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AFRICA

  Gabon: Political instability adds to
Gabon’s worsening risk profile
Event
Early December, Gabon postponed legislative elections set for 27 December 2016 until 29 July 2017,
stating a lack of financial funds for the organisation as a force majeure. This happened only a few months
after the controversial re-election of President Ali Bongo, marked by ‘major anomalies’ according to a recent
EU observers’ report. Following the initial declaration of Bongo’s win in August, opposition supporters claim
that up to 100 people died at the hands of security forces during demonstrations. Gabon’s constitutional
court validated the election victory of President Ali Bongo, although the international community disapproved
because of widespread allegations of fraud and human rights violations. Members of the EU observers’
mission, together with some African Union and United Nations commissioners want to push for sanctions
against senior figures of the Bongo regime or at least use the threat of sanctions to pressure Bongo into
concessions and a national dialogue. 

Impact on country risk
Over the past months, it became less likely for opposition leader Ping’s call for resistance to get large-scale
hearing and even though some cities are still tense, calm has gradually returned. A new government was
formed, not holding much opposition figures, and international relations started to gradually normalise again.
Nevertheless, the EU observers’ report and recent postponement of legislative polls have raised the
likelihood for international sanctions to be slapped on Bongo and his allies, forming a possible deterrent for
foreign investments as well. In January, the country is organising the African Cup of Nations football
tournament which puts important pressure on the state budget. The fiscal position is moreover deeply
affected by low oil export returns and deteriorating terms on international financial markets. The inability to
meet public wage demands has moreover been driving long strikes by civil servants and could further
paralyse government business. Taking into consideration the weakening public finances and rising political
instability, the outlook for Gabon has worsened. In this context, Credendo might have to consider
downgrading the country’s medium- to long-term political risk classification from category 5 to 6.
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  Gambia: In crisis after president’s
decision to deny his electoral defeat
Event
The sole candidate for the opposition coalition, Adama Barrow, unexpectedly defeated incumbent Yahya
Jammeh in the 1 December election, a shock result which initially prompted worldwide cheer. Yet, a week
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after accepting his defeat on state television, Jammeh nonetheless declared he wanted to stay in power and
claimed ‘serious and unacceptable election abnormalities’. Barrow’s proclamation of reversing Gambia’s
withdrawal from the ICC, which would open the way for prosecuting the authoritarian president for human
rights abuses, might have encouraged Jammeh to change his mind. Jammeh deployed hundreds of soldiers
in the capital Banjul, even though army support for Barrow was previously assumed. The United Nations,
the African Union, the EU and the US demanded that President Jammeh accepts his defeat and steps
down. What’s more, the West African regional grouping ECOWAS warned it will send troops to oust
Jammeh if he refuses to step down by the end of his term on 19 January, which Jammeh subsequently
called ‘a declaration of war’. 

Impact on country risk
Gambia has never experienced a peaceful power transfer since its independence. The erratic president
Jammeh seized power in 1994 and was known for his rash policies, intolerance of criticism and fierce
repression of opponents. Together with high unemployment rates, this has been driving young people to
leave the country by mass. A delegation of regional heads of states (Ghana, Sierra Leone, Nigeria and
Liberia) acted unusually firm against the despot but did not manage to strike a deal for the time being. It
remains to be seen whether ECOWAS will actually perform a military intervention after 19 January and how
this would unfold. The political situation remains highly tense, with security forces closing down private radio
stations and critics getting detained. Moreover, the stalemate is already taking its toll on the fragile tourism-
dependent economy and there is a high likelihood for sanctions to be introduced against Jammeh and his
ranks. Consequently, there is a negative short-term outlook and further escalation could incite Credendo to
downgrade Gambia’s short-term political risk classification from 6 to off-cover category 7. For medium- to
long-term political risks, Credendo already classifies Gambia in category 7.
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  Ghana: Opposition leader elected
president
Event
Opposition leader Nana Akufo-Addo of the New Patriotic Party (NPP) won rather convincingly from
incumbent President Mahama of the National Democratic Congress (NDC) in the December 2016 elections
and even attained a parliamentary majority. In line with Ghana’s earlier power transfers, the transition and
government formation is expected to be peaceful. The poor economic performance of the country, falling
living standards and some high-profile corruption scandals drove voters towards the opposition. High levels
of voter bribery (on both sides) and the continued patron-client underpinnings of Ghana’s democracy
pressurise the new government to swiftly reward its supporters and materialise major campaign promises in
order not to lose popular support.

