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2022 RISK MAP OF COUNTRIES ALONG THE BELT AND ROAD
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China Chengxin International Credit Rating Co., Ltd. (hereinafter referred to as
“CCXI”) hereby launches the Country Risk Report Along the Belt and Road (2022)
(hereinafter referred to as “the Report”), following the previous five editions in
the years from 2017 to 2021. The Report carries on in providing a professional
interpretation of the country risks, covering 60 sovereign countries along the Belt
and Road. At the same time, CCXI and China International Contractors Association
(CHINCA) joint release the Overview of Risks Facing the Chinese International
Contracting Industry in 2022 as a systematic examination and sum-up of the salient
risk existing in China’s international contracting industry in 2022. While examining
and analyzing the major risk the industry is currently faced up in dimensions of
macro economy, industry, enterprise, and others, the Overview was compiled after
giving in-depth surveys and interviews to over 100 member enterprises. Being
timely, comprehensive, and relevant, the Overview is expected to be helpful in
effectively identifying, controlling, and dealing with the risks that arise from the

process of international contracting business.
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Founded in 1992, CCXIl is a pioneer in the credit rating business in China, a leading independent
third-party credit rating service provider, as well as the Chinese credit rating agency with the longest
history, the largest scale, and the highest market share in domestic rating industry, which all gives rise
to a sound reputation in the capital market. The business scope of CCXI covers credit rating business
and investor service business in domestic and foreign bond markets, green financial assessment
and consulting services, credit risk index services, etc. As a professional provider of risk assessment,
CCXI has a systematic theoretical basis and ample practical experience in risk assessment of

countries along the Belt and Road, international contractors and enterprises.

As of July, 2022, China had signed over 200 Belt and Road Initiative (“BRI”) cooperation documents
with 149 countries and 32 international organizations. Since the joint effort put in the Belt and Road
initiative from countries around, it has been going on for nine years and achieved fruitful results. In a
world of unprecedented, accelerated changes, a new round of technological and industrial revolutions
has brought the ever-fierce competition, while global issues such as climate change and COVID-19
pandemic containment are reshaping human society. Against the backdrop of an increasingly

complicated overseas environment, netting a solid risk control network and effectively identifying

country risks along the Belt and Road could contribute to the high-quality implementation of BRI.
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Part l. Risk Performance and
Outlook of Countries along
the Belt and Road

Overall Risk Performance of Countries
along the Belt and Road

In 2022, country risks along the Belt and Road increased as a whole with further
divergence among the countries.

In 2022, in the context of the ongoing Russia-Ukraine war and the accelerated tightening of monetary
policy, the economic prospects of Ukraine, Belarus and other related countries have deteriorated
significantly. Sri Lanka has become the first Asia-Pacific country in decade to default. The rising risk
of the low-rated countries has led to the increase of the average risk level of countries along the Belt
and Road. Specifically, the average score of country risks rose slightly from 45.74 in 2021 to 46.46 in
2022, with intensified polarization among the countries.

Fig. 1: Distribution of Country Risk Levels of Countries along the Belt and Road (2021 vs. 2022)
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In terms of rank distribution, the number of countries with medium or high risk in 2022 drop from 31
in 2021 to 28, accounting for 47% of the total; and the number of countries with high risk levels rose
from 18 to 19, accounting for 32%, while the number of countries with low and very low risk levels
rose to 13, accounting for 22%, delivering an upward trend as exhibited in 2021. The overall risk
scores assigned to the countries along the Belt and Road in 2022 show that developed countries
such as Singapore, South Korea, and Japan still render very low country risk, while the overall risks
of some emerging and developing countries such as Ukraine, Myanmar, Belarus, Sri Lanka and
Kyrgyzstan are prominent.

Compared with last year, the risks of countries in Eastern Europe such as Russia,
Ukraine and Belarus have risen significantly with the ongoing military conflict, and
the risks of low-rated countries are more prominent.

In 2022, 13 countries saw their risk levels changed compared with 2021, of which 5 countries had a
rising risk level and 8 countries had a decreasing risk level. Specifically, Qatar, Kuwait, Saudi Arabia,
Vietnam, Oman, Kazakhstan, Algeria and other countries manifested an improved risk profile, while
the country risks of Russia, Tajikistan, Slovakia, Estonia and the Czech Republic have increased.

Table 1: Changes in country risk level (2022 vs. 2021)

Risk level in 2021 Risk level in 2022
Qatar | Medium | Very low
Czech Republic Very low Low
Kuwait Medium Low
Saudi Arabia Medium Low
Vietnam Medium Low
Slovakia Low Medium
Estonia Low Medium
Oman Medium
Kazakhstan Medium
Oman Medium
Philippines
Algeria
Tajikistan
Belarus Medium Very low
Russia Very low | Low

low

Low risk High risk
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Fig. 1: Distribution of Country Risk Levels of Countries along the Belt and Road (2021 vs. 2022)
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Qatar, Kuwait, Saudi Arabia, Kazakhstan and other oil producing and exporting countries have long
relied on energy exports for economic growth and public finance. High commodity prices in 2022 help
sustain the international trade surplus and fuel the recovery and development of the oil economy.
Against such backdrop, these countries managed to see significant improvement in their overall
economic environment and alleviation in their fiscal pressure, thus are exposed to notably lower risks
as a whole.

Meanwhile, the spillover effect of the Russia-Ukraine conflict has adversely impacted some
economies along the Belt and Road, and the economic prospects of Russia and some countries
in Central Asia and Eastern Europe have deteriorated significantly. The economies in the center of
the war are expected to face a significant economic crisis. It is estimated that the Russian economy
could shrink by more than 4% in 2022, while the economies in Eastern Europe, including Ukraine and
Belarus, are expected to shrink by 20 to 30%, and their country risks would also rise significantly.

