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ASIA 
 

Bahrain 

Fitch Rates Bahrain's USD Sukuk and 

Bonds 'BB+'  

22-Sep-2017  
HONG KONG, September 22 (Fitch) Fitch 

Ratings has assigned Bahrain's USD850 
million 5.25% sovereign global sukuk trust 
certificates due 2025 and issued by CBB 

International Sukuk Company 6 S.P.C. (CBB6) 

a final rating of 'BB+'. Fitch has also assigned 
Bahrain's USD1.25 billion 6.75% bonds due 
2029 and USD900 million 7.5% bonds due 2047 
final ratings of 'BB+'. 
The ratings are in line with Bahrain's Long-Term 
Foreign-Currency Issuer Default Rating (IDR), 

which we affirmed at 'BB+' with a Negative 
Outlook in June 2017. 
CBB6 is the issuer and the trustee of the sukuk 
incorporated primarily for the purpose of 
participating in the sukuk transactions. CBB6 is 
a single person company incorporated in the 

Kingdom of Bahrain with limited liability whose 

proprietor is the Central Bank of Bahrain. 
KEY RATING DRIVERS 
The trust certificates' rating is driven solely by 
Bahrain's 'BB+' IDR. This reflects Fitch's view 

that default of these senior unsecured 
obligations would reflect a default of Bahrain in 
accordance with Fitch's rating definitions. 
We have not considered any underlying assets 
or collateral provided when assigning a rating 
to the CBB6 sukuk, as we believe that the 
issuer's ability to satisfy payments due on the 
certificates will ultimately depend on the 
Bahraini government satisfying its unsecured 
payment obligations to the issuer under the 
transaction documents described in the 
prospectus and other supplementary 
documents. 

In addition to the Bahraini government's 

propensity to ensure repayment of the CBB6 
sukuk, in Fitch's view it would also be required 
to ensure full and timely repayment of CBB6's 
obligations due to the Bahrain government's 
various roles and obligations under the sukuk 
structure and documentation, especially - but 

not limited to - the following features: 
•On each periodic distribution date, the Bahraini 
government acting as sub-lessee will pay to the 
sub-lessor the rental which is intended to be 
sufficient to fund the periodic distribution 
amounts payable by the issuer under the 
certificates. 

•On the scheduled dissolution or following the 

occurrence of any dissolution event, the 
dissolution distribution amount payable by the 
issuer to the certificate holders will be funded by 
the government paying to the issuer. 
•The dissolution distribution amount equals (i) 



 

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 

  3 

the outstanding face amount of the certificates 

(termination payment and the deferred purchase 

price), (ii) all accrued and unpaid periodic 
distribution amounts in respect of such 
certificate. 
•The payment obligations of the Bahraini 
government (acting in any capacity) under the 
transaction documents are direct, unconditional 

and unsecured obligations, which rank pari 
passu, without any preference among 
themselves and, with all other outstanding 
present and future unsecured and 
unsubordinated obligations of the sovereign. 
The CBB6 sukuk includes a negative pledge 

provision that is binding on the Bahraini 
government, as well as financial reporting 
obligations, covenants and Bahrain event and 

default acceleration terms. The documentation 
does not contain a change of control clause. 
Certain aspects of the sukuk transaction will be 
governed by English law while others will be 

governed by laws of Bahrain. Fitch does not 
express an opinion on whether the relevant 
transaction documents are enforceable under 
any applicable law. However, Fitch's rating on 
the certificates reflects the agency's belief that 
the Bahraini government would stand behind its 
obligations. 

When assigning ratings to the sukuk certificates, 
Fitch does not express an opinion on their 
compliance with sharia principles. 
The rating on the US dollar-denominated bonds 

is in line with Bahrain's Long-Term Foreign-
Currency IDR. 

RATING SENSITIVITIES 
The ratings are sensitive to any changes in 
Bahrain's Long-Term Foreign-Currency IDR. 
The rating on the sukuk trust certificates is also 
sensitive to any changes to the roles and 
obligations of Bahrain under the sukuk's 
structure and documents. 

 
Media Relations: Rose Connolly, London, Tel: +44 203 
530 1741, Email: rose.connolly@fitchratings.com; 
Wai-Lun Wan, Hong Kong, Tel: +852 2263 9935, 
Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
Applicable Criteria 
 
 

China 

S&P downgrades China, says rising 

debt is stoking economic, financial 

risks  

21-Sep-2017  
•S&P: China's prolonged and strong credit 

growth has raised risks 
•Credit growth in next 2-3 years will remain 
at high levels 
•Gov't efforts to rein in risk could stabilize 
trend in mid-term 
•Analysts say market impact likely to be 
muted 
By Elias Glenn 

Sept 21 (Reuters) - S&P Global Ratings 

downgraded China's long-term sovereign 
credit rating on Thursday, less than a month 
ahead of one of the country's most sensitive 
political gatherings, citing increasing risks 
from its rapid build-up of debt.  

S&P's one-notch downgrade to A+ from AA- 
comes as Beijing grapples with the challenges of 
containing financial risks stemming from years 
of credit-fuelled stimulus to meet ambitious 

government economic growth targets. 
"The downgrade reflects our assessment that a 
prolonged period of strong credit growth has 
increased China's economic and financial risks," 
S&P said in a statement, adding that the ratings 
outlook was stable. 
S&P had said in June there was a "real" chance 

of a downgrade and a decision would be made 
based on whether China is able to move away 
from a credit-driven growth strategy. The 
demotion follows a similar move by Moody's 
Investors Service in May.  
While S&P's move put its China ratings on par 

with those of Moody's and Fitch, the timing 
raised eyebrows just weeks ahead of a twice-a-
decade Communist Party Congress (CPC), which 
will see a key leadership reshuffle and the 
setting of policy priorities for the next five years. 
"The downgrade is a timely reminder for the 
authorities that China needs to bite the bullet on 

some of the more painful reforms that have 
been left to last, namely corporate deleveraging 

and restructuring of state-owned companies," 
said Rob Subbaraman, an economist at Nomura 
in Singapore. 
"The focus needs to shift from quantity to quality 
of growth. I hope that later this year China 

lowers its GDP growth target to 6 percent to 6.5 
percent, or not have one at all. That would be a 
positive sign." 
The International Monetary Fund warned this 
year that China's credit growth was on a 
"dangerous trajectory" and called for "decisive 

action", while the Bank for International 
Settlements said last September that excessive 
credit growth was signalling a banking crisis in 
the next three years. 
The IMF said in August it expected China's 
total non-financial sector debt to rise to 
almost 300 percent by 2022, up from 242 
percent last year.  
While worries about China's sustained strong 

credit growth are increasing in some quarters, 
first-half economic growth of 6.9 percent beat 
expectations and some analysts said the 
downgrade would have little impact on 
financial markets.  

"The decision was a catch-up with the other two 
credit agencies, instead of an initiative. Its 
impact on financial markets would very limited," 
said Ken Cheung, senior Asian FX strategist at 

Mizuho Bank in Hong Kong.  

"For those invested in yuan-denominated bonds, 
they care more about yuan expectations. The 
downgrade decision is likely to have limited 
impact on capital inflows as well."  
China's stock markets had closed Thursday 
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before the downgrade, and there was little 

reaction in the yuan currency. 

While risks are rising, S&P said the 
government's recent efforts to reduce corporate 
leverage could stabilise conditions in the 
medium term.  
"However, we foresee that credit growth in the 
next two to three years will remain at levels that 

will increase financial risks gradually," S&P said.  
S&P also lowered China's short-term rating to A-
1 from A-1+.  
"It is in recognition of the reality that, concerns 
notwithstanding, the authorities are not planning 
to rein in credit growth in a forceful way," said 

Louis Kuijs at Oxford Economics in Hong Kong.  
Indeed, Chinese banks kept the taps open in 
August, handing out 1.09 trillion yuan ($165.40 

billion), and the growth of outstanding loans was 
higher than expected, at 13.2 percent.  
MIXED PROGRESS 
Analysts say China's campaign to cut financial 
risks this year has had mixed success, and 

opinions differ widely on whether Beijing is 
moving fast enough, or decisively enough, to 
avert the risk of a debt crisis down the road. 

Regulators are making significant inroads in 
reducing interbank borrowing – perhaps the 
most pressing risk - and have curbed some 
riskier types of shadow banking. 
But analysts agree more comprehensive 

structural reforms are needed. Though the pace 
of credit growth may be easing, new bank 

lending and total social financing may hit fresh 
records this year and continue to outstrip 
economic growth. 
A recent Reuters analysis showed corporate debt 
is growing faster than last year, with few 

companies using stronger profits to reduce debt. 
"China's credit problem is the biggest problem 
we have ever seen in any country and probably 
justifies a lower rating," said Claire Dissaux, 
head of global economics and strategy at 
Millennium Global Investments in London. 

"One element that models cannot capture is the 
strength of institutions, such as transparency of 
regulation of the banking sector and central 
bank independence. All that is an argument to 

say China's rating might still be too good." 
 
 ($1=6.5902 Chinese yuan renminbi) 
(Additional reporting Kevin Yao in Bejiing, Sujata Rao-
Coverley in London, Winni Zhou and John Ruwitch in 
Shanghai, and the Bangalore newsroom; Editing by 

Kim Coghill and Clarence Fernandez) 
(( Bangalore.newsroom@thomsonreuters.com ;)) 
 
 

China can afford to shrug off credit 

downgrades  

21-Sep-2017  

The author is a Reuters Breakingviews 

columnist. The opinions expressed are his own. 
By Christopher Beddor 
WASHINGTON, Sept 21 (Reuters Breakingviews) 
- Standard & Poor’s dinged China’s sovereign 

rating on Thursday, along with a slew of the 
country’s financial institutions. Worries about 

rising debt are justified, but the market’s non-
reaction shows how differently China’s 

economy is wired. 

Moody’s Investors Service earlier this month 
knocked Bank of Communications to junk status. 
The credit-rating firms are right: China’s total 

debt including both government and private 
sectors now stands at an eye-watering 258 
percent of GDP, according to the Bank for 
International Settlements, well above the 
level in most developing countries, and 

officials are only now delicately attempting to 

defuse the bomb. Chinese banks and other 
financial institutions are on the front lines of this 
haphazard effort. They are unlikely to emerge 
completely unscathed. 
Yet the yuan hardly blinked after S&P’s move, or 
following previous downgrades for that matter. 

Likewise, BoCom’s stock barely budged after the 
Moody’s downgrade. Few other banks with 
nearly $1.3 trillion in assets can shrug off losing 
investment-grade ratings. 
One reason for the indifference is that the 
Chinese state is deeply involved in every major 
financial institution. Debt levels are high in large 

part because banks such as BoCom lent heavily 
over the past decade on government orders, 
safe in the knowledge that officials will ride to 
the rescue if and when losses prove 
overwhelming. Higher funding costs may sting, 
but few doubt that the central bank will 
intervene if things turn dangerous. BoCom 

knows the only opinion that really matters is 
that of the government. 
More broadly, the PRC’s government and 
financial institutions have little reason to heed 
foreign investors and rating agencies. The 
country’s domestic savings rate is a staggering 

46 percent of GDP, more than 25 percentage 
points higher than the world average, according 
to the IMF. Foreign credit amounts to just 13 
percent of GDP. The overwhelming majority of 
debt is denominated in yuan, of which the 
central bank can print unlimited quantities. 
Letting its ratings slide means Beijing runs the 

risk of deterring inward investment if and when 
it needs more of it. For now, though, state 

control and plentiful savings mean China can 
escape most of the usual fallout. 
CONTEXT NEWS  
- S&P Global Ratings downgraded China’s 
sovereign credit rating to A-plus on Sept. 21 

from AA-minus, shifting its outlook to stable 
from negative. The credit-rating firm said “a 
prolonged period of strong credit growth has 
increased China’s economic and financial risks.” 
S&P also downgraded the ratings of several 
financial institutions in the country, including the 

local subsidiaries of foreign banks. 
- Moody’s Investors Service downgraded Bank of 
Communications, China’s fifth-largest bank by 

assets, on Sept. 7. Moody’s cited BoCom’s 
higher funding costs and fewer deposits than the 
country’s other big lenders. 
 
(Editing by Richard Beales and Martin Langfield) 
(( christopher.beddor@thomsonreuters.com ; Reuters 
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Messaging: 
christopher.beddor.thomsonreuters.com@reuters.net 
)) 
 
 

China's finance ministry says S&P's 

ratings cut 'a wrong decision'  

22-Sep-2017  
BEIJING, Sept 22 (Reuters) - China's finance 

ministry said on Friday S&P Global Ratings' 
decision to downgrade the country's 
sovereign credit rating was "a wrong 
decision" that neglects the economic 
fundamentals and development potentials of 
the world's second-largest economy. 

S&P on Thursday cut China's long-term 
sovereign rating less than a month ahead of one 

of the country's most sensitive political 

gatherings, citing increasing risks from its rapid 
build-up of debt. 
China's finance ministry said in a statement on 
Friday the country can maintain appropriate 
credit growth. It also said the government's 
recent efforts to fend off financial risks will 
ensure the stability of its financial system and its 

ability to support China's real economy. 
 
(Reporting by Stella Qiu, Min Zhang and Se Young 
Lee; Editing by Sam Holmes) 
(( vincentsy.lee@thomsonreuters.com ; +822 3704 
5646; Reuters Messaging: 
vincentsy.lee.thomsonreuters.com@reuters.net ; 
follow me on Twitter https://twitter.com/Rover829) ) 
 
 

India 

India eyes extra $7.7 bln spending to 

halt economic slowdown  

21-Sep-2017  
Govt to spend more on bank recapitalisation, 

rural housing, jobs 
•Extra spending to widen fiscal gap to 3.7 pct 
of GDP in 2017/18 
•Govt official says budgeted deficit figure not 
'sacrosanct' 
•PM Modi to make final call on extra 
spending, higher deficit 

By Manoj Kumar 
NEW DELHI, Sept 21 (Reuters) - India's 

government is considering a plan to loosen its 
fiscal deficit target to enable it to spend up to 

500 billion rupees ($7.7 billion) more to halt 
an economic slowdown, two government 
officials with direct knowledge of the plan 
said on Thursday. 

