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Indonesia Outlook 2023:  
 
Top performer in 2022, but most of the future 
growth is already priced in 

 
 

• In line with our expectations, Indonesia has been one of the most resilient markets among both global and 
regional peers, with 7.32% YTD gain albeit the worldwide turmoil. 

 

• Moving forward, we expect a steady economic expansion of 5.2% in 2022 and 5% in 2023, assuming that 
commodity prices will trade around current levels while export growth remains stable. 

 

• The accelerating inflation suggests more monetary policy normalisation from Bank Indonesia. We anticipate 
that the interest rate could go higher to reach 5.00% in 2022 and hover around 5.25%-5.5% in 2023, higher 
than Bloomberg consensus by 25bps. 

 

• The slashes in fuel subsidies and excise taxes on cigarettes and sugary drinks are strong indicators that the 
government has the intention of narrowing the fiscal deficit, even if it sacrifices consumer welfare and could 
potentially causes an economic slowdown. 

 

• The JCI Index is currently trading at a forward PE of 14.4X based 2024 earnings. Applying our designated 
fair PE of 16x, we have computed a target price of 7,893 points by end-2024, which translates to an upside 
potential of 11.3%. 

 

• After this year's rally, we think that markets have priced in a lot of future growth. Due to the limited upside of 
around 11% by end-2024 (which is not less attractive relative to other markets), we proposed to downgrade 
this nation to 2.5 stars "Neutral". 
 

 
It has been a challenging year for global equities. Market sentiment has turned bearish YTD, exacerbated by 
escalating geopolitical tensions, recession fears, and multi-decade high inflation, resulting in a –19.0% and -10.3% 
decline in the MSCI AC World and MSCI ASEAN respectively, as of the time of writing. 
 
Nevertheless, Indonesia has been one of the most resilient markets among both global and regional peers, with 
7.32% YTD gain albeit the worldwide turmoil. As one of the world’s largest commodity exporters, Indonesia has been 
buoyed by elevated raw material prices and pent-up demand from pandemic recovery, which is reflected in the 
earnings spike we saw months ago. The JCI Index's outperformance broadly aligns with our earlier forecast, in which 
we believe higher consumption combined with strong exports could be strong market drivers. 
 
As widely anticipated, energy sector posted the highest return of 78.24% YTD thanks to the soaring commodity 
prices, followed by Industrials (18.85%) and transportation (13.06%) underpinned by rejuvenating economic activity 
from an earlier slump. 
 
On the flip side, the detractors are Technology with a -24.9% loss, followed by the property and real estate sectors 
with a -10.44% decline due to the synchronised tightening stance amidst global central banks , which is dragging the 
outlook for these capital-intensive sectors. 
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Figure 1: JCI Index outperformed global peers YTD 

 
 

Figure 2: Sector performance YTD 
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Economic Fundamentals are still Resilient 
 
While being one of the reopening laggards among global peers, Indonesia’s GDP could record a better figure moving 
forward, thanks to the pent-up demand from post-pandemic reopening and elevated commodity prices that could 
continue to fuel Q4 2022 GDP growth. Meanwhile, the Q2 2022 unemployment rate stayed at 5.83% with 135.61 
million labour force available, denoting a relatively healthy labour market in the nation. 
 
Consumption expenditure which comprised 59% of total GDP recorded 5.51% YoY growth with 4 consecutive 
quarters of increase, thanks to the tailwinds from economy reopening and government’s incentives to assist those 
who suffered during pandemic. Furthermore, exports increased by double digits for 5 consecutive quarters, owing to 
higher commodity prices and improved global demand for raw materials. 
 
Recent monthly indicators including business sentiment and export growth, combined with a low base effect suggest 
Indonesia's economy could continue its earlier momentum and pick up further in 4Q 2022. This is despite stronger 
headwinds from inflation and some of the pullbacks from pandemic stimulus, as reflected in the recent downtrend 
yet it is still above the historical average. Moving forward, we are expecting a steady expansion of 5.2% in 2022 and 
5% in 2023, taking the assumption that commodity prices will remain flat at the current level while export growth 
remains stable. 
 
