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Asia
> Myanmar: Rohingya crisis might harm domestic stability and government outlook
> Korea (North): War risks keep increasing amid warmongering threats and economic sanctions

ASIA

  Myanmar: Rohingya crisis might
harm domestic stability and
government outlook
Event
A severe humanitarian crisis encountered by the Rohingya (mostly Muslim) minority has fast erupted in 
Myanmar. It began at the end of August when the rebel Arakan Rohingya Salvation Army (ARSA) attacked 
police posts and military headquarters and killed a dozen soldiers in the restive Rakhine State (west of the 
country). In retaliation, the army would have killed ARSA militants and violently cracked down on the 
Rohingya population and villages. About 480,000 people fled the country to Bangladesh. The army has 
rejected the ceasefire proposal from ARSA which it considers a terrorist group. This humanitarian crisis 
triggered protests in several Muslim countries (e.g. Indonesia, Malaysia) which, together with the 
international community, are urging Myanmar’s authorities to take refugees back. Under mounting external 
pressure, Mrs San Suu Kyi made a belated speech in which she called for appeasement and reconciliation, 
committed to taking back refugees on citizenship ground and raising economic development spending in 
Rakhine State, while she denied the UN’s ethnic cleansing accusations.

Impact on country risk
The current crisis confirms what was already known: the wide historic rejection and non-recognition of the 
Rohingya minority – having no citizenship – among the largely Buddhist population, and the weak position of 
the civilian government, especially in defence and internal security affairs which remain conducted by the 
military. De facto country leader Mrs San Suu Kyi had little room for preventing her international image from 
being tarnished. In Myanmar’s transition period, she accepts paying this price for preserving the political and 
economic reform process by not interfering with the army, and for hoping to move forward the challenging
‘unification of the country’ (i.e. ending the many ethnic conflicts). The country’s political risk might deteriorate 
as a result. First, Mrs San Suu Kyi’s NPD might suffer from less international support (international sanctions 
are unlikely to be re-introduced, though) and some foreign investment projects in Rakhine State might be 
threatened or postponed without solution to the crisis. Secondly, there is a risk of Rohingya refugees joining 
the IS ranks and increasing terrorist risks targeting the government and security forces across the whole 
country, i.e. outside border areas faced with longstanding ethnic conflicts. Hence, the business environment 
and domestic stability might be hit. In the short term, the sake of the Rohingya minority is not expected to 
greatly improve with Mrs San Suu Kyi probably offering midway solutions that leave them in Bangladesh’s 
refugee camps for an undetermined period of time.

Country risk analyst
Raphaël Cecchi | T 32 2 788 87 45 | E r.cecchi@credendo.com
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increasing amid warmongering threats
and economic sanctions
Event
The war of words, succession of provocative moves and economic pressures between Pyongyang and 
Washington reached a new high in September. North Korea performed a sixth and its most powerful ever 
nuclear test, launched a new ballistic missile flying over Japan’s territory and threatened to blow up a 
hydrogen bomb over the Pacific Ocean. The US, from their side, introduced new UN economic sanctions 
unanimously adopted against North Korea’s oil imports (frozen volumes on an annual basis), textile exports 
(banned), expatriate workers (frozen number) and Kim Jon-Un assets (frozen). Donald Trump’s threat to 
destroy North Korea during his speech at the UN was followed by US sanctions targeting entities doing 
business with North Korea. China took additional financial sanctions by freezing accounts of North Koreans 
at five Chinese banks. At the end of September, Pyongyang declared that the US aircrafts flying near the 
Korean border were seen as an act of war, and threatened to retaliate.

Impact on country risk
Mr Trump and Kim Jon-Un’s warmongering tones are growing day after day and increasing risks of an 
accidental strike. There is a fear that the current vicious circle might end in an inevitable armed conflict 
without signs of moderation. Economic sanctions are considered provocations on the Korean side and keep 
justifying its ultimate goal of being able to potentially strike the US territory with a nuclear missile in order to 
ensure the regime survival. So far, no side seems ready to take the risk of striking first to avoid being 
responsible for having triggered a potentially destructive war. In the meantime, sharper sanctions are likely to 
hit the North Korean economy but will fail to convince Pyongyang to stop the development of its nuclear 
programme. Given both sides’ refusal to enter talks, the coming weeks and months promise to be highly risky 
for regional and global stability.