Growth in Asia's third-largest economy slowed to 
a three-year low of 5.7 percent in the quarter 
that ended in June, and Finance Minister Arun 
Jaitley said on Wednesday that the government 

was looking for ways to speed it up. 

The officials, who declined to be named as the 
measures have not been made public yet, said 
the extra spending was estimated to widen the 
federal fiscal deficit for the financial year ending 
next March to 3.7 percent of GDP from a 

budgeted target of 3.2 percent. 

"The fiscal deficit is not a sacrosanct number," 

one of the officials told Reuters. 
The official said that the economy was passing 
through a "transitory phase" after the 
government's decision late last year to outlaw 
old high-value banknotes and after the launch of 
a nationwide goods and services tax in July. 
India's benchmark 10-year bond rose 2 basis 
points to 6.68 percent after Reuters reported 
on the extra spending plan.  

Although growth was already slowing, Prime 
Minister Narendra Modi's decision last November 
to scrap the old banknotes, in a bid to flush out 
money hidden from tax officials, wiped out about 
86 percent of the currency in circulation almost 

overnight. 

The decision hurt consumer demand in an 
economy where most people were paid and 
spent in cash, analysts said. 
With the economy still reeling from the cash 
clampdown, the faulty implementation of the 

goods and services tax then made doing 
business far more complicated for many 
companies. 
Jaitley has held a series of meetings with 
cabinet colleagues and other government 
officials this week to explore ways to revive 
the economy.  
"The government could ask parliament to give 
its approval to defer the fiscal consolidation 
path this year," the second government 

official said.  

With the extra money, New Delhi is looking to 
spend more on bank recapitalisations, rural jobs 
programme and rural housing. 
A final decision on stepping up the funding and 
breaching the fiscal deficit target will be taken 
by Modi, the officials said.  

The faltering economy has given the opposition 
Congress party an opening to regain political 
ground against Modi, although the next general 
election is not due until 2019. 
Even though industrial output posted a modest 
recovery in July, 15 of 23 manufacturing 
industries recorded a contraction, adding to 

concerns over the state of the economy. 

Sluggish economic activity has also buffeted 
public finances. Finance ministry officials last 
week said the revenue shortfall in 2017/18 could 
be at least $13 billion if the economy failed to 
recover. 
 
($1 = 64.7850 Indian rupees) 
(Writing by Rajesh Kumar Singh; Editing by Sanjeev 
Miglani and Hugh Lawson) 
(( manoj.kumar@thomsonreuters.com ; +91 11 4954 
8029; Reuters Messaging: 
manoj.kumar.thomsonreuters.com@reuters.net )) 
 
 

India Bonds Gain Ahead Of Weekly 

Debt Auction Results  

22-Sep-2017  
By Asmita Dey 
News Rise 
MUMBAI (Sep 22) -- Indian government bonds 
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rebounded from earlier losses to rise in the 
afternoon session ahead of the results of a 

weekly debt sale.  

The benchmark 6.79% bond maturing in 2027 
was at 100.90 rupees, yielding 6.66%, at 1:00 
p.m. in Mumbai, against 100.80 rupees and a 
6.67% yield at the previous close. The note 
earlier fell to an intra-day low of 100.68 rupees, 
the lowest since May 22.  
“North Korea tensions have already played 
out, and the focus is now on auction results,” 
a trader at a primary dealership said. “The 
greater concern is of fiscal slippage by the 
government and market will remain cautious.” 

India is auctioning 150 billion rupees of four 
government notes including 80 billion rupees of 
6.68% 2031 paper.  
Dealers anticipate muted demand at the auction. 

State-run banks may be present for the short-
end notes while long-end notes are likely to see 
tail bidding if insurers do not participate, traders 
said. 
The federal government will decide its 
October-March borrowing on Sep. 28. The 
market is concerned that New Delhi may 
announce a fiscal stimulus package to revive 

economic growth which slumped to a three-
year low of 5.7% on year in April-June.  

However, a senior government official yesterday 
said the government is yet to assess the 
quantum of a fiscal stimulus as revenue 
collection estimates for the fiscal year will take 

time.  
India will likely keep the market borrowing limit 

through government bonds for the second half 
of the fiscal that ends Mar. 31 within budget 
estimates in next week’s meeting, a finance 
ministry official said separately.  
The pace of government borrowing would be 
higher in October-December, while additional 

borrowing would be considered only after 
January, if needed, the official, who didn’t wish 
to be identified, told NewsRise. 
Rising geopolitical tensions also curbed demand 
earlier in the day after reports that North Korea 
could test another hydrogen bomb.  
North Korean Foreign Minister Ri Yong Ho today 

said he believes his country could consider a 
nuclear test on an “unprecedented scale” in the 
Pacific Ocean, Reuters reported, citing South 
Korea’s Yonhap news agency. 
Meanwhile, North Korean leader Kim Jong-un 
today called U.S. President Donald Trump 
“mentally deranged” and vowed to make him 

pay dearly for threatening to destroy his 
country, hours after Trump ordered fresh 
sanctions over Pyongyang’s weapon 
programmes.  
 
The benchmark Brent crude oil contract was at $56.56 
per barrel against $56.43 in the previous session. 
India imports 80% of its crude oil requirements.  
- By Asmita Dey; asmita.dey@newsrise.org; 91-22-
61353300 
- Edited By Murukesh Krishnan 
- Send Feedback to feedback@NewsRise.org 

- Copyright (c) 2017 News Rise Financial Research & 
Information Services LLP 

 
 

Indonesia 

Indonesia raises 17.5 trillion rupiah of 

bonds, above target  

19-Sep-2017  
JAKARTA, Sept 19 (Reuters) - Indonesia raised 

17.5 trillion rupiah ($1.32 billion) worth of 
bonds at an auction, the finance ministry's 
financing and risk management office said on 
Tuesday, above the indicative target of 15 
trillion rupiah. 

The government sold T-bills maturing in 
December 2017 with a weighted average yield of 

4.53030 percent, lower than 4.90700 percent at 

the last auction on Sept. 5. 
The T-bills maturing in June 2018 had a 
weighted average yield of 5.04983 percent. 
The bonds maturing in May 2022  had a 
weighted average yield of 5.99918 percent, 

down from 6.18242 percent at the previous 
auction. 
The weighted average yield for bonds 
maturing in May 2027 was 6.43997 percent, 
lower than the previous auction's 6.64535 
percent.  

The bonds maturing in May 2038 had a weighted 
average yield of 7.16994 percent, while the 
bonds maturing in May 2048 had a weighted 

average yield of 7.49708 percent. 

Total incoming bids were 52.41 trillion rupiah, 
lower than 56.53 trillion rupiah received at the 
previous auction. 
The highest bid-to-cover ratio was 4.70 for the 
bonds maturing in May 2022 . 

 
($1 = 13,263 rupiah) 
(Reporting by Nilufar Rizki; Editing by Sherry Jacob-
Phillips) 
(( nilufar.rizki@thomsonreuters.com )( +6221 2992 
7611) (Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net )) 
 
 

Indonesia names five for first SEC 

global bond  

20-Sep-2017  
By Frances Yoon 
HONG KONG, Sept 19 (IFR) - The Republic of 

Indonesia has mandated ANZ, Citigroup, 
Deutsche Bank, Goldman Sachs and Mandiri 
Securities for its first issue of US dollar bonds 
in the SEC-registered format. 

The offering is meant to ride on higher global 

demand for the sovereign's debt since it 
received full investment-grade status. 
The latest issue follows a rally in Indonesia's 
bonds after S&P granted the sovereign its third 
IG rating in May. 

S&P raised the rating to BBB- from BB+, citing 
the country’s improved fiscal situation after a 

series of reforms to cut the deficit.  
Fitch and Moody's both upgraded the sovereign 
to IG status more than five years ago. 
The sovereign last issued global bonds in July to 

mailto:nilufar.rizki@thomsonreuters.com
rm://nilufar.rizki.thomsonreuters.com@reuters.net/
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raise US$2bn at tenors of 10 and 30 year, as 

well as a €1bn (US$1.1bn) seven-year print. 

The 3.85% 2027s tightened more than 20bp to 
T plus 117bp, while the 4.75% 2047s were 
around 15bp tighter at T plus 160bp, according 
to Thomson Reuters data. 
Bonds issued before the upgrade, such as the 
US$1.25bn 4.35% 2027s, were trading at their 

tightest level since pricing last December. 
 
(Reporting by Frances Yoon; Editing by Dharsan Singh 
and Daniel Stanton) 
(( frances.yoon@thomsonreuters.com ; +852 2841 
5783; Reuters Messaging: 
frances.yoon.thomsonreuters.com@reuters.net )) 
 
 

Jordan 

Jordan hires banks for bond offering   

22-Sep-2017  
By Robert Hogg 
LONDON, Sept 22 (IFR) - The Hashemite 

Kingdom of Jordan has mandated Citigroup 
and JP Morgan for a US dollar benchmark 

senior unsecured bond offering of long 10-
year and/or 30-year maturities, according to 
a lead. 

The sovereign will begin meeting investors in 
London and the US on September 25. 
Jordan is rated B1 by Moody's and BB- by S&P.  

 
(Reporting by Robert Hogg; editing by Sudip Roy) 
(( Robert.Hogg@thomsonreuters.com ; +44 207 542 
9077; )) 
 
 

Mongolia 

Fitch: Mongolia IMF Review Delay Has 

No Immediate Rating Impact  

21-Sep-2017  
HONG KONG/SINGAPORE, September 20 (Fitch) 
The IMF's postponement of its late-September 
Board discussion on Mongolia's external 
financing package will delay disbursement of 
bailout funds, testing investor confidence and 
raising refinancing risks for the government, 
says Fitch Ratings. However, the delay is 

unlikely to extend significantly beyond year-
end and should not affect the country's ability 

to meet near-term debt repayments. It 
therefore has no immediate ratings implications. 
The postponement of the Board meeting follows 
the ousting of the prime minister and cabinet in 
a no-confidence parliamentary vote on 7 
September, which has been attributed to the 

ruling Mongolian People's Party's (MPP) loss of 
the presidential election to an opposition 
Democratic Party candidate in July. It was this 

outgoing administration that agreed to the terms 
of Mongolia's IMF-led three-year Extended Fund 
Facility (EFF), which was approved in May 2017. 
Disbursement of USD38 million from the IMF 

tied to completion of the first review will be 

withheld, along with some components of the 

financing from other international partners, until 

the IMF can discuss economic prospects and 
policies with the new government. 
Fitch views the delay of the Board meeting as 
relatively standard IMF protocol under the 
circumstances of heightened political 
uncertainty, needed to provide assurances that 

the incoming administration will be committed to 
the terms of the EFF. Early adherence to the 
conditions appears to have been strong. The IMF 
announced on 2 August a staff-level agreement 
on completion of the first review of the EFF, and 
stressed that performance had been good, with 

"all quantitative targets on track". In particular, 
it noted progress on structural reform and 
outperformance on fiscal metrics. In the 

meantime, the economy is rebounding - GDP 
growth accelerated to 5.3% yoy in 2Q17, from 
1% in 2016. The government also recently 
appointed an auditor for an asset-quality review 

of the banking sector, which we expect to 
proceed. 
We expect the new administration to maintain 
policy continuity with the outgoing leadership 
and to remain committed to the IMF 
programme, given that parliament is heavily 
tilted in favour of the MPP, which holds 65 of 76 

seats. A new candidate for prime minister is 
likely to be proposed by the MPP shortly, and to 
be confirmed by parliament following 
consultation with the president within the 

deadline of 6 October. The Ministry of Finance 
has sought to allay investor concerns by 

emphasising broad government backing for the 
IMF programme in a statement released on 19 
September, stressing that "Mongolia continues 
to support the implementation of the IMF 
programme in full". 
The new leadership will face strong incentives 
not to change policy direction or break from 
the IMF, as either could risk shutting Mongolia 

out of external debt markets ahead of a 
USD500 million bond maturity in January 

2018. Such a prospect would significantly 
increase the near-term probability of a sovereign 
default, given the country's low foreign reserve 

buffers (USD1.4 billion) and dependence on 
external capital markets for fiscal funding. 
Mongolia is particularly vulnerable to swings in 

investor sentiment, as a considerable portion of 
government borrowing is in the form of external 
marketable debt. 
Mongolia's sovereign rating has been 
downgraded twice since late 2015, as uneven 
economic policy has put pressure on public 
and external finances. The current rating of 
'B-'/Stable factors in continuing IMF support, 
and assumes that the delay in the 

disbursement of IMF funds will not affect the 
bond repayment due in January 2018. 

 
Media Relations: Leslie Tan, Singapore, Tel: +65 67 96 
7234, Email: leslie.tan@fitchratings.com; Wai-Lun 
Wan, Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 

mailto:frances.yoon@thomsonreuters.com
rm://frances.yoon.thomsonreuters.com@reuters.net/
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original article can be accessed at 
www.fitchratings.com. 
 
