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Indonesia’s central bank bucks rate hike
trend amid tame inflation
Bank Indonesia kept rates untouched noting that inflation remains
within target

Bank Indonesia
Governor Perry Warjiyo
has hinted that he will
consider tightening
policy if inflation
becomes a problem

3.5% BI policy rate

As expected

Bank Indonesia holds rate steady despite global tightening
cycle
Indonesia’s central bank kept its policy rate at 3.5%, in line with market expectations. Bank
Indonesia Governor Perry Warjiyo pointed to manageable inflation as the main reason for the
pause as the central bank hopes to deliver additional support for the economy’s recovery. BI
expects the recent uptick in inflation to weigh on global growth, likely a factor in its decision to
extend support to the economic recovery.    
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Core inflation is currently at 2.6%, comfortably within BI’s inflation target for the year. Subsidies
and the recent palm oil export ban have helped keep a lid on price pressures of late, but recent
pressure on the Indonesian rupiah signals that the door to keeping rates untouched may be
closing. Given the current inflation readings, BI can afford to extend policy support to the economy
for a bit longer but we expect Warjiyo to change his tune should core inflation edge higher to the
4% top-end of the inflation target.   

BI on hold as inflation remains manageable and within target

Source: Badan Pusat Statistik

Dovish BI points to sustained weakness for IDR
The rupiah has been hit hard of late given the disparity in central bank disposition. The Fed hiked
aggressively at its last meeting and signalled even more rate hikes at the next policy meeting,
which is in direct contrast to the dovish stance taken by BI. To BI’s credit, inflation has remained
relatively well-behaved and has yet to breach its inflation target. 

With the current dynamic expected to remain in place, we expect IDR weakness to continue in the
near term until BI finally decides to adjust monetary policy, possibly in the second half of the
year. IDR weakness may be capped by the partial resumption of palm oil exports which could push
the trade balance to a wider surplus but the currency will likely face pressure should the Fed follow
through with aggressive tightening at its July meeting.   

Author

Nicholas Mapa
Senior Economist, Philippines
nicholas.antonio.mapa@asia.ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING

mailto:nicholas.antonio.mapa@asia.ing.com


THINK economic and financial analysis

Snap | 23 June 2022 3

does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

http://www.ing.com

