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FOREWORD

AN unegqual

— Xavier Durand —
CEOQO of Coface

Last year, we highlighted the many obstacles on
the path to corporate growth that we foresaw for
2020: political and environmental risks, excessive
indebtedness of many States in the emerging and
developing world, to name but a few. However, we
could not have imagined that the world economy
would experience its deepest recession since the end
of the Second World War because of a pandemic. In
addition to its dramatic human consequences, this
singular crisis has deeply disrupted the daily lives
of people, let alone the functioning of businesses
and the global economy.

On the bright side, governments quickly grasped
the scale of the crisis by letting the automatic
stabilisers operate fully and by responding both
quickly and vigorously: guaranteed or subsidised
loans, deferral and/or cancellation of taxes or
social security charges, coverage of short-time
working, etc. When aggregated globally, these
measures amounted to around USD 11700 billion
(12% of global GDP) as of September 2020. About
half of these measures were spending increases or
tax cuts, the other half being loans and liquidity
support from governments or other public sector
actors. Not to mention, of course, central banks’
actions: new asset purchase programmes (including
in some emerging countries for the first time),
interest rate cuts and liquidity provision to banks.

This responsiveness of governments and central
banks has limited the severity of last year’s already
historic recession, while reducing the number of jobs
destroyed and corporate insolvencies. The strength
of the recession is such that many paradoxes, seldom
seen before, have been highlighted. For instance,
many equity markets in mature economies ended
the year in the green despite the deep downturn.
The latter did not stop the number of corporate
insolvencies from falling in many countries (particularly
in major European countries thanks to temporary
amendments to insolvency procedures).

However, these major global trends do not necessarily
indicate that the economic consequences of the
pandemic have been similar everywhere. Differences
in performance between countries are even more
pronounced today than before the crisis. For the
2020-2021 period taken as a whole, the fifteen
economies with the highest GDP growth compared
to 2019 are all in Asia or Africa, according to our
forecasts. On the other end of the spectrum, half of
the fifteen worst performers are in Latin America.
Moreover, trajectories also differ within each region,
notably owing to sectoral specialisations. Such is

recovery

the case in Europe: the more service-oriented an
economy is, the stronger the impact of COVID-19,
with social distancing measures and the ability to
telework being the main discriminatory factors.
For most of these economies, the second quarter
of 2020 was particularly bad, followed by a
rebound in the third. Beneath this general trend,
two groups emerge. The first recorded between 3
and 6 percentage points of decline in GDP at the
end of the third quarter compared with the end of
2019. Among these countries are the Netherlands,
France, Germany, but Italy as well. The shock for
the second group is more significant, between
-9 and -12 percentage points. Spain and Greece,
where services (including tourism) account for a
significant share of the GDP, are in the latter group.
The United Kingdom, penalised until the last minute
by the uncertainties concerning the modalities of
exit from the European Union, is also part of the
second group. These large differences in growth
trajectories are also observable in Asia: China,
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“The pandemic is a catalyst for pre-existing structural trends: rising
inequalities and political risks, state and corporate indebtedness,
digitalisation and energy transition.” — Xavier Durand

Taiwan, Vietnam and South Korea are clearly in
the lead, because they managed the health crisis
well, but also because they enjoy comparative
advantages in sectors that have been resilient in
2020, such as electronics. On the other end of the
ladder are India, Indonesia and the Philippines,
which will have experienced a deep recession in
2020. Malaysia and Thailand are between these
two extremes.

Within each country, these differentiated rebound
prospects conceal a rise in income inequality.
China, ahead of the rest of the world in the
recovery phase, illustrates this trend: the upturn
in consumption since last summer is mainly driven
by high-income households and benefits sectors
such as automotive, luxury goods and tourism. The
wealthiest households have drawn on their savings
accumulated during the lockdown. Conversely,
low-income households have had to incur more
debt in order to cope with unemployment and
maintain their lifestyle. According to World Bank
estimates, 120 million people worldwide will have
fallen below the poverty line in 2020 because of
the economic consequences of the pandemic.
Half of them will remain so after 2021, despite the
expected recovery. This means that while countries
are getting their economies back on track, they are
not getting everyone on-board the recovery train.
This rise in poverty and income inequality, coupled
with public dissatisfaction with governments’
handling of the pandemic, could lead to further
social discontent. In fact, according to Coface’s
Index, the risk of political and social fragility was
already at an all-time high globally before this
crisis emerged.

The pandemic is accelerating other pre-existing
structural trends. Indebtedness is one of them.
Public debt will have increased by about 20 GDP
points over the last year in mature economies,
and by 10 in emerging and developing economies.
While the magnitude of the increase is greater in
the former, the latter will be more at risk this year,
since they will not benefit (barring exceptions)
from the contribution of their central bank to
directly or indirectly finance the public deficit.
Even before this crisis, a year ago, we were already
emphasising the historically high level of public

debt in emerging and developing countries,
particularly in Latin America and Africa. The only
good news is that awareness of the problem has
resulted in emergency multilateral aid. Corporate
indebtedness was already a concern; it is even
more so today. For instance, the resumption of
growth in China has been facilitated by a sharp
rise in corporate debt. In the first three quarters
of 2020, corporate debt was already at around
two-thirds of the record level registered in 2009,
which had led to significant overcapacity. The
only difference this time around is that the sectors
affected by excess debt are more diverse and that
infrastructure-related industries are no longer the
only concerned. Furthermore, the authorities now
seem more inclined to allow some large companies
to go bankrupt. The numerous defaults on the
bond market by Chinese companies at the end of
last year bear witness to this.

The list of structural changes that have been
accelerated by this pandemic is extensive: in addition
to rising inequality and therefore political risks, as
well as debt, digitalisation, energy transition and
the growing importance of the circular economy
are also part of it.

As we enter 2021, the uncertainties are both large
and numerous. To a considerable extent, they concern
the singularity of this global crisis: how quickly will
vaccines be distributed? What will households do
with the savings they accumulated in 2020 during
periods of lockdown? Have consumer preferences
changed lastingly or is a gradual return to “pre-crisis”
standards likely? Will the rise of teleworking bring
sustained changes to the way we work and travel,
thus to the structure of value chains and trade?
Will sectors like air transport or real estate be
profoundly changed? Should we expect a wave
of social discontent arising from the population’s
dissatisfaction with governments’ management
of the health crisis?

This list is, of course, not exhaustive. The twenty-fifth
edition of this guide, while attempting to answer
these questions, discusses many other economic,
political, financial, environmental and sectoral risks.
| wish everyone an enjoyable reading of this guide,
which 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.

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 sector in
terms of global trends. It broadly summarizes
insights presented in the Sector Economic

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.

Insights section.

SECTORS

Sector risk assessments
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FRANCE

COFACE ASSESSMENTS

S COUNTRY PROFILES
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COUNTRY PROFILES

1
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 2019,
the GDP per capita in 2019, 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 2019.

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

COUNTRY PROFILES E—

PAYMENT & DEBT COLLECTION PRACTICES IN FRANCE
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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.

)

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
assessments of 13 sectors in 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, which is based
on three pillars and eight criteria, and
has been strengthened with more quan-
titative criteria. The first pillar focuses
on data relative to Coface’s expertise on

corporate payment behaviour worldwide,
in the various sectors under consideration.
The second pillar concerns forecasts of
processed financial data. The last pillar
brings together key multifactorial criteria
(evolution of commodity price forecasts,
risks linked to structural changes that
may occur in a sector, and country risk
assessments, which have an impact on
the risk assessment of a given sector in a
particular country).

The criteria included in the first two pillars
are summarised below.

Coface’s expertise regarding payment

experience:

* Unpaid ratio level for companies of the
same sector in a given country.

* Forecasts on changes in default amounts
in a given sector at the global level.

* Sector risk assessment from Coface’s
underwriting services.

Pillar regarding the use of corporate
financial data:
* Daily Sales Outstanding (DSO).

* Analysis of quantiles for forecasts in
financial data (net debt, profitability).
The sector risk assessment is on a 4-step
scale: low, medium high, very high, in order

of increasing risk (see p. 1.

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

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.

DOWNGRADES
IN 2020

UPGRADES
IN 2020

COUNTRY RISK
ASSESSMENT MAP

AMERICAS
Country Business
risk li
Argentina [ D | B
Belize [ D | C
Bolivia © B
Brazil A4
Canada [A3] Al
Chile A4 A3
Colombia B A4
Costa Rica [ C | A3
Cuba B E
Dominican Republic [ B | B
Ecuador [ D | B
El Salvador [ D | B
Guatemala [ D | [ C |
Guyana D C
Haiti D E
Honduras [ D | C
Jamaica A4
Mexico [ C | A4
Nicaragua D C
P. [ B | A4
Paraguay B B
Peru A4 A4
Suriname D ©
Trinidad and Tobago B A4
United States [A3] Al
Uruguay A4 A3
Venezuela B E
AFRICA
Country Business
risk li e
Algeria | D | [@
Angola E D Counsry Bus_lness
£ risk climate
Ben’n E € Madagascar C C
Botswana [ B | A4 M 5 5
Burkina Faso D € =
Burundi E = Mal D D
Mauritius | B | A3
Camefoon € 2 Mauritania c
Cabo Verde [ C | [ B |
Central African D E Morocco. = o
Republic Mozambique D D
Chad D E Namibia A4
Congo (Democratic 5 E Niger D | €
Republic of the) Nigeria | D | D
Congo (Republic of the) [ D | D Rwanda A4 A4
Cote d’lvoire B B S3do Tomé and Principe [ D | D
Djibouti C C Senegal | B | B
Egypt [ C | B Sierra Leone D D
Eritrea E E South Africa A4
Ethiopia & D Sudan E E
Gabon © D Tanzania C ©
Ghana B B Togo C BE
Guinea D D Tunisia © B
Kenya [ B | Al Uganda C C
Liberia D D Zambia D ©
Libya B = Zimbabwe B B
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EUROPE AND CIS

BUSINESS
DEFAULT RISK Country Business
risk li
Albania [ D | [@
m m Armenia [ D | B
Austria A2 Al
VERY LOW LOW SATISFACTORY REASONABLE Azerbaijan C
Belarus © B
o B O 1B i R—
Bosnia and Herzegovina E B
FAIRLY HIGH HIGH VERY HIGH EXTREME 1 ia E A3
Croatia [ B | A2
Cyprus A4 A3
Czechia [A4] A2
ﬁ Denmark A2 Al
X -4 » L, Estonia = Al
- a - Finland A2 Al
_ France [A3] Al
Georgia [A3]
Germany [A3] Al
Greece B [A2]
H v [A4] A3
Iceland A3 Al
Ireland [A4] Al
Italy [ B | A2
Kazakhstan B [ B |
Kyrgyzstan [ D | [ D |
Latvia [A4] [A1]
Lithuania [A4] [A1]
Luxembourg [A2] Al
North Macedonia
(FYROM) o
Malta A2
Moldova © B
Montenegro Ad
Netherlands [A2] Al
Norway [A2] Al
Poland [A4] A2
Portugal [A3] A2
i [ B | A3
Russia B
Serbia B A4
Slovakia [A4] A2
Slovenia [A4] [A1]
Spain [A3] Al
Sweden A2 Al
Switzerland [A2] Al
Tajikistan D D
Turkey [ C | Ad
Turk istan D E
Ukraine [ D | C
United Kingdom [A4] Al
Uzbekistan B B
o
] For further
3 information
F 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 [ D | A4 Afghanistan E E risk limate
Iraq E E Australia [A3] Al Nepal c B
Iran E D B ladesh c c New Zealand A2 Al
Israel [A3] A2 Cambodia C B Pakistan D C
Jordan C [ B | China B B Papua New B C
Kuwait [A4] A3 Hong Kong SAR Al Philippines [ B | B
Lebanon D [ D | India B Si e Al
Oman A4 Indonesia A4 A4 North Korea B B
Palestinian Territories D D Japan A2 Al South Korea [A3] Al
Qatar A4 A3 Laos D D Sri Lanka C B
Saudi Arabia B Malaysia [A4] A3 Taiwan A2 Al
Syria E E Maldives C C Thailand A4 A3
United Arab Emirates A2 Mongolia [ D | [@ Timor-Leste [ D | [@
Yemen E E Myanmar D D Vietnam B B
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COFACE COUNTRY ASSESSMENTS

COUNTRY RISK ASSESSMENT
HISTORY OF THE MAIN ECONOMIES

2021 2020 2020 2020 2020 2019 2018 2017 2016 2015 2014
Jan. Sept. June March Jan. Jan. Jan. Jan. Jan. Jan. Jan.
A2 . |
Austria A2 A2 A2 A2 A2 Al Al Al Al [A1} A2
Denmark A2 A2 A2 A2 A2 A2 A2 A2 A2 A2 A2
Japan A2 A2 A2 A2 A2 A2 A2 A2 Al Al Al
Netherlands A2 A2 A2 Al Al A2 A3 A3
New Zealand A2 A2 A2 A2 A2 A2 A2 A2 A2 A2 A2
Norway A2 A2 A2 A2 Al Al Al Al Al Al Al
Sweden A2 A2 A2 A2 A2 A2 Al Al Al Al Al
Switzerland A2 A2 A2 Al Al Al Al Al Al Al
Taiwan | A2 | A3 A3 A2 A2 [A2] Al Al Al
A |

Australia A3 A3 A3 A3 A2 A2 A2 A2 A2 A2 A2
Belgium A3 A3 A3 A3] A2 A2 A2 A2 |A2] A3 A3
Canada A3 A3 A3 A3] A2 A3 A3] A2)] Al Al
France A3 A3 A3 A2 A2 A2 [A2] A3 A3
Germany A3 A3 A3 A3 A2 Al Al Al Al [A1} A2
Israel A3 A3 A3] A2 A2 A2 |A2] A3 A3 A3 A3
Portugal A3 A3 A3 A3] A2 A4 [A4] B B

Singapore A3 A3 A3 A2 A2 Al Al Al
South Korea A3 A3 A3 A3 A2 A2 [A2] A3 A2 A2 A2
Spain A3 A3 A3 A3] A2 A2 [A2] |A3] A4 [A4] B

United States A3 A3 A3 A3] A2 A2 A2 A2)] Al [A1} A2
Chile A4 A4 A4 A4 [A4] A3 A3 A3 A3] A2 A2
Hong Kong A4 A3 A3 A2 [A2] Al Al Al
Hungary A4 A4 [A4] A3 A3 A3 |A3] A4 B B

Indonesia A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Ireland A4 A4 A4 [A4] A3 A3 A3 A3 A3 A3
Kuwait A4 A4 A3 A3 A3 A3 A2 A2 A2
Malaysia A4 A4 A4 [A4] A3 |A3] A4 [A4] A2 A2 A2
Peru A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4
Poland A4 A4 A4 A3 A3 A3 A3 A3 A3 A3 A3
Qatar A4 A4 A4 A4 A4 A4 A2 A2 A2
Slovakia A4 A4 [A4] A3 A3] |A2] A3 A3 A3 A3 A3
Thailand A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A3
United Arab Emirates A4 A4 A3 A3 A4 [A4] A3 A3 A3
United Kingdom A4 A4 A4 A3 A3 A3 A2 [A2] A3
Uruguay A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4

Botswana B B B | A4 A4 A4 A4 A4 A4 A4 A4
Bulgaria B B [ B | A4 A4 A4 A4 [A4] B B B
China B B B B B B B [ B | [A4] A3 A3
Colombia B B B B B A4 A4 A4 A4 A4 A4
Cote d'lvoire B B B B B B B | B | c c
Croatia B B B [ B | A4 [A4] B B B B B
Ghana B B B B B B B | B | c B
Greece B B B B B B | B | c c @ c
Italy B B B [ B | A4 [A4] A3 B B B
Kazakhstan B B B B B B | B | B B B

o)
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2021 2020 2020 2020 2020 2019 2018 2017 2016 2015 2014
Jan. Sept. June March Jan. Jan. Jan. Jan. Jan. Jan. Jan.

Morocco B B B A4 A4 A4 A4 A4 A4 A4 A4
Philippines B B [ B | A4 A4 A4 A4 A4 A4 A4 [A4]
Romania B B [ B | A4 A4 A4 A4 [A4] B B B
Senegal B [ B | A4 A4 [A4] B B B B B B
Serbia B B B B B B [ B | c c c
Uzbekistan B B [ B | c D D D D
Vietnam B B B B B B B B [ B | C C

Bolivia [ [ [ c [ c [ c c c c
Brazil c c B B B [ B | c [A4] A3
Cameroon <€ C C C C C C C C C C
Egypt c C B B B [ B | C C ¢

Gabon c c C C C c C C B B
India c B B B [ B | A4 A4 A4 A4 A4
Madagascar c c c c [ C | D D D [ D | c c
Mexico C [ [ B B B B A4 A4 A4
Oman C c C B [ B | [ B | A3 A3 A3
Russia c c B B B [ B | c c B
Saudi Arabia c c [ C | B [ B | c [ C | [ B | A4 A4 A4
South Africa c [ [ [ C | B B C B A4 A4]
Sri Lanka c c c c [ B B B [ B |

Tanzania c c c c c c c c B B
Tunisia c c c c c [ C | B B B B [ B |
Turkey C [ [ C | B [ B | [ C | B B B B A4

Algeria D D D [ D | c [ [ [ B | A4 A4
Angola D D D [ D | c D [ D | c c c
Argentina D D D [ D | c B [ B | c c c
Armenia D D [ D | c c [ D | [ E | c c c
Haiti D D D D D D D D D D D
Mozambique D D D D D [ D | [ E | [ D | c c c
Nigeria D D D [ D | c D [ D | c D
Pakistan D D D D D [ D | c D D D
Ukraine D D [ D | C C C D D D D

Iran E E E E E E E 3 D D D
Iraq E E E E E E E [ E | D D D
Libya E E E E E E E [ E | D D D
Syria E E E E E E E [ E | D D D
Venezuela E E E E E E E 3 D [ D | [
Zimbabwe E E E E E E E [ E | 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
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and 2021 outlook
for 162 countries

GREECE -P.113 OMAN

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
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COLOMBIA -P. 81 LUXEMBOURG
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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
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-P.M7
-P.18
-P.19
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-P.161

-P.162
-P.163
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- P.166
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-P.172
-P.173
-P.174
-P.176
-P.178
-P.179
-P.180
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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

2021 Coface
Sector Risk
Assessment

Every quarter, Coface reviews the assessments of

13 sectors in 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, which is based on three pillars and
eight criteria, and has been strengthened with more
quantitative criteria. The first pillar focuses on data
relative to Coface’s expertise on corporate payment
pbehaviour worldwide, in the various sectors under
consideration. The second pillar concerns forecasts of
processed financial data. The last pillar brings together
key multifactorial criteria (evolution of commmodity
price forecasts, risks linked to structural changes that
may OCcur in a sector and country risk assessments,
which have an impact on the risk assessment of a
given sector in a particular country).

The criteria included in the first two pillars are
summarised below.

Coface’s expertise regarding payment experience:

* Unpaid ratio level for companies of the same sector
INn a given country.

* Forecasts on changes in default amounts in a given
sector at the global level.

« Sector risk assessment from Coface’s underwriting
services.

Pillar regarding the use of corporate financial data:

* Daily Sales Outstanding (DSO).

« Analysis of quantiles of forecasts on financial data
(net debt, profitability).

LOW HIGH

VERY HIGH

E . h \
. | K>




REGIONAL SECTOR RISK ASSESSMENT

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

SECTOR AT smasTEm  LATM,  MDDLAEAST  Momn  whsTam
AGRI-FOOD AN AN
AUTOMOTIVE AN AN AN BN B s
CHEMICAL AN AN N
CONSTRUCTION AN Y Y y 4
ENERGY Ay AN AW BN
IcT y Ay A

METALS AN AN SN B v s
PAPER AN AN AN
PHARMACEUTICAL AW 2w

RETAIL AN AN AN BN S e
TG AN SN BN Y B =
TRANSPORT AN AN N BN B s
woobp AN AN 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

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

RISK ANALYSIS SYNTHESIS

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

Overall, as an essential sector, agri-food is showing resilience to the COVID-19 pandemic shock.
However, it is also facing challenges in this context, such as the drop in activity in restaurants and

*Relatively resilient to the bars, which has led to decreased demand for the sector overall.

COVID-19 pandemic shock
Meat production has been disrupted, as many meat processors had to temporarily shut down after

employees caught the virus. In addition, harvests in Europe and North America were affected by
the lack of temporary foreign labour because of border closures.

Coface also expects that biological risks inherent in the sector, and recently exacerbated by the
African Swine Fever (ASF) outbreak, the consequences of the fall armyworm’s spread and the
locust invasion in Africa, will put downward pressure on global agricultural production this year.

*Highly exposed to climatic
hazards and biological risks

*Severely impacted by
protectionist tensions ASF, which continues to plague Asia - particularly China - and Europe, is affecting the global pork

market, as China is the world’s largest consumer and producer.

*Volatility of agricultural - . . .
commodity prices La Nifa, a climate phenomenon characterised by below-normal temperatures in the southern

Pacific that causes weather changes around the world, is occurring and is expected to last until

spring 2021 at least. Agricultural commodity harvests are set to be affected.

SECTOR ECONOMIC INSIGHTS

Agri-food continues to show
resilience overall to the COVID-19
crisis, but the impact and recovery
will vary across segments

While the agri-food sector is holding up well to
the COVID-19 crisis overall and compared with
other sectors (such as transport and automotive),
some of its segments have been hard hit. For
one thing, restaurants and bars were closed
in most economies during the lockdown and
saw reduced traffic when they did eventually
reopen, due to caution among consumers and
fear of catching the virus. The resurgence in case
counts then led many countries to close bars and
restaurants again or impose very restrictive rules
to restaurants, which caused a drop in demand
for the agri-food sector’s products. Activity in
restaurants, which represent an important outlet
for producers, has crashed since the beginning
of the year: restaurant reservations worldwide
were zero from 23 March to 30 April (-100%
year-on-year). They then recovered to reach a
post-outbreak peak in September (-29%), but
with the second wave of infections in many
parts of the world and new health restrictions,
bookings fell again (-60% YoY on 1 December).
Alcohol producers were particularly impacted,

but other segments of the agri-food industry
were also affected to a lesser extent.

In addition to the reduction in restaurant
activity, the sector was impacted by COVID-19
via other channels. Fearing that it would bring
coronavirus into the country, China banned
imports of meat from several plants in Brazil,
Argentina and North America in Q3 2020, after
some of their employees contracted COVID-19.
As China is the world’s largest importer of meat,
these restrictions could have an impact on the
affected countries’ agri-food markets if the
bans remain in place.

The agricultural commodities segment benefited
from the situation, but it also had some trouble.
Pantry stocking (particularly of pasta) during the
first general lockdowns, with half of humanity
confined in the second quarter of 2020, boosted
demand for the sector. Following this increase
in demand, some countries, including Russia,
the world’s largest wheat exporter, temporary
introduced restrictions on food exports because
of fears of shortages and high food inflation.
These restrictions fuelled inflationary pressures
in international food prices. Meanwhile some
countries, such as France, Germany and the
United States, faced temporary labour shortages
for agricultural commodity harvests.

COFACE
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In the medium-term, the impact of the COVID-19
on the sector is expected to remain moderate
and vary across segments. Coface expects that
catering will continue to be heavily impacted
and will recover gradually, due to the measures
taken to slow the spread of the virus. This gradual
recovery should be particularly evident in demand,
which is expected to remain contained.

The biological and climatic risks that
existed before COVID-19 have not left

African Swine Fever (ASF) broke out in Europe
and Asia in the summer of 2018. The disease has
spread throughout Asia, severely affecting the
region and causing havoc among pork producers,
particularly in China, which 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 other
parts of the world, such as the European Union
and the United States. Increased Chinese demand
has caused pork prices to surge, prompting some
Chinese consumers to switch to other meats.
This has led to an increase in external demand
for beef and chicken, which has benefitted Brazil,
Argentina and the EU (Brazil is the largest exporter
of beef and chicken, the EU is the third-largest
exporter of beef and the second-largest exporter
of chicken, while Argentina is the fourth-largest
exporter of beef). Moreover, the decline in the
Chinese pig herd has reduced worldwide demand
for soybeans, which are mainly used to feed pigs.
According to the U.S. Department of Agriculture
(USDA), pork production in China is expected
to start increasing again in 2021 mainly due to
the gradual rebuilding of the Chinese pig herd.
According to the USDA, global pork production
fell by 11% compared to 2019 but is expected to
increase by 9% in 2021. Pork stocks held by China
and sold on the domestic market, in an attempt to
maintain prices, are decreasing, putting pressure
on domestic pork prices, which were 63% higher
in August 2020 than in August 2019. In addition,
cases of ASF were recently discovered in wild
boars in Germany, Europe’s largest pork exporter
and producer. Consequently, several countries,
such as China, South Korea and Japan, stopped
importing German pork, while other EU countries
stopped importing pork from the ASF-affected
regions but continue to import from the rest of
the country. Ultimately, all of this could push the
price of pork up and, through a substitution effect,
that of other meats, which would see increased
demand when pork becomes more expensive.

In addition to ASF, fall armyworms (FAW) and
locusts are two major biological risks for the
agri-food sector. The FAW is a caterpillar that
feeds mainly on maize, but also on rice, sorghum
and cotton, among others. It was first detected
in West Africa in early 2016 but has now spread
to several Asian countries, including Vietnam,
Myanmar, Bangladesh, Indonesia, Taiwan and

FAO FOOD PRICE INDEX (100 = JANUARY 2015)
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AGRI-FOOD

China, as well as Australia. China is the world’s
second-largest maize producer, so the FAW'’s
presence could create inflationary pressures for
world maize prices. A locust invasion is underway,
particularly in East Africa, the Arabian Peninsula,
Iran and Pakistan.

An occurrence of La Nifa, a climate phenomenon
characterised by below-normal temperatures in the
South Pacific that causes weather disturbances
around the world, is currently underway and could
affect the production of agricultural coommodities.
The overall effect of La Nifia is difficult to assess
as losses in some countries could be offset by
gains in others. However, the harvest of some
commodities could be particularly affected
because their production is more geographically
concentrated. For instance, the three main
producers of soybeans (the United States, Brazil
and Argentina, which together account for about
80% of world soybean production), are expected
to experience drier weather conditions because
of La Nifa.

China is increasing its purchases of
U.S. agricultural goods under Phase
1 of the trade agreement signed in
January 2020

As part of Phase 1of the trade deal aimed at easing
trade tensions between the two countries, China
will have to increase its imports of U.S. agricultural
goods by USD 12.5 billion in 2020 and USD 19.5
billion in 2021 over 2017 levels. However, there is
no guarantee at this stage that China will buy
enough U.S. farm goods to meet the terms of
the agreement: China has little room to step up
its U.S. soybean imports, since they are seasonal
and ASF has reduced China’s need for soybeans.
The increase in agricultural purchases should
therefore apply mainly to the meat segment,
in which Chinese needs have grown precisely
because of ASF.

COFACE
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SECTORS

AUTOMOTIVE

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE
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*Period of unprecedented
innovation in the sector

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

*Highly impacted by
the COVID-19 crisis

*Increasingly restrictive
anti-pollution standards
requiring heavy investments

*High uncertainties on the glo-
bal 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-fueled vehicles.

RISK ANALYSIS SYNTHESIS

The health crisis has strongly affected the global automotive sector. Supply has been reduced
because of the consequences of the closure of several plants around the world in the first half
of 2020. Meanwhile, demand has been impacted by consumers’ reduced ‘appetite’ for this type
of durable goods, in a period of economic uncertainty linked to the consequences of the health
crisis. Thus, car industry profitability stood at 0.8% at the end of the third quarter (@3) of 2020
compared to 4.3% a year ago. As a result, vehicle registrations and production collapsed, before
gradually picking up again, and significantly in Asia as from Q4 2020. Globally, car sales had
contracted by 22% in October 2020 over 10 months. Vehicle production fell by 22% year-on-year
at the end of October 2020.

Economic growth is expected to resume in 2021, following an unprecedented GDP contraction in
2020. Indeed, according to Coface, global GDP is expected to contract by 3.8% in 2020 and to
rebound by 4.3% in 2021. However, even if sales in the sector start to recover, they are not expected
to be able to offset the losses of the first half of 2020. A gradual recovery has been observed in
China since Q2 2020, while Europe and the United States are still battling with the pandemic’s
impact on sales and production, despite the slight improvements already noticeable.

Moreover, the sector is still undergoing a major transformation with the development of electric
vehicles and increasingly restrictive regulations, which mainly concern CO2 emissions. The automotive
industry is continuing to reconfigure itself with the rise of e-mobility and the emergence of new
players in the electric vehicle and driverless car segments. Traditional carmakers and parts makers
are continuing to forge new partnerships to face these new challenges.

SECTOR ECONOMIC INSIGHTS

2019 levels and have been only 4.7% lower than
last year’s records at the end of October 2020.

Regarding the current situation, the
automotive sector is suffering from

both economic uncertainties and
the crisis linked to COVID-19.

Drastic total lockdown measures in most parts
of the world led to the closure of factories and
dealerships in the first half of the year and during
Q4 in some countries in Europe, thereby causing
the brutal shutdown of the sector. Indeed, because
car production came to an abrupt halt, the
number of produced vehicles collapsed. From
a global perspective, since Q2 2020, a gradual
and uneven recovery was observed. The easing
of lockdowns enabled plants to reopen, which
is supporting the recovery of demand. However,
for the United States and Europe, the outlook
for the automotive sector is more uncertain,
since the health crisis linked to COVID-19 seems
to have been poorly controlled.

In China, sales were down 42% in Q1 2020
compared with Q1 2019. Production factories
here were able to gradually reopen in March
2020. Since then, monthly sales have surpassed

The number of registrations in Europe decreased
by approximately 27% year-on-year at the end
of October 2020. While registrations hardly
recovered in Europe since lockdowns were
eased, the rebound in infections during Q4 is
exerting pressure due to higher restrictions:
-27% in France for November, -3% in Germany
and -27% in the UK.

In the United States, light vehicle sales decreased
by 17% year-on-year at the end of October 2020.
This is, in fact, less significant than in Europe due
to less drastic lockdown measures. However, due
to fewer selling days, November light vehicles
sales fell by 14.3% according to J.D. Power
estimates. After adjusting for this factor, the
decrease is estimated to be at around 3.4%.

Furthermore, the automotive sector remains in a
state of transformation. Indeed, the institutional
environment is pushing carmakers and equipment
manufacturers to develop electric engines.
Before the COVID-19 crisis, new regulations
and standards on polluting vehicles had been
initiated. Some car manufacturers have asked for

COFACE
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an easing of these regulations, which came into
force in 2020 in Europe, because of the health
context. With respect to the European institutions,
pushing back these new rules to 2021 does not
seem possible given the environmental emergency.
Consequently, the hybrid and electric segments
are those most likely to recover quickly, since
they benefit from public support, particularly in
Europe, China and the United States.

The pace of recovery in the sector
differs from one region to another
but remains difficult in all markets.

Regarding Asia, the recovery is in progress but
remains fragile, except for China (7.5% economic
growth forecasted by Coface for 2021vs. 2.3% in
2020). Indeed, in China, the fear of taking public
transport due to the pandemic may have had
an impact on the willingness of households to
equip themselves with a car. In order to revive
the sector, public authorities have implemented
various incentives. For instance, at the local level,
10 cities are providing a subsidy for new energy
vehicles sold between March and December 2020.
At the national level, the government has extended
its financial aid plan for the purchase of electric

cars until 2022. In the Eurozone, a rebound
in activity is expected in 2021, with economic
growth anticipated at 4.9% by Coface, after
-7.4% in 2020. However, the sector is gradually
recovering, a little later than in Asia due to
lockdown measures that have been extended
to the winter of 2020. The region is witnessing
an uptake in alternative engines vehicles sales
due to authorities’ subsidies and more stringent
environmental protection rules. However, while
this phenomenon is gaining momentum, lack of
infrastructure will weigh in on future sales. On
the American continent, infection levels remain
very high because of poor crisis management at
the time of writing. However, light vehicle sales
have remained relatively resilient and have not
collapsed as they have in Europe, for instance.
Dealerships continue to sell cars at discounted
prices, with price deductions averaging up to
USD 4,000 per vehicle.

Production is expected to be affected during the
first half of this year due to a semiconductor’s
shortage. The increasing integration of innovative
technologies linked to e-mobility is leading to
difficulties in securing access to this equipment,
particularly in the face of competition from the
ICT sector.

From a structural point of view,
the global automotive sector is
undergoing major changes.
These are mainly linked to a
transition towards the decline

of thermal engines in favor of
electric ones. Coface expects
this reconfiguration of the sector
to continue in the medium- and
long-term.

The rise of e-mobility is mainly linked to new
players such as Tesla, a manufacturer of electric
vehicles, joining the world leaders. Faced with this
trend, the entire automotive sector is investing
heavily in Research & Development and is
expanding its electric vehicle ranges in order to
compete with these new players. The COVID-19
crisis is expected to contribute in accelerating the
reconfiguration of the sector. Indeed, e-commerce
and the overall digitalisation of the economy
have strongly developed during the health crisis,

AUTOMOTIVE

which has led to the emergence of new modes
of consumption. A reorganisation of distribution
channels has been noticed in the automotive
sector. For example, Tesla implemented its sales
strategy by closing physical points of sale in order
to focus on online sales. This has a dual objective:
to adapt to consumer expectations and to save
money in order to maintain financial stability
in the context of the economic crisis linked to
COVID-19. This situation could be an incentive for
traditional manufacturers to establish partnerships,
with the objective of lowering costs. This is, for
instance, the case of Ford and Volkswagen, who
will jointly produce 8 million commmercial vehicles.
Partnerships between vehicle manufacturers and
technology service companies are also emerging,
like Google and Renault, who are teaming up to
improve Renault’s industrial processes.

Automotive sector players must
adapt to increasing regulations
against pollution and global
warming, which are becoming more
restrictive.

These measures are forcing manufacturers to
make heavy investments to comply with standards.
In Europe, the new CO2 standard in force since
January 2020 aims to limit the number of polluting
vehicles sold. Non-compliant carmakers will be
fined if their fleet of vehicles for sale emits more
than a predefined threshold of CO2. Although
there is a natural tendency to converge on
the adoption of anti-pollution standards in the
main automobile markets, the question of the
homogeneity of standards between the main
markets still has to be monitored, considering
the risk of segmentation. In the United States, the
legal divide between the State of California and
the U.S. federal government on the Clean Air Act
is a good illustration of this risk of fragmentation.
Since the Obama presidency, California has had
a waiver to set its own anti-pollution standards.
The Trump administration revoked the waiver, but
California, supported by 13 other States, decided
to challenge that revocation in court. This legal
battle offers little visibility to carmakers and
automotive suppliers, particularly in terms of
investment decisions.
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Sector risk assessments
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*Main input prices remain
at historically low levels,
which somewhat benefits
the petrochemicals segment

* Speciality chemical
companies are benefiting
from innovative products
aimed at tackling
environmental risks

*Speciality chemicals
companies are less
vulnerable to changes
in the economic cycle

*End users highly impacted
by the pandemic’s knock-on
effects on economic activity

* Petrochemicals highly
dependent on changes
in the economic cycle

eIncreasing production
capacity in ethylene
and its derivatives, which
results in overcapacity

« Stricter regulatory
environment forcing
producers to overhaul
their business models

«Significant legal risks
resulting from the effects
of some chemicals
on human health

Notes for the reader

Net margin: ratio of profits to sales.

RISK ANALYSIS SYNTHESIS

Two segments are under our scrutiny when dealing with the chemicals sector: petrochemicals and
speciality chemicals. Petrochemicals are more tied to economic conditions, while speciality chemicals
appear to be much more resilient. Activity is weak in client sectors, such as automotive, and, to a
lesser extent, construction. Moreover, increased supply, brought about by the opening of giant
petrochemical plants in the United States, China, India and especially in the Arabian Peninsula, are
likely to exert downward pressure on prices, particularly for ethylene and its derivatives. Finally, Coface
anticipates that many actors in the industry could face legal cases, such as the ones that targeted
the tobacco industry, or those currently underway in the pharmaceuticals sector in connection with
the opioid scandal, which may result in financial agreements with some U.S. jurisdictions, in order

to avoid harsh penalties.

SECTOR ECONOMIC INSIGHTS

The sector has suffered from a fall
in demand due to the pandemic
induced lockdowns

For 2020 and 2021, Coface expects annual growth
rates of 2.3% and 7.5% in China respectively,
while the United States should experience a
3.7% contraction before rebounding to 3.2%. The
European Union experienced a large contraction,
estimated at -6.9% in 2020, before rebounding
modestly to 4.2%.

Major petrochemical commodities and output
prices have dropped on the back of the pandemic’s
effects. European monthly average ethylene
prices dropped by 54% between January 2020
and May 2020 (the time series’ lowest point).
Butadiene prices, for instance, behaved in the
same way, as monthly average prices also
dropped by 85%. While prices have rebounded
since then, by 65% in June 2020, the downward
trend persists. This is in fact far from a total
recovery, as these represent only 25% of January
prices. The current weakness felt in auto markets
across the globe is continuing to impact sales of
raw materials for tyres. Xylene prices followed
a similar path, as they fell by 58% between
January and April 2020, before rebounding by
48% between April and June. This solvent is used
widely during manufacturing processes, and its
trend reflects the woes experienced by several
industries such as leather processing, rubber,
metalworking, etc. Purified terephthalic acid
(PTA) is showing continuous signs of distress
due to lower activity and sales in textiles.

Other challenges include the difficulties experienced
by client sectors, such as automotive and

construction, since chemicals are upstream of
their production processes. These industries are
coping with various challenges, including the fact
that some of their markets are maturing. This is
particularly a concern in the automotive sector,
with lower or stagnating vehicle sales in the main
markets. Meanwhile, the construction sector is
recovering at a very different pace depending
on the different regions we cover: while activity
remains weak overall, a positive dynamic stands
out - particularly in the residential real estate
segment - despite the difficulties that persist.
This recovery is indeed perceptible in major
markets such as China and the United States.

Similar to many other sectors, the protectionist
environment, is hurting the petrochemicals
segment. Measures targeting petrochemicals
specifically resulted in China completely closing
its market to U.S. petrochemicals. Consequently,
American producers are being forced to look
for new markets.

Several major projects (launched in the past)
are underway, in order to build petrochemical
plants with the objective to expand business
in parts of the world where the raw material
supply is plentiful, including the United States,
the Arabian peninsula and Asia (China and India
mainly). These plants will boost production
capacity and will exert pressure on petrochemical
prices, as demand is maturing. The trajectory
of companies in the sector at the global level
remains worrisome, with decreasing margins and
increasing net debt levels. The net debt ratio
rose simultaneously by 1.6 and 2.3 percentage
points, respectively. This latest evolution may
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create pressure for companies in the forthcoming
months, when debt will have to be repaid.

Speciality chemical companies, while being impacted
by the ongoing pandemic’s consequences on
economic activity and the risk of an “uncontrolled”
second wave, have exhibited better resilience than
petrochemicals. Indeed, they were in a relatively
more favourable position before the crisis.
Entering this niche market requires continuous
and costly R&D investment over several years.
Another factor that protects speciality chemical
companies from competition is the expertise
that they have developed over time in a business
where the tastes of end consumers are constantly
changing. They are also developing high value
products, such as particulate emission filters,
which open up positive prospects in the context
of the fight against environmental risks. However,
the fortune of this segment is linked to the pace
of the recovery, which is not expected to be fully
and globally achieved during 2021.

Differentiated recoveries depending
on different regions of the world
due to the impact of the pandemic

China seems to have recovered from the effects
of the severe lockdown it imposed during the first
quarter of 2020. Industrial production rebounded
sharply in October from the lows reached in
February: 106.9 versus 86.5. The manufacturing
sectors in Japan and Korea also showed a strong
rebound in their monthly index at the end of
October 2020 after suffering the most in May.
In the Eurozone, the rebound in manufacturing
production was observed at the end of October
when compared to the low in April (a month
in which lockdowns were fully enforced on the
continent): 97.4 versus 73.3. Better car registration
figures recorded on the continent since then,
brought about by the restarting of many production
plants, is one of the main explanations behind
these higher figures. However, we should remain
cautious when exploiting these trends, as the latest
figure is 16 points below the average for January
and February 2020 (around 110 points), before
the onset of the pandemic on the continent. In
the U.S,, analyses of manufacturing production
figures shows a landscape similar to that of its
European counterparts. Thus, as of the end of
October 2020, the index rose by around 16 points
compared to the low in April, reaching 94. However,
the latest data point is 5 points below the 2019
average, while the pandemic is experiencing a
third wave in the country.

Sectoral reconfiguration will
continue to be driven mainly by
both regulation and the evolution
of consumers’ preferences

Like many sectors, the chemical industry is facing
stricter regulations. These rules aim at limiting
environmental risks resulting from the processes
used to produce the chemicals themselves or final
chemical products. These rules are increasing
production 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 are
spurring calls for changes to production models
employed by companies in the sector. For instance,
the NGO Greenpeace recorded that 34 out of 54
African nations had banned plastics since 2005,
notably Eritrea. Many African governments are

CHEMICAL

banning plastic bags, particularly those for
single-use, the waste from which is plaguing
the continent. In many countries, importing or
producing plastic bags is a criminal offence and
domestic producers are marketing substitutes
made from reusable textile bags, like in Morocco,
or biodegradable ones, like in Togo.

The rising demand from consumers and public
opinion to limit plastic use for environmental
concerns is also prompting shareholders to
pressure management boards to comply with
these changes in consumers’ preferences. The
issue of recycling represents a risk for the sector,
in view of growing citizen awareness globally
about its importance, particularly due to media
coverage of the effects of micro-plastics ingestion
on marine animals, 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.

The ongoing restructuring among actors in
the sector is mainly due to the consequences
of long-term price dynamics. According to
Wood Mackenzie, 50 million tonnes per year
of ethylene projects are underway globally.
Some projects could be cancelled, but a large
share are already under construction or in the
engineering phase. We expect these additional
capacities to exert further pressure on prices of
ethylene-related products in the coming years, as
Wood Mackenzie forecasts additional demand for
ethylene to reach 6 million tonnes per year. This
trend will have a severe impact on margins. Other
chemical commodities, such as paraxylene glycol,
methanol and propylene, are following the same
trends. There is overcapacity in these products,
which exerts downward pressure on prices and
will ultimately contribute to a reduction in the
main producers’ margins. Naphtha and ethane
prices have also been highly volatile since 2018,
due in particular to the uncertainty of U.S. trade
policy and its impact on oil prices, as naphtha
is a crude oil-derived product, while ethane
prices are correlated to oil. The volatility of the
abovementioned inputs (naphtha, ethane) is leading
to aloss of competitiveness for companies in the
sector, which are also having to hedge themselves
against the related risk.
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*World population growth

«Persistent increase
in urbanization

*Overall accommodative
monetary policies worldwide
and low interest rates in
advanced economies

*The level of indebtedness
of construction
companies remains high,
particularly in China

*High household debt
at the global level

*Pro-cyclical sector, some
segments of which are
durably impacted by the
consequences of the
COVID-19 health crisis

RISK ANALYSIS SYNTHESIS

The COVID-19 pandemic led to containment measures affecting economic activity, including in the
construction sector. Coface estimates a 3.8% contraction of world GDP in 2020 and forecasts a world
GDP growth of 4.3% this year. Construction sites have mainly been affected by lockdown measures in
the first half of 2020 (H1). While these restrictions were implemented at various degrees in different
regions of the world, some worksites have not yet recovered their pre-COVID-19 capacity, due to
the health protocols in place and constraints related to remote working. The dynamics of the crisis
and the impact on the recovery will be different depending on the segments of the construction
industry, despite the pro-cyclical nature of the sector. The economic recovery is now underway at
global level, partly thanks to government support and accommodative monetary policies. In this
context, some sub-segments of the construction sector should be more resilient than others. This
is the case of infrastructure, for which projects play a key role in government stimulus packages.
The majority of these stimulus packages are part of governments’ continued effort to ‘decarbonize’
the economy in order to address environmental challenges. Moreover, to a lesser extent, private
housing is expected to gradually recover, despite still important economic uncertainties and high
level of household indebtedness globally. This dynamic, with large disparities expected between
regions worldwide, is likely to be supported by changes in household preferences, including rising
mobility from megalopolises to less urbanized areas, following several episodes of containment
measures. By contrast, the commercial real estate segment outlook worldwide is negative overall
in the medium-term. The demand is expected to remain weak despite the economic recovery
expected this year, since the mobility crisis triggered by the health crisis has led several enterprises
in both different industries and regions of the world to sustainably modify their work organisation,
with the general increase in teleworking.

SECTOR ECONOMIC INSIGHTS

Private housing is expected to
gradually recover from the health
crisis’ knock-on effects while the
commercial real estate segment
is likely to remain in difficulty

in the long-term

segment in the U.S. In December 2020, despite
a further increase in COVID-19 contaminations
in the country, all indicators of residential
construction activity were at new highs. Indeed,
homebuilder confidence recorded historically
high levels, while building permits and housing
starts reached their highest level in 14 years.

The construction industry is pro-cyclical and was
hit by the global economic recession triggered
by the COVID-19 crisis last year. In a context of
economic uncertainty and continued high levels
of global household debt worldwide, estimated
by the Institute of International Finance (IIF) at
about 59% of global GDP in the third quarter
(Q3) 2020, up from around 57% of global GDP
in Q3 2019. However, there are factors that could
support household demand for private housing.
Firstly, the low level of interest rates in leading
economies. Secondly, the growing aspiration of
part of the urban population to organise their
lifestyle differently in the wake of the general and
accelerated increase in teleworking after several
episodes of lockdowns. An emblematic example
of this trend is the dynamism of the residential

High demand for private housing and low
interest rates have supported this sector. For
its part, the outlook for non-residential property
was already bleaker than the private housing
activity before the COVID-19 crisis in the U.S.
Coface expects this trend to continue this year.
Firstly, during the first wave of lockdowns in H1
2020, many works had to be interrupted and
therefore suffered serious delays, the effect of
which is still being felt to a certain extent today.
Secondly, even in areas where construction works
were permitted during subsequent lockdown
periods in the remainder of 2020, demand was
low at that time due to various factors. These
included uncertainties surrounding economic
activity as well as a structural decline in demand
due to the new organisation of businesses with
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the widespread use of remote work. Finally, the
increase in teleworking practices due to the
mobility crisis, linked to the health crisis implies
that, on the one hand, current commercial leases
may not be renewed. On the other hand, in the
light of these developments, the attractiveness
of new long-term large-scale commercial real
estate construction projects is being restored.

Indeed, companies and their employees, who
have adapted to remote work, sometimes by
constraint, are now in a position to sustain it in
their organisation in the long-term. They may
therefore question the need to keep all or part
of their real estate assets.

This is one of the reasons why an ICT giant like
Facebook announced in 2020 that it would
continue to promote teleworking massively for
its employees, even beyond the COVID-19 crisis.

The infrastructure segment should
remain relatively resilient despite
the health crisis’ shock

Governments see the construction industry as key
to economic recovery and a source of jobs. The
ongoing recovery in the sector is well illustrated in
the rebound of PVC prices in leading economies.
PVC is a plastic material that is widely used as
input for construction (see chart). In leading
advanced economies, public investment should
be supported by lower debt servicing costs
thanks to accommodative monetary policies.
Under these favourable financing circumstances,
thanks to the monetary policies pursued, several
large infrastructure projects are still underway,
particularly those relating to public service
infrastructure, as well as the thermal renovation of
buildings. Most stimulus packages implemented
by major economies to overcome effects of the
crisis include support for infrastructure works.
For instance, in the U.S., President J. Biden,
campaigned, among other things, on the need
to renovate the country’s infrastructure. These
include promises made during his election
campaign regarding sources of energy. President
J. Biden aims to enable the United States to use
only ‘clean” energy by 2050. This would require
large infrastructure projects notably in order to
be implemented. Infrastructure projects in the
upcoming stimulus package should also focus
on technology.

Overall, infrastructure projects in the major world
economies as part of stimulus packages should
focus on technology areas. This is the case in the
European Union as well as in Asia.

Eastern European countries, which remain
attractive thanks to the relatively low cost of skilled
labour, should benefit from investments in new
infrastructure, particularly in connection with the
potential relocation of digital activities induced
by the consequences of the crisis. For instance,
in June 2020, Google announced its intention to
invest USD 2 billion in a data centre in Poland.
This latest initiative is one of the examples that
illustrates the fact that private investments in
infrastructure by the tech giants should continue
in the short- and medium-term. Indeed, ICT is one
of the sectors that Coface identifies as resilient to
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the COVID-19 crisis, as it benefits from collateral
effects, such as the increased need for products
that enable people to obtain digital tools for
professional, domestic and leisure purposes, in
the context of the mobility crisis generated by
the health crisis.

The major transformations
underway in the sector before

the COVID-19 pandemic, particularly
in response to environmental issues,
should continue

For several years now, construction sector players
have been engaged in a ‘de-carbonized’ approach,
in order to respond to the willingness of consumers
and public authorities to prevent environmental
risks and fight climate change. For instance, the
European Union (EU) has committed to achieve
‘carbon neutrality” for new constructions by
2050 and to reduce carbon emissions in the
sector by 40% by 2030. The European Green
New Deal Investment Plan provides a framework
for investment in green infrastructure. This will
lead to investments in low-carbon transport
infrastructure (high-speed rail, public transport,
electricity-recharging infrastructure). The health
crisis should not alter this approach. Moreover,
with the allocation of EUR 49.1 billion to the
EU’s 2021 “natural resources and environment”
budget, the deployment of renewable energies
should also benefit the construction sector.
Furthermore, in 2012, the Australian government
created the Australian Renewable Energy Agency
(ARENA), that has committed to 543 projects,
for a total investment of USD 1.6 billion. In Latin
America, where 80% of the population is urban,
the de-carbonization of buildings represents
a market worth nearly USD 4 trillion by 2030,
according to the World Bank.

The adoption of new technologies, such as Artificial
Intelligence (Al) and robotics, is expected to
accelerate following the COVID-19 crisis, due to
the need to promote remote working. Innovations
in this area include Al-controlled robotic systems
for sorting, collecting and processing demolition
debris for recycling.
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SECTORS

ENERGY

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*New methods of financing
that share risks between
producers and investors

« Efforts by oil companies to
lower their breakeven point

*Diversification of
large companies

*Renewable energies
remain on a dynamic
trend despite the crisis

*High levels of debt, especially
for companies exploiting
non-conventional oils

*Sharp drop in profitability
due to the health crisis

*High volatility of
crude oil prices

*Overcapacity of companies
in the sector, in the oil and
gas services segment

*Strong pressure from
environmental activists
to reduce investments

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

The coronavirus pandemic led to drastic lockdown measures that have affected economic activity.
Coface forecasts a 3.8% contraction in global GDP in 2020 and a 4.3% recovery in 2021, following
global economic growth of 3.2% and 2.5% in 2018 and 2019, respectively. In this context, oil prices are
facing a sharp contraction in demand: the price of crude oil fell by 74% year-on-year in April 2020. As
such, Coface estimates the yearly averaged brent price for 2020 at USD 40 per barrel, a record low
level since 2016. The price level is too low to enable exploration companies to generate significant
cash flow. This is having repercussions on the entire industry, as capital expenditures are low, which
destabilises oil-related companies that are already suffering from overcapacity. These financially
weakened oil-related companies are among the most at risk in the sector.

Furthermore, refineries are having to deal with new standards, particularly environmental ones,
while facing a contraction in demand. Refinery operations are not expected to fully recover before
2022, with disparities depending on geographical areas. The economic recovery depends both on
countries’ exposure to the virus and on government responses aimed at stimulating the economy.
Moreover, it is important to note that the recovery programmes are part of the governments’ desire
to achieve a low-carbon economy, thereby promoting the development of renewable energies,
an orientation already propelled before the COVID-19 crisis. Therefore, this calls into question
the sustainability of the hydrocarbon sector, particularly in North America, where unconventional
players must now demonstrate (with difficulty) that their activity remains viable, while operating
in a region where the energy sector has been dynamic in recent years.

SECTOR ECONOMIC INSIGHTS

COVID-19: a massive shock that

is having a strong impact on an
industry already weakened before
the crisis

The first lockdown measures, which started in
many countries in the first half of 2020, halted
industrial activity and transport-based travel.
The consumption of factories dropped, as
they were no longer producing. Moreover, the
massive fall in international travel has drastically
reduced the demand for kerosene, which,
combined with lower car use, has led to a drop
in fuel consumption. Consumption of plastic
products in the automotive and construction
industries has declined because of the drop in
activity in these sectors, particularly during Q2
2020. According to the International Energy
Agency (IEA), the demand for oil in 2021 will
be 3 billion barrels per day lower on average
than in 2019. On the supply side, in December
2020, the OPEC+ countries agreed on cuts in
oil production more limited than they were
previously, from 7.7 million to 7.2 million barrels
per day, as from January 2021. The resumption
of economic activity following the lifting of
lockdown measures has led to a rebound

in the consumption of petroleum products.
Nevertheless, the drastic drop of activity in the
aviation sector is likely to continue to weigh on
demand for oil products.

A difficult recovery for fossil fuels
in all major markets worldwide

In Asia, the recovery has been underway since
the second quarter of 2020, since China lifted
its lockdown measures earlier than the Western
economies for instance. In China, demand for oil
rebounded in March and April. The throughput
of Chinese refineries gradually increased through
2020, reaching 13.3 million barrels per day,
and is expected to reach 13.8 during 2021. In
Europe, uncertainty is weighing more heavily on
economic activity. Indeed, authorities enacted
lockdowns at the end of 2020, which have
put downward pressure on consumption of oil
products. A return of drastic health measures
that would penalise economic activity cannot be
ruled out, which would put the entire upstream
sector (exploration-production and oil-related
industries in particular) in difficulty. Thus, despite
an upturn in activity in June 2020, the level of
refinery activity in 2020 and 2021 will remain
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below 2019 levels (-2.6 mb/d and -2.4 mb/d,
respectively, according to the IEA).

In the Americas, where both the control of the
pandemic and limitation of the number of cases
per day have proven very difficult since the
start of the health crisis, rising unemployment
and uncertainty are weighing on purchasing
and investment decisions. The pursuit of the
economic recovery depends on the evolution of
the pandemic in the United States. However, due
to the resumption of contaminations, notably
at the end of last year, and its consequences on
the confidence of agents as well as economic
activity, refinery activity is not expected to return
to pre-crisis levels before 2022.

Regarding liquefied natural gas (LNG), the COVID-19
crisis and the drop in demand emphasised the
problem of overcapacity that the sector has been
facing for several years. Despite the crisis, Chinese
demand is boosting LNG imports, which increased
by 25.4% year-on-year in October 2020. Demand
from Europe and China is recovering according
to the U.S. Department of Energy, notably due to
the arrival of winter in these regions. Thus, U.S.
LNG exports are regaining strength: 7.2 Bcf/d
at the end of October compared to 2.3 Bcef/d
during September.

Deterioration of financial results

The profitability of the various segments in the
sector declined overall between Q1 and Q2,
quarter-on-quarter. While the profitability of
exploration and production companies fell even
faster in the third quarter of 2020 (-0.19% vs
5.47% in Q3 2019), the profitability of the other
segments (Contractors, Refining and Marketing,
Pipelines) was already declining in 2019. The net
debt (ratio of net debt to total assets) of every
segment analysed by Coface has increased from
14.5% in Q2 to 17.5% in Q3 2020.

The non-conventional oil universe in the United States
is struggling in particular, and is characterized by
falling prices, declining revenues and investments,
as well as deteriorating investor confidence.
According to the Institute for Energy Economics
and Financial Analysis (IEEFA), revenues in the
sector fell by 64% compared to the previous
quarter in Q2 2020. In response to this decline,
companies in the sector have reduced their fixed
capital investments by 45%. Whereas President
Barack Obama had forced car manufacturers to
reduce CO2 emissions by 5% per year, President
Donald Trump lowered this level to 1.5% per year,
a measure taken to promote the oil sector as a
whole. Despite the deregulations that President
Trump carried out during his term in office, the
low demand has thwarted these granted benefits.
Indeed, according to the August 2020 survey
by the American law firm Haynes & Boone, the
amount of total debt of companies in the oil
sector has increased by 320% compared with
2019. For oil service companies, this increase is
98%. The Biden administration is expected to
impose restrictions on oil production on federal
land as well as tougher regulations on emissions,
which will affect adversely oil demand.

Renewable energies expected to
contribute to the reconfiguration of
the sector in the near future.

In line with the will of public opinion in a majority
of countries, particularly in advanced economies,
the transition to a low-carbon economy, which
is based in particular on energy transition, is
challenging the fossil fuel industry. Stimulus
plans in response to the COVID-19 crisis, which
include environmental concerns, are expected to

ENERGY

accelerate the reconfiguration of the sector, which
had begun before the crisis. For instance, there
are new regulations in the automotive sector
in the main global markets (Asia, Europe, U.S.),
whose players are developing models with a lower
carbon footprint, as well as electric models, in
order to avoid fines.

Ultimately, the drop in demand for plastic and the
more systematic use of plastic recycling, thanks
to changes in consumption habits and regulations
(bottles marketed in the EU will have to contain
at least 25% recycled plastic in 2025 and at least
30% in 2030), entails a drop in demand for refined
oil (via naphtha).

While the development of renewable energies
has slowed down because of the COVID-19 crisis,
Coface expects the renewable energy segment to
be more resilient than fossil fuels. Indeed, renewable
energies have been growing in importance over
the last 20 years, increasing from 21.8% of total
global installed electrical capacity in 2000 to
34.7% in 2019, according to the International
Renewable Energy Agency (IRENA).
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SECTORS

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*The globalisation of
internet access and market
penetration opportunities
are accelerating because of
the physical distancing linked
to the COVID-19 pandemic

* Exponential growth of
connected goods

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

* Saturation of some hardware
in large markets (tablets,
smartphones, PCs)

*Long-term challenges regar-
ding rare mineral reserves

* Tougher regulatory
environment in the future for
ICT giants, notably in terms
of taxes, data protection
and freedom of speech

RISK ANALYSIS SYNTHESIS

Empirically, the boundaries are increasingly blurred between the product and service ranges offered
by ICT companies and the firms’ traditional business activities.

The COVID-19 crisis has affected the different segments included in ICT to various degrees, even
though it remains one of the most resilient sectors overall in the context of this crisis. However,
despite the contraction of global GDP (-3.8% in 2020 according to Coface), all segments should
remain resilient. Coface expects a global economic recovery, with a global GDP growth forecast
of 4.3% for this year. The media segment has benefited from the mobility crisis induced by the
pandemic, generating strong demand and an increase in production. As for the telecommunications
and electronics segments, they are expected to gradually recover, albeit with disparities between
regions. In fact, the aforementioned segments recorded a weaker activity during lockdown periods
but a rapid recovery thereafter. The recovery should be weaker in Europe than in the United States
and Asia. Finally, the computer hardware segment should continue to recover gradually thanks to
significant demand due to the rise in teleworking and increased network performance.

In addition to the management of the shock resulting from the pandemic, challenges that the
sector faced before the COVID-19 crisis remain. On the one hand, international trade tensions are
increasing and are continuing to focus on technological issues. On the other hand, projects to
introduce laws that aim at being more restrictive (notably towards the “Tech giants”) in terms of

data protection, taxation and freedom of speech are still underway.

SECTOR ECONOMIC INSIGHTS

Notes for the reader

Coface’s sector assessment methodology for the
Information and Communication Technologies
(ICT) sector incorporates several segments:
telecommunications, electronics, media and a final
segment comprising computers, software and
IT equipment.

WORLD SEMICONDUCTOR TRADE STATISTICS
(WSTS): The WSTS is a professional organisation,
whose members are key companies in the global
semiconductor industry. It is an international reference
organisation for the production of statistical data on the
semiconductor market.

The media segment has benefited
from the COVID-19 crisis

The mobility crisis generated by the pandemic
continues to primarily benefit the media segment
more than to other segments of the ICT sector.
Indeed, the majority of segments have been
affected by the double shock on demand and,
to a lesser extent, on supply, depending on
the different regions of the world, induced by
containment measures, which were imposed by
almost half of the countries worldwide, including
leading economies in the second half of 2020.
Supply was impacted by plant closures that led
to abrupt production stoppages and supply
chain disruptions. Demand has been disrupted
by the drop in consumption of both households
and businesses.

Indeed, individuals have been forced to stay at
home more. Interest in new media has therefore
increased, especially the supply of entertainment,
resulting in an increase in demand. Because of
this strong demand, supply has been vigorously
stimulated and production has increased. Coface
expects demand to remain dynamic, given an
environment in which authorities in different
countries around the world are expected to

continue to promote teleworking, whenever
possible, as well as social distancing, particularly
if there are renewed periods in which the level
of contamination rises to concerning levels
according to the analysis of government health
experts. This context, including teleworking,
is likely to accelerate changes in lifestyle and
work habits, which should maintain the demand
for these types of products in the long-term.

A gradual recovery in the
telecommunications, electronics
and computer hardware segments
is expected by 2021

Early signals of recovery in the abovementioned
segments already occurred in Q3 2020, with
semiconductor shipments (that are essential
components to build electronic and computer
devices for instance) having increased by 3%
year-on-year globally in October 2020, according
to the WSTS report. The telecommunications,
electronics and computer hardware segments
are therefore expected to keep on improving
gradually, with a recovery in supply due to the
reopening of production plants and an upturn
in demand generated by the gradual economic
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recovery, both of which started in Q2 2020. The
recent shortage of semi-conductors supply to
certain sectors such as the automobile sector
in the beginning of this year; due to the strong
demand for the production of video games and
computers, is an additional signal of the on-going
economic recovery. The recovery in the electronics
and telecommunications segments is expected
to be weaker in both Europe and the U.S. than in
Asia though. The pandemic continues to result in
a high unemployment rate, leading to a drop in
income for European households, thus entailing
a decrease in consumption. Coface expects the
period of ‘stop and go’ to continue in the first
half of the year, notably in Europe and in the U.S.,
with phases of mobility restrictions ordered by
governments and then removed successively. As
consumers have adapted to this ‘new normality’,
demand is expected to pick up, although on an
erratic trajectory, with a period of acceleration
or catch up when restrictions are removed in
Europe and the U.S.

However, demand should remain stable and dynamic
in Asia. In this context, the propensity to spend
on electronic equipment and telecommunications
is higher in some Asian countries compared
to the United States or Europe. Furthermore,
the development of telecommunications is of
paramount importance to the Chinese government,

particularly in the context of its “Made in China”
2025 plan, under which the authorities aim to
make China a global leader in new technologies by
2025. Therefore, public investment in this segment
should not suffer from the health situation or the
economic environment in the country.

In India, the recovery is more uncertain, due
to the difficulties in managing the pandemic.
Furthermore, the economic situation is worse
than in other major economies in the region,
with GDP estimated to have contracted by 9%
in 2020 and to rebound by 8% in 2021, according
to Coface’s estimates.

The purchase of computer equipment was boosted
by the first wave of containment measures in the
first half of 2020. Indeed, the implementation
of teleworking in particular generated a strong
demand for IT equipment and services.

This demand is expected to remain strong in
the medium- to long-term, given the context.
The technology giants, the FAANGs (Facebook,
Amazon, Apple, Netflix and Google), have
seen their results increase sharply because of
containment measures, and they are continuing
to invest in order to improve their performance.
For instance, Google, which had already invested
in wind farms, is continuing to invest in underwater
cables in order to respond to the increase in
internet traffic, as well as internal needs. The
Internet networks of these leaders are becoming
increasingly efficient, which could encourage
companies and households to consume more,
despite the financial difficulties linked to the
knock-on effects of the economic crisis.

The pre-COVID-19 crisis challenges
remain: the China- U.S. race

for innovation and regulatory
development

The global race for innovation continue to focus
on technological issues. The COVID-19 pandemic
demonstrated the need for greater network
performance, which could be partly provided by
5G. In this context, trade tensions between China
and the United States are expected to persist
under Biden’s administration, and could hinder
electronic commerce and alter the deployment
of 5G.

Last year was marked by a tougher stance in
terms of restrictions imposed by the Trump

ICT

administration, including one of China’s ICT leaders,
Huawei, (notably a leader in information structure),
limiting its access to semiconductors. At the time
of writing, Huawei is no longer allowed to use
American technology to produce components.
Any use of American software or manufacturing
equipment to produce objects via Huawei requires
a licence. Furthermore, former President Trump
took important measures against the Chinese
applications ‘TikTok and ‘We Chat’ in summer 2020.
The Trump administration accused these applications
of data misappropriation from U.S. users to the
benefit of the Chinese government. Retaliation
by the Chinese government has also been on the
technological front. Indeed, in August 2020, China
made nearly 47,000 applications in the App store
of U.S. technology giant Apple inaccessible. At
the time of writing, it was also applied to other
mobile game developers and not just to Apple’s
suppliers. Moreover, the regulatory environment
for ICT companies should become increasingly
restrictive in the coming years, particularly
regarding consumer data protection, following
several scandals involving American companies.

Because of the COVID-19 crisis, the IT capabilities
of technology companies have been called upon
in a number of countries, in particular for the
tracking of COVID-19 cases, in order to trace the
transmission chains. These tools should be used
in case of emergency and only for the common
good. Once the emergency is over, the data
should no longer be available. However, in order
to do so, governments (particularly in advanced
economies) could strengthen or implement a legal
framework on private data protection to ensure
transparency and privacy. This could result in
even more stringent regulations.

The ongoing increase in data protection standards
in important markets, such as Europe or North
America, could affect the business models of the
ICT giants and contribute to market fragmentation.
Indeed, data protection rules could differ significantly
from one State to another in the United States, for
instance, as well as from one region of the world
to another, while large ICT companies operate
globally. Large multinational media companies
are also expected to be challenged on the
regulatory front regarding the freedom of speech.
Following criticisms accusing Technology giants
of contributing to the propagation of conspiracy
theories, Facebook, for instance, pre-empted the
call, by blocking selected hashtags that were
shared to spread misinformation in the weeks that
followed the 2020 U.S. presidential election period.

NET DEBT RATIO OF THE DIFFERENT SEGMENTS

OF ICT SECTOR (%)

PROFITABILITY OF THE DIFFERENT SEGMENTS
OF ICT SECTOR (%)
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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 activities in the various
segments of the metals
sector (nickel, copper, zinc,
rare earths, aluminium)

*Lower production costs for
major global producers

*Products used in many
industries across the world,
notably in the manufacture of
electrical batteries and alumi-
nium components intended
for use in electric vehicles

*The pandemic has impacted
both supply and demand

*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

«Difficulties in ‘client sectors’
(construction, automotive)

RISK ANALYSIS SYNTHESIS

The coronavirus pandemic led to a sudden halt in economic activity in the first half of last year,
thus penalising the metals sector as a whole. Coface therefore anticipates a 3.8% drop in global
GDP in 2020 and a +4.3% increase in 2021. Many client sectors, such as construction, aeronautics
and automotive, have reduced their demand for metals due to the COVID-19 crisis.

According to Steel[Home, quarterly averaged steel prices in the United States (U.S.), China and
Europe fell by 26%, 0.3% and 7% respectively between Q3 2019 and Q3 2020. Iron ore, on the
other hand, experienced an increase in price due to weather-induced conditions (in particular,
numerous fires) in Australia and Brazil and mine closures in the latter. Its quarterly price climbed
by 7% over the aforementioned period.

However, the economic recovery is underway, although it is disparate between countries and is
heavily dependent on various public investment support measures, as well as on countries’ health
situation with respect to the pandemic, which may, as applicable, give rise to renewed restrictions
on movement to slow the spread of the virus. The recovery is also characterised by household
consumption, on the global level, which remains below pre-pandemic levels, due to declining
incomes and increased precautionary savings because of the uncertainty caused by the health crisis.

SECTOR ECONOMIC INSIGHTS

The coronavirus pandemic led,
mainly over the first half of 2020,
to drastic lockdown measures
affecting economic activity.

The metals sector was therefore
adversely affected.

Moreover, the metals sector, which is heavily
dependent on global economic conditions, is
expected to experience differentiated fates
depending on the region. Europe and the U.S. are
still battling the virus while Asian countries seem
to have managed its spread. Coface estimates
that 2020 economic growth will reach 2.3%,
-6.9% and -3.7% in China, Europe and the U.S.
respectively. Nevertheless, Coface anticipates a
global economic recovery this year, with growth
rates of 7.5%, 4.2% and 3.2% expected in 2021in
China, Europe and the U.S. respectively.

Global consumption of steel, copper and nickel
is expected to increase by 4.2%, 51% and 10.5%
respectively in 2021 according to the Australian
Department of Industry, Science, Energy and
Resources. Consumption will continue to rebound
in China thanks to the stimulus measures
implemented by the central government to
tackle the consequences of the pandemic. An
improvement in the trust of economic actors, in
particular in the wake of the COVID-19 vaccination
campaigns, which began in numerous advanced

economies in late 2020, coupled with a gradual
economic recovery in most countries in the
world, is liable to stimulate demand for metal
consumption, which is expected to improve
overall, despite ongoing uncertainties and
difficulties. Mine closures have occurred in the
largest producing countries, where recovery
is taking different forms. The mining region of
Antofagasta in Chile, where the world’s largest
open-pit copper mine (Chuquicamata) is located,
is the region of the country most affected by the
COVID-19 epidemic, after the capital Santiago.
To cope with the virus, the number of workers
in the mines has been reduced, resulting in
a drop in production. However, the rebound
in Chinese demand for key industrial metals
enabled quarterly averaged prices to surge by
14% for aluminium, 22% for copper, 16% for nickel
and 19% for zinc between Q2 and Q3 2020.
The net margin ratio for the various segments
analysed by Coface (steel, copper, nickel, zinc,
etc.) decreased between Q3 2019 and Q3 2020.
Globally, the iron and steel industry recorded a
negative net margin ratio for Q3, reaching -0.1%,
whereas it was 5.8% in Q3 2019. Only the copper
industry seems to have somewhat stabilised its
profitability in the last year. Metal activity in Asia
is recovering more steadily than in other major
world markets, since lockdowns were brought
in earlier there. The worldwide reopening of
the mines over the last year, mainly starting in
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Q2 2020 and which is ongoing, will enable an
increase in supply, which is determined by the
gradual upturn in activity in the construction and
automotive industries, the main users of steel
products. This recovery is disparate, depending
in particular on different regions of the world.

Steel production has increased by 1%
in China while the European Union
and North America have experienced
declines of 18% and 17% respectively
in 2020.

In China, where measures have been eased since
April 2020, the recovery has been enabled by the
central government’s infrastructure projects. By
the end of June 2020, steel production in China
had returned to its pre-COVID-19 level. Between
February and November 2020, the capacity
utilisation of steel plate plants in the country
increased by 26 percentage points, from 70.5%
to 96.7%.

In Europe, demand for metals, linked to the recovery,
is also reliant on public infrastructure as demand
from the private and non-residential segment is
declining due to lower income and investment.
According to the European Steel Association,
Eurofer, construction output is expected to decline
by 3.6% in 2020 before rebounding by 5% in 2021.
The construction sector however, which is less
responsive to the economic situation, is more
resilient than the automotive and mechanical
sectors, whose output are expected to decline
by 20.6% and 11% respectively in 2020, before
rebounding by 181% and 7.4% respectively in
2021, according to Eurofer.

In the United States, where the epidemic is not
yet under control, the decline in steel demand and
production is expected to continue. According
to the ISM (Institute of Supply Management), the
Manufacturing Index reached 57.5 in November
compared to 59.3 in October, demonstrating the
fragility of the manufacturing sector.

Trends in the prices of the main
metals reflect the trends of the
economic and health crisis. After
declining in response to the
COVID-19 crisis, prices of major
metals are on the rise.

According to Steel[Home, average quarterly steel
prices in China and Europe increased by 9.4% and
6.5% respectively between Q2 2020 and Q3 2020.
Over the same period, the price of steel in the
United States fell by 3.6%. Nevertheless, quarterly
iron ore prices surged by 17%, an uptick which
is denting steelmakers’ margins. Metal prices in
2020 are still lower than in 2019, but are expected
to rebound in 2021 due to increased activity in
client sectors in the manufacturing industry.
Despite these difficulties, the steel industry as
a whole is still a profitable activity in its main
markets. It is proving itself to be more resilient
in this COVID-19 crisis than during the subprime
crisis in 2008-2009. It should be noted, however,
that it is the companies with the lowest costs and
more sustainable demand that were able to limit
the negative effects of this global shock.

METALS

In the mid-term, the need to reduce
the sector’s environmental impact
and the continued development

of electric engines is expected to
continue to have a major impact on
its business.

The development of wind and solar energy, as
well as the democratisation of the electric car,
require very large quantities of copper and nickel.
A car with electric propulsion contains 3 times
more copper than a car with thermal propulsion.
For nickel, the differences can vary from between
3 to 30 times, depending on the technologies
and technical characteristics of the vehicles. Car
manufacturers, who are looking to reduce the
weight of vehicles, will eventually favour aluminium,
whichis 10 to 40 times lighter than steel. This will
help increase the vehicle’s autonomy.

In line with the development of a Green Deal, a
programme of investment in green energy, the
European States are trying to build a consensus
to make the continent’s economy sustainable,
particularly through the exploitation of natural
resources. Thus, the demand for metals and alloys
such as aluminium, nickel, palladium and platinum
will grow in the coming years. We anticipate that
small and medium-sized companies in the metals
sector will face difficulties, as the transition of
the sector will require heavy capital expenditure,
particularly in R&D and in the extraction of ore.

STEEL AND IRON ORE PRICES EVOLUTION

PROFITABILIY AND NET DEBT RATIO EVOLUTION

FOR THE METAL SECTOR
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SECTORS

PAPER

Sector risk assessments

ASIA-PACIFIC

CENTRAL & E

LATIN AMERICA

MIDDLE EAST

NORTH AMERICA

WESTERN EU

ASTERN EUROPE

& TURKEY

ROPE

*Sustainable and recyclable

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

*Strong demand from Asia

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

* Graphic paper gradually
being replaced by digital
media because of increasing
use of digital technologies

*Sharp drop in demand
for graphic paper during
the health crisis linked to
the COVID-19 pandemic

RISK ANALYSIS SYNTHESIS

As part of its sector risk assessment methodology, Coface includes two segments in its analysis of
the paper sector: graphic paper and packaging paper. While the sector had already been facing
difficulties, the sector, especially the graphic paper market is strongly impacted by the global
economic crisis caused by the health crisis and the measures taken to fight COVID-19. The market
is expected to recover in the coming years, thanks in particular to the growth of some sub-sectors.

The effects of the COVID-19 pandemic on this sector varied greatly across sub-sectors.

Graphic paper seems to have been hardest hit by the COVID-19 health crisis. It was already in great
difficulty, as use of graphic paper had started to decline in recent years, in line with the gradual
digitalisation of the world economy. The crisis exacerbated this trend, mainly because the closure
of companies and schools significantly reduced the need for printing paper. Conversely, other
sub-sectors have benefited from the current economic situation. Packaging paper, in particular,
has benefited from strong growth in e-commerce and hence in delivery activities worldwide, and
from growth in paper products for personal hygiene. Demand for the latter type of products is
closely linked to growing awareness about safety and hygiene, with the pandemic fuelling a surge in
demand for surgical masks, disinfectant wipes, disposable paper towels and other related hygiene
products. Specialty medical papers (for paper electrodes, microfluidic chips and paper-based
biosensors, for instance) have likewise experienced strong growth in recent months.

Finally, it is worth noting that the sector is heavily dependent on pulp prices, which fell in 2019 and
stabilised in 2020. Coface expects the recovery in global pulp prices to remain contained in the
first half of 2021. Movements in pulp prices have contrasting effects on market players depending
on whether they are producers of pulp or processed paper.

SECTOR ECONOMIC INSIGHTS

and medical equipment, but also for the very
large number of parcel deliveries to individuals.

Packaging paper is benefiting
from the rise in e-commerce,
which has been further fuelled
by the COVID-19

Packaging paper was also used extensively during
the crisis by restaurants offering take-away
services, particularly via platforms such as Uber

Packaging paper is benefiting from increased
demand for e-commerce following the conse-
quences of the health crisis linked to COVID-19.
The impact of COVID-19 was quickly felt on
the overall purchasing habits of consumers
throughout the world. The lockdowns imposed
by the vast majority of countries in 2020 spurred
very strong growth in e-commerce, as reflected
in the success of world leaders in the sector
such as America’s Amazon and China’s Alibaba.
Growth was observed in grocery and hygiene
products, but also in food deliveries through
online platforms, for example.

The increase in online sales has greatly benefited
the packaging industry. Specifically, sales of
corrugated cardboard packaging increased
during the crisis because this type of packaging
is essential for the transport of food, medicines

Eats or Deliveroo. This type of catering employs
a considerable amount of packaging paper
(paper bags, trays, etc.), and quarantine and
social distancing measures greatly increased
take-away sales, particularly in restaurants. Boxes,
straws and bags, as well as food wrapping paper
in general, are likely to become new growth
drivers for the paper industry.

Protective packaging (glassine paper, cardboard
protection, padded pouches, etc.) and traditional
cardboard packaging also greatly benefited from
the growth of e-commerce and the increased
number of parcels sent worldwide.

Intensification of activities in

the packaging paper market: a
structural trend that goes hand in
hand with the rise of e-commerce
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E-commerce has grown at an average annual rate
of 18% since 2000 and uses about seven times
more corrugated cardboard per dollar of goods
than traditional logistics.

Before the crisis, the paper sector had already been
benefiting from the rise of e-commerce for several
years, with e-commerce becoming an important
driver of demand for corrugated cardboard and
the materials from which it is made. In 2019, the
sector estimated that total paper packaging
consumption driven by e-commerce demand
would increase by 64% between 2019 and 2025.
Given the impact of the crisis on e-commerce,
this increase could be even higher.

However, while this strong increase is a boon
for packaging paper producers, it also creates
a strong incentive for online retailers to look for
alternatives to corrugated cardboard, such as
alternative fibres and biosourced coatings. Retailers
are under pressure to reduce the intensity of their
cardboard usage, for environmental reasons, but
also because the increase in paper pulp prices
in 2017 and 2018 highlighted this cost category.
However, this incentive to use more sustainable
resources still seems marginal, and packaging
paper remains the most used material with the
rise of e-commerce.

Graphic paper is still the most at-risk
segment, although challenges remain
for the sector as a whole

The decline in demand for graphic paper has
been exacerbated by the consequences of the
COVID-19 pandemic. The use of graphic paper
was already on a downward slope in recent years,
as digital tools such as readers, smartphones and
online newspapers have been replacing paper
media. 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%. The COVID-19 crisis greatly aggravated
this situation. In many countries, bookstores were
closed during lockdown, which had a strong impact
on the sector. Meanwhile, the closure of schools,
universities and many businesses led to a very
significant decline in printing. The shift to virtual
teaching, meetings and conferences greatly reduced
demand for paper in all regions worldwide. Even
with some printing for commercial or educational
purposes being done at home, the drop in the
use of graphic paper will be much greater than
in a traditional recession. Accordingly, demand
for writing and printing paper, as well as related
products such as notebooks and pads, has fallen.
The printed advertising (flyers, etc.) and newsprint
sectors have also collapsed because of the effects
of the COVID-19 crisis. This situation is bound
to accentuate further the downward pressure
on pulp prices and the decrease in production
capacity utilisation rates. In this context, and
considering the growing use of digital technology,
which has been further intensified by the crisis,
Coface expects the sector’s activity to continue
declining in 2021.

The use of packaging paper is sensitive to changes
in economic conditions. Cardboard, kraft paper
and other packaging papers are used to package
products from other sectors. As a result, demand
for packaging paper is intrinsically dependent
on other markets (retail, e-commerce, logistics,
etc.). The paper industry is thus highly sensitive
to changes in economic conditions because
it depends directly on the situation of other
sectors. When highly procyclical sectors, such as
physical or online retail, are depressed, demand
for packaging paper necessarily decreases. This
will be the case for the coming period because

COVID-19 CRISIS: COFACE TURNOVER RECOVERY SCENARIOS FORECASTED
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while packaging paper may have benefited from
the growth of e-commerce, the global economic
crisis, if it continues, is likely to have a significant
impact on packaging plants in many countries. For
instance, the paper sector in China, the world’s
number-one paper producer, could be adversely
affected by the economic situation of the main
pulp exporters such as the United States, for
which Coface estimates a GDP contraction of
-3.7% in 2020, or Brazil, whose GDP shrank by
4.5% in 2020. Furthermore, beyond the strictly
economic conditions, the packaging paper industry
is also vulnerable to regulatory and institutional
changes. For instance, some countries are
seeking to restrict tree cutting and/or promote
responsible forestry for paper production due
to environmental considerations. The activity
of some sector participants may therefore be
temporarily hampered by the need to reorganise
or adjust practices and operations.

The intensity of the momentum driving the
packaging paper industry’s activities remains
highly contrasted from one region of the world to
another. For instance, in regions where e-commerce
is less developed, demand for packaging paper
is weaker, since e-commerce is one of the main
demand drivers for this sub-sector. This is true
in Latin America, which accounts for only 2% of
world e-commerce, and in Africa and the Middle
East, which account for only 1% of the market,
despite vigorous growth in the sector in these two
regions in recent years. Considering this trend,
Coface anticipates that the packaging paper
sub-sector will continue to drive growth in the
paper industry in the medium- and long-term.

COFACE

31

COUNTRY & SECTOR RISKS HANDBOOK 2021



SECTORS

PHARMACEUTICAL

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
biopharmaceutical
companies, particularly
acute in the context of
the COVID-19 health crisis

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

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

*«Government support via
funding, notably after the
onset of the pandemic

*High overall barriers
to entry, favouring
players in the sector

*Increasing competition
among generics producers

* Greater biosimilars (generics
of biological products)
access to market

Pressure from payers
to lower drug prices

*Regulators paying closer
attention to the health impact
of new therapies through
value based medicine

*Rising debt due to the
need to enhance supply
through acquisitions

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

Overall, the pharmaceuticals (pharma) sector remains one of the most resilient sectors (among those
for which Coface publishes risk assessments) facing this health crisis, despite challenges remaining,
which mainly already existed. The knock-on effects of the COVID-19 shock affected drug sales in
many developed countries. Furthermore, clinical trials were delayed or abruptly put to an end due
to lockdowns in the second quarter (Q2) of 2020. Moreover, the pharma supply chain was strongly
distorted, notably when China closed its borders in Q1 2020. Therefore, governments around the
world pledged to support medical research and relocation in order to gain some independence
from China. Furthermore, the pandemic led the global economy into the toughest recession since
World War Il, which has deteriorated public and corporate finances, while pushing unemployment
higher. Various challenges that Coface analysed prior to the COVID-19 crisis persist. The latter
include official pressure to lower drug prices, criticisms of governments on the perceived lack of
transparency in price setting, distributor’s segments difficulties and legal risk.

SECTOR ECONOMIC INSIGHTS

COVID 19: a global shock
that affects the pharma sector,
which remains resilient overall

The pandemic is affecting every sector for which
Coface produces sector risk assessments at
different degrees. However, the pharma sector
has suffered less from the pandemic than
others have. Indeed, it is one of the sectors
that Coface considers as most resilient due to
various factors. The latter include the fact that
pharma products are essential and are highly
priced for serious illnesses. Finally, high barriers
to entry stemming from significant Research
and Development (R&D) deter new entrants.

However, major pharmaceutical markets saw their
value temporarily shrinking, due to lockdown
related measures, particularly in Q2 2020. Drug
sales experienced a drop in the main markets
(European Union (EU), U.S. and China) during
this period, notably that of hospitals, as demand
decreased due to the admission of fewer patients,
many shying away from going to hospital with
fears of being infected. The fall in clinical trials
in the first half of 2020 does not bode well for
drug productivity. The lockdowns forced clinical
trials to slow and medical regulators to lower the
pace of their approvals. According to a study
from Aaron van Dorn, published in the medical
research journal Lancet in August 2020, the
pandemic mostly disrupted trials when patients

were not enrolled. As such, around 80% of all
non-COVID-19 related trials were interrupted
in the U.S., according to the National Institute
of Health.

Willingness to change the supply
chain likely to be challenging

The above-mentioned disruptions to the
pharmaceuticals global value chain reached a
peak when half of humanity was under lockdown
in Q2 2020. The COVID-19 crisis exposed the
world’s over-reliance on China’s manufacturing
ability, which is the backbone of pharmaceutical
manufacturing. Thus, a sizeable number of
governments worldwide, including leading
economies such as the EU and the U.S, are
considering a reorganisation of the pharmaceuticals
global supply chain in particular. In order to do
so, they are contemplating relocating certain
key parts of production. For instance, France’s
President Emmanuel Macron has promised
to repatriate production of high-value drugs,
but the country’s pharma plants are mainly
subcontractors producing older molecules.
This pledge amounts to USD 200 million when
additional efforts in R&D are included. This
example is a good illustration of how difficult
it could be for countries to embark on such a
reorganisation.
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The pre-COVID-19 pricing challenge
remains a key issue for payers in a
context of promising but expensive
innovations

New therapies coming onto the market for the
treatment of what are often potentially lethal
or chronical diseases are primarily contributing
to the rise in drug prices at the global level. For
instance, AstraZeneca and Daiichi Sankyo’s Enhertu,
which combats cholesterol, will cost USD 13,000
per month. In the United States alone in 2020,
800 drugs saw their prices increase, entailing a
3.3% rise in drugs price according to GoodRx,
which tracks drug prices paid at pharmacies. These
increases, and the perceived lack of transparency
in pricing by pharmaceutical companies, have led
political representatives, be they in the Trump
administration or Congress, to take up the issue
to ensure that U.S. prices are more in line with
international standards.

In September 2020, President Donald Trump
enacted an executive order that allows federal
programmes to ask drug companies to lower
prices in order to force them to be in line with
prices applied in other advanced economies.
Nevertheless, such a measure could face legal
challenge given that the U.S. Department of

Health and Human Services (HHS) is forbidden to
negotiate drug prices, and requires the approval
of Congress to ask for drug manufacturers to
lower their prices.

In China, the latest 2020 tendering round offered
the National Healthcare Security Administration
(NHSA) a 53% cut to the price of the winning
drugs, allowing them to be sold in public hospitals
nationwide. The Chinese State is more aggressive
towards drug pricing, as the development of a
national health insurance scheme is financially
costly, notably following the onset of COVID-19.
This situation is likely to impose pressure on the
healthcare budget. In Europe, the higher debt
brought about by support measures enacted
during the lockdowns could lead to cuts in
the reimbursement prices of certain drugs.
Simultaneously, other strategies currently being
considered could emerge in the medium-term,
although they seem difficult to implement at
present. Such is the case with the strategy being
considered by the French government. The latter
would offer pharma actors less government
pressure on price reductions in exchange for an
effort on their part to engage on substantially
improving the return of production units for
selected active substances and drugs to Europe.

Pharma, notably ‘Big pharma’ actors are facing
criticism and scepticism from governments and
public opinion over the lack of transparency
in pricing. 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
Organisation (WHO) requested that drug companies
disclose their methodology for setting the prices
charged to payers. Payers have certain tools
at their disposal to limit the budget impact of
expensive drugs. One of those is the fact that, in
addition to having policyholders sharing payments,
payers, particularly in Western Europe, have set
up ‘cost-benefit’ assessment systems for each
therapy. For example, in the UK, this value-based
approach allows the country’s National Institute for
Clinical Excellence (NICE), to refuse to reimburse
a drug if it does not significantly improve the
survival or quality of life (measured in monetary
terms) of patients treated by the National Health
Service (NHS) in England. These methodologies
are increasingly being implemented in emerging
countries, particularly with regard to certain pilot
programs of private health insurers, who see this

NET MARGIN EVOLUTION FOR GLOBAL BIOTECH,
PHARMACEUTICAL COMPANIES AND DRUG RETAILERS (%)
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as an opportunity to reduce, with generics, the
costs of public health systems.

In the U.S., the Institute for Clinical and Economic
Review (ICER) is attempting to implement evidence
based assessment for industry actors, such as CVS
Caremark, a Pharmacy Benefit Manager (PBM),
which seeks, among other things, to lower drug
prices on behalf of health insurers. Nevertheless,
PBM are scrutinised due to the opacity surrounding
their operations. They mainly deal with flows of
prescriptions and attempt to lower drug prices on
behalf of their clients. However, as intermediaries,
they are caught in the crossfire, since they do not
generate sufficient rebates and are accused of
mismanagement, notably by politicians.

Similarly to the pre-COVID-19 period,
drug distributors are still the sector’s
most at-risk segment

The most at-risk segment in the pharmaceuticals
sector comprises distributors, including wholesalers,
as well as pharmacy chains. These 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
instance, with the fact that some drugs must be
delivered quickly, regardless of their destination,
while adhering to strict packaging standards.
Added to that is increased competition, notably
the entry of new actors such as Amazon in the
United States. According to Coface estimates,
their net margin was 1.65% at the end of Q2 2020
compared to 1% a year ago, and which is much
lower than that of pharmaceutical and biotech
companies. Meanwhile this sub-sector has the
highest net debt-to-asset ratio, which reached 15.7%
during the same period. European and Chinese
wholesalers have a higher risk profile. In addition
to the drastic price reduction policies underway in
the region, 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 “double-invoicing” policy makes
it easier to monitor transactions: the producer
issues an invoice to the distributor, which then
invoices its client (hospital or pharmacy).
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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

*Rapid urbanization
in Asia and Africa is
driving the sector

*Fierce competition
in the sector

*Severely impacted
by the COVID-19 crisis

*Physical points
of sale struggling to
respond to the growth
of online shopping

RISK ANALYSIS SYNTHESIS

The retail sector is suffering as a result of the global economic recession in 2020 caused by the
health crisis. Household consumption has plunged in most economies, both emerging and advanced.
Mandatory health measures in most regions have affected physical outlets, and retail sales have
plummeted. Several reasons account for the decline, including the economic crisis, fear of the virus
and health measures that have forced businesses to reorganise and, in some cases, close. This sector,
which was already weakened in 2019, may struggle to recover, particularly brick-and-mortar shops.

However, the pandemic has further accelerated the growth of e-commerce, which has been booming
in recent years, and should enable a quick rebound for a portion of the sector. This has increased
the pressure on traditional players in the sector, who are finding it hard to adapt to this new mode
of consumption. To face these challenges and the health crisis, they are having to rethink their
strategies, notably by stepping up the use of new digital tools and by using more efficient logistics.

SECTOR ECONOMIC INSIGHTS

COVID-19 has exacerbated
the sector’s difficulties

Growth is expected to pick up in 2021 after an
unprecedented recession in 2020. According to
Coface, global GDP contracted by 3.8% in 2020
and is expected to rebound by 4.3% in 2021.
The pandemic’s effects impacted individual
consumption and, in turn, the retail sector in most
emerging and advanced economies. Globally, the
retail sector has been hurt by the health crisis,
with retail sales dropping due to the economic
crisis unleashed by COVID-19, as well as to store
closures and physical distancing measures,
which have limited face-to-face shopping.
The outlook for this sector remains uncertain
because of the lack of visibility regarding the
pandemic’s evolution.

In China, where the pandemic originated, retail
sales dropped sharply. After an 11.4% decline
in retail sales in the January-June 2020 period
compared with the same period in 2019, the
sector gradually recovered and actually recorded
positive growth in Q4 2020 YoVY. Coface
forecasts that China’s economy will expand by
7.5% in 2021, after significantly slowing to 2.3%
in 2020, suggesting a recovery for the retail
sector in 2021. However, the trade tensions with
the United States (U.S.), which dented Chinese
consumer confidence last year, are a risk for the
sector. China’s debt, which reached around 60%
of GDP in end-2019, is also a concern.

In Latin America, the picture is mixed. In Brazil,
the unemployment rate continues to climb, and

the contraction of economic growth caused
by COVID-19 is limiting growth in retail sales.
Argentina’s economic situation continues to
worsen, which is negatively impacting the
retail sector. After a 11% contraction in 2020,
Coface forecasts 3% growth in 2021. Inflation
decreased but remained very high, reaching
around 36% in December 2020, which is not
good for household consumption.

The U.S. outlook is similarly mixed. While the
unemployment rate jumped after the outbreak of
the health crisis, reaching 14.8% in April 2020, it
fell back to 6.7% in December 2020. The growth
rate, meanwhile, collapsed, dropping to -3.7%
in 2020 according to Coface, after +2.2% in 2019;
it is expected to rise to 3.2% in 2021. Following
a sharp decline in retail sales in April owing to
the health crisis, the retail sector saw an 18.2%
YoY increase in sales in May 2020, mainly driven
by brisk online sales, which surged by 49% YoY
in April 2020. Households have little room for
manoeuvre due to their persistently high debt
level, which stood at over 80% of GDP in 2020,
the highest level since the Second World War.