Risk Performance of Regions along the
Belt and Road

Among the eight regions along the Belt and Road, the regional risks of Eastern Europe
and South Asia have risen significantly, and South Asia poses the highest risk.

Under severe impact of the Russia-Ukraine conflict, the economic and fiscal risks are on the rise,
resulting in a deterioration in its regional ranking. Some Eastern European countries with high level of
foreign debt, such as Lithuania and Serbia, have significantly higher external risk due to the tightening
financing environment and rising inflation pressure. In the context of the continuous military conflict,
Ukraine and Belarus fell into deep recession.

In 2022, South Asia also see its overall regional risk rise significantly, posing the highest
risk among the eight regions. The region is characterized by rising inflation rate, currency
depreciation and foreign exchange reserve losses. Most countries in South Asia have weak
economic fundamentals and large external risk exposures. With the spillover effect of the Russia-
Ukraine conflict driving up commodity prices, the exchange risk in South Asia is prominent.
Against such a backdrop, Sri Lanka has become the first sovereign country to default since
the breakout of the conflict, and has fallen into a severe economic crisis. Pakistan's economic
and external vulnerability is also on the rise with continuous currency depreciation, and hiking
pressure on foreign debt repayment. Meanwhile, Pakistan and Sri Lanka have experienced
regime changes and the political environment is unstable.
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Fig. 3: 2022 Regional Risk Scores along the Belt and Road
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Sub-factor Risks

In 2022, countries along the Belt and Road generally saw some mitigation in their
economic and fiscal debt risks, while external risk, banking system risk and political
risk remain high.

From a regional perspective, Central Europe and East Asia showed the most balanced risk
performance with lower sub-factor risks. The South Asian countries saw their fiscal debt risks
remain at the highest level given the huge spending on infrastructure and weak fiscal revenue.
The geopolitical environment in South Caucasus is still challenging, and the political risk is
the most prominent among the regions. As for banking risk, the banking sector in Central
Asian countries continues to deal with the risk of local currency devaluation in the face of high
dollarization, thus the banking system risk remains high.

Fig. 4: 2022 Sub-factor Risk Scores of Countries along Belt and Road
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Fig. 5: Distribution of Secondary Factor-based Risk in Countries along the Belt and Road
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Distribution of Banking System Risk
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2023 Country Risk Outlook along the
Belt and Road

The Russia-Ukraine war and the tightening of monetary policy have a wide range
of negative implications on the economies along the Belt and Road, leading to
weakening growth prospects and increasing divergence.

The growth expectations of some emerging markets and developing economies (EMDEs) are
significantly weakened against the backdrop of the Russia-Ukraine conflict and accelerated monetary
tightening. Most EMDESs along the Belt and Road have large population in size and weak institutional
governance. The global supply chain crisis is further aggravated by persistent military conflicts and
related sanctions. Elevated food and energy prices will intensify social and political risks, weighing
on the growth prospect of some EMDEs along the Belt and Road. In the coming period, stabilizing
inflation, managing high debt and achieving a soft landing in the midst of multiple uncertainties are
critical for most sovereign countries.

The divergence among regions will be further intensified in 2023. The economic growth of South
Asian countries has slowed down under the spillover effect of the Russia-Ukraine conflict. In 2023,
South Asia will continue to face high external and fiscal risks, while the economic risk may be
mitigated with relatively high economic growth rate above 6% in 2023. Central and Eastern Europe

11
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will still be under severe impact of the Russia-Ukraine conflict, rendering very low economic growth,
with Russia and Ukraine troubled by economic and social tensions. The economy of Southeast Asian
countries continue the route of recovery with an estimated economic growth rate of 5% in 2023.
However, due to the tightening of external financing environment, currency devaluation and capital
outflow would exacerbate, imposing multiple uncertainties to economic growth. Benefiting from high
commodity prices, economic recovery in Central Asia, the Middle East and North Africa could carry on.

Amid the accelerated tightening of the global financing environment, EMDEs along
the Belt and Road are generally faced with more severe debt-repayment pressure,
especially those with high debt levels and large external financing needs.

Debt burdens in middle-income developing countries are at 30-year high. Compared with developed
economies, emerging market countries are faced with severe sovereign debt risks. On May 18, 2022,
Sri Lanka defaulted for the first time in its history, and other emerging countries have also been under
escalating debt pressure. Tighter financial conditions and economic scarring will push some debt
burdens to unsustainable levels, while rising borrowing costs will erode debt affordability. In response
to the high inflation and increased pressure from currency depreciation, central banks in some
EMDEs have been more aggressive in interest rate hikes. Economic stagnation and rising borrowing
costs have posed downward pressure on debt repayment. In this context, EMDEs will see their debt
management and access to foreign exchange more challenging, and the possibility for emerging
economies to fall into debt crises has risen sharply. So far, about 60% of low-income developing
countries have been in debt distress or high-risk plights. Bond spreads has widened significantly,
with the tightening of the financing environment for emerging market countries. Countries such as
Mongolia, Turkey, Egypt, Sri Lanka, Pakistan, and Argentina will face higher debt repayment pressure
in the coming period.

As the Russia-Ukraine war opens a new chapter on the global political landscape, it is
necessary to guard against the uncertainty brought by rising political and social risks.

The geopolitical tensions caused by the Russia-Ukraine conflict have posed downside risks in 2022.
The competitive cooperation relations between major superpowers worldwide are becoming more
complex, against the backdrop of evolving global political landscape. The Russia-Ukraine conflict
has directly raised the geopolitical risks faced by Central and Eastern European countries, such as
the three Baltic States, Poland, and Moldova. Additionally, the recent frequent changes in the UK
Prime Ministers and the resignation of Italian Prime Minister Mario Draghi have also exacerbated the
political divisions and uncertainty in Europe. Currently, the Middle East, Central Asia, and the BRICS
countries have gained more geopolitical importance and the new political alliances are being shaped.
Meanwhile, it is imperative to guard against the possibility of forming “iron curtains” between different
global camps.

