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Governors of Bank Indonesia to communicate
to the public the latest evaluation of
monetary conditions, assessment, and
forecast for the Indonesian economy,

as well as the Bank Indonesia monetary
policy response. Specifically, the MPR
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economy, and the monetary policy response
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Executive Summary

Global economic growth decelerates along with high
uncertainty. Domestic economic growth in Indonesia
remains favorable. Indonesia's Balance of Payment
remains strong to support external resilience. Consistent
with Bank Indonesia’s stabilization measures, rupiah
stability was well manageable despite elevated global
financial market uncertainty. Expected inflation and
monthly inflation constantly decrease and become lower
than previously projected, although remain high. Liquidity
in the banking sector and economy is still adequate to
boost credit/financing and continued economic recovery.
Banking interest rate remains supportive to economic
recovery. Banking intermediation function continues to
improve, boosted by increase in demand and supply.
Financial system resilience remains solid, particularly the
banking industry, in terms of capital and liquidity. Bank
Indonesia continues to improve payment system
efficiency by strengthening payment system policy and

accelerating payment system digitalization to maintain
economic recovery momentum.

The Bl Board of Governors Meeting agreed on 215 and
22" December 2022 to raise the Bl 7-Day Reverse Repo
Rate (BI7DRR) by 25 bps to 5.50%, while also raising the
Deposit Facility (DF) and Lending Facility (LF) rates by 25
bps to 4.75% and 6.25% respectively. The more calculated
decision on policy rate increase is a follow-up step to
ensure continued lower expected inflation and inflation in
a front-loaded, pre-emptive, and forward-looking
measure to maintain core inflation within the range of
3.0+1%. The Rupiah exchange rate stabilization policy is
continuously strengthened to control imported inflation
in addition to mitigating spillover effects arising from

the strong US dollar and high global financial

market uncertainty.



CHAPTER 1

Global and Domestic
Economic Developments

Global economic growth decelerates along with high
uncertainty. Global economic growth in 2023 will remain
slow as predicted at a high recession risk in several
countries, including the United States of America (US) and
Europe. The global economic slowdown is influenced by
economic, trade, and investment fragmentation due to
continued political tension and impacts of aggressive
monetary policy tightening in developed countries. Bank
Indonesia predicts that global economy will grow by 3.0%
in 2022 and decrease by 2.6% in 2023. Meanwhile,
inflation pressure remains high despite its slight decline,
affected by continued supply chain disruption and tight
labor market, mainly in the US and Europe. High inflation
results in a constantly tight global monetary policy. The
Fed is expected to increase Fed Funds Rate until the
beginning of 2023 with a long monetary policy tightening
cycle albeit with a lower FFR. Such condition makes US
dollar remain strong and results in high global financial

market uncertainty, which then affects weak inflow to
developing countries, including Indonesia.

Domestic economic growth in Indonesia remains
favorable. Domestic demand is resilient affected by
households purchasing power and maintained confidence
of economic players. This condition is reflected in various
indicators in November 2022 and the last survey result of
Bank Indonesia, such as consumer confidence, retail sales,
and Manufacture Purchasing Managers' Index (PMI).
Meanwhile, export performance is predicted to remain
strong, especially boosted by exports of coal, CPO, iron
and steel, and service, in line with demands of several
strong main trade partners and impacts of positive
policies taken by the Government. Spatially, export
positive performance is mainly supported by Kalimantan,
Sumatera, and Sulawesi-Maluku-Papua (Sulampua), which
remains to grow strong. The favorable economic growth is
in line with the development of business field where
Retail and Wholesale Trade, Processing Industry, and



Transportation and Warehouse, grows relatively strong.
With such development, economic growth in 2022 is
predicted to remain biased above the range of Bank
Indonesia's projection at 4.5-5.3%. In 2023, economic
growth is predicted to remain strong although it slightly
slows down in line with the global economic slowdown, to
the mean of the range of 4.5-5.3%.

