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(acting in a private capacity or on behalf of government);

— Government managers concerned with country risk;
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FOREWORD

World trade in the face
of political and environmental

change

— Xavier Durand —
CEO of Coface

The Sino-American trade war, customs duties,
sanctions against companies, import quotas... the
use of expressions highlighting the rise of trade
protectionism and its consequences on international
trade has multiplied over the last year. This reflects
the reality: the total number of protectionist
measures implemented worldwide exceeded 1000
in 2018 and 2019 according to Global Trade Alert,
about 40% more than in the previous three years.
That said, «only» 23% of all protectionist measures
taken between Ist January 2017 and 15th November
2019 were decided by the United States or China.
Therefore, protectionism is not exclusive to the
world’s two largest economies. The desire of many
emerging countries to protect a large number of
industries, weakened by international competition,
will continue to make them cautious about opening
up to trade. In this context, despite the willingness
of other countries to compensate trade losses by
signing new trade agreements, international trade
in goods volumes were lower than a year earlier
in 2019, for the first time in ten years.

In 2020, the performance of international trade will
still largely depend on the political environment:
at first glance, while the occurrence of the first
concrete effects of the trade war on the American
and Chinese economies argues for a gradual easing,
the actions of the American president remain
difficult to predict in the context of a campaign
for re-election, weaker economic growth and a less
buoyant job market. Furthermore, fundamental
strategic divergences with China will remain:
Hong Kong, Taiwan, the South China Sea, the race
for innovation in several key sectors of activity...
However, this year, the United States will still have
room for manoeuvre to put pressure on China.
Regarding tariff measures, it is still possible to
increase existing customs duties (D. Trump had
stated during the 2016 presidential campaign that he
would establish customs duties on Chinese imports
at 45%!). Non-tariff measures are also possible
(sanctions against companies, bans on imports
of certain products from specific countries, etc.).
In any case, these persistent uncertainties should
continue to weigh on company morale.

However, the rise of trade protectionism is not the
only reason for this recent inflexion of international
trade and industry. Another non-economic factor is

at work: the consideration of environmental risks.
As a matter of fact, while the implementation of
stricter anti-pollution norms is welcome to reduce
these risks in the medium term, it also promotes
the rise in credit risk for companies that have
difficulty adapting to these short-term upheavals.
The recent examples of the automotive sectors in
the European Union and China are significant. This
year, companies in this sector should be affected in
the United States and India. Similarly, in the global
shipping sector, the effects of the introduction of
stricter anti-pollution standards will also be felt.

On a brighter note, at this stage, the contagion
effects of industry on service activities are not
very visible in Europe and the United States. In
their recent history, industrial recessions have not
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“In the emerging world, public and corporate debt
will be the main focus in 2020.” — Xavier Durand

always coincided with a recession for the economy
as a whole - far from it. In this context, on both
sides of the North Atlantic, economic growth is
slowing but not collapsing, especially since many
central banks have acknowledged this slowdown
and announced monetary easing measures. The
number of corporate insolvencies is rising, but at
a slow pace and often from a low base level.

In the emerging world, debt will be the main focus
in 2020. For states, public debt is increasing in all
regions except Central and Eastern Europe. In Latin
America, it is higher than at the end of the 1990s, a
period marked by recurring debt crises. In Africa, it
is close to the level observed around fifteen years
ago, a period of debt write-offs by international and
bilateral donors. For companies in these regions,
this means that government arrears are likely to
increase this year. The only good news is that
the structure of the sovereign debt in emerging
countries is generally more favorable than twenty
years ago: 80% of it is now denominated in local
currency. However, that is not the case for companies:
since 2007, corporate debt in emerging countries
denominated in foreign currency has doubled and
exceeded USD 7 trillion, seven times more than the
sovereign debt of emerging countries denominated
in foreign currency. Naturally, in some countries
such as China, corporate debt is admittedly in
local currency, but at a very high level.

Speaking of China, the slowdown in growth and
its consequences on corporate credit risk are still
relevant. The former is taking on new forms: it is no
longer solely reflected by the difficulties of companies
in sectors of activity constrained by production
overcapacity and high debt (construction and
metals in particular), since household consumption
is also showing signs of fatigue. For example, for
the first time in twenty years, the number of car
sales fell in 2018 and 2019, a sign that the market
is maturing, that household debt is rising, but
also that new anti-pollution norms have affected
manufacturers. Exporting companies penalized by

US protectionist measures also saw their financial
situation deteriorate last year, for instance in the
electronics sector. Finally, as in previous years, the
health of small and medium-sized banks, considered
the most fragile, is to be monitored. The effects of
the Chinese slowdown on the rest of the emerging
world should continue to draw attention this year.
Indeed, many countries would be penalized by a
sharper than expected landing of growth in China,
through one of the possible transmission channels:
direct trade links, investments and loans from
the Middle Kingdom abroad, world commodity
prices or even a global confidence shock on the
financial markets.

Finally, as every year, there will be many political
uncertainties in the world. Particularly, the holding
of elections or, as we saw in 2019, the introduction
of a tax or an increase of a public tariff, may be
the straw that breaks the camel’s back on political
risk, specifically in areas where social frustration is
fueled by high unemployment, income inequality,
corruption or lack of political freedom. This will be
the case (to name the main ones) in Coéte d’lvoire,
Chile (referendum on the change of Constitution),
Hong Kong, Egypt, Bolivia, and of course the United
States, especially since some of these countries are
among those where social tensions have already
been high last year. Last but not least, in Europe,
the fragmentation of political scenes resulting
from the rise of non-traditional parties is making
governments increasingly fragile. In Italy, will the
ruling coalition manage to exist until the end of the
year, when early elections (which would probably be
favorable to anti-European parties) are inevitable?
In Spain, will the formation of a governing coalition
finally materialize? Will trade negotiations between
the UK and the EU be successful?

The twenty-fourth edition of this guide attempts to
answer these questions and discusses many other
economic, political, financial, environmental and
sectoral risks. | wish everyone an excellent reading
of this handbook that Coface publishes every year.
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SECTORS

2

This assessment indicates the risk presented by
companies in the sector in regions around the
world as considered by Coface in its quarterly
sector assessments.

SECTORS

Sectorrisk assessments
ASIAPACIFIC

CENTRAL & EASTERN EUROPE
LATIN AMERICA

MIDDLE EAST & TURKEY
NORTH AMERICA

WESTERN EUROPE

3

A summary of the sector’s global strengths
and weaknesses.

a

You will find in this section a synthetic analysis
of economic and financial development in
the markets as well as main risks in the point
sector in terms of global trends. It broadly
summarizes insights presented in the Sector
Economic Insights section.

How to use
the handbook

5

This section presents Coface’s in-depth
analysis of the sector global trends including
the outlook for supply and demand for the
coming year.

(]

This graph highlights one or more key aspects
of developments in the sector.
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that the sector experienced in 2019 will continue this year.

‘The tradie war between the United States and China gives a very important place to agricultural

products, especially soybeans, through China's retaliation measrres against the United States.

“This has contributed to high volatilty in agricultural commocity prices, while exerting downward

presstre on soybean prices.

At the same time, free trade agreements also give this sector a leading role, since in most cases.

their provisions include trade in agricultural products. This was the case in 2019 for a number of

‘agreements siuch as the EU-Mercosur Agreement, the EU-Japan Trade Agreement and the CETA

signed between Canada and the European Union.

Coface also expocts that the biological risks inherent n the sector, recently exacerbated by the

African Swine Fover (ASF) epidemic and the consequences of the fall armyworm's spread, will

exert downward pressure on global agricultural production this year
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S COUNTRY PROFILES
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COUNTRY PROFILES

1 4

This assessment indicates the level of short-term risk
for 13 sectors of the country’s economy.

8

At a glance, see the major macroeconomic aggregates
essential to understanding the economic environment
in a country as well as forecasted changes.

)

A map allows you to locate the country.
2

“Country Risk” indicates the average risk presented
by firms in a country as part of their short-term
commercial transactions.

3
This assessment, which complements the country

assessment, measures the quality of the country’s business
environment: overall reliability of company accounts,
legal system, institutional and regulatory environment.

a

This box shows the population of the country in 2018,
the GDP per capita in 2018, and the local currency as
well as its ISO code.

5

Distribution of exports (or imports) by country of
destination (or origin). The sources used are IMF and
UNCTAD statistics for 2018.

6
A summary of the country’s strengths and weaknesses.

In this section you will find a macroeconomic and
microeconomic analysis of the country, as well as the
most important prospective elements for the current year.

10

This section is a valuable tool for corporate financial
officers and credit managers. It provides information
on the payment and debt collection practices in use
in the country.

1

Total number of business insolvencies and its yearly
growth rate.
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COFACE GLOBAL ASSESSMENTS

TOOLS FOR IDENTIFYING, ASSESSING
BUSINESSES ARE FACING

AND MONITORING | HE RISKS

As a credit insurer, Coface’s added value comes from its ability
to proactively provide its clients with detailed risk analyses,
allowing them to make the right decisions at the right time and
prevent credit risks. Its analyses include country and business
climate assessments for 162 countries, as well as sector risk,
and assessment of companies default rate. Regular economic
publications supplement these assessments developed by Coface.

Country risk assessment*

The country assessment provides an insight
into the average payment incident level
presented by companies in a country in
connection with their short-term trading
transactions. More specifically, this assess-
ment measures the way in which company
payment behaviour is influenced by a
country’s economic, financial, and political
perspectives, as well as by the business
climate. It is based on three pillars: macroe-
conomic, financial and political analysis,
business climate assessment by Coface’s
entities across the world, and Coface’s
payment behaviour experience as recorded
in its worldwide database. The country risk
assessment covers 161 countries on an
8-step scale: Al, A2, A3, A4,B,C,D, E, in

order of increasing risk.

Business climate
assessment*

This makes it possible to see whether
company accounts are available and
reliable, whether the legal system ensures
fair and effective protection of creditors,
whether the country’s institutions provide a
favourable framework for B2B transactions
and whether the domestic market is easy to
access. The assessments are based on data
from international organisations, but also,
and primarily, on the experience of Coface’s
entities across the world. This assessment,
integrated in the country assessment,
covers 161 countries on an 8-step scale:
Al, A2, A3, A4, B, C, D, E, in order of
decreasing business climate quality.

Sector risk assessment*

Every quarter, Coface reviews the assess-
ments of 13 sectors throughout 28 countries
(representing approximately 88% of global
GDP) in 6 major regions of the world. In
order to assess these risks, Coface relies
on its own methodology based on four
cornerstones: an estimate of corporate
defaults (by country) payment periods
recorded by buyers (aggregated by sector),
financial results entreprises (aggregated
by sector), and payment experience
recorded by Coface for each sector. The
sector risk assessment is on a 4-step scale:
low, medium high, very high, in order of
increasing risk (see p. 14).

Assessment of company
default rate

The DRA (Debtor Risk Assessment)
measures the default rate of companies
all over the world. It is calculated on
the basis of indicators such as financial
soundness, profitability, solvency, as
well as the company’s environment and
management. The assessment scale ranges
from O (company in default) to 10 (best
possible rating). The DRAs are made
available to Coface clients on a dedicated
website: Cofanet.

Economic publications*

Coface regularly publishes economic publi-
cations that deal with country risk, sector
risk, and the risk of company insolvency.

* Assessments and studies available on http://www.coface.com/Economic-Studies-and-Country-Risks.
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DEFINITION OF COUNTRY RISK ASSESSMENTS

Very good macroeconomic and financial outlook. Stable political context. Good quality business
climate. This environment positively influences company payment behaviour. The average
probability of default is very low.

Good macroeconomic and financial outlook. Generally stable political context. Overall good
healthy business climate. The average probability of default is low.

Less favourable and/or volatile macroeconomic and financial outlook. Political context remains
stable. Business climate may have some shortcomings. The average probability of default is
satisfactory.

Economic and financial outlook could be marked by some weaknesses. Political context could
suffer from tension. Business climate may present significant deficiencies. The average probability
of company default is reasonable.

Uncertain economic and financial outlook. Political context could suffer strong tensions. Business
climate may present substantial deficiencies. The average probability of company default is
quite high.

Very uncertain economic and financial outlook. Political context could be unstable. Business
climate has substantial deficiencies. The average probability of company default is high.

Highly uncertain economic and financial outlook. Very unstable political context. Very difficult
institutional and business climate. The average probability of company default is very high.

Extremely uncertain economic and financial outlook. Extremely unstable political context.
Extremely difficult institutional and business climate. The average probability of company
default is extremely high.

DEFINITION OF BUSINESS CLIMATE ASSESSMENTS

Company reports are (generally) available and reliable. Effective debt collection. High quality
institutions. Domestic market is almost perfectly open. Very satisfactory business climate.

Company reports, when available, are reliable. Debt collection works reasonably well. Institutions
generally perform well. Domestic market is widely open. Business climate relatively stable
but could be improved.

Company reports are not always available, but when they are, are relatively reliable. Debt
collection and institutions can present some shortcomings. Domestic market is relatively open.
Safe business climate, but shortcomings can arise.

Company reports are not always available or reliable. Debt collection is not always effective and
institutions have some inadequacies. Access to domestic market presents some constraints.
Business climate is acceptable but can pose problems.

Reliability and availability of company reports vary significantly. Debt collection is often difficult.
Institutions display weaknesses. Domestic market is not very accessible. Business climate is
unstable and underperforms.

Company reports are often unavailable and not very reliable. Debt collection is somewhat
random. Institutions display numerous weaknesses. Difficult access to domestic market. Difficult
business climate.

Company reports are often unavailable and unreliable. Debt collection is random. Institutions
display significant weaknesses. Very difficult access to domestic market. Very difficult business
climate.

Company reports are rarely available, and are rarely reliable when they are. The legal system
makes debt recovery extremely uncertain. Critical institutional weaknesses. Nearly inaccessible
domestic market. Extremely difficult business climate.

For further
information

The sector
assessments are
proposed on a
scale of four levels:
low, medium, high
or very high, in
ascending order

of risk.

— You can find
them on page 14
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COUNTRY RISK ASSESSMENT MAP

DOWNGRADES
IN 2019

UPGRADES
IN 2019

COUNTRY RISK
ASSESSMENT MAP

Coface assesses the average credit risk of companies in a

given country. To achieve this, Coface uses macroeconomic,
financial and political data.

Its originality is to take into account Coface’s payment
experience recorded for the country’s businesses,
and its perception of the country’s business climate.

AMERICAS
Country Business
risk i
Argentina C B
Belize © ©
Bolivia € B
Brazil B A4
Canada A2 Al
Chile [A4] A3
Colombia [ B | A4
Costa Rica B [A3]
Cuba B E
Dominican Republic A4 [ B |
Ecuador C B
El Salvador © B
Guatemala © ©
Guyana D C
Haiti D E
Honduras C &
Jamaica B A4
Mexico B A4
Nicaragua D C
P A4 A4
Paraguay [ B | [ B |
Peru A4 A4
Suriname D ©
Trinidad and Tobago B A4
United States A2 Al
Uruguay A4 A3
Venezuela E E
AFRICA
Country Business
risk i e

Algeria
Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cabo Verde
Central African
Republic
Chad

Congo (Democratic
Republic of the)

Congo (Republic of the)

Cote d’lvoire

Djibouti

Egypt

Eritrea

Ethiopia

Gabon

Ghana

Guinea

Kenya

Liberia

Libya

mcfgawoommowo oo o womakmoo

mUEUwHUmwOwU m | m m 0omoXooos

Country Business
risk climate
Madagascar
Malawi D D
Mali D D
Mauritius A4 A3
Mauritania D
Morocco A4 A4
M bique D D
Namibia B A4
Niger C C
Nigeria € D
Rwanda A4 A4
S3do Tomé and Principe C D
< 1 m B
Sierra Leone D D
South Africa B A4
Sudan = E
Tanzania C C
Togo C C
Tunisia © B
Uganda C C
Zambia D ©
Zimbabwe B B
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EUROPE AND CIS

BUSINESS
DEFAULT RISK Country Business
risk li
Albania © €
m m Armenia € B
Austria [A2] Al
VERY LOW LOW SATISFACTORY REASONABLE Azerbaijan B C
Belarus C [ B |
2 B B B2 C—
Bosnia and Herzegovina © B
FAIRLY HIGH HIGH VERY HIGH EXTREME Rulaar Ad A3
ia
Croatia A4 [A2]
Cyprus A4 A3
Czechia [A3] A2
“ Denmark A2 Al
. v 5 - Estonia A2 Al
o » b Finland A2 Al
France A2 Al
Georgia B A4
Germany [A2] Al
Greece B A3
H Y A3 A3
Iceland [A3] Al
Ireland A3 Al
Italy A4 A2
Kazakhstan B [A4]
Kyrgyzstan C
Latvia A3 A2
Lithuania A3 A2
Luxembourg Al Al
North Macedonia B A4
(FYROM)
Malta A2 [A3]
Moldova © B
Montenegro B A4
Netherlands Al Al
Norway Al Al
Poland A3 A2
Portugal A2 A2
i A4 A3
Russia B B
Serbia B A4
Slovakia [A3] A2
Slovenia A3 A2
Spain A2 Al
Sweden A2 Al
Switzerland Al Al
Tajikistan D D
Turkey [ B | A4
Turk istan D E
Ukraine © €
United Kingdom A3 Al
Uzbekistan [ B | [ B |
\ Fc;r further
f information
/ To download
the map
(in pdf format):
https://www.
coface.com/
Economic-Studies-
and-Country-Risks
MIDDLE EAST ASIA-PACIFIC
Country Business Country Business
risk i risk Ii Country Business
Bahrain © A4 Afghani E E risk li e
Iraq E E Australia A2 Al Nepal [ B |
Iran E D B ladesh C © New Zealand A2 Al
Israel A2 A2 Cambodia C [ B | Pakistan D C
Jordan C [A4] China B B Papua New B C
Kuwait A3 [A3] Hong Kong SAR [A3] Al Philippines Ad B
Lebanon D C India B B Si e A2 Al
Oman B A4 Indonesia A4 A4 North Korea B B
Palestinian Territories D D Japan A2 Al South Korea A2 Al
Qatar A4 A3 Laos D D Sri Lanka C B
Saudi Arabia [ B | B lay A3 A3 Taiwan A2 [A1]
Syria E E Maldives [ c | C Thailand A4 A3
United Arab Emirates A3 A2 Mongolia € © Timor Leste = ©
Yemen E E Myanmar D D Vietnam B B
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COFACE COUNTRY ASSESSMENTS

COUNTRY RISK ASSESSMENT
HISTORY OF THE MAIN ECONOMIES

2020 2019 2019 2019 2019 2018 2017 2016 2015 2014 2013

Jan. Sept. June March Jan. Jan. Jan. Jan. Jan. Jan. Jan.
Netherlands Al Al Al Al Al (A1 A2 A2 A3 A3 A2
Norway Al Al Al Al Al Al Al Al Al Al Al
Switzerland Al Al Al Al Al Al Al Al Al Al Al

Australia A2 A2 A2 A2 A2 A2 A2 A2 A2 A2 A2
Austria A2 A2 Al Al Al Al Al A2 A2
Belgium A2 A2 A2 A2 A2 A2 A2 [A2)] A3 A3] A2
Canada A2 A2 A2 A2 A2)] A3 A3] A2)] Al Al Al
Denmark A2 A2 A2 A2 A2 A2 A2 A2 A2 A2 A2
France A2 A2 A2 A2 A2 A2 A3 A3 A2
Germany A2 A2 A2)] Al Al Al Al Al [A1] A2 A2
Israel A2 A2 A2 A2 A2 A2 A3 A3 A3 A3 A3
Japan A2 A2 A2 A2 A2 A2 A2 Al Al Al Al
New Zealand A2 A2 A2 A2 A2 A2 A2 A2 A2 A2 A2
Portugal A2 A2 A2 A2 A2 A3 A4 A4 B B B
Singapore A2 A2 A2 A2 A2 A2)] A3] Al Al Al Al
South Korea A2 A2 A2 A2 A2 A2)] A3] A2 A2 A2 A2
Spain A2 A2 A2 A2 A2 A4 B B
Sweden A2 A2 A2 A2 A2 Al Al Al Al Al Al
Taiwan A2 A2 A2 A2 A2 A2)] A3] Al Al Al Al
United States A2 A2 A2 A2 A2 A2 A2)] Al [A1] A2 A2

Hong Kong SAR A3 A3 A2 A2 A2 A3 Al Al Al Al
Hungary A3 A3 A3 A3 A3 A4 B B B
Ireland A3 A3 A3 A3 A3 A3 A3 A3 A3 A3 A4
Kuwait A3 A3 A3 A3 A3 A3 A3 A2 A2 A2 A2
Malaysia A3 A3 A3 A3 A3 A4 A4 A2 A2 A2 A2
Poland A3 A3 A3 A3 A3 A3 A3 A3 A3 A3 A3
Slovakia A3 A3 A3 A2 A2 A3 A3 A3 A3 A3 A3
United Arab Emirates A3 A3 A3 A3 A3] A4 [A4] A3 A3 A3 A3
United Kingdom A3 A3 A3 A3 A3 A3 A3] A2 A2)] A3 A3
Botswana A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Bulgaria A4 A4 A4 A4 A4 A4 A4] B B B B
Chile [A4] A3 A3 A3 A3 A3 A3 A3] A2 A2 A2
Croatia A4 A4 A4 A4 A4 B B B B B B
Indonesia A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Italy A4 A4 A4 A4 A4 A3 A3 B B B B
Morocco A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Peru A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Philippines A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 B
Qatar A4 A4 A4 A4 A4 A4 A3 A2 A2 A2 A2
Romania A4 A4 A4 A4 A4 A4 A4 B B B
Senegal [A4] B B B B B B B B B B
Thailand A4 A4 A4 A4 A4 A4 A4 A4 A4 A3 A3
Uruguay A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
10
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2020 2019 2019 2019 2019 2018 2017 2016 2015 2014 2013
Jan. Sept. June March Jan. Jan. Jan. Jan. Jan. Jan. Jan.

o]
o]
o]
o]

Brazil B [ B | c [A4] A3 A3
China B B [ B | [A4] A3 A3 A3
Colombia | B | A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Céte d'lvoire B B B B B B [ B | c c D

Egypt B B B B B [ B | C C C

Ghana B B B B B B [ B | c B B

Greece B B B B B [ B | c c c

India B B B B [ B | A4 A4 A4 A4 A4 A4
Kazakhstan B B B B B [ B | B B B B

Mexico B B B B B B [ B | A4 A4 A4 A4
Oman B B B B [ B | [ B | A3 A3 A3 A3
Russia B B B B B [ B | c c [ C | B B

Saudi Arabia B B B [ B | c [ B | A4 A4 A4 A4
Serbia B B B B B B [ B | c c c c

South Africa B B B B [ B | c [ B | A4 [A4] A3
Turkey | B | c c c [ C | B B B [ B | A4 A4
Uzbekistan B B [ B | C C D D D D D

Vietnam B B B B B B B [ B | C c @

>
X

Algeria

Angola

Argentina

Armenia

Bolivia

Cameroon

Gabon

Madagascar

Nigeria
Sri Lanka

W OO o0lm oo o oo

Tanzania

>
X

Tunisia

ovwowfloonoo@dBER

olojlo ologoololoo alo
oloololooolooooloo
oloolologolooooloo
oo @B oo ooBE
Boowooonaaofllooon
ool o oBEooooonf
Ummmﬂomoooonﬁ
offlw ologjojoalaolooan X

OOOOOHOOOOOOO

o)

Ukraine

Haiti D D D D D D D D D D D
Mozambique D D D D [ D | [ E | [ D | c c c c
Pakistan D D D D [ D | c [ C | D D D D
Iraq E E E E E E [ E | D D D D
Iran E E E E E E 3 D D D D
Libya E E E E E E [ E | D D D D
Syria E E E E E E [ E | D D D D
Venezuela E E E E E E 3 D [ D | c c
Zimbabwe E E E E E E 3 D D D D

The “E” rating was introduced into the Coface assessment scale in June 2016.

. Upgrade
. Downgrade

1
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COUNTRY PROFILES
Economic assessment

and 2020 outlook
for 162 countries

INTRODUCTION -P. 42 GUATEMALA
AFGHANISTAN -P. 43 GUINEA
ALBANIA -P. 44 GUYANA
ALGERIA - P. 45 HAITI

ANGOLA - P. 46 HONDURAS
ARGENTINA -P.47 HONG KONG (SAR)
ARMENIA -P. 49 HUNGARY
AUSTRALIA -P.50 ICELAND
AUSTRIA -P.52 INDIA
AZERBAIJAN -P.54 INDONESIA
BAHRAIN -P.55 IRAN
BANGLADESH - P. 56 IRAQ

BELARUS -P.57 IRELAND
BELGIUM -P.58 ISRAEL

BELIZE -P.60 ITALY

BENIN -P. 61 JAMAICA
BOLIVIA -P.62 JAPAN

BOSNIA AND HERZEGOVINA - P. 63 JORDAN
BOTSWANA -P.64 KAZAKHSTAN
BRAZIL -P.65 KENYA
BULGARIA -P.67 KOREA (NORTH)
BURKINA FASO -P.68 KOREA (SOUTH)
BURUNDI -P.69 KUWAIT

CABO VERDE -P.70 KYRGYZSTAN
CAMBODIA -P.7 LAOS (LAO PEOPLE’S
CAMEROON -P.72 DEMOCRATIC REPUBLIC)
CANADA -P.73 LATVIA
CENTRAL AFRICAN REPUBLIC - P. 75 LEBANON
CHAD -P.76 LIBERIA

CHILE -P.77 LIBYA

CHINA -P.79 LITHUANIA
COLOMBIA -P. 81 LUXEMBOURG
CONGO (DEMOCRATIC MACEDONIA (NORTH)
REPUBLIC OF THE) -P.83 MADAGASCAR
CONGO (REPUBLIC OF THE) -P.84 MALAWI

COSTA RICA -P.85 MALAYSIA

COTE D'IVOIRE -P.86 MALDIVES
CROATIA -P.87 MALI

CUBA -P.88 MALTA

CYPRUS -P.89 MAURITANIA
CZECHIA (CZECH REPUBLIC) -P. 91 MAURITIUS
DENMARK -P.93 MEXICO
DJIBOUTI -P.95 MOLDOVA
DOMINICAN REPUBLIC -P. 96 MONGOLIA
ECUADOR -P.97 MONTENEGRO
EGYPT -P.99 MOROCCO

EL SALVADOR (REPUBLIC OF) - P.100 MOZAMBIQUE
ERITREA -P.101 MYANMAR
ESTONIA - P.102 NAMIBIA
ETHIOPIA - P.103 NEPAL

FINLAND - P.104 NETHERLANDS (THE)
FRANCE - P.106 NEW ZEALAND
GABON - P.108 NICARAGUA
GEORGIA - P.109 NIGER
GERMANY -P.110 NIGERIA

GHANA -P. 12 NORWAY
GREECE -P.113 OMAN

-P.15
-P.T6
-P.M7
-P.18
-P.19
-P.120
-P.122
-P.124
-P.125
-P.127
-P.129
- P.130
- P31
-P.133
-P.134
-P.136
- P.137
-P.139
-P.140
-P4
-P.142
-P.143
-P.144
-P.145

-P.146
-P.147
-P.148
-P.149
-P.150
-P.151

-P.152
-P.153
-P.154
-P.155
-P.156
-P.158
-P.159
- P.160
-P.161

-P.162
-P.163
- P.165
- P.166
-P.167
- P.168
-P.170
-PA71

-P.172
-P.173
-P.174
-P.176
-P.178
-P.179
-P.180
-P.181

-P.183

/

PAKISTAN -P.184
PALESTINIAN (TERRITORIES) - P.185
PANAMA - P.186
PAPUA NEW GUINEA -P.187
PARAGUAY -P.188
PERU -P.189
PHILIPPINES (THE) -P.191
POLAND -P.192
PORTUGAL -P.194
QATAR -P.196
ROMANIA -P.197
RUSSIA

(RUSSIAN FEDERATION) -P.199
RWANDA - P.201
SAO TOME AND PRINCIPE - P.202
SAUDI ARABIA -P.203
SENEGAL -P.204
SERBIA -P.205
SIERRA LEONE - P.206
SINGAPORE - P. 207
SLOVAKIA -P.209
SLOVENIA -P.210
SOUTH AFRICA -P.2n
SPAIN -P.213
SRI LANKA -P. 215
SUDAN -P.216
SURINAME -P.217
SWEDEN -P.218
SWITZERLAND - P.220
SYRIA -P.222
TAIWAN

(REPUBLIC OF CHINA) -P.223
TAJIKISTAN -P.224
TANZANIA -P.225
THAILAND - P.226
TIMOR-LESTE -P.228
TOGO -P.229
TRINIDAD AND TOBAGO -P.230
TUNISIA -P.231
TURKEY -P.232
TURKMENISTAN -P.234
UGANDA - P.235
UKRAINE - P.236
UNITED ARAB EMIRATES

(UAE) - P.237
UNITED KINGDOM - P.239
UNITED STATES -P.241
URUGUAY -P.243
UZBEKISTAN -P.244
VENEZUELA

(BOLIVARIAN REPUBLIC OF) - P. 245
VIETNAM
(SOCIALIST REPUBLIC OF) - P. 246

YEMEN - P. 247
ZAMBIA - P. 248
ZIMBABWE - P. 249
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INTRODUCTION TO SECTOR
RISK ASSESSMENTS NOTES

2020 Coface
Sector Risk
Assessment

Every quarter Coface reviews the

assessments of 13 sectors throughout

28 countries in 6 major regions in the

world (representing approximately 88%

of global GDP). In order to better assess

these, Coface has implemented its own
methodology relying on four main pillars:

* anticipated insolvencies (by country)
for the four coming quarters

* observed payment periods (aggregated
by sector and country)

* financial result forecasts for the coming
four quarters (aggregated by sector and
country)

* payment experience noted by Coface by

sector and country.
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REGIONAL SECTOR RISK ASSESSMENT

This assessment scales on four steps, in order of increasing risk:
Low, Medium, High or Very High.

sEcToR AUA.  eAmmmu  LATN,  MODLERAST  NORTH  weeTERN
AGRI-FOOD y A
AUTOMOTIVE AN AN AN BN B s
CHEMICAL y y 4
CONSTRUCTION AN AN By S

ENERGY y 4 AN AN

IcT* A Ay A

METALS AN AN Al N B =
PAPER y 4 AN A
PHARMACEUTICAL AW 2w

RETAIL y Ay A

XTI G A AN Y BN
TRANSPORT Ay Ay

wooD y 4 AN y 4

*ICT: Information and Communication Technology.
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SECTORS

AGRI-FOOD

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE
LATIN AMERICA m
MIDDLE EAST & TURKEY

NORTH AMERICA m

WESTERN EUROPE

*Strong demand from
emerging countries
(notably China and India)

RISK ANALYSIS SYNTHESIS

The global agri-food sector is one of the industries at the heart of protectionist tensions, while it is
also vulnerable to climatic hazards and biological risks. Coface expects that the main risk factors
that the sector experienced in 2019 will continue this year.

*Growth of the organic market
in advanced economies

The trade war between the United States and China gives a very important place to agricultural
products, especially soybeans, through China’s retaliation measures against the United States.
This has contributed to high volatility in agricultural commodity prices, while exerting downward
pressure on soybean prices.

*Highly exposed to climatic
hazards and biological risks

* At the heart of
protectionist tensions

At the same time, free trade agreements also give this sector a leading role, since in most cases
their provisions include trade in agricultural products. This was the case in 2019 for a number of
agreements such as the EU-Mercosur Agreement, the EU-Japan Trade Agreement and the CETA

+ Volatility of agricultural signed between Canada and the European Union.

commodity prices
Coface also expects that the biological risks inherent in the sector, recently exacerbated by the

African Swine Fever (ASF) epidemic and the consequences of the fall armyworm’s spread, will
exert downward pressure on global agricultural production this year.

African Swine Fever (ASF), which continues to affect Asia - particularly China - and, to a lesser
extent, Europe, is having an impact on the global pork market as China is the world’s largest
consumer and producer.

The organic market, mainly concentrated in the European Union, the United States and, to a lesser
extent, China, is expanding rapidly. Demand for organic products in these regions is mainly driven
by consumers on health-related and environmental grounds, as organic farming limits or does not
use pesticides. The European Parliament, for example, defines the absence of pesticides as a basic
criterion for organic farming. As a result, organic farming is set to continue to grow in the coming
years, despite the global economic slowdown expected this year. Long considered a niche market,
the organic market has become increasingly popular, reaching €90 billion in 2017.

SECTOR ECONOMIC INSIGHTS

soybean prices, but this pressure will be offset
by the impact of ASF on the one hand and by
the trade tensions between the United States
and China on the other.

The production of agricultural
commodities remains highly
exposed to climatic hazards

World wheat production is expected to increase
to 766 million tons for the 2019/2020 season,
up by 35 million tons compared to the previous
season. This significant increase is strongly linked
to a base effect, as the 2018/2019 season’s
harvest was particularly poor (-4.2% compared
to 2017/2018), mainly due to lower production
by some of the largest producers, namely
Russia, the European Union and Australia, due
to adverse weather conditions. This increase in
overall wheat production is expected to have a
downward impact on prices.

Soybean production is expected to decline for
the 2019/2020 season: the US Department of
Agriculture (USDA) forecasts a 5.8% decrease
mainly due to lower US production (-20%)
following bad weather conditions. This drop
in production will put inflationary pressure on

World maize production is also expected to
decline in the 2019/2020 season, mainly due to
lower production in the United States (-5.3%),
again due to adverse weather conditions.

The agri-food sector is both at
the heart of protectionist tensions
and a key sector in free trade
agreements

The soybean market is particularly affected by
the trade tensions between the United States
and China. In practice, Chinese firms have
stopped importing soybeans from the United
States, discouraged by the Chinese authorities’
decision to impose import duties on the United
States in 2018. Chinese imports of American

COFACE
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soybeans fell by 99% and 97% respectively in
the 4™ quarter (Q4) of 2018 and January 2019
before resuming in February 2019. President
Donald Trump announced in October 2019 that
China would import between USD 40 billion and
USD 50 billion worth of agricultural goods after
progress in talks between the two governments.
This scenario seems unlikely, however, given that
these amounts are much higher than past Chinese
imports: in 2017, before the trade war, China bought
USD 24 billion worth of US agricultural goods.

Brazil and Argentina, the largest and third
largest global soybean producers respectively,
have benefited from lower US exports to China
that turned towards them to offset the reduced
purchases of US soybeans. The future of the
American, Brazilian and Argentinean soybean
markets will therefore partly depend on future
trade relations between China and the United
States. Trade tensions also impact the financial
positions of agricultural commodity trading
companies. Louis Dreyfus Group, Cargil and
ADM (Archer Daniel Midlands), the three largest
agricultural commodities trading companies,
all posted deteriorations in their results on the
three first quarters of 2019, and their economic
performances in 2020 will depend heavily on
future trade relations between China and the
United States.

In October 2019, the United States imposed tariffs
on USD 7.5 billion of imports from the EU. The
duties, which mainly affect France, the United
Kingdom, Germany and Spain, are a response
to subsidies deemed illegal by the World Trade
Organisation (WTO) and feature 25% tariffs on
agricultural goods including French and Spanish
wine and Scotch whisky. These customs duties
could have serious consequences for the agricultural
producers of the countries concerned, since the
United States is one of their main foreign buyers:
in 2017, the United States purchased 22% of the
United Kingdom’s whisky exports and 18% of
French wine exports.

The various treaties and agreements concluded
last year between the EU and Mercosur, between
the EU and Japan, between the EU and Canada
(Comprehensive Economic and Trade Agreement,
CETA), and between the United States and Japan,
all place great importance on agricultural goods. It
should be noted, however, that these agreements
have attracted some pubilic criticism and do not
necessarily have the support of local producers; the
potential negative environmental consequences
of these agreements have also been criticised.
These four agreements involve the elimination
of customs duties on goods traded between the
regions concerned, with the aim of encouraging
trade between these regions. Agricultural products
are a key element of these trade agreements, due
to the importance of these regions in the global
agricultural market.

ASF and the fall armyworm

are the biological risks that will
continue to have the greatest impact
on global agricultural production

in 2020

African Swine Fever (ASF) broke out in Europe
and Asia in the summer of 2018. At this stage,
the impact in Europe is limited. Germany, France
and Spain, the three largest pork producers in
Europe, have been spared. Asia is much more
affected by the disease, which has spread in the
region, causing havoc among pork producers,
particularly in China that accounts for 50% of
global pork production and consumption. ASF
in China has several consequences. The most
direct is the increase in Chinese pork imports
from the European Union, Brazil and, despite
customs duties, the United States. Increased

AGRICULTURAL COMMODITY PRICES (100 = JANUARY 2019)
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Chinese demand caused pork prices to surge
by 51% in September 2019 year-on-year, after
seasonal adjustment. Rising pork prices have
prompted some Chinese consumers to switch
to other meats. This has led to an increase in
external demand for beef and chicken, which
has benefited Brazil, Argentina and the European
Union (Brazil is the largest exporter of beef and
chicken, the European Union is the third largest
exporter of beef and the second largest exporter
of chicken, while Argentina is the fourth largest
exporter of beef). The decrease in Chinese pig
herds is leading to reduced demand for soybeans,
which are mainly used to feed pigs. According to
the USDA, China’s pork market is not expected
to recover in 2020: production is expected to fall
by 25% compared to 2019, while beef, chicken
and pork imports are expected to increase by
21%, 20% and 35% respectively.

In addition to ASF, the spread of the fall armyworm
(FAW) is one of the major biological risks to the
global agri-food sector. FAW is a caterpillar that
feeds mainly on maize, but also on rice, sorghum,
cotton and other crops. It was first detected in
West Africa in early 2016. By the end of 2018, it
had spread to most countries in sub-Saharan
Africa and Asia. FAW has now reached several
Asian countries, including Vietnam, Myanmar,
Bangladesh, Indonesia, Taiwan, China, and is
potentially spreading to others. China is the
world’s second largest maize producer, so FAW'’s
presence could lead to inflationary pressures on
world maize prices.

COFACE

17

COUNTRY & SECTOR RISKS HANDBOOK 2020



SECTORS

AUTOMOTIVE

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*Period of unprecedented
innovation in the sector

*Car manufacturers are
among the largest investors
in R&D worldwide

*Lower registrations
and sales in the three
main global markets

*Worsening credit risk in
several regions across the
world, including the United
States and United Kingdom

*Increasingly restrictive
anti-pollution standards
requiring heavy investments

*High uncertainties notably
due to knock-on effects of
the trade war on the global
automotive supply chain

*Rising prices for car
parts and equipment
are affecting margins

Notes for the reader

The “e-mobility” segment of the automotive sector
includes fully electric vehicles, electric hybrids and
hydrogen vehicles.

RISK ANALYSIS SYNTHESIS

Amid slowing global growth (2.4% forecast by Coface for 2020, after 2.5% in 2019), the automotive
sector is facing many difficulties, thus confirming its procyclical nature. Car sales are down in the
main world markets. In the first ten months of 2019, the year-on-year decline reached 1.1% in the
United States and 9.7% in China. Over the same period, new registrations decreased by 0.7% in
the European Union. Coface’s sector risk assessment is now showing high risk in all of the regions
of the world for which Coface publishes sector assessments. This illustrates both the poor health
of the sector and the significant interconnectedness of global production chains.

The automotive sector reflects the current vulnerabilities of the global economy. It is affected by the
economic slowdown, trade protectionism and structural changes linked to innovations, regulations
and changes in consumer behaviour. Given the many factors exerting downward pressure on vehicle
sales, Coface expects the sector’s difficulties to continue in the medium-term.

SECTOR ECONOMIC INSIGHTS

Hurt by the global slowdown
and the trade war

From a cyclical point of view, the automotive
sector is being hurt by the slowdown in the
global economy, with demand declining in the
main markets (Europe, China and the United
States), but also by the trade war that has been
ongoing since 2018, mainly between China and
the United States, which is having a negative
impact on confidence.

The decline in demand is strengthening competition
between manufacturers and reducing their
margins, while higher prices for equipment
and certain raw materials are also eating into
profitability. Manufacturers must therefore
choose between reducing margins and putting
up vehicle prices. Coface expects that the US
prices of several popular trucks will rise this
year by between USD 2,000 and USD 7,000.
In addition, US President Donald Trump has
threatened on several occasions to increase
customs duties on vehicle imports into the
United States, which could have a major impact
on European and Asian carmakers.

