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ASIA 
 

Bahrain 

S&P affirms Bahrain's B+/B ratings  

04-Jun-2018  
S&P Global Ratings has affirmed its B+/B long 
and short term foreign and local currency 
sovereign credit ratings on Bahrain. 

The Government of Bahrain's slow fiscal 
response to past declines in oil prices has led to 
a large and growing stock of government debt. 
In addition, gross international reserves are both 

low and volatile. However, the outlook remains 
stable reflecting that the central bank would be 
able to meet a surge in demand for foreign 
currency over the next 12 months and potential 

financial support from neighbouring sovereigns, 
said S&P. 
Government external bond and Sukuk 
issuance has been the main support for the 

Central Bank of Bahrain's gross international 

reserves in 2017 and continuing into 2018. 
This funding was followed by an average $280 
million-drain on reserves in the subsequent 
months. The base level of reserves has been 

trending lower after each sustained decline 
before the government issues more bonds. 

"We expect a modest narrowing in Bahrain's 
current account deficit this year and the next 
compared with the past two years, based on our 
assumption of higher oil prices", said S&P. 
Bahrain's retail banks, the main domestic 

intermediators, appear in healthy in terms of 
liquidity, capitalisation, and leverage, with a 
loan-to-deposit ratio of 65 per cent and there is 
expectation for fiscal imbalances to moderate, 
from close to 10 per cent of GDP in 2017 to 
around seven per cent by 2021. 
 
Copyright (c) 2018 Sourced by MIST all rights 
reserved 
©Thomson Reuters 2018. All rights reserved. 
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China 

China shows faster pace of economic 

restructuring, but still relying on credit  

05-Jun-2018  
BEIJING, June 5 (Reuters) - China's economic 

restructuring is picking up pace, with its 
manufacturing sector showing signs of a shift 
to higher value-added areas - a credit 
positive, analysts at Moody's Investors 
Service said on Tuesday.  

China has been cutting excess capacity in heavy 
industry in recent years to revive profitability in 

the sector and reduce high debt levels, while 
encouraging factories to shift to higher-value 

production such as robotics and aerospace under 
its Made in China 2025 initiative.  
"If such measures lead to a reallocation of 
labour and capital resources that shift credit 

towards sectors with higher productivity growth, 
it will support the Chinese government's credit 
quality by increasing its debt-carrying ability," 
Marie Diron, managing director of Moody's 
Sovereign Risk Group, said at a conference in 
Beijing.  
But Diron cautioned that liabilities of state-

owned enterprises continue to outpace economic 
growth, even as authorities have been making 
some progress in reducing risks in the financial 

system. 
Moody's downgraded China's sovereign credit 
rating by one notch to A1 in May last year on 
concerns debt would continue to rise as 
potential economic growth slows, and the 

firm's outlook on China remains broadly 
similar to its view from a year ago, Diron said 
later in an interview with Reuters.  

The extent to which China was able to rein in 
shadow banking over the last year with 
economic growth remaining strong was 
surprising, Diron said, though China's economy 
still relies on stimulus to grow as current growth 

rates are higher than Moody's estimate for 
potential organic GDP growth.  

China and the rest of Asia also continue to face 
external risks such as punitive U.S. trade 
measures, as China remains reliant on 
technology supplies from the U.S. and other 
advanced economies in the short term, 

according to a presentation by Moody's at the 
conference.  
But in the longer term, China will stay focused 
on developing high-tech sectors, with or without 
U.S. supplies, as they are key to its growth plan, 
said Lillian Li, vice president at Moody's Credit 
Standards and Research Group.  

"China has the financial and policy levers to 
pursue this plan, and sustained higher public-
sector spending would not materially alter its 

fiscal strength and sovereign credit profile," Li 
said at the conference.  
The United States and China have threatened 

tit-for-tat tariffs on goods worth up to $150 
billion each, as President Donald Trump pushes 

Beijing to open its economy further and address 

the United States' large trade deficit with China. 
Moody's also expects more credit defaults in 
China as tightening funding conditions make it 
harder for some companies to refinance their 
debt. 

Companies with weak balance sheets and those 
relying on short-term debt for refinancing are 
particularly vulnerable, said Ivan Chung, 

associate managing director with Moody's 
Corporate Finance Group.  
At the same time, risk aversion is rising as 
banks and investors are now more concerned 
about the fundamentals and liquidity of issuers. 
Moody's also said China's banking system has 
entered a period of slower growth, in response 

to Beijing's push to reduce regulatory arbitrage, 

opaque investments and other shadow banking 
activities.  
 
(Reporting by Stella Qiu and Ryan Woo; Additional 
reporting by Elias Glenn; Editing by Kim Coghill) 
(( yifan.qiu@thomsonreuters.com ; 86-10-66271289; 
)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Analysts reject notion Beijing should 

use its Treasuries holdings as a 

weapon in trade row 

05-Jun-2018  
Analysts reject notion Beijing should use its 
Treasuries holdings as a weapon in trade row, 
saying past crises have shown the need for 
these liquid reserves 

The exact total is not known but at last count 
China held at least US$1.19 trillion in US 
Treasuries. 
The investment is one of the most liquid and 
secure places for Beijing to park its massive pile 

of foreign exchange, so much so that China is 
now the United States' biggest foreign creditor 
with about 8 per cent of its outstanding debt. 
The real figure could be much higher when 
Beijing's proxy investors are factored in. 
As China and the United States edge towards a 

trade war, some commentators have suggested 

that Beijing's stockpile is so big that it gives it a 
"nuclear option" - the power to retaliate by using 
a sell-off of the debt to send shock waves 
through the US financial system. 
But other analysts say China is still unlikely to 
dump its vast holdings of US bonds, and that its 

appetite for the debt will increase in years to 
come as two big shifts take place: its foreign 
reserves shrink and its foreign debt repayment 
obligations grow. 
Safe hands 
China has been using its forex reserves to buy 
US Treasuries for decades, attracted by the 
liquidity and security offered by the world's 

biggest economy. 

The State Administration of Foreign Exchange 
(SAFE), an arm of China's central bank, 
manages the country's US$3.1 trillion in foreign 
reserves. 
SAFE has never disclosed details about its 
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portfolio of reserves, treating the information as 

a state secret. But it has openly declared its 

faith in US bonds. 
This preference for US debt went largely 
unchallenged until 2007-2008, when the fall 
of the Lehman Brothers investment firm set 
off the worst economic crisis in the US since 
the 1930s, hurting confidence in the dollar 
and in Treasuries as a safe haven. 

China sought to manage the crisis with a 

massive stimulus programme, unleashing cash 
for a wave of infrastructure projects. 
As this increased demand for energy and 
commodities and China's capital inflows seemed 
unstoppable, mainland commentators said the 
country should invest in anything but "low-yield" 
US government bonds. Some even suggested 

that Beijing should give away its reserves to its 
people - a suggestion SAFE -dismissed as 
impossible. 
In an effort to obtain higher returns on 
investment than US government bonds could 
deliver, China Investment Corporation, a 
sovereign wealth fund, was created to take 
over the handling of US$200 billion in assets 
from SAFE. 

SAFE also reorganised its management of 
foreign reserves to diversify its investments. By 
2011, it had a "co-financing" unit to delegate 
money to state lenders such as China 
Development Bank for financing overseas deals, 
according to a SAFE report. 

The era also saw SAFE set up overseas 

corporate units, including SAFE Investment in 
Hong Kong and Gingko Tree Investment in 
London. Gingko Tree operates like a real estate 
fund targeting European trophy properties. It 
made headlines in 2013 by buying a 40 per cent 
stake in UPP Group Holdings, a major provider of 
university accommodation in Britain, for £550 

million (HK$5.7 billion). It also teamed up with 
AXA and South Korea's Hanwha Group for a 
£472 million buy-out of London office building 
Ropemaker Place. 
China's disdain for US bonds also grew with 
its confidence that it had enough foreign 
reserves to weather a financial storm, with 
Premier Li Keqiang saying the stockpile was 

so big it had become a "burden" for the 
country. 
Reversal of fortune 

That perception, however, soon reversed. After 
reserves peaked at US$3.99 trillion in June 
2014, China's financial and economic climate 
suddenly grew chillier and Beijing struggled to 
"defend" its reserves. 

Its attempts to stem a massive stock market 
rout - stepping in with curbs on new share 
issues and enlisting brokerages and fund 
managers to buy massive amounts of shares, 
and a yuan devaluation that sparked accusations 
of currency manipulation - sent capital flowing 

out of the country. 

The leadership under President Xi Jinping 
responded quickly with an iron fist to keep the 
exchange rate stable and capital in the country. 
China's biggest deal makers, including Dalian 

Wanda Group and HNA Group, were told to sell 

overseas assets quickly to repatriate funds, and 

SAFE adopted draconian capital account 
measures to discourage outbound payments. In 
the aftermath, US debt started regaining some 
of its shine in China. 
Alan Wheatley, an associate fellow of 
international economics at British think tank 

Chatham House, said the upheaval showed 
Beijing "the importance of holding safe, liquid 
assets that can be sold in an instant … especially 
US Treasuries". 
Wang Yongzhong, a senior researcher with the 
Chinese Academy of Social Sciences' Institute of 

World Economics and Politics, agreed, saying: 
"US Treasuries are the favourite asset class [for 
countries] during financial market turbulence." 

Trade war 
That turbulence has abated but new turmoil has 
arrived in the form of trade tensions between 
China and the US. 

Amid threats of tariffs and counter-tariffs, 
speculation has grown in China that the central 
government is weighing whether to retaliate by 
halting or slowing its US Treasuries purchases. 
SAFE has been swift to dismiss such 
suggestions, saying it would continue to buy US 
Treasuries according to global market principles. 

A source told the South China Morning Post that 
the idea of dumping any of China's US$1.19 
trillion in US Treasuries had never been on the 
table for the administration. 

The source said it was "in SAFE's DNA" to park 
most of its money in bonds. 

"The command chain is quite long … and it often 
takes weeks to change a trading strategy," she 
said, adding that such an investment 
environment was "suitable for bonds [but] not 
for stocks or derivatives". 
In addition, analysts say US Treasuries offer the 
kind of security China needs to protect itself 

against a range of financial and political 
uncertainties abroad. 
Li Jie, head of the Foreign Reserves Research 
Centre at the Central University of Finance and 
Economics in Beijing, said that with a hawkish 

administration presiding over the US Federal 
Reserve, China needed liquid assets to prepare 

for a rainy day - and no asset was more liquid 
than US government bonds. 
"Every cycle of US interest rate increases is a 
crisis for emerging markets … Argentina and 
Turkey are already wobbling," Li said. 
"China needs enough liquid assets to keep the 

yuan exchange rate stable." 
The desire for liquidity can be seen at Gingko 
Tree, which has eased up on acquisitions and 
even started to sell. 
Ropemaker Place in London, for instance, is 
being put up for sale, according to CoStar, a 
British commercial property agent and 

information provider. 
Trouble at home 
On top of that, analysts say the liquidity of US 
Treasuries can help China counter weaknesses in 
its own fundamentals, providing a stable asset 
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with global value as the country's foreign debt 

keeps rising and its international payment 

fundamentals worsen. 
China's foreign exchange reserves - its 
holdings of cash, bank deposits, bonds and 
other financial assets denominated in 
currencies other than the yuan - have on the 
surface remained steady over the past year 
and half, hovering at some US$3.1 trillion. 

But the amount of China's foreign debt - the 

loans it owes other countries or the institutions 
of other countries - reached US$1.7 trillion as 
the end of 2017, up US$300 billion from a year 
earlier, according to SAFE data. 
China's central bank has been borrowing from 
other countries through currency swaps with 
foreign central banks, although it is not known 

whether the borrowed money was billed into the 
country's reserves. 
According to its first quarter monetary policy 
report, the People's Bank of China borrowed 
US$222 billion worth of foreign currencies from 
other central banks but only lent US$65 billion in 
return. 

Such debts could mean China has to put a 
bigger share of its reserves in liquid assets, not 
buildings in -London, to cope with its repayment 
needs. 
In a sign that its international payment 
fundamentals are worsening, the first quarter 

saw China post its first quarterly current account 
deficit since joining the World Trade 

Organisation in 2001, which means it now buys 
more goods and services than it sells to the rest 
of the world. 
China's bilateral trade surplus with the US is 
bigger than the country's overall surplus. 

Thus, China would have an overall trade deficit if 
US President Donald Trump's demand for 
balanced Sino-US trade became a reality. 
Offloading US Treasuries could strip China of its 
major buffer against capital outflows, putting the 
world's number two economy into a dangerously 
unstable financial position. 
Limited options 
In spite of policy and political uncertainty 
under Trump, the liquidity and security that 
US Treasuries offer continue to be unrivalled 
by any other form of asset, analysts say. 

Arthur Kroeber, co-founder and research head of 
Gavekal Dragonomics, said a Chinese sell-off of 
US Treasuries was very unlikely and would only 
make Beijing look reckless and foolish - the last 

thing Xi would want as China seeks to play the 
"good guy" in contrast to the unpredictable 
Trump. 
A big sale from China of US Treasuries in the 
open market would also mean China having to 
buy replacement assets, but there were none 

constituting a viable alternative, Kroeber said. 
It is not surprising then that during three rounds 
of trade talks between Beijing and Washington, 

neither side has publicly made China's holding of 
Treasuries an issue for negotiation. 
 
Additional reporting by Orange Wang 
Copyright © 2018 South China Morning Post All rights 

reserved. 
 
 
 

India 

India Bonds Gain Before Auction 

Outcome, Short Covering Aids  

08-Jun-2018  
By Dharam Dhutia 
NewsRise 
MUMBAI (Jun 08) -- Indian government notes 

stayed higher in afternoon trade, ahead of the 
results of the weekly debt auction, while short 
covering helped bonds rebound after the 10-

year benchmark yield hit a three-and-a-half 
year high in opening trade. 

