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Foreword
World Bank Group and IMF Delegates:
The World Bank Group and IMF are important and major clients of Oxford
Analytica and it is a pleasure to provide you with this Briefing Book from the
Oxford Analytica Daily Brief.
Selected articles provide analyses on the main topics addressed in the meeting
agenda.

David K. Young
Executive Director
Oxford Analytica

Oxford Analytica is an international consulting firm founded in 1975 to enable
governments, corporations and international organizations navigate the complex
macro environments that impact strategies, operations, investments and policies.
It does so by drawing on a network of some 1,500 experts at leading centres of
learning around the world to deliver actionable, authoritative and impartial
insights into global events and trends. The firm’s worldwide reputation for
delivering unparalleled macro diligence is based on its founding principles,
robust methodologies and an impressive track record.
Don’t forget that World Bank Group and IMF staff get full access to the Daily Brief
and can also register for a personal account to use our fully responsive mobile
platform. If you have not registered for your personal Daily Brief access, I
encourage you to do so; more details can be found at the back of this Briefing
Book.
Do contact us at client.services@oxford-analytica.com if you would like to learn
how we can help you.

Yours sincerely,
David K. Young,
Executive Director
Oxford Analytica
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Trade now drives politics more than growth
Wednesday, March 29 2017
An Oxford Analytica In-depth Analysis
There is no measure of a country's optimal trade to GDP ratio. Different economies are
likely to have different natural limits, based on their size, access to resources and
importance of their non-tradeables sector. Issues of national security, indigenous culture
and public opinion on trade are also important: winners from global trade tend to take their
good fortune for granted whereas losers feel their loss acutely, affecting national political
dynamics where populist voices amplify calls for protectionism.

What next
Changing market dynamics such as falling transport costs and shifting growth drivers such
as new technologies will diminish rather than augment the role of trade as a key engine of
growth. Better understanding of these new scenarios will be critical for many investment
projects, including infrastructure related to trade. Wasted investment spending could
cause business failures. However, equally, too little investment could lead to bottlenecks
and inflation should a new trade surge materialise -- for example, as South Asia develops.
This dilemma is already visible in the mining sector.
Analysis
Conventional wisdom has long promoted the benefits of rising world trade, based on
potential for efficiency gains, transfer of knowledge/skills and market development. The
data also support this view: surging trade growth correlates strongly with expanding GDP
and living standards (the 1960s and 1970s, 1990-2007), and weak world trade with
economic stagnation (the 1980s and the last decade).
The new normal
It is unlikely that world trade can sustain past trend growth rates of as much as 6-7% in
volume and 10% in value terms; these were around double typical GDP growth rates. The
global average for the ratio of imports (and exports) to GDP rose from just over 10% in the
mid-1960s to a peak of more than 30% in 2007 (see INTERNATIONAL: New trade era will
shape world growth - October 18, 2016).

Impact
• Technological innovation
could offest the risk to the
global outlook of weaker trend
growth in trade.
• Strong services growth,
combined with stagnant
manufacturing demand, will
tend to reduce import trade,
especially in the advanced
markets.
• New technologies could lead
to a reduced role for
merchandise trade.
• Desire for stronger control
over national economies -notably growth and
employment -- may
encourage more emphasis on
local dynamics.
• Trade changes will affect the
main trading regions -Europe, Asia and North
America -- and hubs such as
Singapore, Hong Kong and
the UAE.
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World trade is performing poorly even compared with the modest current pace of global
growth. The ratio of global exports to GDP has dropped from a peak of almost 31% in 2008
to about 28% in 2016. A further decline is likely this year.
Trade forecasts remain over-optimistic
Forecasts published by the WTO and IMF remain optimistic about an eventual swell in
trade -- a recovery that would put world development back on its well-known track, with
trade in the lead. However, this return to 'business as usual' is far from certain.
World GDP volume at PPP exchange rates
2014
2018*

World GDP volume at market exchange rates

Forecasts from
international
organisations
suggest 'business
as usual' by 2018

2014
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World trade volume (average of export and import growth)
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International: Estimates for world GDP and trade growth compared (%)
Source: Latest IMF and World Bank forecasts

Juxtaposing this uncertainty with the conventional wisdom that trade is a key driver of
growth explains the rising concern over the long-term global economic outlook.
New GDP growth engines could emerge
The less conventional view is that world growth could strengthen despite less dynamic
trade growth. Such a shift is more likely to appear in the advanced economies than in the
developing world, where there remains ample scope for further rapid export and import
growth (driven in part by the rise of consumerism) and particularly in trade between
emerging markets. Both trends would contribute positively to global GDP. However, the
overall impact on world trade will depend on the relative strength of the two trends.
Emerging trends
Openness to trade implies that a country becomes increasingly sensitive to any external
events that affect trade, such as shifts in trade partners' import demand, trade agreements,
financial conditions and transport costs. Volatility typically increases, and small, open
economies may even lose control over their national economic trends and policies.
Nevertheless, while trends remain positive trade will remain attractive, driving up growth in
GDP and living standards and boosting job opportunities. However, downside shocks will
also occur.
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Repeated, or prolonged, experience of such problems will tend to increase support for less
openness. A decade of turbulence and diminishing trend growth in much of the world
economy has discouraged enthusiasm for trade by exposing downsides to trade that had
previously been downplayed (see INTERNATIONAL: Pragmatic protectionism set to persist
- October 24, 2016).
Goods trade maturing

33.6%/31.1%

The falling share of the advanced economies in world trade is also causing some to
Share of the EU and of East Asia
question the relevance of encouraging world trade. This fall is clearly linked to the rise of
in global goods exports in
emerging Asia, which is close to matching the one-third share of world exports recorded by
2015, compared to
the EU. Asia is the only key geography to have seen its world export share grow steadily
41.4%/15.1% in 1980
over the last decade.
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Despite the (previously downplayed) risks, the weight of opinion remains that, over the
medium to long run, increasing trade is good for the world economy. It spurs global
efficiency, acting as a conduit for transmission of skills and technology and raising longterm productivity through technical progress. However, it is possible that other drivers of
growth could become more important to global GDP than trade -- essentially the
trade/GDP ratio may be close to peaking.
Shift to services
The outlook may depend on the trade-off between EM developments that will boost trade
such as rising consumerism and inter-EM trade, and potential changes, largely in the
maturing advanced economies that could diminish it.
The shift of advanced economies towards services growth as demand for many
manufactures such as cars and phones plateaus and a shift towards secure supply
chains, particularly virtual ones, and new techniques such as robotics are likely to curb the
demand from advanced countries for goods imports and thus lessen their role in world
merchanise trade.
However, those who think that protectionism, in various guises, could successfully -- and
perhaps more speedily -- deliver this shift should be cautious (see INTERNATIONAL:
Protectionism raises global trade costs - March 9, 2017).
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Rising protectionism would instead be likely to threaten world development. Restrictive
practices typically encourage bad choices and outcomes and result in inefficiency. New,
market based, economic forces would be the best means of delivering a natural slowdown
in some elements of trade that could even encourage more sustainable growth in the
future.

