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This handbook is intended for:

- Corporate executives with decisions to make in terms of export,
project launches, or investment in high risk countries.

« Managers of risk or international operations in banking, multilateral
financial institutions, and insurance or reinsurance companies
(acting in a private capacity or on behalf of government).

+ Government managers concerned with country and sector risks.
« Consultants and lawyers specialized in international business.

« Researchers, academics, and students interested in country and
sector risks.
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XAVIER DURAND
CEO of Coface

2017 saw an accumulation of
pleasant economic surprises. Only
twelve countries were in recession,
which is almost half as many as in
2016 (23), and the lowest amount
since 2007. In the United States,
Germany, France, and a number of
emerging countries (double-digit growth
in Turkey!), activity was much stronger
than expected in the third quarter of the
year. This dynamic is in line with that of the
first half, during which the main political risks
feared in early 2017 did not materialize.

In the United States, the protectionist rhetoric
of the new American president did not result in a
significant number of concrete measures limiting
international trade, although discussions with
Mexico and Canada over NAFTA continue. In
Western Europe, the results of the elections in the
Netherlands and France have not destabilised or
jeopardised the European project. However, not
all political uncertainties have disappeared - far
from it. The difficulties of forming a government
in Germany following the elections in September
2017, the separatist desires of part of the Catalan
population, and the upcoming elections in Italy are
prime examples of this.

In the end, the political factor did not slow the
development of European companies, who
continue to benefit from a number of favourable
factors: a very expansionary monetary policy
resulting in a gradual recovery of credit to the
private sector, continued low oil prices helping

COFACE Country & Sector Risks Handbook 2018

WILL GLOBAL
GROWTH REACH
ITS CLIMAX

IN 20187

to maintain corporate margins at a relatively high
level, and strong household consumption. In this
context, business sectors benefit from the strength
of household consumption and favourable
financing conditions, such as construction and
the automotive sectors, remained on a positive
trend. Growth in business investment gained
momentum in 2017. Growth levels are increasingly
less disparate, while insolvency has continued to
decline at a faster rate than we expected a year
ago. This trend is expected to continue at least
during the first half of the coming year. However,
as of the second half of the year, companies are
likely to gradually be subject to ever-increasing
supply constraints, both in Germany (where
the unemployment rate has been at a 37-year
low), and in France, where business owners are
experiencing increasing recruitment difficulties,
despite the high level of unemployment.

This issue of overheating will also be relevant in the
United States, where the plan to reduce corporate
and household tax rates supported by the Trump
Administration was finally voted in late last year by
the Senate and the House of Representatives. While
this should delay the end of the USA’s expansion
cycle (already the third-longest since the beginning
of the twentieth century after those of 1960 and
1990), it will not be enough to accelerate US growth,
as an increasing number of business sectors (such
as automotive) are already experiencing supply
constraints. Reaching 4.1% in November 2017, the
unemployment rate was effectively the lowest since
2001, which is a sign that the US economy is close
to running at full capacity.

In other words, the Trump Administration’s
stimulus package will partly benefit foreign
companies exporting to the United States as local
production structures are, to a large extent, unable
to meet the resulting additional demand.

The historically low unemployment levels in many
Central and Eastern European countries point to
similar problems. Growth was very dynamic in
2017 but is set to slow in 2018, again due to supply
constraints: strong wage pressures and labour
shortages will limit the ability of companies to
produce more. Those who fail to include these
higher production costs in their selling prices will
suffer from these supply constraints.

In the rest of the emerging world, recovery is
expected to continue. In 2017, the gradual rise in
oil prices gave a shot of adrenaline to countries
dependent on oil-related revenues, particularly
in Latin America, Russia, and other CIS countries.
However, this slight rise in prices is not a cure-all:
its scale remains largely insufficient to balance
the government budgets in Saudi Arabia, Algeria,
and Nigeria.

Furthermore, the rise in oil prices, like that of
other commodities (notably several metals),
had the merit of contributing to the rebound in
international trade in 2017. Even if the latter tended
to lose some strength at the end of last year, it
encourages strong growth of Asian economies,
whose businesses are internationally oriented
(e.g. Korea, Taiwan, Singapore, and Hong Kong).
However, in 2018, the favourable dynamics of Asian
economies will continue to depend on protectionist

Businesses are likely
to experience greater
supply constraints

in 2018.

risk - especially in the United States - and, above all,
on the Chinese economy’s resilience.

While, at first glance, the growth of the latter
did not show any signs of weakness in 2017 (as
in 2016), Chinese companies seem increasingly
fragile: overcapacity continues to haunt sectors
such as metals, chemistry, and construction.
Corporate debt has risen considerably, notably
in the form of bank credit but also via shadow
banking, which is all the more worrying these
services are charged at extortionate rates. Labour
costs are increasing sharply, penalising businesses
in sectors such as textile-clothing. Finally,
businesses are facing a much reduced pace of
activity compared to the previous decade. In this
context, the banking risk is increasing significantly.
Ultimately, only government intervention, notably
through major public investments, allowed these
structural weaknesses to be temporarily hidden
in 2016 and 2017.

Lastly, note that this recovery in emerging
countries could, in some cases, be nipped in the
bud by the resurgence of political risks. Despite
the recent upturn of activity, high social frustration
has been created by increased income inequality,
high unemployment, and corruption. Upcoming
elections in several countries (including Brazil and
Mexico as well as Russia and Egypt) this year will
therefore all be risk factors to monitor.

Many other country and sector risks are discussed
in the twenty-second edition of this annual report,
published by Coface. | hope you enjoy reading the
2018 edition and that you find it of interest.
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COFACE GLOBAL ASSESSMENTS

DEFINITION

TOOI—S :OR IDENTIFYING, OF COUNTRY ASSESSMENTS

A S S E S S N G A N D M O N ITO R I N G PRI ol Somity business chmate. This anvironment posiively Influences companies
TH E R I S (S B U S I N E S S E S payment behaviour. The average probability of default is very low.

ARE FACING

Good macroeconomic and financial outlook. Generally stable political context.
Overall healthy business climate. The average probability of default is low.

Less favourable and/or volatile macroeconomic and financial outlook. Political
context remains stable. Business climate may have some shortcomings.
The average probability of default is satisfactory.

Economic and financial outlook could be marked by some weaknesses. Political

context could suffer from tension. Business climate may present significant
As a credit insurer, Coface’s added value comes from its ability to deficiencies. The average probability of company default is reasonable.
proactively provide its clients with detailed risk analyses, allowing them
to make the right decisions at the right time and prevent credit risks. Its
analyses include country assessments for 160 countries, business climate
assessments, and sector risks assessments for 13 sectors worldwide.
Regular economic publications supplement these assessments

developed by Coface.

Uncertain economic and financial outlook. Political context could suffer strong
tensions. Business climate may present substantial deficiencies. The average
probability of company default is fairly high.

Very uncertain economic and financial outlook. Political context could
be unstable. Business climate has substantial deficiencies. The average
probability of company default is high.

Highly uncertain economic and financial outlook. Very unstable political
context. Very difficult institutional and business climate. The average
probability of company default is very high.

Extremely uncertain economic and financial outlook. Extremely unstable
political context. Extremely difficult institutional and business climate.
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Country Risk *

The country assessment provides an insight into
the average payment incident level presented
by companies in a country in connection with
their short-term trading transactions. More
specifically, this assessment measures the way in
which company payment behaviour is influenced
by a country’s economic, financial, and political

Sector Risk*

Every quarter, Coface reviews the assessments
of 13 sectors throughout 24 countries in 6 major
regions of the world. In order to assess these
risks, Coface relies on its own methodology based
on four cornerstones: an estimate of corporate
defaults (by country) for the four coming quarters,
payment periods recorded by buyers (aggregated

The average probability of company default is extremely high.

DEFINITION OF BUSINESS
CLIMATE ASSESSMENT

Company reports are generally available and reliable. Effective debt

perspectives, as well as by the business climate. It by sector), forecasted financial results for the four Al collection. High quality institutions. Domestic market is almost perfectly open.
is based on three pillars: macroeconomic, financial coming quarters (aggregated by sector), and Very satisfactory business climate.
and political analysis, business climate assessment payment experience recorded by Coface for each Company reports, when available, are reliable. Debt collection works reasonably
by Coface’s entities across the world, and Coface’s sector. The sector risk assessment is on a 4-step well. Institutions generally perform well. Domestic market is widely open.
payment behaviour experience as recorded in its scale: low, medium high, very high, in order of Business climate relatively stable but could be improved.
worldwide databgse. The country risk assessment  increasing risk (see p. 15). Company reports are not always available, but when they are, are relatively reliable.
covers 160 countries on an 8-step scale: A1, A2, A3, Debt collection and institutions can present some shortcomings. Domestic market is
A4, B, C, D, E, in order of increasing risk. Company Default Rate Assessment relatively open. Safe business climate but can present shortcomings.

The DRA (Debtor Risk Assessment) measures Cgmpany reports are not always available or reliable. Debt collection is not always
Business climate assessment * : effective and institutions have some inadequacies. Access to domestic market

. . . th? default rate of companies a.II over the jorld: presents some constraints. Business climate is acceptable but has some weaknesses
This makes it possible to see whether company It is calculated on the basis of indicators such as
accounts are available and reliable, whether the financial soundness, profitability, solvency, as well Reliability and availability of company reports vary significantly. Debt collection
legal system ensures fair and effective protection as the company’s environment and management. is often difficult. Institutions display weaknesses. Domestic market is not very
. . IO . accessible. Business climate is unstable and underperforms.
of creditors, whether the country’s institutions The assessment scale ranges from 0 (company in
provide a favourable framework for B2B default) to 10 (best possible rating). The DRAs are Company reports are often unavailable and not very reliable. Debt collection is
transactions and whether the domestic market made available to Coface clients on a dedicated somewhat random. Institutions display numerous weaknesses. Difficult access to
. o domestic market. Difficult business climate.
is easy to access. The assessments are based on website: Cofanet.
data from international organisations, but also, and Company reports are often unavailable and unreliable. Debt collection is random.
primarily, on the experience of Coface’s entities  Economic Publications * D) Instlltutlons.%lsrl)lay .5|gn|f||.cant weaknesses. Very difficult access to domestic
across the world. This assessment, integrated in . . L market. Very difficult business climate.
. Coface regularly publishes economic publications . .

the country assessment, covers 160 countries on an that deal with trv risk t isk d the risk Company reports are rarely available, and are rarely reliable when they are. The legal
8-step scale: A1, A2, A3, A4, B, C, D, E, in order of at deal with country risk, sectolgiisCaall © s E system makes debt recovery extremely uncertain. Critical institutional weaknesses.

decreasing business climate quality.

COFACE Country & Sector Risks Handbook 2018

of company insolvency.

* Assessments and studies available at
http://www.coface.com/Economic-Studies-and-Country-Risks

Nearly inaccessible domestic market. Extremely difficult business climate.
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HOW TO USE THE HANDBOOK

YOUR COFACE COUNTRY

& SECTOR RISKS
HANDBOOK 2018

This reference guide for the analysis of country risk in the world enables

you to refer to 160 country assessments.

It contains useful insights

into the complex and changing economic environment we know.
These assessments constitute a global analysis of corporate behaviour

and business practices by country.
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0 COUNTRY AND LOCATION
A map allows you to locate the country.

e COUNTRY RISK ASSESSMENT
“Country Risk” indicates the average
risk presented by firms in a country as
part of their short-term commercial
transactions.

COMMERCIAL CLIMATE

ASSESSMENT
This assessment, which contributes to
the Country Risk assessment, evaluates
the quality of business climate in the
country: reliability of business accounts,
legal system, institutional and regulatory
framework.

e EXPORTS AND IMPORTS
Distribution of exports (or imports)
by country of destination (or origin).
The sources used are the 2016 IMF and
UNCTAD statistics.

e ANALYSIS OF STRENGTHS /
WEAKNESSES

A summary of the country’s strengths

and weaknesses.

6 SECTOR RISK ASSESSMENT

This assessment indicates the level of
short-term risk for thirteen sectors of
the country’s economy.

0 ECONOMIC INDICATORS

At a glance, see the major macroeconomic
aggregates essential to understanding the
economic environment in a country as well
as forecasted changes.

eRISK ASSESSMENT

Here you will find a macro and
microeconomic analysis of the country
and the most important upcoming
matters for the current year.

e PAYMENT AND COLLECTION
PRACTICES

This section is a valuable tool for

corporate financial officers and credit

managers. It provides information on the

payment and debt collection practices in

use in the country.

@ BUSINESS INSOLVENCIES
Total number of business insolvencies
and its yearly growth rate.

COFACE Country & Sector Risks Handbook 2018~ 09



COFACE COUNTRY RISK ASSESSMENT MAP

EUROPE AND CIS

COUNTRY BUSINESS COUNTRY BUSINESS COUNTRY BUSINESS
RISK CLIMATE RISK CLIMATE RISK CLIMATE
Coface assesses the average credit risk of companies in a given Albania c c Greece B A4 Portugal A3 A2
. B B B . Armenia D C Hungary A3 A3 Romania A4 A3
country. To achieve this, Coface uses macroeconomic, financial Austria N N celand e Iy Russia 5 C
and political data. Its originality is to take into account Coface’s Azerbaijan c c Ireland A3 A1 Serbia_ B B
. , . Belarus C C Italy A3 A2 Slovakia A3 A2
payment experience recorded for the country’s businesses, and Belgium A2 A1 Kazakhstan B B Slovenia A3 A2
B : I B B Bosnia and Herzegovina C B Kyrgyzstan D D Spain A2 Al
its perception of the country’s business climate. Bulgaric v e it e o e on N N
. Croatia B A3 Lithuania A3 A2 Switzerland Al Al
Download the map (in PDF format): http://www.coface.com/fr/ Cyprus A4 A3 Luxembourg Al Al Tajikistan D D
B . Czech Republic A2 A2
Etudes-economiques-et-risque-pays Denmmark A2
Estonia A2
Finland A2
France A2
Georgia
Germany

w_ . by, e — N ?:Wf._'u_.\_._

E e o D
f o
- . e S
L e S
e T -
e S
Y /" o - .
default risk i EEEEEEEEE R R PR,
AL
AN Very low siiiglietessiisciits
A4 Low
Ao Satisfactc
Reasonak
B Fairly Hig
(@ High
DI Very High
E Extreme

== Downgrades in
== Upgrades in 207

AMERI

i AFRICA

|
Argentina £ LSS

Bolivia ( COUNTRY BUSINESS COUNTRY BUSINESS

Brazil I RISK CLIMATE = RISK CLIMATE

Canada A3 Al Algeria C C Malawi D D

Chile A3 A3 Angola D D Mali D D

Colombia A4 A4 Benin B C Mauritania D D

Costa Rica A4 A4 Botswana A4 A4 Mauritius A4 A3

Cuba E E Burkina Faso C C Morocco A4 A4

Dominican Republic B C Burundi E E Mozambique E D

Ecuador C C Cabo Verde B C Namibia B A4

El Salvador C B Cameroon C D Niger C C COUNTRY BUSINESS

Guatemala C C Central African Republic D E Nigeria D D L (e COUNTRY BUSINESS COUNTRY BUSINESS
Guyana D C Chad D D Republic of the Congo C D Bahrain C A4 RISK ELIMATE RISK GRIMATE
Haiti D E Dem. Rep. of the Congo D E Rwanda B B Iran E D Afghanistan E E Myanmar D E
Honduras C C Djibouti C D Sao Tome-and-Principe C D Iraq E E Australia A2 Al Nepal D C
Jamaica B A4 Egypt B C Senegal B B Israel A2 A2 Bangladesh C C New Zealand A2 Al
Mexico B A4 Eritrea E E Sierra Leone D D Jordan C B Cambodia C C Pakistan C C
Nicaragua C C Ethiopia C D South Africa C A4 Kuwait A3 A4 China B B Papua New Guinea B C
Panama A4 A4 Gabon C C Sudan E E Lebanon C C Hong Kong A2 Al Philippines A4 B
Paraguay C C Ghana B B Tanzania C C Oman C A4 India A4 B Singapore A2 Al
Peru A4 B Guinea C D Togo C C Palestinian Territories D D Indonesia A4 B South Korea A2 Al
Surinam D D Ivory Coast B B Tunisia B B Qatar A4 A3 Japan A2 Al Sri Lanka B B
Trinidad and Tobago C B Kenya A4 B Uganda C C Saudi Arabia C B Laos D D Taiwan A2 A2
United States A2 Al Liberia D D Zambia D C Syria E E Malaysia A4 A3 Thailand A4 A3
Uruguay A4 A3 Libya E E Zimbabwe E E United Arab Emirates A4 A2 Maldives D C Timor-Leste E C
Venezuela E E Madagascar D D Yemen E E Mongolia C C Vietnam B B

10 COFACE Country & Sector Risks Handbook 2018
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COUNTRY ASSESSMENTS

COUNTRY ASSESSMENT CHANGES
OF THE MAIN ECONOMIES

2018 2017 2017 2017 2017 2016 2015 2014 2013 2012 201 2018 2017 2017 2017 2017 2016 2015 2014 2013 2012 201
Jan. Sept. June  March Jan. Jan. Jan. Jan. Jan. Jan. Jan. Jan. Sept. June  March  Jan. Jan. Jan. Jan. Jan. Jan. Jan.
Austria Al Al Al Al Al Al Al A2 A2 A2 A2 Argentina B B B B B C C C C C C
Germany Al Al Al Al Al Al Al A2 A2 A2 A2 Brazil B C C C C C A4 A3 A3 A3 A3
Netherlands Al A2 A2 A2 A2 A2 A3 A3 A2 A2 A2 China B B B B B A4 A3 A3 A3 A3 A3
Norway Al Al Al Al Al Al Al Al Al Al Al Cote d'lvoire B B B B B C C C D D D
Sweden Al Al Al Al Al Al Al Al Al Al Al Croatia B B B B B B B B B B A4
Switzerland Al Al Al Al Al Al Al Al Al Al Al Egypt B C C C C C C C C C B
e Ghana B B B B B C C B B C C
. Greece B C C C C C C C C C A4
Australia A2 A2 A2 A2 A2 A2 A2 A2 A2 Al Al
Kazakhstan B C C C C B B B B B B
Belgium A2 A2 A2 A2 A2 A2 A3 A3 A2 A2 A2 N
- Mexico B B B B B A4 A4 A4 A4 A4 A4
Czech Republic A2 A2 A2 A2 A3 A3 A4 A4 A3 A2 A2 -
Russia B B B C C C C B B B
Denmark A2 A2 A2 A2 A2 A2 A2 A2 A2 A2 A2
Senegal B B B B B B B B B
France A2 A2 A2 A2 A2 A3 A3 A3 A2 A2 A2
Serbia B B B B B C C C C C
Hong Kong A2 A3 A3 A3 A3 Al Al Al Al Al Al 5
Sri Lanka B B B B B B B C C C C
Israel A2 A2 A2 A2 A3 A3 A3 A3 A3 A3 A3 .
Tunisia B B B B B B B B A4 A4 A4
Japan A2 A2 A2 A2 A2 Al Al Al Al Al Al
Turkey B B B B B B B A4 A4 A4 A4
New Zealand A2 A2 A2 A2 A2 A2 A2 A2 A2 Al Al .
Vietnam B B B B B B C C C C B
Singapore A2 A3 A3 A3 A3 Al Al Al Al Al Al
South Korea T Y. T = T~ T~ Y.~ B T * R - R
Spain A2 A2 A2 A3 A3 A4 A4 B B A4 A3 Algeria C C C C C B A4 A4 A4 A4 A4
Taiwan A2 A3 A3 A3 A3 Al Al Al Al Al Al Bolivia C C C C C C C C C C C
United States A2 A2 A2 A2 A2 Al Al A2 A2 A2 A2 Cameroon C C C C C C C C C
Gabon C C C C C C B B B B B
Oman C C B B B A3 A3 A3 A3 A3 A3
Canada A3 A3 A3 A3 A3 A2 Al Al Al Al Al X
- Pakistan C @ C C @ D D D D D D
Chile A3 A3 A3 A3 A3 A3 A2 A2 A2 A2 A2 . -
Saudi Arabia C B B B B A4 A4 A4 A4 A4 A4
Hungary A3 A3 A4 A4 A4 A4 B B B B A4 -
South Africa C C C C C B A4 A4 A3 A3 A3
Ireland A3 A3 A3 A3 A3 A3 A3 A3 A4 A4 A4 T - c c c B c c B 8 B B 8
Italy A3 A3 A3 A3 A3 B B B B A4 A3 anz,:.-mle
Kuwait A3 A3 A3 A3 A3 A2 A2 A2 A2 A2 A2 Ukraine ¢ b b b b b b b b
Poland A3 A3 A3 A3 A3 A3 A3 A3 A3 A3 A3 Uzbekistan ¢ ¢ ¢ D D D b D D D D
Portugal A3 A3 A3 A4 A4 A4 B B B A4 A3
Slovakia A3 A3 A3 A3 A3 A3 A3 A3 A3 A3 A3 Angola D D D D D C C C C C C
United Kingdom A3 A3 A3 A3 A3 A2 A2 A3 A3 A3 A3 Armenia D D D D E C C C C C C
Haiti D D D D D D D D D D D
Botswana A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 Madagascar D D D D D b ¢ ¢ ¢ ¢ ¢
Bulgaria A4 A4 A4 A4 A4 B B B B B B Nigeria D D D D b S S D D D D
India A4 A4 A4 A4 A4 A4 A4 A4 A4 A3 A3 Iran E E E E E D D D D D D
Indonesia A4 A4 A4 A4 A4 A4 A4 A4 A4 B B Iraq E E E E E D D D D D D
Malaysia A4 A4 A4 A4 A4 A2 A2 A2 A2 A2 A2 Libya E E E E E D D D D D C
Morocco A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 Mozambique E E E E D C C C C B B
Peru A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 Syria E E E E E D D D D D C
Philippines A4 A4 A4 A4 A4 A4 A4 A4 B B B Venezuela E E E E E D D C C C C
Qatar A4 A4 A4 A3 A3 A2 A2 A2 A2 A2 A2 Zimbabwe E E E E E D D D D D D
Romania A4 A4 A4 A4 A4 B B B B B B
Thailand A4 A4 A4 A4 A4 A4 A4 A3 A3 A3 A3 The “E” rating was introduced into the Coface assessment scale in June 2016.
United Arab Emirates A4 A4 A4 A4 A4 A3 A3 A3 A3 A3 A3
=== Downgrade
Uruguay A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 A4 m Upgrade
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SECTORS

COFACE SECTOR RISK
ASSESSMENTS

Every quarter, Coface reviews the assessments of 13 sectors throughout 24 countries in 6 major
regions in the world (representing approximately 75% of global GDP). In order to better assess
these, Coface has implemented its own methodology relying on four key cornerstones:

- corporate defaults (by country) for the four coming quarters,

- observed payment periods (aggregated by sector and country),

- projected financial results for the coming four quarters (aggregated by sector and country),
- payment experience recorded by Coface by sector and country.

Coface also reviews sectors risks of six geographical regions in the world. This assessment scales
on four levels: low, medium, high or very high, in order of increasing risk.

North Latin Emerging Central Western M. East
America America Asia Europe Europe & Turkey
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COFACE REGIONAL
SECTOR RISK ASSESSMENT

North America
v

Latin America

Emerging Asia

Central Europe

4« 4

Western Europe
v

M. East & Turkey

+ STRENGTHS

«Upward trend in prices which is expected to
lastin the long-term

+High demand worldwide from emerging
countries (especially India and China)

- WEAKNESSES

«Sector subject to climatic fluctuations
+High cereal stocks

TRENDS IN COMMODITY PRICES
IN 2017 (2002-2004 = 100)*
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RISK ASSESSMENT

AGROFOOD

The United Nations Food and Agriculture Organisation (FAO) agricultural commodities price index rose
sharply through to December 2016 (up 14%), after reaching a record low level in December 2015. Prices
generally stabilised in 2017, rising only 0.7%. Cereal stocks totalled 704 million tonnes in 2017 — over 25%
of production worldwide. In 2018, Coface expects a probable slowdown in the increase in cereal crop yields,

which has been exceptionally high in recent years.

Sugar prices registered the steepest annual fall in 2017 (down 26%), demonstrating their high volatility once
again. This was mainly due to the depreciation of the Brazilian real (Brazil is the world’s leading producer)
against the US dollar in May, and the end of sugar quotas in the European Union. Meat prices rose by 9% in
2017, due to two factors: a rising demand for pork from the European Union and China at the beginning of
the year, and a reduction in beef production from Oceania at the end of the year.

In2018
DEMAND

The demand for agricultural commodities should
remain firm in 2017-2018 (up 1.2% according to
FAO), given the population growth in the emerging
countries.

In Asia, the sector should experience an upturn
thanks to more favourable economic conditions in
China, which will boost household consumption,
especially for soybeans (up 7.8% according to the
United States Department of Agriculture, USDA).
Changing culinary practices should boost the
consumption of wheat in place of rice. China and
India, which account for 50% of world demand,
should see their rice consumption increase slightly
by 0.6% and 1.3% respectively in 2018. For cereals,
the rise in China’s demand for corn (up 3.4%in 2018,
22% of demand worldwide) will again be buoyant.
In India, the policy of increasing taxes on imported
vegetable oils (from 7.5% to 15% for crude palm oil,
and from 15 to 25% for processed palm oil) will have
a big impact on the market. Thus, households in the
main consumer countries will see their purchasing
power fall, as prices rise. Lastly, businesses in
the sector that have exposure to the market in
emerging Asian countries will benefit from the
sustained growth in these countries’ demand for
dairy products.

In North America, the demand for corn (the cereal
with the highest consumption worldwide) will be
mainly driven by industrial ethanol processing. The
demand for animal feed should remain stable.

South America is one of the areas where the
demand for soybeans should continue to rise,
according to the USDA (up 3.4% on average) in
2018, especially in Brazil and Argentina. Together,
these two countries consume almost as much
as China, 28% of demand worldwide, mainly for
animal feed.

In Western Europe, consumption in the European
Union (the leading consumer of wheat, with 17.3%),
should remain buoyant, especially household
consumption, which should increase 1.8% in
2018. The entire agrofood sector should remain
weakened by the Russian embargo on food
products (fruits, vegetables, meat, poultry, fish,
milk and dairy products) from the United States and
European Union, which Vladimir Putin has extended
to the end of 2018.

