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MNI Bank Indonesia Preview – July 2021 
 
 

 
Announcement Date: Thursday, 22 July 2021 
 
Announcement Time: 08:20 BST/16:20 WIB 
 
Link To Rate Decision: https://www.bi.go.id/en/statistik/indikator/bi-7day-rr.aspx  
 

 
 

MNI Point of View: Sitting Tight, Next Move Likely Up 
 
Indonesia may be in the midst of fighting one of the world’s nastiest outbreaks of Covid-10, but its central bank has 
a number of reasons to sit tight on Thursday. In the face of emerging taper talk from the Fed and significant 
depreciation of the rupiah, policymakers are set to leave the 7-Day Reverse Repo Rate unchanged fifth 
consecutive meeting, shrugging off persistently benign inflation as well as mounting pressure on the public health 
system with all associated economic costs. 
 
There is no doubt that Covid-19 infections in 
Indonesia have gotten out of control, with the spread 
of the highly transmissible Delta variant facilitating 
the surge in daily cases. The country has become a 
global epicentre of the pandemic, with the current 
wave resulting in a temporary collapse of public 
health system in certain most affected localities, 
amid acute shortages of oxygen, ICU beds and 
medical staff. Emergency lockdown measures 
implemented by the government inspired 
downgrades to Indonesia’s growth outlook from 
several quarters, including Bank Indonesia. 
Governor Warjiyo told lawmakers this month that the 
economy may grow just 3.8% Y/Y this year, which is 
below the 4.1%-5.1% Y/Y range previously forecast 
by the central bank. 
 

Mind that Warjiyo’s updated projection was based 
two key assumptions. The first assumption was that 
strict lockdown measures remain in place for a 
month. The process of easing these measures looks 
set to begin sooner than expected - President 
Widodo announced that the government looks to start 
gradually easing restrictions from July 26, if daily 
cases continue to fall. However, all we know about 
the pace of lifting restrictions is that it will be a 
“gradual” process. The second assumption was that 
mobility curbs lead to a successful containment of the 
virus. While the daily case count has eased off 
record-breaking values over the last few days, it is too 
early to tell if this pullback proves sustainable. Taken 
together, when it comes to the dynamics driving the 
local outbreak of Covid-19, various question marks 
outnumber the knowns and responding to the present 
situation by lowering interest rates might be a little 
premature. 

 

Shaded region represents Bank Indonesia’s target range. Dotted 
line represents Bank Indonesia’s projection, based on a survey 
covering the first three weeks of the month. 

https://www.bi.go.id/en/statistik/indikator/bi-7day-rr.aspx
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Meanwhile, the latest inflation report showed that 
headline consumer-price growth slowed even more 
than expected and remains below Bank Indonesia’s 
target range. Persistently low inflation continues to 
provide a major source of concern for the central bank 
under its policy mandate centred around price stability, 
defined in terms of domestic prices and rupiah 
exchange rate. That being said, Indonesian 
policymakers tend to prioritise the latter half of their 
mandate. The rupiah has weakened since the previous 
monetary policy meeting and continues to trade fairly 
close to the lower bound of its YtD range.  
 
Another factor which may encourage policymakers to stand pat is the U.S. Federal Reserve’s increasingly hawkish 
leanings. Indonesian markets are particularly exposed to moves in U.S. interest rates, given large foreign holdings 
of INDOGBs and the fact that a large chunk of government debt is denominated in USD. Bank Indonesia will prefer 
to avoid creating excessive rate differential with U.S. rates and thus will be reluctant to add monetary stimulus.  
 
In a recent interview with Bloomberg, Governor Warjiyo all but ruled out further rate cuts. The official suggested 
that the central bank will “maintain this low interest rate” and focus on improving “the effectiveness or the 
transmission of our policy.” Warjiyo added that the central bank already thinks about an exit strategy, which 
involves a gradual reduction of liquidity, followed by interest-rate action, possibly in late 2022. If anyone was 
wondering what was Bank Indonesia’s current thinking, Warjiyo’s comments seemed to be the final nail in the coffin 
of any hopes for policy loosening. With the rupiah hovering near its weakest levels of 2021 and the Fed turning 
more hawkish, Bank Indonesia are set to leave monetary policy settings unchanged this week. 
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Bank Indonesia June Monetary Policy Statement:  
 
The BI Board of Governors Meeting agreed on 16th and 17th June 2021 to hold the BI 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 projected low inflation and efforts to maintain Rupiah exchange rate stability, while 
boosting the economic recovery. Bank Indonesia also continues to optimise the accommodative monetary and 
macroprudential policy mix and accelerate payment system digitalisation in Indonesia to support the national 
economic recovery 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. Maintaining the strengthening strategy for monetary operations to reinforce the effectiveness of the 
accommodative monetary policy stance. 

