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The Global Green Bond:
Trend of Issuance and The Challenges

Preliminary

EFINDO is of the view that the trend issuance of the green bond
in the global market is growing exponentially. During the first six
months of 2019, the green bond total issuance increased by 48%
from the same period in 2018. The Global Green Bond issuance
reached nearly USD117.8 billion in the first half of 2019 (1H2019),

derived from 625 instruments, 236 issuers, and from 40 countries.
Global Trend

Globally, the Green bonds have come from developed countries, especially
from the USA and European countries. On the country basis, the USA entities
remained the leading economy that issued Green Bond. While in the first half
of 2019 they have raised almost USD? billion in Green Bonds, up 64% from a
year earlier. On the region basis, European countries were the biggest issuer
of Green Bonds in the first half of 2019, which raised USD8o billion, up 62%
from a year ago.

By the issuer types, the corporate or non-financial institutions dominated
the global Green? Bonds in 1H12019 with a total of USD30.6 billion issuance.
The largest contributors was Engie (with a USD1.7 billion issuance), followed
by LG Chem (USD1.6 billion), and MidAmerican Energy (USD1.5 billion).
Meanwhile, the financial institutions contributed USD22.4 billion issuance
within 1H12019, with the top three issuers were ICBC, Bank of Jiangsu, and
Citigroup. The government entities are also contributed about USD24.8
billion issuance in the 1H12019, with Dutch as the largest issuer which issued
a USD6.7 billion sovereign green bond in the period.

Exhibit 1. Top 15 Countries of Global Green Bond Issuance In 1tH2019
H12019 green bond issuance: Top 15 countries
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Source: Climate Bonds Initiative (2019)
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While the developed countries favored to issue the
Green Bond, the emerging countries also keep up
the trend. Although it is dominated by entities from
China and India but many countries have already
step up to the sovereign Green Bond universe. In
the 1H2019 Chile’s government for the first time
issued the sovereign Green Bond that made the total
number of sovereign Green Bond issuers reached 12
countries, including Indonesia.

The Indonesia’s government itself, issued the
second sovereign Green Sukuk (Sharia
Green Bond) on February 15, 2019, with
a total issuance of USDi.25 billion. The
government goodwill to campaign the Green
Debt Securities was also followed
by Bank Rakyat Indonesia
(BRI) who launched the first
global corporate Green Bond in
Indonesia on March 23, 2019
with USD500 million value of
issuance.

Market Challenges

Even if the issuance of Green
Bonds is steadily growing, at
the same time the demand
for Green Bonds with most of
the issues oversubscribed, but
the challenges still exist. Kathleen McNamara,
the UBS strategist wrote: “some issuers will be
reluctant to enter the green-bond market until a
pricing advantage is clearly established...as the
demand for green bonds further develops”. Hiro
Mizuno, the chief investment officer of the GPIF

complicated and cumbersome’ to arrange, while for
investors it’s a bond with the same credit rating and
the same interest rate — but they have to live with
less liquidity”.

While Magnus Billing, the CEO of Alecta
Pensionsforsakring — Sweden, said: “the challenges
when investing in green bonds stem from a
shortage of scalable investment vehicles that could
help investors access local green bond issuances,
rather than lack of regulation defining what green

newsletter PEFINDO

July 2019 Edition

Bonds with most of the

issues oversubscribed,

but the challenges still
exist.
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Fikri C. Permana
ECONOMIST

Jean-Jacques Barberis, head of institutional and
corporate client coverage at Amundi-Paris said:
- “we need to see more issues and diversification into
green securitization, green high yield, and green
' private lending”. The challenges are also told by
Katharine Tapley, the head of sustainable finance at
- Australian bank ANZ who explained “an increasing
number of corporate treasurers look at green bonds
and other environmentally aligned debt instruments
' to not only diversify their financing sources but

77

Even if the issuance of
Green Bonds is steadily
growing, at the same time
the demand for Green

their investor base too, but admitted that
the market is still in its infancy”.

