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ASIA 
 

China 

China local governments' hidden debt 

could total $5.8 trillion  

16-Oct-2018  
•Local govts' hidden debt is "iceberg" with 
"titanic" risks - S&P 
•It's likely to need at least 10 years to solve 
issues - S&P 
•S&P: Hidden debt mostly accrued by local 
govt financing vehicles 

BEIJING, Oct 16 (Reuters) - Off-balance-sheet 

borrowings by Chinese local governments 
could be as high as 40 trillion yuan ($5.78 
trillion) and amount to "a debt iceberg with 
titanic credit risks", S&P Global Ratings said 
in a report on Tuesday. 

When including so-called "hidden" local 
government debt, the ratio of government debt 
to gross domestic product (GDP) could have 

reached an "alarming" level of 60 percent in 
2017, according to S&P. 
China has said it would take steps to measure, 
assess and curb local government debt. Such 
off-balance-sheet borrowing is done outside the 
annual debt quota approved by the central 
government and via non-bond channels.  

As of the end of last year, China's outstanding 
government debt on balance sheets amounted 

to 29.95 trillion yuan, of which local authorities 
have raised 16.5 trillion yuan through bond 
issuances since 2015.  
S&P said local governments' off-balance-sheet 
borrowings might be as high as 30 trillion to 40 

trillion yuan.  
"That's a debt iceberg with titanic credit risks," it 
said. 
Local government financing vehicles (LGFVs) 

have accumulated much of such hidden debt, 

and while firm plans are needed to reduce these 
debts, progress has been limited so far, S&P 
said.  
LGFVs are entities created by local governments 
to skirt borrowing limits set by Beijing.  
Concerns about debt levels in China, 
particularly local borrowing, are on the rise as 
the economy cools amid deepening trade 
frictions with the United States.  

Beijing has once again turned to stimulus 
spending and easier credit, announcing a series 
of billion-dollar infrastructure projects in recent 
months and lowering cash reserves that 
commercial banks need to set aside as buffers.  

China has vowed to keep debt levels under 
control and persist with its multi-year financial 
de-risking campaign, even as it rolls out 
economic stimulus measures.  
ISSUERS GET DOWNGRADED 
But global ratings agencies have been quick to 
downgrade issuers linked to Chinese regional 

and local governments.  

Last month, S&P cut by one notch the long-term 
issuer credit ratings of seven LGFVs from 
Chongqing and Tianjin municipalities, and 
Jiangsu and Hunan provinces, that had issued 
bonds offshore. 
In the same month, Moody's Investors Service 

downgraded five non-financial corporate and 

infrastructure issuers owned by governments in 
Tianjin, Jiangsu, Hunan and Hubei. 
Local governments have been forbidden by 
Beijing to bail out troubled LGFVs.  
"We believe China's recent measures to stabilise 
growth and boost liquidity in response to internal 
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and external headwinds aren't necessarily a 

relaxation of its de-risking efforts," S&P said in 

its report.  
"Defusing financial risks, including the hidden 
local government debt, is one of three 
overarching priorities of the country's top 
leadership." 
China is likely to require a decade or more to 

address its hidden local government debt, S&P 
said. 
 
($1 = 6.9231 Chinese yuan) 
(Reporting by Ryan Woo; Editing by Richard Borsuk) 
(( Ryan.Woo@thomsonreuters.com ; +86-10-6627-
1214; Reuters Messaging: 
ryan.woo.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

China local govt bond issuance at 

748.5 bln yuan in Sept  

17-Oct-2018  
•Local governments issued 748.5 bln yuan in 
bonds in Sept 
•Special bond issues rose to 739 bln yuan  

BEIJING, Oct 17 (Reuters) - China's local 

government debt issuance stood at 748.5 
billion yuan ($108.18 billion) in September, 
the finance ministry said on Wednesday, 
taking the outstanding local government debt 
to 18.26 trillion yuan at the end of that 
month. 

China has capped outstanding local government 
debt at 21 trillion yuan for 2018, the ministry 
said in its annual budget report released in 

March. 
Local governments have ramped up issuance of 
special bonds over the last few months, with 
data from the People's Bank of China on 
Wednesday showing they issued 738.9 billion 
yuan of special bonds in September. 
That compared to 410.6 billion yuan sold in 

August. 
In the first half of the year, more than 300 
billion yuan of special bonds were issued, a pace 
the finance ministry described as "slow".  
The special bonds are usually issued to fund 

spending on public investment projects.  
($1=6.9192 Chinese yuan renminbi) 

 
(Reporting by Beijing Monitoring Desk; Editing by Vyas 
Mohan and Clarence Fernandez) 
(( judy.hua@thomsonreuters.com ; 8610-6627 1297; 
Reuters Messaging: 
judy.hua.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

India 

Indian Bonds Off Highs Before Auction 

Result; MPC Minutes Eyed  

19-Oct-2018  
By Dharam Dhutia 
NewsRise 

MUMBAI (Oct 19) -- Indian government bonds 

were off highs in afternoon trade as investors 
awaited the result of the weekly debt sale and 

the minutes of the Monetary Policy 
Committee's October meeting due later today. 

The benchmark 7.17% bond maturing in 2028 
changed hands at 95.27 rupees, yielding 7.90%, 
at 1:00 p.m. in Mumbai, against 95.21 rupees, 
and a 7.91% yield, at the previous close. The 
bond had risen to 95.40 rupees earlier today. 

The Indian rupee was at 73.52 to dollar against 
73.60 at previous close. India's federal 
government is selling 110 billion rupees of bonds 
today.  
“Since the bidding is over, some traders are 
selling bonds,” a trader with a primary 
dealership said. “Prices may fall more if the 

cutoff prices are lower than expected.” 

India's Monetary Policy Committee had kept 
interest rates on hold at a meeting earlier this 
month but changed its policy stance to 
calibrated tightening from neutral. 
Bonds rose in early trade as the Brent crude 
oil contract slipped below $80 per barrel mark 
as data suggested that U.S. crude stockpiles 

rose 6.5 million barrels, almost triple of what 
analysts had forecast, while exports dropped, 
according to Reuters.  

The oil market had been jittery on supply 
worries ahead of U.S. sanctions on Iran that kick 
in next month. The benchmark Brent contract 
was up 0.4% at $79.63 per barrel. It has eased 
by 3.9% this month. India imports 80% of its 

crude oil requirements.  
India's inflation stood at 3.77% on year in 
September, below the central bank’s 4% target 
for a second consecutive month. Several 
brokerages changed their expectation to a policy 
pause in 2018.  
Meanwhile, the minutes of the U.S. Federal 

Reserve’s September meeting showed policy 
makers broadly agreed on the need to raise 
interest rates further.  
The benchmark 10-year Treasury yield rose to 
3.2170% overnight before easing to 3.1750% at 
close. The recent robust economic data is also 

expected to keep Federal Reserve on its course 
to increase rates again in December. 

 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
- Edited By Mrigank Dhaniwala 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

Government gold bond scheme closes 

today. 10 things to know  

19-Oct-2018  
New Delhi 
New Delhi, Oct. 19 -- The new series of 

sovereign gold bonds closes for subscription 
today. The government has fixed the price at 

Rs 3,146 per gram for the 2018-19 Series II 
sovereign gold bond scheme. Under the 
scheme, gold bonds will be issued on October 

23. Sovereign gold bonds will be issued every 
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month from October 2018 to February 2019, the 

RBI had said earlier. The next tranche will be 

open from November 5-9 and issuance will be on 
November 13. 
10 things to know about the sovereign gold bond 
scheme: 
1. The bonds will be sold through banks, Stock 
Holding Corporation of India Limited (SHCIL), 

designated post offices, and stock exchanges 
&ndash; BSE and NSE. 
2. For those who apply online and the payment 
is made through the digital mode, the 
government in consultation with the RBI has 
decided to allow a discount of Rs 50 per gram 

from the issue price. So for online applications 
the issue price will be Rs 3,096 per gram (Rs 
3146 &ndash; Rs 50). 

3. The sovereign gold bond scheme, which was 
launched in 2015, is basically government 
securities denominated in grams of gold. The 
bonds are denominated in multiples of gram(s) 

of gold with a basic unit of 1 gram. 
4. Investors pay the issue price in cash and 

the bonds will be redeemed in cash on 
maturity. The redemption price will be linked 

to the prevailing price of gold. The bond is 
issued by the RBI on behalf of the government. 
5. The minimum investment in sovereign gold 
bond scheme is 1 gram of gold and the 

maximum limit for individuals is 4 kg. 
6. Sovereign gold bonds come with a maturity 
period of 8 years, with an exit option from the 

fifth year. Sovereign gold bonds are also traded 
on stock exchanges within a fortnight of 
issuance, offering an early exit option for 

investors. 
7. The gold bonds pay interest at the rate of 
2.50% per annum on the amount of initial 
investment. Interest is credited semi-annually to 
the bank account of the investor and the last 
interest payout will be on maturity along with 
the principal. 

8. The interest on gold bonds is taxable 
according to provisions of the Income Tax Act. 
TDS is not applicable on the bond. But capital 
gains tax arising from redemption of sovereign 

gold bonds has been exempted. 
9. Sovereign gold bonds can also be used as 
collateral for loans. 

10. Experts say that sovereign gold bonds are a 
better alternative to holding gold in physical 
form, with risks and costs of storage eliminated. 
Investors are also assured of the market value 
of gold at the time of maturity and periodic 
interest payment on their investments.  

 
Copyright (c) 2018 HT Digital streams Ltd 
 
 

Indonesia 

World Bank provides $1 bln standby 

facility for Indonesia disaster relief  

14-Oct-2018  
NUSA DUA, Indonesia, Oct 14 (Reuters) - The 

World Bank on Sunday said it would provide a 
standby loan of up to $1 billion for the 

Indonesian government for relief and 
reconstruction efforts in the country's two 
islands that were hit by earthquakes and a 
tsunami. 

The multilateral lender said the fund will also 
give a $5 million grant for technical assistance to 
ensure reconstruction is robust and community-
led, it said in a statement. 

The World Bank's chief executive officer 
Kristalina Georgieva on Friday visited the city of 
Palu, which was rocked by a 7.5-magnite 
earthquake and a tsunami on Sep. 28. More 
than 2,000 people died in Palu and its 
surrounding areas. 
In the resort island of Lombok, over 500 people 

were killed by a series of earthquakes in July 
and August.  
Indonesia is hosting the annual meetings of the 
World Bank and the International Monetary Fund 
in Bali, just west of Lombok. 
The World Bank said its preliminary report 
showed that the physical loss from damage on 
the infrastructure, residential and non-

residential property in Sulawesi was around 

$531 million. It noted that the report did not 
take into account loss of life, lost land or the 
disruption to the economy through lost jobs, 
livelihoods and business. 
The loan facilty package could include cash 
transfers to the poorest 150,000 affected 

families for a period between 6 months to one 
year, which could help during the recovery 
phase, the bank said. 
The Indonesian government plans to launch a 
new strategy to fund disaster recovery, which 
could include insuring state assets and selling 
"catastrophe bonds", Indonesia's head of fiscal 

policy office Suahasil Nazara said earlier this 
month. 
 
(Reporting by Gayatri Suroyo 
Editing by Shri Navaratnam) 
(( gayatri.suroyo@thomsonreuters.com ; 
+622129927609; Reuters Messaging: 
gayatri.suroyo.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Indonesia launches cash endowments-

linked sovereign Islamic bonds  

14-Oct-2018  
By Gayatri Suroyo 
NUSA DUA, Indonesia, Oct 14 (Reuters) - The 

Indonesian government launched on Sunday 

an Islamic bond linked to endowments, 
aiming to tap into a pool of assets for its fiscal 
needs. 

The Waqf Core Principles, a joint work of the 
Indonesian government with the research arm of 
the Islamic Development Bank, comprise ways 

to ensure endowments, or waqf, are used 
appropriately for public needs and encourage a 

modern management of assets, such as the cash 
waqf-linked sukuk, according to a central 
banker. 
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Mobilising funds from waqf is important because 

they are believed to hold large amounts of idle 

or low yielding assets across the Muslim world. 
Dody Budi Waluyo, a Bank Indonesia (BI) 
deputy governor, said up to 25 billion rupiah 
($1.64 million) cash waqf has been collected by 
several waqf managers for the new sukuk.  
The proceeds from the sukuk will be used for 

social assistance, such as disaster relief 
efforts in areas hit by earthquakes this year, 
or public infrastructure projects, Waluyo said. 