Although light vehicle sales in the United States
are down sharply, strong resilience in the light
truck segment (pickup trucks, SUVs) is limiting
losses for the sector as a whole. However, given
the uncertain economic context, the sector will
struggle to get back to a favourable situation.
According to Coface forecasts, after growing
by 2.9% in 2018, the US economy will grow by
2.3% in 2019 but only 1.3% in 2020, notably due

to the impact of the trade war and less vibrant
business investment. In this context, the US
Federal Reserve System (Fed) decided to lower
its key interest rates again by a quarter point in
October 2019. However, the cost of car loans is
expected to remain high and credit quality is
set to decline because of the increase in vehicle
prices, a process that is already under way. In
February 2019, the Fed announced that 7 million
Americans were 90 days behind schedule on
their car loans, a level unseen since 2011. Vehicle
debt, estimated at over USD 1.270 trillion, is an
increasingly large part of US household debt.

In China, growth is definitely slowing and is
expected to fall to 6.1% in 2019 and 5.8% in 2020,
compared with 6.6% in 2018. The economy is
suffering because of the trade war with the
United States, with consumer confidence and
the Chinese automotive sector being severely
affected. In addition, the sector is being hard hit
by new approval rules introduced in July, which
we discuss in more detail below. Thus, even with
government support measures, vehicle sales
are expected to continue to decrease in 2020.

The worsening economic outlook for the major
Eurozone economies (Germany, France and
Italy), as well as political uncertainty in the
United Kingdom, will continue to weigh on new
vehicle registrations in Europe. The economic
slowdown announced for 2019 is unlikely to be
followed by a big improvement in 2020, with
Coface forecasting yearly growth of 11% in
the Eurozone, after 1.9% in 2018. The German
economy and its automotive sector, which

COFACE
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depends on the global economic situation, have
been very negatively affected: Coface estimates
German economic growth will be 0.5% in 2019
and 2020, compared to 1.5% in 2018. In addition,
German automotive production fell from an
annual growth rate of 5% in February 2017 to
a decline of 9% year-on-year in October 2019.
These difficulties have a particular impact on
Central and Eastern European countries, whose
automotive value chains are highly integrated
with those of Germany.

Major structural transformation
for the global automotive industry
with the end of diesel and the rise
of e-mobility

Criticized for its associated health issues, diesel
technology is in decline around the world. The
global share of diesel vehicle sales is expected
to fall from 19% in 2017 to only 5% in 2030. This
decline can plainly be seen in Europe, where the
share of new diesel registrations dropped from
over 51% in 2015 to less than 36% in 2018, according
to the European Automobile Manufacturers’
Association (ACEA). As a result, manufacturers
are being forced to turn away from diesel, which
is disrupting their production chains. In the short

term, this transition is benefiting petrol-powered
vehicles, but further out e-mobility is expected
to represent a share almost equivalent to that
of fossil fuel vehicles (48% of sales by 2030,
according to Statista).

The emergence of e-mobility is mainly linked
to the arrival of new players such as Tesla, a
manufacturer and leader in the electric vehicle
(EV) segment. In response to this trend, the main
traditional manufacturers are investing heavily in
research & development and expanding their EV
ranges to compete. This situation could encourage
traditional manufacturers to join forces in order
to boost their investment capacity. This was one
of the objectives behind the proposed Peugeot
SA (PSA)/Fiat-Chrysler merger in the second
half of 2019, with Fiat-Chrysler seeking to benefit
from PSA’s electric technology, and PSA looking
for critical mass and access to the US market.

Although affected by the sector’s difficulties, the
e-mobility segment continues to grow in the main
markets. Nevertheless, it remains highly dependent
on purchase rebates. The significant increase in
the number of models being marketed and the
expanded range offered by these vehicles are
two of the main reasons for the rise. However,
the segment also owes its exponential growth
to subsidies or purchase rebates offered by
governments in the main markets. This is the
case in China, the world’s largest market, where
EV sales increased by 52% in the first half of
2019. However, the Chinese government decided
to reduce its purchase rebates more drastically
than expected from June 2019. This move had
three objectives: to make budgetary savings,
to encourage companies to move to upmarket,
and to single out some of the many domestic
automotive companies with excess production
capacity. Accordingly, there are short-term
uncertainties about how much China’s e-mobility
segment - the only automotive segment to resist
the drop in sales - will expand. Tesla could be
strongly impacted by the Chinese subsidy cuts,
especially since the company is also suffering from
a similar decrease in the United States.

Tougher environmental regulations
are forcing the automotive sector
to adapt

As governments impose new environmental
regulations linked to climate change and pollution,

MONTHLY ANNUALIZED EVOLUTION FOR LIGHT VEHICLE SALES, PASSENGER
CARS REGISTRATIONS AND AUTOMOBILES SALES, IN MILLIONS OF UNITS
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manufacturers are required to make significant
investments to comply with the new standards.
Implemented in September 2018, Europe’s new
2017 WLTP regulation, which aims to bring
emissions testing more in line with actual vehicle
use, continues to affect production chains and
slow the growth of registrations. In China, the rapid
tightening of anti-pollution standards is another
factor in the current crisis in the automotive
market. The country is prioritizing health and the
environment and has therefore decided to step
up the pace of reforms in these areas, bringing
application of the China 6 regulation, which sets
significantly stricter pollutant emission standards,
forward from July 2020 to July 1, 2019. Fifteen
Chinese provinces, representing about two-thirds
of the country’s sales, are currently covered by
this regulation. Concerned that they would no
longer be able to sell some of their inventory,
dealers applied heavy discounts in an attempt
to sell off their stock before China 6 came into
force. Manufacturers are also being forced to
adapt quickly and will likely face significant
difficulties in complying with these regulations
in the coming months.

Even if there is a natural tendency for smaller
economies contributing to the global automotive
value chain to converge towards the anti-pollution
rules adopted by the major markets, the issue of
standards harmonization should be monitored
in view of the risk of segmentation. This risk has
already materialized in the US market, where the
Clean Air Act has led to a legal rift between the
US federal government and the state of California.
The Trump administration has revoked the federal
waiver that allows California to set stricter emission
standards, prompting the state, along with 20 or
so others, to take the federal government to court
over this decision. The potentially drawn-out legal
battle ahead could lead to increased uncertainty
for carmakers.
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SECTORS

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE
LATIN AMERICA

MIDDLE EAST & TURKEY
NORTH AMERICA

WESTERN EUROPE

=

*Main input prices remain
at historically low levels

e Specialty chemical companies
are benefiting from the fight
against environmental risk

*Specialty chemicals are
less vulnerable to changes
in the economic cycle

* Petrochemicals highly
dependent on changes
in the economic cycle

*Overcapacity in some
Chinese segments

*Increasing production
capacity in ethylene
and its derivatives

« Stricter regulatory
environment forcing
producers to overhaul
their business models

*Legal risk resulting from
the human health effects
of some chemicals

Notes for the reader

Net margin: ratio of profits to sales.
Profitability: EBITDA on sales.

RISK ANALYSIS SYNTHESIS

Because of its procyclical nature, the chemical sector is bearing the full brunt of the global economic
slowdown. Activity is declining in client sectors, such as automotive and to a lesser extent construction.
Meanwhile, protectionism and the more restrictive regulatory environment due to environmental
concerns represent challenges for an industry of which the net margins fell by 29 basis points in
Q2 2019 compared to the same period in 2018. In addition, increased supply, owing to the construction
and opening of giant petrochemical plants in the United States, China, India and especially in the
Arabian Peninsula, will exert downward pressure on the prices of some products, particularly ethylene
and its derivatives. The standards that now apply in the sector will force participants to change their
production processes in the coming years. In addition, Coface anticipates that the industry could
be at risk of facing court cases, like the ones that targeted the tobacco industry or those currently
underway in the pharmaceutical sector in connection with the opioid scandal, which may result in

financial agreements with some US jurisdictions in order to avoid harsh sentences.

SECTOR ECONOMIC INSIGHTS

Despite the presence of several
major projects, the chemical
sector is suffering from the global
economic slowdown and the
protectionist environment

Coface expects global economic growth to slow
from 2.5% to 2.4% between 2019 and 2020.
Global manufacturing indicators are also on
a downward trend due to increased political
uncertainty and trade tensions between the
United States and China, which are affecting
world trade dynamics. With its tit-for-tat tariff
hikes, the trade war is impacting a number of
chemicals and derivative products and dimming
the sector’s prospects. China has all but closed
its market to American chemicals, one effect of
which has been to divert US polyethylene export
flows from China to countries in Africa and
Southeast Asia. China, for its part, is obtaining
part of its supplies from Persian Gulf producers.

However, the trade war is not the sole reason
for the expected reduction in global chemical
activity this year. Other factors include the
knock-on effects of the difficulties experienced
by client sectors, such as automotive and
construction, since chemicals are upstream of
their production processes. These industries are
having to cope with various challenges, including
the fact that some of their markets are maturing.
This is particularly a concernin the automotive
sector. Falling vehicle registrations and sales in
the main markets affect sales at petrochemical
and plastics companies, as cooler activity in the

automotive sector reduces orders for chemical
products such as plastics, foams, cables and
hoses, technical textiles for interiors, and so on.
Being themselves procyclical, these client sectors
of the chemical sector are directly affected by
the global economic slowdown. For its part,
the construction sector is expected to grow at
a slower pace than that observed so far overall,
despite the accommodative policies put in place
by the main central banks to support activity
in the sector, particularly in the United States.

Several major projects, launched some years
ago, are underway to build petrochemical plants
with a view to growing business in parts of the
world where the raw material is in plentiful supply,
including the United States, the Persian Gulf and
Asia. These plants will boost the production
capacity of regional participants. The United
States has a comparative advantage over several
countries due to the abundance of shale oil in
a number of basins in the west of the country
and in Texas. It has become one of the largest
producers and exporters of ethane, a derivative
of natural gas, and liquefied petroleum gas,
which is used in the production of ethylene
plastic packaging.

Sector participants face a stricter
regulatory environment

Like many sectors, the chemical industry is
facing stricter regulations. These rules, which
aim to limit the environmental risk resulting from
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the processes used to produce the chemicals
themselves or the final chemical products, are
pushing up costs. Several areas are concerned,
from worker safety to the effects on the climate
and natural resources. The governments of many
advanced and emerging economies are paying
close attention to environmental considerations
amid growing public concern about climate
change prevention and public health issues, which
is spurring calls for changes to the production
models employed by companies in the sector.

This shift among consumers and public opinion
is also prompting shareholders to pressure
management boards to comply with the changes
to standards and in society. The related issue of
recycling represents a risk for the sector, in view
of the growing citizen awareness around the
world about its importance, particularly following
media coverage of the effects on marine animals
of ingesting micro-plastics, for example. Coface
expects that a more widespread use of recycling
practices will accentuate the decline in chemical
production in several developed and emerging
countries in the coming years. Many countries
have already adopted legislation reducing the
use of plastic bags, and the adoption of such
practices worldwide should reduce part of the
supply, especially in low value-added plastics.

The petrochemical segment is facing
a number of difficulties

Petrochemicals was one of the segments that
benefited most from the global economic recovery
in 2016 and 2017. However, it now faces numerous
and mounting risks. Some of these are cyclical in
nature, while others involve the structure of the
sector and are already affecting its economic
outlook.

Like many other sectors, the protectionist
environment created by the trade war between
the United States and China in particular is
hurting the petrochemical segment. Retaliatory
measures targeting petrochemicals specifically
resulted in China completely closing its market
to US petrochemicals. As a result, American
producers are being forced to seek out new
markets. More broadly, global producers in the
sector are having to reconfigure their operations
amid rising maritime transport costs.

In addition, the opening of giant factories in China
and other Southeast Asian countries is exerting
downward pressure on chemical prices, at a time
when demand is less buoyant. This is having a
severe impact on company margins, particularly
in the case of products such as paraxylene, which
is used in the production of solvents and plastics.
The average monthly paraxylene price fell by
nearly 40% in September 2019 on an annual
basis, taking margins towards negative territory.
Some producers may seek to restrict production
in order to restore their margins. Other chemical
raw materials, such as monoethylene glycol,
methanol and propylene, are showing the same
trends. There is overcapacity in these products,
which exerts downward pressure on prices and
will ultimately contribute to reducing the main
producers’ margins. Naphtha and ethane prices
have also been highly volatile since 2018, due
in particular to the uncertainty associated with
US trade policy and its impact on oil prices, as
naphtha is a crude oil-derived product, while
ethane prices are correlated with oil. The volatility
of the abovementioned inputs (naphtha, ethane) is
leading to a loss of competitiveness for companies
in the sector, which are also having to hedge
themselves against the related risk.

In addition, petrochemical firms are having to cope
with the challenges affecting certain customers
such as oil and gas companies. This industry is
facing difficulties, with services companies and
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firms in the shale segment struggling particularly
because oil production companies are investing
less and tightening their pricing policies. Global
oil and gas services companies saw their net
margin reach 0.74% in the second quarter of
2019, up from -2.5% in 2018. Despite the slight
increase, the thin margin points to a weakening
in this segment rather than a real improvement.

The specialty chemicals segment
is more resilient despite challenges

The flavours, fragrances and cosmetic ingredients
sub-segment is in robust shape. From a structural
point of view, the segment’s products are difficult
to “copy”, which limits the competition for existing
players. Entering this market require continuous
and costly R&D investment over several years.
Another factor that protects specialty chemical
companies from competition is the expertise they
have developed over time in a business where
the tastes of end consumers are constantly
changing. They are also developing products
such as particulate emission filters that open up
positive prospects in the context of the fight against
environmental risks. As a result, they continue to
generate comfortable margins, with EBITDA on
turnover of around 22% at end 2018 according to
Grace Matthews, a provider of M&A and corporate
finance advisory services in the sector.

Like petrochemicals, the painting and dyes segment
is being hurt by difficulties in the construction
sector, as well as several industrial sectors, such
as oil and gas and maritime transport.
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*World population growth

«Continued increase
in urbanization

*Low interest rates globally

«Construction companies’
debt level remains high,
notably in China

*High household debt
levels overall globally

*High public debt constrains
public infrastructure
investment

*Dependent on
economic cycle

RISK ANALYSIS SYNTHESIS

Global construction, while facing challenges like other procyclical sectors in the continued worldwide
economic slowdown, is expected to remain resilient overall due to a number of factors. These include
a low interest rate environment made possible by the accommodative monetary policies of the
central banks, which are supporting new commercial and residential housing starts and to some
extent, the consumer and business confidence in the sector. It will also benefit from the knock-on
effect of investment decisions in terms of large infrastructure projects, notably in the energy and
chemical sectors. Industry players should also benefit from lower prices for some inputs such as
steel. It is also expected to gain from the growing concern of citizens and governments about the
need to prevent environmental risks and to fight climate change. This has led to initiatives such
as the European Union’s “carbon neutrality plan in construction” by 2050, expected to support
a demand for the construction and renovation of “ecologically friendly” buildings. At the same
time, the introduction of stricter standards in this area will also force companies in the sector to
adapt to them. This could prove costly and contribute to limit their financial performance in an

already difficult environment.

SECTOR ECONOMIC INSIGHTS

Low interest rates and lower prices
for certain inputs are expected

to offset difficulties in the
construction sector in the context
of the downward economic cycle

Construction, as a procyclical sector, is indeed impacted
by the continuing global economic slowdown. Coface
anticipates global GDP growth at 2.4% this year,
down from 2.5% in 2019 and 3.2% in 2018. This will
lead to lower demand for the construction sector,
although with regional discrepancies. Therefore, in
order to support economic activity, leading central
banks both in advanced and emerging economies
announced monetary easing measures last year.
In the United States, the Federal Reserve lowered
its key policy rate three times between July and
October 2019. Moreover, for the first time in ten
years, it injected liquidity into the daily money
market on September 17. The European Central
Bank relaunched its bond purchase program in
September and lowered the deposit rate taxing
the excess liquidity of banks from -0.40 to -0.50%.
The People’s Bank of China (PBOC) implemented
targeted monetary stimulus measures, including
three Reserve Requirement Ratio (RRR) cuts in 2019
and liquidity injections via open market operations
(OMOs). These measures limited the risk of an
interbank liquidity squeeze and supported Small
and Medium Enterprises (SMEs), including those
in the construction sector. Other central banks
in emerging economies embarked on monetary

easing measures with at least one interest rate cut
last year. These included India, Indonesia, Brazil,
Mexico, Nigeria, Egypt, and South Africa. Moreover,
the global construction companies are expected
to continue to benefit from lower albeit volatile
prices for some inputs such as steel.

Housing demand is expected
to remain sound overall, while
the infrastructure segment is
on a contrasting trend

Those monetary policies, designed to support
economic activity, are expected to benefit real
estate demand as well as new building permits
in the United States this year. This is thanks to
a context of rising wages in the country and a
dynamic labour market. In addition, this is in a
context of high consumer and builder confidence.
As aresult, the level of housing starts is expected
to remain solid in the US with S&P projecting
1.3 million housing starts in 2020, although lower
than the historical trend averaging 1.4 million
over ten years. In Western Europe, demand
for new residential housing is also expected
to remain robust overall, supported by lower
interest rates. Moreover, the various incentives
to develop energy efficient buildings, notably
in commercial spaces, are likely to support
developers’ sales, particularly in Europe and in
the United States.

COFACE

22

COUNTRY & SECTOR RISKS HANDBOOK 2020



The question of housing affordability in big cities
is expected to remain an issue, particularly in
Europe, and could somewhat counterbalance the
aforementioned positive developments. House
prices in Europe are expected to continue to rise
overall. This is the case in Germany for example, the
leading economy in the region. According to S&P,
although on a decelerating trend, housing prices
in Germany are expected to increase by 4.5% this
year, down from 5.3% in 2019. In Germany, the solid
household disposable income and employment
levels, together with the above-mentioned low
borrowing costs in the Eurozone, support strong
demand for housing, despite the lacklustre economic
prospects in the country. Coface estimates GDP
growth at 0.5% this year, the same as last year.
Furthermore, demand should be supported by
the new climate package put in place by the
government to support renovations and “energy
efficient” buildings. However, the supply and
demand imbalance remains favorable to sellers
and the German construction sector is running on
full capacity. In the US, big city prices are notably
impacted by the limited building space that back
higher prices. In China, homebuilders will remain
constrained by the knock-on effects of measures
put in place by the Chinese authorities to stabilize
the housing market. Therefore, property prices
are unlikely to rise.

In the current economic slowdown, new major public
infrastructure projects are unlikely. In the United
States for example, the very large infrastructure
project planned by the federal government, with
the support of the opposition parties is now
compromised. This is mainly due to the context
of the ongoing impeachment procedure led by
the Democratic Party against President Trump.
At the same time, large infrastructure projects
decided and launched many years ago (for
example - since 2010 in the US for example), notably
by major European and American multinational
companies in the energy and chemical sectors,
are still under way and are therefore supporting
activity in the infrastructure segment. They aim
to develop their projects in regions where the raw
material is less expensive. This is the case of some
American companies, which are building plants in
the Persian Gulf and in Asia. Another example of
the infrastructure dynamism in the petrochemical
industry is the announcement late last year of
a Chinese-Russian joint venture for a five-year
project worth USD 13.3 billion, with the ambition
of building one of the largest petrochemical plants
in the world. The joint venture involves the China
National Chemical Engineering Group (CNCEC)
and the Baltic Chemical Complex (a subsidiary of
RusGasDobycha). The plant, which will process
Russian natural gas, is to be built in the port of
Ust-Luga, near the Gulf of Finland. Furthermore, the
Silk Belt and Road Initiative, involving 131 countries
in 2019, will support the infrastructure segment
globally, even though some projects in Asian
countries were delayed or postponed last year.
It notably aims at connecting Asia, Europe, and
Africa with China. This is despite the economic
slowdown expected in China this year (Coface
anticipates GDP growth to slow to 5.8% down
from 6.1% in 2019 and 6.6% in 2018). Countries
involved are indeed expected to continue to
contribute to the financing of the associated
projects, as should multilateral development
banks such as the Asian Development Bank and
commercial banks.

The construction sector is
undergoing many transformations

There are constant innovations in the construction
sector. Similar to other sectors, it is highly impacted
by the Artificial Intelligence (Al) revolution.
Innovations in this area include Al-driven robotic
systems to sort, collect, and process demolition

UNITED STATES HOUSING STARTS (BY UNITS)

CONSTRUCTION

debris for recycling. It will also continue to be
impacted by both consumer and public authority
willingness to prevent environmental risks and
to fight climate change. This entails additional
constraints to which construction companies need
to adapt. On the other hand, it should enable the
development of activities with a view towards
renovating or constructing energy-efficient buildings,
particularly in the commercial sector, and this
should continue to support the developers’ sales.
For example, the European Union is committed to
achieving "carbon neutrality” for new construction
by 2050, as well as reducing carbon emissions
in the sector by 40% by 2030. According to the
World Green Building Council platform, building
and construction is responsible for 39% of all
carbon emissions in the world. For their part,
Chinese authorities also put in place a plan to tackle
environmental risks in the sector with the “13*" Five
Year Plan for Energy Efficiency in Buildings and
Green Building Development” that is due to end
this year. It includes several projects, including
the development of the intercity electric vehicle
fast recharging network, the setup of more than
800 intercity fast recharging stations, as well as
actively promoting large-scale hydropower base
delivery channel constructions.
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«Diversification gives majors
resilience to withstand fluc-
tuations in crude oil prices

*New financing approaches
share risks between
producers and investors

«Oil companies are working
to lower their breakeven costs

*High debt levels, especially
among unconventional
oil companies

*High volatility
in crude oil prices

*Overcapacity of companies
in the oil & gas services
segment

Notes for the reader

Net margin: profit or loss on sales

Majors: Large oil and gas companies that dominate the
world market. They are mainly American and European.

Unconventional hydrocarbons: These are hydrocarbons
found in unusual underground positions. As a result,
they require particular extraction processes, which are
often more complex than conventional processes, as it
is the case for shale oil.

Spot contracts: These are contracts used on spot
markets, where traded assets are delivered and
settled instantly.

RISK ANALYSIS SYNTHESIS

Crude oil prices are facing slower demand, while supply remains strong. Given the imbalance in
favour of supply in this market, Coface is forecasting an average crude price of USD 60 per barrel in
2020. This price level is too low for exploration companies to generate significant cash flows. This in
turn impacts the entire supply chain, as low investment spending then destabilizes oil & gas services
companies, which are already burdened by overcapacity. Financially struggling oil & gas services
companies are at the greatest risk in the sector. Refineries have to deal with new standards while
also facing sluggish demand. As a result, overall risks are increasing for companies in the sector,
as reflected in Coface’s sector risk assessments. Of the six regions in the world for which Coface
produces sector risk assessments of the energy sector, none is rated low risk and half of them have
high-risk sector risk assessment. In North America in particular, unconventional firms must now
demonstrate that their business is sustainable. They are operating in a region of which the energy
sector has been vibrant in recent years, with the United States moving towards energy independence.

SECTOR ECONOMIC INSIGHTS

Oil and natural gas production

is expected to remain dynamic
despite gloomy global economic
conditions

Coface expects global economic growth to
slow to 2.5% in 2019 and 2.4% in 2020 from
3.2% in 2018, mainly due to the impact of trade
tensions between China and the United States,
which are stoking uncertainty, affecting global
value chains and undermining household and
business confidence.

Coface estimates that the average annual price
of Brent crude oil will be USD 60 per barrel in
2020, owing to sluggish demand from China and
India, and difficulties in client industries such as
petrochemicals. Average monthly Brent prices
dropped by 14% at the end of July 2019 compared
to the end of December 2018 (USD 64.07
compared to USD 74.11), despite the persistence
of a number of factors that could have led to a
decline in prices, including a tense geopolitical
situation in the Middle East and North Africa,
reduced production of OPEC+ countries under
the current agreement, as well as the impact of
US sanctions on Iranian and Venezuelan output.

Consequently, the main reasons for the downward
pressure on oil prices were the global economic
slowdown, as well as new standards to reduce hydro-
carbon consumption and prevent environmental
risks. These standards have impacted a number
of client sectors, such as automotive, shipping
and chemicals (especially the petrochemical
industry segment). The net margin of the world’s

leading petrochemical companies fell by 127 basis
points between Q2 2018 and Q2 2019 (from 9.52
to 8.25) due to the new standards.

Paradoxically, global production is set to increase
due to strong performances by unconventional
producers. In addition, in 2020, production
by OPEC+ countries is expected to be stable
compared to 2019, due to Saudi Arabia’s desire
to influence prices. US unconventional oil
companies will continue to produce, but at a
slower pace in 2020.

Turning to natural gas, the number of gas
liguefaction projects is increasing because
liquefied natural gas (LNG) is less expensive
and more environmentally friendly in terms of
emissions than other energy sources, such as coal
for instance. Accordingly, in 2020, production
is expected to increase by 28 million tons, the
vast majority of which will come from the United
States. Coface expects strong growth in natural
gas production to influence prices if demand
turns out to be weaker.

Natural gas prices vary across regions, which
all have their own benchmark prices. However,
prices are expected to continue to decline as
a result of the abovementioned increase in
supply, particularly of LNG. In addition, demand
is expected to remain soft this year due to the
economic situation. For example, prices on the
Asian LNG contract index fell by 56% between
Q3 2018 and Q3 2019. In addition, natural gas
buyers are increasingly turning to short-term
spot contracts and away from contracts indexed
to crude.
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The downward trend in crude oil
prices undermines the financial
situation of exploration and
production companies, and is one

of the main risks to their profitability

The majors, which are mainly American and
European, manage to offset these risks through
more diversified assets and lower break-even
costs than smaller companies in the sector. In this
segment, the players with the highest risk profiles
are those operating in the unconventional oil sector,
particularly in the United States. According to
the Institute for Energy Economics and Financial
Analysis (IEEFA), US unconventional oil producers
generated negative free cash flows in the first and
second quarters of 2019, owing to increasingly
financially burdensome investments while cash
flows were weak. According to a March 2019
survey by the US law firm Haynes & Boone on
the borrowing conditions of oil companies, North
American companies expect borrowing base
redetermination to be sluggish in 2020. Low
Brent and WTI prices are the main factors causing
financing conditions to be more challenging. This
trend is coupled with the shifting requirements of
new investors joining company boards. Overall,
these investors tend to demand higher returns

on investment. Given the economic situation, this
could force some companies to restructure. Finally,
firms are having to look for alternative means
of financing, in particular by involving funders
in production processes through arrangements
such as drillcos and farmouts, where costs as
well as revenues are shared.

Financially weakened contractor
companies are the most at risk

Contractor companies are facing declining activity
as producers are investing less and tightening their
pricing terms, as mentioned above. Annual global
capex by exploration-production companies fell
by 41% between 2014 and 2018, weakening the
financial situation of services companies. These
difficulties are compounded by overcapacity in
the segment, which is a direct consequence of
efforts to boost production capacity in recent
years, particularly between 2007 and 2014. Because
this increase in capacity was mainly financed by
debt, net debt levels are running high, reaching
35.6% at the end of 2018, only slightly below the
historic peak of 37% seen in 2016. Companies in
this segment, in the United States for example,
will have to honour a very large stock of debt
estimated at USD 137 billion and set to mature,
according to Standard and Poor’s, between
2020 and 2022. Coface therefore expects to see
attempts to restructure debts, payment defaults,
and even asset disposals or structural changes
in some instances, such as TechnipFMC'’s spinoff
in August 2019. These developments are taking
place at a time when exploration and production
companies are demanding more efficiency from
their subcontractors, leading them to lower their
prices. Competition is therefore increasing between
oil & gas services companies as production volumes
and prices head downwards. This situation is
prompting some firms to rethink their business
models and to grow their activities in related
fields. For example, Baker Hughes, a subsidiary
of General Electric, is diversifying into natural gas
and offering services such as leak prevention.

The situation of refineries accurately
reflects the sector’s difficulties
According to the International Energy Agency,

refineries had to contend with thin margins in the
first half of 2019. Except for China, which posted

BRENT AND WTI* OIL PRICES EVOLUTION (USD PER BARREL)

ENERGY

modest growth in the first half of 2019, overall
growth in the supply of petroleum products was
disappointing (-0.6% in Q2 2019 at an annual rate)
due to unexpected maintenance and refinery
closures attributable to extreme weather conditions
in the United States, while disruptions in France
and Germany caused some refineries to halt or
scale back their activity. Even so, prices were
impacted by growth in demand, which amounted
to +0.3 million barrels per day in Q2 2019, a
level not seen since the last quarter of 2016. As
for all companies in the sector, more stringent
environmental standards in client sectors will
hurt refinery activities. A case in point is the IMO
2020 standard, which comes into force this year
and requires shipping companies to use marine
fuels with lower sulphur content. Finally, some
refineries producing heavier derivatives may close
during the year due to limited storage capacity.
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*Globalization of internet
access and market penetra-
tion opportunities, notably
in developing economies

*Strong innovation, with Al
having a growing impact
on all sectors and ongoing
installation of 5G technology

*Exponential growth of
connected goods market

*Saturation of hardware mar-
kets (tablets, smartphones,
PCs) in some economies

*Long-term challenges regar-
ding rare mineral reserves

* Tougher regulatory environ-
ment ahead for ICT “giants”,
notably in terms of taxation
and data protection issues

Notes for the reader

Coface’s sector assessment methodology for
the ICT sector incorporates several segments:
telecommunications, electronics, the media and a final
segment comprised of computers, software and IT
equipment. Empirically, the boundaries are becoming
increasingly blurred between the product and service
ranges offered by ICT companies and the firms’
traditional business activities.

* As per third quarter 2019 available financial data.

RISK ANALYSIS SYNTHESIS

The ICT sector is a concentrated sector featuring “giant” US and Chinese firms that dominate the
market, including America’s FAANG (Facebook, Amazon, Apple, Netflix and Google - specifically
Alphabet, its holding company) plus Microsoft, and China’s BATX (Baidu, Alibaba, Tencent and
Xiaomi). These companies have some of the highest levels of capitalization in the world, and are
reporting rising revenues*.

The trade tensions are exacerbating the already competitive environment between the United
States and China, as illustrated by the US sanctions imposed on some Chinese technology
companies, including Huawei, a leading Chinese telecommunications company at the forefront of
5G technology implementation. Many countries, particularly the United States, are worried about
the “Made in China 2025 Strategy”, which China hopes to use to become the global leader in
strategic economic sectors, as well as a number high tech products of markets such as robotics.
Meanwhile, new technologies, and notably the swift development of artificial intelligence (Al), are
likely to bring significant changes to production methods.

Prospects for the ICT sector will remain contrasted across regions worldwide in 2020 amid a
global economic slowdown. This is expected to result in lower growth in demand for ICT goods
and services overall. Looking forward, one of the key challenges, particularly for FAANG, will be

the increasingly strict regulatory environment in terms of data protection.

SECTOR ECONOMIC INSIGHTS

The global economic slowdown
and the protectionist environment
are dimming the sector outlook

Coface anticipates a continued global economic
slowdown - including in the biggest economies
such as the United States, Europe and China -
with a global GDP forecasted at 2.4% in 2020
after 2.5% in 2019 and 3.2% in 2018. This is
expected to have significant repercussions on
the smartphone segment, where demand has
already been impacted for many years by the
maturing market in some advanced economies,
as well as in emerging economies with large
populations such as India. Connected products,
such as watches and wristbands, could continue
to stimulate consumer interest, and according to
the International Data Corporation (IDC), smart
wearables are expected to see growth in both
mature and emerging markets.

In Asia, the sector has been affected by the gradual
deceleration of Chinese economic activity. After
a 6.1% expansion in 2019, Coface estimates that
economic growth will reach 5.8% in 2020 and
will continue to be hit by trade tensions. Last
year, Huawei was excluded from the project to
deploy 5G technology in the US and the Trump
administration placed it, alongside a number of

other Chinese ICT companies, at the top of a
list of businesses that US telecommunications
companies were forbidden to deal with due to
cybersecurity risks. This measure was extended
to US government agencies in August 2019.
Moreover, in September 2019, the United States
raised tariffs from 10% to 15% on USD 125 billion
worth of Chinese goods, including Bluetooth
headphones and smart watches.

A concentrated and competitive
sector featuring “giant” firms
whose business models are evolving
constantly.

FAANG and BATX, all global leaders in their own
core businesses, are now competing with each
other across various markets, including cloud,
streaming, media, payments and commerce,
as the ICT giants expand into new sectors.
Examples include Google’s launch of a driverless
electric car in December 2018, and Facebook’s
plans to launch its own cryptocurrency, Libra, in
partnership with 27 other companies, although
at the time of writing, this project is facing
regulatory challenges, notably in the US. The race
for innovation in the coming years is likely to be
focused in the health sector, with developments
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in areas such as connected medical devices, for
example, or augmented reality glasses, for which
Apple reportedly filed a patent for a prototype
at the end of last year.

Innovation linked to Al is expected
to lead to major developments in all
segments of the sector

Al has a significant disruptive power on all sectors
as it pushes the limits to which machines, notably
via robots, can carry out tasks and jobs that humans
have performed until now. All leading companies
in the sector are committed to developing Al in
their internal processes as well as their product
and service offerings. This is particularly the case
in the development of innovation services such
as virtual assistants.

Telecommunications will keep
growing with the arrival of 5G

Coface expects the telecommunications industry
to continue to grow. The implementation of 5G
technology is developing steadily despite the
trade war and technology-related challenges. One
such technological challenge is that the range of
a 5G signal is currently 10% that of a 4G signal,
while the antennas are large (approximately the
size of a refrigerator) and costly to make. Only
14% of all connections worldwide are likely to be
5G-powered by 2025. Accordingly, 5G is unlikely
to become the new telecommunication standard
in the medium term.

A more restrictive regulatory
environment in data protection
and taxation

The regulatory environment for ICT companies
is expected to become increasingly restrictive in
the coming years, particularly with regard to the
protection of consumer data, following several
scandals involving US companies, including the
misuse of user data by Facebook, for which the
company was fined a record USD 5 billion by
the US Federal Trade Commission (FTC). The
European Union implemented the GDPR data
protection regulation in May 2018. The issue is
currently under discussion in the United States,
with, for example, California taking steps in 2018 to
adopt its own data protection law, the California
Consumer Privacy Act (CCPA), which will come
into force this year. Microsoft has said that it will
apply the CCPA in its operations in all US states.
The rise of such regulations in the main markets
worldwide could impact the business models
of the giant ICT firms, and contribute to market
fragmentation, since data protection rules could
potentially differ significantly from one US state
to another, as well as across different regions
worldwide, while the major ICT companies
operate globally.

FAANG NET INCOME (BN USD)

AND REVENUE GROWTH (YOY, %), Q3 2019
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Accusations of tax evasion have been laid against
FAANG, particularly in Europe. In France, Google
agreed to pay a fine of €1 billion last year to settle
all tax lawsuits brought by the French government
against the company. The tax environment could
certainly become more restrictive, with many
discussions underway at the international level.
For example, at a G7 Finance meeting last year,
governments of countries representing the main
markets expressed their intention to work towards
a common tax regime for the sector’s giants.
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SECTORS

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*«Ongoing restructuring
of key metal activities
(nickel, copper, zinc, rare
earths, aluminium)

*Lower production costs

*Products used in many
industries across the
world, notably in electrical
battery manufacturing

*Low production capacity
rates across the world

*Increased pressure from
Chinese authorities to
reorganise the steel and
aluminium industries

*Highly dependent on
Chinese economic policy

*Weak growth in global
vehicle sales

RISK ANALYSIS SYNTHESIS

The metal sector is facing many difficulties amid the ongoing trade tensions between China and
the United States. After the US imposed tariffs on imports of steel (25%) and aluminium (10%)
from several countries, including China, but also allies such as the European Union, Canada,
Mexico and Japan, US steel prices temporarily came under upward pressure and rose by 21.7%
between December 2017 and July 2019. Nevertheless, according to Steel[Home, average monthly
steel prices in the United States, China and Europe fell by 28%, 12% and 18% respectively between
November 2018 and November 2019, due to the economic downturn. Iron ore prices likewise fell
by 21% in November 2019 after surging at the beginning of 2019 on reduced Brazilian supply.

Copper prices, which act as a leading economic indicator of trends in the global economy, fell
by 3.3% between December 2018 and November 2019 and are deteriorating. Prices of other base
metals and alloys show mixed trends. Nickel increased by 40% during the end-December 2018
to November 2019 period due to the interest in electric car batteries. Zinc, aluminium and cobalt
prices followed copper downward, dropping 7%, 7.5% and 35% respectively.

Steel is also viewed as a barometer of global activity due to its use in several industrial activities,
including construction, the automotive industry and consumer goods such as household appliances.
Accordingly, it is examined in further detail below.

SECTOR ECONOMIC INSIGHTS

The deteriorating economic outlook
in most regions is expected to
continue to weigh on the global
steel market

The US Treasury put China on its list of currency
manipulators, a move that is unlikely to help the
two sides reach an agreement in their trade war.
In addition, Coface expects global economic
growth to reach 2.5% in 2019 and 2.4% in 2020,
compared to 3.2% in 2018. As a result, the steel
sector, which is highly dependent on global
economic conditions, is expected to witness
high price volatility, complicating the task of
purchasing managers. This situation will be
compounded by the fact that client sectors,
notably the automotive and construction sectors,
are facing difficulties owing to their procyclical
nature. Global steel consumption is thus expected
to increase modestly by 0.9% in 2020. World
steel production is expected to follow a similar
trend, with a growth of 0.5% in 2020.

The 2019 economic slowdown will continue in
2020, with Coface forecasting growth of 11% in
the Eurozone. Apparent steel consumption fell
by 7.7% in the second quarter of 2019, according
to EUROFER, an industry association. The
negative trend in steel demand is the result of
the continued collapse of the EU manufacturing

sector, particularly in the automotive sector, of
which the production index is falling sharply
due to the decline in vehicle registrations. The
situation on the European steel market has
been aggravated by significant imports of
steel products which, combined with the fall
in demand, in a setting of global overcapacity,
have inevitably led to lower domestic prices. The
safeguard measures adopted by the European
Union to provide protection in the context of
the world trade war have proven ineffective.
For this reason, many European steelmakers,
including companies with leadership positions in
high value added steels, saw their turnover and
profits decline overall in the third quarter of 2019.

After expanding by 2.9% in 2018, the US economy
is expected to grow by 2.3% in 2019 but only 1.3%
in 2020, according to Coface’s forecasts, due
in particular to the repercussions of the trade
war and weaker levels of investment among
corporate clients. US protection measures
saw imports of steel products reduced by 11%
year-on-year in September 2019 and also drove
an increase in steel production (4% year-on-year
in October 2019). However, US steel prices
have been falling since the beginning of 2019,
keeping step with the slowdown in demand, as
reflected in the industrial production index, which
is beginning to weaken (-0.2% year-on-year in
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November 2019). As a result, steel demand is
expected to stall in 2020 while production is
expected to decrease by 0.8%.

The Chinese steel market will be slightly impacted
by the gradual slowdown in domestic economic
activity, with economic growth estimated by Coface
at 5.8% in 2020, against 6.1% in 2019 and 6.6%
in 2018. The Chinese steel sector has benefited
from public spending on infrastructure and
construction, which supported steel consumption
and production during the first half of 2019. Despite
the problems in client sectors, particularly the
automotive and real estate sectors, which have
negatively affected steel prices, Worldsteel, a
trade association, forecasts that Chinese demand
for steel will increase by 1% in 2019 compared to
2018, and that production will go up by 1.2% before
steadily declining in 2020 owing to moderate
consumption. Demand for steel in the construction,
energy and automotive sectors is expected to
decline in 2019, while demand in the machinery,
shipbuilding, household appliances and rail sectors
is expected to continue to grow. Illustrating this,
car sales tumbled in 2018 (-4.6%) and 2019 (-4% in
October) and are likely to continue on this trend

in 2020. The real estate market is also slowing,
with housing starts showing negative year-on-year
growth of -2.2% in June 2019.

India’s consumption of steel products is forecasted
to grow by 6% in 2019 due to strong public
support for infrastructure projects on the one
hand, and the manufacturing sector, which has
boosted domestic consumption, on the other.
This trend is set to continue in the medium term.
In 2020, India’s steel production is expected to
grow by 2.2%.