 

Philippines 

Overall BOP Position Posts US$7 

Million Deficit in August 2017  

19-Sep-2017  
09.19.2017  
The country's overall balance of payments 
(BOP) position in August 2017 posted a slight 
deficit of US$7 million, lower by US$671 
million than the previous month's shortfall of 

US$678 million. Outflows during the month 
were largely offset by the NG's net foreign 

currency deposits and the BSP's income from its 
investments abroad. The reduced deficit also 
reflected the thin trading of portfolio 
investments during the 'ghost' month (August).  
On a cumulative basis, the overall BOP position 
reached a deficit of US$1.391 billion for the first 

eight months of the year, a turnaround from the 
US$1.531 billion surplus recorded in the same 
period a year ago. The cumulative deficit was 
largely accounted for by portfolio investments 
which, for the period January-August this year, 
reversed to net outflows of US$319 million from 
US$2.1 billion net inflows during the same 

period last year on the back of domestic and 
global developments including the US Federal 

Reserve interest rate hike, global terrorism 
concerns, and closure orders for some mining 
companies in the country. Meanwhile, the 
Philippine Statistics Authority (PSA)-based trade 
balance showed steady improvement as it 

registered a narrower deficit of US$14.7 billion 
during the January-July period this year 
compared to the US$15.4 billion shortfall in the 
same period a year ago. For the same period, 
the growth of merchandise exports at 13.8 
percent outpaced that of merchandise imports at 

7.9 percent. It may also be noted that the trade 
deficit also reflected increased percent share to 
total imports of raw materials and intermediate 

goods at 38.6 percent, and capital goods imports 
at 32.4 percent, indicating continued expansion 
in domestic economic activity.  
 
Original document 
http://www.bsp.gov.ph/publications/media.asp?id=44
77  
Public permalink 
http://www.publicnow.com/view/A9DC0B040E92A33C
728DAB11D9D76BF503F74816  
(C) Copyright 2017 - Central Bank of the Philippines 
 
 

Saudi Arabia 

Saudi Arabia completes third monthly 

issue of domestic sukuk  

19-Sep-2017  
DUBAI, Sept 19 (Reuters) - Saudi Arabia raised 

7 billion riyals ($1.87 billion) through a 

sukuk, its third monthly sale of domestic 
Islamic bonds, as the government seeks to 

cover a large budget deficit caused by lower 
oil prices. 
A finance ministry official estimated in May 
that sales of debt in the local market would 
cover 25 to 35 percent of the country's 2017 
budget deficit, projected at 200 billion riyals.  

Riyadh started issuing domestic conventional 
bonds in 2015 after its finances were hit by a 
slump in international oil prices, but it 

suspended them in September last year as the 
issuances strained liquidity in the banking 
system. Since then, liquidity has improved and 
money rates have come down. 
The new sukuk, which received bids of 24 billion 
riyals, was split into three tranches of five, 
seven and 10 years.  

The government issued 2.4 billion riyals of the 
five-year sukuk, 3.9 billion riyals of the seven-
year tranche and 0.7 billion riyals of the 10-year 
paper, the ministry of finance said late on 
Monday. 
In its first domestic sukuk sale in July, the 
government sold a total of 17 billion riyals, while 

last month it raised 13 billion riyals.  
The latest sukuk paid yields of 2.75 percent, 
3.25 percent and 3.45 percent for the five, 
seven and 10-year bonds, respectively, sources 
familiar with the matter said on Tuesday. 
In its previous sukuk sale last month, Saudi 

Arabia paid yields of 2.7 percent, 3.2 percent 

and 3.5 percent to borrow, bankers said at that 
time. 
 
($1 = 3.7500 riyals) 
(Reporting by Celine Aswad, writing by Davide 
Barbuscia; Editing by Catherine Evans) 
(( Davide.Barbuscia@thomsonreuters.com ;)) 
 
 

Singapore 

Fitch Affirms Singapore at 'AAA'; 

Outlook Stable  

19-Sep-2017  

HONG KONG, September 19 (Fitch) Fitch 

Ratings has affirmed Singapore's Long-Term 
Foreign- and Local-Currency Issuer Default 
Ratings (IDR) at 'AAA' with a Stable Outlook. 

KEY RATING DRIVERS 
Singapore's 'AAA' rating reflects its exceptionally 
strong external finances, sound fiscal framework 
and high per capita income levels that mitigate 

the economy's vulnerability to shocks owing to 
significant trade dependence and a financial 
sector that is highly integrated with the rest of 
the world. Singapore ranks in the 99th percentile 
of the World Bank's Ease of Doing Business 
Index, indicating its strong business climate. 
Fitch projects GDP growth of 2.4% for 2017, 

within the government's 2.0%-3.0% target 
range, and 2.3% for 2018. Growth momentum 
has strengthened this year on account of a pick-
up in external demand and semiconductor 
exports, with support from government 

http://www.fitchratings.com/
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spending. However, the stronger growth 

momentum has been narrowly based, as private 

investment and employment remain depressed 
from the lingering effects of the contraction in 
the offshore oil and gas services industry. 
Nevertheless, there are upside risks to our near-
term growth projections, with signs that robust 
external demand may be having positive spill-

overs on domestic consumption. Headline 
inflation turned positive towards the end of 2016 
largely reflecting the commodity price recovery. 
We expect headline inflation of around 0.8% in 
2017, compared with -0.5% for 2016. 
Over the medium-term, the economy faces 
challenges from an ageing population and 

structural shifts in the composition of output 
and employment towards more highly 

automated and technology-driven sectors. A 
February 2017 report by the government's 
committee on the future economy concluded 
that growth is likely to average between 2%-3% 
per year over the next decade, down from the 
earlier expectation of between 3%-5%, as the 

economy undergoes these structural shifts. High 
foreign-worker labour-force participation and 
concerns about rising income inequality and 
social needs arising from an ageing population 
are increasingly important political issues, 
although we do not see them as a risk to 
political stability at this stage. 
Singapore's external finances continue to 
benefit from large current-account surpluses, 
averaging almost 19% of GDP over the 
previous five years, underpinned by the 

country's high savings rate. We expect rising 
exports to help the current-account surplus 
increase to around 21% of GDP in 2017. Non-oil 
domestic exports climbed by 8.9% in Singapore 

dollar terms in 7M17 against a 4.2% contraction 
during the same period last year. However, we 
expect Singapore's current-account surplus to 
decline over the medium term as the economy's 
high savings rate gradually declines and 
government spending increases with population 
ageing. 

Singapore's external balance sheet remains 
exceptionally strong and enjoys a very large net 

international investment position of over 200% 
of GDP, reflecting the accumulation of current-
account surpluses. Fitch projects the sovereign's 
net foreign assets at close to 90% of GDP at 

end-2017, significantly above the 'AAA' median 
of around 8%. Singapore does not disclose the 
overall size of its external assets, notably those 
of GIC Private Limited, a sovereign wealth fund. 
GIC mentions that it manages over USD100 
billion of assets, but Fitch believes the number is 
much higher. We base our credit assessment on 

publicly disclosed information, including assets 
managed by the Monetary Authority of 
Singapore (MAS) and Temasek Holdings Private 

Limited. 
A robust fiscal framework supports Singapore's 
strong public finances. Fiscal discipline is 
underpinned by a constitutional requirement 

that the budget be balanced over the 
government's five-year term. The government 

projects a central government overall budget 

surplus of 0.4% of GDP for the financial year 

ending March 2018 (FY17), down from 1.3% in 
FY16. This partly reflects the government's 
expectations for further substantial returns on 
its investments - as reflected by the net 
investment return contribution. 
Fitch believes the basic budget balance - which 

excludes the investment returns as well as 
endowment and trust fund top-ups - is a better 
gauge of underlying fiscal stance. The 
government expects a basic deficit of 1.9% of 
GDP, up from a deficit of 1.4% in FY16. The 
government has a history of meeting multi-year 

fiscal plans and the authorities are usually 
conservative in setting their budget targets. The 

sovereign has no foreign-currency debt and 
does not issue debt for funding purposes, but 
rather to develop the local bond market and 
facilitate investment by the Central Provident 
Fund as part of the pension system 
mechanism. Fitch estimates general 
government debt, excluding debt held by the 
Central Provident Fund, at around 42% of 
GDP at end-2017. 

Although Fitch assigned a negative outlook to 
Singapore's banking sector for 2017, reflecting 
pressures on asset quality associated with the 
ongoing weakness in the oil and gas sector, the 
sector has proven more resilient than expected. 
Capitalisation levels, funding and liquidity of 
Singapore's three major banks - United 

Overseas Bank Limited (AA-/Stable), Oversea-
Chinese Banking Corp (AA-/Stable) and DBS 
Group Holdings (AA-/Stable) - remain strong. 
The banks' combined non-performing loan ratio 
had stabilised at 1.4% by end-June 2017, while 
their average return on equity had rebounded to 

11.2%, up from 10.4% at end-2016. The banks' 
fully loaded common equity Tier 1 ratios ranged 
from 12%-14% at end-June 2017. 
Household debt remained elevated at around 
75% of GDP at end 2Q17, but in aggregate, 
household balance sheets are strong, reducing 
risks to the banking sector from higher debt 

servicing costs. MAS stress tests suggest that 
banks can weather a range of shocks, including 

a tighter liquidity environment. MAS fine-tuned 
select property-cooling measures in March 2017, 
but macro-prudential settings remain tight. 
Singapore's regulators should have room to 
move against property price falls by reversing 

macro-prudential tightening, if needed. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Singapore a 
score equivalent to a rating of 'AA+' on the 
Long-Term Foreign-Currency IDR scale. 

Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final Long-
Term Foreign-Currency IDR by applying its QO, 

relative to rated peers, as follows: 
•External Finances: +1 notch to reflect 
Singapore's very strong net external creditor 
position. 

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

including one year of forecasts, to produce a 

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

reflected in the SRM. 
RATING SENSITIVITIES 
The Outlook is Stable. Consequently, Fitch's 
sensitivity analysis does not anticipate 
developments with a high likelihood of leading to 
a rating change. However, developments that 

could, individually or collectively, result in a 
downgrade include: 
-A severe regional or global economic shock on a 

scale that would significantly impair the 
sovereign's balance sheet. By implication, this 
would have to be more severe than the global 
shock of 2008-2009. 

-A severe banking system crisis could have a 
major spill over into the economy because of the 
banking sector's large size. By implication, this 
would have to be more severe than the global 
shock of 2008-2009. 
KEY ASSUMPTIONS 
•The global economy performs broadly in line 

with Fitch's Global Economic Outlook. 
The full list of rating action is as follows: 
Long-Term Foreign- and Local-Currency IDR 
affirmed at 'AAA'; Outlook Stable 

Short-Term Foreign- and Local-Currency IDR 
affirmed at 'F1+' 

Country Ceiling affirmed at 'AAA' 
Long-term and short-term senior unsecured 
ratings affirmed at 'AAA' and 'F1+' 
 
Media Relations: Wai-Lun Wan, Hong Kong, Tel: +852 
2263 9935, Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Sri Lanka 

Sri Lanka seeks to reschedule debt 

repayments via new bill  

20-Sep-2017  
COLOMBO, Sept 20 (Reuters) - Sri Lanka plans 

to reschedule some loans to ease its heavy 
debt replayment burden over the next two 
years through a new bill, a top government 
official told Reuters on Wednesday.  

The island nation's repayment cycle of expensive 
loans starts next year and the $81 billion 
economy will have to pay more than $3 billion 
per annum, finance ministry officials have said.  

The government faces a record debt repayment 
of $4 billion in 2019. 

The current laws do not allow the government to 
deviate from the annual borrowing level 
approved by the budget. 
"The new liability management bill will help to 
reschedule some loans to smoothen the debt 

repayment," S.R. Attygala, deputy treasury 

secretary, told Reuters. 
He said the new bill would introduce 
mechanisms with a raft of options, including 
buybacks and reissuance of existing debt to 
ensure sustainable debt management. The 
draft bill is now with the legal draftsman's 
department.  

In its eight-year economic policy plan unveiled 
this month, the government said higher debt 
repayments next year would reduce its ability to 

increase economic growth. 
External debt rose to 79.3 percent of gross 
domestic product (GDP) last year from 71.3 
percent in 2014. However the government has 
planned to cut it to 70 percent by 2020. 
The government has blamed "colossal 
borrowing" by the previous government for the 

spike in debt servicing. 
The government under former president 
Mahinda Rajapaksa had borrowed expensive 
loans to rebuild infrastructure after a 26-year 
civil war, investing in ports, railways, highways 
and power plants, mostly financed by Chinese 
loans. 

However, President Maithripala Sirisena, who 
unseated Rajapaksa in an election two years 
ago, is in the process of reducing the debt 
burden, including converting some Chinese debt 
into equity. 
 
($1 = 153.1000 Sri Lankan rupees) 
(Reporting by Shihar Aneez; Editing by Jacqueline 
Wong) 
(( shihar.aneez@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
shihar.aneez.thomsonreuters.com@reuters.net twitter: 
https://twitter.com/shiharaneez) ) 
 

EUROPE 

 

Bosnia 

Bosnian region raises $6.1 mln via 6-

mo T-bills issue at lower cost  

18-Sep-2017  

SARAJEVO, Sept 18 (Reuters) - Bosnia's 

autonomous Serb Republic raised 10 million 
Bosnian marka ($6.1 million) through an 
auction on Monday of six-month treasury bills 
aimed at helping it plug budget gap and 
finance maturing debt, the Banja Luka Stock 
Exchange said in a filing. 

 
($1 = 1.635 Bosnian marka) 
(Reporting by Maja Zuvela) 

(( maja.zuvela@thomsonreuters.com ; +38733 295 
485; Reuters Messaging: 
maja.zuvela.thomsonreuters.com@reuters.net )) 
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Czech Republic 

Czechs to auction up to CZK 24 bln in 

bonds in October  

18-Sep-2017  

PRAGUE, Sept 18 (Reuters) - The Czech 

Finance Ministry will offer up to 24 billion 
crowns ($1.10 billion) worth of domestic 
government bonds, including a new issue 
maturing in 2033, in six primary auctions in 
October, the ministry said on Monday. 

Besides the new 2033 bonds, the ministry 
planned to also offer a zero coupon 2020 bond 

and a 2030 bond with a 0.95 percent coupon, 

among others. 
The ministry said the maximum expected 
nominal value of bonds sold in auctions in the 
fourth quarter was planned at 60 billion crowns. 
The ministry added it would also offer up to 10 
billion crowns worth of short-term Treasury bills 

through two auctions in the month. 
The expected nominal value of T-bills sold in the 
fourth quarter was expected at 50 billion crowns 
excluding roll-over, the ministry said. 
 
