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ASIA 
 

China 

China's regulators ask financial 

institutions to check local govt debt  

08-Feb-2018  
SHANGHAI, Feb 8 (Reuters) - Chinese 

authorities in the southwestern province of 
Sichuan have asked financial institutions to 
conduct self-inspections on their financing of 
local governments, said two people with 
direct knowledge of the matter. 

The new rules are the latest in a series of tough 

measures taken by Beijing to rein in local 
government debt, with policymakers increasingly 
wary of lurking risks in the world's second-

largest economy. 
China's outstanding local government debt 
rose 7.5 percent to 16.47 trillion yuan ($2.56 
trillion0 at the end of 2017 from the previous 
year, according to Reuters calculations, but 
remained within the government's target. 

In a notice dated Jan. 16, the Chengdu city 
branch of the central bank and the Sichuan 
branch of the Ministry of Finance (MoF), among 

others, asked financial institutions to self-inspect 
their financing of public-private partnership 
(PPP) projects and local government 

involvement in funds. 
The authorities could not be reached for 
comment. 
The self-inspections also cover guarantees, 

commitment letters, the use of finance for 

buying services and loans for land reserves, 

among other things.  

We "need to fully understand the importance of 
regulating the financing behaviour of local 
governments, place more importance on 
guarding against risks," said the notice.  
The self-inspections also include local 
government financing platforms and the use 
of public assets as collateral, including land 

reserves when taking on debt. 

The plan echoes a decision by China's top 
leadership at its annual economic conference in 
December, in which policymakers said they 
would strengthen the regulation of local 
government debt in 2018 to reduce financial 
risk. 

In January, the China Insurance Regulatory 

Commission and the MoF said that while the 
purchase of local government bonds is 
encouraged, insurers must not provide financing 
to local governments in ways that violate central 
government rules. 
 
(Reporting By Li Zheng and Engen Tham in Shanghai; 
Writing by Engen Tham; Editing by Kim Coghill) 
(( shu.zhang@thomsonreuters.com ; +86 10 6627 
1271; Reuters Messaging: 
shu.zhang.thomsonreuters.com@reuters.net )) 
 
 

India 

India "might" achieve 3 pct fiscal 

deficit target by 2019/20   

05-Feb-2018  
NEW DELHI, Feb 5 (Reuters) - India "might 
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actually" be able to reduce the fiscal deficit to 
3 percent of the GDP by 2019-20, a finance 

ministry official said on Monday, a year ahead 
of a stated goal of the government announced 
last week. 

"Fiscal Deficit at 3.3 percent for 2018-19, 
backed with statutory commitment to bring it 
down to 3 percent by 20-21 (might actually be 
achieved in 19-20) ..." Subhash Chandra Garg, 
the economic affairs secretary in the finance 

ministry, said in a Tweet. 
 
(Reporting by Aditya Kalra) 
(( Krishna.Das@tr.com ; +91-98711-18314, +91 11 
4954 8026; Reuters Messaging: 
Krishna.Das.thomsonreuters.com@reuters.net , 
Twitter: https://twitter.com/krishnadas56 )) 
 
 

Fitch: India Budget Supports Growth, 

Delays Fiscal Consolidation  

06-Feb-2018  
Fitch Ratings-Hong Kong/Singapore-February 
05: The Indian government's budget has 

pushed back fiscal consolidation, leaving 
much of the task of addressing the country's 
relatively weak public finances to the next 

administration, says Fitch Ratings. However, 
the budget target revisions are modest, and are 
balanced by positive reform momentum and a 
strong economic outlook. 
The postponement of consolidation in part 

reflects policies to support the economy, which 
was held back last year by weak investment and 

disruptions from demonetisation and the 
introduction of the goods and services tax 
(GST). New spending initiatives include 
measures to boost rural incomes, an ambitious 
health insurance scheme intended to cover 
about 500 million people, and funding for the 
construction and upgrading of medical colleges 

and hospitals. This spending will benefit a large 
section of the public ahead of general elections 
due by May 2019. 
The budget deficit target for the fiscal year 
ending March 2019 (FY19) is set at 3.3% of 
GDP, down from an expected 3.5% in FY18. This 

implies fiscal slippage of 0.3% of GDP in both 
FY18 and FY19 relative to last year's budget 
targets of 3.2% and 3.0% of GDP, respectively. 
The target for FY18 was missed largely because 
of higher expenditure. This government's initial 
fiscal plan, set out in 2014, aimed to reduce the 
deficit to 3.0% of GDP by FY18 - the level 

consistent with the Fiscal Responsibility and 
Budget Management (FRBM) Act of 2003. It now 
does not expect to hit that target until FY21, 
beyond its current electoral term. 
Despite this slippage, the government stated 
in the budget that it plans to adopt a ceiling of 
40% of GDP for central government debt, as 
recommended by the FRBM Committee in 

January 2017, compared to an estimated 50% 

of GDP in FY18. This would be a positive step 
towards a more prudent fiscal framework, if 
eventually adhered to, even if debt is unlikely to 
fall below the ceiling by FY23, as recommended 

by the committee. 
We have stated previously that 
implementation of fiscal initiatives to reduce 
general government debt over the medium 
term is one of the main factors that could 

trigger positive rating action. Weak public 
finances currently constrain India's sovereign 
rating of 'BBB-', with general government debt 
(including debt of the states) at 68% of GDP, 

well above the 40% median for 'BBB' rated 
sovereigns. The general government fiscal 
balance of -6.5% of GDP also compares poorly 
with the -2.5% 'BBB' median. 
The forecasts underpinning the budget appear 
broadly credible. The 17% revenue rise 
expected in FY19 is notably higher than the 
government's nominal GDP growth forecast of 
11.5%, but the GST may generate strong 

collections. Moreover, the roll-out of e-
assessment, which reduces the face-to-face 
interaction between taxpayers and officials, may 
contribute to a higher income tax intake. That 
said, there is a risk the government may not be 
willing to cut expenditures to reach its deficit 
target in an election year if revenue disappoints. 

The government's GDP growth forecasts of 6.8% 
in FY18 and 7%-7.5% in FY19 are not far out of 
line with our own. The temporary drag from 
demonetisation and the GST introduction will 
fade, while structural reforms should support 
productivity gains, provided they are 
implemented effectively. 

Sluggish investment growth remains a drag on 
the economy, but a recovery might be supported 
by a corporate tax change that makes more 
companies eligible for the lower SME bracket, as 
well as the government's continued 
infrastructure investment drive. A large part of 

the infrastructure push will be financed off-
balance sheet. 
The decision to increase minimum support prices 
for agricultural goods to 1.5x the cost of 
production is likely to lift rural incomes, but 
could also push up inflation and bring forward 
monetary tightening. 

 
Media Relations: Leslie Tan, Singapore, Tel: +65 67 96 
7234, Email: leslie.tan@fitchratings.com; Wai-Lun 
Wan, Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 
www.fitchratings.com. All opinions expressed are 
those of Fitch Ratings. 
Additional information is available on 
www.fitchratings.com 
 
 

Indian govt, RBI to discuss bond yield 

surge at borrowing meeting  

06-Feb-2018  
•Rise in bond yields could push up other 
interest rates - sources 
•Govt to discuss timing, tenure, tools and 
open mkt buy options 
•Meeting first among other borrowing talks to 
be held with RBI 

http://www.fitchratings.com/
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By Suvashree Choudhury and Neha Dasgupta 

NEW DELHI, Feb 6 (Reuters) - India's finance 

ministry will raise its concerns about the 
sharp rise in market bond yields when it holds 
a meeting this week with the central bank to 
discuss government borrowing plans for the 
year, two people familiar with the matter said. 
A persistent rise in bond yields has raised 
worries among senior government officials about 
a potential increase in overall interest rates in 

the economy. 
India's spike in yields comes as worldwide 
concerns about inflation and rising interest rates 
knocked investor confidence, with global stocks 
tumbling on Tuesday after a Wall Street rout. 
"The fundamentals of the market do not 
command such high yields," said one of the 

people. "The rise in yields will eventually push 
up interest rates in general in the economy." 
Separately Economic Affairs Secretary Subhash 
Chandra Garg told financial newsprovider 
Newsrise that the government might cancel the 
upcoming auction on Friday if yields remained 

high. 
India's benchmark 10-year bond yield fell six 
basis points to 7.53 percent after the news on 
hopes the government and RBI might consider 
steps to ease yields. 

The meeting, the first in a series of debt 
management talks with the Reserve Bank of 
India scheduled over the next one month, will 
discuss the timing, tenure and tools of 

government financing over the next financial 
year, the people said. 
The government will also raise the possibility of 
the RBI buying bonds via open market 
operations (OMOs) to keep yields lower and 
inject liquidity, one of the people said, though 

the final decision on whether it does so rests 
with the central bank. 
Both the RBI and finance ministry did not have 
an immediate comment on the planned 
discussions. 
BOND GLOOM 
Indian government bond yields have risen by 

110 basis points since July and are on track to 
post a third straight quarter of increase, 
marking the sharpest rise since the 2013 
currency crisis, due to worries about a 
hawkish RBI, fiscal slippage and high 
inflation. 

That has forced the government to cancel some 
of its bond auctions including its last scheduled 
one for 110 billion rupees ($1.71 billion). 
"We wanted to send a message to the market 

that we are not comfortable with the high yields. 
That is why we cancelled the auctions," said the 
second person, adding the government won't 
seek to borrow the amount it would have raised 
at last week's cancelled auction as it was 
comfortable with its cash position. 

"We are trying to give as much relief as possible. 

Even the gross borrowing number was not high," 
the person said. 
In the fiscal 2018-19 budget outlined last week, 
India's government announced planned gross 
market borrowings of 6.06 trillion rupees 

($94.34 billion), in line with market 

expectations. 

Attention is now turning to the RBI's monetary 
policy outcome on Wednesday, with the RBI 
expected to toughen its rhetoric around inflation 
and lay the ground for a rate hike, as recent 
data has shown a marked acceleration in 
inflation within the economy. 

Anindya Das Gupta, managing director and head 
of trading at Barclays India, said the RBI's 
comment about its inflation stance this week will 
be an important cue for markets. 
"If state banks stay away from buying and the 
RBI tone is hawkish, then we're headed for 

higher yields in bond markets," Das Gupta said. 
 
($1 = 64.2100 Indian rupees) 
(Reporting by Suvashree Dey Choudhury and Neha 
Dasupta; Editing by Euan Rocha and Sam Holmes) 
(( suvashree.dchoudhury@thomsonreuters.com ; +91-
22-61807223; Reuters Messaging: 
suvashree.dchoudhury.thomsonreuters.com@reuters.n
et )) 
 
 

India bonds jump as some see central 

bank less hawkish on inflation  

07-Feb-2018  
•Benchmark 10-year bond yld falls the most 
in over 2 wks 
•RBI says "need for viligance" on inflation 
•But Gov Patel balances comments on price 
and growth risk 
•Rupee, stocks weaken on muted foreign 
inflows 

By Suvashree Choudhury and Nidhi Verma 
MUMBAI, Feb 7 (Reuters) - Indian bonds 

gained the most in over two weeks on 
Wednesday after the central bank sounded 
less hawkish on inflation concerns than some 
traders had expected. 

Traders took comfort from the tone of the 
Reserve Bank of India's statement after a 
monetary policy review, and by comments from 

Governor Urjit Patel who appeared to carefully 
balance the risks to inflation and growth. 
"This seems more like a relief rally," said Anand 

Bagri, head of domestic markets at RBL Bank in 
Mumbai. 
"Markets were overly bearish going into the 

monetary policy. The policy (statement) seems 
to have assuaged some of these concerns which 
has led to short covering," he said adding that 
traders might turn cautious on bond supply 
concerns. 
The 10-year benchmark bond yield fell as much 
as 11 basis points at one point to 7.49 percent, 

the biggest intraday fall since Jan. 17. 
It was trading at 7.51 percent at 1049 GMT, 
after ending at 7.57 percent on Tuesday. 
The rupee also rose briefly but trimmed gains on 
weak foreign inflows. 

It traded at 64.24 rupees to the dollar from 
64.13 before the policy announcement. It had 

ended at 64.25 on Tuesday. 
The broader NSE stock index was down 0.21 
percent. 
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The RBI kept the repo rate steady at 6.00 

percent, as widely expected, but maintained a 

careful balancing act in its comments. 
The central bank highlighted higher oil prices 
and fiscal deficit slippages as potential risks to 
inflation on one hand, but also echoed concerns 
of government and businesses over weak 
economic growth. 

 
(Editing by Kim Coghill) 
(( suvashree.dchoudhury@thomsonreuters.com ; +91-
22-61807223; Reuters Messaging: 
suvashree.dchoudhury.thomsonreuters.com@reuters.n
et )) 
 
 

Indonesia 

Indonesia sells 10.075 trln rupiah of 

Islamic bonds, mostly higher yields  

06-Feb-2018  
JAKARTA, Feb 6 (Reuters) - Indonesia's finance 

ministry sold 10.075 trillion rupiah ($742.34 
million) of Islamic bonds at an auction on 

Tuesday, above the indicative target of 8 
trillion rupiah, its financing and risk 
management office said. 