The benchmark 7.17% bond maturing in 2028 
changed hands at 94.98 rupees, yielding 7.93%, 
at 1:00 p.m. in Mumbai, against 94.55 rupees, 
yielding 7.99%, yesterday. The note opened at 
94.30 rupees, lowest since its issuance on Jan. 
5, yielding 8.03%, highest since Dec. 2, 2014. 

The rupee was at 67.56 to a dollar against 67.12 
at previous close. 
India’s federal government will sell four bonds 
worth 120 billion rupees today, including 40 
billion rupees of the benchmark paper. 
“After the initial rally due to short squeeze, 
bonds have been trading sideways as all eyes 

are on the auction results,” said a trader with a 

private bank. “If someone corners the stock at 
auction, then a second round of rally will 
happen.”  
Indian bonds had taken a hit after India's 
Monetary Policy Committee hiked the key 
policy rate by 25 basis points earlier this 
week, while maintaining a 'neutral' policy 

stance. It was the first rate hike since January 
2014. 

The rate hike, coupled with other tweaks 
announced at the meeting, had pushed the 
benchmark yield higher by as much as 20 basis 
points. 
Meanwhile, a majority of the 15 economists and 

analysts surveyed by NewsRise expect the rate-

setting panel to raise interest rates by at least 
another 25 basis points by March-end.  
Crude oil prices stayed higher as Venezuela 
struggled to meet its supply obligations, 
according to a Reuters report. The benchmark 
Brent crude oil was at $77.25 per barrel.  

U.S. Treasuries reversed the prior day's sell-off, 
as safe-haven demand rose on tensions between 
the United States and its major trade partners 
ahead of the Group of Seven summit. The 10-
year U.S. Treasury yield was at 2.92% in Asian 
trade after declining five basis points in the 
previous session. 

 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
- Edited By Gourab Das 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
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India rate hike upsets Modi's election 

year budget maths  

08-Jun-2018  
•First rate hike in 4 years to push up 
government borrowing costs 

•Higher rates may hit economic recovery, 
widen fiscal deficit 
•Weak rupee, higher oil, deficit increase 
chances of further hike 

By Suvashree Choudhury and Manoj Kumar 
MUMBAI/NEW DELHI, June 7 (Reuters) - The 

Indian central bank's first interest rate rise 
since Prime Minister Narendra Modi came to 
power could not have come at a worse time 
for a government grappling with spending 

constraints, voter discontent in the rural 
heartlands and rising oil prices. 

The rate increase, the first in more than four 
years, is likely to be followed by one or two 
more this year, economists predict, pushing up 
overall borrowing costs for the government and 
companies alike. 
Higher interest rates are likely to make it 

tougher for the government to borrow from 
the market and hurt a recent pick-up in the 
economy, while dampening revenue collection 
and burning a bigger hole in the government's 
fiscal deficit than the budgeted target of 3.3 
percent of gross domestic product (GDP). 

For Modi that represents a double whammy, as 
he looks to step up spending to woo disgruntled 

voters ahead of a general election next year 

without spooking skittish foreign investors. The 
fiscal maths are getting challenging on rising 
fuel prices, a weakening rupee and subdued 
investments. 
"This could be the worst year for us, as budget 
calculations are under stress," a senior finance 
ministry official, who declined to be named, told 

Reuters, adding there was a worry of at least 
one more rate hike by December. 
"The rising crude oil prices are already giving 
sleepless nights as the government may have to 
cut tax on fuel products sooner rather than 
later," the official added. 
India's economy grew at 7.7 percent in the first 

three months of the year, the fastest pace in 
nearly two years. That would be an impressive 
clip for most countries, but more is needed to 
create enough new jobs for the 1 million young 
people entering the country's workforce each 
month. 
FEELING THE PRESSURE 

The government's spending plans have already 
been threatened by setbacks to flagship reforms. 
An estimated $1.2 billion-$1.5 billion Air India 
privatisation plan flopped when the stake it was 
selling in the flag carrier failed to attract a single 
bid by last week's deadline, putting at risk its 

800 billion rupees ($11.93 billion) divestment 

target. 
Meanwhile, the sovereign 10-year bond yield has 
risen by 60 basis points since start of the fiscal 
year in April, and is near a three-year high due 
to a lack of investors. Similarly top-rated 
corporates, including National Bank for 

Agriculture and Rural Development, Small 

Industries Development Bank of India and 

National Housing Bank, have deferred their bond 
issuance plans due to a lack of buyers. 
To top this, foreign holders have sold a net 
$4.3 billion of Indian debt so far this year as 
investors have grown wary of emerging 
economies facing twin fiscal and current 
account deficits and higher inflation that 
could pose overheating risks.  

The stock market has held up so far, but some 
analysts caution that concerns over a loosening 
of fiscal discipline ahead of the election could 
trigger equity outflows as well. 
The Reserve Bank of India (RBI) raised its key 
repo rate on Wednesday by 25 basis points to 
6.25 percent - the first change since a cut of the 

same size in August last year - as higher oil 
prices, a sharp fall in the rupee and potential 
stronger consumer spending threatened to spur 
inflation beyond its 4 percent medium term 
target.  
"The rate hike will push up the government's 
interest financing cost and add to the fiscal 

deficit pressure on one hand," said Soumya 
Kanti Ghosh, chief economist at State Bank of 
India. "And on the other hand, the nascent 
recovery in growth on the back of consumption 
demand will also slow down as retail lending 
rates will go up sooner than later." 

MODI'S ELECTION BUGLE 
After a setback at a by-election in India's most 

populous state last week showed Modi's waning 
popularity in the countryside, where most 
Indians still live, the government has stepped up 
its so-called populist spending to please the 
voters. 

Already the government has unveiled a support 
package for sugar farmers to put a floor under 
prices that could cost about 40 billion rupees 
($597 million) outside the budget.  
Further measures, including loan waivers to 
farmers by regional governments, higher 
minimum purchase prices for grains, fuel 

subsidies to prevent pump prices from rising 
sharply and higher than budgeted rural wage 
payouts could blow a big hole in the fiscal 

deficit.  
That could set up the RBI for a face-off with the 
government and also prompt further rate 

increases after it warned in its monetary policy 
statement that moving away from the fiscal 
deficit roadmap could push up inflation risks. 
"India's combined fiscal deficit is already quite 
high and since this is an election year, both 
state and central governments are coming up 
with populist spending steps which will push up 

the fiscal deficit and add to inflation pressures," 
said A Prasanna, chief economist at ICICI 
Securities Primary Dealership. "This increases 
the probability of further rate hikes." 

 
($1 = 67.1075 Indian rupees) 
(Additional reporting by Neha Dasgupta; Editing by 
Alex Richardson) 
(( suvashree.dchoudhury@thomsonreuters.com ; +91-
22-61807223; Reuters Messaging: 
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suvashree.dchoudhury.thomsonreuters.com@reuters.n
et )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Indonesia 

Indonesia raises 11.7 trillion rupiah in 

bond auction  

05-Jun-2018  
JAKARTA, June 5 (Reuters) - Indonesia raised 

11.7 trillion rupiah ($843.12 million) in a 
bond auction on Tuesday, above its indicative 
target of 10 trillion rupiah, the financing and 
risk management office at Finance Ministry 
said in a statement. 

The government sold 15 trillion rupiah in bonds, 

the auction's maximum target, at the previous 
auction on May 22. 
The government on Tuesday sold T-bills 
maturing in September 2018 with a weighted 
average yield of about 5.30 percent, and those 
maturing in June 2019 with around 6.0 percent. 
The weighted average yields of the bonds sold 

on Tuesday were mostly lower than yields of 
comparable bonds at the last auction.  
Tuesday auction's total incoming bids were 
29.31 trillion rupiah, compared with 31.48 
trillion rupiah in the previous auction. 
 
($1 = 13,877 rupiah) 
(Reporting by Nilufar Rizki Editing by Sherry Jacob-
Phillips) 
(( nilufar.rizki@thomsonreuters.com ; +6221 2992 
7611  
Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Israel 

Israel studying capital gains tax cut for 

small investors  

05-Jun-2018  

JERUSALEM, June 5 (Reuters) - Israel's 

government is looking at reducing capital 
gains taxes to "small investors" to accelerate 
economic growth, Finance Ministry Director-
General Shai Babad said on Tuesday. 

"Growth in Israel in 2018 will be 3.5 percent," 
Babad told a business conference. "We are in 
favour of tax cuts also in the capital market. We 
will examine a cut in tax on gains in the capital 
markets for small investors with profits up to 
50,000 shekels ($14,000)." 
Israel's capital gains tax stands at 25 to 30 

percent. 
Finance Minister Moshe Kahlon, a proponent 
of lower taxes, has said he planned to further 
decrease the public's tax burden after a series 
of income, sales and corporate tax reductions 
in the past few years -- moves that have been 
met with criticism from the central bank. 

He had sought to announce a tax cut last month 
but tax revenue in April was not deemed high 

enough to justify a reduction at the time. Tax 

income rose 5.7 percent over the first four 

months of 2018. 
 
($1 = 3.5712 shekels) 
(Reporting by Steven Scheer; Editing by Tova Cohen) 
(( steven.scheer@thomsonreuters.com ; +972 2 632 
2210; Reuters Messaging: 
steven.scheer.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/StevenMScheer) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Jordan 

Jordan's king appoints economist to 

form new government, calls for tax 

dialogue  

05-Jun-2018  
AMMAN, June 5 (Reuters) - Jordan's King 

Abdullah tasked a former World Bank 
economist on Tuesday with forming a new 
government and called for broad talks on a 
planned income tax law that has provoked the 
country's biggest protests in years. 

The king appointed Harvard-educated Omar al-

Razzaz after accepting Hani Mulki's resignation 
as prime minister, attempting to defuse public 
anger over IMF-driven reforms. 
Reports on Monday of Razzaz's impending 
appointment did not entirely quell the protests. 

About 2,000 people rallied overnight demanding 
the tax law be withdrawn. 

Price increases, after a steep rise in general 
sales tax and the abolition of bread subsidies 
earlier this year, have brought thousands of 
people onto the streets of Amman and other 
parts of Jordan in recent days. This has shaken 
the U.S. ally which has remained stable through 
years of regional turmoil. 

The king said the new cabinet should review the 
tax system and immediately start a dialogue 
over the draft income tax law, which protesters 
have staunchly opposed. He said political 
parties, unions and civil society groups must 
take part in the talks. 

"Your government's priority must be to launch 
the potential of the Jordanian economy ... to 
restore its ability for growth and providing job 
opportunities," he said in a letter designating 
Razzaz. 
The monarch, widely seen as a unifying force, 
addressed the protesters' demands. He said 

price rises had placed a burden on Jordanians 
and called for improving services, blaming 
regional instability for hampering the sluggish 
economy.  
Razzaz served with the World Bank in both 
Washington and the Mideast region, and was 
education minister in the outgoing government.  

Officials said he had been an opponent of 
reforms that hurt the poor. His appointment 
nevertheless sends a message to foreign donors 
that Jordan will press ahead with reforms, 
though in a gradual way, they said. 
ECONOMIC REFORM CALLS 
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The International Monetary Fund (IMF) 
approved a three-year arrangement with 

Jordan in 2016 to support economic and 
financial reform, aiming to lower public debt 
and encourage structural change. 

Mulki's government said it needed more revenue 
for public services, arguing that the tax reforms 
would reduce social disparities by placing a 
heavier burden on high earners and leaving 
lower-paid state workers relatively unscathed. 

But public anger has grown over some of the 
measures driven by the IMF. There was also 
unrest in 2012 when the IMF told the 
government to lift gasoline prices. 
Jordan has backed down on reforms in the past, 
fearing a social backlash. Until Mulki took office, 
governments had repeatedly pushed back the 

increase in bread prices and tax changes.  
The country experienced protests to demand 
political reforms during the 2011 Arab uprisings, 
and has navigated years of instability at its 
borders, including wars in Iraq and Syria and 
conflict in the Israeli-occupied West Bank. It now 

hosts close to 700,000 Syrian refugees. 
The regional crisis has affected the economy of 
the Arab nation already poor in resources. 
Jordan's unemployment rate stands at 18.4 
percent, according to government statistics.  
Police said on Monday the protests remained 
under control, though officers had detained 60 

people in recent days.  
 
(Reporting by Ellen Francis, additional reporting by 
Angus McDowall; editing by John Stonestreet and 
David Stamp) 
(( Ellen.Francis@thomsonreuters.com )) 
(c) Copyright Thomson Reuters 2018. 
 
 

IMF to work with new Jordan 

government to release more funds-

spokesman  

07-Jun-2018  
WASHINGTON, June 7 (Reuters) - The 

International Monetary Fund will work with 
Jordan's new government to complete a 

review of the debt-burdened country's IMF 
loan program as soon as possible to release 
another $70 million to Jordan, an IMF 
spokesman said on Thursday. 

The spokesman, Gerry Rice, told a regular news 
briefing that the IMF welcomed a call from 
Jordan's King Abdullah for a "national dialogue" 
over tax legislation that has sparked the protests 

that have brought down the country's 
government. 
He did not comment on a Reuters report that 
Jordan was seeking to slow down fiscal reforms 
that are a key part of fiscal consolidation plans 
pushed by the IMF to reduce Jordan’s large 
public debt. (Full Story) 

Rice also called on the international donor 
community to take a stronger role in supporting 
Jordan as it struggles with fiscal strains caused 
by taking over 1 million Syrian refugees and 
higher security costs.  
 

(Reporting by David Lawder; Editing by Cynthia 
Osterman) 
(( David.Lawder@tr.com ; +1 202 354 5854; Reuters 
Messaging: 
david.lawder.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

Kuwait 

Moody's says Kuwait's Credit Profile 

Reflects Large Hydrocarbon Reserves 

And Low Government Debt   

07-Jun-2018  
June 7 (Reuters) - Moody's :  
Moody's - Kuwait's credit profile reflects large 
hydrocarbon reserves and low government 
debt. 

Moody's - Kuwait's key credit challenge is its 
very high dependence on oil and resulting 
volatility for its economy, exports and 
government finances. 