($1 = 21.8150 Czech crowns) 
(Reporting by Mirka Krufova; Editing by Jason Hovet) 
((prague.newsroom@thomsonreuters.com)(+420 224 
190 477)(Reuters Messaging: 
mirka.krufova.thomsonreuters.com@reuters.net)) 
 
 

Estonia 

Estonian central bank wants nominal 

budget surplus in 2018  

18-Sep-2017  
•Estonian state 2018 budget spending 
expected to top 10 bln euros 
•Estonian GDP growth hit 5.7 percent year-
on-year in Q2 
•EU funds help overheat the construction 
sector 
•Infrastructure projects creating a pro-
cyclical economic policy 

By David Mardiste and Balazs Koranyi 

TALLINN, Sept 18 (Reuters) - Estonia's 

government should seek to achieve a nominal 
budget surplus next year given the rapid pace 
of economic growth, central bank governor 
Ardo Hansson told Reuters. 

Hansson said in an interview conducted on 
Friday that the government should cut back its 
spending plans in order to achieve that goal. The 

government said last week it had reached a 
preliminary agreement on the 2018 budget, with 

spending expected to exceed 10 billion euros 
($11.94 billion) for the first time.  
"We have urged them to do a bit more, because 
the cyclical position is strong now and if you 
can't generate a nominal surplus now in these 

kinds of circumstances, it would be very hard to 

do that otherwise," he said.  

"The government is moving in the right 

direction, they recognise that when they have an 
economy that is growing 5-1/2 percent, you 
can't pursue a policy as if you were growing one 
or two percent," Hansson added. 
The Estonian economy expanded 5.7 percent 
year-on-year in the second quarter of 2017, 

accelerating from a revised 4.6 percent in 
January-March.  
With European Union funds boosting investment 
in infrastructure, the central bank is particularly 
concerned about overheating in the construction 
sector, where costs for the government are 

rising amid labour shortages.  
"EU funds are very cyclical and I think we need 
to do a better job of public investment 

management," said Hansson, adding that the 
way infrastructure projects are managed was 
creating a pro-cyclical economic policy.  
The Estonian finance ministry said last week 
the Baltic country's gross domestic product is 

expected to grow 4.3 percent in 2017, and by 
3.3 percent in 2018 based on domestic 
demand supported by investments.  
But total government sector debt is set to 
remain the lowest in the euro zone, falling to 
8.6 per cent of GDP by 2019 from 9.6 per cent 
of GDP in 2016. 

The government is expected to finalise its 2018 
budget by September 27 and send the bill to 
parliament. 

 
($1 = 0.8372 euros) 
(Reporting by David Mardiste; Editing by Catherine 
Evans) 
(( david.mardiste@thomsonreuters.com ; +372 
5290992; Reuters Messaging: 
david.mardiste.thomsonreuters.com@thomsonreuters.
net)) 
 
 

Macedonia 

Macedonia seen recovering in 2018 as 

turmoil subsides  

18-Sep-2017  
SKOPJE, Sept 18 (Reuters) - Macedonia should 

start rebounding from a sharp economic 

slowdown next year as political turmoil 
subsides, the International Monetary Fund 
said on Monday. 

Prolonged uncertainty brought by the collapse of 
the coalition in 2015 hit confidence and 
investment, bringing growth down to a projected 
1.9 percent this year, the IMF said, the lowest 
figure since 2001. 

But the formation of a new government in May 
marked a turning point. 
"Real GDP growth is expected to rebound in 
2018 and gradually rise to 3-3/4 percent over 

the medium term, buoyed by improved investor 
sentiment, expanded export capacities and 
continued labour market improvements," the 

IMF said in a statement. 
Inflation was expected to reach 1.2 percent this 

mailto:mirka.krufova.thomsonreuters.com@reuters.net)
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year after three years of deflation, it added. 

The country of about 2 million people declared 

independence in 1991 and avoided the violence 
that accompanied much of the breakup of 
Yugoslavia. 
It was later rocked by an insurgency among its 
large ethnic Albanian minority that almost tore 
the country apart in 2001 and it has just 

emerged from two years of political turmoil after 
a wiretapping scandal brought down the 
previous ruling nationalist VMRO-DPMNE party 
bloc two years ago. 
"Policies should now focus on rebuilding fiscal 
policy buffers, and implementing critical 
reforms to rekindle growth and give EU 
accession prospects a new push," the IMF 

said as it ended a mission in the Balkan 
country. 

The lender called on the government to cut 
labour tax at low-income levels and raise 
additional revenues through more efficient 
collection of VAT and higher property and fuel 
taxation, and cut subsidies and reform the 
pension system to reduce current spending. 

It also advised the government to tackle 
weaknesses in its judicial system and overall 
governance to attract back foreign investment 
and enhance its prospects of joining the 
European Union. 
 
(Reporting by Daria Sito-Sucic in Sarajevo; Editing by 
Andrew Heavens) 
(( daria.sito-sucic@thomsonreuters.com ; +38733 295 
484; Reuters Messaging: daria.sito-
sucic.thomsonreuters.com@reuters.net )) 
 
 

Macedonia sells 4.7 bln denars (76.5 

mln euro) of govt paper  

20-Sep-2017  

SKOPJE (Macedonia), September 20 (See News) 
- Macedonia's central bank NBRM said it 
raised on Tuesday a combined 4.7 billion 
denars ($91.8 million/76.5 million euro) in 
three issues of government securities with 
different maturities, below its target of 4.8 
billion denars. 

The coupons of all four issues will remain the 
same as at previous similar auctions. 

NBRM sells government securities on behalf of 
the finance ministry through volume tenders, in 
which the price and coupon are fixed in advance 
and primary dealers only bid with amounts. 
 
(1 euro = 51.201 Macedonian denars) 
Copyright 2017 Se eNews. All rights reserved. 
 
 

Poland 

Zloty yet to digest "hawkish" Fed, 

long-dated T-Bonds begin post-FED 

slide; eyes turn to ECB  

21-Sep-2017  
2017-09-21 
Poland's zloty continued to trade slightly 

below EUR/PLN 4.28 in early trade while 
bonds suffered on the long-end, increasing 

the 10Y yield by 5 bps to 3.36%, with both 
the zloty and Treasuries poised for likely 
losses in the wake of a more hawkish tone 
from the FED than had been expected, local 
analysts said in their morning notes to clients. 

RECENTLY SAID OF THE MARKETS 
ZLOTY VIS-A-VIS FED & ECB - The Polish zloty 
tends to react to Fed decisions with some 
delays, which is why any upward movements of 

the EUR/PLN pair may be expected later during 
the day, PKO BP analysts write in their morning 
report. EUR/PLN 4.30 should hold, Bank 
Millennium nonetheless claims, as the Polish 
currency is highly resistant to outside factors 
and can only break 4.30 on significant domestic 

developments, with the reception of the 
presidential draft judiciary bill being the biggest 
threat for the zloty. 
POLGBs - Yields and IRS may rise today in 
reaction to the "hawkish" outcome of the FOMC 
sitting, BZ WBK economists wrote in their note 
to markets. Wednesday's rise in yields might 

prove a one-day correction within the larger 
rising trend, Pekao economists add. If the 
German Bunds continue to suffer, the 10Y 
benchmark may even test the goals above the 
3.40% level, they say. The markets will focus on 
the message of the EBC members and possible 
signals as to the changes in the current QE 

policy, local players agree. 

 
Copyright (c) 2016 PAP - POLSKA AGENCJA PRASOWA 
SA 
 
 

Romania 

Romania sells planned 500 mln lei of 

Oct. 2020 bonds  

21-Sep-2017  
BUCHAREST, Sept 21 (Reuters) - Romania sold 

a planned 500 million lei ($129.58 million) 

worth of Oct. 2020 treasury bonds on 
Thursday, with the average accepted yield at 
1.91 percent, central bank data showed.  

Debt managers issued the benchmark bond in 
August at an average yield of 1.88 percent.  
So far this year, Romania has sold 36.9 billion lei 
and 340 million euros of domestic bills and 
bonds. It has tapped foreign markets for 1.75 

billion euros of 2027 and 2035 Eurobonds. 
 
($1 = 3.8585 lei) 
(Reporting by Luiza Ilie) 
(( luiza.ilie@thomsonreuters.com ; +4021 305 5262; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
 

mailto:daria.sito-sucic@thomsonreuters.com
rm://daria.sito-sucic.thomsonreuters.com@reuters.net/
rm://daria.sito-sucic.thomsonreuters.com@reuters.net/
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Russia 

Fitch: Russian LRGs to Post an 

Aggregate Fiscal Surplus in 2017  

18-Sep-2017  
MOSCOW/LONDON, September 18 (Fitch) The 

budgetary performance of Russian local and 
regional governments (LRGs) in the first half 
of 2017 means we now expect the sector to 
record its first aggregate full-year fiscal 

surplus for a decade, Fitch Ratings says. The 
figures confirm our view that the performance of 

the sector has started to improve, although it 
still varies widely across regions. We think 
maintaining surpluses will prove challenging. 

Recent data from the Russian Treasury show 
that LRGs' revenues increased by 9.4% yoy in 
1H17, outpacing the 6.3% growth in expenditure 
over the same period. The higher revenue 

proceeds were driven by taxes, particularly 
corporate income tax (CIT), which grew by 
12.3% as the macroeconomic environment 
improved. This resulted in a mid-year surplus of 
RUB437 billion (USD7.6 billion), more than 1.5 
times higher than in 1H16. Aggregate 

subnational debt will stabilise this year at 

RUB2.6 trillion, keeping the collective debt 
burden low by international standards at 26% 
of total revenue. 

However, individual subnationals' 1H17 budget 

balances varied considerably. Of the 85 regions 
in the Russian Federation, six recorded a surplus 
of over 15% of revenue, while seven posted a 
deficit of greater than 10%, with the remainder 

in the intervening range. 
Taxes are the regions' main revenue source 
(78% of revenues in 1H17), and revenues from 
the major taxes - CIT and personal income tax 
(PIT) - closely reflect a region's level of 
economic development and activity. This makes 
revenue performance uneven, as the size and 

dynamism of the subnational economies are 
very diverse. The 10 regions with the largest 
economies accumulated about half of all tax 

revenues received by Russian LRGs in 1H17, 
including 55% of CIT and 53% of PIT. 
Ensuring that each region has the financial 

capacity to provide the public services for which 
it is responsible can therefore be challenging. 
Some equalisation occurs under the system of 
intergovernmental transfers established more 
than 10 years ago, and more recently tax-
sharing mechanisms have been introduced. 
Some income from excise levies on gasoline and 

alcohol is redistributed across the regions, but 
the volume is small (only 4.2% of tax revenues 
in 2016). 
Redistribution may become more meaningful, 
however. Starting this year, a new mechanism 

for CIT allocation means that 1pp of CIT revenue 
will be redistributed to financially weaker 

regions. If this system had been in place in 
2016, about RUB127 billion would have been 
redistributed, or around one-third of the total 

deficit of those regions that recorded deficits. 

We think there is scope for more active use of 

tax sharing, which could help reduce the fiscal 
imbalance between LRGs, without necessarily 
weakening the financial stability of the stronger 
regions. 
Over the longer term, we think Russian LRGs 
may struggle to consolidate their recent 

budgetary improvement, if cost cutting and 
greater budget discipline, partly imposed by the 
federal government as part of its effort to reduce 
the general government deficit, cannot be 
maintained, for example due to pressure on 
public services. If revenue growth slows, the 

ability of individual LRGs to control expenditure 
will again be key to sustaining or improving their 
credit profiles. 

 
Media Relations: Julia Belskaya von Tell, Moscow, Tel: 
+7 495 956 9908, Email: 
julia.belskayavontell@fitchratings.com; Peter 
Fitzpatrick, London, Tel: +44 20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 
www.fitchratings.com. All opinions expressed are 
those of Fitch Ratings. 
 
 

Russia raises $4 bln in 2027, 2047 

Eurobond top-ups  

20-Sep-2017  
MOSCOW, Sept 20 (Reuters) - Russia has 

raised about $1.5 billion in a top-up of its 

2027 Eurobond and $2.5 billion in a top-up of 
its 2047 Eurobond issue, VTB Capital's head of 
debt capital markets, Andrey Solovyov, told 
reporters in Moscow on Wednesday. 
Russia planned to raise $4 billion on the 
global financial market in new Eurobonds, to 
replace debt maturing in 2018 and 2030. That 
would help the finance ministry to postpone 
payments on the external debt. 

The finance ministry said in a statement on 
Wednesday evening that it would not swap 

Russia's 2018 Eurobond as prices in bids did not 

match the levels which the ministry considered 
acceptable. 
 
(Reporting by Kira Zavyalova; writing by Polina Devitt; 
editing by Larry King) 
(( Polina.Devitt@thomsonreuters.com ; +7 495 775 12 
42; Reuters Messaging: 
polina.devitt.reuters.com@reuters.net )) 
 
 

Russian dollar bond yields rise after 

new global debt tap  

21-Sep-2017  
By Andrey Ostroukh 
MOSCOW, Sept 21 (Reuters) - Russian 

Eurobond yields inched higher on Thursday, 
catching up with yield guidance offered by the 
government for its Eurobond swap a day 
earlier. 
Russia tapped global bond markets this week 

mailto:julia.belskayavontell@fitchratings.com
mailto:peter.fitzpatrick@fitchratings.com
http://www.fitchratings.com/
mailto:Polina.Devitt@thomsonreuters.com
mailto:polina.devitt.reuters.com@reuters.net
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for the second time this year, aiming to swap 
its outstanding Eurobonds for longer 

maturities in order to postpone debt 
repayments and ease the burden on the 
budget. 

But instead of swapping securities maturing in 
2018 and 2030 as planned, Russia only 
managed to replace the paper with the longer 
maturity by selling more of its existing Eurobond 
issues maturing in 2027 and 2047. 