3. Strengthening Prime Lending Rate (PLR) transparency in the banking industry with an emphasis on 
suppressing higher interest rates on new loans, the affecting factors (increasing risk perception and profit 
margin) as well as PLR analysis at individual banks (Appendix). 

4. Extending policy of lower late payment penalties on credit cards at 1% of the outstanding balance, or a 
maximum of Rp100,000, until 31st December 2021, to encourage the use of credit cards as a private 
consumption buffer to support the national economic recovery. 

5. Accelerating the money market deepening program by strengthening the corresponding regulatory 
framework and implementing the Multi-Matching Electronic Trading Platform (ETP), specifically targeting 
the Rupiah money market and foreign exchange market. 

6. Promoting trade and investment as well as continuing to socialise the use of local currency settlement 
(LCS) in conjunction with other relevant institutions.  In June and July 2021, Bank Indonesia will promote 
trade and investment in Japan, United States, Mexico, France, Sweden, Norway, Singapore, Australia and 
China. 

 
In response to the latest global and domestic economic dynamics, Bank Indonesia continues to strengthen policy 
synergy with the Government and Financial System Stability Committee, including implementation of the Integrated 
Policy Package to accelerate the national economic recovery.  Bank Indonesia is also coordinating with the 
Government and other relevant authorities to: (i) bring down lending rates in the banking industry, (ii) stimulate 
loans/financing disbursed to businesses and priority sectors, and (iii) carefully monitor Covid-19 transmission 
dynamics and the economic impact on Indonesia. 
 
Click here to see the full statement.  

https://www.bi.go.id/en/publikasi/ruang-media/news-release/Pages/sp_2314421.aspx
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Sell-side comments: 
 
Barclays: With COVID-19 infections surging to new highs, Bank Indonesia (BI) is unlikely to adjust its policy rate 
on 22 July. While COVID-19 cases per million people have yet to reach the highs that India experienced in Q2, the 
surge in daily fatalities is a particular concern and has stretched the healthcare system to its limits. However, 
compliance with the latest social distancing measures is likely to remain less than ideal, in our view, with high-
frequency mobility data showing only a moderate drop in economic activity. This suggests infections could continue 
to rise, which could broadly follow the experience of India, where COVID-19 infections began picking up more 
visibly in March 2021 and peaked about two months later on 6 May. In Indonesia, cases only began rising in June – 
if Indonesia follows a similar timeline, this would suggest a peak only in early August. History suggests that 
economic growth may be resilient, but with cases rising rapidly, risks of a deeper growth shock in Q3 21 cannot be 
ruled out. While our base case is for the economy to grow by 5.0% this year, uncertainty over COVID-19 cases and 
their (potentially swift) impact on mobility and activity is mounting. However, with the US Federal Reserve’s FOMC 
turning more hawkish, BI likely has even less flexibility to ease monetary policy further to support the economy if 
social distancing measures are tightened. Our base case remains for the policy rate to be adjusted only in H2 22 – 
upwards by 25bp. 
 
Goldman Sachs: We expect Bank Indonesia (BI) to keep policy rates unchanged at 3.50. The central bank this 
week cut its GDP growth forecast for 2021 to 3.8% from 4.6% previously given tighter movement restrictions. 
Headline inflation also remains subdued and below the BI inflation target band of 2%-4%. However, the IDR has 
depreciated as much as 1.7% vs the USD, since the more hawkish-than-expected FOMC meeting last month and 
given the emphasis on IDR and external stability, we think the central bank will keep the policy rate unchanged next 
week. Going forward, given subdued inflation pressures and the nascent recovery we expect BI to keep the policy 
rate unchanged this year, instead supporting the domestic economy via macro-prudential policy easing and bond 
purchases. We view risks around BI policy as skewed in a hawkish direction, particularly if further Fed 
communications or upside US data surprises cause FX market pressures to intensify. 
 
ING: Indonesia's central bank Governor Warjiyo has recently indicated stable policy rates ahead. Surging Covid-19 
infections have dented Indonesia’s growth trajectory, and this calls for increased central bank policy stimulus in the 
near term. With record low inflation of 1.3%, policy rates have some room to fall further from their current rate of 
3.5%, though the central bank manages the policy with a firm eye on currency stability. The Indonesian rupiah is 
currently struggling with the country battling surging Covid-19 infections, and we don’t think the central bank will 
risk more depreciation with a rate cut. Stable BI policy remains our baseline for the rest of this year. 
 
