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ASIA 
  

Armenia 

Armenia's economy grows 6.5% 

year/year in second quarter  

05-Sep-2019  
TBILISI, Sept 5 (Reuters) - Armenia's economy 

expanded 6.5% in the second quarter 
compared with the same period last year, 

preliminary official data showed on Thursday, 
helped by strong growth in the mining, trade 
and hospitality sectors. 

The country of 3.2 million people depends 
heavily on aid and investment from former 

imperial master Russia, whose economic 
downturn has in recent years hit Armenian 
exports as well as remittances from Armenians 

working in Russia. 
In 2018, Armenia's economy expanded 5.2%, 
down from 7.5% growth in 2017. 
The government expects growth to slow to 4.9% 
this year, although in the first quarter it 
expanded 7.2%. 
The IMF, which has forecast 4.6% growth for 

Armenia this year, approved a $248.2 million 

three-year stand-by precautionary arrangement 
for the country in May to support structural 
reforms and improve the business environment. 
Armenian authorities do not intend to draw on 
the funds unless economic shocks create balance 
of payments problems. 
 
(Reporting by Margarita Antidze; Editing by Hugh 
Lawson) 
((margarita.antidze@thomsonreuters.com; 
+995322999370; Reuters Messaging: 
margarita.antidze.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

China 

China plans more support for economy  

01-Sep-2019  
• China plans to step up investment in 
infrastructure, regions 
• To keep prudent monetary policy, 
proactive fiscal policy 
• Deepen capital market reforms, 
further open up financial sector 

BEIJING, Sept 1 (Reuters) - China plans to 

provide more support for its economy, 
including investing in infrastructure projects 

mailto:Publicdebtnet.dt@tesoro.it
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and regional development, while maintaining 
a prudent monetary policy with "reasonably" 

ample liquidity, the State Council said on 
Sunday. 
As the world's second-largest economy weathers 
its biggest slowdown in decades, the State 
Council said the government aimed to better 
integrate fiscal, financial and monetary policies, 
deepen capital market reforms and further open 

up the financial sector. 
"We attach great importance to the development 
of infrastructure, high-tech, traditional industrial 
transformation, social services and new growth 
regions," the State Council said in a statement 
following a meeting of the Financial Stability and 
Development Commission (FSDC) chaired by 

Vice Premier Liu He on Saturday. 
China's economy faces pressures from a bruising 
trade war with the United States. The two 
countries began imposing additional tariffs on 
each other's goods on Sunday, the latest 

escalation in the trade dispute, despite signs 
that talks would resume some time this month. 

China's vast manufacturing sector shrank in 
August for the fourth month in a row, data 
showed on Saturday, although the services 
sector picked up for the first time in five months. 
The State Council said the government would 
also encourage banks to use more innovative 
tools to replenish capital through multiple 

channels, but did not elaborate.  
 
(Reporting by Shivani Singh, Yawen Chen and Judy 
Hua 
Editing by Raissa Kasolowsky and Susan Fenton) 
((ShivaniSingh2@thomsonreuters.com; 
+861056692115; Reuters Messaging: 
shivanisingh2.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

China stimulus splurge would hurt 

rating  

03-Sep-2019  
• Credit-fuelled stimulus could see China 
rating outlook cut  
• China rating can withstand more U.S. 
tariffs  
• Next formal S&P review of China 

rating expected shortly 

By Marc Jones 
LONDON, Sept 2 (Reuters) - A credit-fuelled 

stimulus splurge could hurt China's credit 
rating more than the immediate hit from U.S. 
trade tariffs, S&P Global's main analyst for the 
country says. 

S&P last cut China's rating a couple of years 
ago, but it has been almost a year since its last 

formal review of the world's number two 
economy and a lot has happened since. 
A full-blown trade war has developed with the 
United States and caused the sharpest slowdown 
in China's economic growth in decades. 
Beijing has been trying to offset the damage 
with various forms of stimulus, but S&P's 

primary sovereign analyst for China, Kim Eng 
Tan, said there was a risk it ends up going too 

far with the efforts. 

"If we have an abrupt shock of some sort then I 
think the government might start running for the 
more immediate kinds of economic support," 

Tan said.  
"That in our view will mean the banks will have 
to start lending quite quickly and that would be 
negative for the government's rating." 
S&P currently rates China at A+ with a stable 
outlook. That is the same as both Moody's and 
Fitch. But it can often be the first of the three 
main agencies to move which means its 
imminent review will be closely watched. 

Tan gave no hint of whether a change might be 
coming. Much depends how much the credit 
metrics weaken and anyway China's financial 
system has ample liquidity, so it is unlikely a 

deterioration would be so bad a straight out cut 
is needed. 
"I would expect that we would typically flag it 
with a negative outlook before we changed the 

rating," Tan said. 
One reason why the Chinese government may 

revert to pushing banks to ramp up lending 
again would be if there was a sharp rise in job 
losses, which then had the potential to cause 
domestic angst.  
It is all of course interlinked with the U.S. trade 
rift, though. Two years ago no one expected the 
situation to reach such an extreme level. Things 

aren't going to suddenly improve, Eng 
acknowledged, but at the same time, more 
tariffs are not the big risk for China's rating. 
Total exports - services plus goods - out of 
China account for less than 20 percent of GDP, 
S&P estimates. The United States is only around 
half of that.  

"I would not expect U.S. tariffs by themselves to 
cause the Chinese economy to weaken so much 

that we have to lower the rating".  
"The overall impact will not be so big that China 
cannot stabilise itself. The question is how they 
stabilise and that goes back to my first comment 

- if they use credit then the risks are higher for 
the rating," Tan said. 
 
(Reporting by Marc Jones; Editing by Mark Potter) 
((marc.jones@thomsonreuters.com; +44 (0) 207 542 
9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs)) 
(c) Copyright Thomson Reuters 2019.  
 
 

China local govt bond net issuance at 

2.90 trln yuan in Jan-Aug  

06-Sep-2019  
BEIJING, Sept 6 (Reuters) - China's net 

issuance of local government bonds stood at 
2.90 trillion yuan in the January-August 
period, the China Securities Journal reported 

on Friday.  

China's outstanding local government debt was 
at 21.41 trillion yuan by the end of August, it 
said, citing figures released by the Ministry of 
Finance. 
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(Reporting by Beijing Newsroom; Writing by Yawen 
Chen; Editing by Simon Cameron-Moore) 
((yawen.chen@thomsonreuters.com; +86 10 5669 
2126; Follow me on Twitter 
https://twitter.com/ywchen1)) 

(c) Copyright Thomson Reuters 2019.  
 
 

J.P. Morgan's flagship indices to 

include liquid Chinese gov't bonds  

05-Sep-2019  

BEIJING, Sept. 5 (Xinhua) -- J.P. Morgan has 

decided to include liquid Chinese government 
bonds into its flagship indices as the country 
made another step forward in opening up its 
financial market. 

Nine eligible Chinese government bonds, 
comprising six instruments already issued in the 
market and new issues expected between 
October and December this year, will be 

included in the Government Bond Index-

Emerging Markets (GBI-EM) family of indices 
from Feb. 28, 2020, according to the company. 
The inclusion will be phased in over a 10-month 
period. 
In the GBI-EM family of indices, to which around 

226 billion U.S. dollars of assets are 
benchmarked, the GBI-EM Global Diversified 
index accounts for about 202 billion dollars and 
a 10-percent weight cap for China will be applied 
to it. 
Gloria Kim, head of the global index research 
with J.P. Morgan, said China has made 

significant progress over the past three years in 
market development, noting that its domestic 
market is now accessible and tradable for the 
global investor base. 
China launched the Bond Connect program in 

2017, which enables overseas investors to invest 
in the Chinese mainland's interbank bond 

market using financial institutions of the 
mainland and Hong Kong. 
The country's yuan-denominated bonds were 
added to the Bloomberg Barclays Global 
Aggregate Index starting April 1 this year, as 
the world's third-largest bond market further 
opens up. 

The latest inclusion is "reflective of market 
demand and replicable for dedicated index 

managers," said Kim. 
"The inclusion represents an important milestone 
as China continues to liberalize its capital 
markets and looks to connect more global 
investors to the country," said Mark Leung, CEO 
of J.P. Morgan China.  

 
Enditem 
Copyright (c) 2019 Xinhua News Agency 
©Thomson Reuters 2019. All rights reserved. 
 
 

Hong Kong 

Fitch downgrades Hong Kong to AA, 

outlook negative  

06-Sep-2019  

SINGAPORE, Sept 6 (IFR) - Fitch has 

downgraded Hong Kong's rating to AA from 
AA+, with a negative outlook. 

The rating agency said that growing linkages 

with mainland China would narrow the gap 
between China's A+ rating and that of Hong 
Kong. 
Fitch added that ongoing events in Hong Kong 
have damaged international perceptions of 

the city's governance system and rule of law, 
and have called into question the stability of 
its business environment.  

Protesters have held weeks of protests, initially 
against the proposed introduction of a law which 
would allow people to be extradited to stand trial 
in mainland China, although Chief Executive 
Carrie Lam on Wednesday agreed to withdraw it. 

The rating agency forecasts real GDP growth of 
zero in 2019 because of the effect of the unrest 
on domestic activity, added to the negative 
impact of the US-China trade war. 

Moody's and S&P rate the special administrative 
region Aa2 and AA+, respectively. 
Hong Kong's US dollar bonds due 2024 were bid 

at Treasuries plus 32bp at midday. 
 
(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 2019. 
 
 

India 

India Bonds Stay Higher Tracking US 

Treasuries, Rate Cut Bets Aid  

04-Sep-2019  
By Dharam Dhutia 

NewsRise 
MUMBAI (Sep 04) -- Indian government bonds 

stayed higher in afternoon session tracking a 
fall in U.S. Treasury yields, while a slowdown 
in global and domestic growth have increased 
more rate easing bets. 

The benchmark 7.26% bond maturing in 2029 
changed hands at 105.15 rupees, yielding 
6.51%, at 1:00 p.m. in Mumbai, against the 

previous close of 105.12 rupees and a 6.52% 
yield. The Indian rupee was at 72.10 to the 
dollar against 72.40 at close yesterday, which 
was the lowest in 10 months. 
“There is not much volume, as market is 
awaiting some strong triggers for direction,” a 

trader with a private bank said. “Some positivity 

is seen because of U.S. yields, while rate cut 
bets are also building.” 
The U.S. 10-year Treasury yield hit a three-year 
low of 1.4290% yesterday after U.S. 
manufacturing data contracted for the first time 
since 2016 on U.S.-China trade war concerns. 

The yield was last at 1.4842%. A fall in U.S. 
yields makes emerging market debt more 
attractive for investors. 
Meanwhile, investors expect more rate cuts in 

mailto:Publicdebtnet.dt@tesoro.it
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India after gross domestic product growth 
slowed to a six-year low of 5% in April-June. 

The nation’s Monetary Policy Committee has 
cut the policy rate by 110 basis points in 
2019. 

HSBC, ING and ANZ expect the rate-setting 
panel to cut rates by another 50 basis points in 
this rate easing cycle, While ICICI Securities 
Primary Dealership expects the MPC to cut rates 
by a further 15-40 basis points.  

However, concerns that government may 
increase its spending to support sagging demand 
has kept a bond rally under check, especially in 
the benchmark paper. 
India's federal government is widely expected 
to take more measures to boost economic 

activity soon. Over the last couple of weeks, it 

has announced some steps to alleviate issues in 
the automobile and banking sectors. Analysts do 
not expect a spending boost as the 
government's finances are under stress. 

New Delhi is aiming at a fiscal deficit of 3.3% of 
gross domestic product for the year ending Mar. 
31. However, there are concerns that tax 

revenues may remain below target. 
Crude oil prices also fell for a third consecutive 
session yesterday. The benchmark Brent 
contract was last trading 0.6% higher at $58.58 
per barrel. India imports over 80% of its crude 
oil requirements. 
 
India will sell 91-day, 182-day and 364-day Treasury 
Bills worth 160 billion rupees today, and cutoff yields 
are expected to fall as compared to the previous week. 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
- Edited By Sunil Nair 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
©Thomson Reuters 2019. All rights reserved.  
 
 

India Bonds Fall Ahead Of Weekly Debt 

Supply  

06-Sep-2019  
By Siddhi Nayak 
NewsRise 
MUMBAI (Sep 06) -- Indian government bonds 

fell in early trade before a fresh supply of 
notes and amid concerns that New Delhi may 
spend more to revive the economy. 

The benchmark 7.26% bond maturing in 2029 
changed hands at 104.61 rupees, yielding 
6.59%, at 10:00 a.m. in Mumbai, against 
104.71 rupees and a 6.58% yield yesterday. The 

rupee was at 71.73 to the dollar against 71.84 
at previous close. 
New Delhi is raising up to 170 billion rupees via 

a weekly debt auction today, which includes 50 
billion rupees of the benchmark note.. 
“There are concerns in the market over the 
investor appetite,” a trader with a state-run 
bank said. “Traders are hesitant to build 
positions amid lack of clarity on the extent of the 
government’s expenditure boost.” 

India’s economic growth fell to an over six-year 

low of 5% in the April-June quarter, raising 

expectations that the federal government will 
take measures to revive activity. 
Over the past few weeks, India’s finance 

ministry has announced a number of steps to 
tackle issues in the automobile and banking 
sector and is expected to take more measures in 
the weeks ahead.  

Additional spending without an expenditure cut, 
amid falling tax revenues, may lead to a breach 
of the government’s fiscal deficit target of 3.3% 
of gross domestic product in this financial year, 
according to traders. Finance Minister Nirmala 
Sitharaman has said that the target will be met. 

