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Resilient to the Wuhan virus 

Indonesia government bonds will be resilient 

towards infection from the Wuhan virus. 

Some shakiness in Indonesia assets was 

displayed when fears on the virus started to 

spread through the markets. The Jakarta 

Composite Index (JCI) was down by 5.2% since 

January 24. Comparatively, the current 10Y 

bond has barely budged over the same period. 

We think that the reassuring presence of Bank 

Indonesia (BI) in cushioning volatility and a 

generally supportive macro backdrop for 

higher yielders will encourage investors to buy 

the dip.  

Liquidity has become flush over the past few 

months as investors warm up to emerging 

market assets (including Indonesia) amid a 

global cyclical rebound and a thaw in China-US 

trade tensions. Some of this is reflected in the 

surge in total liquidity and the corresponding 

modest rise in open market operations 

(OMOs). We think that the Wuhan virus 

worries will not derail these conditions. To be 

sure, tourism-related activities and possible 

supply chain logjams will drive global growth 

slower, but these should prove temporary. 

There are two ways where Indonesia govvies 

can get hit. Firstly, there is always a kneejerk 

response to sell EM assets when there is global 

risk aversion. If risk aversion persists, there 

could be contagion as EM funds reduce 

positions or look to lock in profits (especially 

after a sizable rally).  
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• Indonesia government bonds should 
stay resilient despite Wuhan virus 
worries 

• Cautious global sentiment extends the 
lower-for-longer narrative and should 
encourage carry plays 

• Bank Indonesia has room to reduce 
IDR assets’ volatility via DNDFs and 
intervention in the bond market  

• Fundamentally, liquidity is flush and 
monetary policy should stay loose, 
supporting Indo govvies 
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Secondly, if global growth gets dampened, 

commodity prices could get even more 

depressed, pressuring Indonesia’s current 

account. Some of this is showing up across a 

range of commodities including oil, copper and 

palm oil prices. It would probably take an 

extended period of risk aversion and stalled 

global growth (without fiscal and monetary 

support) for either case to take place. We 

caution against extrapolating the Wuhan virus 

worries and the fall in commodity prices too far 

into the coming months.  

Moreover, we think that BI is in a good 

position to cushion moderate volatility in IDR 

assets. The introduction of DNDFs last year 

offers BI a new tool to reduce excessive IDR 

weakness during times of risk aversion. The 

estimated amount of DNDFs outstanding is still 

low (around USD 1.5bn) as the rupiah 

strengthened over the past few months. At its 

peak in August last year, the amount of DNDFs 

outstanding stood at around USD 3.5bn. 

Similarly, net BI ownership (gross less repos) 

has fallen below 4% of government securities 

outstanding, from close to 8% in September. 

Historically, BI’s ownership tends to be volatile, 

rising sharply during times of global risk 

aversion when foreign investors sell. At current 

levels, we think that BI has plenty of room to 

step up govvie buying if needed.    

 
The combination of lower-for-even longer 

global backdrop, likely loose monetary policy 

from BI, flush liquidity and ample room for the 

authorities to act suggests that the 

environment is still conducive for Indo 

govvies. Wuhan virus worries could cause 

some jitters but should not derail the hunt for 

carry in Indonesia government bonds.  
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Sources: Data for all charts and tables are from CEIC, Bloomberg and DBS Group Research (forecasts and transformations). 
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