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The downside risks to the U.S. economy from global 
and financial developments appear diminished over 
the past two months. The economy is performing well 
and the Federal Reserve rate setters appear ready to 
consider raising interest rates at their next meeting in 
December. Spare capacity in the jobs market has 
fallen since earlier in the year even if there has been a 
recent slowdown in the rate of job gains. This senti-
ment helped to push the dollar higher and lifted 
short-term Treasury yields, adding to gains following 
robust services data from the Institute of Supply Man-
agement.

Meanwhile, in a joint report U.S. banking regulators 
concluded that stresses created by low oil prices are 
contributing to elevated credit risk in the U.S. banking 
sector. It said the value of weak loans nationwide had 
risen by 9.4% from last year, while the value of loans 
that were heading towards trouble was up 18.5%. The 
deterioration is mostly due to the troubled state of 
many oil and gas companies, which are straining 
under the pressure of oil being below $50 per barrel. 
The total value of loans to oil producers and service 
companies is $276.5 billion, or 7.1% of big loans 
assessed by three federal regulators in an annual 
review. The report said that banks active in the energy 
sector were taking reasonable actions during this 
stressed environment.

Outside the oil and gas sector, the regulators opined 
that leveraged lending and loose underwriting were 
also increasing credit risk. Agency officials said they 
continue to press lenders to carefully monitor loan 
portfolio risks, to ensure they had sufficient loan 
collateral, and to build up reserves as a cushion 
against souring loans.

German engineering firms reported lower demand 

from China, Russia and other emerging economies, in 
a sign that Europe’s largest economy is increasingly 
relying on domestic demand and a recovering euro-
zone for growth. The German engineering federation 
reported that its plant and machinery makers are 
battling against global markets’ adversities. German 
mechanical engineering orders slumped 13% 
year-over-year in September, hit by an 18% drop in 
foreign demand.

Indicating that the weakness isn’t just a blip, foreign 
orders from outside the eurozone were down 7% in 
the nine months through September from the year 
earlier. The data added to evidence that a weakening 
Chinese economy and recessions in Russia and Brazil 
are forcing Europe’s export leader away from its 
reliance on emerging market economies. By contrast, 
domestic orders for the German mechanical engineer-
ing industry were up 2% in the nine months through 
September.

Surveys of purchasing managers elsewhere in the 
eurozone suggest they have suffered less from China’s 
slowdown. After years in the doldrums, Italy’s manu-
facturing sector appears to be picking up, with new 
export orders rising at the fastest pace since July.

China’s second largest bank, China Construction 
Bank, was placed on the list of so-called globally 
systemically important banks required to raise more 
capital to buffer against systemic risks. The decision 
follows Agricultural Bank of China which was added to 
the list in 2014. Construction Bank was the only bank 
added to the list this year and shows a growing aware-
ness of the global risk of the domestic financial discord 
in China. There are 30 financial institutions on the list 
which is compiled by the Financial Stability Board, an 
arm of the Bank of International Settlements. All four 
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of China’s state-owned national commercial banks, 
including Bank of China and Industrial Commercial 
Bank of China are now on the list. Being on the list 
means the banks will be required to raise an addition-
al 1% of core regulatory capital on top of other base-
line requirements.

Chinese commercial banks saw a 1.59% rise in overall 
non-performing loans (NPL’s) at the end of the third 
quarter. According to the China Banking Regulatory 
Commission the full value of NPL’s at Chinese banks 
increased by 33% since the end of 2014. Meanwhile, 
the profit growth of China’s four largest banks all fell 
to below 1% in the first three quarters of 2015.

China's policymakers indicated that they will accept 
slower GDP growth as part of the 13th five-year plan. 
Annual growth of no less than 6.5% over the next five 
years will be needed to realize the goal of doubling 
2010 GDP by 2020. Independent forecasters have 
been indicating that contrary to official Chinese 
pronouncements, GDP growth was closer to 5%-6% 
during 2014-15, not the 7% reported by the govern-
ment. The new plan calls for increasing consumer 
spending, and gradually raising China’s retirement 
age to respond to a labor force that is losing ground 
to an aging population. The long-held policy limiting 
families to one child will also come to an end. China 
will seek to increase the yuan's convertibility in an 
orderly manner by 2020, even as the current currency 
controls are proving to be quite leaky.