"This in part will also help fiscal funding in the 
context of social programmes," he told reporters 
after the launch on the sidelines of the IMF and 
World Bank meetings in the resort island of Bali. 
Under the new scheme, when the sukuk 

matures, the funds will be returned to the 

donators in full, but not including the yield. The 
yield will be reinvested to manage waqf assets. 
Even though the figure that has been collected is 
still small, Waluyo thinks early signs showed the 
Indonesian Muslim population, the biggest in the 
world, has had "huge interest" in this scheme. 

There has been a number of efforts around the 
world to modernise waqf, which according to a 
Dubai government estimate, hold around $1 
trillion in assets globally, some in the form of 
real estate and commercial businesses. 
The assets in many waqf are underutilised and 
earn low returns, with some waqf requiring 

further donations to keep running. 
 
($1 = 15,200.0000 rupiah) 
(Reporting by Gayatri Suroyo; Editing by Muralikumar 
Anantharaman) 
(( gayatri.suroyo@thomsonreuters.com ; 
+622129927609; Reuters Messaging: 
gayatri.suroyo.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Indonesia's budget committee 

approves 5.3 pct target for 2019 GDP 

growth  

16-Oct-2018  
JAKARTA, Oct 16 (Reuters) - The Indonesian 

parliament's budgetary committee on Tuesday 
approved the assumptions on which the 
government based its 2019 budget proposal, 
including a GDP growth target of 5.3 percent.  

Finance Minister Sri Mulyani Indrawati gave a 
forecast of 5.14 percent for this year's economic 
growth, undershooting a target set at 5.4 
percent. 
The budget body also approved several 

assumptions that would form part of the basis 
for next year's revenue and spending targets, 
including an average exchange rate of 15,000 
rupiah to the dollar. The rupiah has been trading 
around 15,200 a dollar this week, its weakest in 
over 20 years. 

The committee will discuss spending plans 
further in coming weeks. The 2019 state budget 
needs approval by parliament. 
 
(Reporting by Maikel Jefriando; Writing by Gayatri 
Suroyo; Editing by Richard Borsuk and Simon 

Cameron-Moore) 
(( gayatri.suroyo@thomsonreuters.com ; 
+622129927609; Reuters Messaging: 
gayatri.suroyo.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

 
 

Malaysia 

Malaysia changes forecasts in mid-

term review of 5-year plan   

18-Oct-2018  
KUALA LUMPUR, Oct 18 (Reuters) - Malaysia on 

Thursday unveiled new economic forecasts 
and goals in its mid-term review of the five-
year development plan covering 2016 to 
2020. 

Here are the key targets and forecasts from the 

report:  
(All are for 2016-2020 period, unless stated 
otherwise.) 
ECONOMIC TARGETS  
* Economic growth of 4.5 percent to 5.5 percent 
a year, versus earlier target of 5-6 percent. 
* Current account of the balance of payments to 

remain in surplus at 39.9 billion ringgit ($9.6 
billion) or 2.5 percent of gross national income 
in 2020. It had earlier targeted 46.5 billion 
ringgit. 
* Inflation to average 2-3 percent annually. 
* Average real private investments growth of 

6.1 percent, down from earlier target of 9.4 

percent. Public investment to drop 0.6 percent 
versus an earlier target for growth of 2.7 
percent. 
* Unemployment below 3.5 percent by 2020 
versus earlier projection of 2.8 percent 
* Gross exports expected to grow at an annual 

average of 7.5 percent, while gross imports seen 
increasing at 7.8 percent annually.  
* Trade surplus forecast to be 118.3 billion 
ringgit in 2020, compared with the initial target 
of 57.3 billion. 
* Per capita income targetted to hit 47,720 
ringgit in 2020 from 41,093 ringgit in 2017. 

Expects Malaysia to breach the threshold of a 

high income nation by 2024. 
FISCAL TARGETS  
* Fiscal deficit seen at 3.0 percent by 2020, 
versus an earlier target of a balanced budget 
that year. 
* Development expenditure ceiling slashed to 

220 billion ringgit from original allocation of 260 
billion ringgit for 2016-2020. Operating 
expenditure to also be reduced. 
* Sees revenue diversification from indirect 
taxes and non-tax revenue.  
HOUSING 

* Efforts to be intensified to provide affordable 
housing and increase home ownership.  

* Incentives to be considered for developers 
who provide affordable housing. 
GOVERNANCE AND DEVELOPMENT  
* Efforts to be undertaken to limit the term of 
office for the prime minister to two terms, and 

introduce legislation on political financing. 

mailto:Publicdebtnet.dt@tesoro.it
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* To undertake a review to formulate legislation 

providing tougher actions and better 

management of misconduct and wrongdoing of 
public officials.  
* To establish a task force to conduct a 
comprehensive audit and review across public 
sector institutions and agencies. 
* To continue the "Bumiputera agenda" - an 

affirmative action policy for the majority Malay 
population and the country's indigenous groups - 
at the national level through implementation of 
inclusive policies and initiatives. 
 
($1 = 4.1560 ringgit) 
(Reporting by Joseph Sipalan and A. Ananthalakshmi; 
Editing by Richard Borsuk) 
(( ananthalakshmi.as@thomsonreuters.com ; +603 
2333 8036; Reuters Messaging: 
ananthalakshmi.as.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/AnanthalakshmiA) ) 

(c) Copyright Thomson Reuters 2018. 
 
 

Malaysia cuts growth targets, sees 

wider budget deficit through 2020  

18-Oct-2018  
•Malaysia cuts GDP forecast for this year and 
through 2020 
•Abandons balanced budget target for 2020 
•PM Mahathir says cost-saving steps to affect 
economic growth 
•2018 economic growth now seen at 4.5-4.9 
pct - Mahathir 

By Joseph Sipalan 
KUALA LUMPUR, Oct 18 (Reuters) - Malaysia 

will see wider fiscal deficits and slower 

economic growth than earlier forecast for this 
year and through 2020, the government said 
on Thursday, underscoring the challenges 
facing Prime Minister Mahathir Mohamad's 
administration. 

Unveiling new forecasts in the midterm review of 
the five-year development plan, the government 
said it would cut development spending and rely 
more on the private sector to spur growth.  

The changes could have an impact on Malaysia's 
sovereign credit ratings, which rating agencies 

have warned could take a hit if the government 
cannot narrow its budget deficit. The revised 
forecasts also presage an austere 2019 budget, 
due to be announced on Nov. 2. 
"Cost-saving measures over 2018-2020 may 

affect economic growth, but that is only 
temporary," Mahathir said when presenting the 
review of the 11th Malaysia Plan in parliament.  
Through governance improvements and 
increased revenue, the government "is confident 
that our fiscal position can recover by the end of 
2020," he said.  

The government now targets a fiscal deficit of 3 
percent of gross domestic product in 2020. 
Originally, the plan predicted a balanced budget 

that year. 
The previous government of Najib Razak 
forecast the deficit to narrow to 2.8 percent this 

year from 3.0 percent in 2017 - a target the 
Mahathir government said it cannot achieve.  

The fiscal deficit is expected to "temporarily be 

beyond the target set during the last budget 

before reverting to the fiscal consolidation path," 
Thursday's report said, adding targets will be 
"flexible" during the transition period. 
TRIMMED GROWTH FORECASTS 
For economic growth, Malaysia now projects 
4.5-5.5 percent a year for 2018-2020. The 
plan Najib tabled in 2015 aimed for 5-6 

percent per annum over the five years.  

Mahathir also said this year's growth will be 4.5-
4.9 percent, lower than the earlier 5 percent 
forecast. 
He has blamed Najib for Malaysia accumulating 
debt of over 1 trillion ringgit ($240.67 billion), 
and on Thursday reiterated that 2019 

expenditure will have to be cut to pay off those 

debts. 
The new government has already cancelled 
billions of dollars of public projects and said it 
may introduce new taxes and sell assets to 
repay debt.  
While in power, Najib halved the fiscal deficit 

from 6.7 percent in 2009. He introduced an 
unpopular goods and services tax (GST) amid a 
decline in oil prices that cut a key government 
revenue source.  
This placated ratings firms, which maintained 
Malaysia's ratings within the A band even as the 
country grappled with weak global demand for 

commodities, and as the former premier faced 
graft allegations linked to state fund 1Malaysia 

Development Berhad (1MDB). 
But Mahathir scrapped GST, as promised, soon 
after his coalition's stunning May victory, 
replacing it with another tax structure that 

would only bring in half the revenue. 
On Thursday, the government cut its five-year 
development spending target by about 15 
percent, setting a new ceiling of 220 billion 
ringgit.  
"Further private sector involvement in driving 
the economy will alleviate the impact of the 

reduced investment from the public sector," it 
said.  
The government expects private consumption to 
continue to prop up the economy, with its 

annual growth in 2016-2020 averaging 6.8 
percent. 
Exports are seen expanding an average 7.5 

percent over the five years, instead of 4.6 
percent. The plan now targets a 118.3 billion 
ringgit trade surplus in 2020, double the original 
57.3 billion ringgit goal. 
 
($1 = 4.1550 ringgit) 
(Reporting by Joseph Sipalan; Additional reporting by 
Rozanna Latiff and Emily Chow; Editing by A. 
Ananthalakshmi and Richard Borsuk) 
(( Joseph.Sipalan@thomsonreuters.com ; 

+60323338019; Reuters Messaging: 
joseph.sipalan.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
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Pakistan 

'Path of thorns': An IMF bailout set to 

impede Pakistan PM's populist agenda  

15-Oct-2018  
•Pakistani officials have formally requested 
IMF help 
•IMF expected to push Pakistan to make some 
hard choices 
•May have to cut power subsidies and further 
devalue currency 
•Will also likely have to rein in government 
spending 
•Measures likely to crimp new PM Khan's 

social spending plans 

By Drazen Jorgic 
ISLAMABAD, Oct 12 (Reuters) - From cutting 

power subsidies to forcing currency 
devaluations that stoke inflation, the hard 
choices facing Pakistan as it seeks a bailout 
from the International Monetary Fund (IMF) 
pose a major headache for populist new Prime 
Minister Imran Khan. 

Pakistani officials met IMF representatives this 

week in Bali and formally requested Islamabad's 
13th bailout since the late 1980s to give the 
economy breathing room, while they implement 
reforms aiming to end decades of boom and 
bust cycles. 
On top of lending the nuclear armed state 

billions of dollars to avert another balance of 

payments crisis, the IMF is this time expected to 
push Islamabad much harder to enact structural 
reforms needed to rebalance the economy, and 
rein in spending that has boosted growth but 
blown out the government budget. 
Talks with the IMF have been launched and 
managing director Christine Lagarde has 

already said she would require "absolute 
transparency" of Pakistan's debts, including 
those owed to close ally China. 

Any reforms prescribed by the IMF would 
threaten Khan's lofty campaign promises, like 
his vow to create 10 million jobs and establish 
an "Islamic welfare state" modelled on the ideas 

first voiced by the Prophet Mohammad in the 

holy city of Medina. 
Khan was elected in July with the support of 
many poorer Pakistanis desperate for a change 
in a nation where the illiteracy rate hovers above 
40 percent, healthcare is shoddy, and 
joblessness or underemployment rife among the 
country's 208 million people. 

Creating 10 million jobs would require the 
economy to grow at 8 percent but that can only 
be achieved with economic shock therapy that in 
the short term will smother growth to far below 
the 5.8 percent achieved in the year to June, 
economists say. 
"The path to Medina is full of thorns, not roses," 

said one expert at an international donor 
agency, who declined to be identified as he is 
not authorised to speak on the issue.  
"To get there, they have to go through these 
painful measures now." 

The IMF predicted this week Pakistan's growth 

will slow to 4 percent in 2019 and fall to about 3 

percent in the medium term.  
A sharp increase in oil prices - Pakistan imports 
about 80 percent of oil needs - has contributed 
to a current account deficit that widened 43 
percent to $18 billion in the fiscal year that 
ended June 30. The weakening Pakistan rupee 

also contributes to a rise in local energy prices. 
On Wednesday, Khan blamed the previous 
government for the economic mess and urged 
Pakistanis to remain calm. 
"I want to tell all of you to stay strong and not 
to panic. This is a very short period of time 

which will go away." 
"FEND FOR OURSELVES" 
As an opposition leader, Khan vowed to never 

"beg" for money from the IMF and swept to 
power on an anti-corruption platform that was 
coupled with a promise to enact badly needed 
reforms, including widening the nation's taxation 

net and reforming loss-making state-run 
enterprises. 
But local and foreign investors have 
welcomed the bailout talks, saying Pakistan's 
economy needs the IMF's protective blanket 
because of rising oil prices and emerging 

markets turmoil. However, they also warned of 
tougher conditions compared to 2013, when 
Islamabad was given repeated wavers and 

avoided harsh reforms after receiving a $6.7 
billion IMF loan. 

