
Asia Europe Latin America MENA Africa

  
Asia
> Mongolia : IMF bailout and creditors’ multibillion package to avoid a public debt default  

 

ASIA

  Mongolia : IMF bailout and
creditors’ multibillion package to avoid
a public debt default
Event
A 3-year IMF ‘Extended Fund Facility’ of USD 440 m has been reached with Mongolia and is to be
approved by the IMF’s Executive Board this month. In addition, Mongolia will get a significant financing
package of about USD 5 bn from other multilateral (World Bank, ADB) and bilateral creditors (South Korea,
Japan) to meet huge upcoming (external debt and budget) financing needs and ease liquidity pressures.
China, its largest trade partner, will extend the existing RMB 15 bn swap agreement for the next three years,
thereby saving foreign exchange reserves for Mongolia’s non-Chinese international transactions.

Impact on country risk
The IMF bailout and extra foreign loans were in the pipeline as they are crucial for Mongolia to honour heavy
external debt repayments scheduled for this year. The IMF programme aims to reduce Mongolia’s wide
fiscal and external imbalances and to return to macroeconomic stability while preserving priority social
expenditures. There is confidence that the government will stick to the programme based on its pro-business
and FDI-friendly stance and simply because Mongolia is against the wall and has no other choice than
putting forward difficult reforms. However, the goal of bringing external and public debt on a sustainable foot
will be particularly tough given high debt levels caused by Mongolia’s entrenched debt dependence and
excessive public spending. Also, the fact that the IMF only accounts for a small share of the financial
package means Mongolia is not vitally bound to a strict implementation of the programme, even though
failure to comply and record progress might affect investor confidence for a long period. Last but not least,
the commodity slump – despite the recent price rebound – makes the challenge daunting for an
overwhelmingly commodity-reliant economy. Hence Credendo is maintaining Mongolia’s MLT political risk
rating at 7/7.

Country risk analyst
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  Ukraine: Tension remains high
amid recent escalation of violence and
rail blockage
Event
In early February, violence flared up near the government-held town of Avdiyivka. Since 20 February,
violence has lessened as a ceasefire is broadly holding. However, the recent violence highlights again that
there is no long-lasting solution for the conflict in Eastern Ukraine. Indeed, the Minsk agreement is still not
fully implemented by Ukraine and Russia. What is more, Russia decided to recognise administrative
documents issued by separatists in Eastern Ukraine. Moreover, Ukraine is taking Russia to the International
Court of Justice over rebel funding. Last but not least, since mid-January, Ukrainian nationalist groups have
blockaded rail transports, a move – opposed by Kiev authorities – that halted coal produced in separatist
territory from reaching power plants and steel industry in government-controlled territory. In retaliation, the
separatists took control of companies registered in Ukraine's jurisdiction, demanded companies to register
and pay taxes in their territory and claimed it would break economic ties between both territories. Both parts
of the country are likely to suffer from the economic fallouts of blockage given their strong economic
interdependence. Indeed, large companies often operate on both sides and the industrial production chain
is closely integrated. The central bank already warned that if the blockage continues, this would harm the
2017 economic prospects.

Impact on country risk
Tensions remain high between the separatists and the government. The longer the rail blockade persists,
the more it would weaken the economic links between both sides of the country. This might have long-
lasting consequences for the future of Ukraine. On the economic front, if the rail blockage remains in place,
it could weaken economic prospects. On the positive side, the IMF announced that its staff reached an
agreement with Ukrainian authorities. This paves the way for consideration of the third review of the
arrangement under the Extended Fund Facility (EFF). In this context, the commercial risk and short-term
political risk remain elevated (in category C and 6/7 respectively).

