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What may happen this week ?

Weekly News Update
• Temasek must sell stakes in either Indosat or Telkomsel

• PT Essar Indonesia may scrap plans to build plant

• Coal production hit by rains

stocks may arrest their falls this week boosted by the rebound on Wall Street and the
upbeat sentiment on regional markets. Moreover, the bad news Surrounding Temasek
may also be overdone, since the ruling is company specific and should have a minimal
impact on listed companies overall. And the historical tendency for stocks to do well
in December should also not be disregarded.  As such, the market may recover
somewhat this week with the JCI heading toward the 2,630-2,650 level.
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MARKET HIGHLIGHTS

Weekly Outlook : Stocks may arrest their falls this week boosted by the rebound on Wall Street and the upbeat
sentiment on regional markets. Moreover, the bad news on Temasek may also be overdone, since the ruling
is company specific and should have a minimal impact on listed companies overall. And the historical tendency
for stocks to do well in December should also not be disregarded.  As such, the market may recover somewhat
this week with the JCI heading toward the 2,630-2,650 level.

The mood sours and stocks slump

q Stocks listed on the JSX extended their losses last week after the Indonesian anti-monopoly watchdog ruled against
Temasek. The decision led to widespread selling as market players fear that foreign investors may be much more
cautious now in their investment plans.  Other market negatives were the persistently high crude oil prices that raise
concerns over weaker corporate profits growth – fuel supplied to industrial customers in Indonesia is not subsidized
– and lingering worries over the US economy outlook. Over the week, the JCI lost 99.19 points or 3.7 percent to
2,569.51.

The week ahead

q The JCI has now fallen below its 30-day moving average after its long wining streak.  The falls continued last week
after Indonesia’s anti-monopoly watchdog, the KPPU, ruled against the Singapore government holding company
Temasek. In its controversial ruling, the watchdog said that it found evidence of foul play i.e. price distortions in
Indonesia’s telecoms industry. As a result, Telkomsel and Indosat have been ordered to cut their customer charges.
Comments by vice president Yusuf Kalla that investors would have to accept such decisions as Indonesia was
committed to ensuring fair competition have not helped either – after all, investors may simply opt to take their money
elsewhere. Nonetheless, there is still hope of a reprieve since the KPPU’s ruling and the financial penalties meted
out are not legally binding until endorsed and upheld by the district court.  However, as it may take some time for
the appeal to be heard, the KPPU ruling is likely to overhang the market for some time yet to come.

q Meanwhile, the warning sounded by the central bank on the quality of consumer loans may also unnerve investors.
According to BI, consumers might be stretching themselves too much at the current time. BI data shows consumer
loans growth at above 21 percent as of the third quarter of 2007 to Rp 265.7 trill ion. Hence given heightened
inflationary risks stemming from soaring crude oil prices, BI may have to keep interest rates fairly high, meaning that
consumers run the risk of defaulting on their loans if their household finances deteriorate.  According to BI, NPLs
in the consumer segment stood at around 3.2 percent of total consumer loans at the end of September.

The December Effect

q In the last six years, Jakarta stocks have risen in every December: by 5.0% in 2006, by 6.8% in 2005, 2.4% in 2004,
12.0% in 2003, 8.8% in 2002 and 3.1% in 2001. But the market has been in a bullish trend in these years of course.
Indeed, the JCI showed an average monthly return of 4.6% in 2006, 1.4% in 2005, 3.7% in 2004, 5.2% in 2003,
0.67% in 2002, and a negative 0.5% in 2001.

q Thus, the December returns exceeded the average monthly returns in five out of the six years: 5.0% vs. 4.6% in 2006,
6.8% vs. 1.4% in 2005, 12.0% vs. 5.2% in 2003, 8.8% vs. 0.67% in 2002 and 3.1% vs. a loss of 0.5% in 2001.
The only exception was in 2004 when the average monthly gain of 3.7% exceeded the 2.4% gain in December. As
such, it appears that some sort of December effect does seem to be at play, or at least over the last six years. So what
could be behind the December effect? Well, not capital gains taxes.  Because unlike the States, investors on the JSX
do not pay capital gains taxes. Note that capital gains taxes are partly believed to behind the purported December
effect in the US as investors are reluctant to sell stocks that have made them money. Nonetheless, as Indonesia’s stock
market often takes its lead from Wall Street – at times the two have been fairly tightly correlated - the positive
December effect in the US may indirectly lead to gains in Jakarta stocks.
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q However, the most likely explanation for the December effect in Indonesia is window dressing. This is when fund
managers tweak portfolios so that the year-end balances are in line with their investment objectives. One of the tricks
employed is to cull from the portfolio any stocks with significant losses and to replace them with stocks that have
recently performed well. This makes the managers look smarter on their client reports since the stocks in the portfolio
will be the year’s good performers. As a result of such window dressing, the prices of the year’s weakest performing
stocks may tend to fall further in December, while the outperformers may tend to rise further.

