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ASIA 
 

Bahrain 

Moody's Says Downgrades Bahrain's 

Ratings To B2, Maintains Negative 

Outlook  

02-Aug-2018  
Aug 2 (Reuters) - Moody's: 
Moody's downgrades Bahrain's ratings to B2, 
maintains negative outlook. 

Moody's says Bahrain's B2 rating assumes that 
the kingdom's gulf cooperation council neighbors 
will provide some financial support. 

Moody's says key driver for Bahrain's rating 
downgrade is a further rise in external, 
government liquidity risks to "particularly 
elevated levels". 
Moody's says key driver for Bahrain's downgrade 
also include constraining access to market 
financing to a greater extent than previously 

envisaged. 
Moody's says Bahrain's negative outlook 
reflects risk that GCC financial support is not 
timely, comprehensive enough to maintain 
Bahrain's credit profile at B2. 

Moody's says believes that Bahrain's ability to 
issue in the international capital markets "has 

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

China 

Offshore holdings of Chinese 

government bonds reach new high in 

July  

03-Aug-2018  

SHANGHAI, Aug 3 (Reuters) - Offshore 

holdings of Chinese government bonds rose 
for a 17th consecutive month in July, data 
from China's primary bond clearing house 
showed on Friday. 

Investors outside of China boosted their Chinese 
government bond positions by 65.1 billion yuan 
in July to 980.4 billion yuan ($142.36 billion), 
according to Reuters' calculations based on data 

from China Central Depository and Clearing Co. 
The purchases brought the proportion of 
outstanding Chinese government bonds held by 
offshore institutions to a record high 7.7 

percent, up from 7.3 percent a month earlier. 
The steady flow of offshore investment into 
Chinese onshore bonds comes despite a rapid 

weakening of the yuan against the U.S. dollar, 
and a narrowing of the gap between the yields 
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on bonds in China and the U.S. 

The yuan weakened to a 14-month low against 

the dollar on Friday, with the currency on course 

for its longest streak of weekly losses since the 
market exchange rate was unified in 1994, amid 
persistent fears of the impact of the Sino-U.S. 
trade war. 
Thomson Reuters Eikon data showed the yield 

on benchmark 10-year Chinese government 
bonds at 3.490 percent on Friday. The spread 
between 10-year U.S. Treasury bonds and their 
Chinese equivalents was at 51.9 basis points, a 
narrowing of 30.5 basis points since the end of 
May. 
 
($1 = 6.8867 Chinese yuan) 
(Reporting by Andrew Galbraith; Editing by Richard 
Borsuk) 
(( Andrew.Galbraith@tr.com ; +86 21 6104 1779; 
Reuters Messaging: 
andrew.galbraith.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/apgalbraith )) 
(c) Copyright Thomson Reuters 2018. 
 
 

India 

India Bonds Seen Lower Ahead Of 

Fresh Supply; Rupee Eyed  

03-Aug-2018  
By Dharam Dhutia 

NewsRise 
MUMBAI (Aug 03) -- Indian government bonds 

will likely open lower ahead of a fresh supply 
of papers, with the rupee’s expected decline 
against the dollar also expected to weigh on 
investor sentiment.  

Yield on the benchmark 7.17% bond maturing in 
2028 is likely to trade in a 7.70%-7.75% band 
till the auction results today, a trader with a 
private bank said. The note settled lower at 

96.35 rupees yesterday, yielding 7.72%.  
“The euphoria around the monetary policy 
seems to over, so we may see some selling 
pressure today due to auction,” the trader 
added. “Also, if the rupee revisits 69-per-dollar 

levels, the benchmark yield may rise above 
7.75%.”  
India’s federal government is set to borrow 
120 billion rupees selling bonds today, which 
includes 40 billion rupees of floating rate 
bonds maturing in 2031.  

The rupee is expected to open lower against the 
dollar amid a broad Chinese yuan-led decline in 
regional currencies in the wake of continuing 
U.S. and China trade tensions. It had ended at 

68.70 per dollar yesterday, logging the biggest 
single-session fall in two weeks, from 68.43 at 
previous close.  
Bonds fell yesterday amid profit booking, after 
the benchmark note rose to three-month high as 

the rate-setting Monetary Policy Committee’s 
commentary was seen less hawkish than feared 

despite a rate hike.  
Earlier this week, the panel hiked key interest 
rate by 25 basis points to 6.50%, the second 

such move in less than two months, but 

maintained the policy stance at neutral. The MPC 

also revised its inflation forecast to 4.8% for the 
second half of this fiscal year from 4.7%, and 
projected it at 5% in April-June 2019, with risks 
evenly balanced. 
The panel needs to monitor domestic inflation 
outlook in the coming months very carefully, 

Urjit Patel, the Reserve Bank of India governor 
and the MPC chairman said. 
Retail inflation - the central bank’s key price 
gauge - rose to a six-month high of 5% in June 
against May’s 4.84%. The law mandates the 
central bank to keep inflation at 4% with a band 

of 2 percentage points on either side. 
The MPC is likely to raise interest rates at least 
once more this financial year after maintaining 

status quo at its next review in October, a 
majority of the 20 economists and analysts 
surveyed by NewsRise said yesterday. 
Meanwhile, crude oil prices rose amid reports 

that crude stockpiles at U.S. delivery hub 
dropped 1.1 million barrels since last week. The 
contract rose 1.5% yesterday.  
KEY FACTORS: 
*10-year U.S. Treasury yield was at 2.99% 
*Benchmark Brent crude oil contract last down 
0.3% at $73.25, after advancing 1.5% in 

previous session 
*Dollar index last trading little changed after 
rising 0.6% in previous session, posting its 
largest single-session gain in over three weeks 

*Onshore Chinese Yuan down for a second 
consecutive session at 6.8725, also its lowest 

levels against dollar since May 2017 
*Foreign investors bought net $93.66 million 

of India debt on Aug. 2. Year-to-date, 
overseas investors have sold $5.45 billion 
worth of debt 

*Monsoon session of parliament continues in 
New Delhi 
*RBI to release weekly foreign exchange data 

*RBI to conduct weekly auction of bonds worth 
120 billion rupees 
*RBI to conduct 13-day term repo auction worth 
225 billion rupees 

*RBI to conduct 7-day and 13-day reverse repo 
auctions worth 800 billion rupees 
 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
- Edited By Debasis Basak 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

India Bonds Rise This Week As Next 

Rate Hike Seen Delayed  

03-Aug-2018  
By Neha Dubey and Dharam Dhutia 

NewsRise 
MUMBAI (Aug 03) -- Indian government bonds 

rose this week, after the Monetary Policy 
Committee maintained a neutral stance 
despite a rate hike, and as traders do not 
expect another policy tightening in the near 
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term. 

The benchmark 7.17% bond maturing in 2028 

settled at 96.08 rupees, yielding 7.76%, in 

Mumbai, against 96.35 rupees and a 7.72% 
yield yesterday. The benchmark bond yield fell 
two basis points this week. It had fallen by an 
aggregate of 12 basis points in the last four 
weeks. 

However, bonds fell today due to fresh supply 
via auction. The rupee ended at 68.61 to dollar 
against 68.70 previous close. 
“The primary reason for rally in bonds this 
week was that traders now do not expect a 
rate hike in October, as the MPC sounded less 
hawkish,” said Abhishek Upadhyay, 
economist, ICICI Securities Primary 
Dealership. “However, we may not see any 

major rally going ahead.” 

India’s rate-setting MPC hiked key interest rate 
by 25 basis points earlier this week, the second 
such move in two months, but the commentary 
was seen as balanced by traders. 
“The main reason for changing the policy rate is 
to ensure that on a durable basis we come to 
and maintain the 4% (inflation) target,” Urjit 

Patel, the Reserve Bank of India governor and 
chairman of the rate-setting panel, said. “There 
is a fair bit of uncertainty on the CPI prints going 
forward, and therefore it was important that we 
kept our options open. We need to monitor the 
domestic inflation outlook in the coming months 

very carefully.” 

The MPC is likely to raise interest rates at least 
once more this financial year after maintaining 
status quo at its next review in October, a 
majority of the 20 economists and analysts 
surveyed by NewsRise said. 
HDFC Bank said that another rate hike is still on 

the table and as a result bond yields could 
continue to go up. Even without a major uptick 
in inflation, the sheer supply of federal and state 
government bonds could keep the yields 
elevated, it said. 
The benchmark Brent crude oil prices fell 0.9% 
this week amid oversupply concerns. The 

benchmark Brent crude oil contract rose 0.2% to 
$73.59 per barrel today. India imports 80% of 

its crude oil requirements. 
India's federal government sold five bonds worth 
120 billion rupees today, which included 40 
billion rupees of the floating rate bond maturing 

2031. 
India’s federal weather office today said rainfall 
during the second half of the southwest 
monsoon season, or August-September, will 
likely be 95% of the long-term average with an 
eight-percentage point swing either ways. 
India’s south-west monsoon rains for the annual 

June-September season until Aug. 1 were 7% 
below normal at 431.6 millimeters. 
 
- By Neha Dubey and Dharam Dhutia; 
neha.dubey@newsrise.org; 91-22-61353300 
- Edited by Gourab Das 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 

 

Indonesia 

Indonesia to be "opportunistic and 

pragmatic" in bond strategy  

31-Jul-2018  
JAKARTA, July 31 (Reuters) - Indonesian 

Finance Minister Sri Mulyani Indrawati told 
reporters on Tuesday the government will be 
"opportunistic and pragmatic" in its bond 
sales strategy. 

"Meaning, when we see a good opportunity, we 
can enter the market, both local and foreign, 

whichever benefits our financing and risks," 
Indrawati said after a meeting with the central 
bank and other financial authorities. 

The government on Tuesday sold 20 trillion 
rupiah in bonds, the maximum limit of its 
regular bond auction. 
 
(Reporting by Gayatri Suroyo 
Writing by Fransiska Nangoy) 
(( Fransiska.Nangoy@thomsonreuters.com ; +62 21 
2992 7610; Reuters Messaging: 
fransiska.nangoy.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Iraq 

Fitch Affirms Iraq at 'B-'; Outlook 

Stable  

30-Jul-2018  
Fitch Ratings-Hong Kong-July 30: Fitch 
Ratings has affirmed Iraq's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'B-' with a Stable Outlook. 

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

rating action commentary. 
KEY RATING DRIVERS 
Iraq's rating is constrained by commodity 
dependence, weak governance, high political 
risk, and an undeveloped banking sector, while 
the rating is supported by GDP per capita, 
robust FX reserves, a low level of debt service 

obligations and international financial support. 
Higher oil prices helped narrow the budget 
deficit significantly in 2017, with the IMF 
estimating that the deficit shrank to 2.3% of 

GDP from 13.9% in 2016. The government will 
earn significantly more oil revenue than it 
assumed in the 2018 budget, and even with an 
expenditure response, is likely to record a 

budget surplus, of around 3% of GDP, after five 
years of deficits. For each USD1 higher oil price, 
the government receives approximately an extra 
USD1.2 billion in revenue, assuming stable 
export volume. 
The 2018 budget, which targeted an overall 

deficit of IQD12 trillion, assumed an oil price of 
USD46/barrel and exports of 3.9m b/d (including 
250,000 b/d from the Kurdistan Regional 
Government (KRG) and 300,000 b/d from 
Kirkuk). We assume that the price of Iraqi oil 
will average USD64/b (Brent crude average of 
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USD70/b) and that federal oil exports flowing 

into the budget will average 3.45m b/d. This 

implies an extra IQD19 trillion in revenue. 
Iraq's public and external finances remain 
vulnerable to a renewed slump in the oil price. 
Commodity dependence is among the highest of 
all Fitch-rated sovereigns. Oil accounts for 85%-
90% of fiscal revenue and almost all export 

revenue. In 2019-2020, under our assumption 
that average Brent crude oil prices decline to 
USD65/b and USD57.5/b, we forecast that a 
budget deficit (of around 2% of GDP) will re-
emerge in 2020. This forecast assumes further 
modest increases in investment spending, 

limited by capacity constraints, and in current 
spending. A ramp up in reconstruction spending 
could put additional pressure on the budget. 
Public debt edged down in nominal terms in 
1Q18, with excess oil revenue allowing for 
some repayment of debt. The government is 

not planning to issue a Eurobond this year. We 
forecast government debt/GDP to fall to 49.9% 

of GDP in 2018 and 48.7% in 2019 on the back 
of budget surpluses and the uplift to nominal 
GDP in 2018 from higher oil prices. We forecast 
government debt/GDP will increase again, to 
50.4%, in 2020 as oil prices drop back and a 
budget deficit re-emerges. 
Iraq's total debt stock includes an estimated 
USD41 billion of debt lent to Iraq by GCC 

countries during the 1980-1988 Iran-Iraq 
war, which the authorities do not face 

pressure to repay or service. If this debt were 
restructured on the same terms as Paris Club 
debt was restructured in 2004-06, government 
debt/GDP would be around 34% in 2018, about 
half the current 'B' peer median. The majority of 

remaining external debt is owed to the Paris 
Club and multilateral and bilateral institutions. 
Annual external debt service costs are relatively 
low (forecast at roughly USD2.5-USD3.5 billion 
in 2018-20), especially given the level of FX 
reserves. 
The Central Bank of Iraq's (CBI) stock of 

international reserves (including gold) was 
USD48.9 billion at end-2017, up from USD45.3 
billion at end-2016. We forecast that reserves 

will average USD54 billion in 2018-2019. The 
increase in reserves is supportive of the 
exchange rate peg and the gap has narrowed 
between the auction rate and market rate of the 

Iraqi dinar. 
Iraq's three-year Stand-By Arrangement (SBA) 
with the IMF is on hold, after one year of mixed 
implementation. This highlights the difficulty of 
enacting fiscal and structural reforms in Iraq 
because of weak governance systems and 

political constraints. Approval of the third review 
has been pending since late 2017, held up by 
disagreement over the 2018 budget in the 
context of an impending parliamentary election, 

the dispute between the federal government and 
the KRG and higher oil prices. The IMF is open to 
re-engaging with Iraq when a new government 

is formed. Iraq continues to receive other 
bilateral and multilateral support. 
Political risk and insecurity in Iraq remain among 

the highest faced by any Fitch-rated sovereign. 

