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ASIA

  Thailand: The new king enhances
his position during the political
transition
Event
Since the death of Thailand’s king Bhumibol Adulyadej last October, the accession to the throne for his son
Vajiralongkorn has been smooth and characterised by actions to raise his authority. The king officially
promulgated the new Constitution on April 6. After he earlier demanded a few amendments to assert his
political role, notably in times of constitutional crisis, he is said to have taken control of existing royal
agencies.   

Impact on country risk
The new king’s first moves indicate he is using the political transition to improve his future role under the
military-drafted Constitution and assert his authority to the detriment of a still prominent military. In
consequence, the longstanding tight collusion between the palace and military might give way to more
conflictual ties and thus political instability in a divided Thai society, especially if he shows signs of support
towards ex-PM Thaksin and his supporters. At the moment, general elections are expected to be held
around mid-2018 with General Chan-O-cha as favourite to remain PM when power is transferred to an
alleged civilian government. Political stability under the junta has allowed Thailand’s economy to keep
growing at around 3% since 2015 and possibly until the next elections, driven by higher public infrastructure
investments under the ongoing 8-year plan, exports and tourism receipts. Moreover, the high current
account surplus and ample foreign exchange reserves prevent pressures on the baht. Sluggish domestic
demand nevertheless explains this surplus as private consumption and investments suffer from high
household debt, the late king’s mourning period and persistent political uncertainty. In fact, Thailand’s
economic performances remain below potential and regional peers. All in all, Credendo expects unchanged
political risk on the back of continued economic and political stability until the 2018 elections.
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EUROPE

  Turkey: Constitutional amendment
approved with a slim majority by
referendum
Event
A slim majority approved the referendum on constitution change held in April. Most of the constitution
modifications will be effective after the parliamentary and presidential elections scheduled for November 2019.
Following the elections, the power of the president will increase as it will be able to appoint judges and senior
bureaucrats, issue decrees with the force of law, declare a state of emergency and dissolve the parliament.
The post of Prime Minister will be abolished. The parliament will retain some oversight and legislative powers.
Following the “yes” vote, President Erdogan rejoined the ruling AKP party as the amendment that reverses a
requirement for the president to be non-partisan comes into effect immediately. The referendum was also
followed by new arrests of people suspected of having links with the Fethullah Gulen Terrorist Organisation
(FETO) highlighting that the purge which followed the failed coup in July last year continues.

Impact on country risk
The constitution amendment fundamentally changes the organisation of the Turkish state from a parliamentary
system – where the presidency is a representative function – to an executive presidency with light checks on
the head of the state. Following the approval of the constitution reform, the Turkish lira appreciated somewhat
against the USD (cf. graph). Looking ahead, the government is likely to try to stimulate economic growth
ahead of the 2019 elections, putting pressure on inflation – which is likely to be in double figures this year –
and fiscal balance. The current deficit is expected to widen to 4.7% of GDP compared to 3.8% last year.
Foreign exchange reserves – which cover more than 4 months of imports, a sufficient level – are slightly
under pressure. The Turkish economy’s Achilles heel continues to be its high reliance on short term financing
as its short term debt – even if it is on a downward path – still accounts for nearly 50% of its current account
receipts. In this context, Credendo’s short-term political risk – currently in category 3 – remains under
pressure.
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  Macedonia: Parliament invaded by
protesters
Event
At the end of April, demonstrators invaded parliament and attacked lawmakers, a move condemned by the
EU and the US, while Russia accused the West of backing the Social Democrats (SDSM) in their attempt to
seize power. Demonstrators – mainly supporters of the VMRO-DPMNE party, led by the former Prime
Minister Nikola Gruevski – protest against the election of Talat Xhaferi, an ethnic Albanian politician, as
parliamentary speaker, a step towards electing a new government. The SDSM attempts to form a coalition
between the SDSM and minority ethnic Albanian parties; a threat to sovereignty according to protesters. 

Impact on country risk
The invasion of parliament happened as the country is in a deep political crisis. It started more than 2 years
ago with the wiretapping scandal when Zoran Zaev from SDSM released tapes that showed mass
surveillance by the government led by Gruevski.  The inconclusive elections held in December last year didn’t
help to solve the political crisis. Indeed, the VMRO-DPMNE party won 51 seats; not enough to claim the
majority of the 120-seat parliament, while the Social Democrats won 49 seats. Following the election, the
parties were unable to form a ruling coalition. The VMRO-DPMNE refused to form a coalition with the ethnic
Albanian parties who demand to recognise Albanian as the second official language. Zoran Zaev from SDSM
agreed to consider the requirement but President Ivanov – an ally of Gruevski – refused him the mandate to
govern. Given the mistrust between the two main political parties, a resolution of the current political deadlock
seems a distant prospect. This could affect GDP growth which has so far been resilient as the economy
benefited from lower commodity prices, improving labour market conditions, resilient foreign direct investment
and accommodating policies. Moreover, the current political stalemate is likely to further delay Macedonia EU
membership talks. This along with fear of renewed ethnic strife could also erode foreign investors’ perception
of Macedonia and therefore could damage years of successful government policies which have been able to
attract foreign direct investments by building infrastructure, granting tax breaks and streamlining red tape. In
this context, Credendo’s ST and MLT political risk classifications – in category 3 and 5 respectively – remain
stable as they already incorporate the current political deadlock and its impact on the economy. 
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LATIN AMERICA

  Argentina: Recent protests show
population’s mixed feelings about
current policies
Event
In the past month, Argentina has been plagued with protests and strikes. On 1 April, tens of thousands of
people took to the streets in support of President Mauricio Macri and the “new” economic policies he has
undertaken since being in office. A week later, the first national strike in 16 months was staged – this time
against current policies. This general strike, inspired by the opposition (Peronists), seemed to draw only
lukewarm support. 

