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The liberal Civic Platform (PO; 41.4% of the
vote) surprisingly defeated with ease the ruling
Law and Justice (PiS; 32.2%) in Sunday's par-
liamentary election, followed by the Left and
Democrats (13.2%) and the Peasants Party
(PP; 8.9%). PiS's two former small populist
coalition partners were eclipsed. The result and
the highest turnout (55%) since communism
ended point to considerable sentiment against
the Kaczynski twins (president and PM, both
PiS). The most likely outcome is a new coali-
tion government of PO and PP. Expect a shift
away from populism and nationalism towards
more business- and more EU-friendly politics.

Following the 17" CPP congress, the new
nine-man Politburo Standing Committee was
revealed this week. This is an important step
as the next generation of leaders to take over
in five years is expected to emerge from this
group. Two newcomers—Xi Jingping and Li
Kequiang—are regarded as most likely to
succeed as president and PM. Xi Jingping
appears to be ahead, though Li Kequiang is
seen as President Hu Jintao’'s protégé.
Nonetheless, as Hu Jintao’s “scientific devel-
opment” and “harmonious society” concepts
are now enshrined in CPP doctrine, expect
more balanced growth to remain core policy.

The Pakistan People’s Party leader, Benazir
Bhutto, returned last Thursday from eight years
in exile. An assassination attempt failed but the
bomb explosions killed and wounded hun-
dreds. Responsibility for the bombs has not
been claimed but militant Islamists oppose her
closeness to the US and her deal negotiations
with President Pervez Musharraf. Expect the
parliamentary elections scheduled for January
to go ahead, unless security further deterio-
rates. In this case, Musharraf may declare a
state of emergency, which cannot be dis-
counted. With Musharraf's re-election as presi-
dent on 6 October still being reviewed by the
Supreme Court, expect continuing volatility.

% ! &&&

The central bank monetary policy committee
left the benchmark interest rate unchanged last
week, the first pause in cuts in this period of
monetary easing, which began in September
2005. Inflation at 4.2% yr/yr in September is
within the bank's target range of 4.5%
plus/minus 2%—also retained as the target for
#1' 2008-09—and consensus expectations are for
3.9% by end-2007 and 4.1% at end-2008, but
the action reflects caution over burgeoning
( domestic demand and possibly some concern
over global financial market turbulence. This
( may be just a pause, but expect cuts in 2008 to
be much more limited.
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The military junta has paved the way for a
return to democracy, as a general election is
now scheduled for 23 December. However,
expect political uncertainty to continue as the
military dissolved the popular TRT party,
pushed through a controversial new constitu-
tion—which may produce unstable govern-
ments in the future—and is likely to control
politics behind the scenes after the election.
Strong economic fundamentals have so far

( limited the impact of the political turmoil on
country risk, but waning consumer and inves-
tor confidence have already dampened GDP
growth and there is a risk of a longer term
economic slowdown.
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Cristina Fernandez, President Kirchner's
wife, remains well ahead in the run-up to
presidential elections due this weekend and
is still well placed to win in the first round,
according to the latest opinion polls. Also,
ahead of the elections, President Kirchner
has pressured banks into agreeing lower
interest rates on SME and personal loans,
supermarkets into lowering some key prices
and placed restrictions on pension funds’
assets abroad. Beyond the elections, how-
ever, expect the main need to be for more
orthodox policy tightening to curb inflation,
although it remains to be seen if the new
government will head in that direction.

President Bakiyev dissolved parliament and
called early elections, after Sunday's 75%
vote in favour of a constitutional overhaul.
Constitutional conflicts have been an unre-
solved source of tension since Bakiyev swept
to power in the wake of the "Tulip Revolution”
in 2005. The opposition accuses Bakiyev of
failing to deliver on promises of democratic
reform. It also claims that constitutional
changes are a move towards authoritarian-
ism and that they will not, as Bakiyev claims,
give more power to parliament. Expect ongo-
ing clashes on the issue and political risk to
remain very high.

Colonel Muammar Qadhafi has distanced
Libya from international terrorism and aban-
doned plans to have weapons of mass de-
struction. Such actions paved the way for the
removal of UN and US sanctions and, in-
deed, next year Libya takes a two-year seat
on the UNSC. Economic indicators are very
positive (large fiscal and current account
surpluses and an import cover of over 30
months). Although there are lingering political
concerns—including succession issues—and
the structural business environment, though
improving, remains weak, a more pro-
business stance is being initiated and struc-
tural reforms are openly debated.

A parliamentary poll to elect the state president was postponed (for the second time) until 12 November.
Last week, the central bank cut its benchmark interest rate by 50bps to 16.75%.
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