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ASIA

  Hong Kong: Island’s newly
appointed ruler remains a pro-Beijing
loyalist
Event
On 26 March, Ms Carrie Lam, a pro-Beijing candidate, was easily appointed as Hong Kong’s new CEO after
obtaining 777 votes from a 1,194-member election committee. She is the first woman to head the island and
will succeed to the unpopular Mr Leung when taking office next July. Pro-democracy forces and a majority of
Hong Kong’s population supported the defeated Mr Tsang. A few days after her appointment, several
leaders of the ‘Occupy Movement’ were charged for their actions during protests in 2014.

Impact on country risk
Since mass protests broke out in 2014 on the back of popular defiance against Beijing’s strong influence
and the institutional framework preventing the universal suffrage, this election process and choice confirms
that Beijing maintains political control and power in its special administrative region of Hong Kong. By
appointing a pro-Beijing candidate with a business stance, it aims to strengthen Beijing’s authority on the
island against the rising demand of more autonomy from a rising share of the population. Hence, Beijing’s
increased interventionism is likely to continue whereas Ms Lam, given her lower popularity, has a great
chance of facing political obstruction and future protests during her five-year mandate on the back of
missing democratic legitimacy. Ms Lam has indeed already announced that social issues – especially
housing and education – should prevail over political reforms which, under Beijing’s fiat, she considers to be
a less pressing issue. Under Beijing’s pressure, she is also expected to deepen economic integration with
mainland China, a prospect opposed by many on the island and which could therefore harm Ms Lam’s
mandate.
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  India: Ruling party’s crushing
victory at key state election boosts PM
Modi’s re-election prospect
Event
PM Modi has obtained an unexpected landslide victory at the key state election in Uttar Pradesh (UP) in
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which his BJP party won 312 out of 403 seats. In addition to a victory in Uttarakhand state, the BJP also
managed to take power in the states of Goa and Manipur through political alliances. The Congress Party,
i.e. the major national opposition party, only won in Punjab. The BJP is strengthened by those state
elections since it has become the largest single party in the Parliament’s upper house while it is in a majority
position in the lower house.

Impact on country risk
PM Modi has passed a decisive electoral test as Uttar Pradesh is the largest state, mainly rural and poor
with a relatively large Muslim minority. His overwhelming success is a personal victory as he campaigned
himself for India’s ruling BJP party and thus highlights Mr Modi’s high popularity across all sections of Indian
society. This is particularly remarkable as it happened more than four months after a destabilising
demonetisation shock that especially hit the poor. However, his main argument of fighting corrupt people,
black money and tax evaders clearly paid off. Also, the plan’s negative impact on liquidity and economic
activity in the past months has been eased progressively. Looking ahead, while the opposition remains
fragmented at a national level, Mr Modi should be a clear favourite to win a second mandate in the 2019
general elections. This bodes well for his reformist agenda – supported by a potential majority in
Parliament’s both houses after 2019 – and India’s strong economic outlook which could be further
supported by increased infrastructure development. In fact, the main downside risk to stability could lie in Mr
Modi’s rhetoric of Hindu nationalism and superiority likely to exacerbate communal tensions, especially as
Mr Modi enjoys a more powerful political mandate. This is recalled by the controversial appointment of a
Hindu extremist as new leader of the UP.
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  Korea (North): North Korea’s
missile strikes in sea and deployment
of anti-ballistic system in South Korea
bring regional tensions to a new high
Event
Regional tensions around the Korean peninsula are sharply on the rise and involving several players. The
past few weeks have indeed been marked by the murder of Kim Jon-un’s half-brother in Malaysia, and
Pyongyang’s firing of ballistic missiles in the Sea of Japan which led to a Chinese ban on key coal imports
(i.e. about 40% of the country’s total exports) from North Korea until the end of the year and to the hastened
decision to deploy the US ‘THAAD’ (Terminal High Altitude Area Defence) anti-ballistic missile shield on
South Korean soil. The latter, strongly opposed by Beijing for defence reasons, triggered a range of
retaliatory economic measures (e.g. suspension of Chinese tourist tours, Korean shop closures, boycott of
Korean products). Last but not least, the US made clear that a revision of their North Korea policy is
necessary yet not ruling out the military option.

