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ASIA 
  

Bahrain 

Bahrain real GDP up 0.8% in Q2 y/y 

despite oil sector contraction  

07-Oct-2019  
DUBAI, Oct 7 (Reuters) - Bahrain's real gross 

domestic product grew 0.8% in Q2 year-on-

year, according to preliminary government 
data, as growth in the non-oil sector offset a 
decline in oil output. 

The small Gulf Arab oil producer saw a 0.8% 
drop in the oil sector in the second quarter, 
mainly because of a 5.8% decline in the 
production of oil from the offshore Abu Safah 

field, which it shares with Saudi Arabia. 

Annual growth in the non-oil sector was 1.2%, 
the ministry of finance said in a statement late 
on Monday. 
Bahrain's total GDP in Q2 stood at 3.2 billion 

dinars ($8.49 billion), it said. 
The Bahraini government received pledges of 
$10 billion last year from Saudi Arabia, Kuwait 
and the United Arab Emirates after low oil prices 

pushed its public debt to almost 93% of gross 
domestic product. 

As part of the financial aid from its wealthier 
Gulf allies, Bahrain has embarked on a series of 
economic reforms aimed at balancing its budget 
by 2022. 
Bahrain expects a fiscal deficit of 4.7% of GDP 
this year and 3.9% next year, the ministry 
said on Monday, confirming previous 
estimates. 

It forecasts real GDP to grow 2.1% this year and 
2.7% next year, it said.  
 
($1 = 0.3770 Bahraini dinar) 
(Reporting by Tuqa Khalid and Davide Barbuscia; 
Editing by Chris Reese and Cynthia Osterman) 
((Tuqa.Khalid@thomsonreuters.com; 
+971521047568)) 
(c) Copyright Thomson Reuters 2019. 
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China 

China's Sept new loans seen rising, 

more policy easing expected  

09-Oct-2019  
• Sept new loans seen at 1.4 trln yuan 
vs 1.21 trln yuan in Aug 
• Sept M2 money supply growth seen at 
8.2% y/y vs 8.2% in Aug 
• Sept TSF seen at 1.8 trln yuan vs 1.98 
trln yuan in Aug 
• Loans, money supply data due Oct 10-
15 

BEIJING, Oct 9 (Reuters) - China's new bank 

loans likely rose in September but other key 
gauges of credit growth remained lacklustre, 
a Reuters poll showed, reinforcing 
expectations Beijing needs to deliver more 
support to stabilise the economy as trade 
pressures build. 

Chinese regulators have been trying to boost 
bank lending and lower corporate financing costs 
for over a year, but the pick-up in loan growth 

has been modest compared to previous rounds 
of stimulus, and economic activity has continued 
to slow.  
Analysts say the problem is not a lack of credit, 
but weakening business and consumer 
confidence as the U.S.-China trade war drags 
on, weighing on activity from manufacturing and 

investment to retail sales.  
Chinese banks are expected to have issued 1.4 
trillion yuan ($196.02 billion) in net new yuan 
loans last month, up 16% from 1.21 trillion yuan 
in August but largely in line with the tally in 
September last year, according to a median 
estimate in a Reuters survey of 30 economists. 

Broad M2 supply was seen unchanged from 
8.2% growth in August. 
But growth of outstanding loans was expected to 
decelerate for a sixth straight month. 
Annual growth of outstanding loans in 
September was seen edging down to 12.3% in 

September, the lowest since July 2002, from 
August's 12.4%. 
Some analysts say the annual comparison is a 
better way to assess trends in China's credit 
growth, rather than more volatile monthly 
readings.  

In a bid to boost bank lending, the central bank 
has pumped out trillions of yuan in liquidity by 
repeatedly cutting banks' reserve requirement 

ratios (RRR) since early 2018. 
But despite repeated calls by regulators to help 
struggling smaller, private firms, banks have 
been reluctant to lend as such firms are 
considered bigger credit risks. Some factory 
managers have told Reuters they have lost 

financing or had their credit lines sharply cut 

back. 
More recently, Chinese regulators have stepped 
up efforts to rein in mortgage lending amid 
concerns about property prices and rising 
household debt. 
Offsetting the modest pick-up in yuan loans, 

Reuters survey respondents expect total social 

financing (TSF), a broad measure of credit and 

liquidity in the economy, to drop to 1.8 trillion 
yuan in September from 1.98 trillion in August. 
The expected decline is likely due to lower 
issuance of both corporate and local government 
special bonds. 
Net issuance of local government bonds are 

estimated to fall notably as the provincial 
authorities are already close to exhausting 
their annual bond quotas.  

TSF includes off-balance sheet forms of financing 
that exist outside the conventional bank lending 
system, such as initial public offerings, loans 
from trust companies and bond sales. 
Analysts at Capital Economics noted problems 

with credit allocation will dampen the impact of 

stronger credit growth on the real economy. 
"Private firms, which make up the bulk of 
shadow banking borrowers and low-rated 
corporate bond issuers, have benefited least 
from current round of monetary easing. And the 
share of credit going to less-efficient state firms 

has increased." 
Moody's Investors Service said in a recent report 
that China's shadow banking assets were near 
3-year lows. 
China's central bank recently said it is in no rush 
to follow other countries in significantly 
loosening monetary policy but has ample options 

to help prop up slowing growth, suggesting a 
cautious approach to additional stimulus. 

With an eye on debt, Beijing has been leaning 
more heavily on fiscal stimulus to weather the 
current downturn, announcing trillions of yuan in 
tax cuts and special local government bonds to 

finance infrastructure projects 
But analysts say continued credit support is 
needed, especially as more U.S. tariff measures 
against China are set to take effect on Oct. 15 
and Dec. 15, unless the two sides can agree on 
some form of de-escalation. 
China and U.S. top trade negotiators will meet in 

Washington for trade talks on Thursday and 
Friday. But prospects for progress dimmed on 
Monday after Washington blacklisted Chinese 
companies over Beijing's treatment of Muslim 

ethnic minorities, and President Donald Trump 
said a quick trade deal was unlikely. 
Analysts expect economic growth could cool 

further this quarter from a near 30-year low of 
6.2% hit in April-June. 
"Owing to rapidly falling industrial production 
growth, a slump in pork production and elevated 
U.S.-China trade tensions, we expect the growth 
slowdown to gather pace," economists at 

Nomura said in a recent note. 
"We expect more policy easing/stimulus 
measures, including medium-term lending 
facility (MLF) rate and reserve requirement ratio 
(RRR) cuts through the rest of this year to 

stabilize market sentiment and bolster growth." 
 
($1 = 7.1422 Chinese yuan renminbi) 
(Reporting by Lusha Zhang and Ryan Woo; Editing by 
Kim Coghill) 
((LushaZhang1@thomsonreuters.com; 8610-
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56692106)) 
(c) Copyright Thomson Reuters 2019.  
©Thomson Reuters 2019. All rights reserved.  
 
 

Foreigners snapped up China 

government bonds in September as 

yuan steadied  

09-Oct-2019  
SHANGHAI, Oct 9 (Reuters) - Foreigners 

bought Chinese government bonds at the 
fastest monthly pace in more than a year in 
September as the yuan stabilised, official data 
showed on Wednesday, highlighting robust 
demand amid the bonds' addition to global 
indexes. 

Offshore investors held Chinese government 

bonds worth a total of 1.24 trillion yuan ($174.1 
billion) at the end of September, according to 
data from the China Central Depository and 
Clearing Co., the country's main interbank 
market clearing house. 
The total is a record high. It is also up 4.5% 
from a month earlier, the fastest monthly rise in 

percentage terms since August 2018, according 
to Reuters' calculations. 
Foreigners bought a net 110.8 billion yuan of 
Chinese bonds last month, the China Foreign 
Exchange Trade System (CFETS) said in a post 
on its official WeChat account late on Tuesday. 
That was a jump from net purchases of 69.9 

billion yuan in August, when China's yuan posted 

its biggest monthly tumble against the U.S. 
dollar amid trade tensions with the United States 
and a slowing domestic economy. 
The yuan regained its footing in September, 
rising about 0.1% against the dollar. 

