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Investing in Indonesia:  
A special report

IF ONE WANTS to find a case study 
for a proactive response from gov-
ernment bodies to the coronavirus 
crisis this year, they need look no 
further than Indonesia. 

Soon after the country reported 
its first confirmed case on March 
2, 2020, the government quickly 
announced a host of measures to 
contain the pandemic, including 
banning domestic and international 
travel and large public events, and 
closing schools. 

On the fiscal policy front, Indo-
nesia’s finance minister Sri Mulya-
ni Indrawati initially unveiled two 
fiscal packages worth Rph33.2tr, 
before announcing additional sup-
port worth Rph405tr on March 31. 
It boosted that to about Rph695tr 
($49.15bn) in early June, equal to 

roughly 4.2% of the country’s GDP. 
These are big numbers but they 

didn’t come in isolation. Bank Indo-
nesia announced multiple rate cuts 
over the year, with the last coming 
in November, pushing rates down to 
3.75%. This came hand in hand with 
a number of other measures to prop 
up the financial sector, including 
lowering banks’ reserve requirement 
ratios, easing liquidity conditions, 
and allowing the central bank to buy 
government bonds this year. 

The moves are starting to pay off. 
Indonesia’s growth improved in the 
2020 third quarter to negative 3.5% 
from negative 5.3% in the previous 
quarter, which had been its first eco-
nomic contraction in more than two 
decades. 

The World Bank expects Indone-
sia’s real GDP growth to be nega-
tive 1.6% this year, but is forecast-
ing growth of 4.4% in 2021 and 5.1% 
in 2022. 

“Indonesia has done a very good 
job of minimising public health 
risks while also mitigating the risks 
to the economy,” says Sean Hender-
son, co-head of debt capital mar-
kets for Asia Pacific at HSBC. “They 

have been cautious and used selec-
tive lockdowns where required, and 
have been proactive in coordinating 
between all the different state agen-
cies to provide a systemic response 
to the pandemic.”

Which of the measures have been 
successful, and what more does 
Indonesia need to do? 

Short, medium and long 
Indonesia’s fiscal and monetary pol-
icy response can be split into three 
broad groups, depending on wheth-
er the main intended impact is near 
term, medium term or long term. 

Most economists agree that fis-
cal stimulus has been stronger than 

The Indonesian authorities 
have used nearly every trick in 
their fiscal and monetary policy 
playbook to kick-start an economy 
hit hard by the coronavirus 
pandemic. The results are slowly 
showing, but there is an uphill 
battle ahead, writes Rashmi Kumar. 

Indonesia: Green  
shoots emerge 

“Indonesia has 
done a very good 
job of minimising 

public health risks 
while also mitigat-

ing the risks to the 
economy”

Sean Henderson, 
HSBC

Indonesia’s government was lauded 
for taking a proactive approach to 
combat the impact of the pandemic 
in 2020, unleashing a spate of fiscal 
and monetary policies to spur 
growth and rallying state-owned 
enterprises to offer support. There 
are still plenty of challenges ahead 
but the ministry of finance and 
the central bank have proved to be 
careful stewards of the economy. 

This has created opportunities 
for bond investors. Indonesia’s 
regular sovereign issuance means 
there is now a deep offshore bond 
curve across a range of maturities, 

with benchmarks for conventional 
bonds, green bonds, global sukuk 
and Samurai issuance. The country’s 
state-owned enterprises look likely 
to take advantage of this in 2021, 
turning to international bond 
investors to help fund recovery. 
There will also be deals from high 
yield corporations, although many 
will face a tougher path to the 
market.

Against that backdrop, 
GlobalCapital is pleased to unveil 
this in-depth report on Indonesia’s 
economy, corporations and capital 
markets. The report, published in 

partnership with sponsor bank 
HSBC, is the result of interviews 
with bankers, investors, analysts, 
executives at state-owned 
enterprises and government officials. 
It should help answer questions 
about the key developments in the 
country in 2020 — and what to 
expect in 2021.    s

Stamp

Rectangle



Investing in Indonesia     |     January 2021     |                                                      3

OVERVIEW

some large Asian economies, such as 
India, although they say it has still 
been behind the bazooka response of 
some developed countries. But Indo-
nesia has made bold changes: the 
removal of the fiscal deficit ceiling of 
3% for three years until 2022, which 
would help the government keep a 
relatively looser fiscal stance in the 
near term, is a clear example.

Indonesia was also the first sover-
eign from Asia to tap capital markets 
for funding support after the scale of 
the pandemic became clear. Under 
the stewardship of Luky Alfirman, 
director general of budget financ-
ing and risk management, Indonesia 
raised $4.3bn in April from an inter-
national bond, some of which was 
earmarked for Covid-19 related relief 
efforts. 