SUPPLY

Production for all agricultural commodities is likely
to rise slightly in 2018 (up 0.6%), sustained by the
emerging and developing countries (up 4.1%),
according to the FAO. In contrast, it should fall in
the developed countries, affected by unfavourable
weather conditions, especially the La Nifa
phenomenon in the United States. With regard
to businesses, seed and fertiliser producers and
equipment manufacturers should benefit from the
increase in tractor orders and the rise in fertiliser
prices. The upward trend in retail prices will benefit
the agrofood giants (Nestlé, Danone, Unilever,
Coca-Cola, PepsiCo).

In South-East Asia, the main rice producing region,
the prospects for the 2018 harvest are positive in
Myanmar and the Philippines. Globally, they should
offset the fall in rice harvest yields in Madagascar
and Bangladesh, hit by adverse weather conditions.
In China, following the 19th Communist Party
Congress, reforms in the sector should intensify
and be marked by the disengagement of the State,
reflected by a reduction in subsidies. Ultimately, this
may have a negative impact on production. Supply
in the sub-region’s cereal sector will be affected
by the Chinese government’s elimination of the
Minimum Support Price for corn. Chinese farmers
might then increasingly turn to the more profitable
soybean. The return of the rains, after two years
marked by drought, will boost sugar production
in India (second largest producer worldwide).
According to Bloomberg, the country’s farmers will
increase the area farmed by 4.8% in 2018.

In North America, the United States, the world'’s
largest producer of corn, should see a 3.8%
drop in supply in 2018, reflecting the reduction
in the planted surface and the adverse weather
conditions, even though farm yields have risen.
American farmers should benefit from the
increase in foreign demand (especially European).
In addition, rising transport costs in the Black Sea
and a poor harvest have weakened the competition
from Ukraine.

In Brazil, farmers should allocate a larger proportion
of their harvest to ethanol production. 2017’s
exceptional crop yields (soybeans, corn) are
unlikely to be repeated in 2018, due to the La Nifa
phenomenon that might affect the region.

In the EU, the sugar market was liberalised in
October 2017, and the end of quotas means sugar
prices can be indexed to global prices. However,
the EU, the world's leading producer of sugar beet
(50% of global production), will keep the sector’s
high import duties, which should minimise the
policy’s impact on producers. Production should
rise, but will be subject to high price volatility.
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+ STRENGTHS

«Unprecedented period of innovation
in the sector

«Recovery in demand in Europe

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

«Slowdown in China and the United States

«Situation in China with overcapacity and the
ongoing rebalancing of its economy

«Increasingly restrictive anti-pollution
standards requiring heavy investments

«Deteriorated credit risk in the United States
and United Kingdom

SALES OF NEW VEHICLES,
(YEAR-ON-YEAR)

== |ight vehicles Europe (left axis)
== Light vehicles United States (left axis)
== Auto China (right axis)
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RISK ASSESSMENT

The global car market is heterogeneous, with the contrasts between the dynamic European markets and
the constantly slowing US market. There is also the Chinese market which differs again as it is widely

subsidised by the State.

The growth in car sales is slowing in China. The reasons behind this include notably the impact of the
reduction in taxation on engines smaller than 1.6 litres, which enabled an upturn in the market. Competition
between carmakers is also more intense, which has benefited the domestic ones, as well as the German

groups thanks to their solid local presence.

In the United States, vehicle sales continue to slow. The light trucks segment which is holding up, allows the
manufacturers to continue selling their production. There is a fall in the residual values of leased vehicles,
which could have negative repercussions combined with the worsening credit risk.

In Western Europe, all the leading markets have been experiencing annual growth, with the exception of the
United Kingdom, where the “success-story” could be facing challenges, mainly linked with the uncertainties

surrounding Brexit.

In2018
DEMAND

Demand around the world varies, with a slowdown
in the United States and more positive outlooks in
China and Europe.

In China, doubts are growing concerning sales
expansion. The tax reduction on small engine is
not expected to last into 2018. We are therefore
expecting a slowdown or a fall in sales. Finally,
electric and hybrid vehicles are likely to continue
to benefit from the enthusiasm for these being
shown by Chinese consumers. The government is
promoting these vehicles with the aim of limiting
the levels of pollution endemic across China, as
well as creating national champions. This promotion
even takes the form of quantitative objectives
to be achieved: in 2019, between 4% and 5% of
each maker sales carmaker will consist of electric
or hybrid vehicles. This plan has however been
received with only lukewarm enthusiasm by the
leading players in the sector who highlight the
difficulty on implementing it.

In the United States, the raising of interest rates
in June 2017 pushed up the cost of borrowing: the
rate has risen from 4.9% in December 2016 to 5.6%
at the end of June 2017. The credit quality (90% of
new vehicles are financed this way) is declining
in part because the maturities are reaching up to
seven years (84 months), taking these borrowers
out of the market, and exacerbating the loss of
residual value of the vehicles. In addition, despite
the historically low level of unemployment, the rate
of participation in the labour market at the end of
October 2017 was 4 percentage points below that
of January 2007. Median wages however were up
3.1% between 2016 and 2017.

According to Eurostat, the eurozone’s unemployment
rate was 8.8% at the end of October 2017, a decrease
of 1 percentage point compared with October 2016.
Whilst it is still at high levels in Southern Europe,
vehicle registrations remain dynamic there, driven
by car hire operators and companies renewing
their fleets, to take advantage of models with
lower maintenance costs. In 2017, interest rates are
expected to remain low and thus encourage vehicle
credit as well as more recent financing schemes
such as lease purchase (LP). However, demand is
not likely to remain as strong as seen up to now, even
though confidence levels in European households
are expected to continue positive.

SUPPLY

Sales in Western Europe would seem to heading
towards a peak, whilst the Chinese market is
expected to experience a number of wobbles.

Coface expects an increase in vehicle sales in
mainland China of between 4% and 5% in 2018.
The country is becoming a key player in terms
of the production and sales of electric and/or
hybrid vehicles. The central government is in effect
strongly encouraging these technologies through
tax rebates. Thus explaining the announcement by
the Volkswagen group of the introduction of 25 new
electric models in the country between 2020 and
2025, and its plans to invest USD 12 billion through
its joint-ventures. The country is well prepared
to hold on to its pole position in this field, via a
committed policy of mobility, as well as through the
acquisition of lithium producers in Latin America and
in Australia.

In the United States, sales of new vehicles are likely
to continue contracting in 2018. With the arrival
of millions of ex-leased vehicles on the used car
market, residual values are expected to fall 3% in
2018, according to the LMC Automotive economic
intelligence consultancy, compared with 6% in
2017. On top of this there is increasing competition
between carmakers, which is likely to shrink
margins. Finally, the details of the NAFTA are the
subject of intense renegotiations between Canada,
the United States and Mexico. The proposals from
the United States concerning the determination of
the proportion of local production in each vehicle
presents problems for the other two countries. It is
calling for a higher level of equipment produced in
the United States to be included, to the detriment
of its partners.

Registrations in Western Europe are likely to
increase in 2018. According to our calculations, the
total sales of the leading carmakers and equipment
manufacturers increased by almost 8% in the third
quarter of 2017 year-on-year. However, the exiting
by the United Kingdom from the EU, scheduled for
March 2019, is likely to not only present risks for
the UK car industry, but also lead to adjustments
in the organisation of European production.
Nevertheless, European carmakers and equipment
manufacturers are at the forefront in the fields
of driving assistance, as well as the reduction of
particle emissions, thanks to the impetus given
by public policy. In this latter field, the existence
of a dense dealer network is likely to also help the
European carmakers in resisting competition from
the US carmaker Tesla.

COFACE REGIONAL
SECTOR RISK ASSESSMENT
North America
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Western Europe

e
M. East & Turkey

«Fall in prices of the main inputs
+Robust of US demand

«Specialty chemicals less dependent on the
economic situation

- WEAKNESSES

«Strong dependence of base chemicals on
the economic situation

+Overcapacity in China
«Increase in ethylene production capacity
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RISK ASSESSMENT

CHEMICAL

The prices of the main inputs for chemical production (Brent, natural gas, naphtha) increased throughout 2017,

although remaining at historically low levels.

The relative weakness of prices for the principal raw materials, in particular for naphtha, offered some respite for
European producers. Activity is however still below the sector’s potential and has not reached the levels seenin

2006, a record for both output and consumption.

US petrochemical producers continue to benefit from access to cheap and plentiful natural gas. The fall in crude
oil prices has however allowed European producers to make use of naphtha to restore their position, but without
managing to reduce the competitive advantage of US producers.

A low naphtha price also helps Chinese producers. Nevertheless, the development of olefins via coal, which is
abundant and cheaper, is very capital intensive and puts significant pressure on the environment, in a context of
overcapacity in some chemical industry segments, such as PVC (polyvinyl chloride).

In2018
DEMAND

Global demand for chemical products is expected to
increase in 2018, thanks to the economic recovery
in most of the regions we monitor.

In Western Europe, activity in the chemical industry
has been expanding as a result of strong growth
and improvements in the margins of companies
in the sector. However, the political fallout from
the ongoing negotiations on Great Britain’s exit
from the European Union could have negative
repercussions for this trend. 75% of the industrial
output of European chemical producers goes to
its domestic markets. We expect that most of the
chemical industry sub-sectors will experience
positive growth, thanks to the recovery in two of its
key sectors, which use industrial chemical products:
the automotive sector and the construction sector.
The automotive sector seems to be doing well,
with rising new vehicle sales (approximately 4%
at the end of October 2017 over one year). The
construction sector was also resilient, with the
building permits indices in the European Union (EU)
countries reaching 110.3 in Q2 2017, against 100.6
the previous year.

The demand for chemical products in North America
is expected to continue growing in 2018. Coface
expects US GDP growth of 1.8% in 2018, with
continued strong growth in retail sales. Automotive
sales as well as construction activity in the US will
have an impact on demand. Sales of new vehicles
in 2018 will continue to decline, as a result of higher
interest rates, and in a saturated market. Private
housing starts were down approximately 3% in
a year to the end of October 2017. Home builders
are however optimistic, despite the difficulties of
increasing access to land in the country. The US
property index relating to future constructions,
the NAHB HMI, reached 70 points, its highest since
March 2017.

Demand in China for chemical products is likely to
be restrained in 2018. We are expecting the Chinese
GDP growth rate to be lower in 2018 (+6.2%) than
in 2017 (6.5%) partly thanks to slowing housing
sales in October 2017, dropping 3.4% on a year.
Private sector debt in China sector is at a very high
level; local property developers are no exception;
with debt of as much as 30 billion dollars in 2018.
In a context of restrictive monetary policy imposed
by the authorities with the aim of bringing the
property bubble under control; demand for chemical
products within the Chinese construction sector is
likely to remain limited. Vehicle sales however are
holding up strongly and are likely to remain strong
in 2018. At the end of October 2017, these were
growing at an annual rate of around 6%, but were
less dynamic than the average during the first
half of 2017 (+13%). Industrial production was also
down, by 0.4 points at the end of October 2017
against September.

SUPPLY

Crude oil prices which are at historic lows, have helped
improving the margins for those chemical producers
using naphtha, but without actually eliminating the
comparative advantage of chemicals from natural gas.

In Europe in 2018, the recovery in economic growth,
the historically low price of oil, in spite of a slight rise,
could continue to have a positive effect on chemical
production. In addition, prices for naphtha, the raw
materials derived from crude oil and widely used in
the European petrochemical industry, is likely to follow
the same trend as for crude oil. In 2017, the output of
chemical products was up 3.7% at the end of August
and over eight months, benefiting in particular froman
8.5% growth in exports, together with an increase in
sales of chemical products of just over 8%. European
naphtha prices picked up in 2017 (473 USD/t in 2017
against 386 in 2016). We are not expecting naphtha
prices to climb further; as a result, the cost of this
input should not have a negative impact on profit
margins for chemical industry companies in 2018 (the
net margin for companies in the sector was estimated
at 7.6% in Q3 2017 compared with 6.4% the previous
year). In addition, “ex-factory” output prices were up
5.3% in the first eight months of 2017.

In the United States in 2018, domestic demand is
likely to provide opportunities for US producers. The
price of ethane, ex-pipeline in Mont Belvieu in Texas,
was 24.75 cents/gallon in mid-November 2017,
versus 23.38 cents/gallon in mid-January 2017,
a 6% increase. This means that US petrochemical
producers are competitive and especially in olefins.
The ratio of crude oil (Brent) to Henry Hub natural gas
began to recover as of January 2017 and was at 20.5
at the end of November 2017, still to the advantage
of US petrochemical producers, and is expected
to increase in 2018. Nevertheless, the segment is
performing well in the United States, as the American
Chemistry Council’s activity index continues to rise,
but at a slower pace.

Chinais suffering from overcapacity in petrochemicals,
even though year-on-year production in this country
was up 3.3% at the end of September. This was the
case for polyethylene, PVC (where the capacity
utilisation rate is around 60%), and methanol. In the
medium term, the increase in production capacity in
olefins, produced via coal, may dent the profitability
of producers. Moreover, this technology requires
significant consumption of water and capital and,
above all, has serious environmental impacts, a
sensitive issue in China. In 2017, close to three-
quarters of the ethylene produced in China came
from naphtha. The fall in crude oil prices has in turn
been passed on to it, giving a boost to margins for
companies in the sector. In 2018, the Chinese chemical
industry will continue to suffer from overcapacity,
resulting in poor profitability. These difficulties in the
local market should drive producers to export, copying
what has been done in the steel industry since 2015.
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+ STRENGTHS

«Global population growth and urbanisation
are driving housing demand

«Low interest rates in most major economies
are facilitating borrowing

- WEAKNESSES
«Real estate prices remain overvalued in
several OECD countries
«High household debt

«Overcapacity in China and high debt in real
estate
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In 2017, the real estate market in advanced countries benefited from rising household incomes helped
by relatively low inflation. Low interest rates played a catalytic role with outstanding real estate loans

rising sharply.

In Europe, companies appear solid as shown by the decline in insolvency. This trend is expected to continue
in 2018 with the exception of the United Kingdom which is expected to continue to suffer from uncertainties
related to ongoing Brexit negotiations. The major decline in confidence of UK households, foreign investors,
and the depreciation of the pound over most of 2017 has effectively increased the cost of imports which

the sector depends on.

The ongoing tightening of the US monetary policy, with a further rate increase announced by the FED in
December (+25 basis points) and uncertainties related to construction costs (timber, land prices), has had

little effect on this sector in the United States so far.

The risks are higher in emerging countries. The sector is in difficulty in China. The authorities are trying to
address the current real estate bubble and household debt is beginning to increase (47% of GDP in 2017).
In Latin America, activity has been penalised by unemployment and inflation which is tending to improve,
particularly in Brazil. In the Middle East, income losses related to low oil prices and security risks are

penalising the sector.

In2018
DEMAND

The situation of households seems resilient and
prices will rise again in developed countries in
2017. However, this recovery comes at a time
when real estate price over-valuations continue
(New Zealand, United Kingdom, France, Canada,
Sweden, and Belgium) and households remain
highly indebted (United States, United Kingdom).
Regarding emerging countries, Asian demand
for housing remains strong as falling commodity
prices have destabilised South American and
Middle Eastern household incomes. By the end of
2018, average selling prices could return to their
pre-financial crisis level in 2008.

In 2018, inflation will increase significantly in
advanced countries (1.7%). As a result, key interest
rates of some major central banks could continue
to rise, particularly in the United Kingdom and
the United States. The US economy is growing
with historically low levels of unemployment
which is likely to maintain demand for the sector.
Infrastructure work could be supported by public
works if President Donald Trump manages to find
common ground on this subject with his majority
and the Democrats in Congress. During his electoral
campaign, one of President Trump's priorities
was the modernisation of the country’s ageing
infrastructure, including transport.

In Europe, the sector is generally doing well despite
a contrasting situation. In France, the sector
recorded a clear recovery as a result of the demand
for housing construction supported by public aid,
the recovery in household confidence, and interest
rates that remain low in the Euro zone. In Germany,
the sector is also supported by demand for private
housing and public orders which have been issued
since 2015 to house the 1.2 million refugees. The
Iberian Peninsula has also been rebuilding rapidly
with a 24% increase in permits in Spain and 13% in
Portugal in 2017. In addition, activity in Southern
Europe (expected GDP growth of 2.2% in Spain,
1.3% in Italy, and 1.8% in France) will also boost
the sector.

We expect growth in the Chinese real estate
sector to slow in coming years after a period of
rapid development as the sector is in overcapacity.
This should also be explained by the authorities
efforts to address the real-estate bubble. A wider
adjustment of the sector also seems increasingly
likely. Coface’s study on payment terms in China
(March 2017) shows a very large number of late
payments in the sector.

SUPPLY

In Europe, construction companies will benefit
from well-directed demand to consolidate their
cash position in 2018 after a long period of sluggish
growth. In addition, the presence of multinationals
in emerging countries will be less disabling than
in 2018 because growth is expected to rebound
(+5.9%in 2018).

As such, the LarfargeHolcim Group, a world leader
in sales of building materials, recorded a turnover
lower than that of the first three quarters of 2016
(-4,7%) at the end of the third quarter of 2017.
Although the Group recorded a drop in its turnover
in all regions, Latin America was the most resilient
(+6%). It highlights the robustness of Mexico,
Ecuador, and Argentina. However, the Group points
out the stagnation of its business in Europe (-0.5%)
related to the difficulties of the construction sector
in the United Kingdom in particular. The latter is
suffering from high household debt and a drop in
real incomes. France is more resilient with growth in
cement sales after years of difficulties in the sector.

In the United States, production costs will need to
be closely monitored in 2018, excluding cement
and aggregates, which could slow the sector’s
activity in the medium-term. Lumber prices have
effectively trended upward this year, which could
be exacerbated by the imposition of tariffs on
Canadian lumber. In addition, the shortage of skilled
labour in construction is putting upward pressure
on wages and, therefore, on prices. Nevertheless,
the National Association of Home Builders (NAHB),
seems optimistic about the sector’s development
in 2018. Buoyant building permit levels (+4%) in late
October 2017 bode well for these professionals.

In China, the costs of materials increased
significantly in 2017 (+7.4% at the end of November
2017 according to the Chinese National Statistical
Office) but should slow in 2018, in particular, due
to the Chinese government'’s policy to contain
real estate prices in major cities. In addition, debts
accumulated by real estate companies (of which
38 billion will mature in 2018) will weigh on
construction activity if insolvencies occur.
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+ STRENGTHS

+Resilience to price fluctuations by leading
diversified companies

+Expected high demand in 2018, linked to
high growth worldwide

«Efforts by oil companies to streamline their
production

- WEAKNESSES

«High debt levels, especially among shale oil
companies

+High volatility in crude oil prices

+Overcapacity of some oil & gas services
companies

TRENDS IN PETROL & GAS
SECTOR INVESTMENTS
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ENERGY e

The Organisation of Petroleum Exporting Countries (OPEC) and its partners - including Russia, the world’s
leading producer - extended the agreement to cap production for nine months through to December
2018.The declared goal is to reduce stocks to their five-year average, reducing production by 1.8 million
barrels a day, or about 2% of production worldwide. This time, the agreement will include Libya and Nigeria,
who should limit production to the highest 2017 level. As a result, Brent and “West Texas Intermediate”
(WTI, the North American index also used as a benchmark for determining oil prices) reached high prices of
USD 67 and USD 61 respectively in January 2018. The introduction of new-generation American pipelines,
with improved capacity, should help close the USD 4 gap between Brent and WTI prices during the second

half of 2018.

After reaching a record high in 2016, oil stocks remain very high (140 million barrels above the five-
year average), but they are falling and should reach the five-year average during the second half of
2018. In addition, demand has been rising semester after semester, and bridged the gap with supply in
the markets during 2017. Capital expenditure should rise slightly among the sector leaders (Chevron,
ExxonMobil, Shell, Total, BP) operating over the entire value chain (exploration, production, refining,
distribution), as they take advantage of their increased margins in 2017.

In2018
DEMAND

According to the International Energy Agency
(IEA), global demand for oil should reach about
98.9 million barrels per day in 2018, a slight rise of
1.3% compared to 2017 but well below the global
economic growth of 3.7%. This trend highlights the
increasingly efficient use of fossil fuels by the main
consumer countries.

Demand in Europe is likely to be stagnant in 2018,
at almost 15 million barrels/day. Consumption
forecasts may be revised upwards if winter is
harsher than the last two years, a scenario that
seems probable. Refineries have taken advantage
of the steep fall in oil prices since June 2014 to
improve their margins (calculated using the NWE
Brent cracking spread). However, crude prices still
account for a significant proportion of their overall
refining cost, up to 50%. In contrast, energy costs
represent 28% of total expenditure for American
refineries. The main effect of this will be to increase
the vulnerability of European demand, which will
be harder hit by price volatility. While recent years
have been marked by a decline in European refinery
capacity, the most recent investments (Total at
Anvers, for example) show greater confidence in
the future for the sector, especially for natural gas.

US demand for oil products should remain firm,
with a 1% rise expected in 2018. Refinery margins
should continue to stabilise, after reaching a peak
of 29 dollars/barrel, following the hurricanes,
which reduced supply due to the interruptions they
caused. President D. Trump’s tax reforms aimed at
reducing corporate taxes will help the refineries. In
addition, production capacity utilisation rates rose
by 4 points in 2017 compared to 2016. This trend is
explained by the combined effects of rising margins
and an upturn in Brent oil prices, compared to WTI.

The rebalancing of the Chinese economy currently
underway should lead to its growth slowing down in
coming years. Coface is expecting real GDP growth
in the Chinese economy of 6.5%, compared to 6.7%
in 2017. As a result, Chinese energy consumption
should grow slowly, by 2.7% according to the IEA.
It is likely to import less oil and improve oil use
efficiency. India will again be one of the main oil
consumer countries in 2018, with a steep rise in
demand (up 6.7% in 2018) .

SUPPLY

Despite the agreement, which is expected to freeze
production levels in OPEC countries and Russia,
supply should rise by 1% in 2018 to reach 100 million
barrels/day, due to favourable prices for American
shale oil producers. Capital expenditure forecasts (up
4.3% in 2018) in the sector are still insufficient and
the oil & gas services companies will keep struggling.

According to the US Energy Information
Administration (EIA), crude oil production in the USA
should reach a record high of 10 million barrels/day in
2018. Shale oil players have managed to significantly
lower their break-even point, as well as increasing
productivity and reducing costs. The number of
drill rigs in operation has doubled since mid-2016,
reaching 915 (91% of which are horizontal drills).
US production has been boosted by the increased
productivity of the wells, although this remains
well below levels reached in recent years. Another
encouraging aspect is the decrease in bankruptcies
in the exploration sector. According to international
law firm Haynes and Boones, there were 64 in the
first ten months of 2016 and just 20 in the same
period of 2017. However, this has to be set against
the fact that companies still have limited cash flow
with total debt maturities in 2018 much higher than
the previous year (115.8 billion, 172% higher). This
could presage more bankruptcies in 2018. Prospects
for shale oil investments will be limited by companies’
financing requirements.

Western Europe has seen an upturn in the financial
results of the leading companies, after a dismal 2016.
The E&P segment has benefited from the higher
Brent prices. The companies’ slightly improved
financial situation has helped boost prospects for
European oil & gas services companies in 2018,
which are dependent on investments. According to
JPMorgan Chase & Co., in 2017 the average sectoral
profit rose by 9% in Europe, vs. 6% in North America.

Chinese production should continue the downturn
begun in 2016 and 2017, declining by 2.6% in
2018.This is due to a government industrial policy
favouring natural gas. The government is thus
seeking a gradual disengagement by privatising
companies in the sector.

In Latin America, prospects for the sector were
bolstered in 2017 by Brazil’s return to growth,
production from the Lula offshore field, and
investments in the Libra field.
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«Globalization of internet access and
market penetration opportunities in
developing countries

«Reduction in the cost of electronic
equipment

«Dynamic deployment of 4G
«Strong growth in the African market

«Exponential growth of digital goods and
services markets
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«Saturation of some hardware markets
(tablets, smartphones, PCs) in advanced
economies

«Increased competitive pressures

-Long-term challenges in relation to rare
mineral reserves
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According to the European IT Observatory (EITO), the sector represented USD 3.5 trillion in 2017, with
growth of 2.5%; the United States and the European Union account respectively for 30.7% and 19.9% of
the total market. As the sector matures, the credit risk increases. This context increases the competitive
pressures on actors in the sector leading to consolidation and the erosion of the various actors’ margins.

The growth in Internet traffic is supported by the democratization of access (lower prices, infrastructure
development) as well as by the increase in online services (voice, video, payment). According to CISCO,
the leading company in IT and network, the volume of data exchanged should triple by 2020, when one in

two people in the world will be an internet user.

In 2017, the sector has continued to reshape the economy and raise macroeconomic level performance
standards through the expansion of the Internet of things, robotics, IT security, virtual reality, and 3D
printers. These fields are the sector’s growth prospects with innovative products such as 3D printers, virtual

reality, and autonomous vehicles.

In2018

DEMAND

According to the International Data Corporation
(IDQ), global consumption should increase by 4.5%
in 2017.This is a clear improvement over the 2.5% in
2016.This growth should hold steady at 4% in 2018.
In addition, the demand for digital services should
show growth of about 3% in 2017, then a little bit
less than 3% in 2018.

Given the saturation of the advanced markets-
tablet and computer sales fell 8% and 4%
respectively in the United States in 2017, for a
market of USD 19.5 billion - the Chinese and Indian
markets will drive sales up with consumption
increasing 10% in 2017. The Chinese market will
represent a quarter of smartphone users in 2018.
In addition, global spending for smartphones grew
by 7% in 2017, an excellent performance compared
to 1% in 2016, resulting from product innovation,
value-added growth and the penetration of new
markets. According to the IDC, despite the growing
importance of innovative technologies, mobile
phone and cloud sales continue to be the mainstays
of ICT demand. Smartphone sales are estimated to
have grown by 2% in 2017, reaching USD 55.6 billion
according to the EITO and a third of the world’s
population. Cloud services consumption is still very
well set with an annual growth of 12% up to 2020
according to supplier forecasts and the IDC.