Moody's- Kuwait's credit profile would be 
supported by a steady diversification of 
government revenues and economic activity 
away from the oil sector. 

Moody's - estimates Kuwait's budget balance will 
return to surplus of around 7.0% of gdp in 
2018-19 fiscal year, driven largely by rising oil 
prices. 
Moody's- Kuwait will maintain an extraordinarily 

strong government balance sheet and an overall 
net asset position. 

 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Malaysia 

Malaysia’s 1MDB purges may hurt 

before they help  

06-Jun-2018  
By Clara Ferreira-Marques 
SINGAPORE, June 6 (Reuters Breakingviews) - 
Malaysia's 1MDB purges may hurt before they 

help. The central bank is the latest institution 
caught in the backlash over the disgraced 
wealth fund. More heads will roll in the 
bureaucracy and beyond, creating extra 
uncertainty just as external pressures mount 
and fiscal plans shift. 

A replacement for Governor Muhammad 
Ibrahim, who has run Bank Negara Malaysia for 
just two years, could be announced on 
Wednesday, Reuters reported. Politicians and 

media have criticised Muhammad for the bank’s 
purchase of government land for about $500 
million, cash the new administration says was 
then used to repay some 1MDB debts. He says 

the deal was legal and done at a fair value. 
Central bank independence is especially valuable 

in emerging markets, so it is worrying any time 
a governor is ousted. On the other hand, one of 
Muhammad’s first actions after being appointed 
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by former Prime Minister Najib Razak was to end 

the bank’s investigation into 1MDB. He also 

lifted rates in January: helpful to Najib, although 
not unreasonable given the wider backdrop. 
Moreover, he will probably be replaced by a 
current or former deputy governor, and major 
changes to monetary policy are unlikely. So the 
bank’s credibility could actually improve.  

The episode nonetheless highlights a broader 
risk. The government is right to come down hard 
on the $6 billion 1MDB scandal. But with one 
influential elder talking of “cleansing the 
system”, there is a risk that this descends into 
vindictiveness, with many officials fired or 

prosecuted. The resulting climate of fear would 
make it harder to implement policy effectively. 
That's worrying when so much else is uncertain. 
New Prime Minister Mahathir Mohamad said 
last month that government debts were far 
higher than previously reported, at 80 percent 

of GDP. He is replacing a value-added tax which 
raised almost a fifth of government revenue last 

year with a less onerous levy and questioning 
the country’s relationship with China, which is a 
key source of funding. 
All of this comes against the background of an 
emerging market sell-off and the threat of a 
trade war that could batter export-oriented 
Malaysia. Cleaning up makes sense, but Kuala 

Lumpur should proceed cautiously. 
CONTEXT NEWS 
- Malaysia’s central bank governor, Muhammad 

Ibrahim, is discussing the terms of his 
departure, Reuters reported on June 5, citing 
people aware of the discussions. His 
replacement could be announced as early as 

June 6. 
- Muhammad, a career official at Bank Negara 
Malaysia, was appointed in 2016. His term had 
been due to run until 2021. 
- A surprise opposition win in last month’s 
general election ended six decades of political 

dominance by the Barisan Nasional alliance. 
- New Finance Minister Lim Guan Eng said last 
month that funds from a land sale made by the 
government to the central bank for about $500 

million were used to pay dues owed by disgraced 
sovereign wealth fund 1MDB. The central bank 
has said the transaction complied with 

government requirements. 
 
(Editing by Quentin Webb and Sharon Lam) 
(( clara.ferreira-marques@thomsonreuters.com ; 
Reuters Messaging: clara.ferreira-
marques.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Qatar 

Fitch Revises Qatar's Outlook to Stable; 

Affirms at 'AA-'  

05-Jun-2018  
Fitch Ratings-Hong Kong-June 05: Fitch Ratings 

has revised Qatar's Outlook to Stable from 

Negative and affirmed its Long-Term Foreign-

Currency Issuer Default Rating (IDR) at 'AA-'. 

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

rating action commentary. 

KEY RATING DRIVERS 
The revision of the Outlook to Stable reflects the 
following key rating drivers: 
Qatar has successfully managed the fallout from 
last year's rupture of trade, financial and 

diplomatic relations with the Quartet consisting 
of the UAE, Saudi Arabia, Bahrain and Egypt. 
Public sector liquidity injections have stabilised 
the banking sector and stemmed the outflow of 
non-resident funding. The fiscal deficit has 
narrowed sharply and we expect it to turn into a 
surplus in 2019. The economy has reconfigured 

its supply chains and continues to grow at a 
robust pace. There has been no escalation of 

measures against Qatar. 
Around USD10 billion in non-resident funding 
has flowed back into the banking system since 
November 2017, after falling by USD30 billion in 
June-October 2017, mainly due to withdrawals 

of deposits by Saudi Arabia and UAE-based 
clients. A return of non-resident funding has 
allowed the public sector to pare back its 
liquidity assistance to the banking sector by 
USD10 billion in January-April 2018, from 
cumulative injections of USD40 billion in June-

December, consisting mainly of placements by 
the Central Bank, the Ministry of Finance, and 
the Qatar Investment Authority (QIA). 
We estimate that sovereign net foreign assets 
(reserves plus other government assets less 
external debt) were USD236 billion (141% of 
GDP) in 2017, down from USD250 billion in 
2016 but still far above most 'AA' and 'A' 

peers. The decline is driven by a reduction in 

official Central Bank reserves to USD15 billion as 
at end-2017, down from USD32 billion at end-
2016. We estimate other government external 
assets at around USD270 billion as at end-2017, 
little changed from 2016 and mainly in the QIA. 
Strong asset market returns are estimated to 
have offset much of the impact on QIA external 

assets from repatriating liquidity into Qatar's 
domestic banks. 
The government fiscal deficit narrowed to 2.8% 

of GDP in 2017 from 6.3% of GDP in 2016, 
including the estimated investment income on 
the QIA, as falling spending offset weakness in 

hydrocarbon revenue (which reflects price 
movements with a lag). The immediate 
budgetary costs of the boycott appear to have 
been minimal and mostly relate to forgone 
revenue from the postponement of excise tax 
and VAT implementation. The spending decline 
was led by a 20% drop in capital spending, with 

the government not having to make payments 
for some project milestones that had slipped. 
Current spending also fell. 
We expect the government budget to be 

balanced in 2018 and to post a surplus of 2.9% 
of GDP in 2019 as higher oil prices seep through 
to public finances, excise tax and VAT are 

implemented in 2019 and growth in current 
spending is restrained. We expect capital 
spending to bounce back in 2018 and plateau at 
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QAR100 billion per year in 2018 and 2019. 

Our forecasts for the government budget are 

based on a baseline Brent oil price assumption of 
USD57.5/bbl (in line with our March 2018 Global 
Economic Outlook). We estimate that a 
USD10/bbl increase in oil prices could lead to an 
improvement in the fiscal balance of around 4% 
of GDP relative to our forecast, all other things 

equal. 
There are prospects for further medium-term 
improvements to public finances. Government 
infrastructure spending is likely to moderate 
after 2020, even if (as we expect) the 
government adds some new projects to the 

pipeline in order to sustain non-oil economic 
activity. This should help offset the fiscal effect 
of additional capital spending by Qatar 

Petroleum in 2020-2022 related to the planned 
20% expansion of LNG exports from the North 
Field. The government faces less pressure to 
increase public sector employment and maintain 

social benefits than many of its regional peers, 
given the small number and high level of wealth 
of Qatari citizens (only a small fraction of Qatar's 
total population). 
Real GDP expanded by 1.6% in 2017, and we 
expect a pick-up to 2.3% in 2018. Non-
hydrocarbon GDP grew by 4.2%, down from 

5.2% in 2016. Imports have recovered to their 
pre-June 2017 levels, reflecting the 
establishment of new shipping routes through 
Oman and India to Qatar's recently-opened 

Hamad port. The government's narrow tax base 
means revenues depend far more on 

hydrocarbons than on the rest of the economy, 
but steady economic performance will allow the 
government to press on with fiscal reforms and 
reduce the need to support the private sector. 
The tail risks of military confrontation or a 
blockade hitting Qatar's gas exports have 
receded, helped by the clarification of the US's 

stance. Domestically, support for the Emir and 
the government appears to have strengthened. 
Attempts by the Quartet to force companies or 
countries to pick sides in the dispute have not 
gained much traction, beyond the decisions by 

some banks to scale back their activities in 
Qatar. 

Qatar's 'AA-' ratings also reflect the following 
key rating drivers. 
The country's large banking sector relies heavily 
on non-resident funding and has concentrated 
exposures to a weak domestic real estate sector, 
which had been facing falling prices and 

overcapacity even before the Quartet's economic 
boycott. The central bank's real estate price 
index was down 9.3% yoy as of March 2018, 
having picked up slightly since January. The CPI 
sub-index for housing expenditure was down 
4.5% in April, reflecting falling rents. 
Nevertheless, for now, banking sector 

profitability is sufficient to absorb foreseeable 
pressure on funding costs and asset quality, and 
capitalisation levels remain adequate. 
Government debt rose to 58% of GDP in 2017, 
above the 'AA' median of 42% of GDP, and a 

27% of GDP increase over 2014, including T-bills 

and government overdrafts with local banks. The 

government borrowed heavily from domestic 
banks in 2017, while maintaining government 
and broader public sector (QIA) deposits in 
them. In our view, this reflected the 
government's desire to not formally draw down 
on the QIA or borrow abroad while the market 

conditions facing Qatar remained relatively 
unfavourable. As a result, deposits from the QIA 
and other public sector entities effectively 
funded bank lending to the government. As non-
resident inflows returned, the government used 
overdraft facilities to engineer a withdrawal of 

liquidity support. 
Qatar's government will have little need to seek 
new international financing after a USD12 billion 

international bond issue in April 2018, which will 
cover its net financing requirement for 2018-
2019. Despite the issuance, we expect the debt 
ratio to be broadly stable in 2018, as the 

government will reduce overdrafts to regular 
levels. 
Although Qatar's dispute with neighbours has 
not escalated, it appears no closer to being 
resolved and highlights Qatar's relative 
vulnerability to regional geopolitical shocks. 
Kuwait's mediation efforts appear to have 

stalled, while calls from the US for a resolution 
have not produced results. The UAE and Qatar 
have accused each other of airspace violations 
on a number of occasions, and Qatar has 

recently banned the import of goods from the 
Quartet. 

Qatar's 'AA-' ratings also reflect one of the 
world's highest ratios of GDP per capita, 
balanced against hydrocarbon dependence, 
government debt levels above those of rated 
peers, and mediocre scores on measures of 
governance and doing business (both below the 
70th percentile). Although the government has 

proposed reform measures to improve the 
business environment, including sweeping 
changes to the foreign ownership regime, these 
will take time to review and implement. 
SOVEREIGN RATING MODEL (SRM) and 

QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Qatar a score 

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

has migrated from 'A+' to 'A', but in our view 
this is only a temporary deterioration. 
Assuming an SRM output of 'A+', Fitch's 
sovereign rating committee adjusted the output 
from the SRM to arrive at the final LT FC IDR by 
applying its QO, relative to rated peers, as 
follows: 

•Public finances: +1 notch, to reflect 
exceptionally large government assets. 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centred averages, 
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including one year of forecasts, to produce a 

score equivalent to a LT FC IDR. Fitch's QO is a 

forward-looking qualitative framework designed 
to allow for adjustment to the SRM output to 
assign the final rating, reflecting factors within 
our criteria that are not fully quantifiable and/or 
not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that could, individually or 
collectively, lead to negative rating action are: 

•An escalation of tensions between Qatar and its 
neighbours that threatens economic and 
financial stability. 
•A further increase in public debt, for example 
due to renewed widening of fiscal deficits or a 
materialisation of large contingent liabilities. 

•A further deterioration in Qatar's external 

balance sheet. 
The main factors that could, individually or 
collectively, lead to positive rating action are: 
•A marked and sustained reduction in public 
debt. 
•A substantial improvement in Qatar's external 

balance sheet. 
KEY ASSUMPTIONS 
Fitch assumes that Brent crude prices will evolve 
in line with its March 2018 Global Economic 
Outlook. 
Fitch assumes natural gas prices will evolve 
broadly in line with oil prices. 

Fitch assumes that Qatar will continue to be able 
to export hydrocarbons and trade with countries 

that are not currently party to its dispute with 
neighbours. 
Fitch assumptions on the actual value of QIA 
assets are based on its top-down estimates and 
guidance provided by the Qatar authorities. Fitch 

further assumes that the majority of these 
assets can be monetised over time to meet 
liquidity needs as they arise. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 
'AA-'; Outlook revised to Stable from Negative 

Long-Term Local-Currency IDR affirmed at 'AA-'; 
Outlook revised to Stable from Negative 
Short-Term Foreign-Currency IDR affirmed at 
'F1+' 

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

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

Qatar debt ratio to stay 'stable' this 

year: Fitch  

07-Jun-2018  
Qatar may not tap the global markets for fund 
in the near future as the public sector liquidity 
injections have stabilised the banking sector 

and stemmed the outflow of non-resident 
funding, according to Fitch, an international 

credit rating agency. 

"Qatar's government will have little need to seek 
new international financing after a $12bn 
international bond issue in April 2018, which will 
cover its net financing requirement for 2018-
2019," Fitch said in a report. 
Despite the issuance, the rating agency expects 

Qatar's debt ratio to be broadly "stable" this 
year as the government will reduce overdrafts to 
regular levels. 
The sovereign debt rose to 58% of GDP (gross 
domestic product) in 2017, above the 'AA' 
median of 42% of GDP, and a 27% of GDP 
increase over 2014, including T-bills and 
government overdrafts with local banks. The 
government borrowed heavily from domestic 

banks in 2017, while maintaining government 
and broader public sector (Qatar Investment 
Authority or QIA) deposits in them. 