Figure 3: Indonesia GDP growth forecasts YoY (%) 

 
 
Soaring inflation leaving room for more rate hikes 
 
Indonesia's inflation rate in October 2022 decelerated by 5.7% YoY (vs. previous month’s 6% YoY), slightly below the 
market expectation of 6% YoY. The increment was mainly contributed by the most volatile items, including food 
(6.76% YoY) and transportation (16.03% YoY) inflation rates. However, even if we exclude these volatile items, we 
still observe a sign of sticky prices, which is reflected in the rise in core inflation, which is 3.3% YoY. From our point 
of view, we reckon the aftermath of fuel subsidies rationalization have not fully passed through into most of the CPI 
components yet.  
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The latest headline and core inflation are well above the 2%-4% inflation rate target set by Bank Indonesia. With the 
government’s fuel subsidies reduction and low base effect, we expect headline inflation to continue to rise at a faster 
pace, thus eroding into the core inflation eventually. 
 
Figure 4: Soaring inflation in Indonesia (%) 

 
 
Also, the authorities have indicated they would not want the strengthening US Dollar to cause the Indonesian Rupiah 
to weaken in the midst of high global energy and food prices and cause domestic prices to continue rising, known 
as imported inflation. Although we expect commodity prices to soften from recent peaks and supply chain 
bottlenecks in the near future, we do not expect inflation to fall dramatically given the transition of the inflation rate 
to services, as we have seen in the US. 
 
While the rest of the world has dealt with staggering inflation, Indonesians have enjoyed relatively benign price 
pressure thanks to government subsidies that absorbed the shocks of rising costs, months earlier. But the strategy 
to keep a lid on prices has become excessively costly as the energy crisis persists, prompting the government to hike 
the price of gasoline for the first time in eight years. Despite the authority’s effort to curb inflation and stabilise the 
currency, soaring costs for raw materials, especially fuel will start to dampen spending power and demand-pull price 
pressures. 
 
From our point of view, the still-accelerating inflation suggests more monetary policy normalisation from Bank 
Indonesia. As of the time of writing, Bank Indonesia has raised the interest rate as known as BI 7-Day Reverse Repo 
Rate by 50bps to 4.75%, while also raising the Deposit Facility and Lending Facility Rates by 50bps to 4.00% and 
5.50% respectively. 
 
Based on the recent statement released by Bank Indonesia, they see headline inflation to peak at over 6% while core 
inflation at 4.6% at the end of the year. In our opinion, we reckon the weakening Rupiah against USD will continue to 
encourage Bank Indonesia to raise rates, even if sacrificing some economic growth to curb domestic inflation while 
narrowing the differential between Rupiah and USD. We anticipate the interest rate could go higher looking ahead to 
reach 5.00% in 2022 and hovering around 5.25%-5.5% in 2023, higher than Bloomberg consensus by 25bps. 
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Indonesia on Course for Return to Fiscal Discipline 
 
Indonesia's parliament on Thursday approved President Joko Widodo's 3,061.2 trillion rupiah (USD 200.73 billion) 
budget for next year, with a fiscal deficit of 2.84% of gross domestic product. The 2023 budget aims to consolidate 
fiscal positions after the deficit was allowed to stretch beyond a legally mandated 3% ceiling in the last three years 
as an emergency response to the pandemic. 
 
Based on the budget, Indonesia's government is unwinding its massive fiscal aid, reverting to budget deficits below 
the 3% of GDP statutory limit, which was temporarily suspended during the Covid-19 era between 2020-2022. 
 
The Indonesian government has always been generous with subsidies, including fuel and cooking oil. This year, the 
ballooning energy subsidies have been partially offset by the income from higher commodity exports, however, with 
falling global demand and widening deficit, we do not expect the continuation of such generous subsidies to persist. 
The slashes in fuel subsidies and excise taxes on cigarettes and sugary drinks (represented in higher tax revenue 
and lower expenditure in Table 1) are strong indicators that the government has the intention of narrowing the fiscal 
deficit, even if sacrifices consumers’ welfare and potentially causes an economic slowdown. Even so, we believe the 
subsidies cut will be done in a gradual and manner pace moving forward as 2024 is a politically sensitive year for 
the presidential election. 
 
Table 1: Indonesia Budget 2023 

Budget Assumptions 2023 Budget 2022 Budget Outlook 

Economic Growth (%) 5.3 5.1-5.4 

Inflation (%) 3.6 4.0-4.8 

(In trillion Rupiah)   

Revenues 2,463 2,266.2 

- tax revenues 2,021.2 1,784 

- non-tax revenues 441.4 481.6 

Expenditure 3,061.2 3,106.4 

Surplus/Deficit (as of GDP) -2.84% -4.50% 
Source: Indonesia Secretary Cabinet, iFAST Compilation, Data as of November 2022. 
 