Scotiabank: Bank Indonesia is widely expected to stay on hold with a 7-day reverse repo rate of 3.5% on 
Thursday. Inflation is running at 1.3% and 1.5% in year-over-year headline and core terms respectively. The rupiah 
has stabilized of late and depreciated by 3–4% to the dollar since the beginning of the year, but the central bank 
remains concerned about feeding capital account volatility especially into potential Fed tapering later this year. 
 
Societe Generale: Bank Indonesia (BI) will likely maintain the status quo at its upcoming meeting by keeping the 
policy rate at 3.5%. A devastating third wave is taking its toll on the economy, and daily infection rates have soared 
to record levels, beating even India's to top spot globally. Thus, the BI Board of Governors could even mull a rate 
cut. But given the country's heavy dependence on foreign bond holdings to finance its deficit and given the upward 
pressure on yields and downward pressure on the currency amid a dropping share of foreign ownership of 
government bonds, the central bank's hands are likely tied, even in the face of extremely benign inflation. With 
strict social restrictions expected to dent growth prospects in the short term, we do see a non-negligible probability 
of a rate cut, though our base-case scenario sees the bank continue to ensure sufficient liquidity and target further 
changes in macroprudential norms to help companies survive the pandemic. BI may also announce its readiness 
for enhanced debt monetisation if revenues significantly undershoot what is required to help finance the 
government's health expenditure and income support schemes. We believe a significant revenue undershoot is a 
certainty now, as the pandemic-ravaged economy is expected to record much lower growth than originally 
expected. In fact, we are now lowering our real growth forecast for 2021 to 4.0% yoy from 4.4%. 
 
TD Securities: We expect Bank Indonesia to keep its 7-day reverse repo rate unchanged at its meeting on 
Thursday 22nd July, in line with consensus. Growth risks have clearly intensified, with COVID cases increasing 
sharply, as the Delta variant has spread. In turn, mobility has reduced and high frequency indicators have 
weakened. Even though inflation remains benign a policy rate cut would do little to boost growth given that official 
restrictions are the main reason for current economic pressures. At the same time, IDR has weakened and a rate 
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cut runs the risks of fuelling further pressure on the currency even after its sharp fall since early June. As such, BI 
will likely continue to focus on macroprudential measures to cushion the economic fallout from mobility restrictions. 
We maintain our forecast for the next move in rates to be upwards, with a Q1 2022 hike forecast. 
 
UOB: Going forward, we are of the view that BI will keep its accommodative monetary policy via other macro 
prudential, and liquidity-supporting measures to effectively transmit the cumulative 150bps reduction of the 
benchmark interest rate into the economy. We keep our BI rate forecast steady at 3.50% for the rest of the year. 
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MNI Policy Team Insights: 
 
 
MNI STATE OF PLAY: Indonesia CENBANK To Hold Despite Lockdown 
 
By Lachlan Colquhoun 
 
The governors of Indonesia's central bank meet this week and are likely to keep benchmark interest rates at the 
record low of 3.5% despite a renewed lockdown which has prompted lower growth forecasts. 
 
Bank Indonesia's seven-day reverse repurchase interest rate has been at 3.5% since February, and while the 2021 
growth forecast was recently cut to 3.8% the bank is unlikely to move on interest rates this week. 
 
The growth revision is the second this year, coming after an original forecast of 5.3%. 
 
Inflation is muted, with retail sales flagging again due to the lockdowns in key parts of the nation such as Java and 
Bali. The CPI was up 1.33% in June, and BI expects it to hover between 2% and 4%. 
  
-- REAL ECONOMY MEASURES, RUPIAH 
 
Instead of cutting rates, BI is more likely to seek to ensure that its monetary policy is better transmitted to the real 
economy through commercial interest rates, and through measures which might raise household consumption. 
 
Earlier this month, for example, the bank raised the cash withdrawal limits for chip-based ATMs to 20 million rupiah 
- USD1370 - and has announced moves for a digital currency and the licensing of digital banks. 
 
A resurgence of the Coronavirus is hitting Indonesia hard, with around 50,000 new cases each day and 1000 
deaths. 
 
BI is also mindful of potential currency volatility and the rupiah is at around 14,500 to the U.S. dollar. This is a slight 
dip on its highs in June, and the currency continues to be sensitive to swings in sentiment. 
 
Currency stability continues to mitigate against an interest rate cut, with expectations that the next move in rates 
could be a hike either later this year or early 2022. 
 
The BI rate decision is due to be announced late Thursday in the Asia Pacific time zone. 