Currently, the Climate Bonds Initiative
counted the green bond outstanding was
USD389 billion by the end of
June 2019. However, if the
numbers were compared to
the Bank for
Settlements data,

International

the global
debt securities outstanding were
more than USD92.3 trillion as
of December 31, 2018, made the
green bond shares to the total
debt securities was only at around
4.2%. While in Indonesia. So far
(until June 2019), the only green
bond is listed by the PT Sarana

. Multi Infrastruktur (Persero) with the issuance of
IDR500 billion from the total limit of IDR3trillion
- Shelf Registration Bond launched on July 10,
2018. The issuance was very low compared to the
 total debt securities outstanding in Indonesia that
reached IDR505.7 trillion at the end of June 2019.

told: “..for issuers, green bonds are ‘more costly and

The small amount of green bond in global’s

(and also in Indonesia’s) debt market is because
there is a process of “building understanding and
- education of the market and third-party ratification
- of sustainability” says Daniel Nissenbaum, LIIF?’s
chief executive officer. Although “...a majority (78%)
of respondents in our 2019 survey stated that ESG
- (Environmental, Sustainability, and Green) is either
playing a growing role or becoming an integral part
'~ to what they do as an organization,” BNP Paribas
Securities Services General Manager, Patrick Colle
bonds are”. Almost the same tone have come from
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Banking Sector

To Continue Facing Asset Quality Pressure

EFINDO is of the view that
the asset quality profile of the
banking industry will remain
under pressure in 2019 amid
. stagnant economic growth,
rising interest rates and rupiah
volatility in the near term,
Business activities may still
take time to recover after
. . concluding %eneral election
in April, which potentially affect loan
growth ‘and accordingly "banks’ asset
quality figures. However, the overall
condition in near to medium term is
still considered manageable, as the asset
uality indicators of banks — particularly
those rated by PEFINDO — are mostly
still within the regulatory threshold. In
addition, the larger banks that dominate
the industry will continue to maintain
relatively Dbetter asset quality profiles,
supported by prudent risk management
practices in loan underwriting and
monitoring, combined with strong loan
growth focused on low-risk debtors and
industries. .
Slower Credit and Deposit Growth
PEFINDO }fl‘Q]eCtS that credit will
grow moderately at around 10% in the
near term, slightly weaker than the
average growth rate in the past five years
of 10.2%. The Indonesian banking sector
is continuously influenced by global and
domestic senfiments. Althou% the US
Federal Reserve (Fed) has just lowered its
interest rate, the volatility of interest rate
movements is still high due to the ongoing
trade war between the US and China. The
movement of US dollars will determine
movements in the value of Rupiah and
lending rates in Indonesia, which in turn
will affect the Bank’ credit growth. At the
same time, debtors with government-
related projects and natural resources
businesses temporarily have slowed down
during 2019 as the effect of presidential
election. These factors will curtail credit
growth in the near term. .
On the other hand, third-party deposits
only grew by 8.7% compared to 10.2% for
loan growth from FY2014-1Q2019. Within
1Q2019, third-party deposits only grew by

