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Inflation slowdown in July supports October rate cut 
scenario  

Indonesia's CPI inflation slowed down to 3.1% yoy in July (Jun: 3.5% yoy), driven 
mainly by a sharp decline in food price inflation to 0.3% yoy (Jun: 1.5% yoy), 
which itself was caused by the government’s food price intervention amidst El 
Niño uncertainty. According to our El Niño indicator, Indonesia might face a 
weak El Niño with a food price inflation scenario of 1-4% at the end of the year. 
This will allow Bank Indonesia to cut BI 7DRRR by 2X25 bps in 4Q23 to 5.25% to 
reduce the floor limit of INDOGB 10Y and 3Y yields. In our opinion, 7DRRR cuts 
are necessary to maintain the momentum of foreign inflow into the bond 
market. Thus, the stability of the Rupiah exchange rate in 2H23 will be more 
secure amid the possibility of a current account reversal from surplus to a deficit 
of -0.6% of GDP. 

CPI inflation fell to 3.1% yoy in July (Jun: 3.5% yoy; Cons: &SSI: 3.1% yoy). 
Meanwhile, core CPI inflation fell to 2.4% yoy (Jun: 2.6% yoy; Cons & SSI: 2.5% 
yoy). The decline in headline inflation (-0.44 percentage points), which was 
larger than core inflation (-0.15 percentage points) was caused by the 
slowdown in food price inflation to 0.3% yoy (Jun: 1.5% yoy). 

The sharp decline in food price inflation was caused by two factors; the 
government's intervention to stabilize food prices in anticipation of El Niño, 
and uncertainty about when El Niño would come. Although the National 
Weather Service (NWS) had announced the formation of El Niño on June 8 
(NOAA declares the arrival of El Nino), the Southern Oscillation index (SOI) 
shows a reversal in the indicator to the positive zone at the end of June (see 
Chart 1). Responding to this situation, the Australian Bureau of Methodology 
(BoM) maintained its El Niño outlook at ‘alert’ level with a probability of 70%. 
(ENSO outlook). If the El Niño is relatively weak (just like in 2009-10) and the 
government continues its food price intervention, we project food price 
inflation to remain under pressure, staying within the range of 1-4% 
throughout the rest of the year (3-6% if the El Niño is moderate, just like in 
2002-03). 

We are of the view that inflation will fall below 3% in September as the impact 
of energy inflation fades away (from ~10% yoy to 3% yoy), followed by a 
slowdown in transportation inflation, which is a ‘derivative effect’ of the 
subsidized fuel price hike in September 2022. Based on our observations, Bank 
Indonesia has anticipated this condition by announcing its FY24 inflation target 
of 2.5±1%. Taking this into account, we maintain our projections for 7DRRR cuts 
(starts in October) with a total cut of 2X25 bps to 5.25% (see Table 1 and Chart 
2). 

In our opinion, 7DRRR cuts are necessary to reduce the floor limit of INDOGB 
10Y and 3Y yields. At the moment, the yields on these two instruments have 
touched their respective lower limits (JIBOR 1M for INDOGB 10Y and JIBOR 1W 
for 3Y) [see Chart 3 and 4]). If BI choose not to address this problem through 
interest rate cuts, it will be difficult to maintain foreign inflow momentum into 
the Indonesian bond market throughout 2H23, which may hurt rupiah 
exchange rate, particularly with the reversal of current account surplus to a 
deficit of -0.6% of GDP in 2H23 (see Table 1). We believe BI now holds the key 
to maintain foreign inflow momentum into the bond market (see Chart 5). 