Monetary stimulus has been 
a mixed bag, with Bank Indone-
sia cutting rates multiple time this 
year. As Indonesia relies on for-
eign bond inflows into its market, 
it has propelled the central bank to 
set its sights firmly on maintain-
ing exchange rate stability and offer 
yield opportunities for global inves-
tors. 

While some say rate cuts have not 
been much help in spurring cred-
it growth, the central bank’s overall 
response has hit the mark. 

“Indonesia’s monetary policy 
response has been their shining 
light,” says Tim Uy, an economist 
at Moody’s. “They started with rate 
cuts early to boost the economy right 
when the pandemic was peaking in 
Asia, and they are now in a better 
place because regional recovery has 
also started taking hold.” 

By mid-December, Covid cases sur-
passed 617,000, while the death tool 
stood at around 18,800. Since the 
first cases emerged, Indonesia’s case 
count has only kept rising, unlike 
many other Asian countries where 
infections peaked, before getting 
well under control. 

The archipelago, home to nearly 
275m people spread over more than 
17,000 islands, has also faced huge 
logistical challenges around distrib-
uting Covid relief money to its citi-
zens. Uy estimates that of the fiscal 
stimulus offered by the government, 
more than 75% remained undis-
bursed as of November. 

“There's no point in having huge 
stimulus measures that eventual-

ly just end up sitting there and not 
taken by the constituents that need 
them the most,” Uy adds. “That’s a 
huge issue that still needs to be tack-
led to have the necessary near-term 
impact.” 

RCEP, labour law in focus 
From a medium and long term per-
spective, Indonesian authorities 
have put in place some key initia-
tives. 

One big game-changer will be the 
Omnibus Law, which was signed in 
early November. The law is designed 
to attract investment by simplifying 
the licensing process for business-
es, as well as laws and regulations 
around job creation. 

The hope is this will spur foreign 
investment into Indonesia, while 
allowing the central government to 
make policy decisions faster. 

In reality, though, implementing 
the law is expected to be an arduous 
task given it requires the involve-
ment and agreement of a number a 
stakeholders — meaning any ben-
efits will also take time to come to 
fruition. 

“Broadly speaking, this reform is 
a step in the right direction in terms 
of easing regulations, but it could be 
five to seven years before we really 
start to see positive gains from this,” 
says Vishrut Rana, a Singapore-based 
economist at S&P Global Ratings. 
“Firms won’t be able to immediately 
take advantage of this, given it has 
been passed during a time of eco-
nomic downturn.”

Sung Eun Jung, an economist at 
Oxford Economics in Singapore, 
adds that Indonesia has sent a “good 
message” to foreign investors with 
the Omnibus Law, and is showing 
it is trying to boost investment and 
growth. But she also reckons the 
effects will only be seen in the longer 
term. 

She adds that while Indonesia is 
reforming its labour market, many 
international investors may still find 
the regulations “rigid” when com-
pared to other Asian countries, offer-
ing Vietnam as a clear example.

“International investors see great 
potential in Indonesia’s domestic 
market,” she says. “There’s young 
population, rising middle income 
class and a lot of start-ups that are 
appealing. But the ease of doing 
business is still not completely there. 

The Omnibus Law will help enhance 
medium term growth, but its short-
term growth boost is likely to be lim-
ited.” 

Another longer-term fillip will also 
come from the Regional Comprehen-
sive Economic Partnership (RCEP) 

free trade agreement, signed in 
November among the 10 Asean coun-
tries, plus the more developed mar-
kets of Australia, China, Japan, New 
Zealand and South Korea. 

The combination of free trade and 
tariff reductions could make Indone-
sia more attractive to foreign inves-
tors. But some market leaders warn 
it could also pose a new set of chal-
lenges to the southeast Asian island 
nation. 

Kunal Kundu, an India-based 
economist at Société Générale, reck-
ons the trade agreement could be a 
“double-edged sword” for Indonesia. 

“Unless you are really competi-
tive on the production front, you 
may end up becoming a destination 
of products rather than a source of 
products,” he says. “Indonesia could 
end up seeing more imports com-
ing in rather than exports going out. 
There is possibility of the agreement 
misfiring for Indonesia. So they need 
to move really fast to take advantage 
of it, so their manufacturing busi-
ness is not challenged.” 

But the consensus is that the long-
er-term efforts won’t be as effective 
unless Indonesia beefs up its fiscal 
support measures further amid the 
pandemic. 