The weighted average yield for Islamic T-bills 
maturing in August 2018 was 4.21979 percent. 
The project-based sukuk maturing in March 
2020 had a weighted average yield of 5.69577 

percent, higher than 5.60000 percent in the last 

auction on Jan. 23. 
Those maturing in January 2022 had a weighted 
average yield of 6.00641 percent, higher than 
the previous auction's 5.83965 percent. 
The weighted average yield for the project-
based sukuk maturing in October 2025 was 
6.43954 percent, up from 6.33951 percent in 

the previous auction. 
The project-based sukuk maturing in November 
2031 had a weighted average yield of 7.11488 
percent.  
There were no winning bids for the project-
based sukuk maturing in February 2037.  

Total incoming bids on Tuesday were 20.15 

trillion rupiah, up from 27.99 trillion rupiah in 
the previous auction. 
The highest bid-to-cover ratio was 3.28 for the 
Islamic T-bills maturing in August 2018. 
 
($1 = 13,572 rupiah) 
(Reporting by Nilufar Rizki; Editing by Sunil Nair) 
(( nilufar.rizki@thomsonreuters.com )( +6221 2992 
7611) (Reuters Messaging: 
nilufar.rizki.thomsonreuters.com@reuters.net )) 

 
 

Indonesia's medium-term growth to 

rise to 5.6 pct  

07-Feb-2018  
WASHINGTON, Feb 6 (Reuters) - The 

International Monetary Fund said Indonesia's 
annual economic growth will gradually rise to 
about 5.6 percent over the medium term, led 
by robust domestic demand, but cautioned 

against building up too much debt in the 
country's drive to boost infrastructure 

investment. 

The IMF said in its annual review of Indonesia's 
economic policies, released in Washington on 
Tuesday, that it projects annual inflation to 
remain at around 3.5 percent, with well-
anchored inflation expectations. Indonesia's 
current account deficit is expected to remain at 

near 2 percent of gross domestic product due to 
firm commodity prices and robust exports, the 
Fund said. 
 
(Reporting by David Lawder; Editing by James 
Dalgleish) 
(( David.Lawder@tr.com ; +1 202 354 5854; Reuters 
Messaging: 
david.lawder.thomsonreuters.com@reuters.net )) 
 
 

Israel 

Israel parliament to take initial vote on 

2019 budget next week  

07-Feb-2018 16:33:03 

JERUSALEM, Feb 7 (Reuters) - Israel's 

parliament is expected to take its initial vote 
on the 2019 state budget draft and economic 
plan on Tuesday, the Finance Ministry said. 

It said on Wednesday that lawmakers will 
receive the draft on Sunday but given the short 

amount of time slotted for debate, only 30 
clauses and reforms in the economic plan will be 

voted on next week. 
They include removing barriers to personal 
imports, making it easier to switch banks and 
easing families' tax burden. 
The cabinet last month unanimously approved 
the budget draft. 
After the vote, the budget will go to 
parliament's finance committee where it 
typically gets amended, before a final vote in 
the full plenum later this year. 

 
(Reporting by Steven Scheer; Editing by Tova Cohen) 
(( steven.scheer@thomsonreuters.com ; +972 2 632 
2210; Reuters Messaging: 
steven.scheer.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/StevenMScheer)) 
 
 

Lebanon 

Lebanon's public sector plagued by 

inefficiency, waste  

05-Feb-2018  
•Transport department oversees almost no 
public transport 
•Postal administration redundant post 
privatisation 
•Public spending tripled over 12 years with no 
state budget 
•Donors will turn critical eye on finances at 
April meeting 

By Dahlia Nehme 
BEIRUT, Feb 5 (Reuters) - The corridors are 
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dark in Lebanon's Public Transport and 
Railway Administration. A few employees 

scroll through mobile phones in mostly empty 
offices lined with filing cabinets covered in 
dust. 

In a country with almost no public transport, 
these civil servants have little to do. Yet the 
administration still has a budget of 13 billion 
Lebanese pounds ($8.64 million).  
Public sector waste is a huge problem for 

Lebanon, which suffers from one of the highest 
levels of public debt in the world. 
With Lebanon suffering weak economic 
growth, some leaders are raising the alarm 
about the unsustainable state deficit, financed 

mostly by local banks. International donors 
aiming to meet later this year are expected to 
demand reform. 

But with parliamentary elections approaching in 
May, Lebanon's sectarian power-sharing system 
will make it hard to deliver cuts. The World Bank 
said in a 2016 report that the system - long 
used by politicians to bestow patronage and 
shore up their support - was partly to blame for 
waste.  

Public spending in total climbed from $6.5 billion 
in 2005 to $16 billion in 2016, said Nassib 
Ghobril, chief economist at Byblos Bank.  
"There is a huge waste, there is overstaffing," he 
said.  
Lebanon's debt-to-GDP ratio was 155 percent 
at the end of 2017, one of the highest in the 

world, the World Bank projected.  
Servicing that debt took over the public sector 
wage bill as the biggest part of state spending 
late last year, Ghobril said. 

Lebanon's transport administration is located in 
a sprawling complex near central Beirut, dotted 
with rusting trains from the days when the 
country had a railway, and roamed by a pack of 

wild dogs. 
"We have massive plans to revive reform and 
activate the public transport sector," its director, 
Ziad Nasr, told Reuters, including restoring the 
railway and setting up a proper bus service. The 
plans are on hold due to lack of funds, he said. 
The current public bus service for the country of 

4 million people is a fleet of 40 buses. The bus 
drivers are employed by the transport 
administration but few get behind the wheel, 
some because they are afraid they will be 
attacked by the drivers of private minibuses, 
who dominate the sector.  
"I haven't driven a bus for more than a year and 

a half and there are others who haven't driven 
for 10 years," said one of them, asking not to be 
named. 
NO MEANINGFUL ROLE 
The transport agency is just one of more than a 
dozen government departments that are funded 

but have no meaningful role, said Mohammed 
Shamseddine, senior researcher at Information 

International, a Beirut-based consultancy 
working on market research and public policy. 
The Elissar agency was set up to develop 
Beirut's southwestern suburbs but all work 
stopped in 1997 due to political disputes and 

difficulties securing financing.  

Although the development project was shelved, 

the agency has retained an annual budget of 3.4 
billion pounds ($2.25 million) and roughly 40 
employees, said Shamseddine.  
The agency declined to talk to Reuters. But its 
former director Fadi Fawaz, now an economic 
adviser to Prime Minister Saad al-Hariri, said the 

government plans to relaunch the project this 
year. 
"For 20 years, (it) has seen no progress," he 
admitted. 
The power-sharing system, part of an 
agreement that ended Lebanon's civil war in 

1990, can extend informally to balancing civil 
service staff ratios along sectarian lines, the 
World Bank's 2016 report said, making it difficult 

to lay off staff.  
"Each of these administrations has a general 
director and employees and abolishing it means 
infringing the rights of the sects to which these 

civil servants belong," said Shamseddine, who 
has been gathering data on the issue.  
Some agencies close down only after the last 
employees have retired, he said. He gave the 
example of an agency set up to promote 
Lebanon's once famous silk industry that halted 
all activities in 1975 when the civil war erupted 

but was only officially closed in 2000. 
The postal administration has 60 employees and 
a 6.8-billion-pound ($4.50 million) annual 
budget, despite the fact that almost all its 

functions ceased in 1998 when the postal service 
was privatised. 

It still designs the postage stamps, however. 
"There was no strategic vision about what to do 
with the employees after privatisation," its 
director, Mohammed Zuheir Youssef, told 
Reuters. But he added: "The state can't cause 
indignation in society and fire them all." 
SCLEROSIS 
A deep split between Lebanon's most 
important political blocs has caused more 
sclerosis: elections have been postponed 
twice, there was no formal government from 
2014-2016 and no budget from 2005 until last 
year.  

A deal between rival parties allowed parliament 
to appoint the current government in 2016.  
Whether the May elections will help solve 

problems or simply paper them over is not yet 
clear. For now it may have made things worse, 
however. 
Politicians with their minds on votes rammed 
through a popular public sector pay rise in its 
first state budget in 12 years last year. 
They also passed new taxes to cover the extra 

spending, budgeted at $917 million. But the 
truth is nobody really knows how much it will 
cost because there are no accurate data on how 
many people are on the state payroll.  

A ministry set up at the end of last year to fight 
corruption and waste lacks a budget, a building, 
employees, powers or an organisational 

structure. 
"We didn't ask for money. The budget is already 
heavily burdened," said the minister, Nicholas 



 

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 

  7 

Tueni.  

 
($1 = 1,511.0000 Lebanese pounds) 
(Editing By Angus McDowall and Sonya Hepinstall) 
(( angus.mcdowall@thomsonreuters.com ; Reuters 
Messaging: 
angus.mcdowall.thomsonreuters.com@reuters.net )) 
 
 

Malaysia 

Malaysia's CIMB expects sovereigns to 

issue green Islamic bonds in 2018  

06-Feb-2018  
CIMB Islamic Bank CEO expects first 
sovereign green sukuk 
•Companies also eyeing green Islamic bonds - 
CEO 

•Global sukuk issues in 2018 to be up slightly 
on last year 
•Market could see new sukuk issuers from 
UAE, Qatar 

By A. Ananthalakshmi 
KUALA LUMPUR, Feb 6 (Reuters) - CIMB Group 

Holdings Bhd expects sovereigns to issue 
'green' Islamic bonds for the first time this 
year, a top executive at Malaysia's second-
biggest lender by assets said. 

More than one sovereign could tap the Islamic 
bond market to raise funds for climate-friendly 
investments, Rafe Haneef, Chief Executive of 
CIMB's Islamic banking arm told Reuters in an 

interview on Monday.  
"We predict about 3 to 5 sovereign sukuk issues 
to come to market this year and we expect some 

of them to be green issuances," Rafe said. 
"Corporates are also eyeing green sukuk 
issuances." 
Indonesia's finance minister told Reuters last 
month that the Southeast Asian country was 
working towards a U.S. dollar-denominated 
green sukuk.  

If Indonesia proceeds with the greek sukuk, it 

would be both the first sovereign to issue green 
Islamic bonds and the first Asian country to 
issue green bonds. 

Green bonds are a growing category of fixed-
income securities, raising capital for projects 
with environmental benefits. 
Global green bond issuance hit a record 
$155.5 billion in 2017, and could reach $250 

billion to $300 billion this year, research from 
the Climate Bonds Initiative showed last 
month. 

Poland was the first sovereign to issue green 
bonds in late 2016, but no country has yet 
issued a green sukuk. 
Rafe said more and more investors are allocating 
funds for socially responsible investments (SRI) 

and Islamic bond issuers could benefit from that.  
"By issuing a green sukuk, you are not only 

tapping Islamic funds, but also the (SRI) funds. 
There is a big demand for that. There would be 
more incentives for sovereigns and corporate to 
go the green route," he said. 
Green bonds make up a small fraction of the 

overall global bond market, but they are 

attracting more attention because meeting 

emissions-cut targets will require trillions of 

dollars of capital from public and private sectors. 
Rafe expects the total number of Islamic bond 
issuances this year to be "slightly higher" than 
last year, driven mainly by infrastructure bonds 
in Southeast Asia. 
"We expect more issuances in the first half, than 

the second half," he said. 
Rafe said he does not expect any "jumbo" sukuk 
issues in 2018, following Saudi Arabia's $9 
billion international sukuk last year. 
However, he expects some new issuers to enter 
the sukuk market, saying state-owned 

enterprises from the United Arab Emirates and 
Qatar were possibilities.  
 
(Reporting by A. Ananthalakshmi; editing by Richard 
Pullin) 
(( ananthalakshmi.as@thomsonreuters.com ; +603 
2333 8036; Reuters Messaging: 
ananthalakshmi.as.thomsonreuters.com@reuters.net ; 
Twitter: https://twitter.com/AnanthalakshmiA)) 
 
 

Maldives 

Fitch: Maldives Unrest May Test 

Economic Vulnerabilities  

08-Feb-2018  
Fitch Ratings-Hong Kong/Singapore-February 

08: The Maldives' heavy reliance on tourism 

and its weak external financial position would 
make it vulnerable to a prolonged period of 
political upheaval that deters visitors, says 
Fitch Ratings. 
President Abdulla Yameen declared a state of 
emergency on Monday in response to protests 
over the government's defiance of a Supreme 

Court order to release political prisoners. The 
situation highlights the polarised nature of 
politics in the Maldives that has posed a risk to 
stability over the last decade. The current bout 
of turmoil could be protracted and may still 
intensify. The unrest even has the potential to 
escalate tensions between regional powers such 

as China and India, given their competition for 
influence in south Asia. 
Political instability could hit the country's 
important tourism sector. Many tourists never 
set foot on the capital island of Male - which has 
been the focus of the unrest - or use the local 
currency, rufiyaa, as the tourism sector is highly 

dollarised. Moreover, tourism growth was not 
hampered much by previous political problems, 
such as the ousting of an elected president in 
2012. However, travel warnings issued by 
foreign ministries suggest the impact could be 
stronger this time. The US and UK have warned 

nationals to exercise caution when visiting the 

Maldives, while China and India advised citizens 
to defer all non-essential travel. Chinese 
nationals alone make up almost one-quarter of 
visitors, and arrivals from India make up a still 
small (6%), but rapidly growing, segment. 
Tourism indirectly accounts for 75% of GDP, if 
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the indirect contribution from support industries 

is included - the direct contribution is 30% of 

GDP. This high dependence on one sector 
subjects the economy to volatility, and leaves it 
vulnerable to developments that undermine the 
Maldives' attractiveness as a holiday destination, 
such as the current bout of political instability or 
safety threats. 