Iraq scores the worst of all Fitch-rated 

sovereigns on the composite World Bank 
governance indicator. This reflects not only 
insecurity and political instability but also 
corruption, government ineffectiveness and 
weak institutions. Nevertheless, the bulk of oil 
production facilities and export infrastructure are 

located away from the areas that have 
presented the highest security risk. 
Iraq continues to face pressing political 
challenges, although security has improved with 
the recapture of territory in 2017 from the 
jihadist Islamic State. Government formation is 

proceeding slowly following the parliamentary 
election in May. We expect the eventual 
formation of a broad-based government that will 

struggle to implement more than piecemeal 
reforms. Low voter turnout and mounting 
protests since the election highlight high levels 
of popular dissatisfaction with the political class. 

Protests have taken place outside oil facilities, 
demanding more jobs from the oil sector. Such 
protests, which have occurred before, have not 
caused interruptions to oil production or exports 
and we assume that remains the case. 
The banking sector is under-developed and 
fundamentally weak. It is not in a position to 

provide much domestic financing to the 
government. Private sector credit to GDP is one 
of the lowest of any Fitch-rated sovereign. The 
two large state-owned banks, Al-Rafidain and Al-

Rasheed, which have high non-performing loans 
and exceptionally low capital adequacy, 

dominate the sector. The government has 
appointed auditors as required by the IMF, but it 
remains unclear how the banks will be 
restructured. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Iraq a score 

equivalent to a rating of 'B+' 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: 
•Structural features: -2 notches, to reflect 

political and security risks which are not 
sufficiently captured by the governance 
indicators in the SRM and because of the 
exceptionally weak banking sector. 
•Public finances: +1 notch to adjust for the 
legacy debt to GCC countries and to reflect 

ongoing bilateral and multilateral financial 
support. 
•Macro: -1 notch to reflect the weakness of the 
policymaking framework, in particular related to 
reform of the public finances. 
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 
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assign the final rating, reflecting factors within 

our criteria that are not fully quantifiable and/or 

not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that could, individually or 
collectively, lead to positive rating action are: 
•A period of oil prices in excess of our current 
forecasts, particularly if combined with higher oil 

production and exports and leading to an 
improvement in Iraq's public and external 
finances. 
•A sustainable improvement in the country's 
security that allows for stronger non-oil 
economic development. 

•A greater degree of political stability which 
allows for improvements in policymaking, 
including reforms of the public finances. 

The main factors that could, individually or 
collectively, lead to negative rating action are: 
•Failure to secure adequate fiscal financing. 
•Deterioration in the country's security, 

particularly if insecurity hinders oil production 
and exports. 
KEY ASSUMPTIONS 
Fitch forecasts Brent crude to average USD70/b 
in 2018, USD65/b in 2018 and USD57.5/b in 
2019. We assume that Iraqi oil sells at a 
consistent discount to Brent. Fitch forecasts Iraqi 

oil exports (excluding exports from the Kurdish 
region) to average 3.55m b/d in 2018-20. 
Fitch does not incorporate into its fiscal numbers 
a full oil-sharing agreement between the central 

government and the Kurdish Regional 
Government, given the patchy track record for 

implementing this agreement. An agreement 
may be more likely after a new government is 
formed. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 'B-
'; Outlook Stable 
Short-Term Foreign-Currency IDR affirmed at 'B' 

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

Israel 

S&P Raises Israel’s Sovereign Credit 

Rating To AA- From A+; Lowers 

Outlook To Stable  

04-Aug-2018  

Aug 3 (Reuters) - S&P Global Ratings: 
S&P raises Israel’s sovereign credit rating to 
AA- from A+; lowers outlook to stable from 

positive. 
S&P says Israel upgraded to 'AA-/A-1+' on 

economic strength and fiscal improvements; 

outlook stable. 
S&P says although Israel's public debt 
remains relatively high, now think fiscal 
slippages leading to significant reversal of 
debt path are unlikely. 

S&P says stable outlook on Israel balances risks 
from elevated security risk against potential for 
stronger economic growth prospects. 
S&P says believe that domestic political volatility 

in Israel will likely stay elevated over the rating 
horizon. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Kazakhstan 

Kazakhstan starts settling govt bonds 

through Clearstream  

30-Jul-2018  
ALMATY, July 30 (Reuters) - Kazakh 

government bonds and central bank notes can 
be cleared through the international system 
Clearstream from Monday, making them more 
easily available to foreign investors, the 
Central Asian nation's central bank said. 

Connecting to clearing systems such as 
Clearstream, owned by German stock market 
operator Deutsche Boerse , could lower the cost 
of borrowing for the government of the former 

Soviet republic. Kazakhstan is also working to 
start operations with the Euroclear clearing 
system. 
Previously, foreign buyers needed to open an 
account with a local securities depository in 
order to purchase domestically issued securities. 
 
(Reporting by Olzhas Auyezov, Editing by William 
Maclean) 
(( olzhas.auyezov@thomsonreuters.com ; +7 727 
2508 500; Reuters Messaging: 
olzhas.auyezov.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Lebanon 

Lebanon economy fragile, needs 

reform  

31-Jul-2018  
BEIRUT, July 31 (Reuters) - Lebanon's 

economy is fragile, unsustainable and needs 
the state to enact reforms, a senior World 
Bank official said on Tuesday as the country 
neared three months without a government 

since parliamentary elections in May.  

"Lebanon has been defying gravity for quite 
some time," World Bank Group Vice President 
for the Middle East and North Africa Ferid Belhaj 

said, and a day would come when "gravity 
materialises".  
"Clearly this is not a situation which is 

sustainable and things need to be done," he told 
journalists at the World Bank's offices in Beirut, 

mailto:Publicdebtnet.dt@tesoro.it
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though he added that the central bank has a 

good buffer of foreign reserves.  

"I'm not worried about the economy, but it is in 
a state of fragility," Belhaj added.  
Lebanon has been suffering weak growth since 
2011, hit by regional turmoil. The IMF has 
estimated growth rates of 1-1.5 percent in 2017 
and 2018, saying traditional drivers of the 

economy - construction and real estate - remain 
subdued. 
The IMF has also called for "an immediate and 
substantial" fiscal adjustment to improve the 
sustainability of public debt, which stood at 
more than 150 percent of gross domestic 
product (GDP) at the end of 2017.  

Leaders from across Lebanon's divided political 
establishment have said they recognise the 

urgency of the situation and the need to start 
reforms, but a new unity government has yet to 
be agreed following parliamentary elections on 
May 6. 
In April international donors meeting in Paris 
pledged more than $11 billion of investment for 

Lebanon, but they want to see reform first. At 
that meeting Prime Minister Saad al-Hariri 
promised to reduce the budget deficit as a 
percentage of GDP by 5 percent over five years. 
The World Bank has a $2.2 billion investment 
portfolio in Lebanon, but the lack of government 
means $1.1 billion of that amount -- to be spent 

on jobs, health and transport projects -- is still 
awaiting approval by Beirut before it can be 

used.  
"We need to make sure these projects move 
forward. Not only is it a loss for Lebanon having 
these investments stay idle, but the government 
is paying commitment fees on these," Belhaj 

said, adding there may come a time when those 
projects have to be cancelled. 
 
(Reporting by Lisa Barrington 
Editing by Mark Heinrich) 
(( lisa.barrington@thomsonreuters.com ; +961)(0)( 
1954456; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Pakistan 

Pakistan's bonds rally, but IMF could 

still loom  

30-Jul-2018  

By Daniel Stanton 
SINGAPORE, July 30 (IFR) - Bond investors 

responded with euphoria towards Pakistan in 
the wake of last week's election result, but 
the country still faces challenges to 
strengthen its finances. 

Pakistan's offshore sovereign bonds rallied after 
former cricketer Imran Khan's Pakistan Tehreek-
e-Insaf (PTI) party won 116 of 272 seats, and 

began work on forming a coalition government, 
even though the rival Pakistan Muslim League-
Nawaz (PML-N) party claimed there were 
irregularities in the vote. 
The sovereign's US dollar 2027 bonds gained 

3.5 points following the election on July 25, 
and were seen yielding 7.8%, according to 

Tradeweb. Pakistan's bonds have gained 
nearly 10 points in terms of cash price from 
their lowest level this year of 84.5 on June 21, 
when the yield was 9.4%.  

Leo Hu, senior portfolio manager for emerging 
markets debt at NN Investment Partners said 
that PTI's victory was more decisive than 
expected, making it easier to implement its 

mandate, and avoiding the risk that the result 
would be protested. 
"The new government has achieved a key 
milestone by winning a decisive election, but the 
next hurdle will be to strike a balance between 
making both people and investors happy," said 
Hu. "Honouring election campaign promises will 

make the people happy and strengthening the 
country’s credit profile will make investors 
happy. This will be a relatively challenging 
balancing act." 
The rally in Pakistan's bonds came despite 
expectations that the country could turn to the 
International Monetary Fund to address its 

deteriorating fiscal position. 
The State Bank of Pakistan had US$9.5bn of 
foreign reserves at the end of May, down from 
US$16.4bn a year earlier. It is thought that 
much of the reserves have been consumed 
supporting the Pakistani rupee, which has 

dropped 11.6% this year against the dollar, 
despite strengthening 4.8% since the election. 

Fitch projected Pakistan's current account deficit 
would rise to 5.3% of GDP at the end of June, 
compared with 4.7% a year earlier, and warned 
that the government was becoming increasingly 
reliant on external borrowing, particularly from 

Chinese policy banks. 
The IMF in May forecast GDP growth of 5.6% for 
Pakistan this year, slowing to 4.7% in 2019. 
"Possible policy options would include monetary 
and fiscal policy tightening, further exchange 
rate depreciation, and turning to the IMF for 
external financing," wrote Christian Fang, 

analyst in the sovereign risk group at Moody's, 
following the election. "However, the 
implementation of such measures may face 

delays as PTI’s election pledge also includes 
increasing social spending, reducing taxes – as 
part of tax reform plans – and lowering energy 

costs." 
Pakistan completed its last IMF programme in 
2016, having sought assistance several times 
since the 1980s, but soon slipped back into 
bad habits. In March, the IMF warned that the 
fiscal deficit was expected to increase to 
5.5% this year, and called on Pakistan to 
strengthen fiscal discipline and accelerate 
structural reforms. 

Last time, the IMF lent Pakistan US$6.6bn, but 

the country is expected to seek around US$10bn 
this time.  

"While we do believe that an IMF bailout is the 
ultimate endgame for Pakistan, we suspect that 
the road to get there might not be as smooth as 
what the markets are suggesting," wrote 
Nomura's credit sales and trading desk. It noted 
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that China has made large investments in 

Pakistan under the China-Pakistan Economic 

Corridor (CPEC) scheme, and would not want 
details of the CPEC funding to be disclosed to 
the IMF, a likely condition before the multilateral 
organisation would provide assistance. 
Nomura wrote that the IMF would be likely to 
impose more stringent conditions on any future 

assistance programmes, given that the country 
slid into trouble within two years of the last one, 
and said it believed the sovereign curve had run 
up too quickly. 
Pakistan's 2027 US dollar bonds were trading 
around 90bp-95bp wider than the 2027 bonds of 

Sri Lanka, which is rated one to two notches 
higher and is already making good progress in 
an IMF programme, Nomura noted, indicating 

that the Pakistan bonds were valued too richly. 
 
(Reporting by Daniel Stanton; Editing by Vincent 
Baby) 
(( daniel.stanton@thomsonreuters.com ; +65 
64174548; Reuters Messaging: 
daniel.stanton.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Pakistan dismisses U.S. concerns about 

IMF bailout and China  

01-Aug-2018  
By Drazen Jorgic 

ISLAMABAD, Aug 1 (Reuters) - Pakistan on 

Wednesday dismissed U.S. concerns that any 
new International Monetary Fund bailout for 
the South Asian nation would be used to 
repay Chinese debt as "totally wrong". 

Pakistan's economy has hit severe turbulence 
over the past year and most analysts expect the 
nuclear-armed nation to seek a bailout, either 
from the IMF or closest ally China, to avoid a 

currency crisis. 
Beijing has pledged $57 billion in loans for 
Pakistan as part of China's vast Belt and Road 
initiative, deepening economic and diplomatic 
ties between the neighbours at a time when 
relations between Islamabad and Washington 

are fraying over how to deal with Islamist 
militants waging war in Afghanistan. 
U.S. Secretary of State Mike Pompeo on 
Monday warned that any potential IMF bailout 
for Pakistan's incoming government should 
not provide funds to pay off Chinese lenders. 

