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Political risk back to the spotlight 
 

▪ Spread compression to lose momentum; we place our OW recommendation in negative watch 
▪ Conflicts with indigenous groups seem manageable 
▪ Corruption investigations could take a toll on the government’s popularity  
▪ The referendum could provide short-term relief, but downside risks persist 

 
Spread compression to lose momentum along weaker governability. Bonds continued the rally that began in 

mid-October, boosted by more lenient external conditions and positive news on the domestic front that we 

described in Ecuador Economics and Strategy: “We prefer short-term bonds to capture impact of positive news”, 

18 October. After the conclusion of negotiations with the indigenous groups and the announcement of the 

potential Blue bond issuance in mid-October bonds picked up by 52.8% on average until the end of 2022, 

recovering partially from the drop triggered by the indigenous protests in June 2022. Bonds continued 

overperforming most EM credits at the onset of 2023, along with the recovery of risk appetite that benefitted 

distressed credits, such as Ecuador, El Salvador and Argentina. Nevertheless, threats of new strikes of the 

indigenous groups and the revelation of a potential corruption scheme involving top government officials and 

President Lasso’s relatives, have prevented Ecuadorean spreads from continuing to profit from higher risk appetite 

since 16 January as shown in Chart 1. As a matter of fact, since 24 January bonds have lost on average 4.4% 

compared to the 0.4% gain recorded by the JPMorgan USD EM Sovereign Bonds ETF. With this in mind, we place 

our OVERWEIGHT recommendation in negative watch based on heightened political risk.    

 

Chart 1. Spread compression of different issuers and issuer types. 

 
Source: BancTrust & Co. estimates based on JP Morgan and Federal Reserve Bank of St. Louis 
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Conflicts with indigenous groups seem manageable. Ecuador’s Natives Communities Federation (CONAIE) claim 

the government has not complied with deals made after last year's demonstrations. In particular, they stressed 

the government signed two new mining investment agreements in December, breaching the moratorium on 

mining in ancestral indigenous territories the government pledged to place until the legislature approves a law to 

outline community consultation rules for extractive projects. Authorities denied they have breached the 

agreement, arguing no new concessions have been granted, but did not provide explanations regarding these two 

projects.  For that reason, on 12 January, indigenous groups decided to gradually "prepare conditions of territorial 

defence" in the areas where these mining companies were present. We have reasons to believe that a new wave 

of mobilisations will not take place in the short term. On the one hand, the government would likely be keen on 

preventing protests, based on the consequences the June 2022 indigenous protest had on activity and 

governability prospects. With this in mind, we expect authorities will engage in negotiations with the indigenous 

groups and clarify the situation of the before-mentioned projects. Talks could accelerate the drafting of a new 

regulation on community consultations, which would be key to appeasing the indigenous groups in our view.   On 

the other hand, indigenous groups have incentives to avoid mobilisations before the 5 February local elections,  

as it could harm the prospects of indigenous candidates.  

 

The ”Great Godfather” investigation has acquired significant relevance.   Although the first disclosures made of 

the “Great Godfather” on 9 January were belittled by the government, the wide repercussion of accusations 

forced authorities to make bold moves to save face. As a reminder, the investigation alleges that President Lasso’s 

brother-in-law and mentor figure, Danilo Carrera heads an illegal organisation that manages public companies’ 

procurements to obtain bribes or favour certain suppliers. Even though public officials denied emphatically these 

accusations, the government began an audit of the state-owned companies and requested heads of the 

companies to be ready to submit their resignation if needed to emphasise their commitment to transparency. 

They also announced they will cooperate with the Prosecutor General’s Office, which started an investigation 

named “Encuentro” (which translates to “Encounter”) inspired by the government’s slogan “The government of 

encounter”. The Prosecutor General’s Office already raided nine houses as part of its investigation on 19 January, 

and it was confirmed that one of the main suspects, former head of Ecuador’s Public Companies Coordination 

Enterprise (EMCO) Hernán Luque, left the country. The former events enhance the seriousness of the investigation 

and make it a more relevant issue for the political scenario.  