CFETS did not give a breakdown of the bond 
purchases by country. But it said 48% of trading 
volume came from overseas commercial banks, 
19% from overseas central banks and related 
institutions, and 17% from overseas funds. 
Foreign flows into China have been supported 
by the 20-month phased inclusion of Chinese 
government and policy-bank bonds in the 

Bloomberg Barclays Global Aggregate Index, 
which began in April. JPMorgan said in 
September that it would add Chinese 
government bonds to its emerging market 
local currency bond index from February 
2020. 

But index provider FTSE Russell subsequently 
declined to add China to its widely tracked World 
Government Bond Index (WGBI), citing 

problems including scant trading activity and 
long settlement cycles. 
At the end of August, foreign investors held 
onshore Chinese bonds worth a total of 2.03 
trillion yuan, according to Reuters' calculations 
using data from China Central Depository and 
Clearing Co. and the Shanghai Clearing House, 

the country's interbank market clearing houses. 
Additional interbank market data for September 
was not yet available from the Shanghai 
Clearing House on Wednesday evening.  
 
($1 = 7.1233 Chinese yuan) 

(Reporting by Andrew Galbraith; Editing by Kim Coghill 
and Toby Chopra) 
((Andrew.Galbraith@tr.com; +86 21 2083 0079; 
Reuters Messaging: 
andrew.galbraith.thomsonreuters.com@reuters.net; 

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

Hong Kong 

S&P keeps Hong Kong's AA+ rating 

despite protests, cites strong finances  

08-Oct-2019  
HONG KONG, Oct 8 (Reuters) - S&P maintained 

Hong Kong's AA+ credit rating with a stable 
outlook on Tuesday despite increasingly 
violent anti-government protests, breaking 
with the other two big global credit rating 
agencies. 

The Chinese-ruled city's "strong economic and 
financial metrics will allow the government's 
credit standing to withstand the fallout from the 
ongoing social unrest," S&P Global Ratings said 
in a news release. 
Growing violence on Hong Kong's streets has 
added to pressure on the open economy from 

the protracted U.S.-China trade war, prompting 
Fitch Ratings to cut the city's rating by a notch 
last month to AA, while Moody's switched its 
outlook to negative from stable but kept its Aa2 

rating. 
Many analysts believe the city, one of the 
world's most important trade and business hubs, 

has slid into its first recession in a decade. 
Tourism and retail sales have plummeted, 
threatening heavy job losses. 
S&P said near-term economic growth will be 
muted, but added that short-term stimulus 
measures will be implemented to support the 
flagging economy, with the government 
incurring fiscal deficits in the next one to two 
years. 

However, "abrupt changes" in Hong Kong's 
relationship with the Chinese central 
government could sour this outlook, S&P said. 

Hong Kong is governed under the 'One Country, 
Two Systems' arrangement where the territory 
keeps its way of life upon returning to Chinese 
rule in 1997. Its autonomy, however, has been 

in doubt amid concerns over Beijing's growing 
influence. 
 
(Reporting by Noah Sin; Editing by Kim Coghill) 
((Noah.Sin@thomsonreuters.com; +852 2841 5782; 
Reuters Messaging: 
noah.sin.thomsonreuters.com@reuters.net; Twitter: 
https://twitter.com/noah_sin)) 
(c) Copyright Thomson Reuters 2019. 
 
 

India 

India Bonds Seen Lower As U.S.-China 

Trade Tensions Escalate   

09-Oct-2019  
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By Siddhi Nayak 

NewsRise 

MUMBAI (Oct 09) -- Indian government bonds 

will likely open lower as tensions between the 
United States and China rose over trade and 
foreign policy agreement, while traders await 
fresh triggers domestically.  

The yield on the benchmark 7.26% bond 
maturing in 2029 is likely to trade in a range of 

6.65%-6.70% today, a trader with a private 
bank said. The note ended higher at 103.97 
rupees, yielding 6.68% on Oct. 7. The Indian 
rupee ended lower at 71.02 to the dollar.  
Indian financial markets were shut yesterday for 
a local holiday. 
“The trade dispute between the U.S. and China 

is showing no sign of ending and the consequent 

effect will spill over on local bonds,” the trader 
said. “Also, domestically there are not much 
immediate triggers to look forward and in low-
volume trade, chances of prices falling 
increases.” 
Trade tensions between the U.S. and China 

ratcheted up, on reports that Washington may 
limit capital flows into China and blacklist more 
Chinese firms. The U.S. also imposed visa 
restrictions on Chinese officials for the detention 
or abuse of Muslim minorities, raising concerns 
whether the two sides could reach a truce at 
trade negotiations this week. 

A Chinese diplomat said that China wanted a 
deal, but it cannot be a "zero-sum game," 

Reuters reported. The two sides will hold high-
level trade talks beginning tomorrow. 
Meanwhile, Federal Reserve Chairman Jerome 
Powell said yesterday that the U.S. central bank 

was open to cut policy rates further to ease 
global economic concerns. Powell reiterated that 
the central bank will act “as appropriate” to step 
up the economy. 
India’s rate-setting Monetary Policy Committee 
last week cut its key policy rate by 25 basis 
points to 5.15%, the lowest in almost 10 years. 

With this cut, the MPC has cut rates by 135 
basis points in this calendar year. 
The MPC retained its accommodative stance 
and cut its gross domestic product growth 
forecast sharply by 80 basis points to 6.1% 
for this financial year. India’s economic 
growth slumped to an over six-year low of 5% 
in April-June. 

The MPC will continue its accommodative stance 

till India’s economic growth revives, Reserve 
Bank of India governor and MPC head 
Shaktikanta Das said, according to a report in 
The Economic Times newspaper yesterday. The 
minimum repo rate where the central bank will 
take a pause cannot be concluded at this stage 
and will depend on the next deliberations of the 

MPC, Das said. 
Crude oil prices slipped for the third straight 

session amid demand concerns for the 
commodity amid rising U.S.-China trade 
tensions. India imports over 80% of its crude oil 
requirements. 

KEY FACTORS: 
*Benchmark Brent crude oil contract trading 

0.3% lower at $58.05 per barrel. 

*Ten-year U.S. yield at 1.5409%.  

*Foreign investors bought net $43.77 million 
worth of Indian bonds on Oct. 7. Month-to-date 
these investors are buyers of net $73.46 million 
of Indian debt. 
*Federal cabinet meeting likely today. 
*Junior Finance Minister Anurag Thakur at CNBC 

Indian Business Leaders Awards. 
*RBI to auction 91-day, 182-day and 364-day 
Treasury Bills worth 160 billion rupees. 
*RBI to conduct overnight variable rate reverse 
repo auction worth 2.60 trillion rupees. 
 
- By Siddhi Nayak; siddhi.nayak@newsrise.org; 91-22-
6135 3307 
- Edited By Debasis Basak 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
©Thomson Reuters 2019. All rights reserved.  
 
 

India Bonds Extend Fall As Oil Jumps; 

Debt Sale Result Eyed  

11-Oct-2019  

By Neha Dubey 
NewsRise 
MUMBAI (Oct 11) -- India government bonds 

fell further in afternoon session tracking an 
uptick in crude oil prices, while investors 
awaited the outcome of a weekly note 
auction. 

