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ASIA 
 

 

Bahrein 
 

Cost of insuring Bahrain's debt jumps 

as deficit jitters increase  

23-May-2018  

 Bahrain CDS near multi-year highs 

 Some investors fear it may lose access to 

international markets 

 Government, oil sector arm have difficulty 

selling bonds 

 Still no word on aid from wealthy 

neighbours 

 Central bank's foreign assets fall 

By Andrew Torchia 
DUBAI, May 23 (Reuters) - The cost of insuring 

Bahrain's sovereign debt against default has 
jumped to near multi-year highs this week 
because of concern the country will lose 
access to international capital markets, 
bankers and debt traders said on Wednesday. 

Bahrain credit default swaps soared to a 19-
month high of 380 basis points on Tuesday from 

283 bps at the end of April. On Wednesday, CDS 
pulled back slightly to 367 bps, implying a 23 

percent chance of default in the next five years. 
Their previous peak of 405 bps was reached in 
February 2016, when oil prices below $35 a 

barrel threatened Gulf economies. Oil is now 
around $80, but that is not easing worries about 
Bahrain. 
Fund managers said CDS were driven partly 
by a global sell-off of emerging-market debt. 
But in Bahrain's case, the selling has been 

magnified by weakness in the government's 
finances.  

The International Monetary Fund estimates its 
budget deficit at 11.6 percent of gross domestic 
product this year and predicts its debt will 
exceed 100 percent of GDP in 2019. 
Ehsan Khoman, head of regional research at 
Japan's MUFG, attributed the CDS leap to factors 

including a downgrade of Bahrain by Fitch 

Ratings in March to BB-minus, three notches 
into junk territory. 
"Precipitously declining foreign reserves, large 
fiscal imbalances, a double-notch sovereign 
rating downgrade by Fitch, on top of their being 

no coherent strategy for setting the country on a 
more sustainable path, have all given impetus to 
rising risks in Bahrain." 
Investors worry that Bahrain will no longer be 
able to finance its debt at affordable rates in 
international markets, said a Dubai portfolio 
manager. 

"They seem to have lost access to markets." 
In March, the government paid a big premium to 

sell $1 billion of Islamic bonds abroad, causing 
yields on its existing debt to spike. It scrapped 
plans for an issue of conventional bonds because 
investors demanded high yields. 
Then Nogaholding, an arm of Bahrain’s National 

Oil and Gas Authority, held investor meetings 
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early this month before an expected issue of 

$500 million of seven-year bonds. That issue has 

not gone ahead, apparently because it was 
disrupted by the emerging-market sell-off. 
Zeina Rizk, director of fixed income asset 
management at Dubai's Arqaam Capital, said 
Bahrain could count on financial aid if needed 
from Saudi Arabia, a diplomatic ally. 

"We think the sell-off is overdone. 
Fundamentally, nothing has changed for 
Bahrain." 
Manama has been discussing additional aid from 
Saudi Arabia and other rich Gulf Cooperation 
Council states for over a year, according to Gulf 

bankers and official sources. The government 
has declined to comment. 
Khoman agreed that ultimately, GCC neighbours 

were likely to support Bahrain because of its 
importance in countering Iranian influence in the 
region and its small size meant support would 
not be expensive. 

"However, the support track record so far, and 
the silence on the matter coming from Saudi and 
the rest of the GCC, does leave some room for 
doubt regarding the likelihood and/or nature of 
future, infinite support." 
The central bank's net foreign assets hit a 
seven-month low of 533.2 million dinars 
($1.41 billion) in March, about 31 days' worth 

of imports; some analysts think a safe level of 
reserves for emerging economies is 90 days. 
Foreign liabilities exceed assets for Bahrain's 

retail banks by 916.9 million dinars. 
Last August, the IMF urged the central bank to 
stop lending to the government. Such lending is 
considered unsound by many economists 
because it can fuel inflation and undermine the 

currency. 
Central bank claims on the government fell 
sharply in September but have since resumed 
rising and hit 1.56 billion dinars in March, 
suggesting the lending may have resumed. 
 
(Additional reporting by Davide Barbuscia, editing by 
Larry King) 
(( andrew.torchia@thomsonreuters.com ; +9715 6681 
7277; Reuters Messaging: 
andrew.torchia.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018.  
 
 
 

 

Bahrain government seeks deal with 

parliament on new subsidy system  

24-May-2018  
By Aziz El Yaakoubi 
DUBAI, May 24 (Reuters) - Bahrain's cash-

strapped government is in talks with 
parliament on a new subsidy system that 
would redirect some of the financial aid the 
government provides to its citizens, officials 
said.  

It is not yet clear whether the new system would 
reduce the state's overall subsidy burden, they 
said. 
Bahrain, much poorer than most of its Gulf 

neighbours, runs a big state budget deficit which 

the International Monetary Fund estimates at 

11.6 percent of gross domestic product this 
year, and is rated "junk" by major credit rating 
agencies. 
The IMF has warned it to take urgent action to 
cut the deficit, but opposition to austerity is 
strong. In January, officials said they would 
not impose fresh austerity steps until 

parliament agreed on a new system to 
compensate citizens for a higher cost of living. 

Under the proposal being discussed, the 
government would include meat subsidies and a 
cost of living allowance in a single package and 
increase the size of that package for both 
working and retired Bahrainis. 
The system would provide 150 dinars ($398) for 

Bahrainis earning less than 400 dinars a month, 
100 dinars for those earning up to 750, and 75 
dinars for those earning up to 1,000, the officials 
said.  
Officials said the new system would be simpler 
than the old, by consolidating several payments, 
and direct a bigger proportion of subsidies to the 

poorest citizens.  
Some lawmakers are pushing for an additional 
allowance of 50 dinars for citizens earning 
between 1,001 and 1,500 dinars.  
The officials declined to be named because they 
were not authorised to speak to media.  

A government spokesperson said that King 
Hamad underscored the importance of reaching 

a consensus, and various proposals are being 
studied and will be submitted to a joint 
committee between government and parliament.  
"The government is keen to ensure the 
efficiency, continuity and sustainability of the 

support reorientation system and to absorb the 
number of beneficiaries in the coming years," 
the spokesperson said. 
Jamal Fakhro, head of the technical commission 
in the Shura Council, parliament's upper house, 
declined to comment on the new system and 
said talks were still under way. "We think we will 

have an agreement in two weeks or so," he said.  
An agreement between the government and 
parliament could clear the way for fiscal 
reforms, including further cuts to gasoline 
subsidies and the introduction of a 5 percent 
value-added tax. 
Bahrain originally planned to impose VAT at 
the start of 2018 under an agreement with 
neighbouring countries, but it did not go 

ahead with the plan. The finance minister said 

in February that authorities aimed to complete 
preparations for the tax by the end of this year. 
According to the original state budget plan, 
general subsidies will total 644 million dinars 
this year, plus 25 million dinars of energy 
subsidies. The government expects to run a 

deficit of 1.32 billion dinars, equivalent to over a 
third of state spending. 

Most of the Shi'ite opposition groups which have 
led unrest in Bahrain in recent years are not 
represented in parliament as they boycotted 
2014 elections in protest against what they call 
an unfair electoral system.  
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Earlier this month, parliament approved a bill 

barring members of that opposition from running 

in elections, the latest step in a crackdown 
against dissent ahead of parliamentary polls this 
year.  
(Editing by Andrew Torchia, Andrew Roche, William 
Maclean) 
(( aziz.elyaakoubi@thomsonreuters.com ; 
+971552994086) (;)) 
(c) Copyright Thomson Reuters 2018.  
 
 
 
 

China 
 

China treasury bond futures close 

higher Friday  

25-May-2018  
BEIJING, May 25 (Xinhua) -- China's treasury 

bond futures closed higher on Friday, with the 
contract for June 2018 closing 0.21 percent 
higher at 97.7 yuan (about 15.32 U.S. 
dollars). 

The contract for settlement in September 2018 
closed 0.25 percent higher at 97.9 yuan. The 
contract for settlement in December 2018 closed 

0.28 percent higher at 97.9 yuan. 
The contracts are agreements to buy or sell 
treasury bonds at a predetermined price on a set 

date. They allow investors to bet on and profit 
from the movements in the value of the bonds. 
The treasury bond futures were launched at the 

Shanghai-based China Financial Futures 
Exchange and started trading on Sept. 6, 2013.  
 
Enditem 
Copyright (c) 2018 Xinhua News Agency 
 
 
 

India 
 

Why India must issue dollar and euro 

bonds  

24-May-2018  
New Delhi, May 24 -- If you are a foreign 

investor investing in rupee-denominated 

government bonds, you are primarily worried 
about two things. Will the government pay 
back in full and what will the value then be of 
the rupees converted to your base currency? 
That is, you are worried about intention and 
exchange rates. What you are not worried about 
is capability-the government can always create 
new rupees. Similarly, if you are investing in 
Indian sovereign debt denominated in the dollar, 

the credit risk remains, but the currency risk 

goes away if the dollar is your base currency. In 
theory, the capability risk is also there, but 
practically speaking, the Indian government can 
almost always print rupees and buy dollars. 
Separating the credit and currency risks 

explicitly can lead to an overall lower risk 

premium. 

As it so happens, the Indian government does 
not have any outstanding foreign currency-
denominated direct debt. Also, the Indian 
government has never defaulted on any of its 
debt. Moreover, we have never remotely come 
close to hyperinflation. The combination of these 

facts means that we are missing a serious trick 
here. Consider a few more facts. Indian 10-year 
sovereign rupee yields are almost at 8%. 
Compare that not with Germany (0.5% in 
euros), or Spain (1.5%), but with the latest 
crisis country in the European Union-Italy (less 

than 2.5%). The ratings are very similar -India 
has a higher Moody's rating than Italy (Baa2 vs 
Baa2-) but Italy has a higher S&P rating (BBB vs 

BBB-). It is another matter that even these 
ratings are biased. If something goes wrong, 
Italy cannot print euros but India can print 
rupees. 

