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Preface
The research report of Indonesia Investments is a monthly report written and published by
Van Der Schaar Investments B.V. in Delft, the Netherlands. It aims to inform the reader of key
political, economic and social developments that occur in Indonesia as well as those key
global developments that impact on the Indonesian economy or Indonesian politics.
Our research reports are intended for a wide audience, including individual and corporate
investors, financial market participants, policy makers, journalists, academics, and analysts.
The website Indonesia Investments is the reference and access point for knowledge about
Indonesian markets and economy. The website is owned by Van Der Schaar Investments
B.V., a privately-held investment company (Ltd.) established in 2009 but one that stands in a
tradition that goes back to urban development in Amsterdam in the early 20th century.
For information about Indonesia Investments, please visit www.indonesia-investments.com
To purchase the monthly report of Indonesia Investments, you can request further (payment
and subscription) details through our email address info@indonesia-investments.com. Other
questions, comments and feedback can also be sent to this email address.
The content and photography in this report is copyright of Van Der Schaar Investments B.V.
(all rights reserved) except when indicated otherwise. Our written permission is required by
those who want to publish (parts of) the content of this report. Dutch law applies to this
research report.
Lastly, we want to emphasize that - although we strive to present accurate, up-to-date, and
objective information - Indonesia Investments cannot guarantee the accuracy of all data that
is included in this report.
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Introduction
These are turbulent times we live in now! Besides the high degree of uncertainty in global
markets (that is imported into Indonesia in the form of rupiah weakness as well as slipping
bonds and stocks), a series of terrorist attacks on churches and police headquarters in
Surabaya (East Java) and Pekanbaru (Riau, Sumatra) shocked Indonesia (and the rest of the
world). And although radical Islam already has a long, centuries-old history in Indonesia, we
actually saw a new phenomenon over the past month that we had not seen before: the “family
suicide attack”.
These latest developments should make authorities rethink strategies to detect radicalized
families in time, and step up efforts to deradicalize that small part of the population that has
been infected with such radical beliefs. Moreover, the latest attacks will keep authorities on
their toes to thwart the actions of those radicals who not only feel violent attacks are justified
to uproot established political conditions but who are also willing to carry out those extreme
measures themselves. A newly revised anti-terrorism law should help in this battle.
However, both in Indonesia and abroad investors have increasingly accustomed to terrorist
incidents. Thus, the latest series of terrorist attacks in Indonesia – which led to the deaths of
32 people (including the terrorists) – only caused some mild and very temporary pressures on
Indonesian assets. What is actually much more damaging for Indonesian assets is the
negative impact of rising US treasury yields and US monetary policy tightening. Moreover,
concerns over the possible breakout of a global trade war (led by US-China) and geopolitical
trouble in the Middle East and Korean Peninsula are still keeping investors searching for safe
haven assets, thus resulting in capital outflows from emerging markets, including Indonesia,
in May 2018. After all, if there is one thing investors dislike, it is uncertainty.
Meanwhile, May 2018 also marks the 20th anniversary of Indonesian democracy. It is now
exactly 20 years ago that Suharto’s authoritarian and military-backed New Order regime fell;
ushering in the era of Reformation. Therefore, it is also worth taking a closer look at progress
that was made over the past two decades and discern the greatest challenges that lie ahead.
Meanwhile, with the local elections (scheduled for June 2018) as well as the legislative and
presidential elections (scheduled for 2019), political tensions are currently clearly on the rise
again in Indonesia.
May is also the month in which the Islamic fasting month (Ramadan) starts; to be exact, on 16
May 2018. After 30 days of fasting it will be followed by Eid al-Fitr on 11-19 June 2018, the
festivities that mark the end of Ramadan. It is a period when economic activity drops heavily.
Research Department
Indonesia Investments
Delft, 7 June 2018
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Day to Day News Flash Indonesia – May 2018
1 May
- Indonesian markets were closed for a public holiday as the nation celebrated Labour Day.
On this day workers demonstrate on the streets of the bigger cities. Possible presidential
candidate Prabowo Subianto used this event to kick off his presidential campaign (although,
officially, any campaigning is not allowed yet) by making various promises to workers
provided he would be elected president in the 2019 election.
- The US dollar strengthens to a four-month high on the positive US economic outlook. The
rupiah is usually among the first-sold emerging market currencies and therefore remains
under pressure.
- The US Federal Reserve began its two-day policy meeting which was particularly watched
for any clues of how aggressively the US central bank plans to raise interest rates in the
remainder of this year. (Perceptions of) US monetary policy have a big impact on capital flows
in and out emerging markets such as Indonesia.
- Indonesia is to reappoint JPMorgan Chase & Co as a primary dealer of government bonds.
Around 1.5 years ago the US bank was kicked out of this business by the Indonesian
government after it had released a negative research report about the Indonesian economy
(without substantiating the negativity).
2 May
- The Nikkei Indonesia Manufacturing Purchasing Managers' Index, or PMI, rose to 51.6 in
April from 50.7 in March, the strongest improvement in Indonesian manufacturing conditions
since June 2016.
- Investment company Charnic Capital made its trading debut on the Indonesia Stock
Exchange (IDX). It is the ninth company to list on the IDX so far in 2018.
- Indonesia’s April 2018 inflation was recorded at 0.10% (m/m) or 3.41% (y/y), slightly rising
but still well within Bank Indonesia’s target range of 2.5% – 4.5% in full-year 2018.
- Foreign tourist arrivals into Indonesia rose 28.8% (y/y) to 1.36 million in March 2018.
- The Federal Reserve held its interest rates steady and expressed confidence that a recent
rise in inflation (toward the US central bank’s target) would be sustained, leaving it on track to
raise borrowing costs in June. Expectations of a US rate hike puts pressure on Indonesian
assets.
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3 May
- Bank Indonesia’s Consumer Confidence Index (CCI) rose 0.6 points to 122.2 points in April
2018, implying Indonesia’s consumer confidence strengthened.
4 May
- Bank Indonesia and Japan’s Finance Ministry agreed to amend their bilateral swap
arrangement to allow Indonesia to draw the facility in Japanese yen as well as in US dollar.
6 May
- Chinese Premier Li Keqiang arrived in Indonesia for a two-day visit. Part of the visit was a
meet up with Indonesian President Joko Widodo (at the Presidential Palace in Bogor) to
discuss bilateral trade and investment. Key points on the agenda were the strengthening of
trade between both nations and enhanced cooperation on infrastructure development projects
in Indonesia, including dams and railways.
7 May
- Statistics Indonesia (BPS) announced that Indonesia’s GDP grew 5.06% (y/y) in the first
quarter of 2018, extending the trend of modestly accelerating economic growth.
- BPS announced that Indonesia’s unemployment rate fell to 5.13% (February 2018 data),
improving from a figure of 5.5% in August 2017.
- The Rupiah closed just above IDR 14,000 per US dollar level (Bloomberg Dollar Index), thus
passing beyond the psychological boundary that starts to make politicians and investors
nervous.
- Chinese Premier Li Keqiang and Indonesian President Joko Widodo oversaw the signing of
several memorandums aimed at boosting trade between both nations.
- The Jakarta State Administrative Court rejected a petition by Hizbut Tahrir Indonesia to
overturn a ministerial decree that disbanded the hardline Muslim organization.
- Indonesian retail sales grew 2.5% (y/y) in March 2018, up from February’s 1.5% (y/y).
Growth was mainly supported by higher sales of motor vehicle spare parts and accessories,
food, beverages, and tobacco.
8 May
- Financial institution Bank Tabungan Pensiunan Nasional Syariah made its trading debut on
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the Indonesia Stock Exchange (IDX), becoming the tenth company to have listed on the IDX
so far in 2018.
- A clash occurred between police and inmates in a high-security detention center in Depok.
Several police officers and one inmate were killed by the rebellious prisoners. One guard was
taken hostage temporarily.
- Indonesia’s foreign exchange reserves had fallen to USD $124.9 billion per end-April 2018.
The decline is partly attributed to Bank Indonesia’s intervention in the market, aimed at
defending the Indonesian rupiah amid broad-based US dollar strength.
9 May
- Financial institution Bank BRISyariah made its trading debut on the Indonesia Stock
Exchange (IDX), becoming the 11th company to have completed its IPO in Indonesia so far in
2018.
10 May
- The clash at the Depok detention center ended after 155 inmates surrendered to police.
- Indonesian markets were closed for a public holiday (commemorating Jesus Christ’s
Ascension Day).
11 May
- The Merapi volcano, located on the border of Yogyakarta and Central Java, erupted again.
- Thousands of Muslims protested in and around the National Monument (Monas) in Central
Jakarta against Donald Trump’s decision to move the US embassy from Tel Aviv to
Jerusalem. President Widodo reasserted Indonesia's stance in opposing Trump’s decision,
saying it would hamper peace in the disputed area. The US Embassy in Jakarta issued an
alert for US citizens in anticipation of two rallies involving several Muslim organizations in
Jakarta and Surabaya to protest against US’ recognition of Jerusalem as the capital of Israel.
- Indonesia’s current account deficit was recorded at USD $5.5 billion (2.1% of GDP) in the
first quarter of 2018.
13 May
- Suicide terrorists strike three churches in Surabaya (East Java) in the morning. The
terrorists involved one six-member family that split up to attack the three churches. The
“family suicide” is a new phenomenon in radical Islam. The father of the family reportedly
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headed the Surabaya branch of the pro-IS Indonesian militant group Jamaah Ansharut
Daulah (JAD).
- In the evening blasts were heard at an apartment unit in Sidoarjo (located not far from
Surabaya). Presumably the first blast was a self-made bomb that went off prematurely and
was to be used in another terrorist attack. The (six-member) family that lived in this unit were
allegedly close to the (also six-member) family that committed the church attacks earlier that
day.
- Four suspected terrorists were shot dead by Densus 88 in Cianjur (West Java).
14 May
- Another family suicide attack occurred in Surabaya. This time local police headquarters
were targeted.
- Sanitary ware company Surya Pertiwi made its trading debut on the Indonesia Stock
Exchange (IDX), thus becoming the 12th company to have completed its IPO in Indonesia so
far in 2018.
- Pressures are mounting on Indonesia’s House of Representatives (DPR) and the
government to finalize the revision of a law granting security forces more power to prevent
acts of terrorism.
15 May
- Indonesia recorded an unexpectedly large trade deficit at USD $1.6 billion in April 2018.
- Hospital operator Royal Prima made its trading debut on the Indonesia Stock Exchange
(IDX), thus becoming the 13th company to have completed its IPO in Indonesia so far in 2018.
- There are reports of shootings between police and suspected terrorists during several raids
in East Java; one suspect was killed in Surabaya. Two suspected terrorists were arrested in
the Malang regency: one in Pandaan and one in Surabaya.
16 May
- Another terrorist attack happened in the morning. This time at police headquarters in
Pekanbaru (Riau). One police officer was killed. Four terrorists were shot dead, one arrested.
- Hospital operator Medikaloka Hermina made its trading debut on the Indonesia Stock
Exchange (IDX), becoming the 14th company to be added on the IDX so far in 2018.
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17 May
- Bank Indonesia completed its scheduled May policy meeting. In line with expectations it
decided to raise its benchmark interest rate by 25 bps to 4.50% to curtail capital outflows that
are plaguing the rupiah, stocks and bonds.
- The holy Islamic fasting month (Ramadan) started. It is a period when economic activity
declines drastically.
18 May
- Prosecutors demand that pro-Islamic State (IS) cleric Aman Abdurrahman, leader of the
Indonesian militant group Jamaah Ansharut Daulah (JAD), is sentenced to death for allegedly
inspiring a series of terrorist attacks on Indonesian soil.
- Sri Mulyani Indrawati updated the House of Representatives (DPR) on the government’s
assumptions regarding the 2019 State Budget. At a later date the DPR will discuss these
assumptions before approving or disapproving the budget.
20 May
- 12 people were killed and nine injured in a traffic incident in Brebes (Central Java) when a
truck’s brakes failed and smashed into houses and motorcycles. Transport accidents are not
uncommon in Indonesia, where buses, trains and even planes are often old and badly
maintained.
21 May
- The Indonesian rupiah depreciated passed the IDR 14,200 per US dollar level, its weakest
level since late-2015.
22 May
- Indonesian authorities raised the alert status for the Merapi volcano again and ordered
people within three kilometres from the volcano to evacuate. Mount Merapi erupted four times
in a 24-hour period. There are no reports of casualties.
23 May
- Pizza hut operator Sarimelati Kencana and transportation services provider Guna Timur
Raya made their trading debuts on the Indonesia Stock Exchange, becoming the 15th and 16th
company to list in Indonesia so far in 2018.
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- Indonesia and Peru agreed to step up economic cooperation during a meeting between their
foreign ministers in Lima (Peru). Both sides agreed on a Trade in Goods Agreement (TIGA).
This may be followed by the establishment of a comprehensive economic partnership
agreement (CEPA) at a later stage.
24 May
- Perry Warjiyo was inaugurated as new Bank Indonesia Governor for the 2018-2023 period.
He succeeded Agus Martowardojo whose five-year term had ended.
- In the latest World Competitiveness Yearbook ranking that is compiled by Switzerlandbased International Institute for Management and Development (IMD), Indonesia's
competitiveness was seen dropping due to external pressures arising from trade, fluctuating
exchange rates, and insufficient efforts to eradicate corruption.
- Indonesia’s Energy and Mineral Resources Ministry said it will become mandatory for local
biodiesel to have a bio-content of at least 25% from 2019 onward (“B25 program”). It is part of
the government’s efforts to boost domestic consumption of palm oil and reduce the country’s
dependence on imports of fuel.
- Kertajati International Airport in Majalengka (West Java) started operating. It is the secondlargest airport in Indonesia after Soekarno-Hatta International Airport that is located just
outside the capital city of Jakarta.
25 May
- Indonesia's parliament unanimously approved a strengthened anti-terrorism law through a
revision of the 2003 antiterrorism law. Although there are some concerns about widening
room for the abuse of power, the revised law gives much more room for security officers to
prevent terrorist attacks.
- Bank Indonesia announced an additional (ad hoc) monetary policy meeting. This meeting
will be held on 30 May. Markets immediately assumed that Bank Indonesia would raise its
benchmark again in an effort to curtail capital outflows and defend the rupiah.
- Bank Indonesia said it is studying whether it can lower down payment requirements for
purchases of property through House Ownership Credit (Kredit Pemilikan Rumah, or KPR) in
an attempt to boost credit growth and overall macroeconomic activity.
26 May
- The Indonesian badminton squad was defeated by China in the semi-finals of the 2018
Thomas & Uber Cup.
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28 May
- General insurance firm Asuransi Tugu Pratama Indonesia made its trading debut on the
Indonesia Stock Exchange (IDX), hence becoming the 17th company to have successfully
completed its IPO so far in 2018. In total, nine companies were added to the IDX in the month
May 2018. This is a very positive result, especially considering there is currently a high
degree of uncertainty in the market (which generally makes companies hesitant to go-ahead
with an IPO).
- Eleven passengers of a Lion Air flight (en route from Pontianak to Cengkareng) were injured
in a fake bomb threat. When passengers will still entering the aircraft, a passenger joked that
he smuggled a bomb inside the plane. Then panic broke out. The emergency exits were
opened and people fled to the wings of the aircraft. As it became more crowded people
started pushing causing dozens of people to fall off the wings. Eleven people suffered broken
bones.
29 May
- Indian Prime Minister Narendra Modi arrived in Indonesia for his first state visit to Southeast
Asia’s largest economy. He was welcomed by President Widodo. Both men held a bilateral
meeting in which strategic partnerships, including trade and defense matters, were discussed.
- Indonesian markets were closed in Indonesia for a public holiday: Vaisak (Buddha’s
birthday).
- Tony Fernandes, Chief of the AirAsia Group (which is among the biggest players in
Indonesia’s low-cost aviation industry), is being investigated by Indian federal police for
allegedly paying bribes to influence local policy-making.
30 May
- Bank Indonesia held its ad hoc meeting and – in line with expectations – raised its benchmark
interest rate by 25 basis points to 4.75 percent in an attempt to defend the Indonesian rupiah
which had been plagued by heavy external pressures.
- First Travel bosses Andika Surachman and Anniesa Hasibuan were sentenced to 20 and 18
years imprisonment, respectively, over an umrah tour package scam. On 7 May 2018 First
Travel manager Siti Nuraida Hasibuan had already been sentenced to 18 years in prison.
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31 May
- Indonesia issued Japanese yen-denominated samurai bonds worth 100 billion yen (approx.
USD $912 million), consisting of four series - RlJPY0521, RlJPY0523, RlJPY0525, and
RlJPY0528 - which are worth 49 billion yen, 39 billion yen, 3,5 billion yen and 8,5 billion yen,
respectively. The coupon rates are set at 0.67 percent, 0.92 percent, 1.07 percent and 1.27
percent, while the maturity dates are 31 May 2021, 31 May 2023, 30 May 2025, and 31 May
2028. The joint lead arrangers are Daiwa Securities Co. Ltd., Mizuho Securities Co. Ltd,
Nomura Securities Co. Ltd and SMBC Nikko Securities Inc. The four series have obtained a
Baa2 rating from Moody’s, BBB- from S&P, and BBB from Fitch Ratings.
- S&P affirmed Indonesia’s sovereign credit rating at BBB-/Stable Outlook (investment grade
level).