Indonesia's Balance of Payment remains strong to
support external resilience. Current account transactions
in the fourth quarter of 2022 are predicted to record a
surplus in line with the positive performance of trade
balance. Trade balance in November 2022 records a
surplus of 5.2 billion US dollars, supported by the
performance of main commodity exports. Foreign capital
inflows in portfolio investments slowly begin to occur
November-December 2022 although on a quarterly basis
until 20 December 2022 there were still recorded net
outflows of 0.4 billion US dollars. Reserve assets of
Indonesia as of the end of November 2022 increase
compared to the previous month, and are recorded 134.0
billion US dollars, equivalent to 5.9 months of import or
5.8 months of import and the Government's external debt
payment, and above the international adequacy standard
of around 3 months of import. Overall in 2022,
Indonesia’s Balance of Payment is predicted to remain
maintained as supported by current account surplus in
the range of 0.4 - 1.2% of GDP, and favorable
performance of capital and financial account, mainly in
the form of Foreign Direct Investment. In the midst of
high global financial market uncertainty, the performance
of Indonesia's Balance of Payment 2023 is also predicted
to remain favorable, as supported by a surplus of capital
and financial account and solid current account
transactions within the range of 0.4% surplus until 0.4%
deficit from GDP.

Consistent with Bank Indonesia’s stabilisation measures,
rupiah stability was well manageable despite elevated
global financial market uncertainty. Pressure on Rupiah
exchange rate in November-December 2022 decreases,
influenced by foreign capital inflows in SBN market and
stabilization measures taken by Bank Indonesia. Rupiah
performance is relatively positive in the middle of strong
US dollar and high global financial market uncertainty. US
dollar index (DXY) is recorded high at the level of 104.16
on 21 December 2022. With such development, Rupiah
exchange rate until 21 December 2022 is depreciated by
8.56% (ytd) compared to the level at the end of 2021. The
depreciation of Rupiah exchange rate is comparatively
lower than the depreciation of currencies in some other
countries in the region, such as China 8.96% (ytd) and
India 10.24% (ytd). Moving forward, Bank Indonesia will
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continue to strengthen rupiah stabilization policy in line
with market mechanisms and the currency's fundamental
value in order to support measures to manage inflation
and maintain macroeconomic stability.

Expected inflation and monthly inflation constantly
decrease and become lower than previously projected,
although remain high. CPl inflation in November 2022 is
recorded lower than the projection and the previous
month's inflation, although it remains high at 5.42% (yoy)
and above the target of 3.0+1%. Volatile food (VF)
inflation decreased to 5.70% (yoy) both nationwide and in
most of areas in Indonesia, as supported by strong policy
synergy and coordination between Governments (Central
and Regional), Bank Indonesia, and strategic partners
through TPID and GNPIP. Administered prices (AP)
inflation is also recorded to decrease to 13.01% (yoy) in
line with the decreasing airfare and non-subsidized oil
fuel price. Meanwhile, core inflation decreases to 3.30%
(yoy), affected by continued impact of limited adjustment
to oil fuel price on core inflation and inflation pressure
from weak demand. Moving forward, Bank Indonesia will
continuously strengthen policy responses to ensure
continued decrease in expected inflation and CPI inflation
so that core inflation remains within the range of 3.0+1%.

Liquidity in the banking industry and economy is still
adequate to boost credit/financing and continued
economic recovery. In November 2022, ratio of Liquid
Assets to Third Party Fund remains high, standing at
30.42%, so that it supports availability of funds for banks
to extend credit/financing for businesses. It is in line with
the stance of accommodating liquidity policy by Bank
Indonesia. Economic liquidity is also in line with economic
activities, as reflected from circulation of narrow money
(M1) and broad money (M2) which grows by 11.7% (yoy)
and 9.5% (yoy), respectively. Meanwhile, implementing
the Joint Decree between Bank Indonesia and Ministry of
Finance, Bank Indonesia continues to purchase SBN in the
primary market to fund the national economic recovery
and finance the health and humanitarian aspects of the
Covid-19 pandemic. Overall, in 2022, until 21 December
2022, Bank Indonesia has purchased SBN of Rp144.53
trillion, consisting of implementation of Joint Decree (JD) |
of Rp49.11 trillion and JD Il of Rp95.42 trillion. According
to JD Ill, Bank Indonesia will also remain purchasing SBN
in the primary market of Rp128.58 trillion for health and
humanitarian budget funding in 2022 State Budget.

Banking interest rate remains supportive to economic
recovery. In money market, IndONIA rate on 21
December 2022 increases by 200 bps compared to the
end of July 2022 to 4.80%, in line with BI7DRR increase
and strengthening of monetary operation strategy of
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Bank Indonesia. The yield of short-term tenor SBN
increases by 59 bps, while the yield of long-term tenor
remains controlled. Meanwhile, increase in bank rate,
both deposit rate and lending rate, is more limited. One-
month term-deposit rate in November 2022 stands at
3.72% or increasing by 83 bps compared to the level in
July 2022, while credit rate in November 2022 stands at
9.11% or increasing by 17 bps compared to the level in
July 2022. The limited increase in bank rate is affected by
loose liquidity. Going forward, Bank Indonesia will
continuously boost banks to form efficient,
accommodating, and competitive credit rates supportive
of economic recovery.