Country risk analyst
Raphaël Cecchi | T 32 2 788 87 45 | E r.cecchi@credendo.com
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LATIN AMERICA

  Puerto Rico: Hurricanes Irma and
Maria’s devastating trip around the
Caribbean islands
Event
This month, Hurricanes Irma and Maria pummelled the Caribbean. Irma and Maria were both branded in 
category 5, the strongest category on the Saffir-Simpson scale. Irma was even one of the fiercest Atlantic 
hurricanes ever recorded with packed winds of up to 295 km/h. In their wake, the hurricanes have caused 
severe destruction in the Caribbean: particularly Anguilla, Barbuda, Dominica, Puerto Rico, Saint Martin, 
Saint-Barthélemy, Turks and Caicos and the Virgin Islands. The storms also passed many of the region's 
largest economies, including Cuba and the Dominican Republic, and one of the poorest in the Americas, 
Haiti. However, these countries reported less destruction.

Impact on country risk
The hurricanes left infrastructure heavily damaged, especially in the smaller Caribbean islands. In the short 
term, the damage will undermine prospects for the region’s tourist high season in the run-up to Christmas. A 
(severe) economic contraction in 2017 is therefore likely in these heavily tourism-dependent islands. A long-
term economic dip is also in the cards. The small economies will struggle to find revenues away from the 
vacation industry as a multi-year rebuilding process is expected. In addition, the expected reconstruction will 
hurt the fiscal finances, which are in some countries already in a bad shape (e.g. Puerto Rico, Dominica, 
Antigua and Barbuda). Furthermore, current account balances are projected to be negatively impacted as 
well in the coming years. As a result, foreign exchange reserves might decrease sharply in the Eastern 
Caribbean Union as the zone maintains a fixed exchange rate vis-à-vis USD and external liabilities might 
surge. However, the islands will probably get international help. The US, Great Britain, France and the 
Netherlands already sent help to their enclaves. The other economies hit by Irma and Maria are likely to be 
less impacted by the consequences of the hurricanes. Nevertheless, Irma gives a further blow to the Cuban 
economy, which is already impacted by the Venezuelan crisis. As the hurricane made landfall in the north of 
Cuba, tourism resorts were destructed while sugar-producing areas in the middle of the island were also 
severely damaged. Though Irma and Maria have been devastating, the hurricanes are only a grim reminder 
of the Caribbean’s vulnerability to natural disasters. Indeed, costs for the damage from hurricanes are 
estimated at more than 2% of GDP annually in the region. Researchers expect more extreme and damaging 
storms in the coming years because of global warming. Warmer seas will strengthen hurricanes while higher 
sea levels will make storm surges more destructive. Hence, storm costs are likely to increase in the future.

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

 Guatemala : Unfolding political
crisis déjà vu of two years ago?
Event
In the past months, Guatemala's political and judicial institutions have been severely tested. President Jimmy 
Morales expelled a UN-backed anti-corruption commission chief, Velasquez, who had recommended that 
Morales be investigated for corruption. Velasquez claims that suspicious irregularities occurred in Morales’ 
2015 presidential campaign financing. Morales, a former comedy actor, won those elections with the slogan 
‘no more corruption, no more thieves’. Though the Constitutional Court of Guatemala suspended Morales’ 
order, the president ignored the court order. An ad hoc congressional committee advocated for lifting the 
President’s immunity. 



However, this month, Guatemala's congress overwhelmingly voted down the motion, twice even. Congress 
also approved a ‘national emergency’ decree to curb penalties for illegal election financing, only to withdraw 
it a couple of days later. In the meantime, protests have been on the rise in Guatemala while key ministers 
have been fired or resigned.

Impact on country risk
The vote against lifting the president’s immunity is a major victory for Morales and puts his presidency on 
firmer ground. However, his position is not completely out of the woods as corruption allegations will 
continue and public support is weakening. Two years ago, president Molina was shorn of immunity after 
fraud and kickback scheme allegations. The stripping of immunity was partly attributable to huge protests. 
Therefore, if protests garner further steam, it could still topple president Morales. The heightened political 
tensions and the exit of key officials will likely also have economic consequences. It can undermine 
government efforts to boost growth (estimated at 3.3% in 2017) by public spending and major infrastructure 
works. An escalation of the political crisis can deteriorate investor sentiment and consequently growth. 
Furthermore, it is possible that critical US financial assistance will be withheld since it is contingent on 
Guatemala cooperating with anti-corruption commissions. The unfolding political crisis is not likely to be over 
soon. It even has the potential to deteriorate into a constitutional crisis testing Guatemala's weak institutions.