Over half the population worldwide will use the
internet in 2019, with approximately a 6% increase
in 2017 and a downward trend in the growth of
internet users. This democratization is a result of
wireless internet access, and therefore 3G and
4G network infrastructure investment, which
supports mobile demand. Connection costs
are falling in advanced economies with market
concentration. In addition, embedded payment
systems are speeding up demand. The number
of Near Field Communication (NFC) technologies
installed to facilitate mobile payments is expected
to triple between 2015 and 2018 according to
IDATE, a European institute specialized in the
digital economy.

SUPPLY

The sector is consolidating around giants: Google,
Facebook, Apple, Amazon, Microsoft, Tencent
and Alibaba represented a USD 4 trillion market
in 2016. The sector’s maturity has slowed sales
growth and eroded margins for producers and
distributors in 2017 - which is not yet the case on
the Indian market. Given the competitive pressures,
investment in innovation is expected to increase
by 18% in 2018, especially in Asia Pacific and the
United States.

The slowdown in phone sales is weakening
manufacturers. Samsung confirmed its global
leading position in 2017 with a fifth of sales, but
recorded a 5% decrease in its telephony profits
in comparison with 2016. In contrast, Apple
recorded slight growth in profit, capturing some of
Samsung’s market share, thanks to new products
and good performances in emerging countries.
The number of Chinese players has significantly
increased: eight of the twelve world leaders are
Chinese and have cost-cutting strategies and
innovative distribution channels that lower prices.
The fifth leader, Huawei, plans to make an initial
public offering (IPO") in 2018 that could amount to
USD 50 billion.

Android, Google’s mobile operating system,
has continued to maintain its global leadership
on operating systems (80% market share in
2017) since 2010. Semiconductor competition is
exacerbated by Chinese players. The turnover of
the American leader Qualcomm is down since 2015.
This group is also engaged in lawsuits against Apple
for the use of its patents. In addition, in late 2017
its American competitor, Broadcom, began taking
steps for a hostile takeover. The group aims at
diversifying its offer with computer and automobile
equipment and is focusing on technology (power
and augmented reality).

Telecommunications are being jostled by the
internet services provided by Google and Facebook
that make their original business (voice and
messaging) obsolete. Journalism is also struggling
to reinvent its model: readers are less inclined to
pay for information and advertising revenues are
not only insufficient but also captured by 84%
by Google and Facebook. Music streaming is
expanding: the leader Spotify is expected to go
public at USD 20 billion.

1IPO: Initial Public Offering. The first sale of stock by a company
to the public, via the capital market
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+«Dynamic worldwide vehicle sales
«Growing use of electrical batteries
(transport, connected devices)

+Restructuring of industries (nickel, rare
earths, aluminium) and lower production
costs

- WEAKNESSES

+Production capacity rates below pre-crisis
levels

«Increased pressure from the Chinese
authorities to reorganise the industry

TRENDS IN CHINESE STEEL
PRODUCTION AND STEEL PRICES
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Prices for major metals were still geared towards an increase in 2017, mainly due to growth in the
construction industry and infrastructures in China, and also to the closure of several mines throughout the
world. Nevertheless, slowdown is looming in the sector, especially in steelmaking. Half of the world’s steel

is produced and consumed by China.

Chinese steel production increased slightly by 5.4% at the end of October 2017. Consequently, the monthly
average for the Steel[Home SHGSI main steel products index rose by 17% between January and November
2017. In addition to steel, prices for other metals have also risen. Aluminium saw its monthly average LME
spot price per tonne increase by 17.4% year-on-year between January and November 2017, due to strong
performance from the automobile sector in Europe and China, and also to the closure of some plants in
China.The monthly average LME spot prices for nickel, zinc and copper followed the same trend, with sharp

rises of 20%, 19% and 19% respectively.

Chinese steel exports continued to shrink, with a 29% year-on-year drop in exports of finished steel
products at the end of October 2017. Increased customs tariffs in Europe and the United States, and the
rise in domestic consumption, have spurred Chinese steelmakers to turn towards their domestic market.

In2018

DEMAND

Global consumption of steel products should
grow by 0.7% in 2018. The widespread adoption
of measures, mainly by Europe and the United
States, to impose duties on Chinese products risks
disadvantaging the client sectors (construction and
real estate, manufacturing, etc.) that benefitted
from low-price steel imports.

China may experience a 1.6% fall in consumption
in 2018, after the expected rise of 6.8% in 2016,
according to the Australian Ministry of Industry.
This would be due to poor economic conditions
in the construction and public works industries in
2018, and to the high level of debt (USD 30 billion
coming due during the year). A slowdown in real
estate investment in the country’s largest cities
has led to a deterioration in the corporate financial
situation, as shown in the March 2017 Coface Asian
payments survey. Although we predict an increase
in automobile sales in 2018, this will not be sufficient
to counterbalance the ongoing reform effects on
the country’s construction and public works sector.
India’s consumption of steel products should grow
by 5% in 2018. Public support for infrastructure
projects and the manufacturing sector should
continue to bolster domestic consumption.

Western Europe should experience a 1% growth
in consumption in 2018. Therefore, the strong
performance of the European automobile market will
benefit domestic producers, better positioned with
high added value steel. Registrations of new vehicles
should rise, while favourable borrowing conditions
and the improvement of household finances will
continue to fuel an upturn in the construction sector
in 2018. This sector should be strong, with the index
of building permits in European Union countries
reaching 110.3 points in the second quarter of 2017
vs. 100.6 one year before.

Steel consumption in the United States should grow
by 1.2% in 2018. Players in the construction sector,
the primary customer for the steelmaking industry,
appear optimistic. This was shown by the rise in
the NAHB (construction companies) index, which
reached 70 points in December 2017, its highest
level since 2017. Moreover, the metals sector as
a whole should benefit from President Donald
Trump’s plan aimed at infrastructure improvements,
if this is carried out. Many civil engineering projects
may require substantial construction work, which
should boost the consumption of steel products.

SUPPLY

Global production should grow by 2% in 2018. Some
highly polluting Chinese steelworks will be closed
by the authorities to combat air pollution.

Chinese production should grow by 2-3% in 2018,
after a 1% drop in 2017. The country is at the
centre of controversy, accused of dumping several
steel products. Chinese steelmaking is mainly
oriented toward low added value products for the
construction sector (almost 60% of opportunities
for the steelmaking industry). In addition, it is
largely decentralized and local provinces have
little incentive to reduce this relatively major tax
resource. Further, rising steel prices encourage
local producers in producing more, while local
consumption is likely to decline. Production in India
should grow by 7% in 2018, well below the growth
targets set by the government of 13% per year
between 2015 and 2025. Prime Minister Modi’s
government hopes that, by this date, the country
will be able to produce roughly 300 million tonnes
of steel per year. Lastly, to continue protecting their
steelmakers from foreign competition, the Modi
government will continue to keep customs tariffs
high for some products.

Steelmaking in Western Europe should grow by 3%
in 2018, driven by France and Italy. The relatively
robust performance of consumption has bolstered
European production, and some high value added
steelmakers have been able to benefit from niche
markets, such as Voestalpine. European production
has suffered in part from Chinese competition.
However, the European steel sector should
benefit from the measures taken by the European
Commission in August 2017 after imposing
customs tariffs on some products. In addition, the
United Kingdom'’s exit from the European Union
might, in the medium term, leave the field open for
some countries to increase protectionist measures
for European steel on Chinese products.

In the United States, steel production should grow
by 2% in 2018, boosted by resilient economic
growth. Domestic steelmakers are also benefitting
from the federal government’s decisions to
continue imposing customs duties of 266% on steel
from China (as well as Brazil, Russia, Japan, etc.).
US steel may be widely used if President Trump's
proposed large-scale infrastructure development
plan is implemented.
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«Positive outlook linked to the strong
demand for cardboard packaging and
e-commerce booming activity

+Demand driven by Asia (despite China
economy on- going rebalancing process).

«Paper is long-lasting and recyclable - an
advantage during the energy transition
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«Upheaval in the traditional paper market
due to technology

«Great elasticity in household demand for
cardboard
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According to the Committee of Forests and the Forest Industry (COFFI), global paper and cardboard
production could rise 0.8% in 2017 before falling 0.4% in 2018 in UNECE countries (the United Nations
Economic Commission for Europe, regrouping Europe, North America and the Commonwealth of
Independent States (CIS)). This increase in production is mainly due to a rise in household consumption.
Paper and cardboard consumption trends vary worldwide, continuing to fall in North America since 2012
while rising slightly in Europe and Asia. The world market is also affected by tariff barriers: in 2016, 16%
of paper and cardboard consumption in North America came from imports vs. 62% in Europe, thanks to
the single market. This effect is confirmed by the 106% and 85% growth in paper and cardboard exports
to Canada and Mexico, respectively, following the signing of the NAFTA agreement. South-East Asia
continues to be the main market for American exports (27%).

The sector has undergone significant structural changes as digital technology becomes widespread,
resulting in a stagnation in consumption (0.2% between 2015 and 2016) and in the production of coated and
plain paper (down 0.1%) in Europe and in the CIS. In addition, the inclusion of ecological issues in production
and consumption standards is reflected by a dynamic increase in the market share of recycled paper and
by the need for innovation in production methods. Paper was the most recycled product worldwide in 2017:
over 70% in Europe according to the Confederation of European Paper Industries (CEPI). This trend should
benefit the sector in the long term, since paper can be used as an alternative to other materials, such as
plastic. Cardboard packaging is considered more ecological and lighter, and enjoys tremendous innovation.
Cardboard packaging also benefits from a dynamic e-commerce sector and the increasing packaging
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demand as a so-called “convenient” food supply.

In2018
DEMAND

Overall, the falling demand for paper’s traditional
uses is offset by the growth in paper demand
for cardboard packaging and for household and
sanitary use. In 2017, average consumption in the
UNECE regions still rose, in step with the growth in
consumption worldwide. Germany will be the main
European market in 2018 thanks to the strength
of the demand for industrial packaging. In North
America, where digital technology has had the
greatest impact, paper consumption has continued
to fall (down 1.1%in 2017 vs 1% in 2016). The United
States is still, however, the main consumer of
paper and cardboard (71 metric tonnes in 2015),
mainly from national and Canadian production.
Overall, growth is largely buoyed by the demand for
cardboard packaging, in step with the enormous
growth in online sales.

SUPPLY

In Europe, paper and cardboard production rose
1.0% in 2017 and should increase by 0.5% in 2018.
In the CIS, the growth in production should remain
at 0.5% for these two years. However, in North
America paper production, after rising by 0.5% in
2017, should fall by 1.6% in 2018. This is mainly due
to a continuing trend of the sector’s companies
rationalising production capacity to adapt to the
competition and changes in demand. In general, the
worst performing pulp, paper and cardboard mills
are closing their doors, whereas the production
of low-cost pulp, with chemical processes, and of
paper tissues and packaging is growing.

Pulp production in UNECE countries should also
rise, so as to meet the growing demand for
sanitary paper and cardboard, and especially
in response to China’s growth. In Europe, the
sector is largely driven by external demand; as
a result, European countries have a 20% trade
surplus for paper products. In France, turnover for
paper and cardboard manufacturers was stable
in 2016 and should rise 3% in 2017 according to
Eurostat. In the United States, paper and cardboard
production continued to fall in 2016 (down 0.3%)
and this downward trend is likely to continue in
2017 according to UNECE (down 1%). In the United
States and Canada, evolutions in paper production
and recycling should be matched by a growth in
the market.

COFACE REGIONAL
SECTOR RISK ASSESSMENT

North America

Latin America
v

Emerging Asia

Central Europe

|

Western Europe

|

M. East & Turkey

|

+ STRENGTHS

«Development of health insurance systems
«Robustness of US demand

«Demographic and lifestyle changes
«Pressure for access to innovation
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«Quality problems with certain active
ingredients in India and China

«Payers increasingly demanding in terms of
costs and the real efficacy of new therapies

WORLD SALES OF DRUGS
IN BILLIONS OF DOLLARS
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PHARMACEUTICALS @
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Agencies in charge of health care provision (particularly the reimbursement of drug prices) face the
approvals of high-cost treatments, while having to manage deficits arising from demographic changes.

In Western Europe (France, Italy, Spain, Germany and the UK) spending on prescription drugs is constantly
growing. Accordingly, the deficits are increasing, e.g. those of the NHS in England and Wales. In France, the
French health insurance deficit has narrowed slightly but nevertheless remains substantial (EUR 4.1 billion).
In the United States, drugs prices are on a regular upwards trajectory, in particular those linked with
specialty medicines. Pharma groups saw their profits rise by 2.9% according to the Census Bureau. The
authorities made numerous proposals to help curb this inflationary spiral ahead of the presidential election.
The introduction of the Affordable Care Act (ACA, otherwise known as Obamacare) has led to increased
healthcare spending, with the number of uninsured adults constantly falling since the enacting of this law.

The process of rebalancing the economy, now giving priority to domestic consumption, places an increased
focus on meeting households’ healthcare needs. The extension of the coverage for healthcare costs
(although still partial) means the authorities need to keep a lid on costs, particularly those linked to drugs.

In2018

DEMAND SUPPLY
The cost of new therapies forces payers to keepa  Research & Development spending is expected

lid on spending. In 2018, the price control measures
in force in Western Europe will still apply, despite
growing demand linked to population ageing
and lifestyle changes. For example in France, the
measures taken to reduce spending (+2.3% for
2018) should continue to affect pharmaceutical
companies, via price cuts, and favour the emphasis
placed on the use of generics. The approval of
expensive specialty drugs for smaller populations,
mean regulators need to make difficult decisions
on reimbursement levels and conditions (oncology,
orphan diseases, etc.). For instance, in the
United Kingdom, the nivolumab (opdivo) therapy
developed by BMS Pharmaceuticals: the NICE
(National Institute for Care Excellence) managed to
getan undisclosed price reduction to allow this drug
to be prescribed on the NHS through the Cancer
Drug Fund (CDF).

In the US, sharp increases in insurance premiums
for 2018 (expected to be between 16% and 18%
depending on the plan) highlight the need to make
drugs available at affordable prices. Indeed, after
the numerous drugs related scandals that marked
2015 (e.g. Daraprim), the ramp-up of Obamacare,
combined with the need to control healthcare
spending (close to 17% of GDP, versus 9-11% in
Western Europe), provides the background to the
attempts aimed at regulating drug prices. According
to the Milliman consulting firm, the average annual
cost of healthcare spending for a US household was
USD 26,944 dollars in 2017, up 4.32%. Our projection
for 2018 is USD 28,020, an increase of 4%. Close to
42% of this amount is covered by the household,
with only 58% by the “sponsor” (whether a private
company, the federal state, or a local authority).
The approval of a number of specialty drugs over
many years has driven this cost up. Again according
to Milliman, the cost of drugs in 2017 increased by
8%. Whilst this rise was slower than the preceding
two years, it is still high and in particular the middle
classes as the subsidies linked with the ACA are
removed by President Trump.

In China, since the end of the first half of 2015,
drug prices are no longer determined by public
authorities, leaving it up to “market forces”
Nevertheless, this opening masks a public
determination (enshrined in law) to force
the providers to offer reasonable prices, via
negotiations with the regulators. However, it is
worth pointing out that public insurance does not
cover the most serious and costly illnesses.

to pick up in 2018 (2,5%) according to Evaluate
Pharma. Sales of drugs are expected to increase
by 4.8% in 2018. This increase, which applies to
all major world economies, will be a reflection
of the expanding market in drugs treating
orphan diseases.

In 2018, Coface estimates that spending on
prescription drugs is set to grow by 4% for the top
five EU countries (Germany, France, the UK, Italy
and Spain), to reach almost 126 million EUR. This is
explained by the increasing presence of specialty
drugs (more than a third of total sales), even though
payers are reluctant to pay the pharmaceutical
companies'list prices.

In the US, the Federal Drug Agency (FDA, in charge
of approving new drug registrations) is thought to
have approved almost 35 new molecular entities
(NME) at end-October 2017 compared with 20 in
the preceding year. The majority of these entities
belong to the fields of oncology and orphan
diseases, not forgetting treatment of cardiovascular
diseases. Coface estimates that sales of drugs,
whether associated with these new entities
or not, should rise by 6% compared with 2017.
In addition, the launch in the market of biosimilars
(the “generics” of biological drugs) should also
help slow the increase in drugs expenditure. Finally,
there is the uncertainty surrounding the future of
Obamacare, which could impact on the growth in
healthcare spending.

In relation to the size of its population, Chinese
spending on drugs as measured by IMS Health,
which produces many analyses relating
to healthcare and drugs, stood at around
USD 119 billion in 2016. Coface estimates that
sales should grow by 4% in 2017 and 2018 to reach
USD 128 billion. There are however two major risks
to note: the lack of transparency during public
tenders and measures to control health spending
in China. The health authorities would in fact like to
limit prices of imported drugs (which are generally
the most innovative), especially in oncology.
Although 96% of the population has public health
insurance, this regime does fully cover the most
expensive treatments. In addition, public authorities
have heightened their vigilance concerning the
practices of pharmaceuticals companies, especially
foreign ones.
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«Fierce competition in the sector
«Exponential growth of online shopping
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Driving the retail sector, household consumption is expected to benefit from the continued recovery in the
global economy, mainly in Europe but also in the major emerging economies such as Brazil. Global retail
sales, including online sales, are expected to continue to grow in 2018, reaching just over USD 28 trillion
compared to around USD 26.8 trillion in 2017 (see graph). This growth is likely to be boosted by the rise in
e-commerce, whose share of total global retail sales is steadily expanding.

The mass retailed products (Including fresh dairy products and self-service) online sales market share is
expected to double over the next ten years in the most advanced markets. These should represent 30% of
the market in South Korea, 15% in China and 10% in France. In 2025, this type of sale will represent 9% of the
retail market, i.e. a turnover of USD 150 billion. The emergence of this new source of competition is putting

pressure on the traditional players of the sector.

To cope with these challenges, traditional players are being forced to rethink their strategies, with in
including greater segmentation of supply and a move towards concept stores to maximize the customer
experience offer. Another underlying trend is the convergence (partly through buy-back operations) of

online retailers and traditional sales groups.

In2018

DEMAND

The continued recovery in the global economy,
which according to Coface projections is expected
to grow 3.2% in 2018, should prop up the sector.
Household consumption patterns are undergoing
major changes. In the advanced economies, these
are showing a greater appetite for online purchases.
In addition, the “customer experience” aspect is
increasingly central to why consumers visit stores.
In emerging economies, the growth of the middle
classes, especially in China, is supporting demand
in the sector.

In fact, despite the ongoing process of rebalancing
its economy, Coface estimates that Chinese
growth should reach 6.5% in 2018 against 6.7% in
2017. Demand in the sector should remain strong
and feed a rapidly expanding middle class. Retail
sales increased 10.3% year-on-year between
September 2016 and September 2017. However,
the increase in household debt, which was
estimated at 45% of GDP for 2016, is still a factor
to watch.

In Latin America, we note the improvement of the
economic situation of the Brazilian giant, with
Coface projecting growth at 2.3% in 2018 against
0.7% in 2017. A catch-up effect in household
consumption has been observed after two years
of recession, plus a recovery in the job market and
a return to low inflation. This translates into sales
increasing approximately 1.3% over the first nine
months of 2017 year-on-year.

In North America, growth in the US economy,
expected by Coface to be 2.3% in both 2017
and 2018, should benefit from the resilience in
household consumption, in a context of high
consumer confidence. Household consumption
however is expected to slow in 2018, despite
a historically low unemployment rate (4.1% in
November 2017). In fact, the consequent increase
in the cost of credit will mainly affect the poorest
households and will impact their consumption.
In addition, households’ room for manoeuvre
is particularly limited because of their level of
indebtedness, which is still high despite having
fallen since the subprime crisis (136% of Total
Disposable Income, TDI in Q2 2017), and the fall
in their savings rate in the last two years. This
slowdown is likely to affect the traditional retail
sector, which also suffers of overcapacity.

The economic context in the euro zone is
encouraging household consumption and therefore
solid demand in the retail sector, with 1.9% growth
expected in 2018. This is combined with low interest
rates and a high level of household and business
confidence.

SUPPLY

The sector continues to be dominated by US world
leaders; according to the 2017 ranking (based on 2015
revenue) in the Deloitte Global Powers of Retailing
report on the retail sector. Wal-Mart Stores Inc.,
Costco Wholesale Corporation and Kroger Co (with
revenues in USD millions of approximately 482, 116
and 110 respectively) were indeed the three biggest
ones. Overall, companies are making significant
changes to offerings in advanced economies in
order to respond to changing consumer preferences,
with in particular the development of “concept /
experience stores” where there is an alliance
between online retail players and traditional stores.
In addition, we are seeing the development of a
move towards product premiumization and a global
increase in sales in specific segments such as animal
products.

In the United States, the sound financial health of the
market leader Wal-Mart (which has acquired five
online retailers since 2016) masks a sector in great
difficulty. Macy’s, Nordstrom, Kohl’s, JC Penny and
Sears, which are among the country’s leading brands,
reported poor financial results in early 2017.

According to the 2017 Deloitte report, the German
group Schwarz Unternehmenstreuhand KG and
the French group Carrefour are the two European
leaders, with revenues estimated at around
USD 94 million and USD 85 million, respectively.
Competition from online sales is fierce throughout
the region, but the situation remains very mixed. In
Italy, the retail trade volume index had increased
2.7% year-on-year comparing December 2017 to
December 2016. Business insolvencies in France
in the sector had decreased 4% year-on-year in
September 2017. In Germany, the sector continues
to face structural difficulties linked to low operator
profitability and intense competition. It is likely that
industry players will be reviewing their plans for
expansion in the UK given the Brexit.

In Latin America, businesses in the sector should
benefit from the better economic conditions in Brazil
and Argentina. Carrefour, which has been operating
in Brazil for 40 years, continues to benefit from
positive financial results with an increase in revenue
of 10% in Q1 2017.The other leading groups in the
country are the Brazilian Via Viajero and the French
group Casino.

China’s retail sector landscape is very dynamic with
some major local players alongside international
leaders. Online sales are also very dynamic with
Chinese and international giants like Alibaba. The
high level of indebtedness in Chinese enterprises,
which reached 145% of GDP in 2016, should however
continue to be monitored.
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+ STRENGTHS

+Growth of the middle class in emerging
countries

«Improving global growth prospects

- WEAKNESSES

«Substantial cotton stocks in China the
clearance of which constrained demand
on the world market

«Product with high elasticity of demand
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TEXTILE-CLOTHING @

World demand for cotton in 2017/2018 will remain marked by China’s cotton import restriction policy
implemented to reduce its domestic stocks. However, the low quality of Chinese cotton is likely to push
local textile producers to rely on imports for high quality cotton, pushing up Chinese demand for cotton.

The textile sector will continue to be characterised by an ever-smaller share of cotton in the face of the
increasing use of synthetic fibres in industry. Cotton accounted for only 43% of textile imports in the
United States in 2016/2017 compared to 47% in 2011/2012 (USDA). Cheaper, easy to mix with other fibres,
and having a limited impact on the environment compared to cotton, synthetic fibres concentrate the
sector’s technical advances. The sharp increase in cotton prices in 2016 (+42% in January and December)
accentuated the greater competitiveness of synthetic fibres compared to cotton.

Global textile demand will be marked by improved growth prospects in the largest consumer markets (1.9%
growth in the EU-15 zone in 2018 and 2.4% in the United States according to Coface estimates), pulling up
household consumption. Finally, world textile supply will be characterised by the dynamism of South-East

Asian economies (Bangladesh, Vietnam, Sri Lanka).

In2018

DEMAND

World cotton consumption is expected to increase
by 4% in 2017/2018 (season beginning August 1%
2017) to 25 million tonnes/year. The continuance
of China’s cotton import quota policy implemented
to liquidate its domestic stocks is weighing on
world demand for cotton. However, the low quality
of Chinese cotton is expected to lead local textile
producers to use higher quality imported cotton
thereby increasing Chinese demand. The cotton
trade is expected to be particularly dynamic while
the countries with the strongest demand are
non-producing countries (Bangladesh, Vietnam).
US exports, for which Vietnam is the leading
destination, should increase by 3.9% in 2017/2018 ..

World textile consumption is expected to increase
in a context of global macroeconomic recovery.
After several years of more than disappointing
growth, the EU and the United States have returned
to greater growth path with respectively 1.9%
and 2.4% growth in 2018 (Coface estimates). In
particular, this recovery is reflected by a declining
unemployment rate in Europe which previously
slowed textile consumption with 8.8% of
unemployment in October 2017 against 9.8% a
year earlier. In particular, the unemployment rate
among young people, who allocate more resources
to textiles, is also decreasing, although still high,
and was 16.5% for the under 25s in October 2017
against 18.3%in 2016.

Demand for textiles is also marked by a craze for
“fast fashion” (phenomenon of production and
sales of constantly renewed and generally cheap
collections) on the Asian market. Responding to the
demand of a growing middle class, key fast fashion
brands (such as Uniglo, Zara, and H&M) are entering
these markets on the mid-range segment. The
sector is expected to grow strongly, at around 9.5%
average growth per year, over the next five years.
Population growth in the region should reinforce
this trend over the longer term.

SUPPLY

After two consecutive years of contraction, land
under cotton is expected to rebound in 2017/2018
(11% growth to reach 32.5 million hectares)
according to the International Cotton Advisory
Committee. This increase in land under cotton
in key producing countries is favoured by record
prices (69.75 US cents/Ib in May 2017), especially
at the time of sowing. World cotton production
should therefore experience a strong increase in
2017/2018 (+12% to 25.7 million tonnes) if good
weather conditions continue. This dynamism
in production, with more growth than demand,
coupled with the clearance of Chinese cotton
stocks, should put downward pressure on the
price per pound of cotton. Prices should therefore
decrease in 2018.

Textile supply will be characterised by the
dynamism of South-East Asian countries in the
face of a relative slowdown in Chinese exports
(4.6% growth in 2018 compared to 5.4% in 2017).
The relative rise in labour costs in China as well as
the sustainable development policies implemented
have prompted many global textile manufacturers
to move their production centres to other countries
in the region; in particular Bangladesh, Vietnam,
and Cambodia. Second largest supplier on the
European market, Bangladesh experienced very
strong growth in its textile and clothing exports in
2016/2017 (+14% in July-August 2017 compared
to 2016 ) and is likely to overtake China on the
European market by 2020. Similarly, Vietnam,
which is the USA’s second largest supplier, has
experienced a strong growth in its textile exports to
the US (+6.5% over the first nine months of 2017)
while total US textile and clothing imports fell over
the same period (-1.4%). Cambodia’s exports (fifth
largest supplier to the European Union) continue
to grow but are subject to the risk of a possible
revocation of its preferential status by the European
Union after a European Parliament resolution in
December in response to the political events of
the fall.