"Better that we enter into a well-structured IMF 
programme than try to fend for ourselves," the 
Pakistan Business Council said in a statement. 
In a nod to the IMF, which called the rupee 

"over-valued", Pakistan's central bank on 
Tuesday carried out its fifth devaluation since 
December, sending the rupee tumbling 7.5 
percent to take its losses to 26 percent in the 
past 10 months. More devaluations are 
expected. 
The bank has also hiked its main interest rate by 

275 basis points since January, to 8.5 percent, 
and analysts say more rises are on the horizon. 
The devaluations have stoked inflation worries 
and are putting extra pressure on debt servicing, 

which is a major concern for the new 
government. Debt service costs are set to 

account for 35 percent of the budget in the 

fiscal year to next June, according to 
forecasts from the previous government. 
Officials now expect the debt to GDP ratio to rise 
above 70 percent. 
"We really have to get out of this debt 
dependency trap," Muhammad Hammad Azhar, 
Pakistan's state minister for revenue, told 

Reuters. 
He said the government was considering the 
possible restructuring of some foreign loans but 
did not give details. 

Khan's government blames many of Pakistan's 
current economic woes on the previous 
administration's "strong rupee" policy, which 

rendered Pakistan's exports uncompetitive. The 
central bank also burnt through currency 
reserves defending the rupee.  
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Reserves have plummeted 41 percent this year 

to stand at $8.3 billion, or about 1.6 months of 

import cover, despite China lending billions of 
dollars to Islamabad to prop up the currency.  
CHINA LOANS 
China has made Pakistan a flagship country in 
its vast Belt and Road infrastructure building 
programme, pledging about $60 billion in 
financing for ports, railways and roads. But 
rising debt levels have caused Islamabad to 

cut the size of the biggest Belt and Road 
project by about $2 billion. 

U.S. Secretary of State Mike Pompeo has said 
there would be "no rationale" for an IMF bailout 
of Pakistan that pays off Chinese loans. 
Khan's administration had also approached 
China and Saudi Arabia, Islamabad's other 
historical ally, for help to prop up the economy 

but they appear to have balked at coming to 
Pakistan's rescue on their own. 
Though the size of any bailout is not clear, 
Khan this week suggested Pakistan needs 

$10-12 billion. On top of the IMF, the World 
Bank and the Asian Development Bank are 
expected to lend money, as they did in 2013. 

China and Saudi Arabia may also contribute. 
The IMF last week commended Pakistan for 
curbing gas and electricity subsidies, raising 
interest rates and devaluing the currency. But it 
warned that Islamabad needs to go even further 
in all those areas. 
Pakistani officials say they are braced for tough 

measures but hope to expand the tax base and 
raise more revenue rather than rely purely on 
austerity to patch up a budget deficit which hit 
6.6 percent of GDP in the fiscal year to end 
June. They also want to help further stimulate 
exports.  
Azhar said Khan's party was elected on a 

reforms agenda and would push through 
changes "irrespective of any IMF bailout". 
On Wednesday, Khan launched a programme 
aiming to construct five million homes for the 
poor, a top campaign promise.  
But he didn't explain how the government will 

pay for it. 
 
(Reporting by Drazen Jorgic 
Editing by Martin Howell and Raju Gopalakrishnan) 
(( drazen.jorgic@thomsonreuters.com ; +92 307 8888 
153; Reuters Messaging: 
drazen.jorgic.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Pakistan stocks touch 2-year low after 

appeal for IMF bailout  

15-Oct-2018  
Market recovers 1 percent at close; fall marked 
a two-year low 
By Syed Raza Hassan 

KARACHI, Pakistan, Oct 15 (Reuters) - 
Pakistan's stock market on Monday closed 
down 2 percent after briefly hitting a two-year 
low, weighed down by a global selloff and the 
new government seeking a bailout from the 
International Monetary Fund (IMF).  

The Pakistan Stock Exchange's benchmark 100-

share index lost 750.36 point to close at 

36,767.57, down 2 percent. 
The KSE has shed 10 percent since Oct. 1 on 
worries over dwindling foreign reserves and a 
currency devaluation in response to a ballooning 
current account deficit. 
The finance ministry said last week the 

government was approaching the IMF for 
assistance to help stabilise the economy, amid a 
deepening balance-of-payments crisis. 
"After close to 10 percent fall in the last two 
weeks, there are margin calls which is affecting 
share prices," said Mohammed Sohail, chief 

executive of Topline Securities brokerage. 
"Also, the global selloff and local economic 
issues are forcing investors to trim their 
positions." 

The rupee has also plunged at least 7 percent 
since the new government of Prime Minister 
Imran Khan announced last week Pakistan 
needed IMF assistance to ward off a financial 

crises.  
The current account deficit widened 43 percent 
to $18 billion in the year that ended on June 30, 
while the fiscal deficit ballooned to 6.6 percent. 
Foreign currency reserves dropped in late 
September to $8.4 billion, enough to cover 
import costs for less than two months. 

Pakistan has not said how much money it needs 
but Finance Minister Asad Umar said it has 
external debt payments of about $8 billion due 

by December. 
 
(Writing by Asif Shahzad 
Editing by Simon Cameron-Moore) 
(( asif.shahzad@thomsonreuters.com ; 
+923018463683; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Philippines 

Philippines mulls sponsoring 

catastrophe bond issue  

14-Oct-2018  

MANILA, Oct 14 (Reuters) - The Philippines' 

finance ministry said on Sunday it was 
exploring a plan to sponsor a catastrophe 
bond issue, similar to the one launched by the 
World Bank early this year covering Latin 
American earthquakes. 

The so-called cat bonds would help cover 

disaster-related risks in the country, the 
Department of Finance (DOF) said in a 
statement. The Southeast Asian country is often 
hit by earthquakes and strong typhoons. 
The DOF said it was also looking at offering 
peso-denominated securities to offshore 
investors, such as Global Depositary Notes 

(GDN). 

Finance Secretary Carlos Dominguez discussed 
the proposals with executives of Citigroup on the 
sidelines of the International Monetary Fund-
World Bank meetings in Indonesia, the DOF 
said. 

mailto:Publicdebtnet.dt@tesoro.it


  

PDM Network Weekly Newsletter on Emerging Markets 

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

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

  9 

Under the cat bond proposal, the Philippine 
government would serve as sponsor, with the 

World Bank issuing the bond to qualified 
investors, the DOF said, without mentioning 
any issue size. 

"Depending on the insurance coverage and its 
trigger, the Philippines as sponsor of the cat 
bonds will get paid the principal contributed by 
investors if a catastrophe occurs," it said. 
Cat bonds are attractive to investors looking to 

diversify their portfolios such as hedge fund 
investors and asset managers, it said. 
The World Bank launched a $1.4 billion cat bond 
early this year covering Latin American 
earthquakes, the largest earthquake cat bond on 
record. 
Dominguez also said the Philippines was open to 

Citi's proposal on launching GDNs, which would 
help diversify the country's investor profile and 
boost the liquidity available in the domestic 
economy. 
 
(Reporting by Enrico dela Cruz; Editing by Mark Potter) 
(( enrico.delacruz@tr.com ; +632 841-8934; Reuters 
Messaging: 
enrico.delacruz.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

 
 

Qatar 

Fitch Affirms Qatar at 'AA-'; Outlook 

Stable   

16-Oct-2018  
Fitch Ratings-Hong Kong-October 16: Fitch 
Ratings has affirmed Qatar's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'AA-' with a Stable Outlook. 
A full list of rating actions is at the end of this 
Rating Action Commentary. 

KEY RATING DRIVERS 

Qatar's 'AA-' ratings reflect a return to budget 
surpluses, a strong net external and public 
sector asset position and one of the world's 
highest ratios of GDP per capita. These strengths 

are balanced against government debt levels 
above those of rated peers, hydrocarbon 
dependence and mediocre scores on measures 

of governance and doing business. 
A standstill has developed in the dispute that 
began in mid-2017 between Qatar and the 
Quartet consisting of the UAE, Saudi Arabia, 
Bahrain and Egypt, after the rupture of mutual 
trade, financial and diplomatic relations. 
Kuwait's mediation efforts appear to have 

stalled, and calls from the US for a resolution 
have not produced results. Nonetheless, the 
domestic position of the Qatari government 
appears stable, and the current diplomatic 
stance of the US limits the risks of military 

confrontation or a blockade hitting Qatar's gas 

exports, in our view. This is notwithstanding 
media reports in June of Saudi Arabia 
threatening military action over Qatar's purchase 
of a Russian missile system. 

We forecast the general government surplus 
at 4.7% of GDP in 2018 from a deficit of 2.9% 

of GDP in 2017, including the estimated 

investment income on public sector external 
assets, as the recovery in hydrocarbon revenue 
outpaces spending. In our forecast, overall 
spending growth is led by a 20% rebound in 
capital spending, which had slipped in 2017 due 
to import disruptions related to the Quartet's 

actions against Qatar. The fiscal surplus was 
around QAR7 billion (2.1% of GDP) in 1H18, 
according to preliminary data and excluding 
estimated investment income. 
We expect the annual fiscal surplus to widen 
slightly to 5.1% of GDP in 2019, before 

moderating to 3.3% of GDP in 2020. This is in 

spite of our baseline assumption that Brent 

prices will moderate to an average of USD65/bbl 
in 2019 and USD57.5/bbl in 2020 from an 
average of USD70/bbl in 2018. Our forecast 
reflects the fact that Qatar's gas exports are 
priced against a three- to six-month average of 
the oil price and the fact that the dividend of 

Qatar Petroleum (QP) is paid into the budget 
with a lag of up to one year. Our forecasts 
assume implementation of excise tax from the 
beginning of 2019 and of VAT from 2H19 (both 
delayed due to the Quartet's boycott) and 
broadly flat spending in real terms. If Brent were 
USD10/bbl above our baseline, the fiscal surplus 

could be 3pp-4pp wider. 
There are prospects for medium-term 
improvements to the public finances. 
Government capital spending will peak in 2018-
2020, at around QAR100 billion (USD27 billion) 
per year, and is likely to decline afterwards, 
even if (as we expect) the government adds 

some new projects to the pipeline in order to 
sustain non-oil economic activity. This should 
help offset the fiscal effect of additional capital 
spending by QP in 2020-2022 related to the 
North Field expansion. It should also help offset 
the risk of some costs of the Quartet's embargo 
crystallising on the government budget with a 

lag, for example, in the form of support to the 
private sector and government-related entities, 
higher defence spending or inflation of the cost 

of development projects. 
We estimate that sovereign net foreign assets 
(reserves plus other government assets less 

external debt) were USD241 billion (144% of 
GDP) in 2017, down from USD251 billion in 2016 
but still far above most 'AA' and 'A' peers. The 
decline was driven by a reduction in official 
Central Bank reserves in 2017 to USD14 billion, 
down from USD31 billion at end-2016. Central 
Bank reserves have partially recovered, to 

USD25 billion at end-June 2018. We estimate 
other government external assets at around 
USD262 billion as at end-2017, little changed 
from 2016 and mainly in the Qatar Investment 

Authority (QIA). Strong asset market returns in 
2017 are estimated to have offset much of the 
impact on QIA external assets from repatriating 

liquidity into Qatar's domestic banks. 
We expect government debt at around 58% of 
GDP by end-2018, including around 1% of 
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GDP for domestic T-bills and 7% of GDP for 

government overdrafts with local banks. This 

is well above the 'AA' median level of around 

40% of GDP. The government borrowed from 
domestic banks in 2017, while maintaining 
government and QIA deposits in them. In our 
view, this reflected the government's desire to 
avoid drawing down on the QIA or borrowing 

abroad in an unfavourable external financing 
environment, resulting in a situation where 
broader public sector deposits effectively funded 
bank lending to the government. 
Under our current forecasts, Qatar will not have 
net financing requirements in 2018-2020, 
allowing it to use some of the proceeds of the 

USD12 billion international bond issue in April 
2018 to bolster reserves or reduce domestic 

borrowing. We assume that the government will 
refinance domestic maturities as they come due 
and that overdrafts stay at end-2017 levels. 
The country's large banking sector (with 
assets of 200% of GDP), is a source of 

potential contingent liabilities for the 

sovereign, in our view. The sector relies heavily 
on non-resident funding and has concentrated 
exposures, including to a weak domestic real-
estate sector, which had been facing falling 
prices and overcapacity even before the 
Quartet's economic boycott. The central bank's 
real-estate price index was down by 16.6% yoy 

as of June 2018. The CPI sub-index for housing 
expenditure was down by 3.3% as of August 

2018, reflecting falling rents. Nevertheless, for 
now, banking sector profitability is sufficient to 
absorb foreseeable pressure on funding costs 
and asset quality, and capitalisation levels 

remain adequate. 
Around USD16 billion in non-resident funding 
has flowed back into the banking system since 
November 2017, after falling by USD30 billion in 
June-October 2017, mainly due to withdrawals 
of deposits by Saudi Arabia and UAE-based 
clients. A return of non-resident funding has 

allowed the public sector to pare back its 
liquidity assistance to the banking sector by 
USD11 billion in January-August 2018, from 
cumulative injections of USD40 billion in June-

December, consisting mainly of placements by 
the Central Bank, the Ministry of Finance, and 
the QIA. 