"In our view, this reflected the government's 
desire to not formally draw down on the QIA or 
borrow abroad while the market conditions 
facing Qatar remained relatively unfavourable," 
it said, adding as a result, deposits from the QIA 

and other public sector entities effectively 
funded bank lending to the government. 
"As non-resident inflows returned, the 
government used overdraft facilities to engineer 
a withdrawal of liquidity support," the rating 
agency said, finding that public sector liquidity 

injections have stabilised the banking sector and 

stemmed the outflow of non-resident funding. 
Around $10bn in non-resident funding has 
flowed back into the banking system since 
November 2017, after falling by $30bn in June-
October 2017, mainly due to withdrawals of 
deposits by Saudi Arabia and UAE-based clients. 
A return of non-resident funding has allowed the 

public sector to pare back its liquidity assistance 
to the banking sector by $10bn in January-April 
2018, from cumulative injections of $40bn in 
June-December, comprising mainly placements 
by the Qatar Central Bank, the Ministry of 
Finance, and the QIA. Fitch had on Tuesday 

revised its Qatar's outlook to "stable" from 

"negative" and affirmed long-term foreign 
currency issuer default rating at 'AA-'. 
 
Gulf Times/Gulf base 
Copyright (c) 2018 Sourced by MIST all rights 
reserved 
 
 

Saudi Arabia 

Saudi Finance Ministry appoints five 

local banks to deal in securities  

07-Jun-2018  

RIYADH, June 7 (Reuters) - Saudi Arabia's 

Finance Ministry signed an agreement on 
Thursday to appoint five local banks as 
primary dealers in local government 
securities, the ministry said.  

The five institutions are Alinma Bank, Bank al-
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Jazira, National Commercial Bank, Samba 

Financial Group and Saudi British Bank, a 

ministry statement said. 
In April, Saudi authorities listed riyal 
government bonds on the Saudi Stock 
Exchange for the first time, part of efforts to 

spur secondary market debt trading. A total of 
204.4 billion riyals ($54.5 billion) of bonds were 
listed.  

Future issues of local currency government 
bonds will also be listed, encouraging investment 
by non-bank investors such as mutual funds and 
insurers.  
 
(Reporting By Marwa Rashad Writing By Maha El 
Dahan, Editing by Peter Graff, William Maclean) 
(( Maha.Dahan@thomsonreuters.com ; + 9712 
4082101; Reuters Messaging: 
maha.dahan.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Sri Lanka 

Sri Lankan rupee hits fresh low on 

importer dollar demand  

06-Jun-2018  
COLOMBO, June 6 (Reuters) - The Sri Lankan 

rupee touched the lowest level since last 
week on Wednesday, as importer dollar 
demand surpassed mild selling of the 
greenback by exporters, dealers said. 

The spot rupee ended at 158.75/90, weaker 
from Tuesday's close of 158.60/75. It hit an 

intraday low of 158.80, a level it first reached on 
Friday, surpassing a previous low of 158.50 hit 
on May 16.  
The currency has declined 3.4 percent so far this 
year. 
"The importer (dollar) demand was there. Some 

foreign banks were on the buying side and the 
rupee ended weaker in the absence of state 
banks," a currency dealer said.  
Dealers said the rupee will be under pressure, 
with exporters staying on the sidelines in 
anticipation of a fall in the unit, in line with other 

emerging market currencies. 

The pressure on the currency is unwarranted as 
gross external reserves are at $9.1 billion and 
the real effective exchange rate indexes indicate 
that the currency is competitive, the central 
bank has said. 
Foreign investors sold government securities 
worth a net 787.24 million rupees ($4.97 

million) in the week ended May 30, bringing the 
outflow so far this year to 17 billion rupees, 
central bank data showed. 
 
($1 = 158.5500 Sri Lankan rupees) 
(Reporting by Ranga Sirilal and Shihar Aneez; Editing 
by Biju Dwarakanath) 
(( ranga.sirilal@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
ranga.sirilal.thomsonreuters.com@reuters.net ; 
www.twitter.com/rangaba)) 
(c) Copyright Thomson Reuters 2018. 
 

 

Thailand 

Fitch Affirms Thailand at 'BBB+'; 

Outlook Stable  

08-Jun-2018  
Fitch Ratings-Hong Kong/London-June 07: 
Fitch Ratings has affirmed Thailand's Long-
Term Foreign-Currency Issuer Default Rating 
(IDR) at 'BBB+' with a Stable Outlook. 

A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 
Thailand's 'BBB+' rating is underpinned by 
solid external and public finances, which 

enhance resiliency to economic shocks. These 

strengths are balanced by weaker structural 
features relative to peers, such as lower income 
per capita and World Bank governance 
indicators. Political uncertainty around the 
anticipated transition back to civilian rule also 

constrains the rating. 
Robust external finances are a core strength for 
Thailand's credit profile. Fitch expects the 
current account surplus to remain large on the 
back of strong goods and tourism services 
exports, but to narrow modestly to 8.1% of GDP 

by 2019 from 10.6% in 2017 as improved 
domestic demand spurs import growth. 
Sustained current account surpluses and higher 
capital inflows over the past several years have 

driven an appreciation of the Thai baht and 
facilitated the accumulation of foreign reserves 
to USD213 billion in May 2018 from USD156 

billion in 2015. The country's net external 
creditor position has continued to improve, 
reaching 46.3% of GDP in 2017, according to 
Fitch estimates, substantially higher than the 
'BBB' and 'A' medians. 
GDP growth in Thailand accelerated to 3.9% in 
2017 from 3.3% in 2016, bolstered by 

favourable global economic conditions and a 
nascent pick-up in domestic investment. Exports 
grew at their fastest pace since 2012, at 5.5%. 
Higher private investment in export-oriented 

industries helped mitigate a decline in public 
investment due to delays in project 

disbursements. 
Fitch forecasts ongoing growth momentum 
following a strong 1Q18 growth outcome, with 
the economy likely to expand by 4.2% in 2018 - 
above the 'BBB' median of 3.0%, but below 
south-east Asian peers. Domestic demand is 
likely to continue to gather pace, as public 

infrastructure investment rebounds and private 
investment continues to advance. Consumption 
is picking up modestly, but will likely be 
constrained by high household debt and the lack 
of broad-based growth across income levels. 
Fitch expects a modest deceleration in growth to 

3.9% in 2019 as global growth edges down from 

its 2018 peak. A potential increase in trade 
protectionism poses a downside risk for the 
economy, given Thailand's reliance on external 
demand. 
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We expect the Bank of Thailand's (BOT) policy 

stance to remain accommodative, with the policy 

rate on hold at 1.5% for the remainder of 2018 
as inflationary pressures remain subdued. Fitch 
forecasts inflation to remain at the lower end of 
the 1% to 4% target band, averaging 1.3% in 
2018 and rising to 1.6% in 2019. Thailand is 
relatively insulated from tightening global 

financial conditions, given its strong external 
position and the recent strengthening of the 
baht. 
Household debt has begun to decline, to 77.5% 
of GDP in 4Q17 from a peak of 80.8% in 2015. 
Continued deleveraging in conjunction with tepid 

wage growth is likely to weigh on consumption. 
An interest-rate or unemployment shock could 
hinder some households from servicing their 

debt, particularly low-income households. The 
banking sector appears resilient to such a shock 
as Fitch believes current capital levels and 
reserve coverage provide a solid buffer against 

potential financial shocks. Asset-quality risks 
from loans to the SME sector have risen over the 
past year, but appear to be subsiding as banks 
tighten underwriting standards and economic 
growth improves. 
Public finances remain sound despite the 
loosening of the fiscal stance over the past 
two years to facilitate higher public 

investment. In March 2018, the government 
passed a supplemental budget raising 
expenditure by THB150 billion to target rural 
development. Yet Fitch still forecasts the 
general government fiscal deficit in the 
financial year ending September 2018 (FY18) 
to be relatively stable compared with FY17, at 
0.9% of GDP. This deficit remains low 
compared with the 'BBB' median deficit of 
2.5% of GDP. Higher budget deficits and 
financing of the infrastructure investment will 

put the gross general government debt-to-
GDP ratio on an upward trend from its FYE17 
level of 32.6%, peaking in FY22 at 37.5% - 
still below the current 'BBB' median, 
according to Fitch estimates. 

Fitch believes the Fiscal Responsibility Law (FRL) 
adopted in April 2018 will contribute further to 

Thailand's prudent fiscal management. The FRL 
anchors fiscal policy by instituting caps on a 

number of fiscal indicators, including a public 
debt-to-GDP ratio of 60%. Furthermore, under 
the FRL, the government must develop a 
Medium-Term Fiscal Framework and improve 
guidelines on the use of quasi-fiscal activities 
through SOEs. 
The government has implemented a number of 

policies geared toward enhancing productivity 
and competitiveness, in part to confront 
structural headwinds from an ageing population. 
Thailand climbed 22 spots to 26th place in the 
World Bank's Ease of Doing Business rankings as 
a result of efforts to reduce red-tape in 

connection with starting a business; protecting 

minority investors; and improving contract 
enforcement. The government's Thailand 4.0 
and Eastern Economic Corridor (EEC) initiatives 
have the potential to boost medium-term growth 

by improving infrastructure, incentivizing foreign 

investment, and moving Thailand up the 

manufacturing value chain. However, it remains 
to be seen whether such investments can offset 
Thailand's structural headwinds, in light of the 
early stage of implementation. 
Relatively weak governance scores constrain 
Thailand's rating - in the 43rd percentile of the 

World Bank's Governance Indicators compared 
with the 'BBB' median score in the 58th 
percentile. Continued delays to the general 
election date over the past year, which is now 
expected in February 2019, add further 
uncertainty to the political landscape. It does not 

appear that political uncertainty has significantly 
weighed on growth and investment outcomes 
over the past few years, but the potential for 

renewed political fissures remains during the 
transition back to civilian rule. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Thailand a score 
equivalent to a rating of 'BBB+' on the Long-
Term Foreign-Currency IDR scale. 
Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final Long-
Term Foreign-Currency IDR by applying its QO, 
relative to rated peers, as follows: 

-Structural features: -1 notch to reflect 
uncertainty and risks in Thailand's political 
environment. 
-External finances: +1 notch to reflect strengths 

in Thailand's external finances not captured in 
the SRM, including its large net creditor position 

and strong external liquidity. 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centred averages, 
including one year of forecasts, to produce a 
score equivalent to a Long-Term Foreign-
Currency IDR. Fitch's QO is a forward-looking 

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

RATING SENSITIVITIES 
The main factors that could, individually or 

collectively, lead to positive rating action: 
-A sustained and broad-based improvement in 
growth without the emergence of imbalances. 
-Resolution of social and political tensions 
sufficient in scale to improve governance and 
development indicators. 

The main factors that could, individually or 
collectively, lead to negative rating action: 
-Renewed political disruption on a scale 
sufficient to have a negative impact on 
Thailand's economy. 
-A larger and sustained rise in Thailand's 
government debt ratios, for example due to a 

fiscal deterioration or materialization of 
contingent liabilities on the sovereign balance 
sheet. 
KEY ASSUMPTIONS 
The global economy performs broadly in line 
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with Fitch's Global Economic Outlook. 

The full list of rating actions is as follows: 

Long-Term Foreign-Currency IDR affirmed at 
'BBB+'; Outlook Stable 
Long-Term Local-Currency IDR affirmed at 
'BBB+'; Outlook Stable 
Short-Term Foreign-Currency IDR affirmed at 
'F2' 

Short-Term Local-Currency IDR affirmed at 'F2' 
Country Ceiling affirmed at 'A-' 
Issue ratings on long-term senior unsecured 
local-currency bonds affirmed at 'BBB+' 
Issue ratings on short-term senior unsecured 
local-currency bonds affirmed at 'F2' 

 
Media Relations: Leslie Tan, Singapore, Tel: +65 67 96 
7234, Email: leslie.tan@fitchratings.com; Wai-Lun 
Wan, Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

United Arab Emirates 

UAE Eases Foreign Ownership For 

Growth, Free Zones Tested  

04-Jun-2018  
Fitch Ratings-London-June 04: The United Arab 

Emirates (UAE) cabinet's decision to relax 
mainland foreign ownership restrictions, to be 
implemented by end-2018, is intended to 

encourage foreign investments to accelerate 
economic growth and maintain the country's 
regional hub status, Fitch Ratings says. 
However, this will test the free zone framework 
and business offering, as one of the key benefits 
of operating in free zones is the right to 100% 
foreign corporate ownership. 
The current rules restrict foreign corporate 

ownership outside of free zones to 49%. The 
proposed changes will allow a 100% foreign 
ownership and ability to operate in the 
mainland. The precise scope of changes, 
including whether they will apply to all 
sectors/industries, and if this comes with a tax 

tag, has not been announced. 

The UAE's decision is a strategic move to 
encourage foreign investments and accelerate 
growth, as well as retain its regional hub status 
in light of rules relaxation across the GCC, 
notably in Saudi Arabia, Qatar and Bahrain. GCC 
states are aiming to improve their 

competiveness in attracting and retaining 
investments and human capital, and to diversify 
their funding away from oil. The UAE, ranked 

21st in the 2018 World Bank Doing Business 
report, is the highest ranked economy in the 
Middle East and North Africa (MENA) region, 

followed by Bahrain. However, Saudi Arabia 
leads in terms of the number of reforms 

implemented, with six in the past year, while the 
UAE implemented four reforms. Foreign 
companies' focus on the region is increasing; for 
example, Amazon recently signed an agreement 
with the Bahraini government to establish data 

centres in the kingdom. 