-3%/2%
of GDP US/East Asia and EU net
exports as a share of world
exports

Imbalances will also cause tensions
Trade data illustrate not just global weakness in trade but also highlight which geographies
have contributed to this the most.
The EU has played a key role. Weak internal demand growth has depressed its imports
while in parallel its exports have expanded more rapidly than GDP.
The EU and high-income East Asia are the only key geographies to have seen an increase
in their exports-to-GDP ratios over recent years. However, high-income East Asia has also
seen its import-to-GDP ratio pick up. In contrast the EU's imports ratio has stagnated well
below its export ratio, testifying to underlying weak domestic demand.
The rising imbalance in the EU's export and import trends has created a large and growing
trade surplus. In contrast, high-income East Asia has only a small surplus.
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For most regions, net exports as a share of world trade is modest, within the +/- 1% range.
The problem of large imbalances is limited to just a few regions.
The United States's large deficit (net exports around 3% of total trade) is highly visible. It is
matched by the surpluses generated by the EU and emerging Asia -- both these regions
are registering net exports of close to 2% (of total trade).
The balance in the Middle East and North Africa moves with world energy prices. Thus
while presently weak, a few years ago it was much higher.
protectist proposals.
The increases seen in the EU and emerging Asian surpluses over what has been a difficult
period for world growth and trade have provoked international tensions and spurred
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In fact, most of these gains are probably associated with falling energy and commodity
prices -- that is, they mirror the falling net trade surplus of the Middle East and North Africa
region rather than coming at the expense of the United States. However, this view may be
obscured by the tensions currently surrounding world trade.
Outlook
It will be more productive to encourage the new forces in the world economy than to pursue
old-fashioned trade disputes. It looks likely that the EU, focused as it is on its goodsexport industries, will continue to lag the United States in harnessing newly emerging
drivers of growth.
Twenty years ago, Bill Gates, the founder of Microsoft, raised concerns about Europe
lagging the United States in digital innovation. While EU collaboration has encouraged
research and development spending (R&D), it does not have the fundamental research
drive or capacity of a large single state, with investment in innovation needing to be shared
among 27 countries.
In 2015, the EU spent less than 2% of GDP on R&D, far below the target of 3%. To
compare, the OECD spent 2.4%, the United States spent 2.8% and Japan spent 3.5%.
In addition, the EU venture capital market is underdeveloped relative to the United States.
The EU also lags the United States in numbers of large high-tech companies and patents.
R&D and innovation is a key plank of 'Europe 2020', the EU's agenda for growth and jobs.
However, the uncertainty surrounding the Brexit negotiations, and the likelihood that this
will persist for several years, is only likely to widen the gap in innovation spending between
the United States and the EU (see UNITED KINGDOM: May will pursue ‘hard’ Brexit January 20, 2017).
The position for emerging Asia is also uncertain. It should continue to be a beneficiary of
'old economy' growth, thanks to rising consumerism and growing trade between emerging
markets. However, how close it can position itself to the frontier of new technologies may
depend on the sustained commitment of individual countries to structural reform (see
INTERNATIONAL: Infrastructure needs are large - March 10, 2017).
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April 4, 2017

Emerging markets growing old faster than growing rich
Emerging markets are ageing at lower incomes than advanced markets, a policy
challenge that will influence GDP prospects
Emerging markets policy must adapt to ageing at lower
income levels than developed markets
70
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2020

3bn

United States

80+
60

2040
2015

Germany
1995

65-79

United
Kingdom

South Korea

Japan

50-64

WEALTH
GDP based
on
purchasingpower-parity
(PPP) per
capita GDP,
thousand
dollars,
IMF WEO

25-49

15-24

Middle
East

China

40

Russia
30

China
20

Brazil

South Africa

10

India

0-14

Africa

Europe

Asia/Pacific (excl. China and India) India

North
America
Latin America

50

18

16

14

12

10

8

AGEING

6

4

2

0

0

Number of workers to support every person aged 65 or over (UN)

The whole world is ageing as birth rates decline and life
expectancy rises. At the same time, in India and Africa, 900
million more people will reach working age by 2040, needing

_ The World Economic Forum forecasts emerging market
health spending will rise at 10.0%+ a year to 2022,
compared to 3.7% in advanced markets.

and having the political voice to demand this.

_ Opportunities for private healthcare and leisure
providers are huge in Europe and Japan; this market will
emerge in developing economies.

For ageing societies, retirement ages and budget costs will
rise, and migration and technology will become crucial to
in China and India by 2040; another 10% in Latin America.
Social spending in emerging markets will take a much
larger budget share than in advanced markets, increasing
debt burdens. However, adopting and sustaining
appropriate polices will boost growth prospects.

Sources: United Nations Population Prospects, IMF World Economic Outlook

By 2040 nearly 90% of the working age population
will live in emerging markets, and 75% of over 65’s

_ Technology and democracy give young populations a
louder voice to campaign for resources; social unrest
and populist voting may increase.
_ In 2016, the Federal Reserve argued that older societies
saving more will cap interest rates and investment,
reducing returns and growth.

See also: Global burden of non-communicable diseases will rise -- October 17, 2016
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US protectionism would raise trade costs worldwide
Thursday, March 9 2017
The Commerce Department reported on March 7 that the US goods trade deficit widened
to 69.7 billion dollars in January after a five-year high of 4% of GDP last year. The new
administration has threatened to build a wall along the Mexican border, impose punitive
tariffs on countries it runs a goods deficit with and label China a currency manipulator.
Other countries also rely on US demand -- through goods and services trade, investment
and remittances.

