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ASIA 
 

Bahrain 

Debt spiral prompts higher risk warning for 
Bahrain  

14-May-2018  

Bahrain, it seems, cannot just put its faith in 
new oil discoveries to improve fiscal revenue  
The authorities in March decided to abandon 
plans for a sovereign bond placement, while 
advancing only the sale of US-denominated 

Islamic bonds (sukuk) worth $1 billion. 

There was no official comment on the reason for 
the change of heart, although it was probably 
due to declining investor confidence linked to the 
unfavourable fiscal metrics dampening the 
enthusiasm for holding Bahraini debt. 

The country has overseas assets it could 
liquidate and has long counted on the support of 
its Gulf neighbours, but sovereign liabilities have 
increased substantially during the past decade 
from just 10% of GDP to almost 100%, which is 
testing this neighbourly philanthropy. 

It is a situation that for now seems unlikely to 

unravel itself easily, despite the improvement in 
oil prices since 2016 and notable oil discovery 
announced by the higher committee for natural 
resources and economic security. 
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More oil should restore Bahrain's reputation in 

the longer term - but with some caution, given 

the difficulty and cost involved in exploiting the 
reserves - and many see it as an opportune time 
to speed up reforms and diversify wealth-
creation. 
Cloudy picture  
Bahrain has failed to impress the experts in 

recent years on a long-term downward trend 
in Euromoney's country risk survey, falling 12 
places in the global risk rankings since 2010, 
to 72nd out of 186 countries. 

Its total risk score is now 46.8 from a maximum 
100 points, downgraded by a massive 23.5 
points during the period, which is more than 
double the falls experienced by other Gulf 
nations reeling from the negative oil shock. 

These downgrades continued through March, 
incorporating the latest quarterly results, further 
eroding Bahrain's regional advantage given the 
corresponding improving perceptions of other 
states including Jordan and Lebanon: 
Forecasts recently released by the IMF 
indicate that the 4% to 5% real GDP growth 

rates Bahrain experienced in 2013-14 are long 
gone, with the expansion slowing to a 
predicted 3% in 2018 and 2.3% in 2019. 

The pegged exchange rate linking the dinar to 
the US dollar is to remain, the authorities insist, 
but this means interest rates are rising as the 
US Federal Reserve tightens monetary policy. 
That will soften the pace of GDP growth also 

linked to hydrocarbons production. 
Domestic price pressure is building, with 
selective tax rises boosting the headline inflation 
rate from 1.4% in 2017 to a predicted 2.7% this 
year, and 4.7% in 2019, while the current-
account deficit that emerged in 2015 is likely to 
persist at around 3% of GDP in 2018-2019. 

Bottom line  
Bahrain has racked up almost a decade of 
budget deficits, with the shortfall likely to remain 
high at around 12% of GDP in 2018, worsening 
the debt burden and leading to an 
unprecedented warning to the government from 

central bank governor Rasheed Mohammed Al 
Maraj to urgently address the problem. 

Few of Euromoney's survey contributors were 
willing to talk on the record, but the consensus 
is generally one of concern and of 
recommending measures to narrow the deficit to 
support investor confidence. This includes 

implementing the longer-term economic plan - 
Vision 2030 - and taking on board the changes 
under way in Saudi Arabia. 
Measures of economic growth, currency 
stability and the government finances have 
been downgraded by risk experts on a one-
year basis, with the latter variable further 
reduced in the latest quarterly survey, 
outweighing improved political risk measures 

such as government stability. 

One contributor mentioned that the private 
sector requires lower taxes and fees to become 
more competitive rather than simply relying on 
new oil discoveries to improve fiscal revenue. 
In the meantime, Bahrain is still falling, making 

Sri Lanka, Serbia and Jordan - all upgraded in 

Q1 and just below Bahrain in the global rankings 

- potentially safer bets. 
 
Copyright (c) 2018 Euromoney Institutional Investor 
PLC. 
 
 

China 

China's local government debt balance 

at 16.61 trln yuan by end April  

18-May-2018  

BEIJING, May 18 (Xinhua) -- China's local 

government debt balance stood at 16.61 

trillion yuan (about 2.6 trillion U.S. dollars) at 
the end of April, well within the official limit, 
data from the Ministry of Finance showed. 

The country's top legislative body has decided 
that the upper limit for local government debt 
this year should be 20.99 trillion yuan. 
China issued local government bonds worth 
301.8 billion yuan in April and 521.3 billion yuan 

in the first four months of this year, all for debt 
swaps and refunding. 
China has made bond issuance the sole legal 
way for local governments to raise debt amid 
the nation's efforts to forestall systemic financial 
crisis, Finance Minister Xiao Jie said in March. 
In the first four months, China's fiscal revenue 

went up 12.9 percent year on year to 6.9 trillion 

yuan, according to the ministry. 
With the economy on a firm footing and fiscal 
revenue increasing, China lowered its fiscal 
deficit target to 2.6 percent of GDP for 2018, 
down by 0.4 percentage points compared with 
2017, the first drop since 2013.  

 
Copyright (c) 2018 Xinhua News Agency 
 
 

China local govt firm fails to repay 

$629 mln loans in rare default  

18-May-2018  
•LGFV of a city in Inner Mongolia fails to 

repay interest, principal for over a month - 
sources 
•Local debt a key risk to China's financial 
system 
•Regulatory crackdown spurring borrowing 
costs, default risks 
•Debt talks between local officials, creditors 
at impasse-sources  

By Pei Li and Kevin Yao 
BEIJING, May 18 (Reuters) - A firm controlled 

by a city government in China's Inner 
Mongolia region has failed to make interest 
and principal payments on nearly 4 billion 
yuan ($629 million) in off-balance sheet 
loans, two sources with direct knowledge of 
the matter said.  

The rare loan default highlights growing funding 
strains on Chinese local governments as Beijing 
cracks down on riskier types of financing and 

rising debt, which some outside agencies have 
warned could lead to a banking crisis.  

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 

  4 

Analysts say officials have stepped in repeatedly 

recently to steer government-linked firms which 

appeared on the brink of default, highlighting 
the balancing act Chinese leaders are facing as 
they try to rein in risks without destabilising the 
economy or the country's financial markets.  
Local governments are the bedrock of China's 
economy, accounting for around 90 percent of 
its total public spending. 

Xilinhot Geipaishui Co, a local government 
financing vehicle (LGFV) controlled by the city of 
Xilinhot, has failed to repay loans from more 
than 20 mostly state-run leasing firms, said the 
sources, who were from two of the leasing 
companies involved.  
The firm is technically in default after missing 

payments on both the interest and principal for 

more than one month, the sources said. 
The city government north of Beijing declined 
comment.  
"Sometimes payments are late by a week or 
two, we wouldn't consider it a break of contract 

or even wouldn't charge any penalty. But this 
case is different, the government is very firm it 
wouldn't be able to pay back," one of the 
sources said. 
Global credit rating agency Standard & Poor's 
had predicted in January that China could see 
the first default on a bond issued by an LGFV 
this year. 

But Christopher Lee, an S&P credit analyst in 

Hong Kong, said on Friday it was too early to tell 

if this case was such a watershed moment until 
there is more information. 
"I'm not surprised because we've been talking 
about this for a while now, (but) is it really a 
default or a sort of delayed payment, where the 

government will come back in a few days and 
help this company repay?" Lee said. 
"It will be serious when a bond default by an 
LGFV happens, because it would affect the 
funding access of that government as well as the 
pricing or the implicit (official) support for the 
rest of the state-owned enterprise sectors in 

that region."  
Xilinhot Geipaishui had borrowed on behalf of 
the local government to fund infrastructure 

construction, the sources said, declining to be 
identified.  
The companies involved have held several 
rounds of talks with local officials but have yet to 

break the deadlock. 
Officials have insisted on rolling over the loans 
for another year as the city struggles to raise 
revenue, the sources said. "The government's 
argument is that only interest will be paid," one 
added. 

Data from the Shanghai Stock Exchange shows 
the company repaid the principal on two bonds 
worth a total of 150 million yuan that matured in 
February and April this year. The coupon on 

those bonds was 9 percent. It repaid the 
principal on the February bond early, in 
December 2017. 

REDUCING SYSTEMIC RISKS 
Chinese regulators are in the third year of a 
campaign to clamp down on riskier lending 

practices. The so-called shadow banking sector 

has been a particular headache, being a source 

of off-balance sheet loans for local governments 
and their LGFVs.  
Local governments have used the entities to 
raise funds for projects from water works to 
roads and boost economic growth. But amid 
Beijing's risk drive, financing to LGFVs is 

shrinking and some are struggling with their 
debt obligations.  
Outstanding local government debt at end-
April was 16.6 trillion yuan, up 0.9 per cent 
from the end of 2017. 

To defuse such risks, Beijing decided to "open 
the front door and close the back door" by 
allowing local governments to sell bonds while 

restricting their borrowing by barring local 

governments from providing guarantees for the 
debt.  
The first known default this year was by a 
Yunnan state-owned investment company which 
later received capital from the province to repay 

a loan. Earlier this month, the creditor of a 
property firm owned by the Tianjin municipal 
government said the company had defaulted on 
two trust loans. 
More corporate defaults had already been 
expected in China this year as the government's 
continues its risk campaign.  

"The deleveraging drive will continue but the 
intensity could moderate, as the credit squeeze 
has driven up interest rates," said Li Huijie, head 

of research at Pengyuan Credit Rating in Beijing.  
"Local governments need to ensure no first LGFV 
bond default this year that could trigger 
systemic risks," he said. 

 
($1 = 6.3592 Chinese yuan renminbi) 
(Reporting by Pei Li and Kevin Yao; 
Additional reporting by Andrew Galbraith in SHANGHAI 
Editing by Ryan Woo and Kim Coghill) 
(( kevin.yao@thomsonreuters.com ; +8610 6627 
1215; Reuters Messaging: 
kevin.yao.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

India 

India bonds fall to over two-year low 

on inflation worries  

14-May-2018  
To MUMBAI, May 14 (Reuters) - Indian bonds 

fell sharply on Monday on worries that April 

consumer inflation number could be higher 
than expected which could in turn prompt the 
central bank to raise rates sooner than later. 

The rupee also fell to an over 15-month low on 
lower dollar supply and strong demand from oil 
importers. 
The benchmark 10-year bond yield ended at 

7.83 percent, its highest since February 2016 

and compared with 7.73 percent on Friday. The 
rupee closed at 67.50 to the dollar, its lowest 
since February 2017 and compared with 67.34 
on Friday. 
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"Sentiment is extremely frail and even at the 

smallest hint of concern traders are panicking," 

said a dealer at a private bank. 
After initially rising, bonds started to sell off on 
higher-than-expected April wholesale price 
inflation which stood at 3.18 percent, triggering 
concerns that the retail inflation would also 
notch up more than pencilled in by many. 

India's consumer price index inflation stood at 
4.58 percent, higher than an estimated 4.42 
percent, validating the concerns of the investors 
who sold off on worries that the Reserve Bank of 
India might clearly indicate a rate hike in its 
upcoming monetary policy review in June. 

April consumer inflation was the last print before 
the RBI's next monetary policy meeting due on 
June 6. 

 
(Reporting by Suvashree Dey Choudhury; Editing by 
Vyas Mohan) 
(( suvashree.dchoudhury@thomsonreuters.com ; +91-
22-61807223; Reuters Messaging: 
suvashree.dchoudhury.thomsonreuters.com@reuters.n
et )) 
(c) Copyright Thomson Reuters 2018.  
 
 

India Stocks, Rupee, Bonds, Swap, Call 

At Midday  

18-May-2018  
By Dipika Lalwani 
NewsRise 

MUMBAI (May 18) -- STOCKS 
The benchmark BSE Sensex and the broader 
NSE index were down 0.45% and 0.42%, 
respectively, as risk appetite waned amid 
rising U.S. Treasury yields and on political 
uncertainty in the southern state of 
Karnataka. ICICI Bank and Larsen & Toubro 
led the losses. 

RUPEE  
The Indian rupee was down to 67.97/67.98 per 

dollar, from its previous close of 67.70/67.71, as 
the 10-year U.S. Treasury yield’s surge to a 
multi-year high and soaring crude oil prices 
boosted greenback demand. However, some 
dollar sales by state-run banks, apparently on 

behalf of the central bank, limited further losses 
in the currency, dealers said. 

GOVERNMENT BONDS  
India’s benchmark 7.17% bond maturing in 
2028 was at 95.51 rupees, yielding 7.84%, 
against 95.25 rupees and a 7.88% yield at close 
yesterday, amid talks that finance ministry 
officials are likely to meet today to discuss 

measures to check surge in government bond 
yields, while traders also awaited the auction 
result. 
INTEREST RATE SWAPS  
India’s one-year and the benchmark five-year 
swap rates were down four basis points each to 

6.77% and 7.21%, respectively, from 6.81% 

and 7.25% earlier.  
CALL MONEY  
India’s three-day call rate was at 5.95%/6.00%, 
against 5.80%/5.85% at the previous close, for 
one-day loan. 

 
- By Dipika Lalwani; dipika.lalwani@newsrise.org; 
+91-22-61353311 
- Edited By Gourab Das 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

Indonesia 

Moody's Says Indonesia's Currency 

And Interest Rate Weaknesses, If 

Persistent, Would Be Credit Negative  

14-May-2018  
May 13 (Reuters) -  
Moody's - Indonesia’s currency and interest 

rate weaknesses, if persistent, would be 
credit negative. 

Moody's - Indonesia's market challenges reflect 
a stronger us dollar, higher oil prices and 
lackluster domestic economic growth. 
Moody's- as a net oil importer, Indonesia also 
vulnerable to oil-price volatility, which has been 
exacerbated by us withdrawal from Iran nuclear 

deal. 
Moody's- as Indonesia elections draw closer, 
announcements freezing electricity and diesel 
prices point to temporary reversal of some 
reform measures. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Indonesia sells 4.1 trillion rupiah of 

Islamic bonds, above target  

15-May-2018  

JAKARTA, May 15 (Reuters) - Indonesia's 

finance ministry sold 4.1 trillion rupiah 
($292.19 million) of Islamic bonds at an 
auction on Tuesday, slightly above the 
indicative target of 4 trillion rupiah, its 
financing and risk management office said. 

The weighted average yield for Islamic T-bills 

maturing in November 2018 was 4.62500 
percent, higher than the 4.40385 percent at the 

previous auction on May 2. 
The project-based sukuk maturing in March 
2020 had a weighted average yield of 6.44518 
percent, up from 6.21235 percent in the 
previous auction.  
The sukuk maturing in January 2022 had a 
weighted average yield of 6.85508 percent, 

higher than the last auction's 6.59260 percent. 
The project-based sukuk maturing in November 
2031 had a weighted average yield of 7.77764 
percent while that maturing in February 2037 
had a weighted average yield of 7.98905 
percent.  

There were no winning bids for the project-
based sukuk maturing in October 2025. 
Total incoming bids on Tuesday were about 9.2 
trillion rupiah, up from 5.53 trillion rupiah in the 
previous auction. 
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The highest bid-to-cover ratio was 8.34 for the 

Islamic T-bills maturing in November 2018. 

 
($1 = 14,032 rupiah) 
(Reporting by Nilufar Rizki; 
Editing by Sunil Nair) 
(( nilufar.rizki@thomsonreuters.com ; +6221 2992 
7611  
Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Indonesia ready for "new reality" of 

higher bond yields  

18-May-2018  
JAKARTA, May 18 (Reuters) - Indonesia is 

ready to accept the "new reality" of higher 
bond yields as long as they are in line with 
global market movements, a senior finance 
ministry official said on Friday.  

Luky Alfirman, head of Finance Ministry's Budget 
Financing and Risk Management office said 
current global market volatility should be 
temporary, but the government will continue to 
deepen the local market to reduce dependencies 
to foreign fund. 
Yields of Indonesia's 10-year government bonds 

have risen to 7.260 percent, from 6,256 percent 
at the start of the year. 
They fell 0.7 percent on Friday despite a rate 
hike announced late Thursday by the central 

bank. 
 
