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> Sri Lanka: Communal tensions on the rise amid persistent risks of political instability (08 Mar)

ASIA

  India: Punjab National Bank’s fraud
and waning investor confidence will
weigh on state bank recapitalisation
plan and government budget (23 Mar)
Event
The Indian banking sector remains shaken by the Punjab National Bank’s (PNB) alleged fraud of about USD
2 bn that was revealed mid-February and would be the country’s largest bank fraud. Between 2011 and
2017, unauthorised bank guarantees would have been granted to billionaire jeweller Nirav Modi and related
entities. As a result, the financial accounts of the 2nd largest Indian state-owned commercial bank (SOCB)
would not reflect actual credit risks, thereby putting a shadow on banking regulation and raising doubts about
the banks’ actual financial health. The PNB bank scandal has caused its share price to tumble by 40%,
dragging with it the majority of state banks’ share prices.

Impact on country risk

The PNB bank scandal comes at a bad time. The broad USD 32 bn recapitalisation plan of SOCBs
announced by the government at the end of 2017 had raised hope for India’s ailing banking sector. This
scandal and negative market reactions are having adverse consequences. Firstly, the budgetary impact of
rescuing banks is likely to swell further with the collapse of share prices and further deterioration of the poor
reputation of dominating Indian SOCBs. It concerns the PNB first as its capital needs have been largely
underestimated. More generally, an extra capital injection by the government will most likely be necessary to
compensate for the probable lack of capital raised on the markets. As a matter of fact, investors who were
initially expected to bring 25% of fresh capital in the bank bailout could think twice before investing their
money into potentially riskier SOCBs. Consequently, the central government fiscal deficit target of the
incoming 2018-2019 fiscal year – i.e. 3.5% of GDP – should again be revised upward.

Secondly, SOCBs might have higher non-performing loans (NPL) than officially reported (i.e. around 13% of
total loans last June) and suffer larger write-off amounts of NPLs. It could frighten new investors even though
state support to big SOCBs is expected to remain. The Reserve Bank of India (RBI) has indeed recently
reacted by tightening rules that accelerate recognition of large corporate debt defaults and by requiring
higher transparency on SOCB accounts. In this context, disclosure of further banking scandals is not ruled
out. Once again it highlights how deficient banking regulation, management within SOCBs and lending
practices are. Recently, the RBI called for enhanced regulation and supervision on SOCBs where changes
prove difficult to bring about. The PNB scandal might turn out to be the necessary evil India needed to boost
banking reforms, especially under a reformist government. Still, experience shows that it might at best lead to
slow reforms that take long before bearing fruits.

Finally, an enduring weak state banking sector might hinder credit growth and long-term GDP growth. It
seems to be the main threat to PM Modi whose economic track record is so far deemed mixed mainly
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because of ill-timed and ill-prepared government reforms. In addition to some emerging political alliances in 
the opposition across various states, it might convince a popular and powerful Modi to hold snap general 
elections this year, i.e. earlier than spring 2019 as scheduled.

Country risk analyst
Raphaël Cecchi | T 32 2 788 87 45 | E r.cecchi@credendo.com

  Sri Lanka: Communal tensions on
the rise amid persistent risks of
political instability (08 Mar)
Event
Rising violent clashes between Buddhists and Muslims in the Kandy area (central Sri Lanka) have led the 
government to declare a state of emergency on 6 March for the next ten days. Security forces are required to 
prevent violence from spreading outside the emergency area. This is the first state of emergency since the 
aftermath of the end of the civil war in 2009.

Impact on country risk

Sri Lanka faces sporadic ethnic and religious tensions. Historically, tensions have been primarily high 
between the large Buddhist majority and the Tamil minority (living in the north/north-east of the island) until 
the end of the civil war in 2009. Since then, the security risk has significantly decreased. However, slow 
progress on ethnic reconciliation (due to pressure from Sinhalese nationalists) and devolving some political 
autonomy to Tamils maintain the risk of renewed tensions in the medium to long term. Religious tensions 
with Muslims – 10% of the population – are more recent as anti-Muslim unrest occurred in 2014 and last 
year. Such tensions have particularly increased with the rise of Buddhist radicalism, somewhat echoing the 
Buddhist stance witnessed in Myanmar against the Rohingya minority. Despite the risk of mounting religious 
tensions, the overall political violence risk – currently in category 3/7 for investments – is not expected to 
reach worrying levels as to threaten domestic stability.

