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The religious, conservative and ruling AKP of
PM Erdogan won last Sunday's parliamentary
election with a surprisingly high 47% of the
vote, followed by the secularist CHP (20%) and
the nationalist MHP (14%). As a result, the
AKP can comfortably form a government on its
own but it still lacks the two-thirds majority it
needs to choose single-handedly Turkey’s next
president. This should persuade Erdogan to
nominate a consensus candidate, thereby
restoring political stability. If he refuses to do
so, the election result still has the potential to
prolong the political crisis that erupted over the
previous AKP nominee in April.

Violence continues to mount in response to
military action to oust Islamic militants be-
sieged in a radical mosque in Islamabad.
President Pervez Musharraf may attempt to
use heightened security concerns to continue
as head of both the military and the govern-
ment and he may seek to circumvent elec-
toral and constitutional constraints on doing
so. Meanwhile, the Supreme Court re-
instated the chief justice—over-ruling
Musharraf's March dismissal—and this may
signify a concerted attempt to prevent
Musharraf's dual aspirations. Expect further
violence and political uncertainty.

Far from slowing, GDP growth accelerated to
11.9% yr/yr in Q2. Investment remains a key
driver. However, the pace has slowed slightly
while retail sales have continued to acceler-
ate, which at least points to some re-
balancing. Net exports are much stronger
than expected, as export growth remains
strong, while import growth has slowed. Infla-
tion jumped to 4.4% yr/yr in June, though the
acceleration is still mainly food price driven.
The authorities have responded by tightening
monetary policy again. Expect more tighten-
ing and 11.3% GDP growth in 2007 overall
(11.1% revised 2006), with annual average
inflation of around 3.5%.
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Last week, the UN Security Council process
_ failed to resolve the status of the independ-
ence-seeking Kosovo region as Russia—
upholding Serbian objections—rejected three
western-backed draft resolutions. The issue
has now been moved out of the UN to the
"Contact Group"—an informal body that in-
cludes the US, Russia, major EU countries and
members of the affected parties—but there is
litte hope of a negotiated settlement. Mean-
(' while, Kosovo's PM Ceku proposed 28 No-
Y vember as the date for declaring independence
) )
unilaterally, though he ruled out such a move
without US and EU support.

The central bank cut interest rates by an-
other 50bps last week, lowering the bench-
mark SELIC rate to 11.5%, as inflation and
expected inflation—though it has nudged
upwards in recent months—remains within
the bank’s inflation target, which has been
retained at 4.5% (central rate) for 2008-09.
Expect further cuts, with SELIC dipping
below 11% by year end, though the split
vote among the monetary policy committee
at the latest meeting may indicate a return
to smaller step reductions of 25bps. This
will be an important contributor to stronger
growth in 2007-08 so expect GDP to in-
crease by 4-4.5%.

Mounting public protests against the Sep-
tember 2006 military coup turned violent for
the first time last weekend, but police quickly
regained control. On the economic front, the
baht has continued to appreciate against the
USD (7% so far in 2007) despite the political
uncertainty. Last week, the military-installed
government urged the central bank (BoT) to
cut its key interest rate further to curb the
strong baht, which has put pressure on ex-
ports. The BoT promptly did so (by 25 bps to
3.25%)—casting doubt on its independ-
ence—and also proposed to allow the public
to open USD-denominated bank accounts.
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— Following elections generally deemed fairly
* contested, Ellen Johnson-Sirleaf became

president in January 2006 becoming the coun-
try’s first elected head of state following 14

The recently elected octogenarian PM has
suffered serious ill-health, creating some
uncertainty, though systemic stability is not
threatened. A narrow base—bananas and

= years of debilitating and violent civil war, which tourism—Ileaves the economy vulnerable to
ended in 2003. Good relations are maintained external shocks. It is also prone to hurri-
with international organisations and the donor canes. Nonetheless, in 2004-06 real GDP
community. Prospects have improved consid- grew by an annual average 5.4%. The large
erably and real GDP expanded by over 9% in fiscal deficit (6% of GDP) and rising public
2005 and 2006. Expect a rate of around 13% debt ratios are key weaknesses, though
, - for this year and 2008. However, growth has # membership of the ECCU has contributed
increased import demand and the current ac- " to low inflation. The current account deficit
count deficit (17% of GDP) requires careful is structurally large (around 20% of GDP)
management. Moreover, West Africa is a high but external liquidity overall is adequate and
risk region for private sector business. the ECCU peg is not at risk.
Elections Albania : Bamir Topi elected president 20 July; Cameroon: President Biya's ruling party gained a landslide victory in

parliamentary elections 22 July; Papua New Guinea: Results so far indicate that current PM will form a new coalition.
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