Country risk analyst
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LATIN AMERICA

  Haiti: Freshly sworn-in president
faces myriad of difficulties
Event
After a protracted political crisis that lasted more than a year, Haiti swore in a new president, Jovenel
Moïse. Moïse will be replacing interim president Jocelerme Privert. Privert ruled for a year as former
president Michel Martelly left office in February 2016 after completing his 5-year mandate. Moïse, a 48-
year-old banana exporter, won in a rerun of the presidential elections in November 2016 following the
annulment of the late 2015 elections for alleged fraud. He was elected outright in the first round, securing
almost 56% of the vote. Though, as turnout was low (around 21%) and the election results are contested by
several opposition parties, he has a rather slim mandate.

Impact on country risk
Moïse is facing multiple challenges. He indicated to prioritise the pressing need for infrastructure repairs and
investments in the wake of two huge natural disasters. Indeed, next to the recent devastation caused by
Hurricane Matthew in October 2016 (with an estimated damage of 23% of GDP), Haiti is still recovering
from the major 2010 earthquake. The projects are likely to be funded by international aid. Although aid has
been on the decline since the electoral confusion of 2015-16, it is expected to recover with the inauguration
of the new president. Security is another major challenge for Moïse, both in terms of crime rate and
corruption. Furthermore, notwithstanding the relatively high foreign exchange reserves (covering 6.5 months
of import) and the expected rise in economic growth (to around 2.5% in 2017), addressing the weak
economy will be key in the coming years. Haiti remains the poorest country in the western hemisphere. It
also has a rather high inflation of around 12% (end of 2016) due to depreciation pressures and food
scarcity. The country is suffering from structural current account deficits and has a rather narrow export
base (mainly based on private transfers and tourism). On top of that, Moïse is likely to struggle with a hostile
opposition and money-laundering allegations that threaten to undermine his legitimacy, and violent unrest is
not unlikely in the coming year.

Country risk analyst
Jolyn Debuysscher | T +32 2 788 89 04 | E j.debuysscher@credendo.com

Back to top

 

Disclaimer: Credendo has used its best endeavours to ensure that all  the information, data, documentation and other material (copy and images) in this report
are accurate and complete. Credendo accepts no liability  for errors or omissions. The views expressed herein are the author's personal views and are not
intended to reflect the views of Credendo. Credendo will not be liable for claims or losses of any nature arising directly or indirectly from use of the information,
data, documentation or other material from this report. The texts and illustrations can be printed for private use; distribution is permitted only after authorisation
by Credendo. Quotations are permitted provided that reference is made to the valid source. Reproductions are permitted provided that reference is made to the
valid source, unless for commercial aims, in which case reproduction, even with source indication, is not permitted.

 

 

https://www.flexmail.eu/p-906a11b9211bc7e4c144f280ff6eaf37
https://www.flexmail.eu/p-34965fbf03eb42151fdc2bba6e749ef8
https://www.flexmail.eu/p-9975359d5b13f8ade8219ba83cdddd14
https://www.flexmail.eu/p-473f1f2ebc5e453f9c134a102dd9005b
https://www.flexmail.eu/p-8fed1cb19b22bb7d4c30312e060000ec


Asia Europe Latin America MENA Africa

  

MENA
> Egypt: Further steps onto the long path towards recovery
> Saudi Arabia: Pushing through further reforms

 

MENA

  Egypt: Further steps onto the long
path towards recovery
Event
This month, the Egyptian government has completed its expected cabinet reshuffle, which resulted in nine
ministers being replaced. The reshuffle is an attempt by the government to improve the economy’s
performance. In light of a looming balance-of-payment crisis, the country was forced to accept an economic
reform package in November 2016 in order to receive a USD 12 bn IMF loan. Therefore it was an important
step for Egypt when at the end of January it succeeded in collecting money on the international financial
markets via US dollar denominated bonds with a maturity of 5, 10 and 30 years. This was the first time Egypt
returned to the debt markets since 2015. The bond attracted orders of USD 13.5 bn, thereby showing that
investors believe in the government’s recovery plan. However, the highly speculative bond rating (B- for S&P)
reflects the underlying weaknesses of the Egyptian economy. A further positive sign is the increased number
of tourists that have arrived in Egypt. Tourism is indeed a very important source of foreign exchange for the
country, but since the crash of the Russian airplane in 2015, the number of tourists had dropped sharply.
Compared to the US dollar, the Egyptian pound has also regained 16% in February after losing half of its
value following the November 2016 devaluation.

