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LATIN AMERICA

  El Salvador: End of American
reprieve from deportation for 200,000
Salvadorians – if implemented – could
negatively affect the Salvadorian
economy (12 Jan)
Event
On 8 January the Trump administration announced that approximately 200,000 Salvadorians will lose their
Temporary Protected Status (TPS) in September 2019. As a consequence, they could be deported if they
don’t leave the United States by 9 September, next year. The revocation of the Salvadorian TPS is the latest
move of President Trump to tighten immigration enforcement. Indeed, the Salvadorians are the third and
largest group for which TPS is being cancelled, after Haitians and Nicaraguans. The humanitarian TPS
programme was created in 1990 and covers around 300,000 immigrants who have fled from natural disasters
and other tumult in their home countries. The Salvadorians were granted temporary permits to live and work
in the US after a series of devastating earthquakes that killed 1,000 people in 2001.

Impact on country risk

There are roughly 1.35 million Salvadorians of any status living in the US; about 15% of them have a TPS.
Given their importance, their deportation is likely to have negative economic consequences on El Salvador.
Indeed, it could worsen the current account deficit as from 2020 (forecasted at about 2.2% of GDP in 2018,
compared to an estimated deficit of 1% in 2017) as private transfers account for about 40% of the country’s
current account receipts. As a result, the moderate external debt could rise. Furthermore, weaker remittance
inflows could affect private consumption and therefore GDP growth (expected at 2.1% in 2018-2019). Also
fiscal balances (projected at -3.4% of GDP in 2018, compared to -2.9% in 2017) are likely to be affected as
remittances are an important source of public revenue. Hence, the relatively high public debt (around 62% of
GDP at the end of 2017) could further increase while investors are already wary of the public finances after El
Salvador defaulted on pension-related local debt due to political gridlock in April 2017.

Though the government has made all its necessary payments in the months since, investors are cautious as
political polarisation is set to intensify in the run-up to the legislative and municipal elections scheduled in
March 2018 and the presidential elections in 2019. Lastly, the prospect of a wave of deportations from the
United States threatens to worsen insecurity in El Salvador. The country is struggling with one of the world’s
highest murder rates, perpetrated by gangs over the last decade. The return of 200,000 individuals could lead
to a ratcheting-up of violence due to the government’s limited capacity to reincorporate large numbers of
returning migrants. However, it is still possible that a deportation be averted. By delaying the effective end
date until 2019, the Trump administration is giving the American Congress time to come up with a permanent
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legislative solution for the TPS recipients. In this context, the outlook for political risk and systemic
commercial risk classifications of the dollarised economy remain stable.

Country risk analyst
Jolyn Debuysscher | T 32 2 788 89 04 | E j.debuysscher@credendo.com
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  Honduras: Historical win of the
incumbent president heightens political
tensions but economic prospects
remain bright (02 Jan)
Event
Hernández is the first president in modern Honduran history to win a second term. Indeed, it took the
electoral authorities several weeks to declare the winner of the presidential election held on 26 November.
Current President Juan Orlando Hernández and opposition leader Salvador Nasralla have both claimed
victory in the past month. The day after the polls it seemed that Hernández was trailing Nasralla by five
points, with 57% of the votes that were counted, a large margin which was deemed statistically nearly
impossible to overturn. However, a couple of days later a dramatic swing of the trend occurred and the vote
showed a narrow win for Hernández after endless delays and a glitch in the vote tallying system. Due to
violent protests, a temporary curfew was imposed and part of the votes was recounted. Almost a month after
the ballot, results showed that the conservative incumbent President Hernández won by 1.5% of the vote.
Consequently, the Honduran tribunal declared Hernández the winner of the disputed elections. As the US
backed Hernández a couple of days later, Nasralla conceded as a response. Nevertheless, the chaotic count
and the belief that such a large swing in vote was unlikely, is likely to continue sparking violent protests.

Impact on country risk

Before the elections were held, Hernández was expected to win decisively thanks to the important progress
made under his term. He is indeed credited with slashing the budget deficit from 7.5% of GDP in 2013 to an
estimated 1% in 2017 as he was trying to reduce the country's public debt burden (standing at an expected
moderate level of 43% of GDP in 2017), which led to an upgrade of the Honduran debt by credit rating
agencies. The sharp drop in murder rates, once the world’s highest, is also attributed to his efforts.