(Reporting by Fransiska Nangoy and Maikel Jefriando; 
Editing by Richard Borsuk) 

(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Indonesia says ready to act, after rate 

hike fails to stem rupiah fall  

18-May-2018  
•Rupiah touches lowest level since October 
2015 
•Central bank enters market to 'smoothen 
rupiah volatility' 
•Governor says rupiah slide reflects multiple 
factors 
•Government makes plan to cut next year's 
budget deficit 

By Maikel Jefriando and Fransiska Nangoy 
JAKARTA, May 18 (Reuters) - Bank Indonesia's 

governor stressed that the central bank is 
ready to act again to "ensure stability" after 
its first interest rate hike since 2014 failed to 
stop the rupiah from sliding on Friday.  

The rupiah, one of the worst performing Asian 
currencies this year, at one point was down 0.7 
percent to 14,145 per dollar, its weakest level 

since October 2015. 

Bank Indonesia (BI) entered the market "to 
smoothen rupiah volatility", its head of monetary 
management Nanang Hendarsah told Reuters, 
and at 0714 GMT, the currency was at 14,125 to 

the dollar.  

BI raised its benchmark interest rate by 25 basis 

points to 4.50 percent to try to bolster the 
rupiah.  
Agus Martowardojo, whose five-year term as 
governor ends next week, told reporters that 
"external and internal" factors explained the 
rupiah's slip on Friday, and that the market had 

already priced in the 25 basis point hike made 
late on Thursday.  
"In general we continue to remain neutral but 
there is a statement that the public has to be 
clear about, and that is BI would take further 
steps if needed to ensure stability," he said. 

Many analysts took the governor's comment as 
a signal there could be more rate hikes.  
The central bank's next policy meeting is June 

27-28, about two weeks after a Federal Reserve 
meeting, but BI has the power to change policy 
at any time. 
DOMINANT DOLLAR THEME 

Trimegah Securities told clients the U.S. dollar 
"is still appreciating against global currencies 
and a rate hike would only slow down that 
momentum".  
Lukman Otunuga, an analyst with forex broker 
FXTM, described BI's hike to 4.50 percent as a 
lifeline for the rupiah, but said the dominant 

market theme globally remained a strong dollar. 
Indonesia's benchmark 10-year bond yield 
edged up to 7.260 percent on Friday, while the 
benchmark stock index in the afternoon erased 

earlier gains and was down slightly.  
The rupiah has steadily weakened against the 
greenback in recent weeks as foreign 

investors dumped nearly $4 billion of 
Indonesian bonds and stocks since last 
month. Yield of the benchmark bonds has 
risen by around 1 percentage point.  

Indonesia is ready to accept the "new reality" of 
higher bond yields as long as they are in line 
with global market movements, Luky Alfirman, 
head of Finance Ministry's Budget Financing and 
Risk Management office told Reuters.  

"We can't hope for (yields) to be like last year 
because the benchmark, US treasury yields, has 
gone up," Alfirman said.  

He said foreign investors gave positive feedback 
during "successful" recent roadshows to Europe 
for Eurobond sales and to Japan for its planned 

samurai bond sales. 
WORKING TOGETHER 
Indonesia will go ahead with selling samurai 
bonds this quarter, the official said. Finance 
Minister Sri Mulyani Indrawati said on Friday the 
government will work with BI to manage a good 
economic foundation to preserve stability 

against strong headwinds from global 
uncertainty. 
"With a good foundation, we are making sure 
that economic developments aren't disrupted," 

Indrawati told reporters after announcing a 
government plan to narrow the 2019 budget 
deficit to between 1.6 to 1.9 percent of GDP, 

from 2.2 percent in 2018. 
Alfirman said the government will continue to 
deepen domestic bond markets to mitigate 
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volatility due to foreign outflows. 

Foreigners hold more than 30 percent of 

Indonesian government bonds, making it 
vulnerable in case of flow reversal. The 
government is introducing new bonds products 
for local investors to expand the base of 
investors.  
He said the outstanding bonds sold to local 

individuals currently stood at 54 trillion rupiah, 
much smaller than the more than 5,200 trillion 
rupiah in bank deposits. 
 
(Additional reporting by Gayatri Suroyo and Tabita 
Diela; Editing by Richard Borsuk) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Jordan 

Jordan’s debt rises to $37 billion in 

first-quarter of 2018  

13-May-2018  

AMMAN, May 13 (Reuters) - Jordan’s gross 

domestic and foreign debt rose 3.3 percent to 
26.28 billion dinars ($37 billion) in the first 
quarter compared with the end of last year, 
finance ministry data showed on Sunday. 

Gross net domestic debt rose to 14.43 billion 

dinars at the end of March compared with 13.56 
billion at end of 2017, the data showed. 

Foreign debt, mostly to major Western donors 
and international financial institutions, fell 
slightly to 11.84 billion dinars at the end of 
March from 11.86 billion dinars at the end of 
2017, the data showed. 
The ministry said the kingdom’s debt stood 
now at 95.9 percent of GDP. 

Jordan has resorted to more foreign financing on 

preferential terms in the last few years to 
mitigate the impact of accommodating hundreds 
of thousands of Syrian refugees and cover a 
shortfall in its budget deficit. 
 
$1=0.7090 dinars  
(Reporting by Suleiman Al-Khalidi. Editing by Jane 
Merriman) 
(( suleiman.al-khalidi@thomsonreuters.com ; +962 79 
5521407; Reuters Messaging: suleiman.al-
khalidi.reuters.com@thomsonreuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Lebanon 

Lebanon 2027 dollar bond falls to 6-

mth low on regional tensions  

15-May-2018  

LONDON, May 15 (Reuters) - Lebanon dollar 

bonds fell on Tuesday, hit by escalating 
tensions across the Middle East where 
violence has flared following the U.S. 
decisions to move its embassy in Israel to 
Jerusalem and withdraw from the Iran 

nuclear deal. 

The bonds fell across the curve, with the issue 

maturing 2027 down more than one cent to the 

lowest since early November, Reuters data 
showed. 
Lebanon's foreign minister warned on Monday 
recent developments would lead to more 
tensions and extremism in the region. Shi'ite 

Muslim movement Hezbollah, together with 
parties and politicians aligned to it, won more 
than half the 128 seats in Lebanon's parliament 
in its election this month. 
The country is also seen as vulnerable because 
of its hard currency debt levels, among the 
highest in emerging markets.  

 
(Reporting by Sujata Rao; Editing by Dhara 
Ranasinghe) 
(( sujata.rao@thomsonreuters.com ; 44 20 7542 6176 
; Reuters Messaging: 
sujata.rao.thomsonreuters.com@thomsonreuters.net 
)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Fitch: Lebanon Faces Post-Election 

Political, Fiscal Challenges  

17-May-2018  
Fitch Ratings-Hong Kong/London-May 16: 
Lebanon faces geopolitical and fiscal 
challenges following its recent election, which 
has not fundamentally shifted the political 

status quo, Fitch Ratings says. The result 
underscores that policymaking will remain 

constrained by Lebanon's sectarian-based 
political system and highlights that Lebanon 
could be dragged further into Iran-related 
tensions. 
The parliamentary elections held on 6 May were 
Lebanon's first in nearly a decade, reflecting the 
gradual improvement in the functioning of the 

political system since 2016. Incumbent Prime 
Minister Saad Hariri's position has been 
weakened. Nevertheless, he is still the most 
likely candidate to form a new government as 
his FM party remains the largest Sunni party, 
although it is no longer the largest party in the 

128-seat parliament after losing 12 seats. 
Hizbollah and its closest allies, including Amal, 
hold more than a third of seats. The Christian 
FPM (founded by President Michel Aoun), aligned 
with Hizbollah since 2006, now holds the most 
seats in parliament (28). Lebanese Forces, a 
Christian party that opposes Hizbollah, made 

gains and holds 15 seats. 
Overall, the result is consistent with our view 
that the election would not fundamentally alter 
the political status quo, despite last year's 
adoption of a new electoral law. The immediate 
challenge is to form a new coalition government 
within a reasonable timeframe. We do not 

anticipate a return to the political paralysis of 
2014-2016, but a repeat of the five months of 
negotiations that followed the 2009 election 
would prevent effective policymaking for much 
of 2018. The quicker the process, the more 
supportive it will be for financial inflows. 
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A new government will face challenges 

managing geopolitical risks. Lebanon has proved 

fairly resilient to recent political shocks, but the 
fact that Hizbollah has entrenched its political 
position at the same time as the US, Israel and 
Saudi Arabia are moving to counter Iran 
highlights Lebanon's vulnerability to spillovers, 
for example via potential sanctions or damage to 

remittance or deposit inflows. 
The other major challenge is to improve fiscal 
sustainability, especially given large 
infrastructure spending plans. The outgoing 
parliament approved the 2018 budget in late 
March, targeting a deficit of 8.5% of forecast 
GDP. This would be smaller than the budgeted 
2017 deficit, but 0.8pp larger than the actual 
2017 deficit, and would not reverse the rise in 
government debt/GDP, which is already 

among the highest of all Fitch-rated 
sovereigns, at close to 150%. 

Plans for much-needed infrastructure investment 
were boosted in April when multilateral lenders 
and donors pledged around USD11 billion. This 
funding is mostly concessional and will reduce 
the financing cost of the Capital Investment Plan 
(CIP). The conditionality attached may boost 

fiscal reform. For example, Lebanon has pledged 
to enact fiscal consolidation worth 5% of GDP 
over five years through boosting tax collection 
and reducing transfers to the state electricity 
company. 
However, these two fiscal measures are both 

long-standing aims on which little progress has 
been made, and it is still unclear how they will 
be delivered. Similarly, slow and partial 
execution of CIP projects may limit the fiscal 
impact of capital investment but would also 
constrain the economic benefits (annual growth 
averaged less than 2% in 2011-2016). 

Without fiscal reform that lowers government 
borrowing needs, Banque du Liban (BdL) will 
undertake further unconventional financial 
operations to maintain deposit inflows into the 
banking system, FX reserves, and confidence in 
the currency's dollar peg. BdL last week 
confirmed it would sell USD2 billion of Eurobonds 

within the next 12 months as part of a debt 

swap with the Ministry of Finance similar to the 
first stage of the financial engineering operation 
in 2016. 
Lebanon's 'B-'/Stable sovereign rating 
reflects weak public finances and economic 
growth, high political and security risks, but 
also its resilient banking system and external 

liquidity and other structural strengths, and 
an unblemished track record of public debt 
repayment. 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 
www.fitchratings.com. All opinions expressed are 
those of Fitch Ratings. 
 

 

Maldives 

Fitch Affirms Maldives at 'B+'; Outlook 

Stable  

15-May-2018  
Fitch Ratings-Hong Kong-May 15: Fitch 
Ratings has affirmed the Maldives' Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'B+' with a Stable Outlook. 

A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 

The 'B+' rating balances the Maldives' strong 
GDP growth, high government revenue 
generated by a prosperous tourism sector and 

favourable structural indicators, such as per 
capita GDP, against a high government debt 
burden and low foreign-reserve buffers. The 
country's high dependence on the tourism sector 

leaves the country vulnerable to domestic and 
external shocks that could undermine prospects 
for the industry, including from changes in 
perceptions of safety. 
Economic growth in the Maldives is strong, as 
illustrated by a five-year average real GDP 
growth of 6.0% compared with the median of 
3.4% for peers in the 'B' rating category. 
However, the Maldives' growth is relatively 
volatile given its strong dependence on tourism. 
Near-term prospects for tourism in the Maldives 

have become more uncertain following a state of 
emergency imposed between 5 February and 22 
March 2018 in response to protests over the 
government's defiance of a Supreme Court order 

to release political prisoners. The country's 
infrastructure capacity to accommodate tourist 
arrivals will increase significantly in the coming 
years, but the perception of the Maldives' 
stability may have been damaged by 
precautionary travel advisories issued by the 
governments of several key markets after the 

announcement of the state of emergency. 
Available data on foreign arrivals and tourism-
related government revenue do not yet indicate 

any negative effect on tourism earnings. There 
is a significant distance between the luxury 
resorts and the capital island Male, where most 

of the political agitation normally takes place 
and which many tourists never visit. A delayed 
impact could still occur, however, as changed 
tourist preferences may show up in future 
bookings rather than through cancelations of 
expensive pre-paid bookings. 
On a net basis Fitch expects a slight dent in the 

growth of tourism earnings in 2018, resulting in 
real GDP growth of 4.5% in 2018 and 5.0% in 
2019, down from the official estimate of 6.9% 
for 2017. Uncertainty surrounding these 
forecasts is significant and, in the coming 

months, data on tourism arrivals should provide 
more clarity on the lasting impact of the state of 

emergency. A sudden sharp drop in tourism is 
not our base case, but the potential impact of 
such an event on the Maldives' economy would 
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be large, as the experience with the tsunami of 

2004 illustrates, when the economy went from 

6% expansion in one year to a 13% contraction 
in the next. The tourism sector accounts for 
25% of GDP directly and much more if the 
indirect contribution is included. 
Real GDP growth should continue to be 
supported by the construction of new resorts 

and large infrastructure projects initiated by the 
government. These include a new runway and 
terminal at the main airport, the construction of 
a bridge linking the capital to population centres, 
an advanced medical centre and new housing. 
Execution of many large projects at the same 
time has posed serious fiscal challenges, 

leading the government to drastically cut its 
fiscal deficit to 2.0% of GDP in 2017 from 
10.4% in 2016 ('B' median: deficit of 4.1% of 
GDP) through cuts in its recurrent 

expenditure. Fitch expects the deficit to rise 
again to 4.5% of GDP in 2018 on the back of a 
slight drop in revenues from tourism and 
increased spending related to presidential 
elections in September. The government's 

infrastructure push has increased general 
government debt to 66.1% of GDP in 2017, 
according to Fitch estimates ('B' median: 60.6% 
of GDP) and caused a rapid rise in government 
guarantees extended to state-owned enterprises 
for current or future borrowing to 28.5% of GDP. 

Recent issuance of two US dollar-denominated 
bonds, maturing in 2022 and 2023, show the 

Maldives has access to international markets, 
but also gives rise to heightened refinancing 
risk. The government's external debt service 
amounts to USD395 million in 2022, more than 
half the Maldives Monetary Authorities' foreign-

exchange reserves at end-March 2018 of 
USD723.9 million and one and a half times its 
usable reserves of USD244.6 million, defined as 
gross reserves minus short-term foreign 
liabilities. The refinancing risk will be mitigated 
to the extent the government follows through on 
its aim to set aside enough US dollar revenue on 

a yearly basis in a sovereign wealth fund to pre-
fund the repayment of the bonds. 
Persistent large current account deficits (16.6% 

of GDP in 2018) are only partially financed by 
foreign direct investment, but risks to the 
external balances are mitigated by the tourism 

sector, where earning and spending are in US 
dollars. This implies that tourism-related 
outflows should also fall in the case of a sudden 
drop in tourism-related inflows. However, the 
timing of the impact on inflows and outflows 
could differ, implying a risk of a liquidity squeeze 
and debt servicing difficulties in the event of a 

loss of confidence in the rufiyaa peg to the US 
dollar, and especially in the case of a prolonged 
disruption to tourism. 
Fitch considers the sovereign's exposure to 

banking-sector risk to be relatively low. Private 
credit represents only 33% of GDP and the 
banking system is well-capitalised, with a 

reported Tier 1 capital/risk-weighted asset ratio 
of 36.3% in 2017, and a significant proportion is 
foreign-owned. Non-performing loans were high, 

at 10.5% of total loans, but are on a declining 

trend from a peak of 20.9% in 2012. 

SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Maldives a score 
equivalent to a rating of 'BB-' on the Long-Term 
Foreign-Currency IDR scale. Fitch's sovereign 
rating committee adjusted the output from the 

SRM to arrive at the final Long-Term Foreign-
Currency IDR by applying its QO, relative to 
rated peers, as follows: 
•External Finances: -1 notch to reflect low 
reserve coverage in combination with high 
dependence on one sector - tourism - and an 
accumulation of external debt from the 
execution of large infrastructure projects. 

Fitch's SRM is the agency's proprietary multiple 

regression rating model that employs 18 
variables based on three-year centred averages, 
including one year of forecasts, to produce a 
score equivalent to a Long-Term Foreign-
Currency IDR. Fitch's QO is a forward-looking 
qualitative framework designed to allow for 

adjustment to the SRM output to assign the final 
rating, reflecting factors within our criteria that 
are not fully quantifiable and/or not fully 
reflected in the SRM. 
RATING SENSITIVITIES 
The Stable Outlook reflects Fitch's assessment 
that upside and downside risks to the ratings are 

balanced. However, the main factors that could 
lead to negative rating action are: 

•Balance-of-payment pressures; for instance, a 
fall in foreign-exchange reserves or a higher-
than-Fitch-expected increase in external debt. 
•A significant rise in general government debt or 
government guarantees to state-owned 

enterprises. 
•An economic, political or natural shock that 
negatively affects the country's tourism industry. 
The main factors that could lead to positive 
rating action are: 
•Strengthening of external buffers through 

accumulation of foreign-exchange reserves. 
•Policy initiatives that lower general government 
debt. 
•Diversification of the economy by developing 

sectors other than tourism; for example, 
facilitated by implementing structural reforms 
that enhance the business environment. 

KEY ASSUMPTIONS 
•The world economy performs broadly in line 
with Fitch's latest Global Economic Outlook 
(March 2018). 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 
'B+'; Outlook Stable 

Long-Term Local-Currency IDR affirmed at 'B+'; 
Outlook Stable 
Short-Term Foreign-Currency IDR affirmed at 'B' 
Short-Term Local-Currency IDR affirmed at 'B' 

Country Ceiling affirmed at 'BB-' 
Issue ratings on long-term senior unsecured 

foreign-currency bonds affirmed at 'B+' 
 
Media Relations: Bindu Menon, Mumbai, Tel: +91 22 
4000 1727, Email: bindu.menon@fitchratings.com; 
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Wai-Lun Wan, Hong Kong, Tel: +852 2263 9935, 
Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Pakistan 

Pakistan's external debt rises as 

current account pressures bite  

16-May-2018  
ISLAMABAD, May 16 (Reuters) - Pakistan’s 

external debt and liabilities (EDL) increased 
by about 10 percent to $91.7 billion in the 
nine months to April, the central bank said, 
amid growing pressure on the government to 
rein-in a yawning current account deficit. 

Pakistan's economy, growing at its fastest pace 

in 13 years at close to 6 percent, has been 
showing signs of distress in recent months due 
to balance of payments pressures, while the 
International Monetary Fund (IMF) has warned 
that growth is expected to slow down in the next 
fiscal year. 
The State Bank of Pakistan (SBP) said EDL 

increased by over $8.3 billion since start of July 
2017, while public external debt reached $72 
billion.  
The overall public debt, which includes 
domestic and external borrowings and 
liabilities, touched 28,297 billion rupees 
($245 billion) at the end of March 2018, a 
figure which the central bank calculated using 

the rupee exchange rate of 115 per U.S. 
dollar.  
SBP said overall public debt stood at 82.3 
percent of the GDP, though the finance 
ministry uses a different calculation and one 
senior ministry official put the overall debt 
figure at 64.1 percent of GDP. 

The SBP added the current account deficit (CAD) 
widened to over $12 billion in first nine months 
of the 2017/2018 fiscal year (July-June).  

The yawning current account deficit, coupled 
with dwindling foreign exchange reserves, has 
prompted many analysts to speculate that 

Pakistan will need its second IMF bailout since 
2013. 
"There is no other option but to approach the 
IMF for a fresh bailout package," said former 

finance minister Hafiz Pasha. 
Pakistan's current Finance Minister, Miftah 
Ismail, has repeatedly denied Pakistan would 
approach the IMF and said a boost in 
manufacturing should help alleviate pressures 
within the economy. 

 
($1 = 115.5500 Pakistani rupees) 
(Writing by Drazen Jorgic; Editing by Simon Cameron-
Moore) 
(( drazen.jorgic@thomsonreuters.com ; +92 307 8888 
153; Reuters Messaging: 
drazen.jorgic.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018 
 

 

Philippines 

Philippines plans second U.S. dollar 

bond issue this year  

14-May-2018  
MANILA, May 14 (Reuters) - The Philippines is 

planning a second U.S. dollar bond issue this 
year to fund its infrastructure programme and 
pay maturing debts, its finance secretary said 
on Monday. 

Finance Secretary Carlos Dominguez told 
reporters the government had yet to determine 

the size and tenor of the planned offering, but it 
was looking to launch the sale in "late third or 
early fourth quarter".  

Dominguez said the sale was also being timed 
ahead of more interest rate increases by the 
U.S. Federal Reserve.  
The Fed unanimously decided to raise borrowing 

costs at its policy meeting in March. It forecasts 
another two rate rises for this year after raising 
rates three times last year and once in 2016. 
The Philippines, one of Asia's active issuers of 
sovereign debt, also raised $750 million of fresh 
funds from 10-year U.S. dollar bonds in January, 
and another $230 million from a sale of panda 

bonds in March.  
Philippine President Rodrigo Duterte has 
promised to usher in a "golden age of 

infrastructure" through his six-year $180 billion 
"Build, Build, Build", plan.  
Aside from borrowing from the domestic and 

international debt markets, his government also 
introduced additional taxes on certain 
commodities to fund the ambitious programme. 
 
(Reporting by Karen Lema) 
(( karen.lema@thomsonreuters.com ; +632 841-
8938; Reuters Messaging: 
karen.lema.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Philippines plans US$ bond issue in 

second half   

15-May-2018  
MANILA, May 15 (Reuters) - The Republic of 

the Philippines is planning a second US dollar 
bond issue this year to fund its infrastructure 

programme and pay maturing debts, its 
finance secretary said on Monday. 

Finance Secretary Carlos Dominguez told 
reporters the government had yet to determine 
the size and tenor of the planned offering, but it 
was looking to launch the sale in "late third or 
early fourth quarter". 
Dominguez said the sale was also being timed 

ahead of more interest rate increases by the US 
Federal Reserve. 

The Fed unanimously decided to raise borrowing 
costs at its policy meeting in March. It forecasts 
another two rate rises for this year after raising 
rates three times last year and once in 2016. 

The Philippines, one of Asia's active issuers of 

mailto:Publicdebtnet.dt@tesoro.it
http://www.fitchratings.com/


 

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 

  11 

sovereign debt, raised US$750m of fresh funds 

from 10-year US dollar bonds in January, and 

another US$230m from a sale of Panda bonds in 
March. 
Philippine President Rodrigo Duterte has 
promised to usher in a "golden age of 
infrastructure" through his six-year US$180bn 
"Build, Build, Build", plan. 

Aside from borrowing from the domestic and 
international debt markets, his government also 
introduced additional taxes on certain 
commodities to fund the ambitious programme. 
 
(Reporting by Karen Lema; Editing by Vincent Baby) 
((karen.lema@thomsonreuters.com; +632 841-8938; 
Reuters Messaging: 
karen.lema.thomsonreuters.com@reuters.net)) 
 
 

Central Bank of the Philippines - 

Overall BOP Position Posts US$270 

Million Deficit in April 2018   

18-May-2018  
05.18.2018  
The country's overall balance of payments 
(BOP) position in April 2018 posted a deficit 
of US$270 million, a reversal from the US$917 
million BOP surplus recorded in the same 

month last year. Outflows in April 2018 
stemmed mainly from payments made by the 
National Government (NG) for its maturing 

foreign exchange obligations and foreign 

exchange operations of the BSP. These were 
partially offset, however, by income from the 
BSP's investments abroad and net foreign 
currency deposits of the NG during the month. 
For the period January-April 2018, the 

cumulative BOP position yielded a higher deficit 
of US$1.497 billion compared to the US$78 
million BOP deficit recorded in the comparable 
period in 2017. The higher cumulative BOP 
deficit for the first four months of the year may 
be attributed partly to the widening merchandise 
trade deficit (based on Philippine Statistics 

Authority data) for the first quarter of the year 
that was brought about by the sustained rise in 

imports to support domestic economic 
expansion.  
The reported BOP position is consistent with 
the final GIR level of US$79.609 billion as of 
end-April 2018. At this level, the GIR 
represents more than ample liquidity buffer 

and is equivalent to 7.8 months' worth of 
imports of goods and payments of services 
and primary income. It is also equivalent to 
5.4 times the country's short-term external 
debt based on original maturity and 4.0 times 
based on residual maturity.1,2 

1 Short-term debt based on residual maturity 
refers to outstanding external debt with original 
maturity of one year or less, plus principal 

payments on medium- and long-term loans of 
the public and private sectors falling due within 
the next 12 months. 
2 The preliminary data on GIR as of end-April 
2018 was released to the public on 7 May 2018. 
Preliminary data are released every 7th of the 

month in the Statistics section of the BSP's 

website in compliance with the International 

Monetary Fund's (IMF) Special Data 
Dissemination Standard (SDDS). If the 7th day 
of the month falls on a weekend or is a non-
working holiday, the release date shall be the 
working day before the 7th. Meanwhile, the BOP 
position and final GIR data are published in the 

BSP's website every 19th day of the month. If 
the 19th day of the month falls on a weekend or 
is a non-working holiday, the release date shall 
be the working day nearest to the 19th.  
 
(C) Copyright 2018 - Central Bank of the Philippines 
 
 

Sri Lanka 

China approves $1 bln loan for Sri 

Lanka highway  

14-May-2018  
COLOMBO, May 14 (Reuters) - The Chinese 

government has approved a $1 billion loan to 
Sri Lanka to build a highway and its export-
import bank has been instructed to process 
the borrowing, Sri Lankan Prime Minister 
Ranil Wickremesinghe's office said on 
Monday.  

It will be one of the largest projects undertaken 

by the China in the island nation, which is 
backing China's Belt and Road Initiative (BRI).  

The Prime Minister's office said Cheng Xueyuan, 
China's ambassador to Sri Lanka, met 
Wickremesinghe and broke the "good news" of 
the Chinese government approving funding for 
construction of the first phase of the central 

expressway. 
"The ambassador requested the Sri Lankan side 
to expedite administrative and legal formalities," 
the prime minister's office said in a statement. 
Xueyuan's meeting with the prime minister 
comes three days after he met President 

Maithripala Sirisena.  
"The president highlighted that Sri Lanka 
strongly supports the belt and road initiative, 

and attaches great importance to the joint 
mega-projects of Colombo Port City as well as 
the Hambantota Port and Industrial Park," a 
Chinese Embassy statement said on Saturday. 

It also said instructions have been given to 
concerned government departments by the 
president's office to accelerate the resolution of 
specific issues and make solid progress in the 
projects.  
Many Chinese projects including the $1.4 billion 
port city reclamation deal were suspended soon 

after president Sirisena took the office in 
January 2015 citing incorrect procedures by the 
previous government amid corruption 
allegations. 

However, the port city project was allowed to 
resume after a nearly two year delay following 

fresh environmental impact assessments. The 
Sri Lankan government later leased a Chinese 
built deep sea port in southern Hambantota for 
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$1.12 billion on a 99-year lease amid mounting 

debt crisis.  

 
(Reporting by Shihar Aneez; Editing by Toby Chopra) 
(( shihar.aneez@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
shihar.aneez.thomsonreuters.com@reuters.net twitter: 
https://twitter.com/shiharaneez) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Vietnam 

Fitch Upgrades Vietnam to 'BB'; 

Outlook Stable  

15-May-2018  
Fitch Ratings-Hong Kong-May 14: Fitch 
Ratings has upgraded Vietnam's Long-Term 

Foreign-Currency Issuer Default Rating (IDR) 
to 'BB' from 'BB-'. The Outlook is Stable. 

A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 
The upgrade of the IDRs reflects the following 
key rating drivers: 
Vietnam's track record of policy-making focused 

on strong macroeconomic performance has been 
improving. GDP growth accelerated to 6.8% in 
2017 from 6.2% in 2016 supported by the 
export-oriented manufacturing sector and 
continued growth in services. Vietnam's five-

year average real GDP growth at end-2017 was 
6.2%, far above the 'BB' median of 3.4%. We 

expect growth of 6.7% in 2018 in line with the 
growth target set by the National Assembly, 
supported by strong inflows of foreign direct 
investment (FDI), continued expansion in 
manufacturing and an increase in private 
consumption expenditure. FDI inflows remained 

strong in 2017, especially into the 
manufacturing sector, with registered FDI 
increasing by around 40% from the previous 
year to USD21.3 billion. As such, Vietnam would 
remain among the fastest-growing economies in 
the Asia-Pacific region, and fastest among 'BB' 
rated peers. 

Vietnam's external buffers have improved, with 
its foreign-exchange reserves in 2017 rising to 
USD49 billion (around 2.5 months of external 
current payments, CXP), from USD37 billion at 
end-2016, supported by large capital inflows and 
a current account surplus. The improvement was 
facilitated by the authorities' adoption of a 

flexible exchange-rate mechanism in January 
2016. Although the new exchange-rate 
mechanism could be tested in a stronger dollar 
environment, the rise in foreign-exchange 
reserves provides a cushion against external 
shocks. We project foreign-exchange reserves to 

rise to around USD66 billion by end-2018, 

equivalent to a reserve coverage of 3.1 months 
of CXP. 
Strong capital inflows and unsterilised reserve 
accumulation have led to a build-up in liquidity 
in the banking system. As evidence, five-year 
domestic government bond yields have declined 

by about 150bp since the end of 2017 to around 

2.6% at present. The abundant liquidity could 

exacerbate volatility in Vietnam's financial 
markets, especially against the backdrop of 
tighter global monetary conditions and rapid 
domestic credit growth. 
The authorities have maintained their 
commitment to containing debt levels and 
reforming state-owned enterprises. Gross 

general government debt (GGGD), as 
calculated by Fitch, declined to 52.4% of GDP 
in 2017 from 53.4% in 2016, based on 
preliminary official estimates, while 
outstanding government guarantees fell to 
9% of GDP by end-2017 from 10.3% at end-
2016. As a result, Vietnam's public debt 
(general government debt including 
guarantees) declined to 61.4% of GDP by 
end-2017 down from 63.6% at end-2016, and 
remained below the authorities' debt ceiling 

of 65% of GDP. The decline in public debt was 
facilitated by inflows from privatisation 
proceeds (or "equitization receipts"), close to 
the target for the year. The privatisation (" or 
equitization") programme for 2016-20 aims to 
raise revenues of VND250 trillion. 

According to Fitch debt and deficit calculations, 
which are more closely aligned with the 
Government Finance Statistics (GFS) standard of 
accounting, general government debt is likely to 

fall further and to decline to under 50% of GDP 
by 2019, aided by proceeds under the 
privatisation (or "equitization") programme. The 

authorities remain committed to bringing down 
the deficit and debt levels under their 2016-
2020 budget plan. We expect the budget deficit 

in 2018 (according to our adjusted deficit, which 
is closer to GFS criteria) to narrow to around 
4.6% of GDP from around 4.7% in 2017. 
The 'BB' IDR also reflects the following key 
rating drivers: 
Vietnam's banking sector remains structurally 
weak and weighs heavily on the sovereign 

rating. We believe banking system non-
performing loans remain under-reported and 
true asset quality is likely to be weaker than 
stated, and the agency expects it will be more 

adequately addressed over the longer term. 
We believe that recapitalisation needs of the 
banking sector remain a risk for the sovereign. 