Table 1. Asset Quality Indicators In PEFINDO’s Portfolio

No Name of Banks Rating

1 PT Bank Mandiri (Persero) Tbk. «AAA/stable  2.6%
2 PT Bank Rakyat Indonesia (Persero) Tbk. " dAA\A/stal:'Ie 2.4%
3 PT Bank Negara Indonesia (Persero) Thk «AAA/stable  1.9%
4 PT Bank Central Asia Thk. «AAA/stable  1.5%
5 PTBank CIMB Niaga Tbk. «AAA/stable  3.0%
6  PT Bank Maybank Indonesia Tbk. «PAA/stable  2.8%
7 PT Bank Permata Tbk. «AAA/stable  3.8%
8  PTBank OCBC NISP Tbk. (AAA/stable  1.8%
9  PTBank Danamon Indonesia Thk. «PAA/stable  2.9%
10 PT Bank BTPN Thk. «PAA/stable  0.8%
11 PT Bank Shinhan Indonesia «PAA/stable  0.8%
12 PT Bank Woori Saudara Indonesia 1906 Tbk. «AAA/stable  1.4%
13 PT Bank Tabungan Negara (Persero) Thk. JAA+/stable  2.9%
14 PT Bank Pan Indonesia Thk. AA/stable  3.1%
15 PT Bank QNB Indonesia Tbk. AA/stable  3.7%
16 PT Bank Rakyat Indonesia Agroniaga Tbk. wAA/stable  2.9%
17 PT Bank Mandiri Taspen 4AA/stable  0.7%
18 PT Bank Resona Perdania «PA-/stable  2.7%
19 PT Bank Bukopin Tbk. 4A-/stable  5.3%
20 PT Bank Victoria International Tbk. A-/stable  3.9%
21 PT Bank Mayapada Internasional Thk. BBB-+/negative  5.0%
22 PT Bank Capital Indonesia Thk. BBB-+-/stable  2.9%
23 PT Bank Kesejahteraan Ekonomi lr,BEBJr/negative 3.6%

*Source: PEFINDO database, rating as of 24 July 2019

around half the rate of loan growth, or
.2% compared to 11.6%. This resui’ged

In tightening liquidity, with the bankin
industry’s loan to deposit ratio (LDR§
reachm% 94.0% as of 1Q2019, compare
to 90.2% as of 1Q2018. We are_ of the
view that this tight liquidity situation will
continue, especially in the first semester
of 2019, shrinking loan growth further.
However, we also noted that some banks
with tight liquidity have attracted more
depositors by giving higher rates and
creegmg products that cater to customers’
needs.
High NPL in Working Capital and
Smaller Banks

The asset quality profile of banks has
weakened over the last five years, mostly
in the working capital and consumer
segments. The overall non-performin
loan (NPL) ratio increased to 2.5% as o
1Q2019 from 2.2% in FY2014. This was
trlgdgered by the increase to 3.1% from
2.%/0 of the workmg) capital segment’s
NPL ratio, and to 1.7% from 1.4% in the
consumer segment during the same
period. The investment segment recorded
a stable NPL ratio at 2.4%. It should be
noted, however, that the overall NPL ratio
as of 1Q2019 is still an improvement from
its peak of 3% in 2016 and 2017, partl
supported a/ stronger credit growt
particularly during the first quarter of
2019 at 11.6%. ) .

Though the NPL ratio has been risin
across all bank categories (BUKU),
PEFINDO observed that those in the
BUKU I category had been more severely
affected by asset quality pressure than
others. Between 2014-1Q2019, the
NPL ratio of BUKU 1 banks almost
doubled to 4.1% from 2.0%. The lower
number and smaller assets of BUKU I
banks, given that some banks have been
promoted to BUKU II, partly contributed
to this surging NPL ratio. As of 1Q2019
there were 21 BUKU I banks with tota]
assets of IDR817.1 trillion, compared
to IDR201.5 trillion_ from 48 banks in
FY2014. As consolidation continues in
the industry, pushing banks to higher
BUKU categories, those in lower BUKU
categories will be more exposed
to asset quality pressure in the
medium term.

SML (%)

NPL (%)

