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In Southern Europe, the recession is deepening, particularly in Spain,
Italy and Cyprus. Coface is forecasting a recession rate of 2%, 1.8%
and 1.3% in these countries respectively in 2012. Another source of
concern is the eurozone sovereign debt crisis, which is now affecting
growth in emerging countries, where Coface has noted a slowdown 
in activity.

In this more difficult context for companies, Coface has lowered its
country risk assessment for Cyprus, Spain, Guatemala, India, Italy and
the Czech Republic. However, it has upgraded its assessment for the
Ivory Coast, Indonesia, Nicaragua and Slovakia. This Risk Overview
outlines the reasons why Coface has made these adjustments. It
gathers the updated risk assessments on these 10 countries, and on
25 other countries too, whose situation has changed without requiring
a modification of their risk assessments. 

Coface has included two articles in the introduction. The first provides
an update of the situation in Spain, a country where companies – all
sectors and not just construction – are suffering from excessive debt
and difficulties in the banking sector. The article outlines the methods
to stem the dangerous deflationary spiral trapping the country. A
second article gives an update on Chinese companies and their vulne-
rability to the choice of economic policy. The authorities have two
objectives: support activity with a targeted budget policy and stay on
course for a rebalancing of growth towards consumption. 

Will saving Spanish banks 
save Spain?

Companies in China: Beneficiaries
or collateral victims of economic
policy? 
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will saving spanish banks  
save spain?  

By Yves Zlotowski - writing completed 18 June 2012

After the Greek crisis, the rapid deterioration of the Spanish econ-
omy has become the new challenge the monetary Union has to
meet. But Spain is no Greece: the country collects taxes reason-
ably well and successive national governments have achieved
respectable performance in conducting economic policy and
reducing public debt. But the management of local government
finances has nonetheless deteriorated: they have seen their debt
double in size since 2007 and in 2012 they represent half of the
public deficit and their debt an estimated 20% of public sector
debt. Bear in mind, however, that the gross nation debt will level
off at 79% of GDP in 2012 and remain 11 points of GDP below
the eurozone average.

It is nonetheless entirely clear that the solvency of the Spanish
government has been deteriorating with the spreads on the coun-
try’s sovereign bonds moreover reaching alarming levels at mid-
June. But excessively drastic austerity in terms of the impact on
severely weakened domestic demand will not resolve the Spanish
crisis. The public sector has inherited two closely tied burdens: the
deterioration of the quality of banks assets and the overindebted-
ness of private actors with companies and households — and, by
ricochet, banks — manifestly bogged down by excessive debt.
The Spanish disease is serious but it is not fatal. The point being
made here is that Spain’s real economy could break out of the
recession (even if hoping for a return to the levels of activity
achieved during the Movida boom years would certainly be unreal-
istic) provided the measures taken to transform the banking sys-
tem meet two requirements: radicalness and speed. Spain and
more precisely its banks will have to get out from under the private
debt burden that has been sinking this major actor in the euro
zone into a disastrous deflationary spiral.

The�Spanish�economic�double dip

From 2007 through 2012, Spain’s GDP is expected to shrink 5% in
volume terms. The economy underwent an initial contraction
between the third quarter 2008 and the fourth quarter 2009. The

country then slipped into recession again with GDP declining in the
fourth quarter 2011 and the first quarter this year. Subsequent
events may reveal that Spain has yet to hit bottom. But if the coun-
try's economic adjustment has proven so painful, it is because it is
the result of a speculative property bubble and the paydown of pri-
vate sector debt. According to a recent IMF  study the conjunction
of those two trends is particularly costly in terms of growth, much
more so than any other kind of financial crisis (balance of payments,
banking). A posteriori, the dynamism of the 1990s was a character-
istic overheating pattern marked by inflation higher than the euro
zone average for the period and a spectacular deterioration of the
current account. From 1991 through 2007, Spain thus posted aver-
age growth of 3.2% compared to 2.1% for the entire eurozone. But
inflation during that same period was 3.5% against 2.2% for the
monetary union. The current account, meanwhile, after being virtu-
ally in balance in 1997, showed a deficit representing 10% of GDP
10 years later.

GDP growth 
(%)

Spain is no Greece: The crisis gripping the monetary union’s fourth largest economy is the consequence of private rather than public
indebtedness. Austerity can thus not be the solution since it further depresses domestic demand currently squeezed by the process of
paying down corporate and private debt. This crisis is closely connected to the bursting of the speculative property bubble. But, as reflected
in Coface payment-incident tracking records, construction has not been the only sector affected by insolvency with payment defaults up
sharply in agro-food, electrical equipment, distribution, and textiles. The core problem is centred on the banks, heirs to the very heavy
private sector debt. All eyes are thus focused on the ultimate — doubtless high — cost of the bank reform with the creation of a bad bank
and the restructuring of private sector debt constituting the two pivotal steps. Such radical approach augurs well for a modicum of growth
albeit likely to be far below the levels reached during the heady days of the Movida. This alone will make it possible to halt the dangerous
deflationary spiral now gripping Spain.
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A current account deficit representing 10% of GDP is a level that
emerging countries rarely have the opportunity to reach. An
exchange rate crisis generally occurs at a much earlier stage. The
euro zone had been operating as though there was no external
constraint. But the consequent postponement of necessary adjust-
ments had the inevitable perverse effect of transforming the ulti-
mate «moment of correction» into an excessively painful shock.
And this is especially true since it cannot be accomplished via a
sharp external devaluation. The current contraction of investment
and consumption (the internal devaluation) has been responsible for
Spain’s brutal double dip recession. This leads nonetheless to a
correction of Spain’s external imbalances via both the reduction of
demand and the beginning of a correction of competitiveness 
(the internal devaluation).

Since 2008, Spain’s growth engines have thus made a complete
switch around. During the speculative bubble years, foreign
trade put drastic downward pressure on economic growth,
making a negative annual contribution to GDP of 1.2 points on
average over a ten year period while consumption and invest-
ment contributed a solid 4.4 points. Since 2009, foreign trade
has made a large positive contribution to GDP, attributable to
both the decline in imports and the growth of exports. But Spain
cannot reasonably count on exports to drive growth considering
the economy’s shortcomings in terms of specialisation (see
boxed text Spanish exports: A pleasant surprise in the short-
term, vulnerability in the medium-term).

spanish exports 
A pleasant surprise in the short-term,
vulnerability in the medium term

In value terms in 2011 Spain’s exports grew 15.4% and its
imports 9.6%, making it possible to reduce the current
account deficit by nearly half (from 3.9% to 2% of GDP in
2012). Exports surpassed their pre-crisis level and the trend
initiated last year seems to be continuing in 2012. In the first
quarter, exports were up 3.2% in value compared to the
same period last year while imports were down 0.6%. But
does this export dynamism demonstrated by Spain rest on
solid foundations?  
Spain has benefited from diversification of its exports to new
emerging economies and from its specialisation in production
segments where global demand has been booming: iron steel,
machinery, and transport equipment. While its share of exports

By Thomas Gillet,  
Country Risk & Economic Research Department, Coface
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to the eurozone declined from 62% in 2005 to 52% early this
year, sales to the Middle East (2.6% of total exports), Asia
(5.4%), Latin America (5.7%), and Africa (6.1%) have
increased (1). In the first quarter of the year, exports to Italy
and Portugal declined sharply (down 8.4% and 7.9% respec-
tively) while sales to China, Mexico, and Morocco increased
by 10.4%, 12.3% and 22.4%.

The competitiveness of export companies has improved (Juan
Carlos Martínez Lázaro, 2012). Spain is currently benefiting
from a negative inflation differential with the eurozone. Although
the real effective exchange rate (REER) (2) appreciated 29% for
Spain between 2000 and 2008, compared to 21% for Italy for
the period, its 10% decline since 2008 with the REER for Italy
remaining stable (European Commission, 2012) reflects an
improvement in price competitiveness thanks especially to
wage moderation: the unit labour cost comes to 20.6 euros 
in Spain against 26.7 euros in Italy and 27.6 euros four the 
eurozone (Eurostat, 2012). Two-thirds of Spain’s sales abroad
are moreover made by 1% of local companies, mainly large
industrial groups benefiting from privileged access to sophisti-
cated production technologies and unit labour costs below the
national average. The loss of export market share has thus
been smaller for Spain than it has been for the main developed
countries except for Germany: While market share for Spain
eased from 1.7% in 2000 to 1.6% in 2011, the shares of
France and Italy fell respectively from 3.7% to 2.7% and from
5% to 3.3% for the period (WTO, 2012). 

But several factors suggest that Spain’s exports cannot be a
solid growth driver.    

• Exports mainly involve low value-added products. 
Relatively low-tech manufactured articles represent over 20%
of Spain’s exports compared to 13.5% for Germany (Euro-
pean Commission, 2012). Conversely, technology intensive
products represent about 5% of total exports compared to
20% for Germany.
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Spain's world market share decline has been less 
pronounced than in the case of other advanced countries 
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19.8%
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15.3%

14.3%

10.9%

9.4%

5.7%
5.0%

4.7%

4.1%

2.8%
2.3%

2.1%

Crude materials excluding fuels 
(pulp, fertilizer, caoutchouc) 2%

Vegetable and animal oil 
and fats 1%

Fuels  3%

Chemicals  14%

Food and live animals  
14%

Iron and steel, non-ferrous
metals, textile, manufactured
metal products  27%

Machinery and 
transport equipement

38%

(1) In 2006 exports to the Middle East, Asia, Latin America, and Africa represented
respectively 2%, 3.7%, 4.9%, and 4.1% of Spain’s total sales abroad. 

(2) The real effective exchange rate (REER) is an indicator of competitiveness that takes

into account not only a country’s exchange rate but also the trend in the ratio of prices
for its exports with those of its various trading partners. A rise in the REER reflects dete-
rioration of price-competitiveness.
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A�debt-ridden�private�sector…�and�not�just�in
property

What can be hoped for today from household consumption and
corporate investment in the short and medium term? For the full
current year GDP is expected to contract 2% with the contractions
in consumption and investment exceeding respectively 1% and
8%. Real estate has been hit hardest by the recession with prices
falling 30% from their peak level of December 2007 through April
2012, and investment in construction contracting 2% in twelve
months through March. This albeit necessary shrinking of the sec-
tor weighs heavily in the balance: in 2007, it represented 16% of
GDP and 12% of total employment.  

The downsizing process tends to choke off any spending capacity,
especially with incomes also contracting. The stock of private debt
in Spain is one of the highest among eurozone economies. Accord-
ing to data made available by the ECB, the only countries worse off
on this score include Cyprus, Ireland, Belgium, Portugal, and the
Netherlands. In Spain, between 1999 and 2011, private debt more
than doubled in size in proportion the GDP.  
The diagnosis of private sector indebtedness calls for some
comments. The household debt component has been very high
(82% of GDP in 2011), well above its level in comparable large
euro zone countries: France (56%) and Italy (45%). The mort-

• The import-content of exports constrains the trade
balance. The import-content of exports has increase, rising
from 27.6% in 1995 to 39% in 2007. And it is higher for Spain
than it is in other eurozone countries like Germany (31.6%),
France (29.5%), and Italy (29.1%) (A. Cabrero and M. Tiana,
2012). That is mainly attributable to the economy’s limited 
vertical integration, the lack of competitiveness of Spanish
producers, and the high proportion of small companies
among exporters. 

• The products exported are energy intensive. While the
contribution of intermediate and capital goods to the trade
deficit has declined since 2009, it has increased for energy
goods (European Commission 2012). Despite the recent
steadiness of the oil market, the continuing high price of oil
and Spain’s dependence on hydrocarbon imports – 14% of
total imports (UNCTAD, 2010) has delayed the adjustment of
the trade balance. 

• Productivity improvement is constrained by the size of
Spanish companies: over 90% are micro companies char-
acterised by low average productivity. If industry in Spain was
structured as it is in Germany, its productivity would increase
by 30% (McKinsey & Company — FEDEA, 2010) and its
exports by 25% (Altomonte et al. 2011). 

Thanks to a highly skilled labour pool, Spain nonetheless enjoys
high growth potential in high-technology intensive sectors like
renewable energy, pharmaceuticals (ILO, 2011), and business-
to-business services (McKinsey & Company — FEDEA, 2010).
And the increase in the import content of exports has strength-
ened the Spanish economy’s integration into the global value-
added chain. Spain now benefits from privileged access to a
broad range of inputs and could specialise in the future in vari-
ous high value-added production segments, source of future
competitiveness gains.  

International Labour Office, 2011, Spain: Quality jobs for a new economy, Study on
growth with equity
A. Cabrero and M. Tiana, febrero 2012, El contenido importador de las ramas de activi-
dad en España, Bank of Spain, Boletín Económico, pp. 45-57
European Commission, May 2012, Commission staff working document in-Depth Review
for Spain

Juan Carlos Martínez Lázaro, May 2012, Economics Professor IE Business School, Cri-
sis de la deuda soberana, Contribution to the Coface Country Risk Conference in
Barcelona, 23 May 2012 
McKinsey & Company – FEDEA, 2010, A Growth Agenda for Spain
Ministerio de economia y competitividad, Marzo 2012, Informe mensual de comercio
exterior 
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gage loan burden represents 80% of total private debt. The
household borrowing spree is thus closely associated with the
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speculative property bubble. According to an IMF analysis (2)

focused specifically on private over-indebtedness in Spain, the
proportion of households holding mortgage loans is no higher
there than in France or Germany. But the Spanish mortgages
include a higher proportion of low-income and young house-
holds. Meanwhile, the labour market has particularly suffered in
Spain and the outlook is very gloomy: unemployment has been
trending sharply up from a low of 8.2% in 2007 with the IMF
expecting joblessness to reach 24.2% this year, 24% in 2013,
and 23% in 2014. The resulting devastated state of the labour
market will of course affect household debt-repayment capacity.  

Corporate indebtedness is comparably severe with the cumula-
tive debt of Spanish companies reaching 134% of GDP in 2011,
a level of financial distress exceeded in the eurozone only by Ire-
land, Cyprus, Portugal, Belgium, and Luxembourg. The IMF has
shown that the growth of corporate indebtedness in Spain was
closely allied with the construction boom. Construction and
property alone thus account for 50% of the boom in credit
extended to companies in the years of strong economic growth.
But other economic sectors are also ridden with debt. The IMF
has pointed out that outside property and construction, the debt
burden of Spanish companies was, in 2010, substantially higher
than the European average. In consequence, even with the
downsizing underway in property, the overindebtedness ques-
tion will not be resolved.

Coface payment history records show that Spanish companies
have been in a particularly difficult situation in Europe. They not
only have to cope with the severe deterioration of their domestic
environment (economic contraction, banking crisis, fiscal auster-
ity), but their capacity to withstand external shocks has also
been severely undermined as a result their overextended debt
positions. Whether based on Coface payment incident tracking
records or official statistics on bankruptcies, the conclusion is
inescapable: the rate of deterioration has been very steep. 

The two curves trace the Spanish economy’s double dip pattern:
an initial peak from early 2008 to mid-2009 then an upturn by 2009
for bankruptcies, and from the 2011 second quarter for payment
incidents as reflected in Coface tracking records: At the peak of the
crisis — in the 2009 first quarter —Coface recorded a five-fold
increase (in value terms) in payment defaults compared to early
2007. Similarly, in the first quarter this year, payment incidents were
almost three times (in value terms) the level recorded in 2007. 

While smaller companies suffered most in the first phase of the cri-
sis, larger companies have been in difficulty since. A high propor-
tion of the payment defaults recently recorded has moreover been
concentrated in construction (some 22%) other sectors have also
been greatly affected including agrofood (27% of total payment
incidents), electrical equipment (10%),chemicals (9%), and unspe-
cialised retail (9%). Corporate solvency is thus a problem whose
scope is not limited to the construction sector alone. 

The�banking�sector�—�epicentre�of�the�crisis
in�Spain

Corporate and household debt has become a major problem
for the banks, which are the receptacle for the overindebted-
ness of economic agents whose insolvency is ultimately
reflected in the assets of credit institutions. Bank weaknesses
often work in the same way: internal indebtedness is not
under control. The politicization of bank management —
responding favourably to the appetite for spending of local
authorities — has been patently obvious in Spanish savings
institutions. The complicity between banking decision-making
bodies and the political power structure has thwarted the
practice of sound counterparty risk management in extending
credit. Whether it be preferential treatment based on family
ties (as was commonplace in Asia in the 1990s), loans to
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9%

Agrofood
27%

Wood furniture
1%

Chemicals
9%

Steel
3%

Paper and packaging
4%

Construction
22%

Textile clothing
5%

Mechanicals
3%

Electrical and computing equipment
10%

Automotive
7%

Sector breakdown of the payment incidents recorded 
by Coface involving Spanish companies  

(June 2010-Aprill 2012)

(2) International Monetary Fund (2012), Spain: Vulnerabilities of Private Sector Balance
Sheets and Risks to the Financial Sector, Technical Notes, IMF Country Report
n°12/140, June.  

Sources : Instituto Nacional de Estadistica and Coface  
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stakeholders (notably shareholders), or subsidies granted to
friendly companies or sectors deemed important to the region’s
development: all such practices skew the governance of credit
distribution. The quality of bank assets can then deteriorate
sharply when the economic cycle goes into a downturn. Many
countries, both emerging and advanced, have had to deal with
bank crises. We can draw on their experience in analysing the
very urgent Spanish bank reform from three angles: its pace,
cost, and content.

The�pace�of�reform:�A�crucial�factor�
in�maintaining�depositor�confidence��

That derives from the fundamental role of banks, private entities but
which are also guardians of a shared resource: deposit money, or
the funds entrusted to them by depositors. A loss of depositor con-
fidence has a devastating effect on the entire financial system and
economy. For that reason a banking disease must be treated with
all due speed and decisiveness. At this juncture in Spain and based
on available data (which do not take into account the impact of the
latest reports on Bankia), it cannot be readily concluded that, unlike
the case of Greece, resident-depositors have indeed lost confi-
dence. The 6% decline (in value terms) in deposits observed in the
past year can be attributed not only to a loss of confidence in the
banking system but also to a deleveraging process with economic
agents drawing down on savings to repay their debt. The banking
reform in Spain has been marked by a gradual rise in the losses
announced by the banking supervisor. The president of the Euro-
pean central bank Mario Draghi moreover commented early June
2012 in response to journalists that quite often “the reaction of the

prudential supervisor is to underestimate losses and to increase
the frequency of successive estimations”, adding “that is the
worst way to proceed since the action ultimately taken comes at
a prohibitive cost (3). This approach entails risks associated with
the threshold effects that generally follow variations in depositor
confidence. The impact of an announcement of external aid pro-
vided by European institutions (solely?) to banks and in a large
amount could ease depositor skittishness.

The�content�of�the�reforms�is�a�central�
question���

According to Laeven and Valencia (4), earlier crises (from 1970 to
2006), including both advanced and emerging countries, have
cost on average 16% of GDP and more recent crises (2007-
2009) 24% of GDP. Analysis of large emerging crises (prior to the
post-Lehman period) shows that the costs incurred in some
large countries can reach as high as 50% of GDP. The Indone-
sian and Thai crises in 1997 (respectively 57% and 44% of GDP)
and the Turkish crisis in 2000 (32% of GDP) (5) weighed very
heavily on public sector finances. Estimations for Spain have var-
ied widely depending on the source. It is very difficult at this junc-
ture to estimate the Spanish banking sector’s recapitalisation
needs: Bank loans to the private sector represented 160% of
GDP in April 2012 (including 62% of GDP for mortgage loans
alone!) according to data published by the Bank of Spain.
A comparison with Asian bank crises in the 1990s affords two
interesting insights. 

In terms of debt leveraging by companies, Spain’s indebtedness
seems relatively less excessive than that of Thailand or Indonesia
with the debt of companies in relation to their equity capital rep-
resenting 188% of GDP in Thailand and 236% in Indonesia in
1996 compared to 118% in Spain (6). But the size of its banking
system in relation to the economy is much greater than it is for
either Asian country: the total assets of Spanish banks represent
320% of GDP compared to 115% for Thailand and 68% for
Indonesia. As a result, cumulative losses could be much higher in
relation to GDP. These quantitative elements (to be exploited with
caution considering the questionable reliability of Asian statistics
in the 1990s) suggest that the overall bill for the Spanish banking
crisis will be at the high end of the possible range based on past
experience.   

(3) Spain Acted in ‘worst possible way’ on Bankia Bailout, ECB’s Draghi says, El Pais, Madrid,
1 June 2012

(4) Laeven L and Valencia F. (2011), Resolution of Banking Crises: The Good, the Bad and the
Ugly, IMF Working Paper, 35p

(5) Consult at http://www.luclaeven.com — the site of the economist Luc Laeven, assistant
manager of the IMF’s research department — two databases containing a wealth of
information on bank crises. One describes the crises that occurred between 1970 and

2012 providing for each of the 123 crises catalogued, the cost, the peak rate of non-per-
forming loans, and the loss of GDP growth associated with the crisis. Each crisis is
accompanied by comments describing its main characteristics.   

(6) The figures for Asian economies are drawn from a work of reference on emerging finan-
cial crises in the 1990s:  Sgard J. (2002), The economy of panic, confronting financial 
crises L’économie de la panique, faire face aux crises financières, Éditions la Découverte,
page 34.  For data on Spain consult the International Monetary Fund (2012), Spain: 
Financial Stability Assessment, IMF Country report n° 12/137, June.   
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Of course, not all loans included in the assets of the banks are

of doubtful quality. But non-performing loans in the property

sector nonetheless represented end 2011, according to Stan-

dard & Poor’s, over 15% of GDP. However, the question of the

valuation of property assets held by the banks has not been

resolved since a high proportion has not been put on the mar-

ket, which means that their value is not really known at this

stage. The proportion of mortgage loans considered non-perfor-

ming moreover represents, based once again on S&P estima-

tions, under 2% of GDP while non-performing consumer loans

represent under 1% of GDP. These data tend to tone down the

extent of the difficulties associated with the deterioration of eco-

nomic conditions and the fact that some restructured loans have

not been booked as non-performing (7).       

The content of bank reform constitutes the decisive element in
determining its ultimate effectiveness. Spanish authorities have
given priority to the merger of banking entities (Bankia is thus the
result of the merger of seven cajas), the tightening of loan provision-
ing rules, and the segregation of non-performing loans off balance

sheet, but on a case by case basis. It is urgent, however, to
determine the extent of the losses. And it seems essential in a
phase associated with the necessary recapitalisation to transfer
problem assets to a bad bank. Removing non-performing loans
from bank balance sheets makes it possible to buoy depositor
confidence. Avoiding the socialisation of losses naturally consti-
tutes a key objective. A bad bank structure ultimately recovers
some — but only some — of the value of its assets. It amounts
de facto to reducing the stock of private debt. 

Alternative courses of action seem more risky. Pursuing a slow
adjustment — the Japanese approach — entails major deflation-
ary risks in the long term: maintaining high private debt weighs, in
an unbearable manner, on growth in the context of an economy
where the population has already suffered greatly. Keeping the
loans in the banks via more or less transparent methods of refi-
nancing (as is currently done by Chinese authorities in managing
the debt of local communities) is not a viable solution since it
maintains systemic crisis risk at high levels. The current context
of depositor skittishness simply excludes letting banks continue
to bear the full burden of private debt. 

European aid — confirmed the weekend of 10 June 2012 —
intended to bail out Spain’s banking sector, is clearly welcome
and it may be supplemented. But we can well understand the
reticence of the Spanish administration regarding conditionality
intended to focus on public finances: That would probably be the
wrong target. The core of Spain’s problem is located in the pri-
vate sector rather than the public sector. It is true that Spain will
hardly be able to avoid the institution of stricter controls on
spending at the regional level. But such politically delicate reform
can only be instituted over the long haul. In the short term,
excessively strict austerity would only weaken already shaky
domestic demand. The urgency is located elsewhere. The setting
up of a bad bank structure to segregate non-performing loans
accumulated by the banks is inevitable and amounts de facto to
restructuring and writing off some of the private debt. 
As radical as it may be, that solution has the merit of allowing
hope for some growth. Restructuring public debt (as in the case
of Greece) or private debt (as can be hoped for in Spain’s case)
makes it possible to ease the debt repayment constraint and
break the disastrous spiral of demand contraction and economic
deflation. Dealing with the stock of debt is not a solution that
makes it possible to avoid the formation of new speculative
bubbles.

This solution would entail a socialisation of the losses with the
cost borne by the entire European community. That would
make it possible to wipe the slate clean. At this juncture Spain
desperately needs growth. A radical solution for the banking
system — a bad bank with a restructuring of private debt — will
not bring back the unbridled growth of the 1990s. But it would
at least make it possible to halt the downward spiral currently
gripping the monetary union’s fourth largest economy. 

(7) See in particular the analyses of Delphine Cavalier, the latest being Cavalier D. (2012),
Espagne : l’Etat accroît son soutien aux banques, ECO Week, BNP Paribas, 11 May, 
12-19. According the previously cited IMF report on private debt some banks have imple-
mented programmes to facilitate mortgage loan repayment and use various refinancing
techniques that enable them to avoid classifying the refinanced loans as non-performing. 

(8) Standard & Poor’s (2012), The Timing of recognition Of Mounting Loan Losses Could
Push Spanish Banks Over the Edge, Global Credit Portal, RatingsDirect, June 7.  