India’s direct tax revenue collection for this 
financial year to Mar. 31 may fall short of target 
by as much as 600 billion rupees as actual pace 
of collection in the first five months has widely 
lagged the asking rate, a senior finance ministry 
official said yesterday. 
Market participants expect the rate-setting 

Monetary Policy Committee to slash policy rates 
by another 40 basis points by December to help 
tackle the economic slowdown. The MPC has cut 
rates by 110 basis points since January. 
India’s south-west monsoon rains from Aug. 29 
to Sep. 4 were 2% above normal at 49.4 
millimeters, snapping one week of below-normal 

precipitation, according to a statement on the 
India Meteorological Department’s website. 
Meanwhile, crude oil prices rose amid easing 
trade tensions between the United States and 
China. The benchmark Brent crude contract was 
up 0.2% at $61.09 per barrel. India imports 

over 80% of its crude oil requirements. 
 
- By Siddhi Nayak; siddhi.nayak@newsrise.org; 91-22-
61353300 
- Edited By Mrigank Dhaniwala 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
©Thomson Reuters 2019. All rights reserved. 
 
 

Indonesia 

Indonesia to raise state health 

insurer's premiums to plug cash deficit  

02-Sep-2019  
JAKARTA, Sept 2 (Reuters) - Indonesia's state 

health insurer will raise its premiums by at 

least 65% starting this month to plug a deficit 
expected to reach 32 trillion rupiah ($2.25 
billion), officials said, despite protests from 
parliament members and trade unions. 

BPJS Kesehatan, which provides universal health 
coverage for over 200 million people regularly 
books claims that far exceed premiums it 
collects, and the burden of supporting one of the 
world's biggest health systems carries a fiscal 

risk for Southeast Asia's largest economy. 
A parliamentary commission overseeing 
government finances rejected the planned 
increase for the poor, which is going to be 
implemented through a presidential decree due 

mailto:Publicdebtnet.dt@tesoro.it
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to be issued soon, the commission chair said on 

Monday. 
Lawmakers ordered the government to seek 
other ways to control the insurer's mounting 
cash problems in a hearing with the finance 
and health ministries, as well as BPJS 
executives. 

Health Minister Nila Moeloek said, however, that 
the government would press ahead with the 
increase in premiums as it does not need a 

parliamentary approval. 
Starting this month, the new premium for the 
cheapest insurance package will be raised to 
42,000 rupiah a month from 25,500 rupiah, 
Moeloek said, representing a 65% hike. 
"This is to pay for September to December. If 
we don't do this, the hospitals won't get paid," 

she told reporters after the parliamentary 
hearing. 
Premiums for the other two insurance packages 
BPJS offered will be raised by 100% starting 

Jan. 1, deputy finance minister Mardiasmo said, 
claiming this will make BPJS "more systematic 

and sustainable". 
The measure would allow the government to 
give BPJS 13 trillion rupiah of additional cash 
this year, Suminto, a finance ministry official 
said, while next year's hike is estimated to 
provide the insurer with another 14 trillion 
rupiah. 
The government wanted the rest of the deficit 
to be covered by the firm's efficiency 
measures, Suminto said. 

Separately, chairman of the Confederation of 
Indonesian Trade Union Said Iqbal said workers 
also rejected the hike and threatened to hold a 
large demonstration against the measure in 
October, news website Detik.com reported. 

Last year, the government had to inject 10.1 

trillion rupiah to help BPJS manage its cashflow, 
while ordering an audit to its system.  
The 2018 financial problems forced BPJS to 
delay payments to hospitals, who then also held 
payments to pharmaceutical distributors. Some 
hospitals had reportedly refused to treat BPJS-

covered patients, who were mostly poor. 
 
($1 = 14,210.0000 rupiah) 
(Reporting by Maikel Jefriando and Gayatri Suroyo; 
Editing by Simon Cameron-Moore) 
((gayatri.suroyo@thomsonreuters.com; 
+622129927609; Reuters Messaging: 
gayatri.suroyo.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
trademarks or trademarks of the Thomson Reuters 
group of companies around the world.  
 
 

Indonesia raises 7 trln rupiah from 

Islamic bonds auction  

03-Sep-2019  
JAKARTA, Sept 3 (Reuters) -  
• Indonesia raised 7 trillion rupiah 

($492.61 million) in a biweekly Islamic bond 

auction on Tuesday, matching the indicative 
target, according to the financing and risk 
management office at the finance ministry. 

• The weighted average yields of project-

based sukuk sold on Tuesday were mixed 
compared with yields of comparable sukuk at 
the previous auction on Aug. 20. 

• Total incoming bids for Tuesday's auction 
were 21.82 trillion rupiah. 
 
($1 = 14,210 rupiah) 
(Reporting by Nilufar Rizki; 

Editing by Kim Coghill) 
((nilufar.rizki@thomsonreuters.com); (+6221 2992 
7611)  
(Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net)))) 
(c) Copyright Thomson Reuters 2019. 
 
 

Israel 

Israeli officials warn of growing budget 

deficit ahead of election  

02-Sep-2019  
By Ari Rabinovitch 
TEL AVIV, Sept 2 (Reuters) - Israel's budget 

deficit, which has swelled to a worrying level 
in 2019, is on course to expand further as the 
country heads into its second election this 

year, two top economic officials said on 
Monday. 

After keeping below 3% of gross domestic 
product for five straight years, the government's 
budget deficit is expected to widen to 3.6% this 
year, said Shaul Meridor, head of the Finance 
Ministry's budget division. 
"It's not a deficit we wanted to have," he told an 

economic conference in Tel Aviv. 
He warned of bigger problems for 2020 when 
the deficit could reach 3.8%. And that figure 
could rise further after a Sept. 17 general 
election, he said. The deficit was 3.8% of GDP 
in July over the prior 12 months. 

Forming a new government is a notoriously 
costly process with coalition demands certain to 

strain the budget. 
Still, he offered words of reassurance. 
"We have a clear position to rein it back in," 
Meridor said. "We don't need to panic. We've 
done it many times." 
The government lost its ability to take any 
significant steps to control the deficit - like enact 

major cost cuts or tax hikes - when Prime 
Minister Benjamin Netanyahu failed to put 
together a coalition after an April election and 
parliament in turn voted to dissolve itself. 
Netanyahu has since been heading a caretaker 
government that has more limited powers. 

Israel's economy is forecast to grow 3.1% in 

2019 and 3.5% in 2020. An unchecked deficit 
would weigh on Israel's debt-to-GDP ratio, which 
it had successfully lowered to 61% in 2018 from 
74.6% in 2009. 
Bank of Israel Governor Amir Yaron, at the same 
conference, said that if action is not taken, the 

budget deficit would grow through 2021 and 
beyond. 
Yaron called for "a quick return to a deficit that 

mailto:Publicdebtnet.dt@tesoro.it
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will at least stabilize the debt-to-GDP ratio, and 

keeping that level for the coming years, along 
with the gradual implementation of growth-
supporting moves." 

"The current deficit level is, in our estimation, 
too high to allow it to grow further due to the 
short-term macroeconomic risks," he added. 
On the campaign trail, Netanyahu has 

repeatedly said he hopes to reduce the deficit by 
cutting spending rather than raising taxes, 
although the central bank and analysts believe 
tax hikes will be necessary. 
 
(Reporting by Ari Rabinovitch; Editing by Steven 
Scheer and Hugh Lawson) 
((ari.rabinovitch@thomsonreuters.com; +972-2-632-
2202; Reuters Messaging: 
ari.rabinovitch@thomsonreuters.com @reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Kazakhstan 

Kazakhstan plans to raise at least $1.2 

billion in capital market in 2019  

04-Sep-2019  
NUR-SULTAN. Sept 4 (Interfax) - The 

government of Kazakhstan plans to offer 
government treasury bonds in the amount of 
$1.2 billion in the capital market this year, the 
Kazakh Ministry of Finance said. 

"On June 24, 2019, the government of 
Kazakhstan announced the decisions to issue 

government equity securities (government 
treasury bonds) in the capital market in 2019. 
The offering amounts to $1.2 billion," the 
ministry told Interfax-Kazakhstan in a 
statement. 

First Deputy Prime Minister and Finance Minister 

Alikhan Smailov told Interfax-Kazakhstan in April 
that the government might place bonds worth 1 
billion euros on the Astana International 
Exchange (AIX) by the end of 2019. 
The proceeds were said to be directed to 
refinance foreign currency loans of Samruk-
Kazyna companies. 

The most recent Eurobond placement was in 
November 2018, when Kazakhstan offered two 
1.05 billion euros worth of bond issues - 525 
million each - at a yield of 1.55% per annum on 
the 5-year issue and at a yield of 2.375% on the 
10-year issue. 
 
kz rm mz 
(Our editorial staff can be reached at 
eng.editors@interfax.ru) 
Copyright © 2019 Interfax. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Lebanon 

Lebanon PM says accelerating reforms 

to rein in public debt  

04-Sep-2019  

BEIRUT, Sept 4 (Reuters) - Lebanese Prime 

Minister Saad al-Hariri said his government 
would aim to cut the budget deficit to 7% of 
GDP next year as part of reforms to bring 
public finances under control and rein in 
public debt. 

Lebanon also plans to keep the local currency 
peg to the dollar which was crucial to move 
ahead with long-stalled reforms, Hariri told 
CNBC in an interview. 

Lebanon faces another credit rating downgrade 
and a potential test of its currency peg if the 
depletion of its limited foreign exchange 
reserves accelerates, S&P Global warned on 
Wednesday. 
Hariri said the challenge was to prevent a 
further deterioration in Lebanon's public debt 

burden, which is one of the heaviest in the world 
at around 150% of GDP. "Our strategy is to 
stabilise the problem that we have. Most 
important thing is not to deteriorate more, 

right?" he said. 
With Lebanon suffering from years of low 
economic growth, long-stalled reforms are 

seen as more pressing than ever to put the 
state finances on a sustainable path. 

On Monday, Lebanon declared a "state of 
economic emergency", with Hariri saying the 
government would take emergency measures to 
speed up economic reforms to help overcome a 
worsening crisis. 
Hariri said after a gathering of senior politicians 

and ministers that accelerating reforms would 
avoid a scenario similar to Greece, which fell into 
a debt crisis nine years ago and had to adopt 
tough austerity measures under tight 
supervision by foreign creditors. 
Economists and politicians say the big budget 

deficits over the years have been rooted in 

waste, corruption, and sectarian politics. 
"So what we are doing is, fixing our debt to 
GDP, our deficit and the budget to 7.6% this 
year, we want to go down to 7% next year, or 
maybe a little bit less," he said in the interview 
aired on Wednesday.  

The IMF said in July the deficit in 2019 would 
likely be well above the government's target of 
7.6% of national output. 
Fitch downgraded Lebanon's credit rating to CCC 
on debt-servicing concerns last month. 
MAINTAIN POUND PEG TO DOLLAR  
The prime minister also said that "keeping the 

Lebanese pound at 1,500" is the only stable way 
to proceed with the government's reforms.  
The Lebanese pound has been pegged against 
the U.S. dollar at its current level for more 
than two decades and is seen as a 
cornerstone of the country's financial 
stability. 

Hariri said his country would not consider an 

International Monetary Fund (IMF) programme 
since it would leave market forces to decide the 
pricing of the country's currency. 
"I think the IMF has certain criteria that we do 
not, especially when it comes to the Lebanese 
pound. This is something that we feel extremely 
sensitive about." 
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Hariri said divergent views on exchange rate 

policy was the only difference the government 
had with the IMF. The government had been in 
consultations with the IMF over tackling the 

country's economic and fiscal woes. 
Lebanon had no need to enter any programme 
with the IMF since it already had an ambitious 
structural reform plan with donors that will 
help bring investments and spur growth, 

Hariri said.  

Foreign governments and donor institutions last 
year pledged $11 billion in financing to Lebanon 
for a 12-year infrastructure investment 
programme at a conference in Paris, on 
condition that it carries out reforms. 
 
(Reporting by Kanishka Singh in Bengaluru and 

Suleiman al-Khalidi in Beirut 
Editing by Louise Heavens and Peter Graff) 
((Kanishka.Singh@thomsonreuters.com; +91 80 6749 
0021)) 
(c) Copyright Thomson Reuters 2019. 
 
 

South Korea 

Fitch Ratings: Korea Has Fiscal Space, 

but Medium Term a Challenge  

03-Sep-2019  
Fitch Ratings-Hong Kong/London-September 03: 
South Korea (AA-/Stable) has near-term fiscal 
space to accommodate its proposed budget 
stimulus, which will help bolster the subdued 
short-term growth outlook, says Fitch 

Ratings. Moderate public debt and a record of 

prudent fiscal management help contain risks to 
the public finances. However, over the longer 
term the government will face greater fiscal 

spending pressures related to a rapidly ageing 
population. 
The 2020 budget announced on 29 August aims 

to respond to sluggish economic prospects 
stemming from the global growth slowdown, the 
US-China 'trade war', and trade tensions with 
Japan. The budget aims for an annual 
expenditure increase in 2020 of 8% (over the 
2019 supplementary budget). Higher R&D 
spending and support for industry investment 

are an effort to help offset possible effects from 
Japan's trade actions; foster domestic 
production of critical supply chain inputs; and 
boost productivity. Exports will be supported 
through initiatives to boost trade financing. 
Higher spending on job creation and social 
safety nets is consistent with the government's 

existing "income-led growth strategy". The wider 
deficit also reflects slowing revenue growth due 
to the economic slowdown. 
The budget proposal underscores the more 
expansionary fiscal approach being taken by 
President Moon Jae-in's administration, which 
will lead to a decline in the fiscal surplus from 
1.6% of GDP in 2018 to 0.1% this year based 

on Fitch forecasts (corresponding to deficits 
of 0.6% and 2.1% excluding social security 

respectively). The substantial fiscal loosening 

would see the deficit jump sharply to 1.6% of 

GDP in 2020 (3.6% excluding social security), 
above our 0.1% (2.2%) deficit forecast when we 
affirmed Korea's sovereign rating on 8 August. 
The general government debt-to-GDP ratio 
would rise by 2.7pp of GDP to nearly 40% in 
2020, slightly above the 'AA' category median 

of 37.8%. If enacted in full, the budget proposal 
would lead to the largest fiscal deficit since 

2009. The budget, which must be passed by 2 
December, could undergo changes in the 
legislative process of the National Assembly, 
particularly given possible political opposition to 
higher deficits and debt. 
Fiscal and monetary easing should provide some 
support to the economy, and effective budget 

implementation reduces downside risks to our 
2.3% 2020 growth forecast. The Bank of Korea 
(BOK) cut its benchmark seven-day base rate by 
25bp to 1.5% last month - the first cut since 
2016 - and we expect a further 25bp cut this 

year (the BOK kept rates on hold in August). 

