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The Floor Cracks: Inside MSCI's Move to 
Downgrade Indonesia

MSCI has opened a consultation to reclassify Indonesia from Emerging Market to Standalone Market status. Here 
is the reform record behind that decision, and why we believe the case for staying invested still holds.

Early October, we were getting more constructive on Indonesian equities. Fiscal discipline was holding, Indonesia's MSCI-driven reforms were
showing steady progress, and we were treating the pullback as an entry point. This view was reflected in our increased equity allocation. We
anticipated further scrutiny from MSCI, but not an escalation to a potential reclassification to Standalone Market status, a development that took
much of the market by surprise.

On 15 October 2026, MSCI said it "considers Indonesia's continued classification as an Emerging Market no longer appropriate" and opened that
consultation. The IHSG opened down 8.01% the next morning, triggered the exchange's first trading halt, and fell as much as 11% intraday, the
steepest one-day drop since January 1998.

MSCI first flagged Indonesia's market structure in January 2026, and Indonesian regulators spent the nine months since answering it with real
rule changes, not just statements. The reform record is real. MSCI says it has not produced evidence it can measure yet. Both are true, and that
gap is the story.

What MSCI Is Asking For
Three things have worried MSCI since January: opaque ownership structures, concentrated shareholdings in a small number of hands, and
suspected coordinated trading that undermines the market's investability. The consultation runs until 30 April 2027, with a final decision due 30
June 2027. The existing accessibility freeze stays in place throughout.

Date What Happened What Changed

28 Jan 2026 MSCI opens a formal accessibility review Free float, ownership opacity and coordinated trading flagged; index 
freeze begins

Feb-Apr 2026 Indonesia rolls out its core reforms Free float minimum raised to 15%; over-1% ownership disclosure; High 
Shareholding Concentration framework launched

Through 2026 Enforcement mechanism stood up ~140 issuers tracked toward 15%; special notation and a delisting 
framework for holdouts

23 Jun 2026 MSCI's Annual Review Emerging Market status retained, but information-flow rating cut to 
Negative

15 Oct 2026 MSCI opens the Standalone Market 
consultation

Reforms "acknowledged" but not yet evidenced as materially effective

Mar 2027 Compliance deadline for 15% free float arrives The date MSCI's own ask can finally be measured against

The Argentina Parallel
Argentina offers the closest precedent for what Indonesia faces now. MSCI removed it from the Emerging Markets Index in June 2021 over
capital controls with no resolution in sight, a five-month fall with no extended consultation window.

Under President Milei, Argentina cut inflation, posted a budget surplus, rebuilt reserves, and lifted FX controls for individuals in April 2025, a
faster, deeper reform push than Indonesia's. It still was not enough. MSCI's 2025 and 2026 reviews both kept Argentina in Standalone, citing
restrictions that still block institutional investors from moving capital. Analysts now put a realistic upgrade at 2027-2028, five to seven years after
the downgrade.

MSCI judges results, not effort. Argentina's problem is still unresolved today. Indonesia's is mostly a waiting game: the rule is already written, and
the deadline is just five months out. That is a real point in Indonesia's favor. But the pattern holds regardless: once a market loses Emerging
status, getting it back has historically taken years, not one good review.

Where This Leaves Us
MSCI ranks markets Emerging, then Frontier, then Standalone, each step down meaning less liquidity and weaker investor access. MSCI skipped
the Frontier option for Indonesia entirely, saying it would not reflect how serious the problems are. That is not one step down, but two:
Standalone sits outside both the Emerging and Frontier indices, so Indonesia would fall out of the benchmark's global passive funds track
altogether.

The near-term damage is already visible: the IHSG opened at 5,393.92 on the news, net foreign equity selling has reached over USD 4.7 billion in
2026, and the index is down more than 30% for the year. A formal reclassification adds a structural leg on top, since funds benchmarked to the
MSCI Emerging Markets Index would have to exit entirely, not rebalance. An earlier estimate modeled USD 2.2-13 billion of outflows for a Frontier
downgrade, the shallower scenario MSCI just bypassed; a dedicated Standalone figure, and its index-level impact, has not been published yet.

With that being said, there is real reason for optimism here. Argentina's 2021 downgrade took five months start to finish, with no consultation
period at all. Indonesia gets a genuine window instead, open until April 2027, before anything is decided. That is working room, not a formality.
OJK, IDX and KSEI have moved with real speed over the past nine months once the ask was specific, and that reform engine is already running.
What is left is proving it.

We understand that times are tough right now. But some of Indonesia's strongest entry points have come exactly when the story felt most
uncertain. With valuations near, or perhaps cheaper than, Covid-19 levels, and our holdings built on strong fundamentals and prudent
management, our conviction has not wavered. Stay the course if you are already invested, and consider this volatility an attractive
opportunity to enter.
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