Geopolitics and potential missteps also fuel political instability and social risks. The Russia-Ukraine
conflict are adding to the regional instability in Central Asia, South Asia, and the Middle East. Political
instability, coupled with a rise in food and energy prices, may lead to greater internal governance
uncertainties. Countries that are unable to contain inflationary pressures could face significant political
and social instability. Sovereigns with weak social safety nets and constrained fiscal space are facing
greater difficulty mitigating social risks.

12
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Given the increasingly significant impact of environmental, social, and governance
(ESG) risk on the global economy, implementing a green BRI could help the
countries transform and upgrade the economic structure.

The impact of ESG factors on a country's economy and finance is on the rise. At present, the global
ecological environment challenges are becoming increasingly serious, and the impact on low-income
countries is more prominent. Frequent occurrence of natural disasters will directly affect economic
performance and financial conditions. As the world faces ever-severe environmental challenges,
putting efforts into building a green and low-carbon economy has become a new consensus for all
countries. Relying on international cooperation platforms such as the Green Alliance, strengthening
cooperation and guidance, exploring green innovation, and promoting mutual benefit and sharing
will help deepen cooperation on the Green Silk Road, which is also a key area of the Belt and Road
cooperation.

In particular, many countries along the Belt and Road have complex geographical conditions and
fragile ecological environment, and most developing countries rely on the extensive economic growth
to promote the industrialization process, which is characterized by heavy resource consumption,
sluggish development of green investment and financial system. In addition, they generally lack the
top-level design of green development. The green BRI incorporates a wide range of fields such as
circular economy, energy conservation and emission reduction, clean energy use, development of
new and renewable energies, and digital transformation into the scope of BRI cooperation. Promoting
green infrastructure construction will not just help reduce carbon emissions, but also add momentum
to economic growth for countries along the Belt and Road. At the same time, with the promotion
of the long-term development mechanism of green finance, the green investment structure will be
further optimized, giving full play to the role of financial empowerment, and helping the sustainable
development under the BRI.

13



COUNTRY RISK REPORT ALONG THE BELT AND ROAD (2022)

Part ll. Risk Distribution along
the Belt and Road

Central Europe: Rising country risks due
to the Russia-Ukraine conflict

Fig. 6: 2022 Country Risk Map of Central Europe along the Belt and Road
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Table 2 : Country risk distribution of Central Europe in 2022

Country Fiscaldebt Economic  Political External Banking

risk risk risk risk risk system risk
CzechRepublic ~ 30.72 28.33 23.71 20.00
Poland 33.43 26.67 15.70 38.00
Slovenia 33.81 40.00 32.02 27.83
Slovakia 37.32 36.67 29.36 29.33
Hungary 3062 [EEEAN 3302 31.67
Croatia 43.33 36.67 48.33 34.50
Central Europe 36.37 35.83 30.36 30.22
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Being the hub connecting Western Europe, Eastern Europe and the Middle East, Central Europe
locates at the end of the "Belt and Road" and is the necessary route of the Eurasian land passage.
Central European countries generally have strong economic strength and stable development path,
making them stand out amongst regions for investment along the "Belt and Road". With profound
industrial tradition, Central Europe enjoys advanced industry level than countries with the same
income level. Benefiting from the EU integration process, the region has undertaken the industrial
transfer from developed countries in Western Europe in recent years, while EU’s economy has
significant impact on their development. In terms of the overall risk level, country risk in this region
remain relatively low despite that the Russia-Ukraine Conflict has introduced some extra risks. The
Czech Republic, Poland and Slovenia are low-risk countries along the "Belt and Road", with the
Czech Republic having the lowest-risk in this area. Country risks in Slovakia, Hungary and Croatia
are higher than that of the previous three countries and are medium-risk countries along the "Belt and
Road".

In 2022, country risks in Central Europe generally escalates given the Russia-Ukraine Conflict,
among which Poland has been hit more severely. The Conflict impedes the economic rebound in
Central Europe and raises economic risks. The Conflict has pushed up the inflation rate above 10%
recently, while commodity prices, service prices and energy prices are all on the rise. In order to curb
inflation, the European Central Bank, the Central Bank of Poland, the Central Bank of Hungary, etc.
have all raised interest rates. Combined with high inflation, tighter monetary policy have dampened
consumer and investor confidence, which led to the decline in purchasing power and domestic
demand in Central Europe. The slowdown of important trading partners, such as Germany and ltaly,
will also affect the overall economic growth of this region. The economic growth of Central Europe in
2022 is expected to be much lower than that in 2021 and previous forecast. Meanwhile, the Conflict
has reshaped the current geopolitical pattern in Europe, elevating the geopolitical risks in Central
Europe. Neighboring Ukraine, Poland faces significantly heightened geopolitical risks since it would
be a main recipient of refugees. Likewise, the soaring energy price has hurt the current account
balance of Central European countries, intensifying external risks.

Looking ahead to 2023, risks in the Central Europe will be still clouded with strong uncertainty,
while Croatia's accession to the Eurozone would help reduce country risk. At present, the
ongoing Russia-Ukraine Conflict continue to dampen consumer and investor confidence and thus
the economy in Central Europe. Also, the impact of interest rate hikes is expected to be further
manifested in 2023, and the growth rate of Central Europe would carry on the trend of slowdown.
At the same time, policies such as tax cuts and subsidies may persist in order to cope with inflation,
which will curb fiscal balance. High interest rates will push up government interest expenses, which
could affect the fiscal strength. Given the generally sound economic fundamentals, Central Europe
still has strong economic resilience, which underpins the current country risk level. Meanwhile,
Croatia - which has relatively weak industrial strength in the area - will be supported by the rebound
in tourism. In addition, Croatia's accession to the Eurozone on January 1, 2023 will be conducive to
the stability of its exchange rate and the expansion of financing channels, and thereby dwindle the
risks faced by this country.
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Figure 7: 2020-2023 Economic growth rate in Central Europe (%)
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Figure 8: 2019-2022 CPI growth rate in Central Europe (%)
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Eastern Europe: Growing economic
divergence and rising geopolitical risks