In response, Pakistan's finance ministry sought 
to de-couple the link between any potential IMF 
bailout and Beijing's loans for the China-Pakistan 

Economic Corridor (CPEC), which spans mostly 
energy and transport infrastructure. 
"First and foremost it is totally wrong to link the 
IMF package with CPEC. It is affirmed that 
Pakistan Government is fully committed to 
undertake and complete CPEC projects in their 

totality," the finance ministry said in a 
statement. 
"Third parties cannot weaken our collective 
resolve to make CPEC a success story." 
CPEC is billed as Pakistan's most important 
national project, while Beijing has touted CPEC 

as the "flagship" project in the vast Belt and 

Road initiative to build rail, road and maritime 

links across the globe. 
Both countries are very sensitive of any criticism 
about CPEC. 
The United States has been concerned that 
China is saddling smaller countries with debt as 
a way to gain influence and control around the 

globe. 
Pakistan obtained a $6.7 billion IMF bailout in 
2013 and near-identical balance of payments 
problems pose a major headache for the 
incoming government of Imran Khan, Pakistan's 
former cricket hero who is seeking coalition 

partners to form a government. 
 "Make no mistake. We will be watching what 
the IMF does," Pompeo said.  

"There's no rationale for IMF tax dollars, and 
associated with that American dollars that are 
part of the IMF funding, for those to go to bail 
out Chinese bondholders or China itself," 

Pompeo added. 
Asad Umar, widely tipped to become the new 
finance minister, told Reuters last month that 
Khan's government would not rule out either 
Chinese or IMF support. 
On Tuesday, Chinese Foreign Ministry 
spokesman Geng Shuang said the IMF had its 

own standards and operating rules when 
cooperating with countries. 
"I believe they will handle it appropriately," he 
told reporters, without elaborating. 

30-YEAR LOANS 
Miftah Ismail, Pakistan's finance minister in the 

previous government until late May, said the 
Chinese debt repayments were nowhere near as 
big as Western nations imagine. 
He told Reuters that ministry of finance 
calculations showed that for the next five years, 
Pakistan's total annual debt repayments and 
profit expatriation by Chinese companies would 

be below $1 billion. 
"All of those things combined will not go to $1 
billion up until 2023," he said. 
Ismail added loans given by China to Pakistan 
had a 30-year length and a five-year grace 

period, meaning there were no repayments for 
the first five years.  

The lending was a combination of zero-interest 
debt, concessionary and some market rate 
loans, Ismail said, adding that the "weighted 
average" interest rate for these loans was 2 
percent 
"These are not loans that will break our back," 

he said. 
Ismail said the problems hitting Pakistan's 
economy were not linked to debt but rather to 
current account problems, which was not China's 
fault. 
Pakistan's finance ministry said it was engaged 
in "technical discussions" with the IMF but the 

interim caretaker government did not have a 
mandate to decide on any IMF package, which 
will be down to the new administration.  
 
(Reporting by Drazen Jorgic; Editing by Nick Macfie) 
(( drazen.jorgic@thomsonreuters.com ; +92 307 8888 
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153; Reuters Messaging: 
drazen.jorgic.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Pakistan bonds up as IMF looms  

03-Aug-2018  
•Bonds: EM sovereign credit strengthens after 
Imran Khan's election win 

By Daniel Stanton 

SINGAPORE, Aug 3 (IFR) - Bond investors gave 

the thumbs up to Pakistan's general election 
results last week, despite ongoing questions 
over its finances and rising US rhetoric 
against its growing reliance on Chinese debt.  

Offshore sovereign bonds from B3/B/B rated 
Pakistan rallied after the Pakistan Tehreek-e-

Insaf party of former cricketer Imran Khan won 
116 of 272 parliamentary seats in the July 25 

general election and began work on forming a 
coalition government, even though the rival 
Pakistan Muslim League-Nawaz party claimed 
there were irregularities in the vote and sought 
to block Khan's appointment as prime minister. 
The sovereign's US dollar 6.875% 2027 bonds 
gained 3.5 points following the election on July 

25, and were seen on Monday yielding 7.8%, 
according to Tradeweb. This meant a gain of 
nearly 10 points in cash price from their lowest 
level this year of 84.5 on June 21, when the 
yield was 9.4%.  
Some of the early euphoria wore off during the 

week. By Thursday, the 2027s had slipped back 
two points for a 7.9% yield.  
Leo Hu, senior portfolio manager for emerging 
markets debt at NN Investment Partners, said 
that PTI's victory was more decisive than 
expected, making it easier to implement its 
mandate, but warned of more challenges to 

come. 
"The new government has achieved a key 
milestone by winning a decisive election, but 
the next hurdle will be to strike a balance 
between making both people and investors 
happy," said Hu. "Honouring election 
campaign promises will make the people 
happy and strengthening the country’s credit 
profile will make investors happy. This will be 
a relatively challenging balancing act." 

The rally in Pakistan's bonds came amid 
expectations that the country could turn to the 
International Monetary Fund to address its 
deteriorating fiscal position, as bondholders bet 
that a bailout would boost the country's finances 
without the need for a debt restructuring.  
The State Bank of Pakistan had US$9.5bn of 

foreign reserves at the end of May, down from 
US$16.4bn a year earlier. It is thought that 
much of the reserves have been consumed 
supporting the rupee, which has dropped 11.6% 
this year against the dollar, despite 
strengthening 4.8% since the election. 
Fitch projected Pakistan's current account 

deficit would rise to 5.3% of GDP at the end 
of June, compared with 4.7% a year earlier, 
and warned that the government was 
becoming increasingly reliant on external 

borrowing, particularly from Chinese policy 
banks. 

The IMF in May forecast GDP growth of 5.6% for 

Pakistan this year, slowing to 4.7% in 2019. 
"Possible policy options would include monetary 
and fiscal policy tightening, further exchange 
rate depreciation, and turning to the IMF for 
external financing," wrote Christian Fang, 
analyst in the sovereign risk group at Moody's, 

following the election. "However, the 
implementation of such measures may face 
delays as PTI’s election pledge also includes 
increasing social spending, reducing taxes – as 
part of tax reform plans – and lowering energy 
costs." 

CHINA TENSION 
Pakistan completed its last IMF programme in 
2016, having sought assistance several times 
since the 1980s, but soon slipped back into 
bad habits. In March, the IMF warned that the 
fiscal deficit was expected to increase to 
5.5% this year, and called on the government 
to strengthen fiscal discipline and accelerate 
structural reforms. 

In the last programme, agreed in 2013, the IMF 

lent Pakistan US$6.6bn, but the country is 
expected to seek around US$10bn this time.  
"While we do believe that an IMF bailout is the 
ultimate endgame for Pakistan, we suspect that 
the road to get there might not be as smooth as 
what the markets are suggesting," wrote 
Nomura's credit sales and trading desk. It noted 

that China has made large investments in 
Pakistan under the China-Pakistan Economic 
Corridor scheme, and would not want details of 
the CPEC funding to be disclosed to the IMF, a 
likely condition before the multilateral 
organisation would provide assistance. 
In another potential obstacle, the US, the IMF's 

largest shareholder, is putting pressure on 
Pakistan to make sure that any new IMF money 
does not end up offsetting some of the recent 
massive Chinese investments in the country's 
infrastructure. 
US Secretary of State Mike Pompeo said last 

week that "there's no rationale for IMF tax 
dollars, and associated with that American 

dollars that are part of the IMF funding, for 
those to go to bail out Chinese bondholders or 
China itself.” 
Pakistan's Finance Ministry later said, in a 
statement reported by Reuters: "First and 

foremost it is totally wrong to link the IMF 
package with CPEC. It is affirmed that Pakistan 
government is fully committed to undertake and 
complete CPEC projects in their totality. 
"Third parties cannot weaken our collective 
resolve to make CPEC a success story." 
Nomura wrote that the IMF would be likely to 

impose more stringent conditions on any future 
assistance programmes, given that the country 

slid into trouble within two years of the last one, 
and said it believed the sovereign curve had run 
up too quickly. 
Monday's rally put Pakistan's 2027 US dollar 

bonds around 90bp–95bp wider than the 2027 
bonds of Sri Lanka, which is rated one to two 
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notches higher at B1/B+/B+ and is already 

making good progress in an IMF programme, 

Nomura noted, indicating that Pakistan's bonds 
were valued too richly. 
 
(This story will appear in the August 4 issue of IFR 
Asia magazine 
Reporting by Daniel Stanton; Editing by Vincent Baby 
and Steve Garton) 
(( daniel.stanton@thomsonreuters.com ; +65 
64174548; Reuters Messaging: 
daniel.stanton.thomsonreuters.com@reuters.net )) 
NEWS-09 
(c) Copyright Thomson Reuters 2018. 
 
 

Saudi Arabia 

Saudi Arabia : Debt Management Office 

of the Ministry of Finance Announces 

Launch of Primary Dealers Program  

31-Jul-2018  
The Debt Management Office (DMO) of the 
Ministry of Finance announced that the first 
edition of the Primary Dealers Program for 
Sukuk distribution has taken place on Sunday 
July 22, 2018 under the (Saudi Arabian 
Government SAR-denominated Sukuk) 

Program. 

The issuance took place as per best industry 
standards via the Bloomberg auction platform, 
that enabled over 20 investors from participating 

Financial Institutions and various asset 
managers to submit bids for both their 
proprietary books and on behalf of their 
customers. 

The five participating Financial Institutions 
appointed as Primary Dealers are as follows: 
Alinma Bank, Bank Aljazira, Samba Financial 
Group, The National Commercial Bank, and The 
Saudi British Bank. This group of banks 
represent a Public-Private Partnership based on 

experience, professionalism, and advanced 
capabilities in order to develop the Debt Capital 
Markets of the Kingdom of Saudi Arabia. 
The main duties of the Primary Dealers are 
the expansion of the investor base in their 
capacity in the primary market, in addition to 
their central role in market-making and 
providing two-way pricing for all issuances 
under the Saudi Arabian Government SAR-

denominated Sukuk Program in the secondary 

market going forward. This process would 
immediately commence following every 
issuance. Market-making will play an active role 
in stimulating the financial markets as a whole 
and significantly increasing the liquidity in the 
secondary market. 
The Primary Dealers program fits within the 

strategy of the Financial Sector Development 
Program (FSDP) that encompasses various 

goals, one of which is enabling financial 
institutions to increase the growth of the private 
sector via the development of the financial 
markets. 

The Ministry of Finance has a strategic goal of 
supporting and developing advanced financial 

markets in the Kingdom of Saudi Arabia via the 

integration of both the public and private sectors 

as part of its commitment to Vision 2030. 
 
Copyright (c) 2018 Euclid Infotech Pvt Ltd. 
 
 

Sri Lanka 

Sri Lanka central bank keeps key rates 

steady as expected  

03-Aug-2018  
•Decision comes as some worried over 
slowing economic growth 

•Central bank sees economy growing 
gradually 
•Could be rate cut by year-end -Capital 
Economics  

By Ranga Sirilal 
COLOMBO, Aug 3 (Reuters) - Sri Lanka's 

central bank left its key policy rates 
unchanged as expected on Friday, saying the 
decision backed its goals for stabilising 
inflation and fostering sustainable economic 

growth. 

The move comes as some investors are worried 
about a slowing economy and increases in fiscal 
spending ahead of presidential elections later 
next year and possible provincial council polls 
early in 2019. 
The island nation's growth slowed to a 16-year 

low of 3.3 percent in 2017, and the central bank 
has estimated this year's growth to be between 
4 percent and 4.5 percent, falling short of the 5 
percent touted earlier. 
"Sri Lanka's real economic growth is expected to 
record a gradual acceleration from the second 
quarter of the year," the central bank said in a 

statement on Friday. 
"The economy is projected to reach its potential 
over the medium-term, benefiting from a 
competitive flexible exchange rate, a low 
inflation environment and a stronger policy 
framework to support exports and investment." 
The IMF in March urged the central bank to 

stand ready to tighten policy if signs of demand-

side inflation pressures or accelerating credit 
growth resurface. 
Credit growth slipped to 14.9 percent year-on-
year in June, off a near four-year high of 28.5 
percent hit in July 2016. 

The central bank, which earlier said it had 
shifted away from a tightening bias, expects 
inflation to remain in the bottom half of a 4-6 
percent band through the rest of this year.  
Previous rate hikes through December 2015 to 
March 2017, aimed at curbing high inflation and 
fending off pressure on the fragile rupee, 

weighed on the economy. 
Tight fiscal measures to meet conditions set 
by the International Monetary Fund (IMF) for 
a $1.5 billion loan have also dragged on 
growth. 

The Sri Lankan rupee has been falling steadily 
since April and is on course to retest recent 
historic lows. 
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The central bank said in the statement that 

recent measures to address the excessive 

growth of imports of gold and motor vehicles 
would reduce pressure on country's balance of 
payments. 
"Given the recent rebound in inflation, it was no 
surprise (the central bank) decided to leave 
policy on hold today," analysts at Capital 

Economics wrote in a note. 
"But with growth continuing to disappoint and 
inflation likely to drop back again by October, we 
still expect another rate cut towards the end of 
this year."  
 
(Reporting by Ranga Sirilal 
Additional reporting by Shihar Aneez 
Editing by Joseph Radford) 
(( ranga.sirilal@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
ranga.sirilal.thomsonreuters.com@reuters.net ; 
www.twitter.com/rangaba)) 
(c) Copyright Thomson Reuters 2018. 

