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 Inflation surged to 3.05% YoY (0.52% MoM) in Mar-24, substantially higher than consensus 

(2.91%). As has been the case in recent months, foodstuffs were the primary driver of 

inflation, contributing nearly 80% of the monthly increase in prices. 

 Of this, about two-thirds came from rice, eggs, and chicken, where the unfortunate supply 

problems collided with the heightened demand during Ramadan and the upcoming Lebaran 

festivities. This was almost in line with the worst-case scenario that we envisioned a while 

ago, although fortunately things are likely to improve from here on out. The harvest season 

(“panen raya”) is finally commencing after some delay, while El Niño conditions – which led 

to the delay in the first place – is finally abating. 

 Core inflation also experienced a slight uptick to 1.77% YoY (Feb-24: 1.68% YoY), albeit still 

on the low side compared to a few months ago. The media is usually quick to attribute this 

increase in core inflation to improved consumption, but the reality might be more nuanced 

than that. Indeed, depending on how one looks at it, consumption might be a half-full or a 

half-empty glass. 

 On the “half-full” side: consumption by low-income groups – chiefly consisting of basic needs 

and secondary items such as new clothing for Lebaran – appear to be robust. This is boosted 

by the large amounts of cash in circulation, thanks to government social assistance and the 

recent disbursement of seasonal bonuses (THR). Strong demand for cash can also be seen 

from the still-large spread between overnight money market rates (Indonia) and the “floor” 

of BI’s monetary corridor (deposit facility/DF). 

Executive Summary 

 Inflation surged to 3.05% YoY (0.52% MoM) in Mar-24, primarily driven by food prices (rice, 

eggs, and chicken) due to supply issues exacerbated by heightened demand during Ramadan 

and upcoming Lebaran festivities. 

 Core inflation experienced a slight uptick to 1.77% YoY, indicating strong consumption among 

low-income groups, amid concern over weak durable consumption that probably reflects the 

pattern of upper- and middle-class conservative spending. 

 BI is anticipated to adopt additional measures to boost growth, possibly by expanding 

macroprudential incentives (KLM). However, weak deposit growth resulting from low 

commodity prices suggests that overt easing through the BI Rate is unlikely until the Fed 

initiates rate cuts. 
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 On the “half-empty” side, however, there has been a lot of hand-wringing over the weakness 

of durable goods consumption, which also suppressed the growth in consumer loans. This 

probably reflects the pattern of upper- and middle-class spending, which has become a lot 

more conservative since the second half of 2023. Recent reporting has often focused on the 

decline in small-size savings account as a sign of weakening purchasing power; in our view, 

however, the growth in large accounts – and especially time deposits – are equally (if not 

more) revealing about the nature of the consumption slowdown. 

 Given the implications on growth, BI should favor more stimulus in the short-term. However, 

this bumps up against the reality of heightened inflation (however temporary) and stronger 

US Dollar, as the market continues to downgrade the chances of Fed easing this year, making 

an early BI Rate cut a dicey proposition. The easiest path – as we have often argued before 

– is for BI to loosen the reserve requirement ratio (RRR), given the wide gap between bank 

lending and deposit growth rates. 

 As it turns out, BI seems likely to choose an even cleverer solution – widening its existing 

macroprudential incentives (KLM) such that the effective RRR is much lower than the 9% rate 

that is currently in place. Under KLM, banks are allowed certain discounts on their RRR if they 

successfully meet BI’s lending target in areas such as mineral downstreaming or SME loans, 

which are in line with government priorities. 

 Last year, BI reported that its KLM incentives had led to roughly 2% of bank deposits being 

“freed” from reserve requirement – which banks can then utilize to lend or to purchase 

government debt (SBN). This year, it is quite likely that these incentives would be widened 

further, meaning that the effective RRR would probably lie between 5-6%. We expect this 

policy to be announced in the upcoming BI policy meeting(s), and it is likely to be an easy 

“win-win” solution – for lending and GDP growth, for bank profits, and for SBN demand. 

 Still, there is no quick fix to the fundamental problem, namely the weak deposit growth which 

– as we hinted in today’s The Focal Point – can largely be attributed to declining corporate 

revenues due to weak commodity prices. The bitter truth, of course, is that Indonesia remains 

a commodity-dependent economy, but the impact of low commodity prices was typically 

mitigated by lower global interest rates which allows BI to ease policy accordingly.  

 As long as the Fed persists with its tight(-ish) policy, however, the commodity cloud contains 

little silver linings for Indonesia. For this reason, we cannot expect any overt easing (via BI 

Rate) until the Fed begins to cut rates, and macroprudential tools such as KLM remains BI’s 

best bet to bolster growth in the short-term. 
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Source: BPS, calculation by BCA Economic Research 

  

 
Source: BI, OJK, BCA big data, calculation by BCA Economic Research 
 

Panel 1. Inflation increased mainly due to the foodstuffs category  

Panel 2. Core inflation posted a limited gain, and is expected to increase further  
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Source: Ministry of Trade, BPS 

 

Source: BI, Bloomberg 

Panel 3. Among the foodstuffs category, rice prices increased the most  

Panel 4. Slower global disinflation is evident in the rising trend of Indonesia’s imported WPI 
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Selected Macroeconomic Indicators 

 
 

Source: Bloomberg, BI, BPS 
Notes: 
*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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