Figure 10: Country Risk Map for Eastern Europe in 2022
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Table 3: Country risk distribution of Eastern Europe in 2022

Country Fiscaldebt Economic Political External Banking
risk risk risk risk system risk

Lithuania 34.96 28.33 30.67 26.00
Estonia 38.00 21.67 44.67 30.00
Latvia 41.36 31.67 45.00 29.67
Russia ([ 2333

Bulgaria 41.43 23.33 44.67 36.83
Romania 44.59 35.00 29.35

Serbia 42.64 26.67 32.68

Bosniaand - 6.67 38.68

Herzegovina

Belarus

Ukraine

Eastern

Europe
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Eastern Europe, which connects the well-developed Central and Western Europe and Russia,
functions as an important entrance to the EU Market and holds the geographical advantage by
connecting the East with the West. There are also differences within Eastern Europe: the three Baltic
States, namely Estonian, Lithuanian and Latvian, as well as Bulgarian and Romanian are EU member
states; Russia, Ukraine and Belarus used belong to the Commonwealth of Independent States;
and Serbia and Bosnia and Herzegovina were part of Yugoslavia. The Eastern European countries
generally boast abundant natural resources, developed agriculture, and time-honored industrial
traditions, therefore, the industry capacity outperforms that of other countries with a comparable
income. The industrial and geographic advantages allow Eastern Europe to serve as a regional
pivot along the Belt and Road. In terms of the country risk profile, Lithuania is at the low risk level;
Estonian, Latvian, Bulgarian, Romanian, Serbian and Bosnian countries are at medium risk along the
“Belt and Road”; Belarus, Russia and Ukraine are high-risk countries.

In 2022, the region's overall risks were generally going upwards and at worse levels within
the “Belt and Road” range. The economies of the countries directly affected by the war in Eastern
Europe are expected to suffer the most severe recessions, but the effects varied due to different
national endowments and economic structures. The economies of Eastern Europe, including Ukraine,
Belarus and Moldova, which are directly affected by the Russian-Ukrainian conflict, are expected
to contract by 20% to 30%. With the recovery of the Ukrainian economy expected to remain highly
uncertain, the normalization of business operations and business activities still needs a long time to
recover, and the recovery will be very slow due to the strengthening of consumer demand and the
large-scale stagnation of industrial production. Besides, affected by the massive influx of refugees,
rising commodity prices and the impact of deteriorating confidence on demand, some neighboring
countries also faced a certain degree of downside risk. The economic growth of Eastern European
countries, including Bulgaria, Croatia, Hungary, Poland and Romania, will decline to 2-3%. At the
same time, most of the Eastern European economies, which are heavily dependent on energy
imports, will be broadly affected by rising and volatile price of European gas and oil, leading to a
generally higher inflation risk. Countries such as the Latvian, Lithuanian and Estonian Baltic States,
which import a large share of Russian gas, oil and other energies, are expected to have inflation rate
above 10% for 2022 and economic growth will drop to 1-2%.

Looking ahead to 2023, the recovery of Eastern European countries is full of uncertainties, and
downside risks still persist. Benefiting from the restoration in domestic demand and higher energy
prices, the Russian economy will show a sustained recovery, which can drive the growth of the Belarusian
economy to a certain extent. However, there is uncertainty about the growth of the Russian economy,
considering the enormous geopolitical challenges under the Russia-Ukraine War. Belarus will continue to
be affected by the geopolitical turmoil of the Russia-Ukraine War, and its economic growth may continue
to slow down. Ukraine's economic development will still face a high degree of uncertainty risk, and country
risk may continue to be at a high level. Affected by the disruption of logistics and production, and the
forced large-scale population migration under the impact of the war, it will take a long time for the economy
to recover, production and investment to resume normal operation conditions. The economic prospect
may continue to stagnate, and the country's risk may remain at a high level. Rising and volatile gas and
oil prices in Europe will continue to affect Eastern European economies, which are heavily dependent
on external energy. As commodity prices rise and global supply chains tighten, the Baltic States’ inflation
levels will rise significantly and the fiscal deficit rate may continue to rise with the continuation of the fiscal
stimulus, fiscal risks could rise further.
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Figure 11: Economic Growth Rate in Eastern Europe (%), 2016-2022
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Figure 12: CPI Growth Rate (%) in Eastern Europe, 2016-2022
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Figure 13: Fiscal Deficit Ratio (%) in Eastern European, 2016-2022
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Figure 14: General Government Debt/GDP (%) in Eastern Europe, 2016-2022
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Figure 15: Eastern Europe’s current account balance/GDP (%), 2016-2022
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Figure 16: Political performance in Eastern Europe, 2021-2022
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Southeast Asia: Continuous economic
recovery while downside risks persist

Fig. 17; Country Risk Map for Southeast Asia in 2022

LAOS
I's
e S 0 VIETNAM
THAILAND e PHILIPPINES

CAMBODIA
MALAYSIA —— @8, .°  gSINGAPORE

INDONESIA

b = --
low

Low Risk High Risk

Table 4: Country risk distribution of Southeast Asia in 2022

Country Fiscaldebt Economic  Political External Banking
risk risk risk risk risk system risk
Singapore 1833 18.33 12.05 20.00

Vietnam 26.67

Malaysia
Indonesia
Thailand
Philippines
Cambodia
Laos
Myanmar

Southeast
Asia

Southeast Asia is located at the crossroads between Asia and Oceania, and between the Indian Ocean
and the Pacific Ocean. It is a region that has a close relation with China since ancient times, with frequent
trade contacts and much cultural similarity. This region functions as an important hub of the 21st Century
Maritime Silk Road and also a major magnet of strategic investment along the Belt and Road. In terms
of country risk, Singapore remains at a very low level; Vietham proves to be one of low-risk countries;
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Malaysia, Indonesia, Thailand and the Philippines fit under the category of medium-risk countries;
Cambodia is grouped into high-risk countries; Laos and Myanmar have high risks in each sub-category
and belong to the highest-risk countries along the Belt and Road.

