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ASIA 
 

China 

China springs sovereign surprise  

17-Jun-2017  
The People’s Republic of China sent market 
participants into a guessing game last week 
over the motives behind its plans to sell dollar 
bonds overseas for the first time in 13 years. 

The Ministry of Finance’s announcement that it 
will issue US$2bn of sovereign bonds in the 
second half comes after years of effort to 
promote China’s own currency in the 

international markets. 
It will be the country’s first bond sale in US 

dollars since 2004, when it raised US$500m 
from five-year bonds at 60bp over US 
Treasuries, setting the scene for a test of global 
confidence in China shortly after a downgrade to 
its sovereign rating. 

A Hong Kong-based credit trader said the US 
dollar offering was “definitely not for fundraising 
purposes”, given the size of China’s reserves. In 
May, the country’s foreign reserves rose for a 
fourth consecutive month, climbing US$24bn to 
a seven-month high of US$3.054trn. Despite a 

modest fall in the past two years, China still 
boasts the largest foreign-exchange reserves in 
the world. 
“It is probably to showcase market confidence 
in the sovereign credit through this symbolic 
deal in response to Moody’s downgrade,” said 
the trader. 

Moody’s cut China’s sovereign rating to A1 from 
Aa3 last month, prompting a sharp rebuke from 

Beijing. 
The MoF denounced Moody’s rating 
methodology as “inappropriate”, and said the 
rating agency had overestimated economic 
risks. 

However, banking sources familiar with the 

situation said the MoF’s decision on the US dollar 
bond offering was made much earlier than 
Moody’s downgrade. Officials did not reveal their 
intention behind the plan. 
“MoF approached us for general information on 
the offshore US dollar market early this year, 
months before Moody’s rating cut,” said one of 

the sources, “but frankly I could not think 
through why MoF would do a US dollar trade 
since the first day the plan was known to us.” 
MORE TO COME? 
Traders and analysts expect the limited size 
to help China attract an enthusiastic response 
and price at a low yield. 

That could set a benchmark for other Chinese 
borrowers, especially if the government follows 
up with more issuance to create a yield curve. 
“To make this argument valid, we need to see 
whether it is an one-off deal in various tenors or 
there will be more issuance with different 
maturities in the future,” said a chief credit 

trader at a Chinese bank. 
In its announcement, the MoF has not given 
details on tenors or tranches of the planned 
US$2bn sale and sources say it may ask banks 
soon for proposals on tenors and the issuance 
window. 
As the last offering of US$500m notes became 

due in 2009, China now has two outstanding US 
dollar bonds in the offshore market – US$100m 
9% notes due 2096 and US$100m 7.5% notes 
due 2027, which were issued in 1996 and 1997, 
respectively. 
China’s five-year sovereign CDS rallied last week 
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in the wake of MoF’s plan, tightening about 6bp 

to 64bp. Based on the current China CDS level, 

BOC International estimated the credit spread of 
an equivalent five-year China sovereign cash 
bond would be close to 75bp over US Treasuries, 
or a yield of 2.44%. 
While it may be impossible to read the minds of 
the people at the MoF, investors’ demand is 

much easier to gauge. 
“Many offshore clients have expressed their 
interest in China sovereign US dollar bonds,” 
said the chief trader, noting that the offering 
would eliminate their concerns over currency 
risks. 

“Many investors wanted more exposure to China 
sovereign credit; however, the options of buying 
onshore Chinese government bonds or offshore 

sovereign Dim Sum bonds both expose them to 
exchange risks,” he said. 
Alongside the dollar issue, the MoF announced 
plans to raise Rmb14bn (US$2.1bn) in the 
offshore renminbi market this year, 50% lower 
than last year’s Dim Sum offerings. 
It is the first time the MoF has reduced its 
annual issuance of Dim Sum bonds since it 
launched the programme in Hong Kong in 
2009, and comes as currency depreciation 
erodes offshore demand for the renminbi. 

Renminbi deposits in Hong Kong dropped to 
Rmb546.7bn as at the end of December, a sharp 
35% fall from Rmb851.11bn in 2015 and down 
46% from the peak of Rmb1trn in December 

2014, according to the Hong Kong Monetary 
Authority. 
 
China springs sovereign surprise 
http://www.IFRAsia.com/pictures/web/s/k/w/03_carto
on_web.jpg 
Ina Zhou, 
Carol Chan 
©Thomson Reuters 2017. All rights reserved.  
 
 

China welcomes land reserve bonds  

17-Jun-2017  
China has introduced a new asset class to the 
municipal bond market for debt tied to land 
reserves, stepping up reforms aimed at 
deepening liquidity and improving the 
transparency of local government finances. 

China’s Ministry of Finance published guidelines 
on June 1 for land reserve revenue bonds. The 

move reclassifies some loosely defined “special 
purpose” municipal bonds, and is expected to 
encourage local governments to decrease their 
dependence on indirect financing vehicles. 
The introduction of land reserve revenue bonds 
will help “enrich the variety of municipal bonds 
… and further improve the transparency of 

municipal bonds,” said the MoF. 
The rules allow tenors of less than five years, 
with proceeds designated for the early 

development and management of land reserves. 
Revenues from land sales will cover the 
repayment of the notes. 

China banned local governments from taking 
land reserve loans from banks about 18 months 

ago, but has allowed issuers to link municipal 

bonds to various uses, including land reserves, 

since it revamped the municipal bond market in 
2015. 
Special-purpose bonds, with proceeds 
earmarked for revenue-generating 
government projects, are one part of the 
municipal market. The other category is 
general purpose bonds, proceeds of which are 
designated for projects that do not generate 

revenue. 

As linking revenue streams from designated 
government projects to debt servicing can 
improve the transparency of the municipal debt 
market, analysts expect more new bond types, 
such as toll road bonds, to be introduced under 
the special-purpose bonds category. 

Moody’s said it would also help local 
governments switch to direct bond issuance for 
land development projects rather than using 
local government financing vehicles. 
Local governments have so far mainly used 
the municipal bond market to refinance 
higher-cost debt, rather than for public 
infrastructure spending. About 80% of 
municipal bonds sold in the past two years 

were for refinancing. 

Much of the funding for infrastructure projects, 
including land development, was still raised 
through LGFVs in 2015 and 2016, the rating 
agency pointed out. 
Special-purpose bonds totalled Rmb2.5bn 

(US$362m) in 2016. This year, the quota has 

been set at Rmb800bn. That is equivalent to 
21% of the total land sale revenue for local 
governments in 2016, according to Tianfeng 
Securities. 
 
Ina Zhou 
©Thomson Reuters 2017. All rights reserved.  
 
 

S&P says "real possibility" of China 

downgrade, Russia sanctions would 

threaten upgrade hopes  

20-Jun-2017  

LONDON, June 20 (Reuters) - There is a "real" 

chance of a downgrade to China's credit 
rating, S&P Global's top sovereign analyst 
said on Tuesday, while Russia's hopes of 
being lifted back to investment grade would 
be hurt by new U.S.-led Western sanctions. 

S&P currently rates China AA- with a negative 
outlook but its next move is being watched 
carefully after rival agency Moody's cut the 

world's number two economy by one notch last 
month due to its mounting debts and eroding 
fiscal strength.  
"The Chinese rating has a negative outlook, 
signalling that a downgrade is a real possibility," 
S&P's top sovereign analyst, Moritz Kraemer, 

told the Reuters Global Markets Forum 
chatroom. 
He said the decision was likely to be determined 
by whether China is able to move away from a 
credit-driven growth strategy based on 
investment towards a more balanced and 

http://www.ifrasia.com/pictures/web/s/k/w/03_cartoon_web.jpg
http://www.ifrasia.com/pictures/web/s/k/w/03_cartoon_web.jpg
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sustainable growth strategy driven by domestic 

consumption.  

"There has been some progress," Kraemer 
added, "but so far it has been fairly slow." 
He said S&P's positive outlook on Russia's BB+ 
rating remained "justified" for now. However 
"any renewed deepening of geopolitical risks 
could diminish the chances of an upgrade. 

"This is because the consequences of, for 
example, a tightening sanctions regime might 
choke off the recovery of the Russian economy 
with fiscal but also potential political risks."  
 
(Reporting by Marc Jones; Editing by Nigel 
Stephenson) 
(( marc.jones@thomsonreuters.com ; +44)(0)( 207 
542 9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs) ) 
 
 

Yuan bonds oversubscribed  

23-Jun-2017  
Yuan-denominated Chinese treasury bonds 
worth 7 billion yuan (HK$7.99 billion), issued 
by the Ministry of Finance and tendered in 
Hong Kong, were oversubscribed 1.52 times 

yesterday. 

Data from Hong Kong Monetary Authority 
showed that the application amount for the 5-
billion-yuan-worth of three-year bonds was 12.9 
billion yuan, showing an over-subscription of 

1.58 times. The coupon was 3.99 percent. 
Meanwhile, the five-year treasury bonds with an 

issue amount of 2 billion yuan were 
oversubscribed 1.38 times. The application 
amount was 4.76 billion yuan. The coupon stood 
at 4.1 percent. 
The Ministry of Finance earlier announced it will 
issue 14 billion yuan worth of yuan-denominated 
treasury bonds in two equal rounds in Hong 

Kong this year. 
 
Copyright © 2017 GC Media Teamwork Limited 
 
 

Gulf Cooperation Council 

GCC governments seek to diversify 

funding with Islamic bonds  

21-Jun-2017  
GCC sukuk issuances jumped 37.7 per cent in 
the first half of 2017 as governments seeking 
to plug deficits amid low oil prices diversified 

away from the conventional bonds they have 
been loading up on in recent years, according 
to S&P Global Ratings. 

But the rating agency said that it doesnt think 
issuances of sukuk will grow at the same rate in 
the next couple of years, with hurdles such as a 

lack of standardisation of sukuk rules deterring 
sales. 

S&P expects sukuk sales in the region to 
increase to between US$75 billion and $80bn 
this year, up from its previous forecast of $60bn 
to $65bn as a result of this push to diversify 

their investor base. 
"While S&P Global Ratings expects the volume 
of sukuk issuance to remain strong in 2017, 
this is likely to be the exception rather than a 
new norm," said Mohamed Damak, primary 
credit analyst at S&P. 

"The large transactions in the first half of 2017 
are unlikely to be repeated in 2018, in our view. 
We also continue to believe that the relatively 
complex process for issuing sukuk continues to 

deter some issuers. However, we note that some 
progress has recently been made by the Islamic 
finance industry standard-setting bodies." 
Regional governments have been selling 
international bonds and sukuk, in the case of 
Saudi Arabia for the first time, at a more 
accelerated pace in recent years in a bid to 
plug holes in their budgets caused by lower oil 
prices. 

Governments in the oil-rich Arabian Gulf had not 
tapped the bond market in any significant way 
until last year. Most countries in the region had 
maintained budget surpluses before the crash in 
the price of oil that began in the summer of 
2014, during which oil shed more than 70 per 
cent of its value. 

That drop in the value of crude oil, the lifeline 
for many countries in the region, changed the 
equation, with the result that 2016 was a record 
year for regional bond issues in the region, with 
over $60bn worth of fixed income sold. 
That has caused excitement among long-term 

investors who are seeking to diversify their bond 
portfolios from a relatively stable part of the 
world that offers attractive yields at the 
moment. 
Of those sales last year, Saudi Arabia sold 
$17.5bn worth of bonds in its first international 
sale and Qatar sold $9bn. 

Despite the record value of issuances, S&P said 
that a big funding gap, which it estimates at 
$275bn remains. And about half of that is 
expected to be raised through bonds and sukuk. 
 
© 2017 Global Data Point. All Rights Reserved. 
Provided by SyndiGate Media Inc. ( Syndigate.info ). 
Copyright (c) 2017 SyndiGate. All Rights Reserved. 
 
 

India 

India Government Bonds Fall Ahead Of 

Weekly Debt Sale  

23-Jun-2017  
By Dharam Dhutia 
NewsRise 
MUMBAI (Jun 23) -- Indian government bonds 

fell in early session, as investors sold notes to 
make way for a fresh supply of debt through a 
weekly sale today. 

The benchmark 6.79% bond maturing in 2027 

was at 102.36 rupees, yielding 6.46% at 10:00 
a.m. in Mumbai today. The bond had closed at 
102.43 rupees, yielding 6.45%, yesterday.  
“We have a fresh supply today. Also, the state 
bond quantum is more than expected, weighing 

mailto:marc.jones@thomsonreuters.com
rm://marc.jones.thomsonreuters.com@reuters.net/
https://twitter.com/marcjonesrtrs
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on investor sentiment,” a trader with a primary 

dealership said. “We may not see any major 

position building ahead of the long weekend 
even as bets of an early rate cut recede.” 
India will borrow 150 billion rupees by selling 
four bonds today, including 70 billion rupees of 
the 6.79% 2029 paper. Indian financial markets 
will be closed on Jun. 26 for a local holiday. 

Twelve state governments will raise at least 
157.30 billion rupees by selling 5-12 year bonds 
on Jun. 27, against 79 billion rupees notified in 
the Reserve Bank of India calendar.  
Minutes of the Monetary Policy Committee’s Jun. 
6-7 policy meeting were released earlier this 

week, which damped expectations for a sharp 
rate cut to some extent, traders said. 
At the June meeting, India’s benchmark policy 
rate was left unchanged at 6.25% after five 
out of the six members on the panel voted for 
a status quo.  

