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Based on exit polls and the early stages of the Preliminary results of Sunday's parliamentary
vote count, President Correa’s Allianza Pais election show PM Yanukovich's ruling Re-
movement looks to have secured control of the gions Party and the Yulia Tymoshenko Bloc
new Constitutional Assembly in last week- (YTB) neck-and-neck (both around 32% of
end’'s elections. The Assembly now has six the vote), followed by President Yu-
months (with a possible 60 day extension pe- shchenko's Our Ukraine (OU, 15%), the
riod) to re-draft the constitution to put to a na- Communists (5%), the Lytvyn Bloc (4%) and
tional referendum. Expect this win to put the the Socialists (3%). The combined "Orange"
president in a much stronger position to pursue parties, YTB and OU, look likely to win
his radical left agenda, for which he has gained enough seats to form a coalition. However, it
a strong popular mandate for the third time. is unclear what form this will take, as
However, an early conflict with congress— Yuschenko has suggested a government
threatened with dissolution—looks to be in the that includes the Regions Party. Expect frac-
offing. tious politics and continuing power struggles.
Recent events provide some optimism prior to A referendum on DR-CAFTA, the free trade
presidential elections on 6 October. At end- agreement with the US, will be held on 7
September, the Supreme Court ruled that in- October. Costa Rica is the only one of the six
cumbent President Pervez Musharraf can run countries involved not to have ratified the
for re-election, even though he will not re- treaty and the only one to put it to a referen-
nounce his army leadership until after the poll. dum. Expect the outcome to be close. Find-
Significantly, Musharraf this week appointed a ings of a recent opinion poll (UNIMER) sug-
close ally as his successor as military chief, gest that the required 60% turnout will be
indicating that he may stand by his promise to met and that the ‘Yes’ vote will win, though
relinquish his uniform if re-elected. However, | " the opposition have mounted large-scale
expect political uncertainties to remain, particu- : demonstrations  against. Amongst the
larly as parliamentary elections are scheduled strongest supporters of the Agreement is
for January and a power-sharing deal with President Oscar Arias, so a ‘No’ vote could
Benazir Bhutto appears stalled. damage his government’s authority.
H#Hi#
A new high-profile corruption scandal involv- Somewhat surprisingly, the central bank
ing President Arroyo's supporters is looming. decided to maintain its key interest rate on
A former Economic Planning Secretary claims hold at 5.5%, rather than follow the US Fed's
to have been offered a bribe by the chief elec- lead of a cut. Local monetary policy usually
tion commissioner (an Arroyo ally) to help a moves in line with the US because the riyal is
Chinese firm to win a government broadband pegged to the USD. Speculation has
contract. Moreover, the president's husband mounted that there is a plan to change ex-
stands accused of using undue influence over & change rate policy. Re-linking to a trade-
the son of the speaker of the House of Rep- weighted basket of currencies would have its
resentatives into withdrawing his company's merits, although 90% of Saudi exports are
$ % competing offer. Crucially, the speaker has so ' O denominated in dollars. Expect the Saudis to
far been a staunch ally of Arroyo, who has choose this option, rather than revalue, if,
suspended several Chinese-sponsored pro- indeed, they do take action. It is by no means
jects for now. Expect political bickering to certain that they will and an increased inter-
resume, threatening a fresh political crisis. est rate differential may be re-established.
* + ,
Systemic political stability is robust. Nine Elections for the presidency of the ANC in
months into his second term, President Lula da December dominate politics as the winner is
Silva retains a high popularity rating, despite likely to become head of state in 2009, when
some new scandals. The second-term priority Thabo Mbeki stands down. Expect a heated
is to lift annual growth to 5%, the centre-piece campaign and some investor concern at the
of which is the PAC, which will boost public progress of the somewhat controversial
infrastructure investment, but do not expect Jacob Zuma. However, do not expect a re-
& - this to be at the expense of the hard-won fiscal direction away from a market-friendly policy
and monetary stability of the first term, which / agenda. To date, this has resulted in annual
along with the much stronger external balance GDP growth of 4-5%, increasing FX reserves
) ( has allowed Brazil to demonstrate resilience and a fiscal surplus. Inflationary pressures
" during recent global market turmoil. Expect - and a large current account deficit require
GDP growth to strengthen to 4.7% in 2007 ) " careful management. The business environ-
(3.7% 2006). ment supports a vibrant private sector.

Morocco Abbas el-Fassi was appointed as prime minister.
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