The tourism sector generates large foreign 
exchange flows. Even with tourism receipts, the 
current account balance was an estimated -14% 
of GDP in 2017, according to Fitch. It has been 
in persistent deficit for decades due to the 
country's reliance on imports of basic foods, 

consumer goods, machinery and energy. The 
government's large infrastructure and 
construction projects have added to pressures in 

recent years. Much of the financing for these 
projects has come from abroad. 
Foreign exchange buffers against a loss of 
tourism revenue are low - reserves of USD530 
million covered just 2.7 months of imports in 

November. There is therefore a risk of a 
liquidity squeeze and debt servicing 
difficulties in the event of a loss of confidence 
in the rufiyaa peg, and especially in the case 

of a prolonged disruption to tourism. A 
mitigating factor is that tourism-related outflows 
are also large, as the sector, for instance, 
accounts for a significant share of imports, and 
these would drop along with inflows if tourism 

dipped. However, the timing of the impact on 

inflows and outflows could diverge. 
The government's fiscal position is also sensitive 
to tourism. More than one-third of government 
revenue comes directly from tourism and some 
of the revenue-generating initiatives that 

underpin the government's fiscal consolidation 
strategy are also tied to the sector. The 
government has been attempting to bring down 
the budget deficit from -10.4% of GDP in 2016. 
Fitch assigned the Maldives a sovereign rating of 
'B+' in May 2017. This was one notch below the 
score assigned by our sovereign rating model, 

reflecting low reserve coverage in combination 
with high dependence on one sector and an 
expected accumulation of external debt in the 

next few years from the execution of large 
infrastructure projects. 
 
Media Relations: Leslie Tan, Singapore, Tel: +65 67 96 
7234, Email: leslie.tan@fitchratings.com;  
The original article can be accessed at 

www.fitchratings.com 
 
 

Mongolia 

Mongolia on its way to recovery, IMF 

says in latest bailout review  

06-Feb-2018  
ULAANBAATAR, Feb 6 (Reuters) - Mongolia is 

on course to receive another tranche of a 
bailout package agreed last year after 
progress in its economic recovery was praised 
by the International Monetary Fund (IMF) on 

Tuesday. 

The IMF said in a notice that it has completed its 

third assessment of Mongolia's $434 million 

three-year Extended Fund Facility, part of a 
quarterly review process agreed last year and 
designed to ensure Mongolia's reforms remain 
on track.  
Mongolia agreed in 2017 to cut spending and 
undertake structural reforms as part of a $5.5 

billion IMF-led bailout package aimed at 
relieving debt pressure and bolstering the 
tugrik currency, which went into freefall in 
2016. 

But the agreement faced "significant risks" and 
would therefore be subject to a quarterly review, 
the IMF said.  
The IMF said on Tuesday that Mongolia had met 

key fiscal deficit targets while strong 
international commodity demand had aided the 
country's recovery.  
Mongolia's economic growth was now projected 
at 5 percent in 2018 and 6.3 percent next year, 
compared with an estimated 3.3 percent in 
2017, it added. 

"The economy is doing better than expected led 
by commodity exports and a pick-up in domestic 
demand," IMF staff team leader Geoff Gottlieb 
was quoted as saying. 
Government revenues also benefited from the 
pick-up in commodities demand, with coal 
exports more than doubling on the year in 
2017 thanks to stronger sales to China. 

"These developments have resulted in a 
largely stable exchange rate, a fall in interest 
rates, and have greatly improved the 
government's debt service schedule," Gottlieb 
said. 

"Nevertheless, the growth outlook is subject to 
risks including a fall in external demand for 
commodities and higher fuel prices," he added. 
"In light of these risks and still limited buffers, 

fiscal and monetary policies should remain 
prudent." 
Neil Saker, the IMF's representative in 
Mongolia, told Reuters the next disbursement 
of funds will be made after the assessment is 
approved by the IMF's executive board 
meeting in March.  

In December, Mongolia made a scheduled 
repayment of $500 million to investors in its 

$1.5 billion 2012 debt offering, named the 
Chinggis bond after the 13th century Mongolian 
conqueror known in the West as Genghis Khan. 
Mongolia's stronger-than-expected recovery also 
enabled the government this month to abandon 
a 10-25 percent progressive income tax, which 
led to protests. The levy will instead revert to a 

flat rate of 10 percent.  
 
(Reporting by Terrence Edwards; Editing by David 
Stanway and Eric Meijer) 
(( david.stanway@thomsonreuters.com ; +86 21 6104 
1799; Reuters Messaging: 
david.stanway.thomsonreuters.com@reuters.net )) 
 

http://www.fitchratings.com/
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Oman 

Oman preparing dollar Islamic bond 

sale 

08-Feb-2018  
By Davide Barbuscia 
DUBAI, Feb 8 (Reuters) - Oman is in talks with 

banks about a possible U.S. dollar-
denominated sukuk issue that could occur in 
March, sources familiar with the matter said 
on Thursday. 
The planned fund-raising exercise would be 
Oman’s second public debt issuance this year, 

as the sultanate borrows internationally to 
finance a budget deficit caused by low oil 
prices. 
Oman sold a $6.5 billion conventional bond in 
January, its largest ever debt sale. The new 
issue is expected to be much smaller in size, 
as the deficit will be funded mostly through 
conventional debt, said one banking source 
familiar with the matter. 

The Omani ministry of finance did not 
immediately respond to a request for comment. 

Oman is rated BB by Standard & Poor's and was 
downgraded to BBB-minus by Fitch late last 
year. 
The planned sukuk issue would be Oman’s 
second public Islamic bond issue in international 
markets. It issued its first last year, raising $2 

billion with a seven-year maturity. 
Combined with the January issue, the new sukuk 
cold cover all of Oman's budget deficit for this 
year, officially projected at 3 billion rials ($7.8 
billion). 
 
(Editing by Andrew Torchia) 
(( Davide.Barbuscia@thomsonreuters.com ; 
+971522604297; Reuters Messaging: 

davide.barbuscia.reuters.com@reuters.net )) 
 
 

Saudi Arabia 

Fitch: Saudi Settlements Set to Bolster 

Sovereign Balance Sheet  

06-Feb-2018  
Fitch Ratings-Hong Kong/London-February 
06: Saudi Arabia's receipt of more than 
USD100 billion (15% of GDP) in settlements 
from the recent anti-corruption probe will 
bolster the government's balance sheet, but 
the full impact on the Kingdom's 
creditworthiness will depend on the 
composition of the assets and their use, Fitch 

Ratings says. It will also depend on the effect 
on the investment climate. These factors are 
currently unclear. 
Saudi Arabia's attorney general said last week 

that the Kingdom would receive close to USD107 
billion in settlements from some of the 
businessmen and officials detained by the new 

anti-corruption commission last November. Most 
of the individuals held have been released, but 

56 remain in custody, the attorney general said. 

Uncertainties about the nature and valuation of 

the settlements may persist until the relevant 
assets appear in published indicators such as 
government deposits or disclosed holdings of 
listed securities. Nevertheless, the stated value 
of the proceeds is more than double the central 
government deficit, which we forecast at over 

7% of GDP in 2018. The Minister of Finance has 
announced that cash proceeds will help finance 
the 2% of GDP stimulus package for households 
announced in early January. 
Press reports suggest that a significant share of 
the receipts are in the form of large, potentially 

illiquid equity stakes in domestic companies, 
which would have limited weight in our 
assessment of the sovereign's creditworthiness. 

To the extent that the rest is realised in cash, it 
could help stem the draw-down of government 
deposits at the Saudi Arabian Monetary 
Authority (SAMA) and reduce the government's 

need to borrow this year, in Fitch's view. 
However, we think the government may also 
choose to place a portion of the proceeds in off-
budget funds to finance development project 
spending. As we recently noted with regard to 
the 2018 budget, the authorities' emphasis on 
growth and extra-budgetary spending could slow 

progress on improving the government's non-oil 
fiscal position. 
Saudi Arabia's 'A+'/Stable rating already 
reflects exceptionally high international 
reserves, low government debt and significant 
government assets. We forecast sovereign net 
foreign assets to fall to 75% of GDP in 2018, 
but this would still be one of the largest 
among Fitch-rated sovereigns. 

Our current forecasts (which do not 
incorporate the settlements) see government 
debt rising to 17% of GDP and deposits at 
SAMA falling to 23% of GDP this year, from 
13% of GDP and 28% of GDP, respectively, in 

2017. Government deposits at SAMA fell by 
around USD40 billion last year, and despite 
some increases in the final months of 2017 did 
not show evidence of large cash windfalls in 

December. 

The extent of the fallout from the crackdown on 
corruption on business and investor confidence 
is still uncertain. A reduction in the private 
sector's assets could reduce its capacity to 
invest. The detention of key members of the 
business and political elite was not accompanied 

by visible capital outflows, and the immediate 
negative impact on financial market indicators 
appears to have reversed. Non-oil growth rates 
are in any case likely to recover from 0.2% in 
2016 and 1.1% in 2017 due to slower fiscal 
consolidation and various stimulus measures. 
In principle, a decrease in corruption would 

improve the business environment and improve 
Saudi Arabia's standing in cross-country metrics 

such as the World Bank governance indicators, 
which form part of our sovereign assessment. 
However, the opaque nature of the charges and 
subsequent settlements may also damage 

investor perceptions of the Kingdom's 
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predictability. 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 
www.fitchratings.com 
 
 

South Korea 

South Korea reports third straight 

annual budget surplus in 2017  

09-Feb-2018  

SEOUL, Feb 9 (Reuters) - South Korea reported 

a budget surplus for a third straight year in 
2017 after a rise in corporate tax payments 

boosted government revenue, official figures 
showed on Friday. 

Gross revenue for 2017 was 359.5 trillion won 
($328.79 billion), while expenditures amounted 
to 342.9 trillion won, resulting in a surplus of 
16.2 trillion won, the finance ministry said in a 
statement.  
It said that 4.9 trillion won would be used in 

2018, resulting in an 11.3 trillion won surplus.  
The government collected more taxes than 
expected because corporate income surged on 
improving exports, the ministry noted.  

Revenue from corporate income tax was up 7.1 
trillion won in 2017 while the value-added tax 

take rose 5.3 trillion won. 
 
($1 = 1,093.4000 won) 
(Reporting by Cynthia Kim; Editing by Eric Meijer) 
(( Cynthia.Kim@thomsonreuters.com ; 822 3704 
5655; Reuters Messaging: 
cynthia.kim.thomsonreuters.com@reuters.net )) 
 
 

Sri Lanka 

Fitch Affirms Sri Lanka at 'B+'; Outlook 

Stable  

06-Feb-2018  
Fitch Ratings-Hong Kong-February 06: Fitch 
Ratings has affirmed Sri Lanka's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 

at 'B+' with a Stable Outlook. 

A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 
The affirmation of Sri Lanka's sovereign 
ratings reflects the following factors: 
Sri Lanka's revised policy framework supports 
macroeconomic stability. In Fitch's view, 
policies aimed at fiscal consolidation and 

maintenance of a disciplined monetary stance 
under the framework of the three-year IMF-
supported programme have improved Sri 
Lanka's policy coherence and credibility. 
Although GDP growth of an estimated 3.9% in 
2017 fell short of forecasts due to weather-
related supply disruptions, we expect growth to 

recover and stabilise at around 5% in 2018 and 

2019. 

The shift towards greater exchange-rate 
flexibility since 2H15 has strengthened the 
external position, and the planned shift towards 
flexible inflation targeting should further 
enhance monetary policy credibility. Credit 
growth has declined to a more sustainable level 

of around 15% in 2017 from a high of 20% in 
2016. 
Fiscal performance has improved following the 
approval and implementation of tax reforms. 
Fitch expects Sri Lanka's ratio of general 
government revenue to GDP to improve to 

15.5% in 2018 and 16.2% by 2019, from a low 
of 11.6% in 2014, reflecting the passage of 
revenue-enhancing measures under the IMF 

programme. These include an increase in the 
VAT rate to 15% in 2016 from 11%, and 
implementation of a new Inland Revenue Act 
from 1 April 2018 that aims to simplify tax laws, 

reduce exemptions and improve the efficiency of 
the tax system. 
We think the increase in general government 
revenues will support a further narrowing of the 
budget deficit to 4.8% of GDP in 2018 and 4% in 
2019 from an estimated 5.2% in 2017. While 
these revenue reforms should be positive for a 

more credible fiscal framework over time, 
ineffective implementation and/or weaker-than-
expected GDP growth remain downside risks to 
our fiscal projections. 
Sri Lanka's interest payments as a share of 
revenues remain exceptionally high at an 
estimated 38% at end-2017, far above the 
medians of 9.4% for 'B' and 9.6% for 'BB' 

rated sovereigns. The expected pick-up in 
general government revenues should lead to 
lower ratios over time, but we expect this ratio 
to remain above the 'B' and 'BB' medians for the 
foreseeable future. Further, despite the 

expected improvement in gross general 
government debt (GGGD) dynamics, GGGD 
will likely remain above the 'B' median over 

2018-2019. 