Eurozone growth contracted by 6.6% in 2020,
which was not good for household consumption.
Growth could rebound by 4.5% in 2021 according
to Coface estimates, potentially lifting a retail
sector that was weakened by the pandemic.
A drop in retail sales was observed during the
months when most European countries were
under lockdown. For instance, in France, retail
sales fell by 24% in March 2020 compared with
February 2020. A global recovery in retail sales
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was perceptible after social distancing measures
were eased and the economy picked up slightly.
However, a resurgence of the epidemic in Q4 and
the measures taken to counter it once again put a
damper on retail sales and could affect the scale
of the recovery in 2021.

The sector is dominated by U.S. global leaders:
according to the 2020 Deloitte Global Powers
of Retailing ranking (based on 2018 revenues),
Walmart Inc., Costco Wholesale Corporation and
Amazon.com Inc. were the top three and Schwarz
Group, the European leader, came in fourth (with
revenues of approximately USD 514 billion, USD
141 billion, USD 140 billion and USD 121 billion,
respectively). However, despite the size of these
retail giants, the market remains highly fragmented.
Market fragmentation is mainly geographical in
nature: the world’s 250 largest retailers operate in
only ten countries on average and generate less
than a quarter of their sales outside their home
country. Overall, situations differ considerably
across countries in the sector.

The acceleration of e-commerce
due to the health crisis continues
to revolutionize the sector

The retail sector is currently undergoing a major
structural transformation, mainly thanks to the
rise of online sales, which has accelerated sharply
because of the health crisis. COVID-19 has led
to major structural changes for the retail sector.
Companies have had to adapt to new health
regulations and new consumer habits. Lockdown
measures in a large number of countries have
led consumers to buy online. Meanwhile, fear of
the virus has considerably limited the physical
movement of individuals, again boosting online
shopping. The acceleration of e-commerce is
illustrated by the 74% surge in global online order
volumes in March 2020 compared with March 2019.

E-commerce leader Amazon saw its operating
income increase at a steady pace over the first
9 months of 2020, with a 70% expansion compared
to the same period in the previous year, with an
acceleration in Q3 (+197% year-on-year). This is
severely weakening physical sales outlets, which
are struggling to adapt to the new consumption
patterns. This weakness was illustrated by the
bankruptcy in October 2018 of the U.S. group
Sears, which was unable to adapt to competition
from online shopping. Conversely, Walmart is
very well positioned regarding the increase in
e-commerce, recording 97% growth in online
sales in the second quarter of 2020 compared
to the second quarter of 2019. After quickly
adapting and setting up appropriate services
to cope with the health situation, while also
diversifying its distribution channels, the sector
leader is competing strongly with Amazon. It can
already rely on a dense network of sales outlets
and a highly developed supply chain, making it
easy for the group to offer delivery or in-store
pick-up of online orders.

China remains by far the largest e-commerce
market. Alibaba, JD.com and Pinduoduo, the
three e-commerce giants, occupied 83.6% of the
2020 market, compared with 80.3% in 2019. Their
growth appears to be due to efforts to adjust and

COVID-19 CRISIS: COFACE RECOVERY SCENARIOS ON RETAIL TURNOVER
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diversify their ranges, coupled with good logistics,
which enabled them to cope with and adapt
to the pandemic. There are several reasons for
China’s leadership in e-commerce, starting with
the country’s high population density and nearly
700 million online shoppers. Other factors include
the rise in the average wage, widespread use of
smartphones, urbanisation, and the expansion of
the WeChat application, which supports many
types of online purchases and has 1.1 billion users.
E-commerce also increased by 18% in the United
States in the first quarter of 2020, partly because
of the pandemic.

The health crisis has accelerated the transition
towards e-commerce, which continues to transform
the retail landscape. That said, other trends are
also at work. First, the use of analytical tools
related to data collection is likely to increase
within stores, helping them to manage inventories
more efficiently, for instance. 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 with traditional stores to create
theme-based retail outlets that seek to improve
the consumer’s shopping experience. The desire
among consumers to buy more personalised
products could also change retailers’ strategies,
as firms harness increased data availability on
consumer profiles and purchasing habits to offer
products that are more in synch with different
shopper categories and buying regions.

E-commerce, which has been impacted by the
global recession and the drop in consumption,
is doing relatively well and looks set to recover
quite easily, as it is suited to health measures, since
sales are at distance. Conversely, brick-and-mortar
shops should take longer to recover. With the
virus continuing to spread and social distancing
measures limiting physical sales, retailers are
unlikely to be able to get back to an economically
stable situation in the coming months.
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SECTORS

TEXTILE-CLOTHING

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*Growth of the middle class
in emerging countries

*Rise of fast fashion

*Products with high price
elasticity of demand

*Sector heavily impacted
by the health crisis
linked to COVID-19

*Price structure very
sensitive to swings
in commodity prices

Notes for the reader

Global cotton crop year starts on 1 August and ends on
31 July of the following year.

RISK ANALYSIS SYNTHESIS

The textile-clothing sector is composed of two branches: textiles 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.

The textile-clothing sector, which has been struggling for the past decade, was hurt as many
countries introduced lockdown measures and closed non-essential stores in an attempt to curtail
the COVID-19 pandemic. Weak consumer demand led to lower revenue for brands and stores, which
were forced to scale back, postpone or scrap clothing orders for the textile industries, causing
imports of textile fibres such as cotton to be reduced or cancelled altogether. While a pound of
cotton was trading at USD 0.71 on 9 January 2020, the price plummeted to USD 0.48 on 1 April,
the lowest level since 2008, before clawing back to USD 0.75 on 31 December 2020. There were
numerous factory closures and production chain disruptions (as it was harder to source inputs) in
China, Pakistan, India, Bangladesh and Vietnam. These countries account for 70% of world cotton
consumption, according to the Australian Bureau of Agricultural and Resource Economics and
Sciences (ABARES), which estimates that world cotton consumption in 2019-2020 fell by 15%
compared to the previous season.

This supply and demand shock led to a deterioration in the cash flow of companies in the sector, job
losses and even bankruptcies, including that of British group Oasis and Warehouse in April 2020.
The second wave of the COVID-19 pandemic and measures including renewed lockdowns in
Q4 2020 further undermined the situation of the sector’s companies, which had already been
weakened by the first wave.

Some trends observed before the crisis were exacerbated by measures taken to counter the
pandemic such as closures of physical sales outlets. Companies that have managed to adapt by
collaborating with companies specialised in online sales or by developing these services internally
for their customers will be the least impacted by the crisis, since lockdown measures have led to a
significant expansion of e-commerce, reinforcing a trend that was already underway before the crisis.

In 2018, global online sales of clothing and footwear accounted for 16% of total sales, compared
to 10% in 2012. The rise of e-commerce has been accompanied by a shift in demand from Europe
and the United States (U.S.) to Asia-Pacific, where more than 60% of online sales occur.

SECTOR ECONOMIC INSIGHTS

COVID-19 implications, stores were closed, as they are non-essential

short- and medium-term prospects

The clothing market is very sensitive to changes
in economic conditions. According to Coface,
world GDP fell by 3.8% in 2020 and is expected
to rebound by 4.3% in 2021, following a global
economic growth of 2.5% in 2019. The main
garment consuming markets, notably the
advanced economies and China, experienced a
drastic slowdown in economic activity in 2020
(-5.2% vs.1.6% in 2019 for advanced economies
and 2.3% vs. 6.1% for China). Furthermore, while
activity is expected to rebound in 2021, GDP is set
to remain below 2019 levels in major advanced
economies. In many countries that took strict
lockdown measures to curb COVID-19, clothing

businesses. McKinsey expects revenues in
the global apparel and footwear industry to
decline by 27%-30% in 2020 compared to 2019,
and to increase by 2%-4% in 2021 compared
to 2019. Sales in the textile-clothing sector in
the European Union are expected to drop by
half in 2020. In a climate of uncertainty, with
consumers preferring to set aside precautionary
savings and focus on essential goods, online
sales were unable to offset the losses caused
by the closure of physical stores and declined
by 15%-20% in China, 5%-20% in Europe and
30%-40% in the U.S., according to McKinsey.

The textile-clothing sector is highly globalised.

Production chains were disrupted by the
crisis. The peak of the epidemic in China led to
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shortages of commodities such as cotton, and
of inputs, because some factories supplying the
sector had to shut down. This hurt manufacturing
industries worldwide, particularly in Latin America
and East Africa, which are highly dependent on
Chinese raw materials. As the epicentre moved
to Europe and then to the U.S., factories in many
countries were closed to prevent the virus from
circulating in the workplace.

Due to a lack of orders, many companies could
not pay their employees’ wages and were forced
to lay off staff. In Vietnam, where economic
growth was among the strongest in Asia (6.5%
in 2019, according to Coface), between 400,000
and 600,000 people (out of 2.8 million) have lost
their jobs in the sector according to the Vietnam
Textile and Apparel association.

Cotton production forecasts,
consumption forecasts
and price trends

Demand for fibre is unlikely to return to pre-COVID-19
levels in the short-term, as orders are declining
because of the drop in consumption caused by the
recession, as well as inventories of unsold goods
and fibre not used by manufacturers. ABARES
expects world cotton consumption to increase

by 9.5% in 2020-2021, which will still be 7% below
the 2018-2019 level. ABARES forecasts an average
price of USD 0.73 per pound for 2020-2021, up
2% from the previous season, following a drop in
production and an increase in demand.

Government restrictions to stop the spread of
COVID-19 in many countries and the interruption
of textile production suggest that world cotton
stocks will increase (to 22.3 million tonnes by the
end of 2020-2021, up 4.9 million tonnes since
the beginning of 2019-2020). ABARES expects
a 3% rise in world cotton trade in 2020-2021 on
the back of increased manufacturing activity
in importing countries such as China, Vietnam,
Bangladesh, Turkey and Indonesia.

Increased use of synthetic fibres
compared to natural fibres

The textile-clothing sector is evolving because
of various factors. For one thing, the use of
synthetic fibres (mainly polyester) is increasing,
at the expense of natural fibres such as cotton.
Polyester has several advantages over cotton: its
production requires less water and no pesticides.
It is also easier to handle and mix with other
fibres, and its production is less subject to climatic
hazards. Moreover, low oil prices keep the cost
of synthetic fibres down. There are incentives to
substitute cotton and wool with these synthetic
fibres. Another point worth mentioning is the
substantial development of environmentally-friendly
natural fibres, driven by consumers’ growing
environmental concerns.

Relocation of textile factories
to low-cost countries

Textile manufacturing, especially low value-added
manufacturing, is shifting from China, which
dominates textile manufacturing worldwide, to
other economies with lower production costs such
as Vietnam, India, Bangladesh and Ethiopia. China’s
share in global textile exports decreased from
38.3% to 29.1% between 2015 and 2020, according
to Fitch Solutions. This trend, which has been
exacerbated recently by trade tensions between
the U.S. and China, is expected to continue, as
higher Chinese wages push up production costs.
Textile industries, which change collections very
regularly, have an incentive to set up factories in
countries where wages are lower. According to a
New York University study, in 2019, the minimum

TEXTILE-CLOTHING

monthly wage in Ethiopia was USD 26 compared
to USD 326 in China.

Demand is shifting from Europe
and the U.S. to Asia

As demand for clothing from Asia (mainly
China) grows, the importance of Europe and
North America in this sector is declining. 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. The Asia-Pacific
region (Vietnam, Philippines, Indonesia, Malaysia,
Thailand and Singapore) is highly attractive to
the apparel sector, especially because it has a
large proportion of young people, for whom
digital solutions play an important and growing
role. The three largest e-commerce websites
in this region (Lazada, Shopee and Tokopedia)
saw the gross value of their merchandise sales
increase sevenfold between 2015 and 2018. The
luxury industry has also been affected by the
shift in activity in the sector: China generated
90% of growth in the luxury sector in 2019,
accounting for 35% of purchases according to
Bain & Company, an international strategy and
management consulting firm. Another important
transformation that is taking place in the clothing
market is the rise of fast fashion, particularly in
advanced economies and China. The term refers
to a strategy used by brands that consists in
changing 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.

RETAIL SALE OF TEXTILES, CLOTHING, FOOTWARE
AND LEATHER GOODS IN SPECIALISED STORES
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SECTORS

TRANSPORT

Sector risk assessments

ASIA-PACIFIC

CENTRAL & EASTERN EUROPE

LATIN AMERICA

MIDDLE EAST & TURKEY

NORTH AMERICA

WESTERN EUROPE

*Sustained long-term
momentum in the use
of air transport in Asia,
thanks to the emergence
of the middle classes

*Technological advances
contribute to cost reduction

*Sector heavily impacted
by the COVID-19 crisis

*Sector highly dependent
on oil price fluctuations

*Sector hit hard by
environmental concerns

RISK ANALYSIS SYNTHESIS

Overall, the transport sector (air, road, sea and rail) has been very strongly penalised by the
COVID-19 pandemic, and is not expected to return to its pre-crisis level before 2022, according to
Coface. However, in the longer-term, the sector should continue to benefit from mobility needs,
the emergence of the Indian and Chinese middle classes and the reduction of costs thanks to
technical progress, especially in the air and maritime segments.

World trade is declining because of the pandemic: the World Trade Monitor (which measures
global goods trade) fell by around 16.2% year-on-year (YoY) in April 2020 (its lowest point), and
was 8% lower in the period January-August 2020 compared to the same period in 2019. Airfreight
(measured in tonne-kilometre) dropped by 12% YoY over the January-November 2020 period. Global
sea freight has also been impacted: the container throughput index (a measure of the volume of
maritime container transport, which accounts for 52% of the value of global sea freight) decreased
by just over 8% YoY in May 2020, and, even though the index did rebound afterwards (+7% in
October) it remains, over the January-November period, 2% lower than the same period in 2019.

Air passenger traffic has practically come to a stop because of the measures taken to combat the
spread of the coronavirus (lockdowns, border closures). The daily number of commercial flights
decreased by 75% between 16 January and 12 April 2020 (the lowest point), and, even though it
increased afterwards, remained on 23 November 38% lower than on 16 January.

The grounding of the Boeing 737 MAX aircraft, following crashes in October 2018 and March 2019,
continue to afflict Boeing’s financial health, as well as the financial health of the many airlines
(particularly U.S. airlines) that use these planes and that have mechanically experienced a temporary
reduction in the size of their fleets. However, on 18 November 2020, the Federal Aviation Administration
(FAA) authorised the return of the 737 MAX to American skies. Although the outlook for the related
air companies remains difficult, this news could somewhat appease the aforementioned issues.
Besides this, Airbus and Boeing have been forced to reduce their respective productions due to
the COVID-19 crisis, which affects the entire production chain.

Environmental concerns and measures implemented to combat the emission of greenhouse gases
or pollutants could penalise the sector.

SECTOR ECONOMIC INSIGHTS

in April (its lowest point) and by 8% YoY over the
January-August 2020 period. Both sea and air
freight are being mechanically impacted by the

The transport sector is at
the heart of the COVID-19 pandemic

The COVID-19 pandemic and the measures taken
to contain it have had a highly significant effect
on global economic activity (which was already
slowing down in 2019): in 2020, world GDP fell by
3.8% after an increase of 2.6% in 2019. Economic
Activity is expected to rebound in 2021 (+4.3%
according to Coface) but would remain lower
than in 2019. This decrease in economic activity
will have an even greater impact on world trade,
which was already slowing down before the crisis
due to the economic slowdown, affecting the
income of companies in the sector. According
to the Netherlands Bureau for Economic Policy
Analysis (CPB), world trade declined by 16% YoY

decline in trade. Thus, the maritime transport of
goods (which represents 80% of global freight)
is declining: the average value of the container
throughput index decreased by 2% YoY between
January and November of 2020. Airfreight
(measured in tonne-kilometre) decreased by
7% YoY in November.

Passenger air transport has been very strongly
impacted by the health crisis: in September 2020,
international traffic (measured in Passenger
Revenue Kilometres (PRK)) decreased by 73%
YoV according to IATA, which estimates that
airline revenues should decrease by 61% in 2020.
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The global aviation market, already impacted
by Boeing’s setbacks following the crashes of
two Boeing 737 MAX aircrafts in October 2018
and March 2019, is also suffering from COVID-19,
as Airbus and Boeing, the two largest aircraft
manufacturers, were forced to sharply reduce their
production, impacting their aircraft equipment
suppliers. Furthermore, airlines using the 737 MAX
were already suffering from its grounding in 2019:
for instance, Southwest Airlines, the company with
the world’s largest fleet of this aircraft, estimated
the loss of operating revenue due to the grounding
of the 737 MAX at USD 828 million in 2019.

Estimating the effect on rail freight is more
complicated: in some economies, rail freight declined
because of COVID-19, as it is complementary to
air and sea freight in these countries, to the extent
that rail freight is used (alongside road freight)
to move goods to and from airports and ports.
For example, Union Pacific, one of the largest
U.S. rail carriers, recorded a 22% YoV decline in
volumes transported between 1 April and 2 June.

In other regions, where rail can partially substitute
for sea and air freight, the volumes transported
have been able to increase during the COVID-19
crisis. For instance, in Russia, rail freight between
China and Europe increased by 35% YoY between
January and May.

A difficult recovery
for the transport sector

At the global level, the transport sector is not
expected to return to pre-crisis levels before 2022.
For companies located in countries for which
Coface anticipates that the health crisis is largely
under control, which should not lead them to
apply new measures to contain the COVID-19
epidemic, as should be the case in Asia (Coface’s
without stop & go scenario), the turnover of listed
companies in the transport sector will be 2% lower
in Q4 2021than in Q4 2019. However, it would be
34% lower in the stop & go scenario, leading to
an alternation between periods of lockdown and
periods of lockdown relaxation, and a return to
greater mobility, like it is anticipated in Western
Europe, for example. The airline market is expected
to be the most impacted: the turnover of its listed
companies is expected to decline by 38% in the
first scenario and by 69% in the second scenario
in 2020. According to IATA, this market will record
a loss of USD 118.5 billion in 2020. However,
airfreight is expected to take advantage of the
situation: as capacity has fallen much more than
demand (-29.4% YoY in June against -12.6% for
demand), the load factor and the freight rate have
increased, leading to a positive net effect: +15%
revenue in 2020 according to IATA.

In Europe, air transport, particularly the low-cost
segment, is facing a strong overcapacity problem,
reducing companies’ margins and making them
more sensitive to the economic environment
and oil price variations. A significant number
of airlines went bankrupt in 2019 (WOW air, XL
Airways, to name but a few), undermined by the
sharp fluctuations in oil prices and the economic
slowdown. The COVID-19 crisis could accelerate
this trend in the short-term. However, these
insolvencies could reduce overcapacity in this
market in the long-term, consolidating it and
enabling companies to increase their margins.

TRANSPORT

Environmental concerns
are disrupting the sector

In order to fight pollution and address environmental
concerns, several measures have been implemented
to reduce the impact of the transport sector on
health and on the environment. For instance,
IATA set itself the objective of halving its CO,
emissions by 2050 (compared to their 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 Organisation (IMO) has
set a new limit on sulphur oxide emissions from
ships. The latter measure, known as IMO 2020,
took effect on 1January 2020 and limits sulphur
emissions to 0.5% (or 5kg per tonne of fuel)
compared to 3.5% previously.

Ships have several options for complying with
IMO 2020. First, they can use low sulphur fuel
oil (LSFO) or marine gas oil (MGO), which will
be more expensive than the previously used high
sulphur fuel oil (HSFO) due to higher production
costs. They also have the option of continuing
to use HSFO, if they install purifiers that enable
them to emit no more than 0.5% sulphur oxide,
but installation is time-consuming and costly.
Estimates of the number of ships with purifiers as
of 1January vary between 2,000 and 4,000 ships,
while the United Nations Conference on Trade
and Development (UNCTAD) estimates the
global fleet at over 95,000. Finally, it is possible
to use liquefied natural gas (LNG), even though
this option seems unlikely in the short-term, as
not all ports are able to supply ships with LNG.
Therefore, the most likely option for ships in the
short-term is the use of LSFO or MGO. In any
case, IMO 2020 will penalise shipping companies
through the increased costs it induces. The
negative effects of IMO 2020 will be all the more
significant as the measure comes into force in a
context of economic slowdown and deterioration
in world trade.

The environmental concerns of consumers are
leading some of them to stop flying and look
for alternatives to air transport. This movement,
known as “flygskam” (literally “the shame of
flying”) is spreading throughout Europe and the
United States, and could have a lasting impact
on air passenger transport.

NUMBER OF COMMERCIAL FLIGHTS

CONTAINER THROUGHPUT INDEX
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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 helps to sustain
the demand for wood

*Increasing demand from
emerging countries

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

*Dependent on the
construction and paper sectors

*Impacted by the
COVID-19 crisis

« Efforts by sector participants
to adapt to stricter regulation

RISK ANALYSIS SYNTHESIS

The wood sector is highly dependent on the construction industry, which uses large amounts of
wood as inputs. The COVID-19 pandemic had a severe impact on construction, as worksites were
abruptly shut down in several regions of the world, particularly in the first half of 2020. The wood
sector is likely to follow the same gradual and contrasting recovery as in the construction sector.
Wood is also highly dependent on the paper sector, which has benefited from a surge in packaging
demand due to the rise of e-commerce. This in turn has been good for the wood sector.

After an unprecedented GDP contraction in 2020 (-3.8% according to Coface), world economic
growth should pick up again in 2021 (+4.3%, again according to Coface). A differentiated recovery
is expected for the wood sector.

The sector is still facing profound transformations. The industry continues to suffer from protectionist
tensions, notably the customs duties imposed by the United States on Canadian lumber since 2017
tensions seem to have eased nonetheless as (customs duties decreased from 20.2% to 8.9% by the
end of 2020), and the trade tensions between China and the United States, which have imposed
25% customs duties on imports of each other’s wood and wood-based products. At the global
level, participants are facing an increasingly restrictive regulatory framework due to environmental

of wood harvesting in
order to preserve forests

*Highly exposed to
climatic hazards and
ongoing trade tensions

Notes for the reader

Wood pulp: paper pulp; pulp for the manufacture of
paper and cardboard.

issues and government measures aimed at preserving forests.

SECTOR ECONOMIC INSIGHTS

An already fragile sector’s
difficulties have been exacerbated
by the COVID-19 crisis

Even before the emergence of the COVID-19
crisis, the wood sector was already suffering
from the global economic downturn due to
weaker demand and its dependence on the
construction and paper sectors, which were
themselves being by undermined the slower
pace of economic growth.

The health crisis had a severe impact on
construction, which is the wood sector’s primary
client. The abrupt shutdown of worksites due to
the lockdown measures rolled out in many regions
in the second half of 2020 caused demand for
wood to plummet. Coface anticipates that the
wood sector will follow the contrasting trajectory
of the construction sector in its recovery.
Fairly strong demand from the infrastructure
segment of the construction sector is likely to
boost demand for lumber. Meanwhile, Coface
expects weaker demand on the real estate
market (private and commercial properties)
to cause a drop in demand for lumber in this
market and the furniture segment.

The wood sector is also dependent on the
paper sector, whose packaging paper segment
benefited from strong demand as e-commerce

activity increased due to the mobility crisis
caused by the COVID-19 pandemic and the
need to limit physical contact. This latter
development and higher demand for packaging
paper stimulated demand for wood. However,
as e-commerce has not developed to the same
extent everywhere, for instance it is not widely
used in Latin America, not all regions benefited
from the increased demand. Wood pulp* prices
rose in 2017 and 2018, but dropped in 2019, with
the St. Louis Fed'’s lumber price index collapsing
by 34% between January and December 2019
(see Chart). Trends over most of 2020 show that
prices stopped falling but did not move upwards,
due, in particular, to supply chain disruptions
and timid global demand. Pulp prices are thus
expected to recover in 2021.

Different rates of
recovery across regions

In Europe, activity in the sector remains impacted
by the second wave of coronavirus that occurred
during H2 2020 and the measures taken to slow
the virus’ spread. In the wake of the health crisis,
activity collapsed during the second quarter
of 2020. In France, production fell during the
first lockdown, contracting by 32% in April
year-on-year; it rebounded thereafter and by
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September was 2% below the previous year’s
level. In Germany, sales of wood and wood-based
products stood up well to the crisis: despite
declining in April and May, they increased by 2%
year-on-year in the January-September period.

Uncertainty remains over the recovery of the
Japanese wood sector. Japan is a special case
because it is one of the world’s largest importers
of wood. For instance, almost all wood chips
exported by Australia, the United States and Chile
are sent to Japan. Japanese demand is vital to the
sector and impacts virtually all wood-exporting
countries. Japanese wood imports plummeted
because of the health crisis and supply chain
disruptions. This had a significant impact on
the wood sector globally. Japanese demand is
expected to recover gradually but the increase
is not expected to make up for the losses in the
first half of 2020.

In China, much of the sector’s demand comes
from the real estate market, which cooled sharply
and slowed due to the effects of the pandemic
during H2 2020. The gradual economic recovery

underway in China since the third quarter of 2020
is likely to boost the country’s construction sector,
despite its difficulties. This should benefit the
wood sector. Regarding exports, for the moment
no bilateral agreement has been signed with the
European Union certifying that China’s products
comply with EU sustainability rules. This could
depress the sector and negatively impact the
anticipated recovery.

The Americas are also struggling to recover. In
Latin America, Coface expects that several factors
will make it harder for the sector to pick up again.
First, production of furniture decreased by 21% in
H12020 year-on-year in Argentina as demand waned
in the country because of economic difficulties.
Second, lumber manufacturing in Brazil fell by
1.8% in H1 2020 year-on-year. A short-term pickup
is not expected due to rock-bottom demand. In
North America, Coface expects that the sector will
also find it tough to recover. Profitability has taken
a hit in Canada following the implementation of
U.S. tariffs on Canadian lumber in 2017, forest fires
and pine beetle epidemics, which are destroying
pine forests. This has led to plant closures and
layoffs. U.S. wood production has contracted
sharply due to plant closures because of the
COVID crisis. Falling demand in construction and
furniture is also expected to weigh on the sector.
Meanwhile, the United States is expected to see
a very gradual recovery, with demand remaining
lacklustre, particularly in certain segments of the
construction sector, such as commercial and
private real estate, against the backdrop of an
economic crisis and an increase in precautionary
savings. This is expected to hamper the wood
sector’s recovery.

Ongoing transformations in the
sector are expected to continue

The sector remains impacted at this stage by the
protectionist environment, notably featuring trade
tensions between China and the United States,
which imposed 25% customs duties on imports
of each other’s wood and wood-based products.
The U.S. wood sector is particularly affected, with
60% of its exports going to China. Between 2017

WOOD

and 2018, U.S. wood exports to China fell from
USD 1.7 billion to USD 1 billion, mainly due to a
decline in hardwood, which accounts for the
largest share of U.S. wood exports to China. The
U.S./China trade war has intensified and tensions
between the two countries have increased. This
could continue to have a negative impact on the
wood sector.

Brexit is creating uncertainty for the sector in
Europe, with the UK importing the majority of its
wood from the EU. Moreover, the UK has indicated
its intention to implement a UK Timber Regulation
and its own Forest Law Enforcement, Governance
and Trade (FLEGT) programme with significant
requirements in terms of standards to be met
by participants. This poses a risk to short-term
profitability due to the significant investment
required for firms to comply.

WOOD PULP, PRICE INDEX (1982 = 100)

COFACE RECOVERY SCENARIOS ON THE WOOD SECTOR

— TURNOVER( BILLION USD)
240 - I
270 ol
\
200 1 f] 25
80 |'N\"'”\,.J\.~.MMI u'll %0
180 4 /\/ | -
MO oo lw"k o
: :
EEE§§F§§§§E§§ giﬁgiigé 0 : e e
g 38 g8 FLcd 838 ggez
i nnnennnnn

Sources: Federad Resenve Bank of 51 Lows, Covace
Latest poinl: Ochober 2000

Fources Datastream. Coface

Withoul Stop and Go scenarks  — With Stop and Go scenario
Without COVID scenaria

dLalesl ol G 20T

COFACE

41

COUNTRY & SECTOR RISKS HANDBOOK 2021



INTRODUCTION
TO COUNTRY PROFILES

Economic record
and prospects
for 2021 In

162 countries

This reference guide for

the analysis of country risks in
the world allows you to consult
162 country assessments. It contains
information that is particularly
useful in the today’s complex and
changing economic environment.
These assessments are a global
analysis of corporate behaviour
and business practices on

a country-by-country basis.

; = g .-- T . .
s i
/;UNTRY & SEGTOR RISKS HANDBOQK 2020
Fyw a i ¥



COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK E

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

37.2
507
AFN

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Afghan Afghani

TRADE EXCHANGES

Exports of goods as a % of total

PAKISTAN ] 35%
CHINA [ | 4%
TURKEY ] 3%
UNITED ARAB EMIRATES [ 3%
Imports of goods as a % of total
IRAN I 5%
cina .
PAKISTAN [ G
KAZAKHSTAN [ ] 8%
TURKMENISTAN [ ] 6%

« Potential for the exploitation of commodities
(including gas, oil and minerals)

« Development of transit corridors (Lapis-Lazuli
linking Afghanistan to Turkey), launch (at
the end of 2020) of negotiations to revise
the transit agreement with Pakistan and to
conclude a preferential trade agreement

« Development of regional energy corridors
(TAPI gas pipeline, Central Asia-South Asia
power line (CASA-1000), TAP power line
and power line with Uzbekistan)

« International financial support, notably from
the International Monetary Fund (IMF), which
renewed the Extended Credit Facility (ECF,
USD 370 million) at the end of 2020 for
three and a half years in return for reforms
Military support from the international
community, as part of the renewed
“Afghanistan National Peace and Development
Framework” for 2021-2025, aimed at achieving
self-sufficiency

« Dependence on international aid (43% of
GDP, 50% of tax revenues)

« Dependence on agriculture (22% of GDP,
40% of employment) vulnerable to weather
conditions

* Poorly developed credit (3% of GDP),
fragile (29% of non-performing loans in
September 2020) and dollarised (48% of
loans, 61% of deposits) banking system

« Difficult geography (landlocked and 50%

mountainous) and vulnerability to natural

disasters

Inadequate infrastructure (energy, water,

transportation, health)

High poverty (66% of the population), against

a backdrop of informality, unemployment

and food insecurity

* Weak governance (corruption, 47% of
the territory not controlled by the central
government, 19% of which is in the hands
of the Taliban)

« Ethnic fragmentation and armed conflict,
generating significant public spending (50%
of the total), population displacements, and
military and civilian victims (more than 10,000
civilian victims per year for the last 6 years)

:r_l

AFGHANISTAN

' AFGHANISTAN I,r'
\

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.2 3.9 -5.0 4.0
Inflation (yearly average, %) 0.6 2.3 5.4 4.8
Budget balance* (% GDP) 1.6 -1.1 -2.8 -2.2
Current account balance* (% GDP) 12.2 n.7 9.5 7.8
Public debt (% GDP) 7.4 6.1 7.8 8.9

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

RISK ASSESSMENT

Negotiations between the
government and the Taliban begin

Afghanistan has been mired in civil war for four
decades. The insurgent groups, led by the Taliban,
remain at the height of their territorial expansion
since their ousting from power in 2001 by the
United States (U.S.)-led military coalition. Following
a process that began in late 2018, an agreement
was reached at the end of February 2020 between
the U.S. and the Taliban, reducing the number of
American troops from 13,000 in February 2020 to
2,500 in January 2021 (plus the 8,000 from the
other NATO countries). It could be challenged by
President Biden. The sine qua non condition of
the withdrawal was the conclusion of a peace and
power-sharing agreement with the government,
talks on which began in September 2020. The
actual negotiations are expected to begin in
2021. Their outcome remains uncertain and are
not expected to resolve the entire conflict. On
the one hand, it will face obstacles such as the
ethnic fragmentation of the country, the difficulty
of reconciling the Taliban with democratic norms,
and the presence of other actors, such as the
Islamic State (IS) group. On the other hand,
with the February agreement providing only for
a reduction in violence, attacks by the Taliban
to consolidate their position in the negotiations
persist. The balance between this strategy and
the breakdown of the agreement is fragile. U.S.
troop numbers could increase if the security
situation deteriorates.

The talks will be led by a government that remains
divided. After five months of waiting, the results
of the September 2019 presidential election
were announced at the end of February 2020.
QOutgoing president Ghani was elected in the first
round (50.6% of the vote), followed by Abdullah
(39.5%). Abdullah’s challenge to the results ended,
under pressure from the U.S. and, like in 2014,
in a power-sharing agreement allowing him to
appoint half the government and to appoint
himself president of the High Council for National
Reconciliation to lead the talks. While internal
executive wrangling is expected to continue
and despite strained relations, the government
is expected to continue to call on Pakistan, which
had already facilitated discussions for the February
agreement, to use its influence on the Taliban.

A recovery dependent on the
pandemic and driven by agriculture

It is in this tense context that Afghanistan
entered into recession in 2020. The complex
health situation due to its proximity to Iran, the
lockdown from mid-March to mid-May 2020 and
the closure of borders have disrupted supply
chains. Industries (23% of GDP) were impacted,

suffering from shortages of raw materials due
to trade disruptions. The structural trade deficit
widened. The decline in exports (6% of GDP),
especially fruit (45% of total), was not offset by
the decline in imports (38% of GDP). This deficit
is expected to narrow in 2021, as cross-border
points with Pakistan were reopened in mid-June
2020 and transit corridors with India in mid-July.
Services (55% of GDP) have also been impacted,
suffering from the fall in private consumption
(M3% of GDP) which is facing a decline in
remittances (5% of GDP) and a sharp rise in
unemployment, poverty and food insecurity.
Inflation, probably underestimated, is being
pushed up by food prices. Support measures
consist of livelihood measures, such as the
programme launched in 2020 with the World
Bank (1.6% of GDP) to finance cash and in-kind
transfers worth up to USD 100 per household.

The recovery in 2021, dependent on the
pandemic, is expected to be driven by agricul-
ture, whose growth in 2020 was driven by good
harvests and climate conditions. This sector is
expected to benefit from the recovery plan (16%
of the total) which provides for the construction
of storage infrastructure to limit losses. While the
security environment is constraining investment
(18% of GDP, 6% is private), international aid
will remain valuable in exploiting the sector’s
potential. Work will continue on infrastructure
projects, such as those begun in early 2020 for
the construction of the Afghan section of the
power line of the CASA-1000 project (2.4% of
GDP, 78% financed by the World Bank).

A drop in international aid
that finances twin deficits

In 2020, one-off expenditures (5% of GDP) and
the decline in revenue increased the public deficit
excluding grants (-6% of GDP), which is expected
to persist in 2021. The sustainability of public
finances remains dependent on grants to keep
the public debt-to-GDP ratio low. This debt, equi-
valent to external debt, is medium- to long-term,
concessional, and 90% held by multilateral donors.

Trade-related disruptions have widened the already
abysmal current account deficit excluding grants
(-31% of GDP). The flexible exchange rate remained
stable thanks to sales of foreign exchange by the
central bank. These were more than offset by the
inflow of new grants and concessional loans to
mitigate the impacts of the crisis on 2020-2021,
including USD 483 million (2.6% of GDP) from the
IMF. They have also increased foreign exchange
reserves (8 billion USD in November 2020,
15.6 months’ worth of import coverage). At the
end of November 2020, donors were called upon
to renew their aid commitments for 2021-2024,
totalling USD 12 billion (including USD 3.3 billion
available in 2021), a 21% drop compared to
2016-2020. They are in part conditional on
progress in the talks.
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ALBANIA

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2019

2.9
5,323
ALL

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Albanian lek

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA [
KOSOVO [ ] 10%
NORTHMACEDONIA || 3%
CHINA | 2%
MONTENEGRO | 2%
Imports of goods as a % of total
EURO AREA |
TURKEY [ ] 10%
CHINA [ ] 9%
SERBIA [ ] 4%
SWITZERLAND ] 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

o

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

« Small, open and poorly diversified economy
« Unfavourable demography: ageing and

immigration

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

revenues

low-skilled workforce

administration

« Corruption and organised crime, in some

cases linked to drug trafficking

« Poverty, low priority given to education,

« Dependence on rainfall: agriculture (one-fifth
of GDP for 42% of jobs) and hydroelectricity
(98% of electricity) and exposure to seismic risk

« Inefficient and politicised court system and

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.1 2.2 -7.5 3.5
Inflation (yearly average, %) 2.0 1.4 1.4 1.7
Budget balance (% GDP) -1.3 -2.0 -8.4 -4.7
Current account balance (% GDP) -6.8 -7.6 -n.7 -8.5
Public debt (% GDP) 69.5 67.7 83.3 83.2

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

RISK ASSESSMENT

A recovery constrained
by external factors

In 2021, the recovery will be mainly supported by
household consumption and public investment in
reconstruction efforts following the earthquake
at the end of 2019. Household consumption,
the mainstay of demand, is expected to grow
in the second half of the year with the lifting
of restrictions aimed at preventing the spread
of the pandemic. Low inflation, which is still
below the central bank’s 3% target, should
benefit households, as should the central bank’s
accommodative policy (rate set at 0.5% since
March 2020). However, this private demand will
be adversely affected by the high unemploy-
ment rate (14.5% at the end of 2020), the large
informal economy, which lessens the impact
of government aid, and low remittances from
Albanian expatriates in Italy and neighbouring
countries. Public expenditure will be primarily
directed towards investment in infrastructure to
complete the post-earthquake reconstruction
efforts, which have been hampered by lockdown
measures. The need for fiscal consolidation
should, however, constrain these investments.
Private investment will be largely carried out
by foreign investors, who dominate the market,
and will remain concentrated in the extractive
industry (oil, ore), construction (especially
tourism) and telecommunications services.
Most of the investment comes from Switzerland,
the Netherlands and Canada and is likely to be
affected by the climate of uncertainty and the
sluggish recovery in Europe. External demand
is expected to contribute only marginally to the
recovery, held back by persistently weak activity
in Italy, the main buyer of manufactured goods
and the number-one source of tourist flows in
the country. For the same reason, sectors linked
to tourism (27% of GDP in total) will continue
to be affected by obstacles preventing people
from travelling. Agriculture will again be one of
the mainstays of the economy (18.7% of GDP
in 2019). The extractive industries (oil, ore) are
also expected to grow, driven upwards by higher
average prices. Manufacturing industry, which is
chiefly focused towards low value added goods,
such as clothing, should remain constrained by
activity in the country’s main partner, Italy.

Fiscal consolidation needed

and a fragile but sustainable
external position

While fiscal consolidation had begun to stall in
2017 with the end of the IMF programme, the
pandemic and successive aid plans derailed the

trajectory of public finances. In 2021, the govern-
ment will continue its consolidation strategy,

aiming to broaden its tax base and make tax
collection more efficient. The planned increase in
civil servants’ salaries should, however, limit the
reduction in the deficit, which will be financed
through domestic channels with withdrawals
from central bank and bank deposits, as well as
through muiltilateral loans (following disburse-
ments by the European Commission and other
EBRD-type project loans). The public debt will
remain sustainable, although the gross borrowing
requirement is high because of the shorter
maturity of its domestic share (50% of the total),
which entails a refinancing risk. However, this risk
will remain limited thanks to access to multilateral
donors (EBRD) and continued low interest rates
on international markets as observed at the time
of the June 2020 issue. Moreover, external debt
remains largely concessional (52% of the total).

The trade deficit (23% of GDP) is expected to
increase in 2021 with a rise in imports following
the recovery in domestic demand, particularly for
high value added goods and to meet reconstruc-
tion efforts. This revival will exceed the pick-up
in exports (textiles, footwear, oil, ore, electricity),
which are being affected by muted Italian
demand, notwithstanding strong agricultural
exports. Exports of services should continue
to be hampered by the dismal performance of
the tourism sector, while imports of support
services for reconstruction work will increase.
The current account deficit is expected to narrow
thanks to an increase in the transfer surplus,
supported by financial aid, as well as the reco-
very, albeit moderate, in expatriate remittances.
The financing requirement should be covered by
foreign direct investment and multilateral aid.
Multilateral loans and the aforementioned bond
issue have made it possible to replenish foreign
exchange reserves (equivalent to 5.3 months
of imports at the end of 2020), supporting the
lek exchange rate.

Tensions run high in an election year

While the political climate had been tense since
the 2017 elections, the November 2019 earthquake
and the crisis linked to the COVID-19 pandemic
have created a highly unstable situation in the
run-up to the legislative elections scheduled for
April 2021. With the Socialist Party led by Prime
Minister Edi Rama in power, the main opposition
parties left parliament in February 2019 in an
attempt to move the centre of the political
scene to the streets. Tensions are running high
in connection with implementation of an electoral
reform negotiated with the extra-parliamentary
opposition and demanded by the European Union
before opening accession talks. The outcome of
the battle will be decided in the first few months
of 2021. The winner will have much to do to
improve administrative and judicial efficiency, and
fight corruption, organised crime and smuggling
between Albania and Italy.
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BUSINESS CLIMATE C

POPULATION
Millions of persons - 2019

43.4
3,898
DZD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Algerian dinar

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA |
UNITED STATES B 8%
TURKEY B 8%
UNITED KINGDOM [ ] 7%
BRAZIL [ ] 5%
Imports of goods as a % of total
EURO AREA I 2o
CHINA ] 17%
SOUTH AFRICA [ ] 8%
TUNISIA [ ] 5%
ARGENTINA [ | 3%

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

« Potential in agriculture, renewable energies
and tourism

« Favourable geographical position, close to
the European market

o

+ Heavily dependent on hydrocarbon revenues

*High youth unemployment rate; few
opportunities for graduates

« Overly large public sector

« Acute political and social crisis triggered
in 2019

« Dilapidated infrastructure

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

ALGERIA
R .
_—— o

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.2 0.8 -6.5 3.0
Inflation (yearly average, %) 4.2 1.9 3.5 3.8
Budget balance (% GDP) -6.9 -8.6 -13.5 -12.0
Current account balance (% GDP) -9.6 -10.1 -13.0 -1.5
Public debt (% GDP) 38.2 46.3 57.2 66.6

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

RISK ASSESSMENT

Recovery linked to the future
of the hydrocarbon market

Algeria went into recession in 2020 because
of the COVID-19 crisis. The country is heavily
dependent on the hydrocarbon sector (21%
of GDP and 93% of exports) and had to
contend with the collapse of hydrocarbon
prices linked to weak global demand and the
constraints of the OPEC+ agreement on oil
production. Furthermore, in order to curb the
COVID-19 epidemic, the government imposed
lockdown measures in February 2020, which
included cancelling commercial flights. This was
followed by the closure of schools, businesses,
restaurants and borders. In 2021, activity should
gradually pick up again. While they should be
higher than in 2020, hydrocarbon prices and
demand are expected to remain below their
pre-crisis levels, which will continue to impact
export revenues (21.6% of GDP). Moreover,
despite a modest increase in OPEC+ production
quotas, the restrictions under the agreement will
continue to constrain oil production in 2021, After
falling back significantly in 2020, due to rising
unemployment (16.5% in 2020 versus 12% in 2019)
and the decline in diaspora remittances (1.1% of
GDP) as a result of the health crisis in Western
Europe, household consumption (44% of GDP)
will recover slightly in 2021, as the government
has introduced social assistance, which, despite
being worth only 0.4% of GDP, should provide a
small boost. However, consumption is expected
to grow timidly due to persistent political and
economic uncertainty, as well as the still high
unemployment rate. Investment (37% of GDP),
especially public investment, which is mainly
concentrated in hydrocarbons, infrastructure
and housing, was frozen. In 2021, investment
is expected to pick up but only slightly due to
difficult budgetary conditions and economic
uncertainties, despite the repeal in June 2020 of
the law imposing a 49% cap on foreign interest
in Algerian firms, excluding strategic sectors, as
well as new support to start-ups.

Domestic debt and erosion
of foreignh exchange reserves

With COVID-19, the government increased its
spending on health (0.2% of GDP) as well as on
social and economic aid as part of a support
plan (1% of GDP). At the same time, tax revenues
(41% from hydrocarbons) fell. Despite cuts in
capital and current expenditures (excluding
subsidies representing more than 8% of GDP),
the traditional public deficit widened. In 2021, it
is expected to shrink only slightly, as spending
to support the economy should remain high,
while revenues are set to increase only slightly.
External indebtedness will remain low (less than

1% of GDP), although Algeria may seek multi- or
bilateral assistance to finance the large deficit.
The country could also resort to central bank
financing, which ceased in 2019.

The current account deficit also widened, due to
the large trade deficit, which increased following
the crisis and the decline in hydrocarbon exports.
Admittedly, Algeria recorded a decline in imports
linked to weaker domestic demand as well as the
tightening of import conditions in order to save
foreign currency, but not enough to compensate.
In 2021, the deficit is expected to narrow only
modestly. Despite the slight rebound in exports,
imports will resume in line with the recovery in
domestic demand. This deficit will continue to
be financed by drawing on the foreign exchange
reserves, which have fallen sharply (equivalent to
12 months of imports at the end of 2019, but only
eight months at the end of 2020), continuing their
decline since 2014. FDI will remain low. However,
the removal of the cap on foreign equity interest
in local companies and the obligation to find
a local partner, as well as the ability to obtain
foreign financing, could generate additional FDI
in the long-term, except in the mining sector,
hydrocarbons, electricity transmission, railways
and retail trade, which are excluded. As a result,
investors, which sometimes tire of working with the
national company, Sonatrach, are likely to continue
to be lukewarm on the hydrocarbon sector.

Increased political instability

Faced with large-scale protests, which began in
February 2019 after he announced his candidacy,
President Abdelaziz Bouteflika, who had been
in power since 1999, was forced to resign in
April 2019. Regular demonstrations (known as
the Hirak movement) continued, forcing two
postponements of the presidential election, which
finally took place in December 2019. Abdelmajid
Tebboune, Bouteflika’s prime minister in 2017,
emerged victorious. He is trying to distinguish
his administration from that of his predecessor
through greater transparency. He also committed
to responding to the Hirak movement’s demands
by initiating a constitutional reform, which was
approved by a referendum on 2 November 2020,
although turnout was low (23.7%). The
government hopes that the parliamentary
election, which took place at the end of 2020,
and the constitutional reform will alleviate the
political and social risk. Widespread poverty,
the lack of employment opportunities and the
difficult economic context, all of which have
been exacerbated by the health crisis, plus
the feeling that nothing is really changing in
governance, will likely fuel discontent. Military and
government tolerance for unrest may decrease
and security measures may be strengthened.
Furthermore, the major role played by the army
on the domestic scene could increase externally
against a backdrop of incursions by jihadists from
Libya and Mali, as well as the disagreement with
Morocco over the Western Sahara.
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COFACE ASSESSMEN

COUNTRY RISK D

BUSINESS CLIMATE D

POPULATION
Millions of persons - 2019

30.1
2,968
AOA

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Angolan kwanza

TRADE EXCHANGES

Exports of goods as a % of total

CHINA L
INDIA [ ] 8%
EURO AREA [ | 6%
SEYCHELLES ] 3%
ISRAEL | 2%
Imports of goods as a % of total
EURO AREA I -
CHINA [ ] 18%
SOUTH KOREA [ ] 7%
BAHAMAS [ ] 6%
BRAZIL [ ] 4%

« Significant oil production and liquefied
natural gas producer

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

« International financial support

o

* Very high public debt (55% commercial, with
interests absorbing on third of revenues)

* Vulnerable to an oil price reversal

« High unemployment, high social inequalities,
poverty (56% in 2020) and regional disparities

« Deficient infrastructure (transport, water
supply and sanitation, education)

« Low-skilled workforce

* Fragile banking sector

« Conflict with separatists in the Cabinda enclave

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) -2.0 -0.9 -4.0 2.0
Inflation (yearly average, %) 19.6 17.2 21.0 19.0
Budget balance (% GDP) 2.2 0.8 -2.5 -0.3
Current account balance (% GDP) 7.0 5.7 -1.7 0.1
Public debt (% GDP) 89.0 110.0 125.0 115.0

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

RISK ASSESSMENT

Recovery mainly driven
by hydrocarbons, despite
diversification efforts

The Angolan economy recorded a recession for
the sixth consecutive year in 2020 because of
the COVID-19 crisis. Highly dependent on the
hydrocarbon sector (40% of GDP and 96% of
exports), the country had to contend with the
collapse of oil prices and restrictions under
the OPEC+ production agreement. In 2021,
Angola’s economic growth should gradually
resume in line with the recovery in oil demand
and the modest increase in its production
guotas. However, production will continue to
be constrained by the underinvestment of recent
years and OPEC+ restrictions. The government
is trying to diversify the economy by developing
other sectors such as agriculture (11% of GDP
but 50% of the labour force). This sector has
great potential and has been underdeveloped
for years (just five out of 53 million hectares of
arable land in use). Accordingly, it could attract
a lot of foreign investment.

Household consumption (58% of GDP) declined
sharply because of high inflation driven by
kwanza depreciation and the lack of foreign
exchange, falling incomes and rising unemploy-
ment (more than 30% in 2020 against 20% in
2018). To limit the impact on people, the govern-
ment implemented social assistance measures
as part of a stimulus plan, which also included
health spending (worth USD 120 million). This
plan, coupled with milder inflationary pressures
and increased agricultural incomes linked to the
good harvest in 2020, will enable domestic
demand to recover in 2021. Foreign investment,
which had been negative for several years due
to the lack of economic diversification, endemic
corruption and the difficult business climate,
remained negative in 2020 and is not expected
to pick up again in 2021, with privatisations on
hold given the economic situation. Back in 2018,
to attract FDI, the government implemented
a privatisation programme covering many oil
and diamond companies, including Sonangol
and Endiama. Public investment will continue
to be constrained by the resumption of
fiscal consolidation.

Recovery of current account
and public balances

The current account balance, which had been
in surplus since 2018, went into deficit in
2020 because of the fall in oil exports, which
was not offset by the decline in imports linked
to weaker domestic demand. The services and
income deficits, which are largely related to oil
activity, shrank in line with the significant decline

in activity in the sector. In 2021, a small surplus is
expected due to the modest upturn in oil exports.
However, with imports also recovering, the
current account will not return to pre-crisis levels.

The public balance also showed a deficit in
2020 due to the decline in revenues, which was
cushioned by the introduction of VAT in October
2019, and increased spending in response to the
pandemic. However, the government slashed
non-essential spending, which limited the deficit.
In 2021, the deficit is expected to shrink as
government revenues recover and budget cuts
continue. Furthermore, Angola is covered until
end-2020 by an IMF programme, through which
it obtained, under an Extended Credit Facility,
a loan of USD 3.7 billion, which was increased
in September to USD 4.5 billion to enable the
country to cope with the pandemic and finance
a portion of its large deficit. After soaring in
2020, public debt, which is more than 80%
denominated in foreign currency, is expected
to decline in 2021. Nevertheless, the risk of
default remains substantial, as the debt is highly
vulnerable to currency depreciation and oil price
fluctuations. The external portion benefited from
the G20 debt service suspension initiative (2%
of GDP) as well as from the restructuring of
the portion owed to China (45%). Finally, the
kwanza depreciated sharply in 2020, falling
by 29% against the dollar. In 2021, pressure on
the kwanza will ease as exports make a partial
recovery.

Despite reforms, socio-economic
challenges have been
exacerbated by COVID-19

Since taking office in 2017, President Jo&o
Lourenco has initiated numerous reforms
(National Development Program 2018-2022)
aimed at erasing his predecessor’s influence.
Nevertheless, significant socio-economic
challenges remain, and multiple sources of
tension persist for a population suffering from
poverty, ongoing inequalities and poor access
to housing, education and health services.
Tensions came to head in October 2020 as
demonstrations were held to protest about
the government’s failure to curb corruption and
revive the economy. These demonstrations were
violently repressed by the government, which will
increase social and political instability in 2021.

On the external front, the president is seeking to
maintain Angola’s position as a regional power
and to strengthen its ties with neighbouring
countries through the African Continental Free
Trade Area agreement, which was supposed
to come into force in July 2020, but which
was postponed due to the health crisis and
the protectionist policies of many signatory
countries. Relations with China are also expected
to remain strong.
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COUNTRY RISK D

BUSINESS CLIMATE B

POPULATION
Millions of persons - 2019

44.9
9,890
ARS

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Argentine peso

TRADE EXCHANGES

I
Exports of goods as a % of total

BRAZIL

CHINA

EURO AREA
UNITED STATES
CHILE

16%
n%
10%
6%
5%

Imports of goods as a % of total

BRAZIL

CHINA

EURO AREA
UNITED STATES
PARAGUAY

o

21%
19%
15%
13%

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

» Weak fiscal accounts

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

« Dependence on agricultural commodity
prices and weather conditions

« Sticky and skyrocketing inflation

* Bottlenecks in infrastructure

Sector risk assessments

AGRI-FOOD y___ HcH 4
AUTOMOTIVE
CHEMICAL AT
CONSTRUCTION
ENERGY y__HicH 4
ict
METALS AT
PAPER AT
PHARMACEUTICAL

RETAIL
TEXTILE-CLOTHING
TRANSPORT Yy HGH A4
WooD AT

* Information and Communication Technology

ARGENTINA

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) -2.6 -2.1 -11.0 3.0
Inflation (yearly average, %) 34.3 53.5 45.4 42.4
Budget balance (% GDP) -5.2 -3.8 -8.9 -5.5
Current account balance (% GDP) -5.2 -0.9 1.5 1.0
Public debt (% GDP) 89.8 93.8 17.3 118.3

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

RISK ASSESSMENT

Economy set to shyly emerge
from a three-year recession

The first COVID-19 case was reported on
3 March 2020, bringing the government to
implement a strict nationwide quarantine from
20 March 2020 onwards. Initially, this scheme
proved quite efficient, as the COVID-19 contagion
rate was relatively lower than in some other
major Latin American economies. Nonetheless,
daily new cases started to rise again in end-May
2020, only reaching a peak in end-October 2020.
In order to try to mitigate the negative spillover
effects on activity, policymakers implemented
fiscal stimuli totalling roughly 6% of GDP. In
2021, the economy is likely to register a modest
rebound. Growth should be mainly driven by
the gains linked to the expected end of the
COVID-19 pandemic, favouring sectors highly
affected by physical distancing requirements
(such as services related to accommodation
and leisure). Household consumption is likely
to register a weak improvement, since the
sticky high inflation and weak job market
conditions will continue to erode purchasing
power. Private investments should also perform
quite similarly, as the high idle capacity, strong
capital controls, and the lack of a clear economic
policy are relevant hindrances. Moreover, the
sensitive fiscal situation limits the space for
an increase in public expenditure. Downside
risks are mainly related to the evolution of the
COVID-19 pandemic in the country and the
limited net foreign currency reserves that may
further increase capital controls.

Current account surplus vs.
challenging fiscal situation

The current account deficit switched into a
surplus in 2020, mainly driven by a strong
narrowing of the income deficit (thanks to
lower profits and dividends transferred abroad).
Conversely, the rise in the trade surplus observed
in the first months of the crisis started to revert
later in the year. The lack of confidence in the
local currency and the fear of a strong deva-
|luation have led some exporters (notably grain
farmers) to hold off sales and some industries to
advance purchases of imported commodities. In
fact, the country continued to run out of foreign
exchange reserves. As of early December 2020,
gross reserves stood at USD 38.7 billion, with
net currency reserves (deducting the central
bank’s foreign borrowing from BIS, China
and dollar reserve requirements) at a much
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lower level (at roughly USD 4.8 billion). This
has increased the stakes that the central bank
will either raise controls, which have failed to
contain the currency’s decline, or allow a large
devaluation of the official exchange rate. On
the fiscal side, in August 2020, the government
reached an agreement with private creditors
to restructure USD 66 billion in debt under
foreign legislation (equivalent to 26% of debt
in foreign currency). Furthermore, it also applied
the same changes to USD 42 billion in dollar
bonds under Argentine law. Additionally, the
government aims to conclude an agreement
with the IMF, probably by the end of Q1 2021,
to restructure its USD 44 billion debt (part
of the USD 57 billion Stand-By Agreement).
The IMF will probably request a credible fiscal
consolidation program within an Extended Credit
Facility, such as lowering the fiscal deficit by
cutting into public expenditure and reducing its
monetary financing. Indeed, before receiving the
IMF envoys in November 2020, policymakers
indicated that the government could pursue a
primary fiscal deficit for this year below the
current 4.5% target. The reduction of stimuli
related to COVID-19 and the suspension of the
utility tariff freeze would help on this matter.

A credible economic
program is still pending

President Alberto Fernandez’s prompt decision
to impose a lockdown proved positive for his
approval rating, which reached a peak of 64.3%
in April 2020 (according to the political and
economic consultant Ecolatina). Nonetheless,
with the prolongation of the pandemic and its
economic consequences, his popularity declined
below the pre-pandemic level (at 36.5% as of
September 2020). In fact, support could fall
further, as the poverty rate has increased
because of COVID-19 (at 40.9% in H1 2020).
Additionally, in December 2020, Congress
approved a wealth tax that stipulates a one-off
tax of at least 2% on individuals with assets over
USD 2.45 million. The aim is to collect around
USD 3.7 billion in order to fund measures taken to
face the negative impacts of COVID-19. However,
the opposition groups argue that it will discou-
rage foreign investment, and that it would not
be a one-time tax. Finally, legislative elections
will take place in October 2021, when 127 out of
the 257 seats in the Chamber of Deputies will
be renewed, as well as 24 out of the 72 seats
in the Senate. According to polls of November
2020 from Consultant Giacobbe y Asociados,
50.4% of the population wants the incumbent
coalition to lose the elections.



ARGENTINA

I $ COUNTRY PROFILES

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 that facilitates a fast
track legal proceeding.

For international commercial transactions, the
most common payment instrument is Bank
transfer via SWIFT. Since December 2019, the
new government has implemented restrictions
on foreign exchange and fund transfers from
Argentina. Payments to related companies
abroad are not allowed.

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 - 2019

3.0
4,605
AMD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Armenian dram

TRADE EXCHANGES

Exports of goods as a % of total

N -
SWITZERLAND ] 17%
EURO AREA ] 13%
BULGARIA [ ] 8%
CHINA [ ] 7%

Imports of goods as a % of total
RUSSIA I 27
EURO AREA ] 17%
CHINA [ ] 14%
IRAN [ ] 6%
UNITED STATES [ ] 5%

« Significant mining resources (gold, copper,

molybdenum, zinc)

« Comfortable foreign exchange reserves and
relative flexibility of the dram’s exchange rate
« Significant financial support from international
organisations, including the International

Monetary Fund (IMF)

o

the European Union (EU)

« Will to reform in terms of corruption, justice

and competition

* Member of the Eurasian Economic Union
(EAEU) and Partnership Agreement with

« Dependence on minerals (50% of exports and
10% of GDP), despite ongoing diversification

« Strong dependence on Russia in terms of
security, trade (first partner), remittances
(63% of total) and FDI (37% of total)

« Banking system still highly dollarized (42%

of deposits and 48% of loans)

of four borders

« Armed conflict with Azerbaijan around the
enclave of Nagorno-Karabakh, which may
give rise to occasional clashes, even after

the ceasefire of 9 November 2020

« Persistently high levels of poverty (30% of
the population) and unemployment (24%)
« Geographic isolation aggravated by a lack
of infrastructure and the closure of two out

ARMENIA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 5.2 7.6 -7.3 1.0
Inflation (yearly average, %) 2.4 1.4 1.0 2.1
Budget balance (% GDP) -1.8 -1.0 -7.0 -5.6
Current account balance (% GDP) -6.9 -7.2 -6.0 -6.5
Public debt (% GDP) 51.2 49.9 63.1 69.4

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

RISK ASSESSMENT

Military defeat weakens
the government

27 September 2020 marked the resurgence of
the armed conflict that has opposed Armenia
and Azerbaijan for thirty years in Nagorno-
Karabakh. This six-week confrontation was the
deadliest since the 1994 war, which led to the
proclamation of the independence of this enclave
which, although internationally recognised as
Azerbaijani territory, was at the end of the war
populated by Armenians and under the control
of forces supported by Armenia. After several
unsuccessful attempts, a ceasefire was concluded
on 9 November 2020 under the aegis of Russia,
leading to the end of hostilities and restoring
Azerbaijan’s control over the majority of the
territories of Nagorno-Karabakh. While both sides
may respect the agreement in the short-term,
occasional clashes cannot be excluded. This
agreement has been badly received by parts of
Armenian public opinion, giving rise to demons-
trations organised by the opposition parties
demanding the resignation of Prime Minister
Pashinyan and his government. Appointed in
May 2018 after the Velvet Revolution, which
forced the party that had governed for twenty
years to relinquish power, he had until then
enjoyed strong popular support and support
from his coalition, the "My Step” Alliance, which
holds 2/3 of the seats in Parliament. While this
majority has allowed him to remain in power,
his resignation and early elections in 2021 are
possible. The implementation of his reform
agenda is uncertain. Nevertheless, measures have
already been adopted, such as a law facilitating
the lifting of banking secrecy or the creation in
2021 of an independent entity responsible for
the detection and investigation of corruption
offences. A referendum to replace seven of
the nine judges of the Constitutional Court is
scheduled for the summer of 2021 and may
indirectly address Pashinyan’s legitimacy.

A sluggish recovery driven
by domestic demand

The double shock of the pandemic via, for
instance, the lockdown from mid-March to
mid-May 2020, and the armed conflict leading
to the introduction of martial law, put an end to
three years of robust growth. After the recession
of 2020, the country is expected to experience
very weak growth in 2021. Services (54% of GDP)
are expected to rebound slightly and private
consumption (82% of GDP) to make a positive
but small contribution to growth, thanks notably
to the rebound in expatriate remittances (11% of
GDP) from Russia (63% of total) and the United
States (14%) since August 2020. On the other
hand, real wage growth is expected to remain

weak and unemployment high, and pressure
on the labour market is likely to increase with
the arrival of refugees from Nagorno-Karabakh.
While individuals could rely on exceptional money
transfers in 2020, the reform plan announced in
early December 2020 (and to be implemented by
June 2021), focusing in particular on social assis-
tance to the victims of the conflict, should have
a limited impact. Furthermore, investment (18%
of GDP) is still expected to contribute negatively
to growth. Constraints on the state budget are
expected to result in limited investment, as are
state-guaranteed loans in 2020 to businesses in
the affected sectors, including tourism (14% of
GDP) and agriculture (12% of GDP).

Growth in credit to the private sector (62%
of GDP) is expected to slow. Boosted by the
fall in the central bank’s policy rate in March-
November 2020, which returned to its pre-crisis
level in December 2020 (5.25%), it could be
limited by the risk of an increase in non-perfor-
ming loans (6.9% of the total in November 2020).
Adding the depreciation of the dram and the
moderate recovery in oil demand and prices,
inflation should increase slightly in 2021 whilst
remaining below the central bank’s target of 4%.

Trade is expected to contribute negatively to
growth. Poorly diversified exports (41% of GDP),
driven in particular by the good performance of
gold (12% of the total) and copper ore (24%), should
be offset by the rebound inimports (54.5% of GDP),
capital goods (20.5% of the total) and oil (12%).

Account consolidation will wait

After narrowing thanks to the decline in the trade
deficit, which more than offset the decline in
remittances and diaspora tourism, the current
account deficit is expected to widen slightly in
2021 due to the rebound in imports. While FDI,
which is declining, should finance the deficit
to a lesser extent, external debt will take over.
Foreign exchange reserves remain comfortable
(USD 2.2 billion in November 2020, 5.4 months of
import coverage), but have nevertheless declined
by USD 424 million over January-November 2020,
notably to offset the slow but steady depreciation
of the dram since the end of September 2020.
It will weigh on the external debt-to-GDP ratio
(99%), although largely medium- and long-term
and concessional in nature.

While fiscal consolidation had been undertaken
since 2016, public accounts were severely
impacted in 2020 by the increase in military
and social spending, particularly with the
support plan (2.3% of GDP). After activation
of the safeguard clause of the fiscal rule for
2020, spending is expected to decline and the
deficit to reduce slightly in 2021. It should be
financed by external debt from private actors
and multilateral donors, at the cost of a further
significant increase in the public debt-to-GDP
ratio. Although exclusively medium- and long-
term, it is 72% denominated in foreign currency.
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BUSINESS CLIMATE

Al

POPULATION
Millions of persons = 2019

25.5
54,348
AUD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Australian dollar

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I %
JAPAN ] 15%
SOUTH KOREA [ | 6%
UNITED KINGDOM B 4%
UNITED STATES [ | 4%
Imports of goods as a % of total
CHINA I 26
EURO AREA [ ] 14%
UNITED STATES ] 12%
JAPAN [ ] 7%
THAILAND [ ] 5%

* Geographic proximity to dynamic Asian
economies

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

« Rich endowment of mineral resources

* Moderate levels of public debt

« High tourism potential

o

* 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 due to the
country’s vast territory

« Exposure to increasing bushfires and droughts

« Disparity between federated states

Sector risk assessments

VERY HIGH

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

VERY HIGH

*ICT: Information and Communication Technology.
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Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.7 1.8 -3.0 3.5
Inflation (yearly average, %) 1.9 1.6 0.7 1.3
Budget balance* (% GDP) -1.2 -3.9 -10.0 -10.5
Current account balance (% GDP) -2.1 0.6 1.8 -0.1
Public debt* (% GDP) 41.7 46.3 60.4 70.2

(e): Estimate. (f): Forecast. * FY 2021: July 2021-June 2022.

RISK ASSESSMENT

Recovery with downside risks

Growth is set to rebound gradually in 2021,
although persistent downside risks might point
to a longer recovery. The lockdown measures
and curfews imposed by the government in
March and July of 2020 weighed on household
consumption (55% of GDP) through a rise
in unemployment, which stood at 6.8% in
November 2020 after peaking at 7.5% in July.
The household savings ratio climbed to 18.9%
in Q3 (22.1% in Q2) compared to 6.2% at the
same period of 2019. These savings should partly
cushion the household debt - already high before
the pandemic - that worsened and reached
121.4% of GDP in Q2, nearly twice of disposable
income. Looking ahead, household consumption
recovery is therefore likely to remain soft in
2021, considering the high level of debt and
the unemployment rate, which are unlikely to
be absorbed quickly in the context of moderate
growth. Furthermore, international and domestic
tourism (10% of GDP before the crisis), hard
hit during the pandemic, is unlikely to recover
until the second half of 2021, as international
borders remain closed. The housing market is set
to improve in 2021 due to the increase of home
price indexes in Sydney and Brisbane in the
second half of 2020, as consumer and business
confidence gradually improved. This was driven
by interest rate cuts by the Reserve Bank of
Australia (RBA) to reach a record low of 0.1%,
which reduced mortgage repayment costs. The
construction industry (9% of GDP) should also
benefit from it. Inflation should slightly increase,
but remain below pre-COVID-19 levels and the
RBA'’s target range of 2-3%, as consumption,
which would be emerging from the pandemic,
is likely to remain sluggish. On the external front,
exports (22% of GDP) should remain moderate
and under pressure in 2021 due to weak global
trade and the ongoing trade war with China,
the main trade partner. That being said, some
exports should cushion the blow. Iron ore prices
and demand, which are unlikely to be concerned
by tariffs, will be driven by China’s recovery in
infrastructure and Australia will remain the
largest iron ore supplier to China.

Record high budget deficit

The government should register a record high
budget deficit in 2020 and 2021in order to boost
consumption and employment, which were wiped
out by strict containment measures. For the fiscal
year 2021 (July 2020-June 2021), the budget
includes measures (8% of GDP) that cover tax

relief for low and middle-income classes, and
that bolster hiring, especially among the youth.
Debt is expected to increase, but external risks
should be limited as foreign investors held 53.1%
of the debt as of June 2020, and this figure is
set to drop further as, in November 2020, the
RBA started to purchase Australian Government
securities (AGS) on the secondary market under
the AUD 100 billion bond purchase program.

The current account surplus, which surged
in 2020, should fade away in 2021, dragged
down by a decreasing surplus in the balance
of goods and services. Goods imports should
recover faster than exports, as the easing of
containment measures should revive domestic
demand. The expected rise in exported
commodity prices will not suffice to match the
increase in imports, as coal exports will be hurt
by unofficial Chinese embargo. Furthermore,
export of services should drop as well. The
intensification of tensions between Australia and
China will probably affect services trade with
China, which is largely composed of education
(27% of total students in 2020) and tourism (16%
of total visitors). Moreover, the usual secondary
income deficit, which fell in 2020 due to the
decrease in dividend repatriation by mining
companies and interest payments on external
debt - mostly private (mining companies,
banks, property sector) and denominated in
Australian dollars - should increase slightly in
2021. The capital and financial account deficit
will remain negative, as foreign direct investment
and overseas borrowing feed liabilities, and
the negative international investment position
reached 40% of GDP, making Australia one of
the largest debtors globally.

Political instability on the rise

The centre right Liberal-National coalition led
by Scott Morrison, which was elected in the
federal election of May 2019 and secured 77 out
of 151 seats in the lower house, started its third
consecutive term in office until 2022. This should
allow Prime Minister Scott Morrison to continue
his policy agenda, which focuses on tax cuts
and the maintenance of a balanced government
budget. However, the administration’s response
to the bushfires in 2020 (unwillingly admitting
that climate change played a role) combined
with the strict restrictions in response to the
pandemic fuelled a growing distrust among
Australians. On the external front, the rela-
tionship with China worsened when Australia
called for a global and independent investigation
over the pandemic’s origins at the World Health
Organization’s annual meeting in May 2020.
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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 proceedings. Parties in the
Federal Court and Federal Circuit Court must
file a "genuine steps” statement. Examples of
such steps include settlement negotiations
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
four to six 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
50,000 Tasmania (Tas), AUD 75,000 Western
Australia (WA), AUD 100,000 (NSW, Vic,
South Australia (SA)), AUD 150,000 (Qld) or
AUD 250,000 (Australian Capital Territory
(ACT), Northern Territory (NT)). 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 states and territories,
the Supreme Court hears claims greater than:
AUD 250,000 in the NT; AUD 250,000 in ACT;
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

NUMBER OF CORPORATE INSOLVEMCIES

AUSTRALIA

financial situation and assets, helping to establish
a recovery 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.

Bankruptcy: creditors who have a judgment
debt in excess of $5,000 can serve the debtor
with a bankruptcy notice. The debtor must pay
the debt or apply to set aside the bankruptcy
notice within 21 days of service, otherwise
the debtor will be presumed insolvent. The
creditor can apply to the Federal Circuit Court
to bankrupt and appoint a bankruptcy trustee
to the debtor’s estate. The trustee collects,
protects and realises the debtor’s assets into
cash, keeps the creditors informed about the
debtor’s affairs and distributes any proceeds of
sale of the debtor’s assets. Generally, bankruptcy
lasts for three years, but can be extended if the
debtor does not co-operate with the trustee.
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BUSINESS CLIMATE

POPULATION

Millions of persons - 2019 8-9
50,380

C C

e EUR

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

GERMANY D 2o
ITALY [ ] 6%
UNITED STATES ] 6%
SWITZERLAND [ ] 5%
FRANCE [ ] 4%

Imports of goods as a % of total

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

« Industrial and tertiary diversification; high
added value

« Comfortable current account surplus

* 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)

« 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
(federal, L&nder, municipalities)

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

I $ COUNTRY PROFILES

'I"u.nnﬂ-l

CECHIA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 2.4 1.4 -7.0 4.0
Inflation (yearly average, %) 2.1 1.5 1.2 1.5
Budget balance (% GDP) 0.2 0.7 -10.0 -5.0
Current account balance (% GDP) 2.3 2.8 2.0 2.5
Public debt (% GDP) 74.0 70.3 85.0 84.0

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

RISK ASSESSMENT

Gradual recovery of growth

The Austrian economy entered a deep recession
in 2020 because of COVID-19. The country,
which has been affected by the pandemic since
March, implemented strict lockdown measures
to limit the health consequences, but these have
impacted the economy. Like most European
countries, Austria then faced the second wave
in the autumn, further slowing economic growth
in 2020. In 2021, the conditions for an economic
recovery seem to be in place, but could again
be disrupted. Indeed, the virus is continuing to
circulate actively on the European continent and
the possibility of a third wave remains. Thus,
travel restrictions are expected to continue to
weigh on the country in early 2021 and recovery
is expected to be slow and gradual.

Austria has been mainly affected by the decline
in household consumption, the driving force of
its economy (52% of GDP), which has been consi-
derably reduced because of the economic crisis
that has led to an increase in unemployment (10%
in 2020 compared to 7.4% in 2019) and a drop in
income. In order to limit the impact on households,
the government, supported by the ECB, has put
in place a budget support plan amounting to 13%
of GDP. In addition to aid allocated to the medical
sector and businesses, the plan includes assistance
for households, such as, for instance, deferring
the payment of social security contributions and
debt servicing, short-time work and the reduction
from 25 to 20% of the first bracket of income
tax, retroactive to January 2020. Part of this aid
has been extended until March 2021, which is
expected to stimulate household consumption
this year. However, consumption will remain below
its pre-crisis level due to a still high household
savings rate. Households are expected to continue
to consume cautiously.

Furthermore, Austria is affected by the decline
in tourism receipts, which account for 15% of
GDP. Indeed, lockdown measures and border
closures during the second wave prolonged the
mobility crisis and had a significant impact on
winter tourism. The government has allocated
significant financial assistance, especially since
tourism is not expected to resume before the
spring of 2021, as the virus is still circulating.

Investment (24% of GDP in 2019), hitherto
dynamic in all segments, has reduced sharply
in 2020 due to COVID-19, except for the public
sector, as the budget plan includes a sum
dedicated to the latter, mainly in the healthcare
system, climate and digital segments. In 2021,
investment is expected to resume, but only slightly
for housing and research and development, with
the public component maintaining its pace. FDI
(2.4% of total investment) has also contracted
because of COVID-19. In 2021, it is expected to
remain low, as economic uncertainties will persist.

Decrease in the public deficit
and maintenance of the
current account surplus

The traditional public surplus turned into a
deep deficit in 2020, following the increase in
government spending to cope with the crisis
in a context of declining revenues. Indeed, the
recovery plan is consequent and concerns many
actors and economic sectors in the country.
In 2021, the deficit is expected to decline due
to gradual fiscal adjustments but will remain
substantial due to the extension of certain
support measures. The decline in public debt
has slowed sharply because of the deficit in
2020. Its reduction will resume in 2021.

The current account surplus shrank in 2020 as a
result of the sharp decline in the services surplus
linked to the decline in tourism. The trade surplus
has changed little, since the significant decline
in exports (mainly automotive, electrical and
electronic equipment, steel, wood and paper,
pharmaceuticals, machinery) was offset by the
concomitant reduction in domestic demand
and, thus, imports. Remittances from foreign
workers continued to sustain the high deficit
in secondary income, while the investment
income balance remained in balance with an
equivalent decline in the proceeds of Austrian
investments abroad and foreign investments
in the country. In 2021, the current account
balance will be close to its pre-crisis level, due
to the recovery of international trade, even if
constrained by the moderate recovery of the
main European partners and a partial recovery in
tourism. Recurrent surpluses have given Austria
an external credit position.

Coalition government between
the OVP and the Green

Early elections were held in September 2019,
following which the OVP, the conservative
Christian Democratic Party, once again became
the largest party (37.5% of the vote). It began
negotiations to form a coalition with the Greens,
who came fourth. In January 2020, OVP and the
Greens reached an agreement to form a coalition
government. They have 71 and 26 seats out of
183 in the Nationalrat (Lower House), respec-
tively. Mr Kurz, leader of the OVP, remained
Chancellor. The two parties are very disparate
and are likely to make compromises, particularly
on immigration and climate. Kurz’s options were
limited because the other two major parties, the
Social Democratic Party (SPO) and the natio-
nalist FPO, had withdrawn from the preliminary
talks and regional governors belonging to the
OVP, which has significant influence in that party,
supported an OVP-Green partnership. However,
the inexperience of the Green ministers and the
significant influence of the OVP could hamper
the effectiveness of the government.
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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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TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D 24
TURKEY [ ] 15%
ISRAEL [ | 7%
INDIA [ ] 5%
CHINA [ ] a%
Imports of goods as a % of total
RUSSIA I 7
EURO AREA I
TURKEY [ ] 12%
CHINA [ ] 10%
SWITZERLAND [ ] 9%

« Well-endowed sovereign wealth fund thanks
to hydrocarbon production, and the net

external credit position of the State

and Greece at the end of 2020

o

and China

* Some institutional improvements (legal

« Significant gas potential in the Caspian Sea
« Launch of gas exports to Europe via Turkey

« Strategic position between Europe, Russia

security, reduction of petty corruption)

* Poor economic diversification, high depen-
dence on hydrocarbons (40% of GDP, 90%
of exports and two-thirds of tax revenues),

declining oil resources

« Anticompetitive market structures (mul-
ti-sectoral conglomerates with strong ties

to the State)

(13% of GDP)

« Poor governance (corruption, repression,
money laundering, politicisation of the

judicial system)

« Armed conflict with Armenia around the
enclave of Nagorno-Karabakh which may
give rise to occasional clashes, even after

the ceasefire of 9 November 2020

« Fragile, opaque and dollarised banking
system (32% of loans and 59% of deposits),
underdeveloped credit to the private sector

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.5 2.2 -4.0 2.0
Inflation (yearly average, %) 2.3 2.7 3.0 3.1
Budget balance* (% GDP) 5.5 8.1 -6.3 -5.8
Current account balance (% GDP) 12.8 9.1 -3.6 4.5
Public debt (% GDP) 18.7 17.7 20.1 20.0

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

RISK ASSESSMENT

Risk of occasional military
clashes with Armenia

27 September 2020 marked the resurgence of
the armed conflict that has opposed Armenia
and Azerbaijan for thirty years in Nagorno-
Karabakh. This six-week confrontation was the
deadliest since the 1994 war, which led to the
proclamation of the independence of this enclave
which, although internationally recognised as
Azerbaijani territory, was at the end of the war
populated by Armenians and under the control
of forces supported by Armenia. After several
unsuccessful attempts, a ceasefire was concluded
on 9 November 2020 under the aegis of Russia,
leading to the end of hostilities and restoring
Azerbaijan’s control over the majority of the
territories of Nagorno-Karabakh. While both sides
may respect the agreement in the short-term, the
risk of occasional clashes cannot be excluded. This
resumption of control over Nagorno-Karabakh was
strongly supported by Azerbaijani public opinion,
allowing President Aliyev, re-elected in April
2018 in an election that was neither free nor fair, to
consolidate his regime. It was also with this in mind
that, under cover of the pandemic, Aliyev intensified
the repression of the opposition and the former
senior officials who had served under his four terms
and those of his father who preceded him. Since
2017, the latter have been replaced in key positions
by members of the new guard, younger, influenced
by Western management methods and close to
the family of the first lady and vice-president. With
power concentrated in the hands of the president,
his party, the New Azerbaijan Party (YAP) won the
February 2020 parliamentary elections.

A recovery dependent on the
pandemic and hydrocarbons

Azerbaijan, which went into recession in 2020, is
expected to experience modest growth in 2021.
The impact of the armed conflict on economic
activity seems to have been limited. Conversely,
the almost uninterrupted restrictions since
March 2020 and extended at least until the end
of January 2021, including the closure of borders
and non-essential shops, have strongly affected
domestic demand through private consumption
(65% of GDP) and services (40% of GDP). Several
measures (4.3% of GDP) have cushioned the
shock, such as transfers to the individuals and
businesses affected in construction, agriculture
and tourism, on which limited efforts to diversify
the economy are focused. The rebound in demand
in 2021, dependent on the pandemic, could be
driven by the extension of these transfers, real
wage growth and public investment with the
start of reconstruction in Nagorno-Karabakh.
Overall investment (22% of GDP), concentrated
in hydrocarbons, is expected to decelerate.

The fall in demand and oil prices accentuated
Azerbaijan’s recession. Party to the OPEC+
agreement, it has also agreed to reduce its
output from April 2020 to April 2022. Growth
in 2021 should still be driven by the recovery of
oil exports in terms of value and volume, and by
the growth of gas production. The Trans-Adriatic
Pipeline (TAP), linking Italy to Greece, has been
completed and started operating in October 2020.
Connected to the Trans-Anatolian Natural Gas
Pipeline (TANAP) between Greece and Turkey,
and then to the pipeline between Turkey and the
Shah Deniz Il field in Azerbaijan, it should enable
the first gas deliveries to Europe.

The slight increase in oil and food prices should
slightly raise inflation, which should remain within
the central bank’s target (+ 2% around 4%). Despite
arestructuring of the banking system following the
2015 crisis, weaknesses remain and limit the effects
of the cuts in the policy rate (6.25% in December
2020). The high average lending rate (17%), strong
dollarisation, and the risk of asset deterioration
(7.2% of non-performing loans in September
2020) limit credit to the private sector. Despite
a temporary relaxation of prudential rules, four
banks with liquidity problems were closed in 2020.

Reduction of the current account
deficit, but not the public deficit

The public accounts, in deficit due to the decline
in oil revenues, are expected to remain in deficit in
2021. Spending is expected to remain high, directed
towards the potential extension of transfers to
individuals and enterprises and the start of the
reconstruction of Nagorno-Karabakh. The deficit
should continue to be financed by the sale of assets
of the SOFAZ sovereign fund (USD 43.2 billion in
October 2020, 90% of GDP), as the rule limiting
transfers to the budget has been temporarily lifted
to accommodate it. The public debt-to-GDP ratio
should therefore remain moderate, while the risk
associated with state-owned enterprises, whose
deficits and debt are covered by the government,
remains high. Concerned about the sustainability
of their debt, the president has called for their
privatisation, with no concrete progress at
this stage.

After going into deficit in 2020 with the decline
in oil revenues, the current account is expected
to return to a surplus in 2021 with the rebound
in oil prices and demand. FDI, declining since
2014 and directed towards hydrocarbons, is not
very dynamic. The foreign exchange reserves of
SOFAZ and the central bank (USD 7.1 billion in
October 2020, 6.5 months of import coverage)
have made it possible to finance this deficit,
repay the external debt whose ratio to GDP has
remained stable (41%), and maintain the fixity of
the manat, under pressure, as it is considered
overvalued. This could lead to a devaluation at
the risk of reliving the 2015 scenario when two
successive devaluations led to a recession and
the bankruptcy of many banks.
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COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK

POPULATION
Millions of persons - 2019

1.5
25,998
BHD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Bahraini dinar

TRADE EXCHANGES

Exports of goods as a % of total

SAUDI ARABIA I 27
UNITED STATES ] 10%
OMAN [ ] 8%
CHINA [ ] 8%
UNITED ARAB EMIRATES [ 8%
Imports of goods as a % of total
EURO AREA I -
CHINA ] 1%
AUSTRALIA [ ] 8%
SAUDI ARABIA [ ] 7%
UNITED ARAB EMIRATES [ 7%

* Higher degree of economic diversification
among GCC with the world’s largest aluminium

smelters
« Developed banking sector

« Financial support from the GCC countries

deficit
« Growing public debt

* Weakened external position, wide budget

« Dependence on oil in terms of fiscal revenues

BAHRAIN

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.8 1.8 -4.9 2.3
Inflation (yearly average, %) 2.1 1.0 0.0 2.8
Budget balance (% GDP) -11.9 -10.6 -13.1 -9.2
Current account balance (% GDP) -6.5 -2.1 -8.0 -5.7
Public debt (% GDP) 95.0 103.4 128.3 130.6

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

RISK ASSESSMENT

Economy expected to recover
on higher oil revenues
but at a slow pace

After contracting in 2020, Bahrain is expected
to post a positive growth rate in 2021, although
the pace of the recovery is expected to remain
slow. The economic expansion will be supported
mostly by higher oil prices and reduced OPEC+
cuts on oil production. Aluminium production is
expected to inch up in 2021 (1% YoY), in line with
the recovery of Chinese demand and rebound
in metals prices. However, profit margins would
remain under pressure as key consumer sectors
such as automotive and construction will expe-
rience a limited recovery worldwide. Tourism
revenues, which normally account for nearly 7%
of GDP, will remain constrained even if a vaccine
or a treatment to COVID-19 is found, because
travellers will stay cautious (especially Saudis
who represent most of visitors). As a result, the
current account deficit is expected to remain
high in 2021, although slightly reduced by higher
oil prices. Private consumption should increase in
2021, but the risk of a second round of lockdowns
in case of a second wave of the pandemic will
weigh on its recovery. As of October 2020,
Bahrain had 81,200 cases and 317 deaths. Any
return to anti-COVID-19 measures similar to
that of the March-May period would plunge
the economy back into recession. On the other
hand, the signature of peace deal with Israel
may pave the way for an increased number of
tourist arrivals, as well as the implementation
of joint projects within the technology, energy
and transport sectors.

Fiscal dynamics remain
persistently weak

Lower oil revenues (nearly 55% of fiscal revenues)
and a USD 1.5 billion fiscal stimulus package
(around 4% of GDP, which includes payment
of salaries by the unemployment fund, exone-
ration of electricity and water bills, exemption
of companies from certain fees, widened size
of the SME liquidity fund, etc.) have widened
the budget deficit of Bahrain in 2020. These
measures were expanded and extended until
the end of 2020. The budget deficit is expected
to shrink to pre-crisis levels in 2021, on the back
of slightly higher oil prices and fiscal consoli-
dation. In April 2020, the government already
asked ministries and government agencies to
slash spending by 30% and reschedule some
construction projects. This means that the
public sector might delay payments to private
sector companies. Nevertheless, Bahrain’s fiscal

break-even price is estimated at USD 83 per
barrel for 2021, among the highest in the GCC
countries. Consequently, the large budget deficit
will continue to increase the public debt-to-GDP
ratio (estimated at 130.6% in 2021 compared to
12.6% in 2008). This will force the government to
increase its borrowing from international debt
markets. In order to do so, the government has
increased the debt ceiling to USD 40 billion from
USD 35 billion in August 2020, the first increase
since 2017. After avoiding a credit crunch in
2018 thanks to a USD 10 billion bailout by Saudi
Arabia, the UAE and Kuwait, Bahrain raised USD
4 billion through two bond issuances in May
and September of 2020. Foreign reserves fell
as low as USD 769 million in April, before rising
to USD 1.9 billion following the bond issuances.
With reserves covering less than two months
of imports, the vulnerability of the currency
peg (0.376 Bahraini dinars to USD) and the
risk of reserves depletion is increasing. As a
result, the country’s dependence on foreign aid,
particularly from its GCC neighbours, will remain
significantly high.

Domestic and regional politics
on the front burner

Located between Iran and Saudi Arabia, Bahrain
has a big geostrategic importance. The country
represents a balancing point between those
two countries, which reflect respectively the
Shiite and Sunni worlds. This situation leaves an
open door for Bahrain to get involved in regional
tensions. In September, Bahrain and Israel agreed
to normalize diplomatic and other relations,
following the United Arab Emirates. Bahrain
has been encouraged to strike this deal mainly
on the back of concerns about its Shi'a majority
being influenced by Iran. The country has expe-
rienced social and political stability issues on the
matter, as the Shi'a majority complained about
a disproportionate representation and lack of
economic and political rights. . After Bahrain’s
late Prime Minister Sheikh Khalifa bin Salman
al Khalifa passed away in November 2020,
Bahrain’s King has named crown prince Salman
al-Khalifa as the new prime minister. However,
this is not expected to change the balance of
power in the political scene.The deal with Israel
will reinforce already-close ties with the United
States, which are considered as a protection
against an aggression from Iran. However,
coupled with economic hardship and falling
income levels, this deal could create popular
discontentment as the biggest opposition group,
the Al-Wefaq National Islamic Society, which
is outlawed by the Bahraini government, said
that the normalization of the ties with Israel had
no legitimacy.
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BANGLADESH

COFACE ASSESSMEN

COUNTRY RISK

o

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2019

166.6
1,816
BDT

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Bangladeshi taka

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA | e
UNITED STATES ] 13%
UNITED KINGDOM [ ] 8%
POLAND [ ] 3%
INDIA [ ] 3%
Imports of goods as a % of total
CHINA I 4%
INDIA [ ] 13%
EURO AREA [ | 5%
SINGAPORE [ | 5%
UNITED STATES [ ] 4%

« Competitive garment sector thanks to

relatively cheap labour

* Substantial remittances from expatriate

workers, mainly living in the Gulf Sta

* Moderate level of public debt

o

tes

« International aid helps to cover financing needs

« Favourable demographics: a third of

Bangladeshis are below the age of 15

«Improving financial inclusion through

microfinance and mobile services

« 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
participation of women, despite progress made
* Recurring and growing political, religious

and social tensions

infrastructure

* One of the countries most vulnerable to
climate risk: recurring natural disasters
(cyclones, severe floods, landslides) resulting

« Business climate shortcomings and lack of

in significant damage and crop losses

« Fragile banking sector; many non-performing

loans on banks’ balance sheets

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 77 8.1 3.8 4.4
Inflation (yearly average, %) 5.8 5.5 5.6 5.9
Budget balance* (% GDP) -4.6 -5.4 -5.4 -6.7
Current account balance (% GDP) -3.5 -1.7 -1.5 -2.7
Public debt (% GDP) 34.6 35.8 39.6 41.9

(e): Estimate. (f): Forecast. * Fiscal year 2021 from july 2020 to june 2021.

RISK ASSESSMENT

Growth crumbling but not collapsing

Growth lost its steam due to the COVID-19 crisis.
The country was in lockdown between March
and May, resulting in the closure of factories
and public places, and travel restrictions. The
measures were lifted at the end of May, allowing
economic and commercial activities to resume.
The authorities are particularly vigilant regarding
textile factories, where the environment and
organisation are favourable to the spread of the
virus. As the textile industry accounts for 80%
of exports and 13% of GDP, the COVID-19 crisis
has severely penalised the sector due to the
closure of factories but also the cancellation
of orders from customers. The industry’s ability
to recover from the health and economic crisis
will be a key element in stimulating growth and
exports in 2021. Investment will also support
recovery, particularly through the government’s
Annual Development Programme (ADP), which
aims to develop infrastructure to fill the gaps
in transport, education, water, and energy that
limit production in export-oriented sectors. The
demographic situation (low labour costs, young
population) attracts foreign investors, but the
weakness of the banking system is a brake
on investment expansion (FDI represents less
than 1% of GDP). The inclusion of Bangladesh in
projects (ports and roads in particular) within
the framework of the Silk Roads in recent years
has strengthened already substantial Chinese
investments. Inflation will remain stable, but
relatively high, due to strong demand pressures
linked to the recovery of private consumption
(70% of GDP), poor harvests (linked to major
floods in July 2020) and the accommodative
monetary policy aimed at providing liquidity
to the economy.

Twin deficits contained
despite the crisis

In addition to the increase in spending to
combat COVID-19 (purchases of medical
equipment, increase in social transfers and
subsidies), infrastructure investments under
the ADP (about 30% of spending), such as
the Dhaka metro or the Rooppur nuclear
power plant, will continue to weigh on the
government budget. Tax revenues, limited by
a narrow income tax base, make up less than
10% of GDP. However, the new VAT regime,
in force since July 2019, should allow them
to increase once activity returns to pre-crisis
levels. The level of public debt will remain
sustainable according to the IMF (more than
60% is concessional debt). Commercial banks
are characterised by a high non-performing

loans ratio, particularly government-owned
banks (where the ratio exceeds 30%), which
could threaten financial stability.

Regarding the external accounts, the trade
balance (-5.5% of GDP) is structurally in deficit
due to the country’s dependence on imports
(capital goods, energy and cotton). Exports,
driven by the competitive and expanding
ready-to-wear segment, have picked up but
remain dependent on the economic situation
of its trading partners and the evolution of the
health crisis (the European Union and the United
States are the recipients of 43.5% and 19.3% of
exports, respectively). Workers’ remittances (5%
of GDP), which had been affected by the decline
in activity in the Middle East, have resumed
since July 2020 and will partially offset the
trade deficit. The current account deficit will
continue to be financed by increasing FDI and
international aid. Foreign exchange reserves
provide a satisfactory safety net, representing
about 5.5 months’ worth of imports.

Fragile political stability despite
continuity at head of state level

The country has suffered several military coups
since its creation in 1971. Political stability is
vulnerable to tensions between the ruling
Awami League (AL) and the Bangladesh
Nationalist Party (BNP). The AL is associated
with independence and a more secular ideology
than the BNP, linked to the legacy of the military
dictatorship and a more traditional and stricter
conception of Islam. This could result in friction
between the Muslim majority of the population
and minority religious groups, while the potential
for workers’ strikes and terrorist attacks remains.
BNP leader Khaleda Zia, sentenced to prison
in 2018 for corruption, was released on medical
grounds in March 2020 for 6 months (extended
to March 2021) on condition that she remains
in Dhaka and receives treatment. The AL, in
power since 2009, won almost all the seats
in the legislative elections at the end of 2018.
However, this will not end the risk of social
unrest, with accusations of fraud hanging over
the party. These risks, coupled with high levels
of corruption, contribute to a poor business
climate in Bangladesh.