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

  Uruguay: VP president resigns amid
ongoing economic and fiscal
challenges
Event
For the first time a Uruguayan vice-president has resigned from the post. Raúl Sendic stepped down amid
mounting public pressure over corruption accusations. The ruling left-wing coalition Frente Amplio (FA)
claims that Sendic used public funds for personal use while heading the state-owned oil company. Lucia
Topolansky, senator and wife of ex-President Jose Mujica, took over the post. She has become Uruguay's
first female vice-president.

Impact on country risk
The departure of Sendic can exacerbate tensions in the party ruling the country since 2005. Sendic is a
member of the more radical branch of the FA and played a key role in maintaining party unity with President
Vázquez's more moderate faction. President Tabaré Vázquez, in power since 2015, has already been facing
a difficult policymaking environment due to weak public support and widening divisions within his FA. The
president faces the challenge of curbing the fiscal deficit (estimated in 2017 at -3.4% of GDP) which is
pushing up public debt (estimated at almost 61% of GDP at the end of 2016). Furthermore, he has to deal
with an economic slowdown (1.7% in 2017). The deceleration is triggered by the recessions in 2016 in
important trade partners (Brazil and Argentina) and the relatively low prices of its main export product: food.
Nevertheless, as the neighbouring countries are emerging from their recessions, economic growth is likely to
accelerate in Uruguay in the coming years. Despite the ongoing challenges, the Uruguayan economy is
relatively healthy. Indeed, the country is enjoying moderate external debt (estimated at around 45% of GDP
at the end of 2016) which is expected to only slightly increase in the coming years due to the relatively small
current account deficits (-1.5% of GDP expected in 2017). Moreover, the country has a high level of foreign
exchange reserves (covering almost 13 months of import).

Country risk analyst
Jolyn Debuysscher | T 32 2 788 89 04 | E j.debuysscher@credendo.com
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> Iraq: Neighbouring countries increase pressure on Kurdish region after referendum
> Egypt: Economic outlook improved, but still significant steps to take

MENA

  Iraq: Neighbouring countries
increase pressure on Kurdish region
after referendum
Event
On 25 September a non-binding referendum for independence was held by the Kurdistan Regional 
Government (KRG) in the Kurdish-controlled areas of Iraq. As expected, 93% of the votes were in favour of 
independence. The vote was strongly opposed by the central government in Iraq, by Iran and by Turkey. 
While Iraq is worried about its territorial integrity, Turkey and Iran are worried that the referendum might 
encourage the Kurdish population in their country to push for independence.

Impact on country risk

The referendum has significantly increased tensions between the KRG and the central government in Iraq. 
The central government has responded by demanding that the international airport be handed over to federal 
employees. The refusal to do so triggered a halt in international flights to the Kurdish region. Iran has 
threatened to close its border with the region. However, the strongest threat came from Turkey. The Kurdish 
territory exports its oil via a pipeline through Turkey and the oil revenue from these exports represents an 
estimated 90% of all revenues of the KRG in Iraq. After the referendum, Turkish President Recep Tayyip 
Erdogan threatened to block the pipeline. This already happened in 2016 in relation to a PKK bombing in 
Turkey.

Since the Islamic State is present in Iraq, the territories controlled by the Kurdish region are seen as a more 
stable part of Iraq that is more business-friendly. A number of companies have therefore resettled to cities 
like Erbil, which are controlled by the KRG. The fallout over the referendum is now threatening the business 
environment in the regions controlled by the KRG, additionally due to the fact that the central government of 
Iraq has threatened to block international transfers on banks in the Kurdish region. This would significantly 
hurt businesses in the region. In the short term the KRG will probably try to use the referendum as leverage 
in order to negotiate more autonomy. With 2018 being an election year in Iraq, this will be difficult to achieve. 
In the longer term the referendum fuels aspirations for cession, and thereby instability in the region.