Of greater relevance from a ratings perspective 
is the new medium-term budget outlook 
presented in the 2020 budget proposal, which 
envisages a significantly looser fiscal stance than 
previous budgets. It sees deficits widening by 
about 1pp over the maximum deficit forecast in 
the medium-term outlook presented in last 

year's budget to 3.9% of GDP (excluding social 
security) through to 2023 - the highest since 
1999. This is to accommodate the income-led 
growth programme and efforts to bolster 
productivity. Under the government's 
assumptions, debt-to-GDP would trend steadily 
upwards to around 46% by 2023 from our 

estimate of 37.1% in 2019. The government's 
medium-term budget projections could exert 

more meaningful pressure on the sovereign 
credit profile than the short-term loosening. It 
would be mitigated, however, if spending were 
effectively targeted at meeting the long-term 

challenges of boosting productivity and potential 
growth. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com; Leslie Tan, 
Singapore, Tel: +65 6796 7234, Email: 
leslie.tan@thefitchgroup.com; Wai-Lun Wan, Hong 
Kong, Tel: +852 2263 9935, Email: 
wailun.wan@thefitchgroup.com. 
Copyright © 2019 by Fitch Ratings, Inc. 
©Thomson Reuters 2019. All rights reserved. 
 
 

 

United Arab Emirates 

Abu Dhabi plans first dollar bond issue 

in two years  

01-Sep-2019  

By Davide Barbuscia and Stanley Carvalho 
DUBAI/ABU DHABI, Sept 1 (Reuters) - Abu 

Dhabi plans to issue U.S. dollar-denominated 
bonds this year, three sources familiar with 
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the matter said, its first since 2017, as the oil-
rich emirate seeks to take advantage of low 

rates to offset the impact of falling oil prices. 

The government has updated its bond 

programme documentation and plans to raise 
the financing before the end of the year, said 
one of the sources, adding that a bond deal of at 
least $1 billion was likely. 
Abu Dhabi's Department of Finance did not 

immediately respond to a request for comment. 
Governments in the Gulf Cooperation Council 
region have borrowed billions of dollars globally 
over the past few years to refill state coffers hit 
by lower oil prices. 
The new issue is not tied to any specific 
project and will be used for general budgetary 
purposes, said the first source. 

Abu Dhabi, the capital of the United Arab 
Emirates (UAE), has the biggest hydrocarbon 
reserves among UAE's seven emirates and its 
fiscal position is among the strongest in the 

region. 
It is investing billions of dollars in industry, 
tourism and infrastructure to diversify its 

economy away from the oil sector, from which it 
derives 50% of its real GDP and more than 90% 
of central government revenues, according to 
S&P. 
Given lower global interest rates and constraints 
on hydrocarbon production due to the re-

imposition of the Organization of the Petroleum 
Exporting Countries (OPEC) production cuts late 
last year, "it makes sense for Abu Dhabi to build 
a war chest against lower oil prices", a second 
source said. 
Abu Dhabi was last in the debt markets in 
2017 when it raised $10 billion through a 
triple-tranche debt issue that attracted heavy 

demand. That deal was arranged by Bank of 

America Merrill Lynch, Citi, First Abu Dhabi 
Bank, HSBC and JP Morgan. 
Late last year, when oil prices dropped below 
$60 per barrel, government representatives met 
global investors in a so-called non-deal roads 
how to discuss financing options, sources told 

Reuters at the time. 
On Friday, Brent crude futures fell 65 cents, or 
1.1%, to settle at $60.43 a barrel. 
Abu Dhabi in April repaid $1.5 billion in 10-year 
bonds it had raised as part of a $3 billion 
issuance in 2009. The remaining $1.5 billion was 
repaid in 2014.  

 
(Editing by Jane Merriman) 
((Davide.Barbuscia@thomsonreuters.com; 
+971522604297; Reuters Messaging: 
davide.barbuscia.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 

EUROPE 

 

Albania 

Albania sells 9.7 bln leks (78.7 mln 

euro) of 1-yr T-bills  

03-Sep-2019  
TIRANA (Albania), September 3 (SeeNews) – 
Albania’s finance ministry said it sold 9.7 
billion leks ($86.4 million/78.7 million euro) 
worth of one-year Treasury bills on Tuesday. 

The average weighted yield on the government 
securities rose to 2.26% from 2.18% at the last 

auction of one-year Treasury bills held on 
August 20, according to auction results 
published by the finance ministry. 
 
(1 euro = 120.906 leks) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Czech Republic 

Czech finance minister says this year's 

budget deficit target will be met  

04-Sep-2019  

PRAGUE, Sept 4 (Reuters) - The Czech 

government will meet its central state budget 
deficit target of 40 billion crowns ($1.73 
billion), Finance Minister Alena Schillerova 
said on Wednesday, despite expert warnings 
it could be at risk due to lower tax revenues. 

The national budget council, an expert body, has 
said the target could be under threat if tax 
revenue continues to lag forecasts in the coming 

months, and if that happens spending cuts 
should be implemented. 
The ministry said funding to regional 
administrations, non-government and public 
organisations was ahead of schedule and 
therefore the spending pace would slow in the 

final four months of the year. 
Based on developments to date, the ministry 
"is convinced that the budgeted deficit will 
not be exceeded," Schillerova said in a 
statement. 

There was no reason to cut back allocations to 
various departments, she added. "This would 
contribute to undesired undercutting of 
economic growth, which is a practice that was 

shown as erroneous in the recent past." 
The budget deficit widened to 15.4 billion 
crowns at the end of August, swinging from a 
surplus the year before, the ministry said on 
Monday. 

The overall Czech public sector balance, which 
includes the central state budget as well as local 
budgets, national health insurance and other 

institutions, has been in surplus in the past three 

years and is expected to end in a small surplus 
this year as well, before turning to a small deficit 
in 2020.  
The ministry expects economic growth of 2.4% 
this year and 2.2% next year but sees downside 
risks to the outlook. 

 
($1 = 23.1860 Czech crowns) 
(Reporting by Jan Lopatka 
Editing by Alexandra Hudson) 
((jan.lopatka@thomsonreuters.com; +420224190474; 
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Reuters Messaging: 
jan.lopatka.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Hungary 

R&I Upgrades to BBB+, Stable  

02-Sep-2019  

NEWS RELEASE  
Sep 02, 2019  
R&I Upgrades to BBB+, Stable: Hungary  
Rating and Investment Information, Inc. 
(R&I) has announced the following:  
ISSUER: Hungary  
Foreign Currency Issuer Rating: BBB+, 
Previously BBB  
Rating Outlook: Stable  
The Central Bank of Hungary  

Foreign Currency Issuer Rating: BBB+, 
Previously BBB  
Rating Outlook: Stable  

RATIONALE:  
Hungary's economy is faring well. The climb in 
the investment ratio suggests that its 
economic fundamentals are expected to 
strengthen. The fiscal deficit to gross 
domestic product (GDP) ratio is on a 
downward trend, and general government 

debt will likely fall below 70% of GDP. The 

combined current account and capital account 
balance has been consistently in surplus. 
External debt is still high, but stands at just over 
50% of GDP when foreign direct investment-
related liabilities are excluded. Given this, along 
with increased foreign reserves and their rise as 

a share of short-term external debt, external 
stability has been enhanced further. R&I has 

therefore upgraded the Foreign Currency Issuer 
Rating to BBB+.  
Real GDP for 2018 grew 4.9%. The economy has 
continued to expand in 2019, for which the 
European Commission (EC) projects real GDP 

growth of 4.4%. As real GDP keeps growing 
faster than its potential rate, the output gap is 
widening. With the unemployment rate having 
fallen below 4.0%, a labor shortage will be a 
constraint on economic growth. Real GDP growth 
is expected to slow down and, in R&I's view, will 
stabilize at around 3% in 2020. Investment was 

propelled primarily by an inflow of European 
Union (EU) funds, boosting fixed capital 
formation above 25% of GDP. R&I will pay 
attention to how the government addresses the 
challenges of improving the business climate and 
the labor market to continuously expand 

investment for maintaining economic growth in 
the face of a shrinking population.  
The current account deficit narrowed to 0.4% of 
GDP in 2018 and is expected to hover around 
0% in the next two to three years. Thanks to EU 
fund disbursements, the capital account balance 
is in surplus, and the combined current account 

and capital account balance remains positive. 
Gross external debt fell to 81.6% of GDP at end-
1Q 2019. The external debt excluding foreign 

direct investment-related liabilities, which is 

announced by the central bank, stood at 56.8%. 
Short-term external debt also decreased, 
pushing the ratio of foreign reserves to short-

term external debt to around 1.4x.  
In the banking sector, earnings have improved. 
Capital adequacy and liquidity are well above 
requirements, and the non-performing loan ratio 

is declining. Although house prices keep 
climbing, real- term prices are only slightly 
higher than the levels seen prior to the 2008 
financial crisis, and Hungary's households have a 
lower debt to GDP ratio than those of other 
countries in Central and Eastern Europe. There is 

no concern at present that the housing market 
will be overheated.  
The general government fiscal balance was a 
deficit of 2.2% of GDP in 2018. The deficit 
was flat year on year and narrower than the 

initial projection. For 2019, the government 
and the EC both project a fiscal deficit of 1.8% 

of GDP. Despite the implementation of a tax cut 

plan, the revenue to GDP ratio will likely 
increase from a year earlier, driven by the 
robust economy and enhanced tax collection 
efficiency. Because the expenditure to GDP ratio 
will be contained at the previous year's level, the 
fiscal deficit will narrow. Given factors such as 
the strong economy and the low interest rate 

environment, it is unlikely that the fiscal balance 
will be worse than the government's estimate.  
Outstanding general government debt is on a 
downward trajectory and expected to drop to 
around 69% of GDP at end-2019. With the 
economy at its peak, the government needs to 
ensure fiscal space by  

Credit ratings are R&I's opinions on an issuer's 
general capacity to fulfill its financial obligations 

and the certainty of the fulfillment of its 
individual obligations as promised 
(creditworthiness) and are not statements of 
fact. Further, R&I does not state its opinions 

about any risks other than credit risk, give 
advice regarding investment decisions or 
financial matters, or endorse the merits of any 
investment.  
R&I does not undertake any independent 
verification of the accuracy or other aspects of 
the related information when issuing a credit 

rating and makes no related representations or 
warranties. R&I is not liable in any way for any 
damage arising in relation to credit ratings 
(including amendment or withdrawal thereof). 
As a general rule, R&I issues a credit rating for a 
fee paid by the issuer.  
NEWS RELEASE  
Lowering the government debt ratio through 
expenditure restraint and other measures to 
further reduce fiscal deficits. Eyes will be on 
the government's efforts to meet the target of 
achieving a balanced budget by 2023.  

The primary rating methodology applied to this 
rating is provided at "R&I's Analytical Approach 
to Sovereigns". The methodology is available at 
the web site listed below, together with other 

rating methodologies that are taken into 
consideration when assigning the rating.  

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 

  11 

Credit ratings are R&I's opinions on an issuer's 

general capacity to fulfill its financial obligations 
and the certainty of the fulfillment of its 
individual obligations as promised 

(creditworthiness) and are not statements of 
fact. Further, R&I does not state its opinions 
about any risks other than credit risk, give 
advice regarding investment decisions or 

financial matters, or endorse the merits of any 
investment.  
R&I does not undertake any independent 
verification of the accuracy or other aspects of 
the related information when issuing a credit 
rating and makes no related representations or 

warranties. R&I is not liable in any way for any 
damage arising in relation to credit ratings 
(including amendment or withdrawal thereof). 
As a general rule, R&I issues a credit rating for a 
fee paid by the issuer. 
 
(C) Copyright 2019 - R&I - Rating and Investment 
Information Inc. 
©Thomson Reuters 2019. All rights reserved.  
 
 

Hungary to cut out net external debt by 

2021, central bank head says  

05-Sep-2019  
NYIREGYHAZA, Hungary, Sept 5 (Reuters) - 
Hungary will eliminate its net external debt by 
2021, the central bank estimates, which will 
help further reduce its vulnerability in a 
volatile global economy, Governor Gyorgy 
Matolcsy said on Thursday. 

Numerous risks to global economic growth, such 
as Brexit, the U.S.-China trade war and a 
slowdown in the euro zone, including Germany, 
its powerhouse, mean Hungary should consider 

a new programme to bolster economic growth, 
also Matolcsy said.  
Prime Minister Viktor Orban first flagged the 
prospect of two new economic stimulus 
programmes for 2020 in July, as growth slowed 
in the European Union, Hungary's main trading 

partner. 
"We expect that our net external debt will be 
entirely eliminated by 2021," Matolcsy told an 
annual meeting of Hungarian economists. 
"From the most vulnerable group of countries 
... we have moved into a less vulnerable 
group." 

Matolcsy said new growth incentive measures 
should go beyond those already put forth by 
government ministries aimed at boosting 

Hungary's competitiveness. 
"If a storm comes, these are distant waters," he 

said. "We would need a general programme to 
stimulate growth. 
"At least in the area of lending, this has already 
started and (the central bank) has underscored 

this with its growth bond programme," Matolcsy 
said, referring to a bank programme to buy 
corporate bonds, begun in July. 
Matolcsy said Hungary should reconsider how it 
uses EU development funds and fiscal reserves 
available in the budget. 
If specific industries were hit by any emerging 

crisis, Hungary should also adopt targeted 

measures to help those sectors, Matolcsy added. 
 