In 2022, the overall risk in Southeast Asia was similar to that in 2021. Southeast Asian countries continued to
recover as domestic output stabilized and demand accelerated, while encountering elevated external risks.
Driven by the global economic recovery and the gradual relaxation of epidemic prevention measures, domestic
demand has gradually recovered and manufacturing output has stabilized. The economies of the countries
in the region continue to recover. Besides Myanmar, Laos and Cambodia, other countries largely returned
to pre-pandemic economic growth levels. Supported by supply chain diversification and foreign investment,
production and business activities of enterprises in Singapore and Vietnam have retured to normal. The rise
of tourism and service output have underpinned the economic recovery of Thailand and Malaysia. Benefiting
from rising palm oil, coal and natural gas prices, Indonesia maintained the resilience of its foreign exchange
reserves and was able to fund the government's subsidy program. As a result, Indonesia's exposure to both
fiscal and external risks declined. Since 2022, rising commodity prices have pushed up inflation in the region,
and monetary policies have tightened in various countries. As of September 2022, inflation in countries has
reached levels above 4%, with food and energy prices rising significantly. Within the region, Malaysia and the
Philippines rose most sharply and the current account deteriorated. Under the context of the Fed's interest rate
hike, currencies other than the Indonesian Rupee have depreciated for two consecutive quarters. The Lao Kip,
Philippine Peso and Thai Baht depreciated sharply, putting pressure on the balance of payments and raising
external risks. The external financing environment has tightened since 2022, and the risk of capital outflow from
Southeast Asian countries has intensified. Fiscal and external risks to heavily indebted countries such as Laos
have further increased. In addition, while Myanmar's industrial and service sectors showed improvements,
political risk remains high and economic growth is still weak amid political instability.

Looking ahead to 2023, the outlook for economic recovery in Southeast Asia is optimistic, while facing
multiple downside risks. Manufacturing and services output of Southeast Asian countries will continue to
increase as tourist arrivals pick up, with regional economic growth expected to be 5.1% in 2023. Economic
growth in the Philippines, Indonesia and Malaysia will be between 4- 6%; Vietnam's status as a global supply
chain logistics center has been strengthened, and the economic growth prospects are more optimistic; tourism
booms in Cambodia and Thailand; nevertheless, due to the political instability, uncertainties clouds the outlook
of Myanmar’s economic recovery. Inflation risks remain in Southeast Asia due to the input effects of rising
energy prices and rice prices, and the overall inflation rate in the region will be expected to reach 3.4% in 2023.
In terms of external risks, although currencies are under depreciation pressure, currency crises are less likely to
occur under flexible monetary and exchange rate policies and macro prudential management. Risks continue
concentrated in small and medium-sized economies such as Laos and Cambodia. As most countries in the
region are export-oriented, high prices of upstream raw materials such as commaodities and supply chains
disrupted by the Russia-Ukraine conflict have increased the vulnerability of Southeast Asian economies. Also,
slower growth in the world's major economies will disrupt manufacturing and export sectors of the region.
Considering the aspect of fiscal risks, in addition to the heavily indebted country Laos which is facing elevated
refinancing risks, economic activity in Singapore, Indonesia and Thailand have gradually recovered, and tax
revenues have rebounded. Fiscal risks will be eased as large-scale stimulus fiscal policy withdraws and the
budget shifts to help low- and middle-income households offset cost-of-living inflationary pressures. Overall,
Singapore will remain relatively low country risk; Vietnam's country risk will below, and its development will
continue to improve. Malaysia, Thailand, Indonesia, Thailand and the Philippines will probably maintain
their country risk at a medium level. Cambodia, Myanmar, and Laos will still need to deal with their
relatively high country risk.
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Fig. 18: Economic Growth Rate in Southeast Asia (%), 2016-2022
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Fig. 19: CPI Growth Rate (%) in Southeast Asia, 2016-2022
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Fig. 20: Fiscal deficit ratio in Southeast Asia, 2016-2022
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Fig. 21: General Government Debt/GDP (%) in Southeast Asia, 2016-2022
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Fig. 22: Southeast Asia’s current account balance/GDP (%), 2016-2022
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Fig 23: Political performance in Southeast Asia 2021-2022
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South Asia: Economic recovery under
pressure with prominent external and
political risks

Figure 24: Country Risk Map of South Asia Region in 2022
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Table 5: Country Risk Distribution in South Asia for the Year 2022

Country Fiscaldebt Economic  Political External Banking
risk risk risk system risk

India
Maldives
Pakistan
SriLanka
South Asia

South Asia region serves as the relay stations and land-sea interface in China’s One Belt One Road
blueprint. Two of the corridors runs through the region — the Bangladesh-China-India-Myanmar economic
corridor and the China-Pakistan economic corridor. With its critical geographical position, abundant
human resources and vast market space, the region enjoys enormous potentials along the Belt and Road.
However, it is also a region that features high country risks. Within the region, Bangladesh and India has
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high overall country risks, whereas Maldives, Pakistan and Sri Lanka’s country risks are listed as very
high. From the perspective of sub-factors, it is clear that economic indicators are the main supporting
factors, for South Asian economies tend to be large in size with quite robust growth potentials; the fiscal
risks are universally prominent throughout the region; external risks are constantly at high levels on
account of the countries’ quite high dependencies on imports; geopolitical risks in the region, such as the
India-Pakistan conflict, have been around for a long time, yet still containable; the banking sector is posing
no obvious threats right now but will require further observations.