3.1% 2.9% 2.8% 39% 3.8% 3.5% 3.3%
2.5% 1.8% 6.9% 17.6% 27.4% 17.4%
2.9% 2.6% 2.9% NA  6.0% 3.1% 1.0%
0.6% 0.7% 0.4% 1.9% 1.6% 2.0% 1.6%
2.6% 2.0% 2.1% 55%  4.5% 77%  6.0%
6.6% 8.5% 4.7% 14.7% 10.1% 8.6%  4.5%
3.5% 3.2% 4.2% 8.6%  9.4% 14.0% 10.4%
5.5% 5.6% 2.1% 67.3% 32.9% 33.9% 23.7%
3.0% 2.8% 3.2% 16.1% 22.1% 15.6% 13.7%
3.9% 3.6% 2.1% 84%  3.4% 41%  43%
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The revocation of POJK No 11/
POJK/03/2015 regarding the economic
stimulus in commercial bank activities
in August 2017 has also contributed to
asset quality deterioration. Issued in
2015, the POJK relaxed requirements on
maintaining credit collectability status
and loan restructuring activities. After
it was revoked, some banks experienced
a surge in special mention and non-
performing loans from debts previously
classified as performing under the POJK.

In addition to NPLs, PEFINDO has also
observed an increase in special mention
loans (SML) in the bankin]% industry. As
of 1Q2019, the overall SML ratio was at
5.6%, compared to 4.1% as of FY2014.
Although loans under this category may
still see interest and principal installment

ayments, they are at risk of being

owngraded to the non-performing
category, either due to questions
ongoing concerns or lack of proper
documentation. In a few cases, including
among banks in PEFINDO’s portfolio, the
SML ratio can reach alarming rates of 25-
30%, partly due to a bank’s high exposure
to institutional debtors and economic
sectors heavily affected by the currently
unfavorable macroeconomic condition,
such as mining and property. The further
deterioration of these debtors may result
in NPL ratios exceeding the regulatory
threshold.

The 23 commercial banks rated by
PEFINDO have shown weaker asset

uality profiles during the period of
2016-1Q2019. In most cases, the
highest-rated banks were able to maintain
their stable asset quality indicators
during the period, thanks to their strong
underwriting and monitoring policies,
combined with strong and sustainable
loan growth. Those banks are also
supported by very strong business profiles
as well as the strong likelihood of support
from_their parent companies, which are
mostly foreign banks.

However, a number of banks still
face challenges in imgroving their asset
quality indicators, and even suffer from
extraordinarily high SMLs. In the past few
years, we have expressed concern over this
issue by revising the outlook of several
banks to negative from stable, in addition
to rating downgrades for a few banks.
Although asset quality profile is only one

arameter, it could affect other financial
indicators, particularly Froﬁtability and
capitalization profiles. It a bank fails to
maintain these financial ratios in line
with regulatory requirements, special
supervision by OJK may be triggered.
Deteriorating performance may also lead
to increasing reputation risk, particularl
from the perspective of professiona
depositors such as large institutions. If
they are concerned over the bank’s health,
they may withdraw their funds, which
could lead to additional liquidity pressure
if done on a massive scale, which can be
critical for the bank’s going concern.®
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Loan Profile of Indonesia’s

Local Government

M. Try Satria Pranata
MUNICIPAL ANALYST

__________________________________________________________________________________________________________________________________________________

he Indonesia’s local and
regional governments
(LRGs) are given the

loans), which can be used to

or to fund the construction of public

conditions.
One of the most important policies is

are at least two regulations governing this

concerning State Finance (The Act of State

Finance), the maximum limit of local loans
. IDR41.09 billion. ‘
South Sulawesi had loans from PT Sarana

Meanwhile, based on the Government - Multi Infrastruktur (PT SMI) to finance the |

Regulation No. 56 Year 2018 concerning - construction of 10 provincial roads and 1 |

Local Loans (The GR of Local Loans), the bridge with the loans principal and interest '

maximum limit of local loans is 75% from : balance of IDR64.71 billion. Southeast :

the general revenue of the LRG’s previous Sulawesi also had 10.a ns from PT SMI. to ;
- finance the construction of type-B hospital :
year budget (Anggaran Pendapatan dan N : ;
Belanja Daerah/APBD). APBD al | and 9 provincial roads with the loans |

elanja Daerah/ : SEner; . principal and interest balance of IDR93.01

.~ billion.
~ West Sulawesi also had loans from PT |
' SMI to finance the construction of type-B
Special Allocation Fund (Dana Alokast hospital with the loans principal and interest
~ balance of IDR184.59 billion. Maluku had '
- loans from the central government to finance |
' the construction of basic infrastructure

 through the Investment Fund

is 60% from the Gross Regional Domestic

Product (GRDP) of the particular region.

revenues are the entire LRG’s revenues

that do not have specific usage policies.