Impact on country risk
Since President Mauricio Macri took office in 2015, the government has swiftly changed previous economic
policies to turn around an economy on the brink of collapse. The reforms have given diverse results. On the
one hand, access to financial markets has been restored, leading to a quickly rising external debt
(estimated at 35% of GDP end 2016 or almost 265% of current account receipts). Foreign exchange
reserves also doubled in the past 2 years covering almost 6 months of import in March 2017 (the norm
being 3). Investment is also being boosted after years of underinvestment and the economy is expected to
emerge from recession in 2017 (with an economic growth of 2.7%). On the other hand, the reforms led to
difficulties in the short term as inflation soared (estimated at 39.4% end 2016), high interest rates restricted
the access to credit, while the economy went briefly into recession (-1.8% in 2016). Also the current account
deficit has been widening to an expected -3% of GDP in 2017. Not surprisingly, the current policies have
been received with mixed feelings. Nevertheless, it is remarkable how popular Macri remains despite harsh
reforms – the government’s popularity rating remains around 50%. The relatively high ratings can be partly
explained by the unpopularity of the previous president, Cristina Fernández. She remains the most visible
leader of the Peronists, notwithstanding multiple corruption investigations. That being said, crucial midterm
elections in October (where Macri’s coalition might win a legislative majority), will provide a more decisive
referendum on the perception of the current policies. Moreover, if his coalition wins more seats, it is likely
that the government will push through further reforms, e.g. to tackle the fiscal largesse (a fiscal deficit of
6.1% of GDP is expected in 2017 while public debt stood at 51% of GDP end 2016).
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MENA

  Lebanon: Election law is proving to
be a challenge to government coalition
Event
The political parties in Lebanon have been unable to agree on a new election law in time for the
parliamentary elections, planned for 17 May 2017. In order to prevent the parliament from voting on a third
prolongation of its term, president Aoun suspended parliament mid-March for a one month period. This has
given the parties additional time to reach an agreement. The last parliamentary elections were held in 2009.
Previous decisions to extend the term of parliament led to large protests in the country. It is likely that this
would be the case again if the parliaments’ term will be extended once again. The decision to suspend
parliament can only be made once and for no longer than one month. The current mandate of the
parliament expires on 20 June. If no political agreement concerning a new election law arises by this date,
the term of parliament can be extended or otherwise elections should be held under existing law. However,
political parties in Lebanon oppose both ideas, meaning a constitutional crisis is looming.

Impact on country risk
It was expected that agreeing on a new election law would be the main challenge for the new government
formed in November 2016. When the coalition was formed, it was agreed that a new election law would be
drafted by May 2017, in time for the planned elections. However, it is now unlikely that this will be the case.
A new election law is necessary because currently a number of sectarian groupings (mainly the Christians
and Druze) no longer agree on the current system used to assign the seats to the different parties in
parliament. The coalition’s inability to agree on the election law shows its limitations in agreeing upon
structural political and economic reforms. The cabinet’s agreement of the first government budget in twelve
years at the end of March 2017 had raised expectations. This was an important development, given that in
the last twelve years, government spending was largely ad hoc and has been subjected to little oversight.
However, the budget still needs to be approved by parliament and this is only expected to happen after an
agreement on a new election law. In the meantime, public finances remain in bad shape, with the
government deficit being around 8% of GDP in 2016 and the public debt around 140% of GDP, an elevated
level. While the budget, when passed, is expected to somewhat reduce the government deficit, it does not
include large structural reforms. Economic growth has also been subdued in the last years and was only 1%
in 2016. A positive factor is the large foreign exchange reserves, which are currently sufficient to cover 15
months of imports and have increased in the last year. A large challenge for the country, socially and
economically, remains the spillover effect of the conflict in Syria. This has resulted in a large influx of
refugees (currently estimated to be 25% of the population) and has also contributed to a reduction in
economic growth. However, Credendo is currently still maintaining Lebanon’s MLT political risk at 6/7.
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AFRICA

  Angola : Stepping down of
“eternal” president not likely to trigger
policy changes
Event
Angolan President Jose Eduardo dos Santos, 74, has signed a decree setting 23 August 2017 as the date
for general elections. The election is set to mark a new chapter for the oil-rich country as dos Santos
decided to hand over power after 38 years of iron-fisted rule. The likely victor after the poll will be Joao
Lourenço (current Defence Minister and long-time aid of dos Santos). He is the presidential candidate of the
Movimento Popular de Libertação de Angola (MPLA), the ruling party since independence from Portugal in
1975. The resignation does not mean the end for dos Santos as he is expected to retain sweeping powers
as president of the ruling MPLA party.

Impact on country risk
The likely successor Lourenço moderates the risk for political instability and civil unrest. However, Lourenço
is unlikely to bring about major policy changes, as the influence of the MPLA’s old guard and military is even
likely to strengthen. Without significant reforms, the outlook for Angola remains gloomy. Economic growth is
projected to balance around merely 1.5% at least until 2020 while inflation (around 42% end 2016) is likely
to only slowly come down. Payment delays to external suppliers are likely to continue. Indeed, the severe
liquidity shortages in the domestic economy are expected to persist as long as the foreign exchange
reserves are being artificially held stable at a fairly high level (almost 6.5 months of import cover) by using
obscure foreign exchange and capital controls. Furthermore, Angola is suffering from persisting current
account and fiscal deficits. In the coming months, finding sufficient financing to cover these deficits – be it
on commercial financial markets or through an IMF agreement – will remain important as otherwise the
country could still plunge in a messy balance of payments crisis or default.
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