GGGD is forecast to decline to 77.2% of GDP in 
2018 and 75.8% in 2019, from an estimated 

79.5% at end-2017 under our baseline 
assumptions, mainly on account of sustained 
primary surpluses and stable GDP growth rates. 
However, even after the forecast reduction, 
government debt would still remain above the 

'B' and 'BB' medians at end-2019. Further, 
nearly half of Sri Lanka's government debt is 
denominated in foreign currency, which 
increases the risk to debt dynamics in the 
event of a further depreciation of the Sri 
Lankan rupee. 

Sri Lanka's external balance sheet remains a 
weakness for the rating, with high net external 
debt, weak sovereign net foreign assets and a 

low international liquidity ratio compared with 

rating peers. Foreign-exchange reserves rose to 
around USD8 billion at end-2017, representing 
3.3 months of current external payments (CXP), 
from USD6.0 billion (2.7 months) at end-2016, 
but reserves remain below the rating category 

http://www.fitchratings.com/


 

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 

median of 3.9 months. The improvement in 

reserves reflects the allowance of greater 

exchange-rate flexibility, as well as a 
combination of FX purchases from the market, 
inflows from the Hambantota Port lease and new 
external borrowings. 
Sri Lanka's external debt service outlook 
remains challenging over 2019-2022. The 
sovereign's external debt service payments 

over this period are around USD15 billion 
against current reserve levels of about 
USD7.7 billion. The authorities expect to pass 
a liability management bill in 2018, which 
would allow them to smooth debt payments 
by potentially extending maturities over this 

period. However, the scale of external 
refinancing over the next few years creates a 
potential vulnerability for the sovereign, 

particularly against a backdrop of expected 
monetary tightening in developed markets. 
However, Sri Lanka's track record of accessing 
international capital markets remains a 
mitigating factor. 
Fitch's outlook for the banking sector is 
negative, based on our assessment of a difficult 

operating environment. This is reflected in an 
increase in NPLs following a period of rapid 
credit growth and some capitalisation pressures. 
Structural factors, such as governance 
standards, GDP per capita and levels of human 
development, are high compared with the 'B' 
and 'BB' medians and continue to provide 

support to the rating. In the United Nation's 
Human Development Index, Sri Lanka ranks in 
the 61st percentile compared with the 'B' 
median of the 36th percentile. On the World 
Bank's composite governance indicator score, Sri 
Lanka ranks at a favourable 48th percentile 

against the 'B' median of the 31st percentile. 
SOVEREIGN RATING MODEL and 
QUALITATIVE OVERLAY 
Fitch's proprietary sovereign rating model (SRM) 
assigns Sri Lanka a score equivalent to a rating 
of 'BB-' on the Long-Term Foreign-Currency IDR 
scale. 

Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final Long-

Term Foreign-Currency IDR by applying its 
qualitative overlay (QO), relative to rated peers, 
as follows: 
•External Finances: -1 notch to reflect high 
refinancing needs and high non-resident 

holdings of government debt as a percentage of 
FX reserves which leave external finances 
vulnerable to any adverse shift in investor 
sentiment. 
Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 

variables based on three-year centred averages, 
including one year of forecasts, to produce a 
score equivalent to a Long-Term Foreign-

Currency IDR. Fitch's QO is a forward-looking 
qualitative framework designed to allow for 
adjustment to the SRM output to assign the final 
rating, reflecting factors within our criteria that 

are not fully quantifiable and/or not fully 
reflected in the SRM. 

RATING SENSITIVITIES 

The Stable Outlook reflects Fitch's assessment 

that upside and downside risks to the rating are 
balanced. 
The main factors that, individually or 
collectively, might lead to positive rating action 
are: 
•A further improvement in external finances 

supported by higher non-debt creating inflows or 
a reduction in external sovereign refinancing 
risks from improved liability management. 
•Continued improvement in public finances 
underpinned by a credible medium-term fiscal 
strategy, including a further broadening of the 

government revenue base. 
•Continued implementation of economic policies 
that support underlying macrostability 

The main factors that could lead to negative 
rating action, individually or collectively, are: 
•Deterioration in policy coherence and 
credibility, leading to a loss of investor 

confidence, or a derailment of the IMF supported 
programme that leads to external funding 
stress. 
•Reversal of fiscal improvements that leads to a 
failure to stabilise government debt ratios. 
KEY ASSUMPTIONS 
•Global economic out-turns are consistent with 

Fitch's latest Global Economic Outlook. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 
'B+'; Outlook Stable 

Long-Term Local-Currency IDR affirmed at 'B+'; 
Outlook Stable 

Short-Term Foreign-Currency IDR affirmed at 'B' 
Short-Term Local-Currency IDR affirmed at 'B' 
Country Ceiling affirmed at 'B+' 
Issue ratings on long-term foreign-currency 
senior unsecured bonds affirmed at 'B+' 
Issue ratings on long-term local-currency senior 
unsecured bonds affirmed at 'B+' 

Issue ratings on short-term local-currency senior 
unsecured debt affirmed at 'B' 
 
Media Relations: Bindu Menon, Mumbai, Tel: +91 22 
4000 1727, Email: bindu.menon@fitchratings.com; 
Wai-Lun Wan, Hong Kong, Tel: +852 2263 9935, 
Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Thailand 

Thailand to use loans, notes to fund 

extra $3 bln budget  

08-Feb-2018  
BANGKOK, Feb 8 (Reuters) - Thailand will 

initially use term loans and short-term notes 
to finance an extra 100 billion baht ($3.15 
billion) budget this fiscal year to avoid 
changing previously announced debt issue 
plans, a finance ministry official said on 
Thursday. 

The ministry will later consider replacing them 
with government bond issues, Prapas Kong-Ied, 

http://www.fitchratings.com/
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director general of the ministry' public debt 

management office, told a news conference. 

"If the market is good and there is room, we will 
replace them with bonds in this fiscal year. If 
not, we will do it in the next fiscal year," he said. 
For the current fiscal year ending Sept. 30, 
the government said last year that it would 
issue about 580 billion baht of government 
bonds. 

It will now borrow about 1.12 trillion baht this 
fiscal year - 607 billion baht in new borrowing 
to cover the budget deficit and the rest for 
debt restructuring. 

Finance Minister Apisak Tantivorawong said on 
Wednesday the extra budget will increase this 
fiscal year's budget deficit to 550 billion baht, 
which is aimed at investing in infrastructure 
projects and developing the rural economy. 

The ministry expects Southeast Asia's second-
largest economy to grow 4.2 percent this year 
after 4.0 percent estimated for 2017. Official 
2017 GDP data is due on Feb. 19. 
 
($1 = 31.77 baht) 
(Reporting by Kitiphong Thaichareon; Writing by 
Orathai Sriring; Editing by Kim Coghill) 
(( orathai.sriring@tr.com ; +662 6489729; Reuters 
Messaging: 
orathai.sriring.thomsonreuters.com@reuters.net )) 

EUROPE 

 

Albania 

S&P affirms Albania at B+/B, outlook 

stable  

05-Feb-2018  
TIRANA (Albania), February 5 (SeeNews) – 
Standard & Poor's said it has affirmed its 
long- and short-term foreign and local 
currency sovereign credit ratings on Albania 
at B+/B, with a stable outlook. 
"We expect Albania will continue on its path 
of relatively high economic growth and 
ongoing fiscal consolidation, which will 
support a gradual reduction of the country's 
high public debt burden," Standard & Poor's 
said in a statement late on Friday. 

The ratings agency also said that they expect 

the government will move ahead on its 
structural reform agenda, in part because it aims 
to join the EU, gradually improving Albania's 
institutional effectiveness and predictability. 
"The economy will continue to grow at a 
relatively fast pace, albeit from a low base," S&P 
said, adding that as the effects of large-scale 

investment projects on economic growth fade, 
domestic demand will become a more significant 
engine of economic development.. 
Standard & Poor's also said: 

“Fiscal reform and consolidation efforts are 
paying off. The general government deficit 

hardly budged in 2017 despite the general 
election, whereas in previous election years, 
deficits and payment arrears increased 

markedly. 

We expect the government will remain 

committed to fiscal consolidation, with general 
government deficits declining to 1.5% of GDP in 
2020. Revenue growth  has been solid, and tax 
revenues have risen by almost 10% over the 
past year, on the back of rapid nominal GDP 
growth and stronger tax enforcement. The 

shadow economy continues to weigh on 
revenues, leaving further room for improvement 
in tax compliance. In this vein, we will 
particularly monitor the implementation of a new 
valuation-based property tax in 2018. A 
successful introduction would signal further 

strengthened capabilities of the public 
administration. 
On the expenditure side, we acknowledge 

Albania's successful efforts to prevent the 
accumulation of government arrears through 
tighter monitoring. Successful implementation 
and adherence to the "organic budget" law, 

which stipulates limits on government spending 
in an election year, have also delivered sound 
results. The fiscal balance of negative 2.1% of 
GDP in 2017 also included spending obligations 
due to environmental effects. Yet, the deficit it 
was still significantly lower than in 2013-2014 
when election-driven arrears resulted in 

financing pressures for the government. 
We expect Albania's general government net 
debt burden will decline by about 109 
percentage points over the next few years, to 
around 612% in 2021 from 702% currently. 
Despite the authorities' inroads in improving 
the sustainability of public finances, several 
major risks to Albania's public debt stock 
remain. 
The average maturity of government debt has 

lengthened considerably over the past three 
years. Yet, for the domestic portion of debt, 
average maturity remains relatively short, at 

slightly above two years. Domestic debt 
currently accounts for just slightly more than 
50% of the total public-sector debt stock, and 
approximately 49% of total government debt is 
denominated in foreign currency. Albania's 

banking system still holds the largest share of 
domestic debt, and about 24% of the banking 
system's assets are government securities. 
We expect these risks will abate as the 
government's debt burden declines. 

Albania's external vulnerabilities remain 
elevated, reflected in sizable current account 
deficits averaging 8.2% of GDP for 2017-2021. 
Large-scale, import-intensive investment 

projects that are mostly foreign funded fuel the 
current account deficits. Albania's current 
account has benefited from growth of the 
country's tourism industry, as well as from 
economic recovery in Greece and Italy, the main 
origins of the country's sizable remittances. We 
estimate net transfers will continue contributing 

more than 7% of GDP to the current account 
over our forecast horizon through 2021, albeit 
down from an average 13% over 2004-2008. 
FDI will remain Albania's main external financing 
source, and large-scale investment projects will 
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continue to be a major source of FDI. The TAP 

project stayed on schedule last year, and the 

largest share of the project's needed 
investment, totaling €1.5 billion, was executed 
in 2017. This contributed markedly to net FDI 
inflow of around 9% of GDP in 2017. 
Improvements in Albania's institutional and 
business environments could support attracting 

further FDI, likely in the energy sector, 
particularly for projects in hydropower, and in 
tourism. 
Albania's external indebtedness is relatively 
low, reflecting external funding relying on 
foreign equity. Narrow net external debt 
declined to 8% of current account receipts 
(CARs) in 2017, but we expect this ratio will 

pick up to 15% by 2020. Albania's reliance on 

equity funding of current account deficits and 
particularly the large stock of such external 
funding, with net external liabilities at 113% of 
CARs in 2017, could leave the country 
vulnerable to a change in investor sentiment 
should flows stop or even reverse. 

The deposit-funded financial sector has 
strengthened its position as a net external 
creditor. The steady rise of the financial sector's 
net foreign assets--partly reflecting high 
liquidity--illustrates Albania's limited lending 
opportunities for banks in recent years. We 
expect growth of domestic credit will trail 

nominal GDP growth over our forecast horizon, 
making it a drag on economic growth. 

Particularly if sustained over an extended period, 
this trend might indicate a weakening of 
transition mechanisms, which would constrain 
the central bank's monetary flexibility. 
Consolidation in the financial sector 

continues. The ratio of NPLS to total loans had 
reduced to 14% at the end of 2017. The NPL 
ratio varies widely between financial 
institutions, but the consolidated figure 
already represents a large decrease from a 

25% peak in September 2014. Although write-
offs are mainly driving reduction, capital buffers 
and liquidity in the banking system remain well 
above minimum requirements. Subsidiaries of 

Greek banks maintain a sizable presence in 

Albania, and the authorities have taken 
measures to limit exposure to their Greek 
parents and prevent contagion risks to the 
domestic banking sector. 
The high share of foreign currency deposits and 
loans further impairs the effectiveness of 

Albania's monetary policy, as it does in several 
economies across the region. Despite the Bank 
of Albania's (BoA's) efforts to achievede-
euroization, deposits in foreign currencies will 
likely remain well above 50% of total deposits 
throughout our forecast horizon. However, loans 

in foreign currencies have decreased in recent 
years and could dip below 50% of total loans in 
the coming years. 