Argentina’s insurance companies have refused to 
heed a government decree that ordered them to sell 
25% of their U.S. dollar-denominated bonds by 
November 3. Insurers must also sell an additional 25% 
by November 30, with the remaining 50% to be 
divested by December 31st. The measure is part of 
government efforts to stabilize the peso, in the 
context of declining foreign reserves and marked 
political instability. The insurance companies have 
appealed the decree before the Insurance Superin-
tendency on grounds that the measure is unlawful 
and that it seriously harms their business interests.

Separately, Argentina is set to hold run-off presiden-
tial elections on November 22 following a very closely 
contested first round. Daniel Scoli of the governing 
Victory Front (FpV) received the most votes in the first 
round (36.86%) and has the endorsement of outgoing 
President Kirchner. Scoli promised companies that if 
elected he would gradually lift limits on repatriating 
profits. He promised that all mechanisms related to 
companies sending money abroad will become more 
flexible. The opposition candidate Mauricio Macri 
received 34.86% of the first round vote. The 
center-right challenger, currently mayor of Buenos 
Aires is seen as the pro-business candidate. Macri 
promises to reduce export taxes and production 
quotas. It is believed that a Macri victory would 
increase agricultural exports.

Moody’s upgraded Argentina’s debt rating from nega-
tive to stable after the October 25 first round ballot-
ing. The change was based on Moody’s view that 
shifts in the political climate have reduced the risk of 
investors suffering greater than expected losses once 
a new government assumes power on December 10, 
2015. This suggests that negotiations to resolve the 
legal proceedings in the U.S. with hold-out bondhold-
ers is expected to be pursued vigorously no matter 
who wins.

Devaluation expectations, prompted by the election, 
have led Argentines to increase their demand for U.S. 
dollars, forcing a widening of the gap between the 
official and black market exchange rates. The price of 
the U.S. dollar in the informal market (known as the 
Blue Dollar) breached through the ARS16: US$1 barri-
er in October. This compares with ARS9.5: US$1 for the 
official rate–raising alarm among government 
officials. To counter the widening spread the govern-
ment tightened currency controls further.
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Turkey

The ruling Justice and Development Party (AKP) 
surprised most pollsters by winning a convincing 
majority in the recent parliament election, securing 
49.5% of the vote (or roughly 4.5 million voters). The 
next closest was the Republican People’s Party (CHP) 
which won 25.2% of the ballots. The Turkish lira 
jumped immediately following the results. The 
outcome will bolster the AKP’s image and that of 
President Recep Erdogan on the world stage. It also 
saves the AKP from having to seek a coalition partner 
to form the next government. President Erdogan 
declared that his AKP has been given a mandate to 
lead the country and asked that the world respect 
Turkey’s democracy. Still, international observers, 
including the Organization for Security and Coopera-
tion in Europe (OSCE), noted that violence in Turkey’s 
southeast had a significant impact on the election. 
They cited evidence of physical attacks on opposition 
party members as well as significant security 
concerns which imposed restrictions on the ability of 
opposition parties to campaign effectively. 

Also, despite Turkey’s geopolitical importance to the 
European Union and NATO, the international commu-
nity has been highly critical of the state of media 
freedom in Turkey. This echoes the concerns of the 
domestic opposition and various media outlets’ 
criticism of press freedom in Turkey. After the 
election, the U.S. government noted that media 
outlets and journalists critical of the Turkish govern-
ment were subjected to pressure and intimidation 
during the campaign. Just days after the elections 
two magazine editors were arrested on charges of 

insulting President Erdogan. This continued crack-
down remains on the minds of many and is being 
closely monitored. However, Turkey is involved in the 
U.S.-led anti-ISIS Coalition and serves as a main entry 
point for migrants en route to Europe. This partner-
ship is crucial to the West and will likely be continued.