(Reporting by Gergely Szakacs, editing by Larry KIng) 
((gergely.szakacs@reuters.com; 
https://twitter.com/szakacsg; +36 1 882 3606; 
Reuters Messaging: 
https://www.reuters.com/journalists/gergely-
szakacs)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Kosovo 

Kosovo to sell 15 mln euro of 5-yr T-

notes on Sept 10  

03-Sep-2019  
PRISTINA (Kosovo), September 3 (SeeNews) – 
Kosovo's finance ministry said it will offer 15 
million euro ($16.5 million) worth of five-year 
Treasury notes at an auction on September 
10. 

The issue will mature on September 11, 2024, 
the finance ministry said in an auction notice. 
At the last auction of five-year government 
securities held on April 18, the average weighted 
yield on the government securities fell to 2.61%, 

from 2.92% at the previous auction held on 
February 19, according to figures published on 
the website of Kosovo's finance ministry. 
 
($=0.91106 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Montenegro 

Montenegro to issue Eurobonds by 

end-Sept  

05-Sep-2019  

PODGORICA (Montenegro), September 5 

(SeeNews) - Montenegro plans to borrow 500 
million euro ($552 million) on the global 
financial markets by issuing Eurobonds by the 
end of this month, finance minister Darko 
Radunovic has said. 

The proceeds will be used to refinance public 
debt, which is expected to fall below 60% of 

gross domestic product (GDP) in 2022, the 
finance ministry quoted Radunovic as saying in a 
press release on Wednesday. 
"For a second year in a row, we have complied 
with the golden rule to finance current 
spending by current revenues; we will end 

2019 with a deficit below 3%," Radunovic said 
during a meeting with Anthony De Lannoy, 

executive director of the International Monetary 
Fund (IMF). 
In July, Montenegro's parliament adopted a 
revision of the 2019 state budget and a plan for 
the borrowing of 500 million euro to refinance 
debt. The financing will be borrowed at an 
interest rate of 3%, Radunovic said back then. 

Montenegro's 2018 budget deficit amounted to 
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159.2 million euro, equivalent to 3.5% of the 

country's GDP. 
 
($ = 0.905808 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Romania 

S&P Global Ratings affirms Romania at 

BBB-/A-3 with stable outlook  

02-Sep-2019  
BUCHAREST (Romania), September 2 
(SeeNews) - Standard & Poor's maintained 

Romania's rating at BBB-/A-3, with a stable 
outlook, but said it expects a lower economic 
growth next year. 

S&P expects Romania's consumption-led 
expansion will continue in 2019, with headline 

growth of just under 4%, driven by public and 
private consumption, it said in a statement late 
on Friday. 

“By 2020, however, the growth cycle should 
reverse, with GDP weakening toward 3.0%-
3.5% or potentially lower, as fiscal impetus, real 
wage growth, and external demand all weaken. 
The timing of the growth cycle is difficult to 
project, with the risk being that the cycle 
declines sooner and more forcefully than we 

currently forecast," the rating agency said. 
S&P stressed it could lower the rating if fiscal 
and external imbalances persist longer than it 
currently projects, pushing public debt higher 
and leading to an over extension of real 

wages and the real exchange rate. Under this 
alternative scenario, Romania's economy would 
become more vulnerable to a hard economic 

landing. 
"The outlook is stable because we expect 
Romania's fiscal and external debt will increase 
only modestly over the coming two years, 
despite elevated fiscal and external deficits. We 
also expect the large twin deficits will stabilize at 
somewhat lower levels as the economy cools 

and authorities take gradual fiscal steps," S&P 
said. 
In a statement issued shortly after S&P press 
release, Romania's finance minister Eugen 
Teodorovici said the rating reflects Romania's 
current economic reality. 

"The ministry's analyzes and forecasts are 
confirmed by S&P and this must make all 
investors and economic actors to trust our 
economic plan for Romania. At the same time, I 

expect that from now on all those who feel a 
personal impulse to make false and irresponsible 
statements which could sabotage the national 

economy to abstain themselves, given that 
international evaluations contradict them directly 
and strongly," finance minister Eugen 
Teodorovici said. 
On March 16, S&P maintained Romania's rating 
at BBB-/A-3, with a stable outlook, after the 
Romanian government pledged it will revisit key 

parts of a controversial fiscal emergency decree. 

Romanian finance ministry sent a letter at the 

time to S&P asking the rating agency not to 
change Romania's outlook to negative yet, as 
the country needs some more time to approve 

the 2019 budget and assess the effects of a 
planned tax reform. 
Subsequently, the controversial tax reform was 
revised. 

S&P also said in the statement: 
"RATING ACTION 
On Aug. 30, 2019, S&P Global Ratings affirmed 
its 'BBB-/A-3' long- and short-term foreign and 
local currency sovereign credit ratings on 
Romania. The outlook is stable. 
OUTLOOK 
The outlook is stable because we expect 
Romania's fiscal and external debt will 
increase only modestly over the coming two 
years, despite elevated fiscal and external 

deficits. We also expect the large twin deficits 
will stabilize at somewhat lower levels as the 

economy cools and authorities take gradual 
fiscal steps. 

DOWNSIDE SCENARIO 
We could lower the ratings if fiscal and 
external imbalances persist longer than we 
currently project, pushing public debt higher 
than we currently forecast, and leading to an 
over extension of real wages and the real 

exchange rate. Under this alternative scenario, 
Romania's economy would become more 
vulnerable to a hard economic landing. 

Rating pressure could also come via an erosion 
of monetary credibility, should Romania fail to 
contain headline inflation, currently at 4.1%, 
which is the highest of all new EU member 
states. The risk of higher inflation could, under 
some scenarios, increase exchange rate 
volatility, with potential negative repercussions 

on public and private sector balance sheets. 
UPSIDE SCENARIO 
We could raise the rating if Romania's 
institutional framework strengthened, 
translating into more predictable 

policymaking. Under such a scenario, we 
anticipate that the government would make 
headway on budgetary consolidation, putting net 

general government debt firmly on a downward 
trajectory. 
RATIONALE 
Romania's comparatively low general 
government and external debt, its EU 
membership, and solid recent growth 

performance support the ratings. Constraints 
to the ratings include low economic wealth, 

relatively weak administrative capacity, an 

unpredictable policy environment, and only 
average monetary flexibility relative to peers. 
As a result of the government's procyclical and 
pre-electoral fiscal stance, budgetary and 
external deficits will likely remain substantial 

over the next few years. However, we do not 
forecast the budgetary deficit will exceed 3.4% 
of GDP in 2020. Given our view that growth will 
remain solid (albeit lower), and nondebt external 
inflows will continue, we don't forecast any 
major deterioration in public or private debt 
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levels between now and 2023. However, this 

projection could change if there was either a 
sharp correction in growth, a much larger fiscal 
deviation, an exchange rate devaluation, or a 

combination of the three. 
Institutional and economic profile: The post-
crisis economic expansion is reaching its peak 

Economic growth should remain just below 4% 
this year before weakening in 2020-2021 due to 

slowing external demand, easing wage growth, 
and a more neutral fiscal environment. Erratic 
policy execution, low administrative capacity, 
corruption, and polarization weigh on our 
institutional assessment, which is nevertheless 
helped by Romania's EU membership. 

We expect Romania's consumption-led 
expansion will continue in 2019, with headline 
growth of just under 4%, driven by public and 
private consumption. This follows average wage 
inflation so far this year of close to 14%. By 
2020, however, the growth cycle should reverse, 

with GDP weakening toward 3.0%-3.5% or 

potentially lower, as fiscal impetus, real wage 
growth, and external demand all weaken. The 
timing of the growth cycle is difficult to project, 
with the risk being that the cycle declines sooner 
and more forcefully than we currently forecast. 
One of our key assumptions is that the 
government will tighten the budget to offset 

planned sizable increases in pension spending in 
2020 and 2021, after national elections. We 
therefore project that the net contribution to 
GDP growth from fiscal measures in 2020 will be 
only mildly positive, and essentially zero in 
2021. 

Romania's growth dynamics remain constrained 
by the high net emigration of skilled labor, and 
weak overall population growth. Structural 

reforms to address these issues appear to be 
lacking. High wage growth in recent years has 
not been accompanied by comparable increases 
in productivity, which has in part eroded the 

competitiveness of Romania's exports 
The economic policy environment has stabilized 
following the government's revision of Ordinance 
114, a series of sectoral taxes including a 
comprehensive financial-sector balance sheet 
tax, which in its original construction would have 
likely born negative consequences for monetary 

policy effectiveness. Nevertheless, policy 
coordination among authorities is weak, and 
fiscal planning has been ad hoc and reactive. 
On Aug. 26, 2019, the ALDE party withdrew 
from the government coalition, leaving the PSD 
party with a ruling minority. Although the lack of 

a cohesive opposition lessens the likelihood of 

early elections, the departure of ALDE from the 
governing coalition is likely to further handicap 
policy-making for the remainder of 2019. That 
said, we consider difficult fiscal decisions, such 
as curbing overall expenditure and securing 
fiscal room for the recent pension law, will be 

left to the next cabinet after the 2020 elections. 
Romania's EU membership is, in our view, an 
important policy anchor and has been a major 
deterrent to recent attacks on the independence 

of the judiciary. To date, proposals to amend 

justice laws and criminal codes have stopped 
short of implementation, also in the face of 
strong domestic opposition. 
Flexibility and performance profile: External 
imbalances are widening due to brisk 
consumption and expedient fiscal policy 

The financing mix of Romania's current account 
deficit is shifting, as FDI and capital account 

flows temper. We expect the government will 
maintain its expansionary budgetary stance until 
the 2020 elections. Inflationary pressures are 
building from excess demand and still-strong 
wage growth. 
We estimate that Romania's fiscal deficit will 
remain at about 3% of GDP in 2019 on the back 

of strong nominal GDP growth, the potential for 
extra dividends from state-owned enterprises, 
and a likely further slashing of the investment 
budget. Budgetary imbalances are building, 
however, with spending on wages and pensions 

now surpassing 80% of tax revenue. Adding to 

the structural challenges is the low tax collection 
potential in Romania, which is likely to persist 
despite the government's actions to step up 
value-added tax collection. The gap between 
expected VAT revenues and VAT actually 
collected is the largest in the EU, according to 
European Commission data. 

Romania is preparing for presidential elections in 
2019 and local and parliamentary elections in 
2020. With political constituents in election 
mode, we expect the government deficit will 
widen slightly to 3.4% of GDP in 2020, partly 
due to efforts to secure electoral support. 
We believe pressure on Romania's budget will 

persist through 2022. In July 2019, the 
government passed pension legislation, which, if 

implemented according to plan, would have 
fiscal repercussions in the short term. We 
estimate that the legislated pension increases 
would amount to 3.0% of GDP by 2021. We 

include only part of this estimate in our forecast, 
however, since we expect the government will 
use caveats in the pension law that subject 
effective pension increases to the availability of 
fiscal funds. Despite this, the resulting short-
term political gains could continue to influence 
fiscal strategy, leading to a shift in budgetary 

allocations from the capital side to current 
account spending. 
The Romanian government has repeatedly 
deviated from the medium-term objectives 
stipulated in the EU Stability and Growth Pact. 
With fiscal pressures building, we expect deficits 
to extend to 3.4% of GDP in 2020, which would 

need to be addressed by the incoming 

government. We expect that fiscal adjustments 
will likely involve scrapping some of the pension 
increases anticipated in the recently introduced 
pension law. That said, Romania's higher deficit 
might prompt the European Commission to open 
an excessive deficit procedure in 2020, which 
could facilitate fiscal prudence. Ultimately, the 

fiscal adjustment will likely result in reduced 
government consumption and dampen economic 
growth. 

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 

  14 

Romania's current account will likely remain 

elevated through 2022 as government 
consumption and domestic demand lead to 
higher imports. Together with slowing exports, 

this will result in deficits exceeding 5.0% of GDP 
on average over 2020-2021. We observe that 
the current account deficit is increasingly 
covered by debt-financed inflows, since FDI and 

capital account flows are tempering. 
Moreover, we note a lack of foreign greenfield 
investments, suggesting that investors might be 
increasingly hesitant due to the rapid wage 
growth, lack of infrastructure development, and 
persisting political and policy uncertainties. For 

this reason, we expect Romania's external 

debt will keep increasing. Given the low 
starting point, we do not foresee a buildup of 
material external stock imbalances. We forecast 
Romania's external debt net of external public 
and financial sector assets to be slightly over 
40% of current account receipts by 2022. 

Romania's predominantly foreign-owned banking 

sector remains sound, in our view. The system's 
loan-to-deposit ratio declined to about 80% at 
year-end 2018 from its peak of 137% in 2008. 
Lending growth has remained positive for the 
past two years, with loans to households and 
loans denominated in Romanian leu increasing 

strongly, although this trend has recently 
decelerated. Nonperforming loans dropped to 
less than 5% of total loans by Dec. 31, 2018, 
down from over 21% at mid-year 2014. Liquidity 
and solvency ratios remain strong and banks 
have maintained their profitability despite low 
interest rates. 

The leu's value is under managed float in an 
inflation targeting regime, with a target of 2.5%, 
+/-1 percentage point. We observe that the 

National Bank of Romania has remained 
independent, despite political pressure in 2018, 
and conducted its firm and credible monetary 
policy. The bank raised rates three times in 

2018, by a total of 75 basis points, under efforts 
to ease inflationary pressures from excess 
demand and strong wage growth. 
We forecast an inflation rate of 4.0% in 2019, 
which is above the central bank's target. We 
believe that the inflationary environment will 

keep the spotlight on monetary policy, due to 
the need to firmly anchor inflation expectations. 
Greater monetary independence is partly 
inhibited by the relatively high share of system 
deposits in foreign currencies." 
 
(1 euro=4.7294 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved.  

