
Economics and Industry Research – BCA 

 

 
1 

 
 

Some risks to the government’s long-game 
22 January 2024 

 
 
 
 
 
 
 
 

 

 

 

 

 

 

 The US capital market (S&P 500) reached its 

new all-time high of 4,839.81 on Friday last 

week, eclipsing its January 2022 high following 

the broad-based rally since November 2023. 

This record-breaking development, however, 

further illustrates the disconnect between 

markets’ expectations of a slowdown-induced 

Fed rate cuts and the actual US economic data: 

three US economic data released last week, 

retail sales (0.6 % MoM in Dec-2023), new 

building permits (1.495 Mn in Dec-2023), and 

the consumer confidence index (78.8, jump 

from 69.7 in Dec-23) all ended higher than 

market analysts first expected. As emphasised 

by a stream of FOMC officials in the past two 

weeks, the data is yet to show that it is time for 

the Fed to cut its policy rate finally. 

 The Indonesian market continues to benefit 

from this disconnect. Bank Indonesia reported 

that the domestic financial market recorded 

foreign capital inflows to the tune of IDR 7.66 

Tn during 15-18 January 2024, which includes 

IDR 5.52 Tn (USD 353 Mn) into government 

bonds and IDR 0.65 Tn (USD 41.7 Mn) to the 

stock market. However, market transactions 

data show much less buying by foreign 

investors, as net foreign inflows to the 

domestic stock market slowed down to USD 

3.57 Mn. Meanwhile, the build-up of foreign 

capital stocks in the Indonesian bond market 

appears to continue lagging behind the stock 

market, as foreign capital is observed to be 

flowing out of the SBN market to the tune of 

USD 46.9 Mn during 15-16 January 2024.

 

Chasing the SBN 

 The disconnect between BI’s reporting and the 

market data is something that we have 

observed previously from time to time, and is 

understandable, given the different 

methodologies used to produce the data. 

However, the gap between the two data is the 
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Summary 

 The demand for SRBI seems to be on the rise early in the year, 

suggesting foreign investors’ willingness to hold Rupiah-denominated 

assets despite some short-term risks. 

 The government maintained its tight control over net SBN issuance 

thus far in January 2024, leading to lower risk premiums and higher 

demand that help stabilise SBN yields. 

 The anticipated decline in global interest rates might tempt the 

government to postpone its SBN issuance, but this back-loading 

strategy remains vulnerable to the negative rate shock risk. 
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widest one in recent times and thus warrants 

some explanations. One of the main 

differences between BI’s flow of funds data 

and the market data is that BI also takes into 

account foreign capital inflows to the SRBI 

market. Indeed, BI reporting reveals that 

foreign investors purchased around IDR 1.50 

Tn of SRBI in last week’s auction, which adds to 

the IDR 62.17 Tn of SRBI outstanding held by 

foreign investors in December 2023. 

 The demand for SRBI does appear to 

experience a sharp increase in the first three 

auctions of the year (See Chart 1). The 

heightened demand for SRBI is not surprising. 

First, SRBI offers lower duration risk relative to 

SBN, which is particularly attractive for 

investors given the 

relative uncertainty in 

both Indonesia’s politics 

(due to the upcoming 

Elections) and the global 

rate outlook. The higher 

yield on SRBI (as 

Indonesia’s yield curve 

essentially inverts) puts 

the cherry on top, encouraging foreign and 

domestic institutional investors to look more 

at the SRBI market and, perhaps, less at the 

SBN market at the moment. 

 Be that as it may, we should be careful not to 

paint the SRBI market as a competition to the 

SBN market. Similar to the government, BI has 

shown careful control over SRBI issuances, and 

the amount awarded has remained relatively 

limited especially compared to the large 

increase in bids from the market. Instead of 

competing with SBN, then, SRBI has fulfilled 

its role by offering an alternative for foreign 

or other institutional investors to manage 

their IDR liquidity in the short term while 

looking for other long-term opportunities, 

such as SBN or equities, should the opportunity 

arise. 

 Alas, the opportunity to enter the SBN market 

may be relatively limited too at the moment. 

Despite strong demand for Rupiah-

denominated securities, net issuance in the 

SBN market has been declining since Q4 2023 

(see Chart 2), increasing the competition for 

SBN which helped to suppress the lending rate 

for the government below the 6.7% target. 

 The government, of course, is not facing any 

urgency to issue more SBNs, at least for the 

moment. The sizable piles of cash still available 

within the public sector enable the 

government to meet its 

substantial fiscal com-

mitments in H1 2024. As 

hinted in last week’s BI 

policy meeting, Indonesian 

policymakers appear to be 

banking for the Fed to start 

cutting its policy rate in the 

second half of the year, a 

scenario that may allow the government to 

backload SBN issuances on a lower yield. It 

could also be said that the government is still 

benefitting from the now-loosening global 

financial conditions despite maintaining tight 

control over net SBN issuance, as indicated by 

the reported drawing of FX loan facilities in 

December 2023. 

 The decision to take out external loans (or to 

utilise the excess budget balance) rather than 

issuing new SBNs may indicate the 

government’s de-risking effort amidst the still-

volatile global and domestic economic and 

political landscape in the short term. The 

government’s de-risking effort may run in 

parallel with a similar effort by the market. 

