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Executive Summary

The global economic recovery is proceeding as expected
despite the recent surge of the Delta Covid-19 variant. At
home, the domestic economic recovery is projected to
endure. Indonesia's Balance of Payments (BOP) is
predicted to remain solid, thereby reinforcing external
sector resilience. The Rupiah is strengthening in response
to Bank Indonesia's stabilisation measures and
maintained foreign capital inflows to domestic financial
markets. Inflation remains low and is reinforcing
economic stability. Liquidity conditions remain loose in
line with Bank Indonesia's accommodative monetary
policy stance and the impact of synergy between Bank
Indonesia and the Government to support the national
economic recovery. A maintained low policy rate and
loose liquidity conditions in the banking industry have
prompted lower lending rates despite ongoing rigidity.
Financial system resilience is still solid despite further
opportunities to revive the bank intermediation function.

Bank Indonesia will continue to orient payment system
policy towards accelerating the national economic
recovery and increasing economic and financial
digitalisation by prioritising inclusivity, security and
efficiency.

The Bl Board of Governors Meeting agreed on 18™ and
19* August 2021 to hold the Bl 7-Day Reverse Repo Rate
at 3.50%, while also maintaining the Deposit Facility (DF)
rates at 2.75% and Lending Facility (LF) rates at 4.25%.
The decision is consistent with the need to maintain
exchange rate and financial system stability amid
projected low inflation and efforts to revive economic
growth. In addition, Bank Indonesia continues to optimise
its policy mix towards maintaining macroeconomic and
financial system stability, while supporting efforts to
improve the national economy.



CHAPTER

Global and Domestic
Economic Developments

The global economic recovery is proceeding as expected
despite the recent surge of the Delta Covid-19 variant.
Economic growth realisation in the second quarter of
2021 continued to improve across many jurisdictions,
supported by a faster vaccination rollout and policy
stimuli. In the third quarter of 2021, however, further
economic gains in countries with a low vaccination rate,
such as India and the ASEAN region, will be more subdued
in line with the spread of the Delta variant.
Notwithstanding, solid economic recoveries in the United
States, Europe and China will prop up the global economic
outlook, as confirmed by several early indicators in July
2021, including the manufacturing Purchasing Managers
Index (PMI), consumer confidence and retail sales.
Therefore, global economic growth for 2021 remains in
line with the previous projection of 5.8%. World trade
volume and international commodity prices are also
expected to increase, thereby continuing to bolster strong
export performance in developing economies. Global

financial market uncertainty is moderating slightly in line
with the favourable global economic outlook despite
ongoing risks relating to the US Federal Reserve's tapering
policy and Delta variant transmission. Such conditions are
driving global capital flows to and strengthening
currencies in developing economies, including Indonesia.

At home, the domestic economic recovery is projected
to endure. GDP realisation in the second quarter of 2021
stood at 7.07% (yoy), up sharply from the 0.71% (yoy)
contraction recorded in the previous period. The
significant gain was influenced by persistently solid export
performance amid improving household consumption,
investment and government consumption. All economic
sectors are expanding and economic growth in all regions
is accelerating, thus supporting national economic
performance. In the latter half of 2021, the domestic
economic recovery is expected to persist, although
slightly restrained by intense pressures in the third
quarter of 2021 given tighter mobility restrictions



introduced by the Government to overcome the surge in
Delta cases. The latest developments at the beginning of
August pointed to early signs of improving economic
activity, as confirmed by several indicators, namely public
mobility, payment transactions through the National
Clearing System (SKNBI) and Bank Indonesia — Real Time
Gross Settlement (BI-RTGS) system, as well as an uptick of
accommodation and food service activities. Moving
forward, public mobility will drive the domestic economy
as restrictions are relaxed and the vaccination rollout is
accelerated, coupled with ongoing policy stimuli, the
reopening of priority sectors and MSME support, as well
as solid export performance. Therefore, the economic
outlook for 2021 remains in line with Bank Indonesia's
own projection of 3.5-4.3%.

Indonesia's Balance of Payments (BOP) is predicted to
remain solid, thereby reinforcing external sector
resilience. The current account deficit is expected to
remain low and manageable in the second quarter of
2021, supported by strong export performance in
response to growing global demand and rising
international commodity prices, despite higher imports
fuelled by the domestic economic recovery. The capital
and financial account surplus is expected to persist on the
back of foreign capital inflows in the form of direct
investment and portfolio investment. In July 2021, the
trade balance recorded a USD2.6 billion surplus,
supported by major export commodities, such as crude
palm oil (CPO), coal, organic chemicals and metal ore.
Foreign capital inflows as portfolio investment have been
maintained, reaching a net inflow of USD2.0 billion on
16™ August 2021. The position of reserve assets at the
end of July 2021 stood at USD137.3 billion, equivalent to
8.9 months of imports or 8.6 months of imports and
servicing government external debt, which is well above
the 3-month international adequacy standard. Looking
ahead, Bank Indonesia projects a low and manageable
current account deficit in 2021 at approximately 0.6-1.4%
of GDP, thus supporting external sector resilience in
Indonesia.