Revenues that have specific usage are the

Khusus/DAK), grants, sharing funds of

tobacco excise, and reforestation funds.
The GR of Local Loans is a lex specialis

of the Act of State Finance, as the central

government made more conservative local

loan policies. It is based on the fact that = Investasi/RDI) with the loans

the GRDP is always higher than the APBD
. IDR59.03 billion.

APBD general revenue is more considered | Maximum Limit of Local

to reflect the LRG’s ability to repay its debt Loans

service compared to local loans limit based

general revenue. Local loans limit based on

on GRDP.

Through this article, we will identify
the LRGs that have local loan portfolios, !

specifically to the 34 provincial

governments in the fiscal year of 2017. !
We will also measure the maximum limit

of local loans based on the GR of Local

Loans, to analyse the loan profile against

the maximum limit of local loans.
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Portfolio of Local Loans

Based on the LRG’s financial statement |
(Laporan Keuangan Pemerintah Daerah/

authority to have local LKPD) of 2017 fiscal year, we view that there '

government loans (orlocal | are six provincial governments that have

- portfolio of local loans. The six provinces

£ill the cash flow deficits are DKI Jakarta, East Java, South Sulawesi,

. Southeast Sulawesi, West Sulawesi, and

infrastructures. Considering that the local Maluku.

loans have various risks, several policies

Account  (Rekening  Dana

principal and interest balance of

Province

Based on LKPD of the six

' trillion), Southeast Sulawesi (IDR1.44 trillion), and

West Sulawesi (IDR900.96 billion).

The loan limit based on the GR of Local Loans
was very low compared to the GRDP. Based on
GRDP data published by the Statistics Indonesia
(Badan Pusat Statistik/BPS), we calculated that the
maximum limit of local loans to GRDP of Maluku
was 3.99%, followed by West Sulawesi (2.28%), DKI

. Jakarta (1.55%), Southeast Sulawesi (1.34%), South
As of December 31, 2017, DKI Jakarta |
X . had loans from the central government to
must be regulated to govern its terms and - finance the JEDI project (rehabilitation of
rivers, canals, and reservoirs) and the Mass
- Rapid Transit (MRT) project with the loans
the maximum limit of local loans. There principal and interest balance of IDR1.50
 trillion. Meanwhile, East Java had loans
matter. Based on the Act No. 17 Year 2003 | from Bank Jatim to finance the Dr. Soetomo
- hospital and Dr. Saiful Anwar hospital with '
the loans principal and interest balance of
- the limit.

Sulawesi (0.84%), and East Java (0.64%).
Local Loans Profile

Loan profiles of Indonesia’s LRGs in general
are very conservative. There were only 6 out of 34
provinces that had portfolio of local loans. Of the six
provinces, four provinces had loans principal and
interest balance of less than 5% of the limit, which
were DKI Jakarta (4.11%), Maluku (3.71%), South
Sulawesi (1.85%), and East Java (0.32%). Southeast
Sulawesi was in a higher position, reaching 6.44% of

On top of that, West Sulawesi had a relatively
higher loan profile compared to other five
provinces. West Sulawesi had loans principal and
interest balance of 20.49% from the limit. The
main difference from other provinces is that West
Sulawesi was relatively newly established in 2004
compared to other provinces. It was split off from
South Sulawesi. Therefore, West Sulawesi had
higher needs for public infrastructures rather than

. other provinces.

