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Macroeconomics 

Benign inflation was recorded in 
September 2017 at 0.13% month-on-
month (mom) or 3.72% year-on-year 
(yoy), in line with Bank Indonesia’s 
(BI) inflation target of 3-5%.  Over the 
long-term inflation is targeted at 2.5-
4.5% in 2018-2019 and 2-4% in 2020-
2021. Core inflation was relatively 
stable at 3% yoy.  The low inflation 
environment has triggered BI to 
further cut the policy rate by 0.25%. 
This year, BI has cut the policy rate 
twice to bring down the 7-day Repo 
Rate from 4.75% to 4.25% in two 

consecutive months. This move also 
supports the government’s effort to 
boost economic growth going 
forward. 

In August 2017, trade surplus was 
recorded at USD 1.72bn, the highest 
since 2011, as the growth of export 
(19.2% yoy) outpaced import (8.9% 
yoy). Export growth was supported 
by increasing crude palm oil (CPO) 
price and machineries/equipment 
exports. Import growth was driven 
by investment-related activities with 

capital goods and raw material rose 
by 7.6% yoy and 10.1% yoy, 
respectively. 

Foreign exchange reserves hit a new 
record at USD 129bn in September 
2017, which equals to 8.9 months of 
import, up from USD 128.8bn 
recorded a month earlier on the back 
of receipts from tax revenue, 
government oil/gas exports and BI’s 
FX bills auction. 

 

Equity 

Market Update 

The Jakarta Composite Index (JCI) up 
0.6% in September 2017 and closed 
at 5900, supported by local investors 
as foreigners posted a net sell of USD 
835mn (IDR 11.2tn), the fifth 
consecutive month of outflow since 
May, bringing the YTD outflow to 
USD 0.8bn. Five out of nine sub-
indices of JCI posted a positive return 
during the month. Agriculture was 
the best performer at 4.2% on the 
back of strong crude palm oil CPO. 
Basic Industry and Finance followed, 
with 3.2% and 2.5% gains, 
respectively. Mining was the worst 
performer with 4.7% loss as the 
sector was hit by the negative 
sentiment from the Energy Minister’s 
consideration to impose a ‘cost + 
margin’ basis for domestic coal sales. 
Construction and Property was the 

second worst with 2.2% loss due to 
concerns over the ability of state-
owned construction companies’ 
ability to raise fund in the future.  

September marked as the second 
month in a row where Bank 
Indonesia loosened its monetary 
policy as inflation level came lower 
than anticipated. Other economics 
data such as trade surplus and FX 
reserve were solid. 

Strategy 

We see the main challenge for 
Indonesia going forward is GDP 
growth recovery, as consumption 
remains weak despite better 
commodity environment. Some data 
also suggest that consumption 
spending after Lebaran is still weak. 
Based on Nielsen data, the total 55 
FMCG spending in August 2017 

merely grow by 2.5%, of which the 
volume growth was -0.3%. Another 
retail sales survey from Bank 
Indonesia’s shows September 2017 
grew 2.4% yoy vs 10.6% yoy in 
September 2016.  We are seeing 
weakening in Java economy has yet 
to show signs of recovery while the 
common region such as Sumatra has 
peaked up due to better commodity 
production.  This is also shown by the 
total nationwide 2-wheeler sales 
which are still weak, despite a 
rebound in August from Sumatra due 
to better CPO production. Loan 
growth grew by 8-9% however it 
mostly come from infrastructure, 
mortgage consumers while the 
remaining sectors continued to 
remain soft.  

Risk from the global came from the 
US where the latest statement from 
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Yellen indicated a solid economy and 
possibly higher actual inflation. The 
optimism on tax reform proposed by 
Trump also triggered increased in 
the treasury yield and USD 
strengthening due to increased 
expectation of funds repatriation 
back to US. However, we are not 
seeing big risk for Rupiah, as our 
macroeconomic data are in a strong 
footing.  

We are also seeing limited budget 
risk despite of the slow realisation in 
government budget. As of 8M-17 the 
Government’s budget deficit has 

reached 1.7% of GDP, lower than the 
deficit of 2.1 % of GDP in the same 
period last year. The primary fiscal 
deficit has also narrowed to IDR 84tn 
in Aug17 (-0.6% of GDP) from 
Rp146tn (-1.2% of GDP) in the same 
period last year.  

The trend is in-line with Ministry of 
Finance’s target to bring down the 
primary fiscal deficit to below IDR 
100tn next year. Additionally, the 
total government debt remains 
stable at 28.1% of GDP as of August 
2017 (vs. 28.3% in YE-16) with 80% of 
the total in the form of government 

bonds. Hence, it is difficult to expect 
much acceleration on government 
expenditure given the conservative 
stance from the Finance ministry 
right now.  

Overall we maintain our defensive 
strategy due to weak economy and 
slower earnings growth outlook in 
2018 while market valuation remains 
high at 16.7 PER 2017. We remain 
overweight in resilient sectors like 
selected banks, telecommunications, 
while we see consumer names 
should report better numbers in the 
second half of 2017.

 

 

Fixed Income 

Market Update 

Bond market continued its upward 
trajectory in September 2017, with 
the 10-year yield dropped from 
6.63% to 6.37% on the back of the 
BI’s second policy rate cut that 
brought the 7-day Repo Rate down to 
4.25%. Global market focused on the 
Fed actions and the US government’s 
tax plan. The proposed tax reform 
renewed expectation on Fed 
tightening and the 10-year treasury 
yield increased from 2.12% to 2.33% 
during the month. Fed’s balance 
sheet reduction is expected to start 
in October 2017 and may start with a 
small amount before gradually 
increasing to a total of USD 50bn per 

month. Market also focused on 
change on the Fed’s leadership, 
which may affect the interest rate 
direction in 2018. 

The Indonesian government issued 
IDR 49tn of bonds during the month, 
bringing the YTD total issuance to 
IDR 589tn, which accounts for 82% of 
gross target issuance of 2017, 
assuming a budget deficit of 2.67% of 
GDP. Foreign investors participated 
actively in the auctions, bringing their 
total holding to 40% of total 
outstanding amount by the end of 
the month. 

Corporate bond issuance came from 
various sectors during the month, 
and is expected to continue given the 

low yield environment. Total 
corporate bond issuance in 
September was IDR 6.2 trillion from 
five issuers, lower than IDR 13.3 
trillion issued in August. 

Global rate trend and geopolitical 
risks may continue to affect local 
bond market, considering foreign 
investors’ ownership in total 
outstanding bonds. 

Strategy and Outlook 

We maintain overweight duration in 
line with our positive outlook on IDR 
bond market, while continuing to 
monitor global rate direction. 
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