 

Inflation by Expenditure Category, yoy June July

Headline inflation 3.5% 3.1%

Headline inflation, mom 0.14% 0.12%

Food, beverages and tobacco 2.9% 1.9%

Clothing and footwears 1.5% 1.4%

Housing, utilities and household fuels 2.5% 2.0%

Equipment and houselhold maintenance 2.6% 2.4%

Health 2.6% 2.7%

Transportations 10.2% 9.6%

Telecommunication and financial Service -0.2% -0.2%

Recreation, sport and culture 2.2% 2.0%

Education 2.8% 3.1%

Accomodations and restaurants 3.3% 3.1%

Personal care and other services 4.3% 4.0%

Inflation by Volatility Level, yoy

Core inflation 2.6% 2.4%

Administered price inflation 9.2% 8.4%

Volatile good inflation 1.2% 0.0%

  - Energy 11.4% 10.5%

  - Foods 1.5% 0.3%

Inflation by Sector, yoy

Wholesale price Inflation 3.9% 3.6%

  - Agriculture 2.8% 2.6%

  - Mining and Quarrying 8.2% 6.4%

  - Manufacturing 4.1% 3.7%

Manufacturing PMI 52.5 53.3

Source: BPS, SSI Research

Indonesia Inflation Indicators

https://www.weather.gov/news/230706-ElNino#:~:text=June%208%2C%202023%20%2D%20The%20expected,of%20the%20National%20Weather%20Service.
http://www.bom.gov.au/climate/enso/outlook/#tabs=ENSO-Outlook
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Table 1. SSI Macroeconomic Forecast Table  

Source: SSI Research. 

Chart 1. SSI’s El Nino Watch 

Source: NOAA, SSI Research 

Chart 2. SSI’s Fed Rate and BI’s 7DRRR Projection 

Source: BEA, BLS, Bloomberg, SSI Research 

Indicators (% yoy) 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23F 3Q23F 4Q23F 1Q24F 2Q24F 3Q24F 4Q24F FY22 FY23F FY24F

Real GDP (NSA % qoq) (1.0) 3.7 1.8 4.0 (0.9) 3.4 1.7 0.6 (0.8) 3.5 1.4 0.8

Real GDP 5.0 5.4 5.7 5.0 5.0 4.6 4.5 4.7 4.8 5.0 4.7 5.0 5.3 4.7 4.9

Unemployment rate (% nsa) 5.8 5.8 5.9 5.9 5.5 5.5 5.4 5.3 5.2 5.1 5.1 5.0 5.9 5.3 5.0

Consumer price 2.6 4.4 6.0 5.5 5.0 3.5 2.4 2.6 2.7 3.1 3.3 3.3 5.5 2.6 3.3

Current account balance (% to GDP) 0.2 1.1 1.3 1.3 0.9 (1.3) (0.9) (1.1) (0.7) (1.9) (1.3) (1.6)

   12M rolling sum 0.4 0.9 0.8 1.0 1.2 0.5 (0.1) (0.6) (1.1) (1.2) (1.3) (1.4)

Fiscal balance (% to GDP) 0.1 0.5 0.3 (2.4) 0.6 0.7 (1.3) (2.5) (0.7) (1.3) (1.9) (2.6) (2.4) (2.5) (2.6)

Policy rate, 7 day reverse repo rate (%) 3.50 3.50 4.25 5.50 5.75 5.75 5.75 5.25 4.75 4.25 4.25 4.25 5.50 5.25 4.25

10-year government bond yield (%) 6.74 7.22 7.37 6.94 6.79 6.26 6.20 6.00 5.80 5.50 5.70 5.60 6.94 6.00 5.60

Exchange rate (USD/IDR) 14,369 14,898 15,228 15,568 14,995 14,993 14,700 14,900 15,000 14,900 14,800 14,700 15,568 14,900 14,700
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Chart 3. Samuel’s Short-term SBN Yield Indicator 

Source: Bank Indonesia, IDX, Bloomberg, SSI Research. 

Chart 4. Samuel’s Long-term SBN Yield Indicator 

Source: Bank Indonesia, IDX, Bloomberg, SSI Research 

Chart 5. YTD Accummulative Net Foreign Flow to Indonesia Capital Market 

 

Source: BOE, Bloomberg, SSI Research 
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