The development of and appetite
for electric vehicles (EV) are fuelling
growth in demand for nickel and
aluminium (which is used to reduce
vehicles’ weight), up to about 5.9%
on average through to 2021

Steel still has cost advantages over other alternatives
such as aluminium and composite materials.
In addition, one of the main risks to nickel and
aluminium demand in connection with the
development of electric vehicles is that EVs
themselves face challenges. Sales of EVs will not
replace combustion vehicles in the short term, due
to various factors such as fairly high price levels,
consumer concerns about vehicle range, which
is perceived to be too short, and charging times.

EVOLUTION OF STEEL AND IRON ORE PRICES INDICES (BASE 100 = 2012)

METALS

I
1507 1200
140
130_ 1,000
120
no 800
100 7]
90 - 600
80_
70 400
60
50 200
RN S - B O RO R
SRRSRR8888588%k88%8¢8¢8¢8¢8%8k8¢%¢kzss
S S>> > > > > > > > >>>>>>>>
S55238825552588255¢5255¢5¢2588¢
—— China — Europe us — Iron Ore (RHS)
Source: SteelHome
29

COFACE

COUNTRY & SECTOR RISKS HANDBOOK 2020



SECTORS

PAPER

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

«Sustainable and recyclable

RISK ANALYSIS SYNTHESIS

*Strong demand from Asia
The paper sector is divided into two main sub-segments - graphic paper and packaging - that
are on contrasting paths. The use of graphic paper is declining as the use of digital technology
increases, while consumption of cardboard and packaging paper is increasing, driven by e-commerce
on the one hand and the sustainability and recyclability of paper (compared to other materials
such as plastic) on the other hand. Recognition of environmental issues is also reflected in sharp
growth in the use and production of recycled paper and in the need to innovate in production
methods. In 2018, paper was the most recycled product in Europe and accounted for 71.6% of paper
consumption according to the Confederation of European Paper Industries (CEPI). This trend may
benefit the sector in the long term as paper can be used as an alternative material in various fields
such as packaging and construction. Paper sector actors are highly innovative and are constantly
seeking new possible uses for their products, which will allow the sector to diversify and lessen
its dependence on graphic paper (which is on the decline) and packaging paper (closely linked
to economic conditions).

*Increasing use of
packaging paper due to
the rise of e-commerce

*Demand for cardboard and
packaging paper closely lin-
ked to the economic situation

*Graphic paper gradually
being replaced by digital
media owing to increasing
use of digital tools

The sector is heavily dependent on pulp prices, which after increasing in 2017 and 2018, fell in
2019 due to the economic slowdown in China. China alone imports 35% of the world’s wood pulp
exports. Movements in pulp prices will have very different effects on different sector participants
depending on whether they are pulp or paper producers, as paper producers use pulp as an input.

A tough 2020 is in store for the sector. Graphic paper consumption is expected to continue to
decline, following the trend observed in recent years. Consumption of cardboard and packaging
paper, which is more procyclical, is expected to slow with the cooling pace of activity.

SECTOR ECONOMIC INSIGHTS

Packaging paper consumption is rising, driven
by the development of e-commerce and the

The transition to digital and
e-commerce is transforming

the sector

The use of graphic paper is on a downward
trend as paper media are replaced by digital
tools such as smartphones, readers and online
newspapers. Between 2013 and 2018, graphic
paper consumption in the countries of the United
Nations Economic Commission for Europe (UNECE),
which includes Europe, North America and the
Commonwealth of Independent States (CIS),
fell by 18%, or 4% per year. The decrease was
common to all three UNECE regions, although
North America experienced the largest drop
(-21%). As a result of this declining demand,
paper mills are switching their machines to the
production of packaging paper, leading to a
decline in graphic paper production capacity in
favour of packaging paper. This trend is expected
to continue in the coming years.

increasing use of paper as an alternative material
to other packaging, such as plastic, which are
considered more polluting. Consumption of
cardboard and packaging paper increased by
1% between 2013 and 2018 in UNECE countries.

This trend, comprising a shift from graphic paper
to digital and increased production of packaging
paper, is common to all regions of the world.

Economic growth in Asia-Pacific (especially
China) has increased paper consumption and
production in the region. In 2017, Asia was
responsible for 46.4% of the world’s paper and
cardboard production. It is therefore obliged
to import pulp as an input for its paper and
cardboard mills, although it already accounts
for 22% of the world’s pulp production. In 2018,
China accounted for 38% of world pulp imports,
which came mainly from Latin America and
North America.

Paper sector hard hit by
the economic slowdown

COFACE

30

COUNTRY & SECTOR RISKS HANDBOOK 2020



Global wood pulp prices are falling, mainly
because of the global economic slowdown and
diminishing Chinese demand. Lower wood pulp
prices will have different effects on different
participants. They will benefit paper producers
(which use pulp as an input) but will lower pulp
producers’ margins. Major global pulp exporters
such as Brazil, Chile, the European Union, the
United States and Canada are therefore expected
to be negatively impacted by the fall in prices. In
addition, the slowdown in economic activity in
China (5.8% in 2020 after 6.1% in 2019 and 6.6% in
2018) will hurt all major pulp exporters, as China
imports 35% of world exports.

In the United States, paper production fell by 3.3% in
the third quarter (Q3) year-on-year. China decided
not to impose additional tariffs on US products,
following the phase one of the trade deal, signed
between US and China on December 13, 2019. More
than 30% of US paper and pulp exports went to
China in 2017, so those tariffs would have had an
impact on US producers, especially as prices fell
throughout 2019 and Coface expects this trend
to continue this year. US paper consumption is
expected to slow in 2020 because of the decline
in graphic paper consumption and the economic
slowdown (1.3% in 2020 after 2.2% in 2019 and
2.9% in 2018). In Canada, paper production is
decreasing sharply and fell by 10.6% in Q3 2019,

after shrinking by 1.6% a year earlier, partly due
to China’s cooler economic growth.

In Europe, paper consumption decreased in 2018
(-1.2%). The decline was attributable both to the
fall in graphic paper consumption (-4%) and to the
slight downturn in packaging paper consumption
(-0.1%) following the economic slowdown in 2018.
Coface expects growth in Europe to slightly
decline in 2020 (1.3% after 1.4% in 2019), so
paper consumption should continue to decline
this year. Paper production decreased slightly in
2018 (-0.1%), as the increase in packaging paper
production (1.4%) was not sufficient to offset
the decline in graphic paper production (-3%).
Overall, paper production (mainly graphic paper
and packaging paper) is expected to continue to
decline in 2020, in line with the trend seen in 2019.
This is due to the continued downturn in graphic
paper production as well as in packaging paper
production estimated for 2019 relative to 2018,
owing to reduced overall paper consumption.

In the CIS, paper and cardboard production
slackened in 2019 (+1.2% after +3.8% in 2018). The
slowdown was largely due to Russia, which in 2018
accounted for 84% of the region’s production.
Accordingly, the region was hit by the economic
deceleration in Russia in 2019 (+11% after +2.3% in
2018). Coface expects growth to rebound slightly
in Russia in 2020 (+1.7%), which should lead to
an acceleration in paper production. Paper and
cardboard consumption in the CIS decelerated
in 2019 (+0.6% after 2.6% in 2018) following the
economic slowdown, which also affected the
countries in the region (1.8% after 2.7% in 2018).
However, activity should pick up in 2020 (+2.3%)
and drive CIS paper consumption growth upwards.

In Latin America, Brazil's paper and pulp production
decreased by 2.5% year-on-year from January to
July 2019. Pulp exports fell by 1% year-on-year
between January and August 2019. In Chile, the
world’s fourth-largest wood pulp exporter, pulp
and paper production declined by 2.7% in Q2 2019,
down from +0.9% in Q1 2019. Between January
and August 2019, exports of pulp and paper fell
by 17% compared to the previous year (in value
terms). China’s pressure on pulp prices, following
its economic slowdown, has lowered export prices,
crimping pulp manufacturers’ revenues.

CONSUMPTION OF GRAPHIC PAPER (THOUSANDS METRIC TONS)
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SECTORS

PHARMACEUTICA

Sector risk assessments

ASIA-PACIFIC

y v g
CENTRAL & EASTERN EUROPE m
LATIN AMERICA
MIDDLE EAST & TURKEY
NORTH AMERICA

WESTERN EUROPE

*High profitability of
pharmaceutical and bio-
pharmaceutical companies

*Strong ability to innovate,
in response to demand
from authorities as well as
patients and their families

*Development of health
insurance systems in emer-
ging countries to deal with
diseases related to physical
inactivity and a richer diet

*«Government support

*Increased generic
competition

*Pressure from payers
to lower drug prices

*Regulators paying closer
attention to the health
impact of new therapies

*Rising debt due to the need
to enhance offerings

Notes for the reader

Payer: in the pharmaceutical sector, the payers
assess, negotiate and pay for medicines, on behalf of
the patients.

RISK ANALYSIS SYNTHESIS

The pharmaceutical sector is experiencing contrasting trends across different regions. It is also
facing multiple risks. Major payers, backed by public opinion, are calling for lower drug prices.
Generic competition and the costs of developing new therapies are driving the sector’s leading
companies to join forces in order to revamp their existing offerings, which is leading to a significant
increase in corporate debt. The sector’s downstream business must deal not only with falling prices
but also with high fixed costs, which eat into profitability. Meanwhile, as emerging economies
grow more sophisticated, changing lifestyles in these countries are fuelling increasing prevalence
of diseases typically associated with a sedentary lifestyle and a richer diet. As a result, payers in
these countries are set to lobby harder for lower prices for therapies that offer effective results

in improving patient health.

SECTOR ECONOMIC INSIGHTS

Pricing: a key issue for payers

Pharmaceutical pricing continues to pose
problems for payers around the world, which,
whether public or private, continue to be faced
with therapies of which the costs take up a major
part of their budget. According to BMI Research,
a market research firm, global drug sales grew
by 2.3%, 4% and 4.3% in 2016, 2017 and 2018
respectively, as compared to a global economic
growth of 2.8%, 3.3% and 3.2%. Faced with this
higher growth in drug expenditure, driven not
only by wider access, but also by higher unit
prices, public authorities and private insurers are
pressuring laboratories and biopharmaceutical
companies (biotechs) to reduce their prices.
Furthermore, new therapies coming on the
market to treat relatively rare and often fatal
diseases are further contributing to this inflation.
For example, Novartis’'s Zolgensma, which
was the subject of a scandal over clinical data
manipulation, should be borne for USD 2.1 million
over four years for the treatment of children’s
muscular atrophy. In the United States alone in
2019, 3,400 drugs saw their prices go up (a 17%
rise in the number of drugs that experienced
increases according to Rx Savings Solutions, a
health insurance consultant) for price growth
of 10.5%, four times more than inflation for
the same period. In the case of 41 drugs, price
increases exceeded 100% (i.e. the price doubled
in the space of a year), while the price of Eli
Lilly’s Prozac rose by 880%. These increases
and the lack of transparency in pricing by
pharmaceutical companies have led political
representatives, in either the administration or

Congress, to take up the issue to ensure that
US prices are more in line with international
standards. These questions are at the heart
of the Democratic primary debates and are
expected to be an important topic during
the US presidential campaign, in which, as he
campaigns for re-election, President Trump
will have to make credible proposals in this
area, given the inability of his administration to
abolish Obamacare. The question of transparency
also arises for biotech companies, which set
prices according to what payers can bear
financially. Calls for greater transparency from
pharmaceutical industry players are coming
not only from the United States, but also from
around the world. In May 2019, the World Health
Organization (WHO), under pressure from NGOs,
requested that drug companies disclose their
methodology for setting the prices charged to
payers. Although not binding and not upheld
by some large countries, including the United
Kingdom and Germany, this resolution is a first
step towards more transparency in one of the
fundamental aspects of negotiations between
payers and the pharmaceutical industry as a
whole. Payers have certain tools at their disposal
to limit the budget impact of expensive drugs.
In addition to having policyholders share in
payment, payers, particularly in Western Europe,
have set up cost-benefit assessment systems
for each therapy. This value-based approach
allows the UK’s National Institute for HealthCare
Excellence (NICE), for example, to refuse to
reimburse a drug if it does not significantly
improve the survival or quality of life (measured
in monetary terms) of patients in the National
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Health Service (NHS) England. These methodologies
are increasingly being implemented in emerging
countries, particularly with regard to certain pilot
programs of private health insurers, who see this
as an opportunity to reduce, with generics, the
costs of public health systems. Emerging countries
are seeking to roll out nationwide public health
insurance schemes rapidly (especially in poorer
rural areas) with a controlled spending trajectory.
Developing and implementing cost-efficiency
measurement schemes is part of this objective.

Some US states have set up these types of
valuation systems to limit prices.

Pharmaceutical distributors
represent the sector’s most
at-risk segment

Although pharmaceutical companies are facing
pressure from payers, they still managed to
generate net margin (net profit as a percentage
of sales) of 8% in 2018, which was admittedly
down by 3 percentage points compared to 2017
(M1%). However, their net debt as a percentage of
total assets continues to grow steadily, due to an
ambitious biotech acquisition policy conducted
with a view to obtain innovative and potentially

profitable therapies. Net debt rose from 7.3% in
2015 to 15% at the end of 2018, and will continue to
increase in the coming quarters thanks to the high
valuation levels of these companies. The interest
in acquisitions for pharmaceutical companies
is a consequence of the expiry of patents for a
number of high-selling drugs, but is also aimed
at gaining critical mass in certain key therapeutic
areas such as oncology or immunotherapy, which
is showing promising results. The acquisition by
Bristol-Myers Squibb (BMS) of the biopharma
company Celgene in 2019 for USD 74 billion is a
good example. AbbVie’s acquisition of Allergan for
USD 63 billion is another. The resulting therapies
are driving the cost inflation for payers mentioned
above and offer near-exclusivity in treating a specific
type of disease. Pharmaceutical companies are
partly financing these takeovers by selling units
that are not considered to be in line with the
core business. For example, Eli Lilly has floated
its animal health subsidiary in order to finance its
“refocus” on oncology and to offset the loss of
patents for two blockbusters (Humalog and Cialis).
According to a 2019 Reuters study, a blockbuster
can generate up to 20% of a pharmaceutical
company’s total revenue, demonstrating the
importance of renewing the pipeline. As a result,
an increase in net debt, combined with greater
price pressure (particularly from US policies) and
legal difficulties, are causing the segment’s risk
profile to deteriorate.

The valuations of biopharmaceutical companies
reflect the fact that net margins fell to 13%
in 2018 compared to 23% a year earlier. Like
pharmaceutical companies, biotechs have to deal
with less accommodating payers in terms of drug
reimbursement levels. However, their net debt is
lower: 4% in 2018 compared to 7% in 2017. They
are ideal targets for pharmaceutical companies
because they have more profitable drug and therapy
portfolios, as they are positioned in therapeutic
areas considered essential by many in the industry.
However, it is important to recognize that this
segment is somewhat heterogeneous, as some
biotechs are failing to obtain regulatory approval
for their molecules due to a lack of positive effects
or potentially fatal side effects observed in tests.
Another obstacle may arise if molecules fail to
generate sufficient sales against an established
competitor. Marketing and commercialisation
expenses, aimed at encouraging doctors to
prescribe drugs, may influence outcomes but do
not offer a sufficient guarantee. Moreover, they

PROFITABILITY EVOLUTION FOR GLOBAL BIOTECH, PHARMACEUTICAL
COMPANIES AND DRUG RETAILERS (%)

PHARMACEUTICAL

may also generate negative publicity, something
that industry players want to avoid at all costs.

The most at-risk segment in the pharmaceutical
sector comprises distributors, including wholesalers
as well as pharmacy chains. They are bearing the
full brunt of the price reductions demanded by
public and private payers, while their fixed costs
are high due to their fairly dense and specialised
distribution networks, which have to cope, for
example, with the fact that some drugs must be
delivered quickly, regardless of their destination,
while respecting strict packaging standards.
Volume limitation policies could also have an
impact on distributors’ business. This sub-sector
is already the most fragile. Net margin was 2.3%
in 2018 compared to 2% in 2017, which is much
lower than that of pharmaceutical companies
and biotechs. Meanwhile this sub-sector has the
highest net debt-to-asset ratio, which reached 14.8%
during the same period. European and Chinese
wholesalers have a higher risk profile. In addition
to the drastic price reduction policies underway
in the area, European wholesalers must also meet
tougher standards and regulations. Complying
with these rules generates higher costs and affects
profitability. In China, the central government is
seeking to clean up the segment, which has been
hit hard by non-transparent practices and the
presence of intermediaries that have pushed up
prices. The “two-invoice” policy makes it easier to
monitor transactions: an invoice is issued by the
producer to the distributor, which then invoices
its customer (hospital or pharmacy) giving
explicit details of prices and volumes. Coface
expects that some distributors will be eliminated
as transparency increases.

|
40 -3
30 L 25
20
-2
10
- 15
O_
-1
1104
220 - 0.5
-30 0
OOSNMM?IDLO&OI\ODG)CDO:NNM?U)LDQOI\Q)OOOW
o © O o o O 3 5 5 5 5556558556 5 5
SEISECEER88C¢RE8RTRIIRRARRRRE
5388535563855 3808033880338853338
0 3g%0c0%® 30000 g3ggoco0gOo
— Biotech —— Pharma — Retailers (RHS)
Source: Refinitiv
33

COFACE

COUNTRY & SECTOR RISKS HANDBOOK 2020



SECTORS

RETAIL

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*Growth of the Chinese
middle class

RISK ANALYSIS SYNTHESIS

*Rapid urbanisation
in Asia and Africa is
driving the sector

Household consumption, one of the retail sector’s main drivers, is suffering from the global
economic slowdown, which is expected to continue in 2020. Nevertheless, the sector remains
relatively resilient overall in this unfavourable economic setting, although situations vary in different
parts of the world. China and India continue to drive the sector’s momentum. Global retail sales
growth, including online sales, was about 4.5% in 2019, which is stable compared with 2018 but
lower than in previous years. Growth is being fuelled by continued strong momentum in online
sales, whose share in total global retail sales is steadily increasing, particularly in China, the world
leader in e-commerce (see chart).

*Fierce competition
in the sector

*Global economic slowdown i i o i . i
This growing competition is putting pressure on traditional players in the sector. To meet these
challenges, they are being forced to rethink their strategies, notably by stepping up use of new
digital tools. In many cases, online sales players are teaming up with traditional groups, which are

*Physical points of sale
struggling to respond to the

growth of online commerce

seeking to diversify distribution channels and further segment their offer.

SECTOR ECONOMIC INSIGHTS

Retail sector will be impacted
by economic slowdown

Global economic growth will slow in 2020, with
Coface forecasting 2.4% in 2020, after 2.5% in
2019 and 3.2% in 2018. As a result, growth in
consumer spending is also expected to soften.
This decline in demand is expected to affect
most major economies, both advanced and
emerging, but to varying degrees.

In China, retail sales growth cooled from about
9% in 2017 to 2% in 2018 (at constant prices, as
are all regional retail sales growth rates in this
note). However, the sector proved quite resilient
in 2019, despite the economic deceleration.
Coface expects Chinese growth to reach 5.8%
in 2020 compared with 6.1% in 2019 and 6.6% in
2018. Demand in the sector should stay strong,
fuelled by a rapidly growing urban middle class.
However, trade tensions with the United States,
which dented consumer confidence last year,
pose a risk to the sector. In addition, an eye
needs to be kept on household debt, which
stood at 52.6% of GDP in January 2019, up from
less than 20% a decade ago. Corporate debt,
estimated at 155% of GDP at the beginning of
2018, is also a cause for concern.

In Latin America, the outlook for the sector
in Brazil is mixed. On the one hand, inflation
and low interest rates are contributing to a
recovery in consumer spending, after two years
of recession in 2015 and 2016. However, on the
other hand, Brazilian GDP growth remains low

(0.9% according to Coface in 2019, after 1.1% in
2018) and the unemployment rate is struggling
to go down. As a result, retail sales growth in
2019 was limited (+1.3% YoVY over the 9 first
months of the year). However, Coface expects
activity to rebound slightly to a 1.5% expansion
in 2020, which should provide better support for
consumption and therefore retail. In Argentina,
the economic situation is still very poor after
the 2018 currency crisis and this continues to
have a negative impact on the retail sector.
Coface forecasts activity to contract by 2% in
2020, after shrinking by 2.5% in 2018 and by 3%
in 2019, in a context of high inflation (3.5%
year-on-year in October 2019) and elevated
interest rates (around 68% in October 2019),
which is making it harder for households and
companies to access credit.

In the United States, despite high consumer
confidence, disposable income and a historically
low unemployment rate (3.5% in September 2019),
retail sales have slowed, increasing by 1.6% in the
3rd quarter (Q3) 2019 year-on-year, compared
with 51% in Q3 2018. Growth is being mainly
driven by strong online sales, which were up
13.3% year-on-year in the first quarter of 2019.
Households have little room for manoeuvre
due to their persistently high debt levels (76.3%
of GDP in the first quarter of 2019). However,
the US central bank’s decision to lower its key
interest rates several times in the second half of
2019 should help to support the sector’s activity.
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Eurozone conditions are unfavourable to household
consumption. Growth in 2020 is expected to be
11% after 1.2% in 2019, according to Coface, down
from 1.9% in 2018. Meanwhile, the household
confidence index has been deteriorating since
the beginning of 2018. As a result, retail sales
growth remained weak in 2019, at around 2%.
In the United Kingdom, they have stayed strong
thanks to the sub-4% unemployment rate, brisk
wage growth and a persistently low savings rate.
Nevertheless, the slowdown in growth, due in
particular to Brexit-related uncertainties and low
household confidence, will continue to pose a risk
to the sector in the coming months.

The sector remains dominated by US global
leaders: according to the 2019 Deloitte Global
Powers of Retailing ranking (based on 2017
revenues), Walmart, Costco Wholesale, Kroger
and Amazon were the top four with revenues of
approximately USD 500 billion, USD 129 billion,
USD 119 billion and USD 119 billion respectively.

In Europe, Germany’s Schwartz Group and Aldi
as well as France’s Carrefour generated the most
income. However, despite the size of these retail
giants, the market remains highly fragmented. The
250 largest companies in the sector accounted for
just 20% of global retail sales in 2017. Fragmentation
is mainly geographical in nature: the 250 companies
mentioned above operate in only nine countries
on average and make less than a quarter of their
sales outside their country of origin. In general,
situations differ considerably across countries in
the sector. In India, for example, about 90% of
the market is still dominated by small businesses.

The retail sector is undergoing a
major structural transformation,
mainly due to the rise in online sales

E-commerce is expected to continue to grow at
a sustained rate of 19% in 2020 and account for
16.1% of global retail sales in 2020, according to
information provider eMarketer. This shift has
paved the way for the emergence of new players,
such as Amazon, the world leader in e-commerce,
whose sales increased by 31% between 2017 and
2018. It has also weakened some long-standing
companies in the sector, particularly in advanced
economies, as illustrated by the fate of American
group Sears, which went bust in October 2018
because it was unable to adapt to competition
from online shopping. Conversely, Walmart’s
strong financial health is partly due to the group’s
ability to take advantage of market developments
and diversify distribution channels. In June 2019,
Walmart introduced a new unlimited home delivery
service for grocery products, matching what
Amazon already offers. Thus, while e-commerce
still represents less than 10% of Walmart’s sales,
this segment of activity is expanding rapidly
(+40% in 2018).

China remains by far the leading e-commerce
market with 54.7% of global sales in 2019,
over three times more than the United States,
representing nearly USD 2 trillion, up 27.3% from

E-COMMERCE SHARE OF TOTAL GLOBAL RETAIL SALES (%)
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2018. eMarketer is forecasting 24.3% growth in
2020. This dominance is partly explained by
the number of online shoppers in the country:
nearly 700 million people say they make at
least one online purchase per year, compared
with 200 million in the United States. Moreover,
Chinese e-commerce is unique in terms of its
domestic share, since it now accounts for more
than a third of retail sales nationally and could
surpass physical sales as early as 2021. This
growth is being driven by several factors, such
as the increase in average salaries, widespread
smartphone use, urbanisation and the expansion
of applications such as WeChat, which, in addition
to being a social network, can be used to make
many types of online purchases. WeChat now has
600 million regular users. Chinese online sales are
dominated by the Alibaba group, which derives
most of its revenue from this market, although
it is trying to expand internationally.

Additional trends are at work and could transform
the retail landscape in the coming years. First, the
use of analytical tools related to data collection is
likely to be stepped up within stores, for example
to manage inventory more effectively. Second,
companies are making major changes to their
offerings in advanced economies to respond to
changing consumer preferences. One approach
is the development of concept stores where
online retailers partner traditional stores to create
theme-based retail outlets that seek to improve
the consumer’s shopping experience, which is now
necessary given the growth of online commerce.
Concept stores feature creative and playful spaces,
sometimes with food options. The desire among
consumers to buy more personalised products
could also change retailers’ strategies, as firms
harness increased availability of data on consumer
profiles and purchasing habits to offer products
that are more in synch with different shopper
categories and buying regions.
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SECTORS

TEXTILE-CLOTHING

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

WL

*Growth of the middle classes
in emerging countries

*Rise of fast fashion

*Products with high price
elasticity of demand

*Sector very sensitive to
changes in economic activity

*Price structure very
sensitive to swings
in commodity pricese

Notes for the reader

Cotton Marketing year starts on August 1and ends on
July 31 of the following year.

RISK ANALYSIS SYNTHESIS

The textile-clothing sector is composed of two branches: textile on the one hand and clothing on
the other. Although linked, the two are subject to different constraints and mechanisms. Textiles
provide inputs to the clothing market, mainly cotton for natural fibres and polyester for synthetic
fibres. While historically cotton and natural fibres were the most widely used, synthetic fibres,
which are cheaper and easier to mix with other fibres in particular, have gained in importance:
global polyester production is now twice as high as cotton production.

After increasing by 60% between January 2016 and June 2018, cotton prices fell sharply, tumbling
by 30% between June 2018 and October 2019. The US Department of Agriculture (USDA) forecasts
a 2.5% increase in world cotton production for the 2019/2020 marketing year compared to the
previous one. It also expects demand to stagnate, which should lead to a slight increase in world
stocks (+0.8%). In addition, China’s tariffs on cotton imports from the United States are putting
downward pressure on prices, which are expected to decline in 2020. The Australian Department
of Agriculture (ABARES) forecasts a 12% decrease in world cotton prices in 2019/2020 compared
to the previous season.

Cooler global economic activity is expected to weigh on the sector as a whole this year. This is
reflected in Coface’s sector risk assessment levels, with most regions considered in “high risk” or
“very high risk” for textile-clothing.

The clothing market, like the retail sector, is having to contend with the expansion of e-commerce,
mainly in advanced economies and China. To survive, physical shops must adapt to market changes
by collaborating with companies that specialize in online sales or by developing this service internally
for their customers. In the United States, for example, online sales increased by 6.7 percentage
points between 2015 and 2017 to reach 27.4% of clothing sales.

SECTOR ECONOMIC INSIGHTS

The global economic slowdown
is dimming the sector outlook

The clothing market is very sensitive to changes
in economic conditions. World economic growth
is expected to decline to 2.4% in 2020 from 3.2%
in 2018 and 2.5% in 2019. The economies of the
main clothing consumption markets, notably the
United States and China, are therefore expected
to experience a slowdown in activity in 2020.
Coface forecasts 1.3% growth in 2020 after
2.3% in 2019 for the United States, and 5.8%
after 6.1% and 6.6% for China. This sluggish
growth trend is already driving clothing sales
down: in the United States, YoY growth of the
three-month average for clothing sales was
flat in September 2019 (+0.1%) compared to a
51% increase a year earlier. In Europe, the same
indicator fell by 1.3% in August 2019 compared
to 0.7% a year earlier. It also fell in China (-8.7%
in September 2019), although at a slower pace
than a year earlier (-26% in September 2018).
The sector in Latin America is highly dependent

on imports of clothing products from Asia,
particularly China. The expected downturn in
activity should therefore affect demand for
Latin American clothing. Clothing sales in these
regions, like global clothing sales, are expected to
continue to suffer from the economic slowdown.
However, this effect could be partially offset by
the fall in cotton-based clothing prices, linked
to the downward trend in cotton prices.

The textile-clothing sector is rapidly
evolving

The textile-clothing sector is evolving under the
influence of various factors. One key factor is the
growing use by sector participants of synthetic
fibres (mainly polyester) at the expense of natural
fibres such as cotton. Polyester has several
advantages over cotton: its production requires
less water than cotton and no pesticides. It is
also easier to handle and mix with other fibres,
and its production is less subject to climatic
hazards. Another important point is the major
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development of environmentally-friendly natural
fibres, driven by the growing environmental
concerns of consumers.

As demand for clothing from Asia, particularly
China, grows, the importance of Europe and North
America in this sector is decreasing. Accordingly,
sales of clothing products outside North America
and Europe equalled sales in these regions in 2018
and are expected to reach 55% of total world
sales of clothing products in 2025.

Another important transformation in the clothing
market is the growing importance of fast fashion,
particularly in advanced economies and China.
The term refers to the strategy used by brands,
which seek to change their clothing collections
very quickly in order to stimulate and increase
the frequency of consumer purchases. A direct
consequence of this evolution is the shorter
lifespan of clothes, which are now kept for half
as long as they were ten years ago.

Textile manufacturing, particularly low value-added
manufacturing, is shifting from China (which
dominates textile manufacturing worldwide) to
other economies with lower production costs,
including Vietnam, India and Bangladesh. Recently
exacerbated by the trade tansions between the
United States and China, this trend is expected
to continue as Chinese wages rise, pushing up
production costs.

The trade tensions between the
United States and China are having
a negative impact on the sector

The trade tensions between the United States
and China are impacting the entire global value
chain of the sector. China’s tariffs on US cotton
led to a 38% year-on-year decrease in US cotton
exports to China over the November 2018-October
2019 period. Furthermore, US targeted many
apparel goods from China with the successive
waves of tariffs.

Coface anticipates that the trade tensions between
the United States and China will severely affect
American consumption of clothing products. The
duties imposed on imports of these products will
partly be passed on to consumers as partial cost
increases that are fed into sales prices. However,
the increase in the cost of importing clothing into
the United States from China is also partly due to
the tariffs China has imposed on American cotton,
as the cost of importing cotton is going up for
Chinese factories. Thus, the trade tensions have
complex consequences that vary for different
participants in each country. The US textile-clothing
sector is expected to be hurt by the trade war,
regardless which option is taken by China. If China
continues to scale back imports of US cotton,
the income of US cotton producers will decline.
If China decides to increase imports despite the
customs duties, US clothing consumers and
retailers will be hit. At this stage, Coface expects
that China will continue to import smaller volumes
of cotton without halting imports completely, thus
affecting both consumers of clothing products
and American cotton producers. However, the
decrease in China’s imports could be offset by
other countries, in particular Vietnam, which in
2018 was the largest importer of American cotton
(21% of exports), ahead of China, and whose
imports of American cotton increased by more
than fivefold between 2010 and 2018, climbing
23% per year on average.

TEXTILE-CLOTHING

Higher cotton stocks and production
are expected to drive prices down

After imposing cotton import quotas following
the accumulation of record stocks in 2014/2015,
amounting to 62% of the global total at the time,
China decided to raise its cotton import quotas
to meet growth in domestic demand caused by
the increase in disposable income. As a result, the
USDA forecasts that Chinese cotton stocks will
be halved in 2019/2020 compared to 2014,/2015
and account for 40% of world stocks. The United
States will find it hard to take advantage of the
increase in import quotas because of the trade
tensions, unlike India, the world’s leading producer
and third-largest exporter, who already benefited in
2019 from stronger demand from China following
the reduction in its imports from the United States.
Nevertheless, the increase of stocks in the United
States and India will offset the decrease in China;
the USDA forecasts world stocks to slightly rise
(+0.8%) at the end of 2019/2020. This should put
deflationary pressure on cotton prices, which are
already on a downward trend (-30% between
June 2018 and October 2019).

US cotton production is expected to increase by
10% in 2019/2020, chiefly due to a base effect,
since production in 2018/2019 was particularly
poor (-12.2% compared to the previous season)
owing to bad weather conditions. In India, the
increase in land under cultivation and improved
yields due to higher than normal monsoon
rainfall will result in a 14.3% increase in cotton
production compared to 2018/2019. As a result,
world production is expected to increase by 2.5%
in 2019/2020.

COTTON PRICES

GLOBAL PRODUCTION (THOUSANDS OF METRIC TONS):
THE GROWING IMPORTANCE OF THE SYNTHETIC FIBERS
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SECTORS

TRANSPORT

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*«Good long-term
growth prospects

*Increasing use of air
transport in Asia due to
emerging middle classes

e Technical progress is
reducing costs, particularly
for air and maritime transport

*Highly dependent on
oil price fluctuations

*Health closely tied to
economic conditions

*Severely affected by
environmental concerns

RISK ANALYSIS SYNTHESIS

Overall, the transport sector (air, road, sea and rail) is set to be reduced by cooler economic
activity and trade tensions. Further out, however, the sector should benefit from a positive outlook
mainly due to the emerging middle classes in India and China, and the lower costs associated with
technological progress, particularly in the air and maritime segments.

World trade is on the decline. The World Trade Monitor, which measures world trade in goods,
decreased by 1.1% in the third quarter (Q3) of 2019 year-on-year. Air freight, measured in freight
ton kilometres, fell for the 11th consecutive month in September (-4.5% year-on-year). Maritime
freight continues to slow down as well: the container throughput index, which tracks the volume of
world maritime freight, increased by 3% in Q3 2019 year-on-year compared to 3.3% a year earlier.

Air traffic continued to slow in 2019: demand for air passenger transport, measured in revenue
passenger kilometres (RPK), increased by 4.5% year-on-year over the January to September 2019
period, compared to 6.7% a year earlier. The grounding of the Boeing 737 MAX airliner, for an
unspecified period, following crashes in October 2018 and March 2019, is having a damaging effect
on the financial health of Boeing and of many airlines, particularly US companies, which use these
aircraft and which have automatically suffered a (temporary) reduction in their fleet size. Despite
the difficulties, the long-term outlook for air transport is positive, according to the International
Air Transport Association (IATA), which forecasts that the number of air travellers will double to
8.2 billion by 2037, mainly due to growth in the Asia-Pacific region, which is expected to account
for half of the total number of passengers worldwide by that time.

Environmental concerns and measures to prevent greenhouse gas or pollutant emissions could
have an adverse impact on the sector, particularly the air, maritime and road segments.

SECTOR ECONOMIC INSIGHTS

measured in revenue passenger kilometres,
increased by 3.8% in September year-on-year.

A transport sector in turmoil after
a turbulent year

Among the highlights of 2019, Boeing suffered
setbacks following the crashes of two Boeing 737
MAX aircraft in October 2018 and March 2019.
Boeing, the world’s leading aircraft manufacturer,
posted a loss of nearly USD 3 billion in Q2 2019
due to the suspension of deliveries and decreased
737 MAX production. Boeing delivered 239
aircraft in the first half (H1), down 37% on H1
2018. Airbus, its main competitor, is taking
advantage and delivered 28% more aircraft in
H12019 compared to H12018. However, Airbus’s
gain will be limited as the manufacturer cannot
increase its production indefinitely in the short
term, and airlines do not appear to have lost all
confidence in Boeing: to date, there have been
very few cancellations, and Boeing received

Global economic activity continued to slow in
2019. Coface is forecasting a 2.4% economic
growth in 2020 after 2.5% in 2019 and 3.2% in
2018. The slowdown is particularly noticeable in
world trade in goods, of which the three-month
average fell for the fourth consecutive month in
September 2019, registering a 11% slide according
to the Netherlands Bureau of Economic Policy
Analysis (CPB). Maritime and air freight are
automatically affected by the decline in trade.
Accordingly, maritime freight transport, which
represents 80% of world freight, continues to
decelerate: the average value of the container
throughput index increased by 2.6% between
January and September 2019 year-on-year

after 4.4% in the previous year. Air freight,
measured in freight ton kilometres, fell by 4.5%
year-on-year in September, the 11" consecutive
monthly decline.

Air passenger transport seems to be continuing
to perform well. According to IATA, demand,

several orders at the Paris Air Show, including
one for two hundred 737 MAX aircraft from
International Airlines Group (IAG). Aerospace
manufacturers are not the only ones affected
by the crashes: since the 737 MAX has been
grounded, airlines using this type of aircraft have
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been forced to adjust, most often by cancelling
flights. North American airlines are particularly
concerned: American Airlines, which owns twenty
four 737 MAX aircraft, has estimated that aircraft
downtime will reduce its profit by USD 400 million;
Southwest Airlines has cancelled more than
200 daily flights through to March 4, 2020.

Environmental concerns
are disrupting the sector

In order to combat pollution and address envi-
ronmental concerns, a number of measures have
been taken to reduce the transport sector’s
environmental and health impact. IATA has
set itself the goal of halving CO, emissions by
2050 relative to the 2005 level. The European
Parliament voted in early 2019 to reduce CO,
emissions from heavy goods vehicles by 25% by
2025 and 30% by 2030. And the International
Maritime Organization (IMO) has set a new limit
for ship sulphur oxide emissions. The new rule,
called IMO 2020, which took effect on January 1,
2020, limits sulphur emissions to 0.5% (or 5 kg
per tonne of fuel) compared with 3.5% previously.
This measure is expected to have the greatest
impact in the short term.

Ships have several options to comply with
IMO 2020. First, they can use low-sulphur fuel
oil (LSFO) or marine gas oil (MGO), which will

be more expensive than the high-sulphur fuel oil
(HSFO) used to date, due to higher production
costs. They can also continue using HSFO if they
install purifiers that allow no more than 0.5%
sulphur oxide to be discharged, but installing these
devices is time-consuming and costly; estimates
of the number of ships fitted with purifiers on
January 1, vary from 2,000 to 4,000 ships, while
the world fleet is estimated by the United Nations
Conference on Trade and Development (UNCTAD)
at over 95,000. Last, they can use liquefied natural
gas (LNG) but this option seems unlikely to be
used in the short term, as not all ports can supply
ships with LNG. The short-term option that ships
are most likely to take is therefore to use LSFO
or MGO. Whatever the case may be, IMO 2020
will impact shipping companies by increasing
costs. The negative effects of IMO 2020 will be
magnified by the fact that the new rule is being
introduced amid an economic slowdown and a
deterioration in world trade.

Environmental concerns are prompting some
consumers to stop flying and look for transport
alternatives. This movement, known as flygskam,
or “flight-shame” is spreading in Europe and the
United States and could have a lasting negative
impact on passenger air transport. This may in
turn benefit the railway segment.

A challenging 2020 in prospect

At the global level, passenger and freight transport
companies will continue to be affected by the
economic slowdown.

In Europe, air transport and particularly the
low-cost segment is facing major overcapacity,
which is eating into margins and making firms
more sensitive to economic conditions and changes
in oil prices. As a result, a significant number of
airlines went bankrupt last year, including WOW
air and XL Airways to name just two, undermined
by wide swings in oil prices and the economic
slowdown. More failures are expected in the
short term. However, these bankruptcies may
benefit the market as a whole in the long term:
by reducing overcapacity and promoting market
consolidation, they will allow companies to rebuild
their margins and reduce their sensitivity to
economic fluctuations.

The possibility of a hard Brexit is hurting the
UK sector. Large companies, including Airbus,
have said that they need more certainty before
continuing to invest and may be forced to leave
the United Kingdom if the country takes the hard

YOY GROWTH OF OIL PRICES AND MERCHANDISE TRADE INDICES
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TRANSPORT

Brexit route, because of its effect on international
supply chains.

The trade tensions between the United States
and China have a direct impact on the transport
sector by reducing trade between and within the
two countries. In the United States, the sector is
affected by trade tensions with China: import
tariffs on steel and aluminium are pushing up
manufacturers’ costs, while Chinese retaliatory
measures on American goods, particularly
agricultural goods, reduce freight demand.
The health of domestic road freight transport,
which accounts for 70% of domestic freight in
the United States, did not show a clear trend in
2019 but experienced sizeable fluctuations. The
economic slowdown that Coface expects in 2020
(+1.3% after 2.3% in 2019 and 2.9% in 2018) will
weigh on freight demand.