Beyond the fight against COVID-19, the main
governance challenges will remain poverty
and development. The government, under the
“Vision 2041” plan, is setting objectives aligned
with the country’s ambitions to become an upper
middle-income country with a GDP per capita
of between USD 4,000 and USD 12,500 (World
Bank definition) by 2031 and a high-income
country by 2041. The Rohingya refugee crisis
is a growing issue as the situation is bogged
down. Internationally, Bangladesh will continue
to focus on relations with China and India.
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COUNTRY PROFILES I

COFACE ASSESSMENTS

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

9.5
6,658
BYR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Belarusian ruble

TRADE EXCHANGES

Exports of goods as a % of total

I <2
EURO AREA [ ] 13%
UKRAINE [ ] 13%
UNITED KINGDOM [ ] 7%
POLAND [ ] 4%

Imports of goods as a % of total
RUSSIA I -
EURO AREA [ ] 13%
CHINA [ ] 10%
UKRAINE ] 4%
POLAND ] 3%

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

Silk Road

o

« Large industrial sector (26% of GDP)
« Little inequality and poverty is rare

* Member of the Eurasian Economic Union
« Relatively well trained and skilled workforce

* 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)

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

pluralism)

* Decrease in the active population and
outmigration of the most educated youth
« Geographically isolated between NATO

and Russia

¥ Minsk
BELARUS

BELARUS

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.1 1.2 -3.0 2.2
Inflation (yearly average, %) 4.9 5.6 5.1 5.1
Budget balance* (% GDP) 1.6 0.3 -3.6 -2.2
Current account balance (% GDP) 0.0 -1.2 -1.9 -1.3
Public debt* (% GDP) 47.5 41.9 51.0 48.6

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

RISK ASSESSMENT

Political turmoil weighs
on the recovery

The economy contracted moderately in 2020,
more because of the worsening political situation
rather than the COVID-19 crisis. The president
has refused to impose strict measures to combat
the spread of the virus. Only social distancing
measures have been implemented, as well as a
ban on international flights and ground transport
from abroad. Anti-government demonstrations
since August 2020, accompanied by strikes, have
significantly affected activity. The continuation of
demonstrations in 2021 could delay the recovery
and continue to weigh on investments (25% of
GDP), especially foreign investments, due to
political uncertainty. Household consumption (75%
of GDP), which has been affected by the closure
of shops and supply chain disruptions, had not
returned to its pre-COVID-19 level at the start of
the protest movement. In 2021, it will continue to
face high but still stable inflation, with sluggish
demand and control over commodity prices
offsetting the impact of the depreciation of the
rouble (25% against the euro in 2020) on the prices
of imported products. In addition, wages and credit
are expected to grow only slightly. Manufacturing
production (20% of GDP), is affected by the
weakness of domestic demand, as well as by the
hesitant recovery of external demand, both in
Russia and in Western Europe. Sporadic strike
action is also to be expected. Finally, between now
and 2023, customs duties on Russian hydrocarbon
exports will have disappeared, compensated by
the increase in the tax levied on their extraction.
As imports of Russian oil by Belarus - for re-export
after refining - are largely exempt from these
customs duties, the changeover is turning out
to be costly. The associated loss of government
revenue is expected to negatively affect public
investment.

Public and external accounts
influenced by Russia

The evolution of Russian taxation on the re-ex-
portation of oil products since 2019, as well as
the drop in tax revenues associated with the fall
in oil prices, is widening the deficit and increasing
the public debt, of which 90% is denominated in
foreign currency (end 2020). Its external share
(65% of GDP), divided equally between the State
and companies, is 70% owned by China and Russia.
Guarantees provided to public enterprises (31% of
GDP and 28% of employment) and public banks
(65% of banking assets) by the central government
or its local levels represent around 9% of GDP.
The commercial public sector (finance, energy,
potash, machinery, mechanics, and agriculture) has
to come to terms with a lack of efficiency and the
state’s instructions are far from always relevant,

but benefit from directed credit. Privatisation and
reorganisation projects are postponed, delaying
the conclusion of a financial program with the IMF.

The balance of trade in goods will remain nega-
tive. The Baltic States and Poland are refusing
to buy electricity produced by the Astraviets
nuclear power station, which came on line in
November 2020. However, the start-up of the
power station will be accompanied by a drop in
gas imports. This deficit is compensated for by the
surplus in services linked to the transit of goods
and gas between Russia and Western Europe,
which has been steady despite the deteriorating
European economic situation. Deals on the financial
terms of Russian gas supply and transport across
the country from 1 January 2021 were reached in
December 2020. In fact, the current account deficit
will result from the income deficit, linked to the
payment of increased interest on the debt and
the reduction in the rebate on customs duties on
Russian oil. While having reduced, foreign direct
investment will finance it. Foreign exchange
reserves have melted due to the operations
of the Central Bank to limit the depreciation
of its currency (25% against the euro in 2020)
and covered less than 2 months of imports in
November 2020.

Autocracy in difficulty

The re-election, with 80% of the votes, of
President Alexander Lukashenko for the 6th time
in August 2020 triggered major demonstrations
in the country. The campaign was described
as neither free nor fair by observers and the
ballot was marred by massive fraud. Svetlana
Tikhanovskaya, the opposition candidate vali-
dated by the government, who took over from
opponents who were prevented from standing
for election, should have won by a large margin,
according to them. After the election, in which she
obtained 10% of the votes, she fled to Lithuania
and became a leading opposition figure. The
population, which is facing increasing economic
difficulties, is experiencing the development of a
middle class sensitive to democracy. Moreover,
the management of COVID-19, minimised by the
government, is fuelling discontent. The protesters
call for new elections, an end to repression and
the release of political prisoners. The Council
of the European Union imposed sanctions (ban
on entering EU territory and freezing of assets)
against 40 individuals considered responsible for
acts of repression and intimidation during the
demonstrations. Alexander Lukashenko, during
a meeting in September 2020 with the Russian
President, obtained a loan of USD 1.5 billion and
proposed a constitutional amendment, followed
by his departure, a solution supported by Russia
but which remains unclear. Russia wishes both to
avoid a disorderly transition, to ensure that the
successor will be favourable to its interests and, in
the meantime, to obtain concessions from Belarus
on a rapprochement between the two countries
by controlling the financial manna.
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BELGIUM

COFACE ASSESSMEN

BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

1.5
46,237
EUR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Euro

TRADE EXCHANGES

Exports of goods as a % of total

R

GERMANY [ A
FRANCE [ ] 14%
NETHERLANDS [ ] 12%
UNITED KINGDOM [ ] 8%
UNITED STATES [ ] 6%
Imports of goods as a % of total
NETHERLANDS I
GERMANY [ ] 13%
FRANCE [ | 10%
UNITED STATES [ | 8%
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

educ ation, 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

« Heavily dependent on the Western European
economy (exports of goods and services =
107% of GDP, of which more than 70% to

the rest of the EU)

« Exports concentrated on intermediate products

« High structural unemployment
* Heavy public debt
« Tight housing market

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.5 1.2 -6.2 3.7
Inflation (yearly average, %) 2.3 1.2 0.4 1.4
Budget balance (% GDP) -0.8 -1.9 -1.5 -8.2
Current account balance (% GDP) -0.8 0.3 0.5 0.7
Public debt (% GDP) 99.8 98.1 118.0 118.5

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

RISK ASSESSMENT

A rebound limited by the lagged
recovery in world trade

Belgium will make a return to growth in 2021,
after being one of the countries hardest hit by
the pandemic in 2020, both in terms of health
(highest number of deaths per inhabitant at
the end of 2020) and the economy. To limit the
spread of the virus, the country’s governments
were forced to impose a lockdown and close
non-essential businesses in spring and again in
November, leading to an unprecedented drop
in activity. As the health situation gradually
improves, domestic demand is expected to
rebound sharply in 2021. Households, whose
purchasing power was boosted by government
measures (short-time work scheme, aid for
self-employed people), will consume some of
the large precautionary savings (18% of gross
disposable income by mid-2020) built up during
the crisis. With household consumption dictated
by the uncertainty surrounding the health situa-
tion, the rebound should accelerate in the second
half of the year. Companies are also expected to
step up their investment after receiving extensive
government support (state-guaranteed loans,
postponement of social security and tax dead-
lines). However, the resumption of investment
will be limited by economic uncertainty, less
fluid trade between the United Kingdom and
the European Union (EU) - despite the signing
of an agreement in December 2020 - and the
gradual reorganisation of production chains.
Heavily dependent on regional trade - even
though 40% of exports to the rest of the EU
are transit imports - the economy will be affected
by the lagged catch-up in trade. Furthermore,
the government is planning to introduce
new measures (estimated by the European
Commission at 0.6% of GDP), including increases
in health sector wages and the minimum pension,
to support the economic recovery.

Public accounts still deep in
deficit to support activity

The public deficit will remain very large in 2021,
after deteriorating sharply in 2020 due to the
expenditure incurred to curb the economic and
health consequences of the epidemic (total cost
estimated at 3.9% of GDP in 2020), coupled
with a fall in revenue linked to activity. As most
support measures have been extended at least
until the beginning of 2021, the slight reduction
in the deficit will essentially be due to a rebound
in revenues resulting from economic growth, plus
an increase in excise duties on tobacco. After
rising sharply in 2020, like in other Eurozone
countries, public debt is set to stabilise, albeit
at a very high level.

The current account is expected to remain rela-
tively balanced in 2021. Because of the country’s
integration into European production chains and
its status as a regional hub, imports move in line
with exports, such that the balance of goods and
services has been fairly balanced in recent years.
Concomitantly, the income balance has been
slightly in deficit (-0.4% of GDP in the first half
of 2020), with dividends on foreign investments
in the country exceeding those from Belgian
investments abroad. Although very large, the
external debt (268% of GDP, three-quarters of
which corresponds to private liabilities) is much
lower than the substantial assets held abroad,
with the result that the country had a net external
surplus position of 45% of GDP at the end of
June 2020.

A disparate coalition made
up of four groups

The triple elections (federal, regional and
European legislative elections) held in May
2019 led to further fragmentation of the political
landscape and were followed by long months
of fruitless negotiations. Then, in March 2020, a
minority government (38 seats out of 150) led by
Sophie Wilmeés of the French-speaking Reform
Movement (MR, centre-right), was set up as an
emergency measure to combat the pandemic.
However, it was not until 1 October 2020 that
a majority government coalition was formed
under the leadership of the Dutch-speaking
liberal Alexander De Croo. This coalition, which
has 87 seats in the house of representatives,
is made up of four groups (socialists, liberals,
environmentalists and Christian Democrats),
divided into seven parties: the French-speaking
(PS, 20 seats) and Dutch-speaking (SPA, 9)
socialist parties, the French-speaking (Ecolo,
12) and Dutch-speaking (Groen, 8) environ-
mentalists, the French-speaking (MR, 14) and
Dutch-speaking (Open VLD, 12) liberals and
the Flemish Christian Democrats (CD&V, 12). In
spite of their rapid progress in the elections, the
parties at either end of the political spectrum,
namely the VB (far-right Flemish nationalists,
which went from 3 to 18 seats) and the PTB
(unitary far-left, from 2 to 12 seats) are therefore
in the opposition, as is the leading party, the
N-VA (Flemish conservatives, 25 seats). While
the pandemic emergency and the fear of holding
new elections in this setting made it possible to
form a government coalition 494 days after the
legislative elections, the disparate nature of the
alliance makes it vulnerable. Political instability
seems destined to continue in the country, as
the landscape is so fragmented, with a growing
divergence between Flanders, which is heading
increasingly towards the right, and Wallonia,
which is moving left.
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COUNTRY PROFILES I

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).

MHUMBER OF CORPORATE INSOLVENCIES

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.
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COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2019

0.4
4,498
BLZ

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Belizean dollar

TRADE EXCHANGES

Exports of goods as a % of total

UNITED KINGDOM | D
UNITED STATES [ ] 21%
EURO AREA [ ] 13%
JAMAICA [ ] 7%
TRINIDAD AND T0BAGO [l 5%
Imports of goods as a % of total
UNITED STATES I /4
CHINA [ ] 14%
MEXICO [ ] n%
GUATEMALA [ ] 8%
PANAMA | 3%

« Tourism potential

o

to regional peers
« Support from international lenders

« Highly competitive tourism industry compared

« Poor fiscal health
« Undiversified exports

* Criminality

« Underdeveloped manufacturing sector
« Agricultural sector exposed to climatic events

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.1 -2.0 -16.0 5.0
Inflation (yearly average, %) -0.1 0.2 1.1 1.3
Budget balance (% GDP) -1.9 -4.0 -9.8 -8.2
Current account balance (% GDP) -8.6 -8.1 -15.3 -11.4
Public debt (% GDP) 101.5 105.1 134.6 137.0

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

RISK ASSESSMENT

Hurt by the fall in tourism and
at the mercy of weather conditions

Belize, which is largely dependent on tourism,
was the region’s hardest-hit country during
the 2020 recession and will start 2021 on the back
foot. With the pandemic taking off again in the
United States and Europe at the end of 2020,
and given the scale of the economic recession
in these countries, it is unlikely that there will
be a real pick-up in tourism and cruises from
these countries, which are the main sources of
visitors to Belize. The tourism sector (40% of GDP)
will therefore continue to suffer, which will keep
unemployment high. A full 20.9% of the workforce
had applied for unemployment assistance by
autumn 2020. Simultaneously, agriculture, the
second-most important sector in the country’s
economy (11% of GDP), is also likely to struggle.
After a major drought in 2019 triggered a
recession, flooding caused by hurricanes Eta and
lota in November 2020 destroyed part of Belize’s
vegetable, rice and sugar production. Weakness
in these two sectors, which are mainstays of
the country’s exports of goods and services,
will be amplified by the moderate recovery in
external demand. Recent developments in the
two sectors will also have an unfavourable effect
on their attractiveness to foreign investment,
whereas previously they were the main targets
for investors in the country. The overall level of
investment in the country is expected to suffer
as a result. Domestic demand will therefore be
mainly driven by household consumption (82%
of GDP in 2019), supported by low inflation and
the reopening of the economy, in the absence of
new measures to fight the pandemic. The central
bank’s expansionary policy of supporting credit
by lowering bank reserve requirements should
likewise boost consumption. Public demand is
expected to remain largely constrained by the
government’s financing difficulties, despite some
reconstruction projects following the hurricanes
in autumn 2020, financed by international aid. In
particular, Taiwan has pledged USD 100,000 to
help with reconstruction.

Risk of further public debt
restructuring and a fragile
current account

The pandemic and efforts to fight its health and
economic impacts caused the trend towards
consolidation of public finances, which began
in 2018, to go into reverse. The public deficit
exploded in 2020 and is expected to be only
marginally reduced in 2021, with a continuing
significant shortfall in tax revenues linked to
the recovering tourism sector. Expenditure is
not expected to decrease under the new prime
minister’s recovery plan, which is centred on
financing infrastructure and helping the poorest

segments of the population. A significant
share of the financing should therefore come
from international and multilateral donors
and the domestic market, as any other type
of external financing would be prohibitively
expensive. External public debt amounted to
90% of GDP in August 2020, but this share is
expected to decrease with greater recourse
to the domestic market. In August 2020, the
government successfully applied to capitalise
interest payments coming due through to
February 2021 for dollar bonds maturing
in 2034. However, this measure is expected to
be largely insufficient, leaving the door open
for broader restructuring, which would be the
fourth in 13 years.

Beyond these budgetary constraints, the
country also has to contend with severe
external imbalances, linked to the large goods
deficit, which is equivalent to 20% of GDP. The
deficit is mainly due to the weak manufacturing
sector and the fall in domestic oil production
in the absence of discoveries of new reserves.
Agricultural exports (cane sugar, citrus fruits,
bananas, vegetables) are not expected to
compensate, due to the impact of weather
conditions. The services surplus, which will
remain small due to the poor health of global
tourism and expatriate remittances (5% of GDP
in 2019), will be unable to make up for this deficit
and the income deficit. The current account will
therefore remain largely in deficit. This deficit will
not be entirely covered by sluggish foreign direct
investment, which will increase the pressure
on foreign exchange reserves (4.5 months of
imports at the end of August 2020) and the
Belizean dollar’s U.S. dollar peg.

End of an era: the opposition
takes power after 12 years

After three consecutive terms under the
leadership of Dean Barrow, the United
Democratic Party was defeated in the
November 2020 elections by the opposition
People’s United Party, after Dean Barrow
announced his retirement from politics. The
new leader of the Democratic Party, Patrick
Faber, was unable to win over voters who
turned out in huge numbers at the polls (80%
turnout) following a slew of corruption cases
in early 2020. John Antonio Briceno was
appointed prime minister, vowing to fight
corruption and revive agriculture and tourism.
Combating drug trafficking and improving the
business climate will also remain priorities for
the new government.

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.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

1.8
1,218
XOF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc (WAEMU)

TRADE EXCHANGES

Exports of goods as a % of total

BANGLADESH I >
INDIA [ ] 14%
VIETNAM ] 10%
CHINA [ ] 7%
NIGERIA [ ] 6%
Imports of goods as a % of total
EURO AREA I o~
INDIA ] 14%
CHINA [ ] n%
TOGO [ ] 1%
THAILAND [ ] 5%

« 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

« Governance gaps: corruption, rule of law,
regulation

* Impact on economic activity and tax revenues
of Nigeria’s economic policy decisions due
to significant informal re-exports

« Terrorist threat from neighbouring Nigeria
and the Sahel

« Low bank profitability, low government
revenues

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 6.7 6.9 2.0 5.0
Inflation (yearly average, %) 0.1 1.0 1.0 1.5
Budget balance (% GDP) -4.0 -3.0 -3.8 -3.2
Current account balance (% GDP) -4.6 -4.3 -5.5 -5.0
Public debt (% GDP) 411 41.2 42.1 41.0

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

RISK ASSESSMENT

Slowdown in 2020, comfortable
growth projected for 2021

After a slowdown in 2020, and despite
having a health system that was ill-prepared
to face a health crisis, Benin should return to
comfortable growth in 2021. However, the pace
of expansion is expected to be slower than
before the crisis. Private consumption, which
accounts for 63% of GDP, declined slightly in
2020 (-1% estimated) and should just return to
its pre-Covid level in 2021. The crisis actually had
little impact on consumption, thanks both to the
stimulus plan subsidising water and electricity
consumption, and to the fact that 40% of the
working population depends on agriculture, a
sector little affected by the crisis. Investment
decreased by around 3% of GDP in 2020, but
should also revert to its pre-crisis level in 2021,
It will be driven by public investment, notably
in the electricity sector and road infrastructure,
whose efficiency will be further improved by the
Public Investment Management and Governance
Support Project (PAGIPG). Against a backdrop
of sluggish international trade and falling cotton
prices (-40% in the first quarter of 2020 followed
by an upturn in the second half of the year),
exports fell by 22% between 2019 and 2020,
driven down by the decline in cotton exports,
which account for 57% of the country’s exports.
Furthermore, the recession in Nigeria, Benin’s
main trading partner, coupled with the border
closure imposed by Abuja in August 2019, further
curtailed Beninese exports. However, they should
increase in 2021 as cotton prices rise and the
economic situation of trading partners improves.

On the supply side, the primary sector was
spared by the crisis, and production (cotton
and cereals) is expected to increase by 2.4% in
the 2020 - 2021 agricultural season. In 2021, the
secondary sector will benefit from infrastructure
projects, which will support the construction
sector as well as manufacturing industries
(cement, reinforcing bars, etc.). The services
sector has been most affected by the crisis
(average decline of 13% in 2020), and some
sub-sectors, such as tourism, which accounts
for 6% of GDP and 5% of jobs, will remain in a
difficult situation in 2021.

Slight widening of the current
account and public deficits
following the crisis

To contain the effects of the health crisis, in
June 2020 Benin implemented a stimulus plan
worth 74 billion CFA francs, or EUR 113 million

and about 1% of GDP. The plan aims to support
businesses in the hardest hit sectors (tourism,
transport, catering) as well as the most vulne-
rable households. With the decline in resources
and the increase in spending due to Covid, the
public deficit has deteriorated slightly, but fiscal
consolidation is expected to resume in 2021.

The current account deficit deteriorated in 2020.
The decline in global demand for cotton and
cashew nuts caused the goods deficit to worsen,
while the services deficit also increased because
of reduced activity in tourism and transportation.
This deficit is expected to narrow in 2021 as
exports increase by more than imports. However,
these figures do not reflect overall trade. Informal
trade continues along the border with Nigeria,
albeit at a reduced level since the border was
closed. This situation, which is due to the inability
of the two states to prevent smuggling, explains
part of the trade deficit, as Benin’s exports are
probably more underestimated than imports in
the official figures. The country will benefit from
concessional loans provided by international
institutions in 2020 to fight the coronavirus and
support the budget and investment, including
USD 125 million from the IMF under the Extended
Credit Facility, USD 90 million from the World
Bank and USD 7 million from the ADB.

Persistent political tensions

Benin is traditionally one of the most stable
countries in French-speaking Africa. But Patrice
Talon’s presidency seems to be pushing the
country towards an authoritarian regime in
which political pluralism is being undermined.
Benin has many political parties, but changes
to the electoral code in 2018 have made it
very difficult to participate in elections. After
the 2019 legislative elections, only two parties
from the presidential party faction made up the
parliament. This sparked severe unrest, which
resulted in the deaths of several demonstra-
tors. In the municipal elections of May 2020,
which were widely criticised as being forced
elections, the two main parties of the presidential
majority won the vast majority of votes (77%).
Only one opposition party, the Cowry Forces
for an Emerging Benin (FCBE), managed
to make inroads, taking 15% of the vote. The
outgoing president is expected to win the
April 2021 presidential election, especially in
the absence of opposition.

Beyond the slide into authoritarianism, there are
other challenges. Benin faces a very real terro-
rist risk. Boko Haram is nearby in Nigeria and
Cameroon, and French citizens were kidnapped
near the border with Burkina-Faso in 2019. In
addition, the Gulf of Guinea has become a global
piracy hotspot.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

1.6
3,566
BOB

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Boliviano

TRADE EXCHANGES

Exports of goods as a % of total

ARGENTINA [ ] 16%
uniTep ArAB EMIRATES [ 10%
EURO AREA [ ] 9%
INDIA [ ] 8%
Imports of goods as a % of total
CHINA I 2%
R
ARGENTINA [ ] n%
EURO AREA [ ] 9%
PERU [ ] 7%
« Substantial mineral (gas, oil, zinc, silver, gold,

lithium, tin, manganese) and agricultural

(quinoa) resources
0 « 15™ largest exporter of natural gas in the
Associate member of Mercosur
« Tourism potential
« Currency pegged to the U.S. dollar

world

« Member of the Andean Community and

« Economy not very diversified and dependent

on hydrocarbons

dependence on the public sector
« Landlocked country
« Substantial informal sector

« Low private sector development and high

« Insecurity, drug trafficking, corruption
« Risks of social unrest, highly polarised country

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.2 2.2 -8.8 4.2
Inflation (yearly average, %) 2.3 1.8 1.6 4.1
Budget balance (% GDP) -8.1 -7.2 -8.6 -7.0
Current account balance (% GDP) -4.6 -3.3 -2.6 -3.5
Public debt (% GDP) 53.9 59.0 69.4 71.0

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

RISK ASSESSMENT

A recovery supported by
domestic demand

In 2021, economic activity is expected to pick
up again after a sharp contraction in 2020,
supported by household support and a moderate
recovery in external demand. The election to the
presidency of Luis Arce in October 2020, former
Minister of Economy for Evo Morales, signals
the return to power of the MAS (Movimiento
al Socialismo) party. This means a return to an
economic policy focused on supporting internal
demand and public investment, whereas the
interim government had focused on the liberali-
sation of the economy. The new government has
announced the provision of aid to the poorest
households totalling USD 600 million (or 1.5%
of GDP), as well as a plan to refund VAT to the
poorest. Households are also expected to benefit
from the moderate recovery of remittance flows,
40% of which come from Spain and 20% from
the United States, with an improvement in
unemployment in both countries compared to
2020. While the Arce government has promised
to revive the economy through public demand,
its scale is likely to be constrained by the need
to avoid a crisis of increasingly fragile public
finances. From an investment point of view,
the end of political uncertainty is expected to
reassure investors, but the new government’s
highly centralised economic programme could
frighten some, particularly in the gas sector.
This same sector will be largely dependent on
external demand, especially from Brazil and
Argentina, the main customers, as well as on
prices. Production has fallen in 2020, below
the quantities promised for export. For this
reason, negotiations between the state-owned
company YPFB and Argentina on smoothing
natural gas shipments through the seasons,
which began at the end of 2020, will be key.
However, Argentina’s difficulties in developing its
own gas programme are expected to encourage
some recovery in Bolivian production in 2021.
The tourism sector, still below its potential (7%
of GDP in 2019) will remain in convalescence in
an uncertain global context. The mining sector,
for its part, is expected to be boosted by the
good performance of gold, zinc, tin and other
metal prices.

A growing external constraint

The government’s recovery plan is not expected
to substantially reduce the public finance deficit.
The government plans to reduce VAT in the case
of payment by credit card, and to reimburse it
to the poorest households. It is unlikely that
the new wealth tax will make it possible to
offset this increase in spending. The fall in gas

revenues (30% of state revenues), indexed to
the price of a barrel of WTI, will also weigh on
the budget. The financing of the deficit, though
still largely reliant on domestic sources and
notably the central bank, is expected to call
increasingly on multilateral donors, like in 2020:
IMF (USD 332 million), Andean Development
Cooperation (USD 50 million) and the World
Bank (USD 254 million). It is still uncertain
whether new payments will be obtained for 2021.
The debt is expected to remain sustainable with
a low external share (28% of GDP in 2020) and,
what is more, largely concessional.

Regarding the current account, the recovery of
domestic demand should lead to a further wide-
ning of the trade deficit, reinforced by the weak
dynamism of the gas sector, the main source
of export revenues. The tourism sector will
not be able to bring equilibrium to the balance
of services, and expatriate remittances (3.3%
of GDP) will not be sufficient to compensate,
leaving the current account deficit to increase
again. Foreign direct investment will be gloomy,
affected by the climate of global uncertainty
and by the weakening of gas production in the
country, which limits returns on investments.
In this context, pressure on the Boliviano will
increase and the use of foreign exchange
reserves will still be necessary to sustain its peg
to the dollar, which has been unchanged since
2011, despite its growing overvaluation. Foreign
exchange reserves stood at USD 6.3 billion in
June 2020, equivalent to 8 months’ worth of
imports, compared to USD 8.9 billion at the
end of 2018. Devaluation by the central bank
is possible, but unlikely by 2021, and recourse
to multilateral aid may be necessary, despite
political reluctance to subscribe to its conditions.

A return to grace for MAS

Luis Arce, Minister of Economy under the presi-
dency of Evo Morales, was widely elected in the
first round of the presidential election with 55%
of the votes in October 2020. This victory puts
an end to a year of political crisis following the
expulsion of Evo Morales from the MAS party
in October 2019 by the army in response to
a vast popular protest movement. The interim
presidency, held by Jeanine Afez, marked the
return to power of the right-wing political elite,
determined to turn the page on the Morales era.
However, the voters once again chose MAS and
its policy in favour of indigenous communities.
The shadow of Evo Morales, who has been back
in the country since November 2020, will weigh
on the new president, although he has said he
does not wish to return to politics. In terms of
international relations, the new administration
has already begun to re-establish links with the
traditional allies of MAS, which were abandoned
by the interim government, in particular growing
closer to Nicolas Maduro in Venezuela.
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BUSINESS CLIMATE

rﬂ =y i
MDHERTEGOVIINA ¢

L

BOSNIA AND HERZEGOVINA

POPULATION

Millions of persons - 2019 3'3 Main Economic Indicators 2018 2019 2020 (e) 2021 (f)
GDP PER CAPITA GDP growth (%) 37 2.7 -6.5 3.0
US Dollars - 2019 6,015 Inflation (yearly average, %) 1.4 0.6 -0.8 0.4
CURRENCY Budget balance (% GDP) 1.3 1.3 -4.2 2.7
Besiie el HEressvig BAM Current account balance (% GDP) -3.7 -3.5 -4.4 -5.0
convertible mark Public debt (% GDP) 34.3 32.8 38.9 40.4

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

TRADE EXCHANGES
—— RISK ASSESSMENT multilateral or bilateral actors, as the government
Exports of goods as a % of total does not have access to markets. The fragmented

management carried out between the central

EURO AREA | e The need to support government and the other two entities, the future
CROATIA [ ] 12% A cost of the pension and health systems, and the
TURKEY ] 3% domestic demand poor governance of the 500 or so public enter-
. - N

HUNGRARY I 2% The economy contracted sharply in 2020 because ppseﬁ‘(;r:debtled to the ';Jl.”e 9;101’”(? GDP),t.ha\f
SWITZERLAND | 2% of the COVID-19 crisis. The government o which survive on public aid, call for caution.

declared a state of emergency in March 2020, Regarding the external accounts, the current

but health measures are dependent on each account deficit is expected to widen in 2021,
Imports of goods as a % of total of the two entities (Federation of Bosnia and under the influence of the chronic trade deficit
EURO AREA _ a1% Herzegovina and Republika Srpska), and have (24% of GDP in 2020). The resumption of
CROATIA ] 10% been strict (curfews, closures of schools, public  services activities (7% surplus) related to tourism,
I - 2% places, borders,. movement re§tr\ct|ons). These transport arjd re-exports, as well as rermttanpes

measures were lifted after the first wave (March- from expatriate workers (8% of GDP) will partially
TR - 5% April 2020) but were partially reintroduced in offset the trade deficit. FDI (3% of GDP) and
UNITED STATES [ ] 3% October 2020 due to fears of a second wave. predominantly public international financing will

« Significant transfers from expatriate workers
« Stabilisation and Association Agreement
with the EU with pre-accession funds

The economic recovery is therefore constrained
by the virus. The tourism sector (about 10%
of GDP) has been affected by the closure of
borders, implying a sharp drop in the number of
domestic and foreign tourists (-30% and -84%

help limit the deterioration of the balance of
payments, while maintaining foreign exchange
reserves at a level equivalent to 8 months
of imports.

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

* Member of a Regional Common Market of
6 Balkan countries since November 2020

over the January-October period year-on-year,
respectively). The return to pre-crisis tourism
activity in 2021 remains very uncertain despite
the reopening of borders in July 2020 because
the majority of tourists are foreign (75%) and
therefore more constrained (negative PCR tests,
mandatory quarantine and possible vaccination
in the future). Private consumption (75% of GDP)
has been impacted by the drop in the flow of
remittances from expatriate workers (-10% in the
first half of 2020) and an increase in unemploy-
ment. The country’s complex federal structure
has delayed the implementation of household
budget support. However, consumption could

The political environment
seems to be simplifying

o

Following the Dayton Accords (1995), Bosnia
and Herzegovina is divided into two autono-
mous entities: the Federation of Bosnia and
Herzegovina (FBiH) with Bosniak and Croat
dominance, and the Republika Srpska, to which
is added the district of Brcko managed by the
central state. The central state is headed by a
collegial Presidency that represents the three
“constituent peoples” and rotates every eight
months. The constitution gives the central state

« Institutional, regulatory, economic and
community fragmentation (50% Muslim
Bosniaks, 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, cronyism, administrative delays

« High emigration estimated at 50,000 people

per year

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

(34%)

benefit from a rise in real wages in 2021 and a
recovery of expatriate workers. The monetary
policy is based on an agreement that pegs the
marka to the euro at a fixed rate, supporting its
currency. The year 2020 has been marked by
the fall in energy prices, which was reflected
in the level of inflation. Inflation is expected to
rise slightly in 2021 in line with the recovery of
domestic demand. Businesses are benefiting
from a guarantee programme that facilitates
access to credit and increases their level of
liquidity. Investment will remain predominantly
public, thanks in particular to financing received
from the EBRD (EUR 700 million over 2018/2020,
in partnership with the private sector) and
the European Union (EUR 315 million over
2018/2020).

Twin deficits are increasing

The public accounts of the country’s three
constituent entities (Central State, Federation
of Bosnia and Herzegovina and Republika Srpska)
have worsened because of the crisis and are
expected to improve in line with the economic
recovery and the increase in VAT revenues (40%
of the country’s tax revenues). Public debt is
increasing and will mainly be financed by public,

very few powers: foreign and monetary policy,
customs duties, VAT, transport and defence. Even
these powers are difficult to manage because
each component has a blocking power in the
central parliament. The Bosniak component is
trying to strengthen the central government, the
Croat component is seeking autonomy and the
Serb component is contesting the existence of
the country. The presidential and parliamentary
elections of October 2018 put the nationalist
parties in the lead. Parliament validated the new
government after 14 months of deadlock, appoin-
ting Zoran Tegeltija, former finance minister of
Bosnia’s Republika Srpska, as the new prime
minister. Municipal elections in November 2020,
the first since 2008, gave weight to opposition
parties (especially in Sarajevo and other major
cities) rather than the ruling nationalist parties.
This is expected to make room for new actors
on the political scene. Following the municipal
elections, the government entered negotiations
with the IMF to obtain a loan of USD 892 million
(4% of GDP) for 3 years. Republika Srpska and
the Federation of Bosnia and Herzegovina
agreed, in November 2019, on a four-year reform
programme as a condition for EU candidate
status and an IMF loan.
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BOTSWANA
COFACE ASSESSMEN

COUNTRY PROFILES

POPULATION
Millions of persons - 2019

2.4
7,773
BWP

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Botswana pula

TRADE EXCHANGES

Exports of goods as a % of total

SOUTH AFRICA I -+
NAMIBIA [ ] 10%
EURO AREA B 7%
CHINA [ ] 5%
INDIA ] 3%
Imports of goods as a % of total
SOUTH AFRICA | EE
NAMIBIA B 8%
EURO AREA [ ] 8%
CANADA [ ] 7%
INDIA | 4%

« 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

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.5 3.0 -9.6 6.0
Inflation (yearly average, %) 3.2 2.8 1.7 2.3
Budget balance* (% GDP) -4.7 -4.3 -7.3 -5.5
Current account balance (% GDP) 0.6 -7.9 -11.4 -10.4
Public debt* (% GDP) 14.2 15.1 20.6 24.0

(e): Estimate. (f): Forecast. *Fiscal year from 15t April - 31t March; 2021: April 2021 to March 2022

RISK ASSESSMENT

Deep recession in 2020, brisk
growth set to return in 2021

The COVID-19 crisis plunged Botswana into a
deep recession in 2020. However, a sustained
growth rate is expected for 2021. Private
consumption, which contributes to 56% of
GDP, declined in 2020 because of lockdown
measures and lower household incomes. It
should pick up again in 2021 (+5.5%), if lockdown
measures are not as strict as in 2020. Investment
fell in 2020 but an accommodative monetary
policy - the central bank set its policy rate at a
record low 3.75% at the end of 2020 - and a low
borrowing rate will drive private foreign invest-
ment projects in the mining sector in the coming
months. Public spending will also support private
investment. In April 2020, the state announced
the implementation of a BWP 2 billion stimulus
plan, i.e. 1.1% of GDP, aimed at partially offsetting
the drop in income of employees due to the
recession, helping struggling companies (state-
backed loans, partial tax deferral in particular)
and financing public investment in agriculture,
health and transport.

Agriculture, which accounts for only a small
share of GDP (2%), was only mildly affected
by the crisis in 2020 and is expected to stay
on the same growth rate (around 1.5%) in 2021.
Conversely, the mining sector, which accounts
for a quarter of GDP, and more particularly the
diamond industry, fell sharply in 2020, notably
due to the collapse in the world diamond price
(-25% between February and April, followed by
a slow rise of 15% between May and the end of
2020) and higher production costs, not just in
diamond mines, but also in copper and nickel
mines. After a 25% drop in activity in the first
half of 2020 and although a slight recovery
is expected, services will probably continue
to suffer in 2021 from the collapse of tourism
following border closures, since the sector
accounts for 14% of GDP and 10% of jobs. These
sector developments negatively affected foreign
trade, as 90% of the country’s exports depend
on the primary sector (diamonds and minerals)
and tourism.

Public and current accounts
show substantial deficits

The stimulus package announced in April
2020 is larger than the average African stimulus
package. Implementation of the plan, coupled
with a fall in mineral tax revenues (which account

for a quarter of total revenues), necessarily
widened the public deficit for FY2020-2021.
However, the deficit should narrow over FY2021-
2022 as the government reduces subsidies and
that tax revenues return to pre-COVID levels.
Consequently, public debt increased as well,
but its level remains low.

The current account deficit widened again in
2020 but should narrow slightly in 2021. Despite
a decline in imports due in particular to the
reduction in the oil bill, exports of goods (90%
of which are minerals) fell in 2020. Services
experienced a similar trend, driven by the steep
fall in tourism (70% decrease in tourism revenues
in 2020). However, the country’s trade deficit is
expected to shrink in 2021 as the international
luxury goods market strengthens and the
situation on the diamond market improves in
the United States, China and Belgium. Transfers
from SACU (8.5% of GDP) decreased in 2020,
particularly following the collapse of activity
in South Africa. Financing the current account
deficit will be straightforward for the country,
which has substantial foreign exchange reserves
(eight months of imports). Meanwhile, external
debt, although on the rise, remains relatively
low (21% of GDP).

Stable political situation, but
a weak financial system

The Botswana Democratic Party (BDP),
which has been in power since the country’s
independence in 1966, won 56% of the vote
in the October 2019 parliamentary elections.
The incumbent president, Mokgweetsi Masisi,
therefore remained in power. The government
has to address high poverty and unemployment
(almost 20% of the labour force in 2020), both
of which were increased by COVID-19. It also
needs to remedy the economy’s under-diversi-
fication as well as persistent social inequalities,
since Botswana is ranked the tenth most
unequal country in the world according to the
World Bank.

Consistently well positioned among its
sub-Saharan African peers in international
rankings, Botswana still has some way to
go to improve its business environment and
support private sector development (87 out
of 190 in the Doing Business 2020 ranking). In
addition, the country is on the FATF’s grey list
of countries with weak AML/CFT regulations
and was added to the European Commission’s
grey list in May 2020 for the same reasons. As a
result, financial transactions between Botswana
and foreign entities will be subject to enhanced
due diligence.
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COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK C

POPULATION
Millions of persons - 2019

210.1
8,751
BRL

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Brazilian real

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I 5%
EURO AREA [ ] 14%
UNITED STATES ] 13%
ARGENTINA [ ] 4%
JAPAN [ ] 2%
Imports of goods as a % of total
CHINA I 0%
UNITED STATES [ ] 17%
EURO AREA [ ] 16%
ARGENTINA [ | 6%
SOUTH KOREA [ ] 3%

* Varied mineral resources and agricultural
harvests

« Large population (estimated at 211.9 million)

* Well-diversified industry

« Strong foreign exchange reserves

* Net creditor in foreign currency

o

« Sensitive fiscal position

« Infrastructure bottlenecks

* Low level of investment (roughly 18% of GDP)

« Relatively closed to foreign trade (exports +
imports represent only 28% of GDP)

« High costs of production (wages, energy,
logistics, credit) that harm 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

VERY HIGH

* Information and Communication Technology

BRAZIL

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.3 1.1 -4.5 3.0
Inflation (yearly average, %) 3.7 3.7 2.9 3.3
Budget balance (% GDP) -7.1 -5.9 -16.2 -7.1
Current account balance (% GDP) -2.2 -2.8 0.0 0.0
Public debt (% GDP) 76.5 75.8 94.9 95.2

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

RISK ASSESSMENT

Economic rebound will
be insufficient to return
to pre-crisis level

In Brazil, the first COVID-19 case was reported
on 26 February 2020 and it did not take long for
the virus to spread. This was underpinned by the
poor coordination of the authorities regarding
the health emergency, as the federal government
refused to impose stronger mobility restrictions,
which led the state governors to assume this role.
The pandemic reached a peak in mid-August.
Nonetheless, daily new cases and deaths
started to rise strongly again in mid-November.
Despite this, the economy observed one of the
smoothest dives in Latin America. This outcome
can be mostly attributed to the implementation
of large fiscal and monetary stimuli. In 2021,
economic activity is expected to resume. The
recovery in household consumption is likely
to lose some momentum in early 2021, as a
side effect of lower income aid and the recent
increase in food prices. However, the index will
still be supported by the gradual improvement
on the job market and the maintenance of the
policy rate at a historical minimum at least
during a large part of the year. Moreover, foreign
sales will be bolstered by a global economic
rebound, improving depressed manufacturing
exports, as primary exports (agriculture and
iron ore) will remain at robust levels. Conversely,
gross fixed investments will remain lacklustre
because of the weak fiscal situation, which limits
public investment and creates fear for private
investors. Downside risks are related to the
COVID-19 pandemic’s evolution and the weak
political environment.

Strong external position vs.
worrying fiscal account

The current account deficit shifted into balance
in 2020, bolstered by a stronger trade balance
(as imports contracted much faster than exports)
and the narrowing of the deficits in the services
(driven by lower tourism expenditure) and
income (due to the drop in foreign companies’
profits) accounts. Regarding the financing, net
foreign direct investment (FDI) registered a
strong decline, but remained positive. Conversely,
a strong outflow in portfolio investments was
recorded (notably in H1 2020). As of September
2020, foreign exchange reserves remained as a
strong buffer to external headwinds (totalling
USD 357 billion and covering 27 months of
imports). In 2021, the current account should
remain broadly stable, as the lacklustre
domestic economic recovery, and the recent

strong exchange rate depreciation, will prevent
a relevant deterioration. On the financial side,
FDI is likely to improve somewhat, in line with
a relatively lower global risk aversion. Finally,
total gross external debt stood at 25% of GDP
in September 2020 (considering intercompany
loans and local bonds held by foreigners), with
its public share at 6% of GDP (thus net creditor
in foreign currency). On the fiscal front, the
challenges imposed by COVID-19 have further
aggravated the already ailing fiscal accounts,
with the impact estimated at 8.6% of GDP in
2020. Drawdown of government deposits from
the central bank was a major source of financing.
This was, in counterpart, sterilized trough
reverse repos in order to keep the monetary
policy stance stable. Overall, while it reduced
the cost of borrowing on the one hand, it also
shortened the maturity of new bonds on the
other. In 2021, uncertainty regarding compliance
with the spending cap (which prevents public
expenditure to increase in real terms, suspended
in 2020) should remain until March, when the
budget for the year must finally be approved.

Government popularity
may be tested

The political temperature soared in April 2020,
when the then Justice Minister Sergio Moro
resigned and accused President Bolsonaro of
attempting to interfere in the federal police’s
investigations. Nevertheless, the political
environment has improved somewhat since
then, as J. Bolsonaro has worked on improving
his allied base at the congress. Therefore, the
presidential mandate’s interruption risk is
currently low. This is also underpinned by the
aid to informal workers, which has shadowed
positively on the government’s approval rating.
Conseqguently, the President has been pushing
the Ministry of the Economy to design a new
welfare program in order to replace the current
Bolsa Familia. The aim is to increase the aid
despite the lack of fiscal space. Conversely,
the failure in reaching a broader program,
combined with the dismantling of the aid to
informal workers, could take a negative toll on
the ruling government’s popularity. Moreover, in
order to ensure governability, the government
has built a coalition in Congress with a block
of ideologically vacant parties, which normally
provide their support in exchange of the control
over ministries and departments with sizeable
budgets. This reduces the autonomy to conduct
economic policies. Therefore, aggravated by
the health emergency and the halt for the
municipal elections, the reform agenda has
been delayed. This includes the much needed
tax and administrative reforms (only affecting
new servants) that are still in Congress for vote. .

COFACE

65

COUNTRY & SECTOR RISKS HANDBOOK 2021



BRAZIL

I $ COUNTRY PROFILES

PAYMENT & DEBT COLLECTION PRACTICES IN BRAZIL

Payment

Bills of exchange (letra de cédmbio) and,
to a lesser extent, promissory notes (nota
promissoria) 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 transactions per year. The payment
process for “Boleto bancario” transactions is
similar to that of wire transfer or cash payment
methods. Customers are provided with a prefilled
boleto bancéario 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
planis 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 liguidated.

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 ASSESSMEN

COUNTRY RISK

POPULATION
Millions of persons - 2019

7.0
9,772
BGN

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Bulgarian lev

TRADE EXCHANGES

Exports of goods as a % of total

GERMANY I s+
ROMANIA ] 9%
ITALY ] 7%
TURKEY [ ] 7%
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

« Tourism potential

* Low production costs and good price
competitiveness

* Monetary stability, the Bulgarian Lev is
pegged to the Euro

« Corruption and organized crime (No. 74 in
the Corruption Perception Index 2019, the
most corrupt country in the EU)

« 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 = 24% of the EU average in 2019)

« Strong informal economy

BULGARIA

{ S BULGARIA

ONACEDONAY .
MEGML - GREECE

d

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.1 3.8 -4.5 1.7
Inflation (yearly average, %) 2.8 3.1 1.7 1.3
Budget balance (% GDP) 2.0 1.9 -4.5 -2.0
Current account balance (% GDP) 1.0 3.0 1.0 2.3
Public debt (% GDP) 22.3 20.2 25.0 26.2

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

RISK ASSESSMENT

Rocky recovery, after COVID-19
recession and protests

After COVID-19 hit Bulgaria in early spring of
2020, the government announced the state of
emergency, until at least end-April 2021, and
introduced containment measures for single
areas or group of persons, including social
distancing and travel restrictions. The number
of COVID-19 cases and related deaths was
relatively limited. While the Bulgarian GDP did
grow slightly at the beginning of the year, it fell
dramatically in the second quarter, bringing the
economy into the strongest recession since 1999.
The main issues were a lack of private consump-
tion and investments, as well as a standstill of
foreign trade. From Q3 2020 onwards, the
economy entered phase of recovery, initially
strong but only progressing modestly since then,
as it depends on not only domestic demand,
which is again limited due to a strong second
pandemic-wave that led into a second lockdown
from late November on until at least the end
of January, but also on demand from the main
export destinations in the European Union. The
Union accounts for over two-thirds of exports
(especially Germany with 15% of exports). The
impact of the recession was cushioned partly by
some public stimulus measures, /.e. the coverage
of some parts of employees’ wages (over 1.2%
of GDP), corporate tax deferrals (0.5% of GDP),
a minimum wage subsidy and VAT reductions
for single items and services. Furthermore, the
government tried to calm the protest movement
with another stimulus package worth of BGN
1.16 billion (1% of GDP) and announced further
support for the year 2021 due to the second
lockdown.

Emerging public deficit and
lower current account surplus

Because of the lower demand for Bulgarian
goods and the decrease in tourism, the current
account balance should shrink, but remain in
surplus in 2020. For 2021, tourism should slowly
recover, which would increase the current
account surplus again, while the balance of
investments (negative) and the balance of
personal transfers (positive) compensate each

other. However, the goods trade deficit should
again increase somewhat in 2021, due to stronger
demand for foreign products in Bulgaria. This
will cushion the increase of the current account
surplus. The public balance registered a strong
deficit in 2020, violating the Maastricht criteria,
and should persist in 2021, albeit at a reduced
level. Public debt will remain very low.

On 11 July 2020, Bulgaria joined the European
Exchange Rate Mechanism 2 (ERM II) and the
European Banking Union. In this “waiting room”
for the Euro, the Bulgarian Central Bank has
to hold on to the peg of BGN 1.96 per Euro
(+/-15%), as well as to the Maastricht budget
and debt criteria. The long-term interest rates
should remain near that of the lowest ones in
the Eurozone. While this should be manageable
for the transition period of 2 years minimum, the
criterion that the inflation rate can only be at a
maximum of 1.5 pp. above inflation across the
three Eurozone member states with the lowest
inflation rate could become problematic.

Scandals, protests and elections

Since 9 July 2020, Bulgaria has been in a state
of continuous protest against the government,
due to various scandals concerning corruption
of government members, as well as personal
enrichment and influencing press coverage. This
culminated in an unfounded raid on Bulgaria’s
President Rumen Redev (non-partisan), who,
while holding a rather ceremonial office, has
repeatedly vetoed the legislative proposals of
Prime Minister Boiko Borissov (from the centre-
right GERB). The anti-government protests
mainly involved extensive road blockades, but
turned into violent protests in September. While
an opposition vote of no confidence failed, the
protests led to a change in the government.
Furthermore, Borissov offered to resign if a new
constitution was voted (although the constitution
would provide that only people with a higher
level of education would have the right to vote).
Several opposition parties have boycotted the
parliament since then. In this context, it is difficult
to foresee whether the government will be able
to stay in power until the next general election
on 4 April 2021. Nevertheless, the chances
exist, as the government can count on a clear
majority in parliament with 137 of 240 seats.
Presidential elections are also scheduled for
October/November 2021.
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COUNTRY RISK D

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

20.3
775
XOF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc (WAEMU)

TRADE EXCHANGES

Exports of goods as a % of total

SWITZERLAND D s
INDIA [ ] 18%
SINGAPORE B 7%
COTE D'IVOIRE [ ] 5%
EURO AREA | 4%
Imports of goods as a % of total
EURO AREA I ;-
COTE D'IVOIRE [ ] 13%
UNITED STATES [ ] 7%
RUSSIA [ ] 6%
INDIA [ ] 6%

« Major producer of gold (sixth largest in Africa)
and cotton (second largest in Africa in 2018)

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

* Support from the international financial
community (one of the first countries to
benefit from the HIPC initiative)

o

« Economy highly exposed to weather-related
hazards

« Vulnerable to changes in cotton and gold prices

* Heavily dependent on external aid

« Weak electrical infrastructure

* Population pressure, very high poverty
rates, very low human development index
and critical food insecurity

« Significant informal sector and failing
business environment (ranked 151t in the
Doing Business 2020 index)

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

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 6.8 5.7 -2.0 4.0
Inflation (yearly average, %) 2.0 -3.2 1.5 3.0
Budget balance* (% GDP) -4 3.3 0.4 -0.4
Current account balance* (% GDP) -4.1 -4.7 -3.4 -3.5
Public debt (% GDP) 377 42.7 46.7 48.0

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

RISK ASSESSMENT

A recovery expected in 2021

After a mild recession in 2020, Burkina Faso
should return to sustained growth in 2021, but
at a slower pace than before the crisis. Private
consumption, which accounts for 70% of GDP,
is expected to grow vigorously in 2021 after a
slight decline in 2020. This will be driven by a
strong performance from agriculture, on which
many Burkinabe households depend. Gross
fixed capital formation may have declined
by 5% in 2020, but will pick up again in 2021,
rising by 7%, driven by foreign investors who
are increasingly interested in the mining sector,
particularly because the country’s export tariffs
are very low. In 2020, several public-private
investment projects began to emerge, inclu-
ding one involving French group Urbasolar to
build a 30MW solar power plant. Demand will
remain sustained by public investment and
implementation of the National Economic and
Social Development Plan, which led to the launch
of more than 30 road infrastructure projects
in 2020 and numerous investments in the
cotton-textile, food-processing and construction
materials sectors. A highway project between
Ouagadougou and Yamoussoukro is also under
discussion. Although gold sales held up, foreign
trade made a negative contribution due to the
decline in cotton exports and the increase in
imports, especially of capital goods. The situa-
tion is unlikely to change much in 2021, with
cotton sales picking up slowly and equipment
purchases continuing.

Despite the decline in cotton prices (-20%
between January and August 2020), agriculture,
which employs 80% of the labour force, has
not been overly affected by the crisis. The
2020-2021 agricultural season was considered
good, and the situation is set to continue thanks
to planned investments aimed at making the
agricultural production system less weather-
dependent. Likewise, the mining sector, which
represents 10% of GDP, is benefiting from
rising gold prices. The service sector, which is
traditionally the main contributor to growth (55%
of GDP), was heavily impacted by the crisis,
but should see its growth rate increase in 2021.

International aid in support
of public and external accounts

In April 2020, the government launched an
economic response and recovery plan including
health, economic and social measures. The
overall cost of these measures is estimated
at 394 billion CFA francs, or 4.45% of GDP,
including 76 billion CFA francs for social
measures such as utility bill waivers, sales of
food at subsidised prices and cash transfers.

This plan, coupled with the decline in tax
revenues following the recession, caused the
public finances to deteriorate. The public surplus
recorded in 2019 thanks to foreign aid (10%
of GDP) and fiscal consolidation vanished in
2020, despite increased aid from international
organisations. As a result, Burkina Faso’s debt,
which is 23% external, increased. In 2021, the
budget balance, including grants, should remain
close to balance.

The current account deficit narrowed in
2020 and should stabilise in 2021. However,
despite the decrease in the oil bill and the rise
in the price of gold, the trade in goods surplus
shrank in 2020 with the fall in cotton prices
and demand. It could continue to decline
next year with continued purchases of capital
goods and other necessities for investment. The
services deficit also worsened in 2020 because
of the collapse of tourism and transportation
and is not expected to get better in 2021. The
improvement is due to multilateral assistance,
including a USD 115.3 million disbursement from
the IMF to respond to the COVID-19 pandemic, a
USD 54.6 million financing package split equally
between a grant and a loan from the African
Development Fund, and a USD 21.15 million
package from the World Bank, again half in
grants and half in loans.

Political and security
tensions run high

Security will remain the main challenge facing
President Roch Marc Christian Kaboré and his
government in 2021. The country is sinking
into insecurity, with a resurgence of Islamist
terrorist attacks, resulting in hundreds of deaths
and massive population displacements (the
country has more than one million internally
displaced persons according to Conasur). With
the government losing control of nearly one-third
of the territory to armed groups, international
observers now fear that the state could fail,
especially as the G5 Sahel force is experiencing
funding difficulties.

Furthermore, the central government is facing
strong internal opposition. A constitutional
referendum, originally scheduled for March
2019 and which proposed a ten-year limit on
holding the presidency, was postponed to
2021. Legislative and presidential elections
in November 2020 resulted in the victory of
President Kaboré and his People’s Movement
for Progress party. However, the fact that the
elections could not take place in a third of the
country because of insecurity puts the legitimacy
of the elected representatives into perspective.
The new government, still led by Prime Minister
Christophe Dabiré, and little reshuffled, was
joined by the opponent Zéphirin Diabré.
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COUNTRY RISK E

BUSINESS CLIMATE E

POPULATION
Millions of persons - 2019

1.5
270
BIF

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Burundi franc

TRADE EXCHANGES

Exports of goods as a % of total

uNiTeD ARAB EMIRATES [  s2%
DR CONGO [ ] 7%
EURO AREA [ | 5%
SWITZERLAND [ | 5%
PAKISTAN ] 4%
Imports of goods as a % of total
CHINA [ IR
SAUDI ARABIA I -
EURO AREA [ ] 1%
UNITED ARAB EMIRATES [N 6%
KENYA | 6%

« Natural resources (coffee, tea, gold)

o

* Member of the East African Community (EAC)
* World’s second-largest nickel reserves
(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

* Poorly diversified economy that is vulnerable

to external shocks

« Unproductive agricultural sector (30% of

GDP and 90% of labour force)
* Geographically isolated

« Activity hampered by lack of infrastructure

and access to electricity

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

country

BURUNDI

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.6 1.8 1.0 2.8
Inflation (yearly average, %) -2.8 -0.7 7.5 5.2
Budget balance* (% GDP) -6.8 -8.3 -9.6 -8.7
Current account balance (% GDP) -14.5 -17.9 -20.7 -20.8
Public debt** (% GDP) 50.5 57.4 65.0 68.9

(e): Estimate. (f): Forecast. * 1*t July N-1/ 30" June N. ** Including grants.

RISK ASSESSMENT

Rare earths: the key to recovery

The COVID-19 crisis shattered the fragile
recovery that began after the 2015 crisis.
Limited measures were taken within the country
to combat the epidemic (recommendations
on physical distancing and hand washing).
The land border with Rwanda was closed to
goods and people, the border with DRC was
also closed (although not to goods), while
the border with Tanzania remained open.
Land borders were reopened in August 2020.
Commercial flights resumed in November after
being banned in March 2020. Burundi’s health
system is one of the most fragile in the world
and requires investment to be able to cope with
the pandemic. The pandemic response plan to
strengthen the health care system, the social
safety net and parts of the road network to
facilitate access to patients is worth 4.7% of GDP
(USD 150 million) over the period 2020-2021.
The services sector was most affected by
COVID-19 because of the drop in demand and
travel restrictions. Unemployment is expected
to increase particularly in the capital Gitega
since services (tourism, hotels and commercial
services) are concentrated there. This will hurt
private consumption (80% of GDP), especially
as purchasing power declines. The rise in the
prices of food and imported goods following
disruptions caused inflation to accelerate,
although it is expected to slow as upward price
pressures ease. The recovery is set to be driven
by the mining industry, especially Rainbow Rare
Earths, the company that owns the Gakara mine.
The sector has been growing in importance since
the United States said it wanted to diversify
its rare earth supply in the wake of the trade
dispute with China. Burundi is the only African
country currently producing rare earths, as a
result of which the mining sector is now the
main contributor of foreign exchange ahead
of coffee and tea. However, industry growth
is set to slow due to low investment and a still
difficult environment.

Persistent twin deficits

The budget deficit widened in 2020 due
to increased public spending related to the
elections and the fight against COVID-19.
However, mining revenues are expected to
increase in 2021. The government will rely on the
local market to finance itself by issuing treasury
bills and bonds, and on the central bank as a
last resort. Public debt is 70% domestic. The
government obtained debt relief of 0.2% of GDP
for the period July-October 2020 from the IMF
under the Catastrophe Containment and Relief
Trust. This relief could extend until April 2022 for
a total amount of USD 24.97 million (0.8%
of GDP).

Regarding the external accounts, the decrease
in the cost of imports due to lower oil prices
was offset by imports of medical products as
part of the battle against COVID-19 in 2020.
Dependence on imports due to low local
production will continue to fuel the current
account deficit in 2021. The trade balance is
structurally negative because of substantial
imports of manufactured goods and oil. The
deficit will be contained by an uptick in exports
of mining products (38.2% of the total) and
agricultural products (43%), particularly coffee.
The low level of external aid will be insufficient to
finance the current account deficit. The central
bank’s foreign exchange reserves (less than one
month of imports) will continue to dwindle,
accentuating the depreciation of the Burundi
franc and the lack of liquidity in the economy.

Despite having a new president,
the country remains isolated
on the international scene

Following the presidential election of
20 May 2020 and the sudden death of incumbent
Pierre Nkurunziza in early June 2020, the
newly elected president Evariste Ndayishimiye,
from the National Council for the Defence
of Democracy - Forces for the Defence of
Democracy (CNDD-FDD) Party, took office
early on 18 June 2020 after beating the main
opposition candidate, Agathon Rwasa, president
of the National Freedom Council (CNL). Despite
the leadership change, political continuity is the
most likely scenario, with some members of the
old government joining the new one. As the
former president underestimated COVID-19, the
fight against the virus was stepped up (soap
subsidy, testing policy implemented) after
Evariste Ndayishimiye took office. Burundi
has been excluded from the international
scene since 2015, and relations with the West
are expected to remain limited despite the
new government’s arrival. The International
Criminal Court’s investigation of crimes against
humanity continues despite the death of the
former president, who unleashed a political
and social crisis when he sought a third term
in 2015. The Southern African Development
Community (SADC) rejected Burundi’s
application for membership in 2019 because
of the continuing political crisis. However, the
country is expected to work with multilateral
partners (IMF, World Bank) to fight the
pandemic. Burundi is ranked 185/189 in the UN
Human Development Index.
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COUNTRY RISK C

BUSINESS CLIMATE B

POPULATION
Millions of persons - 2019

0.5
3,602
CVE

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Cabo Verde escudo

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA |
UNITED STATES ] 3%
DR CONGO | 2%
TANZANIA 0%
BANGLADESH 0%

Imports of goods as a % of total

EURO AREA |
CHINA ] 4%
BRAZIL | 3%
UNITED STATES | 2%
LAOS | 1%

« Growth in tourism activity (in normal times)

« 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

« Heavily dependent on economic performance
of Eurozone countries

* Severely impacted by the COVID-19 crisis

« 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

COUNTRY PROFILES

-
-
= ]
-
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Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.5 5.7 -10.0 4.0
Inflation (yearly average, %) 1.3 1.0 1.0 1.2
Budget balance* (% GDP) -2.8 -1.5 -9.0 -6.8
Current account balance** (% GDP) -5.1 0.3 -15.1 -10.0
Public debt (% GDP) 124.5 124.2 136.8 137.6

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

RISK ASSESSMENT

Economic growth to recover in 2021

Cabo Verde suffered only slightly from the
COVID-19 crisis health wise, but its economy
was severely impacted. A rebound is expected
for 2021, but economic growth will remain below
pre-crisis levels. The drop in activity recorded in
2020 was mainly due to the decline in tourism,
which represents 37% of GDP and 39% of
employment. Travel restrictions introduced
because of the health crisis and the suspension
of flights from the hardest hit European countries
severely impacted tourism revenues (51% of total
exports). A slow recovery is expected in 2021,
despite the gradual lifting of restrictions. The
maritime fishing sector (31% of exports) was
also affected by disruptions in global supply
chains and weakened external demand. In 2021,
the situation is expected to return to normal,
allowing the fishing sector to recover.

Remittances from expatriates also declined
in 2020, affecting the consumption and
incomes of the households that depend on
them. They are expected to pick up again in
2021, stimulating domestic demand, especially
household consumption.

FDI, which comes mainly from Western Europe
(United Kingdom, Portugal, Italy and Spain),
contracted in 2020, as these countries were
rocked by the crisis. This will lead to investment
delays in key sectors such as tourism, transport
and ICT. Despite a resumption in FDI in 2021, the
delays built up in 2020 will impact these sectors.

The public and current account
deficits are widening

The current account deficit widened dramatically
in 2020 and is not expected to narrow much in
2021. It reflects the massive trade deficit (31%
of GDP in 2019) arising from the archipelago’s
dependence on food and manufactured goods.
Tourism revenues and expatriate remittances
usually offset the deficit. However, they have
been strongly impacted by the health crisis,
which explains why the current account deficit
has become so high. They should gradually
recover in 2021. Exports are also expected to
pick up, notably due to the government’s desire
to diversify the economy away from tourism.
However, imports are also poised to start rising
again, especially food (70% of total imports),
which will continue to pull the current account
deficit down. This deficit is traditionally financed
by concessional loans from international partners
and FDI. The role of partners has increased
amid the health crisis: the IMF approved a

USD 32 million disbursement through its Rapid
Credit Facility to help Cabo Verde finance its
large current account deficit.

The Cape Verdean government adopted a
stimulus plan in March 2020 to support the
economy and the most vulnerable households.
The plan includes an increase in the budget for
medical equipment, testing and medical staff
wages. The government also postponed the
payment of taxes until December 2020 and
is guaranteeing EUR 36 million in loans to
private companies. In addition, social assistance
measures are planned, including EUR 2.7 million
for 30,000 informal sector workers, food aid
for 22,500 families and enhanced welfare for
the elderly. The government also introduced a
moratorium on insurance premium payments and
loan repayments for households, companies and
non-profit associations until December 2020.
Government measures and the crisis-fuelled
revenue decline caused the deficit to explode,
necessitating increased borrowing from foreign
partners.

Confirmed political stability

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. It also has one of the best
business climates in the region, but still suffers
from a lack of infrastructure and the absence
of regulations governing insolvency.

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 for a second
term in the October 2016 presidential elections.
During his term, the MPD enjoyed strong public
support, enabling it to pursue growth-friendly
policies, such as promoting local businesses and
stimulating inclusive growth. The government
is pursuing the objectives of the Strategic Plan
for Sustainable Development (2017/2021), which
include developing air and maritime transport,
diversifying the economy and improving access
to basic public services. Having dealt well
with the COVID-19 pandemic, the MPD looks
strongly placed to win the next parliamentary
and presidential elections to be held in March
and October 2021 respectively.

As far as foreign policy is concerned, the country
remains closely linked to Western Europe,
which is a major source of tourists and FDI. It
will also continue to foster its ties with China,
whose investment in the territory 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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BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

16.5
1,620
KHR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Cambodian riel

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES I 2%
EURO AREA ] 21%
SINGAPORE [ ] 8%
JAPAN [ ] 7%
UNITED KINGDOM [ ] 6%
Imports of goods as a % of total
CHINA I o
THAILAND ] 15%
VIETNAM ] 13%
JAPAN [ ] 4%
TAIWAN [ | 4%

« 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

« Economy strongly impacted by the COVID-19

crisis

networks
« Lack of skilled workforce

to weak fiscal resources

« Significant governance shortcomings, high

levels of corruption

« Poverty rate remains high, low levels of

spending on health and education

* Underdeveloped electricity and transport

« Dependent on concessional financing due

CAMBODIA

=
o "\-\1—
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CAMBODIA

Phnom Pend
LA
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sk

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 7.5 7.1 -1.6 6.1
Inflation (yearly average, %) 1.6 1.9 1.7 2.0
Budget balance (% GDP) -1.4 -1.4 -3.1 -2.5
Current account balance (% GDP) -12.2 -15.0 -22.0 -17.0
Public debt (% GDP) 28.6 29.5 35.0 30.6

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

RISK ASSESSMENT

An economic recovery is expected

Although not severely affected by the pandemic
healthwise, Cambodia has been hard hit econo-
mically. Growth is expected to rebound in 2021,
after an unprecedented contraction in 2020 that
drove the country into recession. Cambodia is
highly dependent on its exports of goods and
services (about 60% of GDP in 2019) such as
textiles-clothing and travel goods (75% of the
total). These have declined (-13% in 2020 year-
on-year, according to Asian Development Bank
estimates) due to the twin supply and demand
shock caused by the pandemic. Tourism, another
mainstay of the Cambodian economy (about
18.7% of GDP), has also been severely affected
by travel restrictions resulting from the crisis. This
sector should gradually recover in 2021, thanks
in particular to the reopening of borders. In this
context, the current account deficit widened
dramatically in 2020, but is expected to narrow
in 2021 as exports recover. Furthermore, the
Cambodian economy has been affected by
a decline in FDI, 40% of which comes from
China. Indeed, construction, worth one-third
of GDP, is driven by FDI, which has seen a
significant decline (40% year-on-year over the
January-February 2020 period) and is uncer-
tain to recover in 2021. The downturn in FDI
might also impact the current account deficit,
which it largely finances. In order to finance
this deficit, Cambodia may need concessional
external financing, particularly from China.
Finally, domestic demand, primarily household
consumption, has declined sharply because of
the measures taken to combat the pandemic
and the decline in activity. In 2021, it is expected
to show a gradual and timid recovery. Public
investment will continue to focus on education,
but will be at a lower level than in the previous
year amid an across-the-board reduction in
public investment in Cambodia.

Public deficit and public debt
increased by the crisis

The government began taking action in
February 2020 to support the economy.
These measures were aimed at helping key
sectors such as tourism, textiles and aviation,
as well as businesses. In addition, a budget
of USD 400 million was released for social
assistance, including USD 300 million for cash
transfers to the poorest and most vulnerable
households. Difficulties in the textile and

construction sectors have impacted government
revenue, while the financial support package
estimated at more than USD 800 million (3.2%
of 2019 GDP) has increased spending, widening
the public deficit. Public debt is expected to
rise in order to finance the deficit, despite
increased multilateral and bilateral aid. The
public deficit and public debt are expected
to shrink slightly in 2021, but will not return to
pre-crisis levels. Private sector indebtedness,
especially household indebtedness, is extremely
high, including among low-income people using
microfinance and informal lenders. Moreover,
mounting unemployment, rising poverty rates
and waning activity in construction and real
estate, where credit is concentrated, could affect
the stability of the financial sector in 2021. This
could lead to payment defaults, as well as a
decline in deposits, which are mainly in dollars.

Social unrest and trade sanctions

Prime Minister Hun Sen has led the country
for 35 years. His Cambodian People’s Party
(CPP), a right-wing conservative party, has
all the seats in the National Assembly. The
government is facing increasing protests
against corruption and arrests of opponents.
Discontent has been exacerbated by the severe
enforcement of anti-pandemic measures and
a decline in economic activity, which has led
to increased unemployment and poverty. In
response, the government is stepping up its
repression. This could have a serious impact
on the country’s social and political stability.
Relations with traditional Western partners, the
EU and the United States, have deteriorated
since flawed national elections in 2018, when
repression of the political opposition and local
media drew international criticism. In May 2020,
the EU implemented trade sanctions, reversing
Cambodia’s preferential access to the European
market under the Everything But Arms (EBA)
programme. Some of the country’s exports are
now subject to common EU customs duties.
This poses a risk to the Cambodian economy,
which shipped 26.8% of its exports to European
markets in 2019, of which more than 90%
were exempt from custom duties. The United
States also threatened a series of sanctions
against government officials and threatened to
withdraw its preferential trade agreements with
Cambodia. In response, Cambodia redoubled its
efforts to strengthen ties with China, through a
trade agreement inOctober 2020. In the short-
term, Cambodia is expected to remain highly
dependent on its main customers, namely the
European Union and the United States.
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COUNTRY RISK C

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

25.5
1,524
XAF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc (CEMAC )

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D <
CHINA [ ] 14%
INDIA [ ] 10%
UNITED STATES [ ] 4%
BANGLADESH [ ] 4%
Imports of goods as a % of total
EURO AREA I >
CHINA [ ] 20%
THAILAND [ ] 5%
NIGERIA [ ] 5%
INDIA [ ] 4%

« Relatively diversified resources, including
forestry, agricultural, oil and mining

« Hydroelectric potential

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

« Efforts to upgrade infrastructure are underway

* 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 commodities

* Low government revenues: 13% of GDP

* Weak but small banking system

« Non-inclusive growth (poverty affects 23%
of the population), business environment
remains difficult with poor governance
(corruption, etc.).

« Inadequate infrastructure, especially electrical
infrastructure

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

* Succession of President Biya (86 years old)

I $ COUNTRY PROFILES
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DEWOGRAIIC

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.1 3.8 -3.0 3.0
Inflation (yearly average, %) 1.1 2.5 2.8 2.5
Budget balance (% GDP) -2.5 -3.3 -4.0 -3.5
Current account balance (% GDP) -3.6 -4.4 -5.5 -4.5
Public debt (% GDP) 39.5 42.7 45.0 45.0

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

RISK ASSESSMENT

Infrastructure construction
and gas support recovery

The COVID-19 crisis triggered a moderate
recession in 2020. One of the causes was a
decline in exports, which was partially offset
by a decrease in imports. The other was the
collapse in domestic demand, as investment
was put on hold and consumption fell due to
social distancing measures, even if they were not
applied for long. In 2021, activity should rebound,
but without returning to previous growth levels.
This should be the case for investment, with
construction resuming on the Lom-Pangar and
Nachtigal hydroelectric dams, the deepwater
port of Kribi, and continued development of the
gas sector, wood processing and infrastructure
for the African Cup of Nations 2022. Exports
(19% of GDP) should benefit from better hydro-
carbon prices. Shipments of liquefied natural
gas should return to an upward curve with the
commissioning of a new terminal in the port
of Kribi. Coffee, cocoa, cotton and bananas
will benefit from the restoration of supply
chains, but will still face persistent unrest in
the English-speaking regions, which account
for much their production, while vegetable
shipments will resume with the reopening of
land borders. However, as, at the same time,
imports of capital goods are set to pick up with
investment and consumption, the contribution
of foreign trade to growth will be reduced.
Household consumption (70% of GDP), which
already benefited from the lifting of social
distancing measures, will get further support
from the rise in income from agriculture (15% of
GDP, but 62% of employment). Services (55% of
GDP) are poised to benefit fully from this upturn.

Consolidation of public
accounts likely to resume

The crisis only slightly increased the public
deficit and debt, which remain moderate. The
fiscal policy was rather restrictive before the
crisis under the IMF’s Extended Credit Facility,
which provided the country with USD 666 million
between 2017 and 2020. Admittedly, revenues
were affected by the decline in demand, both
domestic and external, and particularly by the
fall in hydrocarbon revenues (16% of the total).
Furthermore, the country introduced a modest-
ly-sized support plan. However, significant cuts
were made to current expenditure (not security)
and investment, while fuel subsidies decreased
as prices fell. The additional financing requi-
rement was covered by emergency financing
from the IMF to the tune of USD 226 million, the
suspension of bilateral debt servicing by Paris
Club countries and China, and recourse to the
regional market. In 2021, the deficit should return

to its previous level, while the debt-to-GDP ratio
is expected to stabilise, although COVID-related
spending could be prolonged. Higher hydro-
carbon prices will be offset by a reduction in
oil production, itself partially moderated by an
increase in gas production. While amortisation
of the debt (80% external) will remain low, its
increase from 2022 will likely encourage the
authorities to seek a new IMF agreement.

Similar to the public deficit, the current account
deficit increased moderately because of the
crisis. The trade deficit widened modestly as
the decline in imports partly offset the fall in
exports. The trade deficit is significant, but
is largely attributable to imports linked to
infrastructure development and the shutdown
of the Cameroon’s only refinery (SONARA)
following a fire in May 2019, which forced the
country to increase its fuel imports. The deficit
is financed by FDI flows linked to infrastructure
projects and concessional debt. External debt
represents only 30% of GDP. In addition to
multilateral support, the country benefits,
through its membership of CEMAC, from the
CFA franc convertibility guarantee provided by
the French Treasury.

The regime is facing an uprising
in English-speaking regions

The economy is marked by the situation in the far
north, which is exposed to terrorist attacks by the
Islamist group Boko Haram, but even more so by
what is going on in the English-speaking regions
in the northwest and southwest. Complaints of
marginalisation and poor governance among
the English-speaking populations led to the
emergence of armed separatist groups, which
the central government has been fighting since
2017. This has resulted in major abuses against
civilian populations. In late 2020, separatists
opposed to the learning of French carried out
deadly attacks on bilingual schools. The country
has an estimated 850,000 out-of-school children
as well as 650,000 displaced people, in addition
to Central African and Nigerian refugees. Under
pressure from international donors wielding
sanctions, a devolution law was passed in
December 2019 that provides for special status
for these regions. In July 2020, negotiations
began between the government and separatist
leaders, but their views look irreconcilable, with
separatists demanding independence. The
central government is dominated by President
Paul Biya, who was elected for a seventh term
in 2018 and whose party, the Rassemblement
Démocratique du peuple camerounais, won
139 of the 167 seats in the March 2020 legislative
elections. Maurice Kamto, the main opponent,
and other leaders of the Mouvement pour la
renaissance are subject to sporadic arrests, like
during the December regional elections, which
they urged voters to boycott.
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BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

37.5
46,272
CAD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Canadian dollar

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES | G
EURO AREA | 4%
CHINA | 4%
UNITED KINGDOM ] 3%
JAPAN | 2%

Imports of goods as a % of total

UNITED STATES I
CHINA [ ] 12%
EURO AREA [ ] 10%
MEXICO [ ] 6%
JAPAN ] 3%

< Abundant and diversified energy and
mineral resources

« Fifth-largest oil and gas producer in the world

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

« Fiscal rigour

* Immediate proximity to the large U.S. market

*« Development of trade relations (CETA
with the EU)

* Excellent business environment

o

* Dependent on the U.S. 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 (158% of disposable
income in mid-2020)

* Rapid growth in property prices

* Energy exports weakened by inadequate
supply pipelines to the coasts and the United
States, and by the U.S.’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
VERY HIGH

* Information and Communication Technology

CANADA

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.4 1.9 -5.7 3.7
Inflation (yearly average, %) 2.3 1.9 0.7 1.6
Budget balance* (% GDP) -0.6 -1.8 -17.7 -6.0
Current account balance (% GDP) -2.3 -2.1 -1.9 -2.2
Public debt (% GDP) 89.5 88.4 110.7 115.0

(e): Estimate. (f): Forecast. *Fiscal year from April 1*t to March 30t 2021 Data: FY2021/22.

RISK ASSESSMENT

After the crisis, a gradual rebound

After suffering its sharpest contraction on record
in 2020 because of the COVID-19 pandemic,
Canadian growth is expected to bounce back
in 2021. Pent-up demand in 2020 owing to
restrictions to limit the spread of the disease
is expected to make household consumption
(almost 60% of GDP) the main driver of the
rebound. Household confidence is expected
to improve, particularly if a vaccine is rapidly
deployed, and incomes should be lifted by
the decline in the unemployment rate from its
peak in April 2020 (13.7%) and by budgetary
support measures to respond to the crisis.
Nevertheless, the retail and clothing sectors,
whose difficulties have been exacerbated by the
crisis, are expected to continue to see numerous
bankruptcies. While the government should
gradually withdraw support measures, public
consumption should still fuel growth in 2021.
Exports will benefit from the combined effect
of improved economic conditions in the United
States and higher oil prices. Nevertheless, prices
will still be relatively low and this, combined with
a lack of transport capacity, will mean that the
energy sector continues to underperform. In this
regard, uncertainties surrounding the completion
of oil pipeline projects remain, as demonstrated
by the U.S. President Joe Biden’s decision to
cancel the permit for the Keystone pipeline on
his first day in office. The oil sector is expected
to be a drag on the rebound in corporate invest-
ment, which will, moreover, be constrained by
increased balance sheet vulnerability in the wake
of the crisis. Conversely, low mortgage rates, with
the central bank expected to keep its policy rate
at a record low 0.25% in 2021 (-150 basis points
in 2020), and property demand will support
residential investment. A wave of personal
bankruptcies was avoided in 2020 thanks to
government support and payment deferrals,
but vulnerabilities associated with household
debt will continue to be monitored.

The recovery plan will maintain
a large budget deficit

In the aftermath of the COVID-19 pandemic, the
unprecedented support measures taken by the
government in response to its impact, coupled
with the revenue decline, resulted in a record
budget deficit. In fiscal year 2021/22, the deficit
is expected to narrow significantly, benefiting
from an increase in revenues associated with the
rebound in activity and a reduction in expen-
diture as temporary support measures expire.
Employment Insurance (EI) benefits are set to
decline, while the Recovery Benefit (for those
ineligible for EI) and Emergency Wage Subsidy
(to allow employers to partially cover employee
wages) programmes are set to expire in 2021.

Although shrinking, the deficit is expected to
remain high, with the government pledging
between CAD 70 and 100 billion (between
3 and 4% of GDP) of spending over three years
to stimulate the recovery, with details to be
provided in the next budget. The fiscal situations
of the provinces and territories, starting with
Quebec and Ontario, also deteriorated because
of the crisis and contributed to the jump in public
debt in 2020. However, after deducting, among
other things, assets held by the Canada and
Quebec Pension Plans, net public debt remains
relatively low (45% of GDP).

In 2021, the current account deficit is projected
to widen slightly, driven by the balance of goods
deficit. Higher imports, in line with the recovery
in domestic demand, will be the major reason
for this. In addition, payments for travel and
transport services are expected to increase
gradually, fuelling the services deficit. After
recording a small surplus in 2020 due to acce-
lerated repatriation of FDI profit dividends, the
income account could return to a small deficit in
2021. The transfer deficit is expected to continue
to make a relatively minor contribution to the
current account deficit. The country is heavily
dependent on foreign portfolio investment to
finance its deficit. External borrowing may also
be necessary. This would add to the already
substantial external debt (129% of GDP by
mid-2020), most of which is owed by the private
sector (about 80% of the total).

Federal elections in 2021?

Justin Trudeau, who has been prime minister
since November 2015, held onto his job following
the October 2019 federal election, but had to
form a minority government after his Liberal
Party lost 20 seats and the majority (157 of 338).
The Conservative Party, which gained 26 seats,
remains the main opposition, while the Bloc
Québécois became the third largest party in
the House of Commons after winning 32 seats,
a 22-seat increase. In 2020, the government’s
handling of the COVID-19 crisis boosted the
popularity of the prime minister and his party
in the polls. This resurgence, which might enable
the Liberals to regain a majority in the event
of early elections, continued despite a scandal
involving the prime minister over the award of
a government contract to WE Charity and the
appointment of Erin O’'Toole as the new leader of
the Conservative opposition. If popularity keeps
improving, the government could call a snap
election in 2021, as no minority government
has ever been able to serve a full term. While
strained during Donald Trump’s tenure, relations
with the United States may warm up following
the election of Joe Biden, but differences will
remain over trade and energy policy. Moreover,
relations with China remain tense since Canada
arrested a senior executive of the Chinese
company Huawei in 2018.
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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

HUMBER OF CORPORATE INSOLVENCIES

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.
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COUNTRY RISK

BUSINESS CLIMATE E

POPULATION
Millions of persons - 2019

4.7
480

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc (CEMAC)

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA |
BANGLADESH [ ] 25%
BENIN [ | 5%
CHINA [ ] 5%
CHAD ] 2%
Imports of goods as a % of total
EURO AREA I
CAMEROON [ ] n%
CHINA [ ] 10%
UNITED STATES [ ] 9%
UNITED KINGDOM [ | 5%

o

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

« Extreme poverty (two-thirds of the population

lives below the poverty line)

« Economy vulnerable 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)

e

7 " CENTRAL AFRICAN

CENTRAL AFRICAN REPUBLIC

REPUBLIC

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.8 3.1 0.0 3.0
Inflation (yearly average, %) 1.6 2.7 2.5 3.0
Budget balance* (% GDP) 0.4 1.4 -3.0 -0.6
Current account balance** (% GDP) -7.9 -5.1 -6.0 -5.5
Public debt (% GDP) 48.8 47.8 47.0 45.0

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

RISK ASSESSMENT

Growth should return
to pre-crisis levels

Healthwise, the Central African Republic
(CAR) was only slightly impacted by the
COVID-19 pandemic. In economic terms, growth
in 2020 was anaemic, but should return to its
pre-crisis level in 2021.

The CAR economy is dependent on its exports
(19% of GDP) and therefore on its partners,
particularly France and China, which accounted
for 33% and 13% of total exports in 2019,
respectively. Demand in these two countries
shrank because of the strong impact of the
COVID-19 crisis, causing their imports to decline.
Diamond sales were particularly affected as
demand contracted due to the closure of cutting
workshops in India and polishing workshops in
Israel, as well as the suspension of certification
in Belgium. Furthermore, demand for jewellery
fell, as jewellery stores were closed in countries
under lockdown. However, demand for diamonds
is expected to increase in 2021, the stockpile
built up in 2020 should be sold and production
should increase. Agricultural production (nearly
40% of GDP) also decreased because of the
pandemic. Harvests were poorer and difficulties
in obtaining fertilizers affected production. There
is considerable uncertainty about whether the
agricultural sector will recover in 2021 due to
its reliance on unpredictable weather condi-
tions and the timid pick-up in demand. Wood
exports (2/3 of total exports) fell sharply due to
supply chain disruptions. They are expected to
resume in 2021 thanks to massive government
investment in the sector and the need to rebuild
infrastructure destroyed by the civil war.

The weak export performance widened the
current account deficit, which was nonetheless
mitigated by lower imports, including lower
oil prices and reduced household demand.
Household consumption declined due to
labour market distortions caused by COVID-19,
which fuelled uncertainty about the future and
prompted households to save. The deficit should
be reduced in 2021 as exports gradually recover,
but is expected to remain significant. Imports are
also expected to pick up, on the back of a slight
upturn in employment, which would stimulate
household consumption. Purchases of capital
goods are expected to resume rapidly, as the
need for reconstruction is significant. Meanwhile,
following COVID-19, the government may invest
heavily in the health system. Conversely, the
recovery of private investment remains uncertain,
due to high risk aversion among companies and
the economic uncertainties related to the crisis.

Highly dependent on external aid

The government quickly adopted fiscal measures
to support the economy, businesses, including
through a fund to prevent business failures
and job losses, and the poorest and most
vulnerable households. The intervention plan for
COVID-19 is estimated at about USD 268 million
(12% of GDP). In addition to budget support,
the plan includes loan rescheduling as well as
additional assistance through the WHO. CAR
remains highly dependent on external financing
due to its low tax rate. This funding enables
the country to limit its budget deficit, despite
high public spending (17% of GDP in 2019).
In the context of the health crisis, the French
Development Agency, the African Development
Bank, the World Bank and the EU have provided
budget support of more than USD 400 million
(18% of GDP). The IMF also provided two
concessional loans under the Extended Credit
Facility approved in December 2019. In terms of
external debt, the G20 agreed to a debt service
standstill.

A volatile political
and security situation

The political and security situation remains highly
precarious because of the civil war, which lasted
until 2016. Because of the violence by rebels,
encouraged by former President Bozizé, only
half of those registered were able to participate
in the presidential election of December 2020, of
which Faustin-Archange Touadéra, the outgoing
president, emerged victorious. The second round
of legislative elections on 7 February 2021 may
not elect enough deputies. The elections focused
on security issues, which are critical to economic
recovery. Despite a new peace agreement signed
in February 2019 between the government
and rebel groups, which has contributed to
a decrease in violence, the security situation
remains very difficult. Clashes continue between
factions of ex-Séléka, a mainly Muslim armed
group, and anti-Balaka groups, which are mostly
Christian. Many other armed groups are taking
advantage of the instability to try to impose
themselves locally. Sporadic violence continues
to occur, particularly in the provinces. The new
peace agreement provides for the integration
of rebel representatives into the government
and is designed to enable the national army
to regain control of the territory (70 to 80%
is in rebel hands), with units composed of
soldiers from both the regular army and rebel
groups. However, it is uncertain, to say the least,
whether the agreement will be implemented.
As of July 2020, the country had more than
680,000 internally displaced persons (13% of
the population) and almost as many refugees in
neighbouring countries. The UN peace mission,
Minusca, appears to be under-resourced and is
suffering losses in its ranks.
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BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

15.9
686
XAF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I 52
INDIA [ ] 18%
EURO AREA [ ] 1%
UNITED STATES [ ] 10%
TURKEY [ ] 3%
Imports of goods as a % of total
CHINA I 2o
EURO AREA [ ] 19%
CAMEROON [ ] 1%
UNITED STATES [ ] 9%
INDIA [ ] 5%

sector

o

« 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 (27% of GDP and 75%

of exports)

* Business environment not conducive to
thriving private sector development and

high level of corruption
* Geographically isolated

shares porous borders

* Low level of Lake Chad, with negative effects

*Worsening security conditions at the
national level and in neighbouring countries
(Cameroon, Libya, Nigeria), with which Chad

on cotton, fishing and the environment

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.3 3.1 -2.0 4.0
Inflation* (yearly average, %) 4.0 -1.0 3.0 3.0
Budget balance (% GDP) 1.9 -0.4 -1.0 -1.0
Current account balance (% GDP) -1.4 -2.6 -9.0 -6.0
Public debt (% GDP) 49.1 44.3 46.4 44.4

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

RISK ASSESSMENT

An upturn following
the COVID-19 crisis

In 2020, the crisis triggered a recession due
to lockdown measures (curfews, closure of
markets and non-essential shops, suspension
of air links, border closures and restrictions on
internal travel), but also because of reduced
international demand, especially for oil.

A recovery is expected in 2021 as restrictions
are lifted and external demand is restored. Oil
revenues, which account for 75% of exports and
27% of GDP, will benefit from the recovery, albeit
moderate, in prices, as well as from the start-up
of new fields and new extraction techniques
that will allow production to return to pre-crisis
levels. Gold sales (20% of exports) are also set
to increase with the pick-up in demand, while
prices remain high. Barring unfavourable
weather conditions, the growth contribution
of the agricultural sector (17% of GDP, in terms
of supply, but 75% of the labour force), with
cotton (3% of exports), livestock farming and
gum arabic, should increase through household
consumption (76% of GDP, in terms of demand).
However, inflationary pressures will be stoked
by higher energy prices and the increase in
food prices linked to persistent supply issues
with Nigeria and Cameroon. Production of
seed cotton has been increasing since 2018,
the year in which OLAM, a Singaporean group,
acquired a majority stake in the capital of
Coton Tchad, a former state-owned company
with the monopoly on purchasing. The state
is promoting this sector, including through
annual subsidies for fertiliser purchases.
These measures are being taken within the
framework of the Five Year Development Plan
(2017-2021), which aims to create ten agri-food
hubs with private sector involvement, in order
to develop agriculture and livestock farming.
In the service sector (42% of GDP), transport,
commerce and hotels should bounce back, while
banking and telecommunications will continue
to build momentum.

Multilateral organisations
to the rescue

In 2020, the crisis generated additional financial
requirements for the state equivalent to 7% of
non-oil GDP. Public spending rose from 14% to
19% of GDP. A support plan equivalent to 6%
of GDP provided for the creation of a solidarity
fund, the suspension of utility bill payments,
and food distribution. Settlement of arrears to
suppliers, government employees and state-
owned banks was accelerated, and a recent
wage agreement was implemented. International
partners came to the rescue, including the IMF

with USD 183 million under its Rapid Credit
Facility and six-month debt service relief. With
debt service representing 18% of government
revenue, debt (70% external and 50% commer-
cial) is still a high risk, even if the rescheduling
in 2018 of the portion due to Glencore (15%
of the total and 50% commercial) eased some
of the pressure. Moreover, the banking sector
will remain highly vulnerable due to the close
ties between the state and state-owned banks.
Finally, the country will have to renegotiate a new
Extended Credit Facility with the IMF, after the
previous one, which provided USD 310 million
between 2017 and 2020, was cancelled in
April 2020 because of the crisis.

The current account deficit widened
considerably in 2020 due to the deterioration
in the terms of trade (oil and cotton prices) and
the fall in global demand. By 2021, it is expected
to reduce without coming close to its previous
level. As the terms of trade improve and external
demand rebounds, the trade surplus, which fell
from 12% to 5% of GDP between 2019 and 2020,
will improve. However, the improvement will be
limited, as purchases of equipment needed for
oil investment will increase rapidly. Moreover, this
positive balance is largely offset by the deficit in
the balance of services (especially oil-related),
which is heading towards 20% of GDP. The
improvement in the current account balance
should be sustained by continued transfers
(6% of GDP in 2020) from expatriates and from
international organisations. As usual, the deficit
is expected to be financed by renewed FDI
(5% of GDP), plus the compulsory international
financing, as in 2020.

A well-established president in a
turbulent geopolitical environment

President Idriss Deby, who has been in power
for 30 years, has said that legislative elections
should, in principle, take place in October 2021,
after being postponed several times since 2015.
Meanwhile, President Deby is likely to stand
again as a candidate in the presidential election
scheduled for April 2021. He could win because
the opposition is both divided and weakened
by the regime’s grip on institutions and the
electoral process. While he can count on the
support of the large parliamentary majority of
his party, the Patriotic Movement for Salvation,
popular support is fraying due to the difficult
conditions in which many people live, with
very high youth unemployment. Furthermore,
the conflict between herders and farmers in
several provinces is ongoing and is compounded
by ethnic and religious hostilities. The country
enjoys the military support of France, which
values Chad’s involvement in peace missions,
including the G5 Sahel force and the Multinational
Joint Task Force in the Lake Chad region to fight
against Boko Haram.
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POPULATION
Millions of persons = 2019

19.1
14,772
CLP

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Chilean peso

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I 2+
UNITED STATES [ ] 14%
JAPAN [ ] 9%
EURO AREA [ ] 9%
SOUTH KOREA [ ] 7%
Imports of goods as a % of total
UNITED STATES ] 20%
EURO AREA [ ] 13%
BRAZIL [ ] 8%
ARGENTINA [ ] 5%

* 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

L+
-

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* 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

* Information and Communication Technology

CHILE

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 3.9 1.1 -6.2 4.5
Inflation (yearly average, %) 2.3 2.3 2.9 2.7
Budget balance (% GDP) -1.5 -2.6 -8.7 -4.0
Current account balance (% GDP) -3.6 -3.9 0.0 -2.0
Public debt (% GDP) 25.6 27.9 32.8 375

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

RISK ASSESSMENT

Economy set to rebound amid
supportive copper prices and
an expansionist fiscal stance

The first COVID-19 case was reported on
4 March 2020. At first, a well-calibrated and
dynamic quarantine model was implemented.
Nonetheless, a reckless and hasty easing of
mobility restrictions had to be reverted in May,
when the number of daily new COVID-19 cases
started to surge again. In fact, the number of daily
new COVID-19 cases peaked in June 2020 and
started to decrease afterwards, allowing for
a gradual reopening. In November, a rise in
new cases led to the imposition of relatively
stricter mobility restrictions. Consequently,
the economic contraction in 2020 was larger
than initially expected, even in the presence of
large expansionary policy stimuli. In 2021, the
economy is likely to rebound. First, the ongoing
fiscal stimuli will not be fully unwound, including
USD 2 billion in subsidies aimed at creating new
jobs and recovering those lost during months of
lockdown. This adds to a USD 34 billion plan on
public works for the 2020-2022 period (roughly
14% of 2019 GDP), with most of the investment
set to be private. Moreover, household
consumption should also be supported by the
slow improvement on the job market, the second
withdrawal from pension funds and stable low
inflation. Regarding external sales, exports will
be bolstered by the gradual resumption of global
activity and supportive copper prices. Overall,
the downside risks are related to the evolution
of the COVID-19 pandemic, and the rewriting
process.