What the market is saying is that if you hold 
both Indian and Italian gilts for 10 years, and if 
both come good, and if the rupee depreciates by 
at least 5.5% (7.9-2.4%) annually against the 
euro, only then does choosing Italian bonds 
make sense. That is, expect the rupee to be at 
almost 140 against the euro in 2028 if these 

prices are "fair". But even if euro area's inflation 
becomes more Japanese than American and 
undershoots 2% (by "achieving" 1%) and even if 
India overshoots its target of 4% (reaches 5% 

despite inflation targeting and a string of 
hawkish central bankers), that still adds to a 

difference of only 400 basis points (bps). 
Yet, even if the difference in inflation is 
somehow an annualized 550 bps going forward, 
India, as the fastest growing major economy in 
the world now, is almost certain to see real 
effective exchange rate appreciation (as per the 
Balassa-Samuelson effect). Indeed, the Bank 

for International Settlements data shows that 
the Chinese real effective exchange rate 
appreciated by 90% since January 1994 and 
India's by just 5% (Indian per-capita growth, 
a rough proxy for productivity in tradable 
goods and services, was much slower 

compared to China during this period). And it 
is important to remember that the purchasing 
power parity to market exchange ratio for gross 

domestic product in India is almost two times 
that in China. This should put to rest the lazy 
regurgitation of many that India's currency is 
"fundamentally over-valued". 
Or, maybe it is not the currency risk but the 
credit one. This is exactly where having an 
Indian euro-denominated government bond 

would help. Investors can then forget about the 
currency and just think if giving money to Italy-
or even Spain-at a lower yield compared to India 
makes any sense. The Chinese, last year, issued 

US dollar-denominated bonds at incredibly thin 
spreads: just 15 bps for five years, and 25 bps 
for 10 years. While the bonds marginally sold off 

later, they were nonetheless massively 
oversubscribed and the spreads achieved were 
better than many higher-rated countries. Even if 

mailto:Publicdebtnet.dt@tesoro.it
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the Indian 10-year US dollar bonds have a 

spread of 95bps (much worse than the Chinese) 

over treasuries, we would be able to raise at 
4%. This leaves a differential of almost 4% with 
rupee gilts. 
Issuing Indian gilts in dollars makes sense as 
the US has the world's deepest bond markets, 
and issuing in euros also makes sense as it 
allows a more "like-to-like" comparisons with 

different euro member states. Yen bonds 
would also be interesting. A clear roadmap of 
issuances should be announced so that foreign 
institutional investors (FIIs) are assured they 
are not left with illiquid paper. 
India will then have sovereign yield curves in the 
world's reserve currencies, which should help 

our companies and infrastructure investment 

trusts raise money for less. That along with the 
proposed inflation-adjusted bonds should lead to 
a more "complete" bonds-currencies-derivatives 
market, something we have been sorely missing 
even as we had world-class equities trading 
markets. It is true that "synthetic" dollar-

denominated Indian gilts can be created through 
derivatives. However, the market microstructure 
is not conducive for liquid, friction-free trading 
and there are regulatory and tax barriers. 
Finally, the aim here is not to raise capital for 
the government but to have a benchmark for 
FIIs, so that they can make a more rational 

lending decision for other Indian entities. 
In the end, it all boils down to trust. The Indian 

state has earned this trust over seven decades; 
it is now time to use it for our massive 
developmental needs. Even as the West sees an 
about 35-year-old bond bull market coming to 

an end, India could see a similar long cycle (the 
last extended Indian gilt bull run was during the 
Atal Bihari Vajpayee government). One small 
step in that journey is to break out of the mental 
cage of rupee-only government bonds.  
 
Published by HT Digital Content Services with 
permission from MINT. For any query with respect to 
this article or any other content requirement, please 
contact Editor at content.services@htlive.com 
Copyright (c) 2018 HT Digital streams Ltd 
 
 
 
 

Indonesia 
 

Indonesia sells 100 billion yen in 

samurai bonds  

24-May-2018  
JAKARTA, May 24 (Reuters) - Indonesia raised 

100 billion yen ($911.66 million) in samurai 
bonds sales, the finance ministry said in a 
statement on Thursday, which carried a 
slightly higher pricing than last year's 
issuance.  

The government sold the yen-denominated 

bonds in four series and most of the sales were 
allocated to the 3-year and 5-year tenors, which 

have coupon rates of 0.67 percent and 0.92 

percent respectively. 

The finance ministry's budget financing and risk 
management office said in the statement that 
the sale was "successful" and the government 
received a positive response from investors 
despite global market volatility. 
($1 = 109.6900 yen) 
 
(Reporting by Fransiska Nangoy; Editing by Sunil Nair) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

 

Indonesia sells 15 trillion rupiah bonds 

in auction  

22-May-2018  
JAKARTA, May 22 (Reuters) - Indonesia sold 15 

trillion rupiah ($1.06 billion) in bonds on 
Tuesday, the auction's maximum target, the 
financing and risk management office at the 
Finance Ministry said in a statement. 

The government did not accept any bids at the 

previous auction on May 8, saying investors 
were asking for "out of ordinary" yields due to 
market volatility. The government on Tuesday 
sold T-bills maturing in August with a weighted 
average yield of 5.20 percent, and those 
maturing in February 2019 with 5.86 percent. 

The weighted average yields of the bonds sold 
on Tuesday were largely in line with yields of 
comparable bonds on the same trading day. 
($1 = 14,135.0000 rupiah) 
 
(Reporting by Fransiska Nangoy, Editing by Sherry 
Jacob-Phillips) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 
 

Jordan 
 

Jordanian cabinet approves new IMF-

guided tax law to boost finances 

21-May-2018  

 Reforms aim to double income tax base - 
IMF and government 

 Government says extra revenues needed 

to cover deficit 

 Draft law proposes tough penalties to 

tackle evasion  
By Suleiman Al-Khalidi 

AMMAN, May 21 (Reuters) - Jordan's cabinet on 
Monday approved major IMF-guided proposals 
that aim to double the income tax base, as a 
key part of reforms to boost the finances of a 
debt-burdened economy hit by regional 
conflict. 

"When only 4 percent of Jordanians pay 

mailto:Publicdebtnet.dt@tesoro.it
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(personal) income tax, this may not be the right 

thing," Finance Minister Omar Malhas said in 

remarks after the cabinet meeting, adding the 
goal was to push that to eight percent. The draft 
legislation was submitted to parliament.  
The IMF's three-year Extended Fund Facility 
programme aims to generate more state 
revenue to gradually bring down public debt 
to 77 percent of GDP in 2021, from a record 

95 percent. 

A few months ago Jordan raised levies on 
hundreds of food and consumer items by 
unifying general sales tax (GST) to 16 percent - 
removing exemptions on many basic goods. 
In January subsidies on bread were ended, 
doubling some prices in a country with rising 
unemployment and poverty among its eight 

million people.  
The income tax move and the GST reforms will 
bring an estimated 840 million dinars ($1.2 
billion) in extra annual tax revenue that will help 
reduce chronic budget shortfalls normally 
covered by foreign aid, officials say. 

Corporate income tax on banks, financial 
institutions and insurance companies will be 
pushed to 40 percent from 30 percent. Taxes on 
Jordan's phosphate and potash mining industry 
will be raised to 30 percent from 24. 
The government argues the reforms will reduce 
social disparities by progressively taxing high 

earners while leaving low-paid public sector 
employees largely untouched. 

"This is a fair tax law not an unfair one," said 
Malhas, who shrugged off criticism the law is 
lenient on many businesses connected to 
politicians whose transactions are not subject to 
tax scrutiny. 

Husam Abu Ali, the head of the Income and 
Sales Tax Department, said a proposed IMF-
recommended Financial Crime Investigations 
Unit will stiffen penalties for tax evaders. Critics 
say it will not tackle pervasive corruption in 
state institutions. 

Abu Ali said the government could be losing 
hundreds of millions of dollars through tax 
evasion, which is as high as 80 percent in some 
companies. 

The amendments lower the income tax threshold 
and raise tax rates. Unions said the government 
was caving in to IMF demands and squeezing 

more from the same taxpayers. 
"It is penalising a group that has long paid what 
it owes the state," the unions syndicate said in a 
statement. 
"It imposes injustice on employees whose 
salaries have barely coped with price hikes rising 
madly in recent years."  
 
(Reporting by Suleiman Al-Khalidi; editing by Andrew 
Roche) 
(( suleiman.al-khalidi@thomsonreuters.com ; +962 79 
5521407; Reuters Messaging: suleiman.al-
khalidi.reuters.com@thomsonreuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 

 

Pakistan 
 

Pakistan hires UAE banks to raise $200 

million loan  

23-May-2018   
By Davide Barbuscia and Drazen Jorgic 

DUBAI, May 23 (Reuters) - The government of 

Pakistan is raising a $200 million syndicated 
loan with three United Arab Emirates (UAE) 
banks, banking sources familiar with the 
matter said, as Islamabad clings to external 
funding to stave off the pressure of balance 
payments. 

The loan, with a one-year maturity, is being 

arranged by Commercial Bank of Dubai, 

Emirates NBD, and Noor Bank, said the sources. 
Pakistan needs to raise funds to offset a drop in 
international reserves and to fill a fiscal deficit 
which the International Monetary Fund estimates 
at 5.5 percent of gross domestic product this 
year. 

Pakistan’s Finance Minister Miftah Ismail 
confirmed Pakistan was borrowing $200 million 
and said it would help the country's debt 
repayments. 
"We are raising this money to boost our 
reserves," he told Reuters. "As we pay out 
money to different institutions, we need to 

rebuild our reserves." 

Ismail added that the loan may rise to $350 
million in coming weeks, and that Pakistan 
would retire an equivalent amount in local-
currency borrowing. 
"This will change our debt profile but it will not 
increase our overall debt," he added. 

The three UAE banks are now syndicating the 
debt facility to other lenders, said the sources. 
Pakistan’s economic growth has surged to above 
5 percent, but many analysts expect the country 
to seek a new IMF bailout this year because of a 
ballooning current account deficit and a 

significant decline in foreign currency reserves. 
Pakistan raised a $2.5 billion bond late last year 

through a $1 billion sukuk and a $1.5 billion 
conventional bond.  
The country has been very active in the loan 
market recently, as balance of payment pressure 
mount. It raised a $700 million 10-year loan late 

last year with a partial guarantee from the 
International Bank for Reconstruction and 
Development, a unit of the World Bank. 
It was once again in the market earlier this year 
for a $450 million one-year loan led by Credit 
Suisse and Industrial and Commercial Bank of 
China. 

 
(Reporting by Davide Barbuscia in Dubai and Drazen 
Jorgic in Islamabad 
Editing by Peter Graff) 
(( Davide.Barbuscia@thomsonreuters.com ; 
+971522604297; Reuters Messaging: 
davide.barbuscia.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
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Philippines 
 

Philippines to launch minimum $571 

mln retail bond on May 30  

25-May-2018  
MANILA, May 25 (Reuters) - The Philippines' 

Bureau of the Treasury said on Friday it would 
begin an offer of 2021 retail treasury bonds 
on May 30. 

The launch of a minimum 30 billion pesos 
($570.6 million) worth of 3-year retail bonds 

would come two days before the central bank's 1 

percentage point cut in the reserve requirement 
ratio (RRR) comes into effect. 
The retail bonds will be sold to the public and 
state-run firms from May 30 to June 8, the 
Bureau of the Treasury said in a notice on its 
website. Pricing will be set at an auction on May 

30 and issuance is on June 13. 
On Thursday, the Bangko Sentral ng Pilipinas 
announced a second cut in banks' reserve 
requirement in three months that would bring 
the RRR level - still one of the highest in Asia - 
to 18 percent.  

The 1 percentage point RRR cut is expected to 
add around 100 billion pesos to the financial 
system after it takes effect on June 1. 

The retail bond offering could help siphon off 
additional liquidity, which analysts have said, 
could add more pressure on the peso which hit a 
fresh 12-year low on Friday.  
The government last issued a retail treasury 
bond in November, raising 255.4 billion pesos 
from the five-year debt.  

Proceeds from the new retail treasury bond will 
help raise funds for the government's aggressive 
spending to build and modernise roads, bridges, 
railways, seaports and airports under its flagship 
$180 billion "Build, Build, Build" programme. 
In view of the retail bond offering, the Bureau of 

the Treasury has cancelled the May 29 auction 
for its 20-year T-bonds. 

($1 = 52.5790 Philippine pesos) 
 
(Reporting by Enrico dela Cruz 
Editing by Jacqueline Wong) 
(( enrico.delacruz@tr.com ; +632 841-8934; Reuters 
Messaging: 
enrico.delacruz.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 
 

Saudi Arabia 
 

IMF urges Saudi not to boost spending 

as oil rises as reforms progress  

23-May-2018  

Adds comments on fiscal policy, state 

investment, context 

DUBAI, May 23 (Reuters) - Saudi Arabia's 

economic reforms are going well, the 
International Monetary Fund said after annual 
consultations with authorities, urging the 
government not to boost spending in line with 
climbing oil prices. 

