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Executive Summary

» The consumer price index increased by 2.64% YoY (0.66% MoM) in March 2022, driven
largely by food prices as Ramadan spending begins to ramp up.

= Loosened price control mechanisms by the government will accelerate the increase in
food prices. However, upward pressure on food inflation could recede after Ramadan as
stable rice prices continue to shield Indonesia from the full brunt of global food inflation.

= Alas, several factors remain that can still push inflation up in the near-term, such as
rising VAT rates and petrol prices. The slowdown in China’s manufacturing activity could
also push retail prices higher up as recovering demand provides producers with leverage
to shift the extra cost onto consumers.

» Despite these inflationary risks however, Bank Indonesia still has ample room to execute
monetary normalization in a gradual manner, as continued government subsidies would
still help keep inflation under control. This however, may be more difficult to pull off in
2023, as the need to keep the budget deficit below 3% would likely push the government
to slash its current subsidies.

e Indonesia’s CPI rose by 2.64% YoY (0.66% MoM) in March 2022. The lion’s share of last
month’s inflation came from the influx of food prices, which made a U-turn after a temporary
decline in February 2022. Fluctuations in food prices have hitherto been key in determining
inflation (Chart 1), especially since energy prices were still relatively quiescent (at least up
to March) thanks to the government’s plethora of price control mechanisms.

e The price control regime for foodstuffs, however, has been greatly loosened last month as the
government raised prices for cooking oil in order to alleviate supplies scarcity. Cooking oil
prices have increased by 29.1% since last month, accompanied by a surge in the prices of
poultry, spices, and soybean products, which are partly driven by global factors — namely, the
war in Ukraine and challenging weather conditions in South America. Unfortunately, such
increases may exacerbate the seasonal inflation that will soon come amid Ramadan and Eid
al-fitr. Such seasonal inflation may in fact have showed up, as evident by the increase in
clothes (2.04% YoY) and passenger transportation services (1.38% YoY) indexes that are
corollary to Ramadan.

e Compared to most other world economies, however, Indonesia may be spared from the worst
excesses of food inflation. This is a function of the stability of global rice prices so far - in
contrast to other staple grains like wheat and corn - as well as the typically idiosyncratic and



temporary (seasonal) nature of spice price inflation. Hence, significant food inflation may be
limited to items such as wheat, sugar, vegetable oil, and poultry (due to rising prices of feed).

Nonetheless, we do expect inflation to continue marching towards the upper bound of BI’'s
target range (2 - 4% YoY) in the next few months. Consumer demand has remained resilient,
which will allow producers/sellers to pass on their rising input costs on consumers, after
having suppressed their margins in previous months. We have also previously described
inflation outlook as dependent on a sort of “waiting game”, with sellers waiting for a “starting
gun” that would allow them to raise prices in a relatively coordinated manner.

The start of Ramadan, coinciding with the aforementioned food inflation and now the increase
in VAT (PPN) rates and gasoline (Pertamax) prices, may be precisely the signal those sellers
have been waiting for. Mathematically speaking, VAT and Pertamax hikes might only add 0.3
- 0.4% to the inflation outlook, and the impact of Pertamax in particular will be cushioned by
its relatively low consumption share and the potential switch towards lower-grade gasoline
(Pertalite). However, the compounding “coordination game” may lead to an increase in
inflation beyond those theoretical numbers, and therefore we should see some kind of market
intervention by the government, especially for key foodstuffs.

Beyond that, we would also expect core inflation to rise further alongside credit growth, while
imported inflation due to supply-chain disruptions - which had begun to ease at the start of
the year - seems to be picking up as a consequence of renewed lockdown in China. Indeed,
manufacturing activities in China has contracted once more (Chart 2), while shipping costs
are soaring at the same time.

All in all, we maintain our view that Indonesia " .
Indonesia may be spared

will see lower inflation for the year, as compared
to other emerging economies or even advanced from the worst excesses of
economies such as the US and Europe. Aside food inflation, thanks to
from the aforementioned rice/spice factor, we stable rice prices and

have not seen much signs that the government temporary nature of spice
will bring local energy prices in line with global

price inflation”.

prices, beyond several (mostly high-end) items
such as Pertamax. On the contrary, it has now moved to explicitly subsidise Pertalite - a
measure that is made possible by the emergency relaxation of fiscal deficit which still applies
this year.

This would allow Bank Indonesia to execute their normalisation plan in a more gradual
manner, a policy stance that is also supported by the current account surplus that makes it
less dependent on the global liquidity tightening set forward by the Fed. Thus, a 50 bps hike
in BI 7D-RR is still the likeliest scenario for 2022 despite the mounting global risks.

However, should oil prices to remain around 90 - 120 USD/bbl or above beyond 2022, the
government would need to rethink their position regarding domestic petrol prices, considering
that the budget deficit needs to be kept below 3% come 2023. Hence, some measures to curb
demand level might be needed to combat the inflation risk, which could force BI to take a
more hawkish stance next year.



Chart 1. Inflation in 2022 have largely been driven by foodstuffs, while recovering
demand also help to push up core inflation
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Chart 2. On the other hand, downturn in manufacturing activity in China

Could exacerbates the cost-push inflation
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Selected Macroeconomic Indicator
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Indonesia - Economic Indicators Projection

2017 2018 2019 2020 2021 2022E

Gross Domestic Product (% YoY) 5.1 52 5.0 -2.1 3.7 5.2
GDP per Capita (US$) 3877 3927 4175 3912 4350 4640
Consumer Price Index Inflation (% YoY) 3.6 3.1 2.7 17 1.9 3.7
Bl 7 day Repo Rate (%) 4.25 6.00 5.00 3.75 3.50 4.0
USD/IDR Exchange Rate (end of year)** 13,433 14,390 13,866 14,050 14,262 14,660
Trade Balance (US$ billion) 11.8 -8.5 -3.2 21.7 353 35,7
Current Account Balance (% GDP) -1.6 -3.0 2.7 -04 0.3 0.5

* Provisional numbers for 2021

** Estimation of Rupiah’s fundamental exchange rate
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DISCLAIMER

This report is for information only, and is not intended as an offer or solicitation with respect to the purchase or sale of a security. We deem that the
information contained in this report has been taken from sources which we deem reliable. However, we do not guarantee their accuracy, and any such
information may be incomplete or condensed. None of PT. Bank Central Asia Tbk, and/or its affiliated companies and/or their respective employees and/or
agents makes any representation or warranty (express or implied) or accepts any responsibility or liability as to, or in relation to, the accuracy or
completeness of the information and opinions contained in this report or as to any information contained in this report or any other such information or
opinions remaining unchanged after the issue thereof. The Company, or any of its related companies or any individuals connected with the group accepts
no liability for any direct, special, indirect, consequential, incidental damages or any other loss or damages of any kind arising from any use of the
information herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication thereof, even if the Company
or any other person has been advised of the possibility thereof. Opinion expressed is the analysts’ current personal views as of the date appearing on this
material only, and subject to change without notice. It is intended for the use by recipient only and may not be reproduced or copied/photocopied or
duplicated or made available in any form, by any means, or redist ted to others without written permission of PT Bank Central Asia Tbk.

All opinions and estimates included in this report are based on certain assumptions. Actual results may differ materially. In considering any investments
you should make your own independent assessment and seek your own professional financial and legal advice. For further information please contact:
(62-21) 2358 8000, Ext: 20364 or fax to: (62-21) 2358 8343 or email: ahmad rizki@bca.co.id
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