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Ø In the October-November survey, the Business Sentiment Index (BSI)
dropped by 9.4 percent to 122.6, snapping its upward streak in the
last seven surveys. Both components of the BSI showed declines: the
component measuring sentiment toward current situations, the
Present Situations Index (PSI), dropping 8.8 percent and the component
of the BSI measuring expectations over the next six months, the
Expectations Index (EI), retreating 9.9 percent to 129.0.

Ø CEOs still maintain that both business and corporate conditions are
good: these two indices may have posted declines, yet they are still
way above the 100 level.  It is rather in regard to the current state of
the overall economy where CEOs have the most concerns – the 15.3
percent fall in this index to just 80.5 brings it to a low not seen since
the beginning of 2007.  The seasonal holiday period reduced economic
activity while rising energy prices – especially for oil and coal – are
increasing costs for many businesses. Yet as the economy should
quickly pick up following the Idul Fitri holidays, the CEO pessimism
appears to be overdone.

Ø Given the rising inflationary expectations - especially amid fears that
oil prices were set to break through the US$100/barrel level - CEOs
were much less hopeful than before that Bank Indonesia would be
able to cut interest rates. In the latest survey only 25.4 percent of CEOs
expect interest rates to be cut in the six months ahead, or down from
35.3 percent previously.

Ø Since CEOs fear that costs will balloon over the next 6 months, they
expect profitability to be hurt to a certain extent. Yet at the same
time, CEOs also claimed that they would be able to pass on some of
the cost increases to customers by raising prices. This should help
companies to prevent their profit margins from being eroded too
much.

Ø Looking forward, CEOs are concerned over the country’s economic
prospects. This index fell below the 100 level for the first time in 2007
year. Such concerns reflect a number of factors, but especially soaring
crude oil prices. This raises fears of higher inflation and possible
monetary tightening in the year ahead. Meanwhile, the outlook for
the global economy is less rosy after the sub-prime mortgage crisis
broke out in the US.

Ø Business confidence toward the government declined again in the
latest survey: the business confidence in the government index
(BCGI) dropped 7.46 percent to 90.49, after falling 1.78 percent in the
earlier survey.
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THE OCTOBER - NOVEMBER  2007 RESULTS:
In the October-November survey, the Business Sentiment Index (BSI) dropped by 9.4 percent to 122.6, snapping its upward streak

in the last seven surveys. Both components of the BSI showed declines: the component measuring sentiment toward current

situations, the Present Situations Index (PSI), dropping 8.8 percent and the component of the BSI measuring expectations over
the next six months, the Expectations Index (EI), retreating 9.9 percent to 129.0.

CEO ASSESSMENTS OF CURRENT BUSINESS CONDITIONS
CEOs gave a much less positive assessment of the state of national economic conditions in the latest survey: this index tumbled

15.3 percent to 80.5, a low not seen since the beginning of 2007.  To a large extent, this decline might reflect the seasonal slowdown

in economic activity during the period of the survey as a result of the long holidays. During the holidays following the fasting month
of Ramadan - in which period most factories are shut down for at least a week - many workers visit their hometowns. And it takes

a while for economic activity to return to normal as many workers delay their return to the cities. Besides that, companies are required

by law to pay an additional month’s salary to all workers for Idul Fitri. As such, cashflow is tighter at this time of the year (the index
measuring cash flow fell 3.9 percent to 111.8).

  Table 1. Appraisal of Present Situations

Jul-07 Sep-07 Nov-07 %Change

Economic Conditions 81.6 95.0 80.5 -15.3
Business Conditions 126.8 148.3 139.0 -6.3
Company’s Conditions 121.3 138.7 128.9 -7.1

Meanwhile, CEOs are having to contend with higher energy prices as crude oil prices remain stubbornly high despite recent declines

from close to the US$100/barrel level. As a result of the high crude oil prices, state owned oil giant Pertamina has adjusted its

fuel prices for industrial customers upward. And with prices of other types of energy also rising – especially coal and gas – corporate
profitability may come under pressure. Indeed, this is borne out in our survey with a 9.0 percent fall in the profitability index to

102.8. Nonetheless, from a positive aspect, CEOs appear fairly confident about being able to raise prices to mitigate the negative

impact of higher costs (the product prices index advanced 4 percent to 131.4).

