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ASIA 
 

China 

China's local govt debt up in 2017, but 

within official limit  

17-Jan-2018  
•Outstanding local govt debt at 16.47 trln 
yuan at end-2017 
•Up 7.5 pct from end-2016, according to 
Reuters calculations 

BEIJING, Jan 17 (Reuters) - China's 

outstanding local government debt rose 7.5 
percent at the end of 2017 from the previous 
year, according to Reuters calculations, but 
remained within the government's target. 

Outstanding local government debt was at 16.47 

trillion yuan ($2.56 trillion), finance ministry 
data showed on Wednesday. China capped the 

size of provincial government debt at 18.8 
trillion yuan for 2017.  
Beijing has vowed to fend off local government 
debt risks in 2018, aiming to crack down on 
illegal financing guarantees as policymakers look 

to rein in a massive debt pile and reduce 

financial risks facing the economy. 
In 2017, local governments issued a total of 
4.36 trillion yuan worth of bonds , the Ministry of 
Finance said in a statement on its website. 
Local government were allowed to swap 2.77 
trillion yuan last year in higher-cost, maturing 
debt into lower-cost, longer term bonds to help 

ease their debt burdens. 

That compared with 4.9 trillion yuan of bonds 
swapped in 2016. 
 
($1=6.4335 Chinese yuan) 
(Reporting by Stella Qiu and Kevin Yao; Editing by 
Jacqueline Wong) 
(( yifan.qiu@thomsonreuters.com ; 86-10-66271289; 
)) 
 
 

China tightens rules on insurers to 

fight local govt debt risk  

18-Jan-2018  
•Notice issued by insurance regulator, finance 
ministry 

•Rules part of effort to rein in local 
government debt 
•Government also working more broadly to 
reduce financial risks 
By Shu Zhang and Engen Tham 
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BEIJING, Jan 18 (Reuters) - Chinese authorities 

have tightened rules on how insurers can 
provide financing to local governments, as 
Beijing intensifies its crackdown on illicit local 
government borrowing and risky lending 
practices. 

The new rules are the latest in a series of tough 
measures taken by Beijing in recent months to 
rein in local government debt, with policymakers 
increasingly wary of lurking risks in the world's 

second-largest economy. 
In a notice dated Jan. 8, the China Insurance 
Regulatory Commission (CIRC) and the Ministry 
of Finance said that while the purchase of local 
government bonds is encouraged, insurers must 
not provide financing to local governments in 
ways that violate central government rules. 
The authorities ordered insurance companies 
to check the compliance of each investment 
related to local government debt, and to 
rectify any non-compliance and report the 
incident to regulators. 

The CIRC and Ministry of Finance "resolutely 
ban" local governments from illicitly starting new 
projects and building new debt through channels 

such as local government financing vehicles or 
government investment funds "in the name of 
attracting insurance companies," the guidance 
from the bodies said. 
Thousands of local government financing 
vehicles, or LFGVs, have been created across 
China by local authorities to bypass borrowing 

limits and to help them hit economic growth 
targets. 
The vehicles have taken on trillions of yuan in 
debt from banks, the bond market and shadow 
lenders, helping local governments bypass 
Beijing's limits on borrowing. Much of the debt 
comes with implicit local government 

guarantees. 
For any debt financing related to LGFVs, 
insurance companies are required to provide 
specific legal opinions on the compliance of 
their investments, the regulator and the 
finance ministry said in the notice. 

Insurance companies were required to view the 
vehicles as normal state-owned companies, and 

conduct strict risk assessment of LGFV projects 

based on their commercial viability instead of 
government creditworthiness. 
LGFVs must have sufficient cash flow to repay all 
of their debt, and provide clear statements to 
insurance companies that they are not the 
borrowing arms of local governments. 

The finance ministry and the insurance regulator 
also re-emphasised rules that were first made 
public on Friday that insurers were banned from 
using private equity investment schemes as a 
channel to skirt regulations and increase local 
government debts. 
The authorities banned insurers from requiring 

local governments to provide any illicit 

guarantees when insurers offer funds. 
REGIONAL RISK MONITORING SYSTEM  
The finance ministry and insurance regulator 
said they would expedite a plan to create a 
regional credit risk assessment framework to 

provide risk warnings for insurance companies. 

The plan echoes a decision by China's top 

leadership at its annual economic conference in 
December, in which policymakers said they 
would strengthen the regulation of local 
government debt in 2018 to reduce financial 
risk. 
The move also follows the public outing of cities 

and provinces for falsifying fiscal revenues. 
The finance ministry and insurance regulator 
told each province's government debt 
management team to increase cross-department 
coordination to monitor insurers' financing 
activities for local governments and LGFVs. 
The debt management teams of local 
governments are also required to provide 
timely updates on local governments' 
fundraising activities that involve insurance 
companies. 

The finance ministry's inspectors on the ground 
were told to closely monitor the matter and 
report any wrongdoings to the ministry and the 
CIRC. 

Fitch Ratings estimated that 4 trillion yuan in 
bonds issued domestically by local government 
financing vehicles since the new Budget Law 
came into effect in 2015 remained outstanding 
by September. The amount was equivalent to 
5.4 percent of China's gross domestic product. 
China's outstanding local government debt rose 

7.5 percent year-on-year to 16.47 trillion yuan 
at the end of 2017, according to Reuters 

calculations based on finance ministry data. 
Law firms and accountancy will also need to bear 
legal responsibility if there are any fake or 
misleading statements or major omissions in 
their reports, the guidance said. 

 
(Reporting By Shu Zhang and Engen Tham; Editing by 
Jacqueline Wong and Neil Fullick) 
(( shu.zhang@thomsonreuters.com ; +86 10 6627 
1271; Reuters Messaging: 
shu.zhang.thomsonreuters.com@reuters.net )) 
 
 

Creditors send protest letter to China's 

Hebei province over unresolved debt 

crisis  

19-Jan-2018  
BEIJING, Jan 19 (Reuters) - A group of 

creditors has sent a letter to China's Hebei 
province that says the local government has 
failed to resolve a multi-billion dollar debt 

overhang that followed the collapse of the 
country's second-biggest credit guarantor in 
2015. 

The letter, seen by Reuters and sent in 
December, accused local officials of being 
"inefficient and slow" in resolving the debt 
problem and trying to "avoid responsibility" for 
the failure of state-owned Hebei Financing 

Investment Guarantee Group, which had 
provided guarantees on loans to over 1,000 
corporate borrowers in the province.  
The Hebei government could not be immediately 
reached for comment. 
The protest letter is the latest submission from 
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the group of banks, trust firms, asset 

management firms and fund managers in one of 

China's longest-running creditor disputes with a 
local government. 
The plea also comes as pressure mounts on 
local governments to curb debts as Beijing's 
crackdown on risky lending practices enters 
its third year. Local governments are 
increasingly being held to account for their 
debt woes, with Beijing saying it will offer no 

bailouts. 

Hebei Financing was unable to help pay back at 
least 32 billion yuan ($4.8 billion) in loans to 
creditors when borrowers started to default amid 
a slowing economy in 2015. 
Since Hebei Financing's collapse, lenders have 
faced huge losses, and have repeatedly 

appealed to the provincial government to bail it 
out, sources involved in the situation told 
Reuters previously. 
In their letter to Hebei's provincial party 
secretary in December, trust companies said 
very little has changed since the debt crisis blew 
up three years ago. 

The lenders said they have given the Hebei 
government "plenty of understanding, trust and 
tolerance", but there has been no substantial 
progress in their 19 financing projects that ran 
into snags after Hebei Financing's insolvency.  
Financial institutions have been unable to use 
legal means to protect their rights as creditors, 

the letter stated. 

The letter was also sent to the province's 
National People's Congress, high court, banking 
regulator, and other provincial government 
bodies, two sources with direct knowledge of the 
matter said. 

 
(Reporting By Shu Zhang and Ryan Woo; Editing by 
Sam Holmes) 
(( shu.zhang@thomsonreuters.com ; +86 10 6627 
1271; Reuters Messaging: 
shu.zhang.thomsonreuters.com@reuters.net )) 
 
 

India 

Bonds recoup losses after government 

cuts borrowing requirement  

17-Jan-2018  
Mumbai 
Mumbai, Jan. 17 -- India's 10-year bond yield 

slumped 17 basis points, its steepest fall in 14 

month on Wednesday after the government 
said it will cut borrowing programme. 

The yield on 10-year bonds fell 17 basis points, 
its steepest fall since 15 November 2016, to 
7.212% compared to its previous day close of 
7.269%. Bond yields and prices move in 
opposite directions. 
Subhash Chandra Garg, secretary, department 

of economic affairs, ministry of finance, said in a 
tweet, "Government has reassessed additional 

borrowing requirements taking note of 
revenue receipts and expenditure pattern. 
Requirement of additional borrowing being 

reduced from Rs50,000 crore as notified 

earlier to Rs20,000 crore.", 

"The news is oasis in the desert, considering 

rising oil price, inching global yields and low 
appetite for bonds. It should restore market 
confidence for some time and likely to anchor 
sharp north bound movements in yields. 
However, uncertainty over next year's fiscal 

deficit will remain", said Soumyajit Niyogi, 
associate director at India Ratings and Research. 
On 27 December, the government announced 
that it will borrow an additional Rs50,000 crore 
through bonds to fund its fiscal deficit. 
On Tuesday, the bond yield surged over 10 basis 
points after Reserve Bank of India (RBI) deputy 

governor Viral Acharya said that banks can't 
continue to rely on the regulator to manage its 

interest-rate risks. 
This comes on the back of a report by The 
Economic Times that public sector banks had 
sought the RBI's approval to spread treasury 
losses in the December quarter over two 
quarters intended to limit their mark-to-
market losses in their investment portfolios. 

Bond market has been under pressure amid 
concerns about a wider budget deficit, excessive 
supply of debt and accelerating inflation. Earlier, 
the government was unable to sell nearly 70% 
of the Rs15,000 crore of debt offered on 29 
December and a fifth of Rs18,000 crore of bonds 
remained unsold on 5 January. 

The Indian rupee strengthened against US 

dollar. At 9.59am, the home currency was 
trading at 63.89 a dollar, up 0.26% from its 
Tuesday's close of 64.04. 
The benchmark Sensex rose 0.14%, or 48.07 
points, to 34,819.12. So far in 2018, it has 

gained 2.5%. 
So far this year, rupee gains 0.1%, while foreign 
investors bought $278.70 million. Published by 
HT Digital Content Services with permission from 
MINT.  
 
For any query with respect to this article or any other 
content requirement, please contact Editor at 
content.services@htlive.com 
Copyright (c) 2018 HT Digital streams Ltd 
 
 

Indian Bonds Stay Lower As Investors 

Await Debt Auction  

18-Jan-2018  
By Mrigank Dhaniwala 

NewsRise 
MUMBAI (Jan 18) -- Indian government bonds 

stayed lower in afternoon trade as a 
scheduled debt sale tomorrow damped 
investor appetite. 
The benchmark 6.79% bond maturing in 2027 
changed hands at 95.59 rupees, yielding 
7.45%, at 1:00 p.m. in Mumbai against 95.83 
rupees at the previous close.  

“Bonds are likely to stay subdued for the rest of 
the session as we need to wait and see how the 
primary market supply is absorbed,” a trader at 
primary dealership said.  
The government is scheduled to auction 150 
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billion rupees of bonds tomorrow, including 80 

billion rupees of the 7.17% 2028 that will be the 

next benchmark paper. The Reserve Bank of 
India is setting the underwriting fees for the 
auction today.  
Appetite for Indian bonds has taken a hit amid 
doubts over New Delhi’s commitment to its 
fiscal consolidation drive. The benchmark 
yield has risen by 12 basis points so far in 

January.  

The federal budget will be presented on Feb. 1, 
and the nation’s Monetary Policy Committee will 
meet Feb. 6-Feb. 7 for its next interest rate 
review. The MPC is widely expected to hold rates 
at the meeting. 
Meanwhile, the government is aiming to raise 
about 80 billion rupees by selling units of its 

exchange traded fund known as Bharat-22 for 
the second time this fiscal year, a senior finance 
ministry official said.  
The government could also have a green shoe 
option of around 40 billion rupees on the second 
tranche of the ETF, the official, who did not wish 

to be identified, told NewsRise.  
New Delhi raised 145 billion rupees in mid-
November by selling the first tranche of the 
ETF, which consists of 22 companies including 
three state-owned banks and government 
holding in SUUTI stocks. 

New Delhi has raised 543.38 billion rupees so far 
this fiscal year through disinvestments against 
the budgeted target of 725 billion rupees. 

The benchmark Brent crude oil contract was at 
$69.31 barrel against $69.38 yesterday. India 
imports about 80% of its crude oil requirements 
and any spike in prices has a direct impact on 
domestic inflation. 
 
- By Mrigank Dhaniwala; 
mrigank.dhaniwala@newsrise.org; +91-22-61353306 

- Edited By Vipin Nair 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

India Bonds Seen Lower Ahead Of Debt 

Auction; Higher US Yields To Weigh  

19-Jan-2018  

By Mrigank Dhaniwala 
NewsRise 
MUMBAI (Jan 19) -- Indian government bonds 

are likely to fall in early trade ahead of a 
weekly auction of notes and tracking 
overnight gains in U.S. Treasury yields.  

The yield on the benchmark 6.79% bond 
maturing in 2027 is likely to trade in a 7.45%-

7.50% band today, a trader with a primary 
dealership said. The bond closed at 95.47 
rupees, yielding 7.47%, yesterday.  
“Bonds will continue to fall and the auction 
cutoffs will be the next trigger,” the trader said. 

“Higher U.S. yields may also weigh on the 
market’s appetite.” 

The government is scheduled to auction 150 
billion rupees of bonds, including 80 billion 
rupees of the 7.17% 2028 note that is slated to 

become the next benchmark. 

Indian bonds have seen a selloff in recent weeks 

amid doubts over New Delhi’s commitment to its 
fiscal consolidation drive. 
The federal budget will be presented on Feb. 
1, and the nation’s Monetary Policy 
Committee will meet Feb. 6-Feb. 7 for its next 
interest rate review. The MPC is widely 
expected to hold rates at the meeting. 

