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 Bank Indonesia has opted to maintain the 7-day reverse repo rate at 6.00%. In contrast to 

the previous meeting, the decision to keep the policy rate unchanged this month was widely 

anticipated. One indicator supporting this was the downward trend in yields awarded at SRBI 

auctions leading up to the November 2023 BI policy meeting, which suggests BI’s expectation 

of a lower short-term interest rate than initially anticipated earlier in the month. 

 The Rupiah’s exceptional performance throughout the month serves as the primary driver 

behind BI’s decision to hold its policy rate. The currency is performing superbly this time 

around, having recovered its YTD gains as the currency appreciates by 2.4% following its 

nadir in late October 2023. BI’s decision last month may provide a clear signal that the central 

bank is unwilling to trade the Rupiah’s stability to pursue other policy goals, but the now-

stable Rupiah allows the central bank not to follow up on its policy decision from last month. 

 It is important to note that this currency recovery story is not exclusive to the 

Rupiah. Other currencies have also been observed to appreciate considerably this month, 

indicating that the driving factor behind the Rupiah’s (and other currencies) relative 

equanimity this month is mostly external. Indeed, the USD (DXY) is now suffering from the 

dovish shift in rate expectation, which has started to re-emerge following the cooling US CPI 

and labour market data announced early in November 2023. 

 Despite the calmer external situation, however, yield-seeking investors continue 

launching assaults on Indonesia’s financial market. For instance, the gap between 

bidding and awarded amounts in recent SRBI auctions has been widening, a sign that 

investors continue to demand higher rates for their investments in the Indonesian market. 

Foreign inflow to the domestic financial market has also been inconsistent throughout the 

month. Meanwhile, the pattern of intraday movements in the FX market also seems to indicate 

the central bank’s continued intervention in the market, although the early success of SVBI’s 

auction may help to soften the blow in BI’s FX coffers. 

Executive Summary 

 Bank Indonesia has kept the BI7DRR at 6.00%, in line with expectations as the dovish shift in 

global interest rate expectations enables the Rupiah to significantly recover from its nadir in 

late October 2023. 

 Despite the current favourable situation, the Indonesian financial market continues to 

experience some pressure, prompting BI to sustain its operations in the market. 

 The interest rate condition may remain substantially restrictive, considering the limited 

improvements in the domestic liquidity condition and the potential risk of another shift in 

global interest rate expectations. 
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 It is important, then, not to turn a blind eye to some risks that may continue to undermine 

the Rupiah’s stability in the upcoming period. The increasingly frequent shifts in global 

interest rate expectations point to the first, and perhaps the most significant, risk 

that may continue to affect the Rupiah in the short term. The Fed’s decision to shelve 

its “forward guidance” tool has intensified the data-driven nature of interest rate expectations 

in the market, as investors scour over every inch of data to predict the Fed’s next move. For 

instance, below-expectation US jobless claims data has recently swung the pendulum of 

interest rate expectations slightly back to the hawkish territory, a condition which may 

translate negatively in the Indonesian financial market. 

 Second, the limited improvement in the domestic 

liquidity condition provides no clear evidence that 

the Indonesian financial market is already out of the 

woods. While our observation of the domestic net 

FX liquidity index1 does show some improvement, 

the recovery in the index is more due to a decrease 

in demand for FX financing while the domestic FX 

liquidity supply continues to stagnate. Alas, 

inconsistent foreign capital flows and subdued global commodity prices show that 

the opportunity to refill Indonesia’s FX coffers remains limited, meaning that BI may 

need to maintain a sufficiently awarding real rate environment to keep domestic demand for 

FX financing on a short leash. 

 Alas, the FX liquidity situation is not the only thing that saw limited improvements in the 

recent period. Given the 3.43% YoY increase in banks’ third-party funds, the 8.99% YoY loan 

growth in October 2023 shows that the demand for lending remains quite aggressive. The 

increase in banks’ LDR echoes our view on the Rupiah’s stability amidst the prospect of 

continued CA deficits, as BI’s singular focus to protect the Rupiah at some nominal level might 

require the central bank to maintain a substantially tight interest rate to put a brake to the 

still-aggressive demand for financing. BI’s effort to stabilise the IDR, then, may prove to be 

increasingly complicated in the short term, as the carnival of government expenses and 

household consumption that awaits in Q4 2024 up until H1 2024 may continue to 

suppress Indonesia’s CA in a deficit, which may leads to a further deterioration in 

the fundamental strength now protecting the Rupiah. 

 With that being said, in the same way as we should not overreact to the IDR’s strengthening, 

it might be wise for BI not to respond to any signs of the IDR’s weakening. Continued 

downward pressure on the IDR could be understood as a natural corrective mechanism from 

Indonesia’s now-deficit CA balance, which is only understandable given the vitality of 

Indonesia’s aggregate demand.  

 While the central bank has made it clear that a stable Rupiah remains the priority, the Rupiah’s 

position might need to be assessed relative to its trading partners rather than its nominal 

level. Hence, even though various risks still lurk on the stability of the Rupiah value, BI may 

continue to be relaxed by leaving the BI 7DRR at 6.00% in its last meeting of the 

year; although keeping the door open for further adjustments to its policy rate might be 

necessary given the risk of another significant swing in the global rate expectations.

                                                      
1 Net foreign assets (YoY) – FX loans (YoY) 

“In the same way that we 

should not overreact to the 

IDR’s strengthening, it 

might be wise for BI not to 

respond to any signs of the 
IDR’s weakening” 
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Source: Bloomberg, BI, BPS 
Notes: 
^Data for January 2022 
*Data from earlier period 
**For changes in currency: Black indicates appreciation against USD, Red otherwise 
***For PMI, >50 indicates economic expansion, <50 otherwise 
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Indonesia – Economic Indicators Projection 
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** Estimation of Rupiah’s fundamental exchange rate 
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