EUROPE 

 

Belarus 

Belarus to offer bonds on Moscow 

Exchange by year's end  

01-Aug-2018  

MINSK. Aug 1 (Interfax) - The Belarusian 

Finance Ministry will place sovereign bonds 
denominated in Russian rubles on the Moscow 
Exchange (MOEX: MOEX) by the end of this 
year, and expects subsequent offerings by 
Belarusian corporate borrowers. 

"The borrowing program provides for two issues 
of Belarusian bonds in Russian rubles. The first 

will be placed before the end of 2018 and the 
second in 2019," Finance Ministry spokesperson 
Irina Komar told Interfax. 
The main goal of the placement of Belarusian 
government bonds is to establish a 
benchmark on the Russian market for 
subsequent offerings of Belarusian corporate 
borrowers in the medium term, she said. 

The ministry sees Russian commercial banks as 

potential investors in the Belarusian government 
bonds. "Demand for syndicated lending, with 
which Russian banks previously worked, is 
decreasing, but investors' appetite for risk has 
not changed," the ministry said. 
The ministry also said that the money raised in 
Russian rubles will not be converted into dollars; 

it will be used to pay Russian creditors, including 
the Russian government. 
The size of the offering will be set after 
consultations with the organizing banks. 
 
Vp ak 
(Our editorial staff can be reached at 
eng.editors@interfax.ru) 
Copyright © 2018 Interfax. All rights reserved. 
 

 

Bulgaria 

Bulgaria's gross foreign debt falls 

4.2% y/y in May  

30-Jul-2018  
SOFIA (Bulgaria), July 30 (SeeNews) - 
Bulgaria's gross foreign debt fell by an annual 
4.2% to 32.8 billion euro ($38.4 billion) at the 
end of May, the central bank said. 

The gross foreign debt was equivalent to 62.1% 
of the projected 2018 gross domestic product 
(GDP), down from 67.9% of GDP at the end of 

May 2017, the Bulgarian National Bank said in a 
statement on Friday. 
Month-on-month, Bulgaria's external debt 

decreased 0.2% at end-May. 
 
($= 0.8547 euro) 
Copyright 2018 SeeNews. 
 
 

Bulgaria sees fiscal surplus at 1.9 

pct/GDP at end-July  

31-Jul-2018  
SOFIA, July 31 (Reuters) - Bulgaria expects to 

post a fiscal surplus of 1.9 percent of gross 
domestic product on a cash basis at the end of 
July, the finance ministry said on Tuesday. 

The ministry said the Balkan country's 

consolidated fiscal programme recorded a 
surplus of 1.7 billion levs ($1.02 billion), or 1.6 
percent of GDP, in the first half of the year, 
mainly due to improved tax collection. 

Bulgaria is targeting a fiscal shortfall of 1.0 
percent of economic output this year as it allots 
more funds for education and public sector 
wages. It ended 2017 with a surplus of 0.9 
percent of GDP. 
The formerly communist country's spending 
usually accelerates in the last quarter. 

The finance ministry sees the economy growing 
by 3.9 percent this year mainly due to increased 
domestic demand and strong exports. The 
economy expanded by 3.6 percent in 2017. 

Government revenues in June rose 9.9 percent 
from the same period in 2017 to 19.2 billion 
levs. Spending rose 10.3 percent to 17.5 billion 

levs in June from a year ago, data showed. 
Fiscal reserves held under the currency regime 
pegging the lev to the euro stood at 10.8 billion 
levs at the end of June. 
 
($1 = 1.6709 leva) 
(Reporting by Tsvetelia Tsolova 
Editing by Mark Heinrich) 
(( tsvetelia.tsolova@thomsonreuters.com ; +359-2-
93-99-731; )) 
(c) Copyright Thomson Reuters 2018. 

 
 

Croatia 

Croatia's government plans to delay 
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general VAT cut until 2020  

02-Aug-2018  

SARAJEVO, Aug 2 (Reuters) - Croatia's 

government aims to delay until 2020 its plan 
to cut the general value-added tax rate to 24 
percent from 25 percent - one of the highest 
rates in the European Union, it said on 
Thursday. 

Instead it will cut to 13 percent the VAT rate on 

fresh meat, fish, fruit, vegetables and diapers, 
Finance Minister Zdravko Maric said. 
That lower rate already applies to 
accommodation and newspapers, while the 
lowest VAT rate of 5 percent applies to bread, 
milk, medicine and books. 
Maric said the food tax cut, which the 

government should debate in September, was 

aimed at helping the average family with the 
lowest monthly income, who spend two-thirds of 
their money on meat, fish, fruit and vegetables. 
He said the government's VAT revenue was 
forecast at 50 billion kuna ($7.8 billion) this year 

and accounted for a higher proportion of the 
country's GDP than in any other European Union 
member. 
Maric said the government of the EU's newest 
member stood by its earlier economic growth 
forecast of 2.8 percent in 2018. He said growth 
was expected to slow to 2.7 percent in 2019 and 

2.5 percent in 2020-21. 
After posting a budget surplus in 2017, the 
government wants to maintain fiscal discipline 

and boost growth and its credit rating and 
prospects for joining the euro zone, he said.  
"We aim to push public debt further down by 
3.0 percentage points annually," Maric said. 
"The budget gap is forecast at 0.5 percent of 

GDP, but we will do out best so that the 
budget performance outpaces our 
projections." 
Croatia's public debt fell by nearly 5 
percentage points to about 78 percent of 
national output at the end of 2017, but the 
International Monetary Fund warned that 
fiscal gains needed to be retained to reduce it 
further. 

The government also aims to reduce the tax that 

employers pay on the gross wage of every 

employee, to enable wage hikes and job 
creation. 
 
($1 = 6.3737 kuna) 
(Reporting by Maja Zuvela; Editing by Daria Sito-Sucic 
and Hugh Lawson) 
(( maja.zuvela@thomsonreuters.com ; +387 33 295 
485; Reuters Messaging: 
maja.zuvela.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Czech Republic 

Czech central bank raises 2018 public 

finance surplus outlook and overall 

debt forecast  

03-Aug-2018  

PRAGUE, Aug 3 (Reuters) - The Czech central 

bank on Friday raised its forecast for the 2018 
public sector surplus to 1.6 percent of gross 
domestic product (GDP) from an earlier 
estimate of 1.5 percent. 

The bank kept its outlook for 2019 surplus at 1.5 
percent. The surplus should then increase in 
2020 to 1.7 percent. 
The bank, in its outlook, expects public debt to 

increase to 32.4 percent of GDP in 2018 from 
previously forecast 32.2 percent. 
In 2019 the debt level should decrease to 
30.4 percent of GDP, compared to 30.1 
percent seen in May. 

In 2020, the debt level should drop further to 
28.1 percent. 
 
(Reporting by Mirka Krufova; Editing by Robert Muller) 
((prague.newsroom@thomsonreuters.com; Reuters 
Messaging: 
mirka.krufova.thomsonreuters.com@reuters.net; 
+420-224 190 477)) 
 
 

Fitch Upgrades Czech Republic to 'AA-'; 

Outlook Stable  

03-Aug-2018  
Fitch Ratings-Paris/London-August 03: Fitch 
Ratings has upgraded Czech Republic's Long-
Term Foreign-Currency Issuer Default Rating 
(IDR) to 'AA-'from 'A+'. The Outlook is Stable. 
A full list of rating actions is at the end of this 
rating action commentary. 

KEY RATING DRIVERS 
The upgrade of the Czech Republic's Long-Term 
IDRs reflects the following key rating drivers and 

their relative weights: 
HIGH 
General fiscal prudence and government 
budget surpluses in recent years have 
lowered government debt/GDP to 34.7% of 
GDP in 2017, from a peak of 44.9% in 2013, 
well below the current 'AA' peer median of 
41.8%. General government surpluses are 
forecast throughout the forecast period with 
only a moderate decline to 0.8% of GDP in 

2020 from 1.5% in 2018. While public 
finances have been supported by strong 
cyclical tailwinds, cautious fiscal policy-
making has also contributed to the 
improvement. 

The strong recent fiscal performance is driven by 
strong revenue collection (such as VAT receipts, 
boosted by strong personal consumption) as well 
as relatively slower growth in expenditure in 

recent years. The moderation of fiscal surpluses 
will be driven by significant increases in the 
government wage and pensions bill. In 2018, 
wage growth for the public sector is expected to 
reach 12% yoy (equivalent to 1% of GDP in 
gross terms), while pension costs due to 
indexation are set to rise by about 0.8% of GDP-

equivalent. However, the fiscal balances will still 
be sufficient to reduce debt/GDP to 30.1% in 
2020. 
MEDIUM 
The external position remains strong, driven 
mainly by the record of current account 
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surpluses and FDI inflows. Fitch forecasts the 

current account balance to average 0.6% of GDP 

in 2018-20, as the outlook for automotive-
related exports (12% of GDP-equivalent) 
remains relatively stable. While rising 
international protectionism could dent the Czech 
Republic's trade performance, the impact would 
be limited by the high concentration of Czech 

exports within the EU. The authorities estimate a 
worst-case scenario of 25% tariffs on EU-made 
cars would reduce Czech GDP by only 0.4%. 
The net external creditor position is set to 
strengthen further, from 20.8% of GDP in 
2017 to 21.9% by end-2020 (current peer 
median 27%). As of end-2017, sovereign net 
foreign assets had risen by 21pp to 48.2% of 
GDP, comparing favourably with the 'AA' 

peer's current median of 50.4%. Central bank 
reserves amounted to of USD144 billion (67% of 
GDP) at end June 2018, boosted by cumulative 
current account surpluses and foreign capital 
inflows in the context of the exchange rate floor. 
There has been no significant capital outflow 
since the floor was abandoned in April 2017. In 

Fitch's view, the risk of volatility linked to capital 
outflows is mitigated by the highly liquid banking 
system and strong government finances. 
The Czech Republic's 'AA-' Long-Term IDRs also 
reflect the following key rating drivers: 
Growth has picked up in recent years and is 

forecast to remain above peers. Private 
consumption has driven growth, reflecting a 

strong labour market, and is expected to remain 
robust over the forecast period. The outlook for 
investment is also strong, in part driven by 
acceleration in EU fund disbursement. Rising 
domestic demand will lift imports, and net trade 

will increasingly weigh on growth, underpinning 
a forecast slowdown to 3.2% in 2018, 2.9% in 
2019 and 2.7% in 2020. 
The Czech banking sector is mostly foreign 
owned, well capitalised (capital ratio of 18.7% 
as of Q1 2018), highly liquid, and non-
performing loans are relatively low (3.5% as of 

May 2018). Mortgage lending is growing rapidly 
but Fitch expects tighter macro-prudential 
measures introduced by the Czech National Bank 

in June 2018, including tighter loan to value 
ratio and debt to income and debt service to 
income maximum limits, should help slow 

growth in mortgage lending. 
The unemployment rate is the lowest in the EU, 
at 2.4% in 1Q18, pointing to a very tight labour 
market. As of 1Q18, nominal wage growth far 
outpaced GDP growth and productivity at 8.6% 
(2018F: 9.3%). In response to a shortage of 
workers emerging as one of the key constraints 

to investment and economic growth, the 
government has relaxed its stance on 
immigration, although this is unlikely to 
significantly mitigate labour shortages in the 

medium term. 
Inflation has risen, albeit from low levels, driven 
by wage growth and to a lesser extent, higher 

oil prices. Fitch expects inflation to largely 
stabilise around 2% in 2018-20, in line with the 
CNB's expectations. Fitch expects a gradual but 

steady interest rate normalisation path as the 

CNB seeks to bring rates in line with the neutral 

rate of 3%. The impact of higher rates on both 
credit growth and debt affordability is unlikely to 
be significant in the one to two year outlook as 
most mortgages have fixed rates for up to the 
first five years. 
General institutional strength is underpinned by 

EU membership. World Bank Doing Business 
indicators and Human Development index and 
governance indicators are slightly below the 
current AA median. This reflects relatively high 
levels of corruption and perceptions of lack of 
independence of some government institutions. 

GDP per capita is only half the current 'AA' 
median, although income levels have reached 
90% of the EU level as of 2017 (from 82% of 

the EU average in 2009). 
Fitch expects relative political stability until the 
end of the government's term in 2021, despite 
the disparate nature of the coalition, given the 

fragmentation of the opposition and tailwinds 
from a booming economy. Differences on fiscal 
policies within the coalition are manageable, 
although divergent approaches to prudential 
regulation will likely impede progress on 
legislation on strengthening the CNB's ability to 
regulate banks. 

SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Czech Republic a 
score equivalent to a rating of 'AA-' 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. 
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 positive rating action are: 
•Convergence of structural indicators, including 
GDP per capita, to rating peer medians. 
The main factors that could, individually or 
collectively, lead to negative rating action are: 
•Evidence of rising macroeconomic imbalances 

(e.g. shocks to export demand, unsustainable 
wage growth). 
•Marked deterioration in fiscal policy, resulting in 
substantial increases in GGD/GDP levels. 
KEY ASSUMPTIONS 
Fitch assumes that the eurozone will grow by 
2.3% in 2018, 1.8% in 2019 and 1.5% in 2020. 