The benchmark 7.26% bond maturing in 2029 

changed hands at 103.72 rupees, yielding 
6.71%, at 1:05 p.m. in Mumbai, against 103.90 
rupees and a 6.69% yield yesterday. The note 
fell to 103.58 rupees, its lowest since Sep. 27. 
New Delhi is selling bonds worth 160 billion 
rupees via a weekly auction today. 
The new 10-year 6.45% 2029 bond was trading 

20 paise lower at 99.70 rupees, yielding 6.49%. 
The Indian rupee was at 70.99 to the dollar 
against 71.07 at previous close. 
“With Brent crude oil once again testing the $60-
per-barrel mark, traders worry that the inflation 
outlook will be impacted,” a dealer with a state-

run bank said. “Investors’ appetite for bonds is 
also weak due to expectation of weak demand at 
the auction today.” 
The benchmark Brent crude oil contract surged 
following report of an explosion on an Iranian oil 
tanker near the Saudi port city of Jeddah. The 
contract was last trading 2% higher at $60.28 

per barrel and is headed for its best day in 
nearly a month. India imports 80% of its crude 
oil requirements. 
India’s September retail inflation data is due on 
Oct. 14. A Reuters poll expects retail inflation to 
gain pace sharply to a one-year high of 3.70% 
on year in September, from 3.21% in August. 

Some market participants fear that a higher 
inflation print may curb further easing by the 
central bank. 
India's rate-setting Monetary Policy 
Committee has cut rates by 135 basis points 
since January to 5.15%, the lowest in almost 

mailto:Publicdebtnet.dt@tesoro.it
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10 years, to boost growth. 

India's 10-year bond yield can fall towards 

6.30% if central bank can commit to keep 

interest rates lower for longer period, Citi said in 
a note. 
Meanwhile, U.S. treasury yields gained as 
demand for safe-haven assets decreased after 
Chinese Vice Premier Liu He said Beijing is 

willing to reach an agreement with Washington 
to prevent any further escalation of the dispute. 
The two sides had begun their high-level talks 
yesterday. 
 
The yield on the U.S. 10-year note rose to 1.6730% 
today, the highest since Oct. 1. 
- By Neha Dubey; neha.dubey@newsrise.org; 022-
6135 3309 
- Edited By Sunil Nair 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
©Thomson Reuters 2019. All rights reserved 
 
 

Indonesia 

Indonesia raises 23.8 trillion rupiah 

from debt auction, above target  

08-Oct-2019  
JAKARTA, Oct 8 (Reuters) -  
• Indonesia raised 23.8 trillion rupiah 

($1.68 billion) in a bond auction on Tuesday, 
above an indicative target of 15 trillion 
rupiah, the financing and risk management 
office at the Finance Ministry said 

• The weighted average yields of the 

bonds were mostly lower than yields of 
comparable bonds in the previous auction on 
September 24 
• Total incoming bids at Tuesday's auction 
were 48 trillion rupiah 
 
($1 = 14,155.0000 rupiah) 
(Reporting by Tabita Diela; Editing by Andrew 
Heavens) 
((tabita.diela@thomsonreuters.com; 
+622129927621)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Lebanon/United Arab Emirates 

UAE lifts Lebanon travel ban as Beirut 

seeks support for ailing economy  

07-Oct-2019  
• Hariri hoping for cash injection for 
central bank 
• "Optimistic" after meeting Abu Dhabi 
crown prince  
• Abu Dhabi hosting conference for 
Lebanese delegation 

• Bonds rebound on hopes of reprieve 
for indebted state  
• Beirut seeks food, infrastructure, oil 
investments  

By Lisa Barrington and Stanley Carvalho 

ABU DHABI, Oct 7 (Reuters) - The United Arab 

Emirates lifted a ban on its citizens visiting 
Lebanon on Monday as the Beirut government 
sought UAE help in steering the heavily 
indebted economy out of deep crisis.  

Prime Minister Saad al-Hariri, leading a 
delegation to Abu Dhabi seeking support, had 
told Reuters he was hoping the UAE would inject 
cash into its central bank. 

Before the lifting of the travel ban was 
announced, Hariri said he was "optimistic" after 
visiting the UAE and meeting with Abu Dhabi 
Crown Prince Sheikh Mohammed bin Zayed al-
Nahyan. He said the UAE would announce any 
support initiative that may come. "The 
atmosphere is good," Hariri said on Twitter.  

The UAE barred its citizens from travelling to 

Lebanon in 2016. The UAE and Saudi Arabia 
have both voiced frequent concern over the 
political situation in Lebanon, which is located 
next to war-torn Syria and is home to the 
heavily armed Hezbollah group backed by the 
two Gulf States' main adversary, Iran. 

Lebanon is now seeking a cash injection for its 
central bank and investments in food, 
infrastructure, oil and gas, and renewable 
energy. 
Faced with one of the world's highest debt 
burdens, low growth and crumbling 
infrastructure, Beirut has vowed to implement 

long-delayed reforms. It is also seeking to 
reverse a sharp loss of confidence among foreign 

investors and depositors who are turning away 
from the Lebanese pound.  
While no deal was formally announced, 
Lebanese officials portrayed Monday's high-

stakes talks as positive while Abu Dhabi stressed 
its support for Lebanon. In response, dollar 
bonds issued by heavily-indebted Lebanon rose.  
A Lebanese government source said Hariri would 
remain in Abu Dhabi on Tuesday for follow-up 
meetings. 
Crown Prince Mohammed "stressed during the 

meeting that the UAE...is keen on supporting its 
relationships with Lebanon on different levels, 
and stands by it in all that preserves its security 
and stability," the state news agency WAM 

reported. 
When asked earlier on Monday whether Lebanon 
would receive an injection of cash into its central 

bank from the UAE, Hariri said: "We are working 
on everything ... Yes we are hoping, we will 
work on it." 
The bank has been drawing down its foreign 
exchange reserves to repay the state's maturing 
dollar-denominated debt, and said last week it 

was prepared to do more. 
Central bank Governor Riad Salameh, also 
attending the conference, said it was continuing 
to provide dollars to local financial markets. He 
added that Lebanon has "numerous possibilities" 

as it looks for assistance, but it anticipates 
support from the UAE.  

SEEKING PUBLIC PLEDGES 
Lebanon's traditionally high reserves of foreign 
currency have been in decline because capital 
inflows into its banking system from Lebanese 
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abroad have been slowing.  

Beirut, which has a debt-to-GDP ratio of around 

150%, hopes its Gulf allies or regional sovereign 
wealth funds will offer support but no public 
pledges have so far been made. 
At Abu Dhabi's Sea Palace, the leaders 
"discussed the latest developments in Lebanon 
and the region and the bilateral relations 

between the two countries", Hariri's office said in 
a statement. 
Financial markets have tightened significantly 
this year, raising the costs for Lebanon of 
borrowing and insuring against default. Dollar-
denominated bonds, which rose on Monday, 

remain down some 15% this year. 
UAE Economy Minister Sultan bin Saeed Al 
Mansouri told reporters at the conference that 

financing for Lebanon would be discussed in the 
meetings "and they'll make the right decision", 
adding Lebanon's investment climate is 
becoming more "settled." 
Lebanon is preparing to sell a Eurobond of 
around $2 billion this month, with cash raised 
expected to be used to refinance maturing 
debts and shore up shaky public finances. 

On Oct. 1, Moody's put Lebanon's Caa1 credit 
rating under review for a downgrade, saying 
anticipated external financial assistance had not 
yet been forthcoming.  
Ratings agency Fitch downgraded Lebanon to 

CCC in August, citing debt servicing concerns.  
At the same time, S&P Global affirmed Lebanon 

at B-/B with a negative outlook, saying it 
considered foreign exchange reserves sufficient 
to service government debt in the "near term". 
 
(Additional reporting by Tom Perry, Davide Barbuscia 
and Tuqa Khalid Writing by Jonathan Spicer 
Editing by Gareth Jones and Mark Heinrich) 
((jonathan.spicer@reuters.com; Reuters Messaging: 
jonathan.spicer.thomsonreuters.com@reuters.net 
@jonathanspicer)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Hariri says UAE promised Lebanon aid 

after high-stakes talks  

08-Oct-2019  
By Tom Perry and Jonathan Spicer 
BEIRUT, Oct 8 (Reuters) - Lebanese Prime 

Minister Saad al-Hariri said on Tuesday the 
United Arab Emirates has promised 
investments and financial aid to his deeply 
indebted country, though work remains to 
seal the deal, after two days of high-stakes 
talks in Abu Dhabi. 