Finally, recovery in demand is enabling textile
companies positioned on the mid-range segment
to relax a little after some particularly difficult
years. An example of this is the company Vivarte
(la Halle, Naf Naf, Kookai, etc.) which, after several
restructurings, finally seems to be afloat again
around a smaller base of brands.
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+ STRENGTHS

«The increasing use of air transport in Asia,
thanks to the emergence of middle classes

+The continued global economic recovery,
generating business

- WEAKNESSES

+Road sector: unequal demand

«Maritime cargo sector: overcapacity of
the actors

« Air sector: highly competitive
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Just like Rickmers which declared bankruptcy on 1 June 2017 following the halving of Baltic Panama
Index (BPI) prices between December 2016 and June 2017, small players have similarly suffered from the
sustained drop in prices this year. The Baltic Dry Index (BALTICF) reached historically low levels in February
2016 thereby drastically reducing vessel hire costs. In addition, continuing low oil prices for most of 2017 has
turned out to be a pitfall for shipping companies, which having made savings maintained shipping lines for a
longer period of time and consequently boosted the transport offering. Major players have benefited from
alliances and the consolidation of their offerings. Although the BALTICF index was still very volatile in 2017,
it has seen an upward trend since early 2017 (see chart), in particular because of the rise in oil prices. In 2018,
oil prices should remain at levels similar to those reached at the end of 2017 (according to Coface between
USD 55 and USD 60 in 2018), which could help maintain overcapacity.

Global air traffic continued to increase in 2017, up 6% on 2016, which was already a record year. It reached
4.1 billion passengers. The strong demand for air transport contributes positively to global growth.

In2018

DEMAND

The continued growth in global activity in 2018
(3% according to Coface projections) should boost
demand in the maritime, rail and road transport
sectors. After doubling over the last twelve years,
the number of air passengers should again double
by 2036 according to IATA . The sector continues to
benefit from lower ticket costs, which have halved
in 20 years (in real terms).

Western European road transport companies
benefited from a rebound in traffic volumes in 2017
thanks to 2% growth in the euro zone. In France
economic growth in 2018, which Coface expects
to be 1.8% (vs. 1.6% in 2017), will be pushed up by
household consumption and investment growth.
The road transport activities should benefit
from this rebound. In Latin America, growth
should double (2% vs. 1% in 2017) and help road
transport. However, transport infrastructure
is still underdeveloped in this region, greatly
increasing the cost of freight and mechanically
reducing demand.

With regard to air transport, UK airlines could
experience a sharp decline in the number of
passengers ahead of the current uncertainties
in the Brexit negotiations, according to a Reuters
study. Post-Brexit, the study mentions an 11.5%
decline in numbers in the long-term in the United
Kingdom. In the United States, growth in the US
economy, which Coface expects to be 2.3% in both
2017 and 2018, should benefit from the resilience in
household consumption, even if the latter is likely
to slow in 2018. In fact the consequent higher cost
of credit will mainly affect the poorest households
and will impact their consumption. However, the
country’s geography and air travel patterns are
not expected to negatively impact the demand for
air travel.

Latin American airlines are expected to continue
to recover in 2018. They should see a net profit of
USD 0.9 billion next year according to IATA, with
passenger demand expected to increase by 8%.
They should benefit from the continued economic
recovery in Brazil. In Asia, the emergence of the
middle classes is favourable for the aeronautical
sector. In China for example, the number of
households earning over USD 35,000 a year is
expected to triple by 2022 and drive growth in the
sector. In Asia-Pacific, airline performance is very
mixed. The average profit per passenger in 2017
is estimated at USD 4.96, with higher fuel costs
partly offset by improved freight markets, which is
particularly important in this manufacturing region.

SUPPLY

Overcapacity in the maritime transport sector, which
carries 80% of world trade, could continue to have
a negative impact on small players in the sector in
2018. Airlines will continue to benefit from still low
oil prices (even though these rose in late 2017). After
generating record profits over the past three years,
airlines will be more exposed to increases in labour
and maintenance costs in 2018.

European airlines are benefiting from a sharp
rebound in economic conditions on domestic
markets, including in Russia. Added to this is a
recovery in traffic after a slowdown in 2016 following
the series of terrorist attacks and continued
restructuring. The region has the highest passenger
numbers in the world, in 2017 estimated at 84%. Net
income is expected to reach USD 11.5 billion, up from
9.8in 2017.

In 2018, North American airlines are expected to keep
the title of world net-after-tax profits champions,
projected at USD 15.6 billion in 2018 - generating
more than half of the industry’s global profits. This is
due to market conditions that should continue to be
very good with capacities up 3.4%.

Asian airlines should benefit from airport
infrastructure investments, which between 2016
and 2020 will probably be the highest in the world.
The aforementioned investments average levels are
expected to be four times higher than in Europe.
According to IATA, profits are expected to be
USD 9 billion in 2018, supported in particular by an
increase in cargo activity.

In 2018 road transport sector companies in Western
Europe are expected to benefit from relatively weak
fuel costs in relation to historic levels. In France,
the introduction of a derogation in the agreement
between the government and sector professionals
in October 2017 (in line with the government’s
labour market reforms) aims to make the sector
more competitive. According to the agreement,
remuneration for night work, public holidays and
Sundays will be an integral part of the hierarchical
minimum wages, which cannot be negotiated
through company agreements.

The shipping company Maersk Line and its partner
Damco operated their first train between China and
Europe in November 2017. The journey through
seven countries was 20 days faster than by sea and
reduced carbon dioxide emissions by 36% compared
to a container ship.
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+ STRENGTHS

«Favourable economic environment
in Europe for the construction sector,
in favouring wood used for housing

«Positive outlook in demand for wood
associated with increasing interest in
biomass energy

+Tax benefits in Europe (France, Germany,
etc.) on investments in the sector

- WEAKNESSES
«Dependant on state of housing and
construction markets

«Constraints linked to compliance with
environmental standards

«Sector highly exposed to weather
conditions (storms, forest fires, etc.)
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woop @3

Production of wood products in UNECE countries (countries in Europe, North America and the CIS), will be
1.7% higherin 2017, then 0.8% in 2018, a reflection of the slowdown in consumption in 2018. Demand varies
depending on the construction and housing sector. Round wood will continue to dominate the market in
2018, for industrial applications, as well as increasingly as an energy source.

Unprocessed wood prices have been on a downwards trend since 2014. Prices of lumber however, most
notably that from conifers, have been rising since 2016, thanks to the strength of demand, in particular for

furniture.

The appreciation of the dollar and the changing market are challenging for US producers as their
competitiveness declines. In this regard the United States and Canada have been, as of the end of 2017,
engaged in a trade dispute concerning unprocessed wood which has led to the imposition of import taxes by
the former, challenged by the latter. In the countries of the CIS, a weakened rouble has helped drive exports

to record levels for all the main product categories.

Change is taking place throughout the market because of the emergence of new producers (emerging
economies are winning markets that have historically been the reserve of UNECE countries) and

developments in terms of outlets and demand.

In2018

DEMAND

Consumption in UNECE countries was up +1.4%
in 2017, according to the Committee on Forests
and the Forestry Industry (COFFI). This growth will
continue in 2018, driven by the strength of demand
for wood pellets for biomass and for construction.
The decline in demand for fibreboard in the CIS
countries (-0.6% in 2017), will be offset in a positive
economic context stimulating the housing market
in a number of Western European countries. In
addition, increasing concern in Europe and North
America for environmental factors, is leading to
changes in the legal framework and buying habits
which are encouraging the use of wood products
for construction and as an energy source. In 2017
wood accounted for one third of all renewable
energy. This is split between two sub-markets,
with the European Union being the main driving
force for demand: industrial scale production of
bioenergy and, at a household or commercial level,
the production of electricity and/or heating.

In Europe, COFFI forecast a 1.6% growth in
consumption for 2017, underpinned by the demand
for pellets for insulation (+4.8% in 2016), for
fibreboard for construction (+3.9% in 2016), and
policies for implementing the energy transition.
Demand in terms of housing construction will be
1.4% higher in 2017.This is mainly being driven by
the sector in Eastern Europe where the potential
per head growth in consumption is substantial,
as it is still considerably below that in the mature
markets (North America and Northern Europe).
At the same time, whilst Spain and Italy continue
to produce at levels below those before the crisis,
this is not the case in France, German and the
United Kingdom.

In North America, despite the uncertainties
surrounding the reform agenda, Coface forecasts a
rate of growth that will sustain demand in the wood
sector, stimulated by construction (7% increase in
starts during 2017) and the strength of demand for
wood furniture.

Japan, China and India are key markets for European
and North American wood exporters. In India, new
prudential regulations and the downward revision in
growth forecasts for 2017 have resulted in stricter
conditions for access to credit and an overall dip in
demand in the extremely dynamic housing sector.

SUPPLY

Worldwide production in 2017 will exceed its pre-
crisis levels. Thanks to the construction sector,
output of fibreboards will be 0.9% higher in 2017
and 1.3% in 2018 in UNECE countries. The United
States has a large trade deficit for this product with
half its imports coming from China. Russia, which
has a quarter of all forestry resources, is continuing
its investment plans to increase its added value
supply in this sector. It is worth noting that Russian
production of fibreboard is 3 to 4 times below that
of North America and Europe; UNECE predicts a rate
of growth in production in Russia of 20% in 2016,
and 14%in 2017.

The production of wood pellets, in UNECE countries,
will be 9.8% higher in 2017 and 4.7% in 2018.
Whilst the Europeans are the leading producers
(more than 60% of world output in 2017) and will
remain so in 2018, supply will not meet demand
for biomass use in this zone. Europe will import
15 million cubic meters of pellets in 2017, covering
63% of its consumption, according to COFFI. In
North America on the other hand, supply will largely
exceed supply, despite being 62% lower.
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+ STRENGTHS

«Financial and military support from the
international community, particularly
the US

«Prospects for extraction of raw materials
(gas, oil, minerals, etc.)

- WEAKNESSES

«Unstable security and geopolitical
situation

«Poverty
«Corruption and weak governance
+Reliance on international aid

«Fragile banking system and low
distribution of credit

+Heavy reliance on the agricultural sector

2016 2017¢) 2018

GDP growth (%) 1.3 23 25 30 334
Inflation (yearly average, %) -0.6 4.4 6.0 6.0 PO,P,ULAﬂON
(millionsofpersons-2016)

Budget balance (% GDP) -1.4 0.1 0.4 -0.2 5
Current account balance (% GDP) 29 7.0 4.7 1.6 GDP PER CAPITA
Public debt (% GDP) 9.2 8.0 7.6 6.9 (USdollars-2016)

(f): forecast
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Security situation still a cause for concern

The security situation deteriorated in 2017 and
is set to remain a cause for concern in 2018. The
number of victims of the war in Afghanistan grew
significantly over the year, especially among
civilians. Attacks on the population are no longer
limited to the areas of confrontation between
government forces and anti-government
militias (Islamic State, Al Qaeda, and the Taliban).
The country’s big cities were hit by several
deadly attacks, with the central government
controlling only 60% of the Afghan territory.
Although recognised by the international
community, President Ashraf Ghani, elected in
September 2014, continues to suffer from a lack
of legitimacy following the political crisis after his
election, which is further weakening the central
government. The parliament, whose term expired
in June 2015, will probably be renewed in July 2018
with new parliamentary elections. However,
a worsening conflict could compromise the
political agenda. The increasing frequency of the
confrontations led to a reinforcement of NATO
troops in May 2017, and likewise to the sending
of more US troops by the Trump administration
in August 2017.

In addition to the worsening domestic security
situation, relations with Pakistan are expected
to continue to be marked by tensions. In 2017,
border incidents led to the displacement of
111,000 Afghan refugees from Pakistan. Data from
the Office for the Coordination of Humanitarian
Affairs counted over 168,000 displaced persons
over the first six months of 2017. Attempts at
mediation by the US administration led to a
bilateral summit in September 2017 between
President Ghani and General Qamar Javed Bajwa,
Pakistan’s military chief, aiming to open talks
between the two parties.

An economy still heavily dependent
on the agricultural sector

Despite a difficult security situation, economic
activity is expected to continue to grow in 2018
- albeit weakly, and without reaching the heights
seen during the previous decade (average
annual rate of 11.5% from 2007 to 2012). Growth
will still depend to a considerable extent on the
agricultural sector, which employs over 80% of
workforce. Agricultural yields are likely to remain
limited by climate conditions (drought), as well
as by the lack of water supply infrastructure.
Although illegal, opium cultivation is on an
upward trend, gradually replacing agricultural
land intended for cereal and market-gardening
crops: twelve out of the 34 Afghan provinces
have observed a rise in opium cultivation.

Industry and services are also likely to see
modest growth. Remittances from expatriate
workers will sustain household consumption,
the main contributor to growth, as will the return
of some of the Afghan refugees from Pakistan
and Iran (1 million in 2017). Greater political
uncertainty, together with increased violence,
will hamper investment by limiting inflows of
foreign capital, especially in the mining sector,
which nonetheless offers considerable economic
opportunities in a largely dollarised economy.

Inflation, which sharpened in 2017, in part due to
higher food prices, will remain high in 2018. The
deteriorating security situation is disrupting
food supplies, while the mass influx of refugees
is heightening inflationary tensions. However,
international aid helps keep foreign exchange
reserves at a comfortable level, which will help
stabilise the currency in the short term.

Large twin deficits financed by
international aid

The public finances are still highly reliant on
international aid, which keeps the public account
in balance. This is because 70% of the budget
depends on international aid, and the public deficit
excluding grants amounts to about 10% of GDP.
With the IMF’s help, the Afghan authorities have
embarked on an action plan aimed at improving
basic infrastructure and strengthening the
economy with the support of foreign donors.
However, the plan’s implementation could be
compromised because of the worsening conflict
with the Taliban. The authorities have managed
to improve tax collection since 2016, despite
weak activity, but these efforts are not sufficient
to reduce the dependence on international aid.
Budget spending is also expected to increase
slightly. This increase largely reflects the fact
that previous security spending defrayed
by international partners will gradually be
transferred to the budget.

The current account balance is expected to
remain in surplus in 2018 thanks to continued
flows of foreign aid. The trade deficit will still
be substantial and close to 33% of GDP in 2018.
This will be funded by foreign aid.
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+ STRENGTHS

«Candidate for membership of the EU
«Youthful profile of the population

«Mineral (oil, chromium, copper, iron-nickel,
silicates, coal) and hydroelectric potential

+Low energy deficit
«Coastline with several ports

- Strength of the currency, the lek,
against the euro

- WEAKNESSES

«Size of the grey economy (30 to 40%)

+Poverty (per capita GDP = 30% of
the European average), low priority given
to education (3% of GDP)

-Dependence on rainfall: agriculture (23% of
GDP and 45% of jobs) and hydroelectricity
(95% of electricity production)

«Weak public investment and lack
of infrastructure

«Ineffective and politicised court system
and administration

«Corruption and organised crime
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GDP growth (%) 2.2 34 3.8 39 29
i 9 POPULATION
Inflation (yearly average, %) 1.9 13 23 2.8 (millionsofpersons-2016)
Budget balance (% GDP) -4.1 -1.8 -2.2 -1.6 4126
Current account balance (% GDP) -8.6 -7.6 -8.0 -8.0 G,DP PER CAPITA
Public debt (% GDP) 731 724 70.5 68.5 (USdollars - 2016)
(f): forecast
RISK ASSESSMENT

Growth sustained by investment
and consumption

Growth is expected to remain high in 2018. It
will continue to benefit from continued foreign
investment in infrastructure, especially in
energy, with the ongoing construction of the
Trans Adriatic Pipeline (TAP) transporting gas
from Azerbaijan to Italy, and of the second
plant (Moglice) of the Devoll river hydroelectric
complex. The electrical network should,
logically, be developed to ensure internal and
external distribution of the expected additional
production. These installations will take over
from local oil production, which peaked in 2014.

Local investment, particularly regarding the
construction or modernisation of roads and
railways (Tirana-Durres line) will remain limited
by fiscal consolidation and the wariness of
banks. The banks, mostly subsidiaries of Italian,
Austrian, and Greek banking groups, will continue
to reduce the proportion of their non-performing
loans (15% in July 2017 versus 21% one year
earlier) and the proportion of the euro (around
half) in their deposits and loans. Under these
circumstances, the recovery of corporate credit
should be modest, and the average interest rate
on loans in lek and euro (respectively 6.6% and
4.7% in the second quarter of 2017) should remain
high, despite a key rate of 1.25% since May 2016.
Household consumption is expected to continue
to recover due to the increase in transfers of
expatriates from lItaly, the increase in labour
market participation linked to a shrinking of the
informal economy and related employment,
even if unemployment remains high (14%, 26% of
young people). Construction, agriculture (23% of
added value), and industry, with their exports
benefiting from the Italian upturn, should post
good performance figures.

Fiscal consolidation required to reduce
the debt burden

After a short pause due to the June 2017
elections, fiscal consolidation will resume.
Reserves have been set aside to cover the
compensation claims for property expropriated
during the Communist era. The cost of the
electricity sector to the state is expected
to disappear with the installation of meters,
infrastructure modernisation, and the gradual
end to subsidised tariffs. Pension and territorial
administration reforms should also contribute.
Tax collection is benefiting from a reduction in
undeclared work and from computerisation,
while improved management of investments
has enabled the elimination of payment arrears
to suppliers. This issue is all the more important

given that the proportion of debt, although
quickly decreasing, remains high: the proportion
of domestic debt (53% of the total) is 37% in the
short term and is held at 60% by commercial
banks, accounting for 25% of their assets.

Substantial trade deficit financed by FDI

There is a very high trade deficit, which stood
at 24% of GDP in 2016. This reflects the narrow
productive base (textiles, shoes, oil, minerals,
electricity, construction materials), which means
the country has to import many of its consumer
and capital goods. Over half of its exports go
to Italy. In addition, the balance is sensitive to
rainfall, which can cause hydroelectric power
sales to fluctuate. There is a trade surplus in
services of 7% of GDP thanks to tourism and
outward processing arrangements in the
clothing sector. Remittances from emigrants
could grow, in line with the Italian economy,
but represent around 8% of GDP. The current
account deficit is primarily financed by FDI, which
means that imports related to infrastructure
are self-financing. Despite the importance of
the non-debt-creating financing, external debt
represented 71.5% of GDP at the end of March
2017. The fact that 80% of the debt is long-
term and 56% corresponds to private sector
loans, particularly linked with FDI, puts this into
perspective.

Reforms are expected to continue

Prime Minister Edi Rama and the socialist party
obtained an absolute majority in the June 2017
elections. Structural reforms will continue with
a view to obtaining EU membership. In addition
to the electricity market, the pension system
has been reformed, notably to introduce better
proportionality between contributions and
benefits. The transcription into law of the 2016
constitutional reform aimed at increasing the
independence and efficiency of courts will
require the support of the former government
partner, the Socialist Movement, for integration.
This is crucial as much for accession to the
European Union as for encouraging foreign
investment. Much remains to be done to improve
administrative efficiency, make local agencies
accountable, and combat corruption, organised
crime, and smuggling between Albania and Italy.
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+ STRENGTHS

«Significant oil and gas reserves especially
in shale gas

«Potential in the fields of renewable energy
and tourism

- Solid external financial position (very low
external indebtedness, significant foreign
exchange reserves)

- WEAKNESSES

+Highly dependent on hydrocarbons and
problems using this income

«Dividing lines between those in power and
the general population

+High youth unemployment
«Excessive weight of the public sector

«Bureaucratic red tape, weaknesses in the
financial sector and problematic business
climate

D &

ALGERIA

2016 2017¢) 2018

GDP growth (%) 37 33 2,2 15 408
Inflation (yearly average, %) 4.8 64 55 6,0 POPULATION
(millionsofpersons-2016)

Budget balance (% GDP) -15,7 -13,7 -11,5 -9 3902
Current account balance (% GDP) -16.5 -15,6 -13,0 -10,3 GDP PER CAPITA
Public debt (% GDP) 8,8 20,6 17,9 17,7  (USdollars - 2016)

(f): forecast

RISK ASSESSMENT

A further decline in growth in 2018

State support for the economy has helped limit
the impact of lower oil prices on the Algerian
economy since 2014. However, Algerian growth
slowed in 2017 due to the state’s dwindling
financial resources and public spending cuts.
Although the oil sector posted strong growth
during the year, it did not offset the slowdown in
non-oil activity.

The economy is expected to continue to slow in
2018. The reintroduction of quotas in line with the
OPEC agreement is expected to limit the growth
of the oil sector, already adversely affected by a
lack of investment and the maturity of some oil
fields. A new law aimed at enhancing the sector’s
attractiveness for foreign investors by limiting
the restrictions on foreign companies is due to
be implemented in 2018, although its effects are
unlikely to be visible in the short term. Non-oil
activity is expected to show signs of cooling.
The authorities want to continue to support
consumption by increasing social spending, but
this will be to the detriment of public investment.
The impact of this measure on household
purchasing power is likely to be limited by the
rise in inflation. This is because, to finance the
deficit, the Algerian government passed a new
framework law in September 2017 allowing the
state to borrow directly from the Bank of Algeria
for five years. This financing method will lead to
greater domestic inflationary pressures while
import barriers will tend to increase prices for
foreign products.

Sizeable twin deficits

The fiscal position will continue to suffer the
consequences of lower oil prices. The public
deficit fell slightly in 2017 but remained in double
digits. The slight rise in the barrel price during
2017 helped boost tax receipts but spending only
fell weakly. Although slightly lower, the public
deficit is expected to remain significant in 2018.
The finance law is a sign that the government is
changing its fiscal policy following successive
changes of prime minister over the previous
year. The fiscal consolidation plan adopted in
2016 to allow the public deficit to be brought
down over three years based on a cut in
investment spending has been put to one side.
The fiscal envelope allocated to investment has
been increased by over 50% and is expected
to help finance projects which have to date
been frozen in the education and healthcare
sectors and in land use planning. The amounts
allocated to operating costs have been cut by
half. Subsidies and social spending are unlikely
to be cut, apart from a small reduction in the

amount paid for fuel costs, which is expected
to push up the price of gas and of petrol at the
pump. While the slight increase in the barrel
price to above USD 50 per barrel and the rise in
exports are expected to boost revenues, they
will not cover the government’s expansionary
policies. The public deficit is likely to be financed
directly by borrowing contracted with the
central bank. The public debt looks set to rise as
a consequence, but the main risk of this policy is
that of higher inflation. For the moment the public
authorities have ruled out external borrowing.

External accounts have continued to run a large
deficit since 2015. Algerian exports, chiefly
comprising oil, rose slightly in 2017 and this
increase, although weak, is set to continue in
2018. However, the gap between exports and
the country’s import needs remains. Foreign
exchange reserves continue to decline and
are expected to fall below the USD 100 billion
threshold in 2018. The steps taken to reduce the
import bill went some way to reducing imports
in 2017 and new steps intended to limit the
decline in foreign exchange reserves are due
to be implemented in 2018. FDIs into Algeria are
nonetheless expected to grow. The government
is promoting a new investment law in a bid to
increase the attractiveness of the oil sector.

Risk of social unrest

The May 2017 parliamentary elections, which
took place amid the lowest voter turnout ever
recorded, did not affect the country’s political
status quo and returned the governing coalition
made up of the National Liberation Front and the
National Rally for Democracy to power. However,
government reshuffles have succeeded one
another over the past year, the most recent
one being the sacking of Abdelmadjid Tebboune
in favour of Ahmed Ouyahia, brought back
by President Bouteflika Prime Minister for a
fourth term as prime minister. Algeria’s deep
economic downturn is starting to have impact
socially, which will prompt the government to
continue its generous policy of social transfers
to the detriment of fiscal consolidation. However,
Sonatrach’s recent declarations regarding
the exploitation of shale gas fields in parts of
southern Algeria could trigger renewed pockets
of protest.
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+ STRENGTHS

«Significant oil production

«Launch of liquefied natural gas production
facilities

«Significant economic potential: diamond,
iron, gold, leather, agriculture, fishing,
hydropower

«International financial support

- WEAKNESSES

+Vulnerability to the reversal of oil prices

+High unemployment (26%), strong social
inequalities and regional disparities

«Infrastructure deficiency
«Fragile banking sector

«Control of politics and economy
by a small elite

«Conflict with the separatists of
the Cabinda enclave
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2016 2017¢) 2018

GDP growth (%) 3.0 -3.6 1.1 1.9 274
Inflation (yearly average, %) 10.2 32.1 32.0 20.3 PO,P,U LATION
(millionsofpersons-2016)
Budget balance (% GDP) -3.3 -6.0 -6.1 -5.5 3485
Current account balance (% GDP) -10.0 -6.4 -5.2 -4.5 G,DP PER CAPITA
Public debt (% GDP) 443 59.2 61.0 62.0 (USdollars-2016)
(f): forecast

RISK ASSESSMENT

Increased oil production supports a
constrained rebound

Dependent on oil activity, growth rebounded
weakly in 2017 thanks to the recovery of oil prices
and the dynamism of the volumes exported,
particularly to China. In 2018, the rebound should
continue thanks to the commissioning of the
Kaombo oil field (Total). Oil sales, which account
for more than 90% of export earnings, could
benefit from higher oil prices. However, the
dynamics of Chinese demand, in a context of
a slowing economy is a source of risk. Outside
the oil sector, growth prospects remain weak.
The budgetary imbalance should restrict public
investment, particularly in the construction
sector, despite the infrastructure development
goals that will be presented in the 2018-2022
National Development Plan currently being
drafted. Investment in expensive offshore
projects is expected to stagnate as oil operators
limit their spending on the development of new
ones since the fall of prices in 2014. Excluding
oil, the difficult business climate and corruption
remain obstacles to increased foreign
investment flows. An increase in the minimum
wage decided in mid-2017, the first such
increase since 2014, will not support household
consumption in 2018. In fact, while its decline is
expected to continue in 2018, inflation will remain
high and thus continue to undermine household
income. Moreover, while the Angolan external
position remains precarious, price developments
will remain vulnerable to a further devaluation of
the local currency (kwanza) in 2018.