The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR upgraded to 
AA- from 'A+'; Outlook Stable 
Long-Term Local-Currency IDR upgraded to AA- 
from 'A+'; Outlook Stable 
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Short-Term Foreign-Currency IDR affirmed at 

'F1+' 

Short-Term Local-Currency IDR affirmed at 'F1+' 
Country Ceiling revised to 'AAA' 
Issue ratings on long-term senior unsecured 
foreign-currency bonds upgraded to AA- from 
'A+' 
Issue ratings on long-term senior unsecured 

local-currency bonds upgraded to AA- from 'A+' 
Issue ratings on short-term senior unsecured 
local-currency bonds affirmed at 'F1+' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Poland 

Poland registers Tokyo Pro-Bond 

programme  

30-Jul-2018  
By Takahiro Okamoto 
TOKYO, July 30 (IFR) - The Republic of Poland 

has registered a Tokyo Pro-Bond programme 
on the Tokyo Stock Exchange, paving the way 
for a potential return to the yen bond market 
in the near future.  

The programme will be effective from July 31 

2018 to July 30 2019 and allows Poland to sell 

bonds from its existing €60bn euro medium-
term note programme to Japanese investors.  
A Pro-Bond offering can be in any currency, but 
one source said Poland was likely to explore a 
yen issue. The lighter documentation 
requirements for a Pro-Bond, which does not 

require Japanese language filings, have proven 
popular with some yen issuers as an alternative 
to the traditional Samurai format.  
Poland became a frequent Samurai bond 
issuer after it made its debut in 2003, but has 
not visted the yen market since it sold a 
¥50bn five-year and a ¥10bn 10-year bond in 
2013.  

Daiwa and Mizuho are joint lead managers for 

the programme.  
 
(Reporting by Takahiro Okamoto; Editing by Steve 
Garton) 
(( Takahiro.Okamoto@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Poland secures 67 pct of this year's 

borrowing needs – Min Fin In line with 

its quarterly plan, Poland will organise 

a switching auction of treasury bonds 

on August 23 

31-Jul-2018  
In line with its quarterly plan, Poland will 
organise a switching auction of treasury 
bonds on August 23, Deputy Finance Minister 
Piotr Nowak wrote in a statement. (PAP) 

Poland has secured 67 percent of its 2018 

borrowing needs as of end-July and pre-financed 

PLN 6.6 bln (EUR 1.54 bln) of the borrowing 

needs for next year. The Finance Ministry 
currently has PLN 45 bln (EUR 10.50 bln) in its 
accounts. 
In line with its quarterly plan, Poland will 
organise a switching auction of treasury bonds 
on August 23, Deputy Finance Minister Piotr 

Nowak wrote in a statement.  
 
Copyright (c) 2018 PAP - POLSKA AGENCJA PRASOWA 
SA 
 
 

Romania 

Romania to issue 2.8 bln lei (605 mln 

euro) of domestic debt in Aug  

31-Jul-2018  
BUCHAREST (Romania), July 31 (SeeNews) - 
Romania's finance ministry plans to auction 

2.8 billion lei ($709 million/605 million euro) 
worth of government securities in August, 
including 330 million lei in non-competitive 
offers, it said on Tuesday. 
The finance ministry plans eight auctions of 
government securities with residual maturities 
ranging from two years to 13 years, it said in a 
monthly debt issuance calendar. 
The ministry planned to auction 3.1 billion lei 

worth of government securities in July and 

managed to sell the entire amount. 
Since the beginning of 2018, the finance 
ministry has sold roughly 21 billion lei and has 
raised 2 billion euro on international markets 
from the sale of 2028 and 2030 Eurobonds, as 

well as $1.2 billion of 2048 dollar bonds. 
 
(1 euro=4.6283 lei) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Romania central bank's FX reserves fall 

in July  

01-Aug-2018  

BUCHAREST, Aug 1 (Reuters) - The Romanian 

central bank's foreign exchange reserves, 
excluding 103.7 tonnes of gold, fell by 388 
million euros to 31.37 billion euros ($36.65 
billion) in July, the bank said on Wednesday. 

Inflows were 1.46 billion euros, mainly 

representing changes in credit institutions' 
foreign currency-denominated required reserves 
and inflows into finance ministry's accounts. 
Outflows totalled 1.85 billion euros and reflected 
changes in credit institutions' foreign currency 
required reserves, interest payments and 
principal repayments on foreign currency public 

debt. 
The central bank said payments to service 

external public and publicly guaranteed foreign 
currency debt in August amounted to 188 million 
euros. 
 
($1 = 0.8559 euros) 
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(Reporting by Luiza Ilie; editing by Radu Marinas) 
(( luiza.ilie@thomsonreuters.com ; +4021 305 5262; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

 
 

Romania PM says keeps deficit target 

in budget revision  

02-Aug-2018  

BUCHAREST, Aug 2 (Reuters) - Romania 

revised its 2018 budget but stuck to its deficit 
target goal, with higher than expected 
revenues due to offset greater allotments for 
health, pensions and education, Prime 
Minister Viorica Dancila said on Thursday. 

The Social Democrat government targets a 

consolidated budget deficit of just under 3 
percent of GDP - the European Union's ceiling.  

"We keep the 2.97 percent deficit target ... This 
revision reflects a good economic performance, 
with seven-month revenues rising 6 billion lei 
above programme," Dancila told reporters. 
She said preliminary data showed that after the 
first seven months of the year, the fiscal 
shortfall was 1.3 percent of GDP and that for the 

whole year GDP could rise to about 945 billion 
lei, up from an originally estimated 907.9 billion. 
Under the revision, all secret services, the 
presidency and the foreign, tourism, sports and 
environment ministries will see their budgets 
cut. 
The finance ministry reported a consolidated 

budget deficit of 1.6 percent of GDP at the end 
of June, after a shortfall of 0.9 percent at the 
end of May. 

In nominal terms, the deficit stood at 14.97 
billion lei. Revenues stood at 14.2 percent of 
GDP, or 132 billion lei. Spending was 147 billion 
lei.  
 
(Reporting by Radu Marinas; Editing by Kirsten 
Donovan) 
(( radu.marinas@thomsonreuters.com ; +40 21 305 
5263; Reuters Messaging: 
radu.marinas.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Russia 

Russian dollar bonds fall as U.S. 

senators introduce new sanctions bill  

02-Aug-2018  
LONDON, Aug 2 (Reuters) - Russian dollar 

bonds fell across the curve on Thursday after 
a bipartisan group of U.S. senators introduced 
a new sanctions bill in response to Moscow's 
interference in U.S. elections as well as its 

activities in Syria and aggression in Crimea. 
The 2043 issue lost more than 1.1 cents to trade 

at 108.8 cents - a one week low, according to 
Tradeweb data.  
The bill includes restrictions on new Russian 
sovereign debt transactions, energy and 
projects, Russian uranium imports and new 

sanctions on Russian political figures and 

oligarchs.  

 
(Reporting by Claire Milhench, editing by Karin 
Strohecker) 
(( claire.milhench@thomsonreuters.com ; +44 (0) 207 
542 3571; Reuters Messaging: 
claire.milhench.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Turkey 

Turkey to issue yuan-denominated 

bonds for the first time, Erdogan says  

03-Aug-2018  

By Ece Toksabay 
ANKARA, Aug 3 (Reuters) - Turkey plans to 

issue yuan-denominated bonds for the first 
time, President Tayyip Erdogan said on Friday, 
a move that would diversify its funding 
sources and also reflects Erdogan's increasing 
impatience with the demands of Western 
markets. 

"We are leaning towards Chinese financial 
markets in external financing to overcome the 
subjective decisions made by ratings agencies," 

Erdogan said in a speech in Ankara.  
"By this, we will have decreased and diversified 
risks. We are issuing a yuan denominated bond 
issue for the first time," Erdogan said, adding 

that the move would lead to a reduction in 
borrowing costs and help Turkey reach its 

economic targets. 
A critic of orthodox economics who says high 
interest rates cause inflation, Erdogan has 
repeatedly called for more economic cooperation 
among emerging nations and has railed against 
Western investors, who he describes as an 
"interest rate lobby" bent on dominating Turkey.  

As of end-June this year, around 65 percent of 
Turkey's sovereign foreign debt of $89 billion is 
in dollars, making its economy especially 
vulnerable to currency fluctuations against the 
greenback.  
 
(Writing by David Dolan 
Editing by Dominic Evans) 

(( david.dolan@tr.com ; +90 212 350 7046; Reuters 
Messaging: 
david.dolan.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Ukraine 

Ukraine goes back to the future as IMF 

programme stutters   

01-Aug-2018  
By Natalia Zinets 

KIEV, Aug 1 (Reuters) - Ukraine's backsliding 

on reforms continues a national tradition: a 
Reuters study of data since 1994 shows it has 
drawn less than half the IMF funds it could 

have received, with commitment to change 
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often weakening when economic indicators 
improve. 

Time is running out for Kiev to secure more aid 

from the International Monetary Fund before the 
current $17.5 billion programme expires in 
March, ringing alarm bells about Ukraine's ability 
to service its growing debt. 
No money has been received from the Fund 
since April 2017 and the pace of reforms has 

slowed in the past year.  
It is unclear whether Kiev will bow to the 
IMF's demands for a gas price hike and keep 
its budget deficit in check, especially with 
elections next year, although the government 
says talks with the IMF are continuing.  

"Ukraine has repeatedly started an IMF 
programme," Oleksandr Danylyuk, finance 

minister at the time, warned last September. 
"Each time a few tranches were received at the 
beginning, and this all ended, because the 
authorities did not want or were not able to fulfil 
their obligations." 
Kiev has banked only $8.7 billion out of $17.5 
billion available in the current programme, and 

its debt obligations will peak in 2018-2020.  
Yuriy Yekhanurov, prime minister in 2005-2006, 
said Ukraine's leaders, many of whom are also 
businessmen, treat IMF negotiations like a 
business deal.  
"They need to survive now. They are not 
interested in what will happen tomorrow, in two 

years, so they take obligations that are almost 

impossible to fulfil," he told Reuters.  
"This is because business people are used to 
negotiating and they think that they will 
negotiate all the time: 'here, we have not done 
everything, you cannot give us 2 billion, but 

maybe you can give us 1 billion?'"  
Since agreeing its first IMF programme in 1994, 
Ukraine has received about $31.5 billion of a 
possible $73.15 billion.  
The present programme is stuck on a 
requirement to raise household gas prices, which 
have been kept artificially low since Soviet 

times, to market levels. Prime Minister 
Volodymyr Groysman agreed to raise tariffs in 
2016 but then stalled.  

Former prime minister Yulia Tymoshenko's 
government committed to a 20 percent gas price 
hike in 2009 and was rewarded with a $3.3 
billion aid tranche, but in August 2009 cancelled 

the hike, citing a trade union backlash. 
Her successor Mykola Azarov agreed in 2010 to 
increase prices by 50 percent, but then refused 
to raise them for the next two years.  
Officials also stress the achievements made 
under the current programme, such as the 

clean-up of the banking sector and mending the 
finances of state monopoly Naftogaz. 
In comments to Reuters, Bohdan Danylyshyn, 
the chairman of the central bank's supervisory 

council, pointed out that Ukraine had secured 
four tranches of loans from the Fund this time 
around while most previous programmes 

stumbled after two.  
But the central bank and business leaders warn 
of the growing risk of crashing out of the IMF 

programme.  

The consequences could be heavy: a threat to 

hard-won financial stability, losing the 
confidence of international backers, a credit 
ratings downgrade and the government having 
to borrow money elsewhere at a higher rate. 
"Unfortunately, almost all governments 
considered the IMF loans as a way to "plug 

holes" during the financial crisis, and not as an 
opportunity to build investor confidence and to 
put the country on the path of sustained 
economic growth," said Hlib Vyshlinsky, head of 
the Centre for Economic Strategy think-tank.  
"An opposite example is Turkey, which from 

2001 to 2011 fully implemented several IMF 
programmes, and where real GDP grew by 75 
percent during this time."  

 
(Writing by Matthias Williams; Editing by Catherine 
Evans) 
(( matthias.williams@thomsonreuters.com )) 
(c) Copyright Thomson Reuters 2018. 

LATIN AMERICA AND 
CARIBBEAN 

 

Latin America primary market ends 

slowest July since financial crisis  

31-Jul-2018  

By Paul Kilby 
NEW YORK, July 31 (IFR) - The Latin America 

primary market is about to end its slowest 
July since the global financial crisis as 

political risks, rising US rates and a strong 
dollar dent enthusiasm for crossborder deals.  

And while EM credit spreads have clawed back 
some recent losses, bankers remain reticent 
about any immediate pickup in August, a 
typically lackluster month for issuance. 
"It doesn't seem like there are any super-likely 
candidates," said one banker. "It doesn't feel 

like there will be anything until September." 
This month has seen just three issuers tap the 
market for a total of US$1.925bn, one of which 

was a private placement from Aruba, according 
to IFR data.  
The other two comprised a US$1.3bn 10-year 

bond from the Dominican Republic and a 
US$500m tap from Brazilian utility Cemig. 
That marks a dramatic slowdown after the 
region enjoyed an issuance spurt in early 2018 
as borrowers moved to get ahead of all the 
potential uncertainties in the EM space this year. 
Close to US$57bn equivalent of corporate and 

sovereign hard currency bonds were issued 
between January and May, just south of 
US$65bn seen over the same period in what was 
a record 2017.  
But US rate concerns, FX volatility, elections in 

Brazil, Colombia and Mexico, as well as 
Argentina's surprise IMF bailout have left issuers 

and borrowers treading more carefully as the 
year progresses. 
"We have had rough patch in terms of 
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sentiment," said a senior DCM banker. 

