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Executive Summary

= The CPI slowed to 5.71% YoY (-0.11% MoM), as declining food prices offset the rather anemic
first- and second-round effects of September’s fuel price hikes.

» Food availability and subdued money multiplier (courtesy of reserve requirement hike) have
helped control inflation despite challenging backdrop.

» Falling rice inventory and high producer prices could still spell trouble later in the year, so
active roles by the government (supply management) and BI (further rate hikes by ~75 bps)
are still needed.

e Consumer price inflation slowed to 5.71% YoY, following a deflationary October (-0.11%
MoM). This was much lower than market consensus (5.98%), but close in line to our estimate
(5.74%). What convinced us of this deflation was the marked decline in the prices of key
foodstuffs, most notably chili, shallot, and rice - the latter following the second (“gadu”)
harvest season.

e This food deflation offset the high prices in administered items, transport, and utilities
following September’s fuel price hikes. It is worth noting, however, that inflation in these
three categories are now plateauing, meaning that the first-round effects of the fuel hike is
at an end.

e With that, the main inflationary impetus is now coming from the second-round effects towards
the broader goods and services basket. Even so, the core inflation only registered a slight
uptick to 3.31% YoY, driven mainly by services such as restaurants and personal care. This
is in line with BI's retail survey, which showed marked increase in recreation and similarly
non-essential expenditures recent months.

e Imported inflation should have risen in September-October, following the Rupiah’s largest
depreciation YTD. But we have not been able to confirm this from BI's wholesale price data
as yet, and at any rate the impact could be somewhat blunted by the decline in consumer
goods imports in recent months.

e If the trend continues, then, this may well prove to be the mildest inflationary episode
following fuel price hikes, compared to 2005, 2008, or 2013-14 - an achievement given the
inflationary pressures that are plaguing most of the world. So what is the secret sauce here?



e One important factor is monetary policy. Since the pandemic, the monetary base (M0) has
expanded as BI became an important buyer of government debt. However, this has been
counteracted by the sharp increase in reserve requirement ratio to 9%, which crimped the
money multiplier. This means a plateauing or slowdown of loan growth in the near future
(versus an estimated 11% YoY in September), which as we know tracks very well with core
inflation.

o Still, the biggest credit has to come from the aforementioned food prices. Indonesia has had
good luck in terms of food production this year, as well as good skill from the government
with regards to inventory and distribution — a far cry from many other countries which has
suffered from increased grains and fertilizer prices related to the Russia-Ukraine War.

e But can this good luck last? There are emerging signs of trouble, particularly for rice. The
Bureau of Logistics (Bulog) has reported surprisingly low inventory of rice in the past week,
while producer prices have zipped much higher compared to retail prices. The government
would have to bridge this gap and purchase more rice to ensure supply through the typically
inflationary months of December and January.

e As such, while we correctly foresaw deflation in October, we maintain a cautious outlook
whereby annual inflation might still grow closer to 6.5% by year end. This, combined with the
strong USD, means BI is likely to hike rates by another 75 bps in November and December.
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Panel 2. Base money growth has been offset by curbing the money multiplier
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Panel 3. Food prices have been declining, but there are troubling signs for rice
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