JCI 2023 earnings were downgraded dragged by energy and basic material sectors 
 
Table 2: JCI forecast earnings growth forecasts (%) 

 2022F 2023F 2024F 

JCI Index 52.74 -0.43 5.33 

Financial 16.07 3.22 15.16 

Basic Materials 30.85 -5.69 -16.48 

Energy 29.57 -2.55 -26.9 

Consumer non-cyclical 15.64 1.91 9.39 

Infrastructure 63.64 4.24 24.95 

Consumer cyclical* 29.80 5.40 5.83 

Technology* 12.54 -14.49 42.8 

Property* 13.28 4.98 12.62 

Healthcare 6.5 1.93 17.89 

Industrials 74.71 0.81 -38.29 

Source: Bloomberg Finance L.P., iFAST Compilation, Data as of November 2022. 
 
Since our last update for Indonesian markets in June 2022, we have seen a decline in the earnings estimation for JCI 
Index, mainly dragged by the lower earnings estimation of energy and basic material sectors. Although the 
Bloomberg consensus of JCI Index (Table 2) is showing double-digit earnings growth (including released reports in 
2022) for most of the sectors due to the low base effect, we think the growth catalysts have already been priced in 
and the earnings are expected to slowdown in 2023. 
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We expect large banks' earnings to rise amidst the high-interest rate environment and solid recovery. The solid loan 
growth from 5.52% in January 2022 to 10.35% in August 2022 is a strong indicator that Indonesia's credit availability 
is growing healthy. Meanwhile, the asset quality remains fairly healthy at <3.5% with a downtrend YTD to close at 
2.9% as of August 2022, coupled with higher profitability from the net interest margin expansion from 4.69% in 
January 2022 to 4.81% as of July 2022. 
 
Indonesia’s Technology sector is primarily comprised of digital economy (TMT) that is highly reliant on consumption 
level and could continue to face near-term headwinds amidst the unfavourable macroenvironment, as stated in our 
previous article. Meanwhile, Indonesia’s semiconductor supply chain could be vulnerable to escalating tension 
between US and China, given that the semiconductor supply chain ecosystem in the nation is still relatively weak at 
this juncture. 
 
We prefer non-cyclical consumer players over cyclical consumer players because we expect inflationary pressure to 
continue dampening consumer preference for durable goods. In order to combat the inflationary pressure, the 
government’s IDR24.17t social safety net budget (DTU) with the aim to fight poverty should be sufficient to offset 
the impact of rising fuel prices. Meanwhile, the cash assistance programme including direct cash assistance (BLT) 
and wage subsidy (BSU) will assist in mitigating demand weakness, alleviating investors’ concerns about sales of 
consumer staples companies. 
 
The sector performed well during the Covid-19 pandemic as hospitals (i.e. MIKA, SILO, HEAL) and laboratory players 
(i.e. PRDA) benefited from the government’s high reimbursement rates for Covid-19 treatment and high volumes of 
Covid-19 testing, respectively. Globally, the healthcare sector often outperforms the overall market during market 
downturns, and we suggest the sector earnings would be growing steadily even with easing concerns over Covid-19 
outbreaks given that the nation is shifting towards a normalisation path.  
 
Finally, we remain cautious on basic materials and energy companies that have benefited from commodity booms 
in 2022, believing that the sky-high prices are unsustainable due to rising supply from India and China, as well as a 
global economic slowdown in the coming years. For instance, crude oil prices have already fallen around 30% from 
their post-invasion peak in March. Thus, we are expecting slower growth in both sectors moving forward given the 
high base effect and the softening commodity prices. 
 
JCI Index is trading at 14.4x with limited upside of 11.3% 
 
Foreign investors have been net buyers of Indonesian equities YTD with a total of USD 5353.7 billion, the highest 
figure among Asian peers, underpinned by the commodity boom cycle and this domestically driven economy is 
relatively resilient to external shocks. With higher allocation in financial sector, JCI also benefits from the global fund 
rotation towards value stocks. However, we think it is appropriate to review this market given its current expensive 
valuation.    
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Figure 5: JCI Index valuation 

 
 
The JCI Index is currently trading at a forward Bloomberg consensus of 14.4 in 2024. Applying our designated fair 
PE model with given fair PE at 16x, we computed a target price of 7,893 points in 2024, which translates to an upside 
potential for this nation of 11.3%, compared to current price at 7,001 points. As such, we think the risk-to-reward ratio 
is not attractive and we recommend investors stay cautious in the near term due to headwinds such as global 
tightening environment and domestic inflationary pressure.  
 
