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ASIA 
  

Armenia 

Fitch Affirms Armenia At 'B+' Outlook 

Positive  

24-May-2019 22:13:29  
Fitch Affirms Armenia at 'B+'; Outlook Positive 
Fitch Ratings-London-24 May 2019: Fitch 

Ratings has affirmed Armenia's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'B+' with a Positive Outlook.  

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

rating action commentary. 
KEY RATING DRIVERS  
Armenia's ratings balance a credible macro 
policy mix and stronger income per capita and 
governance indicators relative to peers 
against high public and external debt and 
tense relations with some neighbouring 

countries. The Positive Outlook reflects 
institutions that have underpinned 

macroeconomic and financial stability through a 
period of significant political change, a stronger 

growth outlook relative to peers, and a 
commitment to a medium-term programme of 

government debt reduction. External 
vulnerabilities have re-emerged following a 
sharp widening of the current account deficit in 
2018, although this may partly reflect statistical 
issues.  
Fitch forecasts the general government deficit 
to widen to 2.3% of GDP in 2019, much lower 
than the current 'B' median of 4.3%, as 

expenditure execution accelerates. A planned 
tax reform package will cause revenue losses, 
which might be offset by strong tax 
administration measures. The government over-
performed its 2018 deficit target of 2.7% of 
GDP, recording a deficit of 1.6%, as spending 
reviews by the new government led to an under-

execution of capex, while robust economic 
growth and improved tax administration boosted 
revenues.  
The medium-term expenditure framework 
targets a decrease in current expenditure and 

re-allocation of these savings towards capex. 
The government is also planning a broad tax 

reform program for implementation in 2020, 
including a cut in corporate taxes, the 
introduction of a flat income tax rate and an 

mailto:Publicdebtnet.dt@tesoro.it
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increase in excise duty rates. Fiscal rules were 

altered in 2018 and expenditure rules replaced a 

deficit ceiling. The rules aim at providing 
enhanced spending flexibility, preserving capital 
expenditure and smoothing fiscal consolidation, 
while bringing central government debt below 
50% of GDP in the medium term (51.3% at end-
2018). 
Tighter fiscal policy, strong medium-term 
growth, and contained effective interest rates 
are consistent with a gradual downward 
trajectory of gross general government debt 

(GGGD)/GDP. We forecast it to decrease to 
55.5% of GDP in 2019 and 54.5% in 2020, from 
55.8% at end-2018 and compared with a 
current 'B' median of 59.4%. Central 

government maturities are half of the current 'B' 

median at a forecast 2.7% of fiscal revenues in 
2019, but will surge in 2020 to 5.5% due to a 
maturing Eurobond. 82% of GGGD is FX-
denominated, versus 67% for the 'B' median, 
exposing it to exchange rate fluctuations.  
The current account deficit widened sharply to 

9.1% of GDP in 2018 (2.4% in 2017). This was 
partly due to a larger trade deficit, which may 
reflect statistical discrepancies and re-exports 
currently captured in net errors and omissions of 
3% of GDP. We expect the deficit to narrow to 
5% of GDP in 2019, due to good export 
performance from tourism, agriculture and 

manufacturing industry, although rouble 
depreciation will weigh on remittance inflows, 

and the ramp-up in public spending will put 
pressure on imports. Foreign direct investment 
will not be sufficient to finance the deficit, 
leading to a further increase in net external debt 

to 48.8% of GDP in 2019, almost twice that of 
the current 'B' median. Non-resident deposits, 
which rose notably in 2018, are high at 20% of 
total deposits and could be volatile in case of an 
external shock, creating external financing 
pressures. 
External liquidity indicators are weaker than 

peers, with external liquid assets 132% of 
short-term liquid external liabilities, versus 

172% for the 'B' median. Gross external 
financing needs are set to rise to 95.2% of 

international reserves in 2020, from a forecast 
71.9% in 2019 as a USD500 million Eurobond 
comes to maturity in September 2020. Foreign 
reserves decreased to 3.5 months of CXP cover 

in 2018 (4.2 months in 2017), due to the surge 
in the current account deficit, but remain in line 
with the current 'B' median. However, the 
precautionary Stand-by Agreement of USD248 
million signed with the IMF in May 2019 provides 
an external buffer to a potential shock, while 

exchange rate flexibility, access to external 
financing and official international support 
reduce the risk of near-term balance-of-payment 
pressures. 

High investment activity and private 
consumption, supported by robust credit growth, 
led to a 5.2% economic expansion in 2018, 

despite a contraction in the agriculture and 
mining sectors. We forecast real GDP growth to 
decelerate in 2019 to 4.6% and 4.5% in 2020, 

still higher than the five-year average of 3.9% 

and the forecast current 'B' median of 3.3%. 

Lower remittances will likely lead to lower 
private consumption, although contractionary 
effects of fiscal policy gradually fade. Potential 
resumption of the construction of the foreign-
owned Almusar gold mine provides upside risks 
to our economic forecast. 
The economy has shown resilience to 
domestic political developments and external 
volatility stemming from Russia in 2018, 
reflecting an improved macroeconomic 
framework including inflation targeting, 
tighter fiscal policy and the Central Bank of 
Armenia's (CBA) commitment to a floating 

exchange rate. Inflation remained below the 
CBA medium-term target of 4% at 2.5% at end-

2018, due to a fall in agricultural prices, and 
2.2% at end-April 2019, lower than the current 
'B' median of 4.9%. The CBA lowered its 
refinancing rate by 25 bp on 29 January, 2019 
and has left it unchanged since then. We expect 
inflation to pick-up to 2.9% in 2019 and 3.2% in 
2020, supported by a steady expansionary 

monetary policy and closing negative output 
gap. 
The political transition initiated in April 2018 
with the peaceful "velvet revolution", which led 
to the resignation of former prime minister 
Serzh Sargsyan following large scale protests, 
was completed in December 2018, when the 

party of the incumbent prime minister, Nikol 

Pashinyan, won a parliamentary majority and 
subsequently formed a new government. The 
new administration appears committed to 
implementing structural reform, including 
fighting corruption, improving governance and 

public finance management and tackling 
monopolies. The recent release of former 
president Kocharyan has led to tensions between 
the prime minister and the judiciary, and may 
lead the government to prioritise reform of the 
judicial system. The long-standing conflict with 
Azerbaijan over Nagorno-Karabakh has the 

potential to escalate and borders are closed with 
two of Armenia's neighbours. 
Armenia's banking sector remains stable with 
capitalisation at 18% in 1Q19 and non-
performing loans (from one day past due, as 
per the CBA classification) at 5% of total 

loans. However, profitability is low and credit 
growth is high at 16.5% in 2018, raising 
concerns over potential risk-taking behaviour by 

banks. The CBA has adopted various macro-
prudential measures to limit FX-lending and 
improve FX liquidity but dollarisation remains 
high, albeit declining, at 52% of total deposits 
and 51% of total loans in 1Q19, exposing the 
sector to credit and liquidity risks. 

SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Armenia a score 

equivalent to a rating of 'B+' on the Long-Term 
Foreign-Currency (LT FC) IDR scale.  
Fitch's sovereign rating committee did not adjust 
the output from the SRM to arrive at the final LT 

FC IDR 
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Fitch's SRM is the agency's proprietary multiple 

regression rating model that employs 18 

variables based on three-year centred averages, 
including one year of forecasts, to produce a 
score equivalent to a LT FC IDR. Fitch's QO is a 
forward-looking qualitative framework designed 
to allow for adjustment to the SRM output to 
assign the final rating, reflecting factors within 

our criteria that are not fully quantifiable and/or 
not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that could, individually or 
collectively, lead to an upgrade are:  
- Confidence that improvements in the economic 

policy framework and governance and 
institutional effectiveness are being entrenched;  
- Greater confidence that the government debt-

to-GDP ratio is on a downward trajectory; and  
- A sustained improvement in the external 
balance sheet.  
The main factors that could, individually or 

collectively, lead to the Outlook being revised to 
Stable are:  
- Increased external vulnerabilities, potentially 
stemming from a high current account deficit. 
- Fiscal slippage leading to a failure to put 
government debt/GDP on a downward trajectory 
over the medium term. 

KEY ASSUMPTIONS 
Fitch assumes that Armenia will continue to 
experience broad social and political stability and 
that there will be no prolonged escalation in the 

conflict with Azerbaijan over Nagorno-Karabakh 
to a level that would affect economic and 

financial stability.  
Fitch assumes that the Russian economy will 
grow 1.5% in 2019 and 1.9% in 2020.  
The full list of rating actions is as follows:  
Long-Term Foreign-Currency IDR affirmed at 
'B+'; Outlook Positive  
Long-Term Local-Currency IDR affirmed at 'B+'; 

Outlook Positive  
Short-Term Foreign-Currency IDR affirmed at 'B'  
Short-Term Local-Currency IDR affirmed at 'B'  
Country Ceiling affirmed at 'BB-'  
Issue ratings on long-term senior-unsecured 

foreign-currency bonds affirmed at 'B+'  
Issue ratings on long-term senior-unsecured 

local-currency bonds affirmed at 'B+'  
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com 
Additional information is available on 
www.fitchratings.com 
Copyright © 2019 by Fitch Ratings, Inc 
©Thomson Reuters 2019. All rights reserved.  
 
 

Armenia's economy grows 7.1% yr/yr 

in first quarter  

28-May-2019  
TBILISI, May 28 (Reuters) - Armenia's 

economy expanded 7.1% in the first quarter 
from a year earlier, preliminary official data 
showed on Tuesday, helped by strong growth 
in the mining and hospitality sectors. 

The country of 3.2 million people depends 

heavily on aid and investment from former 

imperial master Russia, whose economic 
downturn has hit Armenian exports in recent 
years, as well as remittances from Armenians 
working in Russia. 
Armenia's economic growth slowed to 5.2% last 
year, from 7.5% in 2017. 

The government expects a further slowdown to 
4.9% growth in 2019. However, first-quarter 
growth was almost as fast as the economy's 
7.2% expansion in January-March last year. 
The IMF, which forecasts 4.6% growth for 
Armenia this year, approved a $248.2 million 

three-year stand-by precautionary arrangement 
for the country last week to support structural 
reforms and improve the business environment. 

Armenian authorities do not intend to draw the 
funds unless shocks generate balance of 
payments needs. 
 
(Reporting by Margarita Antidze; Editing by Susan 
Fenton) 
(( margarita.antidze@thomsonreuters.com ; 
+995322999370; Reuters Messaging: 
margarita.antidze.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
 
 

Bahrain 

Bahrain misses key fiscal adjustment 

goals with 2019-2020 budget  

28-May-2019  
By Davide Barbuscia 
DUBAI, May 28 (Reuters) - Bahrain does not 

expect to meet some of the key goals it set 
out last year as part of a fiscal adjustment 

programme linked to a $10 billion bailout 
received from its Gulf allies, a final draft of its 
state budget for the next two years shows.  
Saudi Arabia, Kuwait and the United Arab 
Emirates last year pledged $10 billion in financial 
aid for the small Gulf oil producer as it headed 
for a credit crunch after piling up debt to offset 
the impact on revenues of lower oil prices. 

The aid, however, was linked to a series of 
reforms aimed at eliminating Bahrain's budget 
deficit by 2022. 
Bahrain earlier this month revised upwards its 
budget deficit forecasts for the next two 
years, signalling it might take longer than 
expected to balance the budget. 

The final budget draft, published on Monday, 
shows other items such as non-oil revenues and 

government expenditure are also expected to 
miss earlier estimates. 
However, a finance ministry spokesman said in a 
statement sent to Reuters the deficit reduction 
programme was ahead of schedule having fallen 
to 6.2% of GDP in 2018 compared with a 

projected 9.8%. 
He said the Fiscal Balance Program estimates 
were "expressed as ranges, not specific year-on-
year targets", and that the state budget 
projected deficit, non-oil revenue and 
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PDM Network Weekly Newsletter on Emerging Markets 

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

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

  5 

expenditure that "sit at the more ambitious end 

of the forecasted ranges". 

BUDGET SURPLUS  
The budget for 2019 and 2020 that was 
approved by parliament forecasts a primary 
budget surplus in 2020, the spokesman 
added.  

"They’re trying to make progress on the reforms 
but this is unlikely to reach the pace that was in 

the initial targets," said Monica Malik, chief 
economist at Abu Dhabi Commercial Bank.  
Based on GDP forecasts by the IMF, Bahrain's 
non-oil revenues – a measure of its success in 
diversifying the economy away from oil – will 
correspond to 5.4% and 5.7% of GDP in 2019 
and 2020, respectively, according to the budget. 

That is below expectations of 6.2% and 6.6% 

set out in the fiscal adjustment programme last 
year. 
The finance ministry spokesman said estimated 
non-oil revenues set out in the programme were 
based against non-oil GDP, not overall GDP. He 
did not provide a figure for non-oil GDP 

projections. 
Another important item of the programme was a 
reduction in state spending. But according to the 
budget, expenditure is expected to account for 
24% of GDP in 2019 and 23.1% of GDP in 2020 
– short of targets of 22.6% and 21.6%. 
Without the programme, expenditure would 

have accounted for 25.5% and 25.2% of GDP in 
2019 and 2020, Bahrain had said. 

The planned reforms included the introduction of 
a 5% value-added tax, subsidy cuts and a 
voluntary retirement plan for state workers. The 
budget showed government subsidies will 

remain practically unchanged through 2019 and 
2020. 
 
(Reporting by Davide Barbuscia 
Editing by Mark Heinrich) 
(( Davide.Barbuscia@thomsonreuters.com ; 
+971522604297; Reuters Messaging: 
davide.barbuscia.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
 
 
 

Bangladesh 

S&P Says Bangladesh 'BB-/B' Ratings 

Affirmed Outlook Stable  

30-May-2019  

May 30 (Reuters) -  
S&P says Bangladesh 'BB-/B' ratings 
affirmed; outlook stable. 

S&P says stable outlook reflects expectation that 
Bangladesh's healthy growth prospects will 
overcome risks to the external profile over the 
next 12 months. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 

 

China 

Trade tensions push China CDS rise to 

four month high  

29-May-2019  
LONDON, May 29 (Reuters) - The cost of 

insuring exposure to China's sovereign debt 
rose to the highest level in four months on 
Wednesday amid a flare up in trade tensions 
between Washington and Beijing and 
lingering fears over the health of the world's 
second largest economy. 

China five-year credit default swaps (CDS) rose 

4 basis points (bps) from Tuesday's close to 57 
bps, the highest reading since the end of 

January, data from IHS Markit showed.  
 
(Reporting by Karin Strohecker; Editing by Tom 
Arnold) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
 
 

China central bank's maturing bills, 

repos next week  

31-May-2019  
May 31 (Reuters) - Maturing Chinese central 

bank reverse bond repurchase agreements 

will drain 530 billion yuan ($76.80 billion) 
next week. 

The People's Bank of China (PBOC) has drained 
310 billion yuan on a net basis from money 
markets via open market operations (OMOs) so 
far this year. 
The PBOC drained a net 410 billion yuan from 
the markets in 2018, with the outstanding 

balance in its OMOs at 840 billion yuan, as of 
end-December. 
 
($1 = 6.9011 Chinese yuan) 
(Reporting by the Shanghai Newsroom; Editing by 
Rashmi Aich) ((winni.zhou@thomsonreuters.com; +86 
21 6104 1777; Reuters Messaging: 
winni.zhou.thomsonreuters.com@reuters.net)) 
©Thomson Reuters 2019. All rights reserved. 
 
