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Week of 7th September 2020 

What’s on our mind this week? 

Is the Indonesian Central bank’s independence threatened?  

One of the key debates emerging from the COVID-19 crisis has clearly been the role of 

central banks and the function they do, or indeed should play in stimulating domestic 

demand. From the smallest countries to the largest regional economies, monetary 

stimulus has clearly had a profound impact on financial assets and, no doubt the breath-

taking speed at which markets have recovered from the 1Q crash this year can be largely 

ascribed to massive liquidity injections across the world.  

Central bank independence however is always a thorny issue. As much as all countries 

tout the separation of monetary and fiscal policy, the reality can be very different. If even 

in the world’s most developed economy you have a president tweeting thinly veiled 

threats against his own Fed chairman, one has to question to what extent the central 

bankers in less developed or transparent jurisdictions are able to push back against 

government meddling.    

Last week it was reported a draft bill has been presented in the Indonesian parliament 

that could radically change its own central bank’s mandate. Included in the proposal is a 

plan to expand the role of Bank Indonesia, the Central bank, to allow policies promoting 

GDP growth and employment while also potentially adjusting the monetary policy voting 

panel to include members from government ministries. The bill is very much at the early 

stage and would take many months to be debated and refined although this could 

represent one of the biggest shifts in Indonesian financial policy for over 50 years.  

Although the initial headlines appear quite chilling it should be viewed in some context. 

The blurring independence of central banks is a phenomenon taking place all over the 

world, particularly in the backdrop of the COVID crisis. In the Asian region alone, countries 

such as Philippines, India and of course China, already see significant government 

influence on monetary policy. Furthermore, it is highly likely the bill will be watered down 

in its final version. After the experience of the Asian financial crisis in the late 1990’s, 

Indonesia remains very aware of the risks of a loss of investor confidence given the high 
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foreign ownership in the domestic bond market, particularly as it is an economy with a 

persistent current account deficit. The substantial currency volatility seen in previous 

decades could trigger massive investor concerns which the government knows it cannot 

afford. We would therefore be highly surprised to see a substantial change in policy after 

the country has spent the past 20 years winning back investors trust. Nevertheless, there 

is a risk of policy creep. Earlier this year we already saw Bank Indonesia begin purchases 

of domestic government bonds through its own version of quantitative easing and this is 

something that needs to be closely scrutinised over the coming months. Our exposure to 

Indonesian bonds and equities will therefore be pro-actively monitored and adjusted to 

reflect any change to the risk or policy environment.      

  

—————————————————————————————————— 

Samsung’s network equipment business expansion 

Samsung Electronics announced a network equipment supply deal with US telecom 

operator Verizon. This is the largest network deal in Samsung’s history, and it is expected 

to help expand Samsung’s presence in the global network market, especially in the 5G 

space. The network equipment supply deal with Verizon is worth US$6.6bn, which is 

equivalent to 3.4% of Samsung Electronics’ 2019 total revenue. The contract is a 5-year 

contract that is set to expire on 31st December 2025. As a reference, Samsung’s 

communication network business generated an annual revenue of US$3.2bn on average 

over the past three years. The core technology of a baseband station is the baseband chip. 

The baseband chips used by Samsung’s 5G baseband stations are expected to be sourced 

from Marvell, an American company. This is different from Huawei’s strategy which is 

internalising its core baseband processor. 

The network equipment market is estimated to be around US$150bn per year. It is largely 

dominated by Huawei, Nokia, Ericsson, ZTE, and Samsung, in that order. Due to the 

current geopolitical situation, Chinese players including Huawei and ZTE are expected to 

lose some of their global market share which was as high as approximately 40% in 2019. 

On the other hand, Samsung’s global market share in networking equipment is currently 

estimated being less than 2%. We believe this contract with Verizon could be the start of 

a reshuffling among the five global network equipment manufacturers, Samsung standing 
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to benefit from Huawei’s blacklisting by the US government. If we make the assumption 

that Samsung could grab 20% of the global market, network equipment could then 

contribute to a 15% revenue upside on the top of its memory, logic foundry, handset, and 

display business. 
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