The central bank has repeatedly missed its 
inflation target in recent years. Despite the 
BoA's more accommodative policy stance, we 
project inflation will not reach the 3% target 

before 2020. 

The Albanian lek remains a generally free-

floating currency, and this has been underscored 

recently by strong upward pressure on the 
currency. The BoA has intervened only 
marginally in the foreign exchange market in 
recent years, primarily with the intent of 
increasing its foreign currency reserves in line 
with its targets. The central bank's only 

significant open market operations include 
three-month liquidity injections to help enforce 
its policy rate, which remains historically low at 
1.25%. 
Overall, we note that Albania fiscally 
outperforms its peers in the same rating 

category. The current exchange rate regime is 
more stable than peers', and Albania has made 
improvements to its institutional set-up. 

OUTLOOK 
The stable outlook balances our views on 
continuing reforms to the country's 
institutional framework, as well as steady 
economic growth and generally improving 
public finances, with external and monetary 

vulnerabilities that remain high. 

We could raise our ratings on Albania if 
structural reforms, potentially focused on EU 
accession, established a stronger track record of 
more robust institutions and bolstered economic 
growth prospects. A positive rating action could 
also follow further fiscal consolidation efforts on 

the back of improving revenue collection and a 
lessening interest bill as a share of government 

revenues. This would lead to a marked decline of 
the government's debt burden. A reduction in 
euroization of the economy, along with a 
revitalized financial sector, could also prompt an 
upgrade. 

In turn, we could lower the ratings if we 
observed a deterioration in Albania's 
government finances, potentially alongside 
resumed constraints on borrowing conditions. 
We would also downgrade Albania in the event 
of a prolonged period of repressed domestic 
credit growth, pointing to a weakened monetary 

transition mechanism, or if we observed marked 
deterioration in Albania's external position and 
ability to finance its high current account 

deficit." 
 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Bosnia 

IMF to approve next tranche to Bosnia 

in Feb  

08-Feb-2018  
SARAJEVO (Bosnia and Herzegovina), February 
8 (SeeNews) – The International Monetary 

Fund will approve the next tranche to Bosnia 
and Herzegovina, under its three-year loan 
deal with the country, this month, the 
chairman of Bosnia's state-level Council of 
Ministers, Denis Zvizdic, said. 

Last month, Bosnia sent a supplementary letter 

of intent to the IMF, in which it defined the 
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deadlines for certain obligations it must meet 

under its agreement with the fund, Zvizdic said 

in an audio recording of a press conference 
given in Sarajevo, posted on the website of the 
Council of Ministers on Wednesday. 
"The letter of intent remains completely 
identical, except that we have changed certain 
deadlines in accordance with our obligations, 

and converted a part of the previous measures 
into structural measures," Zvizdic said. 
Bosnia submitted the original letter of intent in 
2016, but later failed to meet some of the 
economic reform targets outlined in the letter, 
which forced the IMF to halt the release of the 

second tranche of funds in May 2017. 
In December, the IMF announced it had reached 
a staff-level agreement with Bosnia to conclude 

the first review under the Extended Fund Facility 
(EFF) with Bosnia. Last month, it confirmed for 
SeeNews that its Executive Board plans to 
consider the first review of the EFF on February 

9. 
In September 2016, the IMF approved a three-
year 553.3 million euro ($676.8 million) loan to 
Bosnia to support the country's economic reform 
agenda. The fund released the first tranche of 
the loan in the amount of 79.2 million euro in 
2016, while the remainder was said to be made 

available in 11 instalments subject to quarterly 
reviews. 
 
($=0.81761 euro) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Croatia 

Croatia's public debt rises y/y at end-

October  

05-Feb-2018  
ZAGREB (Croatia), February 5 (SeeNews) - 
Croatia's public debt grew to 290.9 billion 
kuna ($48.7 billion/39.1 billion euro) as at 
end-October, up 1.2% year-on-year and 0.6% 
higher compared with the end-2016 figure, 
Raiffeisenbank Austria Zagreb (RBA) said on 
Monday. 

The growth of public debt at the annual level is 
primarily due an increase in central government 
debt, which at the end of October amounted to 

185.8 billion kuna, RBA said in a daily note, 
quoting data of Croatia's central bank. 
The external component of general government 
debt was 3.1% lower in October, standing at 
105.1 billion kuna. 
Compared with the end-September figure, 
Croatia's public debt dropped by 0.2% as at 

end-October. 
Despite the year-on-year increase in public debt 
in October, RBA noted that, taking into account 

the estimated continuation of economic growth, 
it expects the public debt-to-GDP ratio to fall 
below 80% in full year 2017. 

 
(1 euro=7.43458 kuna) 
Copyright 2018 SeeNews. All rights reserved. 

 
 

Croatia to offer 1.0 bln HRK in T-bills 

next week  

08-Feb-2018  
ZAGREB, Feb 8 (Reuters) - Croatia will offer 

1.0 billion kuna ($164.49 million) worth of 
treasury bills at an auction next week, the 
Finance Ministry said on Thursday. 

On Feb. 13, the ministry will offer one-year 
paper which has been in focus also in several 
recent auctions. Occasionally the ministry also 
offers bills of three-month and six-month 
maturities as well as those denominated in 

euros. 
At the previous auction held last month, the 
ministry raised more bills than planned amid 

very good local liquidity in recent weeks. 
The benchmark overnight rate on the local 
money market was quoted at 0.31 percent on 
Thursday, and the one-year rate at 0.61 

percent. Daily market rates change at 0900 
GMT.  
 
($1 = 6.0793 kuna) 
(Reporting by Igor Ilic; Editing by Gareth Jones) 
(( igor.ilic@thomsonreuters.com ; +385 1 4899 970; 
mobile +385 98 334 053; )) 
 
 

Hungary 

Hungary posts 192.8 bln forint Jan 

budget deficit  

08-Feb-2018  
BUDAPEST, Feb 8 (Reuters) - Hungary posted a 

192.8 billion forint ($758.85 million) budget 
deficit in January, the Economy Ministry said 
on Thursday, adding that the shortfall was 
due to financing European Union-backed 
projects, while main tax revenues increased. 

The government spent 327.9 billion forints on 
EU-backed projects in January, the ministry 
said, while Hungary did not receive any 

corresponding financial subsidies from the EU 

last month. 
Revenues from value-added and personal 
income taxes rose "substantially" compared to 
the same period a year earlier, while payroll tax 
income also increased, it said. 
The government has affirmed its 2018 economic 

growth forecast of 4.3 percent, as well as its 2.4 
percent of economic output budget deficit target. 
 
($1 = 254.07 forints) 
(Reporting by Gergely Szakacs) 
(( gergely.szakacs@tr.com Twitter: 
https://twitter.com/szakacsg ; +36 1 327 4748; 
Reuters Messaging: 
gergely.szakacs.thomsonreuters.com@reuters.net )) 
 
 

Poland 

Poland sells 5 bln zlotys worth of 
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bonds at tender  

08-Feb-2018  

WARSAW, Feb 8 (Reuters) - Poland sold 

treasury bonds worth a total of 5.0 billion 
zlotys ($1.47 billion) at a tender on Thursday, 
attracting investor demand worth 8.65 billion 
zlotys, the finance ministry said. 

The sale included: 776 million zlotys in paper 
due July 2020, 1.596 billion zlotys in bonds due 

November 2022, 1.520 billion zlotys in bonds 
due January 2023, 718 million zlotys in bonds 
due April 2028, and 390 million zlotys in paper 
due in May 2028. 
 
($1 = 3.4090 zlotys) 
(Reporting by Agnieszka Barteczko; Editing by Gareth 
Jones) 
(( agnieszka.barteczko@thomsonreuters.com ; 
+48226539700; Reuters Messaging: 
agnieszka.barteczko.reuters.com@thomsonreuters.net 

)) 
 
 

Romania 

Romania wants to sell 200 mln euros of 

Feb. 2021 domestic bonds   

05-Feb-2018  
BUCHAREST, Feb 5 (Reuters) - Romanian debt 

managers added a euro-denominated bond 
tender to their February domestic issuance 
plans, the finance ministry said on Monday. 
The ministry aims to sell 200 million euros 
($248.28 million) worth of Feb. 2021 bonds on 

the domestic market on Feb. 14 in addition to 
leu currency bills and bonds worth an overall 
3.49 billion lei this month. 
So far this year, Romania has sold roughly 4 
billion lei worth of domestic debt. Earlier this 
month, it tapped foreign markets for 2 billion 

euros worth of 12- and 20-year Eurobonds. 
 
($1 = 3.7310 lei) 
($1 = 0.8055 euros) 
(Reporting by Luiza Ilie; Editing by Radu Marinas) 
(( luiza.ilie@thomsonreuters.com ; +4021 305 5262; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net )) 
 
 

Romania sells below target 306.6 mln 

lei (66 mln euro) of 2022 T 

05-Feb-2018  
BUCHAREST (Romania), February 5 (SeeNews) - 
Romania sold on Monday 306.6 million lei 
($82 million/66 million euro) of Treasury 
notes maturing on December 19, 2022, below 
target, central bank data showed. 

The average accepted yield rose to 4.11% from 

2.90% achieved at the last auction of 
government securities of the same issue held in 

August 2017, the data indicated. 
Demand for the T-notes, which carry an annual 
coupon of 3.50%, rose to 423.6 million lei from 
300 million lei at the auction in August. 
The issue will be reopened on Tuesday when the 

finance ministry hopes to raise 60 million lei in a 

non-competitive tender. 

Romania's finance ministry plans to auction 3.1 
billion lei worth of government securities and to 
sell an additional 390 million lei in non-
competitive offers in February. 
In January, it planned to raise 4.94 billion lei 
from the sale of government securities,  but it 

has only raised 3.4 billion lei. 
On Friday, Romania's finance ministry raised 2 
billion euro ($2.5 billion) through the sale of 12-
year and 20-year Eurobonds, with total demand 
reaching 5.3 billion euro. 
 
(1 euro=4.6347 lei) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Serbia 

Serbia sells 26.4 bln dinars (223 mln 

euro) of 10-yr T-notes, yield drops  

06-Feb-2018  
BELGRADE (Serbia), February 6 (SeeNews) – 
Serbia's finance ministry said on Tuesday it 
raised 26.42 billion dinars ($276.1 
million/222.6 million euro) at an auction of 
ten-year Treasury notes, well below its target 
of 110 billion dinars. 
The T-notes carry a coupon of 5.875% paid 

annually. 

The yield fell to 5.35%, down from 12.99% at 
the last auction of ten-year dinar-denominated 
T-notes held on October 21, 2014, the finance 
ministry said in a statement. 
Demand for the government debt paper, which 
matures on February 8, 2028, totalled 54.3 

billion dinars. 
 
(1 euro = 118.724 dinars) 
Copyright 2018 SeeNews. All rights reserved. 
 
 

Slovenia 

Slovenia to sell 70 mln euro of 3 T-bills 

issues on Feb 15  

07-Feb-2018  
LJUBLJANA (Slovenia), February 6 (SeeNews) - 
Slovenia's finance ministry has said it plans to 

raise 70 million euro ($86.3 million) through 
the sale of three-month, six-month and one-
year Treasury bills at an auction on February 
15. 

Bids for subscription and payment of the T-bills 
may be submitted until February 13, according 
to auction announcement published by the 
finance ministry. 
The three-month T-bills will mature on May 17, 

the six-month on August 16 and the 12-month 
T-bills on February 14, 2019. 
Slovenia last raised 40 million euro through the 
sale of 6-month and 12-month Treasury bills in 
October. 
The yield on the 6-month T-bills dropped to a 
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negative 0.38% from a negative 0.35% 

achieved at a similar auction held on September 

5. The yield on the 12-month paper fell to a 
negative 0.36% from a negative 0.32% at a 
similar auction held also on September 5. 
 
($=0.810983 euro) 
Copyright 2018 SeeNews. All rights reserved. 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentina sells $4.6 bln in bonds, 

Treasury notes  

07-Feb-2018  
BUENOS AIRES, Feb 7 (Reuters) - Argentina 

sold $4.6 billion in bonds and Treasury notes, 
the Finance Ministry said on Wednesday, as 
the government seeks to raise $30 billion in 
2018 to finance a primary fiscal deficit seen at 

3.2 percent of gross domestic product.  

The government sold 70.481 billion pesos ($3.58 
billion) in one-year peso-denominated bonds, for 
which it received 74.189 billion pesos in orders. 
It sold $500 million in 196-day notes and $500 
million in one-year notes, for which it received 
$778 million and $526 million in orders, 

respectively. 
 
($1 = 19.6800 Argentine pesos) 
(Reporting by Luc Cohen 
Editing by Chizu Nomiyama) 
(( luc.cohen@thomsonreuters.com ; +54-11-4318-
0645; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net )) 
 
 

Brazil 

Fitch: Brazil Structural Reforms Key 

Despite Narrower Deficits  

05-Feb-2018  
Fitch Ratings-New York/London-February 05: 
Recent data point to an improvement in some 
of Brazil's sovereign credit metrics, but 
structural reform, still the key to stabilising 
public finances, remains challenging against 
an uncertain political backdrop, Fitch Ratings 
says. 