“The government is still 

benefitting from the now-

loosening global financial 

conditions despite keeping its 

tight control over net SBN 
issuance “ 
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Indeed, investors may be on the lookout for a 

safer bond market at the moment, given the 

worsening fiscal profile in many economies as 

governments look to ramp up their spending. 

Indonesia’s more prudent approach to debt 

issuance may reduce the economy’s risk 

premium and consequently, the demand for 

Rupiah-denominated assets, as reflected by 

the declining trend of the bid-ask spread in the 

benchmark 10Y SBN market and Indonesia’s 

CDS premium. 

 Unfortunately for foreign investors, the same 

fiscal prudence that improves Indonesia’s risk 

perception and helps stabilise the yield on SBN 

complicates their effort to enter the SBN 

market. The limited supply growth seems to 

heighten the competition between foreign and 

domestic investors to acquire some amount of 

SBN in their portfolios, as investors from the 

domestic non-bank sectors do not seem eager 

to sell their SBN holdings while domestic banks 

are returning to the SBN market (see Chart 3). 

Fierce competition against domestic investors 

may also explain the lagging foreign capital 

inflows into the SBN market, forcing them to 

look for other alternatives such as SRBI. 

 The still-loose global financing conditions, 

coupled with a large number of liquidity sitting 

on the shorter and safer end of Indonesia’s 

financial market, may add to the confidence 

that the upcoming development in the SBN 

market would play out as intended by the 

government’s back-loading strategy. However, 

it is important to note that the successful 

execution of this back-loading strategy is 

contingent on multiple factors not controlled 

by the government. From the domestic side, 

how soon the pre- and post-election 

uncertainty would resolve would be 

instrumental in keeping the risk premium on 

the government’s IoU low.  

 Another deciding factor, of course, is the 

financing condition in the US (see Chart 4). 

While it is still early to call, recent updates do 

not seem to be favourable for Indonesia and 

other risky markets. The gap between the 

Fed’s policy signal and the market’s interest 

rate expectation remains considerably wide, 

while the upcoming QRA may also play a role 

in unwinding the loose financing conditions 

currently evident in the market. A sudden U-

turn in the global interest rate expectation may 

prompt the high amount of liquidity in the 

shorter end of Indonesia’s financial markets to 

flow out again rather than moving deeper into 

the longer end of Indonesia’s market – a 

potential threat to the government’s back-

loading strategy. 

 

 

 

 

 

“The success of the 

government’s back-loading 

strategy remains contingent 

on external factors such as the 

probable U-turn on global rate 
expectations” 
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Chart 1 

Looking for (better) alternatives 
Interests for BI’s SRBI instrument have been increasing lately amidst the short supply in the SBN 
market  
 

Chart 2 

Dried-up 
SBN issuance has been declining since Q4-2023 despite investors’ still-strong appetite for Rupiah-
denominated debt  
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Chart 4 

Getting too hot for Goldilocks 
The financing condition in the US may continue to tighten in the upcoming months, given the slew 
of robust macroeconomic data and the anticipation of the upcoming QRA 
 

Chart 5 

Chart 3 

Ticket SBN War 
Foreign investors find itself competing with domestic investors and banks in the SBN market as the 
government maintain its tight leash on the SBN supply in January 2024 
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Economic Calendar 
 

 Actual Previous Forecast* 

2 January 2024 

ID S&P Global Manufacturing PMI 52.2 51.7 51.9 

CN Caixin Manufacturing PMI 50.8 50.7 50.7 

ID Inflation rate YoY 2.61% 2.86% 2.6% 

3 January 2024 

US JOLTs Job Openings (USD Mn) 8.79 8.73 8.75 

US ISM Manufacturing PMI 47.4 46.7 47.3 

5 January 2024 

US  Non-Farm Payroll (‘000) 216 199 150 

8 January 2024 

ID Foreign Exchange Reserves (USD Bn) 146.4 3.17 3.18 

ID Motorbike Sales YoY -11.6% -2.8% - 

9 January 2024 

ID Consumer Confidence 123.8 123.6 - 

US  Balance of Trade (USD Bn) $-63.2B -64.3 -64.8 

10 January 2024 

ID Retail Sales YoY 2.1% 2.4% - 

11 January 2024  

US Inflation Rate YoY 3.4% 3.1% 3.0% 

12 January 2024 

CN Inflation Rate YoY -0.3% -0.5 -0.7 

CN  Balance of Trade (USD Bn) $75.34B 68.3 46 

15 January 2024    

EU  Balance of Trade (EUR Bn) €20.3B 11.1 - 

ID  Balance of Trade (USD Bn) $3.3B 2.41 5 

17 January 2024    

ID Interest Rate Decision           6% 6.00% 6.00% 

ID Loan Growth YoY      10.38% 9.74% - 

24 January 2024    

ID Foreign Direct Investment (USD Bn) - 13.26 - 

     
 

*Forecasts of some indicators are simply based on market consensus 
Bold indicates indicators covered by the BCA Monthly Economic Briefing report 
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Selected Macroeconomic Indicator 

 
 

Source: Bloomberg, BI, BPS 
Notes: 
Car and motorcycle sales data to be released on the third week of January 2022 
*Data from an earlier period 
**For changes in currency: Black indicates appreciation against USD, Red otherwise 
***For PMI, >50 indicates economic expansion, <50 otherwise 
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Indonesia – Economic Indicators Projection 

*Actual number 

** Estimation of the Rupiah’s fundamental exchange rate 
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