The Rupiah is strengthening in response to Bank
Indonesia's stabilisation measures and maintained
foreign capital inflows to domestic financial markets. As
of 18" August 2021, the rupiah appreciated 0.89% on
average and by 0.63% (ptp) on the July 2021 level. The
stronger rupiah is supported by increasing foreign capital
inflows to domestic financial markets in line with lower
global financial market uncertainty and the positive
perspective of investors concerning the domestic
economic recovery. As of 18" August 2021, therefore, the
rupiah recorded 2.24% (ytd) depreciation on the level
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recorded at the end of 2020, which is lower than
depreciation in several other peer countries, including the
Philippines, Malaysia and Thailand. Bank Indonesia
constantly strengthens rupiah exchange rate stabilisation
measures in line with the currency's fundamental value
and market mechanisms through effective monetary
operations and adequate market liquidity.

Inflation remains low and is reinforcing economic
stability. In July 2021, the Consumer Price Index (CPI)
recorded 0.08% (mtm) inflation, thus bringing inflation for
the calendar year to 0.81% (ytd). Annually, CPl inflation
stood at 1.52% (yoy), up from 1.33% (yoy) the month
earlier. Core inflation remains low and under control in
line with compressed domestic demand, maintained
exchange rate stability and consistent Bank Indonesia
policy to anchor inflation expectations to the target
corridor. Inflationary pressures on volatile food and
administered prices intensified slightly due to higher
prices of horticultural commodities and the ongoing
transmission of higher tobacco duties. Bank Indonesia
remains firmly committed to maintaining price stability
and strengthening policy coordination with the central
and regional governments through national and regional
inflation control teams (TPl and TPID) to safeguard supply
during mobility restrictions. Therefore, Bank Indonesia
projects inflation within the 3.0%+1% target corridor in
2021 and 2022.

Liquidity conditions remain loose in line with Bank
Indonesia's accommodative monetary policy stance and
the impact of synergy between Bank Indonesia and the
Government to support the national economic recovery.
Bank Indonesia has injected liquidity through quantitative
easing to the banking industry totalling Rp114.15 trillion
in 2021 (as of 16™ August 2021). In addition, Bank
Indonesia continues to purchase SBN in the primary
market is an integral part of policy synergy between Bank
Indonesia and the Government to fund the 2021 State
Revenue and Expenditure Budget (APBN). As of 16t
August 2021, SBN purchases in the primary market stood
at Rp131.96 trillion, consisting of Rp56.50 trillion through
primary auction and Rp75.46 trillion through greenshoe
options (GSO). The expansive monetary policy stance
supports loose liquidity conditions in the banking
industry, as reflected in July 2021 by a ratio of liquid
assets to deposits of 32.51% and deposit growth of
10.43% (yoy). Liquidity in the economy has also increased,
as indicated by narrow (M1) and broad (M2) money
supply aggregates, which grew 14.9% (yoy) and 8.9% (yoy)
respectively in July 2021. The primary drivers of money
supply growth are expansive fiscal and monetary policies
as well as positive growth of outstanding loans disbursed
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by the banking industry. Moving forward, increasing
lending activity is expected to expand the contribution of
liquidity in terms of driving economic recovery through a
higher velocity of money in the economy.

A maintained low policy rate and loose liquidity
conditions in the banking industry have prompted lower
lending rates despite ongoing rigidity. In the markets, the
overnight interbank rate and 1-month deposit rate have
fallen 128bps and 202bps since June 2020 to 2.80% and
3.50% respectively in June 2021. In the credit market, the
banking industry continues to lower prime lending rates
despite rigidity, thus falling 155bps since June 2020 to
8.82% in June 2021. A lower cost of loanable funds (CoLF)
and overhead cost (OHC) continue to drive down prime
lending rates, while higher profit margins persist at state-
owned banks and national private commercial banks. On
the other hand, interest rates on new bank loans at all
bank groups have increased in line with the higher risk
premium triggered by a spike in Covid-19 cases in June
2021. Nevertheless, lower interest rates on new housing
loans stimulated growth. The prime lending rate on
housing loans fell 212bps during the period from June
2020 until June 2021, accompanied by a 124bps decline in
interest rates on new housing loans in the same period.
Bank Indonesia expects the banking industry to continue
lowering lending rates as part of the shared responsibility
to stimulate lending to the corporate sector.