Current account back into
deficit; fiscal deficit still high

The current account registered a significant
correction in 2020, mainly driven by a stronger
trade surplus (supported by resilient mineral
exports and the drop in imports due to the
plunge in domestic activity). Regarding the
financing, net foreign direct investment (FDI)
remained positive, albeit lower. In 2021, the
current account balance is expected to return
into deficit, overall driven by the recovery of
economic activity. Nonetheless, FDI should be
enough to cover the external needs. Concerning
the external debt, it stood at around 82% of
GDP in Q3 2020, 67% of which is owed by the
private sector. The negative net international
investment position is still at a moderate level,

at roughly -13.8% of GDP in Q3 2020, mainly
smoothed by the existence of relevant pension
funds’ investments abroad (34% of GDP as of
September 2020). Moreover, the IMF approved a
USD 23.8 billion precautionary two-year Flexible
Credit Line in May 2020. Finally, Chile has
approximately USD 38 billion in foreign exchange
reserves (covering roughly 8 months of imports),
while the Treasury held around USD 22 billion in
Sovereign Wealth funds at the end of September
2020. However, it is important to note that in July
2020, the Congress approved a law allowing a
one-time withdrawal of 10% from pension savings
on an individual capitalization account (a second
similar withdrawal was approved in Congress in
November). Regarding the fiscal account, the
government will still run a high deficit in 2021,
in line with the social pressures for higher fiscal
spending. That said, although gross public debt
will continue to climb, Chile’s long record of
prudent fiscal policy will allow it to continue
accessing affordable market financing.

A fragile political environment
at least until the November
2021 general elections

In response to public dissatisfaction, which
triggered the violent protests in Q4 2019, Chile
held a referendum in October 2020 on whether
the country should draft a new constitution in
order to replace the one imposed in the 1980s
by the Pinochet dictatorship. On this occasion,
Chileans overwhelmingly voted in favour of
going forward with the rewriting and through
a fully elected Constitutional Convention (rather
than a mix of this body and current lawmakers).
The population will choose the 155-member
constitutional body on 11 April 2021. The body
will then start discussions in Q2 2021 and will
have up to a year to draft the new constitution.
Although each clause must be approved by
two-thirds of its members (smoothing the risk
of extremist inputs), uncertainty on the content
of the new constitution will remain high. This
is underpinned by the fact that the obligatory
ratification referendum will only take place
during H1 2022. Overall, the new constitution
is expected to enhance the role of the state in the
provision of social services. Finally, the popularity
of the centre-right President Sebastian Pifiera,
of the currently divided centre-right Chile
Vamos coalition, is expected to remain weak
and thus vulnerable to the passage of populist
measures by the Congress and new rounds of
social protests. Lastly, Chileans will also choose
their president on 21 November 2021.
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CHILE

I $ COUNTRY PROFILES

PAYMENT & DEBT COLLECTION PRACTICES IN CHILE

Payment

Promissory notes, cheques and bills of exchange
are frequently used for commercial transactions
in Chile. In an event of default, it offers credi-
tors some safeguards, including access to the
summary proceeding (juicio ejecutivo). Under
a juicio ejecutivo, based on his appraisal of the
documents submitted, a first instance judge
(juzgado civil) may order a debtor to pay at
the moment of the notification - if the debtor
fails to do so, his property will be seized. These
documents may need to be validated by court
before becoming legally enforceable.

Bills of exchange that are guaranteed by a bank
are widely accepted, though somewhat difficult
to obtain. They limit the risk of payment default
by offering creditor additional recourse to the
endorser of the bill.

Cheques, which are used more often than bills
of exchange or promissory notes, offer similar
legal safeguards under juicio ejecutivo in the
event of unpaid for a cause (protesto), uncovered
cheques, or closed accounts. Checks and the
other mentioned documents, if not paid on time,
can be reported to a Credit Report Company
called Boletin Comercial.

The same is true of the promissory note (pagaré),
which - like bills of exchange and cheques - is an
instrument enforceable by law and, when unpaid,
may also be recorded at Boletin Comercial
(see below). The promissory note needs to be
validated (protestada) by a public notary or in
a judicial trial.

The Boletin Comercial is a company dedicated
to conducting financial risk analysis. It provides
to other information companies (such as Dicom,
SIISA) information about the debts registered
at national level for all kind of debtors. Boletin
Comercial is the official and most important
company, on this matter, at national level
under the authority of the Santiago Chamber of
Commerce (Cadmara de Comercio de Santiago).
Both, Companies and individuals, can be regis-
tered as debtors in the Boletin Comercial. The
register provides key financial information that
can be consulted by anyone who is interested
in obtaining a picture of the financial behaviour
of a Company or individual.

Electronic transfers via the SWIFT network,
widely used by Chilean banks, are a quick, fairly
reliable, and cheap instrument.

Debt Collection

Amicable phase

Collection begins with an amicable collection
process where parties can agree on a payment
settlement or other payment plan. The length
of this amicable phase depends on the prede-
fined term of the documents supporting the
debt (cheque, invoice, promissory note, bill of
exchange). A formal notice is sent by a recorded
delivery letter inviting the debtor to pay.

If the parties did not include any specific clauses
in the commercial contract, the applicable rate
for delays on the payment is the conventional
interest rate as defined by the central bank of
Chile on a periodical basis.

Ordinary proceedings

When a settlement agreement cannot be
reached with the debtor, the creditor will
initiate a legal collection process ruled by local
civil procedure.

Aside from the juicio ejecutivo creditors who
are unable to settle with their debtors out
of court may enforce their right to payment
through the corresponding legal action ruled
by the civil procedure. According to the local
procedural laws, there are two kinds of judicial
collection procedures; i), ordinary proceedings
(Juicio ordinario); ii) and abbreviated proceeding
(Juicio sumario) depending on the value of the
sued amount and the type of documents that
support the debt.

The claimant needs to explain the basis for
their legal action and enclose all supporting
documents (original copies) and evidence.
After the first presentation in court, the judge
will decide whether the legal action has basis
or not. If the judge considers there are enough
arguments and evidence, he will give course
to the process.

All judicial action needs the presence of a
barrister or solicitor (lawyer), whether taking
place in front of a minor court (Juzgados -
primera instancia) or superior court (Corte
Apelaciones o Suprema — segunda instancia).

Debtors can dispute ruling with motivated
arguments that law contains at the Cddigo
de Procedimiento Civil (Civil Procedure Code,
defences) such as payment of debt, prescription,
compensation, etc. Judges will consider these
arguments and will accept or reject the defence.
It is important to note that, while the defences
of the debtor are discussed by the parties in the
trial, the steps relating to seizure of assets are
not stayed. The idea of this is that the debtor
cannot delay the procedure unnecessarily.

Trials can last from six months up to two years,
depending on the document, the debtor’s
defence, and if an appeal is filed following the
initial judgement.

Enforcement of a Legal Decision

Domestic judgments are enforceable when all
appeals have been exhausted. If the debtor fails
to comply with the decision, the court can order
an auction of the debtor’s assets. Collection from
a third party owing to the debtor is not possible.

Foreign judgments may be enforced if the
Supreme Court validates these through an
exequatur proceeding. Chilean law only reco-
gnises foreign judgements on a reciprocity basis:
the issuing country must have an agreement with

Chile regarding recognition and enforcement
of legal decisions. Proceedings can last from
between one to two years and the amounts
to recover decrease because it is not possible
to request the restitution of taxes paid to the
treasury, which national companies can require.

Insolvency Proceedings

Out-of court proceedings

Extra-judicial reorganization

The 2014 bankruptcy law recognizes agreements
between creditors and debtors that are reached
outside of a bankruptcy proceeding, whereby
a court approves the agreement that was
developed outside of the bankruptcy court. In
order to be approved, two or more creditors
whose claims represent at least 75% of the total
claims corresponding to their respective group
must accept the plan.

Chilean law distinguishes different categories
of creditors during a bankruptcy process,
e.g. employees owned money, creditors that
have a mortgage (usually banks), etc. Creditors
in these categories have preference for payment
over others. If creditors do not meet the criteria
to be part of these categories, they do not
receive have any kind of preference for payment.

While considering the approval of said plan, the
court stays the procedure and the legal actions
against the debtor. However, during this time
also, the debtor is prohibited from disposing
of any of its assets. After approval, the plan
has the same effect as a judicial reorganization.

Restructuring proceedings

Restructuring processes carried out without
a formal bankruptcy process are also carried
out through a court trial at the request of the
creditor(s). In the event that the debtor is not
able to reorganize his debt through any agree-
ment or negotiation, creditors may request the
liguidation of the company.

Judicial reorganization

These agreements are more formal than extra-ju-
dicial agreements, and can only be filed by
debtors, as they have to declare their insolvency
to the court. The proceedings apply to both
secured and unsecured creditors. Once debtors
enter the judicial reorganization process, they
must subsequently propose a reorganization
plan, which requires the approval of at least two
thirds of the total number of creditors.

Liguidation

Liquidation is organized through a single
procedure initiated upon demand of the debtor
or creditors. The latter can file for bankruptcy
when a debtor defaults without appointing an
administrator for its business. Once bankruptcy
is declared, a trustee is given responsibility for
the debtors’ business and assets.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION

Millions of persons - 2019 1,4OOI1
e 10,522
CNY

CURRENCY

Yuan Renminbi

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES I
EURO AREA ] 12%
HONG KONG [ ] 1%
JAPAN [ ] 6%
SOUTH KOREA [ ] 4%
Imports of goods as a % of total
EURO AREA I -
SOUTH KOREA ] 8%
TAIWAN ] 8%
JAPAN ] 8%
UNITED STATES [ ] 6%

* Sovereign risk contained as public debt
remains mainly domestic and denominated
in local currency

« Reduced risk of (private) external over-inde-
btedness thanks to the high level of foreign
exchange reserves

« Gradual climbing in global value-chains as
part of China 2025

« Dynamic services sector, led by e-commerce
trends

« Good level of infrastructure

o

* High corporate indebtedness set to impact
growth potential

* Dependency on imports of key technology
components

« Misallocation of capital to the SOE sector
could erode long-term potential growth

« Ageing population, resulting in high public
expenditure and higher labour costs

« Environmental issues

« Increasing tensions with India

« Risk that the real estate bubble bursts

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

VERY HIGH

* Information and Communication Technology

N
)

i !

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 6.6 6.1 2.3 7.5
Inflation (yearly average, %) 2.1 2.9 2.9 2.7
Budget balance (% GDP) -4.7 -6.3 -11.9 -11.8
Current account balance (% GDP) 0.2 1.0 1.3 0.7
Public debt (% GDP) 48.8 52.6 61.7 66.5

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

RISK ASSESSMENT

Growth set to recover amid
persisting downside pressures

China’s GDP is expected to rebound in 2021,
but the recovery should remain uneven due to
a weak outlook in domestic demand, despite
an uptick in retail sales and investment. China
is continuing to rebalance its economy towards
a consumption-oriented economy, in line with
the “dual circulation” target in its 14" five-year
Plan. High corporate indebtedness (151%
of GDP in 2019) and demographics remain
concerns to the outlook in the longer-term.
Cyclical factors will also continue to weigh on
the outlook. Trade tensions between the U.S.
and China are unlikely to ease under Biden’s
administration, who is aligned with Trump on
a tougher stance towards China, and existing
tariffs should continue to exert downside
pressure on Chinese growth, shaving off 0.7%
from the GDP. While the Phase One trade deal
signed in January 2020 had cooled tensions,
China is unlikely to meet the import target,
which would become a threat to the deal. As
of September 2020, China had only imported
half (USD 65.9 billion) of the total products
required (USD 124.9 billion) from the U.S. That
said, exports were resilient in 2020 amid the
pandemic, driven by a strong demand for
medical supplies and benefited from a reduction
in the other countries’ manufacturing capacities.
This led the Purchase Managers Indexes (PMI)
to rebound from their pandemic-induced
negative level into the expansion territory, and
should extend into 2021, albeit at a slower pace,
as trade partners would barely be emerging
from the second wave of lockdown measures.
The manufacturing sector, which accounts for
40% of GDP, is set to have positive spillovers on
domestic demand as unemployment is gradually
declining towards pre-COVID-19 levels, reaching
5.2% as of December 2020. Therefore, household
demand (39% of GDP) is likely to recover
gradually in 2021, albeit slowly. The stimulus
package (4.5% of GDP) unveiled in May 2020,
aimed at boosting investment, showed only
little support for Chinese consumers. As such,
the pandemic and the government’s response
slowed down the shift into a consumption-driven
economy. Inflation is expected to drop slightly
despite an uptick in demand post pandemic.
Pork prices have been easing since September
2020 as African Swine Fever cases are on a
downward trend. Private investment should
recover in 2021, as business sentiment improves
amid higher profits and earnings, after dropping
by -29.5% year-on-year in the first half of 2020.

High debt levels exacerbated
by the pandemic

The current account surplus is likely to narrow
in 2021. Private consumption, which should
gradually recover, would spur imports to expand
at a faster pace than exports. The currency has
been under pressure from trade tensions and
the pandemic, but has remained broadly stable,
as policymakers tightened capital controls and
probably intervened in forex markets to prevent
a steep depreciation. Despite the pandemic-in-
duced shock, China appeared to be spared from
capital outflows due to the capital controls. China
continues to receive a large amount of Foreign
Direct Investment (FDI), but a rapidly ageing
population and a dwindling trade surplus may
impair its ability to generate savings that are
significant enough to finance adequately the
systemic build-up in debt in the long-term.

Debt levels, exacerbated by the pandemic, will
remain extremely high (335% of GDP according
to the IIF), with the bulk of it being owed by
non-financial corporations. These corporations,
predominantly state-owned, are struggling with
high levels of debt and overcapacity. That said,
state-owned enterprises (SOE) are mostly
owned by provinces, which are inclined to keep
them alive in order to avoid popular discontent.
Moreover, corporate debt is difficult to assess
due to shadow banking. That said, the shadow
banking industry might continue to shrink in
2021, as regulators are looking to introduce
more restrictions on the sector. For instance,
China’s Supreme Court cut the ceiling of the legal
informal lending rate in August 2020, which is
a move aimed at supporting the development
of the private lending sector.

Rebalancing towards domestic
oriented policies

On the domestic front, Beijing unveiled the
14 five-year Plan with no particular GDP growth
target, although it is seeking to increase GDP
per capita (USD 10,276 in 2019) to a moderate
high-income economy (USD 12,536 according
to the World Bank’s threshold) by 2035. The
new five-year plan will also focus on a dual
circulation model, rebalancing the economy from
a predominantly export-led strategy over the last
decades to a domestic driven economic activity
that relies on domestic production, distribution
and consumption. As such, this would help to
reduce the dependence on foreign markets in
times of external shocks. On the external front,
despite Biden'’s election, tensions between the
U.S. and China are unlikely to ease much. Biden
is expected to take up a tough stance against
China, although possibly less confrontational
than Trump’s, as he would seek to rely more
on U.S. allies to confront China.
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I $ COUNTRY PROFILES

PAYMENT & DEBT COLLECTION PRACTICES IN CHINA

Payment

Cash payment is usually used for face-to-face
domestic retail transactions. Due to tight capital
controls imposed by the authority, an individual
can only purchase up to USD 50,000 each year.
Furthermore, when a Chinese company makes
an international payment in a foreign currency,
the company must submit a foreign currency
payment application with the local bank, along
with supporting documents like sales contracts
and invoices. The whole process can be quite
lengthy and it is possible that the bank will reject
the transaction.

Commercial Acceptance Drafts (CAD) and Bank
Acceptance Drafts (BAD) are both common
methods of payment for Chinese companies.
These are two negotiable instruments: while CAD
is issued by companies to entrust the payer to
unconditionally pay the specified amount to the
beneficiary on the date, BAD is issued by the
acceptance applicant, entrusting the acceptance
bank to make unconditional payment of a certain
amount of money to the payee or bearer on the
designated date. In practice, BAD is regarded as
safer and therefore more accepted than CAD.

Letter of credit and cheques are also used, but
are less popular in China. The use of letters of
credit is typically confined to big companies,
and cheques are used infrequently by both
individuals and companies.

SWIFT bank transfers are also among the most
popular means of payment as they are rapid,
secure, and supported by a developed banking
network, both internationally and domestically.

Debt Collection

Amicable phase

The creditor makes phone calls and sends letters
of collection to chase the debtor for payment. If
debtor is responsive and acknowledges the debt,
the two parties will negotiate payment plans to
try to have payment settled. In the existence
of a dispute, both parties need to come to an
agreement or offer discount on debt amount.

Legal proceedings

The Chinese court system is complex. It is
divided into multiple tribunals at different
levels. The basic People’s Courts are at the
lowest level with the County People’s Courts
or Municipal People’s Courts. The basic People’s
Courts have jurisdictions over most cases of
first instance. Intermediate People’s Courts
handle certain cases in first instance, such as
major foreign-related cases, as well as appeal
proceedings brought against decisions rendered
by the basic People’s Courts. At the Higher level,
the High People’s Courts decide on major cases
in first instance. The Supreme People’s Court is
at the highest level, which handles interpretation
issues, and has jurisdiction over cases that have
a major impact nationwide.

Fast-Track Procedure

If the debt is purely monetary, there are no
other debt disputes between the creditor and
the debtor, and the repayment order can be
served on the debtor, the creditor can apply
for a repayment order against debtor with the
court. The debtor has 15 days to repay the debt
after the order is issued; otherwise, he must
submit a defence before the payment deadline.
If debtor fails to do either, the creditor can apply
for enforcement. However, if debtor’s written

defence or objection is approved by the court
and the ruling for terminating the debt payment
order is issued, the debt payment order will
be invalidated and the creditor can choose to
pursue legal action. In practice, creditors do
not usually use the fast-track procedure and
will immediately initiate legal proceedings when
the amicable phase fails.

Ordinary Procedure

Legal proceedings commence with the creditor
lodging the case and submitting statement
of claims with the court with corresponding
jurisdiction. Once the case is accepted, court
summons will be delivered to parties involved.
Usually within one month, the first hearing will be
arranged and the court will make a final attempt
to reach a payment agreement between creditor
and debtor via mediation. If no agreement
can be reached, the litigation continues with
several rounds of hearings, before a judgement
is rendered by the court.

In theory, a first instance ruling could be
rendered within six months after the case’s
acceptance, but in practice, proceedings can last
longer as the complexity of the case increases
(for example, when there is more than one
creditor, or when a foreign party is involved).
In some cases, the whole process can last to one
to two years. Furthermore, appeal proceedings
must be terminated within three months after
appeal acceptance.

Enforcement of a Legal Decision

Domestic judgments, once obtained, can be
executed by, for example, seizing the debtor’s
bank accounts, property, or by a transfer of
rights. The creditor can apply for enforcement
with the People’s Court or with an enforce-
ment officer.

For foreign judgments, the recognition and
enforcement is based on the provisions of an
international treaty concluded or acceded to by
both China and the foreign country or under the
principle of reciprocity. In practice, enforcing
foreign arbitral awards is easier than enforcing
foreign court decisions in China, because over
150 countries including China have signed and
ratified the United Nations Convention on the
Recognition and Enforcement of Foreign Arbitral
Awards (New York, June 10, 1958).

Another method of enforcement is the
“Arrangement on Reciprocal Recognition
and Enforcement of judgments in Civil and
Commercial Matters” (REJA) between China
and Hong Kong. There are similar arrangements
between mainland China and Macao, as well as
between mainland China and Taiwan. It provides
a legal basis for Chinese courts to enforcement
judgments from Hong Kong, Macao, and Taiwan.
It allows creditors to use courts from Hong Kong,
Macao, and Taiwan for cases in mainland China.

Insolvency Proceedings

Parties may agree debt restructuring arrange-
ments without going to court. However, such
arrangements must not jeopardize the interests
of any other creditors - otherwise, they may
subsequently be declared invalid in any court
bankruptcy proceedings.

The 2007 Chinese enterprise bankruptcy law
sets out three types of formal bankruptcy
proceedings: bankruptcy, reorganization
and reconciliation.

Restructuring proceedings

This can prevent a company with plentiful assets
while experiencing cash flow difficulties from
entering bankruptcy. Either debtor or creditor
can apply with the court for Restructuring, which
allows debtor to manage its properties under
an administrator’s supervision. A restructuring
plan should be approved by a majority of
creditors in each voting class (secured, creditors,
employees...) at creditor’'s meetings, then sent
to the court for approval within ten days from
the date of adoption.

After the implementation of the restructuring
plan, the administrator will supervise and submit
report on debtor’s performance with the court.
The administrator or debtor must file an appli-
cation to the court for approval within ten days
from the date of adoption.

Reconciliation

This procedure allows the company to settle
its liabilities with its creditor prior to the court
declaration of debtor’s bankruptcy. The debtor
directly submits a payment proposal to the
court and upon receiving court’s approval on
compromise payment proposal, the debtor will
recover its properties and business from the
administrators. The administrator will supervise
debtor’s performance and report to the court. If
the debtor fails to implement the compromise
proposal, the court will terminate this procedure
and declare debtor bankrupt as requested by
the creditors.

Bankruptcy

The procedure has the purpose to liquidate an
insolvent company and distribute its assets to
its creditors. The bankruptcy request should be
applied with the court and the request can be
sent both in the name of debtor and a creditor.
Once accepting the bankruptcy petition, the
court will appoint an administrator from the
liguidation committee and debtor will be noti-
fied within five days and is required to submit
financial statement to court within 15 days.
The administrator will verify the claims and
distribute the assets to creditors. After the final
distribution is completed, the court will receive
administrator’s report and decide whether to
conclude the proceedings within 15 days.

Special provisions regarding
enterprise bankruptcy
proceedings during the
2020 COVID-19 pPandemic:

1. In the event of creditors applying for a
company’s bankruptcy proceedings due to
debtor’s debt payment default as a result
of the pandemic or pandemic prevention
measures, the people’s court should
endeavour to prevent debtor’s bankruptcy by
actively facilitating debt negotiation between
debtor and creditor with measures such as
payment instalments, extension of credit
terms, revising the contract prices.

2. The court should distinguish the compa-
nies under financial distress mainly due to
COVID-19 from the ones already suffering
from financial difficulties prior to the
pandemic. For the former, the bankruptcy
proceeding shall be prevented, while for the
latter, the court shall let them go bankrupt.
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POPULATION
Millions of persons - 2019

50.4
6,423
COP

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Colombian peso

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES D
CHINA ] 12%
EURO AREA [ | 10%
PANAMA [ ] 6%
ECUADOR [ ] 5%
Imports of goods as a % of total
UNITED STATES I -
CHINA ] 21%
EURO AREA [ ] 13%
MEXICO [ ] 7%
BRAZIL [ ] 6%

« Ports on two oceans
« Large population (almost 50 million)

gas, coal, gold)
« Significant tourism potential
« Institutional stability

o

« Plentiful natural resources (coffee, oil and

« Sensitivity to commodity price movement

and the economic situation in the U.S.

« Relatively undiversified economy (in terms

of manufacturing)

* Shortcomings in road and port infrastructures
due to historically low levels of investment
* Problematic security situation because of
drug trafficking and illegal mining, as the
2016 peace agreement is slowly implemented,

particularly in the countryside

« Structural unemployment, poverty and
inequality; deficient educational and healthcare

systems
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Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.5 3.3 -7.0 3.7
Inflation (yearly average, %) 3.2 3.5 2.4 2.1
Budget balance (% GDP) -4.7 -2.5 -8.2 -5.2
Current account balance (% GDP) -3.9 -4.3 -3.3 -3.6
Public debt (% GDP) 53.7 52.3 68.0 68.0

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

RISK ASSESSMENT

A partial economic rebound
for Colombia in 2021

Colombia registered its first COVID-19 case on
6 March 2020 and the government declared
a lockdown on 25 March. Subsequently, the
quarantine ended on 1 September 2020, but
with a new rise in contagion during the end of
year holiday season, curfews were implemented
in January 2021in selected cities where ICU use
was high. Because of the containment measures
and the collapse in external demand, and despite
the stimulus implemented, the country was still
highly impacted by the virus. Moreover, the sharp
drop in energy commodity prices also took its
toll on GDP, since fuels and extractive industry
products account for roughly 56% of total
exports and 10% of GDP (according to figures
of 2019). In 2021, the economy will partially
rebound. Household consumption should be
supported by the gradual improvement on the
job market and low inflation. Furthermore, gross
fixed investment is expected to benefit, to some
extent, from the development plan launched
by the government in August 2020 named
Compromiso por Colombia, which aims at
generating USD 30 billion (9% of 2019 GDP) in
public and private investments (encompassing
existing infrastructure, clean energy generation
and rural development), as well as creating one
million jobs. Finally, external sales are likely to
improve thanks to the recovery of global activity
and relatively higher energy prices. Risks to the
recovery scenario are related to the evolution
of the COVID-19 pandemic, the behaviour of
oil prices and the risk of a new round of social
protests.

Current account deficit set to
widen in 2021, fiscal deficit
will remain elevated

The current account deficit narrowed in 2020,
thanks to a reduced income deficit amid a strong
contraction of profits linked to foreign companies
operating in the country. On the other hand,
the services and trade deficits remained quite
stable, with the latter account reporting large
drops in both imports and exports. Meanwhile,
FDI registered a sharp slide and were probably
not able to fully cover the current account deficit.
In order to meet the external financing needs,
the government issued bonds on international
markets and mainly contracted long-term
credits with foreign multilateral banks. As a
reference, total external debt stood at 53.6%

of GDP in July 2020, up from 42.7% of GDP in
December 2019, with 29.6% of GDP public-owed
and 23.9% private-owed (up from 22.8% and
19.9%, respectively). Moreover, non-resident
holding of local-currency government bonds
is another risk factor (around USD 21.5 billion or
7.7% of GDP). As such, to improve the country’s
external pillars, the government assured the
expansion of the Flexible Credit Line with the
IMF from roughly USD 11 billion to USD 17.3 billion
(withdrew USD 5.4 billion in December 2020).
In September 2020, foreign exchange reserves
stood at USD 56.9 billion (covering approxima-
tely 16 months of imports). In 2021, the current
account deficit will widen, as domestic demand
will resume (increasing imports and foreign
companies” profits), which should offset the rise
in exports supported by higher external demand
and relatively better oil prices. Conversely, the
higher economic momentum will support a
rebound in FDI, which will recover its role as
a major current account financer. Regarding
the fiscal accounts, the COVID-19’s negative
shock led the Fiscal Rule Advisory Committee
to suspend government deficit limits in 2020 and
2021, giving the authorities additional fiscal space
to face the consequences of the crisis.

Elevated political risk amid
weaker social indicators and
episodes of violence

The popularity of President Ilvan Duque fell to
31% in October 2020, from 52% in April 2020.
This sharp drop was induced by the political
wear and tear caused by the quarantine, the
social consequences of the crisis, and the
uptick in violence. After the mass protests in
Q4 2019, social tensions regained momentum
in September 2020 because of the death of a
student in police custody. This led thousands of
people to protest against police brutality and to
demand an institutional reform. Furthermore,
a large number of social organizations and
trade unions also resumed their protests in
October 2020, condemning violence as well as
the government’s social and economic policies.
Indeed, in early November 2020, thousands of
former FARC guerrillas rallied in the country to
protest against the murder of 236 ex-combatants
since the 2016 peace agreement, who were
victims of paramilitaries and criminal gangs. The
government condemned the mass killings, but, at
the same time, downplayed their recent rise and
defended security forces. Overall, the recent rise
in social tensions are reducing the government’s
political capital, blowing the chances of passing
important reforms (including the tax reform).
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PAYMENT & DEBT COLLECTION PRACTICES IN COLOMBIA

Payment

The invoice is the security title most frequently
used for debt collection in Colombia. When a
sale has been made, the seller ought to issue one
original invoice and two copies. The original must
be kept by the seller to be used for legal issues.
One copy is then handed to the buyer, and the
other is kept by the seller for accounting records.
Likewise, in Colombia, the implementation of
the electronic invoice was regulated, which is a
document that supports transactions for the sale
of goods and/or services that operate through
computer systems that allow compliance with
the characteristics and conditions established in
relation to the expedition, receipt, rejection and
conservation. They always have an equity value
with credit, corporate or participation content
and tradition or representative of merchandise.

Other payment methods used in Colombia
are bills of exchange, cheques, promissory
notes, payment agreements, bonds, bills of
landing, or waybills. They are commonly used
in domestic business transactions, and tend to
be considered as debt recognition titles that
can facilitate access to fast-track proceedings
before the courts.

Bank transfers are developing rapidly in
Colombia. SWIFT bank transfers are an
increasingly popular method of payment for
international transactions. For large-value tran-
sactions, payments are made through a national
interbank network called SEBRA (Electronic
Services of the Bank of the Republic), which
uses a real-time settlement system. SEBRA in
turn uses two systems: CEDEC (cheque clearing
system) and CENIT (national electronic interbank
clearing). For small-value payments, cash and
cheques predominate.

The most used payment method in Colombia
is bank transfer for business transactions and
checks in smaller proportion, cash is a method
used in Colombia but more associated with
small businesses, in our case, we do not receive
cash payments.

Currently, Colombian companies are implemen-
ting electronic invoicing according to resolution
n° 20, March 2019.

The service company already has the electronic
billing system, while the insurance company'’s
project is suspended by the regulator, that means
that the electronic invoice is considered as a
debt recognition title to bear a legal right on a
service or a good.

There are other forms of payment such as
bills of exchange, promissory notes, payment
agreements, bonuses, landing letters or road
maps. They are commonly used in national
business transactions however it does not apply
for our business.

By last, foreign currency billing is permitted
among tax residents in Colombia for some type
of operations, the reinsurance and insurance
operations are part of these, so we can issue
a foreign currency policy for the export line of
business, having said that, we can also make and
receive claims payments in foreign currency.

Debt Collection

Amicable phase

The amicable phase is a recommended alterna-
tive to formal proceedings. Under Colombian
law, conciliation or mediation hearings before
commencing formal proceedings are mandatory.
Pre-trial mediation must also be conducted in
administrative litigation.

The creditor begins the amicable recovery
process by reminding the debtor of the debt
owed over the telephone. If this is unsuccessful,
through an email or a registered letter the
creditor subsequently requests immediate
payment of the debt. If the debt is paid, the
debtor will not bear the penalty interest, charges
nor legal fees.

Legal proceedings

Fast-track proceedings

When the debt is certain and undisputed (such
is the case for a bill of exchange), the creditor
can initiate summary proceedings to obtain a
payment order. The debtor must comply with
the decision within 10 days or submit a defence.

Ordinary proceedings

The debtor must be notified through a writ
that the judge has authorized the proceedings.
The debtor must then answer the claim within
20 days. If the debtor fails to do so, the judge can
render a default judgment depriving the defen-
dant from their right to appeal. Otherwise, the
court will invite the parties to attend a mediation
proceeding in order to reach an agreement. If
an agreement cannot be reached, the parties
will present their arguments and evidences.
Afterwards, the court will render a decision.

In principle, first instance decisions ought to
be rendered within a year, while Courts of
Appeal will render these within an additional six

months period of time. Nevertheless, in practice,
Colombian courts are unreliable, and it can take
up to five years to obtain a first instance ruling
and ten years for a full disputed lawsuit.

Enforcement of a Legal Decision

Domestic judgments become enforceable when
all venues of appeal have been exhausted.
Compulsory enforcement occurs through the
seizure and auctioning of the debtor’s assets.
Nevertheless, collection of the debt from a third
party is possible through a garnishment order.

For foreign awards, domestic courts will normally
enforce them provided that they have been
recognized by the Supreme Court through the
exequatur procedure. Colombian courts will not
recognize foreign decisions issued in countries
which do not recognize Colombian decisions.

Insolvency Proceedings

Insolvency proceedings in Colombia are ruled
by the 2006 Colombian Insolvency Act, which
sets out reorganizations proceedings and judicial
liquidation proceedings.

In cases of insolvency or bankruptcy, the
process must be filed with the Superintendencia
de Sociedades with the requirements of the
law 1116 of 2006. The case will then be assigned
to an agent or liquidator, according to the
situation of the debtor company.

Out-of court proceedings

Debtors may discuss debt restructuration
agreements with their creditors before becoming
insolvent. The final agreement must be validated
by an insolvency judge.

Reorganization

The proceedings start by filling of a petition by
the debtor, one or more of the creditors, or by
the Superintendent. If admitted, the debtor is
deemed insolvent and all enforcement claims
are stayed. The reorganization plan is submitted
by the debtor, and the creditors and the judge
must approve it. The court may designate a
“promoter” in order to manage the business.

Liquidation

This occurs as a result of a failure to reach a
reorganization compromise, or when the debtor
has failed to abide by the negotiated terms.
It can be requested by the debtor and the
creditors. A liquidator is appointed to establish
a list of creditors’ claims and to manage the
estate’s liquidation.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons = 2019

97.9
509
CDF

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Congolese franc

TRADE EXCHANGES

I
Exports of goods as a % of total

CHINA

SOUTH AFRICA
TANZANIA

UNITED ARAB EMIRATES
MOZAMBIQUE

42%
23%
10%
6%
4%

Imports of goods as a % of total

CHINA

SOUTH AFRICA
EURO AREA
ZAMBIA
UNITED ARAB EMIRATES .

27%
13%
8%
6%
5%

« Abundant mineral resources (copper, cobalt,

diamond, gold, tin etc.)
Q « Significant hydroelectric potential
cooperation in resolving conflicts i
Great Lakes region

* International involvement and regional

n the

* Weak infrastructure (transport, energy,

telecommunications)
* Poor security and humanitarian situ

of the country

Ebola virus disease

ation,

with numerous armed militias in the east

« Risk of a resurgence of an epidemic of the

« Extremely dependent on commodity prices
« Poor governance, questionable electoral

process

T

DEMOCRATIC
REPUBLIC
OF THE CONGO

W

== Minshana

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 5.8 4.4 -1.7 2.1
Inflation (yearly average, %) 29.3 4.7 16.3 14.0
Budget balance (% GDP) 0.1 -0.7 -2.1 -1.5
Current account balance (% GDP) -3.6 -3.8 -4.8 -4.1
Public debt (% GDP) 15.3 14.8 16.1 13.4

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

RISK ASSESSMENT

The mining sector is the main
benchmark for the recovery

In 2020, measures aimed at limiting the spread
of COVID-19 pushed the economy into recession.
In 2021, activity, although still limited, is expected
to return to growth. It will be supported by
increased mining exports (about 17% of GDP).
Shaken by the post-pandemic crisis, international
metal prices should overall be more favourable,
while production volumes should increase. The
production of copper and cobalt (over 85%
of exports in 2019), which, despite the crisis,
increased in 2020, is expected to strengthen. The
Kamoa-Kakula project, which should come into
production in the summer of 2021, will notably
boost copper production. Despite a difficult
business environment (insecurity, epidemics,
weak infrastructure, unpredictable operating
environment, illegal mining), the opportunities
presented by this sector should continue to
attract private foreign investment. Domestic
investment, on the other hand, should suffer
from the rise in the key interest rate from
7.5% to 18.5% in August 2020. Moreover, if the
favourable outlook for the mining sector (14%
of budget revenues) is confirmed, it should
support government spending. Nevertheless, the
authorities may be forced to exercise restraint in
public spending as the deficit widened in 2020.
Household consumption will contribute to
growth, benefiting from the easing of restrictions
to limit the spread of COVID-19 and the recovery
in the agricultural sector (about 65% of formal
employment). Nevertheless, with nearly 75% of
the population living below the international
poverty line, its contribution will be limited.
Moreover, these low incomes are expected
to continue to be put under pressure by high
inflation, despite a likely decline in 2021 thanks
to a relative stabilisation of the Congolese franc.

Public and external accounts
all the more vulnerable
as a result of the pandemic

In 2020, low revenue mobilisation and
expenditures to respond to the COVID-19 crisis
have widened the budget deficit. In 2021, it is
expected to narrow thanks to improved revenue
collection. Nevertheless, the balance is expected
to remain in deficit in view of relatively high
expenditures. These will be dominated by the
wage bill, which will absorb 57% of the projected
revenues according to the initial 2021 budget law.
The execution of capital expenditure will depend
heavily on donor funding. The low level of public
debt limits the risk of over-indebtedness, but the
associated servicing costs could quickly become
unsustainable given the low tax burden (around
8% of GDP). Benefiting from the G20 debt service
suspension initiative, this risk nevertheless seems
to be contained in the short term.

In 2021, the current account deficit is expected
to narrow, notably owing to a rebound in mineral
exports. It should allow for a return to a surplus
in the balance of goods. Nevertheless, it will
be largely offset by imports of services in this
sector, which will fuel a deficit in the services
account. Furthermore, repatriation of profits
by companies, mainly foreign mining operators
established in the DRC, should widen the income
deficit. By contrast, the positive balance of the
transfers account should grow, to the benefit of
an increase in current international cooperation.
While the current account deficit should continue
to maintain downward pressure on the Congolese
franc, which has lost more than 15% of its value
in 2020, its financing by FDI in mining projects
and concessional external loans should help to
slow the depreciation. With foreign exchange
reserves at a critical level (less than one month
of import cover), the country’s external position
remains exposed to a commodity price shock.
After benefiting from an IMF Rapid Credit Facility
in 2020 to address the impact of the pandemic on
the terms of trade, the country’s authorities have
initiated negotiations to conclude a three-year
agreement with the Bretton Woods institution.

Growing political divisions
in a precarious security
and humanitarian climate

In December 2018, after two years of postponing
the general elections, and after an electoral
process whose integrity was questioned by
many observers, including the influential Catholic
Church, Felix Tshisekedi was declared winner
of the presidential election, marking the end
of nearly 18 years as head of state for Joseph
Kabila. The latter nevertheless remains a key
figure on the political scene, notably retaining
influent in Parliament, where his party, the
Common Front for Congo (FCC), has retained
a majority in both chambers. Nevertheless, the
coalition agreement between the FCC and the
president’s party, Cap for Change (CACH), did
not withstand the divisions, particularly over the
nominations to the Electoral Commission, between
pro-Tshisekedi and pro-Kabila. In December 2020,
Felix Tshisekedi thus ended the power-sharing
agreement with his predecessor and said he
would seek to build a new coalition. These political
struggles could precipitate legislative elections in
2021, which would be held in a precarious social
climate. In 2020, restrictions aimed at containing
the spread of the COVID-19 pandemic have fuelled
social demands, in addition to those relating to
the prevalence of poverty, corruption, weak
governance and insecurity. Despite cooperation
efforts with neighbours in the Great Lakes region,
armed militia activity in the east of the country
(South Kivu, North Kivu, Ituri) remains strong,
fuelling a humanitarian crisis aggravated by
outbreaks of Ebola disease. Although the 10t
and 11" epidemics officially ended in 2020, the
risk of resurgence remains high. Social, political,
security and humanitarian instability contributes
to a highly constraining business climate.
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COUNTRY RISK D

BUSINESS CLIMATE D

POPULATION
Millions of persons - 2019

4.6
2,746
XAF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc

TRADE EXCHANGES

I
Exports of goods as a % of total

CHINA

INDIA [ ] 13%

EURO AREA [ | 1%
GIBRALTAR [ ] 7%
UNITED STATES ] 3%

Imports of goods as a % of total

EURO AREA |
CHINA [ ] 1%
ANGOLA [ | 6%
UNITED STATES [ | 5%
CAMEROON [ ] 4%

« Abundant natural resources (oil, gas, iron
ore, timber, potash) and agricultural potential

« Potential for economic diversification with
the opening of free zones

* Membership of CEMAC

« Patience and discretion on the part of
international and bilateral financial partners

« Development projects funded by partners

o

« High dependence on oil

*« Weak manufacturing activity, leading to
dependence on imported goods

« Lack of communication, education, health
and urban infrastructure

« Insufficient poverty reduction despite oil wealth

« Disadvantageous business environment:
poor governance, corruption, informality

« Lack of transparency on the use of the oil
windfall, despite progress in the implementation
of the EITI standard

« External and domestic over-indebtedness,
not taking into account the disputed arrears
(14% of GDP), the unsecured debts of public
companies (9%) and the debt of the national
oil company vis-a-vis operators, which alone
increases the debt by a third

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) -6.2 -3.5 -8.0 0.0
Inflation (yearly average, %) 1.2 2.2 2.5 2.7
Budget balance (% GDP) 5.8 5.8 -2.0 0.0
Current account balance (% GDP) 1.5 3.5 -6.0 0.0
Public debt* (% GDP) 88.0 90.0 105.0 100.0

(e): Estimate. (f): Forecast. *Excluding disputed arrears, SNPC debt to oil companies, unsecured debts of public companies.

RISK ASSESSMENT

Growth conditioned by
oil production

The decrease in the price and production
(-17% in 2020) of oil (60% of GDP), added
to the measures taken to contain the
COVID-19 pandemic (lockdown, border closures,
curfews, closure of non-essential businesses
etc.) led to a deep recession in 2020. 2021 is
expected to see a stabilisation of activity. The
average price of oil over the year is expected to
be slightly higher and production is expected to
benefit from the increase in quotas provided for
by the OPEC+ agreement. This will automatically
benefit exports, of which oil constitutes 90%.
However, despite the exploitation of new fields
(Moho, Banga-Kayo, Néné-Banga), operational
constraints could limit the recovery. Agricultural
production (7% of GDP) is also expected
to increase, barring further severe flooding.
Household consumption, which has suffered
greatly from the lockdown and the associated
drop in income, will pick up again, with some
benefit to services (40% of GDP). Investment is
also expected to pick up again in the framework
of public-private partnerships, notably with
Chinese partners under the aegis of COIDIC
for the construction of a refinery and a gas
power plant at Pointe-Noire, the renovation of
the railway line between the Mayoko iron mine
and Pointe-Noire in collaboration with the local
operator SAPRO, mobile telephone coverage, or
the continued creation of four special economic
zones (including one at Pointe-Noire) aimed
at diversifying the economy. However, some
COVID-19-linked restrictions could persist for
at least several months, as a resumption of the
epidemic was observed at the end of 2020, due
to the observation of measures made difficult
by difficult living conditions (close contact,
day-to-day income, and informality). Moreover,
poor payment behaviour in the public sector will
continue to hamper activity in the non-oil sector.

Over-indebtedness that
is difficult to reduce

The large public surplus gave way to a small
deficit in 2020. This is mainly due to the fall in
oil revenues (65% of the total), as the authorities
have attempted to increase revenues and reduce
non-essential expenditure, while at the same
time opting not to pay all their suppliers’ bills.
With the recovery of oil revenues in 2021, public
finances are expected to be close to balance.
Moreover, fiscal austerity, focused on increasing
revenues and reducing the non-oil primary deficit
(i.e. excluding debt interest and oil revenues),
will regain the upper hand. This approach aims
to remedy the debt overhang the country has
been facing since 2016. In 2019, debt repayment

absorbed 50% of revenues and represented
about 10% of GDP (excluding repayment of
amounts owed to commodities traders Trafigura
and Glencore, which are being restructured
and suspended). The country is, in fact, in the
process of negotiating a restructuring of its
debt. As already mentioned, since April 2020,
negotiations have been underway with two
commodity traders who have pre-financed
oil deliveries by Congo’s national oil company,
Société Nationale des Pétroles du Congo, which
has a third of the quantities extracted by three
major international companies (Chevron, ENI
and Total). This amounts to USD 1.7 billion, or
a quarter of the external public debt (half of
which was subscribed to from official creditors),
which itself constitutes 70% of the public debt.
Negotiations are also reportedly underway with
Chinese creditors for an amount representing
one third of this same debt. Furthermore, in
October 2020, five local financial institutions
constituting the Brazzaville Club advanced
EUR 460 million, part of which is to be used to
refinance one third of the domestic debt (26%
of GDP, more than half of which is in arrears), by
direct payment to creditors, but at a discount.
These restructurings are an IMF requirement for
the unblocking of the USD 450 million three-year
Extended Credit Facility granted in 2019 and
replenished by the ADB, the World Bank and
France, after China had already conceded a
restructuring. In their absence, the country has
been unable to access COVID-19 emergency aid
from multilateral institutions. On the other hand,
it has been able to benefit from the suspen-
sion of its debt service to the G20 countries,
equivalent to 2% of GDP for each of the years
2020 and 2021. Together with drawings on
foreign exchange reserves deposited with the
Regional Central Bank (BEAC), representing
only one month’s worth of imports, and external
project financing, this has made it possible to
cover the external current balance, which shifted
from a surplus to a deficit in 2020 due to the fall
in oil exports. With the recovery of the latter, it
is expected to be balanced in 2020.

Yet another re-election
of the president

Denis Sassou Nguesso, who has been in power
for 23 years, is expected to once again win the
presidential election of March 2021, despite the
growing discontent due to the crisis among a
population that has hardly benefited from the
oil windfall and which has, on the contrary, seen
its income decline since 2018. The opposition is
weak and divided and its representatives have
often served the president. On the external level,
relations with China, an important creditor and
provider of investment, will remain close, as they
will with France, despite the Paris judicial enquiry
into the ill-gotten gains of those close to the
Congolese government, as well as with Russia
(hydrocarbons, military) and Cuba (health).
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COUNTRY RISK C

POPULATION
Millions of persons - 2019

5.1
12,244
CRC

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Costa Rican colon

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES [ A
EURO AREA [ ] 19%
GUATEMALA B 5%
PANAMA B 5%
NICARAGUA [ ] 4%
Imports of goods as a % of total
UNITED STATES | D
CHINA [ ] 13%
EURO AREA [ ] 9%
MEXICO [ ] 7%
GUATEMALA ] 2%

* Democratic institutions (since 1949)

« Best social indicators in the region: education
and health

*Services and cutting-edge industries
(pharmaceuticals, microprocessors) that
are attractive to FDI

« Diversified trade, thanks to multiple trade
agreements

« Tourism resources: hotels, national parks

« Unsustainable public accounts

* Exposed to natural disasters

« Inadequate transport infrastructure

* Dependent on the United States, both
economically (FDI, exports) and financially
(banks)

« Lack of skilled workforce; unreported work

* Major income inequality, low redistribution due
to limited government revenue (13% of GDP)

COSTA

RICA

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.6 2.0 -5.0 2.5
Inflation (yearly average, %) 2.4 1.5 0.9 0.8
Budget balance (% GDP) -6.0 -6.9 -8.4 -7.6
Current account balance (% GDP) -3.1 -2.5 -4.5 -4.1
Public debt (% GDP) 53.7 58.3 70.1 74.8

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

RISK ASSESSMENT

A recovery undermined by the drop
in tourism and fragile public finances

After being hit by a deep recession in 2020,
activity in Costa Rica will not rebound strongly in
2021. Domestic demand will remain constrained
as fragile public finances limit the government’s
investment capacity. Household consumption
(over 60% of GDP) will be curbed by high
unemployment and underemployment rates,
which have declined only very gradually since
the economy began to reopen at the end of July
2020. Despite the announcement by Amazon
in April 2020 that it needed to fill 2,000 jobs
in the country to staff call centres serving
European customers, the unemployment and
underemployment rates reached 23% and
26% of the labour force respectively in August
2020, against 12.4% and 12.5% at the beginning
of the crisis. Deflationary pressures will remain
strong in this context, with oil prices still low,
prompting the central bank to extend its accom-
modative policy in an effort to bring inflation
back within its target window of 2-4%. Despite
this, private investment is expected to remain
sluggish overall, affected by the global climate
of uncertainty and domestic political tensions.
The medical equipment and materials sectors,
as well as customer service call centres, will
be alone in attracting foreign investment, as
investors turn away from tourism. Competition
between the government and the private sector
for access to domestic financing is also likely to
make it more difficult for local firms to invest.
While foreign demand should remain buoyant
for medical equipment produced in the free
trade zone maquilas, demand for textiles and
clothing produced by companies subject to the
ordinary system will continue to suffer from the
moderate recovery in U.S. demand. Finally, the
tourism sector, whose revenues represented 7%
of GDP in 2019 and which has been a mainstay
of growth in recent years, should continue to
be severely affected by the low number of
visitors in 2021 while health concerns persist.
An uncontrolled resurgence of the pandemic
either locally or among major trading partners
could adversely affect this scenario.

Critical public finances and a
widely opposed solution

Despite the fiscal responsibility law passed in
late 2018, the government has failed to turn
around the public finances, which worsened
with the pandemic in 2020. After a collapse in
revenues in 2020 (-11.5% compared to 2019), the
situation is expected to improve only marginally
in 2021. With the interest burden now very heavy
(13.5% of GDP), the deficit is expected to remain

extremely high, despite a 5.3% decline in primary
expenditure, /.e. excluding debt service, in 2021.
The strategy of replacing expensive commercial
debt with loans from multilateral donors has
been only partially successful. An agreement
was reached with the IMF for the obtention of
a USD 1.7 billion Extended Credit Facility at the
end of January after a first failed attempt in
October 2020 but is widely criticised. Although
some of the austerity measures that had sparked
street anger in October have been dropped in
the new draft, the opposition to the agreement
remains strong, potentially endangering the
thier application, notably through the vote of
implementation laws in Congress where the
government is in minority.

The financing requirement for the public
accounts is accompanied by financing needs
for the external accounts, with the trade deficit
set to grow. Imports are poised to increase as
the economy and manufacturing production
recover, while simultaneously, exports of goods,
despite being driven by medical equipment
and machinery, and agricultural products
(pineapples, bananas), could recover more
slowly. With the tourism sector still convalescing,
the traditional surplus in services will be less
able to absorb part of the deficit in trade in
goods and in income due to profit repatriation
by foreign investors, leaving the current account
still heavily in deficit. FDI, which in normal times
comfortably finance smaller current account
deficits, will not be able to cover the financing
requirement, increasing the need to secure
multilateral loans. This, coupled with a higher
risk premium related to political tensions in
the country, should continue to put downward
pressure on the colon.

Plummeting popularity and
a divided Congress

While President Carlos Alvaro Quesada, who
was elected in April 2018, saw his popularity
peak in the spring after his skilful handling of
the first wave of the pandemic, popular support
waned thereafter as case counts rose in late
spring (26% favourable opinion rating at the end
of August 2020). The opening of negotiations
with the IMF and the potential implementation
of austerity measures then caused his popularity
to plummet, with protesters blocking roads and
highways around the country. Since his party,
Partido de Accién Ciudadana, holds only ten of
the 57 seats in parliament, any loan negotiations
with multilateral donors are likely to prove very
difficult.

On the international scene, full membership of
the OECD should finally be achieved in 2021,
after a drawn-out process. Relations with
neighbour Nicaragua, which is still in the midst
of a crisis, will continue to be tense.
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['IVOIRE

L)
Yaimousso ke

POPULATION
Millions of persons - 2019

26.3
2,230
XOF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc (WAEMU)

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA |
UNITED STATES [ ] 6%
MALAYSIA [ ] 5%
VIETNAM [ | 5%
MALI [ | 5%
Imports of goods as a % of total
EURO AREA I 2+
CHINA [ ] 17%
NIGERIA [ ] 13%
UNITED STATES [ | 5%
INDIA [ ] 4%

« Diverse resources: agricultural wealth (world’s
largest producer of cocoa, coffee, sugar,
cashew nuts, rubber), hydrocarbons and
ore (gold, copper, iron, manganese, bauxite)

« Infrastructure undergoing modernisation

« Expanding middle class, although poverty
still affects 40% of the population and child
labour has not been eradicated

* Improving business climate and governance

« Inflation kept in check through membership
of the WAEMU and its common currency

o

* Vulnerable to climatic hazards and changes in
the price of cocoa, the main export product;
agriculture accounts for 22% of the value
added of GDP, but employs 70% of the
population and represents 40% of exports

* Processing of agricultural products occupies
a small place: the manufacturing industry
represents 13% of GDP and its products
make up 8% of exports

« Deficiencies remain in the management
of public finances, infrastructure, access
to banking services and the business
environment, despite the progress made

« Low government revenues: 14% of GDP

« Massive informal economy: 90% of employment
and 70% of added value; illegal cocoa
production undermines prices

« Large wealth gap between Abidjan and the
rest of the country

« Slow progress in national reconciliation

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 6.8 6.9 1.0 5.0
Inflation (yearly average, %) 0.4 0.8 2.5 2.0
Budget balance (% GDP) -2.9 -2.3 -5.0 -4.0
Current account balance (% GDP) -3.6 -2.7 -4.0 -3.0
Public debt (% GDP) 53.2 52.0 57.0 59.0

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

RISK ASSESSMENT

After the crisis, a return
to strong growth

In 2020, the health crisis put an end to a series of
strong growth years. Exports of cocoa (50% of
the total), coffee, cashew nuts, cotton, bananas
and pineapples suffered from the drop in global
demand and transport disruptions. Although
imports moderated due to softer domestic
demand, trade’s contribution to growth was
negative. However, the weak state of domestic
demand was the main reason for the underper-
formance. Private consumption and investment
were affected by the measures taken to combat
the pandemic (curfew, Abidjan lockdown, border
closures, markets, restaurants and schools
shut down, transport restrictions), despite the
introduction of a support plan equivalent to 5%
of GDP providing aid to farmers, payments to
households, and postponement of tax and utility
payments. Households also faced higher food
prices due to supply problems, while farmers saw
their incomes fall amid a decline in volumes of
cocoa traded. Services (50% of GDP), including
telecommunications, transport, retail trade and
construction, were affected.

A clear recovery is expected in 2021, supported
by a favourable base effect. Exports should
regain strength, as should public investment
under the National Development Plan 2021-2025,
with the extension of the port of Abidjan, the
development of transport infrastructure with
Niger and Burkina Faso, infrastructure related
to the organisation of the 2023 African Cup of
Nations football tournament, and construction
of a road to Dakar. Foreign investment will gain
momentum, not only in agriculture, but also in
the extractive industry. Household consumption
is also expected to pick up, in line with the revival
of demand and a plentiful cocoa harvest. The
minimum price guaranteed to producers has
increased by 21% for the 2020-21 harvest (which
began in October) thanks to the recovery in
prices and the implementation, in cooperation
with Ghana, of the USD 400 per tonne income
differential payable by buyers if they want to be
covered by the fair trade label. Tourism, which was
booming until 2019 (7% of GDP), will slowly start
to recover. However, a deterioration in the political
and social environment after legislative elections
in March 2021 could hamper the recovery.

Accounts show a moderate
deterioration

Bringing declining revenues and rising
expenditures, the crisis led to a moderate
deterioration in public accounts. This should
only be a blip in the consolidation process,
which is based on administrative reforms,
digitalisation and under-spending. The increased

financing requirement was initially covered by
the IMF (USD 886 million), bilateral debt service
suspension (USD 205 million) and an issue of
“COVID-19” bonds worth 0.6% of GDP via the
regional central bank. Subsequently, the country
issued COVID-19 bonds on the regional market
several times without difficulty, as well as EUR
1 billion on the international market at 5% over
11 years. Fiscal consolidation should resume in
the context of negotiations for new financing
agreements with the IMF. The low share of
investment (4% of GDP in 2019), the high share
allocated to the wage bill, the gradual rollout
of universal health coverage and improvements
to the quality of education and health will be
among the challenges.

The current account deficit did not increase
by much in 2020, remaining moderate. The fall
in exports was partially offset by the decline
in imports of capital goods and energy. The
services deficit narrowed with purchases of
services related to exports and the completion
of infrastructure projects. The primary income
deficit remained stable, as the increase in debt
service was balanced by the decrease in profit
repatriation by foreign investors. The same was
not true for private transfers, as remittances
from expatriates decreased, while those by guest
workers stayed much the same. In 2021, the
current account deficit is expected to return
to its pre-crisis level, with the trends observed
in 2020 reversing with the reappearance of
a trade surplus. Financing will remain largely
assured by a mix of FDI, concessional financing
and portfolio investments.

Fragile political situation

Alassane Ouattara, who has been president since
2011, won the presidential election of October
2020 with 94% of the votes. The main opposition
candidates, Affi N'Guessan and former president
Henri Konan Bédié (1993-1999), had called on
voters to boycott the election, which was marred
by violence and deaths. They challenged the
incumbent’s right to run for a third term, since the
2016 constitution imposes a two-term limit. The
president and the country’s constitutional court
argued that the new constitution reset the clock
to zero. In addition, the court rejected 40 of the
44 presidential candidacies, including those of
former president Laurent Gbagbo (2000-2010)
and former president of the national assembly
Guillaume Soro, who has been a leading figure in
Ivorian politics for over 20 years. The legislative
elections were postponed and should be held
in March 2021. However, tensions continue to
run high, creating the risk of a repeat of the
2010-2011 crisis. All the players are still on the
scene and ready to exploit ethnic and regional
enmities and inequalities. The presidential party,
the Houphouetist Rally for Democracy and Peace
(RHDP), is the favourite to win. The opposition
believes the electoral commission is biased and
that the electoral boundaries favour the RHDP.

COFACE

86

COUNTRY & SECTOR RISKS HANDBOOK 2021



COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

A2

POPULATION
Millions of persons - 2019

4.1
14,853
HRK

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Croatian kuna

TRADE EXCHANGES

Exports of goods as a % of total

ITALY I <
GERMANY I -
SLOVENIA ] 1%
BosNIA & HERzEGOVINA [N 10%
AUSTRIA ] 6%
Imports of goods as a % of total
GERMANY I s
e
SLOVENIA ] n%
HUNGARY [ ] 8%
AUSTRIA [ ] 6%

« 35% of electricity from renewable sources,

40% imported
* Long coastline
« Oil and gas potential
« The country joined ERM Il in 2020
« Support from EU funds
« High-quality infrastructure

o

« Dependence on tourism (25% of GDP), which
has strongly suffered from the pandemic

« Private and public debt still high

« Institutional gaps: inefficient administration,
health and justice, overlapping administrative

levels, corruption

insolvency procedure

competitiveness
*High youth unemployment (24

« Time-consuming and inefficient business

« Low industrial diversification/lack of

% in

September 2020), low participation of women

« Emigration is taking away skilled la
population is declining

bour,

CROATIA

SUVENASy <
g

&Y

CROATIA ™

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 2.8 2.9 -9.5 5.2
Inflation (yearly average, %) 1.6 0.8 0.1 1.1
Budget balance (% GDP) 0.2 0.4 -7.0 -3.1
Current account balance (% GDP) 2.4 3.1 -2.3 -0.5
Public debt (% GDP) 74.3 72.8 86.4 82.9

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

RISK ASSESSMENT

Recovery lies ahead, but 2021 will
not offset the pandemic’s impact

The Croatian economy will rebound in 2021 after
a significant contraction recorded in 2020.
Nevertheless, it is still strongly dependent on the
tourism sector (25% of GDP), which is not likely to
fully recover in 2021. Last year, Croatia had already
suffered from a much lower inflow of visitors
because of contracted demand for tourism services
and restrictions in international travel. Despite
the lifting of restrictions and a higher number of
tourists in the summer months, the total number
of tourist arrivals decreased by 63.4% in January-
September 2020 compared with the same period
of the previous year. Foreign tourists accounted
for 82% of all tourist arrivals, so it was hard to
compensate those effects on the back of domestic
travellers. Still low demand for tourist services this
year compared to a pre-pandemic period entails
negative consequences for not only the sector’s
employees but also for other sectors that cooperate
with it, including agri-food, transport and retail.
Once the measures implemented to support the
labour market (to the equivalent of about 3% of
GDP) will fade out, households are likely to suffer
from higher unemployment rates, especially
among the young population that represents a
bulk of the seasonal workforce. Furthermore, wage
growth is expected to be modest in 2021. Growth
of investments, which was already impacted by
COVID-19, will recover sluggishly. This applies to
both domestic and foreign investments, while public
ones are set to increase thanks to infrastructure
projects co-financed by the EU. Moreover, the
World Bank facilitated a USD 200 million loan, and
the EU dedicated EUR 684 million from its Solidarity
Fund aimed at rebuilding Zagreb’s infrastructure
after the March 2020 earthquake.

Public finances go in deficit

After recording budget surpluses in 2017-2019,
Croatia’s public finances deteriorated significantly
in 2020 due to the impact of pandemic, with a
strong economic contraction, lower proceeds from
tourism (affecting VAT revenues) and measures

aimed at protecting employment and businesses.
The support measures included wage subsidies,
tax deferrals or tax exemptions, access to financing
and the establishment of a short-time work scheme,
totalling about 9% of GDP. In 2021, tax revenues
are expected to increase thanks to recovering
household consumption, and will be driven by
VAT proceedings as well as rebounding social
contributions. Moreover, revenues will be boosted
by the usage of EU funds. Simultaneously, public
debt should decrease after the surge recorded
in 2020, which was largely due to a sizeable drop
in GDP.

In 2020, the current account balance, which had
been in a surplus exceeding 2% of GDP in the
last six years, was affected by a drop in services
exports and a trade deficit in goods, leading it
into a negative balance. Rebounding exports will
result in the improvement of the current account
balance, but growing imports and the slow recovery
of tourism will maintain it in deficit in 2021.

Political stabilization and
strained relations with neighbours

The Croatian Democratic Union (HDZ) won the
July 2020 parliamentary election. It formed a
government coalition with two liberal parties,
namely the Croatian People’s Party (HNS) and the
Reformists, and with the support of eight ethnic
minority members of parliament. The coalition has
a majority by only one seat in the 151-seat Hrvatski
Sabor (parliament). Before that, in the latest
presidential election of January 2020, former prime
minister and centre-left candidate Zoran Milanovic
defeated the conservative incumbent Kolinda
Grabar-Kitarovic, by winning 52.7% of the vote. The
opposition Social Democratic Party (SDP) backed
Mr Milanovic. At the international level, relations
are strained with Bosnia and Herzegovina due to
a number of political and geostrategic issues, such
as the Peljesac bridge. Work on the latter, which will
span Bosnia’s maritime access in order to provide
a road connection between the north and south
of the Croatian coastline, is continuing with the
objective to deliver in 2022. Nevertheless, economic
ties between the two nations remain strong with
high trade volumes, as Croatia is the second-largest
foreign investor in Bosnia and Herzegovina.
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COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE 3

POPULATION
Millions of persons = 2019

1.3
8,821
CUP

GDP PER CAPITA
US Dollars - 2018

CURRENCY

Cuban peso

TRADE EXCHANGES

Exports of goods as a % of total

VENEZUELA [ A
EURO AREA [ ] 24%
RUSSIA [ ] 6%
poMiNicAN RepuLic [l 3%
HONG KONG [ ] 3%
Imports of goods as a % of total
EURO AREA I -
CHINA ] 14%
MEXICO [ ] 7%
ARGENTINA [ ] 5%
UNITED STATES [ ] 5%

* Tourism and mining sectors (nickel, cobalt),
and agricultural potential (sugar, tobacco)

* Opening up to the individual and cooperative
private sector of agriculture, commerce,
catering and construction

« Skilled and inexpensive workforce

* Quality medical and educational sectors

« Relatively satisfactory social indicators

* Low crime and the fight against corruption

« Dialogue and cooperation agreement with
the European Union

o

« External vulnerabilities (climate, commodities)

« Low productivity in the public sector and
in agriculture

* Weak investment and infrastructure

* Very cumbersome administrative process
and still very recent trade regulations

« State control over wholesale trade, credit
and foreign trade, and investment

+« Commodity subsidies weighing on public
spending

* Reduced access to external funding

« Conversion rate is moving away from the
reality, which maintains the dualism of the
economy, the black market, the rationing
economy and the informal sector

I $ COUNTRY PROFILES
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Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.0 0.5 -8.0 2.0
Inflation (yearly average, %) 2.4 4.5 3.5 4.5
Budget balance (% GDP) -8.3 -6.5 -10.0 -6.0
Current account balance (% GDP) 0.7 0.6 0.2 0.2
Public debt (% GDP) 51.2 521 59.3 59.0

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

RISK ASSESSMENT

The change of president in the
United States, a breath of fresh
air for the Cuban economy?

The Cuban economy will begin 2021 on the brink
of suffocation, subject to the combined weight
of U.S. sanctions, national lockdown measures
to stop the spread of the pandemic and the fall
in global tourism. Donald Trump’s term in office
was synonymous with hardening for all sectors.
The restriction for U.S. cruise ships to stop at the
island, the new measures to block Venezuelan oil
shipments to the island, and the application of
Title 3 of the Helms Burton Act, which authorises
the prosecution of entities benefiting from assets
expropriated in Cuba since 1 January 1959, were
the first hard blows to the Cuban economy. The
extension of sanctions to the FINCIMEX agency,
which manages the remittances of expatriates sent
through Western Union from the United States,
in November 2020, should make it much more
difficult to send foreign currency to the country,
further complicating the island’s dollar supply. With
Joe Biden’s victory, some easing of tensions could
take place, going back to the policy advocated
under Barack Obama’s presidency, favouring
tourism and investment, and re-authorising
foreign currency remittances. However, the
rapprochement will be complicated by one of the
Trump administration’s latest decisions that led to
the classification of the country as a sponsor of
terrorism, while the support of the Cuban regime
to Maduro in Venezuela is another hardbone. In
this context, the recovery in 2021 will be weak,
mainly driven by external demand for medical and
pharmaceutical goods and services, and for nickel.
Public demand, which weighs heavily on the Cuban
economy, is expected to be constrained by the lack
of financing, while access to international markets
and multilateral donors is still impossible for the
country. Investment will remain low given the
global context, pending a real lifting of sanctions
by the United States. Household demand (56% of
GDP in 2018) will suffer from the new obstacles
to the sending of remittances by expatriates,
as well as from the rising inflation following the
abandonment of the convertible peso and the
ensuing devaluation against the dollar. This will
substantially erode household savings at a time
when unemployment has risen sharply among
the self-employed, particularly in the tourism
sector. The tourism sector is expected to remain
in recovery while activity remains sluggish in
Europe and North America, the main sources of
tourist flows in the country. The manufacturing
sector, with the exception of high-tech products in
pharmaceuticals or biotechnology, will remain well
below its potential, affected by the lack of foreign
currency that is constraining imports, despite
the recent measures taken by the government
in July 2020 to authorise new types of foreign
currency exchange. The agricultural sector will

be supported by the production of sugar and
tobacco, but will remain largely exposed to climatic
conditions and the problems of fertiliser imports.

Public accounts deteriorated by
the crisis and U.S. sanctions

While public spending has had to be increased
to finance the fight against the health crisis,
the Cuban government has also had to spend
more on oil supplies, while U.S. sanctions have
made it very difficult to supply Venezuelan oil,
forcing it to buy at market prices. Simultaneously,
tourism revenues have collapsed. This led the
government to request a moratorium on its
debt from Paris Club countries in June 2020. A
one-year moratorium was granted as opposed to
the two years initially requested. Discussions are
expected to resume in spring 2021. Uncertainty
persists as to China’s behaviour with regard to
Cuban debt. The monetisation of the deficit
should therefore continue.

Regarding the external accounts, the main
development will be the unification of the
monetary system with the end of the convertible
peso and the prevalence of the Cuban peso at
the official rate of 24 CUPs for 1 USD. However,
the difficulty in obtaining dollars on the island
should lead to a greater depreciation, with a rate
of between 30 and 45 CUP on the black market as
soon as the reform is implemented in January 2021.
This should further complicate imports, despite
the feverish recovery of internal demand. However,
exports should resume with a certain dynamism,
driven by the rise in the price of nickel and sugar
production. Pharmaceutical and biotechnological
products will remain the island’s key exports. The
same will be true for medical services, the two
sectors representing 48% of export revenues. This
will compensate for the collapse of the tourism
sector, which will remain weak, leaving the current
account in a slight surplus. The surplus could be
larger if the Biden administration lifts restrictions
on remittances.

Little danger to power

After the implementation of the constitutional
reform in 2019, centred on a decentralisation
effort for economic planning, as well as the
creation of the post of prime minister to divide
power at the executive level, little movement has
taken place on the island from a political point
of view. The government seems to have the
capacity to nip in the bud any spirit of dissent
that might arise in the context of the economic
crisis. The main issue will be the transition
between generations, with the end of Raoul
Castro’s mandate as president of the Communist
Party in April 2021. From an international
point of view, a decrease in tensions with the
United States under the Biden administration
is expected.
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POPULATION

Millions of persons - 2019 0l9
28,049

C C

e EUR

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

NETHERLANDS D =+
LIBYA [ ] 10%
GREECE [ ] 8%
UNITED KINGDOM [ ] 6%
ISRAEL [ ] 3%
Imports of goods as a % of total
GREECE I 20
ITALY [ ] 10%
UNITED KINGDOM ] 7%
GERMANY [ ] 6%
ISRAEL [ ] 6%

« Central geographical location between Europe,
Asia and Africa favours the transhipment
industry

« Offshore finance hub

* Rich, unexploited offshore natural gas deposits

« Skilled, English-speaking workforce

« Relatively successful pandemic management

« Divided territory, increasingly tense geopolitical
neighbourhood

* Small domestic market, isolated from the
rest of Europe

« Highly dependent on Russia and the UK as
export markets and sources of financing
(Brexit risk)

* Slow legal process, poor enforcement of
contracts

*Heavy debt load for the state, banks,
companies, and households

« Weak industrial diversification (tourism,
construction, natural gas, finance)

CYPRUS

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 4.0 3.2 -6.6 4.0
Inflation (yearly average, %) 0.8 0.6 -0.6 1.0
Budget balance (% GDP) -4.2 1.7 -5.6 -2.0
Current account balance (% GDP) -4.4 -6.7 -10.6 -9.0
Public debt (% GDP) 100.6 95.5 118.4 12.4

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

RISK ASSESSMENT

A massive contraction, despite a
relatively controlled outbreak

The management of the pandemic has been
comparatively successful, as protracted
lockdown measures were sufficient to put the
spread of the virus under control. Therefore,
private consumption (65% of GDP) suffered
a relatively modest 4% contraction, most of
which will be made up for by the 2021 rebound.
Employment has been largely insulated from
the economic shock thanks to the temporary
work suspension scheme, in which up to 65%
of eligible employees have participated at some
point. Given this protection of employment
and accumulation of savings, we can expect
important positive pent-up demand effects
in 2021. Private investment, set to contract
by 11% in 2020, will take longer to recover
as uncertainty in the tourism sector will take
longer to dissipate and the corporate sector
debt burden will increase. Furthermore, the
end of the citizenship-by-investment scheme
will create a durable negative demand shock
for the construction sector, although partially
offset in 2021 by continued public infrastructure
investment. Two thirds of the GDP contraction
were accounted for by negative net exports,
and more specifically the tourism sector (15% of
GDP), whose revenues contracted by between
80 and 90% in 2020 The external sector’s
recovery, however, will be more protracted,
given that a full normalization of air travel is
not expected until late 2021 at best. Brexit is
another (more) structural factor weighing on the
external recovery. The weaker pound will make
traveling to Cyprus more expensive (the UK is
the country’s main source of visitors, accounting
for a third of the total). A return to vigorous
growth will therefore depend on the successful
development of a natural gas industry, which,
despite its potential, faces important geopolitical
and environmental challenges.

FDI and tax revenue will
suffer from the loss of the
citizenship-by-investment scheme

Tarnished by money-laundering accusations, the
Citizenship Investment Program (CIP) scheme
was abolished in October 2020. The program
is estimated to have generated around EUR
10 million in revenue and investment since 2013,
which means an average of 1.4% of GDP per year.
This adds to the fiscal toll of responding to the
pandemic, the total of which amounts to 4.5% of
2019 GDP. Overall, expenditures grew by 12% in
2020 and should start stabilizing in 2021, while

revenues contracted by 5% and will rebound
vigorously by 10%. Furthermore, the end of the
CIP program will imply a smaller flow of reliable
FDI (14% of GDP). With a modest exporting
goods sector (recreational boats, refined oil,
food products), the tourism-driven services
surplus is not enough to avoid chronic deficits.
Therefore, in the absence of investment-friendly
reforms (gas exploitation has been slowed down
by bureaucracy), a larger share of the current
account deficit will be funded by less depen-
dable capital flows. This is worrying given the
country’s large negative international investment
position (-40% of GDP) and external debt (230%
of GDP). The level of Non-Performing Loans
in bank portfolios remains high (22%) and
should deteriorate further as the damage to
the corporate sector materializes, Despite the
record-level public debt, yields have dropped
to historical lows. This is because, despite the
degradation of fundamentals, European fiscal
and monetary stimuli have reassured investors.

Tensions over maritime
gas reserves escalate

The island of Cyprus is divided between the
Greece-aligned Republic of Cyprus (RO),
Eurozone member state controlling the southern
half of the island, and the Turkish Republic of
Northern Cyprus (TNRC), which controls the
north and is recognized only by Turkey. While
a peaceful stalemate has been maintained since
the 1970s, rising geopolitical tensions between
Greece, Cyprus and the EU on one side and
Turkey on the other have further strained this
relationship. The RC is governed by a coalition
between the centre-right Democratic Rally and
the centrist Democratic Party, which should hold
until the 2021 parliamentary elections. President
Nicos Anastasiades faces the challenge of
navigating the escalating confrontation with
Turkey and the TRNC over maritime claims with
potential gas deposits. The RC has auctioned
exploration rights to European energy firms
within its internationally recognized maritime
borders, some in areas that Turkey and the
TNRC claim as theirs. Since 2018, Turkey has
repeatedly sent exploration vessels escorted
by military ships into contested waters. This has
been condemned as illegal by the EU, which has
threatened economic sanctions, while France
has deployed naval vessels in the region. Cyprus
remains a key member of the EastMed Gas
Forum, an alliance with Egypt, Greece, Israel,
Italy, Jordan, and Palestine, aimed at fostering a
regional gas industry. However, in the wake of the
EU’s green agenda, critical doubts have emerged
concerning the economic and environmental
viability of the EastMed pipeline project, which
is set to reduce Cypriot influence in the group.
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PAYMENT & DEBT COLLECTION PRACTICES IN CYPRUS

Payment

Bills of exchange are used by Cypriot companies
in both domestic and international transactions.
In the event of payment default, a protest
certifying the dishonoured bill must be drawn
up by a public notary within two working days
of the due date.

Although cheques are still widely used in
international transactions, in the domestic
business environment they are customarily
used less as an instrument of payment, and
more as a credit instrument, making it possible
to create successive payment due dates. It is
therefore a common and widespread practice for
post-dated cheques to be endorsed by several
creditors. Furthermore, issuers of dishonoured
cheques may be liable to prosecution provided
a complaint is lodged under both civil and
criminal procedures.

Instead of promissory letters or notes, which
are not usually used as a security or payment
method in Cyprus, a written acknowledgement
of debt may be obtained, which can be used as
essential evidence during the hearing trials in a
later stage to the court.

SWIFT bank transfers, well-established in Cypriot
banking circles, are used to settle a growing
proportion of transactions, and offer a quick and
secure method of payment. In addition, SEPA
bank transfers are becoming more popular as
they are fast, secure, and supported by a more
developed banking network.

Debt Collection

Amicable phase

Before initiating proceedings in front of the
competent court, an alternative method
to recover a debt is to try to agree with the
debtor on a settlement plan. Reaching the most
beneficial arrangement is usually achieved by
means of a negotiating process.

The recovery process commences with the
debtor being sent a final demand for payment
by recorded delivery mail, reminding him of
his payment obligations, including any interest
penalties as may have been contractually agreed
- or, failing this, those accruing at the legal rate
of interest.

Interest is due from the day following the date of
payment stipulated in the invoice or commercial
agreement at a rate, unless the parties agree
otherwise, equal to the European Central Bank’s
refinancing rate, plus seven percentage points.

Legal proceedings

Introduced in 2015, cases with small claims
(no more than EUR 3,000) can follow a simpli-
fied and faster procedure. To engage such a
procedure, the creditor must possess a written
document substantiating the claim underlying
his lawsuit, such as a Statement of Account,
an acknowledgement of debt established by
private deed, the original invoice summarising
the goods sold and bearing the buyer’s signature
and stamp certifying receipt of delivery, or the
original delivery slip signed by the buyer.

For all other claims, the usual procedure is
followed:

The creditor files a claim with the court, who
serves it to the debtor via a private bailiff. A
writ of summons cannot be in force for more
than 12 months from the day of its issue, unless
renewed by a court order.

On service of the writ of summons, the defen-
dant has ten days to file an appearance, and
then a defence must be filed within 14 days. If
the defendant fails to file an appearance within
the prescribed period, the claimant can apply for
and obtain a default judgment. A defendant can
file an appearance outside the prescribed time
limit to block the issue of a judgment in default.

If the defendant files an appearance but not a
defence, the claimant can file an application for
issuance of judgment without a full hearing being
conducted. Additionally, where the defendant
files an appearance or a defence to a specially
endorsed writ of summons, the claimant can,
where appropriate, apply for a summary judg-
ment on the grounds that there is no defence
to the action.

When a defence is filed, the claimant can file a
reply to the defence within seven days from its
service. If the defendant submits a counterclaim,
the claimant must file a reply to the defence and
a defence to the counterclaim within 14 days
from its service.

Once the pleadings are closed, the claimant
has 90 days to issue and file a summons for
directions together and in accordance with form
25 requesting the issuing of specific directions
by the court (order 30, rule 1 (@) and (b), CPR).

Once all procedures are concluded, the case
will be set for hearing and, depending on the
court schedule, it may take more than three
years from the date of filing to be heard. At the
hearing, the claimant must prove its case on the
balance of probabilities by adducing sufficient
and admissible evidence regarding all allegations
that are not admitted by the defendant. The
same applies for the counterclaimant. Following
the conclusion of the hearing and the advocates’
final addresses, a judgment is issued.

Enforcement of a Legal Decision

Enforcement of a domestic decision may
begin once the final judgment is made. If the
debtor fails to satisfy the judgment, the latter
is enforceable directly through the attachment
of the debtor’s assets.

The judgment creditor has several options on
how to proceed with execution of the judgment
debt. Under the Civil Procedure Law, every
court’s decision ordering the payment of money
can be enforced through many methods such as:

1. A writ of execution for the sale of movables.

2. A writ for sale of immovable property or regis-
tration of a charging order over the property.

3. A writ of sequestration of immovable property.

4. An order to the judgment debtor to make
payments over the debt on a monthly basis.
The amount and dates of the payments will
be determined by the court according to the
financial position of the judgment debtor
etc.

For foreign awards rendered in a European Union
member-state, Cyprus has adopted advanta-
geous enforcement conditions, such as EU
Payment Orders or the European Enforcement
Order. For decisions rendered by non-EU
countries, they will be automatically enforced
according to reciprocal enforcement treaties.
In the absence of an agreement, exequatur
proceedings will take place.

Insolvency Proceedings

Restructuring proceedings

This procedure aims to help debtors restore
their credibility and viability, and continue their
operations beyond bankruptcy, by aiming to
negotiate an agreement between the relevant
debtors and creditors. During this procedure,
claims and enforcement actions against the
debtor may be stayed, but the court will appoint
an administrator to control the debtor’s assets
and performances. The reorganization process
starts with the debtor’s submission of a plan
to the court, which conducts a judicial review
of the proposed plan, while a court-appointed
mediator assesses the creditors’ expectations.

Liquidation

The procedure commences with an insolvency
petition either by the debtor or its creditors.
The court appoints an administrator as soon
as the debts are verified. In addition, a Pool of
Creditors (three members representing each
class of creditors) will be given the responsibility
of overseeing the proceedings, which terminate
once the proceeds of the sale of the business’
assets are distributed.
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BUSINESS CLIMATE

A2

POPULATION
Millions of persons - 2019

10.7
23,539
CZK

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Czech koruna

TRADE EXCHANGES

Exports of goods as a % of total

GERMANY | e
SLOVAKIA [ ] 8%
POLAND B 6%
FRANCE [ ] 5%
UNITED KINGDOM [ ] 5%

Imports of goods as a % of total

GERMANY I 2o
CHINA [ ] 9%
POLAND [ | 9%
NETHERLANDS [ | 6%
SLOVAKIA [ ] 5%

« Central geographic location at the heart of
industrial Europe

* Tightly integrated in the international
production chain, and more particularly
the German one

« Preferred destination for FDI in Central Europe

« Significant industrial potential

* Robust public accounts and banking system

o

* Small, open economy: exports account for
80% of GDP

* Dependent on European demand: 64%
of exports are to the Eurozone, one third
to Germany

« High foreign intermediate inputs in exports
and low contribution of services to locally
value-added in exports

« Automotive sector occupies a large share
of the economy

« Lack of rapid transport links with the rest
of Europe

* Ageing population and shortage of skilled
labour

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

CZECHIA (CZECH REPUBLIC)

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.2 2.3 -7.1 3.2
Inflation (yearly average, %) 2.0 2.6 3.3 2.2
Budget balance (% GDP) 0.9 0.3 -6.3 -4.4
Current account balance (% GDP) -0.8 -0.1 -2.4 -1.3
Public debt (% GDP) 321 30.2 38.2 40.8

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

RISK ASSESSMENT

Recovery could be limited by
a deteriorated labour market

The Czech economy has entered 2021 while
being affected by the second wave of the
COVID-19 pandemic, which is stronger than the
first wave. Indeed, the total number of Czechs
diagnosed with coronavirus exceeded a half
of million at the beginning of December 2020,
which represents around 5% of the population,
and over 8,500 people died from the disease.
The new daily cases per 1 million inhabitants
peaked at the beginning of October 2020,
with the highest level in the European Union.
Despite the easing of lockdown measures,
domestic demand, still affected by the pandemic,
is expected to remain sluggish in early 2021,
with an increased propensity to save. Household
consumption will recover later on, but the scale
of the improvement will be subject to develop-
ments on the labour market. The unemployment
rate increased to 2.9% in October 2020, from
2.0% a year before, but remained the lowest in
the European Union. Once the stimulus measures
phase out, the labour market is likely to worsen
due to higher unemployment and sluggish wage
growth. Investments will recover this year, after
the slump in 2020 because of high uncertainty,
lockdowns and supply chain disruptions. The
rebound in investments will be driven mostly by
the public sector, while companies are likely to
use their spare capacities at first and will then
decide to conduct investments, if the recovery
of demand justifies it. The manufacturing sector
will still be driven by the automotive industry
and the activity in the German economy. Both
factors remain crucial for Czechia, as exports to
Germany reach nearly one-third of the total. The
automotive sector generates over 9% of total
gross value added, and accounts for over 8%
of total employment and above 26% of exports.

After series of interest rate hikes in 2017-2019,
the pandemic forced the central bank to cut
interest rates in 2020. It made the cost of
lending more attractive, but also resulted in
a depreciated currency that supports Czech
external competitiveness.

Fiscal position still in deficit

The budget balance will improve in 2021.
However, it is not expected to come back to
a surplus, which had been recorded before
the pandemic. Government support measures
have led to deteriorated public finance figures
and their possible extension could affect the
outcome of the budget balance. The general
government debt is likely to cross the 40% of
GDP level, but it will remain one of the lowest
in the European Union.

The current account deficit increased because of
slumping exports. The Czech economy is highly
open with various companies participating in
global value chains. Moreover, challenges in the
automotive sector and a drop in demand for
cars hit the Czech economy due to its strong
dependence on this sector. By contrast, these
factors are likely to benefit Czech exports
this year, with the revival of global trade and
improving perspectives for the automotive
industry. Export dynamics will be closely linked
to the performance of Germany as the main
trading partner.

ANO remains in power

The ANO 2011 (centre-right) movement led by
Andrej Babis won the October 2017 elections by
a large margin, obtaining 30% of the votes cast
and 78 out 200 seats in parliament. The recent
cabinet consists of the coalition between ANO
and the Social Democratic Party (CSSD). In the
latest Senate elections held in October 2020,
opposition parties succeeded to get control
of the chamber. Although the upper house is
not powerful, elections showed that Czechs
are not satisfied with the management of the
health crisis and unpopular restrictive measures.
However, the turnout in the second-round ballot
was low (below 17%) and general elections
scheduled for October 2021 could result in a
prolonged support for ANO, especially if Czechia
goes well through the pandemic.
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CZECHIA (CZECH REPUBLIC)

PAYMENT & DEBT COLLECTION PRACTICES IN CZECHIA

Payment

Czech law limits cash payments to a maximum
of CZK 270,000 (approximately €10,000).
Purchasers who wish to make payments that
exceed this limit must pay the entire sum via wire
or bank transfer. Bank transfers are by far the
most widely-used means of payment. The SWIFT
system is fully operable in the Czechia, and
provides an easier, quicker and cheaper method
for handling international payments. The Czechia
is part of the SEPA system, simplifying bank
transfers inside the European region.

Cheques for domestic transactions are not widely
used. Bills of exchange and promissory notes are
commonly used as a security instrument, which
present the purchaser with the option to access
a fast-track procedure for ordering payment by
court (under certain legal conditions). Electronic
invoices are widely accepted.

Debt Collection

To ensure the recovery of a debt in case of
default, creditors should keep all documenta-
tion related to the transaction. This includes
the original (written) contract, any documents
related to the transaction (e.g. invoices and
confirmed delivery notes), individual orders,
and any other relevant documentation and/or
correspondence. The main factors influencing
effectiveness in debt collection are the age of
the debt (the earlier the start of collection, the
larger the chance for a successful recovery) and
the reason for non-payment.

Amicable phase

Amicable debt collection is recommended,
because it remains cheaper for creditor
compared to legal proceedings. Amicable
settlements are also enforceable in court.

Legal proceedings

Fast-track procedure/Order to pay

Platebni rozkaz is a practical and rather short
procedure, outlined in sections 172-175 of the
Code of Civil Procedure (obcansky soudnr
rad, CCP). The judge, convinced of the merits
of the claim and without hearing the case,
issues a payment order which is served to the
defendant, who may either accept it or file a
statement of opposition against it within fifteen
days of its service. If the debtor opposes the
debt, then the process continues as standard
court proceedings.

If the legal action duly described and substan-
tiated the creditor’s claim, the court can issue
an order to pay, even if the creditor has not
requested such an order. It takes on average
three months for a decision to be made, ranging
from a minimum of two months to a maximum
of six months.

Ordinary procedure

Ordinary proceedings takes place after the
defendant has disputed the claim during the
platebni rozkaz or by filing a dispute directly via
the courts. Ordinary proceedings are partly in
writing (parties filing submissions accompanied
by all supporting case documents), and partly
oral (both creditors and debtors present their
cases during the main hearing). In practice,
ordinary proceedings typically last from one
to three years before the court renders a final
and enforceable judgement.

On July 1, 2009 (Act No. 7/2009 Coll), the
CCP was amended to introduce more digital
options in the justice process, so as to lessen the
burden of judges and ensure the prevention of
delays in proceedings. Since this amendment, all
correspondence from Czech authorities to legal
entities is delivered electronically via registered
data boxes with special legal regulations (Act
No. 300/2008 Coll., effective as of July 1,2009).

Enforcement of a Legal Decision

Judicial enforcement is reserved only for matters
specifically listed in the law. Monetary claims
stemming from business relationships are
enforced by a judicial executor (soudni executor)
under Act No.120/2001 Coll. (exekuéni Fad, the
Execution Act). Enforcement by judicial executor
is considered to be more effective, because the
executor is a private-sector entity whose fees
depend on a successful enforcement. A specific
fees schedule applies based on the amount
concerned by the execution.

As part of the EU, enforcement of foreign awards
issued by an EU member state will benefit from
advantageous enforcement conditions, such as
the EU Payment Order or the European Small
Claims procedure. Foreign awards rendered
by non-EU countries can be recognized and
enforced, provided that they have gone through
the exequatur procedure under the Czech Private
International Law and Procedure Act.

Insolvency Proceedings

An insolvency petition can be lodged by either
debtors themselves or their creditors, but a
creditor must provide unambiguous evidence
to support its claim, with one of the following:

an acknowledgement of debt (with the
certified signature of the debtor or its
representative);

an enforceable judgement;
an enforceable notary act;
an enforceable executor’s act;

confirmation of auditor or expert witness or
tax advisor.

I $ COUNTRY PROFILES

The creditor must in addition prove the exis-
tence of other creditors. Creditors are liable for
damages caused by filing a bankruptcy petition
where the conditions of insolvency were not met.

All insolvency petitions are recorded in an
insolvency register (insolvencni rejstrik) kept
by the Ministry of Justice, where all important
information on insolvency proceedings is publi-
shed. This also allows for insolvency proceedings
to remain transparent.

The insolvency act introduces new methods and
faster process, with single proceedings where
the court decides on three particular solutions:

Reorganization

Reorganization is a method of resolving
insolvency that aims to preserve the debtor’s
business, while granting satisfaction to creditors.
Insolvent debtors may initiate proceedings, but
debt restructuration proposals must be approved
by the court, with periodical inspection of its
fulfilment by the creditors. The management
retains the right to manage the business.

Bankruptcy

Bankruptcy is a court-ordered method of
resolving insolvency, whose aim is to monetize
all assets of debtor and thus obtained yield to
distribute between creditors who have lodged
their claims into the proceedings. The authori-
zation to dispose of debtor’s assets and to sell
those assets is granted to a bankruptcy trustee
who is appointed by court. At this point; the
business declared bankrupt is no longer allowed
to conduct business operations independently.

Debt clearance

Used mainly by individuals (non-entrepreneurs),
this is a method of resolving insolvency which
presents an alternative to declaring bankruptcy.
The Insolvent debtor clears the debt, but under
Court control he is obliged to pay only a reduced
percentage of total debts.

Liquidation

The liquidation procedure begins once it is
decided that a company is to be wound up.
Either the management or the court appoints a
liquidator in charge of liquidating the company’s
assets and collecting receivables. Creditors must
register their claims within 90 days following
publication of the court’s decision, in order to get
satisfaction during the liquidation proceedings.
All claims of creditors must be fully satisfied in
liquidation proceedings. It is important to note
that liguidation proceedings are not considered
as a method of insolvency in Czech law: in
the event that the liquidator finds there are
not enough assets to satisfy all claims during
liguidation, he is obliged to file a petition for
insolvency. At this point, the liquidation turns
into insolvency; a separate proceeding.

COFACE

92

COUNTRY & SECTOR RISKS HANDBOOK 2021



COUNTRY PROFILES

COFACE ASSESSMEN

A2

COUNTRY RISK

BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

5.8
59,770
DKK

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Danish krone

TRADE EXCHANGES

I
Exports of goods as a % of total

GERMANY
SWEDEN

UNITED STATES
UNITED KINGDOM
NORWAY

15%
n%
10%
6%
6%

Imports of goods as a % of total

GERMANY
SWEDEN
NETHERLANDS
CHINA
NORWAY

22%
12%
8%
7%
5%

* World’s largest shipping operator (2019)

« Almost energy self-sufficient (oil and gas

in the North Sea and Greenland)

export goods (e.g. pharmaceuticals)
* Well managed public finances
« Large current account surplus
* Krone pegged to the euro

o

« Niche industries with cyclically non-sensitive

* Small open economy sensitive to external

demand, particularly from the UK

« Government instability linked to the
fragmentation of parliament (the threshold
to enter the parliament is only 2% for a
party; 4 extra seats for Faroer Islands and

Greenland)

income, 2019)

* The public sector constitutes a significant
part of the country’s employment (26% of

employees as of mid-2019)
« High external debt (143% of GDP, 20

« Strengthening independence movement

in Greenland

« Very high household debt (265% of disposable

19)

DENMARK

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 2.2 2.9 -4.2 3.3
Inflation (yearly average, %) 0.8 0.8 0.4 0.8
Budget balance (% GDP) 0.7 3.8 -3.7 -2.5
Current account balance (% GDP) 7.0 8.9 71 7.3
Public debt (% GDP) 34.0 33.3 42.0 40.4

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

RISK ASSESSMENT

Moderate recovery ahead

In 2021, a moderate recovery is expected for
the Danish economy. This recovery comes after
the global COVID-19 pandemic hit Denmark
in spring 2020. The government decided a
lockdown that stopped public life, closed
many shops, schools, and limited gatherings.
This strategy helped to contain the number
of COVID-19 cases to a very modest level. A
second wave started in early autumn of 2020,
which turned out as significantly stronger than
the first, was countered by another lockdown
with similar measures. Because of the lack of
consumption, investment and external trade
during the first lockdown, Denmark had entered
a severe recession in the first half of 2020. It
was partly balanced out by a strong rebound
in Q3 2020, as global demand for Danish
machinery picked up again and consumption
stood up strongly, as Danes stayed at home for
their holidays. For 2021, a boost in consumption
growth is expected as the government decided
on the disbursement of frozen holiday pay in
Q4 2020 (holiday pays are often saved for the
pre-retirement time), of which DKK 39 billion
(1.7% of GDP) should actually go into Danish
pockets. Furthermore, 800,000 homeowners
will receive a refund of overpaid property
tax in Q12021. Moreover, the unemployment
rate already dropped from its peak of 5.3% in
May to 4.3% in September 2020 and should
fall further, but will not reach the pre-crisis
level of 3.1% anytime soon, as several sectors
are still struggling with high unemployment
(e.g. tourism). The government support of last
year should decrease in 2021, as some measures
should end in December 2020, while the support
for closed shops and gastronomy businesses will
be reintroduced. Nevertheless, the agreement
on the renovation in the social housing sector
and the postponement of the increase of
the energy tax should further encourage the
economic recovery. The central bank of Denmark
had increased its policy rate by 15 basis points
to -0.6% in spring 2020 in order to hold the
Danish krone in the peg with the euro (its main
target). The monetary policymakers should leave
this rate unchanged in 2021, but will probably
extend their extraordinary lending facilities, in
order to mirror the already announced further
expansionary measures of the ECB in 2021.

