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Macroeconomics 

First-quarter 2018 GDP growth 
recorded at 5.06% yoy, slower 
compared to 5.19% yoy recorded in 
the previous quarter. The main 
growth driver came from 
investments as gross fixed capital 
formation (GFCF) accelerated to 
7.95% yoy from 7.27% yoy in previous 
quarter. The strong GFCF was partly 
driven by reclassification from 
government expenditure, hence 
partly explains the easing 
government expenditure to 2.73% 
from 3.81% previously. In addition, 
private consumption remains 
subdued as it came flat compared to 
previous quarter as there is only 
minor improvement in income 
quality condition.  

Fiscal budget continues to post 
positive acceleration in all fronts as 
total expenditure growth accelerated 
to 8.3% yoy (from only 4.9% yoy in 
March), while total revenue growth 
posted slight acceleration to 13.3% 
yoy  (from 13.1% yoy in March). The 
two main categories that pushed 
expenditure acceleration came from 
subsidy (+149% yoy) and social 
assistance (+139% yoy) as the former 
was impacted by government debt 
repayment to Pertamina and PLN, 
while the later was caused by low-
base effect last year (delay in 

disbursement). On the revenue side, 
main growth drivers still come from 
oil and gas royalties as oil prices kept 
rising while on the other hand tax 
revenue remained solid on the back 
of better tax compliance. All in all, 
budget deficit remained very healthy 
in April 2018 only came at 0.37% to 
GDP, which is lower than last year’s 
0.54% to GDP. 

April’s trade deficit of USD 1.6bn 
came as a surprised to the market 
which were expecting USD 733mn 
surplus. Despite export growth of 
9.1% yoy came as expected, import 
growth that accelerated to 34.7% yoy 
(the highest since September 2011) 
came as a surprise. The growth in 
imports was driven by increase in 
demand as volume grew significantly 
on all goods classifications (i.e. 
consumer goods, raw materials and 
capital goods) on the back of Lebaran 
stocking-up. The trade deficit also 
echoes into 1Q-18  Balance of 
Payment (BoP) that recorded USD 
3.8bn deficit, the first time since 
2016, as financial account surplus 
significantly shrunken to USD 1.8bn 
from USD 6.8bn in previous quarter. 

Bank Indonesia raised the 7-Days 
Reverse Repo Rate (7DRRR) twice in 
May 2018, by 25bps each, from 4.25% 
to 4.75% to maintain macroeconomic 

stability amid rising external 
uncertainty and lower global 
liquidity. This move was expected by 
the streets, as continuing foreign 
outflow and weakening Rupiah 
continue to cause volatility both in 
bonds and equity markets. The newly 
appointed BI governor Perry Warjiyo 
said that he will continue to focus on 
maintaining macroeconomic stability 
and support growth of the country. 
He also stated that he will maximize 
the use of monetary policy both 
through interest rate and 
interventions, to maintain stability of 
Rupiah. 

May’s inflation increased 0.21% which 
translates into an easing annual 
inflation of 3.23% yoy. The reason for 
the manageable figure was due to 
low food price (contributing 0.04ppt 
to monthly inflation) and the high-
base effect on last year’s electricity 
tariff adjustment. Core inflation 
continues its upward momentum, 
reaching 2.75% yoy from 2.58% yoy 
in March 2018. Core inflation has 
persistently increased for three 
consecutive months, reaching 2.75% 
yoy. Hence, given the lower headline, 
the continuous rise on core seems to 
reaffirm the possible pick up of 
consumer demand.

Equity 

Market Update 

Indonesian equities posted its fourth 
consecutive month in the reds with a 
loss of 0.2% for the JCI index in May 

2018. Weakness in Indonesian 
market can be attributed to net 
foreign outflow which reached IDR 
1tn in May, bringing total net foreign 
outflow to IDR 35tn YTD. Similar to 

previous months, weakness in 
Indonesian equities can be attributed 
to global volatility amidst rising US 
treasury yields as well as strong 
import demand due to Eid Al Fitr 



 

2 Indonesia  

 

seasonality. This caused the USD/IDR 
exchange rate to breach Rp14,000 
level despite BI attempt to stabilize 
the currency market through interest 
rate hikes. May has been a busy 
month for Indonesia’s macro 
movement as Bank Indonesia raised 
the policy rate after volatility in 
Rupiah and surprise deficit in Balance 
of Payment (BoP).  