In Asia, the emerging middle classes, particularly in
China and India, and rising income per capita bode
well for the transport of goods (as residents are
consuming more) and passengers (as households
are travelling more often). In China, the current
economic slowdown and the trade tensions with
the United States will affect demand for transport,
particularly of freight. In the longer term, the sector
in China as well as in neighbouring countries
stands to benefit from the Belt and Road Initiative.
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SECTORS

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*Growing interest in biomass
energy contributes to sup-
porting the demand for wood

*Increasing demand from
emerging countries

*Material is valued due to the
expansion of sustainable
construction, aimed at
limiting environmental risks

*Dependence on the construc-
tion and paper sector

« Efforts by the sector’s players
to adapt to stricter regulation
of wood harvesting in
order to preserve forests

*Sector is highly exposed to
the vagaries of the climate
and the trade tensions

Notes for the reader

Wood pellets: Product mainly derived from sawmill wood
residues. It used for energy production and heating.

RISK ANALYSIS SYNTHESIS

The wood sector is highly dependent on construction. The latter uses large quantities of wood as
an input. Because of the global economic slowdown forecast at 2.4% in 2020 after 3.2% in 2018
and 2.5% in 2019, construction in some parts of the world is expected to slacken somewhat this
year, thus reducing demand for wood. However, lumber prices in the United States in 2019 are down
-23% year-on-year over the first eleven months. This could partially limit the decline in demand. In
addition, increasing environmental concerns leading to enthusiasm for more sustainable materials,
such as wood in the construction sector, should also help support demand. Wood demand should
therefore remain strong overall, driven by major infrastructure construction projects and strong
demand from developing countries. Wood production for heating and energy will remain dependent
on oil price fluctuations. Coface forecasts Brent oil to trade at an average of USD 60 in 2020. For its
part, the price of raw lumber should be stable in real terms until 2030 according to the World Bank.

In addition, the sector should continue to benefit this year from the increasing use of wood to
generate biomass energy. The sector should also benefit from the standards aimed at both achieving
“carbon neutrality” in the construction sector by 2050, which promote the use of “sustainable”
material such as wood. This will be the case although the industry players will also have to adapt
to the commitments made by a majority of governments around the world to preserve forests
under the Paris 2020 Agreement signed in 2015.

Overall, the emergence of substantial new producers in China and Brazil, for example, are gaining
market shares historically held by the countries of the United Nations Economic Commission
for Europe (UNECE). Combined with the changes in demand mentioned above, this is likely to
transform the market. The sector is impacted by the protectionist environment in general, and
the trade tensions between the United States and China in particular. In addition, the sector will
continue to be vulnerable to new developments in the paper sector. Coface expects a difficult
overall outlook for the paper sector worldwide. This could have a negative impact on the wood
sector, as it is one of its main ‘client sectors’, along with construction. Moreover, wood production
is penalized by global warming. The higher temperatures and droughts encourage the spread of
forest fires, thus limiting wood production.

SECTOR ECONOMIC INSIGHTS

from Canada strongly affect the Canadian
lumber industry, with Canada selling 70% of its
softwood lumber exports to the United States.

The wood sector faces both
structural and cyclical challenges

At this stage, the sector remains impacted by
the protectionist environment. In particular, it
is marked by the trade tensions between the
United States and China on the one hand and
the United States and the rest of the world on
the other. China and the United States imposed
25% customs duties on imports of wood and
wood-based products respectively. The American
timber sector is being particularly hard-hit, with
60% of its exports going to China. Between 2017
and 2018, US wood exports to China fell from
USD 1.7 billion to USD 1 billion. This was mainly
due to a decline in hardwood, accounting for
the largest share of US wood exports to China.
Furthermore, the customs duties imposed by the
United States on imports of softwood lumber

Construction in the United States should prove
resilient following the lowering of the FED’s
key interest rate from 2.5% to 1.75% between
January and July 2019 and thus support wood
demand. Moreover, Brexit creates uncertainty
about the sector in Europe. The United Kingdom
imports the majority of its timber from the
European Union. A Brexit without an agreement
could therefore intensify the competitiveness
of countries outside the European Union, to
the detriment of the Member States. From a
structural point of view, the actors in the sector
must face a more constraining environment with
regard to timber operations, with a firming up
at world level of the standards that aim to limit
the use of rare woods and preserve forests,
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implemented by many States, in particular within
the framework of the commitments made during
the Paris Agreements on climate signed in 2015,
which the Trump administration decided to leave.

2020 is likely to be a difficult year
for the sector despite a number
of positive developments

The global wood sector should be adversely
affected in 2020 by an economic downturn.
However, the production and consumption of
wood pellets for energy production is expected
to increase.

China has gained in importance in the wood
sector. It is now the world’s largest importer of
wood and wood-based products. The health
of the construction sector being the main use
of wood products, its well-being will strongly
influence the wood sector in the country. Demand
for wood in China is expected to be impacted
by any downturn in the housing market caused
both by an economic slowdown and by the
effects of the government’s measures to address
the housing bubble. Concerning the specific
factors that should contribute to supporting
wood demand in China, there are infrastructure
projects that remain significant, particularly as
part of the Chinese government’s measures to
address environmental risks and promote more

sustainable construction production with the
authorities’ strategic plan in this regard /e. the
“13™ Five Year Plan for Building Energy Efficiency
and Green Building Development”.

Japan is one of the world’s largest importers of
wood. It manages to import wood of good quality
and cheaper in general than that produced in
the country. Thus, changes in wood demand
in Japan have an impact on many countries,
particularly the United States, Canada, Russia,
Malaysia, Indonesia, Australia, and Chile. Indeed,
approximately one third of the wood exported
from Malaysia and Russia, plywood from Indonesia
and lumber from Chile goes to Japan. Almost all
wood chips exported from Australia, the United
States, and Chile are also sent to Japan. Although
the construction of the infrastructure required for
the 2020 Olympic Games provides opportunities
for wood in Japan this year, demand should be
negatively impacted by the economic slowdown
in the country. Coface’s estimate of economic
growth in Japan in 2020 is for 0.2% after 0.8%
in 2018 and 2019.

In North America, the sector will continue to be
negatively impacted by tariffs, whether they are
related to the trade tensions between the United
States and China or imposed by the United States
on Canadian timber. The economic slowdown in
the region should weigh on the demand addressed
to companies in the sector. Growth should be 1.3%
in 2020 after 2.2% in 2019 and 2.9% in 2018 for the
United States and it is forecasted at 1.3% in 2020
after 1.5% in 2019 and 1.9% in 2018 for Canada.

In Europe, the sector should suffer from the
uncertainties surrounding Brexit, on the one hand,
and on the other from the difficulties encountered
by the construction sector in certain countries such
as Great Britain and Italy. However, consumption
and production of wood pellets, mainly for heating
and energy production, increased in 2019 by 2.5%.
It is expected to continue to grow in the coming
years due to the growing interest in biofuels,
especially in Europe. In Germany, the sector is under
pressure due to the economic slowdown on the
one hand and the deterioration of forests on the
other. The climate is too hot and dry to maintain
the health of the trees. Forests regenerate less
well after hot and dry summers. Forest fires are
now more frequent. In addition, the bark beetle,
a “pest” insect causing tree death, is destroying
large spruce forests.

In Latin America, the sector had a difficult year in
2019. The production of wood and wood-based
products decreased in the region’s largest
economies. However, it should benefit from the

WORLD PRODUCTION OF WOOD PELLETS (THOUSANDS METRIC TONS)
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economic recovery in 2020. Coface forecasts
economic growth to reach 1% in 2020 in the region
after -0.1% in 2019. The developments in the wood
sectors in Brazil, Argentina, and Mexico illustrate
the difficulties faced by the sector in the region
last year. In Brazil, wood product manufacturing
fell by 5% between January and September 2019
compared to the previous year. The sector should
nevertheless benefit from an increase in economic
growth in 2020, forecasted at 1.5% after 0.9%
in 2019. In Argentina, production of wood and
wood-and-cork products fell by 1.7% year-on-year
between January and October 2019. In Mexico,
the fires of 2019 had a strong adverse impact
on the wood industry’s production. Domestic
demand was penalized by unfavorable economic
conditions with a marked economic slowdown in
the country. Economic growth fell to 0% in 2019
from 2% in 2018.
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COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK E

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

36.0
545
AFN

GDP PER CAPITA
US Dollars - 2018

CURRENCY
Afghan Afghani

TRADE EXCHANGES

Exports of goods as a % of total

I <
B <o
CHINA [ | 3%
TURKEY | 2%
IRAN | 2%

Imports of goods as a % of total
IRAN [
A e
PAKISTAN ] 15%
KAZAKHSTAN [ ] 1%
JAPAN [ ] %

« Financial and military support from the

international community

including gas, oil and minerals

o

through the country

* Development prospects for commodities

« Development of regional logistics (Lapis-Lazuli)
and energy (CASA-1000, TAPI) corridors

« Unstable security and geopolitical situation

* Poverty
« Corruption and weak governance
+ Reliant on international aid

of credit

« Fragile banking system and low distribution

« Heavily reliant on the agricultural sector

-1

¢ AFGHANISTAN

AFGHANISTAN

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 2.7 2.7 3.0 3.5
Inflation (yearly average, %) 5.0 0.6 2.6 4.5
Budget balance (% GDP) -0.6 1.5 -0.8 -0.1
Current account balance (% GDP) 4.7 9.1 2.0 0.2
Public debt (% GDP) 7.5 6.9 7.5 7.7

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Military stalemate and major
political uncertainties

Insurgent groups are at the height of their
territorial expansion since 2001, while the central
government’s territorial control has now fallen
below 50%. Despite greater cohesion of the
Taliban under the command of Haibatullah
Akhunzada, the insurgent group has failed to
take and hold a provincial capital since 2015.
The conflict therefore remains at an impasse.
The country’s future depends on peace talks
between the United States and the Taliban, which
could see US forces make a gradual withdrawal
in exchange for commitments by the Taliban to
prevent international Islamist groups from esta-
blishing themselves, and to enter into peace and
power-sharing negotiations with the government.
However, buoyed by recent military successes,
the Taliban may be disinclined to negotiate. They
continue to refuse dialogue with the government
and could well betray their commitments to
the United States in order to fight a weakened
enemy, whose army is corrupt, underfunded,
struggling for legitimacy and undermined by
absenteeism and desertion.

The first round of the presidential elections in
September 2019, the fourth set of elections since
the fall of the Taliban regime, did not produce
a winner, paving the way for a second round,
which will pit the outgoing President, Ashraf
Ghani, against Abdullah Abdullah, the head of
government. The elections were marred by irre-
gularities, protests over the results by the main
opposition candidate, as well as terrorist attacks
throughout the country. Institutional legitimacy
is in question on two fronts: turnout was extre-
mely low (20%), while the main opposition and
candidates, outgoing President Ashraf Ghani and
Abdullah Abdullah, have indicated their refusal
to accept a power-sharing agreement similar
to the one signed in 2014, a factor that could
increase tensions between the ethnic groups
they represent. The question of whether the
State could collapse remains. In a worst case
scenario, a situation similar to that of 1992 is
conceivable, when the end of Soviet support for
the government of the day caused Afghanistan
to break up into fiefdoms controlled by local
warlords, unleashing a four-year civil war.

An agricultural economy
supported by good harvests

In 2019, Afghan growth recovered, largely due to
the end of the drought experienced in 2018. The
sector still accounts for 44% of employment and
25% of GDP, and its strong numbers will allow
household consumption to rise. Afghanistan’s
growth prospects will therefore improve in
2020, as favourable climatic conditions boost
agricultural production.

The manufacturing and services sectors will
continue to suffer from the uncertainties asso-
ciated with the postponement of the second
round to spring 2020. These uncertainties
and the security issue will also sap investor
confidence and limit the flow of private capital
into Afghanistan. Credit to the private sector
continues to decline and now stands at around
3% of GDP. Despite having surplus cash, banks
prefer to hold public debt securities, with loans
to the private sector representing only 15.7%
of deposits. The extension of eligible collateral
and the credit register should have a positive
impact on bank intermediation. Despite the
expansion, strong demographic growth will
lead to a further increase in poverty. Inflation
will continue to accelerate, due to increased
demand for food products.

Total dependence on international
aid to finance twin deficits

Public spending had to go up in 2019 to respond
to increased military needs. Government
revenues remained strong, benefiting from the
2018 tax collection reforms. However, they will
not be enough to make up for the decrease in
donations to the Afghan State, which represent
about 50% of the budget. The adjustment will
therefore be achieved through a moderate
deficit in 2020 and no increase in development
investment. Debt will remain low, but reduced
market access makes the State vulnerable
to cuts in international aid. Budgetary room
for manoeuvre will remain minimal. External
financing is crucial to the country’s security,
with the Afghan army (50% of expenditure)
90% financed by foreign sources.

The trade balance will remain largely negative
(around -35% of GDP), given the low level of
exports, which are affected by the difficult
situation in neighbouring Pakistan. The country’s
external deficits will continue to be financed
by foreign donations. While their reduction will
cause the current account balance to deteriorate
in 2020, foreign exchange reserves should still
be kept at an acceptable level (just under a
year of imports).
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ALBANIA

COFACE ASSESSMENTS

COUNTRY RISK C

BUSINESS CLIMATE C

POPULATION
Millions of persons - 2018

2.9
5,239
ALL

GDP PER CAPITA
US Dollars - 2018

CURRENCY
Albanian lek

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I s
KOSOVO [ ] 9%
NORTHMACEDONIA || 3%
SERBIA 1 3%
CHINA | 2%

Imports of goods as a % of total

EURO AREA | e
TURKEY B 8%
CHINA [ | 8%
SERBIA ] 3%
RUSSIA | 2%

« Candidate for European Union membership,
Stabilisation and Association Agreement
« Mineral (oil, chromium, copper, iron-nickel,
silicates, coal), hydroelectric and tourism
potential

* Long coastline

« Abundant and inexpensive labour

* Flexible exchange rate coupled with a strong
lek against the euro and substantial reserves

o

* Laborious opening of EU membership
negotiations

« Small open and poorly diversified economy

* Unfavourable demography: ageing and
immigration

« Large albeit shrinking informal economy
(one-third), which undermines government
revenues

* Poverty (GDP per capita = 30% of the
European average), low priority given to
education (3% of GDP), low-skilled workforce

« Dependence on rainfall: agriculture (1/5 of
GDP for 42% of jobs) and hydropower (98%
of electricity) and exposure to seismic risk

« Ineffective and politicised court system and
administration

« Corruption and organised crime, in some
cases linked to drug trafficking

I $ COUNTRY PROFILES

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.8 4.1 3.0 3.4
Inflation (yearly average, %) 2.0 2.0 1.7 2.0
Budget balance (% GDP) -1.4 -1.6 -2.2 -1.8
Current account balance (% GDP) -7.5 -6.8 -6.6 -6.6
Public debt (% GDP) 71.9 69.9 66.0 64.0

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Growth supported
by domestic demand

Growth could increase in 2020 and get close to
its potential (4%). Household consumption, again
the main contributor, will continue to benefit from
the fall in unemployment, including among young
people (from 34% to 21% since 2015), as well as
from the increase in the participation rate linked
to the decline in the informal economy. Wages are
therefore expected to increase further. With the
completion of the Trans Adriatic Pipeline to trans-
port Azeri gas to Italy, as well as the completion of
the second plant of the hydroelectric complex on
the Devolli River, foreign investment has slowed.
Nevertheless, it remains the major component of
investment, with a continued preference for energy,
mining and, increasingly, for tourism-related
construction. Conversely, local investment remains
weak. Its private share is hampered by a lack of
skilled labour and entrepreneurship, as well as by
poor-quality public services, while the building
and upgrading of roads, railways (Tirana-Durres
line) and port facilities are being constrained by
fiscal consolidation, low government revenues and
prudent lending by banks. Banks, most of which
are subsidiaries of foreign groups (78% of total
assets) from Turkey, Italy and Austria, will seek to
further reduce the percentage of doubtful loans
in their portfolios (11% in July 2019 down from
25% in 2014), while also lowering the share of
the euro (about half) in their deposits and loans.
Under these circumstances, growth in corporate
credit should remain low, and the average interest
rate on lek and euro loans should stay relatively
high (6% and 4% in July 2019). The contribution
of foreign trade to growth is expected to remain
slightly negative. Exports could suffer from the
European slowdown, while more moderate imports
of capital goods will be offset by strong imports
of consumer goods. Due to the strength of the
lek, inflation is expected to remain low, below the
3% target. The central bank will likely maintain
its key interest rate, which it lowered to 1% in
June 2018 to ease the upside pressure on the
currency. While all sectors, particularly services
(40% of employment and 54% of GDP along with
tourism and construction) should perform well,
electricity production, which is reliant on rainfall,
is difficult to predict, heightening the uncertainty
of growth.

Fiscal consolidation necessary
to reduce the debt burden

Since the end of the IMF programme and the
elections in 2017, fiscal consolidation has stalled.
The stakes are high given that the debt burden,
although decreasing, remains considerable. Half of

the debt is short term and divided equally between
domestic creditors (60% is held by local banks
and accounts for 25% of their assets) and foreign
creditors. Its refinancing was estimated at 17% of
GDP in 2018, as compared against government
revenues of 25% of GDP. Adding to the debt
burden are State guarantees under contracts
carried out in partnership with the private sector
in areas ranging from roads and health to energy
and education, which represent 31% of GDP (the
equivalent of an additional 15% is under negotia-
tion). The cost of the electricity sector for the State
is expected to decrease with the installation of
meters, infrastructure upgrades and the phase-out
of subsidised prices. Tax collection is benefiting
from the reduction of the informal sector and
computerisation, while improved investment
management has made it possible to eliminate
arrears of payments to suppliers.

Large trade deficit offset
by tourism, remittances and FDI

Trade in goods will continue to show a large
deficit (22% of GDP in 2019). This reflects the
narrow production base (textiles, footwear, oil,
ore, electricity, construction materials), which
forces the country to import capital and consumer
goods. Half of Albania’s exports are destined for
Italy. In addition, the balance is sensitive to rainfall
through fluctuations in hydroelectric power sales.
The services surplus (8% of GDP) is expected to
increase thanks to tourism and outward processing
arrangements in the clothing sector. Remittances
from emigrants (7%) could suffer as a result of poor
economic conditions in Italy. FDI largely finances
the current account deficit, which means that
infrastructure-related imports are self-financing.
External debt, which is declining, is denominated
in euros and long term. It represented 57% of GDP
in June 2019, excluding intra-group loans (14%)
linked to FDI. The Albanian State is responsible
for 58% of the total.

Political disorder

The Socialist Party won an absolute majority
of seats in the 2017 elections, allowing Prime
Minister Edi Rama to serve a second term.
Nevertheless, tensions with the opposition are
high. Members of the Democratic Party resigned in
February 2019 and the entire opposition boycotted
the June municipal elections, saying it would not
participate in any election as long as the Prime
Minister remained in power. In order to ease the
pressure and pursue the reforms necessary to
open accession negotiations with the EU, the
government may have to broaden its base by
involving part of the opposition. Much remains
to be done to improve the effectiveness of admi-
nistrative and court systems, make local agencies
accountable and fight corruption, organised crime
and smuggling between Albania and ltaly.
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COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK C

BUSINESS CLIMATE C

POPULATION
Millions of persons - 2018

42.6
4,081
DZD

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Algerian dinar

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I -
UNITED STATES [ ] 9%
UNITED KINGDOM [ ] 7%
TURKEY [ ] 6%
BRAZIL [ ] 5%
Imports of goods as a % of total
EURO AREA | D
CHINA ] 16%
SOUTH AFRICA [ ] 7%
TUNISIA [ ] 5%
ARGENTINA [ ] 4%

+ Major oil and gas reserves; significant potential
for shale gas development

« Potential in agriculture, renewable energies
and tourism

« Low external debt

« Highly dependent on hydrocarbon revenues

« High youth unemployment rate

« Overly large public sector

« Acute political and social crisis triggered
in 2019

* Red tape, financial sector weaknesses and
an uncertain business environment

ALGERIA
- Y e
; e oS

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 1.3 1.4 0.8 1.6
Inflation (yearly average, %) 5.6 4.3 1.9 3.5
Budget balance (% GDP) -6.6 -6.9 -8.6 -7.9
Current account balance (% GDP) -13.1 -9.6 -12.5 -11.9
Public debt (% GDP) 27.3 38.3 46.1 49.2

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Political uncertainty and
hydrocarbons are pulling
growth down

Stymied by political uncertainty and persistent
difficulties in the hydrocarbon sector, growth
slowed in 2019. In 2020, it is expected to rebound,
but will remain weak. Despite import restrictions,
such as the cap on soft wheat purchases, the
contribution from foreign trade is expected to
continue to be affected by hydrocarbons. With
oil prices facing an unfavourable outlook, the
gradual decline in oil and gas production due
to field depletion and ageing infrastructure
coupled with growth in domestic consumption
of natural gas are set to continue to affect the
future path of export earnings. The adoption of
a new hydrocarbon law and the repeal of the
law capping foreign shareholdings in Algerian
firms at 49% could encourage private investment
in the sector, but investors may be hesitant in
the face of public resistance to these laws, and
the uncertain political climate more generally.
In addition, local private sector activity will
probably continue to be disrupted by the abrupt
changes to business management following
anti-corruption investigations. Public invest-
ment is set to remain hobbled by limited fiscal
leeway, especially as the authorities are likely
to focus on social measures in an effort to stem
social discontent. While these measures may
support consumption, high unemployment and
low growth are expected to limit the resultant
effects. The impact will likewise be cancelled out
if delays in the payment of wages and businesses
closures caused by protests continue in 2020.

Uncertainty over budget
deficit financing

In 2020, the budget deficit is set to remain high.
With more than one-third of revenues generated
by the hydrocarbon sector, budgetary resources
are expected to remain stretched by the sector’s
difficulties. Despite tax hikes, including an
increase in the bank domiciliation tax, weak
growth is expected to have a negative impact
on revenues. Any tax increases are also likely to
be limited to avoid fuelling social discontent. In
addition, despite plans to trim government spen-
ding, operating expenses, particularly the public
sector wage bill, and social transfers should be
preserved at the expense of capital investment
spending. The deficit should continue to be
mainly financed through domestic resources,
but the use of non-standard financing (monetary
creation) is expected to slow down in accordance
with the 2020 Budget. With negligible external

debt (less than 1% of GDP), external financing
might be considered “if necessary and on a
selective basis”.

Foreign exchange reserves in free fall

In 2020, the current account is expected to
remain in deficit, owing to the large trade deficit,
which may narrow slightly on soft domestic
demand and import restrictions. Recent gas
discoveries are not expected to reverse the
decline in hydrocarbon export revenues in the
short term. The surplus in the transfer balance,
mainly driven by expatriate remittances, will not
offset the larger income and services deficits.
The country should continue to finance the
deficit by drawing on foreign exchange reserves,
which stood at 12 months of imports at the end
of 2019 and which will thus continue their almost
uninterrupted decline since 2014.

Despite elections, social
tensions remain

Faced with large-scale protests, which began in
February 2019 after he announced his candidacy
for a fifth term, President Abdelaziz Bouteflika,
who had been in power since 1999, was forced
to resign on April 2, 2019, 16 days before the
presidential election. Despite Mr Bouteflika’s
departure and the army’s far-reaching “Clean
Hands” anti-corruption campaign, regular
demonstrations (know as the Hirak movement)
continued, forcing two postponements of the
presidential election. Although rejected by
a large majority of protestors, who feel that
the political, economic and military personnel
remains dominated by personalities from Mr
Bouteflika’s four terms in office, the election was
finally held on December 12, spurred on by the
army and General Ahmed Gaid Salah, a central
player in President Bouteflika’s regime and the
transition. Nevertheless, the winner, Abdelmajid
Tebboune, Abdelaziz Bouteflika’s Prime minister
in 2017, may struggle with a lack of legitimacy
among some segments of the population, a
perception that may be further increased by
the small number of approved candidates -
five - and the low turnout (39.9%). As a result,
this election looks unlikely to offer a definitive
solution to Algeria’s political crisis; political
and social tensions are likely to remain high.
Widespread poverty, the lack of employment
opportunities and the difficult economic context
are also likely to fuel discontent. However, it may
be that the army and the new government will
increase security measures and adopt a less
tolerant stance towards the unrest. The death
on 23 December 2019 of General Ahmed Gaid
Salah, hitherto considered by the demonstrators
as the true leader of the country, and replaced
by General Said Chengriha, reinforces the
uncertainties in terms of governance.
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ANGOLA

COFACE ASSESSMEN

COUNTRY RISK C

BUSINESS CLIMATE D

POPULATION
Millions of persons - 2018

29.3
3,621
AOA

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Angolan kwanza

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I co
INDIA [ ] 9%
EURO AREA [ | 9%
UNITED STATES [ ] 3%
SOUTH AFRICA [ ] 3%

Imports of goods as a % of total

EURO AREA

CHINA 16%

SOUTH AFRICA B

UNITED STATES [ ] 5%
u

BRAZIL

o
-

« Significant oil production and liquefied
natural gas producer

« Significant economic potential: diamonds,
iron, gold, leather, agriculture, fisheries,
hydropower

« International financial support

* Vulnerable to an oil price reversal

* High unemployment, high social inequalities
and regional disparities

« Deficient infrastructure

« Fragile banking sector

« Conflict with separatists in the Cabinda enclave

I $ COUNTRY PROFILES

ANGOLA
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HAMIBIA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) -0.2 -1.2 -1.5 -0.5
Inflation (yearly average, %) 29.8 19.6 17.2 16.9
Budget balance (% GDP) -5.8 -0.5 -1.5 -1.4
Current account balance (% GDP) -0.5 6.1 0.9 -0.7
Public debt (% GDP) 69.3 89.0 95.0 89.9

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Declining oil sector
weighs on activity

After four years of contracting GDP, precipitated
by falling oil prices and prolonged by declining
production in mature fields, activity will continue
to be dampened by the gloomy outlook for this
sector, which accounts for 40% of GDP. The
decrease in crude production, due to insufficient
investment in exploration activities in recent
years, is not expected to be offset by the
ramp-up of the Kaombo project’s two produc-
tion and storage units, which came onstream in
2018 and 2019. The expected decline in oil prices
in 2020 will put additional pressure on oil reve-
nues, on which the country is highly dependent
due to the lack of economic diversification,
which limits public investment, particularly in
infrastructure projects. Private consumption will
likely be affected by persistently high inflation
and a significant tax burden, which will squeeze
household purchasing power. IMF support, along
with measures to make resource management
more transparent, may attract foreign private
investors, but the infrastructure deficit, slow and
inefficient institutions, and endemic corruption
remain key obstacles. Reflecting its very unfa-
vourable business environment, Angola dropped
four places compared with 2019 to come 177%
out of 190 in the Doing Business 2020 ranking.

Risk of over-indebtedness
still significant

Since December 2018, Angola has been under
an IMF programme, which was a prerequisite
for obtaining a USD 3.7 billion Extended Credit
Facility (3.6% of GDP). Accordingly, it should
continue to exercise prudent fiscal management.
The introduction of excise duties on many
products is expected to generate higher reve-
nues, while cuts to fuel subsidies and transfers
to national companies should lower expenditure.
Spending is dominated by debt service, which
accounts for almost half of revenues, while social
spending is another major item. A decline in oil
revenues (60% of total revenues) would make
it impossible to reduce the budget deficit,
which is financed by bilateral (mainly China)
and multilateral sources, as well as by bond
issues (Eurobonds). The 2019/2022 privatisa-
tion programme, which is being overseen by
the World Bank and includes the oil company
Sonangol, could also contribute to the financing.
After peaking in 2019, mainly due to the depre-
ciation of the kwanza, public debt, which is more
than 80% denominated in foreign currencies, is

expected to decline in 2020. Nevertheless, the
risk of over-indebtedness remains substantial, as
the debt is highly vulnerable to currency depre-
ciation and changes in oil prices. The banking
sector is in precarious health as asset quality has
deteriorated after years of low activity (NPLs
represent 30% of loans).

After the large surplus in 2018, due to the
recovery in oil prices, the current account is
close to balance again due to the shrinking of the
trade surplus. Weak oil prices and low production
are reducing export revenues, with oil exports
accounting for more than 92% of the total. The
upturn in imports, linked to oil investments,
combined with kwanza depreciation, is also a
factor. The service and income deficits, which are
closely related to oil activity, may narrow slightly
in line with the sector's moderate activity levels.
Remittances from foreign workers in Angola
continue to contribute to the transfer deficit.
Bilateral and multilateral financing, as well as
FDI, will cover the small current account deficit
comfortably. Despite falling by half between
2013 and 2018, foreign exchange reserves are
sufficient to cover more about five months of
imports. Full liberalisation of the exchange rate,
which was introduced in October 2019 by scrap-
ping the 2% fluctuation band, and the kwanza'’s
subsequent 20% depreciation eased the pressure
on the external accounts, but did not reduce
the gap between the official and parallel market
rates, thus heralding continued depreciation.

Despite reforms, socio-economic
challenges remain

Since taking office in 2017, President Jodo
Lourenco has taken many steps to reduce the
influence of his predecessor, José Eduardo dos
Santos (who held power for 38 years), and his
family on the country's economy. However, while
judicial investigations targeting the children
of former President dos Santos, Isabel and
José Filomeno dos Santos, have sent a strong
signal in the fight against corruption, the
country will struggle to rid itself of the family’s
influence. More generally, major socio-economic
challenges remain, as do multiple sources of
social unrest within a population suffering
from poverty, persistent inequalities and poor
access to housing, education and health services.
Externally, relations with China will remain strong.
The President may also seek to bolster ties with
neighbouring countries, including through the
African Continental Free Trade Area, which was
ratified by the Angolan Parliament in May 2019.
Relations with the Democratic Republic of Congo
are expected to improve with new presidents
in both countries showing willingness to create
a partnership relationship.
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COUNTRY RISK C

BUSINESS CLIMATE B

POPULATION
Millions of persons - 2018

44.6
11,658
ARS

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Argentine peso

TRADE EXCHANGES

Exports of goods as a % of total

T Y
EURO AREA [ ] 12%
CHINA ] 7%
UNITED STATES ] 7%
CHILE [ ] 5%

Imports of goods as a % of total
BRAZIL I >4
CHINA ] 18%
EURO AREA ] 14%
UNITED STATES [ ] 12%
PARAGUAY [ ] 3%

« Major agricultural player (notably soya,
wheat and corn)

« Large shale oil and gas reserves

« Education level higher than the regional
average

* GDP per capita above the region’s average

o

» Weak fiscal accounts and concerns over
debt sustainability

« Capital controls were tightened, in order to
curb dropping foreign exchange reserves

« Dependency on agricultural commodity
prices and weather conditions

« Sticky and skyrocketing inflation and
prohibitive interest rates level

« Bottlenecks in infrastructure

Sector risk assessments

AGRI-FOOD y___ HcH 4
AUTOMOTIVE
CHEMICAL o 4
CONSTRUCTION
ENERGY

ict
METALS AT
PAPER AT
PHARMACEUTICAL

RETAIL
TEXTILE-CLOTHING
TRANSPORT Yy HGH A4
WooD AT

* Information and Communication Technology

ARGENTINA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 2.7 -2.5 -3.0 -2.0
Inflation (yearly average, %) 25.7 34.3 54.5 43.0
Budget balance (% GDP) -5.9 -5.2 -4 -4.3
Current account balance (% GDP) -4.8 -5.3 -0.8 0.5
Public debt (% GDP) 59.0 89.4 103.0 102.0

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Economy in a third recession year

GDP dropped a second year in a row in 2019,
as high inflation and prohibitive interest rates
linked to the monetary crisis triggered in
April 2018 were still present, prevailing over
the robust rebound in agriculture (following
the 2018 drought). Indeed, the crisis gained
further momentum after the presidential
election primary of August 2019, when the
strong showing by the now President Fernandez
unleashed a new round of Peso (ARS) selloff.
The economy seems destined to remain in
recession in 2020. The uncertainty regarding
the economic policies of the newly arrived
government, and to how it will handle the
unsustainable public debt, should imply a still
low level of private investments (notably for
the moribund construction). Moreover, the
fiscal deficit will limit policymakers’ capacity
to implement a desirable expansionary policy.
Besides that, the skyrocketing inflation is not
likely to ease significantly and, thus, will continue
to erode real income (causing knock on effects
on household consumption). Finally, net foreign
trade is likely to contribute positively to GDP, as
imports should continue to drop and exports to
benefit from a relatively higher economic activity
in Brazil. The risks to the economic scenario
are various, with the sensitive fiscal situation
and the possible failure in renegotiating public
debt possibly triggering new pressures on the
exchange rate which would affect the economy
through higher inflation and possibly a tightening
of capital controls.

Recovering current account contrasts
with the sensitive fiscal situation

The current account deficit registered a strong
narrowing in 2019. It was mainly driven by a
rebound in trade balance, from a large deficit
of 2.3% of GDP to a surplus estimated at 2.9%
of GDP (thanks to collapsing imports and
recovering agro exports). Moreover, the services
deficit (of roughly 2.1% of GDP) also registered
an improvement (mainly driven by a narrowing
of the travel imbalance). Alongside, the lower
deficit also started to be fully covered again by
foreign direct investments (estimated at 1.3%
of GDP in 2019). Overall, the current account is
likely to become slightly positive in 2020, as the
economy is to remain in recession (thus implying
low import level) and export is likely to continue
climbing as a result of expected good crops this
year and higher economic momentum in Brazil.

However, the fiscal scenario is much more
challenging. Although the previous government
was able to somewhat reduce the budget

deficit in the last two years (a condition of the
IMF loan deal), a lot still needs to be done. As
the public debt is majorly in foreign currency
(roughly 81%), it is highly sensitive to strong
exchange rate movements. Its amortization will
be very high in the upcoming years (estimated
at 16% of GDP in 2020 only). In December 2019,
the new government of president Fernandez
unilaterally postponed until August 2020 the
payment of USD 9.1 billion of short term treasury
bills issued under local legislation. He also
announced his intention to restructure long
bonds term issued under local and foreign law
in early 2020. Alongside, the more interven-
tionist and fiscal expansionary approach that
is expected could make the negotiations with
the IMF difficult. Finally yet importantly, taking
into account the hard debt payment schedule
ahead, capital controls which came into force
since September 1, 2019, and were tightened
after the presidential elections, are not likely
to be eased in the short term and could even
be strengthened. That is because of the strong
slump in foreign exchange reserves in 2019 (net
reserves give import coverage of roughly three
months of imports), which was a consequence of
the bank run alongside the primary election and
of the reserves that were burnt by the central
bank with the aim to control the ARS sell-off.
Two weeks in power the new government got
congressional approval for his emergency plan,
which includes measures to increase tax revenue,
a 30% tax on hard currency purchases and higher
taxes on agricultural exports. It also gives the
government increased regulatory powers in
areas such as service rates public and pensions.

Peronists return to power

The harsh economic challenges prevented
President Macri (2015/2019), from the centre-
right “Together for Change” coalition, from
achieving re-election. The left-wing “Everyone’s
Front” coalition candidate Alberto Fernandez
and his running partner, the former President
Cristina Fernandez de Kirchner (2007/2015), won
the presidential elections held on October 27,
2019. Mr Fernandez, a lawyer and politician,
was the Chief of the Cabinet of Ministers during
Néstor Kirchner’s presidency (2003/2007)
and the early months of Cristina Fernandez de
Kirchner’'s mandate (he left after falling out with
her). He took office on December 10, 2019 for a
four-year term. The government will count with
a simple majority in the Senate (with 39 seats
out of 72), while the coalition “Juntos por el
cambio”, will hold 29 seats (enough to block
constitutional reforms). In addition, in the Lower
House, the latter will hold 116 seats out of 257,
while the coalition of Fernandez will count on
its 120 seats.
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PAYMENT & DEBT COLLECTION PRACTICES IN ARGENTINA

Payment

The most common payment instruments in local
commercial transactions are:

cash (for low-value retail transactions);
bank transfers;

cheques (ordinary cheques, deferred payment
cheques or other types).

In case of default, these cheques represent an
executable legal document which facilitates
a fast track legal proceeding.

For international commercial transactions,
the most common payment instrument is
Bank transfer via SWIFT. Currently there are
no restrictions on foreign exchange and fund
transfers from Argentina.

Debt Collection

Amicable phase

Out-of-court settlement negotiations are
focused on the payment of the principal, plus
any contractual default interest that may be
added. Argentine regulations provide alternative
dispute resolution methods, such as mediation,
which is mandatory prior to commencement of
any judicial process. At this stage, it is advised
to obtain a notarised acknowledgement of debt
signed by the debtor, or notarized payment
plan agreement signed by both parties. Under
amicable negotiation fees payable only apply
to recoveries obtained.

Legal proceedings

Argentina is a federal republic with 24 inde-
pendent judicial systems and national judicial
system. The highest court in the country is the
National Supreme Court.

Regarding debtors abroad, Argentine courts only
have jurisdiction when debtors have assets in
Argentina (in which case insolvency proceedings
will only involve such assets) or when their
principal place of business is in Argentina.

The Argentine Civil and Commercial Code
classifies proceedings into two types: ordinary
proceedings (juicio ordinario) and executory or
fast track proceedings (Juicio ejecutivo). Ordinary
proceedings usually last between one and four
years. If applicable, an appeal may be filed for
the Court of Appeals to hear the case.

Executory processes are simplified and prompt
proceedings that mainly consist of claimants’
request for the execution of debtors’ assets to

obtain payment of a debt. They apply when
creditor has documents known as enforceable
instruments (titulos ejecutivos), such as public
instruments, private instruments signed by
the concerned party (debtor or guarantor)
and legally acknowledged, bills of exchange,
checks or credit invoices. Contrary to ordinary
proceedings, it is not necessary to provide proof
of the debt. The judgment is delivered between
approximately six months and two years.

Costs include a court tax (3% of the amount
in dispute to be paid by claimants upon
commencing proceedings), and lawyers’ fees.
The prevailing party is entitled to recover its
costs, including attorneys’ fees (subject to
court approval).

All documents (original or notarised copies)
submitted to the court must be (i) apostilled (for
member countries of the 1961 Hague convention,
which includes Argentina), and (ii) authenticated
by the Argentine consulate in the issuing country.
All non-Spanish documents must be translated
by a certified translator registered in Argentina.

Enforcement of a Legal Decision

For local judgments, final decisions are initially
considered enforceable. However, if a decision
has been appealed, it can be partially enfor-
ceable in relation to the part of the judgment that
is final. In principle, any of the debtor’s assets can
be seized (including but not limited to property,
trademarks, and accounts receivable from third
parties and shares).

Insolvency Proceedings

There are three insolvency proceedings:

Out-of court reorganization

Acuerdo preventivo extrajudicial (APE) is a
proceeding in which the debtor and a majority
of unsecured creditors enter into a restructuring
agreement. This agreement must be submitted
by the debtor to an Argentine court for it to
become enforceable. In practice, out-of-court
agreements provide a series of conditions that
must be complied with, including a minimum
threshold of consenting creditors.

Reorganization

Concurso preventivo is a reorganisation
proceeding that can be initiated voluntarily by
an individual or entity, who must submit proof
of their inability to pay their debts. Debtors
must file a petition to the court requesting relief

under bankruptcy law. The court will appoint a
trustee. All creditors must file evidence of their
proof of claim with the trustee (verificacion de
créditos). Debtors must submit a proposal
for reorganization and must obtain creditors’
approval during an “exclusive period” of
90 days, with the possibility of an extension. If
the proposal is approved by the majority, the
judge reviews the terms of the plan prior to
approving it. Upon homologation by the court,
the reorganization plan becomes effective to
all unsecured creditors (even those who have
not agreed to it). A special payment offer can
only be proposed and approved for secured
creditors. If the proposal is not approved by the
required majority (51%), debtor bankruptcy may
follow. The process generally takes between
one and two years, depending on the volume
and nature of debt being renegotiated and the
size of the debtor.