In addition, structural systemic weaknesses 
remain, as evident from thin capital buffers and 
weak profitability. Further, while improving 
economic performance is likely to support lower 
NPL formation, a sustained rapid credit growth 
poses a risk to financial stability in the medium 

term. Overall credit growth at end-2017 was 
around 18%, in line with authorities' target. The 
official credit growth target for 2018 is currently 
17%. 
Despite lower government debt levels, the risk 
of contingent liabilities arising from legacy issues 

at large state-owned enterprises still remains a 

weakness for Vietnam's broader public finances 
given the still-large role of the state in the 
economy. Although the number of wholly owned 
state-owned enterprises (SOEs) has been 
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declining under the privatisation programme, it 

was still significant at 505 at end-2017. 

Government guarantees for state-owned entities 
and potential banking sector recapitalisation 
costs continue to weigh on Vietnam's public 
finances. 
External debt sustainability metrics remain 
favourable. A high share of concessional debt 
in total external debt is a strength of 

Vietnam's external finances. External debt 
service as a percentage of current external 
receipts (CXR) was 4.7% as against 12.1% of 

the 'BB' median. However, given the rise in per 
capita income levels, Vietnam graduated from 
eligibility for concessional financing under the 
World Bank's International Development 
Association in 2017.The sovereign has been 

increasing its share of domestic debt financing to 
prepare for the reduced access to concessionary 
financing, which would increase funding costs. 
Vietnam's liquidity ratio of 214% is far stronger 
than the 'BB' median of 164.8%, reflecting the 
concessional element of its external debt. This 
helps to offset its low foreign-exchange reserve 

cover of CXP relative to the 'BB' median. 
Vietnam's per capita income and human 
development indicators remain weaker than the 
peer median. Per capita income was USD2,335 
at end-2017 as against the 'BB' median of 
USD5,884. Further, it fell in the 39th percentile 

on the UN Human Development Index as against 
the 58th percentile for the 'BB' median. 

Vietnam's ranking on the World Bank's 
worldwide governance indicators improved 
further, on political stability and rule of law. 
However, the country's ranking on the 
composite governance metric is at the 41st 

percentile, still below the 'BB' median of 48th 
percentile. On the Ease of Doing Business Index, 
however, Vietnam ranks in the 65th percentile, 
above the 'BB' median of the 57th percentile. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Vietnam a score 

equivalent to a rating of 'BBB-' on the Long-
Term Foreign-Currency IDR scale. 
Fitch's sovereign rating committee adjusted the 

output from the SRM to arrive at the final Long-
Term Foreign-Currency IDR by applying its QO, 
relative to rated peers, as follows: 

•Structural Factors: -1 notch to reflect risks to 
macro stability, including rapid credit growth and 
unresolved legacy issues in the banking sector. 
•Public Finances: -1 notch to reflect relatively 
high contingent liability risks stemming from 
government guarantees for state-owned 
enterprises and potential banking sector 

recapitalization costs. 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centred averages, 

including one year of forecasts, to produce a 
score equivalent to a Long-Term Foreign-
Currency IDR. Fitch's QO is a forward-looking 

qualitative framework designed to allow for 
adjustment to the SRM output to assign the final 
rating, reflecting factors within our criteria that 

are not fully quantifiable and/or not fully 

reflected in the SRM. 

RATING SENSITIVITIES 
The Stable Outlook reflects Fitch's assessment 
that upside and downside risks to the rating 
are balanced. 

The main factors that, individually or 
collectively, could trigger positive rating action 
are: 

•Sustainable resolution of the structural 
weaknesses in the banking sector. 
•Commitment to policy-making that entrenches 
macroeconomic stability, including inflation 
stability and a further build-up of external 
buffers. 
•Broader improvement in public finances 

through a sustained decline in general 

government debt or contingent liabilities. 
The main factors that, individually or 
collectively, could trigger negative rating action 
are: 
•A shift in the macroeconomic policy mix that 

results in macroeconomic instability, increased 
overheating risks, higher inflation and rise in 
external imbalances. 
•Depletion of foreign-exchange reserves on a 
scale sufficient to destabilise the economy or 
deter foreign investment. 
•Crystallisation of contingent liabilities on the 

sovereign's balance sheet, which add to the 
government debt burden. 
KEY ASSUMPTIONS 

•Global economic assumptions are consistent 
with Fitch's latest Global Economic Outlook. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR upgraded to 

'BB' from 'BB-'; Outlook Stable 
Long-Term Local-Currency IDR upgraded to 'BB' 
from 'BB-'; Outlook Stable 
Short-Term Foreign-Currency IDR affirmed at 'B' 
Short-Term Local-Currency IDR affirmed at 'B' 
Country Ceiling upgraded to 'BB' from 'BB-' 

Issue ratings on long-term senior unsecured 
foreign-currency bonds upgraded to 'BB' from 
'BB-' 
Issue ratings on long-term senior unsecured 

local-currency bonds upgraded to 'BB' from 'BB-' 
 
Media Relations: Leslie Tan, Singapore, Tel: +65 67 96 
7234, Email: leslie.tan@fitchratings.com; Wai-Lun 
Wan, Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 

www.fitchratings.com 

EUROPE 

 

Bulgaria 

Bulgaria posts 0.3 pct/GDP current 

account deficit through March  

18-May-2018  
SOFIA, May 18 (Reuters) - Bulgaria posted a 

current account deficit of 0.3 percent of gross 
domestic product in the first three months of 
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2018, compared with a deficit of 0.2 percent 
in the same period a year earlier, central bank 

data showed on Friday. 

The deficit stood at 138.3 million euros ($163.28 
million) in the first three months, compared with 
97.5 million euros in the first three months of 
2017 mainly due to an increase in exports 
Foreign direct investment, much needed to 
boost sustainable growth in the Black Sea state, 

was 179.1 million euros through March, 
compared with 273.1 million euro in the same 
period in 2017. 
The finance ministry sees the current account 
posting a surplus of 1.7 percent of GDP in 2018, 
after 4.5 percent surplus in 2017. 
 
($1 = 0.8470 euros) 
(Reporting by Angel Krasimirov; editing by Tsvetelia 
Tsolova) 
(( angel.krasimirov@thomsonreuters.com ; +359 888 
695 510) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Bosnia 

Bosnia's Serb Republic plans to issue 

200 mln euro of bonds on intl market  

17-May-2018  
SARAJEVO (Bosnia and Herzegovina), May 17 
(SeeNews) – Bosnia's Serb Republic plans to 

issue bonds worth 200 million euro ($236.4 
million) on the international financial market 

in the middle of the year, the entity's finance 
minister, Zoran Tegeltija, has said. 

Bosnia and Herzegovina is the only country in 
the region that is yet to issue bonds on the 
international market, Zoran Tegeltija, said 
during a session of the entity's parliament on 
Wednesday aired live by local broadcaster RTRS. 

During the session, the MPs adopted a decision 
to increase the long-term borrowing ceiling of 
the Serb Republic in 2018 to 540.1 million 
marka ($326.4 million/276.1 million euro) from 
477 million marka. 
As at February 28, the public debt of the Serb 

Republic totalled 4.2 billion marka equivalent to 

40.06% of the entity's projected 2018 GDP. 
The Serb Republic is one of the two entities that 
form Bosnia and Herzegovina, the other is the 
Federation. 
 
($=0.846149 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Croatia 

Croatia eyes refinancing of foreign 

bond by mid-June  

18-May-2018  
OPATIJA, Croatia, May 18 (Reuters) - Croatia is 

considering refinancing by mid-June a foreign 
bond worth 750 million euros ($886 million) 
that matures in July, Finance Minister Zdravko 

Maric said on Friday. 

"We carefully follow developments on the 

market and we are considering to refinance a 

July bond by mid-June when another FED rate-
setting meeting takes place," Maric told an 
economic conference in the northern Adriatic 
resort of Opatija. 
This year Croatia also has to refinance a local 

bond worth 6.0 billion kuna ($960 million) also 
maturing in July. Maric said the finance ministry 
had already started preliminary talks with local 
banks on refinancing that issue. 
 
($1 = 0.8467 euros) 
($1 = 6.2474 kuna) 
(Reporting by Igor Ilic 
Editing by Hugh Lawson) 
(( igor.ilic@thomsonreuters.com ; +385 1 4899 970; 
mobile +385 98 334 053; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Czech Republic 

Czech finance minister says 2019 state 

budget might be in deficit   

14-May-2018  
PRAGUE, May 14 (Reuters) - The Czech central 

state budget might be in deficit in 2019, 
Finance Minister Alena Schillerova was quoted 
as saying in an interview published by the E15 
daily paper on Monday.  

In 2018 the budget is expected to be 50 billion 
crowns ($2.35 billion) in deficit, or 1 percent of 

the country's gross domestic product. 
 
($1 = 21.2730 Czech crowns) 
(Reporting by Robert Muller 
Editing by David Goodman) 
(( robert.muller@thomsonreuters.com ; 
+420224190475; Reuters Messaging: 
robert.muller.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

IMF sees Czech growth at 3.7 pct in 

2018 before slowing  

16-May-2018  
PRAGUE, May 16 (Reuters) - The Czech 

economy should expand by 3.7 percent in 
2018, a faster pace than earlier expected, 
before growth slows to 3.2 percent in 2019, 
the International Monetary Fund said on 

Wednesday. 

The IMF said there were no major imbalances in 
the economy and the central European country's 
fiscal position was sound. 
But it said the government should be careful 
future spending and tax changes did not 
pressure the economy and the central bank 

should be given more powers to oversee hot real 

estate and mortgage markets. 
 
(Reporting by Robert Muller 
Editing by Jason Hovet) 
(( robert.muller@thomsonreuters.com ; 
+420224190475; Reuters Messaging: 
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robert.muller.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Hungary 

Hungary seen keeping rates on hold, 

undeterred by yield surge  

17-May-2018  
Open Reuters Hungary central bank rate 
forecasts 
Open Reuters Hungary average inflation 
forecasts 
Open Reuters Hungary GDP forecasts 

By Sandor Peto 
BUDAPEST, May 17 (Reuters) - The National 

Bank of Hungary is seen keeping its record-
low base rate on hold at its next meeting and 
all this year and next, but may start to 
increase its overnight deposit rate in 2019, 
according to a May 14-16 Reuters poll of 
analysts. 
Policymakers at the NBH, regarded as one of the 
most dovish central banks in the world, will 
meet on Tuesday. 

Analysts said a surge in global and Hungarian 
government debt yields and a weakening of the 
forint since the bank's April meeting are unlikely 
to prompt a policy change. 
"I do not think that the bank will react to the 
emerging markets sell-off. Maximum they will 

indicate that it is caused by external (not 

domestic) factors," said Eszter Gargyan, 
Budapest-based analyst at Citigroup. 
In the survey, all the 18 analysts who submitted 
a forecast for the bank's base rate said it would 
stay at 0.9 percent at Tuesday's meeting, and 
15 analysts unanimously projected no change in 
the -0.15 percent overnight deposit rate. 

Data released since the last NBH rate meeting 
showed robust annual economic growth, at 4.4 
percent in the first quarter, but annual inflation 
is running near the bottom of the bank's 2-4 
percent target range despite a pick-up to 2.3 
percent in April. 

While the Czech and Romanian central banks 

have started to lift interest rates to defend 
inflation goals, Hungary and Poland have 
signalled that rates could stay on hold for years. 
The Polish central bank reiterated that on 
Wednesday. The NBH could do likewise, analysts 
said, despite a surge in global bond yields which 

has boosted Hungary's 10-year yield by about 
half a percentage point this month, above the 3 
percent level. 
While in Poland there are some worries that an 
inflation pick-up could ignite rate hike 
speculation late this year, Hungary's inflation is 
seen remaining moderate. 

According to the median forecasts in the poll, 

inflation could average 2.4 percent this year and 
a mid-target 3 percent in both 2019 and 2020. 
The forint is near its weakest levels versus the 
euro in 2 years, but that is unlikely to worry the 
bank either, as the currency is cushioned by 

Hungary's current account surplus and a likely 

pick-up in European Union fund inflows, analysts 

said. 

Their forecasts showed a retreat in the 10-year 
yield to 2.8 percent by the end of June and 2.7 
percent by the end of 2018, before a rise to 3.05 
percent in 2019 when the world's big central 
banks could increase their own interest rates. 
Most analysts predicted a rise in the NBH's base 

rate only for 2020. 
The overnight rate could rise to zero as soon as 
next year, and the benchmark three-month 
interbank BUBOR rate is seen edging up to 20 
basis points over the next 12 months from 
Thursday's 9 basis points, according to the poll. 

 
(Reporting by Sandor Peto 
Editing by Catherine Evans) 
(( sandor.peto@thomsonreuters.com ; +36 1 327 
4744; Reuters Messaging: 
sandor.peto.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Hungary/Poland 

Hungary and Poland unite on opposing 

EU budget cuts  

14-May-2018  
By Pawel Sobczak and Marcin Goettig 
WARSAW, May 14 (Reuters) - The prime 

ministers of Hungary and Poland, allies in a 

series of disputes with Brussels, united on 
Monday in opposing cuts under the European 
Union's new budget. 

Both countries are accused by the European 
Commission of undermining judicial 
independence in a row that threatens their 
future funding from the bloc. 
Neither Polish Prime Minister Mateusz 

Morawiecki nor his Hungarian counterpart Viktor 
Orban commented on an EU plan to cut money 
in the 2021-2027 budget for member states that 
interfere in their legal systems.  
However, after meeting in Warsaw they declared 
their common ground on farm payments under 
the Common Agricultural Policy and reforming 

the EU budget after Britain leaves the bloc. 
On Monday Brussels gave Poland until late June 
to settle its dispute with the EU over the 
independence of its courts.  
Orban said he and Morawiecki agreed on two 
principles. "We want to protect the interests of 
our farmers. So we do not think it is appropriate 

to reduce the agricultural budget," he told 
reporters. 
"We also agreed that we have no objections to 
setting up new funds, as there are always new 
tasks. But the creation of new funds should not 
be a justification for the reduction of existing 

funds that have been functioning well," he 

added. 
The Commission, backed by Germany, France 
and the EU's other wealthy paymasters, wants 
to tie funding on which poorer eastern countries 
rely to respect for the rule of law. This could cost 
Hungary and Poland millions of euros.  
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Orban won a third four-year term in April and is 

on his first foreign policy visit since then to 

Poland, which is the biggest beneficiary of EU 
aid, using it to upgrade its infrastructure.  
Morawiecki said the two countries had 
"absolutely identical" positions on 
compensating budget losses due to Brexit and 
on the common agricultural policy. 
Poland and Hungary also have a common 
stance on migration.  

Hungary says it would not agree with any 
proposal that would provide the potential for 
blackmail of anyone with regard to the 
payment of EU funds based on the treaties. 

 
(Reporting by Pawel Sobczak; Additional reporting in 
WARSAW by Anna Koper and in BUDAPEST by 
Krisztina Than  
Writing by Marcin Goettig 
Editing by Matthew Mpoke Bigg and David Stamp) 
(( marcin.goettig@thomsonreuters.com ; 
+48226539720; Reuters Messaging: 
marcin.goettig.reuters.com@thomsonreuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Kosovo 

Kosovo to sell 20 mln euro of 5-yr T-

notes on May 28  

16-May-2018  

PRISTINA (Kosovo), May 16 (SeeNews) – 
Kosovo's finance ministry will offer 20 million 
euro ($23.8 million) worth of five-year 
Treasury notes at an auction on May 28. 

The issue will mature on May 29, 2023, 
according to an auction notice posted on the 
website of Kosovo's central bank. 
At the last auction of five-year T-notes held on 

February 26, the finance ministry raised 23.4 
million euro, below its target of 25 million euro. 
Yield rose to 1.53%, from 1.32% at the previous 
auction of five-year government securities. 
 