“You can have as much liquid-
ity in the system as you want, but 
at the end of the day, it's all about 
consumer confidence and business 
confidence, which are needed to 
spur investment,” adds Kundu. “Fis-
cal policy has to be paramount and 
Indonesia needs to spend more, even 
if that means borrowing more.”    s

“International inves-
tors see great poten-

tial in Indonesia’s 
domestic market”

Sung Eun Jung, 
Oxford Economics
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FEW ECONOMISTS will forget the tur-
moil of 2020, as much as they might 
like to. The coronavirus has led to eco-
nomic contraction in countries across 
the world. Indonesia is now exception. 
The country’s GDP stood at negative 
5.3% in the second quarter of 2020, 
marking its first economic contraction 
in more than 20 years. 

Naturally, the government has taken 
a host of measures to ramp up growth. 
It has unleashed a combination of fis-
cal and monetary measures to offer 
immediate support to the economy, 
while also thinking of longer term 
opportunities through a new Omnibus 
Law and signing a landmark free trade 
agreement with Asia Pacific countries. 

It has also rallied a crucial part of its 
economy to help support its citizens 
and drive growth: its state-owned 
enterprises (SOEs) and state-owned 
banks. 

In June, Indonesia’s finance minis-
ter Sri Mulyani Indrawati said the gov-
ernment will shift Rph30tr ($2.9bn) 
from its account with the central 
bank to four state-owned banks, Bank 
Rakyat Indonesia (BRI), Bank Mandi-
ri, Bank Negara Indonesia (BNI) and 
Bank Tabungan Negara (BTN).

These banks could lend the money 
at an interest rate equal to 80% 
of the central bank’s benchmark 
rate. The four banks were urged to 
focus on the real estate sector and 
small and medium sized enter-
prises, by lending to them at sub-
sidised costs. 

“Many governments have been 
focussed on how to accelerate their 
economic recovery post Covid.” 
says Sean Henderson, co-head of 
debt capital markets, Asia Pacific, 
at HSBC. “Indonesia is no different 
as the government launched the 
National Economic Recovery Pro-
grams, which focus on public health, 
social protection and sectoral and 

regional government, as well as offer-
ing strong support for the sustainabili-
ty of small enterprises, business incen-
tives and corporate financing.”

The government also launched 
a loan guarantee facility, using the 
Indonesia Eximbank as the agent for 
the programme. The scheme works 
such that Indo Exim covers up to 80% 
of a commercial bank’s exposure on a 
loan to a corporation.

The central bank offered a one-year 
postponement of credit or leasing 
payments for loans of up to Rph10bn 
for micro, small and medium enter-
prises (MSMEs) and informal work-
ers, and a similar postponement for 
SMEs and non-SMEs but without 
a ceiling and on the basis of agree-
ments with their bank lenders. This 
scheme is open until March 31, 2021. 

“These are just a few examples of 
how the government has helped cor-
porates during this pandemic,” adds 
Henderson.

Indonesia used a similar initiative 
for its SOEs. It budgeted Rph53.57tr in 
stimulus for SOEs and corporations, 
although by the end of October, only 
two SOEs had received the funding. 
Permodalan Nasional Madani, a finan-
cial institution focused on MSMEs, 
received Rph1tr and Hutama Karya, a 
toll road operator, got Rph3.5tr. 

The ministry of finance said in 
November that nine SOEs will get 
state equity support of Rph42.385tr 
in 2021, some of which will indirect-
ly help give a fillip to the economy. 
Among the beneficiaries are PLN, 
which will use the money to distribute 

electricity to rural parts of the coun-
try. Hutama Karya will continue the 
construction of three toll roads, which 
could lead to a pick-up in employ-
ment numbers in the country and fuel 
domestic consumption. Sarana Multi-
griya Finansial, meanwhile, will sup-
port long term low-cost funding to 
mortgage lenders. 

There are some, however, who are 
sceptical over excess reliance on SOEs 
to drive economic growth. 

Tim Uy, an economist at Moody’s, 
says one of the main ways to reform 
the economy should be through pri-
vatisation of SOEs rather than giving 
them more power. 

Sung Eun Jung, an economist at 
Oxford Economics in Singapore, adds 
that the use of SOEs creates some 
uncertainty among international 
investors about an open and transpar-
ent process for tenders of state pro-
jects, and could add to contingent lia-
bilities of the government. 

But she adds the situation is not 
worrying just yet. She says the overall 

government debt to GDP is still 
well below the 60% ceiling. While 
non-financial public debt has 
risen rapidly in recent years, “the 
risk of government debt spiraling 
out of control is a tail risk”. 

HSBC’s Henderson says that 
the SOEs have worked closely 
with the government in terms of 
helping to support and facilitate 
their various subsidy schemes.