q Another positive factor this week is the impending merger of the Jakarta and Surabaya stock exchanges.  The newly
merged exchange will start operating in December. This development is helping to boost market sentiment as it
should lead to a more liquid market (which shall make stocks more attractive). As such, the standing of Indonesian
stocks vis-à-vis its peers in the region should receive a timely boost.

q Thus, against this backdrop, stocks may arrest their falls this week boosted by the rebound on Wall Street and the
upbeat sentiment on regional markets. Moreover, the bad news on Temasek may also be overdone, since the ruling
is company specific and should have a minimal impact on listed companies overall. And the historical tendency for
stocks to do well in December should also not be disregarded.  As such, stocks may recover somewhat this week
with the JCI heading toward the 2,630-2,650 level.

Martin R. Jenkins
Market Analyst

62-21-350-9777 ext 3609
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WEEKLY ECONOMIC NEWS UPDATE

Temasek must sell stakes in either Indosat or Telkomsel
In a highly controversial ruling, Indonesia’s anti-monopoly watchdog, the KPPU, stated last week that the Singapore
government holding company Temasek had breached Indonesian competition rules by holding stakes, albeit indirectly,
in two of the nation’s largest mobile telecoms firms, Telkomsel and Indosat.  This has resulted in consumers being
overcharged and excessive profits for the two mobile telecoms firms, claimed the KPPU.

As punishment, the KPPU has ordered Temasek and its telecommunication units to pay fines of Rp25 billion each. But
more significantly Temasek will also have to divest shares in one of the two companies within two years. However, any
interested buyers will not be allowed to acquire more than 5 percent of the total shares on sale and must not have any
affiliation with Temasek or other buyers. This will thwart the intentions of any big players seeking to gain a foothold
in Indonesia’s potentially lucrative mobile telecoms industry.

Temasek has indirect ownership in Indonesia’s largest mobile telecoms firm Telkomsel through a 54 percent stake in
Singapore Telecommunications Ltd, and, at the same time, a stake in Singapore Technologies Telemedia which has a
42 percent shareholding in Indosat.

Yet despite this ownership structure, Temasek has always denied accusations that it has been adopting “monopolistic
practices” in Indonesia’s cellular telecommunications business.  First of all, it argues that its subsidiaries each have their
own board of directors which make their own operational decisions independently. Moreover, it denies ever engaging
in “monopolistic” practices. As a result, it said it would appeal the KPPU ruling.
Ironically, competition has heightened in Indonesia’s telecoms industry recently with aggressive promotions coming
from the rapidly growing IM3. Smaller CDMA players are also posing a threat in some urban areas where they have a
strong presence.  As such, the KPPU has been accused in some quarters of having a political motive in pursing the case
against Temasek. It is no secret that some nationalistic politicians have in the past expressed their disapproval of foreign
ownership in Indosat, as, according to them, the telecommunications sector should be deemed a “strategic industry”.
As many had feared, the KPPU’s decision might, in the near term at least, cloud the near term investment outlook for
Indonesia. Temasek and other major foreign investment bodies may be more wary of investing in Indonesia. Moreover,
there are a number of outstanding ownership issues that still need to be sorted out: particularly in the banking industry
where Temasek and the Khazanah group of Malaysia both hold stakes in more than one Indonesian bank. Temasek has
stakes in Bank Danamon and BII while Khazanah has stakes in Bank Lippo and Bank Niaga. For the telecommunications
sector itself, the implication of the KPPU ruling is lower profitability overall, given that Telkomsel and Indosat shall be
obliged to cut their prices by at least 15 percent, as ordered by the KPPU, if Temasek’s appeal fails.

PT Essar Indonesia may scrap plans to build plant
PT Essar Indonesia, the Indonesian unit of the Indian company Essar Steel, has reportedly said that it was now
considering whether or not to cancel the planned construction of a US$1.9 billion hot rolled coil (HRC) processing plant
in Indonesia. The statement comes after the Indonesian Anti-Dumping Commission (KADI) said that Essar’s parent
company would be investigated for dumping practices in Indonesia.

Coal production hit by rains
Heavy rains, which have come much earlier than expected this year, are reportedly affecting coal production in the coal-
rich island of Kalimantan. Major coalminers on the island include Bumi Resources (which has stakes in PT Kaltim Prima
and PT Arutmin) and PT Adaro.

Martin R. Jenkins
Market Analyst

62-21-350-9777 ext 3609
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