350

300

250

200

150

100

50

0

100

80

60

40

20

0

Thailand 1996 Indonesia 1996 Spain 2011

Credits et non-performing loans  
(% 2012 GDP )

Banking assets / GDP (%)
Corporate debt / Equity (%)

Bu
si
ne
ss
es

(A
pr
il 
20
12
)

Ho
us
es
ol
ds
…

…
 o
f w

hi
ch

m
or
tg
ag
es

NP
L 

m
or
tg
ag
es

NP
L 
co
ns
tru
ct
io
n

se
ct
or
 (e
nd
 o
f 2
01
1)

NP
L 
co
ns
um

er
 

cr
ed
it

NP
L 
bu
si
ne
ss
es

115

188

68

236

326

118

77.7 80.5

62.1

1.7

15.3

0.9 2.7

Sources : Bank of Spain and Standard & Poor’s (8)

Country risk overview 
The Coface economic publications  Summer 2012

8



Companies in China: Beneficiaries or  
collateral victims of economic policy?    

By Constance Boublil - Writing completed 18 June 2012

After having implemented in 2008 one of the most imposing
stimulus plans ever undertaken by an emerging economy, in the
first half of 2012 Chinese authorities were again faced with an
economic slowdown. The bad news has been increasing in all
directions: slowdown in retail sales, drop in industrial production
to its lowest level in 35 months, and an 11% decline in exports to
Europe so far this year. Another leading indicator has also been
trending down: Christmas orders — customarily booked in
March — have been running at only 40% of their level in past
years according to Chinese exporters. 
But the situation now is very different from 2008. The shock on
foreign demand has been less violent than the repercussions of
the Lehman Brothers bankruptcy while the imbalances caused
by the opening of the floodgates to easy credit in 2008 constitute
additional challenges to be dealt with by the authorities. The
response in terms of economic policy will thus be more meas-
ured this time around and more structural in nature. It will
nonetheless constitute a crucial factor affecting companies in
2012. 
The purpose of this article then is to analyse China’s economic
policy – short term and structural measures – in terms of its
impact on companies. More precisely, how have the 2008 stimu-
lus plan, the fiscal stimulus measures announced early 2012 and
the structural policies implemented affected companies. 

The�post-Lehman�stimulus�plan�has�also�had
negative�effects�on�companies�in�the�private
sector��

After the Lehman Brothers bankruptcy and in the face of the con-
traction of international trade, the authorities implemented a vast
$586-billion stimulus plan and lifted the quotas on the loans set
annually for banks. The fiscal stimulus measures and the credit
boom (up 33% in 2009) benefited some sectors that had been put
on a lifeline (scrapping incentive in the automotive industry, sub-
sidised home appliance purchases, infrastructure projects). But the
stimulus plan also had collateral effects. 

Opening the floodgates to credit mainly benefited investment, which
accentuated the macroeconomic imbalance between investment
and consumption. The share of consumption in GDP declined again
in 2009, sinking to 34%, down from 46% in 2000. In a context of
sagging foreign demand, spurring household consumption has
become a major strategic focus. Since 2010, the authorities have
adopted policy measures intended to raise wages to reverse the
trend and support the Chinese wage earner-consumer. But these
policy measures of hiking minimum wages (by over 20% in 2010
and 2011) will not be without consequences for companies. 

The pro-public sector bias of the 2008 stimulus plan exacerbated
the difficulties encountered by the private sector in obtaining financ-
ing. The opening of the floodgates to credit thus mainly benefited
public sector companies and local communities, which increased
their debt positions (up to 27% of GDP) via financing platforms
whose operations lack transparency. But confronted with risks of a
rise in non-performing loans and misallocation of resource, mone-
tary policy shifted gears in January 2010. The authorities reintro-
duced quotas on the loans that banks can extend annually, thereby

Faced with the slowdown of economic growth early this year, Chinese authorities have been attempting at this juncture to juggle between
two objectives: support economic activity via targeted fiscal policy measures and continue the efforts to establish more balanced growth
by raising wages to spur consumption. How then have the economic policies affected companies? The wage increases — managed by
the authorities to bolster consumption — have weakened many companies with their margins contracting since April. While the fiscal
measures taken constitute real support for companies at this stage, a more aggressive stimulus with the opening of the floodgates on
credit as in 2008/09 could, however, have collateral effects on companies in the private sector (steel, construction, textiles, toys). But the
bad news streaming in from Europe has been piling up: bank crisis in Spain, recession in Italy, possible withdrawal of Greece from the
euro zone, a string of events that could prompt Chinese authorities to opt for massive support for economic growth… at all costs.
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triggering a slowdown in the growth of credit (up 20% in 2010 and
16% in 2011). Private companies — already hampered by severe
limits on access to bank resources — were then confronted with a
spectacular rise in the cost of financing in the informal banking sec-
tor with interest rates soaring to 100% in spring last year. 
Although intended to support the economy, the 2008 stimulus plan
thus caused some imbalances now proving costly to companies in
the private sector. The survey of  5,000 small and mid-size compa-
nies in Zhejiang (one of the richest coastal provinces south of
Shanghai) and in Guangdong, published in October 2011 by the
University of Beijing (1), bore out the impact of Chinese economic
policies on companies in the aftermath of the Lehman Brothers
bankruptcy (increases in minimum wages and reintroduction of
loan quotas): 82% of the companies surveyed declared having
been affected by the increase in the cost of labour and 45% by 
a lack of access to financing. 

Economic�policy:�A�major�concern�
for�companies�

According to the survey on corporate payment behaviour in China
carried out by Coface in 2011, economic policy — whether
focused on short-term economic conditions or structural issues —
will have a crucial impact on the Chinese microeconomic fabric in
2012.

When asked about their fears, companies singled out a lack of
access to financing as their chief concern, which became a central
issue with the reintroduction of loan quotas in 2010 and relates to
the extensive or restrictive nature of monetary policy. Also men-
tioned as a source of concern: wage hikes implemented by the
authorities to achieve a more balanced consumption-oriented
growth are likely to have a significant impact on companies not only
in 2012 but also in the medium term. And the slowdown of foreign
demand also constitutes a key concern in 2012. 

Monetary�policy�has�made�financing�for�
private�sector�companies�increasingly�scarce
and�risky�

To apprehend the corporate financing trend in China, it is 
necessary to consider what the People’s Bank of China
(PBoC) calls Total Social Financing, or broad acceptance of
financing available to Chinese companies, with bank loans 
no longer the sole source of financing. In past years the volume
of such alternative modes of financing has indeed grown faster
than that of bank loans. 

What�then�can�be�expected�in�terms�
of�economic�policy�in�2012?�

What�are�the�components�of�
Total Social Financing (TSF)? (2)�

1/ Bank credit (59% of TSF): Its share in the financing of 
the entire economy has been in steady decline since 2002,
falling from 96% to 59% of financing means in 2011. 
To meet their needs, companies have thus been turning
increasingly to alternative sources of financing.  

2/ Equity and bond issuance (14% of TSF): This mode of
financing, common practice in advanced countries, cur-
rently only concerns large Chinese companies 

3/ Trust and entrusted loans (12% of TSF): Trust loans are
loans made through trust companies whereas entrusted
loans are essentially company-to-company loans.     

4/ Bank acceptances (7% of TSF): A bank acceptance is 
a promise of future payment guaranteed by a bank and 
is thus equivalent to a post-dated cheque endorsed by 
a bank. 
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(1) Peking University National School of Development and Alibaba Group, «The survey of
operating and financing difficulties faced by small companies in Zhejiang and Pearl
River Delta Area», October 2011

(2) Feng Guo & Kevin Sanker, «China: Controlling Financial Flows», Institute of International
Finance, February 2012 
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Loan quotas and the new regulations introduced by the PBoC to
control the alternative modes of financing will be mainly responsible
for the slowdown in Total Social Financing. Its growth did in fact
slow in 2011 and this trend is expected to continue in 2012, the
authorities wishing to retain control of both bank credit and alterna-
tive methods of financing. 

After the exponential growth in 2009 in the wake of the post
Lehman Brothers stimulus plan, the authorities wanted to slow
down the machine in the face of the risks of bubbles, misallocation
of resources, and an increase in non-performing loans. Bank credit
slowed from 2010 thanks to a tighter monetary policy focusing
mainly on the quantity of credit. In the first half of 2012, bank loans
grew by 16% (against up 33% at the end of 2009). Over the rest of
2012, credit growth is expected to remain under control despite last
June’s decline in the key rate by 25 basis points. This reduction will
have only a marginal impact on the growth of lending. In fact the
loans extended by Chinese banks vary very little with interest rates
but rather with the loan quotas that the authorities set every year. So
far, the authorities have not announced any increase in loan quotas
in 2012. They fear a rise in inflation, the emergence of bubbles, and

deterioration in the quality of bank assets. The banks are facing a
twofold cause for concern: the risk of property developers going
bankrupt and the difficulty of local governments, which have gone
heavily into debt as mentioned above (3).

Moreover, a slowdown in alternative sources of financing has been
observed as a result of the toughening of the relevant regulations.
Thus bank acceptances and trust loans — which, until 2011, were
kept off balance sheet — have had to be put back on the banks’
balance sheets. In this context the banks have reduced their expo-
sure to these two types of product. So, in 2012, the maintenance 
of strict quotas on loans and the regulations imposed by the author-
ities will slow the growth of bank loans and alternative modes of
financing, affecting the investment capacity of companies. 

Nevertheless, entrusted loans (intercompany loans) – which have
escaped regulation – have continued to grow rapidly (4). But they
bear watching since the bankruptcy of a company can, by a
domino effect, cause bankruptcies among its suppliers. Corporate
financing will thus not only be more scarce but also more risky. 

The financing of companies will be all the more risky that companies
have increasingly called for the shadow banking. Indeed, with the
slowdown of Total Security Financing, the last alternative for the pri-
vate sector remains the shadow banking a much more opaque form
of financing unregulated by the PBoC. This “shadow banking”
involves pawnbrokers and small loan companies that charge usuri-
ous interest rates (from 20% with collateral to 70% without collat-
eral). Shadow banking has developed for two main reasons: On the
one hand, because bank loans are mainly obtained by publicly
owned companies and by local governments (up to 60%). A recent
report by the Ministry of Industry bears out the difficulty experienced
by smaller companies in getting access to credit: In 2011, only 15%
of them obtained bank loans and at rates far higher than the bench-
mark rate. On the other hand, in China, bank deposit rates are set
administratively at a very low level by the PBoC to ensure the banks’
profitability. Shadow banking is therefore a very profitable alternative
investment.  

Total Social Financing and the share of bank credit 
in total financing

New regulations of trust loans and banker's acceptances
implemented in 2011 (billions yuans)

China: Corporate credit growth 
(%)
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(3) Though the authorities will not backtrack on their measures aimed at limiting property
speculation they have, however, put in place conditions favourable to the refinancing of
local-community debt: extension of loan maturities and authorisation of bond issuance by
local communities. 

(4) Feng Guo & Kevin Sanker, «China: Emergence of the Trust Industry», Institute of Interna-
tional Finance, April 2012  

Source : IIF
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The risks associated with the development of shadow banking
materialised in October 2011 with the wave of bankruptcies of
SMEs in Wenzhou, a port town in Zhejiang province. They were
unable to withstand the heavy debt servicing costs linked to the
usurious interest rates practised by small loan companies (22%
against the 6.31% in the official circuit). The treatment of this crisis
in the media reveals that it is an issue on a national scale. Smaller
companies are also meeting difficulties in the Pearl River delta, in
the Bohai region, in Shanxi, Inner Mongolia, Fujian and Guangdong. 

In this context, the authorities have announced the establishment 
of a pilot programme to promote a healthy development of private
credit(5). Several important measures have thus been announced:
improved supervision of the informal financial sector, the strength-
ening of local financial supervisory bodies, development of local
financial markets to enable SMEs to access new sources of financ-
ing (a department reserved for SMEs will be created at the
Shenzhen stock market), support for “private capital” in acquiring
stakes in small loan companies. However, at present it is no more
than a pilot programme and no comprehensive reform of any size
has yet been announced to sustain the financing of the private sec-
tor on a national scale, although the sector accounts for 60% of
national wealth, 80% of job creation and 80% of patents issued.  

Companies�weakened�by�wage�increases
driven�by�the�authorities����

Wages have risen significantly in China in recent years. After a wage
freeze in 2009 in the context of global financial and economic tur-
moil, the minimum wage was raised on average by 23% in 2010
and by 20% in 2011 in the Chinese provinces. Besides, between
now and 2015, it is expected to rise by 13% p.a. (forecast derived
from the 12th five-year plan). In Shenzhen, a factory town near
Hong Kong, the minimum wage rose again by 14% in February
2012 to encourage migrant workers to return to coastal regions
after the Chinese New Year... 

These wage hikes show the Chinese authorities’ intent to support
the Chinese wage-earner-consumer, considering that the share of
consumption in GDP has been diminishing for 10 years. The idea
that added value must be shared out more in favour of wage earn-
ers is taking shape. The crisis of 2008 created such turbulence with
the strong contraction of world trade that the authorities wanted to
accelerate the transition of the growth model. The objective is for
the middle class to become an outlet for domestic production. In
this context, wage increases are an essential instrument for making
household consumption more dynamic.

These wage rises are expected to intensify in the context of an 
ageing population. Since 2010 the Chinese dependency ratio
(unemployed population/working age population) has been increas-
ing: the number of the elderly is already growing more rapidly than
the active population. Moreover, from 2015, the active population is
expected to diminish. Workforce will be scarcer and therefore more
expensive. 

But these wage hikes could lead to a wave of company bank-
ruptcies. The wage increases are not entirely passed on to final
prices. According to a survey carried out by the Guangdong
authorities, where the concentration rate of SMEs is among the
highest in China, half of the companies are already in the red. 
The National Bureau of Statistics confirms this trend: companies’
profits are said to have fallen by more than 2% in April 2012 year
on year. One can understand better why the CEO of Foxcom —
the well-known manufacturer of the i-phone and i-pad — which
had to raise the wages of its staff by 25% in February – wanted
to reassure its shareholders by asserting that Apple and its cus-
tomers would be able to finance the wage hikes. 

What�are�the�political�options�for�mitigating
external�shocks?����

The authorities are faced with a dilemma: on the one hand,
the management of the emergency (avoiding a hard landing
and social unrest) and on the other, the objective of funda-
mentally reorienting the Chinese growth model. In the face of
the bad news at the beginning of the year, the balance now
leans towards dealing with the emergency. In this context the
authorities have announced targeted fiscal stimulus measures
(scrapping incentive in the automotive industry, subsidies for
the purchase of energy-efficient domestic appliances, support
for home purchase by first time buyers, creation of new steel-
works etc.) According to the consensus, the scope of these
measures will be much smaller than those of 2008 ($80bn
expected or 1% of GDP against $586bn or 13% of GDP in
2008). 
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Though Chinese exports to Europe remain substantial (18% of
total exports), the trade channel will play a more marginal role
than in 2008-2009. First, the Chinese economy’s dependence on
exports has diminished. The share of exports in GDP fell from
35% in 2006-2007 to 25% in 2012 (6). Moreover, the economic
slowdown of advanced countries is less marked than in 2008-
2009: quarter on quarter, the eurozone’s GDP declined by 2.8%
in the first quarter of 2009 and that of the United States by 2.4%
in the fourth quarter of 2008, while, in the first quarter of 2012,
the eurozone’s growth stagnated and that of the USA was 0.5%. 

In the face of the difficulties that could arise in the exporting sec-
tors (textiles, toys, furniture, electronics, machinery), a shift in the
exchange rate policy seems to be emerging. After reaching 5%
in 2011, the pace of the yuan appreciation against the dollar has
slowed since the beginning of 2012. Over the rest of 2012, we
predict a slowing of the pace of appreciation (+2-3%) to support
the exporting sectors. Moreover in the event of a worsening of
the eurozone crisis, the authorities could even decide to peg the
yuan to the dollar again as was the case between June 2008
and 2010.

prudent economic policies: targeted fiscal stimulus measures, and
slowdown of the yuan appreciation. However, they have not at this
stage opened the credit floodgates, aware of the collateral effects 
of such a policy on the great imbalances of the Chinese growth
model (excessive investment and exclusion of the private sector).
Moreover, they are trying to keep to the course of structural reforms,
in particular the policy of raising wages, which, however, weakens
many companies particularly in the competitive sectors, where
wage rises cannot be reflected in prices without the risk of losing
market share.  

But can such a balance be maintained? The bad news from
Europe are accumulating: bank crisis in Spain, recession 
in Italy, possible withdrawal of Greece from the eurozone, 
a string of events that could prompt Chinese authorities to 
opt for massive support to growth… at all costs.  
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(6) Françoise Lemoine & Deniz Ünal, Realancing Chinese foreign trade «Rééquilibrage 
du commerce extérieur chinois», La lettre du CEPII N° 320, Mai 2012 

Faced with the current dilemma (management of the economic
slowdown vs. fundamental change in the growth model), the author-
ities could try to retain both objectives: more moderate support for
growth than in 2008-2009 and continuation of wage hikes to spur
household consumption. They have, for the time being, launched
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Coface 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011e 2012 f

World production 2.1 2.7 4.1 3.7 4.3 4.2 1.9 -1.8 4.4 3.1 2.7

Advanced countries 1.4 1.8 2.9 2.4 2.8 2.4 0.0 -3.9 2.7 1.3 1.1

United States 1.8 2.5 3.5 3.1 2.7 1.9 -0.3 -3.5 3 1.7 2.0

Japan 0.3 1.4 2.7 1.9 2 2.4 -1.2 -5.2 4 -0.7 1.8

Eurozone 1.2 0.8 2.2 1.7 3.1 2.7 0.3 -4.2 2.0 1.5 -0.4

Gemany0 -0.2 1.2 0.8 3.4 2.7 1 -4.7 3.7 3.1 0.9

United Kingdom 2.1 2.8 3 2.2 2.8 2.7 0.1 -4.4 1.8 0.7 0.2

France 1.0 1.1 2.5 1.8 2.5 2.3 -0.1 -3.1 1.7 1.7 0.3

Italy 0.5 0 1.7 0.9 2.2 1.5 -1.2 -5.5 1.8 0.4 -1.8

Spain 3.3 3.6 4.0 3.5 0.9 -3.7 -0.1 0.7 -2.0

Emerging countries 4.4 5.6 7.4 6.8 7.7 7.9 5.5 2.0 7.0 5.6 4.9

Emerging Asia 6.5 7.1 7.9 8.3 9.2 10.1 6.8 6.2 9.1 7.2 6.7

Latin America 0.6 2.0 5.9 4.5 5.6 5.6 4.2 -1.9 6.2 4.0 3.3

Emerging Europe 4.0 4.6 6.9 6.0 6.6 5.7 3.0 -3.9 4.4 4.6 1.9

Middle east 2.5 6.3 7.4 6.4 6.3 5.0 4.8 1.9 4.0 3.8 3.4

Africa 6.3 6.3 9.7 5.6 6.7 6.8 5.5 2.4 4.9 4.4 4.2

China 9.1 10.0 10.1 11.3 12.7 14.2 9.6 9.2 10.4 9.2 8.0

India 3.8 8.5 7.5 9.5 9.6 9.3 6.7 8.4 8.4 6.5 6.5

Brazil 2.7 1.2 5.7 3.0 4.0 5.7 5.2 -0.6 7.5 2.7 2.2

Russia 4.7 7.3 7.2 6.4 7.4 8.1 5.6 -7.9 4.0 4.3 3.5

(e): estimate 
(f): forecast

Growth   
forecasts  

Country risk overview 
The Coface economic publications  Summer 2012

14



Country�risk�assessment�either�upgraded,�
or�removed�from�negative�watch�list�or�placed
under�positive�watch�list�

SLOVAKIA:  A3 
A3 country risk assessment removed from negative watch list 

(since December 2011) 

• The country posted 3.2% year-on-year (YoY) growth in the first
quarter 2012. The increase compared to the 4th quarter 2011 is
0.75%. Coface has revised its 2012 growth forecast upwards:
1.9% from 1.1%. 

• Despite the European economic climate, the country's net
exports are the main growth engine. They rose in the 1st quarter
2012 by 2.6% and the level of industrial production increased 
by 9.2% (YoY) in the 1st quarter 2012 compared to 3.1% in the 
1st quarter 2011. 

• Domestic demand fell slightly in the first quarter (-0.7%, YoY) and
will not be a growth engine in 2012.

• Nevertheless, the government has room for manoeuvre to
buoy domestic demand given the low level of national debt
(45% of GDP). It should relax the budget adjustment effort,
which has been very significant over the past few years, with
the public deficit falling from 8% in 2009/2010 to 4.6% in 2012. 

INDONESIA:  BÏ  
B country risk assessment placed under positive watch list 

• Dynamic growth driven by solid domestic demand and exports
of commodities particularly to China. 

• Ability to withstand the sovereign debt crisis in the eurozone:
moderate degree of openness, economic agents not very
dependent on external lines of credit and low exposure to 
foreign exchange risk.

• Favourable demographic development: 4th largest population
in the world, young, inexpensive, with consumption increasingly
similar to that of the West (the middle class is expanding at 
a rate of 7 million people a year in the manufacturing and 
services sector).

• Continuous improvement in sovereign risk: public debt has
fallen from 98% of GDP to 24% of GDP in 10 years (which
explains the upgrade to 'investment grade' by Moody's and
Fitch ratings).

• Solid external accounts: slight current account deficit covered
by dynamic foreign direct investments, low foreign debt (25%
of GDP compared to 86% in 2000), high foreign exchange
reserves (5 months of imports), contained exchange rate risk
despite the volatility of portfolio capital flows.

• Restructured and recapitalised banking system, under
increased supervision. However, leveraging remains under
used as shown by low banking intermediation (Credit/GDP
ratio of 26%). 

NICARAGUA:  C  
Country risk assessment upgraded from D to C  

• Significant progress achieved in economic policy presently
marked by caution and stability.

• Strong growth.
• Foreign companies have been welcomed, including Americans,

despite a discourse which continues to have socialist leanings.
• Sharp rise in foreign investments.
• Political stability and ability of the government to prevent the

spread of drug trafficking and related crime.
• International support.

Countries April July 2012 
2012 modifications

(in ascending order
of risk)

Slovaquia A3 A3

Indonesia B BÏ

Nicaragua D C

Ivory Coast D DÏ

Czech Republic A2 A3

India A3 A3

Spain A4 A4

Italy A4 A4

Cyprus B C

Guatemala B C

Country�risk�assessment�either�downgraded,�
or�removed�from�positive�watch�list�or�placed
under�negative�watch�list�

Country�risk�assessment�either�upgraded,�
or�removed�from�negative�watch�list�or�placed
under�positive�watch�list�

Country risk assessment modifications

Country risk and  
business climate assessments

Country risk overview 
The Coface economic publications  Summer 2012

15



IVORY COAST: DÏ 
D country risk assessment placed under positive watch list  

• Gradual normalisation of the political situation with the parliamen-
tary elections held in December 2011 and marked improvement in
the security situation in Abidjan.

• Rapid business recovery after the end of the post-electoral crisis
(April 2011), helped by international aid; the recession was limited
to 4.7% in 2011; expected growth of around 6% in 2012, driven
by investment in transport infrastructures and the telecommunica-
tions sector.

• Progress made in better management of public finances, improv-
ing the business climate and reforming the cocoa sector.

• Completion point of the HIPC initiative reached at the end of June
2012 paving the way for additional debt cancellation.

Country�risk�assessment�either�downgraded,�or
removed�from�positive�watch�list�or�placed
under�negative�watch�list�

CZECH REPUBLIC: A3 
Country risk assessment downgraded from A2 to A3 

• GDP shrank by 1% (YoY) in the 1st quarter 2012. It is the third con-
secutive quarter that GDP has fallen compared to the previous
quarter. The economy is in recession. Coface 2012 growth fore-
cast: -0.3%.

• The recession in the eurozone has affected Czech exports.
Growth in exports remains high (+6.9% YoY) but is the lowest
growth rate since the 4th quarter 2009. Imports have also slowed
(+1.4%), in the wake of a slowdown in domestic consumption.
Retail sales fell (-3% in April, YoY), in line with consumer confi-
dence deterioration.

• Domestic demand has fallen due to:
- A rise in unemployment in the 1st quarter (9.1% of the working

population unemployed in Q1 compared to 8.2 in Q4 2011);
- A rise in VAT (from 10% to 14% for the lowest rate). Furthermore,

the highest rate will increase by 1% in January 2013 (21%);
- A rise in inflation (+3.5%).

• Investment is affected by the credit channel. Loans to the private
sector have slowed down in 2012 after having stagnated in the
4th quarter 2011. Here it is more of a demand rather than supply
problem, with the Czech banking system being well-capitalised,
efficient, and local creditor subsidiaries with regard to their Euro-
pean parent companies.  

INDIA: A3
A3 country risk assessment placed under negative watch list  

• Our growth forecast for 2012/13 (6.5%) has been revised down-
wards after GDP deceleration in 2011/12 due to weak external
demand and tightening of monetary policy (13 interest rate hikes). 

• The lowest quarterly growth for nine years in the 4th quarter
2011/12 (5.3% between January and March), and contraction in
manufacturing output.

• Despite the drop in the repo rate and the bank reserves require-
ment ratio, no expansionist policy mix is forecast due to inflation
fears, the fall in the rupee and high public debt.

• The rupee will remain under pressure: it already lost 23% in June
2012 YoY due to the growing aversion to risk in the wake of the
eurozone crisis, the deepening current account deficit and slow-
down in FDI. Despite measures taken by the Central Bank (sale of
dollars on the currency), the downward pressure will remain signifi-
cant due to continuing external imbalances.

• Sovereign risk remains high: substantial budget deficit, public debt
representing 67% of GDP and heavy servicing of the debt penalis-
ing public capital investments.

• Slow progress in structural reforms in the context of a weakened
Congress Party after the local elections in March 2012.

SPAIN: A4
A4 country risk assessment placed under negative watch list 

• Entry into recession in the 1st quarter 2012 (0.3% drop in GDP
after an identical fall in the 4th quarter 2011); 24% unemployment
barrier passed last March; plummeting housing price index in the
1st quarter 2012 (-12.6% year-on-year); plummeting industry 
(-4.5% year-on-year) and services (-8.3%) turnover in April; 
2% contraction in GDP expected for the whole of 2012.