($ = 0.84129 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Poland 

Poland faces PLN 615.1 bln in T-bond 

debt   

14-May-2018  
2018-05-14 
On May 10, Poland sold PLN 4.67 bln in T-
bonds in its full swath of benchmark paper 
and bought back PLN 4.58 bln in papers 
maturing in 2018 and early 2019. 

Poland is facing PLN 615.1 bln debt in Treasury 
bonds after last week's switching auction, up 

from PLN 615 bln before the auction, Finance 
Ministry said on its website. 
On May 10, Poland sold PLN 4.67 bln in T-bonds 
in its full swath of benchmark paper and bought 
back PLN 4.58 bln in papers maturing in 2018 
and early 2019. 

 
Copyright (c) 2014 PAP - POLSKA AGENCJA PRASOWA 
SA 
 
 

'Safe haven' Poland to enjoy stable 

rates until at least 2019  

16-May-2018  
•Glapinski sees no reasons to change rates at 
least by end 2019 
•Says he would personally also see stable 
rates in 2020 
•Not worried about recent zloty weakening 
•Governor says Poland is "safe haven" amid 
global turbulence 

By Pawel Florkiewicz and Marcin Goettig 
WARSAW, May 16 (Reuters) - Polish interest 

rates are likely to remain on hold until the end 

of 2019 and possibly longer as the country 
enjoys moderate inflation and can be seen as 
a safe haven amid global turbulence, central 
bank Governor Adam Glapinski said. 

Speaking after the bank kept its benchmark rate 
at a record low of 1.5 percent, Glapinski said he 
was not worried about the weakening of the 
zloty. 

"It seems to me that until the end of this year 
and throughout next year - and perhaps longer - 
there will be no reason to change the level of 
interest rates," Glapinski told a news conference. 
"It seems to me that this will be the stance of 
the majority," Glapinski said, adding that he 

himself could envisage rates remaining stable in 

2020 as well, unless there were some 
unexpected events. 
The central bank has kept rates unchanged since 
a cut in March 2015. Poland's economy 
expanded a stronger-than-expected 5.1 percent 
year-on-year in the first quarter, while inflation 
stood at 1.6 percent in April.  

The central bank targets an inflation rate of 2.5 
percent. 
Glapinski said the dollar has "wildly 
strengthened" due to the inflow of capital into 
the United States, causing a very difficult 
situation in South America, which has debt 

denominated in dollars.  
"But we are not affected by this in any such way 
that we would feel a negative impact," the 
governor said, apparently referring to Argentina 
where the central bank raised its policy rate to 
40 percent to avert a drop in the peso.  
The zloty has weakened 7.5 percent versus 
the dollar since mid-April to a six-month low 

of 3.63. Most of Poland's public debt, 
equivalent to about 50 percent of GDP, is 
denominated in zlotys.  

"Poland is indeed such an area of predictability, 
stability (...), which positively sets us apart 
(from other countries)" the Polish governor said. 
"However, we are in this emerging market 

basket and we sometimes suffer because 

sometimes the pricing of risk of other countries, 
for example Turkey, is suddenly changing," he 
said. "But we, as Poland, our finances, are a sort 
of safe haven." 
Turkey's record-low lira was among a host of 
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heavyweight emerging market currencies pinned 

to the canvas on Wednesday after the dollar put 

on another show of strength. 
 
(Reporting by Pawel Florkiewicz, Pawel Sobczak and 
Marcin Goettig 
Editing by Hugh Lawson) 
(( marcin.goettig@thomsonreuters.com ; 
+48226539720; Reuters Messaging: 
marcin.goettig.reuters.com@thomsonreuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Romania 

Romania's end-March foreign debt 

rises  

14-May-2018  

BUCHAREST (Romania), May 14 (SeeNews) - 
Romania's foreign debt rose to 95.527 billion 
euro ($114.4 billion) at the end of March from 
93.47 billion euro at end-2017, the central 
bank, BNR, said on Monday. 

The end-March figure includes 69.59 billion euro 
in long-term foreign debt, up from 68.61 billion 
euro at the end of 2017, BNR said in a balance 
of payments report for March, citing provisional 

data. 
Long-term external debt service ratio fell to 
14.2% at end-March, compared to 23.9% at the 
end of 2017. 

Goods and services import cover stood at 5.4 
months at end-March, a level similar to that of 

end-2017. 
The ratio of the BNR’s foreign exchange reserves 
to short-term external debt by remaining 
maturity edged down to 84.8% at end-March, 
against 87.2% at end-2017. 
 
($= 0.8348 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Romania sells planned 500 mln lei (106 

mln euro) of 2023 T-notes, yield rises  

17-May-2018  
BUCHAREST (Romania), May 17 (SeeNews) - 
Romania on Thursday sold a planned 500 
million lei ($127 million/106 million euro) of 
Treasury notes maturing on June 28, 2023, 
central bank data showed. 

The average accepted yield rose to 4.59% from 
4.30% achieved at the last auction of 
government securities of the same issue held in 
April, the data indicated. 

Demand for the T-notes, which carry an annual 
coupon of 4.25%, rose to 676.4 million lei from 
533.1 million lei at the auction in April. 
The issue will be reopened on Friday when the 
finance ministry hopes to raise 75 million lei in a 

non-competitive tender. 
Romania's finance ministry said it plans to 

auction 3.84 billion lei worth of government 
securities, including 435 million lei in non-
competitive offers in May. 
Since the beginning of 2018, the finance 

ministry has sold roughly 15.5 billion lei and 252 

million euro worth of domestic debt and has 

raised 2 billion euro on international markets 
from the sale of 2028 and 2030 Eurobonds. 
 
(1 euro=4.6296 lei) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Serbia 

Narodna Skupstina Republike Srbije - 

46th Sitting of the Committee on 

Finance, State Budget and Control of 

Public Spending  

14-May-2018  
At the sitting held on 14 May 2018, the 
members of the Committee on Finance, State 
Budget and Control of Public Spending 
reviewed the Bill amending and modifying the 
Law on the Freezing of Assets for the Aim of 

Preventing Terrorism.  

The Bill amending and modifying the Law on the 
Freezing of Assets for the Aim of Preventing 
Terrorism was presented by State Secretary at 
the Ministry of Finance Danijela Vazura and 
acting director of the Administration for the 
Prevention of Money Laundering at the Ministry 

of Finance Zeljko Radovanovic.  
They said that by passing this Bill the Republic of 
Serbia, as member of the United Nations, would 

be harmonizing its legislation with ratified UN 
conventions. According to the UN Charter the UN 
member states are obliged to enforce measures 
needed to implement the resolutions passed by 

the UN Security Council such as repressive 
measures against terrorists, terrorist 
organizations and their financiers.  
Vazura and Radovanovic said that the Bill sets 
out the measures through which the states 
refrain from offering any type of support to non-
governmental entities trying to develop, acquire, 

produce, possess, transport or use nuclear, 
chemical or biological weapons, especially for 
terrorist purposes.  

Following a short debate the Committee 
members unanimously proposed that the 
National Assembly accept the Bill amending and 

modifying the Law on the Freezing of Assets for 
the Aim of Preventing Terrorism in principle.  
The sitting was chaired by Committee 
Chairperson Dr Aleksandra Tomic and was 
attended by the following Committee members 
and deputy members: Sonja Vlahovic, Momo 
Colakovic, Zoran Despotovic, Zoran Bojanic, 

Prof. Dr Vladimir Marinkovic, Zoltan Pek, Djordje 
Milicevic, Srbislav Filipovic and Snezana R. 
Petrovic.  
 
(C) Copyright 2018 - Narodna Skupstina Republike 
Srbije 
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Serbia now able to repay half of $1 bln 

bond debt  

18-May-2018  
BELGRADE (Serbia), May 18 (SeeNews) - 
Serbia's central bank governor Jorgovanka 
Tabakovic said the country has already set 
aside enough money to cover half of its debt 
on a US dollar-denominated Treasury bond 
maturing in December. 

The debt that Serbia will have to pay on the 
maturing bond stands at about $1.0 billion (847 
million euro), Tabakovic said on Thursday, 
according to a video file posted on the website of 

the central bank. 
Last month, Austria's Erste Group said it expects 
foreign investors’ interest in Serbian government 

paper issues to remain strong in the medium 
term, as yields will stay attractive. According to 
Erste, the most interesting story would be the 
financing of the $1.0 billion bond maturing in the 

fourth quarter of 2018, as it was still unclear 
whether the government will try to take 
advantage of the favourable conditions and tap 
the international markets or stick to the current 
strategy of lowering the external portion of 
public debt. 
In December 2013, the Serbian government 

issued $1 billion worth of bonds on the 
international markets. The bonds, which will 
mature on December 3, 2018, carry a coupon of 

5.875% paid annually. 
 
($ = 0.846877 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Slovenia 

Slovenia Tbill auction oversubscribed, 

yields lower  

15-May-2018  
LJUBLJANA, May 15 (Reuters) - Slovenia sold 

95 million euros ($112.96 million) of treasury 
bills on Tuesday versus the initial target of 70 
million euros, at yields deeper into negative 
territory than at previous auctions, the 
finance ministry said.  

It sold 50 million euros of 12-month bills at a 

yield of 
-0.38 percent versus -0.37 percent in April.  
The yield on 6-month bills fell to -0.5 percent 
versus -0.39 last month. It also sold 30 million 
euros of 3-month bills at a yield of -0.39 percent 
versus -0.37 percent at the last auction of such 
bills in February.  

Analysts said yields are likely to remain negative 
as long as the European Central Bank continues 
its quantitative easing programme. 

Total bids amounted to 345 million euros. The 
next treasury bill auction is due on June 12. 
 
($1 = 0.8410 euros) 

(Reporting By Marja Novak) 
(( Marja.Novak@thomsonreuters.com ; +386-1-

5058805, Reuters Messaging: 
marja.novak.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Turkey 

Turkish budget deficit widens, minister 

says working to meet targets  

15-May-2018  
ANKARA, May 15 (Reuters) - The Turkish 

budget deficit widened to 23.2 billion lira 
($5.3 billion) in the first four months of the 
year from 17.9 billion a year earlier and work 
was continuing to meet full-year budget 
targets, Finance Minister Naci Agbal said on 
Tuesday. 

Turkey is currently preparing for snap 

presidential and parliamentary elections which 
have been called for June 24 and Agbal has 
pledged to adhere to fiscal discipline. 
In April, the budget showed a deficit of 2.8 
billion lira, down from 3 billion lira in the same 
period a year earlier, the minister said. 

The primary surplus, which excludes interest 
payments, amounted to 400 million lira in April, 
the data showed. 
Budget revenues rose 17.3 percent to 232 
billion lira and expenditure rose 18.3 percent 
to 255.2 billion lira in the first four months of 
the year, the minister said. 

"The budget data for the first four months 
continues the positive trend in line with 2018 

budget targets," Agbal said. 
"The necessary work is continuing to ensure that 
budget data is in line with targets at the end of 
the year," he said. 
 
($1 = 4.3886 liras) 
(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 says monitoring Turkey's 

political direction  

15-May-2018  

LONDON, May 15 (Reuters) - Moody's has a 

stable outlook for Turkey's sovereign rating 
but is monitoring the country and the political 
direction it takes, a top European sovereigns 
analyst at the ratings agency said on Tuesday. 
Turkey's lira slid to a record low and bond yields 
briefly touched their highest in at least eight 
years on Tuesday, after President Tayyip 
Erdogan said he plans to take greater control of 

the economy after elections next month. 
"We are monitoring the situation and will see 

what (political and geopolitical) direction the 
country will take," Dietmar Hornung, an 
associate managing director and head of 
European Sovereigns at Moody's, said at a 

conference in London. 
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"We are a bit concerned," he added, saying 

Turkey's higher dependence on foreign lenders 

meant it wasn't able to pursue its own direction 
the way Russia, for example, was. 
Moody's downgraded Turkey by one notch to 
Ba2 in March, pushing the sovereign further 
into junk territory on a continued weakening 
of its economic and political institutions and 
the increased risks from its wide current 
account deficit. 

"Clearly some of the macro trends that we are 
seeing are headwinds for Turkey, rising interest 
rates, dollar strength, commodity prices going 
up, it's all credit negative," said Hornung. 
 
(Reporting by Marc Jones; Writing by Dhara 
Ranasinghe; Editing by Tom Finn) 
(( Dhara.Ranasinghe@thomsonreuters.com ; 
+442075422684; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Turkey's benchmark bond yield rises to 

15 percent, lira weakens  

18-May-2018  
ISTANBUL, May 18 (Reuters) - Turkey's 10-year 

benchmark bond yield rose to 15 percent on 
Friday while the lira weakened towards record 
lows against the dollar as investors waited to 
see whether the central bank will take action 
to shore up the ailing currency. 

The bond yield rose from a last trade of 14.92 

percent on Thursday, bringing its increase over 
the last three weeks to 238 basis points. The 
main share index rose 0.28 percent. 

The lira, which has lost more than 15 percent of 
its value against the dollar this year, weakened 
to 4.4695 from a close of 4.4605. It hit a record 
low of 4.5010 on Wednesday before the central 
bank said it would take "necessary steps" in the 
face of "unhealthy price formations in the 
markets". 

 
(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. 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Latin America contagion from 

Argentina turmoil unlikely  

15-May-2018  
LONDON, May 15 (Reuters) - Turmoil in 

Argentina's financial markets is unlikely to 
spread to rest of Latin America, apart from 
possibly Uruguay, a top Latin America 
sovereign analyst at ratings agency Moody's 
said on Tuesday.  

A weak economic backdrop, skittishness 

regarding devaluation and concern over 

Argentina's drought-hit soy harvest are 

pressuring the Argentine peso, which has this 

week fallen to a record low against the dollar. 
"It is hard to see any contagion from Argentina 
turmoil in Latin America," Mauro Leos, the head 
of Latin America and Caribbean Sovereigns at 
Moody's said at a conference in London, with the 
possible exception on Uruguay.  

Separately, Dietmar Hornung, head of European 
Sovereigns at Moody's, said: "Italy is a credit 
where now the political developments play a 
role." 
In the past week, the prospects of a coalition 
government in Italy made up of two parties 

committed to big-spending policies has put some 
upward pressure on Italian bond yields.  
 
(Reporting by Marc Jones, Writing by Dhara 
Ranasinghe; Editing by Saikat Chatterjee) 
(( Dhara.Ranasinghe@thomsonreuters.com ; 
+442075422684; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentina 

Argentina says primary deficit falls 

44.6 pct y/y in April  

15-May-2018  
BUENOS AIRES, May 15 (Reuters) - Argentina 

posted a primary fiscal deficit of 10.342 billion 
pesos ($503.5 m) in April, a 44.6 percent 
decrease from the same month the previous 
year, Treasury Minister Nicolas Dujovne said 
in a statement on Tuesday.  

Total government revenue grew by 20.9 
percent, while primary spending grew by 14.11 
percent. It was the third consecutive month in 
which the primary deficit fell, the statement 

said. 
 
(Reporting by Jorge Otaola 
Editing by Chizu Nomiyama) 
(( dave.sherwood@thomsonreuters.com ; +56 9 9138 
1047, +56 2 2370 4224; Reuters Messaging: 
dave.sherwood.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentina says no more international 

bond issues planned in 2018  

15-May-2018  
BUENOS AIRES, May 15 (Reuters) - Argentina 

will not come to the international capital 
markets with any new bond issues for the rest 
of this year, and maybe not in 2019 either, 
Finance Minister Luis Caputo told reporters on 

Tuesday. 

"We are not going to be doing any issuance in 
the international market for the rest of 2018. It 
is possible that it may also be the case that we 

do not have to do any international placements 
in 2019, depending on the negotiations that are 
taking place," Caputo said. 

Argentina is negotiating a 'high access stand-by 
arrangement' from the International Monetary 
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Fund. 

Caputo said the government issued a 36.87 

billion peso ($1.53 billion) 5-year local bond at a 
20 percent interest rate on Tuesday and a 36.38 
billion peso ($1.51 billion) 8-year bond at 19 
percent. 
 
