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The impact of the financial market turbulence
on emerging economies has so far been lim-
ited. However, this looks increasingly like a re-
pricing of risk globally—the almost inevitable
end to several years of easy money—which
will place more focus on sound policies and
strong external balances and could expose
more fragile currencies. There is still some
scope for the unwinding of leverage to trigger a
full-blown credit crunch in the coming weeks,
but otherwise most emerging economies
should remain resilient. The big risk for them is
that the US housing market turns the current
likely slowdown into recession.

Georgia claims that Russian aircraft fired a
missile on its territory about 40 miles west of
Thilisi, an accusation quickly denied by Rus-
sia. The incident threatens to worsen bilateral
relations, also strained for many years, pri-
marily because of Russian support for Geor-
gia's breakaway Abkhazia and South Ossetia
regions, but also over related issues such as
the mass deportation of Georgians from
Russia, expulsion of Russian officials from
Georgia and trade bans on Georgian ex-
ports. As energy-poor Georgia is still de-
pendent on gas imports from Russia, expect
economic risk to remain high.
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Two by-elections (resulting from political as-
sassinations) left government-aligned parties
with one less parliamentary seat. The Free
Patriotic Movement's (FPM) victory in one poll
underlined its leader Michel Aoun’s claim to
represent the Maronite Christian community
and therefore be frontrunner for presidential
elections in September/October. The FPM now
commands 23 parliamentary seats and is allied
to the Shia/Hezbollah opposition (35). Parties
supporting PM Fouad Siniora’s coalition gov-
ernment now have 70 seats. Do not expect
quick resolution of the political paralysis, sec-
tarian violence and business disruptions.
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The government imposed an immediate three-
month ban on grain exports in response to
soaring domestic prices, citing the need to fight
inflation. However, consumer price inflation
was only 4% yr/yr in July and core inflation just
2.3% (well below the end-2007 target of 4-8%).
Moreover, inflationary pressures in 2007 have
mainly stemmed from higher energy prices,
rapid wage growth and expansionary fiscal
policy at a time of relatively strong economic
growth (real GDP increased by 8.7% in Q1).
The move also underscores the unpredictabil-
ity of policymakers and the business environ-
ment and poses a particular problem for grain
roducers with export commitments.

Systemic political stability is low, threatened by
recurrent turmoil and ongoing security issues,
particularly in the southern islands of Min-
danao. However, real GDP growth, the current
account (surplus) and FX reserves remain
robust as a result of traditionally strong inflows
of remittances. Moreover, inflation is back un-
der control and previously high fiscal deficits
have been reduced through spending cuts.
Nevertheless, overall fiscal stability remains a
concern because of the failure to address
structural weaknesses in revenue. Other con-
cerns include a high external debt burden and
relatively uncertain business environment.

Record highs last week. Currently USD71/barrel and averaging USD65.5/b year-to-date (USD66/b in 2006).
Presidential and legislative elections 11 August. Solomon Berewa is favourite to take over the presidency.
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President Calderon’s PAN looks to have held
on to the governorship of the state of Baja
California in elections last weekend. The poll
was more comfortable for the PAN than had
been expected, as its candidate, Jose Gua-
dalupe Osuna, has 50% of the vote com-
pared with 43% for the PRI candidate, Jorge
Hank, with 90% already counted. The win
maintains the PAN’s hold in the first state it
won from the PRI (1989) and is a defeat for
old-style PRI politics. One downside for the
government is that this defeat for PRI could
complicate getting that organisation’s support
for the president’s fiscal reform bill.

Gold and foreign exchange (FX) reserves
increased by more than USD1bn in July, the
largest rise in 18 months and more than
double the average monthly increase in H1,
as the central bank (SARB) took advantage
of rand strength to purchase FX. Import
cover of around 4 months is comfortable in
relation to external debt but a large current
account deficit (6.5% of GDP 2006) signifies
a structural imbalance and the need for fur-
ther reserves accumulation. Meanwhile, with
inflation breaching the official target range (3-
6%) in the last three months, expect further
tightening of monetary policy, with SARB
signalling higher interest rates next week.

The economy continues to improve, with
3.8% annual average GDP growth in 2003-
06, supported by policies facilitating full debt
relief under the HIPC and MDR initiatives.
However, the election of leftist Sandinista
Daniel Ortega as president in November
2006 created considerable uncertainty over
the future direction of economic policy and
the political system. Some concern is war-
ranted as there are a number of negative
signs, yet the administration is also close to
agreeing a new IMF PRGF and the president
also faces domestic political constraints on a
leftwards lurch. Expect growth of 4% in 2007.
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