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ASIA

  Philippines: A more uncertain
medium-term outlook under the newly
elected president
Event

Early May, the Philippines elected a new president. Rodrigo Duterte, the popular mayor of Davao City – a
large city on Mindanao island – won by a landslide victory with 38% of the vote, well ahead of the ruling
Liberal Party’s candidate Mr Roxas (23%). At the end of June, Mr Duterte, 71 years old, will replace for six
years the popular and investor-friendly incumbent Benigno Aquino after a successful term.

Impact on country risk

Although Mr Duterte was not among the favourites at the election, his pledge to make a relentless fight
against crime – like in Davao city – and to crack down corruption, two structural evils the population is tired
of, and also to reduce poverty, paid off. As a matter of fact, impressive economic growth (i.e. an average
6.2% in 2010-2015 compared to 4.4% in 2005-2009) during Aquino’s mandate was not inclusive enough as
the number of poors continued to increase despite millions of new jobs created. The fact that Mr Duterte
comes from a poor region, does not belong to the elite and a political dynasty ¬– a rarity in the country’s
democratic history – might have contributed to his victory too. Though he inherits one of the most
successful Asian economies from the past years, the medium-term outlook is uncertain. Mr Duterte is indeed
a controversial and raw character, inexperienced in economic and foreign affairs, and determined to give
priority to rapid results in lowering crime by all means, including a constitutional change and the use of
extrajudicial methods which could strain relations with the army. Philippines’ history of military coups makes
such a prospect dangerous as it could threaten political stability which greatly contributed to the recent
strong economic performances. In the short term, a decisive and spectacular action against crime and drug
dealers is likely to consolidate his popularity. Economic forecasts remain upbeat thanks to strong
fundamentals, robust household consumption and a booming services sector. It is probably wise to expect
continuity in macroeconomic policy, run by an expert cabinet, and infrastructure spending whereas reforms
are not likely to be high on Mr Duterte’s agenda. His recent speeches suggest he might be pro-business
and open up more industries to FDI while tightening mining laws. Among the key medium-term risks there
are Mr Duterte’s relations with the elite, his ability to build a strong government coalition, and the crucial
development of congested infrastructure. On the security front, he is expected to favour a pragmatic status
quo in the maritime dispute with China in the South China Sea and to support the fragile peace agreement
with Muslim rebel groups in Mindanao where the terrorist threat is increasing.
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EUROPE

  Turkey: Binali Yildirim appointed as
new PM following Ahmet Davutoglu’s
resignation
Event

Following growing tensions with President Erdogan, former Prime Minister Ahmet Davutoglu stepped down. He
was replaced by Binali Yildirim, a close ally of Mr Erdogan’s. The new PM vowed to support the adoption of a
new constitution to create a presidential system – a move requested by President Erdogan – and to continue
the fight against the Kurdish rebels in southeast Turkey. Mr Simsek, an anchor of investor confidence, remains
in his post but his new role was curbed.  

Impact on country risk

The new Prime Minister faces a deteriorating economic environment. Indeed, non-performing loans in the
banking sector are on the rise albeit from a low level. Moreover, the number of tourist arrivals has sharply
fallen due to the increasing insecurity and rising tensions with Russia. As tourism accounts for more than 10%
of current account receipts, this is likely to weigh on the current account deficit which narrowed from 7.7% of
GDP in 2013 to 4.4% of GDP last year thanks to lower oil prices. This, along with the rising doubt about the
macroeconomic policy credibility, could take a large toll on investor confidence. This is of particular concern for
Turkey, where – despite strong growth resilience, sound public finances and the narrowing of the current
account deficit – external imbalances remain significant and a growing share of external debt is short-term.
Turkey is therefore vulnerable to capital outflows. In case of sharp capital outflows, the lira would depreciate
further (cf. graph) and banks and non-financial corporates could face difficulties in rolling over their maturing
debt. In such scenario, corporate bankruptcies are likely to rise further and hence asset quality of the well
regulated and well capitalised banking sector to deteriorate further. Indeed, over the past few years, the
corporate indebtedness (often denominated in foreign currency) increased sharply.
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  Kazakhstan: Waves of protests
against land code modification
Event
At the end of April, thousands took to the streets across the country to protest against changes to the land
code. It is feared that these modifications will lead to large privatisations of farmlands and will open the door to
land ownership by Chinese investors. In response, President Nazarbayev put the land reform on hold but this
did not prevent the protests from continuing. Hence, mid-May, police broke up the protests and detained some
of the protesters.

Impact on country risk
Large protests are uncommon in this authoritarian country. Last protests took place in 2011 in Zhanaozen
when oil workers went on strike. The recent wave of protests highlights growing discontent among the
population following the sharp depreciation of the tenge which lost nearly 50% of its worth last year (cf. graph)
– and recovered slightly thereafter – and amid economic difficulties. Indeed, the Kazakh economy has been hit
hard by a triple external shock: the sharp drop in oil prices (its main source of current account receipts and
public revenues), the economic crisis in Russia (and the sharp depreciation of the rouble) and the slowdown in
China (its main trading partner). GDP growth is expected to increase by a mere 0.1% this year. The protests
also took place in a context of rising uncertainty regarding the succession of the aging president, who is a key
figure for political stability in the country.
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LATIN AMERICA

  Dominican Republic : Comfortable
election victory for the ruling party
Event
On 15 May, the ruling Dominican Liberation Party (PLD) convincingly won the general vote to determine the
country's president, its congress members and deputies to the Central American parliament, and its
municipal councils and mayors. In the presidential ballot, popular incumbent Danilo Medina (who was
allowed to run for re-election owing to a constitutional amendment approved last year), even secured 62%
of the first-round vote, thus avoiding a run-off against the runner-up, Luis Abinader of the new Modern
Revolutionary Party (PRM). As for the causes of the PLD success, the benign macroeconomic situation
cannot be overstated. Growth has been solid, unemployment on the decrease and inflation under control.
Note that all this is partly thanks to favourable external dynamics of low oil prices and consumption-led
recovery in the United States (a key source of exports and remittances earnings for the Dominican
Republic).