Bankruptcy

Quiebra is initiated when a reorganization
proceeding fails, either voluntarily (by the
debtor) or involuntarily (by the debtor’s credi-
tors’ request). The petitioner must show that
the company is insolvent or that it has entered
into a “suspension of payments” status. In case
of an involuntary bankruptcy, after the petition
has been filed with the relevant court and all
necessary evidence is presented, the court will
summon the debtor to provide an explanation
of the reasons why payments of the obligations
in favour of the petitioning creditor have not
been made and to prove that the debtor is
solvent. If the debtor is unable to do so, the
court will declare the debtor bankrupt. Unlike
reorganization, bankrupt debtors lose control
of the administration of their assets. A trustee is
appointed in order to preserve and administer
the debtor’s property. As a result, all payments
to creditors and debtor must be made through
court. All claims and proceedings against the
debtor are automatically stayed as from the
date of the order that determines debtor’s
bankruptcy. All creditors must submit their proof
of claims for payment. Once the assets available
and the amounts owned to each creditor are
determined, the trustee liquidates the assets
and proceeds with the distribution of repayment
to creditors.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

3.0
4,188
AMD

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Armenian dram

TRADE EXCHANGES

Exports of goods as a % of total

I =
EURO AREA [ ] 16%
SWITZERLAND ] 14%
BULGARIA [ ] 9%
IRAQ [ ] 6%

Imports of goods as a % of total
RUSSIA I 25
EURO AREA ] 18%
CHINA [ ] 13%
IRAN [ ] 5%
TURKEY [ ] 5%

« Economy able to stand up to political upheaval
« Determination to pursue reforms on corruption,

justice and competition

* Major mining resources (gold, copper,

molybdenum, zinc)

organisations and the diaspora

o

(2019/2022) with the IMF

« Significant financial support from international

« Relative flexibility of the dram exchange rate
* Member of the Eurasian Economic Union

(EAEU) and partnership agreement with the EU
+« USD 250 million stand-by arrangement

« Geographical isolation aggravated by a lack
of infrastructure and the closure of two out

of four borders

* Dependent on ore (40% of exports and
nearly 10% of GDP) and agriculture, despite

ongoing diversification

« Highly dependent on Russia (trade: 27% of
exports and 26% of imports including gas,
FDI, expatriate transfers, security: support

in the conflict with Azerbaijan)

deposits)

« Persistently high level of unemployment
(19% overall and 40% among 18-30 year

olds) despite a declining population

*30% of the population lives below the

poverty line

« Conflict with Azerbaijan over Nagorno-
Karabakh and an uneasy calm on the border

« Highly dollarized economy (60% of bank

with the Azeri enclave of Nakhchivan

ARMENIA
¢ Evvan

ARMENIA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 7.5 5.2 5.0 4.7
Inflation (yearly average, %) 1.0 2.5 2.0 2.8
Budget balance (% GDP) -4.8 -1.8 -1.5 -2.1
Current account balance (% GDP) -2.4 -9.4 -7.0 -7.0
Public debt (% GDP) 58.9 55.8 55.0 54.0

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Domestic demand is strong but
sensitive to external factors

Activity is expected to remain robust in 2020,
still driven by domestic demand. Household
consumption (87% of GDP) will benefit from
the 23% increase in the minimum wage
(October 2019). Fiscal policy will remain slightly
accommodative with a single income tax rate of
23% replacing the previous scale of 23% to 36%,
wage raises for certain civil service grades and
pension increases. Despite buoyant consumption
and rising import tariffs, inflation is expected to
be moderate, if food and energy prices do not
slip. This, coupled with the firm dram, could allow
the central bank to continue cautiously reducing
its key rate (5.5% in October 2019). However,
the impact of monetary policy should not be
overestimated, as credit plays a small role and
the average bank lending rate exceeds 12% in an
economy that remains highly dollarized (more
than 50% of deposits and credit). The future for
expatriate remittances (over 15% of GDP, with
70% coming from Russia), which provide fuel for
consumption, is uncertain, even if the Russian
economy may benefit from the launch of a public
investment programme. Business investment,
although still modest (17% of GDP), should get a
boost from the development of tourism, clothing
and, above all, IT services, as well as from a more
stable political situation. In addition, companies
will benefit from the income tax cut from 20% to
18% and from the increase in the tax threshold.
However, it remains unclear whether develop-
ment of the Amulsar gold mine, which was halted
in 2018 for environmental reasons and because
of blocked access, will resume. Public spending
excluding defence will remain constrained by
fiscal consolidation. The contribution of foreign
trade to growth is expected to remain negative
due to strong imports and the adverse impact
of the sluggish European economy on exports.
In addition, while the gold price should move
positively, the copper price may fall.

Fiscal consolidation and stabilisation
of the current account deficit

Political upheaval has not derailed the fiscal
consolidation process initiated in 2016. The
aim is to very gradually reduce the debt,
which is 78% denominated in foreign currency
(50% in dollars and 30% in SDR), and free up
additional resources for investment and social
purposes. The increase in tax expenditure
is not expected to threaten the process, nor
will a further increase in the military budget in
2020 (it already went up by 33% in 2018 and
26% in 2019). Budgetary revenues (22% of
GDP in 2018) should continue to benefit from a
favourable economic environment and improved

tax collection following the computerisation of
the tax administration in 2019, the automation
of tax returns (2020) to combat tax evasion,
and increased gambling taxes and excise duties
(alcohol, tobacco).

The current account deficit is expected to remain
high in 2020. The trade deficit should remain
close to 14% of GDP. Remittances from the
diaspora and expatriate workers, less income
repatriation by foreign investors, will cover half
of this. The remainder will be financed by project
loans from international financial institutions
(EBRD, ADB), FDI and public debt. Half of
the external debt, estimated at 88% of GDP,
is carried by the State and a quarter by banks.
It is mostly medium- and long-term, as well as
concessional in nature.

Balance between
the West and Russia

Demonstrations in spring 2018 forced Prime
Minister Serzh Sargsyan to relinquish the
power he had held since 2008. Following this
“Velvet Revolution”, the leader of the protests,
former journalist Nikol Pashinyan, was placed
at the head of a new government comprising
representatives of the opposition and qualified
individuals. After Mr Pashinyan resigned in order
to trigger snap parliamentary elections, his “My
Step” coalition, which includes the Civil Contract
Party that he leads, won an overwhelming
victory, taking 70% of the votes and allowing
Mr Pashinyan to secure a sufficiently large
majority in Parliament (88 out of 132 MPs) to
make constitutional changes. The coalition’s
programme focuses on fighting corruption,
addressing the porous boundaries between the
business world and politics, tackling the informal
economy, renewing judicial personnel and ending
monopolies. While maintaining relations with the
West, Mr Pashinyan is also tactful in his dealings
with Russia, which has both a military and an
economic presence in the country, by providing
assurance that foreign policy will stay unchanged
(membership of the Collective Security Treaty
Organisation). He will have to manage an expec-
tant population that is impatient for change. This
is especially true among young people, for whom
the unemployment rate is four times higher in
urban areas than in rural areas and whose overall
employment rate is twice as high as that of the
rest of the population.

On the geopolitical level, the armed conflict with
Azerbaijan persists over the self-proclaimed
independent enclave of Nagorno-Karabakh,
officially Azeri but overwhelmingly populated
by Armenians, and the adjacent Azeri territories
occupied by Armenian-backed independence
fighters. The ceasefire on the border with the
Azerbaijani enclave of Nakhchivan is fragile, with
security in the region primarily dependent on the
balance between the combatants maintained by
Russia and, to a lesser extent, Turkey and Iran.
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COUNTRY RISK

BUSINESS CLIMATE

Al

POPULATION

Millions of persons - 2018 25!2
GDP PER CAPITA

US Dollars - 2018 56,420
CURRENCY AU D

Australian dollar

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I 5+
JAPAN [ ] 16%
SOUTH KOREA [ ] 7%
INDIA [ ] 5%
UNITED STATES B 4%
Imports of goods as a % of total
EURO AREA [ ] 14%
UNITED STATES [ ] 10%
JAPAN [ ] 7%
THAILAND [ ] 5%

* Geographic proximity to dynamic economies
in Asia

« Attractive quality of life, with immigration
contributing to population growth

« Rich endowment of mineral resources

* Moderate levels of public debt

« High tourism potential

* Exposed to commodity price volatility
(specifically iron ore, coal and LNG)

* Economy remains dependent on Chinese
demand

« Substantial household debt (185% of gross
disposable income)

« Shortage of infrastructure relative to the
country’s vast territory

« Exposure to increasing bushfires and droughts

« Disparity between federated states

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

*ICT: Information and Communication Technology.

I $ COUNTRY PROFILES

ALSTRALIA

.E-‘

[anbseara

&
Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 2.5 2.7 1.8 2.5
Inflation (yearly average, %) 1.9 1.9 1.5 2.0
Budget balance (% GDP) -0.8 0.0 -0.1 0.3
Current account balance (% GDP) -2.6 -2.0 0.4 -1.0
Public debt (% GDP) 37.9 40.1 40.0 39.5

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Growth rebounds but
still under pressure

Growth is expected to rebound slightly in 2020.
While a protracted downturn in the housing
market has been a main drag on activity since
2018, signs of recovery started to emerge in the
second half of 2019, with home price indexes
rising in both Sydney and Melbourne. This was
driven by the Australian Prudential Regulation
Authority’s (APRA) move to loosen borrowing
rules, as well as a total of 75 bps interest rate
cuts by the Reserve Bank of Australia (RBA),
which reduced mortgage repayment costs.
The government also lowered income tax in
July 2019, covering 70% of taxpayers. The
boost in disposable income, together with an
increase in household wealth due to a pick up
in the housing market, will provide support
for consumption growth. However, a series of
large scale bushfires in December 2019 could
weigh on domestic activity through declines in
the tourism and consumer sectors, Household
debt levels remain high at nearly two times of
disposable income, or 130% of GDP. Retail sales
expanded at a rate of 2.0% YOY in 2019, but
this is almost flat on an inflation adjusted basis,
suggesting that the contribution to GDP remains
dependent on inflation projections. Investors
are facing uncertainties on the external front.
Main exports include mineral fuels (coal and
oil), metals (iron ore, copper, gold aluminium
and zinc) as well as agro-food products (meat,
wheat, wool and wine). The external sector will
remain under pressure in 2020 owing to the
US-China trade war, which will lead to weaker
demand from Australia’s largest export market;
China. Commodity prices including iron ore will
remain subdued, further dragging on exports.
Government spending on infrastructure, which
can be summarized by the $100 billion rolling
infrastructure plan over 10 years, can help to
offset some headwinds in 2020.

Modest public account surplus
and current account deficit

The government posted a smaller-than-expected
budget deficit in the financial year 2018-2019,
which was equivalent to less than -0.1% of GDP.
The government has committed to delivering
a first budget surplus in over a decade in the
2019-2020 financial year. Reduced budgetary
pressures have also provided more room for

fiscal spending to improve infrastructure and
provide funding to small and medium enterprises.
Downside risk to the budget is stemming from
a sharper deceleration in the Chinese economy
and underperformance in the labour market.
Public debt is expected to see a slight decline,
on the back of a better government budget and
modest economic growth.

The current account balance has shown a
moderate deficit for decades, which, despite
growing diversification, remains determined
by commodity prices and demand from China.
The current account recorded a surplus for the
first time in 44 years in the second quarter of
2019, but this can be traced back to high iron
ore prices and sustained demand from China,
two factors that are set to soften into 2020.
The depreciation of the Australian dollar may
provide some support on the trade balance front,
however this will not be enough and Australia’s
current account will likely return to a deficit in
2020. The income balance will also remain in
deficit, mainly due to dividend repatriation by
mining companies and interest payments on
external debt, which is mostly private (mining
companies, banks, property sector) and denomi-
nated in Australian dollars. The current account
deficit will be financed by borrowing from
overseas and foreign investments in Australia.

Improved political stability after
the 2019 federal election

In the federal election of May 2019, Scott
Morrison led the centre right Liberal-National
coalition to an unexpected victory, with a
majority government securing 77 of the 151 seats
in the lower house. The outcome marked the
coalition’s third consecutive term in office,
defeating the opposition Labour Party. New
rules that require a two-thirds majority to unseat
the incumbent Prime Minister imply that Scott
Morrison will serve a full three-year term and
achieve continuity in his economic policies, with
a focus on reducing taxation and delivering a
balanced government budget. In terms of foreign
policy, the Prime Minister has maintained that
Australia is working closely with both China
and the US, but his emphasis on Beijing’s
obligation to step up emission reductions
and further reform its economy signal a more
hawkish stance, especially following Australia’s
decision to restrict Chinese companies in the
development of Australia’s 5G infrastructure. The
move was aimed at quelling domestic concerns
over Chinese interference in Australia’s political
system.
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PAYMENT & DEBT COLLECTION PRACTICES IN AUSTRALIA

Payment
Payment methods include:

cash: personal cheques and bank cheques:
used for domestic and international
transactions;

credit cards;

electronic transactions: includes point-of-sale
(POS) electronic transactions, as well as
mobile apps, electronic funds transfer (EFR)
and internet transactions;

EFT electronic funds and SWIFT bank
transfers: the most commonly used payment
method for international transactions. The
majority of banks are connected to the SWIFT
electronic network;

the Australian dollar (AUD) is now also
part of the Continuous Linked Settlement
System (CLS), an interbank transfer system
for processing foreign exchange transactions
simultaneously.

Debt Collection

Amicable phase

Parties are encouraged to negotiate and take
“genuine steps” to settle commercial disputes
prior to commencing certain proceedings in
the Federal Court and Federal Circuit Court.
Examples of such steps include settlement nego-
tiations and informal settlement conferences
with the other party.

Legal proceedings

If the amicable phase fails, proceedings will
commence. The New South Wales (NSW)
Supreme Court has a special list for commercial
disputes, where it will proactively manage them
to ensure an efficient resolution. Similar lists also
operate for commercial disputes in the Supreme
Courts of Victoria (Vic), Western Australia (WA)
and Queensland (Qld).

If a corporate debt is overdue, uncontested,
and over AUD 2,000, the creditor may issue
a creditor’s statutory demand for payment of
debt demanding payment within 21 days. Unless
payment or an application to set it aside is
made to the Court in this time, the company is
presumed insolvent. The creditor may lodge a
petition for winding-up of the debtor’s company.
The presumption of insolvency lasts for three
months following service of the statutory
demand. For individuals, the process is similar,
but proceedings are required to be commenced
in the Fed Circuit Court or Fed Court.

In NSW, in debt recovery proceedings, a
statement of claim must be personally served
on the debtor, who must then pay the debt, or
file and serve a defence on the creditor within
28 days (NSW), failing which default judgment
may be entered against the debtor. There are
different time frames for different states. If the
debtor does not pay the debt and files a defence,
orders will be made by the court to prepare the
matter for hearing including discovery and the
preparation and exchange of evidence that will
be relied upon at the hearing.

During this phase, the parties may request and
exchange particulars of the claim or defence
made by the other party in the form of docu-
ments referred to in the claim or defence (e.g.
copies of the relevant unpaid invoices and
statements of account). If discovery is ordered,
the parties will be required to exchange all docu-
ments that are relevant to their case. Otherwise,
all documents which the parties wish to rely
upon at the hearing must be included in their
evidence. Before handing down judgment, the
court will hold an adversarial hearing in which
the witnesses of each party may be cross-exa-
mined by the other parties’ lawyers. Typically,
straightforward claims may be completed within
two to four months but disputed claims may
last more than a year.

If a party is not satisfied with the judgment
awarded by the court, it may appeal the deci-
sion. Appeals lodged against Supreme Court
decisions are heard by the Court of Appeal in
that state/territory. Any further appeal thereafter
is heard by the High Court of Australia. The party
seeking to appeal must seek leave and persuade
the Court in a preliminary hearing that there is
a special basis for the appeal, as the High Court
will only re-examine cases of clear legal merit.

Local Courts or Magistrates Courts (depending
on the state/territory) hear minor disputes
involving amounts up to a maximum of
AUD 100,000 (NSW, Vic, South Australia
(SA), Northern Territory (NT), WA, and
Tasmania (Tas)), AUD 150,000 (Qld) or
AUD 250,000 (Australian Capital Territory
(ACT)). Beyond these thresholds, disputes
involving claims up to AUD 750,000 in NSW,
WA, SA or Qld are heard either by the County
Court or District Court. There is no County
Court or District Court in Tas, NT or ACT. Claims
greater than AUD 750,000 in NSW, Qld, SA, and
WA are heard by the Supreme Court of each
State. The Victorian County Court and Supreme
Court have an unlimited jurisdiction. In the other

NUMBER OF CORPORATE FAILURES

I
M Total Estimate (e) / forecast (f)
12,000 — 15.6%
10,439 10,625
10,000 —

8,000

6,000

4,000

2,000

(o}

2012 2013 2014 2015

Source: Australian Securities and Investment Commission, Coface.

2016 2017 2018

AUSTRALIA

states and territories, the Supreme Court hears
claims greater than: AUD 100,000 in the NT;
AUD 250,000 in AC; and AUD 50,000 in Tas.

Enforcement of a Legal Decision

A judgment is enforceable as soon as it is
entered by the court. The plaintiff has up to
fifteen years following the entry of judgment to
pursue enforcement of an Australian judgment
through Examination Notices, Garnishee Orders
or Writs of Execution. Examination Notices force
the debtor to provide information on its financial
situation and assets, helping to establish a reco-
very strategy. The Garnishee allows the creditor
to recover its debt (with interest and costs)
directly from the debtor’s bank account or salary
as well as from the debtor’s debtors,. Finally, the
Writ orders a sheriff to seize and sell the debtor’s
property in payment of the debt (together with
interest and costs) owing to the creditor. As
for foreign awards, enforcement in Australia
is governed by statutory regimes (Pt 6 of the
Service and Execution of Process Act 1992 (Cth)
for judgments given in Australia and Foreign
Judgments Act 1992 (Cth) for judgments given
outside Australia) and common law principles.
Recognition depends on whether a reciprocal
recognition and enforcement agreement exists
between Australia and the issuing country.

Insolvency Proceedings

Administration: a debtor company can be
placed into administration by its directors, or
by creditors that are owed money. The admi-
nistrator will take full control of the company,
and investigate and report to creditors as to
the company’s business, property, affairs, and
financial circumstances. There are three options
available to creditors: end the administration and
return the company to the director(s); approve
a deed of company arrangement through which
the company will pay all or part of its debts; or
wind up the company.

Receivership: a receiver is appointed by a
secured creditor who holds security or a charge
over some or all of the company’s assets to
collect the company’s assets to repay the debt
owed to the secured creditor. If the process
fails, a liquidation procedure may be initiated.

Liquidation: creditors or a court may wind up a
company, and appoint a liquidator who collects,
protects, and realises the company’s assets into
cash, keep the creditors informed about the
company’s affairs and distribute any proceeds of
sale of company assets. Upon completion of the
liquidation, the company is then deregistered.

Yearly growth

20,0 %
13.8%

15,0 %
10,0 %

7,669 =

5,0 %
0,0 %
-5,0 %
-10,0 %
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AUSTRIA

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

8.9
51,344
g:rjc:!RENCY EU R

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2018

Exports of goods as a % of total

GERMANY I o
ITALY [ ] 6%
UNITED STATES [ ] 6%
SWITZERLAND [ ] 5%
SLOVAKIA [ ] 5%

Imports of goods as a %

GERMANY |
ITALY [ ] 6%
SWITZERLAND [ ] 5%
CZECHIA [ ] 5%
NETHERLANDS [ ] 4%

« Industrial and tertiary diversification; high
added value

« Comfortable current account surplus and
balanced government budget

* More than 30% of energy sourced from
renewable supplies

* Major tourist destination (11*" in the world)

« High public expenditure on R&D (3% of GDP)

o
-

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

* Dependent on the German and Central/
Eastern European economies

« Banking sector exposed to Central, Eastern,
and South-Eastern European countries

« Multiple layers of power and administration
(federation, L&nder, municipalities)

I $ COUNTRY PROFILES

Main Economic Indicators 2017 2018 2019 (e) 2020 (f)
GDP growth (%) 2.5 2.4 1.6 1.4
Inflation (yearly average, %) 2.2 2.1 1.4 1.6
Budget balance (% GDP) -0.7 0.2 0.4 0.2
Current account balance (% GDP) 1.7 2.4 2.0 2.0
Public debt (% GDP) 78.3 74.0 70.8 68.1

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Growth weakened by
the external environment

Austrian economic growth is expected to slow
slightly in 2020. Household consumption (52%
of GDP) remains a growth driver, supported by
fiscal measures (including a number of tax cuts).
Its acceleration was already perceived last year
with decreasing unemployment, growing wages
and from a tax cut for families (Familienbonus,
or “the family bonus”). However, last year’s surge
in construction is not likely to be extended to
2020. Although favourable financing conditions
still support demand for housing, fixed asset
investment (24% of GDP) will slow down amid
lower economic growth.

On the industrial side, the weakness of the
main trading partner, Germany, and slower
global demand result in a deteriorated business
sentiment with purchasing managers’ index (PMI)
dropping to its lowest level in seven years in
September 2019. The slowdown has already
affected manufacturing industries, including
automotive and sectors closely cooperating
with it, i.e. machinery, chemicals and metals.
Therefore, exports growth will be under pressure.
However, Austria’s links to Central and Eastern
Europe could partly compensate the negative
effects of the global slowdown, as the CEE
region still enjoys a relatively solid economic
activity. Nevertheless, as slower investments will
also limit growth of imports, the net external
balance contribution to GDP growth should
remain positive.

The labour market remains favourable for
households. The unemployment rate has conti-
nued to fall, reaching 4.5% in September 2019.
As there is not much room for its further
contraction, it is expected to stabilize in 2020.
However, companies still report sizeable job
vacancies, which are some of the highest in
the European Union (the vacancy rate reached
3.0% in mid-2019 compared to 2.3% for the EU
average). The tightness of the labour market is
likely to ease in the course of 2020, in line with
weaker demand for labour linked to decelerating
economic activity.

Tiny budget surplus and
decreasing public debt
The budget deficit is expected to show a tiny

surplus this year. Admittedly, the wage tax and
assessed income tax will be not as strong as

last year facing weaker employment growth.
Furthermore, a series of fiscal measures imple-
mented last year will take a toll on budget figures
in 2020. Therefore, the 2020 budget surplus is
going to be lower but supported by taxes on the
digital economy and measures against tax fraud.
The public debt will continue its downward path.

The current account surplus decreased slightly
in 2019 because of slower growth of exports.
Weaker foreign trade is likely to be perceived
in 2020. However, the current account will be
still supported by tourism revenues. Imports
and exports alike will remain concentrated in the
same sectors, namely machinery, transport and
chemicals. Income from Austrian investments
abroad will balance profit remittances from
foreign investments. As usual, the current
account surplus will be absorbed by foreign
investments, especially portfolio investments.

Coalition government
of OVP and Greens

The Austrian People’s Party (OVP) - the
conservative, Christian democrat party - won
the October 2017 parliamentary elections with
more than a third of the seats in the Nationalrat
(Lower house). President Alexander Van der
Bellen appointed Sebastian Kurz, former Minister
of Foreign Affairs and leader of the OVP, as
Chancellor. The coalition government consisted
of the OVP and the far-right Freedom Party
of Austria (FPO). However, Kurz’'s government
was ousted in a no-confidence vote after the
Freedom Party’s leader, Heinz-Christian Strache,
resigned as Vice Chancellor in May 2019, after
the emergence of a video that showed him
promising government contracts in exchange
for financial support from a woman claiming to
be a wealthy Russian. In the snap election held
in September 2019, the OVP emerged again as
the largest party. It began coalition negotiations
with the Greens, who finished fourth in the
latest election. In January 2020 the OVP and
the Greens reached a deal to form a coalition
government. Mr Kurz remained Chancellor. The
new coalition of widely disparate parties is likely
to compromise, especially on immigration and
climate. Mr Kurz's coalition options were limited
given the withdrawal from preliminary talks of
the two larger opposition parties, the Social
Democratic Party (SPO) and the FPO, as well
as the support for an OVP-Green partnership
among the OVP regional governors, who exert
significant influence within the party.
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PAYMENT & DEBT COLLECTION PRACTICES IN AUSTRIA

Payment

SWIFT and SEPA (within the EU) transfers are
commonly used for domestic and international
transactions and offer a cost-effective, quick,
and secure means of payment.

Bills of exchange and, to a lesser degree, cheques
are most commonly used as a means of financing
or payment guarantee. Nevertheless, neither are
widely used nor recommended, as they are not
always the most effective means of payment,,
bills of exchange must meet relatively restrictive
mandatory criteria to be valid, which deters
business people from using them. In parallel,
cheqgues need not be backed by funds at the
date of issue, but must be covered at the date of
presentation. Banks normally return bad cheques
to their issuers, who may also stop payment on
their own without fear of criminal proceedings
for misuse of this facility.

Debt Collection

As a rule, the collection process begins with the
debtor being sent a demand for payment by
registered mail, reminding him of his obligation
to pay the outstanding sum plus any default
interest stipulated in the sales agreement or
terms of sale.

Where there is no interest rate clause in the
agreement, the rate of interest applicable
semi-annually from August 1, 2002 is the Bank
of Austria’s base rate, calculated by reference
to the European Central Bank's refinancing rate,
marked up by eight percentage points.

Fast-track proceedings

For claims that are certain, liquid and uncon-
tested, creditors may seek a fast-track court
injunction (Mahnverfahren) from the district
court via a pre-printed form. The competent
district court for this type of fast-tract procedure
expedites the requisite action for ordinary claims
up to €75,000 (previously €30,000).

With this procedure, the judge will issue an
injunction to pay the amount claimed plus the
legal costs incurred. If the debtor does not
appeal the injunction (Einspruch) within four
weeks of service of the ruling, the order is
enforceable relatively quickly.

A special procedure (Wechselmandatsverfahren)
exists for unpaid bills of exchange under which
the court immediately serves a writ ordering
the debtor to settle within two weeks. However,

should the debtor contest the claim, the case
will be tried through the normal channels of
court proceedings.

If the debtor has assets in other EU countries,
the creditor may request the Vienna Commercial
Court to issue a European Payment Order for
undisputed debts, enforceable in all EU countries
(except Denmark).

Ordinary proceedings

Where no settlement can be reached, or where a
claim is contested, the last remaining alternative
is to file an ordinary action (Klage) before the
district court (Bezirksgericht) or the regional
court (Landesgericht) depending on the claim
amount or type of dispute. Defendants have
four weeks to file their own arguments.

With regards to the regional courts, defendants
are expected to put forward their own arguments
in response to the summons, and are allowed
four weeks to do so.

A separate commercial court (Handelsgericht)
exists in the district of Vienna alone to hear
commercial cases (commercial disputes, unfair
competition lawsuits, insolvency petitions, etc.).

During the preliminary stage of proceedings,
the parties must make written submissions of
evidence and file their respective claims. The
court then decides on the facts of the case
presented to it, but does not investigate cases on
its own initiative. At the main hearing, the judge
examines the written evidence submitted and
hears the parties’ arguments as well as witnesses’
testimonies. An enforcement order can usually
be obtained in the first instance within about
ten to twelve months. The Civil Procedure Code
provides that the winning party at issue of the
lawsuit is entitled to receive full compensation
from the losing party of all necessary legal fees
previously incurred.

Enforcement of a Legal Decision

A judgement becomes enforceable when it
becomes final. If the debtor does not respect
the court’s judgement, the court can issue
an attachment order or a garnishment order.
Alternatively, the court can seize and sell the
debtor’s assets.

For foreign awards, circumstances may vary
depending on the issuing country. For EU
countries, the two main methods of enforcing
an EU judgment are the European Enforcement

AUSTRIA

Order or under the provisions of the Brussels |
regulations. For non-EU countries, judgments
are recognized and enforced provided that
the issuing country is party to an international
agreement with Austria.

Insolvency Proceedings

Out-of court proceedings

Out-of court restructuring efforts and nego-
tiations are usually antecedent to insolvency
proceedings. They constitute a means to obtain
recapitalization loans in exchange for a secured
creditor status.

Restructuring

A pre-requisite for a restructuring proceeding
is that the debtor files for the opening and at
the same time submits a restructuring plan.
This proceeding is either self-administrated
or administrated by an administration. For
self-administrated restructuring, the debtor
must file an application of self-administration
complemented by qualified documents and a
restructuring plan that provides a minimum
quota of 30%.

Liquidation

Liguidation proceedings aim to equitably realise
the various creditors’ rights. The proceedings
are led by a trustee in bankruptcy which takes
control of the business, sells the assets, and
divides the proceeds among the creditors.

Retention of title

Similar to Germany, Retention of Title is a
written clause in a contract, which states that
the supplier will retain the ownership over
the delivered goods until the buyer made full
payment of the price. This usually takes one of
three forms:

simple retention: the supplier will retain the
ownership over the goods supplied until full
payment is made by the buyer;

expanded retention: the retention is expanded
to further sale of the subsequent goods; the
buyer will assign the claims issued from the
resale to a third party to the initial supplier;

extended retention: the retention is extended
to the goods processed into a new product,
and the initial supplier remains the owner or
the co-owner up to the value of its delivery.
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COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2018

9.9
4,722
AZN

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Azerbaijan manat

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I -
TURKEY [ ] 9%
ISRAEL [ | 7%
CZECH REPUBLIC B 5%
INDIA [ ] 4%
Imports of goods as a % of total
RUSSIA I s
EURO AREA [ ] 14%
TURKEY I '+
CHINA ] 10%
UNITED STATES [ ] 5%

* Well-endowed sovereign wealth fund

« Significant gas potential in the Caspian
Sea; export prospects to Europe via Turkey
« Strategically positioned between Europe

and China

o

(e-government)

« Institutional improvements (SME taxation,
credit regulation), reduction of petty corruption

« Heavily dependent on hydrocarbons, declining

oil production; undiversified economy

« Risk of escalation in the conflict with Armenia
« Governance issues (corruption, repression,

offshore laundering)
* Anti-competitive market structures

« Human capital gaps (education, health)

* Weaknesses in the banking sector (dollari-
zation, low profitability, non-transparency)

I $ COUNTRY PROFILES

| AZERBA

a

JAN

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 0.1 1.0 2.7 2.1
Inflation (yearly average, %) 12.8 2.3 2.8 3.0
Budget balance* (% GDP) -1.4 5.6 5.3 3.2
Current account balance (% GDP) 4.1 12.9 9.7 10.0
Public debt (% GDP) 53.2 48.4 51.5 47.8

(e): Estimate. (f): Forecast. * SOFAZ transfers included.

RISK ASSESSMENT

Moderate growth in the absence of
diversification beyond hydrocarbons

In 2020, Azerbaijan’s growth will continue to be
supported by hydrocarbon exports despite the
expected decline in oil prices. Gas production,
linked to the start of operations at the Shah
Deniz Il field, has grown exceptionally, partially
offsetting the downturn in oil production and
prices. The substitution of gas for oil is set to
continue with the launch of the Absheron plat-
form around 2021. The completion of the TANAP
pipeline has made it possible to start delivering
gas to Europe, and the Trans Adriatic Pipeline
will extend these deliveries to Italy in 2020. In
construction, the outlook is more lacklustre:
high real estate borrowing rates, a housing
market saturated with abundant supply, and
the completion of major projects (particularly
the relocation of refugees) point to a slowdown.
Despite diversification efforts, the growth of the
non-hydrocarbon sector is limited to agriculture
and tourism, and is based on various subsidies
and incentives.

Private consumption has benefited from measures
to resolve non-performing loans and repeated
increases in the minimum wage, pensions and
public sector wages (+40%). This has allowed a
shift towards domestic and non-oil activity, but
will have a negative impact on inflation and public
finances. The banking sector has been restruc-
tured: banks have returned to profit, are better
capitalized and the non-performing loan rate
continues to decline (around 10.9%), supported by
a presidential decree announcing compensation
for debtors affected by devaluation. Dollarization
of deposits remains high. Inflation was kept
under control in 2019 and is expected to remain
moderate in 2020 as inflationary pressures are
offset by moderate food prices. Accordingly, the
central bank is expected to continue its monetary
easing, contributing to the credit momentum
already seen in 2019.

Current account and public
surplus due to hydrocarbons

Azerbaijan’s public finances have become more
transparent, thanks to a fiscal rule requiring
the primary non-hydrocarbon balance to be
improved every year, keeping expenditure
growth below 3%. According to the 2020 budget,
the State’s non-oil revenues are expected to
increase by 11.3%, allowing for an increase in
expenditure accompanied by a reduction in
the non-hydrocarbon primary deficit (31.1% of
GDP in 2019). Expenditure will support growth,
while putting downside pressure on inflation,
while fiscal efforts will ensure debt reduction in
the coming years. State-owned companies are
a drag on public finances because of bailouts

and state-guaranteed debt. They occupy key
sectors and despite the stated intentions, no
privatization list has yet emerged.

Armenia has a large current account surplus,
thanks to hydrocarbon exports (95% of the
total) which, despite declining, are enough to
fully finance imports as well as the services
and primary income deficits. Non-hydrocarbon
exports have improved slightly, but continue
to have a narrow base (aluminium, fruit and
vegetables). The current account surplus should
be maintained despite lower oil prices in 2020.
Reserves are slowly being replenished and will
make it possible to maintain the fixed exchange
rate, which, despite being overvalued, is seen
as essential to macroeconomic stability and
to anchoring inflation, and is thus expected to
remain an obstacle to economic diversification
in 2020. The country is struggling to attract FDI,
which has been declining steadily since 2014 and
is focused on the hydrocarbon sector (86.2%
in H12019).

Reform efforts hampered
by rising oil prices

President Aliyev was re-elected for a fourth term
in 2018. Heir to his father, already president of the
Azerbaijan SSR, Ilham Aliyev leads a highly repres-
sive political line and has virtually suppressed the
opposition. Parliament plays a secondary role in
relation to the executive. The business climate is
characterized by corruption and discretionary law
enforcement. The competitive model chosen by
Azerbaijan relies on large multi-sector conglome-
rates - very closely linked to the State - allows
opportunities to be preached by established
players, and leaves little room for new entrants.
This apparent monolithism hides some evolutions:
the oil crisis has given the country a reforming
impulse and the government is seeing the arrival of
a new generation of decision-makers, the «Pasha
boys», more influenced by Western management
methods. The recent dissolution of parliament and
the reshuffling of the cabinet are symptomatic
of this trend. The next parliamentary elections
will be held on 9 February and are expected to
bbe more open than usual. Petty corruption has
declined thanks to the implementation of digital
state services, a policy of support for VSE-SMEs,
including tax benefits, is being implemented,
and major reforms of banking regulation are
under way.

Surrounded by neighbours that are under
sanctions (Turkey, Iran, Russia), Azerbaijan is
seeking to position itself as a logistics hub on
the North-South and Transcaucasian corridors, of
which the benefits are taking time to materialize,
while trying to build closer ties with the EU.
Although the risk of conflict with Armenia is
contained by the influence of large neighbours,
the rhetoric of both sides remains violent and a
peaceful solution is not in sight.
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COUNTRY RISK c

POPULATION
Millions of persons - 2018

1.5
25,483
BHD

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Bahraini dinar

TRADE EXCHANGES

Exports of goods as a % of total

unirep ArRAB EMIRATES [N  25%
SAUDI ARABIA ] 15%
JAPAN [ ] 8%
OMAN [ ] 8%
UNITED STATES [ ] 8%
Imports of goods as a % of total
EURO AREA I s
CHINA [ ] 13%
UNITED ARAB EMIRATES [ 9%
UNITED STATES [ ] 8%
SAUDI ARABIA [ ] 7%

« Hydrocarbons resources

« Developed banking sector with large capital
buffers

« Benefits from financial support of the GCC
countries

« Higher degree of economic diversification
across the region

« Persistent fiscal and external imbalances

« Dependence on foreign capital inflows

« Dependence of fiscal and export revenues
on hydrocarbon sales

« Political deadlock: a risk for economic growth

BAHRAIN

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.8 1.8 2.0 2.1
Inflation (yearly average, %) 1.4 2.1 1.4 2.8
Budget balance (% GDP) -14.2 -1.9 -8.0 -8.1
Current account balance (% GDP) -4.5 -5.9 -4.3 -4.4
Public debt (% GDP) 88.2 94.7 101.7 106.9

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Low oil prices remain a
restrictive factor on growth

With lower oil prices in the aftermath of
2014, Bahrain’s economic imbalances have
widened. Although economic activity has
recently started to show some stability, it is
not expected to record high growth rates as
previously. Indeed, large external and public
deficits force the government to implement
fiscal austerity measures, which then weigh
on private consumption (accounting for nearly
40% of GDP). Yet, private consumption is still
expected to remain in positive territory. Austerity
measures will also reduce the contribution
of government consumption to growth. On
the other side, thanks to the funds provided
by the GCC countries (Bahrain was pledged
USD 10 billion in a bailout package in 2018 from
Saudi Arabia, Kuwait and the United Arab
Emirates, helping the country to overcome a
potential debt crisis), investments are expected
to edge up driven by infrastructure projects.
Construction projects in the pipeline, such as a
USD 1.1 billion new passenger terminal building
at Bahrain International Airport, a USD 5 billion
refinery expansion project of Bahrain Petroleum
Company (Bapco), and the expansion project of
line 6 of Aluminum Bahrain (Alba), are expected
to support the construction sector. The latter
is expected to boost Bahrain’s aluminum
production that is expected to rise by around
20% in 2020.

Arduous consolidation as lower
oil prices weigh on public
and external accounts

Bahrain’s fiscal breakeven oil price is estimated
at around USD 92 per barrel in 2020, as per
the IMF. With oil prices hovering between USD
60-65 per barrel, Bahrain’s fiscal revenues will
be dragged down - as hydrocarbons account
for around 60% of fiscal revenues - its deficit
will persist and debt increase further. On the
other hand, the country will continue to benefit

from reduced borrowing costs on the back of
the implementation of the fiscal consolidation
program and the USD 10 billion in aid over five
years pledged by Saudi Arabia, Kuwait and the
United Arab Emirates in 2018. As a result, the
government’s efforts to diversify its resources
(introduction of a 5% value-added tax, planned
higher fees on foreign hiring, etc.) will continue in
the upcoming period. Bahrain has posted current
account deficits since the oil prices crash of 2014.
As oil revenues account more than half of total
export revenues, the country will remain exposed
to volatility of oil prices. The country’s external
balance is expected to remain in deficit because
of lower oil prices, slower economic growth in
the world and in neighboring Gulf countries,
weighing on Bahrain’s service exports. Bahrain’s
current external debt rollover requirements
by 2022 are estimated around USD 16 billion.
Adding that to the financing need coming from
the budget deficit, and the defense of the dinar
peg to the dollar, the country will have to return
to the capital markets or its Gulf neighbors to
find necessary funds. Foreign exchange reserves
are covering less than a month of imports.

Rising political challenges

Although the ruling family is expected to stay
in power and keep the support of Bahrain’s
allies in the Gulf region, social unrest will
continue to be a risk for the country. Shi’a
Muslim community, which forms the majority
of the population, complains about high level
of unemployment, limited representation in
parliament and difficult access to public jobs. As
little has been resolved since the political crisis
ten years ago, tensions remain high between
Sunni-dominated government and the Shi’a
opposition. Introduction of austerity measures
within the fiscal Balance Program (i.e. voluntary
retirement scheme, cuts to electricity and water
subsidies) are challenging measures as they can
further anger the opposition and add to the
risk of social unrest. Therefore, a more gradual
introduction of reforms is expected. On the other
hand, introduction of a new bankruptcy law in
2018 is a positive step for Bahrain to improve
its business environment.
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COUNTRY RISK

o

BUSINESS CLIMATE

C

I $ COUNTRY PROFILES

k.

" BANGLADESH |

POPULATION
Millions of persons - 2018 164'9 Main Economic Indicators 2017 2018 2019 (e) 2020 (f)
GDP PER CAPITA GDP growth (%) 7.3 7.9 8.1 8.0
US Dollars - 2018 1,749 Inflation (yearly average, %) 5.4 5.8 5.5 58
Budget balance* (% GDP) -3.4 -4.7 -4.4 -4.8
CURRENCY BDT Current account balance (% GDP) -2.1 -2.8 -1.9 -1.7
Bangladeshi taka A
Public debt (% GDP) 30.8 31.9 32.8 33.8

(e): Estimate. (f): Forecast. * Fiscal year 2020 from july 2019 to june 2020.