These regulatory changes could put competitive 

pressure on the 45 free zones currently 
operating in the UAE (30 zones in Dubai alone). 
These zones were created to cater for sector-
specific needs of various industries. Companies 
incorporated in those zones enjoy exemptions 
from most taxes, established business 

infrastructure and, in some cases, more 
business-friendly laws and regulations. However, 
they have to abide by free zones' operating 
restrictions. 
UAE free zones are areas where foreigners 
could currently control more than 49% of 
business without a need for a local partner. 
This important advantage will disappear once 

the restrictions on ownership are lifted in the 

mainland. This could impact free zones' long-
term growth prospects due to increased 
competition from the mainland for foreign 
investments. However, free zones are likely to 
continue benefitting from other existing 

advantages. Furthermore, additional costs 
related to moving outside the zone for large and 
established businesses could provide further 
protection. The competition will be higher for 
small business in the free zones and newcomers 
to the UAE. 
Moreover, free zones could also adapt to the 

changes, for example, by offering more 
business-friendly rules and regulations and 
reducing applicable fees and charges, mitigating 

the competitive pressures. Also, general 
economic growth in the mainland could have 
some positive impact on free zones due to 
increased trading with the mainland. 

The changes are also intended to sustain 
population growth and boost demand for 
domestic residential properties by offering 
expatriates long-term residency. Supply has 
exceeded demand in the real estate sector in 
Dubai for the past few years. Fitch expects 

challenges to continue in 2018, with a low, 
single-digit drop in residential property sales and 
a high single-digit drop in rental yields. 
We rate Jabel Ali Free Zone, the largest free 

zone in Dubai, which contributes around 20% to 
Dubai's GDP. However, its 'BBB+'/Stable rating 
is linked to that of its parent company DP World 

(BBB+/Stable). Other sectors and rated entities 
in the UAE could benefit in the long term if the 
proposed changes result in meaningful growth in 
foreign investment and increased business 
activity. However, we expect no immediate 
impact as it will take time before any benefits 
affect companies' operating and financial 

performance. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Abu Dhabi's crown prince approves 50 
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billion-dirham of economic stimulus  

05-Jun-2018  

DUBAI, June 5 (Reuters) - Abu Dhabi's crown 

prince said on Tuesday he had approved 50 
billion dirham ($13.61 billion) worth of 
measures to stimulate growth in the emirate, 
which would make it easier to do business, 
help tourism and create jobs. 

Mohamed Bin Zayed tweeted that the new 

initiative will also speed up contract payments to 
the private sector and exempt new licenses from 
the requirement of having a physical presence in 
the emirate in the first two years. 
He also ordered the provision of at least 10,000 
jobs for emiratis in the private and public sectors 
over the next five years. 

 
($1 = 3.6728 UAE dirham) 
(Reporting By Aziz El Yaakoubi, editing by Larry King) 
(( aziz.elyaakoubi@thomsonreuters.com ; 
+971552994086) ;)) 
(c) Copyright Thomson Reuters 2018. 

EUROPE 

 

Bosnia 

Bosnia's Serb Republic to issue 5-yr 

bonds on Vienna bourse on June 21   

08-Jun-2018  

SARAJEVO (Bosnia and Herzegovina), June 8 
(SeeNews) – The finance minister of Bosnia's 

Serb Republic said the entity will issue five-
year bonds worth 200 million euro ($235.5 
million) on the Vienna Stock Exchange on 
June 21. 

The bonds will mature on June 28, 2023, the 

Serb Republic's finance minister, Zoran 
Tegeltija, said at a news conference aired by the 
entity's public broadcaster RTRS. 
This will be the entity's first bond issue on the 
international market. 
"In Europe, only Bosnia and Herzegovina has not 

issued bonds on the international market due to 

the complicated system, and we at the ministry 
of finance are aware of all the risks," Tegeltija 
said. 
The Serb Republic is one of the two entities that 
form Bosnia and Herzegovina, the other is the 
Federation. 

 
($=0.849149 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Czech Republic 

Czech central bank governor: faster 

wage growth, weaker crown may lead 

to earlier hike  

05-Jun-2018  
BRATISLAVA, June 5 (Reuters) - The Czech 

National Bank may raise interest rates sooner 

than expected due to faster wage growth and 
a weaker-than-expected crown exchange 

rate, Governor Jiri Rusnok said on Tuesday. 

The central bank's staff forecast puts the next 
rate hike at the turn of the year at the earliest. 
The bank, which next sets rates on June 27, has 
raised its main two-week repo rate, now at 0.75 
percent, three times since last August. 
"There is no direct connection (between faster 

wage growth and interest rates), but in 
combination with a weaker than expected crown 
exchange rate, some space is opening for us to 
raise rates sooner than we originally thought," 
Rusnok told reporters on the sidelines of a 
conference. 
Czech real wages rose at their fastest pace in 15 

years last quarter, rising 6.6 percent and adding 

to the view that rate hikes could come sooner 
than the central bank has so far anticipated. 
The crown was up 0.5 percent at 25.610 per 
euro at 0928 GMT, after hitting 25.585, its 
strongest level since May 18. The central bank 

has forecast an average crown exchange rate for 
the second quarter at 25.200. 
Some analysts think the bank could even raise 
rates at its June 27 policy meeting.  
 
(Reporting by Tatiana Jancarikova Writing by Robert 
Muller Editing by Hugh Lawson) 
(( robert.muller@thomsonreuters.com ; 
+420224190475; Reuters Messaging: 
robert.muller.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Hungary 

Hungary posts 106.1 bln forint May 

budget deficit  

07-Jun-2018  
BUDAPEST, June 7 (Reuters) - Hungary's 2018 

budget deficit widened by 106.1 billion forints 
to 1.187 trillion forints in May, approaching a 
1.36 trillion forint full-year target, data 
showed on Thursday. 

The shortfall rose due to increased spending on 

pre-financing projects sponsored by the 

European Union - totalling 993 billion forints by 
the end of May -- and various infrastructure 
programmes, the Finance Ministry said. 
At the same time, the ministry affirmed its 2.4 
percent of gross domestic product full-year 
deficit target. It said revenues from value-
added, personal income and payroll taxes rose in 

the first five months. It also said economic 
growth was expected above 4 percent in 2018. 
 
(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's 2019 budget to withstand 
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potential external crises  

08-Jun-2018  

BUDAPEST, June 8 (Reuters) - Hungary's 2019 

budget will target a deficit of 1.8 percent of 
economic output and will be able to withstand 
potential external crises, Hungarian Prime 
Minister Viktor Orban told state radio on 
Friday. 
Orban said interest rates have started rising 

globally, at a time when debt levels were 
high, and the world was on the brink of a 
trade war. 

"These are just clouds at this point ... there is no 
storm yet. But if these clouds gather and build 
up in an unfortunate manner...there could be a 
crisis," he said, adding that the government had 
increased the reserves in the 2019 budget. 

 
(Reporting by Krisztina Than) 
(( krisztina.than@thomsonreuters.com ; +36 1 327 
4745; Reuters Messaging: 
krisztina.than.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Romania 

Romania central bank's FX reserves fall 

to 33.1 bln euros in May  

04-Jun-2018  
BUCHAREST, June 4 (Reuters) - The Romanian 

central bank's foreign exchange reserves, 
excluding 103.7 tonnes of gold, fell by 416 
million euros to 33.54 billion euros ($40.24 

billion) in May, the bank said on Monday. 

Inflows were 2.184 billion euros, mainly 
representing changes in credit institutions' 
foreign currency-denominated required reserves, 
inflows into the finance ministry's accounts and 
inflows into the European Commission's account. 
Outflows totalled 2.600 billion euros and 
reflected changes in credit institutions' 

foreign currency required reserves, interest 
payments and principal repayments on foreign 
currency public debt.  
The central bank said payments to service 
external public and publicly guaranteed 
foreign currency debt in June amounted to 
1.698 billion euros. 

 
($1 = 0.8335 euros) 
(Reporting by Radu Marinas) 
(( radu.marinas@thomsonreuters.com ; +4021 305 
5266; Reuters Messaging: 
radu.marinas.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Romanian legislators okay sovereign 

fund to finance roads, hospitals  

06-Jun-2018  
•The fund will have $2.3 billion capital, stakes 
in 33 companies 

•Fund is designed to finance infrastructure, 
stimulate economy  
•Opposition plans to challenge the bill at 
constitutional court 

•The country, is among most graft-prone EU 
members 

By Radu-Sorin Marinas 

BUCHAREST, June 6 (Reuters) - Romania's 

lower house of parliament on Wednesday 
approved setting up a $2.3 billion sovereign 
wealth fund, a key policy goal of the ruling 
Social Democrats, to stimulate growth and 
finance projects such as building roads and 
hospitals. 

The fund, Fondul Suveran de Dezvoltare si 

Investitii, which was voted in by 174 MPs to 98 
against, would hold a mix of cash and equity in 
some of the state's most profitable firms, listed 
and unlisted, in the transport, pharmaceutical 
and energy sectors. I 
"(Such) a fund is operating in many other 
European countries and has aided infrastructure 

development. It will generate a large number of 
jobs and help economic development," said 
Social Democrat leader Liviu Dragnea.  
The opposition centrist National Liberals, 
however, attacked the creation of the fund 
saying it would rob the economy of 
competitiveness and benefit politicians and their 

backers.  
Analysts and investors have said the fund 
could potentially make domestic companies 
more efficient, while others have expressed 
concern over the appointment of the fund's 
management which runs the risk of being 
politicised. 

Critics also worry that domestic-focused funds in 
general can fall prey to a misallocation of 

resources or outright corruption, citing the 
example of Malaysia's 1MDB, which has been 
focus of money-laundering probes in at least six 
countries. 
Romania is listed by Transparency International 
among the EU's most graft-prone member states 

in its annual index of corruption perceptions. 
The bill said the fund's portfolio would include 
controlling or minority stakes in 33 companies 
and cash of 9.0 billion lei ($2.28 billion) to be 
disbursed by the finance ministry. 
The companies are both listed, such as state-
owned gas producer Romgaz or OMV Petrom and 

unlisted, like hydro power producer 
Hidroelectrica. 
Raluca Turcan, vice president of the opposition 
National Liberal Party, said the bill defied "all the 
rules of the functioning market economy and of 
free competition." 
"What free economy, what competition is this, 

that unknown directors manage the state's most 
important assets and consequently distribute 
profits in totally non-transparent and 
discretionary manner without control from any 
institution," she said. Her party said they would 
challenge the bill in the constitutional court. 

 
($1 = 3.9506 lei) 
(Editing by Richard Balmforth) 
(( radu.marinas@thomsonreuters.com ; +40 21 305 
5266; Reuters Messaging: 
radu.marinas.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
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Romania's economy up 4.0 pct y/y in 

Q1, consumption up 4.7 pct  

07-Jun-2018  
BUCHAREST, June 7 (Reuters) - Romania's 

economy expanded 4.0 percent on the year in 
the first quarter, the National Statistics Board 
said on Thursday confirming a flash estimate, 
while domestic consumption rose 4.7 percent.  

On a quarterly basis, GDP was flat in seasonally 
adjusted terms in January-March, data showed.  
The figures were below market expectations. 
The government has built its 2018 budget on an 
economic growth estimate of 5.5 percent, and 

has upped its forecast to 6.1 percent earlier this 
year. 

 
(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 

No plans to up annual borrowing debt 

by 1 trln roubles  

06-Jun-2018  

MOSCOW, June 6 (Reuters) - The Russian 

Finance Ministry has no plans to increase 
state borrowing by an extra 1 trillion roubles 
($16.15 billion) a year, Deputy Finance 
Minister Vladimir Kolychev said on 
Wednesday. 

Kolychev's comments follow a Reuters interview 
with Central Bank Governor Elvira Nabiullina 
who said there was room for more state 

borrowing and, in the Russian language version 
of the interview, used as an example an increase 
in borrowing of 1 trillion roubles a year. 
Kolychev reiterated the finance ministry's plan to 
borrow an extra 3 trillion roubles in 2019-2024 
to set up an infrastructure fund. 
A more substantial increase in borrowing would 

have a negative impact on the cost of credit and 
on the stability of public finances, Kolychev said. 
 
($1 = 61.9275 roubles) 
(Writing by Andrey Ostroukh Editing by Raissa 
Kasolowsky) 
(( andrey.ostroukh@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Slovakia 

Slovakia contemplates a half century 

bond  

04-Jun-2018  

LONDON, June 4 (IFR) - Slovakia is preparing 

for a possible run at the long end of the curve, 
having announced a mandate for a 10-year 
and potential 50-year euro bond. 

A 50-year would surpass the length of last 
year's 30-year effort, which marked the 

sovereign's longest-ever syndicated 
transaction. An ultra long maturity could be 
expected to stoke particular interest from 
pensions funds and insurance companies. 

Slovakia raised €3bn through a offerings of 20 
and 30-year notes last year. The €2bn 1.875% 
Mar 37s are bid at 104.691 or swaps plus 19bp 
according to Thomson Reuters data, and the 

€1bn 2% Oct 47s are trading at 103.891 or 
35bp over swaps. 
While the primary maintains its sedentary pace, 
the secondary is reflecting an improved tone 
according to a trader. 
"Overall it's fairly firm with any of the BTP action 
shrugged off, and MENA and Turkey tighter," he 

said. "Nigeria is the one lagging the pack, with 
talk of new issuance due from there." 
Nigeria's 30s, for example, are off 1pt at 98.998 
and at the long end the 38s are down around 
0.66pt. 
A second trader said: "Credit in general feeling 
stable with money coming back in from the 

lucky ones who are not getting the outflows. 
Even the indiscriminate selling of Zambia has 
abated. Given the recent pause in issuance, 
there must be issuers chomping at the bit to 
come to market, let's see." 
Bankers will have their eye on the Turkish 

central bank potentially raising interest again on 
Thursday. Moody's has also put the sovereign 

(Ba2/BB-/BB+) on watch for possible 
downgrade, citing uncertainty regarding the 
future direction of macroeconomic policy, in the 
context of the country's already vulnerable 
external position. 

Turkish paper, however, has for the moment 
remained stable according to the second trader. 
 
(( sudip.roy@thomsonreuters.com ; +44 20 7542 
4617) ( robert.hogg@thomsonreuters.com ; +44 207 
542 9077; )) 
(c) Copyright Thomson Reuters 2018 
 
 

Slovak government plans social 

spending boost while targeting 

balanced budget  

05-Jun-2018  
BRATISLAVA, June 5 (Reuters) - Slovakia's 

ruling Smer party wants to spend around 190 
million euros ($222 million), or 0.2 percent of 
economic output, on new welfare measures 
such as raising pensioners' benefits, it said on 
Tuesday, while sticking to a balanced budget 
target.  