(Reporting by Hugh Bronstein 
Editing by James Dalgleish) 

(( hugh.bronstein@thomsonreuters.com ; 5411 4318 
0655; Reuters Messaging: 
hugh.bronstein.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentina bonds enjoy rebound amid 

renewed investor interest  

15-May-2018  

NEW YORK, May 15 (IFR) - Argentina bonds 

rebounded on Tuesday as real money 
accounts took a renewed interest in the credit 
after weeks of volatility. 

The country's five-year credit default swap has 
swung back to 378bp from 440bp earlier in the 
day, while Argentina's 100-year bond rose to 
86-87, up from the 84.25 seen earlier in the 

trading session.  
The new 2028s have also jumped a good point 
to hit 86.00 after falling to as low as 85.30. 
"We are seeing some bottom fishing and real 
money accounts coming in and buying," said a 
New York based trader. "It had been going into 

oversold territory." 

The mood change has been helped by the 
central bank's forceful defense of the peso, 
which is now trading at around 24.05 against 
the dollar, down the 25 seen on Monday.  
But a show of strength from the Treasury also 
eased concerns after it announced a tap of peso 

bonds due 2023 and 2026 on what was rumored 
to be large reverse enquiry from a California 
fund. 
"It was a win-win for the government," said 
Buenos Aires based trader. "It was a good signal 
that there was interest in longer dated bonds." 
Investors are hoping that prices have finally 

found a floor after a volatile week for Argentine 
assets, though such optimism remains guarded. 
"It is firmer but who knows where is it going to 
be in the next hour," said the broker.  
Concerns over the central bank's jumbo auction 
of Lebac on Tuesday are also subsiding as it 
looks to roll over Ps617.627bn (US$26bn) of the 

instruments falling due Wednesday.  
Results are expected after the market close 
today, but analyst think much of that short-term 
debt will be refinanced, albeit at very high rates 
and at tenors as short as 35 days. 
Lebacs maturing next month are now trading at 

around 41%, but expectations are that the bank 
will pay 40% in an indication that pressure is 

easing somewhat.  
The central bank has been buying back maturing 
Lebacs over the last few week, helping reduce 
the number of more erratic accounts holding 
those instruments. 

"Most of the investors who have bought Lebacs 

for the carry trade are gone," said German 

Plessen director covering the public sector at 
local brokerage Balanz Capital. 
The amount of Lebacs issued by the central bank 
has grown over last few years as monetary 
authorities looked to manage dollar inflows and 
more recently as interest rates soared.  

And while Tuesday's Lebac auction takes out a 
big chunk of maturities, the central bank still 
needs to rollover another Ps600bn or so this 
year.  
"Going forward they will have to solve this 
problem with the large amount of Lebacs 

maturing over the short-term," said Plessen. 
"Lebacs are supposed to be monetary policy 
instrument and should not be an element of 

instability." 
 
(Reporting By Paul KilbyEditing by Paul Kilby) 
(( paulj.kilby@thomsonreuters.com ; 646 223 4733; 
Reuters Messaging: 
paulj.kilby.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Exact details of Argentina program still 

uncertain-IMF spokesman  

17-May-2018  
WASHINGTON, May 17 (Reuters) - The 

International Monetary Fund expects to 

provide Argentina with a high access, standby 
arrangement but the precise details on what 
that will comprise are still under discussion, 
IMF spokesman Gerry Rice said on Thursday. 

"In terms of the details of what the program 
might be, the size...the exact type of the 
instrument, all of that is going to be part of the 
discussions going forward and the details that 

will be developed in the coming days," Rice told 
reporters at a regular press briefing. 
"In terms of the policies… fiscal policies, targets 
and so on, these are all issues that I put in the 
category of the detail of the program as it will 
emerge and so these are going to be topics for 
the discussion," he added. 

Argentina's government said last week it was 
requesting a "high access stand-by" financing 
arrangement from the IMF. 
 
(Reporting by Lindsay Dunsmuir 
Editing by Chizu Nomiyama) 
(( Lindsay.Dunsmuir@thomsonreuters.com ; +1 202 
898 8411; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentine peso stabilizes after central 

bank draws the line at 25 per dollar  

18-May-2018  
By Hugh Bronstein and Jorge Otaola 

BUENOS AIRES, May 17 (Reuters) - Argentina's 

peso stabilized on Thursday as the central 
bank declined for the second day in a row to 
support the local currency by selling dollars, 
indicating its willingness to let the market 
find its own level under 25 to the U.S. dollar. 
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The peso, in line with currencies around the 

region, slipped 0.2 percent to 24.3 per 

greenback a day after President Mauricio Macri 
declared the run on the peso to be over and sent 
an olive branch to the bond market by vowing to 
speed up his deficit cutting effort. Wall Street 
applauded the moves. 
Wednesday and Thursday were the first trading 

session since May 9 in which the bank did not 
sell reserves to prop up the peso, which has 
weakened about 16 percent this month. 
The central bank offered to sell $5 billion at 25 
pesos per dollar on Thursday, but the local 
currency did not approach that level during the 

session. Chief monetary policymaker Federico 
Sturzenegger established a floor for the peso on 
Wednesday when he said 25 to the dollar would 

be "out of scale." 
The peso hit a series of all-time lows earlier in 
the month, forcing the president to request a 
"high access stand-by arrangement" from the 

International Monetary Fund (IMF) last week.  
It was one of several moves by Macri to bolster 
confidence after weeks of volatility sparked by a 
new tax on foreign investors, weak 
fundamentals, including 25 percent inflation and 
worries about financial fallout from a drought 
that has walloped the harvest of Argentina's 

main cash crop, soy. 
The IMF deal may include tough limits on 
government spending after what Macri called 
his "gradualist" approach to reform failed to 
halt the peso's slide. 

Earlier this month, the government cut its 2018 
fiscal deficit goal to 2.7 percent of gross 
domestic product from 3.2 percent previously. 

But that in itself was not enough to keep the 
peso from tumbling. 
'ACCELERATED GRADUALISM' 
Rather than opt for full bore budget slashing, 
Macri was more likely to open a period of 
"accelerated gradualism," said Alberto Bernal, 
chief strategist at XP Securities. "I'm still very 

bullish on this story," he said in an email. 
"The main points ahead are the details of the 
arrangement with the IMF," said Gabriel Zelpo, 
chief economist at local consultancy Elypsis, who 

estimates the government needs about $33 
billion from the multilateral lender over the 
coming year. 
"We estimate that a good arrangement with 
the IMF should be of about that size," Zelpo 
said. "Investors are waiting to see how 
intense the fiscal reduction requirement will 
be and, most important, what the size of the 
credit package will be." 

Those details will be "developed in the coming 
days," an IMF official told reporters in 
Washington on Thursday. An IMF board meeting 

on Argentina is scheduled for Friday. 
Resorting to the IMF is politically sensitive for 

Macri, who is expected to run for re-election 
next year. Many Argentines believe it was IMF 
policies that set the stage for the country's 
2001/02 economic meltdown, which tossed 

millions of middle class Argentines into poverty. 
Protests against Macri's deficit-cutting program 

and his decision to engage with the IMF are 

being held daily, blocking streets in capital 

Buenos Aires. 
 
(Reporting by Hugh Bronstein and Jorge Otaola, 
Additional reporting by Walter Bianchi and Lindsay 
Dunsmuir; Editing by Rosalba O'Brien and Sandra 
Maler) 
(( hugh.bronstein@thomsonreuters.com ; 5411 4318 
0655; Reuters Messaging: 
hugh.bronstein.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Brazil 

Brazil holds rates unexpectedly amid 

currency selloff  

17-May-2018  

By Bruno Federowski 
BRASILIA, May 16 (Reuters) - Brazil's central 

bank unexpectedly kept interest rates 
unchanged on Wednesday, contradicting 
widespread forecasts of a cut after a selloff in 
emerging markets drove the Brazilian real to 
a two-year low. 

The bank's nine-member monetary policy 
committee, known as Copom, kept the 

benchmark Selic rate at 6.50 percent, after 
cutting the rate by 775 basis points since 
October 2016. Only two of 42 economists polled 

by Reuters had forecast the bank would stand 
pat. 
The surprise move makes Brazil's central bank 
the latest in emerging markets to turn hawkish 

as expectations of rising U.S. bond yields draw 
investors away from higher-yielding assets in 
the developing world. 
Argentina's central bank has sold reserves and 
hiked interest rates to 40 percent to shore up 
the peso, which has weakened about 15 percent 

this month.  
The Brazilian central bank's move marks an end 
to its deepest rate-cutting cycle in a decade, 
which dropped the benchmark rate from a nine-
year high of 14.25 percent. 

Policymakers have struggled to speed up a 
recovery in Latin America's biggest economy 

after the worst downturn in decades, and 
inflation remains well below the official target 
range. 
In a statement, the Copom attributed the 
decision to "the recent change in the balance of 
risks to prospective inflation." 
"The main point was the currency shock and I 

have no doubt that they preferred not to take a 
risk," said José Francisco Gonçalves, chief 
economist at Banco Fator. "I still expect the 
Selic to begin rising only in 2019." 
A weaker currency could boost import prices and 
rekindle inflation, but analysts say Brazil's weak 

first-quarter activity data point to a sluggish 
recovery that will limit passthrough of foreign 
inflationary pressures. 
The central bank said in its decision that holding 
rates "is consistent with convergence of inflation 
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to target over the relevant horizon for the 

conduct of monetary policy, which includes 2018 

and, to a greater extent, 2019." 
The central bank targets a 4.5 percent annual 
inflation rate at the end of 2018 and 4.25 
percent rate at the end of 2019, with a margin 
of 1.5 percentage points above or below. 
Inflation is hovering around 2.8 percent in the 

last 12 months. 
Bank of America Merrill Lynch's David Beker, one 
of the two economists who had predicted the 
decision, said the central bank did what "needed 
to be done." 
He said rates are likely to stay put until early 

next year, but acknowledged that could change 
depending on an October presidential election, 
one of the most unpredictable in decades. 

"In terms of when they will hike, it depends both 
on the foreign scenario as well as the elections, 
but I'd say the main discussion is whether the 
next administration will implement an agenda of 

reforms," Beker said. 
 
(Reporting by Bruno Federowski; writing by Brad 
Haynes; editing by Cynthia Osterman and Grant 
McCool) 
(( Bruno.Federowski@thomsonreuters.com ; Twitter: 
https://twitter.com/b_federowski ; +55 11 5644 
7768; Reuters Messaging: 
bruno.federowski.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Chile 

Chile announces new agency meant to 

slash red tape  

14-May-2018  
By Antonio De la Jara 

SANTIAGO, May 14 (Reuters) - Chile's 

government on Monday announced the 
creation of an office to slash red tape for large 
investment projects as President Sebastian 
Pinera seeks to boost economic and job 
growth in the world's top copper producer. 

Center-right Pinera said he would create an 

executive Office of Large Sustainable Projects 
dedicated to reducing excess bureaucracy faced 

by investors in the South American nation, 
which scores poorly on regulatory complexity at 
the Organization for Economic Co-operation and 
Development (OECD).  
"We have a portfolio of projects that are stalled 
or paralyzed for an array of reasons... No 
country can give itself that luxury, and even less 

so one that aspires to development without 
poverty," Pinera said. 
Growth slowed sharply in Chile under Pinera's 
predecessor, Michelle Bachelet, as sluggish 
copper prices hit the country's mining sector and 
business leaders blamed the center-left 

Bachelet's social and labor reforms for stoking 
uncertainty in Latin America's most stable 
economy.  
In July S&P downgraded Chile's debt for the 
first time since the 1990s. 

Pinera, who took office in March following an 

election campaign in which he promised to re-

ignite growth, said the new office would serve as 
a one-stop-shop for investors to help coordinate 
permitting among government agencies. 
Mega projects like the Alto Maipo hydroelectric 
complex near Santiago and the $2.5 billion 
Dominga copper and iron mine proposal have 

become symbols in recent years of the 
increasing difficulties of doing business in what 
remains one of Latin America's most open 
economies. 
In addition to the new government agency, 
Pinera presented a separate bill to Chile's 

Congress to digitize municipal permitting, create 
dedicated environmental staff to attend 
investors seeking permits for large projects and 

overhaul the registry that documents mining 
concessions for easier reference. 
 
(Reporting by Antonio de la Jara, writing by Dave 
Sherwood; Editing by Dan Grebler) 
(( dave.sherwood@thomsonreuters.com ; +56 9 9138 
1047, +56 2 2370 4224; Reuters Messaging: 
dave.sherwood.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

El Salvador 

IMF - IMF Executive Board Concludes 

2018 Article IV Consultation with El 

Salvador  

17-May-2018  
May 17, 2018  
On May 11, 2018, the Executive Board of the 
International Monetary Fund (IMF) concluded 
the Article IV consultation with El Salvador. 
Background  
Real GDP grew above potential, at 2.3 percent in 
2017, supported by lower oil prices, continued 
U.S. recovery, and a surge in remittances. 
However, El Salvador's growth continues to lag 
regional peers. Inflation remained low at 1 
percent, anchored by dollarization. The current 

account deficit continued to shrink in line with 

the region through 2017.  
The authorities' adjustment efforts have 
improved the fiscal balance since 2014 and 
stabilized debt. Higher revenues and 
expenditure restraint resulted in a primary 
surplus of 0.9 percent of GDP in 2017. 
However, the high interest bill led to an 

overall deficit of 2.5 percent of GDP. Revenues 

increased partly due to additional taxes on the 
profits of large firms and telecommunications 
services. Cash-based primary fiscal expenditure 
declined in 2015-17, reflecting measures to 
restrain spending on goods and services, 
subsidies and, to a smaller extent, limiting the 
indexation of the wage bill. Capital expenditure 

declined in 2017 due to weak execution, as well 
as the political stalemate that affected the 
approval of project financing. A downward 
adjustment of nominal GDP, due to the revision 
of the national accounts, increased the 2017 

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 

  23 

debt-to-GDP ratio from 63 to 71 percent.  