"Saudi Arabia is making good progress in 
implementing its ambitious reform program 
under Vision 2030," Tim Callen, head of an IMF 

team which held talks with Saudi officials over 
12 days this month, said in a statement late on 
Tuesday. 
He predicted economic growth would start 
picking up this year, after gross domestic 
product shrank last year for the first time since 
2009. 

"The government remains committed to wide-
ranging economic and social reforms to 
transform the economy away from its traditional 
reliance on oil and to create a more dynamic 
private sector that creates jobs for the growing 
working-age population." 
As recently as last year, the IMF warned 
Riyadh not to slash its budget deficit too 
rapidly for fear of damaging the economy. 
This helped to convince authorities at the end 
of last year to push back the date for 
balancing the budget to 2023 from 2020. 

On Tuesday, however, Callen struck a very 
different note, saying authorities should "resist 
the temptation to re-expand government 

spending in line with higher oil prices". 
Brent crude has surged to multi-year highs 
around $80 a barrel from below $65 in mid-
February, potentially giving Riyadh much greater 
export revenues than it had expected. 
"Targeting a balanced budget in 2023 is 
appropriate. The government should now focus 

on delivering on this objective. Limiting the 
growth of government spending will be 
necessary to achieve the fiscal targets," Callen 
said. 
In an attempt to compensate for slumping 
private sector investment, the government plans 
to use state money to jump-start strategic non-

oil industries, such as shipbuilding and tourism, 

through vehicles such as the Public Investment 
Fund. 
Callen warned this strategy was not a long-term 
substitute for private sector growth. 
"While the public sector can be a catalyst for the 
development of some new sectors, it is 

important that it does not crowd out private 
sector involvement, nor remain a long-term 
player in markets where private enterprises can 
thrive on their own," he said. 
 
(Reporting by Andrew Torchia; Editing by Himani 
Sarkar and Louise Heavens) 
(( andrew.torchia@thomsonreuters.com ; +9715 6681 
7277; Reuters Messaging: 
andrew.torchia.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

mailto:Publicdebtnet.dt@tesoro.it
mailto:enrico.delacruz@tr.com
rm://enrico.delacruz.thomsonreuters.com@reuters.net/
mailto:andrew.torchia@thomsonreuters.com
rm://andrew.torchia.thomsonreuters.com@reuters.net/


 

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 

  8 

 

South Korea 
 
S.Korea to sell 7.5 trillion won T-bonds 

in June 
24-May-2018  
SEOUL, May 24 (Reuters) - South Korea plans 

to sell treasury bonds worth 7.5 trillion 
Korean won ($6.96 billion) through auctions 
in June, down from 7.9 trillion won planned 
for May, the finance ministry said on 
Thursday. 

The Ministry of Strategy and Finance added that 
it would buy back 2 trillion won worth of 

treasury bonds ahead of maturity in June. It will 
also exchange 200 billion won worth of existing 

paper with new debt.  
Following are details of the sales, released by 
the ministry: 
Details on 50-year treasury bond auction to be 

released on June 19 
($1 = 1,077.1500 won) 
 
(Reporting by Dahee Kim, Editing by Sherry Jacob-
Phillips) 
(( Dahee.Kim@thomsonreuters.com ; +82 2 3704 
5643; Reuters Messaging: 
dahee.kim@thomsonreuters.com )) 
(c) Copyright Thomson Reuters 2018 
 
 

Bank of Korea holds rates as inflation 

trails target, trade fears remain  

24-May-2018  
 Base rate kept at 1.50 percent (Reuters 

poll 1.50 pct) 

 Analysts see a dissenter at Thursday's 
BOK meeting 

By Cynthia Kim and Christine Kim 
SEOUL, May 24 (Reuters) - The Bank of Korea 

held interest rates steady for a sixth straight 
month on Thursday, with inflation seen 
remaining below target and trade frictions 
between the United States and China raising 
fears of collateral damage to other export-
reliant Asian economies.  

The Bank of Korea's monetary policy committee 

held its base rate steady at 1.5 percent, in line 
with forecasts from 13 analysts surveyed in a 
Reuters poll.  
Market players took Thursday's decision in 
stride. The Korean won was up 0.1 percent as of 
0105 GMT versus its previous close, while June 

contract on 3-year treasury bond futures KTBc1 
increased by 0.07 points 107.83. 
A majority of analysts see the central bank 
raising its benchmark rate in July, which they 
believe would be the only increase this year. 
There is no monetary policy meeting scheduled 
for June.  

Moon Hong-chul, an economist at Dongbu 
Financial Investment said there may have been 
a dissenting vote at Thursday's meeting. 
"The BOK will look for opportunities to raise 
interest rates to stay aligned with policy 

tightening in the U.S., to reduce interest rate 

differential. As such, there could be a dissenter 

at Thursday's meeting, even though it's a hold," 
Moon said.  
Any dissenting votes will be announced by 
Governor Lee Ju-yeol at the start of his news 
conference later in the day.  
South Korean policymakers are increasingly 

concerned about the collateral damage to 
Korea's own exports from the Sino-U.S. trade 
dispute. A fall in China's exports to the United 
States would hurt Korean shipments to China, 
including large volumes of intermediary goods 
used in China to make products for export.  

The United States and China are currently in 
talks to resolve trade issues after President 
Donald Trump threatened to impose tariffs on up 

to $150 billion worth of imports from China, 
prompting Beijing to retaliate.  
At home, inflation has been trailing the central 
bank's 2 percent target since last October, 

further dimming the prospects for interest rate 
increases in the coming months. 
In April, the bank trimmed its 2018 inflation 
outlook to 1.6 percent from 1.7 percent 
previously, but remained positive about the 
underpinnings of Korean growth.  

The economy remains on track to grow 3 
percent this year but Governor Lee Ju-yeol said 
last week difficult local job market conditions 

and escalating U.S.-China trade friction cloud 
South Korea's growth outlook.  

Thursday's interest rate decision was the first for 
new board member Lim Ji-won, formerly of JP 
Morgan, who joined the seven-member 
committee on May 17 for her four-year term.  
 
(Reporting by Cynthia Kim and Christine Kim; 
Additional reporting by Dahee Kim 
Editing by Eric Meijer) 
(( Cynthia.Kim@thomsonreuters.com ; 822 3704 
5655; Reuters Messaging: 
cynthia.kim.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  

 
 
 

Sri Lanka 

Sri Lanka accepts $1 bln, 8-yr 

syndicated loan from China Dev Bank 

25-May-2018  

COLOMBO, May 25 (Reuters) - Sri Lanka has 

accepted China Development Bank's $1 billion 
syndicated loan with eight-year tenure at 5.3 
percent, two top finance ministry officials said 
on Friday.  

The Chinese bank was chosen among four 

bidding for the loan, which the government 
plans to use toward repaying other loans, one 
top finance ministry told Reuters.  

"All three others had three-year tenure and only 
China Development Bank had a bid for an eight-
year tenure. The effective rate of return is 
around 5.3 percent," the official said. 

"It was a good offer. The loan has a three-year 

mailto:Publicdebtnet.dt@tesoro.it
mailto:Dahee.Kim@thomsonreuters.com
mailto:dahee.kim@thomsonreuters.com
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grace period. Then in the next five years, the 

government will be repaying $100 million 

biannually." 
Another top finance ministry official confirmed 
the deal.  
 
(Reporting by Shihar Aneez 
Editing by Jacqueline Wong) 
(( shihar.aneez@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
shihar.aneez.thomsonreuters.com@reuters.net twitter: 
https://twitter.com/shiharaneez) ) 
(c) Copyright Thomson Reuters 2018.  

 

EUROPE 

EU proposes new sovereign bond-

backed securities, faces criticism 

24-May-2018  
By Francesco Guarascio 
BRUSSELS, May 24 (Reuters) - The European 

Commission proposed on Thursday setting up 
a new class of Sovereign Bond-Backed 
Securities (SBBS) to encourage banks and 
investors to diversify their holdings of euro 
zone bonds. 

The plan, which confirms an earlier Reuters 
report, is meant to address a weakness that 
came to light during the 2010-2012 euro zone 
debt crisis, when banks' high exposure to their 

sovereigns' own debt exacerbated the problems 
facing banks and euro zone authorities alike. 
European Union officials said SBBS would reduce 

investors' bias towards their own countries and 
increase the financial stability of the euro zone. 
"This is a pragmatic proposal that will 
strengthen private risk absorption through 
integrated financial markets and reduce risk 
in the banking sector," European Commission 
vice president Valdis Dombrovskis said. 

SBBS would be composed of bonds from all 19 
countries that use the euro, with a fixed amount 

of national bonds from each country.  
Risks will not be shared among participating 
countries, under the Commission's plan, 

meaning that bonds from states deemed safer 
by investors, such as Germany, will continue to 
carry lower yields than riskier countries, like 

Greece or Italy.  
The new asset would have a senior, more secure 
tranche, corresponding to 70 percent of the 
nominal value of the issuance, with the rest 
being allocated to one or more subordinated, 
riskier tranches. 
This set-up is meant to overcome Germany's 

resistance to the plan, as Berlin fears that it 
could lead to higher borrowing costs for itself to 
absorb risks of weaker economies of the bloc - a 
fear amplified by recent high-spending plans of a 
proposed new eurosceptic Italian government. 

Despite the Commission's insistence that SBBS 
were not leading to mutualisation of risks, 

Germans remained sceptical. 
"Once SBBS are on the way, the next step will 
be to ask for joint liability. Therefore, SBBS are 

Eurobonds through the backdoor and must be 

stopped," said Markus Ferber, a German 

lawmaker who is vice-chairman of the European 
Parliament's economic committee. 
The Commission's proposal also faces 
criticism for not being ambitious enough. The 
lack of risk-sharing would make the new asset 
indistinguishable from sovereign bonds of 
each euro zone state, critics said, arguing that 
appetite for this product was likely to be very 

limited.  

To heed this concern, the EU executive is 
proposing lower capital requirements for banks 
that hold these securities. They would not be 
treated as other securitised products, which 
require lenders to offset their risks with capital 
buffers. The Commission, however, refrained 

from estimating the possible market for SBBS. 
"Securitisation-specific regulatory charges are 
not justified for SBBS," the Commission said, 
arguing that these new securities would be 
backed by risk-free sovereign bonds. 
 
(Reporting by Francesco Guarascio; editing by Philip 
Blenkinsop and David Stamp) 
Francesco.Guarascio@thomsonreuters.com ; Twitter: 
https://twitter.com/fraguarascio; +32 2 287 68 17; )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 

Albania 
 

Albania to sell 8.7 bln leks (68.4 mln 

euro) of 1-yr T-bills on June 5 

24-May-2018  
TIRANA (Albania), May 24 (SeeNews) – 
Albania's finance ministry said it will offer 8.7 
billion leks ($80.2 million/68.4 million euro) 
of one-year Treasury bills at an auction on 
June 5. 

The finance ministry raised 9.7 billion leks at the 
last auction of one-year government securities 

held on May 22. The average weighted yield 
edged down to 2.231% from 2.291% at the 

previous auction of one-year Treasury bills held 
on May 8. 
 
