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 Indonesia’s inflation declined yet again in June to 3.52% YoY, slightly lower than the median 

consensus of 3.62% YoY. Food seems to be the main driver for disinflation last month, partly 

due to the high-base effect from last year’s spike in food prices – but also partly by the 

normalizing prices of commodities such as bird’s eye chilies and cooking oil, while the prices 

of other commodities (with the exception of garlic) remained relatively stable. 

 The decline in food prices suggest that El Nino has not yet been a major challenge to food 

production in Indonesia. Indeed, measurements by the BMKG (Indonesia’s meteorological and 

geophysical agency) showed that Indonesia has not entered Nino-like conditions as per the 

end of June, while warnings of heavy rains remained quite prevalent over the western parts 

of the country. 

 This stands in contrast to the measurements of temperature anomalies across the Pacific and 

Indian Oceans, which point towards a strengthening El Nino. The question about food inflation, 

as such, is still up in the air (quite literally!) – and indeed, the impact of global warming might 

moderate some of the drought that typically ensues in Indonesia during El Nino. 

 Core inflation again contributed to the disinflationary trend, but its decline seems to be 

slowing (2.58% YoY in June compared to 2.66% YoY in May). The global oversupply issue, 

with China at its epicenter, is certainly still present. It is worth speculating, however, if the 

contraction in China’s manufacturing activities in recent months might have eased some of 

the supply-demand imbalance, especially considering a sharp decline in its exports in May. 

 Interestingly, while core goods disinflation is slowing, that for core services seem to be more 

pronounced in June – for items such as personal care and education. The latter could be a 
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Western central banks, the deployment of fiscal spending rather than outright monetary 

stimulus may be favorable at least in the next few months.   
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mere seasonal decline during the end-of-school-year holidays, which likely reverses in the 

next two months as the new academic year begins.  

 Still, even if there might be less potential for core disinflation going forward, there is one 

silver lining for banks: loan growth. As we can see, core inflation and loan growth are closely 

correlated, and the uptick in loans during May could be related to this change in momentum. 

 Assuming that El Nino would not be a major disturbance to food production, an inflation 

reading of around 2% could be plausible by year-end. The path to 2% is quite clear: absent 

any change in energy prices (unlikely given current global price levels), the high-base effect 

from the fuel hike in Sep-22 would evaporate – and it currently contributes around 1.6% to 

the overall inflation rate. 

 This sharp disinflation should maintain the attractiveness of Indonesian bonds and thereby 

provides a buffer against short-term pressures on the IDR. It also gives BI plenty of leeway, 

whether domestic demand turns out to be resilient (as the loan growth suggests) or 

weakening (as our BCA Spending Index suggests – at -16.1% YoY in Jun-23). This is ideal 

given the still-hawkish outlook from Western central banks, which would favor the faster 

deployment of fiscal spending rather than outright monetary stimulus at least in the next few 

months. 
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Source: BPS, calculation by BCA Economic Research 
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Panel 1. Inflation is declining across the board, particularly for food 

Panel 2. Core inflation continues to decline, but at a slower pace 
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Panel 3. With the exception of garlic, food prices remained relatively stable or even decline  

% YoY % YoY 

Panel 4. Inflation has slowed globally, but more noticeably in Asia thanks to Chinese imports 
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Chart 1. Households have spent their accumulated savings from Covid 
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Selected Macroeconomic Indicator 

 
 

Source: Bloomberg, BI, BPS 
Notes: 
^Data for January 2022 
*Data from earlier period 
**For changes in currency: Black indicates appreciation against USD, Red otherwise 
***For PMI, >50 indicates economic expansion, <50 otherwise 
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Indonesia – Economic Indicators Projection 

*Estimated number 

** Estimation of Rupiah’s fundamental exchange rate 
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