The minutes showed that one of the panel 
members, Ravindra Dholakia, proposed a 50-
basis-point reduction in the key policy rate, 

citing lower-than-expected inflation. 
However, MPC Chairman and RBI Governor Urjit 
Patel said that there was a need to avoid a 
premature policy action considering the high 
uncertainty about the near-term inflation 
outlook. 
“Considering the high uncertainty clouding the 

near-term inflation outlook, there is a need to 
avoid premature policy action at this stage,” 

Patel said. “The sluggish investment cycle 
remains a key macroeconomic concern. It is, 
therefore, imperative to ensure resolution of 
stressed assets of banks and timely 

recapitalisation of state-run banks.” 
ANZ Research does not expect aggressive easing 
because many MPC members seem concerned 
about the inflationary spillovers from the recent 
announcement of farm loan waivers and there 
are expectations of a gradual narrowing of the 
output gap. 

India’s retail inflation rose 2.18% in May from a 
year earlier, the slowest pace of expansion since 
the formal introduction of the index in 2012. 
The benchmark Brent crude oil contract was last 

trading at $45.22 per barrel against $44.82 at 
the previous close. 
 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
- Edited By Murukesh Krishnan 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2017 News Rise Financial Research & 
Information Services LLP  
 
 

Indonesia 

Indonesia 2017 budget deficit seen 

widening to 2.6 pct of GDP  

19-Jun-2017  
JAKARTA, June 19 (Reuters) - Indonesian 

Finance Minister Sri Mulyani Indrawati said on 
Monday that she expects the country's 2017 

budget deficit might be 2.6 percent of gross 
domestic product, wider than the 2.41 percent 

seen in the current plan. 

The government "detected around 50 trillion 
rupiah ($3.76 billion) shortfall of tax revenue", 
Indrawati told reporters, while spending is 
estimated to be higher this year than in the 
budget.  
The deficit "could widen to 2.6 percent (of GDP) 

or maybe slightly above that," she said. 
Earlier this month, Indrawati estimated budget 
deficit equal to 2.5 percent deficit of GDP. 
 
($1 = 13,288 rupiah) 
(Reporting by Hidayat Setiaji; Writing by Fransiska 
Nangoy; Editing by Richard Borsuk) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
 
 

Indonesia sells 14.65 trillion rupiah of 

bonds, above target  

20-Jun-2017  
JAKARTA, June 20 (Reuters) - Indonesia sold 

14.65 trillion rupiah ($1.10 billion) of bonds 

at an auction, above the indicative target of 
12 trillion rupiah, the finance ministry's 
financing and risk management office said on 
Tuesday. 

The government sold t-bills maturing in 
September 2017 with a weighted average yield 

of 4.95751 percent, higher than 4.95300 
percent at the last auction on June 6. 
The T-bills maturing in March 2018 had a 

weighted average yield of 5.59522 percent. 
The bonds maturing in May 2022 had a weighted 
average yield of 6.62973 percent, down from 
6.66981 percent in the previous auction. 
The weighted average yield for bonds maturing 
in August 2032 was 7.33942 percent, lower than 

7.38672 percent at the last auction on June 6. 
The bonds maturing in May 2036 had a weighted 
average yield of 7.51596 percent. 
Total incoming bids were 22.26 trillion rupiah, 
lower than 33.60 trillion rupiah received at the 
last auction.  

The highest bid-to-cover ratio was 3.53 for the 

T-bills maturing in March 2018.  
 
($1 = 13,295 rupiah) 
(Reporting by Nilufar Rizki; Editing by Gopakumar 
Warrier) 
(( nilufar.rizki@thomsonreuters.com )( +6221 2992 
7611) (Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net )) 
 
 

Kazakhstan 

Kazakhstan plans its first sukuk issue 

for up to $300 mln in 2018  

22-Jun-2017  
ASTANA, June 22 (Reuters) - Kazakhstan, a 

predominantly Muslim Central Asian nation, 
plans to launch its debut sovereign sukuk for up 

mailto:Fransiska.Nangoy@thomsonreuters.com
rm://fransiska.nangoy.thomsonreuters.com@reuters.net/
mailto:nilufar.rizki@thomsonreuters.com
rm://nilufar.rizki.thomsonreuters.com@reuters.net/
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to $300 million in 2018, Kazakh Investment and 

Development Minister Zhenis Kasymbek said on 

Thursday. 
 
(Reporting by Raushan Nurshayeva; Writing by Dmitry 
Solovyov; Editing by Polina Devitt) 
(( dmitry.solovyov@thomsonreuters.com ;)) 
 
 

Oman 

Fitch Revises Oman's Outlook to 

Negative; Affirms at 'BBB'  

19-Jun-2017  
HONG KONG/LONDON, June 19 (Fitch) Fitch 

Ratings has revised Oman's Outlook to 
Negative from Stable and affirmed the 
sovereign's Long Term Foreign- and Local-
Currency Issuer Default Ratings (IDRs) at 
'BBB'. 

The issue ratings on Oman's senior unsecured 
foreign-currency bonds and on the sukuk trust 
certificates issued by Oman Sovereign Sukuk 
S.A.O.C. have also been affirmed at 'BBB'. 

The Country Ceiling has been affirmed at 'A-' 
and the Short-Term Foreign- and Local-Currency 
IDRs at 'F2'. 
KEY RATING DRIVERS 
Oman's fiscal deficit widened to 21.4% of GDP 
in 2016, the highest of any Fitch-rated 

sovereign, after 16.6% in 2015. Although 

government spending fell nearly 6% from 2015, 
it was still 8% above budget against a fall in 
revenue of 17%. High defence spending and the 
policy of completing infrastructure projects 
thwarted the government's efforts to achieve the 
much sharper spending adjustment outlined in 
the 2016 budget. 

A forecast recovery in oil prices, expenditure 
adjustment, and the implementation of new 
hydrocarbon projects play a key role in the 
expected fiscal consolidation in Oman. We 

forecast that the budget deficit will narrow to 
11.9% of GDP in 2017 on the back of higher 
oil prices and lower defence and investment 
spending. More fiscal measures are also in the 

pipeline. A review of corporate tax exemptions 
and an increase of tax rates is effective from 
January 2017 and will begin to have a cash flow 
impact in 2018. The government expects to 
implement an excise tax this July and VAT in 
2018, which Fitch expects to have a meaningful 
impact on revenue starting in 2019. 

The risks to fiscal consolidation are high and the 
credibility and cohesion of the government's 
approach continues to be tested. Defence 
spending could prove difficult to cut given 
regional security challenges. The government 
could be reluctant to let infrastructure spending 
fall because of its importance to growth and to 

the diversification plan. A small annual increase 
in civil service salaries highlights the social 
sensitivity of wage restraint. Similarly, the 
government's decision to cap the price of a 
particular grade of fuel pending the introduction 
of a compensatory mechanism for poorer 

citizens highlights that subsidy reforms are not 

yet entrenched. 

Oman's external balance sheet strengths are 
dwindling as the government issues debt and 
uses its wealth funds to finance deficits and 
bolster central bank reserves. Sovereign net 
foreign assets will fall to 14% of GDP in 2018 in 
our forecast, little more than a quarter of their 

peak of nearly 58% of GDP in 2015. We 
estimate that the country moved into an overall 
net external debtor position in 2016. Under our 
baseline assumptions, which include a moderate 
rise in oil prices, implementation of identified 
fiscal measures and no draw-downs from wealth 

funds beyond 2019, Oman's government debt 
will surpass 50% of GDP in 2026 (from 13% of 
GDP in 2015). As a result, it will soon compare 

unfavourably with the 'BBB' median government 
debt ratio of nearly 43% of GDP. 
Oman's sovereign net foreign asset position 
will continue to exceed the 'BBB' median of 
3% of GDP, underpinned by the USD18 billion 

in foreign assets held by the State General 
Reserve Fund of Oman (SGRF) as at end-
2016, which is not included in central bank 
reserves. This buffer supports Oman's market 
access and the stability of the exchange rate 

peg. The reserve coverage ratio, at 5.6 months 
of current external payments, was slightly below 
the 'BBB' median and is inflated by the presence 
of Iranian deposits at the Central Bank of Oman 

(CBO) worth around USD4.4 billion. 

We expect real GDP to contract 0.3% in 2017 
before rebounding in 2018. The contraction is 
led by Oman's commitment to cut oil production 
in line with Opec. Non-hydrocarbon growth will 
also slow amid government consolidation and 
somewhat tighter banking sector liquidity. 

Growth already slowed to 2.3% in 2016, as 
growing oil output and strong real estate and 
construction activity offset a contraction in trade 
and manufacturing. We expect the Khazzan gas 
field to come on stream in 2018, eventually 
increasing gas production by 25% (worth around 
USD5 billion), supporting domestic industries 

and allowing Oman to fully utilise its existing 
LNG export capacity. 

Oman scores in line with the 'BBB' median on 
World Bank governance indicators, held back by 
low scores on 'Voice and Accountability'. The 
domestic political scene remains stable, but 

uncertainty continues to surround the succession 
to 76-year old Sultan Qaboos, who has 
undergone extensive medical treatment abroad 
but has not publicly designated a successor. The 
constitution stipulates that the ruling family 
must choose a new Sultan within three days of 
the post becoming vacant; otherwise a letter is 

opened with the Sultan's recommendation. We 
see little risk of sanctions being directed at 
Oman over its close relationship with Iran. 

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

Foreign Currency IDR scale. 
Fitch's sovereign rating committee did not adjust 

mailto:dmitry.solovyov@thomsonreuters.com
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the output from the SRM to arrive at the final 

Long-Term Foreign Currency IDR. 

Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three year-centred averages, 
including one year of forecasts, to produce a 
score equivalent to a 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 main factor that could lead to a downgrade 
would be continued rapid erosion of the fiscal or 
external positions, for example as a result of a 

failure to implement fiscal reforms or due to a 
renewed fall in oil prices. 
The main factor that could lead to a revision of 
the Outlook to Stable is: 

•Narrowing of the budget deficit allowing 
stabilisation of the government debt/GDP, either 
through active fiscal measures or a sustained 
increase in oil prices. 
KEY ASSUMPTIONS 
Fitch assumes that Brent crude will average 
USD52.5/bbl in 2017 and USD55/bbl in 2018. 

Fitch assumes that an eventual transition of 
power from Sultan Qaboos will be smooth and 
ensure broad policy continuity. 
Fitch assumes no change to the peg of the 

Omani rial to the US dollar. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com; Wai-Lun Wan, 
Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Pakistan 

Pakistan hits loan market for six  

17-Jun-2017  
The Islamic Republic of Pakistan had an 
exceptional week in the loan markets, as well 
as in sports, notching up successes with a 
US$650m borrowing along with victories in a 
major international cricketing tournament. 

The sovereign returned last week after slightly 
over a year for its biggest loan at the tightest 
pricing, mirroring the stellar performance on the 

cricket field where it trounced Sri Lanka and 
England to enter the finals of the Champions 
Trophy. 
Pakistan had never reached the finals of the 
competition, but, in the loan markets, it has 
established a reputation as a frequent borrower 

in recent years. The loan closed in quick time: 
Credit Suisse won the mandate in early May and 
funded US$415m with a handful of lenders, 
before coming up with the remainder last 
Monday. 

Emirates NBD joined the Swiss bank as a 

mandated lead arranger and bookrunner on the 

latest loan, which attracted eight other banks. It 
was Pakistan’s sixth loan since the beginning of 
2014. Credit Suisse has led each of those loans, 
which have raised US$2bn combined. 
The latest loan is also Pakistan’s tightest yet. 
The US$650m one-year bullet facility paid a top-

level all-in pricing of around 265bp, based on an 
interest margin of 200bp over Libor, significantly 
inside the levels on previous loans. 
An upgrade to the sovereign’s credit rating 
helped as S&P raised it to B from B- in 
October. In April 2016, Pakistan had closed a 
US$408m 18-month bullet loan paying a top-
level all-in pricing of 413.33bp, based on a 
margin of 280bp over Libor. 

The South Asian country has built up a good 
profile in the syndicated loan markets since 
resurfacing in early 2014 after a hiatus of 15 
years. Three years ago, it was rated Caa1/B- 
(Moody’s/S&P), well below its present ratings of 
B3/B/B (Moody’s/S&P/Fitch). 
Pakistan’s previous loans have come with 

maturities of 12 to 18 months and paid all-ins 
ranging from the high 300s to 526.67bp. 
The Democratic Socialist Republic of Sri Lanka 
has also taken advantage of benign loan market 
conditions, although it has been a less frequent 
borrower. 

Sri Lanka pre-funded a US$450m three-year 
loan with six arrangers in April and is looking to 

expand the facility to as much as US$1bn after 
launching general syndication in mid-May. The 
amortising facility pays top-level all-in of 250bp, 
based on an interest margin of 200bp and a 
two-year average life. 
The island nation, which is rated B1/B+/B+, 
raised US$700m from a three-year loan last 
September, returning after eight years to a 
warm response from lenders. That loan 
offered a top-level all-in of 300bp, based on 
an interest margin of 250bp over Libor and an 
average life of two years. 

