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Macroeconomics 

April inflation was lower than 
expected at 0.10% mom, compared 
to consensus at 0.18%. It translates 
to annual inflation of 3.41% yoy (vs. 
3.40% in March). Foodstuffs 
contributed zero to monthly inflation, 
with rice having the largest deflation 
contribution at -0.08ppt due to the 
harvest period. Core inflation 
increased slightly to 2.69% yoy (vs. 
2.67% in March), signalling a possible 
demand recovery. We expect 

inflation pressure to be higher in 
2H18, which is also affected by IDR 
depreciation and higher oil price. 
Bank Indonesia indicated that it was 
ready for a rate hike if necessary. 

GDP growth was at 5.06% yoy in 1Q-
18, lower than the previous quarter 
at 5.19% and consensus at 5.18%. 
Investment was still the main driver 
of growth, with gross fixed capital 
formation accelerating to 7.95% from 

7.27% in 4Q17. It led to a contraction 
in net export, where imports rose by 
12.75% while exports only increased 
by 6.17%. Meanwhile, private 
consumption slightly eased to 4.95% 
from 4.97% in the previous quarter, 
which means it is essential for 
policymakers to address the 
economic fundamental issues to 
stimulate growth.

Equity 

Market Update 

The Indonesian equities posted the 
third consecutive months in the red, 
the first time since September 2015 
as it dropped 3.1% in April 2018. 
Similar to March, weakness in 
Indonesian market was mainly 
caused by global volatility, which 
caused jittery in the emerging 
markets. As a result, Rupiah 
weakened and touched the 14,000 
level against USD. Shortly after, with 
BI Governor announcing in press 
conference that they do not close the 
possibility of rate hikes, the market 
recover during month closing. 
Foreign investors again posted 
another huge outflow of IDR 10.4tn 
(USD 750mn) from Indonesian equity 
in April, bringing the year-to-date 
outflow to IDR 33.9tn (USD 2.5bn).  

Indices-wise, Basic Industry & 
Chemical posted the largest gain of 
5.2% in April, mainly driven by pulp 
and paper stocks as they continue to 
ride the global pulp rally, while the 
later also enjoyed deeper valuation 

discounts. Finance closed the month 
as the biggest loser, posting 6% 
monthly loss in April. All of the Big-4 
banks including all other first-tier 
banks posted negative share price 
performance due to big foreign 
selling. 

We see an encouraging data on fiscal 
budget, 1Q-18 total revenue grew by 
12.7% yoy driven by strong growth in 
tax (+10.3% YoY) and non-tax 
revenues (+22.2% YoY). Tax revenue 
growth was pushed by government’s 
enforcement of tax compliance; while 
non-tax revenue was still driven by oil 
and gas royalties. 1Q-18 total 
expenditure growth also posted an 
accelerating growth of 4.9% on a 
yearly basis, compared to only 2.3% 
last year. Main driver for the 
acceleration came from energy 
subsidy (+106.8% yoy) and social 
assistance (+87.6% yoy). All in all, 
budget deficit of -0.58% to GDP in 
1Q-18 is healthier than last year.  

During the month, Bank Indonesia 
(BI) maintained the benchmark rate 

at 4.25%. This certainty on monetary 
policy however did not last long after 
10-Year US Treasury yield  went 
above 3% in the week of 23rd April; 
causing IDR 26.9tn (or USD 1.9bn) of 
outflow in bonds and equities while 
pushing the Rupiah to test the 14,000 
level against the greenback and 
Indonesian 10-Years government 
bond yield to go above 7% for the 
first time since July last year. This 
caused the Central Bank to announce 
that it opens up the possibility to lift  
the benchmark rate (7DRRR) if: 1) 
Exchange rate pressure persists; 2) 
Pressure could potentially threaten 
inflation target; and 3) Disturbs 
stability of the financial system. All in 
all, despite policy rate increase does 
not fully guarantee short-term 
currency stabilization but economists 
believe that it is necessary for the 
Central Bank in order to maintain 
their monetary targets and policy 
credibility to ease the Rupiah 
pressure in 2H-18. 
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March trade surplus of US$1.1bn 
surprised the market as Consensus 
was expecting a US$89mn deficit. 
The big miss was caused by lower 
than expected imports that slowed to 
only 9.1% yoy, compared to previous 
month of 24.9% yoy. All in all, 1Q-18 
exports value grew by 8.8% yoy and 
imports value by 20.2% yoy, 
suggesting that current account 
deficit (CAD) is likely to be wider 
compared to 4Q-17.   

Investment strategy 

Economic growth remains to be a 
challenge, as seen by the 1Q-18 GDP 
growth which is modest.  