 
 

IMF lifts Romania's 2019 GDP growth 

fcast, warns of increasing economic 

imbalances  

02-Sep-2019  
BUCHAREST (Romania), September 2 
(SeeNews) - The International Monetary Fund 

(IMF) said it raised Romania's economic 

growth forecast to 4% from 3.1% predicted in 
April but warned that growing macroeconomic 

imbalances could hinder economic progress. 

Growth in 2019 is expected to stay above 

potential at 4%, led by continued fiscal stimulus 
and strong wage growth, and be accompanied 
by further widening of current account and fiscal 
deficits,  the IMF said in a press release on 
Friday evening following the conclusion of Article 

IV consultations. Under Article IV of the IMF’s 
Articles of Agreement, the IMF holds bilateral 
discussions with members, usually every year. 
"Inflation in 2019 is expected to stay above 
the central bank's target band. Growth is 
expected to moderate to 3% in the medium 
term as the transitory effects of the fiscal 

stimulus fade. Lack of progress on structural 

reforms and subdued investment will constrain 
potential growth over the medium term," the 
IMF said. 
According to the global lender, with 

macroeconomic imbalances becoming 
increasingly evident, eroding buffers and 
undermining Romania’s capacity to withstand 

adverse shocks, there is a risk that the income 
convergence with the EU could suffer a setback. 
Moreover, the key domestic risk is an increase in 
vulnerability caused by policy shocks, including 
further fiscal stimulus or regresses on structural 
reforms. 
Externally, the key risk stems from a sharper-

than-expected external slowdown, which would 
widen the current account deficit, magnifying 
financing pressures. While Romania’s moderate 
public debt and reserves can provide a 
temporary cushion, these buffers can prove 
insufficient under an adverse event, the IMF 

stressed. 
To address the growing imbalances, the IMF 
directors called for shifting from procyclical to 
countercyclical fiscal policy, complemented by 
a tighter monetary policy stance and greater 

exchange rate flexibility. They further 
supported strengthening policy predictability and 
renewing structural reform initiatives to sustain 
convergence to average EU income levels. 

The IMF also called for a durable fiscal 
consolidation to help curb the twin deficits and 
reduce the burden on monetary policy and said 
they support further monetary policy tightening, 
given continuing inflation pressures. 
On August 5, Romania's central bank maintained 
its monetary policy rate at 2.50%. 

Also, the IMF noted that efforts to strengthen 
financial stability should continue and 
emphasized the need to re-energize the 

structural reform agenda to improve Romania’s 
medium-term growth prospects. 
Romania's 2019 budget bill is built on 

projections of 5.5% economic growth and 
envisages a deficit equivalent to 2.76% of GDP. 
Currently, Romania has no ongoing funding 
agreement with the IMF. 
 
(1 euro=4.7294 lei) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved.  
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Romania central bank's FX reserves 

rise to 35.6 bln euros in August  

debt amounted to 176 million euros. 

02-Sep-2019  
BUCHAREST, Sept 2 (Reuters) - The Romanian 

central bank's foreign exchange reserves, 
excluding 103.7 tonnes of gold, inched up 146 
million euros to 35.6 billion euros ($39.67 
billion) in August, the bank said on Monday. 

Inflows were 615 million euros, mainly 
representing changes in credit institutions' 
foreign currency-denominated required reserves, 
inflows into the finance ministry's accounts, 

inflows into the European Commission's account.  
Outflows were 469 million 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 September payments to 

service external public and publicly guaranteed 
foreign currency. 
 
($1 = 0.8973 euros) 
(Reporting by Radu Marinas) 
(( radu.marinas@thomsonreuters.com ; +40 21 527 
04 33; Reuters Messaging: 
radu.marinas.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2019.  
 
 

Fitch Ratings: Romanian Politics Could 

Complicate Economic Adjustment  

04-Sep-2019  
Fitch Ratings-Frankfurt/London-September 03: 
The break-up of Romania's governing 
coalition increases political uncertainty ahead 
of a busy electoral calendar and amid a 
backdrop of rising macroeconomic 
imbalances, Fitch Ratings says. This further 

reduces visibility on the likelihood, scope and 
nature of possible efforts to contain a rising 
budget deficit. 

On 26 August the Alliance of Liberals and 
Democrats withdrew from the coalition 
government it formed with the Social 
Democratic Party (PSD) in December 2016. 
Tension between the two parties has increased 

since both performed poorly in May's European 
Parliamentary elections. 
The immediate political consequences are still 
evolving. The PSD could find another junior 
coalition partner or may continue as a minority 
government but must face a parliamentary vote 

of confidence no later than 45 days after the 

coalition collapsed. If it lost, a caretaker 
government could be formed or early elections 
called. However, these can only take place after 
the presidential election in November 2019, 
possibly concurrently with local elections 
scheduled for June 2020. The next scheduled 

parliamentary election is due in late 2020 or 
early 2021. 
Political uncertainty complicates economic policy 

at a time when fiscal and external metrics have 

weakened. The general government budget 
deficit was 1.8% of estimated GDP (on a cash 
basis. non-annualised) over January-July 2019 

versus 1.2% and 0.6% in the same period in 
2018 and 2017, respectively. This is due to a 
sharp pick-up in expenditure combined with 
weaker-than-expected revenue growth. 

In our view, the corrective measures in the 
budget revision approved by the government in 
early August are insufficient to bring down the 
deficit to the budget target of 2.76% of GDP. We 
forecast the deficit to widen to 3.4% of GDP in 
2019, from 3% last year, and believe the 

government's projections rely on optimistic 
revenue assumptions. 
The current account deficit has also 
deteriorated, widening by almost 40% in 
1H19, primarily due to a sharp rise in the 

trade deficit. On a 12-month rolling basis the 
current account deficit was 4.95% of estimated 

GDP in June. Given that the deficit is not fully 

financed by FDI, this widening could push up net 
external debt. A weak administration or 
protracted political stasis could accentuate the 
policy challenge of improving medium-term 
fiscal and external sustainability. 
Not all policy uncertainty implies downside fiscal 
risks. For example, it is unclear if the 

government can move ahead with plans for a 
pension increase of 40% in September 2020 
(which will follow a 15% rise this September). If 
next year's increase did not happen, this would 
ease the pressure to lift revenues to match 
expenditure. 
Overall, we think that political uncertainty 

increases risks to the public finances and of 
economic overheating heading into a busy 

electoral period. The 'muddle through' 

approach that has enabled Romania to meet 
the EU's 3% deficit target in recent years may 
become more difficult as growth slows and 
opportunities to reduce spending at short 
notice become fewer. 

We noted uncertainty around the outlook for 

public finances when we affirmed Romania's 
'BBB-'/Stable sovereign rating in May. The rating 
is supported by moderate government debt, and 
GDP per capita and human development 
indicators above 'BBB' category peers. Twin 
budget and current accounts deficits are a key 

rating weakness. More predictable and credible 
policymaking could better support fiscal 
consolidation or measures to improve macro-
economic stability. 
 
Media Relations: Adrian Simpson, London, Tel: +44 20 
3530 1010, Email: 
adrian.simpson@thefitchgroup.com. 
Copyright © 2019 by Fitch Ratings, Inc. 
©Thomson Reuters 2019. All rights reserved.  
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Russia 

Russian Eurobonds follow UST up  

03-Sep-2019  
MOSCOW. Sept 3 (Interfax) - Prices for most 

Russian Eurobond issues are rising 
moderately on Tuesday amid gains for US 
Treasuries. 
Sovereign spreads are little changed. 

Russia's benchmark 2030 bonds were down 15 
basis points from previous closing by 6:15 p.m. 
Moscow time at 112.97% with yield at 2.86% 
per annum, up 4.5 bps. Three-year U.S. 

Treasuries were up 12 bps from their previous 
closing at 101.28%, with yield down 5.5 bps at 
1.405%. Spread between Russia-30 and UST3 
widened 10 bps to 145.5 bps. 
But Russia's 2043 bond was up 80 bps at 
129.15% yielding 3.98%, down 4.5 bps; the 

2042 bond rose 90 bps to 124.9%, yielding 

3.95%, down 5 bps; the 2026 bond was up 15 
bps at 109.86% with yield down 2.5 bps at 
3.115%; and the 2023 bond fell 4 bps in price to 
109.63% yielding 2.36%, up 1 bp. 
The 30-year bond maturing in 2047 was up 94 
bps to 120.45% with yield down 5 bps at 

4.02%; and the 10-year bond maturing in 2027 
was up 38 bps at 107.1%, with yield down 5.5 
bps at 3.21%. 
 
Pr mz 
(Our editorial staff can be reached at 
eng.editors@interfax.ru) 
Copyright © 2019 Interfax. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Serbia 

Serbia sells 7.8 bln dinars (66 mln 

euro) of 7-yr T-notes, yield drops  

03-Sep-2019  

BELGRADE (Serbia), September 3 (SeeNews) - 
Serbia sold on Tuesday 7.8 billion dinars 
($72.6 million/66.3 million euro) worth of 
seven-year Treasury notes, below its target of 
15 billion dinars, the finance ministry said. 

The average yield amounted to 3.40%, down 
from 4.37% achieved at the last auction held on 
June 4, when the government sold securities 

with a par value of 26.7 billion dinars of the 150 
billion dinars issue, the finance ministry said in a 
statement. 

The T-notes carry a coupon of 4.5% paid 
annually and will mature on January 11, 2026. 
 
(1 euro = 117.616 dinars) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved.  
 

 

Serbia's central govt debt falls to 

51.9% of GDP at end-July  

04-Sep-2019  
BELGRADE (Serbia), September 4 (SeeNews) - 
Serbia's central government debt totalled 
23.849 billion euro ($26.2 billion) at the end 
of July, the finance ministry said on 
Wednesday. 

The debt was equivalent to 51.9% of the 
projected 2019 gross domestic product (GDP), 
down from 53.8% at the end of 2018, when the 
central government debt amounted to 23 billion 
euro, data posted on the finance ministry's 

website showed. 
 
($ = 0.909981 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Slovakia 

Slovakia to offer 2047, 2030 bonds in 

September  

03-Sep-2019  
BRATISLAVA, Sept 3 (Reuters) - Slovakia will 
offer two bonds coming due in 2047 and 2030 in 

auctions on September 16, the country's debt 
management agency ARDAL said Tuesday. 
The indicated amount in the competitive round 
of the auction is seen at 100 million euros for 
the 2047 bond and 100 million euros for the 
2030 bond, ARDAL said in a monthly report. 

A non-competitive round offering the same 
paper will follow on September 17.  
 
(Reporting by Mirka Krufova; Editing by Tatiana 
Jancarikova) 
((prague.newsroom@thomsonreuters.com; +420 224 
190 477; Reuters Messaging: 
mirka.krufova.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Slovak Q2 slowdown threatens growth 

outlook, balanced budget plans  

06-Sep-2019  
BRATISLAVA, Sept 6 (Reuters) - Slovakia's 

economy slowed sharply in the second quarter 
on fading exports, showing the weakest 
expansion in central Europe in the period and 

putting the country's full-year growth outlook 
and balanced budget target in doubt, analysts 
said on Friday. 

Statistics office data on Friday showed the 
economy, dominated by car manufacturing, 
expanded by 2.0% year-on-year, a touch faster 
than an earlier flash estimate but well down 
from a 3.7% rise in the first quarter. 

On a quarterly basis, the economy rose 0.5%. 
Slovakia's growth in the quarter trailed 
neighbouring Czech Republic, which rose 2.7%, 
and was well behind Hungary and Poland's 
expansion as strong domestic consumption helps 
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the region weather falling demand from euro 

zone trade partners, especially Germany as it 
flirts with recession. 
Analysts said the Slovak deceleration in the 
quarter would mean a downgrade to the 
finance ministry's 3.5% full-year growth 

outlook. VUB bank analyst Michal Lehuta said 
the slowdown was mainly due to a fall in net 
exports related to a decrease in industrial 

production and a slump in fixed investment. 
It will likely mean full-year growth will slow to 
2.6% this year, from 4.1% in 2018, he said. 
External risks from global trade tensions to 
Britain's unclear exit from the European Union 
were the main risk factors.  
"Together with the ongoing trade war between 

the United States and China and the prospect of 
a no-deal Brexit, this means the outlook for this 
and the next year remain bleak," he said.  
Finance Minister Ladislav Kamenicky last month 
called on coalition parties to start saving up 

money as weaker growth threatened the 

government's goal to reach the first-ever 
balanced budget this year. He reiterated that 
warning on Thursday.  
"Unless the government makes intensive cuts to 
expenditures, it is not possible to reach a 
balanced budget at this point," Tatra Banka 
analyst Tibor Lorincz said.  

 
(Reporting by Tatiana Jancarikova, Editing by William 
Maclean) 
((prague.newsroom@thomsonreuters.com) (+420 224 
190 477) (Reuters Messaging: 
mirka.krufova.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Turkey 

Turkish Treasury working on Russian, 

Chinese, Japanese issuance  

02-Sep-2019  
By Nevzat Devranoglu 
ANKARA, Sept 2 (Reuters) - The Turkish 

Treasury is working on issuing debt in local 
Russian, Chinese and Japanese markets in an 
effort to diversify its borrowing from dollar 
and euro-denominated issues, the ministry 
said on Monday.  

"The Treasury is carrying out efforts for 
borrowing instruments in different markets for 
market and resource diversity," Turkey's 
Ministry of Treasury and Finance told Reuters.  

"Efforts for Samurai bonds in Japan, Panda 

bonds in China, and borrowing via rouble in 
Russia are being carried out in this framework," 
it added.  
More than 90% of Turkey's debt is 
denominated in dollars or euros, with nearly 
6% in Turkish lira and almost 2% in Japanese 
yen at the end of the first quarter.  