 
Pakistan hits loan market for six 
http://www.IFRAsia.com/pictures/web/p/w/n/11-Flag-
of-Pakistan_web.jpg 
Prakash Chakravarti 
©Thomson Reuters 2017. All rights reserved. 
 
 

Philippines 

Philippines plans $17.9 bln borrowings 

next year  

19-Jun-2017  
•Borrowing up 22 pct in 2018 
•Borrowing to hit 1.2 trillion pesos by 2021 
•Government to maintain 80-20 borrowing 
mix until 2022 
•Budget deficit to remain at 3 pct of GDP until 
2022 

MANILA, June 19 (Reuters) - The Philippine 

government plans to ramp up borrowing from 

both local and foreign sources to 889.7 billion 
pesos ($17.9 billion) next year to help finance 
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higher spending and pay off debts, documents 
from the Bureau of the Treasury showed. 

That amount is 22 percent higher than this 

year's revised borrowing plan of 727.6 billion 
pesos, with the government of President Rodrigo 
Duterte looking at a 12 percent increase in next 
year's spending budget to 3.77 trillion pesos. 
Of the total borrowing plan next year, 711.77 
billion pesos, or 80 percent, will come from the 

domestic debt market while the balance of 
177.94 billion pesos will come from foreign 
creditors. 
The budget deficit is expected to rise to 523.6 
billion pesos next year, or 3.0 percent of the 
gross domestic product, from the planned 

481.91 billion pesos this year, also equivalent to 
3 percent of GDP, the document showed. 
Manila is looking to keep the 80-20 borrowing 
mix until 2022, when Duterte's six-year term 
ends and when government borrowing is 
programmed to reach about 1.21 trillion 
pesos. 

Government borrowing is set at 1.04 trillion 
pesos in 2019, 1.1 trillion pesos in 2020, and 

1.22 trillion pesos in 2021, the document 
showed. 
The Duterte administration is banking on tax 
reform measures to generate revenue to fund a 
multi-billion dollar infrastructure programme and 
keep the annual budget deficit at 3 percent of 
GDP until 2022. 

From 5.4 percent of GDP this year, 

infrastructure spending is expected to rise to 7.4 
percent by 2022.  
The government is pinning growth plans on 
infrastructure projects to create jobs, lift 
economic growth to as much as 8 percent, and 

attract foreign investors put off by high power 
prices and transport bottlenecks that eat into 
profits. 
 
(Reporting by Karen Lema and Erik dela Cruz; Editing 
by Sunil Nair and Gopakumar Warrier) 
(( enrico.delacruz@thomsonreuters.com ; +632 841-
8934; Reuters Messaging: 
enrico.delacruz.thomsonreuters.com@reuters.net )) 
 
 

Qatar 

Qatar rift risks raising cost for Gulf 

debt issuers and slowing Saudi reforms   

21-Jun-2017  

By Saeed Azhar, Davide Barbuscia and Katie 
Paul 
DUBAI/RIYADH June 21 (Reuters) - Qatar's rift 

with its Arab neighbours is threatening to 
puncture investor appetite for the Gulf region 
as a whole, translating into potentially higher 
debt costs for governments and possibly 
slowing the pace of Saudi Arabia's economic 
reforms. 

Saudi, United Arab Emirates, Bahrain and Egypt 
broke relations and transport ties with Qatar on 
June 5, alleging it finances terrorism, something 
Doha vehemently denies. 

The move has thrown the region -- which has 

been relatively stable, if troubled by Sunni and 

Shi'ite Muslim rivalry -- into diplomatic turmoil 
that is now putting off investors.  
"We were used to a relatively peaceful region 
and now the landscape has changed," said 
Brigitte Le Bris, head of emerging debt and 
currencies at Paris-based Natixis Asset 

Management, which manages about 350 billion 
euros ($392 billion) in assets. 
"We are not yet ready to increase our exposure 
to the region. We need to know whether this 
crisis is isolated to Qatar or it can spread and 
affect other countries or the crisis can worsen." 

One obvious area is sovereign debt, where the 
crisis has the potential of raising borrowing 
costs. 
Following the sanctions, rating agency 
Standard & Poor's downgraded Qatar while 
Fitch put it on its watchlist for a potential 
downgrade. 
To date, foreign investors still appear to be 
comfortable holding Qatar paper due to the 
size of the country's reserves and assets held 

by its sovereign wealth fund, Qatar 
Investment Authority. 

Yields on Qatar’s sovereign dollar bonds 
maturing in 2026 spiked over 40 basis points 
after the sanctions were announced on June 5 
but have now recovered nearly 20 bps. 
Other Gulf Cooperation Council countries' 
sovereign bonds saw some weakness in the 

immediate aftermath of the diplomatic crisis, but 
again have largely gone back to their pre-crisis 
levels. 
How long this lasts, however, may depend on 
how long the crisis goes on, which may be "for 
years" according to one UAE minister. 

The market's take, however, is that the 
diplomatic crisis will be resolved via political 
mediation, said Max Wolman, senior portfolio 
manager at Aberdeen Asset Management in 
London. 
"But if the likes of Bahrain, Oman or even Saudi 
Arabia were to issue these days, I think there 

would be a slight risk premium of 10 to 15 basis 
points in the primary to the secondary market 

because of current political uncertainty," he said. 
SAUDI REFORMS 
Another risk could be to Saudi Arabia's 
economic reforms, many of which depend on 
investor cash flowing in. 

"Investors may become concerned about Saudi 

over-extending itself, as the war in Yemen 
continues and domestically reforms have 
adversely impacted consumer sentiment," Asha 
Mehta, portfolio manager at Acadian Asset 
Management. 
A senior banker, who has done extensive 
investment banking work in the Middle East, 

pointed to the high-profile listing of oil company 
Aramco as a potential issue. 

"If the situation continues like this and they 
planned their IPO, they would be bombarded 
with questions on this (political upheaval)," he 
told Reuters, asking not to be named. 

Even though the Aramco IPO is not expected 
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until 2018, Saudi Arabia was preparing the sale 

of government stakes in airports, healthcare and 

educational firms, aiming to raise $200 billion. 
The privatisation is part of the reforms to reduce 
Saudi Arabia's dependence on oil, after its price 
plunge hurt the kingdom's economy and 
stretched its finances. 
Bank of America Merrill Lynch in a recent note 

said geopolitics may delay the reforms, although 
not derail them. 
Saudi's reform process could get some impetus, 
however, from the announcement on 
Wednesday that Mohammed bin Salman will 
become the crown prince, replacing his cousin in 

a sudden announcement that confirms Saudi 
Arabia King Salman's 31-year-old son as next 
ruler of the kingdom. 

MBS, as he is known, was behind the sweeping 
economic reforms aimed at ending the 
kingdom's "addiction" to oil, part of his 
campaign. 

Brent was unchanged at $46.02 barrel at 0651 
GMT on Wednesday at multi-month lows after 
falling nearly 2 percent in the previous session 
to its lowest settlement since November as 
investors discounted evidence of strong 
compliance to a deal to cut a global output. 
 
($1 = 0.8948 euros) 
(additional reporting by Marc Jones in London, and 
Tom Arnold in Dubai Editing by Jeremy Gaunt) 
(( Saeed.Azhar@thomsonreuters.com ; +65-64035664 
; Reuters Messaging: 
saeed.azhar.reuters.com@reuters.net )) 
 
 

Saudi Arabia 

Fitch: Saudi Succession Assists Reform, 

Adds Foreign Policy Risk  

22-Jun-2017  
HONG KONG/LONDON, June 22 (Fitch) Saudi 

King Salman's decision to name his son 
Mohammed bin Salman as crown prince has 
reduced uncertainty about the royal 

succession and reduces the risk of slippage in 
the country's "Vision 2030" reform 

programme, Fitch Ratings says. However, the 
new crown prince has already made Saudi 
foreign policy less predictable and, in Fitch's 
view, his promotion could raise tensions with 
Iran further. 
Given Mohammed bin Salman's rise, it had long 

been uncertain whether previous crown prince 
Mohammed bin Nayef would stay in the role. The 
decision to replace Mohammed bin Nayef has 
clarified the succession process, as there are 
now no obvious challengers. Tensions within the 
royal family could still possibly lead to changes 
in the succession process, but the probability is 

relatively low. At 31, the new crown prince is 
also much younger than previous holders of the 
title. Therefore, his eventual succession may 
lead to a very long period in power, breaking the 
pattern of relatively short reigns by elderly 
leaders. 

Mohammed bin Salman was instrumental in 

setting up the Vision 2030 reform agenda and its 

implementation plans, including the National 
Transformation Programme 2020, the Fiscal 
Balance Programme and the plan to partly 
privatize Saudi Aramco. 
Together, these reforms intend to reduce oil 
dependence and ensure the long-term viability 

of public finances. Under his leadership of the 
Council for Economic and Development Affairs, 
Saudi economic policy has surprised most 
observers by its boldness, including early cuts 
in subsidies, which has helped to build 
confidence in the government's ability to rein 

in large fiscal deficits. His promotion will 
entrench the reform agenda and makes it more 

likely that the main elements of Vision 2030, 

including the Saudi Aramco IPO, will go ahead. 
The new crown prince has been the key driving 
force behind the Saudi-led war against the 
Houthis in Yemen and the boycott of Qatar. The 
war in Yemen remains unresolved despite the 
superior fighting power of the Saudis and their 

allies. The boycott on Qatar could also still 
backfire by driving Qatar closer to Iran or simply 
by showing the limits of Saudi power if Qatar 
still refuses to submit to demands. Mohammed 
bin Salman has also used confrontational 
rhetoric over Iran. While Fitch still sees the risk 
of direct outright Saudi-Iran confrontation as 

low, his rise, as well as the ambiguous 
statements from the US administration, mean 

that further escalation cannot be excluded. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com; Leslie Tan, 
Singapore, Tel: +65 67 96 7234, Email: 
leslie.tan@fitchratings.com; Wai-Lun Wan, Hong Kong, 
Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
 

Taiwan 

Taiwan finance ministry says plans to 

sell T$95 bln in gov't bonds in Q3  

23-Jun-2017  
TAIPEI, June 23 (Reuters) - Taiwan's finance 

ministry said on Friday that it is planning to 
sell T$95 billion ($3.13 billion) in government 
bonds in the third quarter. 

The ministry said it plans to issue two-, five-, 
10- and 20-year government bonds in the July-
September period with sale sizes between T$20 

billion to T$25 billion amounts each time. 
It said plans are also afoot to sell an additional 
T$25 billion in treasury bills in the third quarter. 
 
($1 = 30.3790 Taiwan dollars) 
(Reporting by Emily Chan and J.R. Wu; Editing by Shri 
Navaratnam) 
(( jr.wu@thomsonreuters.com ; +886 2 2500 4881; 
Reuters Messaging: 
jr.wu.thomsonreuters.com@reuters.net )) 
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EUROPE 

 

Belarus 

Belarus sets yield for US dollar bonds  

22-Jun-2017  
By Robert Hogg 
LONDON, June 22 (IFR) - The Republic of 

Belarus has set yields for a US dollar dual-
tranche offering, according to a lead. 

The sovereign has set the yield for benchmark 
notes due February 2023 at a yield of 7.125%. 
Initial price thoughts were released at low to mid 
7%, with price guidance set at 7.25% area. 
The yield for benchmark notes due June 2027 
has been set at 7.625%. The notes were 
originally marketed at high 7% to 8%, with 
guidance set at 7.75% area. 

The expected sizes are in the context of 

US$500m-US$750m per tranche. 
The total combined order books are over 
US$3.1bn, with a slight skew to the long five-
year bond. 
The 144A/Reg S deal is today's business via 
Citigroup and Raiffeisen Bank International. 

Belarus is rated Caa1/B-/B-. The bonds are 
expected to be rated B-/B-. 
 
(Reporting by Robert Hogg; editing by Sudip Roy) 
(( Robert.Hogg@thomsonreuters.com ; +44 207 542 
9077; )) 
 
 

Bosnia 

Bosnian region aims to raise $57 

million in Q3 debt auctions  

22-Jun-2017  
SARAJEVO, June 22 (Reuters) - Bosnia's 

autonomous Bosniak-Croat Federation aims to 
raise 100 million Bosnian marka ($57 million) 
in the third quarter to help pay maturing debt 
in the absence of IMF cash, finance ministry 
data showed. 

It will hold auctions of three-month treasury bills 
worth 20 million marka on July 11 and Sept. 26, 
according to data on the regional finance 
ministry's website, and two more auctions - both 

worth 30 million marka - of three-month bills on 
Aug. 1 and Aug. 22. 
The Federation has stepped up the frequency 
of treasury bill sales to help plug a budget gap 
after the IMF suspended loan disbursements 
because of delays to reforms at national and 
regional levels.  

The lender has withheld 80 million euros 
($89.27 million)earmarked under its 553 million 

euro loan deal for Bosnia. 

Although the IMF distributes the loan payments 
to Bosnia's central government in Sarajevo, the 
country's two autonomous regions, the 
Federation and the Serb Republic, are the 
principal beneficiaries of the aid. Both have 

resorted to the issuance of domestic debt to 

cover their budget holes and finance maturing 

debt. 