Back to a strong current
account surplus

The current account surplus should increase
somewhat from its already high level. One reason
behind this is the robust export sector that is
partly concentrated on pharmaceuticals (16%
of all exports) and agricultural/food products
(13%). The demand for Danish machinery should
pick up further, as the economies of the main
export destinations - Germany, Sweden and
Norway - should recover moderately. The
general government deficit remained subdued
in 2020, as the government’s relief for business
was only used by around 10% of the package.
In 2021, the budget balance will improve but
stay in the negative area, due to some further
expansive measures and reduced revenues.
However, it should fall below the Maastricht
target of 3% and the public debt level will
remain muted.

Popular government coalition
with big ecological plans

Prime Minister Mette Frederiksen from the Social
Democratic Party (SD) is leading a minority
government with the support of the “red-block”,
the Social Liberal Party, the Socialists People’s
Party, the Red-Green Alliance and three single
parties from Greenland and the Faroes Islands.
Since spring 2020, support numbers in polls
for the SD skyrocketed and reached 34%,
which is one of the highest support share for a
single party in the last 10 years. The early and
strong response of the government towards
COVID-19 was one reason, another one being
Denmark’s participation in a group of countries
that promoted an austerity policy within the EU,
which decreased the share of grants in the EU’s
recovery fund. Furthermore, Denmark could
increase its rebate package in the 7-year-
budget from DKK 1 billion to DKK 3 billion per
year. In mid-July 2020, 95% of the members of
parliament voted for a new Climate Act, which
declares a 70% reduction of CO, emissions
compared to 1990 over 11 years. This project,
and the manner of its implementation, could
become an issue between the “red-block”-
parties. Nevertheless, Frederiksen should remain
in office until the next regular election in 2023.
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PAYMENT & DEBT COLLECTION PRACTICES IN DENMARK

Payment

Denmark is in the process of becoming a
cashless society. Bank transfers are the most
commonly used means of payment. All major
Danish banks use the SWIFT network, as it is
a rapid and efficient solution for the payment
of domestic and international transactions.
Denmark has also implemented the Single Euro
Payments Area (SEPA) in order to simplify bank
transfers in euros.

Cheques and bills of exchange are now
seldom used in Denmark. Both are seen as an
acknowledgement of debt.

Unpaid bills of exchange and cheques that
have been accepted are legally enforceable
instruments that mean that creditors do not
need to obtain a court judgement. In cases such
as these, a judge-bailiff (Fogedret) is appointed
to oversee the enforcement of the attachment.
Prior to this, the debtor is summonsed to declare
his financial situation, in order to establish his
ability to repay the debt. It is a criminal offence
to make a false statement of insolvency.

Debt Collection

Amicable phase

The amicable phase begins with the creditor,
or his legal counsel (e.g. attorney, licenced
collection agency, etc.), sending the debtor a
final demand for payment by post, in which he
is given 10 days to settle the principal amount,
plus any penalties for interest provided for in
the initial agreement.

Once the 10 days from the date of the letter
of demand have expired, the creditor’s legal
counsel can charge the debtor for out of court
collection costs (based on an official tariff) and
present the debtor with a debt collection letter
which gives them 10 further days to pay. If this
payment deadline is not respected, the debtor
can be sent a warning notice which sets out the
date and time of a visit. A third reminder can
be sent and calls can be made.

When no specific interest rate clauses have
been agreed by the parties (maximum of 2%
per month), the rate of interest applicable
to commercial agreements contracted after
August 1, 2002 is either the Danish National
Bank’s benchmark, or the lending rate (udlans-
rente) in force on January 1or July 1 of the year
in question, plus an additional 8%.

Legal proceedings

Fast-track proceedings

Since January 1, 2008, overdue payments which
do not exceed DKK 50,000 or €6,723 and
are uncontested are handled via a simplified

collection procedure (forenklet inkassoproce-
dure), whereby the creditor submits an injunction
form directly to the judge-bailiff for service on
the debtor. If there is no response within 14 days,
an enforcement order is issued.

Ordinary proceedings

If a debtor fails to respond to a demand for
payment, or if the dispute is not severe, creditors
can obtain a judgement following an adversarial
hearing or a judgement by default ordering the
debtor to pay. This usually takes three months.

In the case of a judgement by default, the debtor
can be ordered to pay the principal amount plus
interest and expenses (including court fees and,
where applicable, a contribution to the creditor’s
legal costs) within 14 days.

All cases, whatever the size of the claim and
level of complexity, disputed or not, are heard
by the court of first instance (Byret). The court
is presided over by a panel of three judges, or
one judge assisted by experts, who consider
both written and orally-presented evidence.

Appeals on claims which exceed DKK 10,000 are
heard by one of two regional courts - either
the Vestre Landsret in Viborg (for the Jutland
area) or the stre Landsret in Copenhagen (for
the rest of the country). Exceptional cases that
involve questions of principle can be submitted
directly to the appropriate regional court.

These proceedings involve a series of preliminary
hearings, during which the parties present
written submissions and evidence, and a
plenary hearing, in which the court hears witness
testimonies and arguments from both parties.
Court costs depend on the value of the claim.
The losing party generally bears the legal costs.

Denmark only has commercial courts in the
Copenhagen area. These comprise a maritime
and a commercial court (Se-og Handelsretten)
which are presided over by a panel of profes-
sional and non-professional judges. These
judges are competent to hear cases involving
commercial and maritime disputes, competition
law, insolvency proceedings and cases involving
international trade.

Enforcement of a Legal Decision

Domestic judgements become enforceable when
all appeal venues have been exhausted. If the
debtor fails to comply with the judgment within
two weeks, the creditor can have it enforced
through the bailiff’s Court. Enforcement can
take the form of a payment arrangement, or a
seizure of the debtor’s assets. Payment plans
are normally agreed in court and the debtor’s
assets that can be seized are normally agreed at

NUMBER OF CORPORATE INSOLYENCIES

the same time. Courts normally accept payment
plans of up to ten to twelve months depending
on the amount.

As concerns foreign awards, the scenario can
be more difficult if the decision is issued by
an EU member, as Denmark does not adhere
to the EU regulations on European Payment
Order procedures. Decisions issued by non-EU
members can be recognised and enforced,
provided that the issuing country is part of a
bilateral or multilateral agreement with Denmark.

Insolvency Proceedings

Out-of-court proceedings

Non-judicial restructuring can take place through
formal composition agreements, whereby the
debts owed to the creditors are acknowledged
and payment instalment agreed upon, without
having recourse to a judge. Nevertheless, the
efficiency of the Danish court system means
that out-of-court proceedings tend to be used
as informal negotiation tools.

Restructuring proceedings

Restructuring procedures are based on decisions
handed down by the bankruptcy court. The
court examines the possibility of a compulsory
composition and/or a business transfer. These
proceedings can be initiated by the debtor, in
cases of insolvency, or by the creditor (but only
with respect to legal entities). The court then
appoints a restructuring administrator. The
debtor maintains control of his assets during
the procedure but is not allowed to enter into
transactions of material significance without
the consent of the restructuring administrator.
The outcome of the procedure depends on the
administrator’s proposal.

Liquidation

Liquidation procedures are based on bankruptcy
orders issued by the Court, either at the request
of the debtor or a creditor. The debtor must be
insolvent. The Court appoints a trustee who is
authorised to act in all matters on behalf of
the bankrupt estate. His primary objectives are
to liquidate the debtor’s assets and distribute
the proceeds between the creditors. Creditors
need to file their claims with the trustee
for assessment.
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BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2019

1.0
3,103
DJF

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Djiboutian franc

TRADE EXCHANGES

Exports of goods as a % of total

ETHIOPIA |
SOMALIA [ ] 20%
BRAZIL [ | 9%
QATAR [ ] 6%
YEMEN [ | 6%
Imports of goods as a % of total
EURO AREA I >
UNITED ARAB EMIRATES [ 13%
CHINA [ ] 12%
OMAN [ ] 7%
SAUDI ARABIA [ ] 6%

* Geostrategic position at the entrance to the
Red Sea and support from the international

community

« Emergence as a regional trade, logistics

and military hub
« Substantial FDI inflows

o

railway infrastructure, free zones

* Ongoing efforts to modernize port and

« At the heart of China’s Silk Road Project

« Ethiopia’s only access to the sea, with 90%
of Ethiopian trade passing through Djibouti

« High risk of over-indebtedness

endemic unemployment
« Dry climate
« Difficult business environment

« Increasingly dependent on Ethiopia and China
« Large informal economy: high poverty and

| @wu{};

DJIBOUTI

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 8.4 7.5 -2.0 5.0
Inflation (yearly average, %) 0.1 3.3 1.5 2.6
Budget balance (% GDP) -2.8 -1.6 -4.4 -2.5
Current account balance (% GDP) 18.0 14.9 -2.9 1.8
Public debt (% GDP) 69.9 66.5 731 67.1

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

RISK ASSESSMENT

Dependence on re-export activities
makes recovery uncertain

The economy contracted in 2020 due to the
health crisis. In response to the epidemic, the
government introduced border restrictions
and suspended travel to and from Djibouti
City. Non-essential workers were placed under
lockdown and physical distancing measures were
encouraged. The economy, which is mainly
based on transport and logistics services (85%
of GDP) and which had been benefiting from
the economic upturn of its neighbour, Ethiopia,
with a large share of Ethiopian trade passing
through Djibouti, was hurt as Ethiopia’s economy
weakened. With the easing of some restrictions
since May 2020 and the opening of borders in
July 2020, the economy has picked up. Whether
the recovery continues in 2021 will depend on
the vigour of port and free zone activities,
and hence on the economic performance of
Djibouti’s trading partners. In order to meet
the country’s hydrocarbon needs, a new jetty
is under construction in the port of Damerjog as
part of a USD 3.8 billion (approximately 100% of
GDP) project underway since 2018 to develop
an industrial free zone, the cost of which is to be
repaid to China over 15 years. Djibouti’s ambition
is to become a regional trade hub. However,
it will face regional competition, which could
benefit from the court decision ruling in favour
of the Emirati group DP World against Djibouti
regarding the management of the Doraleh
container port since 2018. Nevertheless, the
population, which is heavily dependent on the
informal economy (70% of jobs), should benefit
from the job creation resulting from foreign
investment. The unemployment rate, which
stands at almost 50%, is expected to fall, which
could stimulate private consumption (almost
60% of GDP). However, consumption is likely
to be adversely affected by higher food and oil
prices in 2021 linked to an increase in demand.

Delayed fiscal consolidation
and a deterioration in the
current account balance

Expenditure to tackle the Covid-19 crisis,
equivalent to 2.4% of GDP, has widened the
budget deficit. While capital expenditure has
decreased, health and social security spen-
ding has increased. The crisis has temporarily
halted the fiscal consolidation process, which
is expected to resume in 2021. Infrastructure
financing has been a severe drag on public
accounts in recent years, leading to a high risk
of over-indebtedness. Public debt, which is
almost entirely external, is mainly owed to China
(55% in 2018). Despite the restructuring of the

Chinese loan for the railway linking Djibouti and
Ethiopia in September 2018, which extended the
repayment period and lowered the rate, debt
service is expected to increase. In May 2020, the
IMF approved a USD 43.4 million loan to help the
authorities address the Covid-19 crisis, as well as
debt relief under the Catastrophe Containment
and Relief Trust to provide additional resources.

The current account surplus vanished in
2020 because of the contraction of world trade
and its negative impact on the sale of services
related to re-export activity with Ethiopia, on
which the country depends (80% of exports).
Moreover, excluding re-exports, the decline in
imports, linked to lockdown measures and the
economic recession, did not offset the decline in
exports (livestock). In 2021, the current account
should turn slightly positive again. Imports
of capital goods are expected to continue
to fall in line with infrastructure investment.
However, the global trade recovery may not
do enough to revive trade with Ethiopia and
exports of services. Increased repatriation of
profits from foreign investments will mitigate
the income surplus generated by the presence
of foreign military bases and international aid,
which has been on the rise since the onset of
the Covid-19 crisis. Moreover, foreign exchange
reserves held by the central bank are extremely
low, at 1.4 months of imports.

Continuation of the Vision
2035 development plan in
a climate of uncertainty

Ismail Omar Guelleh, who has been in power
since 1999, is expected to win the presidential
elections in 2021, helped by the boycott policy
of his opponents. In the short-term, the country
is expected to focus on food security for the
poorest sections of the population, after agricul-
ture was hit by a locust outbreak. Furthermore,
the government will continue to implement the
Vision 2035 development plan, which has the
dual objective of tripling per capita income and
improving social and human development indica-
tors. Despite the desire to transform the country,
the business environment remains poor, owing
in particular to weak governance and corrup-
tion (ranked 126" out of 190 by Transparency
International). The country’s heavy debt burden
could harm trade relations with China, the main
creditor. Closer bilateral relations, symbolised by
the establishment of a Chinese military base in
2017, could cause the Djiboutian authorities to be
drawn into the diplomatic game played by the
countries with interests and military bases in the
region. Moreover, the resumption of diplomatic
relations between Eritrea and Ethiopia could
affect Djibouti’s prospects if Ethiopia were to
negotiate agreements to free itself from its trade
dependence on Djibouti.
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DOMINICAN REPUBLIC

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

10.4
8,596
DOP

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Dominican peso

TRADE EXCHANGES

I
Exports of goods as a % of total

UNITED STATES
HAITI
SWITZERLAND
EURO AREA
INDIA

50%
9%
8%
7%
4%

Imports of goods as a % of total

UNITED STATES
CHINA

EURO AREA
JAPAN

BRAZIL

42%
15%
10%

4%
3%

« Leading Caribbean tourist destination

* Remittances from its diaspora

* Free-trade agreement with the United States
(CAFTA-DR) and Economic Partnership

agreement with the EU

* Free zones (56% of goods exports in 2019)

« Institutional stability

« Dependence on the U.S. economy
* Dependence on gold prices
« Faulty electricity supply

fiscal revenues (14% of GDP)
« Drug trafficking-related crime
* Widespread corruption

« High levels of poverty and inequality / low

= -

i
-
b |

I $ COUNTRY PROFILES

L
]
b |
Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 7.0 5.0 -6.0 4.0
Inflation (yearly average, %) 3.6 1.8 3.3 4.0
Budget balance (% GDP) -4,3 -4,2 -8,5 -4,0
Current account balance (% GDP) -1,4 -1,4 -6,0 -4,5
Public debt* (% GDP) 50.7 53.8 68.8 68.2

(e): Estimate. (f): Forecast. * Non-financial public sector.

RISK ASSESSMENT

A partial rebound for the
Dominican Republic in 2021

The economy experienced a recession in
2020 for the first time in decades, as the
country was hit by the COVID-19 pandemic.
The first COVID-19 case was confirmed in
early-March 2020 and a national emergency
was implemented since then, leading to the
enforcement a national curfew, as well as the
closure of borders and non-essential businesses.
Moreover, the state of emergency and the
curfew have been extended several times. In
2021, GDP is expected to partially rebound,
but activity by the end of 2021 will still be
2.2% lower than in 2019. While tourism (which
accounts for roughly 16% of GDP) did reopen on
1 July 2020, it is not likely to rebound strongly
in 2021. This is underpinned by the fact that
some potential travellers will remain cautious
until a COVID-19 vaccine is widely applied. This
will negatively influence the pace of resumption
of gross fixed investments and household
consumption (due to a slow recovery on the job
market and higher inflation). Regarding the trade
balance, exports (gold, tobacco, textiles and
electronic) are likely to improve in 2021. This will
be driven by the expected recovery of the U.S.
economy, the major destination for Dominican
Republic’s exports (54% of total foreign sales
in 2019). Downside risks are mostly related to
the COVID-19 pandemic’s evolution.

Large COVID-19 induced fiscal and
external imbalances partially shrunk

The COVID-19 put the fiscal balance under consi-
derable strain. During his last months in office,
the former president Danilo Medina announced a
series of countercyclical fiscal stimulus measures.
The latter were then extended until the end of
2020 by the newly elected President Abinader,
who promulgated a Supplemental Budget Law
of around 4.5% of GDP in September 2020. As
a result, gross public debt strongly deteriorated
last year. In order to cover part of the higher
financing needs, policymakers ensured loans
from multilateral institutions, such as the
IMF (USD 650 million) and the World Bank
(USD 250 million). In 2021, the fiscal deficit
should only partially ease, since a full-fledged
economic recovery is unlikely. Moreover, the
COVID-19 also triggered a shock on the external

accounts in 2020. On the one hand, taking into
account January to September 2020 figures,
the trade balance deficit narrowed thanks to a
relatively higher drop in imports (particularly
the oil bill) compared to exports. Alongside,
remittances from Dominicans living abroad
surprisingly increased to USD 5.8 billion (+
NM% in comparison with the same period of
2019). Nevertheless, the services account
surplus strongly deteriorated (travel revenues
plummeted by 65% year-on-year reaching USD
2 billion, down from USD 5.8 billion in the same
period of 2019). Meanwhile, foreign direct invest-
ment in the country shrunk by 13%, reaching
USD 2 billion during the period. In addition, the
external public debt amounted to 38% of GDP
(26.3% of GDP in September 2019). This increase
is mainly due to the amounts disbursed due to
sovereign bond issues to combat the economic
effects of COVID-19. Finally, foreign reserves
stood at USD 10.6 billion in the same period
(covering over 6 months of imports.

Despite the change in power,
pro-business environment
should be preserved

President Luis Abinader of the centre-left
opposition Partido Revolucionario Moderno took
office on 16 August 2020. His victory put an
end to the 16-year power period of the centrist
Dominican Liberation Party. Mr. Abinader has
a majority in Congress (18 out of 32 Senate
seats and 92 out of 190 seats in the lower
house). He promised a universal minimum
subsistence wage of 10,000 pesos (USD 173)
and has indicated his intention to fix the fiscal
imbalances, including through measures such as
the broadening of the tax base (as recommended
by IMF). Nevertheless, the social and economic
challenges imposed by COVID-19 will probably
delay his plans. Moreover, during the campaign,
he stressed out the need to combat corrup-
tion, as well as strengthen the government’s
contracting and procurement processes. In
2017 and 2018, Marcha Verde demonstrations
were organised to denounce corruption and call
for the conviction of political leaders accused
of taking bribes from Odebrecht, a Brazilian
company. Finally, regarding the tense cross-
border relations with Haiti, president Abinader
said in October 2020 that while he is willing
to collaborate in solidarity with the constant
crisis in Haiti, he defends that any response must
come from the entire international community.
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COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK D

BUSINESS CLIMATE B

POPULATION
Millions of persons - 2019

17.3
6,222
UsSD

GDP PER CAPITA
US Dollars - 2019

CURRENCY
US dollar

TRADE EXCHANGES

Exports of goods as a % of total

ECUADOR

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.3 0.1 -8.2 3.0
Inflation (yearly average, %) 0.3 -0.1 -0.9 0.0
Budget balance (% GDP) -3.2 -3.2 -8.9 -2.9
Current account balance (% GDP) -1.2 -0.1 1.5 1.0
Public debt* (% GDP) 46.1 51.8 68.9 67.4

(e): Estimate. (f): Forecast. * All non-financial public sector.

RISK ASSESSMENT

A recovery limited by local factors

In 2021, the upturn in activity will mainly be
driven by household consumption, while the poli-
tical climate weighs on private investment and
austerity on public spending. The gradual end
of lockdown measures, in the absence of a new
rebound in the epidemic, is expected to allow a
recovery in private consumption, supported by
very low inflation in a largely dollarized economy.
However, the high unemployment rate, at 10% at
the end of 2020 compared with 5% at the end
of 2019, is expected to limit its dynamism. Public
consumption will be constrained by the Moreno
government’s fiscal consolidation policy imple-
mented under the IMF agreement. Investments
are expected to be affected by the gloomy global
context and their level is expected to largely
depend on who wins the presidential election of
February 2021 and the policy towards nationali-
sations. The various legal actions by indigenous
communities against mining projects, such as
the one at the San Carlos Panantza copper
mine operated by the company ExplorCobres,
will also contribute to slow down investment
projects. The victory in the presidential elections
of Andrés Arauz (a protégé of Rafael Correa,
known for his nationalisations) or Yaku Pérez
(who is close to the indigenous communities)
could further complicate the exploitation of the
country’s mining potential, limiting the growth of
the sector in 2021 beyond a base effect. For its
part, the oil sector is expected to benefit from a
higher average price, since Ecuador is no longer
a member of OPEC since 1 January 2020. The
construction sector is expected to suffer from
the decline in public spending on infrastructure.
The fishing sector will benefit from increased
shrimp sales in China, while banana and cocoa
exports should be buoyant conditioning on good
weather conditions. The tourism sector (6% of
GDP) is expected to remain sluggish, as is the
case everywhere else in the world.

Fiscal consolidation at the
mercy of politics and a
strengthened external position

The pandemic crisis has only exacerbated the
weaknesses in public finances, despite efforts to
comply with the IMF agreement of March 2019.
The expected delay in mining projects is unlikely
to generate the USD 4 billion in tax revenues
expected by the government, while oil revenues
have declined with falling prices and are only
expected to grow moderately in 2021 with the
price of oil still low. The government, which
has become heavily dependent on funding
from multilateral agencies, is expected to
continue to pursue a policy of expenditure
reduction, although there is uncertainty
related to the February elections. After

obtaining initial emergency aid from the IMF
in May 2020 to finance the fight against the
pandemic, in September 2020, the government
negotiated an extended credit facility with the
IMF for USD 6.5 billion, receiving USD 2 billion
on signature, 2 billion at the end of 2020 and the
balance before 2022. Prior to this agreement, a
reorganisation of its bilateral debt with China,
largely secured by oil revenues, was obtained
(USD 900 million over 2020-2021), as well as
a restructuring of its bond debt for a total of
USD 17.4 billion revolving around ten sovereign
bonds maturing between 2022 and 2030. They
were swapped for three others maturing in 2030,
2035 and 2040, and the creditors accepted a
9% discount on the principal value. In addition
to postponing and extending its service, this
reduced debt repayment requirements by
USD 1.6 billion.

Regarding the external accounts, the compression
of imports and the relatively good performance
of non-oil exports during the crisis enabled the
current account balance to shift from a deficit
to a surplus. This surplus is expected to persist
in 2021, albeit at a lower level. Indeed, the reco-
very of domestic demand is expected to lead
to a reduction in the trade balance surplus, but
without erasing all the gains made over 2020,
thanks to the rise in prices that will boost oil
exports. In addition, the restructuring of the
debt is expected to reduce interest payments
and thus limit the primary income deficit, which is
expected to be offset by expatriate remittances,
which will be greater thanks to the recovery of
activity in the United States, Spain and Italy. This
current account surplus, together with the funds
obtained from multilateral lenders, is expected
to strengthen the stocks of foreign exchange
reserves (3.4 months’ worth of imports at the
end of 2020) and support the dollarization of
the economy.

A high-stakes election

Uncertainty persists as to the direction of
medium-term policies given the large ideological
differences between the candidates for the top
job. Candidates for the February 2021 presiden-
tial elections, of whom there are 17, are highly
fragmented, and no candidate appears likely
to win in the first round. Leading the polls are
centre-right Guillermo Lasso, Andrés Arauz,
protégé of Rafael Correa, on the left, and Yaku
Pérez, who is closer to the indigenous groups,
also on the left. All the candidates expressed
a certain form of reluctance, more or less
strong, towards the IMF agreement, with the
major demonstrations at the end of 2019 in
mind. G. Lasso is, however, most likely to open
dialogue with the IMF based on a more inclusive
agreement that provides assistance to those
most in need. However, the adoption of new
reforms could in any case be complicated by
an assembly that is likely to break up after the
legislative elections scheduled for the same date.

UNITED STATES I o
CHINA [ ] 13%
EURO AREA I 12%
PERU [ ] 8%
CHILE [ ] 7%
Imports of goods as a % of total
UNITED STATES I ;-
CHINA R
EURO AREA [ ] 12%
COLOMBIA [ ] 8%
PANAMA [ ] 7%
« Significant mineral potential (copper, gold,
etc.), oil and gas potential
« Tourism potential (flora, fauna, heritage)
« Climate diversity allowing for many crops
« Marine resources: number one exporter of
shrimp and prawns
« Low inflationary risk due to full dollarization
« Oil-dependent economy
« Competitiveness subject to the evolution
of the dollar because of its full dollarization
« Largely informal nature and low qualification
of the workforce
« History of sovereign default
* Weak public resources and poor targeting
of social protection
« Deficient business environment: corruption,
opaque public procurement, interventionism
« Weak domestic and foreign private investment
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PAYMENT & DEBT COLLECTION PRACTICES IN ECUADOR

Payment

Cheques are still a frequently used means of
payment for commercial transactions in Ecuador.
Nevertheless, the use of cheques is declining,
due to a growing preference for electronic
payments for transactions of all values.

Credit transfers are used for both high-value and
low-value payment transactions. High-value and
urgent inter-bank transfers are usually cleared
via the Banco Central Ecuatoriano (BCE). Inter-
bank transfers can include capital, money and
foreign exchange market transactions, as well
as public sector and commercial payments.
Transfer instructions can be submitted via
paper-based instructions or through online
systems such as SWIFT.

Cash is frequently used, particularly for
low-value transactions.

Debt Collection

Amicable phase

Amicable negotiations are a crucial step in
successful debt collection management. These
negotiations are highly detailed and cover
aspects including the number of instalments,
write-offs, guarantees, collateral, grace periods
and interest.

Legal proceedings

Ecuador’s judicial system comprises courts,
administrative bodies, autonomous bodies
and subsidiary bodies. The jurisdictional bodies
responsible for administering justice are the
National Court, regional courts, law courts,
law tribunals and Justice of the Peace courts.

The Judicial Council is the governing body
responsible for the administration, supervision
and discipline of the judicial function. The judicial

system also encompasses subsidiary bodies,
such as notaries, auction services, foreclosure
services, legal custodians and other bodies, as
determined by law.

The Codigo Organico General de Procesos
(COGEP), a new legal code in force since
May 2017, should help to speed up procedures.

Under the new legal code, trials can be
in the form of Executive Judgments or
Ordinary Judgments.

Executive Proceedings

Executive proceedings are initiated by filing a
written complaint with the Court. Supporting
documents (such as the pagaré or letra de
cambio) should be attached to the claim. Cases
are assigned to a judge who then has 45 working
days to decide whether the claim is complete.
The judge then hands down precautionary
measures within the following 90 days. The
judge orders a single audience 120 days later,
during which he delivers a sentence.

Ordinary Proceedings

Ordinary proceedings are initiated by filing a
written complaint with the Court. The case is
then assigned to a judge who has 60 working
days to decide whether the claim is complete.
The judge then issues a writ ordering the serving
of the written complaint to the debtor. The
debtor has 90 days to respond with a written
defence. The judge then orders a single audience
during which he will deliver a sentence.

Enforcement of a Legal Decision

A domestic judgment becomes final and enfor-
ceable after any appeals have been exhausted.
The judge of the court of first instance is
responsible for enforcing judgments and issues

a writ of execution ordering the relevant party
to comply with the judgment within five working
days. If the order is not complied with within
the five-day period, the judge orders the seizure
of the debtor’s assets in order for them to be
auctioned off.

The Ecuadorian Civil Procedure Code sets
out the requirements for the enforcement of
foreign judgments, in accordance with the
appropriate treaties, international conventions
and Ecuadorian law. The approval procedure
begins with a phase of knowledge gathering
(for ordinary trials) that is performed in the
defendant’s domicile court before admitting
the execution. Ecuador has signed and ratified
a number of international treaties for the reco-
gnition and enforcement of foreign judgments,
including the Inter-American Convention on
Extraterritorial Validity of Foreign Judgments
and Arbitral Awards.

Insolvency Proceedings

There are two phases in Ecuador’s insol-
vency proceedings.

Conciliatory phase

The objective of this phase is to ensure that the
debtor company can continue to operate, by
putting into place signed agreements with all
of its recognised creditors.

Bankruptcy
Bankruptcy proceedings entail the sale of the
debtor company and its assets, with profits
from the said sales being used to pay its debts
to creditors.
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COFACE ASSESSMEN

COUNTRY RISK C

BUSINESS CLIMATE B

POPULATION
Millions of persons - 2019

99.3
3,044
EGP

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Egyptian pound

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D >
UNITED STATES [ ] 7%
uNiTeb ARAB EMIRATES [ 6%
TURKEY [ ] 5%
SAUDI ARABI [ ] 5%
Imports of goods as a % of total
EURO AREA I >
CHINA [ ] 15%
UNITED STATES [ ] 7%
SAUDI ARABIA [ | 7%
TURKEY [ ] 5%

* Large market

« Advantageous geopolitical situation; Suez
Canal

« Tourism potential

« Gas (Zohr field) and mineral potential (gold,
kaolin, potash, copper, zinc, lead, feldspar)

« Political and financial support from Gulf
monarchies and Western countries

* IMF support programme

« Limited external debt (less than 20% of
public debt)

o

« Poverty (one third of the population); low
employment rate among young people

« Low government revenues (19% of GDP) and
informal economy (half of all jobs)

« Jihadists active in Sinai region

« Tensions between part of the Muslim majority
and the Christian minority (10%)

« Lack of water and dependence on the Nile

« Public deficit and public debt

* Banking system vulnerable to sovereign risk,
with the public sector absorbing 2/3 of credit

« High cost of credit

* Low and low value-added manufacturing
exports; food dependency

« Non-transparency of companies controlled
by the military (30% of the economy)

« Corruption, lack of competition and bureau-
cracy, including in foreign trade

EGYPT

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth* (%) 5.3 5.6 3.5 2.8
Inflation* (yearly average, %) 20.9 13.9 5.0 6.0
Budget balance* (% GDP) -9.5 -8.0 -9.0 -10.0
Current account balance* (% GDP) -2.4 -3.6 -3.5 -3.2
Public debt* (% GDP) 92.7 83.8 87.0 91.0

(e): Estimate. (f): Forecast. * Fiscal year from 1=t July - 30*" June. 2021 data: FY20-21.

RISK ASSESSMENT

Limited impact of the COVID-19 crisis

With its impact spread over fiscal years 2020 and
2021, the COVID-19 crisis will not stop the Egyptian
economy from posting moderate growth over
these two years. However, it will take until the
second half of 2021 for the economy to return to its
sustained pre-crisis pace, as, despite the short-lived
and moderate nature of the measures introduced
to fight the pandemic, household consumption
(85% of GDP) still suffered. Expatriate remittances
fell as the Gulf experienced an economic down-
turn and many low-skilled workers’ employment
contracts were terminated. Tourism (10% of
employment and 6% of GDP) evaporated. Services
(55% of GDP in terms of supply), especially trade,
transport and accommodation, were hardest hit,
with many family businesses, supporting half of all
households, folding. Informal jobs have become
scarcer. It will be necessary to wait until the second
half of 2021 to see a rebound in private consump-
tion. Investment (15% of GDP) was impacted by
the withdrawal of local and foreign private-sector
participants, but should get back on track within
the same timeframe, owing to the development of
gas and port facilities. Conversely, public invest-
ment held up, thanks to international financing,
with the continuation of projects in transport (rail
and Suez Canal), seawater desalination, housing
and the establishment of the new administrative
capital east of Cairo. The budget support plan, of
which the economic and health measures focused
on the most disadvantaged members of society
and the most affected sectors, mitigated the
shock. The central bank imposed a six-month
moratorium on loan repayments, reduced the
preferential rate for SME loans from 10% to 8%
and guaranteed bank loans up to 1.7% of GDP.
Exports were hit by the drop in hydrocarbon sales,
weaker European and North American demand
for clothing articles, reduced Indian demand for
fertilisers, and the lack of tourists. Shipments
of citrus fruits, vegetables and electronic and
electrical appliances suffered from supply chain
disruptions. However, unlike services, industrial
(35% of GDP) and agricultural (12%) activity is not
expected to have declined. While these negative
factors should reverse in 2021, at least partially,
tourists will be slow to return. Meanwhile, even
though imports of consumer products fell, capital
goods imports remained stable, such that trade’s
negative contribution to growth was maintained,
but did shrink.

A break in fiscal consolidation

The already high public deficit increased with
the crisis, due to the adoption of a support plan,
although the plan’s size (nearly 2% of GDP) was
limited by the lack of room for manoeuvre. The
deterioration was mitigated by cuts to current
expenditure and continued tax administration
reforms. The substantial debt increased further.

Interest was already the largest expenditure item,
absorbing half of the revenue. However, its foreign
currency portion accounts for less than 20% of the
total and is 70% made up of bilateral and multilateral
loans. This portion is expected to increase with
international financing. Moreover, the domestic
debt became less onerous after the central bank
cut its policy rate by 400 bps in 2020 to 8.75%.
In the framework of the IMF programme, fiscal
consolidation should be resuming from fiscal year
2022 onwards with the return of a primary surplus
(i.e. excluding interest) and strong growth, but
should be constrained by the high cost of debt.

The current account deficit is expected to have
narrowed slightly due to the crisis. The large trade
deficit (12% of GDP in 2019) shrank as the decline
in imports (crude oil, capital and intermediate
goods) outweighed that of exports. The surpluses
in transfers (8%) and services (4%) decreased
in line with expatriate remittances and tourism.
Canal revenues resisted with the implementation
of environmental standards encouraging shippers
to abandon the Cape route. The income deficit
(4%) fell slightly. Since the deficit could not be
financed through weakened foreign investment
alone, it was necessary to tap the market, regional
banks (Emirates NBD Capital, First Abu Dhabi
Bank) and multilateral organisations (IMF with
its Rapid Financing Instrument and a Stand-by
Arrangement, EIB and Afreximbank), which
fuelled moderate external debt (35% of GDP).
Portfolio investments, which vanished at the
height of the crisis, were drawn back by the high
real rates on offer. In this respect, the central bank
is maintaining a prudent policy, even if this means
causing the pound to be slightly overvalued.
Reserves were maintained at about six months
of imports despite market injections.

Concentration of power

Re-elected with 97% of the vote in 2018, President
Abdel Fattah al-Sissi saw his powers strengthened
after the 2019 referendum led to the adoption
of constitutional amendments including the
extension of the presidential term from four to
six years and allowing him to run for a third conse-
cutive term in 2024. The referendum also gave
the president control over judicial appointments
and strengthened the role of the army. Elections
to both houses of parliament in 2020 confirmed
the dominant position of the Future of the Nation
Party, which is close to the president. Poverty and
a lack of freedom of speech may combine to stoke
social unrest. Externally, the Egyptian regime
retains a pivotal role in regional stability and the
fight against terrorism, enabling it to maintain
close relations with Europe and the United States,
but also with the United Arab Emirates and Saudi
Arabia. Following the construction of the Grand
Renaissance Dam, relations with Ethiopia continue
to stumble on questions related to sharing water
from the Nile, on which about 90% of Egypt’s
drinking water supply depends. Relations with
Turkey have been strained over Libya and gas
development in the eastern Mediterranean.
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EL SALVADOR (REPUBLIC OF)

COFACE ASSESSMEN

COUNTRY RISK D

BUSINESS CLIMATE B

I $ COUNTRY PROFILES

POPULATION
Millions of persons - 2019

6.5
4,187
UsD

GDP PER CAPITA
US Dollars - 2019

CURRENCY
US dollar

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES D 2%
GUATEMALA [ ] 16%
HONDURAS ] 16%
NICARAGUA [ ] 7%
COSTARICA [ | 4%
Imports of goods as a % of total
UNITED STATES I o
CHINA [ ] 14%
GUATEMALA [ ] n%
MEXICO [ ] 8%
HONDURAS [ ] 7%

« Relative economic diversification

* Free trade agreements with Central America
and the United States (CAFTA-DR), as well
as with Mexico, the EU and South Korea,
member of the customs union with Guatemala
and Honduras

« Financial support from multilateral institutions

* Strong demographics

o

« High crime and insecurity linked to drug
trafficking

« Lack of natural resources

« Climate and seismic vulnerability

« Inadequate infrastructure and investment

« Dependence on the United States (number-one
destination for exports and main source of
expatriate remittances)

« Structural fragility of public and external
accounts

« Significant inequalities and poverty

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.4 2.4 -8.5 3.0
Inflation (yearly average, %) 1.1 0.1 0.2 1.1
Budget balance (% GDP) -2.6 =31 -13.3 -8.4
Current account balance (% GDP) 4.7 -2.1 -4.9 -4.5
Public debt (% GDP) 68.0 69.4 89.0 92.5

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

RISK ASSESSMENT

A recovery that will be highly
dependent on the United States

After being harder hit than its neighbours by
the pandemic-related recession in 2020, with
the exception of Nicaragua, El Salvador is set to
experience a rather sluggish recovery that will
not be enough to make up the lost ground. As
with its neighbours, this is due to heavy reliance
on the U.S. economy, but also to public demand,
which is limited by the country’s strained finan-
cial situation. Domestic demand is mainly based
on household consumption (82% of GDP in 2019)
for which remittances from expatriates in the
United States are an important source of income
(21% of GDP in 2019). These expatriates will
continue to be more affected by unemployment
than other sections of the population, with a
rate of 9.2% in December 2020, higher than the
U.S. national average. As a result, the catch-up
effect observed in remittance flows in the second
half of 2020 is not expected to continue on
a sustained basis, which will limit the strength
of these flows. Public demand, meanwhile, is
expected to be constrained by political tension
surrounding the approval of the 2021 budget and
growing financing needs, despite the govern-
ment’'s commitments to increase spending on
health, education and security. However, a return
to greater consensus between the legislature
and the executive following the 2021 legislative
elections could boost investment in the country.
External demand will remain constrained, parti-
cularly in the clothing sector, which is being hurt
by weaker demand in the United States and
Vietnam'’s entry into the competition. Besides
textiles, the manufacturing sector as a whole is
set to be affected, especially maquila companies,
which are focused on exports and the United
States, producing electronic chips and plastic
packaging in addition to textiles. Construction
is also expected to be affected by the recession.
The agricultural sector will remain vibrant, driven
by coffee and sugar exports. A resurgence of
the epidemic in the country, however, poses a
risk to this scenario.

Financing needs for public
and external accounts

The deterioration in the already fragile public
finances was one of the main consequences
of the pandemic, with a 20 percentage point
jump in public debt relative to GDP in 2020.
The 2021 budget provides for a 16% increase
in spending compared with FY2020. In the

absence of measures to boost revenues, the new
financing needs should be covered by debt. The
country obtained a total of USD 606 million in
multilateral loans from the IMF, the World Bank,
the Inter-American Development Bank and the
Central American Bank for Economic Integration.
However, these loans did not meet all of the
government’s financing needs, prompting it to
go into debt by issuing EUR 1 billion in short-term
repayable bonds to finance 2020 expenditures.
Repaying this high-interest short-term debt is
likely to increase the financial constraints on the
government, which is counting on new multila-
teral loans to cope, as the domestic market is
already saturated. An agreement with the IMF to
obtain financing is unlikely before the February
legislative elections and would be conditional on
significant fiscal adjustments. The trade deficit
is set to stay high, while exports will continue to
be stymied by lower global demand for textiles
and clothing, despite brisk growth for agricultural
products. Imports are expected to increase,
driven by renewed domestic demand. With the
income balance still in deficit due to dividend
repatriation by foreign companies, expatriate
transfers will prove insufficient to balance the
current account. Foreign direct investment,
mainly from the United States, will remain
sluggish in an uncertain global context. The
government will therefore also have to finance
these external needs through multilateral loans.

Will tensions ease between the
legislature and the executive?

Since Nayib Bukele came to power at the head
of the centre-right GANA party in the February
2019 election, tensions have been running high
between the executive and the legislature, which
is dominated by the two traditional parties,
FMLN and Arena. This situation came to a head
on 9 February 2020 when the army entered
the National Assembly as the president sought
to pressure deputies to fund the fight against
gangs. The legislative elections of February
2021 could allow President Bukele to emerge
as the winner in the stand-off, with his newly
created party, Nuevas Ideas, currently well ahead
in the polls (48% support versus 8% combined
for Arena and FMLN). A new consensus between
the assembly and the president could allow the
latter to carry out his reform programme. On
the international scene, the president’s cordial
relations with the United States could grow more
strained again following Joe Biden’s victory.
Several voices have already been heard in the
U.S. Congress criticising the president’s authori-
tarian turn and calling for U.S. aid to the country
to be suspended if reforms are not carried out.
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COUNTRY RISK E

BUSINESS CLIMATE 3

POPULATION
Millions of persons - 2019

3.5
567
ERN

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Nakfa

TRADE EXCHANGES

Exports of goods as a % of total

CHINA G
SOUTH KOREA [ ] 35%
EURO AREA 0%
SINGAPORE 0%
UNITED ARAB EMIRATES 0%
Imports of goods as a % of total
EURO AREA I 2+
CHINA [ ] 19%
uNiTeb ARAB EMIRATES [ 14%
TURKEY [ ] 7%
UNITED STATES [ ] 4%

gold, silver, zinc)
« Strategic position on the Red Sea

o

« Extensive mineral resources (potash, copper,

« Potential additional gateway for Ethiopia

« Critical level of debt

* Country has become an international

pariah state
« Worrying human rights record
« Very difficult business climate

« State plays a massive role in the economy

* Extreme poverty, high emigration

ERITREA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 12.2 3.8 -1.0 5.0
Inflation* (yearly average, %) -14.4 -16.4 5.0 2.7
Budget balance** (% GDP) 4.2 -1.5 -5.7 -4.9
Current account balance*** (% GDP) 15.4 12.0 8.1 7.0
Public debt (% GDP) 185.6 189.3 185.8 173.5

(e): Estimate. (f): Forecast. * Data only for the Asmara region. ** Including grants. *** Including official transfers.

RISK ASSESSMENT

Resumption of growth in 2021

Even though Eritrea was only slightly impacted
health wise by the COVID-19 pandemic, the
country’s growth dropped in 2020 as the
economy was hit by a twin supply and demand
shock. The national lockdown, caution among
consumers and investors, and the collapse of
global demand all reduced demand. Supply,
meanwhile, was affected by supply chain disrup-
tions. This supply shock caused inflation to rise
dramatically after several years of deflation due
to low prices for consumer goods imported at
an overvalued exchange rate. As supply chains
get back to normal and demand, especially
external demand, recovers, growth is expected
to pick up sharply in 2021 to outstrip pre-crisis
levels. The government may invest massively
in the health system following COVID-19. The
mining sector, the mainstay of the economy,
was severely impacted in 2020 by the drop
in demand for commodities as industrial and
construction activity came to an abrupt halt in
many countries. The sector is poised to recover in
2021, with the Bisha copper and zinc mine set to
increase its production, which, possibly coupled
with higher prices, could boost the country’s
export revenues. Moreover, the development of
the Colluli potash mine is proceeding on sche-
dule, despite government-imposed restrictions
due to the health crisis. The facility is expected
to begin producing potassium sulphate in 2022.

However, much of the FDI (9.6% of GDP) goes
to this sector. Due to uncertainties related to the
recovery, these investments are likely to decline,
hurting the mining sector and its exports, which
are vital at a time when imports are expected
to continue to increase. Agriculture (about 30%
of GDP and 60% of employment) was hard hit
by locust invasions, which sharply reduced
yields and forced the country to increase food
imports. Reliance on food imports is expected
to continue in 2021.

A widening public deficit, but a
comfortable current account surplus

The increase in public spending and the
decrease in revenues, in connection with the
COVID-19 crisis, caused the public deficit to
widen. While no plan was officially adopted, the
government aligned itself with the WHO in terms
of preparedness and response measures. The
government also made it easier for micro and
small enterprises to access credit, thus limiting
business closures and supporting the economy.
Furthermore, the authorities are expected to
continue vigorously raising donations from
citizens and expatriate remittances for the

National Pandemic Fund. This fund has made
it possible to meet the most urgent health
needs and assist the poorest and most vulne-
rable households. Public debt, which is mainly
domestic and denominated in local currency, is
still at an extremely high level and will continue
to pressure the country’s finances in the years
to come. In addition, although relations with the
international community have improved slightly,
access to donor assistance will remain limited.

Looking at the external accounts, the current
account surplus is large, thanks to remittances
from Eritrean expatriates (12% of GDP), as well
as a trade surplus driven by mining exports (25%
of GDP). The surplus narrowed in 2020 due to
lower net exports. Drawing on foreign exchange
reserves fuelled by repeated current account
surpluses, the central bank will continue to
maintain the nafka’s peg to the dollar, which,
given the parallel market exchange rate, will
remain overvalued.

A return to the international
scene to be confirmed

The political landscape is dominated by the
People’s Front for Democracy and Justice, the
only legally authorised party, which has been led
by President Issayas Afeworki since 1993. The
total absence of democracy and fundamental
freedoms, alongside the regime’s totalitarian
excesses, are widely acknowledged and made
Eritrea one of the most closed countries in
the world.

However, in July 2018, the president signed
a peace declaration with the Ethiopian Prime
Minister, Abiy Ahmed, agreeing to officially end
20 years of war, reopen borders and restore
trade, transport and telecommunications links
between the two countries. Originally due to
a border dispute, the conflict with Ethiopia,
coupled with accusations over the funding
of al-Shabab armed groups in Somalia, had
excluded Eritrea from the international commu-
nity and led to UN sanctions (arms embargo,
travel bans, asset freeze). These sanctions
were lifted in November 2018 to welcome the
peace efforts made, which also extended to
relations with Somalia, Sudan and Djibouti. The
peace agreement has raised high hopes in the
region, as illustrated by the various infrastructure
investments announced since then. However,
the unilateral decision to close borders with
Ethiopia in April 2019, as well as the regime’s
slowness in complying with the peace agreement
and initiating reforms, are fuelling uncertainties
among potential investors. A reform of the
country’s indefinite military service, one of the
main reasons prompting Eritreans to emigrate,
would be a major signal of openness.

COFACE

101

COUNTRY & SECTOR RISKS HANDBOOK 2021



ESTONIA

COFACE ASSESSMEN

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

1.3
23,758
EUR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Euro

TRADE EXCHANGES

Exports of goods as a % of total

FINLAND D s
SWEDEN [ ] 10%
LATVIA [ ] 9%
UNITED STATES [ ] 7%
GERMANY ] 6%
Imports of goods as a % of total
FINLAND | D
GERMANY [ ] 10%
LITHUANIA [ ] 10%
SWEDEN [ ] 9%
LATVIA [ ] 9%

* Eurozone (2011) and OECD (2010) member
« Close trading, financial and cultural links

with Scandinavia

« Virtually energy self-sufficient thanks to

oil shale

« Development of high value-added sectors

(electronics, IT services)
* Flexible economic policy

o

measures

« External accounts in surplus and low debt
* Very favourable business environment
(18 in the 2020 Doing Business ranking),
although the IMF has stressed the need
for more stringent anti-money laundering

« Digitisation of administrative procedures

* Small open economy sensitive to external

shocks

labour

speaking eastern regions

« Declining labour force; shortage of skilled

« Lack of land connections to the rest of the EU
* Income inequalities and persistent poverty,
especially in the predominantly Russian-

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.8 3.2 -4.3 3.4
Inflation (yearly average, %) 3.4 2.4 0.1 1.3
Budget balance (% GDP) -0.6 -0.2 -10.3 -4.3
Current account balance (% GDP) 2.0 1.4 -0.7 0.6
Public debt (% GDP) 8.4 8.7 18.7 23.0

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

RISK ASSESSMENT

Return to growth in 2021
after a difficult year

Relatively unscathed during the first wave, Estonia
saw its number of positive COVID-19 cases soar
at the end of 2020. In addition its economy, which
is heavily dependent on foreign trade, was hurt
by the crisis. However It is expected to recover
strongly in 2021. Private consumption (46% of
GDP) is estimated to have shrunk by 8% in
2020 due to lockdown measures, lower incomes
(unemployment rose from 4.5% in 2019 to 6.5%
in 2020, while wages fell by 1%) and increased
precautionary saving by households. It should
rise by 10% in 2021 thanks to the national reco-
very plan, whose objectives include supporting
household consumption, but also because of
the recovery in employment. The collapse in
investment was the main reason for the drop
in domestic demand in 2020. After declining
by an estimated 11% in 2020, it is expected to
grow only moderately in 2021 (5%), due to the
downturn in the capacity utilization rate. This
will be offset by increased public investment
(+25% in 2020), particularly in infrastructure.
These investments will be financed by the
national recovery plan and the EUR 1.5 billion
in aid received by Estonia under the EU Recovery
and Resilience Facility, 70% of which will be
disbursed before 2022. Ultimately, reduced
foreign demand was responsible for two-thirds
of the 2020 recession, with exports of goods
and services (which account for about 70% of
GDP) declining by almost 14%, driven down by
the fall in exports of transport equipment and
mineral products. However, these exports could
increase by 10% in 2021.

On the supply side, agriculture, which accounts
for less than 3% of GDP, was barely affected by
the crisis. The secondary sector experienced
a sharp decline in 2020 (about 7%), owing to
falls in the automotive sector and oil shale,
but is set to grow strongly in 2021 (by around
7%). Services fell by approximately 5% in 2020,
but could grow by about 3% in 2021 thanks to
information and communication services and
the IT sector (10% of GDP).

An emerging public deficit, but a
comfortable financial situation

Estonia has sound public finances. In mid-March
2020, the government was able to release
EUR 2 billion (7% of GDP) to combat the
crisis. This stimulus package has increased

the country’s debt, which is still well below
that of its European neighbours. The public
deficit, which has increased with the crisis,
should improve in 2021. Public finances will
also benefit from EU support, as Estonia has
been allocated EUR 6 billion under the 2021-
2027 multiannual financial framework, of which
14% will be disbursed in 2021. Estonia has also
been authorised by the Commission to reduce
its co-financing of the framework, which will
allow the country to save EUR 1 billion.

After a slight deficit in 2020, the current account
is expected to return to a small surplus in 2021.
In 2020, while exports of goods were affected
by the decline in international demand, imports
were more affected by the sharp fall in domestic
demand. The goods balance will remain in deficit
in 2021, although rising exports (wood, metal,
transportation equipment) should support an
improvement. The services surplus remained
relatively stable, driven by the computer and
software sector and despite the fall in trans-
portation and tourism. Dividend repatriations
by foreign investors exceeded the income
from Estonian investments abroad, leading to
an income deficit. Substantial foreign direct
investment (3% of GDP in June 2020) is matched
by portfolio investments abroad by Estonian
pension funds and insurance companies. The
capital account surplus is made up of transfers
from EU structural funds. Gross external debt,
equivalent to about 80% of GDP in 2020, is
rising but is more than offset by residents’ assets
held abroad.

A stable political situation and
a good business environment

The March 2019 legislative election saw the
liberal Reform Party win with 29% of the vote.
The election was marked by the breakthrough
of the nationalist EKRE party, which obtained
17.8% of the vote. In the absence of a majority,
a coalition government comprising the centrist
party, conservatives and EKRE took office at
the end of April, led by Prime Minister Juri
Ratas, the head of the Centre Party. In January
2021 JUri Ratas resigned from his position amid
allegations of influence peddling and bribery
over the property development project in Tallinn.
Kaja Kallas of the Reform party became Estonia’s
first female prime minister on 25™ January after
the parliament approved her nomination. A half
of ministers in the new government is from the
Reform Party and the other half from the Centre
Party, despite the latter is subject to a criminal
investigation. The current government does not
include the EKRE party.
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COUNTRY RISK C

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

96,6
961
ETB

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Ethiopian birr

TRADE EXCHANGES

Exports of goods as a % of total

N <
UNITED STATES ] 10%
EURO AREA ] 9%
CHINA ] 9%
SWITZERLAND [ ] 6%

Imports of goods as a % of total
CHINA I 17
UNITED ARAB EMIRATES [ 15%
EURO AREA [ ] 9%
INDIA ] 7%
SAUDI ARABIA I 7%

» Large market

* Aviation hub

*« Remarkable track record in growth and
poverty reduction (27%)

« Public investment in infrastructure development

« Hydroelectric, mining (phosphate, hydro-
carbons) and tourism potential

« Agriculture (70% of employment, but 40% of
GDP) is not very productive and is sensitive
to weather conditions and changes in world
commodity prices

« Low manufacturing value added: 6% of GDP

« Landlocked country: 95% of exports pass
through Djibouti

* Low foreign exchange reserves, lack of
foreign exchange, import restrictions

* Persistent challenges in the business
environment and governance

« Underdeveloped banking system

« Insufficient power supply

* Unstable regional environment and high
ethno-political tensions

ETHIOPIA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth* (%) 8.4 9.0 4.0 -1.0
Inflation** (yearly average, %) 13.8 15.8 21.0 15.0
Budget balance* (% GDP) -3.0 -2.5 -4.0 -4.0
Current account balance* (% GDP) -6.5 -5.3 -5.0 -5.0
Public debt* (% GDP) 61.1 57.6 59.0 63.0

(e): Estimate. (f): Forecast. * Fiscal year from 8% July - 7" July; 2021 data: July 8, 2020 - July 7, 2021. ** Calendar year.

RISK ASSESSMENT

Waiting for investment to recover

In 2020, the COVID-19 crisis, coupled with a locust
invasion and the worsening security situation,
put an end to the strong growth of the Ethiopian
economy. In 2021, the security risk will persist,
as will the health and locust threats, and it will
probably be necessary to wait until after the elec-
tions to see a resumption of activity in the second
half of the year. Investment (more than a third
of GDP) has come to a halt. Public investment
(more than a third of public expenditure), which
is focused on infrastructure (roads and railways
linking the country to the ports of neighbouring
countries, power lines) held up better than the
private component, which is dominated by foreign
investors, who are more sensitive to rising risks.
However, work will resume and other projects
will be launched under the third Growth and
Transformation Plan (2021-2025) and privati-
sations (sugar, metals, rail, electricity, banking),
supported by a law passed in 2018 facilitating
public-private partnerships. Construction of the
gas pipeline linking the Ogaden fields to the
port of Djibouti is continuing. Development of
industrial parks will resume as Chinese companies
set up, especially in the clothing and footwear
sectors. Development of agri-food special
economic zones will also continue. However,
the pace will likely be slower than it was before
the crisis because of persistent risks. Growth
in the construction sector had already fallen
from 30% in 2015 to 15% in 2019. Household
consumption (65% of GDP), which was flat in
2020, may grow moderately in 2021, provided
that agriculture (nearly 70% of employment and
80% of the population, with coffee, legumes, teff,
potatoes and sugar cane) is not hit once again
by problems. However, consumption will remain
constrained by high inflation and the absence of
tourism, which had grown strongly until 2019 (9%
of GDP and employment). Exports (8% of GDP)
were hurt by the lack of tourism and the fall in
activity of Ethiopian Airlines (although freight
showed resilience), which together account for
40% of exports. In addition, sales of cut flowers
and clothing items declined. Finally, coffee
shipments (between a quarter and a third of
exported goods) suffered from reduced produc-
tion caused by security problems and population
displacement. This year, the improvement should
mainly come from goods, while air transport and
tourism will be slow to recover.

External aid is essential

Despite its small size, the support plan, with its
additional expenditure (defence, security, food
aid, health, agriculture, elections), resulted in a
slight increase in the public deficit. It is financed
by domestic (commercial banks, all state-owned,
central bank) and external sources. Multilateral

and bilateral creditors are preferred for external
financing, with the authorities holding off on
borrowing from private creditors (25% of external
debt). The debt, which is mainly denominated
in foreign currencies, has increased. However,
its profile, with an average maturity of nearly
15 years, half of it domestic, lessens the risk of
debt distress. In addition to the suspension of
debt service by G20 creditor countries under the
DSSI at least until June 2021, the country should
benefit from new arrangements for debt owed
to China (30% of the external outstanding debt
and 42% of its service). Once the crisis is over,
consolidation should resume under the IMF’s
Extended Credit Facility (2020-2022).

Burdened by a substantial trade deficit (15% of
GDP), the current account deficit remains large.
Nevertheless, it is expected to narrow slightly
with the easing of the import bill thanks to lower
oil prices and slacker demand for capital goods
and intermediate products. Conversely, exports
are expected to fall by a smaller amount. The
suspension of interest payments on the external
debt should reduce the income deficit. With FDI
on the decline, official loans will be even more
necessary. The current account deficit, along
with political problems, put pressure on the
birr, which depreciated by almost 20% in 2020,
although not enough to curb the parallel market
and reduce overvaluation estimated at 25% by
the IMF. Foreign exchange reserves, which cover
about two months of imports, will remain low,
fuelling chronic foreign exchange shortages.

High-risk elections

Ethiopia is mosaic of ethnic groups. Hostilities
sometimes break out between these groups,
especially the two largest, namely the Oromo
and the Amhara groups. Tensions frequently arise
between the central government and the regional
states. In 2020, the central government forcibly
regained control of Tigray from the rebel Tigray
People’s Liberation Front (TPLF). Abiy Ahmed, an
Oromo who has been prime minister since 2018,
has embarked on a drive to open up the state-run
economy and one-party system and reduce ethnic
regionalism, which has fuelled demands (including
for self-determination) and opposition, and caused
the regime to tighten its grip. The first-ever free
and transparent legislative and regional elections
were postponed because of COVID-19 and will
be held in June 2021. The Prosperity Party, which
was created at the initiative of Mr Abiy and which
replaced the Ethiopian People’s Revolutionary
Democratic Front, a coalition of regional parties
that had held power since 1991, could win. The
Prosperity Party includes the Oromo, Amhara and
Southern People’s parties as well as five other
regional parties. A federalist party is still a long way
off. Internationally, the filling of the Renaissance
Dam on the Nile is a source of potential conflict
with Egypt and Sudan. Finally, the favoured
relationship with China for 20 years has given
way to an opening towards the West.
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COUNTRY RISK

BUSINESS CLIMATE

Al

POPULATION

Millions of persons - 2019 5!5
48,809
EUR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Euro

TRADE EXCHANGES

Exports of goods as a % of total

GERMANY [ A
SWEDEN ] 10%
UNITED STATES ] 8%
NETHERLANDS [ ] 6%
RUSSIA ] 6%
Imports of goods as a % of total
GERMANY | RE
SWEDEN I <
RUSSIA ] 14%
NETHERLANDS [ ] 8%
CHINA [ ] 3%

« Prudent economic policy overall

climate
« High standard of living

o

tourists

« Skilled workforce and favourable business

« Economic growth not dependent on foreign

« Highly vulnerable to international economic
conditions (goods & services exports =

37% of GDP)

« Crisis in the important Finnish electronic
sector, as well as in the metals sector, and

loss of competitiveness

* Dependence of the Finnish banking sector
on the Swedish and Danish financial sectors,
despite the return of a major institution in 2017

* Ageing population (in 2020, 21% of the

population are pensioners)

I $ COUNTRY PROFILES

- L |

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.5 2.2 -3.4 3.4
Inflation (yearly average, %) 1.1 1.0 0.3 0.9
Budget balance (% GDP) -0.9 -1.1 -7.2 -3.4
Current account balance (% GDP) -1.9 -0.2 -0.5 -1.2
Public debt (% GDP) 59.5 59.2 67.8 68.8

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

RISK ASSESSMENT

Slow recovery after a mild recession

A slow economic recovery is expected in 2021,
after the Finish economy went into a recession in
2020 because of the global COVID-19 pandemic.
After COVID-19 hit Finland in early 2020, the
government reacted fast with restrictive
measures from mid-March to early-May. Public
life came to a standstill, the Helsinki-Uusimaa
region was quarantined for three weeks,
gatherings were limited to 10 people and
borders were closed. However, shops remained
open. These measures helped to contain the
number of COVID-19 cases at a very modest
level. A second wave starting in early autumn
of 2020 turned out to be significantly stronger.
The renewed restrictive measures entailed
another economic contraction. In the first half
of 2020, GDP dropped only by 3.8% in yearly
comparison (EU: -24.5% YoY). In addition to the
mild development of the pandemic and the rela-
tively milder restrictions, industrial production
did not plummet as factories did not close. The
backlog of orders before the COVID-19 outbreak
was higher, as the Finish industry focuses more
on investment goods with longer production
times. Furthermore, Finland is less dependent on
tourism than other European countries (indeed,
the tourism balance is negative). Moreover, the
recession in 2020 was cushioned somewhat by
the additional fiscal support measures that had
a total value of approximately EUR 17 billion
or 71% of GDP, mainly in the form of support
to the health care system, deferrals of tax and
pension payments, grants to SMEs, as well as
the expansion of parental allowances and the
unemployment insurance.

For 2021 we expect a lively recovery, which will
be dependent on the further development of
the pandemic and the vaccination campaign.
The main dynamic should come from private
consumption (51% of GDP), generally supported
by high welfare state expenditures (24% of
GDP). The unemployment rate, which increased
significantly in spring 2020 despite the extensive
use of furlough, should return to more moderate
levels in 2021 and support - alongside a modest
wage growth and a low inflation rate - private
consumption. Some of the fiscal measures
adopted in 2020, such as public investment
projects amounting to EUR 1 billion, should
foster the economic recovery in 2021. Conversely,
private investment expenditures should remain

subdued as long as global economic uncertainty
remains. The outlook for exports remains highly
dependent on the industrial situation in Germany,
Sweden, the United States and China, as Finland
mainly exports investment goods. Services
exports, mainly ICT and business services,
should remain strong. Additional support will
come from the ECB, which extended its asset
purchases by EUR 500 bn. up to EUR 1850 bn,,
so that it has enough liquidity to buy assets in an
unchanged manner until the end of March 2022.
Further T-LTROS for an unchanged high credit
supply are in the pipeline, too.

Public debt surges

Finland’s current account deficit will probably
increase moderately in 2021, as the surplus
of the goods-trade balance will shrink due to
reduced demand for investment goods. Despite
still robust services exports, the services trade
balance should remain structurally negative (due
to Finnish tourists abroad) and, combined with
the high foreign direct investments, be the main
reason for the persisting current account deficit.
The general government budget deficit, which
surged in 2020, should decrease somewhat but
remain above the Maastricht target of 3% in 2021.
This should lead to a record general government
debt of above 70% of GDP.

COVID-19 led to a confidence
boost for the government

Social Democrat (SDP) PM Sanna Marin is leading
a centre-left coalition with four other parties
- the Centre Party (KESK), the Green League
(VIHR, environmentalist), the Left Alliance (VAS)
and the Swedish People’s Party (SFP, centre).
The government, especially the SDP, gained a
lot of support as 79% of the population were
satisfied about the government’s handling of
the COVID-19 crisis in spring and summer of
2020. The SDP is now clearly leading in polls,
while the right-wing populist Finns party, the
biggest opposition party in parliament, lost the
extra support gained between the last election
in spring 2019 and early 2020. The government’s
position in the negotiations on the EU Recovery
Fund could be another reason behind this deve-
lopment, as PM Marin was part of “the frugal
five” (an alliance supporting a frugal and strict
fiscal policy in the EU). Thanks to the latest
boost in support, the government coalition and
PM Marin are expected to last until the next
parliamentary elections in 2023.
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PAYMENT & DEBT COLLECTION PRACTICES IN FINLAND

Payment

Bills of exchange are not commonly used in
Finland because they signal the supplier’s
distrust of the buyer. A bill of exchange primarily
substantiates a claim and constitutes a valid
acknowledgment of debt.

Cheques, also little used in domestic and
international transactions, only constitute
acknowledgement of debt. However, cheques
that are uncovered at the time of issue can result
in the issuers being liable to criminal penalties.
Moreover, as cheque collection takes a particu-
larly long time in Finland (20 days for domestic
cheques or cheques drawn in European and
Mediterranean coastal countries; 70 days for
cheques drawn outside Europe), this payment
method is not recommended.

Conversely, SWIFT bank transfers are increa-
singly used to settle domestic and international
commercial transactions. When using this
instrument, sellers are advised to provide full
and accurate bank details to facilitate timely
payment, while it should not be forgotten
that the transfer payment order will ultimately
depend on the buyer’s good faith. Banks in
Finland have adopted the SEPA standards for
euro-denominated payments.

Debt Collection

Amicable phase

The goal of the amicable phase is to reach a
voluntary settlement between the creditor and
debtor without beginning legal proceedings.
Finnish legislation obliges creditors to begin
the amicable phase amicable phase via letters,
followed up as necessary with a final demand
for payment by recorded delivery or ordinary
mail. This demand for payment asks the debtor
to pay the outstanding principal increased by
past-due interest as stipulated in the contract.

In the absence of an interest rate clause in the
agreement, interest automatically accrues from
the due date of the unpaid invoice at a rate equal
to the central bank of Finland’s (Suomen Pankki)
six-monthly rate, calculated by reference to the
European Central Bank’s refinancing rate, plus
seven percentage points.

The Interest Act (Korkolaki) already required
debtors to pay up within contractually agreed
timeframes or become liable to interest penalties.

Since 2004, the ordinary statute of limitations
for Finnish contract law is three years.

Legal proceedings
Fast-track proceedings

For clear and uncontested claims, creditors
may use the fast-track procedure, resulting in
an injunction to pay (suppea haastehakemus).
This is a simple written procedure based on
submission of whatever documents substantiate
the claim (invoices, bills of exchange, acknowled-
gement of debt, etc.). The court sets a time
limit of approximately two weeks to permit the
defendant to either respond to or oppose the
petition. In addition, this fast track procedure
can also be initiated electronically for cases of
undisputed claims. The presence of a lawyer,
although commonplace, is not required for this
type of action.

Ordinary proceedings

Ordinary legal action usually commences
when amicable collection has failed. A written
application for summons must be addressed
to the registry of the District Court, which then
serves the debtor with a Writ of Summons. The
debtor is given approximately two weeks to file
a defence.

During the preliminary hearing, the court
bases its deliberations on the parties’ written
submissions and supporting documentation. The
court then convokes the litigants to hear their
arguments and decide on the relevance of the
evidence. During this preliminary phase, and with
the judge’s assistance, it is possible for the liti-
gants to resolve their dispute via mediation and
subsequently protect their business relationship.

Where the dispute remains unresolved after
this preliminary hearing, plenary proceedings
are held before the court of first instance
(Kérégjdolikeus) comprising between one and
three presiding judges, depending on the
case's complexity. During this hearing, the judge
examines the submitted evidence and hears the
parties’ witnesses. The litigants then state their
final claims, before the judge delivers the ruling,
generally within 14 days.

The losing party is liable for all or part of the legal
costs (depending on the judgement) incurred by
the winning party. The average time required for
obtaining a writ of execution is about 12 months.
Undisputed claims in Finland can normally last
from three to six months. Disputed claims and
the subsequent legal proceedings can take up
to a year.

Commercial cases are generally heard by civil
courts, although a Market Court (Markkinaoikeus)
located in Helsinki has been in operation as a

HUMBER OF CORPORATE INSOLVENCIES

FINLAND

single entity since 2002, following a merger
of the Competition Council and the former
Market Court.

Enforcement of a Legal Decision

A judgment is enforceable for fifteen years as
soon as it becomes final. If the debtor fails to
comply with the judgment, the creditor may have
it enforced by a bailiff, who will try to obtain
an instalment agreement with the debtor, or
enforce it through a seizure of assets.

For foreign awards, since Finland is part of the
EU, it has adopted enforcement mechanisms
applicable to court decisions issued by other
EU members, such as the EU Payment Order
and the European Enforcement Order. For
judgments issued by non-EU members, the
issuing country must be part of a bilateral or
multilateral agreement with Finland.

Insolvency Proceedings

Out-of-Court proceedings

Finnish law provides no specific rules for
out-of-court settlements. Negotiations between
creditors and debtors are made informally. If an
agreement is reached, it must still be validated
by the court.

Restructuring proceedings

The goal of restructuring is to allow an insolvent
company to remain operational through admi-
nistration, with the view that if the company
is able to continue its business, it will be able
to repay a larger part of its debts than would
have been possible in the case of bankruptcy
of the company. The commencement of these
proceedings triggers an automatic moratorium,
providing the company with protection from
its creditors.

The board of directors maintains its power of
decision but the receiver is entitled to control
certain aspects of the company’s operations,
including the creation of new debts and
overseeing transfers of ownership.

Liquidation

When debtors are unable to pay their debts
when due and this inability is not temporary, they
are placed into liquidation. Upon acceptance of
a liguidation petition by the court, the debtor
is declared bankrupt. A receiver is appointed,
and a time limit is established for any creditors
to present their claims. The receiver then esta-
blishes a proposed distribution scheme, whilst
creditors supervise the selling of the estate and
the distribution of the sales’ proceeds.
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BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

64.8
41,897
gulrJ:!RENCY EUR

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

GERMANY [ A
UNITED STATES [ ] 8%
ITALY [ ] 7%
SPAIN [ ] 7%
BELGIUM [ ] 7%
Imports of goods as a % of total
GERMANY | D
BELGIUM [ ] 10%
ITALY [ ] 8%
NETHERLANDS [ ] 8%
SPAIN ] 7%

« Quality of infrastructure and public services

« Skilled and productive workforce, dynamic
demographics

« Tourism power

« Competitive international groups (aerospace,
energy, environment, pharmaceuticals, luxury
goods, food processing, retail)

« Global agricultural powerhouse

« High level of savings

« Insufficient number of exporting companies,
loss of competitiveness and market share

* Weakening of the product range, insufficient
innovation efforts

* Low employment rate of young people and
senior citizens

* Room for improving the efficiency of public
spending

« High public debt

« Growing private debt

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL y__ HcH 4
CONSTRUCTION y HGH A4
ENERGY y__HicH 4
IcT*

METALS
PAPER

PHARMACEUTICAL y ow 4
RETALL AT
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.8 1.5 -8.3 5.4
Inflation (yearly average, %) 2.1 1.3 0.5 0.9
Budget balance (% GDP) -2.3 -3.0 -10.8 -8.7
Current account balance (% GDP) -0.9 -0.8 -2.9 -2.6
Public debt (% GDP) 98.1 98.1 116.3 17.9

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

RISK ASSESSMENT

Recovery to be driven
by domestic demand

The French economy will record a strong catch-up
in its activity in 2021, after having gone through
an economic crisis of unprecedented proportions
in 2020 due to the pandemic. In order to limit the
spread, a lockdown was decreed in spring and
again in November, although some non-essential
activities, such as construction or manufacturing
production, were able to continue in the autumn.
While activity is expected, at best, to stagnate
at the beginning of the year in a still difficult
health context, the recovery is then expected to
accelerate, in line with the gradual vaccination of
the population. Household consumption, which
fell in 2020 due to successive travel bans and
uncertainty, will be the main driver of this rebound.
Their purchasing power having been relatively
preserved during the crisis thanks to the partial
activity scheme (which also made it possible to
limit the rise in unemployment), households have,
on this occasion, built up precautionary savings,
the use of which in 2021 will depend on their level
of confidence, which will gradually improve with
the health situation. Moreover, the evolution of the
latter will also condition business investment, which
will continue to benefit, at least at the beginning of
the year, from the support measures implemented
during the crisis, such as the deferral (or even
cancellation for certain sectors) of tax and social
security payments, the solidarity fund for micro-
businesses and state-guaranteed bank loans (EUR
130 billion granted in 2020). In addition to these
measures, the government will support activity
via a recovery plan, with expenditure of around
EUR 37 billion in 2021 (i.e. 1.6% of GDP, including
EUR 10 billion of cuts in production taxes). The
rebound in the economy will therefore be driven by
domestic activity, insofar as the economic situation
will remain adverse for the two main sources of
growth on the external front. On the one hand,
aeronautics, the leading export sector (9% of the
flow of goods and services), will remain affected
by the air transport crisis, after recording a fall in
foreign sales in 2020 (-46% over 10 months). On
the other hand, tourism (8% of total exports) will
remain hampered for most of the year by traffic
restrictions and fear, which had already led to a
drop in the number of overnight stays between
January and September 2020 (-48%, of which -70%
for non-residents). Although the support measures
should make it possible to limit the number of
insolvencies, like in 2020 (-38%), it will rise again
in 2021.

The reduction of the public
deficit will wait

After having increased sharply in the face of the
scale of the economic crisis, the public deficit

will remain very high in 2021. Most support
measures, such as short-time work (EUR
7 billion budgeted for 2021) and the solidarity
fund (in sectors affected by restrictions), will be
extended, at least in the first part of the year, in
line with the health situation. While their cost
is expected to be lower than in the previous
year due to their progressive phasing out, the
measures included in the recovery plan will come
into force, meaning that public expenditure will
remain significant (60% of GDP). As a result,
public debt will remain very high, at almost
120% of GDP, having been one of the few in
the Eurozone not to decline in the years before
the pandemic, despite favourable economic
conditions. Once the health and economic crisis
is over, the sustainability of public finances will
be one of the main challenges.

The current account deficit is expected to shrink
slightly in 2021, after having increased sharply in
2020 due to the worsening of the deficit in the
balance of goods (3.2% of GDP in the first three
quarters) and the contraction of the surplus in the
services sector (0.3% of GDP), due to tourism.
Although still limited, tourism receipts will pick
up again, especially in the second half of the
year. With the exception of aeronautics, the other
flagship export sectors (automobiles, cosmetics,
leather goods, wines and spirits) are expected to
record better performances, which will however
be offset by a clear rebound in imports, in line
with domestic demand. The large current account
deficit will continue to be financed by debt or
share issues subscribed by non-residents.

New Prime Minister on the eve
of the presidential campaign

In power since 2017, President Macron and his
centre-liberal party, La République En Marche
(LaREM), may no longer have a majority in the
National Assembly (271 seats out of 577) since
the defection of 17 deputies in May 2020, but can
still rely on the centrists Modem (57 deputies)
and Agir (20). Following the setback suffered in
the municipal elections of June 2020, President
Macron appointed Jean Castex, the head of the
post-lockdown opening-up strategy, to succeed
Edouard Philippe as Prime Minister. Although
these elections were marked by the breakthrough
of the ecologist party EELV, the polls conducted
at the end of 2020 suggest, with a view to the
2022 presidential election, a new duel between
LaREM and Rassemblement National (far right),
with 25% of the votes each in the first round.
Nevertheless, although the historic parties of the
left (Socialist Party) and right (Republicans) seem
to be in difficulty, the choice of their candidate
could reshuffle the cards of the presidential
campaign, in which Jean-Luc Mélenchon, leader
of La France Insoumise (far left, 11%), has already
announced that he will participate.
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PAYMENT & DEBT COLLECTION PRACTICES IN FRANCE

Payment

Bank cards are now the most commonly-used
form of payment in France, although cheques
are still widely used. In value terms, cheques
and transfers are still the most popular forms
of payment.

If a cheque remains unpaid for more than
30 days from the date of first presentation,
the beneficiary can immediately obtain an
enforcement order (without need for further
procedures or costs). This is based on a certifi-
cate of non-payment provided by the creditor’s
bank, following a second unsuccessful attempt
to present the cheque for payment and when
the debtor has not provided proof of payment
within 15 days of receipt of a formal notice to
pay served by a bailiff (Article L.131-73 of the
Monetary and Financial Code).

Bills of exchange, a much less frequently used
payment method, are steadily becoming rarer
in terms of number of operations - although
they remain important in terms of total value.
Bills of exchange are still an attractive solution
for companies, as they can be discounted or
transferred and therefore provide a valuable
source of short-term financing. Moreover,
they can be used by creditors to pursue legal
proceedings in respect of “exchange law” (droit
cambiaire) and are particularly suitable for
payment by instalments.

Bank transfers for domestic or international
payments can be made via the SWIFT elec-
tronic network used by the French banking
system. SWIFT offers a reliable platform for
fast payments, but requires mutual confidence
between suppliers and their customers. France
is also part of the SEPA network.

Debt Collection

Unless otherwise stated in the general sales
conditions, or agreed between the parties,
payment periods are set at thirty days from
the date of receipt of goods or performance
of services requested. Interest rates and
conditions of application must be stipulated
in the contract - otherwise the applicable
interest rate is that applied by the European
Central Bank in its most recent refinancing
operations. Throughout the first half of the
year in question, the rate applicable is that in
force on January 1and for the second half year
in question, the rate applicable is that in force
on July 1.

Amicable phase

During this phase, the creditor and the debtor try
to reach an amicable solution via direct contact
in order to avoid legal procedures. All documents
signed between the parties (such as contracts
and invoices) are analysed. Where possible,
the debtor can be granted an extended time
period to pay his debts, with the period’s length
negotiated as part of the amicable settlement.

Legal proceedings

Order for payment (injonction de payer)
When a debt claim results from a contractual
undertaking and is both liquid and undisputable,
creditors can use the injunction-to-pay proce-
dure (injonction de payer). This flexible system
uses pre-printed forms and does not require the
applicants to argue their case before a civil court
(tribunal d’instance) or a competent commercial
court (with jurisdiction over the district where
the debtor’s registered offices are located). By
using this procedure, creditors can rapidly obtain
a court order which is then served by a bailiff.
The defendant then has a period of one month
in which to dispute the case.

Fast-track proceedings

Référé-provision provides creditors with a rapid
means of debt collection. If the debtor is neither
present nor represented during the hearing,

a default judgment can be issued. The court
then renders a decision, typically within seven
to fourteen days (though same-day decisions
are possible). The jurisdiction is limited to
debts which cannot be materially contested. If
serious questions arise over the extent of the
debt, the summary judge has no jurisdiction to
render a favourable decision. Judgments can
be immediately executed, even if the debtor
issues an appeal.

If a claim proves to be litigious, the judge ruled
competent to preside (juge des référés) over
urgent matters evaluates whether the claim
is well-founded. If appropriate, the judge
can subsequently decide to declare himself
incompetent to rule on the case. Based on his
assessment of whether the case is valid, he can
then invite the plaintiff to seek a ruling through
formal court procedures.

Ordinary proceedings

Formal procedures of this kind enable the validity
of a claim to be recognised by the court. This
is a relatively lengthy process which can last a
year or more, due to the emphasis placed on
the adversarial nature of proceedings and the
numerous phases involved. These phases include
the submission of supporting documents, written
submissions from the litigants, the examination of
evidence, various recesses for deliberations and,
finally, the hearing for oral pleadings (audience
de plaidoirie).

Proceedings are issued through a Writ of
Summons (Assignation) which is served on
the debtor 15 days before the first procedural
hearing. During this hearing, the court sets a
time period for the exchange of pleadings and
discovery. Decisions rendered do not necessarily
have the possibility of immediate execution. In
order to be executed, they must first be served
on the debtor. They are also subject to appeal.

Enforcement of a Legal Decision

Unless the court decision is temporarily enfor-
ceable, enforcement can only commence if no
appeal is lodged within one month and must
occur within ten years of notification of the
court’s decision. Compulsory enforcement can
be requested if the debtor does not comply
with the judgment. Obligations to pay can be
enforced through attachment (of bank accounts
or assets) or through a third party which owes
money to the debtor (garnishment).

France has adopted enforcement mechanisms
for decisions rendered by other EU member
countries. These mechanisms include the
Payment Order under the European Enforcement
Order. Decisions rendered by non-EU members
can be recognised and enforced, provided

NUMBER OF CORFORATE INSOLVEMCIES

FRANCE

that the issuing country is party to a bilateral
or multilateral agreement with France. In the
absence of an agreement, claimants are obliged
to use the French exequatur procedure.

Insolvency Proceedings

French insolvency law provides for six proce-
dures to undertake restructuring or avoid
insolvency. These are either assisted proceedings
or proceedings controlled by the court.

Assisted proceedings

These can be either mandated ad hoc or via
conciliation proceedings. Both are informal,
amicable proceedings, where creditors cannot
be forced into a restructuring agreement and
the company’s management continues to run
the business. These negotiations are governed
by contractual law throughout their duration.
The proceedings are conducted under the
supervision of a court-appointed practitioner
(a mandataire ad hoc, or a conciliator) in order
to help the debtor reach an agreement with its
creditors. Both of these types of proceedings are
confidential but conciliation can eventually be
made public if the debtor has the approval of the
commercial court. Nevertheless, the terms and
conditions of agreements remain confidential
and can only be disclosed to signatory parties.

Court-Controlled proceedings

The four types of court-controlled proceedings
are judicial reorganisation, judicial liquidation,
sauvegarde, and Accelerated Financial
Sauvegarde proceedings (AFS).

In all four proceedings, any pre-filed claims are
automatically stayed. Creditors must file proof of
their claims within two months of publication of
the opening judgment, or four months for credi-
tors located outside France. Debts which arise
after proceedings commence are given priority
over debts incurred beforehand. Certain types
of transactions can be set aside by the court, if
they were entered into by the debtor during a
hardening period (before a judgment opening
a judicial reorganisation or a judicial liquidation).

With Court-Controlled proceedings there can
be variations in the extent of involvement of
the court-appointed conciliator. The sauvegarde
and AFS procedures are debtor-in-possession
proceedings, but with judicial reorganisation,
the court can decide whether to set aside the
company’s managers. The role of management
is particularly reduced in cases of judicial liqui-
dation, as the debtor company usually ceases
to conduct business. Nevertheless, the court
can decide for a business to continue operating
under a court-appointed liquidator.
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I $ COUNTRY PROFILES

POPULATION
Millions of persons - 2019 2'1 Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP PER CAPITA GDP growth (%) 0.8 3.9 -3.0 2.0
US Dollars - 2019 8,111 Inflation (yearly average, %) 4.8 2.0 2.6 2.7
Budget balance (% GDP) -0.2 2.1 -5.4 -3.5
CURRENCY XAF Current account balance (% GDP) -3.2 -0.3 -9.5 -6.8
CFA franc (CEMAC) -
Public debt (% GDP) 60.6 62.4 74.0 70.2

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

TRADE EXCHANGES
— RISK ASSESSMENT Deficits will continue to reflect
Exports of goods as a % of total — the impact of the crisis

CHINA I > _— : After plummeting in 2020 due to the drop in ol
EURO AREA [ ] 18% A timid I'ecove_l‘y a?a_ms! a revenues (37% of revenues) and the increase in
SOUTH KOREA ] 8% backdrop of diversification expenditures related to COVID-19, despite a 10%
UNITED STATES - 4% Gabon entered recession in 2020 following the sbpend}r;]g cut, the c!eﬁmt sk%ould narrow sl|gh|tly,
SINGAPORE [ ] 4% COVID-19 crisis. It was impacted by a double H%twvé‘\t/eguioritsuorlr?(l:lna%:i?ntise E;g‘—cnt&s surplus.
shock. Heavily dependent on oil revenues (39% | y to resume,

of GDP), it was hit by the decline in global presgmab\y under'a new IMF programme, the

Imports of goods as a % of total demand and the corresponding collapse in oil previous one ending in 2020 with a total of
< rices. Furthermore, the government quickly USIZ_) 64Q million d|sbur_sed over_three years.

EURO AREA I so* P d lockd : h a5 bord While high, debt remains sustainable, even
CHINA - 12% 'CrlT;pnggs aoﬁatig\r/wvaq Z:ﬁ?;yvriidsgclojfdown ?r: though its external portion reached 50% of GDP
UNITED STATES . 6% th > ) N N in 2020. An audit by the authorities found that an
) e capital, Libreville, enabling it to successfully estimated 70% of domestic debt was illegitimate

(NP I 3% halt the spread of the virus. These measures ° 9 ’
TURKEY | 2% principally affected the Gabonese economy The current account deficit widened dramatically

« Fifth-largest oil producer in sub-Saharan
Africa, Africa’s second-largest producer
of wood, tied with South Africa as world’s
second-largest producer of manganese

« Drive to diversify the economy undertaken
as part of the Emerging Gabon Strategic

o

Plan 2010-2025
« Hydroelectric potential
* Member of CEMAC

through domestic demand. To limit the impact
on the population, the government introduced
measures worth EUR 381 million (2.9% of
GDP) to ensure the basic needs of households
and businesses.

In 2021, activity will return to growth, which,
however, is expected to be weak. Oil prices
and demand are expected to rise somewhat.
Moreover, Gabon does not seem to be strictly
respecting its commitment to reduce oil
production by 21% within the framework of

in 2020 as a trade deficit emerged following a
drop in oil exports (67% of the total) and an
increase in imports linked to the health crisis,
while traditional food and manufactured
goods imports declined only slightly, despite
lower domestic demand. In 2021, this deficit is
expected to narrow slightly. While oil revenues
should show a small increase and those for wood
(8%) and manganese (20%) will resume their
upward trend, imports will pick up sharply in
line with the recovery in domestic demand.
The IMF’s disbursement of USD 300 million

« Economy heavily dependent on the oil sector
* High cost of production factors, linked to
inadequate infrastructure (transport and

OPEC+, which suggests that production will
increase in 2021. Investment projects in this
sector are temporarily on hold but are expected

in 2020 under its Rapid Credit Facility should
encourage other international donors to

electricity) to resume timidly. In the lona-term. brojects contribute to financing the deficit, alongside
« Dependent on imports of food and capital . niaty. ng » Proj foreign investors approached for infrastructure
oods aimed at maximising production at ageing fields h hASSH ;
9 and diversification projects.

and developing recent offshore discoveries
should pay off, allowing the country to increase

* High unemployment, endemic poverty, poor
wealth distribution, informal economy (50%)
« Difficult political and social context, pervasive

corruption and bureaucracy

« Stock of domestic and external arrears not

yet cleared

its oil exports. The forestry sector (30% of GDP
excluding hydrocarbons, or 5% of total GDP),
particularly wood processing, and the mining
sector (6% of GDP), especially manganese,
shrugged off the crisis and should also see
increased activity as supply chains return to
normal. They will benefit from investments
aimed, in particular, at developing the wood
sector. In addition to these investments in the
three mainstays of the economy, construction
should also benefit from the delayed start of
construction on the Kinguélé Aval dam and
the Libreville-Franceville Trans-Gabon road,
which will last until 2023. The development
of agriculture (6% of GDP, but 37% of the
population) will continue in palm oil, rubber,
cocoa and coffee, again with the aim of reducing
dependence on oil. Household consumption
(39% of GDP, in terms of demand) declined
in 2020 because of the crisis and travel
restrictions. However, thanks to government
support, it is expected to recover in 2021, which
will benefit services (40% of GDP).

Leadership succession taking shape

President Ali Bongo Ondimba, who has
been in office since 2009 after succeeding
his father, won a tumultuous re-election
in 2016. He emerged strengthened by the
October 2018 legislative elections, which gave
his Gabonese Democratic Party (GDP) an
absolute majority in the face of an opposition
that was divided and weakened by the call for
a boycott by Jean Ping, the president’s main
opponent. Nevertheless, questions about the
president’s health, following a succession of
strokes since 2018, persist, while his wife and
son are playing prominent roles. Moreover,
widespread unemployment and the high cost
of living are fuelling public dissatisfaction, which
may be increased by renewed fiscal austerity.
However, regular civil service strikes due to salary
arrears could cause the authorities to deviate
from their budgetary commitments and thus
undermine the perception of governance. This
situation, combined with the non-transparency
and unavailability of trade information and
complex administrative procedures, makes for
a difficult business climate.
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POPULATION
Millions of persons - 2019

3.7
4,765
GEL

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Georgian lari

TRADE EXCHANGES

Exports of goods as a % of total

AZERBAIJAN D =+
I
ARMENIA ] 1%
EURO AREA [ ] 8%
BULGARIA [ ] 7%
Imports of goods as a % of total
TURKEY I 7
EURO AREA I
RUSSIA [ ] 10%
CHINA [ ] 9%
UNITED STATES ] 7%

« Tourism, agricultural, mineral and hydroelectric
potential (almost self-sufficient in electricity)
« Strategic geographical position between
Central Asia, Russia, Europe and Turkey
(crossing point for the distribution of Azeri
oil and gas from the Caspian Sea to Turkey)
« International support, notably from the

European Union (EU) and the International
Monetary Fund (IMF)
« Numerous trade agreements, especially

with the EU and China

Relatively good and improving business
environment (obligation for companies
to comply with IFRS, adoption in 2020 of
laws on bank resolutions and corporate
failures that would strengthen the protection
of creditors’ rights and insolvency and
reorganisation procedures)

+ Small open economy sensitive to regional

conditions

Highly dependent on tourism (26% of GDP

including direct and indirect activities, 28%

of jobs and 39% of export earnings)

Low economic diversification, lack of

industrial tradition (8.5% of GDP) and low

productivity in agriculture (7% of GDP, 50%

of the workforce)

« Structural trade deficit and low-value exports

Highly dollarized banking system (64% of

deposits and 57% of loans)

High poverty (17% of the population) against

a background of unemployment, low levels

of education, an informal economy (53% of

GDP) and a rural population (42% of the total)

Poor governance (corruption, politicised

court system)

Underdeveloped regional connectivity and

transport infrastructure hamper tourism

and transit

« Strained relations with Russia due to the
situation in the self-proclaimed independent
regions of Abkhazia and South Ossetia
(20% of the territory, 210,000 inhabitants)

GEORGIA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 4.8 5.1 -5.8 4.5
Inflation (yearly average, %) 2.6 4.9 5.3 2.5
Budget balance (% GDP) -0.8 -1.8 -8.1 -4.8
Current account balance (% GDP) -6.8 -5.1 -9.8 -8.5
Public debt (% GDP) 40.0 42.6 56.3 59.1

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

RISK ASSESSMENT

A recovery dependent on
domestic demand

After growing solidly over the past decade,
Georgia experienced its deepest recession since
1992. While it initially stood out with effective
handling of the pandemic, the trend reversed in
September 2020 as the number of both cases and
deaths surged. They started to decline in early
December. The strict lockdown from mid-March
to mid-May 2020 and restrictions from end-No-
vember 2020 to end-January 2021, such as the
closure of non-essential shops, fuelled a drop in
private consumption (69% of GDP) and services
(77% of GDP). This was compounded by a fall
in remittances (10% of GDP), which were hit by
economic conditions in Russia (60% of remit-
tances), Turkey and Europe. However, remittances
began rising in June 2020, benefiting from foreign
stimulus plans and becoming a growth driver
for private consumption in 2021. They may be
supplemented by measures to support vulnerable
individuals, including the adoption in July 2020 of
a law providing for minimum annual increases and
inflation indexing for basic public pensions from
January 2021. These drivers will be particularly
important given the uncertainty surrounding
the recovery of tourism. Despite being slightly
mitigated by domestic tourism, tourist numbers fell
by 78% year-on-year in January-September 2020.
With borders still closed in January 2021, especially
with neighbouring countries that account for
two-thirds of tourists, the sector will be able to
count on the support measures in force since
April 2020, such as VAT exemptions, which could
be extended in 2021.

Public and private investment (29% of GDP) are
expected to lose momentum, hurt by delays
to major infrastructure projects, including the
huge deep-water port and container terminal
in Anaklia on the eastern coast of the Black Sea
(USD 2.5 billion, 14% of GDP). The contract for
this public-private partnership, which was signed
in 2016, was suspended by the government
in January 2020 for political reasons. It went
to arbitration in July 2020, pushing back the
opportunity to boost trade. The goods deficit
narrowed in 2020. The decline in re-exports
was offset by renewed exports (28% of GDP)
of copper ores (14% of the total), alcohol (9%)
and gold (3.6%). Imports (49% of GDP) fell by
volume via machinery and equipment (22.5%
of the total) and by value via the decline in the
oil bill (13%), which should continue to support
the trade balance in 2021.

Lower oil prices will help contain inflation, which
was driven up by food prices and the weak lari.
The central bank was able to lower its policy
rate (8% in December 2020), and the return of
inflation in 2021 to its 3% target leaves the door
open for further cuts to support credit to the

private sector, which has remained robust thanks
to government subsidies and guarantees for
lari-denominated loans. Other measures, such
as the temporary lowering of capitalisation
requirements, alleviated the banking system,
whose fundamentals and profitability have
strengthened in recent years (2.2% of loans were
non-performing in November 2020).

Budget variance made possible
by international financing

The 2020 stimulus plan (5.5% of GDP) caused
the budget deficit to increase sharply. With the
recovery, it should move closer to the 3% of GDP
rule and resume the path of consolidation. It will
be financed by domestic and external borrowing,
including USD 831 million (4.6% of GDP) from the
Asian Development Bank, the World Bank, the
IMF and the EU. These funds may go towards
the USD 500 million Eurobond that matures
in April 2021, but may also be used to ensure
the sustainability of the public debt-to-GDP
ratio. Although concessional in nature, the debt
surged in 2020 and will remain vulnerable to
lari depreciation (78% denominated in foreign
currencies) and contingent liabilities of poorly
managed state-owned enterprises.

The fall in tourism caused the structural current
account deficit to widen. Any reduction in
2021 will be constrained by uncertainty over the
recovery in this sector. Multilateral financing took
over from FDI, causing foreign exchange reserves
to edge up (USD 3.7 billion in December 2020,
5.1 months of import coverage). This will help
contain lari depreciation, while the central bank
sold USD 916 million in foreign exchange in
2020. With multilateral financing, the external
debt-to-GDP ratio swelled to 104% (excluding
FDI-related loans).