© Van Der Schaar Investments B.V.

www.indonesia-investments.com

14

Radical Islam Strikes Again; Attacks in Surabaya and
Pekanbaru
Possibly the most important news story that occurred in Indonesia in May 2018 was violence
related to radical Islam. Within a three-day period Islamic State (IS)-inspired suicide bombers
and “swordsmen” attacked churches and police officers in Surabaya (East Java) and
Pekanbaru (Riau, Sumatra). These attacks, which killed 32 people (including churchgoers,
police officers and terrorists), made news headlines across global media.
Clash & Siege at National Police's Mobile Brigade Headquarters' Detention Center in Depok
But before delving deeper into the aforementioned terrorist attacks in Surabaya and
Pekanbaru, we first discuss another incident – also involving Muslim radicals – that had
occurred several days earlier in Indonesia. It is possible that there is a link between these
events.
On the evening of Tuesday 8 May a riot broke out in a high-security detention center (Police's
Mobile Brigade Corps's headquarters) in Depok (located just outside Jakarta); a detention
center where many convicted Muslim radicals are imprisoned. On the aforementioned
evening a clash erupted between a convicted inmate and one (or more) prison guards over a
trivial matter. The inmate was expecting a food package from his family but when he did not
receive the package he started to become aggressive towards the guard(s). The situation
quickly went out of control as inmates attacked guards, took guards’ weapons, and managed
to break through an iron gate to reach an ammunition room inside the detention center. Five
guards were instantly killed, several were injured, while one was taken hostage. Meanwhile,
one of the rebellious inmates had been shot dead during the early moments of the clash.
For the next 36 hours there would be a tense situation in - and around - the detention center.
Reportedly, 155 inmates (many of whom convicted for their participation in radical Islamic
networks) took control of one prison block within the detention center. Police secured the
surrounding streets and sent extra security officers to the area to siege the hijacked prison
block. Adding to concerns was that former Jakarta governor Basuki Tjahaja Purnama (better
known as Ahok) is also serving his (two-year) sentence at the same detention center (albeit in
a different prison block). Ahok was sent to jail for blasphemy against Islam last year in a very
controversial case. It would therefore not be unimaginable that these rebellious radicals would
try to go after Ahok. Although Ahok’s sister informed local media that her brother was safe (at
an unaffected prison block), some argued that this message came so soon that it may not be
based on the truth but merely a strategy to keep Ahok supporters calm. At a later stage, the
sister’s message turned out to be true.
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Meanwhile, pictures started circulating on the Internet and social media, depicting several
inmates in the Depok detention center holding weapons as well as a black IS flag, hence
giving rise to speculation how these pictures had actually come on the Internet: did the
rebellious inmates use the smartphones they had stolen from the killed/injured police officers,
or did they use devices that had been smuggled inside the prison? It is widely known that
there are serious leaks in Indonesian prisons, thus goods (including drugs and weapons) can
be smuggled inside the walls of the prison. There are also examples of jailed drug lords
running a meth-and-ecstasy ring from within the prison. Another interesting example is
convicted corrupt tax official Gayus Tambunan who was sentenced to seven years in prison.
Despite being jailed he was spotted watching a professional tennis match on Bali (wearing a
wig). Later he confessed that he was able to walk out from prison on various occasions by
simply paying the guards. These are all interesting (yet worrisome) examples of prison
corruption in Indonesia.
Back to the riot at the Depok detention center. While National Police spokesman Muhammad
Iqbal rejected the idea that this clash was an act of Islam-inspired radical violence, a link to
Islamist terrorism was made by domestic and international press after a publication of the IS
group's Amaq News agency. Amaq News published a report saying that the clash in Depok
was one between its fighters and Indonesia's counter-terrorism squad. However, there are no
signs that the rebellious inmates had been planning this attack beforehand and there also
seems no reason to doubt the official explanation of police (namely that a trivial matter was
the cause of the incident).
Within 24 hours after the start of the clash, the one police guard that had been held hostage
by the inmates was released in exchange for food. After this exchange, the inmates seemed
rather powerless in the prison block despite holding various weapons. But security forces
continued to wait before attacking the block (possibly knowing that the lack of food and drinks
would weaken the rebellious inmates). Then, on early Thursday morning (10/05), all 155
inmates surrendered after a special police team finally started to storm the prison using
teargas and other weapons.
Meanwhile, when the siege was still ongoing, two suspected terrorists (not being inmates of
the Depok center) were shot dead by police as they tried to approach the prison from outside.
This was an apparent attempt to help the rebellious inmates. One policeman was stabbed to
death in this incident outside the detention center.
In conclusion, local authorities and police have some serious homework to do as this Depok
riot is a matter of state security. Surely it should not be possible for inmates (especially not
convicted terrorists) to overcome guards, break through gates and obtain various weapons
and ammunition. The case should lead to a thorough investigation into the (general) safety
measures at Indonesian prisons.
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What is also worth noting is that this high security detention center in Depok had been one of
the targets of Islamic terrorists four days before the start of the riot. A group of Islamist
militants had been planning to attack this detention center (as well as other police stations
across Depok). However, police arrested three of the militants (in Bogor) before they could
carry out their plans. Still, no link was found between the failed terrorist attack several days
earlier and the clash between inmates and police at the Depok detention center.
Suicide Bombers Attack Three Churches in Surabaya
On the morning of Sunday 13 May 2018 a six-member family struck at three churches in
Surabaya when Sunday morning services were about to start or were ongoing. The three
churches are:
(1) Gereja Katolik Santa Maria Tak Bercela (Immaculate Saint Mary Catholic Church)
(2) Gereja Kristen Indonesia Diponegoro (Indonesia Christian Church)
(3) Gereja Pantekosta Pusat Surabaya Sawahan (Surabaya Central Pentecost Church)
The six-member family, led by father Dita Oepriarto, split into three groups. While the father
drove a car filled with explosives to the Gereja Pantekosta Pusat Surabaya church, his two
sons (both teenagers) carried out a suicide attack on a motorcycle at Gereja Santa Maria Tak
Bercela. Lastly, the mother of the family, together with her two daughters (aged 9 and 12),
went to Gereja Kristen Indonesia Diponegoro by motorcycle to commit the suicide act. IS
claimed responsibility for the suicide attacks via its propaganda agency Amaq.
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After hearing about the attacks Indonesian President Joko Widodo immediately turned his
schedule around and flew to Surabaya to visit the affected churches and meet several of the
victims in a local hospital. Widodo also made a televised speech in which he condemned the
attacks and in which he emphasized that no religion supports violent attacks on innocent
people.
In the afternoon it became known that six members of one family were the perpetrators of the
church attacks. Police said this family was part of the Jamaah Anshar Daulah (JAD), an
extremist group that is affiliated with the IS network. In fact, father Dita Oepriarto was named
the leader of the Surabaya branch of JAD. Initially it was reported that this family was among
IS-affiliated Indonesians that were deported by the Turkish government in 2017. Later this
statement was retracted.
Explosion in Apartment Unit in Sidoarjo
In the evening of Sunday 13 May - and not far away from Surabaya where the church
bombings had happened earlier on the day - an explosion was heard coming from the fifth
floor of the Wonocolo residential apartment complex, a low-cost apartment complex, located
behind the Taman Police station in Sidoarjo. Presumably it was a self-made bomb that went
off prematurely. It is assumed that the bomb was meant to be used in a future terrorist attack,
similar to the church attacks that happened earlier on the day.
Just like the church bombings, a six-member family was involved in this premature apartment
explosion. The explosion instantly killed the mother and one of the children in the apartment
unit. When police arrived at the address the father threatened to set off another self-made
bomb and therefore was shot dead.
Based on statements from the police, there is a link between the Sidoarjo apartment
explosion and the Surabaya church bombings because similar types of explosives were used.
Moreover, both families knew each other. They were part of a study group that frequently met
to study the Al-Qur’an and watch IS-related films (such as suicide attacks and decapitations).
Suicide Bomb at Police Headquarters in Surabaya
While Surabaya and Indonesia were yet to recover from the church bombings on Sunday
morning, another explosion occurred in Surabaya on the morning of Monday 14 May. This
time at the entrance of Surabaya’s police headquarters. Video images show two motorcycles
approaching the entrance. When they are stopped by police officers who guard the entrance,
an explosion happens. Just like the other incidents that happened on the preceding day it was
– again – a family that performed this attack. This time a five-member family; four members
were killed while the youngest daughter survived the suicide attack. Ten people, involving
four policemen and six civilians, were injured in the attack.
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Attack at Police Headquarters in Pekanbaru
Lastly, on the morning of Wednesday 16 May 2018, five terrorists (using a car) forced their
way passed the gate into the area of the Pekanbaru police headquarters (in the Riau
province). One police officer, who was hit by the vehicle, died on impact while two other
officers were injured. Four terrorists then got out of the vehicle and started to attack police
officers with samurai swords. They were all shot dead by police. Later police arrested the fifth
person, who had been driving the car and had managed to flee the scene after his four friends
stepped out of the car.
Meanwhile, in the aftermath of the attacks in Surabaya and Pekanbaru, Indonesia’s special
counter-terrorism squad Densus 88 arrested dozens of suspected militants in East Java and
Riau (four were killed during the arrest), including Syamsul Arif (also known as Abu Umar)
who is suspected of being the leader of JAD’s East Java chapter. He was arrested in Malang.
However, opinions vary whether this arrest will have a significant impact. Considering JAD is
assumed to consist of a cell system network, it should not destabilize the JAD organization
too much. On the other hand, through the arrest police may be able to find some valuable
information related to other cells in East Java (such as other examples of “family-cells”).
New Phenomenon in Terrorism: the Family Suicide Attack
In the three church suicide bombings, the premature explosion in the apartment complex
(although we do not know how and where these home-made bombs would be used), and in
the suicide bombing on Surabaya’s police headquarters it all involved local families (parents
and their children) who committed the terror attack together. This is something we have not
seen before. In earlier terrorist attacks in Indonesia it were usually young men who committed
the crime by themselves or in small groups (but also in cases of small groups the terrorists
would blow themselves up individually or separately; not together in pairs or in a group).
There are several imaginable factors behind this change of tactic. Firstly, planning and
organizing attacks internally within the family reduces chances of being caught because the
more external communication, the better chances security officers have at detecting such
plots. Secondly, children are easy “soldiers” to recruit (there is ample room for brainwashing),
especially when it involves terrorists’ own children. Considering Indonesia’s patriarchal
society, children have very limited room to rebel against the father’s wishes. Thirdly, it may
require less courage to conduct a terrorist act when it is in cooperation with your loved ones
(wife and children) than it would if the act is committed by oneself or with radical friends. After
all, in terrorists’ minds they are doing a good deed and will meet their loved ones again in
heaven.
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According to Indonesian police, the three families that were involved in the three incidents in
Surabaya and Sidoarjo were all members of the same religious study group that gathered
together once per week to study Islamic materials and watch jihadist films (including footage
from Syria and Iraq as well as IS-inspired attacks in France). Meanwhile, several of the
families’ children were kept away from schools (and instead being home-schooled), hence
keeping the children insulated from secular education or any other outside ideas. This creates
a good context to indoctrinate children with radical beliefs. Therefore, authorities - and society
– may need to be a bit more alert when local children are not allowed by their parents to be
educated at local schools.
In fact, one of the key solutions in the battle against radical beliefs is the school system. Here
children should be taught the importance of tolerance and harmony. But based on several
recent studies, Indonesia’s educational institutions, particularly the strict Islam-oriented
institutions, are fertile ground for radicalism (as these schools stress the importance of
creating one single Islamic identity, and thereby more-or-less undermine the pluralist
Indonesian identity). The latest surveys released by the Wahid Institute, Pusat Pengkajian
Islam Masyarakat (PPIM), and the Setara Institute show a tendency of rising intolerance and
radical values in Indonesia’s educational institutions. It is important to note that such strict
Islam-oriented schools differ from the Islamic schools that are affiliated with the country’s
more traditional Muslim organizations such as Nahdlatul Ulama (NU) or Muhammadiyah.
For sure the Indonesian government will need to focus on education by curtailing the spread
of radical thoughts in these institutions, while promoting the importance of tolerance. At the
start of June 2018 another example came to the fore. Indonesia’s anti-terrorism squad
Densus 88 arrested three Riau University alumni during a raid at the campus’ Gelanggang
Mahasiswa FISIP building in Riau (Sumatra). Also self-made bombs and other explosive
materials were found. The Riau police chief said one of the arrested men used social media
to teach others to make bombs, while campaigning for suicide bombings.
Jamaah Ansharut Daulah (JAD) Connection
The three families that were involved in the Surabaya/Sidoarjo attacks are believed to have
been members of the pro-IS Indonesian militant group Jamaah Ansharut Daulah (JAD). JAD,
which was founded by Aman Abdurrahman in Malang in 2015, is currently believed to be the
largest local terrorist group in Indonesia. Abdurrahman is one of the more well-known local
terrorists in Indonesia. He was sentenced to seven years in prison back in 2004 after a failed
terrorist attack in Depok. However, he was released in 2008 for good behaviour.
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But soon after Abdurrahman’s release from prison, he collaborated with Abu Bakar Ba'asyir
(co-founder of the Jemaah Islamiyah and founder of the Jemaah Anshorut Tauhid, JAT,
terrorist groups) to organize a joint terrorist training camp in Aceh in 2010 that united various
local terrorist groups that were active across the Archipelago. In 2010 Indonesia’s counterterrorism squad Densus 88 discovered this paramilitary training camp in the jungles of Aceh
where - allegedly - attacks were being prepared against the Indonesian president, against
foreigners and against other 'infidels'. Abdurrahman was sentenced to another prison
sentence (nine years) as a consequence of his involvement in the Aceh training camp.
In 2016 Abdurrahman issued a fatwa urging his followers to "emigrate to IS, but if you cannot
emigrate, then wage jihad with spirit wherever you are. If you cannot wage war or you lack the
courage to do so, then contribute your wealth to those who are willing to perform jihad. And if
you cannot contribute, then urge others to undertake jihad. And if you cannot do that, then
what is the meaning of your loyalty oath [bai’at]?" Most prominent local targets of
Abdurrahman and his followers are the Indonesian government, security forces, and – more
generally - those who have other belief-systems.
Despite being in prison, Abdurrahman allegedly managed to mastermind several other
terrorist attacks across Indonesia, including the Thamrin attacks in Central Jakarta in early
2016 and the bombings near a bus station in Kampung Melayu (East Jakarta) in May 2017.
For his role in these events, prosecutors demanded the death penalty for Abdurrahman at a
hearing on 18 May 2018. But what is also interesting to mention is that Abdurrahman is
imprisoned in the same Depok detention center (albeit a different block) as where the clash
occurred between guards and inmates in early May 2018. When the 155 inmates still had
control over one prison block (and held one guard hostage) one of their demands was a
meet-up with Abdurrahman. Reportedly, police later met their demand and this may have
helped to somewhat calm the rebellious inmates.
Police said the Depok detention center incident was ignited by a trivial matter (related to
food). However, some speculate that the Surabaya church bombings and attacks on
Surabaya and Pekanbaru police headquarters were triggered by the riot in the detention
center. However, it is more likely that the Surabaya and Pekanbaru attacks were motivated by
the arrest and conviction of prominent JAD members, including Abdurrahman and Zaenal
Anshari (JAD’s second-in-command and the leader of JAD's East Java chapter). Anshari was
recently convicted for smuggling weapons to Indonesian militants in the southern Philippines.
Another possibility is that ISIS in the Middle East lost most of its territory and therefore its
Indonesian followers are determined to ensure it survives.
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What makes the Surabaya church and police headquarters bombings very eerie is that few to
none people had any idea that the families would be willing to take such drastic actions. Local
media institutions interviewed neighbours, the housing complex’ security guards, and spoke
to people who visit the same mosques as the perpetrators but no-one imagined something
like this could happen. In fact, besides the headscarves, the family that attacked the three
churches did not seem overly Islamic in appearance (see picture below). The children were
often seen using batik shirts (which are symbolic of diversity in Indonesia) and even the father
– named Dita Oepriarto (who is assumed to have been the head of JAD’s Surabaya branch) –
was often seen wearing western style of clothes, such as jeans or polo shirts. However, this
could also have been a tactical choice to reduce suspicion. Based on recent statements from
Indonesian police, Oepriarto was actually already on police’s radar as he had visited
Abdurrahman several times in prison.
The “family suicide attack” is a new phenomenon and it is now important for authorities to
detect potential terrorists who are willing to use their wives and children as weapons before
more innocent lives are shed (and especially preventing it from becoming a “normal”
phenomenon due to copy-cats). Moreover, with the help of the soon-to-be-implemented new
antiterrorism law, law enforcement officers will have more tools at their disposal to prevent
future attacks.
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Indonesia’s New Anti-Terrorism Law Approved
In a plenary session on 25 May 2018 Indonesian parliament unanimously approved a new
anti-terrorism bill, which is actually a revision of Indonesia's 2003 Anti-Terrorism Law. It took
two years of deliberation but the process was sped up significantly by the recent series of
terrorist attacks in Indonesia.
Indonesia’s existing anti-terrorism law (2003) is regarded a weak tool in the battle against
terrorism because in essence police “had to wait for the terrorist to make victims before they
could arrest the terrorist or others that could be linked to the perpetrator”. The new bill, which
is expected to be finalized in June 2018, would enable law enforcers to use terrorism
prevention measures. One may wonder why it took so long to design such law.
For example, the revised law will allow law enforcers to pre-emptively detain suspects for a
longer period. The detention periods are lengthened up to 21 days (without needing any
charges at all) and up to 200 days (with official charges). The new law will also allow the
prosecution of those who join - or recruit for - militant groups. And those who import
explosives or components such as chemical, biological, radiological, nuclear or radioactive
weapons with the purpose to use these for terrorist activities - or make, receive or possess
them - can be charged under Article 10a of the bill, which carries a maximum sentence of 20
years’ imprisonment. Furthermore, through the bill people can be charged who mastermind
terror attacks, partake in paramilitary training with the purpose of launching terror attacks or
join overseas wars related to terrorism, with maximum terms ranging from 12 years, 15 years,
20 years to life sentence and the death penalty.
Amnesty International Indonesia responded to the passing of the bill as follows: “the newlypassed law contains a number of draconian articles that threaten to undermine human rights
in Indonesia. The law erodes safeguards against arbitrary detention and against torture and
other ill-treatment, as well as expanding the scope of the application of the death penalty.
Plans to deploy the military in counter-terrorism operations are also deeply concerning”.
Regarding the longer detention period for suspects Amnesty International Indonesia said “[the
bill] grants police powers to hold suspects for up to 221 days without being brought to court –
a blatant violation of the right of anyone arrested on a criminal charge to be brought promptly
before a judge and be tried within a reasonable time or be released.”
The bill also expands the definition of ‘terrorism’. The exact definition had actually been one
of the key obstacles to the approval of the bill as not all political parties agreed on the exact
definition. The new definition, which was finally agreed upon, is now as follows:

© Van Der Schaar Investments B.V.

www.indonesia-investments.com

23

"Terrorism refers to acts of violence or threats that give rise to an atmosphere of terror or