The new government says it intends to pursue sweep-
ing reforms designed to invigorate the economy and 
address structural issues now that it has earned a 
four-year mandate unencumbered by coalition 
partners. The reforms will focus on all aspects of the 
economy, beginning with improvements in tax 
collection to boost state revenues. The Finance Minis-
try has highlighted the need to deepen capital 
markets inside Turkey and proposed changes to the 
tax laws that would encourage Turkish companies to 
borrow locally, and raise equity instead of taking 
loans to fund expansion. Turkish companies that have 
borrowed externally have seen debt servicing costs 
rise as the lira has fallen against all its global peers 
over the past two years of political uncertainty.

The Turkish economy, along with other emerging 
markets, has slowed in the past few years, after initial-
ly weathering the global recession that started in 
2009. Much of the slowdown can be traced to a drop 
in exports to Europe and Russia, Turkey’s main trade 
partners. Nonetheless, with the exception of India 
and China the Turkish economy has still outper-
formed emerging market expectations. The country 
currently enjoys a low debt to GDP ratio which gives 
the government the fiscal space required to push 
through reforms.

Turkey still faces significant economic headwinds 
including the uncertainty of the impact that future 
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tightening of monetary policy in the U.S. will have on 
emerging markets. This is especially important given 
Turkey’s large gross external financing requirements 
[equivalent to 30% of GDP] and its dependence on 
global dollar liquidity. Inflation at 7.9% remains 
above government targets; and the current account 
deficit at 4.9% has earned Turkey a place among the 
five most fragile emerging economies. The proposed 
reforms are aimed at bringing down the current 
account deficit by focusing on core issues of domes-
tic consumption and increasing high value exports, 
rather than depending on oil price fluctuations.

There are ongoing concerns both locally and interna-
tionally about the independence of the central bank, 
whose governor has been accused by President Erdo-
gan of stoking inflation by keeping interest rates high 
(9.9%). The government insists that the bank contin-
ues to make independent decisions. The relationship 
between the bank and the executive branch will be 
watched closely as it will likely influence confidence 
in the direction of government policy, given its newly 
earned mandate. 

Finally, opposition groups have widely criticized calls 
by the Turkish Prime Minister for constitutional 
changes that would “create a new Turkey to be built 
under the leadership of President Erdogan”. This is 
being viewed as an attempt to keep Erdogan in 
power indefinitely.

Ghana

GDP growth remains subdued at 3.7% in 2015. Fuel 
and electricity shortages, currency depreciation and 
high inflation are expected to continue having a 
negative impact on living standards in 2016. 
Although crude oil production is picking up a bit 
after disruptions in 2014, a number of constraints 
remain. Only a moderate recovery in economic 
growth is foreseen in 2016 (GDP growth of 4.5% 
projected) as election-related tensions and still high 
inflation have dented local confidence.

Only a moderate recovery in eco-
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Democracy in Ghana is firmly established and will be 
the major factor preventing popular unrest given the 
adverse economic conditions. With elections due to 
take place in December 2016, there is not much time 
for the sitting government to turn the economy 
around. The ruling National Democratic Congress 
(NDC) and President John Mahama will face pressure 
from the opposition over its management of the 
economy in the run up to the election. While devel-
opment of Ghana’s oil and gas sector is attracting 
investment and supporting economic growth, this 
also exacerbates the country’s commodity depen-
dency. Ghana is vulnerable due to its exposure to 
international price trends–particularly declines in oil 
and cocoa prices. 

The currency, the cedi will remain volatile, but its 
overall direction will be downward in 2016 given 
depreciation pressures stemming from weak 
economic indicators and mounting political uncer-
tainty as elections approach. Meanwhile, lower oil 
prices have both positive and negative effects: the 
growing crude oil export sector will be hit, but 
demand for foreign currency for fuel imports will be 
reduced. Persistently wide fiscal deficits (forecasted 
at 6.9% for 2015), a rising public debt stock and the 
slumping cedi led to a downgrade of Ghana’s sover-
eign rating to CCC by Moody’s. However, under the 
auspices of an IMF’s extended fund facility, public 
financial management is expected to improve slowly, 
which will aid debt sustainability over the long term. 
After the elections in 2016 it will be easier for the new 
government to take the difficult decisions needed to 
reduce the fiscal deficit. Policy focus will shift towards 
infrastructure investment and improving the local 
business environment. The economic ideologies of 
the ruling NDC and the opposition NPP are not far 
apart and so a change in leadership would not mean 



Trade Credit & Political Risk Insurance

R

Trade Credit & Political Risk Insurance

a significant shift in economic policy direction.