What next
Protectionism would raise trade costs for all countries, including the United States.
Keeping the United States open to trade and introducing reforms to help workers face
challenges including automation would support stronger growth, but the new administration
seems committed to a more mercantilist path, raising trade costs and likely reducing
growth prospects.
Analysis
The US Republican and Democratic parties both support the idea that trade agreements
have damaged US workers and that the Trans-Pacific Partnership would have done more
damage.
President Donald Trump and his key trade advisers, Robert Lighthizer as trade
representative Nominee and Peter Navarro as head of the National Trade Council, view
trade as a zero-sum game, in which the winners are goods surplus countries including
China and Germany. The stance gives little attention to global supply-chain integration and
its influence on gains and losses.
However, in the second half of the 20th century, US living standards tripled; flagship trade
reforms were not as game-changing as believed. Before the North American Free Trade
Agreement (NAFTA), US import tariffs on Mexican goods were already very low. Before
joining the WTO, China already had most-favoured-nation status with the United States.
Furthermore, all countries have lost manufacturing jobs to automation, including Germany
and China, more exposed because of their manufacturing reliance (see INTERNATIONAL:
Industry 4.0 will arrive unevenly - October 12, 2016). The goods focus is also misleading
as services account for a larger share of GDP.

Containers are seen at the Yangshan
Deep Water Port, part of the Shanghai
Free Trade Zone (Reuters/Aly Song)

Impact
• In the unlikely event that
Trump follows through on all
his most extreme trade
threats, the world could
plunge into recession.
• Evidence does not support
the new administration's view
that free trade has damaged
the US economy and the
fortunes of its workforce.
• The WTO is reviewing several
cases the previous US
administration began against
China -- extreme escalation
could trigger US WTO
withdrawal.
• Germany is the only G7
country that the United States
runs both a goods and
services trade deficit with,
placing it in the firing line.

Goods trade
Trump's focus is the US goods deficit, of which China accounts for more than half. Trump
has threatened to label China a currency manipulator and impose punitive import tariffs. A
list of possible manipulators drawn up by the previous US administration in October 2016
included Switzerland, South Korea and Taiwan alongside China.
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China
In 1992 and 1994, the United States labelled China a currency manipulator under the 1988
Trade and Competitiveness Act. In 2016, China only met one of the US Treasury's criteria:
it ran a trade surplus of 251 billion dollars with the United States in 2016 (the first criterion
is a surplus of no more than 20 billion). China did not meet the other two criteria: a current
account surplus above 3% of GDP; and persistently large foreign currency purchases.
The threat of 45% tariffs on Chinese imports appears unlikely, given global supply chain
integration. In consumer goods, and machinery and equipment, US firms have outsourced
much of their manufacturing to Asia. Three consumer-focused sectors are especially
vulnerable:
• final manufactured goods, particularly clothing and footwear;
• machinery and equipment, particularly consumer electronics; and
• food and beverages.
The whole region would suffer, as around 40% of exports from Taiwan, South Korea and
Malaysia to China are processed and then re-exported.
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Border tax
The border tax proposal by the House of Representatives imposes a 20% tax on imports
into the United States, while exempting US firms from paying taxes on exports (see
UNITED STATES: Border tax cannot revive ‘old economy’ - February 21, 2017 ). Moody's
ratings agency estimates that a 20% border tax could strengthen the dollar by 25%.
In theory, this would lower import prices, offsetting the tax. On the export side, the benefit
from being exempt from taxes would be offset by dollar-induced lower competitiveness.
However, the dollar strength adjustment channel is not guaranteed. Around 5 trillion dollars
is traded on foreign exchange markets each day, equivalent to a whole year of US trade
flows: goods trade may not influence dollar trading as much as believed.
Consumers against
The globalised supply chains of US consumer firms Walmart and Target mean they would
suffer higher import costs under a border tax; they have campaigned against it. Consumers
would also suffer if costs were passed on.
Favoured industries
In chemicals, mineral fuels and machinery and engineering equipment, supply chains are
less integrated. Sixteen chief executives wrote to Congress in February supporting the
border tax, arguing that as there is no value-added-tax (VAT) on imports, it would bring the
economy into line with other countries.
Supporters argue that the tax is comparable with other countries' VAT regimes, but this is
not the case. There are differences: the border tax would in effect subsidise wages.
Retaliation
The Chinese authorities have countermeasures ready. An opaque and politicised legal
system gives Beijing scope to respond more flexibly on trade policy.
Beijing could seek international sanction via the WTO, or impose informal penalties,
ranging from floating the renminbi to (at worst) dumping US Treasury bills. It could also
informally block US imports, harass US investors or target sanctions on Trump's
associates.
Other countries
The Commerce Department estimates that 40% of US imports from Mexico contain
materials originating in the United States, a higher share than for China or Germany. As a
result, a 35% tariff on Mexican imports would raise both US and Mexican costs.

Countries could 'race to the
bottom' on trade policy, raising
trade costs globally

Nonetheless, Trump's calls for renegotiating NAFTA have caused concern. Exports to the
United States account for nearly 30% of Mexico's GDP, while remittances from Mexicans
working in the United States account for another 2%.
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Some 17.3% of Vietnam's GDP comes from US exports. Another 3.8% comes from
remittances. In the Philippines, US remittances account for 3.3% of GDP.
Around 10% of Ireland's GDP comes from US exports. For Belgium, the share is 5.2% and
for Germany and Switzerland, around 4.0%. US remittances account for about 2% of GDP
or more in Liberia, The Gambia, Lebanon and Ghana.
Services
Services account for almost 80% of US private-sector GDP, and the services surplus partly
offsets the goods deficit. Over half the surplus is financial and business services, royalties
and licence fees. Deregulation could support faster growth in these high-skill, high-wage
sectors, albeit potentially also reducing stability.
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The revised executive order banning US entry for citizens of six largely Muslim countries
will take effect from March 16, affecting travel, which accounts for 25% of the surplus.
Dollar exposure
Investment positions in US assets also affect vulnerability. Many countries, including
China, run a substantial dollar-asset surplus. In contrast, dollar-denominated debt
obligations account for around 20% or more of GDP in Turkey, Mexico and Brazil. Dollardebt repayments also rise with the dollar, placing vulnerable emerging markets at risk of
further dollar strength (see INT: Global debts will be costlier to pay off - November 15, 2016)
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Shift in US aid policy could reduce global prosperity
Friday, March 24 2017
On March 16, the US administration presented its budget request for the 2018 fiscal year
starting October 1, 2017 (FY18). The ‘America First’ budget reflects a bargaining position
that will be examined and moderated by Congress later in the appropriation cycle but may
signal a major policy shift, as recommended funding cuts and proposed elimination of
agencies mark a break from the bipartisan approach of previous decades.