Yields for the sovereign Eurobond maturing in 
June 2027, rose to 4.04 percent as of 0815 
GMT, up from around 3.75 percent seen at the 
beginning of the week. The finance ministry had 
guided investors to a yield of 4 percent. 
For the Eurobond maturing June 2047, yields 
rose to 5.2 percent in accordance with finance 

ministry guidance, up from 4.92 seen on 
Monday. 
"The offered yields were rather attractive 
compared with the secondary market," said 
Yuliya Unesikhina, head of fixed income at 
Metallinvestbank in Moscow. 

Demand for the two Eurobonds reached $6 
billion, exceeding the $4 billion the finance 
ministry had offered, VTB Capital said. 
The 2047 Eurobond, worth $4.5 billion after the 
top-up, can now become the new sovereign 
benchmark, taking the place of the 2030 issue, 
Andrei Solovyov, head of debt capital market at 

VTB Capital, said late on Wednesday. 
Analysts also linked the rise in yields with the 

U.S. Federal Reserve which held interest rates 
on Wednesday as expected but hinted that 
policy could be tightened more than previously 
thought. That has hit emerging markets across 
the world. 

"The main overnight moves is related to the U.S. 
Fed," Unesikhina added. 
 
(Editing by Matthew Mpoke Bigg) 
(( andrey.ostroukh@thomsonreuters.com ;)) 
 
 

Serbia 

IMF revises Serbia's 2017 growth 

forecast to 2.3 percent  

19-Sep-2017  
BELGRADE, Sept 19 (Reuters) - The IMF on 

Tuesday cut its Serbian economic growth 
forecast for 2017 to 2.3 percent from 3.0 
percent, citing a fall in electricity output in 
winter and lower than expected crop yields 
due to months of drought. 

The International Monetary Fund kept its 2018 
forecast for the Balkan country's economic 
growth at 3.5 percent. 

"Economic activity continues to expand, 
notwithstanding a temporary slowdown ... in this 

context, we project growth of 2.3 percent in 
2017, increasing to around 3.5 percent in 2018," 
IMF mission head James Roaf said in a 
statement. 
Serbia signed a 1.2 billion euro loan deal with 

the Fund in February 2015 and committed to a 

series of savings measures aimed at reducing 
its debt and cutting the budget deficit. 

In the statement, Roaf said the IMF mission, 

which arrived on Sept. 13, had reviewed the 
country's finances, spending plans for 2018 and 
structural reforms. The eighth and final review of 
the loan deal is slated for late October. 
So far in 2017, Serbia has enjoyed a strong 
fiscal position, paving the way for discussions on 

investment, raising of public wages and 
pensions, a reduction in labour taxes and faster 
debt cutting, the statement said. 
Also on Tuesday, Prime Minister Ana Brnabic 
said the government was ready for a "significant 
increase" in public sector wages, but she 

declined to elaborate. 
Earlier this month, Brnabic said Belgrade was 

examining whether to seek a new loan deal with 
the Washington-based lender after the current 
arrangement expires in February. 
 
(Reporting by Aleksandar Vasovic; Editing by Ivana 
Sekularac and Hugh Lawson) 
(( aleksandar.vasovic@thomsonreuters.com ; 
+381113044930; )) 

 
 

Slovenia 

Slovenia issues new bonds to 

repurchase U.S.-denominated paper  

21-Sep-2017  
LJUBLJANA, Sept 21 (Reuters) - Slovenia has 

issued 700 million euros ($833.49 million) of 
euro-denominated bonds by expanding two 
existing bond issues that expire on 2027 and 
2040, the finance ministry said on Thursday. 

A statement from the ministry said it also 

expanded a U.S. dollar-denominated bond that 
expires in 2024 by $528.8 million. 
The moves were needed to repurchase and 
replace a total of $857 million of U.S. dollar-
denominated bonds with expiry dates in 2022 
and 2023, and thereby reduce debt costs, the 
ministry said. 

"Slovenia remains committed to reducing public 

debt and will stick to its goal to reduce debt 
from 78.4 percent at the end of 2016 to below 
77 percent of GDP at the end of this year," a 
ministry official told Reuters. 
 
($1 = 0.8398 euros) 
(Reporting by Marja Novak; editing by Mark Heinrich) 

(( Marja.Novak@thomsonreuters.com ; +386-1-
5058805, Reuters Messaging: 
marja.novak.thomsonreuters.com@reuters.net )) 
 
 

Ukraine 

Ukraine raises $3 bln with first bond 

since debt restructured  

18-Sep-2017  
By Alessandra Prentice 
KIEV, Sept 18 (Reuters) - Ukraine raised $3 

mailto:andrey.ostroukh@thomsonreuters.com
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billion on Monday in its first sovereign bond 
issue since restructuring its debt in 2015, 

drawing widespread demand that one source 
said reached three times that sum. 

President Petro Poroshenko said the success of 
the 15-year dollar placement showed investors 
had confidence in Ukraine's reform programme, 
though a former economy minister cautioned it 
might encourage authorities to dilute those 

plans.  
Ukraine restructured its debt in 2015 after an 
economic crisis linked to a Russia-backed 
insurgency in its industrial east. The deal left 
it with a large number of payments due 
annually between 2019 and 2027. 

Capitalising on a revival of investor appetite for 
high-yield assets, the new issue and a 
concurrent debt-swap operation were designed 

by the finance ministry to lighten the debt-
servicing burden. 
Finance Minister Oleksandr Danylyuk said the 
Eurobond was placed with a yield of 7.375 
percent. 
"Never before has Ukraine raised such a sum, 
never has it raised it under a 15-year maturity. 

This is an unbelievably positive assessment by 
investors of the reform (programme)," 
Poroshenko was quoted as saying by news 
agency Interfax Ukraine. 
A source close to the deal said nearly 400 
investors participated in the issuance with orders 
of around $10 billion. 

Returning to the international financial market 
by selling hard-currency bonds is part of the 
$17.5 billion aid-for-reforms programme Ukraine 
agreed with the International Monetary Fund in 
2015. 
Some pro-reform activists and politicians worry 

that a successful issuance could make 
authorities less inclined to meet the IMF's 
demands, which include pension reform and a 
crackdown on corruption. 
"If we get all the money from the international 
financial markets, there would be less need for 
the leadership of the country to rely on the IMF," 

ex-economy minister Aivaras Abromavicius told 
Reuters ahead of the placement. 

"That unfortunately means that perhaps there 
would be the possibility of a slowdown on the 
reform path."  
Of the $3 billion raised on Monday, $1.7 
billion will go on the debt swap. The 
remaining $1.3 billion is earmarked for fresh 

financing, the source said. 

Earlier in the day, Ukraine said it had agreed to 
buy back more than $1.5 billion of bonds due in 
2019 and 2020 - in line with the amount it 
targeted to purchase through the debt swap. 
In an announcement published on the Irish 
Stock Exchange, the Finance Ministry said it had 

accepted $1.16 billion on its 2019 bonds and 
$415.15 million on those due in 2020 in 

exchange for longer-maturity bonds. 
This eases painful debt commitments in 2019, a 
year when potentially disruptive parliamentary 
and presidential elections are due. 
"For the government the most important task 

is to lower the (debt) burden for 2019 when 
the electoral cycle will hit a peak and the 

opportunity to attract financing will 
significantly decrease," Olena Bilan, chief 
economist at Ukrainian investment bank 
Dragon Capital, said ahead of the swap. 

Before the swap, Ukraine's external debt 
payments, including on quasi-sovereign 
Eurobonds -- issued by state-owned companies - 
were due to hit a peak of $7.5 billion in 2019 

with a further $6.1 billion due in 2020, Bilan 
said. 
 
(Reporting by Alessandra Prentice; Additional reporting 
by Natalia Zinets; Editing by Richard Balmforth and 
John Stonestreet) 
(( alessandra.prentice@thomsonreuters.com ; +380 
44 244 9150; Reuters Messaging: 
alessandra.prentice.reuters.com@reuters.net )) 
 

LATIN AMERICA 

 

Argentina 

Argentina posts primary fiscal deficit of 

24.7 bln pesos in August  

18-Sep-2017  
BUENOS AIRES, Sept 18 (Reuters) - Argentina 

posted a primary fiscal deficit of 24.7 billion 
pesos ($1.4 billion) in August, the Treasury 
Ministry said on Monday, up from a deficit of 
22.1 billion pesos in July. 

In presenting the 2018 budget to Congress on 
Friday, Treasury Minister Nicolas Dujovne said 
the government expects a primary fiscal deficit 
worth 4 percent of gross domestic product 
(GDP) this year, down from 4.2 percent seen 
previously, and 3.2 percent next year. 
In the first half of the year the deficit was 

144.286 billion pesos, or 1.5 percent of GDP. 
 
($1 = 17.32 billion Argentine pesos at the end of 
August ) 
(Reporting by Luc Cohen; editing by Diane Craft) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net )) 
 
 

Argentine plans two more bond issues 

in 2017  

20-Sep-2017  
BUENOS AIRES, Sept 20 (Reuters) - Argentina 

will come to market with two more bond 
issues this year, Finance Minister Luis Caputo 
said in remarks at a conference on 
Wednesday. 

He said they would not be in dollars but the 
currencies were still undefined. It was not clear 

if the issuances would occur before or after the 
October mid-term election, Caputo said. 
 
(Reporting by Eliana Raszewski) 
©Thomson Reuters 2017. All rights reserved.  
 

mailto:luc.cohen@thomsonreuters.com
mailto:luc.cohen.thomsonreuters@reuters.net
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Brazil  

Brazil set to unfreeze 10-15 bln reais in 

spending on Friday  

21-Sep-2017  
BRASILIA, Sept 21 (Reuters) - Brazil's 

government is preparing to unfreeze more 
than 10 billion reais ($3.18 billion) in 
spending on Friday because of a looser budget 
target to fend off a potential shutdown, a 
government source told Reuters. 

The government has frozen 45 billion reais in 
spending to meet its budget target, a hallmark 

of efforts to restore investors' confidence in 
Brazil after two years of recession. 

The government nevertheless loosened the 2017 
primary budget deficit goal last month to 159 
billion reais from 139 billion previously as tax 
revenues faltered, opening the door for more 

spending without breaching fiscal rules. 
The thaw to be announced on Friday remained 
under discussion as it depends on revenue 
estimates from judicial debts under a law 
approved in July.  
The source said up to 15 billion reais could be 
made available for federal spending, but that 

number could fall by about 4 billion reais if the 
country's attorney general does not endorse the 
new rules for judicial debt payment. 

A second government source told Reuters the 
attorney general was expected to endorse the 
government's plans on Thursday. 
Planning Minister Dyogo Oliveira had initially 

been forecasting an thaw of between 8 billion to 
10 billion reais to be announced at bimonthly 
budget review, due on Friday.  
 
($1 = 3.1427 reais) 
(Reporting by Silvio Cascione and Marcela Ayres; 
Additional reporting by Ricardo Brito; Editing by Dan 
Grebler) 
(( Twitter: https://twitter.com/silviocascione; 
silvio.cascione@tr.com ; +55 61 99873 6261; Reuters 
Messaging: 
silvio.cascione.thomsonreuters.com@reuters.net )) 
 
 

Chile 

Chile central bank revokes reciprocal 

credit line with Venezuela  

20-Sep-2017  
SANTIAGO, Sept 20 (Reuters) - Chile's central 

bank said on Wednesday it had revoked a 
reciprocal credit line with its Venezuelan 
counterpart, citing what it called Venezuela's 
failure to pay back its debts. 

In a statement, Chile's central bank said it had 

notified Venezuela's central bank and that the 

line would be cancelled within 10 days. The 
monetary authority said it has been taking steps 
to mitigate its exposure to Venezuela since 2014 
and was currently owed $2.1 million by that 
country's central bank. 

"The progressive deterioration of Venezuela's 
financial indicators and the (Venezuela central 

bank's) behavior in prior years under this 
arrangement had already motivated us to 
adapt measures to safeguard the Central Bank 
of Chile's wealth," the monetary authority 
said in a statement. 

The Venezuelan central bank had made 
"intensive use" of the credit line in recent years, 
Chile's central bank said. 
Venezuela's economy is undergoing a deep 

recession and its currency reserves are at their 
lowest levels in years as the OPEC country 
grapples with low oil prices and a flailing socialist 
model. 
The country has said it will make all pending 
debt payments despite a set of difficulties that 

have resulted from financial sanctions imposed 
by the United States.  
 
(Reporting by Antonio de la Jara; Writing by Luc 
Cohen; Editing by Jonathan Oatis) 
(( luc.cohen@thomsonreuters.com ; 
 
 

Peru 

Fitch Affirms Peru at 'BBB+'; Outlook 

Stable  

19-Sep-2017  
NEW YORK, September 19 (Fitch) Fitch Ratings 

has affirmed Peru's Long-term Foreign 
Currency Issuer Default Ratings at 'BBB+' 
with a Stable Outlook. 

A full list of rating actions is at the end of this 
release. 
KEY RATING DRIVERS 
Peru's creditworthiness is underpinned by its 
track record of macro-policy credibility, 

consistency, and flexibility, which has delivered 
macroeconomic and financial stability. Strong 
fiscal and external balance sheets 
counterbalance the country's high commodity 
dependence, low government revenue base, 
financial dollarization and structural constraints 
in terms of income per capita, social indicators 

and institutional quality. 
Fitch expects Peru's economy to expand by 
2.3% in 2017, lower than initially forecast due to 
El Nino-related flooding damage and delays to 
large infrastructure projects. Growth is now 
picking up driven by reconstruction spending 
and a small recovery in mining investment after 

three years of contraction. Economic growth 
could rise to 3.7% in 2018 under Fitch's baseline 
scenario as public investment rises and private 
investment advances in infrastructure public 
private partnership (PPP) concessions that have 
been delayed. The Peruvian economy has grown 

faster than the 'BBB' median, 3.6% versus 3.0% 

per year on average, over the past five years, 
although its potential growth rate is gradually 
converging toward the 'BBB' median. Downside 
risks to Fitch's baseline economic forecast for 
2018-2019 could materialize from further 
administrative delays to infrastructure projects, 
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commodity price shocks, and subdued mining 

investment. 