Hariri, who led a Lebanese delegation to the 
allied Gulf state, was seeking funds to stem a 
sharp loss of investor and depositor confidence 
that has pressured Lebanon's currency and 
strained its lenders and central bank.  
While the UAE had made no announcement 

about funding by Tuesday evening, any sort of 

relief could buy Beirut time as it looks to shore 
up dollar reserves and begin enacting fiscal 
reforms it has long promised with little progress.  
"The Emiratis promised investments and 

financial assistance," he was quoted as saying in 

an official transcript of his comments to 

reporters in Abu Dhabi. 
While the talks with the Emiratis were positive, 
Beirut "has to do some things to encourage 
them" to invest in Lebanon, Hariri added, 
without providing details. 
"We are negotiating with them the investments 

they want to make in various sectors, in addition 
to financial investments in some banks or in the 
central bank," he was quoted as saying in the 
transcript published by his office.  
Faced with one of the world's highest debt 
burdens, low growth and crumbling 

infrastructure, Beirut has vowed to implement 
long-delayed reforms to narrow its budget and 
current-account deficits, though little has so far 

been done.  
The country, which has a debt-to-GDP ratio 
around 150%, is also seeking to reverse a 
sharp loss of confidence in the Lebanese 
pound. Its central bank has been drawing 
down its foreign exchange reserves to repay 

the state's maturing debt, and has promised 

to do more.  
"POSITIVE RESULTS" 
Hariri had hoped on Monday for a cash injection 
into Lebanon's central bank. But on Tuesday 
broadcaster MTV quoted him saying this option 
"requires study" and that discussions on the 

topic included risks to the UAE of such a move.  
On Twitter, Hariri said "work is ongoing to 
receive" the promised funds, adding: "We 
have to follow up on the positive results of the 
visit and focus on the best investment the UAE 
can make in Lebanon."  

There have been no further official UAE 
statements on Hariri's visit since his meeting 
with Abu Dhabi Crown Prince Sheikh Mohammed 

bin Zayed al-Nahyan on Monday, when the UAE 
lifted a ban on its citizens traveling to Lebanon. 
A significant UAE investment in Lebanon would 
mark a new phase in relations.  
For the UAE, the benefits could include building 
political sway to counter the powerful Iran-
backed Shi'ite Lebanese group Hezbollah while 

also the chance to invest in Lebanon's nascent 

oil and gas sector or its port.  
"The UAE's position makes sense: they want 
assets, not paper. The problem is that real 
investments take time to materialise and the 
disbursements are (slow)," said Carlos Abadi, 
managing director at financial advisory firm 

DecisionBoundaries in New York. 
"I think that Hariri was pining for a $3-5 billion 
Emirati deposit into the central bank as a way to 
buy political breathing room to enact the 
reforms," he added. 
 
(Additional reporting by Maher Chmaytelli; Writing by 
Jonathan Spicer; Editing by Angus MacSwan and 
Gareth Jones) 
((thomas.perry@thomsonreuters.com; Reuters 
Messaging: thomas.perry.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
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Malaysia 

Malaysia to boost economy in 2020 as 

Sino-U.S. trade war drags on  

08-Oct-2019  
KUALA LUMPUR, Oct 7 (Reuters) - Malaysia's 

government will likely present an expanded 
budget on Friday to temper a weak economic 
outlook, as it grapples with global recession 
fears, the protracted U.S.-China trade war and 
a large debt pile left behind by its 
predecessors. 

Southeast Asia's third-largest economy bucked a 

global cooling trend and grew faster than 
expected over the first half of 2019, but analysts 

say growing protectionist policies around the 
world will eventually drag on the trade-reliant 
country. 
Prime Minister Mahathir Mohamad's government 
will at the least need to sustain its development 

spending to prop up domestic demand next 
year, economists have said, even as it continues 
to deal with 1 trillion ringgit ($238.66 billion) in 
debt that has been blamed on embattled former 
premier Najib Razak's administration. 
"We think Budget 2020 will likely include a 
contingency plan to counter the effects of a 

slowdown from the US-China trade war – a 
“so-called” mini fiscal stimulus package," RHB 
Investment Bank said in a note. 

The contingency fund, which the bank estimated 
could amount to 3 billion ringgit ($715 million), 
will be on top of an estimated 55 billion ringgit 
that the government will likely set aside for its 
2020 development budget, RHB said. 

Mahathir's government bucked expectations 
when it tabled an expanded budget in 
November, in a bid to boost revenue despite the 
slowing economy. It also set a higher fiscal 
deficit target over the next few years to make 
room for domestic spending while chipping away 
at its debt. 

China and Malaysia resumed a massive "Belt and 
Road" train project in July at a heavily 

discounted cost after a year-long suspension of 
the project by Mahathir, who followed through 
an election pledge to renegotiate or cancel 
"unfair" Chinese mega-projects approved by his 
predecessor Najib. 

An expanded budget for next year could mean a 
slower pace of fiscal consolidation than forecast 
by the government, though it is something that 
is to be expected with the soft outlook, Standard 
Chartered said. 
In July, Finance Minister Lim Guan Eng said it 
would be difficult to meet the 3% fiscal deficit 

target for 2020 due to uncertainties around 
the U.S.-China trade war. 

The government had earlier announced a fiscal 

deficit target of 3.4 pct in 2019 and 2.8 percent 
by 2021, and 2 percent over the medium term. 
"Nevertheless, we do not expect this to raise 
rating concerns given the challenging economic 
outlook, as long as the medium-term fiscal 

consolidation target is adhered to," Standard 

Chartered said in a note, projecting the deficit to 

fall to around 3.2%. 

TAX TRADE-OFF 
The government has said that it will not 
introduce any new taxes in the 2020 budget, but 
it could expand the coverage of existing taxes to 
broaden its revenue base, according to Maybank 
Investment Bank. 

Mahathir's government had abolished an 
unpopular consumption tax last year as part of 
an election pledge, but offset the loss in revenue 
by reintroducing a sales and services tax (SST), 
raising tax payouts from gambling and the sale 
of privately-owned properties, and introducing 

new taxes on sugar consumption and airport 
use. 
"The widening of SST is ongoing... this will 

continue further in Jan 1 2020 with more 
imported online/digital consumer services being 
included," Maybank said. 
"We also would not discount the possibility of 

broader sugar tax coverage that is currently 
charged on canned and bottled drinks to include 
powdered brew like the 3-in-1 coffee mix and 
carbonated drinks sold at fast food restaurants." 
 
($1 = 4.1900 ringgit) 
(Reporting by Joseph Sipalan; Editing by Kim Coghill) 
((Joseph.Sipalan@thomsonreuters.com; 
+60323338019; Reuters Messaging: 
joseph.sipalan.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Malaysia widens fiscal deficit target in 

budget, promises stimulus if needed  

11-Oct-2019  
By Joseph Sipalan, Rozanna Latiff and Liz Lee 

KUALA LUMPUR, Oct 11 (Reuters) - Malaysia's 

government on Friday unveiled a smaller 
budget than expected for next year but 
flagged a wider budget deficit than earlier 
estimated, and said it would step in with 
stimulus measures should global demand 
worsen. 

Southeast Asia's third-largest economy bucked a 
global cooling trend and grew faster than 

expected in the first half of 2019, but analysts 
say the U.S.-China trade dispute and expanding 
protectionist policies around the world will 
eventually drag on the export-reliant country. 
Nevertheless, Prime Minister Mahathir 
Mohamad's government forecast economic 
growth of 4.8% next year, slightly higher than 

this year's projected 4.7%, and pencilled in a 
very modest improvement in exports. (For 
budget highlights, click) 
Analysts said the growth projection for next 
year was optimistic, with economic research 
consultancy Capital Economics forecasting 
only 4%. 