The Treasury, which had only targeted $8 billion 

in borrowing this year, has already issued debt 
worth $8.7 billion. 
Turkey would be the second country this year to 

tap Russia's bond market after Belarus, a close 

Moscow ally, in July placed a 10 billion rouble 
($151.53 million) issue there.  
Borrowing costs on Turkey's 10-year bond 

jumped in the spring to above 20% as the lira 
dropped on fears of U.S. sanctions, election 
uncertainty and a trend of Turks turning to 
foreign currencies. The bond's yield has since 

fallen to 15.3%.  
 
($1 = 65.9950 roubles) 
(Additional reporting by Andrey Ostroukh in Moscow 
and Behiye Selin Taner in Istanbul; Writing by 
Jonathan Spicer, editing by Ed Osmond) 
((jonathan.spicer@reuters.com; Reuters Messaging: 
jonathan.spicer.thomsonreuters.com@reuters.net 
@jonathanspicer)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Turkey dollar bonds rise after softer 

than expected inflation data   

03-Sep-2019  
LONDON, Sept 3 (Reuters) - Turkey's dollar-

denominated sovereign debt made healthy 
gains on Tuesday after inflation data showed 
prices were rising at a slower-than-expected 
pace.  

Longer-dated maturities enjoyed the biggest 
gains with the 2045 issue rising around 1.3 
cents to a two week-high of 91.691 cents in the 
dollar in a third straight day of gains.  
Data showed annual inflation fell by a bit more 
than expected to 15.01% in August, resuming 
its downward march after last year's currency 

crisis and likely paving the way for lower interest 
rates before year end. 
This added to the momentum from Monday 
when data showed the economy contracted less 

than expected in the second quarter.  
 
(Reporting by Karin Strohecker; Editing by Tom 
Arnold) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Turkey dollar bonds hit near-one 

month highs on rate cut hopes  

04-Sep-2019  

LONDON, Sept 4 (Reuters) - Turkey's sovereign 

dollar bonds hit the highest level in nearly a 
month on Wednesday, extending a four-day 
run of gains, in anticipation of further interest 
rate cuts by the central bank. 

Longer-dated maturities had the largest gains 
with the 2038 issue rising 1.1 cents, the most 
since Aug 7, to 101.2 cents in the dollar, 

according to Tradeweb.  
On Tuesday, data showed inflation fell to 
15.01% in August, resuming its downward 
trend, giving the lira another boost after figures 
on Monday showed the economy shrank less 
than expected in the last quarter. 
"Investors feel the weakness in inflation data 
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last month gives the central bank some cover to 

adjust rates further. We are expecting a 250 
basis points cut at the next meeting," said Jason 
Tuvey, senior emerging markets economist at 

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

Ukraine 

Ukraine GDP-linked warrants surge as 

government flags "definite plan"  

03-Sep-2019  
By Marc Jones 

LONDON, Sept 3 (Reuters) - The growth-linked 

securities Ukraine threw in to sweeten its 
2015 debt restructuring surged on Tuesday 
after the country's new prime minister fanned 
bets it was looking to buy them out to prevent 
massive future payments that could cripple its 

finances. 

Oleksiy Honcharuk told reporters in Kiev on 
Monday that the government had a "definite 
plan on how to minimise the harm from having 
these obligations" saying nothing should stand in 
the way of improving the country's economy. 
"To be afraid of economic growth because we 

have to fulfil some obligations, this is an 
inadequate approach," he added. 
The comments sent the GDP-linked warrants in 
question up 4 percentage points to 92 points 
according to Tradeweb data. They have already 

surged from around 62 points in May before 
presidential elections. 
Ukraine tossed in $3.6 billion in GDP warrants 
- bonds indexed to economic growth - in its 
2015 restructuring after it forced investors to 
write off 20 percent of the value of their 
original holdings. 

Kiev made one crucial omission though: unlike 
other warrant issuers, it did not cap future 
payouts, possibly making itself liable for big 
annual payments after 2025 when a temporary 

cap on the potential payments gets removed. 
"They (Ukraine government) have no call option 
on the warrants so they can try to buy it back 
but it will need to be a decent premium," said 
Pala Assets' fund manager David Nietlispach, 
who holds other types of Ukraine debt. 

The only other options is to threaten it with 

default but I don't think they will want to mess 
around like that having just built up some 
credibility (with bond buyers) again." 
The warrants, with a notional face value of $3.6 
billion, are structured to pay out depending on 
economic data for 2019-2038 although there is a 

slight delay until 2021 before they start formally 
paying out. 
Also, for the payments to start, Ukraine’s 
economy must exceed a minimal nominal GDP 

threshold of $125.4 billion in any given 

reference year when calculated using the 
average hryvnia/dollar exchange rate. 
If real, or inflation-adjusted GDP growth then 

exceeds 3 percent -- as it is expected to do this 
year -- Ukraine will pay warrant holders a sum 
equal to 15 percent of economic output above 
this threshold. However, if real growth is over 4 

percent, the payment rises to 40 percent of 
national wealth created above the higher level. 
These variables are all taken from the 
International Monetary Fund’s World Economic 
Outlook, except for the exchange rate which is 
based on Ukraine’s central bank data.  

 
(Reporting by Marc Jones in London and Natalia Zinets 
in Kiev, Editing by Karin Strohecker and Alison 
Williams) 
((marc.jones@thomsonreuters.com; +44 (0) 207 542 
9033; Reuters Messaging: 
marc.jones.thomsonreuters.com@reuters.net Twitter 
https://twitter.com/marcjonesrtrs)) 
(c) Copyright Thomson Reuters 2019. 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentina euro-denominated bonds 

slump on return to capital controls  

02-Sep-2019  
LONDON, Sept 2 (Reuters) - Argentina's euro-

denominated sovereign bonds suffered hefty 
losses to hit record lows on Monday after 
President Mauricio Macri authorized currency 
controls on Sunday. 

The 2022 bond dropped 9.2 cents to 35.8 cents 
while the 2027 issue tumbled 7.5 cents to 
33.218 cents, according to Refinitiv data. 
Argentina's assets have been battered by fears 
the country may be heading for another default. 
Euro-denominated issues - many of them held 
by European-based institutional investors - have 

faced a steep selloff after a credit rating cut 
from Standard & Poor's triggered automatic 
selling mechanisms at big German pension 
funds. 
 
(Reporting by Karin Strohecker; Editing by Tom 
Arnold) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Argentine peso, bonds whiplashed 

after capital controls imposed  

02-Sep-2019  
By Hugh Bronstein, Eliana Raszewski and Walter 

Bianchi 
BUENOS AIRES, Sept 2 (Reuters) - Argentine 
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bond prices fell to record lows on Monday and 
the official and black market pesos diverged 

after the country imposed capital controls in a 
bid to stem a currency rout that is sharpening 
the risk of default. 

The move on Sunday by President Mauricio 
Macri, a free-markets advocate who abolished 
capital controls after he came to power in 2015, 
was a sharp about-face for his administration 
after the conservative leader was pummeled in 

primary elections in August. 
The country's peso, bonds and equities have 
since tumbled, forcing Macri to unveil plans to 
delay payments on around $100 billion of debts 
as well as the currency controls restricting the 
purchase of dollars. 
The peso closed 0.88% stronger in official 

markets, but closed 0.79% weaker in the black 
market at 63.5 per dollar, a divergence 
underscoring a loss of trust in the official price 
that was also helped by a market holiday in the 

United States. 
"The dollar at this level is now strong 
enough," Treasury Minister Hernan Lacunza 

told a news conference. "All these measures 
have the central objective of stability." 

Central bank president Guido Sandleris on 
Monday called Argentina's financial system 
"strong" and said the bank would adhere to its 
strict monetary policy, despite the currency 
restrictions.  
Sandleris, speaking at a press conference, said 

the bank was in talks with the IMF to "redefine" 
the goals under its $57-billion financing 
agreement for September, though there have 
not yet been any changes.  
The official peso had lost more than 23% since 
the Aug. 11 primary election turned the 

country's politics on its head, with incumbent 

Macri getting thrashed by his populist-leaning 
opponent Alberto Fernandez.  
The currency is down more than a third so far 
this year, following a more than 50% drop last 
year. The central bank has burned through 
nearly $1 billion in reserves since Wednesday, 

but has failed to stem the peso's slide. 
Fernandez is the clear front-runner ahead of the 
Oct. 27 general election. His vice presidential 
running mate is former President Cristina 
Fernandez de Kirchner, a free-spending populist 
who applied trade and currency controls during 
her two terms from 2007-2015. 

Her presence on the ticket has caused concern 
about the return of the interventionist left to 
power, although the more moderate Alberto 
Fernandez has said he alone will set policy. 

LONG LINES AT BANKS 
Unusually long lines formed at banks in 
Buenos Aires on Monday, with depositors 

looking to withdraw dollars or pesos from 
their account, despite the government saying 
the financial system remains solid. 

"All these people are taking out what they have, 
or part of what they have, because they'd rather 
keep their cash at home at this stage," 61-year-
old depositor Julio Novoa told Reuters.  
Having announced changes to Argentina's bond 

payment schedule last week, the application of 

currency controls was the second measure by 
Macri that flew in the face of his promise to use 
orthodox policies to straighten out the 

chronically troubled economy. Macri's new 
controls may be difficult to back out of later, 
analysts said. 
"The problem with restrictive, emergency 

measures is that they are easier to apply than to 
retract," said Buenos Aires-based financial 
analyst Christian Buteler in a tweet. 
More peso weakness was expected ahead. "The 
game has changed for the foreign exchange 
market," said Sabrina Corujo, an analyst with 

Buenos Aires brokerage Portfolio Personal, 
warning local stocks and bonds were set to 
weaken as well. 
The central bank has been authorized to 
restrict purchases of dollars as it burns 
through its reserves to prop up the peso. 

Macri won the presidency in 2015 on promises of 

"normalizing" Latin America's No. 3 economy by 

ditching the controls favored by the previous 
administration. 
Argentina's benchmark international 2028 dollar 
bonds dropped more than 2 cents to a new low 
of 36.5 cents, according to Refinitiv data. Bonds 
maturing in 2038 recorded similar losses. 
Argentina's euro-denominated sovereign bonds 

also suffered hefty losses to hit record lows. The 
2022 bond dropped more than 10 cents to 34.45 
cents while the 2027 issue tumbled 7.2 cents to 
33.501 cents, according to Refinitiv data. 
American depository receipts (ADRs) of 
Argentina's financial institutions also came under 
pressure. Grupo Financiero Galicia's Frankfurt-

listing, tumbled 9.15% while Banco Macro SA, 
fell 6.5%. 

Monday was a U.S. holiday, which could help 
control losses in Argentine asset prices by 
reducing trading volumes, Buteler tweeted. 
The risk premiums demanded by investors to 
hold Argentina's dollar bonds over safe-haven 

U.S. Treasuries rocketed to 2,534 basis points 
on J.P. Morgan's index of hard-currency 

emerging market bonds. Those levels were last 
seen in the wake of a major 2001 default. 
Capital controls are "a sign of distress in the 
market and reflect that the new parameters on 
Argentina are weak and when the peso weakens 
further it weighs on the credit profile," said 

Michael Bolliger, head of asset allocation for 
emerging markets at UBS Wealth Management. 
"There remains a lot of pressure on the currency 
... There's a limit to what they can do without 
capital controls." 

 
(Reporting by Karin Strohecker, Eliana Raszewski, 
Walter Bianchi, Marina Lammertyn and Hugh 
Bronstein; Additional reporting by Tom Arnold and 
Marc Jones; Writing by Cassandra Garrison; Editing by 
Steve Orlofsky, Nick Zieminski, Peter Cooney and 
David Gregorio) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
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Fitch raises Argentina's sovereign debt 

rating to "CC"  

03-Sep-2019  
Sept 3 (Reuters) - Fitch on Tuesday upgraded 

Argentina's sovereign debt rating to "CC" 
from "restricted default" following the 
country's payment of short-term debt 
instruments on Aug. 30. 

The ratings agency, however, downgraded the 
country's ceiling to 'CCC' from 'B-', citing the 
recent imposition of capital controls and risks 
that they could be tightened further. 
It also said the "CC" rating reflects Fitch's 

expectation that a further default by the country 
or debt restructuring of some kind is probable. 
Fitch had downgraded Argentine sovereign debt 
to "restricted default" last week. 
 
(Reporting by Shivani Singh in Bengaluru; Editing by 
Maju Samuel) 
((ShivaniSingh1@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Brazil 

Bolsonaro wants Brazil's spending cap 

law changed  

05-Sep-2019  
BRASILIA, Sept 4 (Reuters) - Brazilian 

President Jair Bolsonaro has asked his 
economic team to look into changing the 
"spending cap" law, a key fiscal rule aimed at 
reducing the country's public deficit and debt, 
presidential spokesman Otavio do Rego 
Barros said on Wednesday. 

"The president advocates a change in this law, 

because if it is not done, the government faces 
running out of funds in coming years to cover 
the cost of running the public machine," he said. 
The rule limits growth in public spending to the 
annual inflation rate of the previous year. It is 
one of the government's three fiscal pillars along 

with the "golden rule" prohibiting debt issuance 
to pay for current spending, and its primary 
deficit target. 
Bolsonaro's government has made fixing the 
public accounts one of its top economic 
priorities, and so far this year has announced 
spending freezes of 34 billion reais ($8.3 
billion). 
But weak economic growth has intensified the 

squeeze, and government departments face 
severe funding problems. The 2020 budget 

unveiled last week showed that public 
investment, already at a record low, will fall 
further next year.  
"The government will not raise taxes on society 
to balance the books. So we need to change 

mandatory expenditure," the president's 
spokesman said. 
Sources have told Reuters, however, that while 
the economic team agrees mandatory spending 
should be more flexible, it believes the cap 

should stay in place. 

 
(Reporting by Lisandra Paraguassu and Marcela Ayres 
Writing by Jamie McGeever 
Editing by Leslie Adler) 
((jamie.mcgeever@thomsonreuters.com; +55 (0) 61 
3426 7015; Reuters Messaging: 
jamie.mcgeever.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Chile 

Chile forex market intervention not yet 

justified  

03-Sep-2019  
By Natalia A. Ramos Miranda 
SANTIAGO, Sept 3 (Reuters) - Chile Finance 

Minister Felipe Larrain said on Tuesday that 
conditions on the South American nation's 
foreign exchange market did not yet justify 
intervention, even as the Chilean peso has 
continued to fall against a strengthening 
dollar. 