Impact on country risk
Ever since the revolution of 2011, the Egyptian economy has been struggling. Since November however, the
Egyptian government has been making some important steps towards recovery. In return for an IMF loan, it
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has accepted a much-needed economic reform package. The central bank let the Egyptian pound float, which
resulted in the pound losing half of its value but also in lower pressure on the country’s foreign exchange
reserves. Fiscal reforms were introduced: most importantly a 13% VAT tax was introduced and fuel subsidies
were cut. The aim is to reduce the fiscal deficit, currently at 12% of GDP, by half by 2020 and thus reduce the
public-debt-to-GDP ratio from above 90% to around 80% by 2020 and thus improve public finances which are
in a dire situation. The increase in the value of the pound will help reduce inflation which stood at 28% at the
end of January. High inflation arises from the reduction in subsidies and the currency depreciation combined
with the fact that Egypt imports more than half of its food needs. Inflation is expected to dip as the effects of
the devaluation wear off. Compared to two earlier IMF programmes that were abolished in the last five years,
the government now seems committed to push through further difficult reforms. The tax law is currently under
review in order to broaden the tax base and improve compliance. Further increases in the VAT tax and the
introduction of new taxes like a financial transaction tax are expected. Energy subsidies are supposed to be
completely abolished by 2021. Economic reforms should however not be limited to macroeconomic
stabilisation and fiscal discipline. The Egyptian economy is highly in need of labour market reforms,
simplification of business regulations and a reduction of the government dominance in the economy.
Especially the business climate is currently very difficult as Egypt ranks 131st (out of 189 countries) in the
World Bank’s 2016 ease of doing business index. These structural reforms will be important in order to reduce
high unemployment and provide jobs for the 700,000 Egyptians entering the labour market each year. If the
current trend persists, an upgrade of the short-term political risk could be envisaged in the forthcoming
months.

Country risk analyst
Jan-Pieter Laleman | T +32 2 788 85 13 | E jp.laleman@credendo.com
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  Saudi Arabia: Pushing through
further reforms
Event
The cabinet of Saudi Arabia has agreed on the introduction of a VAT tax, showing the country’s willingness to
develop alternative sources of public revenue on the back of lower oil prices. The tax is expected to be
introduced from the beginning of 2018. Saudi Arabia is making significant further steps with the aim of
diversifying its economy. Plans to float 5% of the shares of Saudi Arabia’s national oil company have become
more concrete this month when Riyadh appointed its IPO advisor and its lead underwriters. The floating is
expected in the second half of 2018. A further step is the concretisation of expected labour market reforms
aimed at encouraging Saudi hiring in private companies, namely via a reward system for companies hiring
Saudis and the introduction of charges for hiring expatriate workers. These reforms are expected to be
implemented in 2017. To diversify its energy production, Saudi Arabia this month also announced the launch
of the kingdom’s 9.5GW National Renewable Energy Programme (NREP) to be implemented by 2023.

