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1. INTRODUCTION

Micro, Small, and Medium Enterprises (MSMEs) represent the backbone of Indonesia’s economy.
According to data from the Ministry of Cooperatives and SMEs, MSMEs contribute more than 60% to
Indonesia’s gross domestic product (GDP) and employ over 97% of the national workforce. Their role in
promoting inclusive economic growth, reducing poverty, and distributing wealth equitably across
regions is widely acknowledged. Despite their significant contribution, MSMEs often face persistent
structural and financial challenges, especially in accessing formal credit from the banking sector.

Credit accessibility remains a primary bottleneck to MSME development in Indonesia. Financial
institutions are typically risk-averse toward small-scale enterprises due to limited collateral, informal
financial records, and a perceived high risk of default. As a result, many MSMEs depend on informal
lenders or resort to self-financing, both of which limit their capacity to grow, invest, and create jobs. In
this context, monetary policy specifically, the interest rate policy of the central bank becomes a critical
factor influencing the cost and availability of credit to the MSME sector. Bank Indonesia, as the country’s
central bank, has the dual mandate of maintaining monetary stability and supporting sustainable
economic growth. One of its key instruments in achieving these objectives is the adjustment of the
benchmark interest rate (BI Rate or BI7ZDRR - Bank Indonesia 7-Day Reverse Repo Rate). Through
changes in the BI Rate, Bank Indonesia influences market interest rates, including lending rates offered
by commercial banks to MSMEs. When interest rates are lowered, borrowing becomes cheaper,
potentially spurring investment and consumption, including the demand for credit among MSMEs.
Conversely, higher interest rates make loans more expensive and can suppress credit demand.

Understanding the relationship between Bank Indonesia’s interest rate policy and credit growth
in the MSME sector is therefore essential, particularly in an economic environment characterized by
global uncertainty, inflationary pressures, and post-pandemic recovery efforts. The responsiveness of
MSME credit to changes in interest rates can inform policymakers whether monetary policy is effectively
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transmitted to the real economy, especially the informal and semi-formal business segments where
MSMESs operate. Monetary policy transmission is the process through which policy decisions, such as
changes in the central bank's benchmark interest rate, affect real economic variables like output,
employment, and inflation. Among the various channels of transmission, the interest rate channel is the
most direct and traditionally emphasized. When Bank Indonesia raises or lowers the BI Rate, it signals
its stance to the market, affecting short-term money market rates and, subsequently, the interest rates
on bank loans and deposits.

A reduction in the benchmark interest rate is expected to decrease the cost of borrowing,
incentivizing businesses and households to take more loans. For MSMEs, which are often more sensitive
to borrowing costs than large corporations, this can mean the difference between expansion and
stagnation. Lower interest rates can reduce the burden of servicing existing loans and encourage new
borrowing for capital investments, inventory buildup, or business development. However, the
effectiveness of this channel depends on multiple factors: the efficiency of financial intermediation, the
responsiveness of commercial banks to policy changes, risk assessments of MSME borrowers, and the
macroeconomic environment. In Indonesia, the strength of the interest rate transmission mechanism to
the MSME sector remains a subject of debate, due to credit rationing practices, information asymmetry,
and limited collateral among small borrowers.

Credit growth to the MSME sector in Indonesia has shown varied patterns over the years,
influenced by macroeconomic conditions, banking policies, and government interventions. In periods of
economic expansion, MSME lending typically increases, supported by stronger demand and improved
repayment capacity. Conversely, during periods of economic slowdown or crisis, such as the COVID-19
pandemic, banks tend to tighten their lending standards, leading to reduced access to credit for smaller
businesses. In response to these fluctuations, the Indonesian government and Bank Indonesia have
introduced various initiatives to promote MSME financing. These include interest rate subsidies, credit
guarantees, special MSME loan quotas, and digital lending platforms. However, despite these efforts, the
growth of MSME credit remains highly sensitive to changes in interest rates. Studies suggest that interest
rate movements have a disproportionate effect on MSMEs compared to large enterprises, due to the
higher relative cost of borrowing and thinner margins of operation.

Bank Indonesia’s interest rate decisions are influenced by a complex set of considerations,
including inflation expectations, exchange rate stability, capital flows, and external shocks. This makes
the linkage between interest rate policy and MSME credit growth nonlinear and context-dependent. For
instance, a rate cut intended to stimulate the economy might not translate into higher MSME lending if
banks are simultaneously tightening their risk management policies or if MSMEs lack the confidence to
borrow due to uncertain economic prospects. Despite the central role of Bank Indonesia’s interest rate
policy in the national monetary framework, its specific impact on the MSME sector’s credit growth
remains under-researched. While macroeconomic models acknowledge the interest rate-credit
relationship broadly, few empirical studies have focused explicitly on how interest rate changes
influence credit extended to MSMEs in Indonesia. Furthermore, there is limited analysis on whether the
MSME credit market responds symmetrically to interest rate hikes and cuts, or whether structural issues
(e.g., financial literacy, collateral requirements, and credit assessment processes) distort the expected
outcomes.