A less stable domestic
political environment

The legislative elections at the end of October
2020 saw victory for the party in power since
2012, the Georgian Dream-Democratic Georgia
Party (GD-DG, 48% of the votes), followed by
the former majority party, the United National
Movement (UNM, 27%). The GD-DG won 60%
of seats (compared with three-quarters in 2016),
allowing it to form a government on its own.
At the end of June 2020 and after agreement
was reached with the opposition in March 2020,
the electoral law was amended to increase
the proportionally elected seats in parliament
from 50% to 75%. The opposition organised
demonstrations after the elections, refused to
enter parliament and protested irregularities such
as vote buying. While international observers
recognised these issues, they declared the
election to be generally free and fair. The
GD-DG'’s third term is expected to see recurring
demonstrations by a divided opposition.
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BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

83.1
46,473
gulrJ:!RENCY E U R

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

UNITED STATES
FRANCE

CHINA
NETHERLANDS
UNITED KINGDOM

9%
8%
7%
7%
6%

Imports of goods as a % of total

NETHERLANDS
CHINA
FRANCE
BELGIUM
POLAND

o

14%
7%
6%
6%
6%

« Strong industrial base (24% of GDP, 2019)

« Low structural unemployment; well-developed
apprenticeship system

*Importance of family-owned exporting
SMEs (Mittelstand)

* Relatively low private household debt (96%
of disposable income, 2019)

« Institutional system promoting represen-
tativeness

« Decline in the working population from 2020
onwards, despite immigration

* Low bank profitability

« Prominence of the automotive and mechanical
industries, particularly in exports (33% of
GDP in 2019)

« Capacity constraints, insufficient investment
(especially in internet accessibility) and
venture capital limit productivity gains

« Eastern Lander still lagging behind, although
the gap is closing

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE y  HGH 4
CHEMICAL

CONSTRUCTION

ENERGY

IcT*

METALS
PAPER AT
PHARMACEUTICAL

RETAIL y___HicH 4
TEXTILE-CLOTHING
TRANSPORT AT
woop y _ HiGH 4

* Information and Communication Technology

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.3 0.6 -5.0 3.5
Inflation (yearly average, %) 1.7 1.5 0.5 2.0
Budget balance (% GDP) 1.8 1.5 -6.7 -5.2
Current account balance (% GDP) 7.4 7.1 7.0 71
Public debt (% GDP) 61.8 59.6 74.0 731

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

RISK ASSESSMENT

Bumpy recovery after a
dynamic recession

For 2021, a recovery is expected after a historic
recession in 2021. However, depending on the
development of the COVID-19 pandemic, as well
as the progress of the vaccination, the recovery
will turn out bumpy. This development was
already seen in 2020. After the virus hit Germany
in the spring, the government reacted fast by
implementing a lockdown for around 6 weeks,
when public life came to a standstill and non-es-
sential shops were closed. In Q2 2020, the strict
hygiene rules resulted in the sharpest quarterly
economic contraction in the last 70 years as not
only private consumption collapsed, but also
investments. Concomitantly, exports crashed
because of the missing demand from Germany’s
main export destinations. In the summer
2020, due to the lifting of the restrictions, the
economy recovered fast. To support private
consumption, the VAT was reduced between
July and December (by 3pp.). People spent most
of their holidays in Germany, which helped the
domestic tourism industry. However, a second
COVID-19 wave in the autumn turned out much
higher, and resulted in another lockdown (star-
ting in early November, with closed shops from
mid-December until at least mid-February). This
stopped the economic recovery abruptly and let
the economy into another recession at the chan-
geover from one year to the next. This second
recession, however, should turn out smaller, as
the manufacturing sector is only mildly affected
and people are already used to this situation in
their consumption behavior. Starting in spring
2021, a moderate recovery is expected, led by
private consumption. Purchasing power will
be higher, as unemployment should further
decrease and more people should leave the
status of furlough. Many people will have a
higher net-income as the income tax credit will
be extended by almost EUR 300 and for most
people the solidarity surcharge (a subsidy for
the Eastern Lander, 5.5% of the income tax) has
been abolished. However, in 2021, wage growth
will turn out smaller than in the last years (1.6%
after 2.0% in 2020) and the energy costs will
increase (the government is introducing prices
for CO2-emissions for fuels and gas). The
economic recovery should also be backed by
higher foreign demand for German exports from
the main destinations in China, the Eurozone
and the U.S. Governmental help packages will

remain a big support. Several of the measures
introduced in 2020 will continue in 2021, like
the furlough-scheme (until the end of 2021).
EUR 40 billion (1.2% of GDP) of bridging aid are
planned, and almost EUR 69 billion (2.1% of GDP)
for investments and public credit-programs will
remain in 2021. Additional support will come from
the ECB, which extended its asset purchases
by EUR 500 billion up to EUR 1850 billion, so
that it has enough room for maneuver to buy
assets in an unchanged manner until the end
of March 2022. Further longer-term-refinancing
operations (T-LTROs) for an unchanged high
credit supply are in the pipeline as well.

Another year of a public deficit

2021 will be the second year with a public deficit,
after nine years of surpluses, as expenditures
will remain high and tax revenues will fall.
Accordingly, the public debt ratio will remain
above the Maastricht target of 60% of GDP.
Germany’s current account balance, however,
should change only mildly. In 2020, the decrease
in the goods trade surplus was mainly levelled
out by a less important services trade deficit
and higher incomes from investments abroad. In
2021, the goods trade balance should improve
somewhat, while the services deficit will probably
remain muted, which should, in total, increase
the current account surplus again.

COVID-19 gives the government
a confidence boost

Chancellor Angela Merkel (CDU) is leading the
third consecutive Grand Coalition between
Conservatives (CDU/CSU) and the Social
Democrats (SPD). The half-heartedness in both
parties for this coalition led to the change in
their leadership and remained a problematic
issue even afterwards. However, Chancellor
Merkel regained support with her work to
fight COVID-19 and the support rate of the
Conservatives increased from around 27% in
late February 2020 to 37% at the end of the
year. This came at the expense of the Greens
(18% in late 2020 down from 22% before
COVID-19, remained in 2" place) and the
right-wing AfD (9% in late 2020, down from
14% before COVID-19). While the Grand Coalition
is expected to remain until the next general
election in September 2021, chances are high
that the first conservative-green coalition on the
federal level could be formed after the election.
Angela Merkel, however, will not candidate for
the Chancellorship anymore.
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PAYMENT & DEBT COLLECTION PRACTICES IN GERMANY

Payment

Bank transfer (Uberweisung) remains the most
common, means of payment. All leading German
banks are connected to the SWIFT network,
which enables them to provide a quick and
efficient funds transfer service. The SEPA Direct
Debit Core Scheme and the SEPA Direct Debit
B2B are the newest forms of direct debit.

Bills of exchange and cheques are not used very
widely in Germany as payment instruments. For
Germans, a bill of exchange implies a critical
financial position or distrust in the supplier.
Cheques are not considered as payment as
such, but as a “payment attempt” as German
law ignores the principle of certified cheques, the
issuer may cancel payment at any time and on
any grounds. In addition, banks are able to reject
payments when the issuing account contains
insufficient funds. Bounced cheques are fairly
common. As a general rule, bills of exchange
and cheques are not considered as effective
payment instruments, even though they entitle
creditors to access a “fast track” procedure for
debt collection in case of non-payment.

Debt Collection

Amicable phase

The amicable collection is an essential step to
the success of collection management. The
collection process generally begins with the
debtor being sent a final demand for payment,
via ordinary or registered mail, reminding the
debtor of their payment obligations.

According to the law for the acceleration of
due payments (Gesetz zur Beschleunigung
falliger Zahlungen) a debtor is deemed to be
in default if a debt remains unpaid within 30 days
of the due payment date and after receipt of
an invoice or equivalent request for payment,
unless the parties have agreed to a different
payment period in the purchase contract. In
addition, the debtor is liable for default interest
and reminder fees upon expiry of this period.

Debt collection is recommendable and common
practice in Germany.

Legal proceedings

Fast-track proceeding

Provided the claim is undisputed, the creditor
may seek order to pay (Mahnbescheid) through
a simplified and cost-efficient procedure. The
creditor describes the details of their claim
and is subsequently able to obtain a writ of
execution fairly quickly via the Online-Dunning
Service (Mahnportal), direct interfaces or (only

for private individuals) pre-printed forms. Such
automated and centralised (for each Bundesland,
federal state) procedures are available all
over Germany.

This type of action falls within the competence
of the local court (Amtsgericht) for the region
in which the applicant’s residence or business
is located. For foreign creditors, the competent
court is the Amtsgericht Wedding (in Berlin).
Legal representation is not mandatory.

The debtor is given two weeks after notification
to pay their debts or to contest the payment
order (Widerspruch). If the debtor does not object
within this timeframe, the creditor can apply for
a writ of execution (Vollstreckungsbescheid).

Ordinary proceedings

During ordinary proceedings, the court may
instruct the parties or their lawyers to subs-
tantiate their claim, which the court alone is
then authorised to assess. Each litigant is also
requested to submit a pleading memorandum
outlining their expectations, within the specified
time limit.

Once the claim has been properly examined, a
public hearing is held at which the court passes
an informed judgement (begrindetes Urteil).

The losing party will customarily bear all
court costs, including the lawyer’s fees of the
winning party to the extent that those fees are
in conformity with the Official Fees Schedule
(the Rechtanwaltsvergutungsgesetz, RVG). In
the case of partial success, fees and expenses
are borne by each party on a pro rata basis.
Ordinary proceedings can take from three
months to a year, while claims brought to the
federal Supreme Court can reach up to six years.

An appeal (Berufung) may be brought against
the decision of the Court of First Instance if
the objected amount in dispute exceeds €600.
An appeal will also be admitted by the Court
of First Instance if a case involves a question
of principle or necessitates revision of the law
in order to ensure “consistent jurisprudence”.

Enforcement of a Legal Decision

Enforcement may commence once a final
judgement is made. If debtors fail to respect a
judgment, their bank accounts may be closed
and/or a local bailiff can proceed with the seizure
and sale of their property.

For foreign awards, in order to obtain an
exequatur, the creditor needs a notarised
German translation of the decision which also
has to be recognised, an enforcement order

HUMBER OF CORPORATE INSOLVENCIES

GERMANY

of this judgment, and an execution clause.
Judgments of courts of EU member states are
recognised without further procedure - unless
certain restrictions arising from European law
are applicable.

Insolvency Proceedings

Out-of-court proceedings

Debtors may attempt to renegotiate their debts
with their creditors, which helps to protect
debtors from early payment requests. However,
the procedure is in the creditors’ interest as it
can be faster and tends to be less expensive
than formal insolvency.

Restructuring

Following a petition filed before insolvency court
on the basis of illiquidity or over-indebtedness,
the court may open preliminary insolvency
proceedings, where it appoints a preliminary
administration aimed at exploring the chances of
restructuring the company. If the administration
authorizes this restructuration, it then initiates
formal proceedings and nominates an admi-
nistrator in charge of continuing the debtor’s
business whilst preserving its assets.

Liquidation

Liguidation may be initiated upon demand of
either the debtor or the creditor provided that
the debtor is unable to settle its debts as they
fall due. Once recognized through a liquidation
decision and once the company has been
removed from the register, the creditors must
file their claims with the liquidation administrator
within three months of the publication.

Retention of title

This is a written clause in the contract in which
the supplier will retain the ownership over the
delivered goods until the buyer has made full
payment of the price. There are three versions
of this retention:

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 expended
to further sale of the subsequent goods; the
buyer will assign to the initial supplier the
claims issued form the resale to a third party;

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 his delivery.
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GHANA

COFACE ASSESSMEN

COUNTRY RISK B

BUSINESS CLIMATE B

COUNTRY PROFILES

POPULATION
Millions of persons - 2019

30.2
2,221
GHS

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Ghana cedi

TRADE EXCHANGES

Exports of goods as a % of total

SWITZERLAND I
EURO AREA ] 15%
INDIA ] 14%
SOUTH AFRICA ] 12%
Imports of goods as a % of total
CHINA I =%
EURO AREA I
UNITED STATES [ ] 9%
UNITED KINGDOM ] 7%
INDIA [ ] 6%

« Health system highly ranked in Africa

« Significant mining (gold), agricultural (cocoa),

oil and gas resources
* Huge rise in mobile telephony
« Stable democracy
to FDI
« International financial support

« Attractive business environment, favourable

« High level of debt (60% commercial) and

risk of fiscal slippage

« Private sector crowded out of the local credit

market by public financing needs
* Low public revenue: 13% of GDP

other agricultural products)

* Weak banking sector: 14% doubtful loans

in 2019, high credit costs

« Separatist tendencies on the eastern border

with Togo

« Infrastructure gaps (energy, transport)
« Dependent on commodity prices: gold and
0il (70% of exports), cocoa (16%, 30% with

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 6.3 6.5 1.0 3.0
Inflation (yearly average, %) 9.8 7.2 10.0 9.0
Budget balance* (% GDP) -7.0 -7.3 -15.0 -9.0
Current account balance (% GDP) -3.1 -2.7 -3.5 -3.0
Public debt (% GDP) 59.1 62.8 76.0 75.0

(e): Estimate. (f): Forecast. * Financial sector bailout cost included.

RISK ASSESSMENT

Recovery expected in 2021

Even if the measures to combat the
COVID-19 pandemic were not particularly
harsh, they still contributed to a fall in growth
in 2020. However, the main reason for the growth
decrease was the collapse in export revenues
from oil, as well as cocoa to a much lesser extent.
Despite the support plan (Coronavirus Alleviation
Programme, worth 3% of GDP), domestic
demand declined, especially investment.

In 2021, barring a resurgence of the pandemic,
activity should accelerate. The lifting of the last
travel restrictions will revitalise consumption,
benefiting services, which have been hard hit
in all areas besides telecommunications. Better
prospects for the energy market should be
accompanied by a rebound in oil exports. Gold
production and sales should continue to benefit
from high prices, but also from normalisation of
logistics and intensified efforts to fight illegal
mining and smuggling. Agriculture will continue
to be supported by the government plan to
develop and modernise the cocoa industry, which
provides a livelihood for 800,000 people. Despite
the persistence of the cocoa swollen-shoot virus,
production is set to increase modestly, and prices
should stabilise after slipping in 2020, partly thanks
to the adoption of a price support mechanism
agreed with major buyers. Infrastructure and
industrial site projects aimed at diversifying the
economy, which were put on hold in 2020, are
expected to be launched under the One District
One Factory initiative. The agri-food industry is
concerned, but also fertilisers and automobile
assembly, with the arrival of large global players.
The COVID-19 Alleviation and Revitalisation
of Enterprises Support (CARES) initiative is
expected to be part of this push. A GHS 100 billion
programme (25% of GDP) over 2020-2023, the
CARES initiative, which is 30% financed by the
government, is intended to revive the economy
and attract investment through exemptions from
charges and public-private partnerships.

Public accounts made
worse by the crisis

Ghana'’s public accounts, which were already in
bad shape, were made worse by the crisis. In
2020, debt exceeded 70% of GDP (not counting
the 10% relating to arrears and debts of state-
owned companies). To compensate, very partially,
for the support plan, the government cut some
expenditure items by 0.3% of GDP and imposed a
deferral for interest payments on non-negotiable
domestic bonds held by public institutions. The
financing requirement, including the deficit and
debt service, amounted to 16% of GDP. It was
covered by issuances on international markets,
exceptional multilateral financing (from the IMF
and others), investments on the domestic market,

and the central bank. Interest absorbed half of
the revenues, which were admittedly low, and
represented 7% of GDP. The deficit cap provided
for in the Fiscal Responsibility Act has been
suspended. Once the crisis is over, the deficit will
be reduced, although it will remain high, and the
debt burden should stabilise in 2021. Moreover,
the costly recapitalisation of the banking system
ended in 2020, when it represented 5.5% of GDP.
Meanwhile, the IPO for Agyapa Royalties, the
country’s gold royalty company, is expected to go
ahead, enabling future revenues to be monetised.
However, reforms to struggling public sectors,
such as the energy sector, through the Energy
Sector Recovery Programme (2019-2023), remain
a necessity, despite being put on hold by the
crisis. Government arrears to the energy sector
represent 1% of GDP each year. Furthermore, the
financial sector could be weakened and become
a burden again. After the elections, Ghana may
commit to a new programme with the IMF, the
last Credit Facility having expired in March 2019.

The crisis only slightly widened the current
account deficit, which remained modest.
Despite the decrease in oil and cocoa exports,
gold revenues and declining imports fuelled a
substantial trade surplus. As in the past, the
surplus largely compensated for the income
deficit, which reflected the impact of increased
debt servicing, lower expatriate remittances (5%
of GDP in 2019) and profit repatriation by foreign
investors. It also made up for the services deficit,
which is dominated by purchases of services
linked to oil development and transport, and
which is increasing due to growing use of tele-
communications. The slowdown in FDI in oil,
with the delayed development of the Pecan field,
weakens the financing of the current account
deficit, which will no longer be able to count
on the exceptional multilateral aid of 2020. The
cedi could therefore continue to come under
downward pressure, particularly with the partial
monetisation of the deficit, which is stoking
inflation. Foreign exchange reserves represented
2.7 months of imports at the end of 2020.

The two major parties
on an equal footing

At the end of a tense campaign, incumbent
President Nana Akufo-Addo and his New
Patriotic Party barely retained power following
the presidential and legislative elections of
December 2020. Their opponent was John
Mahama, the president’s predecessor, who was
defeated in the 2016 elections and was running
as a candidate for the National Democratic
Congress. In parliament, both parties hold the
same number of seats, which will complicate
political life. Respect for constitutional norms,
entrenched for nearly three decades, should
ensure the country’s political stability. That being
said, the lack of progress in reducing poverty
(25%) and fighting corruption is a source of
popular frustration.

COFACE

12

COUNTRY & SECTOR RISKS HANDBOOK 2021



COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

A2

POPULATION
Millions of persons - 2019

10.7
19,570
EUR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Euro

TRADE EXCHANGES

I
Exports of goods as a % of total

ITALY
GERMANY
CYPRUS
TURKEY
BULGARIA

1%
7%
6%
6%
5%

Imports of goods as a % of total

GERMANY
ITALY
IRAK
RUSSIA
CHINA

%
9%
8%
7%
7%

» Abundant European financial support, both

fiscal and monetary
* World leader in maritime transport
« Competent pandemic management
« Rapidly-improving business climate

« Very high public debt

« Very poor quality bank portfolio; high level

of non-performing loans

tourism dependence

« Increasing security concerns vis-a-vis Turkey

« Cumbersome bureaucracy and judicial system
« Poorly diversified industry, overwhelming

D |

GREECE

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.9 1.9 -9.5 4.1
Inflation (yearly average, %) 0.8 0.5 -0.6 0.7
Budget balance (% GDP) 0.9 0.6 -9.0 -3.0
Current account balance (% GDP) -3.5 -2.1 -7.7 -4.5
Public debt (% GDP) 184.8 180.9 205.2 200.5

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

RISK ASSESSMENT

Tourism-induced bust,
investment-led rebound

As one of the most tourism-dependent econo-
mies in Europe (20% of GDP), Greece’s road to
recovery will be particularly challenging. Tourism
revenues are estimated to have contracted by
75% in 2020. In the event of a speedy vaccine
rollout across Europe, the sector could be
approaching normality in H2 2021. However,
the first half of the year will remain tumultuous
even in an optimistic scenario, due to ongoing
waves of lockdown and reopening in Greece
and its neighbours. Exports of goods (refined
oil, phar-maceuticals, metals, food products)
will lead the recovery of external demand in
2021 with the rebound of maritime trade, but
total net exports will continue to have a negative
contribution. Private consumption (69% of GDP)
has benefited from emergency measures,
restraining the 2020 contraction to 6%. While
the furlough scheme has kept unemployment
at bay, it is nonetheless expected to peak at
slightly under 20% (vs a pre-pandemic level of
17%) as corporate insolvencies start materializing.
Investment (11% of GDP), bolstered both by
business-friendly reforms and by an outpour
of European funds, will spearhead the recovery.
Greece will be one of the main beneficiaries of
the Next Generation EU recovery fund and set
to receive EUR 33 billion (18% of GDP) over the
next 7 years, spurring 19% investment growth in
2021. If carefully executed, these funds will be
used to strengthen the electricity grid (parti-
cularly in the islands), build 5G and electric car
infrastructure, digitalization ventures including
the EUR 870 billion Ultrafast Broadband project,
education and worker retraining programs,
among other projects set to boost potential
output.

European support mitigates
the sovereign risk, but banks
remain an Achilles’ heel

The pandemic led to 5% of GDP in additional
spending and 2.5% in foregone revenues in
2020. Support has come overwhelmingly
through on-budget spending (as opposed to
off-budget measures like loan guarantees).
Notable measures include a refundable advance
payment to firms (2% of GDP, refunding starts in
2022), wage allowances and coverage of social
security contributions (1.5% of GDP), reduction of
advance income tax payment (0.7% of GDP), the
furlough scheme, extension of unemployment
benefits, and increased healthcare spending. Tax
cuts, employment subsidies and the refundable
advance payment will continue into 2021. The
relatively small scale of public guarantees (1.5%
of GDP) is consistent with the state’s already

oversized exposure to the banking sector, which
is set to increase further with the nationalization
of Piraeus Bank. Existing EU grants (2.5% of
GDP) have been frontloaded in order to cover
part of the financing gap, thus cushioning
the impact on the 2020 deficit. Nevertheless,
expenditure is set to grow by 11% in 2020 and
moderate by 6% in 2021, while revenues will
drop by 6% before rebounding by 5%. Public
debt will surpass the 200% of GDP threshold,
but sovereign risk is mitigated by creditor
structure (80% official) and by EU/ECB stimuli.
Notably, the ECB has included Greek bonds in
its QE program, bringing borrowing costs to
all-time lows. Furthermore, Greece will be the
Eurozone country that benefits the most from
the EU Next Generation recovery fund (18%
of GDP over 2021-2027). The banking sector
still bears the scars of the previous crisis (36%
non-performing loan ratio). The Hercules bad
bank scheme will reduce this stock by half, but
the pandemic is expected to increase it by 8%.
The possible creation of a European bad bank is
an upside risk. The external deficit, driven by the
structural goods trade deficit (12% of GDP), is
predominantly financed by Eurosystem liquidity
flows (TARGET 2 balances) and FDI.

A competent executive keeps
the reform agenda on track,
tensions escalate with Turkey

Commanding an outright majority in Parliament
(158 out of 300 seats), the centre-right New
Democracy administration headed by Prime
Minister Kyriakos Mitsotakis has had a positive
year in power, keeping a comfortable lead
over opposition leader Syriza (45% of voting
intention vs. 27%). The pandemic response was
reactive and the impetus for business-friendly
reforms has not been stymied. The overhaul
of the insolvency legislation has strengthened
bankruptcy prevention, streamlined restructuring
and softened conditions on defaulting debtors.
Other reforms have strengthened independence
and transparency in public sector recruiting,
simplified investment licensing, and moved
forward the energy sector privatization and
bureaucratic digitalization. Future structural
reform projects involve abolishing outdated
labour market practices, a pension reform,
speeding up judicial processes and streamlining
urban planning. The main geopolitical challenge
will be avoiding an outright conflict with Turkey
while asserting energy interests. A long-standing
dispute over the maritime claims awarded by
the Greek archipelago has intensified after the
discovery of hydrocarbon reserves. The risk
of military engagement became dangerously
high over the summer of 2020 after a naval
collision. Despite an EU-mediated deescalation,
both parties seem fundamentally unwilling to
back down in the long run.
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I $ COUNTRY PROFILES

PAYMENT & DEBT COLLECTION PRACTICES IN GREECE

Payment

Bills of exchange, as well as promissory letters,
are used by Greek companies in domestic
and international transactions. In the event
of payment default, a protest certifying the
dishonoured bill must be drawn up by a public
notary within two working days of the due date.

Similarly, cheques are still widely used in inter-
national transactions. In the domestic business
environment, however, cheques are customarily
used less as an instrument of payment, and
more as a credit instrument, making it possible
to create successive payment due dates. It is
therefore a common and widespread practice
for several creditors to endorse post-dated
cheques. Furthermore, issuers of dishonoured
cheques may be liable to prosecution provided
a complaint is lodged.

Promissory letters (hyposhetiki epistoli) are
another means of payment used by Greek
companies in international transactions.
They are a written acknowledgement of an
obligation to pay, issued to the creditor by the
customer’s bank, committing the originator to
pay the creditor at a contractually fixed date.
Although promissory letters are a sufficiently
effective instrument in that they constitute a
clear acknowledgement of debt on the part
of the buyer, they are not deemed a bill of
exchange and so fall outside the scope of the
“exchange law”.

SWIFT bank transfers, well established in Greek
banking circles, are used to settle a growing
proportion of transactions and offer a quick
and secure method of payment. SEPA bank
transfers are also becoming more popular, as
they are fast, secured and supported by a more
developed banking network.

In 2015, Greece imposed restrictions on flows
of capital outside the country. All payments
directed abroad follow a specific procedure, and
are monitored by the banks and the Ministry of
Finance, with restrictions placed on the amount
and nature of the transfer.

Debt Collection

Amicable phase

Before initiating proceedings in front of the
competent court, an alternative method
to recover a debt is to try to agree with the

debtor on a settlement plan. Reaching the most
beneficial arrangement can usually be achieved
by means of a negotiating process.

The recovery process commences with the
debtor being sent a final demand for payment via
a registered letter, reminding him of his payment
obligations, including any interest penalties as
may have been contractually agreed - or, failing
this, those accruing at the legal rate of interest.
Interest is due from the day following the date of
payment stipulated in the invoice or commercial
agreement at a rate, unless the parties agree
otherwise, equal to the European Central Bank’s
refinancing rate, plus seven percentage points.

Legal proceedings
Fast track proceedings

Creditors may seek an injunction to pay (diataghi
pliromis) from the court via a lawyer under a
fast-track procedure that generally takes one
month from the date of lodging the petition.
To engage such a procedure, the creditor must
possess a written document substantiating the
claim underlying his lawsuit, such as an accepted
and protested bill, an unpaid promissory letter or
promissory note, an acknowledgement of debt
established by private deed, or an original invoice
summarising the goods sold and bearing the
buyer’s signature and stamp certifying receipt
of delivery or the original delivery slip signed
by the buyer.

The ruling issued by the judge allows immediate
execution subject to the right granted to the
defendant to lodge an objection within 15 days.
To obtain suspension of execution, the debtor
must petition the court accordingly.

Based on current competence thresholds,
a “justice of the peace” (Eirinodikeio) hears
claims up to €20,000. Above that amount,
a court of first instance presided by a
single judge (Monomeles Protodikeio) hears
claims from €20,000 to €250,000. Claims
over €£€250,000 are reviewed by a panel of three
judges (Polymeles Protodikeio).

Ordinary proceedings

Where creditors do not have written and clear
acknowledgement of non-payment from the
debtor, or where the claim is disputed, the only
remaining alternative is to obtain a summons
under ordinary proceedings. The creditor files
a claim with the court, who serves the debtor
within 60 days. The hearing would be set at
least eighteen months later. Greek law allows

the court to render a default judgment if the
respondent fails to file a defence. Since 2016, the
lawsuit procedure has been changed, and is now
based exclusively on documentation provided
to support the claim.

Enforcement of a Legal Decision

Enforcement of a domestic decision may
commence once it is final. If the debtor fails
to satisfy the judgment, the latter is enfor-
ceable directly through the attachment of the
debtor’s assets.

For foreign awards rendered in an EU member
state, Greece has adopted advantageous
enforcement conditions such as the EU Payment
Orders or the European Enforcement Order. For
decisions rendered by non EU countries, they
will be automatically enforced according to
reciprocal enforcement treaties. In the absence
of an agreement, exequatur proceedings will
take place.

Insolvency Proceedings

Restructuring proceedings

This procedure aims to help the debtor restore
its credibility and viability, and continue its
operations beyond bankruptcy. The debtor
negotiates an agreement with its creditors.
During this procedure, claims and enforcement
actions against the debtor may be stayed but
the court will appoint an administrator to
control the debtor’s assets and performances.
The reorganisation process starts with the
debtor’s submission of a plan to the court made
by specialists, which conducts a judicial review
of the proposed plan whilst a court-appointed
mediator assesses the creditors’ expectations.
The plan can only be validated upon approval
by creditors representing 60% of the total debt.
(60% is not always applicable, depending on
the case and approval by the bank).

Liquidation

The procedure commences with an insolvency
petition either by the debtor or the creditor.
The court appoints an administrator as soon
as the debts are verified. In addition a Pool of
Creditors (three members representing each
class of creditors) will be given the responsibility
of overseeing the proceedings, which terminate
once the proceeds of the sale of the business’
assets are distributed.
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BUSINESS CLIMATE C

GUATEMALA

7 GUATEMALA
| Guatemala Gty -
4 '

POPULATION 1 7. 6

Millions of persons - 2019 Main Economic Indicators

2018 2019 2020 (e) 2021(fH)

GDP PER CAPITA GDP growth (%) 3.2 3.8 -2.0 3.5
US Dollars - 2019 4,354 Inflation (yearly average, %) 3.8 3.7 2.1 3.1
Budget balance (% GDP) -1.9 -2.3 -5.6 -4.5
CURRENCY GTQ Current account balance (% GDP) 0.8 2.4 3.8 2.3
Guat | tzal
uatemalan quetzal ublic debt 6 ) ) ) }
q Public debt (% GDP) 26.5 26.6 32.2 33.9

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

TRADE EXCHANGES
— RISK ASSESSMENT
Exports of goods as a % of total —
UNITED STATES 32% A more resilient economy
EL SALVADOR [ ] 12% than that of it iahb
HONDURAS - 9% an at or ItS neighbours
EURO AREA [ ] 8% As the country least affected by the pandemic-
MEXICO - 5% fuelled recession in Central America, Guatemala

will return to growth in 2021 with stronger
fundamentals than its neighbours. Private
consumption will remain the mainstay of

Imports of goods as a % of total

UNITED STATES I domestic demand (88% of GDP in 2019)
CHINA [ ] 1% supported by expatriate remittances (14% of
GDP) from the United States. The catch-up effect

MEXICO [ ] n% ; .
= observed in these currency flows during the
EUROJRE - 6% second half of 2020, after they came more or
EL SALVADOR [ | 5% less to a standstill during the U.S. lockdown,

is expected to fade in 2021. Unemployment is
' ) ) expected to decline more slowly among the
« Financial support from the United States U.S. Latino population than for the rest of the

and multilateral lenders ; ;
h population. Accordingly, these flows are not
Q Free trade agreements with the U.S. and the EU expected to reach the record growth rates

« Geographic proximity to the United States . f
and %esico P v seen in 2019 while the poorest households were

« High potential for tourism, agriculture (bananas, particularly affected by the storms of November
coffee, sugar), mining, hydroelectricity and 2020. Aid to the poorest, which was heavily
geothermal energy scaled back in the first budget plan for 2021,

will depend on the outcome of negotiations

following the protests of November 2020.

Inflation will remain low, at the bottom end of

the central bank’s target window (4 +/-1%), with

« Social and political instability
« Poor infrastructure
* Vulnerable to external shocks (natural

disasters and commodity prices) oil prices still moderate. This should lead the

« Heavily reliant on low value-added industry central bank to continue its accommodative

Q and expatriate remittance flows monetary policy, holding the policy rate at 1.75%
* Low tax revenues to support the recovery. Investors are likely to

+ Rural poverty, inequalities, under-employment,  yemain cautious, held back by the business

informal economy, ethnic divisions

« Security issues related to drug trafficking environment, which remains poor pending the

reforms under the recovery plan, and worldwide
uncertainty. External demand should see some
recovery, despite being constrained by weaker
U.S. demand, particularly for clothing. External
demand for agricultural products should be more
resilient. Public demand is expected to grow
strongly as part of the stimulus package in the
2021 budget. The plan’s focus on infrastructure
(60% of planned investments) should benefit
the construction sector although adjustments
are to be expected at the end of the budget
negotiations. The agricultural sector (30%
of the working population) is expected to
suffer from the aftermath of the storms of
November 2020, forcing the production of
coffee, sugar and cardamom. However, it will
remain highly exposed to climate risk. Activity
in the manufacturing sector will grow to a lesser
extent, with the clothing sector constrained by
U.S. demand. The maquilas, with their focus on
textile, pharmaceutical and agri-food production,
will be the most affected, as they produce mainly
for the United States. The tourist sector (8%
of GDP) will still be too uncompetitive and will
remain in recovery mode, with flows from Europe
and the United States kept in check by persistent
health fears. An uncontrolled resurgence of the
pandemic, either in the country or among its
main trading partners, could affect this scenario.

The external and financial
situation remains favourable
despite political tensions

While the first version of the budget already
foresaw a deficit to finance infrastructure, the
consultations should lead to an increase in
social spending. With one of the lowest revenue
collection rates in the region, expenditure will
be partly financed by debt. Funding will be
provided through government bonds and
multilateral loans. Multilateral loans have been
obtained from the IMF, the Inter-American Bank
for Economic Cooperation, the Inter-American
Development Bank and the World Bank. Thanks
to these loans, Guatemala’s debt will remain
largely under control.

Looking at the external accounts, the trade
deficit is expected to increase, with the recovery
in imports set to exceed that of exports. The
revival of manufacturing production will increase
demand for imported intermediate products,
while higher oil prices will likely push up the
import bill. On the export side, growth will be
stymied by weakness in the clothing sector
and lower than expected agricultural exports
following the storms at the end of 2020. The
balance of services should remain in the red
as visitor numbers remain low. Expatriate
remittance flows should largely cover the twin
deficits, but the end of the catch-up effect in
late 2020 will cause the current account surplus
to narrow. The surplus, in combination with
multilateral loans, will allow further consolidation
of foreign exchange reserves, which covered the
equivalent of ten months of imports in October
2020. These reserves will maintain the stability
of the quetzal.

A tense political and social situation

In power since January 2020, Alejandro
Giammattei, of the centre-right Vamos party,
has been facing a vast social movement since
mid-November 2020. While his popularity had
already been badly affected by his handling of
the COVID-19 crisis, the vote on the 2021 budget
set the ball rolling. Widely criticised for its lack
of transparency and the emphasis placed on
financing the infrastructure in place for social
spending, the budget was massively rejected by
the population in the aftermath of the storms.
Tensions arose within the executive, with the
president and vice-president opposing each
other on the way forward. The return to calm and
unity within the executive couple in December
with the opening of negotiations on the budget
is only very fragile, and a resumption of political
movement and tension cannot be ruled out. On
the international scene, the migration issue will
remain central while the Biden administration
must decide on the safe third country agreement
signed in 2019.
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GUINEA

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

13.6
1,013
GNF

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Guinean franc

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I o
EURO AREA [ ] 9%
UNITED ARAB EMIRATES [l 6%
GHANA [ | 6%
SWITZERLAND [ | 6%
Imports of goods as a % of total
EURO AREA I -
CHINA [ ] 19%
INDIA ] 12%
UNITED ARAB EMIRATES [l 4%

SOUTH AFRICA

3%

« Largely untapped deposits of iron,
diamonds, uranium and oil
« Significant hydroelectric potential

o

* One-third of the world’s bauxite reserves

gold,

« Dependent on mining and energy pri

ices

« Dependent on Chinese demand for bauxite
* Low government revenue (13% of GDP)

* Inadequate infrastructure, particularly in
the electricity and transportation sectors
* High poverty (53% of the population),

informal economy (50% of GDP and 70% of

employment), non-inclusive growth

« Difficult business environment (156"
190 countries in the Doing Business
ranking)

out of

2020

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 6.2 5.6 3.5 6.0
Inflation (yearly average, %) 9.8 9.5 9.0 8.0
Budget balance* (% GDP) -1.1 -0.5 -3.7 -3.0
Current account balance** (% GDP) -18.7 -13.7 -20.5 -15.7
Public debt (% GDP) 38.0 34.5 45.0 46.0

(e): Estimate. (f): Forecast. * Grants included. ** Official transfers included.

RISK ASSESSMENT

Strong growth in 2021
after a sluggish year

With the announcement of a national lockdown
at the end of March (including border closures
and a ban on gatherings) and the decline in
world trade, the Guinean economy slowed
in 2020. However, it should resume brisk
growth as early as 2021. Consumption, which
accounts for 70% of GDP, slowed in 2020, but
its decline was mitigated by a stimulus plan,
which relieved the most vulnerable households
of paying their utility bills and provided food
supplies. In 2021, consumption is expected to
rebound, driven by progress in agricultural
productivity. Investment also slackened in the
wake of the crisis, although some major projects
remained on track, including development of
the Simandou iron deposits, for which the
government granted a 25-year concession to
the SMB-Winning consortium in June 2020. The
consortium, owned by Singaporean, Chinese and
French interests, with a 10% stake held by the
Guinean government, will invest USD 16 billion,
including in the construction of a 650 km railway
to transport the ore to the future deepwater
port of Matakong. Moreover, the Souapiti dam,
which is expected to double Guinea’s energy
supply, will begin operating in 2021.

According to estimates by the National
Agricultural Statistics Agency, the agricultural
sector, which accounts for 20% of GDP
and 60% of jobs, recorded good results
for the 2019/2020 season thanks to an
increase in the cultivated area. Conversely,
the 2020/2021 season will be hurt by the
closure of borders (especially coffee and
cocoa production). Mining production, which
accounts for 25% of GDP, contracted by
about 5% between June 2019 and June 2020.
Transport-related logistical disruptions and
a collapse in Chinese demand weakened the
sector, which should however return to its usual
growth in 2021. Services, which employ 30% of
the population and account for 40% of GDP,
were hit as businesses were closed and tourism
and transport came to a virtual standstill, but
will revive with the lifting of restrictions.

Public and current accounts largely
supported by international aid

Following the fiscal consolidation efforts of
recent years, public accounts were adversely
affected by the crisis. In April 2020, the
government announced a USD 318 million
stimulus plan, or 2% of GDP, aimed at increasing

health spending and helping households and
SMEs in difficulty. This plan, combined with a
26% drop in tax revenues, caused the public
deficit to widen in 2020. Financing the deficit
required greater recourse to debt from donors,
including the IMF, the AfDB and the World Bank,
increasing the external public debt (30% of
GDP, about half of which is owed to China).
Furthermore, the country is covered by the Paris
Club debt service suspension initiative to the
tune of USD 126 million, or 0.9% of GDP.

The current account deficit widened further
in 2020, but should approach its pre-crisis level
in 2021. Concerning goods, the fall in mining
revenues was only partially offset by the decline
inimports (reduction in the oil bill and purchases
of capital goods). However, the goods deficit
should narrow in 2021, driven by mineral exports,
while capital goods purchases are set to recover
more slowly. Although structurally in deficit, the
services deficit narrowed somewhat in 2020 due
to lower purchases of technical services related
to investment projects. Meanwhile, in 2020, lower
profit transfers by mining companies reduced
the primary income deficit. Traditionally financed
by FDI and project loans, the current account
deficit increased and the additional financing
requirements in 2020 were met through
international assistance, with Guinea receiving
USD 197 million from the IMF, USD 80 million
from the World Bank and USD 30 million from
the AfDB.

Tensions exacerbated by Alpha
Condé’s third term in office

President Alpha Condé, who is 82, had a new
constitution adopted in March 2020 allowing
him to run for a third time. Despite opposition
from civil society and numerous demonstrations,
the new constitution was approved by 89.8%
of voters, with a turnout of 58.3%. Legislative
elections were held on the same day and resulted
in the president’s Rally of the Guinean People
(RPG) winning 79 of the 114 seats in parliament. In
October 2020, Condé was re-elected president
with 59.5% of the vote and a 78.9% turnout.
In addition to questions raised by international
observers, the opposition challenged the election
before the constitutional court, but the court
ruled in November 2020 that the election had
been conducted properly, after weeks of protests
that claimed the lives of dozens of civilians.

China-Guinea relations are in in good shape,
with multiple infrastructure projects financed
by revenues from mining concessions. France
and the European Union have expressed doubts
about the credibility of the presidential election,
but this will not prevent development aid
from continuing.
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C

POPULATION
Millions of persons - 2019

0.8
6,594
GYD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Guyana dollar

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D 2%
CANADA [ ] 28%
TRINIDAD AND ToBAGO [l 8%
UNITED STATES [ ] 4%
UNITED ARAB EMIRATES [l 4%
Imports of goods as a % of total
UNITED STATES I -
TRINIDAD AND TOBAGO [ 24%
CHINA [ | 6%
EURO AREA [ ] 5%
UNITED KINGDOM ] 2%

« Attractive prospects for investors in mining,

hydroelectric power and agriculture
be developed from 2020 onwards

o

Common Market (CARICOM)

* Abundant offshore oil and gas reserves, to

* Member of the Caribbean Community and

« Reliance on natural resources (gold, bauxite,
sugar, rice, wood and, above all, oil from

2020 onwards)

* Shortcomings in transport, education and

health infrastructure
emigration of educated workers

affected by hurricanes)
« Reliance on international creditors

« High crime rate linked to drug trafficking
amid a background of poverty and corruption
(ranked 85/198 by Transparency International’s

« Low-skilled local labour force and large-scale

* Sensitive to climatic events (region severely

Corruption Perceptions Index in 2019)

GUYANA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 4.4 5.4 26.2 8.1
Inflation (yearly average, %) 1.3 2.1 1.0 2.7
Budget balance (% GDP) -4.4 -4.6 -5.3 -0.3
Current account balance (% GDP) -29.2 -33.9 -22.0 -16.0
Public debt (% GDP) 43.1 39.8 37.0 35.0

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

RISK ASSESSMENT

The ongoing development of the oil
sector will continue to drive growth

Guyana registered its first COVID-19 case on
11 March 2020, forcing the then ruling authorities
to implement containment and mitigation
measures. In June 2020, a six-phase re-opening
of the economy was initiated. Nonetheless,
in November, new restrictions were placed
on non-essential services in some regions of
the country. Despite the health emergency,
Guyana was probably the only country in
Latin America to expand last year. In fact, the
ongoing expansion of the local energy sector
paved the way for a robust performance
in 2020, despite the collapse in oil prices and
delays in the production chronogram. Since the
American company Exxon-Mobil discovered
an offshore oil field off the coast of Guyana
in 2015, explorations have revealed higher
guantities of oil (surpassing 8 billion barrels).
Consequently, oil production was initiated in
December 2019 and the country registered its
first oil shipment in February 2020. However, the
agricultural sector contracted, reflecting lower
output in forestry, fishing and livestock, while
sugar and rice experienced growth. Regarding
the mining and quarrying sector, output of gold
increased while that of bauxite and diamond
decreased. In 2021, GDP will continue to
outperform the regional average thanks to the
progress of local energy activity. Moreover,
this windfall will also prompt positive spillover
effects on gross fixed investments, household
consumption and government expenditures
(allowing for more social services). Regarding
the external contribution, while the recovering
global economy and rising oil production will
foster exports, imports are also expected to
increase due to higher purchase of capital goods.
Downside risks are related to the global evolution
of the COVID-19 pandemic, the behaviour of oil
prices and possible threats to social stability.
The latter risk concerns the historical frictions
between the Indo and the Afro-Guyanese.

Large twin deficits will
shrink in 2021 thanks to oil

The current account deficit narrowed in 2020,
mainly on the back of a trade balance surplus
(higher oil exports and lower imports).
Meanwhile, FDI increased marginally and could
cover the current account deficit. Besides, foreign
exchange reserves amounted to USD 573 million
as of Q2 2020 (equivalent to only 1.7 months
of import). In 2021, the current account should

continue to benefit from a stronger trade balance
and remittances (11% of GDP in 2019), in line with
a gradual recovery of the U.S. job market. Finally,
FDI in the local oil sector are expected to remain
robust in the upcoming years. Regarding the
fiscal account, the new government revamped a
stronger policy response to the COVID-19 shock.
In September 2020, it presented its emergency
budget, including funds to combat the health
crisis, as well as revitalizing productive and
infrastructure sectors. Higher tax revenues and
royalties coming from the oil sector should help
curbing the fiscal deficit in 2021, despite the
accommodative policy.

The political environment is
set to improve following the
resolution of the presidential
election’s stalemate

President Irfaan Ali from the centre-left People’s
Progressive Party/Civic (PPP) took office in
August 2020. He succeeded David Granger,
who headed a multi-ethnic coalition led by two
parties, the APNU and the AFC. He took oath
after five months of legal challenges regarding
the integrity of the election. Nonetheless, the
Guyana Elections Commission ruled in favour
of the PPP. This gruelling dispute further
aggravated the historical political frictions
between the two major parties (the PPP
and the dominant party in the APNU+AFC
coalition - the People’s National Congress or
PNC). While the Indo-Guyanese community
broadly supports the PPP, the Afro-Guyanese
population favours either APNU or AFC. Mr. Ali’s
party has 33 parliamentary seats, which gives
it a majority in the 65-seat National Assembly
(the APNU+AFC coalition having 31 seats). Mr. Ali
advocates in favour of cutting taxes and taking
measures to foster job creation. Moreover, he is
also expected to focus on agriculture projects,
as well as increasing investments in public
infrastructure and social services that have
historically been weak. Moreover, the PPP has
also eased its critics on the APNU 2016 deal
with ExxonMobil (considered as disproportionally
favourable for the company). Coincidentally, in
September 2020, the government received the
visit of the U.S. Secretary of State, marking a
shift in the PPP’s historical oppositional approach
towards the U.S. On this occasion, the U.S.
representative praised Guyana’s participation
in the Lima Group (an initiative to facilitate the
power transition in Venezuela). Additionally,
agreements that aim to provide U.S. private
sector investment to build Guyana’s physical
infrastructure and the energy sector’s economy
were signed.
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COUNTRY RISK

BUSINESS CLIMATE 3

POPULATION
Millions of persons = 2019

1.2
773
HTG

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Haitian gourde

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES I
CANADA [ ] 7%
DOMINICAN REPUBLIC I a%
EURO AREA ] 3%
MEXICO | 2%
Imports of goods as a % of total
UNITED STATES I
NETHERLANDS ANTILLES [ 14%
INDONESIA [ ] 8%
EURO AREA [ ] 7%

« Development and reconstruction programs

established with international donors

o

«Membership of regional organisations
(Association of Caribbean States, Organization
of American States, CARICOM, CARIFORUM)

« Zero interest loans from the IMF and World
Bank totalling roughly USD 132 million to

deal with the negative COVID-19 shock

« Highly vulnerable to natural disasters, including

hurricanes and earthquakes

* Low level of development and extreme

poverty (HDI ranking of 169 out of 189)

+«Dependent on expatriate remittances,
international donations and the United States
« Lack of infrastructure, particularly energy
infrastructure (70% of population does not

have access to electricity)

« Poor governance and low-quality business
environment (179" in the 2020 Doing Business

ranking); large informal sector
« Political instability and insecurity

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.5 -1.2 -5.0 1.2
Inflation (yearly average, %) 12.9 17.3 22.4 23.8
Budget balance* (% GDP) -1.7 -2.3 -5.9 -4.7
Current account balance (% GDP) -3.9 -1.4 -2.5 -0.4
Public debt (% GDP) 39.7 47.7 54.5 52.4

(e): Estimate. (f): Forecast. * 2021 Fiscal year from 1** October 2020 to 30 September 2021.

RISK ASSESSMENT

A lackluster economic recovery
amid high uncertainty and
weak political environment

The economy is expected to rebound weakly
in 2021, following the two-year recession in
2019-2020. Tourism (accounting for roughly
9% of GDP) is not likely to recover strongly, as
the social distancing precautionary measures
due to the COVID-19 outbreak will not be fully
lifted before a vaccine is widely available. In fact,
the sector had already been impacted by the
difficult political climate and, more specifically,
by Haiti’s classification as a dangerous destina-
tion by the United States and other countries.
Household consumption will be hampered
by weak income fundamentals. Furthermore,
persistent inflation, induced by the exchange
rate depreciation and a chronic shortage of
essential items, should continue to erode
purchasing power. However, the textile industry
(the country’s largest export sector) is likely to
rebound partially in 2021, thanks to stronger
U.S. demand and preferential access to the U.S.
market. Finally, the energy crisis (characterized
by fuel shortages and blackouts) has taken a
toll on industrial productive capacities, on the
daily circulation of people and goods, and on the
supply of humanitarian assistance and essential
public services for the population. Downside
risks are related to COVID-19’s evolution and
the prolonged political instability.

Public and external accounts
are dependent on foreign aid

The challenges imposed by COVID-19 further
aggravated the fiscal situation in 2020, because
of higher social and health expenditures amid
lower tax revenues. Public spending is estimated
to have increased by 4% of GDP in 2020, of which
2.3% of GDP was allocated to healthcare, 0.6% to
protect the most vulnerable and 0.9% in other
transfers. To deal with this situation, the country
got access to zero interest loans from the IMF
and World Bank, totalling roughly USD 132 million
(1.3% of the estimated 2020 GDP). Moreover,
while the fiscal and external accounts did benefit
from lower international oil prices in 2020, these
gains were mitigated by the exchange rate
depreciation. In fact, the monetary financing
of the deficit has triggered a loop of inflation
and exchange rate depreciation of the national
currency (gourde), which, in turn, have fuelled
further subsidy-related losses. In 2021, the fiscal
deficit should only partially ease, in the absence
of a bright economic recovery. According to the
IMF (April 2020), subsidies alone have raised

public debt by 18% of GDP since 2012. It is also
worth noting that the Petrocaribe Initiative,
which was an important source of financing in
post-earthquake Haiti, has been suspended by
Venezuela since 2018, putting further pressure
on the fiscal accounts. Regarding the external
accounts, the country has to deal with a chronic
trade deficit (roughly 34% of GDP in 2019), as
under-diversified domestic production induces
sizeable imports. In 2021, textile exports are likely
to experience a partial rebound, but the decline
in exports of traditional goods such as coffee,
cocoa and mangoes is expected to continue
because of the weakness of the agricultural
sector. Meanwhile, imports should increase
slightly due to some recovery in international
oil prices (fuels account for 18% of total imports)
and relatively higher activity. Moreover, the
current account deficit will be reduced by a
rebound in migrant remittances (35% of GDP
in 2019) and grants (3.8% of GDP).

A persistently bleak
political environment

President Jovenel Moise has been facing
corruption allegations since 2019, when an
audit publication of the Court of auditors
reported that aid provided under the Venezuelan
Petrocaribe programme (over USD 3.8 billion
between 2008 and 2016) had been misused.
This triggered protests in the country, with the
opposition and civilians calling for his resignation.
Moreover, the political environment further
deteriorated after the country failed to hold
legislative elections in October 2019. According
to officials, parliamentary elections were not
held because of the insecurity caused by the
anti-corruption protests. In fact, the president
has ruled by decree since January 2020, when
the terms of two-thirds of the Chamber of
Deputies and Senate expired. Furthermore,
international financial assistance could be at risk,
as lenders and donors are making their support
conditional on the resolution of the ongoing
political crisis. These protests temporarily lost
strength during the partial lockdown induced
by the COVID-19 outbreak. Nonetheless, the
murder of Monferrier Dorval, president of the
Port-au-Prince Bar Association, in August 2020,
not far from the residence of President Moise,
caused indignation among the population. As
a result, acts of violence increased significantly:
armed gangs occupied more territory, civilian
populations were attacked and massacres took
place. Students and opposition activists are
requesting the authorities to stop the wave of
violence that is plaguing the country, mainly
in Port-au-Prince. Meanwhile, human rights
organizations are accusing the government of
colluding with criminal organizations.
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COUNTRY RISK

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2019

9.8
2,551
HNL

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Honduran lempira

TRADE EXCHANGES

Exports of goods as a % of total

COFACE ASSESSMEN
N,

UNITED STATES |
EURO AREA ] 22%
EL SALVADOR [ ] 8%
GUATEMALA [ ] 5%
NICARAGUA [ | 5%
Imports of goods as a % of total
UNITED STATES I ;¢
CHINA ] 16%
MEXICO [ ] 8%
EURO AREA [ ] 5%
GUATEMALA [ | 5%

(preferential trade agreements)

o

« Privileged relations with the United States

« Agricultural, mining and tourism resources
« Under IMF assistance programme until 2021

« Dependent on the U.S. economy (exports,

FDI and expatriate remittances)

« Dependent on imported fuels and cereals

(maize is the staple food)

« High levels of crime and corruption amidst

poverty and drug trafficking

« Large informal economy: 70% of the working

population is concerned
* Weak fiscal resources

HONDURAS

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 3.7 2.7 -8.0 4.0
Inflation (yearly average, %) 4.8 4.1 3.0 3.5
Budget balance (% GDP) -0.9 -0.9 -5.0 -3.8
Current account balance (% GDP) -4.2 -4.2 -0.5 -3.0
Public debt* (% GDP) 42.2 431 52.9 53.7

(e): Estimate. (f): Forecast. * including all non-finance public sector.

RISK ASSESSMENT

A rebound limited by
weather conditions

Economic activity will recover in 2021, but not
enough to make up for the drop due to the Covid
crisis. Household consumption, the main driver of
domestic demand (80% of GDP in 2019), will be
hurt by the population displacement following the
two storms in November 2020, as well as bythe
rise in unemployment both in the country (12% at
the end of 2020), as well as among expatriates in
the United States. Unemployment rate among the
U.S. Latino population is expected to decline more
slowly than in other groups, reflecting Latinos’
over-representation in the jobs hardest hit by the
crisis. The catch-up effect observed on remittance
flows in the second half of 2020 should fade away.
Expatriate remittances, which accounted for 21.5%
of GDP in 2019, should therefore be less dynamic
than before the crisis, limiting the growth of one
of the main financial windfalls for Honduran
households. Public demand is expected to increase
as part of the plan to support the economy and
the reconstruction programme following the two
storms of November 2020.External demand will
be constrained by the recovery of demand in the
United States, the main destination for the free
zones’ manufacturing industry. In this context,
the central bank is expected to continue with an
accommodative monetary policy, with inflation at
the bottom end of its target window (4% +/- 1%).
the policy rate is expected to be held at 30%
following the last cut at the end2020.

On the supply side, construction is expected
to benefit from the reconstruction work
on infrastructure destroyed by the storms.
Restaurant and hotel services, on the other
hand, will remain impacted for a prolonged
period, ,in a country where tourism is struggling
to develop. The manufacturing industry will be
driven mainly by the production of protective
medical equipment, which is still in high demand
worldwide. Conversely, textile production will
remain hamstrung by weak growth in global
consumption. Agricultural production, which
accounted for 15% of GDP in 2019, is set to suffer
from the bad weather conditions at the end of
2020, which destroyed part of the agricultural
land as well as the roads used to transport goods
from the main coffee-growing areas.

Public and current account
deficits are largely financed
by multilateral organisations

Public accounts deteriorated as the pandemic
pushed up spending and narrowed the tax
base. Support measures include tax breaks for

businesses maintaining employment at pre-epi-
demic levels and for those that had to close
because of the government’s health measures.
In 2021, revenues are expected to remain below
pre-crisis levels as the economy continues to
recover, preventing the government from meeting
the 1% deficit target that is included in the Fiscal
Responsibility Law and one of the key points
of the Credit Facility signed in 2019 with the
IMF. As a result, the country’s debt is expected
to continue to increase, although remaining
moderate compared to other countries in the
region, with debt service swelling (25% of the
central government’s budget for the year 2021).
Financing is largely provided by international
lenders. The World Bank, the Inter-American
Development Bank and the Central American
Bank for Economic Integration have provided
nearly USD 400 million in total loans. The IMF
provided an emergency loan of USD 143 million
in addition to a USD 311 million extension of the
Credit Facility of which 88 millions dedicated
to reconstruction work since the end of 2020.
However, financing needs also required the
issuance of USD 600 million of 10-year bonds
on the international markets in May 2020.

The economic rebound is expected to result
in a deepening of the current account deficit,
which was reduced in 2020 by the downturn in
domestic demand. Imports will be driven by the
revival of manufacturing production, reconstruc-
tion works and household consumption, while
exports will expand at a sluggish pace, pulled
down by lacklustre textile and capital goods
sales in the United States, and despite a vibrant
performance by agricultural exports (coffee,
sugar, pineapple). The balance of services will
also remain in deficit as the tourism sector
struggles. Weaker expatriate remittances will
mean that the current account will not return
to balance. Sagging FDI will only partially meet
the financing requirement, with the remainder
covered by loans from multilateral donors.
Reserves should remain at a comfortable level,
equivalent to five months of imports, making it
possible to maintain the lempira.

A high-stakes election year

Following the deeply controversial presidential
elections of 2017, the November 2021 elections
are a high-stakes case. Calls for calm and
consultation have already been heard from the
private sector. The lack of agreement among
the parties in Congress to reform the electoral
code ahead of the elections points to high
tensions ahead. Economic recovery, health,
education and security in a country plagued
by drug trafficking will be the top issues during
the campaign. Internationally, migration will be
the central theme in exchanges with the United
States.
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HONG KONG (SAR)
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BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

7.5
48,627
HKD

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Hong Kong dollar

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I 5%
UNITED STATES [ ] 7%
EURO AREA B 6%
INDIA | 3%
JAPAN | 3%

Imports of goods as a % of total

CHINA I <o
TAIWAN B 7%
SINGAPORE [ | 7%
JAPAN [ ] 6%
EURO AREA [ ] 5%

+ Open economy

« High-quality infrastructure

« Top-class global financial centre, airlock
between China and the rest of the world

« Healthy banking system

« Anchoring of the currency to the U.S. dollar

o

« Lack of innovation and diversification of
the economy

« Exposure to slowdown in mainland China

* Mismatch between business cycles in the
United States and China, as the HKD is
pegged to the USD

* Real estate sector risks and housing
affordability

« Rising income inequality and social discontent

« Industry has fully relocated to mainland China

« Caught in between rising U.S.-China tensions

I $ COUNTRY PROFILES

ol

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 3.0 -1.2 -6.1 4.0
Inflation (yearly average, %) 2.4 2.9 0.3 2.4
Budget balance (% GDP) 2.4 -1.5 -1.8 -6.6
Current account balance (% GDP) 3.7 6.2 4.4 4.7
Public debt (% GDP) 0.1 0.3 0.3 0.3

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

RISK ASSESSMENT

Downside pressures on growth
to linger into 2021

GDP growth is likely to remain weak in 2021, as a
new wave of COVID-19 infections prompted the
government to tighten containment measures
once again in November 2020. This will continue
to weigh on private consumption and invest-
ment. Private consumption (65% of GDP) has
suffered from the social unrest that started in
June 2019 and from the pandemic over the
first half of 2020. That said, since the National
Security law was enacted in June 2020, the
resurgence of protests should be occasional and
the impact on private consumption would ease
in 2021. The services sector relies on tourism,
of which arrivals dropped by -99.8% YOY as of
November 2020 as international borders remain
shut. Inflation should increase from a low base
in 2020, but would remain weaker than before
the pandemic, while the labour market should
only partly absorb the rise in unemployment
triggered by the pandemic (6.4% in Octobern),
which would drag on disposable income in 2021,

Investment (21% of GDP) growth is expected
recover,but could be pressured from political
uncertainties surrounding the National Security
law and Hong Kong’s autonomy from western
countries. Credit conditions have eased, in line
with the zero rate policy undertaken by the U.S.
Federal Reserve (Fed) since March 2020 because
of the pandemic. The Hong Kong Monetary
Authority (HKMA) follows the monetary policy
moves of the Fed since the currency is pegged to
the U.S. dollar. With a housing shortage, excess
liquidity and the Fed unlikely to raise interest
rates any time soon, housing prices had hardly
experienced a drop and should correct further in
2021, which would drag on consumption through
wealth effects. In July 2020, the government
unveiled a USD 124 billion fiscal stimulus (9.5%
of GDP) package in the 2020-21 budget. This
gave little relief to the economy, as only half of
it is allocated to employment and businesses.

Large budget deficit ahead, albeit
cushioned by large reserves

Hong Kong is set to register the largest budget
deficit ever recorded in the financial year ending
March 2021. This is mainly due to the pandemic,
which urged the government to undertake
policies prioritizing the economic recovery and
employment, with a package of relief measures

amounting to 4.3% of GDP. That being said, the
prudent policymaking approach over the years
has led to large reserves, accumulated for rainy
days, which represent 22 months of expenditure.
The trade balance surplus should pick up slightly,
as exports should increase faster than imports,
since these largely dominated by re-exports to
and from China, which is recovering.

Financial services should remain dynamic despite
pressures on capital inflows because of geopoli-
tical uncertainties. Banks’ balance sheets, which
saw a slight deterioration in 2020, as well as a
deterioration in credit quality, are still resilient
and should remain so in 2021 thanks to strong
capital and liquidity positions. Furthermore,
Hong Kong is a top global Initial Public Offering
(IPO) centre and the largest financial hub in the
region, with assets under management (AUMs)
far exceeding those of regional competitors such
as Singapore and Tokyo.

Further integration into
mainland China

Chief Executive Carrie Lam’s pro-Beijing
establishment coalition lost the majority in the
Legislative Council (Legco) in 2019. Her popu-
larity has plummeted since the Extradition bill,
and even worsened with the National Security
law that China passed on 30 June 2020.
This law stipulated four offences - secession,
subversion, terrorism and collusion with foreign
forces - and granted broader powers to the
Hong Kong police. Critics from western countries
saw this move as an attempt to curtail protests
and freedom of speech. In response to this,
the Trump administration put an end to Hong
Kong's special status with the U.S. through a
call to label imports from Hong Kong as ‘Made
in China’ from September 2020 onwards, and
restricting visas for Chinese officials. That said,
the impact could be somehow limited, as more
than 80% of Hong Kong exports consisted of
re-exports from China to the U.S., while only
1.2% were domestic exports.

In her annual policy address in November 2020,
Carrie Lam continued to stress the importance
of the National Security law and said that she
had no plans for Hong Kong’s democratic reform
until the end of her term. Further integration
of the city within mainland China in the future,
especially through the Greater Bay Area
concept, was at the heart of her policy address.
She promoted programs that would boost
employment opportunities, particularly among
the youth in China, through wage subsidies for
tech companies that would send staff in China.
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PAYMENT & DEBT COLLECTION PRACTICES IN HONG KONG

Payment

Bank transfers are one of the most popular
payment instruments for international and
domestic payments in Hong Kong, thanks to
the territory’s highly developed banking network.

Standby Letters of Credit also constitute
reliable payment methods, as the issuing bank
guarantees the debtor’s credit rating and
repayment abilities. Irrevocable and confirmed
documentary letters of credit are also widely
used, as the debtor guarantees that a certain
sum of funds will be made available to the
beneficiary via a bank, once specific terms
agreed by the parties are met.

Cheques and bills of exchange are also frequently
used in Hong Kong.

Debt Collection

Amicable phase

During the amicable phase, the creditor sends
one or more notice letters (summons) to the
debtor, in an attempt to persuade them to pay
the due debts.

The Practice Directions on Mediation, introduced
in 2010, set out voluntary processes that involve
trained and impartial third party mediators. This
helps both parties involved in a dispute to reach
an amicable agreement for repayment. Debtors
and creditors are usually urged to pursue this
process before resorting to legal action.

Legal proceedings

Ordinary proceedings

The judicial system in Hong Kong comprises
three distinct courts:

the Small Claims Tribunal handles relatively
small cases (of up to HKD 75,000 in a fast and
efficient manner. The rules of procedure are
less strict than in those of other types of courts
and no legal representation is permitted;

the District Court has jurisdiction over more
substantial financial claims, ranging from HKD
75,100 to HKD 3,000,000;

the High Court deals with much larger legal
disputes and is additionally charged with
handling claims of over HKD 3,000,000.

Hong Kong’s District court and High Court allow
legal representation. Cases in these courts are
initiated by issuing a Writ of Summons to the
debtor, who then has 14 days to file a defence.
The creditor is also required to file a notarised
Statement of Claim. If the debtor responds
to the Writ and requests a payment plan, the
creditor has two weeks to reply. If the parties
find it impossible to enter into an agreement, a
hearing will be called for by the judge, during
which a judgment is normally made. If the
debtor does not respond, a default judgment
can be rendered.

Enforcement of a Legal Decision

A domestic judgment is enforceable once it
becomes final (if no appeal is lodged within
28 days). If the debtor fails to comply with the
judgment, the creditor can request an enforce-
ment order from the court. This usually entails
either a garnishee order (allowing the creditor
to obtain payment of the debt from a third party
which owes money to the debtor), a Fieri Facias
order (which enables a bailiff to seize and sell the
debtor’s tradable goods), or a charging order
(for seizing and selling the debtor’s property
to satisfy the debt).

Foreign judgments are enforced under the
Foreign Judgments (Reciprocal Enforcement)
Ordinance. Decisions issued in a country with
which Hong Kong has signed a reciprocal treaty
(such as France or Malaysia) only need to be
registered and then become automatically
enforceable. Where no such treaty is in place
with a country, enforcement can be requested
before the court, via an exequatur procedure.

An Arrangement on Reciprocal Recognition
and Enforcement of judgments in Civil and
Commercial Matters (REJA) was concluded with
the People’s Republic of China in 2006. This
makes judgments rendered in Mainland China
or in Hong Kong automatically enforceable by
the courts of the other contracting party.

Insolvency Proceedings

The only formal insolvency procedure under the
Companies Ordinance Act is liquidation.

Out-of-court proceedings

The law does not provide for formal procedures
for restructuring company debts. Restructuring
proceedings therefore need to take place
through informal “workouts” or a scheme of
Arrangement.

NUMBER OF CORPORATE INSOLYENCIES

HONG KONG (SAR)

Workout

A workout is an out-of-court agreement made
between a debtor company and its major
creditors for the rescheduling of its debts.
This proceeding can be initiated at any time.
Restructuring plans are usually recommended by
a committee which is chaired by a lead creditor.
The courts are not involved and the process
is entirely voluntary. Once a plan has been
agreed, the company continues to operate and
is managed under the terms of the arrangement.
This procedure does not provide legal protection
from creditors.

Scheme of Arrangement

A Scheme of Arrangement is a statutory, binding
compromise reached between a debtor and its
creditors. It must be accepted by all classes
of creditors. A court reviews the plan, before
sanctioning the convening of separate meetings
with creditors. The scheme must be approved
by the court, at least 50% of creditors in terms
of number and 75% of creditors in terms of
value of debts. An administrator is appointed
to implement the scheme.

Liquidation

Liguidation can be voluntary or compulsory.
It involves selling the debtors’ assets in order
to redistribute the proceeds to creditors and
dissolve the company. Voluntary liquidation
can be either a member’s voluntary liquidation
(MVL), or a creditors’ voluntary liquidation (CVL).
In both cases, company directors lose control
and a court-supervised liquidator is appointed.

Creditors can initiate a compulsory liquidation
by filing a winding-up petition with the courts on
the grounds of insolvency. An MVL is a solvent
liguidation process whereby all creditors are
to be paid in full and any surplus distributed
among the company’s shareholders. CVLs are
insolvent liquidations.

Regulatory Update on Insolvency regime

The Hong Kong Government Gazette's
Companies (Winding Up and Miscellaneous
Provisions) Ordinance 2016 (“Amendment
Ordinance”) entered into force on February
13, 2017. These updates were introduced in
order to increase protection for creditors, and
to streamline and improve regulations under
Hong Kong'’s corporate winding-up regime.

¥ Total Estimate (@)  — Yoarly growth
16.0, 000 140.0%
140,000 o
100u0%
120,000
0.0
104, P00 P
§0,000 40.0%
0,000 DTN
o0.0%
40,000
“20.0%
20,000 Stk
0 -60.0%

2 2013 2014 2015

Soure: Canm ard Statiercy Deparsmant - Horg ong, Cofacs

2006 iy

IZME 2019 2OZO0 (o)

COFACE

121

COUNTRY & SECTOR RISKS HANDBOOK 2021



I $ COUNTRY PROFILES

HUNGARY
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HUNGARY

POPULATION
Millions of persons - 2019

9.8
16,470
HUF

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Hungarian forint

TRADE EXCHANGES

Exports of goods as a % of total

GERMANY D s
SLOVAKIA [ ] 5%
ROMANIA [ | 5%
ITALY [ ] 5%
AUSTRIA [ ] 5%

Imports of goods as a % of total

GERMANY I -
CHINA [ ] 7%
AUSTRIA [ ] 6%
POLAND [ ] 6%
NETHERLANDS [ ] 5%

« Diversified economy
« High quality infrastructure thanks to European

funds

« Integrated within the European production
chain

« Trained workforce

« Low corporate taxation
* Generally positive payment behaviour

« Ageing population, low birth rate

*Open economy exposed to European
economic trends

« Regional disparities; lack of mobility

« Deficiencies in vocational education

« Poor levels of innovation and R&D, high
content of imported inputs in exports

* High debt level of companies (although
decreasing)

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 5.4 4.6 -6.6 4.0
Inflation (yearly average, %) 2.9 3.4 3.6 3.4
Budget balance (% GDP) -2.1 -2.1 -8.1 -5.0
Current account balance (% GDP) 0.3 -0.3 -1.7 -0.6
Public debt (% GDP) 69.1 65.4 76.2 75.9

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

RISK ASSESSMENT

Gradual recovery

The Hungarian economy is expected to return
to solid growth rates in 2021, following the
strong contraction recorded last year due to
the pandemic. Both the first and second waves
of COVID-19 took a toll on economic activity
in the second and fourth quarter of 2020.
The recovery in 2021 will be gradual, once the
health situation improves and restrictions are
eased. Household consumption is expected to
rebound thanks to higher disposable income
and increased consumer sentiment. Support
measures for households have been less
generous than in most other European coun-
tries, with limited unemployment benefits and
a short-time work scheme. The main tool of
crisis management was a moratorium on credit
repayment for both households and businesses.
Despite less stringent measures, the Hungarian
economy was affected by the pandemic due
to its high openness, strong dependence on
the automotive industry, as well as constrained
tourism and transport sectors. The revival of
global trade and improving perspectives for the
automotive sector will support the recovery of
the Hungarian economy this year. Hungary has
been endowed with production plants of Audi,
BMW and Mercedes. Nevertheless, companies’
investments are likely to remain subdued as
the capacity utilization decreased during the
pandemic, and companies will be more willing
to use spare capacities rather than deciding to
invest, especially if the high level of uncertainty
remains. On the other hand, the government
is likely to encourage companies to invest by
offering attractive financing and grants.

The budget balance has
improved, but is still in deficit

After its sizeable widening due to the
COVID-19 crisis, the budget deficit is expected
to narrow in 2021. Measures taken to soften
the impact of the pandemic on the Hungarian
economy are likely to expire this year and,
therefore, will not burden public finances as
much as they did in 2020. These included tax
cuts in the most affected sectors and a general
cut of employers’ social contributions. Moreover,

revenues were affected by lower proceeds due
to the economic deterioration. In 2021, public
finances should benefit from an economic
recovery, with growing consumption and the
improvement on the labour market, while higher
excise duties on tobacco will also drive increases
in tax revenues.

The current account deficit is expected to
recede this year following a slump in exports
that exceeded a decrease in imports in 2020. The
lockdown and a drop of international demand
affected the Hungarian manufacturing sector,
especially the automotive sector, which accounts
for about a third of manufacturing output
and 20% of exports. Within services, trade,
transports and tourism suffered a lot from the
pandemic. In 2021, Hungarian exports should
benefit from their competiveness, better trade
perspectives and improving automotive demand.
Nevertheless, a slow improvement of tourism
services (8% of GDP) will make it impossible
to record a current account surplus this year.

Fidesz remains in power

Prime Minister Viktor Orban and his conservative
Fidesz-Hungarian Civic Union (Fidesz) party
were re-elected for a third four-year term in
the April 2018 elections. After a nationalist
anti-immigrant campaign, in opposition with
the EU on the distribution of migrants, Fidesz
obtained a landslide victory with two-thirds
of the seats in Parliament. The election was
marked by an exceptionally high turnout: 68%,
the highest since 1994. This absolute majority
in Parliament allows the government to push
through key legislation without needing cross-
party agreements, and increases its control
over state institutions. The next parliamentary
elections are scheduled for 2022.

In this context, relations with the European
Commission have remained tense. In late 2020,
Hungary (along with Poland) threatened to veto
the European Union’s EUR 1.8 trillion long-term
budget and pandemic recovery fund, rejecting
any attempts to link the rule of law to gain
proceeds from the fund. Both countries have
been under EU investigations for undermining
the independence of courts, media and non-go-
vernmental organizations, which therefore poses
the risk of losing tens of billions in EU funds.
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PAYMENT & DEBT COLLECTION PRACTICES IN HUNGARY

Payment

Bills of exchange and cheques are not commonly
used since their validity depends on compliance
with several formal issuing requirements.
Nevertheless, both forms of payment, when
dishonoured or duly protested, allow creditors
recourse to a summary procedure to obtain an
injunction to pay.

The promissory note “in blanco” (Ures atruhazas,
a blank promissory note) - which constitute an
incomplete payment deed when issued - is not
widely used in Hungary. This is because it quali-
fies as a negotiable document (securities), which
may be transferred by endorsement plus transfer
of possession of the document (subsequent to
a blank endorsement, only delivery is needed).

Bank transfers are by far the most common
payment method. After successive phases
of privatisation and concentration, the main
Hungarian banks are now connected to the
SWIFT network, which provides low cost,
flexible, and speedy processing of domestic
and international payments. Furthermore, SEPA
transfers are also a popular mean of payment
because of the developing banking network.

Debt Collection

Amicable phase

Where possible, it is advisable to avoid taking
legal action locally due to the formalism of
legal procedures and rather lengthy court
proceedings: it takes one to two years to obtain
a writ of execution. It is advisable to seek an
amicable settlement based on a payment sche-
dule drawn up by a public notary, who includes
an enforcement clause that allows creditors,
in case of default by the debtor, to proceed
directly to the enforcement stage; subject to
acknowledgement by the court of the payment
agreement’s binding nature.

Since 2014, interest is due from the day after
the payment date stipulated in the commercial
contract and, unless otherwise agreed by the
parties, the applicable rate will be the base rate
of the issuer in force on the first day of the
reference half-year period, plus 8%.

Injunction of payment and European
Injunction of Payment

When in possession of a due and payable
debt instrument (acknowledgement of debt,
unpaid bill of exchange, dishonoured cheque,
etc.), creditors may obtain an injunction to
pay (fizetési meghagyas), using a pre-printed
form. This more efficient and less expensive
summary procedure now allows the notary - if
he considers the petition justified - to grant an
injunction, without hearing the defendant. The
defendant is then instructed to pay both the
principal and legal costs within fifteen days of
the serving of the ruling (or within three days
for an unpaid bill of exchange). This type of
legal action has become mandatory for all claims
under HUF 3 million and optional under HUF
30 million (@bout EUR 9,500-95,000)

When the debtor seats or has assets in other
European Union (EU) member states, a European
Payment Order procedure facilitating the reco-
very of undisputed debts may be triggered. This
type of legal action is conducted digitally from
beginning to end as of 2010.

Since 2010, the injunction to pay is carried
out by public notaries in order to reduce the
workload of the courts. Although not mandatory,
the presence of a lawyer is advisable for this
type of procedure.

If the creditor has no Hungarian address, this
procedure is not available.

Legal proceedings

Ordinary proceedings

In case of objection by the debtor, or if there is
no Hungarian address, or if the claim is more
than €95,000, the case is treated as a dispute
and transferred to ordinary court proceedings.
The parties will then be summoned to one or
more hearings to plead their respective cases.
Ordinary proceedings are partly in writing - with
the parties or their attorneys filing submissions
accompanied by all supporting case documents
(original or certified copies) - and partly oral,
with the litigants and their witnesses presenting
their cases during the main hearing.

Since 2011, cases involving an amount of more
than HUF 400 million (approximately EUR
1.6 million) must be dealt with quickly by the
courts by means of a shortened procedure.
At any point in this procedure and subject
to feasibility, the judge is entitled to make an
attempt at conciliation between the parties.

It is relatively common practice to immedia-
tely issue a winding up petition against the
debtor so as to prompt a speedier reaction or
payment. This practice was sanctioned by the
2007 amendment to the Hungarian bankruptcy
law, which authorised creditors to issue a winding
up petition against a debtor only in they received
no response nor payment from the debtor within
20 days of sending a formal notice. In practice,
however, it is simple to request the liquidation
of a debtor, and creditors regularly use this as
a tool in the negotiation process.

Commercial disputes are heard either by the
district courts (jarasbirdsag), set up in commer-
cial chambers, or by legal tribunals (térvényszék),
depending on the size of the claim. Payment
claims up to HUF 30 million belong to district
courts on first instance; above this rate, regional
courts are the first instance for these cases.
Insolvency procedures and enforcement belong
to regional courts at first instance by default.

Enforcement of a Legal Decision

When all appeal venues have been exhausted,
a domestic judgment becomes enforceable.
It the debtor fails to satisfy the judgment, the
creditor can either request an enforcement order
from the court, or for a specific performance
(payment) through a bailiff, who will implement

HUNGARY

the different measures necessary to enforce
compliance (from seizure of bank accounts to
foreclosing real estate).

Regarding foreign decisions, those rendered
in an EU country will benefit from special
enforcement conditions such as the European
Enforcement Order when the claim is undis-
puted. Nevertheless, for decisions rendered in
a non-EU country, Hungarian law provides for
a reciprocity principle: the issuing country must
be part of a bilateral or multilateral agreement
with Hungary.

Insolvency Proceedings

Out-of-court proceedings

Even though Hungarian law does not provide
formal out-of-court proceedings, private and
informal negotiations are held between creditors
and debtors in order to avoid judicial insolvency
proceedings. This constitutes a practical
approach in order to avoid liquidation. If an
agreement is reached, they can request the
suspension of a judicial proceeding until the
agreement is respected.

Restructuring the debt

Under Hungarian law, restructuring is not
formally regulated, even though the Hungarian
Bankruptcy Act regulates all insolvency
processes, including specific deadlines, legal
requirements, and rights and obligations for
participants. Instead, both bankruptcy and
liquidation proceedings offer a debtor company
a chance of survival by restructuring its debt in
a composition agreement in a ninety-day stay.
It is extremely rare to conclude a liquidation
process with a surviving company, as the aim
of the proceedings is by nature not one of
restructuring. From this point onwards, the acts
of the debtor are overseen by an administrator.
The reorganization agreement must be validated
by a majority of creditors and the court must
also approve the plan. If a compromise is not
reached, the court will terminate the proceedings
and declare the debtor insolvent.

Liquidation

If the debt is over 200,000 HUF, the procee-
dings may be initiated upon demand of either
the debtor or the creditor, and a liquidator is
subsequently appointed. Creditors must lodge
their claim and pay the fees within 40 days of
the commencement of the proceedings in
order to be listed in the table of creditors and
consequently receive a part of the proceeds. The
liquidator will then assess the debtor’'s economic
situation together with the claims, and then
provide the court with recommendations on how
the assets should be distributed. All insolvency
procedures are validated by court, but there are
very few checks in place that prevent creditors
from liquidating their companies, which makes
it a very easy and common practice for failed
businesses, hence the relatively high number
of insolvencies in Hungary.
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COFACE ASSESSMEN

BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

0.4
67,857
ISK

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Iceland krona

TRADE EXCHANGES

I
Exports of goods as a % of total

EURO AREA
UNITED KINGDOM
UNITED STATES
CANADA
NORWAY

55%
10%
7%
4%
4%

Imports of goods as a % of total

EURO AREA
NORWAY
UNITED STATES
CHINA
DENMARK

o

30%
1%
8%
7%
7%

* Very high standard of living

« Low inequality in the society

* Abundant renewable energy (geothermal,
hydropower)

« Flexible labour market with high openness
to immigrating workers

« Volcanic risk

« High regulatory burdens for FDI

* Small and very open economy: constraint
monetary policy

« Concentration of production and exports
(aluminium and seafood products)

« Volatile activity linked to the dependence
on tourist inflows (23% of GDP and 22% of
employment in 2019)

« Wage growth higher than productivity growth

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 3.9 1.9 -8.2 2.5
Inflation (yearly average, %) 2.7 3.0 2.9 2.9
Budget balance (% GDP) 0.8 -1.6 -9.4 -9.2
Current account balance (% GDP) 3.8 6.4 0.3 1.2
Public debt (% GDP) 46.2 47.4 60.8 66.5

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

RISK ASSESSMENT

Tourism remains the key for growth

The economic outlook for 2021 is mainly
characterized by a slow and weak recovery after
the deep COVID-19 induced recession in 2020.
After the virus hit Iceland in early spring 2020,
the government reacted fast, but moderately in
European comparison. There was only a limited
lockdown as most businesses kept operating,
except for restaurants, hotels or public places
(like libraries). Borders were de-facto closed
from late-March to mid-June. Since then, tourists
from the EU/EFTA can enter, but only with
two negative COVID-19 tests (within a 5-day
quarantine) or with a normal 14-day quarantine.
These measures helped in limiting the spring
outbreak, but could not prevent the second
wave that hit in late summer of 2020. Even with
mild restrictive measures, the economic damage
was strong in Northern European comparison.
The Icelandic economy contracted by around
8% in the first half of 2020 compared to the
second half of 2019 (seasonally adjusted). The
lack of tourism activity became particularly
obvious in the second quarter (tourism
dropped by 75% compared to 2019). The travel
restrictions prevented U.S. citizens (23% of
all tourists in 2019) from visiting the country
in 2020. Exports of marine products (the
second important economic sector in lceland)
remained stable, while aluminium exports had
more trouble due to the lack of demand from
the industry during the spring. An own trade
agreement with UK helped also to prevent any
trade distortions in early 2021. The development
of the pandemic and, with it, the possible or
impossible comeback of tourists, will be the
main determinants for the growth dynamic
in 2021. Private consumption and private
investment should be the main supports to
economic growth. The average monthly wage
will increase moderately by ISK 15,700 thanks
to the wage agreement of 2019. However, with
a still high unemployment rate, as many jobs
are in the tourism sector, its effect should be
limited for the overall economy. Government
support measures (two packages, ISK 352 billion,
11.9% of GDP) were mostly concentrated on
cushioning the recession in 2020 via tax cuts,
increased unemployment benefits and state-
guaranteed loans. For 2021, fiscal support
will aim at restarting the economy via public
investment projects, tax incentives for real estate
improvement and temporary tax relief for the

tourism sector. Although the inflation rate should
remain above the target of 2.5%, the Central
Bank of Iceland has room to further decrease the
key interest rate in 2021, from its current record
low of 0.75%. Its government bond purchasing
program worth ISK 150 billion (5.1% of 2019 GDP),
with maximum purchases of ISK 20 billion per
quarter, could be extended in 2021.

Current account surplus will
still suffer from ailing tourism

The current account surplus could show a
small comeback depending on the dynamic
of tourism in 2021. A supporting factor will be
the investment income from abroad, which
should remain high. Conversely, the trade in
goods deficit will remain a negative factor, as
it decreased in 2020 due to a steeper fall in
imports compared to exports, and could increase
again given the revival in domestic demand.
Despite its drop, with the concomitant free fall
in tourism receipts, it could not be exceeded by
the services surplus like in normal times. In 2021,
the situation should remain unchanged. The
public deficit in 2021 should remain as high as
in 2020, as a lot of tourism-related tax revenue
will still be absent. These two large deficits will
bring the public debt to a new record at above
60% of GDP.

The limited recovery will be the
touchstone for the Grand Coalition

Since the last general election in October 2017,
Prime Minister Katrin Jakobsdottir is leading
a Grand Coalition out of the centre-right
Independence Party (16 seats), Jakobsdottir's
Left-Green movement (11 seats) and the centrist
agrarian Progressive Party (7 seats). For the
quick and successful measures implemented
to fight COVID-19 in the spring of 2020, the
government got a lot of praise at first. However,
with rising unemployment and increasing public
frustrations because of renewed restrictions on
travel, social gatherings and a lack of tourism,
this support has been decreasing. While the
Independence Party is still leading in the
polls, Jakobsdottir's Left-Green movement
is only fourth in the polls (behind the Social
Democrats and the Pirate Party). This could still
lead to renewed tensions in the government,
where the political ideologies remain very
divergent. Therefore, it is not sure if the Grand
Coalition will hold until the next regular election
in October 2021.

COFACE

124

COUNTRY & SECTOR RISKS HANDBOOK 2021



COUNTRY PROFILES I

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION

Millions of persons - 2019 1,367l6

GDP PER CAPITA

US Dollars - 2019 2,098
INR

CURRENCY

Indian rupee

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES I
EURO AREA ] 13%
uniTep ARAB EMIRATES [N 9%
CHINA [ ] 5%
HONG KONG [ ] 4%
Imports of goods as a % of total
CHINA I 4
EURO AREA ] 8%
UNITED STATES ] 7%
UNITED ARAB EMIRATES [N 6%
SAUDI ARABIA [ ] 6%

« Diversified growth drivers

* Immense workforce and population (over
50% of the population under 25) with good
command of English

« Efficient private sector, especially services

« Expatriates’ remittances, jewellery, garments,
vehicles and medicine exports, as well as
tourism revenues, contribute positively to
the current account

* Moderate level of external debt and adequate
FX reserves

o

* High corporate debt and non-performing
loans (NPL)

* Net importer of energy resources

« Lack of adequate infrastructure

* Weak public finances

« Bureaucratic red tape, inefficient justice

* Widespread poverty, inequality, and informality

« Military confrontation in Kashmir with China
and Pakistan

« Non participation in regional trade agree-
ments (Regional Comprehensive Economic
Partnership Agreement)

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL y___ HcH 4
CONSTRUCTION
ENERGY AT
et
METALS y___HcH 4
PAPER y___HcH 4
PHARMACEUTICAL y ow 4
RETAIL
TEXTILE-CLOTHING
TRANSPORT y HGH 4
WOOD y_ HcH 4

* Information and Communication Technology

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth* (%) 6.1 4.2 -9.0 8.0
Inflation (yearly average, %) 3.4 4.8 5.0 4.0
Budget balance* (% GDP) -6.5 -8.0 -13.0 -11.0
Current account balance* (% GDP) -2.1 -0.9 0.5 -0.9
Public debt* (% GDP) 69.5 72.0 89.0 90.0

(e): Estimate. (f): Forecast. * FY 2021: April 2021-March 2022

RISK ASSESSMENT

Recovery with existing
downside risks

The economy is set to rebound gradually in
2021, but pre-existing headwinds might impede
the growth momentum. Private consumption
(57.9% of GDP) is likely to recover slowly due to
a weak outlook, as income loss and the increase
in unemployment induced by the lockdowns
are unlikely to be fully absorbed. Businesses
should likely delay capital expenditure because
of uncertainties. While the Purchasing Manager's
Index (PMI) is back to expansionary territory
since September 2020, reflecting higher demand
and an increase in production, unemployment
has continued to increase because of the
social distancing guidelines that are in place.
Standing at 8% as of June 2020, the NPL
ratio is set to increase, as SMEs were under
strain during the lockdown. Moreover, the four
additional months announced by the central
state in August (until December 2020) on loan
guarantees, moratorium and debt restructuring
schemes will further add to pressures on India’s
state lenders. Consequently, banks and shadow
lenders might constrain credit conditions when
access to credit is most needed to restart the
economy.

Inflation is likely to decrease and meet the
Reserve Bank of India’s (RBI) 2-6% target range,
after peaking in 2020 due to disorganized supply
chains, floods in eastern India, domestic taxes on
petroleum products and a surge in gold prices.
This would allow the RBI to conduct further
rate cuts in order to support the recovery,
after 40 bps rate cuts during the pandemic in
the FY 2020-2021. However, a deterioration in
asset quality could disrupt monetary policy
transmission and weaken the effectiveness of
the central bank’s easing measures aimed at
supporting the recovery.

Public finances will remain weak

The fiscal deficit is expected to decrease, but
should remain higher than pre-COVID-19 levels
in FY 2021-2022. The deficit breached nearly
120% of the annual budget estimate for the
fiscal year 2020-2021 as of November 2020.

The lockdown implemented in March, which
suspended all business activities and hampered
domestic consumption, deteriorated public reve-
nues. Revenue collection from the Goods and
Services Tax (GST) was disappointing, before
rebounding in November 2020 as containment
measures were eased. The large stimulus
package (15% of GDP as of November 2020),
aimed at stimulating consumer demand and job
creation through direct benefit transfers and
social security, would support somewhat the
recovery in tax collection.

The current account balance will likely go in
deficit in 2021 (from a surplus in 2020), for the
first time since 2003. Imports should increase
faster than exports, as demand should gradually
improve. However, they should remain subdued
in 2021, as the country is still grappling with
COVID-19 infections and supply disruptions.
Foreign exchange reserves remain at comfor-
table levels (nearly 14 months of imports as of
June 2020), which should help the RBI to protect
the rupee from depreciation.

Increasing nationalism

Prime Minister Narendra Modi’s Bharatiya Janata
Party (BJP) secured a substantial majority in the
Parliamentary elections of May 2019 (349 out of
542 seats). Modi’s second mandate focuses on
the liberalization of the economy (such as the
recent agricultural reform that triggered strikes
among farmers), job creation and investments
in infrastructure, while tackling corruption and
fostering the ideology of Hindu nationalism. In
light of the slow progress on the economic front,
worsened by the pandemic, the BJP could opt
to intensify its nationalist agenda, which would
not please foreign investors, who are keen on
secular policies.

On the external front, India is unlikely to join
the RCEP any time soon - in order to protect
local farmers and industrial interests - due
to large deficits with its members, especially
China, ASEAN and South Korea. However, by
doing so, India could lose market shares in the
world’s largest trade bloc. Instead, it is seeking
to resume trade talks with the EU - the largest
trading partner (11% of Indian exports) - and the
U.S. (10.7%) for a free trade agreement, which
have been interrupted since 2013.
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I $ COUNTRY PROFILES

PAYMENT & DEBT COLLECTION PRACTICES IN INDIA

Payment

Due to the increasingly developed banking
network in India, SWIFT bank transfers are
becoming more popular for both international
and domestic transactions.

Standby Letters of Credit constitute a reliable
means of payment, as a bank guarantees the
debtor’s credit quality and repayment abilities.
Confirmed Documentary Letters of Credit are
also recognised, although these can be more
expensive, as the debtor guarantees that a
certain amount of money is available to the
beneficiary via a bank.

Post-dated cheques, a valid method of payment,
also act as a debt recognition title. They allow for
the initiation of legal and insolvency proceedings
in cases of outstanding payments.

Debt Collection

Amicable phase

The practice of amicably settling trade
receivables has proven to be one of the most
productive solutions, as it allows the parties
involved to deal with the underlying issues of the
settlement in a more efficient and cost-effective
manner. Average payment collection periods
vary between 30 to 90 days following the
establishment of contact with the debtor. Local
working practices mean that debtors pay directly
to the creditor, rather than to a collection agency.
Indian law does not regulates late payments, or
provide for a legal enforceable late payment
interest rates. In practice, debtors do not pay
interest on overdue amounts.

Major issues in the country currently mean that
debtors are facing huge financial difficulties. The
situation has deteriorated since demonetisation
in November 2016 and the introduction of the
GST unified tax structure (the Goods & Service
Tax), in July 2017. The other main reason for
payment delays is the complexity of payment
procedures and approvals by banks for the
restructuring plans of major players in the
manufacturing sector. India is faced with a
severe problem of bad loans and most of them
have been declared as NPAs by the banks. This
deteriorating asset quality has hit the profitability
of banks and eroded their capital, thereby
curbing their ability to grant much-needed
loans to industries for their restructuring
and revitalisation.

Legal proceedings

Indian companies have a preference for amicable
recovery methods, as the country’s judicial
system is both expensive and slow. There is no
fixed period for court cases, while the average
length is from two to four years. The statute
of limitations is three years from the due date
of an invoice. The statute of limitations can be
extended for an additional three years, if the
debtor acknowledges the debt in writing or
makes partial payment of the debt.

Legal proceedings are recommended after
the amicable phase, if debtor is still operating
and in good financial health, is wilfully resisting
payment, disputing the claim for insignificant
reasons, not honouring payment plans or not
providing documentary evidence.

Type of proceedings

Arbitration: arbitration can be initiated if
mentioned in the sales contract - otherwise the
case can be sent to the National Company Law
Tribunal (the NCLT) for registered companies.

Recovery Suits: recovery suits tend to become
a long, drawn-out battle and are usually
regarded as best avoided.

National Company Law Tribunal: the NCLT
was created on June 1, 2016. It has jurisdiction
over all aspects of company law concerning
registered companies. Its advantages are
that it can hear all company affairs in one
centralised location and that it offers speedy
processes (taking a maximum of 180 days).
It also reduces the work load of the High
Courts. The NCLT recently enacted a new
Insolvency and Bankruptcy Code. Decisions
of the NCLT may be appealed to the National
Company Law Appellate Tribunal (NCLAT).
The NCLAT acts as the appellate forum and
hears all appeals from the NCLT. Appeals
from the NCLAT are heard by the Supreme
Court of India.

Enforcement of a Legal Decision

A local judgment can be enforced either by the
court that passed it, or by the court to which it is
sent for execution (usually where the defendant
resides or has property). Common methods of
enforcement include delivery, attachment or
sale of property, and appointing a receiver. Less
common methods include arrest and detention in
prison for a period not exceeding three months.

India is not party to any international conventions
governing the recognition and enforcement
of foreign judgments. However, the Indian
government has entered into 11 reciprocal
arrangements, and judgments from the courts
of these reciprocating countries can be executed
in India in the same way as local judgments. For
judgments from non-reciprocating territories,
a suit must be brought in India based on the
foreign judgment before it can be enforced.