Impact on country risk
For now, the structural reforms implementation under the three-year IMF support programme remains
broadly on track and has been vital for evading a full-fledged fiscal crisis. In theory, there are few
fundamental policy differences between the two major parties. However, certain NPP campaign promises
like building an industrial factory in every district or creating a development fund for every constituency are
too costly for the budget, while forced industrialisation proved inefficient in the past. Therefore, a significant
risk would be for the new administration to re-engage in such loose fiscal spending, driven by election
promises and leading to tensions with the IMF or even suspension of support funds. Despite gradual
progress and growth projections reaching an estimated 7% and 8% in 2017 and 2018 respectively, public
finances continue to be a major challenge and the roll-over risk of public debt remains significant given that
a large share of domestic public debt consists in short-term debt. Moreover, the cedi is re-exposed to capital
outflows and depreciation in the aftermath of the US election.
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ASIA

  China: Tighter capital controls on
the back of larger capital outflows and
RMB decline
Event
Stronger external pressures on the RMB are making life more difficult for the Chinese authorities as capital
outflows have accelerated since Mr Trump’s election. The People’s Bank of China is using a larger amount of
foreign exchange reserves to slow down the RMB depreciation which reached 7% against the USD in 2016,
i.e. the biggest drop since 2005, when the RMB was de-pegged from the USD. In addition, it was decided to
tighten some capital controls on overseas transfers, targeting Chinese intercompany’ loan repayments and
dividend remittances to foreign shareholders above an amount equivalent to USD 5 m. The State
Administration of Foreign Exchange’s approval is now required or conditions have been tightened for those
transfers outside China. This might delay them and hinder business for foreign groups active in China. Those
measures come a few days after restrictions were imposed on Chinese groups’ ‘irrational’ external
acquisitions in non-core business (e.g. real estate, sports,…) seen as disguised ways to take money out of
China.

Impact on country risk
China’s capital account is only partially and gradually liberalised as many restrictions exist on capital flows.
The latest controls mainly consist in a tightening aimed at intensifying the government’s complex fight against
capital flight as more money is being repatriated to the US and investors are expecting a further RMB slide
against the USD. Still, it is worth pointing out that the RMB has been appreciating against other hard
currencies. Planned higher US interest rates, a strong USD, potential trade tensions with the US, but also
possibly recent capital controls, highlighting the deteriorating investment environment, should support the
current trend of capital outflows and RMB weakening. Foreign exchange reserves are still ample but have
shrunk by about 20% in the past two years (see graph below) and therefore require complementary tools to
maintain stability, particularly in a year where half of the country’s leadership will be changed during the
National Congress. As a result, in case of persisting strong capital outflows, Beijing might have to tighten
further capital controls and soon lift interest rates even though this would harm the extremely indebted
corporate sector. In a year of high uncertainty, a gradual depreciation of the RMB is more likely than a (large)
devaluation as Beijing wants to avoid fuelling panic and the RMB was recently integrated into the IMF’s SDR
currency basket. Looking ahead, the easing of capital outflow pressures will largely depend on the
government’s ability and willingness to tackle, in a determined manner, critical economic issues dominated by
the heavy corporate debt and banking sector assets deterioration.
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EUROPE

  Ukraine: Largest bank nationalised
to preserve financial stability
Event
Ukraine authorities took over PrivatBank in order to preserve financial stability in the country. Indeed, the
problems faced by the bank, which have accumulated over the last few years, have recently deteriorated
according to the central bank of Ukraine. These problems were mainly caused by imprudent lending policies
such as related-party lending, which led to capital losses. Moreover, the recapitalisation programme was
never implemented. Following the nationalisation of PrivatBank, the IMF stated that the nationalisation of the
bank is an important step in the efforts to safeguard financial stability.