Banco Central do Brasil (BCB) data showed last 
month that the 2017 current account deficit 
narrowed to USD9.8 billion, or 0.5% of GDP, 
down from 1.3% in 2016 to the narrowest level 

since 2007. The improvement was largely due to 
a higher trade surplus and the current account 
deficit was more than fully covered by foreign 

direct investment. At the end of January, the 
BCB data showed that the 2017 public-sector 
deficit had narrowed to 7.8% of GDP, down from 

nearly 9% a year earlier. The primary fiscal 
deficit of 1.7% was slightly below the 

government's revised target. 

We acknowledged progress in reducing 

macroeconomic imbalances (including the 
decline in the current account deficit and the fall 
in inflation) when we affirmed Brazil's 
'BB'/Negative sovereign rating in November. 
Brazil has exited recession and we raised our 
2017 GDP growth forecast to 1% in December 

after 1H17 output was revised higher. We 
forecast growth to average 2.6% in 2018-2019. 
Growth is expected to be underpinned by a 
recovery in domestic consumption and 
investment demand along with a more 
favourable global growth outlook and supportive 

commodity prices. 
However, large fiscal deficits and uncertainty 
over reforms, notably in relation to social 
security, continue to weigh on Brazil's 
sovereign credit profile, as reflected in the 
Negative Outlook. Gross government debt 
rose to 74% at end-2017 from 70% a year 
earlier and the narrower fiscal deficit 
reflected cyclical economic improvement, one-
off items and restraint on discretionary 

spending. The expected large repayment of 

Banco Nacional de Desenvolvimento Economico 
e Social (BNDES) loans to the Treasury of 
BRL130bn will slow the pace of debt increase in 
2018, but Fitch expects the debt burden to 
continue to increase over the medium term 
unless there are reforms to enable the faster 
consolidation of the primary deficit. 

Securing the sustainability of the public finances 
still hinges on structural reform. A lack of 
support delayed a vote on social security reform 
in the lower house of Congress in December. It 
is uncertain whether the authorities will vote on 
the reform in mid-February as announced in 

December. We view social security reform as an 
important condition for improving the flexibility 
of public finances, although other reforms would 
be needed for the government to remain 
compliant with the spending cap over the 
medium term. 
The postponement of the vote highlights the 

challenge of building a political consensus in 
support of reforms. Political uncertainty is 

magnified by the October elections. Several 
factors remain unclear, including the possible 
role of former president Lula after a court last 
month upheld his conviction for corruption. If 
social security reform does not proceed before 

the election, pressure to implement measures to 
confront structural fiscal challenges will grow, 
making the policy orientation of the next 
administration even more important. 
 
Media Relations: Benjamin Rippey, New York, Tel: +1 
646 582 4588, Email: 
benjamin.rippey@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 

www.fitchratings.com. 
 

http://www.fitchratings.com/
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Dominican Republic 

Dominican Republic launches 

US$1.82bn-equivalent bond  

08-Feb-2018  
By Paul Kilby 
NEW YORK, Feb 8 (IFR) - The Dominican 

Republic launched a US$1.82bn-equivalent 
dual-currency bond ahead of expected pricing 
on Thursday, sources told IFR.  

The Caribbean sovereign set final yields of 
8.90% on a DOP40bn (US$817m) five-year 

tranche and 6.50% on a US$1bn 30-year.  
That is in line with guidance of 8.9% area (+/-
5bp) and 6.45% area (+/-5bp) respectively.  

Expected ratings on the 144A/Reg S trade are 
Ba3/BB-/BB-. Proceeds will be used for general 
purposes, including the partial financing of the 

2018 budget. 
Citigroup and JP Morgan are bookrunners, while 
Banreservas is co-manager. 
 
(Reporting by Paul Kilby; Editing by Marc Carnegie) 
(( paulj.kilby@thomsonreuters.com )) 
 
 

Mexico 

Mexico renews catastrophe bond until 

2020 for up to $260 mln  

08-Feb-2018  

MEXICO CITY, Feb 8 (Reuters) - Mexico's 

finance ministry said on Thursday that it has 
renewed with the World Bank a catastrophe 
bond for earthquakes through February 2020 
for coverage up to $260 million. 

Mexico received a $150 million payout from a 
catastrophe bond in mid-November after a 
devastating Sept. 7 earthquake. 
Resources from the bond would boost Mexico's 

Natural Disaster Fund (Fonden), which is used 
for emergency situations and reconstruction 
activities following natural disasters. 

 
(Reporting by Anthony Esposito 
Editing by Chizu Nomiyama) 
(( anthony.esposito@thomsonreuters.com ; +5255 
5282 7140; Reuters Messaging: 
anthony.esposito.thomsonreuters.com@reuters.net )) 
 
 

Venezuela 

Venezuela announces 99.6 pct 

devaluation of official forex rate  

06-Feb-2018  
CARACAS, Feb 5 (Reuters) - Venezuela's 

central bank on Monday announced a 
devaluation of more than 99 percent of its 
official exchange rate with the launch of a 
new foreign exchange platform, a move critics 
quickly said would not create a functioning 
currency market. 

The central bank said the first auction of its new 

DICOM system yielded an exchange rate of 

30,987.5 bolivars per euro, equivalent to around 
25,000 per dollar. 
That is a devaluation of 86.6 percent with 
respect to the previous DICOM rate and 99.6 
percent from the subsidized rate of 10 bolivars 
per dollar, which was eliminated last week. 
Venezuela is undergoing a major crisis, with 
quadruple-digit inflation and shortages of 
food and medicine. Economists consistently 
describe the 15-year-old currency control 
system as the principal obstacle to 
functioning commerce and industry. 

The new rate is still dwarfed by the black market 
rate for greenbacks, currently at 228,000 
bolivars per dollar according to website 

DolarToday, which is used as a reference. 
The existence of such disparate exchange rates 
has for years encouraged Venezuelans to buy 
dollars on the cheap and flip them on the black 
market for a profit. That has created shortages 
of hard currency, which in turn fuels shortages 
of imported products such as food and medicine. 

The government has repeatedly created foreign 
exchange mechanisms similar to DICOM, but 
business leaders say they never provided a 
steady supply of hard currency.  
The government would repeatedly end up 
shuttering the foreign exchange platforms in 

part because maintaining an exchange rate so 
divergent from the black market rate proved to 

be unsustainable. 
"If the exchange rate is imposed arbitrarily, it 
will perpetuate the crisis," wrote Alejandro 
Grisanti of local consultancy Ecoanalitica on 
Twitter. 

 
(1 eur = 1.24 dollars) 
(Reporting by Caracas newsroom; Writing by Brian 
Ellsworth and Girish Gupta; Editing by Leslie Adler and 
Sandra Maler) 
(( alexandra.ulmer@thomsonreuters.com ; Twitter: 
https://twitter.com/ReutersVzla, @AlexandraUlmer; 
+58 212 655 2656; Reuters Messaging: 
alexandra.ulmer.thomsonreuters.com@reuters.net )) 

AFRICA 
 

Angola 

Angola dollar-bonds fall as Moody's 

eyes downgrade  

08-Feb-2018  

LONDON, Feb 8 (Reuters) - Angola's dollar-

bonds fell 1.5 cents on Thursday to its lowest 
since end-December after Moody's put the 
country's credit rating on review for a 
downgrade. 

The issue maturing in 2025 traded at 114.7 

cents in the dollar, according to Thomson 
Reuters data. 
Moody's said the decision to put the country's B2 

rating on review was prompted by the 
deterioration of the government's balance sheet 
and an increase in gross borrowing requirements 
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compared with the agency's expectations in 

October 2017.  

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

Egypt 

Egypt net foreign reserves rise to 

$38.2 bln at end-Jan 

04-Feb-2018  
CAIRO, Feb 4 (Reuters) - Egypt's foreign 

reserves rose to $38.209 billion at the end of 

January from $37.020 billion at the end of 
December, the central bank said on Sunday. 

Cairo's foreign reserves have been climbing 
since the country secured a $12 billion, three-
year International Monetary Fund loan 
programme in 2016 in a bid to lure back foreign 
investors and revive its ailing economy. 
The country's foreign reserves at the end of 

January 2017 were $26.363 billion. 
 
(Reporting by Arwa Gaballa; Editing by Adrian Croft) 
(( arwa.gaballa@thomsonreuters.com ; +20 2 2578 
3290; )) 
 
 

Ivory Coast 

Fitch Affirms Cote d'Ivoire at 'B+'; 

Outlook Stable  

07-Feb-2018  
Fitch Ratings-Hong Kong-February 07: Fitch 
Ratings has affirmed Cote d'Ivoire's Long-

Term Foreign- and Local-Currency Issuer 
Default Ratings (IDRs) at 'B+' with a Stable 

Outlook. 
A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 
Cote d'Ivoire's IDRs are supported by strong 
macroeconomic performance and low 
inflation, prudent macroeconomic policies, a 

structural trade surplus and moderate debt 
ratios. This is balanced against low 
governance and development indicators, two 
debt defaults since 1999, persistent risks to 
political stability and high dependence on 
agricultural commodities. 

The government's response to recent security 
and social challenges has staved off further 
escalation in tensions, following two mutinies by 

former rebels seeking pay-outs and sporadic 
attacks against security forces in 2017. The 
government is pressing forward with the reform 

of the army under the 2016 Military 
Programming Law to reduce its headcount and 
streamline its governance. Recent clashes 
between troops and a joint elite force in early 

January illustrate the risks arising from the 

imperfect integration of former rebels in the 

army. 
We expect policy continuity to prevail over the 
coming two years but political and security 
tensions will continue to raise downside risks 
for macroeconomic stability and fiscal 
consolidation in the run-up to the 2020 

presidential elections. Early positioning ahead 
of the elections has weakened the unity of the 
ruling RHDP coalition. Shifts in alliances in view 

of the presidential elections could occur around 
the municipal and regional elections, which the 
authorities plan to hold in 2018. These elections 
will pave the way to the holding of the elections 
of the Senate that was created by the 
constitutional reform of 2016. 
High economic growth is a credit strength. We 

expect GDP to expand by an average of 7.2% in 
2017-2019, mostly lifted by domestic demand. 
This is slower than the 2012-2016 average of 
9.2% but double the 'B' category median of 
3.6%. Public investment will remain strong 
under the XOF30 trillion 2016-2020 National 

Development Plan (PND). Industrialisation is 
progressing with growing capacities in the 
energy and agribusiness sectors. Medium-term 
growth is supported by Cote d'Ivoire's diversified 
agricultural and mining resources, potential in 
light industries and improving infrastructure. 
Cocoa revenues have fallen in 2017 and will 

drop further in 2018, somewhat constraining 
domestic demand and budget revenues. The 

recent appreciation of the euro to which the CFA 
Franc is pegged will compound the continued 
weakness in USD cocoa prices. Risks for the 
budget arising from the cocoa sector's 
institutional shortcomings have receded as the 

government has taken measures to guarantee a 
stronger enforcement of forward sale contracts 
and tighter scrutiny of counterparties. 
The government targets a narrowing of the 
budget deficit from 4.5% in 2017 to 3.75% in 
2018 and further to 3% in 2019. Its 
consolidation strategy relies on containing 
current spending while raising revenues by 

enhancing tax collections through fiscal 
reform and phasing-out inefficient tax 

exemptions. An audit of the Investment Code to 
identify inefficient tax incentives has been 
conducted but is yet to be translated into 
concrete policy measures. The 2018 budget also 
includes several tax measures expected to yield 
around additional revenues of 0.3% of GDP 

based on official estimates, mainly by 
broadening the VAT tax base and raising taxes 
on alcohol and mobile money transfers as well 
as some excise and income taxes. 
We forecast the general government (GG) 
deficit to narrow to 4.1% in 2018 and 3.5% in 
2019, moderately exceeding official targets. 
We expect tax collections to improve only slowly 

in view of the large size of the informal economy 

and the stagnation in the tax-revenue-to-GDP 
ratio in recent years. We do not expect the 
authorities to fully adjust domestic fuel prices to 
reflect the rise in international prices, leading to 
downwards pressure on fuel tax receipts. 
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Security risks and election-related spending will 

limit the reduction in current expenditure. 
GG debt will rise from 42.9% of GDP in 2017 
to 44.9% in 2018, well below the 'B' category 
median of 63.9%, and stabilise around that 

level afterwards. The sovereign's financing 
flexibility is underpinned by moderate financing 
needs, continued support from official creditors, 
compliance with the IMF programme milestones 

and improved PFM. The government's medium-
term financing strategy foresees coverage of 
70% of financing needs through local-currency 
(LC) funding. Issuances of LC debt on the 

regional market have been repeatedly 
undersubscribed in recent months, reflecting 
relatively tight liquidity conditions in the West 
African Economic and Monetary Union 

(WAEMU). We expect the government to 
address any shortfall in LC financing by securing 
additional official support, slowing the execution 
of capital spending and possibly tapping 
international markets. 
The clearance of unsettled public liabilities is 
progressing. Unpaid public sector electricity bills 

(0.2% of GDP) are gradually being settled 
through cash payments and securitisation under 
a strategy to clear arrears to independent 
electricity producers worth 1.1% of GDP. The 
authorities are also working on the gradual 
settlement of liabilities (0.6% of GDP) arising 
from spending conducted in 1993-2002. The 

payment of wage arrears to civil servants (1.1% 

of GDP) will be spread over eight years. 
Contingent liabilities for the sovereign arising 
from the SOE sector are moderate. SOE debt is 
estimated at 3% of GDP by the IMF, of which 
0.2% of GDP is publicly guaranteed. The 

restructuring of the national oil refinery SIR, to 
be finalised in March, will be financed by a 1.6% 
of GDP loan guaranteed by the sovereign. The 
financial weaknesses of four public banks are 
being addressed through privatisations and 
capital injections. Additional risks arise from the 
country's large portfolio of public-private 

partnerships, which is poised to expand further 
with the implementation of the XOF30 trillion 
PND, of which 62% are privately financed. 

