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Macroeconomics 

In February 2018, monthly inflation 
printed at 0.17%, which brought the 
annual inflation to 3.18% year-on-
year (yoy). The lower than expected 
inflation came from declining 
electricity, gas and housing prices, as 
there was a base effect from last year 
from electricity tariff hike. On the 
other hand, the increase in food 
prices are not as big as consensus 
was expecting as rice imports which 
started in February managed to keep 
food inflation under control. All in all, 
the recent fuel price hike on 
Pertamax brands will also have 
limited impact to overall inflation as it 
only represent 16% of total 
consumption. 

Fourth-quarter GDP of 5.19% came 
above consensus expectations of 
5.12% yoy. Improvement was seen in 
private consumption and gross fixed 
capital formation, while government 
expenditure continued to remain 
solid. All in all, it brought the full year 

2017 GDP growth number to 5.07% 
from 5.02% yoy in 2016 as 
investment, net exports and 
government expenditure contributes 
most during the year. Looking ahead, 
the government is forecasting a 
more optimistic growth of 5.4% while 
the central bank gave a target range 
of 5.1-5.5%. Economists in the market 
thinks that private consumption and 
government expenditure will play a 
bigger role in 2018, as political and 
fiscal stimulus nearing the regional 
election in mid-2018 are expected to 
spur growth. In addition, a 
continually strong commodity prices 
will also help investments and job-
creation.  

January 2018 trade balance surprised 
the market on the down side, as it 
posted USD 676mn deficit, while 
consensus expected a surplus. 
Maintaining its momentum since 
December 2017, imports growth of 
26% again outpaced exports growth 

of 8% yoy. The growth in imports was 
mainly driven by acceleration in 
capital and consumer goods, as the 
former was pushed by electrical 
machineries and vehicles, while the 
latter was pushed by food imports. 
Fourth-quarter balance of payment 
(BOP) saw a big decline on a 
quarterly basis as it only booked a 
surplus of USD 974mn. However the 
cumulative full-year 2017 BOP of USD 
11.6bn is still healthy compared to 
USD 12.1bn in 2016. Looking ahead, 
Economists expect current account 
deficit to slightly widen in 2018 amid 
better economic growth, while net 
foreign direct investment (FDI) is 
expected to remain resilient amidst 
political year. Biggest risk for BOP in 
2018 will come from portfolio flows 
of the financial account as monetary 
normalization of advanced countries 
might cause volatility, as glimpses of 
it was seen in the fourth quarter of 
last year.

 

Equity 

Market Update 

The JCI closed the month with 0.13% 
drop to 6,597 with foreign investors 
posted IDR 10.3tn of outflow during 
the month, which brought the year-
to-date outflow to IDR 8.6tn. The 
weakening Rupiah against the Dollar 
amidst rising expectation on Fed-

Funds-Rate hike deemed to be one of 
the main reasons of the flow reversal 
from foreign investors.  The 
Agricultural sector came out with the 
largest monthly gain of 2.4% as 
excitement on crude palm oil as a 
laggard play amongst commodity 
names lifted stocks within this sector. 

The second best performer was Basic 
Industry and Chemicals index, which 
up 1.5%, coming from the pulp and 
paper names after hardwood pulp 
prices keep increasing on the back of 
China’s factory shutdown and import 
restrictions on waste paper. 
Meanwhile, Miscellaneous posted the 
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largest decline of 4.3% mainly due to 
weakness of Astra, which dropped 
5% month-on-month (mom) despite 
delivering a strong net profit growth 
of 25% year-on-year (yoy) in 2017. It 
seems that investors remained 
concern with Astra’s auto division’s 
tough competition that might hurt 
margin going forward.  

On the government’s fiscal budget, 
both revenue and spending post 
recorded healthy and encouraging 
growth in January 2018. Total 
revenue grew 15% yoy as both tax 
revenue (driven by income tax) and 
non-tax revenue (driven by oil & gas) 
grew strongly compared to last year. 
On total Expenditure side, 
Government posted 4% yoy growth 
(compared to negative growth in 
January 2017) as social assistance 
posted the highest pick-up, followed 
by material and capital spending. All 
in all, the healthy January budget is 
encouraging to economy as it shows 
the government’s commitment in 
pushing spending, while at the same 
time it is being backed up by 
sufficient revenue as well. 

During the month, President Jokowi 
nominated Perry Warjiyo as the next 
BI Governor to the Parliament.  