Referring to that conservative loans profile, there
is still a huge space for LRGs to increase the portfolio
of local loans, especially as an alternative financing
for public infrastructures development. However, we
do not expect the LRGs to reach its maximum limit
of local loans as its debt service will burden their

. APBD that will affect the services given to public.®

Table 1. Local Loan Profile to Local Loan Lomit

Loan + Interest
Balance

[IDR Bilion]

Limit Limit
UU-KN

(DR Billon] %]

Limit
PP-PD
(IDR Billion]

 provinces, e c?liug;el the DKl Jakarta 150377 3655900 141921798 411
; t
 of 201y fiscal year that is 7% of  EStIaa A09 129400 120775079 032
- APBD general revenue of 2016 | Goyth Sylawesi 64.71 350487 M9ME%3 185
. fiscal year. DKI Jakarta had :
 the highest maximum limit of ~SoutheastSulavies 9301 144329 6445416 644
- IDR36.56 trillion, followed by 'yt Sylawesi 18459 900.9 BI5041 2049
. East Java (IDR12.92 trillion),

South  Sulawesi (IDR3.50  Maluku 59.3 1,592.66 BIRY 371
~ trillion), Maluku  (IDR1.59 Source: BPK
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PEFINDO organized a media forum on Tuesday, July 16, 2019. The event took
place in seminar room I of PT Bursa Efek Indonesia. On that occasion, we
- presented the corporate bond development in the first semester of 2019. Mr.
b Salyadi Saputra as President Director of PEFINDO answered questions from
media about the decreasing of bond issuance in the first three months of 2019 and
- mandate received by PEFINDO.

The second segment of the event was covered by Fikri C Permana as economist
of PEFINDO who presented the economic outlook and its impact to the corporate
L bonds issuance in the second half of 2019. The economist explained that the
situation of Indonesia's economic growth and number of corporate bond issuance
would be better than at the first half of 2019 as the impact of the lower domestic
political risk and lower interest rate. However, the current account deficit, accompanied by several global challenges (especially
trade war and inverted yield curve) will probably will affect the Indonesia economy during the second half of 2019.

The event was covered by 26 medias both printed and electronic medias.®

Training Association of Credit Rating Agencies in Asia (ACRAA)

Association of Credit Rating Agencies in Asia (ACRAA) regularly holds training T m
workshops to upgrade rating knowledge and skills, inviting professional experts y '
to conduct short courses on selected topics. As a member of ACRAA, PEFINDO | |
acted as a Resident Event Coordinator of ACRAA training and workshop [ L s, . - 2 g8 0 o
themed “Advanced Analysis of Infrastructure Projects. Energy. Tollways”. The
training workshop took place on Thursday, July 25, 2019 and Friday, July 26,
2019 in the Sapphire Meeting Room at Fairmont Hotel, Jakarta. The training
was attended by rating agencies’ analysts from several ACRAA members and *
also management and analysts from infrastructure field, bank, and investment. @) ACRAA

The speakers in the training workshop included Mr. Edwin Syahruzad PEFINDO ™™ i o et oy, Toliways*

(Temporarily Acting as President Director and Financing & Investment Director S mmmm——

of PT Sarana Multi Infrastructure (Persero)), Mr. Bonifacius Prasetyo (Co-CEO and COO The Non-Government Budget Equity
Financing (PINA)), Mr. Amod Khanorkar (Senior Director—CARE Ratings Ltd., India), Mr. Donny Arsal (Director of Finance PT
Jasa Marga (Persero) Tbk), Mr. Rodrigo Franco (President and CEO Metro Pacific Tollways Corporation, Philippines), Ms. Hilda
Savitri (Managing Director and CIO PT Indonesia Infrastructure Finance), and Niken Indriarsih (SVP and Head of Corporate
Ratings Division, PEFINDO).®

Niken Indriarsih, corporate Rating Analyst Advisor
niken.indriarsih@pefindo.co.id Directors

Andini Puspita Sari, Legal & Compliance
andini.sari@pefindo.co.id

Person In Charge

Editorial Board
Severino Budipratama, auality Control

severino.budipratama@pefindo.co.id Economic Research Division
Hendro Utomo, Financial Institution Rating Analyst
hendro.utomo@pefindo.co.id Publisher

PT Pemeringkat Efek Indonesia

July 2019 Edition
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Exhibit 1. External Debt by Borrowers: Real Sector Dominates

Highlights Private
Sector’s External Debts

Ahmad Nasrudin
ECONOMIC RESEARCH ANALYST

Bondmarket

xternal debt from the private sector
continues to experience stron,
growth, higher than the overall leve

of business activity, as reflected

in Indonesia's economic growth.