(1 euro = 125.882 leks) 
Copyright 2018 SeeNews. All rights reserved. 
 
 
 

Albanian gov't debt interest rates drop 

in latest bond auction  

22-May-2018  

TIRANA, May 22 (Xinhua) -- Albanian 

government debt interest rates dropped for 
the seventh auctions on Tuesday, showing 
that the domestic financial market remains 
liquid and the demand to buy bonds and bills 
is still high. 

According to National Bank of Albania (BoA), the 
12-month maturities were issued at a weighted 
average interest rate of 2.23 percent on 

mailto:Publicdebtnet.dt@tesoro.it
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Tuesday. 

Interest rates declined for the seventh auction in 

a row, and since the beginning of 2017 they fell 
by more than half a percentage point. The 
decline is due to the ratio between demand and 
supply in the government debt market. 
At Tuesday's auction, claims amounted to over 
11 billion ALL (around 100 million U.S. dollars), 

whereas the amount announced for government 
funding was around 10 billion ALL. 
Banks, which are the main financier of domestic 
government debt, appear to be investing more 
in government debt instruments, as the market 
has abundant liquidity, and the private sector 

lending is still growing.  
 
Enditem 
Copyright (c) 2018 Xinhua News Agency 
 
 
 

Bosnia 

Bosnian region revises 2018 budget, 

targets capital investment 

22-May-2018  
SARAJEVO, May 22 (Reuters) - Bosnia's 

autonomous Bosniak-Croat Federation 
increased its 2018 budget by 4 percent to 3 
billion Bosnian marka ($1.8 billion) on 

Tuesday, transferring unspent budgetary 
funds from last year to invest in 
infrastructure. 

Finance Minister Jelka Milicevic said funds 
totalling 107 million marka will be used to build 
a road section. 
The government decided to change the structure 
of the 2018 budget after receiving 184.4 million 

marka from the World Bank and the 
International Monetary Fund, which had been 
delayed due to its failure to fulfil conditions. 
"After receiving these funds, we have decided to 
cancel the sale of 124 million marka worth of 
bonds, as well as the sale of 60 million marka 
worth (of) claims from public companies," 

Assistant Finance Minister Alija Aljovic told 

Reuters.  
The Federation, which makes up Bosnia along 
with the Serb Republic, has cancelled all debt 
auctions in the first half of 2018 as a rise in 
revenues and aid from the World Bank and IMF 
removed the need for additional budgetary 

funds. 
The Serb Republic also increased its 2018 
budget by 3.7 percent to 3.4 billion Bosnian 
marka, saying it would spend increased 
revenues on capital investment and debt 
servicing.  

(1$ = 1.663 Bosnian marka) 
 
(Reporting by Daria Sito-Sucic; Editing by Alexander 
Smith) 
(( daria.sito-sucic@thomsonreuters.com ; +38733 295 
484; Reuters Messaging: daria.sito-
sucic.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018 
 

 
 

Czech Republic 

Czechs raise quarterly limit, to auction 

up to CZK 35 bln in bonds in June 

21-May-2018  
PRAGUE, May 21 (Reuters) - The Czech Finance 

Ministry will offer up to 35 billion crowns 
($1.60 billion) worth of domestic government 
bonds in nine primary auctions in June, the 
ministry said on Monday. 

The ministry also increased the maximum 
expected nominal value of bonds sold in auctions 

in the second quarter to 80 billion crowns from 
60 billion crowns. 

The ministry added it would also offer up to 20 
billion crowns worth of short-term Treasury bills 
through four auctions scheduled for June. It 
confirmed the expected nominal value of T-bills 
sold in the second quarter was 50 billion crowns, 

excluding roll-overs. 
 
($1 = 21.8240 Czech crowns) 
(Reporting by Mirka Krufova; Editing by Jason Hovet) 
((prague.newsroom@thomsonreuters.com)(+420 224 
190 477)(Reuters Messaging: 
mirka.krufova.thomsonreuters.com@reuters.net)) 
 
 
 
 

Latvia 

Latvia planning 10yr euro benchmark, 

May 2036 and/or Feb 2047 taps 

22-May-2018  
By Julian Baker 

LONDON, May 22 (IFR) - The Republic of 

Latvia, acting through the Treasury, rated A3 
(stable) by Moody’s, A- (positive) by S&P, A- 
(stable) by Fitch, has mandated Citi, JP 
Morgan and Natixis as Joint Lead Managers 
and Joint Bookrunners to organise a Global 
Investor Call on Tuesday 22 May 2018 at 
12pm UKT.  

A Reg S EUR 10-year benchmark offering will 
follow. In addition the issuer will increase the 

1.375% notes due 16 May 2036 and/or the 
2.25% notes due 15 February 2047, subject to 
investor feedback. The transactions, under the 
Issuer's GMTN programme, are expected to be 
launched in the near future, subject to market 
conditions.  

Relevant stabilisation regulations including 
FCA/ICMA will apply. MiFID II retail investors, 
professional investors and /ECPs target market - 
Manufacturer target market (MiFID II product 
governance) is eligible counterparties, 
professional clients and retail clients, each as 

defined in MiFID II (all distribution channels). 
 
(( julian.baker@thomsonreuters.com ; 020 7542 
7432) ) 
(c) Copyright Thomson Reuters 2018 
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Hungary 
 

Hungary plans no personal income tax 

cut next year 

24-May-2018  
BUDAPEST, May 24 (Reuters) - Hungary's 

government plans no further reduction in a 
15-percent personal income tax rate next 
year, Prime Minister Viktor Orban's chief of 
staff, Gergely Gulyas said on Thursday. 

Gulyas said however that the government 

planned a 2 percentage point reduction in 

payroll taxes and would extend benefits for 
families with two children. 
 
(Reporting by Krisztina Than) 
(( gergely.szakacs@tr.com Twitter: 
https://twitter.com/szakacsg ; +36 1 327 4748; 
Reuters Messaging: 
gergely.szakacs.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

Hungary debt agency says rise in yields 

caused by global factors  

23-May-2018  

By Sandor Peto 

BUDAPEST, May 23 (Reuters) - Recent rises in 

the yield on Hungary's debt and increased 
volatility were caused by global trends and do 
not upset the government debt market, the 
debt management agency AKK said on 
Wednesday in an e-mailed response to 
Reuters questions. 

A seasonal increase in the need for financing in 
the middle of the year justified the government 

issuing a greater amount of short-term debt, 
AKK said, and bond issuance has been slightly 
front-loaded so far this year. Government 
financing is proceeding as planned, the AKK 
added. 

Hungary's yields rose much more in May than 
yields in the rest of Central Europe, which could 

become an issue for the National Bank of 
Hungary. One of the central bank's main policy 
goals is to keep a lid on long-term yield 
premiums relative to core markets. 
Secondary dealers signalled no problems about 
the market despite the bid/ask spread widening 

consderably in recent weeks, AKK said, leading 
to what dealers described as sagging secondary 
demand. 
Primary auction sales were increased in recent 
weeks because of greater market demand at 
top-up auctions, AKK said, adding if demand 

ebbs it is ready to cut its offers. 
 
(Reporting by Sandor Peto and Marton Dunai, editing 
by Larry King) 
(( sandor.peto@thomsonreuters.com ; +36 1 327 
4744; Reuters Messaging: 

sandor.peto.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 
 

Montenegro 
 

IMF Executive Board Concludes 2018 

Article IV Consultation 

23-May-2018  
Author: Ivona Mihajlović 
On May 18, 2018 the Executive Board of the 
International Monetary Fund (IMF) concluded 
the Article IV consultation with Montenegro 1 
and considered and endorsed the Staff 

Appraisal on a lapse-of-time basis. [1]  

Montenegro's economy is growing strongly, 
boosted by the implementation of large 
investment projects, including the construction 
of the Bar-Boljare highway. Growth should 
continue over the medium term, albeit at a more 
moderate pace as highway construction ends. 
Staff projects the economy to expand by 3 

percent in 2018 and 2½ percent in 2019, with 
fiscal consolidation also acting as a moderate 
drag on growth.  
While the implementation of large publicly 
financed infrastructure projects has added to 
economic growth, the accompanying use of 
fiscal resources has contributed to a large 
increase in government debt, which reached 

75 percent of GDP in 2017. Large refinancing 

needs over 2019-21 have also been a source of 
fiscal vulnerability.  
Recognizing the need to reduce public debt, the 
government is continuing the implementation of 
its medium-term fiscal consolidation strategy, 
announced in 2017. Most of the fiscal measures 

have already been implemented, and the 
underlying fiscal position improved in 2017. If 
carried out in full, the strategy will considerably 
strengthen the fiscal position, generating a 
primary fiscal surplus of 4½ percent of GDP by 
2020, allowing government debt to fall to 53 

percent of GDP by 2020.  

Conditions in the banking sector continue to 
strengthen, with improving asset quality, 
recovering credit growth, and high liquidity. 
However, the sector appears to be crowded, 
presenting a challenge for bank profitability.  
The lack of an independent currency and limited 
fiscal space constrain Montenegro's ability to 

absorb shocks, which underscores the need for 
an improvement in economic flexibility to sustain 
growth over the long run. Low labor productivity 
and employment levels and a large informal 
sector limit potential growth. The government's 
plans to reform labor laws and the labor tax 
wedge provide an opportunity to improve the 

flexibility of labor market outcomes, boost 
participation rates, and reduce informality.  
Executive Board Assessment  
Economic growth should remain strong in 
2018, notwithstanding fiscal consolidation, 
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and maintain momentum over the medium 
term. Growth should slow moderately as fiscal 

consolidation continues and highway 
construction ends next year, but the possible 
supply side boost of the highway section and 
other large investment projects should 
sustain growth.  

The authorities are appropriately focused on 
fiscal adjustment to lower government debt to 
safer levels. While infrastructure development is 
needed, the construction of the first section of 

the Bar-Boljare highway has had a key role in 
raising debt to high levels. The authorities' front-
loaded fiscal adjustment is appropriately timed 
to complete the underlying fiscal adjustment 
before construction of the highway concludes. 
Fiscal space does not exist to finance the 

remaining phases of the highway with debt, and 
the authorities should ensure that the 
completion of the highway via PPP meets 
standard cost-benefit criteria and does not 
introduce large contingent liabilities.  
The medium-term fiscal adjustment plan is well 
specified and socially balanced, and concerted 

political efforts will be needed to maintain fiscal 
discipline. The authorities legislated most of the 
fiscal measures in 2017, and most of the 
underlying adjustment should be completed this 
year. If the plan continues to be implemented, 
government finances will regain a sustainable 
footing. Staff projects a primary surplus of 4½ 

percent of GDP in 2020, leading general 

government debt (including guarantees) to fall 
quickly after peaking at 80 percent of GDP in 
2019. The maintenance of primary surpluses 
after 2020 will be necessary for debt to fall 
rapidly, although surpluses could decline to 

around 3 percent of GDP. To support sound 
fiscal policy decisions in the future, the 
authorities should strengthen fiscal institutions, 
including fiscal rules and budgetary processes.  
Over the medium term, the authorities should 
implement fiscal reforms to improve the 
composition of revenues and expenditures. The 

authorities should implement a strategy to right-
size the public-sector workforce and implement 
a civil service reform. Central oversight over 

local government finances should be 
strengthened, and municipalities' incentives and 
capacity to raise their own revenues should be 
increased. Tightening eligibility for early 

retirement should strengthen pension 
sustainability, and shifting pensions to wage 
valorization and CPI indexation would improve 
long-term fiscal and social sustainability. The 
authorities should also review the fiscal cost of 
tax exemptions. Taken together, these reforms 

would increase fiscal space over the medium 
term for greater high-productivity capital 
spending and well-targeted social spending or 
provide offsets for unforeseen fiscal slippages, 

which are a domestic risk.  
The authorities should continue their efforts 
to improve the health of the financial sector. 
The authorities have closed supervisory gaps 

by bringing non-bank financial institutions 
under the supervision of the central bank. 