 
(1$ = 1.755 Bosnian marka) 
($1 = 0.8961 euros) 
(Reporting by Daria Sito-Sucic; Editing by Angus 
MacSwan) 
(( daria.sito-sucic@thomsonreuters.com ; +38733 295 
484; Reuters Messaging: daria.sito-
sucic.thomsonreuters.com@reuters.net )) 
 
 

Bulgaria 

Bulgaria sells 25.5 mln euro of 4-yr T-

notes at record low yield  

20-Jun-2017  

SOFIA (Bulgaria), June 20 (See News) - 
Bulgaria's finance ministry said on Tuesday it 
raised 50 million levs ($28.6 million/25.5 

million euro) by reopening an issue of four-
year fixed-rate Treasury notes at an auction, 
with the average weighted yield at record low 
0.05%. 

The government securities will mature on 
February 22, 2021, the ministry said in a 
statement. 
The issue carrying a coupon of 0.30% was 

oversubscribed more than twofold, the Bulgarian 
National Bank said in a separate statement. 
 
(1 euro = 1.95583 levs) 
Copyright 2017 See News. All rights reserved. 
 

Cyprus 

Cyprus switches into seven-year  

20-Jun-2017  
LONDON, June 20 (IFR) - Cyprus    is tendering 

for three outstanding bonds and launching a 
seven-year euro benchmark as it looks to 
extend its maturity profile and reduce coupon 
payments. 

The sovereign is buying back its Jun 2019s, Feb 
2020s and May 2020s. The three bonds have a 

€1.406bn combined size and the tender will be 
limited by the nominal amount of the new Jun 
2024 issue. 
IPTs were taken on Monday at 3% area before 
guidance of 2.9% area on Tuesday morning on 

the back of over €1.9bn of new money interest. 
The three outstanding bonds included in the 
switch bear coupons between 4.625% and 
6.5%. 
Citigroup, Goldman Sachs and HSBC are lead 
managers. Cash tenders are open until 3:45pm 

this afternoon. 
Cyprus is rated B1/BB+/BB-/BB(low). The 
country's last outing in the public market was in 
July 2016 with a €1bn Jul 2023. On Tuesday, the 

bond was quoted at a midlevel of 2.75%, 
according to Trade web data. 
The Guidance for the new Jun 2024 is in line 

with the interpolated curve between Jul 2023 
and Nov 2025s. 
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The euro market has been well oriented since 

the beginning of the week, helping prints with 

intermediate tenors. 
"The sell-off triggered by the Fed has been 
limited and there are some buyers of duration," 
said a trader. "Spreads are also on the tight end 
and investors are looking for alternatives to get 
some yield." The 10-year spread between 

Germany and Italy has tightened by over 35bp 
since June 7 and by over 40bp since the first 
round of the French presidential election in late 
April. 
 
(Reporting by Matt Painvin) 
((Matt.Painvin@thomsonreuters.com;)) 
©Thomson Reuters 2017. All rights reserved. 
 
 

Macedonia 

Macedonia to sell 1.2 bln denars (19.5 

mln euro) in govt bonds on June 27  

20-Jun-2017  
SKOPJE (Macedonia), June 20 (See News) - 
Macedonia will offer 1.2 billion denars ($21.7 
million/19.5 million euro) in three issues of 
government securities with different 
maturities in an auction on June 27, according 
to notices posted on the website of the 
country's central bank, NBRM. 

The offer comprises 150 million denars in six-

month Treasury bills, 150 million denars in one-
year Treasury bills, and 900 million denars in 
fifteen-year Treasury bonds. 
NBRM will sell the government securities on 
behalf of the finance ministry through a volume 
tender, in which the price and coupon are fixed 
in advance and primary dealers bid only with 

amounts. 
Government securities with a euro clause are 
issued and sold in denars and indexed to the 
euro. 
 
(1 euro = 61.47 denars) 
Copyright 2017 SeeNews. All rights reserved. 
 
 

Montenegro 

Moody's says Montenegro's rising 

government debt and volatile growth 

pose credit challenges  

June 21 (Reuters) -  
Moody's - Montenegro's rising government 
debt and volatile growth pose credit 
challenges. 
Moody's-Montenegro b1 rating with negative 
outlook constrained by rising government 

debt, small economy, volatile growth, strong 
reliance on foreign funding. 

Moody's-Montenegro fiscal metrics to deteriorate 
further from cost of building highway to bar, 
which will push debt to above 80% of GDP by 
2018. 
Moody's- negative outlook on the Montenegro's 

rating reflects risks associated with the 

government's debt-funded growth strategy. 
 
(( Bangalore.newsroom@thomsonreuters.com ;)) 
 
 

Poland 

Poland's Jan-May central budget gap at 

0.3 pct of 2017 plan  

22-Jun-2017  
WARSAW, June 22 (Reuters) - Poland's central 

budget deficit reached 200 million zlotys 
($52.68 million) in the first five months of 
2017, or 0.3 percent of the full-year plan, the 

finance ministry said in a statement on 
Wednesday. 

In comparison, in the corresponding period last 
year the deficit reached 13.5 billion zlotys, or 
24.6 percent of the full-year plan. 
The ministry also said that in the first five 
months of 2017 value added tax (VAT) revenue 
rose by 30.0 percent year-on-year, helping total 

tax revenue increase by 18.8 percent year-on-
year. 
 
($1 = 3.7967 zlotys) 
(Reporting by Marcin Goettig; Editing by Lidia Kelly) 
(( marcin.goettig@thomsonreuters.com ; 
+48226539720; Reuters Messaging: 
marcin.goettig.reuters.com@thomsonreuters.net )) 
 
 

Poland's state budget posts smallest 

deficit in at least 18 years  

22-Jun-2017  
WARSAW, June 22 (Reuters) - Poland posted 

the smallest central budget deficit in at least 
18 years in the first five months of 2017 as 
value added tax (VAT) revenue jumped by a 

nearly a third compared to the previous year, 
the finance ministry said on Thursday. 

The data underlined the relatively good situation 
of the Polish budget helped by the conservative 
government's moves to improve tax collection 
and a rebound in economic performance. 
The finance ministry said the deficit reached 
200 million zlotys ($52.66 million) in the first 
five months of 2017, or 0.3 percent of the full-

year deficit plan. 

In comparison, last year the deficit reached 13.5 
billion zlotys until May, or 24.6 percent of the 
full-year plan. 
"Tax revenue is up first of all because of the 
government's actions to improve tax collection," 
said Piotr Bartkiewicz, senior economist at the 

Warsaw-based mBank, adding fear of potential 
sanctions has played a major role. 
The finance ministry said on Thursday that in 
the first five months of 2017 VAT revenue rose 

by 30 percent year-on-year, while corporate 
income tax (CIT) rose by 14 percent, helping 
total tax revenue increase by 19 percent year-

on-year. 
The government of the Law and Justice (PiS) 
party that came to power in late 2015 pledged 

mailto:Bangalore.newsroom@thomsonreuters.com
mailto:marcin.goettig@thomsonreuters.com
mailto:marcin.goettig.reuters.com@thomsonreuters.net
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to improve tax collection to finance its new child 

benefit programme that is expected to cost over 

1 percent of GDP this year alone. 
Poland had the seventh highest level of VAT 
evasion in the European Union in 2014. The 
estimated uncollected VAT was about 9 billion 
euros, a report by the Warsaw-based Center for 
Social and Economic Research showed last year. 

"The second element that helped tax revenue is 
the improvement in the economy - we have a 
rebound in inflation and economic growth," 
mBank's Bartkiewicz said. 
Poland exited over two years of deflation in the 
last quarter of last year. Prices increased by 1.9 

percent in May, while first quarter economic 
growth stood at an annual pace of 4 percent. 
Economists polled by Reuters expect Poland's 

fiscal deficit - a broader measure than the 
central budget deficit - to widen to 2.8 percent 
of GDP this year compared with 2.4 percent last 
year.  

 
($1 = 3.7981 zlotys) 
(Reporting by Marcin Goettig and Pawel Sobczak; 
Writing by Marcin Goettig, editing by Pritha Sarkar) 
(( marcin.goettig@thomsonreuters.com ; 
+48226539720; Reuters Messaging: 
marcin.goettig.reuters.com@thomsonreuters.net )) 
 
 

Romania 

Romanian 2018 gross funding needs 

seen at 62.6 billion lei  

22-Jun-2017  
By Luiza Ilie 
BUCHAREST, June 22 (Reuters) - Romania may 

tap bonds worth 4 billion euros ($4.46 billion) 

from foreign markets in 2018 and 3.5 billion 
euros in 2019, while its gross funding needs 
are seen falling, the finance ministry's 2017-
2019 debt management strategy paper 
showed on Thursday. 

It estimates gross funding needs at 62.6 billion 
lei ($15.25 billion) and 60.4 billion lei in 2018 
and 2019, respectively, down from this year's 

estimated 63.9 billion lei. 

The gross funding needs estimated for this year 
are slightly lower than the 67 billion lei 
envisioned in February. 
The paper was published one day after the ruling 
Social Democrats and their junior coalition 
partner ALDE toppled their own Prime Minister 

Sorin Grindeanu in a no-confidence motion after 
barely six months in office. 
They will nominate a new prime minister on 
Monday, who, if endorsed by the country’s 
president will then need to form a cabinet and 
secure parliament’s approval in a vote, ending 
political gridlock in the European Union’s fastest-

growing economy. 
The debt outlook was based on economic 
growth expectations of 5.5 percent next year 
and 5.7 percent in 2019. Analysts, the 
European Union and the International 
Monetary Fund have all said this year’s 5.2 

percent growth forecast is optimistic. 

They and ratings agencies, have also expressed 

concerns previously approved public sector wage 

hikes and a range of tax cuts will drive the 
budget deficit above the EU’s ceiling of 3 percent 
of gross domestic product. 
The budget ran a small surplus at the end of 
April. Inflation returned to positive territory in 

January after a year of negative figures due to a 
value added tax cut, but was expected to stay 
within the central bank’s targets. 
"The evolution of fiscal and budgetary policy, 
a medium term rise of the budget deficit, the 
possibility of delaying structural reforms are 
among the domestic risk factors," the debt 
strategy said. 

"So are market expectations of interest rate 

rises in the short term given the return to 
positive inflation."  
The ministry also said Romania's hard currency 
funding buffer currently stood at 6.3 billion 
euros, giving it ample room to tackle volatility 
spikes. 
So far this year, Romania has sold roughly 23.52 

billion lei and 240 million euros of domestic bills 
and bonds. It has tapped foreign markets for 
1.75 billion euros. 
Romania is rated an investment grade Baa3 by 
Moody's and BBB- by Fitch Ratings and S&P. 
 
($1 = 0.8961 euros) 
($1 = 4.1039 lei) 
(Editing by Jeremy Gaunt.) 
(( luiza.ilie@thomsonreuters.com ; +4021 305 5262; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
 
 

Romania plans to sell 7.5 bln euro 

Eurobonds in 2018-2019  

22-Jun-2017  

BUCHAREST (Romania), June 22 (See News) - 
Romania's finance ministry said on Thursday 
it plans to sell 7.5 billion euro ($8.3 billion) 
worth of Eurobonds on the international 
markets in the following two years. 

Romania plans to borrow 4 billion euro through 

the issuance of Eurobonds in 2018 and a further 
3.5 billion euro in 2019, the finance ministry 

said in its debt management strategy posted on 
its website. 
The ministry also estimates gross funding 
needs at 62.6 billion lei ($69.9 billion euro) in 
2018 and at 60.4 billion lei in 2019, down 
from this year's estimate of 63.9 billion lei. 

"Between 2017 and 2019, Romania will cover its 
financing needs by issuing government securities 

on the domestic market, by issuing Eurobonds 
on international capital markets and, in addition, 
by contracting external loans from official 
creditors (financial international institutions) 
under advantageous conditions for the Romanian 

state," the ministry said. 
So far this year, the finance ministry has sold 

government securities worth some 23.5 billion 
lei and 240 million euro and has tapped foreign 
markets for 1.75 billion euro of 2027 and 2035 

mailto:marcin.goettig@thomsonreuters.com
mailto:marcin.goettig.reuters.com@thomsonreuters.net
mailto:luiza.ilie@thomsonreuters.com
rm://luiza.ilie.thomsonreuters.com@reuters.net/
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eurobonds. 

At the beginning of March, the ministry said it 

planned to sell about 2.5-3.0 billion euro of 
eurobonds on the international markets and 
some 48-50 billion lei worth of leu-denominated 
domestic debt this year. 
 
(1 euro=4.5915 lei) 
Copyright 2017 SeeNews. All rights reserved. 

 
 

Russia 

Q&A-Geopolitical risk key for Russia's 

ratings recovery  

20-Jun-2017  

By Yumna Mohamed 
LONDON, June 20 (Reuters) - When Standard 

and Poor's raised Russia's sovereign outlook 
to positive from stable in March, the ratings 
agency said it was expecting growth to 
improve as the country emerged from a two-

year recession. 

Moritz Kraemer, S&P's chief of sovereign ratings, 
told the Global Markets Forum on Tuesday that 
geopolitical risk and ensuing sanctions regimes 
imposed on Russia played an important role in 
the country's previously lower ratings and were 
still key factors to watch. He also shared his 
ratings outlook for other regions.  