"In the event of continued worse-than-expected 

external environment, the government stands 
ready to step in with contingency measures to 
provide further support or stimulus to growth," 
Finance Minister Lim Guan Eng said in a two-
and-half-hour budget speech in parliament. 
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As expected, the government projected a fiscal 

deficit of 3.2% of gross domestic product (GDP), 

larger than an initial target of 3% but lower than 
this year's 3.4%, citing a heightened risk of a 
global economic slowdown and unanticipated 
spending needed to rescue troubled state 
institutions. 
The government expects the fiscal deficit to 

average 2.8%over the medium term. 

Lim had said earlier it would be a "challenge" to 
meet the earlier deficit target for 2020. 
"Set against a projected contraction in revenues, 
the expanded budget puts the government’s 
original 3.0% deficit target for 2020 further out 
of reach," said Anushka Shah, senior analyst at 

Moody’s Investors Service. 
"Fiscal strength will continue to constrain 

Malaysia’s credit profile, although the focus on 
some inclusive growth measures will be credit 
positive for the country if sustained over time." 
Malaysia's stock market ended higher on Friday 
as Lim delivered his speech. 

INCENTIVES FOR INVESTMENT 
Malaysia will also provide tax exemptions to 
promote high value-added activities in its 
massive electrical and electronics industry, as it 
looks to attract companies moving operations 
from China because of the escalating Sino-U.S. 
tariff battle. 

New incentives for foreign investment will be 
finalised by Jan. 1. The government will also 
extend up to 1 billion worth of customised 

incentives annually over five years, as part of 
push to attract top global companies. 
The government budgeted 297.02 billion ringgit 

($70.85 billion) in spending for 2020, 6% lower 
than this year. 
Analysts had expected an expanded budget 
overall, but the government is grappling with a 1 
trillion ringgit debt pile left behind by its 
predecessors and with declining revenue. 
Revenue is forecast at 244.53 billion ringgit in 

2020, down 7.1% from this year's projection. 
Unlike this year, there will be no repeat of a 30 
billion ringgit one-off payout to the government 
by state energy firm Petronas. 

However, Lim ruled out reintroducing a goods 
and services tax (GST) that was repealed last 
year.  
The government's operating budget will drop 
sharply to 241.02 billion ringgit next year 
from 262.26 billion ringgit allocated for this 
year. But development spending will expand 
to 56 billion ringgit from 53.7 billion ringgit in 
2019. 

In an accompanying fiscal outlook report, the 
government said it would also set aside an 
additional 3 billion ringgit to speed up ongoing 

major infrastructure projects. 
MODEST GROWTH OUTLOOK 
The government said the economy is expected 

to grow in the range of 4.5% to 5.0% over 
2020-2022. 
Domestic demand is expected to rise 4% this 
year and 4.8% next year, supported by a stable 

labour market and low prices. 
The government expects private sector activity 

to continue to prop up the economy. The 

services sector, which accounts for about 58% of 

GDP, is forecast to grow 6.1% in 2019 and 6.2% 
next year. 
Policymakers expect petroleum-related revenue 
to fall 1.4% to 50.5 billion ringgit in 2020, based 
on a global crude oil price of $62 per barrel. 
Gross exports are estimated to expand by 0.1% 

in 2019 and 1.0% the following year. 
The current account surplus is likely to widen to 
43.4 billion ringgit in 2019 on an increase in net 
exports of goods and services. However, 
projected weakness in global and domestic 
demand and commodity prices is expected to 

slash that figure to 29 billion ringgit in 2020. 
 
($1 = 4.1920 ringgit) 
(Additional reporting by A. Ananthalakshmi, Emily 
Chow and Liz Lee 
Editing by Kim Coghill and Steve Orlofsky) 
((Joseph.Sipalan@thomsonreuters.com; 
+60323338019; Reuters Messaging: 
joseph.sipalan.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

South Korea 

South Korea-Treasury bond market 

Treasury bond market buttresses 

South Korean economy: finance 

minister  

08-Oct-2019  
SEJONG, Oct. 8 (Yonhap) -- South Korea's 

finance minister said Tuesday that the 
country's Treasury bond market is buttressing 
Asia's fourth-largest economy, despite 
difficult external uncertainties. 

South Korean "Treasury bonds are attractive 

assets," which are backed by investors' 
confidence in the country's solid economic 
fundamentals, Hong Nam-ki said in a speech at 
an international conference on Korea Treasury 
bonds at a Seoul hotel. 
The value of South Korean treasury bonds held 
by foreigners hit a record high of 99 trillion won 

(US$83 billion) at the end of September, 
accounting for 14 percent of state bonds listed 
on the country's main bourse, according to the 
Ministry of Economy and Finance. 
Hong also said South Korea will issue 50-year 
Treasurys on a regular basis and maintain the 
ratio of Treasury bonds with maturity more than 

20 years at an appropriate level. 
 
entropy@yna.co.kr 
Copyright (c) 2019 Yonhap News Agency 
©Thomson Reuters 2019. All rights reserved. 
 
 

Thailand 

Thailand approves bigger 2020 budget, 

debates start next week  

07-Oct-2019  
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• Budget deficit projected at 469 bln 
baht in FY 2020 

• Budget plan to be effective in Feb, 4 
mths delayed from usual 
• First reading scheduled for Oct. 17-18 
• Govt's slim majority in lower house a 
concern - analyst  

By Orathai Sriring and Panarat Thepgumpanat 
BANGKOK, Oct 7 (Reuters) - Thailand's cabinet 

on Monday approved a slightly higher budget 
of 3.2 trillion baht ($105.12 billion) for the 
2020 fiscal year to bolster Southeast Asia's 

second-largest economy, which is growing at 
its weakest pace in nearly five years.  

The first reading of the bill in parliament is 
scheduled for next week, but it is not expected 
to be passed into law for four more months due 
to political delays. The fiscal year began on Oct. 

1. 
"The budget bill has been approved by the 

cabinet and it will be submitted to parliament 
today," Prime Minister Prayuth Chan-ocha told 
reporters. 
Overall spending will be about 7% higher than 
the previous year's 3 trillion baht, with a deficit 
projected at 469 billion baht, or 2.6% of gross 

domestic product (GDP), up from the previous 
year's 450 billion baht gap. 
Government investments are projected at 656 
billion baht, or 20.5% of all spending, up from 
last year's 649 billion baht. 
The budget bill is expected to be effective in 
early February, after gaining all approvals and 
the king's endorsement in late January, 

Budget Bureau chief Dechapiwat Na Songkhla 
told Reuters. 

The budget has been delayed because Thailand 
only had its new cabinet in July after March's 
general election, though junta leader Prayuth, 
who took power in a 2014 coup, has stayed on 
as prime minister. 
The budget bill needs to pass three readings in 

the lower house of parliament, in which the 
government has a fragile majority. The first 
reading is scheduled for Oct. 17-18, and second 
and third readings in early January. 
Last week, Prayuth said he hoped the bill would 

be passed, otherwise "people in the whole 

country will suffer, farmers will suffer, not only 
me". 
Nomura economist Charnon Boonnuch in 
Singapore said the slim majority "poses some 
threat" to the bill being approved. 
"Any failure will not only imply a further 
slowdown in government spending but also 

heightened political uncertainty," he said. 
Central bank Governor Veerathai Santiprabhob 
told Reuters on Friday that there were some 
projects such as public-private partnerships and 
investments by state-owned enterprises that 
were not constrained by the budget. 
Like many of its trade-reliant neighbours in Asia, 

Thailand's exports have been hit hard by slowing 
global demand and the escalating U.S.-China 
trade war. 
While waiting for the new budget, officials 
have said there will be some funds carried 

over from the past year, while current 
expenditure can proceed as usual. The 

government has also asked state enterprises, 
which use a financial year, to speed up their 
investments. 

