recorded 4.60%
(yoy) growthinthe reporting period, with moderation
caused by lower automotive sales.
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Table 2.3.1. NBFI Financing

SO INGr Fnareng (202t | 2022 | 2025 | 20aa | 202 | zoos | oz | om0 | zome | 2o |

Dec Dec Dec Mar Dec Dec Mar

Finance Companies 364,232 415,864 470,863 488,516 503,428 510,969 14.18% 13.23% 6.92% 4.60%

Specialised Financial 138919 149221 231,947 234432 220,991 220183  7.42% 5544% -472%  -6.08%
Institutions (SFls)

Pawnbrokers 52,420 59,053 69491 73483 88,048 96,473 12.65% 17.68% 26.70% 31.29%

FinTech Peer-to-Peer Lending 29,880 51,123 59,644 62,166 77,024 79,966 71.09% 16.67% 29.14% 28.63%

Venture Capital 15,330 17,325 17,343 16,788 15843 16,731 13.02% 0.10% -8.65% -0.34%
Infrastructure Finance

Ie L ok 86,510 97,388 11,556 11,562 11,261 10,322
ompanies

12.57% -88.13%  -2.56% -10.73%

Microfinance Institutions*** 836 946 1,008 1,008 1,039 1,039 13.09% 6.57% 3.07% 3.07%

Total Financing 688,126 790,920 861,853 887,956 917,634 935,682 14.94% 8.97% 6.47% 5.37%

Notes: *Net Total Financing. **In August 2023, PT SMlwas re-categorised as a Specialised Financial Institution rather than an Infrastructure Finance

Company. ***Total Disbursed Financing of Microfinance Institutions in September 2023 and 2024 are the actual positions in August 2023 and 2024.
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Source: OJK, processed

Digital financingrecorded a positive growth stemming
from the proliferation of digital consumers, coupled
withthe ongoingevolutionin public shopping trends
towards online retail. Online financing maintained
relatively high growth of 28.63% (yoy) inthe reporting
period. Similarly, BNPL financing recorded 27.93%
(yoy) (Graph 2.3.1). Increasing demand from the digital
consumer segmentis a corollary of weaker purchasing
power, thereby accelerating financing growth through
online lending and BNPL financing.
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Graph 2.3.1. Growth of Buy Now Pay Later
Financing Disbursed by Finance Companies

Issuances of EBUS increased in response to the
growing demand for alternative funding sources,
coupled with corporate efforts tomaintain abalanced
financial structure. Fundraising in the capital market
was supported by issuances of corporate EBUSwith a
value of Rp82trillion,increase from Rp74.1 trillionin
the same period of the previous year,underpinned by
expectations of lower interest rates (Graph 2.3.2). The
upward trend of EBUS issuances was caused by the
need for lower cost funding sources than bank loans,
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Graph 2.3.2. Issuances of Debt Securities/Sukuk
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as anefforttomaintain abalanced financial structure
in the corporate sector. Key economic sectors,
including raw materials, energy and transportation,
are expected to support corporate bond issuances in
2025 in line with the growing trend of investment in
capital-intensive sectors. The manufacturingindustry,
property sector and infrastructure also sustained a
recovery trajectory, although more moderate.

Theprospect of stockmarketimprovementsremained
promising, driven by newissuer pipelines amid weaker
public offering activities. Declining activity was
observed throughout the first half of 2025 (Graph
2.3.3). Share issuances are expected to improve
moving forward, however, driven by initial public
offering pipelines planned from the financial, consumer
and energy sectors for business expansion and balance
sheet restructuringin the corporate sector.

Box

21

Banks optimise income and risk (risk-adjusted
return)intheir asset portfolios through relocation
strategies between liquid assets and credit to
maximise profitability. Seeking to maximise
profit, banks allocate their asset portfolios to
instruments that provide optimalinterestincome,
while determiningatolerable level of (credit) risk.
As competition in the credit market increases,
however, the banks’ ability to raise lending rates
decreases and profit margins narrows.*! Inaddition,
credit allocation is also influenced by bank risk.*2

To explain the banking industry’s response
to changes in the relative yields of different
instruments, such as securities and loans, the
Portfolio Decision Making methodis used. Thisis
adjustedbasedonrisk appetite and macroeconomic

11 Reference: van Leuvensteijn et.al., (2013). Impact of
bank competition on the interest rate pass-through in
the euro area. Applied Economics, 45(11), 1359-1380.

12 Reference: Mileris, R. (2012). The effects of
macroeconomic conditions on loan portfolio credit risk
and banking system interest income. Ekonomika, 91(2),
105-122. https://doi.org/10.15388/Ekon.2012.0.580
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Graph 2.3.3. Public Offering Trends

Portfolio Decision Making and Bank Funding
Strategies to Revive Intermediation

expectations. By knowing the preferences of
the banking industry through Portfolio Decision
Making, a threshold rate can be calculated from
the yield of each instrument (underlying liquid
asset), whichis used by the banks to make changes
intheir placement preferences for specific assets.
Furthermore, the threshold rate can also be used
as the basis for policy recommendations when
determining an optimal policy rate to strengthen
credit growth.

Managing the cost of funds based on the yield of
different asset classes is critical for optimising
profitability. The asset reallocation strategies
deployed by the banking industry are important
considering the intense cost of funds pressures
currently experienced, as indicated by KBMI 4
banks that posted the most significant annual
increase of 23 bps to 2.53%. Meanwhile, KBMI
2 and 1 banks also recorded respective annual
increases in the cost of funds of 8 bps and 7 bps to
4.06% and 4.03%.Onthe other hand, theincrease
inthe cost of funds experienced by KBMI 3 banks
was more moderate at 2 bps to a level of 3.73%
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(Graph B2.1.1). Industrywide, a higher cost of
funds forces the banking industry to implement
appropriate asset reallocation strategies to
maintain an acceptable level of profitability.

Cost of funds pressures, coupled with relatively
moderate credit growth, have forced the banking
industry to rethink its strategy of holding
securities as liquid assets. Such conditions were
reflected by a 2.51% decline in bank holdings
of SBN on the previous year to 41.72%. KBMI 3
and 1 banks were the main contributors to the
decline, retreatingby 137 bpsand 55 bpsto21.48%
and 9.67%, respectively. Meanwhile, relatively
large SBN holdings in the banking industry were
still dominated by KBMI 4 banks, accounting
for 54.76% of the total, or increasing by 153
bps (yoy). Such conditions were supported by
comparatively better access to non-TPF funding
sources thanthe other bank groups. KBMI 2 banks
also increased their share of SBN holdings by 39
bpsinthereporting periodto 14.09%. Meanwhile,
fund placements by the banking industry in Bank
Indonesia Rupiah Securities (SRBI) and demand
deposits remained relatively high at 18.86% and
14.75%, respectively (Graph B2.1.2).

The asset reallocation strategies implemented
by the banking industry successfully maintained
profitability, which primarily originated from
securities income. Securities income in the
banking industry recorded significant 124.79%
(yoy) growth in June 2025. Broad-based growth
of income from securities was recorded across all
bank groups, led by KBMI 2 and 3 banks at 349.25%
(yoy) and 115.23% (yoy), respectively. Meanwhile,
KBMI 1 banks, constrained by capital limitations
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Graph B2.1.1. Cost of Funds by Bank Group
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Graph B2.1.2. Composition of SBN Holdings by
Bank Group

in terms of optimising placements in securities,
achieved 55.14% (yoy) growth in income from
securities. KBMI 4 banks, which tended to favour
a strategy of higher new loan disbursements,
increased securities income by 47.06% (yoy)
(GraphB2.1.3).Such conditions clearly indicate the
evolving preferences of banks toincrease income
from securities to maintain profitability.

Optimising returns and risk management by
adjusting asset portfolio strategies is expected
to foster further credit expansion. Support from
access to funds and greater efficiency in terms of
fund placements are key factors in maintaining
financing capacity inthe bankingindustry tosustain
credit growth within the range projected by Bank
Indonesia at 8-11% (yoy). Adequate funding and
asset strategiesthat reallocate securities to credit
reflect therole of the banking sector insupporting
sustainable economic financing.
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Graph B2.1.3. Securities Income by Bank Group
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Box Prospect of Non-TPF Funding to Increase
2.2 Intermediation

Non-TPF funding, particularly through the capital IDR Trillions
market, is an important alternative source of 30 35
financing for the corporate and banking sectors, 25 30
especially when facing dynamic changes in 20 — ;5)
interest rates and the need to expand financing. 15
Policy rate dynamics influence the growth of ° I 12
financing from the capital market. Non-bank 5 | p— l 5
financing is highly elastic to changes in reference 3 . 5
rates. Bl-Rate reductionsinthe second quarter of 2021 2022 2023 2024 2025*

== Bonds/Sukuk = |PO Term Notes

2025 increased non-bank financing, while higher
interest rates would lower capital market financing
(GraphB2.2.1). Such conditions indicate corporate
cost of funds sensitivity to expected returns and
therisk perception of market players.

mmNCD  —=Total Banks (rhs)

Note: EBUS includes bonds/sukuk, term notes, and NCDs
Source: KSEI, processed

Graph B2.2.2. EBUS Issuances by Banks

Indications emerged inthe first semester of 2025
of corporations adjusting their capital market
fundraising strategies in line with stock market
corrections. Domestic public offerings (IPOs and
rightsissues) must be encouraged as stock markets
in the region weaken due to global economic
and financial uncertainty. Issuers responded to
stock market corrections in the first semester of
2025 through buybacks, particularly the banking
industry, to stabilise prices that were no longer
in line with market fundamentals. This was also
observedinthe corporate segment, which shifted
funding toissuances of EBUS given the downward
trend of yields and premiums (Graph B2.2.2).

The financial sector supported EBUS issuances
in the market to increase financing capacity. In
the first semester of 2025, the share of financial
sectorissuances to total EBUS issuances stood at
51.6%, increasing from the 2022-2024 average
of 47.8%. This indicates a higher need for market
funding amid greater bank prudence and selective
lending appetite. On the other hand, the higher
issuance value stemmed from the refinancing
of maturing short-term debt securities from the
previous year with arelatively higher couponrate.
In general, EBUS issuers in the financial sector
enjoyed greater funding access and flexibility in
the capital market than non-financial sectors due
totheir AAA credit rating.

%, yoy

20 8 EBUSissuances by the bankingindustryincreased
15 Z in line with the lower policy rate. The banking
10 5 industry has historically recorded net issuance
s 4 growth, contrasting conditionsinthe previous year
Z’ during a period of Bl-Rate reductions. A positive

Y . . 1 growthwasrecordedin2012atRp2.3trillionandin
-5 0 2016 at Rp34.5 trillion.Onthe other hand,annual

3912 3912 3912 3912 3912 3912 3912 3912 39123

wn
N
20162017 2018 20192020 202120222023 2024
== Credit Expansion (rhs) Bl-Rate (rhs)
== Non-Bank Financing == Bank Financing
Source: Bank Indonesia, OJK, KSEI and Indonesia Stock
Exchange, processed
Graph B2.2.1. Event Analysis of Bl-Rate
Dynamicson Bank and Non-Bank
Financing Performance
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growth of net issuances in the period from 2021-
2024 tendedtocontractinline withample liquidity
inthe banking industry and the higher policy rate.
This indicates banking industry propensity in the
capital market that aligns with the momentum of
yield rates as an effort todiversify non-TPF funding.
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The outlook for non-TPF funding sources in the
bankingindustry from domestic and global capital
markets is improving in line with the relatively
high level of EBUS maturing in 2025. This was
reflected by new EBUS issuance activity in the
banking sector. In the first semester of 2025, the
total value of EBUS issuances reached Rp12.49
trillion,approaching the total EBUS issuance value
overallin 2024 at Rp12.76 trillion (Graph B2.2.3).
In terms of composition, most EBUS issuances
were used to meet working capital needs (98%) and
servicedebt (2%).Inaddition, EBUS issuances were
dominated by debt securities to support green
project financing. Issuance activity is expected to
continue accelerating until the end of 2025 given
the relatively high prospect of refinancing EBUS
maturinginthe second semester of 2025 atRp14.6
trillion.®® In addition, global bond issuances by
the banking industry in 2025 could also increase
due to the potential rollover refinancing of global

13 Calculated based on data issued by PT. Pemeringkat
Efek Indonesia.
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Graph B2.2.3. Corporate Bond Yields

bondsissuedinthe previousyear, coupled withthe
downward coupon rate trend observed in global
markets. Expectations of lower policy rates globally
are also expected to increase foreign currency
liquidity in the domestic banking industry.
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Chapter 3

SOLID FINANCIAL SYSTEM
RESILIENCE MAINTAINED

Financial system resilience remained solid, supported
by robust banking industry. Resilience against credit risk
remained solid, alongside ample liquidity and capital in
the banking industry, supported by greater prudence and
risk aversion to maintain credit quality. Credit risk eased
slightly in line with bank efforts to maintain credit quality,
except MSME and consumer loans. Banks continued
increasing profitability in line with successful efforts
to diversify income, correct provisions for impairment
losses and improve operational cost efficiency. Despite
retreating as a corollary of funding liquidity creation to
increase external debt repayments, liquidity in the banking
industry remained ample. Notwithstanding, the banking
industry dealt with stiff funding competition.

Consistent with financial sector resilience, corporate and
household repayment capacity has been maintained
in 2025. Increasing liquidity in the corporate sector
and fewer corporations experiencing financial distress
indicated maintained corporate resilience. In line with

global dynamics, including escalating geopolitical tensions
and US reciprocal tariffs, the performance of exporters
continued to demand attention. In addition, income and
purchasing power among lower-income households must
be improved.

Theresilience of the NBFI, finance companies and Fintech
peer-to-peer lenders was maintained as private external
debt continued tracking a contractionary trend. BNPL
financing through finance companies increased as a way
for the public to maintain consumption (consumption
smoothing). Nevertheless, increasing risk from the rapid
growth of BNPL disbursements must be monitored and
mitigated. Private external debt continued to decline due
to lower corporate external debt in line with high global
financial market uncertainty. Meanwhile, external debt
inthe banking industry increased, following a contraction
in the previous period, indicating bank efforts to utilise
foreign funding sources.
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Persistently Solid Banking Industry Resilience
Underpinning Financial System Stability

The stability of the financial system remained solid,
asindicated by FSSI in the Normal zone throughout
the first semester of 2025. In terms of resilience,
credit risk in the banking industry remained under
control, accompanied by adequate liquidity and a
solid capital base. Givenincreasing global uncertainty,
several structural vulnerabilities continued to
demand vigilance, including slower funding growth,
lower liquidity and potentially higher credit risk amid
moderating an intermediation.

In line with the maintained FSSI, credit risk in the
banking industry was contained against a backdrop
of economic moderation. The banking industry
maintained alow level of NPL below the 5% prudential
threshold. In June 2025, NPL was recorded at 2.22%,
improving from 2.26% in June 2024 (Graph 3.1.1).
A lower NPL was recorded across most economic
sectors, except trade, social services and the others
sector, which are dominated by MSME loans and
consumer loans (Table 3.1.1). Based on borrower
segment, the maincontributorstothe lower NPLinthe
reporting period were the corporate and commercial
segments, decreasing respectively to 1.02% and
2.87% in June 2025 from 1.36% and 3.23% in June
2024. Nevertheless, indications of higher credit risk
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Notes:
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and consumption loans

Source: Bank Indonesia, processed

Graph 3.1.1. Gross Non-Performing Loans
based on Segment

inthe MSME and consumer loan segments demanded
monitoring. The MSME segment experienced the
highestNPLincreaseinJune2025t04.41%from4.04%
inJune 2024.Thiswas attributable to an adjustmentin
the quality of MSME loans given the discontinuation
of the Covid-19 restructuring program introduced
during the pandemic, coupled with weaker domestic
consumption and purchasing power. Consumer loans
alsorecordedanincreasingin NPLfrom 1.84%in June
2024t02.25%in June 2025.

