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ASIA 
 

Growing trade risks may soon sour 

foreign appetite for Asian bonds  

17-Aug-2018  
By Patturaja Murugaboopathy and Gaurav Dogra 
Aug 17 (Reuters) - Foreigners turned net 

buyers of Asian bonds in July after three 
monhts of aggressive selling, but the 
esalating trade dispute between China and the 
United States and Turkey's economic crisis 
paint a gloomy outlook for continued regional 
inflows. 

Data from central banks and bond market 
associations showed foreigners bought a net 
$3.02 billion of bonds from India, Indonesia, 

Thailand, South Korea and Malaysia in the last 
month.  
South Korea and Malaysian bond markets led 
the region with inflwos of $1.3 billion and $984 
million, respectively. 
Efforts by the United States and Europe to 
resolve difference over trade propped up 

money flows in July, though investors are 
more worried this month, with another round 
of trade tariffs between China and Untied 
States kicking off next week.  

"We are just at the beginning phase of the trade 
war, and as tariff barriers rise they will pressure 
currencies for further weakness, and both these 
factors will pressure prices higher, thus further 
souring investor sentiment for the bond market," 

said Prakash Sakpal, Asia economist at ING in 
Singapore.  
From Aug. 23, new U.S. tariffs on $16 billion 
worth of Chinese goods would take effect, along 
with an equal amount of retaliatory tariffs from 

Beijing.  

Angara's diplomatic rift with the United States 
has sent the Turkish Lira reeling this month, also 
affecting other emerging market currencies with 
large current account deficits such as the Indian 

rupee and Indonesian rupiah. 
Analysts said currency crisis in Turkey has 

prompted investors to shift funds from 
emerging markets to developed markets.  

The Indian rupee hit a record low this week, 
while the Indonesian rupiah touched its lowest in 
nearly 3 years. 
On Thursday, Turkey's Finance Minister Berat 
Albayrak assured international investors that the 
country would emerge stronger from its currency 

crisis, insisting its banks were healthy and 
signalling it could ride out a dispute with the 
United States. 
Although Ankara appears to be committed to 
mitigating the current crisis, this does little to 
boost confidence in Lira as the US threat of more 
sanctions could be in for further contagious 

selloff, said ING's Sakpal.  
"I am expecting continued volatility in flows 
ahead, with investors possibly avoiding high risk 
countries like India, Indonesia and Philippines," 
he said. 
 
(Reporting by Patturaja Murugaboopathy and Gaurav 
Dogra in Bengaluru; Editing by Kim Coghill) 
(( patturaja.muruga@thomsonreuters.com ; +91-80-
6749-6540; Reuters Messaging: 
patturaja.muruga.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

GCC debt issuance to exceed $50bn in 

2018 

17-Aug-2018  
GCC sovereign issuance is on track to exceed 
$50 billion in 2018, surpassing last year's 
levels, according to Zurich-based Fisch Asset 
Management, a specialist in select investment 
strategies. 

Two multi-tranche sovereign bond transactions 

of Saudi Arabia and Qatar lead issuance of over 
$30 billion in the hard currency market in the 

first half of the year, the asset manager said. 
Philipp Good, CEO at Fisch Asset Management, 
commented: "This robust performance by the 
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GCC primary markets stands out as particularly 

strong when compared to the broader emerging 

market trend, where aggregate issuance is 
lagging significantly behind 2017 levels." 
"The emerging market segment has faced 
considerable headwinds this year, which have 
included higher US interest rates, weaker 
local currencies, and intensified threats to 
free trade. These factors, among many, have 
negatively impacted the performance of 

external debt products. 

"These negative returns have, in turn, impaired 
inflows. Nonetheless, we do expect performance 
and inflows across emerging markets to improve 
meaningfully in the second half of the year, and 
we expect the GCC to continue issuing at a brisk 
pace," he added. 

Fisch noted the potential inclusion of the GCC 
region in the JP Morgan EMBI Index, with official 
phase-in expected to commence in early 2019, 
to be particularly relevant. The contemplated 
combined index weighting for the region may be 
more than 12 per cent, as compared with the 
current allocation of 0 per cent. 

Good continued: "To put the significance of this 
potential weighting into context, the combined 
weighting of index heavyweights China, Russia, 
and Brazil is currently just over 11 per cent. This 
index inclusion will have a very positive impact 
on the investment demand dynamic for the GCC, 
as index-based funds will allocate more capital 

to the region – a process that has already 

begun, as confirmed by the recent positive price 
action of the GCC's sovereign bonds." 
Likely candidates to come to the market in the 
second half of 2018 
Fisch said that Kuwait is likely to contribute 

meaningfully to the remaining issuance total in 
2018. Although such issuances are not catalyzed 
by raised regional debt ceilings alone, improved 
oil prices are set to play a critical role in the 
demand and supply dynamic for Kuwait and the 
wider GCC, having a direct impact on multiple 
budgetary factors across the region, as well as 

driving positive investor sentiment. 
In addition to Kuwait, Saudi Arabia may also 
consider returning to the market. The Kingdom 

already came to the market with a jumbo-sized 
transaction, as did Qatar. According to Fisch, the 
Saudi sovereign may opportunistically tap the 
markets again in the second half, while Qatar is 

less likely to return. On that basis, GCC 
sovereign issuance for the remainder of the year 
is likely to be dominated by Kuwait, Saudi Arabia 
and possibly the UAE. 
GCC credit is less expensive 
While the GCC region has, in the past, traded at 

a tighter credit spread relative to other emerging 
market peers, the sharp correction in oil prices 
in 2015 has reversed that relationship, with the 
GCC region trading with a higher risk premium 

versus the broader peer group. Fisch views 
current trading levels as attractive, particularly 
so given the recovery in energy prices. 

"Looking at the emerging market asset class in 
the context of the broader markets, we believe 
that the asset class deserves a higher portfolio 

allocation than it currently enjoys," Good said. 

"A combination of predominantly robust 

fundamentals, along with much more compelling 
valuation characteristics, mean that emerging 
markets will offer plenty of attractive 
opportunities as 2018 progresses. We expect 
each region in the emerging market space to 
offer a unique set of risks and opportunities. In 

many ways, it can be argued that the risk-
reward dynamic is particularly compelling for the 
GCC region," he concluded.  
 
– TradeArabia News Service 
Copyright (c) 2018 Sourced by MIST all rights 
reserved 
©Thomson Reuters 2018. All rights reserved. 
 
 

Bahrain 

Gulf finance ministers to support 

Bahrain through fiscal balance 

programme  

15-Aug-2018  
DUBAI, Aug 15 (Reuters) - Gulf finance 

ministers said on Wednesday they would 
support Bahrain's financing needs after 
reviewing its proposed fiscal balance 
programme at a meeting in Manama. 

"The ministers reaffirmed their countries' 

commitment to supporting the financing needs 

of a fiscal balance programme with targeted 
indicators," they said in a statement. 
The ministers were from Saudi Arabia, the 
United Arab Emirates, Kuwait and Bahrain. 
The Gulf Cooperation Council members have 
been discussing aid to Manama for more than a 

year, as foreign investors dumped Bahrain's 
bonds, bankers and other Gulf sources have told 
Reuters. 
In late June, the three countries said in a 
statement they were considering "all options" to 
support Bahrain and finalise an integrated aid 

programme, which they said would soon be 
announced. 

Manama has projected a state budget gap of 
$3.5 billion in 2018. 
 
(Reporting by Katie Paul; Editing by Catherine Evans) 
(( Katie.Paul@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

China 

China finance ministry sets minimum 

local govt bond rates via 'window 

guidance'  

15-Aug-2018  

SHANGHAI, Aug 15 (Reuters) - China's Ministry 

of Finance has instructed underwriters of local 
government bonds that the bid rates for the 
bonds should be at least 40 basis points above 
the mean rate for central government bonds, 
three sources with direct knowledge of the 
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matter said. 

The instructions were given as "window 

guidance" to underwriters for local government 

bonds. 
Window guidance refers to informal instructions 
from regulators often communicated orally, with 
no written notice. 
China's finance ministry told local governments 

on Tuesday to speed up the issuance of special 
bonds used to fund infrastructure projects. 
 