While the overall banking sector is stable, the 

authorities should steadfastly implement 

supervisory action plans for weak banks and 
intervene, if necessary. Asset quality reviews 
would improve loan classification and 
provisioning practices and should be 
implemented as soon as possible. The 
authorities should also adopt a definition of non-

performing loans that does not exclude impaired 
assets that have adequate collateral. With many 
banks relative to the size of the market, the 
authorities should be cautious in granting new 
banking licenses and promote consolidation. The 
authorities should continue to improve the 

AML/CFT framework and seek to implement the 
outstanding recommendations of the 2015 FSAP.  
A comprehensive strategy is needed to improve 

labor market outcomes and raise productivity 
growth. Montenegro faces competitiveness 
challenges, and its external position is weaker 
than that consistent with medium-term 

fundamentals. Structural labor market 
impediments discourage greater labor force 
participation and the generation of formal sector 
employment, and the authorities should 
implement a unified strategy by reducing the 
labor tax wedge, reforming the withdrawal of 
social benefits, and adopting amendments to the 

labor law that balance the need for worker 
protection with a needed increase in labor 
market flexibility. The authorities should also 
review the involvement of the state in the 

economy to ensure that it is limited to areas of 
market failures and strengthen the framework 

for public-private-partnerships to minimize the 
risk of large liabilities being transferred to the 
public sector.  
It is expected that the next Article IV 
consultation with Montenegro will be held on the 
standard 12-month cycle.  
 
Ministry of Finance of the Republic of Montenegro 
published this content on 23 May 2018 and is solely 
responsible for the information contained herein. 
Distributed by Public, unedited and unaltered, on 23 

May 2018 06:32:12 UTC 
(C) Copyright 2018 - Ministry of Finance of the 
Republic of Montenegro 
 
 
 
 

Romania 
 

Romanian debt managers reject all 

bids at Oct. 2020 bond tender 

21-May-2018  
BUCHAREST, May 21 (Reuters) - Romanian 

debt managers rejected all bids at a tender to 
sell 600 million lei worth of Oct. 2020 treasury 
bonds on Monday, central bank data showed. 

The issue was undersubscribed with bids 

totalling 435.5 million lei. The finance ministry 
last issued Oct. 2020 data in April at an average 
yield of 3.42 percent. 
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Debt managers have been struggling with rising 

yields as a sharp jump in inflation prompted the 

central bank to hike its benchmark interest rate 
three times so far this year. 
So far this year, the finance ministry has sold 
just under 15 billion lei and 252 million euros of 
domestic debt, and has tapped 2.0 billion euros 
in 2028 and 2030 Eurobonds.  
 
(Reporting by Luiza Ilie) 
(( luiza.ilie@thomsonreuters.com ; +4021 305 5262; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

 

Romania sells planned 200 mln lei (43 

mln euro) of 2031 T-notes  

24-May-2018  
BUCHAREST (Romania), May 24 (SeeNews) - 
Romania on Thursday sold a planned 200 
million lei ($51 million/43 million euro) of 
Treasury notes maturing on September 24, 
2031, central bank data showed. 

The average accepted yield was 5.15%, while 

demand stood at 315.1 million lei, the data 
indicated. 
At the last auction of the bonds in March, the 
finance ministry rejected all bids. 
The issue will be reopened on Friday when the 
finance ministry hopes to raise 30 million lei in a 

non-competitive tender. 
Romania's finance ministry said it plans to 
auction 3.84 billion lei worth of government 
securities, including 435 million lei in non-
competitive offers in May. 
Since the beginning of 2018, the finance 
ministry has sold roughly 15.7 billion lei and 252 

million euro worth of domestic debt and has 
raised 2 billion euro on international markets 
from the sale of 2028 and 2030 Eurobonds. 
 
(1 euro=4.6243 lei) 
Copyright 2018 SeeNews. All rights reserved. 
 
 
 

 

Romanian govt to hike state pensions 

by 10 pct from July 

24-May-2018  
BUCHAREST, May 24 (Reuters) - Romania's 

government will raise state pensions by 10 
percent from July, sticking to a commitment 
made in the governing programme, Finance 
Minister Eugen Teodorovici told private 
television station Antena3 late on Thursday. 

"Everything envisioned for this year (in the 
programme) will be enforced," Teodorovici said, 
adding a new pension bill will be ready and sent 

for debate in parliament by September. 

Romania collects significantly less tax revenue 
than the European Union average, and roughly 
two thirds of it are used to pay pensions and 
public sector wages. 

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

(c) Copyright Thomson Reuters 2018.  
 
 
 
 

Russia 
 

Russia's sovereign wealth fund to 

propose increasing state debt  

21-May-2018  

MOSCOW, May 21 (Reuters) - Russia's sovereign 
wealth fund plans to propose that government 
increases its domestic debt to finance 
infrastructure projects, the Russian Direct 
Investment Fund (RDIF) head Kirill Dmitriev 
told reporters on Monday.  
Russia has relatively low state debt and increasing it 
could help to meet President Vladimir Putin's policy 
goals, Dmitriev told a conference call. 
Russia will need to spend at least 8 trillion roubles 
($128.7 billion) over the next six years to meet 
economic goals set in new decrees that Putin signed 
after being sworn into the presidency at the start of 

May.  
($1 = 62.1801 roubles) 
 
(Reporting by Polina Devitt 
Writing by Katya Golubkova 
Editing by Matthew Mpoke Bigg) 
(( ekaterina.golubkova@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018.  
 
 

 

Russia may issue Eurobond later this 

year  

24-May-2018  
ST PETERSBURG, May 24 (Reuters) - Russia 

may tap the global debt market later this year 
if there are no geopolitical shocks, Finance 
Minister Anton Siluanov said on Thursday, 
adding that he saw no immediate risks of a 
possible ban on buying Russian debt. 

Russia last issued Eurobonds in March, 
trumpeting strong demand despite political 
turmoil sparked by an attack on a former 
Russian spy in Britain and Western financial 
sanctions that are still in place.  
After borrowing $4 billion in mid-March, Russia's 
borrowing plan envisages raising another $3 

billion this year though the finance ministry has 
no urgent need to borrow as it is on track to 
post a budget surplus. 
 
(Reporting by Darya Korsunskaya 
Writing by Andrey Ostroukh 
Editing by Matthew Mpoke Bigg) 
(( andrey.ostroukh@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018.  
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Russia says to increase borrowing to 

fund infrastructure projects  

24-May-2018  

ST PETERSBURG, Russia, May 24 (Reuters) - 
Russia will increase state borrowing by 
between 100 billion roubles ($1.63 billion) 
and 200 billion roubles ($3.26 billion) a year 
over the next six years to fund infrastructure 
projects, Deputy Finance Minister Vladimir 
Kolychev said on Thursday. 

The overall size of a fund that Russia is setting 
up to develop its infrastructure will reach up to 3 

trillion roubles in the next six years, Kolychev 
added. 
 
($1 = 61.3955 roubles) 
(Reporting by Darya Korsunskaya Writing by Andrey 
Ostroukh Editing by Gareth Jones) 
(( andrey.ostroukh@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 
 

Turkey 
 

Turkish CDS retreat to one-week low 

after emergency rate hike  

24-May-2018  
LONDON, May 24 (Reuters) - The cost of 

insuring exposure to Turkish sovereign debt 
fell to a one-week low on Thursday after the 
country's central bank delivered an 
emergency rate hike in an attempt to stem the 
slide of the lira. 

Turkey's five-year credit default swaps fell by 15 
basis points from Wednesday's close to 267 bps, 
according to data from IHS Markit.  
 
(Reporting by Karin Strohecker) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 

Ukraine 

 

Ukraine likely to need fresh IMF 

support in coming years  

21-May-2018  
LONDON, May 21 (Reuters) - Ukraine is likely 

to need a new IMF bailout programme in the 
coming years to plug an up to $5.5 billion-a-
year hole in its finances, the Institute of 
International Finance has warned. 

Ukraine is hoping to get a long-delayed $1.9 
billion tranche from its current IMF package in 
the next three to six months, but new analysis 

from the Washington-based IIF on Monday laid 

out the country's precarious longer-term picture. 

Real exports are now roughly half the level they 
were in 2008, economic growth is a better but 
not stellar 2.5 - 3 percent a year and its energy 
import bill is rising in tandem with global oil and 
gas prices.  
It's the country's external finances that pose 

the biggest risk though, the IIF said. For Kiev 
to remain "comfortable" next year, bond 
market lenders will have to 'rollover' -- re-
lend -- 100 percent of their loans to the 
country. 

However, if that 'rollover' rate stayed at last 
year's 85 percent level the government would 
face a $3 billion funding gap and one of $5.5 
billion if rate dropped down to 75 percent. 

"Unless capital inflows pick up substantially, 
Ukraine will likely need fresh IMF support in 
coming years," to meet its needs, the IIF 
analysis said. 
"The cumulative financing gap for 2019-21 could 
reach $16.5 billion, or 90 percent of 
international reserves in a low rollover rate 

scenario." 
Ukraine's current IMF programme is due to finish 
next year. The country has so far received $8.4 
billion of what was originally supposed to be 
$17.5 billion of aid. 
Its overall amount of short-term debt has fallen 

and its reserves have more than doubled during 
the programme, but both are projected to 

reverse these moves as it comes to an end. 
Between now and 2021 it has $20 billion of IMF 
and other 'official sector' debt payments due. 
The government's revenues will also be 
squeezed, the IIF said, as new gas pipes allow 

Russia to pump its gas around Ukraine rather 
than through it, meaning it will no longer have 
to pay transit fees.  
 
(Reporting by Marc Jones, Editing by William Maclean) 
(( marc.jones@thomsonreuters.com ; +44)(0)( 207 
542 9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs) ) 
(c) Copyright Thomson Reuters 2018.  
 
 

Success of any Ukraine Eurobond issue 

this year will depend on IMF reforms 

24-May-2018  
KIEV, May 24 (Reuters) - Ukraine could 

successfully tap external markets with a new 
Eurobond issue this year if it implements 
reforms as required under its $17.5 billion 
programme from the International Monetary 
Fund, a deputy central bank governor said on 
Thursday. 

"If Ukraine carries out all necessary conditions to 
continue cooperating with the IMF, then the 

markets for Ukrainian Eurobonds will be a lot 

more favourable than today," deputy governor 
Oleh Churiy said in a briefing.  
 
(Reporting by Natalia Zinets Writing by Alessandra 
Prentice Editing by Larry King) 
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(( alessandra.prentice@thomsonreuters.com ; +380 
44 244 9150; Reuters Messaging: 
alessandra.prentice.reuters.com@reuters.net )) (c) 
Copyright Thomson Reuters 2018 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

 

Argentine 2019 fiscal deficit target of 

2.2 pct of GDP to be cut   

24-May-2018  
BUENOS AIRES, May 24 (Reuters) - Argentine 

Treasury Minister Nicolas Dujovne said on 
Thursday that the country's 2019 fiscal deficit 
target of 2.2 percent of gross domestic 
product will be cut, as part of the 
government's renewed belt-tightening effort. 