Banking intermediation function continues to improve,
boosted by increase in demand and supply. Credit
growth in November 2022 stands at 11.16% (yoy),
supported by positive growth in all loan types and
majority economic sector. Intermediation in the sharia
banking industry also continues to recover, with growth
recorded at 23.5% (yoy). In MSME segment, MSME credit
growth in November 2022 is recorded relatively high at
18.13% (yoy). On the supply side, a stronger
intermediation function was supported by adequate bank
liquidity and lending standards that remain loose in the
banking industry. Meanwhile, on the demand side,
credit/financing increase is supported by favorable
corporate demand and household consumption. Overall,
the positive development of bank intermediation
supports economic recovery as well.

Financial system resilience remains solid, particularly the
banking industry, in terms of capital and liquidity. The
Capital Adequacy Ratio (CAR) in the banking industry
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remained in October 2022 at 25.08%. In line with the
strong capital, risks remain controlled as reflected from
(Non-Performing Loan /NPL) ratio in October 2022
recorded at 2.72% (gross) and 0.78% (net). Liquidity in the
banking industry was maintained in November 2022,
supported by 8,80% (yoy) growth of Third Party Fund
(TPF). Bank Indonesia simulations confirmed that bank
resilience is sustained. Going forward, Bank Indonesia will
constantly strengthen synergy with KSSK to mitigate
different domestic and global macroeconomic risks which
may disrupt financial system resilience.

Bank Indonesia continues to improve payment system
efficiency by strengthening payment system policy and
accelerating payment system digitalization to maintain
economic recovery momentum. Digital economic and
financial transactions continue to increase in line with
greater public acceptance and growing public preference
towards online retail as well as the expansion and
convenience of the digital payment system and the
acceleration of digital banking. The value of electronic
money transactions grew 12.84% (yoy) in November 2022
to reach Rp35.3 trillion, while the value of digital banking
transaction increased 13.88% (yoy) to reach Rp4,561.2
trillion as public mobility continues to normalize.
Meanwhile, the value transaction using ATM cards, debit
cards and credit cards increased 16.85% (yoy) to reach
Rp664.9 trillion in the reporting period. In terms of cash,
currency in circulation increased 7.77% (yoy) to reach
Rp935.2 trillion in November 2022. Bank Indonesia
continues to ensure the availability of quality rupiah
currency fit for circulation throughout the territory of the
Republic of Indonesia and ensures orderly national
payment in anticipation of Christmas and New Year.
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CHAPTER 2

Bank Indonesia Policy

Response

The Bl Board of Governors Meeting agreed on 21% and
22" December 2022 to raise the Bl 7-Day Reverse Repo
Rate (BI7DRR) by 25 bps to 5.50%, while also raising the
Deposit Facility (DF) and Lending Facility (LF) rates by 25
bps to 4.75% and 6.25%, respectively. The more
calculated decision on policy rate increase is a follow-up
step to ensure continued lower expected inflation and
inflation in a front-loaded, pre-emptive, and forward-
looking measure to maintain core inflation within the
range of 3.0£1%. The Rupiah exchange rate stabilization
policy is continuously strengthened to control imported
inflation in addition to mitigating spillover effects arising
from the strong US dollar and high global financial
market uncertainty.

Confirming the direction of Bank Indonesia's policy mix in
2023 as conveyed in the Annual Meeting of Bank
Indonesia (PTBI) 2022 on 30 November 2022, monetary
policy in 2023 will remain pro-stability while

macroprudential policy, payment system digitalization,
money market deepening, and inclusive and green
economic-financial program are constantly directed
towards pro-growth.

In connection therewith, Bank Indonesia consistently
strengthens its policy mix response to maintain stability
and economic recovery momentum:

1. Strengthening monetary operations by increasing the
interest rate structure in the money market in
accordance with the higher BI7DRR mentioned above;

2. Strengthening Rupiah exchange rate stabilization
policy as part of the measures to control inflation,
primarily imported inflation, through foreign exchange
intervention, including spot and Domestic Non-
Deliverable Forward (DNDF) transactions, as well as
buying/selling Sovereign Securities (SBN) in
secondary market;



3. Continuing to buy/sell SBN in the secondary market to

strengthen transmission of the higher BI7DRR by
increasing the attractiveness of SBN yields for foreign
portfolio investment inflows to strengthen Rupiah
exchange rate stabilization measures.