Chilean trader Tanner said this week that 
intervention by Chile's Central Bank could be 
warranted should the peso fall to 740 to the 
dollar. The peso was trading at 724 to the dollar 

around mid-day on Tuesday.  
"That's a decision that the central bank would 
need to take if and when those scenarios take 
place, and we haven't gotten there yet," Larrain 
told reporters. 
Chile's peso has weakened alongside its 

sputtering economy, as festering global trade 
tensions and a plummeting copper price take 
their toll.  
 
(Reporting by Natalia Ramos; writing by Dave 
Sherwood; Editing by Dan Grebler) 
((dave.sherwood@thomsonreuters.com; +56 9 9138 
1047, +56 2 2370 4224; Reuters Messaging: 
dave.sherwood.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Colombia 

Fitch Says Colombia Fiscal Risks 

Remain Despite Good 1H19 Data  

05-Sep-2019  

Sept 5 (Reuters) - Fitch: 
• Fitch says Colombia fiscal risks remain 
despite good 1h19 data 

• Fitch says data from h1 2019 indicating 

that colombia is on track to meet its 2019 fiscal 
target without one-off asset sales is a positive 
development 

• Fitch says data from h1 2019 indicating 
that for Colombia meeting 2020 target could be 
challenging 
• Fitch says while positive, 1h19 macro 
and fiscal data do not alter our view of risks 
colombia faces in achieving its medium-term 
fiscal targets 
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((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Jamaica 

Jamaica launches cash tender for 

US$3bn of bonds  

04-Sep-2019  
By Miluska Berrospi 
NEW YORK, Sept 4 (IFR) - Jamaica has 

announced a cash tender for about US$3bn of 
bonds, a liability management operation that 
conditional upon an international capital 

markets transaction, the sovereign said on 
Wednesday.  
The sovereign is targeting its 11.625% 2022s, 
9.250% 2025s, 7.625% 2025s and its 6.750% 
2028, offering purchase prices of 122.375, 

129.00, 119.50 and 118.125, receptively. 
The offer expires September 10. Bank of 
America and Citigroup are acting as dealer 

managers.  
 
(Reporting by Miluska Berrospi) 
((Miluska.Berrospi@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Mexico 

Ahead of budget, Mexico government 

promises prudent fiscal policy  

04-Sep-2019  
MEXICO CITY, Sept 4 (Reuters) - In the run-up 

to the presentation of Mexico's 2020 fiscal 

budget, Mexican Finance Minister Arturo 
Herrera said on Wednesday that fiscal policy 
will be conducted with prudence and 
discipline given the outlook for the global 
economy. 

Market watchers, credit ratings agencies and 
investors will pour over the budget proposal 
when it is presented on Sunday for signs of how 
President Andres Manuel Lopez Obrador will 

continue to manage Latin America's second 
largest economy. 
"We have to be very careful, we have to be 
responsible in macroeconomic terms and we 
have to be fiscally disciplined," Herrera said at 
an event in Mexico City. 
Even the central bank, in its most recent 

statements, has underscored the importance 
that the 2020 budget package must "generate 
confidence." 

Herrera said the package will be "extraordinarily 
responsible" but left room for the primary 
budget surplus of 1% of gross domestic product, 
which the government is targeting in 2019, to be 
adjusted next year. 

"We have to keep looking for ways to stabilize 
the debt trajectory, we have to have some level 
of primary surplus and we have to look for 
sources so that income continues to grow," he 

said. 

At the same event, Moody's analyst Ariane Ortiz-
Bollin said that investor confidence in Mexico has 
been affected by unpredictable policy decisions, 

adding to a wave of investor concerns during 
Lopez Obrador's nine-month-old administration.  
 
(Reporting by Stefanie Eschenbacher; Writing by 
Anthony Esposito; Editing by Sandra Maler) 

((anthony.esposito@tr.com; +5255 5282 7140; 
Reuters Messaging: 
anthony.esposito.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Peru 

Peru government considers taking on 

$1 bln of Petroperu debt  

03-Sep-2019  

By Marco Aquino 
LIMA, Sept 3 (Reuters) - The Peruvian 

government is evaluating a proposal by state-
owned energy company Petroperu to transfer 
about $1 billion of the company's debt to the 

public treasury, the finance minister said on 
Tuesday. 

"What's been proposed is simply that within the 
state, instead of the public company (assuming 
the debt), it'd be the treasury," Finance Minister 
Carlos Oliva told journalists. 
"It's something that has to be evaluated," he 
added. 

The action could make it easier for Petroperu to 
issue new bonds if needed as it tries to close the 
financing gap for a $4.7 billion expansion of its 
Talara refinery and pay down debt stemming 
from the project, which started in 2014. 

Petroperu has also proposed selling 10% to 15% 
of its shares through a private placement 

offering next year, and selling assets at Talara to 
raise some $800 million, the president of the 
company said last week. 
Petroperu has already sold $2 billion in dollar-
denominated bonds and secured a $1.3 billion 
loan from Spanish state-backed insurer Cesce to 

pay for the expansion at Talara.  
 
(Reporting By Marco Aquino, Writing By Mitra Taj; 
Editing by Steve Orlofsky) 
((mitra.taj@thomsonreuters.com; +51 (1) 277-9550; 
Reuters Messaging: 
mitra.taj.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Venezuela 

Venezuela opposition retains U.S. law 

firm Sullivan & Cromwell in debt 

restructuring  

03-Sep-2019  

CARACAS, Sept 3 (Reuters) - U.S. law firm 

Sullivan & Cromwell LLP will be the lead 
counsel for Venezuela's opposition as it seeks 
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to restructure the country's foreign debt, 
opposition leader Juan Guaido's overseas 

legal representative said on Tuesday.  

President Nicolas Maduro's government has 

defaulted on most of roughly $60 billion in 
foreign bonds issued by Venezuela and state oil 
company Petroleos de Venezuela, S.A., known 
as PDVSA, but has had minimal contact with 
creditors about addressing the situation.  

Guaido, the leader of the opposition-run 
Congress who has been recognized by more 
than 50 countries as Venezuela's rightful leader, 
is preparing for a negotiating process after 
Maduro leaves power. The legislature last month 
said it would form a commission to eventually 
renegotiate the debt. 
Venezuela is mired in a hyperinflationary 
economic crisis that has led to shortages of 
food and medicine and prompted more than 4 

million people to emigrate. Making debt 
payments in those circumstances would likely 

draw criticism from some sectors of the 
opposition who believe helping the vulnerable 
should be a priority.  

The law firm offered "an accommodation on 
legal cost for an initial period" due to the 
humanitarian crisis in Venezuela, Guaido's office 
said in a statement posted on Twitter.  
Sergio Galvis, Sullivan & Cromwell's head of 
Latin American and Sovereign Finance practices, 

and Jim Bromley, the co-head of the firm's 
Restructuring Group, will lead the negotiating 
team, according to the statement.  
Sullivan & Cromwell did not immediately 
respond to a request for comment.  
 
(Reporting by Luc Cohen 
Editing by Chizu Nomiyama and Leslie Adler) 
((luc.cohen@thomsonreuters.com; +58 424 133 7696; 
Reuters Messaging: Twitter: 

https://twitter.com/cohenluc)) 
(c) Copyright Thomson Reuters 2019. 
 

AFRICA 
 

 

Egypt 

Egypt sees lower budget deficit, higher 

primary surplus in FY 2019/20  

03-Sep-2019  
CAIRO, Sept 3 (Reuters) - Egypt is targeting a 

budget deficit of 7.2% this fiscal year, the 
finance minister said on Tuesday, down from 
a deficit of 8.2% in 2018/2019. 

The government is targeting a deficit of 6.2% in 
the 2020/2021 fiscal year, Finance Minister 
Mohamed Maait said at a business conference in 
Cairo. 
The country is targeting a primary surplus of 

124 billion Egyptian pounds ($7.51 billion) in the 
2019/2020 fiscal year, he said. It had a primary 
surplus of 104 billion pounds last fiscal year, 
equivalent to 2% of GDP. 
The budget deficit in the 2018/2019 fiscal year 

was slightly below an official forecast of 8.4%. 

More than $10 billion in hot money exited Egypt 
last fiscal year during the emerging markets 
crisis, Maait said. 

Egypt is targeting economic growth of 6% in the 
2019/2020 fiscal year, which began in July, 
slightly more than the 5.6% targeted in the 
2018/2019 fiscal year. 

 
(Reporting by Mohamed Sayed; Writing by Yousef 
Saba; Editing by William Maclean) 
((Yousef.Saba@thomsonreuters.com; 
+201222184730)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Nigeria 

Nigeria uses tax credits for private 

firms to boost infrastructure  

04-Sep-2019  
By Alexis Akwagyiram and Chijioke Ohuocha 
ABUJA, Sept 4 (Reuters) - Nigeria is using a 

system of tax credits to encourage private 
companies to share the cost of infrastructure 
projects as part of a drive to diversify Africa's 
biggest economy away from its reliance on oil 
sales, the country's tax chief said. 

Tunde Fowler, executive chairman of the Federal 
Inland Revenue Service (FIRS), said in an 
interview on Wednesday that more than 10 local 
companies had applied for the scheme to receive 

50% of expenditure in tax credits.  
He also said Nigeria had a target to nearly 
double tax revenues this year from 2018 due to 
a surge of new payers following the end of an 
amnesty and the introduction of a new database 
that uses biometric data.  
Africa's biggest oil producing country has 

sought to diversify its economy away from 
crude sales, but has struggled to improve 
non-oil revenues as debt servicing costs rise.  

And after Nigeria signed up to a new continent-
wide free trade agreement in July, 
manufacturers have called for improvements to 
road, rail and power networks to compete with 
firms from across Africa.  

Fowler said two companies had successfully 
applied to receive tax credits for infrastructure 
projects so far. One was part of the Dangote 
Group conglomerate, owned by the continent's 
richest man Aliko Dangote, which will build a 
road under the scheme. He did not name the 
other company.  

"It may reduce the amount of my collections 

initially, but ... as I expand my tax net, I would 
make up for that reduction," said Fowler. "We 
believe we would generate more revenues from 
the additional infrastructure that would be 
created." 
The tax credit scheme was signed into law, 

under an executive order, by President 
Muhammadu Buhari in January.  
Buhari was elected for a second term in 
February, in part due to his vow to develop the 
country's poor infrastructure that has stymied 
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development for decades. 

But he faces a challenge amid rising debt 
servicing costs. Nigeria spent 35% of 
government revenues servicing debt in 2016, 

when its economy entered a recession that it left 
the following year. Since then, it has taken on 
more local and foreign debt. 
Economic growth slowed to an annual rate of 

1.94% in the second quarter of this year, the 
statistics office said on Tuesday. The non-oil 
sector grew 1.64% and the oil sector 5.15%, 
though crude prices have fallen since then. 
Fowler said 5.32 trillion naira ($17.39 billion) 
was collected in taxes in 2018 and his office was 

targeting 8.9 trillion naira this year. 
He said the increase was possible because the 
number of tax payers was expected to jump to 
around 45 million this year from 20 million in 
2018. That was largely due to the inclusion of 
people identified in a tax amnesty that ended 
this year. 

Fowler said that change, coupled with a new 
database drawing on biometric data tied to bank 
accounts, had led to an improvement in 

compliance and collections in the first eight 
months of this year. 
But Fowler's targets, which he described as 
"ambitious", may be hard to meet in a country 
of 190 million people where around 80% of the 
workforce is employed in the informal sector. 

That has hindered tax collection in the past.  
Fowler, speaking at his office in the capital, 
Abuja, said a move to include value added tax 
(VAT) on all online transactions was expected to 
come into force in January 2020. He said e-
commerce was, at present, a tax loophole. 
"There are a lot of areas that are not yet 

captured," he said.  
Fowler added the current VAT rate of 5%, one of 

the lowest in the world, should be raised.  
"I believe that Nigeria should review the VAT 
rate to 7.5%," he said, though any such change 
would have to be implemented by the 
government.  

 
($1 = 305.90 naira) 
(Writing by Alexis Akwagyiram; Editing by Mark 
Potter) 
((alexis.akwagyiram@thomsonreuters.com; +234 
8188 779 319; Reuters Messaging: 
alexis.akwagyiram.thomsonreuters.com@reuters.net / 
Twitter: https://twitter.com/alexisak)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Rwanda 

Fitch Affirms Rwanda at 'B+'  

03-Sep-2019  
Sept 3 (Reuters) - Fitch Ratings: 
Fitch Ratings has affirmed Rwanda's Long-
Term Foreign-Currency Issuer Default Rating 
(IDR) at 'B+' with a Stable Outlook. 

KEY RATING DRIVERS 

Rwanda's 'B+' rating reflects its twin fiscal and 
current account deficits, high public and external 

indebtedness and low income per head. These 

weaknesses are tempered by stable 
macroeconomic performance, marked by high 
potential growth and relatively low inflation and 

underpinned by strong governance and a 
conducive business environment. 
The government estimates that its budget deficit 
widened to RWF445 billion (5.2% of GDP) on a 

cash basis in the fiscal year ending June 2019 
(FY19), from 5% of GDP in FY18. This is well 
above the 'B' category medians and largely 
reflects high capital spending. Arrears clearance 
is the primary factor pushing the cash deficit to 
over 6% of GDP in our forecast for FY20, against 

the backdrop of continued high capital spending 
and a medium-term trend of declining budgetary 
grants. Net lending is also expected to pick up, 
reflecting higher support for export promotion 
activities; net lending also includes support to 
Rwandair. 
The authorities intend to keep the five-year 
rolling average fiscal deficit below 5.5% of 

GDP, as targeted in the new three-year Policy 
Coordination Instrument with the IMF. Under 
our forecasts, the five-year average deficit 
will hit 5.5% of GDP in FY21. 