Meanwhile, India’s GST Council yesterday 

revised Goods and Services Tax rates on 29 
goods and 59 categories of services. The council 
also discussed making tax filing process simpler, 
while seeking to boost tax compliance and 
increase anti-evasion measures. 
U.S. yields rose overnight after China reported 
fourth-quarter growth that accelerated for the 

first time in seven years, according to Reuters.  
KEY FACTORS:  

*U.S. Treasury prices were lower, with 
benchmark yield at 2.64% 
*Benchmark Brent crude oil contract was at 
$68.41 barrel against $69.31 at previous session  
*Finance Minister Arun Jaitley at launch of 

National CSR Data Portal and Corporate Data 
Portal 
*RBI to release weekly foreign exchange data 
*RBI to auction government bonds worth 150 
billion rupees 
*RBI to conduct 14-day term repo auction for 

220 billion rupees 
*RBI to conduct 6-day variable rate reverse repo 

auctions worth 350 billion rupees 
 
- By Mrigank Dhaniwala; 
mrigank.dhaniwala@newsrise.org; +91-22-61353306 
- Edited By Vipin Nair 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

Indonesia 

Bank Indonesia - Indonesia’s External 

Debt Remained Manageable  

15-Jan-2018  
Indonesia's external debt at the end of 
November 2017 amounted to USD347.3 billion 
or grew 9.1% (yoy). Based on the group of 
borrowers, private and public sector 
(government and central bank) external debt 

were each increased. The private sector 
external debt at the end of November 2017 
stood at USD170.6 billion or grew at 4.2% 
(yoy), higher than the previous month growth of 

1.3% (yoy). Meanwhile, the public sector 
external debt amounted to USD176.6 billion or 
grew 14.3% (yoy), expanding from 8.4% (yoy) 
in the previous month.  
Based on original maturity, the Indonesia's 
external debt structure at the end of 

November 2017 remained benign. The external 

debt was dominated by long-term debt, 
accounted for 85.7% of total external debt at 
the end of November 2017 with growth 
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accelerating from 3.9% (yoy) the month earlier 

to 7.5% (yoy). Meanwhile, short-term external 

debt represented 14.3% of total external debt 
grew 19.8 (yoy), or higher than 10.8% (yoy) in 
October 2017.  
Based on economic sector, the private sector 
external debt position at the end of November 
2017 was mainly concentrated in the 
financial, manufacturing, electricity, gas & 

water supply, and mining sectors. The shares 
of these four sectors' external debt to total 
private sector external debt reached 77.6%, 
slightly increased from 76.9% posted in the 
previous month. Compare to the previous 
month, the year-on-year external debt growth of 
the financial, manufacturing, and gas & water 

supply sectors were increased. In contrast, the 

annual external debt growth of the mining sector 
was still in the negative territory.  
Bank Indonesia views the development of 
external debt in November 2017 remains 

manageable. The ratio of Indonesia's external 
debt to gross domestic product (GDP) is stable 
at around 34% at the end of November 2017. 

The ratio is better than the average ratio of peer 
countries. Bank Indonesia will persevere to 
monitor the development of external debt to 
give assurance that the external debt can play 
an optimal role in supporting development 
financing without incurring the risks that may 

affect macroeconomic stability.  
 
Original document http://www.bi.go.id/en/ruang-
media/info-terbaru/Pages/Utang-Luar-Negeri-
Indonesia-Januari-2018-Tetap-Terkendali.aspx  
Public permalink 
http://www.publicnow.com/view/52905A124A6F04538
CA2BC50CAD8F42132A7AAAE  
(C) Copyright 2018 - Bank Indonesia 
 
 

Indonesia sells 25.5 trillion rupiah in 

bond auction, above target  

16-Jan-2018  
JAKARTA, Jan 16 (Reuters) - Indonesia's 

government sold 25.5 trillion rupiah ($1.91 
billion) in a bond auction on Tuesday, higher 
than an indicative target of 17 trillion rupiah, 
its financing and risk management office said 
in a statement. 

The ministry sold T-bills maturing in April 2018 
with a weighted average yield of 4.01640 
percent, lower than the previous auction's 
4.18900 percent on Jan. 3. 
T-bills maturing in January 2019 had a weighted 
average yield of 4.94658 percent, lower than 
4.98840 percent at the last auction. 

Bonds maturing in May 2028 were sold with a 
weighted average yield of 6.03973 percent, 
down from the last auction of 6.23665 percent. 
Those maturing in May 2033 had a weighted 
average yield of 6.56338 percent. 

The weighted average yield for bonds maturing 
in May 2038 was 6.87393 percent, lower than 

6.99998 percent from the previous auction. 
The total incoming bids reached 72.47 trillion 
rupiah on Tuesday's auction, compared with 

86.21 trillion rupiah bids at the last auction. 

The highest bid-to-cover ratio was 3.86 for the 

bonds maturing in May 2033. 
 
($1 = 13,332 rupiah) 
(Reporting by Nilufar Rizki, Editing by Sherry Jacob-
Phillips) ((nilufar.rizki@thomsonreuters.com)(+6221 
2992 7611)(Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net)) 
 
 

Jordan 

Jordan unveils major IMF-guided tax 

hikes to reduce public debt  

16-Jan-2018  

By Suleiman Al-Khalidi 

AMMAN, Jan 16 (Reuters) - Jordan's cabinet 

announced on Monday a major package of 
IMF-guided tax hikes it says are crucial to 
gradually lower record public debt needed to 
get the economy hit by regional conflict 
growing again.  

The package announced on state media includes 
removing exemptions on general sales tax and 

unifying low 4 to 8 percent rates on a large 
number of items at 10 percent while leaving it at 
16 percent ceiling for others, alongside raising 
special taxes on tobacco, premium gasoline and 
streamlining customs duties. 
Prime Minister Hani al-Mulki said the delay in 

implementing the much needed reforms to 

generate at least 540 million dinars ($761 
million) in extra revenues would increase the 
already high financing needs and threatens to hit 
the country's finances.  
The International Monetary Fund (IMF) 
approved in 2016 a three-year extended 
ambitious programme of long delayed 
structural reforms to cut public debt to 77 

percent of GDP from a record 96 percent by 
2021. 

The debt is at least in part due to successive 
governments adopting an expansionist fiscal 
policy characterised by job creation in the 
bloated public sector, and by lavish subsidies for 

bread and other staple goods. 
The package however did not include changes to 

an income tax law that the IMF officials had 
insisted in previous rounds of talks were a 
crucial part of reforms and which the 
government concerned about a backlash had 
backed off from adopting. 
The IMF said last year this was needed to 
broaden the tax base and was a benchmark of 
structural reforms that should have been 

pushed by parliament by end of 2017. 

The government also plans to double prices of 
subsided bread which is due to be implemented 
early next month with annual cash transfers to 
low income citizens to compensate for the rise. 
Economists said Jordan’s ability to maintain a 
costly subsidy system and a large state 
bureaucracy was increasingly untenable in the 

absence of large foreign capital inflows or 
infusions of foreign aid, which have dwindled 
as the Syrian crisis has gone on. 
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The government has also echoed IMF concerns 

that without these reforms public external debt 

will spiral. It will already increase to 47 percent 
of GDP in 2021 from 37.5 percent, reflecting 
placements of international bonds and 
concession borrowing, according to latest IMF 
figures. 
Debt service would peak in 2019-2020 at 

about 6.5 percent of GDP with Eurobonds that 
will be due. 

The government has said it will mitigate the 
impact on the poor by exempting sales taxes on 
basic food products and medicines. 
But economists reckon subsidy cuts are bound to 
worsen the plight of poorer Jordanians, a 
majority of the country’s population, and 

removing subsidies has triggered civil unrest in 

the past. 
Critics say any hikes would extract more from 
the segment of salaried employees that already 
pays while leaving influential business tycoons 
outside the tax net. 
The country's economic growth has been hit 
in the last few years by high unemployment 
and regional conflict weighing on investor 
sentiment and as demand generated from 
Syrian refugee receded, according to the IMF.  

Real GDP was revised downwards to 2 percent in 
2017 about one percent lower than anticipated 
at the start of the IMF programme and was 
expected to hover around 3 percent, almost half 

the levels it attained a decade ago. 

 
$1=0.709 dinars 
(Reporting by Suleiman Al-Khalidi; editing by Diane 
Craft) 
(( suleiman.al-khalidi@thomsonreuters.com ; +962 79 
5521407; Reuters Messaging: suleiman.al-
khalidi.reuters.com@thomsonreuters.net )) 
 
 

Kazakhstan 

S&P Says Kazakhstan Ratings Affirmed 

At 'BBB-/A-3' And 'kzAA'; Outlook 

Stable  

18-Jan-2018  

Jan 18 (Reuters) -  
S&P - Kazakhstan ratings affirmed at 'AAA-
/A-3' and 'kZAA'; outlook stable. 

S&P - under our criteria Kazakhstan maintains a 
net government asset and external asset 
position. 
S&P -stable outlook reflects view that in next 2 

YRS there to be no further significant financial 
impact from dispute between Kazakhstan, 
external investors. 
 
(( Bangalore.newsroom@thomsonreuters.com ;)) 
 

 

Lebanon 

Moody's expects Lebanon's economy to 

grow 2.8 pct this year  

16-Jan-2018  
BEIRUT, Jan 16 (Reuters) - Rating agency 

Moody's forecast Lebanon's economy will 
grow 2.8 percent in 2018, slightly faster than 
last year thanks to the resumption of long-
delayed public investment projects. 

The forecast revises down Moody's previous 
forecast, published in September, for 3.0 

percent growth in 2018. It also cut its growth 
estimate for 2017 to 2.5 percent, which is in line 
with the Lebanese central bank's forecast, from 

2.8 percent.  
Lebanon, where crumbling infrastructure has 
not been overhauled since the end of a 15-
year civil war in 1990, has plans for a 10-year 
$16 billion capital investment programme.  

Prime Minister Saad al-Hariri said on Monday the 

plan's 250 projects would tackle transport, water 
and power among other sectors and aim to raise 
growth to 6-7 percent a year. 
The country's economy has been battered by six 
years of war in neighbouring Syria and by 
simmering political divisions. Growth has slowed 

from an average of 8 percent before the Syrian 
conflict began in 2011. 
Lebanon also has one of the world's highest 

ratios of debt to gross domestic product, around 
140 percent. 
Moody's said it expects debt to approach 140 
percent of GDP in 2018 and continue rising. 

 
(Reporting by Lisa Barrington; Editing by Susan 
Fenton) 
(( lisa.barrington@thomsonreuters.com ; +961)(0)( 
1954456; )) 
 
 

Mongolia 

Moody's raises Mongolia's rating by a 

notch to B3 as pressures ease  

18-Jan-2018  
•Moody's upgrades Mongolia rating to B3 
from Caa1, outlook stable 
•Ratings agency cites easing in liquidity and 
external pressures 

•Says Mongolia's financing needs have eased 

BEIJING/ULAANBAATAR, Jan 18 (Reuters) - 
Moody's Investors Service on Thursday raised 
Mongolia's long-term issuer ratings and senior 
unsecured ratings from Caa1 to B3, a level 
that is still deep in non-investment territory.  
The rating agency cited an easing in liquidity and 
external pressures in Mongolia, which in 2016 

was hit by a crisis due to government 

overspending and declining commodity export 
revenue. 
The outlook on the ratings remains stable, 
Moody's said, reflecting balanced risks.  
The Moody's upgrade moves Mongolia's ratings 
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from the category of "very high credit risk" to 

"high credit risk".  
Mongolia's financing needs have eased with 
the refinancing of government debt at the end 
of last year, measures to narrow its fiscal 
deficit, and windfall gains from higher 
commodity-related revenues, Moody's said. 

In addition, the measures currently implemented 
under the International Monetary Fund 
programme, if effective, will contribute to lower 

- but not remove - the volatility of economic and 
fiscal outcomes arising from potential swings in 
commodity prices, the agency said. 
Mongolia turned to the IMF amid fears that it 
could default on its debts. The deal required 
Ulaanbaatar to introduce austerity measures 
such as higher tax rates, which take effect this 

month as well as cuts to social welfare. 
The IMF said in December that Mongolia was 
on a path to recovery with its economy 
outpacing growth expectations, despite 
budget cuts, driven by strong coal exports. 

"The government is doing a fairly good job on 
economic recovery. I only wish the government 
would do the same good job on major projects," 

said Dale Choi, analyst at Altan Bumba Financial 
Group in Ulaanbaatar.  
"Investors have been through booms and busts 
for the past 10 years. So far there's only one 
project progressing fairly well, which is the OT 
underground (expansion)." 
Expansion of Oyu Tolgoi (OT), one of the world's 

largest copper mines, has been under way since 
2016 after being put on ice for several years due 
to disagreements between Mongolia and Anglo-
Australian miner Rio Tinto. 
 
(Reporting by Ryan Woo in BEIJING and Terrence 
Edwards in ULAANBAATAR; Editing by Richard Borsuk 
and Jacqueline Wong) 
(( Ryan.Woo@thomsonreuters.com ; +86-10-6627-
1214; Reuters Messaging: 
ryan.woo.reuters.com@reuters.net )) 

 
 

Philippines 

Fitch Rates Philippines' Proposed USD 

Bond 'BBB(EXP)'  

18-Jan-2018  
HONG KONG/SINGAPORE, January 18 (Fitch) 

Fitch Ratings has assigned the Philippines' 
forthcoming US dollar-denominated bonds an 
expected rating of 'BBB(EXP)'. 

KEY RATING DRIVERS 
The expected rating is in line with the 

Philippines' Long-Term Foreign-Currency Issuer 
Default Rating (IDR) of 'BBB' with a Stable 
Outlook. 
RATING SENSITIVITIES 
The rating would be sensitive to any changes in 

the Philippines' Long-Term Foreign-Currency 
IDR. 

On 10 December 2017, Fitch upgraded the 
Philippines' Long-Term Foreign- and Local- 
Currency IDRs to 'BBB' from 'BBB-' and assigned 

a Stable Outlook. 

 
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 
 
 

Philippines sells 10-year USD bond, 

plans to issue up to $2 bln  

18-Jan-2018  
•Government to issue up to $2 bln global 
bonds 
•Bond proceeds to help fund 2018 budget 
•Govt also plans to issue Samurai, Panda 
bonds this year 

By Karen Lema 
MANILA, Jan 18 (Reuters) - The Philippines has 

started marketing 10-year U.S. dollar bonds 
and could issue up to $2 billion worth, the 
country's finance secretary said on Thursday, 
which will help fund President Rodrigo 
Duterte's record budget this year. 