What next
Depending on how many measures the new administration can pass through Congress,
US development policy could evolve in one of two ways. In a ‘major upheaval’ scenario it
will face large budget cuts, with some programmes phased out and the rest repurposed.
This would have consequences not only for the development sector and US foreign policy
but also for global prosperity. In the ‘marginal reform’ scenario, a bipartisan approach
would largely prevail and development agencies and programmes would undergo limited
adjustments to budgets, instruments and priorities.
Analysis
In 2015, the United States provided 31 billion dollars in official development assistance,
about 0.17% of gross national income (against a UN target of 0.7%) and 0.8% of the
federal budget. About 65% of US overseas development aid is untied, containing no
requirement that the funds be used to procure US goods or services.
More than 85% is provided bilaterally through agencies and bureaus. The rest is
contributions to multilateral funds managed by development banks and UN organisations.
Budget request
The White House has initiated the FY18 budget process, introducing headline
development spending numbers and revealing some administration priorities:
Funding cuts
Major upheaval is proposed, with funding for the State Department and US Agency for
International Development (USAID) reduced by 28.7% from the previous year to 25.6 billion
dollars. An additional 12 billion dollars is requested as part of the Overseas Contingency
Operations, an extraordinary fund which USAID uses, mostly in Syria, Iraq and
Afghanistan -- a 37.4% fall year-on-year.
The proposal eliminates funding for US climate change programmes and reduces funding
for the UN and affiliated agencies. It caps the US contribution to UN peacekeeping costs
to 25% and reduces funding for multilateral development banks (MDBs) by 650 million
dollars over three years.
Agencies
In January, President Donald Trump signed an executive order that, for the first time,
named the USAID administrator as a regular member of the National Security Council's
deputies committee. He also reinstated and expanded the Mexico City policy (global gag
rule) that restricts organisations that condone abortion from receiving US health funding
(see INTERNATIONAL: US 'gag rule' risks women’s health - February 2, 2017).
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US President Donald Trump's overview
of the budget priorities for Fiscal Year
2018 on display at the US Government
Publishing Office in Washington
(Reuters/Joshua Roberts)

Impact
• Eliminating US funding for
bilateral and multilateral
climate change programmes
may jeopardise
implementation of the Paris
agreement.
• Reduced US assistance to
low-income countries that
Washington deems ‘nonstrategic’ might reverse
development gains.
• The removal of development
agencies' support for exports
and foreign investments would
limit business opportunities
for US firms.
• Using development
assistance for short-term
foreign policy and reducing
untied aid would weaken
international cooperation on
development.
• US opposition to reforms of
international financial
institutions would also reduce
the momentum behind global
cooperation.

28.7%
Proposed cut in USAID funding
for FY18
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However, the blueprint does pledge to meet commitments for vaccination, HIV/AIDS, and
malaria programmes (see AFRICA: HIV/AIDS progress may be at risk - February 15,
2017). It also allows 'significant' funding for humanitarian assistance -- including food aid,
disaster relief and refugee programmes.
In advance of the budget, the administration began reviewing all agencies. The budget
proposes to eliminate independent agencies, including the African Development
Foundation, the US Trade and Development Agency (USTDA), and the Overseas Private
Investment Corporation (OPIC).
Policy pathways
However, the consent of the Republican-controlled Congress is needed to implement
administration measures (see UNITED STATES: Congress will crimp federal rule-making January 20, 2017). Authorisation bills will establish, continue or modify agencies and
programmes, and appropriation bills will fund those that are authorised.
Congress is unlikely to agree to the spending cuts. Several prominent Republicans have
already declared their opposition. Marginal reform of US development policy is more likely
than major upheaval.

Marginal reform is more likely
than major upheaval

Policy levers
The government can use three levers to reorient development policy:
• funding levels;
• aid allocation; and
• delivery challenges.
FY2018 development spending is likely to be reduced, though not by the extent proposed.
Cuts will not be spread equally across agencies, programmes and sectors.
Aid focus
The administration has proposed that US assistance is re-focused on international
organisations that 'advance US foreign policy interests', and on countries of 'greatest
strategic importance'. Any shift in spending allocation requires the approval of Congress.
Moreover, spending reorientation would not take effect immediately, partly because some
funds are disbursed as part of multi-year strategies that would be costly to terminate
prematurely. The existing federal budget process is also not suited to a development policy
based on 'deals', whereby the amount of aid a recipient receive depends on its support for
US foreign policy.
Development institutions
Later this year, the administration would likely propose a reorganisation of US development
institutions. However, this would not be driven only by budgetary concerns; OPIC, whose
elimination is proposed, returns about 280 million dollars annually to the Treasury.
Instead, the administration's approach reflects the positions of conservative lawmakers,
who see OPIC, USTDA and the Export-Import Bank as distorting markets. However,
elimination of agencies that help US companies export and invest overseas would
contradict the administration's aim of helping exporters and improving the trade balance.
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Shift to development finance
The administration might seek to offset some of the impact of budget cuts by accelerating
the shift from aid to development finance, whereby scarce public funds would be used to
leverage commercial capital for development purposes. This strategy would elevate
agencies that support private-sector investments such as OPIC and USTDA, while
maintaining those that reward good governance and economic freedom, such as the
Millennium Challenge Corporation.
It would phase out other grant-based agencies, such as USAID, or re-focus them on
emergency and humanitarian issues. This could be accompanied by measures to support
US companies, including more use of tied aid.
All development finance programmes could also be consolidated in a new entity dedicated
to the private sector. Alternatively, agencies and programmes could be merged in a single
Cabinet-level entity similar to the UK Department for International Development.
Presidential initiatives
Congress has codified presidential initiatives such as Feed the Future and Power Africa,
which leverage private investment with aid-based instruments across US agencies. Their
existence remains dependent on the agencies that implement them, and on coordination
by White House staff.
Multilateral organisations
In FY2016, the United States contributed 2.3 billion dollars to MDBs and 1.1 billion to the
UN, with an additional 2.5 billion for peacekeeping operations. A reduction in US voluntary
funding for multilateral organisations would be mostly borne by:
• climate funds, such as the Green Climate Fund (3 billion dollars committed, with 250
million disbursed);
• UN specialised agencies that grant membership to the Palestinian Authority; and
• to a lesser extent, MDBs' concessional arms such as the International Development
Association (3.9 billion dollars committed over three years).
The administration might oppose increases in capital to MDBs and the IMF and could
hinder reforms that would increase emerging markets' influence. It might also exercise its
voting power in these organisations to pursue its own foreign policy objectives, where this
is allowed by Congress.

© Oxford Analytica 2017. All rights reserved
No duplication or transmission is permitted without the written consent
e of Oxford Analytica
Contact us: T +44 1865 261600 (North America 1 800 965 7666) or oxan.to/contact

17

Oxford Analytica Daily Brief ®

IMF/World Bank Spring Meeting, 2017

Prospects for fintech in 2017-22
Monday, December 5 2016
An Oxford Analytica Prospect
The banking and finance sector has traditionally relied on large 'trusted intermediaries', but
now faces a seismic shift towards financial technologies (fintech), driven by both
technological innovation and changing consumer preferences. Technologies such as
blockchain have the potential to simplify, automate and accelerate many functions of the
sector.