• Sharp increase in late payments and bankruptcies.

• Worsening of the bank crisis and use of European aid to cover
recapitalisation needs.

• Public deficit difficult to reduce due to weak growth.

• Persistently volatile secondary debt market.

ITALY: A4
A4 country risk assessment placed under negative watch list 

• Worsening of the recession in the 1st quarter 2012 (third consecu-
tive quarter of contraction in activity: -0.8%, after -0.7% and 
-0.2%); 10.2% record unemployment rate in April 2012; plummet-
ing industry turnover in April (-4.1% YoY); continuation of the
downwards trend of production in construction in April 
(-15.1% YoY), probable 1.8% fall in GDP for the entire year.

• Notable rise in payment incidents and increase in bankruptcies.

• Ongoing investors’ concerns over public debt (120% of GDP).

• Reform fatigue and drop in the popularity of the Italian Prime 
Minister Mario Monti, whose term of office ends in April 2013.

CYPRUS: C 
Country risk assessment downgraded from B to C 

• The economy is in recession: GDP shrank by 1.5% (YoY) in the 
1st quarter 2012. The country also registered a fourth consecutive
quarter of contraction compared to the previous quarter. Coface
2012 growth forecast: -1.3%.

• State solvency is deteriorating: Public debt should reach 75% of
GDP by the end of 2012 compared to 58% in 2009. 

• The banking system is very exposed to Greek risk (160% of GDP);
bank assets represent 835% of GDP; with very high intermedia-
tion (280% of GDP). 
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• Banking sector recapitalisation is inevitable.

• The burden of private debt is the highest in Europe. In 2011, it
represented 311% of GDP, including 135% of GDP for house-
holds, and 186% of GDP for businesses.

• Cyprus is the fifth eurozone country seeking monetary union
rescue.

GUATEMALA: C  
Country risk assessment downgraded from B to C 

• Disappointing growth.
• Weakness of the State, government revenue, public investment

and security forces.

• Social instability due to violence generated by gangs and drug
trafficking, as well as corruption.

• Major inequalities, amongst others, regarding property ownership
and education.

Business�climate�assessment�either�upgraded,
or�removed�from�negative�watch�list�or�placed
under�positive�watch�list

INDONESIA: CÏ
C business climate assessment placed under positive watch list

• The Indonesian business climate has improved over the past
few years. The country is now situated in the World Bank,
Doing Business and Transparency International rankings,

above countries ranked B. In fact, Indonesia is, for example,
ranked higher by the World Bank than Russia, Kazakhstan,
the Philippines or Argentina. 

• In terms of government effectiveness, Indonesia (ranked 110
out of 210) is at the same level as Peru (111th) ranked B in
terms of business climate. For regulatory quality, Indonesia
(127th/210) is ranked at the same level as Russia (130th; B).
In terms of rule of law, Indonesia (146th/212) is at the same
level as Kazakhstan (145th) ranked B. In terms of control of
corruption, Indonesia (153rd/210) is above the Philippines
(163rd), Kazakhstan (178th) and Russia (183rd); all three
ranked B. 

• The setting up of a very active Anti-Corruption Commission
(KPK) is a significant recent advance. The Corruption Eradi-
cation Commission, which has wide powers of investigation
concerning judges, members of the government, business-
men, has strong public support. Its work has led to the con-
viction of several high-placed individuals over the past few
years, such as the former governor of the Central Bank,
Burhanuddin Abdullah or the ex-treasurer of the Democratic
Party in power Muhammed Nazaruddin in August 2011.

• The dynamism of the long-term reforms instigated under
IMF guidance should also be noted: improvement in the
legal framework governing bankruptcies, privatisations
(telecommunications, steel, tin and coal mines, motorways)
and the gradual relaxation of legislation on foreign investors. 

Business�climate�assessment�either�
downgraded,�or�removed�from�positive�watch
list�or�placed�under�negative�watch�list

INDIA: A4
A4 business climate assessment placed under negative

watch list 

• Deterioration of the business climate linked to recurring
impasses in the Indian decision-making process generating
successive delays in structural reforms 

• According to the World Bank ranking concerning regulatory
quality, India (128th/210) is situated at a lower level than a num-
ber of countries ranked B (Kazakhstan 122nd, Philippines
118th, Russia 130th) or C (Indonesia 127th). Furthermore, foreign
investors are concerned about the deterioration in regulatory
quality (delay in legal reforms on the acquisition 
of land, increase in FDI upper limits in retail and insurance,
retroactive introduction of a tax on offshore transactions of
Indian assets, delay in privatisations). 

• Corruption is still very present in India and materializes through
scandals, involving politicians and industrialists (granting of tele-
phone licences, organisation of the Commonwealth Games in
Delhi). According to Standard & Poor's report (Will India Be the
First Fallen Angel) it is particularly present in regulated sectors
(mines, telecommunications, oil and gas, etc.). According to the
World Bank, India is ranked 135th/210 and situated behind
Argentina, 127th (C), Tanzania, 132nd (C) or Bolivia, 130th. 

• Lastly, in terms of infrastructure quality, India is situated behind
Indonesia (however, ranked C in terms of business climate) and
at the same level as Peru (B) and Russia (B).

Countries April July 2012 
2012 modifications

(in ascending order
of risk)

Indonesia C CÏ

India A4 A4

Argentina B C

Syria C D

Business�climate�assessment�either�
downgraded,�or�removed�from�positive�watch
list�or�placed�under�negative�watch�list�

Business�climate�assessment�either�upgraded,�
or�removed�from�negative�watch�list�
or�placed�under�positive�watch�list

Business climate modifications
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ARGENTINA: B
Business climate downgraded from B to C

• Regulatory instability.

• Increased difficulty for companies, both exporters and importers,
to obtain currencies due to the tightening of foreign exchange
controls:
- Slowness of payments;
- Negative impact on production;
- Market exploration hindered.

• Growing government interventionism on prices.

SYRIA:  D
Business climate downgraded from C to D 

• Intensification of the conflict undermines the institutional envi-
ronment (weakening of the rule of law, commercial courts func-
tioning more slowly, reduced capacity of the State to provide
public services).

• Deterioration in the security situation hinders the circulation of
goods and persons. 

• Companies are on the brink of ceasing trading: they are facing
soaring input prices and are struggling to pay their employees;
in general, the security of goods and persons is no longer
assured.

Countries�under�watch�list

Country Assessment Under positive watch  
since…

United States A2 April 2012

Indonesia* B July 2012

Ivory Coast* D July 2012

Country Assessment Under negative watch  
since…

Australia A1 April 2012

New Zealand A1 April 2012

India* A3 July 2012

Spain* A4 July 2012

Italy* A4 July 2012

Pays Évaluations

Canada A1

Japan A1

Australia A1

United States A2Ï

France A2

Germany A2

Korea A2

Brazil A3

China A3

Poland A3

South Africa A3

United Kingdom A3

India* A3

Mexico A4

Saudi Arabia A4

Turkey A4

Spain* A4

Italy* A4

Under�negative�watch

Under�positive�watch

As a reminder…

Country�risk�assessment�
of�major�economies

*Country risk assessments changed in July 2012
Ranging by ascending risk and alphabetical order

Ranging by ascending risk and alphabetical order
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A4

B

Country risk 

Business climate 

Medium term 

Coface Assessments

RATHER LOW RISK 

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  2.4                3.3                2.5                3.1

  5.7                3.9                4.5                5.1

- 6.4              -2.0              -2.8               -3.5

  0.2                7.5                9.5                7.0

10.4              11.1              10.0                9.4

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 40% du PIB Importations 36% du PIB
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Furthermore, restrictions on imports and foreign invest-
ments – intended to protect the country’s economic inte-
rests and promote national industries – were adopted
under the supplementary budget law of 2009 and enacted
in full in 2010 and 2011, despite some easing on paying
for imports using documentary credits. These measures,
along with the weakness of bank intermediation, hardly
seem conducive to improving the business climate and
developing the private sector.

Moderate growth, driven by the
hydrocarbon sector and public
spending 

Oil production rose only marginally in 2011, while natural
gas production suffered from slower investment and tech-
nical problems. Excluding hydrocarbons, economic pro-
gress continued at a steady pace thanks to a good harvest
and the sectors led by public investment. These sectors,
however, represent a relatively limited portion of GDP, so
make a modest contribution to growth, which has slowed
overall. 
In 2012, growth is likely to pick up slightly due to a mode-
rate increase in oil and gas production and high public
spending, mainly driven by the implementation of a far-
reaching public investment programme (house building,
road and rail construction). Meanwhile, rising public sector
salaries, as well as subsidies for basic necessities will help
sustain private consumption. As for private sector invest-
ment, any growth here is likely to be hindered in particular
by a lack of access to finance.

Low public debt and solid external
financial position  

The budget deficit increased slightly in 2011, despite the
growth in oil sector revenues, and should increase further
in 2012, because of higher wages for civil servants, the
extension of the socio-economic measures adopted in
2011 and the continuing modernisation of the country’s
infrastructures. Hydrocarbon revenues set aside in the
Hydrocarbon Stabilisation Fund (Fonds de Régulation des
Recettes) are, however, available to finance this deficit,
especially as the country enjoys low public debt. 
With the export of hydrocarbons, at prices which are likely
to remain high, the trade and current account balances will
still be in surplus in 2012. These exports will be sustained
thanks to the start of operations in 2011 at the Medgaz
gas pipeline between Algeria and Spain, as well as by the
new liquefied natural gas units coming onstream in 2012.

Algeria is, however, dependent on Europe for its foreign
trade and the gloomy outlook in Europe could cause Alge-
rian sales to languish. Moreover, the steps taken by the
government since 2009 mean imports will continue to be
limited, despite substantial purchases of wheat, of which
Algeria is one of the largest importers in the world. 
Massive foreign exchange reserves (equivalent to nearly
three years of imports) are shoring up an already sound
external financial position. In addition, an active policy of
foreign debt reduction through early repayment of the
rescheduled debt and the prohibition for companies to bor-
row abroad has brought the debt/GDP ratio down to a very
low level (3%).  

Challenges in the political, social,
security spheres and business 
climate 

In an attempt to avoid the political and social upheavals
occurring in other Arab countries in 2011, the authorities
implemented a number of measures aimed at strengthe-
ning political representation and the role of the media,
boosting employment among young people and increasing
the availability of social housing.
The parliamentary elections held in May 2012, marked by
a high rate of abstention, did not lead to a rebalancing of
political forces in favour of 'moderate' Islamist parties, with
the 'nationalist' coalition in power, mainly composed of the
FLN and RND, having retained the majority. Given the extent
of the President’s prerogatives, the key date will be the
presidential election in April 2014, when A. Bouteflika is
unlikely to run for a fourth term, both because of his age
and health. The coming period should therefore be marked
by the preparation of his succession, notably complicated
by a plan to change the Constitution.
Although the security situation has improved, sporadic
actions by the radical Islamist group Al-Qaeda in the Islamic
Maghreb remain possible, even if their destabilising effect
on economic activity is limited. 

Trade exchanges

ALGERIA 

� Extent of oil and gas reserves 
� Solid external financial position (very low external
debt and huge foreign exchange reserves)

� Public investment policy focused on economic 
diversification

� High dependence on hydrocarbon sector 
� Excessive economic weight of the public sector 
� Poor business environment offering little incentive 
for foreign companies

� High unemployment, particularly among young 
people

StrengthsÏ

Weaknesses



C

C

Country risk 

Business climate 

Medium term 

Coface Assessments

RATHER HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)*                             

Current account balance (% GDP)                

Public debt (% GDP)                                      

  9.3                5.0                0.1                3.1

  8,4                7.5                7.9                5.6

  6.8              14.3              13.3              10.9

23.6              29.1              26.3              21.8

12.1              11.4              12.0              12.6

(e): estimate    (f): forecast * Including SOFAZ sovereign fund transfers
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➔ Risk assessment

Exportations 52% du PIB Importations 25% du PIB
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could lead to an increase in socio-political tensions. Fur-
thermore, the risk of regional political instability remains
high, due notably to persistent tensions with Armenia. Talks
concerning the status of Nagorno-Karabakh remain at an
impasse and the risk of a new armed conflict between the
two countries is still high. 

End of the oil boom weighing
down on growth 

2011 was marked by a sharp deceleration in activity, under
the effect of the contraction in oil production (-9.3% com-
pared to 2010). This drop (the result of maintenance work
on the three Azeri-Chiraz-Guneshli oil platforms) has been
offset by sustained growth in non-oil GDP, thus avoiding a
contraction in activity. 
The economy is expected to pick up again in 2012, but
growth will remain well below performances registered
during the oil boom (an average of +20% annual growth
between 2003 and 2008). In the first quarter, activity has
stagnated, due to a further contraction in oil production,
while waiting for the work to finish on the Caspian Sea plat-
forms. Over the year, production should only recover
slightly, with the government having announced a voluntary
reduction in production in order to preserve the country's
reserves. From then on, industrial production should regis-
ter modest growth. Nonetheless, hydrocarbon exports will
rise sharply in value, driven by high prices of crude. Foreign
trade will therefore remain the chief contributor to GDP
growth. Using export income, the government will continue
to support the growth of non-oil GDP. Public spending will
therefore drive public demand, particularly investment
expenditure. Household consumption will continue to be
the second biggest contributor to GDP growth, benefiting
from the stabilisation in the employment market, a further
rise in the nominal wage and exceptionally low inflation
(+2.9% in March year-on-year). In total, inflation will remain
high in 2012, but at a slower pace than in 2011, under the
effect of the central bank's tightening of monetary policy
implemented in 2011 and favourable base effects on food
prices. 

A comfortable financial situation
due to oil income  

Azerbaijan's financial situation will remain very comfortable
due to the considerable assets accumulated by the SOFAZ
Oil Fund since 2001, currently valued at over 50% of GDP.
The fiscal balance will remain comfortably in surplus in
2012 and the public debt ratios contained. However, the
growing dependence of the public finances on transfers
from SOFAZ, in a context of a continuous fall in non-oil tax
revenue since 2008, constitutes a growing risk for public
finances. Currently the banking sector seems to be stabi-
lising, although state banks remain poorly capitalised, like
the International Bank of Azerbaijan (35% of the total
assets), which should be recapitalised during 2012. Howe-
ver, external accounts are strong and the current account
surplus, although slightly lower, will make it possible to
avoid turning to external debt to finance investment pro-
jects. 

A more difficult social and political
context 

The Azeri regime is characterised by strong concentration
of power in the hands of the president, Ilham Aliyev, in
power since 2003. Although the government has until now
maintained a certain social and political stability, the wide-
ning gap between the new middle classes in Baku stem-
ming from the oil boom and the rural population has
caused growing discontent among a proportion of the peo-
ple that does not benefit from the redistribution of the
income. Furthermore, the uprisings in certain Arab coun-
tries in 2011 have also triggered more open opposition to
the regime, which was evident before and during the Euro-
vision Song Contest, held in Baku in May 2012. Although
at the moment the opposition remains weak, divided and
the protests moderate, the increasing repression in a
context of economic slowdown and rise in inequalities

Trade exchanges

AZERBAIDJAN

� Abundance of oil and natural gas resources
� Development of new energy transit lines

� Lack of economic diversification
� Risk of armed conflict with Armenia
� Governance problems and high level of corruption

StrengthsÏ

Weaknesses



A3

A4

Country risk 

Business climate 

Medium term 

Coface Assessments

RATHER LOW RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-0.6                7.5                2.7                2.2

  4.9                5.0                6.5                5.9

-3.1              -2.5              -2.4               -2.1

-1.5              -2.3              -2.3               -2.9

62.0              54.7              54.2              54.0

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 11% du PIB Importations 11% du PIB
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Trade is in surplus (1% of GDP), but given the deficit of ser-
vices, repatriation of dividends by foreign investors and
remittances of many immigrant workers present in Brazil,
a current account deficit close to 3% has been posted. The
change in the balance is very closely tied to that of prices
and demand for commodities, favourable at the moment.
For this reason, the authorities want to improve the com-
petitiveness of the manufacturing industry. The current
account deficit is financed easily by foreign capital flows.
In total, the external situation is comfortable with gross debt
representing 12% of GDP and 125% covered by foreign
currency reserves, and a net credit position.

Further slowdown in 2012 

In 2012, economic activity is expected to decelerate again.
The lack of growth in Europe and the economic slowdown
in China, Brazil's two major trading partners, will affect
exports. Domestic consumption, buoyed by a very accom-
modative economic policy, will continue to play the role of
growth engine.
Household consumption and public administrations will be
the main source of growth. At the start of each year, the
minimum wage and pensions received by a quarter of the
population benefit from at least the inflation indexing for
the year N-1. This time around, the minimum wage was
increased by 14%. Falling unemployment, less than 6%,
has also contributed to rising incomes. Moreover, the
government puts a lot of pressure on state banks so that
they pass on the cut in the key rate now fixed at 8.5%. This
rate could be lowered to 8 or 7.5% by the end of the year,
i.e. a real rate of 2%. Banks are reluctant because house-
hold lending as well as non-performing loans have grown
significantly in recent years. However, household lending
still has room for improvement given the reduced share of
mortgages in outstanding debt, comprised primarily of
short-term consumer loans. Lastly, fiscal policy also favours
households. Taxes on purchases of home appliances, hou-
sing and certain types of vehicles have been lowered.
Several social programmes targeting the poorest are conti-
nuing.

Lack of industrial competitiveness  

This dynamic consumption will be of particular benefit to
services, but, once again, insufficient for industry. For seve-
ral years, the market share of local companies on the
domestic market has shrunk in favour of imports due to a
lack of industrial competitiveness, resulting in deindustria-
lisation and the increasing weight of primary products (oil,
soya, etc.) in the economy. The authorities see it as the lag-
ged effects of restrictive monetary policy in the 2000s,

which promoted the appreciation of the Brazilian real. In
fact, the real effective exchange rate has appreciated by
only 5% in 5 years. It seems, also, to be the consequence
of a lack of productivity due to insufficient skilled labour,
together with high wages, lack of infrastructure, red tape
and high and complex taxes. This context does not encou-
rage manufacturers to invest. On the other hand, public
investment should be more resilient with Growth Accele-
ration Plan no. 2 (2012-2017) intended to finance the
energy sector, housing construction, transport infrastructure
and water supplies for the 2014 football World Cup and
2016 Olympic Games. 

Industry support measures 

Several protectionist measures, aimed at promoting Bra-
zilian industry, have been adopted. Given the increase in
car imports, the government decided to increase by 30%
a tax on vehicle sales with a local content below 65%.
Moreover, Brazil has challenged the free trade agreement
with Mexico on automobiles and imposed quotas. A mini-
mum local content of 65% is also imposed on oil services
and equipment, at the risk of delaying delivery or increasing
the cost of equipment required to exploit new deepwater
oilfields. In addition, the Brazilian government has adopted
tax exemptions for industries that are the most affected by
competition from imports, such as the textile industry. The
minimum rate of exports in total sales determining access
to certain tax exemptions has fallen from 65 to 50%.

Financial situation under control

The budget shows a primary surplus of 2% of GDP, but an
overall deficit close to 3%. Current expenditure (wages,
pensions) increased greatly because of its indexing, as well
as stimulus measures for households and industry (Maior
programme). Gross public debt remains relatively high
(65% of GDP), but stable. Its external portion is only 5% of
GDP.

Trade exchanges

BRAZIL

� Scale and potential of the domestic market
� Abundant mineral and agricultural resources
� Significant manufacturing industry
� Primary budget surplus
� Significant margins for contra-cyclical policies
� Net external creditor
� Considerable currency reserves (11 months of
imports)

� Dependence on raw materials and foreign capital
� Global general government deficit linked to debt 
service

� Deficient infrastructures (energy, transport)
� Lack of skilled labour
� Shortfall in household savings rate and high cost of
credit

� High taxes primarily devoted to operating expendi-
tures

� Corruption and crime flourishing on inequalities

StrengthsÏ

Weaknesses
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Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  9.2              10.4                9.2                8.0

-0.7                3.3                5.4                3.3

-3.1              -2.3              -1.2               -1.3

  5.2                5.1                2.8                2.3

17.7              33.5              25.8              22.0

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 27% du PIB Importations 22% du PIB
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tural land for the benefit of property developers. The mobi-
lization of the villagers of Wukan, which resulted in the
organization of municipal elections in March 2012, was a
significant example of such social movements. Moreover,
there are still substantial inequalities between rural and
urban areas. Finally, major shortcomings in governance
persist particularly in terms of access to corporate balance
sheets. Indeed, the recent tightening of conditions for obtai-
ning financial information on companies is a central
concern, since it could significantly affect credit sales.

Slowdown in growth contained in
2012 thanks to targeted stimulus 

The slowdown in activity continued in H1 2012. Foreign
sales, particularly to the eurozone, which captures 15% of
total exports, shrunk (-11% in April 2012 YoY). Moreover,
domestic demand is stagnating because of the tightening
of economic policies focusing mainly on controlling invest-
ment and reducing the supply of credit (reintroduction of
quotas on loans that banks can grant each year). The
contraction in real estate transactions and the price drop
in some first tier cities are also exerting downward pressure
on the economy, the property sector representing 10% of
GDP. These property sector difficulties could affect the
construction sector, particularly the metal and cement
industries.
In this context, targeted budget stimulus measures have
been announced: construction of 36 million social housing
units, support for SMEs in Wenzhou, scrapping bonus in
the automotive sector, and subsidies for purchasing hou-
sehold electrical appliances. Moreover, given the difficulties
in the export sectors, the appreciation of the yuan has slo-
wed and should reach 3% in 2012 compared to 5% in
2011. On the other hand, an opening of the credit flood-
gates in the same way as observed in 2009 (credit then
increased by +33%) has not, at this stage, been announ-
ced because of the risk of misallocation of resources, dete-
rioration in the quality of bank assets and emergence of
new bubbles. Despite the cut in bank reserve requirement
ratio and interest rate, credit growth should remain under
control (around +15%). However, if the crisis in the euro-
zone worsens, the authorities could choose to provide grea-
ter support to the economy.

Persistent weaknesses in SMEs,
banks and local authorities   

Chinese SMEs bear watching because they are contending
with several shocks: substantial wage pressures (+20% in
2011 and +13% expected in 2012) and problems of

access to finance. Bank credits being mainly allocated to
state enterprises, SMEs are increasingly resorting to the
informal system which charges usurious rates up to four
times higher than those charged in the official banking sec-
tor. In a context of slowing demand from abroad, these
SMEs - which account for 68% of exports, 60% of national
wealth and 66% of patent licences - could soon find them-
selves in difficulty. A string of defaults is the main risk. In
fact, since April 2012, company margins have contracted
by 2%.
Moreover, in spite of the encouraging results of stress tests
conducted by the Chinese authorities on the 17 biggest
commercial banks, the banking sector could be affected by
the growing difficulties of the property sector. Though hou-
seholds post low debt ratio, this is, however, not the case
with real estate developers who are facing financial pressure
because of the growing illiquidity of the market and are
sometimes forced to sell with big discounts.
Additionally, the banks could suffer from the growing diffi-
culties of local authorities. Not being permitted to get into
debt on their own account, sub-sovereign governments
have borrowed via local financing platforms (LFPs) with
opaque modes of operation. The banks have lent massively
to the LFPs while these are weakly capitalised. According
to official estimates local government debt amounts to 27%
of GDP. In 2012, the risk of a string of default should be
avoided thanks to intervention by the state, which has a low
level of public debt and has defined the conditions for the
refinancing of this debt. The banks are being encouraged
to extend the maturity of their loans and local governments
have now been authorized to issue bonds. This, however,
does not exclude occasional defaults by local authorities or
second tier banks since, according to official estimates, 23%
of loans granted to local authorities could become non-per-
forming. The state, wishing to avoid the risk of moral hazard,
could be tempted to make a few isolated examples.

Business environment shortco-
mings  

In political terms, social tensions are likely to remain high,
notably as a result of the frequent confiscation of agricul-

Trade exchanges

CHINA 

� External accounts benefitting from competitiveness
and industrial diversification

� Risk of foreign over-indebtedness limited thanks 
to the high level of foreign exchange reserves and to 
the current account surplus 

� Sovereign risk contained: public debt mostly domes-
tic and denominated in local currency 

� Gradual move up-market 
� Infrastructure development spurred by the stimulus
package

� Very high corporate savings rate that funds most
investments

� Growing social tensions linked to mounting 
inequalities

� Aging of the population and gradual drying up of the
pool of abundant cheap labour

� Overcapacity in industry and trade
� Weakness of Chinese banks due to credit dynamism
and uncertainty as to the level of non-performing
loans

� Environmental problems 

StrengthsÏ

Weaknesses
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Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-1.9                1.1                0.5               -1.3

  0.2                2.6                3.5                3.7

-6.1              -5.3              -6.3               -4.3

-8.8            -12.2            -10.1               -8.8

58.5              61.5              71.6              79.9

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 47% du PIB Importations 59% du PIB
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A very long slow process 
of negotiation for reunification  

Negotiations, underway since 2008, for the reunification
of the island, are making little progress. Despite the work
undertaken so far by the Greek and Turkish Presidents,
there is a long way to go to settle the differences (power
sharing, settlement of the issue of appropriated property).
On top of this, the victory of Dervish Eroglu, leader of the
Nationalist Party in the Cypriot Turkish Presidential election
in April 2010, put a brake on the discussions. Even though
President Christofias expects to take advantage of Cyprus’s
taking over the presidency of the EU in the second half of
2012 to give a boost to negotiations, it is unlikely that the
reunification process will succeed in the short term.  