 

India 

India To Issue Sovereign Gold Bonds 

In 4 Tranches From June To September   

30-May-2019  

By Gurdev Singh Virk 
NewsRise 
MUMBAI (May 30) -- The Reserve Bank of 

India, on behalf of the federal government, 
will issue sovereign gold bonds 2019-20 - 
under a total of four series, starting Jun. 11, it 
said today. 

Applications for the bonds under series I will be 
accepted from Jun. 3 to Jun. 7, the government 

said in a statement. Under series II, the 
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applications will be accepted from Jul. 8 to Jul. 

12, for series III from Aug. 5 to Aug. 9 and 

series IV from Sep. 9 to Sep. 13. The issue date 
for the respective gold bonds will be Jun. 11, Jul. 
16, Aug. 14 and Sep. 17.  
The issue price of gold bonds will be 50 rupees 
per gram less for those who will subscribe online 
and make electronic payment. The price of the 

bond will be on the basis of simple average of 
closing price of gold of 999 purity, published by 
the India Bullion and Jewellers Association for 
the last 3 working days of the week preceding 
the subscription period.  
The bonds will be sold through banks, Stock 
Holding Corporation of India Ltd., designated 

post offices and recognised stock exchanges, 
the statement added. 

While the minimum permissible investment will 
be one gram of gold, the maximum amount 
subscribed will not be more than four kilograms 
for an individual and 20 kgs for a trust or similar 
entity per fiscal, the statement said.  
The tenor of the bond will be for a period of 

eight years with exit option from fifth year to be 
exercised on the interest payment, the 
statement added. 
Investors “will be compensated at a fixed rate of 
2.50% per annum payable semi-annually on the 
nominal value” of investment, according to the 
statement. The interest on gold bonds are 

taxable according to the provisions of the 
Income Tax Act, but capital gains tax arising on 

redemption of the bonds to an individual has 
been exempted. 
New Delhi has been trying to nudge investors 
away from holding physical gold and cut reliance 

on imports of the precious metal in an attempt 
to keep a lid on the current account deficit. 
 
- By Gurdev Singh Virk; Gurdev.Virk@newsrise.org; 
91-22-61353300 
- Edited By Debasis Basak 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
©Thomson Reuters 2019. All rights reserved.  
 
 

RBI announces sale of sovereign gold 

bonds  

31-May-2019  
Mumbai 
The Reserve Bank of India Thursday 
announced the issue of Sovereign Gold Bonds 
(SGBs), on behalf of Government of India 

every month, from June 2019 to September 
2019. 
"The bonds will be restricted for sale to 
resident individuals, HUFs, trusts, universities 
and charitable Institutions," the RBI said in a 
notification Thursday. "The bonds will be 
denominated in multiples of gram of gold with 

a basic unit of 1 gram. The tenor of the bond 
will be for a period of 8 years with exit option 
after 5th year to be exercised on the interest 

payment dates. Minimum permissible 
investment will be 1 gram of gold," it said. 

SGBs are government securities denominated in 

grams of gold. They are substitutes for holding 

physical gold and investors have to pay the issue 
price in cash and the bonds will be redeemed in 
cash on maturity. 
"The quantity of gold for which the investor pays 
is protected, since he receives the ongoing 
market price at the time of redemption/ 

premature redemption. The SGB offers a 
superior alternative to holding gold in physical 
form. The risks and costs of storage are 
eliminated. Investors are assured of the market 
value of gold at the time of maturity and 
periodical interest. SGB is free from issues like 

making charges and purity in the case of gold in 
jewellery form. The bonds are held in the books 
of the RBI or in demat form eliminating risk of 

loss of scrip etc," the RBI stated. 
The bonds bear interest at the rate of 2.50 per 
cent (fixed rate) per annum on the amount of 
initial investment. Interest will be credited 
semi-annually to the bank account of the 
investor and the last interest will be payable 

on maturity along with the principal. 

According to the RBI, the maximum limit of 
subscription will be 4 kg for individual, 4 kg for 
HUF and 20 kg for trusts and similar entities per 
fiscal (April-March) notified by the Centre from 
time to time. Bonds can be used as collateral for 
loans. The loan-to-value (LTV) ratio is to be set 

equal to ordinary gold loan mandated by the 
Reserve Bank from time to time. 

"Interest on the bonds will be taxable as per the 
provisions of the Income-tax Act, 1961 (43 of 
1961). The capital gains tax arising on 
redemption of SGB to an individual has been 
exempted. The indexation benefits will be 

provided to long terms capital gains arising to 
any person on transfer of bond. TDS is not 
applicable on the bond. However, it is the 
responsibility of the bond holder to comply with 
the tax laws," the banking regulator said. 
The bonds will be sold by scheduled commercial 
banks (except small finance banks and payment 

banks), Stock Holding Corporation of India 
Limited, designated post offices and recognised 
stock exchanges like National Stock Exchange 

and BSE. 
 
Copyright 2019 IE Online Media Services Pvt. Ltd., 
distributed by Contify.com 
Copyright (c) 2019 IE Online Media Services Pvt. Ltd., 
distributed by Contify.com 
©Thomson Reuters 2019. All rights reserved.  
 
 

India Bonds Seen Higher As Crude Oil 

Prices, U.S. Yields Slump  

31-May-2019  
By Siddhi Nayak 

NewsRise 

MUMBAI (May 31) -- Indian government bonds 

are likely to gain in early trade, tracking an 
overnight slump in crude oil prices and U.S. 
Treasury yields as U.S. President Donald 
Trump's imposition of tariffs on Mexico is 
expected to hurt global growth. 
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The yield on the benchmark 7.26% bond 
maturing in 2029 is likely to trade in a range 

of 7.12%-7.18% today, a trader with a 
private bank said. The note ended at 100.84 
rupees, yielding 7.14% yesterday. The rupee 
ended at 69.87 to the dollar. 

“The overnight risk off may aid some local 
buying but gains will be capped as traders will 
wait for the India's growth data," the trader 
said.  

Trump said that Washington will impose a 5% 
tariff on all Mexican imports from Jun. 10. The 
duties would be raised gradually to 25% in the 
coming months if Mexico does not take action to 
“reduce or eliminate the number of illegal aliens” 
crossing into the U.S., he said. 
Demand for safe haven assets also rose amid 

fears of an escalating trade war between the 
U.S. and China.  
The benchmark Brent crude contract slipped to 
$65.86 per barrel, lowest since Mar. 11. India 
imports over 80% of its crude oil requirements. 
The yield on the 10-year U.S. treasury was at 
2.1710%, lowest since Sep. 13, 2017. 

India's gross domestic product growth data for 
January-March and 2018-19 is due post market 
hours today. A Reuters poll predicts January-
March reading to have eased to 6.3% on year, 
the lowest since quarter ended June 2017, down 
from 6.6% in October-December.  

India's rate-setting Monetary Policy Committee 
is expected to cut rates by 25 basis points on 

Jun. 6 and change its policy stance to 
accommodative from neutral, according to 
traders. 
KEY FACTORS: 
*Benchmark Brent crude oil contract trading 1% 

lower at $66.14. 
*Ten-year U.S. yield at 2.1873%. 
*Foreign investors net sold $74.16 million worth 
of Indian bonds on May 30. Month-to-date these 
investors are net buyers of $204.95 million of 
Indian debt. 
*RBI to release weekly foreign exchange data. 

*Government to release January-March GDP 
data. 
*Government to release April Infrastructure 

output data. 
*Government likely to release FY19 and April 
fiscal deficit data. 

*RBI to conduct 14-day term repo auction worth 
245 billion rupees. 
*RBI to set underwriting fees for 170 billion 
rupees weekly bond auction. 
*RBI to conduct 170 billion rupees weekly bond 
auction. 
*RBI to conduct 7-day reverse repo auction 

worth 400 billion rupees. 
 
- By Siddhi Nayak; siddhi.nayak@newsrise.org; 91-22-
61353300 
- Edited By Mrigank Dhaniwala 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
©Thomson Reuters 2019. All rights reserved. 
 

 

Indonesia 

Indonesia 2018 budget deficit at 1.8% 

of GDP, narrowest in 6 years  

29-May-2019  
JAKARTA, May 29 (Reuters) - Indonesia's 

budget deficit in 2018 was at 1.8% of gross 
domestic product, slightly wider than the 
previously estimated figure but the narrowest 
gap since since 2012, audited state budget 
data released by the Supreme Audit Board on 
Wednesday showed. 

The government had revealed its unaudited 

2018 budget deficit at 1.76% of GDP in January, 
narrower compared to 2.51% in 2017 and 

narrowest since 1.85% in 2012. 
Following are details of last year's budget, 
compared with earlier plans for 2018 and plans 
for 2019 approved last October. 
 
(Reporting by Maikel Jefriando and Tabita Diela; 
Editing by Rashmi Aich) 
(( tabita.diela@thomsonreuters.com ; 
+628561539032; )) 
(c) Copyright Thomson Reuters 2019.  
 
 

S&P raises Indonesia's rating to 'BBB' 

on strong economic prospects  

31-May-2019  
May 31 (Reuters) - Ratings agency S&P said on 

Friday it had raised Indonesia's sovereign 
credit rating to 'BBB', citing the country's 
strong economic growth prospects and 
supportive policy dynamics. 

S&P had previously rated Indonesia at 'BBB-', 
the lowest investable grade awarded by the 
agency. 

The upgrade put S&P on par with the ratings 
awarded by two other major credit rating 
agencies, Fitch and Moody's. 
S&P also raised its short-term sovereign credit 
rating to 'A-2' from 'A-3'. 
"We raised the ratings to reflect Indonesia's 

strong economic growth prospects and 
supportive policy dynamics, which we expect to 
remain following the re-election of President 
Joko Widodo recently," S&P said in a statement.  
Re-elected in April, Widodo is expected to 
continue to invest in infrastructure, though 
Widodo first has to overcome a challenge to his 

election victory that has been lodged by a rival 
in the Constitutional Court. 
"The sovereign ratings on Indonesia continue 
to be supported by the government's 
relatively low debt and its moderate fiscal 
performance," it added.  

S&P gave the new rating a stable outlook and 
said it would continue to monitor the country's 

external and fiscal balances over the next two 
years for a future rating decision. 
Amid bouts of volatility in emerging markets in 
recent years, Indonesia's widening current 
account deficit has been a source of concern. 
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Bank Indonesia after its May policy meeting 

adjusted its outlook for the current account 

deficit to 2.5%-3% of GDP due to the U.S.-China 
trade war and global growth slowdown, from an 
initial outlook of 2.5% of GDP. 
The current account gap was 3% of GDP last 
year. 
Investment grade credit ratings awarded to 

Indonesia indicated confidence in the 
country's efforts to maintain stability against 
external risks while trying to boost economic 
growth momentum, central bank governor 
Perry Warjiyo said in a statement responding 
to the S&P upgrade. 

"Going forward, Bank Indonesia and the 
government remain committed to continuing 
structural reforms to achieve strong, 

sustainable, balanced and inclusive economic 
growth," Warjiyo said in a statement. 
The rupiah, which has been hit by renewed 
concerns over the fallout from the Sino-U.S. 
trade war in recent weeks, strengthened by 1% 
following the rating upgrade on Friday.  
Handy Yunianto, a fixed income analyst with 

Mandiri Sekuritas, said any rating upgrade news 
will be positive for Indonesian markets despite 
S&P lagging behind the two other major credit 
rating agencies. 
"At least this enforces our belief that there is 
potentially a further upgrade next year by Fitch 
and Moody's, should the current account balance 

improve, inflation remain below 3.5 percent and 

tax revenues be sustained," Yunianto said. 
Indonesia reported a current account deficit of 
2.6% of GDP in the first quarter this year, while 
inflation stood at 2.83% in April.  
 
(Reporting by Philip George in Bengaluru, Fransiska 
Nangoy in Jakarta; editing by Simon Cameron-Moore) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
 
 

Israel 

Israel should cut budget deficit to 

2.5% of GDP starting in 2020  

24-May-2019 16:02:32 
By Steven Scheer and Tova Cohen 
JERUSALEM, May 24 (Reuters) - Israel should 

aim to reduce its budget deficit from 2020 by 
cutting tax benefits and other measures, the 
International Monetary Fund said in its 

preliminary annual report published on Friday. 

After a visit by IMF staff to Israel this week, the 
fund said it expected Israel's budget deficit to 
reach at least 3.5% this year, up from 3% in 
2018. 
Current policies implied further deficit increases 

in coming years, but Israel should target getting 

the deficit down to 2.5% of GDP in 2020, the 
IMF said. 
"Leaving debt on a rising path will constrain 
Israel's ability to use fiscal policy to cushion 

shocks to the economy," the fund said in the 

report. 

It noted that Israel's healthy economy gave the 
government room to take steps in the 2020 
budget, such as trimming the deficit through 
cutting tax benefits, raising revenues and 
improving spending efficiency. 
Monetary policy remains accommodative, with 

the key interest rate at 0.25%. Inflation has 
risen from low levels, to remain just above the 
floor of the government's 1-3 percent target 
range since mid-2018. 
A further increase in inflation is expected in 
the next few years, although this is subject to 
risks from global growth, together with 
uncertainties around the impact of rising 

wages and increased competitive pressures in 
Israel. 

"In that context, it is appropriate that the Bank 
of Israel has indicated that future interest rate 
rises will be gradual and cautious," the IMF said. 
Israel's economy remains solid, the IMF said, 
with output rising by 3.2% in the year to the 
first quarter of 2019, and similar growth is 

expected for 2019 as a whole. 
Export growth, led by high-tech services, 
declined little despite a weakening global 
economy, but fixed investment slowed as falls in 
housing construction outweighed strong 
machinery spending. Job creation exceeded 2% 

in 2018, keeping unemployment at historic lows 
of about 4%. 

The IMF noted that Israel’s banks did not 
become a drag on growth during the global 
financial crisis. Earlier IMF reports noted that 
Israel takes a very rigorous approach to banking 
supervision, contributing to financial stability. 

Approving legislation for a new parliamentary 
Financial Stability Committee has helped close 
regulatory and supervisory gaps across the 
financial system, the IMF said. 
"Any new legislation should remain consistent 
with international principles for effective bank 
supervision, especially by preventing 

government or political interference that 
compromises the operational independence of 
the (banking) supervisor," it said. 

Faster productivity gains are needed to sustain 
solid increases in Israeli household incomes, 
while further progress is needed on cutting 

regulatory costs and uncertainties that 
discourage business investment. 
 
(Reporting by Steven Scheer and Tova Cohen; Editing 
by Susan Fenton) 
(( steven.scheer@tr.com )) 
(c) Copyright Thomson Reuters 2019.  
 
 

New Israel election likely to widen a 

swelling budget deficit  

30-May-2019  
• New election called after PM failed to 
form coalition 
• Election set for Sept 17; Prior election 
was April 9 
• Israel budget deficit reaches 3.8% of 
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GDP in April 
• IMF, Bank of Israel call for tighter 

fiscal responsibility 

By Steven Scheer and Tova Cohen 
TEL AVIV, May 30 (Reuters) - Israel's budget 

deficit problem is about to get bigger as the 
country heads for its second election this 
year, after Prime Minister Benjamin 
Netanyahu failed to form a new government. 
The deficit swelled to 3.8% of gross domestic 
product in April, considerably exceeding this 
year's 2.9% target. Analysts, the central bank 

and the International Monetary Fund have 
warned of consequences if the country does 
not rein in its budget. 