The national budget this year tops the previous 
year's spending by more than 12 percent as the 
government forges ahead with plans to build and 
modernise its airports, ports and railway 

systems, to attract investors and boost 
economic growth.  
Finance Secretary Carlos Dominguez told 
reporters at the opening of a bank on 
Thursday that the government planned to 
issue up to $2 billion worth of new 2028 
bonds. 

The bond deal has a new money component of 
$1 billion and bond swap of another $1 billion, a 

source with direct knowledge of the transaction 
said, declining to be identified because other 
details of the issue are not yet public.  
Proceeds from the bond sale will be used to 
help finance the national government's 3.8 
trillion pesos ($74.86 billion) budget this 
year, the biggest ever, as Duterte boosts 
infrastructure spending.  

The bonds are marketed at initial yield guidance 

in the 3.30 percent area, said IFR, a unit of 
Thomson Reuters.  
Citigroup and Standard Chartered are dealer 
managers for the tender, which ends on 
Thursday at 4 p.m. New York time. 
Credit agencies Standard & Poor's and Moody's 

gave the bonds a BBB and Baa2 debt rating, 
respectively, which mirror the Philippine 
sovereign's long term-currency issuer rating.  
The Philippines, one of Asia's most active 
sovereign bond issuers, raised $500 million from 
a new 25-year U.S. dollar bond offering in 
January last year. It also switched $1.5 billion 

worth of the same long-term bonds. 
Manila's borrowing plan this year includes a 
Samurai bond issue, which Dominguez has 
said may take place toward the latter part of 
2018 and a Panda bond offering, which is 
awaiting approval from China's monetary 
authority. 

Duterte has promised to usher in a "golden age 

http://www.fitchratings.com/
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of infrastructure" by raising annual spending on 

it to 7 percent of gross domestic product from 

less than 3 percent before he came to power 
more than 18 months ago. 
 
($1 = 50.7600 Philippine pesos) 
(Reporting by Karen Lema; Editing by Amrutha 
Gayathri and Jacqueline Wong) 
(( karen.lema@thomsonreuters.com ; +632 841-
8938; Reuters Messaging: 
karen.lema.thomsonreuters.com@reuters.net )) 
 
 

Saudi Arabia 

Fitch: Saudi Fiscal Reform Progresses 

but Framework Incomplete  

18-Jan-2018  

HONG KONG/LONDON, January 18 (Fitch) 
Recent fiscal measures in Saudi Arabia will 
raise government revenues sustainably, but 
spending increases highlight that commitment 
to consolidation is constrained by the desire 
to support economic growth, Fitch Ratings 

says. The credibility of the Kingdom's fiscal 
framework, including new spending control 

mechanisms announced in the updated Fiscal 
Balance Programme published in December 
2017, is still limited. 
The Saudi government recently raised fuel 
prices (following an initial rise two years 
ago), increased expat levies (after introducing 
fees for expats' dependents in July 2017) and 

introduced value-added tax. These measures 
are largely in line with earlier commitments. 

They contribute to a forecast 1.0% of GDP rise 
in non-oil revenues in the 2018 budget, released 
in December. 
However, the budget projects this will largely 
be offset by a 0.8% of GDP increase in 
spending, including measures to compensate 
poorer households for rising utility and fuel 

costs. The ratio of the non-oil deficit to non-oil 

GDP will fall only marginally, to 36.6%, 
according to our calculations. 
The budget nonetheless forecasts the central 

government fiscal deficit to narrow to 7.3% of 
GDP in 2018 from 8.9% of GDP in 2017 (the 
2017 budget target was 7.7%).This will be 
driven by a 1.6% of GDP rise in oil revenues, 

which in 2017 still accounted for 63% of total 
government revenues. Revenues in 2018 may 
also get a one-off boost from settlements with 
wealthy individuals following the anti-corruption 
campaign launched in November, although the 
value and use of the receipts has not been 

officially confirmed and they are not included in 
official budget projections. 
The limited progress on underlying fiscal 
consolidation reflects a greater focus on GDP 
growth targets, which the government 
explicitly mentioned as the reason for pushing 
back the year for achieving a balanced budget 

to 2023 from 2020. This is more realistic than 
earlier targets. However, the emphasis on 

growth, combined with a focus on mega projects 
of uncertain long-term impact and other extra-

budgetary spending financed through the Public 

Investment Fund and National Development 

Fund, could undermine progress on improving 
the non-oil fiscal position in the medium term. 
The government highlighted its commitment 
to medium-term fiscal planning and spending 
ceilings in the Fiscal Balance Programme. 
However, its announcement of a one-year 
household stimulus programme in early January 

undermines confidence in this framework, 
although the impact on the deficit is likely to be 
offset by additional one-off revenue. We 

estimate this stimulus will cost around 2% of 
GDP, effectively breaching the expenditure 
ceilings only weeks after they were 

introduced. Weak commitment to the ceilings 
suggests recent progress on fiscal discipline 

could still evaporate in response to the current 
period of higher oil prices. 
We affirmed Saudi Arabia's 'A+'/Stable 
sovereign rating on 2 November 2017. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com; 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. 
 
 

Sri Lanka 

Sri Lanka : Central Bank to initiate 

forensic audits on issuance of T-bonds  

14-Jan-2018  
The Governor of the Central Bank of Sri Lanka 
has been handed a copy of the report of the 
Bond Commission, entrusting the task of 
considering giving effect to the 
recommendations contained in the Report. 

The Secretary to the President has handed over 
a copy of the report of the Commission of 

Inquiry to Investigate, Inquire and Report on the 
Issuance of Treasury Bonds (COI) during the 
period from 1st February 2015 to 31st March 

2016 to the Governor on 10, January. 
The Monetary Board of the Central Bank of Sri 
Lanka (CBSL) yesterday (January 11TH) issued 
a statement relating to the Recommendations of 

the Commission of Inquiry and measures taken 
to improve the management and control of the 
Public Debt and the Employees Provident Fund. 
The statement listed the regulatory actions 
taken on Perpetual Treasuries Limited and Pan 
Asia Banking Corporation. 
Based on the supervisory concerns and non-
compliances identified in the on-site 
examination report of Perpetual Treasuries 
Limited (PTL) and other investigations, the 
Monetary Board issued Directions to PTL on 
07/11/2016 curtailing their levels of 
operation in the primary and secondary 
market and preventing the alienation of 
funds. 

Based on continuing investigations, further 
Directions have since been issued from time to 
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time and as of now their business activities are 

suspended; and PTL are prevented from the 

disposal of assets, distribution of profits and 
making payments without the prior approval of 
CBSL. 
The Directions are in force until 6th July 2018. 
CBSL has frozen the assets of PTL held with 
CBSL and has informed the Securities and 

Exchange Commission to take appropriate action 
with regard to assets of PTL coming under its 
purview. 
The Central Bank said it will initiate measures 
to carry out forensic audits carried out in 
relation to the issuance of Treasury bonds 
during the 2008 to 2014 and the Treasury 
bond auctions held in March 2016. 

The statement also lists various measures taken 

to improve transparency and governance of the 
investment decision making process as well as 
the internal control framework of the EPF. 
It further said that measures have been taken to 
increase the efficiency and enhancing the 
transparency of debt management operations 

and this include the introduction of new Auction 
System for Primary Issuances of Government 
Securities and improve secondary market for Sri 
Lanka Development Bonds (SLDBs). 
 
Copyright (c) 2018 Euclid Infotech Pvt Ltd. 
©Thomson Reuters 2018. All rights reserved. 
 
 

Thailand 

Thailand approves $4.7 bln extra 

budget for current fiscal year  

16-Jan-2018  
BANGKOK, Jan 16 (Reuters) - Thailand's 

cabinet on Tuesday approved an extra budget 
of 150 billion baht ($4.70 billion) for the 
current fiscal year ending September, a 
government official said. 

The government has said that of the total, 100 
billion baht will go toward developing the rural 
economy and the rest for the treasury. 

The cabinet also approved a new budget plan for 

the 2018 fiscal year, Nattaporn Jatusripitak, an 
adviser to ministers of the Prime Minister's 
Office, told reporters. 
The 2018 budget plan projects spending at 3 
trillion baht, and a deficit of 450 billion baht, the 

same as targeted for the current year.. 
 
($1 = 31.94 baht) 
(Reporting by Kitiphong Thaichareon; Writing by 
Orathai Sriring; Editing Shri Navaratnam) 
(( orathai.sriring@tr.com ; +662 6489729; Reuters 
Messaging: 
orathai.sriring.thomsonreuters.com@reuters.net )) 
 

EUROPE 

 

Albania 

Albania to sell 9.2 bln leks (67.6 mln 

euro) of 1-yr T-bills on Jan 23  

16-Jan-2018  
TIRANA (Albania), January 16 (SeeNews) – 
Albania's finance ministry will offer 9.2 billion 
leks ($82.8 million/67.6 million euro) worth 
of one-year Treasury bills at an auction on 
January 23, according to data posted on the 
website of the country's central bank. 

On December 29, Albania sold 13.53 billion leks 
of one-year government securities. The average 

weighted yield rose to 2.77% from 2.633% at 
the previous auction of one-year T-bills held on 

December 5. 
 
(1 euro = 134.465 leks) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Croatia 

Fitch upgrades Croatia to 'BB+', 

outlook stable  

15-Jan-2018  

ZAGREB (Croatia), January 15 (SeeNews) - 
Fitch Ratings said it has upgraded Croatia's 
long-term foreign- and local-currency issuer 

default ratings (IDRs) to 'BB+' from 'BB', with 
a stable outlook. 

The upgrade of Croatia's IDRs reflects, among 
other things, strengthening tourism revenues, a 
current account surplus, and stronger 
consumption and investments, the ratings 
agency said in a statement late on Friday. 
Fitch also said: 

"Strengthening tourism revenues have 

underpinned a sustained improvement in 

Croatia's external position. The current account 
moved into surplus in 2013 and is forecast by 

Fitch to remain in surplus throughout the 
forecast period to 2019. A record tourism season 
and lower profit remittances from foreign-owned 

banks is estimated to have lifted the current 
account surplus to 3.9% of GDP in 2017, from 
2.7% in 2016. The import-dependence of much 
economic activity means the strengthening 
consumption and investment projected over the 
forecast period will narrow the surplus to 2% of 

GDP in 2019. 
Current account surpluses and solid inflows of 
non-debt capital are supporting a marked 
reduction in net external debt. Fitch projects 
net external debt to drop to 16% of GDP at 
end-2019 from an estimated 26% at end-
2017 and 52% at end-2014, taking it towards 

the 'BB' median of 12%. The non-bank private 
sector is expected to be the main source of 
deleveraging in 2018, reflecting rising corporate 

profits being used to pay down external debt 
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and the restructuring of Agrokor. The 

sovereign's estimated move to a net external 

creditor position in 2017 was supported by 
exchange rate effects and periodic purchases of 
FX to alleviate upwards pressure on the kuna. 
Medium  
Fiscal outturns have outperformed the budget 
for the second consecutive year, with a 
general government surplus recorded in 2017 

(the first under ESA2010 methodology) 
compared with a targeted deficit of 1.3% of 

GDP. A cyclical improvement in revenues and 
ongoing spending restraint has been 
complemented by reforms that reduce the 
complexity of the tax system. Fitch expects a 
return to deficit in 2018 (a deficit of 0.5% is 
budgeted) reflecting modest increases in public-

sector pay, higher co-financing for EU-funded 
projects and less likelihood of upside revenues 
surprises. Nonetheless, fiscal performance will 
remain much strong than in recent years. The 
general government deficit is projected to 
average 0.4% between 2016 and 2019 

compared to 4.7% in the previous four years. 
Primary surpluses and a return to growth 
have pulled down general government 
debt/GDP from a peak of 85.8% at end-2014 

to around 78% of GDP at end-2017. Exchange 
rate moves supported the near 6pp fall during 
2017, but are a source of vulnerability, as 
around 75% of general government is foreign 

currency-denominated, although the 

government's commitment to a euro adoption 
strategy partly mitigates some of this risk. 
Liability management operations are reducing 
debt servicing costs. Re-profiling of expensive 
road company debt that falls within the general 
government perimeter (totalling 10.5% of GDP) 

began in 2017. 
With primary surpluses expected in 2018 and 
2019, debt/GDP will continue to fall, to a 
forecast 70.9% of GDP by end-2019, although 
this will remain well in excess of the projected 

'BB' median of 45%. In contrast, debt/revenue 
is now in line with the peer median, at 166% at 
end-2017, reflecting the broad and deep 

revenue base. 

Croatia's 'BB+' IDRs also reflect the following 
key rating drivers:- 
Economic growth stayed at 3% in 2017 as 
Croatia benefited from a strong cyclical position, 
rising EU fund disbursements, buoyant tourism 
and tax reforms. Growth should remain around 

this level over the forecast period due to solid 
labour market dynamics and higher EU fund 
disbursements being offset by rising imports. 
Signs of overheating are not expected to emerge 
and inflation should stay low. Despite the 
improvement in growth, it remains sluggish 
relative to peers (a five-year average of 1.5% 

compares with the 'BB' median of 3.5%) 
reflecting structural economic weaknesses 

including high private sector debt, low 
investment and adverse demographics. 2017 
marks the first year that nominal GDP exceeded 
its 2008 peak. 

Financial problems at Agrokor, the country's 

largest private sector company by revenues and 

employment, have not had a significant 

macroeconomic impact and have been 
weathered by the banking sector, although risks 
remain. Fitch's base case is that Agrokor 
restructuring will not cause major disruption to 
the economy or financial sector, but challenges 
remain, including legal issues. 