Alower LaRwas anindicative of contained credit risk.
The LaR ratio was recorded at 9.73% in June 2025,
its lowest level in the past five years and below the
pre-pandemiclevel of 9.93% recordedin 2019 (Graph
3.1.2). LaR recorded broad-based improvements
across all segments, namely corporate, commercial,
MSME and consumption loans. The improving LaR
ratio trend was driven by a reduction in the amount
of restructured loans across all business segments
comparedwith conditionsinthe same period oneyear
earlier (Graph 3.1.3) inline withimproving repayment
capacity among borrowers participating in the credit
restructuring program. Nevertheless, the number of
restructured consumer loans showed early signs of
increasing from the previous month.
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Graph 3.1.2. Composition of Banking Loan at Risk
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Table 3.1.1. Non-Performing Loans by Economic Sector

NPL (IDR, trillions) Loans (IDR, trillions) NPL (%) A Jun-25 & Jun-24

Economic Sector

Jun-25 | Jun-24 | Jun-25 N‘:\l";':a' NC":;;?:" Ratio NPL
A. Agriculture 11.37 11.78 535 562 2.13 2.09 041 27.31 -0.03
B. Mining 5.05 3.99 326 394 1.55 101 -1.06 67.53 -0.53
C.Manufacturing 38.58 34.75 1,166 1,237 3.31 281 -3.84 7143 -0.50
Industry
D. Gas and Water Supply 0.42 0.31 202 224 0.21 0.14 -0.11 22.66 -0.07
E. Construction 14.73 10.52 393 398 3.74 2.65 -4.21 4.11 -1.10
F.Trade 45.20 50.07 1,326 1,354 341 3.70 4.87 28.27 0.29
G. Transportation 3.99 4.16 412 486 0.97 0.86 0.16 73.90 -0.11
H. Corporate Services 8.70 7.70 797 840 1.09 0.92 -1.00 42.05 -0.17
I. Social Services 3.86 6.46 295 367 1.31 1.76 2.60 72.16 0.45
J. Others 37.34 49.48 2,026 2,198 1.84 2.25 12.14 171.96 0.41

169.23

Source: Bank Indonesia, processed

The banking industry continued to apply prudential
principles despite improving credit quality. The ratio
of provisions for impairment losses (CKPN) to NPL
tracked a downward trend in line with lower credit
risk. Nevertheless, the banking industry maintained
a relatively high accumulation of CKPN, with a ratio
of CKPN to NPL of 174.94% and a ratio of CKPN to
LaR0of 39.98% in June 2025 (Graph 3.1.4),decreasing
respectivelyfrom 194.67% and 41.91%in June 2024.
The lower CKPN to NPL ratio, despite remaining
relatively high, indicated banking industry optimism
concerningimproving credit quality, while maintaining
prudential principles.

Liquidity inthe bankingindustry remained adequate
toachieve the credit growth target. Inline with faster
growth of new loan disbursements, the LA/TPF ratio
decreased, particularly at KBMI 4 banks as growth
drivers.Nevertheless,the LA/TPF ratiois rebounding
in 2025 in anticipation of higher demand for credit.
Improvementsinthe LA/TPF ratio assisted to maintain
the FSSI in the Normal zone throughout the first
semester of 2025. The LA/TPF ratio stood at 27.05%
in June 2025, improving from 25.37% in June 2024,
which s still above the 10% threshold (Graph 3.1.5).
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Graph 3.1.3. Restructured Bank Loans
based on Segment

FINANCIAL STABILITY REVIEW | No. 45, August 2025

Source: Bank Indonesia, processed

Graph 3.1.4. Coverage of Provisions for
Impairment Losses to Credit Risk
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Graph 3.1.5. Liquid Assets/Third-Party Funds
based on Bank Group

Resilient liquidity conditions in the banking industry
were also indicated by the Liquidity Coverage Ratio
(LCR) and Net Stable Funding Ratio (NSFR). The LCR
ratio!* stood at 199.04% in June 2025, down slightly
from212.22%in June 2024 as credit growth outpaced
deposit growth. In addition, the NSFR ratio®> was
relatively highat 129.59%in June 2025, comparatively
stable with the 129.93% position recorded in June
2024. Both liquidity ratios remained above the
regulatory thresholds set by the Indonesia Financial
Services Authority (OJK) at 100% (Graph 3.1.6),
indicating the bankingindustry’s ability tomanage and
meet short-term and long-term obligations.

Ample liquidity was maintained in the banking
industry despite potential tightening given stiff
competition in the funding market. As an aggregate,
TPF moderation increased the banking industry’s
dependence on core deposits. Competitive returns
and interest rates, coupled with ease of access to
various financial instruments, such as SBN, Indonesian
Retail Government Bonds (ORI), SRBI, Fixed-Income
Funds, and Gold, encouraged depositors to place funds
in instruments other than deposits. This optimised
the returns received amid economic moderation,
thus prompting the banks to offer more competitive
deposit rates to large depositors to maintain
their funding structure.

14 LCRis the ratio between high-quality liquid assets and net
cash outflow (total net cash outflow) for the upcoming
30 calendar days under a stress scenario. The goal is to
ensure banks have sufficient high-quality liquid assets to
cover their estimated short-term liquidity needs under
stressed conditions.

15 NSFR is the ratio between available stable funding and
required stable funding. NSFR measures a bank’s ability to
fund activities using stable funding sources for a period of
one year, with the minimum requirement set at 100%.
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Graph 3.1.6. Liquidity Coverage Ratio and Net
Stable Funding Ratio

Liquidity growth in the banking industry originating
from loan disbursements was more restrained in
the reporting period in line with liquidity outflows
from the domestic banking system. Funding liquidity
creation (FLC) is a process by which banks create
fundingliquidity through loandisbursement activities.
Loansareissued by simultaneously creatingadepositin
the borrower’s account®®. In general, creating funding
liquidity through credit or FLC movesin line with credit
growth (Graph 3.1.7). Meanwhile, high growth of
loans disbursed by the banking industry since 2022
has not been consistent with high liquidity creation,
causing liquidity to flow out of the corporate system.
This was conducted as part of the corporate effort to
anticipate global uncertainty and the enduring high
cost of foreign funding due to the higher-for-longer
policy rates maintained by many central banks globally.

Overall, liquidity resilience in the banking industry
was adequate to address potentially higher market
risk and credit risk. Based on the results of liquidity
stresstests, industry wide counterbalancing capacity
(CBC)Yisprojectedinthe 31-37% range (Graph 3.1.8).
Thisis considered sufficient to cover TPF withdrawals
duetoanincreaseinmarketrisk and credit risk under
arisk scenario that could erode liquidity resistance
for a one-year period. The projected level of CBC is
considered high even though some CBC has been
reallocated torevive credit growth against abackdrop
of moderating TPF growth.

16 Funding liquidity creation (FLC) is calculated through the
formula fﬁ
DPK
17 Industrywide CBC refers to the collective stock of
unencumbered, liquid assets, or other funding sources,

that financial institutions can convert to cash to meet
liquidity needs.
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Graph 3.1.7. Funding Liquidity Creation

Financial systemresilience remained solid to address
theoperationalrisk triggered by digitalisation. Digital
transformation of Indonesia’s financial sector has
increased efficiency and inclusion but also increased
the complexity of new risks, particularly operational
risk. Cyberattacks, reliance on third-party technology;,
and systemic failures pose a real threat to financial
stability.’® Rapid digitalisation of the financial sector in
Indonesiahas also been accompanied by anincreasein
the value of digital banking transactions (Graph 3.1.9).
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Graph 3.1.8. Counterbalancing Capacity of
Banking Industry After Stress based on Results of
Liquidity Stress Tests Conducted in June 2025

18 BCBS, 2024, Consultative Document Principles for the
Sound Management of Third-Party Risk.
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The main emerging operational risks are cyber risk,
service disruptions (downtime), and systemic IT
failure.”? Operational risk due to cyberattacks, systemic
failure or the failure of third-party services could
potentially trigger a loss of customer confidence and
the loss of backup systems or critical service providers,
possibly amplifying theimpact to other financial service
providers through interconnectedness. In addition,
more than 403 million cyberattacks were detected in
Indonesiainaone-year period, with most targeting the
financial sector.

Operationalrisk and cyberriskinIndonesia’s financial
sector are well contained, yet resilience must be
increased constantly. The availability of payment
systems and digital services was recorded at the high
level of 98-99%, indicating the reliability of basic
infrastructure. Nevertheless, high frequency disruptions
averaging 300-500 cases per month, large number
of significant cyber incidents, and high reliance on
third-party technology indicate that system resilience
continues to require attention. Given the high level of
interconnectedness and rapid adoption of technology,
contagionrisk and systemicimpact are generally higher.
Resilience to operational risk and cyber risk must be
strengthened, therefore, in terms of supervision,
technology, governance and the response capability
toincidents.
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Graph 3.1.9. Growth of Electronic Money
Transactions

19 Cyber Resilience Landscape in Indonesia, BSSN (2024), more
than 403 million cyberattacks detected in Indonesia in a one-
year period, with most targeting the financial sector.
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Bank profitability was maintained that supported
by income diversification, CKPN corrections and
operational efficiency. The return on assets (ROA)
in the banking industry fell in June 2025 to 2.58%
from 2.66% in June 2024. Meanwhile, the NIM also
decreased to 4.48% in June 2025 from 4.57% in June
2024 (Graph 3.1.10) in line with pressures oninterest
rate spread. The more limited decline of ROA than
NIM was attributable to fee-based income, interest
income fromsecurities and corrections made to CKPN.
Fee-basedincome and interestincome fromsecurities
increased respectively to 5.80% and 62.79% in June
2025from 10.39% and 2.46%in June 2024.Meanwhile,
income from CKPN adjustments wasrelatively stable
at Rp52.78 trillion in June 2025 compared with
Rp70.12 trillionin June 2024 (Graph 3.1.11). Moving
forward, income from CKPN corrections will become
more limited duetoincreasingcreditrisk, particularly
inthe MSME and consumer loan segments.

Banking industry resilience was underpinned by a
relatively solid capital base. The CAR in the banking
industry remained highat 25.81%in June 2025 (Graph
3.1.12), dominated by core capital that accounted for
94.76% in the reporting period (Graph 3.1.13). Such
conditions indicated the improving ability of bank
capital to absorb risk if risk were to materialise in the
bankingindustry.
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Graph 3.1.10. Return on Assets, Net Interest
Margin and Operating Expenses to Operating
Income in the Banking Industry
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Graph 3.1.11. Non-Interest Income (Annualised)
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Graph 3.1.12. Bank Capital
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Graph 3.1.13. Composition of Bank Capital
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3.2

Bank capital resilience remained solid in the face of
global geopolitical dynamics. The results of solvency
stresstestsindicated that NPLwould remain below the
5% threshold,accompanied by aCAR above 20%. The
solid capital base was shown to effectively mitigate the
impact of credit risk and market risk based on various

Chapter 3 - Solid Financial System Resilience Maintained

risk scenarios that could undermine liquidity resilience,
namely significant upward inflation, pressures on
economic growth, and exchange rate depreciation,
including the impact of inward-looking trade policies
instituted by the US Government.

Corporate and Household Repayment

Capacity Maintained

The corporate sector maintained repayment capacity
despite dealt with various pressures stemming from
global dynamics. As an aggregate, corporate interest
coverage ratio (ICR) -=was recorded at 1.95 in the
first quarter of 2025 up from 1.92 in the first quarter
of 2024 above the regulatory threshold of 1x. Based
on sales orientation, the respective ICR of exporters
and non-exporters remained above the threshold at
3.73and 1.37inthe first quarter of 2025 (Graph 3.2.1).

Corporations also strengthened liquidity buffers
in anticipation of emerging risk moving forward.
Corporations were observed to increase their cash
ratio in response to escalate geopolitical tensions
and the global tariff war after the inauguration of the
new US President. As an aggregate, the corporate
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Graph 3.2.1. Corporate Repayment Capacity
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cash ratio increased from 0.41 in the first quarter of
2024t00.47 inthefirst quarter of 2025 (Graph 3.2.2).
The practice of buffer accumulation is widespread,
carried out by corporations with international market
exposure (exporters) aswell as by non-exporting firms.

Corporate sector resilience sustained repayment
capacity and strengthened liquidity buffers, thereby
reducing the risk of financial distress. In the first
quarter of 2025, the median Altman Z-score posted
a limited increase, indicating less bankruptcy risk in
the corporate sector (Graph 3.2.3). In addition, the
portionof corporationsinthedistress zone continued
a downward trajectory. The portion of corporate
assets within the distress zone fell from 16.1% at the
beginning of 2024 to 14.9% at the beginning of 2025.
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Graph 3.2.2. Corporate Cash Ratio
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Graph 3.2.3. Corporate Financial Distress Indicator
(Altman Z-Score)

Pressuresonthe corporate performance of exporters
in Indonesia could potentially re-emerge as US
reciprocal policy takes effect. US trade tariffs will
affect approximately 10.6% of total Indonesian exports
to the US, including 98 major commodities (Graph
3.2.4). Theimpact of higher tariffs will increase export
costssignificantly, thereby squeezing profit margins for
exporters. Nevertheless, the imposition of US tariffs
oncountries withcompeting exports could potentially
shift export share to Indonesia if domestic exporters
can take advantage of this compelling opportunity.
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The corporate sector has adopted a wait-and-see
strategy concerning US reciprocal tariff policy and
thelatest global dynamics. Tariff policy will undermine
the performance of exporters directly, which will
increase the cost of exports to the US and squeeze
profits. Corporations, therefore, are paring back capital
expenditures and continuing to accumulate cash. New
loanfacilities are used for precautionary purposes and
maintaining working capital, dominated by short-term
loans. Seeking to mitigate the risk of declining sales,
corporations are tentatively exploring ways to unlock
new and non-traditional markets.

Overall, the resilience of the household sector was
maintained, primarily supported by upper-income
households. Upper-income households indicated
stronger capacity to adapt to vulnerabilities in the
labour market. Comparatively stable income provided
space for such households to maintain flexibility when
managing financial portfolios, while diversifyingincome
sources. As part of their coping strategy, upper-income
householdsresponded to low deposit rates and market
volatility by increasing their investments in higher
yielding instruments, as reflected in a consistently
positive trend of investment value (Graph 3.2.5). On
the other hand,lower-middle households experienced a
build-up of structural pressures. Moving forward, fiscal
expansion by the Governmentis expected to strengthen
theresilience of households across allincome brackets.
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20 19,641 exporters from Kubus Ekspor

FINANCIAL STABILITY REVIEW | No. 45, August 2025



%
100

[ U T AV B L L AV B L LT AV B (R LAV B T (TR AV
2020 2021 2022 2023 2024 | 2025

B Debt Securities m Equity Financial Derivatives

Investment Fund Shares - Total

Source: Indonesian Central Securities Depository (KSEI), processed

Graph 3.2.5. Investment Growth of
Upper-Income Households

Fiscal expansion by the Government could potentially
ease pressures on the resilience of lower-middle
households. Such pressures are indicated by the
high proportion of informal workers and high level of
redundancies and dismissals. Such conditions restrict
the ability of lower-middle-income households to
maintain consumption, meet repayment obligations
and create liquidity buffers through savings. In
responseto the pressures, such householdsimplement
coping strategies, including consumption smoothing,
to offset a potentially more severe impact. As of
June 2025, the scope of social protection remained
limited, with the active participation of the Social
Security Agency for Employment covering just 35%
of eligible total workers, reflecting the dominance of
informal workers who are subject to lower incomes
and the absence of protection against the risk of
job termination. Furthermore, the number of active
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Members of Social Security Agency for Employmentis
trackingadownward trend (Graph 3.2.6). Thisdecline
is consistent with an increase in the number of job
losses, which totalled 42,385 in the first semester
of 2025. Pressure on lower income households was
alsoreflected inthe high number of claims for job loss
benefits,indicating thatlabour market conditions have
not yet fully recovered (Graph 3.2.7).

The income of lower-middle households was also
strengthened by government programs. As anintegral
partof the policy response, the Government disbursed
wage subsidies totalling Rp300,000 per month. This
assistance was provided in June-July 2025 to 17.87
million workers earning less than Rp3.5 million per
monthto bolster the purchasing power of low-income
earners. As of 7t July 2025, the realisation of wage
subsidies was recorded at 46.46%.
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Graph 3.2.6. Active Members of Social Security
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Effortsto strengthen public purchasing power among
low-income earners also aimed to containrising credit
risk in the household sector, particularly among
lower-middle households. Low-income households
were the main contributors to non-performing
consumer loans, with the NPL ratio increasing to
2.27%in June 2025 from 1.82% in June 2024 (Graph
3.2.8). Meanwhile, increasing risk among upper-
income households primarily stemmed from housing
loans, with the corresponding NPL ratio climbing
significantly to 3.13%in June 2025 from 2.48%in June
2024. Meanwhile, household repayment capacity, as
reflected by the debt service ratio (DSR), declined to
23.48%inJune 2025from24.75%in June 2024 (Graph
3.2.9). Such conditions indicate liquidity pressures
affecting lower-middle households. Moving forward,
economicimprovements will helptoboostincome and
improve liquidity conditions in the household sector
across allincome levels.

Credit risk in the banking industry originating from
the household sector was effectively contained.
In June 2025, household credit risk was mitigated
with an NPL ratio below the 5% prudential threshold
at 2.41%, despite increasing from 1.97% in June
2024. Credit risk across all segments, namely
housing loans, multipurpose loans and automotive
loans, was maintained below 5% despite tracking
upward trend. Housing loans recorded the highest
NPL ratio at 3.13%, followed by automotive loans
at 2.57% and multipurpose loans at 1.66% in June
2025 (Graph 3.2.10).
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Graph 3.2.8. Non-Performing Loans in the
Household Sector by Income Level
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Graph 3.2.9. Debt Service Ratio in the Household
Sector by Expenditure Level

TPF growth in the household segment experienced
moderation in the reporting period due to the asset
reallocation strategies pursued by upper-income
households, coupled with adeclineinincome affecting
lower-middle households. Household TPF growthwas
recorded at 0.88% in June 2025, moderating from
1.61% in June 2024 (Graph 3.2.11). Upper-income
households were the main contributorsto slower TPF
growth, recording a 0.36% (yoy) contraction in June
2025.The TPF contractionwas primarily attributable
to the reallocation of assets to other investment
instruments offering higher returns, such as gold and
SBN. Meanwhile, TPF growth among lower-middle
households was comparatively restrained, reflecting
pressureson purchasing power and less opportunity to
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Graph 3.2.10. Household Non-Performing Loans
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Graph 3.2.11. TPF Growth in Household Sector

save. Low-income householdsrecorded stronger TPF
growthinJune 2025, but the increase was temporary
and primarily driven by the wage subsidies disbursed
by the Government. Pressures on savings were also
reflected in the downward trend of average account
balances among middle- and low-income households
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Graph 3.2.12. TPF Growth of Middle- and Lower-
Income Households

(Graph 3.2.12). Overall, accumulated savings in this
segment have thus far failed to despict signs of asolid
recovery. Declines in the average account balance
also reflects limited household capacity as well as
vulnerabilities in terms of building financial reserves
indealt with persistent income pressures.