The broader public sector is a source of fiscal 
risk, given the government's active role in 
driving economic development. In the electricity 
sector, planned investments in grid expansion 

and government guarantees on power purchase 
agreements may necessitate an increase in 
government support. Budget figures already 
include around 1.2% of GDP per year in support 
to Rwandair in the form of net lending and 
transfers, and around 1.4% of GDP in support to 
the electricity sector in the form of transfers and 

capital spending (in some scenarios evaluated by 
the World Bank, this rises to 4% of GDP by 

FY21). 
We estimate that government gross debt (at 
face value) rose to around 52% of GDP in 
FY19, up from 50% of GDP in FY18, including 
guaranteed debt of around 7% of GDP. We 
expect the debt ratio to reach 55% of GDP in 
FY20 and continue rising over the medium 

term. The government has a self-imposed debt 
ceiling of 50% of GDP in present value terms. In 
practice this is only a loose constraint as the 
present value of government debt is currently 
estimated at around 20% of GDP below face 
value due to concessionality. We assume that 
the government will be able to meet the 

majority of its borrowing requirements with 
external concessional loans linked to 
development projects, despite a gradual move 

towards market financing. 
We expect the current account deficit to widen 
to above 10% of GDP in 2019-2020, as a pick-
up in domestic growth further boosts imports, 

while external interest payments mount and 
grant income moderates. This would be well 
above the 'B' medians, and up from an outturn 
of 7.9% of GDP in 2018. The higher deficit will 
largely be financed by government project-
linked borrowing and foreign direct investment, 

pushing net external debt further above the 'B' 
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medians, from a forecast 44% of GDP in 2019. 

We expect that reserve coverage will edge down 
to under four months of external payments (still 
close to the 'B' medians). 

Rwanda's GDP per head, which we forecast at 
around USD790 in 2019, remains significantly 
below the current 'B' category median (around 
USD3,200 per head), despite strong 

macroeconomic performance and significant 
development gains since the end of the Civil War 
in 1994. Development needs will create 
persistent pressure on the public finances over 
the medium term. The government's National 
Strategy for Transformation aims to more than 

double GDP per head by 2030.  
Rwanda's medium-term GDP growth outlook 
of 7%-8% is well above that of 'B' and 'BB' 
peers, reflecting population growth, public 
investment, and growth-oriented policies 
promoting import substitution and tourism. 
Although strong performance continued into 

1Q19 (8.4% yoy), risks are tilted to the 
downside, in our view. The impulse from 

additional government spending will fade, and in 
the absence of more fiscal expansion, sustaining 
growth at these levels will depend on the 
economy's ability to harness domestic and 
foreign private investment. The spread of Ebola 
virus from the neighbouring Democratic Republic 
of the Congo could undermine Rwanda's tourism 

sector, which accounts for around 4% of GDP of 
external receipts, although so far there have 
been no reported cases in Rwanda. 
All-Rwanda consumer price inflation averaged -
0.3% yoy in 2018, driven by lower food prices in 
rural areas. Headline urban inflation was higher 
at 1.4%, or 2.4% excluding food and energy. 

All-Rwanda inflation picked up to 1.6% yoy in 
July 2019. Subdued inflation allowed the 

National Bank of Rwanda (NBR) to lower the 
Central Bank Rate to 5% from 5.5% in May 
2019. Under its new interest-based monetary 
policy framework, NBR is targeting inflation of 

5% (within a band of +/- 3pp), which we expect 
will be reached in 2020-2021. 
Rwanda scores better than 53% of all countries 
on World Bank Governance Indicators, despite 
weak performance on the Voice and 
Accountability pillar. This compares favourably 
with the current 'B' category median of 32%, 

and reflects continuous improvements in all but 
two of the past 20 years. Among other factors 
this reflects exceptionally strong performance on 
the Ease of Doing Business ranking, where 
Rwanda ranks 29th globally and 2nd in Africa. 
These strengths support the outlook for foreign 

investment and aid inflows and increase 

confidence in the government's ability to 
respond to macroeconomic shocks. 
SOVEREIGN RATING MODEL (SRM) AND 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Rwanda a score 
equivalent to a rating of 'B+' on the Long-Term 

Foreign-Currency (LT FC) IDR scale.  
Fitch's sovereign rating committee did not adjust 
the output from the SRM to arrive at the final LT 
FC IDR. 

The removal of a -1 notch adjustment on 

External Finances reflects the committee's view 
that the risks from Rwanda's high external debt 
are adequately captured in the SRM output. 

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 lead to positive 
rating action are: 
- A narrowing of the fiscal deficit and reduction 
in government debt/GDP, for example through 
higher domestic revenue mobilisation or 
moderation in spending. 

- A reduction in net external debt/GDP, for 
example supported by a pick-up in non-debt 
foreign investment or a narrowing of the current 
account deficit. 
- Continued improvements in governance 
indicators, or strong GDP growth leading to 
higher GDP per capita relative to peers. 

The main factors that could lead to negative 
rating action are: 
- Build-up of government and external debt 
beyond current forecasts, for example due to 
higher spending or weaker revenue mobilisation. 
- A weakening of Rwanda's ability to attract 

long-term concessional flows, grants or foreign 
direct investment to finance the current account 
deficit. 
- A worsening of Rwanda's medium-term growth 

potential, for example as the result of a 
weakening of the outlook for private investment. 
KEY ASSUMPTIONS 

Fitch assumes that the ruling RPF government 
will be able to maintain broad social and political 
stability. 
ESG CONSIDERATIONS 
Rwanda has an ESG Relevance Score of 5 for 
Rule of Law, Institutional & Regulatory Quality 
and Control of Corruption as World Bank 

Governance Indicators have the highest weight 
in Fitch's Sovereign Rating Model and Rwanda 
scores well above peers on indicators of 
Governance and Doing Business; this is 
therefore highly relevant to the rating and a key 
rating driver with a high weight. 

Rwanda has an ESG Relevance Score of 5 for 
Political Stability and Rights as World Bank 

Governance Indicators have the highest weight 
in Fitch's Sovereign Rating Model and are 
therefore highly relevant to the rating and are a 
key rating driver with a high weight. 
Rwanda has an ESG Relevance Score of 4 for 

Human Rights and Political Freedoms as World 
Bank Governance Indicators have the highest 
weight in Fitch's Sovereign Rating Model and the 
Voice and Accountability pillar remains a 
standout weakness for Rwanda; this is therefore 
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relevant to the rating and a rating driver. 

Rwanda has an ESG Relevance Score of 4 for 
Creditor Rights as willingness to service and 
repay debt is relevant to the rating and is a 

rating driver for Rwanda, as for all sovereigns. 
 
Additional information is available on 
www.fitchratings.com  
Copyright © 2019 by Fitch Ratings, Inc. 
(c) Copyright Thomson Reuters 2019. 
 
 

South Africa 

South African current account deficit 

widens in second quarter  

05-Sep-2019  
JOHANNESBURG, Sept 5 (Reuters) - South 

Africa's current account deficit widened more 
than expected in the second quarter from the 
first, and the trade balance swung to a deficit, 
the central bank said on Thursday. 

The readings will dampen positive economic 
momentum generated on Tuesday by data 

showing GDP grew more than forecast in the 
second quarter. President Cyril Ramaphosa has 
promised to kick-start growth after a decade of 
stagnation. 
The current account deficit was 4% of gross 
domestic product (GDP), the South African 
Reserve Bank said, wider than the average 
3% of GDP forecast by economists surveyed 
by Reuters and than the 2.9% shortfall in the 

first three months of the year.  

The rand, which has gained more than 3% this 
week thanks the GDP boost, trimmed session 
gains to trade 0.17% firmer at 14.7800 per 
dollar as of 0920 GMT. 

The central bank said the quarterly trade 
balance swung to a deficit of 27.2 billion rand 

($1.8 billion) in the second quarter from a 
surplus of 41.9 billion rand in the first. 
 
($1 = 14.7800 rand) 
(Reporting by Olivia Kumwenda-Mtambo; Editing by 
Toby Chopra and John Stonestreet) 
((Olivia.Kumwenda@thomsonreuters.com; +27 11 595 
2817; Reuters Messaging: 
olivia.kumwenda.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Tunisia 

R&I Affirms BB, Negative  

04-Sep-2019  
NEWS RELEASE  
Sep 04, 2019  
R&I Affirms BB, Negative: Republic of Tunisia, 
Central Bank of Tunisia  
Rating and Investment Information, Inc. 

(R&I) has announced the following:  
RATIONALE:  
Tunisia's economy is recovering moderately. 
Thanks to financial assistance from international 
institutions, such as the International Monetary 

Fund (IMF), and foreign governments, foreign 

currency liquidity is relatively stable. Despite the 
commitment of the government and the central 
bank to correcting the country's external 

imbalances, there are concerns that the 
authorities would fail to contain current account 
and fiscal deficits and the government debt ratio 
would be further elevated. With presidential 

and parliamentary elections scheduled for the 
autumn of 2019, it is necessary to ascertain 
whether a new government will be able to 
steadily pursue policies to achieve fiscal 
consolidation, economic stability and stronger 

growth. R&I has therefore affirmed the Foreign 
Currency Issuer Rating at BB and left the 
Negative Rating Outlook unchanged.  
Real gross domestic product (GDP) grew 2.5% in 

2018, primarily driven by a strong service 
industry benefiting from a turnaround in 
tourism, as well as by an increase in agricultural 
production. For 2019, real GDP growth is 

projected to exceed 2% and the IMF forecasts 
2.7% growth. In R&I's view, there are significant 

downside risks to the economy, including reform 
stagnation possibly caused by political turmoil 
and social pressure, a deterioration of the 
security situation and a slowdown in the 
European economy. Further economic growth is 
vital for improving the job market where the 
unemployment rate is above 15%.  
The consumer price index rose 7.3% on 
average in 2018. The central bank raised its 
policy rate several times and has left it 
unchanged at 7.75% since February 2019. 
With inflation decelerating in 2019, the real 
policy rate turned positive. The central bank has 
also introduced a restriction on loan to deposit 
ratios of commercial banks. Together with policy 

rate hikes, the measure is expected to 

decelerate banks' excessive lending especially to 
consumers and thereby ease pressures on the 
current account balance, the dinar exchange 
rate, and consumer price. R&I favorably views 
the central bank's stance of putting priority on 
price stability and addressing the issue.  

The current account balance has been in a deficit 
of more than 10% of GDP. Service account 
surpluses have been widening thanks to tourism 
recovery, but not enough to offset the impact of 
the worsening trade balance. Substantial 
improvements in current account deficits cannot 
be envisaged for the coming years. External 

debt is on the rise, amounting to 97.2% of GDP 
as of end-2018. Given that short-term external 

debt reached 156.9% of foreign reserves, 
attention should be paid to Tunisia's external 

vulnerability. Even so, the country has been 
receiving IMF disbursements steadily, and other 
multilateral and bilateral financial assistance is 

expected to continue. The government will 
therefore unlikely face difficulties in funding.  
The central government's fiscal deficit for 

2018 was 4.8% of GDP. Revenues increased as 
a share of GDP, as tax revenues grew thanks 
mainly to tax hikes and efforts to enhance tax 
efficiency for securing fiscal resources. On the 

back of the strong economy, tax revenues have 
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continued to rise in 2019, but expenditures have 

also climbed substantially. As a result, the fiscal 
deficit for 1th widened year on year. To achieve 
the target of containing the fiscal deficit for 2019 

at 3.9% of GDP, the government needs to 
restrain expenditures, in R&I's view.  
Credit ratings are R&I's opinions on an issuer's 
general capacity to fulfill its financial obligations 

and the certainty of the fulfillment of its 
individual obligations as promised 
(creditworthiness) and are not statements of 
fact. Further, R&I does not state its opinions 
about any risks other than credit risk, give 
advice regarding investment decisions or 

financial matters, or endorse the merits of any 
investment.  
R&I does not undertake any independent 
verification of the accuracy or other aspects of 
the related information when issuing a credit 
rating and makes no related representations or 
warranties. R&I is not liable in any way for any 

damage arising in relation to credit ratings 
(including amendment or withdrawal thereof). 
As a general rule, R&I issues a credit rating for a 
fee paid by the issuer.  
NEWS RELEASE  
The outstanding public debt to GDP ratio is on 
an upward trend, standing at 77% as of end-
2018. Because the debt is mostly owed to 

international institutions and foreign 
governments, the interest payment burden is 

relatively modest. That said, placing the debt 
ratio on a steady downward trajectory is 
essential for higher creditworthiness. From 2020 
onwards, the government plans to gradually 
reduce fiscal deficits. This will require 
consistently curbing current expenditures, such 

as personnel expenses and subsidies, in addition 
to increasing revenues.  

The primary rating methodology applied to this 
rating is provided at "R&I's Analytical Approach 
to Sovereigns". The methodology is available at 
the web site listed below, together with other 

rating methodologies that are taken into 
consideration when assigning the rating.  
Credit ratings are R&I's opinions on an issuer's 
general capacity to fulfill its financial obligations 
and the certainty of the fulfillment of its 
individual obligations as promised 
(creditworthiness) and are not statements of 

fact. Further, R&I does not state its opinions 
about any risks other than credit risk, give 
advice regarding investment decisions or 
financial matters, or endorse the merits of any 
investment.  
R&I does not undertake any independent 

verification of the accuracy or other aspects of 

the related information when issuing a credit 
rating and makes no related representations or 
warranties. R&I is not liable in any way for any 
damage arising in relation to credit ratings 
(including amendment or withdrawal thereof). 
As a general rule, R&I issues a credit rating for a 

fee paid by the issuer.  
 
(C) Copyright 2019 - R&I - Rating and Investment 
Information Inc. 

©Thomson Reuters 2019. All rights reserved. 
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