"We have yet to define what our objective will be 
for 2019 and 2020, it will most likely be 
something less than what we had thought until 
now," Dujovne told reporters after being asked 

about next year's deficit target. 
 
(Reporting by Hugh Bronstein) 
(( hugh.bronstein@thomsonreuters.com ; 5411 4318 
0655; Reuters Messaging: 
hugh.bronstein.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 

 

Argentines brace for crisis as nation 

again seeks IMF help 

24-May-2018  
By Eliana Raszewski 
BUENOS AIRES, May 24 (Reuters) - Maria 

Florencia Humano opened a clothing store in 

2016, convinced that Argentina’s long history 
of economic crises had ended under pro-
business President Mauricio Macri. 

She will shutter it later this month, unable to 
make rent or loan payments. Soaring interest 
rates and a plunging currency have upended her 
dream and returned Argentina to a familiar 
place: asking the International Monetary Fund 

for a lifeline. 
Humano’s decision comes just weeks after a 
somber Macri announced in a televised May 8 
speech that Argentina would start talks with the 
IMF. He is seeking a credit line worth at least 
$19.7 billion to fund the government through 
the end of his first term in late 2019. 

The unexpected move surprised investors and 
stoked Argentines' fears of a repeat of the 

nation’s devastating 2001-2002 economic 
collapse. Many here blame IMF-imposed 
austerity measures for worsening that crisis, 
which impoverished millions and turned 
Argentina into a global pariah after the 

government defaulted on a record $100 billion in 

debt. 

Word of a potential bailout sent thousands of 
angry Argentines into the streets this month, 
some with signs declaring “enough of the IMF.” 
As recently as a few months ago, analysts were 
hailing Argentina as an emerging-market 
success story. Now some are predicting 

recession. Macri's popularity has plummeted. 
Supporters such as business owner Humano say 
they feel swindled. 
“I voted for him. I made a bet and believed in 
him," said Humano, 46, who recently moved in 
with her sister to save money. "Now I don’t 

believe anyone." 
SHOW OF SWAGGER 

It was not supposed to be this way. Macri, a 

business tycoon, rose to power in 2015 vowing 
to end capital controls and reincorporate 
Argentina into the global economy. 
He settled with the nation’s remaining creditors 
and vowed to unwind big-spending policies of his 

populist predecessor, Cristina Fernandez. The 
economy grew and unemployment fell. In a 
show of swagger, Argentina last year issued 
$2.75 billion of dollar-denominated bonds with a 
100-year maturity; investors snapped them up. 
Macri’s free-market credentials earned him a 

2017 invitation to the White House to meet U.S. 
President Donald Trump, who just last week on 
Twitter hailed the Argentine leader’s "vision for 
transforming his country's economy." 

But economists say Macri badly damaged his 
credibility in December when his administration 
weakened tough inflation targets. The central 

bank followed with a January rate cut to goose 
growth, even as consumer prices kept galloping. 
Rising U.S. interest rates did not help. Argentina 
is saddled with more than $320 billion in 
external debt, equivalent to 57.1 percent of 
GDP, much of it denominated in dollars. Jittery 
investors hit the exits. The peso swooned. The 

central bank sold $10 billion in reserves trying to 
prop up the peso, forcing Macri to seek 
assistance from the IMF. 
Marcos Pena, Macri's cabinet chief, said this 

week that changing the inflation targets "may 
have damaged the perception of an autonomous 

central bank." 
Macri, meanwhile, has defended his quick 
outreach to the IMF as a way to head off a crisis 
like those of the past. Market response has 
generally been positive. After shedding a quarter 
of its value this year, the peso has stabilized at 
around 25 per dollar. 

Still, the fallout is hitting Argentina’s economy 
hard. The central bank has hiked its benchmark 
rate to 40 percent, the highest in the world. 
Even so, inflation is still running at an annual 
rate of around 25 percent. 
Businesses are already hunkering down. French 

Supermarket chain Carrefour, which employs 

19,000 people in Argentina, said last month it 
will lay off an unspecified number of workers as 
part of a “crisis prevention plan." 
Small businesses, too, are preparing for the 

mailto:Publicdebtnet.dt@tesoro.it
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worst, said Eduardo Fernandez, head of APYME, 

which represents about 10,000 small firms 

nationwide. The group says Argentina's return to 
the IMF represents a failure of Macri’s economic 
policies, which are now clobbering mom-and-pop 
operators. 
"With this rate increase we can't request credit, 
we are in a very difficult situation," Fernandez 

said. 
A few consultancies, including London-based 
Capital Economics, predict high interest rates 
will tip Argentina into a recession this year. 
DOLLARS IN MATTRESSES 

That remains to be seen. Still, economic cracks 
are showing. Retail sales contracted 3 percent in 

April as Argentine consumers curbed spending 
due to the shaky peso. Consumer confidence fell 

8.5 percent in April from March and 13.5 percent 
from a year ago to its lowest level in four years, 
according to an index from Torcuato Di Tella 
University in Buenos Aires. 
Some nervous Argentines have returned to an 

old habit of hiding greenbacks under their 
mattresses. Dollar deposits in Argentine banks 
fell 2 percent between April 27 and May 14, 
according to Reuters data BCRA20. 
Dollar-denominated accounts are a popular 
hedge against inflation in Argentina. But the 

government froze these instruments during the 
2001-2002 crisis, forcing millions of savers to 
accept devalued pesos instead. Some are not 
taking any chances this time around. 

Fabian Castillo, owner of a Buenos Aires shoe 
factory, is holding out hope the peso will recover 
some value. Still, he is struggling mightily with 

soaring prices for rent, utilities, labor, leather 
and glue. Meanwhile, cautious consumers are 
paring extras from their budgets, including his 
wares. 
"Anyone selling perfume, clothes or shoes is 
having a hard time getting to the end of the 
month," Castillo said.  
 
(Reporting by Eliana Raszewski; Additional reporting 
by Rodrigo Campos and Luc Cohen; Writing by 
Caroline Stauffer Editing by Marla Dickerson) (( 
eliana.raszewski@thomsonreuters.com ; +54 11 4318 
0668; Reuters Messaging: 
eliana.raszewski.reuters.net@thomsonreuters.com  
Mesa de edición en español +562 437 4400. Twitter: 
https://twitter.com/ReutersLatam) ) (c) Copyright 
Thomson Reuters 2018.  
 
 
 
 

Brazil 
 

Brazil to boost currency swap program 

to fight volatility 

19-May-2018  
BRASILIA, May 18 (Reuters) - Brazil's Central 

Bank will boost its currency swap program to 

reduce local currency volatility, Finance 
Minister Eduardo Guardia told Reuters on 
Friday. 

The minister spoke a few moments after the 

Central Bank announced that it would on 

Monday offer 15,000 currency swap contracts, 
which are equivalent to operations to sell dollars 
in futures markets, instead of the 5,000 
contracts that were offered daily this week. 
The Brazilian real fell more than 1 percent 
against the dollar to the lowest level in more 

than two years on Friday, at around 3.74 to the 
greenback.  
Guardia said, however, that there were no plans 
to change the government's policies regarding 
debt. He said the Treasury will continue 
operating normally despite the currency 

volatility. 
"This is part of the market's day-to-day. We are 
going to continue with our path, with our reform 

agenda," he said. 
"The country has a very favorable situation 
regarding current account, with high foreign 
currency reserves, low deficit on current 

transactions, which has been financed by foreign 
direct investment. All that differentiates Brazil 
from other economies," Guardia said. 
 
(Reporting by Marcela Ayres; Editing by Cynthia 
Osterman) 
(( marcelo.teixeira@tr.com ; +55 11 5644 7707; 
Reuters Messaging: 
marcelo.teixeira.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 

Colombia 
 

Colombia faces challenge to avoid debt 

downgrade, whoever wins vote 

23-May-2018  

By Nelson Bocanegra and Helen Murphy 
BOGOTA, May 23 (Reuters) - With Colombia's 

oil revenues flagging and its economy 
struggling to regain momentum, whoever 
wins its presidential election faces a challenge 
to retain the country's investment grade 
credit rating, with precious little room for 
maneuver.  

Colombians go to the polls on Sunday in an 

election pitting right-wing frontrunner Ivan 
Duque against second-placed Gustavo Petro, a 
leftist former guerrilla and ex-mayor of Bogota. 
With several other candidates taking part, the 
race to replace President Juan Manuel Santos at 
the helm of Latin America's fourth-largest 
economy will almost certainly go to a second 

round in June.  
While Petro's pledges to hike taxes on the rich 
and raise social spending have unsettled some 
investors, there are concerns that even Duque's 
more business-friendly agenda of cutting tax 

rates may worsen the existing budget gap. 
"If the government doesn't show fiscal 

consolidation in the first six months ... Moody's 
and Fitch downgrade us," said Munir Jalil, chief 
economist at Citibank. "Investors will leave and 
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generate a serious balance of payments 

problem." 

Colombia's $324 billion economy is only tepidly 
recovering from a series of setbacks during 
Santos' two terms.  
Gross domestic product growth is projected to 
reach 2.7 percent this year from 1.8 percent 
in 2017, but that remains below potential. 
Economists are concerned the recovery could 

be stymied if consumers are spooked, 
external shocks roil the economy or inflation 
surges.  

Whoever wins the presidency faces the difficult 
task of pushing unpopular fiscal changes through 
a divided Congress - including an overhaul of the 
pension system - while bolstering sluggish 
growth.  
Anything less and Colombia risks losing its 
investment grade, economists say, barring 
many foreign investors from holding its debt 
and driving up borrowing costs.  
Foreign investment funds are the largest 
holders of local public debt, with about $25.5 
billion, or 26.4 percent of the total.  

Fitch ratings agency maintained Colombia's BBB 
rating with a stable outlook this month but 
warned it will be tough to achieve next year's 

budget deficit target of 2.4 percent if additional 
measures are not taken. The deficit is forecast at 
3.1 percent this year.  
In December, S&P downgraded Colombia's credit 
rating to BBB-, one notch above junk, and in 

February Moody's revised its outlook to negative 
from stable. Colombia relaxed its deficit targets 

on May 9, a move Moody's said could affect its 
rating.  
Under multi-year budget targets, the new 
government must still lower the fiscal deficit by 
2022 to 1.5 percent.  
That is no easy feat given costs associated with 

a 2016 peace accord with Marxist FARC rebels as 
well as promised spending by candidates on 
health and education.  
"The next government is, in economic terms, 
more important than the previous three because 
of the fiscal constraints we're in," said Hernando 
Zuleta, director of economic development 

studies at the University of the Andes.  
FUNDING HOLE 

Duque is a protege of former President Alvaro 
Uribe, who presided over record foreign 
investment, a buoyant economy and soaring 
stock market during his 2002 to 2010 
administration. 

A former Inter-American Development Bank 
official with around 42 percent support in opinion 
polls, Duque has promised to streamline 
taxation, reduce the tax burden on companies 
and households, slash evasion by 50 percent, 
exempt capital goods imports and abolish duties 
which distort markets. 