The government in August launched a $10 billion 
stimulus package, and said it would introduce 
more. 
The central bank recently cut its 2019 growth 
forecast to 2.8% from 3.3%. Last year's growth 

was 4.1%, which lagged most regional peers. 
 
($1 = 30.44 baht) 
(Editing by Kim Coghill) 
((orathai.sriring@tr.com; +662 6489729; Reuters 
Messaging: 
orathai.sriring.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Thomson Reuters 2019. All rights reserved. 
 
 

United Arab Emirates 

Abu Dhabi issues $10bn multi-tranche 

bonds  

08-Oct-2019  
The Emirate of Abu Dhabi recently priced a 
$10 billion multi-tranche international bond 

offering, demonstrating strong investor 
confidence in its solid credit fundamentals, a 
media report said. 

The transaction comprised three tranches: (i) $3 

billion, 2.125 percent, due in 2024, which priced 
at 65 bps over US Treasuries; (ii) $3 billion, 
2.500 percent, due in 2029, which priced at 85 
bps over US Treasuries; and (iii) $4 billion, 

3.125 percent, due in 2049, which priced at 110 
bps over US Treasuries, reported state news 
agency Wam. 
The bonds were well received in the 
international debt capital markets, with the 
order book peaking at over $25 billion with 
orders coming from over 650 unique 
accounts. 

Jassem Mohamed Bu Ataba AlZaabi, chairman of 

the Department of Finance Abu Dhabi said: "The 
success of the issuance is a testament of 

investor confidence in the Government of 
Emirate of Abu Dhabi's economic and political 
stability and the strong credit story. 
"We are pleased to witness the achievement of 

the lowest ever coupons by the Government of 
Emirate of Abu Dhabi since the debut issuance in 
2007. The Government of Emirate of Abu Dhabi 
has managed to achieve the tightest 5-, 10-, 
and 30-year coupon for a GCC conventional 
bond. This reflects on the investors' high 
confidence in the Emirate's wise leadership, 

continuous focused growth strategy as well as 
its high buffers." 
Investor confidence in the Government of 

Emirate of Abu Dhabi's credit story was reflected 
in the aggregate order book, which reached in 
excess of $25 billion from over 650 unique 
accounts. The transaction marks the largest 30-

year tranche by the Government of Emirate of 
Abu Dhabi and achieved the tightest ever 
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spreads by a Mena sovereign across the tenors 

and lowest coupon on 10 and 30-years Eurobond 

achieved by a Mena Issuer since the 
Government of Emirate of Abu Dhabi's first ever 
issuance in 2007. 
The final geographical allocation for the bonds 
stood at 78 per cent from international 
investors, and 22 per cent from Middle East 
investors. 

The final geographic allocation for the 5-year 
Bonds was 75 per cent international investors (9 
per cent to Asian investors, 30 per cent to 
European and UK investors, 36 per cent to US 
investors) and 25 per cent to investors from the 
Mena. 
The allocation for the 10-year Bonds was 68 per 

cent international investors (9 per cent to Asian 

investors, 36 per cent to European and UK 
investors, 23 per cent to US investors) and 32 
per cent to investors from the Mena. 
The allocation for the 30-year Bonds was 91 per 
cent international investors (15 per cent to Asian 
investors, 31 per cent European and UK 

investors, 45 per cent to US investors) and 9 per 
cent to investors from the Mena. 
The final investor types allocation for the 5-year 
Bonds was 56 per cent to fund managers, 36 per 
cent to banks and corps, 1 per cent to Insurance 
& Pension Funds, 7 per cent to others. 
The final investor types allocation for the 10-

year Bonds was 50 per cent to fund managers, 
42 per cent to banks and corps, 5 per cent to 

others, 3 per cent to insurance & Pension Funds. 
The final investor types allocation for the 30-
year Bonds was 71 per cent to Fund managers, 
13 per cent to Insurance & Pension Funds, 12 

per cent to banks & corporates, 4 per cent to 
others. 
BNP Paribas, Citigroup, First Abu Dhabi Bank, 
HSBC, J.P. Morgan and MUFG were joint lead 
managers and joint bookrunners, and Abu Dhabi 
Commercial Bank and SMBC Nikko were co-lead 
managers for the offering. 

 
Copyright (c) 2019 Sourced by MIST all rights 
reserved 
©Thomson Reuters 2019. All rights reserved. 
 
 

Vietnam 

Moody's Places Vietnam's BA3 Rating 

under review for downgrade   

09-Oct-2019  
Oct 9 (Reuters) -  
• Moody's says places Vietnam's BA3 
rating under review for downgrade 

• Moody's says decision to place Vietnam's 

ratings under review for downgrade is driven by 
institutional deficiencies that have come to light 

• Moody's says has become aware of 
delayed payments on an obligation by Vietnam's 
government 
• Moody's says independent of the 

outcome of the rating review, Vietnam's credit 
profile will remain underpinned by strong growth 

potential 

• Moody's says Vietnam's institutional 

weaknesses seem to reflect deficient 
coordination, planning among arms of 
government 
• Moody's says environmental risks are 
material to Vietnam's sovereign rating 
• Moody's says governance poses material 

risks for Vietnam 
• Moody's says although financial health of 
Vietnamese banks has improved over recent 
years, banking system remains chief driver of 
event risks for the sovereign 
• Moody's says Vietnam is susceptible to 

rising sea levels, which will over time, act as a 
drag on economic activity 
 
((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 

EUROPE 

 

Albania 

Albania to sell 2 bln leks (16.1 mln 

euro) of 3-yr T-notes on Oct 16  

11-Oct-2019  
TIRANA (Albania), October 11 (SeeNews) – 
Albania's finance ministry will offer 2 billion 
leks ($17.7 million/16.1 million euro) of 
three-year fixed-rate Treasury notes at an 
auction on October 16, the ministry's debt 
issuance calendar shows. 

At the last auction of three-year T-notes held on 
June 20 the finance ministry sold 3 billion leks 
worth of government paper. The coupon rate on 
the issue was set at 2.3%, unchanged from the 
previous auction of three-year T-notes held in 
April, according to figures published by the 
finance ministry. 

 
(1 euro = 121.995 leks) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Belarus 

Belarus to borrow $1.5 bln on foreign 

markets in 2020  

10-Oct-2019  
MINSK, Oct 10 (Reuters) - Belarus plans to 

borrow $1.5 billion on foreign debt markets 
next year, Finance Minister Maxim Ermolovich 
said on Thursday. 

The finance ministry expects a budget deficit of 
up to $500 million in 2020, Ermolovich told 

reporters. He also said Minsk could ask the IMF 
to hold talks on a new loan programme next 
week. 
 
(Reporting by Andrei Makhovsky; writing by Maria 

Kiselyova; Editing by Jon Boyle) 
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((maria.kiselyova@thomsonreuters.com; +7 495 775 
1242; Reuters Messaging: 
maria.kiselyova.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Thomson Reuters 2019. All rights reserved. 

 
 

Bosnia 

Bosnia's Federation to sell 20.5 mln 

euro of 7-yr T-notes on Oct 15  

11-Oct-2019  
SARAJEVO (Bosnia and Herzegovina), October 

11 (SeeNews) – Bosnia's Federation entity 
will offer 40 million marka ($22.5 
million/20.5 million euro) of seven-year 
Treasury notes at an auction on the Sarajevo 
Stock Exchange (SASE) on October 15. 

The par value of the T-notes, which will mature 

on October 16, 2026, is 1,000 marka apiece. 
At the last auction of seven-year T-notes held on 
May 28 the Federation sold 30 million marka 
worth of government securities at a yield of 
0.8%. 
The Federation is one of two autonomous 

entities forming Bosnia and Herzegovina. The 
other one is the Serb Republic. 
 
