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Macroeconomics 

Monthly inflation in March 2018 was 
0.2%, translated to 3.4% year-on-year 
(yoy), up from 3.18% recorded a 
month earlier. Bank Indonesia (BI) 
maintained the policy rate at 4.25% 
during March meeting.  During the 
month, the parliament accepted the 
nomination of Perry Warjiyo as the 
new BI governor. Market expects 
macro-prudential measures as the 
main tools to support the country’s 
economic growth momentum. 
February 2018 recorded a trade 
deficit of USD 116mn, lower than 

USD 756mn deficit recorded in 
January.  Import continued its 
momentum, accelerating by 25.2% 
yoy, while export also accelerated to 
11.8% yoy in February. Imports 
growth was driven by higher demand 
in oil and gas and the still-high 
investment activities (i.e. machineries 
and iron-steel imports), while export 
growth was driven by mining sector.  

Tax revenue and non-tax revenue 
growth accelerated to 14% yoy and 
35% yoy, respectively, as tax 
compliance increased while at the 

same time oil & gas prices remain 
elevated. Fiscal spending also 
accelerated to 10% yoy in February as 
social assistance spending grew the 
highest with 171% yoy increase. The 
increase in social assistance was 
mostly due to higher realization on 
disbursement of Conditional Cash 
Transfer program and National 
Health Insurance program this year. 
All in all, the numbers translated to a 
budget deficit of 0.33% to GDP. 

 

Equity 

Market Update 

The Jakarta Composite Index (JCI) 
dropped 6.2% in March 2018, the 
worst monthly loss since September 
2015. Volatility in the IDR exchange 
rate impacted the confidence level 
amongst equity investors. In 
addition, policy risk in the global level 
coming from rate hikes and trade 
war concerns also played a big part 
in the weakness of Indonesian 
equities. All in all, this might explain 
the capital flight from emerging 
markets as foreign investors again 
posted another massive outflow of 
IDR 14.9tn (USD 1.1bn) from the 
equity market, bringing year-to-date 
outflow to ID R23.5tn (USD 1.7bn). 

Due to the foreign selling, the blue 
chips performed worse than the 
small and mid-cap segments, 
hence the LQ45 index dropped by 
8.6% in the month. From sectoral 
perspective, only agricultural 
performed positively (+2.0%) in 
March. On the other hand, 
consumer names posted the worst 
during the month with 9.0% drop 
as cigarette companies taking the 
worst hit after third-party data 
indicated a high single digit volume 
decline in the industry up-to 
February 2018. Infrastructure 
sector fared second worst with 
8.9% drop due to negative 
sentiment on the telco names amid 

intense competitive landscape and 
declining yield on voice migration 
to data. 

Investment strategy 

After a period of stimulus on both  
monetary and fiscal front, we see 
limited room for BI to stimulate 
further, especially given the current 
global landscape. We see this year 
interest rate to remain flat or slightly 
higher towards year end based on 1) 
narrowing real interest rate 
differential between US and 
Indonesia and 2) upside risk on 
inflation due to higher commodity 
prices and higher global inflation 
outlook.  The broadening trade war 
will also lead to high global inflation 
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and global economic slowdown as 
the US and China account for 40% of 
the global GDP. At the current Fed 
fund rate of 1.75% and with the 
expectation of 2 more rate hikes, the 
target Fed fund rate will reach 2.25%, 
yielding positive real rate of 0.25%. 
The current Indonesia short term 
real rate is at 0.65%, lower than the 
historical real rate difference of 
about 1%. Hence, there is a pressure 
that BI will need to hike rate further 
this year. The increase in rate may 
also reduce the pressure from the 
Rupiah exchange rate front as the 
latest trade deficit indicates 1st 
quarter current account deficit (CAD) 
will widen.  

However, we understand that hiking 
rate is not ideal considering the 
current slow economy growth. We 
have not seen a clear sign of pick-up 
in economic growth despite a more 
optimistic outlook from the streets. 
We might see pick-up in 2H-18 from 
election pump priming and increased 
in subsidy disbursement. The system 

loan growth is very weak at merely 
8% yoy mostly driven by corporates 
and consumer loans. Big banks enjoy 
a better loan growth relative to the 
smaller banks as loan demand is 
mostly coming from the government-
sponsored infrastructure projects, 
which require high capital and 
corporate and consumer loan which 
are very rate competitive. Big banks 
are also tapping into higher yielding 
segment like micro, multi-finance 
and pensioner loan which further 
squeeze the small banks market.  
Some data from Nielsen indicates 
that fast moving consumer goods 
volume growth is still flattish to 
slightly negative which is also being 
confirmed by the manufacturing 
companies.  

However, there are some categories 
that show positive trend, those are 
coming from the lifestyle retailers 
and the upper-end segment. Fashion 
and food & beverage departments 
are growing better than staple 
products. In terms of geographical 

segment, we are also seeing the 
commodity-based region starts 
showing benefit from the commodity 
prices. While nationwide motorcycle 
sales are flattish, sales outside of Java 
actually grew 5% yoy. Import for 
heavy equipment from the mining 
sector also started to increase. Some 
sectors are also growing, though 
with intense competition. Four-
wheeler sales during the first two 
months of 2018 were up 4% yoy, 
although this was due to new 
product launches like Mitsubishi 
Expander and Toyota Rush/Daihatsu 
Terios. 

The slower top line growth force 
companies to do efficiencies like 
automation and cost reduction to 
support their earnings growth at the 
expense of the economy and 
employment. However, post the sell- 
off, the valuation of the big cap 
stocks has come-off, hence we see 
opportunity in these selective good 
quality names.

 

 

Fixed Income 

Market Update 

Bond market showed some volatility 
in March, with 10-year benchmark 
yield increasing from 6.56% to 6.84%, 
before returning to 6.58% by the end 
of the month. In the first half of the 
month, IDR bond traded weaker on 
the back of offshore outflows. There 
were negative sentiments globally 
after President Trump signed a 
presidential memorandum on import 
tariffs, creating concern of trade wars 
between US and China. The flow 
reversed by the end of the month, 
affected by relative stability of 
Rupiah. During the month, IDR 
actually appreciated by 0.17% to 
13,728. 

Domestic macro remained stable in 
March. February inflation was lower 
than the previous month, with food 
inflation easing due to rice imports. 
BI kept the 7-day reverse repo rate 
unchanged at 4.25% and maintained 
its forecast for GDP growth this year 
at 5.1-5.5%. It displayed no concerns 
over narrowing interest rate 
differentials against the USD, with 
monetary stance expected to remain 
neutral. The recent Fed rate hike was 
anticipated. 

By the end of March, the government 
has issued a total of IDR 211tn from 
domestic bond auction, about 8% 
higher than 1Q target. Including 
global sukuk, private placement, 

retail sukuk, and pre-funding global 
bonds, gross issuances have reached 
IDR317 trillion or 37% of gross 
issuance target in 2018. Foreign 
investors now represented 39.3% of 
total bond outstanding, compared to 
39.8% in February 

Outlook and Strategy 

Corporates are still eager to raise 
funds from the bond market. Issuers 
are diversified from non-financial 
sectors with maturities offered up to 
10 years. Upside risk on global 
inflation outlook may affect global 
rate directions and sentiments in the 
emerging market.   
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