Here are excerpts from the conversation:  

Q: Russia is the only country you rate with a 
BBB- rating and positive outlook. Has the threat 
of new U.S. sanctions on Russia altered your 
view at all?  
A: Any renewed deepening of geopolitical risks 

could diminish the chances of an upgrade. This 
is because the consequences of a tightening 
sanctions regime might choke off the recovery of 
the Russian economy with fiscal but also 
potential political risks. 
Q: The oil price has stumbled back again too, so 
if we put it all together is the positive outlook 

still justified there? 
A: Yes, we think the positive outlook on 

Russia remains justified. What we have 
observed is an economic recovery that is 
surpassing our expectations and we have also 
seen progressive improvement in the Russian 
financial system strengthening the 
intermediation and effectiveness of monetary 
policy.  

Q: With the rising tensions in the Middle East, 

are there risks of a few downgrades there?  
A: The Middle East has been one of the weakest 
regions in recent years as far as sovereign 
ratings are concerned. Much is explained by 
terms of trade shock with weaker oil prices but 
you also have increasing pressure on public 

finances in a number of GCC sovereigns which 

require uncomfortable choices for policymakers. 
This can put pressure on the social contract and 
lead to broader instability. 
Q: Is there a risk of another wave of rating cuts? 
A: We do not see a wave of downgrades in the 
Middle East, but there are individual countries 

with a negative rating outlook. Among them is 

Qatar but also sovereigns like Oman, which we 

already lowered to non-investment grade, 
similar to Bahrain.  
 
(This interview was conducted in the Reuters Global 
Markets Forum, a chat room hosted on the Eikon 
platform. For more information on the forum or to join 
the conversation, follow this link: 
https://forms.thomsonreuters.com/communities/) 
(Editing by Hugh Lawson) 
(( yumna.mohamed@thomsonreuters.com ; 
+447917085632) ) 
 
 

Demand for Russia's Eurobonds 

exceeds $6 bln  

20-Jun-2017  
MOSCOW, June 20 (Reuters) - Demand for 

Russia's sovereign dual-tranche Eurobond 

exceeded $6 billion, two financial market 
sources told Reuters on Tuesday.  

The sources added that Russia guided investors 
toward a yield of around 4.25 percent for a 10-
year Eurobond and around 5.25 percent for a 
30-year paper. 
Books for the U.S. dollar denominated 
Eurobonds are set to be closed later on Tuesday. 

 
(Reporting by Kira Zavyalova; Writing by Katya 
Golubkova; Editing by Andrey Ostroukh) 
(( ekaterina.golubkova@thomsonreuters.com ; +7 495 
775 1242; )) 
 
 

Sanctions not a driver for Russia rating 

right now  

21-Jun-2017  
LONDON, June 21 (Reuters) - Western 

sanctions are not a key driver of Russia's 
credit rating at the moment, one of Moody's 
top analysts said on Wednesday, adding that 
the latest dive in oil prices was also unlikely 
to shift it. 

Moody's stabilised the outlook on Russia's Ba1 

rating this year against the backdrop of a 
stabilising economy and an improved fiscal 

outlook. 
"We see the risks for Russia as being balanced 
as of now, irrespective of the recent weakening 
of the oil price," Dietmar Hornung told the 
Reuters Global Markets Forum chatroon.  

When assessing political risks, Moody's focus 
was implemented policies rather than the 
rhetoric, he added. 
"Russia has adjusted to sanctions, they will 
remain in place for the foreseeable future, so we 
don't see the sanctions as a key credit driver as 

of now."  
 
(Reporting by Marc Jones; editing by Susan Thomas) 
(( marc.jones@thomsonreuters.com ; +44)(0)( 207 
542 9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs)) 
 

https://forms.thomsonreuters.com/communities/
mailto:yumna.mohamed@thomsonreuters.com
mailto:ekaterina.golubkova@thomsonreuters.com
mailto:marc.jones@thomsonreuters.com
rm://marc.jones.thomsonreuters.com@reuters.net/
https://twitter.com/marcjonesrtrs)


 

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 

  14 

 

Foreign investors bought 85 pct of new 

Russian Eurobonds  

21-Jun-2017  
MOSCOW, June 21 (Reuters) - Foreign 

investors bought 85 percent of new sovereign 
Eurobonds that Russia issued this week, 
Finance Minister Anton Siluanov said on 
Wednesday. 

"There was a huge interest despite all limitations 
and sanctions," Siluanov said, referring to 
demand from foreign investors. 
Siluanov also said that the finance ministry was 
planning to swap some of its outstanding 

Eurobonds it issued in the past for new issues 
"closer to autumn." 

 
(Reporting by Darya Korsunskaya; Writing by Andrey 
Ostroukh; editing by Maria Kiselyova) 
(( andrey.ostroukh@thomsonreuters.com )) 
 
 

Serbia 

IMF mission to assess Serbian 

economy, reforms from Thursday  

19-Jun-2017  
BELGRADE, June 19 (Reuters) - An 

International Monetary Fund mission will 
begin assessing Serbia's compliance with 
terms of a 1.2 billion euro ($1.34 billion) 
standby loan this week, the Fund's office in 
the country said on Monday. 
The mission will visit Belgrade from Thursday to 
July 4. 
Serbia has yet to draw on the funds available 

under the three-year deal, which expires next 
year, and Belgrade said it has no plans to use 
them.  
In March, mission head James Roaf said Serbia 
was making excellent progress on economic and 
financial reforms, but was lagging on disposing 
of unprofitable state firms.  

The Fund has forecast Serbia's economy will 
grow 3 percent this year, below the central 

bank's figure of 3.5 percent. 
 
($1 = 0.8931 euros) 
(Reporting by Aleksandar Vasovic; editing by John 
Stonestreet) 
(( aleksandar.vasovic@thomsonreuters.com ; 
+381113044930; )) 
 
 

Serbia sells 5.2 bln dinars (43 mln 

euro) in 2-yr T-notes, yield falls  

22-Jun-2017  
BELGRADE (Serbia), June 22 (See News) –
Serbia sold on Thursday 5.2 billion dinars 
($47.7 million/42.7 million euro) worth of 

two-year dinar-denominated Treasury notes, 
equal to 52.25% of its offer, the finance 
ministry said. 

The yield settled at 0.25 of a percentage point 
above the 4.0% reference interest rate of 

Serbia's central bank, the NBS, down from the 

4.65% achieved at the previous auction of two-

year dinar denominated Treasury notes held on 
June 13, the ministry said in a statement. 
Demand for the T-notes, which mature on June 
26, 2019, totalled 6.1 billion dinars. 
 
(1 euro = 121.788 dinars) 
Copyright 2017 See News. All rights reserved. 

 

LATIN AMERICA AND 
CARIBBEAN  

 

Argentina 

Argentina sees strong demand for 

surprise 100-year bond  

20-Jun-2017  
By Luc Cohen and Dion Rabouin 
BUENOS AIRES/NEW YORK, June 19 (Reuters) - 
Argentina sold $2.75 billion of a hotly 
demanded 100-year bond in U.S. dollars on 
Monday, just over a year after emerging from 
its latest default, according to the 
government.  

The South American country received $9.75 
billion in orders for the bond, as investors eyed a 
yield of 7.9 percent in an otherwise low yielding 

fixed income market where pension funds need 

to lock in long-term returns. 
Thanks to a stronger-than-expected peso 
currency, the government has increased its 
overall 2017 foreign currency bond issuance 
target to $12.75 billion from its previous plan of 
issuing $10 billion in international bonds, 
Finance Minister Luis Caputo told reporters in 

Buenos Aires. 
Argentina is going to the international capital 
markets to help finance a fiscal deficit of 4.2 
percent of gross domestic product this year. 
Caputo said Argentina has $2.6 billion in 
bonds left to be issued this year. The new 
paper could be denominated in euros, yen or 
Swiss francs. 

The new bond had a coupon of 7.125 percent, 

the finance ministry said in a statement that 
hailed success of the sale as evidence that 
Argentina had regained "credibility and 
confidence."  
Still, the move came as a surprise given 
Argentina only last year ended a decade-long 
dispute with creditors over its 2002 default and 

residents tend to frown upon accumulating debt 
in dollars. 
"Implicitly, this shows market confidence that 
the government will be able to change the 
idiosyncrasy of the country and will end the 
borrow and default cycles. Will it?" said Edgardo 

Sternberg, Emerging Market debt portfolio 

manager at Loomis Sayles. 
BOND PRICES FALL 
Argentine sovereign bond yield spreads over 
U.S. Treasuries widened six basis points, the 

mailto:andrey.ostroukh@thomsonreuters.com
mailto:aleksandar.vasovic@thomsonreuters.com
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widest in a month at 412 basis points. 

Argentina's 2038 dollar bond fell 1.5 cents while 

the 2046 bond issue fell 2.6 cents.  
The 2032 par bond was down by 1.5 percent. 
Though the bond appeared to be well 
oversubscribed, some investors questioned the 
wisdom of investing for a such a long term in a 
country as volatile as Argentina.  
"It's awfully premature for Argentina to issue 
100-year bonds," said Jorge Piedrahita, chief 
executive officer of Puma Investments. 
"When you look back in history, I'm not sure 
we can find a 20-year period where Argentina 
has not defaulted." 

Citigroup Inc and HSBC acted as lead book 
runners on the deal, while Nomura Securities 
and Banco Santander were co-managers. 

Such long-term bonds are unusual, particularly 
in emerging markets. Mexico issued a 100-year 
bond in 2010.  
Since taking office in late 2015, President 
Mauricio Macri has implemented several market-
friendly reforms to deliver on his promise of 
normalizing Argentina's economy after years of 

heavy state intervention and non-payment of 
international debt obligations under the previous 
government.  
He ended a decade-long dispute with creditors 
that allowed it to re-enter global credit markets, 
but Argentina lacks an investment grade rating. 

S&P and Fitch rate the sovereign a B with a 
stable outlook, while Moody's has the debt at 

B3. 
The country sold 400 million Swiss francs 
($410.64 million)in debt in March, and Caputo 
said on June 7 that Argentina would issue 
peso and euro bonds later this month. 

Many Argentines, with memories of the severe 
economic crisis following a 2002 default, took to 

social media to express their surprise, some with 
a touch of humor. One asked if Argentina would 
exist in 100 years, and another said at least 
cockroaches would pay off the debt. 
Axel Kicillof, former finance minister who led 
negotiations with holdouts under populist ex-

President Cristina Fernandez, accused Macri of 
saddling 10 generations of Argentines with debt. 

"They say nothing bad can last for 100 years. 
The legacy of Macrismo shows it can," he wrote 
on Twitter.  
 
($1 = 0.9741 Swiss francs) 
(Reporting by Luc Cohen in Buenos Aires, Dion 
Rabouin New York and Sujata Rao and Claire Milhench 
in London; Writing by Caroline Stauffer and Hugh 

Bronstein; Editing by Cynthia Osterman and Grant 
McCool) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net )) 
 
 

Argentina posts May primary fiscal 

deficit of 27.24 billion pesos  

22-Jun-2017  

BUENOS AIRES, June 22 (Reuters) - Argentina 

posted a primary fiscal deficit of 27.239 billion 

pesos ($1.69 billion) in May, the Treasury 
Ministry said on Thursday. 

That compared with an 18.66 billion peso 

primary fiscal deficit in April. The primary budget 
balance, which measures government spending 
relative to income and does not include debt 
payments, is followed by the markets as an 
indicator of Argentina's ability to meet its 
financial obligations. 

 
($1 = 16.1400 Argentine pesos) 
(Reporting by Luc Cohen; Editing by Jeffrey Benkoe) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net )) 
 
 

Bond Market: Argentina's 2014 Default 

Was Like A Hundred Years Ago  

22-Jun-2017  
By Leandro Kibisz (Own work) [Public domain or 
CC BY-SA 3.0 ], via Wikimedia Commons 
Argentina has been a member in good 
standing of the global sovereign bond market 
for a little less than a year-and-a-half now , 
having spent the previous 14 as a pariah on 

account of refusing to pay its bills. But a year-
and-a-half is apparently a heck of a long time 
in the fixed-income business. 

"If we had told people we were going to sell a 
100-year in Argentina even a year ago, they 
would have looked at us like, what are we 

thinking?" she said. 
Monday, however, was in another year, and 

investors hungrily snapped up 100-year bonds 
from a country that has defaulted six times in 
the last hundred years. We know. The Financial 
Times was surprised, too, and had a few 
questions like, "Why were there buyers?" and 
"Still sounds a bit risky given Argentina's history 
as a defaulter?" The latter of which isn't actually 

a question, but a reasonable thing to say all the 
same. Not to worry, however, says this guy: 
But Mr Macri's government "cured" the latest 
default in 2016, and times have changed, said 
Joe Harper, a partner at Explorador Capital 
Management, an investment fund focused on 

Latin America. "The policy pendulum in 

Argentina has shifted to the centre, and the 
country's next 100 years will be very different 
than the last century." 
Yes, one whole year into Argentina's third 
century as an independent country and it is 
perfectly safe to make sweeping predictions 

about that century and then take investment 
decisions based upon them. Plus, Argentina 
doesn't have to stay on its best behavior for the 
whole 100 years. Just a dozen will do. 
If Argentina fulfils its promises to reduce its 
deficit, meeting its fiscal targets, there is a 
good chance that Argentine bond prices will 
rally significantly over the next couple of 
years. Given the bond was sold at a yield of 

almost 8 per cent an investor would recoup 
their initial investment in around 12 years. 