The region hasn't seen this few crossborder 

bond deals in July since 2008 when issuance 
activity ground to a halt as the meltdown that 
year sent markets into a full-fledged retreat. 
For all of 2008, Latin American primary volumes 
were just US$18.29bn, of which US$4bn was 
from a Venezuela deal. And in July the same 

year, just three borrowers - Banco Daycoval, 
CAF and Oceanografia - issued just US$635m 
equivalent between them. 
REMAINING RELUCTANT  
Yet while the region has seen spreads start to 
tighten and flows have slowly crept back into 

positive territory, borrowers are disinclined to 
raise funding at these levels.  
"We are seeing a bottoming out of asset price 

depreciation but not enough to compel 
borrowers to come to market," said the senior 
banker.  
Indeed, many bankers see few prospects for 

issuance over the next month given the various 
risks emanating from Argentina, Mexico and 
Brazil.  
Mexico is attending to its own political transition, 
the jury is still out on Argentina's fiscal 
adjustment plan and the outcome of Brazil's 
presidential election in October is uncertain.  

That leaves issuers from Andean countries such 
Chile, Peru and Colombia, several of which tried 
but declined to print earlier this year. 
"Issuers are concerned about a growing pipeline 

for September so they may want to take 
advantage of an empty market and not compete 

(post Labor Day)," said a DCM banker. 
"But August is reserved for high-grade names." 
 
(Reporting By Paul Kilby; editing by Shankar 
Ramakrishnan) 
(( paulj.kilby@thomsonreuters.com ; 646 223 4733; 
Reuters Messaging: 
paulj.kilby.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018.  
 
 

Brazil 

Brazil June fiscal deficit slightly larger 

than expected  

30-Jul-2018  
BRASILIA, July 30 (Reuters) - Brazil's fiscal 

deficit in June was slightly above 
expectations, central bank data showed on 
Monday, highlighting the government's 
struggles to improve its budget balance. 

The public sector, comprised of the central 
government, local governments and state 
enterprises, posted a deficit of 13.491 billion 
reais ($3.6 billion) before interest payments, 

compared with a median forecast of 13.15 billion 

reais. Gross public sector debt was equal to 77.2 
percent of gross domestic product, slightly 
above a consensus estimate of 77.1 percent. 
 
($1 = 3.7071 reais) 
(Reporting by Marcela Ayres; Writing by Bruno 

Federowski; editing by Jonathan Oatis) 
(( Bruno.Federowski@thomsonreuters.com ; Twitter: 
https://twitter.com/b_federowski ; +55 11 5644 
7768; Reuters Messaging: 
bruno.federowski.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

Fitch Affirms Brazil at 'BB-'; Outlook 

Stable  

01-Aug-2018  

Fitch Ratings-New York-August 01: Fitch 

Ratings has affirmed Brazil's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'BB-' with a Stable Outlook. 

A full list of rating actions is at the end of this 
rating action commentary. 

KEY RATING DRIVERS 
Brazil's ratings are constrained by the structural 

weaknesses in its public finances and high 
government indebtedness, weak growth 
prospects, a challenging political environment 
and corruption-related issues that have weighed 
on effective economic policy making and 
hampered the progress on reforms. The ratings 
are supported by Brazil's economic diversity and 

entrenched civil institutions, with its per capita 
income higher than the 'BB' median. The 

country's capacity to absorb external shocks 
is underpinned by its flexible exchange rate, 
low external imbalances, robust international 
reserves position, a strong net sovereign 
external creditor position, deep and developed 
domestic government debt markets, and a low 
share of foreign currency debt in total 
government debt. 

Brazil is experiencing a mild economic recovery 
in 2018, with the economy expected to grow by 
1.5% in 2018 (below the current 'BB' median of 
3.5%). The disruptive May truckers' strike, 
tighter external financing conditions and the 
continued policy and political uncertainty related 
to the election cycle are constraining the 

rebound. Fitch expects that supportive external 
demand and some easing of political and policy 
uncertainties should underpin a gradual 
economic recovery in 2019-20, with growth 

averaging around 2.5%. Downside risks to 
Fitch's forecasts include a further worsening in 

the external financing conditions and/or an 
election outcome that is less conducive for 
reforms or leads to a deterioration in the overall 
policy environment. 
Brazil will hold presidential and congressional 
elections in October. The political environment 
remains challenging amid an unpredictable and 

fragmented election race. The race remains wide 
open among numerous candidates and it is 
unclear which two will advance to a likely runoff 
vote in late October. In Fitch's view, there is 
uncertainty about the pace, scope and quality of 
policy adjustments after the elections. The 

leading presidential candidates are proposing 

varied options for the fiscal policy adjustment. 
Another uncertainty relates to the congressional 
base of the winner, which will be important in 
ensuring good governability and supporting 

mailto:Publicdebtnet.dt@tesoro.it
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progress on important reforms that will be 

needed to improve the outlook for public 

finances and growth. 
Brazil's fiscal deficits remain large and are 
expected to decline only gradually, increasing 

its vulnerability to shocks. A higher than 
expected recovery in revenues is aiding the 
government's efforts to meet its public sector 
primary deficit target in 2018 despite the non-

passage of several fiscal measures that were 
intended to support fiscal performance this year. 
However, Fitch forecasts that the general 
government deficit will remain elevated at 
around 8% of GDP in 2018, which is significantly 
worse than the current 'BB' median of 3% of 

GDP. 
The general government debt burden is 
expected to reach 77.5% of GDP in 2018 
(higher than the current 'BB' median of 49%) 
and will continue to rise during 2019-2020 

and beyond on current policy settings. The 
prepayments of loans by BNDES (a development 
bank) to the country's treasury, amounting to 
BRL130 billion (around 2% of GDP) in 2018 will 

reduce the pace of the debt increase this year. 
While additional one-off transactions that ease 
the pace of debt escalation cannot be ruled out 
during the forecast period, such factors alone 
will not be sufficient to improve the underlying 
challenging outlook for the debt trajectory. 

Brazil's medium-term fiscal consolidation path 
will depend on how successful the next 

administration will be in tackling the fiscal 
challenges, including the rising social security 
deficits, high spending rigidities, and constrained 
flexibility to cut discretionary spending. A social 
security reform (which was shelved by the 

Temer administration earlier in the year) along 
with several other spending measures will be 
important for making the spending cap (an 
important fiscal anchor) viable and credible over 
the medium term. Similarly, without fiscal 
adjustments and/or materialization of sizeable 
non-recurrent revenues, the government will 

likely face challenges in meeting the current 
'Golden Rule' (that limits government borrowing 
to fund capital spending) in 2019 and beyond. 

Brazil's macroeconomic environment is being 
supported by moderate inflation and low current 
account deficits. The IPCA inflation rate was well 

below the 4.5% inflation target in early 2018, 
but it jumped sharply to 4.4% in June from 
2.9% in May, largely reflecting the supply 
disruptions related to the truckers' strike. 
However, inflation expectations for 2018-2019 
remain well anchored around the targets. After 
cutting interest rates by a cumulative 775 bps 

since late 2016, the central bank halted its 
monetary easing cycle in May. 
Brazil's current deficit has moderated 
significantly since the peak in 2014, reaching 
0.5% of GDP in 2017. Fitch forecasts the 
current account deficit will remain below 1% 
of GDP in 2018 (lower than the current 'BB' 
median of 2.4%) and will likely be fully 
financed by foreign direct investment flows. 
While the BRL depreciation and volatility in 

recent months due to the changing external 

environment and certain domestic factors 

prompted the central bank to intervene in the FX 
market by offering FX swaps, which currently 
stand at over USD65 billion, it has not conducted 
FX sales in the spot market. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Brazil a score 
equivalent to a rating of 'BBB-' 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 Brazil's 
rapidly worsened general government debt 

burden, which is expected to continue increasing 
during the forecast period. Fiscal flexibility is 
constrained by the highly rigid spending profile 
and a heavy tax burden that makes adjustment 

to shocks difficult. 
--Structural Features: -2 notches, to reflect 
Brazil's challenging political environment and 
corruption-related issues that have hampered 
timely progress on reforms to improve 
confidence in the medium-term trajectory of 
public finances. In addition, the Ease of Doing 

Business Indicator is weaker than the 'BB' 
median, reflecting structural constraints to 
growth. 
Fitch's SRM is the agency's proprietary multiple 

regression rating model that employs 18 
variables based on three-year centred averages, 

including one year of forecasts, to produce a 
score equivalent to a LT FC IDR. Fitch's QO is a 
forward-looking qualitative framework designed 
to allow for adjustment to the SRM output to 
assign the final rating, reflecting factors within 
our criteria that are not fully quantifiable and/or 
not fully reflected in the SRM. 

RATING SENSITIVITIES 
The main factors that, individually or 
collectively, could trigger positive rating action 
are: 
--Improvement in the political environment that 

facilitates the implementation of credible policy 
initiatives to address medium term public debt 

sustainability; 
--Fiscal consolidation and improved prospects for 
debt stabilization; 
--Improved growth outlook amid continued 
macroeconomic stability. 
The main factors that, individually or 

collectively, could trigger negative rating action 
are: 
--A sustained inertia related to fiscal reform and 
rapid growth in the government debt burden 
that threatens medium term public debt 
sustainability; 
--Deterioration in the sovereign's domestic 

and/or external market access conditions; 
--Erosion of international reserves buffer and the 
broader external balance sheet. 
KEY ASSUMPTIONS 
--Fitch assumes that China (an important 
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trading partner for Brazil) will be able to manage 

a gradual slowdown and is forecast to grow at 

6.6% in 2018 and 6.3% in 2019. Argentina's 
economy will underperform in 2018-2019, with 
growth forecast to average 1.2% during this 
period. 
--Fitch assumes that Brazil will maintain 
international and domestic market access even if 

there is a return of higher international financial 
volatility and further domestic confidence 
shocks. 
Fitch has affirmed Brazil's ratings as follows: 
--Long-Term Foreign-Currency IDR at 'BB-'; 
Outlook Stable; 

--Long-Term Local-Currency IDR at 'BB-'; 
Outlook Stable; 
--Short-Term Foreign-Currency IDR at 'B'; 

--Short-Term Local-Currency IDR at 'B'; 
--Country Ceiling at 'BB'; 
--Issue ratings on long-term senior unsecured 
foreign-currency bonds at 'BB-'; 

--Issue ratings on long-term senior unsecured 
local-currency bonds at 'BB-'. 
 
Media Relations: Elizabeth Fogerty, New York, Tel: +1 
212 908 0526, Email: 
elizabeth.fogerty@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Brazil keeps rates at record low, 

downplays 'temporary' inflation spike  

02-Aug-2018  
By Marcela Ayres and Bruno Federowski 
BRASILIA, Aug 1 (Reuters) - Brazil's central 

bank kept interest rates at an all-time low on 
Wednesday and downplayed a recent spike in 

inflation, suggesting no rate hikes in the 
immediate future. 

The effect of a nationwide truckers' strike on 
prices is likely to fade but will probably further 
slow a recovery in Latin America's top economy, 
the bank said, underscoring the outsized impact 
of the late-May protests. 
The bank's nine-member monetary policy 

committee, known as Copom, kept the 
benchmark Selic rate at 6.50 percent for a third 
straight meeting, after cutting it by 775 basis 
points since October 2016. All 40 economists 
polled by Reuters expected the bank to stand 
pat.  

Product shortages due to the protests lifted 
inflation past the midpoint of the central bank's 
target range for the first time in over a year. 
High unemployment and widespread idle 
capacity had previously kept inflation below the 
target's midpoint for months. 
Yet "recent data corroborate the view that these 

effects should be temporary," the bank's 
statement said. "Measures of underlying inflation 

are still running at low levels." 
The dovish outlook highlights how policymakers 
were caught by surprise by an underwhelming 
economic pickup, which took a further blow after 
the strike nearly paralyzed key corporate sectors 

in late May. 

Most economists in the Reuters poll expected the 

bank to wait until at least 2019 before raising 
rates. 
"The flight plan delineated by the central bank 
remains in play - that is, keeping rates at a low 
level in the foreseeable future," Haitong 
economist Jankiel Santos said. 

That outlook could change, however, depending 
on the presidential elections in October, which 
are set to be the hardest to predict in decades. 
Keeping a lid on inflation hinges on a series of 
"reforms and necessary adjustments in the 
Brazilian economy," the bank said, a reference 
to measures such as a social security reform 
that economists see as key to curbing growth 
of public debt. 

If the winner of the elections refrains from 
committing to such an agenda, that could drive 
the central bank to begin raising rates sooner 
rather than later, Santos said. 
 
(Reporting by Marcela Ayres and Bruno Federowski 
Editing by James Dalgleish) 
(( Bruno.Federowski@thomsonreuters.com ; Twitter: 
https://twitter.com/b_federowski ; +55 11 5644 
7768; Reuters Messaging: 
bruno.federowski.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Colombia 

Colombia's government proposes $89.7 

bln budget for 2019  

28-Jul-2018  
BOGOTA, July 27 (Reuters) - The Colombian 

government offered a first look at its proposal 
for a $89.7 billion 2019 budget on Friday, 
ahead of months of debate and negotiations 
on the bill in Congress. 