The 1Q-18 results announcement 
also did not help to boost the 
sentiment given the unexciting 

growth. The average revenue growth 
for the listed company is 12%, 
coming from infrastructure, mining 
and chemical sectors and while 
consumers staples sector recorded a 
soft revenue growth at 4%. Despite 
of solid earnings growth in banking 
sector at 15% yoy, the average 
banking sector loan growth is only 
8% yoy. Tight competition is also 
being felt by the listed companies 
which put pressure on margin hence 
the growth in EBIT margin for the 
average listed company is at 5% yoy, 
lower than the top line growth. 

Based on Nielsen, we see a recovery 
on April 2018 consumer goods sales; 
however we still need to monitor the 
sustainability of the recovery. The 
decision on BI to hike rate may help 

the sentiment on rupiah however it 
will not be positive for economic 
growth. The rupiah performance is 
holding up quite well vs other 
emerging market, however the JCI 
has reacted much faster, making 
Indonesia one of the worst 
performing market YTD. The weak 
sentiment on emerging market is 
also worsened by increase in the Fed 
10 year bond yield and crisis in 
Argentina.  

The deep correction on market by 
10% from peak to through has made 
our JCI valuation to be more 
attractive at P/E ratio of 14.7 than the 
historical average of 14.9. Improving 
sentiments on rupiah and purchasing 
power will help the sentiment on the 
Indonesian market.

 

Fixed Income 

Market Update 

Bond market had some corrections in 
April, with 10-year benchmark yield 
(FR64) increasing from 6.63% to 
6.82%.  IDR bonds were traded 
weaker due to foreign investor 
outflows. Foreign ownership 
decreased by IDR13.4 trillion during 
the month, and now representing 
38.4% of total bond outstanding 
(compared to 39.3% in March). IDR 
depreciation was an important factor 
to the bond outflow. Foreign 
exchange reserve also declined by 
0.9% to USD 124.9 billion, which 
indicated intervention from Bank 
Indonesia to help stabilize the 
currency. USD strengthened against 
many emerging market currencies, 
and countries with current account 
deficit have been more affected by 
the trend. 

Domestic macro remained stable in 
April. While bank Indonesia decided 
to keep the 7-day reverse repo rate 
at 4.25%, it highlighted increasing oil 
price and trade tension between US 
and China as two new risks. It also 
expected economic growth to still be 
driven by domestic demand, 
particularly investment, and may 
introduce relaxing measures to push 
the property sector.  

By the end of April, the government 
has issued IDR 390 trillion of bonds 
or around 46% of gross issuance 
target in 2018, assuming budget 
deficit at 2.19% of GDP. Demand 
dropped during market volatility in 
the end of the month, and during a 
sukuk auction in first day of May. The 
April 24 auction only attracted IDR 17 
trillion of total bid, compared to IDR 
38 trillion in the previous auction. 

Outlook and Strategy 

Corporates are still eager to raise 
funds from the bond market. Issuers 
are diversified from non-financial 
sectors with tenors offered up to 10 
years. However, market volatilities 
especially on the front-end of the 
curve may lead to postponement of 
some issuances. 

Upside risk from global inflation and 
currency outlook may affect global 
rate directions and sentiments in the 
emerging market. On the other 
hand, positive sentiments may come 
from stable domestic inflation and 
inclusion of Indonesia government 
bonds to global index.  

 

 

 

 

 

 

 



 

 Indonesia 3 

 

Disclaimer 
Important Information: The views and opinions contained herein are those of the author(s) on this page, and may not necessarily represent 
views expressed or reflected in other Schroders communications, strategies or funds. This material is intended to be for information 
purposes only and is not intended as promotional material in any respect. The material is not intended as an offer or solicitation for the 
purchase or sale of any financial instrument. It is not intended to provide and should not be relied on for accounting, legal or tax advice, or 
investment recommendations. Reliance should not be placed on the views and information in this document when taking individual 
investment and/or strategic decisions. Past performance is not a reliable indicator of future results. The value of an investment can go down 
as well as up and is not guaranteed. All investments involve risks including the risk of possible loss of principal. Information herein is believed 
to be reliable but Schroders does not warrant its completeness or accuracy. Some information quoted was obtained from external sources we 
consider to be reliable. No responsibility can be accepted for errors of fact obtained from third parties, and this data may change with market 
conditions. This does not exclude any duty or liability that Schroders has to its customers under any regulatory system. Regions/ sectors 
shown for illustrative purposes only and should not be viewed as a recommendation to buy/sell. The opinions in this material include some 
forecasted views. We believe we are basing our expectations and beliefs on reasonable assumptions within the bounds of what we currently 
know. However, there is no guarantee than any forecasts or opinions will be realised. These views and opinions may change.  PT Schroder 
Investment Management Indonesia, 30th Floor IDX Building Tower 1, Jl. Jend. Sudirman Kav 52-53 , Jakarta 12190, Indonesia. PT Schroder 
Investment Management Indonesia had received an investment manager license from, and is supervised by the Indonesian Financial Services 
Authority (OJK). 