However, many Hondurans are likely to be angry at Hernández because of the string of corruption scandals
that took place during his term. Moreover, his re-election bid was controversial as critics accused Hernández
of bullying the institutions that are supposed to be checks on his power. As president of congress, in 2012, he
allegedly orchestrated a vote to sack four Supreme Court judges, and their replacements helped overturn a
ban on re-election in 2015. The new government will likely continue to pursue policies aimed at promoting
foreign investment and fiscal consolidation while further introducing militaristic security measures against
crime. However, the issue around vote-counting delegitimised the government, increased political polarisation



and heightened tensions. All this might lay the foundation for long-term unrest. Nevertheless, economic
prospects are bright for the country. GDP growth is expected to stay robust at around 4% in the medium
term. Furthermore, the current account balance is forecast to remain around a modest -4% of GDP (coming
from almost -10% of GDP in 2013), helped by the historically low oil prices. Additionally, the external debt is
likely to be stable and moderate at approximately 40% of GDP in the coming years while the foreign
exchange reserves are forecast at around 4 months of import cover, a healthy level.

Country risk analyst
Jolyn Debuysscher | T 32 2 788 89 04 | E j.debuysscher@credendo.com
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  Tunisia: Violent protests against
recent austerity measures and so much
more (16 Jan)
Event
In the last week violent protests have erupted in Tunisia. The protests were directed towards the
government’s austerity measures which went into effect on 1 January and increased the price of petrol and
taxes on a number of items and services. The protests started in Tunis in early January and have since then
spread to more than 20 cities. The protests of this weekend were organised by the opposition parties on the
seventh anniversary of the day that Tunisia’s former dictator Zine el-Abidine Ben Ali fled the country. The
government has arrested more than 500 people involved in the protests but has also responded by increasing
social benefits for the poorest. While the immediate cause of the protests have been the government-imposed
price and tax rises, the underlying cause is the deteriorated socioeconomic situation in the country since the
revolution started in 2011.

Impact on country risk
Since the ousting of former president Zine el-Abidine Ben Ali in January 2011, Tunisia has gone through a
fundamental political transition. Nevertheless, while the country has made a significant transition towards
democracy, the economic transition has been weak and the political situation remains fragile. Since 2011
Tunisia has had seven prime ministers and the successive weak coalition governments have favoured short-
term consensuses which have slowed and even prevented the implementation of a number of much-needed
structural reforms. Additionally, the country has suffered from the multiple terrorist attacks which occurred in
2015 and severely impacted the tourism industry –Tunisia’s second most important source of hard currency
after remittances.

While the recent protests were more violent than previous ones and have received more international media
coverage, it was definitely not the first time that protests erupted. Already in the last three to four years there
has been an increase of protests all over the country. This is due to economic and social factors such as the
high rate of unemployment, corruption and the fact that the population feels alienated from the political elite.
These are largely the same factors that have triggered the 2011 revolution and have not been addressed
since. Instead, a number of these factors have even worsened.

Growth has been subdued since the revolution. While real GDP growth averaged 4.4% in the five years
before the revolution, it was only 1.6% in the period 2011-2017. The growth slowdown and increased political
uncertainty after the revolution have led to a sharp increase in unemployment (see graph 1). While the
unemployment rate was at 13.1% in 2010, it increased to 18.3% in 2011. Since then, it has reduced slowly
but is currently still at 12.5%. Unemployment is especially high among women and youth. The economic
slowdown in Tunisia has also led to a stagnation of the real income in the country since 2011 and even to a
decrease in the real income over the period 2014-2016.
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The weak political and economic situation in the country has also led to an increase in corruption, which is
reflected in the country dropping 16 places on the Corruption Perception Index of Transparency International
since the 2011 revolution.

It is difficult for the country to turn this negative trend around. In 2016, Tunisia signed up for an Extended
Fund Facility programme with the IMF of USD 2.8 bn. Initially the implementation of reforms was slow, but
has accelerated since the beginning of 2017.