Over 2018-2020, we expect GDP growth to be 
driven by expansion in the non-hydrocarbon 
sector, which will slow to 3% by 2020 from 4% 
in 2018, as the impulse from high but peaking 
government capital spending fades. On the 
hydrocarbon side, we expect broadly flat output 

after maintenance-related shutdowns last year. 
Resolution of delays at the Barzan gas project 
could add production of gas for local 
consumption in 2019-2020. Composition of 
growth might shift beyond 2023, when the North 

Field expansion promises a 20% increase in 
hydrocarbon production just as a wind-down of 

government capital spending clouds the non-oil 
outlook. 
DATA LIMITATIONS 
Qatar does not publish data on its 

International Investment Position (IIP). In 
particular, there is no disclosure on the size, 

composition and returns of government 
external assets (mostly relating to the QIA). 
Fitch produces its own estimates of Qatar's IIP 
figures based on data from the Bank of 
International Settlements, Qatar's depository 
corporations survey and Qatar's fiscal and 
balance of payments data. The estimates of 

Qatar's government external assets are derived 
by compounding the government's investments 
abroad (from balance of payments statistics) 
using assumptions about returns and asset 
allocations. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Qatar a score 

equivalent to a rating of 'A' on the Long-Term 
Foreign-Currency (LT FC) IDR scale. 
In accordance with its rating criteria, Fitch's 
sovereign rating committee decided not to adopt 
the score indicated by the SRM as the starting 
point for its analysis because the SRM output 

has migrated from 'A+' to 'A', but in our view 
this is only a temporary deterioration. 
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: 
•Public finances: +1 notch, to reflect the large 

government deposits held with local banks as 
well as other government assets. 

Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centred averages, 
including one year of forecasts, to produce a 

score equivalent to a LT FC IDR. Fitch's QO is a 
forward-looking qualitative framework designed 
to allow for adjustment to the SRM output to 
assign the final rating, reflecting factors within 
our criteria that are not fully quantifiable and/or 
not fully reflected in the SRM. 
RATING SENSITIVITIES 

The main factors that could, individually or 
collectively, lead to positive rating action are: 
•A marked and sustained reduction in public 
debt. 

•A substantial improvement in Qatar's external 
balance sheet. 
The main factors that could, individually or 

collectively, lead to negative rating action are: 
•An escalation of tensions between Qatar and its 
neighbours that threatens economic and 
financial stability. 
•A further increase in public debt, for example 
due to renewed widening of fiscal deficits or a 

materialisation of large contingent liabilities. 
•A deterioration in Qatar's external balance 
sheet. 
KEY ASSUMPTIONS 
Fitch assumes that: 

•Brent crude prices will evolve in line with its 
September 2018 Global Economic Outlook. 

•Natural gas prices will evolve broadly in line 
with oil prices. 
•Qatar will continue to be able to export 
hydrocarbons and trade with countries that are 
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not currently party to its dispute with 

neighbours. 

•The majority of QIA assets can be monetised 
over time to meet liquidity needs as they arise. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 
'AA-'; Outlook Stable 
Long-Term Local-Currency IDR affirmed at 'AA-'; 

Outlook Stable 
Short-Term Foreign-Currency IDR affirmed at 
'F1+' 
Short-Term Local-Currency IDR affirmed at 'F1+' 
Country Ceiling affirmed at 'AA' 
Issue ratings on long-term senior unsecured 

foreign-currency bonds affirmed at 'AA-' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Sri Lanka 

Sri Lanka selects China Development 

Bank for $1 bln syndicated loan  

17-Oct-2018  
COLOMBO, Oct 17 (Reuters) - Sri Lanka has 

selected China Development Bank for an 

eight-year $1 billion syndicated loan, the 
South Asian country's central bank said on 
Wednesday. 

The island nation's decision to opt for a Chinese 
loan comes despite criticism that a big Chinese-
financed port project and related infrastructure 
in the south are dragging the country of 21 
million people deep into debt. 

"The loan is for all kind of needs. We have a lot 
of dollar requirement," Deputy Treasury 
Secretary S.R. Attygalle told Reuters. 
The China Development Bank proposal was one 
of four received from international and domestic 
banks and investment houses. 
Sri Lanka's central bank said the China 

Development Bank was chosen as the syndicate 

arranger based on least cost and longer maturity 
period given in its proposal submitted through a 
strict evaluation and negotiation process. 
It also said the interest cost is "highly 
competitive and linked to 6 Month USD LIBOR 
with a grace period of three years". 

China has swept in to Sri Lanka in recent years, 
building ports, power plants and highways. 
Sri Lanka sits near busy international shipping 
lanes and is seen as part of China's String of 
Pearls strategy of building a network of friendly 
ports across Asia.  

 
(Reporting by Shihar Aneez; editing by Martyn 
Herman) 
(( shihar.aneez@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
shihar.aneez.thomsonreuters.com@reuters.net twitter: 
https://twitter.com/shiharaneez) ) 
 

 

United Arab Emirates 

President His Highness Sheikh Khalifa 

bin Zayed issues a Federal Law on 

Public Debt  

17-Oct-2018  
President His Highness Sheikh Khalifa bin 
Zayed Al Nahyan issued Federal Decretal Law 
No. (9) of 2018 on public debt, to enable the 
federal government to issue sovereign bonds, 
and help the banking sector meet 
international liquidity rules as soon as they 

are issued. 

In addition, the law will enable banks operating 
in the state to purchase government bonds in 

dirhams or foreign currencies, which will help 
them comply with Basel III requirements. 
The issuance of sovereign bonds will support 
the central bank of the UAE role in liquidity 

management in the banking system. Further, 

the issuance of government debt securities will 
help benchmark the UAE Dirham yield curve and 
thereby deepening the local financial market for 
financing of companies operating in the state. 
H.H. Sheikh Hamdan bin Rashid Al Maktoum, 
Deputy Ruler of Dubai and UAE Minister of 
Finance, stressed the importance of the Public 

Debt Law’s role in developing and regulating the 
state’s debt market to contribute to the 
promotion of financial stability in the state. The 

debt law will also support the establishment 
of a secondary market for government 
securities through which public debt 
instruments can be traded in UAE financial 
markets to meet the liquidity needs of the 
banking sector. 

H.H. said, "This law will have substantial returns 
for the state, as it will anchor the development 
of the sovereign debt management according to 
best international practices, and will have a 
significant positive impact in upgrading the 
state’s macroeconomic management and better 
coordination between fiscal and monetary 

authorities, reducing the cost of borrowing and 
boosting the state's credit rating." 

"The law will contribute to enhancing the state’s 
competitive ranking, boost investors’ confidence 
in the national economy and raise transparency 
regarding management of public finances to 

allow for greater opportunities for the national 
economy and better integration into the global 
economy," H.H. added. 
The Public Debt Law sets the general rules for 
the issuance and management of public debt 
and under the provisions of this law, a ‘Public 
Debt Management Office’ shall be established 
at the Ministry of Finance, which will be 
directly subordinate to the Minister of 
Finance. 

The Office will be responsible for proposing 

public debt management strategies and policies 
in coordination with the Central Bank of the UAE, 
implementing the strategies and policies 
approved by the Cabinet, and providing 
recommendations on issuance of public debt 
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instruments. The Public Debt Management Office 

will also monitor financial risks as well as other 

risks associated with issuing and trading any 
public debt instruments, and propose solutions 
to manage and control these risks. 
The Public Debt Management Office will advise 
the Minister of Finance on investments involving 
any public debt surplus, identifying risk levels on 

borrowing or issuing any guarantees for 
government projects as well as playing an 
important role in the development of policies 
and procedures created to manage and reduce 
risks in the public debt portfolio. The Office will 
also work closely with the Central Bank of the 

UAE with regards to the management of the 
issuance and sale operations of government 
bonds, treasury bills, and any other public debt 

instruments. 
The Public Debt Management office will set short 
and long-term objectives for the nation’s public 
debt management, as well as issue reports on 

the management and implementation of public 
debt. It will also coordinate with local 
governments in each emirate to support and 
develop a highly efficient primary and secondary 
financial market by issuing public debt 
instruments in the state, in which each local 
government shall establish a public debt office if 

local public debt instruments are issued. 
The terms of reference of these offices shall be 
similar to those of the Public Debt Office issued 
in accordance with this law. 

 
Copyright (c) 2018 Euclid Infotech Pvt Ltd. 
 

EUROPE 

 

Bulgaria 

Bulgaria c/a surplus at 3.7 pct/GDP 

through August  

19-Oct-2018  
SOFIA, Oct 19 (Reuters) - Bulgaria posted a 

current account surplus of 3.7 percent of 

gross domestic product from January to 
August, compared with a surplus of 5.9 
percent in the same period a year earlier, 
central bank data showed on Friday. 

For August alone, the current account posted a 
surplus of 1.06 billion euros ($1.21 billion), 
compared with a surplus of 861.4 million euros 
in August 2017. 

Foreign direct investment, much needed to 
boost sustainable growth in the Black Sea state, 
was 230.5 million euros through August, 
compared with 812 million euros in the same 
period in 2017. 
The finance ministry sees the current account 

posting a surplus of 1.7 percent of GDP in 2018, 

after 4.5 percent surplus in 2017. 
 
($1 = 0.8735 euros) 
(Reporting by Angel Krasimirov; Editing by Tsvetelia 
Tsolova) 

(( angel.krasimirov@thomsonreuters.com ; +359 888 
695 510) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Croatia 

Croatia government proposes raising 

higher retirement age  

17-Oct-2018  
ZAGREB, Oct 17 (Reuters) - The Croatian 

government proposed on Wednesday raising 
of the retirement age to 67 starting in 2033 
and reducing pensions for an early retirement, 
saying it is an effort to make the pension 
system sustainable and pensions higher in the 
future. 
It is a slight change from last month's initial 

proposal, when the government said it wanted 
to impose an extension of the retirement age to 
67 from 2031. 
"The changes are necessary as only 19 percent 
of our current pensioners have 40 years of full 
working life behind them and the average 

working life is just 30 years. This will make our 
pension system sustainable in the long run and 
future pensions higher," Labour Minister Marko 
Pavic told a cabinet session. 
The biggest local trade unions announced a 
protest against the proposal, to take place in the 
capital, Zagreb, on Oct. 20. 

They say the new retirement law, which the 
parliament must adopt for it to take effect from 
Jan. 1, 2019, would hit older employees, who 
are often under pressure to retire earlier for 
health reasons or because employers want to 
get rid of older staff. 
The current retirement age is 65 years for men 

and 62 for women, although women's retirement 
age is due to rise gradually over the next 12 
years to 65. 
The government also proposed a 4 percent 
pension reduction for each year of an earlier 
retirement, but it offered higher pensions for 
those who continue working despite being 
eligible to retire. 

Pavic said those who have worked 41 years 
before the age of 67 will be able to retire earlier 
without having their pensions reduced. 
Every year, the budget needs to finance about 
17 billion kuna ($2.65 billion) from taxes to 
cover a gap in the pay-as-you-go public pension 
scheme, which costs about 39 billion kuna 

annually. Since 2002, Croats also have to put a 
percentage of their gross salaries into private 
pension funds.  
The experts say that Croatia cannot make its 
pension system sustainable unless it raises the 
retirement age. 
 
($1 = 6.4099 kuna) 
(Reporting by Igor Ilic, editing by Larry King) 
(( igor.ilic@thomsonreuters.com ; +385 1 4899 970; 
mobile +385 98 334 053; )) 
(c) Copyright Thomson Reuters 2018. 
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Croatia may pay some 1.2 pct of GDP 

for costs of shipyard  

18-Oct-2018  
By Igor Ilic 

ROVINJ, Croatia, Oct 18 (Reuters) - Croatia 

may have to pay 4.2 billion kuna ($651.57 
million) for the costs of state guarantees 
extended to an ailing Adriatic shipyard that 
has been struggling to survive in recent 
months, Finance Minister Zdravko Maric said 
on Thursday. 

The figure is close to 1.2 percent of Croatia's 
gross domestic product. 
"This year we will have to pay 2.5 billion kuna 

on the basis of state guarantees for Uljanik," 
Maric told an economic conference in the 

northern Adriatic town of Rovinj. 
Several past Croatian governments extended 
state guarantees to Uljanik's banks so it could 
get loans needed to build ships. 