What next
The existence of banks and financial institutions may be called into question by the
emergence of fintech disruptors. They are not all facing extinction, but survival may come
at the cost of significant transformation. Many non-core services will become
uncompetitive. Over the next five years, banks may shift towards providing a utility-like
infrastructure to fintech companies, which will engage directly with the customer.
Analysis
The financial sector is a target for emerging technology companies due to its size. The
market capitalisation of the top 100 financial firms is 8.5 trillion dollars, according to
Accenture.
Historically, barriers to entry were steep. Companies needed a large capital base, and the
establishment of operating scale and trusted brands was costly both in time and money.
An added barrier was increasingly complex regulatory overheads.
The rapid development of information and telecommunications technologies, along with
equally swift changes in consumer preferences, have lowered entry barriers. The
proliferation of smartphones and apps mean that start-ups face lower initial costs and an
unprecedented ability to scale up.
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Post-it notes are displayed in the UBS
"fintech lab" at Canary Wharf in
London, Britain (Reuters/Hannah
McKay)

Strategic summary
• Fintech companies are
seeking to compete in
virtually every aspect of
banking and finance, and
though this will disrupt the
sector, efficiency is likely
to rise.
• With most fintech
companies less than five
years old, the timing and
extent of the nascent
industry's impact on
banking and finance is hard
to predict.
• Incumbents are responding
by investing in start-ups in
an attempt to hedge their
exposure.
• Fintech financings in 2016
are expected to be below
those of last year, with
investors wanting to see
some results and clearer
direction.
• Fintech advancements
have facilitated the
proliferation of mobile
banking in developing
countries, reducing
physical infrastructure
needs.

Source: KPMG

$8.5tn
Market capitalisation of the top
100 financial firms
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The consumer has become empowered with instant access to information and the ability
to manage their affairs on their smartphones. Customers accustomed to frequent cycles of
software and hardware upgrades are also accustomed to trying new solutions.
Fintech companies are seeking to disrupt the industry across the board:
Blockchain
Blockchain is a decentralised and distributed digital ledger of transactions that is
cryptographically enabled and tamper-proof. It is the underlying technology enabling
cryptocurrencies such as Bitcoin. Also known as Distributed Ledger Technology (DLT), it
promises to eliminate counterparty transaction risk and to enable instant settlements (see
INTERNATIONAL: Blockchain to lead next tech revolution - July 5, 2016).
Most financial institutions are investigating DLT. Several consortiums have been set up to
develop common platforms and standards as the technology promises savings in capital
requirements, compliance and back-office operations.
ICO
Initial Coin Offering (ICO) is a first offering of a cryptocurrency for investors in a project.
Investors pay money upfront, typically bitcoin, to acquire an economic interest in the
project. The value of their holding is reflected in the traded value of the new cryptocurrency.
However, there have been several scams, and the market remains unregulated.
Ovestock.com, a half-billion-dollar online retailer, has a blockchain-based trading platform
called TØ (pronounced tee-zero). On October 25, the company announced a rights offering
of preferred shares to be issued exclusively on its platform -- the first attempt to sidestep
Wall Street and issue DLT securities.
Most leading stock exchanges have blockchain initiatives, but implementation timelines
stretch out a decade. Disruptors such as TØ may force both exchanges and regulators to
speed up.

Wells Fargo: 3
Bank of America: 5

Citigroup: 20
J.P. Morgan: 6

Total:

58

Deals
Morgan Stanley: 9

Goldman Sachs: 15

FinTech activity of major banks: Number of deals, Jan 2009 - Nov 2015
Source: CB Insights
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Payments
Established companies such as PayPal, Venmo and Square Cash dominate the person-to
-person payments market (point-of-sale payments and money transfers). Their solutions
provide speed and convenience in processing and guaranteeing payments and accepting
credit card payments via smartphones.
Bank infrastructure is still utilised for settling transactions but technology giants such as
Google and Apple have taken the initiative to create point-of-sale solutions such as
ApplePay and Android Pay. Banks are now looking to acquire or partner with companies in
the payments space. Paying by smartphone will gain traction over the next five years,
increasingly competing with credit card companies and banks.
Payments systems are likely to become more tightly integrated with consumer
ecommerce and social networks, as already occurs in China. But there has been less
development on business-to-business and cross-border payments.
Data & Analytics
Artificial Intelligence and machine learning allow companies to provide real-time data
analytics to streamline and optimise business processes.
Credit scoring
Fintech companies have many advantages over traditional competitors -- they gather live
data, can quantify qualitative aspects of the customer and can continually develop the
scoring algorithms they use.
Marketing

Once large institutions adopt
fintech for credit scoring, the
tide may become irreversible.

Companies providing real-time customer insights can help acquire and retain customers.
These companies do not threaten banks and financial institutions but become valuable
service providers.
Risk management
Solutions include algorithms, biometrics and behavioural analysis. These offer a range of
solutions including detecting transactions with high risk of fraud and identifying customers
and their devices on their networks. Risk departments may shrink as technology replaces
people.
Investment management
Mobile platforms, social media and internet search data allow more efficient marketing and
customer profiling. Proliferation of exchange-traded funds and other passive portfolio
investment options simplify asset allocation. Brokerage and financial advisory businesses
will shrink due to strong growth of robo-advisors. However, lagging regulatory regimes may
hold back the pace of change.
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InsurTech
Fintech applications in insurance affect virtually every aspect of the industry.
Availability of highly personalised data due to GPS, smartphones and wearables allows the
creation of tailored insurance products. For example, in the automotive subsector,
Metromile offers low fixed premiums and a mileage-based charge to reflect more
accurately risk exposure to individual motorists.
Sureify is a life insurer that uses personal lifestyle data from wearables for its
underwritings. Legacy insurance companies have done well in introducing incremental
changes to their tech-enabled offerings. However, the rise of aggressive start-ups means
that the pace of innovation will need to rise, either organically or through acquisitions.