Inflation remains low, albeit above target, at 
3.17% year over year (yoy) in August 2017. 
Peru's inflation-targeting monetary policy regime 
is credible, supported by the anchoring of 
inflation expectations within the central bank's 
2%+/-1% target band, despite the presence of 

financial dollarization and transitory exchange-
rate and weather-related shocks. The Sol has 
appreciated 3% relative to the US dollar during 
2017, limiting import-price pass-through. The 
central bank has eased monetary policy, cutting 
the policy rate by a cumulative 75bps year to 

date to 3.5% in response to the weaker 
economic performance in 1H17. 
Peru maintains a strong external balance sheet 

with a small current account deficit. The country 
remains a small net external creditor, 1.8% of 
GDP in 2017. External liquidity (supported by 
USD62 billion in international reserves) exceeds 

300% of current external liabilities, including 
non-resident holdings of the government's Sol-
denominated bonds (43% of the total). The 
current account deficit is expected to remain 
close to 2% of GDP during 2017-2019, which will 
be fully financed by FDI. These strengths 
partially offset vulnerabilities from Peru's high 

dependence on mining exports, financial 
dollarization (29% of private credit), and non-
resident capital flows. 
The general government has a strong balance 
sheet with debt and interest burdens 
projected at 25.6% of GDP and 6.4% of 
revenues in 2017 (versus 41% of GDP and 
7.1% revenues for the BBB median). Peru's 
small fiscal stabilization fund, 4% of GDP, and 

unrestricted central government deposits, 
4.9% of GDP, provide additional financing 
flexibility. 

The government has increased its budget deficit 
target to 2.9% of GDP for 2017 and 3.3% for 
2018 to finance reconstruction following El Nino 
flooding damage (costing 3.2% of GDP in total 
over four years). The government plans to draw 

1% of GDP from its stabilization fund for 
reconstruction over the period and use natural 

disaster credit lines from multilaterals. The 
remainder of the government's gross financing 
needs (deficits and amortizations totalling 3.3% 
of GDP in each of 2017 and 2018) will be met 
principally with central government deposits 

(including pre-financed resources for 2017) and 
Sol-denominated bond issuance. 
Government revenues have fallen to 18.3% of 
GDP in 2017 from their peak of 22.8% in 
2013. The Kuczynski administration will need 
to boost government revenues to meet its 
fiscal consolidation target of returning to a 

primary budget surplus by 2021. To date, the 

government has raised the corporate income tax 
rate, implemented a tax amnesty for the 

repatriation of taxable foreign assets during 
2017-2018, and taken steps to broaden the tax 
base. However, lower economic growth and 
difficulties reducing tax evasion pose risks to 
closing the revenue gap. Fitch's baseline 

scenario assumes a more conservative rise of 

tax revenues than the budget forecasts and 

expects that the administration will if necessary 
make spending adjustments to meet its fiscal 
consolidation path. 
Poor executive-legislative relations could limit 
policy space for major fiscal reforms, however, if 
fiscal revenues underperform expectations. The 

Kuczynski administration has experienced six 
ministerial departures from the cabinet during 
its first 14 months and received a no-confidence 
vote on the cabinet on September 15, partially 
as a result of pressure from the majority Fuerza 
Popular party in the congress, contributing to 

tension in domestic politics. In addition, cabinet 
instability could add to the administrative delays 
that have slowed public and private investment, 

particularly in large PPP infrastructure projects, 
affecting growth expectations. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Peru a score 
equivalent to a rating of 'BBB-' on the LT FC IDR 
scale. Fitch's sovereign rating committee 
adjusted the output from the SRM to arrive at 
the final LT FC IDR by applying its QO, relative 
to rated peers, as follows: 
--Macro: +1 notch: Peru's policy framework has 

developed a track record of policy coherence and 
credibility leading to entrenched macroeconomic 
and financial stability, and generated counter-
cyclical fiscal policy space. 

--Public finances: +1 notch: Peru's rules-based 
fiscal stabilization fund and government deposits 

augment the government's financing flexibility. 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centered 
averages, including one year of forecasts, to 
produce a score equivalent to a LT FC IDR. 
Fitch's QO is a forward-looking qualitative 

framework designed to allow for adjustment to 
the SRM output 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 risk factors that, individually or 

collectively, could trigger a negative rating 
action are: 
--Underperformance of government revenues 

resulting in a faster-than-expected rise in the 
general government debt burden or the 
erosion of fiscal buffers; 

--Weakening investment and growth prospects; 
--A negative external shock - such as a sharp 

decline in the price of Peru's main commodity 
exports - resulting in weaker macroeconomic 
performance and deterioration in fiscal and 
external balance sheets. 
Conversely, the main factors that could lead to a 

positive rating action are: 

--Higher growth that reduces Peru's income gap 
and improves social indicators relative to higher-
rated sovereigns; 
--Strengthened institutional capacity that 
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improves the effectiveness of economic and 

social policy implementation; 

--Significant improvements in Peru's fiscal and 
external balance sheets and material reduction 
of financial dollarization. 
KEY ASSUMPTIONS 
--Fitch expects China's economy, a major mining 
export partner, to grow 6.7% in 2017, 6.3% in 

2018, and 6.1% in 2019. 
--Fitch assumes copper prices will stabilize near 
current levels during 2017-2019. 
The full list of rating actions is as follows: 
--Long-term foreign-currency IDR affirmed at 
'BBB+'; Outlook Stable 

--Long-term Local-Currency IDR affirmed at 'A-'; 
Outlook Stable 
--Short-term Foreign-Currency IDR affirmed at 

'F2' 
--Short-term Local-Currency IDR affirmed at 'F1' 
--Country Ceiling affirmed at 'A-' 
--Issue ratings on long-term senior-unsecured 

foreign-currency bonds affirmed at 'BBB+' 
--Issue ratings on long-term senior-unsecured 
local-currency bonds affirmed at 'A-' 
 
Media Relations: Benjamin Rippey, New York, Tel: +1 
646 582 4588, Email: 
benjamin.rippey@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Uruguay 

Fitch Affirms Uruguay at 'BBB-'; 

Outlook Stable  

21-Sep-2017  

NEW YORK, September 21 (Fitch) Fitch Ratings 

has affirmed Uruguay's Long-Term Foreign 
and Local Currency Issuer Default Ratings 
(IDRs) at 'BBB-' with a Stable Outlook. A full 
list of rating actions follows at the end of this 
press release. 

KEY RATING DRIVERS 
Uruguay's ratings are supported by strong 

structural features in terms of social and 

institutional development, a strong external 
balance sheet, and fiscal financing buffers. 
These factors are balanced by a weak track 
record of compliance with inflation and fiscal 
targets, weighing on policy credibility, 
relatively elevated and dollarized public debt, 
and high budget rigidity. 

Uruguay's economy is on track for a strong 

rebound in 2017 after two years of sluggish 
growth. Fitch forecasts growth of 3.5% in 2017, 
up from 1.5% in 2016 and 0.4% in 2015. 
Stronger consumption is driving the recovery, 
reflecting the boost to real wages and social 
benefits from the sharp slowdown in inflation, as 
well as a strong local currency. Exports have 

also surged on a record soy harvest, strong 
tourism inflows from Brazil and Argentina, and 
solid growth among other mostly agriculture-
oriented goods. 
Uruguay's economic recovery is somewhat less 

robust than the headline GDP figures suggest, in 

Fitch's view. The small telecom sector alone 

explains half of cumulative real GDP growth in 
2011-2016 and continued to lift the figures in 
the first half of 2017 (an outsized contribution 
that mostly reflects measurement challenges 
affecting national accounting of dynamic service 
sectors). The labor market remains weak, with 

unemployment around 8%. 
Investment has also continued to contract in 
2017, highlighting potential headwinds to the 
growth outlook as the cyclical factors 
underpinning strong private consumption wane. 
Restrictive labor laws and high local costs in 

terms of taxes and utility prices are key 
investment bottlenecks according to 
international surveys. However, there has been 

recent progress on a major pulp plant and 
related infrastructure, supporting Fitch's baseline 
that this project will advance as soon as 2019. 
Fitch projects growth of 2.8% in 2018 and 3.0% 

in 2019. 
Inflation has fallen considerably to within the 
target range (5% plus/minus 2pp) in 2017, and 
stood at 5.4% as of August. It is not yet clear 
how lasting this lower inflation level will be in 
Fitch's view, given it mostly reflects a sharp fall 
in tradables inflation due to peso strength, while 

non-tradables inflation remains around 8%. 
Nevertheless, expectations have converged 
toward the 7% upper bound of the target, which 
could portend progress in reducing Uruguay's 

structurally high inflation (among the highest in 
investment-grade space in the past five years). 
Monetary policy has taken a less 
contractionary stance amid the improved 
inflation backdrop in Fitch's view, evidenced 
by the fall in real interest rates from 5% to 
3%. High dollarization and low financial depth 
limit continue to weaken the efficacy of 
monetary policy. 

External finances have seen a significant 
improvement. The current account moved to a 
0.5%-of-GDP surplus in the four quarters 

through 2017Q1 after a decade of deficits, 
driven by strong exports and tourism inflows and 
lower capital imports due to the ebb in 

investment. An improved current account and 
strong local preference for local currency assets 
have generated appreciation pressure on the 
peso in 2017, prompting considerable reserve 

accumulation by the central bank. This stands to 
further bolster Uruguay's strong reserve 
coverage and external liquidity ratios, which had 
already improved given reduced liquid external 
liabilities in terms of Argentine deposits and 
non-resident holdings of local bonds (2% of the 

total in June, down from 25% at end-2015). 
Uruguay's key credit challenge remains reducing 
its fiscal deficit. Fitch projects that consolidation 
efforts will lower the central government deficit 

to 3.2% of GDP in 2017 from 3.7% in 2016. 
Income tax hikes have boosted revenues in line 
with projections, while taxes and dividends from 

public companies have risen as lower energy 
costs have not been passed on to consumers. 
Spending pressures have offset some of the 

http://www.fitchratings.com/
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improvement: pension costs are rising on 

indexation and a greater-than-expected impact 

of prior relaxation of retirement rules, and 
healthcare costs on expansion of insurance 
(FONASA) to a final cohort of dependents in 
2016. 
The authorities aim to reduce the public sector 
deficit to 2.5% of GDP in 2019 from 3.9% in 

2016 (3.7% to 2.5% for the central 
government). The budget for 2018 includes tax 
hikes on imports and gambling to keep fiscal 
targets on track, given that better growth and 
revenue forecasts have been more than offset 
by rising pension costs. Fitch believes the 

government will fall short of its consolidation 
goals, however, given the further fiscal 
adjustment this would require will become 

increasingly difficult ahead of 2019 elections. 
Appetite for further tax hikes is limited; capital 
spending is already very low, and spending faces 
pressure from rigid social entitlements and 

pledges for further budget hikes (i.e. lifting 
education spending to 6% of GDP). Uruguay has 
a poor track record of meeting fiscal targets, and 
deficits have tended to rise in election years. 
Fitch projects that fiscal deficits will lift the 
general government debt burden to 62% of 
GDP by 2019, from 57% in 2016. Uruguay's 
debt level is above the 'BBB' median of around 
40% of GDP, although less so when excluding 

8.5pp in recapitalization bonds issued to the 
central bank with low refinancing risk (but 
included by Fitch for consistency with data 

reported by other sovereigns). Financing risks 
are low due to a long-dated debt profile and 
liquidity buffers including USD 2.4 billion in 
contingent credit lines and a long-standing pre-
financing policy. 

Uruguay's sovereign balance sheet has proven 
sensitive to exchange rate movements, 
reflecting a relatively high share of foreign-
currency debt. Real peso appreciation has 
slowed the rise in debt metrics in 2016 and 
2017, but this benefit is likely to wear off in the 
coming years. However, the sovereign aims to 

decrease its reliance on foreign currency 
funding, taking advantage of lower peso interest 

rates to issue two peso-denominated global 
bonds in 2017. 
Political challenges for the ruling Frente Amplio 
(FA) coalition have risen due to a tighter budget 

envelope and tensions surrounding the 
resignation of the vice president due to ethical 
issues. Fitch believes this episode reflects the 
country's high governance standards rather than 
signaling a deterioration, but it could pose risks 
should it weaken the cohesion or public support 
of the FA in a way that hinders policy priorities 

such as fiscal consolidation. The FA recently 
recovered a legislative majority, which should 
support already strong governability. 

SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Uruguay a score 
equivalent to a rating of 'BBB+' on the Long-

term FC IDR scale. Fitch's sovereign rating 
committee adjusted the output from the SRM to 

arrive at the final Long-Term FC IDR by applying 

its QO, relative to rated peers, as follows: 

--Macro: -1 notch, to reflect a weak track record 
of compliance with inflation and fiscal targets, 
which weighs on policy credibility and counter-
cyclical policy scope. 
--Public Finances: -1 notch, to reflect a highly 
rigid expenditure profile dominated by heavily 

indexed and constitutionally-protected social 
entitlements, with a low share of capital 
spending. This poses challenges to fiscal 
consolidation goals. A relatively large stock of 
foreign-currency debt exposes fiscal metrics to 
high exchange-rate risk, although the authorities 

are making progress on increasing reliance on 
local-currency funding. 
Fitch's SRM is the agency's proprietary multiple 

regression rating model that employs 18 
variables based on three year centered 
averages, including one year of forecasts, to 
produce a score equivalent to a Long-Term 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 risk factors that, individually or 
collectively, could trigger a negative rating 
action are: 
--Fiscal slippage leading to a faster trend 

increase in the government debt burden; 

--Deterioration in growth prospects; 
--Erosion of external liquidity buffers. 