The banking sector appears solid and credit 

growth is moderate, but sovereign risk concerns 
and declining margins are affecting the (mostly 
foreign-owned) banks. The banking system's 
capital adequacy ratio (16.6 percent) remains 
well above the required minimum of 12 percent. 
The NPL ratio is 2 percent and problem loans are 

amply provisioned. However, abundant liquidity, 
including due to the lack of viable investment 
projects, and a declining net interest spread 
continue to dent bank profitability. Credit growth 
is moderate at 6 percent in real terms, but is 
slightly below the CAPDR average, varying 

significantly by sector.  
In 2018-19, growth is expected to remain above 
potential at 2.3 percent, reflecting the 

temporary acceleration of U.S. growth from the 
recent U.S. tax reform and higher grant-financed 
investment. The fiscal deficit would further fall 

to 2.2 percent of GDP in 2018, as savings from 
the pension reform kick in, but would rise to 

2.7 percent of GDP in 2019. The external deficit 
would increase both in 2018 and 2019 as 
remittances' growth moderates while imports 
expand, and the income balance worsens due to 
rising interest rates as U.S. monetary policy 
normalizes.  
Key risks include tighter global financial 

conditions, due to the normalization of the U.S. 
monetary policy, and more restrictive U.S. 
immigration policies. El Salvador is also 

vulnerable to domestic policy slippages, which 
could delay the implementation of much needed 
structural reforms. On the upside, better-than-

expected growth in the U.S. would have positive 
spillovers to the local economy. In addition, 
promoting regional cooperation, including the 
customs union with Guatemala and Honduras, 
could boost trade and economic growth.  
Executive Board Assessment   
The Directors welcomed the continued 

economic recovery in El Salvador and the 
recent improvement of the public debt 
dynamics. However, they noted that potential 
growth continues to be lower than desirable, 
the debt level remains high, and large 
financing gaps are projected for 2019 and 

beyond. Against this background, Directors 
emphasized the need for further fiscal 
consolidation, strengthening the financial sector, 
and implementing far-reaching structural 

reforms to improve the business environment 
and support formal employment.  
Directors commended the authorities for the 
progress achieved in improving the political 
dialogue between parties on key policy issues. 
They welcomed the substantial fiscal adjustment 

efforts, which contributed to a reduction in the 
deficit and stabilization of debt. However, 
Directors considered that further fiscal 

consolidation is needed due to high 
medium-term gross financing needs, the risk of 
global financial shocks, and of higher global 
interest rates. While a number of Directors 

favored a front-loaded adjustment to put debt 
on a firm declining trajectory, a number of 

others saw scope for a more gradual approach 

given the possible impact on growth and the 

need for a broad political consensus.  
Directors welcomed the new pension reform, 
which reduces medium-term fiscal pressures and 
contributes to lowering the fiscal deficit. They 
saw merit in further strengthening the 
sustainability of the pension system by 

increasing the retirement age, while 
simultaneously allowing for improvement in 
benefits coverage for the poor.  
Directors were encouraged by the authorities' 
efforts to improve the business environment and 
competitiveness, as reflected in the significant 

jump in the country's ranking in the 2018 World 
Bank's Doing Business report. They welcomed 
the implementation of the country's productive 

transformation plan, and noted that supporting 
growth requires continued efforts on structural 
reforms to foster investment and formal job 
creation. Private investment can be bolstered by 

reducing red-tape and bureaucracy, and by 
fighting crime, while public investment can be 
increased by addressing weaknesses in planning, 
execution and monitoring of investment 
projects. Directors welcomed the progress made 
in the implementation of the 'El Salvador 
Seguro' plan to reduce crime, and the ongoing 

adherence to the customs union with Guatemala 
and Honduras.  
Directors noted that El Salvador's banking 
system is well capitalized and very liquid. Recent 

credit growth to the productive sectors has been 
encouraging, but further room for healthy credit 

expansion remains. Directors acknowledged the 
recent progress made in risk-based and 
cross-border supervision, and the approval in 
2017 of the reforms to the law on financial 
inclusion. To further improve the resilience of 
the banking sector, they encouraged the 
authorities to accelerate the adoption of the 

crisis management and bank resolution draft 
law, to strengthen the financing of the lender of 
last resort facilities, and to create a bank 
liquidity fund. Directors encouraged continued 
efforts to strengthen the AML/CFT framework.  

Directors commended the authorities for the 
publication of the revised national accounts in 

March 2018, which improves substantially the 
quality and the transparency of the national 
accounts statistics.  
Under Article IV of the IMF's Articles of 
Agreement, the IMF holds bilateral discussions 
with members, usually every year. A staff team 

visits the country, collects economic and 
financial information, and discusses with officials 
the country's economic developments and 
policies. On return to headquarters, the staff 
prepares a report, which forms the basis for 
discussion by the Executive Board.  
At the conclusion of the discussion, the 

Managing Director, as Chairman of the Board, 
summarizes the views of Executive Directors, 
and this summary is transmitted to the country's 
authorities.  
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Mexico 

Mexico's central bank seen holding 

interest rate steady this week  

14-May-2018  
MEXICO CITY, May 14 (Reuters) - Mexico's 

central bank is expected to hold its 
benchmark interest rate steady this week at a 
nine-year high after data showed the pace of 
consumer price gains easing, a Reuters survey 
showed on Monday. 

Twenty-one of 25 analysts surveyed expect the 

Banco de Mexico to hold its rate steady at 7.50 
percent, pausing for the second meeting in a 
row after a string of hikes.  
Data this month showed annual inflation in April 
cooled to its lowest level since late 2016, 
following a path projected by policymakers. 
Inflation ended last year at a 16-1/2 year high.  

Four analysts expected a 25 basis point hike, 
with some highlighting the recent slide of the 
peso that could push up import prices. The peso 
has shed more than 4 percent this month.  
"We think that the board (of the central bank) 
has the space to take a 'wait and see' posture 
before raising the reference rate again, although 

we recognize that the scenario ahead is difficult 

to evaluate," Banorte said in a note to clients.  
Banorte is among banks that expect 
policymakers to hold rates steady this week. 
The Banco de Mexico's interest rate decision will 
be released Thursday at 1 p.m. local time (1800 

GMT). 
The median of the poll showed the benchmark 
rate ending the year at 7.50 percent. 
 
(Reporting by Miguel Angel Gutierrez; Editing by Tom 
Brown) 
(( michael.oboyle@thomsonreuters.com ; +5255-
5282-7153; Reuters Messaging: 
michael.oboyle.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Puerto Rico 

Puerto Rico bondholders offer debt 

deal, snubbed by oversight board  

14-May-2018  

By Nick Brown 
NEW YORK, May 14 (Reuters) - An offer by 

Puerto Rico's biggest bondholder groups to 
settle a dispute covering about half the 
bankrupt U.S. territory's $71.5 billion in bond 
debt appeared dead on arrival on Monday, 
rejected by the island's federal financial 
oversight board. 

The board issued a statement soon after the 

bondholders offered to give storm-ravaged 
Puerto Rico $9.7 billion worth of debt relief, 
calling the settlement offer "completely 

unaffordable."  

It is a sign, though, that mediation to resolve 

Puerto Rico’s debts, and stem costly litigation, 
may be making headway. 
Under the current agreement between general 
obligation bondholders and so-called COFINA 
holders, whose debt is backed by sales tax 
revenue, a new trust would have been created 

to own Puerto Rico's sales tax.  
Puerto Rico owes about $18 billion each in 
general obligation and COFINA debt, meaning 
that the groups combined own roughly half of 
the island's bonds. 
COFINA creditors would get certificates in the 

new trust entitling them to 52.5 percent of the 
tax revenue, while 46.2 percent would benefit 
GO holders. The remaining 1.3 percent would go 

to general unsecured creditors. 
The new paper would be structured as current 
interest bonds with a 6 percent rate, and capital 
appreciation bonds with a 6.5 percent rate. GO 

bondholders would also get so-called remainder 
claims against the trust for amounts not covered 
by their stake in it. 
The deal was aimed at resolving the single 
biggest dispute in Puerto Rico's massive, $120 
billion bankruptcy. For years, GO and COFINA 
holders have disputed which side is entitled to 

Puerto Rico's sales tax revenue, and litigation 
has been working its way through federal court. 
COLD WATER 
The board, appointed by the U.S. Congress in 

2016, said the proposed settlement deal did not 
align with a previously-imposed blueprint for 

Puerto Rico's fiscal turnaround. 
"The economic terms of this creditor proposal 
were not crafted with any prior input from 
either the oversight board or the government 
and are completely unaffordable," the board 
said in a statement on Monday morning. 

The board, which must approve settlements in 
Puerto Rico's bankruptcy, added that the terms 
"would create large and recurring structural 

deficits over the long-run." 
Puerto Rico's government also opposed the deal. 
The island's financial authority, AAFAF, said in a 
statement that the debt service levels 

contemplated under the deal "are not 
sustainable in light of Puerto Rico’s projected 
fiscal and economic situation." 

Puerto Rico is battling the twin scourges of fiscal 
and natural disaster. With $71.5 billion in bond 
debt and another $50 billion in pension debt, it 
filed the biggest bankruptcy in U.S. government 
history last year.  
Then, in September, it was hit by Hurricane 
Maria, which decimated its infrastructure, killed 

dozens, and sent bond prices plummeting. They 
have since recovered somewhat.  
Statements from the creditor groups suggest the 
terms of the deal may be re-workable while 

maintaining the basic structure.  
COFINA creditors revealed that in April, they 

proposed a similarly-structured deal to the 
Puerto Rican government and a committee of 
retirees, in which COFINA holders would receive 
two-thirds of sales tax proceeds, and the 
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government would have gotten 34 percent on 

behalf of its creditors. 

"While members of the [senior COFINA] coalition 
support the COFINA-GO settlement framework, 
the group also proposed alternative settlement 
terms ... to other constituencies," including 
retirees, the group said in a statement on 
Monday. 

It added that discussions remain ongoing, saying 
the coalition was “committed to exploring 
restructuring solutions.”  
The GO bondholders said the deal was a way to 
speed up the bankruptcy process and avoid 
costly litigation. 

"The supporting parties have come together for 
the first time in years to forge an agreement on 
a settlement framework that provides for a 

consensual path to a successful restructuring," 
the GO creditors said in a statement. 
Puerto Rico's defaulted benchmark general 
obligation debt carrying an 8 percent coupon 

rose to a high of 46.50 cents on the dollar from 
Friday's closing price of 41.375, according to 
Thomson Reuters data. It currently trades at 
around 43.25 cents. 
Sales tax-backed senior COFINA debt surged up 
to 72.25 cents on the dollar from Friday's close 
of 60 cents, while COFINA's junior debt traded 

up to 35.25 cents from Friday's close of 30.25 
cents.  
 
(Reporting by Nick Brown; editing by Daniel Bases, 
Jonathan Oatis and Tom Brown) 
(( daniel.bases@thomsonreuters.com ; +1 646 223 
6131; Reuters Messaging: 
daniel.bases.reuters.com@reuters.net ; Twitter: 
https://twitter.com/djbases) ) 
(c) Copyright Thomson Reuters 2018. 

AFRICA 
 

Egypt 

Egypt's foreign inflows exceeded $120 

billion since 2016 pound float   

14-May-2018  
CAIRO, May 14 (Reuters) - Egypt's Central 

Bank Governor said foreign inflows had 
exceeded $120 billion since its pound 
currency was floated in November 2016, state 
newspaper Al-Ahram quoted him as saying on 
Monday. 

Tarek Amer also said Egypt would make a debt 

payment of $850 million to international oil 
companies, without specifying when. 
Once an energy exporter, Egypt has turned into 
a net importer in recent years, squeezed by 
declining production and increasing 
consumption. 
Cairo has promised to eliminate those arrears by 

the end of June 2019 and not accumulate more, 
part of efforts to draw new foreign investment to 
an energy sector that is attracting interest 
following several major gas discoveries. 
Amer also said that Egypt was not worried about 

its levels of foreign debt, which hit $82.9 billion 

at the end of December. 

"Our capabilities are much more and we can 
bear much more foreign debt, and this is in 
according to global indicators and according to 
our capabilities of inflows and reserves," he said. 
Egypt's net foreign reserves rose to $44.030 
billion at the end of April from $42.611 billion at 

the end of March.  
 
(Reporting by Ehab Farouk; editing by John 
Stonestreet) 
(( amina.ismail@thomsonreuters.com ; +20 2 2394 
8114; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Egypt's GDP growth for Q3 of 2017/18 

fiscal year at 5.4 pct  

17-May-2018  
CAIRO, May 17 (Reuters) - Egypt's GDP growth 

for the third quarter of the 2017/18 fiscal 
year rose to 5.4 percent from 4.3 in the same 
period last year, the country's planning 
ministry said in a statement on Thursday. 

Egypt's fiscal year begins in July and ends in 

June. 
Egypt’s economy has struggled since a 2011 
uprising drove tourists and foreign investors 
away, but tough economic reforms tied to a 
$12-billion three-year IMF programme agreed in 
late 2016 have led to positive indicators. 

"The Egyptian economy is currently reaping the 

fruits of the bold economic reform program 
implemented by the government," Planning 
Minister Hala al-Saeed said in the statement, 
adding that this is the "best growth rate in seven 
years." 
 
(Reporting by Ehab Farouk 
Writing by Amina Ismail 

Editing by Matthew Mpoke Bigg) 
(( amina.ismail@thomsonreuters.com ; +20 2 2394 
8114; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Gabon 

Fitch: Gabon Politics Uncertainty May 

Have Limited Reform Impact  

17-May-2018  
Fitch Ratings-London-May 16: The delay in 

holding legislative elections in Gabon and 
subsequent dissolution of the National 
Assembly by the constitutional court increase 
political uncertainty in the country, Fitch 

Ratings says. However, implications for 

economic adjustment under the country's IMF 
programme may be limited. 
Gabon's constitutional court ruled on 30 April 

that the lower house of parliament, the National 
Assembly, should be dissolved. The court ruling 
followed the failure to hold legislative elections 

that were scheduled for 28 April and had already 
been postponed twice since December 2016. 
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Prime Minister Emmanuel Issoze-Ngondet 

resigned the following day, but was later 

reappointed by President Ali Bongo Ondimba to 
lead an interim government, which includes 
some opposition members, until elections can be 
held. The upper house of Gabon's parliament, 
the Senate, has not been dissolved. 
We had anticipated the postponement of 

elections to 2H18 as several political reforms, 
including changes to the electoral map, had not 
been made. More broadly, political tensions have 
been evident since the disputed presidential 
election in August 2016, although political 
dialogue had eased tensions through last year's 

'national consultation' process. The appointment 
of an electoral commission at the end of April, 
including members of the opposition, was a 

result of this process. 
Political bottlenecks, including from delayed 
elections, could result in fiscal slippage or delay 
reforms, as we noted when we affirmed Gabon's 

'B'/Negative sovereign rating in April. Organising 
new elections may take time given that some 
relevant changes still need to be put in place. As 
a result, implementation risk to the IMF 
programme remains high. But we think 
momentum will be maintained to a degree 
sufficient for IMF programme disbursements to 

continue. 
The prerogatives of the National Assembly have 
been transferred to the Senate. Recent 
constitutional reform appears to reinforce the 

power of President Bongo to enact policy, 
although the abolition of term limits may erode 

his popular support. The Senate is dominated by 
the President's Gabonese Democratic Party (the 
government announced the reduction of the 
number of senators from 102 to 52 in February 
and a subsequent re-mapping of the electoral 
constituencies for the next senatorial elections 
scheduled for 2020). A lack of alternative 

funding sources may help maintain the 
authorities' focus on programme compliance. 
Fiscal adjustments have kept implementation 
of Gabon's three-year IMF Extended Fund 
Facility programme broadly on track. The IMF 
completed its first review in December and 
approved a second disbursement under the 
programme of USD101.1 million, although 
Gabon had accumulated new external arrears 
and received a waiver for non-observance of 

related performance criteria. However, Gabon 
cleared its arrears to bilateral and multilateral 
creditors in line with the IMF's requirement. The 
IMF noted that a "continuation of the national 
dialogue with all political forces and civil society 
will be key to ensure relatively broad support for 
the... economic programme." 

The IMF programme, plus commitments from 
bilateral and multilateral creditors, eases 
liquidity pressure and should help Gabon meet 

upcoming gross financing needs, which we 
estimate at about 9% of GDP in 2018 and 2019. 
And regional reforms at the level of the six-
country Central African Economic and Monetary 

Community (CEMAC) have reinforced external 
buffers following the 2014 oil price shock. But 

financing restraints are still acute, as reflected in 

the Negative Outlook on the sovereign rating. 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 
www.fitchratings.com. All opinions expressed are 
those of Fitch Ratings. 
 
 

Ghana 

Fitch Rates Ghana's USD Notes 'B'  

17-May-2018  
Fitch Ratings-Hong Kong-May 16: Fitch 
Ratings has assigned Ghana's USD1 billion 
senior unsecured notes due 16 May 2029 and 
USD1 billion senior unsecured notes due 16 
June 2049 final ratings of 'B'. 

The final rating replaces the expected rating of 
'B(EXP)' that Fitch assigned on 2 May 2018. 
KEY RATING DRIVERS 
The ratings are in line with Ghana's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) of 
'B', which has a Stable Outlook. 
RATING SENSITIVITIES 

The rating of the notes is sensitive to changes in 
Ghana's Long-Term Foreign-Currency IDR. 
On 16 September 2017, Fitch affirmed Ghana's 

Long-Term Foreign-Currency IDR at 'B' with a 
Stable Outlook. The Long-Term Local-Currency 
IDR is also 'B' with a Stable Outlook. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com; Wai-Lun Wan, 
Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Nigeria 

Nigeria's parliament passes record 

9.12 trln naira 2018 budget  

16-May-2018  
•Nigeria is Africa's biggest crude oil producer 
•Budget was first presented by Buhari in Nov. 
•Spending plan must be signed into law by 
Buhari 

•Nigeria to hold presidential election in Feb. 
2019 

By Camillus Eboh 
ABUJA, May 16 (Reuters) - Nigeria's parliament 

passed a record 9.12 trillion naira ($29.8 
billion) budget for 2018 on Wednesday aimed 
at boosting growth in west Africa's biggest 
economy nine months before the country's 
next presidential election.  