Insolvency Proceedings

The Insolvency and Bankruptcy Code, introduced
in 2016, proposes two independent stages:

Insolvency resolution process (IRP)

The IRP provides a collective mechanism for
creditors to deal with distressed debtors. A
financial creditor (for a financial debt), or an
operational creditor (for an unpaid operational
debt) can initiate an IRP against a debtor at
the National Company Law Tribunal (NCLT).
The Court appoints a Resolution professional
to administer the IRP. The Resolution professional
takes over the management of the corporate
debtor and continues to operate its business.
It identifies the financial creditors and holds
a creditors committee. Operational creditors
above a certain threshold are also allowed to
attend meetings, but they do not have voting
power. Each decision requires a 75% majority
vote. The committee considers proposals for the
revival of the debtor and must decide whether
to proceed with a revival plan, or to liquidate,
within 180 days.

Liquidation

A debtor may be put into liquidation if a 75%
majority of the creditors’ committee resolves to
liquidate it during the IRP, if the committee does
not approve a resolution plan within 180 days, or
if the NCLT rejects the resolution plan submitted
on technical grounds. Upon liquidation, secured
creditors can choose to realise their securities
and receive proceeds from the sale of the
secured assets as a priority.

Under the current Insolvency and Bankruptcy
Code, the highest priority is given to insolvency
resolution process and liquidation costs.
Thereafter, proceeds are then allocated to
employee compensation and secured creditors,
followed by unsecured and government dues.
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COFACE ASSESSMENTS

POPULATION
Millions of persons - 2019

266.9
4,197
IDR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Indonesian rupiah

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES [ ] 1%
] 10%
SINGAPORE [ ] 8%
EURO AREA ] 7%
Imports of goods as a % of total
CHINA I 25
SINGAPORE ] 10%
JAPAN ] 9%
EURO AREA [ ] 6%
THAILAND [ ] 5%
* Diverse natural resources (agriculture,

energy, mining)

0 * Huge internal market
by the three main rating agencies
* Exchange rate flexibility

* Low labour costs and demographic dividend
* Growing tourism industry (10.3% of GDP)

* Sovereign bonds rated “Investment Grade”

« Large infrastructure investment gap/low

fiscal revenues (15% of GDP)
* Exposure to shifts in Chinese deman

d

« Market fragmentation: extensive archipelago

with numerous islands and ethnic div:

ersity

that potentially leads to unrest (Papua)

* Highly exposed to natural disasters (vol

Icanic

eruptions, hurricanes and earthquakes)
« Persistent corruption and lack of transparency

INDONESIA

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 5.2 5.0 -1.7 5.1
Inflation (yearly average, %) 3.2 2.8 2.5 1.6
Budget balance (% GDP) -1.8 -2.2 -4.5 -3.6
Current account balance (% GDP) -3.0 -2.7 -1.3 -2.4
Public debt (% GDP) 30.1 30.5 38.5 41.8

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

RISK ASSESSMENT

A mild recovery as
the pandemic persists

Growth is expected to recover in 2021, albeit
weakly, as the spread of the COVID-19 outbreak
lingers and has yet to be contained at the time
of writing. This would continue to exacerbate
downside pressures on the key growth drivers.
Domestic consumption (58% of GDP) has been
hit by the pandemic: first, through containment
measures that urged the population to stay
at home (particularly in cities), and second,
with a longer-term impact through a rise in
unemployment, as according to the Planning
Minister, the unemployment rate could reach
7.7%-9.1% in 2021. As such, the latter would
dampen any strong rebound in domestic
consumption. Inflation would continue to remain
under the Bank Indonesia (Bl) 2%-4% target
range due to subdued domestic consumption.
This would compel Bl to remain on an easing
path in order to support growth. In 2020, at the
time of writing, Bl has slashed the policy interest
rate four times by 25 bps (100 bps in total) to 4%.
The tourism sector (6.1% of GDP), should remain
sluggish through 2021. While the government
is considering the reopening of international
borders, despite struggling with a high number
of COVID-19 cases, a time frame for a decision
has not been setup so far. Even if it does, some
requirements should be expected upon arrival
(testing, quarantine measures), which might
discourage some visitors. Investments (32% of
GDP), on the other hand, should bounce back
in 2021 and drive the economic recovery, thanks
to structural changes made in 2020. Indeed,
the government passed the Omnibus law - a
part of Jokowi’s cornerstone policies in his
second mandate - that includes deregulation,
changes to foreign investment rules and labour
reforms. Exports of manufactured goods and
commodities (23.4% of GDP) are expected to
recover, supported by the economic recovery in
China, one of the major trading partners.

Budget deficit set to narrow,
partly financed by the central bank

The budget deficit could narrow slightly, as
revenues would gradually recover after being
hit by containment measures in 2020, although
the pace of the recovery would be slower
than government spending. Furthermore, the
low existing revenue base would add further
challenges in financing the expenditures. The
parliament agreed to suspend the budget

ceiling of 3% of GDP until 2023 and to expand
the 2021 budget deficit to 5.7% of GDP
(compared to 6.3% of GDP in 2020) in order
to support the recovery. In response to this,
as “burden-sharing” (an agreement with the
central bank that was introduced in 2020, the
government might continue to seek Bl's support
in financing the budget deficit through direct
bond purchases until 2022, if economic growth
does not reach the target of 4.5-5.5% in 2021.
Moreover, a bill proposal in September 2020 that
aims to reform the central bank by adding
ministers to its board, with the right to vote
during policy meetings, might raise - if passed
next year - further concerns among investors
regarding Bl’'s independence.

The current account is set to remain in deficit,
which will widen in 2021, as imports should
increase from 2020 when containment measures
disrupted supply chains and forced households
to delay some purchases. Exports, on the other
hand, although supported by the recovery in
China, should increase at a slower rate, as oil
prices should remain subdued and demand from
other key partners, such as the U.S. and the
EU, should remain sluggish considering their
lockdown measures. FDI inflows might gradually
recover thanks to the Omnibus law, which would
adequately finance the current account deficit.
Foreign exchange reserves should remain
adequate, standing at 11.0 months of imports
as of September 2020.

Pushing the reforms agenda
through a large coalition

President Jokowi was re-elected for a second
five-year mandate in April 2019. His legislative
coalition - the Indonesian Democratic Party of
Struggle (PDIP) - received strong support and
controls nearly 70% of the lower house (Dewan
Perwakilan Rakyat), which could help to push
further his reform agenda that includes two
major projects: the relocation of the capital
to the province of East Kalimantan and the
Omnibus bill. The latter was passed and signed
in October 2020 and could reform labour, tax
and other major laws in order to cut red tape and
spur investments into a post-pandemic economy.
It received much disapproval from workers and
labour unions, who protested and claimed that
these would reduce workers’ rights at a time
when the unemployment rate is increasing. On
the external front, Indonesia’s stance towards
China on the South China Sea should continue
to harden, as Beijing reiterated claims of historic
rights on areas that overlap Indonesia’s exclusive
economic zone.
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PAYMENT & DEBT COLLECTION PRACTICES IN INDONESIA

Payment

Cash, cheques, and bank transfers are each
popular means of payment in Indonesia. SWIFT
bank transfers are becoming more popular as an
instrument of payment for both international and
domestic transactions due to the well-developed
banking network in Indonesia.

Standby Letters of Credit constitute a reliable
means of payment because a bank guarantees
the debtor’s quality and repayment abilities.
Furthermore, the Confirmed Documentary
Letters of Credit are also considered reliable,
as a certain amount of money is made available
to a beneficiary through a bank.

Debt Collection

Amicable phase

The first step to recovering a debt is to nego-
tiate the issue with the debtor to attempt to
resolve the issue amicably. There is an inherent
Indonesian culture and ideology (Pancasila)
where amicable settlement is encouraged.
Creditors usually issue a summon/warning
letter to the debtor, which outlines a statement
concerning the debtor’s breach of commitment.
The letter also calls for a discussion to determine
whether the dispute should be settled through
the court system. If the amicable phrase does
not result in a settlement, the parties may trigger
legal action.

Legal proceedings

The Indonesian judicial system comprises
several types of courts under the oversight of
the Supreme Court. Most disputes appear before
the courts of general jurisdiction, with the Court
of First Instance being the State Court. Appeals
from these courts are heard before the High
Court (a district court of appeal). Appeal from
the High Court, and in some instances from the
State Court, may be made to the Supreme Court.

Ordinary proceedings

Ordinary legal action may commence when the
parties have been unable to reach a compromise
during the amicable phase. The creditor may file
a claim with the District Court, who is subse-
quently responsible for serving the debtor with a
Writ of Summons. If the debtor fails to appear at
the hearing to lodge a statement of defence, the
court has discretion to organize a second hearing
or to release a default judgment (Verstekvonnis).

Prior to considering the debtor’s defence, as
previously mentioned, the court must first
verify whether the parties have tried to reach
an agreement or amicable settlement through
mediation. If the parties have undergone the
mediation process, the panel of judges will
continue the hearings and the parties’ evidence
will be examined. The judge will render a deci-
sion and may award remedies in the form of
compensatory or punitive damages.

District Court will usually take from six months
to a year before rendering a decision in the first
instance. The proceedings may take longer when
a case involves a foreign party.

Enforcement of a Legal Decision

When all appeal venues have been exhausted,
a domestic judgment becomes final and enfor-
ceable. If the debtor does not comply with the
judge decision, the creditor may request the
District Court to commend execution by way
of attachment and sale of the debtor’s assets
through public action.

Indonesia is not part to any treaty concerning
reciprocal enforcement of judgments, making
it highly difficult to enforce foreign judgments
in Indonesia, or to enforce Indonesian court
decisions abroad. Because foreign judgements
cannot be enforced by Indonesian courts within
the territory of Indonesia, foreign cases must
therefore be re-litigated in the competent

Indonesian courts. In such a case, the foreign
court judgment may serve as evidence, but this
is subject to certain exceptions as regulated by
other Indonesian regulations.

Insolvency Proceedings

There are two main procedures for companies
who are experiencing financial difficulties:

Suspension of payment proceedings

This procedure is aimed at companies that are
facing temporary liquidity problems and are
unable to pay their debts, but may be able to
do so at some point in the future. It provides
debtors with the temporary relief to reorganize
and continue their business, and to ultimately
satisfy their creditors’ claims. The company
continues its business activities under the
management of its directors, accompanied
by a court-appointed administrator under the
supervision of a judge. The company must
submit a composition plan for the creditors’
approval and for ratification by the court. The
rejection of the plan by the creditors or the court
will result in the debtor’s liquidation.

Liquidation

The objective of liquidation is to impose a
general attachment over the assets of bankrupt
debtors for the purpose of satisfying the claims
of their creditors. It can be initiated by either the
debtor or its creditors before the Commercial
Court. Following the submission of the peti-
tion, the court will summon the debtor and
its creditors to attend a court hearing. Once
bankruptcy has been declared, the directors
of the debtor company lose the power to
manage the company, which is transferred to
the court-appointed receiver who then manage
the bankruptcy estate and the settlement of
the debts. The debtor’s assets will be sold by
way of public auction by the appointed receiver.
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COUNTRY RISK E

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

83.3
7,010
IRR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Iranian rial

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I <
TURKEY [ ] 1%
INDIA [ ] 10%
SOUTH KOREA [ ] 6%
AFGHANISTAN [ ] 4%
Imports of goods as a % of total
CHINA I >+
UNITED ARAB EMIRATES [ 15%
EURO AREA ] 14%
INDIA [ ] 12%
TURKEY [ ] 8%

« Second largest proven oil and gas reserves
in the world

« Strategic geopolitical location

« Highly educated population

« Diversified economy, various investment
opportunities as the manufacturing tissue
is underdeveloped

« International sanctions weighing on production,
finances and trade volumes

* Weakness of the local currency and increasing
inflation

« Fragile banking sector

« Rising regional and geopolitical tensions

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) -5.4 -6.5 -8.0 2.7
Inflation (yearly average, %) 31.2 41.0 30.5 30.0
Budget balance* (% GDP) -1.9 -5.5 -9.5 -6.8
Current account balance (% GDP) 6.1 1.1 -0.5 0.3
Public debt (% GDP) 40.3 44.7 45.4 40.4

(e): Estimate. (f): Forecast. * March 21%, 2021-March 20, 2022.

RISK ASSESSMENT

A weak economy hit by COVID-19;
easing of sanctions eyed

On top of the re-imposition of U.S. sanctions in
the second half of 2018 and the fall in oil prices,
the Iranian economy has been hit hard by the
pandemic with over 570,000 confirmed cases
and nearly 33,000 deaths as of October 2020.
The services sector, most affected by the
COVID-19 pandemic, accounts for around
60% of GDP, followed by mining (including
oil and gas) and manufacturing. It is expected
to remain weak despite its recovery from the
March-May 2020 dip (when it shrank by -3.5%
YoV in the first quarter of the 2020-2021 Persian
calendar year), mainly because of rising
COVID-19 cases, restrained tourism mobility
and high inflation (30.4% in September) that
weighs on households’ real income. Lower
capital inflows to the country due to sanctions
and the persistent weakness of the rial (the
toman, equivalent to 10 rials, weakened from
13,320 vs. USD at the beginning of the year, to
32,200 vs. USD as of mid-October 2020) are
expected to fuel inflationary pressures. Domestic
factors linked to the distortion in supply chains,
credit allocation and the multi-layered currency
regime also fuel the chronic inflation. Coupled
with the sanctions, this will dampen investment
and private consumption. Nevertheless, some
stabilization in the economic conditions will be
seen in 2021 on the back of an estimated decline
in COVID-19 cases in the world. On the other
hand, downside risks on growth will become
significant in case of another lockdown following
a resurgence of the pandemic in Iran or in its
key export markets. This can also be the case if
the international sanctions are not eased by the
new U.S. administration. In these eventualities,
economic activity and operating conditions
would further deteriorate.

Easing of sanctions will be
determinant to narrow the
external gap, the budget deficit
will widen because of COVID-19

Iran’s relations with the United States, after the
election of Joe Biden as the new president in
November 2020, will be determinant for the
improvement in the economic conditions and
the trend for Iran’s oil exports (nearly 40% of
total exports). The Joint Comprehensive Plan
of Action (JCPOA, known as “lran Nuclear
Deal”) was signed in July 2015 by Iran, the U.S.,
China, Russia, France, Germany and the UK.
Iran agreed to eliminate its uranium stockpile

and to enrich uranium up to 3.67% for the next
15 years. In return, the U.S., EU and UN related
sanctions on Iran’s oil, manufacturing and
banking sectors were to be lifted. However, in
May 2018, the U.S. announced its withdrawal
from JCPOA and re-introduced sanctions in
November 2018. Iran’s crude and condensate
exports averaged 440,000 barrels per day (bpd)
and 204,000 bpd in March 2020, respectively.
QOil exports are expected to remain below
500,000 bpd compared to nearly 2.8 million
bpd in 2018, before the U.S. left the nuclear deal.
On the other hand, Iranian authorities have been
quoted saying that refined product exports have
been less affected by sanctions. The country will
also benefit from the increase in daily processing
capacity to 480,000 bpd in its Persian Gulf
Star Refinery (PGSR). If the nuclear agreement
becomes functional again, the U.S. sanctions
on Iran will be eased, but this process would
take time and be very gradual. Furthermore,
easing of the international sanctions will not
enable Iran to fully exploit all of its oil and gas
capacity, due to the long-time underinvestment
in those infrastructures and difficulties in the
operational environment. Finally, international
companies will tiptoe back to the Iranian market,
as they would remain cautious given the past
accident in the application of the current nuclear
agreement. On the fiscal side, the authorities
announced a package of nearly 10% of GDP to
counter COVID-19 cases and support households
and businesses. With limited financial scope
and a fiscal breakeven price estimated at
USD 395 according to the IMF, the government
will continue to opt for reserves depletion,
domestic borrowing and privatization to cover
the gap. The part of Iran’s gross international
reserves that are readily available is estimated
at only around USD 10 billion. Consequently,
privatizations and domestic borrowing seem to
be two preferred options in 2021.

A US return to the nuclear deal?

After the previous U.S. President Donald Trump’s
hawkish stance, the new President Joe Biden said
the U.S. would join the nuclear deal if Iran returns
to compliance with the agreement. Such a return
to the deal would pave the way for the easing
of sanctions on Iran, increase its trade volume
with the rest of the world and encourage foreign
direct investments into the country. However, a
comeback to the deal may not be easy. Iranian
authorities estimate the total loss of revenues
related to the U.S. withdrawal from the deal at
USD 150 billion. On the other hand, Iran will hold
presidential elections in 2021. The political stance
of the next President will also be important for
the future of the Iran-U.S. relations.
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COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

39.1
5,884
1QD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Iraqi dinar

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I 2o
e
EURO AREA ] 20%
SOUTH KOREA [ ] 9%
UNITED STATES [ ] 8%
Imports of goods as a % of total
TURKEY I  :
cHn B
EURO AREA [ ] 10%
INDIA [ ] 5%
SOUTH KOREA [ ] 5%

* World’s fourth-largest proven crude oil
reserves, second-largest OPEC producer

and fourth-largest producer worldwi
« Low oil extraction costs
« Strong growth in the labour force

o

« International financial support (IMF and

bilateral loans)

de

« Under-diversified economy, highly dependent

on the oil sector

* Severe tensions between the ruling Shia

majority and the rest of the country

« Tensions with autonomous Kurdistan, which
is @ major contributor to the oil sector
« Cost of reconstruction and assistance to

victims following the armed conflict

sector
* Weak and limited banking sector

« Deficiencies in institutions, as well as in

* Small GDP share of non-oil and gas private

education, health and welfare systems

* Widespread corruption

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) -0.6 3.4 -12.0 1.5
Inflation (yearly average, %) 0.4 -0.2 0.6 0.8
Budget balance (% GDP) 7.8 0.8 -17.5 -13.1
Current account balance (% GDP) 6.7 1.1 -12.6 -3.0
Public debt (% GDP) 48.9 46.9 68.3 75.0

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

RISK ASSESSMENT

Weak recovery in economic activity

Irag was rocked by the COVID-19 pandemic
in 2020. As the case count increased rapidly, the
government was forced to limit the spread of the
virus by closing borders, schools and universities
and imposing a national lockdown. Furthermore,
the Iragi economy is heavily dependent on the
energy sector, especially oil activity (one-third of
GDP in 2019), but oil production declined sharply
during the crisis, in line with the downturn in
external demand. Oil exports (44% of GDP
in 2019) also suffered from the parallel fall in
oil prices, which hurt government revenues too,
as oil accounts for 90% of the total. Domestic
demand was impacted as well. Household
consumption (62% of GDP in 2019) declined due
to lower incomes, which had a severe impact
on the country’s economy, pushing it into a
deep recession.

In 2021, growth is expected to rebound slowly,
while remaining below its pre-crisis level.
Exports and therefore oil production are set
to recover. Moreover, oil prices are expected
to rise slightly. Oil production should also
increase due to investments in many fields,
including the Majnoun and Halfaya fields. New
developments, such as the Kirkuk extension,
will enable the country to boost production.
These developments will coincide with the
recovery of FDI, which contracted in 2020.
However, this expansion of production will
be significantly hampered by the application,
albeit partial, of the restrictions contained in
the OPEC+ agreement, which are expected to
continue in 2021. Private sector investment will
likely be slow to resume due to corporate risk
aversion and economic uncertainties related to
the crisis. Despite households’ strong propensity
to save, consumption should recover slightly
owing to spillover from increased oil wealth.

Twin deficits largely
determined by oil

The current account balance is mainly
determined by oil revenues, which declined
sharply in 2020. Notwithstanding the decrease
in imports caused by the fall in household
consumption, the collapse in oil exports resulted
in a large deficit. The deficit is expected to
narrow significantly in 2021 as exports resume
and oil prices edge up. However, the sharply
increased oil surplus will not eliminate the
deficit because imports are also set to resume
as domestic demand recovers.

A sizeable public deficit opened up in 2020 due
to the collapse in oil revenues and increased
spending to cope with the pandemic. The
Ministry of Finance was forced to provide the
Ministry of Health with nearly USD 42 million
from the contingency reserve to fight the virus.
In addition, the Central Bank of Irag set up a fund
made up of donations from financial institutions,
including itself and the Trade Bank of Iraq, to
support the Ministry of Health. The central
bank also lowered its reserve requirements and
implemented a moratorium on interest payments
for small and medium-sized enterprises. In 2021,
the public deficit will probably remain high, as
government revenues are not expected to return
to pre-crisis levels due to lower investment levels
as well as OPEC restrictions, which will curb
oil revenues.

Because of the need for additional financing,
both public and external, public debt swelled
considerably in 2020 and should continue to
deteriorate in 2021. In particular, its external
share (60% of GDP in 2019) has increased
and has been a source of major concern. The
increase in debt could further weaken foreign
exchange reserves, which are already stretched
by debt servicing, and absorb a portion of the
oil revenues. The Iragi dinar is pegged to the
U.S. dollar at a rate of ID 1,182 to USD 1, while
the black market rate averaged ID 1,229 over
the May-August 2020 period.

A fragile political and social situation

The political and social situation remains
unstable. Despite becoming rarer during the
lockdown, the demonstrations that began in
October 2019 are still ongoing, sometimes
turning violent. Protesters are upset about
widespread corruption, the lack of public
services, the lack of job opportunities, and
foreign interference (American and Iranian)
in Iragi politics, through armed militias in the
case of Iran. More generally, they believe that
they are not benefiting from the country’s oil
wealth and are calling for the political system
to be overhauled. Prime Minister Mustafa
al-Kadhimi, who was appointed on a transitional
basis after Adel Abdul-Mahdi resigned in
November 2019 under popular pressure and
that of Ayatollah Ali al-Sistani, is trying to ease
tensions as the pro-lran and nationalist factions
clash in parliament. Prime Minister Kadhimi has
scheduled early parliamentary elections for
June 2021. As far as foreign policy is concerned,
Iraqg strives to maintain neutral relations with its
main allies, the United States and Saudi Arabia
on the one hand and Iran on the other. Despite
the prime minister’s efforts to attract Saudi
investment in the energy sector, Saudi Arabia
remains cautious in its investment decisions due
to the strong Iranian presence in Iraqgi politics.
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COFACE ASSESSMEN

BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

5.0
80,504
guerRENCY E U R

GDP PER CAPITA
US Dollars - 2019

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES I %
UNITED KINGDOM [ ] 10%
BELGIUM | 10%
GERMANY [ ] 9%
NETHERLANDS [ ] 6%
Imports of goods as a % of total
UNITED KINGDOM I s
UNITED STATES ] 14%
FRANCE ] 13%
GERMANY [ ] 9%
NETHERLANDS [ ] 5%

* Flexible labour and goods markets

« Favourable business environment, attractive
taxation

* Presence of multinational companies,
particularly from the United States, which
account for 22% of employment and 63%
of value added in the non-financial business
sector

« Presence through multinationals in sectors with
high value added, including pharmaceuticals,
IT and medical equipment

« Dependent on the economic situation and
tax regimes of the United States and Europe,
particularly the United Kingdom

* Vulnerable to changes in the strategies of
foreign companies

« Public and private debt levels still high

« Banking sector still vulnerable to shocks

IRELAND

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 9.3 5.9 2.9 4.0
Inflation (yearly average, %) 0.7 0.9 -0.5 0.3
Budget balance (% GDP) 0.1 0.5 -6.5 -5.5
Current account balance (% GDP) 6.0 -1.3 5.5 0.1
Public debt (% GDP) 63.0 57.4 62.6 65.1

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

RISK ASSESSMENT

Activity set to resume,
after resilience attributable
to multinationals

The Irish economy is expected to record signi-
ficant growth in 2021, after a year marked by
the economic consequences of the pandemic.
While, in 2020, the country was one of the few
in the region not to see its activity decline, this
was exclusively due to the strength of exports
by multinationals in the pharmaceutical sector
(31% of exports of goods in 2019, 52% including
chemicals) and computer services (more than half
of exports of services). While the activity of these
firms will remain solid in 2021, the acceleration
of the Irish economy will be driven by domestic
activity, which was hit in 2020 by two lockdowns,
first in the spring and then in the autumn. These
measures, coupled with uncertainty, hampered
household consumption and pushed households
to increase their savings considerably, despite
having their purchasing power boosted by
support measures (short-time work arrange-
ments, temporary reduction in VAT from 23%
to 21% from September). Although the return to
a normal VAT rate in March and the uncertainty
surrounding the health situation should encourage
some precautionary saving at the beginning of
the year, household consumption should then
rebound strongly. In a progressively more upbeat
context, businesses should also step up their
investments again, after a year marked by the
pandemic and uncertainty about future trade
relations with the United Kingdom (13% of Irish
exports of goods and services). The signing of
a trade agreement between London and the
European Union in December 2020 is, in this
respect, good news, especially for certain sectors
that are highly dependent on Britain, such as
agri-food (meat, dairy products, bakery).

Public accounts still deep in
deficit to sustain activity

The public accounts deteriorated sharply in
2020 due to the support measures implemented
to limit the consequences of the pandemic on
households and businesses (direct aid to SMEs,
state-guaranteed loans, reduction in income
tax for self-employed people, VAT cut from
13.5% to 9% in the hotel and catering sector
from November 2020 to the end of 2021), for
a total amount over two years estimated at
EUR 25 billion (7% of GDP). As the majority
of these measures have been extended in the
2021 budget, the public deficit will remain
significant, despite the increase in revenue in
line with activity. The public debt is expected to
continue to grow, after falling steadily between
2013 and 2019. The economic and budgetary
situation could be severely affected over the next

few years if discussions on the introduction of
international corporate taxation are successful,
given the country’s dependence on the activity
of multinationals: the share of corporate tax in
tax revenues rose from 7% in 2014 to 20% in 2019.

The investment decisions of these firms also have
a considerable effect on the external accounts
and make the current account extremely vola-
tile. While the balance of goods shows a large
structural surplus (38% of GDP at the end of
September 2020), the services deficit seesaws
depending on R&D services imports (9% of GDP
in the first three quarters of 2020, compared
with 21% of GDP in 2019). At the same time,
the repatriation of dividends by multinationals
generates a chronic income deficit (24% of GDP
at the end of September 2020). These substantial
flows are attributable to the significant foreign
direct investments made by these firms, which
are, however, likely to vary. Excluding effects
related to multinationals, the current account has
been in surplus since 2015 (5% of gross national
income in 2018).

Despite historic breakthrough, Sinn
Féin cannot form government

After four years of negotiations following the vote
to take the United Kingdom out of the European
Union, the establishment of a physical border
between Northern Ireland and the Republic of
Ireland was ultimately avoided: customs duties
will be levied in the Irish Sea (depending on the
final destination of the product), thus complying
with the 1998 peace treaty.

Domestically, the February 2020 general
elections saw a historic breakthrough for the
nationalist Sinn Féin party, which has a left-wing
platform but is above all in favour of reunification
with Northern Ireland. It came out on top with
24.5% of the votes, but won only 37 seats (out
of 160) because it had not put forward enough
candidates. However, because of its links with the
IRA, a nationalist paramilitary organisation that
ended its armed campaign in 2005, the other
main parties had ruled out any coalition with Sinn
Féin, making it almost impossible for it to come
to power. After four months of negotiations,
Fianna Fail (22%, 38 seats) and Fine Gael (21%,
35 seats), the two rival centrist parties that have
traded power back and forth for a century,
agreed to form a coalition with the Greens (7%,
12 seats) to obtain a parliamentary majority. The
new Taoiseach (Prime Minister), Micheal Martin,
leader of Fianna Fail, succeeded Leo Varadkar
(Fine Gael) in June 2020. However, according to
the rotating leadership agreement, Mr Varadkar
will return to power in December 2022 and take
charge of the second part of the term. While
tensions cannot be ruled out, this agreement
should ensure political stability, as in the previous
term, where Fine Gael governed as a minority
with the non-participating support of Fianna Fail.

COFACE

131

COUNTRY & SECTOR RISKS HANDBOOK 2021



IRELAND

I $ COUNTRY PROFILES

PAYMENT & DEBT COLLECTION PRACTICES IN IRELAND

Payment

Cheques are still used for both domestic and
international commercial transactions, however,
for international transactions, the use of bills of
exchange is preferred, together with letters of
credit. Bank transfers are common, with SWIFT
transfers being utilised regularly. Direct Debits
and standing orders are also becoming more
recognised as an effective payment method, and
are particularly useful for domestic transactions.
Assignment of invoice is accepted both pre- and
post-supply of goods and/or services.

Debt Collection

Where there is no specific interest clause,
the rate applicable to commercial contracts
concluded after August 7, 2002 (Regulation
number 388 of 2002) is the benchmark rate
(the European Central Bank’s refinancing rate,
in force before January 1or July 1of the relevant
year) marked up by seven percentage points
and applied to the contracts via a percentage
calculated per day past due date. For claims
exceeding €1,270, debtors may be threatened
with a “statutory demand” for the winding-up
(closure) of their business if they fail to make
payment or come to acceptable terms within
three weeks after they receive a statutory
demand for payment (a “21-day notice”).

Amicable phase

The debt collection process usually begins with
the debtor being sent a demand for payment,
followed by a series of further written corres-
pondence, telephone calls, personal visits, and
debtor meetings. If the two parties are unable
to reach an amicable settlement, the creditor
may begin legal proceedings.

Legal proceedings

If a defendant fails to respond within the allotted
time to a court summons (either a plenary or
summary summons before the High Court, a civil
bill before the Circuit Court, or a civil summons
before the District Court), the creditor may
obtain a judgement by default based on the
submission of an affidavit of debt without a court
hearing. An affidavit of debt is a sworn statement
that substantiates the outstanding amount and
cause of the claim. It bears a signature attested
by a notary or an Irish consular office. The claim
amount at stake will determine the competent
court: the District Court, then the Circuit Court,
and, for claims exceeding €38,092.14, the High
Court in Dublin, which has unlimited jurisdiction
to hear civil and criminal cases and to assess, in
the first instance, the constitutionality of laws
enacted by Parliament (Ojreachtais).

Fast-track procedure
In any of the three courts, if the debt is certain
and undisputed, it is alternatively possible to
request a fast-track summary judgment from
the competent court.

District Court: amounts up to €6,348

For contested debts, a civil summons is served
on the debtor, with the originating court
proceedings setting out the claim and amount
alleged owed. The debtor then files a Notice of
Intention to Defend, indicating that he intends
to contest the case, at which point the court
fixes a hearing date. The case is heard before
a judge, who decides whether to issue an order
for judgment (a Decree).

Circuit Court: amounts
from €6,349 to €38,092

In this case, a civil bill is served on the debtor,
who, in turn, will enter an Appearance (a formal
document indicating that the debtor intends
to answer the claim). A notice for particulars is
then also filed by the debtor, in which he seeks
further information about the claim to which the
creditor sends replies. The debtor must deliver a
defence within a prescribed period. The creditor
then serves the defendant with a formal notice
advising of hearing date. Each side presents its
case and the judge makes a decision.

High Court: amounts over €38,093

In front of the High Court, a summary summons
is served on the debtor, who then files an
Appearance. The creditor makes an application
to the Master of the High Court for judgment by
way of motion and grounded by sworn affidavit.
The debtor can reply to the claim by sworn
affidavit. If the Master is satisfied that the debt
is due and owing, liberty to enter final judgment
is granted. However, if the Master is satisfied that
the debtor has a genuine dispute, the case is
sent for a plenary hearing. During the plenary
hearing, the merits of the case are heard either
as oral evidence or affidavit. A High Court hears
the case and makes a determination.

The commercial court - a special division of the
High Court, created in 2004 - is competent to
hear commercial disputes exceeding €1 million,
included in a commercial list or cases concerning
intellectual property, and is able to provide a
suitable and rapid examination of the cases
submitted. At the discretion of the commercial
judge, proceedings may be adjourned for up
to 28 days to enable the parties to refer to
alternative dispute resolution practices, such
as conciliation or mediation.

Normally, obtaining a decision may take a year.
However, this timeframe may be doubled if
compulsory enforcement is required. Appeal
claims brought before the Supreme Court may
take an additional three years.

Enforcement of a Legal Decision

A judgment is enforceable as soon as it becomes
final. If the debtor fails to satisfy the judgment,
the creditor can request the competent court
to order execution by way of attachment and
sale of the debtor’s assets by the Sheriff. There

is also the possibility to obtain payment of a
debt through a third party owing money to the
debtor (garnishee order).

For foreign awards, enforcement depends
on whether the decision is issued in an EU
member state or a country outside the EU. For
the former, Ireland has adopted enforcement
mechanisms; such as the EU Payment Order,
or the European Enforcement Order when the
claim is undisputed.

Insolvency Proceedings

Out-of-court proceedings

Informal negotiations may take place, and any
agreement must be unanimously adopted by
all creditors.

Examinership

Examinership is an Irish legal process whereby
court protection is obtained to assist the survival
of a company; The company may then restruc-
ture with the High Court’s approval. It provides
a maximum 100 day period in which a court
appointed official (the examiner) seeks to take
control of the company and manage it so that the
company may continue to trade. The procedure
may be initiated by the company, its directors,
or one of its creditors. Once the examiner
has been appointed, no proceedings may be
commenced against the company. Its functions
are to examine the affairs of the company and to
formulate proposals for its survival. The examiner
must formulate proposals for a compromise or
scheme of arrangement to facilitate the survival
of the relevant body as a going concern. They
can be accepted by the creditors but they must
be validated by the court.

Receivership

The procedure arises in the context of secured
creditors and provides a framework in which
they may act so as to enforce their security
interest. A receiver is appointed to a company
by either a debenture holder or the court to
take control of the assets of a company, with
a view to ensure the repayment of the debt
owed to the debenture holder, either through
receiving income or realising the value of the
charged asset.

Liquidation

The terminal process by which a company
is wound up and dissolved, this process is
conducted by a liquidator who takes possession
of assets and distributes the proceeds from their
sale in accordance with the priority of repayment.
The liquidator is also required to investigate the
conduct of the directors of the company and
prepare a report for the Office of the Director
of Corporate Enforcement (ODCE). Dependent
of its view, the liquidator may also be required
to bring restriction proceedings against one or
more of the directors. The procedure can be
started by a competent court (court liquidation),
the creditors (creditors’ voluntary liquidation) or
the debtors (members’ voluntary liquidation).
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BUSINESS CLIMATE

A2

POPULATION
Millions of persons - 2019

9.1
43,603
ILS

GDP PER CAPITA
US Dollars - 2019

CURRENCY

New Israeli shekel

TRADE EXCHANGES

I
Exports of goods as a % of total

UNITED STATES
EURO AREA
UNITED KINGDOM
CHINA

HONG KONG

28%
19%
9%
8%
5%

Imports of goods as a % of total

EURO AREA
UNITED STATES
SWITZERLAND
CHINA

29%
16%
1%
9%
6%

UNITED KINGDOM
« Technology hub of the region
« Solid institutional structure, positive business
environment
« Very competitive production tissue, diversified
economy with a large number of start-ups
« Strong international reserves, low inflation
« Improvement of relations with some of the

Arab neighbours

* Weaker fiscal dynamics, higher government
debt
* Increased regional tensions

* New elections fuelling political uncertainty

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

ISRAEL

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.5 3.4 -5.5 5.0
Inflation (yearly average, %) 0.8 0.8 -0.3 0.2
Budget balance (% GDP) -3.6 -3.9 -n.7 -7.1
Current account balance (% GDP) 2.1 3.4 2.8 3.5
Public debt (% GDP) 60.9 60.0 73.1 76.5

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

RISK ASSESSMENT

Global growth and smoother
regional relations will sustain
the economic recovery

Helped by the global economic recovery and
gradually rising trade volumes in 2021, Israel’s
economy is expected to recover from the
contraction of 2020, although in a very progres-
sive way. The pre-COVID-19 production level
should be reached only after 2021 as, according
to the authorities, the economy is expected to
lose around USD 1.3 billion per week from the
third lockdown implemented in late December
2020. The significant vaccination campaign (15%
of the population has been vaccinated in around
two weeks) is expected to accelerate the process
of freeing the economy from lockdown periods.
Thanks to the reopening of the global economy,
Israel’s exports jumped by 64% on a quarterly
basis in the third quarter of 2020, following a
drop of 28.5% in the second quarter. Nearly 30%
of exports are towards the United States, and
35% to Europe and Central Asia. Consequently,
the pace of recovery in those economies will
be determinant for Israel’s exports and their
contribution to growth. The Leviathan field,
which delivered its first gas output to the
domestic market in December 2019 and its
first exports in January 2020, will continue
to support Israeli exports. The volume of dry
natural gas exports is expected to reach 11 billion
cubic meters (bcm) in 2021 compared to an
estimated 5.8 bcm in 2020. Private demand,
which accounts for over half of GDP, is expected
to recover due to the reopening of the economy,
but the high level of unemployment (18.2% as of
October 2020 compared to 12.4% in September
2020) will weigh on consumer confidence
and, thus, on personal consumption. However,
growth will be constrained by subdued tourism
revenues, which amounted to USD 8.7 billion in
2019 (2.2% of GDP). On the other hand, Israel
has signed normalization agreements with
the United Arab Emirates (UAE) and Bahrain
in late 2020, which provides important trade
and investment opportunities. The deal would
allow Israel to find new markets for its high tech
products, food products, and to attract tourism
flows and key investments, the latter primarily
in the pharmaceuticals, chemicals and security
areas. The deal may also enable Israel to access
energy at a discounted price.

Current account surplus
set to persist, supporting
international reserves

Israel’s current account surplus declined in 2020,
as goods exports fell more than imports, and
tourism revenues declined under lockdowns and
border closures during the COVID-19 pandemic.
The current account surplus is expected to widen
in 2021 thanks to rising gas exports and external
demand, in line with the global economic
recovery. The still low level of tourism revenues
would be compensated by the increase in Israel’s
pharmaceuticals, high-tech and services exports.
The rising current account surplus is expected to
support the shekel. After strengthening by nearly
8% versus the USD in 2019, the shekel firmed
by another 3% between January and November
2020, reaching a nearly 10-year peak despite the
sharp economic contraction. The shekel appre-
ciated by around 2.5% in 2020 against a basket
of currencies of Israel’s largest trading partners.
This pushed the central bank to intervene by
buying USD 14 billion on the foreign exchange
market. As a result, the central bank’s currency
reserves rose to USD 161 billion (around 40% of
GDP). Strong reserves and external accounts,
and high level of savings in Israel (estimated
at about 25% of GDP in 2020) constitute a
resilient buffer for the Israeli economy against
the negative spillovers of COVID-19.

Nevertheless, the fiscal challenges will persist.
Despite the expected rise in revenues thanks
to the economic recovery, the deficit is set to
remain wide. The political uncertainties (lsrael
will hold a fourth election in only two years)
create an obstacle for the introduction of
measures aimed at countering the fiscal deficit,
and, therefore, expenditure should remain high.
The termination of the stimulus package (initially
about 6% of GDP would help the government
to reduce the budget deficit. However, the high
level of unemployment will continue to restrain
fiscal revenues. Finally, 17% of the government
debt (of 917 billion shekels) was denominated
in foreign currency in 2020.

Fourth election in only two years

In December 2020, after the government failed
to pass the annual budget through parliament
due to the disagreement between Prime Minister
Benjamin Netanyahu and his coalition partner
Defence Minister Benny Gantz, the Knesset
(Israel’s parliament) was automatically dissolved
as required by law. Consequently, Israel will hold
an election in March 2021, which increases the
already high political uncertainties. On the
other hand, the signature of the normalization
agreements with the United Arab Emirates and
Bahrain will benefit Israel in terms of security
and potential information sharing amid increased
regional tensions.
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COUNTRY RISK B

BUSINESS CLIMATE

A2

POPULATION
Millions of persons - 2019

60.4
33,159
gulrJ:!RENCY EUR

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

GERMANY D >+
FRANCE [ ] 10%
UNITED STATES ] 10%
SWITZERLAND [ ] 5%
UNITED KINGDOM [ ] 5%

Imports of goods as a % of total

GERMANY
FRANCE
CHINA
NETHERLANDS
SPAIN

o

16%
9%
7%
5%
5%

« Manufacturing industry still important
(machinery, pharmaceuticals, etc.)

* Increasing efforts to combat tax evasion
and reduce informality

« Bank asset quality has significantly improved

« Comparative advantage in high-end food
products

« European support creates opportunity for
modernization

« Public debt still very high, net international
investment position very negative

« Very high youth unemployment that motivates
brain drain

* Prevalence of small, low-productivity
companies (more than 90% of firms have
10 employees or less)

* Strong exposure to pandemic-sensitive
sectors (tourism, automotive, textiles)

« Strong regional disparities, organized crime
still influential in the South

Sector risk assessments

AGRI-FOOD y___ HcH 4
AUTOMOTIVE
CHEMICAL AT
CONSTRUCTION
ENERGY AT
ict y___ HcH 4
METALS
PAPER y___ HcH 4
PHARMACEUTICAL

RETAIL AT
TEXTILE-CLOTHING
TRANSPORT
WOOoD AT

* Information and Communication Technology

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 0.8 0.3 -8.8 4.2
Inflation (yearly average, %) 1.2 0.6 0.1 0.6
Budget balance (% GDP) -2.2 -1.6 -13.0 -6.2
Current account balance (% GDP) 2.5 3.0 3.2 3.0
Public debt (% GDP) 134.8 134.8 161.8 158.3

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

RISK ASSESSMENT

After a historic contraction and
an above-average rebound,
the stage is set for recovery

Going into the pandemic, the Italian economy
appeared more fragile than its Eurozone
peers, featuring chronically stagnant growth.
Surprisingly, it has performed better than
Spain and France, with a slightly weaker
Q2 2020 contraction (IT: -18% YoY, FR: -19%,
ES: -21.5%) followed by a more durable summer
rebound. Nevertheless, the 2020 contraction
will be among the strongest in the industrialized
world, creating considerable risk for the most
vulnerable firms. The share of firms posting
a profit for 2020 is fore-casted to decline to
50-45%, down from 75% in 2019. The govern-
ment has deployed extraordinary measures
to safeguard viable firms, most notably a
robust furlough scheme (covering 30% of the
private sector workforce at its peak) and a loan
guarantee program (8% of GDP in attributed
financing). It is estimated that the pandemic
created a liquidity shortfall of EUR 48 billion
for 142,000 firms, which was reduced to EUR
17 billion for 32,000 firms thanks to public
intervention. Firm leverage (debt/assets) will
grow to 45%, lower than the 53% peak reached
under the Euro crisis. Nonetheless, some
sectors will see their expected probability of
default increase substantially, including tourism
(from 4.3 to 7.3%), entertainment (4.4 to 6%),
construction (6 to 6.9%) and energy (3.5 to
5.2%). All components of demand are in for
a doubledigit contraction in 2020 (consump-
tion: -10%, investment: -14%, exports: -17%),
before a rebound in 2021 (consumption: 4%,
investment: 7%, exports: 11%). Only government
spending will have a positive contribution over
2020-2021. The rebound should be driven by
manufacturing exports to a recovering EU
(machinery, automotive, food products) and,
more gradually, domestic services.

Public debt reaches new heights,

but a radical shift in EU-ECB

policy mitigates its risk

Emergency measures cost around 5.5% of
GDP. These include several grant programs
for vulnerable households and firms, selective
suspension of social security contributions, the
aforementioned furlough, substantial health

spending and tax deferrals. Overall, expenditure
will increase by 11%, less than compensated by a
4% decline in 2021. While much of the emergency
spending will be dialled back, the fiscal stance
will remain expansionary, with continued support
for the most vulnerable pockets of industry, a
new “family bonus” transfer and poor region tax
cut (combined cost of 1% of GDP), and sustained
strengthening of research, education and health
spending. Revenue will contract by 11% before a
resounding 8% rebound. Public debt will reach
a level comparable to that of Greece in 2012,
but under a very different European context.
The ECB has expanded QE by EUR 2.5 trillion
and is now engaged in open-ended purchases
of bonds of weaker member states. Italy will be
the main beneficiary of the EUR 750 billion Next
Generation EU fund, receiving EUR 209 billion
over 2021-2027. As long as this new consensus
holds, the effect of cheap debt service will over-
compensate fiscal and economic weaknesses.
However, this leaves public finances exposed in a
scenario of returning inflation. The pandemic will
have a broadly neutral effect on the structural
external surplus, with both imports and export
of goods and services plunging. Banks remain
relatively fragile, but bad loans are not expected
to reach the Euro crisis peak.

A fragile executive, a collapsing
populist left and a steadily
rising nationalist right

Italy is governed by a coalition government led
by the centre-left Democratic Party (DP, 13% of
seats) and the populist-left 5-star movement
(5SM, 29%), with the support of minor parties.
Originally a marriage of convenience set up to
displace rising right-wing politician Matteo Salvini
from power, the coalition was emboldened by
PM Giuseppe Conte’s rising popularity during
the pandemic. But political uncertainty has
returned after Italia Viva, one of the minor
parties, withdrew its support. Until the pandemic
allows for elec-tions, a succession of fragile
governments is the likelier outcome. To recover
their dwindling support, 5SM lawmakers tend
to attack business interests. This has been the
driving force behind the fight over ArcelorMittal’s
legal protections in the Taranto steel plant, as
well as the dispute over Atlantia’s motorway
concession, both of which have involved intense
legal confronta-tions between the state and
investors. Between the resilience of Salvini’'s Lega
and the rise of Giorgia Meloni’s Fratelli d’Italia,
the electorate is shifting to the nationalist right.
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PAYMENT & DEBT COLLECTION PRACTICES IN ITALY

Payment

Trade notes (cambiali) are available in the
form of bills of exchange or promissory notes.
Cambiali must be duly accepted by the drawee
and stamped locally at 12/1000 of their value,
being issued and payable in the country. When
issued in the country and payable abroad, they
are stamped at 9/1000, and finally stamped at
6/1000 in the country if stamped beforehand
abroad, with a minimum value of €0.50. In case
of default, they constitute de facto enforcement
orders, as the courts automatically admit them as
a writ of execution (ezecuzione forzata) against
the debtor.

Signed bills of exchange are a reasonably secure
means of payment, but are rarely used due
to a high stamp duty, the somewhat lengthy
cashing period, and the drawee’s fear of damage
to his reputation caused by the recording and
publication of contested unpaid bills at the
Chambers of Commerce.

In addition to the date and place of issue,
cheques established in amounts excee-
ding €1,000 and intended to circulate abroad
must bear the endorsement non trasferibile (not
transferable), as they can only be cashed by
the beneficiary. To make the use of cheques
more secure and efficient, any bank or postal
cheque issued without authorisation or with
insufficient funds will subject the cheque drawer
to administrative penalties and listing by the
CAl (Centrale d’Allarme Interbancaria), which
automatically results in exclusion from the
payment system for at least six months.

Bank vouchers (ricevuta bancaria) are not a
means of payment, but merely a notice of bank
domicile drawn up by creditors and submitted to
their own bank for presentation to the debtor’s
bank for the purposes of payment (the vouchers
are also available in electronic form, in which
case they are known as R/.BA elettronica).

Bank transfers are widely used (90% of payments
from Italy), particularly SWIFT transfers, as they
considerably reduce the length of the processing
period. Bank transfers are a cheap and secure
means of payment once the contracting parties
have established mutual trust.

Debt Collection

Amicable phase

Amicable collection is always preferable to legal
action. Postal demands and telephone dunning
are quite effective. On-site visits, which provide
an opportunity to restore dialogue between
supplier and customer with a view to reaching
a settlement, can only be conducted once a
specific licence has been granted.

Settlement negotiations focus on payment of the
principal, plus any contractual default interest
as may be provided for in writing and accepted
by the buyer.

When an agreement is not reached, the rate
applicable to commercial agreements is the

Fast-track proceedings

Based on cambiali (bills of exchange, promissory
notes) or cheques, creditors may proceed
directly with forced execution, beginning with a
demand for payment (atto di precetto) served by
a bailiff, preliminary to attachment of the debtor’s
moveable and immoveable property (barring
receipt of actual payment within the allotted
timeframe). The resulting auction proceeds are
used to discharge outstanding claims.

Creditors can obtain an injunction to pay
(decreto ingiuntivo) if they can produce, in
addition to copies of invoices, written proof of
the claim’s existence by whatever means or a
notarized statement of account. A forty-day
period is granted to the defendant to lodge
an objection.

Ordinary summary proceedings (procedimento
sommario di cognizione), introduced in 2009, are
used for uncomplicated disputes which can be
settled upon simple presentation of evidence.
Sitting with a single judge, the court determines
a hearing for appearance of the parties, and
delivers a provisionally executory ruling if it
acknowledges the merits of the claim; the debtor
however has 30 days to lodge an appeal.

Ordinary proceedings

The creditor must file a claim with the court
(citazione) and serve summons to the debtor,
who will file a defence (comparsa di constituzione
e risposta) within ninety days via a preliminary
hearing. The parties then provide briefs and
evidence to the court. When the debtor fails to
bring a defence, the creditor is entitled to request
a default judgment. The court will usually grant
remedies in the form of declaratory judgments,
constitutive judgments, specific performance
and compensatory damages but it cannot award
any damages which have not been requested
by the parties.

Undisputed claims are typically settled within
four months, but the timescale to obtain an
enforceable court order depends on the court.
Overall, disputed legal proceedings take up to
three years on average.

The current civil procedure code is intended to
speed up the pace of proceedings by reducing
the procedural terms, imposing strict time limits
on the parties for submitting evidence and
making their cases, and introducing written
depositions in addition to oral depositions.

Enforcement of a Legal Decision

A judgment becomes enforceable when all
appeal venues have been exhausted. If the
debtor fails to comply with a judgement, the
court can order compulsory measures, such as

HUMBER OF CORPORATE INSOLVENCIES

ITALY

an attachment of the debtor’s assets or allowing
the payment of the debt to be obtained from
a third party (garnishee order) - although
obtaining payment of a debt via the latter option
tends to be more cost-effective.

For foreign awards, decisions rendered from
a country in the EU will benefit from special
procedures such as the EU Payment Order or the
European Enforcement Order. Judgment from a
non-EU country will have to be recognized and
enforced on a reciprocity basis, meaning that
the issuing country must be part of a bilateral
or multilateral agreement with Italy.

Insolvency Proceedings

Out-of court proceedings

The 2012 legal reform allows a debtor to file
an application for composition by anticipation.
Negotiation on an agreement commences
60 to 120 days prior to the initiation of judicial
debt restructuration proceedings. The debtor
retains control over the company’s assets and
activities. A new pre-agreed composition plan
may be agreed with the approval of creditors
representing 60% of the debtor company’s debt.

Restructuring proceedings

This settlement is a court procedure which allows
a company in financial difficulty to propose a
debt restructuration plan. The debtor files a
proposal to the court to repay the total amount
outstanding to the secured creditors. If the court
admits it, a commissioner trustee is appointed,
and if the majority of the unpaid creditors accept
the proposal, the court will officially validate
the proceedings.

Alternatively, a debt restructuring agreement
(accordi di ristrutturazione del debito) aims to
restructuring the debt so as to rescue the debtor
company from bankruptcy proceedings. The
debtor must file a report on its ability to pay the
remaining creditors in full, who otherwise can
challenge the agreement before a bankruptcy
court by requiring verification that their claims
will be paid as normal.

Liquidation

This procedure aims to pay out the creditors
by realising the debtor’s assets and distributing
the proceeds to them. The status of insolvency
justifies the adjudication of bankruptcy by the
court, even where the insolvency is not due to
the debtor’s misconduct. The court hears the
evidences of the creditors’ claims and appoints
a receiver to control the company and its assets.
This receiver must liquidate all of the company’s
assets and distribute the proceeds to the credi-
tors to have the proceedings formally concluded.

six-monthly rate set by the Ministry of Economic W Tt Estimate () Yearty growth
Affairs and Finance by reference to the European
Central Bank’s refinancing rate, raised by eight 18,000 25.0%
ercentage points.
P oep 16,000 15,689 20.0%
. 133 14,739
Legal proceedings A 14,
When creditors fail to reach an agreement with ! MG AELS
their debtors, the type of legal action taken 12,000
i 10.0%
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COUNTRY RISK

o

POPULATION
Millions of persons = 2019

2.7
5,826
JMD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Jamaican dollar

TRADE EXCHANGES

Exports of goods as a % of total

F
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Imports of goods as a % of total
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* Natural resources (bauxite, sugar, bananas,

coffee) and tourism
« Financial support from multilateral instit
« Substantial remittances from the dia
« Stable democratic framework

utions
spora

« Poorly diversified economy
US economic cycle, commodities)

inhibiting growth
« High rates of crime and poverty

« Vulnerable to external shocks (climate,

* Very high public debt and debt service

I $ COUNTRY PROFILES

 onouess 8

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 1.6 1.1 -10.5 3.5
Inflation (yearly average, %) 3.7 3.9 5.0 5.5
Budget balance* (% GDP) 1.2 0.9 -3.0 -1.5
Current account balance (% GDP) -1.9 -2.0 -6.2 -5.0
Public debt (% GDP) 94.4 93.9 102.0 95.0

(e): Estimate. (f): Forecast. * Fiscal year 2021 = from April 1%, 2021 to March 31%¢, 2022.

RISK ASSESSMENT

Gradual growth recovery

Jamaica’s economic growth contracted sharply
because of the COVID-19 crisis and flooding
caused by tropical storms in 2020. In 2021,
growth is expected to resume slowly and
gradually. The fall in activity in 2020 was mainly
due to the decline in tourism, which accounts
for 31.1% of GDP and 32.8% of employment.
Travel restrictions introduced because of the
health crisis and the closure of the island’s
borders severely impacted tourism revenues
(56.7% of total exports). Tourism is expected
to recover slowly in 2021, despite the gradual
lifting of restrictions since June, as the virus
is still present and challenges could persist.
The agricultural sector (6.6% of GDP) was also
impacted in 2020, primarily by the decline in
demand from the hotel and restaurant sector.
Farmers found themselves with stocks of unsold
fresh produce, leading to significant financial
difficulties. The government responded by
allocating USD 6.8 million to help farmers cope.
This may not be enough, as the year-end crops
were damaged by flooding. In 2021, this sector
should resume its development and return to its
pre-crisis level. The mining sector (4.1% of GDP
with bauxite and its derivative, alumina), which
was hit by tropical storms at the end of the year
and the shutdown of the Jisco Alpart refinery,
should benefit from the pickup in demand and
prices. However, renovation work on the Jisco
Alpart refinery, which was postponed due to
COVID-19, will extend the facility’s closure
to 2021.

Household consumption (76% of GDP) fell
sharply in 2020 due to the decline in activity
and rising unemployment (12% in 2020 against
7% in 2019). The government introduced mild
measures to support the economy and consump-
tion. Expatriate remittances, however, increased,
due to savings set aside before the crisis and
government aid in host countries, particularly
the United States, where the majority of expa-
triates work. In 2021, household consumption is
expected to recover modestly. After contracting
in 2020, private investment in tourism, which was
substantial before the crisis, should support the
recovery in 2021. Although some projects have
been delayed, the government’s massive support
for this sector underpins the confidence of inves-
tors, who may invest more in 2021. In addition,
the government is seeking to use public-private
partnerships to invest in infrastructure projects
such as the upgrade of the Sangster airport in
Montego Bay or motorway construction.

Improvement in the current
account and public deficits

The public balance, which has shown regular
surpluses due to the austerity policy, went
into deficit in 2020. To cope with the crisis, the
government had to considerably relax its fiscal
policy and increase spending in a context of
declining revenues. In 2021, the public balance is
expected to return close to balance as austerity
is reinstated. The government is grappling with
a colossal public debt burden, which has been
exacerbated by the crisis. This is reflected in debt
service (@approximately 14% of GDP, including 6%
for interest in 2019), which continues to eat up
public resources.

The current account deficit also widened in 2020,
hurt by the deterioration of the trade deficit as
tourism dried up. In order to finance the deficit
and meet the urgent financial needs created by
the crisis, the IMF provided USD 520 million in
assistance. This year, the deficit is expected to
shrink slightly with the partial return of tourists,
without returning to its pre-crisis level due to the
resumption of imports and the modest rise in oil
prices. Moreover, the increase in exports will be
marked by a moderate recovery among partners
including the United States and the Eurozone.

Holness remains in power

Although a record percentage of voters stayed
away (63%) due to the health crisis, Prime
Minister Andrew Holness and his Jamaica
Labour Party (JLP) won a second term in the
September 2020 parliamentary elections. They
were re-elected with an overwhelming majority,
securing 17 more seats than in 2016. Holness will
continue to enjoy popular support because of
his effective handling of the crisis. This should
allow him to pursue the fiscal consolidation
process undertaken under IMF supervision since
2013, after easing up slightly in 2020 because
of the crisis. However, the challenges facing
the government remain. On the one hand, the
government will need to step up its efforts
to fight crime, which remains the country’s
number-one problem. On the other hand, public
perception of corruption and non-transparency
seems to be growing, especially after a scandal
over the misuse of public funds, which involved
a former minister.

On the geopolitical front, the government should
focus on relations with the United States, the
country’s main trading partner and source
of remittances from expatriate workers. It is
also expected to focus its efforts on regional
cooperation, particularly to fight crime and drug
trafficking.
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COUNTRY RISK

A2

BUSINESS CLIMATE

Al

POPULATION

Millions of persons - 2019 126.2
40,256
JPY

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Japanese yen

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES I 20
cHa .
EURO AREA I 8%
SOUTH KOREA [ ] 7%
TAIWAN [ ] 6%
Imports of goods as a % of total
CHINA I 25
UNITED STATES [ ] 1%
EURO AREA [ ] 10%
AUSTRALIA [ ] 6%
SOUTH KOREA [ ] a%

« Privileged location in a dynamic region

* Very high level of national savings rate
(around 23% of GDP)

* Public debt is 90% owned by local investors

« Advanced technology products and diversified
industrial sector

« Trade agreement with the EU and Transpacific
Partnership (December 2018)

* Regional trade agreement (RCEP) with
neighbouring countries

« Excellent corporate payment behaviour

« Difficulty in consolidating public finances
and ending deflationary pressures

* Reduction of the workforce and low
immigration levels, increasing share of
precarious workers

« Low growth potential, low productivity of SMEs

« Still insufficient female labour participation,
lack of child care

* Ageing population, risk of jeopardizing the
social security system

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

* Information and Communication Technology

JAPAN

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 0.3 0.7 -5.3 1.6
Inflation (yearly average, %) 1.0 0.5 -0.1 0.3
Budget balance* (% GDP) -2.5 -3.3 -14.1 -6.5
Current account balance (% GDP) 3.6 3.6 2.9 3.2
Public debt (% GDP) 236.5 238.0 266.0 264.0

(e): Estimate. (f): Forecast. * April 1t N-1 /31t March N.

RISK ASSESSMENT

Fragile recovery amid headwinds

The economy is set to recover in 2021, amid
persistent headwinds. The country was hit by
a third wave of infections in late October 2020,
with no sign of abating at the time of writing
(January 2021), and the government was consi-
dering to declare a second state of emergency
after the first one declared in April. This situation
is likely to continue weighing on domestic
consumption (56% of GDP) and tourism (8%
of GDP), as restrictions on movement of
people are likely to be tightened again. This
will in turn exacerbate deflationary pressures.
On the external front, exports (18% of GDP)
have been under downward pressure due to the
trade tensions between the U.S. and China, to
which Japan is exposed via supply chains links ,
further compounded by the COVID-19 outbreak.
External demand has been mostly relying on the
recovery of China (the largest trade partner),
which absorbs up to 18% of total exports,
although the margin of improvement started to
decline in Q3 2020 as shipments of chip-making
equipment to China dropped. Consequently,
weak domestic and external demand are set
to weigh on private investment (17% of GDP),
as industries are looking to cut expenditures on
plants and machinery.

Public debt load balloons up

The current account surplus, which narrowed in
2020, should rebound in 2021 on the back of a
recovery in the merchandise trade surplus and a
decrease in the services deficit. Imports should
remain muted, as the new wave of infections
is likely to continue weighing on domestic
demand. Export growth (transport equipment,
construction and manufacturing equipment,
electronics, specialty chemicals, optics, etc.) is
set to recover, albeit softly, driven by the revival
of Chinese demand, while global demand should
slowly mend as Japan’s other trade partners
are still grappling with COVID-19 infections.
Furthermore, the ongoing trade disputes with
South Korea (7% of total exports) since 2019 and
the related exports curbs on semiconductor
parts should also continue to be a burden.
Additionally, the current account failed to
capture inflows on the services front (3.5% of
GDP in 2019) due to a collapse in tourism in 2020,
as borders have remained closed for international
tourists. That said, if the situation improves
thanks to vaccination campaigns, and with the

Tokyo 2020 Olympics postponed to 2021, the
current account should find additional support
there. The primary income, which reflects returns
on Japanese investments made overseas and
usually contributes the most to the current
account surplus, eroded in 2020 as the global
crisis affected profits.

The fiscal deficit is expected to narrow in
the fiscal year starting in April 2021, after
three large stimulus packages (two in April
2020, one in December, accounting for
USD 3 trillion or two-thirds of the GDP) weighed
on FY 2020 (with the fiscal impact representing
14% of GDP). These packages are meant to
support employment, consumer spending and
to ensure business continuity through subsidies
and cash handouts. Even though the budget
drafted for FY 2021 will increase to USD 1 trillion,
as it will partly fund the December 2020 stimulus
package worth USD 700 billion, it may not reflect
Japan'’s final spending for FY2021 given that the
country is still grappling with COVID-19 infec-
tions and might unveil additional extra budgets
to support the recovery.

Stable domestic politics vs.
tensed international relations

Prince Naruhito became the 126th emperor of
Japan in May 2019. Japan’s new prime minister,
Yoshihide Suga, will maintain policy continuity
after Shinzo Abe, former prime minister and
President of the ruling Liberal Democratic Party
(LDP), ended his final three-year term prematu-
rely due to health reasons in September 2020.
Prime Minister Suga will most likely focus on
the fight against COVID-19 in the first place,
to restore economic confidence as soon as
possible - before the next House of Councilors
(Upper house) elections in July 2022 - in order
to secure LDP seats. On the international front,
Japan’s relationship remains delicate with China,
over its expanding influence throughout Asia,
and South Korea. With the latter, the dispute
over the compensation for forced Korean labour
during Japan’s colonial rule is the issue at the
heart of diplomatic and economic disputes
between the two countries. Nevertheless,
South Korea announced that it would not leave
the General Security of Military Information
Agreement (GSOMIA), the strategic military
information exchange agreement it shares
with Japan. Both sides have agreed to hold
talks over Japan’s export dominance on three
chemical products critical to the manufacturing
of semiconductors and displays by South Korea.
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PAYMENT & DEBT COLLECTION PRACTICES IN JAPAN

Payment

Japan has ratified the International Conventions
of June 1930 on Bills of Exchange and Promissory
Notes, and of March 1931 on Cheques. As a result,
the validity of these instruments in Japan is
subject to the same rules as in Europe.

The bill of exchange (kawase tegata) and
the much more widely used promissory note
(yakusoku tegata), when unpaid, allow creditors
to initiate debt recovery proceedings via a fast-
track procedure, subject to certain conditions.
Although the fast-track procedure also applies to
cheques (kogitte), their use is far less common
for everyday transactions.

Clearing houses (tegata kokanjo) play an
important role in the collective processing of
the money supply arising from these instruments.
The penalties for payment default act as a
powerful deterrent: a debtor who fails twice
in a period of six months to honour a bill of
exchange, promissory note, or cheque collec-
table in Japan is subsequently barred for a period
of two years from undertaking business-related
banking transactions (current account, loans)
with financial establishments attached to the
clearing house. In other words, the debtor is
reduced to a de facto state of insolvency.

These two measures normally result in the calling
in of any bank loans granted to the debtor.

Bank transfers (furikomi), sometimes guaranteed
by a standby letter of credit, have become signi-
ficantly more common throughout the economy
over recent decades thanks to widespread use of
electronic systems in Japanese banking circles.
Various highly automated interbank transfer
systems are also available for local or inter-
national payments, like the Foreign Exchange
Yen Clearing System (FXYCS, operated by the
Tokyo Bankers Association) and the BOJ-NET
Funds Transfer System (operated by the Bank
of Japan). Payment made via the Internet site
of the client’s bank is also increasingly common.

Debt Collection

In principle, to avoid certain disreputable
practices employed in the past by specialised
companies, only lawyers (bengoshi) may
undertake debt collection. However, a 1998 law
established the profession of “servicer” to foster
debt securitisation and facilitate collection
of non-performing loans (NPL debts) held
by financial institutions. Servicers are debt
collection companies licensed by the Ministry of
Justice to provide collections services, but only
for certain types of debt: bank loans, loans by
designated institutions, loans contracted under
leasing arrangements, credit card repayments,
and so on.

Amicable phase

A settlement is always preferable, so as to avoid a
lengthy and costly legal procedure. This involves
obtaining, where possible, a signature from
the debtor on a notarised deed that includes a
forced-execution clause, which, in the event of
continued default, is directly enforceable without
requiring a prior court judgement.

The standard practice is for the creditor to
send the debtor a recorded delivery letter with
acknowledgement of receipt (naiyo shome), the
content of which must be written in Japanese
characters and certified by the post office.

As of 1 April 2020, statute of limitation period
has changed.

For the debts accrued after 1 April , the statute
of limitation period of the debts is 5 years from
the date of the knowledge of the creditor of the
collectability of the debts and 10 years from the
date of the accrual of the debts in accordance
with Article 166(1) of the Civil Code revised and
informed as of 1 April 2020.

Legal proceedings

Fast-track proceedings

Summary proceedings, intended to allow credi-
tors to obtain a ruling on payment (tokusoku
tetsuzuki), apply to uncontested monetary claims
and effectively facilitate obtaining a court order
to pay (shiharai meirei) from the judge within
approximately six months.

If the debtor contests the order within two weeks
of service of notice, the case is transferred to
ordinary proceedings.

Ordinary proceedings

Ordinary proceedings are brought before the
Summary Court (kan-i saibansho) for claims
under JPY 1,400, and before the District
Court (chiho saibansho) for claims above this
amount. Those proceedings, partly written (with
submission of arguments and exchanges of type
of evidence) and partly oral (with respective
hearings of the parties and their witnesses)
can take from one to three years as a result of
the succession of hearings. These proceedings
generate significant legal costs.

The distinctive feature of the Japanese legal
system is the emphasis given to civil mediation
(minji choétei). Under court supervision, a panel
of mediators - usually comprised of a judge and
two neutral assessors - attempts to reach, by
mutual concessions of the parties, an agreement
on civil and commercial disputes.

In practice, litigants often settle the case at this
stage of the procedure, before a judgment is
delivered. While avoiding lengthy and costly
legal proceedings, any transaction obtained
through such mediation becomes enforceable
once approved by the court.

Enforcement of a Legal Decision

A court judgment is enforceable if no appeal is
lodged within two weeks. If the debtor does not
comply with the decision, compulsory measures
can be ordered through an execution against
Real Property (an Examination Court issues
a commencement order for a compulsory
auction) or an execution against a claim (a
compulsory execution is commenced through
an order of seizure).

HUMBER OF CORPORATE INSOLVENCIES

Japanese law provides for an exequatur proce-
dure in order for foreign awards to be recognised
and enforced. The court will verify several
elements, such as whether the parties benefited
from a due process of law, or if enforcement will
be incompatible with Japanese public policy.
Furthermore, if the issuing country does not have
a reciprocal recognition and enforcement treaty
with Japan, the decision will not be enforced
by domestic courts.

Insolvency Proceedings

Restructuring

There are two types of restructuring proceedings.
The first of these is corporate reorganisation
proceedings (kaisha kosei), which are typically
used in complex insolvency cases involving stock
companies. They come with the mandatory
appointment of a reorganisation trustee by the
court and with a stay against enforcement by
both secured and unsecured creditors. The court
typically appoints a third-party bengoshi with
substantial experience in restructuring cases.

The second of these is civil rehabilitation
proceedings (minji saisei), which are used to
rehabilitate companies of almost any size and
type. The debtor-in-possession (DIP) adminis-
ters the rehabilitation under supervision of a
court-appointed supervisor. Enforcement by
secured creditors is not stayed in principle. The
debtor must enter into settlement agreements
with secured creditors in order to continue using
the relevant collateral to conduct their business.

Winding up proceedings

There are two winding up proceedings. In
bankruptcy proceedings (hasan), the court
appoints a lawyer as trustee to administer the
proceedings. Enforcement by secured creditors
is not stayed; rather, they can freely exercise their
claims outside of the bankruptcy proceedings.
The trustee will usually attempt to sell secured
collateral with the agreement of the secured
creditors and contribute a percentage of the
sales proceeds to the estate. The debtor’s estate
is distributed to creditors in accordance with
prescribed statutory priorities without any need
for voting by the creditors.

The second, special liquidation (tokubetsu
seisan), is used for stock companies. A liquidator
is appointed by either a debtor’s shareholders or
the court. Distributor of the debtor’s estate to
creditors has to be approved by creditors with
claims to two-thirds or more of the total debt
or by way of settlement. This procedure is used
when the debtor’s shareholders are confident
that they will obtain creditors’ cooperation for
the liquidation process, and wish to control
the liquidation process without involvement
of a trustee.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

10.1
4,426
JOD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Jordanian dinar

TRADE EXCHANGES

Exports of goods as a % of total

UNITED STATES R o
SAUDI ARABIA ] 1%
INDIA ] 10%
IRAG [ ] 9%
UNITED ARAB EMIRATES [l 4%
Imports of goods as a % of total
SAUDI ARABIA I s
cHa —
EURO AREA [ D
UNITED STATES [ ] 8%
TURKEY [ ] 5%

« Political and financial support from the Gulf

monarchies and the West

o

crisis)

« Major producer of phosphate and potash
« Expatriate workforce and tourism are
significant sources of foreign currency
(although not during the current COVID-19

« Politically stable, unlike its neighbours

« Shortage of natural energy resources and

weak productive base

* Vulnerable to international economic conditions
and political instability in the Near and

Middle East

foreign capital
« Very high unemployment rate

* Major unrest among teachers that could

spread to the rest of the country

« Public and external account imbalances
leading to dependence on foreign aid and

JORDAN

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.9 2.0 -4.0 3.7
Inflation (yearly average, %) 4.5 0.8 0.3 0.9
Budget balance (% GDP) -5.4 -5.9 -13.1 -12.3
Current account balance (% GDP) -7.0 -2.3 -7.2 -4.1
Public debt (% GDP) 89.0 93.2 16.1 123.2

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

RISK ASSESSMENT

Health measures are
affecting growth

GDP is expected to contract in 2020 due
to the COVID-19 health crisis. The tourism
sector, which accounts for between 10 and
15% of GDP depending on the year, has been
particularly affected by border closures. A
state of emergency was declared on 17 March,
leading to lockdown measures (public spaces
closed, gatherings banned, restaurants and
businesses shut down, international flights
suspended). The epidemic has been relatively
well controlled, and lockdown measures have
been gradually eased since April 2020, leading
to a progressive resumption of economic activity.
Borders reopened in early September 2020, and
travellers from authorised countries can enter
Jordan provided they comply with certain rules
(PCR test and isolation). However, there has been
an increase in cases and deaths since September
2020, which could result in targeted lockdown
measures and hurt the economic recovery. That
said, the recovery should benefit from the fall in
oil prices, as Jordan is a net importer, and from
the impetus of structural reforms introduced by
the country in recent years. Even so, domestic
demand is sagging due to rising unemployment,
particularly among women and young people,
and IMF-supported fiscal consolidation, which
is affecting consumption (80% of GDP). Potash
and phosphate companies maintained business
going during the lockdown, but the fall in global
demand hurt their foreign sales in the first half
of 2020. They should benefit from the recovery
in Asia in the second quarter of 2020 and in
2021. To stimulate activity, the Central Bank of
Jordan cut most of its official rates by 50 basis
points on 3 March and by a further 100 basis
points on 16 March, and injected USD 705 million
(1.6% of GDP) into the economy by lowering the
compulsory reserve ratio of commercial banks
from 7% to 5%.

Delayed reduction of twin deficits

Rising health and social security spending is
affecting the government’s fiscal consolidation
efforts. The government has decided to defer
collection of 70% of the customs duties owed by
certain companies and to reduce social security
contributions for private sector establishments
(from 21.75% to 5.25%). It has committed
additional spending (USD 71 million) for the
purchase of health equipment and supplies,
hotel rental for quarantine purposes and
additional security costs related to the virus. It
has also introduced a temporary cash transfer

programme for unemployed and self-employed
people (USD 114 million). Declining profits of
potash and phosphate companies in the first
half of 2020 are expected to have an adverse
impact on the budget deficit.

The current account deficit will worsen in
2020 despite the fall in oil prices. This is due
to a drop in expatriates’ remittances (10% of
GDP in 2019), many of whom live in neighbouring
countries but have lost their jobs, as well as a
drop in tourism income. Inward foreign invest-
ment, mainly in the form of FDI, is declining
due to the global recession. Concessional loans
from international donors will help finance part
of this deficit.

Popular discontent could
hurt the government

Despite widespread discontent, which has
been further stoked by the COVID-19 crisis,
King Abdullah Il retains the support of the
armed forces and a population wary of radical
change. Nevertheless, waves of protest against
the government are expected. The freeze on
public sector wages, which is scheduled to last
until the beginning of 2021, sparked protests by
the teachers’ union, which had been promised
a wage increase of between 35% and 75%. The
union’s offices were closed for two years, and
authorities banned local media from covering the
protests. The teachers’ protest movement has
lost momentum, but the widespread unrest will
put pressure on the authorities in the medium-
term, potentially prompting them to adopt a
more authoritarian approach.

The next elections to the Chamber of Deputies
(Lower House) are scheduled for November
2020. Despite the dissolution of the local
branch of the Muslim Brotherhood by the Court
of Cassation in July 2020, the Islamic Action
Front (IAF), the political wing of the Muslim
Brotherhood, which holds 15 of the 130 seats in
Parliament, plans to participate in the elections.
Parliament will remain dominated by nominally
independent representatives loyal to the King.
Jordan’s pro-Western and pro-Gulf stance will
remain the cornerstone of foreign policy for
security and, increasingly, economic reasons.
Jordan’s central strategic position in the region
should ensure continued logistical, financial and
military assistance from the United States, its
main ally, despite divergences with the U.S.
policy in the region.

The business environment should benefit
from the structural measures currently being
rolled out. Significant headway has been
made in obtaining credit, paying taxes and
resolving insolvency.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

18.6
9,750
KZT

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Kazakhstani tenge

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I 7
CHINA ] 14%
RUSSIA [ ] 10%
SOUTH KOREA [ | 5%
SWITZERLAND [ | 5%
Imports of goods as a % of total
RUSSIA I 7
CHINA [ ] 17%
EURO AREA [ ] 13%
SOUTH KOREA [ ] 9%
UNITED STATES [ ] a%

« Significant oil, gas and mining potential

« State enjoys net creditor position and has a
well-endowed sovereign wealth fund thanks
to hydrocarbon production

« Abundant FDI

« Floating exchange rate

* Member of the Eurasian Economic Union
(EAEU) and China’s Belt and Road Initiative
(BRI)

« Strategically located between Europe,
Russia and China

« Heavily dependent on Russia (main partner
in diplomacy and security) and China

« Heavily dependent on commaodities (oil, gas,
uranium, iron, steel, copper); under-diversified
economy

*Inadequate road, port and electrical
infrastructure

* Weakly competitive market structures (high
concentration in key sectors and significant
government presence)

* Fragile banking system and significant
dollarization (40% of deposits and 16%
of loans)

* Weak governance (corruption, politicisation
of the court system, deficiencies in collective
proceedings)

« Landlocked; low population density; relatively
far from global markets; significant non-tariff
barriers despite World Trade Organization
(WTO) membership

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.1 4.5 -3.5 2.8
Inflation (yearly average, %) 6.0 5.2 6.9 6.2
Budget balance* (% GDP) 2.6 -0.6 -5.3 -3.3
Current account balance (% GDP) -0.1 -3.6 -3.3 -2.8
Public debt (% GDP) 20.3 19.9 23.4 24.1

(e): Estimate. (f): Forecast. * Including transfers from the NFRK sovereign fund.

RISK ASSESSMENT

A recovery dependent on
the pandemic and hydrocarbons

After plunging into its first recession since 1998,
Kazakhstan is expected to return to growth in
2021. Strict lockdown measures from mid-March
to mid-May 2020, then again from mid-July to
end-August 2020, severely impacted a key
source of growth, namely domestic demand,
via the services sector (59% of GDP) and private
consumption (56.5% of GDP). Lower real wages,
rising unemployment and sluggish consumer
confidence caused private consumption to
collapse. While the scale of the recovery will
depend on the pandemic, the upturn could be
driven by mild growth in real wages in 2021 and
employment support measures, such as the
implementation of the Employment Roadmap
adopted in March 2020 and aimed at creating
255,000 jobs by 2021 in infrastructure projects.
The recovery could also be fuelled by investment
(25% of GDP), benefiting from support measures
implemented since March 2020, such as the
SME loan subsidy programme, which has been
extended until March 2021. This momentum will
be supplemented by public investment, notably
through the development of rural and digital
infrastructure with a view to 5G deployment in
2021 and growing integration with China’s Belt
and Road Initiative.

With an economy dependent on hydrocarbons,
which account for two-thirds of exports, the
recession worsened in 2020 as oil exports
fell in value and volume terms. Party to the
OPEC+ agreement, Kazakhstan agreed to cut
production from April 2020 to April 2022. The
recovery in is expected to be driven by rising
demand for oil, higher oil prices and the easing
of restrictions. In 2021, the government plans to
produce slightly more than allowed under the
restrictions, particularly in response to increased
production capacity. Investments in the Tengiz
field expansion (USD 45 billion, 25% of GDP) are
continuing in order to provide a future growth
driver.

The government has encouraged the central
bank to stimulate credit, mainly for households,
even at the cost of suspending its inflation target
of 4% to 6% for 2021-2022. In fact, the policy
rate, which stood at 9% in December 2020, is
likely to remain unchanged, in order to contain
inflation, which is running high already, stoked by
the tenge’s depreciation trend and other factors.
Bank restrictions were eased in 2020 and some
measures, such as reduced capital requirements,
have been extended until mid-2021. While
fundamentals have strengthened since the
2015 crisis, which led to mass bailouts, banks
remain fragile and asset quality could quickly
deteriorate (8.1% of non-performing loans in
October 2020).

Well-endowed sovereign
wealth fund, but increased risk
of capital controls

The support plan (9% of GDP) and the decline in
oil revenues (one-third of tax revenues) caused
the public deficit to widen in 2020. The deficit
is expected to narrow in 2021 as hydrocarbon
revenues recover and increase. It will be mainly
financed by the sale of assets held by the NFRK
sovereign fund. It will also be financed, to a
lesser extent, by loans at preferential rates from
regional development banks (USD 1.9 billion,
1% of GDP) and funds from bonds issued in
September 2020 (a Eurobond of USD 1.4 billion
and the first bond on the Russian market of
USD 525 million). The public debt-to-GDP
ratio is expected to remain low, contracted in
the medium and long term, but vulnerable to
convertibility risk (50% in foreign currencies).
With privatization delayed to 2021-2023, the
potential weight of banks and state-owned
enterprises is not insignificant.

The current account deficit should not widen
significantly in 2020. Lower oil exports reduced
the trade surplus, but also the primary income
deficit, as FDI revenues declined. The deficit may
actually fall slightly in 2021 as oil exports rise. It
will be largely financed by the assets and reserves
of the central bank and NFRK (USD 94 .4 billion in
December 2020, 52% of GDP), as inward FDI flows
directed to hydrocarbons have declined. Unlike
during the 2015 crisis, foreign exchange reserves
excluding gold (USD 12.1 billion, 3.8 months of
import covered) did not have to protect the tenge
that had become flexible. To alleviate the pressure,
restrictions on foreign currency withdrawals by
companies were implemented in 2020, and there
is a risk of more restrictions or capital controls
in 2021.

Consolidation of
the presidential succession

In June 2019, Senate President Kassym-Jomart
Tokayev unsurprisingly succeeded Nursultan
Nazarbayev, who had led the country since
1989. Tokayev has yet to assert his authority,
but enjoys the political protection of Nazarbayev,
who remains a key player as chair of the powerful
Security Council and the dominant Nur Otan
party. Nazarbayev is relatively old, and his
death could trigger a power struggle within
the ruling classes. However, the political elite
appreciates the increased freedom provided
by Tokayev. Conversely, popular confidence is
waning. Elections to the lower house of parliament
in January 2021, neither free nor fair with no
opposition, delivered another big win for Nur
Otan. This could spark protests, as might the
economic crisis or China’s economic presence,
which is set to increase. Any protests will probably
be small and contained, especially since security
has been tightened amid fears of terrorism.
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COUNTRY RISK

POPULATION
Millions of persons - 2019

47.6
2,004
KES

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Kenyan shilling

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA D =+
UGANDA [ ] 1%
PAKISTAN [ ] 9%
UNITED KINGDOM [ ] 7%
UNITED STATES [ ] 7%
Imports of goods as a % of total
CHINA I
GUINEA [ ] 10%
EURO AREA [ ] 9%
INDIA [ ] 5%
UNITED STATES [ ] 4%

« Seventh-largest African economy (2019), but
the biggest in East Africa, playing a pivotal
role in the East African Community, Africa’s

number-one common market

« Diversified agriculture (third-largest tea
producer in the world) and expanding
services sector (telecommunications and

financial services)

o

northwest region of Turkana

« Fast-growing population and emerging

middle class

« Continued execution of the president’s
Big Four Agenda, which is focused on
food security, manufacturing employment,
universal and affordable access to health,

and affordable housing

* Mombasa is the third-largest port in Africa
* Hydrocarbon deposits discovered in the

« Reliant on hydropower and rain-fed agriculture:

sensitive to drought and flooding
* Weak public resources (17% of GDP)

infrastructure and skills shortages

political, social and ethnic divisions
« Persistent corruption

« Persistent bottlenecks due to lack of

* Terrorist risk in the north near Somalia;

KENYA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 6.3 5.4 0.5 4.5
Inflation (yearly average, %) 4.7 5.2 5.0 5.5
Budget balance* (% GDP) -7.4 -7.7 -8.5 -9.0
Current account balance (% GDP) -5.7 -5.8 -5.0 -5.5
Public debt* (% GDP) 60.2 62.1 66.0 70.0

(e): Estimate. (f): Forecast. * Fiscal year from 1t July to 30 June; year 2021 from July 2020 to June 2021.

RISK ASSESSMENT

Recovery after a cushioned blow

In 2020, the COVID-19 crisis took the edge
off the usual strong growth. The main cause
was the fall in tourist activity (10% of GDP and
9% of employment) with international flights
suspended until August. Investment (17% of
GDP in terms of demand) was hit by budget
cuts and a drop in confidence among national
and foreign private decision-makers. Despite the
reduction in employment, particularly in tourism,
consumption was relatively spared due to the
absence of a total lockdown, but also because
of the resistance of expatriate remittances and
tax giveaways. Overall, the fact that agriculture
accounts for a major share of the economy
(40% in terms of supply) undoubtedly played
a protective role.

In 2021, a recovery is expected, but it will not be
enough to restore the long-term trend. Barring
a resurgence of the epidemic, locally or globally,
requiring distancing measures to be re-imposed,
consumption should play the main role, given
its importance (81% of GDP). Services (45% of
GDP), particularly trade and telecommmunications
with the rise of online money movements, will
be the main beneficiaries. Investment will remain
timid. Its public component will continue to be
constrained by the deterioration in the budge-
tary situation, which is compounding recurrent
deficiencies in areas such as under-execution,
under-financing, late payments and judicial
remedies. However, housing construction is
expected to return to its previous strength,
with an estimated shortage of 300,000 units,
while water supply, sanitation and roads will
benefit from international financing. The private
sector will have to contend with caution in the
banking sector, with doubtful loans making up
15% of banks’ portfolios at the end of 2020,
despite restructuring. Furthermore, Total has
postponed the decision to bring the Lokichar oil
field in Turkana on-stream until the end of 2021.
Exports (12% of GDP) will continue to benefit
from resilient tea (23% of exports), fruit and
vegetable (14%) and coffee (4%) markets. Flower
sales will depend on the reopening of European
florists. Tourism will be slow to start up again due
to caution among potential customers, which
will continue to be a drag for transport. Given
the upturn in imports, linked to the recovery
in consumption, the contribution of trade to
growth should be slightly negative.

High public and external deficits

The budget deficit, which was already high,
increased slightly in 2020 due to the automatic
drop in revenue resulting from tax giveaways

(standard VAT rate cut from 16% to 14%,
corporation tax reduced from 30% to 25%,
tax breaks for the lowest earners, rate for the
top bracket lowered from 30% to 25%). At
the same time, social and health expenditure
increased. The country was forced to turn to
the IMF (USD 739 million) and the World Bank
(USD 1 billion) both to make up the deficit and
to finance projects. As a result, public debt
could reach 70% of GDP, excluding state-owned
enterprises and state-guaranteed debts, which
is considered high risk by the IMF. Once the
crisis is over, tightening could take place from
fiscal year 2021-2022 onwards, especially if a
new programme is agreed with the IMF.

Paradoxically, the substantial current account
deficit narrowed in 2020, in parallel with the
trade deficit, as imports fell on weaker domestic
demand. However, the reduced services surplus
linked to the fall in tourism mitigated the
movement. Expatriate remittances remained
high, as expatriates may have drawn on their
savings to compensate for reduced income and
taken advantage of shilling depreciation. In 2021,
the current account balance should follow the
opposite pattern as domestic demand firms.
Public external debt (35% of GDP in June 2020)
continued to climb, as foreign direct investment
remains limited (1% of GDP). However, because
of IMF and World Bank loans, the share held
by multi- and bilateral creditors (especially
China) rose to 70% of the total. Because of the
deficits, the currency is expected to continue
to depreciate, but not by enough to correct its
slight overvaluation due to inflation. Depreciation
has been slowed by interventions by the central
bank, whose reserves edged down to five
months of imports in September 2020.

Relative political stability

Since the reconciliation between President Uhuru
Kenyatta and Raila Odinga, his main opponent in
the 2018 election, relative political stability has
prevailed. Both men want to hold a referendum
before the 2022 election on the proposals made
as part of the Building Bridges Initiative, which
include re-establishing the post of prime minister,
reforming the voting system and the electoral
commission, and giving a formal role to the
leader of the opposition. One of the goals is to
reduce ethnic voting. Externally, negotiations
have begun with the United States on a trade
agreement, which could conflict with the rules
of the East African Community and the future
Pan-African free trade area. On the security
front, incursions by Al Shabab Islamist armed
groups from Somalia are taking place in the
north of the country.
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COUNTRY RISK E

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

25.7
1,700
KPW

GDP PER CAPITA
US Dollars - 2015

CURRENCY

North Korean won

TRADE EXCHANGES

Exports of goods as a % of total

CHINA I
ETHIOPIA [ ] 17%
UKRAINE [ ] 13%
SURINAME [ ] 4%
DOMINICAN REPUBLIC i 3%
Imports of goods as a % of total
CHINA I o
UKRAINE | 2%
RUSSIA | 2%
HONDURAS | 1%
BRAZIL | 1%

« Although currently deadlocked, bilateral
talks with the United States and South
Korea increase the likelihood of economic

integration

o

« Borders with China and Russia

« Extensive mining resources remain largely

untapped

« Youthful population, low labour costs

« Economically and politically isolated

productive sectors

« Severe lack of infrastructure

« Chronic food and electricity shortages
« Military spending dwarfs investment in

« Extreme poverty (half of the population)

COUNTRY PROFILES

Main Economic Indicators

2018 2019 2020 (e) 2021(H

GDP growth* (%)

-4.1 0.4 -5.0 -2.0

(e): Estimate. (f): Forecast. * Approximate data based on available sources.

RISK ASSESSMENT

The pandemic plunges the
country into a new recession

The government, which closed borders at the
beginning of January 2020, officially recognised
the first suspected case of COVID-19 in
July 2020 in Kaesong, a town on the border
with South Korea, and immediately put the town
under a two-week lockdown. While no further
official information on the health situation was
provided in the following months, the border
closures and the introduction of major trade
restrictions severely affected the North Korean
economy, which fell back into recession in 2020,
after GDP more or less stagnated in 2019.
Exports to China plummeted by 72% in the
first half of 2020, while imports fell by 67% over
the same period. During the pandemic, North
Korea has mainly imported necessities, such
as oil, sugar, flour and medicines. Trade trends
with China are particularly instructive as China
is virtually the country’s sole supplier, and its
primary market, taking almost the half of exports.
Although North Korean exports rebounded by
30% in 2019, they were still nearly five times
lower than their 2017 level, before the vote by
the UN Security Council to impose sanctions to
substantially reduce trade with the country. As
the sanctions affect all of North Korea’s main
export products - textiles (27% of the total
in 2017), coal (22%) and seafood (8%) - the
country has significantly increased its exports
of watches and wigs, but for now the amounts
involved are insignificant (USD 50 million for each
product in 2019, compared to USD 450 million
in coal exports in 2017). Moreover, the border
closures deprive the tourism sector of income,
which was still very low due to isolationism, but
was tending to grow thanks to the increasing
number of Chinese tourists in recent years,
particularly in Pyongyang. As the country is
expected to remain on high alert as long as
the pandemic continues to spread around the
world, trade and tourism will continue to be
severely impacted in 2021. Given the absence
of foreign currency inflows, the won, which is
mainly traded on the black market, will remain
under downward pressure. Domestically, the
expansion of the economy will continue to be
hampered by major structural weaknesses:
frequent shortages of oil and consumer goods,
due to sanctions, will be exacerbated by the
border closures. The North Korean economy
is characterised by central planning and state
ownership of capital and resources. Although
gradually declining, the agricultural sector still
accounts for more than 20% of GDP and remains
largely state-owned and unproductive. Mining

has also seen its share decline but still accounts
for 10% of GDP. The explanation for the shrinking
shares of these two sectors lies with the rise of
services (34% of GDP in 2019, five points up
on 2012), although the sector’s strength is due to
services linked to state activity, which represent
74% of the sector’s added value. Since coming to
power, Kim Jong-Un has established his byungjin
policy, which aims to develop simultaneously the
nuclear arsenal and the economy, thus paving
the way for progressive liberalisation along the
lines of the Doi Moi policy pursued by Vietnam
in the 1980s. As a result, the state has grown
more tolerant of markets (jangmadangs), which
have increased significantly in size and number.

Diplomatic talks at a standstill

North Korea’s Supreme Leader Kim Jong-Un
succeeded his father in 2012. He controls
the three main administrative organs of the
country: the Workers’ Party of Korea (WPK),
the Korean People’s Army (KPA) and the State
Commission. The people of North Korea are
under total control.

Since 2017, North Korea has been under UN
sanctions, with the international community
pushing the country to denuclearise. Although
in March 2018, then U.S. President Donald Trump
relaunched diplomacy and met the North Korean
leader three times, but talks remained at a
standstill at the end of 2020. The election in
November 2020 of Joe Biden, who has taken
a hard-line stance on Pyongyang, in contrast to
the relatively cordial relationship maintained by
his predecessor, could lead to renewed tensions
and show-of-force actions. At the end of 2020,
the country continued to reject the “final and
fully verified” denuclearisation process called
for by Washington unless international sanctions
are eased. At the same time, while relations
with South Korea improved slightly following
three meetings between Kim Jong-Un and
South Korean President Moon Jae-in, who
agreed under the Panmunjom Declaration in
April 2018 to work together to end the Korean
War and promote the denuclearisation of the
Korean Peninsula, they have since become
strained once again. In June 2020, North
Korea destroyed the symbolic inter-Korean
liaison office opened in Kaesong in 2018, and
in September 2020 shot a South Korean official
who had illegally entered North Korean waters.
However, Kim Jong-Un’s official apology to
President Moon Jae-in, which was reported
by the South Korean government, points to
a desire to make peace. A rapprochement
would stimulate the manufacturing sector
(South Korean FDI) and construction, via joint
infrastructure projects (rail and road).
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COFACE ASSESSMEN

BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

51.7
31,846
KRW

GDP PER CAPITA
US Dollars - 2019

CURRENCY

South Korean won

TRADE EXCHANGES

I
Exports of goods as a % of total

CHINA

UNITED STATES
VIETNAM

EURO AREA
HONG KONG (SAR)

25%
14%
9%
6%
6%

Imports of goods as a % of total

CHINA

UNITED STATES
JAPAN

EURO AREA
SAUDI ARABIA

21%
12%
9%
9%
4%

« Diversified industrial base

« Leader in high-end electronics

« High private and public R&D spending
* Good educational system

« Diversified FDIs in Asia

« Competition from China (steel, shipbuilding,
electronics)

« High level of household debt

« Ageing population

« High youth unemployment

* Net commodity importer

« Overrepresentation of chaebols in the economy

* Proximity to North Korea

« Increasing tensions with Japan

Sector risk assessments

AGRI-FOOD
AUTOMOTIVE
CHEMICAL
CONSTRUCTION
ENERGY

ICT*

METALS

PAPER
PHARMACEUTICAL
RETAIL
TEXTILE-CLOTHING
TRANSPORT
WOOD

VERY HIGH

* Information and Communication Technology

KOREA (SOUTH)

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 2.7 2.7 -1.0 3.0
Inflation (yearly average, %) 1.5 0.4 0.3 0.4
Budget balance (% GDP) 2.6 0.4 -3.2 -4.2
Current account balance (% GDP) 4.5 3.6 3.3 3.4
Public debt (% GDP) 40.0 41.9 48.4 52.2

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

RISK ASSESSMENT

Growth set to rebound
despite downside risks

Growth is set to recover gradually through 2021,
on the back of a revival in private consumption
supported by fiscal stimulus measures, although
exports (40% of GDP) should remain modest.
A steady recovery in key trade partner China
(25% of exports), and semiconductors (17% of
exports), have been driving external demand.
That said, the recent U.S. curbs on China’s
technology might add downside pressures,
alongside decreasing semiconductor prices in
recent years. The four supplementary budgets
(3.6% GDP) passed in 2020 should bolster
business and consumer sentiments, and result
in the revival of private consumption (46% of
GDP), although a rising unemployment rate
(3.9% in September 2020 compared to 3.4%
for the same period in 2019) and high household
debt (97.8% of GDP in 2020) might constrain it to
some extent. Investment should remain subdued
following disruptions in domestic activity and a
weaker growth outlook. Inflation should rebound
and edge up closer to the BOK (Bank of Korea)
2% target range, but will be unlikely to reach it
despite a recovery in domestic demand. After
two 25 bps rate cuts in 2020, the BOK should
not lower the policy rate any further in order to
avoid spurring households’ debts (which have
already reached high levels), leaving the recovery
to rely only on fiscal stimulus measures, which
would further dig the budget deficit.