However, CEOs still maintain that both business and corporate conditions are good. Both these indices posted declines yet

remained at high levels: the former slipping 6.3 percent to 139.0 and the latter easing 7.1 percent to 128.9.
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 Table 2. Current Company Financial and Utilization Performance

All Sectors Jul-07 Sep-07 Nov-07 %Change

Capital Expenditure 117.6 125.0 121.3 -3.0
Sales 123.5 131.7 121.6 -7.6
Profits 109.9 113.0 102.8 -9.0
Liquidity 111.4 116.3 111.8 -3.9
Capacity/Equipment Utilization 112.5 115.7 108.7 -6.0
Employment 104.8 113.0 113.2 0.2

Cost of Goods Sold 134.2 133.3 138.0 3.5
Operating cost 155.5 164.3 151.9 -7.6
Interest expenses/cost 99.5 99.7 100.0 0.3
Foreign Exchange Loss 99.6 124.0 117.1 -5.6
Average Price of Product/Service 101.8 126.3 131.4 4.0

CEO APPRAISALS OF NEAR-TERM BUSINESS CONDITIONS

Looking forward, CEOs are concerned over the country’s economic prospects. This index fell below the 100 level for the first time

in 2007 to stand at 94.4 or down from 114.7 in the previous survey. Such concerns reflect a number of factors, but especially –
as mentioned earlier - soaring crude oil prices. This raises fears of higher inflation and possible monetary tightening in the year

ahead.

    Table 3. Expectations for the Six Months Ahead

Jul-07 Sep-07 Nov-07 %Change

Economic Prospects 109.6 114.7 94.4 -17.7
Business Prospects 154.0 161.7 148.1 -8.4
Company’s Prospects 147.4 153.3 144.6 -5.7

With crude oil prices at stubbornly high levels, the government has said that it was strongly considering plans to limit sales of

subsidized fuel. Although this will not affect industry directly since fuel sold to industrial customers is not subsidized, CEOs still
have good reason to be concerned. Note that back in October 2005 when fuel prices were more than doubled the economy received

a severe shock.  Inflation soared a phenomenal 8.7 percent m-o-m in that month and monetary policy was subsequently tightened.

As a result, economic growth stuttered, as consumers reined in spending.

Currently, the difference between the price of unsubsidized Pertamax fuel and subsidized Premium fuel is roughly around Rp2,500/

liter (Rp7,000 and Rp4,500 respectively). Thus, motorists would face a roughly 55 percent increase in their fuel costs if they were
forced to switch to an unsubsidized fuel like Pertamax. This would, of course, be much less than the magnitude of the fuel price

hikes back in October 2005.  As such, any move to restrict sales of Premium fuel in 2008 would have a much smaller impact than

in 2005 – yet still be quite significant it seems.

Against this backdrop, CEOs see higher cost pressures ahead. All of the expected cost indices reported in the survey rose: the

expected cost of goods sold index rose 7.0 percent; the expected operating costs index added 3.6 percent; the expected interest
expenses index surged 8.1 percent; and the expected forex losses index added 8.5 percent to 113.9.



4∂Ri   DANAREKSA  RESEARCH  INSTITUTE

B U S I  N E S S  S E N T I  M E N T

As a result, profits are expected to come under some pressure: the expected profits index slumped 10.9 percent to 124.7.  This
finding certainly seems to be the case for the nation’s automotive sector, for example, where automakers have said that despite

rising inflationary pressures they would limit increases in car prices to only around 2-3 percent in 2008. This, they say, is far below

the level needed to take into account the impact of surging crude oil prices and other rising costs. According to the automakers
it is not possible for them to raise prices too highly given the elasticity of demand to hikes in selling prices. As such, automakers’

margins may be squeezed unless they can find other ways to slash costs (i.e. cutting marketing and advertising budgets etc).  At

the same time, the weak rupiah is also hurting automakers, pushing up the cost of raw materials.

Yet in other industries, companies may be better able to pass on some of the cost increases to customers by raising prices. The

chairman of the Indonesian Electronics Producers Association, for example, said that prices of electronic goods would be increased
by around 10 percent on average due to rising cost pressures. “Surging crude oil prices on international markets, rising raw material

prices, and higher transportation costs are giving electronic goods manufactures little option but to raise prices”, said the

association’s chairman Rachmat Gobel.

Hikes in prices would obviously help companies to prevent their profit margins from being squeezed too much in the longer term.

Meanwhile, the latest survey also shows that despite their concerns on the economy CEOs do not foresee any slowdown in sales
growth: the relevant index fell by only 0.3 percent to stand at 138.0.

    Table 4. Prospects for Company Financial and Utilization Performance

All Sectors Jul-07 Sep-07 Nov-07 %Change

Capital Expenditure 133.5 138.7 134.5 -3.0
Sales 147.1 138.3 138.0 -0.3
Profits 140.8 140.0 124.7 -10.9
Liquidity 137.1 133.0 124.7 -6.2
Capacity/Equipments Utilization 116.5 115.0 115.7 0.6
Employment 119.5 122.7 119.9 -2.3

Cost of Goods Sold 122.8 127.7 136.6 7.0
Operating cost 150.0 157.7 163.4 3.6
Interest expenses/cost 94.1 97.7 105.6 8.1
Foreign Exchange Loss 108.8 105.0 113.9 8.5
Average Price of Product/Service 131.3 128.7 141.8 10.2

EXPECTATIONS ON KEY ECONOMIC INDICATORS

Unsurprisingly, inflation remains a major worry for CEOs (the index measuring sentiment toward inflation added 3.8 percent to
158.5). As mentioned in previous reports, the perception of higher inflationary pressures is stemming from a number of factors

including rising energy prices - particularly of crude oil, of course, which nearly reached the US$100/barrel level.