Resilience of NBFI and Financial System

Technology Innovation

Credit risk from finance companies and online loans
was contained. Credit risk from finance companies
was relatively stable, as reflected by non-performing
financing (NPF) of 2.71% in March 2025. Capital
resilience, as reflected by the Gearing Ratio (GR),
stood at 2.26x for finance companies in March 2025,
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Graph 3.3.1. Non-Performing Financing and
Gearing Ratio of Finance Companies
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indicating an adequate level of capital to support
financing (Graph 3.3.1). Meanwhile, credit risk from
Fintechlendingincreasedslightly, with the aggregate
Control of Default Rate or failure to settle obligations
(TWP 90) increasing to 2.77% in March 2025, which
neverthelessisstill considered low (Graph 3.3.2). Credit
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Graph 3.3.2. Credit Risk in Fintech Lending
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risk from Fintech lending increased due to a higher
corporate TWP 90, particularly affecting MSMEs.On
the other hand, the share of online loan disbursements
to corporate borrowers remained relatively small,
namely just 5.63%, while most fund disbursements
were dominated by individual borrowers, witha TWP
90 of 1.07%.

Interconnectedness risk between the NBFI and
bankingindustryremained limitedinthefirstsemester
of 2025 in line with low exposure. Interconnected
risk between banks and NBFI, specifically finance
companies and Fintech lending, can arise due to the
placement of funds by NBFIs in bank TPF and/or
the disbursement of loans by the banking industry
to NBFls. Interconnectedness risk between NBFls
and the banking industry through the placement of
funds in bank deposits was mitigated due to minimal
exposure, namely in the form of term deposits by
finance companies accounting for just 0.57% of total
TPF (Graph 3.3.3). Similarly, interconnectedness risk
stemming from financing disbursed by the banking
industry to finance companies and Fintech lending
was also low due to low exposure, accounting for just
3.97% of total outstanding loans disbursed by the
banking industry (Graph 3.3.4).

Disbursed financing by finance companies through
BNPL schemes increased to maintain private
consumption as income decreased (consumption
smoothing). The use of finance companies, particularly
through BNPL schemes, offers aquick and convenient
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Graph 3.3.3. Finance Company Exposure to Total
Bank TPF
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method of paying for goods without collateral, coupled
withsmallrepayments. BNPL financingis an attractive
option, particularly for unbanked segments of society.
Since the beginning of 2025, BNPL financing by finance
companies has increased significantly, with growth
reaching27.93% (yoy) in February 2025 (Graph 3.3.5).
This indicates that the public has begun relying on
BNPL financing as an alternative form of short-
term consumer financing in response to pressure on
household purchasing power. Notwithstanding, BNPL
risk must be monitored alongside the NPF of BNPL
financing disbursed by finance companies. Moving
forward, increasingfinancial literacy and strengthening
the credit scoring mechanism are key to maintaining
the quality of BNPL financing.

% %
27.93
30

20
10 445

N W~ O

-10
-20
-30

=

1 2 3 4 5 6 7 8 9 10 11 12 1

2024 2025
= BNPL Growth = NPF (rhs)

Note: BNPL disbursements are similar to the characteristics of
BNPL (RSEOJK), including multipurpose and
unsecured financing

Source: OJK, processed

Graph 3.3.5. Growth and NPF of BNPL Disbursed
by Finance Companies
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Performance of Corporate and
Banking External Debt Risk

Private external debt maintained a contractionary
trend in line with global financial market conditions
and persistently high global financial uncertainty.
Indonesia’s external debt continued increasing, yet
the share of private external debt tended to decrease
(Graph 3.4.1). In terms of private external debt, the
corporate sector was the largest contributor compared
with other institutional units, namely banks and
NBFI (Graph 3.4.2).

Corporate external debt tracked a downward trend
inthe first semester of 2025. In May 2025, corporate
external debt experienced a deeper 1.45% (yoy)
contraction, following a 0.67% (yoy) contraction
recorded in December 2024. Declining corporate
external debt since the beginning of the Covid-19
pandemic has been due to a higher cost of funds. The
costof funds has beenedged upwards by higher interest
rates in response to the change in global monetary
policy stance and risk premiums, coupled with ashiftin
financingaway from brown sector corporations. Higher
risk premiums were indicated by a sharp increase in
credit default swaps in Indonesia during the period
from 2020-2023, which prevented corporations from
seeking additional funding from abroad.

Thebanks utilised external debt to meet their funding
needs, particularly in terms of liquidity and foreign
currency financing. External debt in the banking
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Graph 3.4.1. Indonesia’s External Debt by Sector
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Graph 3.4.2. Performance of Private External Debt
by Institutional Unit

industry grew by 14.99% (yoy) in June 2025 to
USD24.59 billion, following a 5.99% (yoy) contraction
in June 2024 to USD21.38 billion (Graph 3.4.3). The
composition of external debt was dominated by assets
with long-term maturities in the form of financing
received. Long-term tenors delivered the banking
industry greater flexibility when using the funds for
liquidity or new loan disbursements.
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Box Financial System Resilience amid Increasing
3.1 Operational Risk due to Digitalisation

There remains a further opportunity toincrease
the operational resilience of payment systems
at banks or payment system providers (PSP).
From 2022-2025, the level of payment system
disruptions was considered moderate, namely
300-500 disruptions per month (Graph B3.1.1).
Meanwhile, a total of 50-75 payment system
providersalsoexperienceddisruptions. The severity
of disruptions was mainly low and moderate, with
severe disruptions only affecting a small portion
of PSPs. The availability of information technology
systems, proprietary channels, automated teller
machines and electronic data capture machines
owned by PSPs to support payment system
servicesand other financial access was maintained
at 98-99%, whichis above the average availability
threshold for the industry (Graph B3.1.2).
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Graph B3.1.1. Trend of Payment System
Industry Disruptions
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Graph B3.1.2. Availability of Systems and
Payment Channels

Strengthening operational and cyber risk
mitigation is a crucial element of maintaining
payment system resilience and reliability in
Indonesia. Operational risk must bemitigated
by strengthening internal governance and
applying technology-and policy-based
standard requirements, including mandatory
implementation of risk management, capital
buffers against potential losses and secure
system architecture. Nationally, Bank Indonesia
urges PSP to apply information security standards
consistently, which include strengthening IT
infrastructure and supervision. Onthe other hand,
cyber risk is anticipated by increasing detection,
protection and incident response capabilities.
The implementation of such policies is bolstered
by collaboration with the National Cyber and
Encryption Agency, alongside compliance
with Bank Indonesia Regulations concerning
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information system security and cyber resilience.
In addition, continuous education relating to
information security awareness also serves
as a solid foundation for building a culture of
sustainable cyberresilience. This holisticapproach
support to create a secure and reliable national
payment systemthatisresilient againstriskinthe
digital age.

Bank Indonesia efforts to maintain financial
system stability through service continuity and
public confidence in financial infrastructure are
contained in the Indonesia Payment System
Blueprint 2030. Operational resilience is an
integral part of the long-term financial stability

Chapter 3 - Solid Financial System Resilience Maintained

strategy, including a macro-financial surveillance
approach that encompasses indicators of IT
vulnerabilities, service recovery readiness as well
as incident mitigation capacity.

Digital resilience is a new foundation in
maintaining the stability of the financial system.
Creating and maintaining a solid financial system
requires a collaborative approach between the
regulator, industry and technology providers. IT
oversight reform,increased cybersecurity capacity
among human resources and systemic simulations
of digital attack scenarios are crucial measures
to maintain the continuity of the intermediation
function and public confidence.

Box Integrated Surveillance and Assessments for Financial
3.2 System Crisis Prevention and Handling

Financial system crisis prevention and handling
in Indonesia have been strengthened through
a comprehensive legal framework. Crisis
preventionand handlinginIndonesiaisregulatedin
accordance with Act Number 9 of 2016 concerning
Financial System Crisis Prevention and Handling,
as amended by Act Number 4 of 2023 concerning
Financial Sector Development and Strengthening
(P2SK Act). Efforts to maintain the stability of the
financial systeminclude comprehensive,integrated
and data-based surveillance and assessments.
Strengthening the surveillance and assessments
for crisis prevention and handling was further
enriched by institutional analyses, covering aspects
of governance, financial resources and operational
facets, including task continuity, information
systemresilience and cybersecurity. The results of
suchmonitoringare coordinated nationally through
the KSSK for evaluation and to determine the
status of financial system stability nationally. This
isfollowed by discussions regarding responsive and
collaborative policy recommendations.

FINANCIAL STABILITY REVIEW | No. 45, August 2025

The KSSK is tasked with maintaining financial
systemresiliencein Indonesia. With institutional
members including the Ministry of Finance,
Bank Indonesia, OJK and the Indonesia Deposit
Insurance Corporation (LPS), KSSK regularly
convenes quarterly coordination meetings to
discuss current and future (forward-looking)
financial system resilience. KSSK discussions
cover the latest developments in terms of
financial system stability, the latest topical issues
affectingthe financial system as well as the optimal
policy response from each institutional member.
Efforts todrive TPF growth remain the priority of
financial authorities.

In the first semester of 2025, efforts were still
required to stimulate TPF growth as a source of
funding for banking intermediation. TPF growth
moderated in the reporting period due to the
diversification of fund placements by high-income
earnersinotherinstruments, coupled with a build-
up of pressure on low-income households. Efforts
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tostrengtheneconomicgrowth arestillneeded to
simultaneously boost TPF growth (Graph B3.2.1).
Seeking to gain a deeper understanding of the
strategicissues affecting financial systemstability,
KSSK members conduct coordinated surveillance
and assessments, enriching the assessments with
granular data according to the authority of each
member institution.

Through KSSK, the Ministry of Finance, Bank
Indonesia, OJK and LPS collaborate in synergy
to drive sustainable economic growth. The
Governmentoptimisestherole of the State Revenue
and Expenditure Budget as a countercyclical
instrument to maintainthe economy (and asashock
absorber) through economic stimulus packages,
national food security programs, as well as tax
and customs reforms, among others, to bolster
the investment climate and international trade.
Bank Indonesia also strengthens its monetary,
macroprudential and payment system policy mix,
amongothers, through accommodative monetary
policies to maintain rupiah exchangerate stability,
pro-growth macroprudential policies to revive
lending/financing, low interest rates and liquidity
management flexibility, while strengthening the
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Graph B3.2.1. TPF Growth by Income Level

acceptance of digital payments, infrastructure
and payment system industry consolidation.
OJK maintains the financial services sector by
strengthening risk management in the Fintech
lendingindustry as well as strengthening consumer
and public protection through the Task Force for
the Eradicationof lllegal Financial Activities (Satgas
PASTI) and the Indonesia Anti-Scam Centre (IASC).
LPS maintains comprehensive deposit insurance
coverage as the basis for public confidence in
the financial sector, while sustaining stability
conducive to economic recovery and adjusting
the guarantee’s rate to support monetary policy
transmission and strengthen national economic
recovery momentum.

Moving forward, interagency synergy between
financial sector authorities will be strengthened
further toensure an appropriate and coordinated
policy andinstitutional response. Institutional and
policystrengthening, progressiveregulatoryreform
and active collaboration among stakeholders are
key to addressing the challenges of a dynamic
globaleconomy replete with uncertainty, coupled
withthestructural challenges experience athome.
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GREEN FINANCE AND
INCLUSIVE FINANCE SUPPORT

MSME loans and sharia financing maintained a positive
growth, yet there remain further opportunities toimprove
performance. Positive MSME loan growth was driven by
strategies to increase product diversification by MSMEs,
accompanied by lower prices to maintain competitiveness.
Notwithstanding, the banking industry and NBFI pursued
a strategy of prudent and selective lending against a
backdrop of increasing MSME credit risk. In addition,
weaker purchasing power, particularly among low-income
earners, contributed to limited MSME loan growth. In line
with MSME loan performance, sharia financing maintained
positive momentum supported by the tertiary sector and
consumption sector, particularly housing financing and
multipurpose financing.

Growth of green loans continued on an upward trend, with
further opportunities toimprove performance. Green loan
disbursements increased due to government tax incentives
targeting battery electric vehicles. One of the main
challenges to increasing green loan disbursements remains
the lack of readiness to receive funding for sustainable
projects due to limited technical capacity in terms of
meeting global requirements for disbursing sustainable
funds. In addition, an insufficiency of a comprehensive
sustainable finance ecosystemin Indonesia is holding back
the expansion of green loans.
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Inclusive Finance

MSME loans maintained positive performance in
the reporting period, primarily supported by small
enterprises. MSME loan growth in the second quarter
of 2025 remained positive despite moderating to
2.18% (yoy) from 5.68% (yoy) in the same period of the
previousyear (Graph4.1.1). By segment, MSME loans
extended tosmall enterprises maintained the positive
growth, contrasting the declines of loans disbursed to
microand mediumenterprises. Inthe second quarter of
2025, loans tosmallenterprises grew by 10.28% (yoy),
upsignificantly from4.44% (yoy) inthe second quarter
of 2024.Meanwhile, new loandisbursements tomicro
enterprises experienced a 2.20% (yoy) contraction
in the second quarter of 2025, following 7.69% (yoy)
growth in the second quarter of 2024. Finally, loans
to medium enterprises recorded a shallower 0.43%
(yoy) contraction in the second quarter of 2025 after
declining by 3.53% (yoy) inthe second quarter of 2024
(Graph4.1.2). The contractionof MSME loans disbursed
to micro enterprises was influenced by prudent and
selective lending in the banking industry in response
totheupward NPL trend affecting the micro segment.
Credit risk was edged upwards by deteriorating
MSME performance as a corollary of weaker public
purchasing power, particularly among low-income
earners. Consequently, this squeezed the repayment
capacity of MSMEs. Meanwhile, a wider funding gap
prompted the bankstotarget small enterprises when
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Graph 4.1.1. Total Credit and MSME Loan Growth
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Graph 4.1.2. MSME Loan Growth by Segment

extending MSME loans. Small enterprises, which are
more flexible, adaptive and active when accessing
financing, coupled with stronger sales turnover, were
more attractive to financial institutions. Based on a
survey conducted by Bank Indonesia in the second
quarter of 2025, the demand for MSME loans was
dominated by micro and smallenterprises withaloan
value of less than Rp50-100 million. Meanwhile, the
bankingindustry also pursued astrategy of reallocating
portfolios to loans with lower credit risk.

The main contributors to MSME loan growth were
the Transportation, Agriculturaland Accommodation
sectors. MSME loan growth was primarily supported
by Agriculture, Transportation and Accommodation,
withgrowthrecorded at 1.26%,0.43% and 0.24% (yoy),
respectively. MSME loangrowthinthetransportation
sector accelerated to 10.81% (yoy) in the second
quarter of 2025 from 9.8% (yoy) in the same period
of the previous year. Conversely, MSME loan growth
in the agricultural and accommodation sectors was
recorded respectively at 7.01% (yoy) and 5.1% (yoy)
in the reporting period, down from 11.1% (yoy) and
8.5% (yoy) inthe second quarter of 2024 (Table 4.1.1).
MSME loans disbursed to the agricultural sector
maintained positive growth driven by rice, soybean,
cacao, nuts and tobacco. MSME loans extended for
rice production were dominated by working capital
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Table 4.1.1. MSME loans by Economic Sector

Growth (% yoy) Contributi YoY) | Contribution

2.5% 0.87% -0.26% -0.45% -0.33% 1.18% -0.15%

Economic Sector

Trade

Agriculture 11.1% 6.90% 6.54% 6.81% 7.01% 1.91% 1.26% -0.65% 18.0%
Manufacturing Industry 4.0% 2.96% -0.32% -1.68% -1.63% 0.49% -0.09% -0.58% 5.8%
Community Services 12.3% 8.03% 4.68% 3.68% 2.87% 0.71% 0.17% -0.54% 5.8%
Accommodation 8.5% 6.77% 6.40% 5.78% 5.10% 0.40% 0.24% -0.15% 4.8%
Transportation and 9.8% 11.75% 15.67% 12.92% 10.81% 0.36% 0.43% - 4.0%
Communication

Real Estate 9.2% 7.16% 3.86% 4.59% 4.64% 0.36% 0.18% -0.17% 4.0%
Construction 0.2% -0.13% -1.36% -2.25% -4.32% 0.01% -0.15% -0.15% -

Source: Bank Indonesia, processed

loans used to purchase seeds, fertiliser as well as
agricultural machinery and equipment. Meanwhile,
growth of MSME loans in the transportation sector
wasdriven by higher demandfor creditinthe domestic
andinternational seatransportation subsector asthe
performance of MSME exporters improved. MSME
loans in the accommodation sector, including villas,
budget hotels and restaurants, were supported by
increasing demand for accommodation from domestic
andinternational travellers during the holiday period.
The number of inbound international travellers to
Indonesia was recorded at 1.42 million in the second
quarter of 2025, increase to 18.20% (yoy) from the
same period of the previous year,?! whichis the highest
level recorded since the beginning of 2020.