Financial system resilience is still solid despite further
opportunities to revive the bank intermediation
function. The Capital Adequacy Ratio (CAR) in the banking
industry remained high in June 2021 at 24.30%,
accompanied by persistently low NPL ratios of 3.24%
(gross) and 1.06% (nett). Buoyed by loose liquidity
conditions and lower interest rates on new loans, the
bank intermediation function maintained positive yet
moderate growth at 0.50% (yoy) in July 2021. Growth of
consumer loans continues to accelerate, primarily driven

Bank Indonesia

by housing loans that expanded 6.79% in July 2021 on
strong demand. MSME loans also recorded positive 1.93%
growth in July 2021 despite retreating slightly on the
previous month due to public mobility restrictions.
Seeking to promote economic and financial inclusion as
well as strengthen the role of MSMEs in the national
economic recovery, Bank Indonesia will issue
Macroprudential Inclusive Financing Ratio (RPIM) policy,
effective from 15t September 2021.

Bank Indonesia will continue to orient payment system
policy towards accelerating the national economic
recovery and increasing economic and financial
digitalisation by prioritising inclusivity, security and
efficiency. Growth of digital economic and financial
transactions remained high in July 2021 given greater
public acceptance and growing public preference towards
online shopping as well as the expansion of digital
payments and acceleration of digital banking. The value of
electronic money transactions soared 57.71% (yoy) to
Rp25.4 trillion, while the value of digital banking
transactions grew 53.08% (yoy) to Rp3,410.7 trillion and
the volume of digital banking transactions grew 56.07%
(yoy) to reach 649.8 million transactions. The value of
payment transactions using ATM cards, debit cards and
credit cards stood at Rp642.3 trillion, with growth
recorded at 6.84% (yoy) in line with increasing economic
activity. Bank Indonesia continues to promote non-cash
transactions by expanding QRIS merchants and
coordinating with relevant government
ministries/agencies and payment service providers to
accelerate development of the digital economic and
financial ecosystem. On the cash side, currency in
circulation in July 2021 stood at Rp852.9 trillion, up
11.82% (yoy). Bank Indonesia continues to strengthen an
effective and secure distribution system amid restrictions
on public activity to safeguard the availability of Currency
Outside Banks (COB).
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CHAPTERII

Bank Indonesia Policy

Response

The BI Board of Governors Meeting agreed on 18" and
19* August 2021 to hold the Bl 7-Day Reverse Repo Rate
at 3.50%, while also maintaining the Deposit Facility (DF)
rates at 2.75% and Lending Facility (LF) rates at 4.25%.
The decision is consistent with the need to maintain
exchange rate and financial system stability amid
projected low inflation and efforts to revive economic
growth. In addition, Bank Indonesia continues to optimise
its policy mix towards maintaining macroeconomic and
financial system stability, while supporting efforts to
improve the national economy through the following
policy measures:

1. Maintaining rupiah exchange rate policy to preserve
stability in line with the currency's fundamental value
and market mechanisms.

2. Continuing the strengthening strategy for monetary
operations to reinforce the effectiveness of the
accommodative monetary policy stance.

Nurturing intermediation by strengthening prime
lending rate (PLR) transparency with an emphasis on
PLR transmission to interest rates on new loans,
particularly housing loans.

Accelerating Quick Response Code Indonesia
Standard (QRIS) uptake, including cross-border QRIS,
and implementing the National Open APl Payment
Standard (SNAP) towards broader digital economic
and financial integration.

Maintaining a seamless and reliable payment system,
while supporting government programs through
collaborative trials of social aid program (bansos)
digitalisation and the Government Transaction
Electronification program.

Promoting trade and investment as well as continuing
to socialise the use of local currency settlement (LCS)
in conjunction with other relevant institutions.