“The role of the state-owned 
banks has been crucial as well, 
because they are significant lend-
ers to the broader economy and 

private sector, so both are critical to 
delivering a strong recovery.”    s

State-owned enterprises have 
emerged as a critical agent for 
Indonesia’s government to spur 
economic growth during the 
pandemic. Their importance is only 
likely to rise in the future, writes 
Rashmi Kumar. 

Indonesia leans  
on SOEs 

“One of the ways to 
reform the economy 

should be through 
privatisation of 

SOEs”

Tim Uy, Moody’s

Indonesia’s SOEs have rallied behind the country’s 
economy
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Indonesia has responded boldly to the 
coronavirus. The government’s much-
discussed plan to move the country’s 
capital from Jakarta to East Kaliman-
tan has been shelved. The 3% budget 
deficit cap, a crucial signal to foreign 
investors that successive governments 
are eager to keep the national finances 
in good health, has also been tempo-
rarily abandoned. The central bank 
and the finance ministry have risked 
the ire of foreign investors by agreeing 
to partial debt monetization.

It is certainly not the only coun-
try that has been forced to make hard 
choices. Huge fiscal and monetary 
stimulus — alongside severe lock-
downs — have been the norm.

This has ensured that Indonesia’s 
moves have been applauded, rath-
er than questioned, by international 
observers. Indonesia’s reputation as a 
savvy, mature stakeholder in the inter-
national financial system — buttressed 
by the sterling reputation of finance 
minister Sri Mulyani Indrawati — has 
remained intact.

That reputation applies equally to 
the country’s debt management office, 
which has proved to be one of the most 
active, flexible and mature sovereign 
debt teams in the world over the course 
of 2020. 

When GlobalCapital Asia spoke 
to Luky Alfirman, director general 
of budget financing and risk man-
agement at Indonesia’s ministry of 
finance, in early January 2021, he was 
in a reflective mood. Alfirman spent 
plenty of time looking back at the 
funding decisions made during 2020. 
But he also looked ahead, talking about 
the government’s funding plans for 
next year — and what he most fears 
from 2021. 

The full video is available online but 
Alfirman’s answers to two of the many 
questions we asked are included below.

: There was some talk 
that your $4.3bn bond in April might 
be an official Covid-19 bond. In the 
end, it was something of a hybrid. 

What stopped you from going all 
the way and selling an official Covid 
response bond?

We need to go back to really feel what 
we were dealing with at that time. In 
April, the Covid-19 pandemic had just 
started and everything was still very 
uncertain. We didn’t know about the 
vaccine at that time. We were still busy 
with [questions like], ‘How many venti-
lators do we need? Do we need to build 
new hospitals? Do we have enough 
hospital beds?’

When dealing with this uncertain-
ty, at a time when the market is very 
volatile, timing is very important. And 
from a government point of view, we 
need two things. We have to be able to 
act quickly but at the same time flex-
ibly. Those two things are very, very 
important for policy makers, especially 
in that kind of situation.

When we were preparing ourselves 
to come to market, we had three 
options: labelling it as an official Covid-
19 or pandemic bond, issuing a regular 
bond or maybe, using your terminol-
ogy, issuing a hybrid [of the two]. We 
had experience of issuing thematic 
bonds, with our global sukuk. Pan-
demic bonds need extra effort, both 
in terms of preparation and also later 
on; after delivery we have to produce a 
report, for example.

In April, we had to make a decision. 
We were dealing with uncertainty. 
How much money should be used for 
health? For the social safety net? How 
much should we allocate for medical 
equipment? Things were very fluid at 
that time. Things were very dynamic. 
We had to have flexibility. That’s why, 
after thinking carefully about it, we 
decided it was much better for us to 
issue something in between.

We issued a regular bond but we 
added a note [for investors], which was 
that the proceeds will be used to sup-
port the handling of the Covid-19 cri-
sis. We rely so much on our reputation. 
Indonesia has been a frequent issuer 
in the market. We maintain good com-
munication with investors. That’s our 
asset and it’s why, even without label-
ling it explicitly as a Covid-19 or pan-
demic bond, we were confident that 
the market response would be quite 
positive.

:  Let’s talk about your 
plans for next year. Can you outline 
for us your funding target, as well as 
the likely choice of currencies?

Of course, the financing need for next 
year will be set by the budget situation. 
The budget deficit for next year is set at 
5.7% of GDP. This is part of the govern-
ment’s plan to have fiscal consolidation 
but, dealing with the pandemic, the 
budget still needs to be expansionary 
to provide some kind of counter-cycli-
cal support to the economy. In terms of 
numbers, we’re moving from a 6.34% 
deficit in 2020 to 5.7% next year, which 
is lower but perhaps not that much.

