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Two months after becoming head of state
President Umaru Yar'Adua has announced his
cabinet. Yar'’Adua himself will control the en-
ergy portfolio—perhaps signalling a genuine
desire to stamp out corruption—and Sham-
sudeen Usman as finance minister should
reassure foreign investors that economic de-
regulation is a policy priority. Yesterday, 40
senior military commanders, including generals
in charge of the army's five divisions, were
forced to stand down. Yar'Adua is striking an
independent, brave line but military and cabinet
purges are routine and Nigeria is not easily
governed. Expect continuing power struggles
between federal and state governments.

Last week’s tightening of monetary policy—
the central bank’s key interest rate increased
25bps to 3.75%—was the first since August
2006. While inflation in June was 0.7% yrlyr,
still below the official 1-3% target, the change
in policy stance is driven by rising expecta-
tions of global inflationary pressures, particu-
larly as Israel is a commodity importer, and
domestic pressure from high wage demands.
However, interest rates remain relatively low
(still below the 5% at end-2006) and below
US equivalents. Consequently, despite re-
cent tightening, expect real GDP growth
(5.4% in Q1) to remain buoyant but also
expect further rate rises.

The central bank (CNB) increased its key
policy interest rate by 25bps to 3% on 26 July.
This was the second rate hike this year fol-
lowing 25bps on 1 June and reflects CNB
concerns over the gradual acceleration of
inflation (2.5% yr/yr in June) and a weakening
koruna exchange rate (about 4% depreciation
against the euro in H1). Expect further inter-
est rate rises owing to the upside risks to
consumer price inflation stemming from do-
mestic wage pressures as well as euro zone
interest rate movements. However, expect the
CNB to meet its end-year target of 3% (+1
percentage point).
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Economy minister Patino was replaced by his
deputy Fausto Ortiz last week over alleged
attempts to manipulate external debt prices—
allegations that have damaged President
Correa’s ratings. Ortiz is seen as a moderate
on external debt restructuring (which points to
continued payments in the near term). How-
ever, the economy ministry’'s functions are
under review and debt strategy could become
the responsibility of a committee, reducing
Ortiz’ influence. Also, an audit committee con-
tinues to scrutinise the debt’s “legitimacy”. So,
while the constituent assembly is likely to be
prioritised in the next few months don’t expect
the restructuring threat to go away.
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Although the one-party (Communist) system is
not under short term threat, economic transi-
tion will need to be matched by political open-
ing eventually. The political leadership changed
in 2006, though this reflected the need for a
tougher anti-corruption stance rather than a
major policy shift. National Assembly elections
were held in May 2007. Expect gradual eco-
nomic liberalisation to continue, with WTO
entry (Jan 2007) a key driver. External liquidity
is strong and debt ratios manageable. The
structural business environment is also improv-
ing. Real GDP grew by an annual average
8.1% in 2004-06. Expect 8.6% in 2007.
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In May, the currency peg was shifted from
the USD to an undisclosed currency basket.
Since then the central bank has adjusted the
exchange rate three times (latterly on 25
July), with a 2.5% appreciation overall. Other
GCC currencies remain USD-pegged and,
with the USD weakening, regional econo-
mies face inflationary pressures at a time
when domestic liquidity is high from oil and
gas revenues. Expect heightened specula-
tion that other GCC states will alter their ex-
change rate policies and that plans for a
monetary union (2010) will be abandoned.
However, do not expect imminent changes.

Last week, Moody's upgraded its LT sover-
eign ratings to A2 from A3 (stable outlook),
citing a lasting track record of fiscal pru-
dence, a favourable macroeconomic per-
formance, a strong external liquidity position
and the containment of geopolitical risks
(following recent relatively positive six-
nation talks with North Korea). Real GDP
grew by 4.5% in H1, similar to H2 2006
(4.4%) though down from 5.7% in H1 2006.
Main growth drivers have been both in-
vestment and exports, with the latter ap-
pearing quite resilient, despite the strength
of the won exchange rate. Expect full-year
growth of 4.3% in 2007 after 5% in 2006.

The economy continues to depend heavily
on oil and gas production—around 66% of
GDP and more than 90% of government
revenues and export earnings. High prices
have led to a favourable fiscal balance,
huge current account surpluses, a large
well-paying public sector, an extensive wel-
fare system and a position as a net external
creditor. This has served to maintain a high
degree of political stability, despite the ab-
sence of democratic mechanisms. Although
a range of structural problems is evident,
expect efforts to tackle these to remain lim-
ited. Nevertheless, stability is not at risk.

South Africa

CPIX inflation was 6.4% yr/yr in June, compared with a target range of 3-6%. Expect further monetary tightening.
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