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

  Egypt: Economic outlook improved,
but still significant steps to take
Event

The recently published IMF report shows that Egypt is performing well under the Extended Fund Facility 
programme that was accepted in November 2016 in light of a looming balance of payment crisis. The 
programme consists of a USD 12 billion IMF loan. Under the programme, Egypt let the Egyptian pound float 
and has implemented significant consolidation. Given that in the last six years two other IMF programmes 
have been prepared but never been implemented, it is a positive sign to see that the current programme 
remains on track and is well implemented.



Impact on country risk
By letting the Egyptian pound float it has lost half its value against the USD but at the same time it has 
significantly reduced pressure on the country’s foreign exchange reserves. This resulted in foreign reserves 
doubling between the end of August 2016 and the end of April 2017. It has enabled Egypt to clear its foreign 
exchange backlog this September. Central bank officials claim that new foreign-currency requests are met 
without delay. This is a significant development for a country that has been plagued by difficult access to 
foreign exchange reserves since the toppling of President Mubarak in 2011. The increased foreign exchange 
reserves had already led to an upgrade of the short-term political risk by Credendo in June 2017. Besides 
the devaluation, the economic reform programme foresees a stabilisation of the public debt levels through a 
subsidy reform, new taxes and significant consolidation. With the reduction in subsidies, diesel and gasoline 
prices were for example increased by 53%. Nevertheless, significant challenges to the programme remain. 
The currency floating and subsidy cuts have had a significant impact on inflation which was above 30% at 
the end of June 2017. This is the highest rate in decades and is causing significant hardship for the 
population. The central bank has responded to the hike in inflation by increasing the interest rate. 
Additionally the currency devaluation has increased the nominal value of the (private and public) debt 
denominated in foreign currency. These elements continue to put pressure on Egypt’s commercial risk, 
which is currently in category C. Under the consolidation plan it is projected that the public debt will be 
reduced from around 98%of GDP in FY 2017 to around 81% in FY 2020. This adjustment is necessary in 
order for the debt to remain sustainable. But this means that the current reform drive needs to be continued.

Country risk analyst
Jan-Pieter Laleman | T 32 2 788 85 13 | E jp.laleman@credendo.com
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Africa
> Togo: Large protests call for the end of ‘Gnassingbé dynasty’

AFRICA

  Togo: Large protests call for the
end of ‘Gnassingbé dynasty’
Event
In the capital Lomé, a coalition of opposition parties and civil society groups gathered tens of thousands of 
people demanding pro-democracy reforms. Since late August, huge demonstrations took place in Togo’s 
biggest cities, leading to a rough response from security forces, internet restrictions and dissident arrests. 
The government’s concession to (re-)introduce a two-term presidential limit through a constitutional 
amendment did not dissuade the protesters. In fact, the opposition boycotted the bill in parliament as the 
measure would exempt incumbent President Faure Gnassingbé and make him eligible for two more five-year 
terms. This could keep him in power until 2030, while the Gnassingbé family has been ruling Togo for 50 
years already. As a result, protesters are now calling for President Gnassingbé to step down.

Impact on country risk
The dynastic succession by President Faure Gnassingbé in 2005, following the death of his father, led to 
nationwide demonstrations in which hundreds of people were killed. A period of political violence followed 
and ties with donor countries embittered. Since Gnassingbé’s controversial re-election in 2015, things 
gradually stabilised and Togo’s international relations improved. Moreover, the country’s macroeconomic 
indicators enhanced significantly around that time, inciting Credendo to open for medium-/long-term cover on 
Togo in category 6 for the first time. Today, democratic deficiency and slow progress in living conditions 
inflamed people to take it to the streets again. The constitutional vote on presidential term limits, which could 
keep Gnassingbé in power until 2030, will now be decided by referendum. In reaction, ongoing protests are 
expected across the country and might lead to violent confrontations with security forces. Most of the West 
African neighbouring countries have made democratic progress over the past few years. Especially the 
recent removal of long-standing leaders by popular resistance in Gambia and Burkina Faso might empower 
the opposition to persist until Gnassingbé gets isolated. Should demonstrations get violent, the regional or 
international community might impose sanctions against the regime.

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