(1 euro = 1.95583 marka) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Bulgaria 

Sofia stock exchange admits to trading 

35.4 mln euro worth of 20-yr T-bonds  

10-Oct-2019  
SOFIA (Bulgaria), October 10 (SeeNews) - An 

issue of 20-year Treasury bonds worth 69.18 
million levs ($38.9 million/35.4 million euro) 
has started trading on the Bulgarian Stock 
Exchange on Wednesday, bourse data shows. 

The bonds carry a nominal value of 1,000 levs 
apiece, according to Sofia bourse data. 

Bulgaria raised 69.18 million levs at an auction 
held on Monday by reopening а 20-year 
Treasury bond issue due in June 2039. The 

bonds were placed at a weighted average annual 
yield of 1.38%. 
 
(1 euro = 1.95583 levs) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 
 

Cyprus 

Cyprus mandates banks to arrange 

bond investor meetings  

09-Oct-2019   

LONDON, Oct 9 (Reuters) - Cyprus has 

mandated banks to arrange fixed-income 

investor meetings in October and November 
to update investors on its funding strategy for 

next year, according to a document from a 
lead arranger seen by Reuters on Wednesday. 

Cyprus has mandated Bank of America Merrill 
Lynch, Citi, Goldman Sachs and HSBC to arrange 
a series of fixed income investor meetings in 
Europe and the United States starting later this 
month, the document said.  

"The Republic is looking to update investors on 
recent developments and funding strategy for 
2020," according to the document.  
Greece earlier this week sold 10-year bonds via 
a syndicate of banks, taking advantage of the 
low borrowing cost environment. 
 
(Reporting by Dhara Ranasinghe; editing by Yoruk 
Bahceli) 
((Dhara.Ranasinghe@thomsonreuters.com; 
+442075422684)) 
(c)Copyright Thomson Reuters 2019.  
 
 

Fitch Revises Cyprus's Outlook to 

Positive Affirms at 'BBB-'  

11-Oct-2019  

Oct 11 (Reuters) -  
• Fitch revises Cyprus's outlook to 
positive; affirms at 'BBB-' 

• Fitch says revised outlook on Cyprus's 
IDR to positive from stable 
• Fitch says Cyprus's prudent fiscal policy 

stance has continued since last rating review in 

April 2019 
 
((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Czech Republic 

Czech Fin Min prefers savings to 

raising deficit in 2020 if slowdown 

worsens  

11-Oct-2019  
• Czech Fin Min confident 2019 budget 
plan will be met 
• Czech Fin Min prefers savings to 
higher deficit 
• Czech Fin Min says no need for "bleak 
scenarios" on GDP 
• Czech Fin Min says may issue 
Eurobond in 2020 

PRAGUE, Oct 11 (Reuters) - Another round of 

administrative savings would be better than 
letting the 2020 Czech central state budget 

deficit swell if an economic slowdown 
worsens and hits state income, Finance 
Minister Alena Schillerova said in an interview 
on Friday. 

Although the country's economic growth has 

outpaced most of its European Union peers, the 
export-reliant economy is slowing as its main 
export market Germany teeters on the brink of 

recession and U.S.-China tensions rattle global 
trade. 
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The Finance Ministry expects growth to ease to 

2.2% in 2020 from 2.4% this year. Despite that, 

the draft budget, approved by the centre-left 
government of Prime Minister Andrej Babis, sees 
a 5.7% rise in spending next year. 
Schillerova said that although the economy was 
slowing - mainly due to external factors - she 
would not be too pessimistic. "I don't want to 

paint any bleak scenario, we may overcome it," 
she said.  
She also said she was confident a 2019 budget 
deficit goal of 40 billion crowns ($1.7 billion) 
would be met. 
To maintain the budget deficit target next 
year, Schillerova said she would rather find 

savings from administrative and personnel 
costs, similar to a round of cuts carried out for 
2019, than let the deficit widen. 

"I have savings in my DNA, so I would seek 
savings, but not at the expense of lower 
investment," she told Reuters. 
NEW EUROBOND  
The central budget is the largest component of 

the country's public finances, which also include 
regional government spending and healthcare. 
The country has posted a surplus since 2016 but 
forecasts a deficit of 0.2% of gross domestic 
product in 2020. 
Babis' government, in power since 2018, has 
raised capital spending, although at 2.5% of 

GDP in 2020's planned budget, it is still lower 
than in the boom years before the global 

financial crisis, and even immediately after the 
crisis. 
Babis has avoided raising corporate and income 
taxes and rejects a proposal by junior 
government party the Social Democrats to 

introduce a new banking sector tax to boost 
budget revenue. 
One exception has been a new 7% digital tax on 
global internet giants that Schillerova said 
should be in place sometime around the middle 
of 2020, raising 2 billion crowns. Excise tax on 

tobacco and alcohol has also increased. 
"We have those giants in mind, like Facebook, 
Youtube, Airbnb, they pay nothing here," she 
said. 
Moody's agency last week raised the country's 
credit rating to Aa3, putting it on a par with 
nations such as Belgium. 

Schillerova said the country could issue its first 

Eurobond since 2012 next year after a long 
absence from foreign markets. Another option 
would be to continue issuing euro-denominated 
bonds on the domestic market, which the 
ministry began this year to help meet its euro-
denominated obligations. 
"The situation is very good, the (European 

Central Bank) cut rates, it creates excellent 
conditions for an issue of euro-denominated 
bonds, so we are rather optimistic," she said. 

Borrowing costs for the country are still quite 

low, boosted by demand from foreign investors. 
 
($1 = 23.3300 Czech crowns) 
(Reporting by Robert Muller; Editing by Kirsten 
Donovan and Mark Potter) 

((robert.muller@thomsonreuters.com; 
+420224190475; Reuters Messaging: 
robert.muller.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Thomson Reuters 2019. All rights reserved. 

 
 

Hungary 

Hungary posts big Sept budget surplus 

as EU funds pour in  

08-Oct-2019  
BUDAPEST, Oct 8 (Reuters) - Hungary posted a 

budget surplus of 207.2 billion forints 
($682.01 million) in September, narrowing 
the budget shortfall to 303.6 billion forints in 
the first nine months, the Finance Ministry 
said on Tuesday. 

The ministry said in a statement that 464.4 

billion forints worth of European Union funds 
flowed into the budget in September. In the first 
nine months of 2019, Hungary received a total 
of 931.7 billion forints worth of funds from the 
EU. 
By the end of September, 77.5% of the value 

added tax revenue target was reached. The 
ministry said its 2019 deficit target of 1.8% of 
economic output was achievable. 
 
($1 = 303.8100 forints) 
(Reporting by Krisztina Than) 
((krisztina.than@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Latvia 

Fitch Affirms Latvia at 'A-'; Outlook 

Stable  

11-Oct-2019  

Fitch Ratings-Frankfurt/London-October 11: 
Fitch Ratings has affirmed Latvia's Long-Term 
Foreign-Currency Issuer Default Rating (IDR) 
at 'A-' with a Stable Outlook. 

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

rating action commentary. 
KEY RATING DRIVERS 
Latvia's ratings are supported by moderate 

budget deficits and government debt levels well 
below peers, institutional strengths underpinned 
by EU membership and the benefits of Eurozone 
reserve currency flexibility. These factors are 
balanced by a lower income level, and higher 
GDP volatility and net external debt than peers. 
Public finance metrics compare favourably with 

peers, underpinned by political consensus 
around fiscal prudence. Despite modest revenue 
underperformance in the first seven months of 
2019, we have maintained our deficit forecast of 
0.7% of GDP for the full year, given expenditure 

restraint and lower interest costs. The five-party 

ruling coalition managed to agree on a general 
framework for the 2020 budget, which includes 
some income tax relief matched by expenditure 
cuts elsewhere. Medium-term fiscal targets are 

mailto:Publicdebtnet.dt@tesoro.it
mailto:krisztina.than@thomsonreuters.com
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broadly compliant with EU and domestic rules. 
Fitch expects the budget deficit to remain 
broadly stable in 2020-2021 (well below the 
'A' median forecast of 1.1%), absent a more 
pronounced economic slowdown or more 

expansionary expenditure measures. This will 
be supportive of public debt dynamics, as even 
with scheduled pre-finance operations - there 
are large Eurobond redemptions in 2020 and 

2021 - we expect a decline in the general 
government debt/GDP ratio to 34.3% in 2021 
from 35.9% in 2018 and compared with the 
current 'A' median of 48%. Downside risks to 
debt and fiscal dynamics are limited by low 
financing costs (interest payments to revenue 
was only 1.9% in 2018, the second lowest in the 

'A' category). 