Uljanik, situated in the northern Adriatic cities of 
Pula and Rijeka, is on the verge of bankruptcy, 

and the government is trying to help it find a 
strategic partner that would try to save its 
business. 
Some 4,500 Uljanik workers have not been paid 
for September and may strike again next week. 
They struck in August, forcing the government 

to secure funds to pay salaries for July and 
August. European Union rules forbid further 

state help. 
The government planned a general budget 
deficit for this year of 0.5 percent of GDP. 
Maric said the payment for Uljanik should not 
jeopardise the deficit target. 

"However, I hoped we could beat the target, like 
we did last year, which problems with Uljanik 

now make less likely," he said. 
Last year, Croatia had a general budget surplus 
of 0.8 percent of GDP, the first time the newest 
EU member posted a budget surplus.  
For next year Croatia tentatively plans a budget 
gap of 0.4 percent of GDP. 

"We will work hard to beat that target," Maric 
said. 

Zagreb is trying to reduce public debt and turn 
the budget deficit into surplus so it can adopt 
the euro as its currency in the next six to seven 
years. 
 
($1 = 6.4460 kuna) 
(Reporting by Igor Ilic, editing by Larry King) 
(( igor.ilic@thomsonreuters.com ; +385 1 4899 970; 
mobile +385 98 334 053; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Hungary 

George Soros lost money on the 

Hungarian bond programme 

13-Oct-2018  
Between 2012 and 2016, the Government had 
to pay back the IMF loans taken on by the 
socialist Gyurcs’ny government. George Soros 

would also have been happy to finance this, 

but Hungary chose another path. We repaid 

the debt from the proceeds of foreign currency 

and residency bonds. This went against Soros’s 
interests. This is why organisations paid by 
Soros, including Transparency International, are 
slandering the Hungarian Residency Bond 
Programme. The truth can be read in the 

Hungarian State Debt Management Agency’s 
calculations, which were published today. 
The Residency Bond Programme has resulted 
in major interest savings for the state. 
Following a period of crisis, the Residency 
Bond Programme facilitated Hungary’s 

financing. The programme contributed to the 
repayment of the high-interest IMF loan taken 
on prior to 2010, the interest rate of which 

exceeded 4% when the final payment was made 
in May 2013, in contrast to the 2.53% annual 
interest rate of the Hungarian Residency Bond at 
the time. The Hungarian State issued a total of 
1.84 billion euros in Hungarian Residency Bonds 
between 2013 and 2017. Thanks to the 

favourable interest conditions determined when 
the programme was launched, the interest 
expenditure of sovereign debt was reduced. 
In recent years, the financing situation of 
Hungary’s sovereign debt has improved 
significantly. In 2017, macroeconomic 
processes and the intensive improvement of 
state financing enabled the suspension of the 

issuing of Hungarian Residency Bonds. 

The interest rate of the Premium Euro Hungarian 
Sovereign Bonds (previously Premium Euro 
Hungarian Government Bonds) that are still 
available to the public is currently 2.9%, and 
until the end of 2013 operated with a higher rate 

of interest that that of Residency Bonds. In 
comparison to the Premium Euro Hungarian 
Sovereign Bond, the Residency Bond Programme 
has led to significant saving for the Hungarian 
treasury. 
From the perspective of the budget, the 
interest paid by the Hungarian Residency 
Bond was more favourable that the similarly 

marketed Premium Euro Hungarian Sovereign 

Bond during the whole period of availability. 

In 2013, 2014, 2015, 2016 and 2017 the 
Hungarian Residency Bond was a cheaper 
financing instrument for the debt manager that 
the similarly issued and maturity Premium Euro 
Hungarian Sovereign Bond by 1.63, 0.76, 0.1, 
and 0,4 (for both 2016 and 2017) percent 

respectively, and these lowered costs represent 
a saving for debt financing throughout every 
single year until its maturity. In addition, the 
state did not pay any commission with relation 
to the distribution of Hungarian Residency Bonds 
(in comparison to 1% commission in the case of 

Premium Euro Hungarian Sovereign Bonds), 
which also made the Hungarian Residency Bond 
more favourable as a debt financing instrument 

for the state. 
Thanks to the more favourable conditions, the 
state saved over 9.6 million euros between 2013 
and 2017 by issuing Hungarian Residency Bonds 

instead of Premium Euro Hungarian Sovereign 
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Bonds. 

 
Copyright (c) 2018 Euclid Infotech Pvt Ltd. 
 
 

Poland 

Poland's PM expects S&P rating 

upgrade to attract investors  

13-Oct-2018  
WARSAW, Oct 13 (Reuters) - A decision by 

credit ratings agency S&P Global to upgrade 
Poland's rating will attract more investors and 
proves that the ruling Law and Justice (PiS) 
party has taken the right path with its 

reforms, Prime Minister Mateusz Morawiecki 
said on Saturday.  

S&P Global raised its rating on Poland by one 
notch to A- on Friday, citing the country's strong 
economic growth and fiscal performance. 
"This decision means attracting a bigger number 
of investors to Poland. It means safety on the 

financial markets," Morawiecki told private radio 
RMF FM.  
S&P had cut Poland's rating at the start of 2016, 
saying the new PiS government, which took 
power in late 2015, was weakening the 
independence of key state institutions. 
"For me this is a road sign that we are moving in 

the right direction from the perspective of Polish 
families, Polish citizens. It also confirms that it is 

not so bad when it comes to institutional 
reforms, judiciary reforms," Morawiecki said.  
Under the rule of PiS, a conservative, nationalist 
party, Poland has grown increasingly isolated 
within the European Union, which it joined in 

2004, because of concerns in Brussels that PiS 
was undermining democratic standards. 
Poland's president named 27 new judges to the 
Supreme Court on Wednesday as part of a 
judiciary reform pursued by the ruling party that 
has triggered an EU lawsuit. 

 
(Reporting by Agnieszka Barteczko 
Editing by Gareth Jones) 
(( agnieszka.barteczko@thomsonreuters.com ; 
+48226539700; Reuters Messaging: 
agnieszka.barteczko.reuters.com@thomsonreuters.net 
)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Poland's 2018 general government 

deficit seen at 1 pct/GDP   

13-Oct-2018  
WARSAW, Oct 13 (Reuters) - Poland's general 

government deficit will fall to 1 percent of 
national output this year from 1.5 percent in 
2017, the finance minister said on Saturday, a 
day after S&P rating agency raised its credit 
rating for the country citing its robust 
economy. 

In its annual update of the convergence plan, 

which Poland submits to the European 
Commission, the finance ministry had assumed a 
general government deficit at 2.1 percent of 

gross domestic product (GDP) this year.  

The general government balance takes into 

account total spending by the national 
government, local authorities and state bodies. 
"I assume that a deficit at around 1 percent of 
GDP could be realistic this year," Finance 
Minister Teresa Czerwinska told a press 
conference.  

S&P Global, which on Friday raised its rating of 

Poland by one notch to A- citing its strong 
economic growth and fiscal performance, 
forecast a 2018 general government deficit of 
0.9 percent of GDP. 
Czerwinska said that following the rating 
upgrade Poland could consider more bond issues 
on foreign markets.  

"I think that with such a high rating there is 

some room for considering a slightly greater 
openness, with the reservation that we would 
like to maintain the current relation of domestic 
debt versus foreign debt," Czerwinska also said.  
Poland did not issue bonds on foreign markets in 
the third quarter, but the finance ministrty does 

not rule out foreign issues in the fourth quarter.  
 
(Reporting by Agnieszka Barteczko 
Editing by Gareth Jones) 
(( agnieszka.barteczko@thomsonreuters.com ; 
+48226539700; Reuters Messaging: 
agnieszka.barteczko.reuters.com@thomsonreuters.net 
)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Romania 

Balance of payments and external debt 

– August 2018  

15-Oct-2018  
In January - August 2018, the balance-of-

payments current account, the balance-of-
payments current account posted a deficit of 
EUR 5,830 million, compared with EUR 4,231 
million in January - August 2017; the deficit 
on trade in goods widened by EUR 1,472 
million, the surplus on services income 
narrowed by EUR 123 million, the deficit of 
the primary income balance contracted by 
EUR 304 million, and the surplus of the 
secondary income balance decreased by EUR 
308 million.  

Non-residents' direct investment in Romania 

totalled EUR 2,863 million (compared with EUR 
2,955 million in January - August 2017), of 
which equity (including estimated net 
reinvestment of earnings) amounted to EUR 
2,517 million and intercompany lending recorded 
a net value of EUR 346 million.  
In January - August 2018, total external debt 

increased by EUR 648 million, of which:  
Long-term external debt at end-August 2018 

stood at EUR 67,395 million (68.8 percent of 
total external debt), down 1.6 percent from end-
2017;  
Short-term external debt at end-August 2018 
amounted to EUR 30,614 million (31.2 percent 

of total external debt), up 6.1 percent against 
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end-2017.  

Long-term external debt service ratio ran at 

21.5 percent in January - August 2018 against 
25 percent in 2017. At end-August 2018, goods 
and services import cover stood at 4.7 months, 
as compared to 5.4 months at end-2017.  
At end-August 2018, the ratio of the National 
Bank of Romania's foreign exchange reserves 
to short-term external debt by remaining 

maturity came in at 69.6 percent, against 79 
percent at end-2017.  
Methodological Notes  

1. Data are updated on a monthly basis. 
Data for the current period together with the 
revised data for the base period are available 
under Data sets; historical monthly and 
quarterly data back to 2005 are available in the 

Interactive database.  
2. The international standard framework for 
statistics on the transactions and positions 
between an economy and the rest of the world is 
set forth in the sixth edition of the the IMF's 
Balance of Payments and International 
Investment Position Manual (BPM6). The BPM6 

methodology has been transposed into the EU 
legislation based on Commission Regulation (EU) 
No 555/2012 on Community statistics 
concerning balance of payments, international 
trade in services and foreign direct investment, 
as regards the update of data requirements and 

definitions.  
3. In order to analyse current account data, 

the following aspects should be considered:  
1. 3.1. Goods (on a BOP basis): Source: 
National Institute of Statistics (NIS) - 
International Trade of Goods. Imports FOB are 
calculated by the NBR based on the CIF/FOB 

conversion factor set by the NIS. The balance of 
payments principle consists in entering goods 
based on the 'change in economic ownership' 
criterion (goods acquired by residents are 
included, irrespective of whether the goods cross 
the country border or not), while in international 
trade statistics goods are recorded based on the 

'cross-border' criterion (goods are recorded 
when crossing the border, irrespective of 
whether they belong to residents or not). In 

order to ensure compliance with the 'change in 
economic ownership' principle, the NIS data are 
adjusted by the NBR, so that the values of 

exports and imports of goods in the BOP 
statistics are different from those in international 
trade statistics. . The main difference between 
the two types of statistics comes from 
manufacturing services on physical inputs owned 
by others which, according to BPM6, has been 
reclassified fromGoods to Services and the data 

source has been changed from International 
Trade in Goods to the Quarterly Survey on 
international trade in services conducted by the 
NBR;  

2. 3.2. Services: Source: Quarterly Survey 
on International Trade in Services;  
3. 3.3. Primary income: includes 

compensation of employees, investment income 
(direct investment, portfolio investment, other 
investment) and other primary income (taxes, 

subsidies);  

4. 3.4. Secondary income: includes current 

private transfers and transfers of the general 
government.  
• Foreign direct investment: The 
permanent debt between affiliated financial 
intermediaries (banks, NBFIs) is not treated as 
direct investment, but recorded under financial 

account/other investment.  
• The balance of external public debt is 
cash-based (excluding unmatured accrued 
interest). External direct public debt includes 
external loans taken directly by the Ministry of 
Public Finance and local governments in 

compliance with the legislation on public debt, 
including the financial instruments acquired by 
non-residents - calculated at market value. 

External publicly guaranteed debt includes 
external loans guaranteed by the Ministry of 
Public Finance and local governments in 
compliance with the legislation on public debt. 

According to BPM6, the allocation of SDRs (item 
I.3.1 in the table) is included in the long-term 
external debt.  
• Long-term external debt service ratio is 
calculated as a ratio of long-term external debt 
service to exports of goods and services.  
• Import cover is calculated as a ratio of 

the international reserves (foreign exchange + 
gold) at the end of period to average monthly 
imports of goods and services for the period 
under review.  

• Short-term external debt by remaining 
maturity refers to the short-term external debt 

outstanding at the end of period plus the 
payments related to long-term external debt due 
in the following 12 months.  
 