From Bank Indonesia data, the debt

_outstanding has reached USD196.9

billion as of May 20193ump1ng more

than doubled compared to its position

in 2010 which was only USD83.8

billion or with a comopound annual growth rate

(CAGR) of around 10%.

From the outstanding,) foreign debt? in the
May 2019, around 75.9% (around USD149.4
billion) came from non-financial institutions,
while the remaining USD36.4 billion came from
the banking sector, and USD11.1 billion from
the non-bank financial institutions. Based on
composition, loan agreements dominated, with a
portion of 61.4% (USD120.8 billion) of the total
outstanding loan as of May 2019. The second
largest was the issuance of debt securities which
contributed 20.8% (worth USD41.0 billion).

Compared to other es of loans, the
issuance of global debt securities has showed the
fastest growth with a CAGR of 15.3% from 2010
to May 2019. Meanwhile, the loan agreements
only increased with a CAGR of 8.1%.

Among the borrowers, non-bank financial
institutions and non-financial institutions gosted
rapid increases, each with a CAGR of 18.1% and
17.8%, respectively. Meanwhile, the issuance of
debt securities by domestic banks only grew at a
CAGR of 5.5% during the period.

Corporate bonds and medium-term notes are
favored by issuers. The value of global corporate
bond outstanding has increased significantly
from only USD6.9 billion in 2010 to USD27.1
billion in May 2019 (CAGR: 16.5%). Meanwhile,
the outstanding global medium-term notes
jumped to USDg.9 billion from only USDo.3

illion in the same period.

Indonesia's sovereign rating upgrade to
“Investment Grade” level allows a reduction of

the cost of funds. The up%rade allows companies
in Indonesia to obtain a i%%er rating compared
to the previous ratln%_.l at way, they can
borrow at a relatively cheaper rate, although it
also depends on their performance conditions
and prospects.

owever, significant debt increases could
pose several concerns. The effects of a trade war
affect not only the business of the borrower,
but also the exchange rate, which can increase
their debt burden. When the rupiah depreciates
(1;1ite deeply, they must collect more rupiah
than before to repay the loan, which is mostly in
term of US dollar. This is of course even harder
because trade war can weaken their business,
and reduce their ability to generate higher
income.

The risk is even greater because most loans
are short-term in tenor. Of the total external debt
outstandingl as high as 56.6% (around USD111.5
billion) is allocated for working capital and the
rest is for investment. This means that most of
the funds are used to finance short-term needs,
whether they are to fund the daily operations or
to rgp(iz:ly liabilities that are due in the short term

eriod.

P Finally, most debt has come from sectors
with weak growth performance. The top four
sectors that contribute to external debt are the
mining sector, the manufacturing sector, the
electricity procurement sector, and the financial
and insurance services sector; which in total,
contributed around 75.2% of total private
sector’s external debt in ...?. Those four sectors
recorded below 5% revenue growth in...?. Based
on the realization in the second quarter of 2019,
the mining sector contracted by 0.71% year
on year (YgoY), the manufacturing sector grew
3.5% YoY, the electricity procurement sector
grew 2.2% YoY, while the financial services and
insurance sector grew 4.6%. Higher debt growth
compared to business growth will certainly
increase the risk profile and the possibility of
default from the company.®

Exhibit 2. Outstanding of Global Debt Securities by Private Sectors

(in USD billion)

(in USD billion)
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