Tax increases and spending reductions were 
expected once a government was formed 
following April 9 elections. But Netanyahu failed 

to put together a coalition and parliament voted 
on Thursday to dissolve itself. A new election will 

be held in September. 
"The summer traditionally is the time for budget 
negotiations, but this will not happen," said 
Henry Rome, a global macro analyst at the 
Eurasia Group. "The current budget, with its 
widening deficit, will remain in place through at 
least the start of 2020." 

Little can be done while Israel's parties are 
campaigning. And it might be hard to act once a 
government is formed, since coalition building 
often requires the prime minister to provide 
funds for partners' pet projects. 

For the first four months of the year, the deficit 

was 14 billion shekels ($3.9 billion), with its 
target at 40 billion for all of 2019. 
Leader Capital Markets Chief Economist 
Jonathan Katz believes the government will need 
to make budget adjustments of 12 billion to 15 
billion shekels, mainly by raising tax income. 
"I don't see it before January," he said, 

projecting a deficit of 4% of GDP this year. 
Postponing spending cuts and tax increases 
could boost GDP in 2019, but growth will suffer 
in 2020 as a result. Katz was forecasting 3% 
growth next year but said he will probably cut 
his estimate to 2.8% to 2.9%. He has trimmed 
his inflation forecast for 2019 to 1.4% for 2019, 

from 1.5% to 1.6%.  
"Even before, I wasn't expecting a rate hike this 
year but this strengthens that conviction ... 
unless for some reason the shekel begins to 
weaken significantly on the back of political 
uncertainty," Katz said. 

GREY CLOUDS 
Israel's fiscal woes mainly stem from 
Netanyahu and Finance Minister Moshe 
Kahlon's affinity for cutting taxes while 
spending generously on policies like pay rises 
for police and subsidies for kindergartens and 
housing.  

The ministry said the 2020 budget will be 
presented to the new cabinet in December, with 

a final vote slated for March of next year. In that 

case, the government will use a pro-rated 
version of the 2019 budget for three months. 
A ministry spokeswoman said limited 
government activity should help improve the 

fiscal situation in coming months. 

Last month Director General Shai Babad 

downplayed the situation, saying the hole was 
small in relation to a 400 billion-shekel budget. 
Other authorities are more concerned. Last 
week, the IMF called on Israel to reduce the 
2020 deficit to 2.5% of GDP by cutting tax 
benefits and other measures. 

"Leaving debt on a rising path will constrain 
Israel's ability to use fiscal policy to cushion 
shocks to the economy," it said in a report. 
However, action on Israel's rating is unlikely for 
now. Karen Vartapetov, a sovereign ratings 
director at Standard & Poor's, said he expected 

deficits exceeding their targets in 2019 and 
2020. 
"A lot will depend on the composition of the 

coalition and the agreements they make," he 
told Reuters. "But I don't think this will blow up 
the fiscal story massively, even if they loosen 
fiscal expenditures."  

 
($1 = 3.6211 shekels) 
(Editing by Larry King) 
(( 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 2019.  
 
 

Fitch Ratings: Failure to Form Gov't to 

Delay Israeli Fiscal Consolidation  

31-May-2019  
Fitch Ratings-Hong Kong/New York/London-May 
31: The delay in forming a new Israeli 

government until after snap elections in 
September 2019 will push back fiscal 
consolidation until 2020, Fitch Ratings says. 
The failure to form a government after the 9 

April elections will contribute to fiscal slippage 
this year, but we expect the next government to 
act to prevent a significant upward trend in 
government debt/GDP. 
The Knesset voted its own dissolution on 29 May 
in order to trigger an unprecedented repeat 
parliamentary election on 17 September. Prime 

Minister Benjamin Netanyahu, whose Likud party 
won 35 of the 120 seats in April, was unable to 
form a coalition (requiring at least 61 seats) by 
the 29 May deadline. His efforts were blocked by 
irreconcilable differences with religious parties 
and Avigdor Lieberman's centre-right secular 
party on the mandatory drafting of ultra-

orthodox Jews into the Israel Defense Forces. 
The decision to dissolve the Knesset prevented 
the opposition Blue and White party, which also 
won 35 seats, from being tasked with forming a 
government. 
When we affirmed Israel's 'A+'/Stable rating on 

25 March, our fiscal forecasts assumed that the 

process of forming a government and agreeing a 
legislative agenda could delay consolidation 
measures until 3Q19. As a result of the new 
elections being called, Israel will not have a 
government capable of implementing strong 
measures to curb the fiscal deficit until 2020, 
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giving it very little room to have an impact on 

the fiscal performance for the year. There are 

now risks the central government deficit will 
exceed our forecast of 3.5% of GDP in 2019, 
which is particularly notable given Israel's strong 
position in the current business cycle. This 
compares to an official target of 2.9%. Debt 
could also rise further than our projected 62% of 

GDP. 
The latest available fiscal data show that 
Israel is already on track to exceed its 2.9% 
of GDP deficit target. The fiscal deficit from 
January to April 2019 is significantly larger 
than in previous years, reaching 1% of 
forecast full-year GDP compared to an 

average of 0.1% over 2016-2018. The higher 
deficit reflects increased expenditure, part of 

which likely stems from 2018 expenditure that 
was delayed until January 2019, amid broadly 
stable nominal revenues. 
Our forecast of a lower budget deficit of 3% of 
GDP in 2020 reflects a fairly broad-based 
political commitment to running a responsible 
fiscal policy, evidenced by successive 

governments bringing down government 
debt/GDP to close to 60% in 2017 from more 
than 90% in the early 2000s. 
Nevertheless, the likely difficulties in forming a 
coherent coalition after the September elections 
could lead to spending commitments being made 

to secure smaller parties' support, as happened 
after the 2015 elections and resulted in growing 

fiscal deficits. Furthermore, political pressures to 
reduce income inequality and living costs, and to 
tackle perceived shortfalls in investment in 
human and physical capital, could delay fiscal 
adjustment, while high defence spending 

remains a long-standing constraint on budgetary 
flexibility. Additional political uncertainty could 
also disrupt policymaking, including the decision 
by the attorney general on whether to indict Mr 
Netanyahu in several criminal cases. Pre-
indictment hearings are currently scheduled to 
take place in October. 

Coalition governments in Israel usually do not 
last a full term, and Israel's sovereign credit 
profile has been resilient to past political shocks, 

which have not caused sustained fiscal slippage. 
While weak public finances relative to 'A' 
category peers and political and security risks 

weigh on Israel's sovereign rating, it is 
supported by strong external finances, robust 
macroeconomic performance and solid 
institutional strengths. High public debt is a 
rating weakness, but the share of external debt 
is low and Israel benefits from high financing 
flexibility. 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com. 
Copyright © 2019 by Fitch Ratings. 
©Thomson Reuters 2019. 
 

 

Lebanon 

Lebanon 2019 state budget approved 

by cabinet  

27-May-2019  
BEIRUT, May 27 (Reuters) - Lebanon's 2019 

state budget was formally approved by the 
government on Monday and will now move to 
parliament for ratification, Lebanese 
television stations including al-Manar and al-
Jadeed reported.  

The budget, which was mostly agreed on by the 
cabinet on Friday, included a deficit of 7.6% of 

gross domestic product (GDP), al-Jadeed 
reported. 

 
(Reporting By Angus McDowall and Tom Perry; Editing 
by Toby Chopra) 
(( angus.mcdowall@thomsonreuters.com ; Reuters 
Messaging: 
angus.mcdowall.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
 
 

Lebanon 5-yr CDS drop, dollar bonds 

gain after cabinet approves budget  

28-May-2019  
LONDON, May 28 (Reuters) - The cost of 

insuring exposure to Lebanon's sovereign 
debt fell on Tuesday while the country's dollar 

bonds rose after the government approved a 
2019 budget with deep spending cuts. 

Five-year credit default swaps slipped 23 basis 
points (bps) from Monday's close to 847 bps, 
according to IHS Markit data. 
Lebanon's November 2019 dollar-denominated 
issue rose more than 0.7 cents in the dollar, 
while the March 2020 issue gained some 0.6 

cents, according to Refinitiv data. 
 
(Reporting by Tom Arnold, editing by Karin 
Strohecker) 
(( Tom.Arnold@thomsonreuters.com ; 
+442075428510; Reuters Messaging: 
tom.arnold.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
 
 

Lebanon budget may not be enough to 

restore confidence  

28-May-2019  
LONDON, May 28 (Reuters) - Lebanon's budget 

plan to cut its fiscal deficit to 7.6% of GDP 
this year may not be enough to restore 
damaged confidence in the deeply-indebted 
country, credit rating agency S&P Global said 
on Tuesday. 

Mounting worries about Lebanon's finances saw 
S&P put the country's B- rating on a negative 

outlook at the start of March. 
"The announcement itself (to cut the deficit to 
7.6% from above 11% last year) may not be 
sufficient to improve the confidence of non-
resident depositors and investors, which has 

waned in recent months," S&P's primary 
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Lebanon analyst, Zahabia Saleem Gupta, said by 

e-mail. 

She added slippage from the new target could 
happen, particularly since any cost cutting 
measures will only be implemented in the 
second half of the year.  
"We estimate the 2019 fiscal deficit outturn at 
about 10% of GDP," Gupta said. "In the absence 

of substantial revenue-enhancing and cost-
cutting measures, we forecast that Lebanon’s 
general government debt to GDP ratio will 
continue rising to above 160% of GDP by 2022, 
from 143% in 2018." 
 
(Reporting by Marc Jones, editing by Karin Strohecker) 
(( 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 2019.  
 
 

Lebanon needs financing to keep 

"show on the road"  

30-May-2019  

By Marc Jones 
LONDON, May 30 (Reuters) - Lebanon's plan to 

bring its budget deficit back into single digits 
is a step in the right direction, but it needs to 
regain market access to keep default concerns 
at bay, Fitch's rating analyst said on 
Thursday. 

Heavily indebted Lebanon's government 

approved a 2019 budget on Monday including 
deep spending cuts to narrow its projected 
deficit to 7.6% from 11% of gross domestic 
product (GDP) and stave off a financial crisis. 
Fitch put a 'negative outlook' - effectively a 
downgrade warning - on its 'junk' B- Lebanon 
rating in December. 

Sovereign team director Toby Iles told Reuters 
that implementation of the "pretty ambitious" 
budget was key.  
"There may be some positive sentiment effect," 
he said, "But I do think given the track record 
(of not implementing spending cuts) people will 
want to see some results for this to have a 

lasting impact on confidence." 
Fitch expects Lebanon's 2019 deficit to be 
around 9%, higher than the government's 
forecast. 
Fitch's move to a negative outlook last year 
came following a blow-out public sector pay, 
rise in debt interest payments, electricity 
subsidies and other forms of spending. 

The B- is already a "very low" one Iles said, 
meaning there is no need to rush another move, 
but the broad worries are fundamentally about 
fragile confidence. 
"The key things we are watching now as we 
assess the outlook --as well as the finances-- 

are whether the Lebanese financial system can 

attract enough foreign inflows and whether the 
central bank can maintain the FX reserves." 
The country's next major debt repayment 
deadlines are $1.5 billion in November then $1.2 
billion next March. Gross currency reserves were 

$31.1 billion in March meaning those payments 

should be easily covered, but Beirut will need to 

regain access to borrowing markets, Iles added. 
"It is really about does Lebanon have enough 
financing to keep the show on the road? that is 
the kind of thing we are looking at this (B- 
rating) level," he said. 
"It is a confidence question, and it is the great 

unknown. $31 billion of reserves is a decent 
amount, but if depositors lose confidence then 
those reserves can run out very quickly." 
 
(Reporting by Marc Jones; Editing by Hugh Lawson) 
(( 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 2019. 
 
 

Pakistan 

Pakistan sets 4% GDP growth target 

for 2020 ahead of austerity budget  

29-May-2019  
By Asif Shahzad 
ISLAMABAD, May 29 (Reuters) - Prime Minister 

Imran Khan said on Wednesday Pakistan 
faced "unprecedented economic crisis" as his 
government forecast growth of 4% for next 
year ahead of an austerity budget aimed at 
securing a $6 billion loan from the 
International Monetary Fund. 

The new growth forecast for the fiscal year to 
June 2020, was approved during a meeting of 
the government's National Economic Council that 
signed off on measures including a five-year 
economic plan. 
"The Prime Minister during the meeting said that 
the country was facing unprecedented economic 

crisis," his office said in a statement, calling on 
provincial governments to join forces with the 
Islamabad government. 
While 4% growth would represent a marked 
slowdown from growth rates above 5% in the 
previous two years, it is still well above the 
IMF's own forecast of 2.8% next year. 

The de facto finance minister, Hafeez Shaikh, is 

due to present the budget in parliament on June 
11 and has already indicated it is likely to raise 
taxes and squeeze spending to meet the 
expected terms of the draft IMF bailout accord. 
Khan's government came to office last year 
facing an imminent balance of payments crisis 
and a ballooning budget deficit that forced it to 

seek Pakistan's 13th IMF bailout since the late 
1980s. 
The IMF agreement reached earlier this month 
still requires approval from the Fund's board in 
Washington but it has already stipulated that 
Pakistan must take painful measures to cut a 

fiscal deficit expected to top 7% of gross 

domestic product. 
Under the accord, Pakistan agreed to cut its 
primary budget deficit - not including interest 
payments - to 0.6% of GDP from a currently 
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forecast 2.2%. With an economy of some $315 

billion, that implies finding some $5 billion in 

extra revenue or spending cuts. 
On Saturday, Shaikh said he was preparing a 
belt-tightening budget to tame the fiscal deficit, 
adding that both civilian and military leaders 
agreed austerity measures were needed to 
stabilise the economy. 

 
(Writing by Asif Shahzad 
Editing by Frances Kerry) 
(( asif.shahzad@thomsonreuters.com ; 
+923018463683; )) 
(c) Copyright Thomson Reuters 2019. 
 
 

Qatar 

Fitch Ratings Affirms Qatar At 'AA-' 

With A Stable Outlook  

27-May-2019  
Fitch Ratings - Hong Kong - 27 May 2019: Fitch 

Ratings has affirmed Qatar's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 

at 'AA-' with a Stable Outlook.  

KEY RATING DRIVERS 
Qatar's 'AA-' ratings reflect a return to fiscal 
surpluses, strong sovereign net foreign asset 
position and external surpluses, and one of 
the world's highest ratios of GDP per capita. 
We estimate Qatar's fiscal breakeven Brent price 

of oil at around USD60/bbl, lower than for some 
regional peers. These strengths are balanced 

against a high level of debt and contingent 
liabilities compared with rated peers, heavy 
hydrocarbon dependence and mediocre scores 
on measures of governance and doing business. 
Qatar is exposed to regional geopolitical shocks. 
A standstill continues in the dispute that began 
in mid-2017 between Qatar and the Quartet 

consisting of the UAE, Saudi Arabia, Bahrain and 
Egypt, resulting in the rupture of mutual trade, 
financial and diplomatic relations. Although we 
believe risks of escalation are low, there has also 
been little visible progress in reconciliation 
efforts. Possible spillovers from recent tensions 

between Iran and the US and some of its allies 
have increased the risk of disruptions to Qatar's 
economy, including its shipment of hydrocarbon 
exports through the Strait of Hormuz. 
The general government budget swung to a 
surplus of 4.6% of GDP in 2018 from a deficit 

of 3.7% of GDP in 2017. Under our definition, 
which is aligned with the IMF's Government 

Finance Statistics methodology, this includes in 
revenue our estimate of the investment income 
on government external assets, mainly in the 
Qatar Investment Authority (QIA). Revenue was 
up around 24%, led by a rebound in oil and gas 
prices, but spending was down 5% as an up-tick 
in wages and salaries was more than offset by 

underperformance in capital spending and a 
decline in other current spending.  
We expect the general government surplus to 
narrow to 2.8% of GDP in 2019 and 0.2% of 
GDP in 2020. This mainly reflects our baseline 

assumption of a moderation in Brent oil prices, 

which also drive the pricing of most of Qatar's 

gas sales, to an average of USD65/bbl in 2019 
and USD62.5/bbl in 2020. We also expect 
government spending to rebound by nearly 9%, 
led by capital spending, which we expect will 
plateau at around 13% of GDP (QAR95 billion) in 
2019-2021 in the run-up to the 2022 Football 

World Cup. In 2020-2023, we assume that a 
ramp-up of work on the North Field expansion 
will put pressure on Qatar Petroleum's returns to 
the government. We estimate that a USD10/bbl 
change in the average oil price from our baseline 
assumption could move the fiscal balance by 

around 3pp. 
There are prospects for significant longer-term 
improvements to the public finances. 