. Issuing new foreign exchange monetary operation
(MQ) instruments to boost placement of Export
Proceeds, especially from Natural Resource,
domestically by banks and exporters to strengthen
stabilization, including Rupiah exchange rate stability
and national economic recovery. The foreign exchange
MO instruments are applied with competitive yields
based on a transparent market mechanism and
incentives given to banks;

. Strengthening accommodative, inclusive, and
sustainable macroprudential policy to boost the
growth of credit/financing by banks, primarily non-
recovering priority sectors, People's Business Credit
(KUR), and green credit/financing, to support
economic recovery through amendment the reserve
requirement (GWM) incentive to be applied from 1
April 2023, including:

a. Reclassification of 46 priority sub-sectors in 3
(three) business sector groups, namely resilience
group, growth driver group, and slow starter
group, according to the latest condition by
maintaining credit/financing growth threshold
that gets an incentive for slow starters at a
minimum of 1%, and increasing threshold for
resilience and growth driver groups from initially
at least 1% to at least 5% and 3%, respectively.

b. Two-fold increase in GWM incentive amount to
banks extending People's Business Credit and
MSMEs credit becomes 1% at the maximum
accompanied by addition of bank groups based on
achievement of Macroprudential Inclusive
Financing Ratio (MIFR), namely 30% - 50% and
above 50%.

c. Incentive for green credit/financing in property
and/or green automotive is 0.3% at the maximum.

d. Total GWM incentive which may be received by
banks changes from previously 200bps at the
maximum to 280bps at the maximum.

6. Continuing prime lending rate (PLR) transparency

policy with a focus on bank's interest rate responses to
the policy rate;
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7. Strengthening payment system policy to increase
efficiency in order to maintain economic recovery
momentum by:

a. Continuing credit card policy by:

i. Maintaining the maximum limit of credit card
interest rate at 1.75% per month.

ii. Extending the validity of minimum payment
by a credit card holder of 5% of the total
billing amount from 31 December 2022 to 30
June 2023.

iii. Extending the validity of penalty for late
credit card payment of 1% or Rp100,000 at
the maximum from 31 December 2022 to 30
June 2023.

b. Extending the validity of QRIS Merchant Discount
Rate (MDR) for merchants in the Micro Business
category at 0% from 31 December 2022 to 30
June 2023.

c. Continuing validity of National Clearing System
(SKNBI) tariff of Rp1 from Bank Indonesia to banks
and maximum of Rp2,900 from banks to
customers from 31 December 2022 to
31 June 2023.

8. Taking strategic steps to ensure orderly national
payment system to anticipate Christmas and New
Year by:

a. Ensuring the availability of quality rupiah currency
fit for circulation throughout the territory of the
Republic of Indonesia.

b. Maintaining continuity of payment system
operation by Bank Indonesia and payment system
industry.

9. Strengthening international cooperation with other
central banks and partner country authorities, and
facilitation of investment and trade promotion
implementation in priority sector in cooperation with
the relevant institutions. In addition, Bank Indonesia
coordinates with the relevant Ministries/Institutions
for successful 2023 ASEAN Chairmanship, especially
through financial track.

Policy coordination with the Central Government,
Regional Government, and strategic partners is
consistently strengthened. In this regard, coordination
with Central and Regional Inflation Control Team (TPIP
and TPID) is continued through strengthening of National
Movement for Food Inflation Control (GNPIP) in various
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reviving credit/financing to businesses in priority sectors
to support economic growth and export, while increasing
green economic and financial inclusion.

regions. Policy synergy between Bank Indonesia and the
Government, as well as with the Financial System Stability
Committee, is also being strengthened to maintain
macroeconomic and financial system stability, while
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Global economic growth decelerates along with high uncertainty
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FFR Expectation 10 Yr UST & JGB Yield and DJIA Index
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Domestic economic growth in Indonesia remains favorable

Economic Growth - Expenditure Side
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Economic Growth — Economic Sectors Side
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Online Sales
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Realization of State Budget (APBN)
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Non-oil and Gas Imports
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Source: Bank Indonesia. *Data as of November 2022
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Indonesia’s Balance of Payment remains strong to support external resilience. Consistent with