$290bn
Estimated P2P lending by 2020

Peer-to-Peer (P2P) Lending
Morgan Stanley estimates that loans worth 120 billion dollars were made by directly
matching borrowers with lenders this year, and forecasts P2P lending to rise to 290 billion
dollars by 2020.
The term can mislead -- some companies purely broker between private parties, others
use their balance sheets and others package and sell loan portfolios to institutions.
LendingClub, the largest P2P lender, was investigated by the US Department of Justice in
May this year over improper sale of loans. Its chief executive subsequently resigned.
P2P lending will continue to take market share from banks as aging savers continue to
seek yield and millennials embrace convenient alternatives to bank financing.
In a world of commoditised products, more consumers are selecting service providers
based on user experience. Nimble fintech start-ups are proving more responsive to rapidly
changing consumer expectations than traditional players encumbered by slow decisionmaking cycles.
Outlook
Technological developments will lead a disruptive onslaught on the traditional bastions of
banking and finance. Incumbents have formidable resources but many will fail to keep
pace. New household names will emerge in the next five years.
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Gender issues run deep in Latin America
Women’s political representation has increased in Latin America,
but inequality and gender violence persist
The average presence of women in legislatures
in Latin America is close to 30%
% of women in national legislatures**

But progress in reducing gender economic
inequality and gender violence is slower
Women/men without own income (%)

42.4

30.1

Dominican Republic 20.8

29.7

Mexico
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13.9
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32.1
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15.0

Uruguay

16.2

Chile*

15.8

Argentina

35.8

Femicides per 100,000, 2014

7.5
12.6

39.7

15.8

51

14
35.7

16

3.6

188

12.9

531

2.7

217

5.5

183

1.2
35

10.5

28.1

0.6

14

0.6

145

0.6

90

8.1

34.7

11.4
26.3

10.4

35.6

9.1

28.9

**

36

15.1

26.8

15.7

35.4

9.8

32.1

13.6
14

5.3

23

9.5

4.6

4,757

1.9
0.9
1.4

104
32
24

0.5

40

1.0

225

*Figures reported for Colombia and Chile include only women killed by a partner or ex-partner. **2015; latest figures available. ***2016 data for femicides.

With several female heads of state in Central and South America in recent
years, and legislation to ensure a minimum of women candidates for
Congress, gender inequality in high-level politics has looked set to diminish.

_ Increasing protests over gender violence
across the region suggest that the issue is
gaining political salience.

Yet other statistics are less encouraging. According to the UN Economic
Commission for Latin America and the Caribbean, in 2014 there were
118.2 women living in poverty for every 100.0 men -- up from 107.1 in 2002.
Among the indigent, there are 121.5 women for every 100.0 men.

_ High percentages of women without their
own income or in low productivity jobs
will hinder progress in gender inequality.

Honduras, with one of the world’s highest homicide rates, also has
the highest rate of femicides in the region, at 12.9 per 100,000 (531 in
absolute terms). Although much lower per 100,000, Brazil, Argentina and
Colombia have the largest absolute numbers of reported femicides in
South America; the latter two show the highest number of women killed
by their partner or former partner.

_ The Latin American Development Bank says
greater political and economic inclusion for
women could boost regional growth by 34%.
_ Gender inequality appears increasingly
linked to socioeconomic level, despite
increasing education for women.

See also: Gender violence protests will mount in Latin America -- November 4, 2016
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Africa's cities will struggle to manage rapid growth
Thursday, August 18 2016
The number of urban dwellers in Africa is due to grow by a larger margin than any other
region in the decades to 2050 -- from 400 million to 1.26 billion. Africa's global share of
urban dwellers will increase from 11.3% to 20.2% during that period. The region's
municipal authorities are ill-prepared to manage this mushrooming growth, however, given
their meagre planning capacity and financial resources.

What next
Extended metropolitan areas, urban corridors and urban mega-regions will become
increasingly common, especially along the West African coast. However, poor planning
capacity and inadequate financial resources means this will be accompanied by growing
slums, which will lack adequate infrastructure and access to services. Rising popular
dissatisfaction could spell unrest.
Analysis
Africa's urban transition is often misunderstood. There is a tendency to confuse
urbanisation (the increase in percentage of people in a country living in urban areas
compared ro rural areas) with urban growth (the increase in absolute numbers of urbandwellers).
Understanding urbanisation
While the former is increasing quite slowly in many parts of Africa, the latter is proceeding
apace in most countries, posing enormous challenges for planning -- for example regarding
housing, sanitation and infrastructure for water, electricity and transport.
By 2035, it is predicted that 50% of people in Africa will live in cities (up from 40% in
2010). However, levels of urbanisation vary substantially, with North Africa and Southern
Africa already relatively highly urbanised, and East Africa the least urbanised, but the
fastest urbanising.

Skyline of Nairobi, Kenya
(Reuters/Noor Khamis/File Photo)

Impact
• Inconclusive results following
local polls in South Africa will
result in minority governments
in several cities, impeding
policymaking.
• Areas between major cities
and airports -- for example,
between Entebbe and
Kampala in Uganda -- will
prove attractive for developers.
• Investment incentives offered
by wealthier cities will attract
businesses, but exacerbate
intra-county inequalities.
• Recentralisation of policymaking powers in some
states will reduce
municipalities' scope to tailor
plans to local conditions.
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Much urban growth is caused by natural population increase rather than migration into
cities. Attempting to prevent migration into cities is therefore not a solution, and has failed
many times in the past (see AFRICA: Population growth will add to traffic woes - July 28,
2016).
Definition difficulties
Average population densities in Africa will increase from 34 to 79 persons per square
kilometre between 2010 and 2050. This means more areas currently classified as rural will
be reclassified as urban, with implications in terms of the demand for urban planning and
infrastructure.
Definitions of 'urban' vary substantially, impeding effective planning. Some classifications
focus on population density, while others concentrate on the extent of a built-up area or
structure of employment (the degree to which inhabitants are engaged in farm versus nonfarm activities).
In Rwanda for example, a focus on built-up areas in the current urban definition means
some areas that are dense and economically vibrant are defined as rural in official
statistics, leading to them being overlooked for infrastructure investment.
Spreading slums
The most noticeable symptom of rapid population growth will be the expansion of informal
settlements or slums. Already, sub-Saharan Africa has by far the highest slum incidence
of any world region, with a percentage of slum-dwellers almost twice as high as the
developing country average.
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As well as lacking services such as sanitation, water and electricity, many slum dwellers
do not have clear property rights, are vulnerable to eviction, and lack formal titles that can
be used to access financial services (see AFRICA: Politics will mar city service provision July 1, 2014).
Informal settlements also often lack roads to provide access for emergency services, and
are built in environmentally vulnerable areas outside planned parts of cities, often without
access to good transport, health and education services.
The fact that around 75% of the urban population increase in Africa is being absorbed by
intermediate-sized and small cities -- which lack planning capacities, effective revenueraising systems and investment even more than large cities -- will exacerbate slum
proliferation.
Expanding cities
As urban populations increase, the expansion of city boundaries is inevitable. This can
generate political tensions, particularly where outward development threatens to undermine
or upend claims to land under traditional tenure systems.
For example, in Addis Ababa in Ethiopia, proposals to develop a metropolitan planning
region extending into the surrounding Oromia region led to protests in which hundreds of
people were killed.
Continuous corridors
In many areas, the increasing physical and functional interconnection of urban settlements
is forming new continuous urban conurbations. This creates a need for new administrative
configurations that can, for instance, coordinate infrastructure plans or harmonise zoning
rules across city boundaries.
In most areas, such coordination is not institutionalised, while efforts to integrate
institutions often face considerable resistance by vested interests.
In West Africa particularly, urban corridors are developing rapidly. There the average
distance between urban centres with populations that exceed 10,000 decreased from 111
kilometres (km) in 1950 to 33 km in 2000, increasing the likelihood of built-up development
between urban centres
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These corridors and extended metropolitan areas can be effective engines of economic
development, but can also exacerbate the risks of spatial inequalities within countries if
they deflect investment from elsewhere (see INTERNATIONAL: Cities could power
economic growth - March 10, 2015).
New slums often accompany such developments, as affordable housing provision lags
behind the new employment opportunities they provide.
Policy predicaments
Managing these challenges will require effective planning and coordination. In theory,
widespread decentralisation reforms since the 1990s increased local governments' policymaking powers to shape their own policies and plans. However, most lack the requisite
technical expertise.
The problem is especially acute in medium and small cities -- precisely the hubs facing the
most rapid growth -- because they struggle to attract talented people to work in local
government.
These skills deficits undermine capacity not only in core areas such as land use and
transport planning, but also the 'softer' skills linked to public participation. Without this,
unpopular developments or plans risk aggravating local communities, potentially driving
protests.