Twelve years, you say? Why, that happens to be 
one year fewer than the average break between 

mailto:luc.cohen@thomsonreuters.com
mailto:luc.cohen.thomsonreuters@reuters.net
mailto:luc.cohen@thomsonreuters.com
mailto:luc.cohen.thomsonreuters@reuters.net
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defaults Argentina has managed over the past 

66 years . 

Argentina's 'Century Bond' Had Global Interest 
How did Argentina pull off a 100-year bond sale?  
 
Copyright (c) 2017 Breaking Media, Inc. All rights 
reserved. 
 
 

Belize 

IMF - Belize: Staff Concluding 

Statement of the 2017 Article IV 

Mission  

17-Jun-2017  
June 16, 2017  
A Concluding Statement describes the 
preliminary findings of IMF staff at the end of 
an official staff visit (or 'mission'), in most 
cases to a member country. Missions are 
undertaken as part of regular (usually annual) 
consultations under of the IMF's Articles of 

Agreement, in the context of a request to use 
IMF resources (borrow from the IMF), as part 
of discussions of staff monitored programs, or 
as part of other staff monitoring of economic 
developments.  

The authorities have consented to the 
publication of this statement. The views 
expressed in this statement are those of the IMF 
staff and do not necessarily represent the views 

of the IMF's Executive Board. Based on the 
preliminary findings of this mission, staff will 
prepare a report that, subject to management 
approval, will be presented to the IMF Executive 
Board for discussion and decision.  
An International Monetary Fund team led by 
Bert van Selm visited Belize from June 6-15 to 
conduct the discussions for the 2017 Article 

IV consultation. The team met with Honorable 
Mr. Dean Barrow, Prime Minister and Minister of 
Finance; Dr. Carla Barnett, Minister of State at 
the Ministry of Finance; Amb. Joy Grant, 
Governor of the Central Bank of Belize; Mr. 
Joseph Waight, Financial Secretary, and other 
senior government officials, representatives of 

the opposition, private sector, and civil society.  
The economy is expected to return to positive 
growth in 2017, but the medium term outlook 
remains weak. Public debt remains elevated, 

despite the cash flow relief and NPV gain from 
the recent debt restructuring agreement with 
private external bondholders; and the current 

account deficit is sizable. While the tightening 

of the fiscal stance in the context of the 2017-18 
budget is welcome, in the view of the team, 
further fiscal consolidation is necessary to 
mitigate risks and put public debt on a clear 
downward path, and to facilitate external 
adjustment. Withdrawal of Correspondent 
Banking Relationships (CBRs) and low capital 

buffers in a major bank remain key risks to 
financial stability.  
Recent Developments and Outlook  
On March 15, 2017, the Belizean authorities 
reached a restructuring agreement with 

private external bondholders. This debt 

amounts to US$526 million, or about 30 

percent of GDP. The agreement reduced the 

interest rate on the bond to 4.9375 percent (the 
rate was set to step up from 5 to 6.767 percent 
in August 2017), and amended the amortization 
schedule by pushing back principal repayments 
to 2030-34 (instead of starting semiannual 

installments in August 2019). The final maturity 
date of the bond would be brought forward from 
2038 to 2034. The agreed terms reduced the 
NPV of the external bond debt by about 28 
percent (based on the exit yield of 9.1 percent).  
The agreement with bondholders is 
anchored by fiscal adjustment . The Belizean 

authorities have committed to bondholders to 
tighten the fiscal stance by 3 percentage 
points in 2017/18, and to maintain a primary 
surplus of 2 percent of GDP for the 
subsequent three years (2018/21), 
essentially implying no additional adjustment 

effort after 2017/18. The agreement also 
includes a monitoring mechanism for the fiscal 
adjustment effort: in the event Belize fails to 

meet the 2018-21 primary surplus targets, the 
authorities will submit a report to the National 
Assembly to explain why the targets were 
missed. Moreover, in such an event, Belize 
commits to requesting an IMF technical 
assistance mission to (i) determine why the 
primary surplus target was missed; and (ii) 

recommend remedial measures. The authorities 

have also committed to publishing the findings 
of any such IMF technical mission, as well as the 
annual Article IV consultation reports. 
Furthermore, if the primary surplus target is 
missed, interest payments on the bond will 

become payable on a quarterly rather than 
semi-annual basis (for the subsequent 12 
months that the target is missed).  
The economy is expected to return to 
positive growth in 2017. Output is estimated 
to have contracted by 0.8 percent in 2016, 
reflecting a continued slowdown in oil production 

and setbacks in agriculture, including destruction 
of crops by Hurricane Earl. The current account 
deficit decreased slightly to an estimated 9.4 

percent of GDP in 2016, while unemployment 
increased to 11.1 percent in September 2016, 
from 10.2 percent a year earlier. The external 

deficit reduced December 2016 gross reserves 

to US$377 million, or about 4 months of 

import coverage. Financial sector reforms 
continue to bear fruit, with the consolidated 
banking sector's gross NPL ratio declining to 9.8 
percent (2.2 percent net of provisions) in March 
2017, due to legacy loan write offs and 
restructuring, while the reported capital 

adequacy ratio is stable, at 23 percent. Private 
sector credit declined by 3 percent y/y in 
December 2016, despite ample liquidity in the 

banking system. For 2017, growth of 2½ percent 
is projected, reflecting a rebound in the primary 
sector combined with continued strong growth in 
tourism, supported by improved airlift 

(additional and less expensive flights), better 
marketing, and new FDI-financed projects. The 
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current account deficit is expected to narrow to 

8 percent of GDP in 2017. Inflation is projected 

to increase slightly to just over 2 percent in 
2017, in line with price developments in major 
trading partners.  
The fiscal deficit for 2016/17 was higher 
than budgeted. Whereas the budget targeted 

a primary surplus of 1 percent of GDP, the 

projected outturn is a deficit of about 1 
percent of GDP, owing to both expenditure 

overruns and revenue shortfalls. The primary 
balance corresponds to an overall deficit of 
about 4 percent of GDP, excluding large BTL 
compensation payments (amounting to 5½ 
percent of GDP in 2016/17, financed by issuing 
domestic debt).  

The budget for 2017/18 aims to tighten the 

fiscal stance by 4 percentage points of GDP. 
The budget approved by parliament in March 
aims for a primary surplus of 3 percent of GDP, 
corresponding to an overall budget close to 
balance (not including the large 2017/18 

compensation payment for BTL).  

 Parliament has passed several revenue-
enhancing measures, including (i) higher 
excises on fuel, beer, sugary drinks, and 
construction materials; (ii) higher import 

duties on selected products, including 
cigarettes; (iii) an increase in an 
environmental tax (a levy on most imported 
goods); and (iv) adjustments in the General 
Sales Tax (GST), including lowering the 

social exemption for household electricity 

use. These tax policy measures would be 
supported by changes in tax administration 
to improve GST collections, and are aimed to 
increase revenue by more than 2 percent of 
GDP.  

 On the expenditure side, the authorities are 

aiming for cuts equivalent to around 2 
percent of GDP, mainly from reduced capital 
spending.  

 Financing from Venezuela under the 

PetroCaribe program is expected to be 
smaller than in previous years. The sale of 
government shares in nationalized utility 

companies to domestic investors and 
issuance of domestic debt will contribute 

significantly to financing in FY2017/18.  
Belize is recovering from the loss of CBRs, a 
major problem over the last two years. The 
withdrawal of a significant number of CBRs by 
global banks resulted in higher transaction and 
compliance costs, restricted access to financial 
services, and delays in settlement of 

remittances. Since mid-2016, all affected banks 
have been able to reconnect to foreign banks, 
with no further losses of relationships.  
The medium term outlook remains weak. 
Growth is projected to average just under 2 
percent in the medium-term, reflecting declining 

productivity, competitiveness, public investment, 

and oil output. The current account deficit is 
projected to slowly improve due to a gradual 
recovery in agriculture and growth in tourism, 
but would remain significant, reflecting 

structural weaknesses in the export sector. 

International reserves are projected to decline to 

2.5 months of imports over the medium term in 
the baseline scenario, and any negative shocks 
could push them below that level.  
The impact of the expected shift in the US 
policy mix will likely be limited. The main 
links to the US economy pertain to tourism and 

remittances, and higher US growth could boost 
these, but capital flows and financial integration 
with the US are limited. An appreciation of the 
US dollar could have a negative impact on 
external competitiveness, given the exchange 
rate peg to the US dollar.  

Downside risks remain substantial. A 
number of contested legacy claims, for a total of 
about US$100 million or so (or 5½ percent of 

GDP), could lead to large public and external 
financing needs. Additional loss of CBRs is 
possible and could further weaken banks. These 
vulnerabilities could be exacerbated by external 

risks, including a loss of PetroCaribe financing, a 
further decline in sugar prices after the EU sugar 
reform takes full effect in 2017, a slower than 
expected recovery in agriculture and the loss of 
tourism market share to Cuba. On the upside, a 
successful implementation of the Growth and 
Sustainable Development Strategy (GSDS) could 

help mitigate the above-mentioned risks.  
Policy Priorities  
While the recent restructuring of debt to 
private external bondholders provides 
meaningful cash flow relief, and the agreed 
fiscal tightening is a step in the right 
direction, the agreement is just one element 
of a more comprehensive package needed to 
lift Belize out of high debt and low growth. 

The agreement reduces the cost of servicing a 
relatively expensive part of external debt, and 
the NPV gain is significant. However, the overall 
level of public debt remains very high, at about 
100 percent of GDP. Moreover, the repeated 
efforts to restructure debt could undermine 
Belize's credibility and risks a loss of access to 

capital markets for an extended period of time, 
in turn hurting prospects for strong and 
sustainable growth. To lead to lasting gains, the 

debt restructuring needs to be underpinned by a 
credible and sustained program of fiscal 
consolidation, combined with structural reforms 
to boost growth.  

Further fiscal consolidation (beyond 
measures taken in the context of the 
2017/18 budget) is necessary to put 
debt/GDP on a clear downward trajectory, 
and to mitigate risks. A primary surplus of 4-5 
percent of GDP would need to be maintained 

over the medium term to put debt on a path 
towards 60 percent of GDP by 2025. On the 
revenue side, reform options include broadening 
the base of the General Sales Tax (by removing 

zero-rated items and streamlining exemptions), 
and/or increasing the GST rate from 12.5 
percent to the regional average of 15 percent, 

each of which could yield about 1 percentage 
point of GDP. On the expenditure side, a civil 
service reform could help stabilize the number of 
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public employees and contain the wage bill. 

Moreover, the public sector pension plan could 

become contributory and pensions adjusted to 
be in line with inflation.  
The introduction of a fiscal rule could 
support the consolidation effort . A fiscal rule 
that targets a reduction in public debt to GDP to 
60 percent over the medium term has been 

introduced elsewhere in the region (ECCU, 
Jamaica), and has had notable success in 
bringing public debt on a clear downward 
trajectory in several cases (e.g. St Kitts and 
Nevis, Grenada, and Jamaica). In Belize, 
adoption by parliament of a fiscal rule that 

targets 60 percent debt to GDP by 2025 could 
help guide the fiscal consolidation effort and 
broaden the support for it.  

Public Financial Management can be further 
strengthened. Electronic tax filing and 
payment could be enhanced, especially in the 
GST and Income Tax Departments where less 

than 10 percent of registered tax payers file or 
pay their taxes electronically. Stronger internal 
and external controls and more transparent and 
efficient procurement practices could restrain 
outlays on goods and services. Stronger 
monitoring of government-supported entities, 
especially their payroll, could generate savings 

on transfers. Timely production of audited 
government financial statements and their 
timely approval by parliament in the context of 
budget review laws will strengthen accountability 

in the use of public funds.  
Government financing by the Central Bank 

(CBB) should be phased out and replaced 
by financing using securities markets . 
Financing government spending by the CBB 
brings excessive liquidity into the market, which 
can put pressure on the exchange rate. More 
active debt management and more frequent 
auctions of government paper in active 

securities markets could also generate savings 
on interest payments.  
The financial system must be kept under 
tight supervision. The banking system remains 
vulnerable to adverse shocks, with NPLs still 

high, and low capital buffers in some banks. 
Given uncertainties on the value of collateral, 

provisioning requirements should be raised to 
100 percent on loan losses (secured or not). An 
asset quality review of all banks would help 
assess the real strength of their capital buffers.  
Improving the legal framework and 
effective implementation of the AML/CFT 

framework would help reduce the risk of 
further loss of CBRs . The authorities initiated 
a national risk assessment to identify areas of 
high money laundering and terrorism financing 
risks and enhance the policy and allocation of 
resources. They have also introduced 
amendments--expected to be adopted in July 

2017--to make beneficial ownership available 
with registered agents for one type of companies 
registered in Belize. Reforms to enhance entity 
transparency by making beneficial ownership 
available and shared in a timely manner is an 

urgent need and should be required and 

implemented for all types of legal persons and 

arrangements created in Belize. The CBB and 
the International Financial Services Commission 
should also step up their supervision efforts 
based on risks to improve compliance of banks, 
financial services with no physical presence in 
Belize, and registered agents and trust services.  