One of the focus points of the IMF programme is to limit future fiscal deficits, given that public finances have
deteriorated significantly in the last seven years. The fiscal deficit peaked in 2013 – reaching 7.4% of GDP –
and was still at 5.9% in 2017. Due to the increase in public deficits, the gross public debt to GDP ratio
increased from around 40% before the revolution to 62.9% in 2016, which is a high level. For 2018 the
Tunisian government is planning to reduce the budget deficit to 5% of GDP and it is in light of this plan that
the recent tax increases and subsidy cuts were introduced.

The government will also have to deal with the large public-sector wage bill. Since the Arab Spring,
subsequent governments have responded to the rise in unemployment by increasing public-sector
employment. However, this is becoming unsustainable as government finances are under severe pressure
due to the high public-sector wage bill. The public-sector wage bill has risen from 10.7% of GDP in 2010 to
14.6% of GDP in 2016. This means that it accounts for around half of total government expenditure and for
around two thirds of total tax revenues in 2016 (see graph 2). These are unsustainable levels, especially
since the quality of service remains low, primarily in the inner regions. Besides increased public-sector
employment, the increased wage bill is also driven by a number of public-sector wage increases that were
negotiated with the public-sector labour union. The government plans to limit the wage bill in the future
through strict limits on new hiring, by not giving any additional wage increases on top of those already agreed
upon with the labour unions and through voluntary departure programmes. This should reduce the public-
sector wage bill in the medium term. But in order to implement this, the government will have to resist the
opposition from the powerful public-sector labour unions and it remains to be seen whether it will be able to
do this.



The issue at hand is that the fiscal austerity measures and economic reforms need to be implemented at a
time when the population has already suffered due to high unemployment, a stagnation of real income and
the reforms implemented in the past – such as previous reductions in energy subsidies. Nevertheless the
government seems to remain committed to the reforms. In response to the protests, the government has not
decided to postpone the measures but instead has decided to increase welfare payments and proposed other
measures directed towards the poorest in the country. The future implementation of the reforms will
determine whether the country is able to turn around the negative economic trend that the country got caught
up in since the revolution of 2011. In the meantime the short-term political risk outlook of Tunisia remains
stable in category 4.

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

  South Africa: The rainbow nation’s
outlook turns brighter following the
tight ANC leadership race (17 Jan)
Event
Following the African National Congress (ANC) party conference on 18 December, Deputy President Cyril
Ramaphosa succeeded President Jacob Zuma as head of the ruling party. Nkosazana Dlamini-Zuma, the
candidate backed by President Zuma (and his ex-wife), lost by a very narrow count. Ramaphosa is now in
pole position to be elected South Africa’s next president at the general elections of 2019. However, out of the
new top six party leaders elected (including the new deputy president), three are Zuma loyalists and might
seriously complicate Ramaphosa’s task ahead. Nonetheless, markets responded optimistically and the South
African rand experienced a rush.

Impact on country risk

Jacob Zuma came to power in 2009, coinciding with the impact of the global financial crisis. Ever since, South
Africa’s economy gradually became less competitive, GDP per capita fell and unemployment grew. In the
wake of low commodity prices together with series of political scandals and opaque policy making,
investments plunged and the South African rand became volatile. In addition, mismanagement at major state-
owned enterprises (e.g. power utility Eskom) put more pressure on public finances and worsened public debt
sustainability indicators. 

In general, Zuma’s patronage-based politics has steadily alienated businesses, civil society and even the
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union movements. Their main charge against Zuma is ‘state capture’, a term used to denote the looting of
state resources by his cronies (cf. the Gupta family scandal) and the undermining of democratic institutions.
Today, there are numerous corruption charges against Zuma and his loss of authority could open the door for
actual prosecution. As a result, Zuma might have to step down before the end of his term in 2019, possibly
through a negotiated exit, a sacking by the party (ANC) or even an impeachment through parliament.
Besieged by an abundance of scandals, the ANC’s popularity has been sliding. To turn around the decay of
the party’s reputation, tackling corruption will be vital in the coming year and a half. Therefore, Ramaphosa’s
prior concern is likely to become the removal of Zuma, which will give him time to unify the ANC and embark
on economic and institutional recovery ahead of the 2019 elections. Ramaphosa is popular among investors
and broadly respected as an anti-apartheid veteran and a well-weathered politician. His campaign focussed
on ‘moral renewal’ alluding to cleaning up state finances, improving national governance, fighting corruption
and introducing structural economic reforms to revamp the country’s potential with pro-business
policy-making. During Nkosazana Dlamini-Zuma’s campaign corruption was not even mentioned, arousing the
suspicion that she would shield Jacob Zuma from future prosecution and that her leadership would bring more
of the same. Nkosazana Dlamini moreover vowed to curtail the Central Bank’s independence and pursue
‘radical economic transformation’ by raising state spending, fighting ‘white monopoly capital’ and expropriating
land, mines and businesses. All short, the election of Ramaphosa as ANC leader is considered the best
scenario for South Africa’s political and commercial risk outlook.

