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In Q3 real GDP eased slightly to 11.5% yr/yr 
from 11.9% in Q2, leaving first nine months 
growth at 11.5%. Investment remains the main 
driver, though investment in fixed assets in the 
first 9 months was slightly down on a year ear-
lier. Retail sales growth continues to acceler-
ate, indicating that consumption is growing 
more rapidly, a key policy objective. Exports, 
however, continue to grow faster than imports. 
Inflation also eased slightly in September to 
6.2% yr/yr but, expect further monetary policy 
tightening. And, as the USD continues to 
weaken pressures on Beijing to accelerate 
exchange rate appreciation are mounting. 
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Rising world prices make exporting agricul-
tural goods more profitable but the counter-
part is a drastic domestic price increase of 
basic foods. As a result, Russia is introduc-
ing price controls and considering raising 
export tariffs to prevent spiralling prices. 
Elsewhere in the CIS (Commonwealth of 
Independent States). Kazakhstan’s gov-
ernment has also ordered ministries to look 
at ways of increasing stockpiles of basic 
foods and Ukrainian politicians took similar 
measures last year. Expect CIS govern-
ments to continue to use non-market meas-
ures to court popularity.  
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The second-round run-off in the presidential 
elections will be held on 4 November. The 
result remains in the balance, though the latest 
opinion poll shows centre-left candidate Alvaro 
Colom of the UNE, the largest party in con-
gress after September’s elections, having re-
gained a 4 percentage point lead over Otto 
Perez Molina, a security hard-liner, of the PP. 
However, a large number of voters are unde-
cided in what has been the most violent cam-
paign since the end of the civil war in the mid-
1990s. Expect economic policy continuity, but 
the new president to face an uphill struggle to 
solve endemic violence and organised crime. 
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The controversial dismissal of the anti-
corruption agency chief has plunged the 
government into crisis, after mass rallies 
last week and the resignation of three minis-
ters. Public support for the People's Party, 
the coalition leader, has dropped to 4.8%, 
but PM Kalvitis survived a no-confidence 
vote. His next challenge is passage of a 
tight 2008 budget. Failure here would oblige 
his government to step down. Moreover, the 
political crisis comes just as the overheated 
economy requires decisive economic poli-
cies, particularly fiscal tightening, if a soft 
landing is to be achieved. 
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Moody's upgraded its LT sovereign ratings to 
Ba3 from B1 (stable outlook), citing a track 
record of fiscal prudence, falling public and 
external debt levels, ample foreign exchange 
reserves that provide sufficient cushion to 
offset temporary external financing shocks 
and sound economic policies, underpinned by 
political stability. Ongoing structural reforms 
were also commended, but further progress 
was urged to achieve a sustained improve-
ment of the business environment. Following 
a broad-based 6.1% increase in H1, expect 
real GDP growth to record 6%+ in 2007 as a 
whole, the fastest pace in 11 years. 
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Cyril Ramphaposa has been formally nomi-
nated as a candidate for the ANC party lead-
ership elections in December (the precursor 
to the presidential elections which the ANC 
candidate is expected to win comfortably). 
This looks like an attempt to float the idea of 
a centrist compromise candidate between 
supporters of President Mbeki who cannot 
stand for another consecutive term as presi-
dent, though he can as leader of the party, 
and his deputy Jacob Zuma, a populist. 
Ramphaposa is a politician turned busi-
nessman and was a font-runner to succeed 
Nelson Mandela, but was beaten by Mbeki. 
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A long-running three-way armed conflict—left-
wing guerrilla groups (FARC and ELN) right-
wing paramilitaries (UAC) and government 
forces, along with the related illegal drugs 
trade, undermines internal security. However, 
the situation has improved under President 
Uribe—re-elected in 2006—though his sec-
ond-term has been dogged by alleged links of 
individuals within government to the paramili-
taries. Economic performance has also 
strengthened, owing to high commodity 
prices, better policies and the improved secu-
rity situation, reflected in strong FX inflows 
that recently have complicated monetary pol-
icy and boosted inflation. Expect GDP growth 
of 6.6% in 2007 and 5.3% in 2008. 
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President Aliyev's firm leadership creates a 
degree of domestic political stability, though 
regional stability remains poor in the Cau-
casus generally. Also Azerbaijan has yet to 
resolve its dispute with Armenia over Na-
gorny Karabakh. The opening of the Baku-
Tbilisi-Ceyhan oil pipeline combined with 
high world oil prices has resulted in an im-
pressive annual average real GDP growth 
rate of 30% in 2005-07, large current ac-
count surpluses—19% of GDP in 2006— 
and rapidly increasing FX reserves. As a 
result external liquidity indicators are rela-
tively strong. However, inflation remains 
high and rapid credit growth poses a threat 
to banking sector stability.  
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ELECTIONS Argentina  Cristina Fernandez de Kirchner, as expected, won the presidential elections comfortably in first round.  

Trinidad & Tobago : general elections to be held 4 November 
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