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Relations with the US have deteriorated this
month. Firstly, Turkish authorities reacted
strongly in protest against a US congressional
panel declaration that the death of Armenians
at the hands of Turks in 1915 represented
genocide. Turkey threatened to reduce logisti-
cal support for US troops operating in Iraq.
Secondly, the Turkish parliament yesterday
authorised its military to cross into (oil-rich)
northern Iraq to pursue PKK rebels. This does
not mean that an incursion is imminent, but the
US is concerned that potential Turkish action
could further destabilise Irag. Oil markets are
also concerned, with the benchmark Brent
hitting an all-time high of USD84.5/barrel.

Final results of last month's parliamentary
election released on Monday give a slim
majority of a combined 228 seats out of 450
to the pro-Western "Orange" parties Yulia
Tymoshenko Bloc (YTB) and Our Ukraine
(OU) of President Yushchenko. PM
Yanukovich's ruling Regions Party and his
Communist allies won 202 seats and the
independent Lytvyn Bloc 20 seats. YTB and
OU have already agreed to form a coalition
government under Tymoshenko as the new
PM. However, expect political uncertainty to
continue in a country where party defections
are common and personal animosities and
policy differences tend to disrupt coalitions.
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The National Assembly—dominated by Presi-
dent Chavez’' supporters—began formal con-
sideration of 58 constitutional amendments
designed to further advance the president's
radical-left revolution. The proposals will end
presidential term limits and central bank auton-
omy, permit direct appointment of regional
officers and suspension of “due process” in a
state of emergency, assign 5% of the budget to
“communal councils” and reduce the working
day to 6 hours. Expect Assembly approval this
month, despite protests from smaller parties
over 25 last minute additions, and endorse-
ment by popular referendum in December.
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The Monetary Policy Committee increased the
benchmark repo rate by 50bps to 10.5%. Since
mid-2006, the repo has been increased
350bps, reflecting concerns about inflationary
pressures. The central bank now expects CPIX
inflation to remain above the target range (3-
6%) through to Q1 2008 when it will peak at an
average 6.8%. With currently high wage set-
tlements (7.2% in the nine months to Septem-
ber) and imported energy costs, inflation risks
remain on the high side. However, economic
growth appears to be slowing and, in particular,
the rate of consumer spending is easing, so
expect this latest interest rate increase to be
the last in the current tightening round.
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King Mohammed VI remains popular and the
monarchy provides systemic stability, although
lack of resolution to the Western Sahara dis-
pute affects adversely regional relations. Mo-
rocco has FTA status with both the US and EU
and the economy is robust, showing resilience
in a more competitive international tex-
tile/clothing market since expiry of the MFA in
2005. Budget deficits, despite being halved to
around 2% of GDP, represent a key challenge
for the authorities. Privatisation receipts, tour-
ism earnings and strong workers' remittances
bolster the external sector. Expect GDP growth
of 3.5% this year and 5% in 2008.

Last Sunday’'s parliamentary elections in-
volved all opposition parties for the first time
in almost two decades and turnout was 95%.
Final results are not yet in but the ruling RPT
won a majority. International observers re-
ported that polling was peaceful, unlike the
2005 presidential elections that were marred
by violence. There is an economic impetus
behind the elections as foreign donors have
largely suspended aid for 15 years because
of concerns relating to political freedoms.
Expect EU funding to be resumed, an IMF
PRGF to be initiated (with HIPC debt relief a
prospect) and a boost to the economy.

Estimates indicate that real GDP growth
accelerated to 9.4% yr/yr in Q3, up from
8.7% in Q2 and 6.5% in Q1, fuelled by strong
domestic demand and, in particular, a prop-
erty boom. Expect about 8% growth in 2007
as a whole. Inflation climbed to a 14-year
high of 2.9% yr/yr in August. Nonetheless,
the risk of overheating, which is a common
concern at present, is limited. This is be-
cause inflation has been driven by seasonal
and one-off factors higher prices for food
and oil and tax increases and, in any event,
is still low. Moreover, domestic credit growth
is in check and the current account continues
to record large surpluses.

Changes of government are peaceful and
democratic. The current one is likely to
struggle in elections in March 2008, though
the main parties are not ideologically far
apart. The economy depends on tourism, fish
and plantation agriculture. Oil production
began in 2006, boosting export earnings and
growth. Over-expansionary fiscal policy ne-
cessitated external debt restructuring (com-
pleted 2007) but there is now a primary fiscal
surplus compatible with a sustainable debt-
GDP trajectory, a much smaller current ac-
count deficit and improved external liquidity.
Expect 3-3.5% GDP growth in 2007-08.

Elections

Poland : parliamentary on 21 October; Lebanon : presidential on 23 October.
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