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Emerging markets are weathering the global
financial storm relatively well—in the key mar-
kets, equities have bounced back, spreads on
sovereign bonds are still relatively low and
exchange rates have not weakened dramati-
cally. This reflects generally stronger external
balances and improved debt dynamics. None-
theless, as the IMF points out, there are strong
financial linkages that have elevated risk in
EMs. Notably, there has been a marked in-
crease by many countries, especially in emerg-
ing Europe, in bank borrowing abroad, part of
which has gone towards fuelling strong domes-
tic credit growth and carry trade-style external
financing by corporates.

Do not expect parliamentary elections on 30
September to initiate dramatic changes. The
pro-Russian  Regions Party of PM
Yanukovich is again likely to win, followed by
the pro-West "Orange" parties—the Yulia
Tymoshenko Bloc and Our Ukraine of Presi-
dent Yushchenko, with none having a major-
ity. Do expect a protracted period of coalition-
building, with the outcome possibly depend-
ing on smaller parties. Also expect continued
political instability after the poll as no poten-
tial coalition is likely to get the two-thirds
majority needed to clear the underlying con-
stitutional shortcomings, the principle cause
of instability.

Constitutional assembly elections will be held
this weekend. Opinion polls give President
Wt Correa a high personal rating and his Allianza
movement has a good chance of gaining con-
trol of the assembly, either outright or with the
support of other left wing/indigenous groups.
With the centre-right and traditional politicians
in disarray, expect the polls to prove correct.
This will almost immediately set up a confron-
tation with congress as the president and his
! supporters have said that they will use the
L assembly’s powers to dissolve it. Strong gov-
st ernment control of the assembly increases the
likelihood of radical-left change in the country.

Real GDP expansion eased slightly to 6% yr/yr
in Q2 from 6.4% in Q1, with domestic demand
remaining the major growth driver. The gradual
slowdown is likely to continue as a result of
monetary and fiscal tightening, as well as a
less benign global environment. The central
bank has increased interest rates three times

( since June 2007, citing concerns about infla-
tionary pressures and exchange rate volatility.
&# Expect further rate hikes. In August, parliament

approved a tax reform package and social

welfare payment cuts that will dampen house-
) hold spending. Expect full-year growth of 5.5%
in 2007 and 4.5% in 2008.

The political crisis that erupted in April seems
to have eased following the impressive election
win of the ruling AKP in July, but the underlying
tensions between the moderate Islamist gov-
ernment and the secular establishment (includ-
ing the military) remain a cause for concern.
Surprisingly, the current global financial turmoil
* has so far little affected local markets. None-
theless, expect Turkey to remain highly vulner-
able to increased risk aversion in global finan-
& Il cial markets because of its large ST external
financing requirements and the potential for an
abrupt exchange rate adjustment because of
perceptions of an overvalued lira.
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Oil: Brent is currently USD77/barrel (average USD67/b year-to-date); Gold: is currently USD728/0z (USD665/0z).
Pakistan Presidential elections are now scheduled for 6 October. General elections are to be held by 15 November.

In the absence of a two-thirds quorum, par-
liament this week postponed its election of a
new state president—who, by political con-
sensus, must be a Maronite Christian—until
23 October. Pro-Syrian MPs stayed away
and the anti-Syrian 14 March Movement only
has a majority of 68 out of 128 seats in the
Chamber of Deputies, following several as-
sassinations. Parliament has until late No-
vember to choose a successor to pro-Syrian
President Emile Lahoud. Expect an escala-
tion in existing tensions and continuing sec-
tarian divides to underscore an already para-
lysed decision-making process.

The wholesale price index increased 3.5% in
the 12 months to 1 September, the lowest
level since August 2005. This partly reflects
lower vegetable prices and may be, to some
extent, seasonal but inflation is comfortably
below the central bank’s target of 5% for the
year to April 2008 so expect monetary policy
to loosen its tightening bias, following five
interest rate increases in the last year. These
have yet to dampen overall growth (Q2 GDP
9.3% yr/yr). Meanwhile, the main stock mar-
ket index, Sensex, pushed through a new
record high this week, reflecting good corpo-
rate earnings and foreign investment inflows.

President Teodoro Obiang Nguema Mba-
s0go maintains tight control, although health
concerns raise succession issues. While
Obiang’s son appears groomed to take over,
political transfer is unlikely to be smooth. The
economy was transformed in the early 1990s
by the discovery and exploitation of oil—
hydrocarbons now account for around 90%
of exports. As a result, annual growth of real
GDP recorded an average 18% 2003-06 and
remains buoyant. Membership of the CFA
franc zone limits risk of transfer problems but
the private sector business environment is
weak outside the hydrocarbons sector.
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