Against this backdrop, CEOs are less convinced that further cuts in interest rates are in the pipeline.  The survey shows that only

25.4 percent of CEOs now expect BI to cut rates in the next six months ahead vis-à-vis 35.3 percent and 43.0 percent in the previous

two surveys. Nevertheless, further interest rate cuts have since taken place with Bank Indonesia opting to cut its benchmark interest
rate by 25 bps to 8.00 percent at the beginning of December. Explaining its decision, BI said that the inflation trend was still within

the prescribed target despite higher oil prices (for November, y-o-y inflation eased to 6.71 percent from 6.88 percent in October).
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   Table 5. Expectation Index on Key Economic Indicators

Indicators Jul-07 Sep-07 Nov-07 %Change

General Prices Expectation 132.4 152.7 158.5 3.8
Loan Rate Expectation 73.5 81.7 101.7 24.6
Exchange Rate Expectation 101.5 116.3 94.8 -18.5
Stock Price Expectation 131.3 131.7 127.2 -3.4

At the same time, the survey also shows waning confidence in the rupiah. Some 36.6 percent of CEOs now expect the rupiah to
depreciate vis-à-vis only 31.4 percent who expect it to appreciate. Indeed, the rupiah did come under some pressure during the

reporting period, losing 2.7 percent of its value, mainly as a result of the negative sentiment created by high oil prices. The high

oil prices have stoked concerns over global inflationary risks, encouraging foreign investors to sell Indonesian assets such as bonds
(offshore holdings of Indonesian government bonds slumped Rp4.21 trillion to Rp76.68 trillion in November, for example). This

put the rupiah under pressure. Meanwhile, the index measuring sentiment toward the prospects of stock prices on the JSX slipped

3.4 percent to 127.2.   Reducing confidence in stocks were sky-oil prices, a slumping dollar and renewed concerns over the health
of the US economy. In addition, the ruling by the Indonesian anti-monopoly watchdog against Singapore government holding

company Temasek also worried investors.

SENTIMENT TOWARD THE GOVERNMENT

Business confidence toward the government declined again in the latest survey: the business confidence in the government index

(BCGI) retreated 7.46 percent to 90.49, after dipping 1.78 percent in the earlier survey. All five components that make up the BCGI
declined.

Dragging down the BCGI was the component of the BCGI measuring sentiment toward the government’s ability to provide public
utilities. It fell a further 12.22 percent after posting a 6.23 percent decline in the previous survey. Note that the government’s

infrastructure initiative still doesn’t seem to have gotten off the ground: the lack of legal certainty on land clearance issues remaining

a perennial problem.

The component of the BCGI measuring the confidence of CEOs in the government’s ability to stabilize prices dipped 3.82 percent

to 76.31.  This fall reflects fears that the government may be forced to limit sales of unsubsidized fuel in the case that crude oil
prices remain at their currently high levels.

Also down was the component of the BCGI measuring sentiment toward the government’s ability to improve business conditions
(this index fell 6.14 percent to 104.18). This appears to mirror CEO concerns on the economy since – as already mentioned earlier

– CEOs still expect sales to grow strongly. The component measuring sentiment toward the government’s ability to create a safe

environment also fell. It dropped 9.32 percent to 120.91.

Lastly, the component of the BCGI measuring sentiment toward the government’s ability to enforce the law of contracts fell again

- this time dipping 3.27 percent to 64.81.  The fall in this index may to some degree at least reflect CEO concerns in regard to the
highly controversial ruling by the nation’s anti-monopoly watchdog, the KPPU, which found Singapore investment company

Temasek guilty of breaching Indonesian competition rules by holding stakes, albeit indirectly, in two of the nation’s largest mobile

telecoms firms, Telkomsel and Indosat.  This may cloud the near term investment outlook for Indonesia since 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
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of Malaysia both hold stakes in more than one Indonesian bank. 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.

   Table 6. Business Confidence In The Government Index

Jul-07 Sep-07 Nov-07 %Change

Expand the Market Size 113.6 111.0 104.2 -6.14
Create a Safe Environment 134.6 133.3 120.9 -9.3
Stabilize the Exchange Rate 76.8 79.3 76.3 -3.8
Provide Public Utilities 104.8 98.3 86.2 -12.2
Enforce Law of Contracts 68.0 67.0 64.8 -3.3
BCGI 99.6 97.8 90.5 -7.5
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