widespread fear, which can lead to mass casualties, and/or cause damage or destruction to
strategic vital objects, the environment, public facilities or international facilities, with motives
related to ideology, politics, or security disorder"
Critics, however, argue that this definition is too vague and should therefore not be rushed
into law. Some claim that the new law could actually be used to curtail civil liberties.
Another (controversial) point is that through the revised law the Indonesian military becomes
involved in counter-terrorism activities. Previously, this was the task of police. But as there
exists rivalry in Indonesia between the police and the army, not everyone is happy to see the
army becoming involved in this field.
The passing of the bill coincides with the establishment of the Indonesian army's Joint Special
Operations Command (in Indonesian: Komando Operasi Khusus Gabungan, or Koopsusgab),
which will take charge of the military's involvement in Indonesia's war on terror. Critics are
concerned seeing an expanded role for the army in society because of memories of the
military-backed Suharto regime. In the era of Reformation (after 1998) many successful
efforts were made in order to reduce the role of the army in Indonesian politics and society.
This process is now slightly reversed.
Quick Overview of Islamization and Islamism in Indonesia
With around 225 million Muslims, Indonesia has the world’s biggest Muslim population. Islam
therefore plays a big role in Indonesian society, the economy and politics. However,
Indonesia is not an Islamic state that is ruled by Islamic law. Instead Indonesian governments
have always emphasized the importance of pluralism and harmony. Thus, governments are
secular (something that is not liked by radicals).
A process of Islamization has been ongoing in Indonesia for many centuries up to the present
day (this process of Islamization should not be confused with Islamism) and at some
moments in history this process of Islamization gets a boost. For example, in the early 1990s
Islam became a political alternative to express resentment towards the authoritarian (and
highly corrupt) Suharto regime. Suharto – who himself was a nominal Muslim - then began to
take a new approach towards the Islam in the early 1990s, which included his pilgrimage to
Mecca in 1991, more 'Islam-friendly' officers in the top ranks of the army as well as the
establishment of the Indonesian Association of Muslim Intellectuals (ICMI) in 1990. These
measures combined did somewhat dilute criticism from the (stricter) Muslim community. As a
result of more Islam-oriented policies society became more “Islamic”. For example, more and
more women were seen wearing the headscarf on the streets of Indonesia starting from the
1990s.
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Another example of a sudden boost in the process of Islamization (although this case also
clearly shows a boost in Islamism) in Indonesia is the “Ahok case”. Deputy Governor Ahok
became governor of Jakarta after former governor Joko Widodo decided to join the
presidential election of 2014 (thus Ahok was not the choice of the people). This led to great
resentment in the stricter Muslim circles as conservative doctrine teaches that a Muslim
community cannot be led by a non-Muslim leader. Especially after Ahok had made a “slip of
the tongue” that was regarded blasphemous (and for which he was later sentenced to two
years in prison), the radical Muslim groups organized a series of massive anti-Ahok
demonstrations in Jakarta to put pressure on the government and society at large (including
the judges in the Ahok case).
It was a tactic that proved successful. Among the “nominal Muslims” there are many
examples of people who decided to show a more Islamic appearance (identity) amid social
pressure due to the heightened tensions surrounding the Ahok case. For example, some
Muslim women who previously did not wear the headscarf started wearing them in public. On
social media some people started to use more Muslim phrases (which they rarely used
previously) or they uploaded profile pictures on Facebook or WhatsApp where they are
wearing Muslim clothes (while previously they were always seen wearing western styles of
clothes). Hence, there now exists much more social pressure in Indonesia to show your
Muslim identity (and a sort of fear that one will be accused of “not being Muslim enough”). In
that sense, we now regard Ahok’s governorship as something that backfired seriously: while
at the start we thought it was a good development that a non-Muslim could become the
governor of Jakarta, it provided an occasion for radical groups to unite and put pressure on
society, and actually seemed to have radicalized part of the nominal Muslim community.
And besides “soft” social pressure as described at the start of the preceding paragraph, there
is also an increase in “hard” social pressure that stems from radical groups such as the
Islamic Defenders Front (in Indonesian: Front Pembela Islam, FPI). Such groups are eager to
impose their conservative will on society by (the threat of) violence. Even worse, they have
become a political force as was seen in the Ahok case when radical groups including the FPI
were allowed to stage big anti-Ahok protests in Jakarta to put pressure on society, giving rise
to heightening ethnic and religious tensions. In the minds of these radicals, non-Muslims are
bad, and most Indonesian Muslims are “not Muslim-enough”.
It is assumed that the government does not dare to ban such groups because it could ignite
criticism that the government is anti-Islam. Moreover, one of the key underlying reasons for a
Muslim to radicalize is (a mixture of) political exclusion, feelings that great injustice has been
done towards the Muslim community or feelings of western domination (which results in
resentment of the West). Thus, hard action from the government could even exacerbate the
matter.
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Interestingly enough, the founder of FPI, Habib Rizieq, fled Indonesia in 2017 (to Saudi
Arabia) after he was named a suspect in a pornography case (involving the exchange of
sexually explicit messages with a woman named Firza Hussein; which is not allowed by the
country’s pornography laws). What is also interesting to note is that many FPI supporters
upload anti-government slander or lies (including half-truths) on social media platforms in an
attempt to incite hatred/criticism against the government. However, lies, slander and the
incitement of hatred are actually haram (forbidden) in Islamic doctrine.
One last example of the hypocritical nature of (part of) this radical community comes from a
personal experience from the writer of this article. Somewhere in 2017, on a flight from
Jakarta to Yogyakarta I – a westerner - was seated next to a man with an Islamic appearance.
After having started a casual conversation it turned out that he was a FPI member. The
conversation was actually very pleasant and I started to think “well… perhaps FPI members
are not as bad as I thought”. But when the pretty stewardess, who was standing almost next
to my seat, started to do the usual instruction routine ahead of take-off, I noticed that my new
FPI friend was secretly (at least he tried to do it secretly) taking pictures of the stewardess.
Presumably, he did not take the pictures to enjoy the nice batik motif on her outfit at some
point later in the future. Although some may label his act as “normal or healthy manly
behaviour/curiosity”, it surely goes against Islamic principles to see women as a sex object.
In fact, radical streams in Indonesia, such as FPI, actually share several key characteristics
with hooliganism that is often seen in sports, particularly football. Therefore, it is worrying that
such groups have grown and have even become a political actor. But with the process of
(peaceful) Islamization, some Islamism is bound to come along.
Still, by far, most Indonesians are moderate Muslims with the majority being supportive of a
secular democracy and a pluralist society. This attitude is also visible in the results of recent
legislative elections as those conservative Islamic political parties (that stress the importance
of a dominant and strict Islamic presence in the government and society) receive few votes.
The secular political parties that support a moderate and tolerant Islamic democracy and
society, on the other hand, can count on massive support. Each national legislative election
(the next one being in 2019) is therefore always a good moment to measure the development
or decline of political Islam in Indonesia. Especially the 2019 legislative and presidential
elections will be an interesting gauge as religious and ethnic tensions have risen in Indonesia
in the recent past. This may have led to more popular support for Islam-based political
parties.
The continuous process of Islamization that has been ongoing since this religion first arrived
in the archipelago many centuries ago is normal considering the Muslim-majority population.
It is therefore only logical that Indonesia becomes “more Islamic”, reflected by the increase in
Islamic symbols and behaviour in Indonesian society such as the use of the headscarf, the
use of Arabic greeting phrases, cuisine, schools, media, forums, associations, groups, and
banking. Generally, this is a peaceful process.
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However, as stated above, the process of Islamization is bound to be joined by some
Islamism. Newly converted people and young people (including children) are two groups that
are particularly vulnerable to radical thought (especially when they lack good education).
Therefore it is of particular importance for the government to free the educational institutions
from the spread of radical thought. It would also help if popular political figures (in this case
Prabowo Subianto) would not seek ties with hardline Muslims in an attempt to gain votes from
this radical community. Such ties only legitimize the existence of such radical groups and
allows them to grow.
Indonesian radical movements have their origin in reform movements in the Middle East
(Wahhabism and Salafism). Throughout history – and up to the present day - contact with the
Middle East was key in spreading stricter forms of Islam into Indonesia. Indonesia is also one
of the world's largest suppliers of IS fighters, with more than 700 Indonesians estimated to
have joined the war in Syria and Iraq, while more than 200 are believed to have travelled back
to Indonesia after having fought alongside the militant organization. These IS returnees form
a risk as they may try to recruit new members for IS.
Based on a Pew Research study, four percent of Indonesians have a favourable opinion of
the militant IS group. This may seems small but in numerical terms it constitutes more than
nine million people and therefore it is a force that needs to be taken into account.
Impact of the Recent Terror Attacks on Indonesia’s Investment Climate
One last question that I want to discuss here shortly is: do the recent terrorist attacks in
Surabaya and Pekanbaru impact negatively on Indonesia’s investment climate?
No, I doubt to see investors refraining from investing in Indonesia due to the recent terrorist
attacks. Indonesia (like other parts of the world) has become used to such incidents and
despite the injustice done to victims (and heartache for victims’ relatives), life and business go
on as usual after an attack. Therefore, these terrorist incidents also only form a very
temporary hick-up on the stock and currency markets (this trend is also visible in other parts
of the world).
Another interest point is that over the past decade (since the JW Marriott Hotel and Ritz
Carlton Hotel bombings in Jakarta in 2009) terrorists are not aiming at foreign targets
anymore. Before 2010, there were several big incidents which involved western targets (for
example the 2002 and 2005 Bali bombings) and symbols of the western world, such as
embassies and certain nightclubs or hotels that are frequently visited or owned by
westerners. Since 2010, however, terrorists primarily aim at symbols of the Indonesian state,
particularly Indonesian police officers (probably in reaction to the many arrests made by
Densus 88). In that sense, foreigners are safer now than a decade ago.
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The Politicization of International Workers' Day
International Workers’ Day, held annually on the 1st of May, has been a public national
holiday in Indonesia since 2014 (meaning markets are closed on this day). This decision was
made by then-president Susilo Bambang Yudhoyono (SBY). On this day, hundreds of
thousands of Indonesian workers (most of whom are low-skilled workers) gather in the big
cities across the country to perform demonstration marches and urge authorities to implement
more supportive policies for the workers as well as better incomes. In total, it is estimated that
up to three million Indonesian workers took it to the streets on this year’s international
workers’ day.
These “May Day” demonstrations, which went peacefully, were organized by various national
labor unions The biggest among them being the Indonesian Working People Confederation
(in Indonesian: Konfederasi Rakyat Pekerja Indonesia, or KRPI) and Confederation of
Indonesian Trade Unions (in Indonesian: Konfederasi Serikat Pekerja Indonesia, or KSPI).
Interestingly enough (and hardly surprising) this day was politicized ahead of Indonesia’s
regional elections in mid-2018 as well as the legislative and presidential elections in 2019.
Gerindra party Chairman Prabowo Subianto, who is likely to become incumbent President
Joko Widodo’s sole rival in the battle for the presidential seat in the 2019 election, vowed to
implement ten steps to improve the welfare and lives of the Indonesian workers, provided he
will become Indonesian president for the 2019-2024 period. It seems like the unofficial kick off
of his presidential campaign. In front of a big crowd of workers at Jakarta’s Istora Gelora Bung
Karno stadium Subianto made a “political contract” with the KSPI. In return for the ten proworker policies, KSPI Chairman Said Iqbal declared that the KSPI would support Subianto in
the election. KSPI, which was set up in 2003, is estimated to have around three million
members.
Subianto’s ten promises include revoking Government Regulation No. 78/2015 on Wages,
and Presidential Regulation No. 20/2018 on the Use of Foreign Workers in Indonesia, both of
which were made by the Widodo administration (these regulations are discussed in more
detail below). Other promises of Subianto included that part of honorary workers will have the
possibility to become civil servants, build affordable housing for low-income workers and offer
them zero percent down-payment facilities, stop the outsourcing system, and offer free
education to those children of workers who show good analytical skills.
Meanwhile, Joko Widodo still refrains from commenting on the 2019 presidential election and
instead says he is focused on his job as there remains plenty of unfinished work to be done.
Currently, Widodo is comfortably leading in the opinion polls. However, political tensions are
clearly on the rise in Indonesia. And rising tensions – perhaps even leading to chaos - are
estimated to boost Subianto’s chances of winning the election. Therefore, we expect Subianto
(and his followers) to encourage chaos and tensions in the months leading up to the election.
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May Day Celebrations and Demonstrations in Indonesia
At this year’s “May Day” the Indonesian workers had three key demands. Each of these
demands are described in more detail below:
- The government has to raise subsidies (thus lowering prices of rice, electricity, fuel as well
as housing and education)
- The government has to oppose the arrival of low-skilled (or unskilled) labor from abroad
(particularly from China)
- The government has to oppose low minimum wages
1st Demand: Raise Subsidies, Lower Prices!
One of President Joko Widodo’s great achievements is that he has been able to cut energy
subsidies (mainly those that were used for electricity and fuel) significantly. These subsidies
had become a major burden on the central government’s balance sheets. Moreover, when
these funds (or at least part of it) are redirected to economic and social development
(including infrastructure and healthcare), then it would pave the way for structural and longterm development (rather than simply being consumed by car-owners).
The government’s push for infrastructure development and the rapidly rising infrastructure
spending budgets since 2015 are highly applauded as are the government’s efforts to provide
affordable basic healthcare to the population. Problematically, however, infrastructure
development and social development (in the form of better healthcare) take time before their
fruits can be fully enjoyed. And although some infrastructure projects have been completed,
most workers are more concerned about the short-term negative impact of energy subsidy
reforms rather than being appreciative of the long-term positive impact of infrastructure
development. Moreover, when the price of fuel rises, a worker will feel the impact directly in
his wallet, while he may not benefit from infrastructure development in a direct sense.
The negative short-term effect of energy subsidy reforms is that it obviously leads to
inflationary pressure, hence undermining people’s purchasing power. This is a major problem
for workers whose lives are already burdened by financial pressure and therefore indeed
forms a valid reason to demonstrate on the streets on 1 May.
But we do emphasize the importance of further energy reforms in the future as well as the
continuation of the government’s infrastructure development push (which we hope to see
continued after the 2019 elections). Never-the-less, we understand Widodo’s recent change
in attitude toward energy subsidies, and assume this change is of temporary nature only.
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Recently, the Indonesian government already decided that further energy subsidy reforms
have been put on the shelf. Until late-2019 there will not be any changes in subsidized fuel
and electricity prices, a decision that is obviously made with the 2018 and 2019 elections in
mind (more reforms would seriously undermine popular support for the ruling parties and key
ruling figures). However, due to rising international crude oil prices it means that the
government will have to allocate more funds for its energy subsidy budget in 2018 and 2019.
Many analysts are concerned about this “populist move” and claim it could jeopardize the
whole energy subsidy reform agenda in Indonesia. However, we feel that it makes sense to
decide not to pursue further energy reforms at all costs ahead of the elections. Since late2014 big improvements have been accomplished in terms of scrapping energy subsidies, and
the start of a new term, in 2019, would be a much better moment for further reforms.
2nd Demand: Away With Unskilled Foreign Workers!
This second demand of workers during May Day was definitely the most discussed demand in
Indonesian media. Many workers protested against Presidential Regulation No. 20/2018 on
the Use of Foreign Workers in Indonesia. This regulation, which is set to come into effect per
29 June 2018, aims to attract foreign investment by making it easier for skilled foreign
workers to enter and work in Indonesia. However, Indonesian workers are concerned that the
rising number of foreign workers in Indonesia will also mean that their (unskilled or lowskilled) jobs will be taken over by foreigners.
Meanwhile, protesters also urged the government to revoke a 2016 presidential regulation
that provides visa-free access to citizens of 168 nations. This regulation is a strategy of the
government to boost foreign tourist arrivals in Indonesia (hence giving rise to a higher flow of
foreign exchange earnings). However, this regulation also makes it easier for foreigners to
enter Indonesia legally but work illegally. This is indeed a problem. Recently, there have been
several reports of illegal, unskilled foreign workers (many involve Chinese workers) being
employed in Indonesia, for example in mining or agriculture in the more remote areas where
monitoring is weak (and where local authorities are more willing to be bribed).
Problematically, the exact number of foreign workers in Indonesia is unknown. Different
government institutions mention different figures (with a rather wide discrepancy). It is of high
importance that authorities sort out an accurate number. We do believe that the notion of a
big wave of unskilled foreign workers entering into Indonesia is a hoax, particularly used by
those who have political motives to incite fears among the Indonesian population (primarily
those who oppose the Widodo government). The number of skilled foreign workers in
Indonesia is indeed on the rise, but this should be considered a positive development as they
can pass on their skills and knowledge to Indonesian colleagues. Moreover, the rising number
of foreign workers is a sign that foreign direct investment is increasing (which is positive for
economic growth and employment opportunities for the local population). Still, it is important
that monitoring of foreign workers is improved, and especially the presence of illegal, lowskilled foreign workers is fought against (using sanctions and deportation).
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We devote a separate article to the issue of foreign workers in Indonesia in this May edition of
Indonesia Investments’ research report. This article can be found on page 32.
3rd Demand: Don’t Curtail Minimum Wage Growth!
The third key complaint that was ventilated by Indonesian workers on this year’s May Day is
that the government has been curtailing minimum wage growth. In late-2015 the Indonesian
government issued Regulation No. 78/2015 on Wages. Included in this regulation is a cap on
minimum wage growth. In the years prior to the regulation, minimum wages had grown rapidly
in many Indonesian provinces (sometimes touching double-digit figures). This made the
investment climate unappealing to investors and therefore some companies (for example
footwear companies) decided to relocate their plants to other parts of Southeast Asia to enjoy
lower minimum wages. The relocation of a factory to a different country means that hundreds
- or perhaps thousands - of jobs are lost. Moreover, many investors complained that rapidly
growing minimum wages caused a high degree of financial uncertainty.
Therefore, a formula was introduced to limit minimum wage growth in Indonesia. When
existing and (potential) future investors can calculate minimum wages in a more accurate
manner it would help to create a more reliable business climate. The new formula requires
minimal wages to be adjusted each year based on an accumulation of the national headline
inflation rate and the economic growth figures (thus: annual inflation rate + annual GDP
growth rate has become the ceiling for minimum wage growth).
It is understandable that workers would not want their minimum wage growth to be capped.
But, again, we side with the government on this topic and believe it came up with a
reasonable solution to allow for robust minimum wage growth, while protecting entrepreneurs
from too steep increases.
Against Indonesia’s Cashless Society Program & Pro Women’s Rights
A smaller issue that was protested against by the labor unions on May Day was the
government’s "cashless society" program. The problem is that this program results in job
shedding in several industries, such as the toll road, banking, retail and automotive industries.
While a cashless society – meaning the growing role of electronic payments – would make
payments/ transactions more efficient, convenient and more transparent, it is indeed bound to
result in layoffs.
For example, per 31 October 2017 toll road operators in Jakarta only accept e-money for
payments. Toll road operators, including Indonesia’s leading (government-controlled) toll road
operator Jasa Marga, emphasize that this change to a cashless toll road system will not result
in any layoffs. Those workers who used to sit at the toll road gate to collect cash payments
now have become observers (who monitor traffic and act when problems occur or who sell ecards).
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However, critics argue that it is only a matter of time before many of these workers are fired.
Due to the relatively new system at the toll roads it is necessary to have plenty of workers
available who can act when problems occur (technical problems related to the e-payment
system or related to people who forgot to bring their e-card with them or did not put enough
credit on the e-card). However, once Indonesians have become fully adapted to the cashless
toll road system and the electronic system proved reliable, operators may want to reduce
staff-levels at the gates.
Meanwhile, there were also hundreds of women's rights activists who urged the government
to undertake more efforts to stop discrimination against women (sexism or gender inequality),
as well as violence (including sexual harassment) against women in Indonesian society
(especially in the work place but also in the household).
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The Threat of Unskilled Foreign Workers in Indonesia,
Real or Hoax?
In the month May the topic of foreign workers was topic of much debate in Indonesian media.
Ahead of the 2019 legislative and presidential elections political opponents of Indonesian
President Joko Widodo are seemingly using this topic to gain popularity, while trying to incite
criticism against the government or anxiety in society. It is therefore good to study this topic a
bit more thorough to determine whether criticism or anxiety is grounded or that we are simply
dealing with (another) hoax.
After having become President, Joko Widodo has been eagerly pushing for more foreign
direct investment (FDI) into Indonesia. Considering the country's household consumption has
remained subdued in recent years, while the 2000s commodities boom ended quite some
years ago and therefore dragged down Indonesia's export performance, Widodo regards FDI
as a great source for structural economic development.
FDI opens up employment opportunities for the local population, brings new technology and
knowledge to Indonesia, helps to integrate the domestic economy with the international
economy, and - more generally - encourages rising economic activity as well as economic
development. Hence, it makes sense that Widodo wants to see more FDI flow into Indonesia.
In fact, Indonesia is engaged in a battle with several other emerging market economies in the
Southeast Asian region for FDI inflows. But to win this battle a conducive investment climate
is required. This proves to be a major bottleneck. Indonesia's competitiveness is undermined
by weak infrastructure (giving rise to high logistics costs), a high degree of red tape, a high
degree of legal and regulatory uncertainty, and the relatively low quality of local human
resources or human capital.

Number of Foreign Workers in Indonesia:
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Widodo has been eager to improve the investment climate of Indonesia, for example by
investing heavily in infrastructure development and reduce red tape (through deregulation).
An example of the latter is Presidential Regulation No. 20/2018 on the Use of Foreign
Workers in Indonesia. This regulation, which was signed in April 2018, will make it easier for
local companies to hire foreign workers once it comes into effect on 29 June 2018 as it
simplifies the permit application process for the foreign worker.

Origin of Foreign Workers in Indonesia (2017):

Gerindra Chairman Prabowo Subianto, who will likely be the sole rival of Widodo in the 2019
presidential election (if he can obtain enough support from other political parties), unofficially
kicked off his presidential campaign on International Workers' Day on 1 May 2018. In front of
a big crowd of workers Subianto vowed to revoke the aforementioned presidential regulation.
Obviously his statement was cheered by the group of protesting workers on May Day. One of
the key issues that was at the center of the May Day protests was workers' hostility to the
arrival of (low-skilled or unskilled) foreign workers from abroad (especially from China).
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The issue of foreign worker has thus become one of the selling points for Widodo's opponents
in the context of the elections. However, the question is: is there really a massive influx of
low-skilled (or unskilled) foreign workers in Indonesia? Or is it merely a hoax designed to
create some chaos in Indonesian society. After all, with the long colonial period still fresh in
mind, it is rather easy to exploit Indonesians' fear of "the foreigner" who comes to Indonesia to
"steal" jobs, money or commodities. Not only the low(er) educated Indonesians are vulnerable
to such fears, but these sentiments are also shared by a big part of the high(er) educated
people.
It is a tactic that actually goes back a long way in Indonesian history. If there is not a real
enemy (the best example of a real enemy being the Dutch colonial regime), then it is fruitful to
simply create an enemy so that a feeling of unity is fostered among Indonesians.
But is it really only a hoax or tactic to incite fear for political gain? Well, the problem is that
there is some haziness about the data as different government institutions come up with
different data. Also in local media we detect a wide variation in data ranging between 85,000
and 127,000 foreign workers in Indonesia in 2017. It is unclear what causes these different
data (do some include non-working foreign residents in Indonesia? Do some include
estimates of illegal foreign workers? Do some exclude short-term foreign workers?)
Therefore, last week, several lawmakers urged the government to do additional research and
come up with accurate data regarding the number of foreign workers in Indonesia.