Impact on country risk
The nationalisation of PrivatBank, Ukraine’s biggest bank, was aimed at preserving financial stability. The cost
of the rescue is likely to weigh on the budget that was approved by parliament in December. In this context, a
new tranche of the IMF loan is likely to be approved in the forthcoming months. Despite economic recovery in
2016 following years of deep contraction, the commercial risk remains elevated not only due to relatively high
real financial costs but also as access to credit remains very difficult (credit growth remains deeply negative).
Despite capital controls, the exchange rate remains under pressure despite a small but growing current
account deficit (-1.5% of GDP expected in 2016 and -2.1% in 2017). What is more, the business environment
remains difficult partly due to the high level of corruption.
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  Russia: EU extends its sanctions
and US targets additional entities
Event
The Minsk agreement is still not fully implemented by Ukraine and Russia and violence continues to flare up
periodically (e.g. very tense episode in August). In this context, , the EU Council decided to renew its
sanctions against Russia for six months in December. The US added new sanctions against Russia by adding
new persons on the Specially Designated Nationals List and the Sectoral Sanctions Identifications List to
target sanction evasion and other activities related to the conflict in Ukraine. In addition, the US imposed
sanctions on persons who are considered responsible for causing the misappropriation of information with the
purpose of interfering with election processes. 35 Russian diplomats were expelled. Russia didn’t retaliate.

Impact on country risk
EU sanctions have been extended for six months but are unlikely to be strengthened in the coming months.
Indeed, Europeans are divided on the issue and forthcoming elections in some large European countries,
such as France, can lead to a change in attitude towards Russia. In the US, the new administration of Donald
Trump is likely to adopt a friendlier attitude towards Russia. Once in office, Mr Trump could reverse or soften
sanctions on Russia as these were adopted by presidential executive order. However, this step is likely to be
politically difficult as some Republicans expressed their support for the new sanctions against Russia.
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LATIN AMERICA

  Mexico: Aggressive interest hikes,
a preview for the new year?
Event
In the last months of 2016, the Mexican central bank chose to hike interest rates two times by an aggressive
0.5% to 5.75%, its highest level since 2009. The objective is to temper inflation expectations as the peso is
close to record lows. The weaker peso is a result of heightened uncertainty, caused by the recent US
presidential election of Donald Trump who expressed a strong anti-Mexican rhetoric. His victory even led to
a real effective exchange rate at its weakest level since the 1994 Tequila Crisis.

Impact on country risk
Precisely which campaign proposals and what damage Trump will cause will only become clear when he
will be in office, as from 20 January. Nevertheless, despite its adequate reserves (covering 4.2 months of
import in November 2016), moderate external debt (predicted at 42.8 % of GDP at the end of 2016) and its
contingency facility from the IMF, Mexico is likely to face an uncomfortable period with Trump as US
president. Main risks stem from a renegotiation of the North American Free Trade Agreement (Mexico sends
more than three quarters of its exports to the US), a possible slowdown of foreign investment (Trump
threatens retribution against companies that move jobs abroad, which already led to the cancellation of a
Mexican Ford plant) and changes in US immigration policies (remittances amount to about 6% of current
account receipts, the biggest source of export revenues after manufactures). However, the country had its
work cut out for itself even before Trump prevailed. Mexico struggles with slow growth (in 2017 economic
growth of 2.2% is expected), structural current account deficits (estimated at -2.8% of GDP in 2017) and
persistent government deficits (expected at -2.9% of GDP in 2017). Moreover, inflation hit a two-year high of
3.3% last November and is expected to rise further in 2017 due to the 20% rise in petrol prices in early
January, the biggest rise in almost two decades, in a move to liberalise energy markets. Weakening growth
and rising inflation can intensify pressure on an already highly unpopular President Peña Nieto in the
coming year. This could compromise fiscal consolidation, result in a sovereign credit downgrade (some
rating agencies put Mexico’s credit rating on a negative view last year), and empower populist candidates
promising to unwind recent reforms, ahead of the 2018 presidential elections.
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