TRADE EXCHANGES
—— RISK ASSESSMENT Commercial banks are characterized by a high
Exports of goods as a % of total ratio of bad debts, particularly at state-owned

banks, where the ratio exceeds 30%. This could

EURO AREA 34°/o Growth will remain brisk in 2020 threaten financial stability.
UNITED STATES [ ] 12% GDP will continue to arow rapidly in 2020 The current account deficit is expected to
UNITED KINGDOM [ ] 8% mainly ('jue o ;;riL\J/ate cgnsumpt?oln z\;/nld capitai narrow slightly because of the reduction in
POLAND % ici i
[ ] 3% investment (77% and 31% of GDP respectively the trade deficit. Although high, the growth of
INDIA l 3% in 2019), which are expected to benefit from imports (capital goods, energy and cotton) will
P ! ) be outpaced by that of exports, which will be
the growth in remittances from expatriates and f L )
9 the performance of the manufacturing sector driven by the competitive and expanding ready-
Imports of goods as a % of total (of which the annual growth exceeds 10%) to-wear segment. Exports of agricultural and
ERINA N >4 Productivity gains in thig sector will also bene?it. food products will also grow, albeit at a slower
o . ) ; . N . Large remittances from expatriate workers
INDIA _ 16% exports, reducing their negative contribution palclseff t the trade deficit. Th ¢ t
EURO AREA [ ] 6% to GDP. Investment (private) will continue to v OTTs€t the trade deficit. 1he current accoun
h > , deficit will continue to be financed by growing
SINGAPORE - 5% increase, to finance the government’s Annual FDI and public debt. Forei h
o, Development Programme (ADP), which aims to and public gebt. Foreign exchange reserves
INDONESIA - 4% ’ provide a satisfactory safety net, representing

« Competitive garment sector, thanks to

relatively cheap labour

* Substantial remittances from expatriate

workers, mainly living in the Gulf Sta

financing needs
* Moderate level of public debt

o

* Favourable demographics: a third of

Bangladeshis are under 15 years of a

«Improving financial inclusion through

microfinance and mobile services

tes

« International assistance helps to cover

ge

« Economy vulnerable to changes in global
competition in the textile sector and to
developments in Gulf Cooperation Council

countries

* Very low per capita income and low partici-

pation of women despite progress

* Recurring and growing political, religious

and social tensions

develop infrastructure to fill gaps in transport,
education, water and energy, as these constrain
production in export-oriented sectors. However,
the weakness of the banking system, governance
and infrastructure may hinder investment, parti-
cularly foreign investment (FDI represents only
1% of GDP). The inclusion of Bangladesh in the
Belt and Road initiative will further strengthen
the already substantial Chinese investment.
The ready-to-wear segment, which accounts
for nearly 85% of exports (and 11% of GDP),
will benefit from the disruption of global value
chains caused by the US-China trade war, as
Bangladesh is a good substitute for China in
these industries, particularly thanks to the
availability of cheap labour. Inflation will remain
stable, but relatively high, due to high demand
pressures, poor harvests (linked to major floods
in mid-2019) and world commodity prices.

Sustainable twin deficits thanks

about six months of imports, in a global context
of monetary tightening that increases the risks
of capital flight.

Fragile political stability despite
continuity in the country’s leadership

The country has endured several military coups
since its creation in 1971. Political stability is
vulnerable to tensions between the ruling Awami
League (AL) and the Bangladeshi Nationalist
Party (BNP). The AL is associated with inde-
pendence and has a more secular ideology
than the BNP, which is linked to the legacy of
the military dictatorship and follows a stricter
and more traditional conception of Islam. This
could translate into friction between the Muslim
majority and minority religious groups, while the
risks of labour strikes and terrorist attacks also
remain. BNP leader Khaleda Zia is currently in

* Business climate shortcomings and lack of
infrastructure

« Recurring natural disasters (cyclones, severe
floods, landslides) resulting in significant
damage and crop losses

+ One of the most vulnerable countries to climate
risk (6™ most affected country according to
the 2018 Global Climate Risk Index)

« Fragile banking sector; many non-performing

prison for corruption. The AL, which has been
in power since 2009, won almost all the seats
in the parliamentary elections at the end of
2018. However, this will not end the threat of
social unrest, with accusations of fraud being
levelled against the party. These risks, combined
with widespread corruption, contribute to the

to the vibrant economy

Strong GDP growth is expected to keep the
budget deficit stable despite increased spending,
mainly on infrastructure investments under the
ADP, such as the Dhaka metro or the Rooppur
nuclear power plant. Expenditure will also take

loans on bank balance sheets

the form of subsidies for liquefied natural gas
(LNG), which is imported to compensate for the
depletion of domestic resources, and export
incentives and subsidies. Tax revenues, which are
limited by a narrow income tax base, are below
10% of GDP. The new VAT regime in force since
July 2019 should nevertheless make it possible
to increase these revenues. International aid
accounts for about 20% of revenues. The level
of public debt will remain sustainable according
to the IMF, as over 60% is concessional debt.

poor business climate in Bangladesh, which
was ranked 168/190 in the World Bank’s Doing
Business 2020 report.

The main governance challenges will remain
poverty and development. The Rohingya refugee
crisis is a growing issue as the situation drags
on. Internationally, Bangladesh will continue to
focus on relations with China and India, although
claims on the Teesta River and migration issues
will hinder relations with India.
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COFACE ASSESSMENTS

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

9.5
6,283
BYR

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Belarusian ruble

TRADE EXCHANGES

Exports of goods as a % of total

I o
EURO AREA [ ] 16%
UKRAINE | 12%
UNITED KINGDOM [ | 9%
POLAND [ | 4%

Imports of goods as a % of total
RUSSIA I 5o
EURO AREA [ ] 13%
CHINA [ | 8%
UKRAINE ] 4%
POLAND ] 3%

« Strategically located between Russia and
the European Union with a well-developed
transport network: bridgehead for China’s

Silk Road
* Member of the Eurasian Economic U

o

nion

« Relatively well trained and skilled workforce

« Large industrial sector (26% of GDP)

« Little inequality and poverty is rare

*High energy and financial dependence

on Russia

« Low geographical and sectoral diversification

of exports

« Sensitive to the level of petroleum product
prices (purchase price negotiated with Russia)
« State plays a massive role in the economy

(56% of value added, 70% of GDP)

pluralism)
« Shrinking labour force

* Geographically isolated between NATO

and Russia

« Poor governance (high corruption, weak
legal system, institutional rigidity, lack of

* Hinsk
BELARUS

BELARUS

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 2.5 3.0 1.3 1.4
Inflation (yearly average, %) 6.0 5.6 5.8 5.5
Budget balance* (% GDP) -0.3 -1.3 -3.0 -2.0
Current account balance (% GDP) -1.7 -0.1 -2.3 -3.0
Public debt* (% GDP) 53.4 48.7 55.0 58.0

(e): Estimate. (f): Forecast. * Off-budget operations and secured debts of public enterprises included.

RISK ASSESSMENT

Weak growth exposed to influence

After peaking in 2018, growth has fallen back to a
low level, below its potential, which is estimated at
2%. In 2020, household consumption (53% of GDP)
is expected to be the most vigorous component.
However, if wages and pensions continue to head
upwards in the run-up to the presidential election
in August 2020, this increase will be partially
offset by inflation fuelled by rising food prices,
as well as by higher prices for services, including
regulated services, as a result of higher wages.
While credit is expanding because of the reduction
in the key interest rate (to 9.5% in October 2019),
which was made possible by the stabilisation of
inflation, the real rate remains high. In addition,
monetary policy’s effect on prices is limited by
high dollarization of the money supply (> 50%),
the persistently elevated share of directed credit
(28%) and the persistently small share of credit
in the economy (61% of GDP). Investment (26%
of GDP) is not expected to increase much: in
the case of the domestic portion (dominated by
the public sector), this will be due to budgetary
constraints; in the case of the foreign portion, it
will be because of uncertainty about the country’s
future relationship with Russia. External demand
for chemicals (potash fertilisers, plastics), oil, food
(dairy, beef and veal), agriculture (livestock and
cereals), steel, as well as trucks and construction
machinery will remain negatively impacted by
the poor health of the Russian economy and the
rest of Europe. There is also the possibility of
further untimely Russian embargoes, similar to
those placed on apples, meat and dairy products
in 2019. The growth outlook could worsen if the
impact of the change in Russia’s tax treatment of
hydrocarbon production is not offset. By 2023,
customs duties on Russian hydrocarbon exports
will have disappeared, offset by an increase in
extraction tax. As Belarusian imports of Russian
oil are largely exempt from these customs duties,
the switchover will be costly. Without adjustments
(under negotiation), growth will be reduced.
Overall, agriculture and retail trade should be in
the best shape, but these sectors represent only
7% and 12% of the economy respectively.

Public accounts burdened by a
massive and inefficient public sector

The election period makes it difficult to control
expenses. This, added to the impact of Russian
tax changes on the proceeds from re-exporting
oil products, could widen the deficit and increase
the debt, of which the foreign currency share
stands at 97%. Guarantees from central or local
government to state-owned companies (which
account for 31% of GDP and 28% of employment)
and banks (which hold 66% of banking assets)
alone are equivalent to 10% of GDP. The public
commercial sector is plagued by inefficiency

and government instructions that are not always
relevant. Consolidation of the public sector will be
difficult due to budgetary constraints, especially
since the State continues to wield its influence,
particularly by directing credit. Privatisation and
reorganisation projects, which are potentially
costly in terms of employment and popularity,
have been shelved, at least during the election
period, delaying the conclusion of a financial
programme with the IMF.

Fragile external accounts
influenced by Russia

The merchandise trade balance will remain
negative. Baltic States and Poland refuse to buy
power produced by the Astraviets nuclear power
plant. However, the start-up of the plant will be
accompanied by a decrease in gas imports. This
deficit will be offset by the surplus in services
related to the transit of goods and gas between
Russia and Western Europe. Accordingly, the
current account deficit will result from the income
deficit related to the payment of debt interest.
Even if foreign direct investment falls, it will still
finance the deficit. Repayment of the external
debt (65% of GDP), which is more or less equally
divided between the State and companies, will be
dependent on refinancing from Russia, which is
the main creditor despite a recent USD 500 million
loan from China. Foreign exchange reserves only
cover two months of imports, or three months
when gold is included. The external financing
requirement of 26% of GDP is sensitive to exchange
rate developments. The Belarusian ruble, which
operates under a managed float against a basket
of currencies (ruble, US dollar and euro), is not
immune to weakness, particularly in relation to the
Russian ruble. Finally, the absence of an agreement
with Russia would see the current account deficit
deepen from 2% in 2020 to 4% in 2023.

A President maintaining the balance
between Russia and the West

President Alexandr Lukashenko (65), in power
since 1994, was re-elected for the 5th time in
2015 and is expected to run again in August 2020.
In the November 2019 parliamentary elections,
candidates supporting him won all the seats
against a fragmented and unstable political
opposition. The President must deal tactfully
with Russia, while building relations with other
countries to reduce his dependence on Moscow.
He needs to obtain compensation to mitigate the
negative impact of changes to the way that Russia
taxes hydrocarbons, refinancing of the substantial
debt owed to Russia, a discount on the price of
gas, as well as a favourable price for the transit
of hydrocarbons. China’s use of the country as a
production and export base under its Belt and
Road initiative, and use of Chinese financing are
helping to diversify the country’s partners.
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COUNTRY RISK

BUSINESS CLIMATE

Al

POPULATION

Millions of persons - 2018 11 l4
46,696
EUR

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Euro

TRADE EXCHANGES

Exports of goods as a % of total

Y

GERMANY [ A
FRANCE [ ] 14%
NETHERLANDS [ ] 12%
UNITED KINGDOM [ ] 8%
UNITED STATES [ ] 5%
Imports of goods as a % of total
NETHERLANDS | D
GERMANY [ ] 13%
FRANCE [ ] 9%
UNITED STATES ] 7%
IRELAND [ ] 5%

* Optimal location between the United

Kingdom, Germany and France
organisations and global groups

o

and Zeebrugge, canals, motorways

* Well-trained workforce through vocational

education, multilingualism

« Presence of European institutions, international

« Ports of Antwerp (second-largest in Europe)

« Political and financial tensions between

Flanders and Wallonia

« Complex institutional structure and multiple

administrative levels

Q = 84% of GDP)

« High structural unemployment

* Heavy public debt

* Tight housing market

« Saturated transport infrastructure

« Highly dependent on the Western European
economy (exports of goods and services

« Exports concentrated on intermediate products

I $ COUNTRY PROFILES

) Brussels ¢

4

b BELGIUN J'J

FRANCE

,_ (uneeoms

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 2.0 1.5 1.2 1.2
Inflation (yearly average, %) 2.2 2.3 1.3 1.3
Budget balance (% GDP) -0.8 -0.7 -1.3 -1.4
Current account balance* (% GDP) 1.2 -1.0 -0.9 -1.0
Public debt (% GDP) 101.8 100.0 99.3 99.1

(e): Estimate. (f): Forecast. *Including grants.

RISK ASSESSMENT

Growth to hold up in 2020 thanks
to household consumption

Growth is expected to be resilient in 2020,
supported by strong domestic demand, parti-
cularly household consumption, which is set
to accelerate amid low unemployment (5.5%
in August 2019) and resulting wage increase.
Household disposable income, which has been
supported since 2016 by a phased-in reduction
in income tax through changes to tax brackets
conducted as part of a “tax shift”, will get a
final boost as the 40% bracket is widened at
the expense of the 45% bracket. However,
consumption may be curbed, to the benefit of
savings, if household confidence continues to
deteriorate in 2020. While production constraints
remain high (81% capacity utilisation rate in
the third quarter of 2019), the reduction in
the corporate tax rate from 29.58% to 25%
will only partially translate into an increase in
investment, due to the unfavourable European
economic situation and waning business
confidence. In addition, the impasse in the
negotiations to form a government following
the May 2019 federal parliamentary elections,
precludes any new measures and has forced the
caretaker government to repeat the 2019 budget.
However, resilient domestic demand should make
it possible to offset the difficulties caused by
the unsupportive international environment.
In a context of weak growth among the main
Eurozone partners, particularly Germany (18%
of total exports), exports will continue to cool.
At the same time, with strong household
consumption driving imports, the contribution
of foreign trade may even turn negative in 2020.

A budget conditional on the
formation of a new government

Pending the formation of a new government,
the caretaker government operates using only
a budget based on monthly tranches, each
of which is one-twelfth of the 2019 budget.
However, after widening significantly in 2019,
the government deficit will continue to dete-
riorate, due to further corporate and income
tax cuts planned in the last phase of the tax
shift. Resilient economic activity and low
unemployment will contribute to revenues, but
not enough to prevent a deterioration in public
finances in 2020. Accordingly, in the absence
of a new government and fiscal corrections,
which the European Commission requested
in October 2019, public debt will decline slowly,
thanks to very low interest rates, while remaining
very high.

In addition, the current account will remain in
deficit in 2020, reflecting the deterioration in
the trade balance. After a three-year hiatus,
the goods balance has been in deficit again
since 2018. Meanwhile, the services surplus
has evaporated since 2010, mainly due to the
growing deficit in business services (consulting,
R&D). In addition, the income deficit has widened
steadily in recent years, in line with the growing
gap between dividends from foreign investments
in the country and the much lower dividends
from Belgian investments abroad. However, as
during the last two years, foreign investment
should comfortably be able to finance the
resulting current account deficit.

An impossible coalition?

Following the resignation of Prime Minister
Charles Michel in December 2018 due to the
departure of the Flemish Nationalists (N-VA)
from the governing coalition, the triple elections
(federal, regional and European legislative elec-
tions) held in May 2019 left the country with an
even more fragmented political landscape. All
the major political parties emerged from the
elections weakened. While the N-VA won only
25 seats out of 150 in the Chamber of Deputies
(down 8 seats), this did not benefit any of the
other main parties, namely the leftist Socialist
Party (PS, French-speaking, 20 seats, down
3), the prime minister’'s Reformist Movement
(centre-right, French-speaking 14 seats, down
6), the Flemish Christian Democrats (12 seats,
down 6) and the Liberals (Dutch-speaking,
12 seats, down 2). However, parties at both
ends of the political spectrum, namely the
PTB (far left, unitary) and, above all, the VB
(extreme right-wing, separatist), recorded huge
surges, climbing from 2 to 12 seats and from
3 to 18 seats respectively. Early January 2020,
after the failure of the negotiations between the
N-VA and the PS, special advisors commissioned
by the king to identify possible coalitions to
form a government were not ruling out any
configuration between all the parties sitting in
the Chamber of Deputies, with the exception
of the PTB and the VB, but had still not found a
way out of the crisis. As a result, the country is
heading towards new elections or, failing that, a
potential new record, beating the 541 days spent
without a government in 2010/2011. Whatever
the king's decision, political instability seems
destined to continue, as the landscape is so
fragmented and that there is also a growing
divergence between Flanders, which is leaning
increasingly towards the right, and Wallonia,
which is moving left.
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PAYMENT & DEBT COLLECTION PRACTICES IN BELGIUM

Payment

Bank transfers (SEPA & SWIFT) and electronic
payments are the most frequently used methods
of payment for businesses.

Cheques are seldom used and only in certain
sectors (e.g. transport, fruit and vegetable
wholesale). As cheques no longer benefit from
a guarantee from the issuing bank, the cheque
issuer’s account needs to contain sufficient funds
in order to be for the cheque to be cashed.
Issuing a cheque with insufficient funds is a
criminal offence.

Bills of exchange are no longer used for payment
in Belgium, except in certain sectors and in
international transactions.

Payment defaults are no longer recorded in the
Moniteur belge (MB, Belgian Official Journal), but
they can be consulted on the National Chamber
of Bailiffs’ website, where data is available to
banks and professional organisations.

Debt Collection

Amicable phase

There are no special provisions for out-of-court
debt recoveries between businesses. Creditors
should attempt to gain payment from debtors
by sending written reminders. Before beginning
legal action against a debtor company, it is
often worthwhile asking a lawyer to check the
database of seizures.

Legal proceedings

Judgments are normally delivered within 30 days
after closure of the hearings. A judgment is
rendered by default in cases where debtors
are neither present nor represented during
the proceedings.

Fast track proceedings

This procedure is rarely used in business-to-bu-
siness cases, and cannot be implemented when
the debt is disputed. A 2016 law implemented a
new set of procedural rules, creating an out-of-
court administrative procedure for non-disputed
debts. When an order of payment has been
issued, the debtor has a month to pay the
amount. If the debtor refuses, the creditor can
request a bailiff to issue a writ of execution.
Moreover, under the new rules, lodging an appeal
against a judgment will no longer suspend the
enforceability of this judgment. Consequently,
even if the debtor starts appeal proceedings,
the creditor will be able to pursue the recovery
of the debt.

Retention of title clause

This is a contractual provision stipulating that
the seller retains title of goods until receipt of full
payment from the buyer. Unpaid creditors can
make claims on goods in the debtor’s possession.
It therefore follows that the retention of title
clause is enforceable in all situations where
creditors bear losses arising from insolvencies,
whatever the nature of the underlying contract.
When goods sold under retention of title are
converted into a claim (after a sale), the seller-
owner’s rights referring to this claim (the selling
price) are known as real subrogation.

Ordinary proceedings before
the Commercial Court

All disputes between companies can be tried by
the Commercial Court in Belgium. In cases of
cross-border claims using European legislation,
a European execution for payment proceedings
can be enabled. Claimants also have recourse
to European small claims proceedings.

Summon on the merits

The bailiff assigns the debtor a court date for
the introduction of the case. If discussions do
not take place, judgement will follow within four
to six weeks. If there are discussions pending,
parties need to put their intentions in written
conclusions. After judgement, there is a possibi-
lity to appeal - if no appeal is filed, the execution
will follow through the bailiff.

Attachment procedure

This judicial proceeding is conducted for the
benefit of only one party (ex parte). There
are three essential conditions to proceed with
an attachment:

urgency of the measure;

prior authorisation of the judge is required to
lay a conservatory attachment;

the debt must be certain, collectable and
liquid.

A debtor may request the cancellation of the
attachment if it has been unjustly imposed.
However, once an attachment has been imposed,
it remains valid for a period of three years.
Subsequently, a conservatory attachment may
be transformed into an execution order.

Enforcement of a Legal Decision

A judgment becomes enforceable once all
venues of have been exhausted. If the debtor
refuses to execute payment, a bailiff can attach
the debtor’s assets or obtain payment through
a third party (Direct Action).

NUMBER OF CORPORATE FAILURES

—
M Total Estimate (e) / forecast (f)
14,000 —
10.9%
12,000 —
10,710
10,000 —

8,000

6,000

4,000

2,000

2012 2013

2014 2015

Source: Statistics Belgium, Coface.

2016 2017 2018

BELGIUM

Foreign awards can be recognised and enforced
in Belgium, provided that various criteria are
met. The outcome will vary depending on
whether the award is rendered in an EU country
(in which case it will benefit from particularly
advantageous enforcement conditions), or a
non-EU country (for which normal exequatur
procedures are applied).

Insolvency Proceedings

Bankruptcy proceedings

Debtors can file for bankruptcy when they
have ceased making payments for some time,
or when the creditor’s confidence has been
lost. If bankruptcy is granted, creditors must
register their claims within the time prescribed
in the court’s insolvency declaration. Failure to
do so on the part of a creditor will result in the
cancellation of their priority rights. The court
then appoints a trustee, or official receiver, to
verify the claims. The retention of title clause
can be cited by the creditor, in order to claim
his property.

Since 2017, submissions of claims where
bankruptcy procedures are involved must be
made electronically, via the Central Solvency
Register (www.regsol.be), which records all
bankruptcies over the last 30 years.

Judicial restructuring process

The judicial restructuring process (réorganisation
Jjudiciaire), designed to reorganise a company’s
debts with its creditors, can be granted by the
court upon request of any debtor facing financial
difficulties that threaten its continued business
in the short- or medium-term. The debtor makes
a reasoned application to the Registry of the
Commercial Court in order to be granted an
extended period to pay the debt. This extended
period is normally set at six months, during which
the debtor must propose a reorganisation plan
to all of its creditors.

Outstanding creditors (those whose claims arose
before the commencement of the extended
period) cannot begin any execution procedure
for the sale of real or personal property of
the debtor, but can request enforcement of
their retention of title clause. Nevertheless,
the extended period does not prevent the
debtor from making voluntary payments to
any the outstanding creditors. In addition, the
extended period does not benefit co-debtors
and guarantors, who are still required to meet
their commitments.

Yearly growth

— 15.0%
10,600 10875 — 10.0%
2.6% — 5.0%
— 0.0%
— -5.0%
— -10.0%

-15.0%

2019 (e) 2020 (f)
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COFACE ASSESSMEN

COUNTRY RISK

o

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2018

0.4
4,862
BLZ

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Belizean dollar

TRADE EXCHANGES

Exports of goods as a % of total

UNITED KINGDOM D
UNITED STATES [ ] 23%
EURO AREA ] 14%
JAMAICA [ ] 8%
BARBADE [ | 5%
Imports of goods as a % of total
UNITED STATES I -
CHINA [ ] 12%
MEXICO [ ] n%
GUATEMALA [ ] 7%
PANAMA | 3%

« Tourism potential

to regional peers
« Support from international lenders

« Highly competitive tourism industry compared

« Poor fiscal health
« Undiversified exports

o
-

« Crime

* Underdeveloped manufacturing sector
 Agricultural sector exposed to natural disasters

COUNTRY PROFILES

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 1.4 3.0 2.0 1.7
Inflation (yearly average, %) 1.1 0.3 0.4 1.0
Budget balance (% GDP) -3.9 -0.3 -0.4 -0.8
Current account balance (% GDP) -7.7 -7.9 -6.1 -6.5
Public debt (% GDP) 93.3 93.6 94.2 91.8

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Weaker growth among the
country’s main trading partners
will weigh on activity

Growth is expected to slow further in 2020, after
slackening initially in 2019. Given the importance
of agricultural and tourism exports, activity
will be affected by feebler growth among the
country’s main partners. With 70% of tourists
coming from the United States, the increase in
the number of flights between the two countries
since the beginning of 2019 is not expected to
offset the effects of slower activity in the United
States. Nevertheless, tourism should continue
to attract foreign direct investment, particularly
in infrastructure, following the establishment
of large hotel chains. On the agricultural front,
the sector is expected to rebound, mainly due
to a base effect after the prolonged drought
in 2019, which severely affected harvests (corn
and sugar cane). However, the extent of the
recovery should be limited by the lower activity
in the United States and the United Kingdom,
the main destinations for exports in the sector.
Construction is expected to benefit from the
infrastructure development included in the
2019/2020 budget plan (Capital Il plan). Public
consumption is expected to remain moderate,
limited by fiscal consolidation efforts. Private
consumption will benefit from the low level of
inflation, supported by the Belizean dollar’s
peg to the US dollar. However, the rising unem-
ployment rate, which stood at 9.4% at the end
of 2018, and tax increases will limit growth in
this regard.

A heavy public debt burden
and a fragile external position

Despite boasting a revenue-to-GDP ratio that
is higher than the regional norm, Belize conti-
nues to have a significant level of public debt,
amounting to 94% of GDP at the end of 2018.
An agreement with external private creditors in
March 2017 allowed USD 526 million in sovereign
bonds to be restructured to reduce debt service.
As part of the agreement, the government
committed to maintaining a primary surplus of
at least 2% over the next three years. It achieved
its target in 2018/2019, but in 2019/2020 the
surplus is set to fall short of expectations owing
to weaker than predicted economic activity and
higher spending on wages and infrastructure.
As the November 2020 elections approach, the
increase in pension contributions introduced in
July 2019 may not be enough to achieve the
equilibrium objective of a 4% primary surplus
in the medium term. Accordingly, to finance its
infrastructure plan, the government is relying

on assistance from international development
partners (World Bank Group, Inter-American
Development Bank and Caribbean Development
Bank), as well as Taiwan's participation in road
projects. External public debt amounted to 66%
of the total at the end of 2018.

In addition to suffering from poor fiscal health,
the country also has to cope with considerable
external imbalances linked to the substantial
goods deficit (20% of GDP), which is in turn
largely due to the weak manufacturing sector.
With cheap oil deliveries through the PetroCaribe
alliance ending as a result of the crisis in
Venezuela, this trade balance is under additional
strain, compounding the pressure already on it
via agricultural exports (cane sugar, citrus fruits),
which are highly exposed to climatic risks and
therefore volatile. This deficit is not fully offset
by the services surplus, which is mainly due
to tourism activities. As a result, the current
account continues to show a deficit, and the gap
is expected to widen in 2020 against a backdrop
of weaker agricultural and tourism exports. The
deficit will not be entirely financed by foreign
direct investment, which is slowing, putting the
already low foreign exchange reserves under
pressure. Equivalent to 3.6 months of imports
at the end of 2018, the reserves were exhausted
by the court-ordered payment made at the end
of 2017 in compensation for the nationalisation
of Belize Telemedia Limited.

A little time now before
new developments

After announcing that he was leaving his post
before the end of his term for health reasons,
Prime Minister Dean Barrow finally reversed his
decision. As a result, power struggles within his
United Democratic Party have eased, but are
likely to resume as the November 2020 elections
approach, because the constitution prohibits
Mr Barrow from running for a fourth term. Tax
reforms and the fight against drug trafficking
will likely be the government's priorities until the
elections. Improving the business environment
will also remain one of the main challenges, a
process initiated with the adoption of a new
law to promote an adequate level of economic
substance for companies paying their taxes in
the country and thus comply with the European
Union’s tax transparency requirements.

In terms of international affairs, the main issue
remains the border dispute with Guatemala,
which claims half of Belize's territory. In May 2019,
55% of Belizeans voted in favour of using the
International Court of Justice (ICJ) to settle the
dispute, following Guatemala's approval of such a
settlement in a referendum in 2018. These votes
have allowed the two countries to engage in a
reconciliation process.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

1.5
1,242
XOF

GDP PER CAPITA
US Dollars - 2018

CURRENCY
CFA franc (WAEMU)

TRADE EXCHANGES

Exports of goods as a % of total

BANGLADESH I ;-
INDIA ] 18%
VIETNAM [ ] 10%
NIGERIA [ ] 8%
CHINA I 8%
Imports of goods as a % of total
EURO AREA I o
THAILAND ] 14%
INDIA ] 12%
TOGO ] 9%
CHINA [ ] 8%

« High growth potential, low inflation

« Significant international financial support

(ODA, HIPC, MDRI)

« Strategic position (access to the sea for

hinterland countries)

« High poverty

« Narrow and volatile export base (dependent

on cotton price fluctuations)
« Erratic electricity supply

regulation

Nigeria's economic policy decisions

« Terrorist threat from neighbouring Nigeria

and the Sahel

* Low bank profitability, low government

revenues

« Governance gaps: corruption, rule of law,

* Impact on activity and tax revenues of

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 5.8 6.7 6.7 6.7
Inflation* (yearly average, %) 0.1 1.0 1.7 2.0
Budget balance (% GDP) -5.9 -4.0 -3.0 -2.5
Current account balance (% GDP) -10.0 -8.3 -7.8 -7.1
Public debt (% GDP) 54.3 56.1 54.1 52.0

(e): Estimate. (f): Forecast. *Including grants.

RISK ASSESSMENT

The Revealing Benin programme
is boosting growth

In 2020, growth is set to continue on its
favourable trajectory, supported in particular by
continued implementation of the Revealing Benin
development plan, which foresees investments
worth USD 15 billion over five years (2016/2021).
Flagship projects such as the new international
Glo-Djigbé airport and the extension of the
port of Cotonou will continue to drive public
investment. Private sector participation in
investment is also set to be enhanced via
the adoption of a PPP law (2017), reforms to
improve the business environment, including
the restructuring of the Investment and Export
Promotion Agency, and the introduction of a
new investment code (2018). Cotton production,
which accounted for about 30% of exports in
2018, is expected to continue to increase in
2020, benefiting from reforms in the sector
and efforts to improve yields. Higher agricultural
yields should continue to boost export flows.
However, these flows are likely to suffer from the
partial closure of the border with Nigeria, with
trade between the two countries accounting
for 20% of GDP. Remittances from expatriate
workers are expected to remain sluggish, with
a significant downside risk connected with the
weaker Nigerian economy. This situation may
affect the strength of private consumption.
That said, private consumption will be helped
by low inflation, which should remain below the
3% threshold set by WAEMU despite a probable
increase in the price of imported products.

Approaching compliance with
WAEMU convergence criteria

In 2020, according to the approved budget,
the budget deficit will amount to 1.8% of GDP,
as the country continues efforts to reduce the
deficit in order to meet the WAEMU deficit
convergence criterion of 3% of GDP. However, we
do not believe that the objective will be achieved.
Fiscal consolidation efforts are set to continue
in line with the authorities’ commitments under
the Extended Credit Facility provided by the
IMF in April 2017. These efforts include further
rationalisation of current expenditure to free up
resources for capital investment expenditure.
These will be accompanied by a program to
improve the efficiency of public investment,
which will continue to be rolled out in 2020.
The scrapping of certain tax shelters and steps to
modernise the tax administration should improve
revenue collection. Fiscal consolidation should
also help to curb the rapid run-up in public debt,
particularly in the regional market, which has

been used to finance public investment in recent
years. For the first time, in March 2019, the State
issued Eurobonds in an amount of €500 million
at 5.76%, increasing the fully public external debt
from 26.5% of GDP in 2018 to 31.9% in 2019.

The current account deficit is expected to keep
narrowing in 2020, supported by a reduction in
the goods and services deficit (10.6% of GDP in
2018), with exports continuing to grow thanks
to the rapid increase in cotton production and
strong Chinese demand. However, the balance is
expected to continue to show a deficit, burdened
by alarge import bill due to demand for foreign
capital goods and services. Transfers, both
public and private (2.5% of GDP in 2018), will
be nowhere near enough to offset this deficit,
especially as they may shrink owing to the
situation in Nigeria. Concessional government
loans, FDI and grants will continue to finance
most of the deficit.

Persistent political tensions

Following the legislative elections in April 2019,
just two parties, the Progressive Union and the
Republican Bloc, both of which had ties to the
President, formed the Parliament. Because of
controversial reforms to the electoral code, which
tightened the requirements for standing as a
candidate in the legislative and presidential elec-
tions, no opposition party was able to register
in time. Opposition parties claimed that they
were the victims of an administrative obstruction
that had no other purpose than to eliminate
them from the race. While the 83 newly elected
deputies should support President Patrice Talon,
the historically low voter turnout calls the legiti-
macy of this eighth legislature into question and
reflects the collapse in the President’s popularity.
According to the National Autonomous Electoral
Commission (CENA), only 23% of registered
voters cast ballots, and most observers consider
even this figure to be quite inflated. Severe
post-election tensions have punctuated political
and social life. Several people have died, and
at one point the army surrounded the home of
former President Thomas Boni Yayi (2006/2016),
who is the current President’s main opponent. In
the end, Mr Boni Yayi was evacuated to France
for health reasons, after mediation by several
heads of state. Tensions are expected to persist
in the lead-up to local elections in March 2020.
President Talon has set up a political dialogue
to address the unrest, but several opposition
parties have not been invited to take part in
the initiative.

In the regional context, Benin faces a very real
terrorist risk, illustrated by the kidnapping of
two French nationals in the north of the country
by terrorist groups operating in the Sahel. They
were found by the French army in northern
Burkina a few days later.
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COFACE ASSESSMEN

COUNTRY RISK C

BUSINESS CLIMATE B

I $ COUNTRY PROFILES

POPULATION
Millions of persons - 2018

1.4
3,565
BOB

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Boliviano

TRADE EXCHANGES

Exports of goods as a % of total

BRAZIL D o
ARGENTINA ] 16%
EURO AREA [ ] 8%
INDIA [ ] 8%
JAPAN [ ] 7%
Imports of goods as a % of total
CHINA I >
BRAZIL ] 16%
ARGENTINA [ ] 12%
EURO AREA [ ] 10%
PERU [ ] 7%

« Substantial mineral resources (gas, oil, zinc,
silver, gold, lithium, tin, manganese) and
agricultural resources (quinoa)

* World’s 15t largest exporter of natural gas

* Membership of the Andean Community and
associate member of Mercosur

« Tourism potential

« Currency pegged to the US dollar

o

« Economy is underdiversified and dependent
on hydrocarbons

«Underdeveloped private sector; high
dependence on the public sector

« Landlocked

« Large informal sector

« Insecurity, drug trafficking, corruption

« Risk of social unrest; highly polarised country

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 4.2 4.2 2.6 1.0
Inflation (yearly average, %) 2.8 2.3 1.7 3.0
Budget balance (% GDP) -7.8 -8.1 -7.8 -7.5
Current account balance (% GDP) -4.9 -4.9 -5.0 -4.1
Public debt (% GDP) 51.3 53.9 57.7 59.7

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Growth slowdown amplified
by social tensions

While the main drivers of Bolivian growth
had already begun to decelerate, the poli-
tical crisis triggered in the aftermath of the
October 2019 presidential elections will amplify
the slowdown in 2020. The decline in natural gas
demand from Argentina and Brazil, which receive
98% of exports, is expected to gather speed.
Demonstrations at the end of 2019 specifically
targeted gas production sites, curbing the
already declining production and preventing
Bolivia from meeting its quotas. The drop in
Bolivian gas supplies has led both partner
countries to further step up their use of domestic
gas. Moreover, 2019 growth came in below the
4.5% threshold, meaning that, for the second
year running, salary bonuses equivalent to two
months’ salary and awarded to any formal sector
employee (public and private) at the end of the
year, were not paid. Private consumption is likely
to be affected by this, while household confi-
dence has been severely dented by the protest
movements and the uncertain political transition.
Public consumption, which has been very high
in recent years owing to implementation of the
Plan Nacional de Desarrollo Econdmico y Social
investment programme, worth USD 48.6 billion
over 2016-2020, is also expected to slow with
the mounting uncertainty, while project delivery
delays are building up already. Private investment
will also be affected by the credit crunch, a trend
that will be accentuated by the slowdown in bank
deposit growth in 2019 and the rise in non-per-
forming loans, which has gathered pace with
the unrest (+6.8% in October 2019 compared
with September). Destruction of infrastructure,
including roads and gas pipelines, during the
clashes is also expected to weigh on activity,
while the construction sector is set to suffer
from the downturn in public works activity.
The agricultural sector is expected to feel the
after-effects of forest fires in the third quarter
of 2019.

Deficits dictated by gas revenues

The fall in gas production, which generate 30%
of the State’s revenues, will constrain public
finances. Public accounts are already under
pressure owing the large investment plan rolled
out between 2016 and 2020. With social tensions
running high, a sharp spending cut is unlikely
given the risk of stoking popular discontent.
The USD 100 million loan taken out with the
Latin American Development Bank (CAF) in
October 2019 for budget support highlights
these difficulties. Public debt, although rising,
is expected to remain sustainable, with the
external share representing only 24.5% of GDP
as of June 2019.

The current account deficit, although still high, is
expected to decline. Goods exports, which are
largely dominated by gas, other hydrocarbons
and ore, are expected to be adversely affected by
the renegotiation of the agreement with Brazil and
Argentina. The supply agreement with Brazilian
company Petrobras expired in January 2020, and
negotiations for a new agreement are expected to
result in a decrease in Bolivian exports in favour of
Brazilian gas. Higher zinc and gold prices should
offset some of this decline. The slowdown in
imports, caused by weaker domestic demand,
and the slowdown in public works, which will
curtail demand for intermediate goods, will help
to reduce the trade deficit. This deficit will be
partially financed by expatriate remittances (3.5%
of GDP at the end of 2018), despite the slowdown
in host countries (Argentina and Spain). With FDI
at very low levels, the current account deficit will
be financed by the foreign exchange reserves,
which are already significantly reduced, having
fallen from USD 8.9 billion to USD 6.9 billion
between the end of 2018 and October 2019. The
exchange rate regime, which features a crawling
dollar peg, is likely to increase the pressure on
these reserves.

Tensions heightened by deep
divisions within the country

After losing a 2016 referendum proposing to
remove the two-term presidential limit, Evo
Morales, President since 2006 and a member
of the Movimiento al Socialismo (MAS) party,
obtained authorization from the Supreme
Court to run in the October 2019 presidential
elections. He declared himself the winner after
the first round against Carlos Mesa, former
President and candidate for centre-left coalition
Comunidad Ciudadana. This declaration, after
a non-transparent count, sparked off a crisis.
After an audit by the Organization of American
States found major irregularities, Mr Morales
was forced to resign under pressure from the
army and opposition protests. Jeanine Anez,
second vice-President of the Senate and face
of the right-wing opposition, declared herself
interim President without obtaining approval
from parliament, which was boycotted by MAS
representatives. This was followed by violent
clashes between Morales’ supporters and the
army, leading to several dozen deaths. The interim
government and a number of pragmatic MAS
members reached a deal to hold elections within
120 days of the appointment of a new electoral
authority, temporarily easing the tensions. Neither
Mr Morales nor his Vice-President Alvaro Garcia
Linera, is allowed to run. The climate will remain
highly polarised until the new elections, with
indigenous communities fearing a clawback of
recently acquired rights. On the international
scene, the interim government has ripped up
its existing partnerships, leaving the Bolivarian
Alliance with Cuba and Venezuela to move closer
to the United States and Israel.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

3.5
5,755
BAM

GDP PER CAPITA
US Dollars - 2018

CURRENCY
Bosnia and Herzegovina
convertible mark

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I -
CROATIA [ ] 12%
TURKEY | 3%
HUNGARY ] 2%
CZECHIA | 2%

Imports of goods as a % of total

EURO AREA |
CROATIA [ ] 10%
CHINA [ | 7%
RUSSIA [ ] 5%
TURKEY [ | 5%

* Regular growth

« Significant transfers from expatriate workers

« Stabilisation and Association Agreement
with the EU with pre-accession funds

« Tourism (11.7% of employment and 10.2% of
GDP, directly and indirectly) and hydroelectric
potential (already 35% of electricity produced)

o

« Institutional, regulatory, economic and
community fragmentation (50% Muslim
Bosnians, 33% Orthodox Serbs and 15%
Catholic Croats)

« Lack of public investment (local transport,
education, health) with only 2% of public
expenditure

« Low diversity and low added value of exports

« Corruption, clientelism, administrative delays

« High emigration estimated at 50,000 people
per year

« Large informal sector, low labour force
participation (42%), high youth unemployment
(34%)

BOSNIA AND HERZEGOVINA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.2 3.6 2.8 3.0
Inflation (yearly average, %) 2.8 1.4 0.8 1.0
Budget balance (% GDP) 2.6 2.2 -0.6 0.6
Current account balance (% GDP) -4.7 -4.3 -4.5 -5.0
Public debt (% GDP) 37.7 35.6 33.0 32.0

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Activity supported
by domestic demand

Domestic demand will again underpin moderate
growth in 2020. Household consumption will
remain strong, driven by real wage increases,
remittances from expatriates and growth in
reported employment as a result of the decline
in the informal sector and job creation across all
sectors. Credit will grow strongly again (approxi-
mately +7% in 2019), with doubtful loans (8% of
the outstanding amount) continuing to decline.
The rise in tourism from neighbouring countries
will benefit the population through retail trade.
Investment in infrastructure (roads, railways,
energy) and agriculture, but also to improve
the administrative and business environment,
owes a great deal to funding from the EBRD
(€700 million over 2018/2020, in partnership
with the private sector) and the European Union
(€315 million over 2018/2020), and could be
accelerated if the IMF releases its credits. Less
than one-third of the IMF’s Extended Credit
Facility (USD 623 million for 2016/2019) has been
disbursed so far. One of the conditions was met
with the adoption of a reform programme, but
by the end of 2019, a central government and
a Bosnian-Croat government had not yet been
formed, even though the elections were held in
October 2018. The value of investments on hold
because of the political problems is estimated
at €1 billion. Meanwhile, private investment,
both domestic and foreign, will remain modest
due to persistent institutional weaknesses and
a poor business environment that will not be
offset by low labour costs. The contribution of
trade to growth is expected to be zero. Exports
of ore (coal, corundum, and carbonates), wood,
aluminium, furniture, machinery, electrical cables,
metal parts and footwear may be affected by
weakness in their main markets and pressure
on prices, while imports will be supported by
domestic demand. That said, agri-food and
electricity sales are benefiting from the expansion
of trade with the EU.

