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Political Risk Update: May 10, 2022 

◼ Sri Lanka: Economic and political crisis turns violent

◼ Russia: Moscow avoids debt default but risks are mounting

◼ Kazakhstan: Local bank takes over subsidiary of Russian bank hit by sanctions

◼ EU/Russia:  Proposed EU oil import ban will hit Russia's largest export-earning sector

◼ Chile: Draft measures may alter water and mining norms

Sri Lanka: Economic and political crisis turns violent 

Event 

Anti-government protests have turned violent, with demonstrators unsatisfied by the prime 

minister’s resignation. 

Outlook 

With the intensification of anger towards the Rajapaksa administration, the prospect of a unity 

government is more remote than ever. Opposition politicians are very unlikely to risk aligning 

themselves with a president who is now under formidable pressure to quit. 

Analysis 

Sri Lanka’s economic crisis, in part provoked by rising fuel prices associated with the conflict in 

Ukraine, continues to provoke political turmoil. Violence broke out in various parts of the country 

on Monday. Prime Minister Mahinda Rajapaksa submitted his resignation to President 

Gotabaya Rajapaksa, his brother, hours after Rajapaksa loyalists attacked anti-government 

protesters in Colombo. The unrest in the capital prompted the authorities to impose a 

nationwide curfew, on top of the state of emergency declared by the president on May 6. 

However, demonstrators proceeded to attack the homes of many ruling party politicians, 

burning down properties including the Rajapaksa ancestral house in Hambantota district. A 

crowd attempted to storm the prime ministerial residence. Mahinda Rajapaksa and family 

members who were inside were evacuated by troops this morning. At least eight people have 

died and more than 200 have incurred injuries during the disturbances. Separately, Gotabaya 

Rajapaksa has for weeks urged all parties to help form a unity government. He reiterated the 

call following Mahinda Rajapaksa's resignation and the concomitant dissolution of the cabinet. 

Russia: Moscow avoids debt default but risks are mounting 

Event 

On May 4, Moscow paid USD649mn in debt before a final deadline, avoiding a default. 
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Outlook 

Despite this payment, the default risk continues: a US Treasury waiver on Russian debt 

transactions (from any source) expires on May 25. That could force a default on payments due 

two days later: a euro-denominated bond which contains a contractual provision for using 

rubles if necessary, and a dollar-denominated bond which does not. The Treasury might extend 

the waiver, since Moscow's decision to back down on yesterday's payment satisfies the US aim 

of draining Russia's accessible foreign currency holdings, valued at about half its total reserves. 

Analysis 

The total payment on May 4, which fell due on April 4 with a 30-day grace period, would have 

been larger but its major component, a USD2bn principal payment, was reduced to USD552mn 

beforehand when Russia's finance ministry repurchased USD1.45bn of it. After a US Treasury 

ruling blocked debt payments from otherwise frozen dollar reserves held abroad, Russia said 

on April 6 that it would pay the remainder in rubles. This would have counted as a default. 

However, Moscow announced on April 29 that it would after all pay in dollars from reserves not 

held in Western states. 

 

Kazakhstan: Local bank takes over subsidiary of Russian bank hit by 
sanctions 

Event 

Kazakhstan's CenterCredit bank has completed a 100% takeover of the local subsidiary of 

Russia's Alfa Bank, Russia's fourth-largest bank and the largest in private hands, Kazakh media 

reported on May 6. 

 

Outlook 

CenterCredit says Alfa Bank Kazakhstan will continue operating seamlessly and separately with 
a rebrand calling it ECO bank. However, media reports suggest that it may be merged into 
CenterCredit, depending on what decision the latter's shareholders take at a May 20 meeting. 
Kazakhstan's banks will happily pick up their sanctioned Russian counterparts' business. The 
Kazakh authorities say they will not help Russia evade Western sanctions. 
 

Analysis 

Alfa Bank’s Kazakh subsidiary halted loan insurance after Alfa was hit by US Treasury 

sanctions on April 6 that extend to its subsidiaries. Sberbank Kazakhstan, whose parent is 

Russia's largest lender, and VTB, the second-largest, continue to operate. Russian banks were 

performing well in Kazakhstan prior to the conflict in Ukraine, but will struggle to operate abroad 

under sanctions. Sberbank Kazakhstan may be sold to a local buyer, too, possibly the large 

Halyk Bank. 
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EU/Russia: Proposed EU oil import ban will hit Russia's largest export-
earning sector 

Event 

EU plans announced last week to stop importing Russian oil will deal a severe blow to the 

country's export revenues and fiscal position. 

Outlook 

While Russia tries to pressure the EU on gas, Brussels has made the first move on oil, and 

there is little Moscow can do except, over time, to seek alternative markets -- a complex and 

costly process. The economy is likely to enter a recession in the second quarter of 2022 and 

any recovery next year will be shallow. 

Analysis 

Russian oil sales to the EU netted an average USD10bn in March and April; this revenue 

stream will be lost if European leaders can agree unanimously on a ban. Refined products as 

well as crude will be shut out of the EU. Before this news, Russian GDP was already forecast to 

contract by around 10% in 2022, the most since 1995, with household incomes expected to be 

hit by rising inflation that is expected to reach 20% by the end of the year. Prospects for a swift 

recovery in 2023-24 are slim. The economic development ministry is forecasting 1.3% growth or 

a further 1.1% contraction in 2023, depending on which scenario is used. The World Bank 

foresees growth of 0.6% next year. 

 

Chile: Draft measures may alter water and mining norms 

Event 

On May 7 the plenary of the constitutional convention failed to pass a proposal that would 

extend the state's rights over extractive sectors after it received only 66 votes, well short of the 

103-vote supermajority required. 

Outlook 

The draft constitution will be subject to a national plebiscite on September 4. There are 

indications that it may be voted down, which would increase uncertainty given the absence of 

an alternative plan. Environmental versus economic issues will remain central to the debate. 

Analysis 

The draft article in question generated strong opposition from the mining sector as it would have 

given the state majority ownership of copper mines and exclusive rights over lithium, rare earths 

and hydrocarbons. The draft will now return to the environmental commission for modification 

before coming to a second vote. The plenary did approve draft articles requiring mining 

regulations to consider environmental protections, expanding protection for water in indigenous 

areas, native forests and wetlands and reformulating governance criteria to focus on water 

availability. The measures form part of a package of 52 proposals presented by the 
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environmental commission that had earlier been rejected in their entirety by the plenary but 

have now been accepted and are being voted on individually. 
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