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ASIA

  Cambodia : Opposition gains in
local elections predict uncertain
national elections in 2018
Event
In early June, Hun Sen’s ruling party the CPP won about 70% of commune councils in the local elections.
The turnout was impressive at 90% (compared with 65% in 2012) with peaceful polls, despite a tense
climate, questionable fairness and institutions being controlled by the CPP. The opposition party the CNRP
nevertheless made further electoral gains compared with the previous local ballot.  

Impact on country risk
Long-serving PM Hun Sen has mixed feelings after his first major political test since the national elections in
2013. He welcomes his party’s victory – as does the investor community – but the outcome shows a further
erosion of his electoral base to the benefit of the CNRP. Therefore, the probability of a close result in the
2018 national elections has further increased. In 2013, after the CNRP won 45% of seats thanks to support
from young people, the urban middle class and garment workers, it accused the CPP of fraud and boycotted
Parliament during a year-long political crisis. Now, until the next elections, it is feared that the regime will be
more repressive, with an increase in intimidation, crackdowns against the opposition and protests. Hun Sen
is indeed determined to use all legal and military means to stay in power and has threatened to trigger a
civil war if the CPP is defeated. His opponent could be Sam Rainsy, the former opposition leader, who has
been allowed to return from exile as from mid-June. However, since he had to resign last February after the
CPP threatened to dissolve his party, he may leave his candidacy to Kem Sokha, the new CNRP leader.
Although the political outlook is uncertain, Hun Sen is still expected to remain in office but at the cost of a
prolonged and risky period of social instability, worse than in 2013. It could have a negative economic
impact, particularly on Cambodia’s dominating garment sector. In such a context, Phnom Penh will rely
more than ever on China, its closest ally and financial partner, while facing potential criticism and sanctions
from the EU, its most important garment market, in the event of the elections being deemed unfair. Thus,
until the elections in July 2018, Credendo will wait before considering a potential upgrade of Cambodia’s
MLT political risk rating from 6/7.

Country risk analyst
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EUROPE

  Russia: The USA targets new
entities while the EU extends current
sanctions
Event

In June, the EU sanctions on Crimea and Sevastopol were extended until 23 June 2018 and sanctions on
Russia were extended for a further 6 months. The US Department of the Treasury’s Office of Foreign Assets
Control (OFAC) updated the Specially Designated Nationals List and the Sectoral Sanctions Identifications
List to target the evasion of sanctions and other activities related to the conflict in Ukraine. More details can
be found online. Moreover, the US Senate approved by a large majority a bill that still has to be approved by
the US House of Representatives and signed by the President. If approved, the bill could strengthen existing
US sanctions and could target companies that support Russian energy export pipelines such as the Nord
Stream 2 gas pipeline project in which some European companies are participating. The bill also codified
sanctions in law and hence makes it harder for the President to ease sanctions on Russia.

Impact on country risk
If the bill is approved, the US President will no longer have the ability to ease sanctions on Russia with his
signature. The recent move shows that the USA is unlikely to adopt a friendlier attitude towards Russia in the
short term. Hence, no end to the EU and US sanctions is expected in the next six months. In this context,
Credendo’s ST and MLT political risk classifications remain stable. The commercial risk (still in category C on
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a scale from A to C) has improved as the rouble strongly appreciated in 2016. Moreover, economic growth is
expected to reach 1.4% this year following two consecutive years of contraction. More recently, oil prices
have been on a downward trend (see graph), which has resulted in a depreciation of the rouble. Given the
high reliance on oil as a source of current-account receipts and public revenue, persisting lower oil prices
could have a negative impact on fiscal balance (the 2017 budget was based on a conservative oil price
assumption of USD 40 pb), external balance – with a lower current-account surplus – and economic growth.
Domestic tensions are on the rise as highlighted by recent protests. That said, President Putin – who has not
yet declared his candidacy – is still likely to easily win the next presidential election scheduled for March
2018.

Country risk analyst
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LATIN AMERICA

  Cuba : US partial policy reversal
will choke tourism, a key source of
earnings
Event
This month, US President Donald Trump fulfilled a campaign promise by partially rolling back the two-year
rapprochement with Cuba. The new US policies include harsher rules for US travellers and prohibit direct
business dealings with military-run companies, compromising an estimated 60% of Cuba’s economy.
However, despite the tough talk, Trump did not completely reverse the relaxation in relations fostered under
the Obama administration. There are still exceptions for US airlines and cruise lines that received
authorisations to open routes to the country. Embassies in Washington and Havana will also remain, as will
measures that allow for increased telecommunications services. Furthermore, looser rules allowing exports
of US agricultural goods and some other products, as well as an easing of shipping regulations, have not
been rolled back. The new restrictions will not come into effect immediately. The US Office of Foreign
Assets Control (OFAC) and the Department of Commerce need to issue regulations implementing the new
policy, which could take some months. 