 

 

Investment strategy 

After 4 years of strong performance 
in global equity, February started the 
jittery led by the concern on the end 
of accommodative monetary policy. 
Investors concern that the Fed can 
potentially be more aggressive in 
raising rate, which in turn stoked 
fears of a pick-up in inflation and 
caused 10-year Treasury note yield to 
climb to three-year highs. The 
signing of fiscal budget increase on 
military spending, Trump’s 
infrastructure program and 
increasing government debt ceiling 
continue to push-up yields as it 
prompted concerns of increased 
Treasury issuance. The comment 
from the new FED chairman Jerome 
Powell’s in front of Congress 
delivered a hawkish tone and 
increased likelihood for four rate 
hikes instead of the widely expected 
three hikes—thus ending the month 
with all major indexes in the negative 
territory on a monthly basis. On the 
other side of the world, China also 
may contribute to the fear of rising 
inflation globally as China seriously 
undergoing its supply side reform 
which cause commodity prices to 
increase in chemical, coal, steel and 
pulp paper. We have also started 
seeing unemployment number starts 
to decline in US, Europe and Japan. 
These development provide all base 

of high inflation, more restrictive 
monetary policy and shrinking 
liquidity which dampen the 
sentiment on EM assets, 

Another additional concern emerged 
recently is Trump starts to resume its 
protectionist policy started from steel 
whereby he increased import tariff 
up to 25%, this will put pressure on 
inflation further  and invite retaliation 
from the other trading partners. 
Geopolitical risk is also still weighing 
the sentiment in the market. Going 
forward we expect volatility will be 
very high. 

We see Indonesia is still facing 
challenges to improve its GDP 
growth, despite of the infrastructure 
project, strong investment in 
commerce, and strong China 
investment in various sector and high 
commodity prices. There are some 
recoveries seen albeit still very 
mixed. However market sentiment 
will be clouded by continuous foreign 
outflow both in fixed income and 
equity, and weak rupiah. Hence we 
maintain our cautious stance and 
expect market performance will 
slowdown going forward. However, 
Indonesia market may not be too 
expensive due to underperformance 
vs other market last year and YTD.  

 

 

Fixed Income 

Market Update 

Bond market was corrected in 
February, with the 10-year 
benchmark yield (FR64) increased 
from 6.22% to 6.6%. The volatility was 
mostly attributed to global factors, as 
domestic macro remained stable. In 
February meeting, Bank Indonesia 
(BI) expectedly maintained the 7-day 
reverse repo rate (7DRRR) at 4.25%. 
BI highlighted several risks: on global 
side, it remained cautious on higher-

than-expected FFR hike and rising oil 
price; and on the domestic side BI 
are cautious on corporate 
consolidations, weak banking 
intermediation and inflation.  

Other positive factors include 
Indonesian government bonds 
inclusion into the Bloomberg global 
aggregate bond index, which will 
take effect in June 2018, and 
expectation of rating upgrade by 
Moody’s. 

However, global factors have not 
been very supportive. Foreign 
investors posted a net sell by almost 
IDR 21tn, while onshore banks 
becoming the biggest net buyer at 
IDR 30.3 tn. IDR depreciated by 2.7% 
to 13,751, while foreign exchange 
reserve declined by 3% to USD 
128bn. US Treasury yields continued 
to rise at a robust pace as strong jobs 
data gave further fuel to growth and 
inflation expectations. Treasuries 
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were impacted by the volatility spike 
early in the month, with yields 
oscillating significantly over the first 
few days. They rose steadily 
thereafter, reaching an intra-month 
high of 2.95%. For the month overall, 
10-year yields increased from 2.70% 
to 2.86%, with similar rises in five and 
two-year yields.  

The government continued its front-
loading strategy despite the market 
volatility. By the end of the month, 
the government has already had a 

total bond gross issuance of IDR 
250.6 trillion, or 29% of its full year 
target assuming budget deficit at 
2.2% of GDP. As foreign investors 
were net seller, they represented 
39.8% of total bond outstanding at 
the end of the month, compared to 
41.3% in January.  

Outlook and Strategy 

Inflation risk may come from higher 
oil price and its impact to domestic 
fuel price. It is mitigated by the 

government’s intention to keep 
RON88 fuel (the “premium”) and 
electricity prices stable in 2018. We 
still expect BI benchmark rate to stay 
at current level in the medium term. 

Volatility in government bond yield 
has not halted corporate bond 
issuance so far, with diversified 
issuers and tenors up to 5 years. 
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