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Dmitry Medvedev, first deputy PM and Gaz-
prom chairman, is likely to become the next 
president in spring 2008 after receiving the 
backing of President Putin for his candidacy. 
Investors generally welcomed the choice, as 
Medvedev is seen as a liberal. Nonetheless, 
expect broad policy continuity as he is a Putin 
protégé. Also expect Putin to retain consider-
able influence, probably as PM, a position 
which Medvedev, in return, has proposed for 
him after he steps down as president. Mean-
while in foreign affairs, relations with the West 
deteriorated further this week as Russia sus-
pended the CFE treaty (a key arms control 
treaty) as well as British Council operations.  
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Inflation hit 6.9% yr/yr in November, an 11-
year high. Though mainly reflecting food 
prices, non-food prices accelerated, to 1.4% 
yr/yr. While improved supply should lower 
food price inflation through 2008 and fuel 
costs partly accounted for the non-food pick 
up, the authorities are concerned enough to 
have underscored tighter monetary policy by 
officially changing the stance to “tight”. No-
vember trade data confirm slower export and 
strengthening import growth. With the US-
China Strategic Economic Dialogue this 
week, there could be some gesture on the 
exchange rate, but in any event expect more 
rapid appreciation in 2008. 
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Tuesday’s bombings targeting government and 
UN buildings in Algiers were a further reminder 
of the potency of terrorist activity in the region. 
Al-Qaida's North Africa wing claimed responsi-
bility and is believed to have orchestrated a 
series of attacks across the country this year 
after several terrorist groups, including the 
Salafist Group for Preaching and Combat 
(GSPC), came together under the Al-Qaida 
banner. Morocco has also experienced bomb 
attacks this year. Expect further violence in 
North Africa in 2008, despite strong counter-
measures from local security forces, but output 
of oil and gas is likely to remain uninterrupted. 
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On 29 November, the two major "Orange 
Revolution" parties, Yulia Tymoshenko Bloc 
and Our Ukraine finally agreed to form a 
new governing coalition. But yesterday its 
future was cast into doubt as Tymoshenko 
narrowly failed to win parliament's backing 
as PM—a failure ostensibly due to a mal-
function of the electronic vote counting—
and President Yushchenko has resubmitted 
her candidacy. However, even if she be-
comes PM, expect the new government to 
be unstable owing to its narrow majority of 
just 227 out of 450 parliamentary seats. 
Also expect prolonged political uncertainty.  
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Last Thursday’s 50bps increase to 11% in the 
benchmark interest rate may signal the end of 
monetary tightening. CPIX inflation should 
peak next February and then decline so expect 
local interest rates to reflect current global 
trends and fall through 2008. Meanwhile, this 
month’s ANC presidential election is gaining 
momentum, with frontrunner Jacob Zuma win-
ning some business support. Current leader 
Thabo Mbeki is scheduled to remain as state 
president until mid-2009 but expect a challenge 
to this if Zuma becomes party chief. Despite 
some concerns, do not expect a dramatic 
change in policy direction at national level. 
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Real GDP growth slowed unexpectedly 
sharply in Q3 to 1.5% yr/y. (6.9% Q1 and 
3.9% Q2) bringing Q1-Q3 growth to about 
4%. A weak performance of the external 
sector was the main reason as export 
growth slowed to 7.5%, while imports 
soared by 16.8%.  As a result, the current 
account deficit has started to increase (up 
9% yr/yr in January-October) reaching 
about USD29bn or 7% of GDP. External 
liquidity risk remains high and a cause of 
concern. Inflation stood at 8.4% yr/yr in 
November, clearly set to miss the govern-
ment's end-year target of 4%. 
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Social tensions and violence remain deep-
rooted, but in the most recent presidential elec-
tions—the latest in November 2007—centrists 
have beaten hard-liners. However, lack of a 
majority in congress constrains the legislative 
programme. Agriculture accounts for 22% of 
GDP and workers remittances 35% of current 
account earnings. The fiscal deficit is modest—
though the tax base remains a serious weak-
ness—and tighter monetary policy is beginning 
to lower above-target inflation. The current 
account deficit is 5% of GDP and FDI is low 
but, overall, external liquidity is adequate. Ex-
pect growth of 5% in 2007 and 3.7% in 2008. 
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Political stability has improved and an elec-
toral process is becoming established, but 
fragile party alliances and strong rivalries 
mean that stability is not assured. Recent 
annual growth of 5% has been supported 
either by good agricultural production or in-
creased uranium output. CFA franc zone 
membership moderates inflationary pres-
sures and limits transfer risk. However, cur-
rent account deficits are large (8-9% of GDP) 
and external debt (over 300% of export earn-
ings) still acts as a restraint on economic 
development, despite large-scale HIPC relief. 
The structural business environment is weak 
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UN deadline for agreement on the future of Kosovo expired on Monday after months of failed talks. 

Became 3rd Sub-Saharan sovereign to issue a Eurobond on 5 December. 
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