23/10/2021

WHAT ISCOUNTRY RIBKLABOUT
IN AN AGE OF GLOBALIZATION
& PANDEMIC CRISIS?
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«h > Nep° I {»ICOUNTRYRISK

Z Crossborderrisk=

Assessmenbf aforeignS y (1 Zaldili®y @rid willingnessto meet
its external obligations infull and on time

Foreign entity? Private firndebtor countrygovernment, bankinvestment fund,
supplier client, partner..

Country risk is composed of a complex combination of
political, financial andmacro-economicrisk

Michel H. BouchetCIFE 202122 2




23/10/2021

<
- ” J
" m, ’
X
«s—;"-
5 \ o e
“ ‘.‘1’ i “ MEDIUMRISK
) ;[ . . COFACE 2021 P
[Eg EULER HERMES = .
— ; 4 hi el A1 A2 A3 A4 B C D E
Michel H. BouchetCIFE 202122 & ASSESSMENT 8 , i ‘ ‘ j

Brent crude prices spike on Saudi disruption

$ per barrel Sept 2019
An oil geopoliticalrisk premium?
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BOND SPREADS APRIL 2020MANY VS SPAINTALY

M Taux 10 ans Italie - Allemagne (R1)
M Taux 10 ans France - Allemagne (R1)
B Taux 10 ans Espagne - Allemagne (L1)
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GLOBAL PANDEMIC AS SYSTEMIC RISK AND COUNTRY RISK DEPENDING @NoTw b
RESPONSE TO THE SANITARY THREAT:
/ h £ L SMUTTPLE STRIKES IN THE CIRCULAR FLOW OF INCOME DIAGR

International

International
demand shocks demand shocks
(direct, wait & see Payments for imports Rest of World Payments for exports~,_{direct, wait & see
behaviour, etc.) X ehaviour, etc.)

4

Int’l supply
> chains

Store closures, delivery restrictions, travel bans, etc

X( Consumer spending

6 Taxesb-/ -G Govt }/ Bankres

purchases y
Domestic
Households Government Businesses supply
Transfers <;X( chains
Q Taxes 7
Savings
Wages, salaries, etc Labourlayoffs
reduced hours
Financial etc
sector | Investments

Financial x)

crises

Source: Based on Baldwin (2020b).
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«€¢ h 5! » COUNTRRISKN THEAGEOFGLOBALIZATION

Operationaldefinition:

St of interdependentfactors, specificto a country in the global
economy, which carmaffect both foreign and domestic agents

AFactors? Eonomig financial, environmental, sanitary and scpalitical

ADomestic agentsPrivatefirms, households, banks, merchants, fund manag
SELR2ZNIUISNAR | YR AYLIZ2NIUSNAZ

AForeignagents?Debtor country governmentgcentral bank, banksupplier, client
partner..

ACountry risk is composed of a complex combinatibrisks that must be
assessed in the globalized system
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In-house sources of CountBisk?

Daily Trends in Number of COVID-19 Deaths in The United States Reported to CDC

Daily Deaths

WHATCOUNTRRISHSNOT

U Countryriskis not a monopolyof foreigncreditors exporters importers, or
investors

u Domestiaesidents(householdsinvestors corporatesectol) alsoface country
riskfrom theirown O 2 dzy soblde€daomicandpolitical situation:the

O 2 dzy” goMeBn@idicantake arbitrary decisionghat will affect theresident€
well-being

U The countrycanbe contaminatedby adverseregionalor global forces

WA deteriorationin the risk perceptionby capitalmarketsand rating agencieswill feedback
on domesticresident€environment=downgrading+ capitalflight!
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COUNTRRISKN THEAGEOFDONALD RUMP

wRisk materialization directly hurts US businessitbreak of a military
Direct conflictUSNorth Koreasharp rise in interest rates and fall in bond prices
) fall in oil prices; pandemic corona crisis; statdrket crash; large
«HardRisks weakening of USD; trade retaliation by Mexico, China, and Canada;
mounting trade and geopolitical tensions with China and Russia

wRisk materialization stems from a more hostile environmeptotracted
Corona virus crisistalemate between White House and Congress

Ind'rec_t regarding budgetary policy and National Security Strategy; ongoing
«Sulgr_ozndmg saberrattling with North Korea, Iran, and Pakistan; regional crisis in
ISK® the Western Hemisphere and in the Middle East; protradteie:d

NAFTA renegotiations

wRisk materialization as byproduct of unfavorable interactions
Collateral between power groupsimpeachment of Donald Trump; global
«SoftRisks protectionism; geopolitical volatility; mounting wealth gap; pressure
groups and hostile NGOsgged institutional reaction to cowti9 crisis
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