Impact on country risk
The tightening of the US policy comes at an inconvenient time for Cuba. The island is already in a bad place
as its main ally, Venezuela, is suffering from a deep economic crisis. In the past year Venezuela sharply cut
aid and trade, leading to a contraction of 0.9% of the Cuban economy in 2016. In addition, it led to a
widening of the fiscal deficit to an estimated 6.2% of GDP. Also in 2017, sluggish growth of only 1% is
forecast while the fiscal deficit is expected to expand to 8.3% of GDP. When the new US regulations are
issued, economic growth and fiscal balance is likely to be further damaged since the easing of US sanctions
under the Obama presidency saw a boom in US tourism to Cuba. Cuba’s small current-account surplus
(projected at 1.1% of GDP in 2017) is likely to be negatively impacted too since tourism is a main source of
current-account receipts. Furthermore, if the Venezuelan crisis worsens, Venezuela could end its oil
subsidies to Cuba, hurting the Cuban economy even more. Cuba remains in category 7/7 for both short-term
and medium-term risk classifications, owing to Cuba’s history of default on external debt, a poor payment
record, imbalances caused by the dual exchange-rate system and the lack of reliable data.

Country risk analyst
Jolyn Debuysscher | T +32 2 788 89 04 | E j.debuysscher@credendo.com
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office
Event
Peruvian Economy and Finance Minister Alfredo Thorne, one of the President’s closest confidants, resigned
on 21 June. The resignation comes after Thorne lost a vote of no confidence in the opposition-controlled
Congress. The vote in Congress was called by Thorne after an audio recording surfaced of a meeting where
he seemingly peddled influence to get a major infrastructure contract approved. Thorne, who had been in
the post since President Pedro Pablo Kuczynski came to power last year, denies any wrongdoing. A few
days after the resignation Prime Minister Fernando Zavala was sworn in as the new Economy and Finance
Minister, while continuing to hold his current post. 

Impact on country risk
As Kuczynski’s PPK holds only 18 of the 130 seats in Congress, it was expected that effective policy making
would be difficult. It is the third time in the President’s first year that the opposition has sought to oust
government ministers. In December 2016 congress censored Jaime Saavedra, the Education Minister, and
in May 2017 it used the threat of censure to force Transport Minister Martín Vizcarra to resign. The strategy
of censuring ministers for relatively minor misbehaviour risks thwarting the President’s attempt to build
institutional stability within government. Moves to censure other government ministers can be expected in
the future. Furthermore, policies, especially on social inclusion and reforms of the judiciary, are likely to
continue to be affected while the pro-business agenda, shared with the opposition, is expected to advance.
The climate of suspicion in Congress comes at a bad time. The world’s second-biggest copper producer has
been hit with a double dose of bad luck. An admission of corruption by Odebrecht, a Brazilian contractor,
forced the suspension of several big infrastructure projects in Peru. In addition, the worst floods in 20 years
killed 147 people, washed away roads and reduced annual economic growth to 2.7% in 2017 (from 3.9% in
2016). Reconstruction is estimated to take two years and cost USD 6.5bn. Therefore, easing the growing
political tensions and reviving slumping investments to reboot the economy will be priorities in the coming
months.

Country risk analyst
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MENA

  Qatar: Countries isolating Qatar
present a list of harsh demands
Event
On 5 June, Saudi Arabia, Bahrain, Egypt and the United Arab Emirates decided to cut diplomatic ties with
Qatar and block all land, sea and air links with the country. By doing so they made it clear that they want to
isolate the country. They are accusing Qatar of sponsoring terrorism and of ‘undermining the security of its
neighbours’. Qatar has been a supporter of the Muslim Brotherhood, Hamas and Hezbollah and has friendly
ties with Iran. It is thereby falling out of line with the other GCC countries that strongly oppose this policy.
On 23 June, the four countries sent a list of thirteen harsh demands that Qatar has to satisfy within ten days
in order for the sanctions to be lifted. However, Qatar has already dismissed this list as an attempt to curb
its sovereignty.