Bank Indonesia’s stabilisation measures, rupiah stability was well manageable despite elevated

global financial market uncertainty

Indonesia’s Balance of Payments

Items (Bilion USD) 2 220 01" 022
N Total | Il Il IV Tofal I " "
Curtent Account 0333 291 100 085 443 409 493 495 182 346 05T 402 438
A Goods 35 459 395 979 99T 2830 763 834 1541 1243 4381 1130 1680 175t
-Exports, fob 1685 4178 3483 4080 4619 16340 4938 G432 6165 6740 23284 6677 T5NT T4
- Imports, fob 1649 3719 3087 3101 3622 13510 4175 4508 4624 5505 18003 5547 G838 6032
a. Non-0iland Gas 120 589 329 944 1133 2995 998 1158 1812 1813 5780 1721 A4 2516
b. Oiland Gas 403 262 08 A7 428 83 20 3M 251 5M 297 569 719 659
B. Senvices I8 AT 21521 3100 976 330 37t 360 396 M85 438 4% 52
C. Primary Income 338791 616 740 744891 475 802 827 891 MW 785 93 Y
D. Secondary Income 76189 144 13T 143 53 143 146 142 195 626 149 152 14
Capital and Financial Account 3660 300 1099 08 093 79 577 186 6% 210 1228 49 -6 607
1. Direct nvestment N5 430 449 099 43 M4 440 540 33 384 171 419 340 278
2. Portfolio Investment 20 63 974 198 195 33 490 3% 120 502 507 319 0% M
3. Other Investment b1 064 337 183 746 984 373 176 204 401 036 313 413 575
Overall Balance 47 854 925 205 16 260 406 045 1069 084 1346 182 239 4%
Memorandum:
«Reserve Assets Position 1292 12097 13172 13515 13590 135,00 13710 137,09 14687 14491 14491 139,13 13638 13078
In Months of mports & Offcial Debt Repayment 73 6% 84 912 O%6 976 966 877 864 776 776 69T 641 572
- Current Account (% GDP) 21 A2 419 038 03t 042 03 066 165 048 029 018 119 128

Source: Bank Indonesia. *Provisional Figures; **Very Provisional Figures

Foreign Capital Flows
USD Billion
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Source: Bank Indonesia. *Data as of 20 December 2022
Provisional Figures; ** Very Provisional Figures
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DXY vs ADXY
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Rupiah vs Peer Countries
Rupiah 2022 vs 2021
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Source: Reuters and Bloomberg. Data as of 21 December 2022

Expected inflation and monthly inflation constantly decrease and become lower than previously

projected, although remain high

CPI Inflation
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Regional Volatile Food Inflation
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Inflation Expectation
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Liquidity in the banking industry and economy is still adequate to boost credit/financing and
continued economic recovery

Liquidity in the banking industry and economy SBN Purchases by Bank Indonesia for State Budget Financing
% %, yoy Trillion IDR
40 25 400
358.32
® L 3[].4220 2021 m2022* 350
30 300
25 | M1 (rhs) 250
20
\ 200
15 144.53
10 150
5 il Quasi-money (rhs) 100
0 0 50
14710‘14710%4710‘14710‘14710‘14710‘14710 o
2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2020 ‘ 2021 2022 Purchase of SBN for State Budget Funding &
Healthcare and Humanitarian Financing
Source: Bank Indonesia Source: Bank Indonesia. *Data as of 21 December 2022

Banking interest rate remains supportive to economic recovery. Banking intermediation function
continues to improve, boosted by increase in demand and supply

Policy Rate (BI7DRR) and Overnight Interbank Rate Policy Rate (BI7DRR) Transmission to Prime Lending Rate (PLR)
8 Spread (PLR - BI7DRR) = Spread (PLR - 1 Month D) —PLR %
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Banking Interest Rates Credit and Deposit Developments
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Financial system resilience remains solid, particularly the banking industry, in terms of capital and

liquidity
Banking Industry’s Capital Credit Risk (NPL)
% Thousand Trillion Rp %
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Bank Indonesia continues to improve payment system efficiency by strengthening payment system
policy and accelerating payment system digitalization to maintain economic recovery momentum

Electronic Money Transactions Value Digital Banking Transactions Value
Trillion R %, YO Trillion Rp %, yoy
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Digital Banking Transactions Volume QRIS Transactions Value and Volume
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ATM/Debit and Credit Card Transactions Currency in Circulation
Trillion Rp %, yoy
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For further information:

Monetary Policy Communication Division
Monetary Policy Group

Economic and Monetary Policy Department

Tel 1+62 21131

Fax 1462 21 345 2489
Emall :DKEM-KKP@bi.go.id
Website: http://www.bi.go.id