Budgetary and external imbalances still
a threat

In 2018, fiscal consolidation efforts are expected
to be stepped up. Progress in mobilizing non-
oil revenue will be a priority. In particular, the
increase of several consumption taxes and a
review of tax exemptions are planned. However,
the improvement in revenues should remain
dependent on oil revenues (70% of revenues).
Expected to increase in 2018 thanks to higher
prices and increased production, these revenues
would allow the government to regain a little
more breathing room. Nevertheless, the fiscal
space, still restricted, will force a significant
increase in capital investment spending. The
deteriorating financial situation of some public
entities and the banking system will continue
to weigh on the budget, while debt service is
becoming increasingly important. The debt is
related to the rapid rise in the debt burden. This
increase, which is often on non-concessional
terms, is 78% denominated in foreign currencies.
The government intends to increase the share

of local debt (mainly in kwanza) to finance
the deficit.

The current deficit is expected to continue to
decline in 2018, in line with oil prices. However,
the surplus in the balance of goods will still be
too small to compensate for deficits in services
and income. Also, the external situation will
remain extremely fragile, as FDI or portfolio
investment will still remain weak and could push
the country to finance itself through external
debt. The intervention of the National Bank of
Angola (BNA) to defend the kwanza peg to the
dollar led to a deterioration of foreign exchange
reserves in 2017. In the absence of devaluation in
2018, reserves could continue to be depleted as
the difference between the official exchange rate
and the parallel rate still indicates a lack of foreign
currency liquidity.

Changing faces in the leadership of Angola

Unsurprisingly, the People’s Liberation
Movement of Angola (MPLA) won the August
2017 general election. However, after serving as
leader of the country for 38 years, José Eduardo
dos Santos (73), who remains president of the
MPLA, gave up his seat to his former defence
minister Jodo Lourenco. Anxious to assert his
authority, the new president made a name
for himself by making several changes to the
head of the state media, the BNA, and some
of the national diamond companies (Endiama,
Sodiam). One of the most notable changes is
the ousting of Isabel dos Santos, daughter of
the former president, as the head of the state-
owned oil company (Sonangol). Nevertheless,
despite these changes, the president’s ability
to implement economic and social reforms will
be scrutinized. Indeed, the discontent of the
population persists in the face of inequality
and poverty, exacerbated by slow economic
activity and inflation. The new president’s focus
on fighting corruption, improving governance
and the business climate will need to be followed
by reforms to unblock private investment.
Although progress in electricity supply and the
obtaining of building permits has allowed Angola
to move up seven spots in the latest Doing
Business 2018 ranking, the country remains at
the bottom at both the regional and global level
(175t out of 190); proof of a business climate that
remains poor.

Relations with Congo (Kinshasa) may be tense

after violence in the Kasai region has led to the
influx of more than 30,000 refugees into Angola.

LM
[ ]
Pl |
L
COFACE ASSESSMENTS r
.

S TRADE EXCHANGES

Exports of goods, as a % of total
Brazil
B
Euro Area
Rl
United States
%

China

.

Vietnam
4%

Imports of goods, as a % of total

Brazil
B A

China
B
Euro Area
e RER

United States
13%

Mexico
Il 3%

+ STRENGTHS

«Natural agricultural, energy and mineral
resources

«Improvement in the business environment

«Education level higher than the regional
average

«Return of the country onto business
market

- WEAKNESSES

«Weakened current account

«Dependency on agricultural commodity
prices

«Sticky inflation
«Bottlenecks in infrastructure
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ARGENTINA

2016 2017¢) 2018

GDP growth (%) 26 -2.3 27 3.1 436
Inflation (yearly average, %) 28.4 41 26.9 17.8 PQP,ULA-HON
(millionsofpersons-2016)

Budget balance (% GDP) -3.9 -5.9 -6.2 -5.6 12494
Current account balance (% GDP) -2.7 -2.7 -4.2 -35 GIZI)P PER CAPITA
Public debt (% GDP) 56.4 56.8 61.6 65.4 (USdollars - 2016)

(f): forecast

RISK ASSESSMENT

Economy has resurged from economic
recession

After contracting in 2016, the Argentinian
economy rebounded in 2017. Both household
consumption and gross fixed investments
increased strongly. On the supply side, growth
has affected all sectors. The construction
sector has been the largest contributor, up 9.7%
year-over-year (GA), essentially supported
by increasing public investment. Agriculture,
transport, and communication and financial
intermediation have also recorded strong results,
reaching respective peaks of 4.9%, 4% and 4.4%
during the same period.

The success of the ruling coalition (centre-right
Cambiemos) in the midterm elections of October
2017 is expected to further boost business
confidence in 2018, improving prospects for
private investments, with GDP growth expected
to pick up over the next year. It is worth noting,
however, that inflation remains a concern: while
it slowed, the target range of 12-17% established
for 2017 by monetary authorities has not been
reached. In response, the central bank has
implemented a tightening monetary cycle to
try to accelerate the disinflation process. The
unemployment rate eased from a peak of 9.3%
in the first quarter of 2016 to 8.7% in the second
quarter of 2017. The recovery of the job market
should gain further strength this year, supported
by the further consolidation of activity growth.

Twin deficits still a point of concern

The government attained the primary fiscal
target of 4.2% of GDP in 2017. However, this fiscal
outcome was highly supported by resources
obtained from tax amnesty — a one-time source
of funds. This scenario is unlikely to repeat itself
in 2018, especially given that the following target
requires a tighter fiscal discipline (3.2% of GDP).
Following its strong victory in the midterm
elections, the government is now set to reduce
the fiscal support that has contributed to the
rebound in activity. Policymakers will now focus
on fiscal reforms to narrow the budget deficit
(containing social and pension spending growth).
The government has defended the establishment
of a cap to the real growth of provincial and
federal primary expenditures to zero.

During the same period, the current account
deficit has widened, driven by the increase in
domestic demand. While imports grew by 12%
year-on-year during the first ten months of
2017, exports rose by 0.7% in the same period.
The larger trade and current deficits have been
so far predominantly financed by debt issuance
abroad, as foreign direct investment remains

weak (roughly 1% of GDP). Hence, the rising
external vulnerability together with the still high
inflation may cause a further weakening of the
Argentinean Peso. A sharp rise of the US dollar
would certainly take a toll on climbing foreign
currency debt.

A strong showing for Cambienos in midterm
elections, though a majority in Congress
was not reached

Argentina held midterm elections in October
2017, with the dispute that renewed one third of
the Senate and half of the Lower House being
seen as a preview of the 2019 presidential race.
President Mauricio Macri of the centre-right
Cambiemos coalition assured an impressive
showing at the elections (including the five most
populous cities). The ruling coalition raised its
nationwide vote share from the 2015 presidential
elections and obtained over 40% of the national
vote in both legislative houses. In the Senate, it
gained an additional nine seats, taking its total to
24 (out of 72), and in the Lower House it gained
an additional 21 seats, taking its total to 107 (out
of 257).

Although an absolute majority was not achieved,
the outcome left the fragmented opposition in
disarray and without any strong leader (former
President Cristina Kirchner came in second
only in the race for a Senate seat in Buenos
Aires). The result has strengthened President
Macri’s governability, which is critical to moving
forward with his reform agenda, which consists
of three pillars: reducing fiscal deficit, inflation
and tax burden; reinvigorating job market and
assuring a sustainable social security system;
and institutional reforms (such as the electoral
and judicial institutions). Despite the need to
reach consensus with the opposition to pass the
reforms, the government should benefit from a
proposed schedule of gradual implementation,
its increased political capital and a fragmented
opposition. Indeed, the government has so
far moved quickly, and sent its tax and labour
reforms to Congress a few weeks after the
legislative elections.
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ARGENTINA

PAYMENT AND COLLECTION PRACTICES IN ARGENTINA

Payment

The most common payment instruments in local
commercial transactions are:
- Cash (for low-value retail transactions)
- Bank transfers
-Cheques (ordinary cheques, deferred payment
cheques or other types).
-In case of default, these cheques represent an
executable legal document which facilitates a
fast track legal proceeding.

For international commercial transactions, the
most common payment instrument is Bank
transfer via SWIFT. Since December 2015,
restrictions on foreign exchange controls and
fund transfers from Argentina have gradually
been removed. At the time of writing, importers
no longer require the approval of the Argentine
Federal Tax Authority (AFIP) to make payments
broad.

Debt collection

Amicable phase and out-of-court settlement:
Both of these options are always preferable to
legal action. Negotiations are focused on the
payment of the principal, plus any contractual
default interest that may be added and accepted
by the buyer. Argentinian regulations provide
alternative dispute resolution methods, such
as mediation, which is mandatory prior to the
commencement of any judicial process aiming
to reach an out-of-court agreement. The
instrument to execute the agreement in this
stage is a notarized acknowledgement of debt
or a payment plan agreement. Such documents
have to be signed by both the creditor and debtor,
and must be notarized. At this stage, costs and
feesincurred are borne by each respective party.

Legal proceedings:

Argentina is a federal republic (23 provinces and
the Autonomous City of Buenos Aires (Federal
District)), with two parallel judicial systems:
federal courts (organised by the federal
government) and provincial courts (organised
by each province or federal district). The highest
court in the country is the National Supreme
Court of Justice. These courts have jurisdiction if:

|. The defendant resides in Argentina

II.The place of performance of any of the
obligations is located in Argentina, or

Ill. Argentinian courts have been chosen as
the applicable forum (subject to certain
restrictions).

Regarding debtors abroad, Argentinian courts
only have jurisdiction when debtors have assets
in Argentina (in which case the insolvency
proceedings will only involve such assets)
or when their principal place of business is in
Argentina.
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The National Civil and Commercial Code of
Procedure classifies proceedings into two
types depending on their purpose: ordinary
proceedings (juicio ordinario) and executory
or fast-track (juicio ejecutivo). Other types of
proceedings apply only to particular cases. Each
province has its own code of procedure.

Ordinary proceedings usually last between one
and four years. If applicable, an appeal may be
filled for the Court of Appeals to hear the case.

Executory processes are simplified and prompt
proceedings that mainly consist of claimants’
request for the execution of debtors’ assets
to obtain payment of a debt. They apply when
creditor has documents known as executor
titles (titulos ejecutivos), such as public
instruments, private instruments signed by the
concerned party (debtor or guarantor)and legally
acknowledged, bills of exchange, checks or credit
invoices. Contrary to ordinary proceedings, it is
not necessary to provide proof of the debt. The
judgment is delivered between approximately
six months and two years.

Costs: court tax (3% of the amount in dispute
to be paid by claimants upon commencing the
proceeding), lawyers’ fees. The prevailing party is
entitled to recover its costs, including attorneys’
fees (subject to court approval).

Documents: All documents (original or notarised
copies) submitted to the court must be (i)
apostilled (for members of the 1961 Hague
convention), and (ii) authenticated by the
Argentine consulate with jurisdiction over the
issuing country. All non-Spanish documents
must be translated by a certified translator
registered in Argentina.

Enforcement of a legal decision

For local judgments, final decisions are initially
acquiesced to be enforceable. However, if a
decision has been appealed, it can be partially
enforceable in relation to the part of the
judgment that is final. In principle, any of the
debtor’s assets can be seized (including but not
limited to property, trademarks, and accounts
receivable from third parties and shares).

Insolvency proceedings
There are three insolvency proceedings:

(i) Out-of court reorganization procedure (acuerdo
preventivo): a proceeding in which the debtor
and a majority of unsecured creditors enter into a
restructuring agreement. This agreement must be
submitted by the debtor to an Argentinian court
for it to become enforceable. In practice, out-of-
court agreements provide a series of conditions
that must be complied with, including a minimum
threshold of consenting creditors.

(ii) Reorganization proceeding (concurso
preventivo):

A reorganization proceeding can be initiated
voluntarily by an individual or entity, who
must submit proof of their inability to pay their
debts. Debtors must file a petition to the court
requesting relief under bankruptcy law. The
court will appoint a trustee. All creditors must file
evidence of their proof of claim with the trustee
(verification de creditor). Debtors must submit
a proposal for reorganization and must obtain
creditors’ approval during an “exclusive period”
of 90 days, with the possibility of an extension
of 30 days based on the number of creditors.
If the proposal is approved by the majority, the
judge reviews the terms of the plan prior to
approving it. Upon homologation by the court,
the reorganization plan becomes effective to
all unsecured creditors (even those who have
not agreed to it). A special payment offer can
only be proposed and approved for secured
creditors. If the proposal is not approved by the
required majority (51%), debtor bankruptcy may
follow. The process generally takes between one
and two years, depending on the volume and
nature of debt being renegotiated and the size of
the debtor.

(iii) Bankruptcy proceeding (quiebra):

This is initiated when a reorganization proceeding
fails, either voluntarily (by the debtor) or
involuntarily (by the debtor’s creditors’ request).
The petitioner must show that the company is
insolvent or that it has entered into a “suspension
of payments” status. In case of an involuntary
bankruptcy, after the petition has been filed with
the relevant court and all necessary evidence
is presented, the court will summon the debtor
to provide an explanation of the reasons why
payments of the obligations in favour of the
petitioning creditor have not been made and to
prove that the debtor is solvent. If the debtor is
unable to do so, the court will declare the debtor
bankrupt. Unlike reorganization, bankrupt
debtors lose control of the administration of
their assets. A trustee is appointed in order to
preserve and administer the debtor’s property.
As a result, all payments to creditors and debtor
must be made through court. All claims and
proceedings against the debtor are automatically
stayed as from the date of the order that
determines debtor’s bankruptcy. All creditors
must submit their proof of claims for payment.
Once the assets available and the amounts
owned to each creditor are determined, the
trustee liquidates the assets and proceeds with
the distribution of repayment to creditors.
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+ STRENGTHS

«Significant mining resources
(molybdenum, copper, gold)

«Significant support from international
organisations and the diaspora

+Member of the Eurasian Economic Union
(EAEV)

- WEAKNESSES

«Geographically isolated, aggravated by
alack of infrastructure

«Strong dependence on Russia (trade: 20%
of exports and 30% of imports, FDI, loans,
transfers of migrants)

«Persistently high level of unemployment
«High level of corruption

«Conflict with Azerbaijan regarding
Nagorno-Karabakh

Y

ARMENIA

2016 2017¢) 2018

GDP growth (%) 3.2 0.2 33 33 30
Inflation (yearly average, %) 3.7 -1.4 1.7 35 PQRULA-HON
(millionsofpersons-2016)
Budget balance (% GDP) -4.8 -5.6 -3.3 -2.7 3533
Current account balance (% GDP) -2.6 -2.3 -3.8 -3.2 GDP PER CAPITA
Public debt (% GDP) 48.7 55.1 56.1 57.0 (USdollars-2016)
(f): forecast

RISK ASSESSMENT

Recovery dependent on external factors

After a technical recession at the end of 2016,
growth rebounded in 2017, supported by the
recovery of activity in Russia and the slight rise
in the price of commodities. In 2018, the pace of
activity should be determined and constrained
by these same factors, given the dependence
on the economic health of Russia neighbour
and world metal prices, and the weakness of
domestic growth drivers. In effect, even a very
slight growth recovery n Russia would favour
exports (almost one quarter of Armenian
exports are destined for Russia). It would also
encourage household consumption through
expatriate transfers (more than 15% of GDP, 70%
of which are from Russia), which are set to return
to 2007 levels after their fall in 2016. Industrial
production, which is highly dependent on the
metals sector (50% of exports and almost 10% of
GDP, half of which is for copper), should continue
to benefit from the moderate rise in world prices,
even if the low prices compared to their pre-2014
levels would still constrain investment. The start
of production of the Amulsar gold mine planned
for 2018 could, however, promote industrial
activity beyond its current growth rate.

For domestic determining factors, the degraded
business environment, poor infrastructure and
the competitive deficit will continue to weigh
negatively on potential growth. Moreover, unlike
other countries in the region, Armenia maintains
an unemployment rate close to the level reached
during the 2009 crisis (18.5%), despite a period
of high emigration in 2011-2013. Low labour
market pressures are holding back underlying
inflation, which has been negative since 2016.
Total inflation, however, should increase, driven
by rising food and commodity prices, as well as
continued monetary easing (interest rate cut
from 8.75% to 6.0% between January 2016 and
February 2017).

Continued budget consolidation and slight
decrease in the current account deficit

The government should continue to reduce the
budget deficit through the consolidation efforts
undertaken since 2016 with the support of the
IMF. The implementation of the new Tax Code in
2017 has already led to an increase in tax revenue
of around 0.7 percentage point of the GDP, for
an estimated potential of 2 percentage points of
the GDP over the medium term. Submitted to the
National Assembly in October 2017, the revision
of the fiscal rule adopted in 2008 should make it
possible to make the adjustment at a pace more
adapted to the position of the economy in the
cycle, and at the lowest cost for potential growth

- a victim of cuts to infrastructure spending in
recent years. Although the consolidation effort
should be carried out at a more moderate pace
in 2018, the government should nevertheless
continue to introduce major structural reforms,
both in terms of social protection and public
enterprises: the pension reform adopted in 2014
should finally be implemented on a large scale,
with the introduction of mandatory contribution
for all employees in July 2018, while the reforms
initiated in the utility sector (electricity and
water) should reduce the losses associated with
certain public enterprises.

Despite a slight improvement, the current
account balance is likely to remain in deficit in
2018. After widening in 2017 - as a result of a
recovery in domestic demand that ended a period
of sharply reduced imports —, the deterioration is
expected to only be partially reversed in 2018. In
fact, the growth in export earnings and transfers
would remain moderate.

Institutions change, but the pressures
remain

The presidential elections will take place in
April 2018. However, 2018 will be marked by
the transition to a parliamentary system, in
accordance with the constitutional amendments
adopted at the end of 2015 via referendum. While
President Serzh Sargsyan cannot run for a third
presidential term, he could, however, occupy
the office of prime minister given that his party
(Republican Party of Armenia, PRA) won the
parliamentary elections of April 2017 (58 seats
won out of 105 in the Assembly). At the same
time, pressures for social change are mounting,
with unemployment concentrated in cities (four
times higher than in rural areas) and among
young people (twice as high as for the rest of the
population), in addition to widespread corruption
and regional inequalities.

At the geopolitical level, the dispute with
Azerbaijan over the territory of Nagorno-
Karabakh, officially Azeri but populated mostly
by Armenians, has given rise to regular shootings
since the Four Day War in April 2016. While
the Russian military base in Gyumri seems to
maintain and preserve the rest of the Armenian
territory from overflowing conflict, security in
the Nagorno-Karabakh region remains under
threat in the medium term.
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+ STRENGTHS

«Firm resistance to the financial crisis as well
as to the collapse in commodity prices and
mining investment

«Reactivity of economic policy and exchange
rate flexibility

«Geographic proximity to emerging Asia

«Attractive quality of life with immigration
contributing to population growth

«Mineral resources
+Moderate level of public debt
«Tourism potential

«Trade dependent on commodities
(specifically iron ore, coal) and Chinese
demand

«Substantial household debt (185% of gross
disposable income)

«Shortage of skilled labour

«Shortage of infrastructure able to respond
to vast territory

+Highly exposed to climate risks
«Disparity between the federal states
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GDP growth (%) 24 2.5 2.5 29 244

Inflation (yearly average, %) 1.5 1.3 2.0 2.2 PO,P,U LATION
(millionsofpersons-2016)

Budget balance (% GDP) -2.8 -2.6 -2.0 -1.6 1737

Current account balance (% GDP) -4.7 -2.6 -1.9 -2.5 GD,P PER CAPITA

Public debt (% GDP) 36.0 39.0 42.0 42,0 (USdollars-2016)

*2018 fiscal year: from July 2017 to June 2018  (f): forecast

RISK ASSESSMENT

Growth close to long-term average

Activity is expected to pick up in 2018 with
growth set proving steady and close to its long-
term average. The decline in mining investment
should bottom, while investment in other sectors
(tourism, education, research and development)
will rise and the construction of public
infrastructure, both at Commonwealth and State
level, will continue to advance. This should offset
the sharp slowdown in house building, with house
prices clearly stabilising in some cities against a
background of tougher prudential rules on credit
imposed by the Australian Prudential Regulation
Authority and a slowdown in immigration. 50%
of bank credit is linked to residential property.
Despite continued employment growth,
household consumption is expected to rise
more moderately than before with little wage
improvement and debt levels remaining very high
- a quarter of households owe the equivalent of
three or four years of earnings. Retail trade is,
moreover, one of the rare sectors to lag behind,
posting the highest level of bankruptcies ahead
of construction. However, monetary policy will
remain highly accommodative (central bank
key rate at 1.5% in November 2017, unchanged
since August 2016), at least if inflation remains
below target (2-3%). Exports, 50% of which
comprise gas, coal and iron ore, are expected to
grow with the completion of several liquefied
natural gas terminals. Since, at the same time,
the moderation in household consumption and
house building will put pressure on imports,
trade’s contribution to growth is expected to
increase. This assumes that commodity prices
will not collapse should there be a slowdown in
the Chinese economy.

Reasonable budget and external position

The authorities are aiming for fiscal equilibrium
for the whole Commonwealth, States and local
authorities by 2020-2021. Equilibrium is also
the aim for the structural balance, i.e. smoothed
out for cyclical effects. They expect to achieve
this, while developing infrastructure, education
and training (especially for the indigenous
communities) and encouraging SMEs to invest
in order to transition the economy from one
focused on commodities to one that is diversified
and to increase labour market participation and
boost productivity. Moreover, the government
plans to invest USD 30 billion in defence over the
next ten years. Despite the fall in revenues due to
to falling commodity prices, the deficit has only
widened a little and the debt burden has grown
only moderately, accounting for only 20% of GDP
in June 2017, net of receivables.

The current account balance traditionally shows
a moderate deficit, which, despite growing
diversification, varies primarily in line with
sales of commodities, namely with the volumes
and prices, which depend above all on Chinese
demand. As with goods, trade in services also
shows a slight deficit. Tourism income and
registration fees paid by foreign university
students, especially from Asia, will not match
spending by Australian tourists or ocean freight
rates paid to foreign companies. The income
balance also shows a deficit, more significantly
because of dividend repatriation by mining
companies and interest payments on external
debt, mostly private (mining companies, banks,
property sector) and denominated in Australian
dollars, accounting for 128% of GDP (63% net of
foreign assets).

A weak government

Having won 76 out of 150 seats in the Chamber
of Representatives, i.e. a loss of 15 seats
compared with the previous term, the centre-
right coalition led by Prime Minister Malcolm
Bligh Turnbull and made up of liberals and
nationalists was victorious but weakened after
early elections in July 2016. Its tiny majority was
then lost following the ruling that MPs with dual
nationality were ineligible to sit in Parliament.
Nor has the government majority in the Senate
and the Liberal Party is riven by splits, further
damaging the adoption of legislation. In these
circumstances, government instability, which
has prevailed since 2010 (five prime ministers in
seven years), is therefore expected to last. There
is little likelihood of this government holding
on until the normal election date of November
2019, which could lead to a change in majority
from 2018. However, this is unlikely to have much
impact on the economy, given the convergence
towards diversification.

Externally, Australia’s policy is to align itself
economically more closely with the Asia-Pacific
region (especially China) and Europe, with which
it has signed trade agreements while maintaining
preferential relations with the United States.
The authorities are paying greater attention to
Chinese investments in the country, given the
sectors concerned, as well as to immigration,
which is not considered to sufficiently benefit
the economy.

PAYMENT AND COLLECTION PRACTICES IN AUSTRALIA

Payments

Payment methods include:

a) Cash: widespread payment method used by
consumers for low-value transactions (37%
of all transactions in 2016). Entities providing
a designated service under the Anti-Money
Laundering and Counter-Terrorism Financing Act
must report cash transactions over AUD 10,000 to
AUSTRAC.

b) Personal cheques and bank cheques: used for
domestic and international transactions. Cheque
use has declined (-20% in 2016). In commercial
transactions, they are generally bank cheques.

) Credit cards: have replaced cash as a payment
method - increasing by 57% between 2010
and 2015.

d) Electronic transactions: on its way to becoming the
dominant payment process. This includes point-of-
sale (POS) electronic transactions, as well as mobile
apps, electronic funds transfer (EFR) and internet
transactions.

e) EFT electronic funds and SWIFT bank transfers:
the most commonly used payment method for
international transactions. The majority of banks are
connected to the SWIFT electronic network.

f)The Australian dollar is now also part of the
Continuous Linked Settlement System (CLS),
a highly automated interbank transfer system
for processing both legs of foreign exchange
transactions simultaneously.

Debt collection

Amicable phase

Parties are encouraged to negotiate and take
“genuine steps” to settle commercial disputes prior to
commencing certain legal proceedings in the Federal
Court and Federal Circuit Court. Examples of such
steps include notifying the debtor of the issues and
offering discussions in view of resolving the dispute,
and providing relevant information and documents to
the other person in order to solve the dispute. These
steps are largely dependent on the amount of the
claim, with greater success seen in disputes where
the value is less than about AUD 50,000. With larger
matters involving debtor companies with more than
one director, attempts by the creditor to enter into
settlement negotiations are ultimately unsuccessful.

Legal proceedings

Australian law does not provide for fast track legal
proceedings as such. If the amicable phase fails,
ordinary proceedings will take place. However, the
New South Wales (NSW) Supreme Court has a special
list for commercial disputes: once a matter is identified
as being appropriate for that list, it will be proactively
managed by the court to try and ensure an efficient
resolution. Similar lists also operate for commercial
disputes in the Supreme Courts of Victoria, Western
Australia and Queensland.

If a corporate debt remains unpaid and the creditor’s
claim is due for payment, uncontested, and over
AUD 2,000, the creditor may issue a creditor’s
statutory demand for payment of debt demanding
payment within 21 days. Unless the debtor settles the
claim within the required timeframe to the creditor’s
satisfaction, or applies to the Court to have the
statutory demand set aside, the creditor may lodge a
petition for winding-up of the debtor’s company, The
latter is presumed insolvent three months following
the company’s failure to comply with the statutory
demand. For individuals, the process is similar, but
Jproceedings are required to be commenced in the Fed
Circuit Court.

In NSW, under ordinary debt recovery proceedings,
a statement of claim must be personally delivered
and served to the debtor, who must then pay the
debt, or file a defence on the creditor within 28 days.
Failure to do so may result in a default judgment being

entered against the debtor. It is worth nothing that
there are different time frames for different states. If
the debtor does not pay the debt and files a defence,
orders will be made by the court to prepare the matter
for hearing. This will ordinarily involve activities such
as discovery and the preparation and exchange of
evidence that will be relied upon at the hearing.