Bank profits have been hit by Agrokor 
provisioning. However, the 90% foreign-owned 
sector has remained profitable and sector-wide 
capital adequacy remains strong, at 22.6% at 
end-September. NPLs for corporates remain 
high, at 28.3%, but are falling due to rising NPL 

sales; total NPLs were 13.2%. Consumer lending 
is rising after a multiyear retrenchment. Lending 
to corporates should pick up when Agrokor-

related uncertainty diminishes. 
Croatia's structural features compare very 
favourably with 'BB' medians. GDP per capita is 
more than twice the median; governance 

indicators, human development index and doing 
business indicators are also stronger than peers, 
supported by EU membership. The coalition 
government, installed in June 2017, has worked 
smoothly despite its small majority. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) Fitch's 

proprietary SRM assigns Croatia a score 
equivalent to a rating of 'BBB' 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: 
•Macro: -1 notch to reflect weak medium-term 
growth potential 
•Public Finances: -1 notch, to reflect the non-
linearity of public debt at high levels not 
captured in the SRM and the large related 
refinancing needs 

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, individually or 
collectively, could lead to positive rating action 

are: 
•Continued reduction in public debt/GDP 
•Strengthening of growth prospects and 
competitiveness, including through the 
implementation of structural reforms 
The main factors that, individually or 
collectively, could lead to negative rating action 

are: 
•A reversal of fiscal consolidation leading to a 
rise in public debt/GDP 
•Deterioration in growth prospects 
KEY ASSUMPTIONS  
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Fitch expects Croatia's track record of monetary 

and exchange rate policy stability to continue, 

minimising the risk of household, corporate and 
government balance sheets, all of which are 
heavily euroised. 
Fitch assumes that the eurozone will grow by 
2.2% in 2018 and 1.7% in 2019 
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 revised to 

'BBB' from 'BBB-' 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' Issue ratings on 
short-term senior unsecured foreign-currency 
bonds affirmed at 'B' Issue ratings on short-term 

senior unsecured local-currency bonds affirmed 
at 'B'" 
 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Czech Republic 

Czech finance ministry raises max offer 

in Wednesday bond auction  

15-Jan-2018  
PRAGUE, Jan 15 (Reuters) - The Czech Finance 

Ministry doubled the maximum planned offer 
in Wednesday's scheduled auction of three 
state bonds, the ministry said in an updated 
calendar on its website on Monday. 

The ministry is offering three bonds, maturing in 
2023, 2028 and 2033, and will sell up to 4 billion 
crowns ($192.35 million) of each paper in the 
first, competitive round of bidding.  
 
($1 = 20.7950 Czech crowns) 
(Reporting by Mirka Krufova; Writing by Jason Hovet; 
Editing by Michael Kahn) 
(( jason.hovet@thomsonreuters.com ; +420 224 190 
476; Reuters Messaging: 
jason.hovet.thomsonreuters.com@reuters.net )) 
 
 

Kosovo 

Kosovo sells 25 mln euro of 2-yr T-

notes, yield rises  

15-Jan-2018  
PRISTINA (Kosovo), January 15 (SeeNews) – 
Kosovo has raised 25 million euro ($30.5 
million) through the sale of a new issue of 
two-year Treasury notes, on target, the 

country's central bank said on Monday. 

The average weighted yield on the government 
securities rose to 0.73% at the auction held on 
December 29, from 0.55% in the previous 
auction of two-year T-notes held in June, 
according to figures posted on the website of 

Kosovo's central bank. 

 
($ = 0.84919 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Poland 

Polish finance ministry considers green 

bond issue in Q1  

15-Jan-2018  

WARSAW, Jan 15 (Reuters) - Poland is 

considering issuing green bonds -- designed 
to raise capital for low-carbon or clean energy 
investments -- in the first quarter of the year, 
the finance ministry said on Monday.  

The ministry told Reuters in e-mailed comments 

that the green bond sale would be in euros. It 
said it may also issue a benchmark bond, either 
in euros or more likely in dollars, but gave no 
further details. 
 
(Reporting by Pawel Sobczak; Writing by Lidia Kelly; 
Editing by Catherine Evans) 
(( lidia.kelly@thomsonreuters.com ; +48 22 653 9722; 
Reuters Messaging: 
lidia.kelly.reuters.com@reuters.net )) 
 
 

Poland had 3.8 bln euros in FX funds in 

December  

15-Jan-2018  
WARSAW, Jan 15 (Reuters) - Poland's finance 

ministry had the equivalent of 3.8 billion 
euros ($4.67 billion) in foreign currencies at 
its disposal at the end of December compared 
with 6.9 billion euros a month earlier, the 
ministry said in a statement on Monday. 

 
(Reporting by Anna Koper; Writing by Agnieszka 
Barteczko) 
(( agnieszka.barteczko@thomsonreuters.com ; 
+48226539700; Reuters Messaging: 
agnieszka.barteczko.reuters.com@thomsonreuters.net 
)) 
 
 

Romania 

Fitch affirms Romania at 'BBB-', 

outlook stable  

15-Jan-2018  
BUCHAREST (Romania), January 15 (SeeNews) - 
Fitch Ratings said it has affirmed Romania's 
long-term foreign and local currency issuer 
default ratings (IDR) at 'BBB-', with stable 
outlooks, but warned that the expansionary 
fiscal policy has weakened the country's 
public finances. 

The issue ratings on Romania's senior 

unsecured foreign and local currency bonds have 
also been affirmed at 'BBB-'/F3, while the 
country ceiling has been affirmed at 'BBB+' and 
the short-term foreign currency IDR at 'F3', the 
rating agency said in a statement on Saturday. 



 

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 

  13 

Pro-cyclical fiscal loosening and a rapid increase 

in wages in excess of productivity growth pose 

risks to Romania's macroeconomic stability, 
Fitch warned. 
The analysts also noted that Romania's 
general government budget deficit was 3% of 
GDP in 2017, unchanged from 2016, but 
worse than a 0.8% deficit in 2015 

Also, the agency said that tax cuts have 

decreased Romania's revenue-to-GDP ratio to 
one of the lowest in the region, while step 
increases in minimum wages, public sector 
salaries and pensions have raised underlying 
expenditure. 
Fitch last reviewed Romania in July, when it 
maintained the long-term foreign currency issuer 

default ratings (IDR) at BBB-, with stable 

outlooks, warning on a growing budget deficit 
and economy overheating. 
In November, Moody's Investors Service 
released a report saying that although Romania 
has made material progress in correcting 
macroeconomic imbalances, these 

improvements could be eroded in the medium-
term due to a loose fiscal policy and lack of 
reform. 
Also in November, the European Commission 
(EC) said that Romania has failed to do enough 
to reduce its 2017 budget deficit and that the 
necessary annual adjustment needs to be at 

least 0.8% of GDP. 
At the time, the EC warned Romania that it may 

not meet its budget deficit target and urged the 
government to take action to avoid the opening 
of an excessive deficit procedure. 
Romania's 2017 budget is built on projections 

for 6.1% economic growth and deficit equivalent 
to 2.96% of GDP. 
Fitch also said in the statement: 
"KEY RATING DRIVERS  
Romania's investment-grade rating is 
supported by moderate levels of public debt, 
and GDP per capita and governance indicators 
that are in line with 'BBB' range medians. 
However, pro-cyclical fiscal loosening and a 

rapid increase in wages in excess of 
productivity growth pose risks to 
macroeconomic stability. 

Expansionary fiscal policy has weakened 
Romania's public finances. Fitch estimates the 
general government budget deficit was 3% of 
GDP in 2017, unchanged from 2016, but worse 
than a 0.8% deficit in 2015. The Maastricht 

budget deficit threshold of 3% is an important 
policy anchor for the government. However, 
fiscal performance in 2017 was flattered by very 
strong economic growth, which the agency does 
not believe can be sustained. The budget target 
was only achieved by implementing half of 
planned capital spending. Tax cuts have 

decreased Romania's revenue-to-GDP ratio to 
one of the lowest in the region, while step 

increases in minimum wages, public sector 
salaries and pensions have raised underlying 
expenditure. 
For 2018, Romania targets a headline fiscal 

deficit (ESA 2010) of 2.96% of GDP. In Fitch's 

view, optimistic projections for economic growth 

and revenue, and lack of impact assessment on 

discretionary expenditure measures, means the 
agency forecasts a wider deficit of 3.4% of GDP. 
Fiscal pressures will come from additional tax 
cuts and increases to wages and pensions. A cut 
in personal income tax (PIT) to 10% from 16% 
is forecast to reduce revenue by 1.5% of GDP, 

which the authorities plan to offset with changes 
in its VAT payment system and the transfer of 
social security contribution payments from 
employers to employees. Higher expenditure will 
also be driven by increased absorption of EU 
funds. However, pressure to meet its fiscal 

target has historically caused the government to 
fall short on its capital expenditure plans. 
Romania's structural fiscal deficit, according to 

the European Commission, is estimated to have 
reached 3.3% of GDP in 2017, widening 3pps in 
two years. The 2018 budget will result in further 
deterioration, contrary to national and EU fiscal 

rules, leaving Romania at risk of re-entering the 
EU Excessive Deficit Procedure, having only 
exited it in 2013. 
Romania's debt/GDP ratio increased to 38% 
end-2017 from 37.6% in 2016 under Fitch's 
estimates, although it remains below the 

'BBB' range median of 40.9%. Upcoming debt 
repayments are moderate, at 4.6% and 4.3% of 

GDP in 2018 and 2019, respectively. In addition, 
the government holds an adequate FX cash 
buffer covering 3.8 months of gross financing 

needs (end-2017). 
Economic growth is estimated by Fitch to have 
accelerated to 6.8% in 2017, the fastest in the 
EU, from 4.8% in 2016. As the magnitude of 

fiscal stimulus fades, an economic slowdown is 
projected for 2018-2019, with Fitch forecasting 
average real GDP of 3.6%. Rising inflation will 
see a lower contribution from household 
consumption, but a recovery in fixed capital 
formation will keep GDP driven by domestic 

demand, while the contribution from net exports 
is forecast to remain negative. 
At its January 2018 meeting, the National 
Bank of Romania (NBR) increased its key 
monetary policy rate to 2% from 1.75% 

where they had been since May 2015. The rate 
hike follows two months of higher-than-expected 
inflation in October and November 2017, when 

inflation moved within the upper bound of NBR's 
2.5% +/- 1 percentage point target, increasing 
to 2.6% and 3.2%, respectively, from 0.1% 
back in January 2017. Fading base effects (from 
tax cuts), increasing demand pressures, and 
higher global commodity prices will keep 
inflation in the upper range of NBR's target. 

Fitch forecasts average inflation of 3% in 2018, 
anticipating further rate hikes this year. 
Romania's external finances are weaker than 
'BBB' rated peers. Pro-cyclical fiscal policy has 

led to a widening of the current account deficit 
(CAD) to an estimated 2.8% of GDP in 2017 
from 2.3% in 2016. For 2018-2019, Fitch is 

projecting an average CAD of 3.4%. This 
compares with a median CAD of 1% across 'BBB' 
rated peers. Export growth has been positive, 
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but external competiveness has weakened due 

to rising unit labour costs. A widening of the 

CAD risks stalling the decline in Romania's net 
external debt position, which at an estimated 
18.8% of GDP for 2017 remains above the 
majority of 'BBB' rated peers. 
Banks are well-capitalised with a sector capital 
adequacy ratio of 19% in 3Q17 and are 

sufficiently funded by local deposits. Banks' 
balance sheets have improved with non-
performing loans declining to 7.96% in 3Q17 
from 9.62% end-2016. 
Uncertainty surrounding judicial reform remains 
a risk to Romania's governance indicators, which 

currently stand in line with the 'BBB' peer 
median. The Senate's approval in December 
2017 of bills containing amendments weakening 

judicial independence triggered public protests 
and criticism from EU member states. 
Controversial proposals to change the criminal 
code, including pardoning certain crimes of 

those abusing powers in office, are still on the 
agenda of the ruling PSD-ALDE coalition. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) Fitch's 
proprietary SRM assigns Romania a score 
equivalent to a rating of 'BBB+' on the Long-
Term Foreign-Currency IDR scale. 

Fitch's sovereign rating committee adjusted the 
output to arrive at the final Long-Term Foreign -
Currency IDR by applying its QO, relative to 
rated peers, as follows: 

•Macro: -1 notch, to reflect the risk of 
macroeconomic instability posed by pro-cyclical 

fiscal and wage policy and a position in the 
economic cycle that is boosting some economic 
variables beyond sustainable levels and 
flattering Romania's SRM output. 
•External Finances: -1 notch, to reflect 
Romania's higher net external debtor and net 
international investment liability positions than 

the 'BBB' median, as well as a widening CAD. 
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 
currently balanced. The main risk factors that, 
individually or collectively, could trigger negative 
rating action are: 
•Persistent high fiscal deficits leading to an 
increase in government debt/GDP; and 

•An overheating of the economy that poses a 
risk to macroeconomic stability. 
The main factors that could, individually or 
collectively, trigger positive rating action 
include: 

•Reduced risks of macroeconomic instability; 

and 

•Implementation of fiscal consolidation that 
improves the long-term trajectory of public 
debt/GDP; and 
•Sustained improvement in external finances. 
KEY ASSUMPTIONS  
Fitch assumes Romania's main economic 

partners in the EU will benefit from economic 
growth in line with its Global Economic Outlook. 
The full list of rating actions is as follows: 
•Long-Term Foreign- and Local-Currency IDRs 
affirmed at 'BBB-'; Outlook Stable 
•Short-Term Foreign- and Local-Currency IDRs 

affirmed at 'F3' 
•Country Ceiling affirmed at 'BBB+' 
•Issue ratings on senior unsecured debt affirmed 

at 'BBB-'/'F3'." 
 
(1 euro=4.6377 lei) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Romania's foreign debt rises to 94.39 

bln euro at end-Nov  

15-Jan-2018  
BUCHAREST (Romania), January 15 (SeeNews) - 
Romania's foreign debt rose to 94.393 billion 

euro ($116 billion) at the end of November 
from 92.91 billion euro at the end of 2016, the 
central bank, BNR, said on Monday. 

The end-November figure includes 69.35 billion 
euro in long-term foreign debt, down 0.4% 
compared to the end of 2016, BNR said in a 
balance of payments report for November, citing 
provisional data. 
Short-term external debt at end-November 
amounted to 23.039 billion euro, or 26.5% of 
total external debt, up 7.6% from the end of 
2016. 

Long-term external debt service ratio fell to 
21.1% at the end of November from 30% at 
end-2016. 
The ratio of BNR’s foreign exchange reserves to 
short-term external debt by remaining maturity 

was 84.1% at end-November against 90.5% at 

end-2016. 
The cover of imports of goods and services 
decreased to 5.4 months at end-November from 
6.3 months at end-2016. 
 
 ($=0.8147 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Romania sells planned 500 mln lei of 

June 2023 bonds  

18-Jan-2018  

BUCHAREST, Jan 18 (Reuters) - Romania sold a 

planned 500 million lei ($131.80 million) 
worth of new benchmark June 2023 treasury 
bonds on Thursday, with the average 
accepted yield at 4.0 percent, central bank 
data showed. 

