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The election results will ultimately depend on whether the electorate clamours for reform

or stability. If the preference is for the former, current Governor of Jakarta Joko Widodo

(Jokowi) from the PDI-P will likely emerge victorious. If the inclination is towards

stability, hard-charging ex-general Prabowo Subianto, from the Gerindra, could yet

achieve a come-from-behind victory. While we continue to view Jokowi as the favourite,

the polling gap between the two candidates has closed markedly, suggesting that the

race will be a close one.

While his policy platform has not yet been fully elaborated, Jokowi's ability to streamline

bureaucratic inefficiencies, improve public finances, strike a balance between pro-

business and pro-welfare policies, as well as willingness to take politically unpopular but

necessary measures to right economic imbalances could provide some upside potential

for the infrastructure, mining and oil and gas sectors.

With inflation remaining well above Bank Indonesia's (BI) target range, we believe that

the central bank will look to retain its tight monetary policy stance for the time being.

However, we still envisage one interest rate cut before the end of Q414 as BI shifts

towards a more growth supportive stance amid a slowing economy.

Major Forecast Changes

We have downgraded our end-2014 forecast on the Indonesian rupiah to

IDR11,500/USD, from IDR11,000/USD previously, owing to the currency's recent

weakness, as well as the heightened volatility that Indonesian assets have witnessed
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ahead of presidential elections. Should Prabowo Subianto win the election, we

believe that further downside risk may come to fruition as a fresh sell-off could take

shape.
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