Domestic demand remains limited
by private sector debt reduction 

The 2011 recovery was cut short by the explosion at the
main electricity power plant supplying half of the island’s
electricity needs. In 2012, power cuts are set to continue
and drag output down in the chemical and pharmaceutical
products sectors. Household consumption will remain
depressed overall in line with pay restrictions, notably in
the public sector. The unemployment rate remains high,
with a continuing lack of activity in the construction sector
following the bursting of the property bubble. In addition,
households, with debts at a level of 110% of disposable
income and suffering under the burden of negative equity
as a result of falling real estate prices, will continue to pay
off debt. Similarly, investments will be held back by the level
of indebtedness of companies and the reduction in the cre-
dit supply because of the destabilisation of the banking
sector. Direct foreign investments from Russia however
should pick up. Public investments should drive the growth,
in particular because of the reconstruction work, following
the explosion at the Vassilikos power station. In addition,
the tourist sector could continue to feel the benefits of on-
going disturbances in the countries of the Maghreb and
Middle-East, with Cyprus as a safe destination, together
with the increasing attraction for the country among citizens
of the countries of the CIS. The performance of the tourist
sector should compensate for the fall in exports to Greece
(25% of all exports) and enable the economy to return to
growth in the second half of 2012.

Public finances exposed to the
banking sector recapitalisation
requirements    

The banking sector, highly exposed to the Greek risk (40%
of the loan portfolio), is a systemic risk because of its size,
with a balance sheet equal to seven times GDP and a high

intermediation raising the level of credit up to 280% of GDP.
At the beginning of 2012, the portfolio of loans to Greek
households and companies amounted to 120% of GDP. In
addition, the agreement for the restructuring of Greek
public debt involving the private sector meant significant
losses for Cypriot banks. The government will have to reca-
pitalise the banking sector and in particular the second lar-
gest Cypriot bank, Marfin Popular Bank (MPB), the one
most exposed to the Greek crisis. Following a loan of 2.5
billion euros granted by Russia in 2011, the government
has requested the financial support of the European Union
for an amount of 2 to 10 billion euros, depending on whe-
ther the European aid is only for the banking sector or for
the economy as a whole.
The State has to continue its efforts to adjust the budget,
with measures such as the increase of VAT from 15 to 17%
in March 2012 and the replacement of only one in four
retiring public sector employees. However, with the decline
in fiscal receipts associated with the economic slowdown
and the country’s financial contribution to the EFSF, the
government will not achieve compliance with the Maas-
tricht criteria regarding the threshold of 3 % of the public
deficit for 2012. In addition, it is unlikely that the govern-
ment will impose an increase in the taxes on companies
(10%, the lowest rate in the European Union) which could
endanger the country’s position as a business service
regional platform. Eventually, in the absence of any reo-
rientation of the growth model based on low tax rates,
public sector debt is set to increase, even though the finan-
cial sector constitutes a significant implicit in line with the
weakening in domestic demand. However, the significant
current account balance deficit will remain, worsened by
electricity imports. This is being mostly financed by short-
term capital flows, largely coming from Russia and the Gulf
States, which should however remain stable. 

Trade exchanges

CYPRUS

� High GDP per capita
� Limited exchange rate risk thanks to eurozone 
membership 

� Developed infrastructure, substantial tourism 
potential 

� Regional business services hub, attractive business
environment 

� Large trade deficit, weakened public sector finances 
� Very high private debt 
� Financial sector highly exposed to the Greek crisis 
� Uncertain outlook for reunification of the island 

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -4.1               2.3                1.7              -0.3

   0.6               1.2                1.9                3.3

  -6.0             -4.7              -3.1              -3.3

  -2.5             -3.1              -2.9              -2.1

 35.6             38.9              41.2              43.9

(e): estimate    (f): forecast
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Exportations 70% du PIB Importations 64% du PIB
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Increasing dependence 
on European demand  

In 2011, the recovery of the Czech economy was driven
by exports, with sales of vehicles, machines and equip-
ment in pole position. Growth in the first quarter 2012
contracted by 1% year on year and quarterly basis, which
made it the third consecutive quarter in which GDP
contracted. The country was able to benefit from the
strength of demand in Germany, which accounts for 32%
of Czech exports. The majority of Czech exports are in fact
intermediate goods for integration into the German export
manufacturing process. Germany’s foreign trade will slow
in the second half of the year. The Czech current account
will however not be overly impacted given that its imports
will slow because its exports are input intensive, and
domestic demand will remain weak. Direct inward invest-
ment, which played a key role in the dynamism of the
Czech economy prior to the crisis, will remain low. Hou-
sehold consumption, which will feel the benefits of a
reduction in the unemployment rate (although around 9%),
will be held in check by more severe budgetary austerity
measures. Households will have to pay more for health
and education services, as well as the 4 point rise in redu-
ced rate VAT. Inflation should thus be in excess of 3% in
2012. The Czech banking system however, largely owned
by eurozone banks, could be a source of concern.
However, unlike in most Eastern European countries, the
subsidiaries are largely funded by domestic deposits and
tend to be conservative in terms of prudential practices.

Reforms have improved public
finances      

The government, after notice at the end of 2009 from
the European Commission, reduced, as of 2011, the
current deficit to around 3% of GDP. Following dis-
cussions within the coalition, the government appro-
ved a series of budgetary reforms (health, pensions
and fiscal system) in order to reduce the deficit and

limit the increase in public sector debt. The most
important reforms are for reduced fiscal allowances
for mortgage savings and for the application of stric-
ter conditions of entitlement to unemployment bene-
fit. In addition, the application of a single rate of VAT
in 2013 will help boost tax receipts. These measures
led to large scale demonstrations in April 2012
against austerity at any price. The public sector debt,
up by more than ten points of GDP compared with
2007, remains at a sustainable level of 44% of GDP.
The current account deficit will remain contained,
only suffering from the contraction in European
demand.  

Reforms in a difficult social
context      

The 2010 legislative elections resulted in a clear majority
for the centre-right parties. However, the coalition that
emerged - Civic Democratic (ODS), TOP 09 and Public
Affairs (VV) Parties – was dissolved in April 2012, following
the split in the VV party, the popular demonstrations against
the austerity plans and the media coverage of corruption.
These events highlight the increasing nature of social risk
in the context of an austerity policy.

Trade exchanges

CZECH REPUBLIC

� Well integrated into international production chain
� Leading destination for foreign direct investment in
Central Europe

� Current account deficit, foreign debt and credit
expansion under control 

� Heavy dependence on European demand with
exports representing 84% of GDP, of which 67% are
destined for the EU

� Ageing population and shortage of skills

StrengthsÏ

Weaknesses
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RATHER HIGH RISK 

(e): estimate    (f): forecast  * grants excluded
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Exportations 25% du PIB Importations 32% du PIB
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affected by the events with the exception of those towards
the hydrocarbon sector. However, external debt as a ratio
of GDP is expected to remain at a moderate level (16%). 
In this context, maintaining the pound’s informal peg to the
dollar is a major challenge. In the first half of this year, the
Egyptian currency was at its lowest in eight years, despite
interventions by the Central bank, whose foreign exchange
reserves plummeted to levels representing less than three
months of imports, a particularly low level for a country that
covers a high proportion of its food needs through pur-
chases abroad. 

Weakened banking sector   

The banking sector, dominated by State-owned banks, is
fairly liquid but remains poorly capitalised, inefficient, wea-
kened by a high proportion of non-performing loans (15%)
and not very profitable. Moreover, the banks, forced to par-
ticipate in financing the fiscal deficit, are overexposed to
Egyptian sovereign risk.   

Difficult political transition 

Following the resignation of President Mubarak in February
2011, under popular pressure, the Supreme Council of the
Armed Forces ran the country until the presidential election
at the end of June 2012 won by Mohamed Morsi, a can-
didate from the Muslim Brotherhood Islamist movement.
In mid-June 2012, the parliament that had been formed
after the legislative elections at the start of 2012 – domi-
nated by Islamists from the Freedom and Justice Party (affi-
liated to the Muslim Brotherhood) and the fundamentalist
Salafist Al Nour Party – was dissolved. 
Against this backdrop, a new constitution has not been
established, which will weaken the new president and be
a source of tension between the different political forces,
as well as with the army. Therefore, a clarification of the
political situation, and an ensuing stabilisation of the eco-
nomic situation is unlikely before the adoption of a consti-
tution and new elections, by the end of 2012 at the earliest. 
The direction of the future economic policy is uncertain,
even if the economic programme of the Muslim Brother-
hood Islamist movement is based on a liberal model,
although seeming to focus on a better redistribution of
growth.

Sluggish economic growth    

Industry remains affected by the social movements, and
tourism activity, a key sector for the country, has fallen –
the winter high tourist season was very mediocre – and
the Suez Canal traffic has suffered from the deterioration
in the international economic environment. In total, growth
has further slowed down during the 2011-2012 fiscal year. 
The economy should slightly recover in 2012-2013, sub-
ject, however, to a marked improvement in the political
situation and the restoring of investor confidence. GDP
growth should be buoyed by the probable increase in public
spending and by its knock-on effect on household
consumption, via subsidies and wage rises in the public
sector. 

In this uncertain climate, price tensions, intensified by the
depreciation of the Egyptian pound, will remain high.

Slippage of public finances   

The events have resulted in a significant budget deficit, due
to the slowdown in growth, and therefore income, and
higher expenditure. Income from sales taxes and customs
duties has fallen sharply. At the same time, increases in
public sector wages, social assistance payments and sub-
sidies (28% of total spending and 9% of GDP) will make
for higher spending.
Traditionally, the budget deficit is primarily financed by the
domestic market but that has become more difficult and
costly, with bond yields now running very high and credit
default swaps reaching record levels in the first half of this
year.
Besides benefiting from grants and loans from Saudi Ara-
bia, Qatar, and the Arab monetary fund, Egyptian authorities
also turned again to the IMF early this year even though,
late last June, they had refused aid the G8 planned to pro-
vide via that institution, citing public opposition and a desire
to avoid excessive increase of the country’s already very
high public debt. If it is finalised, the $3.2 billion IMF loan
could spur new aid packages from the World Bank and
moreover contribute to restoring operator confidence.

Pressure on the external accounts
and on the pound   

Exports of goods are expected to increase moderately due
to robust hydrocarbon prices, while revenue from the Suez
Canal and workers’ remittances are likely to be resilient.
However, the shortfall in tourism revenue will contribute to
maintaining the current account deficit, which could, none-
theless, decrease slightly in 2012-2013. In any case, this
deficit would only be partly covered by financial aid from
the Gulf countries and from multilateral institutions. 
Foreign direct investments flows have been adversely

Trade exchanges

EGYPT

� Diversified sources of foreign currency (Suez Canal,
natural gas, tourism, transfers)

� Moderate foreign debt
� Political and financial support of the Gulf monarchies
and Western countries

� Poverty (40% of the population) and social unrest
� Strong demographic growth and high unemployment
� Deteriorating public finances
� Weak banking system
� Unstable geopolitical situation

StrengthsÏ

Weaknesses

Main Economic Indicators
                                                  2008/09      2009/10    2010-11 (e)  2011-12 (f)  2012/13(f)

GDP growth (%)                                    4.7            5.1            1.8            1.3            1.8

Inflation (yearly average) (%)            16.2          11.7          11.5            9.5            9.0

Budget balance (% GDP)*                   -7.0          -8.2         -10.0        -10.8         -10.6

Current account balance (% GDP)*      -2.3          -2.0           -1.8          -2.8           -2.1

Public debt (% GDP)                           77.0          78.0          80.0          83.0          83.5
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-3.1                1.7                1.7                0.3

  0.1                1.7                2.3                2.2

-7.5              -7.1              -5.2               -4.6

-1.5              -1.7              -2.2               -2.0

79.2              82.3              85.8              90.0

(e): estimate    (f): forecast
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Exportations 23% du PIB Importations 25% du PIB
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Sharp slowdown in growth in 2012  

Unlike most other eurozone countries, France's economic
activity did not shrink in the fourth quarter of 2011. This
result can be attributed to an upturn in corporate invest-
ment (replacement of vehicle fleets) and the healthy state
of aeronautic exports. However, household consumption
remained weak.
However, after very sluggish growth at the end of 2011,
economic activity stagnated in the first quarter of 2012,
curbed by a drop in corporate investment and a slowdown
in exports. In the short term, growth prospects are hardly
encouraging. Faced with a falling employment market
(unemployment at 9.6% in the first quarter of 2012 and
likely to increase), the tightening of budget policy and a
likely erosion in their purchasing power, households will
continue to curb their consumption, even though they begin
to draw down their savings (16.2% of their disposal
income). Non-residential investment, which was the main
growth driver in 2011, should continue to fall in the face of
lacklustre domestic demand and deteriorating economic
conditions in the eurozone. Residential investment should
also stall, with the property market having already begun
to fall as a result of a reduction in state aid, a tightening of
credit conditions and the prospect of less favourable ear-
nings. Moreover, in 2012, inflationary pressures should
remain contained because of lower energy prices and weak
growth. However, this weakness may complicate reaching
the budget target this year, although the results were better
than expected in 2011.

Weaker financial position of 
companies and loss of export 
market share     

Companies’ capacity to recover has been increasingly ero-
ded. Therefore, in 2011, corporate profit margins fell to their
lowest level since 1986 (28.6%) and are the weakest in
Europe. Their self-financing capacity has also fallen sharply
(67.2%). Furthermore, tensions over the financing of public
debt in the eurozone have spread to the banking system,
which is highly exposed to the debt of neighbouring coun-
tries and, in turn, could harden its lending policy. At a more
structural level, French companies, of inadequate size, still
lack innovation and do not export enough. With still only limi-
ted presence in emerging markets, they fail to benefit fully
from the dynamism of these markets. Despite tighter profit
margins, French industry continues to lose export market
share. 

Payment behaviour has further
deteriorated and bankruptcies are
still at a relatively high level with
increased cost    

Payment incidents recorded by Coface have risen since
2011, particularly in the construction sector. The number
of company bankruptcies fell very slightly at the start of
2012. However, it remains well above pre-crisis levels and
the costs of bankruptcies for suppliers increased signifi-
cantly due to the collapse of several large companies. The
construction and services sectors, including private sectors,
are most affected and the risk of default is increasing in
the automotive, transport, textiles and food-processing sec-
tors. However, the metals, electronics and computer-
telecom sectors are relatively spared.

Trade exchanges

FRANCE

� The world’s first tourist destination and second 
agricultural power

� Competitive international groups (energy, aeronautics
and space, environment, pharmaceuticals, luxury
goods, food products, distribution)

� Quality of infrastructures and public services
� Dynamic demographics, skilled labour and high 
productivity

� High level of savings and contained household
indebtedness

� Insufficient export corporate turnover, loss of market
share

� Weakness of SMEs
� Insufficient effort to innovate
� Low youth and senior employment, high youth unem-
ployment  

� Banks’ high exposure to the sovereign debt of the
weakest eurozone countries

� High level of public debt

StrengthsÏ

Weaknesses
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-5.1                3.7                3,1                0.9

  0.4                1.1                2.3                2.0

-3.2              -4.3              -1.0               -0.3

  5.6                5.7                5.4                4.9

74.2              83.0              81.0              82.0

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 41% du PIB Importations 36% du PIB
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a resurgence in domestic demand. However, the marked
deceleration of growth may result in a relapse. Since the
start of 2012, payment incidents are already slightly up,
with some sectors particularly exposed such as wind
power, refining or consumer electronics. If the bank situa-
tion deteriorates, some of which are still fragile, access to
bank loans will become difficult. This could pose difficulties
for businesses, particularly the SMEs that use them. 

Sharp economic slowdown 
linked to decline of the external
environment  

After an excellent but atypical first quarter, the remainder
of 2012 will be less favourable due to the deleterious
effects of the European debt crisis on the regional econo-
mic climate as well as the slowdown in emerging countries
and the United States.
Despite continued strong demand from emerging markets,
exports (50% of GDP) will slow sharply as a result of the
very unfavourable economic climate in Western Europe
(55% of export sales, including 40% for the eurozone).
However, the contribution of foreign trade to growth will be
slightly positive because, at the same time, imports will fur-
ther slowdown in line with investment. In fact, uncertainties
are causing companies to postpone their investments. It
seems, however, that a decline can be ruled out because
of the fairly high production capacity utilisation rate and the
partial making up of the ground lost during the 2009 crisis.
Public investment will decline with the ending of the pro-
jects contained in the second 2009 stimulus plan. Larger
investments in renewable energy (wind, solar and geother-
mal), the modernisation of thermal power stations and the
construction of natural gas power stations in readiness for
the end of nuclear power generation in 2022, will take
place at best only from the end of the year.

Household consumption and
investment will underpin the 
economy     

Support for economic activity will come mainly from the resi-
lience of consumption and household investment. On the
one hand, employment will stagnate, but on the other, hou-
sehold disposable income will increase significantly (2%).
In a tight labour market, industry agreements concerning a
third of employees have been concluded with significant
wage increases (3 to 4%). Retirees will benefit from the
indexation of their pensions to wages. The major part of the

increase in government revenues expected in 2012, as a
result of the resilience of consumption and the increase in
incomes will be redistributed in the form of end-of-year
bonuses to civil servants, increases in housing and child
allowances as well as student bursaries. Housing construc-
tion and renovation will increase, chiefly because of house-
holds’ distrust of financial investments and very low interest
rates. 

Satisfactory public and external
accounts    

As growth slows and budgetary policy is relaxed, the move-
ment towards a balancing of the national accounts is going
to slow down. The deficit is still expected to fall below the
threshold of 1% of GDP. Nevertheless, debt will remain high
(over 80% of GDP) but will continue to recede. The brake
on debt included in the Basic Law, which provides for the
Federal Republic’s structural deficit to be reduced to 0.35%
between now and 2016, and the structural balance for the
Länder between now and 2020 will not be sufficiently strict.
The country’s structural deficit should effectively reach 1%
of GDP. 
Thanks to the considerable trade surplus, there is a sizea-
ble current account surplus, a situation unaffected by the
fall-off in global demand.

Companies’ financial situation
could worsen again   

Despite the wage increases granted and rising commodity
prices, in general companies have regained good profita-
bility and considerable cash flow. A high product range
quality level, buoyed by their substantial expenditure on
research and development, allows companies both to
control their prices, withstand import competition, both in
their own market and abroad, and thus take advantage of

Trade exchanges

GERMANY

� Solid industrial base (1/4 of GDP)
� High product range quality level and diversity of 
production contribute to competitiveness and 
profitability

� Innovation, Research & Development
� Strong foothold in emerging markets (1/3 of exports)
� Central role of export-oriented SMEs (Mittelstand)
with a strong regional base

� Central and Eastern Europe integrated in production
process

� Importance of the ports of Hamburg and 
Bremerhaven

� Demographic decline
� Lack of engineers
� Low female employment rate
� Highly dependent on world markets
� Predominance of the production and export of motor
vehicles

� Persistent backwardness of eastern Länder
� Weakened banking sector

StrengthsÏ

Weaknesses
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-3.3              -3.5              -6.9               -6.0

  1.4                4.7                3.1                0.6

-15.6           -10.5              -9.2               -7.6

-11.1           -10.1              -9.8               -7.3

129.4          145.0            165.3            163.0

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 19% du PIB Importations 29% du PIB
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higher taxes. Their solvency is bound to be affected. Retail
sector sales continue to fall and manufacturing activity
continues to decline, particularly in the durable consumer
goods segment. Construction is also still under pressure,
as evidenced by the sharp fall in building permits and the
suspension of most motorway projects. 

A fifth consecutive year 
of recession in 2012  

Economic activity continued to contract sharply in the first
quarter of 2012. This is the thirteenth fall in GDP registered
in the last fourteen quarters. All sectors of domestic
demand remained in the red, with investment still showing
the highest rate of contraction (-21.3% over one year, com-
pared to -8.5% for household consumption). However, the
contribution of foreign trade to growth remained positive
due to a marked contraction in imports and a slight
increase in exports. 
For the fifth consecutive year, the Greek economy will expe-
rience a severe recession in 2012 due to continued fiscal
austerity, lower real income, a record level of unemploy-
ment (22.6% in the first quarter of 2012) and a tightening
of credit provided by banks, themselves facing a lack of
liquidity, deposit withdrawals and deterioration in their port-
folios. External accounts will continue to adjust, due to a
sharp drop in imports and a reduction in interest payments
due to the debt reduction operation finalised in early March
2012. Exports will benefit from improved competitiveness
related to internal devaluation measures (lower unit costs
of labour) but the drop in foreign demand will limit their
growth. In any case, the current account deficit will remain
very high. 

Bailout package and debt 
reduction made inevitable     

Investors' doubts concerning the Greek government's ability
to pay needed the introduction of a first bailout package of
€110 billion in May 2010. This plan was insufficient, with
the country not being able to return to the markets as plan-
ned in 2012. Relations between the country and interna-
tional lenders have been strained because of delays in the
implementation of budget measures and privatisations. 
Faced with the worsening economic, financial and social
situation, which pushed long-term bond rates to record
levels, and unable to refinance itself, the country was forced

to resort to a new bailout plan including additional funding
of €130 billion and participation of private creditors provi-
ding for a significant haircut on the Greek bonds they hold.
In February 2012, creditors agreed to waive 53.5% of the
face value of their claims (the actual loss in fact exceeds
70% given the extension of the repayment period and the
agreed interest rate cut). After the success of this operation,
finance ministers from the eurozone endorsed, in March
2012, the second bailout package to Greece. However, des-
pite this restructuring, and particularly due to the fall in natio-
nal wealth, the burden of government debt remains very
high. Moreover, the current account deficit is only improving
very slowly and total external debt is not expected to fall
below 180% of GDP between now and 2016. The crisis is
therefore far from over. If growth does not restart and if defi-
cits persist, a new write-off of debts cannot be ruled out.

Formation of a government 
favourable to reforms    

The victory of the New Democracy party in the parliamen-
tary elections in June 2012 and parliamentary support
from the PASOK socialist party and the DIMAR moderate
left-wing party, all three pro-reform, somewhat reassured
Europe and investors, reducing the dire possibility of a hasty
exit from the eurozone. However, divisions within the ruling
coalition are likely to arise in the partial renegotiation of the
Memorandum with the Troika (EC/ECB/IMF). Moreover,
even slightly softened, austerity measures will continue to
affect the standard of living of the population. Part of the
latter, however, concurred with the Syriza radical left-wing
party and social unrest is likely to continue. 

Companies facing a very difficult
environment   

Companies are facing a greatly deteriorated economic and
financial context, a drop in public sector procurements and

Trade exchanges

GREECE

� Supported by the international financial community
� World’s leading shipowner
� Attractive tourist destination 

� Until eruption of the crisis, growth based on swollen
public and private sector debt 

� Structural weaknesses regarding tax collection 
� Low technology component of exports (foodstuffs
and chemicals)

� Business environment hampered by red tape 
� Social tensions caused by fiscal austerity 

StrengthsÏ

Weaknesses
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RATHER HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  0.5                2.9                3.9                3.1

-0.3                5.4                6.2                5.0

-2.8              -2.8              -2.4               -2.0

  0.0              -1.5              -3.1               -3.5

22.9              24.1              24.1              25.0

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 23% du PIB Importations 32% du PIB
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Weak external context will affect
growth  

Economic activity is expected to slow in 2012. The less
buoyant global context will affect exports and remittances
from Guatemalan migrant workers for the most part in the
United States, the largest trading partner. This will result in
a loss of momentum in domestic demand, which will conti-
nue to be driven by spending on reconstruction following
the massive damage caused by the 2011 hurricane sea-
son.

Low effectiveness of government
action     

Despite the progress expected in 2012, but especially in
2013, following the adoption of a tax reform, government
revenue will be very limited (11% of GDP). This level is well
below that achieved by countries with comparable wealth.
Public investment accounts for only 4% of GDP. Added to
private sector action, the percentage is below 20%. Private
sector credit should continue to grow, but it remains expen-
sive, which curbs investment.
Significant shortcomings in infrastructure, education and
combating poverty, which affects half the population, are
not ready to be tackled. In addition, the high agricultural
potential is largely untapped due to lack of support for the
rural population. Finally, due to the weakness of the security
forces and corruption violent gangs that thrive on drug traf-
ficking act with impunity.
In addition to the low level of resources, public finances suf-
fer from poor management resulting in a poor allocation of
expenses and consequent payment arrears to local sup-
pliers.

Balanced external accounts due 
to workers' remittances, foreign
investment and borrowing    

The current account deficit, which originates primarily from
the large trade deficit, is expected to fall slightly in 2012
due to lower prices for oil imports and an increase in textile,
agricultural and mineral exports, mainly to the United
States, El Salvador, Honduras, Mexico and Nicaragua. The
services balance deficit remains low, in line with lower
freight costs in a context of a weakening of international
trade. Remittances from migrant workers in the US remain
significant and largely offset the trade deficit. Foreign direct
investment and the issuance of bonds on the international
market should again cover residual financing needs and
maintain the level of foreign currency reserves. The conti-
nuation of these foreign capital inflows assumes that the
political and social situation does not deteriorate too much
and that the government consolidates its public finances.

Conservatives in power   

In November 2011, Otto Pérez Molina of the right-wing
Patriot Party was recognised as the President of Guatemala
by the Supreme Electoral Tribunal. He won 54% of votes
compared to 46% for Manuel Baldizon, also from the right
(Renewed Democratic Party - LIDER). The electorate in
urban areas and within the business community supported
the candidacy of Otto Pérez, who was more committed to
fighting criminality and drugs trafficking. He is the first mili-
tary officer to have been democratically elected in a country
that has been through numerous coups d’état. The new
president will face, as the outgoing president Alvaro Colom
did, political divisions and the misgivings of the ruling class,
which will slow the adoption and implementation of
reforms.

