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Key Thoughts  

Our lack of short term enthusiasm for the IDR stem from the weak 

foreign portfolio inflows into Indonesia assets so far this year. The 

sell-off was likely triggered by a couple of factors, namely lackluster 

private consumption; narrowing real yield differentials; reduced 

likelihood of a S&P sovereign credit rating in the next 12-24 months; 

and the unwinding of carry trades. Despite the weakness in the IDR 

in the first three months of the year, there are still several key 

factors going in its favour in 2018, including its healthy economic 

fundamentals and government infrastructure spending. Given 

these market developments, we now expect the USDIDR to end 2Q at 

13500. On the back of its strong economic fundamentals and the 

possibility that IDR carry trade could return to favour as volatility 

stabilizes and the economy continues to outperform the rest of the 

world in 2H18, the USDIDR should ease to 13300 by end-3Q and then 

to 13200 to end 2018. In the run-up to the elections on 17 Apr 2019, 

we expect some political tensions to lift the USDIDR slightly higher to 

13300 by end-1Q 2019. 

IDR Faces Some Near-Term Downside Pressures  

The IDR continues to be among the worst performing currency in 

ASEAN. The IDR briefly hit a new 2018 low not seen since Nov 2016 at 

13817 on 1 Mar. The main driving force of IDR weakness in Mar was 

the sell-off in equities, underpinned by lackluster domestic 

consumption. In addition, the unwinding of carry trade plays that 

begin in Feb, has extended into Mar though the pace of unwinding 

has eased. So far in Mar, the IDR has fallen by 0.15% against the USD 

as compared to the 1.65% lost in Feb.  

Chart 1: IDR remains among the worst performing ASEAN 
currency 

 
Source: Bloomberg, Maybank FX Research & Strategy 
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Year-to-date though the IDR has dipped by 1.43% against the USD. In the 

face of headwinds, we are no longer as optimistic about IDR prospects in 

1H 2018. Note that in the event of a global equity correction and global 

rate increase, the IDR is among the most vulnerable currency given 

portfolio re-allocation globally and real yield weakness. 

Our lack of short term enthusiasm for the IDR stem from the weak 

foreign portfolio inflows into Indonesia assets so far this year. The sell-off 

in Feb and the intermittent sell-off since was likely triggered by a couple 

of factors, namely lackluster private consumption; narrowing real yield 

differentials; reduced likelihood of a S&P sovereign credit rating in the 

next 12-24 months; and the unwinding of carry trades.  

Lackluster private consumption spending so far has dimmed the earning 

prospects of domestically-dependent corporates, weighing on equities. 

This is even though the economy is expected to expand by a healthy 5.1-

5.5% in 2018 but driven more by the synchronous global recovery and 

government spending on infrastructure than private consumption. Recall 

that private consumption makes up more than 50% of GDP. Thus, the 

inability to lift private consumption spending is likely to cool foreign 

appetite for equities.  

As for debt, the unwinding of IDR carry trade plays, triggered by 

concerns of aggressive Fed rate hikes in 2018 as well as by the JPY losing 

its allure as the funding currency of choice amid rising volatility, had led 

to a sell-off in Indonesian debt. In addition, the narrowing real yield 

differentials between 10Y UST yields and the corresponding 10Y 

Indonesian government bond are making Indonesian debt less attractive, 

exacerbating the sell-off in Indonesian debt (Chart 2). This in turn weighs 

on the USDIDR. 

 

Chart 2: Narrowing Real Yield Differentials Weighing on USDIDR 

 

Source: Bloomberg, Maybank FX Research & Strategy 

 

The low probability of another credit rating upgrade by S&P in the next 

12-24 months should dampen sentiments and delay a repricing of 

Indonesia assets and moderate inflows. Consequently, the sell-off in 

Indonesian equities and debt has led to a reduction in short USD positions 

against the IDR, keeping the USDIDR elevated. 
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So far in Mar, foreign investors have sold off USD1.09bn and USD122.9mn 

in equities and debt. This brought the sell-off in equities by foreign 

investors to USD1.71bn year-to-date. In contrast, USD0.78bn in debt was 

purchased by foreign funds in the first three months of the year. 

Nevertheless, the dumping of equities and debt in Mar has led to a on the 

IDR, weighing on the IDR and keeping the USDIDR elevated above the 

13700 levels.  