During the preliminary phase, the parties may
request and exchange particulars of the claim or
defence made by the other party. This may involve
the exchange of documents referred to in the claim
or defence, including copies of the relevant unpaid
invoices and statements of account. If discovery is
ordered, the parties will be required to exchange all
documents that are relevant to their case. Otherwise,
all documents which the parties wish to rely upon at
the hearing must be included in the evidence of the
parties. Before handing down its judgment, the court
will examine the case and hold an adversarial hearing
in which the witnesses of each party may be cross-
examined by the other parties'lawyers. In most cases,
straightforward claims are likely to be settled within
two to four months but more disputed claims may last
more than a year.

If a party is not satisfied with the judgment awarded
by the court, it may appeal the decision. In general,
appeals lodged against Supreme Court decisions are
heard by the Court of Appeal in that state/territory.
Any further appeal thereafter is heard by the High
Court of Australia, the party seeking to appeal must
seek leave and persuade the court in a preliminary
hearing that there is a special basis for the appeal,
as the High Court will only re-examine cases of clear
legal merit.

Local Courts or Magistrates Courts (depending on
the state/territory) hear minor disputes involving
amounts ranging up to a maximum of AUD 100,000
(NSW, Victoria, South Australia, Northern Territory,
Western Australia, and Tasmania), AUD 150,000
(Queensland) or AUD 250,000 (Australian Capital
Territory). Beyond these various thresholds, disputes
involving financial claims up to AUD 750,000 in NSW,
Western Australia, South Australia or Queensland
are heard either by the County Court or District
Court. There is no County Court or District Court in
Tasmania, Northern Territory or Australian Capital
Territory.Claims greater than AUD 750,000 in NSW,
Queensland, Southern Australia, and Western
Australia are heard by the Supreme Court of each
State. The Victorian County Court and Supreme Court
have an unlimited jurisdiction. In the other states
and territories, the Supreme Court hears claims
greater than: AUD 100,000 in the Northern Territory;
AUD 250,000 in Australian Capital Territory; and
AUD 50,000 in Tasmania.

AUSTRALIA

Enforcement of a legal decision

A judgment is enforceable as soon as it is rendered by
the court. The plaintiff has up to fifteen years following
the entry of judgment to pursue enforcement of an
Australian judgment through Examination Notices,
Garnishee Orders or Writs of Execution. Examination
Notices force the debtor to provide information on its
financial situation and assets, helping to establish a
recovery strategy. It must be requested from the court
after judgment has been entered. The Garnishee
Order allows the creditor to recover its debt directly
from the debtor’s bank account or salary as well
as from the debtor’s debtors, until the principal and
interest are paid off. Finally, the Writ of Execution
orders a sheriff to seize and sell the debtor’s property
to the benefit of the creditor in payment of the
debt (together with interest and costs) owing to
the creditor. As for foreign awards, enforcement in
Australia is governed predominantly by statutory
regimes (Pt 6 of the Service and Execution of Process
Act 1992 (Cth) for judgments given in Australia and
Foreign Judgments Act 1992 (Cth) for judgments
given outside Australia) and common law principles,
such as the exequatur procedure. Furthermore,
recognition depends on whether a reciprocal
recognition and enforcement agreement exists
between Australia and the issuing country.

Insolvency procedures

Administration: A debtor company can be placed
into administration by its directors, or by creditors
that are owed money. The administrator will take full
control of the company, and investigate and report
to creditors as to the company’s business, property,
affairs, and financial circumstances. There are three
options available to creditors: end the administration
and return the company to the director(s); approve
a deed of company arrangement through which the
company will pay all or part of its debts; or wind up the
company.

Receivership: A receiver is appointed by a secured
creditor who holds security or a charge over some
or all of the company’s assets. His primary role is to
collect and the company’s assets to repay the debt
owed to the secured creditor. If the process fails, a
liquidation procedure may be initiated.

Liquidation: Creditors or a court may wind up a
company, and appoint a liquidator who collects,
protects, and realises the company’s assets
into cash, keep the creditors informed about the
company'’s affairs and distribute any proceeds of
sale of company assets. Upon completion of the
liquidation, the company is then deregistered.

NUMBER OF CORPORATE FAILURES

" Total M Estimate (e) / Forecast (f) «*= Yearly growth
12,000 — 10,164 —  20%
10481 10632 10821 15.6% — 15%
10,000 — 9,601
—  10%
8,505
8,000 — ] — 5%
7,059 7,038
— 0%
6,000 — 1.7%
— 5%
4,000 — — -10%
— -15%
2,000 —
-18.7% - 2%
0 -25%
2010 2011 2012 2013 2014 2015 2016 2017(e) 2018(f)
Source: Australian Securities and Investment Commission, Coface

COFACE Country & Sector Risks Handbook 2018 41



AUSTRIA

COFACE ASSESSME

S TRADE EXCHANGES

Exports of goods, as a % of total

Germany
I

United States
6%

Italh o
%

Switzerland
I 6%

Slovakia
Il 4%

Imports of goods, as a % of total
Germany

Ital
. oo
Switzerland
6%

Czech Republic
4%

I

Netherlands
M 4%

+ STRENGTHS

«Central location in Europe and attractive
quality of life

«Industrial and tertiary diversification,
high added value

«Solid current account surplus and low
public deficit

«Low level of household and company debt,
below the European average

+High level of employment and low youth
unemployment (use of apprenticeships
and flexicurity)

+30% of energy sourced from renewable
supplies

+Major tourist destination (11% in world)

+High level of public R&D investment
(3% of GDP)

- WEAKNESSES

+Reliance on state of German and Central and
East European economies

«Banking sector with high exposure to
Central and Eastern and South-east
European countries

+Multiple layers of power and administration
(federal, Lander, communes)

-Lack of competitiveness of public services
and numbers of regulated professions

&' SECTOR RISK ASSESSMENT
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Main Economic Indicators 2015

2016 2017¢) 2018

GDP growth (%) 1.1 1.5 2.7 24 87
Inflation (yearly average, %) 0.8 1.0 2.0 1.8 POPULATION
(millionsofpersons-2016)
Budget balance (% GDP) -1.0 -1.6 -1.0 -0.9 4433
Current account balance (% GDP) 2.1 23 22 29 GDP PER CAPITA
Public debt (% GDP) 843 83.6 78.6 76.2  (USdollars - 2016)
(f): forecast

RISK ASSESSMENT

Continued strong growth in 2018

Strong household consumption, as well as external
demand, will once again drive growth in 2018.
Household confidence will be boosted by the
falling unemployment rate, in particular among
women and older workers, and rising real wages.
Job creation, most notably in the digital field, will
be rapid in order to meet the needs of companies
in terms of production and technological progress.
The construction and real estate sectors will benefit
from the increasing demand due to immigration and
refugees. At the same time, sustained foreign trade
will add 0.8 point to overall growth. Manufacturing
industry (20.8% of GDP), highly export-oriented
and integrated into the German value creation
chain, will be boosted by the growth in demand in
the Central European and emerging countries. This
momentum is expected to continue stimulating
investment (23.1% of GDP in 2016) by Austrian
companies in capital equipment, which achieved
a utilisation rate of 86.9% at the end of 2017. The
services sector will also grow, with the hotel,
catering and retail sectors benefiting from the
economic situation in German, from where almost
50% of foreign tourists come.

Inflation will remain above the European average
because of the price levels in the services
(particularly tourism), industrial goods, and agri-
food sectors.

Gradual reduction of public debt and
structural current account surplus

The public finances will benefit from the favourable
economic situation and the deficit will be held
at the government’s target level (around 1%
of GDP). The high levels of employment mean
strong tax revenues, in particular income taxes
and social security contributions. Revenues
raised by VAT are also likely to increase, boosted
by household consumption. On the other hand,
receipts from tax on production will decline as a
result of cuts in employers’ contributions to the
Familienlastenausgleichsfond (family allowance
fund). The increase in public spending will continue
to held in check. The measures approved in 2017,
include increases in certain subsidies such as the
reimbursement of 50% of employer social security
contributions over the first three years following
the hiring of a new employee. The cutting of
financial support for refugees, the fall in the already
very low cost of State debt and the reduction in
spending linked with unemployment will help,
partly, offset this increase. The debt will continue
to shrink in 2018 with the sights set on achieving
convergence with the European rate of 60%, which
should be completed in ten years. The cost of the
measures to support the banking sector, which

was significant until 2015, will continue ata low level.
Following the banking rescue operation completed
in October 2016, with the restructuring of the debt
held by HETA, the banking sector continued its
weak recovery in 2017, reflecting increasingly strict
requirements in terms of capital reserves and asset
quality. Bank profitability is expected to improve
in 2018, benefiting from the growth in demand for
finance from companies and mortgage credit from
households.

The current account surplus arises thanks to the
surplus earned by services (3% of GDP in 2016),
in particular those relating to tourism (31% of all
services). The trade balance, slightly in the black
in recent years, could shift into the red under the
pressure of strong domestic demand. Exports
and imports are concentrated in the same sectors
(machines, transport equipment, chemical products
and manufactured goods). The deficit (2.2%) in the
income balance will remain because of immigrant
workers’ remittances and the repatriation of
dividends by foreign owned companies.

Payment behaviour remains good. The number of
insolvencies, already low, continued to fall in 2017
(-6.6% in the first three quarters) and company
liabilities were down 54% over the same period. The
sectors with greatest exposure are construction,
machines and metallurgy.

A coalition of the right and far-right

The OVP, Christian-Democrat and conservative,
won the 15" October 2017 parliamentary elections,
for which there was a high turnout (80%). The
OVP won 62 of the 182 seats in the Nationalrat,
ahead of both the social-democrats of the SPO
and the far-right FPO party (respectively 52 and
51 seats). Sebastian Kurz, 31, the leader of the OVP
and Foreign Minister since 2013, was appointed
Chancellor by the President, Alexander Van der
Bellen, with the aim of forming a government.
The next coalition will apparently be formed by
the OVP and the FPO. This means the end of the
ten-year long rule by the OVP-SPO coalition.
The government’s position with regard to the
EU remains to be seen, bearing in mind the pro-
European commitment of the OVP, which is the
majority coalition partner, and the nationalist
stance of the FPO. The terms obtained by this
latter in joining the government include securing
the borders, direct democracy and more restrictive
policies relating to refugees. The modernisation
of the civil service, investments in R&D and
digitalisation will be among the government’s
priorities.

PAYMENT AND COLLECTION PRACTICES IN AUSTRIA

Payment

SWIFT and SEPA (within the European Union,
EU) transfers are widely used for domestic and
international transactions and offer a cost-
effective, rapid, and secure means of payment.

Bills of exchange and cheques are neither widely
used nor recommended, as they are not always
the most effective means of payment. To be valid,
bills of exchange must meet relatively restrictive
mandatory criteria. This deters business people
from using them.

Cheques need not be backed by funds at the
date of issue, but must be covered at the date
of presentation. Banks generally return bad
cheques to their issuers, who may also stop
payment on their own without fear of criminal
proceedings for misuse of this facility.

Nevertheless, bills of exchange and, to a lesser
degree, cheques are more commonly used as a
means of financing or payment guarantee.

Debt collection

As a rule, the collection process begins with the
debtor being sent a demand for payment by
registered mail, reminding him of his obligation
to pay the outstanding sum plus any default
interest stipulated in the sales agreement or
terms of sale.

Where there is no interest rate clause in the
agreement, the rate of interest applicable semi-
annually from the 1%t August 2002 is the Bank of
Austria’s base rate, calculated by reference to
the European Central Bank’s refinancing rate,
marked up by eight percentage points.

Fast-track proceedings

For claims that are certain, liquid and uncontested,
creditors may seek a fast-track court injunction
(Mahnverfahren) from the district court via a pre-
printed form. The competent district court for this
type of fast-tract procedure expedites the requisite
action for ordinary claims up to EUR 75,000
(previously EUR 30,000).

With this procedure, the judge will issue an
injunction to pay the amount claimed plus the
legal costs incurred. If the debtor does not appeal
the injunction (Einspruch) within four weeks of
service of the ruling, the order is enforceable
relatively quickly.

A special procedure (Wechselmandatsverfahren)
exists for unpaid bills of exchange under which
the court immediately serves a writ ordering the
debtor to settle within two weeks. Should the
debtor contest the claim however, the case will
be tried through the normal channels of court
proceedings.

If the debtor has assets in other EU countries,
the creditor may request the Vienna Commercial
Court to issue a European Payment Order for
undisputed debts, enforceable in all EU countries
(except Denmark)

Ordinary proceedings

Where no settlement can be reached, or where a
claim is contested, the last remaining alternative
is to file an ordinary action (Klage) before the
district court (Bezirksgericht) or the regional
court (Landesgericht) depending on the claim
amount or type of dispute. Defendants have four
weeks to file their own arguments.

With regards to the regional courts, defendants
are expected to put forward their own arguments
in response to the summons, and are allowed four
weeks to do so.

A separate commercial court (Handelsgericht)
exists in the district of Vienna alone to hear
commercial cases (commercial disputes, unfair
competition lawsuits, insolvency petitions, etc.).

During the preliminary stage of proceedings,
the parties must make written submissions
of evidence and file their respective claims.
The court then decides on the facts of the case
presented to it, but does not investigate cases
on its own initiative. At the main hearing, the
judge examines the written evidence submitted
and hears the parties’ arguments as well as
witnesses’ testimonies. An enforcement order
can usually be obtained in the first instance
within about ten to twelve months. The civil
procedure code provides that the winning party
at issue of the lawsuit is entitled to receive
full compensation from the losing party of all
necessary legal fees previously incurred.

Enforcement of a legal decision

A judgement becomes enforceable when it
becomes final. If the debtor does not respect
the court’s judgement, the court can issue
an attachment order or a garnishment order.
Alternatively, the court can seize and sell the
debtor’s assets.

AUSTRIA

For foreign awards, circumstances may vary
depending on the issuing country. For EU
countries, the two main methods of enforcing
an EU judgment are the European Enforcement
Order or under the provisions of the ‘Brussels I’
regulations. For non-EU countries, judgments
are recognized and enforced provided that
the issuing country is party to an international
agreement with Austria.

Insolvency proceedings

Out-of Court proceedings

Out-of court restructuring efforts and negotiations
are usually antecedent to insolvency proceedings.
They constitute a means to obtain recapitalization
loans in exchange for a secured creditor status.

Restructuring proceedings

A pre-requisite for a restructuring proceeding
is that the debtor files for the opening and at
the same time submits a restructuring plan.
This proceeding is either self-administrated or
administrated by an administration. For self-
administrated restructuring, the debtor must file an
application of self-administration complemented by
qualified documents and a restructuring plan that
provides a minimum quota of 30%.

Liquidation proceedings

Liquidation proceedings aim to equitably realise
the various creditors’ rights. The proceedings
are led by a trustee in bankruptcy which takes
control of the business, sells the assets, and
divides the proceeds among the creditors.

Retention of title

Similar to Germany, Retention of Title is a written
clause in a contract which states that the supplier
will retain the ownership over the delivered
goods until the buyer made full payment of the
price. This usually takes one of three forms:

«Simple Retention: the supplier will retain the
ownership over the goods supplied until full
payment is made by the buyer.

« Expanded Retention: the retention is expanded
to further sale of the subsequent goods; the
buyer will assign the claims issued from the
resale to a third party to the initial supplier.

- Extended Retention: the retention is extended
to the goods processed into a new product, and
the initial supplier remains the owner or the
co-owner up to the value of its delivery.
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+ STRENGTHS

+Well-endowed sovereign wealth fund
thanks to oil production

-Significant gas potential in the Caspian Sea

«Prospect of gas exports to Turkey,
then Europe

«Link in the connection between China
and Europe

- WEAKNESSES

«Strong dependence on hydrocarbons and
limited non-oil sector

«Decreased oil production (1/4 over the last
six years)

+Weak banking system

«Risk of aggravation of the armed conflict
with Armenia

«Governance problems and high level
of corruption
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GDP growth (%) 1.1 -3.1 -1.0 15 95
Inflation (yearly average, %) 4.0 124 13.0 5.0 PO,P,U LATION
(millionsofpersons-2016)

Budget balance (% GDP)* -4.8 -1.1 -1.5 -0.5 5956

Current account balance (% GDP) -0.3 -3.6 3.0 0.0 G,DP PER CAPITA

Public debt (% GDP) 28.3 40.0 50.0 50.0 (USdollars-2016)
*With transfers from the oil fund (SOFAZ)  (f): forecast

RISK ASSESSMENT

Timid recovery after two years of recession

The economy’s adaptation to lower oil prices and
the increase in gas exports to Turkey should favour
a timid exit from recession in 2018. Household
consumption (58% of GDP), down for three years,
should start up again against a backdrop of rising
incomes and falling inflation, as long as there are
no further episodes of depreciation of the manat.
While public investment in infrastructure and
public building is expected to remain sluggish due
to budgetary constraints, investments related to
developing the Shah Deniz gas field in the Caspian
Sea and the extension of the Trans-Anatolian
Natural Gas Pipeline (TANAP) to the Greek/
Turkish border, with the eventual goal of carrying
gas from Azerbaijan to Europe, should accelerate
in partnership with foreign partners. Private
investment will continue to be affected by the high
level of interest rates, intended to curb inflation
and support the national currency, and the decline
in credit associated with the weakness of the
banking system. The contribution of foreign trade to
growth should once again be slightly negative. The
additional gas exports will only partially make up for
the decrease in oil exports, which will still remain the
main export (85%). Imports will grow more quickly
due to increased consumption and investment.
Apart from the hydrocarbon sector (43% of GDP),
the rest of the economy should continue its 2017
momentum.

Balanced public and external accounts
despite decreased oil revenues

In response to the decrease in budgetary revenues
derived from hydrocarbons (50% of the total), the
State has had to resort to the sovereign wealth fund
and reduce its spending, particularly in investment,
in order to limit the deterioration of the government
balance. Given the unlikely rebound in oil revenues,
it will be forced to rely on improved tax collection
and a reduced non-oil deficit (27% of non-oil
GDP) to regain room for manoeuvre. Despite this
restrictive policy, the State has been unable to
avoid increasing its debt burden. As a result of falling
oil prices and the sharp depreciation of the manat,
it has had to support public enterprises, particularly
the country’s leading bank: the International Bank
of Azerbaijan (IBA). The State has offloaded its
non-performing assets (USD 5 billion) by entrusting
them to a public entity created for this circumstance
with its guarantee, before taking over its external
debt (USD 2.45 billion after restructuring) on which
it defaulted. Despite the surge in its indebtedness,
the State continues to have a largely creditor
position thanks to assets held by the SOFAZ
sovereign wealth fund (USD 35 billion in June
2017, or 83% of GDP). Debt is likely to increase
further, because the State wishes to develop the

gas potential and the pipelines to ensure the relay
of oil. In addition, IBA’s difficulties are not unique in
the banking sector, which has seen the closure of
numerous institutions and an increase in its non-
performing assets: officially 13% in June 2017, but
undoubtedly much more in reality. This weakness
is accompanied by a decline in credit: banks, with
80% of their deposits in dollars, are only willing
to lend in dollars in order to protect themselves
against currency risk. Under such circumstances,
borrowers prefer to resort to informal credit, even if
the rates are usurious.

Despite the deficit in services and revenues, in
return for the presence of foreign companies in the
hydrocarbon sector, the current account balance
was traditionally positive due to the impressive
trade surplus generated by hydrocarbon sales.
Volume erosion and falling prices have caused this
surplus to vanish. In order to make sparing use of
the reserves, which have fallen to the equivalent
of four months of imports, the SOFAZ provides
the central bank with sufficient funds to service
the external debt of the company in charge of the
TANAP and the State Oil Company of Azerbaijan
Republic (SOCAR).

A well-established power

President Ilham Aliyev was re-elected for a third
term in 2013. In 2017, he named his wife vice
president. In the next election scheduled for 2018,
he is expected to be re-elected, this time for a
seven-year term thanks to the 2016 referendum.
The Parliament, dominated by the president’s party,
The New Azerbaijan Party (YAP), plays a secondary
role with regard to the executive. Despite low
growth and widening inequalities caused by
decreased oil resources, social and political stability
should continue. Political opposition is weak, and
the authorities do not hesitate to use repression.

Despite some progress, the country’s governance
(World Bank ranking) is still not as good as in
the other two Caucasian States, but it is better
than in most countries of Central Asia. A decline
in freedoms can even be seen, which does not
facilitate relations with the EU. However, despite
shortcomings in handling insolvency and cross-
border trade, the country ranks 65% out of 190 on
the ease of doing business index.

Finally, the risk of a surged in the armed
confrontation with Armenia regarding Nagorno-
Karabakh and other occupied Azerbaijani territories
by Armenia is limited by the strong joint influence
exerted on the region by Russia, Turkey, and Iran.
The situation in Nakhchivan, an Azerbaijani exclave
between Armenia and Iran, is calm.
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+ STRENGTHS

«Relatively diversified and open economy
(oil, gas, aluminium, petrochemicals,
financial services, tourism)

«Presence of the main US naval base in the
region (5* Fleet of the US Navy)

- WEAKNESSES

«Diminishing hydrocarbon reserves and
exposed to fluctuations in hydrocarbon
prices

«Acute socio-political tensions between
the ruling Sunni minority and the majority
Shiite population, fuelled by tense regional
context between Iran and the embargo
on Qatar.

-Dependence on foreign labour
«Very high public debt

i

BAHRAIN

2016 2017¢) 2018

GDP growth (%) 29 3.0 25 20 13
Inflation (yearly average, %) 1.8 2.8 1.4 2.5 POPULATION
(millionsofpersons-2016)

Budget balance (% GDP) -13.5 -13.8 -10.2 -8.2 24146
Current account balance (% GDP) -2.5 -4.6 -4.3 -33 GDP PER CAPITA
Public debt (% GDP) 65.0 75.0 83.5 92.0 (USdollars-2016)

(f): forecast

RISK ASSESSMENT

Renewed slump in growth in 2018

In 2017, Bahrain’s economy was resilient to the
oil market apathy thanks to a counter-cyclical
expansionary fiscal policy. The GCC's commitment,
givenin 2011, to pay USD 10 billion in development
aid over ten years, has enabled the government
to limit spending while maintaining substantial
investment, specifically, in the extension of
Manama airport and the construction of a pipeline
with Saudi Arabia, which should be operational in
early 2018. But in 2018, demand will be dampened
by new austerity measures. The drop in household
and business confidence, due to the economic
and political environment, will limit expansion of
the private sector. However, significant private
investment will continue to be attracted by the
advantageous tax regime and will help modernise
the aluminium industry (second leading export
item after oil) and the tourism offer and stimulate
the construction sector. The banking sector will
maintain its vitality, contributing 16% of GDP.
Adequate regulation and supervision of the
sector have made it possible to ensure levels
of capitalisation and liquidity. While Bahrain is
particularly vulnerable to low bauxite and oil prices
(price per barrel needed to balance the budget
will be above USD 100), and while production is
down because of the OPEC agreements, the non-
oil economy is ensuring growth of 2%. Although
weak demand and a strong dollar slowed inflation in
2017, the introduction of VAT at 5% across the GCC
countries, scheduled for early 2018, and pressure
from food and property prices will drive it upwards
in 2018.

Public finances in a critical position

With oil revenues, representing almost 80%
of state income, the economic situation is
weakening Bahrain’s public accounts, which
unlike the other Gulf countries, have shown
a deficit since 2009. In 2018, the deficit will
remain substantial despite efforts at budget
discipline. The State has begun a programme
of privatising some public services (water and
electricity) and of selling its shares in some large
corporations. In 2018, it will raise taxes and duties
for public service users. Despite cuts, subsidies
will continue to represent 20% of the budget.
The unstable socio-political context limits
options for a more structural fiscal adjustment
like that observed in other GCC countries.
The government is attempting to get foreign
residents to bear the brunt of the austerity
measures. Civil service wages, a large proportion
of public spending, are, therefore, unlikely to be
cut significantly and investment in the building of
social housing will be maintained.

The challenge for the Kingdom is to rebalance
its finances while preserving growth, which is
largely stimulated by public spending. To enable
the State to finance its deficit and relieve the
downward pressure on its foreign exchange
reserves, the Kingdom issued USD 3 million
in sovereign bonds in September 2017 and
requested financial support from Saudi Arabia,
the United Arab Emirates and Kuwait. While the
sovereign bond is categorised as speculative, the
success of the issue relies on investor confidence
in the other GCC members intervening to
make the peg to the dollar and the public
debt sustainable, with the public debt burden
increasing in 2018.

Slight decline in the current account deficit

The current account deficit will fall in 2018
following the expected rise in oil prices, as,
despite efforts to diversify, oil represents half
of export income. The deepening of the current
account deficit, begun in 2014, has resulted in
the loss of foreign exchange reserves, which
represented 1.2 months of imports in late 2017.
At a time when the Kingdom has the lowest
foreign exchange reserves among the oil
exporters, higher US key rates are, moreover,
expected to increase speculative pressure on
the US dollar peg. The peg will be maintained
in 2018, given the government’s affirmation
and expected financial support from the GCC
members. In addition, the country maintains an
external debt/GDP ratio which is still very high
and which will be about 130% of GDP in 2018.