 

Corruption investigations could take a toll on the government’s popularity.   Given that the probe is still ongoing, 

it will take time to determine its potential consequences in the mid-term. If the accusations are confirmed, it could 

have severe implications for governability. In the short term, we expect the corruption scandal would encourage 

opposition forces to begin a war of attrition against the government, as happened in previous scandals. For 

instance, lawmakers have already created a commission to investigate the “Great Godfather” case, as they did 

after the “Pandora Papers” scandal in October 2021. We expect the indigenous group will also replicate their 

strategy at that time and raise their tone against the government to wear down its popularity. Although the 

“Pandora Papers” case was dismissed by the competent authorities, the scandal and the opposition pressure 

contributed significantly to eroding President Lasso’s popularity after the successful vaccination campaign in the 

first months of his mandate (see Chart 2). If a similar result repeats with the “Great Godfather” investigation, this 

could be detrimental to the government’s already weak approval ratings, which hovers around 18% to 33% 

according to different pollsters.  
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Chart 2. President Lasso’ approval ratings 

 
Source: BancTrust & Co. based on CEDATOS, IPSOS, Cid Gallup and Perfiles de Opinión 

 

The referendum could provide short-term relief, but downside risks persist.  As we mentioned in our 2023 Year 

Ahead Outlook: “Lingering challenges” 16 December 2022, the referendum scheduled on 5 February could be a 

booster for the government’s weak popularity. Polls carried out before the spread of the “Great Godfather” 

scandal, suggest that most questions of the referendum are endorsed by the population (see Table 1). The least 

popular question was the one seeking to strip the Citizens’ Participation and Social Control Council (CPCCS) of its 

right to appoint top officials, which was not endorsed by most of the people surveyed by Clima Social pollster. We 

expect a positive outcome for the referendum despite the negative impact of the scandal, as support for the most 

question is significantly above the 50% required to be approved. 

 

Table 1. Approval to each question of the referendum 

 
Source: BancTrust & Co. based on CEDATOS, IPSOS and Clima Social 
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Question
Clima Social 

(6-Jan)

IPSOS 

(21-Dec)

CEDATOS 

(15-Dec)
Average

1) Do you agree with allowing the extradition of Ecuadorians who have committed crimes related to transnational 

organised crime?
69.3% 68.0% 61.3% 66.2%

2) Do you agree with guaranteeing the autonomy of the Attorney General's Office,  so that it may select, evaluate, 

promote, train and sanction its employees?
61.9% 72.0% 64.1% 66.0%

3) Do you agree with reducing the number of lawmakers? 82.3% 86.0% 73.3% 80.5%

4) Do you agree with requiring political movements to have a minimum number of members equivalent to 1.5% of the 

electoral registry of their jurisdiction and requiring them to keep a record of their members periodically audited by the 

National Electoral Council?

79.9% 82.0% 65.1% 75.7%

5) Do you agree with transferring the power of the CPCCS to appoint authorities to the National Assembly? 49.4% 69.0% 58.5% 59.0%

6) Do you agree with modifying the appointment process for CPCCS members, so that they are elected by the National 

Assembly?
54.8% 76.0% 54.9% 61.9%

7) Do you agree with the incorporation of a water protection sub-system into the National System of Protected Areas? 79.9% 88.0% 71.1% 79.7%

8) Do you agree that individuals, communities and indigenous peoples should receive compensation from the state for 

their contribution to preserving the environment?
77.8% 84.0% 69.2% 77.0%

Average endorsement 69.4% 78.1% 64.7% 70.7%

https://banctrust.us7.list-manage.com/track/click?u=2150dcaad4635ab6993708a94&id=9b52337ecb&e=fde0a6023c
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With this in mind, we would expect Lasso’ popularity to benefit from this political victory, as happened after April 

2007 and September 2008 referendums carried by former President Rafael Correa (see Table 2). Nevertheless, we 

cannot rule out that this victory could be overshadowed by the political scandals and pressure from the 

opposition.  This was the case of the February 2018 referendum, which did not translate into a spike in former 

President Lenin Moreno’s popularity. 

 

Table 2. Previous referendums results and impact on popularity. 

 
Source: BancTrust & Co. based on CEDATOS and National Electoral Council (CNE) 

Date President
Average votes 

in favour

Approval 

rating before 

the 

referendum

Approval 

rating after 

the 

referendum

Difference

Apr-07 Rafael Correa 81.7% 69% 76% 7%

Sep-08 Rafael Correa 63.9% 61% 72% 11%

May-11 Rafael Correa 47.7% 57% 54% -3%

Feb-18 Lenin Moreno 68.6% 69% 65% -4%
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