Number of Foreign Workers in Indonesia per Sector (2017):

According to Indonesia's Manpower Ministry, there were 85,974 foreign workers in Indonesia
in 2017, up from 80,375 in the preceding year. Most of these foreigners are professionals,
directors and managers in Indonesia's services sector. Considering Indonesia has a
population of around 260 million people, foreigners thus only make up 0.05 percent of the
total in Indonesia. This is a very low ratio compared to Malaysia (1.8 percent), Thailand (1.7
percent), Singapore (1.4 percent), or Hong Kong (0.3 percent). Thus, if the data of the
Manpower Ministry are reliable, there is nothing to worry about. For comparison, there are
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about 160,000 Indonesians working in Hong Kong; a figure that exceeds the total number of
foreign workers in Indonesia.

Foreign Workers Ratio Comparison (2017):

But is there a threat that the foreign workers ratio of Indonesia will rise drastically in the
foreseeable future due to the implementation of Presidential Regulation No. 20/2018 on the
Use of Foreign Workers in Indonesia? Well, we don't think so because the regulation does not
allow low-skilled or unskilled foreign workers to take up employment in Indonesia. The
regulation primarily focuses on the simplification of the permit application process (it does not
set a lower threshold for foreigners to work in Indonesia in terms of skills, education and
experience). Immigration regulations remain rather strict in order to prevent low-skilled
foreigners from coming into the country to take up employment.
But we do expect to see rising numbers of foreign workers in Indonesia in the foreseeable
future. This is only natural because FDI is rising continuously in Indonesia. When a foreign
investor sets up a company in Indonesia, it is common to fly in foreign directors,
commissioners and managers as well as several other specialists.
However, we do assume (implying that we lack actual data or evidence) that rising investment
from China (for example several big infrastructure projects) does lead to the arrival of lowskilled Chinese workers in Indonesia. Considering low-skilled Indonesians cannot
communicate in other languages besides Indonesian (or in another regional language such
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as Javanese), while Chinese people are also not known for their great mastery of foreign
languages (such as English), we assume that Chinese investors prefer to use temporary
Chinese workers for the projects. Moreover, Chinese workers are known for their high
productivity (unlike Indonesian workers). Furthermore, it is of course fairly simple to find
loopholes in Indonesian immigration laws and regulations. For example, simply give the lowskilled worker a label such as "safety engineer" and he is free to temporarily work in
Indonesia for the project.

Number of Foreign Workers in Indonesia per Job Position (2017):

What is a problem though is the issue of illegal foreign workers. Regularly foreign workers,
especially from China, are caught working illegally in Indonesia (meaning that they do not
have a work permit). Reportedly, these illegal workers are especially found in the more
remote industrial areas away from the center where they do not easily come on immigration
officers' radar. And it could very well be that the 2016 presidential regulation that provides
visa-free access to citizens of many nations (a strategy of Widodo to boost foreign tourist
arrivals in Indonesia, hence boost foreign exchange earnings) makes Indonesia much more
accessible to foreigners and therefore opens up opportunities for foreigners to work illegally in
Indonesia (by overstaying and abusing the visa-free access facility). The solution would be to
improve immigration's monitoring system and encourage companies in Indonesia to check the
legal status of foreign workers more carefully (and impose sanctions in case a company uses
illegal foreign workers). Moreover, those who have been found working illegally in Indonesia
need to be deported.
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It is very difficult to pinpoint the exact number of illegal foreign workers in Indonesia. Some
claim it is double the amount of legal workers. We assume this is an exaggeration but we
would not be surprised if the actual number is in the tens of thousands of foreigners.
Another matter that is believed to have contributed to the rising number of (legal) foreign
workers in Indonesia is the implementation of the ASEAN Economic Community (AEC) on 1
January 2016. The AEC turned the region into a single market and production base,
characterized by the free movement of goods, services, and investment as well as a freer flow
of capital and skills. But also under the AEC only skilled labour is allowed to be employed in
Indonesia.
Thus, overall, we feel the “threat of unskilled foreign workers” is a hoax aimed at inciting fear
among the Indonesian population with the aim to undermine popular support for the
government. There are no signs of an enormous wave of low-skilled or unskilled foreign
workers into Indonesia. However, it is important for authorities to improve data, enhance
monitoring and “catch” those foreign workers who work illegally in Indonesia. Meanwhile, we
emphasize the importance for Indonesia to welcome skilled foreign workers as they can pass
on their expertise, experience and knowledge to local human resources. Moreover, foreigners
tend to create (informal) employment opportunities for maids (pembantu), nannies, drivers,
etc.
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GDP Growth Indonesia at 5.06% in Q1-2018
One of the most interesting economic data to measure the health of an economy is gross
domestic product (GDP). In early May 2018 Indonesia's Statistics Agency (BPS) announced
that Indonesian GDP expanded 5.06 percent year-on-year (y/y) in the first quarter of 2018.
While many analysts immediately responded to this figure saying it is “below estimates”, the
figure is actually in line with our expectations. Over the past couple of years it had already
become pretty much clear that the acceleration of economic growth in Indonesia comes at a
very slow pace, a trend that can primarily be attributed to sluggish household consumption as
well as Indonesia’s subdued export performance in the post-2000s commodities boom era.
Because the global economic context is currently very different from the 2000s, the
administration under the leadership of Indonesian President Joko Widodo decided to focus on
two matters to encourage structural and long-term economic growth:
(1) Infrastructure development
(2) Direct investment
To boost infrastructure development spending, the Indonesian government significantly cut
spending on fuel and electricity subsidies. As a result, the government’s annual infrastructure
development budgets were raised considerably starting from 2014. It was a move that was
highly applauded by analysts. The generous energy subsidies that had been distributed by
the government for decades had become a major burden on the budget deficit and did not
lead to structural economic development (or new future revenue streams) but were merely
consumed by vehicle-owners (and kept prices - throughout the economy - artificially low due
to subsidized transportation costs, which is basically a time-bomb waiting to explode as the
government cannot subsidize fuel and electricity forever).
One key side-effect of infrastructure development is the multiplier effect, meaning an
infrastructure project tends to encourage the start of another development projects. For
example, if a new railway station is built, then other investors become interested to develop
property or commercial centers near that railway station. This then generates new
employment opportunities. Moreover, those new workers obtain a wage that can be spent,
hence the “economic wheels” spin further.
Secondly, the Indonesian government encourages direct investment realization in Indonesia,
including foreign direct investment (FDI), in an effort to boost overall macroeconomic growth.
Therefore, the government implemented several steps to combat the high degree of red tape
in the country (through deregulation) and opened up investment opportunities for foreign
investors by revising the Negative Investment List (Daftar Negatif Investasi). Direct
investment realization in Indonesia has indeed risen to a record-high level (while the strong
US dollar also contributed to raise rupiah-denominated FDI figures).
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But the problem with both government-led infrastructure development and (to a lesser extent)
the bigger private direct investment projects is that they require time before they really start to
impact positively on the macroeconomy. This opens room for criticism especially at a time
when economic growth has been rather stagnant around 5 percent per year. Critics prefer to
focus on the short-term negative impact of structural reforms, rather than appreciating the
long-term positive impact.
Economic Growth Indonesia in Q1-2018
Visible in the table below is that the 5.06 percent (y/y) GDP growth rate of Indonesia in Q12018 is actually the highest first quarter GDP growth figure since 2014. What is also positive
is that in the 2015-2018 period the Q1 GDP figure is continuously rising, albeit at a modest
pace. But what is worrying is that the actual growth pace is stalling. From Q1-2015 (4.71
percent) to Q1-2016 (4.92 percent) there is a 0.21 percent difference in GDP growth figures.
From Q1-2016 (4.92 percent) to Q1-2017 (5.01 percent) the difference is reduced to 0.09
percent. Meanwhile, from Q1-2017 (5.01 percent) to Q1-2018 (5.06 percent) the difference
declined further to 0.05 percent. This should make policymakers “scratch behind their ears”.

Indonesia's Quarterly GDP Growth 2009-2018 (annual % change):
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One of the key issues that is holding back Indonesia’s economic growth from accelerating
more sharply is subdued household consumption. Household consumption is estimated to
account for about 57 percent of the nation’s total economic growth and therefore has a big
impact on overall economic growth. Problematically, in the first quarter of 2018 household
consumption expanded at a pace of 4.95 percent (y/y), only modestly higher than the 4.93
percent (y/y) growth rate in the same quarter one year earlier, and remaining below the muchdesired 5 percent (y/y) level. When it remains stubbornly below 5.0 percent (y/y), then it
basically puts the brakes on macroeconomic growth.
The table below shows that Indonesia’s household consumption growth has been sliding over
the past five years. It would be desirable to have the growth pace above 5 percent (y/y) in
order to encourage more significant acceleration of Indonesia’s economic growth.

Indonesia's Household Consumption Growth 2013-2017:

The exact reason(s) behind subdued household consumption growth in recent years
continues to puzzle analysts. Considering third-party funds have continued to grow sharply in
Indonesia’s banking sector, it seems the Indonesian consumer has become hesitant to spend
his or her money and instead prefers to keep it on savings/deposit accounts. However, with
inflation under control around 3.3 percent (y/y) – which actually is a low figure by Indonesian
standards – and consumer confidence near record high levels it does not make much sense
that the Indonesian consumer is hesitant to spend his/her money. There could be a more
structural change behind this, namely the impact of the increasing role of the millennials
toward the Indonesian economy. The millennials (Generation Y), born between the 1980s and
the early 2000s, is now a big part of the country’s workforce. Contrary to older generations,
the millennials may be more aware of the importance of saving money on bank accounts (for
future causes) rather than rapidly spending and consuming.
Another issue that curtailed Indonesia’s economic growth in Q1-2018 is the nation’s
weakening trade balance. The trade balance is one of the key components of a country’s
GDP formula. GDP increases when a country has a trade surplus (meaning the export of
products and services exceeds the import of products and services). Meanwhile, GDP
decreases when a country posts a trade deficit.
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Although Indonesia managed to post a USD $282.8 million trade surplus in Q1-2018 it is
much lower compared to the USD $4.1 billion trade surplus the country posted in Q1-2017
and therefore limits the acceleration of economic growth and puts pressure on Indonesia’s
current account balance.
In the first two months of 2018 Indonesia recorded two straight monthly trade deficits (a USD
$756 million deficit in January and a USD $53 million deficit in February), hence we actually
expected that Indonesia would record a trade deficit in Q1-2018. However, a surprisingly wide
USD $1.1 billion trade surplus in March (due to a jump in non-oil & gas exports) managed to
swing the Q1 balance back into surplus.
Cumulatively, the value of Indonesia's exports in the January-March 2018 period reached
USD $44.3 billion, up 8.78 percent from exports in the same period one year earlier.
Meanwhile, the value of Indonesian imports in the first quarter of 2018 reached USD $44.0
billion, up 20.1 percent (y/y). Thus, a significant rise in imports is actually putting pressure on
Indonesia’s trade balance.

Indonesia’s Q1-2018 Imports by Category:

The table above shows that all import categories – consumer goods, capital goods and raw
materials – expanded robustly in Q1-2018 compared to the same period one year earlier.
Growth of capital goods imports rose the sharpest (although capital goods only account for
16.3 percent of Indonesia’s total imports in Q1-2018). Capital goods are tangible assets that
are used in the manufacturing process to produce goods or services. Hence, rising imports of
capital goods are a positive development as it indicates investment is rising (stemming from
new investors or existing investors who invest in business expansion).
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Similarly, strongly growing imports of raw materials (which are basic materials used to
produce goods, finished products, energy, or intermediate materials which are feedstock for
future finished products) is a sign that manufacturing activity is rising in Indonesia, implying
that manufacturers and investors see signs of improving household consumption. After all,
they would not boost imports of raw materials and capital goods if they expect subdued
demand for their products.
Lastly, there also occurred strong growth in imports of consumer goods in Q1-2018. This is
also a sign that consumers’ purchasing power is strengthening in Indonesia.

Composition of Indonesian Imports:

Meanwhile, direct investment rose markedly in Q1-2018 compared to the same period one
year earlier. According to data from the Investment Coordinating Board (BKPM), Indonesia
attracted IDR 108.9 trillion (approx. USD $7.8 billion) in foreign direct investment (FDI) in Q12018 (excluding investment in the banking and the oil & gas sector), up 12.4 percent (y/y).
Singapore was the biggest source of foreign investment, followed by Japan and South Korea.
Meanwhile, domestic direct investment grew 11 percent (y/y) to IDR 76.4 trillion (approx. USD
$5.5 billion) over the same period.
Most popular investment destinations for FDI were the housing, industrial estate and office
building sector of Indonesia, followed by the metal, machinery and electronic industry. Most
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direct investment went into the construction sector, food crops and plantations, and the
transportation, warehouse and telecommunication sector.

Comparison Annual GDP Growth Rate Indonesia per Component:

In our view, Indonesia's economic growth will continue to accelerate in the foreseeable future,
albeit at a very modest pace because household consumption growth (which accounts for
about 57 percent of the nation's economic growth) is expected to remain somewhat subdued.
Our full-year 2018 GDP growth estimate for Indonesia is kept at 5.2 percent (y/y). While the
organization of the 2018 Asian Games as well as the IMF/World Bank meeting on Bali will
give additional boosts to the local economy in the third and fourth quarters, the two interest
rate hikes (implemented by Bank Indonesia in May 2018) should curtail (already subdued)
credit growth in the second half of 2018.
What Factors Can Support Indonesia's Economic Growth in 2018?
- Fitch Ratings upgraded Indonesia's sovereign rating to the second-lowest investment grade
in December 2017 (BBB/stable). Then, in March 2018, Japan-based credit ratings provider
Rating and Investment Information, Inc (R&I) upgraded Indonesia's sovereign credit rating
from BBB- (positive outlook) to BBB (stable outlook). These upgrades attract capital inflows.
- Commodity prices are strengthening, hence boosting Indonesia's export performance.
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- The Indonesian government's infrastructure development push attracts direct investment.
- Local elections in mid-2018 will boost the circulation of money in the regions. Meanwhile,
the 2018 Asian Games in Jakarta and Palembang as well as the IMF/World Bank meeting on
Bali will give additional boosts to the local economy.
- The central government plans to increase spending.
What Factors Can Obstruct Indonesia's Economic Growth in 2018?
- Monetary tightening in the USA and other big economies can trigger capital outflows from
emerging markets, including Indonesia.
- Indonesia's household consumption may remain subdued.
- Tax revenue realization is likely to miss the government’s target (as usual). This could make
the government decide to cut spending in order to keep the budget deficit at a healthy level.
- There could emerge rising pressures on the Indonesian rupiah due to monetary policy
tightening in the USA.
- The USA and China seem on their way to trigger a global trade war.
- Bank Indonesia may need to raise its benchmark interest rate again in an effort to reduce
pressures on the rupiah exchange rate.
- Indonesian inflation may accelerate due to rising crude oil and fuel prices.
Projections Indonesia's GDP Growth in 2018:
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Bank Indonesia Raises Key Interest Rate at Two Policy
Meetings in May
The central bank of Indonesia (Bank Indonesia) raised its benchmark interest rate – the BI
seven-day reverse repo rate – by a total of 50 basis points (bps) to 4.75 percent in May 2018
in an effort to reduce heavy pressures on the rupiah (as well as on bonds and stocks). It
actually consisted of two 0.25 percent rate hikes: one at the scheduled monthly Board of
Governors’ meeting (16-17 May 2018) and one at an unscheduled (ad hoc) meeting on 30
May 2018. The deposit facility and lending facility rates were raised accordingly by a total of
50 bps to 4.00 percent and 5.50 percent, respectively, in May.
What is interesting to note is that in between these two policy meetings a change of
leadership occurred. On 24 May 2018 Perry Warjiyo succeeded Agus Martowardojo as Bank
Indonesia governor (after the latter’s five-year term had ended). Warjiyo had been nominated
by President Widodo back in February 2018, a decision that was later approved by
Indonesian parliament.
Shortly after being inaugurated as new Bank Indonesia governor, Warjiyo announced an
additional policy meeting on 30 May 2018. This statement immediately led to expectations of
another interest rate hike, barely one week after the first rate hike in May.
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It seemingly shows that the new Bank Indonesia chief is more eager (compared to his
predecessor) to stay ahead of the curve. Rather than waiting for the Federal Reserve to raise
its benchmark rate at the June policy meeting (scheduled for 12-13 June 2018), Warjiyo
wants Bank Indonesia to make “pre-emptive, front-loading, and ahead-of-the-curve [policy]
moves” to enhance stability, particularly exchange rate stability, amid growing pressures
stemming from another (estimated) Fed rate hike and increasing risks in global financial
markets.
What must also have been a reason for Warjiyo to engage in some aggressive monetary
tightening (to calm market participants concern over external pressures) was that Indonesian
markets would be closed from 11-19 June 2018 for Idul Fitri celebrations (that mark the end of
the Ramadan month), hence being unable to instantly absorb all information and forces
stemming from the Federal Reserve’s June policy meeting (where the Fed is assumed to
raise its benchmark rate by 25 bps).
Scheduled Board of Governors’ Meeting (16-17 May 2018)
At this scheduled monthly policy meeting Bank Indonesia, still under the leadership of Agus
Martowardojo, raised the BI seven-Day Reverse Repo Rate for the first time in four years.
The benchmark was raised by 25 bps to 4.50 percent. Also the deposit facility and lending
facility rates were raised by 25 bps to 3.75 percent and 5.25 percent, respectively.
This rate hike was fully in line with our expectations. In fact, it had already been priced in by
markets and therefore the rupiah and benchmark Jakarta Composite Index continued to slide
on this day.
Motivation for the interest rate hike was clear: in terms of capital outflows, Indonesia is one of
the hardest-hit emerging markets so far in 2018. Amid expectations of further monetary
tightening in the USA, broad-based US dollar strength, rising US treasury yields, concern
about the outbreak of a global trade war (led by US-China trade troubles), rising crude oil
prices, and uncertainty related to stability on the Korean peninsula, the Indonesian rupiah,
Indonesian stocks and Indonesian bonds are weakening. Meanwhile, domestic issues that
impact negatively on investor appetite include Indonesia's wider Q1-2018 current account
deficit, an unexpectedly large monthly trade deficit in April 2018, and a series of terrorist
attacks in Surabaya (East Java) and Pekanbaru (Riau).
A Bank Indonesia rate hike would make Indonesian assets (particularly the rupiah and bonds)
more attractive and therefore should curtail the amount of capital outflows. However, as
mentioned above, the rate hike was already priced in and therefore failed to support
Indonesian assets amid high external pressures.
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Earlier in May 2018, Bank Indonesia had already confirmed that it is continuously active in the
market through engaging in rupiah stabilization efforts by selling foreign currency (thus
leading to the nation's declining foreign exchange reserves) as well as through the purchase
of bonds on the secondary market in an effort to support the rupiah. Meanwhile, Bank
Indonesia also agreed in early May 2018 to renew its bilateral swap arrangement with Japan’s
Finance Ministry to fortify the rupiah’s second line of defense.
In a statement released after the scheduled May policy meeting, Bank Indonesia said it may
very well raise interest rates further this year in case pressures remain high on the rupiah in
an effort to safeguard economic stability and prevent the rupiah from falling deeper. If the
rupiah's depreciation continues, then it would threaten the central bank's inflation target
(currently set at the range of 2.5 - 4.5 percent y/y for full-year 2018).
Bank Indonesia’s Out-Of-Cycle Meeting (30 May 2018)
On Monday (28/05) Bank Indonesia announced that it scheduled an ad hoc meeting two days
later. It is one of the first decisions taken by new Bank Indonesia Governor Warjiyo. The
central bank added that its short term focus is to stabilize markets. This message was wellreceived by markets: the rupiah appreciated to a two-week high, while bond yields declined
and the Jakarta Composite Index rebounded as markets expected to see another interest rate
hike. While a rate hike, in theory, weakens stocks as it becomes more costly for listed
companies to obtain loans for business expansion, Indonesian stocks surged after this rate
hike as investor confidence was boosted by Bank Indonesia’s efforts to defend the rupiah
(which limits investors’ foreign exchange losses).
In line with expectations, Bank Indonesia indeed raised its benchmark interest rate by another
25 bps (to 4.75 percent) at the unscheduled meeting. It also raised the deposit facility and
lending facility rates by 25 bps to 4.00 percent and 5.50 percent, respectively (effective per 31
May 2018).
In a statement Bank Indonesia said its sees a sound and stable Indonesian economy.
However, pressures - mostly related to US Federal Reserve monetary tightening - have been
putting pressure on the Indonesian rupiah since February 2018. Therefore, it sees a so-called
“pre-emptive, front-loading, and ahead-of-the-curve move” as necessary at this stage (rather
than waiting for the Fed to move first). Meanwhile, Bank Indonesia also emphasized that it is
part of its short-term policy to prioritize monetary policy stability, especially rupiah exchange
rate stability.
After the decision Bank Indonesia Governor Perry Warjiyo said the central bank would
continue to calibrate developments, both domestic and global, and make use of available
space for higher rates in a measured way. Meanwhile, he added that Bank Indonesia would
continue its dual intervention in markets (selling foreign exchange and purchase bonds from
the secondary market) to support the currency and safeguard enough rupiah liquidity (this is
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especially important ahead of – and during - the Ramadan and Eid al-Fitr celebrations when
consumption – thus the need for rupiah - traditionally increases).
Regarding the outlook for the remainder of 2018, Bank Indonesia remains positive. Inflation is
expected to remain low, within the central bank’s inflation target range of 2.5 - 4.5 percent
(y/y) in 2018. Meanwhile, it sees solid economic growth, underpinned by rising investment,
both in building and non-building investment. Meanwhile, Indonesia’s current account deficit
(CAD) improved in Q1-2018 from the previous quarter and is expected to remain below 2.5
percent of GDP in full-year 2018. However, Bank Indonesia did not mention here that the Q12018 CAD actually rose markedly compared to Q1-2017.
Indonesia Investments would not be surprised to see more interest rate hikes in Indonesia
before the end of 2018 as external pressures (related to further monetary tightening in the US
as well as a high degree of uncertainty amid concerns over global trade and stability of the
European Union) may become too high again later this year. Therefore, we put our forecast
for Indonesia’s benchmark interest rate (BI seven-day reverse repo rate) at 5.50 percent at
the end of 2018. Considering the condition of the Indonesian economy is now much stronger
compared to 2013 taper tantrum times (due to under-control inflation, higher foreign
exchange reserves, an improved CAD and a less vulnerable rupiah) there is no need to
implement as aggressive monetary tightening as we saw in the 2013-2015 period.
For comparison, Turkey raised its interest rates by 300 bps at an ad hoc meeting in late-May.
Argentina raised interest rates three times over the past month (to a whopping 40 percent) to
combat inflation. Meanwhile, the central bank of the Philippines increased its benchmark
interest rate in May – for the first time since 2014 - and said it’s prepared to take more action if
needed. Thus, emerging markets generally seem to engage in monetary tightening to offset
the impact of the stronger US dollar.
The downside of tighter monetary policy through rate hikes is that concern over Indonesia’s
credit growth heightens. In recent years credit growth has slowed down considerably in
Indonesia (and this has its impact on the nation’s overall economic growth). With a higher
benchmark interest rate, it will become more expensive to borrow money. Moreover, banks in
Indonesia are eagerly raising lending rates when the central bank raises its benchmark rate
(while they are much more hesitant to lower lending rates when the central bank cuts the
benchmark rate). However, with the benchmark at 4.75 percent we are not yet too concerned
about a significant slowdown in credit growth.
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Government Assumptions for the 2019 State Budget
In mid-May 2018 Indonesian Finance Minister Sri Mulyani Indrawati delivered a speech in
front of the House of Representatives (in Indonesian: Dewan Perwakilan Rakyat, or DPR). In
this plenary session the DPR was informed about updates regarding the central government’s
macroeconomic assumptions concerning the 2019 State Budget Draft (in Indonesian:
Rancangan Anggaran Pendapatan dan Belanja Negara, or RAPBN). At a later date the DPR
will discuss the government’s macroeconomic assumptions. Based on Indonesian law the
DPR needs to approve the State Budget (APBN) before it can be executed the following year.
The plenary session in which the proposed State Budget is approved (or rejected) is usually
held in the early weeks of the fourth quarter.
The title of the central government’s 2019 State Budget proposal is "Equitable Development
for Quality Growth". Earlier, Indonesian President Joko Widodo had already stated that he
wants the government to focus on human development in the last year of his (first) term. This
seemingly implies that the government becomes less focused on infrastructure development.
Economic Growth
The Indonesian government put its target for gross domestic product (GDP) growth at the
range of 5.4 – 5.8 percent year-on-year (y/y). Indrawati added that the key target of the
government is to encourage equality in all parts of the nation. In Indonesia there exists quite a
large gap between the western islands of Java, Sumatra and Bali, on the one hand, and the
eastern islands (which encompasses all the other islands), on the other hand. For example,
the relative poverty rate rises higher the more east one travels (in absolute terms poverty is
much worse in the western part of Indonesia but this is explained by the fact that the western
part is much more densely populated). Also in terms of infrastructure development there
exists a big gap between both sides.
This west-east gap has been present throughout the history of Indonesia (both in precolonial
and colonial times). Strong political centers usually emerged in areas that formed good
(strategic) locations for trade. The Malacca Strait in Indonesia's western part was, and still is,
a very important trade route, and therefore plenty of big kingdoms emerged in that area.
Meanwhile, Indonesia's eastern part has always been in a more-or-less economic vacuum
and therefore did not develop the big, influential kingdoms.
The Indonesian government targets for inclusive and equal growth across the nation. This
should be reflected through spending in the 2019 State Budget. Indrawati said the
government will give special focus on the acceleration of growth in eastern Indonesia, border
areas, the outermost areas and underdeveloped regions. Therefore, the proposed budget for
the “transfer to the regions” (which includes the “village funds”) will be raised by 8.3 percent
(y/y) next year. Part of the funds have to be used to encourage value-added economic
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activity, thus make regional economies (hence the national economy) less vulnerable to
swings in commodity prices. This will then also lead to rising productivity.
Indonesia Investments believes the 2019 GDP growth target at 5.4 – 5.8 percent (y/y) is too
optimistic as we expect the process of modestly accelerating economic growth to continue in
2019 (for more detailed information we refer you to the article GDP Growth Indonesia at
5.06% in Q1-2018 that starts on page 38 of this edition). A GDP growth pace of 5.2 – 5.3
percent (y/y) seems more realistic for Indonesia in 2019. We do agree, however, that you
have to set high targets to achieve great results. Possibly this is what the government is doing
here.
Consumer Price Index
The Indonesian government is determined to keep inflation low in an effort to boost people’s
purchasing power, thus encouraging rising household consumption. This would then have a
positive impact on GDP growth as household consumption accounts for about 57 percent of
Indonesia’s total economic growth.
The proposed inflation target of the central government is therefore set at the wide range of
2.5 – 4.5 percent (y/y).
Indrawati said the government will continue to focus on the supply and demand balance of
food products to keep inflation under control. Besides the government‘s administered price
adjustments, volatile food price movements are known to have a major impact on the
direction of Indonesian inflation. The Widodo administration has proven over the past 12
months that it is able to prevent spikes in food prices by allowing imports when domestic
supply shortages occur. Therefore, it is interesting to learn the May and June inflation figures
(to be released in early June and early July). This year the Ramadan and Eid al-Fitr
celebrations fell in May-June. It is a period when demand for food products typically rises high
and therefore causes additional inflationary pressures.
Meanwhile, another strategy – and a more controversial one – to keep inflation under control is
the government’s promise to leave prices of subsidized fuel and electricity unchanged until
late-2019. This tactic is fully politically-motivated: ahead of the 2018 local elections and 2019
legislative and presidential elections the government seeks popularity. It is an understandable
decision/strategy but Indonesia Investments hopes that, if re-elected, President Widodo will
immediately start to engage in further structural reforms, including winding down energy
subsidies. After all, there is no better timing for reforms than just after starting a new term.
Exchange Rate
The Indonesian rupiah is proposed in the range of IDR 13,700 – 14,000 per US dollar in the
2019 State Budget, a significant weaker level than the one that is set in the 2018 State
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Budget (IDR 13,400 per US dollar). Monetary tightening in the USA is the key reason why the
rupiah has been under severe pressure.
However, Indrawati added that some (limited) rupiah weakness has a positive side-effect for
the macroeconomy as Indonesian products and services become more competitive on the
global market. Hence, Indonesia’s export performance should improve. Particularly the
manufacturing and tourism sectors should seize the opportunity presented by a weak rupiah.
Key is to keep currency volatility to a minimum in order to have an attractive investment
climate for investors. Indrawati said the government and central bank (Bank Indonesia) will
continue to safeguard economic stability and manage the exchange rate movement in order
to curtail heavy volatility and keep the currency in line with its fundamentals.
Budget Deficit
Indonesia's budget deficit is targeted by the government to narrow to between 1.6 - 1.9
percent of the nation's gross domestic product (GDP) in the 2019 State Budget, down from
2.19 percent in the 2018 budget or 2.15 percent in the audited 2017 budget (based on
Indonesian law, the deficit is not allowed to exceed 3.0 percent of GDP).
Indrawati said that with the 2019 budget deficit target at 1.6 – 1.9 percent of GDP, the
economic growth momentum can be maintained, while the vulnerable groups (poor and nearpoor) can be protected (and the income gap can be reduced). She also emphasized that the
government will remain prudent in terms of debt management.
Government Spending
Government spending is proposed to decline 1.04 percent (y/y) to IDR 838.6 trillion (approx.
USD $59.9 billion) in the 2019 State Budget. Institutions that can expect to obtain the biggest
budgets (if approved by the House) are the Ministry of Defense, Ministry of Public Works and
Public Housing, Indonesia’s National Police, Ministry of Religious Affairs, Ministry of Health,
and the Ministry of Social Affairs.
What is interesting to point out is that the government proposes to cut the budget for the
National Police significantly, by 19 percent (compared to the budget set in the 2018 State
Budget). Meanwhile, the budget for the Ministry of Social Affairs is proposed to rise 43.7
percent (compared to the 2018 budget).
The higher Ministry of Social Affairs budget is in accordance with President Widodo’s
statement that he wants the government to focus on human development at the end of his
first term. Strategies to boost human development in Indonesia include:
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- Improving the quality of Indonesia’s human resources (through education, healthcare, and
IT mastery);
- Boosting the effectiveness of social protection programs;
- Strengthen the anti-stunting program, pro-environment programs, and disaster risk
mitigation.