Moderating MSME loan growth primarily stemmed
fromthe Constructionsector, Manufacturing Industry
and Trade. MSME loan growth in the Construction
sector was recorded at 4.32% (yoy) contractioninthe
second quarter of 2025, down from 0.2% (yoy) in the
same period of the previous year. Slower MSME loan
growthinthe Constructionsectorwas attributable to
decreasing building investment and the reallocation
of government infrastructure projects. Meanwhile,
slower MSME loan growth in the manufacturing
industry was consistent with the impact of global
economicmoderation, theintroductionof USreciprocal
tariffs and weaker domestic purchasing power. MSME
loangrowthinthe Manufacturing Industry contracted
by 1.63% (yoy) inthe second quarter of 2025, following

21 Statistics Indonesia, August 2025.
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4.0% (yoy) growth in the same period of the previous
year.Ontheotherhand, MSME loangrowthinthetrade
sector declined by 0.33% (yoy) in the second quarter of
2025 after growing by 2.5% (yoy) in the same period of
the previous year. MSME loan growth was undermined
by higher credit riskinthe MSME segment due to lower
repayment capacity, particularly for non-essential
commodities, such as clothing, electronics and building
materials (Table 4.1.1).

Bank appetite tolend showed early signs of improving,
accompanied by more prudent and selective lending.
Increasing appetite to lend in the banking industry
was reflected in the Lending Standards Index (LSI)
for MSME loans, decreasing to 0.4% in the second
quarter of 2025 from 1.2% in the same period the
previous year (Graph 4.1.3).%2 A positive LSl indicates
tighter lending requirements. The downward index
trendwith apositive value indicates looser yet prudent
lendingrequirements. Increasing global and domestic
uncertainty has stoked risk aversion in the banking
industry, thereby limiting the expansion of MSME
loan disbursements. Restrained growth of MSME
loan disbursements was primarily attributable to the
micro segment. This is consistent with a higher NPL
ratiorecorded in the first semester of 2025 at 4.41%,
up from 4.04% in the same period of the previous
year, dominated by the micro segment (Graph 4.1.4).
Major banks lending to MSMEs have implemented
top-up restrictions on micro loans and introduced
additional requirements on applicationsfor new micro

22 LSI reflects the requirements for banks to disburse new
loans to borrowers based on the Banking Survey conducted
by Bank Indonesia.
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Graph 4.1.3. Lending Standards Index for
MSME Loans

loan facilities with shorter repayment periods.?* On
the other hand, bank appetite to disburse MSME
loans to micro enterprises has increased given the
healthy structure of financing, with the ratio of loans
to working capital below 50%.%* The sales turnover
of small enterprises remains solid due to the product
diversification strategies deployed alongside lower
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Graph 4.1.4. NPL Ratio of MSME Loans and Non-
MSME Loans in Banking Industry

23 Top-up maksimal sebesar 160% bagi kredit s.d Rp100 juta,
dan sebesar 130% bagi kredit di atas Rp100 juta.

24 Based on the results of a Bank Indonesia survey conducted
in the second quarter of 2025.

prices. Bank appetite to lend to medium enterprises
also remains high, despite efforts by such businesses
toreduce their interest cost burden amid heightened
global and domesticuncertainty.?> Mediumenterprises
prefer to utilise internal funds than apply for bank
credit facilities.

MSME performance continued to expand, thereby
supporting the demand for credit. Expansive MSME
performance was reflected inthe MSME performance
index, recorded at 121.7 in the second quarter of
2025, despite retreating from 139.6 in the second
quarter of 20242 (Graph 4.1.5). MSME performance
was supported by the services sector, with the index
increasing to 144.7 in the second quarter of 2025
from 132.5 in the second quarter of 2024. MSME
performance in the services sector was influenced
by anincrease of tourism activity during the national
religious holidays. On the other hand, MSME
performanceinthe manufacturingindustry decreased
toalevel of 113.7 inthe second quarter of 2025 from
145.6 in the second quarter of 2024 (Graph 4.1.6).
MSME performance in the manufacturing industry
deteriorated because of lower consumer demand in
line with weaker purchasing power.
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Graph 4.1.5. MSME Performance Index

25 Based on the results of a Bank Indonesia survey conducted
in the second quarter of 2025, the ratio of loans to working
capital at medium enterprises was maintained at 91-100%.

26 The MSME Performance Index is measured in a Bank
Indonesia survey of 600 MSMEs under the mentorship of
Bank Indonesia concerning the state of MSME sales.
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Bank Indonesia revived credit growth through
strategies to empower and finance MSMEs, while
simultaneously improving public education and
literacy. On the demand side, Bank Indonesia
supportwas oriented towards MSME empowerment
and financing strategies as well as enhancing public
education and literacy. Empowerment aimed to
level up MSMEs by strengthening the MSME value
chain, strengthening capacity and business matching,
expanding access to export markets, optimising digital
technology, strengthening food clusters end-to-end,
and developing business modelsfor the greeneconomy.
Access to finance was expanded through business
matching (financing), providing data/information,
expandingaccesstogreenfinance andthedigitalisation
of financial records. Bank Indonesia also strengthened
public literacy by providing various educational
activities andinclusive finance, complemented by the
development of education modules based on basic
competencies and gender equality.

Optimisation of Green Finance

Green loan disbursements continued tracking an
upward trend yet remained below potential. The
growth of green automotive loans continued to
accelerate. ?” reaching 104.98% (yoy) in May 2025,
following a 26.33% (yoy) contraction in May 2024.
Rapid growth of green automotive loans was driven
by tax incentives introduced by the Government for
electricvehicles.?® Growth of green housingloans?’in
May 2025 was recorded at 78.22% (yoy), moderating
from 85.01% (yoy) in May 2024 due to weaker
household demand coupled with prudent lending in
the banking industry (Graph 4.2.1).

27 Bank Indonesia Regulation No. 23/2/PBI/2021: Green
vehicles are battery electric vehicles, namely vehicles
driven by electric motors powered electrically by batteries
directly in the vehicle and recharged by plugging into an
external electricity source.

28 Finance Minister Regulation Number 12 of 2025 concerning
Value Added Tax on the Delivery of Certain Four-Wheeled
Battery Electric Vehicles and Electric Buses and the sales
tax on Luxury Goods on Eligible Low-Carbon Emission
Vehicles Borne by the Government for the 2025 Fiscal Year.

29 Bank Indonesia Regulation No. 23/2/PBI/2021: Green
Property is Property that meets the green building criteria
in accordance with standards or certification recognised
nationally and/or internationally.
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Graph 4.1.6. MSME Performance Index by Sector

The performance of green finance was supported
by mitigated credit risk, as reflected by a lower
NPL ratio. The NPL ratio of automotive loans in
May 2025 was contained at 0.26%, relatively stable
compared with conditions in May 2024. Meanwhile,
the NPL ratio of green housing loans improved to
2.93% in May 2025 from 3.11% in May 2024 (Graph
4.2.2). Seeking to boost the growth of green loans
and in line with the mandate of the Financial Sector
Development and Strengthening Act (P2SK Act),
Bank Indonesiais authorised toregulate and develop
sustainable finance.
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Graph 4.2.1. Growth of Green Housing Loans and
Green Automotive Loans

The optimisation of greenfinancingin Indonesia, from
both the demand and supply sides, continues toface
various challenges. To date, the implementation of
greenfinanceinIndonesiaremains anongoingconcern,
which includes completing the sustainable finance
ecosystem.*°Onthe supply side,amid limited domestic
funds, the massive potential of global sustainable funds
has not been utilised optimally. This is due, among
others,tolow project readiness toreceive funding and
limited technical capacityinIndonesiato meetstringent
global requirements for disbursing sustainable funds.3!
Consequently, risk perception concerningsustainable
projects remains high, as reflected in the high cost of
funds. On the demand side, the corporate sector is
suffering from limited growth potential because of
global dynamics, particularly the introduction of US
reciprocal tariffs and weaker domestic purchasing
power, leading to relatively limited demand for green
financing. Inaddition, the capacity of humanresources
and awareness concerning the green economy and
finance in Indonesia must be increased further.?

30 For example, limited number and variety of instruments
in the sustainable finance sector and yet the process of
credible tracking and assessment systems for sustainability
accreditation to minimise incidences of greenwashing, or
false claims of sustainability.

31 Ministry of Finance, Presentation on Challenges and
Barriers in Accessing Climate Finance. 2025.

32 Towards a Sustainable Financial System in Indonesia, the
UNEP Inquiry into the Design of a Sustainable Financial
System in Partnership with the Association for Sustainable
and Responsible Investment in Asia (UNEP, 2015).
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Graph 4.2.2. NPL Ratio of Green Housing Loans
and Green Automotive Loans

Bank Indonesia supports sustainable finance
in Indonesia through the strengthening of
macroprudential policy, empowerment strategies,
education and literacy as well as synergy and
collaboration. Asof May 2025, the KLM disbursed by
Bank Indonesiafor greenautomotive and housingloans
aswell as water supply, sewerage, waste management
and remediation activities totalled Rp33.7 trillion.
In addition, Bank Indonesia also maintained an
accommodative macroprudential policy stance,
setting the maximum LTV/FTV ratio at 100% and
minimumdownpayment requirement at 0% for green
property and automotive loans. Such policy support
had a positive impact on maintaining the growth of
green housing and automotive loandisbursementsin
May 2025. Meanwhile, empowerment and financing
support was provided through business matching
(financing), the provision of data/information,
increasingaccess to greenfinance, the digitalisation of
financial records, strengthening the capacity of green
economic practices, optimising digital technology,
developing business models for the green economy,
increasinginformationtransparency concerninggreen
financing, as well as strengthening banking industry
capacityinterms of managing climate risk and applying
the principles of sustainable finance. Bank Indonesia
also strengthened public literacy through various
educational activities concerning the green economy
and finance.
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Bank Indonesia developed the Climate Risk Stress
Test asatool toassess theimpact of climate changeon
the stability of the financial system. Climate risk poses
thethreat of adverse impacts onthe developmentand
structure of the economy and financial sector. Use of a
Recursive-Dynamic Computable General Equilibrium
Model in the Climate Risk Stress Test developed by
Bank Indonesia aims to capture the transmission of
climate-related transition risks and the impact on
financial sector resilience (Box 4.2).

Synergy and coordination with OJK, the Ministry of
Finance and other relevant government ministries/
agencies areimplemented continuously. As mandated
by the P2SK Act, Bank Indonesia is authorised to
regulate and developinclusive finance and sustainable
finance. In conjunction with the Ministry of Finance
and OJK, Bank Indonesia is mandated to coordinate
when formulating and preparing sustainable finance
strategies, policies and programs. In addition, the P2SK
Act also mandates Bank Indonesia, the Ministry of
Finance and OJK with optimising monetary, payment
system, macroprudential, fiscal and microprudential
policy support. Tripartite synergy also targets
supportinginfrastructure and datarepositoriesfor the
implementation of sustainable finance.®® In addition,
P2SK Act also mandates coordination when preparing
the sustainable taxonomy®*. Bank Indonesiainsynergy
with the Ministry of Finance and OJK, were required
to establish a Sustainable Finance Committee, as
regulated by a Government Regulation.®®* Synergy and
coordinationwere also pursued by Bank Indonesiawith
the Ministry of Investment to promote investment in
therenewable energy sector, sustainable agriculture
and waste management.

33 Article 223 of the P2SK Act.

34 A sustainable taxonomy is a classification system for
economic activities (green/transition/unclassified) to
support Indonesia’s sustainable development efforts
and goals, which is used as guidelines to improve
capital allocation and sustainable financing towards the
attainment of Indonesia’s net zero economy targets.
OJK issued the revised Indonesia Green Taxonomy, as
contained in the Indonesia Sustainable Finance Taxonomy,
in accordance with the mandate of the P2SK Act, for further
coordination with the Ministry of Finance, Bank Indonesia
and OJK to optimise the fiscal, microprudential, monetary,
payment system and macroprudential policy strategies.

35 Article 224 of the P2SK Act.

FINANCIAL STABILITY REVIEW | No. 45, August 2025

BWARTEERTE S T e L e .

Chapter 4 - Green Finance and Inclusive Finance Support

Indonesia has affirmed its commitment to developing
a transparent and accountable sustainability
reporting ecosystem in line with international
standards. The participation of Bank Indonesia, the
Ministry of Finance and OJK as ex-officio members of
the Sustainability Standards Board of the Institute of
Indonesian Chartered Accountants (DSK-IAl) also plays
animportantrole.On 1st July 2025, DSK-IAl officially
ratified the Sustainability Disclosures Standards®¢-S1
and S2, which refers to the International Financial
Reporting Standards, effective from 1st January
2027. The application of Sustainability Disclosure
Standardsis expectedtohave astrategicimpactonthe
business community because companies will be better
perceived as prepared to handle global expectationsin
terms of investors, trading partners and international
organisations. Furthermore, the duediligence process
for green financing and cross-border investment will

become faster, more efficient and more affordable.

Strengthening the green finance ecosystem, Bank
Indonesia continued refining the Green Calculator.
In synergy with the Coordinating Ministry for
Maritime Affairs and Investment, Ministry of the
Environment and Forestry and the Ministry of Energy
and Natural Resources, Bank Indonesia developed a
Green Calculator, launched in October 2024%. The
application was designed to be user-friendly, based
on international standards using highly accurate
emission factors (national emission factors), which
is available free of charge for use by all economic
entities, including MSMEs and individuals. Moving
forward, Bank Indonesia will continue refining the
Green Calculator applicationinsynergy withrelevant
government ministries/agencies to expand the scope
of economic sectors and calculate the emissions
footprint,includingdirect emissions (scope 1), indirect
emissions (scope 2),and financed emissions (scope 3).

36 Sustainability Disclosure Standards - S1 sets out the
General Requirements for Disclosure of Sustainability-
related Financial Information and S2 sets out Climate-
related Disclosures.

37 https://www.bi.go.id/en/fungsi-utama/stabilitas-sistem-
keuangan/Keuangan-Hijau/default.aspx

https://www.bi.go.id/id/edukasi/Pages/Panduan-
Kalkulator-Hijau.aspx
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Islamic Finance

Disbursed financing in the sharia banking industry
must be increased to support economic growth.
Growth of disbursed financing in the sharia banking
industry was recorded at 8.37% (yoy) in the second
quarter of 2025, moderating from 14.26% (yoy) in
the second quarter of 2024 (Graph 4.3.1). Positive
disbursed financing growth was driven by high
growth of investment financing and stable growth
of consumer financing amid a contraction of working
capital financing for both corporate and MSME
borrowers (Graph 4.3.2). In the second quarter of
2025, investment financing maintained high growth
of 17.07% (yoy), with a growth contribution of
4.06% (yoy) (Graph 4.3.3). Meanwhile, consumer
financingrecorded 11.83% (yoy) growthand agrowth
contribution of 6.11% (yoy). Growth of investment
financing and consumer financing experienced
moderation compared with the same period in 2024,
primarily due to the growing preference amongsharia
banks to disburse secured financing, including the
consumer segment through housing financing and
payroll financing, as well as the investment segment
through secured corporate financing pledging fixed
assets as collateral. Meanwhile, growth of working
capital financingexperienced a 7.36% (yoy) contraction
in the reporting period, lower than in the second
quarter of 2024. This was primarily influenced by the
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Graph 4.3.1. Growth of Sharia Financing based
on Type
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shariabanks’ strategy toreduce their portfoliosinthe
corporate segment amid the ongoing contraction of
financing disbursed by specialist MSME banks.