Impact on country risk
In barely one month’s time, North Korea has seen its relations deteriorate with Malaysia, China, South
Korea and the US. The assassination of Kim Jon-un’s half-brother and the intensification of missile
launches, seen as a test to the new US administration and frequent reactions to joint US-South Korean
military exercises, just confirm Pyongyang’s unwavering determination to develop its capacity to launch
missiles with nuclear warheads reaching the West Coast of the US and ensure its survival through nuclear
dissuasion. In consequence, Pyongyang will continue to move forward in this direction until those goals are
reached and allow it to enter potential negotiations in a stronger position. This could become more likely if
North Korea’s economy and revenues are harmed by stricter UN sanctions and China’s ban on coal (if it is
applied, though) while local banks have recently been banned from access to the SWIFT system. The US
and South Korean positions will matter a lot in the coming months. The US strategy is uncertain and
increases the risk of miscalculated actions. In the coming months, Mr Trump seems determined to move
forward through higher pressures on Beijing and Pyongyang. Claims of pre-emptive strikes simply bear too
high potential human costs as they would not prevent Pyongyang from threatening the life of millions of
South Koreans and Japanese and striking back the US (military bases). In the near term, the regional
situation might evolve with a new South Korean president said to be more conciliatory and willing to ease
tensions with its neighbour. It could put the THAAD system in balance with the aim to reduce dependence on
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the US and normalise relations with its first trade partner, China. 
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EUROPE

  Belarus: Despite concession, ‘tax
on parasites’ triggers protests
Event
Thousands protested against a USD 250 tax on those who work less than 183 days per year, known as the
‘tax on social parasites’. The first demonstration started mid-February of this year. Many protesters were
middle-aged and elderly people who complained that the tax unfairly punished those unable to find a job.
The implementation of the tax introduced in 2015 was postponed until the end of this year. However, the
suspension was not sufficient to diffuse protests. The authorities arrested hundreds of activists. In the
meantime in Russia, thousands across the country also took to the streets to complain against corruption,
representing the largest protests in Russia since 2011-12.

Impact on country risk
Protests of this scale are rare in Belarus. They occur as the country has been in recession for two years
and they represent a challenge for President Lukashenko who has been in power since 1994. The arrest of
hundreds of protesters could jeopardise Lukashenko’s attempts to improve ties with the EU and rather
prompt the imposition of new sanctions on Belarus. Last year, following the release of several political
prisoners, the EU lifted its sanctions on Belarus. The improvement of their bilateral relation aimed at
reducing the country’s reliance on Russia, its traditional ally and its key trade and financial partner. Given
the country’s poor liquidity, Credendo’s short-term political risk rating is currently in category 7. Indeed,
short-term debt is elevated, current account receipts are under pressure and foreign exchange reserves are
low.
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LATIN AMERICA

  Brazil: Meat corruption
investigation can undermine
government's reform prospects
Event
This month, Brazil surprised the world with a new corruption probe. This time it concerns sales of tainted
meat. The ‘Weak Flesh’ investigation alleges widespread bribery and corruption between health inspectors
and the operators of regional meat plants, resulting in sales of bad meat both at home and overseas. As
Brazil is the world’s largest exporter of beef and poultry, this news alarmed most of the world. In response,
a number of countries temporarily banned or curbed beef and poultry imports from Brazil. However, after an
intense lobbying effort by the government, good news followed a couple of days later: China, which
accounts for about one third of Brazil’s meat exports, Hong Kong, the largest destination for Brazilian beef,
and some other major customers lifted the bans.

Impact on country risk
The meat corruption scandal shows the vulnerability of Brazil’s recovery. The bar of meat comes at a time
when Brazilian exports are being boosted thanks to a weaker currency, the pickup in commodity prices and
bountiful harvests. As meat is an important export product, a prolonged ban could have negatively impacted
the narrowing current account deficits (estimated at -1.5% of GDP in 2017). Nonetheless, it seems the worst
has been avoided as the Brazilian trade surplus hit a record high in March. Furthermore, a prolonged ban
could also have delayed the fragile recovery of a country wrestling with the worst recession in more than a
century. Nevertheless, despite the meat scandal, the economy is still expected to grow by 0.5% this year,
after two years of recession. However, the ‘Weak Flesh’ investigation can still have a negative impact on the
political side as it represents yet another corruption scandal for an already discredited political class. The
government is implicated in corruption cases involving state-owned producer Petrobras and construction
company Odebrecht in a time it needs to push through necessary but unpopular reforms. An important
example is the overhaul of Brazil’s expensive pension system that has to be steered through congress and
could prove crucial to economic recovery, encourage investment in the country, tackle the fiscal deficit
(expected at -9.5% of GDP in 2017) and curtail the rapidly increasing public debt (78.4% of GDP at the end
of 2016). Therefore, this new corruption case may undermine the government's reform prospects and
consequently still stem economic recovery.
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  Ecuador: Continuity of the leftist
citizens’ revolution faces headwinds
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Event
Lenín Boltaire Moreno, the leftist candidate, has claimed victory in the second round of Ecuador’s polarising
presidential run-off. He is the anointed but less charismatic successor to President Rafael Correa who is
legally barred from running again after ruling the country for a decade. However, the result is very tight and
not yet final. With 99% of votes counted, Moreno has 51% of the vote while his rival, conservative banker
Guillermo Lasso, has 49%. Tensions were already high following the first-round vote two months ago, when
it took three days to declare that a run-off between Moreno and Lasso would take place. Therefore, not
surprisingly, Lasso is challenging the result while many of his followers took to the streets.