Comparison 2019 State Budget Proposal:
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Road to the 2019 Presidential Election
The 2019 presidential election is likely to become another battle between incumbent
Indonesian President Joko Widodo and Gerindra party Chairman Prabowo Subianto. Both
men had been engaged in a very close battle in the 2014 presidential election, a battle that
was narrowly won by Widodo.
Although the Indonesian Democratic Party of Struggle (PDI-P), which won Indonesia’s 2014
legislative election, had already named Widodo its presidential candidate in February, we are
yet to hear comments from Widodo about his participation. Each time Widodo is asked a
question regarding his participation in the 2019 election, he declines to comment and instead
emphasizes that there remains plenty of work to be done before focusing on the 2019
election. However, we assume chances are very small that Widodo will not participate in the
2019 election. Besides the PDI-P, Widodo can also rely on the backing of Golkar, Nasdem,
PPP, Hanura, Perindo, PSI and PKPI for his run in the 2019 election. Thus, Widodo can rely
on the majority of seats in parliament (51.79 percent; based on the 2014 legislative election
result).
Meanwhile, Subianto’s coalition remains unclear. Considering only parties - or coalitions of
parties - with at least 20 percent of seats in parliament, or 25 percent of votes in the previous
election, are eligible to nominate a presidential candidate, Subianto’s Gerindra party needs to
form a coalition with at least one other party. Three parties that are seemingly interested to
join forces with Gerinda are the Islam-based Prosperous Justice Party (PKS), the Islambased National Mandate Party (PAN), and the Democratic Party (PD), which is led by former
president Susilo Bambang Yudhoyono. The key issue here is determining the vicepresidential candidate. A party that joins forces with Subianto surely wants something back
for its support in the form of a vice-presidential candidate.
Subianto finally confirmed in May 2018 that he is ready to participate in the 2019 presidential
election. It took a while before he confirmed his ambition. The long wait had actually given
rise to some speculation that he may decide not to run for president, perhaps due to health
problems or a lack of financial resources. Others believed that Subianto would prefer to be a
“kingmaker” after Anies Baswedan won the Jakarta gubernatorial election in 2017 (Baswedan
was backed by Subianto).
In most opinion polls Widodo is clearly in pole position for the 2019 presidential election. On
second position, by quite a distance, comes Subianto. What is also interesting is that most
Indonesians see no other candidate(s) for the 2019 edition. Therefore, a new battle between
Widodo and Subianto is what we expect. However, in recent times there are plenty of
examples that show opinion polls or the analyst consensus is not always correct (for example
the Brexit or Trump presidency).
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But the biggest question now is: who will become running mates (vice-presidential
candidates) in the election? It is now almost three months before the pairs need to be
registered and it remains a big question mark. The choice of running mate is one of great
strategic importance because the presidential and vice-presidential candidates should be
complementary (in terms of ethnic background, expertise, or professional background) in
order to generate more support across the nation. For example, if the presidential candidate
is a former military officer then it would make sense to select a vice-presidential candidate
who is an economist. This would make it a much more credible pair and therefore boosts the
pair’s chances. Or, if the presidential candidate is Javanese (implying he/she should be able
to enjoy support on Java, then it could be wise to select a vice-presidential candidate from
one of the outer islands (in order to secure support from the outer islands).
Although remaining a big question mark, we regard Airlangga Hartarto (Industry Minister and
Chairman of the Golkar Party) and Sri Mulyani Indrawati (Finance Minister) as suitable vicepresidential candidates for Widodo. Golkar backs Widodo but would certainly want something
back for its support. Meanwhile, Indrawati is a great reformer but, problematically, she is a
technocrat who is not affiliated with any political party (this limits her political backing). Other
names that circulate include retired army general Moeldoko, army general Gatot Nurmantyo,
former chief justice of the Constitutional Court of Indonesia Mahfud MD, and Deputy Speaker
of the MPR as well as Chairman of the National Awakening Party (PKB) Muhaimin Iskandar.
For Subianto it could be possible to select Agus Yudhoyono as his vice presidential candidate
as that would secure support from the PD party (led by Agus’ father). However, considering
Subianto is eager to gain the votes of hardline Muslims he may be more interested to select
someone who is supported by that radical community (for example Jakarta Governor Anies
Baswedan).
Rising Political Islam in Indonesia?
What makes the 2019 election especially interesting is to see to what extend radical Muslims
have succeeded in pushing nominal or moderate Muslims into the more radical stream
through social pressure and by inciting fears that Islam is “under threat” in Indonesia. There
has been particular room for hardliners to criticize the incumbent central government
(especially Widodo) after Christian, ethnic Chinese Basuki Tjahaja Purnama (Ahok) became
Jakarta governor in 2014. Ahok, initially Jakarta’s deputy governor, was promoted after
former governor Widodo stepped down from his post to pursue a career in the presidential
palace. Moreover, a slip of the tongue (in combination with a manipulated video) led to Ahok’s
blasphemy case against Islam (and his two-year prison sentence) and this made hardliners
even angrier. Considering Widodo is seen as an ally of Ahok (as they ran as a pair in the
2012 gubernatorial election in Jakarta), Widodo is regarded “not fully Muslim” by hardliners.
Interestingly enough, the Widodo-Ahok pair was supported by Subianto in the 2012
gubernatorial election in Jakarta. However, Subianto’s good relation with Widodo was
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disturbed as Widodo turned out to be Subianto’s main rival for the 2014 presidential election,
while Subianto’s relation with Ahok was damaged after Ahok left Subianto’s Gerindra party.
If we look at the results of legislative elections in the post-Suharto era, then we actually see
declining support for Islam-based political parties. Meanwhile, secular parties that stress the
importance of pluralism - such as Golkar, PDI-P and PD but also Gerindra - have been
dominant in recent legislative elections, while Islam-based parties have been pushed to the
margins. However, the Ahok-case in 2017 has given a real boost to the development of
radical Islam in Indonesia and therefore political Islam is expected to have grown. Moreover,
the Gerindra party, which still is “secular” party, has shown a shift toward hardline Muslims in
search of political support (particularly its chairman Subianto has exhibited this approach)
Gerindra was the third-biggest party in the 2014 legislative election and is expected to do
better in the 2019 legislative election as popular support for the PDI-P seems to have fallen.
We assume Subianto’s rapprochement with radicals (for example with FPI leader Rizieq
Shihab) is merely a strategy to gain additional votes after he had been narrowly defeated in
the 2014 presidential election (although this strategy may also cost him some votes).
Subianto started to show a Muslim identity after the 2014 election (interestingly enough his
mother was a Christian and so is his younger brother, a well-known businessmen who has
contributed financially to promote the Gerindra party). There is something positive and
negative here. The positive thing is that – in case of a Subianto victory in the 2019 election – it
will most likely not lead to a radical government that is, for example, pro-Islamic law. In fact,
contrary to Widodo, Subianto may be much less willing to be criticized or insulted by radicals.
The negative thing is that by seeking ties with radicals (thus acknowledging them as a “legal”
political and social force) he may create a monster that becomes too big to handle in the
future.
Subianto indeed remains a controversial figure in Indonesian politics, for several reasons. In
the past this former army general had been accused of human rights violations related to
bloody events in East Timor in the early 1980s as well as in Jakarta in the late-1990s. As a
former son-in-law to Suharto, who led the New Order regime in the years 1966-1998,
Subianto was part of the inner circle around Suharto (called cronies), most of whom managed
to set up big business empires or good careers due to their proximity to Suharto.
After a self-imposed exile in Jordan, Subianto made a return into Indonesian politics in the
2000s. Initially this comeback was unsuccessful but later his Gerindra party evolved into one
of the largest political parties in Indonesia. When asking Indonesians how it is possible that
someone with this track-record can compete for Indonesian presidency, the usual response is
“Indonesians quickly forget”. Moreover, part of society feels Indonesia needs a strong
(Suharto-like) leader to guide the country forward.
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Another example of the controversial nature of Subianto is the speech he held at a meeting of
his Gerindra party in March 2018 where he stated that Indonesia would be dissolved by 2030
due to foreign influences as well as the small domestic elite that owns the majority of the
Indonesian economy (including land and commodities). Subianto cited a foreign (academic)
source for the statement that Indonesia would not exist anymore by 2030. However, he
actually quoted an event from a science-fiction novel named "Ghost Fleet". It is a mistake his
supporters will quickly forget.
Such statements only aim at inciting fear among the population thus trying to undermine
people’s confidence in the current government. And therefore we believe that the road to the
2019 elections may become a dirty one. Subianto is at a far distance from Widodo in the
opinion polls and therefore he is expected to do his best to create chaos and anxiety in
Indonesian society to boost his chances of winning. Meanwhile, hardliners may try to stoke
religious emotions as they successfully did surrounding the 2017 gubernatorial election in
Jakarta, undermining Indonesia’s traditionally moderate and tolerant culture.
Local Elections in June 2018
It will also be very interesting to follow the results of the 2018 local elections (scheduled for 27
June 2018). It is assumed that Widodo and Subianto will both determine vice-presidential
candidates based on these results.
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20 Years of Democracy
In May 2018 it was exactly two decades after the fall of former president Suharto. Not only the
president fell, also Suharto’s military-backed authoritarian regime met its Waterloo. Prior to
1998 Suharto had always been able to legitimize his +30 years rule by pointing at Indonesia’s
robust economic growth. From the mid-1960s when Indonesia was plagued by hyperinflation,
a deep economic recession, steep poverty, and social turmoil (not the least the brutal killings
of hundreds of thousands of communists, if not more), Indonesia had developed into an
emerging Asian Tiger in the 1990s’; one that was characterized by consistently high GDP
growth, a remarkable reduction in absolute poverty, and rapidly rising industrialization.
But economic and social development came at a price: Suharto’s authoritarian New Order
regime was corrupt and cruel. When the severe Asian Financial Crisis spread across the
region in the late 1990s, Indonesia became the hardest-hit economy as a financial crisis
(exacerbated by Indonesia’s highly nontransparent banking sector as well as the too harsh
and too rapid reforms that were ordered by the IMF in exchange for bailout packages) turned
into a political and social crisis. Suharto failed to overcome this situation and therefore the key
legitimization of his power – economic development - had been removed. Jakarta turned into a
battlefield in which violent riots destroyed thousands of buildings, while more than a thousand
people were killed. Suharto was soon politically isolated and had no other option than to
resign from his post. On 21 May 1998 vice president Bacharuddin Jusuf Habibie, a close ally
of Suharto, became Indonesia's third president. He had no other option than to comply with
the Indonesian people's wishes and usher in the Reformation era.
Decentralization
This new era was characterized by structural breaks with the past. For decades it was the
center that ruled the regions (and taking most advantage from the regions’ natural resources).
The era of Reformation, however, was the start of decentralization. A process that transferred
substantial powers and resources from the center to the regions. Decentralization would
make central-regional relations fairer and was therefore assumed to limit calls for separatism
at a time – around the turn of the century - when influential separatist movements had
emerged in East Timor, Aceh and Papua.
However, along with the decentralization of power, corruption was decentralized accordingly
to the regional level where so-called "shadow states" emerged in which the regional elites
were in control of political power, business and money flows. Today, this situation persists.
And one of the victims is the environment. In exchange for large sums of money, logging and
mining permits were granted on a large scale by local authorities (especially on resource-rich
islands Sumatra and Kalimantan), usually without proper monitoring or administration.
Therefore, up to date there is often still unclarity about the size of concession areas due to
weak local administration in the Post-Suharto era.
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The process of decentralization was also accompanied by regional violence in the early
2000s entrenched with ethnic or religious aspects because of the emergence of competition
for local political positions in conjunction with a revival of regional identities.
Although decentralization was key in safeguarding the future of the nation state Indonesia
(albeit East Timor broke away), it has had several negative effects on the economy and
investment climate. The quality of human capital at the regional level is often insufficient.
Moreover, weak coordination and cooperation between the center and the region often
causes a long delay in public (or bigger private) investment projects. This is usually blamed
on regional authorities as they are not too concerned about the wider macroeconomic picture
but are primarily concerned about “what’s in it for them”.
Role of the Army
Another break with the past was that the political role of the army started to be rolled back
after 1999. In independent Indonesia the army had always played a crucial role, being
independence fighters during the revolution years (1945-1949) and being the iron fist during
the military-backed Suharto regime (who himself was an army general). Similar to what
happened in the center with Suharto as pinnacle, army generals created patronage networks
in the regions where they also gained great economic benefits. Moreover, a significant
number of seats in parliament went to the army.
The rising middle class of Indonesia – with the number of well-educated civilians rising sharply
on the back of structural economic growth – became increasingly appalled by the fact that they
could not participate in politics, while lucrative business opportunities went to the so-called
“Suharto cronies” (his family, friends or critics who could be silenced by absorbing them into
his patronage network). This middle class also resented the big role of the army within
Indonesian politics and society. After the fall of Suharto the army itself (under the leadership
of Commander-in-Chief General Wiranto) decided to reduce its role in politics as it would
damage its own interests if it wouldn’t. However, over the past decade there are still some
reports about the Indonesian army committing human rights violations in regions such as
West Papua.
Free Press
During the short Habibie presidency many reforms were implemented. One of these reforms
was that restrictions on mass media were withdrawn. During the Suharto regime there had
been a very high degree of self-censorship because media institutions would be closed if their
reporting would go “too far”.
Indeed Indonesia has free press today – crucial for a democracy - and there is no interference
from the government.
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However, the situation is far from perfect in Indonesia because many of the mainstream
media are owned by people (businessmen) who have political interests (in Indonesia
business and politics go hand-in-hand). Examples are television news channel MetroTV (the
owner, Surya Paloh, being the founder of the NasDem party), television news channel tvOne
and entertainment channel ANTV (owned by the politically-connected Bakrie Group), as well
as entertainment channels RCTI, Global TV, and MNC TV, and news channel iNews TV (all
owned by Hary Tanoesoedibyo, founder of the Perindo party).
Considering the owners of these television channels have political interests, it affects the
content. A channel such as tvOne is far more critical towards the current government than a
channel like MetroTV (whose owner support Widodo). Similar situations we can find in other
media, not only in terms of political interests but also in terms of religion. For example, a
printed newspaper such as Republika, which is a publication for Muslim community, will
report differently than a newspaper that has a neutral stance towards religion (but such
examples we can find in the West as well).
The arrival of social media in Indonesia, which are very popular among the young (and techsavvy) population, complicates the situation further. It goes beyond the scope of this article to
analyze the impact of social media on mainstream media. But we do mention here that social
media are a great way for people to express themselves. Expressions include criticism
against the government. In essence, this is a healthy situation. However, it becomes
unhealthy when social media platforms are used to spread hoaxes and half-truths. In the case
of Indonesia the radical Muslim community are using such methods to influence and incite
anxiety in society.
New Political Parties & Fair, Free Elections
During the Suharto era there were only two opposition parties allowed in Indonesian politics
(namely PDI-P and PPP), and only one was allowed to win in legislative elections (Golkar,
Suharto’s political vehicle). After the start of the Reformation era, major restrictions on
political parties were removed, thus resulting in the mushrooming of political parties in the
early 2000s. No less than 48 parties were allowed to participate in the election of 1999, the
first free legislative election since 1955. However, only about a handful of parties can rely on
significant support from the people (to this date).
For democracy it is obviously important to have no (unfair) restrictions on political parties as
well as fair and free elections. In that sense Indonesia has developed in the right direction.
However, the problem that Indonesia faces today is that the level of democracy in political
parties or political institutions is far from perfect. As such, the options that are given to the
people during elections (for example political parties, governors, president, etc.) are not all
the result of a democratic process. Rising through the political ranks is still highly dependent
on one’s network or family-relations. Moreover, many political parties are the political vehicles
of certain (soon-to-be) politicians. For example, the PDI-P, one of the most popular political
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parties in the post-Suharto era, has been the political platform of Megawati Soekarnoputri
since the early 1990s. It seems that few - to none - matters are decided without her approval.
Meanwhile, the Democratic Party (PD) party is the vehicle of Susilo Bambang Yudhoyono
(SBY). It was specifically created to carry SBY to the presidency in 2004 (and when reelected
in 2009 the party was the biggest in Indonesia). But as SBY’s maximum limit of two five-year
(presidential) terms has been reached, he now seems desperate to help his son Agus reach a
high political career with the backing of PD (Agus was defeated in last year’s gubernatorial
election in Jakarta but the PD still seems eager to make him a vice-presidential candidate for
the 2019 election). Apparently it is not important to have proven political, diplomatic,
managerial or analytical skills, but kinship is the more crucial criteria. However, since SBY
cannot run for president anymore, while several big corruption cases broke out within the PD
in the 2010-2014 period, the party’s following has plunged dramatically, thus limiting Agus’
chances.
Another example is Gerindra, a political party founded by former army general and
businessman Prabowo Subianto to take him to the political pinnacle. Meanwhile, various
other examples can be mentioned here, particularly relatively new (and small) political parties
on the central stage such as NasDem and Perindo. Both parties were set up by rich
businessmen who are in search of political power. In Indonesian politics today, money still
plays a decisive factor (campaigning requires big money).
The question is: to what extent do such parties (those that evolve around a specific person or
family) actually want to contribute to a better, more prosperous, and just society, or, are they
more focused on achieving their own ambitions, namely obtaining or maintaining political
power in Indonesia? Partly these two matters go hand-in-hand: by making efforts to create a
more prosperous society, a politician/party can obtain popular support that can result in
political power after elections.
But the focus on gaining popular support (rather than having a clear long-term vision) leads to
ad hoc policies and standpoints that can turn 180 degrees. For example, when parties are in
the cabinet they tend to support a reduction in energy subsidies to relieve pressures on the
budget deficit. However, when they turn back into opposition parties (after elections), they
tend to oppose subsidy reductions as it burdens the poor (the populist approach). In general,
such inconsistency (and focus on short-term politics to gain popularity) is one of the largest
problems in Indonesian politics today (and also one that impacts negatively on the investment
climate).
When Joko Widodo (often called Jokowi) arrived in the presidential office in 2014 many
thought it was the start of a new period. Prior to Widodo status, wealth, money-politics and
nepotism had been the influential factors in Indonesian democracy (resulting in a sort of
oligarchy in which politics and business blend together). The Jokowi-case, on the other hand,
seemingly showed that Indonesians had become increasingly tired of the political status-quo
and were longing for a new type of leadership. Contrary to most Indonesian political leaders in
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the post-Suharto era, Jokowi does not come from the country’s traditional nationalist, military
or religious elite, nor does he have a wealthy family background. The latter explains his 'propoor' style of leadership (which includes free healthcare and free education for the poor). It is
indeed arguable the extent to which other leaders - those that grew up in the wealthiest
conditions - are capable of relating to the poorer segments of Indonesian society.
However, despite still enjoying big support across the country, reform-minded Jokowi will
need to work hard to win another five-year presidential term as radical religious forces are
joining hands to remove him from the presidential seat. Moreover, the domestic economy is
being plagued by external forces (stemming from global economic growth, simmering global
trade tensions, and volatile Trump policies). The radical forces at home are putting plenty of
pressure on society and therefore it would not be unimaginable to see the old elite (this time
in the form of Subianto) return to the presidential palace in 2019.
Thus, although Indonesia has made considerable progress on its way toward full democracy,
the country can still - quite rightly - be labeled a 'flawed democracy', today.
Major Challenges
The expanding role of Islam within the Muslim-majority society (but which is also home to
around 60 million non-Muslims), while keeping unity in check is regarded the biggest
challenge for Indonesia in the future. In our opinion, Jakarta under the governance of Basuki
Tjahaja Purnama (Ahok) in the 2014-2017 period backfired completely. While at first many
(including us) applauded the fact that a non-Muslim, ethnic Chinese could become the leader
of a Muslim-majority community, it significantly enraged the radical Muslim community. In
fact, the Ahok experience seems to have radicalized part of the big moderate Muslim
community in the country. Currently this radical community aims to frustrate another
presidential term for Jokowi (who is regarded an ally of Ahok and therefore “not Muslim
enough”) in 2019. Considering they were successful in removing Ahok, they could succeed
again at the next level, primarily by inciting hatred and by putting society under pressure.
Therefore, at the time of writing, we have become somewhat pessimistic about where
Indonesian politics are going, particularly due to the growing role of political Islam in
Indonesia. Those who stress the importance of a secular government are bound to become
target of radicals’ criticism. Meanwhile, those in power seem rather powerless against these
radical voices because when they criticize or put restrictions on radicals or radical
communities, they will be labeled “the enemy of Islam”. While further Islamization is a logical
process in the Muslim-majority country, we are concerned about Islamism that is rising
accordingly (especially in the form of unacceptance of religious and ethnic diversity as well as
hostility to everything that is Western).
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Jokowi did issue a decree in mid-2017 allowing authorities to disband organizations deemed
a threat to national unity. This decree came after sectarian tensions and protests had peaked,
especially in the capital city of Jakarta due to the “Ahok case”. However, the decree is only
used against Islamic groups - such as Hizbut Tahrir - that campaign for Indonesia to adopt
Islamic law and become a caliphate. The “milder”, but not less dangerous (to Indonesia’s
social harmony and unity) radical groups, remain unharmed by the decree.
In that sense the 2019 presidential election will be an interesting gauge. Jokowi, a reformminded Muslim who supports Indonesia’s pluralism, will probably need to compete with
Subianto, former Suharto crony (former son-in-law) who has in recent years turned to radical
Muslim groups for political support.
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Currency Update: Rupiah Remains under Pressure
So far in 2018 the Indonesian rupiah has been among the worst-performing emerging market
currencies. After touching its strongest position this year at IDR 13,290 per US dollar on 25
January 2018, the currency had depreciated 6.88 percent to IDR 14,205 by 24 May 2018
amid broad-based US dollar strength. In the last couple of days of May, however, the rupiah
appreciated markedly to IDR 13,951 per US dollar, ending slightly below the important
psychological level of IDR 14,000 per US dollar. Improvement in the rupiah rate in the last
couple of days of May came on the back of Bank Indonesia’s second interest rate hike in May.
Meanwhile, the steep decline of Indonesia’s benchmark Jakarta Composite Index (since
February 2018) meant that some long-term investors returned to the Indonesian market to
take advantage of very attractive share prices.
On the last trading day of April the rupiah traded at IDR 13,877 per US dollar. At the end of
the last trading day of May the rupiah had moved to IDR 13,951 per US dollar, thus
weakening by a modest 0.53 percent. However, volatility in the rupiah movement was very
high and therefore a reason for Bank Indonesia to intervene.
The rupiah appreciated markedly in the last week of May, particularly supported by the
announcement of the ad hoc Bank Indonesia meeting (although on decision-day itself the
impact was limited as the rate hike was already priced in). The rupiah strengthened from
around IDR 14,200 per US dollar to around IDR 13,900 over the aforementioned period.
Indonesian Rupiah versus US Dollar Chart (Year-to-Date):
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Newly inaugurated Bank Indonesia Governor Perry Warjiyo showed that he is much more
eager (compared to his predecessor) to take preemptive action to defend the rupiah against
heavy external pressures (most notably monetary tightening in the USA). It is an attitude that
is clearly likened by markets as the rupiah strengthened after the announcement of the ad
hoc Bank Indonesia meeting (in which it would raise its benchmark rate by 25 bps) and the
currency has stabilized since. The rupiah has actually appreciated around 2 percent since
Warjiyo took office.
Currently, markets are still in doubt whether the Federal Reserve will raise its benchmark by a
total of three times or four times. But markets are aware now that in case the Fed becomes
more aggressive in terms of monetary tightening (meaning four rate hikes before the year
ends), Warjiyo is likely to raise the Indonesian benchmark again (pre-emptively) to curtail
capital outflows.

What is Causing Pressure on the Rupiah Exchange Rate?
There are several factors – external and internal ones – that are putting pressure on the
Indonesian rupiah rate. Most of these pressures have been ongoing for months.


Monetary tightening in the USA makes US assets more attractive; Considering the US
economy has been improving, reflected by robust GDP growth and rising inflation
(which had passed beyond the Federal Reserve’s target of 2 percent y/y), the US
economy needs less accommodative monetary policy from the Fed. After a 25 bps rate
hike to the range of 1.50 – 1.75 percent at the March 2018 FOMC meeting, markets are
expecting another 25 bps rate hike at the June 2018 policy meeting.



10-year US treasury yields climbing beyond the 3 percent level; for the first time since
2014 the 10-year US treasury yield - one of the most closely watched financial
measures in the world - broke the 3 percent barrier. This is a psychological level that
makes it very attractive for part of the investment community to sell (riskier) stocks and
instead buy (risk-free) treasuries. Furthermore, under the Trump administration, the US
plans more expansive fiscal policies, tax reductions, and greater fiscal expansion. This
results in growing US fiscal deficits. With US debt rising, US treasury yields rise
accordingly.
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Concern over a global trade war; since Trump announced steep import tariffs on steel
and aluminum shipments back in March 2018, markets have been concerned about
the breakout of a full-scale global trade war, led by the USA and China. Although
initially there was optimism about US-China trade negotiations after Treasury secretary
Steven Mnuchin said Washington was putting its trade war against China “on hold”, in
a later stage Trump expressed his unhappiness over the negotiations. Meanwhile, on
31 May 2018 it was reported that the Trump administration will impose import tariffs on
European steel and aluminum (after initially excluding the European Union (EU) from
these tariffs). This move is likely to bring retaliatory action from EU trade regulators.



US dollar demand is traditionally high in Indonesia in the April-May period due to the
dividend payout season and corporate/public debt settlements. A significant amount of
shareholders in Indonesian companies are foreign investors, thus when dividend is
distributed rupiah is converted into US dollar.



Indonesia suffered a (larger-than-estimated) USD $1.63 billion trade deficit in April
2018, particularly due to an enormous increase in imports. Cumulatively, Indonesia’s
trade balance now shows a USD $1.3 billion deficit in the first four months of 2018
(January-April 2018). This is a significant decline compared to the USD $5.4 billion
surplus that was recorded in the same period one year earlier (January-April 2017).
The trade deficit puts pressure on Indonesia’s current account deficit (CAD). The CAD
widened to 2.15 percent of Indonesia's GDP in Q1-2018, up significantly from 1.0
percent of GDP in Q1-2017. Indonesia has been one of the hardest hit emerging
markets in Asia because of its reliance on foreign inflows to finance its current-account
deficit. Foreign ownership of government bonds is also relatively high at about 38
percent, making the economy vulnerable to sharp swings in global sentiment.
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Consumer Price Index: Indonesian Inflation at 0.21%
Indonesian inflation remained under control in May 2018 with the monthly pace recorded at
0.21 percent (m/m). Few analysts had forecast such low inflation in the month that saw the
start of the Ramadan (the holy fasting month for Muslims). It is the lowest monthly May
inflation figure for Indonesia since 2014. Low monthly inflation was particularly attributed to
under-control food prices. For example, prices of rice, red chilies, green chilies, and garlic in
fact deflated.
Thus inflation was tame despite rising household consumption amid the Ramadan month.
Traditionally households spend more during this period. Although the Muslim community fasts
during daytime, there are many food parties in the morning and evening (implying demand for
food products rises). Moreover, it is a period when consumers spend more on items such as
clothes, shoes and bags, especially in preparation of the mudik (when millions of “city people”
go back to their places of origin to spend a couple of days there). Therefore, overall,
consumption rises during Ramadan and the subsequent Eid al-Fitr celebrations. Traditionally,
this brings inflationary pressures.
The table below shows that biggest inflationary pressures in May 2018 stemmed from price
increases in clothes and food products. This is indeed usual in the Ramadan period.
However, the increase were kept under control.
Indonesia's May Inflation per Expenditure Group:
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However, low inflation during Ramadan brings a mixed picture to the Indonesian economy.
On the one hand, authorities can be relieved that inflationary pressures are under control
despite rising crude oil prices, rupiah weakness and a boost in Ramadan-related
consumption. On the other hand, low inflation – particularly low core inflation that was also
recorded at 0.21 percent m/m in May 2018 - can also reflect subdued purchasing power of the
Indonesian people (which would mean the boost in Ramadan-related consumption is not too
significant, similar to last year). To assess the level of consumption during this year’s
Ramadan we will need to wait for the release of retail figures.
However, low core inflation and subdued consumption not necessarily mean that consumers’
purchasing power has remained subdued in Indonesia. Considering third-party funds at local
banks have been rising, it could be that Indonesians now prefer to save their funds rather
than spending the majority on consumer goods. This may point at a structural change in
Indonesians’ spending habits as the influence of the millennials – who are more aware of the
need to save for future purposes - on consumer price data increases.
For the macroeconomy it has implications. One of the reasons why Indonesia's economic
growth has been stuck around the 5 percent (y/y) level over the past couple of years is
subdued household consumption (which has fallen below the 5 percent y/y mark). However,
the exact reason why household consumption has fallen below 5 percent (y/y) remains to
puzzle analysts.
Meanwhile, Indonesia’s calendar-year inflation accelerated to 1.30 percent in the JanuaryMay 2018 period. Indonesia's annual headline inflation eased to 3.23 percent (y/y) in May
2018 (from 3.41 percent in the preceding month). This means that inflation remains
comfortably within the central bank's target range of 2.5 - 4.5 percent (y/y) that it set for fullyear 2018.
Indonesia's annual core inflation rate, which excludes government-administered prices and
volatile food prices, rose from 2.69 percent (y/y) in April to 2.75 percent (y/y) in May. This
increase was (partly) attributed to rupiah weakness.
A politically-motivated decision is also behind low inflation in Indonesia. In a bid to stay
popular (ahead of the 2018 local elections as well as the 2019 legislative and presidential
elections) the government announced - several months ago - that it will not raise subsidized
fuel and electricity prices until the end of 2019. This policy supports Indonesians’ purchasing
power. However, considering international crude oil prices are on the rise, it means that the
government needs to allocate more funds for its energy subsidy budget (thus implying a
temporary pause in President Widodo’s energy reform program).
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Headline Consumer Price Index of Indonesia:
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Manufacturing Activity Indonesia Improves Indonesia
Improves
Activity in Indonesia’s manufacturing sector continued to rise in May 2018 for the second
consecutive month. The latest Indonesia Nikkei Manufacturing Purchasing Managers Index
(PMI) showed a slight improvement to a reading of 51.7 in May 2018, up from 51.6 in the
preceding month (a reading above 50.0 indicates expansion, while one below 50.0 indicates
contraction). The PMI index measures the activity level of purchasing managers in the
manufacturing sector. This survey is closely watched as purchasing managers usually have
early access to data about their company's performance, which can be a leading indicator of
overall economic performance. The latest reading of 51.7 is also far above the average score
over the past 12 months.
Rising manufacturing activity in May was supported by the fastest rise in new orders since
July 2014. Stronger domestic demand conditions were named the key reason for rising new
orders. According to anecdotal evidence, local manufacturers added new domestic clients.
Meanwhile, output in Indonesia's manufacturing sector rose for the fourth consecutive month,
hence marking the longest period of expansion (reaching nearly five years). Output growth
came on the back of stronger inflows of new business.
Ahead of the Ramadan and Eid al-Fitr celebrations demand for food and beverage products
rises significantly, approximately by 20 percent (compared to “normal months”). Demand for
syrup, cookies, coconut essence, and sugar palm fruit can in fact double in this period (from
normal times).
In contrast, new export orders declined for the sixth straight month in May. This decline in
new orders from abroad was attributed to weak demand in global markets. However, the rate
of contraction moderated since April's 13-month record.
Meanwhile, inflationary pressures picked up in Indonesia, with input costs rising at the highest
rate in more than 2.5 years (October 2015) due to high pressures on the Indonesian rupiah
and broad-based US dollar strength. This resulted in higher costs for imports of raw materials.
Subsequently, output prices (factory gate prices) rose to the greatest extent since December
2015.
Players in Indonesia’s food and beverage industry indicated they will raise prices by a range
of 3 - 7 percent after Eid al-Fitr in case rupiah weakness persists. Considering the majority of
raw materials have to be imported in US dollar, these manufacturers are being troubled by
broad-based US dollar strength.
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Indonesia’s Manufacturing PMI:

With regard to the foreseeable future, manufacturers are optimistic that output (and general
business prospects in this industry) will strengthen in the next 12 months. The degree of
optimism was at a three-month high, reflecting expected improvements in demand and
planned company expansions.
However, despite the rise in new order book volumes Indonesian manufacturing companies
reduced their staffing levels in May 2018, albeit at a marginal pace. This is due to a decline in
backlogs of work. Panellists highlighted that there were sufficient resources to ensure the
timely completion of outstanding work.
Aashna Dodhia, economist at IHS Markit, was quoted saying: "the improvement in the health
of Indonesia's manufacturing sector in May 2018 was the strongest since June 2016,
supported by the quickest upturn in new business since July 2014. Panellists indicated that
this reflected stronger domestic demand, as global demand for Indonesian goods remained
subdued."
He added that "sustained pressure on the Indonesian rupiah materialized into the sharpest
increase in input costs since October 2015. May's PMI prices data validate Bank Indonesia's
decision to raise the benchmark interest rate for the first time since 2014. It is hoped that the
interest rate policy move will help safeguard Indonesia from foreign capital flight and relieve
pressures on the rupiah."
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Jakarta Composite Index; Volatile and Yet a Great IPO
Month
In the month May 2018 the benchmark Jakarta Composite Index (IHSG) moved from a
starting position of 5,994.60 (its close on the last trading day of April) to finish at 5,983.59
points on the last trading day of May. Hence, a modest 0.18 percent decline. But although the
start and finish were around the same level, there was plenty of volatility in between both
points.
First Half of the Month: Going Downward
In the first half of May the IHSG was, overall, in a downward trend due to rising concerns over
worsening trade relations between the USA and China after the Donald Trump administration
threatened to impose restrictions on Chinese telecoms companies' ability to sell telecoms
equipment on the US market. Meanwhile, few market participants expected positive results
from a new round of trade talks – organized in China - between US Treasury Secretary Steven
Mnuchin and Chinese Vice-Premier Liu He. These assumptions were indeed correct. Failed
negotiations lead to rising concern that a global trade war is on the horizon.
Thus, the fact that the Federal Reserve turned out to be less-hawkish-than-estimated at its
May policy meeting (1-2 May 2018) was not able to lift Indonesian stocks, although it did
somewhat reduce US dollar demand. However, during the month of May more and more
market participants became convinced – amid improving US economic conditions - that the
Federal Reserve would implement another rate hike in June 2018.
Another concern that stemmed from the USA was Trump’s decision to pull the US out of the
Iran nuclear deal as Trump does not want the US to be held hostage to nuclear blackmail.
The Iran nuclear deal, which was reached in Vienna in July 2015 and later ratified by the
United Nations, lifted international sanctions on Iran in return for curbs on the country’s
nuclear program.
Last but not least, global markets were rocked by US 10-year treasury yields touching above
three percent, and hovering around seven-year highs. The rise in US bond yields is a major
problem for Indonesia as foreign investors control about 40 percent of the local bond market.
When part of these foreigners shift to US bonds, Indonesian currency and equity markets are
affected significantly.
A domestic factor that put pressure on Indonesian stocks in the first half of May was rupiah
weakness. The rupiah passed beyond the psychological boundary of IDR 14,000 per US
dollar. Persistent rupiah weakness (amid broad-based US dollar strength) led to rising
expectations of an interest rate hike at Bank Indonesia’s May policy meeting (16-17 May
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2018). In theory, such rate hike would strengthen the value of the rupiah, but weaken the
value of stocks.
Another negative domestic factor was that Indonesia’s trade deficit reached a four-year high
of USD $1.63 billion in April 2018, much higher than analysts had forecast (the trade data
were released in mid-May). The April trade deficit was attributed to rapidly rising imports
ahead of the Ramadan month and Idul Fitri celebrations. Meanwhile, Indonesia's current
account balance - the broadest measure of the country's international trade - showed a deficit
of USD $5.5 billion, equivalent to 2.15 percent of the nation's gross domestic product (GDP),
in the first quarter of 2018. Compared to Q1-2017 Indonesia's current account deficit (CAD)
widened significantly. In the first quarter of 2017 Indonesia's CAD was recorded at USD $2.4
billion (1.0 percent of GDP). Thus, the CAD more than doubled in Q1-2018. This development
is primarily due to rapidly rising imports of capital goods.
The series of terrorist attacks only had a very temporary impact on the IHSG. Not only in
Indonesia but across the world we have seen that markets have become used to terrorist
attacks and therefore cause limited damage to markets.
Second Half of the Month: Going Upward
In the second half of May Indonesian stocks pared losses despite many of the uncertainties
that put pressure on assets in the first half of the month persisted in the second half.
However, the content of the Federal Reserve minutes, which were released 23 May, impacted
positively on markets. In the minutes (covering the monetary policy meeting in early May) the
Fed signaled that it is in no hurry to raise the number of interest rate hikes in 2018 despite US
inflation having passed beyond the targeted 2 percent (y/y). It is believed that the Fed will
continue to raise its rates gradually.
Another positive matter for emerging market assets was that the US 10-year treasury yield fell
slightly below the 3 percent level (down from an earlier peak of 3.12 percent). Although this is
still a four-year high, markets are becoming used to the higher benchmark long-term US yield
and therefore some investors are coming back to emerging markets.
Thirdly; although in theory a benchmark interest rate (conducted by Bank Indonesia) is
negative for Indonesian stocks (because it makes it more costly for listed companies to
borrow money), the two rate hikes in the second half of May actually had a positive impact on
the Jakarta Composite Index as these monetary actions managed to strengthen the rupiah
rate (the continuously depreciating rupiah meant that foreign investors were plagued by
foreign exchange losses). But now, with stocks down around 9 percent since the year-start
and the rupiah at a weak (yet stable) level it is actually a great time to enter the market. In
fact, newly inaugurated Bank Indonesia Governor Perry Warjiyo pledged to take more preemptive measures to maintain currency stability; a message that was liked by investors.
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Lastly, after there had been announced the unprecedented USA-North Korea summit
(scheduled to take place in Singapore on 12 June 2018) in early May, there emerged
uncertainty whether this summit would take place at all. In fact Trump said he cancelled the
meeting as he accused North Korea of “tremendous anger and open hostility.” A few days
later, however, the meeting was back on track thus easing market participants concern over
reemerging tensions on the Korean Peninsula.

Composite Stock Price Index and Equity Trading Value:

Many Trading Debuts on the Indonesia Stock Exchange in May
What is remarkable is that - despite the high degree of uncertainty on the international market
- there were many Indonesian companies that went for an initial public offering (IPO) and
made their trading debut on the Indonesia Stock Exchange in May 2018. In total, nine
companies were added to the local bourse in May. For Indonesian standards that is a very
high figure for one month.
Meanwhile, one company delisted from the Indonesia Stock Exchange in May 2018.
Corrugated carton and offset printing company Dwi Aneka Jaya Kemasindo was delisted after
the Central Jakarta Court declared the company bankrupt.
Which companies made their trading debuts in May 2018?
Charnic Capital; this Jakarta-based investment company made its trading debut on 2 May
2018 after offering a 30.72 percent stake to the public. Charnic Capital is an investment
holding company with a portfolio that consists of prime property and stakes in listed and nonlisted companies in Indonesia.
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Bank Tabungan Pensiunan Nasional Syariah; this financial institution, which conducts its
business in line with Islamic principles, is a non-foreign exchange commercial bank that
focuses on micro-saving and micro-lending. It offered a 10 percent stake to the public.
Bank BRIsyariah; this marks the first time that an Islamic finance unit of a state-controlled
entity (Bank Rakyat Indonesia) listed on the Indonesia Stock Exchange. The bank offered a
27 percent stake to the public with the target to rise into the ranks of a BUKU III category bank
(this term refers to banks that have a core capital between IDR 5 trillion - IDR 30 trillion).
Surya Pertiwi; this sanitary ware company is the exclusive distributor for TOTO sanitary
products. The company controls 51 percent of the sanitary market in Indonesia supported by
a distribution network that covers 16 big cities. About 90 percent of its sales is generated from
TOTO branded bathroom sanitary products. It offered a 25.92 percent stake to the public.
Royal Prima; this hospital operator, which owns two hospitals (one in Medan and one in
Jambi), offered a 35.38 percent stake to the public in order to obtain new funds for the
acquisition of new hospitals.
Medikaloka Hermina; this hospital operator and medical management services company
offered an 11.8 percent stake to the public to seek new funds for the expansion of its hospital
network.
Sarimelati Kencana; the operator of the Pizza Hut chain in Indonesia (which involves the
Pizza Hut Restaurant and Pizza Hut Delivery) offered a 20 percent stake to the public in an
effort to assemble funds to enlarge its restaurant network (with a particular focus on its Pizza
Hut delivery segment).
Guna Timur Raya; this integrated logistics solutions provider offered a 34.48 percent stake to
the public to seek funds for the purchase of 70 new trucks. Currently, Guna Timur Raya's fleet
already consists of more than 100 trucks.
Asuransi Tugu Pratama Indonesia; this general insurance company – a subsidiary of stateowned energy company Pertamina - offered a 10 percent stake to the public in an effort to
strengthen its capital base (specifically to improve the company's marketing infrastructure,
information technology, and the rebranding of promotional offers).
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Jakarta Composite Index & Sectoral Indices Movement 31 May 2017 - 31 May 2018:

Total Trading by Investor's Type (% of market total, selling + buying):
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Net Purchase by Foreigners:

Trading Value by Industry:
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Top 20 Biggest Market Capitalization:

Top 20 Gainers:
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Top 20 Losers:
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Current Account Balance: Widening Deficit in Q1-2018
Indonesia's current account balance - the broadest measure of the country's international
trade - showed a deficit of USD $5.5 billion in the first quarter of 2018. This figure is
equivalent to 2.15 percent of the nation's gross domestic product (GDP).
Compared to Q4-2017 (when the deficit reached USD $6.0 billion, or 2.3 percent of GDP),
Indonesia’s current account deficit (CAD) declined in Q1-2018. However, compared to Q12017 Indonesia's CAD widened significantly. In the first quarter of 2017 Indonesia's CAD was
recorded at USD $2.4 billion (1.0 percent of GDP). Thus, the CAD more than doubled in Q12018. This development is due to rapidly rising imports of capital goods.
Based on a statement from Indonesia's central bank (Bank Indonesia), the easing CAD
(compared to Q4-2017) is primarily attributed to the lower services account deficit and higher
secondary income surplus. The drop in the services deficit was mainly caused by an
increased surplus of travel services as the number of foreign tourist arrivals into Indonesia
grew, while there occurred a decrease in imports of freight services.
The increase in the secondary income surplus was in line with the rising receipts of
remittances from Indonesian migrant workers. Meanwhile, the non-oil & gas trade surplus
narrowed as non-oil & gas exports declined. Non-oil & gas imports also decreased albeit at a
moderate pace, with imports of capital goods and raw materials remaining at a high level in
line with increased production and investment activities at home.
Indonesia's capital and financial transactions in Q1-2018 still managed to register a surplus
amid high uncertainty in global financial markets. The Q1-2018 capital and financial account
surplus was recorded at USD $1.9 billion, mainly supported by growing direct investment
inflows, thus reflecting investors' positive perceptions regarding Indonesia's economic
prospects. Nevertheless, the capital and financial account surplus in Q1-2018 was lower than
the surplus that was recorded in the preceding quarter. This decline is related to the impact of
heightened uncertainty in global financial markets. Therefore, foreign investors made
adjustments to the foreign fund placements in the stock market and government bond market.
The lower surplus was also affected by a deficit in other investment, primarily due to the
increase in private sector deposit placements in overseas banks.
Indonesia's Q1-2018 balance of payments (BoP) showed a deficit in line with the decrease in
the capital and financial account surplus. The Q1-2018 BoP deficit was recorded at USD $3.9
billion. The country's foreign exchange reserves were recorded at USD $126.0 billion per 31
March 2018. This amount is equivalent to 7.7 months of financing of imports and government
external debt (well above international standards of adequacy).
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Indonesia's CAD is expected to widen in Q2-2018 due to seasonal factors including dividend
payouts, foreign debt payments, and the rising crude oil price. Overall, the full-year 2018 CAD
of Indonesia may reach 2.1 percent of GDP, up from our earlier forecast of 1.8 percent of
GDP.

Current Account Balance of Indonesia:
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Balance of Trade: a USD $1.63 Billion Deficit in April
In mid-May 2018 Statistics Indonesia (BPS) announced that Indonesia's trade balance had
shown a USD $1.63 billion deficit in April 2018. The deficit, which surprised most analysts'
expectations, is the nation's biggest monthly trade deficit in four years (April 2014). While
exports grew 9.0 percent year-on-year (y/y) to USD $14.47 billion, imports grew at a much
more impressive pace of 34.7 percent (y/y) to USD $16.09 billion in April.
It is usual that imports into Indonesia rise ahead of the Ramadan month (the holy fasting
month for Muslims) and the subsequent Idul Fitri celebrations (that mark the end of the
Ramadan) as both events give rise to an increase in consumption. However, few expected to
see such a major increase in imports in April. Imports into Indonesia soared 35 percent (y/y)
to USD $16.09 billion in April 2018. Although the trade deficit puts additional pressure on the
Indonesian rupiah, soaring imports could also be seen as a positive sign, namely that
household consumption in Indonesia is improving (thus signalling that people’s purchasing
power is improving).
Local retailers only increase their stockpiles significantly when they have good reasons to
expect rising demand from Indonesian consumers. BPS data show that the growth of imports
in April 2018 is primarily carried by rising non-oil and gas imports. More precisely, imports of
consumer goods grew 38.0 percent (y/y) in April 2018, while imports of raw materials rose
33.0 percent (y/y) and imports of capital goods grew 40.8 percent (y/y). The rise in imports of
capital goods (a durable good that is used in the production of goods or services) and the rise
in imports of consumer goods could very well be signs that economic activity is rising on the
back of improving household consumption in Indonesia.
The overall trade balance of Indonesia in the first four months of 2018 shows a USD $1.3
billion deficit. This is a significant decline compared to the USD $5.4 billion surplus in the
January-April 2017 period. The trade deficit so far in 2018 will also put pressure on the
country's current account deficit (CAD).
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Foreign Exchange Reserves Decline Further
The central bank of Indonesia (Bank Indonesia) announced that the nation's official foreign
exchange reserves stood at USD $122.9 billion at the end of May 2018, down from USD
$124.9 billion in the preceding month. The decline, which had been expected, was mainly due
to the use of foreign exchange to repay public foreign debt and to stabilize the Indonesian
rupiah amid persistently high uncertainty in global financial markets.
This latest decline means that Indonesia's foreign exchange reserves have now fallen for the
fourth-consecutive month in May 2018 (after having touched an all-time record high at USD
$131.9 billion in January 2018). Pressures on emerging market assets, including the rupiah,
are primarily caused by expectations of further monetary tightening in the USA, higher US
treasury yields, and concerns regarding global trade tensions. These matters give rise to
broad-based US dollar strength. What makes matters worse for the rupiah is that the
Indonesian currency is among the more fragile currencies and therefore rapidly dumped in
times of global turmoil or uncertainty.
In a statement Bank Indonesia noted that the current level of foreign exchange reserves is
equivalent to the financing of 7.4 months of imports or 7.2 months of imports and servicing of
government external debt. This remains well above the international standard of reserve
adequacy at three months of imports. Therefore, Bank Indonesia regards the current position
of foreign exchange reserves is able to support external sector resilience and to maintain
macroeconomic and financial system sustainability.