The main contributors to the positive’s growth of
financing disbursed by the sharia banking industry
were the tertiary sector and consumption sector.
Growth of disbursed financing in the tertiary and
consumption sectors (specifically housing loans and
multipurpose loans) maintained solid growth with
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Graph 4.3.3. Growth Contribution of Sharia
Financing based on Type
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slight moderation. Thiswas supported by the financing
strategy of shariabanks, which focused onthe Islamic
ecosystem?,including Islamiceducational institutions/
pesantren (Islamicboardingschools),Islamichealthcare

38 The Islamic ecosystem refers to customer segments/
sectors associated with the sharia economy and/or the
activities of Muslims, including sectors linked to the
halal industry, Islamic educational institutions, Islamic
healthcare facilities, hajj and umrah travel services, as well
as others.
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facilities and hospitals as well as hajj and umrah
travel services, which are included in the services/
tertiary sector, integrated with payroll services for
the employees of suchinstitutions, thereby unlocking
the opportunity to expand consumer financing.
Meanwhile, the growth of financing disbursed by the
shariabankingindustry, particularly inthe Javaregion,
moderated due to contractionary disbursed financing
in the corporate segment of the agricultural sector,
mining sector, electricity, gas and water supply sector,

Table 4.3.1. Growth of Financing Disbursed by the Sharia Banking Industry based on Economic
Sector and Region

SECONDARY SECTORS

ELECTRICITY,

PRIMARY SE

AGRICULTURE MINING

MANUFACTURING GAS AND WATER

SUPPLY

CONSTRUCTION

Java 5.13% -5.90% -12.63% -24.96%
Sumatra 18.11%  13.49%  53.38%  33.93%
Kalimantan 30.05% 11.97%  48.15% 18.50%
Balinusra 16.59%  12.27% 2587.63% 2609.12%
Sulampua -7.93% -1.67%  36.33%  37.08%

Total Disbursed
Islamic Financing

AGRICULTURE

Java -0.70% 10.82% -6.16%
Sumatra 8.00% 1.17% 16.37%
Kalimantan 9.47% 11.45% 88.54%
Balinusra 15.06% 9.29% 23.43%
Sulampua 11.62% 8.93% -12.81%

Total Disbursed

- . 1.02%
Islamic Financing

CONSUMPTION SECTOR

HOUSING LOANS | AUTOMOTIVE LOANS | MULTIPURPOSE LOAI

Java 9.73% 7.42% 9.60% 16.25%
Sumatra 6.91% 6.20% 4.79% -1.19%
Kalimantan 4.80% 589%  37.09%  29.29%
Balinusra 6.75% 5.65%  29.73% 5.97%
Sulampua 14.65% 11.19% 11.42% -0.72%

Total Disbursed 9.24%

Islamic Financing

Source: Bank Indonesia, processed
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MINING

10.27% 1.60% -12.45% -12.63% -16.26% -24.10%
16.76% 11.91% 155.21% 152.96% 12.12% 9.57%
11.35% 7.81% 14.12% 749.54% -0.44% -9.65%

9.94% 7.45% 8.34% 7.49% -6.42% -5.44%
31.14% 13.32% 0.99% -3.93%  69.10%  22.19%

11.03% 15.95%

TERTIARY SECTORS
Jun-25 Dec-24 Jun-25
10.39% 13.62% 4.59% 7.31% 17.08%
19.57% 34.27% 7.56% 25.26% 20.12%
41.50% -13.54% -23.55% 21.90% 5.07%
16.75% -31.43% 7.66% 133.24% 53.85%
-21.77% 14.67% 43.00% 20.39% 5.19%

11.55% 4.40% 14.46%

Dec-24 Jun-25 Dec-24 Jun-25
20.65% 19.45% 5.62% 5.31% 58.60% 58.46%
14.35% 14.99% 15.15% 13.29% 24.76% 24.94%
15.96% 17.00% 21.74% 12.04% 7.18% 7.08%
14.79% 9.89% 15.07% 10.70% 4.21% 4.12%
19.39% 22.99% 17.43% 15.57% 5.08% 5.26%

16.75% 8.37% 100.00% 100.00%

TOTAL GROWTH SHARE
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as well as the construction sector (Table 4.3.1). The
contraction of disbursed financing to those sectors
was caused by bank efforts to improve financing
quality inline with the persistently high ratios of NPF
and Financing at Risk (FaR) in the aforementioned
economic sectors.

The business strategies of several sharia banks to
consolidate or maintain financing quality stifled
further growth of disbursed financing. The planned
spin-off®? of several sharia business units (Islamic
windows) from conventional financial institutions
will resultin consolidation among the sharia business
units implementing the spin-off as well as the sharia
commercial bank containing the sharia business
unit that has separated (acquisition strategy of the
conventional parent bank). Inadditionto consolidation,
several banks are rebalancingtheir financing portfolios
fromthe corporate segment tothe MSME or consumer
segment to maintain finance and quality. The
Government’s efficiency policy has also had animpact,
particularly on sharia regional government banks,
where funding relies on Transfer Fund Allocations
to Regions and Village Funds deposited by regional
governments in sharia regional government banks. A
reductionintheallocation of Transfer Fund Allocations

%, yoy
40
35
30
25
20
12.3 15
‘~._—"'—"_-~\\“ 10
N—7291 5
4.04 0
3 6 9 12 3 6 9 12 3 6
2023 2024 2025
= \Working Capital Investment = Consumer

= Total Disbursed Financing
Source: Bank Indonesia, processed

Graph 4.3.4. TPF Growth in Sharia Banking
Industry based on Instrument

39 In the context of the sharia financial industry (including
banking), a spin-off refers to the process where a
sharia business unit (Islamic window) is separated
from a conventional financial institution. In the sharia
banking industry, the spin-off mechanism is regulated in
accordance with OJK Regulation No. 12 of 2023 concerning
Sharia Business Units.

to Regions and Village Funds impacts the funding of
sharia regional government banks, thereby limiting
financing disbursements.

Sharia banking intermediation was nurtured in line
with ample liquidity despite moderating growth
of TPF. The performance of disbursed financing in
the sharia banking industry was consistent with TPF
growth, whichmoderated to 6.91% (yoy) in the second
quarter of 2025 (Graph 4.3.4). Nevertheless, liquidity
risk and creditriskinthe shariabankingindustry were
relatively well contained inthe second quarter of 2025.
The ratio of LA/TPF stood at 24.79% in May 2025
(Graph4.3.5).Meanwhile,the NPF and FaR ratios were
recorded at 2.24% and 8.72% in the second quarter
of 2025 (Graph 4.3.6).

Given the state of the sharia banking industry,
as outlined above, the implementation of
macroprudential policies and incentives generally
remained sound. Amongothers, this was indicated by
aShariaMacroprudential Intermediation Ratio (MIR)
within the policy corridor (84-94%) (Graph 4.3.7), a
ShariaMPLB above the minimum regulatory threshold
(> 3.5%) (Graph 4.3.8), and a high realisation of KLM
incentives (> 4%) (Graph 4.3.9).
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Graph 4.3.5. LA/TPF Ratio of Sharia
Commercial Banks
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Graph 4.3.6. Financing Quality in Sharia
Banking Industry

Bank Indonesia supports Islamic finance through
community-based sharia economic empowerment,
strengtheningthe halal value chain ecosystemas well
as increasing sharia financial literacy and inclusion.
Bank Indonesia also encourages Islamic financial
sectorintegrationwiththe real sector through support
for halal clusters and local sharia businesses, while
expanding promotional channels for halal products
through international events, such as the Indonesia
Shari’a Economic Festival.
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Source: Bank Indonesia, processed

Graph 4.3.7. Realisation of Macroprudential
Intermediation Ratio in Sharia Banking Industry
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Graph 4.3.8. Realisation of Sharia Macroprudential
Liquidity Buffer

Movingforward, Bank Indonesia expects the growth
of financing disbursed by the shariabankingindustry
toremain positive. Thisis primarily supported by sharia
banking penetration into the Islamic ecosystem and
halalindustry segments, coupled withthe strengthening
of sharia banks created due to the spin-off of sharia
business units. In addition, the implementation of
innovative and unique products of Islamic finance,
such as Sharia Restricted Investment Accounts, Cash
Waqf-Linked Deposits and others, will also provide
value added for sharia bankingintermediation. Onthe
other hand, high global uncertainty and the potential
spillovers to the domestic economy will continue
to demand vigilance as a risk factor for the sharia
bankingindustry.
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Graph 4.3.9. Realisation of KLM Incentives in
Sharia Banking Industry
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Box Efforts to Increase the

4.1 Contribution of MSME Loans

Moderating MSME loan growth was spurred by 2 180
weaker public purchasing power, particularly 160
among low-income earners. Weaker public 140
purchasing power was reflected by declinesinthe ‘AQ&PWE 120
Income ExpectationIndexandthe Job Availability ~ = T T T T T T T OO T IO T ;go
Expectation Index. In June 2025, the Income .
Expectation Index for low-income earners was 40
recorded at a level of 127.84, down from 131.63 20

in May 2025 and from 133.37 in June 2024.
Meanwhile, the Job Availability Expectation Index
for middle-income earners in June 2025 stood
at 133.67, down from 138.16 in May 2025 and
145.30in June 2024. Lower income expectations
were consistent with indications of increasingjob
terminations (Graph B4.1.1 and Graph B4.1.2).

MSMEsalsodeal with the challenge of government
planstocollect taxes on e-commerce transactions
to support tax revenue targets. This has stoked
concern among MSMEs, prompting corrections
to product prices. Currently, the Government is
reviewing the policy of collecting 0.5% income
tax (PPh 21) from MSMEs with a turnover of
>Rp500 millionthrough e-commerce transactions.
This policy aims to increase the efficiency of tax
collection for MSMEs, thereby supporting tax
revenue targets. On the other hand, this has also
triggered aresponse amongindustry players, which
includes increasing administrative costs, double
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Graph B4.1.1. Income Expectations Index
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Job Availability Expectation Index

Source: Bank Indonesia, processed

Graph B4.1.2. Job Availability
Expectation Index

taxation, therisk of movingtoother sales platforms
aswell as the stability of the tax reporting system
when handling much larger amounts of data.

Strengthening the demand for MSME loans can
be achieved by integrating MSMEs with large
industries. Thisismore applicableto MSMEswithin
the value chain for food commodities as well as
processed food and beverages. Bank Indonesia
also bolsters the demand for MSME loans by
strengthening green and inclusive economic
and financial development programs in pursuit
of sustainable economic growth. This includes
strengthening the competitiveness of MSMEs
through various strategic initiatives, including
the downstreaming of food commodities to help
control inflation, expanding MSME access to
global markets (Go Export) and digital markets
(Go Digital), developing MSMEs that support the
tourism sector as a national source of foreign
exchange, as well as nurturing sustainable
economic practices through the development of
green MSMEs. Bank Indonesia is also increasing
green and inclusive financial literacy and access
through a combination of programs to integrate
the national digital economy and finance (end-
to-end), accompanied by education to increase
financial literacy and inclusion. Implementing
financial education programs, Bank Indonesia

FINANCIAL STABILITY REVIEW | No. 45, August 2025



ot “l‘L lﬁ i

has prepared a basic competency framework for
financial literacy. Programs to increase literacy
are implemented through collaboration with
various national and international stakeholders.
Moving forward, Bank Indonesia will continue
strengthening accommodative macroprudential
policy, alongside coordination with relevant
authorities to increase inclusive financing.

Bank Indonesia is firmly committed to
strengthening the transformation of aninclusive
and sustainable national digital economy and
finance through collaboration, which included
the Indonesia Digital Economy and Finance
Festival and Karya Kreatif Indonesia (FEKDI x
KKI)in 2024. FEKDI x KKl is acollaborative forum
organised by Bank Indonesia in synergy with the
Government, government ministries/agencies,
industry associations and businesses, as the
manifestation of policy consistency, innovation
andsynergy towards the development of the digital
economy and finance along with the end-to-end
development of MSMEsto level upMSMEs as well
asexpand accesstodigital and global markets. Bank
Indonesia’s vision and mission in response to the
emerging economic and financial challenges of
the digital age are contained within the Indonesia
Payment System Blueprint 2030.

Karya Kreatif Indonesia (KKI) functions as a
strategic platform to expand market access for
MSMEs, increase financing and strengthen MSME
integration within the supply chains of large and
global industries. KKl is one of Bank Indonesia’s
flagshipevents, held annually since 2016. The event
aims to accelerate the digital capacity of MSMEs,
nurture collaboration to increase innovation and
the value added of MSME products, as well as
supportinclusive and green sustainability aspects.
KKI also expands markets between MSMEs
and brings together potential buyers/export
aggregators, while showcasing premium curated
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products from MSMEs under the mentorship
of Bank Indonesia and government ministries/
agencies* as well as promoting cultural diversity
and tourismin the Indonesian archipelago.

KKI also functions to accelerate MSME
performance. The exhibition features creative
MSMEs partnering with Bank Indonesia through
46 Domestic Representative Offices, including
representative offices that are members of the
Sharia Creative Industry and under the mentorship
of government ministries/agencies, totalling 364
MSMEs attending the venue and 932 MSMEs
attendingvirtually. During the KKl event, exhibition
turnout reached Rp123.1 billion, up 35% (yoy) on
the previousyear, consisting of Rp98.4 billion from
online MSMEs and Rp24.7 billion from offline
MSMEs. The eventalso attracted 150,280 visitors.

Bank Indonesia also expanded MSME access
to finance through business matching. The
business matching program includes a financing
component as well as expanding MSME access to
global marketstoboost exports. Business matching
(financing) at KKI 2024 brought together 180
MSMEs and cooperatives under the mentorship
of Bank Indonesia and government ministries/
agencies with financial and financing institutions,
withthe total value of financingincreasing by 27%
(yoy) onthe previous year to reach Rp188.2 billion.
On the other hand, business matching (exports)
connected 251 export-oriented MSMEsunder the
mentorship of Bank Indonesia and government
ministries/agencies with 23 potential buyers
and export aggregators from 12 countries,
namely Indonesia, Japan, Singapore, Malaysia,
China, Egypt, Hong Kong, United Arab Emirates,
Australia, the Netherlands, France and the United
States. Business matching (exports) activity raised
Rp264.7 billion, consisting of export realisation and
the signing of business agreements, up 26% (yoy)
onthe achievements recorded in 2023.

40 Particularly fabrics, apparel, accessories, home decor,
food and beverages, as well as tea and coffee.
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Box Bank Indonesia Climate Risk Stress Test:
4.2 Impact of Transition Risk Scenarios on Financial
System Stability

Climate risk could potentially impact the
development and structure of the economy
and financial sector. The medium-long-term
characteristics of climate risk allow targeted
mitigation measures to beimplemented gradually.
Net Zero Emissions is a global commitment to
mitigating the impact of climate-related risk
through efforts to reduce emissions from
consumption and production processes. Efforts
toachieve Net Zero Emissions are crucial because
if climate risks are not mitigated adequately, the
world will deal response a growing intensity of
physical risk, which will have an adverse impact on
theeconomy. Net Zero Emissions aims to fosteran
orderly transitionin the economicstructure from
fossil energy to renewable energy. The transition
must be managed optimally to mitigate the
deleteriousimpacts emerging fromtransitionrisk,
namely declining economic performance among
high-emission sectors due to the production of
final products and the consumption ofintermediate
products. Weaker sectoral performance could
further be exacerbated by sweeping changes in
global preferences away from fossil fuels (coal
phase-out), potentially reflected by a worsening
inthe performance of natural resources exports.

Weaker sectoral performance due to transition
risk could adversely impact the financial sector,
including through a build-up of credit risk, and
financial systemresiliencein general. Discharging
its mandate to maintain the stability of the financial
system, Bank Indonesiadeveloped the Climate Risk
Stress Test to measure the impact of climate risk
on worsening macroeconomic conditions and its
transmission to financial system resilience due to
transition risk. The first step of the Climate Risk
Stress Testistodevelop anarrative scenarioalong
with sources of shocks that trigger transmission
risk. In this case, the literature uses the timing
and stages of carbon tax implementation as
a source of shocks. The Network for Greening

the Financial System (NGFS, 2024) groups the
scenarios related to transition risk into gradual
and orderly transitions, assuming carbon taxes
are implemented early and incrementally. On
the other hand, a disorderly transition assumes
the implementation of carbon taxes is delayed
or abrupt, requiring stronger and sudden policy
measures to meet NZE targets. In the context
of NGFS scenarios, Bank Indonesia applies an
‘orderly transition’ scenario as well as a ‘delayed
transition’ scenario adapted from the ‘disorderly
transition’scenario developed by NGFS. According
totheorderly transitionscenario, Bank Indonesia
assumes the carbontaxes are introducedin 2025,
starting at Rp30,000 per ton of CO,e, which will
subsequently increase in line with the trajectory
used in the equivalent NGFS scenario. Based on
the delayed transition scenario, however, Bank
Indonesia assumesimplementation of the carbon
taxesisdelayed until 2031.

Bank Indonesia’s Climate Risk Stress Test aims to
capture the transmission risk of climate change
and itsimpact onfinancial sector resilience. Bank
Indonesiauses a Recursive-Dynamic Computable
General Equilibrium (CGE) model to capture the
transmission of transition risk to macroeconomic
performance by sector. Bank Indonesia then
uses an econometric macro-financial model to
capture the impact on financial systemresilience.
The CGE model is consistent with best practices
to capture the interactions between agents and
economic sectors, domestically and externally.
Several international organisations, such as the
World Bank and NGFS, use CGE models, including
MANAGE-WB and NiGEM, to capture the impact
of climate scenarios. Inthe CGE model developed
by Bank Indonesia, the application of carbon taxes
is determined from both the production and
consumption sides for products that produce
emissions. The implementation of carbon taxes
has aspecificimpact on sectors that produce high

FINANCIAL STABILITY REVIEW | No. 45, August 2025



-4 Ly 8 P T

emissions through lower domestic and external
demand for emitting products, as well as higher
productioncosts. As the bankingindustry disburses
loans on a sectoral basis, banks could potentially
experience higher risk as a corollary of declining
sectoral performance, which has the potential to
impactthe overallresilience of the financial system.