Conversely, the main factors that could lead to a 
positive rating action are: 
--Fiscal consolidation consistent with 

stabilization of the public debt trajectory; 

--A sustained reduction in inflation and better 
anchoring of inflation expectations; 
--Evidence of investments or productivity gains 

that lift medium-term growth prospects. 
KEY ASSUMPTIONS 
--Fitch assumes that construction of a new pulp 
mill project will take place as soon as 2019, 

supporting growth during the construction phase 
and once production begins. 
--Fitch assumes that after contracting in 2016, 

Brazil's economy will post positive growth in 
2017-2018, supporting economic activity in 
Uruguay. 
Fitch has affirmed Uruguay's ratings as follows: 
--Long-term foreign currency IDR at 'BBB-'; 
Outlook Stable; 

--Long-term local currency IDR at 'BBB-'; 
Outlook Stable; 
--Short-term foreign currency IDR at 'F3'; 
--Short-term local currency IDR at 'F3'; 
--Country Ceiling at 'BBB+'; 
--Issue ratings on long-term senior-unsecured 

foreign currency bonds at 'BBB-'; 

--Issue ratings on long-term senior-unsecured 
local currency bonds at 'BBB-'. 
 
Media Relations: Benjamin Rippey, New York, Tel: +1 
646 582 4588, Email: 
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benjamin.rippey@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Venezuela 

Brazil seeks to avoid Venezuela default 

on $5 bln contracts  

21-Sep-2017  
SAO PAULO, Sept 21 (Reuters) - Brazilian 

officials plan to visit Venezuela next week to 
prevent the oil-rich nation from defaulting on 
contracts worth as much as $5 billion after 
falling in arrears on a payment due to 
infrastructure contractors this month, 
newspaper Folha de S.Paulo reported on 
Thursday. 

Venezuela missed a $262 million payment owed 
to Brazilian contractors in September, the 
newspaper said, adding the government will 
send representatives to Caracas to discuss the 
matter. The Brazilian negotiators will include 
central bank and Finance Ministry officials, Folha 
reported, citing unnamed government sources. 

The central bank and the Brazilian Finance 
Ministry did not have an immediate comment. 
The Brazilian government's main concern is 
related to the possibility of Venezuela failing to 
make good on upcoming payments related to 
the contracts. Most of the payments are related 

to work done by Odebrecht SA, Andrade 
Gutierrez and Camargo Correa SA in Venezuela. 
The projects were financed by Brazil's 
development bank BNDES, Folha reported.  
Venezuela's missed payment was formally 
communicated to the Central Bank on Sept. 8. 
 
(Reporting by Ana Mano; Editing by Bill Trott) 
(( ana.mano@thomsonreuters.com ; Tel: +55-11-
5644-7704; Mob: +55-119-4470-4529; Reuters 
Messaging: 
ana.mano.thomsonreuters.com@reuters.net )) 
 

AFRICA 
 

Benin 

Benin to issue 55 bln CFA francs ($101 

million) in bonds on Sept. 21  

20-Sep-2017  
ABIDJAN, Sept 20 (Reuters) - Benin will sell 55 

billion CFA francs ($101 million) in bonds of 

varying amounts, maturities, and interest 
rates on Sept. 21, the West African debt 
planning agency AUT said on Wednesday. 

The assortment of treasury bonds and fungible 
treasury bonds will be sold to investors across 

the region's eight-nation CFA franc currency 
zone, AUT said in a statement.  
 
($1 = 543.3800 CFA francs) 
(Reporting by Loucoumane Coulibaly; Editing by Nellie 
Peyton) 

(( loucoumane.coulibaly@thomsonreuters.com ; +225 
05083848; )) 
 
 

Botswana 

Moody's says Botswana's credit profile 

reflects strong balance sheet, low debt, 

set against small economy dependent 

on diamonds  

18-Sep-2017  
Sept 18 (Reuters) - Moody's: 
Moody's says Botswana's credit profile 
reflects strong balance sheet and low debt, 
set against small economy dependent on 
diamonds. 

Moody's says "significant deterioration" in 
Botswana's net asset position would put 
downward pressure on its creditworthiness. 
Moody's - Dominance of diamond sector in 
economy, lack of public sector reform, limited 

manufacturing sector hamper Botswana's 
competitiveness, job generation. 
 
(( Bangalore.newsroom@thomsonreuters.com ;)) 
 
 

Egypt 

Egypt sees $10-$12 bln finance gap for 

2017/8, plans new bonds  

18-Sep-2017  
By Arwa Gaballa and Nadine Awadalla 

CAIRO, Sept 18 (Reuters) - Egypt expects a 

funding shortfall of $10 billion to $12 billion in 
its current fiscal year, when it plans to issue 
$8 billion in new dollar-denominated bonds, 
the Finance Minister said on Monday. 

Amr El Garhy also predicted economic growth 
between 5 and 5.25 percent in the year ending 
June 2018 - up around half a percentage point 

on a government forecast made in August. 
"We want to do 6 percent (growth) in the longer 
term and in a sustainable way. Historically we 

make reforms and then 2-3 years later we fall 
into a trap and make mistakes," he told a 
Euromoney conference on Monday. 
Days after floating its pound currency last 

November, Egypt signed a $12 billion three-
year loan with the International Monetary Fun 
tied to sweeping economic reforms including 
tax hikes and subsidy cuts. 

The programme has started to lure back foreign 
investors who fled after an uprising in 2011, and 
Egypt has also been negotiating billions of 
dollars in aid from other lenders. 
Foreign borrowing and direct investment helped 

the economy expand 4.9 percent year-on-year 
between April and June. 

Asked by a conference moderator about policy 
priorities for next year, Garhy said the 
government would press on with deficit- and 
debt-reduction efforts. 

He said inflation, fuelled mainly by sharp 



 

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 

  21 

declines in the value of the pound since it was 

floated, remained the key risk for the budget. 

Core inflation rose to 35.26 percent year-on-
year in July from 31.95 percent in June, central 
bank data shows. 
But foreign reserves have begun to recover, 
jumping to $36.04 billion at the end of July, 
their highest level since the 2011 revolt. 
Foreigners invested a total of $17.6 billion in 
Egyptian debt instruments between the pound 
float and mid-September, Deputy Finance 
Minister Ahmed Kojak told Reuters earlier on 
Monday. 

 
(editing by John Stonestreet) 
©Thomson Reuters 2017. All rights reserved. 
 
 

Morocco 

Fitch: Morocco Reserve Fall Unlikely to 

Prompt FX Policy Shift  

21-Sep-2017  

HONG KONG/LONDON, September 21 (Fitch) 
Fitch Ratings still expects an eventual 
widening of the Moroccan dirham's floating 
bands, despite the fall in foreign-currency 

reserves in 2Q17. Reserves have now bottomed 
out and we expect the authorities to implement 
gradual alterations to the foreign exchange 
framework while trying to achieve a more robust 

anchoring of policy expectations by fine-tuning 
their communication strategy. 
A broadening of the dirham's floating bands was 
widely expected at end-June, but the 
announcement was postponed against the 
backdrop of a rapid fall in foreign exchange 
reserves. Morocco's net international reserves 

(NIR) had dropped by 14.3% in US dollar 
terms at 7 July from their end-April level, 
reaching USD20.9 billion, their lowest level in 

nearly two years. Consequently, the goods and 
services import coverage ratio receded to just 
above five months in July, down from seven at 
end-December 2016 based on Bank al-Maghrib 

(BAM) estimates. 

The NIR drop partly reflected residents buying 
foreign-currency instruments for hedging or 
profit ahead of the expected end-June 
announcement. Moroccan banks increased their 
foreign-currency assets by 56%, equivalent to 
USD1.6 billion, between 28 April and 7 July. The 

sharp fall of the Egyptian pound following full 
liberalisation and recent pressures on the 
exchange rate in Tunisia might have stoked 
fears of substantial dirham depreciation, 
although the likelihood of this is very low in our 
view. The Egyptian pound was widely judged to 
be substantially over-valued, while the dirham is 

close to its equilibrium value. 

The decline is also due to higher balance-of-
payments outflows. Higher amortisation than 
drawings, partly related to the late approval of 
the 2017 budget, pushed the government's net 
foreign loan financing down to -USD0.52 billion 

in the first seven months of 2017 from USD0.23 

billion a year earlier. Higher oil prices 

contributed to a USD0.6 billion widening in the 

goods and services trade deficit. FDI outflows 
rose threefold on purchase of foreign assets by 
residents, including the regional expansion of 
the domestic banking sector. 
The gradual disbursement of foreign financing 
and the tighter scrutiny of foreign exchange 

transactions should support a further partial 
recovery of the reserve-to-import ratio. Reserve 
losses due to hedging strategies may be 
gradually reversed but the contribution of higher 
other balance-of-payments outflows could be 
more enduring. Morocco's NIR have already 

bottomed out, rising by USD2 billion from early 
July. 
The authorities' plan is to widen the floating 

bands to +/-2.5% from +/-0.3%, according to a 
statement by Prime Minister Othmani. The 
phasing-in of a full float regime is only a long-
term prospect in our view. 

As the floating bands will initially be relatively 
narrow, the direct benefits for external 
competitiveness and economic shock-absorption 
capacity will still be modest. However, it would 
be an important step towards more flexible 
exchange rates that could help provide a buffer 
against external shocks and increase BAM's 

leeway to gear monetary policy towards inflation 
targeting. 
We would expect even a more substantial 
widening of the bands to pose little risk to 
macroeconomic stability, given banks' low 
foreign-currency exposure and the high share 

of dirham-denominated government debt. We 
expect dirham volatility to remain limited after 

the widening (the exchange rate is broadly 
aligned with fundamentals), although renewed 
temporary pressures on reserves are possible. 
Foreign exchange reserves and the IMF's 
precautionary and liquidity line are buffers to 
exchange rate pressures. 
 
Media Relations: Francoise Alos, Paris, Tel: +33 1 44 
29 91 22, Email: francoise.alos@fitchratings.com; 
Peter Fitzpatrick, London, Tel: +44 20 3530 1103, 
Email: peter.fitzpatrick@fitchratings.com; Leslie Tan, 
Singapore, Tel: +65 67 96 7234, Email: 
leslie.tan@fitchratings.com. 
 
 

Nigeria 

Nigeria raises more than planned from 

bills as foreigners buy debt  

20-Sep-2017  
LAGOS, Sept 20 (Reuters) - Nigeria's central 

bank on Wednesday raised more money from 
an auction of treasury bills than originally 
planned after it received subscriptions for 
almost four times the amount of debt initially 

on offer, traders said. 
The bank raised 215.88 billion naira ($686 
million) at the auction, 75 billion naira more 
than planned, with the one-year paper 
accounting for most of the debt. Total 

mailto:leslie.tan@fitchratings.com
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subscription at the auction stood at 559 
billion naira. 

Investors bid as much as 18.9 percent for the 
one-year debt and as low as 13.15 percent for 
the three months note.  

The bank raised 22.78 billion naira in three 
month bills at 13.15 percent, 24.74 billion naira 
in six month bills at 16.8 percent and 168.36 
billion naira in one-year bills at 17 percent.  
Traders said foreign investors sold dollars last 

week in anticipation of the auction, boosting 
demand for the bills and also liquidity on the 
currency market. 
However currency market liquidity waned on 
Wednesday as some international investors were 
waiting to see where they yields would end up, 
they said. 

The central bank issues treasury bills twice a 
month to help the government fund its budget 
deficit, support commercial lenders in managing 
liquidity and curb inflation. 
 
($1 = 314.50 naira) 
(Reporting by Chijioke Ohuocha; Editing by Mark 
Potter) 
(( chijioke.ohuocha@thomsonreuters.com ; +234 703 
4180 621; Reuters Messaging: 
chijioke.ohuocha.thomsonreuters@reuters.net )) 

 
 

Nigeria sells more treasuries as moves 

to support naira  

21-Sep-2017  

By Chijioke Ohuocha 
LAGOS, Sept 21 (Reuters) - Nigeria's central 

bank sold 207 billion naira in treasuries on 
Thursday to mop up liquidity, a day after it 
raised more money than planned via a debt 
auction as it moved to keep borrowing costs 
high to support the currency, traders said. 

The bank is aggressively mopping up funds from 
the banking system to help curb inflation and 

battle weakness in the local currency. This is 
pushing up costs, especially for the government, 
which is battling to contain a widening deficit. 
It sold six-bill open market bills (OMO) at 17.95 
percent, higher than the 16.8 percent it paid to 

place the same maturity at the auction on 
Wednesday. 

"They are mopping up liquidity at all cost, 
whereas the government is trying to reduce 
borrowing costs," one trader said. 
"It seems like the central bank and the debt 
office have conflicting interests," another trader 
said.  
Central Bank Governor Godwin Emefiele has said 

he expects rates to remain tight to support the 
portfolio inflows and the currency. The bank is 
due to decide on interest rates on Tuesday and 
most analysts expect it to leave the benchmark 
on hold at 14 percent. 

Overnight rates had started to inch up, traders 

said. Money market rates opened at 11 percent 
on Thursday after they hovered between nine 
and 10 percent the previous day. 
The naira traded at around 360 to the dollar on 
Thursday for investors, who have been offering 

to sell the U.S. currency at 365, close to the 

black market rate of 367. 

A banking system liquidity shortfall which hit 59 
billion naira on Wednesday was expected to 
widen to more than 100 billion, traders said. 
Nigeria emerged from recession in the second 
quarter as oil revenues rose, but the pace of the 
recovery has been slow. The government has 

struggled to boost income, suggesting its deficit 
and short-term borrowing could rise further. 
Africa's biggest economy has a series of debt 
issues lined up this year, but it has struggled to 
tap concessionary funds especially from the 
World Bank. It was planning for a shortfall of 

$7.5 billion for its 2017 budget, which could 
widen.Rate-setter Doyin Salami said central 
bank investments in government treasury bills 

had risen 30 percent to 454 billion naira since 
December, leaving the bank providing "piggy 
bank" services to the state. 
 