The budget deficit will widen
for the second consecutive year

The budget deficit will widen due to expansionary
moves that will be extended through 2021 in
order to support an economy damaged by the
pandemic. The government drafted a record
USD 469.9 billion fiscal budget for 2021,
marking the second consecutive year where
expenditures exceed revenues. Considering

the increasing unemployment rate, the budget
would mainly focus on health, welfare and
employment (30.5% of budget expenditures),
and on job creation (5.5%), as President Moon
Jae-in pledged to expand public sector jobs
before the end of his term in 2022. Public debt
is set to deepen in 2021 and would be partially
financed through government bonds issuance.
The government plans to sell 172.9 trillion won
of bonds in 2021 (167 trillion in 2020).

The current account balance should remain
positive, as the trade surplus will probably widen
in 2021. While the slump in import demand is
partially offset by fiscal stimulus measures,
exports will be driven by the recovery in China.
Given that international borders will remain
closed into the first half of 2021, the tourism
balance deficit (due to the number of Koreans
visiting abroad exceeding that of foreign visitors)
should diminish, which in turn would widen the
current account surplus. The economy should
continue to sit on comfortable foreign exchange
reserves, which stood at 10.4 months of imports
in September 2020.

No major improvements
with its neighbours

President Moon Jae-in's ruling Democratic Party
secured a majority in the Parliamentary elections
in April 2020, with a strong public support for
its management of the COVID-19 pandemic. The
left-leaning ruling party could push its reform
agenda before the presidential elections in 2022,
particularly regarding unemployment and
reforming chaebols - which consists in reducing
conglomerates’ dominance on the economy.
Relations with neighbours do not seem to get
any better so far. Increasing tensions recently
led Pyongyang to blow up the joint liaison office
with Seoul near Kaesong (North Korea). It is
unlikely that Japan and South Korea’s ongoing
trade conflict - with South Korea requesting
reparations from Japan for crimes committed
during the Second World War - could ease under
the new Japanese Prime Minister Suga, who
inherited Abe’s policy line.
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KUWAIT

COFACE ASSESSMENT

POPULATION

Millions of persons - 2019 4l8
GDP PER CAPITA

US Dollars - 2019 28,500
CURRENCY KWD

Kuwaiti dinar

TRADE EXCHANGES

Exports of goods as a % of total

unseciiED counTRES ol AnD GAS) [  o0%

INDIA | 2%
CHINA | 1%
IRAQ | 1%
SAUDI ARABIA | 1%
Imports of goods as a % of total
EURO AREA I ¢
cHn e
UNITED STATES [ ] 9%
UNITED ARAB EMIRATES [N 9%
JAPAN [ ] 6%

« Large financial buffers to offset the impact
of low energy prices on the economy

« High level of living standards

« Sound banking system

o
-

« High dependence on oil and on government
spending, slow economic diversification efforts

* Delays in parliament to pass the law on
public debt

« Continuous stalemate between the Emir-
appointed cabinet and the opposition-do-
minated legislative power

* Slow-moving bureaucracy

« High dependence on expatriate workers
(70% of population)

I $ COUNTRY PROFILES

KUWA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.2 0.4 -8.1 0.6
Inflation (yearly average, %) 0.6 1.1 1.0 2.3
Budget balance* (% GDP) 9.0 5.4 -8.5 -10.7
Current account balance (% GDP) 14.5 9.4 -6.8 -2.8
Public debt (% GDP) 14.8 1.8 19.3 36.6
(e): Estimate. (f): Forecast. * Fiscal year 2021: starts on April 1%, 2021 and ends March 31, 2022.

RISK ASSESSMENT

Looser OPEC-led production cuts
will support economic activity

After recording a sharp contraction in 2020, the
Kuwaiti economy is expected to slightly recover
in 2021 thanks to supportive base effects, higher
oil prices and looser OPEC+ oil production cuts.
The oil sector’s improvement will be vital to bring
growth back into positive territory, as it accounts
for around 40% of GDP. Increases in global
production volumes in 2021 will boost external
demand for Kuwait’s exports, as 90% of the
country’s exports consist of oil. Consequently,
net exports are expected to contribute positively
to growth in 2021. The recovery in oil prices
should also support non-oil activity, otherwise
supported by looser social distancing measures
in the absence of a second lockdown. On the
other hand, services, which weigh as much as oil
in the GDP, are expected to experience a small
recovery due to the weakness of real estate and
governmental services. The implementation of
the VAT in 2021 is not expected to weigh on
private demand, as the government has been
reluctant to cut workers’ benefits and subsidies.
Nevertheless, investments could remain sluggish
because of low productivity, slow bureaucracy
and labor constraints.

Risk of running-out of cash
despite strong financial buffers

Kuwait has very large financial buffers thanks
to the vast assets in its General Reserve Fund
(GRF) that is managed within its sovereign
wealth fund (Kuwait Investment Authority, KIA),
of which the assets and income can be used
to finance the fiscal deficit. Beyond the GRF,
the KIA is responsible of the management of
Kuwait’s Future Generations Fund (FGF), as well
as others funds on behalf of the State of Kuwait.
Total and liquid assets of the GRF are estimated
at 56% and 24% of GDP respectively in June
2019, according to the IMF. However, the use of
these funds to finance deficits has encouraged

wider budget imbalances, resulting in increased
financing requirements. Due to the lack of public
debt laws (which would allow the government to
tap into international debt markets) and rising
fiscal pressures, the government’s liquidity
risk will rise during the upcoming period. The
parliament’s approval of the law halting the
automatic transfer of an annual 10% of the state’s
revenue to the FGF could also contribute to
the depletion of these resources. Although oil
prices are expected to inch up in 2021, they
seem unlikely to stand above the fiscal break-
even price of Kuwait, estimated at USD 65.7 per
barrel in 2021. Moreover, with nearly 70% of total
government expenditure being related to wages
and subsidies, productivity inefficiencies and
labor market distortions will persist. However,
despite the recent deterioration in the cash
position, Kuwait should not be facing major
fiscal challenges thanks to its large buffers. Total
assets of the KIA and central bank reserves are
estimated at 435% of Kuwait’s GDP. The current
account balance is expected to remain in deficit,
albeit at a smaller level, in line with the decline
in oil exports (nearly 90% of total merchandise
exports) because of lower oil prices and output,
as well as rising imports.

Domestic and regional politics are on
the front row of the political scene

Kuwait’s cabinet members resigned early in
January 2021, one month after the cabinet
was appointed, over a motion submitted by
legislators questioning the Prime minister. The
Emir accepted the resignation of the government
on Jan 18. The new situation indicates further
instability in the policymaking process. Indeed
the country is already very familiar with tensions
between the cabinet and the parliament. The
next cabinet will probably confront the National
Assembly over critical issues, such as the
challenge of whether to establish relations with
Israel, following the footsteps of the neighbours
such as the United Arab Emirates and Bahrain, a
decision that could be highly unpopular among
the public.
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COUNTRY RISK D

BUSINESS CLIMATE D

POPULATION
Millions of persons - 2019

6.4
1,323
KGS

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Kyrgyzstani som

TRADE EXCHANGES

Exports of goods as a % of total

UNITED KINGDOM [ A
KAZAKHSTAN ] 17%
RUSSIA [ ] 14%
UZBEKISTAN [ ] 7%
TURKEY [ ] 5%
Imports of goods as a % of total
CHINA I s
RUSSIA [ ] 28%
KAZAKHSTAN [ ] 12%
EURO AREA [ | 5%
TURKEY [ | 5%

« Abundance of metal resources (gold, copper,
uranium, mercury, iron)

* Tourism and hydroelectric potential (only
10% exploited)

« Strategic position and transit corridor
between China, Russia and Europe

« Financial support from multilateral and
bilateral donors and China

* Member of the Eurasian Economic Union
(EAEU)

* Member of China’s Belt and Road Initiative (BRI)

o

* Small open economy highly dependent
on economic fluctuations in Russia via
remittances (28% of GDP), in China and
Kazakhstan

« High dependence on gold (50% of exports) and

agriculture (18% of GDP, 27% of employment)

Fragile, concentrated and dollarized banking

system (41% of deposits and 34% of loans),

and expensive, directed and poorly developed
credit (23% of GDP)

Difficult geography (landlocked and 94%

mountainous) and high energy dependence

Deficient infrastructures (energy, water, health)

Weak governance (corruption, organised

crime, strong politicisation of the judicial

system, large informal economy (23% of

GDP) that reduces public resources) and

difficult business environment

« Political and social instability linked to weak
institutions, poverty, and ethnic, linguistic
and economic opposition between the
northern and southern valleys

KYRGYZSTAN

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.5 4.5 -12.0 4.5
Inflation (yearly average, %) 1.5 1.1 8.0 5.5
Budget balance* (% GDP) -0.6 -0.1 -7.3 -5.5
Current account balance* (% GDP) -12.1 -5.6 -3.0 -6.8
Public debt (% GDP) 54.8 54.1 68.1 66.8

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

RISK ASSESSMENT

Political-institutional chaos
that will weigh on the recovery

Kyrgyzstan has been marked by political instabi-
lity since its independence in 1991. The corruption
that undermines the country contributed to the
two revolts of 2005 and 2010. The turbulent
political landscape saw its third political crisis
in 15 years when the parliamentary elections
of 4 October 2020 gave victory to parties
supporting President Jeenbekov. The opposition
demonstrated, stormed official buildings and
freed imprisoned politicians, including Japarov,
a former parliamentarian. The results were
cancelled on 6 October. On 8 October, the
opposition appointed Japarov as prime minister
through a contested parliamentary procedure.
Jeenbekov resigned on 15 October and Japarov
became acting president. He resigned in mid-No-
vember to run in the early presidential election
of 10 January 2021. He won with 79% of the vote,
while several irregularities were denounced by
international observers. He has announced his
willingness to return to a presidential system
by drafting a new constitution, superseding
the one adopted after the 2010 revolts, which
enshrined a parliamentary system. This idea was
approved with 81% of the vote in a referendum
on 10 January 2021, and is criticised, particularly
by the West, for undermining the separation of
powers and fundamental freedoms. The new
Constitution should be put to a referendum in
early 2021. Parliamentary elections have been
pushed back to June 2021, leaving a high risk, at
least in the first half of 2021, of greater political
instability and economic repercussions. Mines
were attacked during demonstrations, reflecting
public hostility to China’s economic presence.

A slow and uncertain recovery

This tense context, together with the pandemic,
has plunged Kyrgyzstan into its worst recession
since 1994. Restrictions from mid-March to
mid-May 2020, including the closure of borders,
businesses and industries, have had a strong
impact on domestic demand, the driving force
behind growth. Private consumption (82%
of GDP) and, in turn, services (56% of GDP)
suffered from the fall in remittances from Russia,
the October 2020 demonstrations, but also
from the rise in poverty and unemployment.
Supply chains were disrupted in 2020, causing
manufacturing and mining production (18% of
GDP) to fall. Investment (29.5% of GDP, 21%
for its private share) collapsed, bringing with it
imports of capital goods. In 2021, the recovery
of domestic demand is expected to be slow and
depend on the political context, the pandemic
and the recovery in Russia. It could be driven
by the rebound in remittances that began in

July 2020 and by the positive contribution of
agriculture to growth. Industry, which has bene-
fited from the suspension of business bankruptcy
proceedings and deferrals, will benefit from the
anti-crisis fund offering subsidised loans (2% of
GDP in 2020, 7% in 2021). Despite a potential
rebound in exports (one-third of GDP), the
contribution of trade to growth is expected
to become negative again. Indeed, the good
performance of gold exports (50% of the total),
driven by production at the Kumtor mine (10% of
GDP), could be partially offset by the rebound
in imports of capital goods (17%) and oil (10%)
linked to a recovery in industry and construction
(8% of GDP).

After rising sharply in 2020, inflation should
return in 2021 to the 5%-7% target set by
the central bank, despite the recovery of
domestic demand and the rise in oil prices.
Monetary policy, with a low policy rate (5%
in December 2020), remains ineffective. The
average lending rate is high (17%), which does
not allow for an impulse of credit to the private
sector that is not subsidised. The capitalisation
and liquidity levels of the banking sector have
remained stable thanks to the relaxation of
prudential rules, but the quality of its assets
could deteriorate (10.5% of non-performing
loans in November 2020).

Deterioration of twin deficits

The public deficit widened in 2020 and is
expected to remain significant in 2021, in parti-
cular because of the electoral calendar, which
is expected to sustain high public spending. It
is financed by concessional loans and foreign
grants, such as the USD 592 million (7% of GDP)
from the International Monetary Fund (IMF) and
the World Bank received in 2020. These loans
have increased the public debt. 85% of the debt
is denominated in foreign currency and is held
by multilateral and bilateral lenders (62%) and
the Chinese Eximbank (38%). Its sustainability
could be ensured by potential restructuring by
Paris Club creditors, who have already agreed to
a deferral of its service to 2022-2024. Deferrals
have also been agreed with China, which could
agree to a restructuring after the elections.

After falling in 2020 with the fall in imports
that reduced the trade deficit (34% of GDP),
the current account deficit could return to
its pre-crisis level in 2021 with their recovery.
While FDI may dry up in mining after the
October 2020 attacks, multilateral lenders
will take over, at the cost of an increase in the
external debt-to-GDP ratio (87.5%, two-thirds
of which is due to the public sector). Foreign
exchange reserves remain comfortable
(USD 1.7 billion in December 2020, 4.3 months
of import coverage), making it possible to limit
the depreciation of the som by intervening on
the foreign exchange market.
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LAOS (LAO PEOPLE’S DEMOCRATIC REPUBLIC)

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

7.2
2,661
LAK

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Lao kip

TRADE EXCHANGES

Exports of goods as a % of total

THAILAND D «%
CHINA ] 35%
VIETNAM [ ] 7%
EURO AREA [ ] 4%
JAPAN | 3%
Imports of goods as a % of total
I sc*
CHINA [ ] 26%
VIETNAM [ | 10%
JAPAN | 1%
EURO AREA | 1%

« Abundant natural resources: minerals (copper,
gold, iron), agricultural commodities (maize,
rice, sugar cane, rubber, cassava, soybeans,

coffee) and forestry (wood and pulp).

electronics, clothing)

o

« Foreign investment in the commodities and

energy sectors

« Regional integration (ASEAN) and WTO

membership

« Expansion of the hydroelectric sector and
diversification of the economy (agri-food,

« Large and persistent current account deficit

* Weak foreign exchange reserves

* Governance shortcomings and major

inequalities
* Fragile banking sector

(landlocked location)

« Poor business environment (154t out of 190
countries in the Doing Business 2019 report)
« High levels of corruption (120*/198 on the
Transparency International index in 2019)

« Significant sovereign risk due to high external
debt, especially Chinese-owned external debt
* Sensitive to commodity prices as well as
regional economic and geopolitical conditions

COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth* (%) 6.3 5.2 0.2 4.8
Inflation* (yearly average, %) 2.0 3.3 6.5 4.9
Budget balance* (% GDP) -4.7 -4.3 -8.2 -7.2
Current account balance* (% GDP) -12.0 -6.4 -8.7 -7.7
Public debt* (% GDP) 59.7 62.6 70.9 70.7

(e): Estimate. (f): Forecast. * Fiscal Year 2021: 1%t Oct 2020 - 30" Sept 2021.

RISK ASSESSMENT

A strong rebound expected in 2021

Laos’s economic growth cooled significantly
in 2020, slowing to almost zero. In 2021, it is
expected to make a brisk recovery, approaching
pre-crisis levels. Household consumption,
which accounts for 67% of GDP, will start
growing again after declining due to income
losses (the unemployment rate surged to
about 20%, and expatriate remittances, which
account for 60% of income in 10% of households,
plummeted). Investment decreased in 2020 as
a number of projects were postponed. It will
be supported in 2021 by the implementation
of these projects, including the USD 2 billion
Luang Prabang dam project by the Chinese
company Datang Hydropower, as well as
the USD 2 billion investment by the Laos
Transmission Company Ltd (a joint venture
between Chinese and Laotian companies
created in September 2020) to improve power
transmission lines to neighbouring countries.
Electricity accounts for 10% of the country’s
GDP and 25% of its exports, and will be one of
the engines of growth in 2021. The agricultural
sector, which accounts for 15% of GDP but 60%
of the workforce, has recovered from the floods
of 2018 and, assuming that weather conditions
are the same, will continue to grow positively
in 2021. The mining sector (6% of GDP) will
continue to decline due to the government’s
suspension of new mining operations since 2016.
Maturing copper mines are another factor that
is affecting the sector. Services, particularly
tourism and trade (each accounting for 12% of
GDP), were hard hit by distancing measures, but
could resume once these restrictions are lifted.

Vulnerable to external shocks
due to persistently high deficits

Despite progress in recent years in curbing
the public deficit, the government had little
room to manoeuvre when responding to the
crisis. In April 2020, the country implemented
a USD 330 million stimulus plan, representing
1.9% of GDP, which mainly focused on cash
transfers to the poorest workers. This plan,
coupled with an estimated 21% drop in
revenue, caused the public deficit to widen in
FY2020 and increased the public debt. External
debt is equivalent to 86% of GDP, with 60%
owed by the public sector and the remainder
corresponding to unsecured commitments within
the framework of public-private partnerships or
the Boten-Ventiane railway. The risk associated
with this debt, which is largely denominated
in dollars, increases during periods when the

kip is depreciating, as was the case in 2020.
Half of this debt is held by China following its
numerous investments in the country as part
of its New Silk Road strategy (USD 5.9 billion
loan for the Vientiane-Boten high-speed train
line, investment in hydroelectricity, etc.). The
level of the debt and its servicing prevents the
country from financing its expenditures on
favourable terms on financial markets, which
is why the concessional portion accounts for
65% of external public debt.

The current account deficit, which was already
high, widened in 2020 after the trade deficit
worsened and expatriate remittances fell by
half. The decline in exports, particularly of
electricity, ore and tourism, due to the economic
slowdown among Laos’s main trading partners
(Thailand, China and Vietnam) was not offset by
a decrease in imports (oil bill and purchases of
capital goods). Any improvement in the trade
deficit is expected to be limited in 2021, due
to the weak tourism sector. Moreover, 70% of
expatriate remittances (1.7% of GDP in 2019)
come from Thailand, which has been badly
affected by the crisis, and will follow the Thai
recovery. The current account deficit is usually
financed by bilateral and multilateral debt, as
well as FDI, especially from China. Given the
low foreign exchange reserves (one month of
imports), the additional financing requirements
for 2020 relied on emergency aid.

Non-transparent
political environment

President Boungnang Vorachit and Prime
Minister Thongloun Sisoulith are both members
of the Lao People’s Revolutionary Party (LPRP),
which is the only authorised party in the country.
This communist party controls all aspects of
politics and civil liberties. The next legislative
elections, to be held in 2021, are expected to
see the LPRP win the vast majority of seats,
while a handful of independent, non-partisan
candidates approved by the single party will
be allowed to sit in the assembly.

Chinese influence will remain strong as the
Laotian government seeks to restructure
the substantial debt owed to that country.
This may be one reason why Laos agreed in
September 2020 to allow China to control its
national electricity company. Some hydroelectric
projects, such as the construction of the Luang
Prabang dam, the third Laotian hydroelectric
dam on the Mekong river, have upset local
populations as well as other riparian countries
and environmental NGOs because of the
potential disruptions to fishing and agriculture
along the river.
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COFACE ASSESSMEN

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

1.9
17,772
EUR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Euro

TRADE EXCHANGES

Exports of goods as a % of total

LITHUANIA | e
RUSSIA [ B
ESTONIA [ ] 1%
GERMANY [ ] 7%
SWEDEN [ ] 6%
Imports of goods as a % of total
LITHUANIA I
GERMANY [ ] 1%
POLAND [ ] 9%
ESTONIA [ ] 8%
RUSSIA ] 7%

* Member of the Eurozone (2014) and the

OECD (2016)

« Domestic financial system dominated by

Swedish banks (85% of domestic credit)

offshore financial system

o

total deposits)

« Transit point between the European Union

and Russia (coastline and ports)
« High level of digitalization

« Efforts to improve the regulation of the

+ Rapid reduction in non-resident bank deposits
(non-EU residents account for only 7% of

« Declining workforce (low birth rate, emigration)

and high structural unemployment

« Technological lag (R&D = 0.6% of GDP, EU

average = 2%)

« Declining competitiveness and profitability:
wage increases exceed productivity gains
« Poor recovery in the event of default, despite

reforms to insolvency and justice law

* Weak credit growth

« High labour taxation, which hits people on
low wages and encourages under-reporting
« Inadequate land links with the rest of the

European Union

* Wealth concentrated in the capital, high

income inequality

LATVIA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 4.3 2.2 -4.4 3.0
Inflation (yearly average, %) 2.5 2.7 0.6 1.8
Budget balance (% GDP) -1.2 -0.6 -4.0 -1.5
Current account balance (% GDP) -0.7 -0.5 2.0 -0.8
Public debt (% GDP) 36.5 36.8 44.0 45.0

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

RISK ASSESSMENT

Activity expected to rebound in 2021

Although mildly affected by the coronavirus in
March, Latvia was nevertheless economically
impacted and experienced a severe recession
in 2020, which is expected to be followed by
a strong recovery in 2021. The recession can
be attributed in particular to an 8% drop in
consumption in 2020. Consumption, which
accounts for 58% of GDP, is set to increase by
5% in 2021, but will likely remain constrained by
the household deleveraging process underway
since the end of the 2008 crisis (household
debt now represents 22% of GDP and 42% of
net disposable income). Investment slowed
in 2020 but will be supported in 2021 by a
EUR 2.2 billion plan announced by the Minister
of the Economy in May for the implementation
of infrastructure projects by 2023, as well as
by European funding. Exports (wood products,
metals, machinery and equipment) declined by
around 5% in 2020 following the slowdown in
international trade, but should increase again
in 2021. Wood exports, which account for 20%
of exports, decreased following the global
downturn in construction in 2020, but will benefit
in 2021 from the recovery in pulp prices.

Unlike other sectors, agriculture, which accounts
for just over 3% of GDP, was not severely
affected by the crisis. Industry fell by 7% in 2020,
although some sectors, including electronics
and chemical manufacturing, managed to
resist. The secondary sector is expected to
grow by 5% in 2021, driven especially by the
resumption of construction owing to growing
demand for housing and major infrastructure
projects, including Rail Baltica, a European rail
project to link Helsinki and Warsaw, the cost of
which for Latvia is estimated at EUR 2 billion
(7% of GDP). Services declined sharply during
the crisis (-8%) but are expected to grow by 5%
in 2021, driven by solid results in financial and
business services.

Prudent fiscal management
impacted by the crisis

Since March 2020, the government has
announced a series of measures to support
household incomes and the hardest hit sectors,
totalling approximately EUR 3 billion, or 11% of
GDP. However, demand is likely to be limited
for some measures such as state-guaranteed
loans, which will reduce the initially planned
spending. The public deficit has necessarily
worsened due to the implementation of this
plan but should be reduced in 2021. Public debt
also increased by several percentage points of
GDP in 2020 and is expected to rise slightly

next year. The public accounts will benefit from
European support, including EUR 5 billion under
the EU Recovery and Resilience Facility, of
which 70% will be disbursed before 2022, and
EUR 7.97 billion under the 2021-2027 multiannual
financial framework, of which 14% will be
distributed in 2021.

The current account showed an unusual surplus
in 2020, as, despite declining because of the
drop in exports related to tourism and transport
(including a collapse in transit traffic with
Russia, which accounts for the vast majority
of rail freight), the services surplus for once
exceeded the goods deficit, which narrowed
slightly in 2020 due to a steep drop in imports
(fossil fuels, oil and capital goods). The trade
balance (goods and services), which showed a
small surplus in 2020, is expected to return to
a deficit in 2021, as the pick-up in consumption
and investment will drive an upturn in imports.
This also explains why the current account will
return to a deficit in 2021. The financial account
will continue to be affected by the fact that FDI
inflows are lower than investments abroad. Gross
external debt, almost 80% of which is owed by
the private sector, has been slashed in recent
years and reached 122% of GDP in 2020.

Political stability threatened
by community tensions and
a flawed financial system

Krigjanis Karin$ was appointed prime minister
in 2019 and leads the governing coalition of
the New Conservative Party, the populist KPV,
the Liberal AP! party, the Nationalist Alliance
and the Liberal-Conservative New Unity party.
The lack of political representation for the
large Russian-speaking minority (30% of the
population) in successive governments reflects
their exclusion from Latvian society, in a country
where language is an important identity issue,
and even though the pro-Russian Harmony
party came out on top in the 2018 legislative
elections. Relations with Russia have become
strained again since the construction of a fence
at the Russian border in 2019. Although officially
intended to limit smuggling and the illegal entry
of migrants into Latvia, the fence is seen by
some Russian media outlets and politicians as
a gesture by Riga against Moscow.

Finally, many Latvian banks serve foreign clients
associated with a high risk of money laundering.
Although the value of non-resident deposits
has decreased, falling from EUR 8.1 billion
in 2017 to EUR 3.2 billion euros in 2019, and that
the country signed an agreement in 2020 on this
subject with the United States, the most recent
FinCEN report of September 2020 singles out
Latvia and the country’s inadequate political
response to this issue.
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LEBANON

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

6.9
7,661
LBP

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Lebanese pound

TRADE EXCHANGES

Exports of goods as a % of total

SWITZERLAND D >
UNITED ARAB EMIRATES [ 15%
EURO AREA [ ] 8%
SAUDI ARABIA [ ] 5%
SYRIA [ ] 5%
Imports of goods as a %
EURO AREA I -
UNITED STATES [ ] 9%
CHINA [ ] 8%
RUSSIA [ | 7%
TURKEY [ ] 5%

« Important regional trading hub
« Strong potential for tourism

)

« Large budget and current account deficits
« Dependence on imports and foreign capital

inflows

conditions
« High political uncertainty

« Very high inflation, fragile currency peg
« Social instability due to deteriorating living

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) -1.9 -6.9 -25.0 -1.8
Inflation (yearly average, %) 4.6 2.9 90.0 120.0
Budget balance (% GDP) -1.3 -10.5 -16.5 -13.2
Current account balance (% GDP) -28.2 -27.4 -16.3 -9.1
Public debt (% GDP) 154.9 174.5 171.7 170.0

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

RISK ASSESSMENT

Stagflation expected to continue

The Lebanese economy, already hit in late
2019 by rising protests due to in-creasing income
inequality and declining personal income, was
severely im-pacted by a series of factors in
2020. Following the default on its USD 1.2 billion
Eurobond in March 2020, the country expe-
rienced a drastic dollar shortage and a massive
depreciation of the local currency (hitting an
all-time low of 10,000 versus the U.S. dollar on
the black market in July 2020 compared to the
official rate of 1,507.5). Lebanon also suffered
from several weeks of lockdown because of
COVID-19 and a massive explosion in Beirut in
August 2020 that killed nearly 200 people and
damaged the main port through which 80% of
imports were entering into the country. In 2021,
the economy should continue contracting mainly
due to deteriorated supply chains, the decline in
private consumption in line with still skyrocketing
inflation, and high fiscal and external pressures.
The sovereign default and the lack of structural
reforms will weigh on the country’s ability to
attract capital inflows. The lack of external funds
coupled with a deterio-rated business environ-
ment will continue to weigh on investments.
The ruinous situation of the electricity sector is
another obstacle, as Lebanon does not have the
capacity to supply 24-hour electricity across the
country. The contribution of net exports to GDP
will also remain in the negative territory: exports
suffer from closed roads and regional tensions,
but also from the dependence on imported
inputs, as imports have become costlier due
to the lack of dollars. The high level of inflation
(hitting 131% in September 2020) will persist
due to the loss of an important part of the
import capacity after the Beirut explosion and
the destruc-tion of a grain silo that threatens
grain reserves and food prices.

Current account deficit is
narrowing, but very gradually

The Beirut blast caused a decline of around
45% in the port’'s revenues in January-
September 2020 compared to a year earlier.
The country’s key export markets are the Gulf
countries and the European Union. The slow
recovery on those markets and the loss of local
production capacities due to the economic
and social crisis resulted in declining exports.
The continuous crisis in Syria is also a drag on
land transportation of Lebanese goods. More

importantly, imports are also expected to
decline because of the economic contraction.
Given that imports outweigh exports, the trade
deficit, which already narrowed by around
60% year-on-year in the first eight months of
2020, will continue to improve, but at a gradual
pace. Services exports will continue to suffer
from reduced tourism revenues induced by
COVID-19 measures and lower local security.
Tourism revenues, which reached USD 12 billion
(22% of GDP in 2019), have declined by more
than half in 2020 and are expected to slightly
pick up to USD 8 billion in 2021. The country will
also lack remittances (estimated at 13% of GDP in
2019 according to the World Bank) from its Gulf
neighbours and the large Lebanese expatriate
population. Finding other external resources will
continue to be a difficult challenge for Lebanon.
International donors condition their aid to the
implementation of much needed reforms on the
exchange regime, transparency and accounta-
bility. However, the delay in the formation of a
new government has intimidated international
donors. As a result, the central bank’s foreign
currency reserves declined to a critically low level
in 2020 (down by USD 11.3 billion in January-
September 2020 to reach USD 25.9 billion,
equivalent to around 30 months of imports).
These factors are expected to weigh on the
currency peg in 2021. The fiscal deficit will persist
in the upcoming period due to the absence of
fiscal reforms and a restructuration of the elec-
tricity sector, lower budget reve-nues because
the economic crisis and the impact of COVID-19.

Rising poverty increases
political instability

Following the massive explosion in the port,
which has caused an estimated USD 7 billion in
damage (around 14% of GDP), poverty increased
in Lebanon (55% of the population live in poverty
according to the United Nations, compared to
28% in 2019). Furthermore, the country faces
an important refugee issue (estimated at 25%
of total population) that puts pressure on the
country’s infra-structure and public services
capacities. The crippling financial crisis, rising
unemployment and the strong depreciation
of the local currency are causing basic goods
shortages such as medicine and food, and
the rise in inflation is leading the country to
political instability. The political scene remains
problematic, as the repartition of assembly seats
is based on confession, which makes it difficult to
find a candidate who can convince all the parties
to implement struc-tural reforms. Therefore, the
social discontent and protest will continue.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

4.6
694
LRD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Liberian dollar

TRADE EXCHANGES

Exports of goods as a % of total

SWITZERLAND D
EURO AREA [ ] 20%
UNITED STATES [ ] 19%
BANGLADESH ] 2%
SINGAPORE | 1%
Imports of goods as a % of total
CHINA I 2o
e
EURO AREA [ ] 10%
UNITED STATES [ ] 8%
COTE D'IVOIRE [ | 6%

« Diverse natural resources (rubber, iron, gold,

diamonds, oil)

community
* Member of the Economic Commun
West African States (ECOWAS)

o

« Financial support from the international

ity of

« Poor infrastructure
* Dependent on commodity prices

« Significant levels of poverty and unemployment;

shortcomings in education and healt

hcare

* Recent Ebola epidemic, which could reoccur

* Recent and fragile democracy, high
of corruption

« Difficult business environment

« Dominant informal sector

levels

LIBERIA

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 1.2 -2.5 -3.0 3.2
Inflation (yearly average, %) 23.5 27.0 14.0 9.5
Budget balance* (% GDP) -5.1 -4.5 -3.0 -2.2
Current account balance** (% GDP) -23.4 -21.5 -21.3 -21.5
Public debt (% GDP) 42.2 53.2 61.7 63.5

(e): Estimate. (f): Forecast. * Inclung grants, Fiscal year 2021 from July 1%, 2020 to June 30, 2021. ** Including official transfers

RISK ASSESSMENT

Resumption of growth

Liberia’s growth has been volatile since the Ebola
epidemic in 2014. After being negative in 2019,
partly due to currency depreciation and a weak
external sector, growth contracted further
in 2020 following the COVID-19 pandemic.
Measures to combat the spread of the epidemic,
such as the closure of certain establishments
including schools, churches and cinemas,
and restrictions on access to restaurants and
banks, impacted domestic demand. To lessen
the impact on the population, whose situation
is already difficult, the government and its
international partners implemented a pandemic
response plan, with assistance provided to
the poorest and most vulnerable households.
The plan also features a component devoted
to economic recovery through private sector
investment and domestic revenue mobilisation.
However, the downturn in activity was mainly
due to the decline in exports (29% of GDP
in 2019). Mining sector exports (nearly 50% of the
total), chiefly gold, declined, despite higher gold
prices, owing to weakened external demand.
Rubber and palm oil exports fell as well. In 2021,
external demand is expected to recover, which
should allow exports to resume and thus growth
to rebound. Services recorded losses due to
restrictions related to the COVID-19 crisis, which
affected various sectors such as tourism, trans-
port and financial services, but should be on a
more positive trajectory in 2021. Agriculture and
forestry (one-third of GDP), which employ 60%
of the population, are expected to be resilient
in 2021 thanks to increased rubber and palm oil
production capacity.

Inflation fell sharply on weaker demand, low
oil prices and tighter monetary conditions. A
shortage of banknotes led to a contraction
in the money supply and consequently to
less depreciation of the Liberian dollar, which
reduced inflation. Still, inflation remains high as a
result of the Liberian dollar’s trend depreciation
against the U.S. dollar. In 2021, a slight rise in
the global price of oil, which is a major import
product, will slow the decline in inflation.

Deficits financed by foreign aid

The current account deficit remains very
high, despite international assistance, but is
stable. It is particularly affected by the large
trade deficit (18% of GDP in 2020), which did
however continue to shrink thanks to a decline
in imports owing to the Liberian dollar’s sharp

depreciation against the U.S. dollar (1USD
was worth 97 Liberian dollars in July 2017,
compared to 195 in October 2020), as well as
modest growth in exports. In 2020, the decline
in exports was offset by lower imports and lower
oil prices. In 2021, the deficit is not expected to
change, due to the parallel recovery in exports
and oil prices. The current account deficit will
be partly financed by FDI (8% of GDP), but the
bulk of the financing will come from multilateral
concessional loans. The increase in public
spending to contain the pandemic, coupled with
lower revenues due to the slowdown in activity,
caused the public deficit to widen to -20.5%
in 2020 versus -18% in 2019. However, grants
considerably reduce the deficit, and this situation
should continue in 2021 with the additional
funds received in response to COVID-19. The
IMF has granted USD 50 million under its Rapid
Credit Facility and debt service relief under the
Catastrophe Containment Relief Trust amounting
to USD 45 million over two years. The EU
approved the disbursement of USD 59 million
under two programmes to promote economic
development and post-COVID recovery. The
World Bank and the African Development
Bank have also released funds for various health
and food security projects, and to mitigate
the effects of the pandemic. Public debt has
increased significantly because of this financing.
However, its external share (70% of the total) is
almost exclusively multilateral and concessional.
The domestic share recently increased due to
borrowing from the central bank.

Uncertain political stability

Former footballer George Weah was elected
president in December 2017. His election, after
two civil wars (1990/97 and 1999/2003), marked
the first democratic and peaceful transition
between two elected presidents in 73 years.
Through his Pro-Poor programme, President
Weah affirmed his commitment to tackling the
lack of infrastructure, promoting access to basic
public services, and fighting corruption. However,
the weak economy, inflation and recurring
corruption issues are fuelling public protests and
undermining political stability. Furthermore, the
regime’s handling of the COVID-19 crisis, which
has been handicapped by the weak health care
system, has come in for criticism. This has further
eroded the popularity of the president, which
had already been damaged by social unrest
and corruption scandals. The next elections are
scheduled for 2023. In the meantime, political
stability may well be challenged by widespread
criticism of the Weah administration.

COFACE

149

COUNTRY & SECTOR RISKS HANDBOOK 2021



LIBYA

COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

6.6
6,055
LYD

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Libyan dinar

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I -+
CHINA [ ] 19%
EGYPT B 7%
UNITED STATES | 4%
AUSTRALIA ] 3%
Imports of goods as a % of total
CHINA I =%
EURO AREA I s
TURKEY [ ] 15%
SOUTH KOREA [ ] 8%
UNITED STATES [ ] 4%

« Large oil and gas reserves (the largest
in Africa)

* Very low external indebtedness

« Large foreign exchange reserves, sovereign
funds

« Strategic positioning in the Mediterranean,
proximity to Europe

« Country divided in two: Tripolitania in the
west, managed by the Government of
National Accord, led by the Prime Minister
of the Presidential Council, Fayez-al Sarraj,
recognised by the international community;
Cyrenaica in the east, supported by Marshal
Haftar

* The south of the country (Fezzan) faces the
proliferation of trafficking (human, arms,
drugs) and animosity between Tuaregs
and Toubous

< Economic and financial fragmentation
superimposed on political and tribal divisions

« Selective currency access for importers

« Deficient business environment (186/190 in
the Doing Business 2020 ranking)

« Destruction of a large part of the country’s
infrastructure

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 17.2 2.5 -41.0 21.0
Inflation (yearly average, %) -1.2 4.6 22.0 15.0
Budget balance (% GDP) 16.3 20.4 -10.0 -5.0
Current account balance (% GDP) 25.7 10.7 -14.0 3.5
Public debt (% GDP) 105.0 110.0 260.0 N/A

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

RISK ASSESSMENT

Slim hope for elections in 2021 and a
highly deteriorated security situation

The attack on Tripoli between April 2019 and
June 2020, the blockade of oil ports and
terminals between January and September 2020,
and the health crisis, have created the most
severe crisis that Libya has faced since 2011.

Indeed, undermined by the political fractures
that reappeared following the 2011 revolution,
Libya is a divided territory. Two authorities are
vying for power: the self-proclaimed Libyan
National Army (LNA) of Marshal Khalifa Haftar
in the East and the internationally recognised
executive Government of National Accord
(GNA) based in Tripoli in the West. Following
an offensive against Tripoli launched by Marshal
Haftar in April 2019, the country was plunged
into a new period of open civil war between
the two rival authorities, fuelled by interference
from foreign powers (support for the GNA from
Turkey and Qatar and for the LNA from the
UAE, Russia, and Egypt). The battle of Tripoli
ended in June 2020 with the expulsion of the
LNA from the suburbs of the capital. A ceasefire
agreement, signed on 23 October in Geneva
under the aegis of the UN, subsequently brought
the fighting to a halt.

The United Nations Mission of Support to Libya
(UNSMIL) confirmed in November 2020 that the
two parties had agreed to hold parliamentary
and presidential elections in December 2021,
However, since the new form of the institutions
has not been agreed upon, it is unclear as to
which bodies Libyans will be asked to vote
for. Moreover, while the Geneva Agreement
provided for the withdrawal of foreign troops
by 23 January 2021, the GNA indicated that the
agreement did not concern Turkey and signed a
new military cooperation agreement with Qatar.

Economy dependent
on the evolution of the
conflict and oil activity

The collapse in growth is explained by the
near stoppage of the oil sector during the
first three quarters of 2020, even though it
accounts for 60% of GDP. The blockade of
production was in fact due to the armed militias
of the Libyan National Army. After 8 months
of blockade, Marshal Haftar announced its
lifting in August 2020. According to OPEC, oil
production went from 1.1 million barrels per day
in December 2019 to 107,000 between February
and September 2020, a loss in revenue of 95.5%
according to the National Oil Corporation.

Since the lifting of the blockade in September,
production recovered rapidly, to 1.2 million
barrels per day in mid-November, and should
continue to do so in 2021, provided no political
crisis occurs. However, the degradation of the
infrastructure will cost billions of dollars and
will require the arrival of foreign investors, who
are cautious given the situation in the country.

Aside from the problems related to the oil
sector, household consumption (up to 80%
of GDP in some years), affected by falling
incomes and social distancing measures, fell
by 15% in 2020 and is expected to rise by only
3% in 2021. Local private investment is expected
to remain low due to the persistence of high
uncertainties. The economy has also suffered
from currency depreciation on the black market
(54% in the first half of 2020) linked to the
scarcity of foreign currency, which has widened
the gap with the official exchange rate. With the
boom in oil revenues, the depreciation should
stop in 2021.

Very large twin deficits

The public balance was plunged into an extreme
deficit in 2020. Indeed, 55% of public revenues
are dependent on oil. However, in 2020, oil
revenues are expected to have accounted for
only one-fifth of 2019 revenues. To limit the
deficit, the GNA cut civil servants’ salaries by
20% and reduced its subsidies, particularly on
fuel. Furthermore, the tax on foreign exchange
sales introduced in December 2018 helped to
slightly alleviate the pressure on public finances.
The deficit is financed by the Central Bank, but
also by local commercial banks, which explains
why most of the debt is domestic. In 2021, the
resumption of production and the rise in oil
prices will improve public accounts.

The 80% drop in exports (97% of which is made
up of oil exports) explains a very large part of the
huge current account deficit in 2020. In 2021, the
lifting of the blockade and the rise in oil prices
will allow a 198% increase in exports of goods
according to the IMF. By contrast, however,
imports are expected to pick up sharply.
The structural deficit in services will remain
significant given the country’s dependence on
foreign companies to service its oil industry,
while the primary income surplus resulting from
investments held abroad will persist. In 2021,
the reduction of the current account deficit
will alleviate the pressure on Libya’s foreign
exchange reserves (USD 74 billion at the end
of May 2020, more than 20 months’ worth of
imports), which the central bank has used to
try to maintain foreign currency supply to the
market in 2020. Moreover, Libya has a sovereign
fund estimated at USD 60 billion in 2011, which
has since been frozen by decision of the UN.
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BUSINESS CLIMATE

Al

POPULATION
Millions of persons - 2019

2.8
19,482
gulrj(:!RENCY E U R

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

LATVIA [ ] 10%
POLAND [ ] 8%
GERMANY [ ] 8%
ESTONIA [ ] 5%
Imports of goods as a % of total
RUSSIA I 5%
POLAND [ ] 12%
GERMANY ] 12%
LATVIA [ ] 7%
NETHERLANDS [ ] 5%

*« Membership of the Eurozone since 2015
and the OECD since 2018

* Sound public and external accounts

*Banking system dominated by three
Scandinavian institutions

« Transit zone between the European Union
and Russia / Kaliningrad enclave

« Diversification of energy supply (Klaipeda
gas terminal, shale gas potential, electricity
links with Poland and Sweden)

« Rising FinTech sector

« Tight labour market: shrinking workforce
(emigration of skilled young people) and
high structural unemployment

* Large informal economy (26% of GDP)

* High income disparity between the capital
and the regions, particularly in the northeast
where poverty persists

« Limited value added of exports (mineral
products, wood, agri-food, furniture, electrical
equipment)

« Competitiveness eroded by insufficient
productivity gains

LW

BELARUS

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.9 4.3 -1.3 2.8
Inflation (yearly average, %) 2.7 2.3 1.2 1.0
Budget balance (% GDP) 0.6 0.3 -8.4 -5.0
Current account balance (% GDP) 0.3 3.3 6.8 4.1
Public debt (% GDP) 33.7 35.9 46.8 49.2

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

RISK ASSESSMENT

Recovery after a relatively
modest recession

The economic outlook for 2021 is charac-
terized by the recovery following the
COVID-19 pandemic induced recession in 2020.
After COVID-19 first hit Lithuania in spring, the
government reacted fast with a nationwide
lockdown for 6 weeks, with all non-essential
shops and services closing and public life
coming to a standstill. These measures helped
to contain the number of COVID-19 cases in a
very modest area. A second wave that started in
early autumn of 2020 turned out much stronger,
and resulted in another lockdown (starting in
October 2020 until at least early 2021), again
with severe restrictions (e.g. closed shops).
While the restrictive measures in Lithuania
were similar to other European countries in
spring 2020 (e.g. Germany), the economic
damage was significantly lower. In the first half
of 2020, GDP fell only by 1.2% compared to
the same period in 2019, which was the second
best result in the EU after Ireland. A strong
production in the important food industry and
in pharmaceuticals helped to stabilize economic
growth. After a dynamic economic recovery in
the summer of 2020 and another setback in
economic activity in late 2020, because of the
second lockdown, GDP growth in 2021 should
be positive, but muted. It will depend on the
development of the pandemic/the vaccination
campaign, as well as the economic performance
of the main export destinations: Russia, Poland
and Latvia (which together account for 31% of
all exports). Private consumption should remain
one of the main drivers of economic growth, as
the unemployment rate will slowly descend from
its 2020 highs to lower but still elevated levels
in 2021. Wage growth should be accordingly
lower in 2021 (around 3.3% after 6.5% in 2020).
Growth support will probably also come from
the fiscal stimuli that were already decided in
2020 and that are particularly concentrated on
investments. In 2020, the government decided
an additional budget of EUR 3.5 billion (7% of
GDP) in order to support the health sector
and to provide wage subsidies for employees.
Moreover, guarantee schemes were expanded
(EUR 1.3 billion, 2.6% of GDP) and a business
support fund was introduced (EUR 1 billion,
2.1% of GDP). Besides this, an investment plan
worth of EUR 6.3 billion (13% of GDP) was

approved (EUR 2.2 billion are new, the rest
was accelerated) to invest, for instance, into
infrastructure and digitalization through the end
of 2021. Additional support will come from the
ECB, which extended its asset purchases by
EUR 500 bn. up to EUR 1850 bn., so that it has
enough liquidity to buy assets in an unchanged
manner until the end of March 2022. Further
T-LTROS for an unchanged high credit supply
are in the pipeline, too.

Public debt and the current account
surplus reach record highs

The stimuli programs had a price. After four
consecutive years of surpluses, the public
budget went into a strong deficit in 2020. The
additional investment measures in 2021 will lead
into another strong deficit (comparable in size
with the deficit of 2010). Therefore, pubic debt
will increase to almost 50% of GDP, a record in
Lithuanian history. The current account surplus
has surprisingly reached a record high in 2020.
The structural goods trade deficit decreased
noticeably, as imports fell stronger than exports,
while the services balance remained in surplus
and the structural deficit of the income balance
(e.g. capital income) decreased. In 2021, the
deficit of the trade balance should increase again
somewhat with a stronger recovery of domestic
demand, but the current account surplus will
probably remain relatively high.

New Prime Minister elected
to fight the recession

Former Finance Minister and opposition politician
Ingrida Simonyté won, for the conservative
party “Homeland Union”, the parliamentary
elections in October 2020. The party holds now
50 of the 141 seats in parliament. The victory
reflected the public support for a comeback of
Simonyté’s austerity policy, which she worked
on from 2009 to 2012 when she dealt with the
repercussions of the financial market crisis and
stabilized public finances via harsh cutbacks.
The Farmer and Greens-party of the former
Prime Minister Saulius Skvernelis, which lost
22 seats and reached 32 seats, came second
in the general election. The new Prime Minister
Simonyté formed a coalition with the Liberal
Movement (12 seats) and the Freedom Party
(11 seats). Together, they have a small majority
of 73 seats. The next parliamentary election
should take place in October 2024.
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COUNTRY RISK

BUSINESS CLIMATE

Al

POPULATION

Millions of persons - 2019 OIG
115,839

CURRENCY

Euro EU R

TRADE EXCHANGES

GDP PER CAPITA
US Dollars - 2019

Exports of goods as a % of total

GERMANY I s
FRANCE ] 16%
BELGIUM ] 1%
NETHERLANDS | ] 5%
ITALY [ ] 5%
Imports of goods as a % of total
BELGIUM I 4
GERMANY ] 24%
FRANCE [ ] 1%
CHINA [ | 7%
NETHERLANDS [ ] 6%

« Fiscal stability

« Skilled multilingual workforce

« High-quality infrastructure; business-friendly
regulation

« Major international financial centre

« High standard of living

o

« Heavily dependent on a large financial sector

« Economy vulnerable to Eurozone economic
conditions

« Long-term budgetary impact of population
ageing

« International pressure for tax reform threatens
to reduce the tax base

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.1 2.3 -2.1 1.7
Inflation (yearly average, %) 2.0 1.6 0.2 1.3
Budget balance (% GDP) 31 2.4 -8.3 -3.9
Current account balance (% GDP) 0.0 2.2 0.6 1.1
Public debt (% GDP) 21.0 22.0 28.1 29.4

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

RISK ASSESSMENT

Rebound in activity, driven
by a resilient financial sector

Following a recession of unprecedented
proportions, the economy is expected to
rebound significantly in 2021, but without fully
offsetting the previous year’s losses. Faced
with the first wave of the pandemic in the
spring of 2020, the government introduced a
lockdown, closing all non-essential activities, but
did not impose travel restrictions. While, as a
result, the country recorded a substantial drop
in GDP of around 8.5% in the first half of the
year, it showed relative resilience in comparison
to the rest of the Eurozone, and in particular
compared to other countries in the region that
had implemented similar lockdowns (average
GDP loss of around 20% for France, Italy and
Spain). Although household consumption and
business investment collapsed in proportions
comparable to those of the hardest hit countries,
Luxembourg’s economy benefited during the
crisis from the resilience of the financial sector,
which accounts for 27% of GDP and whose jobs
are conducive to teleworking. As the world’s
second-largest fund management centre
(EUR 4.7 trillion in assets under management)
behind only the United States, the Luxembourg
economy is highly exposed to the volatility
of the international financial markets, which
were overall robust in 2020 after a collapse
in the spring. The financial sector is mainly
composed of foreign banks (subsidiaries of
European banks) — of the 130 banks registered
in 2019, only seven were domestically focused
commercial banks — and alternative investment
funds. Thanks to the diversity of the financial
sector’s activities, profitability in the sector is
less affected by very low interest rates. The end
of the transition period following the UK’s exit
from the European Union will enable an influx
of FDI from companies relocating from the UK,
particularly in the insurance sector. Regarding
financial stability, capitalisation is strong, and
the authorities are taking measures to contain
property risks (change to the rule on accelerated
depreciation of rental property investments).
Beyond finance, although Luxembourg has
become a hub for scientific R&D, industry’s
share in GDP is steadily declining (5% of GDP
in 2019, with metals accounting for one-third,
down from 6% in 2010 and 13% in 1995), replaced
by real estate activities and business services
(20% of GDP) and non-market services (19%).

Healthy public finances despite
pandemic-related expenditure
While 2020 marked the end of a decade of

budget surpluses, due to the fall in activity and
support measures (unemployment, direct aid to

companies, deferral of tax and social security
payments), the public deficit is expected to fall
significantly in 2021. The public accounts will
nevertheless remain clearly in deficit due to
the extension of some measures (short-time
work scheme, business aid) amid the ongoing
pandemic, and the increase in public investment,
particularly in transport infrastructure, aimed
at reviving activity (4.3% of GDP, up 0.6 points
on 2019). Although a broader tax reform initially
planned for 2021 was finally postponed due to
health uncertainties, a carbon tax of EUR 20/
tonne of CO, will be introduced in 2021 and
increase by EUR 5/tonne per year through
to 2023, and real estate income earned by
investment funds will be taxed at a flat rate of
20%. Whatever happens, public debt, which was
the lowest in the Eurozone before the crisis, will
remain at a very low level.

Moreover, after falling sharply in 2020 mainly due
to the collapse in the income balance resulting
from social contributions paid to cross-border
workers during the lockdown (partial unemploy-
ment scheme, extraordinary leave for family
reasons), the current account surplus is expected
to rebound in 2021. While trade is expected to
grow, the trade deficit and the income deficit
due to cross-border transfers will continue to be
offset by a significant surplus in the balance of
services, three-quarters of which is attributable
to the financial sector (EUR 20 billion).

A government strengthened
by its handling of the first wave

At the head of the country since 2013, Prime
Minister Xavier Bettel of the centre-right
Democratic Party (DP) remained in power
following the 2018 legislative elections after
reaching a deal, as he did in his previous term,
with the Socialist Party (LSAP) and Déi Gréng
(environmental), giving the coalition a narrow
majority (31 seats out of 60). The Christian
Social People’s Party (CSV) came out top in
the election with 28% of the vote, 11 points ahead
of the DP, and is the main opposition party
with 21 seats. While the DP has been forced to
make concessions to its partners, notably the
environmental party, the only one of the main
parties to make gains in 2018, as evidenced by
the green investment projects and the recent
carbon tax, the coalition looks solid. According
to a poll in June 2020, the prime minister’s party
was strengthened by its handling of the first
wave of the pandemic, attracting increased
voting intentions (21%), which would give the
coalition a more comfortable majority (33 seats)
in the event of early elections.
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COUNTRY RISK

POPULATION
Millions of persons - 2019

2.1
6,109
MKD

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Macedonian denar

TRADE EXCHANGES

I
Exports of goods as a % of total

EURO AREA
BULGARIA |
KOSOVO [ | 5%
SERBIA ]
HUNGARY |

Imports of goods as a % of total

EURO AREA I ;¢
UNITED KINGDOM [ ] 1%
SERBIA B 7%
CHINA [ ] 6%
TURKEY [ ] 5%

« Association and Stabilisation Agreement with
the EU, candidate for accession since 2003

« Integrated into the European manufacturing
production chain

* Close to factories in Central Europe and at
the meeting point of two European corridors

* Wage competitiveness

« Support from European donors

« High levels of remittances from expatriate
workers

« Denar pegged to the euro

o

« Low participation rate (47%), high structural
unemployment and lack of productivity due
to inadequate training

« Large informal economy linked to inefficient
government and cumbersome regulation

« Sustained emigration to the EU by young
people, who face 35% unemployment

* High level of euroisation (40% of bank
deposits and credit)

* Inadequate transport, energy, health and
education infrastructure

« Polarised political landscape

« Tensions between the Slavic majority and
the Albanian minority

/' NORTH
‘\ MACEDONIA

N,
N

MACEDONIA (NORTH)

v~

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 2.7 3.6 -4.4 5.0
Inflation (yearly average, %) 1.5 0.8 0.9 1.5
Budget balance* (% GDP) -1.8 -2.0 -6.7 -4.5
Current account balance (% GDP) -0.1 -2.8 -3.4 -2.5
Public debt** (% GDP) 40.6 40.1 50.2 50.5

(e): Estimate. (f): Forecast. * Including public company in charge of national roads. ** Including public guarantees.

RISK ASSESSMENT

Domestic and external
demand drive the recovery

In 2020, the economy contracted due to the
COVID-19 crisis. Household consumption, a key
source of growth in recent years (75% of GDP),
was severely impacted by the strict lockdown
measures in place from March 2020 to the end
of June 2020. After falling (16.2% in Q1 2020)
because of labour market reforms in recent
years, unemployment hit 20% at the end of 2020,
causing household income to decline. Combined
with the drop in remittances, this loss of income
weighed on consumption, which dropped by an
estimated 4% in 2020. Reduced demand from
the European Union, which accounts for 75%
of the country’s exports, hurt foreign trade.
Investment declined by around 10% in 2020.

Despite the continued presence of restrictive
health measures, a recovery began in the second
half of 2020, supported by accommodative
fiscal and monetary policies and the start of
EU accession negotiations. Stimulus measures
include tax breaks for businesses, subsidies for
specific sectors, notably agriculture and tourism,
and loan assistance to borrow at preferential
rates. The National Bank of the Republic of North
Macedonia (NBRNM) has cut its policy rate twice
since the beginning of the crisis, reducing it by
a cumulative 50 basis points to 1.5% in March
2020 to stimulate economic activity through
lending to households and businesses. The
recovery is expected to continue in 2021, in
line with the upturn in the EU, particularly in
Germany (50% of exports). The country may
then benefit from increased investor confidence
following the end of the conflict with Greece,
while investment projects (financed by the
EBRD) will help the country’s competitiveness
and regional integration (transport and energy).

A halt to fiscal consolidation

The public deficit widened significantly in
2020 on the back of increased health and social
security spending. Revenues declined due to the
downturn in economic activity, while stimulus
plans worth EUR 1 billion (8% of GDP) were
introduced in response. To compensate for
the fall in tax revenues, borrowing increased,
taking away the prospect of stabilising the debt,
whose service represents 12% of GDP. Fiscal
consolidation is hampered by tax evasion linked
to the informal economy (estimated at between
30% and 40% of income and 18% of employment)
due to shortcomings in tax administration and
the labour inspectorate. Current expenditure on

social assistance, wages and pensions leaves
little room for public investment. Finally, the
advantages granted to foreign investors, such
as a ten-year tax exemption and free access to
public services, are costly.

Regarding the external accounts, the current
account deficit widened in 2020. It is expected
to shrink slightly as exports return to pre-crisis
levels in 2021, although the rebound in domestic
demand and imports will counterbalance this.
The income surplus coming from expatriate
remittances and cash contributions (15% of GDP),
as well as the services surplus (tourism and trans-
port), will partly compensate for the trade deficit
(15% of GDP) and the repatriation of income
from foreign investments. The current deficit
is financed by foreign investment. One-quarter
of the external debt (80.3% of GDP as of June
2020) comes from commitments related to
foreign investments, with the remainder divided
between the public and private sectors. Foreign
exchange reserves stood at more than four
months of imports in 2020.

EU membership is a long way off

Initially scheduled for November 2020, the
legislative elections of July 2020 resulted in
a narrow victory for the coalition led by the
Social Democratic Alliance of Macedonia (SDSM)
and the Albanian party BESA, with Zoran Zaev
holding onto his position as prime minister. The
coalition agreement with the main Albanian
party, DUI, states that Zaev will hand over his
post to a member of the Albanian minority for a
period of one hundred days following the expiry
of a four-year period, before the next elections.
Turnout was lower than in 2016 because of the
epidemic, but also because people are fed up
with the political class, which is accused of
corruption and inaction in the face of economic
stagnation. The new mandate should be marked
by the country’s desire to join the European
Union. In addition to becoming the 30" member
state of NATO in March 2020, the country
reached an agreement to start EU accession
negotiations. However, officially launching the
talks will take time, as they are conditional on
numerous reforms in the areas of the rule of
law, independence of the judiciary and the fight
against corruption. Regarding the business
environment, while foreign companies enjoy
considerable tax breaks and low wages within
the Industrial and Technological Development
Zones (free zones), outside these zones they
have to contend with a shortage of skilled labour,
poor infrastructure, weak research and develop-
ment, issues relating to judicial independence,
corruption and organised crime.
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COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

26.9
525
MGA

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Malagasy ariary

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA I 5%

UNITED STATES [ ] 19%

CHINA [ ] 6%

JAPAN [ | 6%

SOUTH KOREA [ ] 5%
Imports of goods as a % of total

CHINA I >

EURO AREA .

uniTeb ARAB EMIRATES [ 10%

INDIA ] 8%
SOUTH AFRICA 5%

o

« Significant mineral reserves (precious stones,
nickel, cobalt) and petroleum reserves

« Agricultural potential, world’s leading
producer of vanilla

« Tourism development

« Support from international multilateral and
bilateral donors (United States and France)

« Public debt mainly on concessional terms
(65% of total)

« Reliant on agricultural and mining products
(petroleum oil), vulnerable to terms of trade
fluctuations

* Vulnerable to climatic hazards and natural
disasters: ranked seventh most affected by
climate risk in 2018 by the Global Climate
Change Index

« Poverty, with 75% of the population living
below the extreme poverty line of USD
1.90 per day

« Dependent on foreign aid

« Inadequate road, water and electricity
networks (only 13% of people have access
to electricity)

* Chronic political instability (crises in 1972,
1991, 2002 and 2009)

« Political corruption

I $ COUNTRY PROFILES

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.6 4.8 -3.2 3.1
Inflation (yearly average, %) 8.6 5.6 4.3 5.5
Budget balance (% GDP) -1.5 -2.4 -4.8 -3.8
Current account balance (% GDP) 0.7 -2.3 -4.2 -2.9
Public debt (% GDP) 39.9 38.4 44.2 45.0

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

RISK ASSESSMENT

Investment as a driver of recovery

In 2020, activity contracted due to the
COVID-19 crisis. The state of emergency (border
closures, limited gatherings) introduced on
23 March was lifted in October 2020. While
industrial and commercial activities were no
longer under severe restrictions, despite the
extended state of emergency, only international
flights to Nosy Be, a well-known tourist desti-
nation, had resumed by early October.

The Supplementary Budget Act (LFR) of
June 2020, which was included as part of the
Madagascar Emergence Plan 2019/2023 (mainly
financed by international donors), focused on
health, education, water and sanitation, and
transfers to the most vulnerable members of
society, while maintaining the ambitious invest-
ment programme (9.5% of GDP under the LFR).
Madagascar’s insularity, combined with its lack
of infrastructure, makes commercial transactions
more expensive and hinders the competitiveness
of the private sector. Investments, which slowed
in 2020 due to health priorities, are therefore
concentrated on road and energy infrastructure,
but also on health and education infrastructure,
which is boosting construction and transport.
Despite the decline in oil prices, the purchasing
power of the Malagasy people fell after the ariary
depreciated steeply against the euro, losing 8.9%
between 19 March and 30 July 2020 and going
from MGA 4089 to MGA 4551 for EUR 1. In 2021,
consumption is expected to be affected by the
rising cost of imports and foodstuffs.

Given the cyclical nature of harvests, a slowdown
in the growth rate of agriculture (which employs
80% of the population and provides 80% of
household income) is expected in 2020/21,
following a bumper rice harvest in 2019/20.

Twin deficits have
deepened in the crisis

The release of USD 43.3 million in January
2020 signalled the end of the IMF programme
to which the country had committed in 2016 in
return for an Extended Credit Facility (ECF)
totalling USD 347 million (3% of GDP). This
notwithstanding, the IMF released a total of
USD 338 million in emergency funding under
the Rapid Credit Facility (in April and again in
July 2020). These disbursements helped finance
health and economic assistance expenditures
under the government’s national emergency
plan, while a decline in revenues and an increase
in public expenditures were recorded in 2020.
Beyond 2020 and the crisis, the authorities are
committed to pursuing reforms, presumably with
a view to a new ECF, by improving mobilisation

of customs and tax revenues to create sufficient
space for priority investments and necessary
social spending, and by pursuing reforms to
mitigate fiscal risks, such as those related to
state-owned enterprises. The budget deficit,
which is mainly financed through multilateral
and bilateral aid, is expected to decline slightly
in 2021. Public debt, which is 70% external,
is expected to barely increase. It is almost
exclusively on concessional terms and remains
sustainable.

Exports of mining products (15% of total
exports), vanilla and textiles declined because
of the crisis. Imports also decreased, although to
a lesser extent, due to weaker demand and trans-
port disruptions. In 2021, imports and exports
will recover in line with the economic upturn
in domestic and external markets. However,
the increase in export revenues is expected to
outpace that of imports given persistently low oil
prices. The capital and financial accounts were
hit by the 20% reduction in FDI in 2020. Inflows
of international financing largely offset both
this and the deterioration in the trade deficit,
generating a balance of payments surplus and
an increase in foreign exchange reserves, which
reached the equivalent of 4.8 months of imports
at end-2020.

President Andry Rajoelina
faces many challenges

Senate elections in December 2020 took place
against a tense backdrop. Opposition parties
rejected the elections as unconstitutional and
rushed, pointing out that several communes
did not have electoral college representatives
and complaining about irregularities in the
approval of the ordinance reducing the number
of senators from 63 to 18. Candidates from the
president’s IRD party won a resounding victory
in municipal elections in November 2019. Since
these mayors and councillors make up the
electoral college, which selects two-thirds of
the senate’s members (the rest are appointed by
the president), President Andry Rajoelina, who
was elected in 2018, is set to control the senate.

The government must tackle the perennial
socio-economic challenges facing Madagascar.
People living in the southwestern part of the
island are having to cope with a famine, following
a drought. International aid is being mobilised,
and the country will receive support from the
African Development Bank and the World Bank
as part of the Agro-industrial Processing Zone
Development Project (PTASO). This will be
implemented in 2021 for a period of five years
and aims to improve agricultural production
infrastructure and marketing of production,
in order to reduce dependence on imported
agri-food products.
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COUNTRY RISK D

BUSINESS CLIMATE D

POPULATION
Millions of persons - 2019

20.3
378
MWK

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Malawi kwacha

TRADE EXCHANGES

Exports of goods as a % of total

EURO AREA [ A
TANZANIA [ ] 14%
uNiTeb ARAB EMIRATES [ 9%
KENYA [ ] 7%
SOUTH AFRICA [ ] 6%
Imports of goods as a % of total
SOUTH AFRICA | L
CHINA [ ] 14%
INDIA [ ] 10%
EURO AREA [ ] 9%
UNITED ARAB EMIRATES [ 7%

« Natural resources (tobacco, tea, coffee,
sugar, soybeans)

« Rapidly expanding service sector

* Resumption of support by financial donors
(suspended for some time due to corruption)

*« Member of Southern African Development
Community (SADC) and Common Market
for Eastern and Southern Africa (COMESA)

o

* Economy dominated by agriculture, vulnerable
to weather conditions; highly affected by
climate change

« Food insecurity and geographical isolation

* Increase in extreme poverty (70% of the
population in 2020)

« Infrastructure shortcomings (water, energy,
transportation, education, health) and weak
business environment

« Widespread corruption (123/180 according
to Transparency International’s Corruption
Perceptions Index)

* Diplomatic tensions with Tanzania and
Mozambique

MALAWI

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 3.2 4.5 1.0 3.0
Inflation (yearly average, %) 9.2 9.4 9.1 9.5
Budget balance*** (% GDP) -7.2 -6.9 -8.3 -13.0
Current account balance (% GDP) -20.5 -17.1 -20.5 -20.3
Public debt* (% GDP) 59.4 59.5 69.1 78.2

(e): Estimate. (f): Forecast. * Fiscal year 2021 from July 1, 2020 to June 30%, 2021. ** Grants included.

RISK ASSESSMENT

Growth to return in 2021
after nearly stagnating in 2020

Although the courts blocked a full lockdown,
Malawi introduced various social distancing
measures, including closing schools and banning
gatherings, which slowed the country’s economy
in 2020. Even so, the economy held up relatively
well thanks to the dominant role played by the
agricultural sector, which shrugged off the crisis.
Growth will resume in 2021 but is not expected
to return to its pre-crisis level.

Agriculture, which employs 60% of the
population and accounts for 30% of GDP,
did not experience a recession, expanding by
0.5% despite the crisis. This was due, among
other things, to the 11% increase in 2020 in
maize production, which represents 30% of
the agricultural sector. However, agriculture
was hurt by lower cotton prices, supply chain
disruptions and the decline in tobacco prices
and production, although the United States
partially lifted its suspension of tobacco imports
from Malawi in August 2020. The absence of
a recession in the agricultural sector helped
to minimise income losses for rural dwellers,
thus stemming the decline in consumption (-5%
in 2020). In fact, the drop in consumption was
primarily due to the sharp decrease in income
for the urban population, which was hurt by
the collapse of services (-6% in 2020). Other
sectors were severely affected by shortages
and recurring power outages, but should
rebound in 2021 (+2.6% for industry and +2.5%
for services). The economy was also damaged
by a 7% drop in investment in 2020. Moreover,
this decline will not be offset by the 5% increase
forecast for 2021, particularly following the flight
of foreign investors. However, some investment
projects are expected to continue in 2021, such
as the World Bank-financed Mozambigue-Malawi
regional interconnection project, which includes
the construction of a high-voltage power line to
provide reliable supply to Malawian businesses
and households.

Massive deficits largely
financed by international aid

Despite international aid amounting to nearly
3% of GDP, not counting off-budget support
for development projects by donors, the
public deficit is high. It increased with the
launch in April 2020 of a USD 212 million reco-
very plan, which was subsequently raised to
USD 345 million, or 4% of GDP. Financing the
deficit will entail increased recourse to debt,
especially domestic debt, which covers 85% of

the financing requirements. Consequently, public
debt also increased, particularly the domestic
portion (47% of GDP), which is considered high
risk by the IMF. However, the public finances
got some support from increased foreign
aid, including emergency financing and debt
service suspension.

The large trade deficit (21% of GDP before
the crisis) was already fuelling a substantial
current account deficit, which widened slightly
in 2020 but is expected to stabilise in 2021.
Despite the decline in the oil bill (10% of imports)
and capital goods purchases, the goods deficit
widened as a result of increased public sector
imports (especially health-related capital goods)
and a drop in the country’s exports (tobacco,
tea, sugar), which were constrained by border
closures, rising transit costs and, to a lesser
extent, lower demand and prices. The situation
should reverse in 2021. Tourism revenues fell,
but since they account for only 4% of total
exports, they had a mild impact on the services
deficit, which remained stable in 2020 and is not
expected to change much in 2021. Expatriate
remittances, usually equivalent to 8% of GDP,
declined moderately. Typically, the current
account deficit is largely financed by international
aid. The same is true for the additional financing
requirements resulting from the crisis, with the
IMF providing USD 193 million under two Rapid
Credit Facilities, USD 204 million coming from
international institutions such as the World Bank,
the EU and the AfDB, plus contributions from
development agencies in various countries and
an increase in project aid. This should mean
that Malawi does not have to drain its foreign
exchange reserves, which are equivalent to three
months of imports, or increase its external debt.

Opposition wins
presidential election re-run

After the Constitutional Court cancelled
the 2019 election, a new presidential election was
held in June 2020. Lazarus Chakwera, president
of the Malawi Congress Party, previously the
country’s sole party, which has a relative majority
in parliament (62 seats out of 193), beat the
incumbent President Peter Mutharika, taking
almost 60% of the votes. The new government
will face a tense social climate, aggravated by
the COVID-19 crisis and marked by public
discontent with recurring weak governance,
corruption scandals, endemic poverty and poor
public services.

In terms of external relations, the country
strengthened its ties with Israel by becoming,
in October 2020, the first African country to
open an embassy in Jerusalem in more than
40 years.
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COFACE ASSESSMENTS

POPULATION
Millions of persons = 2019

32.6
11,193
MYR

GDP PER CAPITA
US Dollars - 2019

CURRENCY
Malaysian ringgit

TRADE EXCHANGES

Exports of goods as a % of total

CHINA [ e
SINGAPORE |
UNITED STATES [ ] 10%
EURO AREA [ ] 8%
HONG KONG [ ] 7%
Imports of goods as a % of total
SINGAPORE [ ] 1%
UNITED STATES ] 8%
EURO AREA [ ] 8%
JAPAN [ ] 7%

« Diversified exports

* Growing domestic demand mitigates

external headwinds
« Dynamic services sector
* High R&D

o

« Exchange rate flexibility
« High per capita income
« Travel hub

« Investment supported by the expansion of
the local financial market and access to FDIs

*«Budget income highly dependent on

performances in the oil and gas

« Very high private debt levels (80% of GDP)
« Low fiscal revenues, lack of transparency

in budget spending

« Erosion of price competitiveness due to

increasing labour costs
« Persistent regional disparities
« Ethnic and religious disputes

I $ COUNTRY PROFILES
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Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 4.8 4.3 -5.0 6.0
Inflation (yearly average, %) 1.0 0.7 -1.0 2.5
Budget balance (% GDP) -3.3 -3.5 -6.5 -4.0
Current account balance (% GDP) 2.2 3.5 0.9 1.8
Public debt* (% GDP) 55.5 57.2 67.5 66.0

(e): Estimate. (f): Forecast. * Excluding IMDB and state-owned enterprises.

RISK ASSESSMENT

Strong but probably
uneven recovery

Growth is set to recover strongly in 2021, due
to lower base effects than in 2020 and driven
by stronger domestic consumption, but this
recovery is likely to be uneven. The resurgence
of infections, following the Sabah state elections
in September, was stronger than in March 2020.
This prompted the government to re-impose
partial lockdowns in October and lockdowns
in January 2021 under the Movement Control
Order (MCO) in the capital and major states,
which will delay the growth momentum to 2021.
The gradual easing of restrictions on movement
should set the stage for a recovery in domestic
consumption (58% of GDP) in 2021, supported
by five stimulus packages (4.9% of GDP as of
September 2020) that include wage subsidies to
low-income groups. Interest rates, at a historic
low of 1.75% after 125 bps rate cuts in 2020,
should also spur the economic recovery. That
said, low interest rates in recent years have
sustained a high level of household debt (87.5%
of GDP) which, alongside a high unemployment
rate (4.6% as of September 2020), could pose
some risks to the recovery. Inflation should
pick up as demand recovers and will be helped
by lower base effects. Exports (67% of GDP)
should also see some gains, driven by the
recovery in key trade partners such as China
and a higher demand for electronic components.
Furthermore, palm oil exports, which account
for 2.8% of GDP, should improve slightly this
year on the back of stronger demand from the
main export trade partners such as India and
China, alongside a pick-up in palm oil price.
The services industry contributes more to GDP
(56.5% in 2020) than manufacturing, but it is
expected to remain sluggish: tourism (13% of
GDP) should remain muted due to international
border closures. Investment is expected to
rebound this year, as infrastructure projects
should resume and will be revived under the
2021 budget, of which 4% is allocated for projects
such as the largest transport infrastructure Mass
Rapid Transit, or the Johor-Woodlands Train
that links Malaysia and Singapore.

Fiscal deficit set to narrow
amid some risks

The Parliament approved a USD 78.8 billion
budget (22% of GDP) for 2021 in order to
revive the economy, with an increase in welfare
spending and cash handouts, which should
support the recovery in consumption. The
fiscal deficit is expected to narrow in 2021,

as revenues will recover from the pandemic
through an expected increase in tax revenue
collection (15.1% of GDP). That said, it should
remain higher than pre-COVID-19 levels because
of support measures and political pressure for
higher expenditures. The expected revenues
might somehow face challenges due to oil price
volatility, as petroleum revenues account for a
significant proportion of public income (20% of
total revenue). Another COVID-19 resurgence
could also threaten revenues if lockdown
measures linger on. Public debt, for which the
ceiling was increased to 60% of GDP, will remain
high. That said, a large share is denominated in
local currency and around 24% of public debt
is held by non-residents, which should mitigate
the risks.

In 2021, the current account surplus is set to
reverse some of its 2020 deterioration due to
a base effect, as exports have rebounded faster
than imports since the end of 2020 thanks to
trade gradually restarting with key trade partners
such as China (13% of total exports), which has
recovered. This surplus is likely to be driven
by a better performance in exports of goods,
especially for electronic products, alongside a
surplus in the secondary income (expatriates’
remittances). The services balance deficit
increased with the fall in tourism receipts (6%
of GDP and 9% of exports). External debt (61%
of GDP in Q2 2020) is high but manageable,
since one-third is denominated in local currency
and half has medium to long-term maturity.
Companies (both private and public) and banks
mostly owe it. International reserves, fed by the
current account surplus and foreign investment,
remain adequate and cover 6 months of imports
as of October 2020.

The Muhyiddin administration’s
legitimacy is strengthening

In a twist of events, Muhyiddin Yassin was
appointed Prime Minister in February 2020 and
was able to form the National Alliance coalition
with Malay-majority parties dominating the
government (112 out of 222 MPs). The newly
formed government is not entirely secure given
its razor thin majority and political tensions are
likely to linger on. Anwar Ibrahim, leader of the
opposition and president of Parti Keadilan Rakyat
(PKR), claimed that he had the majority support
in the lower house of parliament but failed to
win the king’s support in order to topple the
government, while lawmakers showed support
to Muhyiddin’s administration by passing the
2021 large budget unanimously. That said, he has
been recently facing mounting pressure from its
ruling coalition, fueling talks of snap elections
soon after the pandemic is under control.

COFACE

156

COUNTRY & SECTOR RISKS HANDBOOK 2021
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PAYMENT & DEBT COLLECTION PRACTICES IN MALAYSIA

Payment

Bank transfers, cash, and cheques are all
popular means of payment in Malaysia. The
well-developed banking network allows for
online payments. Letters of Credit are also
commonly used. As of 2017, the Central Bank
requires that 75% of payments in foreign curren-
cies are converted into the Malaysian ringgit
(MYR) automatically upon receipt. Payments
for transactions within Malaysia are required to
be made in ringgit.

Debt Collection

Amicable phase

It is common for disputes and or debt to be
settled amiably after negotiations. If there is
no response from the buyer, a site visit and
online searches are conducted to ascertain the
operating status and legal status of the buyer.
If the buyer continues to ignore and or neglect
to settle the matter amicably, the supplier may
begin legal proceedings to recover payments
for goods sold and delivered. However, due
diligence should be done to ensure that the
buyer has sufficient assets to satisfy the debt
before proceedings are initiated.

Legal proceedings

The Malaysian legal system is based upon the
English common law system. The hierarchy of
courts in Malaysia starts with the Magistrates’
Court at the first level, followed by the Sessions
Court, High Court, Court of Appeal and the
Federal Court of Malaysia. The High Court, Court
of Appeal and the Federal Court are superior
courts, while the Magistrates’ Court and the
Sessions Courts are subordinate courts. There
are also various other courts outside of this
hierarchy, e.g. Employment Admiralty, Shariah
or Muslim matters.

Claims in Magistrates’ court are limited up to
MYR 100,000, whilst a Sessions Court may hear
any civil matters where the amount in dispute
does not exceed MYR 1,000,000. Where the
amount claimed does not exceed MYR 5,000,
a claim should be filed with the small claims
division of the Magistrates’ Court. However, legal
representation is not permitted. The High Court
has the jurisdiction to try all civil matters and
monetary claims exceeding MYR 1 million.

An unpaid debt normally has a six-year statute
of limitation period. The creditor commences
a writ action and serves the writ on the debtor
within six months from the issue of the writ.
When defendants are served with a writ, they
have 14 days after service of the writ (or 21 days
if the writ was served outside Malaysia) to file a
Memorandum of Appearance with the court to
indicate their intention to appear in court and
defend the suit.

Before a writ can be issued, it must be endorsed
with a statement of claim or, with a general
endorsement consisting of a concise statement
of the nature of the claim made and the requisite
relief or remedy. When the writ only has a
general endorsement, the statement of claim
must be served before the expiration of 14 days
after the defendant enters an appearance.

When the defendant has entered appearance, he
is required to file and serve his defence on the
plaintiff 14 days after the time limit for entering
an appearance, or after service of the statement
of claim, whichever is later. A defendant may
make a counterclaim in the same action brought
by the plaintiff. A plaintiff must serve on the
defendant his reply and defence to a counter-
claim, if any, within 14 days after the defence
(and counterclaim) has been served on him.

Proceedings may be resolved and/or otherwise
summarily terminated and/or determined and/
or disposed of at an early stage before the trial
of the action.

Fast-track proceedings

Failure to enter an appearance may result in a
plaintiff proceeding to enter a judgment-in-de-
fault against a defendant. Ordinarily, when a
defendant has filed an appearance and also
a statement of defence subsequent to other
procedures of filing of documents in support,
the matter would be set for trial. If the defendant
has entered an appearance and filed a defence,
but it is clear that the defendant has no real
defence to the claim, the plaintiff may apply
to court for summary judgment against the
defendant. To avoid summary judgment being
entered, the defendant has to show that the
dispute concerns a triable issue or that there
is some other reason for trial.

Enforcement of a Legal Decision

Writ of Seizure and Sale (WSS)

A WSS may be enforced against both movable
and immovable property as well as against secu-
rities. When the property to be seized consists of
immovable property or any registered interest,
the seizure shall be made by an order prohibiting
the judgment debtor from transferring, charging
or leasing the property.

Garnishee proceedings

A Judgment Creditor may garnish monies a
Judgment Debtor is supposed to receive from
a third party. If the garnishee does not attend
court, then the order is made absolute. If the
garnishee does attend, the court can either
decide the matter summarily or fix the matter
for trial.

Judgment Debtor Summons

The objective of this summons is to give the
judgment debtor an opportunity to pay the judg-
ment debt in instalments to commensurate his
means. Debtors themselves can apply for such
a procedure. Alternatively, under Order 14 the
defendant can admit the plaintiff’s claim and
propose to pay by instalments, which the court
can subsequently order if the plaintiff accepts
the proposal.

Bankruptcy proceedings

If the total judgment of debt exceeds
MYR 30,000, bankruptcy proceedings can
be triggered if the judgment debtor has not
complied with the judgment or order made
against him. Once a debtor has been adjudged
bankrupt, other creditors are also entitled to

MALAYSIA

file the Proof of Debt form and Proxy in order
to be entitled to share in any distribution from
the estate of the bankrupt. The distribution of
the estate is according to the priority of the
creditors’ claim.

Foreign Judgements

Any decision rendered by a foreign country
must be recognized as a domestic judgment
in order to become enforceable through an
exequatur procedure. Malaysia has reciprocal
Recognition and Enforcement Agreements with
some countries, including Hong Kong, India,
and New Zealand.

Insolvency Proceedings

There are several insolvency and restructuring
procedures available. Under the Companies Act,
the available insolvency proceedings include:

compulsory and voluntary winding-up of
companies;

appointment of receivers and managers;

restructuring mechanisms.

In a compulsory winding-up, the court can
wind up a company on a number of grounds
under the Companies Act. The most common
of these is the company’s inability to pay its
debts. The creditor initiates this process by filing
a winding-up petition with the court. If an order
is made, the court will appoint a liquidator to
oversee the liquidation process.

Court-appointed receivers will either manage the
company’s operations as normal, or take custody
and possession of the assets of the company.
Alternatively, receivers appointed by debenture
holders based on the terms of the debenture
agreement (privately-appointed receivers), may
take possession of the company’s assets subject
to the floating charge that has since crystallized
in the debenture.

Restructuring mechanisms include:

scheme of arrangement: a company can
enter into a scheme of arrangement with the
approval of 75% of the creditors in value and
a simple majority. After creditors approve the
scheme, the court must sanction it before it
can be implemented. Debtors can apply for
an order restraining all proceedings against
it while it develops its scheme;

special administration: it involves the
appointment of a special administrator. The
appointment must serve the public interest;

conservatorship: the Malaysia Deposit
Insurance Corporation takes control of a
non-viable financial institution or acquires
and takes control of non-performing loans
that are outstanding between the financial
institution, borrowers and security providers.
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MALDIVES

COFACE ASSESSMEN
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COUNTRY RISK

BUSINESS CLIMATE

C

POPULATION
Millions of persons - 2019

0.4
15,505
MVR

GDP PER CAPITA
US Dollars - 2019

CURRENCY

Maldivian rufiyaa

TRADE EXCHANGES

Exports of goods as a % of total

THAILAND |
EURO AREA ] 29%
UNITED STATES [ | 9%
UNITED KINGDOM [ ] 7%
SRI LANKA [ ] 3%
Imports of goods as a % of total
unitep ARAB EMIRATES [ 19%
CHINA ] 16%
SINGAPORE ] 12%
INDIA [ ] 10%
EURO AREA [ ] 9%

* Good relationship with both regional powers:
China and India

« Expanding tourism potential in uninhabited
islands

« Improving transport infrastructure

* Improving relations with the West, reliable
support from multilateral institutions

« Extraordinary dependence on tourism

« Geographical isolation

« Precarious public finances

« Political volatility

* Extraordinary exposure to climate risk
(rising sea level)

« Environmental issues (pollution)

I $ COUNTRY PROFILES

ou

Main Economic Indicators 2018 2019 2020 () 2021 ()
GDP growth (%) 6.9 5.7 -26 12.7
Inflation (yearly average, %) 1.4 1.3 0.4 2,1
Budget balance (% GDP) -5.2 -6.4 -21.9 -15.7
Current account balance (% GDP) -26.4 -26.0 -31.8 -17.0
Public debt (% GDP) 71.3 78.0 118.3 119.2

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

RISK ASSESSMENT

Tourism dependence devastates
activity, with a fragile
rebound potential in 2021

The archipelago did not manage to escape the
pandemic despite its geographical isolation. The
Maldivian economy is extraordinarily dependent
on tourism, which in a regular year accounts
directly for 25% of GDP. As such, the economy
will suffer heavily from the mobility restrictions
imposed domestically and in Europe, India
and China, which account for the lion’s share
of visitors. Since the first lockdown (H12020),
there has barely been any recovery in visitor
numbers, with arrivals in H2 2020 still only at
around 15% of their 2019 levels. The outlook
for growth in 2021 is contingent on the course
of the pandemic. GDP data for 2020 indicate
that the economy operated at around 50%
capacity under strict lockdown conditions,
mostly due to the services sector (78% of GDP),
where retail (7%) and transport (13%) suffered
from the spillovers of tourism. The economy’s
rebound potential during the reopening has
been further limited by the almost complete
reliance on air transport. As long as global travel
does not normalize, prospects for a recovery
in 2021 remain fundamentally uncertain and
skewed to the downside. Infrastructure invest-
ment is expected to be one of the few pillars of
recovery, as projects aimed at developing new
resorts and substantially expanding capacity
at the Hanimaadhoo International Airport (new
terminal and runway) remain on track. Fish
products (57% of goods exports) will remain
relatively resilient and imports subdued, meaning
that net exports of goods will have a small but
positive contribution.

Twin deficits set to soar amid
collapsing tourism income

With tax revenues set to collapse by as much
as 50% and expenditures expected to rise by
around 15%, the country will post a record budget
deficit in 2020. Of the extra 8% of GDP in net
spending, health sector expenses accounted for
2%, while the rest concerned special measures
to support the economy, including a special
unemployment stipend, utility subsidies and
liquidity support for firms. Given the limited fiscal
space allowed by the very high levels of public
debt, cost-cutting measures were implemented,
including civil servant wage compression. While
insufficient to cushion the blow in 2020, this is an
encouraging signal on the new administration’s

regard for fiscal discipline. The current account
is essentially driven by tourism receipts on the
income side and imports of goods and services
on the expenditure side. While fiscal spending
softened the blow on import demand, income
from tourism could have contracted by as
much as 70-80%, deepening the structurally
massive current account deficit. Typically
financed through a combination of FDIs and
foreign official funds/aid, multilateral action
will be key to ensure funding and defending
the currency peg. Given the precarious level of
currency reserves (under 1 month of imports),
the country qualified for the IMF’s rapid credit
facility, incurring USD 29 million worth of SDR.
Thanks to a USD 150 million swap line from the
Reserve Bank of India, funding needs should be
met. The external deficit should progressively
normalize as tourism recovers faster than
imports in 2021.

A reform-minded administration
meets hurdles in its first year

Political tensions eased with the election of
Ibrahim Mohamed Solih in September 2018.
Under his predecessor, Abdulla Yameen, the
country underwent an authoritarian shift,
accompanied by a deterioration in security
and of the business climate. The new govern-
ment, which secured a 74% majority in the
April 2019 parliamentary elections, has set its
sights on improving the institutional framework,
including steps to strengthen the rule of law
and press freedom, major infrastructure projects
and industrial diversification. Progress on these
fronts have prompted the country to re-join
the Commonwealth of Nations, which it had
abandoned in 2016 in order to avoid scrutiny
on human rights issues. In 2020, some signs of
tensions emerged within the ruling Maldivian
Democratic Party. Despite President Solih’s
success in asserting authority, such signs of
infighting do not bode well for the government’s
reform agenda. In fact, the country’s Doing
Business ranking has continued to deteriorate,
ranking 147th in 2020. Still, we expect a full
mandate to be served until 2025. The Maldives is
a prized geostrategic partner due to its position
on international trade routes in the Indian Ocean.
China has established its influence through a free
trade agreement and significant infrastructure
investments (over USD 1.2 billion) under the
Maritime Silk Roads project. Moreover, loans from
China make up 45% of the country’s national
debt. However, the new administration seeks
a diplomatic pivot towards India, manifested
in a USD 400 million loan to finance various
infrastructure projects.
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COFACE ASSESSMEN

COUNTRY RISK

BUSINESS CLIMATE

POPULATION
Millions of persons - 2019

19.1
907
XOF

GDP PER CAPITA
US Dollars - 2019

CURRENCY
CFA franc (WAEMU)

TRADE EXCHANGES

Exports of goods as a % of total

SWITZERLAND | A
SOUTH AFRICA [ ] 21%
BANGLADESH [ ] 6%
COTE D'IVOIRE ] 3%
SENEGAL | 3%
Imports of goods as a % of total
EURO AREA |
SENEGAL I o
CHINA ] 17%
COTE D'IVOIRE [ ] 8%
MAURITANIA [ ] 5%

* Substantial natural resources: agriculture

(cotton) and mining (gold, bauxite, iron)

« International assistance

* Member of the West African Economic and

Monetary Union (WAEMU)

* Economy vulnerable to weather and commodity

price fluctuations
« Extreme poverty
« Geographically isolated
« Poor security situation
* Dependent on international aid

* Poor business environment (148 in the

Doing Business 2020 ranking)

MALI

Main Economic Indicators 2018 2019 2020 () 2021 (f)
GDP growth (%) 4.7 5.1 -2.0 4.0
Inflation (yearly average, %) 0.3 -1.7 0.4 1.1
Budget balance* (% GDP) -3.9 -3.5 -6.2 -4.5
Current account balance** (% GDP) -5.0 -4.2 -2.0 -1.2
Public debt (% GDP) 37.7 40.5 45.0 46.0

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

RISK ASSESSMENT

A recovery is expected in 2021

Hit by the COVID-19 pandemic, a worsened
political and security situation and an ECOWAS
embargo lasting several months, Mali saw its
growth rate drop in 2020. However, the country
is expected to return to growth in 2021. After
suffering from the fall in world cotton prices
(-40% in the first quarter of 2020 followed by an
upturn in the second half of the year) and the late
arrival of government aid after the rainy season,
the agricultural sector is experiencing a 2020-
2021 season that is considered satisfactory. While
in 2020, the cotton harvest (which traditionally
represents 15% of GDP) was expected to be only
80,000 tons (compared to nearly 300,000 tons
the previous year), the situation should improve
in 2021, driven by higher prices. This recovery
will boost household consumption, since 15% of
jobs are linked to cotton production. The mining
sector, which accounts for 10% of GDP, benefited
from favourable gold prices in 2020 and should
continue to do so in 2021. The secondary sector,
although shaken by the crisis, will be supported
in 2021 by public investment aimed in particular
at building new road and airport infrastructure,
which will boost construction and public works.
The services sector, which was hardest hit by
restrictions on movement, suffered a revenue
loss of about 20% in 2020. However, services
started to pick up again as these restrictions
were lifted, and this situation is expected to
continue in 2021.

Heavily reliant on international aid

After WAEMU public finance rules were
relaxed, Mali was able to implement a reco-
very plan to try to counter the effects of the
coronavirus. In May 2020, the government
announced a CFAF 500 billion plan, or 5% of
GDP, to support businesses and households,
including CFAF 100 billion to help the poorest
households through measures such as cereal
distributions or free water and electricity. The
plan necessarily increased the country’s public
deficit in 2020, but it is expected to improve by
2021 (including grants). Public debt increased
in 2020 and should continue to do so in the

years to come. However, it was eased by the
Paris Club’s deferral of payments, which will save
about CFAF 23 billion, and by the USD 10 million
in debt service relief that the IMF granted the
country in April 2020.

The country’s current account deficit improved
in 2020 and should continue drawing closer
to balance in 2021. However, its level is largely
attributable to the share of official transfers
(about 3.5% of GDP). The trade deficit widened
in 2020 despite the decline in oil prices and the
rise in the price of gold (which accounts for
62% of exports). The situation will improve in
2021, as borders are reopened with ECOWAS
countries and cotton exports resume. Despite
the downturn in remittances from the diaspora,
which represent 6% of GDP, the large transfer
surplus will be increased by international aid.
Accordingly, the improvement in the current
account reflects assistance worth USD
200 million from the IMF, USD 25.8 million from
the World Bank and USD 48.9 million from the
AfDB, in order to fight the health crisis.

The political and security
situation is still very poor

After a military coup forced former president
Ibrahim Boubacar Keita to resign on 18 August
2020, an 18-month transitional government was