Impact on country risk
The publication of the list of demands has worsened the standoff between Qatar and its neighbours. On the
one hand, Qatar’s Emir cannot accept them without losing face and, at the same time, the countries
imposing sanctions cannot easily back down for the same reason. This development suggests that short-
term de-escalation is becoming unlikely and the conflict is expected to be prolonged considerably. This
prolongation could be accompanied by the implementation of additional sanctions against Qatar. The
economic impact of the blockade is currently mitigated by two factors. First of all, given its very large foreign
assets, the country has a very strong external position. While the foreign-exchange reserves are sufficient to
cover 4.3 months of imports, Qatar also has a large sovereign wealth fund. Additionally, its oil and gas
exports are currently still unaffected and they represent almost 60% of the country’s current-account
receipts. The four sectors that are currently the strongest impacted by the boycott are tourism, the airline
industry, the food sector and the construction sector. The tourism and airline sectors are hit by the ban on
all flight connections to the countries imposing the blockade. The food and construction sectors are
impacted because Qatar imports the largest share of its food and construction materials via its land
connection with Saudi Arabia. Currently Credendo does not foresee any changes in its cover policy for
Qatar. However, if the crisis is not resolved in the coming months, a downgrade of the commercial and
short-term political risks is possible.

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

  Congo (Democratic Republic):
Escalating violence in Kasaï provinces
could help Kabila stay in power
Event
The United Nations stressed that it is “seriously concerned by the continuing crisis and its impact on the
populations’ survival” since violence in the Kasaï provinces intensified. Indeed, an estimated 500 to 3000
people have been killed and nearly a million are displaced. When a tribal leader – who the national
government refused to endorse – was killed during protests, the conflict in the Kasaïs was inflamed. Being a
regional stronghold of the opposition, the conflict reflects both local and countrywide problems, raising the
possibility of spill-overs into other regions. A prolonged crackdown by the government on the Kasaï
provinces resulted and is now likely to delay elections and help Kabila stay in power. 

Impact on country risk
After Kabila refused to step down when his constitutional term expired, dozens of people died in protests,
yet complete chaos was averted as a deal was struck with the opposition on 31 December. Kabila was
allowed to remain President if an opposition-led transitional government was formed and elections were
organised by the end of 2017. Already in many ways, the agreement is not being respected (for example
when it comes to the choice of Prime Minister), which endangers a non-violent political transition in the
coming months. On the other hand, violence and displacements in the Kasaï provinces (and continued
unrest in the eastern provinces) make the organisation of credible nationwide elections impossible, as voter
registration cannot take place in Kasaï. Henceforth, Kabila is unlikely to step down as agreed. In reaction to
probable election delays or constitutional changes, mass public protests and attacks against government
buildings are expected in the coming months. However, this should not immediately threaten Kabila, unless
his opponents come to include police and soldiers, increasing the likelihood of a coup. The uncertainty has
moreover ignited a deep economic crisis reflected by trade disruptions, the draining of liquidity and the
collapse of the Congolese franc. Due to the high-risk situation, Credendo is off cover for medium- to long-
term transactions while the short-term political risk classification for DRC is in category 6/7, excluding cover
in the Kasaïs (Kasaï, Kasaï-Central, Kasaï-Oriental and Lomami) and eastern provinces (Bas-Uélé, Haut-
Uélé, Ituri, Tshopo, North Kivu and South Kivu).

Country risk analyst
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  Senegal: Casamance insurgency
finally heading towards settlement
Event
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A principal militant leader of the Movement of Democratic Forces of Casamance (MFDC) claimed in a radio
interview that he is willing to launch a discussion with Senegalese President Macky Sall on bringing about
an end to the 35-year insurgency in Senegal’s southern Casamance region. For decades Casamance
militants have demanded independence for the large region south of the Gambian land strip. With the fall of
Gambia’s dictator Jammeh in early 2017, an important supporter of Africa’s longest-lasting insurgency was
removed, increasing the chances of a peaceful solution. Meaningful negotiations between all factions are
expected to unfold in the coming year, probably mediated by the Sant’Egidio religious community in Rome. 

Impact on country risk
In the past few years, the number of active combatants has been decreasing and violent confrontations
between militants and soldiers have become rare. However, the presence of the MFDC in the south of
Senegal does lead to illegal trade and crime while quashing tourism and the development of infrastructure in
the region. Even though a negotiated settlement will take a long time to implement, it should give tourism
and construction projects in Senegal a major boost.

Country risk analyst
Louise Van Cauwenbergh | T +32 2 788 86 62 | E l.vancauwenbergh@credendo.com
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