(Reporting by Shanghai Newsroom 
Editing by Eric Meijer) 
(( Andrew.Galbraith@tr.com ; +86 21 6104 1779; 
Reuters Messaging: 
andrew.galbraith.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/apgalbraith )) 
(c) Copyright Thomson Reuters 2018. 
 
 

In rare move, China punishes ratings 

agency Dagong over violations  

17-Aug-2018  
By Andrew Galbraith 
SHANGHAI, Aug 17 (Reuters) - One of China's 

biggest debt rating agencies has been 

punished by the securities regulator and a 
supervisory group under the central bank, in a 
rare rebuke that underscores Beijing's 
concern about credit risks at a time of slowing 
economic growth. 

China's credit ratings industry has a reputation 

for providing favourable ratings for local issuers, 
downplaying risks, even as some international 
watchdogs warn debt is at levels that could 

trigger a financial crisis. 
The China Securities Regulatory Commission 
(CSRC) said on Friday it would ban Dagong 
Global Credit Rating Co Ltd, one of the 
country's four big bond rating companies, 
from taking on new securities rating business 
for a year, and forbade it from replacing 
senior management during that period. 

That announcement came after the National 
Association of Financial Market Institutional 

Investors (NAFMII), an official industry group 
under the arm of the central bank, said it would 

suspend Dagong's business around debt-
financing instruments for non-financial firms, 
also for one year. 
Both the CSRC and NAFMII said that Dagong 
had provided consultation services to firms that 

it also issued credit ratings for. 
The CSRC also criticised the company for poor 
internal management, unqualified management 
and assessment committee members, and 
missing modelling data. 
NAFMII said Dagong had provided false 

statements and information when NAFMII was 
investigating Dagong's business practices. 
Dagong said it would seek to resolve issues 
facing China's ratings agencies but did not 

specify what these issues were. 
"We will seriously look into new situations and 
new problems faced by the industry to ensure 

our operations and work meet legal standards," 
Dagong said. 

Neither the CSRC nor NAFMII said which 

companies seeking ratings were involved in the 

violations. 
"Credit ratings agencies providing consulting 
services to companies seeking ratings 
seriously deviates from the principle of 
independence, and is prohibited by the 
relevant regulations of the interbank market," 
NAFMII said in the statement. 

Dagong "violated industry norms, business rules 

and basic compliance requirements and caused 
serious adverse effects on the market," it added. 
Market watchers initially downplayed the NAFMII 
punishment, which they said amounted to a slap 
on the wrist. 
But the CSRC restriction targets Dagong's core 
business. An executive at a local asset 

management firm said freezing Dagong's ratings 
business would leave it "almost bankrupt". 
A trader at an asset management firm in 
Shanghai said that he expected more action 
against local ratings agencies, with the CSRC 
vowing on Friday to strengthen punishments for 
violations. 

GRADE INFLATION 
Samuel Chien, managing director of Shanghai 
BoomTrend Investment Management, said that 
companies seeking ratings often shop around 
among the domestic agencies, giving their 
business to the agency that grants them better 

ratings. 
The result is a market in which issuers with 
ratings of AA or higher are behind more than 
90 percent of outstanding credit bonds by 
value. In other countries, such rankings are 
reserved for only the strongest and safest 
investment-grade debt. 

"Risk differentiation is increasingly difficult in 
China, which could hamper investors' 
confidence," said Gary Ng, an economist with 

Natixis in Hong Kong. 
"This is not desirable as China needs the bond 
market more than ever to fund the upcoming 
fiscal stimulus. Any credit event created by 
underestimation of risk could worsen risk 
appetite of investors, and (lead to) a higher yield 

and funding cost for both local governments and 

corporates," he said. 
This year has seen a rash of corporate bond 
defaults, including some by issuers that had 
been awarded relatively high ratings by 
domestic firms. 
On Monday, Xinjiang Production and 

Construction Corps (XPCC) Sixth Division State-
Owned Asset Management Co Ltd, which had 
been awarded an AA rating by Shanghai 
Brilliance Credit Rating & Investors Service Co, 
missed principal and interest payments on a 
short-term commercial paper issue, in a rare 
default by a local government financing vehicle. 

While China has moved to ease credit conditions 
and encourage investment in corporate bonds to 

support struggling private firms amid signs of 
slowing economic growth, corporate issuers 
have not been the main beneficiaries of these 
policies. 

Dagong is one of China's most prominent ratings 
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firms, and has achieved some recognition 

outside China for its sovereign issuer ratings. 

In January, Dagong cut the sovereign ratings of 
the United States to BBB+ from A-, equivalent 
to those for Peru, Colombia and Turkmenistan, 
citing concerns that tax cuts could weaken 
Washington's ability to repay debt. 
 
(Reporting by Andrew Galbraith; Additional reporting 
by the Beijing and Hong Kong Newsrooms; Editing by 
Sam Holmes and Jon Boyle) 
(( Andrew.Galbraith@tr.com ; +86 21 6104 1779; 
Reuters Messaging: 
andrew.galbraith.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/apgalbraith )) 
(c) Copyright Thomson Reuters 2018. 
 
 

India 

Indian govt had 241.35 bln rupees 

outstanding loans from RBI in Aug 10 

week  

17-Aug-2018  
Aug 17 (Reuters) - The Indian government had 

241.35 billion rupees ($3.44 billion) 
outstanding loans with the central bank under 
ways and means advances in the week ended 
Aug. 10, according to the Reserve Bank of 
India's weekly statistical supplement released 
on Friday. 

The central government had 852.89 billion 
rupees outstanding loans in the week earlier. 
State governments had 18.26 billion rupees 

loans from the RBI in the week ended Aug. 10, 
compared with 17.87 billion rupees in the 
previous week, the release showed. 
 
($1 = 70.0900 Indian rupees)  
((India Headline News Team; +91 80 6749 1310)) 
 
 

Indonesia 

Indonesia unveils upbeat 2019 budget 

under shadow of market pressures  

16-Aug-2018  
•Indonesia president says govt reacted fast to 
maintain stability 
•2019 GDP growth forecast at 5.3 pct vs 5.2 
pct 2018 expectation 
•Rupiah exchange rate seen averaging 
14,400/dollar in 2019 
•Economists call assumptions realistic, 
conservative 

By Maikel Jefriando and Tabita Diela 
JAKARTA, Aug 16 (Reuters) - Indonesia's 

president unveiled on Thursday a higher 2019 
growth target for Southeast Asia's biggest 
economy and said the government had 
reacted quickly to maintain stability after 
turbulence in emerging markets.  

In his annual budget speech to parliament, 
President Joko Widodo set a 5.3 percent 
economic growth target for 2019, down a notch 
from 2018's originally-set goal of 5.4 percent 

but above the 5.2 percent the government now 

expects for this year.  

He said the rupiah  currency was expected to 
average 14,400 a dollar next year, against the 
current 14,600 level. Widodo had targeted a 
13,500 average rate for 2018 in his budget 
speech last year. 
The rupiah has been one of the worst 

performing currencies among emerging 
markets in Asia this year, losing about 7 
percent of its value amid pressure from rising 
U.S. interest rates, global trade tensions and 
contagion risk from Turkey's crisis. 

Bank Indonesia (BI) has increased interest rates 
four times, including at a meeting on 
Wednesday, to defend the rupiah and analysts 
warn this could constrain growth into next year.  

Finance Minister Sri Mulyani Indrawati said the 
2019 GDP growth target took account of recent 
stabilisation measures. 
Widodo said the government "has quickly 
reacted to maintain economic stability and 
resilience" amid global volatility, including by 
seeking to control imports. 

The 2019 budget proposal is 10 percent bigger 
than the government's budget for 2018, at 
2,439.7 trillion rupiah ($167.05 billion), Widodo 
said. This included an allocation for 
infrastructure at 420.5 trillion rupiah, slightly 
above this year, and despite plans to delay some 

projects requiring high imports.  
The president set the 2019 fiscal deficit target 
at 1.84 percent of GDP, below the 2.12 
percent expected this year. He said this 
proved the government was maintaining its 
finances "prudently and responsibly". 

David Sumual, Bank Central Asia's chief 
economist, said that overall the assumptions for 
2018 are realistic. 

