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SEADI-11-R020
MEMORANDUM

	DATE
	:
	18 September 2011

	TO
	:
	File

	FROM
	:
	Jaime Mezzera

	CC
	:
	Gus Papanek, Tim Buehrer

	SUBJECT
	:
	Ramadan, Lebaran, and the Welfare of the Poor


A common concern is that price increases during Ramadan disproportionally hurt the poor who can least afford to pay more for important goods like food and clothing.  This memorandum addresses the question as to whether this places a significant burden on the poor generally and specifically this year.  

The headline inflation rate for August 2011, the month of Ramadan, was 0.93 per cent. Within it, food prices rose by 1.07%, with rates of inflation of 1.07% for raw foods and of 0.46% for prepared foods. In turn, the “clothing” component rose by 3.07 percent basically because the statistical group includes jewelry, strongly affected by the price of gold; whereas inflation for actual clothing was very low indeed as clothing is a tradable good in which supply is very elastic due to timely imports from China for this anticipated date.

While inflation for August was somewhat high, it must be noted that in general, the year 2011 has shown low inflation, mostly due to the worldwide reduction in food prices and the behavior of the rupiah exchange rate, which in August 2011 had appreciated by about 4.5 percent over the exchange rate a year earlier.  Monthly inflation rates in the 12 months prior to Ramadan and Lebaran, averaged approximately 0.35 per cent, so inflation in the month of the festivities –as has been usual- is close to two thirds of a percentage point higher than the year’s monthly average.
 Since 1987, the average of the difference between the month of Lebaran and the average of the other 11 months, has indeed been about two-thirds of a percentage point, but differences over the years have been large, ranging from a maximum of over 3 per cent in 1999 to negative values (average month higher than Lebaran) in 1994, 1997, 2005 and 2010
In other words, inflation in 2011 has been low, inflation during the month of festivities has as usual been higher than in previous months, and damage to the welfare of the poor, at the observed rate of inflation, was likely quite small.

Examining the issue more generally, it is conventional wisdom that:

a) prices increase rather sharply around the dates of the Ramadan and Lebaran,

b) the prices that most rise during the period of Ramadan and Lebaran are firstly for food and secondly for garments; 

c) food and clothing are a larger component of the consumption of the poor than of other groups; and
d) the Muslim faith has a very strong component of love and respect for the underprivileged and seems to more often translate that into effective action than do other religions.

These four components of conventional wisdom do not hang well together. If simultaneously true, the first three would point to the festivities being a period during which the poor are punished by rising prices of their main consumption items, very contrary to religious mandates.

In addition to the low rate of inflation for August 2011, it is my belief that even for high inflation years there are mitigating circumstances related to point d) above that significantly reduce the negative impact of the price increases on the welfare of the poor. 

For the time being, it is not possible to quantify the exact strength of either the negative or the mitigating circumstances surrounding Ramadan and Lebaran, but in the rest of this memo, I will provide some rough estimates that suggest that price rises during Ramadan are significantly offset by other factors.

Food prices increase during Ramadan because demand rises significantly for non-traded goods such as the culturally-determined specialty foods that are consumed both during Ramadan (before and after the fasting hours) and Idul Fitri itself, which are produced in the country rather than imported. Indonesia does not import its culturally-defined foods and drinks, which have to contain a large component of sugar to counteract the physical effects of fasting. This is backed up by the import data that do not show anything that resembles an import spike of such foodstuffs before or during the festivities. 

Prices for clothing, that do have an increasingly traded-goods component –as China participates as an ever-larger player in that market- and are not as perishable as food is, do increase much less than prices for foodstuffs.  The clothing inflation figure actually being one half of the one for food at the latest available estimate
 which is what has to be expected for a demand surge that is anticipated well in advance.

Three mitigating circumstances are as follows.

Firstly, virtually all the foodstuffs (albeit using imported components such as sugar and some flours) and much of the clothing –mainly batik- are produced domestically and, of course, sold domestically, so many poor and near-poor workers and peddlers derive profit from such activities. In fact, in 2011 small and medium enterprises did extremely well during these festivities, their sales growing by a factor of at least 2 as compared to normal periods.
Second, foods consumed during the festivities are a wide variety, ranging from expensive sophisticated cakes for the rich to very low-priced but sweet food and drink sold on the sidewalks of the cities and towns. Some middle income consumers are said to daily spend up to 100 thousand Rp., equivalent to some 12 dollars, every evening when socializing with friends for Buka Puasa. Consequently, the largest price rises during the Idul Fitri period are mainly in beef, eggs and chicken, as well as dates, all of which are unlikely to be very important in the budget of the poor, whereas increases in the price of rice, which would be very damaging to the poor, did not show a strong seasonal connection.  Thus, the CPI figure for “food and drink”, an average, may well rise driven up by demand by the middle and upper classes, leaving poor people’s main staples rather untouched by the inflation.

Finally,”some 15 million Indonesians are expected to travel to celebrate Idul Fitri in their hometowns this year,(...), a 4.14 percent increase from the 14 million people last year”
, National Police spokesman Insp. Gen. Anton Bachrul Alam said the week before Idul Fitri. It is a well-known fact that the formal-sector wage earners receive their 13th monthly wage during Ramadan so that it can be used to give presents to less economically fortunate family and friends back home as well as to give money outright to them.
 It is no coincidence that the Central Bank announced that the amount of currency circulating during Ramadan would show a 12 percent increase. 
It can be estimated that the total monthly wages of formal sector workers amount to a very large proportion of the estimated total income of the 40 per cent poorest rural dwellers, presumably the prime receivers of these presents.
  Essentially, this means that the presents of those mostly non-poor formal-sector employees who went to work in urban areas and did well, might add income equal to the  monthly income of the  poorest 40 per cent of rural dwellers.  This would be a huge addition, well beyond the impact of food price increases on the welfare of the poor. 

� “Historically, the CPI index for Indonesia rises about two-thirds of a percentage point more than normal in the period right before Idul Fitri”; The quote comes from a Harvard Institute for International Development (HIID) report to the Coordinating Minister for the Economy, 1995. 





� As often happens, a broad definition such as “clothing” includes (even if restricted to clothing itself) cultural clothing such as batik, which is largely produced and traded at home, along with westernized items such as jeans and, even more so, ornate ladies’ dresses from the top “couturiers” abroad, that are very likely to be imported and therefore should experience no significant price rise in a competitive or even oligopolistic market.


� The Jakarta Globe, August 29


� Buying new clothes for the family and giving gifts of money and clothes to loved ones is also customary during the month. 


� This is in addition to the compulsory giving of 35 thousand rupiah a year which has been mandated by religion to be given annually at Lebaran but has become severely eroded by inflation over time. However, this is not to be confused with yet another compulsory giving, 2.5 per cent of every earner’s income, which is to be given monthly and has no direct bearing on the issue of the festivities. 
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