Remember that we have relaxed our 
fiscal deficit rule of 3% of GDP for only 
three years. In 2023, we have to go back 
to deficits below 3% of GDP. That’s our 
commitment. But the way we make 
that transition has to be smooth. 

The nominal amount of financing 
this year is pretty much the same. The 
question is: how do we get this financ-
ing? First, we’re going to use the gov-
ernment’s internal resources. We have 
an accumulative cash surplus from 
previous years. We’re going to use that. 

Second, we will continue working 
with our development partners. In 
2020, we had almost $6.9bn of support 
from multilateral and bilateral devel-
opment agencies, such as the World 
Bank, the Asian Development Bank, 
the AIIB, Islamic Development Bank, 
KfW in Germany, JICA in Japan, AfD in 
France. Next year is still a work in pro-
gress but we hope we will continue to 
get strong support from our partners.

The third step is issuance, which 
will be rupiah and non-rupiah. For 
non-rupiah, it will be pretty much the 
same [as 2020]. We will issue a US dol-
lar global conventional bond; a US dol-
lar global sukuk, part of it in the form 
of a green sukuk; a Samurai bond in 
Japanese yen; and a euro bond. We are 
exploring [the idea of issuing] an SDG 
bond for conventional investors, rather 
than only in the form of a sukuk.

In the domestic market, we will issue 
both conventional and sukuk bonds. 
We are also working on retail bonds. 

We will have support from Bank 
Indonesia, which will continue to be 
our standby buyer in the bond market 
every week.    s

Indonesia has made impressive use 
of the international bond markets 
to endure a volatile year. Matthew 
Thomas finds out what the country is 
planning next.

Keynote interview with Luky 
Alfirman, Indonesia MOF 
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CORPORATE BONDS 

THE REPUBLIC OF Indonesia is 
known for being one of the savviest 
emerging market sovereign borrow-
ers, approaching the offshore market 
each year to sell sukuk, green and con-
ventional bonds in G3 currencies. The 
deals are, without fail, snapped up by 
investors, reflecting their nearly insa-
tiable appetite for quality issuers with 
a solid track record in the debt market.

This year only cemented Indone-
sia’s credentials further. The Minis-
try of Finance sold a dollar and euro 
combination deal in January, a $4.3bn 
Covid-linked trade in April, a green 
and conventional sukuk in June and a 
Samurai bond in July.

The April transaction, which includ-
ed a first 50 year tranche from an 
Asian sovereign, proved to be espe-
cially important for two reasons: it reo-
pened the region’s debt market after 
it shut when the Covid-19 pandemic 
spread globally, and it marked the first 
Asian sovereign bond linked to Covid 
relief efforts.

The transactions from Indonesia, 
rated Baa2/BBB/BBB, also serve as a 
bellwether for its corporations — par-
ticularly the state-owned enterprises 
(SOEs) that managed to leave a mark 
in the international debt market this 
year.

Without the sovereign bond set-
ting a strong benchmark, it would 
have been much more challenging for 
the SOEs, reckons Sean Henderson, 
co-head of debt capital markets, Asia 
Pacific, at HSBC.

Deals from the country’s corpora-
tions saw a spectacular reaction from 
global investors. Take Indonesian 
electricity company Perushaan Listrik 
Negara (PLN), which was one of the 
government-owned names to follow 
the sovereign into the dollar market 
in 2020.

The borrower went offshore in June 
with 10 year and 30 year bonds, raising 
$1.5bn between them. The deal was a 
blowout as the combined order book 
hit $11.1bn at its peak.

That allowed PLN to raise more than 
expected at tight levels.

"Everyone was concerned about the 
impact of Covid on the business," says 
Sinthya Roesly, director of finance at 
PLN. "We had intense conversations 
with investors."

PLN was able to sell its story by 
pointing to the government's support 
of not only its business but of consum-
ers as well. Investors were able to see 
PLN's importance, given it supplies 
electricity to the country, and under-
stood that even as some Indonesians 
may struggle to pay their electricity 
bills, the government will use subsi-
dies to keep PLN functioning, adds 
Roesly.

"That is one of the factors that inves-
tors value," says Roesly of the govern-
ment support. "Even though Covid 
has a downside risk, in terms of cash 
flows and support of the government, 
[investors] can see they are there for 
PLN."

That comfort has worked in the 
favour of other SOEs as well. For 
instance, quasi-sovereign construc-
tion firm Hutama Karya was able to 
debut in the dollar market in May, 
raising $600m from a 10 year note. 
Mining company Indonesia Asahan 
Aluminium (Inalum) sold a $2.5bn 
triple-tranche bond in May, and saw 
demand of an impressive $15.9bn at 
reoffer.