Government capital spending (more than 40% of 
the total) is likely to start trending down in 
2022, even as the government adds new 
projects to the pipeline in order to avoid a sharp 

contraction in non-oil activity and the defence 
sector puts further upward pressure on 
spending. This should help offset some of the 
fiscal cost of the North Field expansion, which is 
expected to add 32 million tonnes per year of 
liquefied natural gas export capacity starting in 
2023, a 42% increase over current capacity of 

77 million tonnes and equal to an addition of 
nearly 800,000 barrels of oil equivalent per day. 
Expected by-products include 260,000 bbl/day 
of condensate.  
We expect government debt to jump to 63% 
of GDP in 2019 from 59% in 2018 despite the 
fiscal surplus. This is well above the 'AA' 
median of around 40% of GDP. The projection 

includes around 1% of GDP of domestic T-bills 
and 8% of GDP of government overdrafts with 

local banks. Our understanding is that around 
half of this year's USD12 billion external 
issuance will be put towards the government 
reserve account, with the rest used to reduce 
borrowing from banks and pre-fund future 
maturities. Much of last year's USD12 billion of 

bonds also went towards replenishing the 
government reserve, which had been used to 
inject liquidity into banks in 2017. As a result, 

we assume that gross issuance will be somewhat 
below financing needs in 2020-2023. 
We estimate that sovereign net foreign assets 

(reserves plus other government assets less 
external debt) were broadly stable at around 
119% of GDP (USD229 billion) in 2018, above 
the 'AA' median level of 4% of GDP. Qatar 
Central Bank (QCB) reserves doubled to USD30 
billion, largely offset by sovereign external 
borrowing. We also estimate that other 

government external assets may have dipped 
slightly to USD233 billion by end-2018, as 
negative returns in global equity markets likely 
offset new investment abroad. 

The country's banking sector (with assets of 
over 200% of GDP), is a source of potential 
contingent liabilities for the sovereign. The 

sector relies heavily on non-resident funding and 
has concentrated exposures, including to a 
weakening domestic real-estate sector. 
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Profitability is currently sufficient to absorb some 

worsening of asset quality, and capitalisation 

levels remain adequate. Non-performing loans 
were only 1.9% of total loans in 2018 (up from 
1.6% in 2017). However, the increased 
prevalence of loan restructurings in banks, and a 
Fitch-estimated problem loans ratio of 
approximately 10% indicate a worse asset 

quality picture and the potential for headline 
metrics to deteriorate. 
Around USD28 billion in non-resident funding 
has flowed back into the banking system since 
November 2017, after falling by nearly USD31 
billion in June-October 2017, mainly due to 

withdrawals of deposits by Saudi Arabia and 
UAE-based clients. Asian institutional investors 
have been the main source of returning non-

resident funding. This allowed the public sector 
to pare back its liquidity assistance to the 
banking sector by USD17 billion in 2018, from a 
cumulative USD40 billion in June-December 

(consisting mainly of placements by the QCB, 
the QIA, and the Ministry of Finance). Public 

sector deposits at banks increased again in 
early 2019 amid fiscal surpluses and 
eurobond issuance, and the government 
intends to reduce local borrowing in order to 
support private credit growth (which we 
forecast at 9% in 2019). 

We forecast real GDP growth at around 2% in 

2019-2021, after 1.4% in 2018. Hydrocarbon 
GDP, after falling by 2% 2018, will likely 

continue to show mild declines in the next few 
years amid dwindling crude production in 
maturing oil fields, and continued delays at the 
Barzan gas project (which in any case would 
mainly produce gas for local consumption and 

ramp up gradually). The North Field expansion 
will significantly boost hydrocarbon growth after 
2023. On the non-hydrocarbon side, we expect a 
gradual trend slowdown from 4.7% yoy in 2018, 
as the growth impulse from high but peaking 
government capital spending fades. 
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.  
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 large 
usable public sector assets, including deposits at 
local banks. 
- External Finances: +1 notch, to capture 
exceptionally large sovereign external assets, 

which are not reflected in official central bank 
reserves.  
Fitch's rating committee added a +1 QO notch 
adjustment to the External Finances analytical 

pillar. This reflected the committee's view that 
the migration of the SRM score to 'A' from 'A+' 
is no longer temporary, but exceptionally large 

sovereign external assets limit deterioration in 
underlying creditworthiness and are a strength 
relative to 'A' category peers to a greater extent 

than is reflected in the SRM. 

KEY ASSUMPTIONS 

Fitch assumes that: 
- Brent crude will average USD65/bbl in 2019 
and USD62.5/bbl in 2020. 
- Qatar will continue to be able to export 
hydrocarbons and trade with countries that are 
not currently party to its dispute with 

neighbours. 
- The majority of QIA assets can be monetised 
over time to meet liquidity needs as they arise. 
RATING SENSITIVITIES 
The main factors that could, individually or 
collectively, lead to positive rating action are: 

- A marked and sustained reduction in public 
debt. 
- A substantial improvement in Qatar's external 

balance sheet. 
- An improvement in structural factors such as a 
reduction in geopolitical risk, lower oil 
dependence, and an improvement in governance 

or business environment indicators. 
The main factors that could, individually or 
collectively, lead to negative rating action are: 
- A further increase in public debt, for example 
due to renewed widening of fiscal deficits or a 
materialisation of large contingent liabilities. 
- A deterioration in Qatar's external balance 

sheet. 
- An escalation of regional geopolitical tensions 
that threatens Qatar's economic and financial 
stability. 

Qatar does not publish data on its International 
Investment Position (IIP). In particular, there is 

no disclosure on the size, composition and 
returns of government external assets (mostly 
relating to the QIA). Fitch produces its own 
estimates of Qatar's IIP figures based on data 
from the Bank of International Settlements, 
Qatar's depository corporations survey and 
Qatar's fiscal and balance of payments data. The 

estimates of Qatar's government external assets 
are derived by compounding the government's 
investments abroad (from balance of payments 
statistics) using assumptions about returns and 
asset allocations. 

 
Additional information is available on 
www.fitchratings.com 
Copyright © 2019 by Fitch Ratings, Inc 

(c) Copyright Thomson Reuters 2019. 
 
 

Sri Lanka 

Sri Lanka to raise up to $1.5 bln in 

bonds to repay debt  

30-May-2019  
• Fundraising now to capitalise on 
favourable conditions-official 
• $1.5 bln borrowing within approved 
public debt limit for 2019 
• Likely to use same leads who managed 
March bond - govt official  

By Shihar Aneez 

COLOMBO, May 30 (Reuters) - Sri Lanka is 
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planning to raise up to $1.5 billion via 
sovereign bonds, tapping global capital 

markets for the second time within three 
months as the government seeks new funds 
to repay loans that are maturing following last 
month's deadly bomb attacks. 

Government officials said the move was to 
capitalise on favourable market conditions.  
The fundraising comes nearly six weeks after 
suicide bombers killed more than 250 people in 

attacks at churches and luxury hotels on Easter 
Sunday. That attack has badly dented the Sri 
Lankan economy, in particular deterring many 
thousands of foreign tourists from coming to the 
island.  
"This is mainly to capitalise on the current 
market condition which is favourable for us. The 

bonds we sold in March are now trading below or 
near the yields they were sold," a government 
official told Reuters.  
The official said it was also best to tap the 
markets sooner rather than later, given that Sri 
Lanka needs to repay huge external debts and 
there is the uncertainty of a presidential election 

later this year and the impact of the bomb 
attacks on its economy. 
In March, Sri Lanka sold $1 billion in five-year 
bonds with a coupon of 6.85 percent and $1.4 
billion in 10-year bonds with a coupon of 7.85 
percent and the borrowing costs were lower 
than originally predicted. 
The 10-year bond sold in March last traded at 
7.79% and the five-year bond last traded at 

6.91%, Refinitiv data showed.  

The government said in a cabinet decision 
document the $1.5 billion borrowing is "within 
the approved public debt limit for 2019" and the 
decision was taken "considering the international 
market situation."  
A finance ministry official said BOC International, 

Citigroup, Deutsche Bank, HSBC, JPMorgan, 
SMBC Nikko and Standard Chartered Bank, who 
were the lead managers for the $2.4 billion 
borrowing in March, are likely to be the joint 
bookrunners for the upcoming bond sale as well.  
"We do not want to take time to finalise fresh 
lead managers," the official said, asking not to 

be named as he is not authorised to speak to the 
media. 
An official at one of the lead managers for the 
March bonds said they have yet to be told they 
will be one of the lead managers. The official 
said the bank understands that the central bank 
needs the money as soon as possible. 

The sale of new global sovereign bonds comes 
as the South Asian island nation is struggling to 
repay foreign loans, with a record $5.9 billion 
due this year, including $2.6 billion in the first 
quarter and more than $1.2 billion in the 
second, central bank data showed. 

All three major rating agencies downgraded Sri 
Lanka's debt after President Maithripala Sirisena 

sacked his prime minister in October and 
replaced him with pro-China former president 
Mahinda Rajapaksa, though that decision was 
later reversed. 
But the seven-week-long crisis hurt the rupee 

and drove sovereign bond yields higher, 

straining state finances. 

 
(Additional Reporting by Ranga Sirilal; Editing by 
Martin Howell and Jacqueline Wong) 
(( shihar.aneez@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
shihar.aneez.thomsonreuters.com@reuters.net twitter: 
https://twitter.com/shiharaneez) ) 
(c) Copyright Thomson Reuters 2019. 
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Albania 

Albania to sell 9.1 bln leks (73.7 mln 

euro) of 1-yr T-bills on June 4  

28-May-2019  
TIRANA (Albania), May 28 (SeeNews) – 
Albania's finance ministry will offer 9.1 billion 
leks ($82.5 million/73.7 million euro) of one-
year Treasury bills at an auction on June 4, 
the ministry's debt issuance calendar shows. 

The finance ministry sold 10.6 billion leks worth 

of government securities at the last auction of 
one-year T-bills held on May 21, in line with 
target. 
The average weighted yield rose to 1.37% from 
1.20% at the previous auction of one-year 

Treasury bills held on May 7. 

 
(1 euro = 121.376 leks) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Bosnia 

Bosnia's Federation sells 30 mln marka 

(15.3 mln euro) of T-notes, on target  

29-May-2019  
SARAJEVO (Bosnia and Herzegovina), May 29 
(SeeNews) - The finance ministry of Bosnia's 

Federation entity sold 30 million marka ($17.1 
million/15.3 million euro) worth of seven-

year Treasury notes at an auction on May 28, 
in line with target, it said. 

The yield on the one-year issue amounted to 
0.8%, the finance ministry said in a filing to the 
Sarajevo Stock Exchange (SASE) on Tuesday. 
The ministry last sold domestic debt paper on 
December 4, 2018, offering 20 million marka 
worth of 5-yr T-notes. The issue was entirely 

sold, yielding 0.9%. 
The seven-year issue auctioned on Tuesday will 
mature on May 29, 2026. 
The Federation is one of the two autonomous 
entities that make up Bosnia and Herzegovina. 

The other is the Serb Republic. 

 
(1 euro = 1.95583 marka) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
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Bulgaria 

Bulgaria's gross foreign debt rises 

0.3% y/y at end-March  

29-May-2019  
SOFIA (Bulgaria), May 29 (SeeNews) - 
Bulgaria's gross foreign debt edged up by an 
annual 0.3% to 33.74 billion euro ($37.64 
billion) at the end of March, the central bank 
said on Tuesday. 

The gross foreign debt at the end of the third 
month of the year was equivalent to 57.1% of 

the projected 2019 gross domestic product 
(GDP), the Bulgarian National Bank said in a 

statement. 
Compared with the end of February, Bulgaria's 
external debt was 0.5% higher at the end of 
March. 
 
($ = 0.8965 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Croatia 

Croatia sells 253 mln kuna (34.1 mln 

euro) of T-bills, below target  

28-May-2019  
ZAGREB (Croatia), May 28 (SeeNews) - 
Croatia's finance ministry sold 253 million 
kuna ($38.1 million/34.1 million euro) worth 
of one-year Treasury bills at an auction on 
May 28, below its 300 million kuna target, it 

said on Tuesday. 
The yield on the one-year issue stood at 0.08%, 
same as the yield achieved at the last auction of 
one-year T-bills held on May 21, the finance 
ministry said in a statement. 
The one-year issue auctioned on Tuesday will 
mature on May 28, 2020. 

 
(1 euro = 7.42282 kuna) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved.  
 
 

Croatia's T-bill sale slightly below 

target, yield flat  

28-May-2019  
ZAGREB, May 28 (Reuters) - Croatia sold 253 

million kuna ($38.17 million) worth of 
treasury bills at an auction on Tuesday with 
flat yield, Finance Ministry data showed. 

The sale fell short of the target set at 300 million 
kuna. The yield remained unchanged at 0.08 
percent. 

Around 80 percent of the paper was bought by 
banks. 
After the auction Croatia's short-term local 
currency debt fell to 17.79 billion kuna from 
17.87 billion. 

The ministry said it would announce at a later 

date when the next auction will be held. 

 
($1 = 6.6286 kuna) 
(Reporting by Igor Ilic; Editing by Jon Boyle) 
((igor.ilic@thomsonreuters.com; +385 1 4899 970; 
mobile +385 98 
334 053;)) 
Keywords: CROATIA BILLS/ 
©Thomson Reuters 2019. All rights reserved. 
 
 

Estonia 

DBRS Confirms Republic of Estonia at 

AA (low), Stable Trend  

24-May-2019 22:03:56  
Date of Release: May 24, 2019 
DBRS Confirms Republic of Estonia at AA 
(low), Stable Trend 

Industry: Public Finance--Sovereigns 
DBRS Ratings Limited (DBRS) confirmed the 
Republic of Estonia's Long-Term Foreign and 
Local Currency - Issuer Ratings at AA (low). At 
the same time, DBRS confirmed the Republic of 
Estonia's Short-Term Foreign and Local Currency 

- Issuer Ratings at R-1 (middle). The trends on 
all ratings are Stable. KEY RATING 
CONSIDERATIONS  
The AA (low) ratings and Stable trends are 
underpinned by Estonia's membership in the 
European Union (EU) and the Euro area, its 
stable macroeconomic policy framework, and 

its strong sovereign balance sheet. Estonia is a 

net recipient of EU structural funds, and the 
economy is supported by the free movement of 
goods and services offered by the single market. 
Public finances have been supported by effective 
fiscal policy and low public debt. The European 
Commission (EC) expects general government 
gross debt of only 8.5% of GDP in 2019, the 

lowest public debt burden in the eurozone. Debt 
appears even more negligible once offset by the 
Treasury's 4.5% of GDP in liquid savings.  
The ratings are nevertheless constrained by 
structural challenges. Estonia's small and open 

economy is vulnerable to external shocks and 
rising labour costs could weaken export price 

competitiveness. Moreover, convergence of 
Estonian income levels with the EU has slowed 
over the last decade. Income per capita in 
Estonia adjusted for purchasing power parity 
remains around three-quarters of the Euro area 
average. 