(C) Copyright 2018 - National Bank of Romania 
 
 
 

Slovenia 

IMF calls on countries to carry out 

structural reforms and to strengthen 

resilience to future economic shocks  

15-Oct-2018  
Representatives of the IMF and the World 
Bank gathered at their annual meetings, this 
year held in Indonesia. Alongside 
representatives of the finance ministry, the 
Slovenian delegation included Primož Dolenc, 
the deputy-governor of the Bank of Slovenia, 
and Irena Vodopivec Jean, a vice-governor.  

The IMF is continuing to forecast moderate 

growth for the global economy (3.7%), while 
growth in the euro area is expected to reach 2% 
this year, and 1.9% next year. In light of the 
probable deterioration in the economic outlook, 

the IMF again called on countries to take 
advantage of economic indicators that remain 
good for the moment to carry out the necessary 

reforms and to strengthen the resilience of the 
economic and financial system to future shocks 
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and the anticipated changes in the cycle. It sees 

the key as carrying out the necessary reforms to 

make a positive contribution to fiscal 
consolidation and economic growth.  
At the same time there is a need for measures 
to ensure the stability of the financial system, as 
any imbalances in the financial system could be 
reflected very rapidly in the real economy. In 

the years after the global financial crisis, and in 
conjunction with other economic policies, an 
accommodative monetary policy succeeded in 
driving economic growth in various countries to 
its current high levels, but in the upcoming 
period monetary policy will gradually normalise 

in the majority of economic regions.  
The main risks to the global economy 
highlighted by the IMF were the rise in 
protectionism and barriers to international 
trade, the imminence of Brexit, and 
geopolitical tensions.  

At the meetings the Slovenian delegation joined 
the calls for open international trade, and for the 
resolution of disputes within the framework of a 

rules-based system, as this is of vital importance 
to Slovenia, as a small, export-oriented 
economy.  
 
(C) Copyright 2018 - Bank of Slovenia 
 
 

Slovenia sees 2018 budget surplus of 

0.5 pct of GDP  

19-Oct-2018  
LJUBLJANA, Oct 19 (Reuters) - Slovenia's 

budget surplus should reach 235 million euros 
($270 million), or 0.5 percent of gross 
domestic product, this year versus 0.1 percent 

in 2017, the statistics office said on Friday, 
citing the forecast of the finance ministry. 

The surplus will be larger than the finance 
ministry forecast a year ago, when it was 
projected at 0.4 percent of GDP. 
The office also said public debt will increase to 
32.1 billion euros this year from 31.9 billion in 
2017, but economic growth will decrease it as a 

percentage of GDP. It will reach 70.3 percent of 

GDP this year versus 74.1 percent last year. 
Slovenia, which narrowly avoided an 
international bailout of its banks in 2013, 
returned to growth a year later. A robust 
expansion, based on exports, investments and 

household spending, enabled it to erase budget 
deficits and reduce debt. 
Finance Minister Andrej Bertoncelj said last week 
the country expects a surplus of 0.2 percent of 
GDP in 2019 and debt is due to fall to 66.6 
percent of GDP, mainly because of economic 
growth. 

The government expects the economy to expand 
by 3.7 percent in 2019 versus 4.4 percent this 
year. 

 
($1 = 0.8732 euros) 
(Reporting By Marja Novak) 
(( Marja.Novak@thomsonreuters.com ; +386-1-
5058805, Reuters Messaging: 
marja.novak.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

Turkey 

Turkey returns to international debt 

market with pricey $2 bln Eurobond  

17-Oct-2018  
ANKARA, Oct 17 (Reuters) - Turkey saw strong 

demand in its return to the international bond 
market on Wednesday, with a $2 billion 
Eurobond three-times oversubscribed, in a 
higher-yielding issuance seen as a test for 
restoring investor confidence following a 
currency crisis. 

Turkey's lira has fallen some 35 percent this 

year, hit by concerns about President Tayyip 
Erdogan's grip on monetary policy and a 
diplomatic rift with the United States.  
But there are some signs of recovery. A Turkish 
court last week freed a U.S. evangelical 
Christian pastor who had been on trial on 

terrorism charges. The preacher, Andrew 
Brunson, had been at the heart of the diplomatic 
stand-off and his return has helped push the lira 
to its firmest in two months - since the height of 
the crisis. 
Turkey's Treasury said it priced the five-year 
Eurobond at 7.5 percent. That compared to 
the 6.2 percent it paid on a 10-year Eurobond 

in April and the 5.2 percent on another 10-
year Eurobond in January. 

It also had to pay a higher premium over U.S. 
Treasuries, with the spread rising to 4.475 
percentage points from 2.667 percentage points 
in January. The sale was another sign of 
"normalisation" for Turkey, said Timothy Ash of 
BlueBay Asset Management. 

"Positive development - should provide 
something of a benchmark for banks/corporates 
to re-access international capital markets, 
helping with USD liquidity," he said in an 
emailed note. 
U.S. investors bought 60 percent of the issuance 
while 34 percent was bought by investors from 

Britain and other European countries, the 

finance ministry said. 
Turkey has now borrowed $6 billion in 
Eurobonds so far this year, largely completing 
the planned 2018 external borrowing 
programme, with U.S. interest growing in 
each of the three issuances. 

The lira's sell-off worried investors about the 

fragility of the economy, which is reliant on 
foreign debt.  
Banks are seen as particularly vulnerable, 
because of both their own external financing and 
the likelihood that the crisis will cause more 
firms to default on debts at home. 
 
(Reporting by Nevzat Devranoglu; 
Writing by Ezgi Erkoyun 
Editing by David Dolan) 
(( ezgi.erkoyun@thomsonreuters.com ; +90-212-350 
7051; Reuters Messaging: 
ezgi.erkoyun.thomsonreuters.com@reuters.net ;)) 
(c) Copyright Thomson Reuters 2018. 
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Ukraine 

Ukraine tells IMF it can balance books 

after tax tweak  

18-Oct-2018  
By Natalia Zinets 
KIEV, Oct 18 (Reuters) - Ukraine is trying to 

reassure the International Monetary Fund that 
it can keep its budget deficit in check despite 
planning a change to how companies are 
taxed that may cause a $1.5 billion revenue 
shortfall, the head of a parliament tax 
committee said. 

Ukraine's quest for more aid has already hit a 

snag due to the country's patchy record on 
implementing reforms and refusal to hike gas 
prices. The proposed switch to taxing firms on 
withdrawn capital rather than profits may put 
another spanner in the works. 
Kiev is hoping to secure more IMF money before 

its $17.5 billion programme expires next year, 
when it must service a growing external debt 
burden and faces potential political instability 
from two elections. 
Little information has trickled out about the 
current state of negotiations since an IMF 

mission came to Kiev in September. But 
lawmakers on the tax committee are privy to the 
government's thinking as parliament begins 

debating the 2019 budget. 
Ukraine last month asked the IMF to drop 
objections to the tax plan and asked the Fund 
to delete from their memorandum a clause 
forbidding Ukraine from changing its tax 
system during the programme, Nina 

Yuzhanina told Reuters. 

The IMF and the finance ministry did not 
immediately provide comment for this story. 
The finance ministry's latest estimates, which 
have not been previously made public, show 
Ukraine may face a 42 billion hryvnia ($1.5 
billion) budget shortfall for the tax tweaks, said 

Yuzhanina, head of the Committee on Taxation 
and Customs Policy. 

"The Ministry of Finance has already presented 
to the IMF the option of a neutral impact on the 
budget," she told Reuters in an interview. "This 
was at the end of September and the beginning 
of October." 

The government has the tools to make up for 
the revenue shortfall, "but the IMF until today 
does not see such opportunities. They have 
ceased to trust us," she said. 
Supporters of the tax change say it will free up 
companies to invest and grow their business, 
helping Ukraine recover from a deep crisis in 

2014-2015 when its gross domestic product 
shank by almost 16 percent. 

Dmytro Shymkiv, who was Deputy Head of the 
Presidential Administration at the time, in March 
published extracts from a letter from the Fund 
on his Facebook page, outlying the IMF's 

objections to the proposal. 
The IMF expressed "serious concerns about the 

loss in revenues" that could undermine Ukraine's 

fiscal sustainability, and also worried the 

proposal could help companies avoid tax. 
Yuzhanina said Ukraine believes the measure 
would actually reduce the scope for corruption 
and simplify the tax burden on companies. 
 
($1 = 28.0200 hryvnias) 
(Reporting by Natalia Zinets; Writing by Matthias 

Williams; Editing by Hugh Lawson) 
(( matthias.williams@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Fitch Says Negative Latin America 

Sovereign Rating Pressures Emerge  

18-Oct-2018  
Oct 18 (Reuters) - Fitch: 
Fitch says negative Latin America sovereign 
rating pressures emerge. 

Fitch says several Latin American sovereigns 
including Argentina, Brazil, Costa Rica and 
Ecuador are facing complicated fiscal, 
government debt outlook. 
Fitch says negative rating pressures have 

emerged for Latin American sovereigns since 
2q18 from tightening financing conditions, 

challenging growth dynamics, country-specific 
risks. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentina 

Moody's Says Argentina's Economy 

Vulnerable To Recession Through 2019  

18-Oct-2018  
Oct 18 (Reuters) - Moody's: 
Moody's says Argentina's economy vulnerable 
to recession through 2019, but faces limited 
refinancing risks. 

Moody's says multiple economic shocks and a 
contractionary policy response will throw the 
argentine economy into recession through 2019. 

Moody's says funding from IMF program to 
materially reduce Argentina's need to tap 
international capital markets to cover its 
financing requirements. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 
 

Argentine crisis to hammer growth 

outlook for years  

19-Oct-2018  
By Bruno Federowski 
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BRASILIA, Oct 19 (Reuters) - Argentina's 

efforts to curb a budget deficit, tame inflation 
and restore confidence are likely to drag down 
its economy for years to come, a Reuters poll 
showed, as it struggles to break out of a 
decades-long vicious cycle of financial crises. 

Latin America's No. 3 economy is set to shrink 2 
percent in 2018, according to the median of 16 
estimates taken Oct. 11-17, and then hold flat in 
2019. 

That is a sharp change from the 1.2 percent and 
2.3 percent growth rates predicted in Reuters' 
previous long-term economic poll, published in 
July, underscoring how economists were caught 
by surprise by the magnitude of the recent 
crisis. 
It was by far the largest revision among the six 

Latin American countries included in the survey, 
whose growth outlook remained mostly 
unchanged. 
But such a contraction would hardly be unheard 
of -- in fact, it would be just the latest in a cycle 
of downturns where GDP shrank in 2012, 2014 

and 2016. 
Argentina, together with Turkey, is widely 
seen as the emerging-market economy most 
vulnerable to the steps taken by central banks 
in rich countries to remove monetary 
stimulus. 

Doubts over President Mauricio Macri's ability to 
stabilize the economy magnified the effect of an 
emerging-market selloff, driving outflows that 

led the administration to strike a funding deal 
with the International Monetary Fund (IMF). 
Still, a recent Reuters poll showed that 
agreement is unlikely to shield the peso from 
further losses, forcing the central bank to keep 
monetary policy tight while government efforts 
to plug a budget deficit weigh on economic 

activity. 
"We believe that the authorities are 
committed to the key objectives agreed with 
the Fund, which should reduce financing 
needs in the near-term. However, these 
measures will also likely underpin a longer 
and deeper economic recession than 

previously anticipated," economists at Credit 

Suisse wrote in a report. 

The IMF deal, which includes tax hikes and 
spending cuts meant to address fiscal 
imbalances, has sapped Macri's popularity, as 
many Argentines blame IMF-imposed austerity 
policies for exacerbating a 2001-2002 economic 
crisis.  
Macri, who took over from his Peronist 

predecessor Cristina Fernandez pledging to 
introduce business-friendly policies, will run for 
re-election next year, and many economists 
pointed out that his chances have suffered as a 
result of the recent crisis, though he remains a 
top contender. 

With inflation expected to hit 33.5 percent this 

year and barely slow down to 28.5 percent in 
2019, Macri may have a hard time lifting his 
approval rates from recent lows. 
Argentina's election next year will be the latest 
in a pivotal cycle of Latin American presidential 

votes.  

In fact, Argentina's economic fortunes are likely 

to be influenced by the outcome of Brazil's 
elections this year, as Latin America's largest 
economy, a main trade partner, slowly emerges 
from a deep recession. 
Brazil's GDP is likely to grow 1.4 percent in 
2018 and 2.5 percent in 2019, the poll 
showed, compared with 1.7 percent and 2.5 

percent in the previous survey. 

This suggests that economists are confident that 
the winner of this month's vote will manage to 
implement several unpopular measures they 
believe necessary to curtailing government debt 
and protecting the recovery, such as a reform of 
the country's costly pension system. 