In fact, the latest state of emergency declaration is also politically motivated as it allows the government to 
show its capacity to maintain order and security. That matters after the ruling coalition suffered a heavy 
defeat at the latest local elections in February. Main opposition party SLPP, led by populist and former 
president Rajapakse, won 2/3 of council seats. Government unpopularity is due to – among other things –
slow policy-making, plans to judge perpetrators of alleged war crimes in the last months of the civil war and 
to grant political rights to communal minorities. The two latter are particularly criticised by Rajapakse 
supporters, who perceive the plans as anti-Sinhalese. Therefore, Mr Rajapakse is likely to increasingly use a 
nationalist, pro-Sinhalese and Buddhist rhetoric until the next general elections scheduled in February 2020, 
which could fuel more communal violence in the coming years. The fragile government coalition has made 
limited progress in policies due to frequent infighting and diverging policy views. It has to be reminded that 
the alliance between former rival parties was formed after the 2015 elections essentially to end to the long 
and increasingly authoritarian reign of Mr Rajapakse. Since then, President Sirisena’s (SLFP) and PM 
Wickremesinghe’s (UNP) camps have had strained relations which have threatened the government’s 
existence several times. Until now, the desire to keep Mr Rajapakse out of power has turned out to be 
stronger than the desire to end the shaky coalition. It could remain so until the 2020 elections given Mr 
Rajapakse’s rising popularity and the ruling coalition’s strong majority in Parliament. Although it would 
support political stability, economic policies and political reforms – other than the 2015 constitutional 
amendment cutting presidential powers – will continue to be hindered by a fragmented coalition, thereby 
contributing to Credendo maintaining the MLT political risk unchanged in category 5/7.

Country risk analyst
Raphaël Cecchi | T 32 2 788 87 45 | E r.cecchi@credendo.com
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EUROPE

  Russia: Policy continuity is
expected as President Putin is widely
expected to win a second term (13 Mar)
Event
Russian presidential elections – opposing eight candidates – are scheduled on 18 March 2018. Vladimir Putin
is widely expected to win the next contest and to be re-elected.

Impact on country risk
Following the elections, domestic policy continuity is expected. Indeed, in his recent state of the nation
address, President Putin promised to improve living standards, modernise the economy based on ‘big data’,
develop critical infrastructures and address the demographic decline. Yet he did not announce any major
reforms. Beside domestic policies, Mr Putin also unveiled an ambitious weapon programme. It is unclear
whether this message was destined for the domestic audience or whether it was an invitation to the West to
negotiate or a warning that Russia will develop new weapons which might represent a dangerous escalation. 
However, this highlights that tensions with the West remain high. In this context, the threat of strengthened
existing sanctions persists.

In 2014, the Russian economy was hit hard by the sharp drop in oil prices and the imposition of international
sanctions. As a result, the exchange rate of the rouble depreciated sharply and the economy fell into a
recession. Following two years of negative growth, real GDP growth rebounded last year and is likely to grow
by (a mere) 1.7% this year. The current account balance is expected to remain in surplus. It should be noted
that whereas the current account balance of most of the oil exporters turned into a deficit following the sharp
drop in oil prices in 2014, Russia’s current account balance remained in surplus in the 2014-2016 period.



The macroeconomic policies are solid. After all, in spite of the double external shock that hit the Russian 
economy hard in 2014, general government finances remain sound. General government debt represented 
less than 20% of GDP in 2017 and the fiscal deficit is limited (less than 3% of GDP). Moreover, the monetary 
policy has been impressive in recent years. As a result, foreign exchange reserves are high – covering 10 
months of imports and more than 6 times the low short-term external debt –, the rouble is relatively stable and 
inflation is very low at 2.2% in February 2018, i.e.  below the central bank’s target of 4%.

Low inflation has allowed the central bank to gradually decrease its benchmark interest rate to 7.5%. Even if 
inflation is likely to slightly increase, it should remain relatively low. Hence, the central bank is likely to further 
ease its monetary policy. As shown in graph 3, the lending rate closely follows the evolution of the Central 
Bank Policy Rate. Hence, it is also expected to decrease which would have a positive impact on the systemic 
commercial risk. The lending activity is also expected to continue to increase as the banking system appears 
stable, notwithstanding the recent rescue of three large private banks and endemic weaknesses in many 
small banks.

Credendo’s political risk classifications remain stable. The short-term political risk rating – representing the 
liquidity of a country – is in category 3. Given the sound liquidity, this risk is mainly driven by geopolitical 
tensions and related sanctions.

The MLT political risk – which represents a country’s solvency – is in category 4. It is also dominated by 
geopolitical tensions and related sanctions. The moderate category 4 takes into account the relatively low 
financial risk,  the large reliance on oil and gas as a source of current account receipts and public revenue 
and subdued MLT growth prospects which are hindered by negative population dynamics, low productivity, 
lack of structural reform and a deterrent investment climate. 