External financing risks are moderate. We 
forecast the current account deficit (CAD) to 
widen to 2.7% of GDP in 2017-2019 from 0.1% 
in 2014-2016, reflecting low cocoa prices and 

sustained growth in imports of capital goods. 
The CAD will mostly be covered by FDI 
averaging 1.8% of GDP over the three years. At 
-20% of GDP in 2017, net external debt reflects 
a creditor position. The sovereign is exposed to 
exchange rate risks as 49% of GG debt was in 

foreign currencies at end-2017. However, this 
risk is mitigated by the high share of official debt 
in GG external debt, at 48%, and Cote d'Ivoire's 
membership of the CFA franc zone, which has 

ensured stability of the currency and the 
inflation rate. 
Structural features are a credit weakness and 

entrench the rating in the 'B' category. 
Development and business environment 
indicators have improved in recent years but 

remain weak. Governance indicators are well 

below the 'B' median, reflecting risks to political 

stability. The history of recent defaults on 
external commercial debt due to political crisis in 
1999 and 2011 also continues to constrain the 
rating. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 

Fitch's proprietary SRM assigns Cote d'Ivoire a 
score equivalent to a rating of 'B' on the Long-
Term Foreign-Currency (LT FC) IDR scale. 
Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final LT FC 
IDR by applying its QO, relative to rated peers, 

as follows: 
•Macroeconomic Performance: +1 notch, to 
reflect high medium-term growth potential, 

preserved macroeconomic stability, increasing 
diversification of the economy and sustained 
reform impetus. 
Fitch's SRM is the agency's proprietary multiple 

regression rating model that employs 18 
variables based on three year-centred averages, 
including one year of forecasts, to produce a 
score equivalent to a Long-Term Foreign 
Currency IDR. Fitch's QO is a forward-looking 
qualitative framework designed to allow for 
adjustment to the SRM output to assign the final 

rating, reflecting factors within our criteria that 
are not fully quantifiable and/or not fully 
reflected in the SRM. 
RATING SENSITIVITIES 

The Stable Outlook reflects Fitch's assessment 
that the upside and downside risks are broadly 

balanced. 
The main factors that could, individually or 
collectively, trigger positive rating action are: 
-Sustainable improvement in public finances 
with smaller than projected government deficits 
placing public debt on a downward trajectory; 
-Stronger external finances with a more 

diversified export base leading to a sustained 
narrowing of the current account deficit; 
-Evidence of receding political and security risks, 
and over the medium term, improvement in 
development and governance indicators. 

The main factors that could, individually or 
collectively, trigger negative rating action are: 

-Deterioration in political stability or aggravation 
of security incidents leading to material fiscal 
slippages or jeopardising the sovereign's ability 
to honour its commitments; 
-A significant worsening in public debt dynamics 
resulting, for instance, from widening deficits or 

from a materialisation of contingent liabilities on 
the sovereign's balance sheet; 
-A material slowdown of growth resulting from 
external or domestic shocks. 
KEY ASSUMPTIONS 
We assume that the monetary arrangement with 
France will continue to support macroeconomic 

stability and the fixed parity of the CFA franc 
with the euro will remain unchanged. 
We expect other commodity prices and global 
economic trends to develop as outlined in Fitch's 
Global Economic Outlook. 
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The full list of rating actions is as follows: 

Long-Term Foreign-Currency IDR affirmed at 

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

Issue ratings on long-term senior unsecured 
foreign-currency bonds affirmed at 'B+' 
 
Media Relations: Wai-Lun Wan, Hong Kong, Tel: +852 
2263 9935, Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Ivory Coast plans Eurobond this year to 

finance budget  

07-Feb-2018  
ABIDJAN, Feb 7 (Reuters) - Ivory Coast expects 

to issue a Eurobond - its fourth in five years - 
after first tapping the regional debt market to 
raise funds to finance its 2018 budget, 

Finance Minister Adama Kone told Reuters on 
Wednesday. 

Since ending a decade-long crisis capped by a 
2011 civil war, Ivory Coast has emerged as one 
of Africa's fastest-growing economies, attracting 
a wave of foreign investment in everything from 
large infrastructure projects to retail chains.  
Speaking on the sidelines of a conference in the 

commercial capital Abidjan, Kone said the 
amount of the Eurobond had not yet been 
decided but added that President Alassane 
Ouattara had already approved the decision to 
issue. 
"There's 1,310 billion CFA francs ($2.5 billion) 

that we must raise," he said. "We'll first raise 
funds in CFA francs from the regional market 
and (then) with Eurobonds in Europe." 
The country's previous Eurobond, launched 
last June, raised $1.25 billion in 16-year debt 
and 625 million euros ($766 million) in eight-
year debt just months after a wave of army 
mutinies raised fears of a return of political 
instability. 

 
($1 = 525.0000 CFA francs) 
($1 = 0.8157 euros) 
(Reporting by Ange Aboa and Tim Cocks; Writing by 
Joe Bavier, editing by Andrew Heavens, Larry King) 
(( joe.bavier@thomsonreuters.com ; +225 07074101; 
Reuters Messaging: 
joe.bavier.thomsonreuters.com@reuters.net )) 
 
 

Kenya 

Fitch Revises Kenya's Outlook to 

Stable; Affirms at 'B+'  

09-Feb-2018  
Fitch Ratings-London-February 09: Fitch 

Ratings has revised the Outlook on Kenya's 
Long-Term Foreign- and Local-Currency 
Issuer Default Rating (IDR) to Stable from 

Negative and affirmed the IDRs at 'B+'. 

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

rating action commentary. 

KEY RATING DRIVERS 
The revision of the Outlook on Kenya's IDRs 
reflects Fitch's assessment that the country's 
public debt/GDP trajectory will stabilise as 
well as the expected strengthening of GDP 
growth in 2018, following a year in which the 
Kenyan economy faced political and fiscal 
shocks. 

Kenya's fiscal deficit is likely to narrow 
following several years of expansionary 
policy. This shift towards fiscal consolidation 
will help to stabilise public debt/GDP levels 
and anchor Kenya's macroeconomic 

framework. Preceding years were characterised 
by increased capital expenditure and 

government borrowing in support of large 
infrastructure projects under Kenya Vision 2030, 

the country's long-term development blueprint. 
General government debt as a percentage of 
GDP increased to 58% at the end of the fiscal 
year ending June 2017 (FY17), from 40% at 
end-FY12, but still in line with the 'B' rated 
median of 59%. Fitch expects that debt/GDP 
will increase slightly to 59% of GDP in FY18, 
and then level off as the primary budget 
balance approaches the debt-stabilising level, 
which Fitch estimates at approximately -3% 
of GDP. 

Fitch forecasts Kenya's general government 
fiscal deficit to narrow to 7.5% of GDP in FY18, 

from 8.9% in FY17. The forecast is larger than 
the 6.5% of GDP target published in the FY18 
Budget to reflect revenue underperformance and 
a number of one-off expenditure overruns, 
including food imports and election-related 

spending. In the recently-released Budget Policy 
Statement (BPS18), the government forecasts 
the fiscal deficit to narrow to 6% of GDP in FY19 
and to continue falling to 3% by FY22. In Fitch's 
view, this level of consolidation is unlikely, but 
the agency expects the deficit to begin shrinking 

as major infrastructure projects are being 
completed and tax administration reforms raise 
government revenue. 
Fitch expects the shift toward fiscal consolidation 

over the medium term to come from reining in 
high capital expenditure, although there are 
risks this may not materialise. Consolidation 

plans would also be advanced through the 
successful implementation of a number of public 
financial management and public investment 
management reforms, which served as 
structural benchmarks under the IMF standby 
arrangement and standby credit facility 
negotiated in 2016. The last successful review of 

both programmes was conducted in January 
2017, and the facilities have since lapsed. 
Kenya's five-year growth average of 5.6% 
compares favourably with the 'B' rated median 

of 3.4%. Fitch forecasts GDP growth of 5.5% in 
2018, following a difficult economic year in 2017 

when growth slowed to an estimated 5%. In 
1H17, drought conditions negatively impacted 
agricultural output and contributed to food price 
inflation; however, growth in the agricultural 

http://www.fitchratings.com/
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sector increased in 3Q17 pointing towards a 

recovery. Meanwhile, manufacturing growth 

slowed down in 2H17 as a result of economic 
uncertainty around the general elections held in 
August and October, but PMI and central bank 
survey data suggest a swift recovery ahead. The 
economic impact of the completion of Phase I of 
the Standard Gauge Railway, which links Nairobi 

with the port city of Mombasa, has been muted, 
but will become more significant as integration 
issues at the port and last mile delivery issues 
are worked out. 
Kenya is still dealing with the fallout from the 
two general elections held in 2017, which were 

accompanied by some violence and disruption. 
Kenya's Supreme Court invalidated the first 
election, highlighting deficiencies and 

irregularities in the polling, and the second 
round was boycotted by the main opposition 
party. On 30 January, opposition candidate Raila 
Odinga held an unofficial ceremony where he 

was sworn-in as the "People's President," 
signalling his refusal to recognise President 
Uhuru Kenyatta as the election winner. Fitch 
does not expect Odinga's ongoing protests to 
lead to widespread disruption. However, the risk 
remains that a crackdown on the opposition by 
the government or security forces could trigger 

unrest. 
Kenya's 'B+' IDRs also reflect the following key 
rating drivers: 
Kenya exhibits strong macroeconomic stability, 

which will be supportive of its medium-term 
growth outlook. The Kenyan shilling has held 

stable, trading between KES102-104 per US 
dollar since a bout of depreciation in 2015; this 
reflects both the strength of the Central Bank of 
Kenya's (CBK) policy credibility and stable 
external financing flows. Higher food prices 
brought CPI inflation to 12% yoy in April 2017, 
after ending 2016 at 6%, but it has since fallen 

to 5%. With inflation within the CBK's target 
range of 5+/-2.5%, the central bank is likely to 
begin moving towards a more accommodative 
policy later in 2018. The bank's monetary policy 
committee held the policy rate steady at 10% at 

its most recent meeting, noting the risk of 
"perverse outcomes," which reflects the 

uncertainty around the lending rate cap and the 
expected fiscal consolidation. 
Fitch forecasts the current account deficit to 
remain broadly the same in 2018, after 
widening to an estimated 6.6% of GDP in 
2017, from 5.4% in 2016. Net external debt is 
estimated at 34.5% of GDP at end-2017, 
above the 'B' range median of 21%. 
The Kenyan economy is experiencing low 

private sector credit growth, which is due to a 
combination of a weaker credit environment, 
increased domestic debt issuance by the 
government, and the lending rate cap 

instituted in September 2017. Fitch notes, 

however, that credit growth likely reached its 
lowest point at 2% yoy in October 2017, before 
increasing to 2.4% by December. 
The authorities continue to study the impact of 

the lending rate cap, which has led to banks 

pulling back from higher-risk sectors, such as 

SME finance and retail lending, but will likely 

need stronger evidence of a negative impact on 
the population before convincing Parliament to 
repeal or amend the cap. Overall, the banking 
sector is healthy, with Kenya's largest banks 
being sufficiently capitalised, liquid and 
profitable. However, poor asset quality has been 

an issue owing to slow overall loan growth and a 
challenging environment in certain key 
industries. Non-performing loans as a 
percentage of total loans have been steady at 
around 10.5% through 2017. 
Kenya's medium-term growth potential has been 

supported by improvements in the business 
environment. The country improved its rank in 
the World Bank's Doing Business Index, rising to 

80 in the 2018 ranking from 108 in 2016. 
However, structural factors constrain the 
sovereign's ratings. The country is in the 22nd 
percentile of the UN Human Development Index. 

Kenya's governance indicators are weaker than 
the 'B' range median. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Kenya a score 
equivalent to a rating of 'B+' on the Long-Term 
Foreign-Currency (LTFC) IDR scale. 