Impact on country risk
The convincing victory of the ruling PLD signals that policy continuity is highly likely in the Dominican
Republic until 2020. Indeed, policy-making by the Medina government will be greatly facilitated by the broad
majority it continues to enjoy in both houses of congress. As such, the expectation is for a continued pro-
business stance (among other things aiming to promote foreign investment into telecommunications and
tourism) combined with efforts to expand the administration's social agenda (the PLD's popularity owing
much to welfare cash-transfer programmes) as well as hefty investment in education and the agriculture
sector. Challenges to the new administration will come in the form of a need for fiscal consolidation (public
debt is set to increase over the medium term and the tax ratio is one of the lowest in the world), continued
inefficiencies in the electricity sector (infrastructure gaps and high costs imply that it remains a main
bottleneck for growth) and increasing crime rates. Yet, because these are unlikely to lead to political
instability or major economic imbalances, Credendo Group will leave its country risk classifications
unchanged for now.
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  Iran: New parliament boosts
centrist President Rouhani but
hardliners remain powerful
Event
This month a new parliament conveyed after elections were held in February and April. The outcome of the
elections ended the conservative majority and resulted in a huge gain for moderates and reformists.
However, neither the moderates nor the conservatives now have a majority in parliament and the balance of
power is determined by independents. Moreover, hardline clerics still have veto powers over the assembly’s
decisions. Furthermore, hardliners picked Ayatollah Ahmad Jannati this month, one of the regime’s most
conservative figures, to head the Assembly of Experts which chooses the next supreme leader when the
incumbent leaves. Beside this two-year mandate, the 90-year-old theocrat chairs the unelected Council of
Guardians. This body vets all potential candidates for public office and disqualified many moderate and
reformist candidates from running in parliamentary elections.

Impact on country risk
The more balanced parliament will give Rouhani more freedom to pursue economic reform and improve
foreign relations. However, conservatives remain a powerful force, as illustrated by the appointment of
Jannati in a move to counter the gains by reformists and moderates in the recent elections. As a
consequence, fundamental changes are unlikely. The power struggle between hardliners and reformists has
become more vicious since centrist President Rouhani struck a nuclear agreement last year. This trend is
likely to intensify ahead of presidential elections in June 2017 where Rouhani is likely to stand for re-
election. Improvement of the economy will be crucial for Rouhani and his moderate and reformist allies, as
this was an election promise in 2013. Remaining sanctions, an opaque business environment, low oil prices
and political uncertainty on the stance of the next president of the United States are hindering economic
progress. Nevertheless, the IMF predicts a 4% growth in 2016. Also the forecasted current account deficit (-
0.8% of GDP) and fiscal deficit (-1.9% of GDP) in 2016 are small compared to other oil-exporting peers in
the region. Both deficits are expected to quickly fade in the medium term while growth is estimated to remain
robust at around 4%.
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AFRICA

  Congo (Democratic Republic):
Constitutional court rules Kabila could
stay in power if no elections were held
Event
After two presidential terms, Kabila is supposed to step down following November 2016 elections; yet, the
former guerrilla shows little sign of planning to do so. On 11 May the constitutional court decided Kabila is
allowed to retain power until a successor is installed. This clears the road for a de facto extension of his rule
beyond legal term limits. Consequently, the government will continue its manoeuvres to delay elections as
long as possible. As a reaction, tens of thousands of opposition and civil society members protested in
Kinshasa and other urban centres (Lubumbashi and Goma) on 26 May, resulting in clashes between stone-
throwing demonstrators and police using tear gas.

Impact on country risk
Besides protests being put down by force, hundreds of people – opposition politicians, activists and
journalists – have been arrested across the country. Kabila is likely to pull out all the stops to hold on to
power. Resources are being diverted away from the election commission, causing a lack of funding to
organise the vote. Another scenario for election suspension might be Kabila pursuing a declaration of ‘state
of emergency’. Furthermore, the wildly popular and leading opposition candidate Moïse Katumbi has
recently been accused of hiring mercenaries. After an attempted arrest at his residence, Katumbi left the
country and is currently said to be in the UK. By all means, an undemocratic mandate extension will
significantly raise the risk for political destabilisation. Knowing Kabila’s powerbase seriously weakened,
chances for staying in power seem poorer compared to recent examples set by his peers in Burundi,
Rwanda, Uganda and Congo Brazzaville. Rioting is therefore very likely to increase over the coming
months, raising the risk for fatalities of protesters and urban disruptions. In a scenario of increased use of
violence, international (budget) donor aid is likely to be cut. What’s more, low commodity prices have been
squeezing government revenues and payment delays to public contractors and of public wages are growing
(including soldier wages). Consequently, mutinies and coup attempts could become more likely during
protests.

Country risk analyst
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