Debt managers last issued paper of similar 
maturity in July of last year when they sold April 
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2023 bonds at an average yield of 2.99 percent.  

Earlier this month, the central bank hiked its 

benchmark interest rate for the first time in a 
decade to counter surging inflation. 
So far this month, Romania has issued debt 
worth 2.92 billion lei. 
 
($1 = 3.7936 lei) 
(Reporting by Luiza Ilie) 

(( luiza.ilie@thomsonreuters.com ; +4021 305 5262; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
 
 

Russia 

Russia to borrow less in 2018 due to 

lower deficit  

17-Jan-2018  
By Polina Nikolskaya and Yelena Orekhova 
MOSCOW, Jan 17 (Reuters) - Russia's finance 

ministry plans to borrow less this year than in 
2017 as it expects a smaller budget deficit 
and higher oil revenues, Finance Minister 
Anton Siluanov told RBC TV in an interview on 

Wednesday.  

After raising a total 1.7 trillion roubles ($30 
billion) last year, it aims to sell 1.4 trillion 
roubles of OFZ treasury bonds in 2018.  
Separately, the ministry plans to issue 
Eurobonds worth $3 billion this year, partly to 
give some wealthy Russians an opportunity to 
repatriate funds and so protect them from 

being damaged by potential new U.S. 
sanctions.  
"The deficit is shrinking this year and total 
borrowing volumes will be less than in 2017," 
Siluanov said. "The total amount of revenues ... 
including from oil ... will be enough to cover 
borrowing needs if we decide not to tap the 
market."  

According to Siluanov, additional oil revenues 
are projected at around 3 trillion roubles this 
year, which is equal to 3 percent of the gross 
domestic product.  
Oil prices have touched $70 per barrel in 
recent days. 
Russia is the world's top oil producer and 
second-largest oil exporter globally after 

Saudi Arabia.  

Speaking to reporters, Siluanov said that if oil 
prices remain at current levels, the budget 
deficit projection of 1.3 percent of GDP could 
turn into a surplus of nearly 2 percent.  
SANCTIONS RISK 
Russian markets and policymakers are 
awaiting an announcement on possible 

expansion of U.S. sanctions following an order 
signed by President Donald Trump in early 
August. The new sanctions could restrict 
foreign investors from buying OFZs.  

According to the Russian central bank, foreign 
investors held 32.7 percent of outstanding OFZs 
as of Nov. 1, off a record high hit the previous 
month. They are attracted by yields of around 7 
percent, much higher than on European or U.S. 

debt.  

Siluanov said that if the sanctions restrict 

foreigners from investing in OFZs, the finance 

ministry could cover its budget needs via 
domestic investors. It was also looking to attract 
Asian demand. 
The central bank has said further sanctions could 
prompt a temporary spike in yields and that it 
might buy OFZs.  

Egor Susin, an economist with Gazprombank, 
said he saw a scenario in which foreign investors 
are banned from buying OFZs as unlikely, as 
such move would harm them, but that if it 
happened, yields could spike as much as 100-
150 basis points.  

 
($1 = 56.7274 roubles) 
(Additional reporting by Elena Fabrichnaya and Darya 
Korsunskaya; Writing by Katya Golubkova; Editing by 
Catherine Evans) 
(( ekaterina.golubkova@thomsonreuters.com ; +7 495 
775 1242; )) 
 
 

Serbia 

Serbia should reach loan-free 

agreement with IMF this year  

16-Jan-2018  
VIENNA, Jan 16 (Reuters) - Serbia will reach a 

deal on cooperation with the International 
Monetary Fund after its current three-year 
loan programme ends in February, but the 

new arrangement will not involve another 
loan, Finance Minister Dusan Vujovic said. 
The most likely form of cooperation is an IMF 
tool known as the Policy Coordination 
Instrument (PCI), he said, adding that Serbia 
had not tapped the 1.2 billion euros ($1.5 
billion) available under the current 
precautionary loan programme. 

"There will be some form of cooperation with the 
IMF and most likely in the form of a PCI," 

Vujovic told reporters on the sidelines of a 
Euromoney conference in Vienna on Tuesday.  
"Since this is not related to money, I would say 
in my personal view (that) the programme ought 

to be agreed before the summer in order for us 
together with them to basically agree on the key 
elements that we will be including in the budget 

for next year," he said. 
The focus of any future Serbian cooperation with 
the IMF would be structural reforms and sources 
of economic growth in the medium term, 
according to Vujovic. 
"So we already have a pretty good idea of what 
the programme would entail. What would be the 

format of this programme - just staff 
consultations or a PCI programme, which is a 
new instrument that precisely allows this - 
remains to be seen." 
 
($1 = 0.8181 euros) 
(Reporting by Francois Murphy; Editing by Mark 
Heinrich) 
(( francois.murphy@thomsonreuters.com ; +43 1 531 
12 254; )) 
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Serbia to auction 110 bln dinars (928 

mln euro) of T-notes on Jan 23  

18-Jan-2018  
BELGRADE (Serbia), January 18 (SeeNews) - 
Serbia will offer 110 billion dinars ($1.14 
billion/928 million euro) of five-year Treasury 
notes at an auction on January 23, according 
to an announcement posted on the website of 
the finance ministry. 

The government securities will mature on 
January 25, 2023. 
Interested investors will be able to place their 
bids by 11:45 CET on January 23. 

In the last auction of dinar-denominated five-
year Treasury notes bills held on October 20, 
2015, the finance ministry sold government 

securities worth 13.99 billion dinars at an 
average weighted yield of 6.5%. 
Earlier this week, Serbia said it would offer 100 
million euro of 53-week Treasury bills at an 

auction on January 19. 
 
(1 euro = 118.502 dinars) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Slovenia 

Slovenia's gross foreign debt rises 

slightly in Nov  

15-Jan-2018  
LJUBLJANA (Slovenia), January 15 (SeeNews) – 
Slovenia's gross foreign debt edged up 0.07% 

month-on-month to 43.47 billion euro ($53.3 
billion) at the end of November, preliminary 
central bank data showed on Monday. 

Net external debt rose to 9.48 billion euro at the 
end of November from 9.42 billion euro at the 
end of October, the data indicated. 
General government gross foreign debt dropped 
1.2% on the month, reaching 22.21 billion euro 

at end-November, while the debt of the central 
bank rose to 2.96 billion euro from 2.80 billion 
euro. 

The debt of deposit-taking corporations, 
excluding the central bank, increased 0.9% 
month-on-month to 3.85 billion euro at end-
November, the debt of the non-financial sector 

rose 1.0% to 10.73 billion euro, and inter-
company lending edged up 0.03 to 3.72 billion 
euro. 
 
($=0.815197 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Slovenian central  bank says 

government must curb spending to 

meet budget targets  

16-Jan-2018  
By Marja Novak 

LJUBLJANA, Jan 16 (Reuters) - The Slovenian 

government will have to resist pressure to 

increase spending if it is to reach its planned 
budget surplus of 0.4 percent of GDP in 2018, 

the central bank said on Tuesday. 

The bank said in a report that even though 
positive economic forecasts point to a rise in 
revenues, the government would have to 
"actively strive" to reach the planned surplus 
because pressures to significantly increase 
spending had been strengthening. 

A number of public sector trade unions are 
planning strikes, demanding higher wages amid 
strong economic growth which reached some 4.4 
percent in 2017 while the government expect 
GDP growth of 3.9 percent this year. 
The government said last week most demands 
for wage hikes were not acceptable as they 

could not be justified by increases in productivity 

and growth and would threaten the fiscal 
consolidation. Last year Slovenia ran a budget 
deficit of about 0.8 percent of GDP. 
Labour Minister Anja Kopac Mrak has proposed 
that the minimal gross monthly wage be raised 

by 4.7 percent to 843 euros ($1,030) but the 
finance ministry says this would exceed 2017 
inflation, wage and productivity growth. 
Analysts said wage demands are partly the 
result of the fact that trade unions hope the 
centre-left government might be more generous 
ahead of a parliamentary election expected in 

June. 
The central bank also said the rise in 
investment in the third quarter was 
"surprisingly low" compared to GDP growth 
but added that the slowdown might only be 
temporary since conditions for investing were 
very favourable. 

It said that the economic growth cycle seemed 
to be continuing considering data on business 

sentiment and new orders. 
Investments in the third quarter rose by 1.9 
percent versus a rise of 7.5 percent in the 
second one. GDP growth in the third quarter 
reached 4.5 percent versus 4.6 percent in the 
previous quarter.  
In November Slovenia's business sentiment 

reached the highest level in 10 years for the 
second month in a row amid growing confidence 

in the manufacturing, services and retail sectors. 
The sentiment remained unchanged in 
December.  
The central bank also said the increase of 
Slovenia's annual inflation to 1.9 percent in 

December from 0.6 percent a year before was 
mainly a result of higher global oil prices. 
 
($1 = 0.8178 euros) 
(Reporting by Marja Novak; Editing by Richard 
Balmforth) 
(( Marja.Novak@thomsonreuters.com ; +386-1-
5058805, Reuters Messaging: 
marja.novak.thomsonreuters.com@reuters.net )) 
 
 

Slovenia 2017 budget deficit halved to 

0.8 pct of GDP  

17-Jan-2018  
By Marja Novak 



 

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 

  17 

LJUBLJANA, Jan 17 (Reuters) - Slovenia's budget 

deficit fell to 332 million euros ($405 million) 
or 0.8 percent of GDP in 2017, according to 
preliminary figures, down from 1.7 percent of 
GDP the year before, Finance Ministry said on 
Wednesday. 

It said budget inflows rose by 6.1 percent, 
mainly on account of higher tax inflows which 
rose by 6.9 percent, while budget spending was 
up by 1.7 percent.  

It added investment spending rose most, up by 
77 million euros to 605 million, mainly on 
account of investment in roads. 
"The biggest reduction of spending was 
reached in the area of interest rates as 
(sovereign debt) interest rate payments fell 
by 86.8 million to 977.3 million euros," the 
ministry said. 

The government had said it plans to run a 

budget surplus of about 0.4 percent this year 
but the Bank of Slovenia said on Tuesday it will 
have to curb spending to meet its surplus target. 
Several public sector trade unions are planning a 
strike on Jan. 24 while teachers are due to go on 
strike on February 14, demanding higher wages 

amid favourable economic trends. 
Slovenia, which narrowly avoided an 
international bailout for its banks in 2013, 
returned to growth a year later and the 
government expects growth of 3.9 percent 
this year versus 4.4 percent in 2017, boosted 
by higher exports and investments. 

The government had said most demands for 

wage hikes are not acceptable as they could not 
be justified in increases of productivity and 

growth and would threatened the fiscal 
consolidation. 
 
($1 = 0.8189 euros) 
(Reporting By Marja Novak; Editing by Toby Chopra) 
(( Marja.Novak@thomsonreuters.com ; +386-1-
5058805, Reuters Messaging: 
marja.novak.thomsonreuters.com@reuters.net )) 
 
 

Turkey 

Turkish 2017 budget deficit at 47.4 bln 

lira  

15-Jan-2018  

ANKARA, Jan 15 (Reuters) - Turkey's 2017 

budget deficit totalled 47.4 billion lira ($12.6 
billion), with a primary surplus of around 9.3 
billion lira, Finance Minister Naci Agbal said 
on Monday. 

Agbal also said in a news conference that the 
December budget balance showed a deficit of 
20.9 billion lira. 
 
($1 = 3.7574 liras) 
(Reporting by Ercan Gurses; Writing by David Dolan; 
Editing by Daren Butler) 
(( david.dolan@tr.com ; +90 212 350 7046; Reuters 
Messaging: 
david.dolan.thomsonreuters.com@reuters.net )) 
 

 

Ukraine 

Ukraine's dollar bonds fall after IMF 

raises concerns  

16-Jan-2018  
LONDON, Jan 16 (Reuters) - Ukraine's 

sovereign dollar bonds fell across the curve 
on Tuesday after the International Monetary 
Fund (IMF) raised concerns that a draft law to 
create an anti-corruption court would not 

guarantee the new body's independence. 
The 2025 bond was down 0.8 cents and the 

2027 issue fell 0.6 cents according to Thomson 
Reuters data.  
Ukraine's slow progress in establishing a court to 

handle corruption cases, while also 
demonstrating independence and transparency, 
has been one of the main obstacles to the 
disbursement of a long-delayed IMF loan 

tranche. 
 
(Reporting by Claire Milhench) 
(( claire.milhench@thomsonreuters.com ; +44)(0)( 
207 542 3571; Reuters Messaging: 
claire.milhench.thomsonreuters.com@reuters.net )) 
 
 

Ukraine passes privatisation law 

needed for IMF aid  

18-Jan-2018  
By Natalia Zinets 

KIEV, Jan 18 (Reuters) - Ukrainian lawmakers 

passed a law on Thursday aimed at making 
the privatisation of more than 3,000 mostly 
loss-making state companies faster and more 
transparent, a step needed for Kiev to secure 
more aid from the International Monetary 
Fund. 
Privatisation could bolster state coffers and bring 
in new foreign investors. In 2016, the 
government's first attempt at big-ticket 
privatisation fell through when the sale of a 
fertiliser plant in Odessa failed to attract any 
bids. 

It comes as Ukraine is seeking to reassure 

investors and foreign backers of its commitment 
to tackle corruption and modernise the 
economy. Billions of dollars-worth of new IMF 
loans are held back due to Ukraine's perceived 
backsliding.  
"The largest sector of corruption today is state-
owned enterprises, which have been used for 

decades to create corrupt schemes," Prime 
Minister Volodymyr Groysman told parliament 
before the vote.  
"This law gives us the opportunity to create tens 
of thousands of jobs in the near future in 
Ukraine, create conditions for serious economic 

growth," he added.  

The government estimates it will generate 21.5 
billion hryvnia ($746.79 million) this year from 
selling state firms once the law is passed.  
The law aims to make the privatisation process 
more transparent and faster for investors. It 
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makes it obligatory, for example, to invite 

international advisers through a tender process 

to help prepare sales of larger firms. 
The law will allow the state to sell assets at 
cheaper prices than the starting price of the 
auction. 
If the first sale fails, the price can be cut by 25 
percent, then by 50 percent if a second attempt 

fails, and finally, if the sale falls through a third 
time, the State Property Fund can hold 
consultations with potential investors about the 
price. 
 