"It looks like the strategy remains the same: 
conservatism. Probably because of the external 
challenges," he said. 
ADB Institute researcher Eric Sugandi said the 
budget appeared to have been designed 
carefully, taking into account global trade woes 
and setting a "not too ambitious" growth target  

Widodo, who is seeking a second five-term term 

in an election next April, had pledged to lift 
annual GDP growth to 7 percent when 
campaigning in 2014.  
In his speech, he highlighted challenges 
including fluctuations in commodity prices as 
well as U.S. trade and interest rate policies, 

noting how some emerging markets had been 
sucked into crises by mismanaging factors they 
can control. 
Frederico Gil Sander, the World Bank's lead 
Indonesia economist, told Reuters Widodo's 
pledge to reduce the fiscal deficit and a 

conservative fiscal policy "even though we're 
going into election year, is sending a strong 
signal that stability is important". 

The budget proposal needs parliamentary 
approval. 
 
($1 = 14,605 rupiah) 
(Additional reporting by Agustinus Beo Da Costa and 
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Gayatri SuroyoEditing by Ed Davies and Richard 
borsuk) 
(( gayatri.suroyo@thomsonreuters.com ; 
+622129927609; Reuters Messaging: 
gayatri.suroyo.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

Lebanon 

Lebanon banks suck in dollars to 

maintain peg, but economy stagnates  

Central bank prioritises high reserves to defend 
currency peg 
•Banks offer unprecedented high-interest 
savings to draw in cash 
•Growth, lending depressed under high rates, 
political inertia 
•Central bank foreign assets at $44.4bn 
•Lebanon nearly 3 months without 

government 

By Lisa Barrington 
BEIRUT, Aug 16 (Reuters) - Lebanese banks 

are pulling out the stops to bring in dollars as 
the country strives to preserve a two-decade 
old currency peg, offering high returns to 
customers willing to change their hard 
currency into long-term Lebanese pound 
deposits. 

It is one sign of Lebanon's determination to 

maintain monetary stability as political leaders' 
warnings of economic crisis have fuelled 

rumours that have led the central bank to issue 
repeated assurances about the peg's soundness. 
But the central bank's high interest rates that 
keep money flowing into banks are increasing 

risk within the financial system and strangling an 
already depressed economy. That all comes at a 
time of renewed political uncertainty as Lebanon 
nears three months without a government. 
With growth low and traditional sources of 
foreign exchange - tourism, real estate and 
foreign investment - undermined by years of 
regional tension, Lebanon is now relying more 
on the billions of dollars expatriate Lebanese 

deposit in local banks.  

The banks buy government debt, which finances 

the country's eye-watering public indebtedness, 
and deficits. 
There is broad agreement that Lebanon - the 
world's third most indebted state - needs urgent 
fiscal reform to help the economy and reduce 

dependence on central bank operations 
described as unconventional by the International 
Monetary Fund. 
But since parliamentary elections in May, 
politicians have failed to form a government that 
could tackle the deficit, reinforce confidence in 
the financial system and unlock billions in donor 

financing.  
Focusing on high interest rates has come at a 

price. 
"The priority today for the central bank is to 
raise rates to attract capital and preserve capital 
in foreign currency in Lebanon so we can 
continue with the policy of stabilising the pound, 

which is the top priority," Raed Khoury, 

Lebanon's caretaker economy minister, told 

Reuters last month. 

"It is the reason for Lebanon's political and 
monetary stability and confidence in Lebanon. Of 
course these factors don't come at a low cost. 
The cost is high for our economy." 
Ordinary Lebanese are feeling the effects of the 
weak economy. Lending is down and business 

activity is falling along with prices in a real 
estate sector that was once a pillar of the 
economy.  
Annual growth rates have fallen to between 1 
and 2 percent, from between 8 and 10 percent 
in the four years before the Syrian war, and 
Lebanon's debt-to-GDP ratio hit more than 
150 percent at the end of 2017, the IMF said. 

The central bank last hiked interest rates at the 

end 2017, by 2 percentage points in response to 
the crisis caused by Prime Minister Saad al-
Hariri's resignation, later rescinded.  
But almost two months ago banks began 
telephoning customers asking if they had foreign 
currency – locally or abroad – they could deposit 

to earn interest rates of up to 15 percent on 
five-year term Lebanese pound deposits. 
Other offers heard by Reuters include 10 percent 
on one-year and 11 percent on two-year terms, 
with minimum deposits ranging from $20,000 to 
$50,000. 
The weighted average interest rate on Lebanese 

pound deposits was 6.7 percent in June, the 
highest since December 2009. The average rate 

on dollar deposits was 4.1 percent, the highest 
since February 2008.  
And since the Hariri crisis, the average term of 
Lebanese pound deposits increased from 40 
days in October to 120 days today, Bank Audi 

chief economist Marwan Barakat said.  
Banks convert customers' cash into local 
currency and deposit the dollars in the central 
bank which, a number of complex operations 
later, gives the banks even more attractive 
returns.  
"There is now a lot of competition between 
banks to attract deposits," BlomInvest Bank's 
head of research Marwan Mikhael said. "The 
central bank is trying to suck all the dollars in 
the market."  

But the increasing reliance on bank deposits to 
fund the state - and the increasingly high 
exposure of banks to sovereign debt this entails 
- is making Lebanon and its banks more 

susceptible to political shocks. 
"The situation of banks has become fragile, 
vulnerable to the situation of the public sector," 
said Toufic Gaspard, an economist and former 
adviser at the International Monetary Fund in 
Washington. He said half of the banks' balance 
sheets are deposits at the central banks. 
"Two thirds of their balance sheets are loans 
to the public sector, defined as the central 
bank and government, as illustrated by 
treasury bills," Gaspard said.  

Gaspard last year wrote a paper saying the 
central bank's policy of offering high interest 
rates on dollars was resulting in "mounting 
losses" for the central bank and "negative net 
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reserves".  

The scale of these losses is, however, not 

publicly known as "the central bank hasn't 
published its profit and loss statements since 
2002", Gaspard told Reuters. 
In an unusual move, the central bank responded 
to the report and said its interest rate policies 
were in line with Lebanon's risk profile. On the 

subject of the non-publication of its annual 
reports, the central bank said it is required 
annually to report its balance sheet and profit 
and loss accounts to the finance minister, and 
said the central bank "continues to generate 
sustained and substantial profits". 
Lebanon's vulnerability to political shocks was 
demonstrated in November, when Hariri 
unexpectedly resigned during a visit to Saudi 
Arabia, causing a temporary outflow of funds 
from his country. 

The crisis was resolved in a matter of weeks 
when Hariri cancelled his resignation, but the 
currency peg came under pressure. The central 
bank's foreign assets, excluding gold, recovered 

what they had lost defending the pound to reach 
$44.4 billion at the end of July. 
The cost of borrowing for ordinary Lebanese has 
also been pushed up since the central bank, 
concerned about the amount of Lebanese pound 
liquidity entering the market, started in October 
to pare back the incentive and subsidy schemes 

it had used for years to boost bank lending to 
housing and other economic sectors. 
Although welcoming central bank efforts to 
maintain deposit inflows in the face of the 
many pressures on Lebanon, the IMF has said 
Lebanon's debt is "unsustainable" and 
"immediate and substantial fiscal adjustment" 
is needed. 

Many in Lebanon are asking why politicians do 

not put their differences aside to put the 
economy on a sounder footing.  
"If we continue like this, eventually we are 
bound to have a financial crisis," said Gaspard.  
 
(Additional reporting by Tom Perry 
Editing by Samia Nakhoul and Giles Elgood) 
(( lisa.barrington@thomsonreuters.com ; +961)(0)( 
1954456; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Malaysia 

Malaysia sells govt bonds maturing in 

2033 at avg 4.498 pct yield  

14-Aug-2018  
KUALA LUMPUR, Aug 14 (Reuters) - Malaysia 

has sold 3.0 billion Malaysian ringgit ($0.7 
billion)in government bonds maturing in 2033 
at an average yield of 4.498 percent, the 
central bank said on Tuesday. 

The bid-to-cover ratio was 2.61 times. 
 