He says tax cuts will help foster growth but 

investors worry how he will fill the revenue gap. 
Petro, on the other hand, wants a complete tax 
overhaul to raise duties on dividends and 
wealthy people and companies, while reducing 
the burden on families and eliminating loopholes 

used by the rich.  

Investors question if that will be sufficient to pay 

for his education, health and urban 
infrastructure plans.  
Petro, who has around 30 percent support in 
opinion polls, also plans to gradually eliminate 
oil, coal and gas extraction and replace them 
with clean energy - something economists say 

would leave a massive funding hole. 
Opinion polls in Colombia are historically 
unreliable and centrist Sergio Fajardo and 
center-right German Vargas, polling at around 
16 percent and 7 percent respectively, are also 
both in with a shot of reaching the run-off.  

Regardless of who wins, most agree the new 
president will have to diversify the economy 
away from its reliance on oil revenues, which fell 

40 percent in the last three years because of 
weak prices and declining volume. 
Exports slid from about $62 billion in 2012 to 
$38 billion last year. 

The mining and energy sector, once a darling of 
foreign investors, has lost its luster as shifting 
environmental rules, delays in obtaining permits 
and local community resistance leave many 
projects stuck on paper. 
"The next government has to promote tax 
competitiveness in the (oil) sector ... and 

guarantee the stability of legal and economic 
conditions," said Marcela Vaca, general director 
of oil company GeoPark GPRK.N in Colombia. 
"Only then will companies that bet on Colombia 

be able to continue investing."  
But Congress will not make reform easy. 

The new legislature elected in March, while 
majority right-wing, reflects Colombia's 
polarization following the FARC peace accord, as 
the left emerges as a political force. A Petro 
triumph would be particularly complicated. 
"There would be gridlock if we have a president 
with an agenda that is contrary to Congress and 

the courts," said Jaime Trujillo, Baker McKenzie's 
director for Latin America. "It would be a highly 
conflictive and highly inefficient government."  
 
(Reporting by Helen Murphy and Nelson Bocanegra 
Editing by Julia Symmes Cobb, Daniel Flynn and 
Rosalba O'Brien) 
(( helen.murphy@thomsonreuters.com ; +571-518-
5378; Reuters Messaging: 
helen.murphy.reuters.net@reuters.com )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 

Venezuela 
 

Moscow says it will not comply with 

U.S. sanctions on Venezuela's state 

debt 

22-May-2018  
MOSCOW, May 22 (Reuters) - Moscow has a 

negative view of U.S. sanctions against 
Venezuela's state debt and will not comply 
with them, Alexander Shchetinin, the head of 
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Latin American department at Russia's 
Foreign Ministry, was quoted as saying by 

Interfax news agency on Tuesday. 

Venezuela on Monday said new U.S. sanctions 
restricting its ability to liquidate state assets and 
debt in the United States were "illegal 
measures".  
 
(Reporting by Polina Devitt; Editing by Kevin Liffey) 
(( Polina.Devitt@thomsonreuters.com ; +7 495 775 12 
42; Reuters Messaging: 
polina.devitt.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

AFRICA 
 

Kenya 
 

Kenya's Treasury avoids dealing with 

rate cap in draft law  

24-May-2018  
By Duncan Miriri 
NAIROBI, May 24 (Reuters) - A promised move 

to repeal Kenya's cap on commercial lending 
rates does not appear in a draft bill on 

financial markets that was published late on 
Wednesday. 
The government capped the rates in 
September 2016 at 4 percentage points above 
the central bank's benchmark interest rate, 
which now stands at 9.5 percent. 

The cap was an attempt to limit the cost of 
borrowing for businesses and individuals, but the 
International Monetary Fund blames it for 

sluggish growth in private-sector credit.  
Finance Minister Henry Rotich had said the cap 
would be repealed in a financial-markets conduct 
bill, which will be presented to parliament next 
month. But it doesn't appear in a draft published 
for public comment. 
Rotich did not immediately answer calls 

requesting comment. A finance ministry source 
told Reuters the government had realised 

repealing the cap would be difficult because of 
opposition from the lawmakers who proposed it.  
In a sign of the heated debate over the issue, a 
senior Treasury official told reporters on 
Thursday that the cap should be modified. 

"We can't live with a cap that is inhibiting 
implementation of monetary policy," said 
Geoffrey Mwau, director general of budget, fiscal 
and economic affairs at the ministry of finance. 
"We are going to come with a proposal on that 
... a more flexible option." 
The government planned to start a fund to 
underwrite a portion of loans lent out by 
commercial banks to small and medium 
enterprises, which have borne the brunt of 
the reduction in credit following the rate cap, 
Mwau said. 

He said the fund, whose potential size he did not 
give, would help encourage banks to lend to the 
small and medium-size companies, which are 

considered key for economic growth and job 

creation. 

The IMF has said the cap must be repealed for 
Kenya to keep access to the Fund's balance of 
payments support. Banks have also been 
lobbying for the cap to be repealed.  
Bank executives say they felt the small and 
medium-size companies were too risky to lend 

to and they could not price the risk properly with 
the cap. 
Last month, President Uhuru Kenyatta said the 
government was considering modifying or 
scrapping the law because it caused credit to dry 
up. On Thursday, however, lawmakers lauded 

the finance ministry for not trying to interfere 
with the cap in the draft bill, which would 
establish new bodies - including a Financial 

Markets Conduct Authority and a Financial 
Sector Ombudsman - to promote and maintain 
"a fair and efficient financial sector in Kenya". 
"They have read the mood of the country and 

they know if they try to change that they will be 
rubbing people the wrong way. They have done 
the right thing," said Jude Njomo, the legislator 
who initiated the capping law. 
One analyst said the ministry might have left the 
repeal out of the draft bill because they are 
aware it is an emotive issue that could provoke 

public anger but will introduce it later in the 
legislative process. 
 
(Additional reporting by George Obulutsa, Editing by 
Maggie Fick and Larry King) 
(( duncan.miriri@thomsonreuters.com ; Tel: +254 20 
4991239; Reuters Messaging: 
duncan.miriri.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

Kenya aims to issue green sovereign 

bond in 2018/19  

24-May-2018  
By George Obulutsa 

NAIROBI, May 24 (Reuters) - Kenya plans to 

make a "green" bond issue in the 2018/19 
(July-June) fiscal year, senior government 
officials said on Thursday, as the country 
diversifies its borrowing on financial markets. 

The proceeds from green bonds help to finance 
projects in the renewable energy, energy-
efficiency, green transport and wastewater 

treatment sectors. 
Kamau Thugge, Principal Secretary at the 
Finance Ministry, said that with a budget deficit 
of about 575 billion shillings ($5.7 billion) - 
equal to 5.7 percent of annual gross domestic 
product - there was room to raise funds using 
green bonds for existing infrastructure projects. 

"It is not going to be new projects that are put 
into the budget," Thugge told reporters. "We 
would like to move as quickly as possible." 

Geoffrey Mwau, director general of budget, fiscal 
and economic affairs at the finance ministry, 
said the initial amount the government aimed to 
raise would be about $50 million. 

Like other African nations, Kenya needs to raise 
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billions of dollars to invest in infrastructure 

projects including roads, water and irrigation, 

railways and power generation. 
Last month, privately-run non-profit Kenya 
Pooled Water Fund said it planned to issue a 1.5 
billion shilling bond and to have it certified as a 
green bond, with its proceeds expected to fund 
water utilities. ($1 = 100.9500 Kenyan shillings) 
 
(Reporting by George Obulutsa; editing by Elias 
Biryabarema and David Stamp) 
(( george.obulutsa@thomsonreuters.com ; Tel: +254 
20 499 1234; Reuters Messaging: 
george.obulutsa.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 
 
 

Morocco 

Morocco’s budget deficit falls to 7.6 bln 

dirhams in Q1 

24-May-2018  
RABAT, May 24 (Reuters) - Morocco's budget 

deficit dropped to 7.6 billion dirhams 
($802.98 million) in the first quarter of 2018, 
down from 8 billion dirhams in the same 

period last year, the finance ministry said on 
Thursday. 

That was due to a 2.4 percent drop in total 
spending, the finance ministry said in a report. 

Tax revenues shrunk by 986 million dirhams, as 
direct taxes were 10 percent lower while indirect 
taxes grew 5.2 percent, the data showed. 
The treasury’s total debt stood at 706.7 billion 

dirhams by the end of March 2018, it said. 
($1 = 9.4648 Moroccan dirham) 
 
(Reporting by Ahmed ElJechtimi 
Editing by Ulf Laessing and Angus MacSwan) 
(( Ulf.Laessing@thomsonreuters.com ; Reuters 
Messaging: follow me on twitter 
https://twitter.com/ulflaessing) ) 
(c) Copyright Thomson Reuters 2018 
 
 
 

Nigeria 

Nigeria sends request for proposal to 

banks for eurobond  

21-May-2018  

By Robert Hogg 
LONDON, May 21 (IFR) - Nigeria has sent a 

request for proposal to banks for an 
international bond offering, according to 
sources. 

Nigeria raised US$2.5bn through a dual-tranche 
offering in February. It sold US$1.25bn 12-year 

notes and a US$1.25bn 20-year tranche. 

The February 2030s are bid at 99.349 to yield 
7.224% according to Tradeweb, and the 
February 2038s are trading at 99.917 to yield 
7.70%. 
The February trade was Nigeria's second in less 

than three months, after it raised US$3bn 

through an offering of 2027s and 2047s in 

November. 
Nigeria is rated B2/B/B+. 
 
(Reporting by Robert Hogg; Editing by Sudip Roy) 
(( Robert.Hogg@thomsonreuters.com ; +44 207 542 
9077; )) 
(c) Copyright Thomson Reuters 2018.  
 
 

Nigeria's economic growth slows for 

first time since end of recession  

21-May-2018  
By Chijioke Ohuocha and Paul Carsten 

ABUJA, May 21 (Reuters) - Nigeria's economic 

growth slowed in the first quarter of 2018 for 
the first time since the country pulled out of 
recession last year as the non-oil sector 
struggled, the National Bureau of Statistics 
said on Monday. 

The economy grew by 1.95 percent in the first 
quarter lifted by the oil sector. That was a slight 
dip from 2.11 percent year-on-year in the final 

quarter of 2017. The economy shrank 0.91 
percent in the first quarter of 2017, the bureau 
said. 
Growth rates had been bouncing back since the 
third quarter of 2016, when the recession, its 
first in 25 years, bottomed out. Nigeria exited 
that contraction last year largely due to higher 

oil prices, with the country relying on crude 

sales for around two-thirds of government 
revenue. 
Last week parliament passed a record 9.12 
trillion naira ($29.8 billion) budget for 2018 
aimed at boosting growth in west Africa's 
biggest economy nine months before the 

country's next presidential election. President 
Muhammadu Buhari has been trying to diversify 
the economy away from oil by boosting the non-
oil sector but those efforts are struggling. 
The oil sector grew 14.77 percent in the period, 
higher than the non-oil sector which rose 0.76 

percent between January to March, the NBS 
said. Oil production stood at 2 million barrels per 

day in the quarter, up from 1.95 million in the 
previous quarter. 
The GDP data comes a day before the central 
bank announces its decision on interest rates, 
with recent economic data showing that 
there's scope for a rate cut as inflation 
dropped to a more than two year low in April 

of 12.48 percent. The bank has kept its rate at 
14 percent since July 2016 to support the naira 
and curb inflation. 
 