In the wake of Covid, the SOEs were 
proactive in raising funds necessary 
to keep the economy moving forward, 
says Henderson.

It helped that investor liquidity 
remained high, even as global interest 
rates fell on the back of Covid, he adds. 

"The one word for Indonesia really is 
'optimism'," says Roesly.

Investors know that SOEs always 
have a backstop when it comes to 
their ability to access funding, reckons 
Sheldon Chan, portfolio manager of T 
Rowe Price's Asian credit bond strat-
egy in Hong Kong. These companies, 
while they may vary in how much 
government support they receive, will 
have preferential access to the state 
banks and business activities and con-
tracts, in addition to being eligible for 
capital injections.

PLN and state oil and natural gas 

company Pertamina, which sold a 
$1.45bn trade in February, are two 
clear examples of government-backed 
names that have benefitted from their 
state ties, says Chan.

"You can see that in the way spreads 
for these credits have moved," he 
explains.

The duo are back to their pre-Covid 
spreads over the sovereign, after hav-
ing seen their spreads widen signifi-
cantly in March. PLN and Pertami-
na's notes were trading well above 
reoffer in the secondary market in 
mid-December, according to Bondsu-
permart.

"The market has gained confidence 
and faith [in these companies]," says 
Chan.

Investors feel that the country's 
ministry of finance has been prudent 
and effective in its actions to miti-
gate the impact of the pandemic — 
something that has been reflected in 
the outstanding response that SOEs 
have received in the offshore market 
despite the pandemic backdrop, adds 
Roesly.

Even state-linked credits that 
haven't received as much government 
support as PLN, which is deemed to 
be a critical business, have still been 
embraced by investors.

"The view toward Indonesia as a 
target of investment is positive," says 
Roesly. "It's a combination of the con-
fidence in the economy and the corpo-
rations themselves."

Roesly adds that the government 
and SOEs have demonstrated their 
ability to face the health crisis head 
on and given investors comfort that 
Indonesia can handle the fallout from 
Covid-19 in the coming months.    s

Why have Indonesian state-owned 
companies seen resounding 
success in the dollar bond market 
this year amid the pandemic? 
Morgan Davis finds out.

Bond investors give  
thumbs up to Indo SOEs 

“The one word for 
Indonesia really

is ‘optimism’”

Sinthya Roesly,  
PLN
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HIGH YIELD

THIS YEAR presented a number 
of hurdles for Indonesian corpora-
tions. As of December 14, the coun-
try of nearly 275m people had report-
ed 618,000 cases of the Covid-19 virus. 
The semi-lockdown policy that was put 
in place to battle the spread of the pan-
demic squeezed manufacturing and 
exports. Moody’s predicts the country’s 
GDP will contract 2% in 2020.

Still, a number of Indonesian bor-
rowers, including the sovereign, sold 
international bonds in 2020.

As of early December, the country’s 
issuers had raised more than $22.95bn 
in the G3 bond market, surpassing 
the $16.28bn that was raised in 2019, 
according to Dealogic. The major-
ity of deal flow was in dollars — some 
$20.91bn — and from investment grade 
issuers like the government and state-
owned enterprises.

The year-on-year increase in deal 
volume, despite the pandemic, has not 
come as a complete surprise.

Indonesia held its presidential elec-
tions in 2019, with incumbent Joko 
Widodo inaugurated in October 2019. 
Some issuers may have held back 
because of the political uncertainty, 
waiting until the end of 2019 and the 
beginning of 2020 to sell bonds, says 
Olly Prayudi, director for corporates at 
Fitch Ratings. Additionally, corporate 
bond issuance this year has been domi-
nated by government-linked names, all 
of which tend to market large transac-
tions, he says.

Quality issuers have not had a prob-
lem selling offshore bonds, says Jamie 
Grant, head of emerging markets 
and Asia fixed income at First Sen-
tier Investments. Indonesia’s fiscal 
response to the pandemic was clear, 
quick and concise, clearing the way for 
transactions, he says.

“The market function has been 
very good,” says Grant, in reference to 
the pick-up in bond activity after the 

March shutdown. “Demand has been 
strong. Issuers haven’t had problems 
coming to the market.”

It’s a different story when it comes 
to high yield deals, however. Volumes 
have admittedly risen from $1.46bn 
in 2019 to $2.79bn by early December, 
shows Dealogic. But there’s more to 
the numbers than meet the eye. All but 
one high yield bond this year was sold 
in January or February — before the 
rapid spread of Covid.