Smer said it would propose new spending on 
free school lunches for children in the last year 
of kindergarten and in elementary schools, along 
with 75 million euros to double year-end 

pensioners' payments. 
The measures will form the bulk of a social 
package that will include proposals from Smer's 
two other coalition partners and which could cost 
hundreds of millions of euros more. Their plans 
should be made available in the coming weeks. 
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"We are sticking to all fiscal targets," Smer party 

leader Robert Fico said. He did not detail how 

much the government could spend overall. 
Slovakia has been one of the better euro zone 
budget performers in recent years and sees its 
overall public sector gap dropping to 0.8 percent 
of gross domestic product this year. 
The government has made room for the new 

spending, saying in April it would target a 0.3 
percent public finance gap in 2019, wider than 
an original aim of 0.1 percent. But it will aim for 
a balanced budget in 2020, counting on 
accelerating economic growth that will continue 
to outpace the euro zone. 

 
($1 = 0.8573 euros) 
(Reporting by Tatiana Jancarikova Editing by Richard 
Balmforth) 
(( Tatiana.Jancarikova@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Slovakia has no plans for further 

foreign bond sales this year 

06-Jun-2018  
BRATISLAVA, June 6 (Reuters) - Slovakia will 

continue to go slow with domestic bond 
auctions and is not planning any further 
international debt sales this year, the 
country's debt agency chief said on 
Wednesday. 

Slovakia on Wednesday sold 1.5 billion euros in 

10- and 50-year bonds on international markets, 

with the short tenor priced at 10 basis points 
over mid-swaps. 
"Out of the 4 billion euros we planned to borrow 
this year, we have 2.5 billion, so we will 
continue in a reduced regime until the end of 
year. We don't plan any further significant 

auctions this year," Daniel Bytcanek, head of 
debt agency Ardal, told reporters. 
 
(Reporting by Tatiana Jancarikova Editing by Raissa 
Kasolowsky) 
(( jason.hovet@thomsonreuters.com ; +420 224 190 
476; Reuters Messaging: 
jason.hovet.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

Turkey 

Turkish bonds fall, lira weakens as 

central bank meeting nears  

05-Jun-2018  
LONDON, June 5 (Reuters) - Turkey's dollar-

denominated bonds came under renewed 
pressure on Tuesday, with longer-dated 
securities suffering most as the lira began to 
wilt again ahead of a crunch central bank 
meeting.  
The 2026 government bond  fell 0.9 cents to 
85.105 cents, while most bonds maturing in 
2030 and beyond lost around 0.7 cents.  

The lira traded as much as 0.9 percent weaker 
too and has dropped 18 percent since the start 

of the year. 

"The driver in the credit space is once again the 

currency and as more and more investors 
making the link between the currency 
depreciation and the overall credit worthiness of 
the Turkish economy," said Inan Demir, senior 
emerging markets economist at Nomura.  
Data on Monday had shown consumer prices 

rose a faster-than-forecast 1.62 percent last 
month. That boosted expectations among 
analysts that the country's central bank will 
need to raise interest rates again when it meets 
on Thursday having jacked up them 300 basis 
points on May 23. 

 
(Reporting by Karin Strohecker; editing by Marc Jones) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Turkish dollar bonds rally after big 125 

bps rate hike   

07-Jun-2018  
LONDON, June 7 (Reuters) - Turkey's dollar-

denominated bonds rallied on Thursday after 
the country's central bank delivered its 
second bumper interest rate hike in as many 
weeks. 

The move reassured investors that the central 
bank was now acting with purpose to bring down 

double-digit inflation despite some fierce political 
resistance to higher rates. 
The rally in the government's dollar-
denominated bonds pushed many of its longer 
dated issues, up over 1 cent, Tradeweb data 
showed. 
 
(Reporting by Marc Jones; editing by Sujata Rao) 
(( 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. 
 
 

Ukraine 

Ukraine bonds fall after PM calls for 

sacking of finance minister  

06-Jun-2018  
LONDON, June 6 (Reuters) - Ukraine's dollar-

denominated bonds fell across the curve on 
Wednesday after Prime Minister Volodymyr 
Groysman said he would propose dismissing 
his Finance Minister Oleksandr Danylyuk. 

The decision needs parliament's approval in Kiev 
but the row stokes fresh concerns about the 
country's teetering IMF programme.  
Government bonds maturing in 2026 and 2027 

lost more than 0.7 cents, while shorter-dated 
issues lost around 0.2 cents. 
 
(Reporting by Karin Strohecker; editing by Marc Jones) 
(( karin.strohecker@thomsonreuters.com ; 
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+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Ukraine acting finance minister hopes 

for deep cooperation with IMF  

08-Jun-2018  
KIEV, June 8 (Reuters) - Ukraine's acting 

finance minister on Friday said she hopes to 
have deep cooperation with the International 
Monetary Fund and would prioritize 
macroeconomic stability, reducing fiscal risks 
and ensuring efficient budget spending and 
economic growth.  
Oksana Markarova, who took over after her 
predecessor was fired on Thursday following a 

public spat with the prime minister, said the 

economic situation and Ukraine's finances were 
under control. 
In an interview with the TV channel 112, she 
said she wanted "a deepening of cooperation 
with all our international partners - the World 
Bank, the International Monetary Fund." 
 
(Reporting by Natalia ZinetsWriting by Matthias 
WilliamsEditing by Hugh Lawson) 
(( matthias.williams@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentina making "good progress" 

with IMF 

05-Jun-2018  
LONDON, June 5 (Reuters) - Argentina is 

making good progress in discussions with the 
International Monetary Fund for a support 
programme, Marcos Pena, cabinet chief of 
President Mauricio Macri, said on Tuesday. 

Buenos Aires has requested assistance from the 

IMF in the form of an 'exceptional access 
standby arrangement' that could be worth up to 
almost $20 billion economists estimate. 

"We are making good progress," Pena said 
during a briefing at London's Chatham House 
institute, declining to give further details on 
either the size or the timing of any potential 
programme. 
Pena also said his government expected to cut 
public spending as part of gross domestic 

product to 38 percent from 42 percent by year-
end.  
 
(Reporting by Karin Strohecker; editing by Marc Jones) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 

 

Argentina says in talks with China on 

forex swap extension  

06-Jun-2018  
BUENOS AIRES, June 6 (Reuters) - Argentina is 

in talks with China about extending a currency 
swap program due to recent financial turmoil, 
the country's cabinet chief said on 
Wednesday. 

"There are talks ... to see if there's a possibility 
of extending the swaps in the current situation," 
Cabinet Chief Marcos Pena said via webcast from 
an event he attended in New York. 
He said Argentina's relationship with China has 

been "very fruitful." China's central bank last 
year extended a bilateral swap agreement for 70 

billion yuan ($10.37 billion) for another three 
years. 
Argentina's former President Cristina Fernandez 
first inked a swap agreement with China in 2009 

as a means of boosting dwindling reserves her 
government relied on to pay for energy imports 
and cover debt obligations. 
A second agreement was signed in 2014. The 
previous swaps allowed Argentina to bolster 
foreign reserves or pay for Chinese imports with 
the yuan currency. 
Reserves have risen to nearly $50 billion from 
$24.9 billion on Dec. 10, 2015, when 
President Mauricio Macri took office promising 
to end Argentina's financial isolation with a 
plethora of free-market reforms. Still, the 
central bank sold $10 billion of reserves so far 
this year trying to stem a weakening peso 
currency.  

Investors grew sour on Argentina in late April 
when higher U.S. interest rates abroad caused 

an exodus from emerging markets. Argentina is 
negotiating a credit line with the International 
Monetary Fund to guarantee funding through 
2019.  
Pena also said the finance ministry and central 
bank were working to reduce volatility from one-
month Lebac securities. 

The central bank last month offered to swap 
Lebacs for paper of longer duration. The popular, 

high yielding securities have obliged the bank to 
take a hard once-a-month blow to its reserves.  
"We understand that that is a situation that has 
some vulnerability that should be reduced," Pena 
said.  

 
(Reporting by Eliana Raszewski in Buenos Aires and 
Mitra Taj in Lima; Writing by Caroline Stauffer editing 
by G Crosse and Diane Craft) 
(( mitra.taj@thomsonreuters.com ; +51-1-277-9550; 
Reuters Messaging: 
mitra.taj.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

How Argentina's sovereign debt could 

threaten Macri's program  

07-Jun-2018  
By Maximiliano Rizzi 
BUENOS AIRES, June 7 (Reuters) - Argentina is 
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in talks with the International Monetary Fund 
(IMF) for a credit line to guarantee 

government funding and bring stability to 
financial markets, after the peso currency 
sharply weakened.  

President Mauricio Macri's announcement of a 
return to the IMF last month generated anger 
and concern among many Argentines, who still 
blame austerity policies imposed by the 
multilateral lender for an economic collapse in 

2001-2002. That initiative plunged millions into 
poverty. The country stopped paying its debts in 
the world's largest sovereign default. 
Argentina remained a pariah in international 
markets for nearly 15 years under a 
succession of populist governments. But it 
received a wave of fresh capital after the 
market friendly Macri took office in December 
2015, though the opposition has warned 

about the risks of rising public debt. 

Macri has focused on gradually reducing the 
fiscal deficit, rather than a "shock" of severe 
budget cuts, but that approach depends on the 
willingness of international lenders to keep 
financing the government through debt.  
Below is a summary of Argentina's debt 

situation.  
FOREIGN CURRENCY EXPOSURE 
Official data show that Argentina's public debt 
reached $321 billion in 2017, roughly 57 
percent of gross domestic product (GDP) and 
up 33.3 percent from when Macri took office.  

That is slightly above the levels in Chile and 

Peru, in line with Mexico and below Colombia 
and Uruguay, according to Argentina-based 

think tank FIEL.  
Debt as a percentage of GDP remained 
relatively low under former President Cristina 
Fernandez, who implemented exchange 
controls in 2011 to slow capital flight, a move 
that caused a slowdown in investment and 
economic activity. That year, debt was 39 
percent of GDP.  

Months after taking office, Macri reached a deal 

with hedge funds that had refused to accept a 
haircut on Argentina's defaulted debt. That 
allowed Argentina to return to global debt 
markets in 2016 and sell bonds to cover its wide 

fiscal deficit.  
Nearly 70 percent of Argentina's debt is in 
foreign currency. By comparison, in Brazil just 5 

percent of debt is foreign denominated, while in 
Chile the figure is 18 percent, according to 
ratings agency Moody's.  
"Argentina has a relatively high portion of its 
debt in foreign currency, and that leaves it 
vulnerable," said Gabriel Torres, a senior analyst 
at Moody's.  

Public data shows that more than 40 percent of 
Argentina's public debt is held by private 
investors, and the majority of that is in foreign 
currency.  

AUSTERITY AND DEBT 
Experts believe that in exchange for the IMF 

credit, which would likely be at least $20 billion, 
the Fund will ask for an acceleration in budget 
cuts. Last month, the government announced a 
downward revision in its fiscal deficit targets for 

2018-2020.  
During the first two years of the Macri 
administration, the government tried to cut 
the deficit gradually to limit the social and 
economic impact of cuts. But growing foreign 
currency debt means the country will need to 
issue even more to pay off maturing debt. 

The government has said that the IMF loan could 
guarantee financing to last through the end of 
Macri's first term in December 2019. That would 

reduce the impact of potential future increases 
in global rates.  
"Maturities in the short and medium term are 
high," Cynthia Moskovits, a senior economist at 
FIEL, said in an interview. "On top of that there 
is a high current account deficit, which is 
induced by the public sector, making the need 

for foreign currency very high."  
The sustainability of Argentina's debt going 
forward will depend in large part on the local 

economy. GDP expanded in 2017 after a long 
recession, but early expectations for 3 percent 
growth this year are unlikely to come to pass 
due to the recent financial volatility and a 
drought harming farm output. 

The crisis also introduces new risks to the 
country's provinces, many of which issued 
international bonds in the last 2-1/2 years amid 
investor optimism about Macri's policies. 
Previously, provincial governments tended to 
borrow mostly from the federal government.  

 
(Reporting by Maximiliano Rizzi Writing by Luc Cohen; 
Editing by Cynthia Osterman) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; +54 9 11 2313 4203; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net ; Twitter: 
https://twitter.com/cohenluc) ) 
(c) Copyright Thomson Reuters 2018.  
 
 

Argentina clinches $50 bln IMF 

financing deal, to speed up cuts  

08-Jun-2018  
By Eliana Raszewski and Luc Cohen 
BUENOS AIRES, June 7 (Reuters) - Argentina 

and the International Monetary Fund said on 
Thursday they reached an agreement for a 
three-year, $50 billion standby lending 
arrangement, which the government said it 
sought to provide a safety net and avoid the 

frequent crises of the country's past. 

Argentina requested IMF assistance on May 8 
after its peso currency weakened sharply in an 
investor exodus from emerging markets. As part 
of the deal, which is subject to IMF board 
approval, the government pledged to speed up 
plans to reduce the fiscal deficit even as 

authorities now foresee lower growth and higher 
inflation in the coming years. 
The deal marks a turning point for Argentina, 
which for years shunned the IMF after a 

devastating 2001-2002 economic crisis that 
many Argentines blamed on IMF-imposed 
austerity measures. President Mauricio Macri's 

turn to the lender has led to protests in the 
country. 
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"There is no magic, the IMF can help but 

Argentines need to resolve our own problems," 

Treasury Minister Nicolas Dujovne said at a news 
conference.  
Dujovne said he expected the IMF's board to 
approve the deal during a June 20 meeting. 
After that, he said he expects an immediate 
disbursement of 30 percent of the funding, or 

about $15 billion.  
Argentina will seek to reduce its fiscal deficit 
to 1.3 percent of gross domestic product in 
2019, down from 2.2 percent previously, 
Dujovne said. The deal calls for fiscal balance 
in 2020 and a fiscal surplus of 0.5 percent of 
GDP in 2020. 