Well-targeted structural reforms could 
raise the economy's long-term growth 
potential . The country's growth strategy (the 
GSDS) should focus on raising productivity, 
especially in the export sector. The strategy 
envisages removing infrastructure bottlenecks to 

reduce transportation costs and strengthen trade 
competitiveness. Labor productivity can be 
enhanced by improving education and health 

services. Several initiatives aim to build climate 
resilience through disaster risk mitigation and 
green energy projects. Effective implementation 
of the strategy requires translating it into a 

concrete action plan, prioritization of projects, 
estimation of their cost, and the design of 
realistic project financing strategies, while taking 
into account the limited fiscal space and working 
closely with development partners.  
Concrete action is needed to improve the 
business climate. In the 2017 World Bank 

Doing Business Report, Belize ranked 112 out of 
189 countries, down 2 places from its 2016 
ranking. There is room for improvement in 
several areas, notably in starting a business, 

getting credit, protecting investors, trading 
across borders and enforcing contracts. 

Availability of credit to SMEs can be enhanced 
through broadening the types of eligible 
collateral and establishing a Credit Bureau.  
The team wishes to thank the authorities 
for their hospitality and for the open and 
constructive dialogue.  
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Chile 

Chile launches $2bn-equivalent tap of 

peso bonds  

21-Jun-2017  

By Paul Kilby 
NEW YORK, June 21 (IFR) - Chile launched a 

US$2bn-equivalent tap of two peso-
denominated bonds on Wednesday targeted 
at both international and local buyside 
accounts, according to a lead bank. 

http://www.imf.org/en/news/articles/2017/06/16/ms061617-belize-staff-concluding-statement-of-the-2017-article-iv-mission
http://www.imf.org/en/news/articles/2017/06/16/ms061617-belize-staff-concluding-statement-of-the-2017-article-iv-mission
http://www.imf.org/en/news/articles/2017/06/16/ms061617-belize-staff-concluding-statement-of-the-2017-article-iv-mission
http://www.publicnow.com/view/47B94E70D7450D93D83E7C1AFA510258BBBCE356
http://www.publicnow.com/view/47B94E70D7450D93D83E7C1AFA510258BBBCE356
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The sovereign set a final yield of 3.6% on a 

Ps675bn (US$1.016bn) reopening of its 4.5% 

2021s, coming at the tight end of guidance of 
3.65% area (+/-5bp). 
It has also launched a Ps660bn tap of its 5% 
2035s at 4.6%, also at the tight end of guidance 
of 4.65% area (+/-5bp) 
Leads had first approached investors with initial 

price thoughts of 3.75% and 4.7% area 
respectively.  
Citigroup, Bank of America Merrill Lynch and 
Santander are acting as leads on the 144A/Reg 
S trade, which is governed by Chilean law. Final 
pricing is expected later on Wednesday. 

 
(Reporting by Paul Kilby; Editing by Marc Carnegie) 
(( paulj.kilby@thomsonreuters.com )) 
 
 

Mexico 

Mexico sees lower "adjustment" to 

public finances in next budget  

20-Jun-2017  
MEXICO CITY, June 20 (Reuters) - Mexico's 

coming budget is likely to see a lower 
"adjustment" to public finances than in the 
previous budgets, finance minister Jose 
Antonio Meade said on Tuesday. 

Mexico has made sizeable cuts to the budget in 
the past couple of years in a bid to tighten up 

public finances. 
Meade was speaking on Mexican radio. 
 
(Reporting by Dave Graham) 
(( dave.graham@thomsonreuters.com ; +52 1 55 
5282 7146; Reuters Messaging: 
dave.graham.thomsonreuters.com@reuters.net )) 
 

AFRICA 
 
 

 

Algeria 

Algeria's new govt plans Islamic 

finance options, more welfare system 

reforms  

20-Jun-2017  
ALGIERS, June 20 (Reuters) - Algeria's new 

government is preparing the legal framework 
for Islamic finance and new Islamic bonds 
and will make more changes to its welfare 
system to offset lower oil prices, according to 
an official document. 

President Abdelaziz Bouteflika, rarely seen in 
public since a stroke in 2013, last month named 

a new government led by Prime Minister 
Abdelmadjid Tebboune along with new ministers 

in the key portfolios of finance, commerce and 
energy. 
The North African OPEC member has seen its 
energy revenues, which account for 60 percent 

of the budget, more than halved due to the slide 
in crude oil prices, forcing the government to cut 

spending, look for new revenue and announce 

economic reforms. 

 
(Reporting by Hamid Ould Ahmed; Editing by Patrick 
Markey and Alison Williams) 
(( pat.markey@thomsonreuters.com ; +213-661-
692993; Reuters Messaging: 
pat.markey.thomsonreuters.com@reuters.net )) 
 
 

Egypt 

Fitch Affirms Egypt at 'B'; Outlook 

Stable  

22-Jun-2017  
HONG KONG, June 22 (Fitch) Fitch Ratings has 

affirmed Egypt's Long-Term Foreign- and 

Local-Currency Issuer Default Ratings (IDRs) 
at 'B' with a Stable Outlook. The issue ratings 
on Egypt's senior unsecured foreign- and 
local-currency bonds are also affirmed at 'B'. 
The Country Ceiling and the Short-Term Foreign- 
and Local-Currency IDRs are all affirmed at 'B'. 
KEY RATING DRIVERS 
Egypt's ratings balance a large fiscal deficit, a 
high general government debt/GDP ratio, and 

recent volatile political history, with renewed 
progress in implementing an economic and 
fiscal reform programme and improving 
external finances. 

The government has pressed on with its reform 

programme, which regained momentum in the 
second half of 2016, and remains on track with 
the USD12 billion three-year extended fund 
facility (EFF) signed with the IMF in November. 

In May 2017 the IMF and Egypt completed the 
first review of the EFF, which should lead to the 
second disbursement, of USD1.25 billion, in June 
or July. 
After the floatation of the EGP on 3 November, 
the Central Bank of Egypt (CBE) seems not to 

have intervened in the market and the 
authorities have been gradually removing a 
number of capital controls. The subsequent 
depreciation was the second-largest among 
Fitch-rated sovereigns in 2016. The pound, 

which was managed at EGP8.9:USD1 prior to 3 
November, has averaged EGP17.9:USD1 since 

(up to 16 June 2017). 
The shift in exchange rate regime has proved a 
turning point for Egypt's external finances. CBE's 
stock of international reserves rose to USD31.1 
billion in May 2017, from USD19.1 billion in 
October 2016 (and a recent low of USD15.6 
billion in July 2016). Multilateral and bilateral 

assistance and substantial bond issuance have 
boosted reserves. Egypt issued USD4 billion of 
Eurobonds in January and another USD3 billion 
in May. There has been a renewal of foreign 
investment in government T-bills and T-bonds. 
Furthermore, there are some early signs of 

external rebalancing, with the current account 
deficit narrowing to USD3.5 billion in 1Q17, from 
USD5.7 billion in 1Q16. We estimate that current 
foreign reserves are now around six months of 
current external payments (CXP), up from less 
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than three months during the period of 2012-15. 
The public finances will remain a key 
weakness of Egypt's credit profile, but we 
expect further gradual fiscal consolidation to 
start to reduce government debt/GDP in the 

fiscal year ending June 2018 (FY18). In the 
first nine months of FY17 the budget sector 
deficit narrowed to 8% of GDP from 9.4% in the 
year-earlier period. The primary deficit more 

than halved to 1.2% of GDP. 
The government has exercised restraint across 
some expenditure items, notably compensation 
for public sector employees, which only edged 
up in July-March, thus representing a large cut 
in real terms. The introduction of VAT (replacing 
the existing GST) in October 2016 has had a 

positive effect on revenue growth. In July-March 

VAT revenue from goods and services was 30% 
higher yoy, of which VAT from goods was 62% 
higher, because Egypt had a better 
administrative system in place for implementing 
the tax on goods. Subsidy spending, however, 
continued to rise strongly, by around 30% yoy, 

despite electricity and fuel price reforms, 
because the weakening of the EGP increased 
import costs. 
The IMF has commended the draft FY18 
budget, which is targeting a budget sector 
deficit of 9% of GDP and a primary surplus of 

0.3% of GDP. Budget sector primary deficits 
have averaged 3.6% in FY11 to FY17, so to 

reach a surplus would be a significant 

achievement. We forecast the budget sector 
primary balance will get close to balance, at -
0.3% of GDP. VAT implementation should 
improve further in FY18, when it will also have a 
full-year effect and the rate will increase to 14% 

from 13%. 
While the government's budget assumptions are 
largely realistic, the projected inflation rate of 
15.2% is likely to prove too low. FY18 inflation 
may be closer to 20%. In this context, there 
may be pressure to boost some expenditure 
items, to mitigate the risk of greater social 

tensions. This could lead to a larger-than-
projected budget deficit. There is also 
uncertainty over the timing and extent of further 

energy price reforms, which have yet to be 
publicly announced. 
We forecast that general government 
debt/GDP will rise above 100% by end-FY17, 
owing to significant additions of external debt 

and the weaker exchange rate. This debt stock 
creates a large burden of interest payments for 
the government (more than 40% of government 
revenue). We forecast that government 
debt/GDP will moderate to 93% in FY18 and 
87.9% in FY19, assuming faster real GDP growth 
(averaging 5%), declining but still high inflation, 

and a small primary surplus in FY19. The key 
risk to this outlook is that reform momentum 

weakens, as it did after a round of reforms in 
FY15. The level of guaranteed debt and 
contingent liabilities is currently unclear. The 
Ministry of Finance expects to release data on 

this later in 2017. 
Monetary and fiscal reforms are having a 

significant macroeconomic impact in Egypt, 

especially on inflation. Inflation has averaged 

30% yoy in January-May, driven up by the 
weaker exchange rate, VAT and higher fuel 
prices. We forecast that inflation will remain 
above 20% for the remainder of 2017 and fall 
back to an average of 13.5% in 2018. CBE is 
pursuing monetary targeting, which is subject to 

indicative targets as agreed with the IMF, and 
has continued to raise its policy interest rates, 
most recently in May 2017. 
Headline real GDP growth has slowed in FY17, 
but has proved more resilient than we expected 
and is likely to be just under 4% for the year. 

Despite fiscal consolidation, we forecast stronger 
GDP growth in FY18, at 4.5%, as the exchange 
rate adjustment beds in, as gas production 

starts at the giant Zohr field, and with stronger 
investment. 
Fiscal and monetary reforms continue to 
present some risk of social backlash, 
especially given ongoing structural problems 

including high youth unemployment, 
deficiencies in governance and the business 
environment, as well as intermittent security 

issues. The government is seeking to mitigate 
these risks by emphasising that it is bolstering 
social safety nets (including cash transfer 
schemes) and that the reforms will deliver better 
economic performance and employment. 

Furthermore, food subsidy allocations have 
increased and electricity provision has improved 

markedly. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Egypt a score 
equivalent to a rating of 'B' on the Long-Term 

Foreign Currency IDR scale. 
Fitch's sovereign rating committee did not adjust 
the output from the SRM to arrive at the final 
Long-Term Foreign Currency IDR 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three year-centred averages, 

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

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

are not fully quantifiable and/or not fully 
reflected in the SRM. 
RATING SENSITIVITIES 
The Stable Outlook reflects Fitch's assessment 
that upside and downside risks to the ratings are 
currently balanced. 
The main factors that, individually or 

collectively, could lead to a positive action are: 
•Continued progress on fiscal consolidation 
leading to declining government debt/GDP; 
•Sustained stronger economic growth supported 

by reforms to the business environment leading 
to increased investment and employment; 
•Further strengthening of international reserves 

following a sustained narrowing of the current 
account deficit and higher net foreign direct 
investments. 
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The main factors that, individually or 

collectively, could lead to a negative rating 

action are: 
•Failure to narrow the fiscal deficit and put 
government debt/GDP on a downward trend; 
•Reversal of fiscal and/or monetary reforms, for 
example in the face of social unrest; 
•Renewed downward pressure on international 

reserves due to further strains on the balance of 
payments, including weaker access to foreign 
financing. 
KEY ASSUMPTIONS 
The political environment is assumed to be more 
stable than in 2011-2013, although sporadic, 

and at times serious, attacks on security forces 
are assumed to continue and underlying political 
and social tensions will remain. 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com; Wai-Lun Wan, 
Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Yields on Egypt's three- and nine-

month T-bills rise, three-year T-bonds 

fall  

22-Jun-2017  

CAIRO, June 22 (Reuters) - Average yields on 

Egypt's three- and nine-month treasury bills 
rose at an auction on Thursday while yields on 
the three-year bonds dipped, data from the 
central bank showed. 

The average yield on the 91-day bill rose to 
20.375 percent from 20.244 percent at the 
previous auction on June 18 and the yield on the 
273-day bill rose to 20.662 percent from 20.350 

percent at the last similar auction. 
At another auction on Thursday, average yields 
on the three-year bonds dipped to 18.358 
percent from 18.382 percent at the last auction 
on June 21.  
Central bank auction dates have been changed 

due to upcoming public holidays in Egypt.  

Auctions for six-month, one-year T-bills and ten-
year T-bonds will be held on July 2 while three-
month, nine-month T-bills and five-year T-bonds 
auctions will be held on July 3. 
 
(Reporting by Arwa Gaballa; Editing by Toby Davis) 
(( arwa.gaballa@thomsonreuters.com ; +20 2 2578 
3290; )) 
 
 

Malawi 

Malawi sees IMF loan approval as 

signal of donor confidence  

23-Jun-2017  
LILONGWE, June 23 (Reuters) - Malawi's 

finance minister hopes the International 
Monetary Fund's approval of a $26.9 million 
loan could lead to more global lenders 

unlocking budget support that was suspended 
three years ago over graft allegations. 