Balanced public accounts,
but a current account deficit

Overall, the public accounts of the country’s three
constituent entities (the central government,
the Bosnian-Croat Federation and the Serb
Republic) are expected to remain balanced in
2020. However, in the absence of a budget since
2019, due to blocking by the Serbian co-President,
the central government is operating based on the
2018 budget. It is largely financed by a share of
VAT income (40% of the country’s tax earnings),
which increases in line with activity. Expenses
are contained. A balanced budget and moderate
growth will be sufficient to reduce the burden
represented by the country’s modest debt, 74% of

which is held by external creditors, mainly public,
multilateral or bilateral. Debt is divided between
the Bosnian-Croat Federation (52%) and the Serb
Republic (47%), but given the respective GDPs, the
latter has a higher debt-to-GDP ratio. While the
public accounts appear to be in acceptable shape,
the way that their management is fragmented
between the central government and the other
two entities, the future cost of pension and health
systems, and poor governance at the country’s
around 500 state-owned companies, half of which
survive thanks to public aid, may lead to some
nasty surprises.

In 2020, the current account deficit could widen
under the influence of the trade deficit (23%
of GDP in 2019). Expatriate remittances (8%),
pensions from abroad (4%) and the surplus in
services (7%) related to tourism, transport and
outward processing will, as usual, partially offset
the trade deficit. FDI (3% of GDP) and international
financing, mainly from public sources, will make
it possible to balance the balance of payments,
while maintaining foreign exchange reserves at a
level equivalent to 7.5 months of imports.

Institutions held hostage
to community allegiances

The 1995 Dayton Agreements divided Bosnia
and Herzegovina into two autonomous entities:
the Bosnian-Croat Federation of Bosnia and
Herzegovina and the Bosnian Serb Republic,
plus the district of Br¢ko, which is managed by
the central government. The central government
is led by a collegial presidency representing
the three “constituent peoples”, which rotates
every 8 months. The constitution assigns very
few powers to the central government, which
is responsible for foreign and monetary policy,
customs duties, VAT, transport and defence.
Even these powers are difficult to manage, as
each component has blocking powers within
the central parliament. Bosnians are trying to
strengthen the central government, Croats want
autonomy, while Serbs question the country’s very
existence. The presidential and legislative elections
of October 2018 again played out along ethnic
lines, putting nationalist parties in charge. The
presidency must appoint the council of ministers,
but the Croatian and Bosnian members are
making the appointment of one of their Serbian
colleague’s candidates conditional on his agree-
ment to build ties to NATO, which he has refused
to give on the grounds of Serbian neutrality. In
return, Serbs are blocking the central parliament.
A central government may be formed in 2020,
perhaps before the October municipal elections.
For now, management has been entrusted to a
caretaker government led by the Speaker of
the House of Representatives. Nevertheless,
in November 2019, the Serb Republic and the
Bosnian-Croat Federation agreed on a four-year
reform programme, which is a prerequisite for
applying for EU candidate status and resuming
relations with the IMF.
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BOTSWANA

COFACE ASSESSMENTS

POPULATION
Millions of persons - 2018

2.3
7,973
BWP

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Botswana pula

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D 2+
INDIA [ ] 17%
uniTeb ARAB EMIRATES [ 12%
SINGAPORE [ ] 1%
SOUTH AFRICA [ ] 9%
Imports of goods as a % of total
SOUTH AFRICA I s+
NAMIBIA [ ] 8%
CANADA B 7%
EURO AREA [ ] 5%
INDIA ] 3%

« Abundant natural resources (especially

diamonds)
« Low public and external debt
« Substantial currency reserves

o

environment rankings

* Member of the Southern Africa Customs

Union (SACU)

« Political stability and level of governance put
the country in the top tier of sub-Saharan
African countries in international business

* Dependent on the diamond sector (more

than 90% of exports)
distribution of water and electricity)

stuck at a relatively high level

« Insufficient infrastructure (production and

* Inequality and high unemployment. Poverty

A

© BOTSWANA

COUNTRY PROFILES

Ve
Lt J

1--».

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 2.9 4.5 4.2 4.3
Inflation* (yearly average, %) 3.3 3.2 3.0 3.5
Budget balance** (% GDP) -1.1 -3.2 -3.9 -2.0
Current account balance (% GDP) 5.4 1.9 2.6 2.2
Public debt (% GDP) 13.7 13.8 14.8 12.4

(e): Estimate. (f): Forecast. * Fiscal year from 1%t July - 30* June. ** Fiscal year from 15t July - 30t June. 2019 data: FY18-19.

RISK ASSESSMENT

Mining industry to drive growth

Growth, mainly linked to the extractive industries
(25% of GDP), will remain strong in 2020, driven
by the gradual increase in diamond production
and the ramp-up of several copper mines.
Debswana, a partnership between De Beers, a
UK group, and the government, is forecasting
an increase in production at the Orapa mine,
which is the country’s largest. The start of
the USD 2 billion Cut-9 project to extend the
life of the Jwaneng mine (one of the highest
value mines in the world) will also encourage
the development of related activities, such as
construction and services. These various projects
will be financed mainly by foreign private inves-
tors. Private investment will also be supported
by the accommodative monetary policy of the
Central Bank of Botswana, which includes a low
borrowing rate (4.75% since September 2019,
the lowest ever). The government aims to
pursue its policy of economic diversification
and will continue to spend on education, health
and the construction of roads and electricity
infrastructure. However, public investment will
be contained, with the reinvestment of mining
revenues limiting the possibility of spending,
which, combined with the high unemployment
rate (18% in 2018) and the pick-up in inflation,
will squeeze household purchasing power.
Agriculture (mainly subsistence farming,
employing nearly a quarter of the population)
is expected to do well, with the FAO forecasting
heavy rainfall for the 2020 season (after the
exceptional drought of 2018/2019).

Fiscal imbalance and
current account surplus

The budget deficit is expected to decline in 2020,
as fiscal policy becomes more cautious again
after increased spending in 2019 in connection
with the pre-election period. Revenues from the
mining industries (one-third of the total) are
set to decrease due to their reinvestment in
the Cut-9 project. Customs revenues paid by
the SACU (a quarter of revenues) will likely be
weaker, owing to low growth in South Africa.
While efforts to modernise tax administration
and more efficient tax collection could increase
revenues, budget consolidation will come mainly
from reduced public investment.

The chronic current account surplus is expected
to decline due to a widening trade deficit. The
slowdown in global demand, particularly in the
US and Chinese markets, will depress diamond
exports (90% of goods exports), while capital
goods imports will continue for projects related
to the mining industry. The balance of services
is largely in surplus thanks to tourism (15% of
total exports). Transfers from the SACU (9% of
GDP) could decline. Thanks to the favourable
external situation, the country has high foreign
exchange reserves (more than ten months of
imports in 2018). The remaining reserve surplus,
after the central bank has withdrawn what it
needs for its activity, is transferred to the Pula
Fund, a sovereign fund created in 1994, which
finances a large part of the budget deficit. As
a result, the use of domestic and external debt
will remain limited and debt will remain low,
as will its external portion (15% in 2017, almost
exclusively from multilateral creditors).

Political continuity after
the parliamentary elections

The Botswana Democratic Party (BDP),
which has been in power since the country’s
independence in 1966, won 56% of the votes
in the October 2019 parliamentary elections,
representing 38 of the 57 seats in the National
Assembly. The opposition, represented by the
Collective for Democratic Change (UDC), a
coalition of four parties (BNF, BCP, BPP and
BMD), won only 15 seats, or two fewer than
in previous elections. Waning support for the
BDP suggested a closer-fought election, but the
UDC, which is plagued by internal conflicts and
struggles to offer a credible alternative, failed
to convince electors. Incumbent President
Mokgweetsi Masisi therefore stayed on as
head of state. In a context of high poverty and
unemployment, the new government will have
to address the lack of economic diversification
and persistent social inequalities, as Botswana
is the 10" most unequal country in the world
according to the World Bank.

Botswana is consistently well placed among
its sub-Saharan African peers in international
rankings, but there is still room to improve its
business environment and support private
sector development (87" out of 190 in the Doing
Business 2020 ranking). In addition, the country
has recently been placed on the FATF’s grey
list, which includes countries with inadequate
regulations to combat money laundering and
terrorism financing.
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COUNTRY RISK B

POPULATION
Millions of persons - 2018

208.5
8,959
BRL

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Brazilian real

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I s
EURO AREA ] 15%
UNITED STATES ] 12%
ARGENTINA [ ] 6%
CHILE [ ] 3%
Imports of goods as a % of total
CHINA I 0%
UNITED STATES ] 16%
EURO AREA ] 16%
ARGENTINA [ ] 6%
SOUTH KOREA [ ] 3%

« Varied mineral resources and agricultural
harvests

« Large population (estimated at 210 million)

« Well-diversified industry

* Strong foreign exchange reserves (import
coverage of roughly 25 months)

« Net creditor in foreign currency

« Sensitive fiscal position

« Infrastructure bottlenecks

* Low level of investment (roughly 16% of GDP)

« Relatively closed to foreign trade (exports
represents only 13% of GDP)

« High cost of production (wages, energy,
logistics, credit) harming competitiveness

« Shortage of qualified labour; inadequate
education system

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

BRAZIL

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 1.1 1.1 0.9 1.5
Inflation (yearly average, %) 3.5 3.7 3.8 3.5
Budget balance (% GDP) -7.8 -7.1 -6.1 -5.5
Current account balance (% GDP) -0.7 -2.2 -3.0 -3.2
Public debt (% GDP) 741 77.2 78.9 79.8

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Economic momentum should
marginally improve

Activity registered another year of weak growth
in 2019, when it was mainly led by household
consumption and private investments (albeit
still at low levels). Meanwhile government
expenditure remained limited by tight fiscal
budget and exports felt the headwinds coming
from decelerating global activity (notably
the recession in Argentina). This year GDP
should register a relatively stronger economic
momentum. Consumption should be favoured
by some improvement on the job market, low
inflation and by the current expansionary
monetary policy (interest rate stands at historical
minimum). Meanwhile, private investment is
likely to benefit from relatively higher business
confidence (following the approval of the social
security reform and the expected progress in
pro-business reforms) and the lower lending
rate. Contrarily, exports should remain at weak
levels, as the recession in Argentina is not likely
to ease this year and global GDP should continue
to decelerate. Finally, mining activity should
report some rebound in production, following the
normalization of iron ore production, which has
been affected by the Brumadinho dam accident
in January 2019. The main risks to the economic
scenario are related with a possible stronger
than anticipated global economic deceleration
and a strong escalation of political polarization
in the country (as it has been seen recently in
other neighbouring economies).

Sound external position continues
to diverge from fiscal outcome

Current account deficit widened in 2019, mainly
driven by a lower trade balance surplus as the
general slowdown in global activity took its toll
on exports. Meanwhile, the deficit in services
(1.9% of GDP) and the primary income imbalance
of around 2.7% of GDP remained wide (mainly
due to high profits and dividends remittances).
In 2020, the current account deficit is expected
to further widen, given the decelerating global
economy and considering the scenario where
the Brazilian economy gains some traction
(increasing imports). Despite that, the strong
foreign direct investment inflow (of roughly of
4% of GDP) and foreign reserves position will
assure an adequate external position. Finally,
the country remains a net creditor in foreign
currency, with total external debt at roughly
18% of GDP (24% of the total debt is owed by
the public sector and 38% by each non-financial
and financial sectors).

The fiscal deficit marginally improved in 2019,
driven by lower interest payment (because
of the decline in policy rate Selic - three

quarters of Brazilian debt is indexed to it) and
the state owned development bank BNDES
reimbursements to the Treasury. Moreover, in
October 2019 the congress approved the much
needed and long awaited social security reform,
which is expected to save BRL 738 billion over
ten years (roughly USD 180 billion or 10% of
the 2019 GDP estimated value). However, this
amount does not include savings of subnational
entities, which are still under discussion in the
Congress (their total adherence could add
estimated BRL 350 billion to the 10-year savings).
Finally yet importantly, the government expects
to spare an extra BRL 240 billion in the same
period thanks to the combat of fraud in social
security benefits. Despite the relatively brighter
outlook for public balance, the gains are more
in the long term. In the short term, as will be the
case of this year, the fiscal imbalance will remain
high. In order to smoothen the high rigidity of
public expenditure (at present, about 95% of
public spending is compulsory), policymakers
were sent to Congress in November 2019 to
propose economic reforms, which aim, among
other things, to decentralize the public budget
and increase its flexibility.

A first year in office marked
by controversies

The far-right President Jair Bolsonaro
has completed one year in office in early
January 2020, after a year marked by contro-
versies, even with members of his own party
(prompting to his exit of the Social Liberal party
in late 2019). Although his government was able
to get the much-needed social security reform
approved, it was more the outcome of a broad
political consensus on the matter, than a merit
of the ruling government alone. With the latter
reform now approved, policymakers will focus
on passing other important measures (such as
reforming taxes, granting official independence
to the central bank and selling public assets).
That said, to move forward with the pro-business
agenda, the executive will need to assure a
cohesive political base (a point to be monitored,
given the recurrent needless political noise
between the executive and legislative powers).
Indeed political risk has recently escalated, which
could jeopardize the progress of the executive
agenda in the legislative. This deterioration
was triggered by the release from prison of
the former President Luiz Indcio Lula da Silva
(2003/2010) from the left-wing Labour party
(PT) in early November 2019 (after 18 months
in jail for money laundering and corruption). His
release followed the Supreme Court vote that a
person can be imprisoned only after all appeals
to higher courts have been exhausted. Since
this episode, political polarization has gained
further momentum.
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PAYMENT & DEBT COLLECTION PRACTICES IN BRAZIL

Payment

Bills of exchange (letra de cambio) and, to a lesser
extent, promissory notes (nota promisscria) are
the most common form of credit note used in
local commercial transactions. The validity of
either instrument requires a certain degree of
formalism in their issuance. The most commonly
payment method used in Brasil is boleto bancario
which is an official Brazilian payment method
regulated by the Central Bank of Brazil. It is a
push payment system, which was launched in
1993 and today generates 3.7 billion transac-
tions per year. The payment process for boleto
bancdario transactions is similar to that of wire
transfer or cash payment methods. Customers
are provided with a prefilled boleto bancario
payment slip. At this point, the customer has
the option of printing the form and paying it
physically at any bank branch or at authorized
processors such as drugstores, supermarkets,
lottery agencies and post offices. Additionally,
it can also be paid electronically at any of the
more than 48,000 ATMs in Brazil, as well as
through internet banking or mobile banking
apps, which are widely used in the country.
Although the use of the above credit payment
instruments for international settlements is
not advisable, they nonetheless represent, an
effective means of pressure in case of default,
constituting an extra-legal enforcement title
that provides creditors with privileged access
to enforcement proceedings.

The duplicata mercantil, a specific payment
instrument, is a copy of the original invoice
presented by the supplier to the customer within
30 days for acceptance and signature. It can then
circulate as an enforceable credit instrument.

Bank transfers, sometimes guaranteed by a
standby letter of credit, are also commonly
used for payments in domestic and foreign
transactions. They offer relatively flexible
settlement processing, particularly via the
SWIFT electronic network, to which most major
Brazilian banks are connected. For transfers of
large sums, various highly automated interbank
transfer systems are available, e.g. the STR real
time Interbank Fund Transfer System (sistema
de transferéncia de reservas) or the National
Financial System Network (rede do sistema
financeiro nacional, RSFN).

Debt Collection

Amicable phase

Creditors begin this phase by attempting to
contact their debtors via telephone and email.
If unsuccessful, creditors must then make a final
demand by a registered letter with recorded
delivery, requesting that the debtor pay the outs-
tanding principal increased by past-due interest
as stipulated in the transaction agreement. In
the absence of an interest-rate clause, the civil
code stipulates use of the penalty interest rate
imposed on tax payments, which is 1% per month
past due. When creditors are unable to reach
their debtors by phone and/or email, a search of
the company’s contacts, partner businesses, and
owners is conducted. If there is still no contact,
this leads to an investigation of assets, an on-site
visit, and an analysis of the debtor’s financial
situation so as to ascertain the feasibility of
taking legal action. Considering the slow pace
and the cost of legal proceedings, it is always
advisable to negotiate directly with defaulting
debtors where possible, and attempt to settle on
an amicable basis, taking into consideration that
a repayment plan may last for up to two years.

Legal proceedings

The legal system comprises two types of juris-
diction. The first of these is at the state level.
Each Brazilian state (26 states, plus the Distrito
Federal of Brasilia), notably including a Court of
Justice (Tribunal de Justica) whose judgments
can be appealed at the state level. Legal costs
vary from state to state. The second type of
jurisdiction involves the Federal Courts. There are
five regional Federal Courts (Tribunais Regionais
Federais, TRF), each with its own geographic
competence encompassing several states. For
recourse on non-constitutional questions, TRF
judgments can be appealed to the highest court
of law, the Superior Tribunal de Justica (STJ)
located in Brasilia.

Monitory action

The acdo monitdria is a special procedure that
can be filed by any creditor who holds either
a non-enforceable written proof, or any proof
that is considered as an extrajudicial instrument
recognized by the law as enforceable (even if it
does not comply with all the legal requirements).
If the debtor’s obligation is deemed certain,
liquid and eligible, the Municipal Courts usually
render payment orders within fifteen days. If
the debtor fails to comply within three days,
the order becomes enforceable. In cases of
appeal, the creditor has to commence formal
ordinary legal action. The difference between
this procedure and the Enforcement Proceeding
lies in the legal requirements and in the possibi-
lity of questioning the merit of the obligational
relationship by the debtor over the course of
the suit. The acdo monitdria is slower than a
regular Enforcement Proceeding: if the debtor
presents an objection in the court, the merits
of the commercial relation will be thoroughly
discussed in the same fashion as a Standard
Lawsuit. The estimated period of this lawsuit
is on average two years.

Ordinary proceedings

Ordinary proceedings are presided over by an
interrogating judge (inquisitorial procedure), and
require examination of evidence submitted by
each party in conjunction with study of any
expert testimony. The creditor must serve the
debtor with a registered Writ of Summons,
which the debtor must answer within 15 days
of receipt. The initial proceedings encompass an
investigation phase and an examination phase.
The final step of the process is the main hearing,
during which the respective parties are heard.
After this, a judgement is made by the court. The
tribunal may render a default judgment if a duly
served writ is left unanswered. It takes two to
three years to obtain an enforceable judgment
in first instance.

Enforcement of a Legal Decision

On average and within the main states, it takes
a year for a judgement to be made following
the initiation of legal proceedings.

Court decision

A final judgment is normally automatically
enforced by Brazilian Courts. Since the reforms
in 2005 and 2006, attachment of the debtor’s
assets is possible if the latter fails to obey a final
order within three days. In practice, execution
can prove difficult, as there are very few methods
for tracing assets in Brazil.

Foreign awards can be enforced if they meet
certain conditions: the homologation has to be
concluded by the Superior Court to be enforced

in Brazil, the parties have be notified, and the
award has to comply with all the requirements
for enforcement (such as being translated from
Portuguese by a public sworn translator).

Extrajudicial instruments

The enforcement of extrajudicial instruments is a
legal type of enforcement granted to the creditor
in order to allow him to claim his rights against
the debtor. This is the most direct and effective
court vehicle to recover credits in Brazil. This
lawsuit does not require prior guarantees from
foreign creditors (as the bond in the monitory
suit for example). Moreover, Brazilian legislation
renders some documents enforceable. These
are separated in two main categories: legal
enforcement titles (including judgments made
by a local Court recognizing the existence of
a contractual obligation, and court-approved
conciliations and arbitral awards) and extra-
legal enforcement titles, which includes bills of
exchange, invoices, promissory notes, duplicata
mercantil, cheques, official documents signed by
the debtor, private agreements signed by debtor,
creditor and two witnesses (obligatory) as an
acknowledgement of debt, secured agreements,
and so on. It is obligatory to submit the original
versions of these documents - copies are not
accepted by the court.

Insolvency Proceedings

Out of court restructuring

Debtors can negotiate a restructuring plan
informally with their creditors. The plan must
represent a minimum of 60% of the total
debt amount. This plan must be approved by
the court.

Judicial restructuring

Debtors make a restructure to the request to the
court, or request the conversion of a liquidation
request to the court from their creditor(s). If the
plan is accepted by the court, debtors typically
have 60 days to present a list with all debts
from creditors, and a payment plan. A judge
then schedules two creditors’ meetings, with the
second only occurring if the first one does not
take place. During these meetings, the proposed
plan must be accepted by a majority of creditors.
Once accepted, payments start as decided in
the approved plan. The estimated period of this
lawsuit is between 5 and 20 years.

Liquidation
The principal stages of liquidation are as follows:

liquidation can be requested by either debtors
(auto-faléncia), or any of their creditors if the
debt totals more than 40 times the minimum
wage;

the initiating party must prove the existence
of a net obligation, overdue and defaulted by
presenting protested enforceable title (special
protest - personal notice of debtor);

upon analysis of a debtor’s financial situation,
the judge can decide that the company must
be liquidated.

All of the company’s assets have to be sold and
the obtained amount is shared equally between
creditors, respecting eventual privileges. The
estimated period of this lawsuit is between
7 and 20 years.
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COFACE ASSESSMENTS

POPULATION
Millions of persons - 2018

7.0
9,314
BGN

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Bulgarian lev

TRADE EXCHANGES

Exports of goods as a % of total

GERMANY I s+
ITALY ] 9%
ROMANIA ] 9%
TURKEY [ ] 8%
GREECE [ ] 7%
Imports of goods as a % of total
GERMANY I -
RUSSIA ] 10%
ITALY [ ] 8%
ROMANIA [ ] 7%
TURKEY [ ] 6%

« Diversified productive base
* Low public debt

Q « Tourism potential
competitiveness

* Monetary stability

* Low production costs and good price

« Corruption and organised crime

« Inefficient public services and judicial system

(influence of the business community)

« Unstable government, fragmented political

landscape
« Lack of skilled labour

« Declining and relatively poor population
(GDP per capita = 50% of the EU average)
« Informal economy (estimated at 20% of GDP)

BULGARIA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.8 3.1 3.6 3.4
Inflation (yearly average, %) 1.2 2.6 2.5 2.3
Budget balance (% GDP) 1.1 1.8 -1.9 0.8
Current account balance (% GDP) 6.7 4.6 5.5 5.5
Public debt (% GDP) 23.9 20.4 19.5 18.2

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Solid growth, still driven
by domestic demand

Growth will remain solid in 2020, fuelled
by persistently strong domestic demand.
Household consumption will continue to drive
activity against a backdrop of historically low
unemployment (5.3% in September 2019)
and wage increases, both in the civil service
(+10%) and in the private sector (minimum wage
raised by 9% to BGN 610, or €310). Besides
these statutory increases, wages will also be
driven by the shortage of skilled labour. At the
same time, investment will continue to grow
briskly, driven by public investment, despite
low absorption of European structural funds
(one-third of the funds for the 2014/2020 period
had been used by mid-2019), and by the private
sector, in a context of supply constraints, with
the capacity utilisation rate at 77% in the fourth
quarter of 2019. In addition, the health of the
banking sector is constantly improving - the
non-performing loan ratio stood at 7.2% at the
end of June 2019, ten points lower than during
the 2014 banking crisis - which will support
vigorous credit growth. Although the regional
environment will remain weak, particularly in
the European Union, which accounts for more
than two-thirds of exports (especially Germany,
Bulgaria’s main partner on 15% of exports and
Italy on 9%), exports should rebound after a
tough 2019 thanks to the recovery in Turkey
(8%) and the fact that the workforce is still
competitive. Imports are expected to put in
a vibrant performance, reflecting domestic
demand, while foreign trade should be less of
a growth dampener than in 2019.

Public and current account surpluses

After showing a deficit in 2019 due to the
purchase of eight American fighter aircraft
(USD 1.3 billion, or 2% of GDP), the public
accounts should return to surplus in 2020,
despite strong expenditure growth, thanks to
equally dynamic revenues. Revenues, which
come mainly from taxes (60%, half of which
is due to VAT) and social contributions (20%),
are particularly sensitive to economic growth.
As in previous years, the government plans
to significantly increase social spending and
the budgets allocated to health (+10%) and
education (+14%), including a 17% hike in the
average salary for teachers. The return to surplus
accounts will ensure that public debt, which is
already low, will maintain its downward trend

of previous years and return to the levels seen
before the 2014 bank rescue, which resulted in
a 10-percentage-point increase in public debt.

Bulgaria is expected to continue to post a
substantial current account surplus, despite
a chronic trade deficit (3.3% of GDP in 2018).
Brisk performances by the tourism and road
transport sectors have led to a significant surplus
in the services balance (6% of GDP), while the
transfer balance is also in surplus (2.6% of GDP),
thanks to European funds and remittances from
expatriates. The current account surplus and
foreign direct investment (net inflows: 2.2% of
GDP) are used to finance portfolio investment
abroad and build up the comfortable foreign
exchange reserves (equivalent to around nine
months' imports) needed to safeguard the
credibility of the lev's peg to the euro.

Local elections have strengthened
the Prime Minister’s position

Prime Minister Boiko Borissov of the centre-
right Citizens for the European Development
of Bulgaria Party (GERB) held onto power after
early elections in March 2017 by forming a coali-
tion with the United Patriots, an alliance of three
nationalist political parties. He then emerged
relatively stronger from the November 2019 local
elections. Although down from 2015, when it
won 22 out of 28 regions, his party remains
the main political force in Bulgaria, taking
victory in 16 regions, including Sofia. By way of
comparison, the Bulgarian Socialist Party (BSP),
which had doubled its seats in Parliament in
2017 from 39 to 80 seats out of a total of 240,
won only four regions. However, the diversity
of the governing coalition makes it structurally
vulnerable and the possibility that fresh tensions
may cause early elections to be held before
March 2021 cannot be ruled out.

The country's accession to the European
Exchange Rate Mechanism 2 (ERM II) and the
European Banking Union, in order to prepare
for the country’s entry into the euro area,
was initially planned by the government for
July 2019, but was postponed to April 2020,
subject to validation by the ECB. Accession
will be conditional on the implementation of
recommendations to correct capital shortfalls
at FiBank and Investbank identified during the
stress tests published in July 2019. Despite solid
macroeconomic performances, sound fiscal
policies and monetary stability, the country
continues to suffer from a difficult business
environment, including the highest level of
corruption in the European Union, according
to Transparency International’s ranking (77" out
of 180 worldwide).
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

19.8
716
XOF

GDP PER CAPITA
US Dollars - 2018

CURRENCY
CFA franc (WAEMU)

TRADE EXCHANGES

Exports of goods as a % of total

SWITZERLAND D s+
INDIA [ ] 16%
SINGAPORE B 8%
COTE D'IVOIRE [ ] 6%
EURO AREA [ ] 5%
Imports of goods as a % of total
EURO AREA I 2o
CHINA [ ] 12%
COTE D'IVOIRE [ ] n%
UNITED STATES [ ] 6%
RUSSIA [ ] 5%

« Major producer of gold (6 in Africa in 2018)

and cotton (2™ in Africa in 2018)

o

benefit from the HIPC initiative)

* Member of the West African Economic and
Monetary Union (which ensures the stability
of the CFA franc, fixed parity against the euro)

* Support from the international financial
community (one of the first countries to

« Economy highly exposed to weather-related

hazards

* Vulnerable to changes in cotton and gold prices

* Heavily dependent on external aid
« Weak electrical infrastructure

and critical food insecurity

Doing Business 2020 index)

« Presence of armed Islamist groups (foreign
and domestic), particularly in the north and

east of the country

« Population pressure, very high poverty
rates, very low human development index

* Significant informal sector and failing
business environment (ranked 151 in the

I $ COUNTRY PROFILES

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 6.3 6.8 6.0 6.0
Inflation (yearly average, %) 0.4 2.0 1.1 1.4
Budget balance* (% GDP) -7.8 -4.9 -5.0 -3.1
Current account balance* (% GDP) -7.3 -5.8 -6.1 -5.3
Public debt (% GDP) 38.4 42.9 42.5 42.2

(e): Estimate. (f): Forecast. * Including grants.

RISK ASSESSMENT

An underdiversified economy
with investment-driven growth

Growth is expected to remain dynamic in 2020.
The gold sector is an economic driver for the
country (12% of GDP and more than 65% of
exports in 2018), thanks to massive investments
by foreign companies (Semafo and Endeavour, in
particular). It is set to continue to expand owing
to the expected increase in gold prices and as
commercial production comes onstream at two
new mines in 2020. However, it could suffer
from the fragile security environment (frequent
Jihadist attacks and kidnappings from mines).
Cotton production is expected to increase,
benefiting from public investment under the
National Economic and Social Development
Plan (PNDES), which is aimed at increasing
agro-sylvo-pastoral productivity. Nevertheless,
food insecurity and security tensions may
affect agricultural output. The PNDES also
seeks to develop the manufacturing sector, in
particular agri-food and textiles, with the aim of
moving the country's economy, which is mainly
production-oriented, towards the processing of
agricultural raw materials, with a target of 25%
for processing by 2020. To this end, the artisanal
cotton processing plant in Bobo-Dioulasso
is expected to open in 2020, thanks to the
support of a public-private partnership (PPP).
In addition, improved relations with China since
Burkina Faso severed its diplomatic ties with
Taiwan in 2018 should encourage investment in
infrastructure, boosting sectors such as energy
and transport. In January 2020, for example,
China Harbour Engineering is scheduled to
start building a 300 km motorway linking
the capital to the country's second largest
city, Bobo-Dioulasso.

Inflation will be stable thanks to WAEMU
membership, which, combined with rapid
population growth and urbanisation, will fuel a
vibrant domestic market (private consumption
accounts for more than half of GDP), supporting
the service sector.

Determination to consolidate
the public accounts in
the face of cyclical risks

The budget deficit is expected to narrow
further in 2020 in order to move closer to
WAEMU convergence criteria, which set a
maximum of 3%. The IMF granted the country
a three-year Extended Credit Facility (ECF)
of €135 million in March 2018. In this context,
fiscal policy is expected to focus on increasing

revenues, through the modernisation of tax
and customs administrations, and reducing
spending (VAT exemptions to be scrapped).
However, government spending is high (27%
of GDP in 2019), as the fight against terrorism,
the social crisis and the PNDES generate
significant current and investment expenditures,
jeopardising the country’s compliance with
budgetary commitments.

The small trade surplus is expected to grow (0.7%
in 2018) as increased gold and cotton production
and higher gold prices boost export earnings.
Imports (mainly capital goods and oil) should
remain stable. The services deficit (6.0% of GDP)
is expected to stay at a broadly similar level.
Remittances from expatriates (3.5% of GDP)
will be offset as foreign companies repatriate
profits. The current account deficit is therefore
expected to shrink, with financing provided by
loans from international organisations and issues
on the regional market. An improved current
account and increased grants should pave the
way for external public debt (22% of GDP) to
decline slightly.

A fragile security context
and a tense social situation

Security will remain the main challenge facing
President Kaboré and his government in 2020. In
2019, the security situation deteriorated rapidly,
with an upsurge in Islamist terrorist attacks,
leading to massive population displacements
(500,000 displaced persons, according to the
UN). International observers now fear that the
State could fail, as the government has lost
control of nearly a third of the territory to armed
groups. Difficulties in financing the G5 Sahel
force (of the USD 414 million pledged, only
a quarter has actually been disbursed) have
prevented that organisation from fulfilling
its mission of securing borders and fighting
terrorism. In mid-September, ECOWAS pledged
to provide USD 1 billion to restore the force’s
strength. In addition, the G7 summit in Biarritz
saw the creation of a “Partnership for Security
and Stability in the Sahel” (P3S), the terms of
which have yet to be defined.

Moreover, since its election in 2015, the central
government has faced strong internal opposition,
as a portion of the population perceives it to be
incapable of dealing with the country's many
problems. The security emergency also raises
questions about compliance with the electoral
calendar. A constitutional referendum, which
included a 10-year limit on holding the presi-
dency, and which was initially scheduled to be
held in March 2019, was postponed. Presidential
elections are slated for the end of 2020.
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COUNTRY RISK E

BUSINESS CLIMATE E

POPULATION
Millions of persons - 2018

1.2
307
BIF

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Burundi franc

TRADE EXCHANGES

Exports of goods as a % of total

uNiTeD ARAB EMIRATES [N 0%
EURO AREA [ ] 14%
DR CONGO ] 1%
PAKISTAN [ ] 8%
SWITZERLAND [ ] 6%
Imports of goods as a % of total
SAUDI ARABIA I
CHINA ] 13%
EURO AREA ] 12%
UNITED ARAB EMIRATES [N 9%
INDIA ] 7%

« Natural resources (coffee, tea, gold)

o

* Member of the East African Community (EAC)
*« World’s second-largest nickel reserve
(6% of the total) and rare earth development

« Entrenchment of the political crisis that

began in 2015

« International assistance reduced because

of the political crisis
« Border tensions with Rwanda

to external shocks
* Geographically isolated

« Activity hampered by lack of infrastructure

and access to electricity

« Decrease in the labour force as the political
crisis has forced people to flee the country

« Economy poorly diversified and vulnerable

BURUNDI

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 0.5 1.7 1.9 2.0
Inflation (yearly average, %) 16.1 -2.6 -0.8 5.5
Budget balance* (% GDP) -4.5 -4.9 -4.4 -4.7
Current account balance (% GDP) -11.3 -1.8 -9.7 -8.3
Public debt** (% GDP) 44.2 50.9 53.8 55.5

(e): Estimate. (f): Forecast. * Fiscal year from 1%t July - 30%" June. 2020 data: FY19-20. ** Including grants.

RISK ASSESSMENT

Growth still limited by the
absence of donors

The tense political and social situation will
continue to weigh on the economy. Growth
will remain moderate in 2020. Assuming normal
weather conditions, agriculture is expected to
maintain its growth rate. The increase in interna-
tional coffee prices forecast for 2020 is expected
to drive an upturn in production. The population,
which is largely dependent on agriculture (36%
of GDP and 90% of jobs), will benefit from the
resulting increase in incomes, generating a
positive contribution to growth from private
consumption (83% of GDP). However, plans
to nationalize the coffee industry represent a
downside risk, as the government’s intervention
may prove detrimental to foreign investment.
Mining is likely to make a strong contribution.
As a mainstay of development, it receives
government support through the allocation
of operating licences to encourage private
investment. The importance of the sector has
been growing since the United States stated
that it wanted to diversify its rare earth supply
following the trade dispute with China. Burundi
is the only African country currently producing
rare earths, thanks in particular to Rainbow Rare
Earths, which owns the Gakara mine. Rare earth
development has made the mining sector the
main contributor of foreign exchange ahead of
coffee and tea. However, industrial growth is
expected to slow due to weak investment and
a persistently challenging environment. Inflation
will return to positive territory.

Persistent twin deficits

The budget deficit will widen in 2020 due
to the increase in public spending related to
elections this year. According to the budget
approved by parliament, expenditures will
rise by 8.3% in 2020, with 61% of the amount
going towards the State’s current expenditure,
more than half of which consists of wage costs.
State revenues, which are expected to increase
by 7.3%, will come from tax revenues, grants,
non-tax revenues, exceptional revenues (from
the privatization or liquidation of state-owned
companies), as well as financial investments.
The government will use the domestic market
to finance itself by issuing treasury bills and
bonds (more than 80% of the total), calling on
the central bank as a last resort. Public debt is
70% domestic.

The current account deficit is expected to
continue to shrink in 2019, despite the decline
in expatriate remittances and official transfers.
The trade balance is structurally in deficit due to
substantial imports of manufacturing products
and oil, which are expected to mark time in
2020. The deficit will be contained by the slight
increase in exports of mining products (38.2%
of the total) and agricultural products (43%).
The low level of external aid will be insufficient
to finance the current account deficit. Growth
in FDI, thanks to government support, should
also contribute to the financing and reduce use
of the central bank’s foreign exchange reserves
(0.9 months of imports in June 2019), which will
continue to decline nevertheless, accentuating
the depreciation of the Burundian franc and the
lack of liquidity in the economy.

A high-risk election year

President Pierre Nkurunziza has said he will not
run again in the next presidential election sche-
duled for May 20, 2020, although he is legally
entitled to do so, following a widely criticized
constitutional amendment in May 2018 to extend
presidential terms. At the time of writing, no
successor had been nominated as the candi-
date of the ruling CNDD-FDD party, which
is expected to win with minimal hindrance,
as the small opposition is unable to mobilize
support. Stricter rules governing elections under
the new electoral code adopted on May 20,
2019, including steep application fees for the
submission of candidatures, will further hamper
the opposition’s prospects in the upcoming
elections. Mr Nkurunziza’s government is
under little pressure to make concessions, as
the opposition has been severely weakened by
successive crackdowns since the political crisis
surrounding the 2015-16 elections. International
surveillance of the country, particularly by the
EU, has intensified in recent months, partly in
the lead-up to the elections but also because of
measures taken by the President to consolidate
power and restrict international intervention.
In March 2019, the government closed the UN
Human Rights Office in the country, stating that
it had made sufficient progress in improving
the human rights situation and that the office’s
presence was therefore no longer necessary.
The Southern African Development Community
(SADC) has rejected Burundi’s application for
membership due to ongoing political crisis,
which is also undermining efforts to improve
the business environment (166" out of 190 in
the Doing Business 2020 ranking).
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COUNTRY RISK B

BUSINESS CLIMATE C

POPULATION
Millions of persons - 2018

0.6
3,579
CVE

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Cabo Verde escudo

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I oo%

UNITED STATES | 2%
ECUADOR | 1%
COLOMBIA | 1%
CHINA | 1%

Imports of goods as a % of total

EURO AREA I
CHINA [ ] 6%
BRAZIL ] 3%
SENEGAL ] 2%
UNITED STATES | 2%

* Growth in tourism activity

« Fishery reserves

« Efficient banking and telecommunications
services

* Stable political institutions

« Exchange rate cooperation agreement with
Portugal, guaranteeing convertibility and a
fixed rate with the euro, and a credit facility

o

« Very high level of public debt

« Poor infrastructure quality; lack of maintenance

* Food and energy wholly imported

* Vulnerable to external shocks and dependent
on international aid, the diaspora and tourism

« Exposed to climate change, volcanic and
earthquake events, and cyclones

I $ COUNTRY PROFILES
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Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.7 5.1 5.2 5.0
Inflation (yearly average, %) 0.8 1.3 1.3 1.5
Budget balance* (% GDP) -3.0 -2.8 -2.2 -1.7
Current account balance** (% GDP) -6.6 -4.5 -4.4 -4.2
Public debt (% GDP) 127.2 124.5 123.5 118.9

(e): Estimate. (f): Forecast. * Including grants. ** Including official transfers.

