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Voting by parliament for the president is un-
derway. Foreign minister Gul is easily ahead
after the first round, but short of the two-thirds
needed to win. He may also fall short in the
second round (24 Aug), but the AKP has the
simple majority needed to win the third. This is
a re-run of voting that precipitated early gen-
eral elections after military opposition to Gul's
candidacy over the possible implications for
secularism but, perhaps crucially, the AKP now
has a ringing electoral endorsement. The mili-
tary may have little option than to accept the
outcome, though it's not over yet. Nor is global
market turbulence and Turkey can ill-afford
heightened political tension.
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The Electoral Commission postponed gen-
eral elections due on 27 August pending
assessment of the damage caused by Hurri-
cane Dean, which hit the southern coast of
the island. A new date will be announced
shortly. Opinion polls just before the hurri-
cane gave PM Portia Simpson-Miller’s ruling
PNP a slim lead over the opposition JLP
(40% to 38%) though the JLP appears to
have the momentum. Expect the result to be
close when elections go ahead. Early esti-
mates of the hurricane damage suggest that
none of the islands hit will trigger the World
Bank’s new Caribbean Catastrophe Risk
Insurance Facility to help with re-building.

The Congress-led coalition government is frag-
ile, with communist allies hardening their
stance against the proposed nuclear deal with
the US and claiming that the latter would
thereby have an undue influence on India’s
foreign policy. Potentially, by withdrawing their
support, the communists could bring down the
government. However, by doing so they could
lose political leverage if they are not included in
a new administration, so expect a compromise
to be worked out. The issue also highlights an
important structural weakness in that unwieldy
coalitions make political and economic reforms
hard to enact, which in turn constrains India’s
potential growth rate.
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President Chavez has announced proposed
constitutional changes. Principal among these
is the removal of presidential term limits, allow-
ing him to rule for life. Legal status would also
be granted to “communal councils”, the nu-
cleus of Chavez' socialism, by-passing munici-
pal and state governments. Some states would
be re-grouped, the central bank would lose its
independence and coal and gas reserves
would be nationalised. The working day would
( also be reduced to six hours. Given the presi-
) dent’'s control of congress and popularity ex-

pect the proposals to be approved (first by the
National Assembly and then by referendum).
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President Hifikepunye Pohamba’s effective-
ness remains uncertain as his predecessor,
Sam Nujoma, remains influential as leader of
the ruling SWAPO party. Regional relations
focus on close links with neighbouring South
Africa. Political and economic reform has cen-
tred on land reform. An export base of dia-
* monds, fish and uranium generates a healthy
external balance, although FX accumulation
has been limited and import cover remains
below three months. The business environ-
ment is relatively supportive, sound and above
average for the region, although human devel-
opment and infrastructure are relatively weak.
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As part of overall financial reforms, the cen-
tral bank announced that the naira will be
fully convertible for current account transac-
tions by 2009. Currently, it sets the exchange
rate and limits the amount of foreign currency
circulating by selling it through Dutch auc-
tions. The intention is to improve liquidity in
the banking system and promote foreign
investment. Additionally, the currency will be
re-denominated from August 2008, with 100
old naira equivalent to 1 new unit. Expect the
re-denomination to take place but full con-
vertibility will depend on currently good

macro-economic conditions (that is, high oil
prices) continuing this year and next.

Sayf al-Islam Qaddafi, son of the head of
state and his potential successor, is seeking
a new constitution to strengthen Libya's po-
litical system and is promoting media free-
doms and an independent bank. Do not ex-
pect full democratic liberalisation but such
announcements indicate that Libya's new
openness and stepped reforms will continue.
Libya has launched an USD80bn develop-
ment plan to improve infrastructure, including
upgrades of water, sanitation and transport
systems, and promote private business. Also
expect keen foreign interest in the country’s
first gas licensing round in December.

Systemic political risk is moderate. A change
of leadership after the presidential election in
March 2006, as well as the legislative polls in
March 2007, went relatively smoothly. Inter-
national relations are good and IFls have
granted regular assistance. Substantial debt
relief under the HIPC and MDR initiatives in
2003-06 provides an environment in which
external obligations can be sustainable, sub-
ject to careful management of high current
account deficits. Nevertheless, the economy
remains largely dependent on agriculture,
thereby indicating a vulnerability to fluctuat-
ing commodity prices.

China

The central bank raised interest rates again (the 4™ this year) and loosened (selectively) controls on capital outflows.
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