In line with the sectoral posture of emission
policies, the manufacturing industry, electricity,
gas and water supply, as well as mining and
quarrying are the most significantly impacted
sectors. Based onthe emission balance publication
issued by Statistics Indonesia (Statistics Indonesia,
2024), the manufacturing industry is the highest
emitter, totalling 340,711 Gg CO e, followed by the
electricity, gas and water supply sector (297,221
Gg CO,e). Meanwhile, the mining and quarrying
sector produces 29,280 Gg CO.e of emissions.
The electricity, gas and water supply sector as
well as the manufacturing industry produce high
emissions due to the use of physical energy derived
from coal and oil, whichis predominantly provided
by the miningand quarrying sector. Consequently,
even though the mining and quarrying sector has
a comparatively low level of final emissions, the
sector plays a central role as a provider of the
energy-basedintermediate products used by other
sectors in the production process. The impact of
transition risk can be mitigated through early
commitment to Net Zero Emissions, which can
attract investment to support infrastructure and
the adoption of green technologies. Investment
plays a key role in significantly reducing the
intensity of emissions when producing one unit
of aproduct, whichischaracterised by ashiftinthe
compositionof energy demand from fossil fuels to
renewable energy.

Based on economic model simulations, climate-
related transmission risks are, in general,
expected to have an adverse impact on growth
inthe near-termbut a positiveimpactinthelong
term. Although the short-termimpact of climate-
related transition risks under both scenarios is
negative, economic growth based on the Net
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Zero Emissions orderly transition scenario (carbon
taxes introduced in 2025) would perform better
than Gross Domestic Product (GDP) growth
based on the delayed transition scenario (carbon
taxes introduced in 2031). Furthermore, climate-
related transition risks in the long term have a
positive impact under both scenarios, with the
orderly transition scenario again outperforming
the delayed transition scenario (Graph B4.2.1). In
terms of economic accumulation,inthe longterm,
the Net Zero Emissions orderly transitionscenario
recorded stronger nominal economic growth
than the delayed transition scenario. In the near
term, consistent with the initial transition period,
economic growth under the Net Zero Emissions
orderly transition scenario would initially record
a 2% decline from the baseline scenario, slightly
lower than the delayed transition scenario, which
was 1% lower than the baseline scenario in 2035
(Graph B4. 2.1). In the long term, however, the
Net Zero Emissions orderly transition scenario
recorded GDP growth 1% higher thanthe baseline
scenario, contrasting 3% lower economic growth
according to the delayed transition scenario in
2050 (Graph B4.2.2).

Green transition policies spur a change in the
structure of the economy thatis moreresilient to

climate change. During the early stages,economic
activity slows as high-emission sectors begin to

IAbove Baseline

Below Baseline

== GDP A for Net Zero Emissions 2050
= GDP A for Delayed Transition

Graph B4.2.1. Economic Growth for Different
Transition Scenarios Against the Baseline
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transition, however, this transition is followed
by increased investment in green economy
infrastructure and technology, which accelerates
economic growth and activity without leading
to additional emissions. Without adequate
investment, sustainable and accelerated economic
growth are difficult to achieve. Furthermore,
the impact of climate-related transition risks on
financial system resilience will be contained in
line with relatively low credit exposure to high-
emission sectors. According to simulations, NPL

%

Net Zero Emission Delayed Transition

Source: Bank Indonesia, processed

in the banking industry will be maintained below
the 5% regulatory threshold, accompanied by
a relatively limited impact on capital. Moving
forward, the banking industry’s response to
supportingthetransitionwill be crucial, particularly
in terms of accelerating the financing of green
projects that require massive capital investment.
Policy mix synergy between the authorities is
also important to accelerate the creation of a
sustainable financial ecosystem.
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Graph B4.2.2. Gross Domestic Product Relative to Baseline Scenario in 2035 and 2050
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Chapter 5

MACROPRUDENTIAL POLICIES
TO STRENGTHEN FUNDING
AND LIQUIDITY, FOSTER
INTERMEDIATION

Bank Indonesia oriented macroprudential policy in the
first semester of 2025 to foster credit/financing growth
and increase liquidity management flexibility in the bank-
ing industry in pursuit of sustainable economic growth.
Addressing global uncertainty, Bank Indonesia instituted
pro-growth and accommodative macroprudential policies
by optimising various policy instruments. Bank Indonesia
strengthened KLM by raising incentives to revive lending
by the banking industry to priority sectors. Bank Indonesia
loosened the RPLN by adjusting the countercyclical pa-
rameter, thereby increasing the RPLN threshold to expand
alternative funding sources for the banking industry. Bank
Indonesia also relaxed the MPLB to provide additional
liquidity by reducing the ratio of securities that must be
held against deposits in accordance with Bank Indonesia
regulations. Other policy instruments, namely the Coun-
tercyclical Capital Buffer (CCyB), MIR, LTV/FTV ratio and
downpayment requirements, remained accommodative
to foster credit/financing growth.

Policy synergy among the competent authorities was
strengthened to maintain the stability of the financial
system and foster economic growth. Bank Indonesia,
the OJK and Indonesia Deposit Insurance Corporation
(LPS) consistently strengthened policy harmonisation,
nationally through the KSSK as well as through bilat-
eral and multilateral cooperation. Synergy was realised
through policy harmonisation, the drafting of derivative
regulations in accordance with the P2SK Act, integrated
bank reporting, accelerating integrated licensing, financial
market deepening and development synergy, financial
inclusion, as well as cyber resilience and security. Bank
Indonesia also remained active in various international
forums to nurture regional coordination, policy innova-
tion and strengthen financial system oversight. Setting
policies and pledging commitment in synergy with the
Government, financial authorities and relevant govern-
ment ministries received international appreciation and
recoghnition as the Best Systemic and Prudential Regulator
in Asia Pacific 2025, reflecting Bank Indonesia’s success

in maintaining financial system resilience and stability,

while creating a secure and efficient financial ecosystem.
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Macroprudential Policy:
Pro-Growth and Accommodative

Bank Indonesia maintained a pro-growth and
accommodativemacroprudential policy stanceagainst
a backdrop of persistently high global economic
uncertainty. Policy was oriented towards supporting
sustainable economic growth and simultaneously
maintaining financial system stability. Bank Indonesia
optimised various macroprudential policy instruments
tofoster credit growth and strengthenflexible liquidity
management in the banking industry.

Bank Indonesia instituted accommodative
macroprudential policy, among others, by
strengthening KLM. KLM are liquidity incentives
provided by Bank Indonesia through reductions in
the averagereserverequirements applicable to banks.
Since firstappliedin 2022, KLM policy has undergone
several refinements. Bank Indonesia strengthened
KLM policy to foster credit growth and support
sustainable economic growth against the challenge
of global economic uncertainty.

BankIndonesiastrengthened KLMimplementation by
raising the incentives to support the growth of loans
disbursed by the banking industry and in line with
the Government’s Asta Citaprogram. Bank Indonesia
optimised KLM policy tofoster bank lending/financing,
particularly to priority sectors, including agriculture,
housing, construction, trade and manufacturing,
transportation, storage, tourism, and the creative
economy, aswell as MSME loans, ultramicroloans,and
greenfinancing. KLM policy aims to support economic
growth and job creation (labour-intensive sectors).
Bank Indonesia continued strengthening coordination
and synergy to bolster KLM policy in line with the
Government’s Asta Cita program. Strengthening
KLM policy aims, among others, to expand lending
capacity to the housing and agricultural sectors. On
15t April 2025, Bank Indonesia strengthened KLM
policy by increasing the level ofincentives available to

the banking industry from 4% to 5%.4* The incentive
offered by Bank Indonesia to banks extending loans
to the housing sector was increased to 1.1%, with the
overall incentive increased to 1.4%. As of the second
week of June 2025, Bank Indonesia had disbursed KLM
incentives to the tune of Rp372 trillion, with Rp164
trillionallocated tostate-owned banks,Rp166.4trillion
to national private commercial banks, Rp3é6 trillion
to regional government banks and Rp5.6 trillion to
foreign bank branches.

BankIndonesiaalso strengthened the RPLN to boost
bankfundingaswell as optimise liquidity management
andloandisbursementsinthe bankingindustry.Bank
Indonesia has strengthened RPLN policy in line with
prudential principles to support productive activity
using arisk-based approach to the RPLN instrument.
Bank Indonesia applied a risk-based approach by
considering the outlook for external risk, financial
systemstability, the external debt cyclein the banking
industry as well as strengthening risk mitigation by
increasing bank surveillance capacity.

Bank Indonesia increased the sources of bank
funding from abroad by adjusting the countercyclical
parameter withinthe RPLN regulation. Effectivefrom
15t June 2025, Bank Indonesia set the countercyclical
parameter at 5%, thereby raising the upper RPLN
limit from 30% to 35%.4? Applying the countercyclical
parameter strengthened liquidity potential in the
bankingindustryinline with the needs of the national
economy, while prioritising prudential principles.

41 Board of Governors Regulation No. 7 of 2025, as the third
amendment to Board of Governors Regulation No. 11
of 2023 concerning the Implementation Regulations for
Macroprudential Liquidity Incentive Policy.

42 Board of Governors Regulation No. 12 of 2025, as an
amendment to Board of Governors Regulation No. 7 of
2024 concerning the Implementation Regulations of the
Bank Foreign Funding Ratio.

FINANCIAL STABILITY REVIEW | No. 45, August 2025



= UL

Chapter 5 - Macroprudential Policies to Strengthen Funding and Liquidity, Foster Intermediation

Seeking to strengthen the flexibility of liquidity
management in the banking industry, Bank
Indonesiarelaxed the MPLB. On 1%t June 2025, Bank
Indonesia lowered the MPLB ratio from 5% to 4%
for conventional commercial banks and the sharia
MPLB ratio from 3.5% to 2.5% for sharia commercial
banks.**The lower MPLB/shariaMPLB ratios provided
additional space for the banking industry to extend
loans/financing using funds previously locked in
securities. Banks fulfil the MPLB/sharia MPLB ratios
through rupiah securities or sharia rupiah securities
held by conventional/sharia commercial banks,
which can be used in monetary operations or sharia
monetary operations. Eligible securitiesincluded Bank
Indonesia Certificates (SBI), Bank Indonesia Certificate
of Deposit (SDBI), Sharia Bank Indonesia Certificates
(SBIS), Bank Indonesia Rupiah Securities (SRBI), Bank
Indonesia Sukuk (SukBI) and/or SBN.

In line with the lower MPLB, Bank Indonesia also
adjusted the flexibility of the repurchase agreement
(repo) feature of MPLB/sharia MPLB policy. Bank
Indonesiaadjusted the repoflexibility parameter under
the MPLB/shariaMPLB to 4% (conventional) and 2.5%

43 Board of Governors Regulation No. 11 of 2025, as the
eighth amendment to Board of Governors Regulation
No. 21/22/PADG/2019 concerning the Macroprudential
Intermediation Ratio and Macroprudential Liquidity Buffer
for Conventional Commercial Banks, Sharia Commercial
Banks and Sharia Business Units.

(sharia). The adjustment provided greater flexibility for
banks to manage liquidity throughrepotransactionson
securities held by banks to fulfil MPLB/sharia MPLB
obligations.

Bank Indonesia also maintained an accommodative
posture onother macroprudential policy instruments
to strengthen the bank intermediation function.
The MIR and CCyB were held to nurture optimal
lending and financing. Bank Indonesia maintained
the MIR ratio in the 84-94% range, with realisation
in June 2025 recorded at 87.93%. This indicates a
further opportunity tofoster bankingintermediation,
while maintaining prudential principles. In addition,
Bank Indonesia held to the CCyB buffer at 0% given
maintained financial system stability and noindications
of excessive credit growth that could potentially trigger
systemicrisk. Consequently, banks were not required
to maintain an additional capital buffer.

Bank Indonesia also maintained accommodative
macroprudential policy instruments todrive inclusive
and green finance. This included the LTV/FTV ratio
for property loans/financing and downpayment
requirements on automotive loans/financing. Bank
Indonesia maintained an accommodative LTV/FTV
ratio for property loans/financing, including green
property, for all property types (landed house,
apartment, shophouse/office-house), up toamaximum
of 100% (Table 5.1.1).

Table 5.1.1. Ratios for Property Loans/Financing and Green Property Loans/Financing

LTV/FTV Ratios for Property Loans/Financing

Criteria*
Property
Loans and

Property
Financing
based on

Property Loans
and Financing
based on
Murabaha and
IstishnaContracts|

Financing
based on
Murabaha
and Istishna
Contracts

and IMBT
Contracts

Contracts

Type >70

Type <21

Type >70

Type <21

Not Fulfilling NPL/NPF Criteria

PropertyFinancing
based on MMQ

1| 2 ]=3] 1 [ 2 [=3 |Faciity
Landed House Landed House

100% 100% 100% 100% 95% 90% 90% 95% 90% 90%
Type>21-70 100% 100% 100% 100% 95% 95% 95% 95% 95% 95%
100% 100% 100% 100% 100% 95% 95% 100% 95% 95%
100% 100% 100% 100% 95% 90% 90% 95% 90% 90%
Type>21-70 100% 100% 100% 100% 95% 95% 95% 95% 95% 95%
100% 100% 100% 100% 100% 95% 95% 100% 95% 95%

LTV/FTV Ratios for Green Property Loans/Financing

Fulfilling NPL/NPF 8 .
Not Fulfilling NPL/NPF Criteria

Property
Loans and

Property
Financing
based on

Property Loans
and Financing
based on
Murabaha and
IstishnaContracts|

PropertyFinancing
based on MMQ
and IMBT
Contracts

Financing
based on
Murabaha

and Istishna
Contracts Contracts

1 R BN N

Type >70 100% 100% 100% 100% 95% 90% 90% 95% 90% 90%
Type >21-70 100% 100% 100% 100% 95% 95% 95% 95% 95% 95%
Type=21 100% 100% 100% 100% 100% 95% 95% 100% 95% 95%

Type >70 100% 100% 100% 100% 95% 90% 90% 95% 90% 90%
Type >21-70 100% 100% 100% 100% 95% 95% 95% 95% 95% 95%
Type=21 100% 100% 100% 100% 100% 95% 95% 100% 95% 95%

Shophouse/ 100% 100% 100% 100% 95% 90% 90% 95% 90% 90% Shophouse/ 100% 100% 100% 100% 95% 90% 90% 95% 90% 90%
Office-House Office-House

*) NPL/NPF Criteria: 1.

Gross NPL/NPF ratio of < 5% (five percent), and

2. Property Gross NPL/NPF ratio of < 5% (five percent)

Source: Bank Indonesia, processed
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Downpayment requirements on automotive loans/
financing, including green automotive loans/financing,
were also held ataminimum of 0% (Table 5.1.2).# The
policy aims to support economic growth, particularly
in the property and automotive sectors that have
strong backward-forward linkages and high leverage
in the national economy. Loose LTV/FTV policy and
downpayment requirements will remain effective
until 315t December 2025, accompanied by prudential
principles and adequate risk management.

44 Board of Governors Regulation No. 19 of 2024, as the
sixth amendment to Board of Governors Regulation No.
21/25/PADG/2019 concerning the Loan-to-Value Ratio
for Property Loans, Financing-to-Value Ratio for Property
Financing and Downpayment Requirements for Automotive
Loans or Financing.

Bank Indonesia held the Macroprudential Inclusive
Financing Ratio (RPIM) tofoster inclusive financing.
Through RPIM regulations, Bank Indonesiastrived to
increase access to finance for and the development
of MSMEs and low-income earners based on the
expertise and business models of the respective banks,
thereby optimising the contribution of the banking
industry. Interms of fulfilling RPIM obligations, banks
can channel financing directly to MSMEs or through
other financial service institutions, such as (sharia)
rural banks or non-bank financial institutions, as well
as by investing in inclusive securities and sustainable
bonds or blended finance. Banks that achieved the
RPIM target are eligible to receive the highest KLM
incentive of 1%.

Table 5.1.2. Downpayment Requirements on Automotive Loans/Financing and Green Automotive
Loans/Financing

Vehicle Type " I
Two Wheels 0% 10%
Three Wheels or More 0% 10%
(non-commercial)
Three Wheels or More 0% 5%

(commercial)

*)NPL/NPF Criteria:

Gross NPL/NPF ratio of < 5%, and

Net NPL/NPF ratio of < 5% for automotive loans/financing
Source: Bank Indonesia, processed

Downpayment on Non-Green Vehicles Downpayment on Green Vehicles

Not Fulfilling NPL Criteria*

Fulfilling NPL Criteria* | Not Fulfilling NPL Criteria*

0% 10%
0% 10%
0% 5%

Implication of Strengthening Macroprudential

Policy on Optimising Intermediation

KLM policy plays an important role in increasing
financing capacity in the banking industry, while
slowing the pace of the higher cost of funds.
Strengthening KLM policy in April 2025 contributed
significantly to increasing bank lending/financing
capacity, as reflected by higher values of liquid assets
and third-party funds, which were transmitted to
growth of newloandisbursementsto priority sectors
withinthe scope of KLM policy. The additional liquidity
from KLM incentives also helped dampen pressures
on rising cost of funds amid tight competition in the
funding market, as indicated by a lower cost of funds

inthe bankingindustry thanduring the pre-pandemic
period. The low cost of funds also strengthened
banking intermediation capacity and allowed banks
to offer more competitive lending rates, thereby
expanding access to finance for priority sectors.