In 2022, South Asian countries saw their economic recovery under pressure, as overall external
risks and political risks in some countries rise prominently; Sri Lanka became the first country
to default in the wake of Russian-Ukrainian conflict. Against the backdrop of the Russian-Ukrainian
conflict and a stronger dollar, elevated inflation and currency depreciation, as well as dwindling foreign
reserves have become a common theme for South Asian countries. Central banks maintained tight
monetary policies throughout the year to curb inflation, putting the economies in the region under
significant pressure. Overall, the region saw a growing divergence of risk performance in this year.

For Bangladesh, import demands of certain major trading partners were significantly affected by
geopolitical factors, and its impact on Bangladesh's export and economy as a whole is expected to
materialize in fiscal year 2023". In the meantime, the country's external risks rose significantly as high
import prices and weak exports exacerbated the decline in its foreign reserves. India has a large and
diversified economy with robust growth potential and a favorable debt structure. So despite constantly
elevated debt burden, India enjoys the lowest external and banking system risks within the region.
Even with RBI stepping up its effort to curb inflation, putting downward pressure on its economy, India is
expected to record a very high real GDP at about 7% for the year 2022. As India’s economy recovers,
the government will see fiscal risk ameliorate as fiscal deficits mitigates and external risk remains relatively
low, even with a widening current account deficit. The recovery of the Maldives’s tourism sector in 2022 has
been better than expected, effectively supporting the country’s economic recovery. Its real GDP growth is
expected to exceed 8% and inflation remain at around 3.3% for the year 2022. Nevertheless, the government's
fiscal imbalance deteriorated during the year. The fiscal deficit is expected to exceed the original budget at the
beginning of the year by around 11.7% of GDP, leaving less and less policies rooms for the government.

Pakistan's economic recovery was in good shape during the first half of 2022. Yet external risks were
elevating and the balance of payments crisis surfaced again. The second half of 2022 featured the worst
floods in Pakistan’s history, with preliminary estimates putting the cost at nearly one tenth of the country’s
GDP. Overall, Pakistan’s real GDP growth is down to about 3.5% for the year 2022. An inflation rate over
20% hit hard on its citizens’ daily life, as well as the country’s currency and foreign reserve. Even with
IMF’s newest financing, Pakistan’s foreign reserve is still struggling to cover two months of import, and its
external risk is quite acute. To make things worse, economic downturns exacerbated social and political
turmoil: In April 2022, Imran Khan became the first prime minister in the country's history to be removed
from office, and since then, the ousted party have repeatedly pressed the new government and called for
an earlier election, which is scheduled for October, 2023. Currently, the political stability in Pakistan is still
facing tremendous uncertainty. Sri Lanka plunged into a full-blown economic crisis, external repayment
crisis, sovereign debt crisis and political crisis in the year 2022. In May, Sri Lanka declared world’s first

! Bangladesh's fiscal year ends on 30 June.
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sovereign default in the wake of the economic repercussions of the Russian-Ukrainian conflict, which
is also the country’s first sovereign default since its independence from the UK in 1948; In July, the
Mahinda Rajapaksa government stepped down and the former Prime Minister Ranil Wickremesinghe
was reelected. The economy of Sri Lanka was hit hard in 2022. Its real GDP is to contract about 9%, its
inflation to rise to about 60%, and exchange rate to depreciate about 80% over the year. For the whole
region, real GDP growth is expected to be around 6.5% in 2022.

Looking into 2023, economic risks are tilting to the downside, as external and fiscal risks expected
to remain high for the region as a whole; for some countries, political stability could improve. After
the Black Swan events in 2022, the region is expected to see further economic recovery in 2023, despite
that monetary policy will continue to tighten. Bangladesh's real GDP will slow to about 5.5% in fiscal year
2023, on account of inflationary pressures, falling remittances and slowing export growth. Plus, policies
introduced in August, 2022, cutting fuel subsidies by half, is another downward pressure on the economy,
which will put further pressure on household consumption. Although the risks posed by India’s high debt
burden and weak debt capacity will remain, the country's large domestic financing base, relatively strong
external position and more than-expected resilience of the domestic financial system, will safeguard
economic recovery in 2023, against the backdrop of a challenging global economic situation. India is
expected to maintain a high GDP growth rate of around 6.5%, and the positive economic outlook will help
mitigate the country’s fiscal and external risks. Maldivian economy will recover further and its real GDP is
expected to grow by more than 10%. Maldives’ fiscal and external risks are expected to remain prominent,
and the potential turmoil in global financial markets would have a very significant impact on the country’s
debt affordability. Reconstruction efforts in the wake of the floods will further strain Pakistan government’s
financial strength. At the same time, external risks will remain high, and political uncertainty will be an issue until
the next election, which could compound the government’s difficulties in securing sufficient financing to meet
its needs. Currently, the government of Sri Lanka is negotiating with the IMF to push through a $2.9 bn rescue
package and to start a debt restructuring around June next year. Sri Lanka’s economy is expected to pick up
in the second half of 2023, but its real GDP will still contract by about 4% for the whole year. For the region as
a whole, in 2023, the real GDP growth is expected to stay at about 6.5% and inflation is to moderate, while the
region’s overall risk remains high, with external risk and fiscal risk still elevated.

