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A busy quarter for policy makers

Concerns over global slowdown continued to dominate the headline news during the third quarter of this year.
While the Eurozone crisis remains the center of the problem, other data coming from different parts of the world
suggests that global economy was losing momentum. In Europe, after a long period of ‘muddling-through’, the
European Central Bank (ECB) made a bold move through the so called Outright Monetary Transaction (OMT),
which outlines its intention to purchase unlimited bonds in the secondary market to bring down a country’s
borrowing cost. In the US, the FED launched its third quantitative easing program with the objective to find a
sustained improvement in the labor market. In Japan, the BoJ has decided to enlarge its asset purchase program in
light of weaker economic growth outlook and deflation pressure. Weaker than expected economic data from China
suggests that we now have to get used to Chinese GDP growth of 7-8%. In the domestic market, Indonesia’s
current account deficit became the main topic of discussions, putting pressure in rupiah currency.

Global Economy
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program seems to be a step in the right direction. Japan 3.9% -0.7%  2.9%  3.2% 2.3%
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to urgently address is its labor structure. Since the
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creation of the single currency, Europe has witnessed a

growing competitiveness imbalance, particularly in countries such as France and Spain. France manufacturing unit-
labor costs have increased by 28% over the past 12 years, whereas Germany only 8%. Further, French companies on
average pay much larger social charges relative to employees’ gross salaries. Without effective labor reforms, it will

be difficult for Europe to restore competitiveness, and hence, its productivity.

In China, Q2 GDP came in at 7.6%, the weakest since Q1/2009. The end of investments era in which the government
injected billions of dollars on infrastructure projects to support the economy suggests that China is now moving
from an investment led economy to consumption. This should create a better China in the longer term from our
perspectives. Nevertheless, slowdown in Chinese infrastructure projects may dampen recovery in commodity prices
in the short/medium term considering China has been the world’s largest commodity consumer in past the years.
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Indonesia Economy

Back in Indonesia, robust GDP figure during the first half 2012 of 6.4% (Q1: 6.3%, Q2: 6.4%) was overshadowed by
current account position, which has turned deficit since the end of 2011. Slowdown in exports driven by softer
commodity prices coupled with surge in imports resulting from increase in capital goods as well as raw materials
drove Indonesia’s current account into the negative territory. Looking into the figures, Indonesia’s trade deficit is
not necessary a bad thing considering the uptake in imports was driven primarily by continued strong investments
in the country, mostly in the private sector. As such, imports of capital goods should translate positively to the
economy in the future.

In the absence of a meaningful pick-up in commodity prices, particularly coal and palm oil, we do believe that
Indonesia’s exports in the coming months or quarters to remain relatively weak, and hence, leaving current
account deficit to stay. Nevertheless, we argued that the size of the deficit should not jeopardize Indonesia’s
economy considering part of the deficit will continue to be offset by growth in FDI, as well as the potential upside
from portfolio inflows to the country.

Chart 1: USD-IDR (2010 - present) Chart 2: Indonesia's Current Account Position
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Indonesian currency has depreciated by 5.8% versus the USD as of the September to IDR 9,591 (see Chart 1).
Rupiah has been the weakest performer in the region despite Indonesia’s robust GDP figure. Our observation
suggests that the weakness in the currency can be attributed to Indonesia’s current account deficit. As highlighted
in Chart 2, we see a strong correlation between current account deficit and movement of Rupiah. We do not
challenge the fact that Rupiah will continue to be vulnerable particularly to potential portfolio outflows to the
country. Nevertheless, assuming that current account deficit will not widen further, we don’t think that current
account issue will put much more pressure on the currency.

In terms of outlook, we have not changed our view that Indonesia’s long-term underlying fundamentals continue
to look strong supported by a number of factors including strong domestic economy, good corporate earnings,
improved inflation and public debt position. In the short-term however, we foresee a few external factors that
could increase downside risks to Indonesia’s economic growth. Slowdown in China, as well as Europe/US can have
both direct and indirect impact to our economy through slowdown in exports, FDI, and portfolio inflows. We
believe the former is significantly more concerning as China is not only Indonesia’s largest trading partner, but also
its influence in global commodity prices. As a result, we are cautiously optimistic on Indonesia’s economic
condition in the coming quarters.
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Disclaimer

The analyst(s) whose work appears in this report certifies that his or her remuneration is not correlated to his or
her judgment(s) on the performance of the company(ies).

The information and/or opinions contained in this report has been assembled by Panin Asset Management from
sources which we deem to be reliable and in good faith, but no representation or warranty, express or implied, is
made as to their accuracy, completeness or correctness. This report may not be reproduced, distributed or
published by any recipient for any purpose. Any recommendations contained herein are based on a consideration
of the securities alone, and as such are conditional and must not be relied upon as a solitary basis for investment
decisions. Under no circumstances is this report to be used or considered as an offer to sell, or a solicitation of an
offer buy.

All opinions and estimates herein reflect the author’s judgment on the date of this report and are subject to
change without notice. Panin Asset Management, its related companies, their officers, employees, representatives
and agents expressly advice that they shall not be liable in any way whatsoever for any loss or damage, whether
direct, indirect, consequential or othe wise howsoever arising (whether in negligence or otherwise) out of or in
connection with the contents of and/or any omi sions from this communication.

Any investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions,
may be illiquid and may not be suitable for all investors. Investors should make their own independent assessment
and seek professional financial advice before they make their investment decisions.

Due to its nature as an asset management firm, it is very much possible that Panin Asset Management and/or
persons connected with it may, to the extent permitted by law, has long or short positions or may otherwise be
interested in any transactions or investments (including derivatives) referred to in this publication. In addition,
Panin Asset Management and/or its parent, Panin Sekuritas, and/or its affiliated companies may provide services
for or solicit business from any company referred to in this publication.

The analyst(s) named in this report certifies that all of the views expressed by the analyst(s) in this report reflect
the personal views of the analyst(s) with regard to any and all of the content of this report relating to the subject
securities and issuers covered by the analyst(s) and no part of the compensation of the analyst(s) was, is, or will be,
directly or indirectly, related to the specific recommendation or views expressed by the analyst(s) in this report.

WE STRONGLY ADVISE INVESTORS TO CONSULT THEIR FINANCIAL ADVISOR BEFORE MAKING THEIR
INVESTMENT DECISION. ALL INVESTMENT OPPORTUNITIES PRESENT SOME SORT OF RISK. INVESTORS SHOULD
ASSESS THEIR RISK SENSITIVITY IN ORDER TO DETERMINE SUITABILITY OF AN INVESTMENT OPPORTUNITY
ACCORDING TO THEIR RISK PROFILE.
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