Growth remains fragile after Africa's top crude 

oil producer last year emerged from its first 
recession in 25 years. The recession was largely 
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caused by low crude prices and militant attacks 

on energy facilities since oil sales make up two-

thirds of government revenue.  
The total sum laid out in the spending plan 
passed by the Senate is higher than the 8.6 
trillion naira budget presented to parliament by 
President Muhammadu Buhari in November.  
The budget was passed by the Senate, the upper 

chamber, and by lawmakers in the lower House 
of Representatives shortly afterwards. The 
budget still needs to be returned to Buhari to be 
signed into law.  
"We must grow our economy away from oil. 
Hopefully, the current budget, when signed into 

law, should help us in this regard," said Senate 
President Bukola Saraki.  
Senate lawmakers said the increase from the 

plan presented by Buhari six months ago was 
due to the assumed oil price rising to $51 per 
barrel, up from $45 in Buhari's earlier version.  
The budget assumes crude oil production of 2.3 

million barrels per day and an exchange rate of 
305 naira per dollar. Brent crude stood at 
$78.43 per barrel by 1643 GMT.  
"We still consider the oil price benchmark to be 
rather conservative given this year's oil price 
outlook and would have preferred to see a 
steeper hike accompanied by lower borrowing," 

said Olalekan Olabode, an economist at Lagos 
investment firm Vetiva Capital. 
The budget proposes the use of 2.2 trillion 
naira to service debts and would operate a 
deficit of 1.73 percent of gross domestic 
product this year.  

Delays in passing budgets, amid wrangling 
between the executive and legislature, are 

common in Nigeria and hindered the 
implementation of Buhari's previous spending 
plans. 
Buhari, who took office in 2015, plans to seek a 
second term in next February's election. His 
handling the economy is likely to be a major 
campaign issue.  
Budgets under Buhari, who took office in May 
2015, have been Nigeria's largest ever. But 
economists say implementation has been poor 
and failed to provide the type of capital 
expenditure needed to improve infrastructure. 

"The implementation of fiscal policy is still weak 
and this year there is an additional risk of 
unproductive spending in the lead up to the 
election," said Cobus de Hart, a senior 

economist at South Africa's NKC African 
Economics.  
 
(Additional reporting by Chijioke Ohuocha in Lagos; 
Writing by Alexis Akwagyiram; Editing by Toby 
Chopra/Richard Balmforth) 
(( alexis.akwagyiram@thomsonreuters.com ; +234 
8188 779 319; Reuters Messaging: 
alexis.akwagyiram.thomsonreuters.com@reuters.net / 
Twitter: https://twitter.com/alexisak) ) 
(c) Copyright Thomson Reuters 2018. 
 

 

Fitch Affirms Nigeria at 'B+'; Outlook 

Negative  

17-May-2018  
Fitch Ratings-Hong Kong-May 17: Fitch 
Ratings has affirmed Nigeria's Long-Term 

Foreign-Currency Issuer Default Rating (IDR) 
at 'B+' with a Negative Outlook. 

A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 
The 'B+' rating reflects Nigeria's position as 
Africa's largest economy and most populous 
country, its net external creditor position, and 
its well-developed domestic debt markets, 

balanced against a high level of hydrocarbon 
dependence, low levels of domestic revenue 
mobilisation and GDP per capita, and low 
rankings on governance and business 

environment indicators. The Negative Outlook 
reflects uncertainty about the sustainability of 
the economic growth momentum as the impact 
of earlier shocks eases and progress on 
addressing high interest service ratios. 

Fitch forecasts Nigeria's GDP growth to 
accelerate to 2.4% in 2018, as the country 
continues to climb out of the oil price shock 
recession that characterised 2016 and 1Q17. 
Growth turned positive in 2Q17, and the 
recovery of oil production, to 2.1 million barrels 
(including condensates) per day (mbpd) by 

4Q17, boosted oil sector output. Additionally, 

greater FX availability provided a lift to the non-
oil export sectors, particularly agriculture. Fitch 
expects that these trends will continue, but 
notes that tight monetary conditions will 
continue to weigh on Nigeria's growth outlook. 

Fitch forecasts 2019 growth to rise slightly to 
3.0%, compared with 4.8% for the five years 
prior to 2016. 
At 11.6%, the five-year average inflation is 
much higher than the 'B' category median 
(4.9%). At its most recent meeting in April 
2018, the central bank held its monetary policy 

rate at 14%, where it has been since July 2016. 
The need to support the naira and lingering 

inflation pressures mean that the Central Bank 
of Nigeria (CBN) will ease monetary policy only 
gradually. 
The naira has fluctuated close to NGN360 per 
USD on the Investors & Exporters (I&E) window 

since its introduction in April 2017. Given most 
FX activity is now handled on the I&E window, 
this implies a devaluation by 45% since the start 
of FX regime adjustments in June 2016. 
Together with higher oil prices and production, 
this has contributed to the convergence between 

the parallel market and the I&E rate. However, 
the FX market remains segmented and the 
continued use of exchange controls inhibit 
greater foreign-currency liquidity and capital 

inflows. In Fitch's view, there is unlikely to be 
any further substantial change by the CBN to the 
existing FX rate regime before the 2019 

elections. 
Increasing oil receipts and import compression 
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have buoyed Nigeria's trade surplus and brought 

the current account surplus to an estimated 

2.2% of GDP in 2017. Fitch expects that imports 
will begin to return to historical levels, especially 
as government capital expenditure increases, 
and the current account surplus will narrow in 
2018. Nigeria's reserves position has increased 
to a four-year high due to stronger oil receipts 

and considerable hard-currency bond 
placements. As of end-April, gross international 
reserves were USD47.5 billion, or eight months 
of current external payments (CXP), well above 
the 'B' median of 3.9 months of CXP, but Fitch 
notes that USD5 billion of reserves is pledged in 

forward positions. 
The government's inability to substantially 
increase domestic revenue mobilisation 
remains a key rating weakness. Non-oil 
revenue increased slightly in 2017, to 3.4% of 
GDP and will continue growing slowly as a 
result of new revenue measures and efforts to 
increase the tax base, but any increase comes 

from a very low base. As a result, general 
government debt as a percentage of revenue will 

increase to 311% in 2018, compared with the 'B' 
median of 240%. The ratio of Federal 
Government of Nigeria (FGN) debt to FGN 
revenue is even higher, estimated at 623% as of 
end-2017. However, relative to GDP, general 
government debt will be only to 20.5% of GDP in 
2018, well below the 'B' median of 61.5%. 
Fitch expects that in 2018 the general 
government fiscal deficit will contract only 
slightly to 4.2% of GDP, from an estimated 

4.6% in 2017. The government's attempts at 
fiscal consolidation have been hampered by low 
levels of tax coverage and compliance, rigidities 
in Nigeria's budgeting framework, and consistent 
delays in approving budgets. The forecasts are 

based on a conservative oil price assumption of 
USD57.5/b, so a higher oil price could reduce 
the deficit significantly, if the windfall is not 
directed towards spending. 
The banking sector has been aided by the easing 
of foreign-currency liquidity, but economic 

headwinds, combined with high loan 
concentration, have eroded asset quality and 

capital adequacy. The ratio of non-performing 
loans to total loans increased to 15.1% in 3Q17 
from 5% in 2015, although pressures are likely 
to ease in 2018 and provisioning coverage is 
fairly healthy. Capital adequacy fell to 

approximately 10.6% in 3Q17, from 18% in 
2015. Tight monetary conditions have weighed 
on credit provision and credit to the private 
sector contracted by 3.7% in 2017. 
Nevertheless, the sector remains highly 
profitable and that is not expected to change. 
The general election scheduled for February 

2019 could further weaken progress on the 
reform agenda and aggravate ongoing security 

challenges. Most importantly, any flare-up of 
insurgent activity in the oil-producing Niger 
Delta would hit fiscal and external revenue. In 
2016 and 2017, increased insurgent activity 

caused a fall in oil production to a low of 
1.7mbpd. 

SOVEREIGN RATING MODEL (SRM) and 

QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Nigeria a score 
equivalent to a rating of 'B' on the Long-Term 
Foreign-Currency (LT FC) IDR scale. 
Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final LT FC 
IDR by applying its QO, relative to rated peers, 

as follows: 
•External Finances: +1 notch, to reflect Nigeria's 
position as a net external creditor with sovereign 
net foreign assets well above the 'B' median. 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 

variables based on three-year centred averages, 
including one year of forecasts, to produce a 
score equivalent to a LT FC IDR. Fitch's QO is a 

forward-looking qualitative framework designed 
to allow for adjustment to the SRM output to 
assign the final rating, reflecting factors within 
our criteria that are not fully quantifiable and/or 

not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that could lead to a downgrade 
are: 
•Failure to achieve a sustainable fiscal 
consolidation leading to a marked rise in the 
government debt/revenue ratio. 

•A loss of foreign exchange reserves that 
increases vulnerability to external shocks. 
•Worsening of political and security environment 
that reduces oil production for a prolonged 

period. 
The current Outlook is Negative. Consequently, 

Fitch does not currently anticipate developments 
with a material likelihood of leading to an 
upgrade. However, the following factors could 
lead to a stabilisation of the Outlook: 
•A reduction of the fiscal deficit through 
sustainable consolidation measures, leading to 
an increase in non-oil revenue and the 

maintenance of a manageable debt burden. 
•Increased confidence that policy adjustments 
will deliver sustained growth and higher 
resilience to shocks. 
•Successful implementation of structural 

reforms, for instance in increasing economic 
diversification or achieving significant reforms in 

the petroleum sector. 
KEY ASSUMPTIONS 
Fitch's forecasts are for Brent crude to average 
USD57.5/b in 2018 and in 2019, based on the 
Global Economic Outlook published in March 
2018. 

The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 
'B+'; Outlook Negative 
Long-Term Local-Currency IDR affirmed at 'B+'; 
Outlook Negative 
Short-Term Foreign-Currency IDR affirmed at 'B' 
Short-Term Local-Currency IDR affirmed at 'B' 

Country Ceiling affirmed at 'B+' 
Issue ratings on long-term senior-unsecured 
foreign-currency bonds affirmed at 'B+' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 

mailto:Publicdebtnet.dt@tesoro.it
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peter.fitzpatrick@fitchratings.com; Wai-Lun Wan, 
Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 

 
 

Senegal 

IMF - IMF Staff Completes Review 

Mission to Senegal  

12-May-2018  
May 11, 2018  
End-of-Mission press releases include 
statements of IMF staff teams that convey 
preliminary findings after a visit to a country. 

The views expressed in this statement are those 
of the IMF staff and do not necessarily represent 

the views of the IMF's Executive Board. Based 
on the preliminary findings of this mission, staff 
will prepare a report that, subject to 
management approval, will be presented to the 
IMF's Executive Board for discussion and 
decision.  
•Economic growth has continued to be strong, 

while inflation has remained low.  
•The authorities indicated their firm commitment 
to meet the fiscal deficit target increased to 3.5 
percent of GDP in 2018.  
•Senegal continues to manage its debt carefully.  
A staff team from the International Monetary 

Fund (IMF), led by Mr. Michel Lazare, visited 
Dakar from April 26 to May 11, 2018 and 
engaged in discussions as part of the sixth 
review of the IMF's Policy Support Instrument 
(PSI) approved in June 2015.  
At the conclusion of this visit, Mr. Lazare issued 
the following statement:  

'Economic growth has continued to be strong, 
while inflation has remained low. Growth is 
estimated at 7.2 percent in 2017, and inflation 
remained contained at 1.3 percent. Through 
rebasing, GDP was revised upwards by 
approximately 30 percent. The current account 
deficit of the balance of payments has, however, 

increased, reflecting higher global commodity 

prices, including energy prices, and a higher 
demand for imports.  
'Implementation of the PSI program has 
encountered difficulties in 2017 in the context of 
a sustained increase in global oil prices while 

domestic energy prices remained stable. While 
the target for the fiscal deficit for end-2017 was 
met, a shortfall in revenue mobilization resulted 
in reduced public spending and payment delays 
to the state-owned electricity company and the 
private sector. The target on overall net 
financing of the central government was missed. 

Three of the five structural benchmarks were 
completed. Furthermore, the government has 

made significant progress on the remaining two 
structural benchmarks: (i) it has substantially 
reduced the financing of the Post Office through 
the Treasury in the first quarter of 2018; and (ii) 
the integrated project bank is operational, and 

only one new project in the 2018 Budget did not 

come from the project bank. These reforms are 

helping improve revenue administration, 

increase the efficiency of capital spending, and 
reduce the demands on the Treasury.  
'As retail domestic energy prices have remained 
stable, continued global oil price increases are 
adversely impacting the budget in 2018. Fiscal 
pressures have further increased given lower-

than-anticipated revenues and increases in the 
wage bill, interest bill, and security-related 
spending. While the authorities have proposed a 
package of measures in 2018 to increase 
revenues and curtail spending pressure, the 
fiscal deficit target in the program will be 

widened in 2018 from 2.7 percent of GDP to 3.5 
percent of GDP to help address payment delays 
in 2017 and create additional space for security-

related spending. This package will include 
measures to: (i) accelerate tax policy and 
revenue administration reforms (0.8 percent of 
GDP); (ii) contain non-priority domestically-

financed capital spending (1.0 percent of GDP); 
and (iii) contain current spending (0.1 percent of 
GDP).  
'Senegal continues to manage its debt 
carefully, including saving the 1.8 percent of 
GDP overfinancing in the recent $2.2 billion 
Eurobond issuance for financing of the 2019 
Budget and repurchase of some costly 
external loans. Recent developments have 

contributed to an improvement in certain debt 
indicators including (i) a sizable downward 
shift in the debt-to-GDP ratio path due to GDP 
rebasing, bringing central government debt to 
under 50 percent of GDP at end-2017, and (ii) 
a noticeable smoothing of the debt service 
following the repurchase of 40 percent of the 
2011 Eurobond debt using the 2018 Eurobond 
proceeds.  

'The sixth review under the PSI is scheduled to 
be taken up by the IMF Executive Board in July 

2018.'  
The team met with H.E. the President of the 
Republic, Macky Sall, the ministers for the 
economy, finance and planning, Amadou Ba, the 
civil service, Mariama Sarr, petroleum and 
energy, Mansour Elimane Kane, the BCEAO 

National Director, Ahmadou Lo, and other senior 

government officials as well as the development 
partner representatives. The team wishes to 
thank the authorities for their hospitality, as well 
as the close working relationship and climate of 
openness in evidence throughout the 
discussions.  

 
(C) Copyright 2018 - IMF - International Monetary 
Fund 
 
 

South Africa 

South Africa sells $2 bln of bonds in 

over-subscribed deal  

16-May-2018  
JOHANNESBURG, May 16 (Reuters) - South 

Africa sold $2 billion of bonds maturing in 
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2030 and 2048 on international capital 
markets in a deal to finance the government's 

foreign-currency commitments, the finance 
ministry said on Wednesday. 

The National Treasury said the bond sale was 
more than 1.7 times oversubscribed and 
described it as an expression of investor 
confidence. South Africa's 2018 budget review 
envisaged $9 billion of international borrowing. 

 
(Reporting by Alexander Winning 
Editing by Ed Cropley) 
(( alexander.winning@tr.com ; +27 11 775 3158; 
Reuters Messaging: 
alexander.winning.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
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