RATING DRIVERS  
DBRS would consider placing upward pressure 
on the ratings if there is (1) increased evidence 
of a persistent reduction in economic volatility 
inherent to Estonia's small and open economy; 
or (2) successful implementation of measures 
that improve income and productivity. One or a 

combination of the following factors could lead 
to downward pressure on the ratings: (1) An 
external shock, possibly stemming from the 
Nordic banking sector, that causes sudden 
capital outflow from Estonia and material 
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macroeconomic underperformance; (2) A return 

of excessive credit growth that leads to private 

sector over-indebtedness and financial sector 
instability; (3) An unexpected relaxing of fiscal 
discipline that significantly weakens Estonia's 
public debt position.  
RATING RATIONALE  
Strong Economic Output Has Not Been 

Accompanied by Domestic or External 
Imbalances. Growth of the Estonian economy 

has been strong in recent years. The EC 
measured growth of 3.9% in 2018, another year 
of above-trend performance. The strong 
economic outcome stems principally from robust 
domestic demand. Healthy construction supports 
investment, and high employment and wage 

growth drive private consumption. Furthermore, 

favourable commodity prices have increased 
exports across various sectors.  
Despite the EC's calculation of a 3.0% positive 
output gap, DBRS sees little evidence of 
excessive private sector leverage, housing 

market imbalances, or saving-investment 
misalignments - features of the pre-crisis years. 
Economic growth is expected to gradually 
decline in the coming years as the labour market 
reaches full employment and investment levels 
moderate from the 2017 peak. The EC forecasts 
growth of 2.8% this year and 2.4% in 2020. 

Under these assumptions, the positive output 
gap narrows to around 2.0% by 2020. Estonia's 
External Position Appears Stable, Yet Wage 

Growth May Eventually Weigh on External 
Competitiveness Exports account for roughly 
three quarters of Estonia's GDP and service-
sector exports have been resilient. The current 

account has been mostly in surplus since 2009 
and reached 1.7% of GDP in 2018. Sustained 
current account surpluses have improved 
Estonia's external position, evident by lower 
external debt and a narrower net liability 
international investment position, which 

improved from -80.0% of GDP in 2009 to -
26.7% in 2018. Much of the external debt is 
owed by Estonian subsidiaries to their parent 
companies that have been the source of 

substantial inward direct investment over the 
last decade. External deleveraging mitigates 
risks of sudden capital withdrawals and helps 

reduce vulnerabilities to external shocks. Labour 
costs have risen steadily since 2010 and over 
time could lead to some erosion of external 
competitiveness. Although export volumes grew 
by 4.3% 2018, the growth rate of unit labour 
costs is outpacing labour productivity. From 
2012 to 2018, an index of unit labour costs 

increased by 27% compared against the 11% 
growth of output per worker. The rising cost of 
labour can contribute to tightening profit 
margins and weakening external 
competitiveness. However, a limited period of 

moderate or high wage growth may have 

benefits. It can create a disincentive for outward 
migration and improves income convergence 
with the EU.  
While Fiscal Policy has been More 
Expansionary in Recent Years than Historical 

Averages, Debt Remains Low  
The average budget position in the fifteen 

years until 2015 was broadly in balance. Since 
then, Estonia has recorded small, though 

incrementally widening, deficits. This includes 
the -0.6% of GDP budget result in 2018. In its 
previous report, DBRS was anticipating a 0.5% 
surplus last year. The weaker outcome resulted 
from unexpected growth in current spending and 

investment. Revenue performance has been 
broadly in line with budgetary expectations, but 
receipts do not offset the structural increase in 
social spending. The government, in its 2019 
Stability Programme, calculates a 1.4% 
structural deficit for 2018, only to decline to 
1.0% this year. It is worth noting that the EC's 

structural deficit calculations for 2018 and 2019 

are much higher, at 2.2% and 1.7%. Estonia's 
low gross government debt is an outlier among 
its EU partners. The country's historically 

conservative fiscal policy reduces the need to 
finance deficits. Debt is expected to remain 

around 8.5% of GDP. Despite the low debt, the 
Estonian economy is particularly vulnerable to 

adverse external scenarios, given its small and 
open nature. The government provisions against 
shocks by maintaining a high level of liquid 
savings. As of 2018, the Liquidity Reserve, a 
financial buffer for daily cash-flow management, 
was EUR677 million and the crisis-related 

provisioning Stabilization Reserve Fund reached 
EUR412 million. Combined, the funds equalled 

4.2% of GDP. Net of local government lending, 
the funds exceed the State Treasury's debt 
portfolio. Financial Sector Risks from Nordic 
Parent Banks or Domestic Real Estate Appear 
Contained  

Risks to financial stability associated with 
spillovers from Nordic economies and parent 
banks appear well managed. Ninety-percent of 
the Estonian banking sector is foreign owned, 
and the liquidity and funding position of the 
Estonian financial sector is directly and indirectly 
affected by the performance of Nordic 

economies. While subsidiary banks in Estonia 
only rely on roughly one-fifth of their funding 
from parent banks, an economic slowdown in 

the Nordic region could reduce capital flows into 
Estonia and affect the income of Estonian 
exporters and their ability to service loans. 

These risks are mitigated by the improved 
economic conditions of Nordic countries, and 
strong asset quality, deposit funding, and 
capitalisation of banks operating in Estonia. 
Likewise, DBRS sees no evidence of spillovers to 
the Estonian financial system from the findings 
and conclusions of the investigations into 

Danske Bank's Estonian branch. Non-resident 
activity in the branch closed in 2015, limiting 
any contagion effects to other domestically 
oriented Nordic banks. Non-resident deposits in 

the financial system accounted for 9.5% of the 
total in 2018, down from 19.5% in 2015. In late 
2018, the Estonian government presented to the 

Parliament a draft law which establishes stricter 
sanctions in the financial system, introduces 
reverse burden of proof on suspicious assets, 
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and strengthens regulation of virtual currencies. 

That law has not yet been approved. Credit 

growth and the domestic real estate sector are 
expanding at a moderate pace. Lending to 
households and the non-financial sector 
increased 5.1% yoy in 2018, while real estate 
prices advanced by 5.7%. Even with healthy 

credit growth, private sector debt ratios have 

declined to pre-crisis levels. Household debt 
was 39% of GDP in 2018 and non-financial 
corporate debt was 130% of GDP. Private 
sector savings rates are also at historical 

highs. If the lending environment turns 
excessive, the Bank of Estonia would likely raise 
capital buffer rates as its principal macro-
prudential tool. Given strict loan-to-value and 
debt-to-income limits for obtaining mortgages, 

there is no evidence that banks have eased 
lending standards. Following the Parliamentary 
Election, DBRS Expects Continuity Around Key 
Policy Issues  
Despite losing one seat in the March 2019 
parliamentary election, Prime Minister Jüri Ratas 

and his Centre party (26 seats in the 101-seat 
legislature) formed a three-party coalition with 
Pro Patria (12 seats) and the Conservative 
People's Party (EKRE, 19 seats). The 
controversial EKRE, self-identified as a national-
conservative party, showed the most 
improvement by picking up twelve additional 

seats from its showing in the 2015 election. For 
the first time, a far-right party enters Estonian 

government. The Reform Party (34 seats) 
performed best in the recent election but was 
unable to form a minority coalition with the 
Social Democratic Party (10 seats). There is 
broad political consensus in Estonia around key 

policy issues, including sound fiscal prudence, 
European integration, and reforms to address 
the deteriorating demographic trends. DBRS 
expects Estonian public institutions to remain 
strong and predictable. Estonia is an exemplary 
performer, especially among its Baltic peers, on 

the World Bank Governance Indicators. 
Regulatory quality ranks in the 93rd percentile. 
RATING COMMITTEE SUMMARY  
The DBRS Sovereign Scorecard generates a 

result in the AA to A (high) range. The main 
points discussed during the rating committee 
include the banking sector, changes to fiscal 

policy, wage growth dynamics, and external 
risks.  
KEY INDICATORS  

Fiscal Balance (% GDP): -0.6 (2018); -0.3 
(2019F); -0.5 (2020F) Gross Debt (% GDP): 8.4 
(2018); 8.5 (2019F); 8.5 (2020F) Nominal GDP 
(EUR billions): 25.7 (2018); 27.2 (2019F); 28.6 

(2020F) GDP per Capita (EUR): 19,310 (2018); 
20,544 (2019F); 21,680 (2020F) Real GDP 
growth (%): 3.9 (2018); 2.8 (2019F); 2.4 
(2020F) Consumer Price Inflation (%): 3.4 

(2018); 2.4 (2019F); 2.2 (2020F) Domestic 
Credit (% GDP): 85.7 (2017); 81.5 (2018) 

Current Account (% GDP): 1.7 (2018); 1.4 
(2019F); 1.4 (2020F) International Investment 
Position (% GDP): -31.4 (2017); -26.7 (2018) 
Gross External Debt (% GDP): 82.7 (2017); 

77.4 (2018) Governance Indicator (percentile 

rank): 82.7 (2016); 83.7 (2017) Human 

Development Index: 0.87 (2016); 0.87 (2017) 
EURO AREA RISK CATEGORY: LOW  
 
© DBRS Limited and DBRS, Inc. (collectively, DBRS).  
©Thomson Reuters 2019. All rights reserved. 
 
 

Latvia 

DBRS Confirms Republic of Latvia at A 

(low), Trend Changed to Positive  

24-May-2019 22:03:50  

Date of Release: May 24, 2019 
DBRS Confirms Republic of Latvia at A (low), 
Trend Changed to Positive 

Industry: Public Finance--Sovereigns 
DBRS Ratings Limited (DBRS) confirmed the 
Republic of Latvia's Long-Term Foreign and Local 
Currency - Issuer Ratings at A (low). At the 
same time, DBRS confirmed the Republic of 

Latvia's Short-Term Foreign and Local Currency 
- Issuer Ratings at R-1 (low). The trends on all 
ratings have been changed to Positive.  
KEY RATING CONSIDERATIONS  
The Positive trend reflects DBRS's view that 
credit fundamentals in Latvia appear to be 
improving. The liquidation of ABLV Bank AS 
last year and the significant decrease in non-

resident deposits (NRDs) in the financial 
system have not weighed on financial 
stability, nor have these developments 
affected Latvia's economic or fiscal 

performance. Furthermore, comprehensive tax 
reform addresses some of Latvia's structural 
challenges by making personal income taxation 
more progressive and improving corporate 

sector competitiveness. Even in a context of 
frequently changing governments, persistent 
geopolitical risks, and structural shifts in the 
banking sector, the country's low government 
debt ratio and its sustained strong economic and 
fiscal results demonstrate effective 
macroeconomic management. The ratings are 

underpinned by Latvia's consensus around stable 

macroeconomic policy-making, including 
judicious fiscal management and a low level of 
public debt, and institutional benefits from 
membership in the European Union (EU) and the 
euro area. In contrast, the ratings are 
constrained by structural challenges. These 

include vulnerabilities to external shocks from 
the country's small and open economy, lower 
income and productivity levels compared to EU 
peers, and remaining - albeit diminishing -
financial sector risks stemming from banks that 
service foreign clients.  

RATING DRIVERS  
DBRS would upgrade Latvia's ratings if there 
is clear evidence that the authorities continue 
to strengthen the financial system, specifically 
by executing on the action plan to address 
Moneyval Committee recommendations on 
reducing risks from the flow of cross-border 

funds for illicit activity. DBRS is also looking for 
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continued fiscal discipline in the context of the 

ongoing tax reform.  

Conversely, the trend could return to stable if 
momentum to reduce financial sector 
vulnerabilities is reversed, or if additional cases 
of illicit activity in the banking sector cause 
reputational or operational damage to 
domestically focused banks. The ratings could 

also face downward pressure if there is a 
marked deterioration in Latvia's public debt 
dynamics. This could result from a severe 
external shock that causes material 
macroeconomic underperformance or a reversal 
of the Latvian authorities' prudent fiscal 

management. 
RATING RATIONALE  
Latvia has Increased Regulatory Efforts to 
Reduce NRDs and High-Risk Transactions - A 
Key Credit Positive The fallout to the Latvian 
banking sector from the ABLV self-liquidation 
last year was contained and has accelerated 
the decline in bank deposits from non-

resident serving banks. As of March 2019, 
foreign client deposits shrank to EUR3.5 billion 

(21.1% of total deposits), down from EUR7.9 
billion (38.8% of the total) in January 2018 and 
EUR12.4 billion (53.4% of the total) in 
December 2015. Latvian banks continue to 
reduce the amount of high-risk deposits and 
replace them with customer deposits from EU 

jurisdictions. The decline in NRDs has reduced 
Latvia's short-term external debt without 

undermining the confidence of domestic 
depositors, the financial system, the economy, 
or the country's fiscal position.  
Following the publication of the US Treasury 
FinCEN report that resulted in ABLV's self-

liquidation, the authorities passed reforms 
meant to change the business model of banks 
servicing foreign clients. In May 2018, the 
amendments to the Law on Prevention of Money 
Laundering and Terrorism Financing (ML/FT) 
went into force, and as of July 2018 banks can 
no longer perform any operations with high risk 

client accounts. This bans cooperation between 
banks and shell companies that have no real 
economic activity. It is important to remember 

that the domestic financial market is 
disconnected from banks servicing foreign 
clients. Banks servicing foreign clients account 

for only 6% of total domestic lending. The bulk 
of domestic financial services are delivered by 
the subsidiaries of stable Nordic banks, whose 
financial performance and capitalization levels 
are strong. In July of 2018, the Moneyval 
Committee of the Council of Europe assessed 
Latvia's ability to prevent cross-border flow of 

funds for criminal purposes as low. Moneyval 
identified several recommendations to 
strengthen supervision, transparency, judicial 
oversight, and international cooperation to 

monitor and prosecute illicit financial behaviour. 
The Latvian government in October 2018 
approved the action plan measures necessary 

for the implementation of Moneyval's 
recommendations, and Latvia is expected to 
report its progress at the last Plenary meeting 

this year. Tax and Pension Reforms are Positive 

Developments for Latvia, Even if Current Fiscal 

Policy is Slightly Expansionary Fiscal deficits are 
expected to remain small and manageable 
through 2020, when the implementation period 
of the 2017 tax reform ends. Following a small 

fiscal surplus reported in 2016, the headline 
deficit widened to 0.6% of GDP in 2017 and 
1.0% in 2018, driven by increases in defence 

spending, social payments, and public sector 

wages. Latvia's headline fiscal position is 
perhaps moderately procyclical given strong 
economic results and the economy's positive 
output gap. However, the 2019 Budget expects 
small primary surpluses and narrow headline 
deficits (within 0.5% of GDP) throughout the 

forecast period as a result of budgeted 

expenditure restraint. While the structural deficit 
is complicated by recent tax legislation, DBRS 
considers the significant tax reform to be 
integral to improving Latvia's economic growth 
prospects and combating social challenges, 
including the informal economy and income 

inequality. The reform makes personal income 
tax more progressive and includes a 1% 
increase in social contribution meant to offset 
increases in healthcare spending. It also lowers 
corporate taxes and allows corporates to defer 
income tax until profits are distributed. These 
measures are partially offset by the increases in 

a variety of taxes and social contributions.  
The increase in the structural deficit due to 
the tax changes are expected to decrease 

over time. In the 2019 Budget, the government 
expects a structural deficit of 0.5% of potential 
GDP this year. Due to methodological 
differences, the EC calculates a structural deficit 

of 1.6% in 2019. All structural measures are 
expected to decline slowly in the coming years 
as cost savings associated with the ongoing 
changes to the pension system take effect. 
Several rounds of pension reform - that 
gradually increases the retirement age and 
mandatory contributions - have positioned Latvia 

well to address fiscal challenges arising from an 
aging population. Age-related spending in Latvia 
is among the lowest in the EU.  
Latvia's Public Debt is on a Declining 
Trajectory and the Treasury has a Favourable 
Funding Profile. From 40.0% in 2017, the 
general government gross debt declined to 
35.9% of GDP in 2018, according to 

EUROSTAT data. The ratio is set to decline to 

33.5% by 2020, according to the EC Spring 
2019 economic forecast. The favourable 
trajectory reflects strong growth of nominal 
GDP, persistent primary surpluses, and low 
interest expenditure - expected to remain below 
1.0% of GDP for the next few years. DBRS 

expects the government to continue to take 
advantage of high demand for its Eurobonds and 
low interest rates to prefund its redemptions. 