With less than two weeks before a second-round 

vote, far-right lawmaker Jair Bolsonaro is 
looking increasingly certain to secure victory 
against leftist Fernando Haddad, who is standing 
in for jailed former President Luiz Inácio Lula da 
Silva. 
Bolsonaro has tapped a University of Chicago-

trained banker as his main economic adviser and 
his once-tiny party will hold the second-most 
seats in the lower house, suggesting he could 
have an easier-than-expected time negotiating 
lawmaker support. 
Yet contradictory remarks by members of his 
team in recent weeks have raised some 

concerns over his commitment to a free-market 
agenda.  

His fiery rhetoric on subjects such as women's 
rights and race, as well as his defense of Brazil's 
military government in the sixties and seventies, 
have also led some observers to question 

whether he could struggle to garner allies. 
 
(Reporting by Bruno Federowski 
Editing by Ross Finley and Susan Thomas) 
(( Bruno.Federowski@thomsonreuters.com ; +55 61 
3426 7015; Reuters Messaging: 
bruno.federowski.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Chile 

Chile central bank hikes benchmark 

rate with eye on inflation targets  

18-Oct-2018  
Oct 18 (Reuters) - Chilean central bank 

policymakers made a surprise decision to 

increase the benchmark interest rate by a 
quarter percentage point on Thursday, with 
an eye on ensuring inflation remains close to 
target levels amid an uptick in domestic 
activity.  
Central bank policymakers unanimously decided 
to raise the benchmark interest rate by 25 basis 
points to 2.75 percent, ending a long cycle of 

expansive monetary policy, and contrary to 

market expectations. 
A traders' poll conducted by the bank on Oct. 12 
suggested the rate would hold steady at 2.50 
percent for the month. 
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"The Council considers that monetary stimulus 

should begin to be reduced to ensure that 

inflation prospects remain close to the target," 
the central bank said in a statement. 
 
(Reporting by Santiago newsroom, writing by 
Cassandra Garrison 
Editing by James Dalgleish) 
(( cassandra.garrison@thomsonreuters.com )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Colombia 

Colombia approves $84.7 bln 2019 

budget, spending raised 10.9 pct  

18-Oct-2018  

BOGOTA, Oct 17 (Reuters) - Colombia's 

Congress approved an $84.7 billion budget for 
2019 on Wednesday, though the government 
will need to pass an additional financing law 
to generate $4.5 billion in revenue for social 
spending. 

Budget proposals for the following year must be 
submitted before July 20 , so President Ivan 

Duque's new government, which took office on 
Aug. 7, could not modify the proposed total 
sum. 
Duque's government did tack on increased social 
funding, which will have to be financed 
separately. 

"At this time the budget is not financed and so 

before the first of January we need to find a way 
to fulfill the rules of our budget statutes," 
Finance Minister Alberto Carrasquilla told 
lawmakers. 
The government has said it plans to propose a 
law to cover the missing funds, increase tax 
revenue from individuals and reduce duties on 
companies. 

"The financing law will be presented to Congress 
and the objective will be to furnish the needs of 
the current imbalance," Carrasquilla said. 
The measure must be approved before year-end 
to come into force in January. 
The 258.9 trillion peso budget is 10.9 percent 

higher than that for the this year. It allocates 

160.2 trillion pesos for government operating 
costs, 9.3 percent higher than last year, and 
46.8 trillion pesos for investment, a 20 percent 
increase from 2018. 
The government estimates the economy will 
expand 2.7 percent this year, compared with 1.8 
percent in 2017. 

 
($1 = 3,055.93 Colombian pesos)  
(Reporting by Carlos Vargas and Nelson Bocanegra; 
Writing by Julia Symmes Cobb; Editing by Richard 
Borsuk) 
(( julia.cobb@thomsonreuters.com )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Costa Rica 

Moody's Places Costa Rica's BA2 

Ratings On Review For Downgrade  

18-Oct-2018  

Oct 18 (Reuters) - Moody's Corp: 
Moody's places Costa Rica's BAa2 ratings on 
review for downgrade. 

Moody's says prospects of continuing worsening 
of fiscal & government debt indicators is key 
driver for placing Costa Rica's ba2 ratings on 

review for downgrade. 
Moody's says reservations about Costa Rica 
government's ability to implement effective fiscal 
consolidation plan also driver for placing ratings 
on review for downgrade. 
Moody's says Costa Rica's long-term country 

ceilings are not affected by its ba2 ratings on 
review for downgrade. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Venezuela 

Fitch Affirms Venezuela's Foreign-

Currency IDR At 'RD'  

15-Oct-2018  
Oct 15 (Reuters) - Fitch: 
Fitch affirms Venezuela's foreign-currency 
IDR at 'RD'. 

Fitch says has affirmed Venezuela's long-term 

foreign-currency issuer default rating at 'rd'; 
there is no outlook on the IDR 
Fitch says rating affirmation reflects 
Venezuela's failure to cure default on its long-
term foreign currency sovereign bonds. 

Fitch says Venezuela's "external liquidity is very 

weak". 
Fitch says Venezuela's fiscal deficits are 
expected to remain elevated and financed by 
printing money, fueling inflation. 
Fitch says does not expect Venezuela's Maduro 
administration to propose or implement an 
economic stabilization program in near term. 

Fitch says tight financing conditions aggravated 
by sanctions, lower oil production, political 

uncertainties to continue to hurt Venezuela's 
economic performance. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 

AFRICA 
 

Egypt 

Egypt looks to tap Asian debt markets 

under debt restructuring  

13-Oct-2018  
By Fransiska Nangoy and Ed Davies 
NUSA DUA, Indonesia, Oct 13 (Reuters) - Egypt 

is considering issuing bonds in currencies 
other than the euro and the U.S. dollar after 
launching a roadshow in Asia, Finance 
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Minister Mohamed Maait told Reuters on 
Saturday, as the government steps up efforts 

to improve its debt structure.  

The minister met investors in Seoul last week 
and plans to continue the marketing trip to 
Singapore, Japan and Malaysia among other 
countries, Maait said in an interview on the 
sidelines of the International Monetary Fund and 
World Bank annual meetings in the resort island 

of Bali. 
Egypt raised 2 billion euro in bonds in April, 
its first issue in the single currency, and is 
planning to sell more euro-denominated debt 
next year.  

Maait said response from the non-deal roadshow 
in South Korea was "very positive" and the 
government had been "advised to try to issue in 

Asia". 
"We are thinking about issuing in other 
currencies," Maait said. "No decision has been 
made yet, but all options are open and we are 
considering it and we will make a decision in the 
near future." 
The plan comes amid efforts to rearrange 

Egypt's debt structure as it faces a tough foreign 
repayments schedule over the next two years, 
as well as a rising oil import bill. 
At the same time, foreign holdings of its 
government debt have fallen due to outflows 
amid emerging market turbulence.  
In July, the government said foreign holdings of 

Egyptian treasuries had fallen to $17.5 billion at 

the end of June from $23.1 billion three months 
earlier. 
The government, which has borrowed heavily 
from abroad since it drew up an economic 
reform programme with the IMF in 2016, is 
planning to expand its investor base, lengthen 
maturity of its debt from short term, and seek 
cheaper borrowing, Maait said. 

Emerging markets have seen bond yields jump 
in recent months as outflows spiked due to 
escalating trade tension between the United 
States and China, and expectation for further 
hikes in U.S. interest rates as the American 
economy picks up speed. 
In its 2018/19 budget, Egypt is targeting 

average interest rates for government debt of 
14.7 percent, down from 18.5 percent in fiscal 
year ending June 2018. 
To manage the cost of oil imports, Egypt has 
signed hedging contracts for its oil imports and 
everything was in place to launch this, the 

minister said.  
"We are ready to press the button at any 
moment," the minister said. 
Egypt is also looking into implementing similar 
insurance measures for other commodities 
including wheat, he said. 
The country is among the biggest importers of 

wheat in the world. 
 
(Reporting by Fransiska Nangoy and Ed Davies 
Editing by Shri Navaratnam) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

 
 

Egypt plans to issue international 

sovereign sukuk in 2019-2020  

17-Oct-2018  
CAIRO, Oct 17 (Reuters) - Egypt plans to issue 

its first international sovereign sukuk, or 
Islamic bonds, in the 2019-2020 financial 
year, Finance Minister Mohamed Maait told 
Reuters on Wednesday.  

Maait did not give the size of the planned 
offering. Egypt is aiming to issue about $20 
billion in foreign currency-denominated bonds by 
2022. 
Issuing sukuk could allow Egypt to attract a 

new class of investor as it implements a 
three-year IMF-backed economic reform 
programme agreed in late 2016. 

The country has borrowed heavily from abroad 
since then and faces a tough repayment 
schedule and a rising bill for oil imports. 
Egypt's foreign debt stood at $92.64 billion at 
the end of June, an increase of 17.2 percent 

from the previous year.  
Egyptian officials have previously announced 
their intention to issue Islamic bonds, but the 
plans did not materialise. 
 
(Reporting by Ehab Farouk 
Writing by Aidan Lewis 
Editing by Matthew Mpoke Bigg) 
(( Aidan.Lewis@tr.com ; +20-1001174410; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Kenya 

Fitch Affirms Kenya at 'B+'; Outlook 

Stable   

18-Oct-2018  
Fitch Ratings-Hong Kong-October 18: Fitch 
Ratings has affirmed Kenya's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'B+' with a Stable Outlook. 

A full list of rating actions is at the end of this 

rating action commentary. 
KEY RATING DRIVERS 
Kenya's ratings reflect its strong medium-
term growth prospects balanced against 
persistent twin deficits and elevated public 
and external debt levels. 

Fitch has raised its growth forecast for 2018 to 
6%, supported by favourable weather conditions 
and the fading of political uncertainty around the 
August and October 2017 elections that had 

reduced growth in 2017 to 4.9%. Over the 
medium term, Fitch expects a recovery in 
private-sector credit growth and increased 
private-sector investment to keep GDP growth at 
around 6%. Fitch expects inflation to fluctuate 

within the Central Bank of Kenya's target range 
of 5% +/-2.5pp, despite the recent acceleration 

to 5.7% in September as a result of higher oil 
prices and a normalisation of agricultural output. 
Public finances remain a rating weakness, 
although progress on fiscal consolidation is 
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expected. Fitch estimates the fiscal deficit for 

the year ended June 2018 (FY18) to be 7.1% of 

GDP, well above the current 'B' median of 4.3% 
but significantly lower than the 8.9% in FY17. 
Fitch forecasts the FY19 fiscal deficit to fall to 
6.6% of GDP, which is above the government's 
deficit target of 5.6%, reflecting a record of 
under-shooting revenue targets. New tax 

measures, including a VAT on fuel and increased 
taxes on some electronic payments, will help to 
improve revenue performance, although the 
government scaled back some of the new taxes 
in response to protests. 
The government's expenditure framework will 

continue to be driven by the Big Four Agenda, 
which focuses on manufacturing, health care, 
affordable housing and agriculture. Government 

capital expenditure will fall relative to GDP as 
many of the large public infrastructure projects 
are moving towards completion. Phase 2A 
(Nairobi to Naivasha) of the standard gauge 

railway (SGR) has commenced and the 
government expects it to be completed by June-
2019. The government is currently arranging 
financing for Phase 2B (to the Ugandan border). 
General government debt was 57% of GDP at 
FYE18, unchanged from FYE17, and will 
increase slightly in FY19 before plateauing in 
subsequent years as Kenya's primary fiscal 
deficit narrows to 2% of GDP in FY20. The 

primary deficit averaged 4.5% of GDP in FY14 

to FY18. The increase in government debt over 

those years brought interest service to 21.5% of 
revenue in FY18, higher than the current 'B' 
median of 11.9%. 
The current account deficit (CAD) will narrow to 
5.3% of GDP in 2018, from 6.4% in 2017, as 

remittances, tourism receipts and agricultural 
exports increase. However, the CAD will only 
decline moderately to 5% through 2020 as 
export levels return to normal and oil prices 
raise the import bill. The Kenyan shilling 
appreciated in early 2018, but has remained 
mostly stable in 2018 despite a broader 

emerging-market selloff and the expiry of the 
IMF Standby Credit Facility (SCF), trading 
between KES100 and KES102 to the US dollar 

since February. Tightening global financing 
conditions are expected to exert some 
downward pressure on the shilling. Kenya's FX 

reserves of USD9 billion (5 months of current 
external payments) as of June 2018 provide a 
comfortable level of liquidity. 
Non-performing loans in the banking sector 
increased to 12% of total loans in 1H18 owing to 
trouble with a few big corporate borrowers. The 
recent cuts in the central bank policy rate will 

add to pressures on bank performance as 
lending interest rates are capped at 400bp 
above the central bank rate. However, Fitch 
does not expect the banking sector to weigh 

significantly on the sovereign's creditworthiness. 
Credit growth declined to 2% in 2017 but has 
started to recover as political uncertainty has 

faded. 
Structural factors constrain the sovereign's 
ratings. Kenya is in the 22nd percentile of the 

UN Human Development Index. Kenya's 

governance indicators are weaker than the 

current 'B' median. Additionally, Kenya has a 
history of instability around national elections, 
the next of which is scheduled for 2022. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Kenya a score 

equivalent to a rating of 'B+' on the Long-Term 
Foreign-Currency (LT FC) IDR scale. 
Fitch's sovereign rating committee did not adjust 
the output from the SRM to arrive at the final LT 
FC IDR. 
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 a positive rating action 
are: 
•A significant decline of government debt/GDP; 

•A narrowing in the current account deficit 
and/or a decline in net external indebtedness; 
and 
•An improvement in structural indicators, for 

example higher GDP per capita or an 
improvement in governance indicators. 

