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Pakistan strategy update

The Chief Justice saga: A test for President Musharraf

e Pakistan’s Chief Justice suspended on March 9: Pakistan's Pakistan

chief justi(_:e was .susp(-?nded on March_9, with a presidential Khalid Igbal Siddiqui*®
reference filed against him. He appeared in front of the Supreme (92-21) 5635033
Judicial Council to face the reference today. khalid.i.siddiqui@jpmorgan.com

e Test of President Musharraf’s authority: President Musharraf
has long remained in virtually full control of political events in
Pakistan. His authority has remained unfettered, and unquestioned,
in al steps that he has taken so far. However, this time around,
public opinion has taken a negative turn. President Musharraf has
tried to indirectly tinker with the media’s freedom by pulling a
popular opinion/talk show off the air. We believe President
Musharraf may have miscalculated the amount of negative
sentiment this issue has generated.

e Investment climate impact: We believe that investors need not
be apprehensive of the situation that has been created. President
Musharraf’ s painstaking efforts to bring the country economically
to where it is today are not likely to be eroded by this one step. It
is, after all, an election year and we are likely to see a few ups and
downs poalitically. We would still recommend that investors focus
on Pakistan' s improving economic fundamentals.

e The risks associated with a one-man show: President
Musharraf’s central role in all policy setting has always been the
greatest risk for Pakistan. We believe that as long as he stays in
control with his team of technocrats running the economy,
investment flows into Pakistan are unlikely to be affected

significantly.
Figure 1: KSE-100 performance and volumes since Jan 2006
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How the incident has unfolded

In a dramatic move on Friday, March 9, 2007, President Musharraf summoned the
Chief Justice of Pakistan Iftikhar Mohammed Chaudhary to the Army House in
Rawalpindi. It remains unclear what was said in the meeting, but the upshot isthat a
presidential reference was filed against the Chief Justice of Pakistan, and a new
acting Chief Justice has taken charge of judicial affairsin Pakistan for the time being.

Things might not have gone completely according to plan

Since the day the Chief Justice was suspended, several other incidents have
contributed to show the government in a negative light.

Lawyers protest miscalculated

Thelawyers' fraternity came out in full support of the suspended CJto protest
against his suspension. However, unseemly incidents of baton-wielding policemen
hitting lawyers made the headlines the next day, not only in Pakistan, but also in
foreign publications.

Chief Justice also claimed to be manhandled

The suspended CJ came out with a statement saying that he had been mistreated and
manhandled by the police when he refused to get in a government car to go to the
Supreme Court. After the government’ s repeated claims that the CJ not been
rendered incommunicado by the government, he himself came out with a statement
saying that he had been kept under virtual house arrest. This was yet another point of
embarrassment for the government.

Tinkering with media freedom never good

The Supreme Judicial Council (SJC) issued a directive where it suggested to the
mediato avoid coverage of the incident until a verdict had been issued. However,
two local private channels were taken off the air for awhile for airing footage of
lawyers being mistreated by police personnel. Their transmissions were then restored
once the " objectionable” material was taken off the air.

After having received much criticism for trying to clamp down on the media, it was
expected that something like this would not happen again. However, in a surprising
development yesterday, the Pakistan Electronic Media Regulatory Authority
(PEMRA) asked one of the local channelsto take arguably the country’s most
popular opinion/talk show off the air.

Test of President Musharraf’s authority

President Musharraf has long been quite comfortable in the knowledge that public
opinion hastilted in his favor more often than not. However, this time, the opposition
parties in parliament have drummed up the issue to try and win public support of
their own.
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Still in charge, but timing may have been wrong

President Musharraf, through the suspension of the CJ, may have aimed to show
who'sin charge, but we feel he may have got histiming wrong.

Judicial upheaval in an election year

The CJ s suspension has allowed for speculation that President Musharraf wanted the
CJremoved because he feared his re-election by the sitting parliament may be
declared null and void by the judiciary. Thistheory isrooted in the fact that the
suspended CJ has, on a number of occasions, given decisions against the
government. These include canceling the privatization transaction of Pakistan Steel
Mills and chiding the government on the issue of “missing people”, to name a
couple.

Bad publicity for Pakistan

President Musharraf can pride himself on the rebuilding of Pakistan’simagein the
eye of the international community. Under his stewardship, Pakistan has evolved
froma‘pariah’ stateinto a progressive state willing to grow economically with a
developing ingtitutional framework and independence. This incident casts a negative
light on Pakistan, especially with international newspapers splashing photos of
lawyers being mistreated and the suspended CJ being afforded hero-like treatment.

Investment climate impact

Despite such hiccups, we believe that Pakistan should continue to progress
economically aslong as President Musharraf staysin charge. His core team of
technocrats remains in charge of the economy.

Musharraf remains strongly positioned, in our view

We believe that although President Musharraf’ s authority may be slightly diminished
in the public eye, we believe the “doomsday scenarios” of his removal from power
are off the mark.

Acceptance of SIC decision

President Musharraf has categorically stated that he will accept whatever decision the
SJIC takes. He has also stated that once the hearing of the CJis over and the SIC
givesits decision, he will publicly explain on national television the details of the
entire incident.

Investors need not be apprehensive

President Musharraf has been in the eye of severa stormsin the past (e.g. siding with
the US against the Taliban, picking up Al Qaeda operativesin Pakistan, trying to
negotiate with India) and has ended up surviving these problems. We believe that this
incident might leave a bad after-taste in the mouth, but is not likely to derail
Pakistan’s economic progress. The US remains akey ally, given the continued
instability on the Afghan side of the border and President G. W. Bush’s ongoing
pursuit of the “war on terror”.
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Poalitical upsand downsarelikely in an election year

We also believe that President Musharraf islikely to do all that he can in order to
remain in power post-2007. Therefore, there are likely to be afew upheavals along
the way. The question that investors need to be able to answer is whether they would
like to see Pakistan under President Musharraf or under an elected politician along
the lines of Benazir Bhutto and Nawaz Sharif. The likely answer to that question
would be President Musharraf remaining in power.

Continuity of policiesiswhat Pakistan needs

Therefore, as long as he does remain in power and Pakistan continues to progress, the
stock market and other investors are likely to seeit in apositive light. Weremain
focused on Pakistan’s improving economic fundamentals. However, we believe
President Musharraf islikely to have learned his lesson from this incident and will
take amore diplomatic and “politically correct” approach going forward.
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