(editing by John Stonestreet) 
(( chijioke.ohuocha@thomsonreuters.com ; +234 703 
4180 621; Reuters Messaging: 
chijioke.ohuocha.thomsonreuters@reuters.net )) 
 
 

South Africa 

South Africa issues $2.5 billion in 

foreign currency bonds  

20-Sep-2017  
JOHANNESBURG, Sept 20 (Reuters) - South 

Africa has issued a pair of dollar bonds in 
overseas capital markets worth $2.5 billion to 
help finance its foreign currency 
commitments, National Treasury said on 
Wednesday. 

The transactions for a 2027 and a 2047 bond at 
coupon rates of 4.85 percent and 5.65 percent 
respectively were more than two times 
oversubscribed, attracting bids of bids of over 
$5.3 billion, the treasury said in a statement.  
"The South African government sees the success 
of the transaction as an expression of investor 

confidence in the country's sound macro-

economic policy framework and prudent fiscal 
management," treasury added. 
 
(Reporting by Mfuneko Toyana; Editing by Joe Brock) 
(( mfuneko.toyana@thomsonreuters.com ; 
+27117753153; Reuters Messaging: 
mfuneko.toyana.thomsonreuters.com@reuters.net )) 
 
 

Zambia 

Zambia to resume talks with IMF in 

October over possible aid programme  

19-Sep-2017  
LUSAKA, Sept 19 (Reuters) - Zambia will 

resume talks with the International Monetary 
Fund on an aid programme in October and 
hopes to get IMF board approval by the end of 
the year, one of ist finance officials said on 
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Tuesday. 

The country , which is Africa's second-biggest 

copper producer, has suffered from the steep 

commodity price drop of recent years. Last 
March, it began talks with the IMF about a 
potential loan package after agreeing that its 
budget deficit was not sustainable. 
"The engagement with the fund is pretty 

advanced. We have addressed most of the 
structural issues and agreed to them," Finance 
Permanent Secretary Mukuli Chikuba said during 
the launch of a mid-year economic report.  
"The work that is remaining with the IMF 
includes spending plans for the rest of 2017. We 
will resume engagement with the fund in 

October and hope to get board approval by 
December." 
The IMF said in June it may grant Zambia up 
to $1.3 billion in a three-year credit facility to 
help plug a budget deficit of around 7 percent.  
But it said Zambia needed to take concrete 
steps to achieve fiscal consolidation targets 
outlined in the 2017 budget which include 
improving revenue collection, limiting 
borrowing and scaling back on new capital 

projects. 

Zambia's economy will grow by 5.0 percent in 
2018, 5.1 percent in 2019 and 6.1 percent in 
2020, up from 4.3 percent in 2017, the ministry 
of finance said. 
 
http://fingfx.thomsonreuters.com/gfx/mkt/3/754/754/
Zam.png 
(Reporting by Chris Mfula; Editing and graphic by 
Jeremy Gaunt) 

(( nqobile.dludla@thomsonreuters.com ; 
+27117753126; Reuters Messaging: 
nqobile.dludla.thomsonreuters.com@reuters.net )) 
 
 

Zimbabwe 

Zimbabwe to pay $1.8 billion in foreign 

arrears only when economy is stronger  

20-Sep-2017  
HARARE, Sept 20 (Reuters) - Zimbabwe's 

Finance Minister on Wednesday said the 
southern African nation would not be able pay 
$1.8 billion in arrears to the World Bank and 
African Development Bank (AfDB) until 
economic fundamentals improve. 

Patrick Chinamasa said in a radio interview that 
a payment plan agreed with foreign lenders in 
2015 in Lima, Peru, could only proceed once 
Zimbabwe has reduced its fiscal deficit from 
around 10 percent of gross domestic product, 
cut its wage bill from 92 percent of the budget 
and increased its import cover. 
Chinamasa said the government had 
negotiated a cheaper loan to pay the $1.8 
billion but had decided against paying after 
realising that the country could still remain in 
a debt cycle if it did not address its economic 
problems. 
He did not give the source of the new loan but 
said Zimbabwe was paying 15 percent a year 
on its World Bank loan. Zimbabwe's total 

foreign debt is more than $7 billion. 

"When we think that the economic fundamentals 

of our economy are right, we then are in a 

position to repay the World Bank and the AfDB," 
Chinamasa told talk-show radio CapitalkFm. 
"We need to put ourselves in a position that is 
sustainable in terms of honouring our 
obligations. So, to that extent the ball is in our 

court." 
In April, Chinamasa said Zimbabwe had met all 
conditions to pay the World Bank and AfDB after 
clearing its outstanding dues to the International 
Monetary Fund last October. 
Zimbabwe, which ditched its hyperinflation-
wrecked currency for the U.S dollar in 2009, has 

since last year grappled with acute shortages of 
dollars. 

Chinamasa blamed the shortages on "market 
indiscipline" and "lack of confidence by major 
economic players" in the economy. 
He said to try manage scarce foreign exchange 
all export earnings from diamonds, gold, 

tobacco, platinum and ferrochrome would be 
managed by the central bank. 
 
(Reporting by MacDonald Dzirutwe, editing by Larry 
King) 
(( macdonald.dzirutwe@thomsonreuters.com ; +263 4 
799 112; Reuters Messaging: 
macdonald.dzirutwe.thomsonreuters.com@reuters.net 
)) 
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Less foreign borrowing, longer bonds offset 
rise in emerging debt levels  

17-Sep-2017  
By Sujata Rao 
LONDON, Sept 17 (Reuters) - A large-scale 

shift towards domestically issued and longer-
dated bonds in emerging markets has helped 
build resilience to external shocks despite the 

increase in overall debt levels, the Bank for 
International Settlements said. 

The BIS, an umbrella body for global central 

banks, has warned in the past that developing 
world risks were entering a new crisis because of 
a build-up in debt levels, especially in China. But 
its latest report found that changes in the 
composition of debt were a mitigating factor. 

"Borrowing is mostly done in local currencies, at 
longer maturities and at fixed rates. Taken 
together, these trends should help strengthen 
public finance sustainability by reducing 
currency mismatches and rollover risks," the BIS 
wrote. 
Its quarterly report released on Sunday said 
emerging market government debt stood at 
$11.1 trillion, having doubled since end-2007. 
Public debt as a share of gross domestic 
product had risen to 51 percent, 10 
percentage points above end-2007 levels. 

But only 14 percent of the outstanding debt of 
23 of the big developing countries was in foreign 
currency, its data showed, down from 32 
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percent at the end of 2001. 

While foreign borrowing still made up about a 

third of the total in some countries such as 
Saudi Arabia, Turkey and Poland, such issuance 
has broadly declined. 
"The fall in the share of FX-linked debt in the 
early-2000s may have helped shield emerging 
economies from the global market turbulence of 

the 2007–09 crisis and its aftermath," the study 
added.  
The BIS also noted that bond tenors had risen 
steadily across emerging markets, with an 
average maturity of 7.7 years for its sample set 
of 23 countries. This is only slightly below the 

average of eight years in developed countries. 
It cited Mexico and South Africa as examples of 
countries that had extended average maturity to 

eight and 16 years respectively - well above 
many advanced nations. 
This is not entirely without risk, however, the 
BIS warned.  

Longer maturities mean higher global bond 
yields - possibly as developed nations exit years 
of super-easy credit policies - "could have a 
greater impact than previously on the market 
value of debt, potentially increasing rollover 
risks and other adverse feedback mechanisms," 
the report added. 

That is because interest rate rises tend to fuel a 
bigger drop in the price of longer-dated bonds 
than in those with shorter maturities. 
 
(Reporting by Sujata Rao; Editing by Susan Fenton) 
( sujata.rao@thomsonreuters.com ; 44 20 7542 6176 
; Reuters Messaging: 
sujata.rao.thomsonreuters.com@thomsonreuters.net)  
 
 

Emerging market debt trading falls in 

Q2 for first time since 2015  

19-Sep-2017  
By Dion Rabouin 
NEW YORK, Sept 19 (Reuters) - Trading volume 

for emerging market debt fell in the second 
quarter of 2017 to $1.132 trillion, a survey 
released on Tuesday showed, a 14 percent 
decrease from the first quarter and 17 percent 
lower than in the April-June period in 2016. 
It also was the first quarterly decrease in debt 
trading since the fourth quarter of 2015 and 
the first annual decrease since the second 
quarter of that year, the survey results from 
EMTA, the emerging markets debt trading and 
investment industry trade association, 

showed. 

"While the decline in 2Q volume was sharp, 
overall volumes are still within the ranges of 
recent quarters," Eric Fine, managing director 
and portfolio manager at asset manager Van 
Eck, said in a statement released by EMTA.  
Fine speculated that inflows into passive 

exchange traded fund (ETF) strategies might be 
affecting trading. "Whether 2Q is wholly 
explained by that, I'm not sure, but it is 
reasonable to see declining volumes as passive 
funds receive inflows at the expense of active 
funds."  

Brazilian debt instruments were again the most 

traded, continuing a long-running theme, 

followed by those of Mexico and China, 
respectively. 
EMTA's survey includes trading volumes in debt 
instruments from over 90 emerging market 
countries, as reported by 45 leading investment 
and commercial banks, asset management firms 

and hedge funds. 
The group recently reported that participants in 
a similar survey for the credit default swap 
markets had reported $261 billion in emerging 
markets CDS volume in the second quarter of 
2017, down 9 percent from the second quarter 

of 2016, and 35 percent below the first quarter's 
$404 billion.  
The trade group said earlier this year that debt 

trading volume rose 9 percent to $5.167 trillion 
in 2016.  
 
(Reporting by Dion Rabouin; Editing by Paul Simao) 
(( Dion.Rabouin@thomsonreuters.com ; +1 646 223 
5946; Reuters Messaging: 
dion.rabouin.reuters.com@reuters.net )) 
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Global debt may be understated by $13 

trillion  

17-Sep-2017  
•Global debt may be under-reported by 
around $13 trillion due to FX derivatives 

By Saikat Chatterjee 

LONDON, Sept 17 (Reuters) - Global debt may 

be under-reported by around $13 trillion 
because traditional accounting practices 
exclude foreign exchange derivatives used to 
hedge international trade and foreign 
currency bonds, the BIS said on Sunday. 

Bank for International Settlements researchers 
said it was hard to assess the risk this "missing" 
debt poses, but that the main worry was a 

liquidity crunch like the one that seized FX swap 
and forwards markets during the financial crisis. 
The $13 trillion unaccounted-for exposure 

exceeds the on-balance-sheet debt of $10.7 
trillion that data shows was owed by firms and 
governments outside the United States at end-

March.  
The fact these FX derivatives do not appear on 
financial and non-financial institutions' 
balance sheets under current accounting rules 
means little is known about where the debt 
lies. 
"The debt remains obscured from view," 
Claudio Borio, head of the BIS's monetary and 
economic department, and two colleagues, 
Robert McCauley and Patrick McGuire, said in 
its latest quarterly report. 

"Accounting conventions leave it mostly off-

balance sheet, as a derivative, even though it is 
in effect a secured loan with principal to be 
repaid in full at maturity," BIS said.  
Explaining the risk they added: "In particular, 
the short maturity of most FX swaps and 

mailto:sujata.rao@thomsonreuters.com
rm://sujata.rao.thomsonreuters.com@thomsonreuters.net/?message=
mailto:Dion.Rabouin@thomsonreuters.com
mailto:dion.rabouin.reuters.com@reuters.net
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forwards can create big maturity mismatches 

and hence generate large liquidity demands, 

especially during times of stress."  
When buying a foreign asset, a domestic 
investor has three choices: buy a currency 
forward, undertake an FX swap or do a 
repurchase transaction.  
But while the first two are recorded on balance 

sheets on a net basis without taking the notional 
amount into consideration, a repo transaction is 
recorded on a gross basis, when all these three 
types of trades are essentially similar - secured 
debt.  
All these trades are used to remove the foreign 

exchange risk in a purchase of foreign securities. 
In a swap, two parties exchange currencies and 
agree to reverse the swap later. In a forward 

contract the parties agree to exchange 
currencies at a fixed date and price in the future.  
Swaps and forwards amounted to more than $3 
trillion a day last year, equivalent to more than 

60 percent of total FX turnover, the BIS said. 
More than 90 percent of the market was in 
dollars and FX swaps accounted for 75 percent 
of the total.  
They are also overwhelmingly short-term. 
Three-quarters of positions had a maturity of 
less than a year at the end of 2016.  
Though the outstanding amount of FX swaps 
and forward contracts has quadrupled since 
the early 2000s to $58 trillion - almost three 
times the $21 trillion value of world trade - it 
dropped after the financial crisis, reflecting a 
drop in hedging needs as both trade and 
investments collapsed. 

The BIS said non-financial users employ FX 
forwards and currency swaps for speculation and 

to hedge international trade and foreign 
currency bonds.  
Institutional investors, asset managers and 
hedge funds used forwards to hedge their 
holdings and take positions while financial firms 
used swaps to hedge international bonds. 
While this debt is mostly secured as 
counterparties usually enter into forward 

transactions to reduce currency exposure, the 
make-up of these largely short-term 
transactions means they are often the most 
vulnerable to strains in the financial system. 

For example, European banks increased their 
reliance on these money market instruments 
during the global financial crisis to secure their 
dollar funding while the collapse of the 

structured products markets during the crisis 
sent shockwaves rippling through the system. 
"Markets calmed only after coordinated central 
bank swap lines to supply dollars to non-U.S. 
banks became unlimited in October 2008," the 
BIS report said. 
As for who is lending the dollars to non-U.S. 

banks, the BIS said the funding came from U.S. 
banks, central banks European agencies, 

supranational organisations and private non-
banks. 
"All of these appear to provide some funding, 
with U.S. banks and central banks together 
closing about half the gap," it said. 

 
(Reporting by Saikat Chatterjee, additional reporting 
by Nigel Stephenson; Editing by Andrew Heavens) 
(( saikat.chatterjee@thomsonreuters.com ; +44-20-
7542-1713; Reuters Messaging: 
saikat.chatterjee.reuters.com@reuters.net )) 
 

 
 

 