“We haven’t yet seen evidence of 
wide-spread issuance from the Indo-
nesian high yield space to give us con-
fidence that there will be good market 
access,” says Sheldon Chan, portfolio 
manager in T Rowe Price’s Asia credit 
bond strategy team. This questiona-
ble backdrop for high yield issuers will 
be in investors’ minds as they go into 
2021, he says.

Shaky market
Indonesian high yield bonds this year 
were concentrated on six borrowers 
and eight transactions. Six of the trades 
were executed in the first two months 
of the year.

Before the pandemic spread global-
ly, there was strong demand for Indo-
nesian high yield credits, says Sean 
Henderson, co-head of debt capital 
markets, Asia Pacific, at HSBC.

Tower Bersama Infrastructure, for 
instance, sold a $350m 4.25% 2025 
bond in January. Liquidity was strong 
and the market looked set for a pro-
ductive year.

“Covid had a much larger impact on 
the high yield sector,” says Henderson, 
adding that this was a theme through-
out the region as investors moved 
into more defensive credits. High yield 
deals, even from China, largely came to 
a halt in March, April and part of May, 
as the market grappled with the impact 
of the virus going global.

Since then, Indonesian coal pro-
ducer Indika Energy has been the only 
issuer to tap the dollar market. The 
Ba3/—/BB- company sold a $450m 
8.25% five non-call two year bond in 
October, and followed just weeks later 
with a $225m tap of the deal. The trade 
was successful, but there was a price to 
pay, says Chan. He reckons the issuer 
paid about 125bp to extend its curve by 

a year — a fairly high spread compared 
to pricing in a normal market. But the 
premium could also reflect Indika’s 
coal business as investors steer away 
from so-called dirty investments, Chan 
says.

Of course, investor response varies 
depending on the credit.

The gap has widened between those 
credits in more defensive sectors that 
have largely remained resilient, and 
high yield issuers that have been more 
directly impacted, and this is evident 
in secondary yields, says Hender-
son. The difference can be as wide as 
3%-4% or even more.

“The key message here is really dif-
ferentiation,” adds Chan. State-backed 
names perform well, as they have built-
in support. But there is also bifurcation 
in the private sector, between compa-
nies coming from more or less chal-
lenged parts of the market, he says.

The “haves” of the Indonesian bond 
market have seen their bonds trade up 
by three to five points since the start 
of the year. But the “have nots” have 
dropped 20 to 30 points, says Chan. It 
all boils down to the liquidity available 

and the company’s debt profile.
First Sentier’s Grant says that Indo-

nesian firms generally give investors a 
premium over other credits, as a way 
of compensating for volatility. The pre-
mium has narrowed in recent months, 
leading him to pare back some risk. He 
cautions investors looking at some of 
the lower rated credits to seek clarity 
on their business structures, some of 
which can be convoluted.

“It’s not a negative reflection on 
Indonesia, [but] you’ve got to under-
stand the management,” says Grant.

Which sectors have performed this 

Indonesian high yield companies 
that had limited access to the 
international bond market this year 
due to the Covid-19 pandemic are 
now preparing for a challenging 
2021 — unless sentiment gets a 
dramatic boost from the vaccine 
news. Morgan Davis reports.

Indonesia’s high yield issuers 
face uncertain funding future

“We expect the fund-
ing market

to become more 
friendly”

Olly Prayudi, 
Fitch Ratings
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year, and where is trouble brewing?

The good, the bad and the ugly
Utilities, power producers and tel-
ecommunication names have held up 
this year. But textile companies, prop-
erty, commodities and retail names 
have had mixed results.

There have been winners and losers, 
says Chan, pointing to the commod-
ity and textile sectors as the most dam-
aged. At the same time, government 
support, such as through favourable 
mortgage rates, has helped keep resi-
dential property sales moving, he adds.

Some Indonesian property names 
have been battered in the secondary 
bond market as investors shy away 
from the sector out of fear of their lim-
ited market access. Fitch has taken 
nearly 50 rating downgrade actions 
on Indonesian issuers this year, 
with home builders and contractors 
accounting for the majority of down-
grades. That number may include mul-
tiple downgrades for one issuer, not 50 
separate companies.

“The main driver behind the down-
grades of those issuers was due to 
liquidity issues,” says Fitch’s Prayudi.

Notably, property company Modern-
land Realty defaulted on a payment 
of its $150m 2021 bond. The company 
is now rated Ca by Moody’s, D by S&P 
Global Ratings and RD by Fitch. Alam 
Sutera and Agung Podomoro Land 
(APLN) have faced similar refinancing 
pressure and downgrades. Alam Sutera 
is now rated Caa1/CCC/CCC+, and 
APLN B3/—/CCC+.