Latvia's Exceptional Economic Growth Over the 
Last Two Years is Expected to Moderate in 2019  
Robust domestic demand has encouraged the 
strong economic performance since 2016. After 

average 2.4% growth from 2014-2016, the 

mailto:Publicdebtnet.dt@tesoro.it


  

PDM Network Weekly Newsletter on Emerging Markets 

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

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

  19 

economy expanded by 4.6% in 2017 and 4.8% 

in 2018. The increase in private sector 

investment activity and absorption of the 
European structural and investment funds have 
driven double-digit investment growth, including 
the 16.4% real expansion of fixed capital 
formation in 2018. Furthermore, the strong 
labour market has activated a previously side-

lined population and reduced the unemployment 
rate, 6.6% as of March 2019, to the lowest level 
since before the crisis. Strong employment and 
wage growth, which expanded by 8.4% in 2018, 
have supported the steady increase in household 
consumption.  

DBRS expects a slight economic deceleration this 
year as investment growth slows. EU-funded 
projects will continue to support investment, 

though at a less impressive rate than in the last 
two years. Likewise, budget constraints could 
drag down the growth of public consumption, 
even as private consumption is expected to 

remain solid. External demand is expected to 
weaken and slow export growth. Latvia's export 
performance and its economy are inescapably 
linked to the economic performance of key 
eurozone trade partners, and weaker than 
expected euro area results are likely to lower 
growth projections across Europe. The European 

Commission (EC) forecasts the Latvian economy 
to grow by 3.1% in 2019 and 2.8% in 2020, 
slightly below potential growth calculations. 
DBRS Expects Macroeconomic Policy Continuity 

from the New 5-Party Coalition Government  
The October 2018 parliamentary election 

resulted in another fragmented outcome. After 
four months of negotiations, Arturs Krišjānis 
Kariņš  of the New Unity party (receiving only 
6.7% of the vote) was chosen as Prime Minister 
to lead a coalition of five disparate parties. This 
election brought about the electoral success of 
new parties or party alliances, including the anti-

establishment Who Owns the State party 
(14.3%) and the anti-corruption New 
Conservative Party (14.4%). The 
Development/For! alliance (12.0%) and the 
National Alliance (11.0%) are the other two 

coalition partners. The most popular party in 
Latvia, the social democratic party Harmony, 

received the largest voting share with 19.8% in 
the election. As in the past, the party was 
excluded from the ruling coalition by the other 
parties due to Harmony's strong ties with 
Russian parties. Roughly a quarter of Latvians 
identify as ethnic Russian. Russia's strategic 

involvement in Latvia and Europe more broadly 
is an ongoing concern among NATO alliance 
members. Despite the fractured nature of 
Latvian politics, frequent government turnover, 
and lingering geopolitical tensions, Latvia's 
political environment appears stable and policy-
making generally effective. Latvia has a long 

history since its independence of government 
reshuffling, including 15 Prime Ministers since 
1991. It nonetheless performs above the 
regional average on World Bank Governance 
rankings. The current coalition government has 

vowed to maintain macroeconomic stability, 

manage fiscal policy prudently, continue to 

pursue key reforms, and maintain broad 
consensus around the European project.  
RATING COMMITTEE SUMMARY  
The DBRS Sovereign Scorecard generates a 
result in the A - BBB (high) range. The main 
points discussed during the Rating Committee 

include the changes to the financial sector, the 
tax reform, and expectations around EU 
structural funds. KEY INDICATORS  
Fiscal Balance (% GDP): -1.0 (2018); -0.6 
(2019F); -0.2 (2020F) Gross Debt (% GDP): 
35.9 (2018); 34.5 (2019F); 33.5 (2020F) 

Nominal GDP (EUR billions): 29.5 (2018); 31.3 
(2019F); 32.8 (2020F) GDP per Capita (EUR): 
15,357 (2018); 16,425 (2019F); 17,334 (2020F) 

Real GDP growth (%): 4.8 (2018); 3.1 (2019F); 
2.8 (2020F) Consumer Price Inflation (%): 2.6 
(2018); 2.8 (2019F); 2.4 (2020F) Domestic 
Credit (% GDP): 145.5 (2017); 138.0 (2018) 

Current Account (% GDP): -0.8 (2018); -0.2 
(2019F); -0.2 (2020F) International Investment 
Position (% GDP): -56.4 (2017); -49.0 (2018) 
Gross External Debt (% GDP): 140.7 (2017); 
120.9 (2018) Governance Indicator (percentile 
rank): 78.8 (2016); 78.8 (2017) Human 
Development Index: 0.84 (2016); 0.85 (2017) 

EURO AREA RISK CATEGORY: LOW  
 
© DBRS Limited and DBRS, Inc. (collectively, DBRS).  
©Thomson Reuters 2019. All rights reserved. 
 
 

Montenegro 

Montenegro sells 67.8 mln euro of 5-

year T-notes  

29-May-2019  
PODGORICA (Montenegro), May 29 (SeeNews) - 
Montenegro's finance ministry has sold 67.8 

million euro ($75.7 million) worth of five-year 
Treasury notes on the local stock exchange on 
May 27 and 28, bourse data showed. 

The government sold 63.1 million euro worth of 

T-notes on May 27 and a further 4.7 million euro 
worth of government securities on May 28, 
according to data published by the Montenegro 
Stock Exchange. 

Last week, the government approved the issuing 
of five-year Treasury notes worth 115 million 
euro on May 27 and 28 at a yield of 3%. 
The government sold 74.75 million euro worth of 
five-year and seven-year Treasury notes on the 
stock exchange on April 22 and 23. 
In 2018, the finance ministry sold 213.6 million 

euro worth of government securities, up 2.6% 
on 2017. 
 
($ = 0.89594 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
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North Macedonia 

North Macedonia sells 2.5 bln denars 

(40.4 mln euro) of 1-yr T-bills  

29-May-2019  
SKOPJE (North Macedonia), May 29 (SeeNews) – 
North Macedonia's finance ministry sold 2.5 
billion denars ($45.1 million/40.4 million 
euro) worth of one-year Treasury bills at an 
auction on May 28, in line with target, the 
central bank, NBRM, said. 

The central bank sells government securities on 
behalf of the finance ministry through volume 

tenders, in which the price and coupon are fixed 
in advance and primary dealers only bid with 

amounts. 
 
(1 euro = 61.08 denars) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Romania 

IMF team starts visit to Romania for 

annual economic review   

27-May-2019  
BUCHAREST (Romania), May 27 (SeeNews) - An 

International Monetary Fund (IMF) mission 
started a visit to Romania on Monday with the 
aim of evaluating the state of the country's 
economy, the IMF resident representative 
office said. 

The IMF mission led by Jaewoo Lee will meet 
with representatives of the finance ministry, the 

central bank and other government agencies, as 
well as with representatives of the private sector 
and non-governmental organizations during its 
May 27 - June 7 visit, the IMF resident 
representative office said in a statement. 
The IMF delegation will conduct the annual 
review of the Romanian economy under the 

Article IV Consultation. 

"The team will discuss economic developments 
and policies with the Romanian authorities,” IMF 
resident representative for Romania and 
Bulgaria, Alejandro Hajdenberg, said. 
The last Article IV consultations with Romania 
took place in November. 

Currently, Romania has no ongoing funding 
agreement with the IMF. 
Romania's real gross domestic product (GDP) 
growth is projected to reach 3.1% in 2019 
before decelerating to 3% in 2020, the IMF said 
in the April edition of its World Economic Outlook 

report. 
 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved.  
 

 

Romania aims to sell debt worth 4.4 

bln lei in June  

31-May-2019  
BUCHAREST, May 31 (Reuters) - Romania's 

finance ministry plans to sell 4.4 billion lei 
($1.03 billion) worth of leu currency bills and 
bonds in June, including 525 million lei at 
non-competitive tenders, it said on Friday. 

The ministry said it scheduled eight bond 
tenders in June, with residual maturities ranging 
from 1.3 to 12.3 years, as well as one auction 
for 400 million lei worth of six-month treasury 
bills. Romania sold domestic debt worth 4.78 

billion lei in May. 
So far this year, Romania has sold about 17.6 

billion lei and 506.7 million euros on the local 
market. It also tapped foreign markets in March 
for 3 billion euros worth of 2026, 2034 and 2049 
Eurobonds. 

 
($1 = 4.2649 lei) 
(Reporting by Luiza Ilie) 
(( luiza.ilie@thomsonreuters.com ; +4021 527 0312; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
 
 

Russia 

Russian rouble weakens ahead of 

treasury bond auction  

29-May-2019  
MOSCOW, May 29 (Reuters) - Russia's rouble 

fell for a second day on Wednesday, hurt by 
emerging market jitters, as the finance 
ministry prepared to hold its weekly treasury 

bond auction that could boost the currency.  

At 0743 GMT, the rouble was 0.24% weaker 
against the dollar at 64.88 and had lost 0.19% 
to trade at 72.38 versus the euro. 
The rouble and other emerging market 
currencies slid on Tuesday after U.S. President 
Donald Trump said Washington was not yet 

ready to cut a deal with China that could bring 
an end to a drawn-out trade dispute.  
"The rouble could remain under pressure at the 
start of trading from external pressure which is 
not good for emerging economy currencies," 
Anton Startsev, an analyst at Olma, said.  
The rouble could receive support when the 

finance ministry holds its weekly auction of OFZ 
treasury bonds later on Wednesday.  
Rouble-denominated OFZ bonds, which serve as 
a gauge for global market sentiment, have 
drawn significant foreign demand in recent 
months. 
Brent crude oil, a global benchmark for Russia's 

main export, was down 0.94% at $69.45 a 

barrel. 
Russian stock indexes were mixed. 
The dollar-denominated RTS index was down 
0.34% to 1267 points. The rouble-based MOEX 
Russian index was 0.07% higher at 2611.54 
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points. 

 
(Reporting by Tom Balmforth and Vladimir Abramov; 
Editing by Angus MacSwan) 
(c) Copyright Thomson Reuters 2019. 
 
 

Serbia 

Serbia to redeem early 15 bln dinars 

(127 mln euro) of 7-yr T-notes  

31-May-2019  
BELGRADE (Serbia), May 31 (SeeNews) - 
Serbia's finance ministry said it plans to 
redeem early 15 billion dinars ($141.3 
million/126.7 million euro) of seven-year 

Treasury notes maturing in January 2022 on 
Monday. 

The government securities that the finance 
ministry plans to repurchase are part of a 50 
billion dinars issue carrying an annual coupon of 
10%, it said in a notice. 
The Treasury notes were issued on November 5, 
2015. 

 
(1 euro = 117.643 dinars) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Turkey 

Fitch Affirms Turkey at 'BB'; Outlook 

Negative  

24-May-2019 22:01:53  
Fitch Ratings-London-May 24: This Rating 

Action Commentary, originally published on 3 
May 2019, has been republished to add 

"Short-Term Ratings Criteria" to the list of 
relevant criteria. All other content is 
unchanged. 

Fitch Ratings has affirmed Turkey's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) at 
'BB' with a Negative Outlook. 
A full list of rating actions is at the end of this 

rating action commentary. 

KEY RATING DRIVERS 
Turkey's rating and Negative Outlook reflect 
weak external finances, manifest in a large 
external financing requirement, low foreign 
reserves and high net external debt, high 
inflation, a track record of economic volatility, 

and political and geopolitical risks. The rating 
is supported by strong public finances, a large 
and diversified economy with a vibrant private 

sector, and GNI per capita and human 
development indicators above the peer group 
medians. 
The economy is adjusting to a sharp 
depreciation of the lira in 2018, which stemmed 

from the materialisation of external financing 
vulnerabilities, aggravated by political and 

geopolitical developments. The rapid correction 
in the current account deficit is a necessary step 
on the path towards rebalancing and 

stabilisation. However, significant uncertainties 

remain around the outlook for economic 

recovery and inflation, economic policy 
implementation, and the impact on the public 
finances and banking sector. 
The external sector remains a major credit 
weakness. There has been a significant 
adjustment of the current account, driven by 

import compression and supported by services 
exports and underpinned by the floating 
exchange rate. On a rolling six-month basis, the 
current account posted a surplus of USD2.7 
billion at end-February, compared with a deficit 
of USD32 billion a year earlier. Gross foreign 

exchange reserves (including gold) rose by 
USD7 billion in the first two months of 2019, but 
fell to USD96.3 billion in March ahead of 

elections, with the decline particularly sharp in 
net terms (to around USD28 billion), possibly 
reflecting efforts to keep the exchange rate 
stable ahead of the polls. Market concerns about 

the reserves position appear to have contributed 
to a renewed fall in the lira, which could add to 
dollarisation pressures. 
Weak domestic demand and a further 
improvement in services exports are forecast to 
underpin a current account deficit of 0.7% of 
GDP in 2019 (the smallest since 2002), less than 

projected net FDI inflows (1.2% of GDP). 
Gradual private sector deleveraging should also 
continue; at end-February, external debt rollover 
by banks was 80% and 93% for the non-bank 

private sector on a rolling six-month basis, 
reflecting reduced demand for FX as well as 

higher borrowing costs. 
Nonetheless, the external financing requirement 
will remain large due to private sector debt 
repayments. Fitch estimates the total external 
financial requirement (including short-term debt) 
at USD173 billion in 2019, down from USD212 
billion in 2018. The financing requirement means 

Turkey will remain vulnerable to global investor 
sentiment and financial conditions, domestic 
political and economic policy uncertainty and a 
pronounced deterioration in relations with the 
US. 
Fiscal performance has been hit by the weak 
economy. In 1Q19 the central government 
deficit was TRY36.2 billion (0.8% of projected 

full-year GDP) up from TRY20.4 billion in 
1Q18, despite a TRY42.9 billion jump in non-
tax revenues due to the early payment of the 

central bank dividend. Pre-election stimulus 
measures affected both tax revenues (up only 
5.8%) and primary expenditure (up 33.5%). The 
government did not revise its fiscal targets 
(notably a 2019 deficit of 1.8% of GDP) or 

include new measures in its updated economic 
reform plan, despite the tough first quarter and 
an optimistic growth assumption of 2.3%. Fitch 
assumes policy will be tightened as election-

related stimulus rolls off and other consolidation 
measures are implemented, but forecasts the 
targets are missed with a central government 

deficit of 2.4% of GDP in 2019 (general 
government deficit of 3.1%). A rebound in the 
economy will lift revenues in 2020, narrowing 
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the general government deficit to a forecast 

2.7% of GDP. 
The moderate level of gross general 
government debt (GGGD) is forecast to 
remain a key rating strength. Fitch expects 
GGGD/GDP to rise to 31% at end-2019 from 
30.4% at end-2018 owing to the widening of 
the fiscal deficit and assuming 0.5% of GDP 

support for state banks. This is well below the 
forecast median for 'BB' peers of 45.1%. 