($1 = 4.095 Malaysian Ringgit) 
(Reporting by Kuala Lumpur newsroom) ((Tel: +603-
2333 8046)(Fax: +603-2072 6752)(Bureau Email: 
areuters@gmail.com)) 

EUROPE 

 

Albania 

Albania sells 2.3 bln leks (18.3 mln 

euro) of 5-yr  

14-Aug-2018  
TIRANA (Albania), August 14 (SeeNews) – 
Albania's finance ministry has said it raised 
2.3 billion leks ($20.9 million/18.3 million 
euro) through the sale of five-year fixed-rate 
Treasury notes on August 10, in line with 
plan. 

The coupon rate on the issue amounted to 
5.3%, the same as in the last auction of five-

year fixed-rate T-notes held in July, according to 
the results of the auction posted on the website 

of the finance ministry. 
 
(1 euro = 125.693 leks) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Belarus 

Belarus plans to repay $3.7 bln in state 

debt next year  

15-Aug-2018  

MINSK, Aug 15 (Reuters) - Belarus will repay 

$3.7 billion worth of state debt next year and 
expects to receive a $1 billion loan from 

Russia to refinance its debt, Belarus' First 
Deputy Prime Minister Vasily Matyushevsky 
said on Wednesday. 

 
(Reporting by Andrei Makhovsky 
Writing by Tom Balmforth 
Editing by Andrey Ostroukh) 
(( Tom.Balmforth@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Croatia 

Croatia to sell 1 bln kuna (134.7 mln 

euro) of 1-yr T-bills on August 21  

16-Aug-2018  
ZAGREB (Croatia), August 16 (SeeNews) - 
Croatia's finance ministry said on Thursday it 
will offer 1 billion kuna ($153.3 million/134.7 
million euro) of one-year Treasury bills at an 
auction on August 21. 

The Treasury bills will mature on August 22, 
2019, according to a tender notice posted on the 
website of the finance ministry. 
At the last auction of one-year government 

securities held on June 26, the finance ministry 

raised 721 million kuna, more than planned, at a 
yield of 0.09%. 
 
(1 euro=7.42598 kuna) 
Copyright 2018 SeeNews. All rights reserved. 
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Hungary 

S&P affirms Hungary's sovereign rating  

17-Aug-2018  
Aug 17 (Reuters) - Ratings agency Standard & 

Poor's affirmed Hungary's "BBB-/A-3" credit 
rating on Friday, citing the country's surplus 
external position and substantial net foreign 
direct investment. 

"Hungary's strong external profile, its resilient 
export-driven economy, low private sector debt 
levels, and the flexible exchange rate regime 
support the sovereign ratings," the S&P said. 

The rating agency kept its outlook unchanged at 
positive.  
Hungary's GDP growth rate would peak this 
year at 4 percent, supported by domestic 
demand, employment gains and the recovery 
of domestic credit growth, S&P said. 

"The Hungarian economy has been expanding 
dynamically for some time now, while the 

budget deficit has been below 3 percent of GDP 
for even longer. Moreover, the government 
targets a balanced budget within a few years," 
analysts at local brokerage Erste Investment 
said in a note on Friday. 
Hungary's government expects economic growth 
to rise to 4.3 percent this year and 4.1 percent 

in 2019.  
 
(Reporting by Gergely Szakacs in Budapest and Karina 
Dsouza in Bengaluru; Editing by Sriraj Kalluvila) 
(( Karina.Dsouza@thomsonreuters.com ; within U.S. 
+1 646 223 8780, outside U.S. +91 80 6749 6373; 
Reuters Messaging: Reuters Messaging: 
karina.dsouza@thomsonreuters.com )) 
 
 

Fx debt fall has made Hungary less 

vulnerable 

17-Aug-2018  
BUDAPEST, Aug 17 (Reuters) - Hungary's 

foreign currency debt has significantly 
decreased in recent years, making the country 
less vulnerable to external disruption than 
other emerging markets, the central bank's 
deputy governor, Marton Nagy, said on Friday. 

Nagy said some analysts and international 
papers wrongly compared Hungary to other 
emerging economies, and that could be 
damaging in "the current tense market situation" 
- a reference to Turkey's currency crisis.  
Hungary's current account surplus has improved 
the country's debt profile significantly, while 

other countries live with deficits and rising debt 
levels. 
"Looking forward, the current account could 
remain permanently positive, which could ensure 
the continuing improvement of the external 

debt," he said. Funding from the European Union 
would also continue to help, he added. 

A plunge in Turkey's lira knocked central 
European currencies, mainly the forint and the 
zloty, earlier this week. 
In periods of a global fall in risk appetite, more 

detailed analysis was needed to differentiate 

between emerging economies, Nagy said. 

"The gross foreign currency debt of the 
Hungarian economy measured as a ratio of GDP 
has halved over the recent decade, from the 
earlier historical peak," Nagy said. 
"At the end of March 2018, it amounted to 56 
per cent, in which the decrease of debt (in) all 

the three sectors (government, households and 
companies) played a role," he added. 
 
(Reporting by Sandor Peto and Marton Dunai; Editing 
by Kevin Liffey and Andrew Heavens) 
(( sandor.peto@thomsonreuters.com ; +36 1 327 
4744; Reuters Messaging: 
sandor.peto.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Kosovo 

Kosovo sells 20 mln euro of 1-yr T-

bills, yield rises  

17-Aug-2018  

PRISTINA (Kosovo), August 17 (SeeNews) – 
Kosovo's finance ministry raised 20 million 
euro ($22.8 million) at an auction of one-year 
Treasury bills held on August 14, the 
country's central bank said. 

The average weighted yield went up to 0.59% 
from 0.39% at the previous auction of one-year 

T-bills held on June 12. 
 
($ = 0.876107 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Montenegro 

Montenegro to auction 25.1 mln euro 

of 182-day T-bills on Aug 20  

17-Aug-2018  
PODGORICA (Montenegro), August 17 
(SeeNews) - Montenegro will offer 25.1 million 

euro ($25.2 million) of 182-day Treasury bills 
at an auction on August 20, according to an 

announcement posted on the central bank's 
website. The government securities will 
mature on February 19, 2019. 

In the latest auction of 182-day T-bills held on 
July 16, the finance ministry sold government 
securities with a nominal value of 18 million euro 
at an average weighted yield of 0.34%. 
Montenegro sold 208.1 million euro worth of T-

bills in 2017, up 12.8% year-on-year. 
 
($ = 0.854072 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Romania 

Romania's end-June foreign debt rises   

13-Aug-2018  
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BUCHAREST (Romania), August 13 (SeeNews) - 
Romania's foreign debt rose to 95.371 billion 
euro ($108.5 billion) at the end of June from 
93.47 billion euro at end-2017, the central 
bank, BNR, said on Monday. 

The end-June figure includes 66.9 billion euro in 
long-term foreign debt, down from 68.61 billion 
euro at the end of 2017, BNR said in a balance 
of payments report for June, citing provisional 

data. 
Long-term external debt service ratio fell to 
22.8% at end-June, compared to 23.9% at the 
end of 2017. 
Goods and services import cover stood at 4.9 
months at end-June, from 5.4 months at end-
2017. 

The ratio of the BNR’s foreign exchange reserves 

to short-term external debt by remaining 
maturity edged down to 76.2% at end-June, 
against 87.2% at end-2017. 
 
($= 0.8783 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Russia 

Russia faces higher debt costs due to 

US sanctions   

16-Aug-2018  
•U.S. senators propose sanctions on holding 
of Russian govt debt 
•ACRA says number of bond holders to shrink 
if sanctions applied 
•ACRA says Russia to face higher borrowing 
costs 

MOSCOW, Aug 17 (Reuters) - Russia will lose 

investors and face higher borrowing costs if 
the United States imposes a ban on investors 

buying new Russian government bonds, the 
Kremlin-backed Analytical Credit Ratings 
Agency (ACRA) said in a report on Friday. 