RISK ASSESSMENT

Strong growth

The Cape Verdean economy will continue to
expand at a rapid pace in 2020, supported by a
strong performance from tourism (around 25%
of GDP). The sector is the main economic driver
and is booming, as illustrated by the steady rise
in tourist numbers and growing private invest-
ment, the latter fostered by an accommodative
monetary policy. The construction of a cruise
terminal on the island of S&o Vicente, which is
set to start in 2020, is a good example. Overall,
the construction sector will remain buoyant,
thanks to new hotel projects and the authorities’
desire to develop tourism outside the two most
visited islands: Sal and Boa Vista. In addition,
connections within the archipelago are going to
improve following the government’s decision in
2019 to grant a concession to operate inter-island
maritime transport to private firms. However,
public investment will decline because of fiscal
consolidation. Agriculture should continue to
recover after a long period of drought. As the
main source of exported goods, fishing will also
contribute to growth. The strength of activity
in recent years has brought down unemploy-
ment (11.5% in 2020), in turn boosting private
consumption. Inflation will remain moderate,
owing to the relatively low oil price and slow
inflation in the Eurozone, which provides the
majority of imports.

Continued fiscal consolidation

Controlling debt, and particularly its external
portion (75%), remains the government's priority
and justifies continuation of the restrictive fiscal
policy. With this in mind, the government took
steps to reform the three state-owned enter-
prises making the largest losses. In addition to
overhauling the social housing programme of
IFH (real estate) at end-2018, it privatised TACV
(airline) in March 2019 and will follow suit with
Electra (water and electricity) in 2020. Revenues
will go up thanks to more efficient tax collection,
particularly of VAT and income tax. Meanwhile,
expenditure growth will be curbed as the wage
bill is kept under control. This budgetary consoli-
dation should enable the government to achieve
a primary surplus (excluding interest on the debt,
which stood at 2.8% of GDP in 2019) of 1.0%,
strengthening the country’s downward public
debt trajectory. Although the risk of default is
real, it is limited, since the lion’s share of the
debt is composed of concessional long-term
loans, which are mostly denominated in euros.

Regarding the external accounts, the current
account deficit is expected to narrow slightly in
2020. It reflects the huge trade deficit (36% of
GDP) arising from the archipelago’s dependence
on food and manufactured products. This trade
deficit could widen due to a rise in imports of
consumer goods as well as capital goods needed
for construction projects. However, growth in
tourism revenues and expatriate remittances
(10% of GDP) should offset this deterioration.
Rising FDI (6% of GDP in 2019) and conces-
sional multilateral loans will finance the current
account deficit.

In the absence of pressure on prices and the
exchange rate, the monetary authorities plan
to maintain an accommodative policy. With
comfortable foreign exchange reserves (five
months of imports in 2019), they will be able
to maintain the fixed rate between the euro and
the Cape Verdean escudo.

An established democracy

Cabo Verde is one of the top-ranked countries
in sub-Saharan Africa according to World Bank
governance indicators, particularly in the fight
against corruption. The country has one of
the best business climates in the region, but
still suffers from inadequate infrastructure,
particularly electrical, and a lack of insolvency
regulations. As a result, it is 137%™ out of 190 coun-
tries in the Doing Business ranking.

The Movimiento para la Democracia (MPD) won
an absolute majority in the March 2016 parlia-
mentary elections, and its candidate, Jorge
Carlos Fonseca, was re-elected as leader of the
country for a second term in the presidential
elections on October 2, 2016. The government
aims to keep supporting the archipelago’s deve-
lopment, while making the necessary savings
to reduce public debt, which could affect its
popularity. However, the fall in unemployment
and increase in incomes driven by robust growth
should limit the potential causes of popular
opposition. The government will focus on
meeting the objectives of the Strategic Plan for
Sustainable Development (2017/2021), which
include the development of air and maritime
transport, economic diversification and improved
access to basic public services (health, educa-
tion, housing, water and electricity).

With regard to its foreign policy, the country
remains closely linked to Western Europe, which
is a major source of tourists and FDI. Cabo Verde
will also continue to foster its ties to China,
whose investment in the country is constantly
increasing and is expected to be concentrated
in the tourism sector, infrastructure and the
construction of a special economic zone.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

16.3
1,504
KHR

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Cambodian riel

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I 27
UNITED STATES ] 23%
JAPAN [ ] 8%
CHINA [ ] 8%
UNITED KINGDOM [ ] 7%
Imports of goods as a % of total
CHINA I s
SINGAPORE [ ] 15%
THAILAND [ ] 14%
VIETNAM [ ] 7%
HONG KONG (SAR) [ ] 3%

« Vibrant textile industry

* Dynamic tourism sector with strong potential
« Offshore hydrocarbon reserves (oil and gas)
« Financial support from bilateral and multilateral

donors

o

under 22)

« Integrated in a regional network (ASEAN)
* Young population (50% of the population

* High share of agriculture in employment
and GDP makes the economy vulnerable

to weather conditions

* Underdeveloped electricity and transport

networks
« Lack of skilled workforce

weak fiscal resources

« Significant governance shortcomings, high

levels of corruption

« Poverty rate still high; low levels of spending

on health and education

« Dependent on concessional finance due to

CAMBODIA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 7.0 7.5 7,0 6,8
Inflation (yearly average, %) 2.2 1.6 2.7 2.8
Budget balance (% GDP) -2.7 -1.4 -1.4 -3.1
Current account balance (% GDP) -8.1 -12.2 -13.5 -13.6
Public debt (% GDP) 30.0 28.6 28.5 28.3

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Slight slowdown in growth in 2020

Growth is expected to decline slightly in 2020 as
exports (55% of GDP) growth shrink on slower
global demand. Robust economic growth should
continue to benefit from strong domestic
demand supported by public spending, invest-
ment growth and tourism. Public investment
will focus mainly on education, agriculture and
infrastructure. Private investment, which is higher
than public investment, will continue to benefit
from Chinese projects in the country, particularly
through PPPs. However, large inflows of foreign
capital may not be sustained, especially in a
context of increasing global uncertainty, a
slowdown in China and uncertain access to the
European market. The EU is the destination for
40% of Cambodia's exports, mainly clothing,
footwear and bicycles. Accordingly, the loss
of Everything But Arms (EBA) preferences,
which currently allow Cambodia to access
the EU duty- and quota-free, is likely to lead
to slower exports and growth. With private
consumption accounting for 75% of GDP,
household disposable income will increase,
particularly for workers in the textile sector.
The construction sector will also contribute to
growth, thanks to Chinese investments, the rise
of the real estate market and the development
of tourism infrastructure. The service sector will
continue to expand, thanks in particular to strong
growth in the tourism sector (20% of GDP). The
casino gambling industry will face tough times
due to the ban imposed on online gambling
under pressure from the Chinese government.

The banking sector remains fragile

Credit continues to grow rapidly, particularly
in real estate and construction. The banking
sector remains fragile due to inadequate
supervision and risk concentration in the real
estate sector. In addition, the economy is highly
dollarized, with foreign currencies accounting
for almost all deposits, which exposes banks
to significant currency risks. The budget deficit
is expected to deteroriate due to higher spen-
ding with 2.5% of GDP in 2020 in additional
spending to support job creation, human capital
development and investment in infrastructure.
This increase in spending will not be offset by
revenue growth linked to the strength of the

economy and gradual improvements in tax
collection. Nevertheless the public debt burden
will decrease. Almost entirely held abroad (half
of it is owed to China) and denominated in
foreign currencies, the public debt will remain
sustainable in 2020. The current account deficit
should increase slightly in connection with a
difficult global context. The growth in tourism will
contribute to maintaining a surplus in services
(4.6% of GDP). High levels of international aid
and remittances (7% of GDP) will offset the
repatriation of dividends by foreign companies
(5.6% of GDP). Regular FDI inflows (12.6% of
GDP), particularly from China and Japan, will
make it possible to finance the current account
deficit and thus support the currency, which
is in a flexible exchange rate regime. Foreign
exchange reserves are sufficient, covering about
six months of imports, or almost the entire
amount of external debt.

Change of diplomatic direction

Relations with traditional Western partners,
including the EU and the United States, have
deteriorated since national elections in 2018,
which featured irregularities and drew interna-
tional criticism for the repression of political
opposition and local media. In February, the
EU launched an 18-month review of Cambodia’s
preferential access to the European market under
its Everything But Arms (EBA) programme.
This poses a significant risk to the Cambodian
economy, which shipped 40% of its exports to
European markets in 2018. More than 90% of
these goods were granted tax-free access under
the EBA programme.

The United States has also threatened to
impose sanctions on Cambodian government
officials and to withdraw the preferential trade
agreements granted to Cambodia. In response,
Cambodia has redoubled efforts to strengthen
its ties to China, which has become its main
trading partner and ally in international affairs.
Cambodia has also launched a broader campaign
to diversify its diplomatic network by reaching
out to various small and medium-sized powers,
many of which face the same Western pressures
for democracy and human rights.

Corruption and arrests of opponents will remain
a concern, despite Prime Minister Hun Sen's
announcements of reforms to fight corruption
and build strong institutions and a resilient and
inclusive society.
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BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

24.9
1,556
XAF

GDP PER CAPITA
US Dollars - 2018

CURRENCY
CFA franc (CEMAC )

ECHANGES COMMERCIAUX

Exportations de biens % du total

EURO AREA D 4
CHINA [ ] 19%
INDIA [ ] 8%
BANGLADESH [ ] 4%
UNITED STATES ] 3%
Importations de biens % du total
EURO AREA I :
CHINA [ ] 19%
NIGERIA [ ] 5%
UNITED STATES [ | 4%
THAILAND [ ] 3%

« Agricultural, oil, gas and mineral resources

« Diversified economy, compared with those
of other oil-exporting countries

+ Ongoing efforts to modernise infrastructure

* Member of the Central Africa Economic and
Monetary Community (CEMAC) and the
Economic Community of Central African
States (ECCAS)

o

« External and public accounts dependent
on hydrocarbons

« Non-inclusive growth; business environment
remains difficult

« Heightened political risk: insecurity in the far
north of the country and increasing tensions
in the northwest and southwest regions
between the English-speaking minority and
the mainly French-speaking regime

I $ COUNTRY PROFILES

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.5 4.1 4.2 4.1
Inflation (yearly average, %) 0.6 1.1 2.1 2.2
Budget balance (% GDP) -4.5 -3.3 -3.1 -2.3
Current account balance (% GDP) -2.7 -3.7 -3.7 -3.5
Public debt* (% GDP) 37.6 39.3 39.5 39.1

(e): Estimate. (f): Forecast. * 2019 data: FY18-19.

RISK ASSESSMENT

Gas and construction
to support activity

Growth is expected to remain strong in 2020. It
will be fuelled by non-oil sectors, as oil produc-
tion is set to continue declining as a result of low
investment in new projects since 2014 and the
depletion of resources. The decline in oil produc-
tion will, however, be offset by the ramp-up in
liquefied natural gas (LNG) production at the Hili
Epsiseyo offshore unit off Kribi. The secondary
sector should benefit from the strong growth in
construction, thanks to investments in a host of
infrastructure projects, such as the extension of
the deepwater port of Kribi and construction of
the Nachtigal hydroelectric power plant (a PPP
with EDF and the IFC). Transport infrastructure,
particularly road transport infrastructure, will
also benefit from investments made with a
view to organising the African Cup of Nations
(CAN) football tournament in 2021. The country's
electricity capacity is expected to continue to
increase, notably with the commissioning of the
Lom-Pangar hydroelectric dam in June 2019,
boosting not only the energy sector but
also manufacturing, wood processing and
agro-industry activities. The latter will support
agricultural production, which will also benefit
from efforts to improve the sector's productivity
(introduction of higher-yielding varieties, in
particular). However, coffee and cocoa produc-
tion, mainly in the English-speaking regions, is
expected to continue to suffer from the ongoing
political crisis. Industrial activity, which is almost
at a standstill in these regions, will likely feel
the effects as well. Service sectors, particularly
finance and banking, are expected to expand
vigorously in 2020.

Persistent fiscal challenges

The consolidation of public accounts is expected
to continue under the three-year Extended
Credit Facility (ECF) of 2% of GDP granted
by the IMF in mid-2017. While oil revenues
will continue to decline, non-oil revenues will
increase thanks to increased LNG revenues and
reforms to remove tax shelters, notably through
the reduction of VAT exemptions (1.7% of GDP).
Security spending, particularly related to the
ongoing conflict in the English-speaking regions,
will nevertheless continue to put pressure on the
budget. The use of non-concessional external
debt to finance some projects has worsened
the debt risk profile.

The current account balance will improve only
marginally in 2020. The trade balance will remain
in deficit, despite dynamic LNG and timber
exports, due to massive imports of capital

goods and services needed to carry out projects.
Agricultural exports will be affected by the
downturn in production in the English-speaking
regions. In addition, the closure of the country's
only refinery (SONARA), following a fire in June,
forced the country to increase its fuel imports
until the restoration of operational capacity.
FDI flows (2% of GDP), despite increasing to
finance infrastructure projects, particularly under
public-private partnerships, will not be enough
to finance the current account deficit, and the
country will have to resort to debt. Besides
IMF support through the ECF, borrowing will
be mainly from multilateral donors.

The “Sphinx of Etoudi” faces a
crisis in English-speaking regions

In power since 1982, Paul Biya was re-elected
at 86 for a seventh consecutive term in the
presidential elections of October 2018, taking
more than 71% of the vote. Despite accusations
of fraud and contestation of the result, the man
nicknamed the “Sphinx of Etoudi” for his discreet
public profile retains his grip on power. Even
so, the 14-point drop in the voter turnout rate
(54%) compared with 2011 reflects the country's
growing fragmentation, with 90% abstention in
English-speaking regions (southwest, northwest).
The low turnout stems from the deterioration
in the political and security situation in these
regions since the end of 2016. Clashes between
the army and separatists intensified in 2018 and
forced more than 530,000 people into exile.
Human rights violations perpetrated by the
army are being increasingly denounced by
the international community and prompted
Cameroon’s withdrawal from the AGOA regime
by the United States in November 2019, sending
a strong political message. Stability is also being
undermined in the far north by the activities of
Boko Haram, an Islamist terrorist group. The
next parliamentary elections, initially scheduled
for November 2019, have been postponed to
2020 due to the tense climate in the country. The
ruling party, the Rassemblement démocratique
du peuple camerounais (RDPC), is expected
to retain its majority but could lose ground in
the face of general discontent, which the “great
national dialogue” organised by the President
at the end of September 2019 has failed to
soothe. Maurice Kamto, the government’s main
opponent, who had been imprisoned after taking
part in a protest against the outcome of the
presidential election, was released in the hope
of restoring calm.

The business climate suffers from a complex
institutional and regulatory environment, as
evidenced by the country’s 167" place (out
of 190 countries) in the 2020 Doing Business
ranking, and from the prevalence of corruption.
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COUNTRY RISK

BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2018

37.0
46,290
CAD

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Canadian dollar

TRADE EXCHANGES

I
Exports of goods as a % of total

I s

UNITED STATES

CHINA | 5%
EURO AREA | 4%
UNITED KINGDOM ] 3%
JAPAN | 2%
Imports of goods as a % of total
UNITED STATES I
CHINA [ ] 13%
EURO AREA [ ] 9%
MEXICO [ ] 6%
JAPAN ] 3%

* Abundant and diversified energy and
mineral resources

« Fifth-largest oil and gas producer in the world

« Strong, well-capitalized and well-supervised
banking sector

* Fiscal rigour

« Immediate proximity to the large US market

« All-round development of trade relations
(CETA with the EU)

« Excellent business environment

o

« Dependent on the US economy (1/2 of FDI
stock, integration of the two countries’
automotive industries) and energy prices

« Loss of competitiveness in manufacturing
companies due to low labour productivity

« Insufficient R&D expenditure

* Decrease in the share of the working
population, only just slowed down by high
selective immigration

* High household debt (170% of disposable
income)/house prices very high although
stabilising

« Energy exports weakened by inadequate
supply pipelines to the coasts and the
United States, and by the US’s own resources

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

VERY HIGH

VERY HIGH

* Information and Communication Technology

CANADA

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 3.0 1.9 1.5 1.3
Inflation (yearly average, %) 1.6 2.3 2.0 1.7
Budget balance (% GDP) -0.3 -0.4 -1.2 -1.4
Current account balance* (% GDP) -2.8 -2.6 -2.0 -2.2
Public debt (% GDP) 90.1 89.9 87.5 86.2

(e): Estimate. (f): Forecast. * Fiscal year from April to March.

RISK ASSESSMENT

Headwinds to slow growth further

Growth is expected to continue to slacken in
2020 against a backdrop of trade tensions
and a sharp slowdown in the United States.
Activity will therefore remain largely driven by
household consumption, thanks to a historically
low unemployment rate (5.5% in October 2019),
the substantial increase in real wages, which is
being supported by recruitment difficulties, and
the increase in the basic personal income-tax
exemption threshold. The central bank may lower
its key interest rate in 2020, after being forced to
suspend monetary tightening and hold its rate
at 1.75% in 2019 owing to international condi-
tions. Residential construction is expected to
recover - particularly in the provinces of Quebec
and Ontario, where the unemployment rate is
lower than the national average - after being
held back in recent years by prudential rules
aimed at curbing the risks associated with real
estate loans. In contrast, business investment will
continue to be severely affected by uncertainty
linked to the international environment, despite a
persistently high production capacity utilization
rate (83% in industry in mid-2019). The energy
sector will continue to be hampered by slightly
lower oil prices and a lack of transportation
capacity, as multiple infrastructure projects,
including the USD 5.8 billion Trans Mountain
pipeline expansion, are not expected to bear fruit
until 2021. Conversely, since the government is
pursuing an accommodative fiscal policy, public
consumption will contribute positively to growth.
Externally, exports will sharply slow, hurt by the
economic situation in the United States (75% of
total exports). The USMCA deal (renegotiated
NAFTA) signed in September 2018 is expected
to be ratified in 2020. Ratification would be a
positive but not a decisive factor, as conditions
are expected to remain unchanged in most
sectors, with the exception of dairy products,
where Canada has opened up 3.5% of its market
to the United States. Although US customs
duties on imports of steel and aluminium were
dropped in May 2019, metallurgy will suffer from
a slowdown in its main markets, particularly
the automotive sector. At the same time, with
imports rebounding in line with strong domestic
demand, foreign trade will make a much smaller
contribution to growth.

Expansionary 2020 budget
following the elections

Following the elections, the government is set to
implement an expansionary fiscal policy in 2020,
with the first measure being the income tax
cut (CAD 3 billion or 0.1% of GDP). In addition,
increases in spending are expected in health,
social and environmental issues - areas dear

to the New Democratic Party (NDP), whose
support could be important - as well as in public
transport (0.1% of GDP, according to the prime
minister’s programme). Apart from the 3% tax
on digital companies (estimated revenues of
CAD 500 million), no major additional measures
have been announced on the revenue side.
The public deficit is therefore expected to
widen, while remaining small, and public debt
(two-thirds of which is provincial or local) will
slowly decline. However, after deducting the
assets held by the Canada and Quebec Pension
Plans, net public debt is only 27% of GDP. Most
of the provincial debt is contracted by Ontario
and Quebec, both of which have debt equivalent
to 40% of GDP.

The current account deficit is expected to
increase slightly in 2020, driven by the trade
balance, which is set to deteriorate because
of cooler exports. The balances of goods and
services show a consistent deficit (about 1% of
GDP each). With the income balance also in
deficit (0.5%), mainly due to the repatriation of
dividends from foreign portfolio investments,
the country has a persistent current account
deficit. This is financed by significant foreign
investments, particularly portfolio investments.
The substantial external debt (119% of GDP
in mid-2019) is largely contracted by the
private sector (40% of the total by banks, 33%
by companies).

Prime Minister Trudeau’s
minority government

Justin Trudeau managed to keep his post as
Prime Minister in the October 2019 parliamentary
elections, but will now be forced to govern as
a minority, as his centre-left Liberal Party won
only 157 of the 338 seats (-27 seats compared
with the 2015 elections). Although on the rise,
the right-wing Conservative Party was unable to
regain power and will remain the main opposition
party with 121 seats (+22). The big winner in the
election was the separatist Bloc Québécois (BQ),
which became the third largest political force in
Parliament with 32 seats (+22), taking 32.5% of
votes in Quebec. Despite a significant decline
in results (24 seats, -20), the left-wing NDP
should also play a leading role. Justin Trudeau
has decided to govern as a minority, refusing
to form a formal coalition but building different
alliances on an issue-by-issue basis. The NDP
and the BQ supported the government during
the first test of confidence in December (votes
on supplementary spending estimates). While
minority governments are inherently less stable
(none of the 13 previous minority governments
has seen out its entire term), holding new elec-
tions soon would not seem to be in the interest
of any of the main parties, since all but the BQ
recorded disappointing results in 2019.
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PAYMENT & DEBT COLLECTION PRACTICES IN CANADA

Payment

A single law governs bills of exchange, promis-
sory notes and cheques throughout Canada;
however this law is frequently interpreted
according to common law precedents in the
nine provinces or according to the Civil Code
in Quebec. As such, sellers are well advised to
accept such payment methods unless where
long-term commercial relations, based on mutual
trust, have been established with buyers.

Centralised accounts, which greatly simplify the
settlement process by centralising settlement
procedures between locally based buyers and
sellers, are also used within Canada.

SWIFT bank transfers are the most commonly
used payment method for international tran-
sactions. The majority of Canadian banks are
connected to the SWIFT network, offering
a rapid, reliable and cost-effective means
of payment, notwithstanding the fact that
payment is dependent upon the client’s good
faith insofar as only the issuer takes the decision
to order payment.

The Large Value Transfer System (LVTS) -intro-
duced by the Canadian Payments Association
in February 1999 - is a real time electronic
fund transfer system that facilitates electronic
transfers of Canadian dollars countrywide
and can also handle the Canadian portion of
international operations.

The letter of credit (L/C) is also frequently used.

Debt Collection

Canada’s Constitution Act of 1867, amended in
April 1982, divides judicial authority between the
federal and provincial Governments. Therefore,
each province is responsible for administering
justice, organizing provincial courts and enac-
ting the civil procedure rules applicable in its

territory. Though the names of courts vary
between provinces, the same legal system
applies throughout the country, bar Quebec.

Within each province, provincial courts hear
most disputes of all kinds concerning small
claims, and superior courts hear large claims -
for example, the Quebec superior court hears
civil and commercial disputes exceeding
CAD 70,000 and jury trials of criminal cases.
Canadian superior courts comprise two distinct
divisions: a court of first instance and a court
of appeal.

At federal level, the Supreme Court of Canada, in
Ottawa, and only with “leave” of the Court itself
(leave is granted if the case raises an important
question of law), hears appeals against decisions
handed down by the provincial appeal courts,
or by the Canadian Federal Court (stating in
appeal division), which has special jurisdiction
in matters concerning maritime law, immigra-
tion, customs and excise, intellectual property,
disputes between provinces, and so on.

The collection process begins with the issuance
of a final notice, or “seven day letter”, reminding
the debtor of his obligation to pay together with
any contractually agreed interest penalties.
Ordinary proceedings

Ordinary legal action - even if the vocabulary
used to describe it may vary within the country -
proceeds in three phases.

Firstly, the “writ of summons” whereby the
plaintiff files his claim against the defendant
with the court, then the “examination for
discovery”, which outlines the claim against the
defendant and takes into account the evidence
to be submitted by each party to the court and,
finally, the “trial proper” during which the judge
hears the adverse parties and their respective
witnesses, who are subject to examination and

NUMBER OF CORPORATE FAILURES

M Total

4,500 —
4,000 —
3,500 —
3,000
2,500
2,000
1,500
1,000

500

2012 2013 2014 2015

Source: Statistics Canada (CANSIM), Coface

Estimate (e) / forecast (f)

2016 2017 2018

cross-examination by their respective legal
counsels, to clarify the facts of the case before
making a ruling.

Enforcement of a Legal Decision

In most cases, except when the judge decides
otherwise, each party is required to bear the full
cost of the fees of his own attorney whatever
the outcome of the proceedings. As for court
costs, the rule stipulates that the winning party
may demand payment by the losing party based
on a statement of expenses duly approved by
the court clerk.

The change precisely concerns institution of a
standard “originating petition” (requéte intro-
ductive d’instance), with the payment of judicial
costs joined, introducing a 180-day time limit by
which the proceedings must be scheduled for
“investigation and hearings” (pour enquéte et
audition), delivery of a judgement on the content
within a timeframe of six months after the case
was heard and encouragement of the parties
to submit to a conciliation stage during legal
proceedings, with the judge presiding over an
“amicable settlement conference” (conférence
de réglement a I'amiable).

Insolvency Proceedings

The two primary pieces of insolvency related
legislation in Canada are the Companies’
Creditors Arrangement Act (the CCAA) and
the Bankruptcy and Insolvency Act (the BIA).
The BIA is the principal federal legislation
in Canada applicable to bankruptcies and
insolvencies. It governs both voluntary and
involuntary bankruptcy liquidations as well as
debtor reorganisations. The CCAA is specialized
companion legislation designed to assist larger
corporations to reorganise their affairs through
a debtor-in-possession process.

Yearly growth

— 10.0%

3.7%

— 5.0%

-3.0% — 0.0%

2,699 2,677 2,776 — e

2,693
— -10.0%
— -15.0%
— -20.0%
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-30.0%
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2018

5.1
449

GDP PER CAPITA
US Dollars - 2018

CURRENCY
CFA franc (CEMAC)

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D s>
BANGLADESH [ ] 23%
BENIN [ ] 9%
CHINA [ ] 7%
CHAD [ ] 4%
Imports of goods as a % of total
EURO AREA |
CAMEROON [ ] 10%
CHINA [ ] 8%
UNITED STATES [ ] 6%
UNITED KINGDOM [ ] 6%

« Agricultural (cotton, coffee), forestry and
mining (diamond, gold, uranium) potential
« Substantial international financial support

o

« Extreme poverty (two thirds of the population
lives below the poverty line)

« Vulnerability of the economy to external shocks

* Weak transport infrastructure and energy
production capacity

* Geographically isolated

« Unstable political and security situation (a
large part of the territory is controlled by
armed rebel groups)
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Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 4.3 3.8 4.4 4.8
Inflation (yearly average, %) 4.5 1.6 3.5 3.0
Budget balance* (% GDP) -1.1 0.4 2.1 0.6
Current account balance** (% GDP) -7.8 -7.9 -4.6 -5.4
Public debt (% GDP) 49.4 48.8 45.4 42.6

(e): Estimate. (f): Forecast. * Including grants. ** Including international cooperation.

RISK ASSESSMENT

Growth hampered
by the security situation

Growth should accelerate slightly in 2020, driven
by forestry, agriculture and mining sectors. It
will also be backed by international aid mobi-
lised for infrastructure projects, notably in the
energy and communications sectors. However,
the country remains one of the poorest and is
still exposed to a high level of violence. Growth
will suffer from this very fragile context with an
agricultural sector accounting for more than
a third of GDP in 2018 and suffering from the
regular outbreak of conflicts in rural areas.
Nevertheless, wood production will maintain
its good momentum, generating about half of
exports, ahead of gold, coffee and cotton. On
the other hand, official diamond production will
remain limited, penalized by the embargo that
still prohibits exports of diamonds produced
in areas controlled by rebel groups. Domestic
demand will remain low due to the high level of
poverty and the large number of people in exile.
Inflation will be close to the 3% target set by
CEMAC, but it will continue to be highly volatile
given its dependence on frequent disruptions
in food supply. The CFA franc being indexed to
the euro, inflation will also remain impacted by
movements in the euro-dollar exchange rate.

Public finances bolstered
by international aid

The agreement with the IMF under the Extended
Credit Facility was signed in July 2019 with the
payment of the sixth instalment of the loan,
reflecting efforts to continue fiscal reforms. The
government has managed to control its spending
and increase the share of domestic revenues,
although significant progress is required to
expand tax collection throughout the country.
By committing itself to continue on this path, the
country should be able to obtain a new agree-
ment with the IMF. Nevertheless, the balance of
public accounts remains largely dependent on
grants - notably from the World Bank and the
European Union - which accounted for about 11%
of GDP in 2019, or more than half of the budget.
The new peace agreement has led to a significant
increase in international involvement to finance
its implementation. This additional budget
support resulted in a higher than expected
surplus in 2019, despite increased social and
security spending. In 2020, domestic revenue
growth will continue, while the share of grants in
the budget should decline, leading to a reduction
of the budget surplus. The ratio of public debt to

GDP should decline further as arrears are paid
off. However, the country remains exposed to
a high risk of over-indebtedness.

Despite remittances from international partners
and expatriates, which together accounted for
12.5% of GDP in 2019, the current account should
show a large deficit in 2020, mainly due to the
goods balance deficit (14% of GDP in 2019). The
contraction of this deficit in 2019 was partly
due to a decline in imports - more significant
than that of exports - caused by the temporary
closure of the main road linking Bangui to
Cameroon. The increase in the current account
deficit in 2020 (mainly driven by the projected
cut in public transfers) should be limited.
Subsidised loans from international organisa-
tions, whether project-related or not, will finance
the current account deficit. In addition, foreign
exchange reserves, pooled among CEMAC
countries, have begun to rebuild, reducing the
risk of a balance of payments crisis.

A tense security and political context

President Faustin-Archange Touadéra has
been in power since the 2015/2016 elections
which took place after a long period of civil
war marked by the brief coup by the rebel
coalition Seléka and the flight of former President
Francois Bozizé in 2013. The next presidential
and parliamentary elections will be held from
December 2020 onward and will remain focused
on the security issue. Despite a new peace
agreement signed in February 2019 between
the government and the various rebel groups,
which has contributed to a reduction in violence,
the security situation is still highly deteriorated.
The factions of the ex-Seleka, a majority Muslim
armed group, and the anti-Balaka, mostly
Christians, continue to fight each other. Many
other armed groups are taking advantage of
this instability to try to impose themselves
locally. The new peace agreement includes the
integration of rebel group representatives into
the government and allows the national army to
regain control of the territory (70 to 80% being
rebel-held) by relying on units composed of
military from both the regular army and rebel
groups. However, the implementation of this
agreement will be difficult and highly uncer-
tain. In June 2019, the country had more than
600,000 internally displaced persons - about
13% of the population - and as many refugees in
neighbouring countries. The UN peace mission,
Minusca, appears to lack sufficient resources
and is suffering casualties.

Because of this unstable environment, the
business climate will remain mediocre. The
Central African Republic is one of the lowest
placed countries in the Doing Business ranking,
coming 184t out of 190 countries.
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« New oil fields brought into production
» Development potential of the agricultural

« Very high poverty rate (40% of the population

in 2019 according to the World Bank)

* Over-reliant on oil (about 25% of GDP and

75% of exports)

» Geographically isolated

« Business climate not conducive to thriving
private sector; high level of corruption

« Worsening security conditions at both national

and regional levels (role of Boko Haram)

*« Worrying drying-up of Lake Chad, with
negative effects on cotton, fishing and the

environment

I $ COUNTRY PROFILES

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) -5.6 -2.4 3.0 4.8
Inflation* (yearly average, %) -0.9 4.0 3.0 3.0
Budget balance (% GDP) -0.9 1.9 0.0 2.3
Current account balance (% GDP) -6.6 -3.4 -6.5 -5.9
Public debt (% GDP) 49.7 48.2 43.8 39.0

(e): Estimate. (f): Forecast. * Including grants.

RISK ASSESSMENT

Accelerating growth

Growth is set to accelerate in 2020 thanks to
the expected pick-up in oil production, which
will stimulate investment and exports, despite
weaker oil prices. As a result, oil GDP growth is
expected to increase significantly. Meanwhile,
the privatisation of CotonTchad (formerly a
State-owned cotton company) could increase
seed cotton production. This will significantly
improve the agricultural sector’s contribution to
the still low growth of (non-oil) GDP through
private consumption (75% of the working
population works in agriculture and 85% of the
total population depends on it) and exports,
which are expected to expand for a third year.
Looking to take advantage of the upbeat
economic conditions and the extra fiscal leeway
gained in 2018 by rescheduling the debt owed to
Glencore, the country has decided to maximise
its potential by diversifying the economy through
the Five-Year Development Plan (2017/2021)
and investing in the creation of ten agri-food
hubs with private sector involvement to develop
agriculture and livestock. The plan also includes
industrial free zone programmes to encourage
the establishment of commercial and logistical
supply activities.

Debt rescheduling and IMF
financial assistance are helping
to ease fiscal pressure

For the third year running, the budget balance
will show a surplus in 2020, again providing
debt relief, despite the very large defence
budget (30% of the total budget). Oil revenues
are expected to increase, benefiting from new
extraction technologies and increased produc-
tion, with the commissioning of new fields,
such as the Daniela field, which is expected to
boost production to 45.2 million barrels per
year. These revenues, which until now have
been 90% used to service the debt owed to
Glencore (USD 1.36 billion representing 15% of
the country's total debt), may be used to finance
investment and reduce debt, notably thanks to
the debt rescheduling obtained in early 2018.
Reassured by the easing of fiscal pressure, the
IMF decided to release disbursement of the next
stage of funding under the ECF negotiated with
the country in 2017. In return, the government
was asked to continue fiscal consolidation
reforms, including better management of
the wage bill, which resulted in the sale of
CotonTchad in April 2018.

The current account deficit is expected to
decline slightly. The trade balance is structurally
slightly positive thanks to oil, livestock and
cotton exports, but will weaken due to several
investment projects in the oil sector that should

increase imports of capital goods. This surplus
is largely offset by the deficit in the balance of
services (particularly oil), which is close to 20%
of GDP. The improvement in the current account
should be supported by the continued high level
of transfers (6% of GDP in 2018) by expatriates
and the positive effect of the debt rescheduling
with Glencore. A strong performance from
FDI (4% of GDP) should ensure that financing
is provided for this deficit. Foreign exchange
reserves, while continuing to increase, will remain
at average levels (@bout 4.2 months of imports).

The banking sector will remain highly vulnerable
due to the close link between banks and the
State, but also because of weakness in the
non-oil sector. At 8.2% of GDP in 2018, credit
remains low, while doubtful loans stand at 31.4%.

Parliamentary elections
still uncertain

President Idriss Déby Itno, who came to power
in December 1990, was re-elected in April 2016.
In the run-up to the 2021 presidential elections,
political tensions continue to crystallize around
the question of the organization of parliamentary
elections. Initially scheduled for 2015, these have
been postponed several times. Despite a date
set for 9 August 2020, the opposition parties
continue to denounce the deadlock, believing
that it will be difficult to organise the elections
during the rainy season.

The social and security situation remains extre-
mely fragile. In August 2019, clashes between
farmers and herders killed at least 50 people in
the east of the country, raising fears of inter-ethnic
conflict. In the Lake Chad basin, the terrorist
group Boko Haram remains very active, despite
joint military operations with the Cameroonian,
Nigerian and Nigerien armies. On the Libyan
border in the northeast, the French air force
stopped an incursion by a column of armed rebels
based in Libya (Union des forces de la résistance).
These attacks have caused internal population
movements, in addition to inflows of migrants
from surrounding conflict-struck countries,
including Sudan and the Central African Republic.
The country has therefore decided to step up in
the fight against terrorism by participating in the
G5 Sahel force and by making insecurity a central
theme of its presidency of the Central Africa
Economic and Monetary Community (CEMAC)
from 2017 to 2022.

Despite the establishment of a Presidential
Council for the Business Climate led by the
President himself, the social and security
situation, shortcomings in electricity, the internet
and telecommunications, and the use of private
contracts in the award of public contracts,
among other factors, are having a significant
impact on the business environment, with the
country ranking 181 out of 190 in the Doing
Business 2018 index.
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« Mining (leading copper producer), agricultural,
fishery and forestry resources

* Numerous free-trade agreements

* Flexible monetary, fiscal and exchange
rate policies

* Member of the OECD and the Pacific Alliance

o

* Small and open economy vulnerable to
external shocks given the dependence on
copper and on Chinese demand

« Exposure to climatic and earthquake risks

« Inadequate research and innovation

* Income and wealth disparity, poor education
and health systems

Sector risk assessments
AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY
ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

CHILE

Main Economic Indicators 2017 2018 2019 () 2020 (f)
GDP growth (%) 1.3 4.0 1.0 1.0
Inflation (yearly average, %) 2.2 2.3 3.3 3.0
Budget balance (% GDP) -2.7 -1.6 -2.5 -4.4
Current account balance (% GDP) -2.1 -3.1 -2.9 -0.4
Public debt (% GDP) 23.5 25.6 28.5 33.0

(e): Estimate. (f): Forecast.

RISK ASSESSMENT

Activity to remain lacklustre

GDP growth slowed down in 2019, majorly
impacted by the deterioration of the global risk
scenario (US-China trade war escalation and
decelerating activity in China), the temporary
disruptions to the mining sector and, especially,
the social upheaval triggered in October 2019.
The latter caused deep side effects on sectors
such as retail and transport. In 2020, activity
is likely to remain lacklustre. On the one hand,
supportive fiscal and monetary policies (real
policy rate in negative field at end-2019)
will contribute positively to the economy.
Budget-wise, following the Q4 2019 protests,
the government announced a USD 5.5 billion
(roughly 2% of GDP) fiscal stimulus package
out of which USD 3 billion will be allocated to
stimulate activity and employment by increasing
investment expenditure, and the remainder
will be dedicated to reconstruction efforts of
public infrastructure. But, on the other hand,
confidence indexes, which have strongly eroded
since the protests started, and the deteriorating
job market will prevent a stronger economic
momentum (thus household consumption and
private investments will remain weak). Finally,
further escalation of trade tensions would
represent another downside risk. Copper
prices would be under pressure, affecting the
small Chilean open economy for which copper
represents roughly 10% of GDP, 25% of fiscal
revenues and 50% of exports.

External vulnerability has increased
amid lower global activity

The current account deficit was still wide in 2019,
mainly explained by the trade balance, which
remained hampered by the weak global trade
environment that has hit copper demand and
prices. This year, the current account deficit
should significantly narrow due to weak domestic
demand and the relatively more depreciated
exchange rate, which will both weigh on imports.
Alongside, foreign direct investment should still
be enough to cover the external deficit (albeit
the former should be somewhat impacted by
the deterioration in the political environment
triggered by the 2019 social unrest). Moreover,
the country’s external debt has significantly
increased in the last decade. Currently it stands
at around 72% of GDP, over 70% of which is owed
by the private sector (22% by banks and financial
institutions, 78% by non-financial companies).
Nevertheless, Chile’s negative net international
investment position is still at moderate level, at
roughly -24.3% of GDP as of September 2019,
mainly smoothed by the existence of relevant

pension funds’ investments abroad (about
30.7% of GDP as of September 2019). Finally,
the country has a high level of foreign exchange
reserves (covering roughly 7 months of imports
and representing 14% of GDP). In November
2019, the central bank announced that it could
sell up to USD 20 billion in order to smooth
depreciation pressures on the Chilean peso (to
last through May 2020).

Regarding the fiscal framework, a loosening
policy is expected in 2020, as a consequence
of the USD 5.5 billion fiscal package announced
in December 2019. In fact, the government has
formally given up reducing the structural balance
to 1% in 2022 (the revised 2020 structural deficit
is now at 3% of GDP, up from the previous 1.7%
estimate). Moreover, policymakers now see
public debt stabilizing at roughly 38% of GDP
by 2024, up from the 30% forecasted before.

Social discontent is a key
challenge for the government

President Sebastian Pifiera of the centre-right
Chile Vamos coalition has experienced an acute
drop in popularity, driven by the economic
slowdown, higher living costs and the percep-
tion that the government has been inefficient
in solving social demands. Despite the Chilean
economy having relatively sound economic
fundamentals, there is a deep discontent over
still high inequality, low pension levels and preca-
rious access to health and education. Indeed,
in October 2019, these factors contributed to
trigger the most intense social unrest since the
return to democracy. What began as a student
protest against rising transportation charges
quickly turned into confrontation with public
forces, damage of public infrastructure, and
ultimately of the economy. Furthermore, the
government also showed little skill and empathy
in the management of the conflict.

Dealing with the population’s longings will remain
a key challenge for the government. In response
to the protestors’ demand, a referendum will be
held on April 26 2020 on whether the country
should 