Trade exchanges

GUATEMALA

� Support from the United States
� Prudent economic policies
� Trade relations strengthened by the Central American
free-trade agreement with the United States
(DR/CAFTA)

� High tourist potential

� Weakness in long-term growth
� Vulnerability to exogenous shocks (natural disasters,
extreme dependence on the United States and on
prices for exported farm and mineral products –
sugar, bananas, coffee, and gold, silver)

� Weakness of the State
� Lack of infrastructure
� High level of drug-related crime
� Social tensions (poverty,  low school attendance,
under-employment, ethnic divisions)

StrengthsÏ

Weaknesses



A3

A4

Country risk 

Business climate 

Medium term 

Coface Assessments

RATHER LOW RISK 

Main Economic Indicators
                                                     2009/10       2010/11    2011/12 (e)    2012/13(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  8.4               8.4               6.5               6.5 

  3.8               9.6               8.8               6.9

-9.9              -9.2              -8.0               -7.8

-2.8              -2.7              -3.9               -3.3

71.8              68.1              67.5              66.0

(e): estimate    (f): forecast    april/march
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➔ Risk assessment

Exportations 20% du PIB Importations 24% du PIB
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Persistent shortcomings 
in the business environment  

The regional elections in five states, including the largest
state of Uttar Pradesh, weakened the coalition led by the
Congress Party in March 2012, which could also slow the
pace of the structural reforms (education, infrastructures,
tax system) until the next elections in 2014. Moreover, there
are still governance shortcomings, especially as regards
corruption. Several scandals hit the headlines in 2011
notably about the organisation of the Commonwealth
Games and the granting of mobile telephone licences.
Moreover, the lack of transparency in the financial results
of medium sized businesses and the absence of group
consolidated accounts are still worth noting.

Slowdown of activity in 2012/2013  

The Indian economy slowed in 2011/12 due to weak exter-
nal demand and the cyclical downturn on the domestic
front after a long period of monetary policy tightening in a
context of high inflation (13 interest rate hikes between
March 2010 and October 2011). Between January and
March 2012, growth was only 5.3%, its lowest level in nine
years due to the contraction in manufacturing output (-
0.3%). The automotive and property sectors – in which
assets are mainly bought on credit – have fallen sharply.
In 2012/13, growth will remain stable at a level far below
its potential. The relaxing of monetary policy implemented
in early 2012 may not be significant due to concerns about
the fall in the rupee and inflation. In addition, the govern-
ment cannot introduce an expansionary fiscal policy
because of the high level of public debt. The balanced
model (between investment and consumption; industry and
services) which has explained the country's successes, is
starting to stall because of persistent bottlenecks (infra-
structure, distribution networks, lack of skilled labour) which
constrain investment and persistent shortcomings in terms
of business climate that impede FDI. Thus, the manufac-
turing sector will post a sharp decline in performance. On
the other hand, the services sector (tourism, transport,
communications, IT) will continue to be dynamic.
Besides, inflation will remain high in 2012/13 due to the
increase in administered fuel prices. Furthermore, with the
emergence of the middle classes, the demand for food
products once reserved for a minority (milk, meat, eggs)
has increased while agricultural productivity progresses
very slowly and the food distribution system is inefficient.
The result is food price inflation that spreads to manufac-
tured goods and services through secondary effects related
to wage increases.

The rupee under pressure due to
deterioration in external accounts    

The country's external financial position is deteriorating. The
current account deficit will remain substantial in 2012, due
to strong domestic demand and massive fuel imports. This
current account deficit will only be partially covered by FDIs,
which are slowing down in the context of turbulence in inter-
national markets and persistent domestic constraints (res-
trictions on land purchases, complexity of environmental
authorisations and slow liberalisation of sectors such as
retail sales and insurance). In this context, India is increa-
singly dependent on financial markets. However, the
2011/12 fiscal year was marked by sudden portfolio out-
flows that weakened the rupee (-23% between July 2011
and June 2012).
In order to address these risks, the Reserve Bank of India
(RBI) has sought to limit the depreciation pressures by selling
dollars on the foreign exchange market, using its interna-
tional reserves, which remain however at a satisfactory level
(5 months of imports). Simultaneously, it has taken regula-
tory initiatives through measures to attract deposits from
Indians residing abroad (increase in the remuneration of
deposits in US dollars) or by requiring Indian exporters to
convert half of their foreign currency earnings into rupees.
But pressures on the rupee are fuelling a rise in prices of
imported goods, which could further exacerbate the current
account deficit over the medium term and affect the cur-
rency that will not experience a sustainable turnaround.
In 2012, the budget deficit will remain substantial, fuelling
an already high public debt. Furthermore, the continued
depreciation of the rupee will increase the amount of sub-
sidies that the State pays to stabilise the domestic fuel price.
Moreover, the heavy debt servicing should continue to pena-
lise public investment in capital (notably in infrastructure).

Trade exchanges

INDIA

� Diversified drivers of growth
� Solid fundamentals: high savings and investment rates
� Competitive private sector in industry and services
� Moderate foreign debt and satisfactory foreign
exchange reserve

� Lack of infrastructures and deficient educational 
system

� Skilled labour wage rise threatening to erode 
competitive advantage

� Increasing private corporate debt
� Weak public finances
� Persistent uncertainties over the Kashmir question

StrengthsÏ

Weaknesses
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Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  4.6                6.2                6.5                6.1

  4.8                5.1                5.4                6.1

-1.7              -1.2              -1.5               -1.0

  2.5                0.8                0.3               -0.4

28.6              27.4              25.0              23.2

(e): estimate    (f): forecast
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Exportations 24% du PIB Importations 21% du PIB
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from corruption scandals within his own party. The presi-
dent’s second term has thus proven less successful than
his first, putting the Democratic Party in a shakier position
in the run-up to legislative and presidential elections in
2014. In this context, the pace of structural reforms and
the anti-corruption campaign has slowed considerably with
the business environment thus continuing to suffer from
major shortcomings. 

Strong growth driven by firm
domestic demand  

The economic recovery continued in 2011 benefiting from
the firmness of both domestic demand and exports. Invest-
ment has been very dynamic spurred by high capacity uti-
lisation rates and by the easing of monetary policy initiated
in the 2011 fourth quarter. Despite supply breakdowns in
the car sector after the earthquake in Japan, manufacturing
(textiles, iron, steel, and capital goods) and services have
been growth engines. 
GDP growth will continue to trend up in 2012. Private
consumption will remain strong underpinned by the labour
market’s good performance. Private investment will trend
up driven by several favourable trends: strong demand for
Indonesian raw materials (agricultural, energy, and mining),
the growing appetite of a middle class expanding at a rate
of 7 million people a year, good credit terms, and tax
exemptions in several high priority sectors. On the supply
side, manufacturing and particularly capital goods are
expected to outperform while services — especially retail
and wholesale, transport, and communications — will
benefit from strong domestic demand. The raw materials
sector, meanwhile, will continue to grow strongly with
exports of oil, gas, metals, coal, rubber, palm oil, and wax
representing 65% of sales abroad. However, in the medium
term, economic activity will remain limited by the lack of
infrastructure and the slow pace of structural reforms. In
this context, the Coface payment monitoring records will
likely remain stable in 2012. But weaknesses persist in
terms of corporate transparency. The accounts are rarely
available and when they are their reliability is questionable.
Moreover, problems with corruption persist, and the legal
system remains slow and costly.

Sound financial situation     

The improvement in sovereign risk has stayed on track as
evidenced by the decline in the public debt ratio and the fis-
cal deficit. And the proportion of the debt denominated in
foreign currency has also been trending down. However, the
question of removing energy price subsidies burdening
public sector finances is on hold after an initial delay in
applying the measure in April 2012. 
Foreign debt will likely remain under control even if the cur-
rent account balance will be slightly in deficit in 2012 due
to the very rapid growth in imports amid the upturn in
domestic demand. This slight deficit will be fully covered by
FDI with the country thus independent of financial markets.
Nevertheless, in the face of risks associated with the volatility
of portfolio capital (rupiah depreciation), the authorities intro-
duced capital controls in June 2010 (notably establishing
the minimum time central bank certificates must be held),
which are expected to slow these destabilising inflows. In
2012, meanwhile, foreign exchanges reserves will remain
at satisfactory levels (six months of imports) with the country
consequently left with very limited exposure to a sudden
flight of portfolio capital. And the Indonesian banking system
has been outperforming with high capitalisation and profi-
tability ratios and an improved rate of non-performing loans.
Bank intermediation remains nonetheless underdeveloped
compared to the rest of Asia, in a country where the informal
sector is very developed.

Persistent shortcomings 
in the business environment   

Dissension within the coalition government formed in the
wake of the 2009 elections has impeded decision-making.
President Yudhoyono’s popularity has moreover suffered

Trade exchanges

INDONESIA

� Strengthened banking sector 
� Diversity of natural resources (agricultural, energy,
mining) 

� Good competitiveness thanks to low labour costs 
� Consolidation of political stability 
� Dynamic tourism 

� Low investment rate
� Weak bank intermediation 
� Lack of infrastructure
� Persistent corruption and lack of transparency
� Interethnic tensions exacerbated by high rates of
unemployment and poverty

StrengthsÏ

Weaknesses
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  0.8                4.8                4.7                2.5

  3.3               2.7               3.4               2.0 

-6.0              -4.5              -4.0              -3.5 

  3.6                2.9               -0.6               -1.0

78.0             74.5             73.0              74.5

(e): estimate    (f): forecast
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Exportations 35% du PIB Importations 32% du PIB
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remain, but the country has a sound external financial
situation due to easily manageable external debt and a
substantial level of foreign exchange reserves (approxima-
tely 9 months of imports).

Growth slowdown in 2012  

The past year resulted in continued strong growth, driven
by private consumption and investment and strong
demand from abroad.
2012 should result in a sharp GDP growth contraction, due
to the slowdown of demand from Israel’s main trading part-
ners, the European Union and the United States, and, to a
lesser degree, Asia. Domestically, household consumption
will notably be spurred by welfare measures taken by the
authorities on behalf of the neediest population segments,
while investment will be particularly strong in the gas
exploitation sector.

Moderation of corporate growth     

Business activity, albeit satisfactory in most sectors in 2011,
will likely undergo a slowdown or even a downturn in some
areas in 2012. A growth slowdown is expected in manu-
facturing because of weaker sales growth both abroad and
in the domestic market. Retailing will likely remain dynamic
despite a less buoyant context overall. Sales of services to
companies are expected to be more moderate both in Israel
and abroad, despite good competitiveness. A slowdown is
expected in the hotel sector (after the high occupancy rate
recorded in 2011) and similarly in the transport and com-
munications sectors. And the expansions that have benefi-
ted the construction and infrastructure sectors will likely
decelerate due particularly to constraints on financing.

Satisfactory corporate 
financial positions    

Israeli companies have generally coped relatively well amid
highly unpredictable economic conditions and possible
shortages of credit. With the economic recovery that follo-
wed the 2008-2009 global financial crisis, their financial
positions improved, a trend duly reflected in the payment
tracking records maintained by Coface on Israeli compa-
nies. In a context that has become difficult again, the pay-

ment behaviour of Israeli companies is expected to remain
satisfactory and better than the world average thanks to
the foresight they demonstrated in building up reserves.

Tax implications of social 
measures and solid external 
financial position    

Late 2010, the authorities adopted a biennial fiscal budget
procedure justified by a commitment to limiting parliamen-
tary debate attributable to the existence of government
coalitions. Although the coalition government led by Benya-
min Netanyahu (from the right-wing Likud party) – trans-
formed into a national unity government in May 2012 – is
a strong advocate of economic liberalism — that notably
calls for reductions in taxes and public spending, and for
privatisations of public companies, as for the Port of Eilat
(launched in April 2011) or for the Israel Electric Corporation
(being planned) — large demonstrations in 2011, motiva-
ted by the rise of the cost of living and substantial social
inequality, forced it to make concessions. The government
had to take measures intended to ease the impact on hou-
seholds of price increases for staple commodities and to
collect a higher proportion of fiscal revenues via direct taxes
considered more socially equitable than indirect taxation.
The public deficit is consequently expected to widen slightly
in 2012 with public spending continuing to be focused
mainly on debt service, defence, and education. The ratio
of public sector debt to GDP, meanwhile, will doubtless
remain high.
The trade deficit widened sharply in 2011 and a further
deterioration is expected in 2012. Exports of goods should,
fall, with those to Europe and the US (30% each of the total)
dropping, while sales to Asia (20% of the total) will only
increase moderately. And the growth of exports of services
to companies — mainly software and related high tech-
nology products — along with tourism will moreover be
modest. Consequently, the current account deficit will

Trade exchanges

ISRAEL

� Open, diversified economy strengthened by the 
country’s admission to the OECD in 2010

� Industry dominated by high technology products
� Highly skilled workforce
� Political and financial backing of the United States
and the diaspora

� Large offshore reserves of natural gas discovered 
in 2010 with production to start in 2014

� Political fragmentation resulting in shaky government
coalitions

� Bogged-down peace negotiations between Israel and
the Palestinians

� Insecurity undermining Israel’s economic potential 
� Relatively high public debt

StrengthsÏ

Weaknesses
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-5.5                1.8                0.5               -1.8

  0.8                1.6                2.9                3.0

-5.4              -4.6              -3.9               -2.3

-1.9              -3.5              -3.3               -2.3

116.0          118.6            120.1            123.6

(e): estimate    (f): forecast
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The Coface economic publications  Summer 2012

33

➔ Risk assessment

Exportations 24% du PIB Importations 24% du PIB
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Italy plunged into recession  

Italy went into recession in the second half of 2011, and
has sunk deeper into it in the first quarter of 2012 as a
result of the drop in household consumption, investment
and exports. This drop reflects both rising unemployment
(which affects 10% of the workforce), the tightening of
access to credit, weak foreign demand and the collapse of
confidence among economic agents. However, the more
pronounced fall in imports than in exports is responsible
for a positive contribution from foreign trade to growth.
Except for agriculture, all the sectors experienced a fall,
starting with construction. The deficit reduction plan for
2012 has not yet had an effect at the start of this year and
the decline in industrial production does not yet take
account of the two earthquakes that struck in May in the
north of the country. This would suggest a further deterio-
ration in the second quarter and a recession of about 1.8%
for the entire year. However, the weakening of economic
activity should help reduce the current account deficit. Fur-
thermore, fuelled earlier this year by the rise in commodity
prices, inflation should ease as a result of weak domestic
demand and lower prices of staple products.

Massive public debt     

Investors are today coming to terms with the scale of public
debt, in large part inherited from the large deficits recorded
until the middle of the nineties. This debt reached 120% of
GDP at the end of 2011, the highest level in the eurozone
after that of Greece and the biggest of all in absolute value.
Despite a fairly prudent fiscal policy in recent years, the
consolidation effort had to be intensified under pressure
from the markets and the ECB. The size of government's
financial needs and the economy's weak growth potential,
in the current context of increasing uncertainties within the
eurozone, have further eroded market confidence. Long-
term interest rates are again hovering around 6%. Doubts

about the ability of the country to pursue reforms are even
about to resurface in view of the fall in popularity of the Italian
Prime Minister.
Moreover, in the context of the crisis of confidence on the
interbank market, ECB loans have provided banks with liqui-
dity and, until recent months, no sign of deposit outflows
has been recorded. But banks are undermined on the stock
market due to the tension in the Italian ten-year rates.

Companies weakened 
by the recession    

Italy is going through a difficult phase and the financial
situation of businesses reflects this. Bankruptcies continued
to increase in 2011 as well as payment failures recorded
by Coface. Among the reasons for this situation are the
structural weakness of SMEs, which represent the bulk of
the Italian industrial fabric, as well as the growing difficulties
linked to access to bank lines of credit and the lengthening
of payment periods in the public sector. Among the sectors
most affected are construction and electrical equipment,
as well as the textile sector, which has always been struc-
turally weak. On the other hand, the luxury goods sector,
driven by demand from emerging countries, is doing rather
well. The austerity measures adopted by the government
have led to a sharp contraction in consumption, affecting
all sectors of the economy, in particular large retailers
(except for food discounters) and automobiles.

Trade exchanges

ITALY

� Strong tourism potential
� Still important role of industry
� Improved product range and highly profitable niches
(luxury clothing, household appliances, foodstuffs,
machinery)

� Low household debt and strong saving capacity
� Government debt predominantly held by residents

� High national debt, tax evasion
� Loss of export market share
� Low productivity
� Inadequacy of research and higher education
� Government inefficiency, large number of civil 
servants

� Banking sector weakened by exposure to Italy’s 
sovereign debt

� Backwardness of the south

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)*                             

Current account balance (% GDP)                

Public debt (% GDP)                                      

  3.8                2.4               -4.7                6.0

  1.0                1.4                4.9                2.0

-1.6              -2.3              -5.7               -4.4

  7.0                1.1                6.7               -2.8

66.5              66.4              69.3              40.5

(e): estimate    (f): forecast   * grants included
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Exportations 42% du PIB Importations 34% du PIB
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tion are significant obstacles to development. Moreover,
although the security situation has clearly improved since
the start of the conflict, the disarmament of militias on both
sides has not yet been achieved. There has been violence
in the West of the country since July 2011, involving Libe-
rian mercenaries and Ivorian militia operating from neigh-
bouring Liberia. Nevertheless, this violence seems to be
more criminal than political and does not suggest a
resumption of the civil war.

Rapid recovery in economic 
activity after the political crisis  

The economy has rapidly recovered after the post-electoral
crisis (April 2011) as the security situation returns to normal
and thanks to the upturn in exports and international aid.
The recession was therefore limited to 4.7% in 2011.
Growth should be sustained in 2012, even if it does not
reach the 8% forecast by the IMF. Activity will be driven by
investment in transport infrastructure (third Abidjan bridge,
second containers port, Abidjan-Grand Bassam motorway)
and by the telecommunications sector (awarding of third
generation licences). On the other hand, the agricultural
sector should suffer from low prices (resulting particularly
from the rise in the supply from Brazil) and the production
of cocoa. The economy, originally focused on the produc-
tion of foodstuffs (cocoa, coffee, palm oil) should continue
to diversify due to the growth in oil production (nine ope-
rating licences granted in February 2012) and the opening
of a gold mine. The reopening of the markets and impro-
vement in supply conditions should help to reduce inflatio-
nary pressures. Nevertheless, a current account deficit is
foreseeable due to the sharp increase in imports of capital
goods related to the implementation of infrastructure pro-
jects.

Weakened fiscal position 
but hopes of additional debt 
cancellation     

The fiscal deficit widened in 2011, in line with the increase
in spending and the fall in tax collection linked to the col-
lapse in exports and activity. However, the results have been
better than forecast thanks to the rapid recovery in the eco-
nomy and progress made in tax collection, which in 2012
is expected to improve but spending will remain high. In July
2011, the IMF approved the disbursement of $129 million
under the Rapid Credit Facility. In November of the same

year, the country was granted a $616 million Triennial Exten-
ded Credit Facility and interim debt relief. Lastly, in June
2012, the Ivory Coast reached the completion point of the
Highly Indebted Poor Countries (HIPC) initiative entitling it to
a cancellation of additional debt. In fact, the authorities have
broadly met the demands of the programme negotiated with
the IMF. Progress has been registered with regard to mana-
ging public finances, improving the business climate and
reforming the cocoa network. On the other hand, progress
in the energy and finance sectors is below expectations.

The political situation is gradually
returning to normal     

Since the end of the post-electoral crisis, the political and
security situation is gradually returning to normal. In
December 2011 legislative elections were held, the first
for over a decade. President Ouattara's party, the Rally of
the Republicans (RDR) increased its mandate, obtaining
close to 88% of the seats in the National Assembly. The
government was reshuffled in March 2012, with the
appointment of one of the leaders of the Democratic Party
of the Ivory Coast (PDCI), an RDR ally during the crisis, to
the post of prime minister. The former prime minister, Guil-
laume Soro was appointed head of the National Assembly.
The Ivorian Popular Front (FPI), the former party in power,
boycotted the elections and refuses to take part in the dia-
logue initiated by the government. Currently, it is trying to
re-build after the arrest of its leader, the former president,
Laurent Gbagbo, and his transfer to the International Cri-
minal Court in The Hague. The national reconciliation pro-
cess is proving to be difficult insofar as only members of
the Gbagbo camp, involved in human rights violations
during the conflict, have been judged. But other challenges
remain. Shortcomings in terms of governance and corrup-

Trade exchanges

IVORY COAST

� Agricultural wealth, especially cocoa (leading 
producer with 35% of the global market)

� Diversification into hydrocarbons and ore
� Processing industry, port and road infrastructure

� Weak political and security context
� External accounts dependent on price trends for
cocoa and oil 

� Low rate of investment (10% of GDP)

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-5.2                4.0               -0.7                1.8

-1.3              -0.7              -0.2               -0.1

-8.7              -7.8              -8.9               -9.0

  2.8                3.6                2.2                2.2

194.1          198.2            212.0            219.5

(e): estimate    (f): forecast
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Exportations 13% du PIB Importations 12% du PIB
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come fears of a failure in energy supply to this industrial
region. Company operating profits, after three consecutive
quarters of contraction in 2011, have started to rise since
the first quarter 2012. This is related to the performance
of the services sector while the manufacturing sector conti-
nues to show a drop in profitability. The increase in ban-
kruptcies remains low and the Coface payment incident
index has shifted very significantly downwards over the 12
months to May 2012.

Growth underpinned by fiscal
measures  

Growth of 1.2% (q/q) in the first quarter of 2012 and 2.8%
(YoY) was buoyed by domestic demand, while net exports
of goods and services contracted slightly. Activity throu-
ghout the year should therefore be modest, also benefiting
from a favourable base effect.
The consumer confidence index has continued to improve
since the end of last year, in line with the subsidy introduced
by the government, intended to promote purchases of
energy efficient vehicles. Nevertheless this fiscal envelope
should run dry around the summer and, unless it is exten-
ded, spending by the Japanese should fall significantly in
the second half of the year. The uncertainties surrounding
the decision to raise the consumption tax associated with
low disposable income is further pushing households to
save more, with savings rising from 2.2% (DI) in 2008 to
6% in early 2012.
The existence of substantial excess capacity and the high
level of real interest due to deflation are affecting invest-
ment in production, which remains moderate. However,
corporate activity is driven by public investment, which
continues to grow through supplementary budgets of over
$260 billion. These amounts have firstly been used to clean
up the devastated areas. Since then, orders for public
works have increased sharply. But the time periods within
which the reconstruction itself will be carried out are still
to be defined, with some economic and social redeploy-
ment projects coming up against the resistance of the
populations concerned.
In this context, the fiscal deficit is expected to widen slightly
and debt to continue to grow (220% of GDP). To limit the
long-term effect of these measures on public finances, the
Prime Minister, Yoshiko Noda has stated that high taxes
could be imposed, particularly a doubling of VAT to 10%,
an issue which still divides the political leaders in the
government party and those in the opposition.

Strong exports stemming from US
demand     

Since the start of 2012 exports to the United States (15%
of total exports) have risen significantly due to the disap-
pearance of negative effects on the supply chain from the
floods in Thailand, which allowed automotive deliveries to
start again, while the yen lost strength. In contrast, exports
of intermediate industrial products to China (20% of total
sales) contracted over the same period. This is an indirect
effect of the deceleration in European demand for Chinese
end-products that incorporate Japanese intermediate
equipment. But the European slowdown also directly affects
Japanese export companies, which have seen a drop in
sales to the Old World (12% of outlets) since early 2011.
Unless the crisis in the eurozone escalates, or there is an
unexpectedly sharp slowdown in activity in China, Japanese
exports should still grow, but this may not offset the rise in
imports. Electricity companies are in fact forced to buy
energy outside the country as a replacement of nuclear
energy, which represented, before the cataclysms of March
2011, 30% of the total electricity supply in the country. The-
refore, the contribution of trade to growth is expected to
remain neutral at best this year, especially as Japanese
companies continue to be hampered by the parity of the
yen vis-à-vis the dollar and the euro compared to pre-crisis
levels (+55% against the dollar and +67% against the
euro).

Fall in the number of bankruptcies     

The use of imported energy resources increases production
costs in the Archipelago, while the price of electricity is high
by international standards. The decision to authorise the
increase in electricity prices by 10% on average from July
2012 is a weakening factor for businesses and house-
holds. But the restart, also in July, of two reactors at the Oi
site in the Fukui Prefecture, even if it does not diminish the
prospects of rising prices, should nevertheless partly over-

Trade exchanges

JAPAN

� Advantageous geographic position in a dynamic
region 

� Specialisation in export trade 
� Very high national savings level 
� Public debt held mainly by domestic investors 
� Mergers and acquisitions abroad favoured by the
yen’s high exchange rate 

� Government instability (six prime ministers in ten
years) 

� Decline in the active population and growing propor-
tion of workers without job security 

� Low productivity of SMEs 
� Lasting consequences of the nuclear disaster on pro-
duction 

� The yen’s high exchange rate has become a crucial
political problem 

� Development of the industrial relocation movement

StrengthsÏ

Weaknesses
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Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)*                             

Current account balance (% GDP)                

Public debt (% GDP)                                      

   2.3               2.5                2.6                2.8

  -0.7               5.0                4.4                5.6

-11.0             -7.7            -12.0            -12.0

  -5.5             -9.0            -16.5            -13.0

 66.0             67.0              70.0              71.0

(e): estimate    (f): forecast   * grants excluded
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Exportations 43% du PIB Importations 65% du PIB
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making a start on reforms in the context of the “Arab
Spring”, King Abdullah — who still enjoys broad public
support and the backing of the armed forces —intends to
keep a grip on the main levers of power.

Moderate growth   

Local and regional political uncertainties, particularly in
Syria, compounded by a sombre global economic envi-
ronment will affect Jordan’s economy in 2012. On the
demand side, public and household consumption — the
latter despite high unemployment (13% in 2011) — is
expected to underpin GDP growth. On the supply side,
services (two-thirds of GDP) will likely benefit moderately
from performance in the transport and retail segments. In
the secondary sector, growth will be driven more by the
chemical industry, telecommunications, and construction
than by traditional segments like mining (potash and phos-
phate). The authorities have moreover been giving priority
to agricultural development and improvement in food
safety. In any case, local companies remain to a conside-
rable extent subject to economic trends in countries belon-
ging to the Gulf Cooperation Council, which Jordan hopes
to join and thereby benefit from the economic aid available
to members.