Impact on country risk
The election results, if final, prelude the continuity of the ‘citizens’ revolution’, declared a decade ago.
Moreover, it defies a regional swing to the right-leaning governments which recently came to power in
Argentina, Brazil and Peru as the commodities boom ended. However, the continuity of the leftist policies
will be more difficult than a decade ago. Firstly, Moreno will have trouble to continue the growth policies
based on recycling oil revenues through government spending as oil prices are expected to remain relatively
low. Indeed, the country is in recession since 2016 and recovery is not expected in the medium term (also in
2017 a contraction is forecasted of about -2.7%). Moreno also promised to increase public spending and
continue the social programmes of his predecessor which contributed to slashing poverty rates. However,
the structural fiscal deficits in the past eight years doubled government debt (at almost 40% of GDP by the
end of 2016) and can also make this pledge challenging. Financing further fiscal deficits will especially be
tricky since Ecuador has limited access to external financing due to its history of sovereign defaults. Another
difficulty will be to crack down on graft and governing amid corruption scandals at state-run oil company
PetroEcuador and allegations related to bribes of Brazilian conglomerate Odebrecht. Finally, Lasso is also
expected to continue to oppose the election results which can trickle into political unrest.

Country risk analyst
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MENA

  Morocco: Government formation
ends period of political uncertainty
Event
After almost six months of political deadlock, Saaddine El-Otamani from the Islamist Justice and
Development Party (PJD) succeeded in forming a government together with five other parties. His
predecessor, Abdelilah Benkirane (PJD), had failed to do so due to the National Rally of Independents (RNI)
party’s insistence on including the Socialist Union of Popular Forces (USFP) in the coalition. Benkirane had
resisted because he was afraid that this would weaken the PJD’s position in government. Mid-March,
Morocco’s monarch intervened and fired Benkirane. His successor had already made clear that he would
not oppose to the USFP joining the coalition in order to end the political gridlock. The new prime minister
stated that the focus of his government would be on fighting corruption, reducing unemployment, and
improving the quality of government services, education and health care. The failure to form a government
for almost six months prevented the passage of a new government budget that should have passed by the
end of 2016.

Impact on country risk
Since its coming into power in 2011, the PJD has been implementing a number of structural economic
reforms. They have for example implemented a policy of strong fiscal consolidation which reduced the fiscal
deficit from 7.3% of GDP in 2012 to 3.5% of GDP in 2016. This has been done through policies aimed at
reforming government subsidies, reforming the tax system and freezing government hiring. Further
economic reforms are needed, however. The IMF judges the main obstacles to higher growth in Morocco to
be the quality of education, skill mismatches, the business environment and the functioning of the labour
market. The need for reforms is reflected in the relatively high unemployment rate. This reached around
10% in the last few years, but especially youth unemployment is high, namely 21.8% in 2016. This together
with the high corruption rate (in 2016, Morocco ranked 90th out of 176 countries in the transparency
international corruption perception list) has led to increased social tensions in the country in the last few
years. Recent protests in February 2017 after the death of a fisherman are a symptom of this. While reforms
of the education system are expected, some other reforms will prove to be very difficult to push through. For
example, the country needs more competition in the domestic sector. Yet, the latter is often tied to the
monarch and his inner circle. The new government is unlikely to be able to change this status quo given
that real political powers in the country still firmly reside with the royal court. Credendo therefore predicts the
pace of reforms under the new government to be limited.