The 259 trillion peso plan, which represents a 
10.9 percent increase on 2018 spending, 

includes a 9.4 percent cut in investment, to 35.3 
trillion pesos.  
Congress has until mid-October to approve the 

budget, which also includes a 7.2 percent 
increase in operating expenses, to 157.2 trillion 
pesos. 
Under the plan, debt servicing would cost the 
country 66.4 trillion pesos; education 38.8 
trillion; defense and policing 33.6 trillion; and 
health 28.5 trillion. 

The budget is in line with the government's goal 
of a fiscal deficit of 2.4 percent of gross 
domestic product for next year. The government 
predicts economic growth of 2.7 percent for this 
year, an increase over expansion of 1.8 percent 

in 2017. 
The administration of President-elect Ivan Duque 
will take office on Aug. 7. 

 
($1 = 2,886.21 Colombian pesos) 
(Reporting by Carlos Vargas and Nelson Bocanegra 
Writing by Julia Symmes Cobb 
Editing by Leslie Adler) 
(( julia.cobb@thomsonreuters.com ; +57-316-389-
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7187) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Colombia to miss 2018 tax target by 

$689 million  

03-Aug-2018  
BOGOTA, Aug 3 (Reuters) - Colombia will miss 

its tax income target for this year by 2 trillion 
pesos ($688.5 million) because of a slower-
than-expected recovery in consumer spending 
which has reduced value added tax collection 
a Finance Ministry source said on Friday. 

The government had hoped to collect a total of 
141.8 trillion pesos ($48.8 billion) in duties this 
year. Net tax income of 135.7 trillion pesos is 
key for the government to meet its fiscal deficit 

target of 3.1 percent of gross domestic product. 
"We calculate that the collection at the end of 
the year will be below the goal by some two 
trillion pesos," said the official, who declined to 
be named.  
"The result is that VAT is below the goal and will 

not compensate for what the country won't 
receive because of the cancellation of wealth tax 
and the reduction in income tax," the official 
said, referring to changes made in a 2016 tax 
overhaul. 
Latin America's fourth-largest economy is 
expected by the government to expand 2.7 

percent this year, up from 1.8 percent last year. 

The tax agency has said collection between 
January and July was 86.6 trillion pesos, 
compared with 85.5 trillion during the same 
period of 2017.  
 
($1 = 2,904.90 Colombian pesos) 
(Reporting by Carlos Vargas and Nelson Bocanegra 

Writing by Julia Symmes Cobb 
Editing by Helen Murphy and Rosalba O'Brien) 
(( julia.cobb@thomsonreuters.com ; +571-518-5381; 
)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Ecuador 

Ecuador seen waiting on bond despite 

recent rally  

02-Aug-2018  
By Paul Kilby 
NEW YORK, Aug 2 (IFR) - While Ecuador bonds 

have rallied dramatically over the past month, 
a new bond deal - an idea floated earlier this 
summer - may be off the table at this stage, 

say market participants. 

The yield on the country's 7.875% 2028 has 
careened downward from 11.37% on June 19 to 
a recent low of 9.20% on July 27, only to widen 
to 9.45% on Thursday amid talk of a new bond. 

Bond investors have found the openness of new 
finance minister Richard Martinez refreshing and 

like his efforts to address the realities of the 
country's fiscal woes.  
But with the government indicating that it can 
cover remaining financing needs for the year 

through cheaper sources, the sovereign may 

wait at least until later in the year. 

"I wouldn't think they would come (to the bond 
market) in August," said a senior DCM banker. 
"It wouldn't make sense. August is reserved for 
high-grade (issuers)." 
Analyst and investors argue that the 
government might benefit from tapping once 
there is clear evidence that its fiscal 

adjustment plan is working. 

"I am not sure there is enough appetite (for a 
bond deal) and that is what the authorities are 
sensing," said Petar Atanasov, co-head of 
sovereign research at hedge fund, Gramercy. 
"They are not sure they can do the size they 
want at single digits." 

POUNDING PAVEMENTS 

Hired in May, Martinez has been pounding the 
pavements in Washington and New York 
approaching multilaterals about financing, but 
stopping short of taking on a full fledged 
program from the International Monetary Fund 
(IMF).  

Financing needs for the year stood at 
US$11.7bn, with some US$6.1bn covered and 
another US$5.62bn either committed or 
expected to be completed, according to an 
investor presentation. 
Martinez says that passage of the Law of 
Productive Development - legislation designed in 

part to establish fiscal stability - is a necessary 
prerequisite to raise more debt. 

Congress has until August 19 to review the law, 
which is expected to provide more comfort to 
lenders who have watched the countries debt to 
GDP climb to 46.1% in June, up from 29.6% in 

2014. 
While that could leave the sovereign free and 
clear for the year, analysts haven't ruled out a 
possible bond deal in 2018. 
Judging by past behavior, Ecuador has typically 
tapped the bond market when reserves fell 
below US$3bn.  

That happened on the week of July 20 when 
they hit US$2.844bn - their lowest level since 
January 19, according to a Torino Capital report.  
LOOMING FINANCING NEEDS 

To be sure, the sovereign will need to raise more 
debt in coming years to cover large financing 
needs.  

The question is whether they should come later 
in the year or wait until 2019 when the backdrop 
for emerging markets could deteriorate further, 
especially for a single B sovereign like Ecuador. 
"Despite improvements, Ecuador is still a weak 
credit," Atanasov said. "It is exactly the type of 

credit that is vulnerable to the current external 
conditions." 
An IMF program could bolster market 
confidence and lower funding costs, but the 
government appears reluctant to take that 
route which would require a faster fiscal 
adjustment. 

However, Ecuador few options as it faces a wall 
of bond maturities starting in 2020.  

Between then and 2024, Ecuador has about 
US$7bn in bond maturities falling due, and 
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another US$8.30bn between 2026 and 2028, 

according to Thomson Reuters data.  

Ecuador could carry out a market friendly bond 
buy-back and rollover much like Ukraine did last 
September, but that would be contingent on a 
solid fiscal adjustment plan and a relatively 
benign backdrop for EM, Atanasov said. 
 
(Reporting By Paul Kilby 
Editing by Jack Doran) 
(( paulj.kilby@thomsonreuters.com ; 646 223 4733; 
Reuters Messaging: 
paulj.kilby.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018 
 
 

Peru 

Peru to start cutting fiscal deficit this 

year as economy recovers  

03-Aug-2018  
LIMA, Aug 2 (Reuters) - Peru will start 

reducing its fiscal deficit this year instead of 
next year as previously planned, the finance 
minister announced on Thursday, slashing the 

government's target for this year to 3 percent 
of GDP from 3.5 percent. 

Finance Minister Carlos Oliva said robust growth 
and rising tax revenue have let the government 
get an early start on cutting the fiscal deficit, 
which expanded to a 17-year high of 3.1 percent 

of gross domestic product last year. 
"This year we're thinking a 3 percent deficit," 

Oliva told a news conference with foreign media 
in Lima. "That means we're starting the path of 
reducing the deficit this year." 
The announcement comes as Peru, the world's 
No.2 copper producer and one of Latin America's 
most stable economies, has been recovering 
from a sharp economic slowdown last year, 

when heavy floods and a graft scandal curtailed 
investments. 
Tax revenue rose nearly 25 percent in June 
compared with a year ago, marking nine months 
of consecutive growth, while the economy 
expanded 4.83 percent in the first five months of 

the year, according to the latest available official 
data. 
The government's new accelerated fiscal 
deficit reduction plan will be published in a 
report later this month. 

Oliva said in addition to a 3 percent fiscal deficit 
target for 2018, it will also likely include a 2.7 
percent target for next year, instead of 2.9 

percent, and 1.9 percent for 2020 rather than 
2.1 percent. 
The government still plans to leave the fiscal 
deficit at 1 percent in 2021, when President 
Martin Vizcarra's term ends, Oliva added. 

Moody's analyst Jaime Reusche called the new 
fiscal targets "positive news, outperforming 

consensus expectations." 

"The fiscal accounts have hit a sweet spot where 
we are seeing a lower deficit thanks to record 
revenues, while still being able to provide 
support to the economy," Reusche said in an 

email. 

Oliva said new measures aimed at reducing tax 

evasion should add about 1 percent of gross 
domestic product to government revenue in 
coming years. 
But he added that his ministry was trimming its 
estimate for the increase in public investments 
this year by "a couple" percentage points from 

17 percent. 
Earlier on Thursday, Oliva told local broadcaster 
RPP that the government would likely propose a 
5 percent increase to next year's budget. 
 
(Reporting By Mitra Taj and Marco Aquino; editing by 
Diane Craft and Bill Berkrot) 
(( mitra.taj@thomsonreuters.com ; +51 (1) 277-
9550; Reuters Messaging: 
mitra.taj.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

AFRICA 
 

Egypt 

Egypt to repay $6.3 bln in foreign debt 

by end-2018  

30-Jul-2018  
CAIRO, July 30 (Reuters) - Egypt will repay 

$6.3 billion in foreign debt in the second half 
of 2018, financial newspaper al-Mal reported 
on Monday. 

Egypt's foreign debt reached $82.9 billion at 
the end of December, according to central 
bank data released in May. 

The central bank was not immediately available 
for comment. 
Al-Mal also reported that Egypt had secured an 
extension on $4 billion worth of deposits by the 
United Arab Emirates which were due to mature 

in 2018. The deposits are now subject to interest 
rates of up to 3.5 percent, with the earliest 
payment tranche due in April 2019, the paper 
said.  
Since 2013, Saudi Arabia and the UAE have 
given Egypt some $8 billion in aid, including 

deposits with the Central Bank of Egypt (CBE) 

worth $2 billion apiece. 
Egypt's foreign reserves were $44.258 billion 
at the end of June, having climbed steadily 
since the country secured a $12 billion, three-
year IMF loan in 2016 as part of an effort to 
lure back foreign investors and revive the 
economy. 

 
(Reporting by Nadine Awadalla; Editing by Catherine 
Evans) 
(( Nadine.Awadalla@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Kenya 

IMF makes significant progress in talks 

with Kenya  

03-Aug-2018  
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By Duncan Miriri 

NAIROBI, Aug 3 (Reuters) - The International 

Monetary Fund's mission to assess the Kenyan 
economy achieved "significant progress" and 
talks with the government will continue in the 
coming weeks, the IMF said on Friday after a 
two week visit to Nairobi.  

Kenya secured a six-month extension for its 
stand-by credit arrangement of $989.8 million 
from the fund in March, and is seeking another 

extension when it expires in mid-September.  
The IMF has preconditioned the extension of the 
stand-by credit, used for balance of payments 
support, on a number of measures, including the 
repeal of a cap on commercial lending rates 
which was imposed in 2016. 
Henry Rotich, the finance minister, moved to 

repeal the cap in his June budget to parliament 
but some influential lawmakers have vowed not 
to support the move. The budget must still be 
debated and passed by lawmakers before it 
becomes law. 
"The authorities reiterated their commitment 
to macroeconomic policies that would 

maintain public debt on a sustainable path, 
contain inflation within the target range, and 
preserve external stability," the IMF said in a 
statement. 
It said the East African nation had met its 
fiscal targets during the 2017/18 (July-June) 
fiscal year after the government managed to 
narrow the budget deficit to 7.0 percent of 
GDP from 9.0 percent the previous year. 

Revenue collection had, however, failed to meet 
the set target during the financial year, coming 

in at 2.2 percent of GDP lower than the set 
target, the fund said, without giving the target 
level.  
"To meet the deficit target in this context, the 
authorities rationalized expenditures," the IMF 
said. 

 
(Reporting by Duncan Miriri 
Editing by George Obulutsa and Alexander Smith) 
(( duncan.miriri@thomsonreuters.com ; Tel: +254 20 
4991239; Reuters Messaging: 
duncan.miriri.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Mozambique 

Mozambique Eurobond creditors' group 

proposes restructuring plan to Maputo  

03-Aug-2018  
By Karin Strohecker 
LONDON, Aug 3 (Reuters) - A core group of 

Mozambique's Eurobond creditors have made 

a restructuring proposal to the government, 
including extending maturities and adding 
instruments linked to future gas revenues, 
sources close to the negotiations told Reuters.  
Mozambique admitted in 2016 to $1.4 billion of 
previously undisclosed loans, many of which 
went on upgrading maritime and military 
security. The disclosure prompted the 

International Monetary Fund and foreign donors 

to cut off support, triggering a currency collapse 

and leading to a debt default. 

In March, the government outlined three 
scenarios to overhaul its debt burden but 
Eurobond creditors rejected them, baulking at a 
second writedown in as many years. 
A counter proposal by the Global Group of 
Mozambique Bondholders (GGMB) was sent to 

the government on Wednesday, according to 
two sources.  
The proposal envisages pushing out the "bullet" 
repayment on the 2023 bond, some reduction in 
the coupons, and an instrument to allow 
bondholders access to a share of future fiscal 

revenues from Mozambique's vast gas 
resources. 
"There is a substantial cash flow relief to 2023 

... and that cash flow relief amounts to almost 
$1 billion to the maturity of the existing bonds," 
one source told Reuters, speaking on condition 
of anonymity. 