There is some relief to come for the 
sector though, as a handful of compa-
nies pre-funded in 2020.

Alam Sutera, for instance, offered 
investors an exchange offer in Octo-
ber to push back some maturities. That 
leaves the biggest wall of refinancing 
for Indonesian property to come in 
2024, according to Moody’s.

Aside from property, textiles have 
suffered due to the pandemic. This sec-
tor could present more of a problem 
in the coming year, as there is some 
$700m of debt coming due in 2022, in 
addition to the nearly $200m due in 
2021, says Moody’s. The ratings agen-
cy wrote in its 2021 outlook report for 
Indonesia that Caa1 rated Pan Brothers 
and Ba3 rated Sri Rejeki Isman (Sritex) 
are companies to watch as their debt 
maturities near.

Sritex, whose history dates back 
to 1966, has shifted its business this 
year to produce face masks and pro-

tective coverall suits. The company 
posted $907m in sales for the first nine 
months of 2020, a 1.3% year-on-year 
growth.

Allan Severino, chief financial offic-
er at Sritex, says that because of the 
pandemic, his company was forced to 
revisit its funding requirements and 
postpone its capital expenditure plan, 
which was supposed to start in 2020. 
The company has a bank loan due in 
January 2022, and is proactively exer-
cising its option to extend the loan 
maturity, an option that was built in 
when the deal was signed in January 
2019.

“The volatility induced by the pan-
demic made us become more conserv-
ative in the way of approaching our 
overall business, including our fund-
ing,” says Severino. “We need to be 
more disciplined in terms of choosing 
our funding source.”  

Some high yield issuers will con-
tinue to face challenges in accessing 
offshore bonds, but Henderson reck-
ons sentiment is improving fast. He is 
hopeful that with the positive vaccine 
news headlines, investors will start to 
look more towards economic recov-
ery. This, he says, could allow more 
high yield credits to return to the dollar 
market in 2021.

Other credits may look to the domes-
tic bond market, loans or private place-
ments, says Henderson. 

“We’re probably not going to see 
some of the most challenging credits 
access the market until we see a strong-
er bounce back,” he says, “but recent 
secondary market performance has 
been very encouraging for the sector.”

Looking forward
The tone for 2021 for Indonesia appears 
to be one of cautious optimism.

Moody’s predicts the country’s GDP 
will grow 4.7% next year, falling short 
of pre-pandemic levels but still a sign 
of recovery.

In the near term, news around 
Covid-19 vaccines have created positive 
market sentiment globally.

“In recent weeks, we have seen 
strong [sentiment] bounce back on the 
back of positive vaccine development 
and optimism toward strong growth 
recovery into 2021,” says Severino. 
“We have seen our secondary perform 
admirably in recent weeks reflecting 
confidence among fixed income inves-
tors.”

Chan says Indonesia’s recovery will 
be gradual, however. The virus situa-

tion is still not under control, he cau-
tions, and it is not clear when Indone-
sia will be able to start vaccinations.

Attention will continue to remain on 
the ability of companies to refinance 
their upcoming maturities.

Some 28% of high yield bonds from 
Indonesia are set to mature by 2022, 
according to Moody’s. The country’s 
rated non-financial companies have 
$33bn in outstanding rated debt. High 

yield companies have $3.6bn of bonds 
coming due in 2021-2022, $2.1bn of 
which was printed by issuers rated B3 
or below.  

Grant is wary about the possibility of 
more defaults. “I don’t think we have 
seen the full impact in the economy of 
shutdowns,” he says. “At the corporate 
level there will be a lag.”

Grant, who has a neutral position on 
Indonesia, reckons 2021 “will not look 
dissimilar to 2020”.  

Fitch’s Prayudi is a bit more upbeat 
about the opportunities available to 
issuers “We expect the funding mar-
ket to become more friendly,” he says. 
“Investors will still be relatively choosy, 
but it will not be as difficult of a year.”

Chan says the resilience of Indone-
sian companies often boils down to 
their parent backers.

“We all know the horror stories of 
Indonesian companies defaulting dur-
ing the Asia financial crisis and post-
global financial crisis periods,” he says. 
Investors were burned by Indonesia at 
those times, and some companies have 
failed to meet coupon payments in the 
years since as well.

The reputation of these companies 
affects how willing investors will be to 
put their faith in their ability to weath-
er the pandemic, says Chan. 

“It really comes down to that reputa-
tion and governance, and more broad-
ly ESG [environmental, social and 
governance] preparedness,” he says. 
“There are picks to be found, but you 
really have to navigate.”    s

“We need to be 
more disciplined in 
choosing our fund-

ing source”

Allan Severino, 
Sritex
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