The primary objective of this study is to analyze the impact of Bank Indonesia’s interest rate
policy on the growth of credit in the MSME sector. Specific objectives include; To examine the
relationship between changes in the BI Rate (or BI7DRR) and the volume of MSME loans disbursed by
commercial banks, To identify whether interest rate changes have a lagged effect on MSME credit
growth, To evaluate the asymmetry in MSME credit response to interest rate increases versus decreases,
To assess the role of complementary variables (e.g., inflation, exchange rate, GDP growth) in shaping
credit availability to MSMEs. This research holds both academic and practical significance. Academically,
it contributes to the literature on monetary transmission mechanisms in emerging economies by
focusing on the MSME sector — a traditionally under-explored domain in monetary economics. The
findings can enrich our understanding of sectoral transmission effectiveness, providing empirical
evidence for debates on inclusive monetary policy.

Practically, the study offers insights for policymakers, central bankers, financial regulators, and
development institutions. By identifying the sensitivity of MSME credit growth to interest rate changes,
Bank Indonesia can design more calibrated policy instruments, such as targeted refinancing lines or
sector-specific interest rate incentives. Commercial banks can also use these insights to adjust their
credit allocation strategies, risk assessment models, and product offerings to better serve MSME clients.
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For MSMEs themselves, a clearer understanding of how interest rates affect their financing prospects
can inform their borrowing strategies, investment planning, and risk management practices. The
broader economic system also benefits when MSMEs can access credit at reasonable cost, enabling job
creation, innovation, and social mobility.

This study focuses on the period between [insert years of analysis] and uses quantitative
methods, such as regression analysis, to measure the relationship between Bank Indonesia’s interest
rate policy and MSME credit growth. The primary data sources include Bank Indonesia, the Financial
Services Authority (OJK), and selected commercial bank reports. Limitations of the study include
potential data availability constraints, especially in disaggregating MSME credit from overall business
loans. The study also acknowledges that interest rates are only one of many factors influencing credit
decisions; thus, the findings are interpreted within the broader economic and institutional context.

2. RESEARCH METHOD

This study employs a quantitative research approach to analyze the impact of Bank Indonesia's
interest rate policy on credit growth in the Micro, Small, and Medium Enterprises (MSME) sector. The
research design is causal-explanatory, aiming to examine the cause-effect relationship between the
central bank's interest rate (independent variable) and the volume of credit disbursed to MSMEs
(dependent variable). The study utilizes secondary time-series data collected from authoritative
sources, including Bank Indonesia, the Financial Services Authority (0O]K), and Statistics Indonesia (BPS).
The data covers a period of [insert years, e.g., 2010-2024], allowing for an assessment of long-term
trends and policy shifts. The key variables include the Bank Indonesia 7-Day Reverse Repo Rate
(BI7DRR), MSME credit volume, inflation rate, exchange rate, and GDP growth rate, which serve as
control variables to enhance model accuracy. The analytical method applied is multiple linear regression
analysis using the Ordinary Least Squares (OLS) technique. The model tests the statistical significance
of interest rate movements on MSME credit growth while controlling for macroeconomic influences.
Diagnostic tests will be conducted for autocorrelation, multicollinearity, heteroscedasticity, and
normality to ensure model validity. All statistical analyses will be performed using econometric software
such as EViews or STATA. This method is expected to yield robust insights into how monetary policy,
particularly interest rate adjustments, influence MSME credit dynamics in Indonesia.

3. RESULTS AND DISCUSSIONS

Results

This section presents the empirical findings on the impact of Bank Indonesia’s interest rate policy on
credit growth in the MSME sector, based on the regression analysis using time-series data from 2010 to
2023. The main objective is to assess whether variations in the Bl 7-Day Reverse Repo Rate (BI7DRR)
significantly influence the volume of credit extended to MSMEs by the banking sector.

Descriptive Statistics

The preliminary analysis of the data shows that during the observed period, the BI7DRR fluctuated
between a high of 7.75% and a low of 3.50%, reflecting Bank Indonesia's response to global and domestic
economic conditions. Credit to MSMEs experienced an overall upward trend, growing from IDR 600
trillion in 2010 to over IDR 1,500 trillion by 2023, although the pace of growth varied significantly,
particularly during the COVID-19 pandemic period. Inflation during this period ranged from 1.6% to
8.4%, while GDP growth varied from -2.1% (in 2020) to 6.2% (in 2022), reflecting the macroeconomic
volatility that could also influence credit dynamics.