Small- and medium-sized cities
are ill-equipped to deal with
proliferating slums

Moreover, in several countries, decentralisation -- particularly where it has been
accompanied by success by opposition parties in municipal polls -- has incited tensions
between local and national levels of government (see SOUTH AFRICA: Cities will be key
vote battlegrounds - March 15, 2016).
Countries such as Uganda, Tanzania and Rwanda are now looking to re-centralise key
aspects of urban governance.
Frail finances
Chronic underfunding adds to the difficulties facing African cities. With a few exceptions,
the scope for most local governments to raise tax revenue is extremely limited. Even a
major centre such as Dakar, Senegal, obtains only around 10% of revenues through local
taxes.
Property taxation is increasingly recognised within donor circles as offering great potential.
Lagos in Nigeria and parts of South Africa and Sierra Leone provide some positive cases of
improved property-related taxation, with positive results for municipal finances.
Overall, however, donor support for municipal capacity building has declined since the
1980s, though this trend is starting to reverse in some contexts. In Rwanda for example,
the World Bank and UN-HABITAT are working to develop capacity in secondary cities to
promote development outside Kigali.
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Migration drives Central America-Mexico tensions
Wednesday, March 15 2017
An Oxford Analytica In-depth Analysis
The rhetoric of US President Donald Trump and his government's initial moves to deal with
illegal immigration have caused great concern in Central America and Mexico. Central
American migration through Mexico to the United States in recent years has been viewed
as a humanitarian crisis. There is a significant risk that Trump administration policy could
undermine international relations within the region, potentially exacerbating problems of
violence and insecurity.

What next
Despite Central American pleas to Mexico for a common position on US deportations, US
immigration policy is likely to exacerbate existing tensions. The number of Central
Americans entering Mexico as their final destination will increase, putting a strain on the
Mexican legal system, social services and labour market.
Analysis
The foreign ministers of Mexico, Guatemala, El Salvador and Honduras met in Mexico on
March 2, to discuss how they should respond to US immigration policies under Trump.
Trump's plan to build a wall along the US-Mexico border has focused attention on illegal
Mexican migration to the United States (see MEXICO-US: Wall will divide, whether built or
not - September 6, 2016). However, many migrants that pass through Mexico are from
Central America.
In particular, large numbers of people have fled high levels of violence and poverty in the
Northern Triangle countries of Guatemala, El Salvador and Honduras:
• The International Organization for Migrants estimates that some 400,000
undocumented migrants enter Mexico from Central America every year.

A migrant walks as he carries a
blanket on his back in Tijuana, Mexico
(Reuters/Edgard Garrido)

Impact
• There is a risk of increased
collusion between Mexican
authorities and trafficking
cartels to abuse Central
American migrants.
• Despite improvements over
the past year, the Mexican
asylum system would
struggle to cope with a large
increase in claims.
• The challenges of migrating to
the United States and Mexico
could make Costa Rica
increasingly attractive for
Northern Triangle citizens.

