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SOVEREIGN RISK

Senegal - Priced for Perfection? [REV]
We have commented previously on Senegal’s status as the belle of the SSA ball and are
particularly intrigued by the premium that its bonds command relative to those of Côte
d’Ivoire, which has consistently outperformed its UEMOA rival in terms of macroeconomic
fundamentals1.
In the run-up to this October’s presidential election, the issue of political uncertainty still looms
large2 in the market’s assessment of CIV’s credit risk. Our view remains that this risk was sharply reduced
when four former warlords loyal to Guillaume Soro 3 were redeployed from their command positions in
the national army in March 2019.
Admittedly, the security threat from the AQMI and EIGS affiliates operating in neighbouring Mali and
Burkina Faso remains tangible, as was demonstrated by this morning’s attack on the army/gendarme
outpost in Kong4. At this juncture, however, Côte d’Ivoire should not be considered a primary target of
the Islamists5.
Although Senegal is bedevilled by significant institutional weaknesses, these have attracted hardly
any scrutiny – even during the last three months when the Covid-19 pandemic has laid bare many of the
administration’s serious shortcomings.
A recent study6 by the French foreign ministry, warning that the Covid-19 pandemic could well prove
fatal for a number of SSA’s “fragile states”, singled out two countries where “the State’s authority is
embodied in solid institutions: Senegal and Rwanda”7.
However, the Senegalese authorities have fallen far short of this rose-tinted description in their
handling of the pandemic. Whereas President Ouattara moved swiftly to declare a state of emergency 8
on March 23, at successive decision nodes the response of the Sall administration has been nothing short
of shambolic.
Nowhere has this been more vividly displayed than in the extreme diffidence with which the
government has been enforcing the observance by Moslem congregations of the ban on public
gatherings. We have previously described the embarrassing muddle surrounding the Maagal festival
(March 22nd) whose public observances were only cancelled when the supreme authority of the Mouride
confrèrie instructed9 the faithful to celebrate the occasion at their respective homes 10.
Not only does its economy dwarf Senegal’s by a factor of 1.85x but it is more diversified and has been expanding faster, while
maintaining a much lower debt ratio and far more respectable external balances.
2
This is understandable, given the wave of mutinies in 2017-18 and, of course, the civil war of 2002-2011.
3
It has been established that the mutinies were fomented by the then president of the National Assembly, after his implicit demotion
in the line of presidential succession that resulted from the entry into force of a new Constitution on Jan. 1, 2017. .
4
Located 525 km. from Abidjan but less than 100 km from the border with Burkina Faso.
5
Today’s attack appears to have been in retaliation for the joint strike that the Malian and Burkinabè armies launched in early May
against Islamist fighters camped out in the Comoé national park. Reportedly, soldiers from the Kong outpost participated .
6
See « ‘L’effet pangolin’ – la tempête qui vient en Afrique », Centre d’Analyse, de Prévision et de Stratégie (Quai d’Orsay); Mar. 24, 2020.
7
Op cit.
8
This entailed a nationwide lockdown, a night-time curfew and a mandatory, 7-day quarantine for travellers arriving from overseas.
Each of the above measures has been gradually relaxed.
9
But this announcement came just days before the huge festival that attracts hundreds of thousands of pilgrims each year – many from
the vast Senegalese diaspora in W. Africa, Europe and even the U.S. It is no accident that the first national to test positive had arrived in
the holy city of Touba from Italy, a week before the Khalifa made his announcement.
10
This virtual kow-tow set the stage, in the days before the feast of Eid el Fitr, for an extraordinary verbal assault against the head of
state and his family by a fanatical Moslem, furious that the country’s mosques remained shut (along with churches, concert halls,
restaurants and other public venues).
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The authorities have managed their shut-down of the school system with equal incompetence.
Eager to see a return to business as usual, President Sall had announced in mid-May that secondary
school classes would resume on June 2nd. Although the number of Covid-19 cases being reported at the
time was actually on the rise, the objections of both parents and teachers were studiously ignored.
Then, shortly before midnight on June 1st, it was announced that schools would remain closed for the
rest of the academic year11.
Over the last 10 days, popular disenchantment with the government’s poor crisis-management has
found expression in a series of violent confrontations between protesters and the state authorities,
across the country.


On May 31st, residents of Cap-Skirring staged a protest against the shortage of running water in their
community12. They were met by a show of force from the local gendarmerie (using using rubber
bullets and tear-gas), that triggered a riot in which several public buildings and vehicles were set on
fire (video).

The following week saw nationwide demonstrations by operators in the informal sector, reacting to
the extension of the state of emergency13 until June 30th. The most violent incidents14 erupted in
Touba, where the office of the national electricity company was targeted and a number of vehicles
(including police cruisers and even an ambulance), were set on fire.