($1 = 28.7900 hryvnias) 
(Writing by Matthias Williams; editing by Ralph 
Boulton) 
(( matthias.williams@thomsonreuters.com ;)) 
  
 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentina fiscal deficit falls to 3.9 

percent of GDP in 2017  

17-Jan-2018  
BUENOS AIRES, Jan 17 (Reuters) - Argentina 

posted a primary fiscal deficit worth 3.9 
percent of gross domestic product (GDP) in 

2017, below its 4.2 percent goal and the 4.6 
percent figure posted in 2016, Treasury 
Minister Nicolas Dujovne told reporters on 
Wednesday. 

Dujovne said the government's 2018 target for a 
primary fiscal deficit remained at 3.2 percent of 
GDP, with targets of deficits worth 0.6 percent in 
the first quarter, 1.6 percent in the second 
quarter and 2.2 percent in the third quarter. 

Since taking office in December 2015, business-
friendly President Mauricio Macri has sought to 
reduce the wide fiscal deficit he inherited from 
former populist President Cristina Fernandez, 

whose two terms in office were marked by 
increases in subsidies and social spending. 
"At the beginning of the year many analysts 
thought we were not going to meet our goal, 
but working carefully we were able to do it," 
Dujovne said. 

Spending rose 21.8 percent in 2017, below the 
24.8 percent inflation rate. The administration's 
has slashed spending on subsidies for utilities 
and transportation, helping lower the deficit but 
contributing to inflation, which ended the year 

well above the central bank's target for 12-17 
percent. 
Government revenue rose 22.6 percent, as an 
economic expansion boosted tax revenue.  

The South American country's 2018 budget bill 
had changed the estimated 2017 primary fiscal 

deficit, which does not include debt service 
payments, to 4.0 percent. In the month of 
December, Argentina posted a primary deficit of 

119.607 billion Argentine pesos ($6.35 billion), 

Dujovne said. 

The total financial deficit rose 32 percent to 
629.1 billion pesos ($33.37 billion) for full-year 
2017 on the back of a 71 percent increase in 
interest payments.  
 
($1 = 18.8500 Argentine pesos) 
(Reporting by Luc Cohen and Maximiliano Rizzi; Editing 

by Susan Thomas and Grant McCool) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net )) 
 

Brazil 

Brazil offers $1.5 bln 2047 dollar bonds 

at 5.6 pct yield  

18-Jan-2018  
BRASILIA, Jan 18 (Reuters) - Brazil on 

Thursday offered $1.5 billion worth of 2047 
dollar bonds yielding 5.6 percent in its first 
sovereign debt transaction of the year, 
according to IFR, a Thomson Reuters 
publication. 

The National Treasury had initially offered $1 
billion worth of its 5.625 percent Global 2047 
bond, suggesting a price that would yield around 
5.80 percent, IFR said. 
There were $1.5 billion worth of outstanding 
Global 2047 bonds at the end of November. 

In a statement, the National Treasury said it had 

hired Citigroup Inc, HSBC Holdings Plc and 
Morgan Stanley as underwriters. 
The offer comes a week after Standard & 
Poor's widely expected downgrade of Brazil's 
sovereign credit rating to BB- from BB. 

The cost of insuring against a Brazilian sovereign 
default held near four-year lows after the 
downgrade, though it remains close to that of 

lower-rated peers.  
Brazilian foreign debt totaled 121.4 billion reais 
($37.9 billion) in November, dwarfed by its 3.37 
trillion reais worth of local currency debt. 
 
($1 = 3.21 reais) 
(Reporting by Patricia Duarte and Bruno Federowski; 
Writing by Bruno Federowski; Editing by Phil Berlowitz 
and Rosalba O'Brien) 
(( Bruno.Federowski@thomsonreuters.com ; Twitter: 
https://twitter.com/b_federowski ; +55 11 5644 
7768; Reuters Messaging: 
bruno.federowski.thomsonreuters.com@reuters.net )) 
 
 

Brazil adjusts savings account 

methodology; returns unaffected  

18-Jan-2018  
BRASILIA, Jan 18 (Reuters) - Brazil's top 

economic policymaking body on Thursday 
made adjustments to the methodology for 
calculating rates on savings accounts, without 
altering their returns. 
Interest earned on savings accounts will now 
be based on yields on government debt, 
instead of bank deposit certificates, which 
have fallen out of favor in financial markets. 
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The new calculation will effectively result in the 

same rates as the previous methodology, said 

Fernando Rocha, the head of the central bank's 
statistics department. 
 
(Reporting by Bruno Federowski and Marcela Ayres; 
Editing by Leslie Adler) 
(( Bruno.Federowski@thomsonreuters.com ; Twitter: 
https://twitter.com/b_federowski ; +55 11 5644 
7768; Reuters Messaging: 
bruno.federowski.thomsonreuters.com@reuters.net )) 
 
 

Brazil/Ecuador 

Brazil and Ecuador lead charge in busy 

day for Latin America  

18-Jan-2018  

By Paul Kilby 
NEW YORK, Jan 18 (IFR) - Sovereigns are 

leading the charge in the Latin American 
primary markets on Thursday as both Ecuador 
and Brazil for vie for investor attention in 
their first bond deals of the year.  

Brazil, rated Ba2/BB-/BB, is out with a tap of its 
5.625% 2047 bond at initial price thoughts of 

5.80% area, while Ecuador, rated B-/B, is 
guiding at low 8% area on a new 10-year bond.  
With the dollar price on the 2047 now 
comfortably above reoffer at 102.125, Brazil 
now has its chance to top up a relatively small 

bond before further US Treasury volatility closes 
that window.  

"There is only US$1.5bn outstanding," said a 
banker. "If the US Treasury market keeps 
moving, this may be the last chance to do it." 
At IPTs, the deal is coming some 30bp wider to 
secondary levels of around 5.48%, giving leads 
room to tighten from here.  
The sovereign follows a string of Brazilian 
corporate issuance this year amid 
expectations that oil company Petrobras will 
also tap soon.  

"They are pricing (the sovereign deal) right, but 
I want to keep my power dry for the 
corporates," said Ray Zucaro, chief investment 

officer at RVX Asset Management. 
The deal comes just a week after S&P 

downgraded Brazil a notch to BB-, a move that 
has had a minimal impact on the country's 
secondary debt levels.  
And while the back up US rates may have 
moved bond prices lower, spreads have 
remained steady or even tightened. 

"The bonds haven't moved much on the back of 
the downgrade. If you have already given up on 
pension reform you figured that S&P would 
downgrade," said the banker.  
"What is going to matter is how the presidential 
election (in October) will shape up, but there is 
still a couple of months before people have 

views (on candidates)." 
Ecuador is also returning to market to cover 
what Fitch estimates to be around US$9bn in 
financing needs this year. Last year, the country 
raised US$5.5bn through four separate issues. 

The sovereign's choice of yet another new 10-

year seemed odd to some, given that it will now 

have outstanding 2026s, 2027s and 2028s - a 
maturity hump that Ecuador will have to attend 
to at some point.  
"I really believe they could do a 30-year, and 
the market would be receptive to it, but it's 
apparently a politically sensitive issue," a trader 

wrote this morning. "They don't want to pay the 
higher rate."  
Yields on the sovereign's bonds have been 
rising over concerns about political risks amid 
a very public battle between President Lenin 
Moreno and his predecessor Rafael Correa.  

Moreno has also called for a February 4 
referendum on constitutional reforms that will, 

among other things, prohibit unlimited 

presidential re-election - a move that Correa is 
campaigning against. 
On a more positive note, there have been higher 
crude prices for the oil exporting nation. 
"It has been non-stop issuance but you are 
seeing a political move toward the center ... and 

oil prices are supportive," said Zucaro, who is 
looking at the trade.  
The existing 2027 bonds were trading around 
7.56% just before the announcement of today's 
deal, leaving investors with a good 50bp new 
issue concession at this stage.  
 
(Reporting By Paul Kilby; Editing by Jack Doran) 
(( paulj.kilby@thomsonreuters.com ; 646 223 4733; 
Reuters Messaging: 
paulj.kilby.thomsonreuters.com@reuters.net )) 
 
 

Costa Rica 

Fitch Revises Costa Rica's Outlook to 

Negative; Affirms Ratings at 'BB'  

18-Jan-2018  
NEW YORK, January 18 (Fitch) Fitch Ratings 

has affirmed Costa Rica's Long-Term Foreign 
and Local Currency Issuer Default Rating 
(IDRs) at 'BB'. The Rating Outlooks have been 

revised to Negative from Stable. A full list of 
rating actions follows at the end of this 
release. 

KEY RATING DRIVERS 
The Negative Outlook reflects Costa Rica's 
diminished flexibility to finance its rising 
budget deficits and public debt burden, as 
well as persistent institutional gridlock 
preventing progress on reforms to correct the 

fiscal imbalance. Incipient signs of crowding out 
of private investment have increased risks to 

Fitch's prior expectations that the economy will 
remain insulated from fiscal stress, while the 
sovereign's reliance on the local capital market 
to meet its high financing needs is facing greater 
strain. Uncertain prospects for fiscal reform 

imply continued large deficits and a rapidly 
rising debt burden. 

After shrinking in 2016 for the first time in five 
years to 5.2% of GDP, the central government's 
budget deficit increased to an estimated 5.9% in 
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2017. Inertial spending pressures coupled with a 

cyclical slowdown in revenues largely negated 

the marginal improvements in tax collection and 
cost containment achieved in 2015-2016. Fitch 
expects these trends to continue in 2018 and for 
the deficit to rise to 6.2% of GDP. Assuming no 
significant consolidation measures in 2018, the 
general government deficit (i.e. including the 

social security fund surplus) is forecast to reach 
5.2% of GDP in 2018, above the 'BB' median of 
3.4%. 
Fitch's projections assume some fiscal 
adjustment after the 2018 election through a 
combination of spending cuts and tax hikes, 

though the timing and scope of the measures 
remain uncertain. Past attempts at 
comprehensive fiscal reform have foundered in 

the gridlock-prone Congress or in the 
Constitutional Court. Prolonged delays in 
addressing Costa Rica's fiscal imbalance will 
amplify the costs of future adjustments and 

raise the risks to growth. Costa Rica's general 

government debt burden, at 44% of GDP in 
2017 (net of debt holdings by the social 
security fund), is projected to surpass the 'BB' 
median of 46% this year and continue to 
climb steeply over the medium term. 

The government has relied heavily on the local 
market to finance its deficits, the more so since 
congressional authorization for external bond 

issuance expired in 2015. A favorable backdrop 
for domestic borrowing began to unwind in mid-

2017 when an abrupt tightening of monetary 
policy put upward pressure on local interest 
rates. As a result, the National Treasury faced 
difficulties raising funds mid-year, as evidenced 
by unsuccessful auctions and tightening liquidity, 

but has since validated higher interest rates 
demanded by the market. 
Additionally, the sovereign has sought 
alternative mechanisms to tap into foreign funds 
that would bypass the requirement for 
congressional approval of an external bond 

issuance. Fitch expects the sovereign will be 
able to manage its liquidity situation, but 
tightening market conditions and persistent 
institutional obstacles point to growing funding 

challenges. 
Domestic borrowing costs have increased as 
currency depreciation and rising inflationary 
pressures led to a sharp tightening of 

monetary policy in 2017. A 300bps hike in the 
policy interest rate was swiftly transmitted to 
lending rates in the banking sector, leading to a 
sharp deceleration in credit growth. Proactive 
tightening should keep headline inflation within 
the 2%-4% target range, in Fitch's view. 
Also adding to upward pressure on local interest 

rates is high government borrowing, which could 
restrain investment and growth. Real GDP 
growth is projected to have slowed from 4.5% in 

2016 to 3.4% in 2017, driven in part by a sharp 
fall in fixed investment (-1.9% yoy in the first 
three quarters of the year). The economy 

should remain broadly resilient to the 

deteriorating fiscal situation, in Fitch's view, 
although fiscal imbalances pose risks of 

crowding out, and constrain the scope for 
counter-cyclical policies. Growth is forecast to 

average 3.9% in 2018-2019, broadly in line 
with potential. 

Costa Rica's 'BB' ratings are supported by 
structural indicators that are strong relative to 
peers, including high per capita income, social 
development and governance standards. The 
ratings are also underpinned by the country's 

successful economic model centered around high 
value-added service and manufacturing 
activities, which supports robust growth and 
foreign direct investment inflows. FDI inflows 
still cover a current account deficit estimated at 
3.2% of GDP in 2017 comfortably. Fitch expects 
FDI inflows to remain relatively firm during the 

forecast period and for the current account 

deficit to widen slightly owing to weaker terms 
of trade. 
The likely winner of the presidential elections on 
Feb. 4, 2018 (and a potential run-off in April) is 
highly uncertain. Fitch's base case scenario 
assumes the winner will have another minority 

government and face challenges from a highly 
fragmented legislature. This could complicate 
coalition building and add to legislative gridlock 
and reform inertia, especially on controversial 
fiscal issues. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Costa Rica a 
score equivalent to a rating of 'BBB+' on the 

Long-Term Foreign-Currency (LT FC) IDR scale. 
In accordance with its rating criteria, Fitch's 
sovereign rating committee decided to adjust 
the rating indicated by the SRM by more than 

the usual maximum range of +/- three notches 
because of the extent of Costa Rica's intractable 
political gridlock and sharply rising debt burden. 
The 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: 
--Structural: -2 notches, to reflect a long track 

record of institutional gridlock that is not 
captured in the country's high governance 
indicators, as reflected by the repeated failure to 
produce meaningful fiscal reform because of 

congressional fragmentation and judicial 
injunctions. 
--Fiscal: -2 notches, to reflect our expectation 

that debt will continue to rise over the medium 
to long term in the absence of more substantive 
fiscal reform, as well as a rigid expenditure 
profile dominated by indexed salaries, rising 
interest payments, and constitutionally 
mandated spending in areas such as education, 

which makes fiscal consolidation difficult. 
The SRM is Fitch's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centered 
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 before assigning the final rating. 
In this way the rating can reflect factors that are 
not fully quantifiable and/or not fully reflected in 
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the SRM. 