Persistent socio-political tensions
in a changing regional environment

The tensions, which pit the Shiite population
against the governing Sunni elite, were
sharpened following the suspension of two
opposition societies, Al-Wefaq and then Wa'ad.
Against a background of allegations of Iranian
support for the Shiite majority, executions
resumed in 2017 for the first time since 2010.
The lack of a strong organised opposition means
that the King can be expected to win the election
of representatives for the lower chamber
scheduled for November 2018. Weak public
resources and austerity measures raise fears of
political protests on top of the social protests.
This situation adversely impacts the business
climate, considered fairly favourable hitherto,
because of the drive to improve local skills levels,
stimulate the private sector, and attract more
foreign investment.
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+ STRENGTHS

«Competitive clothing sector, thanks
to relatively cheap labour

«Substantial remittances from expatriate
workers, mainly living in the Gulf States

-International aid helping to cover financing
needs

+Moderate level of national debt

«Favourable demographics: 45% of
Bangladeshis are less than 15 years old

+Economy vulnerable to changes in
global competition in the textile sector;
to developments in the GCC States

«Very low per capita income

«Recurring and growing political and social
tensions

+Business climate shortcomings, especially
regarding infrastructure
+Recurring natural disasters (cyclones,

severe floods) resulting in significant
damage; loss of harvests
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2016 2017() 2018

GDP growth (%) 6.6 7.1 7.2 64 161.5
Inflation (yearly average, %) 6.4 5.6 5.7 5.7 PO,P,U LATION
(millionsofpersons-2016)
Budget balance* (% GDP) -39 -3.4 -4.4 -4.9 T4
Current account balance (% GDP) 1.5 0.6 -0.7 -1.2 G,DP PER CAPITA
Public debt (% GDP) 339 33.0 337 34.7 (USdollars - 2016)
*including grants  Fiscal year runs from July to June  (f): forecast
RISK ASSESSMENT

Growth momentum is expected to remain
firm despite a slight slowdown in 2018

Activity remained steady in 2017, buoyed by
higher public and private investment, while
consumption was hit by a fall in remittances
from expatriate workers. On the supply side,
and despite reduced activity in the textile sector,
industry was still the main driver of activity
with growth below 9% - lower than the rate of
2016. Agriculture, which benefited from higher
agricultural commodity prices and an increase
in farmed land, grew by over 4%. Activity is
expected to dip slightly in 2018, but should
become more robust.

Household demand is expected to increase,
despite higher inflation and lower agricultural
incomes. These will be offset by more stable
remittances from expatriate workers, who will
benefit from recovery in the Gulf Cooperation
Council (GCC) States, as well as from increased
credit. The sums coming from the Gulf States
represented about 57% of total transfers
in 2017. Public investment will also boost
growth, while private investment (especially
foreign investment) will continue to be hit by
an unconducive business climate and a tense
political climate.

The National Development Plan (NDP) for the
2018 tax year should effectively lead to the
implementation of almost 90 new projects in the
transport, water supply, and education sectors,
as well as several projects that are currently being
finalised. The agricultural sector, which employs half
the workforce, is likely to stall due to an expected
fall in rice production during 2018. The pace of
demand on the domestic market will continue
to sustain both the local industrial and services
networks. This will also lead to a significant rise in
imports, reducing trade’s contribution to growth.
Inflation is set to increase, thanks to rising prices
for agricultural products, but will remain close to the
6% target fixed by the central bank, who will stick
to an accommodative monetary policy that will help
support the lively pace of activity and help control
the taka'’s exchange rate against the US dollar.

A widening public deficit, but sound
external accounts

The public deficit is expected to fall slightly, but
will remain above the 3% observed in 2014. The
2018 budget foresees a significant rise in public
spending, and especially investment spending,
which is set to rise by 1.3 GDP points. Under the
National Development Plan, expenditure will
be allocated to strengthening trade policies, to
recapitalising the publicly-owned banks, and to

ongoing investments in infrastructure — such as
the Rooppur nuclear plant and the Padma railway
project.

The slight downturn in activity is likely to limit the
increase in government income expected by the
authorities, who are expecting higher revenues
from mandatory deductions. Income from both
VAT, introduced in 2017, and import taxes will
benefit from strong consumption. The public
debt burden will remain moderate. The current
account balance will continue to deteriorate but
the deficit will remain low. Export growth is not
expected to offset the rise in imports, resulting in
a widening trade balance. This is because, despite
expected oil price stability in 2018, the import
bill is likely to rise significantly due to increased
imports of capital goods and foodstuffs. Exports
will remain vigorous, bolstered by dynamism in
the ready-to-wear sector. However, the sector
could be hit by stronger protectionist barriers on
the US market, the leading ready-to-wear trade
destination, and by consumer slowdown within
the UK market. At the same time, competition
from other low-cost production sites is rising.

The flow of remittances from expatriate workers
should stabilise after contracting in 2017 (down
from 8.5% to 6% of GDP) due to the downturn in
construction activity in the GCC countries, the
leading employer of the country’s diaspora. The
foreign exchange reserves, although slightly lower,
will remain at levels deemed satisfactory (almost
seven months of imports), thus substantially
improving the country’s ability to resist sudden
capital flight. The banking system will remain
weakened by high ratios of non-performing loans
and the need to recapitalise the publicly-owned
banks (30% of the banking sector).

The political situation has stabilised,
but the country remains vulnerable ahead
of the parliamentary elections in 2019

Despite a stable political system, Bangladesh
is still vulnerable to spikes in tension between
the Awami League, the ruling conservative
Muslim party, and the Bangladesh Nationalist
Party (BNP). Following the victory of the Awami
League in the 2014 parliamentary elections,
the country experienced waves of violent
protests and major blockades. The situation has
since stabilised, but there are fears of renewed
tensions in the run-up to the parliamentary
elections scheduled for early 2019. Although it
boycotted the 2014 parliamentary elections, the
BNP is expected to mobilise massively in 2018 so
as not to be marginalised politically. Finally, the
country is set to suffer from a particularly difficult
business climate.
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+ STRENGTHS

«Strategic location between Russia and
European Union and well-developed
transport system

«Relatively well-trained and skilled labour
-Large industrial sector
-Little inequality and rare poverty

- WEAKNESSES

«High energy, economic and financial
dependence on Russia

«Sensitivity to prices of oil and its
derivatives

-Omnipresent control by State over
the economy (56% of added value,
70% of GDP)

«Weak governance (high level of corruption,
legal system provides little protection)

«Shrinking working population

+Geographic enclavement (isolation)
between NATO and Russia

BELARUS

2016 2017¢) 2018

GDP growth (%) -3.8 -2.6 1.5 20 95

Inflation (yearly average, %) 13.6 11.8 9.0 7.0 PO,EULAT'ON
(millionsofpersons-2016)

Budget balance (% GDP) 1.9 -1.9 -1.8 -1.5 4989

Current account balance (% GDP) -3.4 -3.6 -3.2 -3.6 GDP PER CAPITA

Public debt* (% GDP) 53.7 525 56.0 57.0 (USdollars-2016)

*Including guarantee of debts of public companies (f): forecast

RISK ASSESSMENT

Growth remains weak

Growth is expected to remain modest in 2018.
Despite the persistence of a restrictive fiscal
policy, including public tariff increases and aid
reductions, household consumption (55% of GDP)
is expected to improve. It would benefit, unless
the local rouble depreciates significantly, from
better control of inflationary pressures related to
the establishment of monetary objectives by the
central bank. In addition, the minimum wage and
remuneration overall could grow more quickly.
Exports (63% of GDP) should benefit from the
recovery in Russia (by far the main trading
partner), other CIS countries, and Ukraine, as
well as the eurozone. The increase in Russian oil
deliveries, a large share of which is re-exported
after refining, will contribute greatly as the main
export (30%). The manufacturing industry (25%
of GDP), particularly with chemicals (potash
fertilisers, plastic), food processing (dairy and
meat products), trucks, construction and farming
machinery, as well as the steel industry, will also
benefit, just like agriculture (8% of GDP with
livestock and cereals, which had a good harvest
in 2017). Conversely, fiscal policy should continue
to weigh on the investment of numerous state-
owned companies as well as on building and
public works.

A massive, inefficient public sector

Public debt has increased steadily, accounting
for more than half of GDP. 89% of the total is in
foreign currencies. The guarantees provided to
public companies (source of one third of GDP)
and public banks (66% of banking assets) by
the central government or its local levels alone
represent 10% of GDP, reflecting the confusion
between the State and public companies. The
commercial public sector must make do with a
lack of efficiency and instructions from the State
that are far from always being relevant. Cleaning
up the public sector will be laborious because of
budgetary constraints, especially since the State
does not seem to have given up on influencing it.
Privatisation and reorganisation projects,
potentially costly in terms of employment and
popularity, have been set aside, postponing the
conclusion of a financial programme with the IMF.
This attitude is facilitated by the limited recovery
of growth and its cooperation with Russia, which
has allowed financial resources to be obtained.

External accounts influenced by Russia

After Belarus’s refusal to recognise the
annexation of Crimea and accept a Russian
military base, Russia used the pretext of the
establishment of the Eurasian Economic Union
in 2015 to raise gas prices, and then reduce its
oil deliveries. An agreement was finally reached
in early 2017, putting an end to the costly fall-
out for Belarus’s economy. Russia granted an
increase in oil deliveries authorised for re-export,
a refinancing of gas arrears for USD 700 million,
permitted the release of USD 600 million by the
Eurasian Fund for Stabilization and Development
(EFSD), and promised a loan of USD 1 billion and
an additional USD 600 million from the EFSD for
2018. The country was then able to issue euro
bonds worth USD 1.4 billion, allowing reserves to
be replenished and foreign debt to be serviced
(75% of GDP, 30% for solely its public share in
April 2017). This debt is the counterpart of a
recurring current deficit resulting from a trade
deficit not offset by the surplus of services linked
to the transit activity, as well as the modesty of
foreign direct investments, mainly Russian.

A president playing the confrontation
between Russia and the West

President Alexandr Lukashenko, in power since
1994, was re-elected for the fifth time in 2015.
Political opposition is anaemic. On the other
hand, the social context, calm up to now, has
grown more tense since the economic crisis of
2015, brought about by the quarrel with Russia
and falling oil prices. Redistribution and increases
in income were curbed, while unemployment
grew. The reconciliation with Russia, satisfied to
see Belarus maintain a certain distance with the
West, allows the economic situation to recover
to a certain extent, while reducing the social cost
of reforms. However, the improvement remains
fragile. The sharing with Russia of revenues
from exports of oil products processed from oil
sold below market price is regularly the subject
of disputes, while the deterioration of relations
between Russia and the West may complicate
Belarus’s balancing. China’s increasing use of the
country as a production and export base, as part
of its “One Belt One Road” initiative, is a way to
diversify the partners.
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+ STRENGTHS

+Optimal location between UK, Germany
and France

«Presence of European institutions,
international organisations and global
groups

+Ports of Antwerp (second largest in Europe)
and Zeebrugge, canals, motorways

+Well-trained workforce through
professional education, multilingualism

+Net external creditor position
«Excellent business climate

- WEAKNESSES

-Political and financial tensions between
Flanders and Wallonia

«Complex institutional structure and
multiple administrative levels

«Strong dependence on the Western
European situation (goods and services
exports = 82% of the GDP)

«Exports concentrated on intermediate
products and the European Union

+High level of structural unemployment
+Heavy public debt

+Tight housing market

«Saturation of transport infrastructures

48 COFACE Country & Sector Risks Handbook 2018

e
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GDP growth (%) 15 12 17 18 113

Inflation (yearly average, %) 0.6 1.8 2.2 1.4 PO,P,U LATION
(millionsofpersons-2016)

Budget balance (% GDP) -2.5 -3.0 -1.5 -1.4 41248

Current account balance (% GDP) 0.4 -0.4 -0.4 -0.1 GD'P PER CAPITA

Public debt (% GDP) 105.8 105.7 103.8 102.5 (USdollars-2016)

(f): forecast

RISK ASSESSMENT

Consolidation of growth in 2018

Growth accelerated in 2017. The components of
demand, with the exception of the investment
in housing, generally posted more dynamic
growth than in 2016. Net exports, however,
contributed only slightly to this recovery. While
exports, which account for 85% of the GDP,
benefited from strong growth in the Eurozone,
imports rose, driven by rising energy costs
and domestic demand. The recovery in growth
should be consolidated in 2018. Household
consumption will remain the main driving force.
Purchasing power should benefit from an
increase in disposable income as a result of tax
cuts granted to households as part of the tax
shift and lower inflation. The good performance
of the labour market would continue to favour
employment. Favourable financing conditions
and declining employer contributions would
support the rise in investment, while the rate
of utilization of production capacity will remain
above its long-term level. The wage moderation
measures (index jump calculated on the basis
of the health index) have also helped to improve
the profitability of Belgian companies, but the
latter should only progress slightly following the
restoration of the index. Public investment is also
expected to increase more rapidly than in 2017,
driven by Flanders investment in the Oosterweel
link (Antwerp ring road).

Exports should remain strong thanks to the
expected growth of Belgium’s three main trading
partners, namely Germany, France and the
Netherlands. However, they could suffer from
the decline in their competitiveness because of
the rising cost of labour. The contribution of net
exports would remain low as domestic demand
will continue to pull imports.

Slower decline in the structural public
deficitin 2018

The fiscal deficit contracted in 2017 largely due
to higher budget revenues that benefited from
the economic recovery and low sovereign rates.
However, it should stabilize in 2018 despite a
more expansionary fiscal policy. In fact, the
government plans to encourage activity by
lowering taxes for households and businesses.
Current spending is also expected to decline,
but total spending would decrease to a lesser
extent as a result of higher investment spending.
The 2018 budget should result in a structural
improvement of the budget balance of only
0.3% of the GDP at the risk of not meeting the
requirements of the European Commission.
Belgium has committed to reducing the
structural deficit by 0.6% per year until 2019,

which would eventually allow it to bring the
public debt closer to 100% of the GDP threshold.
The weight of the latter remains substantial and
translates into an interest charge equivalent
to more than 2% of the GDP. However, debt
service would continue to contract as maturing
government bonds will be refinanced at more
favourable rates for the government. The resale
of part of the state’s stake in BNP Paribas will not,
however, compensate for the progress of loans
granted under the social housing policy.

The current account would remain in equilibrium.
The trade surplus would fall slightly under
the pressure of imports. Services will remain
in surplus through IT, telecommunications,
concession fees, transportation and trading.

The coalition remains in power

The federal government of Charles Michel is a
centre-right coalition resulting from the federal
elections of the 25" May 2014 and dominated by
the Flemish parties. It includes Nieuw-Vlaamse
Alliantie (N-VA), Christen-Democratisch en
Vlaams (CD&V) and Open Vlaamse Liberalen in
Democraten (Open VLD). The three Flemish parties
of the coalition a few months earlier formed the
same coalition within the Flemish government.
As for the Reformist Movement, it is the only
French-speaking party of the federal majority.
The socialist party relegated to the opposition
after 26 years of uninterrupted presence in the
Belgian federal government, remains the top
political force among Francophones. However, it
seems to be weakened. The party has in fact been
shaken by the proliferation of political scandals in
2017. At the beginning of this year, Wallonia was
rocked by the Publifin affair, a public company
that shares the management of local authorities
(electricity, etc.) based in Liege, which has paid
local elected representatives for services that
have not been rendered. In May 2017, the Samu
Sociale case triggered a controversy related to
the compensation of its directors and resulted
in the resignation of Yvan Mayeur, mayor of
Brussels. These revelations should somewhat
change the political landscape in Belgium, while
2018 should experience both a regional and
municipal election. The results of these two
deadlines should also give an overview of the
electoral dynamics that should operate during
the legislative elections of 2019.

PAYMENT AND COLLECTION PRACTICES IN BELGIUM

Payment

Bank transfers (SEPA & SWIFT) and electronic
payments are the most commonly used methods
of payment for businesses.

Cheques are rarely used and only in certain
sectors (such as transport and in the wholesale
of fruit and vegetables). As cheques no longer
benefit from a guarantee from the issuing bank,
the cheque issuer’s account needs to contain
sufficient funds in order to be for the cheque to be
cashed. Issuing a cheque with insufficient funds is
a criminal offence.

Bills of exchange are no longer used for payment
in Belgium, except in certain sectors and in
international transactions.

Payment defaults are no longer recorded in the
Moniteur Belge (MB, Belgian Official Journal), but
they can be consulted on the National Chamber
of Bailiffs’ website, where data is available to
banks and professional organisations

Debt collection

Amicable phase

There are no special provisions for out-of-court
debt recoveries between businesses. Creditors
should attempt to gain payment from debtors by
sending written reminders. Before commencing
legal action against a debtor company, it is
often worthwhile asking a lawyer to check the
database of seizures.

Legal proceedings

Judgments are normally delivered within 30
days after closure of the hearings. A judgment
is rendered by default in cases where debtors
are not present, or represented, during the
proceedings.

Fast track proceedings

This procedure is rarely used in B2B; and when
the debt is disputed, it cannot be implemented.
A 2016 law implemented a new set of procedural
rules, creating an out-of-court administrative
procedure for non-disputed debts. When an
order of payment has been issued, the debtor
has a month to pay the amount. If the debtor
refuses, the creditor can request a bailiff to issue
a writ of execution. Furthermore, under the
new rules, lodging an appeal against a judgment
will no longer suspend the enforceability of this
judgment. Consequently, even if the debtor
starts appeal proceedings, the creditor will be
able to pursue the recovery of the debt.

Retention of title clause

This is a contractual provision stipulating that
the seller retains title of goods until receipt of full
payment from the buyer. Unpaid creditors can
make claims on goods in the debtor’s possession.
It therefore follows that the retention of title
clause is enforceable in all situations where
creditors bear losses arising from insolvencies
(see Bankruptcy/Judicial Reorganisation below),
whatever the nature of the underlying contract.
When goods sold under retention of title are
converted into a claim (after a sale), the seller-
owner’s rights referring to this claim (the selling
price) are known as real subrogation.

Ordinary proceedings before the commercial
court

All disputes between companies can be tried
by the Commercial Court in Belgium. In cases of
cross-border claims using European legislation,
a European execution for payment proceedings
can be enabled. Claimants also have recourse to
European Small claims proceedings.

Summon on the merits

Summon by bailiff, court date for the introduction
of the case. If discussions do not take place,
judgement will follow within four to six weeks.
If there are discussions pending, parties need to
put their intentions in written conclusions. After
judgement, there is a possibility to appeal - if no
appeal is filed, the execution will follow through
the bailiff.

Attachment procedure

This judicial proceeding is conducted for the
benefit of only one party (ex parte). There are
three essential conditions to proceed with an
attachment:

1. Urgency of the measure

2. Prior authorisation of the judge is required to
lay a conservatory attachment

3. The debt must be certain, collectable and liquid

A debtor may request the cancellation of the
attachment if it has been unjustly imposed.
However once an attachment has been imposed,
it remains valid for a period of three years.
Subsequently, a conservatory attachment may
be transformed into an execution order.

Enforcement of a legal decision

A judgment becomes enforceable once all appeal
venues have been exhausted. If the debtor
refuses to execute payment, a bailiff can attach
the debtor’s assets or obtain payment through
a third party (Direct Action). Foreign awards
can be recognised and enforced in Belgium,
provided that various criteria are met. The
outcome will vary depending on whether the
award is rendered in an EU country (in which case
it will benefit from particularly advantageous
enforcement conditions), or a non-EU country
(for which normal exequatur procedures
are applied).

NUMBER OF CORPORATE FAILURES

BELGIUM

Insolvency proceedings

Bankruptcy proceedings

Debtors can file for bankruptcy when they have
ceased making payments for some time, or
when the creditor’s confidence has been lost. If
bankruptcy is granted, creditors must register
their claims within the time prescribed in the
court’s insolvency declaration. Failure to do so on
the part of a creditor will result in the cancellation
of their priority rights. The Court then appoints a
trustee, or official receiver, to verify the claims.
The retention of title clause can be cited by the
creditor, in order to claim his property.

Since 2017, submissions of claims where
bankruptcy procedures are involved must be
made electronically, via the www.regsol.be
website. This site is also a central register which
records all bankruptcies over the last 30 years.

Judicial restructuring process (reorganisation
judiciaire)

The judicial restructuring process is designed to
reorganise a company’s debts with its creditors.
It can be granted by the court upon request
of any debtor facing financial difficulties that
threaten its continued business in the short or
medium term. The debtor makes a reasoned
application to the Registry of the Commercial
Court in order to be granted an extended period
to pay the debt. This extended period is normally
set at six months, a period during which the
debtor must propose a reorganisation plan to all
of its creditors.

Outstanding creditors (those whose claims arose
before the commencement of the extended
period) cannot begin any execution procedure for
the sale of real or personal property of the debtor,
but can request enforcement of their retention
of title clause. Nevertheless, the extended
period does not prevent the debtor from making
voluntary payments to any the outstanding
creditors. In addition, the extended period does
not benefit co-debtors and guarantors, who are
still required to meet their commitments.

" Total M Estimate (e) / Forecast (f) = Yearly growth
12,000 — 11,740 — 15%
10,738
10,222 10588
10,000 — 9571 - - 9,763 —  10%
8,000 — — 5%
3.6%
6000 — g0 - 0%
4,000 — — 5%
-6.2%
2000 — 85%  91% — -10%
0 -15%
2010 2011 2012 2013 2014 2015 2016 2017(e) 2018(f)
Source: Statistics Belgium, Coface
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+ STRENGTHS

+One of the most stable democracies
in Africa

«Significant financial support from donors
(ODA, HIPC, MDRI)

- Strategic location (access to the sea for
landlocked countries)

- WEAKNESSES

+High levels of poverty

«Narrow and volatile export base
(dependent on fluctuations in cotton price)

«Erratic electricity supply
«Governance shortcomings

«Activity and tax revenues impacted
by Nigeria's economic policy decisions

«Terrorist threat (Boko Haram) from
neighbouring Nigeria
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Main Economic Indicators 2015

2016 2017¢) 2018

GDP growth (%) 2.1 4.0 5.0 56 11.1
Inflation (yearly average, %) 0.3 -0.8 0.5 20 PO,P,U LATION
(millionsofpersons-2016)
Budget balance (% GDP) -8.0 -6.2 -7.9 -6.0 71
Current account balance (% GDP) -7.6 -7.3 -7.2 -6.9 GDP PER CAPITA
Public debt (% GDP) 424 495 54.3 54.4 (USdollars - 2016)
(f): forecast

RISK ASSESSMENT

Continuation of favourable growth path

Growth is expected to continue on an upward
trajectory in 2018, thanks to the moderate
economic recovery in Nigeria and improved
agricultural performance. Cotton production
especially, in the absence of a major climate
shock, is likely to rise, as is the cotton price.
Growth will also be maintained by public and
private investment, especially in connection with
the government’s action plan: “Benin Revealed”,
costing USD 15 billion over five years (2016-2021),
i.e. 170% of GDP and focusing on infrastructure,
energy, tourism and agriculture. The recently
signed public-private partnership law should
stimulate participation by the private sector.
With the aim of making growth more inclusive
and eradicating poverty, the government will
continue programmes to reduce the isolation of
the most remote regions, notably thanks to the
completion of a railway line connecting Cotonou
to Niamey, which will also boost activity at the
Port of Cotonou. Private consumption trends will
remain dynamic overall, while inflation in 2018
is expected to remain below the 3% threshold
fixed by WAEMU, in a context of gradually rising
domestic demand and higher prices for various
import products (fuel, foodstuffs).

Gradual adjustment to the current account
and fiscal deficits

While expansionary policies have put a
considerable strain on deficit and debt in recent
years, the government is expected to adopt a
more restrictive approach in 2018 through a
certain number of reforms aimed at rationalising
spending and modernising the fiscal and customs
regimes. Moreover, the IMF’s approval in April
2017 of a three-year arrangement under the
Extended Credit Facility for an amount of
USD 151 million is expected to facilitate the
reform programme and thus restore investor
confidence.

The current account deficit is expected to persist,
but will reduce in 2018 due to an improved trade
balance. Exports (44% of which is cotton) are
expected to increase significantly thanks to
rising cotton production, accompanied by more
dynamic external - particularly regional -
demand, thanks to the Common External
Tariff. Imports are likely to remain relatively
as dynamic as before due to the considerable
volume of imports of capital goods and domestic
demand. Informal trade continues to occupy
a predominate position, with transit trade and
re-export trade to Nigeria representing 20%
of GDP. Remittances from expatriate workers
(of which almost half come from Nigeria) and aid

should lead to a higher surplus in the balance of
transfers. The current account deficit is mainly
financed by concessional loans and by flows
of FDIs associated with the activity of public-
private partnerships for infrastructure services.

A commitment to reform by a president
facing popular discontent

Businessman Patrice Talon won the presidential
elections in March 2016. He has set out an
ambitious programme of reforms, aimed, in
particular, at restoring investor confidence;
especially via prioritising an improvement in a
business climate that is marked by corruption,
patronage, red tape and a weak regulatory
framework.

Despite some progress on business start-ups
and insolvency resolution -the World Bank’s
Doing Business report ranks the country 155t
out of 190 countries (153 in 2016) - progress
is slow, and his popularity amongst the public is
crumbling in a context of rising popular discontent
linked to the lack of social progress. Moreover,
the rejection of the single-term presidency plan,
although supported by President Talon, could
result in him standing again in the next elections
in 2021 despite having said he would abstain.
Nonetheless, the new coalition formed in May
2017 and composed of 59 members of parliament
brought together to form the BMP (majority bloc
of parties in the National Assembly) supports the
president, which could potentially speed up the
implementation of the reforms.

COFACE ASSESSMENTS

Cco RY RISK

S TRADE EXCHANGES

Exports of goods, as a % of total

Brazil
RS
United States

14%
Argentina
11%
Euro Area
9%
Colombia
9%

Imports of goods, as a % of total

China
s

Brazil
B R
Argentina
11%
United States
10%
Euro Area

8%

+ STRENGTHS

«Significant mineral (gas, oil, zing, silver, gold,
lithium, tin, manganese) and agricultural
(quinoa) resources

«World's 15% largest exporter of natural gas

«Member of the Andean Community and
Association Agreement with Mercosur

«Tourism potential

- WEAKNESSES

«Poorly diversified economy and
dependent on hydrocarbons

«Poor development of private sector and
heavy reliance on public sector

«Landlocked country

«Size of the informal sector

«Insecurity, drug trafficking and corruption
«Risk of social unrest

N
w

BOLIVIA

2016 2017¢) 2018

GDP growth (%) 4.8 43 42 40 109
Inflation (yearly average, %) 4.0 3.6 32 5.1 POPULATION
(millionsofpersons-2016)

Budget balance (% GDP) -6.9 -6.6 -6.6 -6.3 3105
Current account balance (% GDP) -5.7 -5.7 -4.7 -4.7 GDP PER CAPITA
Public debt (% GDP) 38.7 434 457 474  (US dollars - 2016)

(f): forecast

RISK ASSESSMENT

Growth dependent on public sector

In 2018, growth will be sustained by dynamic
internal demand, especially thanks to continued
high levels of public spending in an economy
dominated by the public sector. Public
investment should continue to grow under
an ambitious National Economic and Social
Development Plan (Plan Nacional de Desarrollo
Econdémico y Social, USD 48.6 billion between
2016 and 2020) first implemented in 2016 and
built on an anti-cyclical stimulus objective in
the face of falling commodity prices. Focused on
the development of infrastructure and state-
owned enterprises in the energy sector, this
plan targets specifically the gas sector (29% of
the country’s exports in 2016) and the refining
industry. Nevertheless, the results were below
the objectives in 2017, due to a lack of skilled
personnel, problems of corruption and priority
given to the political agenda rather than the
effectiveness of the projects. The level of private
investment is expected to remain low, because
of a business climate being more than inadequate
(152" in the Doing Business 2018 rankings, with
the risk of nationalisation and discrimination
against private investors in favour of state-
owned enterprises) and dampening confidence.
The manufacturing and mining sectors are likely
to continue to be characterized by the lack of
investment, worn down by structural problems,
inefficiency and corruption. Agriculture
(employing 32% of the workforce) should be
robust provided good weather conditions prevail.
Private consumption is expected to grow, in
a context of controlled inflation thanks to the
boliviano’s dollar peg. Nevertheless, the non-
payment of end-of-year civil service bonuses
(bonuses subject to growth above 4.5%) could
limit this rise. Finally, net exports will contribute
negatively to growth. Higher gas exports, linked
to the recovery observed in Brazil and Argentina
(the two main destinations for Bolivian gas) are
unlikely to offset the rise in imports linked to
investment projects.