By sector,KLMincentives were primarily dominated
by the agricultural sector, trade, manufacturing
industry and housing. This indicates that the banking
industry has used the KLM incentives to increase
lending to priority sectors. Credit growth in the
agricultural sector, trade sector and manufacturing
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industry has increased compared with conditions
before the policy wasintroduced. Higher credit growth
since KLM policy was implemented has also been
observedinthetransportationsector, tourismsector
and creative economy (Graph 5.2.1).

Loan disbursements to the housing sector must be
strengthened to address more limited efforts to
optimise the use of KLM incentives. Moderating
growth of housing loans indicates that the banking
industry still requires more time to reallocate KLM
incentivesto this sector. Inaddition, sluggish demand
in the non-subsidised property sector, particularly
among low- and middle-income earners, has also
impacted credit growth. Such conditions are consistent
withrestrained growth of household income, thereby
limiting repayment capacity and suppressing potential
demand for housing loans.

Raising the RPLN ratio from 30% to 35% of capital
intends to expand alternative sources of funding in
the banking industry. The optimisation of external
non-TPF funding in the banking industry dampened
upward pressuresonthe cost of fundsinline with tight
competition in the domestic funding market. With a

%
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Construction Housing, Agriculture,  Transportation,
and Real Estate, including Trade,and  Storage, Tourism
excluding Public Manufacturing  and Creative
Housing Housing Industry Economy

W Historical Credit Growth Before KLM Implementation
W Historical Credit Growth After KLM Implementation
Source: Bank Indonesia, processed

Graph 5.2.1. Credit Growth in Priority Sectors
Before and After KLM Implementation
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more efficient cost of funds, banks have adequate
space to lower lending rates, thereby driving up the
demand for credit from the real sector. Ultimately,
strengthening the sources of funds contributes to
bolstering banking intermediation and accelerating
credit growth (Figure 5.2.1). The positive impact of
such policies was reflected by an increase in short-
termexternal debt, which climbed from Rp129 trillion
atthe end of May 2025 to Rp132 trillion at the end of
July 2025 after Bank Indonesiaraised the RPLN ratio.

Bank Indonesiamaintained anaccommodative MPLB
to increase liquidity management flexibility in the
bankingindustry and drive new loan disbursements.
The accommodative MPLB provided a positive signal
ofincreasing liquidity flexibility in the bankingindustry
in line with the high ratio of securities to third-party
funds, maintained above the 5% regulatory threshold.
More flexible liquidity management allowed banks
to increase intermediation capacity by reallocating
liquid assets to credit, thereby accelerating credit
growth. Relaxing the MPLB by just 1% is expected to
provide Rp78.48 trillion of additional liquidity in the
banking industry.

Bank Foreign Funding Ratio (RPLN)

l, Sources of Funding
Cost of -— Lending-

v
Credit Growth

v
Sustainable Economic Growth
Source: Bank Indonesia, processed

Figure 5.2.1. Transmission to Credit Growth
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Policy Synergy to Maintain Financial System

Stability and Drive Economic Growth

Economic stability and a resilient financial sector
are inextricably linked to close cooperation and
coordination between the authorities. Strong
synergy supports effective task implementation and
the authority of each institution when maintaining
the stability of the financial system. Through bilateral
and multilateral cooperation, Bank Indonesia, OJK and
LPS have finalised variousimplementation regulations
following the promulgation of the P2SK Act. This
year, Bank Indonesia has issued several strategic
regulationsrelatingto the macroeconomic policy mix,
macroprudential policy and foreign exchange proceeds
fromexports. Bank Indonesia oriented the full panoply
of policies towards strengthening the resilience of the
national financial system against external pressures,
while accelerating national economic financing.

Synergy betweenfinancial authoritiesis strengthened
continuously tomaintainaconsistentand harmonious
policy direction, prevent redundant and duplicative
implementation, as well as support stability and
effective intermediation in the financial sector.
The macroprudential policy of Bank Indonesia, the
microprudential policy of OJK and the resolution policy
of LPS are harmonised intensively to ensure alignment
at the policy and operational levels of the financial
industry. Policy harmonisation also aims tostrengthen
coordination between authorities to ensure effective
and harmonious policy implementation.

Consistent with strategy strengthening, Bank
Indonesia and OJK will continue cooperating and
coordinating across five priority strategic areas.
These include accelerating the integrated licensing
and approval process in the financial services
sector, policy synergy in terms of financial market
development and deepening, policy synergy in the
development of digital financial assets and technology
innovation, cooperation in strengthening financial
education, literacy and inclusion as well as consumer
protection, alongside cooperation in strengthening
cyber resilience and security.

Strengthening synergy between the authorities will
be focused on integrated bank reporting to support
data-based policymaking. Bank Indonesia, OJK and
LPS are committed to increasing reporting efficiency
inthebankingindustry,strengtheninginteroperability,
aswellasensuring the quality of reliable data as asolid
foundation for policymaking. Such efforts alsoinclude
strengthening the exchange of information between
authorities to support data-based policymaking. In
addition, following the promulgation of the P2SK
Act, the three authorities are actively updating the
methodology for determining systemic banks, while
expanding the scope of information exchange. This
aims to strengthen the ability to respond to systemic
risk and maintain the stability of the financial system.
Moving forward, coordination will be strengthened
further through the integration of each authority’s
databases, thereby creatinganintegrated and effective
policy ecosystem.

Bank Indonesia continued strengthening
collaborationwith variousinternational authorities
andforumsintermsof the macroprudential sector and
financial system stability as part of the efforts to help
strengthen domestic financial systemstability, which
contributes to the resilience of the global financial
system. Such commitment is reflected through Bank
Indonesia’sactiveroleinvariousstrategicinternational
forums, such as the Financial Stability Board (FSB)
and Basel Committee on Banking Supervision. In
June 2025, Bank Indonesia participated in the FSB
Plenary meetingtodiscuss the latest global dynamics,
including US reciprocal policy, geopolitical tensions as
well asvulnerabilities inthe global financial system. In
addition, Bank Indonesia also provided a substantial
contribution to the discussions concerning the FSB’s
work program relating to risk in the financial sector,
such as developments in the NBFI, crypto assets and
stablecoin, as well as the issue of climate change and
policy direction moving forward. In the context of
sustainable finance, Bank Indonesia, through the G20
Sustainable Finance Working Group, stressed the
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urgency of climate funding, which includes applying
a scheme to combine public, philanthropic, private
and financial institution funds to finance sustainable
projects (blended finance), simplifying access to
concessional funding and optimising digital platforms
to expand the availability of climate and financing
risk data.

Bank Indonesia is strengthening its leadership role
in the Asia-Pacific region by serving as Chair of the
Working Group on Banking Supervision, Executive
Meeting of East Asia-Pacific Central Banks, for
the 2024-2026 period. In its capacity as Chair of
the Working Group on Banking Supervision, Bank
Indonesia is actively encouraging discussions on
strategicissues, such as strengthening financial sector
oversight, bankingdigitalisation as well as climate risk
assessments, which are becomingincreasingly relevant
in terms of financial system stability. Bank Indonesia
has alsoimplemented various collaborative activities
as a form of active contribution at the regional level.
Duringthe first half of 2025, Bank Indonesia attended
the Asia Pacific High-Level Meeting on Banking
Supervisioninsynergy withthe Bank of Thailand as co-
chairinFebruary 2025, the Executives Meeting of East
Asia-Pacific Working Group on Banking Supervision
in Japan in May 2025 with the host from the Bank of
Japan, as well as a virtual Seminar on Digital Fraud in
Banking in conjunction with the Financial Stability
Institute in April 2025, attended by 220 participants
from 12 countries. In addition, in its capacity as co-

chair of the ASEAN Senior Level Committee Task
Force on Sustainable Finance with the State Bank of
Vietnam, Bank Indonesia disseminated the ASEAN
GreenMapinJune 2025 containingthe development
of sustainable finance initiatives. These efforts reflect
Bank Indonesia’s firm commitment to strengthening
regional coordination, nurturing policy innovation, as
well as strengthening banking sector regulation and
supervision to maintain the stability of the regional
financial system.

Bank Indonesia received The Best Systemic and
Prudential Regulator in Asia Pacific Award 2025
from The Asian Banker. The award recognised
Bank Indonesia’s success in applying an optimal
accommodative macroprudential policy stance to
maintain financial system stability against global
uncertainty, while strengthening management
of the digital financial ecosystem. Success was
reflected through three strategic measures. First,
the implementation of macroprudential instruments
to mitigate specific financial sector risks and
simultaneously support healthy economic growth.
Second, implementing regular stress tests using
extreme scenarios totest the resilience of the financial
system against various shocks. Third, supervision of
the digital financial ecosystem, including licensing
and strengthening capital. The strategic measures
were deemed effective in maintaining financial system
resilience against shocks as well as creating asafe and
efficient financial system.

Box Bank Indonesia Support to Foster Financing in the

51 Housing Sector

Pro-growth macroprudential policy is oriented
towards strengthening the intermediation
functionandbolsteringnational economicgrowth.
The housingsector, including construction, is akey
policy focus given its strategic role in providing
a significant multiplier effect on related sectors,
including the non-metallic mineral products
industry, basic metals industry and upstream
mining industry, alongside wholesale and retail
trade, corporate services and the downstream
furniture industry, thereby contributing to job
creation (Figure B5.1.1). In addition, the housing
sector is also a key driver of consumer loans and
expanding access to finance, particularly among
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low-middle-income households. Macroprudential
policiesthat support the housing sector are aligned
with the Government’s Asta Cita program, which
targets the development of 3 million housing units
to overcome the national housing backlog that
currently stands at 9.9 million units.

Bank Indonesia continues to accelerate and
expand housing sector financing through various
strategic policies. Bank Indonesia maintained
an accommodative LTV/FTV ratio for property
loans or financing at a maximum of up to 100%
for all property types, including landed houses,
apartments as well as shophouses/office houses.
Accommodative LTV policy aims to stimulate bank
lending to the housing sector, while maintaining
prudential principles. In addition, Bank Indonesia
raised the KLM incentives from a maximum of 4%
to 5% of TPF,with an additional incentive allocation
of Rp80 trillion for the housing sector, including
affordable public housing. Strengthening KLM
policy increased liquidity in the banking industry,
particularly among banks achieving solid credit
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Graph B5.1.1. Interest Rates on Non-
Subsidised Housing Loans by Income Level

growth, thereby strengtheninglending capacity to
the housing sector amid the ongoing supply and
demand challenges.

Financing support for the housing sector continues
tofaceseveral challengesthat require attention.In
the subsidised housing segment, quota limitations
concerningthe Housing Financing Liquidity Facility
are the most binding constraint to overcomingthe
housing backlog and meeting growing demand
from low-income earners. In the commercial
property segment, financing challenges primarily
stem from the demand side in line with restrained
public purchasing power because of lower incomes.
Property prices are rising faster than incomes,
thereby limiting access to financing for commercial
residential property, particularly among lower-
middle-income earners. On the demand side, an
emerging challenge is selective lending in the
banking industry in terms of commercial housing
loans, as reflected in higher lending rates on such
loans (GraphB5.1.1),accompanied by a tighter LTV
ratio for middle- and lower-income households
(Graph B5.1.2).
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Box Efforts to Increase the Flexibility

5.2 of Bank Funding

Bank Indonesia strengthened RPLN policy to
increase foreign fundingin the bankingindustry.
Thisisexpectedtoincrease bank flexibility in terms
of managing foreign funding sources according to
economicneed.On 1%t June 2025, Bank Indonesia
raised the maximum RPLN to 35% from 30% by
applyingacountercyclical parameter of 5%, which
stood at 0% previously. The adjustment was made
in accordance with prudential principles and in
line with indicators of capital capacity, credit risk
and market risk.

Strengthening RPLN policy could potentially
increase liquidity in the banking industry and,
therefore, drive the intermediation function.
Increasing the maximum RPLN threshold to 35%
is projected to have a heterogeneous impact on
bank liquidity depending on bank group based on
the funding structure and capacity of each bank
toutiliseforeignfundingsources. As an aggregate,
short-termforeign currency fundingis expected to
increasetoRp14.51 trillion, whilethe LA/TPF ratio
is projected to increase from 24.09% to 25.05%
due tothelooser RPLN threshold of 35%.

Bank Indonesia continuously strives to increase
liquidity management flexibility in the banking
industry by strengthening MPLB policy. This
aims to support more optimal loan/financing
disbursements in the banking industry. Bank
Indonesiastrengthened MPLB policy by lowering
the MPLB ratio by 1%, from 5% to 4% for
conventional commercial banks and from 3.5%
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to 2.5% for sharia commercial banks, effective
from 15t June 2025. In addition, Bank Indonesia also
increased the flexibility of shariaMPLB to provide
more room for the banking industry to manage
liquidity through repo transactions and/or the
Bank Indonesiasecurities market. By strengthening
MPLB policy, credit growth at the end of the year
is forecast to accelerate in line with maintained
liquidity in the banking industry, as reflected by a
stable and adequate LA/TPF ratio. Looser MPLB
policy will provide significantly more additional
liquidity for the banks to bolster intermediation.
Based on simulations conducted by Bank
Indonesia, loosening the minimum sharia MPLB
by 1% will provide additional liquidity management
flexibility to the tune of Rp78.48 trillion.

%

35
30
2271 25
22.93 20
15
10
5.00
N 5
4.00 0
1236912 36912 36912 36912 36
g 2021 2022 2023 2024 2025
~N
—MPLB —Aggregate Securities/TPF Growth

Source: Bank Indonesia, processed
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Bank Indonesia lowered the MPLB ratio given % 100
solid liquidity resilience in the banking industry 17.12 90
and asignificantly higher shariaMPLB fulfilment 5 80
ratio compared with conditions before the Zg
pandemic, which provided significant space 12.29 50
for Bank Indonesia to loosen the sharia MPLB 75.05 40
ratio. As an aggregate, the sharia MPLB ratio 44.17 28
in the second week of June 2025 was recorded 0
relatively high at 22.71% compared with the 0
MPLB fulfilment ratio (Graph B5.2.1). The sharia Dec-23 Dec-24 Jun-25

MPLB ratio is calculated by comparing the total u SUKBI uSBN uSBSN uSRBI
securities held by banks (SBI, SBIS, SDBI, SRBI, =SBISRepo  nSBNRepo  #SBSNRepo  mPASBISBSN

Source: Bank Indonesia, processed

SukBI and/or SBN) against average TPF. Most
banks fulfilled the MPLB obligations through SBN Grafik B5.2.2. Composition of Securities/TPF
placements, followed by SRBI placements, which to Meet MPLB Ratio

have increased significantly since the end of 2024

(GraphB5.2.2).
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INTERMEDIATION OUTLOOK
AND DIRECTION OF
MACROPRUDENTIAL POLICY

The global economy is forecast to moderate amid US
reciprocal tariff policy and escalating geopolitical
conflict in the Middle East, which have heightened
global uncertainty. Disinflation is projected globally in
line with the global economic slowdown. Domestically
Indonesia’s economy is predicted to remain solid in 2025
before accelerating in 2026 on the back of domestic
demand and a stronger policy mix response to drive
economic growth. Rupiah exchange rate stability will be
maintained, supported by Bank Indonesia’s stabilisation
policy commitment and maintained foreign capital
inflows. Inflation is also expected to remain under control
within the 2.5+1% target corridor in line with inflation
expectations anchored to the target corridor, underpinned
by policy synergy to control inflation between Bank
Indonesia and the Government.

Banking intermediation in 2025-2026 is projected to
be maintained, supported by the promising domestic
economic growth outlook, financial system resilience
as well as steady inflation and exchange rates. Credit
growth is projected in the 8-11% range 2025 before
accelerating in 2026. On the supply side, banking
intermediation will still be supported by ample liquidity
due to the implementation of various accommodative
macroprudential policies, lower lending rates and
banking optimism concerning financial sector resilience.
On the demand side, a faster real sector recovery and

stronger public purchasing power are the key drivers of

banking intermediation. Meanwhile, inclusive (MSME)
and green finance are projected to maintain positive yet
moderating growth, supported by the Bank Indonesia
policy mix instituted in synergy with other authorities
and relevant ministries, the KUR program, sharia-based
finance, and commitment to an orderly transition towards
economic sustainability. Nevertheless, challenges remain,
including the wait-and-see attitude of the corporate
sector, weaker public purchasing power among lower-
middle income earners, and the need to strengthen MSME
competitiveness and the sustainability of liquidity in the
banking industry.

