
For professional investors and advisors only 

 

 Indonesia 1 

 

 

Indonesia 
Market Commentary 
July 2017 

Macroeconomics 

Trade balance recorded a surplus of 
USD 1.6bn in June 2017, much larger 
compared to consensus expectations 
of USD 0.7bn. Both imports and 
exports expectedly declined, but the 
magnitude of the imports decline 
was quite big. Imports contracted by 
17% year-on-year (yoy) with capital 
goods leading the charge. 
Meanwhile, exports fell by 12% partly 
due to commodity price 
normalization. Overall the second 
quarter 2017 trade surplus 
decreased to USD 3.5bn from USD 
4.1bn in the previous quarter. 

Although foreign exchange reserves 
declined to USD 123.1bn in June 2017 
from USD 125bn in May, economists 
were not alarmed as historically the 
end of the second quarter tended to 
have higher demand for foreign 
exchanges due to debt payment and 
income repatriation. The remainder 

of the year should bring 
opportunities for the reserves to 
fatten up again. Bank Indonesia 
plans to issue a Euro bond worth 
USD 2-3bn in the second semester of 
2017 and there is a probability that 
the government will conduct pre-
funding for 2018 expenditures. The 
mechanism remains the same, high 
foreign reserve lowers external risks 
which often results in a stable 
exchange rate or even currency 
appreciation in certain cases. This 
held true for July 2017 as the Rupiah 
closed the month essentially flat at 
13,325 against the USD and 
continued to display a degree of 
stability that has not been seen in 
recent years. 

Inflation eased to 0.22% in July 2017, 
in-line with market expectations. In 
annual terms, inflation eased to 
3.88% from 4.37% as food prices and 

transportation tariffs normalized 
post festivity period. There was also 
the loss of impact from the electricity 
tariff hike which ended in June. 
Ultimately, the Central Bank 
maintained the benchmark rate at 
4.75% for the ninth consecutive 
month, also aligned with market 
expectations.  

The 2017 revised budget was 
approved with several positive 
changes. Firstly, tax revenue growth 
assumption was revised down to a 
relatively more realistic figure of 
14.6% from initially 16.6%. Secondly, 
subsidy spending was allocated a 3% 
decline on a yearly basis. And thirdly, 
ministerial spending was allocated a 
large increase of 66% which should 
translate to higher productive 
spending such as infrastructure.  

Equity 

Market Update 

The Jakarta Composite Index (JCI) 
gained 0.2% in July 2017 to bring the 
index to 5,480. The second-quarter 
financial statements released were 
relatively weaker than expected 
which has a relatively muted effect in 
the index. Foreign outflow recorded 
at IDR 798bn in July, bringing the 
total foreign inflow to IDR 6.7tn (USD 
500bn) since January 2017. The best 
sector performers were Mining and 
Finance, which gained 5.6% and 
3.4%, respectively. Mining was 
propelled by the rally of coal 
companies as Newcastle future 

contracts spiked up due to supply 
disruption in Indonesia and strong 
summer demand from the Northern 
hemisphere. Meanwhile, the Finance 
sector owed their positive 
performance to signs of stabilizing 
asset quality indicators. On the other 
hand, the Miscellaneous sector fell by 
8.7% and was the biggest loser on 
the back of lackluster domestic 4-
wheeler wholesale volume which 
dropped 27% yoy. 

Strategy 

We see signs of economic slowdown 
and weak purchasing power which 

have been increasingly noted by 
analysts. Some possible factors are 
aggressive tax collection that hurt 
small business and unfriendly 
investment policies and limited 
flexibility in fiscal and monetary 
policies. This is also reflected by the 
relatively weak 2Q-2017 results 
reported by the companies. The 
consumer companies’ sales growth in 
2Q-2017 was muted, impacted by 
two factors: 1) less number of 
working days in the second quarter 
due to festive period (lost 9 working 
days) and 2) weak domestic 
purchasing power. Adjusted for the 
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festive period the retailers’ results 
are below expectations due to 
weaker than expected Lebaran sales. 
Cement sectors also reported weak 
results because of weak selling price, 
and cost pressures coming from high 
coal cost.  

The finance sectors recorded 
relatively better results due to 
stabilising assets quality problem. 
Net interest margin (NIM) still slightly 
lower due to the pressure in loan 
yield, although the lower funding 
cost, especially from time deposit, 

helps to cushion the banks’ NIM. We 
see the liquidity in the system is still 
at comfortable level as the average 
sectors loan-to-deposit ratio (LDR) 
slightly down to 88% in 2H-17 versus 
90% at the end of 2016. Loan growth 
remains challenging due to weak 
demand. The coal sector is strong on 
the back of high coal price due to 
supply disruption from Kalimantan 
because of rainy weather and also 
seasonally higher demand due to 
China heatwave requires more coal 
consumption for air conditioning. 

Going forward we maintain our 
defensive stance on equity by 
maintaining higher cash level. We 
expect analysts need to make 
downgrade revision on earning per 
share (EPS) post the 2Q-2017 results, 
while valuation remains at a higher 
level. We continue to have concern 
on weak purchasing power, which 
will have impact on companies top 
line growth while cost pressure 
remains. 

 
 

Fixed Income 

Market Update 

Bond market started negatively after 
the long holiday last month. The 
government plan to increase the 
budget deficit up to nearly 3% was 
unexpected, hence investors had 
concerned that higher deficit will 
result in a higher bond issuance in 
the second half of 2017. In the 
budget revision, higher energy 
subsidy and infrastructure spending 
were followed by a lower target of 
tax revenue and caused a nearly IDR 
400tr deficits or up by IDR 67tr from 
the initial budget. Ten year bond 
yield went up to 7.1% briefly, 
however buying support came out 
rather quickly and prevent the 
market from collapsing further. In 
the second week of July, IDR bond 
market began to stabilize as fresh 
inflows keep buying local currency 

assets in the middle of ongoing trend 
of global carry trade. The Fed, as 
expected, has maintained its policy 
rate this month without saying a 
more specific target on how they are 
going to reduce its USD 4.5tr balance 
sheet in the future. Bank Indonesia 
apparently decided to follow suit by 
keeping the 7-day repo rate 
unchanged, which was widely 
anticipated by the market. On 
commodity side, it appears that oil 
price has rebounded from its lowest 
point this year (USD 43 in June 2017) 
and slowly made its way up to USD 
50 with speculations that US 
inventory has been declining and 
OPEC will reduce export volume.  

Strategy 

We take the budget revision rather 
cautiously given that until the first 

half of 2017, government revenue in 
general remains below the target 
and hence tax intensification in the 
second half  may further restrain 
consumption growth which already 
has been slowing down in recent 
years. Global investors are rolling 
over their carry trade in 3Q-17, 
however the market will be watching 
closely on how the Fed’s balance 
sheet reduction looks like. 

For Indonesia, rating upgrade and 
low inflation should provide a 
sufficient margin to withstand 
volatility going forward. Commodity 
prices have been trending up this 
year, nevertheless, the impact to the 
inflation has yet to materialize 
because the rally is not excessive so 
far.  
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