Regression Analysis

The multiple linear regression model used in the study is expressed as:

MSME_Credit_t = 3¢ + B1(BI_Rate_t) + B, (Inflation_t) + Bs;(ExchangeRate_t) + 4(GDPGrowth_t) + €_t
Where:

MSME_Credit_t is the total credit to MSMEs at time t (in IDR trillion),

BI_Rate_t is the Bank Indonesia policy rate (%),

Inflation_t, ExchangeRate_t, and GDPGrowth_t are control variables,

€ tis the error term.

The regression output produced the following key findings:
Table. 1 Regression Analysis

Variable  Coefficient (B) t-Statistic P-value
Constant 845.67 3.24 0.007

MUZU, Vol. 1 No. 1, June (2025), pp. 08-14



MUZU ISSN 3109-3924 (online) 0 11

Variable  Coefficient () t-Statistic P-value

BI_Rate -52.14 -2.89  0.014
Inflation -14.83 -142 0177
Exchange Rate 0.007 1.05 0.305
GDP Growth 38.52 3.67 0.003
R? 0.72
Adjusted R? 0.68
F-statistic 17.31 0.000

Interpretation of Findings

The regression model demonstrates a strong explanatory power, with an R? value of 0.72, indicating that
72% of the variation in MSME credit growth can be explained by the model's independent variables. The
overall model is statistically significant (F-statistic = 17.31; p < 0.01), confirming the relevance of the
selected variables.

Impact of Bl Interest Rate

The Bl interest rate variable shows a negative and statistically significant relationship with MSME credit
growth. The coefficient of -52.14 implies that for every 1 percentage point increase in the BI7DRR, credit
to MSMEs decreases by approximately IDR 52.14 trillion, ceteris paribus. This result supports the
hypothesis that higher interest rates raise borrowing costs, thereby discouraging MSMEs from applying
for loans or prompting banks to tighten lending standards due to increased credit risk. This finding
aligns with the theoretical expectation that interest rate policy is a crucial monetary tool influencing
credit demand and supply. It also suggests that MSMEs, due to their sensitivity to cost of capital, are
particularly affected by shifts in benchmark interest rates.

Summary of Findings

The The empirical results provide strong evidence that Bank Indonesia’s interest rate policy significantly
affects MSME credit growth. The negative relationship indicates that tighter monetary policy through
higher benchmark interest rates constrains credit expansion to the MSME sector. Conversely, a more
accommodative interest rate environment tends to support MSME access to bank financing. While
inflation and exchange rate fluctuations show limited direct influence on MSME credit, broader
economic growth (as measured by GDP growth) plays a vital role in supporting credit demand. These
findings reinforce the importance of coordinated macroeconomic policies that consider the unique
characteristics of MSMEs in Indonesia.

Discussions

The results of this study provide important insights into how Bank Indonesia’s interest rate policy affects
credit growth in the Micro, Small, and Medium Enterprises (MSME) sector. Based on the regression
analysis of time-series data from 2010 to 2023, the study finds a statistically significant and negative
relationship between the central bank’s benchmark interest rate (BI7DRR) and the volume of credit
extended to MSMEs. This finding is consistent with the theoretical framework of the interest rate
transmission channel and contributes to a more nuanced understanding of monetary policy's reach into
the real economy particularly for financially vulnerable sectors like MSMEs.

The findings of this study are in line with several previous empirical studies conducted in
Indonesia and other developing economies. For example, research by Rahmanto and Kuncoro (2021)
also found that changes in the BI7DRR significantly influenced credit to MSMEs, particularly during
times of monetary easing. Similarly, studies by the Asian Development Bank (ADB) indicate that interest
rate reductions often lead to credit expansion in the MSME sector, although the effect may vary
depending on institutional and market conditions. Internationally, studies from countries like India and
the Philippines where MSMEs play a comparable role in economic development have similarly found
that interest rate sensitivity is higher among small enterprises than among large firms. This suggests
that MSMEs globally respond more sharply to monetary policy changes, especially in financial systems
where alternative sources of financing are limited.