Beyond the obvious deficit in Senegal’s administrative capacity, the country is uniquely vulnerable
on two additional fronts.


In 2018, the last year for which data are available, remittances from the vast Senegalese diaspora15
amounted to USD 2.2 billion, equivalent to 10.1% of GDP16. Clearly, the anticipated contraction in
these flows, that the World Bank is projecting at 20%, will have a huge adverse impact on Senegal’s
balance of payments.



With the recent collapse in energy prices forcing even the super-majors to slash17 their capex
budgets, exploration and development projects have seen their timelines pushed out, often sine
die. While it is no surprise both of Senegal’s major hydrocarbon projects should have fallen victim
to the same pressures18, 19, the resulting delays represent a significant setback20 for the country’s
economic prospects21.

The stated reason for this dramatic volte face was that a few teachers had tested positive in Ziguinchor, a province in the extreme of
south of the Casamance region (bordering Guinea-Bissau).
12
A longstanding issue in this southern Casamance community, the lack of running water has acquired new urgency in the context of the
Coronavirus and the need for frequent hand-washing. The problem has been aggravated by the impact on the local water table of the
growing number of bore-holes being sunk to meet the needs of the cluster of hotels in the adjacent tourism zone.
13
This was the second such extension, it having been announced previously that the emergency would be lifted on June 15 th.
14
The list of towns that saw similar outbursts includes Mbacké, , Kaolack, and Tambacounda.
15
Sizable communities of highly enterprising Senegalese are to be found across the U.S., Canada, the E.U. and even in China.
16
Total remittances to Côte d’Ivoire the same year amounted to USD 362 million, a negligible 0.84% of its much larger economy.
17
Total, BP and Exxon have announced cuts of 20%, 25% and 30% respectively.
18
In mid-April BP, which holds a 60% stake in the Grand Tortue Ahmeyim field (Africa’s deepest offshore gas reservoir, located at a depth
of 2.85 km. astride the maritime border between Senegal and Mauretania), has invoked force majeure to request a 12-month delay for
delivery of the FLNG platform. This had originally been scheduled for 2022, with first gas targeted in H1/2023.
19
In early May FAR, the Australian junior that discovered the deep-water Sangomar oil field, announced that it was seeking a buyer for
its 15% stake, after its efforts to raise its pro-rata share of the project’s USD 1.09 billion development cost.
20
As noted in the Fund’s most recent Country Report, ‘Recent oil and gas discoveries could expand Senegal’s GDP by about 5 percent
annually over the production horizon. The [Sangomar and GTA] reservoirs are expected to begin production in 2022, with additional fiscal
revenues averaging 1.5 percent of GDP annually.’ See “IMF Country Report No. 20/11”; Jan. 2020.
21
Of course, no discussion of Senegal’s nascent hydrocarbon industry would be complete without touching on the huge governance
issues flagged by the BBC’s investigative report into the allocation of the exploration and development lease in which the Grand Tortue
Ahmeyim reservoir was later discovered. The group to which the said lease was issued was led by the controversial Romanian
businessman Franck Timis and included one Alioune Sall … the President’s younger brother.
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At this juncture, it seems appropriate to question the relativetly modest Treasury spread at which
the Senegal’s paper trades. Over the last three months, admittedly, the differential in risk premiums
between its 2048 eurobond and that of the equivalent-maturity Ivorian instrument has almost been cut
in half from its pre-pandemic plateau [see chart below].
However, we consider the current level of 86 b.p. excessive. Whereas the valuation of Ivorian risk
appears to anticipate an outcome close to the worst-case scenario, our suspicion is that the Senegalese
instrument might well be priced for perfection.
Selected economic & social indicators
Parameter

Cote
d'Ivoire

Senegal

Nominal GDP
GDP growth rate

43,200
7.50%

23,400
6.00%

Fiscal balance
Current account

-3.70%
-3.00%

-3.00%
9.20%

Debt/GDP
Remittances/GDP

53.2%
0.84%

63.7%
9.76%

0.516
0.255

0.514
0.102

Human developt.1
Socio-econ stability2
1
2

Côte d’Ivoire 65/8%, 2048 vs. Senegal 63/4%, 2048
- Treasury spreads (b.p.)

Human development index (World Bank)
Socio-economic stability index (World Bank)

- i.e. skilled labour/total labour force

This Report has been prepared purely for the purposes of information and neither constitutes, nor is intended to constitute an offer to sell or the
solicitation of an offer to purchase securities. Although the statements of fact in this Report have been obtained from, and are based upon sources that
Rhombus Advisors LLC believes to be reliable, the Firm does not guarantee their accuracy, and any such information may be incomplete or condensed.
All opinions and forecasts included in this Report represent the Firm’s judgement as of the date of the Report and are subject to change without notice.
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