Persistence of large public and
external deficits     

The social measures taken in the aftermath of the demons-
trations in 2011 undermined the authorities’ resolve to
reduce a large fiscal deficit, which grew sharply in 2011.
But this deficit could nonetheless level off in 2012 thanks
to better targeting of investment spending and subsidies,
and to $1.6 billion in aid from Saudi Arabia. Although the
accumulation of fiscal deficits has in turn increased the
public debt, the impact on sovereign risk is mitigated since
debt is partly financed by local banks and mostly owed to
domestic creditors. But the fiscal consolidation process and
the reduction of Jordan’s dependence on foreign grants
remain daunting challenges nonetheless. 
Goods exports are expected to rise slightly in 2012 with
sales in Asia and re-exports to Iraq offsetting weak demand
from Europe and the United States. They will remain expo-

sed, however, to variations in world prices for potash and
phosphate. Tourism and transfers have been affected by
the climate of uncertainty. Moreover, the volume of hydro-
carbon imports (a quarter of the total) is burdening the exter-
nal accounts, although Jordan receives Iraqi crude oil and
Egyptian gas at reduced prices. The current account deficit
could be reduced, however, due to slightly lower global
prices of agricultural products and hydrocarbons, and be
partly covered by inflows of foreign direct investment, mainly
from Gulf countries.
Although the repayment of rescheduled debt in 2008 signi-
ficantly reduced Jordan’s external debt ratios, the high pro-
portion of short term commitments still constitutes a
potential source of exchange rate risk. Currency reserves
are nonetheless expected to remain at rather comfortable
levels (six months of imports) buttressing the country’s resi-
lience and the Jordanian dinar’s peg to the dollar.

Domestic political stability shaken
by the regional turmoil    

The November 2010 legislative elections returned a majo-
rity giving priority to rural areas to the detriment of the poli-
tical aspirations of the urban majority of the population. 
However, in 2011, following a series of demonstrations
against rising unemployment and corruption, particularly
in the wake of the uprisings in Tunisia and Egypt, King
Abdullah II changed twice the Prime minister, in February
and October. In April 2012, again, he appointed a former
prime minister, regarded as conservative, and stated that
parliamentary elections could be held at the end of the year.
However, the new government’s room for manoeuvre will
remain limited by the contradictory demands of the loyalists
and tribe on one side and the opposition on the other, par-
ticularly the Islamic Action Front, Jordan’s equivalent to
Egypt’s Muslim Brotherhood, which advocates a kind of
Moroccan-style constitutional monarchy. But despite

Trade exchanges

JORDAN

� Political and financial support of the international
community

� Implementation of strategies to foster major 
infrastructure projects 

� Tourism and expatriate workers, crucial sources 
of foreign exchange earnings

� Good business environment at the regional level

� Virtually no natural energy resources and limited 
productive base 

� Vulnerability to economic conditions in the Middle
East

� Dependence on foreign aid and capital, reflecting 
the imbalances in public and external accounts

� High short-term debt
� Exposure to regional political instability

StrengthsÏ

Weaknesses
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RATHER LOW RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

   4.9               3.8                4.5                3.2

   1.1               0.8                0.9                1.0

  -2.6             -4.5              -5.5              -5.6

  -5.9             -4.7              -5.5              -5.0

 48.4             49.7              52.6              53.0

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 29% du PIB Importations 39% du PIB
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Activity still largely dependent on
agricultural sector performance
and market conditions in the 
European Union  

Growth was steady in 2011, thanks to a good cereal har-
vest and a slight increase in tourism revenues, with the
unrest in various Arab countries having only a limited direct
and indirect effect on the economy. 
For 2012, the outlook is somewhat less favourable, mainly
because of forecasts of smaller harvests and sharp eco-
nomic slowdown in the EU, Morocco’s major economic
and trading partner. Moreover, GDP growth continues to
be dependent on international prices fluctuations of phos-
phates (of which Morocco is the leading producer and
exporter) and imported hydrocarbons. Domestic demand
should, however, continue to support activity, with relatively
buoyant private consumption and construction sectors -
led by social housing development - and the automotive
sector, following the start of production of the Renault/
Dacia plant in Tangiers.

Public and current account defi-
cits maintained, but manageable
external debt     

The recent consolidation of public finances has resul-
ted in manageable, essentially domestic, public debt.
In the wake of the «Arab Spring», budgetary extras
intended to ease social tension – wage increases and
subsidies – result in a larger budget deficit and higher
public debt. Nonetheless, most of the external debt,
essentially public and affordable, is repayable on
concessional, therefore advantageous terms.
Exports are expected to receive a boost, particularly from
sales of phosphates, although the weak EU demand and
high international energy prices will have a negative effect
on the trade balance. Despite resilient tourism revenues and
expatriate remittances, this will result in a significant external
accounts deficit. This is likely to be covered only very partially

by foreign direct investment flows, mainly from the EU and
the Middle East, which are often made within the framework
of public-private partnerships related to road, rail, port or
tourist infrastructures.
In a situation of global financial turmoil, the country has a
certain ability to withstand sudden capital flight, thanks to
low volatility financing, a managed exchange rate regime
and a rather comfortable level of reserves (about 5 months
of imports). Moreover, its banking system, which is the best
developed of all African countries (apart from South Africa),
is still well capitalised and profitable, while the authorities
remain vigilant faced with the rapid development of housing
loans, against a background of ongoing improvement of
prudential regulations. 

Constitutional reforms in the wake
of the upheavals in the Arab world     

In response to growing political and social dissatisfaction,
in the wake of the upheavals in the Arab world, constitu-
tional reform, initiated by King Mohammed VI, was appro-
ved by referendum in July 2011. This reform aims to
rebalance the monarchy by reinforcing the powers of the
Prime Minister and of Parliament, giving greater indepen-
dence to the judicial system and increasing regionalisation.
It does not, however, change the essential powers of a
monarch, who remains popular even if a section of the
population complains of corruption, patronage and poor
governance; in this respect protest movements challenge
some members of the king’s inner circle (the “Makhzen”). 
After early parliamentary elections late November 2011,
which resulted in a relative majority for the (Islamist) Justice
and Development Party, the nomination of its leader Abde-
lilah Benkirane as Prime Minister and the formation of a
coalition government in January 2012 with three secular
parties Istiqlal, Mouvement populaire and PPS, much now
depends on the implementation of the new Constitution,
but also on progress towards greater social justice through
the reduction of poverty, inequalities and unemployment. 

Trade exchanges

MOROCCO

� Natural and agricultural resources, vast tourist 
potential 

� Favourable geographic position, close to the 
European market 

� Strategy of moving upmarket and diversifying 
production, prioritising automotives, aeronautics, 
electronics, chemicals, textiles/leather and agro-foods

� Authorities pursuing policy of macroeconomic 
stability 

� Political reforms introduced by the Sherifian 
Kingdom

� Economy still very dependent on agriculture 
� Inadequate productivity and competitiveness
� Poverty and unemployment (particularly among 
the young), sources of social tension

� Tourism vulnerable to possible terrorist attacks
� Lack of progress in business environment 

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)*              

Public debt (% GDP)                                      

   5.1               5.3                5.5                6.0

   8.2               8.2                4.2                5.8

  -4.8                -6              -5.5              -4.6

  -2.7             -0.8              -2.7              -4.4

 48.3             47.6              48.7              49.5

(e): estimate    (f): forecast   *grants excluded

Country risk overview 
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➔ Risk assessment

Exportations 31% du PIB Importations 27% du PIB
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The recent positive developments have re-engaged dis-
cussions with Western countries and resulted in the orga-
nisation of Aung San Suu Kyi's diplomatic trip to Europe.
At the start of 2012, the European Union and the United
States also decided to partially lift sanctions imposed on
the country: suspend the visa ban on Myanmar's rulers
and lift restrictions on financial aid. Western countries,
however, believe that further progress must be made for
the complete lifting of sanctions, particularly with regard to
human rights and resolution of conflicts with ethnic mino-
rities. As such, inter-ethnic violence between the Buddhist
and Muslim communities in the Rakhine State since the
beginning of June 2012 represents a challenge for the
ruling government. 

Economic growth below potential  

Growth should reach 6% in 2012/13, driven by FDI in the
energy, oil prospecting and infrastructure sectors. They
will benefit from the lifting of economic and political sanc-
tions on Myanmar by Western countries. Furthermore, they
will be buoyed by the unification of the exchange rate by
the authorities. The country – which had two exchange
rates – changed to a single exchange rate in April 2012
(crawling peg), with a central rate of 820 kyats for 1 USD
and a fluctuation band of +/- 2%. The unification of the
exchange rate will remove market distortions, thus favou-
ring the entry of FDI. Investment in the agricultural sector
should also increase due to the doubling of credit allocated
by the Myanmar Agricultural Bank. 
On the other hand, consumption should remain stable
(around 4%) and won’t contribute significantly to growth,
because of a large proportion of the population living
below the poverty threshold and a relatively high level of
inflation. In fact, inflation will reach 5.8% in 2012/13,
mainly due to the inability of the central bank to contain
monetary growth. In addition, foreign trade will not be a
growth engine. The trade balance deficit as a percentage
of GDP is expected to deteriorate in 2012/13 (-3.3%)
while the services balance will also be in deficit.

Substantial arrears on foreign
debt      

Public sector finances are undermined by the size of
the defence budget, which represents over a fifth of
government spending and large-scale monetization
of deficits. However, this practice has been on the
wane since 2009 and bonds and treasury bills are
issued increasingly frequently on the domestic mar-
ket, thus reducing inflationary pressures. Moreover,
efforts have been made by the government to reduce
the budget deficit. Therefore, this fell from 5.5% in
2011/2012 to 4.6% in 2012/13. This trend is set to

continue in the coming years. The unification of the
exchange rate by the authorities in April 2012 should
accelerate this process. The depreciation in the
exchange rate, following the adoption of a crawling
peg, should improve the country's price competitive-
ness, increase export revenue from public companies
and in doing so government revenue. 
Furthermore, Myanmar's foreign debt, which is enti-
rely public, is characterised by significant arrears with
regard to bilateral and multilateral private creditors.
However, FDI inflows cover nearly all of the eco-
nomy's external financing needs and have enabled
the central bank to top up its foreign exchange
reserves, which are maintained at a satisfactory level
in relation to imports. In fact, they will represent 
9.7 months of imports in 2012/13. 

Towards political openness?      

On the political level, the country is experiencing an unpre-
cedented liberalisation process. The parliamentary elec-
tions of November 2010, which ended the exercise of
power by the military junta and the arrival of President 
Thein Sein, paved the way for a reform process in summer
2011. A relaxation of censorship was announced by the
government and a law allowing the right to strike and to
unionise freely was promulgated. Talks with the historical
opponent of the ruling junta, Aung San Suu Kyi were also
opened, leading to the lifting of her house arrest. In April
2012, partial legislative elections were held, the first in
which the opposition as a whole participated since 1990.
The National League for Democracy (NLD) won 43 of the
45 contested seats, enabling Aung San Su Kyi, the NLD
leader, to become an MP. However, the junta continues to
dominate political life (94% of seats in the assembly) and
could, if fearing defeat at the next general election in 2015,
stop the democratic process.

Trade exchanges

MYANMAR

� Abundant raw materials (rice, teak, minerals, natural
gas, oil) 

� Considerable hydroelectric potential 
� Proximity of dynamic economies (India, China, 
Thailand)

� High tourism potential

� High risk of ethnic tensions
� Maintenance of economic sanctions
� Self-sufficient and poorly diversified economy 
� Lack of structural reforms (investment in infrastruc-
tures, health and education)

StrengthsÏ

Weaknesses



A2

A1

Country risk 

Business climate 

Medium term 

Coface Assessments

VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -3.5               1.6                1.3              -0.9

   1.0               0.9                2.5                2.5

  -5.6             -5.1              -4.7              -4.4

   4.1               7.1                9.1                9.5

 60.8             62.9              65.2              70.1

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 69% du PIB Importations 62% du PIB
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A contraction in economic activity
observed from the third quarter of
2011  

The economy contracted for the third consecutive quarter
at the end of March 2012. In 2011, the contraction was
mainly due to the sluggishness in private consumption.
The latter continued to fall at the start of 2012 (cars, fur-
niture), still hampered by the decrease in real income, a
negative wealth effect associated with falling property
prices, deteriorating labour market, pension cuts (to res-
tore the solvency of pension funds) and job cuts in the
public sector. Furthermore, investment (mainly in the
construction sector) has also fallen. Manufacturing output
fell slightly and gas development has stalled. In contrast,
exports, which slowed during 2011, rose again at the start
of this year, due to the relative strength of re-exports. They
represent nearly half of total exports, with this high pro-
portion stemming from Port of Rotterdam’s prominent
place in European trade. Over the full year 2012, only
foreign trade should limit the extent of the downturn in
activity. However, an upturn is expected in the second half
of the year, but it may be constrained by uncertainty sur-
rounding property market trends and the continuation of
the fiscal consolidation plan. Moreover, disagreement over
the austerity policy brought down the coalition government
in April 2012. Even if a budget deal was concluded for
2013 between the interim government and the opposition,
some of its provisions could be challenged after the par-
liamentary elections of 12 September 2012.

Financial and commercial 
openness and excess household
debt are weaknesses      

Despite solid fundamentals (external accounts in sur-
plus, contained public debt), the economy was stron-
gly shaken by the financial crisis in 2009 in view of
its heavy financial and commercial exposure abroad.
Burdened by the cost of the American mortgage mar-
ket crisis, several banks had to be rescued by the
State through nationalisation, recapitalisations and
the granting of loans and loan guarantees. Since
then, a large proportion of this money has been
repaid, loan guarantee programmes have ended and
mergers have been implemented. As regards trade,
the country is showing a satisfactory level of compe-
titiveness and has gained market share in Europe
(although it should be noted that this gain results in
large part from re-exports). However, the country
remains highly exposed to the uncertainties of the
economic climate in advanced countries, due to the
economy's high degree of openness (sales of goods
and services abroad represent over 70% of GDP) and
the high geographic concentration of exports (two-
thirds of the country's trading is with the European
Union). Other weaknesses should also be noted. The
property market remains vulnerable. Further falls in
the price of housing could have a negative impact on
the banking sector and household consumption.
Moreover, Dutch households have one of the highest
debt levels in the eurozone (126% of GDP). In addi-
tion, the ageing population and falling share prices
threaten the solvency of pension funds. Lastly, although
companies have entered the crisis on a rather strong
financial footing, their profits have vanished and ban-
kruptcies rose sharply in the first quarter of 2012.

Trade exchanges

NETHERLANDS

� Port activity (Rotterdam, leading European port)
� Diversified exports (refined oil, natural gas, 
automotives, electrical equipment, IT equipment)

� External accounts in surplus
� Relatively low unemployment rate
� Contained public debt

� Very open economy, dependent on European 
economic conditions 

� Banking sector shaken by the crisis 
� Substantial household debt 
� Ageing of the population

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)*                             

Current account balance (% GDP)*              

Public debt (% GDP)                                      

  -1.5               4.5                4.7                3.7

   3.7               5.5                8.1                7.0

  -5.2             -3.5              -3.0              -2.7

-13.5           -14.9            -18.0            -17.0

 80.1             80.0              72.0              69.0

(e): estimate    (f): forecast   *grants excluded

Country risk overview 
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➔ Risk assessment

Exportations 35% du PIB Importations 61% du PIB
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Economic slowdown in a context
of weak growth in the United
States  

Economic slowdown is expected in 2012 in a context of
weak growth world-wide, particularly in the United States.
The United States is the largest export destination. Never-
theless, domestic demand will continue as the main driver
of the economy because of large on-going investment
projects, particularly in the energy and manufacturing sec-
tors. Household consumption will retain its vitality, as
always supported by remittances from migrant workers in
the United States and Costa Rica. The 12% increase in
the minimum wage will also be a positive, but will keep
inflation high which the slight decrease in the price of oil
and food products will not mitigate.

Gradual consolidation of public
finances      

Under the Extended Credit Facility (ECF) initially
concluded for three years with the IMF in 2007 and
extended until December 2011, the authorities
conducted a programme for broadening the tax base
and improved tax collection and for streamlining
public sector spending, which has helped reduce the
deficit and public debt. In 2012, as part of the talks
with the IMF to renew the ECF for a further three
years, the government must continue to consolidate
public finances. The unpopularity of certain measures
such as a reduction in subsidies, combating undecla-
red work, targeting aid to the poorest, wage modera-
tion, pension reform and the reduction in exemptions
makes negotiations difficult.

Balanced public and external
accounts due to foreign aid      

Financial aid from Venezuela ($600 million in 2011)
helps to balance the public accounts and to reduce
the state debt burden. It includes funding for social
programmes and subsidies for transport and energy.
The trade deficit represents 24% of GDP due to the
burden of oil imports, even purchased on preferential
terms from Venezuela under the Petro-Caribe agree-
ment. Almost all of the electricity production depends
on it, as diversification into other local sources such
as hydroelectric power is slow because of the reluc-
tance of investors faced with state intervention on
prices. Exports are relatively undiversified, dependent
on the US economy and international prices. However,
with tourism revenue, but particularly migrant wor-
kers remittances, the current deficit represents only
18% of GDP.
The balance of payments and maintaining foreign
exchange reserves at a satisfactory level are achieved
through international aid, primarily multilateral (Inter-
American Development Bank), and foreign direct
investment from Canada, USA, Spain and Venezuela
which has increased sharply in the energy, telecoms
and manufacturing sectors (assembly units -maquilas-
in the clothing industry in free trade areas).
The support of donor countries is therefore essential,
particularly the US whose further direct or indirect aid
is dependent on progress in electoral and institutional
matters as well as the continuation of compensation
for expropriated foreigners during the Sandinista
revolution of 1979. However, their influence on Pre-
sident Daniel Ortega, elected in November 2011 and
his majority party Frente Sandinista de Liberación
Nacional (FSLN), in power since 1979, is reduced by
the financial contribution from Venezuela.

Trade exchanges

NICARAGUA

� Mineral (gold, silver, copper) and agricultural (coffee,
sugar, bananas, cotton) resources

� Member of the Central America –USA and EU free
trade zones

� Prudent economic policy established in relation to
and with the support of the IMF

� Stability of the financial system
� International financial support

� Vulnerability to natural disasters (cyclones, 
seismicity)

� Inadequacies in health and education (both primary
and secondary), persistent poverty

� Infrastructure deficiencies (energy, transport)
� High public debt and current account deficit
� Dependence on international aid and remittances 
of migrant workers

� Institutional shortcomings: concentration of power
within the executive and Sandinista Party

StrengthsÏ

Weaknesses
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RATHER HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

   7.0               8.0                7.2                7.1

 12.5             13.7              10.8              11.2

  -5.3             -3.7              -3.3              -3.0

   7.8               1.3                6.2                7.3

 15.3             17.8              17.9              18.8

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 36% du PIB Importations 27% du PIB
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panies claiming a better distribution of oil revenue. In gene-
ral, massive unemployment (24% nationally) and poverty
lead to increased violence. Moreover, the security environ-
ment in the north has deteriorated sharply since the inten-
sification of the attacks in May 2011 by the radical Islamist
movement Boko Haram.
Corruption is widespread. Goodluck Jonathan, the head of
state since the April 2011 elections, has shown his deter-
mination to tackle the problem by prosecuting several high-
ranking officials involved. But despite often publicised
efforts, corruption remains a real weakness for Nigeria
which is classified, according to the 2011 Corruption 
Perceptions Index of Transparency International in 143rd

position (out of 182).

Sustained growth maintained  

The economy will continue to grow in 2012 due to the oil
sector, which is still vital for the country: the volume of
exports should increase following the start up of a new
oilfield (Usan) and Nigeria should also benefit from the
high level of oil prices. But economic activity is also driven
by non-oil sectors (agriculture, trade, telecommunications,
construction and public works). Private consumption (54%
of GDP) should continue to be dynamic. However, growth
in the country may be affected by the deterioration in
security conditions. 
The drop in subsidies on oil prices and the expected rise
in electricity prices as part of the privatisation of the sector,
will continue to push prices upwards (+11.2%). 

Solid financial situation 
characterised by low debt 
and stable banking system      

The President has initiated a fiscal control policy
resulting in a reduction of operating expenses in the
2012 budget. Additional savings should be realised
through the reduction of subsidies on petrol prices,
but the general strikes triggered in January by the
announcement of their removal should halt the pro-
cess. Privatisation revenues (electricity sector) will
increase revenue if the programme is launched as
planned before the end of the year. The introduction
of a new fund using a portion of oil revenue, could
also improve the management of public finances, with
the previous fund having been almost completely
drained under political pressure. Public debt remains
low (18% of GDP). 
The current account surplus will continue in 2012.
Foreign exchange reserves, which are one of the
main tools for ensuring the stability of the naira
exchange rate will remain stable, but modest (4 months
of imports).

The risk of overindebtedness is low in Nigeria, with
total outstanding debt representing 22% of GDP and
external debt only 3% of GDP.
The banking sector reform initiated in 2009 is nearing
completion. Eight banks declared bankrupt were
recapitalised. Their non-performing loans were taken
over by a structure (Asset Management Company)
and three of them were nationalised. However, credit
distribution is still insufficient to support investment
and the development of non-oil production, particu-
larly in the agricultural sector which accounts for 40%
of GDP, two thirds of the workforce, but receives only
2% of the credit.

Investment prospects hampered
by the deterioration in the 
business climate      

Due to its enormous potential in hydrocarbons, arable land
and size of its domestic market, the country is of great inte-
rest to investors from western countries, particularly the
United States, its leading customer, but also the Chinese
who actively invest in the non-oil sector (telecoms, trans-
port, construction and public works). 
The government, which wants to continue to attract inves-
tors, has initiated reforms aimed at developing the private
sector. The privatisation of the electricity sector is therefore
expected in October. Regarding the oil sector, the latest
version of the reform programme (Petroleum Industry Bill),
announced many times and which has been the subject
of different versions for five years, should be presented to
the parliament in June. It aims to enable the State to receive
a substantial share of oil revenue without discouraging
foreign investors, which the country needs, particularly to
ensure infrastructure development in this sector.
However, investments are hampered by administrative inef-
ficiency, the sharp deterioration in security conditions but
also corruption.
In the Niger Delta, an oil production area, it is the supporters
of the Movement for the Emancipation of the Niger Delta
(MEND) who are attacking the staff and facilities of oil com-

Trade exchanges

NIGERIA

� Substantial hydrocarbon resources
� Large agricultural potential
� Largest population in Africa (162 million).
� Dominant political role both regionally and on the
continent as a whole 

� Little foreign debt
� Banking sector mostly stabilised due to the reform
launched in 2009.

� Very dependent on oil revenue: 90% of exports, 20% 
of GDP and 80% of tax revenue 

� Greatly reduced refining capacity resulting in 
burdensome imports because of subsidies  
(1/4 of the federal budget)

� Diversification of production limited by inadequate
infrastructure 

� Ethnic and religious tensions 
� Corruption
� Unemployment, poverty, inadequate health and 
education system

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

   1.7               3.9                4.3                2.5

   4.0               2.7                3.9                3.6

  -7.3             -7.8              -5.1              -4.0

  -3.9             -4.6              -4.2              -3.8

 50.9             55.0              56.4              55.5

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 39% du PIB Importations 39% du PIB
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Slower growth in 2012  

Despite a slowing in growth in the final quarter, activity in
2011 was sustained. The slowdown is likely to continue
in 2012. Exports grew in the first quarter 2012 (+4.8%
YoY), in particular to Russia and Ukraine thanks to the joint
organisation of the European football Championship. But,
apart from this period, exports has been decelerating since
the third quarter 2011,  when a 8.6% growth (YoY)  was
recorded. Imports also slowed (+3.2%, YoY) helping
improve the current account balance in the first quarter
2012. However, external demand is likely to further shrink
in the second half of the year, especially in Germany and
Ukraine, limiting the contribution of foreign trade to GDP.
However, because of the lower level of trade exposure
(exports account for 40% of GDP compared with an ave-
rage of 65% in other European Union member countries),
the impact of falling external demand will be more limited.
Household consumption will remain weak, reflecting the
decline in household confidence, inflation at 3.6% at the
end of May 2012, the freeze on public employee pay and
the worsening of the job market (12.5% unemployment).
Lower household demand undermines the private
construction sector: the number of houses being built
dropped by 5.9% in the first quarter 2012 (YoY). But the
construction sector had been boosted, over several
months, by the organization of the European football
Championship in June 2012 (stadia, hotels, roads, etc.),
underpinned by public investment. Credit supply to com-
panies remained vivid in the first quarter, particularly in
zloty, but investment will slow significantly over the coming
months.

Public finances on the road 
to improvement      

The public finance development and consolidation
Plan drawn up by the government in order to comply
with the Maastricht criteria as of 2013 will continue
to be implemented. The public deficit, which reached

almost 8% of GDP in 2010, should drop back to
below 4% in 2012, thanks to higher taxes on oil pro-
ducts and increased social contributions. In conse-
quence, the public debt should stabilise below 60%
of GDP. Nevertheless, a large part of the debt is held
by non-residents, which makes the country vulnera-
ble to any risk aversion on the part of investors. In
addition, the flow of foreign direct investments will
wither in 2012 in the wake of the European reces-
sion, making the current account financing stable
capital flows an issue, except for European structural
funds. The Polish banking system seems to be rela-
tively solid with capitalisation ratios above those of
the Basle III required minimums. Nevertheless the
subsidiaries of foreign banks, with many parent com-
panies located in the eurozone, account for two-thirds
of the banking sector, which makes it dependent on
foreign capital. Finally, the banks are still heavily
exposed to exchange rate risks, household loans in
foreign currencies amount to 14% of GDP. The zloty
lost 8% of its value against the euro between March
and May 2012. In dealing with this depreciation and
to reduce the expected inflation, the Central Bank
increased its key rate in May 2012 by 25 bp to
4.75%.  

