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President-elect Cristina  Fernandez de
Kirchner has revealed her cabinet for when
she takes over from her husband on 10 De-
cember. The main change is a new economy
minister, Martin Lousteau, to replace Miguel
Peirano, who announced that he would not
continue, both decisions appearing to support
the view that the economy minister is in a
weak position. Overall, the incoming cabinet
appears to signal policy continuity, at least
initially. This is unsurprising as it was largely
her husband’s policies that won the election.
Yet, problems are building and policy needs
adjustment. Expect the key to be the role that
President Kirchner will play.

Speculation has mounted that the Gulf Co-
operation Council (GCC) countries will aban-
don their currency exchange rate pegs to the
USD, which has weakened significantly this
year. Inflationary pressures are rising within
the GCC economies but authorities are un-
able to respond by increasing interest rates
because monetary policy is dictated by ac-
tions of the Fed, which has been cutting
rates. In May, Kuwait moved to an exchange
rate regime using a basket of currencies and
the UAE recently questioned the dollar peg,
but expect unified action—if any—and much
will depend on Saudi Arabia, which has a
conservative strategy.
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Growth of real GDP accelerated to 3.7% yr/yr
in Q3, up from 2.8% in Q2 and 2.6% in Q1.
Manufacturing output increased by 1.8%, the
most rapid rate this year and construction was
up 2.4%, but services were the strongest
driver. Yet, with the US economy—which
takes 85% of exports—slowing sharply, recent
domestic monetary policy tightening feeding
through and inflation still high relative to tar-
get, this looks like a peak. The economy may "
be more resilient to the US cycle now than in
2000-01, but it is far from immune. Expect !
lower growth in 2008.
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In this week’s parliamentary elections 880 can-
didates, including 199 women, stood for 110
seats in the lower house (Chamber of Depu-
ties). Campaigning was largely on economic
issues as unemployment is estimated at 14-
30% of the labour force. However, restrictions
embedded in the electoral law ensure that
independents (mostly loyal to the king) will win
a majority of seats. The opposition Islamic
Action Front (IAF) threatened a poll boycott,
subsequently rescinded. The lower house can
propose laws but the upper chamber is ap-
pointed directly by the king, so expect Abdullah
Il to continue to wield considerable powers,
whatever the election outcome.

Political stability has improved, but the ruling
coalition is unwieldy. PM Sir Michael Somare,
though recently re-elected, having become
the first PM to complete a term, is threatened
by political scandal and, in any event, plans to

step down in three years. The mineral sector,
principally gold, silver, oil and copper, domi-
nates the economy, contributing to volatile | + +
growth, but high commodity prices, combined
with sound fiscal and monetary policies, pro-
duced annual average growth of 3% in 2003-
06. External liquidity has also improved. How-
ever, the business environment remains
weak. Expect growth of 5% in 2007.

Although prone to natural disasters, Cyclone
Sidr, which is estimated to have claimed
around 3,500 lives and affected around four
million people, is one of the worst. Expect the
death toll to rise. The cyclone brought down
power lines and destroyed vital crops, par-
ticularly rice—the staple food. Donors have
so far offered USD390mn in emergency aid,
including USD250mn from the World Bank.
Expect the military-backed caretaker gov-
ernment that took over in January after a
period of political violence to extend its man-
date. A state of emergency already existed.

Last weekend's parliamentary elections in
the breakaway Kosovo region were won by
the PDK under former rebel leader Thaci
(34% of the vote), well ahead of the ruling
LDK (22%). External observers deemed the
poll as largely fair, although turnout was a
low 45%. Thaci, the likely next PM, an-
nounced that Kosovo could declare inde-
pendence "immediately" after 10 December,
the UN deadline of internationally mediated
talks, even if these fail to yield a deal, which
is likely. The EU, while supporting independ-
ence, has warned against unilateral action as
this could lead to more instability and conflict
in the wider Balkan region.

The business environment has deteriorated
further through heightened government eco-
nomic intervention and the increasingly au-
thoritarian rule of President Nazarbayev. The
economic outlook is also worsening, as a
credit boom has led to severe liquidity prob-
lems in the banking sector in the wake of the
recent global liquidity crunch, with banks
facing difficulties in refinancing maturing
external loans. Although a full-blown banking
crisis is unlikely in the short term, expect a
sharp decline in credit expansion to dampen
real GDP growth to less than 8% in 2008
from an average annual 10%-+ in 2000-07.

Poland : new government of PM Tusk sworn in 16 November. Croatia : parliamentary 25 November. Romania: Euro-

pean parliament 25 November.
Central bank cut benchmark rate by 25 bps to 5.5%.
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