Country risk analyst
Pascaline della Faille | T 32 2 788 86 75 | E p.dellafaille@credendo.com
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LATIN AMERICA

  Peru : President resigned under
threat of second impeachment vote but
country risk classifications remain
stable (26 Mar)
Event
President Pedro Pablo Kuczynski, only in office for 20 months, resigned the presidency under the threat of a
second impeachment vote. Peru’s Congress started impeachment proceedings against the president for his
alleged lying about his ties with Brazilian building company Odebrecht SA. Odebrecht SA is at the centre of
the continent-wide ‘Carwash’ corruption scandal as the company bribed public officials in exchange for
billions of dollars in government contracts. Ironically, similar claims have been made against all major leading
politicians in Peru, including the opposition that forced him to stand down. However, the president lost public
support mainly because of the way he handled the scandal. The first attempt to impeach him – 3 months ago
– failed after some devotees of the jailed former president Alberto Fujimori surprisingly abstained. A couple
of days later, Kuczynski freed him from a 25-year prison sentence for corruption and human rights crimes.
Many viewed this action as the price Kuczynski paid to narrowly avoid impeachment. During the second
impeachment proceedings, footage emerged of the president allegedly trying to buy votes in order to retain
the power. As a consequence, Kuczynski decided to step down and transferred the power to his first vice-
president, Martín Vizcarra.

Impact on country risk

Kuczynski came to power promising to boost investments and stamp out corruption, but from the outset his
agenda was derailed by his lack of support in Congress. Also, three ministers were ousted last year by the
opposition, including incumbent president Vizcarra (see publication). Indeed, last year he had to quit as
transportation minister under pressure from lawmakers amid a spat over an airport contract. Hence, a
Vizcarra government remains vulnerable to opposition harassment and snap elections could still follow in the
coming months.

Nonetheless, the Peruvian stock market and its currency, the Peruvian sol, rose on hopes that the political
saga might be finally over. Moreover, despite political troubles, the Peruvian economy continues to be one of
the brightest in the region and is expected to recover in the coming year. In 2017, GDP growth decreased to
2.7% (after heavy flooding) but is forecasted to expand to around 4% in 2018 as commodity (especially
copper and gold) prices rise. Furthermore, the current account deficit has been narrowing in the past year to
its lowest level in almost a decade, partly thanks to the low oil prices. Given that Vizcarra’s party has a
minority in Congress, his biggest challenge may be garnering enough support in Congress by smoothing
tensions with a possible hostile opposition. Another issue will be tackling the large infrastructure gaps the
Andean country suffers from. The ‘Carwash’ scandal has roiled the nation’s construction industry and
delayed major infrastructure projects which Vizcarra is likely to prioritise in the coming months.

The short-term political risk is in the best category (1/7) with a stable outlook thanks to high foreign exchange 
reserves (covering over 1 year of imports in January 2018) and relatively low external short-term debt. The 
medium-/long-term political risk is in category 3/7 with a stable outlook too. Peru’s moderate rating takes into 
account the country’s reliance on copper and gold as sources of current account receipts, the sustainable 
external debt, the small current account deficit, the sound public finances and bright growth prospects.

Country risk analyst
Jolyn Debuysscher | T 32 2 788 89 04 | E j.debuysscher@credendo.com



  Chile: Conservative Piñera sworn
in, recapturing the presidency after 4
years of center-left policies (16 Mar)
Event
Conservative Sebastian Piñera was sworn in on 11 March as the president of Chile. The 68-year-old 
billionaire already governed the country from 2010 to 2014. Piñera’s first term was marked by a vibrant 
economy lifted by booming copper prices. However, it was also marred by continuous student protests 
seeking an education overhaul. After his first presidential term, Piñera polled as the most unpopular 
president since the reinstatement of democracy in the nineties. Nevertheless, he returned to power this year 
after a 4-year term of centre-left president Michelle Bachelet. During her term running the world’s top copper 
exporter, investor confidence fell while economic growth was at a meagre 1.8% on average (in comparison 
with 5.3% during Piñera’s time in office). Her tax and spending reforms – meant to reduce inequality – in 
combination with lower copper prices, led to significant public deficits and swelled public debt with 10 
percentage points in 4 years. Before taking office, Piñera pledged to jump-start the economy and improve 
public finances while this time also focussing on social issues such as ending poverty and boosting pensions.

