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Paris, 25 March 2014

Updated country risk and business environment assessments


United States one of best risks whilst major emerging economies struggle


The upturn in the advanced economies (1.9% forecast for 2014, after 1.2% in 2013) is reflected in the upwards revision of the country risk assessments for the United Kingdom and the United States, which join the best risk category. The level of risk however has increased in the major emerging economies: the assessments for Brazil, Russia, Turkey and Venezuela have thus been downgraded or placed on negative watch. 

The business environment remains variable in the emerging economies. A number of countries, including Ukraine and, again, Venezuela, have been downgraded. Others, such as Algeria, are progressing in terms of company regulations.


United States and United Kingdom: Improvement in assessment based on solid fundamentals

The United States joins the best risk category. Now with an A1 assessment, like Japan, Canada and Switzerland, the country is experiencing dynamic and balanced growth (forecast at 2.7% for 2014 by Coface), benefiting both from sustained household consumption and corporate resiliency. The profitability level of companies is now back at its pre-crisis level with a relatively low debt burden. Another contributory factor in the reassessment of the United States was the settling of the public debt ceiling crisis at the beginning of 2014.

The United Kingdom, after a two year break, has seen a return to its A3 positive watch assessment. Growth (forecast at 2.1% in 2014), driven so far by household consumption fed by easier credit access, will be further boosted this year by increased levels of investment. Confidence is improving among companies, even though some sectors, including manufacturing, are lagging behind others, such as financial services and construction.







A number of major emerging economies under pressure

The slowing of growth due to supply issues continues in the major emerging economies. Two BRIC countries have been particularly hard hit by the dip in investments. 

In Brazil, downgraded to an A4 assessment, growth potential has also been impacted by slowing consumption and by structural problems: inadequate infrastructure, a shortage of qualified labour and bureaucratic barriers.

In Russia, geopolitical tensions are aggravating an already weakened economy, leading Coface to place its B assessment on negative watch. The Ukrainian crisis, as well as the increase in capital outflows, will have negative consequences for an already slowing rate of growth (forecast at 1.0% in 2014, after 1.3% in 2013) with a decline in investment.

As political fragility is one of the criteria applied by Coface, the assessments of A4 for Turkey and C for Venezuela are placed on negative watch, reflecting the complex political crises.
In Turkey, the risks of political tension cannot be discounted ahead of the upcoming municipal and presidential elections (March and August 2014). Coface is expecting growth to slow to 2% in 2014, impacted by tighter monetary policy and high inflation. As for companies, the payment experience registered there by Coface has been deteriorating since December 2013.

In Venezuela, there is a recession and hyperinflation against a backdrop of social and political problems. The situation will remain fragile until the legislative elections in September 2015, in particular for companies running the risk of nationalisation and subject to import rationing and controls on prices and margins. Suppliers, both foreign and local, to the State and the oil and gas sectors are suffering long payment delays.

An extremely varied business climate

Alongside the revisions of its overall country risks, Coface has carried out its annual review of its business environment assessments.

Among the improvements is Algeria where the negative watch on the B business environment assessment has been removed. The country is feeling the benefits of the changes to the business regulations introduced in the 2014 Finance Law, including an easing in the procedures for approval for foreign investment projects.

Conversely, among the downgrades, we find, not surprisingly, the business climate in Ukraine, downgraded to D. The situation in the country has significantly deteriorated in recent years in terms of control of corruption and regulatory quality. The high level of political instability is hindering the likelihood of any implementation of reforms.
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APPENDIX

The Coface Country risk assessment measures the average risk of non-payment by companies in a country in the context of their short term commercial transactions. Sovereign debt is not included in this. In forming the assessment, Coface brings together the economic, political and financial outlooks for the country, Coface’s payment experience and the business environment of the country.
The country risk and business environment assessments are based on a scale with 7 levels: A1, A2, A3, A4, B, C, and D and can be combined with watch categories.


Assessments either upgraded or removed from negative watch list or placed on positive watch list
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Assessments either downgraded or removed from positive watch list or
placed on negative watch list
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The Coface Business environment assessment is a component in the overall country risk assessment and is published alongside this. It assesses the availability and reliability of data on companies and the legal protection for creditors and takes into account the quality of the institutional environment. The business environment assessments are measured on a scale of 7 levels A1, A2, A3, A4, B, C and D, with risk increasing as one descends down the scale, in the same way as the country risk ratings.


Assessments either upgraded or removed from negative watch list or placed on positive watch list
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Assessments either downgraded or removed from positive watch list or
placed on negative watch list
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COUNTRY RISK ASSESSMENTS

Country Previous New
United States A2 Al
United Kingdom A3 A3

United States : A1

+ Dynamic and balanced GDP growth.

* Robust private consumption, driven by declining unemployment,
lower savings rate, higher income and lower household debt
service.

« The real estate market is gradually recovering.

« Strong investment growth, as corporate profits are back to their
pre-crisis level and the corporate debt to GDP ratio is still com-
paratively low.

« Risks related to the government shutdown and the public debt
ceiling have abated in early 2014.

Algeria: B

An easing of the legal business framework has been introduced
by the 2014 Budget Law. Procedures for the approval of foreign
direct investment or investment in partnership with foreign capital
are alleviated. In addition, while since 2009 letters of credit had
become compulsory for payment of imports, the law allows again
payment with documentary collection.

Indonesia : B

Indonesiais still facing corruption issues but the country has made
significant strides with the Corruption Eradication Commission.
The country has improved prosecution of financial crimes includ-
ing high level officials.

Rwanda: C

The country has enforced reforms allowing significant progress for
business creation. Rwanda has a sound institutional framework
and the regulatory environment for business is keeping improving,
sustaining the development of the private sector. Significant
efforts have been made for the control of corruption. The effi-
ciency of the judicial system is improving to ensure the protection
and exercise of the property rights.
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Brazil A3N A4
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Brazil : A4
UAE : A3 « Tighter fiscal & monetary policies

A new Companies Law, closer to international standards, was * Decelerating consumption
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UAE : A3 « Tighter fiscal & monetary policies

A new Companies Law, closer to international standards, was * Decelerating consumption

adopted in mid 2013. This act provides for improvements in cor- * Low investment
porate governance and changes in business creation, accounting, « Impact of real depreciation on firms indebted in foreign
appeals and IPOs. However, the possible revision of the rule pre- currencies
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Thailand : A4

« Thailand’s prolonged political crisis is impacting private
consumption, investment and tourism. Consumer confidence
has plunged and companies are also worried (a Japanese car
manufacturer has postponed an investment).

« Household indebtedness (80% of GDP) is also weighing down
on consumption and restraining the central bank ability to
support growth.

« The government is operating in a caretaker capacity and is not
allowed to implement fiscal stimulus measures.

Turkey : A4N
« Corruption allegations are destabilizing the government. Risks
of escalating political tensions ahead of upcoming elections.

+ 2014 GDP growth should slow to 2.0% reflecting the impact
on domestic demand owing to a combination of the lira
depreciation, the higher inflation (7.9% YoY in February 2014)
and the large interest hikes (+425bp in January).
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BUSINESS CLIMATE ASSESSMENTS

Country Previous
South Africa A3

Tunisia A4

Madagascar o4
Ukraine c

Venezuela c

South Africa: A4

« Less easy access / availability of financial information: financial
statement publication is not compulsory for private companies
which are reluctant to make publication due to the deterioration
of their financial situation.

« Deterioration of collection / creditor protection due to the
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