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WHAT IS COUNTRY RISK ALL ABOUT?

P Assessment of a foreign entity’s ability and willingness to
meet its external obligations in full and on time

» Foreign entity?

Private firm, country government, central bank, exporter and supplier, client,
partner...

International banks and global investors seem to have the monopoly of facing
country risk ?!
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COUNTRY RISK IN THE AGE OF GLOBALIZATION

Set of interdependent economic, financial and socio-political factors,
specific for a particular country in the global economy, which can affect
both domestic and foreign economic agents

P Country risk is composed of a complex combination of

political, financial and macro-economic risk that must be assessed in the
globalized system
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COUNTRY RISK AND THE FEEDBACK EFFECT OF GLOBALIZATION

v’ Domestic residents (households, investors, corporate sector) also face
country risk from their own country’s socio-economic and political situation

v'The country’s goverment can take arbitrary decisions that will affect the
residents’” wellbeing

v'The country can be contaminated by negative regional or global forces

v A deterioration in the risk perception by capital markets and rating
agencies will feedback on domestic residents’ environment = lower
investment + capital flight!
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THE « CATALONIA
EFFECT »:

INCREASING YIELD AND DECLINING
PRICE OF 10-YEAR SPANISH BONDS
IN OCTOBER OF 2017

SHARP FALL IN THE SPANISH STOCK
MARKET INDEX IBEX IN OCTOBER
2017

Michel-Henry Bouchet SKEMA 2017 (c)
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~ World risk average

Score 42.50‘ 2%

Economic assessment 4461 +0.054
Political assessment. 4579 D01+
Structural assessment  40.40  +0.01 4

Access to capital 3318 000y
Credit ratings 33075 +D04a
Debtindicators 4428 28w
Country movers

Macau 7122 +500a
Micronesia (Fed. States) 3.70 270 a
Tunisia 4362 #2564
Jamaica 3600 +233a

Dem.Rep. Of the Congo 29.31 221 &

® LOWRISK
’ © MEDIUM RISK
© SENSITIVE RISK

@ HIGH RISK

E’t'l EULER HERMES

BN ur bnowiedge servieg pous success

Michel-Henry Bouchet SKEMA 2017 (c)
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P Country = sovereign entity, culture and values, geographical distance,
national laws and regulations, socio-political parameters

P Risk = lack of perfect information in real time, spill-over effect, abrupt

changes and volatility

.&%«7/\ TACKLING COUNTRY RISK

COUNTRY + RISK
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INTERPLAY OF COUNTRY RISK WITH
THE GLOBAL ECONOMY

Demography

Capital flows

Exchange rates L
Interest rates |

IFls __Macroeconomic":_
Globaltrade  : Financial
Market access  ‘“socio-political
Rating agencies
Global GDP
Global terrorism

Michel-Henry Bouchet SKEMA 2017 (c)
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GLOBALRISK |
THE GAP BETWEEN DEMOGRAPHIC GROWTH AND DOMESTIC SOCIO-ECONOMIC RESOURCES

Population fmillions)
Region 07 2030 2050 2000

71530 8331 97 11184

1256 1704 1528 4468

4304 4947 5287 4780

. 42 7 716 633

Latin America and the Caribbean . ... 646 8 780 72
Norther America 361 395 43 499
Oceania ... 4 #® 37 n

Source: United Nations, Department of Economic and Social AlTuirs, Population Division (2017),
Worid Population Prospects: The 2017 Revision, New York: United Nations,

Figure 3. Population by region: estimates, 1950-2015, and medium-variant projection, 2015-2100
Estimates (1950-2015) Projections (2015-2100)

Total population (billions)
~
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—— Europe —#— Latin America & the Caribbean
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Source: United Nations, Department of Economic and Social Affairs, Population Division (2017).
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12/08/2019

GLOBAL RISK I
WAGE STAGNATION AND WEALTH GAPS WITHIN AND BETWEEN COUNTRIES

Real Labor Productivity and Hourly Compensation, 19472017
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Source: Productivity and Coats, BLS (1947-2017); authors' caiculations.