ACRA is a credit rating agency set up by Moscow 
in 2015 after its relations with the West 
worsened over the Ukrainian crisis. It has 
expanded its operations after the world's biggest 

agencies refused to sign up to Russia's new 

accreditation requirements, giving ratings on 
public and private debt that the international 
agencies no longer cover. 
U.S. senators proposed in early August slapping 
sanctions on holding new Russian sovereign debt 
in legislation that Republican Senator Lindsey 
Graham, one of the measure's lead sponsors, 

called "the sanctions bill from hell." 
This sparked a sell-off across Russian 
markets, leaving observers guessing if the bill 
will be signed into law by President Donald 
Trump. 
"The imposition of sanctions on buying 
Russian state debt may reduce the investor 
base and, respectively, increase the average 
cost of borrowing for the state," ACRA said. 

Demand for Russian treasury bonds, known as 

OFZs, will fall by as much as 10 percent 
compared with levels in early 2018 if 

Washington applies sanctions on bonds, ACRA 

said. 

If demand for state debt declines by 8-12 
percent, yields on rouble-denominated treasury 
bonds could increase by up to 0.8 percentage 
point, ACRA said. 
As investors ditched bonds on Thursday, the 10-
year OFZ yield - which moves inversely to the 

price - rose to 8.59 percent, its highest since 
December 2016. 
A drop in demand for OFZ has already been seen 
following the imposition of U.S. sanctions in 
April, ACRA said, referring to the package of 
restrictions designed to punish Russia for 

meddling in the 2016 U.S. presidential election 
and other "malign activities." 
Moscow has repeatedly denied any wrongdoing 

and has recently promised to ditch U.S. Treasury 
bonds in retaliation to the sanctions. 
OFZ bonds have been popular among 
investors thanks to their high yields and the 
country's low risk of default. But foreigners 

have already started cutting their holdings 
this year due to the risks of restrictions on 
holding them being imposed. 

Foreign investors had cut their share of the OFZ 
market to 28.2 percent as of July 1, holding 1.98 
trillion roubles ($29.6 billion), from an all-time 
high of 34.5 percent on April 1, according to 
central bank data. 

The data also showed foreigners held 42.2 
percent of Russian Eurobonds, or $16.53 billion, 

as of July 1. 
 
($1 = 66.9300 roubles) 
(Reporting by Andrey Ostroukh; Editing by Hugh 
Lawson) 
(( andrey.ostroukh@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Russia central bank says saw govt 

bonds selling in second half of July  

17-Aug-2018  
MOSCOW, Aug 17 (Reuters) - Investors 

reduced their holdings of Russia's OFZ 
treasury bonds in the second half of July amid 

proposals made by U.S. senators to impose 
more sanctions on Moscow, the Russian 
central bank said on Friday. 

The selling of OFZ bonds along with lower oil 
prices put pressure on the rouble in the second 
half of July, the central bank said in a regular 
report on the banking sector. 
OFZ government bonds took a hit later in August 

as investors braced for rising risks that the 
United States could impose sanctions on holding 
new Russian state debt, which also added fuel to 
the sell-off in the rouble. 
 
(Reporting by Andrey Ostroukh 
Editing by Andrew Heavens) 
(( andrey.ostroukh@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018. 
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Serbia 

Serbia sells 6.6 bln dinars (56 mln 

euro) of 5-yr T-notes, yield falls   

14-Aug-2018  
BELGRADE (Serbia), August 14 (SeeNews) – 
Serbia's finance ministry said on Tuesday it 
sold 6.6 billion dinars ($63.8 million/55.9 
million euro) of five-year dinar-denominated 
Treasury notes in a reopening of the issue. 

The amount sold is 28.6% of the target, the 
finance ministry said in a statement. 

The government securities were first auctioned 
on January 23, when the finance ministry raised 
11.6 billion dinars, below its target of 110 billion 

dinars, at an average weighted yield of 4.28%. 
The yield on Tuesday fell to 3.75% from 3.80% 
achieved in the latest auction of the issue, held 
on July 17. 

Demand for the government debt paper, which 
matures on January 25, 2023, stood at 7.7 
billion dinars. 
 
(1 euro = 117.988 dinars) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Turkey 

Turkey must commit to policies to 

promote stability amid market 

volatility  

16-Aug-2018  
WASHINGTON, Aug 15 (Reuters) - Turkey 

should commit to sound economic policies to 
promote stability and reduce imbalances at a 
time of market volatility, an IMF 
spokesperson said on Wednesday as a row 
between Washington and Ankara over the 
jailing of an American pastor dragged on. 

The spokesperson, speaking on condition of 
anonymity, said there was no indication that 
Turkish authorities are considering asking for 

financial assistance from the Washington-based 
International Monetary Fund. 
The Fund was monitoring the situation closely, 
the spokesperson added. 
"In light of recent market volatility, the new 
administration will need to demonstrate a 
commitment to sound economic policies to 
promote macroeconomic stability and reduce 
imbalances, while ensuring full operational 
independence to the central bank to pursue 
its mandate of securing price stability," she 
said. 

The lira has lost nearly 40 percent against the 
dollar this year, driven by worries over President 

Tayyip Erdogan's growing control over the 

economy and his repeated calls for lower 
interest rates despite high inflation. 
The latest blow was sparked by sanctions 
imposed on Turkey by the Trump administration 
over the detention of Pastor Andrew Brunson, 
who was jailed for allegedly supporting a group 

that Ankara blames for an attempted coup in 

2016. 

The weakness of the Turkish currency has 
rippled through global markets.  
Earlier on Wednesday, Qatar pledged $15 billion 
in investment to Turkey, which will be channeled 
into banks and financial markets, a Turkish 
government source told Reuters. 

The move by Turkey's Gulf ally offered further 
support to a lira rally after the Turkish central 
bank tightened liquidity and curbed selling of the 
currency. 
Erdogan has said Turkey is the target of an 
economic war, and has made repeated calls for 

Turks to sell their dollars and euros to shore up 
the national currency. 
Analysts have said Ankara will likely need to go 

to the IMF to rebuild confidence in its economic 
policies. 
"We have received no indication from the 
Turkish authorities that they are contemplating a 

request for financial assistance," the IMF 
spokesperson added. 
 
(Reporting by Lesley Wroughton; Editing by Michael 
Perry and Kim Coghill) 
(( lesley.wroughton@thomsonreuters.com ; +1-202-
354-5982; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Turkish banking watchdog broadens 

limits on derivative transactions   

17-Aug-2018  
ISTANBUL, Aug 17 (Reuters) - Turkey's BDDK 

banking watchdog on Friday said it would 
broaden limits on banks' forex swap 
transactions to include lira forward and 

option-type derivative transactions. 

The BDDK on Wednesday cut the limit for 
Turkish banks' forex swap, spot and forward 
transactions with foreign banks to 25 percent of 
a bank's equity. 
 
(Reporting by Nevzat Devranoglu; Writing by Daren 
Butler; Editing by David Dolan) 
(( daren.butler@tr.com ; +90-212-350 7053; Reuters 
Messaging: 
daren.butler.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Moody's downgrades Turkey to Ba3, 

assigns negative outlook  

17-Aug-2018  
ISTANBUL, Aug 17 (Reuters) - Moody's cut 

Turkey's sovereign credit rating deeper into 
"junk" territory on Friday, citing a weakening 
of public institutions and the related reduction 
in the predictability of policy making in a 
country which is facing a currency crisis. 

"That weakening is exemplified by heightened 
concerns over the independence of the central 
bank, and by the lack of a clear and credible 
plan to address the underlying causes of the 

recent financial distress," the agency said in a 
statement. 
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Moody's lowered the rating to Ba3 from Ba2 and 

changed its rating outlook to negative in a move 

which came on the heels of a downgrade by 
S&P. 
"The tighter financial conditions and weaker 
exchange rate, associated with high and rising 
external financing risks, are likely to fuel 
inflation further and undermine growth, and 
the risk of a balance of payments crisis 
continues to rise," it said. 

The lira has lost nearly 40 percent of its value 
against the dollar this year, sparking a sell-off in 
emerging market currencies and weighing on 
global stocks. The crisis has been precipitated by 
investor alarm about President Tayyip Erdogan's 
influence over monetary policy. 
The sell-off has been fuelled by a deepening 

dispute between Turkey and the United States, 
with Washington imposing sanctions and vowing 
to continue to do so as it seeks the release of a 
U.S. pastor on trial in Turkey. 
 