Country risk analyst
Louise Van Cauwenbergh | T 32 2 788 86 62 | E l.vancauwenbergh@credendo.com
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  Angola : The announced removal of
the US dollar peg to halt the depletion
of foreign exchange reserves is another
sign of the new government’s urge to
reform the impaired oil-based economy
(09 Jan)
Event
On 3 January the Angolan Central Bank communicated it would shift from a fixed currency peg to a trading
band in the course of this month. The long-awaited devaluation of the kwanza is estimated to bring about
another 20%-30% value loss, adjusting to the reality of lower oil revenues. Indeed, the kwanza lost about 40%
against the US dollar in 2015-2016 and still remained overvalued. The official rate was kept fixed at about 165
kwanza per US dollar, while street rates were touching on 400 kwanza to the US dollar. Exchange controls
were put in place and foreign exchange reserves were sold by the central bank to defend the kwanza peg. In
times of dwindling oil export returns, this policy approach had an aggravated impact on Angola’s liquidity level
as foreign exchange reserves shrank by approximately 40% since early 2014. The announcement of the
removal of the peg came only a day after Angola’s plans were unveiled to restructure some important
government debts. Against all expectations and merely three months after being elected, President Joao
Lourenco is moving swiftly in reforming Sub-Saharan Africa’s third-largest economy.



Impact on country risk
Angola was battered by the oil price collapse in 2014, leading to a sinking GDP, steep fiscal and current
account deficits, soaring debt levels and liquidity shortfalls. Moreover, the imposition of opaque capital
controls to defend shrinking foreign exchange reserves added to accumulating payment arrears on current
trade transactions. In response, Credendo downgraded Angola to category 6/7 for both short-term (in 2015)
and medium-/long-term (in 2016) political risk. Ever since Joao Lourenco took over the presidency from the
long-ruling Jose dos Santos in September 2017, progress has been made in addressing the crisis and
tackling widespread corruption and patronage. The dos Santos family’s economic and political legacy is
rapidly being dismantled, for example by marginalising dos Santos’ appointees in public administration and
security services, allowing new editors at state-run media companies (increasing media freedom) and by
sacking Isabel dos Santos (daughter of the former president) as head of the distressed and inefficient state oil
company Sonangol. Government revenues have halved since 2014 and interest payments on public debt
(stock at 75% of GDP in 2016) are expected to absorb close to 20% of total revenues in 2018. In order to
reduce the debt service burden and create more fiscal policy space, Angola’s finance minister is seeking to
renegotiate interest rates and maturity periods on domestic and foreign public loans, dominated by Chinese
bilateral debt. The relatively small share of Eurobond debt (USD 1.5 billion) is not likely to be affected. In the
short term, the lifting of the peg poses some risks. A weaker kwanza makes foreign-denominated debt
servicing more expensive and higher import costs could push up inflation. Hence, a looser currency should go
hand in hand with a tight monetary policy in order to help prevent another period of outsized inflation and
bloated living costs as witnessed in 2016 (42% year-on-year inflation). Either way, the (probable) subsequent
recovery of foreign exchange reserves should have a positive impact on businesses and trade in the longer
term, while bold policy decisions and reforms are helping to recover confidence. Consequently, a more
flexible exchange rate policy could have a positive impact on Angola’s near-term political risk outlook if
cautiously implemented.

Country risk analyst
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