Foreign Exchange Reserves Indonesia - Past 12 Months:
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Foreign Ownership in Insurance Companies Capped at
80%
The Indonesian government imposed an 80 percent cap on foreign ownership in Indonesian
insurance companies through Government Regulation No. 14/2018 on Foreign Ownership of
Insurance Companies. Suahasil Nazara, Fiscal Policy Head of Indonesia's Finance Ministry,
said foreigners can continue to control a big stake (up to 80 percent) in the domestic
insurance industry because it is believed that domestic insurance players still need the
knowledge and capital that strategic foreign investors bring with them from abroad.
The new regulation came into effect per 18 April 2018. Existing foreign players in Indonesia's
insurance industry that own a stake that exceeds 80 percent (prior to the implementation of
the new regulation) will not need to sell part of their stake. However, they will not be able to
upgrade their business level. Thus, in case these existing foreign investors want to expand
further in Indonesia's insurance industry, the government will limit their ownership to 80
percent in line with the new regulation.
Nazara added that the government needs to respect existing foreign players in the insurance
industry because some of them "saved" Indonesia after the Asian Financial Crisis had
ravaged through the nation (and especially turned the finance industry - including insurance into a state of despair). The inflow of foreign capital was what contributed significantly to the
recovery of the nation.
Meanwhile, Nazara also stated that the foreign ownership cap at 80 percent does not breach
any existing cooperation agreements with foreign countries or entities. And although the new
regulation is in essence negative for foreign investment because their stake is limited, it is not
expected to result in sliding foreign investment in Indonesia's insurance business because
this industry still has great potential. For example, the average insurance premium was about
IDR 1.5 million (approx. USD $106) per capita in Indonesia, relatively low compared to figures
in emerging peer markets in Southeast Asia.
Based on data from the Financial Services Authority (OJK) there are currently 22
conventional general insurance companies in the form of a joint venture active in Indonesia.
Six of these joint ventures involve foreign investors with a stake that exceeds 80 percent.
Meanwhile, there are 23 joint ventures in Indonesia's conventional life insurance industry, 12
of which involve foreign companies with a stake above 80 percent. For these foreign investors
there will be no need to reduce their stake. However, they will not be able to perform a capital
injection for further business expansion (unless they agree to sell a stake in order to comply
with the new regulation).
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S&P Affirms Indonesia's Sovereign Credit Rating at
BBB-/Stable
One of the leading global credit rating agencies, Standard & Poor's (S&P), decided to keep
Indonesia's sovereign rating at BBB-/stable outlook (investment grade status). This is a
positive message considering Indonesia has recently been under heavy pressure amid
volatile global capital flows. Meanwhile, Indonesia's current account deficit (CAD) widened
significantly in the first quarter of 2018. Indonesia's current account balance (which turned
into a structural deficit since late-2011) is among the concerns shared by credit rating
agencies.
However, S&P expects Indonesia's CAD to narrow in the next couple of years on the back of
strengthening global demand and higher commodity prices. Also rupiah depreciation has
been key to narrow the CAD in recent years.
Other key factors that supported S&P's affirmation of Indonesia's sovereign credit rating at
BBB-/stable outlook are the following:







Indonesia's relatively low public foreign debt; S&P believes that the government's debtto-GDP ratio will remain stable in the next couple of years.
Rising tax collection (as a result of Indonesia's recently completed tax amnesty
program) and rising international crude oil prices are projected to improve state
revenue for the Indonesian government.
The rupiah's flexibility (Bank Indonesia does limit volatility but lets the currency weaken
or strengthen in line with market forces) as well as prudent policy in managing the
corporate (short-term) foreign debt risk have driven the decline in the external
financing needs ratio to current account receipts (CARs).
S&P said the risk of deterioration in the external financing burden that is faced by
Indonesia has decreased significantly.

Bank Indonesia Governor Perry Warjiyo responded to the S&P affirmation saying that his
institution would continue to make efforts to maintain national macroeconomic stability. He
added that the S&P rating was a reflection of Indonesia's positive economic conditions and
credible policy framework.
However, S&P stated that downward pressure on Indonesia's sovereign rating could emerge
if the trade and fiscal balances worsen over the next two years (meaning: worsen from S&P's
current projections). Indications of pressure on the rating would be: net general government
debt and budget deficits surpassing 30 percent and 3 percent of GDP, respectively, in a
sustained way. Another indication is external liquidity (gross financing requirements as a
percentage of current account receipts and foreign exchange reserves) consistently
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exceeding 100 percent, which could be triggered by a sharp decline in export prices that is
not compensated by a similar decline in import prices.

Credit Ratings Indonesia:
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Placing Indonesia in Global Perspective
United States
Unchanged from previous months is that a lot of market turbulence across global markets in
May 2018 stemmed from the United States (USA), most notably expectations about US
monetary policy, rising US 10-year treasury yields, US President Donald Trump’s political and
economic decision-making, and his diplomatic actions.
US Economy
The US economy continued its gradual recovery in May 2018. After the recession ended in
June 2009 US economic expansion has now lasted for 107 months, thus it is now the secondlongest period of economic expansion in American history (behind the 1991-2001 growth
period that came on the back of the Internet revolution). What is different from other long
growth periods is that the current expansion is going at a slow pace (particularly because in
the early years of the recovery businesses and individuals were reluctant to take on risk).
The advantage of mediocre US growth rates is that there are limited risks of overheating (of
the economy), hence few reason for the US central bank to step on the brakes by
implementing monetary tightening. Only recently there have emerged some concerns about
overheating as US inflation is rising, while US unemployment is at a historically low level (with
the overall jobless rate at 3.8 percent in May).
If US economic expansion lasts until July 2019, then the ongoing recovery would become the
longest period of economic expansion in American history. Most analysts expect to see US
growth continuing, especially as the US government is eager to borrow heavily to finance its
spending programs, while it taxes less.
Monetary Policy USA
On 1-2 May 2018 the US Federal Reserve (Fed) held its latest monthly policy meeting. In line
with expectations, the Fed refrained from altering its benchmark interest rate (it was kept at
the range of 1.50 – 1.75 percent; the most recent rate adjustment occurred in March 2018).
But what was new is that Fed officials indicated that further rising US inflation (reaching – or
even slightly exceeding – the 2 percent y/y target of the Fed) would not immediately lead to
more aggressive monetary tightening in the world’s top economy. This somewhat eased
market participants’ minds as they had started to become concerned that the Fed would
perhaps raise interest rates more than four times in 2018 due to inflation reaching the Fed’s
target (after six years of failing to meet the target).
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Excluding the volatile food and energy components, the US personal consumption
expenditures price index (the Fed’s preferred inflation measure) soared 1.9 percent (y/y) in
March. In essence, this is good news for emerging markets like Indonesia because a more
rapid US monetary tightening path would be negative for emerging market assets.
Based on projections released after the Fed’s May policy meeting, officials are split on
whether to raise US interest rates a total of three or four times this year. A narrow majority
leans toward three hikes overall. There is some concern that four interest rate hikes could
lead to the overheating of the US economy. This would mean that US wages and prices could
begin to spiral up, forcing a sharp interest rate hike (with a possible side-effect being that the
US economy is pushed into recession).
Meanwhile, Fed Chairman Jerome Powell indicated that he is broadly optimistic about the
strength of the US economy although there are several risks on the horizon – most notably the
potential negative impact on economic growth from a trade dispute with other nations,
including China.
Market participants agree that the June 2018 policy meeting is likely to become the setting for
another Fed Funds Rate hike (to the range of 1.75 – 2.00 percent), the second one in 2018, on
the back of strong US economic data, with rising inflation, strong GDP growth, and
unemployment at a historic low. The big question now remains: will there be one more rate
hike or two in the remainder of 2018?







December 2015; for the first time in a decade the Fed raised its key rate to the range of
0.25 - 0.50 percent.
December 2016; the Fed raised its key rate to the range of 0.50 - 0.75 percent.
March 2017; the Fed raised its key rate to the range of 0.75 – 1.00 percent.
June 2017; the Fed raised its key rate to the range of 1.00 – 1.25 percent.
December 2017; the Fed raised its key rate to 1.25 – 1.50 percent.
March 2017; the Fed raised its key rate to 1.50 – 1.75 percent.

Next Federal Reserve meeting: 12-13 June 2018 (with a press conference by the Chair)
USA-China Trade Talks
In the first week of May a US delegation, including US Treasury Secretary Steven Mnuchin
and US Trade Representative Robert Lighthizer visited Beijing for a two-day meeting to
discuss how to solve long-standing trade issues between the world’s top two economic
powers USA and China. However, talks ended without a deal to avert a trade war.
Reportedly, the US officials requested their Chinese counterparts to reduce China’s trade
surplus with the US by USD $200 billion over the next two years. The US trade deficit with
China stood at USD $375 billion in 2017. Meanwhile, the USA also demands China to stop
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subsidizing key industries (including the tech industry), to liberalize market access, to
equalize their tariffs, and to stop intellectual property theft. China, however, said these
demands are unfair. But both sides also emphasized that communication will continue.
However, a quick resolution to US-China trade tensions seems impossible. Although not
providing any details, China's official news agency Xinhua stated that both sides reached
agreements in several areas, including on increasing US exports to China, trade in services
and intellectual property protection. However, Xinhua added that there remain big differences.
But while Trump has repeatedly emphasized that his relationship with Chinese President Xi
Jinping is good, Trump did put the blame on China as he tweeted that “it is hard for China in
that they have become very spoiled with US trade wins!”
Considering Trump’s harsh demands it is possible that he may not have sent the US
delegation to China with the aim to reach a deal but instead to make sure that negotiations
would fail, thus justifying the implementation of various import tariffs on China.
Meanwhile, analysts also believe Trump’s eagerness to curtail the trade deficit with China
through tariffs is misplaced because the fundamental underlying reason is Americans’
consumption. If Americans continue to consume as usual, the USA will continue to import
goods to meet domestic demand. If products are not shipped from China, then another
country will replace China (unless Trump encourages import substitution industrialization).
Thus, the US would see a declining trade deficit with China. However, overall, the US trade
balance would remain more-or-less the same.
Since in late-February 2018 Trump announced to impose steep import tariffs on steel (25
percent) and aluminum (10 percent) there have been growing concerns about a global trade
war. Trump made this decision on claims that imports of steel and aluminum threaten national
security by degrading the American industrial base (it is an argument – based on authority
under Section 232 of US law - that was immediately rejected by critics).
Besides aiming to boost the domestic steel and aluminum industries, Trump’s decision is also
a strategy to frustrate the high amount of Chinese exports into the USA. China is the world’s
biggest steel manufacturer (the country has been plagued by a structural domestic steel
supply glut since its economic growth started to slow) and will therefore feel the impact of
higher US import tariffs.
China and also the European Union responded by threatening to put tariffs on various US
products. It is a situation that can escalate rapidly.
USA - North Korea Relations
On Friday 4 May 2018 Trump said the date and location have been set for an unprecedented
meeting between him and North Korean leader Kim Jong-un. Later it became known that
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Singapore would be the location and 12 June 2018 would be the date. Key topic of the
meeting would be North Korea’s denuclearization.
Around mid-May trouble arose after US Vice President Mike Pence said "this will only end like
the Libyan model ended if Kim Jong-un doesn't make a deal" to "dismantle his nuclear
weapons program". North Korean Vice Foreign Minister Choe Son-hui then called Pence's
remarks "ignorant and stupid", while threatening a "nuclear-to-nuclear showdown".
The unprecedented summit was then cancelled by Trump on 24 May, via a letter to Kim Jongun (on the same day that North Korea detonated explosives at its only known nuclear test
site: Punggye-ri). However, North Korean Vice Foreign Minister Kim Kye-gwan expressed
North Korea's "willingness to sit down face-to-face with the US and resolve issues anytime
and in any format", being "open-minded in giving time and opportunity to the US" for the
"peace and stability for the world and the Korean Peninsula. One day later Trump announced
that the summit could resume as scheduled.
Overview of Recent North Korea-Related Trouble
In the second half of 2017 North Korea’s leader Kim Jong-un had been provoking most of the
world by conducting a series of ballistic missile tests as well as North Korea’s first successful
test of a hydrogen weapon with explosive force many times greater than the atom bomb that
destroyed Hiroshima. Jong-un also stated that US territory was now within reach of the
missiles, a clear threat, especially after North Korea considered to bomb Guam where the
USA maintains an air base. Trump reacted stating that North Korea would encounter “fire and
fury” if it would endanger US territory. In Trump’s inaugural speech to the United Nations
General Assembly, he added that North Korea would be “totally destroyed” if the latter would
touch US territory. Both leaders also exchanged a series of insults.
Concerns about rising tensions between USA and North Korea eased significantly in January
2018 after the USA and South Korea announced that they delayed the annual military
exercises that were scheduled to take place during the 2018 Winter Olympics in
Pyeongcheong (South Korea). These exercises, which involve simulating operations that
would possibly be used in the event of war with North Korea, angered North Korea and could
have easily provoked it to do something aggressive in response. Hence, chances of actual
warfare decreased markedly.
In the context of the 2018 Olympic Winter Games, relations between North and South Korea
improved as both nations agreed to see a North Korean delegation at the Winter Olympics.
The teams representing North Korea and South Korea entered the Opening Ceremony
marching under the Korean Unification Flag, while in women's ice hockey there was even a
single united Korean team.
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Despite improving relations, it was a complete surprise when South Korean officials
announced – at the White House – that Trump accepted Kim Jong-un’s invitation to meet.
Reportedly North Korea is willing to talk about denuclearization, provided the nation’s security
is safeguarded. The meeting is scheduled to be held on 12 June 2018. This news calmed
investors’ concerns about tensions between USA and North Korea.
It would be an unprecedented move as a sitting US president has never met a North Korean
leader. Some remain skeptic, however, about North Korea’s exact reasons why it is suddenly
open to talks. Did the far-reaching sanctions (imposed by the international community after
the series of missile tests in late 2017) hit North Korea so hard that it needed to walk a
diplomatic path? Or, is North Korea seeking some extra time by faking to agree to
denuclearization while actually it is secretly completing its nuclear program? Or, is North
Korea seeking to "legitimize" its regime in the eyes of its own population by organizing a
meeting with the USA?
What Would Be the Impact of a USA-China Trade War on Indonesia?
The impact of a trade war between the world’s top two economies would be felt across the
world, particularly by trading partners of both countries. Both China and the USA are key
export markets for Indonesia (China absorbed 14 percent of Indonesia’s total non-oil and gas
exports in 2017). For example, China’s manufacturing activity can slide due to falling demand
from the USA. In turn, China would then require fewer raw materials from Indonesia. China
had actually already lowered its growth projection to 6.5 percent (y/y) in 2018, implying a
negative impact on Indonesian exports.
Secondly, there are concerns among Indonesian politicians, businessmen and analysts that
China will now aggressively try to export products (such as steel) to Indonesia (which is the
biggest market in Southeast Asia and well on its way with the government’s ambitious
infrastructure development program) considering Chinese exports to the USA are likely to fall.
Hidayat Triseputro, Executive Director of the Indonesian Iron and Steel Industry Association,
said higher US tariffs on steel imports will definitely be felt as China will now be eagerly
looking to countries like Indonesia (infrastructure program) to export steel products. It is up to
the Indonesian government to support domestic steel producers by curtailing cheap Chinese
steel imports. Through the ASEAN-China Free Trade Area (ACFTA), which came into effect
in 2010, there emerged a significant rise in imports of Chinese goods into Indonesia. The free
trade deal resulted in Chinese non- oil & gas exports to Indonesia spiking to USD $35.5 billion
in 2017 from only USD $3.4 billion in 2004.
Meanwhile, Indonesian steel exports to the USA are also likely to decline. However, the
nation’s steel exports to the USA is already very small. Indonesia's iron and steel exports to
the USA only amounted to USD $26.3 million in 2016.
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It is still possible that the USA will put in place barriers to Indonesian imports. In April 2017,
the Trump administration had listed Indonesia on its trade watch list along with 15 other
countries. Countries mentioned on this list have a significant trade surplus vis-à-vis the USA.
Indonesia had the upper hand in trade relations with the USA, posting a USD $9.67 billion
surplus in 2017, widening by 9.3 percent (y/y). In February 2018 the US Department of
Commerce had already issued an anti-dumping duty on biodiesel shipments that originate
from Indonesia (in April 2018 a final decision will be made on this duty).
Indonesian Vice President Jusuf Kalla warned the USA, saying Indonesia would not back
away from a trade war. For example, Indonesia could impose higher tariffs on US soybeans,
a key ingredient for various Indonesian dishes and snacks.
In our opinion it is important for Indonesian policymakers to continue their efforts to boost the
competitiveness of local companies (for example by cutting the nation’s high logistics costs
through infrastructure development) and seek new export markets (thus reducing Indonesia’s
traditional dependence on the USA and China as key export markets. On the longer term, it is
important that Indonesia manages to attract more foreign direct investment (especially in the
export-oriented manufacturing industry). To attract more investment, the nation’s investment
climate needs further improvement, particularly by removing unnecessary red tape, improve
regulatory certainty, and through the offering of fiscal incentives (these matters are important
because low minimum wages are becoming less crucial for foreign investors). The next step
would be agreeing on free trade deals (several already being negotiated), such as the IndiaIndonesia Comprehensive Economic Cooperation Arrangement (India-Indonesia CECA),
Indonesia-Australia Comprehensive Economic Partnership Agreement (Indonesia-Australia
CEPA), and Indonesia-European Union Free Trade Agreement (Indonesia-EFTA FTA).
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Events Calendar in Indonesia in Indonesia
05-07 March 2020
• 12th International Exhibition for Equipment, Food, Beverages & Services to Support
Indonesia's Tourism and Hospitality Industries

18-21 September 2019
• Marintec Indonesia

11-14 September 2019
• Renewable Energy and Energy Efficiency Exhibition

20-22 August 2019
• Indonesia Marine Offshore Expo (IMOX)

24-27 July 2019
• Food & Hotel Indonesia

17-19 July 2019
• Indonesia Fire Expo (IndoFirex)
• Indo Security Expo & Forum

28-30 April 2019
• Indo Intertex
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14-17 March 2019
• Megabuild Indonesia
• Keramika
11-14 March 2019
• Indonesia International Furniture Expo (IFEX)

01-03 March 2019
• Java Jazz Festival

29-30 January 2019
• Future Commerce Indonesia

07-09 December 2018
• International Consumer Electronics Expo

05-06 December 2018
• Airport Solutions Indonesia

30 November-02 December 2018
• Indonesia Maternity, Baby & Kids Expo
• Wedding Celebration Festival

21-24 November 2018
• Sial Interfood
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14-17 November 2018
• Drinktech Indonesia
• Plastics & Rubber Indonesia

07-11 November 2018
• IBDexpo

31 October-04 November 2018
• Indocomtech

31 October-02 November 2018
• Indonesia Infrastructure Week
• Konstruksi Indonesia

27-28 October 2018
• Indonesia Comic Con

25-28 October 2018
• Surabaya Jewellery Fair

24-28 October 2018
• Trade Expo Indonesia (TEI)

24-26 October 2018
• Communic Indonesia
• Indonesia Broadcasting Expo
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17-20 October 2018
• Indonesia Pharmaceutical Expo (IPEX)
• International Hospital Expo

17-18 October 2018
• E2E Commerce Indonesia 2018

10-14 October 2018
• Crafina

09-11 October 2018
• 10th Palmex Indonesia

05-07 October 2018
• Café & Brasserie Indonesia
• Franchise & License Expo Indonesia
• Retail & Solution Expo Indonesia
• Garuda Travel Fair

26-28 September 2018
• International Indonesia Seafood & Meat (IISM)
• GESS Indonesia

21-23 September 2018
• International Islamic Expo
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19-21 September 2018
• Elenex Indonesia
• Construction Indonesia
• Concrete Show Southeast Asia

12-16 September 2018
• Indonesia International Book Fair

12-14 September 2018
• Indonesia Transport Supply Chain & Logistics
• Mining & Engineering Indonesia

06-09 September 2018
• Home Decor and Design Exhibition (HOMEDEC)

03-05 August 2018
• Indonesia's International Agribusiness Expo

02-12 August 2018
• GAIKINDO Indonesia International Auto Show (GIIAS)

01-03 August 2018
• Gas Indonesia Summit & Exhibition (GIS)
• Gas Indonesia Summit Conference
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26-29 July 2018
• East Food Indonesia

25-29 July 2018
• Fashion & Craft Expo

25-27 July 2018
• Inamarine

20-22 July 2018
• International Franchise, License & Business Concept Expo 2017

18-21 July 2018
• Manufacturing Surabaya

18-20 July 2018
• The International Hospitality Equipment & Foodservice Expo

11-13 July 2018
• Smart Cities Indonesia Exhibition (SCIEX 2018)

04-06 July 2018
• Indo Livestock Expo & Forum
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28-30 June 2018
• Indo Water

01-03 June 2018
• Mommy n' Me

23 May-01 July 2018
• Jakarta Fair

31 May-03 June 2018
• CASA Indonesia

17-19 May 2018
• Indonesia Public Service Expo

17-18 May 2018
• Indonesia Infrastructure Finance Conference

11-12 May 2018
• Blockchain INDO Conference

10-13 May 2018
• Indonesia Coffee Festival
• Agro Food Expo
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07-13 May 2018
• Lamudi Property Expo

03-06 May 2018
• Indonesia Outdoor Festival (Indofest)

02-04 May 2018
• 42nd Indonesian Petroleum Association Convention & Exhibition (IPA Convex)
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Forecast Macroeconomic Indicators Indonesia
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