The main factors that, individually or 
collectively, could lead to a negative rating 
action are: 
•Failure to stabilise government debt/GDP; 
•Widening of the current account deficit or 
increases in net external debt. 
KEY ASSUMPTIONS 

Fitch assumes the global economy evolves 
broadly in line with the projections in its latest 
"Global Economic Outlook". 
The full list of rating actions is as follows: 
Long-Term Foreign- and Local-Currency IDRs 

affirmed at 'B+'; Outlook Stable 
Short-Term Foreign- and Local-Currency IDRs 

affirmed at 'B' 
Country Ceiling affirmed at 'BB-' 
Issue ratings on long-term senior unsecured 
foreign- and local-currency bonds affirmed at 
'B+' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
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Nigeria 

Nigeria plans to cut 2019 budget and 

lower debt to boost revenues  

18-Oct-2018  
By Camillus Eboh 
ABUJA, Oct 18 (Reuters) - Nigeria plans to cut 

its 2019 budget to lower debt, its budget 
minister said on Thursday, a day after 
parliament approved a new $2.8 billion 
Eurobond issue but warned of a debt 
overhang. 

Next year's budget was planned to be 5.15 

percent lower than this year at 8.65 trillion 
naira, the minister, Udoma Udo Udoma, told 

reporters when he presented the 2019-2021 
Medium Term Fiscal Framework & Fiscal 
Strategy Paper, a draft document on which the 
budget is base. 
The fiscal paper needs to be approved by the 
government and parliament before the budget 
is finalised. 

The Senate on Wednesday approved a $2.786 
billion Eurobond issue, meant to part finance the 
2018 budget but advised the government to 
boost revenues and limit borrowings. 
Udoma said the government earned 2.48 trillion 

naira in the first eight months of this year, 
compared with 2.6 trillion naira last year, helped 
by higher oil prices. 

Oil production, which Nigeria relies on for about 
two-thirds of government revenues, was at 1.9 
million barrels per day in the second quarter, 
against an estimated 2.3 million barrels per day, 

budgeted for 2018, Udoma said. 
The draft budget ministry document showed 
that Nigeria could earn 306 billion naira via 
privatisations in 2018 and another 5 billion 
naira from the sale of non-oil assets. 

However, it said the West African country faced 
significant medium-term fiscal challenges, 
especially with respect to revenue generation 

and that key reforms would be implemented to 
improve collection and expenditure 

management. 
It did not mention any specific reforms. 
The 2019-2021 document expects inflation to 
fall to single-digit to 9.98 percent by 2019 from 
11.28 percent in the second quarter and sees 

gross domestic product of 3 percent for 2019 
from 1.5 percent achieved in the second quarter. 
The draft document said the government was 
making some provision for a possible minimum 
wage increase. Labour unions have been 
negotiating with government on a new minimum 
wage following a currency devaluation and fuel 

price hike two years ago. 
 
(Writing by Chijioke Ohuocha 
Editing by Richard Balmforth) 
(( chijioke.ohuocha@thomsonreuters.com ; +234 703 
4180 621; Reuters Messaging: 
chijioke.ohuocha.thomsonreuters@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

 

South Africa 

Moody's ratings review of South Africa 

to come after next week's budget   

16-Oct-2018  
CAPE TOWN, Oct 16 (Reuters) - South Africa 

expects Moody's to release its ratings review 
after next week's medium term budget policy 
statement (MTBPS), Dondo Mogajane, the 
director general of the National Treasury said 
on Tuesday. 

Mogajane said he met Moody's representatives 
at an international financial conference in Bali 

last week and told Reuters that the ratings 
agency "will obviously get back to us after the 

MTBPS." 
Moody's, the last of the top three agencies to 
still rate the country investment grade, did not 
publish the review on Friday as was widely 

expected. 
 
(Reporting by Wendell Roelf 
Writing by Mfuneko Toyana 
Editing by James Macharia) 
(( mfuneko.toyana@thomsonreuters.com ; 
+27117753153; Reuters Messaging: 
mfuneko.toyana.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Tunisia 

Tunisia will not impose new taxes in 

2019   

15-Oct-2018 5  
TUNIS, Oct 15 (Reuters) - Tunisia will not 

impose new taxes on citizens next year and 

will cut the tax burden for some sectors to 
boost growth, according to a draft budget, 
after years of tax hikes that have stoked 
public anger and sometimes violent protests. 

The draft, seen by Reuters on Monday, also 
showed Tunisia's economy growing in 2019 by 
3.1 percent, up from an estimated 2.6 percent 

this year. It expanded by 1.9 percent last year. 

Prime Minister Youssef Chahed has said 2018 
will be the last difficult year for Tunisians, but 
his government is under pressure from the 
International Monetary Fund to trim the budget 
deficit by cutting subsidies and reforming the 
public sector. 
However, the draft showed the 2019 budget 

would be 8 percent bigger than this year, 
totalling some 40.6 billion Tunisian dinars 
($14.21 billion). It did not say how the 
expansion would be funded. 
It also showed the budget deficit falling to 3.9 
percent of gross domestic product in 2019, from 

about 5 percent expected this year. 

Tunisia has financing needs worth 10 billion 
dinars next year, including 7 billion dinars of 
external borrowing - almost the same level as 
this year, an official told Reuters last month. 
Tunisia, praised as the only democratic success 
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among the nations which experienced "Arab 

spring" revolts, has relied much on foreign loans 

in recent years. 
The government will halve tax for companies 
operating in various sectors including 
technology, textiles, engineering and 
pharmaceuticals to 13.5 percent from 25 
percent, the draft showed. 

This year's budget raised taxes on cars, alcohol, 
telephone calls, the internet, hotel 
accommodation and other items in an effort to 
help balance the books. 
Taxes on bank profits were raised to 40 percent 
from 35 percent. Ihe government also raised 

this year by 1 percentage point the value-added 
tax and imposed a new 1 percent social security 
tax on employees and companies. 

 
($1 = 2.8580 Tunisian dinars) 
(Reporting By Tarek Amara 
Editing by Ulf Laessing and Gareth Jones) 
(( tarek.amara@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Moody's Changes Outlook On Tunisia's 

Rating To Negative, Affirms B2 Rating  

16-Oct-2018  
Oct 16 (Reuters) - Moody's Corp: 
Moody's changes outlook on Tunisia's rating 
to negative, affirms B2 rating. 

Moody's - negative outlook reflects despite 

progress on fiscal, macroeconomic reforms, 
Tunisia experiencing rising pressures in 
increasingly adverse external environment, 
diminishing buffers to sustain resilience. 
Moody's says affirmation of B2 rating is 
underpinned by Moody's expectation that Tunisia 

will continue to meet objectives of IMF program. 
Moody's says ongoing and broadening economic 
recovery also support Tunisia's economic 
strength and b2 rating. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

R&I Affirms BB, Changes Outlook to 

Negative  

18-Oct-2018  
R&I Affirms BB, Changes Outlook to Negative:  
Republic of Tunisia, Central Bank of Tunisia  

Rating and Investment Information, Inc. 
(R&I) has announced the following:  

ISSUER:  
Republic of Tunisia  
Foreign Currency Issuer Rating: BB, Affirmed 
Rating Outlook: Negative, Changed from Stable  
Central Bank of Tunisia  
Foreign Currency Issuer Rating: BB, Affirmed 

Rating Outlook: Negative, Changed from Stable 

RATIONALE:  
Tunisia's economy is recovering moderately. 
Thanks to financial assistance from 
international institutions, such as the 
International Monetary Fund (IMF), and 

foreign governments, foreign currency 

liquidity is relatively stable. In light of this, 

along with the commitment of the government 

and the central bank to correcting the country's 
external imbalances, R&I has affirmed the 
Foreign Currency Issuer Rating at BB. The 

Rating Outlook has been changed to Negative, 
reflecting R&I's concern that a delayed fiscal 
deficit reduction may cause government debt 

to remain elevated and current account 
deficits may be left uncorrected in the election 

year of 2019 and thereafter. The risk of 
accelerated inflation also warrants attention, in 
R&I's view. In addition to developments in 
financial assistance from the IMF, R&I will keep 
an eye on whether the government and the 
central bank are able to continue implementing 

effective policy measures with a focus on 
restoring economic and fiscal stability.  
Real gross domestic product (GDP) grew 2.0% in 
2017, mainly supported by a turnaround in 
tourism, an increase in agricultural production 
and stronger demand from Europe. With the 
economy remaining solid in 2018, full-year 

growth of around 2.5% is projected. Although 
R&I's most likely scenario is a continued 
moderate economic recovery, the risk of the 
growth rate falling short of the expectation 
lingers given the unstable political and security 
situations. Inflation is above 7% due primarily to 

higher crude oil prices, a weaker local currency 
and tax rate hikes. Despite a series of policy rate 

increases by the central bank, the country's 
effective policy rate is negative, and some 
forecast that inflation will exceed 8% at end-
2018.  
As restructuring of distressed state-owned banks 

progressed, their capital adequacy ratio has 
risen to a level almost the same as that of 
private-sector banks. Their profitability is 
improving as well. Albeit on a declining trend, 
the non-performing loan ratio of the entire 
banking sector is still elevated, standing at 
13.7% as of end-June 2018. With the ratio at 

state-owned banks being especially high at 
around 20%, non-performing loans remain an 
issue to be addressed.  

The current account deficit for 2017 reached 
10% of GDP. From 2018 onwards, the deficit will 
likely narrow, but only to 7-9% of GDP. 
Outstanding external debt is on the rise, 
amounting to 82.6% of GDP as of end-March 

2018. Short-term external debt (on a remaining 
maturity basis) also increased to more than 
140% of foreign reserves. Tunisia's net 
international investment position is negative, 
with large net external liabilities of about 147% 
of GDP at end-2017. Attention should thus be 

paid to the country's external vulnerability. Even 
so, the country has been receiving IMF 
disbursements steadily, and other multilateral 

and bilateral financial assistance is expected to 
continue. As long as official assistance is 
available, the government will unlikely face 
difficulties in funding.  

The central government's fiscal deficit for 2017 
was 6.1% of GDP. The ratio of expenditure to 
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GDP is higher than before Tunisia's 

democratization. Current expenditures climbed 

substantially owing to heightened personnel 
expenses and fuel subsidy payments. The 
government is pushing forward with fiscal 
consolidation, poised to contain the fiscal deficit 
to 4.9% of GDP in 2018.  
Efforts will also be directed to curbing fuel 

subsidy payments, personnel expenses and 
government support for pension funds. While 
expenditures may turn out higher than 
anticipated due, for example, to a rise in crude 
oil prices and a delay in reforms, the 
government is taking measures to generate 

necessary fiscal resources. R&I expects the fiscal 
deficit for 2018 to be contained broadly in line 
with the government's projection.  
The government laid out a plan to reduce the 
fiscal deficit to 2.5% of GDP by 2020. If this 
target is achieved, the primary balance will 
move into surplus and outstanding public debt 

will start to fall as a percentage of GDP. With 
outstanding debt standing at 70.3% of GDP as 

of end-2017, placing debt on a steady downward 
trajectory is essential for higher 
creditworthiness. Going forward, fiscal 
consolidation will require reducing current 
expenditures, such as personnel expenses and 
subsidies. Given the government's policy 
approaches focusing on agreement among 

stakeholders and the elections scheduled for 
2019, it is not easy to implement policies as 

planned. Eyes are on the government's efforts to 
curtail fiscal deficits and current account deficits, 
which R&I considers a particularly urgent issue.  
The primary rating methodology applied to this 

rating is provided at "R&I's Analytical Approach 
to Sovereigns". The methodology is available at 
the web site listed below, together with other 
rating methodologies that are taken into 
consideration when assigning the rating.  
  
(C) Copyright 2018 - R&I - Rating and Investment 
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