Bank Indonesia continues strengthening its policy mix
by maintaining an accommodative macroprudential
policy stance to expand credit to the real sector along
with inclusive and green finance sustainably. Bank
Indonesia is also committed to creating a stable and
inclusive financial system by optimising the full panoply
of macroprudenttial policy instruments available. From a
supervisory perspective, Bank Indonesia is strengthening
systemic surveillance through an integrated approach,
underpinned by the development of supervisory
technology and use of Al. Seeking to maintain financial
system stability and policy transmission effectiveness,
policy synergy and coordination with other financial sector
authorities and relevant government ministries/agencies
are constantly strengthened through domestic forums
and international cooperation.
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Domestic Economic Growth in Indonesia Requires
Strengthening Amid Global Uncertainty

Moving forward, the global economy is projected to
remain sluggish in response to US reciprocal tariffs.
Variousindicators have shown that USreciprocal tariff
policy willtrigger global economic moderation, which
is projected to decelerate from 3.3% in 2024 to 3.0%
in 2025 and broadly stabilized in 2026. Economic
moderation in several major economies, such as the
US and China, is expected to persist until the end of
2026, which could potentiallyimpact global trade and
suppress the demand for exports from developing
economies, including Indonesia. Global economic
moderation will also impact global inflation, which
is projected to track a downward trend until the end
of 2025 despite remaining at a high level. The global
outlook for 2026 is also disinflation as the impact of
tariff policies begins to ease gradually. The prospect of
disinflation has strengthened expectations of afuture
reduction in the Federal Funds Rate (FFR).

Overall, economic growth in Indonesia in 2025 is
projected in the 4.6-5.4% range. In addition to
improving domestic demand, the GDP outlook is
also supported by positive export performance
following successful tariff negotiations with the US
Administration in mid-July 2025.. The various policy
mix responses of the Government and Bank Indonesia
have also increased economic confidence, which will
ultimately drive economic activity. The Government
has implemented fiscal stimuli in the form of social
protection and implemented the flagship Asta Cita
program. In addition to maintaining stability, Bank
Indonesia policy is also oriented towards spurring
economic growth through Bl-Rate reductions, ample
liquidity and larger macroprudential incentives for
banks that lend to priority sectors.

Economicgrowthin2026is projected to accelerate.
Domestic economic growth in 2026 is projected
to accelerate compared with conditions in 2025,
supported by government policy and the Bank
Indonesia policy mix, which will spur domestic
demand and maintain positive export performance.
Household consumption will increase as economic
confidence improves. Investment will also increase,

particularly building investment, driven by national
strategic projects and the further downstreaming of
natural resources,amongothers. Export performance
isforecast toremain solid due to export diversification
strategies and the positive impact of tariff negotiations
with the US Administration, alongside further
downstreaming of natural resources that increases
the value-added of Indonesian exports.

The Rupiah exchange rate will remain steady,
supported by Bank Indonesia’s stabilisation policy.
Rupiah stability will be underpinned by Bank
Indonesia’s commitment to maintain exchange rate
stability, together with attractive yields, low inflation
and the promising domestic economic outlook for
Indonesia. Bank Indonesiawill continue strengthening
its stabilisation policy response, including measured
intervention in offshore NDF markets and triple
intervention strategy with afocus on spot and DNDF
transactions, while also purchasing SBN in the
secondary market. Bank Indonesia will also continue
optimising the full panoply of monetary instruments,
whichincludes strengtheningits pro-market monetary
operations strategy by optimising the SRBI, Bank
Indonesia Forex Securities (SVBI) and Bank Indonesia
Forex Sukuk (SUVBI) instruments to bolster policy
effectiveness in attracting portfolio inflows and
supporting rupiah exchange rate stability.

Domesticinflationisexpectedtoremainunder control
and within the 2.5%+1% target corridorin 2025 and
2026. Core inflation will be maintained in line with
anchored inflation expectations, adequate economic
capacity, managed imported inflation as well as the
positive impact of digitalisation. Bank Indonesia also
expects volatile food inflation to remain manageable,
supported by inflation control synergy between Bank
Indonesia and the TPIP/TPID, while strengthening
implementation of the GNPIP in various regions.
Administered prices inflation will also be maintained
in line fiscal policy implemented as a shock absorber
to dampen the spillover effect of global economic
uncertainty on domestic economic resilience.
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6.2

Banking intermediation is projected to remain solid,
underpinned by financial system resilience and the
economic growth outlook. Credit growth in 2025
is projected in the 8-11% range before accelerating
in 2026. Credit growth optimism is stoked by the
promising domestic economic outlook, alongside
manageable inflation and rupiah stability. Solid
domestic conditions are expected to boost corporate
performance and drive the demand for credit. Further
improvements in corporate performance will be
supported by trade diversion to replace Chinese
exports to the US, coupled with the implementation
of various strategic government projects. Moving
forward, several economic sectors with high elasticity
to GDP and a large contribution to credit growth are
expected to bolster intermediation. Household loans
are also expected to remainsolid, primarily supported
by upper-income households. Bank appetite to lend
will remain high due to lower lending rates, optimism
in the banking industry, more sources of funds and
adequate liquidity, predominantly due to additional
liquidity from the KLM incentives, which will support
banking intermediation. The resilience of the banking
industry will also be maintained to helpaccelerate credit
growth in line with a solid capital base and contained
risk. The results of stress tests for the second semester
of 2025 indicated that banking resilience will remain
solid alongside robust corporate performance in the
face of domestic and global shocks.

Inclusive and green financing are expected to maintain
positive growth in 2025 despite moderation. Slower
growth of MSME loans primarily stems from risk
aversion in the banking industry to mitigate risk,
alongside MSME performance that has not fully
recovered. The main contributor to growth of inclusive
financingremains the KUR disbursementtargetin 2025
of Rp300 trillion. Meanwhile, sharia-based financing
is expected to maintain positive growth and support
overall credit/financing growth as an aggregate. In
addition, strong commitment from the government and
financial institutions to green finance and supporting
anorderly transition towards economic sustainability
will alsoincrease appetite to disburse green loans and
support credit/financing growth.
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Banking Intermediation Outlook Remains Solid, Supported
by Corporate Performance, Banking Capacity and KLM Policy

Bank Indonesia continuously strengthens its
macroprudential policy mix, particularly KLM
implementation to accelerate credit growth in the
banking industry. As of the beginning of August
2025, Bank Indonesia disbursed KLM incentives
to the tune of Rp384 trillion, which is expected to
increase further moving forward. Bank Indonesia
will continue strengthening KLM policy to drive the
growth of loans disbursed by the banking industry
by optimising the incentives for sectors with a large
contribution to economic growth and job creation.
In addition, accelerating the real sector recovery and
strengthening public purchasing power also requires
fiscal incentives and higher productivity. Integrated
and responsive policy synergy is crucial to ensuring
the banking sector’s contribution to inclusive and
sustainable economic growth.

Growthopportunitiesforinclusiveandsharia-compliant
intermediation are also supported by strengtheningthe
real sector through business empowerment strategies,
expanding market access and increasing access to
finance. Bank Indonesia will continue striving to level
up MSMEs by strengthening the supply chain, business
capacity, digitalisation and green business models, while
simultaneously expanding access to finance through
business matching and increasing public literacy. Bank
Indonesia is also nurturing intermediation through
the implementation of innovative and unique sharia-
based financial products, such as Sharia Restricted
Investment Accounts and Cash Wagqf-Linked Deposits
to empower sharia-based businesses and financing
facilities, including through various flagship programs,
like Sharia Financial Literacy Month and the Indonesia
Sharia Economic Festival.

The prospect of robust banking intermediation
growth faces global and domestic challenges that
demand vigilance. The challenges include the wait-
and-see attitude of the corporate sector in response
to economic uncertainty. Furthermore, restrained
public purchasing power among lower-middle-income
households remains achallengeinterms of accelerating
creditgrowth. Meanwhile, the sustainability of adequate
liquidity also demands attention considering that global
pressures could squeeze the bankingindustry’s capacity
todisburse loans optimally.
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Accommodative Macroprudential Policy and Policy
Synergy to Revive Economic Financing

Bank Indonesiawill continue strengtheningits policy
mix, which includes maintaining an accommodative
macroprudential policy stance and sustainingfinancial
system resilience. Bank Indonesia will maintain and
optimiseits accommodative macroprudential policies
toincrease credit to thereal sector, while prioritising
prudential principles. Thisis expected todrive lending/
financing, including inclusive and green loans, while
maintaining financial system resilience.

Bank Indonesia institutes accommodative
macroprudential policy by strengthening various
policy instruments to achieve optimal lending/
financing, a stable financial system as well as
inclusive and green financing. Bank Indonesia will
continue strengthening KLM implementationtodrive
credit growth in the banking industry by optimising
incentives with high economic leverage and job
creation in line with the Government’s Asta Cita
program. Looser liquidity conditions by reducing the
MPLB is also expected to provide greater liquidity
management flexibility for the banks to disburse
loans and simultaneously maintain financial sector
resilience. Meanwhile, the RPLN is also expected to
provide greater flexibility in terms of funding options
for the banking industry. Bank Indonesia will hold
the MIR in the 84-94% range, the CCyB at 0%, the
LTV/FTV ratio up to a maximum of 100% and the
downpayment requirements on automotive loans
at 0%. Seeking to foster inclusive and green finance,
Bank Indonesia will also maintain MIR and LTV/FTV
policy for greenloans,including the KLM incentives for
greenand inclusive loans. Bank Indonesia will continue
strengthening the assessment of prime lending rate
transparency with a focus on interest rates based on

priority sectorsin accordance with the scope of KLM
policy toimprove the effectiveness of macroprudential
policy transmission.

Bank Indonesia will continue thematic surveillance
and inspections. Oversight aims to monitor and
identify systemic risk exposures and ensure bank
compliance with macroprudential regulations.
Bank Indonesia uses integrated Dynamic Systemic
Risk Surveillance to comprehensively analyse
macroprudential areas, including linkages with
monetary policy and payment system policy. Moving
forward, Bank Indonesia will strengthen integrated
Dynamic Systemic Risk Surveillance by monitoring
linkages between policy implementation, covering
key policy and regulatory objectives. Bank Indonesia
is strengtheningits supervision function by improving
SupTech through the development of data and Al
technology. Furthermore, Bank Indonesiawill continue
implementing thematic inspections based on the
supervisory strategy deployed.

Policy coordination and synergy with other financial
sector authorities and relevant government
ministries/agencies will continue to maintain the
stability of the financial system. Bank Indonesia will
continue cooperating in synergy to harmonise the
national policy mix and nurture economic growth, while
increasing the effectiveness of policy transmission.
Coordinationisalsoapplied tosurveillanceinorderto
maintain financial systemresilience. Coordinationand
synergy are achieved,amongothers, through the KSSK
aswell asactive bilateral and multilateral participation
in various international cooperation forums, such as
the FSB.
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Box Sectoral Credit Allocation Structure and
61 Implications on Economic Growth Elasticity

Banking intermediation has been maintained,
yet the contribution of major economic sectors,
such as Trade, the Manufacturing Industry,
Corporate Services and Agriculture, has
moderated. As an aggregate, credit performance
is primarily supported by non-major economic
sectors, particularly the services or tertiary sector.
The weaker contribution of major economic
sectors was primarily driven by deteriorating
borrower performance, particularly MSMEs
(Trade, Agriculture) and commercial borrowers
(Manufacturing Industry, Trade). In addition,
corporate borrowersinkey sectors (Manufacturing
Industry, Corporate Services) have alsoexperienced
slower credit growth (Graph B6.1.1).

The slowdown affecting key economic sectors
was primarily influenced by a structural shift in
Indonesia’s economy towards a more dominant
tertiary sector. Nevertheless, the services sector
hasweaker forward and backward linkages to other
sectors, thereby limiting the multiplier effect of
higher credit growth. Onone hand, the demand for
creditfromtheservicessector (Corporate Services)

0,
% 40
27.27 35
30
25
20
16.80 15.35
15
10.42
- 6.98 10
| I 11T ;
I 0
TN ANOTETF ANDT* ANOT* AN T *
ANl
coocoNoococoNoocooNooooNocoooH
NNNNgNNNNgNNNNgNNNNgNNNNg
. Manufacturing Corporate .
Consumption Trade Industry . Agriculture

Source: Bank Indonesia, processed

Graph B6.1.1. Credit Share by Economic Sector
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tendsto be lower than the Manufacturing Industry,
as reflected by a lower credit share over the past
five years (Table B6.1.1). On the other hand, the
wait-and-see attitude of the corporate sector due
tohighglobal economicuncertainty is reflected by
loandisbursements to the Manufacturing Industry,
which have tracked a downward trend in the long
termdespite adominant creditshare. Faster credit
growth in the services sector coupled with lower
use of credit in the manufacturing industry has
reduced the elasticity of credit to GDP. Elasticity
is heterogeneous in different economic sectors,
reflecting differencesin sectoral sensitivity to the
economiccycle (Graph B6.1.2).

The prospect of a credit recovery remains
promising despite the declining elasticity in
several key economic sectors. This is indicated
by improving performance of highly elastic
economicsectors throughtothe end of 2025 that
will continue to support credit growth, namely
agriculture, construction and social services
(Table B6.1.2)
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Graph B6.1.2. GDP Elasticity to Credit
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Table B6.1.1. Backward and Forward Linkages of Intermediate Sectors with Corporate Services
and Social Services

Corporate Services

Forward linkage
(% of Total Demand)

Social Services

Sector Backward Linkage
(% of Total Input)
Corporate Services Social Services

Agriculture

Mining

Manufacturing

Electricity, Gas and Water Supply
Construction

Trade

Transportation

Source: Statistics Indonesia, processed

0.04

0.06

0.05

0.03

0.01

0.11

0.09

0.08

0.12

0.16

0.02

0.03

0.11

0.03 0.00
0.06 0.00
0.19 0.02
0.04 0.00
0.15 0.01
0.17 0.01
0.13 0.03

Table B6.1.2. Elasticity and Credit Growth by Sector

Sector

A. Agriculture

B. Mining

C. Manufacturing

D. Electricity, Gas and Water Supply
E. Construction

F. Trade

G. Transportation

H. Corporate Services

I. Social Services

Consumption

Total

Source: Bank Indonesia, processed
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GDP Elasticity
to Credit

1.67% 8.45%
0.60% 22.36%
1.27% 4.72%
1.52% 13.33%
1.77% -0.37%
1.08% 877%
0.87% 19.28%
1.10% 16.98%
1.10% 35.06%
1.02% 9.10%

10.38%

Credit Growth

4.84% 5.11%
28.59% 20.69%
9.56% 6.13%
19.75% 11.23%
0.02% 1.05%
4.27% 2.13%
19.16% 17.94%
13.09% 5.27%
21.15% 24.46%
10.61% 8.49%
10.39% 7.77%
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Box Credit Outlook by Sector and Sources of New Growth as
6.2 Foundation to Accelerate Credit Growth

The identification of potential sectors as
sources of new credit growth is key in response
to the external challenges and to accelerating
domestic financing. The current economic
developments require a new strategy to revive
creditgrowth. Globally, trade diversion of Chinese
exports to the Indonesian market due to the
simmering trade tensions between China and
the US demand vigilance. This condition could
potentially squeeze sales of domestic products
and demand for corporate credit. On the other
hand, this situation provides an opportunity for
businesses in Indonesia to fill the gap in China’s
export market to the US, which could be used to
drive expansion and increase access to finance.
From a domestic perspective, corporations with
direct involvement in national strategic projects,
including infrastructure development and
downstream industries, are considered catalysts
to accelerate credit moving forward. Demand for
financing from this group is expected to continue
increasing in response to faster realisation of
government projects and the national economic
transformation agenda.

A data-driven approach is required to
comprehensively analyse the credit outlook by
sector to identify priority sectors that support
faster credit growth. Such analysis can be

conducted using various indicators of economic
performance,investment loans and working capital
loans disbursed by the banking industry, namely
usingthe robustregression method. This approach
isexpected to provide acomprehensive and data-
driven snapshot concerningthedirection of credit
growth by sector, which can be used as a strategic
tool to identify priority sectors as the foundation
for accelerating new loan disbursements
moving forward.

Several economic sectors have demonstrated
high potential for further growth based on
the results of the analysis. The sectors include
agriculture, the food and beverages industry as
well as human health services (Table B6.2.1). The
analysisindicated that these three sectors provide
a solid contribution to total credit in the banking
industry. This reflectsincreasingdomesticdemand,
particularly when supporting strategic government
programs, such as the Free Nutritious Meal
program, national food security and strengthening
the healthcare system. Furthermore, these sectors
are also comparatively more resilient to external
pressures and have the potential to boost exports,
thereby substituting China’s exports to the US as
well as exports to other countries.

Table B6.2.1. Impact (Contribution) of Potential Economic Sectors on Total Credit
in Banking Industry

1 Agriculture
2 Food and Beverages Industry
3 Human Health and Social Services

Source: Bank Indonesia, processed

FINANCIAL STABILITY REVIEW | No. 45, August 2025

0.002%

0.136%

0.001%
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