A fairly stable political context      

The presidential election in August 2010 brought Bronislaw
Komorowski to power as the head of a coalition between
his centre-right party (PO), in power since October 2007,
and the Polish Peasants’ Party (PSA). The general elections
on 9 October 2011 confirmed this coalition. The Prime
Minister Donald Tusk has made the reduction of the budget
deficit his priority with the stated aim of entering the euro,
without however setting a date for this. Nevertheless, the
last opinion polls reveal a growing level of discontent
among the population concerning the austerity measures
being implemented.

Trade exchanges

POLAND

� The only EU country to have escaped recession in
2009

� Attractiveness for FDIs strengthened by the size of 
the domestic market 

� Diversified economy
� Rate of absorption of European structural funds 
the highest in emerging Europe

� Inadequate rate of investment
� Foreign exchange risk
� Big regional disparity
� Households’ high level of debt in foreign exchange

StrengthsÏ

Weaknesses
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Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -7.8               4.3                4.3                3.5

   8.4               6.9                8.4                4.6

  -5.9             -3.9                0.8              -1.0

   4.0               4.7                5.3                4.8

   7.3               8.0              10.8              10.9

(e): estimate    (f): forecast
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Exportations 28% du PIB Importations 20% du PIB
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status quo, coupled with a hardening of the regime faced
with protests. In this context, the protest movements will
continue, particularly if the socio-economic situation were
to deteriorate.
Moreover, corporate governance remains a recurring weak-
ness in the country: the structures are relatively opaque
and it can be difficult to find out who exactly owns a com-
pany. While the payment experience as recorded by Coface
is stable since the return to growth at the end of 2009,
there is still a significant level of vulnerability to economic
shocks among companies, which means that the credit
risk level remains higher than in the three other BRIC coun-
tries.

Stabilisation of growth  

Growth should lose some steam over the whole of 2012.
Economic activity is on the right track for the first half of
the year. Social tensions following the elections in Decem-
ber and March have led to higher social expenditure by
the government. This increase in disposable household
income, combined with exceptionally low levels of inflation
and a buoyant labour market, contribute to the momentum
gained by private consumption. Therefore, local industry,
and particularly automotive, construction and food pro-
cessing, all highly focused on the domestic market should
perform well. Bank credit posted strong growth, driven by
the interventions of the Central Bank in the interbank mar-
ket. Investment also benefits from these favourable condi-
tions, aided by increased confidence resulting from the
election of Vladimir Putin. Finally, crude oil production and
foreign trade have benefited from high oil barrel prices
and tensions on the global supply of oil. However, domestic
demand is likely to weaken in the second half of the year.
Increases in state controlled energy prices, held back until
July, will contribute to rising inflation. The government,
which has spent a considerable chunk of the budget in
the first quarter, should conduct a more restrictive fiscal
policy in the second half of the year. Moreover, capital out-
flows will remain high and could lead to increased tensions
on bank liquidity. Consequently, more moderate growth in
credit should affect household consumption, investment
and growth.
However, the momentum in economic activity for the
second half of the year will depend mainly on changes in
crude oil prices. If a barrel at $115 for the full year remains
the most likely scenario, then a drop in oil prices in the
second half of the year – a scenario that cannot be exclu-
ded – would significantly affect growth.

Increasing dependence 
on oil prices      

The Russian economy is increasingly dependent on

crude oil prices. Close to 60 dollars in 2008, the equi-
librium price for public finances now exceeds $120,
a consequence of inflation from electoral expenditure
during the winter of 2011-2012. With a barrel esti-
mated by Coface at $115 this year, the budget
balance should show a slight deficit in 2012. Against
this backdrop, the government will continue its policy
of further indebtedness with the population to fund a
proportion of the expenditure. Public debt will remain
very contained, around 11% of GDP, leaving the
government some leeway, at least in the short term.
Moreover, the current account surplus should be
reduced slightly as a result of the contraction of Euro-
pean demand, but still benefit from a price effect on
oil exports. Finally, capital outflows remain high and
could rise again if structural reforms promised by Vla-
dimir Putin are not implemented.  

The political context remains
tense       

Although the political transition happened as the Kremlin
expected it from the outset of the first round of the March
2012 election, the 2011-2012 polls also provoked a level
of popular discontent not seen since the 1990s. Both
young people and the middle classes vented their dissa-
tisfaction in the face of increasing inequality and the on-
going shortcomings in the business climate. Although the
discontent did not extend to rural areas, the demonstrations
marked a breakpoint in the tacit social contract between
the Russian people and the regime dating back to the early
2000s. They marked the emergence of a new opposition,
focused around a number of movements initially mobilised
for local issues, away from the traditional figures of the
"institutionalised" opposition. In response to this growing
social and political demand, the new government, appoin-
ted last May, should not engage in radical reforms. Marked
by the pre-eminence of those close to Vladimir Putin and
the continuation of most of the individuals already in place,
it confirms the scenario of an economic and socio-political

Trade exchanges

RUSSIA

� Abundant natural resources (oil, natural gas,
metals…)

� Skilled labour
� Low public debt and comfortable foreign exchange
reserves

� Regional power and assured energy supply

� The rentier nature of the economy is becoming more
pronounced

� Industrial sector’s lack of competitiveness
� Weak private banking sector
� Weak infrastructures
� Demographic decline 
� Persistent business environment shortcomings

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -4.8               4.0                3.3                1.9

   0.9               0.7                3.9                3.2

  -8.0             -7.7              -5.8              -4.6

  -3.6             -3.6                0.1              -0.5

 35.5             41.0              44.3              47.1

(e): estimate    (f): forecast
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Exportations 99% du PIB Importations 104% du PIB
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Activity will hold up in 2012 
despite the openness of the 
economy  

The Slovakian economy is highly integrated into the Euro-
pean production chain and over one-third of Slovakian
exports head to Germany, mainly in the form of interme-
diate goods, intended for the German export sector. In this
context the slowdown in German foreign trade in the
second half of 2012 will result in a slowdown in Slovakian
exports, in particular in the automobile, electronics, che-
micals and mechanical engineering sectors. In addition
household consumption will remain flat, in a situation of
high unemployment (13%) and budgetary austerity (a
wage freeze in the public sector, with the exception of tea-
chers, increased VAT and taxes on tobacco in 2012). Slo-
vakian companies, however, have one of the highest rates
of profitability in the EU, which should ensure that they do
not have to cut back their levels of investment too sharply.
In addition, unlike the situation within the Czech Republic,
the flow of FDI, which picked up in 2011, should continue
in 2012. The opening of new production lines, in particular
by Volkswagen, boosted investment in 2011 and the car-
maker is looking to double its production capacity in 2012.  

An economy that is subject to
greater financial weakness      

Public finances under control and contained inflation
helped Slovakia integrate into the eurozone in 2009.
However, its public debt has increased significantly
since then and is expected to reach almost 50% of
GDP in 2012, which is still a reasonable level in terms
of the average for the eurozone. The new centre-left
government is however committed to reducing the
budget deficit to below the 3% threshold by 2013, by
increasing taxes on higher incomes and on company
profits. The country’s external debt, mainly in the ban-
king sector, is also high, and represents 70% of GDP.

Whilst the Slovakian banks have solid capitalisation
and liquidity ratios, the sector is highly concentrated
and dominated by West European banks. Given the
liquidity crisis in Europe, credit availability for the Slo-
vakian private sector could decline seriously. Any
such occurrence would impact on the refinancing of
company debts.    

More settled political environment      

The legislative elections of March 2011 led to the pro-Euro-
pean social-democrats of the former Prime Minister, Robert
Fico, winning an absolute majority in parliament (83 out of
150 seats). This, which was a first since the country’s inde-
pendence in 1993, should make it possible for the govern-
ment to complete its budgetary adjustment reforms,
without the risk of a political impasse. 

Trade exchanges

SLOVAKIA

� EU membership has fast-tracked implementation of
reforms 

� Eurozone membership
� Platform for re-export of European motor vehicles
� Attractive business environment  

� Vulnerability to exogenous shocks 
� High external debt burden
� High unemployment 

StrengthsÏ

Weaknesses
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RATHER LOW RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -1.5               2.9                3.1                2.6

   7.1               4.3                5.0                6.0

  -5.3            -4.8              -4.6              -4.8 

  -4.1             -2.8              -3.3              -4.5

 31.5            35.3             38.8             40.0

(e): estimate    (f): forecast

Country risk overview 
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Exportations 27% du PIB Importations 28% du PIB
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credited with 24% in municipal elections (May 2011). The
appointment of a young black MP at the head of its parlia-
mentary group should enable it to increase its popularity.
South Africa has a well-developed legal system. But the
inefficient government, under-qualified workforce, crime
and corruption «pollute» the business climate.

Slowdown in growth in 2012  

South African growth will continue to be modest in 2012.
Driven by domestic consumption buoyed by low interest
rates, GDP growth is constrained by high unemployment
(25%), slower growth in wages and household debt (76%
of disposable income). Investment by private companies,
whose financial position remains strong, has slowed down
due to spare production capacity and uncertainty about
the change in demand. However, investment by public
companies in the transport and electricity sectors is
increasing. The weak demand from the EU, the leading
partner of South Africa (22% of exports, one third of those
of manufactured goods) is affecting manufacturing output.
Mining production is hampered by the lack of investment
and strikes. Prices of food and energy and production and
distribution costs will exert upward pressure on prices.
The trend towards depreciation of the rand will increase
these pressures. However, inflation should not exceed the
upper limit of the Central Bank's target area (3-6%), with
Eskom agreement to limit the rise in electricity prices to
16% (instead of 26%). The Central Bank, focusing on
growth, should maintain its refinancing rate (5.5% since
November 2010).

Stabilisation of the budget deficit
and deterioration of the current
account balance      

The budget deficit should stabilise in 2012/13. Coun-
tercyclical measures to support growth and employ-
ment will be maintained, as well as capital
expenditure (infrastructure, combating insecurity and
inequality). Public debt rose slightly in 2012 but
remains manageable (40% of GDP) due to prudent
management of public finances over the last two
decades. Only 10% of the debt is denominated in
foreign currencies. The trade balance will turn slightly
red. Imports of manufactured goods will increase

while exports will suffer from contraction in demand
(EU) and erosion of commodity prices. The invisibles
balance will remain in deficit, tourism revenues will
not offset the payment of services to foreign compa-
nies (mining) and retrocession of customs duties to
Member States of the Customs Union (SACU). The
current account deficit is expected to increase to
4.5% of GDP. Direct investment is low in relation to
GDP, but portfolio investments are attracted by the
rate differential with advanced countries (carry trade),
making these flows very volatile. The depreciation of
the rand observed in early 2012 is expected to conti-
nue but remain moderate and volatility in prices will
increase. Capitalisation of banks is satisfactory and
asset quality is improving. The banking system is not
very vulnerable to foreign exchange risk.  

Risk of a rise in social tensions 
but satisfactory business climate       

The election of J. Zuma in 2009 and the promises of the
ruling coalition (ANC, Communist Party and trade unions)
have raised hopes. The persistence of high unemployment
and inequality has led to disappointment and resentment.
The application of BEE (Black Economic Empowerment)
favouring the inclusion of the black population in the eco-
nomy should be better controlled, following an amendment
to the law. However, if the effects are slow, social unrest
(demonstrations, strikes) is likely to intensify. Cohesion
within the ANC and the coalition is critical to the conti-
nuation of structural reforms. The recent expulsion of
J. Malema, an emblematic left-wing figure in the party,
should bring some serenity to the ANC for which Jacob
Zuma should retain the presidency in December, during
the party's five-yearly Conference. The prospects of alter-
nation in presidential elections (2014) are reduced while
the ANC has ruled the country since 1994. However, the
main opposition party, the Democratic Alliance (DA) was

Trade exchanges

SOUTH AFRICA

� Economic and political influence in Africa and at the
international level 

� Rich in natural resources (gold, platinum, coal, 
chromium, etc)

� Well developed services sector (particularly financial)
� Control over public sector expenditure and external
debt

� Protective legislative environment for investors

� Poverty, inequalities are sources of social risk 
(crime, demonstrations)

� High unemployment and shortage of qualified 
workforce

� Production hampered by a lack of investment, 
deficiencies in transport and energy infrastructures

� Vulnerability to commodity prices
� Sensitivity to the European economic climate, 
as well as competition from Asia

� Dependence on volatile foreign capital inflows
� Corruption

StrengthsÏ

Weaknesses
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RATHER LOW RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -3.7             -0.1                0.7              -2.0

  -0.2               2.0                3.1                1.7

-11.2             -9.3              -8.5              -6.4

  -4.8             -4.5              -3.5              -2.0

 53.9             61.2              68.5              80.0

(e): estimate    (f): forecast
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Exportations 23% du PIB Importations 26% du PIB
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companies are in a particularly difficult situation. Payment
incidents recorded by Coface and the number of bankrupt-
cies rose sharply in 2011 and in the start of 2012. Whereas
small companies were the hardest hit during the first phase
of the crisis (2009), it is currently larger companies that
are affected. As in the case of bankruptcies, a significant
proportion of the unpaid sums is concentrated in the
construction sector, but other branches are weakened,
including food processing, electrical equipment, chemicals
and non-specialised trade.

The country again slipped into
recession 

Economic activity gradually slowed in 2011 due to the
contraction in public spending and the continuing decline
of housing investment. GDP started to decrease in the 4th
quarter, with household consumption and investment in
capital goods in turn recording negative figures. This fall
continued in the 1st quarter 2012 under the effect of a
further contraction in investment and a deceleration in
exports of goods and services. On the supply front, the
construction and manufacturing industry sectors have
experienced the sharpest drop in their added value. The
recession should deepen in the coming months.
Consumption will continue to be penalised by increasingly
limited access to credit, the continuation of the delevera-
ging of households, the reduction in the value of their
assets and the record level of unemployment (24% thres-
hold exceeded in March 2012). Investment will continue
to suffer from the effect of an excess of supply in the pro-
perty sector, the high level of corporate debt, increasingly
poor financing conditions and the drop in public spending.
Furthermore, forecasts are gloomy on the foreign trade
level due to the weakening of demand from the eurozone
(57% of outlets). However, the contribution from the exter-
nal sector to growth should remain positive due to the
sharp contraction in imports.

Imbalances accumulated during
the boom years, the banking 
sector is at the core of the crisis      

The country is now bearing the brunt of the excessive
expansion in domestic demand observed until 2007,
linked to a high level of productive investment and
investment in property, with the latter leading to a pri-
vate sector debt overhang (household and corporate
debts represented 82% and 134% respectively of
GDP at the end of 2011). The current account deficit
resulting from this excess demand reached 10% of

GDP. However, it decreased sharply in 2009 due to
the fall in imports, then in 2010 and 2011 due to
strong exports, which increased in competitiveness.
On the fiscal front, Spain was, until the crisis, one of
the only eurozone countries to comply with the Sta-
bility and Growth Pact. However, public accounts have
deteriorated as a result of the stimulus policy and the
recession. The burden of public debt, until now
modest, has increased sharply, even though it still
compares favourably to that of the other eurozone
countries (68.5% of GDP compared to 87.2% for the
eurozone at the end of 2011). The current recovery
effort is thwarted by the sluggishness of economic
conditions and by the difficulty of adjusting the
accounts of autonomous communities. The govern-
ment has had to revise its fiscal objectives for 2012
downward after last year's overspending, two thirds
of which the regions are responsible for. It has been
forced to release funds so that local authorities can
pay the invoices of their suppliers and it exercises a
tighter control on their expenses.
The State's financing conditions have once again
been strained over the past few months despite
exceptional cash injections by the ECB. The cause of
it is the increase in the banks' capital needs following
the upward review of losses related to their exposure
to property developers. Considering the size of this
recapitalisation, the government has decided to call
on the financial assistance of the eurozone. This aid,
which mainly concerns the regional savings banks
(financial institutions the most affected by the burs-
ting of the property bubble), will be directly provided
to the banking sector by the European Stability
Mechanism. However, the reform of the sector will
have to be pursued including, in particular, the trans-
fer of impaired assets to a bad bank.

Companies affected again  
by the economic situation      

Facing a highly degraded domestic climate while their abi-
lity to resist shocks is depleted due to their debt burden,

Trade exchanges

SPAIN

� Large groups with an international presence
� Close links with Latin America
� Modernised transport infrastructure
� Development of wind and solar energy
� High tourism potential
� Initial low level of public debt

� Bloated construction sector
� Loss of productivity and competitiveness
� Energy intensive exports, mainly with low to mode-
rate technological content (food products, base che-
micals, metal articles, clothes, machines, transport
equipment)

� Heavy private debt burden
� Regional savings banks weakened by the property 
crisis

� Deteriorating public finances
� Very high unemployment, especially among the
young

StrengthsÏ

Weaknesses
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RATHER LOW RISK 

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

   3.1               3.5              -2.0                2.5

   3.5              4.4                3.5                4.5

  -2.7             -2.9              -5.0              -6.5

  -2.8             -4.7              -6.5              -7.5

 42.8             43.0              43.5              49.0

(e): estimate    (f): forecast
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Exportations 52% du PIB Importations 55% du PIB
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For this purpose, loans from the World Bank and the African
Development Bank were put in place, plus those scheduled
by the EIB and the AFD (French Development Agency). The
new government wants, however, to make use too of Isla-
mic donors and banks. 

The coalition government 
faces many social and economic
challenges

The October 2011 elections to the Constituent Assembly
have led to a relative majority in favour of the Islamist
Ennahda party. A coalition was formed with two secular
parties and a power sharing agreement was passed at
the end of 2011. The Presidency of the Republic fell to
Moncef Marzouki of the Congress for the Republic and
that of the Assembly to Mustapha ben Jafaar of Ettakatol,
while the post of Prime Minister went to Hamadi Jebali,
General Secretary of Ennahda, whose party holds the
majority of the portfolios and sovereign ministries. Parlia-
mentary and presidential elections should take place bet-
ween March and June 2013, if the drafting of the new
constitution is completed by the end of 2012. However,
there is not yet a clear consensus on the political system
to be derived from this constitution. Indeed, fault lines cut
across society, divided between Islamism and secularism,
or tradition and modernity. 
Against this backdrop, the new government has difficulties
in several areas, particularly in establishing a new econo-
mic policy framework, even if it displays a liberal economic
programme. It is facing a large number of social and eco-
nomic challenges, not least popular demand for progress
in this regard. The major issues remain job creation and
a better social and geographical distribution of the fruits
of growth, with plans for a regional development scheme
favouring the interior of the country, historically disadvan-
taged compared to coastal regions.

Slight upturn in growth expected
for 2012      

There was a significant slowdown in activity in 2011 sub-
sequent to the political events, with the worst impact being
felt on tourism (17% of GDP as a whole), followed by
mining output. 

With the return to a more stable political situation a
moderate economic upturn is expected in 2012, with
a recovery in household consumption and investment,
stimulated by a flexible budgetary policy. The country
is also, thanks to plentiful rainfall, expected to report
good harvests, with the agricultural sector represen-
ting around 12% of GDP and 20% of the active popu-
lation. 
This upturn could however be held back by the level
of social tension until the completion of the political
transition process, as well as by a problematic world
economic context, and especially that involving its
main European trading partners (France, 32% of
sales in 2011; Italy, 22%). 

Marked deterioration of twin 
deficits, offset by international
financial aid       

Following a serious worsening of the budget deficit in
2011, a result both of the decline in economic activity and
increased expenditure, things could deteriorate even further
in 2012. The focus of the budget is on social justice, job
creation, regional development and the boosting of public
investment. Public debt, as a proportion of GDP, is slightly
higher than the average for comparable emerging coun-
tries, but the majority of it has been contracted with multi-
lateral institutions at favourable concessional terms. 
The pressure on the external balances will continue in
2012. Export growth will be weak as a result of the eco-
nomic deterioration in the country’s leading trading partner,
the EU, whilst imports will suffer again from the high cost
of energy (representing 15% of the total). If expatriate
remittances are likely to be resilient, tourism should recover
only moderately, after a sharp decline in 2011 and, overall,
the already high current deficit should increase. 
In May 2011, Tunisia received promises of financial support
from the G8 to cover its public and external deficits. 

Trade exchanges

TUNISIA

� Natural resources (gas, phosphates), agriculture, 
tourism

� Relatively diversified economy and fairly skilled
labour force 

� Proximity of the European market and association
agreement with the EU

� Gradual upgrading of infrastructures, industry and
financial sector

� Considerable social and geographical inequality
� High unemployment, mainly among the young and
especially among university graduates

� Economic preponderance of agriculture 
� Tourism sector facing increased competition and
political uncertainties  

� Size of the informal economy (50% of GDP) and
need for improvement in the business environment

StrengthsÏ

Weaknesses



A4

A4

Country risk 

Business climate 

Medium term 

Coface Assessments

MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -4.7               8.9                8.5                3.0

   6.5               6.4                6.5                9.5

  -5.5             -3.6              -1.3              -2.0

  -2.3             -6.5            -10.0              -8.2

 46.4             43.0              39.5              37.3

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 23% du PIB Importations 24% du PIB
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ceeded in offering a credible alternative to the AKP, and the
Prime Minister, Recep Erdogan, is playing an increasing
role in the decision making process. He is in fact promoting
a change in the constitution in favour of a presidential
rather than a parliamentary regime and is striving for run-
ning in the 2014 presidential elections. 

Controlled slowdown expected,
after period of overheating

Unlike most emerging economies, in 2011 Turkey conti-
nued to experience growth above its potential because of
very dynamic domestic demand, boosted by abundant
credit. Activity in 2012 should slow significantly. The reces-
sion in the eurozone, Turkey’s leading export market (32%
of exports), partially explains this trend. In addition the
policy of the Central Bank aimed at controlling the supply
of credit in order to curb inflation, will have a significant
impact on corporate investment and household consump-
tion. The balance of trade will remain heavily in deficit in
2012, despite the weakening of domestic demand, mainly
because of higher energy prices. Inflation will remain high,
well above the official target (5%), reflecting the depre-
ciation of the currency in 2011, the persistence of bottle-
necks and rising food and energy prices at the beginning
of 2012. 

The volatility in external financing
must be monitored      

The scale of the current account deficit is a source of
weakness for the Turkish economy. Its funding is mainly
provided by portfolio investments and short-term debt,
making the economy vulnerable to exchange rate risks.
The Turkish lira was down 15% in 2011 in the wake of
the worsening eurozone sovereign debt crisis, one of the
biggest depreciations of all emerging economies. The cur-
rency is likely to remain highly volatile in 2012. However,
Coface payment experience should remain favourable,
with the recovery rate remaining good despite the leng-
thening of the payment period for companies with foreign
currency debts. Regarding public finances, the budget
deficit was reduced to less than 2% in 2011, thanks to
higher budgetary receipts and moderate rises in expen-
diture. The government should pursue its policy of fiscal
adjustment in 2012, even if the adoption of a fiscal rule is

likely to be postponed. Public sector debt has been redu-
ced to a sustainable level of less than 40% of GDP. But it
is vulnerable to interest rate and currency rate shocks as
37% of it is at variable rates and 29% in foreign curren-
cies. It is however likely to be easily financed, with the pur-
chase of Treasury bonds by the Turkish banking sector,
significantly strengthened since the 2001 domestic finan-
cial crisis. The profitability of the banking sector has been
affected by higher levels of mandatory reserves and stric-
ter prudential practices. But banks remain well capitalised
and post low levels of non performing loans.

Key regional asserting power        

Turkey has asserted its status as a key regional power, in
economic, political and diplomatic terms. In this regard, the
country was able to capitalise on the Arab Spring and is
becoming a model for development among the various
populations which have brought to power political parties
looking to the AKP for inspiration in Tunisia and in Egypt.
However, regional policy is not risk-free as it implies a har-
dening of its relations with Israel, with which the country
was maintaining a strategic cooperation.  Moreover, the
Syrian crisis could threaten the country’s position in the
region. Ankara has, in effect, firmly condemned the repres-
sion in Syria, thereby opposing its main regional rival, Iran,
which supports the regime of Bachar Al-Assad. Moreover,
Turkey has still not normalised its relationship with Armenia
and the Kurdish issue continues to be an element of recur-
rent tension despite Recep Erdogan’s opening up policy.
Finally, whilst the European Union membership appears
less urgent, it remains nevertheless an objective whereas
the discussions over the trade relation issue with Cyprus
are stalling. The Cypriot Presidency of the European Union,
as of July 2012, is unlikely to ease the resumption of the
talks. In domestic terms, no other political party has suc-

Trade exchanges

TURKEY

� Dynamic private sector and highly skilled labour
force

� The country’s pivotal regional position, which 
reinforces the attractiveness of the Turkish market

� Demographic vitality
� Public finances under control
� Strong and healthy banking system 

� Inadequate domestic savings  
� Strong dependence on foreign capital
� Rising  corporate foreign debt increases companies’
exposure to exchange rate risk 

� The Kurdish issue remains a source of social and 
political instability  

� Poor prospects of progress in negotiations with 
the EU because of the Cyprus question

StrengthsÏ

Weaknesses
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VERY HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

-14.8               4.1                5.2                1.5

 15.9               9.4                8.0                4.5

  -6.2             -6.6              -2.7              -3.5

  -1.5             -2.2              -5.6              -5.9

 35.3             42.1              39.4              42.5

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 46% du PIB Importations 48% du PIB
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supports closer links with the European Union. In this
context, the most likely scenario remains that of reforms
to the subsidies after the legislative elections. Nevertheless,
the victory of the PoR in October 2012 is by no means
assured by this delay. If there is a change in the majority in
the lower house, the re-emergence of an institutional
impasse between the president and the government could
result in a return to political instability, which was essentially
the reason hampering the required structural reforms in
the aftermath of the 2009 crisis.
Moreover, the business climate remains a recurrent weak-
ness: the regulatory framework is very unstable and com-
panies are opaque. Furthermore, the vulnerability of the
latter to shocks is also considerable, maintaining the credit
risk is at a high level.