Ecuador

Ecuador is in a technical recession, according to 
the latest GDP data released by the central bank. 
Pressure on the government has increased 
substantially with the decline in global oil prices 
since June 2014. The decline has led to a 56% 
reduction in government oil revenues. This 
forced the government to make further budget 
cuts of $800 million. Ecuador’s oil is trading at 
almost half the price from a year ago. Oil revenue 
traditionally supports close to one-third of Ecua-
dor’s fiscal revenue. The latest budget cut is the 
second for the year, bringing total cuts to $2.2 
billion, or 2.3% of GDP. The cuts will come primar-
ily from capital expenditure–particularly in the oil 
sector-which will have a deleterious effect on 
already weak economic growth. Oil traditionally 
represents 52% of Ecuador’s exports and 
provides 28-30% of government revenue. Central 
bank data shows that the dollar value of oil 
exports fell by 45.2% year-on-year in the first nine 
months of 2015.

The oil price decline has forced the government 
to make several adjustments since the initial 
release of the budget last year.  Given that public 
sector investment grew to represent over 50% of 

Foreign trade is the lifeblood of 

the economy, and the gradual lib-

eralization of the foreign trade 

regime has been a traditional and 

consistent theme of economic 

policy. 
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development of large new fields 
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total annual investment in Ecuador (in the 
process crowding out private investment), the 
withdrawal of this economic mainstay will inevi-
tably have negative ripple  effects, not least in 
key labor intensive sectors such as construction. 
With oil prices remaining weak, the financing 
outlook for 2015 looks complicated. The central 
bank forecasts that gross fixed capital invest-
ment will drop by 10% this year, an admission 
that the government does not foresee the 
private sector taking up the slack, as President 
Correa previously suggested it would. In addi-
tion, planned investment in the oil sector has 
been cut by $3 billion, meaning that previous 
expectations for a surge in output in 2016-17, in 
line with the planned development of large new 
fields have had to be revised. Currently, an 
estimated 70% of Ecuador’s crude exports are 
delivered to China and Thailand to pay off 
loan-for-oil-for agreements.

The finance ministry has indicated that the 2016 
budget will be based on an oil price of around $40 
per barrel, the rate at which Ecuador’s crude has been 
trading for much of the year (compared with the $79 
per barrel originally used for the 2015 budget). The 
president has also warned of further cuts to public 
investment. This will continue to dampen the econo-
my. A fiscal deficit of 4.5% of GDP is forecast for 2016, 
down from the 5.3% seen in 2014, and 4.9% of GDP 
forecast for 2015. The deficits are supported by 
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external lending and financing from China.

As the country’s main oil refinery resumes full 
operations, following its partial closure for main-
tenance in 2014-15, recent heavy reliance on 
imports of fuel and oil derivatives will abate. 
Beyond that, however, cash flows are set to 
remain tight, making it difficult to foresee much 
of a rebound in economic activity next year. As a 
result, further fiscal tightening remains a possi-
bility. This could result in further debt issuance 
(which rose by 30% this year). Furthermore, Presi-
dent Correa warned that Ecuador faces financial 
complications owing to a pending ruling that 
may force it to pay up to $2.3 billion (2.3% of 
GDP) to the U.S. oil company Occidental Petro-
leum, for the cancellation of its operating 
contract in 2006. Ecuador appealed the October 
2012 ruling by the International Center for Settle-
ments of Investment Disputes and the outcome 
is due shortly.

Meanwhile, the government is taking measures 
to facilitate private investment and to build 
bridges with local business leaders. However, 
there are concerns that the left-wing govern-
ment could rescind these measures once the 
economy recovers. The operating uncertainty 
has long deterred investment, and Ecuador has 
one of the lowest rates of foreign direct invest-
ment in the region (0.6% of GDP in 2014).
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Manufacturer of industrial plumbing products 
insuring $20,000,000 in export sales for risk 
mitigation purposes, worldwide.
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