(Reporting by Daren Butler; Editing by Catherine 
Evans and Dan Grebler) 
(( daren.butler@tr.com ; +90-212-350 7053; Reuters 
Messaging: 
daren.butler.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentina central bank hikes reserve 

requirements, eyes China swap  

16-Aug-2018  
By Jorge Otaola and Walter Bianchi 
BUENOS AIRES, Aug 16 (Reuters) - Argentina's 

central bank said on Thursday it hiked reserve 
requirements by 3 percentage points for the 
country's largest banks, as it tries to keep its 
plan for reducing short-term debt from adding 
to already high inflation. 

Separately, the central bank has agreed to a $4 
billion currency swap with China to boost its 
reserves, local news website Infobae reported. A 
spokeswoman for the central bank told Reuters 

talks with China over the swap were "advanced," 
but provided no further details. 
The monetary authority also sold $55 million in 
reserves at an average price of 29.7224 pesos 
per U.S. dollar, out of a total $500 million 
offered in its only foreign exchange auction of 
the day. 

The peso closed 0.67 percent higher at 29.8 per 
U.S. dollar. 
The country is undergoing a new bout of 
currency volatility, driven by concerns about 
inflation and a currency crisis in Turkey that 
has led to a sell-off in emerging market 
assets. 

A run on the peso earlier this year prompted the 
government to turn to the International 

Monetary Fund (IMF). 
Under the new central bank requirements, the 
largest banks must now keep 31 percent of 
their peso deposits in reserves, up from 28 
percent, according to a central bank 
spokesman. The move will absorb about 60 
billion pesos ($2.01 billion) in liquidity from 
the market, according to the statement. 

Earlier this week, the central bank announced it 
would speed up a plan to reduce outstanding 
Lebac short-term debt. It later lowered the 

interest rate offered on short-term notes to 
45.04 percent in a Tuesday auction, when it sold 
201.7 billion pesos in Lebacs. 
The move to unwind the short-term debt was 
praised by the IMF, which said it would reduce a 
source of instability. But traders and economists 

warned it would increase the supply of pesos as 
investors turned their Lebac notes into cash, 
pressuring both the currency and the current 
inflation rate of 31.2 percent. 
The central bank sold $781 million in reserves 
on Wednesday after the peso hit a record low of 
30.50 per U.S. dollar. Earlier in the week the 

bank also hiked its benchmark policy rate to 45 
percent from 40 percent. 
 
($1 = 29.85 Argentine pesos) 
(Reporting by Jorge Otaola and Walter Bianchi, 
Additional reporting by Luc Cohen, Eliana Raszewski 
and Scott Squires 
Editing by Jeffrey Benkoe and Rosalba O'Brien) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; +54 9 11 2313 4203; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net ; Twitter: 
https://twitter.com/cohenluc) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentina says primary fiscal deficit 

shrank 35 pct in July  

17-Aug-2018 1  
BUENOS AIRES, Aug 17 (Reuters) - Argentina 

posted a primary fiscal deficit of 14.28 billion 
pesos ($520.8 million) in July, the Treasury 

Ministry said on Friday, down 35.4 percent 
from the same period last year.  

July's financial deficit, which includes payments 
on the national debt, surged 90.6 percent 
compared with July 2017 to 62.38 billion pesos, 
the ministry said.  
 
($1 = 27.42 Argentine pesos on July 31) 
(Reporting by Luc CohenEditing by Chris Reese) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 

0645; +54 9 11 2313 4203; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net ; Twitter: 
https://twitter.com/cohenluc) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Barbados 

Barbados : Debt Restructuring - 

EUCLID Banks and FI  

11-Aug-2018  
Debt restructuring can take a variety of forms, 

mailto:Publicdebtnet.dt@tesoro.it


  

PDM Network Weekly Newsletter on Emerging Markets 

For information, contact the PDM Network Secretariat at: Publicdebtnet.dt@tesoro.it 

Follow us on Twitter @pdmnet and on our website wwwpublicdebtnet.org 

  12 

including reductions in coupon rates, maturity 
extensions, reductions of outstanding 

principal, or some combination of these 

options. The choice of method can be influenced 
by several factors including the scale of the 
problem, the speed of adjustment and the size 
and nature of the fiscal adjustment. Factors to 
be considered include safeguarding the 
soundness of the financial system and examining 

the impact on small savers. 
On June 1, 2018 the Government of Barbados 
announced the suspension of interest and 
amortisation payments due on its debts owed 

to external commercial creditors. It is 
envisaged that in addition to foreign currency 
denominated external debt, domestic obligations 
of the central government and guaranteed debt, 

inclusive of treasury bills, treasury notes, 
debentures, bank loans and commercial bonds, 
which are serviced directly out of the public 
purse, will also be subject to the restructuring 
exercise. 
This development resulted in varied responses in 
the domestic and international investor 

community and on June 15, 2018, the 
international rating agency Standard and Poor’s 
(SandP) reduced the country’s long-term foreign 
currency rating from (CCC+) to Selective Default 
(SD), as is customary when the process for a 
sovereign debt restructuring commences. 
The restructuring of the external debt 
immediately impacted the trading price of 
Government of Barbados’ international bonds, 
which fell from an average of US$87 to US$47 
and from US$91.8 to US$46.8 on its medium-
term and long-term instruments, respectively. 
The secondary trading of Government securities 
domestically also reflected lower prices before a 
temporary suspension of trading was announced 
by the Financial Services Commission in early 

July. Trading was subsequently permitted to 
resume from July 23, 2018. 
 
Copyright (c) 2018 Euclid Infotech Pvt Ltd. 
 
 

Brazil 

Brazil govt ready to intervene to calm 

markets amid Turkey storm  

13-Aug-2018  
BRASILIA, Aug 13 (Reuters) - Brazil's 

government is ready to quickly intervene in 
the currency and bond markets if volatility 
that has hit emerging markets hard in recent 
sessions continues, a source with the finance 
ministry said on Monday. 

The source told Reuters on condition they would 
not be named that Brazil's central bank and 
treasury were ready to act in concert to calm 
markets, as Latin America's biggest economy is 

being rattled along with other emerging markets 
by the meltdown of Turkey's currency. 
 
(Reporting by Marcela Ayres 
Writing by Brad Brooks 

Editing by Chizu Nomiyama) 
(( Brad.Brooks@thomsonreuters.com ; +55-21-9-
6749-5042; Reuters Messaging: 
brad.brooks.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

 
 

Mexico 

Mexico central bank sees upside risks 

to inflation 

16-Aug-2018  
MEXICO CITY, Aug 16 (Reuters) - A majority of 

the members on Mexico's central bank board 
believes the balance of risks to inflation 
remains tilted upwards, minutes from the 
bank's latest monetary policy meeting showed 
on Thursday. 

"Most members agreed that the balance of risks 

for the expected trajectory of inflation continues 
biased to the upside, in an environment of high 
uncertainty," the minutes stated. 
 
(Reporting by Mexico City Newsroom) 
(( dave.graham@thomsonreuters.com ; +52 1 55 
5282 7146; Reuters Messaging: 
dave.graham.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018 
 
 

Venezuela 

Payment unlikely on maturing 

Venezuela bonds  

17-Aug-2018  
LONDON, Aug 17 (IFR) - Venezuela faced 

payments of US$1.1bn in interest and 
principal on two bonds maturing last 
Wednesday, but investors were expecting the 
cash-strapped nation to continue its pattern 
of no payments, Reuters reported. 

By the end of business in New York on Thursday 
there were no signs the sovereign had paid. 

President Nicolas Maduro's government has 
halted almost all foreign debt payments, leaving 

Venezuela, which has a debt load of around 
US$60bn in direct and subsidiary foreign bonds, 
in default. 
"We assume no funds allocated to make the 
sovereign amortisation today as the first 

sovereign default and headline confirmation of 
cash flow stress," Siobhan Morden, head of Latin 
America fixed income strategy at Nomura 
Securities International, wrote in a note to 
clients on Wednesday. 
"It still looks like a countdown with economic 

crisis morphing into political crisis for the 
Maduro administration." 
Maduro's government began quietly halting 
debt interest payments last year in an effort 
to save hard currency for the collapsing 
economy, which is suffering from 
hyperinflation. 