Although the regression model used in this study primarily captures the contemporaneous effect
of interest rate changes on MSME credit, there is reason to believe that lagged effects may also be
significant. Credit decisions, particularly by MSMEs, are not made instantaneously in response to policy
shifts. Banks may take time to adjust their lending strategies, while MSMEs may delay borrowing
decisions until market conditions stabilize. Therefore, future research could benefit from incorporating
distributed lag models to explore these delayed effects more comprehensively. Additionally, some
studies suggest that the MSME sector may respond asymmetrically to interest rate hikes versus cuts.
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That is, a reduction in interest rates may not result in the same magnitude of increase in MSME lending
as a similar-sized rate hike would reduce it. This asymmetry can be explained by factors such as risk
aversion among banks, weak demand conditions, or lingering structural barriers to credit access. In
Indonesia’s case, bank lending standards may remain conservative even when interest rates decline,
especially if economic uncertainty is high or if MSMEs are perceived as risky borrowers.

Besides interest rates, the study also examined the role of inflation, exchange rate fluctuations,
and GDP growth in shaping MSME credit growth. Among these, GDP growth emerged as a statistically
significant positive factor, indicating that a favorable macroeconomic environment encourages both
banks and MSMEs to engage in credit activities. Strong GDP growth enhances the repayment capacity of
borrowers and improves banks' confidence in expanding credit portfolios, especially toward smaller,
less capitalized enterprises. Inflation and exchange rate variables were not statistically significant in this
model, suggesting that their direct effect on MSME credit is limited. However, these macroeconomic
indicators may have indirect effects. For example, high inflation could erode purchasing power and
reduce the profitability of MSMEs, thereby lowering their creditworthiness. Similarly, exchange rate
volatility could affect MSMEs engaged in trade, although most Indonesian MSMEs operate in domestic
markets and may not be highly sensitive to currency movements.

While the statistical results provide evidence of a relationship between interest rates and MSME
credit, it is important to interpret these findings in the broader context of Indonesia’s institutional and
financial landscape. One critical issue is the risk perception among banks toward MSME borrowers.
Despite government guarantees and support schemes, many banks continue to view MSMEs as high-risk
due to factors such as incomplete financial records, informal business practices, and lack of collateral.
These constraints limit the effectiveness of monetary policy in reaching the MSME sector, even when
interest rates are favorable. Access to credit among MSMEs is not uniform across regions. In many rural
or underdeveloped areas, MSMEs may lack access to formal banking services altogether. In such cases,
interest rate policy may have minimal practical impact, underscoring the need for complementary
measures such as financial inclusion initiatives, digital lending platforms, and targeted credit programs.

the study reaffirms that Bank Indonesia's interest rate policy significantly impacts MSME credit
growth in Indonesia. While lower interest rates facilitate increased lending, the effectiveness of this
transmission is mediated by macroeconomic conditions, institutional structures, and the risk behavior
of financial institutions. For monetary policy to truly support inclusive growth, it must be harmonized
with broader strategies for MSME empowerment.

4. CONCLUSION

This study investigated the impact of Bank Indonesia’s interest rate policy on credit growth in the Micro,
Small, and Medium Enterprises (MSME) sector over the period 2010-2023. The findings reveal a
significant and negative relationship between the Bl 7-Day Reverse Repo Rate (BI7DRR) and MSME
credit growth, confirming that monetary policy—specifically changes in benchmark interest rates—
plays a crucial role in influencing the borrowing behavior of MSMEs. The results indicate that when Bank
Indonesia reduces interest rates, credit to the MSME sector tends to increase, suggesting that lower
borrowing costs stimulate credit demand and encourage banks to lend more actively to smaller
enterprises. Conversely, increases in the policy rate are associated with contractions in MSME credit,
primarily due to rising borrowing costs and tighter lending conditions. This finding aligns with the
theoretical expectations of the interest rate transmission mechanism and highlights the vulnerability of
MSME:s to monetary tightening. While the study also examined the roles of inflation, exchange rates, and
GDP growth as control variables, only GDP growth showed a statistically significant positive effect on
MSME credit. This suggests that economic expansion enhances the creditworthiness of MSMEs and
strengthens lending confidence among banks. Inflation and exchange rate fluctuations, while
economically relevant, did not exhibit a direct and significant influence on MSME lending during the
observed period. The study emphasizes that although interest rate policy is an important tool for
managing credit conditions, its effectiveness in the MSME sector is influenced by structural factors such
as banking risk perception, credit access barriers, and the financial literacy of MSME operators.
Therefore, monetary policy must be supported by complementary institutional and regulatory
frameworks to ensure inclusive credit growth. Bank Indonesia’s interest rate decisions significantly
affect credit availability in the MSME sector. For monetary policy to fully support MSME development
and broader economic resilience, it must be harmonized with targeted financial inclusion programs,
improved credit infrastructure, and strengthened policy coordination between monetary and fiscal
authorities.
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