The IMF said on Wednesday Malwai’s economy 

was on the right track after the fund completed 
its ninth and final review of the country's 
economic performance under a program 
supported by an extended credit facility (ECF), 
allowing the global lender to make the loan. 
"This is a very positive development because it 

signals that we are on the right track with our 
economic agenda and will help push for the 
much needed return of budget support," Finance 
Minister Goodall Gondwe told Reuters on 
Thursday. 
The loan brings total disbursements under the 

ECF arrangement, signed in 2012, to about 
$191.4 million. 

"Strengthening public financial management, 
including through strong commitment controls, 
routine bank reconciliations, and regular fiscal 
reporting, remains critical to preventing the 
misappropriation of public funds and rebuilding 

trust and confidence in the budget process," the 
IMF said in a statement. 
Foreign aid has historically accounted for about 
40 percent of the national budget. 
Western donors led by former colonial ruler 
Britain froze budget support over a corruption 
scandal in which public servants siphoned 

millions of dollars from the public purse. 
The World Bank resumed its budget aid to 
Malawi last month. 

 
(Reporting by Mabvuto Banda; Editing by Olivia 
Kumwenda-Mtambo, Larry King) 
(( Olivia.Kumwenda@thomsonreuters.com ; +27 11 
775 3159; Reuters Messaging: 
olivia.kumwenda.thomsonreuters.com@reuters.net )) 
 
 

Morocco 

Morocco pushes back planned local 

sukuk issue to September  

21-Jun-2017  
RABAT, June 21 (Reuters) - Morocco has 

pushed back its planned local sukuk issue to 
September so it can be in coordination with 
other Islamic finance measures, Finance 
Minister Mohammed Boussaid told Reuters on 
Wednesday. 

Boussaid did not comment further on the 
amount of the sukuk. Islamic banks and insurers 

are setting up in the North African kingdom after 
it adopted legislation allowing them into the 
domestic market. 
 
(Reporting by Samia Errazzouki; writing by Patrick 
Markey) 
(( pat.markey@thomsonreuters.com ; +213-661-
692993; Reuters Messaging: 
pat.markey.thomsonreuters.com@reuters.net )) 
 

http://www.fitchratings.com/
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Namibia 

Fitch Affirms Namibia at 'BBB-'; 

Outlook Negative  

19-Jun-2017  
HONG KONG, June 19 (Fitch) Fitch Ratings has 

affirmed Namibia's Long-Term Foreign- and 
Local-Currency Issuer Default Ratings (IDRs) 

at 'BBB-' with a Negative Outlook. The issue 
ratings on Namibia's senior unsecured foreign- 
and local-currency bonds have also been 

affirmed at 'BBB-'. The Country Ceiling has been 
affirmed at 'BBB' and the Short-Term Foreign- 
and Local-Currency IDRs have been affirmed at 
'F3'. 

Fitch has also affirmed Namibia's National Long-
Term Rating on the South African scale at 
'AAA(zaf)' with a Negative Outlook. The issue 

ratings on Namibia's bonds with a National 
rating have been affirmed at 'AAA(zaf)'. 
KEY RATING DRIVERS 
The 'BBB-' rating reflects Namibia's strong 
growth potential and record of political stability, 
balanced by high fiscal and external deficits. The 
Negative Outlook reflects uncertainties about the 

growth outlook and the ability of the 
government to reverse the rise in debt. 
The Namibian authorities have committed to a 
significant front-loaded adjustment that will 
likely narrow the fiscal deficit in the coming 
two years. Fitch forecasts the gross general 
government deficit to narrow to 4.2% of GDP 
in FY17 and 3.1% in FY18, against the 

government targets of 3.6% and 2.5%. High 

public expenditure growth coupled with 
underperforming revenues from Namibia's 
Southern African Customs Union (SACU) 
proceeds and from the domestic mining sector, 
pushed the deficit to 8.5% of GDP in FY15 
(ending March 2016). The deficit fell to 6.3% of 
GDP according to official estimates in FY16, 

much higher than the initial budget target of 
4.3%, but a substantial achievement against the 
backdrop of stagnant GDP growth. 

According to the 2017/18 Budget Statement, 
fiscal consolidation this year will be achieved 
primarily through expenditure cuts across goods 

and services and capital spending. Fitch 
forecasts general government expenditures to 
fall by to 2% of GDP. The government's fiscal 
tightening will be aided by an expected one-off 
increase in SACU revenues in FY17. 
Namibia's large deficits in recent years have 
substantially increased the public debt 
burden, to 42% at end-2016 from 26% at 

end-FY12, against a 'BBB' median of 41% of 
GDP. Fitch believes that debt levels have likely 
plateaued. 

In 2016, the Namibian economy experienced 

consecutive quarters of negative growth for the 
first time since 2009 and, at 0.2% for the full 
year only narrowly avoided a contraction. Fitch 
forecasts a recovery in growth in 2017, to 2.0%, 

notwithstanding slow growth in neighbouring 
South Africa. Over the medium term, we expect 

growth to return to around 5% or higher, similar 

to the 2010-2015 levels. The recovery will be 

supported by an end to drought conditions and 
associated increase in agricultural output, as 
well as an expected increase in uranium and 
gold mining. However, tight fiscal policy and low 
global commodity prices have put downward 
pressure on growth and will continue to present 

downside risks. 
CPI inflation peaked at 8.2% in January 2017, as 
two years of drought conditions contributed to 
rising food prices. With food and fuel inflation 
declining, Fitch forecasts inflation to drop to 6% 
by end-2017. We expect the Bank of Namibia to 

hold the policy rate at its current level through 
the year to support the currency peg to the 
South African rand. 
Better performance in the mining sector will 
narrow the current account deficit to 8.3% of 
GDP, from 10.5% in 2016, but the external 
deficit remains a weakness to the sovereign 

ratings. By comparison, the 'BBB' current 
account median is a deficit of 1.8% of GDP. 

Namibia's current account deficit has steadily 
increased since first going into deficit in 2008, 
eroding Namibia's external creditor position. 
Fitch forecasts Namibia to become a net 
external debtor by end-2017. External 
vulnerability is somewhat mitigated by the 
structure of external debt; much of the debt is 
intercompany, with parent companies funding 

Namibian mining operations. At just above 

three months of current external payments, 
foreign reserves are low compared with the 
'BBB' median of six months. 
Slowing private sector credit growth signals that 
the Namibian banking sector is adjusting after 
rapidly increasing housing prices fuelled an 

expansion in credit. The central bank imposed 
measures aimed at reducing risks from 
mortgages and other retail lending, including a 
maximum loan/value ratio of 80% on second 
homes and a 90% loan/value ratio on auto 
loans. Non-performing loans stood at 1.6% of 
total loans as of end-2016. Namibian banks are 

generally well-capitalised and have a return on 
equity of around 20%. 

Namibia's ratings are supported by a track 
record of political stability and governance 
indicators that are slightly higher than peers. 
Government plans to implement the New 
Equitable Economic Empowerment Framework, 

which would seek to increase the economic 
participation and ownership levels of racially 
disadvantaged persons, represent a modest risk 
to Namibia's business and investment climate. 
The draft law has been published for 
consultation, but uncertainties remain about 

what will ultimately be approved as legislation. 
Fitch analysis assumes policies to address 
inequality will be formulated in a way that avoids 

deterring foreign investors on a large scale. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Namibia a score 

equivalent to a rating of 'BB+' on the Long-Term 
FC IDR scale. 
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Fitch's sovereign rating committee adjusted the 

output from the SRM to arrive at the final LT FC 

IDR by applying its QO, relative to rated peers, 
as follows: 
Macro: +1 notch, to reflect the medium-term 
growth potential and credible macroeconomic 
policies, including substantial fiscal tightening 
despite much lower than expected growth. 

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

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

not fully reflected in the SRM. 
RATING SENSITIVITIES 
Future developments that could result in a 
downgrade include: 
•A failure to narrow the fiscal deficit 

sufficient to put the government debt/GDP 
ratio on a downward trajectory. 

•Failure to narrow the current account deficit or 
significant drawdown in international reserves. 
•Weaker than expected economic growth, for 
example, due to a worsening of the business 
environment. 
Future developments that could result in the 

Outlook being revised to Stable include: 
•A narrowing of the budget deficit consistent 

with a downward trajectory of the government 
debt/GDP ratio. 
-A marked improvement in the current account 
balance and increase in foreign exchange 
reserves. 

KEY ASSUMPTIONS 
Global assumptions are consistent with Fitch's 
'Global Economic Outlook,' including a subdued 
outlook for commodity prices. 
 
Media Relations: Wai-Lun Wan, Hong Kong, Tel: +852 
2263 9935, Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

South Africa 

S&P warns South Africa over meddling 

with central bank independence  

20-Jun-2017  
•S&P warns of downgrade if South Africa 
central bank independence eroded 

By Marc Jones 
LONDON, June 20 (Reuters) - Credit rating firm 

S&P Global warned South Africa on Tuesday 
that its rating could be cut deeper into junk 
territory if the government meddles with the 

"critical" independence of the country's 
central bank. 

A row over the South African Reserve Bank has 
escalated this week after the head of the 
country's constitutionally-mandated anti-graft 
watchdog called for the bank to focus on growth 

more than maintaining currency and price 

stability. 

"We would consider it critical that the 
operational independence of the reserve bank 
remains untouched lest we would see weakening 
policy flexibility in monetary affairs," S&P's top 
sovereign analyst, Moritz Kraemer, told the 
Reuters Global Markets Forum chatroom. 

"Depending on the severity of the changes (to 
the central bank's independence), a rating action 
could indeed be one consequence." 
S&P stripped South Africa of its coveted 
investment grade rating back in April after the 
sacking of internationally respected finance 

minister Pravin Gordhan. 
It currently has a BB+ rating with a negative 
outlook on its foreign currency debt, although it 

does still have an investment grade BBB- on its 
domestic currency debt, which may have 
prevented a larger scale sell-off of its bonds. 
New Finance Minister Malusi Gigaba has said the 

country is committed to the fiscal consolidation 
plans laid out in his predecessor Gordhan's 2017 
budget. 
The government's debt is currently just below 50 
percent of gross domestic product, at around 2.2 
trillion rand ($168.40 billion) while the cost of 
servicing that debt has been one of the fastest 

growing budget expenditures in recent years. 
S&P has also warned that jostling for leadership 
positions ahead of the ruling African National 
Congress party's conference at the end of the 

year, was likely to distract the government from 
implementing economic reforms. 

Unemployment is at a 14-year high, key sectors 
of the economy are struggling as the country 
reels in recession. Rival rating firm Fitch also 
warned this week that new rules on mine 
ownership introduced last week could deter 
investment. 
"We consider the reserve bank as the pillar of 

institutional strength which supports the South 
Africa sovereign rating at its current level," 
Kraemer said on Tuesday. 
"Any weakening of the status and independence 
would in our view risk weakening the monetary 

flexibility which remains a key rating strength." 
 
($1 = 13.0640 rand) 
(Reporting by Marc Jones; editing by Karin 
Strohecker/Jeremy Gaunt) 
(( marc.jones@thomsonreuters.com ; +44)(0)( 207 
542 9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs) ) 
 

EMERGING MARKET 

 

Emerging markets debt trading rises to 

$1.3 trillion in Q1  

20-Jun-2017  

By Dion Rabouin 
NEW YORK, June 20 (Reuters) - Trading volume 

for emerging market debt rose to $1.323 

http://www.fitchratings.com/
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trillion in the first quarter of 2017, up 17 
percent from its fourth quarter 2016 levels 

and 2 percent higher than levels during the 
first three months of last year, a survey of 
investment and commercial banks in 
emerging market countries found. 

The survey results from EMTA, the emerging 
markets debt trading and investment industry 
trade association, were released Tuesday. 
The trade group said earlier this year that debt 

trading volume rose 9 percent in 2016 to $5.167 
trillion.  
"The total volume numbers up for the quarter, 
and also on a year-on-year basis, confirm both 
current client interest, as well as total EM inflows 
that the market has been receiving,” Gunter 
Heiland, partner at Gramercy Funds 

Management said in a release. 
Local market trading rose to $722 billion in 
the first quarter from its fourth quarter 2016 
levels, which accounted for 55 percent of total 
reported volume, EMTA said. However, it was 
a 12 percent decrease from the first quarter of 
last year. 

Debt instruments from Brazil were the most 
heavily traded followed by Mexico and China. 

Brazilian debt trading increased by 51 percent in 
the first quarter compared with the same time 
period a year ago. 
EMTA recently reported $404 billion in emerging 
markets CDS volume during the first quarter of 
this year. That was an increase of 11 percent 

over the $363 billion in CDS volume reported in 

the first quarter of 2016 and a 32 percent jump 
compared to the fourth quarter's $306 billion of 
volume. 
EMTA surveys 45 leading investment and 
commercial banks in 90 emerging market 
countries. 
 
(Reporting by Dion Rabouin; editing by Diane Craft) 
(( Dion.Rabouin@thomsonreuters.com ; +1 646 223 
5946; Reuters Messaging: 
dion.rabouin.reuters.com@reuters.net )) 
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