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Indonesia 

Nikkei Indonesia PMI points to faster growth, but also higher cost pressures

 Manufacturing PMI rises to 51.7 in May, highest in 

nearly two years 

 Inflationary pressures intensify, largely due to a 

weaker rupiah 

Growth in the Indonesian manufacturing sector picked 

up slightly midway through the second quarter, 

according to the Nikkei PMI surveys, setting the sector 

on course for its strongest quarterly expansion for four 

years. However, the surveys also point to sharp cost 

pressures, largely driven by the depreciation of the 

rupiah. 

Improved growth 

The headline Nikkei Indonesia Manufacturing PMI™ 

edged up from 51.6 in April to 51.7 in May, signalling 

only a modest improvement in the health of the sector. 

May data took the average PMI reading so far for the 

second quarter to the highest since the second quarter 

of 2014. 

Survey data suggested that growth was driven by 

robust expansions in both output and new orders, 

though the upturn failed to boost hiring in the 

manufacturing sector. Part of the reason for the 

weaker labour market was on-going spare capacity in 

the sector, as indicated by a further decline in firms’ 

backlogs of work. 

Rate hikes to stabilise rupiah 

However, of particular concern in May was a stronger 

rise in input costs. While higher global prices for raw 

materials (notably oil) pushed up costs, inflation was 

largely driven by a sharp depreciation of the rupiah, 

according to survey evidence. The rupiah lost 1.8% 

against the US dollar in May, and breached the 

psychological level of 14,000. 

In response to a sharply weaker currency, Bank 

Indonesia raised its policy rate twice within two weeks 

in May from 4.25% to 4.75%, with the second hike 

announced at an additional monetary policy meeting 

called by the new governor soon after taking office.
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The PMI’s gauge of input prices can provide clues as 

to changes in monetary policy at the central bank. 

When the input price index reaches a certain level, the 

increase in price pressures signalled is consistent with 

Bank Indonesia tightening monetary policy. In May, 

input costs rose at a rate not seen since late 2015, 

reaching the trigger point for higher interest rates. 

Average selling prices meanwhile showed the largest 

increase for nearly two-and-a-half years, which could 

feed through to consumer inflation in coming months. 

With the focus on curbing rupiah volatility, the central 

bank said it is prepared to move again to ensure 

stability in the currency. However, further rate hikes 

over such a short period of time could hurt economic 

activity in the country. As such, the next PMI release 

on 2
nd

 July will provide more clarity about the initial 

impact of recent rate hikes. 

Indonesia PMI Input Price Index v policy rate changes 
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