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Executive Summary

The consumer price index rise by 5.95% YoY (1.17% MoM) in September 2022, lower than

consensus expectations of 6.00% YoY, driven by retail fuel price hike but alleviated by

deflation in most food stuffs

= La Nina anomaly across the Pacific boost rainfall, contributing to increased crop yields. On the
other hand it also disrupts the supply of coal, further boosting coal prices which benefit
Indonesia’s trade surplus. Furthermore, Fed rate hikes result in stronger USD, potentially
triggering higher imported inflation and spouts of Rupiah depreciation.

= BI policy would be aimed at alleviating Rupiah depreciation rather than inflation per se as food
related inflation will remain low. However the risk of wage-price spiral could push BI to
increase its policy rate by 75 - 100 bps by the end of the year.

» However the real unpredictability lies in the global factors (the Fed, money markets and

geopolitical developments) and the key tradeoff is between low rates and strong Rupiah. BI is

likely to keep a balance between the two goals and further interventions in the FX and bond

markets are expected.

¢ Indonesia’s consumer price index (CPI) leapt by 5.95% YoY (1.17% MoM) in September 2022,
only slightly lower than consensus of 6.00% YoY. The increase was obviously the result of fuel
price hikes earlier in the month, which manifested itself especially in higher transportation
costs (8.88% YoY, 1.08% MoM). The risk, however, is mitigated by food deflation — continuing
from August — which saw the prices of most foodstuffs declining with the notable exception of
rice. Meanwhile, core inflation continues to creep up to 3.21% YoY, in line with our
expectations that fuel price hike would “leak” to some extent towards core items.

e The continuing La Nina temperature anomaly across the Pacific, which is expected to persist
into 2023, boosts rainfall and therefore crop yields in the Asia-Pacific region (Indonesia
included), even as it causes mediocre yield for crops that are mostly grown in the Western
hemisphere (such as corn and wheat). The high precipitation also contributes to disruption in
coal mines across Australia and Indonesia, further pushing up coal prices amid high demand
from Europe. As such, La Nina has proven to be a boon for Indonesia by lowering inflation
and bolstering the current account surplus, even if it is a net negative for the rest of the globe.

¢ However, this does not mean a smooth ride going forward - far from it. The Fed’s attempt at
bringing down inflation by hiking rates has had the effect of strengthening the USD, and the



pace of such appreciation has only accelerated in September. Even Rupiah, one of the best-
performing Asian currencies this year thanks to the aforementioned CA surplus, were not
immune to the pressure, with USD/IDR breaching 15,300 recently. As such, whatever
disinflation the US has successfully wrought - e.g. through the lowering of oil prices - has not
been enjoyed by most other countries, and imported inflation at double-digit rates may remain
a problem for the foreseeable future.

In this situation, then, the focus of BI policy will be aimed squarely at alleviating the USD
pressure, rather than trying to curb inflation per se. The food deflation gives policymakers
leeway in continuing to pursue growth without sparking too high of an inflation, although we
should remember that the full impact of the fuel price hike has not been borne out by the
current inflation numbers. There is likely to be second- or even third-round effects, as the
higher cost of transport is passed on retail prices, and especially as higher inflation translates
into demand for higher wages next year. Such potential wage-price spiral is why the
inflationary effects might only be fully priced-in either at the end of this year or early next
year.

Still, this increase in inflation (perhaps to 7+0.5% YoY) is mostly expected by BI, and would
require nothing extraordinary relative to previous rate hike cycles when it typically raise rates
by 150-175 bps. The real unpredictability lies in the global factors — especially pertaining to
the Fed, global money markets, and geopolitical developments - and the key tradeoff is
between maintaining low rates or strong Rupiah. We expect BI to try and keep a reasonable
balance between the two, and in the meantime further interventions in the FX (spot/forward)
and bond markets plus tightening in the export proceeds regulations are to be expected.



Chart 1. Higher inflation in September due to government-administered fuel price hikes but
alleviated by recent drop in food price
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Chart 2. Rupiah depreciation push whole price index for imported goods higher
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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: arief darmawan@bca.co.id
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