Figure 25: 2016-2022 regional economic growth in South Asia (%)

50

40

30

20

10

0

-10

-20

=E10)

== |ndia ==@==Bangladesh Sri Lanka Pakistan e=@==N\laldives

27



COUNTRY RISK REPORT ALONG THE BELT AND ROAD (2022)

Figure 26: 2016-2022 CPI growth rate in South Asian (%)
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Figure 27: 2016-2022 fiscal deficit rates in South Asia
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Figure 28: 2016-2022 General Government debt/GDP (%) in South Asia
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Figure 29: 2016-2022 Current Account Balance/GDP in South Asian (%)
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Figure 30: 2016-2022 exchange rate movements in selected South Asian countries
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Central Asia: Steady recovery given the
weakening spillover effect of the Russia-
Ukraine conflict

Fig. 32: Central Asia Country Risk Map 2022
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Table 6. Country risk distribution of Central Asia in 2022

Country Fiscaldebt Economic Political External Banking
risk risk i i risk system risk

kyrgyzstan [ EEGI 2833
Uzbekistan ~ [CIOTI 2167

Kazakhstan 43.36 25.00

Tajkistan ([ 3833

Central Asia 28.33
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Over the past decade, driven by factors such as resource exports and foreign direct investment,
Central Asian countries have generally achieved rapid growth. However, there emerges some
defects in their development mode, such as the strong state footprint, the remarkable resource-
oriented feature, dependence on foreign labor remittances and preferential loans, as well as limited
institutional capacity. Currently, the increasingly complex gaming among the great powers has led
to evident geopolitical risks in Central Asia, while the severe energy and food shortage on a global
scale has further enhanced the strategic importance of this region. In order to improve the investment
environment and to boost economy, Central Asian countries have continued to promote structural
reforms in recent years. Their overall country risk remains at a "high" level in 2022, among which
Kyrgyzstan and Tajikistan has "very high" country risk, Uzbekistan has "high" country risk, and
Kazakhstan renders "medium" country risk, the lowest level in this region.

In 2022, the overall risk in Central Asia has remained flat as compared with 2021. Countries in this
area has generally demonstrated some resilience to the spillover effect of the conflict and manage
to show steady recovery in economy. While some countries see eased fiscal risks, they still face
prominent risks in banking and political sector. As to risk performance in the economic sector, the
smaller-than-expected shrinkage in the Russian economy has enabled solid demand for migrant
workers, while strong remittance inflows from foreign workers and the appreciation of the rouble
have boosted consumption in countries such as Kyrgyzstan. At the same time, higher commodity
prices have contributed to strong export growth in Kazakhstan and Uzbekistan. Yet, consumption
in all countries got somewhat curbed by high inflation. In terms of fiscal risk, the fiscal deficit ratio
of Kazakhstan and Uzbekistan are expected to narrow slightly, given the support of gold, oil and
gas export revenues. However, Kyrgyzstan and Tajikistan could see their fiscal deficit ratio on the
rise given the ongoing financial support measures. These two countries’ fiscal debt risk is still under
control given that the majority of debt is concessional loan, with relatively long maturity and low debt-
servicing costs. In terms of external risk, Kyrgyzstan and Tajikistan, as net energy importers, face
greater pressure in the balance of payments given the higher demand and price in imports. However,
their foreign currency reserve can still meet certain import coverage and external debt servicing
requirements?. Geopolitical risks in this region stem largely from the Russia-Ukraine Conflict, which
has potentially far-reaching implications, notwithstanding the near-term resilience as demonstrated
by the performance of the regional economy. In addition, this region continues to face security threats
from Afghanistan, while the border dispute between Kyrgyzstan and Tajikistan lingers. Lessened risks
around mineral extraction joined by the resolution of disputes concerning the ownership of the Kumtor
Mine bode for broader prospects for gold investment in Kyrgyzstan, helping boost foreign direct
investment in this country. Yet, the uncertain domestic political environment may still have an impact
on foreign investor sentiment.

2 According to the report of IMF International Financial Statistics, Tajikistan's foreign
currency reserve excluding gold increased from US $2.3 billion at the end of 2021 to US
$3.1 billion as of August 2022, which is still sufficient to meet next year’ s external
debt servicing requirements; as of June 2022, Kyrgyzstan's FX reserve buffer can make
about eight months of import coverage.
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Looking ahead to 2023, the obscure evolvement of the Russia-Ukraine conflict joined by
the slowdown of global economic growth continue to cloud this region’s prospect, yet high
commodity prices and advancing structural reforms in various countries underpin the overall
performance, while the country risk in Central Asia would remain at the level of "high". The price
outlook for commodity prices in 2023 remaining high, and the ongoing economic and institutional
reforms are expected to further attract investment, this region is expected to carry on the route of
economic recovery. However, the unpredictable resolution of the conflict has increased the uncertainty
in foreign labor remittances, regional investment and domestic output level in Central Asian countries.
Kazakhstan particularly would incur serious economic and financial losses if the CPC is under long
term suspension. In terms of fiscal debt risk, the fiscal consolidation of Kazakhstan, Kyrgyzstan
and Tajikistan is expected to proceed in an orderly manner given the growth of nominal GDP, the
increase in mining revenue and the support of relevant government measures to raise taxes, and
their fiscal deficit ratio may narrow slightly. As for banking system risk, the Central Asian countries are
characterized by the highly dollarized banking sector and the foreign currency-dominated debt mix,
which makes them vulnerable to local currency depreciation. Furthermore, the shift in monetary policy
given various inflationary expectations may add to the pressure for local currency depreciation and
push up the banking system risk. In terms of political risk, the dynamism of the international relations
in 2022 have strengthened the momentum of regional integration in Central Asia, and countries
have paid more attention to the integration in regional trade and investment. However, the protracted
conflict and the complex geopolitical patterns may have a structural impact on the potential growth in
Central Asia. At the same time, the political situation in Afghanistan remains uncertain, which could
weaken the growth prospects of Central Asian countries if the spillover risks of terrorist activities
along the border increases.