"This measure will ultimately lessen the 
government financing needs, put public debt on 

a downward trajectory, and as President Macri 
has stated, relieve a burden from Argentina's 
back," IMF Managing Director Christine Lagarde 
said in a statement. 
HIGHER INFLATION, FOR NOW 
Speaking alongside central bank governor 
Federico Sturzenegger, Dujovne noted that the 

agreement was well above Argentina's IMF 
quota. A minimum $20 billion had been 
expected based on Argentina's quota.  
The interest rate will be from 1.96-4.96 percent, 
depending on how much Argentina uses. The 
South American country must pay back each 

disbursement in eight quarterly installments, 
with a three-year grace period. 

As widely expected, the government will also 
send a proposal to Congress to reform the 
central bank's charter and strengthen its 
autonomy. The central bank will also stop 
transferring money to the treasury, a practice 

known locally as the "little machine" that is seen 
as a major driver of incessant inflation. 
"The little machine has been turned off, it has 
been unplugged," Sturzenegger said. 
The IMF's backing was expected to boost 
Argentine assets, which have sagged in recent 
months amid a global selloff in emerging 

markets. Neighboring Brazil, Latin America's 
largest economy, has also seen its currency 
weaken in recent days to its lowest level in more 

than two years on fears over the county's fiscal 
outlook and political future.  
"It is convincing and greatly exceeds 

expectations. Markets should react very 
positively tomorrow," Miguel Kiguel, a former 
Argentine finance secretary who runs local 
consultancy Econviews, said in a Twitter post. "It 
is clear the country has capacity to pay."  
But the short-term economic picture for 
Argentina remains more complicated than it 

appeared several months ago. Dujovne said 
economic growth was expected at 1.4 percent 
for 2018 and between 1.5 percent and 2.5 
percent for 2019, down from prior expectations 

above 3 percent in both years.  
The central bank will also abandon its 2018 
inflation target of 15 percent and will not target 

any particular level this year, Sturzenegger said. 
Argentina agreed to new, looser inflation targets 
of 17 percent for 2019, 13 percent for 2020 and 

9 percent for 2021, down from 25 percent 

currently. 

"They are mortgaging the future for our children 
and grandchildren," Martin Sabbatella, a 
politician aligned with former populist President 
Cristina Fernandez, wrote on Twitter. 
Both Argentina and the IMF said the deal would 
protect the most vulnerable. 

In a separate statement, the president's office 
said it had clinched agreements for an additional 
$5.65 billion from the Inter-American 
Development Bank, the World Bank and the CAF 
development bank over the next 12 months.  
 
(Reporting by Maximiliano Rizzi, Jorge Otaola, Luc 
Cohen and Nicolas Misculin;  
Writing by Caroline Stauffer  Editing by Rosalba 
O'Brien and Leslie Adler) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; +54 9 11 2313 4203; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net ; Twitter: 
https://twitter.com/cohenluc) ) 
(c) Copyright Thomson Reuters 2018.  
 
 

Barbados 

Barbados bonds off lows after 

collapsing on restructuring talk  

04-Jun-2018  
By Paul Kilby 

NEW YORK, June 4 (IFR) - Dollar sovereign 

bonds issued by Barbados were recovering a 
touch on Monday after dropping up to 50pts 

following the government's announcement it 
would suspend payments to external 
creditors. 

The country's 7.25% 2021s were trading as high 
as 91.65-93.65 on Friday only to fall 35.00-
50.00 in early trading on Monday, according to a 
trader.  
Since then the sovereign's entire curve - which 

also includes the 6.625% 2035s that have a 
coupon payment due on Tuesday - has bounced 
back to be quoted at around 42.50. 
"I am only seeing buying interest," the trader 

said. 
The assumption is that distressed players were 
moving to buy bonds on the cheap and below 

calculated recovery values. 
The government's decision to suspend 
payments on external creditors came as a 
shock to foreign investors who had assumed 
that they would be excluded from any debt 
restructuring.  
"Everyone expected a restructuring, but most 
thought it would be local debt because 
external debt is such a small percentage of 
what they owe," said the trader. 

By leaving dollar bonds out of a restructuring, 
the sovereign would have created some good 

will with foreign accounts and hence have left 
external financing avenues open, say analysts.  
That was the model Jamaica pursued in 2013 
when it carried out a domestic debt 
restructuring, and what the International 

Monetary Fund suggested in its recent Article IV 

mailto:Publicdebtnet.dt@tesoro.it
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consultations.  

"It is clear in the Article IV that the IMF was not 

focused on private sector involvement," said 
Nathalie Marshik, head of sovereign research at 
Oppenheimer & Co. 
Even so, the government may be looking to hold 
on to what little reserves it has ahead of a 
reported US$60m payment due this month on a 

Credit Suisse loan.  
Dipping into a central bank reserves of just 
US$220m for that payment would leave the 
country with even less to cover import costs and 
maintain its exchange rate peg.  
"It would seem the decision (to include external 

creditors) was motivated to protect the peg," 
said Marshik.  
"(And) knowing that they will have to re-profile 

domestic debt, they may also be making a 
political decision to spread the pain." 
External debt for the 2017-2018 period as a 
percentage of GDP is expected to be 26.8% 
versus 106% for domestic debt, according to 

the IMF.  
And a good chunk of that domestic debt is 
owed to the central bank and the government 
controlled national insurance scheme, said 
Marshik.  

The new government, which only came to power 
following the May 24 election, said on Friday 
that it had identified substantial arrears not 
included previously in public figures, bringing 

total public debt to GDP to over 175%. 

The government said it would "endeavor to 
make scheduled domestic interest payments" 
though they will be asked to roll over maturities 
until a restructuring is concluded.  
Barbados is rated Caa3/CCC+. 
 
(Reporting By Paul Kilby Editing by Jack Doran) 
(( paulj.kilby@thomsonreuters.com ; 646 223 4733; 
Reuters Messaging: 
paulj.kilby.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

Statement at the Conclusion of an IMF 

Staff Visit to Barbados  

08-Jun-2018  
At the request of the newly elected 
Government of Barbados, an International 
Monetary Fund (IMF) team led by Bert van 
Selm visited Bridgetown on June 5-7, to have 
discussions on economic policies and possible 
IMF financial support of the government's 

economic plan. At the end of the visit, Mr. van 
Selm made the following statement:  

'Barbados is in a precarious economic situation. 
International reserves have dwindled to US$220 
million, while central government debt is 
unsustainable. The fiscal deficit has decreased 
over the last few years but remains large, at 
about 4 percent of GDP in FY2017/18. 

Meanwhile, the Central Bank of Barbados (CBB) 

is reporting a contraction of output of 0.7 
percent in the first quarter of 2018 (over the 
same period last year).  
'The Barbadian authorities, in close consultation 

with their social partners, are rapidly developing 

a plan to address current economic 

vulnerabilities. We welcome the government's 
plans to urgently address infrastructure 
problems, and its goal of seeking to support the 
most vulnerable during the economic adjustment 
process.  
'At this juncture, the IMF's recommendations 

contained in the 2017 Article IV Consultation 
remain highly relevant to rebuild confidence and 
address Barbados' current challenges. 
Substantial fiscal consolidation is needed to 
place debt on a clear downward trajectory in 
conjunction with the proposed debt 
restructuring, and to address balance of 
payments risks that cloud the country's 

future. Since tax and revenues are relatively 

high, the adjustment effort should focus on the 
expenditure side, including by improving the 
efficiency and effectiveness of public services, 
containing wages, and reforming government 
pensions. Government transfers to SOEs need to 
be reduced by reviewing user fees, exploring 

options for mergers and privatization, and by 
providing much stronger oversight. Tax policy 
should be reviewed with a view to broadening 
the tax base and improving its progressivity, 
while efforts to strengthen tax administration 
should continue. Structural reforms are critical 
to improve the business climate in Barbados to 

attract investment, and develop the private 
sector.  
'Fiscal consolidation will also help to reduce 
financing needs, in conjunction with the 

proposed debt restructuring. It will be 
important for the CBB to limit financing of the 
government budget given that such practice is 

not consistent with Barbados' exchange rate 
peg; the large monetary financing over the last 
few years has contributed to the decline in 
international reserves.  
'We also note the authorities' decision to seek a 
restructuring of domestic debt and external debt 
to commercial creditors. An early and open 

dialogue with the country's creditors, aiming to 
achieve an orderly debt restructuring process, is 
important.  

'Overall, the team had very positive and candid 
discussions with the government during the 
visit. In the coming months, we expect to 
continue our close dialogue with the Barbados 

government with the aim of reaching 
understandings on economic policies that could 
underpin an IMF supported program. Our goal is 
to help Barbados achieve higher living standards 
and more inclusive growth for the years ahead.  
'During the visit, the team met with Prime 

Minister Mia Mottley, Minister of Finance, 
Economic Affairs and Investment, CBB Governor 
Haynes, and other key officials. The team also 
had good opportunities for exchange of views 

with social partners, including labor unions and 
the private sector. The team would like to thank 
the Barbados government for open and candid 

discussions, and to express its desire to continue 
to work closely with Barbados in the period 
ahead.'  
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(C) Copyright 2018 - IMF - International Monetary 
Fund 
 
 

Brazil 

Brazil's central bank chief vows to 

provide liquidity 'as long as needed'  

08-Jun-2018  
SAO PAULO, June 7 (Reuters) - Brazil's Central 

Bank and Treasury will provide liquidity to the 
currency and interest rate markets "as long as 
needed", Central Bank Governor Ilan Goldfajn 
said on Thursday, following a steep slide in 
the real currency.  

Goldfajn told a news conference the central bank 
would offer up to $20 billion in currency swaps 
through the end of next week and did not rule 
out using Brazil's foreign reserves to intervene in 
the currency spot market.  
 
(Reporting by Mateus Maia Writing by Tatiana Bautzer 
Editing by Daniel Flynn) 
(( tatiana.bautzer@tr.com ; Tel: +55-11-5644-7756; 

Mob: +55-119-4210-4173; Reuters Messaging: 
tatiana.bautzer.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Chile 

Chile aims to cut structural deficit to 

1.8 pct in 2018  

06-Jun-2018  
By Antonio De la Jara 
SANTIAGO, June 6 (Reuters) - Chile hopes to 

reduce its structural deficit to 1.8 percent of 
gross domestic product in 2018, finance 
minister Felipe Larrain said on Wednesday, as 
the government moves to tame a larger-than-

expected deficit inherited from its 
predecessor. 
Larrain said austerity measures, combined with 
expected growth in the economy, should knock 

0.2 percent off the structural deficit each year, 
down to a goal of around 1.0 percent in 2022. 
Chile's structural deficit, an alternative measure 
of deficit accounting, incorporates a longer-term 

view of spending and revenues.  
"We hope that the economy improves, and that 
it improves significantly, and that this be 
reflected in a reduction in public debt," Larrain 
said at a news conference in Santiago. 
Conservative President Sebastian Pinera, whose 

government took power in March, has called for 
a return to "fiscal equilibrium" in order to 
combat economic "stagnation" in the world's top 
copper exporter. 
Shortly before leaving office, the government of 

outgoing President Michelle Bachelet reported it 
had left a structural deficit of 2.1 percent of 

gross domestic product, instead of 1.7 percent 
as targeted. 
Pinera's government last month announced it 

would slash $1.15 billion from its budget in 2018 

and a total of $4.6 billion through 2021. 

Earlier this week, Pinera said he would keep the 
country's corporate tax rate at the levels raised 
by Bachelet, reneging on a campaign promise. 
That was needed to help finance social programs 
while tamping down the deficit, he said. 
 
(Reporting by Antonio de la Jara, writing by Dave 
Sherwood; Editing by Rosalba O'Brien) 
(( dave.sherwood@thomsonreuters.com ; +56 9 9138 
1047, +56 2 2370 4224; Reuters Messaging: 
dave.sherwood.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018 
 
 

Venezuela 

Venezuela says postponed currency 

overhaul now set for Aug. 4  

02-Jun-2018  
CARACAS, June 2 (Reuters) - Venezuela said on 

Saturday a postponed currency overhaul to 
remove three zeroes from the devalued 
bolivar would take place on Aug. 4, two 

months later than originally planned.  

President Nicolas Maduro's socialist government 
is taking the measure in response to high 
inflation and a devastating economic crisis that 
has made it increasingly difficult to find cash and 
left millions struggling to obtain basic foodstuffs. 

Banking industry leaders had asked for a 
postponement from the original June 4 date, 

given that the new notes and transaction 
systems were nowhere near ready. 
Saturday's government communique urged 
financial institutions to prepare well for the Aug. 
4 change "to facilitate the population's financial 
transactions and protect our currency." 
Venezuela's annual inflation is now close to 
14,000 percent, according to the opposition-
controlled legislature, as the country's 
socialist economic system spirals downward.  
Cash is in short supply because new 
banknotes have not been printed fast enough 
to keep up with price increases, spurring a 
growing use of phone apps for transactions. 

Late socialist leader Hugo Chavez in 2008 
carried out a similar so-called monetary 

conversion that removed three zeroes from the 
currency.  
But the bolivar has depreciated by 99 percent 
since Maduro took office in 2013, while 
unchecked expansion of money supply has given 
the country the world's fastest rate of inflation. 
Most economists say shedding three zeroes from 

the currency is a palliative measure that would 
need to be repeated unless Maduro makes deep 
reforms to the country's dysfunctional currency 
controls and excessive money creation.  
Maduro, who portrays the country as the victim 

of an "economic war," has in the past accused 
adversaries of stealing the country's bills and 

smuggling them to neighboring Colombia. 
 