Impact on country risk

Piñera is expected to opt for more business-friendly policies than his predecessor in one of South America’s 
most stable and most developed countries. However, policy formation and enactment under the new 
administration are likely to be slow. The 2017 legislative elections didn’t result in any coalition holding a 
majority of seats in either the House or the Senate. Without a majority, Piñera and his Chile Vamos coalition 
will need cross-coalition support to pass legislation. The president will have to work together with either the 
centre-left Nueva Mayoría – its historical rival and the second largest coalition – or with the left-wing Frente 
Amplio, founded by the very students who led the protests against Piñera in his first term. On the upside, 
Piñera seems more willing to moderate his stance on social issues, which will facilitate reaching 
compromises. Piñera’s return to power comes at a time where copper prices are on the rise. As a result, 
growth is expected to increase to 2.5% in 2018, before rising to more than 3% in the medium term. Public 
revenues are also likely to be boosted, consequently narrowing the fiscal deficit. Moreover, diversification is 
likely to move forward (Chile relies on copper for roughly 40% of current account receipts) thanks to a 
soaring demand from China for lithium and fruits. Nevertheless, the country has important challenges on the 
horizon. Firstly, the vital Chilean copper industry faces risks of strike actions in the coming year due to 
difficult wage negotiations. As a consequence, macroeconomic forecasts might prove too optimistic. 
Secondly, despite expected mounting external revenues, imports are on the upswing as well. Hence, the 
current account deficit is deteriorating while the relatively elevated external debt is growing. Furthermore, a 
potential slowdown in the Chinese economy or a trade war triggered by US protectionism could hurt the 
Chilean economy.

The outlook is stable for the short-term political risk. It is currently in category 2 based on the country’s 
relatively low short-term debt and its healthy level of foreign exchange reserves (covering almost 5 months of 
imports in September 2017). As for the MLT political risk – currently in category 3 – a downgrade cannot be 
excluded given the evolution of the current account balance and external debt.

Country risk analyst
Jolyn Debuysscher | T 32 2 788 89 04 | E j.debuysscher@credendo.com
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  Saudi Arabia: Saudi Crown Prince
undertakes roadshow to attract the
investments needed for his ambitious
long-term diversification plan (09 Mar)
Event
The Saudi Crown Prince Mohammed bin Salman is on a diplomatic mission in London to promote Saudi
Arabia abroad and to attract more investments into the country. The Crown Price first visited Egypt, were he
announced a new mega city that is planned to be developed on the border between Saudi Arabia and Egypt.
Next he will travel to the United States. His trip comes a number of months after he implemented a strong
anti-corruption purge in the country.

Impact on country risk
Mohammed bin Salman is currently implementing a bold reform programme in Saudi Arabia (Vision 2030) in
order to reduce the country’s dependence on oil. The aim is to increase the size of the private sector in the
economy from 51% in 2014 to 65% by 2030. Furthermore, he wants to reduce the country’s high
unemployment and increase female labour participation, among other planned measures.

The main purpose of his current visit to the UK is to attract more investments into Saudi Arabia. These
investments are needed in order to successfully implement the planned diversification effort, given that the
country currently lacks the know-how and capacity to develop alternative industries on a large scale. 
However, the way in which the anticorruption purge was implemented in November has rattled investors.
Therefore, bin Salman’s visit abroad also serves as a way to reassure investors.

Nevertheless the challenge of diversifying the Saudi economy in the coming years remains enormous. This
can be better understood when Saudi Arabia’s public revenue and exports are assessed more closely.

https://www.flexmail.eu/pt-24223a42a5749ffd4f47ba0dd1f5272d


First of all, public revenues remain dominated by oil revenues, as shown in graph 2. While the drop in oil
prices led to a decrease in the share obtained from commodity-related income, it still represented almost 70%
in 2017. In the coming years, tax income is expected to increase but it remains to be seen whether the
government will be able to implement the reforms needed in order to increase the tax base and tax revenues.

Secondly, the share of oil and gas in Saudi Arabia’s total export receipts remains very large. Over the period
2007-2017, hydrocarbons represented around 76% of total current account receipts (in 2017, it was 65%).
Manufacturing exports represented less than 20% of total current account receipts in 2016 and around 40% of
these exports consist of chemicals which result from the large petrochemical sector in Saudi Arabia. This is
shown in graph 3. Nevertheless, the share of chemicals in total manufacturing exports has been decreasing
since 2000 when it represented almost 90%.

Therefore, while the diversification plan currently remains on track, it will still take a number of years before 
the diversification will have a visible impact on the country’s public revenue and export composition.

Country risk analyst
Jan-Pieter Laleman | T 32 2 788 85 13 | E jp.laleman@credendo.com
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