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Another Uptick

Indonesia’s inflation spike to add to rate hike impetus

« The headline inflation for Indonesia in June came in at 4.35% yoy, higher
than estimates, higher than May’s 3.55%, and marking the fastest pace since
June 2017. Not surprisingly, the spike has been driven by food prices, which
posted a sharp gain of 8.3% yoy, vs. 5.6% before, driven by weather effect.
That is even before the global food price uptick has been passed through to
consumers, as the statistics chief reckoned in a press briefing today.

As concerning as the increase in headline prices might have been, the effect
on inflation expectations may be more impactful, considering how the
subset of items that consumers pay for on a regular basis has gone up even
more. By our “Everyday” CPI calculations — as detailed further in our Jun 2"
report, “Expensive Everyday” — the inflation rate for these prominent items
has gone up to as much as 5.67% yoy in June, compared to 4.45% in May.

Overall, the fact that prices facing Indonesians remain susceptible to more
upticks is another reminder that inflation is an issue and, as noted before,
raising policy rate remains an important toolkit to remedy the situation
especially when it comes to keeping inflation expectations better anchored.

Now, with Bank Indonesia’s meeting on Jul 21% in mind, will the June
inflation trigger it to start hiking finally? It is still not clear-cut, partly because
even though core inflation has gone up to 2.63% from 2.58%, it is not a
massive uptick. Hence, Bl may continue the narrative that the inflation is a
supply-led rather than demand-led. Indeed, in a parliamentary hearing today,
the governor reiterated as much, saying that it is not in a hurry to raise rates.

Given the relative weakening in Rupiah in recent days, the odds that Bl’s
thinking might change in the coming weeks cannot be dismissed. However,
as a baseline, as much as we may think that it is better to move earlier
rather than later, Bl remains unlikely to tweak its rate immediately, but
would opt to wait for another month of inflation reading before starting the
hikes in August. We see the policy rate going up by 75bps in total in 2022.
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Source: OCBC, Bloomberg, CEIC. Note: “Everyday” inflation index is a subset of the CPI basket focusing on daily necessities, such as food,
fuel, electricity and water supply costs. Please see our Jun2 report “Expensive Everyday” for details.
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