Structural reform opportunities remain albeit near term headwinds  
 
Indonesia has been one of the fastest-growing nations among its global peers underpinned by a younger 
demographic profile and hefty government spending to boost economic growth. Indonesia's forecast for growth of 
more than 5% this year and the following appears to be intact, with reopening and the still-high commodity prices 
likely to soften the impact of global turbulence and recession fears. 
 
Even if we think that the recent macro turbulence could limit Indonesian equities in the near term, we stay 
constructive on the long-term growth opportunities. The escalating geopolitical tensions between the United States 
and China may make the ASEAN region one of the preferred destinations for larger amounts of foreign direct 
investment, resulting in a sustained reform momentum in this region. Also, Indonesia, a resource-rich nation with an 
adequate labour force, would create synergies that boost foreign investors’ conviction with higher factor productivity. 
 
Our long-term view on this up-and-going nation is still positive, yet we think that the near-term headwinds and 
expensive valuation might not be lucrative for investors to enter the market now. Indonesia has become more 
appealing YTD due to market pessimism in 2022 and commodity scarcity. However, the fiscal aid tapering and 
soaring inflation could constrain the household spending power, which is the key growth engine, making an outsized 
comeback improbable in the near term. 
 
After this year's rally, we think that markets have priced in a lot of future growth. Due to the limited upside of around 
11% by end-2024 (which is not less attractive relative to other markets), we proposed to downgrade this nation to 
2.5 stars "Neutral". 
 
Instead of overconcentrating in Indonesia in the near term, we recommend investors to take a more diversified 
exposure via ASEAN equities, which we also highlighted in our previous outlook for ASEAN. 
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Table 3: JCI Index valuation forecast 

 2022F 2023F 2024F 

Earnings  463.95 465.05 489.72 

Earnings Growth (%) 51.14 0.24 5.31 

PE (x) 15.18 15.15 14.38 

Dividend Yield (%) 2.47 2.94 3.04 
Source: Bloomberg Finance L.P., iFAST Compilation, Data as of November 2022. 

 
Disclaimer 

  
This article is not to be construed as an offer or solicitation for the subscription, purchase or sale of any fund. No 
investment decision should be taken without first viewing a fund's prospectus, product highlight sheet (PHS), and 
if necessary, consulting with financial or other professional advisers. Any advice herein is made on a general basis 
and does not take into account the specific investment objectives of the specific person or group of persons. 
Amongst others, investors should consider the fees and charges involved. The relevant prospectuses have been 
registered and lodged with the Securities Commission. Past performance and any forecast are not necessarily 
indicative of the future or likely performance of the fund. The value of units and the income from them may fall as 
well as rise. Where a unit split/distribution is declared, investors are advised that following the issue of additional 
units/distribution, the NAV per unit will be reduced from pre-unit split NAV/cum-distribution NAV to post-unit split 
NAV/ex-distribution NAV. Where a unit split is declared, investors should be highlighted of the fact that the value 
of their investment will remain unchanged after the distribution of the additional units. All applications for unit 
trusts must be made on the application form accompanying the prospectus. The prospectuses and PHS can be 
obtained from ifastcapital.com.my. Opinions expressed herein are subject to change without notice. Please read 
our disclaimer on the website. 
 
Investment involves risks. It is as likely that losses will be incurred rather than profit made as a result of buying 
and selling securities, commodities, foreign exchanges, derivatives or other investments. The price of a security 
may move up or down, and may become valueless. Past performance is not necessarily indicative of future 
performance. Foreign investments carry additional risks not generally associated with investments in the domestic 
market, including but not limited to adverse changes in currency rate, foreign laws and regulations. This document 
does not and is not intended to identify any or all of the risks that may be involved in the securities or investments 
referred to herein. Investors should read and fully understand all the offering documents relating to such securities 
or investments and all the risk disclosure statements and risk warnings therein before making any investment 
decisions. 
 
The securities, commodities, foreign exchanges, derivatives or investments referred to in this document may not 
be suitable for all investors. No consideration has been given to any particular investment objectives or experience, 
financial situation or other needs of any recipient. Accordingly, no representation or recommendation is made and 
no liability is accepted with regard to the suitability or appropriateness of any of the securities and/or investments 
referred to herein for any particular person's circumstances. Investors should understand the nature and risks of 
the relevant product and make investment decision(s) based on his/her own financial situation, investment 
objectives and experiences, willingness and ability to bear risks and specific needs; and if necessary, should seek 
independent professional advice before making any investment decision(s). This document is not intended to 
provide any professional advice and should not be relied upon in that regard.  