Sharp slowdown in growth 

Economic activity fell sharply in the first quarter. Exports
are affected by the economic downturn in the eurozone,
Ukraine's leading trading partner. Private consumption
remains a driver of activity, buoyed by exceptionally low
inflation without benefiting local industry, which has seen
its production stagnate. If the ripple effect of the Euro
2012 should generate a slight growth spurt in the short
term, the fact remains that the slowdown will be apparent
throughout the year. Foreign trade, and particularly the
very export-oriented manufacturing and food-processing
sectors will continue to be affected by the recession fore-
cast in the eurozone. Despite the expected increase in
social spending before the legislative elections in October
2012, domestic demand will suffer from the government's
fiscal consolidation measures. Therefore, the contraction
in overall expenditure, coupled with the inevitable adjust-
ment in gas prices after the elections, will affect the pur-
chasing power of households. In addition, the easing of
monetary policy earlier this year will not suffice to revive
bank lending, still affected by European banks scaling
back operations in Ukraine.
The likelihood of this scenario depends nonetheless on
the signing of a new agreement with the IMF and a new
agreement with Russia covering a reduction in the price
of imported gas. If these conditions were not to be fulfilled,
the impact of these risks on the balance of payments
could result in a severe shock to the current account
balance with serious consequences in terms of economic
activity.

A very fragile financial situation      

The external accounts and public finances are subject to
the same weaknesses as those experienced before the
2009 crisis. The slowdown in exports, flourishing domestic
demand and soaring imported gas prices, all contributed
to the widening of the current account deficit in 2011. At
the same time, delays in implementing structural reforms,

such as the removal of gas price subsidies, has slowed
the reduction of the large public deficit inherited from the
2009 crisis. As the financing of these twin deficits is being
obtained mainly from non-residents, the increased scarcity
of foreign capital inflows, following the withdrawal of the
IMF in November 2011, has seriously undermined the
balance of payments. As a result of pressure on the hryv-
nia, the Central Bank has had to draw hugely on its
reserves (representing only four months of imports) in
order to maintain its peg against the dollar. In 2012, the
situation will be even more critical as the Ukraine is facing
significant maturities on its private and public debts. In a
context of limited access to the financial markets, easing
pressure on the external accounts will be through a new
agreement with the IMF, which will result in the implemen-
tation by the government of the changes in the gas sub-
sidies which the IMF deems to be a prerequisite to any
renewed cooperation. However, the advent of such a sce-
nario seems unlikely before the October elections, which
increases the risk of devaluation in the short term. This
would then have major repercussions in terms of sove-
reign and banking risks. Half of the public debt, which
grew further in value in 2011, is denominated in foreign
currencies, while the banking sector, which holds massive
non-resident dollar debts, is particularly exposed to cur-
rency risk.

The ability of the government to
reform is in question       

In political terms, the short-term risk lies in the ability of
the government to implement structural reforms, upon
which the return of the IMF is conditional, while Viktor Yanu-
kovych's Party of Regions has suffered a serious fall in
popularity. The continued detention of Yulia Tymoshenko
and the desire on the part of the President to strengthen
the country's ties with Russia is leading to growing discon-
tent in the western half of the country, where the majority

Trade exchanges

UKRAINE

� Strategic position between Russia and the European
Union

� Substantial agricultural potential
� Low-cost skilled labour

� Poor economic diversification and dependence on
the prices of metal and imported gas

� Over-indebtedness of the private sector
� Political instability making it difficult to apply a
consistent economic policy

� Banking sector still weak
� Persistent shortcomings in the business environment

StrengthsÏ

Weaknesses
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -4.4               1.8                0.9                0.2

   2.2               3.3                4.5                3.0

-11.7             -9.5              -8.6              -7.8

  -1.7             -3.3              -1.9              -1.7

 69.6             79.6              85.5              90.5

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 28% du PIB Importations 30% du PIB
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by 7% during the twelve months to April. Bankruptcies are
particularly affecting small businesses in the construction,
furniture, automotive suppliers and distributors industries,
with the latter being vulnerable when rent is due on their
premises at the start of the quarter (Rent quarter day). In
this context, the Coface payment incident index trend could
start to rise again.

Weak contribution of household
consumption to growth in 2012 

Economic activity contracted again in the first quarter of
2012 (-0.3% q/q), leading the country into a technical
recession: the increase in household consumption, busi-
ness investment and government spending did not offset
the negative contributions from the external balance and
stocks. The second quarter growth could shrink again,
particularly due to the public holidays granted for the
Queen's Diamond Jubilee but rise slightly in the third quar-
ter as a result of the Olympic Games. For the full year,
growth has been revised downward from 0.4% to 0.2%.
British household confidence has failed to recover with
several factors continuing to feed the general gloom:
shrinking wages, worsening unemployment (8.2% in
April), reduction in public transfers, heavy debt burden
(161% of real disposable income-DI-), reduction of net
wealth, credit conditions still deteriorating, maintenance
of the savings level around 7% of DI, intensification of the
eurozone crisis.  But inflationary pressures, after reaching
a peak of 5.2% in September 2011, have dissipated with
a rate of 3.2% on average since January. This should miti-
gate the contraction in household spending (64% of GDP)
this year, particularly since the Bank of England (BoE) is
continuing its expansionary monetary policy (maintaining
a low key interest rate and probably extending –in July-
the 325 billion pounds quantitative easing which ended
in May). The property sector has temporarily recovered
due to the Right to Buy programme targeting first-time
buyers. But it should remain depressed throughout the
year, with housing projects not taking off. The country
could even find itself in a housing shortage situation. Eager
to overcome these difficulties, the coalition government
could guarantee certain loans to finance the construction
of new housing and infrastructure. This recession and the
lower tax revenues derived from it may make fiscal conso-
lidation more problematic and strengthen austerity mea-
sures.

Company investment continues 
to slowdown      

The sluggishness of their domestic market and regional
uncertainties are reflected in the manufacturing sector's
confidence index, significantly down since April. Compa-
nies continue to be cautious, which should cause them to
slow their production (-0.6% to April over three months
YoY) and investment. The latter should therefore contract
in 2012 and contribute negatively to growth. Exports of
goods are affected by the slowdown in demand from the
EU, the main trading partner (54% of the total), despite
the favourable sterling exchange rate, which in June was
20% below its mid-2007 level. This deterioration is not
offset by sales to countries outside the European Union,
where the UK has nonetheless slightly improved its posi-
tion. Imports should also be affected by the caution of hou-
seholds and businesses, thus limiting the widening of the
trade deficit. Foreign trade is expected to affect growth or,
at best, make a neutral contribution.

Bank lending depressed 
and bankruptcies rising       

The British banking sector is weakened on the one hand
by its considerable exposure ($1000 billion) to euro zone
public and private counterparties and, on the other, by its
commitments to the property sector. The banks' efforts to
reduce their debt led to substantial restrictions on the sup-
ply of credit, particularly to SMEs with bank lending to com-
panies dropping by 20% compared to the peak in October
2008. This factor is a downside risk for activity in the
coming months. That is why the BoE plans, with the UK
Treasury, to introduce a programme of long-term loans (80
billion pounds) to banks at preferential rates subject to the
commitment of the latter to offer financing at a lower cost
to the real economy. Large companies are less affected as
they have a high self-financing rate (160%) and access to
the bond markets. Company bankruptcies have increased

Trade exchanges

UNITED KINGDOM

� Bank of England’s flexible monetary policy
� Hydrocarbon production meeting three quarters of
energy needs

� Rebalancing of the economic model in favour of
industry

� Government determination to adjust public finances

� Economy heavily dependent on financial services
� Instability of the coalition government over the 
European question

� High level of public debt and deficit
� Record level of private debt
� Weakness of the banking system
� Growing proportion of the young in the 
unemployment figures a source of social tension

StrengthsÏ

Weaknesses
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MODERATE RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

  -3.5               3.0                1.7                2.0

  -0.3               1.6                3.2                1.9

-10.2             -8.9              -8.7              -7.8

  -2.7             -3.2              -3.2              -3.2

 85.8             95.2            101.0            105.6

(e): estimate    (f): forecast

Country risk overview 
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➔ Risk assessment

Exportations 11% du PIB Importations 14% du PIB
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crisis. Overall, companies have little debt and are posting
record rates of profit (over 10% of GDP), which are
strengths in a weak macroeconomic context. Bankruptcies
continued to fall in the first quarter of 2012 (-12% com-
pared to the same period of 2011), but their number
remains higher than that of 2007. Coface payment incident
index is satisfactory.

Households adopt a cautious
approach in the face of economic
and political uncertainties 

After a particularly strong fourth quarter in 2011 growth
in the first quarter of 2012 rose slightly by 0.5% (q/q), dri-
ven by household consumption and corporate investment.
Data available for the second quarter suggest a slowdown
in the economy, particularly a deceleration in household
spending. Several factors contribute to this trend. Firstly,
job creations, which had regained some strength since
autumn 2011, have significantly dipped. A 165,000 new
job average per month were created over the five months
to May 2011, while 100,000 per month are needed just
to absorb new arrivals on the market. Unemployment
remains high, at around 8.2% (15% taking into account
employees in insecure employment). Secondly, the net
wealth of Americans is still below the pre-crisis level, while
disposable income has not risen significantly. Lastly, while
credit remains low, household continue to deleverage
(118% of disposable income in the third quarter of 2011
compared to 137% in 2007) and to maintain the level of
savings at around 3%. However, other factors should pro-
vide breathing space for consumption, such as the fall in
petrol prices and inflation or slowdown in falling property
prices. Activity in the property sector remains sluggish, but
housing stocks are trending downwards. Households are
therefore reverting to cautious behaviour, particularly since
uncertainties remain on the renewal, beyond December
2012, of the payroll cost reduction and of the unemploy-
ment benefits duration prolongation. The adjustment of
public finances after the November presidential election
is an additional concern that is already affecting consumer
confidence. 
Against this backdrop, the Federal Reserve is continuing
its accommodative policy: the unconventional Operation
Twist measure of $400 billion launched in September
2011 was increased by $267 billion. This should encou-
rage borrowing by maintaining attractive mortgage rates. 

Slowdown in corporate investment
and exports      

Companies, whose confidence is crumbling, are also cau-
tious and have slowed down their productive investment
(equipment and software) since December 2011. Never-
theless, with an increase of about 6% expected in 2012,
corporate investment will contribute positively to growth.
Exports which were an essential driver of activity in
2011do not achieve the same performances. They are
expected to slow down in line with, on one hand, the dece-
leration of external demand and, on the other hand, the
appreciation of the green back. The expected recession
in the eurozone affects American exports (15% of the total)
directly but also indirectly via American companies ope-
rating in Asia. The negative effects also come from Japan
(5% of foreign sales) where the recovery is weak. China
(7%) is also vulnerable to a slowdown in demand from the
eurozone, one of its main partners. Moreover we cannot
rule out the intensified use of protectionist measures on
one side or the other of the Pacific. 

SMEs have better access to credit        

The FDIC (Federal Deposit Insurance Corp.) declared 157
banks bankrupt in 2010, 92 in 2011 and 31 in June 2012.
Gradually, the banking sector's financial strength has retur-
ned: better capitalisation, improved quality of loans. Howe-
ver, vulnerabilities remain among regional banks when they
hold more than 10% of property assets in their portfolio.
Moreover, with direct exposure to public and private coun-
terparties in the eurozone for $720 billion in December
2011, and indirectly through its exposure to British debt
($577 billion), the sector is likely to be affected by the sove-
reign debt crisis intensification in the monetary union. For
their part, SMEs, which do not use, as large companies do,
the bond market, have benefited from competition between
banks to obtain loans. These loans, when under $100,000,
have risen sharply over twelve months to April 2012, with
falling interest rates compared to those practised after the

Trade exchanges

UNITED STATES

� Flexible employment market
� Full employment, Federal Reserve objective
� Predominant role of the dollar in the global economy
� Nearly 70% of national debt held by residents
� Cheap energy supplies (shale gas and investment in
energy infrastructures)

� Weaknesses 
� High proportion of structural unemployment
� Households have little geographic flexibility 
� High household debt (146% of disposable income)
� Budgetary support handicapped by political tensions 
� Dilapidated state of much infrastructure

StrengthsÏ

Weaknesses
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HIGH RISK

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)*                             

Current account balance (% GDP)                

Public debt (% GDP)                                      

   8.1               8.5                8.3                7.0

 14.0             12.1              13.1              12.8

   2.8               4.9                5.4                4.8

   2.2               6.7                6.1                5.1

 11.0               9.9                9.1                8.7

Country risk overview 
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➔ Risk assessment

Exportations 36% du PIB Importations 36% du PIB
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to wait for the end of his current term of office in 2014 to
put the reform into practice. However, if voting should take
place, new disturbances in connection with the vote cannot
be ruled out. For all these reasons, the scenario of a popular
uprising cannot be excluded, as long as poverty, unem-
ployment and restrictions on freedom provide a fertile
ground for discontent. Regionally, highly exposed to mafia
networks and the ascendancy of radical Islamic move-
ments, mean the country's relations with its neighbours
are tense. Persistent interethnic tensions in Kyrgyzstan
could destabilise the Fergana Valley, while the construction
of a huge dam in Tajikistan is fuelling tensions between
Tashkent and Douchanbe. Lastly, the business climate has
many shortcomings: regulatory compliance by the admi-
nistrative authorities is low and corruption is high.

Strong growth buoyed by the State  

Uzbekistan has shown robust growth in 2011, exceeding
the average of the CIS economies, under the combined
effect of high prices for commodities and strong domestic
demand. In 2012, growth should decelerate slightly. Eco-
nomic activity will continue to be driven by external
demand, notably Russian, Kazakh and Chinese (55% of
Uzbek exports), and high gas and gold prices (47% of
sales). Consequently, industrial production, particularly
mining, is expected to post robust results. With the reve-
nue from foreign trade, the government will pursue a very
expansionary fiscal policy. The increase in public sector
wages and social spending, combined with continued
transfers of expatriate workers to Russia and Kazakhstan,
will contribute to the momentum of household consump-
tion. Retail, services, transport and telecommunications
sales should therefore continue to perform well. The Cen-
tral Bank (CBU) will pursue a very accommodative mone-
tary policy, contributing to strong growth in bank lending
(over 30% at an annual rate), which will, however, remain
essentially targeted towards major state companies, which
will contribute to the bulk of investment expenditure.
Although no asset or property bubble is apparent at the
moment, this rapid credit growth is keeping inflation high,
reinforced by higher electricity prices following a reduction
in subsidies. The high inflation that prevents any anchoring
of expectations, discourages private investment, particu-
larly foreign.

Persistence of foreign exchange
restrictions      

The State will continue its prudent management of
public finances and the sovereign risk will remain
contained. The State's consolidated budget- including
the Reconstruction and Development Fund (RDF) –
will be in surplus in 2012. Moreover, RDF assets – to
which export revenues have been allocated since

2006 – represent over 16% of GDP and now exceed
the stock of public debt. Uzbekistan also holds subs-
tantial foreign exchange reserves accumulated due
to current account surpluses, providing the country
with comfortable room for manoeuvre regarding liqui-
dity. The soum will depreciate again in 2012 under
the effect of the Central Bank's foreign exchange
interventions as part of a monetary policy aiming to
guarantee the competitiveness of the export sector.
However, with the economy remaining strongly dolla-
rized due to exchange restrictions, inflationary pres-
sures forecast for 2012 are likely to strengthen
aversion to the national currency in favour of the dol-
lar. The proportion of loans and bank debts in foreign
currencies will therefore potentially continue to grow
in 2012. This trend, associated with the sharp rise in
credit, could result in new risks within the banking
system, already weakened by high levels of non-per-
forming loans (despite the very low official figures).

An unstable geopolitical 
environment      

The Uzbek regime is characterised by a high concentration
of power around president Islam Karimov, leader of the
country since 1989 and re-elected in 2007 for a third
seven-year term. Little progress is likely within the regime,
unless the health of the 73-year old president deteriorates.
The lack of a clear succession strategy is potentially des-
tabilising politically: the government already had to contend
with a wave of protests in 2005 so the disappearance of
Islam Karimov could engender a new popular uprising in
the context of a weakening of power. Furthermore, on the
president's request, in 2007, the parliament voted to
reduce the presidential term of office from seven to five
years. So, a presidential election could take place at the
end of the year, although it seems Islam Karimov prefers

Trade exchanges

UZBEKISTAN

� Abundant and diversified natural resources 
(natural gas, gold, cotton and oil)

� Current account surpluses and substantial 
foreign exchange reserves 

� Ambitious public and private investment 
programmes

� Poor economic diversification and dependence 
on raw materials prices 

� High inflation
� Under-developed banking sector
� State interventionism and difficult business 
environment

StrengthsÏ

Weaknesses

* Including General Government budget and the Reconstruction and Development Fund
(e): estimate    (f): forecast
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Country risk 

Business climate 

Medium term 

Coface Assessments

RATHER HIGH RISK 

Main Economic Indicators
                                                        2009            2010          2011 (e)         2012(f)

GDP growth (%)                                             

Inflation (yearly average) (%)                       

Budget balance (% GDP)                               

Current account balance (% GDP)                

Public debt (% GDP)                                      

   5.3               6.8                5.9                5.6

   6.7               9.2              18.7              12.6

  -7.2             -5.2              -2.7              -3.7

  -6,8             -4,0                0,2              -1.5

 51.2           54.23              48.3              48.2

(e): estimate    (f): forecast
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➔ Risk assessment

Exportations 68% du PIB Importations 70% du PIB
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Banking system weak because
poorly capitalised and highly 
dollarised        

The banks are very vulnerable to exchange rate risk
because of their high dollarisation. Credit has grown 
strongly from 48% of GDP in 2003 to 125% in 2011. Fur-
thermore, risk exposure remains high due to weak capita-
lisation, the rise of non-performing loans and lack of
transparency and supervision. Finally, the high exposure 
of public banks to state-owned companies with little trans-
parency is an additional weakness factor.

Persistent business environment
shortcomings         

The Communist Party continues to exercise total control
over political, economic and social life in Vietnam. Never-
theless, problems of governance and especially corruption
remain the country’s Achilles’ heel and stoke credit risk on
companies, as witnessed by the partial default of the state-
owned Vinashin shipyard group. 

Slowdown in growth in 2012 

Growth slowed down in 2011 due to deceleration in
domestic demand linked to the implementation of Reso-
lution 11, a set of measures aiming to re-establish macro-
economic stability and slowdown credit growth. The
impact of these measures was also substantial at the start
of 2012: slowdown in activity in Q1 2012 (4%), fall in infla-
tion (8.4% in May 2012 after peaking at 23% in August
2011), and a credit contraction. Industrial production and
particularly the construction, mining and retail sales sec-
tors have slowed. Furthermore, the number of bankrupt-
cies rose by 6% in Q1 2012. In this context, the authorities
have implemented a rapid easing of monetary policy. The-
refore, between March and June 2012, the refinancing
rate was cut four times, by 400 basis points in total. Fur-
thermore, budget stimulus measures under Resolution 13
have been announced. 
Due to this expansionist policy mix buoying domestic
demand, the slowdown in growth should be contained.
Private consumption will benefit from the fall in inflation.
The FDI influx is expected to progress in line with the trend
inducing Asian companies to relocate production units to
Vietnam. The export sectors (textiles, shoes, electronics,
tourism) are expected to perform well due to the dyna-
mism of emerging Asia (which captures 21% of Vietnam's
exports) while the primary sector – which accounts for
74% of rural employment – is expected to make a strong
recovery due to the expected better climatic conditions.
Nevertheless, risks will remain, not only in the event of a
worsening of the eurozone crisis but also on the domestic
front. In fact, a continuation of the aggressive easing of
monetary policy could affect the confidence of economic
agents and destabilise the anchoring of expectations. An
inflationary cycle and mistrust with regard to the dong
could then affect the country again. 

High public debt and lack 
of transparency       

With regard to public finances, the budget deficit could
widen in 2012 due to the introduction of stimulus mea-
sures. The process of reducing public debt could slow
down. Therefore, sovereign risk will remain high. Besides
the lack of transparency in public accounts, public debt
remains highly vulnerable to exchange rate risk because
over 60% is denominated in foreign currencies. Further-
more, the sustainability of public debt could suffer from
implicit commitments to big businesses and public banks
if defaults by these multiply.

Stabilisation of the dong after 
successive devaluations        

In 2011, despite the modest current account surplus,
downward pressures on the dong remained significant due
to substantial capital flights ($3.6 billion). Residents conver-
ted their portfolios into gold or dollars. On the informal mar-
ket the dong was exchanged against the dollar at a
considerable discount, forcing the authorities to devalue
the dong six times, the last devaluation by 8.5% in February
2011 being the most significant.
In 2012, the current account deficit could widen due to the
upturn in imports but will be mostly covered by FDI, which
should exceed $7 billion. Moreover, capital flights should
fall (1.4 billion in 2012 compared to 20.6 billion between
2009 and 2011) due to capital controls aiming to limit the
possibility of speculative attacks, restrictions on gold
imports and continuation of the carry trade due to the signi-
ficant interest rate differential. The difference between the
official exchange rate and the exchange rate on the black
market should therefore be greatly reduced. However, the
level of reserves will remain extremely low, less than two
months' imports, giving the country little resistance to sud-
den capital flight. 

Trade exchanges

VIETNAM

� Skilled, low-cost workforce
� Strong agricultural and natural resources potential 
� Development strategy based on economic openness
and diversification 

� Country’s specialisation too concentrated on 
competitiveness of  low value-added products 

� Persistent business environment shortcomings 
� Lack of infrastructure
� Unfinished public sector reform 
� Widening inequalities 
� Weak banking system

StrengthsÏ

Weaknesses



Country risk and business climate     
assessment methodology  

Coface risk assessments for 157 countries are available 
and updated regularly on coface.com 
Both county risk and business climate assessments 
can be accessed freely for consultation purposes.

The country risk assessment assigned by Coface reflects the average
level of short-term non-payment risk associated with companies in a
particular country. It evaluates the extent to which economic, financial,
and political trends, as well as the business climate, influence financial
commitments of local companies in a given country.  

How�are�assessments�assigned?

Assessments are based on threefold expertise developed by
Coface:

1. An expertise in macroeconomic analysis via economic,
financial and political indicators. 

2. An expertise in microeconomy analysis relying notably on
Coface databases.  

3. An expertise in business climate evaluation through internal
and external sources.

Country risk and business climate assessments are ranged on a
seven grade scale: A1, A2, A3, A4, B,C,D, in ascending order of risk
(see next page for definitions).    
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Country risk assessment

Economic, financial and
political forecasts

Economic vulnerability

Coface payment
experience

Financial vulnerability of the State

External over-indebtedness

Risk of foreign exchange liquidity crisis

Banking sector weakness

Political weaknessesInstitutional environment 

Coface experience 

Financial data availability
and quality

Debtor protection and 
recovery efficiency

Business climate
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The macroeconomic, financial, political, and social outlook is very good. The business environment is excellent. Corporate default
probability is accordingly very low. 

The macroeconomic and financial outlook is good amid a generally stable political and social climate. The business environment
is good overall. Corporate default probability is accordingly low. 

The macroeconomic and financial outlook may not be very growth-oriented. The political and social climate may be 
somewhat affected by tensions. The business environment may have shortcomings. Corporate default probability is accordingly
not very high.

The macroeconomic and financial outlook may be marked by a few weaknesses. The political and social climate may be affected
by tensions. The business environment may have appreciable shortcomings. In such conditions, the probability of corporate
default is average.

The macroeconomic and financial outlook is uncertain. The political and social climate may be affected by strong tensions. 
The business environment may be unstable and not very effective. In such conditions, the probability of corporate default is 
relatively high. 

The macroeconomic, financial, political, and social outlook is very uncertain. The business environment is difficult. In such 
conditions, the probability of corporate default is high.

The macroeconomic, financial, political, and social outlook is subject to very high risk. The business environment is very difficult.
In such conditions, the probability of corporate default is very high. 

A1  

A2    

A3   

A4   

B       

C       

D       

Country risk assessment definition

Business climate assessment definition

Corporate financial statements are generally available and reliable. Claim collection is efficient. Institutional performance is very
good. The business climate is thus excellent.

When available, corporate financial statements are reliable. Claim collection is generally efficient. Institutional performance 
is relatively effective. The business environment is thus good overall.

Corporate financial statements are not always available but when available they are relatively reliable. Debt collection is not
always efficient. The institutional framework fails to meet particular needs. The business climate thus has a few shortcomings.

Corporate financial statements are not always available and reliable. Claim collection can prove difficult. The institutional 
framework is deficient. The business climate thus has substantial shortcomings. 

The reliability and the availability of corporate financial statements vary widely. Debt collection is not very efficient. Institutions
present some weaknesses. The business climate is thus unstable and not very effective.

Corporate financial statements are often unavailable and when available they are not very reliable. Debt collection is erratic.  
Institutions are handicapped by major shortcomings. The business climateis thus difficult. 

Corporate financial statements are rarely available and when available they are not very reliable. A deficient legal system makes
debt collection a very haphazard process. Institutions are handicapped by major shortcomings. The business climate is thus 
very difficult.

A1  

A2    

A3   

A4   

B       

C       

D       

Assessments available on www.coface.com (go to Online services/country risks and economic surveys)