In August and September 2021, Bank Indonesia will Package to maintain financial system stability and

promote trade and investment in the United Arab stimulate lending to the corporate sector and other
Emirates, China, Australia, Sweden, UK, Singapore priority sectors, including micro, small and medium
and Malaysia. enterprises (MSMEs). Bank Indonesia will also strengthen
. . . policy coordination with the Government and other
Bank Indonesia continues to strengthen policy synergy relevant authorities to revive economic growth, including

with the Financial System Stability Committee in terms of
optimising implementation of the Integrated Policy

monetary-fiscal policy coordination, export stimuli as well
as economic and financial inclusion.
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The global economic recovery is proceeding as expected despite the recent surge of the Delta

Covid-19 variant

Global GDP Growth

Country 2018 2019 2020 2021*

World 36 2.8 32 5.8
Advanced economies 23 16 -4.6 5.4
United States 3.0 22 -35 6.8
Europe 1.9 13 6.5 45
Japan 0.6 0.3 4.7 2.8
Emerging economies 45 36 2.1 6.0
China 6.7 5.8 2.3 8.4
India 6.5 47 7.0 8.8
ASEAN-5 53 48 -34 48
Latin America 12 0.2 -7.0 36
Emerging Euro 34 24 2.0 37
Middle East & Central Asia 20 14 2.6 37

Source: IMF WEO. *Bank Indonesia Projection
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10 Yr UST & JGB Yield and DJIA Index Risk Perception on EM and Indonesia
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The domestic economic recovery is projected to endure
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Regional GDP Consumer Expectation Index
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Realization of State Budget (APBN) Non-Oil and Gas Exports

2021

I R — . yoy
ITEMS Reali ealiza Budget aszﬁtﬁ:;gﬂ
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(IDR Trillion)

tion
72
|A. State Income and Grants 1,647.8 96.9%| 1743.6) 887.0 M n ‘ actur 40
I. Domestic Income 1,629.0 95.9% 1742.7) 887.0 h ‘
1. TaxIncome 1,285.1 91.5% 1444.5) 680.0 30
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Import of Construction Goods
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mm Manufactures of Metal NES** W Sanitary, Plumbing, Fittings Contribution
—Total Imports of Construction Goods '

Flanfmepmn e niminrn 7T|8|9|10)11j12|1]|2|3 |4 |5|86
2018 2018 2020 2021 2020 2021
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Indonesia’s Balance of Payment (BOP) Remained Solid, External Resilience Maintained

Indonesia’s Balance of Payments Trade Balance
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3. Other nvestment 46 36 25 16 61 06 43 19 74 94 36 I8 N
Overall Balance 2420 00 43 47 85 92 21 02 26 41 04
Memorandum : 3
- Reserve Assets Position 145 1238 143 1292 192 1210 1317 1352 1359 1369 1311 1301 12345678910111212345678091011121234567891011121234567
In Months of Imports & Official Debt Repayment 67 67 69 73 7370 81 91 98 98 o7 88 018 019 2020 2001
- Curtent Account (*% GDP) 2429 26 28 27 42 42 04 03 04 04 08
Source: Bank Indonesia. *Provisional Figures; ** Very Provisional Figures Source: BPS
Capital Flows Official Reserve Asset
USD Billion UsD Billion Month
i — iahili 150 _ : 1
Net Public Sector  mmm Net Private Sector Portfolio Investment Liabilities 15 Imports and Servicng Goverment Extemal Debt (Rh) Forelgn Exchange F I
10 120 38
8
5 90 7
6
0 5
60 '
5 3
30 ;
10 1
| 1 | 1 | Y | Y L' O [ o 0 o
1234567891011121234567891011121234567891011121234567
2018 2019 2020 2021 2018 2019 2020 2021
Source: Bank Indonesia. Data as of 16" August 2021; *Provisional Figures; Source: Bank Indonesia

**Very Provisional Figures
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Rupiah vs Peer Countries Peers Country Interest Rate Policies

% %
Rupiah 2021 vs 2020 20
TRY -129% 3 Policy Rate 18
THB 10,16 I—— 16
KRW -7.02 I e s Turkey's Policy Rate (Rhs)
JPY -5.60 E— 14
EUR -4.05 E— s 12
MYR -4.75 EE— e 3 0
PHP -4.75 — o
SGD -2.72 s 2 8
DR -2.24 E— e 6
ZAR -1.97 N PP 4
INR = point-to-point RECL PP v
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Inflation remains low and is reinforcing economic stability
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Liquidity conditions remain loose and financial system resilience is still solid despite further
opportunities to revive the bank intermediation function

Quantitative Easing (QE) and Government Bonds
Purchasing by Bank Indonesia in the Primary Market
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Policy Rate (BI7DRR) and Overnight Interbank Rate
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Broad Money and Ratio of Liquid Assets to Deposits
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Banking Industry’s Capital Credit Risk (NPL)
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Credit and Deposit Developments
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Bank Indonesia will continue to direct payment system policy towards accelerating the national
economic recovery and increasing economic and financial digitalisation by prioritising inclusivity,
security and efficiency

Electronic Money Transactions Digital Banking Transactions Value
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QRIS Transactions Currency in Circulation
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For further information:
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