






















































































brokers operating on the JSE.
Secondly, the ADB report is

expected to touch on the legal
structure of the market. "It needs
streamlining," says Abdulgani. She
offers as an example the several
duplicates of four separate docu­
ments that have to be presented to
BAPEPAM or kept on record for
every transaction. Legal changes are
thought to be largely outside the
scope of the ADB's present research,
though they are believed to be the
subject of a similar study in progress
by the Unit Trust of India.

One topic will be of particular
interest to outside investors: the
possibility that the rules on who can
manage funds on-shore will be
changed to open up the markets to
locally based foreign managers.

Thirdly, and likely to be closer to
the core of the ADB report, will be a
look at the problems faced in trading
and clearing.

At the moment prices are made on
the JSE in lots of 500 shares. "That
means problems if you want to buy
525 shares," Abdulgani says, "brok­
ers get confused and it puts the
settlement system under pressure."
In addition despite rule changes
permitting the creation of bearer
shares, most scrip is still registered,
with the company keeping its own
records of who owns what.

Reduced lots

The answer to these problems
seems to be for the authorities to
reduce the size of trading lots;
encourage firms to issue only in
bearer form; and for the exchange to
develop a central clearing house.

The fourth problem the report is
expected to tackle, that of custody,
will mean changes tying in with
those to trading and settlement
before the way can be paved for full
automation.

A number of the larger banks and
brokerages do run custody opera­
tions, but they are reported to be
under fire. "Custodians cannot see
the light of day when managers start
running their accounts aggressive­
ly," reports Betsey Wood of Merrill
Lynch. Another fund manager
warns that, "if the government
doesn't improve settlement and
custody then there is a danger of
chaos at the JSE in the next few
months:" It is the single most
serious problem facing the author­
ities," says Edmund Wong of Fidel-
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ity's Indonesian Capital Fund,
"when everyone is buy, buy, buy,
its fine - but if people want to take
profits, will they be able to?"

The key according to Abdulgani,
and the solution it seems likely the
ADB report will suggest, is im­
proved communication. Telephon­
ing into Jakarta from abroad is
notoriously difficult, communica­
tions within the city itself are bad,
and as Abdulgani's experiences
with her own broker show, getting
to the right person at the right time
is 'never easy.

On line
The obvious solution is the in­

stallation of an improved telephone
network. At the moment AT&T,
Ericson, NEC and Alcatel are all
bidding for a $300m government
contract to do just that. But, obser­
vers say the problem is chronic and
getting worse, and that someone
may be forced to dig deeper still to
allocate the appropriate funds.

"Those fund~ will be available,"
Abdulgani maintains, "the govern­
ment is keen."

In fact the money may not have to
come directly out of government
coffers. By transferring ownership
into the hands of its members, the
JSE will be able to tap directly into
the profits it is generating.

The Bank Ekspor Impor Indonesia
played a key role in setting up the
privatised exchange which now
exists in the regional capital of
Surabaya. Horas Simatupang, the
general· manager of its banking
services division, explains that he
had agreed to sponsor a similar
process for the JSE. "The govern­
ment has said that it must become a
limited company, a stock exchange
which like everywhere else in the
world, is financed and administered
by its membership."

The main problem in privatisa­
tion, he thinks, will be how to alter
the role of BAPEPAM. Like most of
those involved with the venture he
believes that eventually BAPEPAM
will renounce its administrative
function, and like the Securities and
Exchange Commission in the US act
simply as a watchdog.

The worry for outside observers,
on the other hand, is that the speed
of proposed change will lead to
overheating.

The key figures in Jakarta's finan­
cial centre are aware of this and

often refer to the need to stagger
change. Wati Abdulgani referred to
Singapore as an example to be
followed. "They started with the
same problems," she says, "and it
took them ten years to go from
manual to full automation." She
thinks Indonesia will benefit from
their experience. Horace Simatu­
pang thinks that new systems can be
put in quickly, but "that people
need time to adjust." Both recognise
that the automation and other
developments will have to be stag­
gered, the back offices cleaned up
first before other trading systems
can be installed.

Free market flow
But no visitor to Indonesia can

avoid the conclusion that the over­
whelming optimism of its capital
markets is built on an unquestion­
ing belief in the free market. "We
must move," says Abdulgani, "there
are at least 60 companies waiting in
the wings to list ... we should let
them all go ... the interest from
companies is there, the interest from
investors is there ... the market will
mature by itself." Adding, "If In­
donesia wants the big boys to play,
it must play their game and show
them that the market is ready for the
big as well as the small."

"Let the free markets flow," adds
Simatupang. "The Indonesians have
taken a leap of faith," says Dudley
Howard of Jardine Fleming, "and
have implemented executive deci­
sions which have moved the market
along at a dramatic pace."

Most believe that the pace of
change itself will ensure that the JSE
will become better regulated. As
more companies come to the market,
they argue, demand will be met by
supply, and those who want to beat
the competition will be forced, for
example, to improve disclosure of
their activities. Marzuki Usman, the
powerful head of BAPEPAM is
known to see the addition of new
companies to the official listings as
the best solution to overheating.

Few people with a stake in the
development of the Indonesian
capital markets will admit to any
real fears of a shake-out before the
second wave of reforms take effect.
But at least one observer worries
that Indonesian investors have yet
to learn, "that you can win, but you
can also lose." They have a lot to
prove in 1990.
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