GGGD/GDP is expected to decline to 30.2% in 
2020. Fitch's projections do not include further 
sovereign support for the banks. Exchange rate 
volatility poses a risk to debt dynamics; 47% of 
central government debt was FX-denominated at 
end-February. 
Various discretionary policy measures were 

implemented ahead of local elections in March. 
While the government has fiscal space for 
counter-cyclical policies, the nature of some 
measures, notably interventions in the food 
retail market and ramped-up lending by state 
banks and reported pressure on private sector 
pricing policy risk creating distortions if 

maintained and raise questions over the broader 
policy stance. The new economic reform plan 
published shortly after the elections did not refer 
to these policy measures and lacked detail, but 
did provide approximate timelines for individual 
initiatives. Some of the structural measures in 

the plan have been welcomed by the private 
sector, particularly reforms to the insolvency 

process and politically difficult pension and 
severance pay reform. The post-election period 
could be more conducive to economic reform 
that would begin to tackle long-standing 
structural weaknesses, although Fitch remains 

cautious about the prospect of meaningful 
progress. 
Tough operating conditions continue to put 
pressure on the banking sector. NPLs (loans 
overdue by 90+ days, solo basis) were 4.1% in 
April, up from 3% at end-2017; Stage 2 loans - 
which could migrate to NPLs as the loans season 

- rose to 11.7% in February from 4.4% at end-
2017, albeit partly reflecting IFRS9 
implementation. Downside risks to asset quality 

remain significant given operating environment 
pressures. 
Capital adequacy remains above the regulatory 

requirement, at 16.4% at end-March and Fitch's 
stress tests show that pre-impairment profit and 
capital buffers provide a significant cushion 
against a potential marked deterioration in asset 
quality, a weakening in profitability and potential 
Turkish lira depreciation. In April, the 
government injected TRY24 billion of euro-

denominated additional Tier 1 capital (equal to 
around 0.5% of GDP) into the state banks. This 
followed fairly rapid growth at these banks - in 
contrast to the rest of the sector - in 1Q19. 

Some private banks have also raised new 
capital. 
Refinancing risks for Turkish banks remain high 

following recent heightened market volatility and 
given the large stock of short-term external debt 
on banks' balance sheets (end-2018: USD90 

billion on a remaining maturity basis). However, 

Fitch estimates banks' total external FC debt due 

within 12 months, net of more stable sources of 
funding, to be USD40 billion-USD45 billion 
compared with available foreign currency 
liquidity of USD75 billion-USD80 billion. 
Turkey is undergoing a deep economic 
recession, but the economy seems to have 
bottomed after contracting 4% (non-

annualised) in 2H18, with net trade the main 

source of sequential growth. Election-related 
temporary stimulus and rapid credit growth from 
state-owned banks have also contributed to the 
nascent 1Q19 recovery, pointing to a likely 
easing of momentum in 2Q, particularly if 
accompanied by tighter fiscal policy. Base effects 

mean that yoy growth rates will remain negative 

until 4Q and the economy is forecast to contract 
by 1.1% this year. The unemployment rate has 
risen rapidly. Growth should revive in 2020, but 
at a forecast 3.1% will be below Fitch's estimate 
of trend growth (4.3%, recently revised down 
from 4.8%). Average growth for 2018-2020 of 

1.5% compares with an average for 2010-2017 
of 6.8%. 
Inflation has dipped from its peak, but remained 
elevated at 19.7% in March. Weak domestic 
demand and base effects should put inflation on 
a downward path, but the PPI remains high 
(29.6%) and the impact of unwinding temporary 

tax and other price control measures is unclear. 
Fitch forecasts inflation to average 14.2% in 
2019, the highest of any sovereign rated 
above the 'B' category. The policy rate was 
kept at 24% in April and is rising in real 

terms. High dollarisation and the increased role 
of state bank lending and informal pressure on 
bank interest rates may be undermining 

transmission channels. In Fitch's view, monetary 
policy credibility is weak and potential mis-steps 
are a downside risk to the economic adjustment 
path. 
Political and geopolitical risks weigh on Turkey's 
ratings, and World Bank governance indicators 
are below the 'BB' median. Tolerance of 

dissenting political views has reduced in the 
opinion of independent observers. The 

opposition alliance won several key cities in local 
elections in March (the ruling AKP is contesting a 
narrow defeat in Istanbul), benefiting from the 
weak economy and a disciplined approach to the 

campaign. The elections completed a prolonged 
electoral cycle and the next polls are not 
scheduled for more than four years. Domestic 
security conditions have improved recently. 
In Fitch's view, geopolitical risks arise from 
Turkey's complex and at times volatile 
international relations. There are a number of 

pressure points in relations with the US, most 
prominently the government's planned purchase 
of S400 missiles from Russia; sanctions would 

be triggered by the arrival of missile components 
in the country. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Turkey a score 
equivalent to a rating of 'BBB-' on the Long-
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Term Foreign-Currency (LT FC) IDR scale. 

Fitch's sovereign rating committee adjusted the 

output from the SRM to arrive at the final LT FC 
IDR by applying its QO, relative to rated peers, 
as follows: 
• External finances: -1 notch, to reflect a 
very high gross external financing requirement 
and low international liquidity ratio. 

• Structural features: -1 notch, to reflect 
an erosion of checks and balances, a weakening 
banking sector and the risk of developments in 
foreign relations that could impact financial 
stability. 
Fitch's SRM is the agency's proprietary multiple 

regression rating model that employs 18 
variables based on three-year centred averages, 
including one year of forecasts, to produce a 

score equivalent to a LT FC IDR. Fitch's QO is a 
forward-looking qualitative framework designed 
to allow for adjustment to the SRM output to 
assign the final rating, reflecting factors within 

our criteria that are not fully quantifiable and/or 
not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that, individually, or 
collectively, could lead to a downgrade are: 
• Failure to rebalance and stabilise the 
economy consistent with lower inflation and 

external vulnerabilities. 
• Heightened stresses in the corporate or 
banking sectors potentially stemming from a 
sudden stop to capital inflows or a more severe 

recession. 
• A marked increase in the government 

debt/GDP ratio to a level closer to the peer 
median. 
• A serious deterioration in the domestic 
political or security situation or international 
relations. 
The main factors that, individually, or 
collectively, could lead to a stabilisation of the 

Outlook are: 
• A sustainable rebalancing of the 
economy evidenced by a reduction in the current 
account deficit and inflation that reduces 
external vulnerabilities. 

• A political and security environment that 
supports a pronounced improvement in key 

macroeconomic data 
KEY ASSUMPTIONS 
Fitch forecasts Brent Crude to average USD65/b 
in 2019 and USD62.5/b in 2020. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 

'BB'; Outlook Negative 
Long-Term Local-Currency IDR affirmed at 
'BB+'; Outlook Negative 
Short-Term Foreign-Currency IDR affirmed at 'B' 
Short-Term Local-Currency IDR affirmed at 'B' 
Country Ceiling affirmed at 'BB+' 
Issue ratings on long-term senior unsecured 

foreign-currency bonds affirmed at 'BB 
Issue ratings on long-term senior unsecured 
local-currency bonds affirmed at 'BB+' 
Issue ratings on Hazine Mustesarligi Varlik 
Kiralama Anonim Sirketi's foreign-currency 

global certificates (sukuk) affirmed at 'BB 

Issue ratings on Hazine Mustesarligi Varlik 

Kiralama Anonim Sirketi's local-currency global 
certificates affirmed at 'BB+' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com. 
Additional information is available on 
www.fitchratings.com 
Copyright © 2019 by Fitch Ratings.  
©Thomson Reuters 2019. All rights reserved.  
 
 

Turkey asks local banks to buy its 

bonds; lenders want 10-year paper  

28-May-2019  

By Nevzat Devranoglu 
ANKARA, May 28 (Reuters) - Turkey's Treasury 

has told the country's top banks it expects 
them to buy more lira-denominated bonds, 
prompting bankers to ask the government to 
issue more longer-term debt, two bankers 
told Reuters on Tuesday.  

Turkish borrowing costs have jumped after a 
two-month selloff in the lira, triggered by 
worries over possible U.S. sanctions, election 
uncertainty, depleted central bank reserves, and 

a trend of Turks stockpiling foreign currencies. 
The effort to shore up demand for bonds comes 
as foreigners, already wary of investing in 
Turkey after a currency crisis last year led to 

recession, retreat further from the market.  
At a meeting last week, Treasury officials told 
bankers from Turkey's 12 top lenders that it 

expects them to show more interest in 
purchasing government bonds, the two 
bankers said on condition of anonymity 
because the meeting was private. 

"This is because of the fall in foreign investor 
interest and rise in borrowing needs," one of the 
bankers said.  
In response, bankers requested the sale of 
benchmark 10-year bonds, seen as having the 

potential for higher returns. The Treasury has 
not yet responded, the two told Reuters.  
The Treasury did not immediately respond to a 

Reuters request for comment.  
The Treasury last issued a 10-year benchmark 
Turkish bond in July 2018. A published schedule 

suggests it won't issue another until August at 
the earliest. 
Foreign holdings of Turkish government bonds 
accounted for 11.5% of the total in mid-May, 
according to the latest central bank data. 
Investors abroad held 15.3% of the bonds in 
February, and 26% at the end of 2013. 

As borrowing costs have risen, the Treasury has 
increasingly relied on short-term floating-rate 
borrowing.  
The average weighed cost of fixed-rate lira 
bonds rose to 18.9% in the first quarter, from 

12.8% in January last year. In roughly the same 
time frame the average weighed maturity of 

borrowing declined to 30.2 months, from 59.3 
months.  
The government has taken several steps to 
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support the lira, which has fallen 14% against 

the U.S. dollar this year after shedding nearly 

30% last year, including large-scale market 
interventions and adjustments to forex reserve 
requirements.  
Turkey's new retirement-fund guidelines, 
announced on Monday, are expected to direct 
some 2.5 billion lira ($413 million) towards 

domestic government bonds. 
The first banker said lenders did not view the 
Treasury's request as "pressure" but rather that 
the Treasury was trying to lessen the impact of 
the waning foreign investor interest in lira-
denominated assets.  

"It would not be wrong to say that the steps 
taken these days to support the government 
bond market are aimed at the same goal (as the 

retirement-fund guidelines)," the banker said.  
 
(Writing by Ezgi Erkoyun; Editing by Jonathan Spicer 
and Kirsten Donovan) 
(( ezgi.erkoyun@thomsonreuters.com ; +90-212-350 
7051; Reuters Messaging: 
ezgi.erkoyun.thomsonreuters.com@reuters.net ;)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Turkish economy shrinks 2.6% in Q1 

as recession bites  

31-May-2019  
By Behiye Selin Taner and Daren Butler 

ISTANBUL, May 31 (Reuters) - The Turkish 

economy contracted 2.6% year-on-year in the 
first quarter, in line with expectations, as the 
official data reinforced the country's slide into 
recession after last year's currency crisis. 

The major emerging market economy, which has 
a track record of more than 5% growth, has 
been rocked by a 36% tumble in the lira's value 
against the dollar since the end of 2017. 

Inflation shot up last year and the central bank 
hiked rates to slow economic activity.  
A Reuters poll forecast an annual shrinkage of 
2.5% in the latest quarter. 
Compared to the previous quarter, first quarter 
GDP expanded a seasonally and calendar-

adjusted 1.3%, the Turkish Statistical Institute 

data showed.  
The data also confirmed that the Middle East's 
largest economy contracted 3% year-on-year 
in the fourth quarter, its worst in nearly a 
decade, capping a year in which it logged 
2.6% overall growth. 

Weakness in the construction and industrial 
sectors dragged badly on the economy in the 

first quarter, while agriculture expanded. 
Last year's currency crisis, brought on by 
concerns over a diplomatic row with Washington 
and the independence of the central bank, ended 
years of a construction-fuelled boom driven by 
cheap foreign capital.  

The lira has come under renewed pressure in 

recent months as investors fretted about the 
threat of new U.S. sanctions, uncertainty over 
local election results, declining central bank 
reserves and a trend of Turks ramping up 
foreign holdings.  

Initial data for the second quarter has shown 

continued poor sentiment regarding the 

economic outlook.  
The Purchasing Managers' Index (PMI) for 
manufacturing fell to 46.8 in April from 47.2 in 
March, while consumer confidence tumbled to 
55.3 points in May, its lowest level since the 
data was first published in 2004. 

Official data on Friday showed the foreign trade 
deficit narrowed 55.6 percent year-on-year in 
April to $2.982 billion, with exports rising 4.6% 
while imports slid 15.1%. 
 
(Reporting by Behiye Selin Taner; Writing by Daren 
Butler; Editing by Jonathan Spicer) 
(( daren.butler@tr.com ; +90-212-350 7053; Reuters 
Messaging: 
daren.butler.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
 
 

Ukraine 

IMF ready for more talks with Ukraine 

after new government formed  

30-May-2019  
KIEV, May 30 (Reuters) - The International 

Monetary Fund said on Thursday it had held 
very productive discussions with the 
Ukrainian authorities about its standby aid 
agreement. 

Ukraine's fiscal and monetary policies remain on 
track, the Fund said in a statement, adding that 

it is ready to return to Ukraine after a 
parliamentary election to continue discussions 
after a new government "has clarified its policy 
intentions". 
Ukraine's new President Volodymyr Zelenskiy 
has called a snap election for July 21. The IMF 

supports Ukraine with a $3.9 billion standby 
agreement. 
 
(Reporting by Matthias Williams and Pavel Polityuk; 
Editing by Hugh Lawson) 
(( matthias.williams@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentina issues bonds totaling $1.304 

bln  

29-May-2019  
SANTIAGO, May 28 (Reuters) - Argentina has 

issued three treasury bonds for a total of 
58.258 billion pesos ($1.304 bln dollars), the 
economy ministry said on Tuesday. 

The government issued 45.287 billion pesos in 
Lecap notes due on Aug. 30, 2019, 10.462 
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billion pesos in Lecap notes due on Feb. 28, 

2020 and 2.509 billion pesos in inflation-

adjustable Lecer notes due on Aug. 30, 2019.  
The Treasury reported that it received 3,182 
purchase orders. 
 
(Reporting by Walter Bianchi; Writing by Dave 
Sherwood; Editing by Sandra Maler) 
(( dave.sherwood@thomsonreuters.com ; +56 9 9138 
1047, +56 2 2370 4224; Reuters Messaging: 
dave.sherwood.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
 
 

Brazil 

Brazil's federal public debt falls 1% in 

April from March  

28-May-2019  
BRASILIA, May 28 (Reuters) - Brazil's federal 

public debt fell 1.0% in April from March to 
3.88 trillion reais ($960 billion), the Treasury 
said on Tuesday. 

In the same period, the stock of domestic public 
debt securities fell 1.09% to 3.72 trillion reais, 

the Treasury said. 
 