Persistent twin deficits

In 2018, there will still be a significant budget
deficit despite the increase in energy royalties
associated with rising hydrocarbon prices. The
accommodative fiscal policy, under the five-
year Investment Plan, as well as the considerable
share of spending allocated to civil service wages
and social programmes (28% and 19% of public
spending respectively in 2016) limits deficit
reduction. To finance its budget, Bolivia relies
on external debt (bond issue for USD 1 billion in
March 2017) and on the financial support of its
strategic partners, including China in particular

(USD 3.5 billion in loans for projects in 2016). The
public debt will, therefore, increase but remain
sustainable (external debt amounting to 37% of
GDP in 2017).

From the perspective of the current account,
the deficit is expected to remain large, burdened
by a growing trade deficit. The rise in imports
will be greater than that of exports, given the
significant need for intermediate products for
investment projects and competition from North
American liquid gas. This deficit will be partially
offset by remittances from expatriate workers
(3.4% of GDP in 2016). Weak FDIs (0.5% of GDP
in 2016) will force the government to finance
it by drawing on declining foreign exchange
reserves (14.2 months of imports in 2015, down
to 11.6 monthsin 2016).

Heightened political tensions

In power since 2005, President Evo Morales,
from the MAS Party (Movimiento al Socialismo),
is exacerbating tension by trying to stand for a
fourth term in the upcoming 2019 presidential
elections. Written into the constitution, the two-
term limit was scrapped by the Constitutional
Court in November 2017 on grounds that it
didn’t respect the President’s rights. This
decision, taken following an appeal by MAS
representatives, was seen as having been forced
through by the President, after his defeat in
the February 2016 referendum (51.3% against
unlimited re-election). The appointment of
judges to the Supreme and Constitutional Courts
(December 2017), marked by 65% of blank or
spoiled votes, is a sign of this growing defiance
with regard to the government and the judiciary.
The latter is criticised for its links to the executive.
However, in response to this lack of satisfaction
with the ruling party, the opposition is far from
providing a convincing alternative, with support
for opposition candidates even lower than for
President Morales. Meanwhile, the government
faces growing numbers of corruption cases
involving state-owned enterprises and has been
forced to intervene (arrest in June 2017 of top
executives in the national gas company, YPFB,
for peddling influence when awarding contracts).
This further undermines an already mediocre
business climate, given the relative legal
insecurity (expropriations and nationalisations
are still possible) and the ban on any recourse
to international arbitration. The government’s
failure to meet the demands of diverse social
groups is a potential source of popular protest.

COFACE Country & Sector Risks Handbook 2018 51




BOSNIA AND HERZEGOVINA
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S TRADE EXCHANGES
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«IMF financial aid
«Substantial immigrant workers' remittances

«Stabilisation and association agreement
with the EU

«Tourist and energy potential

+ STRENGTHS

«Institutional, regulatory, ethnic, and
economic fragmentation

+Weak public investment (transport,
education, healthcare)

«Limited diversity and low added value
of exports

+High unemployment (25%) and low
participation in working life (43%)

-Inappropriate targeting of social protection
«Large size of the informal sector

- WEAKNESSES
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GDP growth (%) 3.1 3.1 29 32 39

Inflation (yearly average, %) -1.0 -1.1 1.4 20 PO,P,U LATION
(millionsofpersons-2016)

Budget balance (% GDP) 0.7 1.0 -0.6 -1.0 4208

Current account balance (% GDP) -5.7 -5.1 -4.5 -5.0 G,DP PER CAPITA

Public debt (% GDP) 42.0 41.0 40.0 40.0 (USdollars-2016)

(f): forecast

RISK ASSESSMENT

Activity sustained by consumption and
exports

Despite a low-quality institutional and political
environment, economic activity is expected to
continue to grow moderately in 2018. Household
consumption should be further improved by
rising income, which will benefit from the vitality
of immigrant workers’ remittances (9% of GDP)
and the tourism boom. Retail trade will benefit
from this favourable trend, unless the problem of
Agrokor’s local distribution subsidiaries (Konzum
and Mercator) is not resolved. Primary sector and
industry exports, particularly mineral extraction,
forestry, basic metallurgy, chemicals, shoes, and
machinery, will grow thanks to the favourable
economic situation of the main trading partners.
The recent update of the commercial component
of the Stabilisation and Association Agreement
with the EU will contribute to this development.
However, given that imports will increase with
consumption at the same time, the contribution of
trade to growth would be small. Public investment
will depend on the IMF's release of additional
funding as part of its expanded credit facility and,
indirectly, funding from the EU. Their payment
is conditional on the adoption of a number of
reforms, particularly with regard to indirect taxation
and bank deposit guarantees. This money would
boost construction through the continuation of
the construction of the “Corridor Vc” motorway,
which is expected to cross the country between
the Croatian border to the north and the Adriatic
Sea. Both domestic and foreign private investment
will remain modest because of the persistence of
institutional weaknesses and a mediocre business
climate not offset by the low cost of labour.

Suitable public accounts, but a high current
account deficit

A slight loosening of fiscal policy, coupled with the
non-renewal of Russia’s repayment of Soviet debt
in July 2017 for EUR 125 million, is expected to lead to
the re-emergence of a slight public deficit in 2018.
However, a small deficit and moderate growth will
stabilise the proportion of public debt, the foreign
share of which represents 29% of GDP, which was
obtained under favourable conditions from public
multilateral agencies and is denominated mainly in
euros and the local currency, the mark, pegged to
the euro. It is divided almost equally between the
country’s Bosnian-Croat and Serbian constituent
entities, but, given the respective GDPs, the
Serbian public debt is more burdensome (60% of
GDP). While the public accounts situation appears
to be adequate, their management fragmented
between the central State and the two constituent
entities, the blocking of multilateral payments
forcing the acquisition of debt locally at a high rate,

while the servicing of the debt already accounts for
5% of GDP, and the future cost of the pension and
healthcare systems suggest a difficult future.

The current account deficit should remain high in
2018. The trade deficit should still represent about
a quarter of GDP. Immigrant workers’ remittances
and the surplus of services related to tourism and
transport will partially offset the trade deficit, as
usual. FDI (3% of GDP), some financing from the
EBRD, and the short-term indebtedness of the
private sector will make it possible to balance
payments, while keeping foreign exchange reserves
at a comfortable level, equivalent to six months
of imports. Despite the debt reduction of banks,
foreign debt represents 76% of GDP, and its private
share alone accounts for 46%.

A political environment marked by ethnic
divisions and three coexisting governments

Following the 1995 Dayton Accords, Bosnia
Herzegovina was divided into two distinct
autonomous entities: the Federation of Bosnia-
Herzegovina, predominately Bosniak (Muslim)
and Croat, and the Serb Republic of Bosnia, to
which the Brc¢ko district managed by the central
State is added. The central State is headed by a
collegial Presidency that is representative of the
three “constitutive peoples” with a presidency
alternating every eight months. The Constitution
grants only very limited powers to the central
State: responsibility for foreign and monetary
policy, customs duties, VAT, transport and defence.
Even these competences are difficult to manage,
because each ethnic component has a blocking
minority within the Central Parliament. In addition,
at both the central and entity levels, there is a great
deal of government instability due to the fact that
the nationalist parties fluctuate within government
coalitions. At the central level, there is no longer
a majority, preventing the adoption of texts
influencing the resumption of multilateral financing
and the candidature for the EU. It is likely that the
general elections of October 2018, both at the
central level and at the level of the two entities, will
not improve the situation, with voters continuing to
vote exclusively in favour of nationalist parties. The
political instabilities will remain, with the Bosniak
Muslim politicians attempting to increase the role
of the central government, whilst Croat politicians,
striving to establish their own autonomous entity,
as well as the Serb politicians work to block the
legislative process. Institutional complexity makes
it difficult to correct inadequacies of justice,
regulatory disparities, corruption, oppressiveness,
and poor administrative efficiency.
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+ STRENGTHS

«Abundant natural resources
(especially diamonds)

«Sustainable level of public and external debt

«Substantial currency reserves

«Political stability and level of governance,
placing the country among the leading
countries in Sub-Saharan Africa and in
the international rankings of the business
environment.

«Member of SACU (Southern Africa Custom
Union)

- WEAKNESSES

«Dependence on the diamond sector
(more than 80% of exports)

«Insufficient infrastructure (production and
distribution of water and electricity)

«Inequality and high unemployment

- Stagnation of poverty at a relatively
high level

B -
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BOTSWANA

2016 2017¢) 2018

GDP growth (%) -1.7 43 33 45 22

Inflation (yearly average, %) 3.1 2.8 34 39 POPULATION
(millionsofpersons-2016)

Budget balance (% GDP)* -4.7 -0.7 -3.6 -4.1 97

Current account balance (% GDP) 8.3 11.7 4.5 4.1 GDP PER CAPITA

Public debt (% GDP) 16.4 15.5 15.5 15.0 (USdollars-2016)

*last fiscal year from April 2018 to March 2019  (f): forecast

RISK ASSESSMENT

Consolidation of growth thanks
to diamonds

Constrained in 2017 by the cessation of activity
at both the copper and nickel mine (BCL) and the
Lerala diamond mine, growth should resume in
2018. The acceleration of the pace of growth will
be supported by the extractive industries sector
(20% of GDP). The demand for diamonds, which
collapsed in 2015, should see a gradual recovery
and thus support Botswana’s exports, with the
latter also set to benefit from the first full year
of production at the Mowana copper mine, which
reopened in mid-2017.

Public investment, carried out under the
economic stimulus package (adopted in 2015),
and the eleventh national development plan
will also support activity, particularly in the
services sector. In particular, tourism, financial
services, education, and health are targeted to
promote economic diversification, which has
long been promised but slow to materialize.
The construction sector should benefit from
investment in infrastructure. In the short term,
however, the program is expected to provide only
modest support for household consumption,
due to persistently high rates of poverty and
unemployment. Industries will continue to suffer
from unreliable water and electricity supplies,
as well as a lack of skilled labour. Despite a slight
rise, inflation should remain contained, reflecting
moderate domestic demand.

Public and external accounts burned
by decreased SACU revenues

The expansionary positioning of the 2018/2019
budget to support growth should continue
to widen the deficit. Investment capital
expenditures, particularly in water and transport
infrastructure, are set to have a large impact
on the budget. Military and defence spending
- defined as one of the government’s priorities
for the fiscal year beginning on the 15t April 2018 -
should also contribute to the widening of the
deficit. In the run-up to the 2019 elections,
allowances and subsidies to public companies
have also been revised upwards. Tax incentives
for companies setting up in the Selebi Phikwe
region - the location of the BCL mine, and hit hard
by its closure - are notably planned. Progress
in domestic revenue mobilisation and a likely
increase in mining revenues will only partially
offset the decline in SACU customs revenue.

The current account balance surplus is
expected to continue to decline in the wake of
deterioration in the transfers balance. Transfers
from SACU would be the main contributors to
this degradation. An increase in the price of

diamond carats should support income from the
export and re-export of diamonds. Close to non-
existent after the closure of the BCL mine in the
first half of 2017, exports of copper and nickel,
bolstered by better prices of these base metals,
should help maintain the trade surplus, while the
services balance should benefit from a recovery
of tourism.

Taking the external accounts situation into
account, Botswana has comfortable foreign
exchange reserves (more than ten months of
imports of goods and services). The surplus
reserves remaining after an assessment of the
Central Bank are transferred to the Pula Fund,
a sovereign fund created in 1994, which makes
it possible to finance a large part of the budget
deficit. In addition, recourse to domestic and
external borrowing will remain limited: the debt
should therefore remain low.

lan Khama hands over the reins

In keeping with Botswana'’s political tradition,
lan Khama, re-elected president for a second
term in 2014, is expected to resign in March
2018, and to hand over the reins to his Vice
President, Mokgweetsi Masisi. After winning
the presidential race of the Democratic Party of
Botswana (BDP) in July 2017, he will assume the
office of President until the general elections
of 2019, when he will likely represent his party.
In power since the independence of Botswana
(1966), support for the BDP seems to have
eroded in recent years: despite obtaining
two-thirds of the seats, the party achieved
only 47% of the popular vote recorded in 2014
- the weakest in its history, and for the first
time below the symbolic 50% mark. Given the
insufficient progress in economic diversification
that could reduce unemployment, poverty,
and inequality during Khama's term, an erosion
of support for the BDP could again be seen in
2019. However, the divisions of the opposition
coalition, the Collective for Democratic Change
(UDC), symbolized by the split of the Botswana
Movement for Democracy (BMD) and the
formation of the Alliance of Progressives in
September 2017, could work in favour of the BDP.

Regularly positioned among its sub-Saharan
African peers in international rankings, Botswana
still has some progress to make to improve
its business environment and support private
sector development.
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+ STRENGTHS
«Varied and rich mineral resources and
agricultural harvests
+Well diversified industry

«Improving institutional transparency
following recent corruption scandals

«Strong internal reserves position (import
coverage of roughly 30 months)

- WEAKNESSES

«Very sensitive fiscal position
«Bottlenecks in infrastructure
«Low investment level

+High cost of production (wages, energy,
logistics, credit)

«Shortages of qualified labour; inadequate
education system

' SECTOR RISK ASSESSMENT
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GDP growth (%) -3.8 -3.6 0.7 23 206.1

Inflation (yearly average, %) 9.0 8.7 3.7 4.0 PO,P,U LATION
(millionsofpersons-2016)

Budget balance (% GDP) -10.2 -9.0 -9.2 -7.6 5727

Current account balance (% GDP) -3.3 -1.3 -0.6 -1.6 GlDP PER CAPITA

Public debt (% GDP) 65.5 69.9 744 74.8 (USdollars - 2016)

(f): forecast

RISK ASSESSMENT

Activity is gradually recovering

After two years of sharp recession, the economy
rebounded in 2017, with GDP growing by 0.6% year-
on-year during the first three quarters of the year.
On the supply side, agriculture climbed by 14.5%
year-on-year, driven by the favourable weather
conditions that contributed to a record harvest.
Industrial and services activities improved as well:
industry rose by 0.4% year-on-year in the third
quarter of 2017, while services grew by 1%. On the
demand side, the rebound has been mainly driven
by household consumption. The improvement is
explained by more benign macro fundamentals,
such as declining unemployment, low inflation
level, and a strong easing monetary cycle since
October 2016. On the other hand, investments
have weakened as a result of political turmoil: gross
fixed investments shrunk by 3.6% in the first nine
months of 2017 year-on-year.

Activity is set to gain strength this year, driven by
a stronger recovery of household consumption and
by exports. A repressed consumption, a stronger
job market and a faster pass-through from lower
policy rate to the final interest rates will contribute
to this movement. In addition, foreign trade should
continue to benefit from a still solid global activity
(particularly the recovery in Argentina). Despite the
generally more positive perspective, investments
are likely to remain undermined by upcoming
presidential elections (October 2018).

Comfortable trade surplus diverges from
a bleeding fiscal account

Brazil’s current account has improved significantly
in recent years. This shift has been mainly led by
a record trade surplus. Weakened local demand
versus the relatively higher global growth played
a decisive role. The current account deficit is
expected to marginally widen in 2018 as economic
rebound gains traction. Nevertheless, the current
account deficit will remain easily covered by direct
investments received by the country (coverage of
approximately eight times).

The fiscal aspect remains the Achilles’s heel of the
Brazilian economy. Gross public debt has increased
significantly over recent years, leading the country
to successive downgrades by rating agencies.
The economic team of President Michel Temer
took office in May 2016 and has since pursued
a tightened fiscal policy. Improvements were
achieved, such as the approval in Congress of a
spending cap that limits the growth of government
expenses by the previous year’s inflation. A social
security reform, which is a key to containing fiscal
bleeding, was also sent to the Lower House in
December 2016. However, the proposal - which
requires 60% support in two rounds of voting in

the Lower House and in the Senate - was delayed
by new political scandals that came into light and
threatened President Temer’s government, who
managed to weather two complaints imposed
by the Attorney General, but not without
consequences. The now-weakened government,
with less political support in Congress, is running
out of time to pass a softer version of the social
security reform, which nonetheless might be
unsuccessful due to the proximity of the legislative
elections in October 2018.

Presidential elections of October 2018
will be closely watched

Former Vice President Michel Temer (centre-right
PMDB party) became President in August 2016,
after President Dilma Rousseff (leftist Labour Party)
was impeached by the Congress. The case was
triggered by the accusation that her government
was hiding the size of the public deficit (breaking
the Fiscal Responsibility Law). Her dismissal,
however, gradually became more likely with the
“Operation Car Wash” investigation approaching
the heart of her party. This investigation, initiated
in March 2014 and carried out by the Federal Police
of Brazil, has revealed widespread corruption
scandals within several of the country’s political
parties, and impacted President Temer in May 2017.
The new turmoil was triggered by the content of
the plea bargain of the chairman of Brazil’s largest
meat processing group. President Temer was able
to survive two charges brought against him by the
Attorney General, thanks to a mobilization that
included the ostensive use of the state apparatus.

The presidential and legislative elections in
October 2018 will be held in a challenging political
environment. The population is both tired of the
current government (only 5% considers the PMDB
government good or very good) and angered by
the widespread corruption. This scenario might
create an opportunity for outsiders, but because
the presidential candidates are not yet concretely
confirmed, it is too early to try and predict the
winner. However, former president Luiz Inacio
Lula da Silva (Labour Party) and the extreme-right
populist Jair Bolsonaro were doing well in the polls
in late 2017.“Lula"is currently the frontrunner, but
might not be able to run after being found guilty on
corruption and money-laundering charges in July
2017.If his sentence is maintained on appeal, he will
be prevented of running for elections.

PAYMENT AND COLLECTION PRACTICES IN BRAZIL

Payment

Bills of exchange (letra de cdmbio) and, to a lesser
extent, promissory notes (nota promissdria) are
the most common form of payment used in local
commercial transactions. The validity of either
instrument requires a certain degree of formalism
in their issuance.

The use of cheques is relatively commonplace -
often post-dated in practice and thus transformed
into credit payment instruments - and their
issuance requires comparable formalism.

Although the use of the above credit payment
instruments for international settlements is not
advisable, they nonetheless represent, an effective
means of pressure in case of default, constituting
an extra-legal enforcement title that provides
creditors with privileged access to enforcement
proceedings.

The duplicata mercantil, a specific payment
instrument, is a copy of the original invoice
presented by the supplier to the customer within
30 days for acceptance and signature. It can then
circulate as an enforceable credit instrument.

Bank transfers, sometimes guaranteed by a
standby letter of credit, are also commonly used
for payments in domestic and foreign transactions.
They offer relatively flexible settlement processing,
particularly via the SWIFT electronic network, to
which most major Brazilian banks are connected.

For transfers of large sums, various highly
automated interbank transfer systems are
available, e.g. since April 2002, the STR real time
Interbank Fund Transfer System (Sistema de
Transferéncia de Reservas) managed by Banco
Central do Brasil or the RSFN / National Financial
System Network (Rede do Sistema Financeiro
Nacional) linking various financial operators in Brazil
in real time.

Debt collection

Amicable Phase

Creditors begin this phase by attempting to
contact their debtors via telephone and email. If
unsuccessful, creditors must then make a final
demand by a registered letter with recorded
delivery, requesting that the debtor pay the
outstanding principal increased by past-due
interest as stipulated in the transaction agreement.
In the absence of an interest-rate clause, the civil
code stipulates use of the penalty interest rate
imposed on tax payments, which is 1% per month
past due.

When creditors are unable to reach their debtors
by phone and/or email, a search of the company’s
contacts, partner businesses, and owners is
conducted, in order to establish contact and enter
into a settlement negotiation. If there is still no
contact, this leads to an investigation of assets,
an on-site visit, and an analysis of the debtor’s
financial situation so as to ascertain the feasibility of
taking legal action. Considering the slow pace and
the cost of legal proceedings, it is always advisable
to negotiate directly with defaulting debtors where
possible, and attempt to settle on an amicable
basis, taking into consideration that a repayment
plan may last for up to two years. If amicable
settlement negotiation is unsuccessful, creditors
may attempt to reclaim the money owed via the
Brazilian judicial system.

Legal proceedings

The legal system comprises two types of
jurisdiction. The first of these is at the state level.
Each Brazilian state (26 states, plus the Distrito
Federal of Brasilia), notably including a Court of
Justice (Tribunal de Justica) whose judgments can

be appealed at the state level. Legal costs vary from
state to state.

The second type of jurisdiction involves the Federal
Courts. There are five regional Federal Courts
(Tribunais Regionais Federais, TRF), each with
its own geographic competence encompassing
several States.

For recourse on non-constitutional questions, TRF
judgments can be appealed to the highest court of
law, the Superior Tribunal de Justica (STJ) located in
Brasilia.

Brazilian law provides a wide range of legal
measures to be used in defence of the rights of
creditor against debtor, and provides also a large
number of appeals to debtor.

Monitory Action
The acdo monitdria is a special procedure that

can be filed by any creditor who holds either
a non-enforceable written proof, or any proof
that is considered as an extrajudicial instrument
recognized by the law as enforceable (even if it
does not comply with all the legal requirements).

If the debtor’s obligation is deemed certain, liquid
and eligible, the Municipal Courts usually render
payment orders within fifteen days. If the debtor
fails to comply within three days, the order
becomes enforceable. In cases of appeal, the
creditor has to commence formal ordinary legal
action. The difference between this procedure
and the Enforcement Proceeding is in the legal
requirements and in the possibility of questioning
the merit of the obligational relationship by the
debtor over the course of the suit.

The agdo monitéria is slower than a regular
Enforcement Proceeding: if the debtor presents an
objection in the court, the merits of the commercial
relation will be thoroughly discussed in the same
fashion as a Standard Lawsuit. The estimated
period of this lawsuit is on average two years.

Ordinary proceedings are presided over by an
interrogating judge (inquisitorial procedure), and
require a scrupulous examination of evidence
submitted by each party in conjunction with study
of any expert testimony. The creditor must serve
the debtor with a registered Writ of Summons,
which the debtor must answer within fifteen days
of receipt. The initial proceedings encompass an
investigation phase and an examination phase. The
final step of the process is the main hearing, during
which the respective parties are heard. After this, a
judgement is made by the court. The tribunal may
render a default judgment if a duly served writ
is left unanswered. It takes two to three years to
obtain an enforceable judgment in first instance.

Enforcement of a legal decision

Of a Court decision

A final judgment is normally automatically enforced
by Brazilian Courts. Since the reforms in 2005 and
2006, attachment of the debtor’s assets is possible
if the latter fails to obey a final order within three
days. In practice, execution can prove difficult, as
there are very few methods for tracing assets in
Brazil.

Foreign awards can be enforced if they meet certain

conditions:

-The homologation has to be concluded by the
Superior Court to be enforced in Brazil

-The parties have be notified

-The award has to comply with all the requirements
for enforcement (such as being translated from
Portuguese by a public sworn translator).

Of an extra judicial instrument
The enforcement of extrajudicial instruments is a
legal type of enforcement granted to the creditor
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in order to allow him to claim his rights against the
debtor. This is the most direct and effective court
vehicle to recover credits in Brazil. This lawsuit does
not require prior guarantees from foreign creditors
(as the bond in the monitory suit for example).

Moreover, Brazilian legislation renders some
documents enforceable. These are separated in two
main categories:

-Legal enforcement titles, including judgments
made by a local Court recognizing the existence
of a contractual obligation, and court-approved
conciliations and arbitral awards

-Extra-legal enforcement titles, such as bills of
exchange, invoices, promissory notes, duplicata
mercantil, cheques, official documents signed by
the debtor, private agreements signed by debtor,
creditor and two witnesses (obligatory) — as an
acknowledgement of debt, secured agreements,
and so on
- It is obligatory to submit the original versions of

these documents - copies are not accepted by
the court

On average and within the main states, it takes
a year for a judgement to be made following the
initiation of legal proceedings.

Insolvency proceedings

Out of Court restructuring

Debtor can negotiate a restructuring plan informally
with their creditors. The plan must represent a
minimum of 60% of the total debt amount. This plan
must be approved by the court.

Judicial Restructuring Procedure

The objective of this procedure is to help companies
overcome financial difficulties and to preserve the
company, its employees and creditors’ interests,
with the goal of leaving it able to continue business
once the procedure is completed.

The principal stages of this lawsuit are as follows:

« Debtors make a restructure to the request to the
court, or request the conversion of a liquidation
request to the court from their creditor(s)

«If the plan is accepted by the court, debtors
typically have typically 60 days (though this period
is not necessarily mandatory) to present a list with
all debts from creditors, and a payment plan

« A judge schedules two creditors’ meetings, with
the second only occurring if the first one does not
take place. During these meetings, the proposed
plan must be accepted by a majority of creditors

« Payments start as decided in the approved plan.

The estimated period of this lawsuit is between

5and 20 years

Liquidation

The objective of the liquidation process is to collect

all of the incomes of debtors who are declared

bankrupt. The principal stages of liquidation are as
follows:

- Liquidation can be requested by either debtors
(auto-faléncia), or any of their creditors if the
debt totals more than 40 times the minimum
wage

- The initiating party must prove the existence
of a net obligation, overdue and defaulted by
presenting protested enforceable title (special
protest — personal notice of debtor);

«Upon analysis of a debtor’s financial situation,
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