Another source added the new Eurobond issued 
under the proposal would be bigger in size to 
account for capitalisation of past due interest, 
which by now amounts to nearly $200 million or 
about 25 percent of the principal.  
Meanwhile the instrument linked to gas-related 
revenues going to the government would only 

kick in once a certain threshold had been 
reached, with Maputo retaining at least 97 
percent of the gas earnings, the source added. 
Neither source would give further details on size, 

maturity or other details. 
Mozambique's legal counsel White & Case 

confirmed the finance and economy ministry had 
received the restructuring proposal.  
"The ministry is currently analysing the proposal 
with the support of its financial and legal 
advisors ... to assess if it achieves the objectives 
set out by the ministry in the March meeting," 
Ian Clark, partner at White & Case, said in an 

emailed statement.  
"For any restructuring proposal to be acceptable, 
it must recognise and address the government's 
fiscal and developmental constraints and debt 
sustainability objectives," Clark added.  

The defaulted Eurobond, which is due to mature 
in January 2023, has just under $727 million 

outstanding and last traded at a price of 82.5 
cents in the dollar, according to Reuters data.  
Substantial offshore gas reserves were 
discovered off Mozambique more than a decade 
ago but progress in getting the infrastructure in 
place to tap them has been glacial.  

The country's Rovuma Basin boasts gas 
resources of around 180 trillion cubic feet, 
enough to underpin massive LNG export plants 
under development by Exxon Mobil and 
Anadarko Petroleum, with production expected 
to start in 2024. 
The steering committee of the GGMB is made up 

of hedge funds Farallon Capital, Greylock 
Capital, Mangart Capital Advisors and Pharo 
Management as well as asset manager Franklin 
Templeton Investment Management Limited, 
according to GGMB's advisors. 
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The steering committee members and other 

bondholders supporting its position represent 

over 80 percent of the Eurobonds.  
Mozambique is being advised by Lazard Freres. 
 
(Reporting by Karin Strohecker, additional reporting by 
Oleg Vukmanovic; Editing by Catherine Evans) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

IMF urges Mozambique to rely on 

grants, concessional loans given debt 

distress  

03-Aug-2018  

MAPUTO, Aug 3 (Reuters) - The International 

Monetary Fund (IMF) encouraged the 
Mozambican government on Friday to rely as 
much as possible on external grants and 
highly concessional loans for its financing 
needs. 

Mozambique admitted in 2016 to $1.4 billion of 
previously undisclosed loans, prompting the IMF 
to cut off support and triggering a currency 

collapse and debt default. 
In a statement issued at the conclusion of a visit 
to Mozambique, the IMF on Friday also said that 
Mozambique's issuance of debt guarantees 
should follow new, stricter approval procedures 
established in December. 

 
(Reporting by Manuel Mucari 
Writing by Alexander Winning 
Editing by James Macharia) 
(( alexander.winning@tr.com ; +27 11 775 3158; 
Reuters Messaging: 
alexander.winning.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

South Africa 

South Africa faces public debt, state 

firm bailouts risks  

30-Jul-2018  
JOHANNESBURG, July 30 (Reuters) - The 

International Monetary Fund on Monday kept 
South Africa's economic growth forecast for 
2018 unchanged at 1.5 percent but warned 

that the economy faced several headwinds, 
mainly the rapid rise in public debt and 
potential bailouts to state firms. 

Cyril Ramaphosa's election as President in 
February on a promise to implement reforms 
and root-out corruption has buoyed investor 
confidence, although the growth outlook remains 
much lower than the 5 percent annual growth 

government is aiming for to make a dent in 
near-record unemployment.  
South Africa's debt is set to soar to more than 
50 percent by 2020 as state firms, including 
power utility Eskom and South African 
Airways, burn through government 
guarantees. 

Growth has been stagnant over the past 5 years, 

pushing the country's credit rating to the brink 

of subinvestment. 
"The IMF's concerns on fiscal policy relates to 
the rapid increase in public debt as a share of 
GDP, which has doubled over the last decade, 
depleting fiscal buffers and constraining fiscal 
policy space," National Treasury said in a 

statement quoting the IMF's article IV statement  
"Risks related to potential SOE's (state-owned 
enterprises) bailouts will further constrain fiscal 
policy." 
In response to the IMF's assessment, the 
National Treasury said the government was 

focused on implementing the reforms to sustain 
investor confidence and attract investment. 
"Government continues to prioritise job creation 

and improving investor confidence through 
addressing policy uncertainty to attract 
investment," Treasury said in a statement. 
The Treasury said other measures include 

Ramaphosa's drive to attract $100 billion in 
investment to boost the economy. 
 
(Reporting by Mfuneko Toyana 
Editing by James Macharia) 
(( mfuneko.toyana@thomsonreuters.com ; 
+27117753153; Reuters Messaging: 
mfuneko.toyana.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Zambia 

Zambia says Turkish firm wants to 

refinance its $750 mln Eurobond   

29-Jul-2018  
LUSAKA, July 29 (Reuters) - A Turkish company 

has expressed interest in refinancing 
Zambia's $750 million Eurobond falling due in 
2022, Zambian President Edgar Lungu said on 
Saturday during talks with Turkey's President 
Tayyip Erdogan. 

Zambia, whose credit rating was downgraded by 
Moody's on Friday, said in December last year 
that it would begin refinancing Eurobonds worth 

a total $3 billion in 2019 to reduce the cost of 
debt servicing for Africa's No.2 copper producer. 
During talks in Lusaka with the visiting Turkish 
president, broadcast on state ZNBC TV, Lungu 
said that the firm would send representatives to 
Zambia in September to discuss details of 
refinancing. 

"We urge you to take keen interest in this 
matter and encourage the company to pursue 
this deal without hesitation," Lungu told Erdogan 
during the meeting held at State House, but 
gave no details about the company he 
mentioned. 
As well as the $750 million Eurobond, Zambia 

has a $1 billion Eurobond due in 2024 and 
another $1.25 billion Eurobond which will be 
due for repayment in 2027. 

Ratings agency Moody's on Friday downgraded 
Zambia's long-term issuer ratings to Caa1 from 
B3 and maintained a stable outlook, reflecting 
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ongoing fiscal consolidation challenges. 

The International Monetary Fund in February 

rejected Zambia's borrowing plans, saying they 
risked making it harder for the southern African 
country to sustain its debt load.  
 
(Reporting by Chris Mfula; Editing by Susan Fenton) 
(( chris.mfula@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Zambia to refinance part of Chinese 

debt, Eurobonds  

30-Jul-2018  
LUSAKA, July 30 (Reuters) - Zambia wants to 

refinance portions of Africa's No. 2 copper 
producer's Chinese debt and its Eurobonds as 
part of a debt austerity plan, its finance 
minister said on Monday. 

Finance Minister Margaret Mwanakatwe said a 
high level mission from Zambia would travel to 
China in August to firm up discussions in order 
to create smooth cash flows.  
Mwanakatwe also said refinancing its Eurobonds 

was not in any way a failure to repay them. 
Zambia wanted to refinance portions of the 
Chinese debt with a medium-term maturity 
profile, she said.  
"This will ultimately create positive and smooth 
cash flows," Mwanakatwe said. 
President Edgar Lungu said on Saturday a 

Turkish company had expressed interest in 

refinancing Zambia's $750 million Eurobond 
falling due in 2022. 
Mwanakatwe said the refinancing of the 
Eurobonds to achieve lower costs and longer 
maturities with potential investors, will be done 

in full consultation with the bond holders. 
Zambia, whose credit rating was downgraded by 
Moody's on Friday, said in December last year 
that it would begin refinancing Eurobonds worth 
a total $3 billion in 2019 to reduce the cost of 
debt servicing for Africa's No.2 copper producer. 
In June, Zambia decided to delay all planned 

borrowing indefinitely, slowing down the 
accumulation of new debt amid worries about 

the risk of distress.  
 
(Reporting by Chris Mfula 
Editing by James Macharia) 
(( chris.mfula@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Zambia bonds under further pressure  

30-Jul-2018  
LONDON, July 30 (IFR) - Zambia's bonds are 

widening after confusing reports about the 
government's intentions regarding some of its 
debt. 

The troubled country is seeking to refinance its 

Chinese debt and its Eurobonds as part of an 
austerity plan, the finance minister said reports 
Reuters. 
Finance Minister Margaret Mwanakatwe said 
refinancing its Eurobonds was not in any way a 

failure to repay them. 

"This will ultimately create positive and smooth 

cash flows," Mwanakatwe said. 
It follows reports over the weekend that a 
Turkish company had expressed interest in 
refinancing Zambia's US$750m due 2022 
Eurobond following meetings between the 
President Edgar Lungu and Turkey's President 

Erdogan. 
Mwanakatwe said the refinancing of the 
Eurobonds to achieve lower costs and longer 
maturities with potential investors will be done 
in full consultation with the bondholders. 
Zambia also wants to refinance portions of the 

Chinese debt with a medium-term maturity 
profile, said Mwanakatwe. 
"There seem to be conflicting headlines, but 

from what I can gather, Zambia is first preparing 
for talks with China, with Zambian officials 
travelling to China in August," said Uday 
Patnaik, head of EM debt at LGIM. 

"Clearly Zambia is aware of their funding issues, 
and it seems the preferred way to go about it 
(since they don't appear to have the ability to 
raise cash domestically) is to try China first." 
Still, investors aren't buying the message with 
the 2022 bonds 25bp wider to be quoted at a Z-
spread of 738bp, according to Tradeweb. The 

sovereign's due 2024s are also 30bp wider as 
the pressure mounts on Africa's second biggest 
copper producer. 
Zambia, whose credit rating was downgraded by 

Moody's on Friday, said in December last year 
that it would begin refinancing Eurobonds worth 

a total US$3bn in 2019 to reduce the cost of 
debt servicing. 
In June, Zambia decided to delay all planned 
borrowing indefinitely, slowing down the 
accumulation of new debt amid worries about 
the risk of distress. 
Elsewhere in Africa, there are more labour 

disputes at some Eskom power stations as 
workers seek their annual bonuses, according to 
a trade union source, reports Reuters. 
So far, the dispute has not disrupted supply 
though the headlines aren't great timing for the 

company as management embarks on a bond 
roadshow. 

As for broader credit markets, a note from Matt 
King at Citigroup warns that the recent rally in 
risk assets is unlikely to last as the 
fundamentals don't support a long-lasting move. 
"It may be that easing trade tensions and 
China's policy response are comforting investors, 

but the move has the hallmarks of herd instincts 
at work," said King. 
"The global economy looks to be riding the 
tailwinds of easy policy and fiscal stimulus, but 
these drivers are fading. Meanwhile storm clouds 
are gathering and risks look biased to the 
downside." 

 
(( sudip.roy@thomsonreuters.com ; +44 20 7542 
4617; )) 
(c) Copyright Thomson Reuters 2018.  

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 

  25 

GLOBAL 
 

GLOBAL MARKETS-Bond yields, stocks 

fall as trade fears spread to Europe  

02-Aug-2018  
Germany's DAX falls 1.1 pct 
•STOXX 600 dips 0.5 percent 
•Euro zone bond yields edged down 
•Oil prices steady  

By Julien Ponthus 
LONDON, Aug 2 (Reuters) - Fears of an 

escalating trade dispute between the United 
States and China spread from Asian markets 
to Europe on Thursday, triggering a fall in 
bonds yields and stocks, particularly among 
exporters. 

Germany's blue-chip index DAX, which is seen 
by as trade war proxy, fell 1.1 percent about an 

hour after the open while the broader pan-
European STOXX 600 was down about 0.5 
percent. 
Euro zone government bond yields edged down 
with borrowing costs in Germany and France 
pulling back from seven-week highs as demand 
for safe-haven debt grew after the U.S. 

administration increased pressure on China by 
proposing a higher 25 percent tariff on $200 
billion worth of Chinese imports. 
MSCI's broadest index of Asia-Pacific shares 
outside Japan closed 1.6 percent down, dragged 
down by a 1.8 percent fall in Chinese H-shares.  

Analysts blame the current retreat in world stock 

markets on the uncertainty around the trade 
policy of the Trump administration, while recent 
corporate results are seen encouraging.  
"One needs to have a strong gut feeling to 
invest in this environment and in August, I 
doubt many people will have one" said Herve 

Goulletquer, deputy head of research at France's 
La Banque Postale Asset Management in Paris. 
He added that investors badly needed a 
"framework of interpretation" to read through 
the trade statements of the Trump 
administration and the poor visibility on that 
front was holding markets back. 

The British pound was slightly down at $1.3086 
ahead of an expected rate hike by the Bank of 
England later in the day. 
While a rate hike is widely expected and mostly 
priced in, analysts warned clients not to be 
complacent as the market reaction would 
probably be tough to read. 

"While a failure to act would in all likelihood 
trigger a sharp selloff in the pound, given the 
rate rise is already priced in," said Michael 
Hewson of CMC Markets, "we could well see 
some sterling weakness in any case if the bank 
is overly dovish in its guidance." 

The Federal Reserve kept interest rates 
unchanged on Wednesday, as expected, 

characterizing the U.S. economy as strong and 
staying on track to increase borrowing costs in 
September and likely again in December.  
Oil prices steadied after losses over the past two 
days from a surprise increase in U.S. crude 

inventories and renewed concerns over trade 

friction between the U.S. and China. 

Brent crude futures LCOc1 were up flat at 
$72.39 a barrel by 0854 GMT, after dropping 2.5 
percent on Wednesday. 
 
For Reuters Live Markets blog on European and UK 
stock markets open a news window on Reuters Eikon 
by pressing F9 and type in 'Live Markets' in the search 
bar.  
(Julien Ponthus; Editing by Jon Boyle) 
(c) Copyright Thomson Reuters 2018. 
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