RATING SENSITIVITIES 
The main issues that could individually or 
collectively lead to a downgrade are: 
--Evidence of sovereign financing constraints; 
--Failure to consolidate public finances 
leading to a sharper deterioration in debt 
dynamics; 
--A deterioration in macro-financial stability. 

As the Rating Outlook is now Negative, Fitch's 
sensitivity analysis does not anticipate 

developments with a high likelihood of leading to 
a positive rating. However, the main factors that 
could individually or collectively lead to an 
Outlook revision to Stable include: 
--Easing of political gridlock that improves 
overall fiscal management, including passage 

and implementation of meaningful fiscal reform; 
--Meaningful progress on structural fiscal 
consolidation that improves the prospects for 
debt stabilization. 
KEY ASSUMPTIONS 
--The global economy performs largely in line 
with Fitch's Global Economic Outlook (December 

2017). 
Fitch has affirmed the following ratings: 
--Long-Term Foreign Currency IDR at 'BB'; 
Outlook to Negative; 
--Long-Term Local Currency IDR at 'BB'; Outlook 
to Negative; 
--Short-Term Foreign Currency IDR at 'B'; 

--Short-Term Local Currency IDR at 'B'; 

--Country Ceiling at 'BB+'; 
--Long-term senior unsecured foreign currency 
bonds at 'BB'. 
 
Media Relations: Benjamin Rippey, New York, Tel: +1 
646 582 4588, Email: 
benjamin.rippey@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Puerto Rico 

Puerto Rico, FEMA still at odds on 

terms of government loan  

18-Jan-2018  
By Nick Brown 
NEW YORK, Jan 17 (Reuters) - A Puerto Rico 

official on Wednesday said the U.S. federal 
government was dragging its feet in letting 
the beleaguered U.S. territory draw on an 
emergency loan in the aftermath of 
September's Hurricane Maria, threatening 

essential services.  

Gerardo Portela, director of Puerto Rico's 
financial authority AAFAF, said in a statement 
that U.S. officials should hasten to complete 
ongoing talks with Puerto Rico's government on 
the terms and conditions for access to billions of 

dollars in federal disaster relief. 
Public agencies in Puerto Rico, like power 
utility PREPA and sewer authority PRASA, 
"face severe liquidity problems that threaten 
essential services ... if immediate action is not 

taken," Portela said in the statement in Spanish. 

The comments highlight mounting tension 

between locals who feel Puerto Rico is not 
getting the attention it needs from federal 
authorities, and authorities concerned that the 
island may have more financial resources than it 
is letting on. 
Hurricane Maria, Puerto Rico's worst disaster 

in 90 years, hit the island on Sept. 20 last 
year, killing dozens and knocking out power 
to all of its 3.4 million U.S. citizens. The storm 
occurred in the wake of the island 
government's bankruptcy which left it facing 
$120 billion in combined bond and pension 
debt. 

In October, U.S. lawmakers approved a $4.9 
billion loan to hurricane-ravaged governments in 
Puerto Rico, the U.S. Virgin Islands, Texas and 

Florida, money meant to help maintain basic 
services, but Puerto Rico has yet to see its 
share.  
Portela's comments followed a January 9th letter 
from the U.S. Federal Emergency Management 
Agency (FEMA), which said Puerto Rico could not 
begin drawing on the loan because its cash 

balances are too high.  
FEMA's letter noted Puerto Rico has about $1.7 
billion in liquidity, despite island leaders having 
forecast it to run out of cash by October 31, and 
that FEMA was negotiating with Puerto Rico on 
the timing and terms of the loan.  

"Funds will be provided ... when the 

commonwealth's central cash balance decreases 
to a certain level," FEMA said. 
Meanwhile, a federally-appointed board 
overseeing Puerto Rico's finances announced 
Wednesday it would meet on Friday to discuss 
an ongoing probe into reports that Puerto Rico's 

government has some $6.9 billion in cash at 
hundreds of bank accounts. 
Such reports are fueling a perception among 
some authorities and financial stakeholders that 
Puerto Rico is overstating its economic plight. 
For many in Puerto Rico, where the poverty 
rate hovers near 50 percent and public 
pensions are nearly insolvent, FEMA's letter 

adds to a perception that the island is not 
getting fair treatment. 

The Service Employees International Union, 
which represents thousands of Puerto Rican 
workers, called FEMA's reasoning 
"unconscionable," saying in a statement on 
Wednesday that "Puerto Rican working families 
continue to be treated as second-class citizens 

by [U.S. President Donald Trump's] 
Administration and Congress."  
The US Virgin Islands, also a deeply-indebted 
U.S. territory, has begun drawing on its nearly 
$300 million share of the emergency loan, but 
has faced strict repayment terms not 

traditionally imposed on municipalities on the 
mainland, namely a requirement to pledge 

senior liens as collateral. Puerto Rico could face 
similar terms.  
 
(Reporting by Nick Brown in New York; additional 
reporting by Robin Respaut in San Francisco; editing 

http://www.fitchratings.com/
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by Clive McKeef) 
(( nicholas.p.brown@tr.com; + 1 646 281 6045; 
Reuters Messaging: 
nicholas.p.brown.reuters.com@reuters.net ; on Twitter 
https://twitter.com/NickPBrown) ) 

 

AFRICA 
 

Angola 

Angola to issue $2 bln Eurobond in 

2018 and renegotiate bilateral debt  

17-Jan-2018  
By Stephen Eisenhammer 
LUANDA, Jan 17 (Reuters) - Angola plans to 

issue a Eurobond and renegotiate bilateral 

debt in 2018 as part of measures aimed at 
restructuring the economy and controlling 
mounting debt payments, a government 
macroeconomic plan seen by Reuters showed. 
President João Lourenço took power in 
September and is seeking to win credibility with 
international investors and shed Angola's image 
as an opaque oil economy with rampant 
corruption. The government earlier put the 

Eurobond's size at $2 billion. 
Banking sources say the Eurobond should be 
issued within the first quarter. The 70-page 
"Macroeconomic Stabilization Plan" proposes 
that "necessary actions for the emission of 
Eurobonds" should be taken in the first half of 
2018. 

It adds that Angola will prioritize repaying 
invoices dating to 2014 and totalling more than 

1 trillion kwanza ($4.9 billion) owed to 
companies. 
It also showed that total debt for sub-Saharan 
Africa's third largest economy reached 12.5 
trillion kwanza in 2017, up from 5.9 trillion 
kwanza in 2014.  
"The trajectory of the debt is, at this moment, 
passing the limit of sustainability," the 
document said. "All the effort needed to keep 
it sustainable must be made," it said. 

An oil boom made Angola one of Africa's richest 

countries per capita but it is also one of the 
world's most unequal. The economy fell into 
recession in 2016 due to a fall in the oil price 
and unemployment is at least 25 percent. 

A lack of foreign currency has forced companies, 
such as airlines and oil services, to pull back 
operations.  
The oil production which previously supported 
borrowing can, however, no longer be relied 
upon, the plan says. 
"That instrument has been exhausted, as oil 

shipments have been completely committed to 
the servicing of debt with three countries: China, 
Brazil and Israel." 

The plan also calls for a tightening of the gap 
between the official and black market exchange 
rate in Angola where dollars trade for two or 

three times more on the street than in the 
banks.  
Angola's central bank abandoned a kwanza peg 

against the U.S. dollar earlier this month which 

has already seen the currency weaken by more 

than 20 percent. Banking sources expect the 
kwanza to weaken to 280 against the Euro in the 
coming weeks. 
 
($1 = 203 AKZ) 
(Reporting by Stephen Eisenhammer; Editing by 
Matthew Mpoke Bigg and Hugh Lawson) 
(( matt.bigg@thomsonreuters.com ; +44 20 7250-
1122 ; )) 
 
 

Egypt 

Fitch Revises Egypt's Outlook to 

Positive; Affirms at 'B'  

16-Jan-2018  
HONG KONG, January 16 (Fitch) Fitch Ratings 

has revised the Outlook on Egypt's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
to Positive from Stable and affirmed the IDR 
at 'B'. 
A full list of rating actions is at the end of this 
rating action commentary. 

KEY RATING DRIVERS 

The revision of the Outlook to Positive reflects 
the following key rating drivers: 
The government made significant progress 
with its reform programme in 2017 and 
remains on track with the USD12 billion three-
year Extended Fund Facility (EFF) signed with 

the IMF in November 2016. Fiscal consolidation 
is proceeding, although it will require a multi-

year effort to reverse the increase in general 
government debt/GDP witnessed since the Arab 
Spring uprisings. The Central Bank of Egypt's 
(CBE) exchange rate reform has proved a 
turning point for the economy and Egypt's 
external finances; and macroeconomic stability 
has started to improve following an inflationary 

spike. 
In December 2017 the IMF board approved the 
second review of the EFF and disbursed USD2 
billion, bringing total disbursements to USD6 
billion. This leaves USD6 billion to be disbursed 

in 2018-19. The IMF was positive about the 
budget for the current fiscal year ending June 

2018 (FY18), while highlighting the risk from oil 
prices to outlays on fuel subsidies, and is 
broadly satisfied with the transition to a floating 
exchange rate regime. 
Public finances will remain a key weakness of 
Egypt's credit profile, but we expect continued 
fiscal consolidation to start to reduce 

government debt/GDP in FY18. The general 

government primary deficit halved to 2.6% of 
GDP in FY17 from 5.3% of GDP in FY16. At the 
beginning of FY18, the government enacted 
another round of fuel and electricity price 
increases and raised the VAT rate to 14% from 

13%. We forecast the budget sector deficit to 

narrow again in FY18, to 9.7% with a primary 
deficit close to balance. We expect Egypt to 
achieve a primary surplus in FY19 for the first 
time in more than 15 years. Budget sector 
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primary deficits averaged 3.6% in FY11 to FY17. 

On the spending side, there has been restraint 

of the wage bill, which grew by 6.4% yoy in 
July-December, well below inflation rates. This 
reflects ongoing implementation of wage reforms 
under the civil service law of 2016. The wage bill 
is budgeted to amount to around 5.8% of GDP in 
FY18, down from more than 8% in FY14 and 

FY15. 
We forecast general government debt/GDP to 
fall to 93% in FY18 from a peak of 103% in 
FY17, marking an inflection point in the 
strong upward trend since the 2011 

revolution. By the end of FY19, which is likely to 
also mark the end of the current IMF 
programme, we forecast general government 

debt/GDP to have fallen to 88%. The key risk to 

this outlook is that reform momentum 
weakens. Furthermore, guaranteed debt has 
increased in recent years (26% of GDP at 
end-June 2017). 
International reserves have risen sharply and 
the current account deficit (CAD) has started to 
narrow since the CBE's exchange rate reform in 
November 2016. The EGP averaged 17.82 

against the USD in 2017 (from a rate of 
EGP8.9/USD1 prior to the reform). The CBE's 
stock of international reserves reached USD37 
billion in November (compared with USD19.1 
billion in October 2016). This equates to around 
six months of current external payments, up 

from less than three months during 2012-15. 

The CAD had narrowed to USD1.6 billion in 3Q17 
from USD4.8 billion in 3Q16. Remittances and 
tourism credits have strengthened significantly, 
while non-oil imports have been static in US 
dollar terms. FDI inflows have remained fairly 
strong, buoyed by investments in the oil and gas 

sector. In January-September net FDI inflows 
covered 67% of the CAD. In addition, there has 
been a surge in non-FDI inflows into the 
financial account, given substantial bond 
issuance, multilateral and bilateral loans as well 
as other commercial loans and portfolio inflows. 
We expect the CAD to narrow further in 2018-

19, assuming a stable trade deficit in US dollar 
terms and further growth, albeit much more 

moderate, in tourism and remittances. Large 
increases in gas output will help the trade 
deficit. The government estimates that Egypt 
will no longer need to import gas from 2H18, 

given higher output from existing gas fields and 
the start of production in December 2017 at the 
giant Zohr gas field. 
Macroeconomic stability is starting to improve 
from a fragile state. High inflation will remain 
a rating weakness, but the inflationary spike 
following the exchange rate depreciation and 

fiscal reforms is starting to subside. Consumer 
price inflation fell to 21.9% yoy in December 

from a peak of 33% in July, largely due to base 
effects. We expect inflation to average around 

13%-14% in 2018, ending the year within the 
CBE's inflation target of 13% (+/- 3%). 
In FY17 real GDP growth was 4.2%, accelerating 
to 5% in the final quarter (April-June) and 5.2% 

in 1QFY18. Despite fiscal consolidation, we 

forecast stronger GDP growth in FY18, at 4.8%, 

as the exchange rate adjustment beds in and 

gas production increases. The government is 
trying to boost growth with a number of 
structural reforms, including a new investment 
law and licensing law, with the bankruptcy law 
currently in the parliament. 
Egypt's 'B' IDRs also reflect the following key 

rating drivers: 
Relatively weak governance together with 
security and political risks continue to weigh on 
the rating. Egypt scores below the 'B' median on 
the composite World Bank governance indicator. 
The potential for political instability remains a 

risk given ongoing structural problems including 
high youth unemployment, the deficiencies in 
governance, as well as ongoing security issues, 

both in North Sinai and, intermittently, in Cairo 
and elsewhere 
Nevertheless, fiscal and monetary reforms have 
so far not prompted a visible social backlash. 

The government has sought to mitigate this risk 
by bolstering social safety nets (including cash 
transfer schemes). The government has also 
restricted the space for political opposition and 
freedom of expression, in Fitch's view. Food 
subsidy allocations have increased and electricity 
provision has improved markedly. It is likely that 

the political status quo will be preserved in the 
upcoming presidential election scheduled for 
March 2018, with Abdel Fattah el-Sisi set to be 
re-elected. 
A large chunk of external debt continues to be 
on concessional terms. We estimate that 
gross external debt was close to USD100 
billion by end-2017 or 44% of GDP, sharply up 

from around 23% of GDP a year earlier. 
Foreign holdings of T-bills were USD19 billion in 
December, up from around USD0.6 billion at end 
of FY16. Nevertheless, as of June 2017, there 
was USD32.5 billion of bilateral and multilateral 
debt and USD18.5 billion of GCC deposits--
around half of total external debt. 

SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Egypt 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: 
•Macro: +1 notch, to compensate for the fact 
that the SRM captures the immediate negative 
impacts of the depreciation of the EGP more 
than it captures the future positive effects and to 
reflect improvements in both the fiscal and 

monetary policy frameworks. 
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 
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not fully reflected in the SRM. 