Fitch's sovereign rating committee did not adjust 
the output from the SRM to arrive at the final 
LTFC IDR. 
Fitch's SRM is the agency's proprietary multiple 

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

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

RATING SENSITIVITIES 
The main factors that, individually or 
collectively, could lead to a positive rating action 
are: 
-Effective implementation of fiscal consolidation 

plans and decline of government debt/GDP; 
-Improvement in external balances that leads to 

a narrowing in the current account deficit and/or 
a decline in net external indebtedness; and 
-Successful implementation of structural reforms 
that foster an improved business environment 
and faster economic growth. 
The main factors that, individually or 

collectively, could lead to a negative rating 
action are: 
•Failure to implement fiscal consolidation and 
stabilise government debt/GDP; 
•Deterioration in the political or security 
environment undermining Kenya's long-term 
growth performance; and 

•Widening of the current account deficit that 
stresses macroeconomic stability and leads to 
significant foreign exchange reserves drawdown. 
KEY ASSUMPTIONS 
Fitch assumes the global economy evolves 
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broadly in line with the projections in its latest 

"Global Economic Outlook". 

The full list of rating actions is as follows: 
Long-Term Foreign- and Local Currency IDRs 
affirmed at 'B+'; Outlook Stable 
Short-Term Foreign- and Local Currency IDRs 
affirmed at 'B' 
Country Ceiling affirmed at 'BB- ' 

Issue ratings on long-term senior unsecured 
foreign and local -currency bonds affirmed at 
'B+' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 
 

Nigeria 

Nigeria to redeem 762.5 bln naira T. 

bill with planned Eurobond sale  

07-Feb-2018  
ABUJA, Feb 7 (Reuters) - Nigeria plans to 

redeem 762.5 billion naira ($2.5 billion) worth 
of treasury bills from the proceeds of a 
planned $2.5 billion Eurobond, to lower 
borrowing costs for the government, Finance 
Minister Kemi Adeosun said on Wednesday. 

The West African country expects to save 64 
billion naira each year after it refinances the 

local bills with the dollar debt, she told reporters 
following a cabinet meeting in the capital Abuja. 
In January, the head of the debt office told 
Reuters, the government would consider 
raising $2.5 billion through Eurobonds in the 
first quarter to refinance a portion of its 
domestic treasury bill portfolio at lower cost. 

Nigeria wants to refinance $3 billion worth of a 
local treasury bill portfolio of 2.7 trillion naira. 

It sold $3 billion in Eurobonds in November, part 
of which it used to fund its 2017 budget, and 
then paid off 198 billion naira in treasury bills in 
December. 
The debt pay-off lead to a drop in rates by 
around 300 basis points which translates into 
savings for the government, Adeosun said. 

On Wednesday, bond yields rose 50 basis points 

to a level last seen five months ago as global 
risk-off sentiment spread to local assets. The 
rise hit the actively traded five year bond and 
benchmark 20-year debt the most. 
The minister said the cabinet reappointed the 
banks that handled the previous eurobond sale - 

Citigroup, Stanbic IBTC Bank and Standard 
Chartered Bank - for the new bond sale. 
 
($1 = 305.35 naira) 
(Reporting by Felix Onuah; Writing by Chijioke 
Ohuocha; Editing by Toby Chopra) 
(( chijioke.ohuocha@thomsonreuters.com ; +234 703 
4180 621; Reuters Messaging: 
chijioke.ohuocha.thomsonreuters@reuters.net )) 
 

 

Rwanda 

Rwanda to sell Treasury bonds to boost 

budget, fund airline expansion  

07-Feb-2018  
By Clement Uwiringiyimana 
KIGALI, Feb 7 (Reuters) - Rwanda's 

government said on Wednesday it plans to 
sell treasury bonds to raise extra cash for its 
fiscal 2017/18 budget, part of which it will 
spend on expanding the national airline 
RwandAir. 

Finance Minister Claver Gatete asked parliament 

to approve an increase of 20.5 billion Rwandan 
francs ($24.5 million) to the budget for the fiscal 

year ending in July, bringing the total to 2.115 
trillion francs. 
Gatete said domestic revenues would increase 
by 37.5 billion francs to 1.413 trillion, supported 

by treasury bonds and imported oil reserves.  
The East African nation is building a new airport, 
and the minister said part of the revised budget 
will be used to finance flag carrier RwandAir, 
which runs flights to Dubai, Johannesburg, 
Brussels and other international destinations. 
Rwanda has focused on diversifying its 

agriculture-based economy since the 1994 
genocide, in which an estimated 800,000 ethnic 
Tutsis and moderate Hutus were killed. 
The government has won plaudits for 
improving the business climate. This year it 
was ranked number 41 on the World Bank's 
Ease of Doing Business Index, up from 56 the 
previous year and second only to Mauritius on 
the continent. 

The International Monetary Fund expects 
Rwanda's economy to have grown 5.2 percent in 
2017. Its total debt stood at 46 percent of gross 
domestic product as of 2017, Gatete said.  
 
($1 = 839.7100 Rwandan francs) 
(Reporting by Clement Uwiringiyimana; Editing by 
Katharine Houreld and Hugh Lawson) 
(( katharine.houreld@thomsonreuters.com ; + 254 
796 142 176; )) 
 
 

South Africa 

South  Africa dollar bonds fall, CDS rise on Zuma 
uncertainty  

05-Feb-2018  
LONDON, Feb 5 (Reuters) - South Africa's 

sovereign dollar bonds fell across the curve 
on Monday and the cost of insuring exposure 

to its debt rose to a one-month high, as 
tensions mounted over President Jacob 
Zuma's future. 

The country's ruling African National Congress 

(ANC) will hold an urgent meeting on Monday to 
discuss Zuma's future as head of state after 
overnight talks with the 75-year-old failed to 
secure his departure. 

The 2044 eurobond issue fell more than 0.5 
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cents  to 98 cents in the dollar, the lowest level 

in seven weeks, according to Thomson Reuters 

data. 
Five-year credit default swaps for South Africa 
rose 3 basis points (bps) from Friday's close to 
151 bps, according to IHS Markit data. It left it 
at a one-month high.  
 
(Reporting by Claire Milhench and Karin Strohecker) 
(( claire.milhench@thomsonreuters.com ; +44)(0)( 
207 542 3571; Reuters Messaging: 
claire.milhench.thomsonreuters.com@reuters.net )) 
 
 

Zimbabwe 

Zimbabwe negotiating $1.5 billion 

guarantee with Afreximbank  

07-Feb-2018  
HARARE, Feb 7 (Reuters) - Zimbabwe is 

negotiating a $1.5 billion guarantee with 
Afreximbank to ensure foreign investors' 
funds are protected, central bank Governor 
John Mangudya said on Wednesday. 

Under new President Emmerson Mnangagwa, 
who rose to power following a defacto military 
coup that forced Robert Mugabe to resign in 
November, the government is trying to assure 
foreign investors that their money is safe in 
Zimbabwe. 
Mangudya added that Zimbabwe, where 

Mnangagwa is trying to woo foreign investors, 
was also arranging a $400 million facility to 
ensure payments for critical imports and allow 
investors to repatriate funds. 
"Such guarantees and liquidity support are 
necessary to protect investors' funds from 
country risk, and in doing so, enhancing 
investor confidence," Mangudya said in a 

monetary policy speech. 

Mangudya also announced a raft of measures 
that he said would help the economy, including 
increased financial support to small-scale gold 
miners and tobacco farmers. The two 
commodities generate the highest export 
earnings for the country. 

The central bank governor also said the bank 
would work to reduce government's borrowing 
from the bank. The government has overdraft of 
$1.2 billion instead of $800 million permissible 
under the law, Mangudya said. 
 
(Reporting by MacDonald Dzirutwe; Editing by James 
Macharia) 
(( macdonald.dzirutwe@tr.com ; +263 4 799 112; 
Reuters Messaging: 

macdonald.dzirutwe.thomsonreuters.com@reuters.net 
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Emerging markets suffer $4 bln 

outflows, biggest since U.S. election 

06-Feb-2018  
LONDON, Feb 6 (Reuters) - Investors have 

pulled nearly $4 billion out of emerging 

markets since Jan. 30, according to data from 
the Institute of International Finance (IIF) - 

the biggest slump since the 2016 U.S. 
presidential election. 

The bulk of the outflows came from equities, 
which have lost $3.4 billion since flows turned 
negative on Jan. 30, the IIF said. South Korea, 
Indonesia and Thailand suffered the worst 
losses.  

MSCI's benchmark emerging markets index has 
fallen over 6 percent since the start of the 
month and was set for its worst daily fall since 
November 2016 on Tuesday, tumbling 3 
percent. 
Investors have scrambled for the exits after data 
on Friday's showed the largest U.S. wage growth 

since 2009. That has fuelled speculation the 

Federal Reserve will raise U.S. interest rates 
faster than had been expected, which would 
mean higher borrowing costs for emerging 
markets.  
"While we remain generally optimistic on EM 
flows this year, downside risks should not be 

understated," the IIF said. "A sustained global 
equity market sell-off would clearly be one such 
downside risk."  
 
(Reporting by Claire Milhench, editing by Larry King) 
(( claire.milhench@thomsonreuters.com ; +44)(0)( 
207 542 3571; Reuters Messaging: 
claire.milhench.thomsonreuters.com@reuters.net )) 
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GLOBAL MARKETS-Rising bond yields 

keep world stocks on shaky ground  

08-Feb-2018  
•European shares dip, Wall Street set for 
losses 
•BOE's hawkish message lifts sterling, gilt 
yields 
•Sentiment in stock markets remains frail 
•U.S. bond yields rise after budget deal 

•U.S. shutdown averted but federal deficit to 
rise 
•Chinese OKs outbound investments 

By Dhara Ranasinghe 
LONDON, Feb 8 (Reuters) - World stock 

markets remained on shaky ground on 
Thursday as U.S. bond yields crept back 
towards four-year highs after congressional 
leaders reached a two-year budget deal to 
raise government spending by almost $300 

billion. 

While the deal was a rare display of 
bipartisanship that should stave off a 
government shutdown, it looks set to widen the 
U.S. federal deficit further and could fan 
inflation, prompting the Federal Reserve to lift 
interest rates faster. 

Euro zone yields were also higher on the day 

while a hawkish message from the Bank of 
England on interest rates, pushed UK stocks 
down around 1 percent and lifted yields on UK 
government bonds to the highest since 2015. 
All that is keeping equities on tenterhooks.  
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While MSCI's world index has risen off two-

month lows hit earlier this week, the tentative 

rebound from Wednesday's has fizzled. That 
pushed the index some 0.2 percent lower while 
European bourses were weighed down by 
commodity and technology stocks.  
The pan-European STOXX 600 share index fell 
0.5 percent, and is still down almost 3 percent 

year-to-date.  
Wall Street too looks set for a weaker session, 
with U.S. stock futures, down around a quarter 
percent, as investors eye the potential for higher 
inflation and borrowing costs. 
That has "toned down the straight line move on 

equity markets, led to a more volatile 
environment and limited the potential for 
equities," Francois Savary, chief investment 

officer at wealth manager Prime Partners said, 
referring to investors' bullishness prior to the 
recent correction. 
"I don't think markets can recover immediately 

(from the shock), there needs to be a 
stabilisation phase". 
The previous two sessions saw the heaviest 
volumes traded on the STOXX 600 index in more 
than seven months.  
Volumes on U.S. exchanges meanwhile 
exceeded 9 billion shares for a fourth straight 

day on Wednesday, a figure surpassed just once 
before in the past seven months, according to 
Deutsche Bank.  
In Asia, MSCI's index of emerging Asian equities 

remained near six-week lows.  
Focus was on China, where Shanghai's 

benchmark index hit a six-month low after 
Beijing resumed an outbound investment 
scheme after a two-year hiatus, granting 
licenses to about a dozen global money 
managers, sources said. 
SPENDING SOARS 
The recent selloff, sparked by last Friday's 
jump in Treasury yields, sent the VIX index, 

considered Wall Street's "fear gauge", 

spiralling. The index is down just below 30 on 
Thursday, but that is more than twice the levels 
seen in the past few months. 

Bond yields got a fresh impetus on Wednesday 
from U.S., lawmakers' deal on the budget, with 
10-year U.S. yields back up to 2.84 percent, 

near Monday's four-year peak of 2.885 percent. 
The fear now is that alongside the economic 
boost President Donald Trump's tax cut plans 
may deliver, higher deficit spending could 
overheat the already strong U.S. economy and 
accelerate inflation to levels not seen in over a 
decade. 

The Senate and the House were both expected 
to vote on the deal on Thursday.  
"The news yesterday has set up a test for 3 
percent on 10-year Treasury yields," Savary 
said. 
European bond yields also rose, lifted by the 
prospect of increased fiscal spending after 

Wednesday's coalition government deal in 
Germany. 

UK government bond yields rose too after the 
Bank of England said interest rates probably 

needed to rise sooner and by a bit more than it 

thought three months ago and raised economic 

growth forecasts for Britain. 
British two-year government bond yields rose to 
the highest since December 2015 after the 
statement, rising around 6 basis points to 0.706 
percent. Sterling rose around one percent 
against the dollar and euro 

 
(Additional reporting by Hideyuki Sano in Tokyo and 
Sujata Rao in London; Editing by Kevin Liffey and 
Janet Lawrence) 
(( Dhara.Ranasinghe@thomsonreuters.com ; 
+442075422684; )) 

 
 

 