T
A T,
Note: Productivity is the indexed value of nonfarm business real gross outpul per baur of all persons: hourly compensation is 1he indexed value of nanfarm HAM u.,‘;_(!,,QN
Dusess average real per howr, C ion is defated using the CPI-U-RAS deflatar. Productivity and compensation values for 2017 are Srroes
Dasad 6 only the first two quarters of the year, BROOKINGS
Michel-Henry Bouchet SKEMA 2017 (c) 10
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MOST ATTRACTIVE MARKETS?

80— (O On the radar screen = Size of the bubble
indicates retail sales
Low (O To consider of food, drink and
. - i tobacco in $ billions
Risk | Taiwan O Slovenia @ Lower priority excluding taxes, in 2005
—_ '
S i
= . 754 '
= = Chile
= 3 . '
= 2 shtasey Malaysia :
ks Slovakiay ) Croatia '
e Lithuania @ :
E " Latvia
3>
LT3 S| e e “ Thailand™ ~ ~ ~_ @ 7 S
S & A Saudi Arabia
= 50
= 8
= 5 Vietnam
= n
S ngh : Ukraine
Risk Colombia '
25 Bosnia and Herzegiavina. = Macedonia

U U
25 35

T
45

Market potential*

55

(0 = low potential; 100 = high potential)

* Based on weighted score of market attractiveness, market saturation and time pressure scores
Source: AT Keamev
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THE TOP GLOBAL GDP 1950-2050 ?
Usa . . China
UK India
Germany us (Before Trump?)
India Brazil
France = Russia
China Japan
Russia — A~ OFmce  (Before Macron?)
Japan UK (Before Brexit)
Brazil Germany  (Before Merkel’s
immigration policy)
1960 1975 2000 2010 2020 2030 2050
World Bank, PWCs, Credit Suisse Michel-Henry Bouchet SKEMA 2017 (c) 12
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Capital controls, debt default,
banking insolvency

Sovereign Macr .
&Transfer Economic
Risk Risk
Political

Bad governance and
corruption, political turmoil,
strikes, nationalization,
revolution

Risk

and

Systemic
/:isk

Spill-over, commodity price
volatility, regional recession,
rating downgrading,
competitive devaluations

Correlation

Michel-Henry“Bouchet'SKEMA 2017 (c)

Inflation, twin deficits, weak
productivity, rising labor costs,
stock market bubble

Exchange rate imbalances,
deteriorating competitiveness,
imported inflation

Exchange

COUNTRY rate Risk
RISK

Xenophobia, cultural and
religious intolerance

Socio-
Cultural__
Risk
Legal and
Regulatory
Risk

Contract repudiation,
confiscation, opacitly,
bureaucracy
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Payment delays, capital controls,
customs bribes, exchange rate

Payment arrears, rescheduling,
refinancing, default and write-off

Capital controls, contract
repudiation, bureaucracy,
corruption, deficient
infrastructures

Devaluation, strikes, bad
governance, weak productivity,
nationalization

devaluation
Exporter Creditor
Defective supplies, exchange rate
over-valuation, corrupt customs
officers
Importer COUNTRY
Investment T
M&As
/(und
Drop in commodity prices, Domestic
regional recession, competitive economic
devaluations, debt default, stock agents

market crisis

Michel-Henry“Bouchet'SKEMA 2017 (c)

Inflation, banking crisis, negative
interest rates, protectiorﬂsm,
political turmoil
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COUNTRY RISK ASSESSMENT

Reliable and updated information
= Economic intelligence
P> Robust risk analysis

15
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ANALYSIS AND INFORMATION SOURCES @EF' G 01on

IMF, World Bank, IFC & MIGA
UNCTAD & UNDP

Fed Reserve Bk of St Louis

BIS, OECD, EBRD, EIB

Coface, Euler-Hermes

Moody’s, S&P, Fitch, Dagong
Euromoney, Institutional Investor
CIA & US State Dept, ICRG
Transparency International
Hiscox, AON, Control Group

DEFI www.developingfinance.org

ECONOMICS
DEVELOPING FINANCE

La globalisation

Introduction a l'é i
COUDh’y o du nouve;u mondc: omse
Political Risk
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