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This is the first in a series of short articles that 
aims to identify key themes, opportunities 
and threats in emerging markets as we 
navigate this uncertain and rapidly changing 
investment environment. Much of the noise 
around emerging markets these days centres 
around global macro themes that, for reasons 
that make sense in the very short term, do 
not differentiate between countries, sectors 
and stocks in the asset class based on the 
success or failure of corporates to growth 
their earnings, or in many cases, even have 
any. The historically very strong correlation 
over most time periods in history between 
corporate earnings growth and stock market 
performance has partly and temporarily 
broken down, but our strong belief is that, as 
ever, this is just a temporary displacement. 

Historically, there has also been a very high correlation between 
country reforms and stock market performance through the 
mechanism of reforms promoting economic growth, and 
companies having a better potential earnings growth trajectory in 
countries that are growing strongly. 

Reforms can occur at many levels and have been a catalyst for 
strong growth at some stage in every emerging market, and every 

developed market before that. Reforms as they affect stock market 
investors fall largely into three categories, political reform, economic 
reform and stock market reform. Individual country reform 
processes can encompass one, two or three of these categories as 
we have seen many times throughout emerging market history. The 
most high-profile example in modern times of all three categories 
dovetailing to create new investment opportunities has been the 
ending of communism in Russia and Eastern Europe. The changing 
economic model in the late 1990’s in China, whilst not as dramatic 
to the outside world, was arguably even more influential in driving 
returns for investors over the following 30 years. 

An even more recent example would be the economic reform 
programme started in 2015 in Saudi Arabia, and termed Saudi 
Vision 2030, which included the opening up of the stock market to 
foreign investors for the first time ever. 

As bottom-up investors in emerging markets we don’t trade 
these events from a macro perspective, but we would always rather 
have the strong tailwinds created by strong economic growth as a 
backdrop for our portfolio companies to flourish. We have recently 
seen another potentially game changing reform process in Asia begin 
to take shape and this note will outline the economic reform process 
in Indonesia and the strong potential for the recently passed Omnibus 
law to raise the trajectory of economic growth in the country. 

Looking first at the history of growth in Asia since 1980, there 
are clear, and in some cases extremely significant differences 
between growth rates. This depends largely on the timing of 
reforms and also the ability of incumbent regimes to maintain 
progress in the light of internal and external challenges. Whilst not 
wanting to write a modern history of Asia, it is quite startling how 
different outcomes can be achieved from a very similar starting 
point and very similar geography and demography. 
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To try and put Indonesia’s recent law changes in context, we 
have rebased the GDP numbers in the chart below to 2006, the 
year that Vietnam joined the WTO. As shown from the first chart 
above, Vietnam’s reforms, post the 1986 de-communisation of 
the country, did not move the economy forward substantially until 
the mid 2000’s. When more significant and more meaningfully 
imposed free market reforms and anti-corruption policies were 
introduced, the results speak for themselves.

Whilst Indonesia certainly doesn’t look bad in this context, a 
55% differential in the size of the economy in 14 years is certainly 
notable. Which leads us to the reason for this note. On 5 October 

2020, after eight months of deliberations, Indonesia passed the 
Omnibus Law on Job Creation. It consists of 175 articles that revise 
articles from 73 existing laws, including labour reform, tax reform 
and investment reform. It requires the implemented regulations 
to be issued within three months. We believe this is the most 
important economic reform package of the Jokowi government, 
and we think it will improve the medium-term growth outlook for 
the country substantially. 

Indonesia’s inflexible labour markets and muddled regulatory 
environment (i.e. unclear jurisdiction between central and local 
government) has prevented it from attracting foreign direct 
investment and upgrading infrastructure in order to replicate the 
job-creating, manufacturing export model seen elsewhere in Asia.

One of the most significant sections of the Omnibus package is 
the employment law changes which include a severance package 
reduction from a maximum of 32 months to 25 months, 19 of 
which will come from employers and 6 from unemployment 
benefits. That still leaves the burden on employers higher than 
at Asian peers but by much less than previously. Additionally, 
renewal limits on fixed period contractors have been removed, 
again narrowing the gap with Asian peers. Fixed-contract renewal 
limits and severance pay were two of the most prominent areas 
previously identified as detrimental to attracting investment 
into the economy, both internal and external. The much more 
competitive and much more flexible Labour law results can be 
seen in the chart below highlighting that severance payable by 
employers is being cut by 46% on an average across the board to a 
maximum of 19 months’ salary vs 32 months previously.

Asian country real GDP growth since 2006 
 

Source: Renaissance Capital, data as at 28 September 2020. Figures up until 2019 are 
actual figures, figures after 2019 are estimated.

