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Macroeconomics 

Monthly inflation of 0.20% in 
November 2017 came below market’s 
expectation yet again due to lower-
than-expected increase in processed 
food, beverages and tobacco. On 
year-on-year (yoy) basis, inflation 
slowed to 3.30% from 3.58% in 
October. This brought the year-to-
date inflation (YTD) to 2.87%.   

Despite the benign inflation, Bank 
Indonesia (BI) maintained its 7-days 
reverse repo rate (7DRRR) at 4.25% in 
anticipation of global monetary 
tightening that might impose 
exchange rate risk. During its annual 
meeting, BI also shared their 
macroeconomic projections for 2018 
with a GDP growth of 5.1%-5.5%, 

inflation rate of 2.5%-4.5%, credit 
growth of 10%-12%, and third-party-
fund growth of 9%-11%.  

As of October, foreign exchange 
reserve level remained high at USD 
125.97 bn as market chatters said 
that BI is saving its ‘bullet’ for the 
actual challenges next year when the 
advanced economies tighten their 
monetary policy.  

The third-quarter balance of 
payments increased significantly to 
USD 5.4bn from USD 0.7bn in 
previous quarter propelled by a 
significant increase in financial 
account surplus coupled with 
narrowing current account deficit. 

There was a considerable jump in 
foreign investments into e-commerce 
companies and manufacturing-
related investments, while domestic 
asset placement overseas also 
slowed down, pushing financial 
account surplus to USD 10.4bn in the 
third-quarter. In addition, the current 
account deficit eased to -$4.3bn (-
1.65% to GDP) owing largely to the 
larger trade surplus on the back of 
solid export momentum as there was 
a shift of Idul Fitri festive period to 
second-quarter and higher 
commodity price. 

 

Equity 

Market Update 

In November 2017, the Jakarta 
Composite Index (JCI) posted its first 
monthly loss since February 2017 as 
MSCI rebalancing caused huge 
foreign outflow during closing 
auction on the last trading day of 
November, which caused the JCI 
index to drop 0.89%. All in all, 
foreigners posted a net outflow of 
IDR 18.6tn (USD 1.4bn), bringing the 
YTD outflow to IDR 35.5tn (USD 
2.6bn).  There were only two sectors 
that performed positively, first is the 
Finance and the second is the 
Consumer, which booked 1.37% and 
0.55%, respectively. Finance 
performed well on the back of big 
banks’ continuing strength after a 
satisfying third quarter results, while 
Consumer driven mainly by cigarette 

companies’  strong third quarter 
results on the back of  healthy sales 
volume, friendly excise as well as 
pricing competition outlook. The 
other sectors within JCI performed 
negatively with Basic Industry and 
Agriculture being the worst 
performers with 7.15% and 3.9% 
losses, respectively.  

Strategy 

As reflected in the third quarter GDP 
growth of 5.06% yoy, we have not 
seen a sign of economic recovery in 
the real sector. Private consumption 
continued to ease while government 
expenditure also grew slower than 
market expectation. Although most 
economists as well as central bankers 
are optimistic on the outlook of 
fourth-quarter GDP growth, but it 
seems unlikely that Government’s 

full-year 2017 growth target of 5.17% 
will be achieved. There are several 
factors that lead to weak economic 
recovery such as weak purchasing 
power especially in Java area, high 
tax scrutiny and several restrictive 
policies. On top of that, room on the 
fiscal front is also limited due to the 
cap on budget deficit, while BI is also 
having a more cautious stance 
especially considering the global 
recent development, such as US 
economic growth, global inflation, 
and tax reform in the US. To 
stimulate the economy, BI shared its 
plan to spur more growth, liquidity 
and stability by introducing several 
macro-prudential measures in 2018: 
1) Improve its average reserve 
requirement for banks; 2) Implement 
macro-prudential liquidity buffer; 3) 
Introduce intermediation ratio (RIMP) 
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for banks; and 4) Implement targeted 
loan-to-value ratio based on 
sector/area.  

In the real sector too we are yet to 
see pick-up in economic activity. We 
also noted rising unemployment in 
the real sector. Based on the data 
from BPS, in August 2017, 

unemployment figure is at 5.5%, up 
from 5.3% recorded in February 
2017. Companies are now focusing to 
increase efficiency and cut cost 
amidst slow revenue growth. Some 
of the efficiency measures are store 
closure for retailers and branch 
closure in some banks, while small 

medium players are streamlining 
their branches, although partially 
these measures are also due to some 
automation. Looking ahead, we are 
still cautious on economic growth 
while market valuation is on the high 
side.  

 

Fixed Income 

Market Update 

Bond market rebounded in 
November, with the 10-year 
benchmark yield (FR59) decreasing 
from 6.76% to 6.48%. Similar to the 
previous month, domestic macro 
condition were generally supportive.  

US Treasury 10-year yield decreased 
in the beginning of the month before 
returning to 2.4% area by month-
end. Markets are watching the 
progress of tax reform bill, which has 
been passed by the US Senate by 

early December. The final bill is 
expected to be signed before year-
end, and could support economic 
growth and affect future monetary 
tightening stance.  

The government announced the 
cancellation of the bond auction in 
December as the financing targets of 
the revised budget have been 
achieved, which means less supply 
pressure by the end of the year. Total 
issuance YTD is at IDR 709 trillion. 
Foreign holdings increased by 35 
trillion, bringing their ownership at 

39% of total outstanding amount by 
the end of the month. 

Strategy and Outlook 

We still see corporate bond issuance 
from non-financial sectors, with 
tenors mostly below 5 years. Rate 
trend and global geopolitical risks 
are still expected to affect local bond 
market. 
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