(Reporting by Deisy Buitrago 
Writing by Andrew Cawthorne 
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Editing by Paul Simao) 
(( andrew.cawthorne@thomsonreuters.com +58 212 
277 2655 Reuters Messaging: 
andrew.cawthorne.thomsonreuters.com@reuters.net ) 
Twitter: https://twitter.com/ReutersVzla) ) 

(c) Copyright Thomson Reuters 2018 

AFRICA 
 

Ghana 

Ghana sells 477.6 mln cedis ($101.6 

mln) worth of 10-year bond  

07-Jun-2018  
ACCRA, June 7 (Reuters) - Ghana sold 477.6 

million cedis ($101.6 mln) worth of a fresh 
10-year domestic currency bond on Thursday 
and will pay a yield of 17.5 percent, 

transaction arrangers said. 

The issuance, open to foreign investors, 
attracted offers worth 523.2 million cedis, 
Barclays Bank Ghana said in an email to 
Reuters. Initial pricing guidance for the paper, 
which matures in May 2028, was set at 17.0 
pecent to 17.75 percent. Settlement is slated for 

June 11. 
 
($1 = 4.7000 Ghanaian cedis) 
(Reporting by Kwasi Kpodo; Editing by Aaron Ross and 
Peter Graff) 
(( kwasi.kpodo@thomsonreuters.com ; 
+233244696990; Reuters Messaging: 
Kwasi.Kpodo.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Liberia 

President Weah Submits $426 Million 

Pre-Financing Agreement to National 

Legislature  

02-Jun-2018  
President Weah Submits $426 Million Pre-
Financing Agreement to National Legislature 

Monrovia, Liberia: President George Manneh 

Weah has submitted a new Pre-Financing Loan 
Agreement in the tone of US$426 Million entered 
into between the Government of Liberia and 
Group EBOMAF to the National Legislature for 

ratification.  
Under the Agreement the loan will be financed 
by EuroBond, redeemable after 15 years with a 
5-year grace period and a 10-year interest only 
on payment.  
The loan, when ratified will be used for the 
construction of 256.2 kilometres of paved roads 

and bridges in Monrovia and major corridors of 
the interior of the country. Group EBOMAF will 
begin pre-financing the road project within three 

months after the agreement is ratified.  
The roads to be constructed upon ratification 
through this agreement are as follows: The 

Sinkor to Kesselley Boulevard elevated Road, 
Zwedru to Greenville, Toe's Town to Ivorian 
Border, and Tappita to Zwedru.  

With the acquisition of this pre-financed 

agreement, coupled with the agreement to pave 

503 kilometres of roads connecting the coastal 
cities as well as parts of Western Liberia, 
President  
Weah's administration is poised to construct 
more kilometres of paved roads within his first 
term as President than the entire kilometres of 

paved roads that have been constructed by all 
previous administrations combined; within the 
over 170 years of Liberia's existence as a 
sovereign nation.  
This decision have been fully endorsed by the 
Cabinet and by virtue of this agreement, Liberia 

stands to gain a great deal of economic growth 
through the creation of jobs as well as a 
significant increase to Liberia's GDP.  

 
(C) Copyright 2018 - Executive Mansion of the 
Republic of Liberia 
 
 

Morocco 

Morocco to issue first sovereign 

Islamic bond worth 1 bln dirhams  

07-Jun-2018  

RABAT, June 7 (Reuters) - Morocco is preparing 

to issue its first sovereign Islamic bond, or 
sukuk, worth 1 billion dirhams ($105 million) 
in the coming weeks after adopting a 
regulatory framework governing sukuk sales, 
Finance Minister Mohamed Boussaid said on 
Thursday. 

"The legal framework is now prepared for 
Morocco to issue its first sovereign sukuk in the 
coming weeks," Boussaid told Reuters by phone. 

 
(Reporting by Ahmed Eljechtimi 
Editing by Aidan Lewis, Larry King) 
(( Aidan.Lewis@tr.com ; +216-29850352; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Nigeria 

Nigeria recovers $98 mln with tax 

evasion amnesty  

06-Jun-2018  
ABUJA, June 6 (Reuters) - Nigeria's 

government has recovered around 30 billion 
naira ($98 million) from individuals and 

companies through a tax amnesty scheme, 
the finance ministry said on Wednesday.  

The OPEC member, west Africa's largest 
economy, last year emerged from a recession 
brought on by low oil prices. Crude sales make 
up two-thirds of national revenue and the 
government is trying to boost its income from 

non-oil sources. 

The Voluntary Assets and Income Declaration 
Scheme (VAIDS) gives tax evaders immunity 
from prosecution, penalty charges and interest if 
they voluntarily declare their previously 
undisclosed assets and income. 
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The finance ministry said the Federal Inland 

Revenue Service chairman Babatunde Fowler 

announced details of money recovered while 
speaking at an event in the capital Abuja.  
"Mr Fowler said the federal government had 
recovered about 30 billion naira from individuals 
and corporate establishments through the tax 
amnesty scheme," it said in a statement. 

It said the database of registered taxpayers had 
increased from 14 million in 2016 to more than 
19 million this year. Fowler "expressed optimism 
that the number would translate into a positive 
growth in the country's tax revenue-to-GDP 
ratio".  

Economists have long criticised the low levels of 
tax collection in Africa's most populous country. 
The tax-to-GDP ratio stands at 6 percent.  

The government last year laid out plans to 
increase it to 15 percent by 2020. Earlier this 
month an increase in excise duties on tobacco 
and alcohol came into effect. 

 
(Reporting by Camillus Eboh; Writing by Alexis 
Akwagyiram; 
Editing by Andrew Roche) 
(( alexis.akwagyiram@thomsonreuters.com ; +234 
8188 779 319; Reuters Messaging: 
alexis.akwagyiram.thomsonreuters.com@reuters.net / 
Twitter: https://twitter.com/alexisak) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

South Africa 

South Africa's bonds still a favourite 

despite GDP setback  

07-Jun-2018  
•South Africa's political stability to attract 
investors 
•"Compelling" yields offset GDP contraction -

analyst 
•Central bank independence, low inflation 
shields local assets  

By Mfuneko Toyana 
JOHANNESBURG, June 7 (Reuters) - South 

African bonds are set to outshine some of 
their emerging market peers even after the 
economy contracted in the first quarter, as 
investors bet the country's new political 
leadership will adopt more business-friendly 
policies, analysts said. 

Local assets have rallied since Cyril Ramaphosa 
took over as leader of ruling African National 
Congress in December and as South African 
president in February. The trade union leader-
turned-businessman is expected to bring more 
political stability than his scandal-plagued 
predecessor Jacob Zuma. 

With policy changes by the new administration 
seen gaining speed over the course of this year, 
yield-hungry investors put off by stalled reforms 

in other emerging markets may find comfort in 
the high returns offered by South Africa's bonds. 
Emerging debt sold off heavily in May as U.S. 

Treasury bond yields rose sharply but flows out 
of South Africa were mild in comparison, with 

demand from institutional investors trumping 

any short-term panic. 

Chief Africa economist at Standard Chartered 
Razia Khan said South Africa's disappointing first 
quarter growth figures, which showed the 
largest quarterly contraction in nearly decade, 
were unlikely to deter investors. 
"South African real interest rates relative to the 

rest of the world still look very compelling," said 
Khan in Johannesburg on Wednesday. "We are 
already seeing a lot of analysis saying if you see 
emerging markets as providing a buying 
opportunity, look to South Africa first. The 
positivity will come back." 

Gabriele Foa and David Hauner, strategists at 
Bank of America Merrill Lynch, said recent 
improvements in South Africa's budget, high real 

interest rates and a relatively steep curve made 
local bonds even more attractive. 
"10 year ZAR bonds yield 8.7 percent, while we 
forecast inflation at 4.6 percent for 2018. A 4 

percent real rate is high compared to what 
South Africa usually offers and versus emerging 
market peers too," they said. 
ROTATION OF RISK 
South Africa's benchmark bond yields slightly 
more than similarly-rated Indonesia's 7.2 
percent and Russia’s 7.4 percent, but much 
less than Brazil’s 12 percent and Turkey’s 
13.7 percent. 

"There is of course a fairly decisive reason for 
this, being the lack of political instability, which 

has led to a strong rotation of risk out of other 
more volatile countries and into our markets," 
Standard Bank's chief trader Warrick Butler said 
in a note, also comparing South Africa 
favourably to Argentina. 

The calm is also reflected in one-month implied 
volatility for the rand, a gauge of expected 
swings in the currency, which is near its historic 
average and lower than for many key emerging 
currencies, such as Turkey's and Indonesia's.  
Craig Botham, emerging markets economist at 

Schroders, which manages over $500 billion 
worth of assets globally, said the independence 
of South Africa's central bank and lower 
inflation, seen averaging 4.9 percent in 2018, 

would steel local bonds against the recent EM 
turbulence. 
Botham said reforms at state firms -- including 

sole power utility Eskom, where the government 
has made executive appointments since 
Ramaphosa became president -- were sending 
positive signals to investors.  
"It's also a sentiment thing. Reforms around 
state-owned companies and moves to remove 
some of government's intervention in the 

economy are really helping," he said. 
 
($1 = 12.6900 rand) 
(Editing by James Macharia and Catherine Evans) 
(( mfuneko.toyana@thomsonreuters.com ; 
+27117753153; Reuters Messaging: 
mfuneko.toyana.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018 
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Tanzania 

Tanzania sees GDP growth at 7.2 pct 

this year  

04-Jun-2018  
DAR ES SALAAM, June 4 (Reuters) - Tanzania's 

economy is expected to grow by 7.2 percent 
in 2018, up from around 7.1 percent last year, 
and the fiscal deficit will increase on the back 
of higher infrastructure spending, the finance 
minister said on Monday.  

Economic output in the East African nation is 
expected to be underpinned by vibrant activity 

in mining, transport and communications 
sectors. 

In a presentation to parliament, finance and 
planning minister Philip Mpango also said the 
inflation rate in 2018 would be "tamed at single 
digit levels".  

The fiscal deficit will reach 3.2 percent of gross 
domestic product in the 2018/19 fiscal year 
(July-June), up from around 2.1 percent in 
2017/18, he said.  
Tanzania’s inflation stood at 3.8 percent year-
on-year in April, slightly down from 3.9 percent 
a month earlier. 

President John Magufuli's government has 
pledged to boost public investment in 
infrastructure projects, including a standard 

gauge railway, new roads, power plants and 
expansion of port facilities. 
The overall budget is expected to rise to 32.5 
trillion shillings ($14.29 billion) in the 
2018/19 fiscal year, a 2.4 percent increase 

from the previous year, Mpango said.  

Magufuli said on Friday Tanzania plans to invest 
around $6 billion over the next five years in its 
agriculture sector, a mainstay of the economy. 
The private sector is expected to contribute 60 
percent of the funds for the Agricultural Sector 
Development Programme Phase II, with the 

balance coming from the government and 
development partners. 
 
($1 = 2,275.0000 Tanzanian shillings) 
(Reporting by Fumbuka Ng'wanakilala; Editing by Elias 
Biryabarema and Gareth Jones) 
(( Email:elias.biryabarema@thomsonreuters.com ; Tel. 
+254 20 499 1232; Reuters Messaging: 
elias.biryabarema.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

EMERGING MARKET 

 

Foreign investors dumped $12.3 bln in 

emerging market assets in May  

05-Jun-2018  
•EM sell-off last month saw foreigners dump 
$12.3 bln  
•Sell-off split jointly between bonds and 
stocks 
•Index points to broadening of sell-off across 
countries 

•Capital flows were still holding up in April 

By Marc Jones 

LONDON, June 5 (Reuters) - A heavy emerging 

markets sell-off last month saw foreigners 
dump a combined $12.3 billion of bonds and 
stocks, Institute of International Finance 
figures showed on Tuesday. 

Outflows were evenly split between debt and 
equities while regionally the biggest moves were 
$8 billion out of Asia and $4.7 billion from Africa 

and the Middle East combined, it said. 
There was selling at the end of April too, making 
this the second longest sell-off for emerging 
markets on the IIF's records. The longest 
followed the election of U.S. President Donald 
Trump in November 2016.  
"No single driver of outflows from EM assets 

stands out," the IIF's analysts said in their 
report.  
"A combination of factors appears to be at work: 
idiosyncratic domestic strains such as funding 
pressures in Argentina and Turkey or the 
truckers’ strike in Brazil, renewed U.S. tariff 

threats and retaliatory actions; and political 
uncertainty in Italy and Spain."  
Against a backdrop of higher global borrowing 
costs and a stronger dollar, there is also 
evidence that the downturn in sentiment is 
affecting a greater range of EM countries. 
Year-to-date portfolio flows are still positive 

at some $46 billion but this represents a 
sharp slowdown from the $134 billion 
registered during the same period of 2017. 

An IIF index, which scores the number of 
emerging economies where foreigners are selling 
assets compared to buying them, is also now 
lower both than after Trump's election and 2013 
when they were spooked by signs the U.S. 

Federal Reserve planned to scale back stimulus. 
The only points that the index is now higher 
than are after the peak of the financial crisis and 
following China's surprise devaluation in 2015. 
But a broader measure of foreign investor 
sentiment, which includes capital investment in 
property, factories or other assets, is more 

encouraging for emerging markets investors. 
This kind of data comes with a longer time lag 

but the IIF estimated net capital flows into 
emerging markets of $32 billion in April, well 
above 2017 average inflows of $7 billion a 
month. 
It also brings net capital inflows to $110 billion 

for the first four months of 2018, versus $37 
billion during the same period in 2017. 
Net flows to Turkey were $10 billion in April and 
at roughly $8 billion, net flows to Mexico were at 
their highest since January 2015. 
Flows to Brazil were muted, while those to 

Argentina and India both turned negative for the 
first time since May 2017 and February 2016, 
respectively. 

The IIF also estimated that a 10 percent 
appreciation in the trade-weighted value of the 
U.S. dollar would slash annual net capital inflows 
to emerging markets by some $95 billion. 

"Much will depend on how the global trade 
landscape evolves," the IIF's analysts said.  
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(Reporting by Marc Jones; editing by John Stonestreet 
and Alexander Smith) 
(( 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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