($1 = 4.0329 reais) 
(Reporting by Marcela Ayres 
Writing by Jamie McGeever 
Editing by Chizu Nomiyama) 
(( jamie.mcgeever@thomsonreuters.com ; +55 (0) 61 
3426 7015; Reuters Messaging: 
jamie.mcgeever.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
 
 

Brazil posts primary budget surplus 

narrows as pension deficit widens  

29-May-2019  
By Jamie McGeever 
BRASILIA, May 29 (Reuters) - Brazil's central 

government reported a primary budget 
surplus of 6.54 billion reais ($1.64 billion) in 
April, the Treasury said on Wednesday, lower 

than expected and less than the same month 
last year due to a widening social security 
deficit. 

The surplus before interest payments are taken 
into account narrowed from 8.68 billion reais in 
April last year, and was less than the median 
forecast in a Reuters poll of economists of 8.35 
billion reais. 

Rising social security payments contributed to an 
overall 0.5% rise in spending from April last 
year, and receipts fell 1.5%, "mainly ... due to 
the slow economic recovery," Treasury said. 
The social security shortfall in April was 13.61 
billion reais, up 12% from the same month a 
year ago. That brought the social security deficit 

in the first four months of 2019 to 65.1 billion 

reais, up almost 6% from January-April last 
year. 
"Robust pension reform and tight control of 
wages and salaries are needed to ensure there 
are no further cuts to public investment in the 

coming years," Treasury said in a statement 

accompanying the figures. 
The government is trying to push through 
Congress a drastic overhaul of the pension 
system which it hopes will get public finances 
back on track, generate over 1 trillion reais of 
savings over the next decade and revive the 
sputtering economy.  

In its bimonthly expenditure and revenue report 
last month, the government said it would cover 

an additional 2.18 billion hole in the public 
accounts with cash from a reserve fund rather 
than make further spending freezes or cuts. 
Treasury's figures showed the central 
government's accumulated primary deficit in the 
12 months to April stood at 121.8 billion reais, 
equivalent to 1.71% of gross domestic product. 

The government's 2019 target is for a deficit of 
139 billion reais, or 1.92% of GDP. 
Brazil's total social security deficit in the 12 
months to April, which includes private sector, 
civil service and military personnel, totaled 297 
billion reais, on track to end the year around 
314.6 billion reais, or 4.4 percent of gross 

domestic product, the Treasury said. 
Non-discretionary spending, which includes 
social security, is on course to reach a record 
1.31 trillion reais by the end of the year, 
Treasury said, which will force discretionary 
spending to be cut to a decade-low of 98 billion 

reais. 
 
($1 = 3.9800 reais) 
(Reporting by Jamie McGeever 
Editing by Jonathan Oatis and David Gregorio) 
(( jamie.mcgeever@thomsonreuters.com ; +55 (0) 61 
3426 7015; Reuters Messaging: 
jamie.mcgeever.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
 
 

Venezuela 

Venezuela economy shrank 22.5% in 

Q3 2018  

29-May-2019  

CARACAS, May 28 (Reuters) - Venezuela's 

economy shrank 22.5% percent in the third 

quarter of 2018 with respect to the same 
period a year earlier, the central bank 
reported on its website, in the first update of 
economic indicators in more than three years.  

The OPEC nation's oil export earnings dropped to 
$29.8 billion in 2018 from $31.5 billion in 2017, 
according to figures posted on the website. 
Monthly inflation in April was 33.8%, while 2018 

full-year inflation reached 130,060%, according 
to the figures. 
 
(Reporting by Mayela Armas, Deisy Buitrago and Brian 
Ellsworth; Editing by Sandra Maler) 
(( brian.ellsworth@thomsonreuters.com ; 58 212 655 
2660; Reuters Messaging: 
brian.ellsworth.thomsonreuters.com@reuters.net , 
@ReutersVzla)) 
(c) Copyright Thomson Reuters 2019. 
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AFRICA 
 

Angola 

Angola : Certificates 170 agreements 

to regulate public debt  

31-May-2019  
The minister who responded to MEPs' 
concerns during the discussion of the revised 
General State Budget (OGE), explained that 
the agreements establish two modalities for 
debt settlement, one through bonds, so as not 
to pressure the treasury , and another by way 

of payment in cash. 

The executive, he said, has approved and has 
been implementing a delayed settlement 

strategy. This strategy, he clarified, has been 
implemented as cash resources are available. 
The Minister of Finance took the opportunity to 
clarify that at no time did he say that part of the 

public debt is false, but rather that part of the 
debt claimed as arrears does not correspond to 
the certified debt. 
"These facts exist and have been reported to the 
Attorney General's Office. It is not the public 
debt that is false, "said Archer Mangueira, to 
question:" What state would we have if the 

public debt were false? " 
To the deputies, the minister asked that his 
statements not be distorted. Archer Mangueira 

reported that the public debt represents a total 
of 22 billion kwanzas. Of this amount, he said, 
79.7 percent corresponds to government debt 
and the remainder to corporate debt, essentially 

external debt of two companies, namely TAAG 
and Sonangol, and guarantee issues. 
The minister further explained that of the 79.7 
percent of government debt, 40 percent is 
internal. The government debt / Gross 
Domestic Product (GDP) ratio now stands at 

84.8 percent. Archer Mangueira spoke of some 
ongoing actions to change the current path of 

public debt, as well as other activities to 
maintain the process of fiscal consolidation. 
He said, however, that debt growth resulted 

from the need for the Executive to issue debt 
instruments and to borrow foreign debt to cope 
with falling revenues. 
"Revenues fell to over 70 percent and expenses 

to 30 percent, creating a brutal fiscal imbalance 
that led the state to issue debt securities in the 
domestic market and to contract external 
financing to address some of the priority 
projects life of the populations, "he said. 
 
Copyright (c) 2019 Euclid Infotech Pvt Ltd. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Kenya 

World Bank approves $750 mln for 

budgetary support to Kenya  

29-May-2019  

NAIROBI, May 29 (Reuters) - The World Bank 

approved a $750 million loan to Kenya that 
focused mainly on support for agriculture and 
housing, the bank said in a statement. 
For the first time in years the World Bank is 
putting cash straight into the Treasury to be 
used at the discretion of the government, a 
source with knowledge of the issue said on 
Tuesday. 

The East African nation has multiple 
development funding programmes, worth billions 

of dollars, with the Washington-based lender, 
but for years the funding bypassed the Treasury 
and is usually channelled straight into the 
projects. 
"Measures supported by this ... are expected to 
benefit ordinary Kenyans through better 
targeting of agricultural subsidies to reach low 

income farmers, (and)... increasing availability 
of affordable housing," Felipe Jaramillo, World 
Bank Country Director for Kenya, said. 
The World Bank said some of the funds will also 
go toward helping the creation of a digital 
national identification system.  
The loan, which comes under the bank's 

Development Policy Operations, is designed to 
support the government's policy and institutional 
reforms and help make economic growth more 
inclusive. 
"We expect that this operation will help to 
reduce bid rigging in government procurement 

thereby leading to fiscal savings and more 

resources for developmental purposes," the 
World Bank said. 
Kenya raised $2.1 billion in a sovereign bond 
this month, but some critics have expressed 
concerns over the country's growing debt 
burden. 

There has been a rise in government borrowing 
since President Uhuru Kenyatta came to power 

in 2013 - a jump that some politicians and 
economists say is saddling future generations 
with too much debt. 
Kenya's public debt as a percentage of gross 
domestic product (GDP) has increased to 55% 
from 42% when Kenyatta took over. The 

government has defended the increased 

borrowing, saying the country must invest in its 
infrastructure, including roads and railways. 
Typically, World Bank concessional loans have 
zero or very low interest rates and have 
repayments periods of 25 to 40 years, with a 
five- or 10-year grace period. 

 
(Reporting by George Obulutsa and Duncan Miriri; 
editing by Stephen Powell) 
(( george.obulutsa@thomsonreuters.com ; Tel: +254 
20 499 1234; Reuters Messaging: 
george.obulutsa.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
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Nigeria 

Nigeria to issue green bond of up to 15 

bln naira  

27-May-2019  
ABUJA May 27 (Reuters) - Nigeria will issue a 

green bond of up to 15 billion naira ($49 
million) to fund environmental projects, the 
country's debt office said on Monday. 
The government had previously said it was 
planning a bond programme for 
environmental projects as part of its move to 
align with a global push to expand the market 
for finance to fight climate change. 

Nigeria issued a maiden 10.69 billion naira green 

bond with a five-year tenor in 2017 to fund 
projects to develop renewable energy. The 
statement did not specify the planned tenor of 
the new bond.  
The Debt Management Office (DMO) on Monday 
said the second issuance was part of a bid to cut 

greenhouse gas emissions by 20% by 2030.  
"Eligible green projects can be classified under 
three themes within the green bond framework, 
namely renewable energy, afforestation, and 
transportation," it said in a statement.  
It said it would hold roadshows in Lagos and 

Abuja on Monday and Tuesday.  
The debt office said it was working on the offer 
with Chapel Hill Denham Advisory Limited, 

Capital Assets Limited, Rand Merchant Bank 
Nigeria Limited, and Stanbic IBTC Capital 
Limited. 
 
(Reporting by Camillus Eboh; Writing by Alexis 
Akwagyiram; Editing by John Stonestreet and Jan 
Harvey) 
(( 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 2019.  
 
 

Nigerian president signs $29 bln 2019 

budget into law  

27-May-2019  
By Felix Onuah 
ABUJA, May 27 (Reuters) - Nigerian President 

Muhammadu Buhari signed an 8.9 trillion 
naira ($29 billion) budget for 2019 into law 
on Monday. 

Approved by lawmakers last month, the budget 
is based on estimated oil production of 2.3 

million barrels a day, an assumed crude price of 
$60 per barrel and an exchange rate of 305 
naira to the dollar.  
Nigeria's economy, the largest in Africa, grew by 
1.93% last year, its fastest pace since a 

recession two years earlier which was caused by 
the impact of low oil prices. The continent's top 

oil producer relies on crude sales for about 90 
percent of its foreign exchange. 
The planned deficit of 1.9 trillion naira 
represents 1.37% of GDP. 

Buhari is due to be inaugurated for a second 

four-year term on Wednesday. He won re-

election in February after pledging to revive the 
economy, improve security and tackle 
corruption.  
Last month the upper house of parliament 
increased the budget by 80 billion naira to 8.9 
trillion naira, up from the 8.83 trillion naira 

presented by Buhari to lawmakers last year. 
 
(Writing by Alexis Akwagyiram 
Editing by Mark Heinrich) 
(( 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 2019. 
 
 

South Africa 

S&P keeps South Africa in 'junk' status, 

sees post-election reforms  

25-May-2019  
JOHANNESBURG, May 25 (Reuters) - S&P 

Global Ratings kept South Africa's foreign- 
and local-currency credit ratings in "junk" 
territory with a stable outlook late on Friday, 
saying the new government was expected to 
focus on reforms to revive the economy. 

Newly elected President Cyril Ramaphosa has 

pledged to rekindle growth by fixing state firms, 
easing policy uncertainty and luring back foreign 
investment that dried up in the last decade 

under his predecessor Jacob Zuma. 
S&P kept the country's long-term foreign-
currency rating at 'BB', while the long-term 
local-currency rating was held at 'BB+'. Both 
carry a stable outlook. The ratings agency 
made the same assessment in November 2018 
after slashing the rating in 2017. 

Fitch Ratings also rates Pretoria's debt as junk. 
Of the top three ratings firms only Moody's 

classifies the sovereign as investment-grade.  
"The stable outlook reflects our view that, with 
the elections now over, the South African 

government will pursue some reforms and 
attempt to improve economic growth and try 
and contain fiscal deficits," the firms said in a 
statement. 

Ramaphosa was sworn in as South Africa's 
president on Saturday, vowing to create jobs 
and tackle deep-rooted corruption that has 
strangled economic growth. 
 
(Reporting by Mfuneko Toyana 
Editing by Helen Popper) 
(( mfuneko.toyana@thomsonreuters.com ; 
+27117753153; Reuters Messaging: 
mfuneko.toyana.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019. 
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GLOBAL 
 

Global Markets-Stocks drop, bond 

prices rally as trade tensions fan 

growth fears  

29-May-2019  
By David Randall 

NEW YORK, May 29 (Reuters) - Fears that an 

escalating trade war between the U.S. and 
China will slash global economic growth 
pulled world stock markets down to near two-
and-a-half-month lows on Wednesday and 
continued to feed a rally in safe-haven 
government bonds.  
German bond yields fell deeper into negative 
territory and inched towards record lows around 

minus 0.2%. Ten-year U.S. Treasury bond yields 
reached 20-month lows, having fallen almost 30 
basis points this month. 
Chinese newspapers warned on Wednesday that 
Beijing could use rare earths to strike back at 
the United States after U.S. President Donald 
Trump remarked he was “not yet ready” to 

make a deal with China over trade.  
The prospect of a prolonged standoff between 
the world's two biggest economies and the 
likelihood of Europe and Japan getting 
dragged in have made investors concerned 
about global growth.  

With economic data showing that U.S. 
manufacturing growth dropped to 10-year lows, 

another round of tariffs would sharply raise the 

risk of a recession in the U.S., said Justin 
Onuekwusi, a fund manager at Legal & General 
Investment Management. 
“The market is simply calculating what the 
impact will be of the next set of tariffs as it 
doesn’t look like the rhetoric is calming down,” 

Onuekwusi said. 
“Then we have a weaker growth outlook ... so 
we have the negative shock of trade added to 
lower growth and the cushion of protection isn’t 
as good as it was eight to nine months ago.” 
Those concerns dragged MSCI’s global equity 
index down 0.4% to a 2 1/2-month low following 

losses across Asia.  
On Wall Street, the Dow Jones Industrial 
Average fell 197.46 points, or 0.78%, to 
25,150.31, the S&P 500 lost 17.9 points, or 
0.64%, to 2,784.49 and the Nasdaq Composite 
dropped 55.50 points, or 0.73%, to 7,551.85. 
The pan-European STOXX 600 index lost 1.37%.  

Concerns over the fate of Britain's exit from the 
European Union also helped drive U.S. 10-year 
yields about 10 basis points below the 3-month 
rates, an inversion typically seen as a leading 
indicator of a recession. The inversion is the 
deepest in almost 12 years. 

“What I see as more consistent is that typically 
when the yield curve inverts you get central 

bank easings. So the question about recession 
would be: would the U.S. Fed ease enough to 
avoid a recession?” said Chris Rands, Sydney-
based fixed income portfolio manager at Nikko 
Asset Management. 

Data this week showed a gauge of U.S. 

manufacturing activity unexpectedly fell in May 

from the previous month. That follows earlier 
disappointing readings on U.S. manufacturing 
and industrial output, Rands added. 
“The fact that you have got a bit more noise 
around the trade war now at the same time as 
manufacturing is rolling over — it’s getting 

people to think that things are a little bit worse 
than they had expected,” he said. 
Currency activity was muted, with the dollar 
index, tracking the U.S. unit against six major 
currencies, up at 97.905. The dollar is on track 
for a fourth month of gains, benefiting from 

flows away from markets such as Asia that are 
considered at greater risk from trade wars. 
The euro was unchanged at $1.1159 after falling 

two straight days. The British pound held at 
$1.2656. 
Commodity markets were also dominated by 
fears of a global economic downturn. Brent 

crude was off more than 1% at $69.15 per 
barrel. Gold benefited from the safe-haven bid, 
rising half a percent to $1.285 an ounce. 
 
(Reporting by David Randall; Editing by Bernadette 
Baum) 
(( David.Randall@thomsonreuters.com ; 646-223-
6607; Reuters Messaging: 
david.randall.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
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