Fig. 33: Economic Growth Rate in Central Asia (%), 2016-2022
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Fig. 34: CPI Growth Rate (%) in Central Asia, 2016-2022
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Fig. 35: Fiscal deficit ratio in Central Asia, 2016-2022
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Fig. 36: General Government Debt/GDP (%) in Central Asia, 2016-2022
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Fig. 37: 2016-2022 Central Asia Current Account Balance/GDP (%)
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Fig. 38: Political performance in Central Asia 2021-2022
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Middle East and North Africa: Windfall
revenues mitigate oil producers’ overall
risk, while non-oil-producers face
imported inflationary pressure

Fig. 39: MENA Country Risk Map 2022
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Table 7. Country risk distribution of MENA in 2022

Country Fiscaldebt Economic Political External Banking

risk risk risk risk risk system risk
UAE 31.36 1.67 39.67
Qatar 28.84 5.00 31.68
Saudi Arabia 33.05 0.00 40.32
Turkey 25.36

Iran

Bahrain

Oman 39.68 11.67 41.83 26.67

Kuwait 31.90 0.00 4208 [BEON 333
Gl 0 | | [ RERS
vorocco [ NBGMaN (60000 FNSSEENN 5«53 [NGOONN

MENA 37.88

35



COUNTRY RISK REPORT ALONG THE BELT AND ROAD (2022)

The Middle East and North Africa is located at the confluence of the three continents of Europe, Asia and Africa,
an area adjacent to the Atlantic and Indian Oceans. This region has been of extremely strategic significance since
ancient times. With enormous energy reserves, vast potential for infrastructure building and highly complementary
industrial cooperation with China, there presents huge room to build connectivity networks under the BRI framework.
Rich ail resources compounded by religious, ethnic, and cultural collision as well as its geostrategic significance all
contribute to unceasing geopolitical tension in this region in the post-WWII stage, and make its economy;, finance,
balance of payments performance and interal and extemal environment closely related to the trend in global oil
market. In 2022, the successively climbing energy prices fueled by the Russia-Ukraine conflict have brought vast
windfall fiscal savings to the Middle East oil producers, and their economic and external account performance
managed to continuously recover from the pandemic-hit level. Meanwhile, net energy importers such as Turkey
and Egypt are facing greater imported inflationary pressure, which continues to test their exteral account balance.
In view of the 2022 country risk performance, Qatar's country risk level has been reduced from "low" to "very low";
Saudi Arabia and Kuwait also render descending risk levels, ranking as low-risk countries along with the United Arab
Emirates; Oman's country risk level has been reduced from "high" to "medium"”, and Algeria has joined Turkey and
Egypt as high-risk countries; Iran, Bahrain and Morocco remain as high-risk countries.

In 2022, the strong upward trend of global energy prices fed by the Russia-Ukraine Conflict drove the
overall risk of oil producers in the region to carry on a mitigation route, while non-oil-producers such
as Egypt, Morocco and Turkey were troubled by imported inflation pressure, with their current account
deficits generally expanding and external risks remaining high.

To take a more specific view, the United Arab Emirates, Qatar, Saudi Arabia, Kuwait, Oman, Bahrain, and
Algeria have generally benefited from the strong uptrend in oil and gas prices since the start of the year. As a
surge in export revenues has repaired balance sheets that were hit by the pandemic, events such as the World
Cup have also instilled vigor and vitality into the region, adding up to deliver varying degrees of improvement in
economic performance as compared to 2021.

Among them, Bahrain and Algeria — countries with the weakest financial and economic foundation — have
rapidly replenished their foreign reserve given the large export income made from aluminum, oil and gas.
Specifically, Algeria's growth forecast has been substantially raised, and economic reform has also made
remarkable achievements. Iran's performance in the fiscal and external sectors has also made a noticeable
improvement. However, there is strong wait-and-see sentiment given the zigzag progress made in the nuclear
talks, which brings some slack in consumption and investment. The soaring food inflation — which reaches an
alarming 80% in May-June 2022 — made the overall point-to-point inflation rise by 52.5% on an annual basis,
and the depreciation of the Iranian rial also pushed up the price of raw materials. It follows that the ongoing
social and economic tension has hurt government stability.

Egypt, Morocco and Turkey continue to feature high risk in the external sector. Among them, Egypt and
Morocco are enduring some hardship in people’s livelihoods brought by soaring food and energy import
bills. Turkey carries on to deal with the unorthodox landscape of rapidly rising (and persistently high) inflation
coupled with a loose monetary policy — a monetary stance that is contrary to most economies throughout the
second half of 2022, which adds up to bring noticeable deterioration in currency stability and external balances.
Meanwhile, the downturn in Europe as well as credit growth at home could bring some subpar performance in
its economic activities, which have been driven largely by unsustainable credit creation over the past years.

Looking ahead to 2023, the global energy price is expected to fluctuate around an elevated level,
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while the gloomy outlook in global economy could set a limit on the upside margin. This in turn
would constrain the dynamism of the regional economy in the outlook, as compared to the vibrant
performance in 2022. As to oil price dynamics, as buffered by the OPEC+ decision to have large-scale supply
cuts almost till the end of the year, the global oil price generally fluctuates at around USD90/bbl in recent
months. Meanwhile, short-term signposts include that the G7 is looking at a cap on Russian seaborne oil at
$65-70 a barrel to take effect in early December, following the US's failure to pressure OPEC+ to increase
production as the midterm elections approach. As the G7’s intended price cap could potentially squeeze
Russian crude out of the market and push oil prices higher, bullish factors are taking the upper hand these
days, and the average Brent oil price is expected to stay above $90/bbl next year. Yet, factors such as the
pessimistic macro environment and path of interest rate hike in major economies render the growth in global
oil demand to slow down, limiting the upside range of oil prices. On the whole, the global oil price would exhibit
some fluctuation around an elevated level. OPEC+ is expected to maintain supply cuts through 2023, yet
possibility for some step back in cuts is not ruled out. As the European embargo on Russian oil begins, the
export volume in non-US and European regions may not be able to replace European exports, which bodes for
a contained volume in Russian production, another variant to watch in the market.

In a neutral scenario, oil producers in the region could still face pressure made by the global economic
slowdown on oil prices and production, yet significant savings made during the last oil boom would enable their
fiscal performance to carry on the recovery since hit by the pandemic. This could mitigate the vulnerability of
fiscal performance to potential downtumns in energy income and cushion their economic, f