Impact on country risk
In response to the low oil prices, Saudi Arabia has started a fundamental shift of its economy away from oil.
This happened under the impulse of the deputy crown prince Mohammed bin Salman. He outlined in April
2016 the Vision 2030 plan. The aim is to create private-sector jobs for nationals, diversify the economy and
implement fiscal discipline. Currently Saudi Arabia relies on oil for nearly 70% of its current account receipts
and was thus hard hit by the sharp drop in oil prices. While Saudi Arabia was running a double-digit current-
account-to-GDP surplus in 2012, this has become a deficit since 2016. GDP growth also decreased from
5.4% in 2012 to 1.2% in 2016. For 2017, the IMF reduced its growth estimates for the economy to 0.4%
(previously 2%) in its January World Economic Outlook. The recent increase in oil prices (following OPEC
members’ decision to cut production) is a positive sign for the Saudi economy. To fund its fiscal deficit and to
diversify its funding, Saudi Arabia entered international debt markets for the first time in October 2016 and is
planning a second bond emission. For the domestic labour market, the diversification strategy will be
important in order to increase the number of private-sector jobs for Saudi nationals. Currently the government
is the main employer for Saudi nationals. The aimed reduction in the size of the government thus has a
profound effect on the Saudi labour market. Youth unemployment in particular is currently very high (28.5% in
2014). A key role in the Saudi Arabian diversification strategy will be played by the newly created sovereign
wealth fund (SWF), the Public Investment Fund (PIF). This fund aims to invest both at home and abroad in
order to diversify the kingdom’s economy. Currently it is estimated that the SWF already manages USD 160
bn in assets. The proceeds of the public floating of part of Aramco’s shares (estimated to be USD 100 bn) will
be transferred to the fund and in time, full ownership of Aramco is also expected to be given to the SWF. This
is expected to result in the PIF being one of the largest SWFs in the world. So while Saudi Arabia is well



underway to implement significant reforms, the diversification of its economy will be a long and challenging
process.

Country risk analyst
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AFRICA

  Senegal: ST political risk
downgrades on the back of sharply
deteriorated external liquidity, CFA
franc devaluation issue rekindled
Event
Credendo has revised upwards the highest short-term political risk rating for CFA franc zone members (see
table) from 4 to 5 and downgraded Côte d’Ivoire to category 4. The reason lies in the deterioration of
macroeconomic fundamentals and external liquidity (combining soared short-term external debt and
tumbled foreign exchange reserves) within the West African Economic and Monetary Union (WAEMU) and
particularly the Central African Economic and Monetary Community (CEMAC). CFA countries have indeed
been negatively hit by the substantial fall in commodity prices, especially oil, and regional insecurity
(especially within the CEMAC), putting extreme pressure on liquidity and rekindling the possibility of a CFA
franc devaluation.

Impact on country risk
Credendo’s maximum short-term political risk rating for CFA-countries – not applied when high war risk
justifies a higher rating – is motivated by the mitigation of non-transfer and foreign exchange shortage risks
thanks to the CFA monetary arrangement. The recent lifting is justified by an access for each country
member to much-reduced foreign exchange reserves that are pooled at the two regional central banks. The
reserves’ import cover is currently at 3 months within the WAEMU but barely around 2 months within the
CEMAC which seems an incompatible buffer for defending the Euro-CFA franc parity. Therefore, given the
rising risk of a regional liquidity crisis, devaluation pressures are increasing. The last time the CFA franc was
devalued was through a sharp 50% cut in 1994. Since then, devaluation talks have sporadically reappeared
among CFA countries. Any devaluation would subdue economic activity in the region through its impact on
consumers (inflation and higher import costs) and debtors (with debt denominated in hard currency), raising
the commercial risk as well. In the longer run, it could nonetheless improve the region’s international
competitiveness. However, the memory of the painful post-devaluation shock for households’ purchasing
power and fears of macroeconomic instability have until now prevented any consensus on the issue. Last
December, CEMAC country leaders met and reaffirmed their wish to see the currency peg maintained at its
current level. Moreover, CEMAC countries without IMF programme (Cameroon, Republic of Congo, Gabon
and Equatorial Guinea) pledged to negotiate one in order to launch coordinated policy reforms, find a
regional solution to the liquidity crisis and allow a return to macroeconomic stability. For sure, those
adjustments promise to be very challenging with probably lower-for-long oil prices and also weak foreign
reserves. In this context, the CFA franc devaluation is likely to remain a hot topic in the coming months and
years.
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