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2019 Indonesia elections 

As Indonesian polls point to incumbent Joko Widodo (Jokowi) winning the election, we assume this to be 
accurate, although official results will only be released in May 2019. With this key uncertainty lifted, 
investors will shift their attention to fundamentals and the expectation of policy continuity.  

Challenges ahead 

Two key issues remain for Southeast Asia’s biggest economy, namely to reduce external vulnerabilities 
and to boost gross domestic product (GDP) growth. Since Jokowi took power, GDP has averaged 5% a 
year, missing the 7% target. One barrier to growth is a rigid labour market which compares to the hiring 
flexibility for labour-intensive industries in other ASEAN economies in the region.  

Indonesia’s vulnerability also stems from its current account deficit which makes its currency, the Rupiah, 
less resilient during risk-off periods. The government has taken steps to address this issue, but more will 
need to be done to see a sustained improvement in the current account. 

Equities outlook 

So far for 2019, Indonesia has the second highest corporate earnings growth of 9.9% in the ASEAN 
region. Indonesia equities are trading at 10-year historical mean on a price-to-earnings ratio and below 
one standard deviation on a 10-year historical price-to-book ratio basis.  

In terms of sectors, we are overweight on banks that will deliver strong loan growth and better net interest 
margins with interest rates that have peaked. Since Jokowi is likely to expand budgets for infrastructure 
projects, we would be adding weights to the infrastructure sector. We advocate reducing exposure to the 
consumer sector as government subsidies are likely to decline in 2020 because handouts had already 
been distributed this year to sweeten Jokowi’s election prospects.   

A dovish US Federal Reserve (Fed) outlook is positive for Indonesian equities as this means foreign 
investors are likely to keep their allocation within the country.   

Fixed income outlook 

Bond spreads are expected to continue to narrow as markets had previously priced in a Jokowi win. Under 
a risk-on environment such as now, quasi-sovereign bonds will perform better with their wider spreads, 
compared to sovereign bonds. Even so, foreign investors will view Indonesian government bonds as a 
more attractive emerging market (EM) asset with the 10-year yield spread over equivalent US Treasury 

bonds at over 500 basis points (bps) on an unhedged basis, alongside high real rates and a stable Rupiah.  



2  | 18 April 2019 

 

 

 

For hard-currency sovereign bonds, longer tenors look more compelling. Bank Indonesia has also sounded 
dovish lately, but any move from them should be contingent on a stable current account.  
 
House view 

 
Any interest rate cut from Bank Indonesia will be positive for both equity and fixed income assets, so the 
Rupiah should have room for appreciation given the country’s relative openness of the capital markets to 
foreign investors.  
 
The risks would be a further deterioration in the current account deficit which was the main reason for the 
currency depreciation in 2018, owing to a further weakening of the current account from persistently strong 
imports. The attention has been turned to exports, and improvements to US-China trade talks should boost 
outbound shipments for the country.  

   

 

 

 

 

 

 

 



To find out more, 

please visit www.uobam.com.sg 

Important Notice & Disclaimers 

This publication shall not be copied or disseminated, or relied upon by any person for whatever purpose. The 

information herein is given on a general basis without obligation and is strictly for information only. This publication is 

not an offer, solicitation, recommendation or advice to buy or sell any investment product, including any collective 

investment schemes or shares of companies mentioned within. Although every reasonable care has been taken to 

ensure the accuracy and objectivity of the information contained in this publication, UOB Asset Management Ltd 

(“UOBAM”) and its employees shall not be held liable for any error, inaccuracy and/or omission, howsoever caused, 

or for any decision or action taken based on views expressed or information in this publication. The information 

contained in this publication, including any data, projections and underlying assumptions are based up on certain 

assumptions, management forecasts and analysis of information available and reflects prevailing conditions and our 

views as of the date of this publication, all of which are subject to change at any time without notice. Please note that 

the graphs, charts, formulae or other devices set out or referred to in this document cannot, in and of itself, be used to 

determine and will not assist any person in deciding which investment product to buy or sell, or when to buy or sell an 

investment product. UOBAM does not warrant the accuracy, adequacy, timeliness or completeness of the information 

herein for any particular purpose, and expressly disclaims liability for any error, inaccuracy or omission. Any opinion, 

projection and other forward-looking statement regarding future events or performance of, including but not limited to, 

countries, markets or companies is not necessarily indicative of, and may differ from actual events or results. Nothing 

in this publication constitutes accounting, legal, regulato ry, tax or other advice. The information herein has no regard 

to the specific objectives, financial situation and particular needs of any specific person. You may wish to seek advice 

from a professional or an independent financial adviser about the issues discussed herein or before investing in any 

investment or insurance product. Should you choose not to seek such advice, you should consider carefully whether 

the investment or insurance product in question is suitable for you.  
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