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Indonesia – Earlier this year it seemed that the country was
following the path to redemption
 After the pro-reform Joko Widodo (Jokowi) was elected as president in July, investors engaged in a kind
of euphoria. An euphoria that was reinforced by the first signs of some imbalances that were being fixed.
 After central bank tightening measures, Indonesia’s current account deficit reduced from 4.4% of GDP in
4Q13, to just 2.1% in 1Q14, but … this positive dynamic was interrupted abruptly (see the chart). Why?
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Indonesia – The losing candidate (Pravowo Subianto) leads a
coalition dedicated to obstructing Jokowi’s reformist agenda.
 A series of parliamentary moves (driven by the losing candidate Subianto) to re-concentrate power in
the hands of old Jakarta elites would be undermining the reformist impulse driven by the winning
candidate, that include (1) the elimination of fuel subsidies within four years, (2) reforms in the labor
market practices, and (3) reforms in the area of foreign investments.
 The good news is that (according to sources familiar with the issue) coalitions in Indonesia are
extremely fluid, what means that Jokowi could end up making deals that give him parliamentary
majority.
 The bad news is that (also according to sources) fluidity is driven by a political “quid pro quo”, which will
likely force the new president to dilute his reform agenda to accommodate vested interests, and this
could cause some consternation among investors. Especially among foreign investors).
 The short term risk is that these political shenanigans will probably delay the much needed structural
reforms.
 All these factors could result in a combination of low national politics and poor economic
policies, which in turn will keep Indonesia in a difficult position:
1. Still managing its challenging external position
2. Adjusting its economy to the end of a weakening commodity cycle
3. Which in turn will undermine the transition towards a more sustainable trajectory (as India
appears to be doing)
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Conclussion – The Indonesian has already done its
job! So it is better to take profits now.
 If Jokowi (and thus Indonesia) declines to take the hard choices and waits for
better external conditions, who knows if Indonesia will be able to leave de
“Fragile Five” club.
 According to this, and given its impressive relative outperformance compared
to its peers, and (of course) compared to the developed markets, we think it
is now time to close our buy recommendation and TAKE PROFITS!
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Legal Disclaimer
All the sections in this publication have been prepared by the financial institution’s team of analysts.
The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a
technical and subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have
extracted, evaluated and summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up
reasonable opinions on the issues analyzed herein.
The opinions and estimates in this document are based on market events and conditions that took place before the publication of this document,
and therefore cannot be determining factors in the evaluation of future events that take place after its publication.
The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market
indices chosen have been selected using the exclusive criteria that the financial institution regards as most appropriate.
The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds
readers that any past performances mentioned do not in any circumstances imply future returns; that the investments analyzed may not be
suitable for all investors; that investments can fluctuate over time in terms of their share price and value; and that any changes that might occur in
interest rates or currency exchange rates are other factors that may also make it unadvisable to follow the opinions expressed herein.
This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have
been mentioned, and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to
making a decision to proceed with a specific investment.
This document does not, therefore, analyze any other determining factors for properly appraising the decision to make a specific investment, such
as the risk profile of the investor, his/her knowledge, experience and financial situation, the duration or the liquidity of the investment in question.
Consequently, investors are responsible for seeking and obtaining appropriate financial advice in order to assess the risks, costs and other
characteristics of any investments they wish to make.
The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the
valuations in this document, or any possible errors or omissions that may have been made when preparing this document.
The financial institution reserves the right to change the information in this document at any time, whether partially or in full.
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