Failure to make payments on Wednesday would 
mark Venezuela's first sovereign default since 
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Maduro announced in November a plan to 

restructure the country's debt. 

Venezuela's information ministry did not 
immediately respond to a request for comment. 
The maturing bonds are a fixed coupon issued in 
1998 with US$752m in principal and US$51.2m 
in interest and one issued in 2001 with 
US$300m in principal and US$20.4m in interest. 

The two bonds maturing on Wednesday traded 
at 28 cents on the dollar earlier last week, 
according to Reuters data. 
"Prices are so on the floor right now that you 
could see a huge recovery," said Ray Zucaro, 
chief investment officer at RVX Asset 
Management in Miami. 
Zucaro, who said he has a small exposure to a 
bond from Venezuelan state oil company 

PDVSA, did not expect Caracas to pay 
Wednesday's maturing bonds. 

"The news flow is so negative I don't know how 
much worse it can get," he said. "I think we're 
closer to a (breaking) point than we've ever 
been, but does that mean Maduro is gonna go in 
six months, six weeks, six days or six years? 
That's hard to say." 

Venezuela's benchmark 2027 US dollar-
denominated sovereign bond was last bid at 
26.50 cents on the dollar. 
 
(This story will appear in the August 18 issue of IFR 
Magazine) 
(( sudip.roy@thomsonreuters.com ; +44 20 7542 
4617; )) 
D Venezuela 
(c) Copyright Thomson Reuters 2018. 
 

AFRICA 
 

Botswana 

Bank of Botswana - Inflation remains 

at 3.1 percent in July  

17-Aug-2018  
In July, headline inflation remained at 3.1 
percent as recorded in June.  

According to the latest data from Statistics 
Botswana, inflation decreased for: food and non-
alcoholic beverages (from -0.6 to -1.1 percent); 

clothing and footwear (from 2.2 to 2 percent); 
housing, water, electricity, gas and other fuels 
(from 3.6 to 3.5 percent); and furnishing, 
household equipment and routine maintenance 
(from 2.1 to 2 percent). However, this was 
partly offset by inflation increasing with respect 

to: alcoholic beverages and tobacco (from 0.7 to 
0.8 percent); transport (from 7.5 to 7.7 
percent); recreation and culture (from 1.9 
percent to 2 percent); and miscellaneous goods 
and services (from 7.5 to 7.6 percent). Inflation 

remained unchanged for: health (0.8 percent); 
communication (-8.2 percent); education (5.4 

percent); and restaurants and hotels (3.6 
percent).  
The trimmed mean measure of core inflation 
decreased from 3.2 to 3.1 percent, while 

inflation excluding administered prices also 

declined from 1.8 percent to 1.7 percent in July.  

 
 (C) Copyright 2018 - Bank of Botswana 
 
 

Egypt 

Egypt central bank keeps overnight 

interest rates steady  

16-Aug-2018  
CAIRO, Aug 16 (Reuters) - Egypt's central bank 

left its main interest rates unchanged on 
Thursday, saying a second quarter of strong 

GDP growth and an expected decline in 
inflation to single digits meant its monetary 
targets were on course.  

The bank kept its overnight deposit rate at 
16.75 percent and its lending rate at 17.75 
percent, a move predicted by all 12 economists 
polled by Reuters earlier this week.  
The bank's Monetary Policy Committee (MPC) 

said GDP had grown by 5.4 percent for a 
second quarter in a row and that its target for 
headline inflation remained on track despite 
rising to 13.5 percent year-on-year in July 
from 11.4 percent in May.  

The government in June raised electricity and 
fuel prices, with petrol increasing by up to 50 
percent. It also sharply increased the price of 
metro tickets in May.  

The committee said it expected inflation to fall to 
single digits after the fiscal shocks had worked 
their way through the system.  
"The MPC decided that keeping key policy rates 
unchanged remains consistent with achieving 
this inflation outlook and target path," it said in 
a statement released after the Thursday 

meeting.  
The central bank had hiked overnight rates by 
a total of 700 basis points following a 
November 2016 reform programme backed by 
IMF, in which it devalued its currency by 
about half, decreased fuel subsidies and 
imposed a 14 percent value-added tax.  
Later, in February of this year, it cut rates by 
200 points. Several economists told Reuters 
they don't expect further cuts until later this 

year.  

The central bank appeared little fazed by the 
currency crisis in nearby Turkey, where the lira 
this week hit a record low of 7.24 to the dollar, 
down 40 percent this year.  
"Global financial conditions continued to tighten, 
and trade tensions rose, pressuring among other 
factors currencies of select emerging markets," 

the policy committee statement said.  
 
(Reporting by Patrick Werr 
Editing by Gareth Jones and Alexandra Hudson) 
(( amina.ismail@thomsonreuters.com ; +20 2 2394 
8114; )) 
(c) Copyright Thomson Reuters 2018. 
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Kenya 

Kenya's internal debt dips as apex 

bank tightens liquidity  

13-Aug-2018  
NAIROBI, Aug. 13 (Xinhua) -- Kenya's domestic 

debt has declined by 203.9 million U.S. dollars 
after the government stopped borrowing from 
the Central Bank through overdraft. 

The debt fell from 25.07 billion dollars at the end 
of July to 24.86 billion dollars last week, when 
the government did not take an overdraft, latest 

data from the Central Bank released on Monday 
shows. 
Overdraft at the Central Bank is usually equated 

to printing of more cash, which increases 
liquidity in the market. 
A higher liquidity in the market leads to 
decline of the value of the local currency 

against major world currencies, according to 
analysts. 

However, liquidity has been tight in the market 
for the past two weeks as a result of low 
government spending, helping the shilling 
strengthen against the dollar to 100.40. 
The low government spending can be partly 
attributed to failure by the government to 

borrow cash through the overdraft from the 
Central Bank as it seeks to manage mounting 
debt. 
The peak of government borrowing through 
overdraft hit 568 million dollars at the end of 
June. Overall public debt currently stands at 
about 50 billion dollars, with domestic debt 
consisting of half the amount and foreign the 
rest. 

Last week, the National Treasury announced it is 
seeking to recruit debt management experts to 
provide guidance on determination of borrowing 
ceilings for national and county governments, as 
well as preparing proposals for debt 
restructuring. 
The move was in response to the rising concerns 

over debt sustainability of the East African 
nation, with public debt standing at 56 percent 

of the gross domestic product.  
 
Copyright (c) 2018 Xinhua News Agency 
 
 

South Africa 

South Africa dollar bonds fall after 

Moody's warning  

15-Aug-2018  

LONDON, Aug 15 (Reuters) - Dollar-

denominated bonds issued by the South 
African government fell across the curve on 
Wednesday after ratings agency Moody's 
warned that the pace of fiscal consolidation 
had slowed. 

South Africa's 2044 Eurobond fell 1.5 cents to 
87.14 cents in the dollar, according to 
Tradeweb, while the 2041 issue fell 1.3 cents to 

98.09 cents.  

Moody's is the only one of the "big three" ratings 

agencies that still has South Africa's sovereign 
rating on investment grade, so any hint the 
agency could lower that rating unsettles financial 
markets. 
 
(Reporting by Claire Milhench 
Editing by Matthew Mpoke Bigg) 

(( claire.milhench@thomsonreuters.com ; +44 (0) 207 
542 3571; Reuters Messaging: 
claire.milhench.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

EMERGING MARKET 
 

EMERGING MARKETS-Turkey crisis rips 

through emerging FX, sends stocks 

down 1.8%  

13-Aug-2018  
•Turkish lira hits record low of 7.24 to the 
dollar overnight 
•Lira crisis hits South African rand, Russian 
rouble, China yuan  
•MSCI EM stock index falls 1.8%, close to 
more than 1 year low 

By Karin Strohecker and Swati Pandey 
LONDON/SYDNEY, Aug 13 (Reuters) - The crisis 

engulfing Turkish markets over its diplomatic 

rift with the United States sent tremors 
through emerging markets on Monday, 
knocking some main currencies to multi-year 
lows and weighing heavily on equities.  
Investors fear the selloff in the lira, which hit a 
fresh record low overnight, could have a ripple 
effect in global financial markets, with the euro, 
South Africa's rand and Mexico's peso already 
dented by Turkey's crisis.  