Mining sector was the best 
performer with 6.0% gains recorded 
in May, as both coal and metal 
names rallied.  The next best 
performers were Basic Industry & 
Chemical and Consumer sectors, 
which recorded +2.5% and +1.1%, 
respectively. The worst performers 
this month was Infrastructure sector, 
which posted 4.5% monthly losses 
driven by telecommunication names 
due to concern on competition.  

Investment strategy 

The recent data shows a pick-up in 
consumption based on retail same-

store-growth (SSG) in April and auto 
sales data. The recovery in retail SSG 
is broad-based and the strongest 
category is fashion and food & 
beverage. While the fast moving 
consumer goods also show an 
accelerating trend of growth, yet we 
need to see the sustainability of the 
recovery given this may be boosted 
from festive season. However loan 
growth remains soft up to May, 
although going forward as the 
corporate bond yield increase we 
expect a better outlook for bank 
credit growth in the second half. 

The rate hike decision also 
successfully stabilise rupiah and the 
message conveyed by Bank 
Indonesia which favours stability 
over growth eases investors’ concern 
on rupiah weakness. However, this 
may cost the economic growth for 
the next year, hence we still maintain 
our forecast that GDP growth this 
year will remain flattish at 5% as the 
gross fixed capital formation and 

capex cycle will slow down ahead of 
election.  Banks have also started to 
raise its deposit rates by 25 to 50 bps 
points to react on the adjustment of 
the reverse repo rate.  

The higher oil price also starts to 
exert some pressure on cost. The 
higher fuel price leads to oil related 
cost and simultaneously Rupiah 
weakness will put pressure on 
manufacturer cost of production. 
With increasing competition and slow 
purchasing power, some companies 
may not be able to pass-on the price 
increases to the consumers. This 
leads to slow revenue growth while 
at the same time competition and 
higher cost pressure will squeeze 
margin slightly and leads to a slower 
earnings-per-share (EPS) growth. 
However, we have seen the 
consensus earnings been revised 
downward post the weak 1Q-18 
results, hence downside on earnings 
has come off, whilst at the same time 
the market corrected 6% YTD. 

 

Fixed Income 

Market Update 

Bond market continued to see 
corrections in May, with 10-year 
benchmark yield (FR64) increasing 
from 6.85% to 7.55%, before sharply 
decreasing to 6.96% in the last few 
days of the month. Foreign investors 
outflow was still an important factor 
for the market trend last month as 
their ownership decreased by 
IDR11.5tn during the month, and 
now representing 38.15% of total 
bond outstanding (compared to 
38.4% in April). The outflow in May 
was mostly from longer maturity 
bonds, except for specific benchmark 
series such as FR64. Meanwhile, 
Rupiah continued to be under 
pressure, and reaching the weakest 
level of 14,209 during the month.  

The market situation prompted the 
central bank to raise policy rate twice 
in May, bringing the 7-Day Reverse 

Repo rate to 4.75%. During the first 
hike, the central bank stated that it 
was a part of its policy mix to 
maintain macroeconomic stability 
amid rising external uncertainty and 
lower global liquidity. For the second 
hike, the reason was more due to 
exchange rate pressure amid 
external factors, especially on US 
economy dynamics. 

Domestic macro situation led to mix 
sentiments. Inflation in April 2018 
was actually lower than expected at 
0.1% mom and translated to annual 
inflation of 3.41%. Foodstuffs 
contributed zero to monthly inflation 
due to harvest period.   

By the end of May, the government 
has issued IDR 433tn of bonds or 
around 52% of gross issuance target 
in 2018, assuming budget deficit at 
2.19% of GDP. During the last 
conventional bond auction, total bids 

improved to IDR 31.5tn (vs IDR 7.2tn 
in the previous auction). Foreign bids 
accounted for about 21% of total 
bids, higher than average foreign 
bids per auction YTD. Corporate 
bond issuances were more limited as 
issuers tend to wait until the bond 
market to stabilize. 

Outlook and Strategy 

We expect corporate bond issuances 
to be more limited in the short term, 
as issuers waiting for the bond 
market to stabilize. Issuers continued 
to be concentrated in banking and 
multi-finance sectors, and some SOEs 
may fill supply in the longer 
maturities. 

We still see upside risk on global 
inflation and currency outlook to 
affect sentiments for emerging 
market assets. 
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