(Reporting by Paul Carsten and Chijioke Ohuocha; 
Editing by Matthew Mpoke Bigg) 
(( chijioke.ohuocha@thomsonreuters.com ; +234 703 
4180 621; Reuters Messaging: 
chijioke.ohuocha.thomsonreuters@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
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EMERGING 

Emerging market CDS trading value 

jumps in Q1  

24-May-2018  
NEW YORK, May 24 (Reuters) - Trading in 

emerging market credit default swaps jumped 
21.1 percent to $488 billion in the first 
quarter of 2018 from $403 billion in the same 
quarter a year earlier, a survey released on 
Thursday showed. 

Trading in emerging market CDS jumped 77.5 

percent from the previous quarter's $275 billion, 
according to a survey from EMTA, the emerging 
markets debt-trading and investment industry 
trade association. 

Brazilian CDS were the most traded last quarter 
at $51 billion, followed closely by those of China 

at $47 billion and Turkey at $37 billion. 
Among corporate CDS contracts, Brazil's state-
controlled energy giant Petrobras lead in volume 
with approximately $2.7 billion. 
EMTA's survey includes trading volumes from 12 
major international banks and broker-dealers on 
emerging market CDS contracts from 21 

countries and nine corporate issuers. 
 
(Reporting by Rodrigo Campos Editing by Nick 
Zieminski) 
(( rodrigo.campos@reuters.com ; @rodrigocampos; 
+1.646.223.6344; Reuters Messaging: 
rodrigo.campos.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 

GLOBAL 
 

Trade and growth fears prompt dash 

for safe havens 

23-May-2018  

 World stocks drop 0.5 percent; yen, Swiss 

franc firm  

 Trump says not pleased by recent trade 

talks with China 

 Euro zone PMIs disappoint, hint at weak 

Q2 growth 

 Turkish lira down 3.6 percent to new 
record low 

 Italian bonds resume slide as new govt 

make-up awaited  

By Sujata Rao 
LONDON, May 23 (Reuters) - Investors sold 

equities on Wednesday and raced to buy 

Japanese yen and government bonds from the 
United States and Germany on fears that 
setbacks to U.S-China trade talks would 
undermine increasingly fragile-looking world 
growth. 

The yen rose more than 1 percent against the 

dollar, U.S. bond yields, which move inversely to 
price, fell to eight-day lows.  
World shares meanwhile slipped half a percent 

to a two-week low as weak euro zone data 
added to negative sentiment following U.S. 

President Donald Trump's comments on the 

crucial trade talks.  

Investors were also eyeing Turkey and Italy, 
with the former seemingly headed for a full-
blown economic crisis as the Turkish lira plunged 
to new record lows.  
Italian borrowing costs resumed their rise to hit 
new multi-month highs on fears that an 

incoming coalition will sharply boost government 
spending. 
The risk-off mood was initially triggered by 
Trump saying he was not pleased with progress 
on trade talks with China.  
The comments tempered optimism that China 

and the United States would be able to avert a 
damaging global trade war. U.S. Treasury 
Secretary Steven Mnuchin had said at the 

weekend the "trade war" was "on hold". Trump 
also floated plans to fine China's ZTE Corp and 
cast doubt on a planned June 12 summit with 
North Korean leader Kim Jong-Un. Those 

developments are set to weigh on Wall Street 
later in the day, with S&P500 and Dow Jones 
futures down 0.6-0.8 percent. 
In Asian trading, MSCI's ex-Japan Asian equity 
benchmark fell 0.3 percent and Japan's Nikkei 
lost 1.2 percent to reach 1-1/2-week lows. 
European shares also fell, with one pan-

European stock index down 1 percent .STOXX. 
"People have realised the risk of trade war 
remains with us," Swiss wealth manager Prime 
Partners chief investment officer Francois Savary 

said.  
"Increase in trade was a major reason behind 

the synchronised global growth and if you blow 
this up you limit the opportunities for the world 
economy," he said. 
Such worries were underscored by flash 
Purchasing Managers' Index (PMI) data, which 
showed on Wednesday that the euro zone 
economy was slowing more sharply than 

previously expected. 
The data, along with the global sentiment 
setbacks, sent euro zone bond yields broadly 
lower, while U.S. Treasury yields slipped to an 
eight-day low after retreating sharply on 

Tuesday from near seven-year highs. They are 
now on the cusp of slipping back under the 

psychologically significant 3-percent level.  
"Italy's political impasse continues, French and 
German PMIs were soft and global risk 
sentiment has taken another knock," Societe 
Generale analysts said. 
Prime Partners' Savary was more sanguine on 

the data, noting that growth, while slowing, 
remained healthy. But he warned that trade 
issues alongside geopolitics, especially the 
reimposition of Iran sanctions, could have 
economic consequences associated with 
potentially higher inflation. 
Oil prices came off 3-1/2-year highs hit on 

concerns over supply from Venezuela and Iran. 
Brent futures were down 1 percent, inching 
further from the $80 per barrel milestone. 
Lower U.S. yields sapped some of the appetite 
for the dollar, taking it more than 1 percent 
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lower against the yen, heading for its biggest 

daily loss in a year. 

Bond and currency traders worldwide are now 
waiting for U.S. Federal Reserve minutes from 
its last meeting, to glean clues on how many 
more times the central bank might raise interest 
rates in 2018. The minutes are due later on 
Wednesday. 

Against a basket of currencies, the dollar rose 
0.2 percent and the euro bore the brunt with a 
0.4-percent loss.  
The single currency also fell against another 
"safe" asset, the Swiss franc, touching a near 
two-month low.  
ITALY, TURKEY 

One reason for the euro's woes is Italy, where 
an incoming coalition government comprised of 

the two anti-establishment parties - the League 
and 5-Star - looks likely to implement big-
spending policies.  
That could add to the country's big debt pile and 
see Rome clash with the European Union. 

Italian bonds fell in value, reversing the modest 
gains seen on Tuesday and 10-year yields rose 
11 basis points (bps) to a new 14-month high. 
The premium investors demand to hold Italian 
debt versus safer German bonds rose sharply to 
192 bps. The spread was about 120 bps at the 

start of May.  
Italian stocks tumbled 1.8 percent .FTMIB and 
are so far suffering their biggest monthly losses 
since mid-2016. Investors are watching to see if 

the eurosceptic Paolo Savona would be 
appointed to the economy minister position. 
"It is a major blow for Europe potentially," 

Savary said. "As long as (coalition partners) play 
the game of speaking unwisely, bond yields can 
go higher." 
Elsewhere, emerging markets remained under 
heavy pressure, with currencies down 0.3-0.6 
percent across the board. The selling storm was 
concentrated on Turkey where the lira fell more 

than 3.5 percent, bringing losses just in May to 
more than 16 percent.  
Turkish bond yields have jumped to almost 15 
percent, more than 250 bps up from the end of 

April, with an emergency interest rate rise 
looking all but certain.  

"I doubt (the Turkish central bank) have time to 
wait until June 7 for the scheduled meeting – the 
lira is in freefall and concrete steps are urgently 
required to slow down this quite rapid rate of 
depreciation," Rabobank analyst Piotr Matys 
said. 
 
(Reporting by Sujata Rao 
Additional reporting by Hideyuki Sano and Tomo 

Uetake in Tokyo; Karin Strohecker in London  
Editing by Louise Ireland) 
(( sujata.rao@thomsonreuters.com ; +44 20 7542 
6176 sujata.rao.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 
 

ANALYSIS 
 

Why Turkey and Argentina are the 

main emerging market weak links  

21-May-2018  

 Turkey has one of the lowest reserves as 

pct of short-term debt 

 Argentina banks have vulnerable currency 
exposure 

 Higher borrowing costs hit Malaysia, 

Turkey, Chile hardest 

By Marc Jones 
LONDON, May 18 (Reuters) - Running the 

numbers on foreign exchange reserves and 

general exposure to the dollar throws up 
some of the reasons why Turkey and 
Argentina have been at the heart of the recent 
emerging market sell-off.  

Economists have been quick to pin the blame on 
problematic politics, high deficits and even 
higher inflation, but as these graphics show, 
there are many other issues below the surface. 
Turkey's currency reserves compared with debt 

payments due in the coming year already looked 
small versus most of its peers, according to 
Bank of America Merrill Lynch analysis. 
As a ratio, those reserves were already under 90 
percent of the country's 2018 maturing debt, 
which in the simplest terms means that without 

access to borrowing markets or generating extra 

reserves, it would in theory default. 
Argentina's figure is probably close to that too 
now having sold $8 billion of its reserves since 
the start of March in its failed bid to stop a 25 
percent fall in the value of the peso.  
Malaysia and Ukraine's figure aren't stellar 

either, but are at least still above the 100 
percent threshold deemed to be the safe 
minimum. 
"The bottom line is that everybody except 
Turkey has good reserves," said BAML's David 
Hauner, adding that capital flows where now the 
key thing for under pressure emerging markets.  

Respected flow tracker, the Institute of 

International Finance, has looked at other areas 
of stress too, such as the currency exposures of 
banks in a country. 
Though most major banking systems in the 
developing world are much more robust these 

days, there are exceptions where a crisis could 
be triggered if dollar-denominated loans start to 
default. 
IIF data points to Argentina's banks that have 
high levels of 'net open FX positions' - effectively 
where dollar loans are not balanced out by dollar 
deposits.  

Argentine banks' net open positions are at 14 
percent and India too looks relatively high at 
over 8 percent. Turkish banks on the other hand 

look good in this respect at under one percent, 
thanks to deeply ingrained currency hedging 
practices. 
"If the net open position is high, the possibility 

of a currency mismatch is high," IIF capital 
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markets department deputy director, Emre Tiftik 

said. 

Another area they consider are banks' loan-to-
deposit ratios. If these are over 100 percent, as 
in Turkey, but also in South Africa, Chile, Mexico 
and Colombia, any significant freeze in lending 
markets can prove dangerous. 
On the plus side Tiftik says overall reserve levels 

in emerging markets are expected to accumulate 
this year at a rate of around $225 billion, a 
slightly smaller rise than last year. 
The fact China now has restrictions stopping 
money leaving the country has also prevented a 
'taper tantrum'-style exodus of capital there, 

which means Beijing hasn't had a major 
depletion of its giant reserves stockpile. "They 
are very much in charge of the movements 

now," Tiftik added. 
DOLLAR DEBT 

The other obvious pressure point is emerging 
markets' record $3.7 trillion dollar-denominated 
debtpile after years of ultra-low global interest 

rates. 
The Bank for International Settlements - the 
central bank for the world's central banks - 
estimates that China's firms have $530 billion of 
that total, with Mexico next at $265 billion. 
Here too though Turkey and Argentina have 

sizeable piles at almost $200 billion and $150 
billion respectively. 
Economists at UK-based Oxford Economics 
estimate that a 100 basis point rise in 10-year 

U.S. Treasury yields feeds pretty much one-to-
one into the borrowing costs of Mexico, 
Indonesia and Turkey. 

Such moves add the equivalent of 0.2 percent of 
annual economic output to the cost of servicing 
debt in Turkey and Chile and 0.3 percent of GDP 
for Malaysia. 
 
(Reporting by Marc Jones; Editing by Toby Chopra) 
(( marc.jones@thomsonreuters.com ; +44 (0) 207 
542 9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs) ) 
(c) Copyright Thomson Reuters 2018.  
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