Worker severance pay for redundancy dimissal in weeks of 
basic salary by years of tenure 
 

Source: World Bank Doing Business 2020, UBS, September 2020.

Asian country real GDP growth since 1980 
 

Source: Renaissance Capital, data as at 28 September 2020. Figures up until 2019 are 
actual figures, figures after 2019 are estimated.
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Other initiatives enshrined in the new laws include simplification 
of the land acquisition process for construction and the establishment 
of a Land Banking institution to manage land including redistribution 
of land to the citizens. These laws should simplify and speed up 
the process for foreign direct investors to acquire sites for their 
businesses. Accelerating the digital spatial planning policy and the 
standardization of building permit issuance, together with de-
centralising licensing services should also increase the ease of starting 
businesses in the country. Simplification of immigration services 
for investors should certainly help the flow of investment as well. In 
addition, and potentially very significant for the investment climate is 
that dividend tax will be scrapped and Corporate income tax reduced 
to 20% (-2% pts) by 2022 under a separate law.

So how did these structural issues impact Indonesia relative to its 
peers? Two numbers prove quite compelling evidence. Indonesia’s 
exports to GDP averaged merely 20% over 2015-19, compared to 
almost 70% in Malaysia, and commodity exports dominate total 
merchandise exports (c60% in Indonesia in 2017, compared to c30% 
in Malaysia). There is definitely a huge amount of scope on the export 
structure of the economy to benefit Indonesia, with the substantial 
positive impacts this would have on the local economy to follow. 

The successful passage of the reformist “Omnibus Bill” is a 
major milestone given Indonesia’s history of political and economic 
patronage (which has bound the nation state but impeded reform). 
Obviously, there are risks to practical implementation and of a 
populist backlash. There are politicians who are seeking re-election 
in 2023, unlike President Jokowi who is in his second and final 
term, who may lose their reform resolve. Alongside this, regular 
demonstrations have been taking place organised by the labour 

unions who are incentivised to protect the rights of current workers 
rather than to create jobs and prosperity for those not in work. These 
demonstrations have lessened, given the passing of the Bill but it 
is crucial now that the implementation phase is pursued rapidly in 
order for the positive effects of the new changes to be evident to the 
population by the next election date. Successful implementation 
of the new laws is likely to have many positive impacts on the 
economy including higher private investment, more formal jobs, 
higher incomes and the resulting ripple effect on businesses that are 
not even directly impacted by the changes. 

The ongoing pandemic and US/China trade tensions may have 
taught investors and governments not to put their capital or their 
manufacturing orders in just one country. Consequently, the 
timely Omnibus Law provides an opportunity for Indonesia to tap 
potential direct investments that seek diversification, especially 
to countries that offer higher growth than the global economy. 
The Fiera Capital Emerging Market Growth Strategy currently 
holds only one position in Indonesia, but we are very familiar with 
a number of high-quality growth stocks that have the ability to 
benefit from a sustained higher growth rate of the economy and 
a subsequent increasing wealth trajectory of the population. We 
will be following very closely the implementation phase of the new 
laws in our search for new portfolio additions. 

 

Dominic Bokor-Ingram
Senior Portfolio Manager, Frontier Markets
Fiera Capital (Europe) Limited 
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PEFORMANCE 
Past performance will not necessarily be repeated and is no guarantee of future results. Inherent in any investment is the potential for loss. The value of any investments 
and any income generated may go down as well as up and is not guaranteed. Charts and graphs herein are provided for illustration only and do not guarantee any return. 
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FORWARD‐LOOKING STATEMENTS 
This document contains statements which constitute forward-looking statements. These statements may include statements regarding the intent, belief or current 
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This document may include statements that are, or may be deemed to be, “forward-looking statements”. These forward-looking statements can be identified by the use 
of forward-looking terminology, including the terms “believes”, “estimates”, “anticipates”, “expects”, “intends”, “may”, “will” or “should” or, in each case, their negative 
or other variations or comparable terminology. These forward looking statements include all matters that are not historical facts. They may appear in a number of places 
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and the markets in which it, and its portfolio of investments, invest and/or operate. By their nature, forward-looking statements involve risks and uncertainties because 
they relate to events and depend on circumstances that may or may not occur in the future. Forward-looking statements are not guarantees of future performance. The 
Company’s actual investment performance, results of operations, financial condition, dividend policy and the development of its financing strategies may differ materially 
from the impression created by the forward-looking statements contained in this document. 

INDICES 
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as defined by MSCI. This Index, MSCI Frontier Markets Index, is deemed as the most appropriate benchmark for the composite and is used for comparison with other 
representative accounts within the strategy. 
The MSCI World Index is a broad global equity index that represents large and mid-cap equity performance across all 23 developed markets countries. It covers approximately 
85% of the free float-adjusted market capitalization in each country. 