The lira pared some of its losses against the 
dollar after the central bank said it had lowered 
reserve requirement ratios for banks as well as 
pledged to provide whatever liquidity banks 
needed and to take all necessary measures to 
maintain financial stability. 

However, the Turkish currency was still down 

more than 6 percent on the day and within 
spitting distance of a record low around 7.24 hit 
it early Asian trade. The lira has weakened 
nearly 45 percent since the start of the year.  
Turkey's local bond markets saw yields spike 
above 21 percent, while dollar-denominated 
bonds issued by the government and banks 

suffered a steep selloff. Istanbul's stock 
exchange halted trading in three of the 
country's leading banks after they tumbled 
more than 11 percent. 

"It's a textbook crisis – for many years 
everybody said Turkey was a weak country due 
to its large external debt and current account 
deficit," said Guillaume Tresca, senior emerging 

markets strategist at Credit Agricole.  

"There is nothing surprising other than that the 
central bank is not really reacting. They issued 
this new plan but there is no tightening of 
financial conditions – they are completely behind 
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the curve." 

Other main currencies were caught in the 

vortex. South Africa's rand skidded to levels not 
seen since mid-2016 and Russia's rouble 
slumped to a near 2-1/2 year trough. 
The Indian rupee slid to an all-time trough, while 
the Indonesian rupiah  hitting a near three-year 
low prompted the central bank to intervene. 

China's yuan weakened 0.5 percent - its 
steepest daily decline in nearly four weeks.  
The wave of selling was triggered on Friday 
when U.S. President Donald Trump announced 
tougher sanctions on Turkish steel and 
aluminium exports, causing a spike in 
emerging foreign exchange volatility gauges.  

Adding to the emerging market woes, 
Washington imposed surprise sanctions last 

week against Russia. 
Some safe haven currencies and bonds rallied. 
The dollar index held near its one-year top of 
96.522, while the Japanese yen climbed for a 
second straight day to a 1-1/2 month peak.  
However, the sell-off was not limited to 
emerging markets: the euro stumbled to more 

than one-year lows on worries about 
European bank exposure to Turkey. 

Spain's BBVA, Italy's UniCredit and France's BNP 
Paribas have some of the largest operations in 
Turkey among the euro zone banks. 
The fear of contagion reverberated across equity 
markets. 
MSCI's broadest emerging markets index slipped 

1.8 percent and traded within eyesight of a one-
year low hit in June. The benchmark was pulled 
lower by hefty falls in Asian heavyweights South 
Korea and Hong Kong, where indexes fell around 
1.5 percent, while Taiwan tumbled more than 2 
percent.  

 
(Reporting by Swati Pandey in Sidney and Karin 
Strohecker in London, additional reporting by Claire 
Milhench in London, Editing by Gareth Jones) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

ANALYSIS 
 

Tide about to turn for markets as easy-

money decade ends  

17-Aug-2018 32  

By Sujata Rao and Dhara Ranasinghe 
LONDON, Aug 16 (Reuters) - Swept along by 

super-easy money, investors have debated for 
years how world markets will react when this 
central bank largesse inevitably ends. Now 
the liquidity tide is about to turn, and they 
have only a few months to adjust. 

The world's four biggest central banks - the U.S. 

Federal Reserve, European Central Bank, Bank 

of Japan and the Bank of England - have 
pumped around $13 trillion into the global 
economy since the crisis year of 2009, sharply 
expanding their own balance sheets of financial 

assets. While markets reached dizzying heights 

during the easy money era, that flood will dry up 

by the year-end. For the first time since 2011, 
the central banks are expected to suck out more 
cash in 2019 than they pump in.  
The ECB will stop additional bond buying at 
the end of this year, and while the Fed has 
been shrinking its balance sheet for almost a 
year, it will step up the pace from October, 

removing $50 billion a month from markets. 
Bonds worth $470 billion will roll off its 
balance sheet next year 

After a near decade of money-printing and zero 
interest rates, the shift for markets will be 
momentous. 
Steve Donzé, senior macro strategist at Pictet 
Asset Management, estimates a net $100 billion 

will be removed from global liquidity next year. 
Central banks will go from generating half a 
trillion dollars this year on an annualised basis, 
"to zero by the end of 2018, then negative next 
year...a definite tipping point", he said. "That 
makes 2019 a dangerous year for financial 
assets." 

Weaning markets off the easy money may be 
tricky. The central bank liquidity torrent has 
penetrated every nook and cranny of markets, 
from fine wine and art, to real estate, junk-rated 
bonds and emerging markets. It drove bond 
prices so high in many countries that yields 
turned negative and has sustained an equity bull 

run into its 10th year. 
Cracks are already appearing in markets, 
already stressed by a Turkish currency crisis 
and trade tensions between the United States 
and China. Emerging equities have plunged 20 
percent since January and world stocks are 
set for the biggest monthly fall since March. 

Average yields on junk-rated corporate dollar 
debt have risen 50 basis points this year.  

Robust company earnings have supported Wall 
Street so far but the SKEW index - which gauges 
the cost of put options on the S&P500 index 
relative to calls - signals rising unease. 
SKEW is near the highest since March, showing 
the strength of demand for "puts" - options that 
offer the chance to sell an asset in future at pre-

agreed prices. 
PAIN AFTER GAIN  
On equities, Pictet calculates that a $1 trillion 
liquidity injection by the big five central banks - 
including the People's Bank of China - 
corresponds to a 20-point rise in the MSCI global 

index, and a similar-sized fall if the same 
amount is withdrawn. Assuming a net $100 
billion liquidity loss in 2019, the index should 
pull back slightly. 
Sunil Krishnan, head of multi-asset funds at 
Aviva Investors, isn't yet calling the end of the 
equity rally but has lightened equity and 

emerging market allocations.  
"We need to go through a period of adjusting in 

sentiment and valuation terms to a more mixed 
reality when you don't get both economic 
recovery and cheap money," he said. "Investors 
will have to adjust for that over the next couple 
of months." 
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Emerging markets rely more on liquidity, 

especially those like Turkey and South Africa 

which depend on foreign capital. Among 
developed countries, Italy has benefited hugely 
from ECB stimulus, meaning its beaten-up bond 
markets should feel more pain.  
"Any proactive reduction in the total global 
liquidity pool runs the risk of having a 

deleterious impact on a very broad set of global 
economies," Rick Rieder, BlackRock chief 
investment officer for global fixed income, said. 
"The events in Italy of recent months highlight 
that dynamic." 
U.S. SHRINKS, CHINA PRINTS 
According to consultancy CrossBorder Capital, 
90 percent of central banks now run tight 
policies, led by the Fed which has raised 
interest rates seven times. Rates rose this 
month in Britain too, while emerging markets 
are likewise generally tightening. 

That has slowed global liquidity growth to 2.1 
percent on a three-month annualised basis from 
20 percent a year ago, CrossBorder Capital 
calculates. 

Central bank liquidity is not the only game in 
town. The U.S. tax reform is draining dollars 
from world markets by encouraging companies 
to bring home profits earned abroad; about 
$300 billion was repatriated in the first quarter 
of 2018. 

Liquidity removal could still be slow. The Bank of 
Japan recently confounded expectations that it 

would signal a timeframe for policy tightening. 
U.S. private banks, boosted by the tax cuts, are 
generating $600 billion a year in liquidity, 
Pictet's Donzé, said, offsetting Fed tightening. 
Even the Fed might decide to move more slowly 

because of the trade wars and emerging market 
selloffs  
Finally, China has started pumping cash into its 
economy to ease trade-linked strains, 
accelerating loan and money supply growth 
there could drag on global liquidity tightening( 
"What we are seeing in markets is slow 

strangulation rather than a sudden liquidity 
panic attack," Donzé added. 
 
(Reporting by Sujata Rao and Dhara Ranasinghe; 
graphics by Ritvik Carvalho; editing by David Stamp) 
(( sujata.rao@thomsonreuters.com ; 44 20 7542 6176 
; Reuters Messaging: 
sujata.rao.thomsonreuters.com@thomsonreuters.net 
)) 
(c) Copyright Thomson Reuters 2018. 
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