Country risk analyst
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AFRICA

  Kenya: Booming economy hit by
drought
Event
The drought that is impacting the countries in the horn of Africa also affects the North of Kenya. This is
impacting 2.6 million people in almost half of Kenya’s 47 counties in what is considered the worst drought in
Kenya since 2011. Herders driving their herds onto private farmland in search of pasturing have revived
historical tensions with farmers. This has led to deathly clashes between herders and farmers in recent
weeks. The government responded in February by declaring a national disaster and sending extra police
and paramilitary forces to the region in order to quell the unrest. The drought is increasing political unrest in
the run-up to the August 2017 presidential elections.

Impact on country risk
Kenya has a strong economy that has been growing by 5% on average in the last ten years and is
performing better than most other Sub-Saharan African countries. In 2016, the economy grew by 6% with a
strong expansion in the construction and electricity sector and a recovery in tourism being the main growth
drivers. One of the Kenyan economy’s strengths is that it is a relatively diversified economy that does not
rely on the exports of resources, whereas most other Sub-Sahara countries do. This has made it less
vulnerable to reductions of commodity prices. The country is, however, facing a number of challenges. The
economy has been running a structural twin deficit since 2006. In the fiscal year (FY) 2016 (ending in July
2016), the budget deficit was at 7% of GDP, largely due to a rapid growth in infrastructure spending. Under
the recent IMF programme, it is foreseen for the fiscal deficit to be reduced step by step towards 3% by FY
2020, which is in line with the East African Monetary Union’s deficit ceiling. Since it needs to make available
emergency funding to deal with the drought, the government is less likely to reach its deficit target this year.
As for Kenya’s external accounts, the drought risks worsening the current account deficit in the short term
through its negative impact on tea and horticulture output, two sectors accounting together for almost 15%
of current account receipts. The current account deficit had narrowed in 2016 to 5.9% of GDP down from
11.4% in 2014 due to the low oil prices and lower investment-related imports. Still, the drought effect on the
current account might be mitigated by robust private transfers and further recovery in tourism. Tourism is
indeed expected to recover further as a result of the improved security situation. Besides the twin deficit,
Kenya is faced with other downside risks such as volatility of capital flows, vulnerabilities in the banking
system, uncertainty about FDI in oil and gas exploration, the build-up of non-public external debt, security
challenges and increasing political unrest as the August 2017 presidential elections approach. These factors
continue to impede the MLT political risk which is currently in category 5.

Country risk analyst
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minister can lead to a political and
economic storm
Event
President Jacob Zuma dismissed nine ministers in a late-night cabinet reshuffle. More importantly, for the
fourth time in two years a new finance minister has been selected. Malusi Gigaba, the home affairs minister
who has been Zuma’s close ally, will replace Pravin Gordhan as South Africa’s finance minister. Gordhan
was appointed in December 2015 to restore financial market stability after Zuma abruptly substituted
Nhlanhla Nene as finance minister with a little-known backbencher. After a year-long power struggle
between Zuma and Gordon over Treasury efforts to eradicate cronyism in state-owned companies and
decrease the influence in government of the Gupta business family close to Zuma, Gordon was discharged.
Opposition parties called for Zuma to resign after the decision to lay off Gordon and filed a motion for a no-
confidence vote in parliament.

Impact on country risk
The forced departure of Gordhan, popular with investors, can have an important negative impact on the
economy. Firstly, the South African rand plunged since his dismissal as the news spooked the financial
markets. Consequentially, the elevated inflation (around 6.7% at the end of 2016) can increase further,
stopping the path of interest rates cuts. Secondly, Gordhan’s efforts to rein in spending can be curbed,
leading to a higher fiscal deficit (expected at -3.9% of GDP in 2017) and pushing up public debt (estimated
at 51.7% of GDP at the end of 2016). Additionally, the country can lose its investment grade status with
rating agencies, which is likely to have a negative impact on investments and external debt service. Indeed,
S&P already downgraded the country to junk for the first time since 2000 based on the dismissal of
Gordhan and the likely negative impact on fiscal consolidation and growth. The cabinet reshuffle can also
set the stage for a political crisis for the more than 20 year ruling African National Congress (ANC). The
cabinet reshuffle is probably a move of Zuma to reward loyalists and shoring up his preferred successor: his
ex-wife, Nkosazana Dlamini-Zuma. Zuma already survived a series of scandals since he became president
in 2009 and is likely to overcome a possible no-confidence vote in parliament. However, the firing of
Gordhan can exacerbate the existing divisions in the ANC, putting pressure for an internal revolt. Political
tensions are likely to escalate further during a five-yearly party vote in December where Zuma’s
replacement as ANC president (and thus presidential candidate in the elections in 2019) will be elected.
Furthermore, popular protests and civil unrest are likely to increase in the coming months.

Country risk analyst
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