RATING SENSITIVITIES 

The main factors that, individually or 
collectively, could lead to an upgrade are: 
•Continued progress on fiscal consolidation 
leading to a downward path in government 
debt/GDP 
•Sustained stronger economic growth 

•Maintenance of a high level of international 
reserves in line with a narrowing current account 
deficit and robust net foreign direct investments 
The main factors that, individually or 
collectively, could lead to negative rating action 
are: 

•Failure to narrow the fiscal deficit and put 
government debt/GDP on a downward path 
•Reversal of fiscal and/or monetary reforms, for 

example in the face of social unrest 
•Renewed downward pressure on international 
reserves due to strains on the balance of 
payments 

KEY ASSUMPTIONS 
The political environment is assumed to be more 
stable than in 2011-2013, although sporadic, 
and at times serious, attacks on security forces 
are assumed to continue and underlying political 
and social tensions will remain. 
Fitch forecasts Brent crude to average 

USD52.5/b in 2018 and USD55/b in 2019. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 'B'; 
Outlook revised to Positive from Stable 

Long-Term Local-Currency IDR affirmed at 'B'; 
Outlook revised to Positive from Stable 

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' 
Issue ratings on long-term senior unsecured 
local-currency bonds affirmed at 'B' 

Issue ratings on short-term senior unsecured 
foreign-currency bonds affirmed at 'B' 
Issue ratings on short-term senior unsecured 
local-currency bonds affirmed at 'B' 
 
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 
 
 

Ivory Coast 

Ivory Coast aims to raise 1,310.7 bln 

CFA francs in 2018 bonds  

16-Jan-2018  

ABIDJAN, Jan 16 (Reuters) - Ivory Coast aims 

to raise 1,310.7 billion CFA francs ($2.35 
billion) in bonds on the regional CFA franc 
market in 2018, treasury director Jules 
Coulibaly told Reuters on Tuesday.  

The sum would be an increase on the 1,296.8 

billion CFA francs collected last year and will go 

towards financing the budget, Coulibaly said.  

He said the country will raise 325 billion CFA 
francs in the first quarter, including a 35 billion 
CFA franc bond launched on Tuesday. 
 
(Reporting By Loucoumane Coulibaly; Writing by 
Edward McAllister; Editing by Kevin Liffey) 
(( edward.mcallister@thomsonreuters.com ; +221 33 
864 5782; Reuters Messaging: 
edward.mcallister.reuters.com@reuters.net )) 
 
 

Kenya 

Kenya secures $750 mln syndicated 

loan to pay off earlier loan  

16-Jan-2018  
•Seven-year loan to pay off investors in 
extended two-year loan 
•Global appetite to boost demand for 
upcoming Eurobond 
•Wide fiscal deficit may be a concern for 
investors 

By Duncan Miriri 
NAIROBI, Jan 16 (Reuters) - Kenya has secured 

a $750 million syndicated loan for seven years 
from the Trade Development Bank (TDB) to 
pay off creditors in another two-year 
syndicated loan that was extended last year, 
two banking sources told Reuters on Tuesday. 

The government was also set to issue a $1.5 
billion Eurobond for 10 years by the first week of 
March, to take advantage of high demand for 
new issues, said one of the sources.  

"They (the government) know there is appetite 
out there," said the source, who has knowledge 
of the plans, citing a drop in yields of 
outstanding Kenyan dollar bonds.  
Both Kenya's 2019 issue and the 2024 bond 
have seen their yields fall by about 100 basis 
points since November last year. 

Officials at the ministry of finance did not 

respond to a request for confirmation of the 
information from Reuters.  
TDB, a regional bank formerly known as PTA, 

was also not immediately available for a 
comment. The terms of the new syndicated loan 
were also not immediately available. 
Henry Rotich, the finance minister, said last 
November a six-month extension of the 
syndicated facility had been agreed with 90 
percent of investors. Funds raised from a new 
Eurobond issue could be used to pay off the 
outstanding amount, he said. 

The extension was partly caused by a prolonged 
presidential election, after the Supreme Court 
nullified the first vote and ordered a re-run. That 
disrupted government programmes and raised 

the political risks associated with investing in 
Kenya. 

Stability has since returned after President 
Uhuru Kenyatta was sworn in for a second term 
on Nov. 28, but investors could demand a small 
premium on the upcoming dollar bond because 

of the country's fiscal deficit, which climbed to 9 
percent in the year to last June, said the source. 

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 

  25 

"It is very likely that they will be punished for 

that," the source said.  

 
(Editing by Larry King) 
(( duncan.miriri@thomsonreuters.com ; Tel: +254 20 
4991239; Reuters Messaging: 
duncan.miriri.thomsonreuters.com@reuters.net )) 
 
 

Morocco 

Morocco plans to negotiate a new form 

of IMF credit line  

18-Jan-2018  
RABAT, Jan 18 (Reuters) - Morocco is planning 

to negotiate a new form of International 

Monetary Fund precautionary line of credit 
which will be "modular and better" than the 
previous one, the central bank governor said 
on Thursday. 

In 2016, the IMF granted Morocco a two-year, 
$3.5 billion credit line for Morocco to give its 
foreign lenders, investors and rating agencies 
reassurance over the country's economic 
policies, allowing it to tap international capital 

markets at favorable borrowing terms. 
 
(Reporting By Ulf Laessing; Writing by Aziz El 
Yaakoubi; Editing by Hugh Lawson) 
(( aziz.elyaakoubi@thomsonreuters.com ; 
+971552994086) (;)) 
 
 

Nigeria 

Nigeria aims to raise 110 bln naira at 

bond auction  

17-Jan-2018  
LAGOS, Jan 17 (Reuters) - Nigeria plans to 

raise 110 billion naira by selling sovereign 
bonds with maturities of five and 10 years on 
Jan. 24, the Debt Management Office (DMO) 
said on Wednesday. 

The debt office said it will raise 50 billion naira 
with the five-year bond and 60 billion naira with 

the 10-year paper, using the Dutch auction 
system. 
The bonds are reopenings of previous issues and 

the result of the auction is expected to be 
published on Jan. 26, the DMO said. 
 
(Reporting by Chijioke Ohuocha; Editing by Catherine 
Evans) 
(( chijioke.ohuocha@thomsonreuters.com ; +234 703 
4180 621; Reuters Messaging: 
chijioke.ohuocha.thomsonreuters@reuters.net )) 
 
 

South Africa 

President Jacob Zuma congratulates 

Reserve Bank Governor Lesetja 

Kganyago  

19-Jan-2018  

President Jacob Zuma has congratulated the 
Governor of the South African Reserve Bank 

(SARB) Mr Lesetja Kganyago on his 
appointment as the new chairperson of the 
International Monetary Fund's (IMF) 
International Monetary and Financial 
Committee (IMFC).  

The International Monetary Fund (IMF) is an 
organization of 189 countries, working to foster 
global monetary cooperation, secure financial 
stability, facilitate international trade, promote 

high employment and sustainable economic 
growth, and reduce poverty around the world.  
'The appointment of Mr Kganyago is a milestone 
in our call for the inclusion of representation of 
expertise and leadership from emerging and 
developing economies in the global economic 

arena,' said President Zuma.  
'We wish Governor Kganyago success in his new 
role and we are confident that he will represent 
us well. He is equal to the task,' said President 
Zuma.  
  
Original document 
https://www.gov.za/speeches/president-jacob-zuma-
congratulates-reserve-bank-governor-mr-kganyago-
19-jan-2018-0000  
Public permalink 

http://www.publicnow.com/view/9D5405F3F957392CA
55C4A095081E375BC0CD3B3  
(C) Copyright 2018 - South Africa Government 
 
 

Zimbabwe 

Zimbabwe finance minister says "bond 

notes" to stay for now  

17-Jan-2018  
HARARE, Jan 17 (Reuters) - Zimbabwe will not 

stop using "bond notes", a domestic quasi-
currency, until the economy fully recovers, 
Finance Minister Patrick Chinamasa said on 
Wednesday. 
The southern African nation in November 

2016 started using bond notes in a bid to ease 
shortages of U.S. dollars, the country's official 
currency since 2009. 

Since Emmerson Mnangagwa became president 
last November in the wake of a de facto military 
coup that removed 93-year-old Robert Mugabe, 
there has been speculation that bond notes 
would be scrapped. 

"Bond notes will stay until we have our own local 
currency," Chinamasa told a business meeting in 
Harare. 
The conditions needed to bring back a local 
currency include foreign currency reserves of 
more than three months, a lower budget 
deficit and higher exports and industrial 
production, Chinamasa said. 

The bond notes, which are also in short supply, 

are pegged at par with the U.S. dollar but trade 

at a discount on the black market. On 
Wednesday $1 was equivalent to $1.25 in bond 
notes. 
 
(Reporting by MacDonald Dzirutwe; Editing by Ed 
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Stoddard) 
(( macdonald.dzirutwe@thomsonreuters.com ; +263 4 
799 112; Reuters Messaging: 
macdonald.dzirutwe.thomsonreuters.com@reuters.net 
)) 

 

GLOBAL 

 

GLOBAL MARKETS-Strong China data 

cranks up pressure on bond markets  

18-Jan-2018  
•Treasury yields hit highest in 10-months at 
2.61 percent 
•MSCI Asia-Pacific index hits record high, 26-

yr peak for Nikkei 
•European stocks tick higher in choppy trade 
•Dollar index lifts off 3-year lows but euro on 
prowl 
•China sees first acceleration in growth in 7 
years 
•South Africa, Turkey both hold rates steady 
•Morgan Stanley Q4 profit down 60 pct due to 
U.S. tax law 

By Marc Jones 
LONDON, Jan 18 (Reuters) - The first 

acceleration by China's giant economy in 
seven years kept stocks near record highs on 
Thursday, but added to growing pressure on 
bond markets as U.S. Treasury yields, the 
benchmark for global borrowing costs, 
reached a 10-month high. 

Underlining the momentum of the world 
economic expansion into the back end of last 
year, both Chinese fourth quarter growth of 6.8 

percent and December industrial output growth 
of 6.2 percent were ahead of expectations. 
Most Asian bourses were closing when the data 
landed but had briefly set a new all-time record 
after the U.S. blue chip Dow Jones Industrial 
closed above 26,000 points for the first time on 
Wednesday.  

China's yuan finished strongly to hit its highest 
since December 2015. Europe's main FTSE, Dax 
and CAC40 markets ticked higher too, though 
moves were choppy, as were Wall Street 

futures, in the cross currents of rising bond 
yields.  

After a week of trying, the 10-year U.S. 
Treasury yield passed 2.6 percent to hit 2.613, 
its highest since March 2017. It drove European 
counterparts up too with Germany's 10-year 
bond yield near a 5-1/2 month top at 0.52 
percent. 
With such encouraging data coming through, 

"the likelihood we have higher inflation in the 
big economies is well over 50 percent, so that 
is the next turning point for the markets," 
said SEB investment management's global 
head of asset allocation Hans Peterson. 

He said that raised two big questions. How will 

central banks respond? And will the rise in bond 
yields happen at such a pace that it impacts 
optimism around assets like equities? 

"We are going to change the regime probably 
within the next 2-3 months," he said. "Will it be 
accompanied by rising producer prices? If so 

then we can live with higher bond yields, 

otherwise it is a problem for us." 

The break higher in U.S. yields also lifted the 
dollar off a three-year low hit earlier in the day 
in Asia. 
Ahead of U.S. trading though, the euro was 
regaining traction and last stood at $1.2245, up 
0.5 percent on the day but well below a peak of 

$1.2323 set on Wednesday, the euro's strongest 
level since December 2014. 
Some top European Central Bank policymakers 
speaking in Frankfurt may have been caught off 
guard by the speed of the euro's appreciation, 
said Lee Jin Yang, macro research analyst for 

Aberdeen Standard Investments in Singapore. 
"Maybe they are trying to manage volatility or 
slow down the rise," Lee said referring to 

Austria's Ewald Nowotny, who told reporters on 
Wednesday that the euro's recent strength 
against the dollar was "not helpful". 
TRAINED LIKE DOGS 

Wall Street was expected to move only 

fractionally when trading resumes, with 
investors already digesting another deluge of 
fourth-quarter company results as well as some 
mixed jobs and housing market data.  
One showed the number of Americans filing for 
unemployment benefits had fallen to the lowest 

level in 45 years while the other revealed the 
biggest drop in U.S. homebuilding in over a 
year.  
The Canadian dollar eased about 0.1 percent to 

C$1.2450, having see-sawed after the Bank of 
Canada raised interest rates but sounded a 
cautious tone on the future of the North 

American Free Trade Agreement (NAFTA). 
Emerging markets must navigate a number of 
key interest rate meetings including in 
Turkey, which kept its rates on hold having 
seen last year's 18 percent slump in the lira 
versus the euro drive inflation back into 
double digits. 
South Africa's central bank also stood pat, 
which helped the rand score new long-term 
highs after being sickly for much of 2017. A 

sounder political backdrop has made it one of 
the best performing currencies in the world so 
far this year. 

"In the near term the rand is expected to remain 
sensitive to sentiment generated by political 
developments," South African Reserve Bank 
Governor, Lesetja Kganyago, said. 
Rising U.S. bond yields could cause turbulence 

for EM debt markets, however. As well as the 
gains for benchmark Treasuries, the two-year 
yield hovered at a nine-year high of just over 2 
percent. 
"In emerging markets we are trained like dogs," 
UBP's EM macro and FX strategist Koon Chow 
said about the rising yields. "When we hear that 

bell ring we want to just run."  
In commodities, crude oil prices rose earlier on 

data showing a decline in U.S. crude inventories 
and as rebels in Nigeria threatened to attack the 
country's petroleum infrastructure, before 
trimming their gains. 
U.S. crude futures were 10 cents higher at 
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$64.07 a barrel have hit a three-year high of 

$64.89 on Tuesday. 

Spot gold was steady at $1,333 an ounce, with 
the dollar's bounce pulling it back from a four-
month high of $1,344.43 set on Monday.  
 
(Reporting by Marc Jones; Editing by Catherine Evans) 
(( marc.jones@thomsonreuters.com ; +44)(0)( 207 
542 9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs) ) 
To read Reuters Markets and Finance news, click on  
https://www.reuters.com/finance/markets For the 
state of play of Asian stock markets please click on: 
0#.INDEXA 

 

 
 

 