• Mexican authorities last year deported 147,000 nationals of Central American
countries.
• In 2015, 35,000 Central American children and adolescents were detained in Mexico.
This compares to 4,000 in 2011.
Central American migrants routinely have faced abuse from Mexican authorities, as well as
organised criminals involved in people smuggling. Indeed, evidence has emerged of
collusion between Mexican police and the notoriously violent Zetas cartel, for example (see
MEXICO: Cartel capabilities will increase - September 15, 2016), in mass abductions in
2010-11 in the state of Tamaulipas, in which some 265 migrants were killed.
In recent years, Washington has pressured Mexico to curb the flow of migrants, providing
financial assistance to Mexican security forces to strengthen immigration checkpoints.
This has led to an increase in detentions on Mexico's southern border.
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Destination Mexico
Central American migrants entering Mexico increasingly view the latter as a destination
country:
• Staying in Mexico reduces fees payable to people smugglers, as well as the risks of
abuse from authorities and cartels, which are inherent in making the journey to the
United States.
• There is a widespread perception that it is easier to obtain legal status in Mexico than
the United States.
UN Refugee Agency data shows that some 8,100 Central Americans applied for asylum in
Mexico last year. This represents a 15-fold increase over the previous five years. A key
reason for this uptick is that many of those detained at the Mexico-Guatemala border due
to increased immigration enforcement activity subsequently discover from officials or peers
that they may be eligible for refugee status because they are fleeing violence.
While stepping up enforcement, Mexican authorities have been viewing migration from
Central America as a humanitarian issue. In part, this is a response to pressure from
immigration advocates. As a result, some 63% of asylum claims were accepted last year.
Nonetheless, in a report issued last year, the International Crisis Group (ICG) stated that
Mexico has the capacity to take more refugees than it currently does, but needs
international assistance.
Mexican asylum laws are robust. Moreover, while processes for claiming asylum
traditionally have been bureaucratic and time-consuming, these have been simplified over
the past year. This has meant that the level of expertise required to process claims has
lessened, helping authorities to recruit more staff. While detention facilities remain
inadequate, the authorities are releasing more asylum seekers while their cases are being
resolved. In addition, access to psychological and humanitarian assistance has improved.
Nonetheless, the Mexican authorities are being stretched to their limit and continue to
struggle to cope with the volume of claims. Moreover, the prospect of a protracted process
and a period of detention in extremely poor conditions has meant that many potential
asylum seekers have dropped their claims before they can be assessed. This means that
the increase in accepted claims does not reflect an accurate picture of how the asylum
system is working.
The UN estimates that Mexico could receive over 20,000 asylum claims this year. The
actual figure could be substantially higher:
• Some Central Americans deported from the United States to Mexico last year could
well claim asylum, following the same pattern that has been in evidence among
detainees along Mexico's southern border.
• Despite the increase, the proportion of Central American migrants claiming asylum
remains small. Even a relatively modest proportional increase due to word of mouth
along key migrant routes would lead to a large overall number of asylum seekers.
Mexican authorities would not be able to cope with a major increase, nor would Central
American refugees be able to find employment, which would affect their integration into
Mexican society. While there have been recent UN-backed integration initiatives, these
have been small in scale.
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Therefore, the historical issues with the asylum system seem almost certain to return,
alongside serious social problems, including the potential for refugee camps in parts of
Mexico.
Humanitarian crisis
The ICG report highlights mass deportations from the United States since 2014 as
exacerbating the humanitarian crisis. The Trump administration, and the president's
longstanding pledges to curb immigration, inevitably will exacerbate the challenges faced
in Mexico (see CENTRAL AMERICA/US: Washington will toughen policy - October 21,
2016). Indeed, the administration's initial moves are likely to increase the attraction to
migrants of staying in Mexico rather than making the journey north.
For the Central American foreign ministers, the aim of the recent ministerial meeting was
to elicit Mexican government support in developing a collective response to mulled US
plans for large-scale deportations of undocumented immigrants.
However, if Trump administration rhetoric and policy on immigration leads to an increasing
number of Central American refugees and migrants viewing Mexico as a destination
country, tensions are likely to rise between Mexico and its southern neighbours. This will
probably have the effect of disconnecting efforts to control immigration, with little regional
coordination.

The Mexican government will
increase pressure on its
Northern Triangle
counterparts to strengthen
borders

The Mexican government will increase pressure on its Northern Triangle counterparts to
strengthen borders and stem the flow of migrants. Currently, these governments do not
have the capacity to stop outward movements of people.
There is little potential of this changing, particularly if -- as seems likely -- humanitarian
assistance implemented under former US President Barack Obama's administration and
aimed at encouraging Central Americans to stay in their home countries is cut. At the
same time, abuse from authorities and people traffickers seems set to worsen as the
number of Central Americans in Mexico increases, with which the authorities are unable to
cope . This will cause anger in Central America, and potential governmental-level protests,
which Mexico will be unable to address.
Trump policy risks
During his first weeks in office, Trump has been combative towards Mexico. However, an
antagonistic strategy towards Mexico is risky for Trump because Washington needs
Mexican assistance in curbing the flow of people from third countries crossing the USMexico border.
The Trump administration's behaviour since taking office gives Mexico little incentive to
cooperate -- as recent statements from Mexican officials has made clear. This will make
existing challenges even more acute.
Direct deportation to Central America
In the absence of Mexican cooperation in receiving Central American deportees, US
authorities will probably resort to deporting undocumented migrants directly to Northern
Triangle countries. Indeed, prior to recently visiting Mexico, US Secretary of State Rex
Tillerson and Homeland Security Secretary John Kelly travelled to Guatemala. While there,
they signed two accords that may facilitate large-scale deportations of Guatemalans living
in the United States illegally.
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The prospect of large-scale deportations of their citizens has led to concern within Central
America about potential abuse:
• Honduran authorities have sought to engage with the Trump administration on
immigration. The country's ambassador to Washington, Marlon Tabora, recently met
with US Customs and Border Protection officials to discuss the implications of new
immigration directives for Honduran nationals in the United States.
• The government of El Salvador has stepped up consular activity to support its citizens
who may be affected as a result of US government actions. There will be a particular
focus on legal assistance in areas with large numbers of Salvadoran migrants, such as
Texas and California, as well as the cities of New York and Washington DC.
While Central American governments periodically will complain about US immigration
policy, they will find themselves relatively powerless to counter it. Indeed, trade imperatives
mean that governments in the Isthmus need to take care not to antagonise the Trump
administration, and may well focus their ire on Mexico.

Central American governments
will be wary of jeapordising
trade ties with the United
States

During his campaign, Trump talked about a need to renegotiate the North American Free
Trade Agreement (NAFTA) (see MEXICO: Trade diversification will not be easy - February
16, 2017). However, he said very little about trade relations south of the border.
Trade disputes between the United States and Mexico -- which seem likely -- create an
opportunity for Central American countries to become hubs for firms seeking an entry point
to the US market. A recent trade deal between countries in the region and South Korea
appeared to have this aim (see CENTRAL AMERICA: Trump may trigger trade
opportunities - January 5, 2017). Central American governments are likely to be careful
about taking any actions that could jeopardise this opportunity.

Deportees leaving their
Northern Triangle home
countries soon after being
returned may limit the
negative social impact there

In the meantime, there is potential for deportations to exacerbate already acute problems
of unemployment, gang membership and urban violence. However, in practice, these
problems may be relatively limited:
• Many of those deported probably will seek to leave their home countries fairly soon
after being returned there.
• They are less likely to be removed from Mexico or another third country.
Costa Rican pressure
Deportations from the United States, the increasing difficulty of travelling there, and stories
of abuse in Mexico, may well also increase the attractiveness of Costa Rica as a
destination for migrants from Northern Triangle countries.
Costa Rica's relative economic and political stability has made it an increasingly attractive
destination for migrants over recent years. After years of heavy immigration from
Nicaragua, the authorities estimate that at least 10% of the population is now Nicaraguan;
given the number of illegal migrants, the actual figure probably is much higher.
In late 2015, thousands of Cuban migrants were stranded in Costa Rica after the
neighbouring Nicaraguan government refused to let them continue travelling north, adding
pressures on services (see CUBA: Summer of crisis will drive migration - August 9, 2016).
The government of Costa Rican President Luis Guillermo Solis has insisted that migration
is a humanitarian challenge, stating that his government will not criminalise it.
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Nevertheless, an increase in migration from the Northern Triangle would cause tensions
within Central America. In particular, public opinion in Costa Rica would be likely to
conflate it with urban insecurity and drug trafficking -- both of which have been rising in
recent years (see COSTA RICA: Government moves to prevent gang threat - August 11,
2015).
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