 

Chart 3: Concerns of Further Unwinding of Carry Trades/Sell-off in 
Equities Weighed On IDR 

Source: Bloomberg, Maybank FX Research & Strategy 

 

Despite the weakness in the IDR in the first three months of the year, 

there are still several key factors going in its favour in 2018. Key 

among them is its healthy economic fundamentals. The economy 

continues to find strength from the cyclical global recovery that has 

lifted demand for commodities such as oil, CPO and coal, though this is 

likely to continue at a more gradual pace ahead. This in turn should 

benefit the IDR. 

Also supportive is the government’s USD400bn infrastructure programme 

that should not only bolster near term growth but potential growth as 

well. The push to accelerate infrastructure spending ahead of legislative 

and Presidential elections on 17 Apr 2019 should keep the growth 

momentum going. Spending in preparation for the Asian games slated to 

take place 18 Aug-2 Sep should also be supportive of growth ahead. In 

addition, the 15 reform/stimulus packages introduced so far that should 

help to cut red tape and liberalize rules that have been a drag on the 

economy. 

At the same time, support for the IDR should also come from a tightening 

of monetary policy. We continue to look for BI to normalise policy and 

raise rate sometime in 2Q 2018. This is due to our expectations of a 

build-up in inflationary pressures as a result of improvement in economic 

growth. In the near term though, the central bank should keep its 

benchmark policy rate on hold to allow growth to gain further traction. 

In light of the larger-than-expected outflows from Indonesian assets, we 

now expect the USDIDR to end 2Q at 13500 vs. 13000 previously. We 
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remain positive on the IDR in 2H 2018 on the back of its strong economic 

fundamentals and the possibility that IDR carry trade could return to 

favour as volatility stabilizes and the economy continues to outperform 

the rest of the world. This should allow the USDIDR to ease to 13300 by 

end-3Q and then to 13200 to end 2018. In the run-up to the elections on 

17 Apr 2019, we expect some political tensions to lift the USDIDR slightly 

higher to 13300 by end-1Q 2019. 

 

Maybank USDIDR Forecast Changes 

Forecast 2Q 2018 3Q 2018 4Q 2018 1Q 2019 

USDIDR 13500          
(13000)         

13300          
(12900)         

13200          
(12800)         

13300          
(--)         

Previous Forecasts in Parenthesis 
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DISCLAIMER  

 
This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or a 
solicitation of an offer to buy the securities or financial instruments referred to herein, or an offer or solicitation to any person to 
enter into any transaction or adopt any investment strategy. Investors should note that income from such securities or financial 
instruments, if any, may fluctuate and that each security’s or financial instrument’s price or value may rise or fall. Accordingly, 
investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance. This 
report is not intended to provide personal investment advice and does not take into account the specific investment objectives, the 
financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek financial, 
legal and other advice regarding the appropriateness of investing in any securities and/or financial instruments or the investment 
strategies discussed or recommended in this report.  
The information contained herein has been obtained from sources believed to be reliable but such sources have not been 
independently verified by Malayan Banking Berhad and/or its affiliates and related corporations (collectively, “Maybank”) and 
consequently no representation is made as to the accuracy or completeness of this report by Maybank and it should not be relied 
upon as such. Accordingly, no liability can be accepted for any direct, indirect or consequential losses or damages that may arise from 
the use or reliance of this report. Maybank and its officers, directors, associates, connected parties and/or employees may from time 
to time have positions or be materially interested in the securities and/or financial instruments referred to herein and may further 
act as market maker or have assumed an underwriting commitment or deal with such securities and/or financial instruments and may 
also perform or seek to perform investment banking, advisory and other services for or relating to those companies whose securities 
are mentioned in this report. Any information or opinions or recommendations contained herein are subject to change at any time, 
without prior notice.  
This report may contain forward looking statements which are often but not always identified by the use of words such as 
“anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event 
or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such forward 
looking statements are based on assumptions made and information currently available to us and are subject to certain risks and 
uncertainties that could cause the actual results to differ materially from those expressed in any forward looking statements. Readers 
are cautioned not to place undue relevance on these forward looking statements. Maybank expressly disclaims any obligation to 
update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this 
publication or to reflect the occurrence of unanticipated events.  
This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied or 
distributed to any other party in whole or in part in any form or manner without the prior express written consent of Maybank. 
Maybank accepts no liability whatsoever for the actions of third parties in this respect.  
This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in 
any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation. 
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