External finance indicators are generally weaker 
than 'A' category peers. We expect the current 
account deficit (CAD) to widen modestly in 2019 
(to 0.9% of GDP), as ongoing strong growth in 
services export and lower dividend payments 
abroad are offset by a sharp deterioration in the 

trade balance (due in part to one-off effects). 
Weakness in the external environment means 
that the CAD is likely to widen further in 2020-
2021. Latvia will continue to receive substantial 
net capital inflows from EU funds, but these are 
largely offset by net residential lending abroad. 
As a result, we expect the net external debt 

position to remain high, at around 22% of GDP 
and versus the current 'A' median position of 8% 

of GDP. 
Financial soundness indicators are strong, with 
banks maintaining high liquidity, sound capital 
ratios (23.7% in June) and increased profitability 

despite the ongoing slump in credit growth. Non-
performing loans keep falling (5.1% in 2Q 
according to the IMF) and the non-resident 
serving sector has reduced and stabilised at a 
non-systemic level (non-EU deposits were only 
7.3% in July from over 35% in 2015). Banks 
serving the non-resident sector are in the 

process of changing their business models, 
which could lead to consolidation or closures. 
However, the impact on economic activity is 
expected to be minimal. 

The closure in August of the country's sixth-
largest bank (PNB Banka) due to capital 
shortfalls has again focused attention on legacy 

issues affecting the sector. The authorities dealt 
swiftly with the closure of PNB - the deposit 
guarantee fund has been used to pay back the 
vast majority of depositors - but the case 
surfaced at a complex time for policymakers. 
Sustained efforts are underway to enhance the 

anti-money laundering framework and 
strengthen supervisory capacity ahead of crucial 
reviews by Moneyval and the Financial Action 
Task Force (FATF). Latvia risks facing important 
reputational damage if it is placed "under-

review" by the FATF, which could have some 
adverse near-term political or medium-term 

economic consequences. 
Fitch expects real GDP growth to ease to an 
average of 2.6% in 2019-2021 (slightly below 
the 'A' median average of 2.8%) as investment 

and export growth moderate due to weaker 

external demand and a slowdown in EU fund 

absorption. So far the Latvian economy has 
been relatively resilient to the deteriorating 
economic outlook in core Eurozone countries, 
thanks in part to a diversified export base that is 
less reliant on German value chains and solid 
private consumption. However, given Latvia’s 

small and open economy, risks remain tilted to 
the downside, in particular if there is a more 
pronounced and sustained slowdown in global 
trade. 
Medium-term potential growth is estimated at 
2.5%-3.0%. The economy will continue to 

benefit from a catch-up effect compared with 
Eurozone partners (income per capita at 
purchasing power is still only 70% of the EU 

average) and from strong investment over the 
next decade, including in large infrastructure 
projects such as Rail Baltica, which is likely to 
help sustain competitiveness. The country's 

weak demographics remain the largest structural 
constraint, with the working age population set 
to fall by up to 30% in the next 30 years. Some 
efforts are in place to increase labour 
participation from already record high levels and 
reverse negative net migration, but labour 
challenges will remain a drag on growth. 

Headline inflation is set to average 3.0% in 
2019, from 2.6% in 2018, reflecting changes to 
administrative and food prices and some 
pressure from rising wages. The labour market 

remains tight, with harmonised unemployment 
falling to a decade low of 6.4% in August and 

vacancy rates rising to a record high in 2Q19. 
This has pushed nominal labour costs by 7.6% in 
1H19. Wage pressures should start to moderate 
from next year, which combined with lower 
headline GDP, will bring inflation down to 2.3% 
by 2021. 
Governance and human development indicators, 

as measured by the World Bank, are broadly in 
line with the current peer median. Overall 
governability risks are low given broad policy 
consensus and support for the EU. The coalition 
government has proven very stable since taking 

over in January 2019 but tensions could rise 
somewhat next year as parties start to push for 

divergent agendas. Adverse developments 
related to financial sector could also weaken the 
position of Prime Minister Karins, as he has 
placed substantial political capital in 
strengthening the sector. 
ESG CONSIDERATIONS 

• Latvia has an ESG Relevance Score of 4 
for Human Rights and Political Freedoms as 
World Bank Governance Indicators have the 
highest weight in Fitch's Sovereign Rating Model 
(SRM) and are therefore relevant to the rating 
and a rating driver. 
• Latvia has an ESG Relevance Score of 5 

for Political Stability and Rights as World Bank 
Governance Indicators have the highest weight 
in Fitch's SRM and are therefore highly relevant 
to the rating and a key rating driver with a high 
weight. 
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• Latvia has an ESG Relevance Score of 5 

for Rule of Law, Institutional & Regulatory 

Quality and Control of Corruption as World Bank 
Governance Indicators have the highest weight 
in Fitch's SRM and are therefore highly relevant 
to the rating and a key rating driver with a high 
weight. 
• Latvia has an ESG Relevance Score of 4 

for Creditors Rights as willingness to service and 
repay debt is relevant to the rating and a rating 
driver, as for all sovereigns. 
SRM and QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Latvia a score 
equivalent to a rating of 'A' on the Long-Term 

Foreign-Currency (LT FC) IDR scale. 
Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final LT FC 

IDR by applying its QO, relative to rated peers, 
as follows: 
• External Finances: -1 notch, to reflect 

that Latvia's small and open economy exposes 
it to external shocks and net external debt 

that is high relative to peers. 

Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centred averages, 
including one year of forecasts, to produce a 
score equivalent to a LT FC IDR. Fitch's QO is a 
forward-looking qualitative framework designed 

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

not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that could, individually or 
collectively, trigger positive rating action 

include: 
• Persistent strong and stable economic 
growth that fosters higher income per capita, 
without the emergence of macroeconomic 
imbalances. 
• A sustained improvement in external 

debt ratios. 
The main risk factors that could, individually or 
collectively, trigger negative rating action 
include: 

• Marked increase in general government 
debt/GDP, for example, from sustained fiscal 
slippage or economic underperformance. 

• Deterioration in external finances, for 
example from a widening of the current account 
deficit that leads to rising external debt levels. 
KEY ASSUMPTIONS 
Fitch assumes that Nordic banks will continue to 
play a leading role in the country and that the 
domestic serving banking sector will not be 

materially affected by developments in the non-
resident serving sector. 
The global economy performs in line with Fitch's 
September 2019 Global Economic Outlook. 
The full list of rating actions is as follows: 

Long-Term Foreign-Currency IDR affirmed at 'A-

'; Outlook Stable 
Long-Term Local-Currency IDR affirmed at 'A-'; 
Outlook Stable 
Short-Term Foreign-Currency IDR affirmed at 

'F1' 

Short-Term Local-Currency IDR affirmed at 'F1' 

Country Ceiling affirmed at 'AAA' 
Issue ratings on long-term senior unsecured 
foreign-currency bonds affirmed at 'A-' 
Issue ratings on long-term senior unsecured 
program affirmed at 'A-' 
Issue ratings on long-term senior unsecured 

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

Moldova 

IMF lends $46.1 mln to Moldova under 

three-year deal  

08-Oct-2019   
CHISINAU (Moldova), October 8 (SeeNews) - 
The International Monetary Fund (IMF) is 
lending Moldova a further $46.1 million (42 
million euro) under the current three-year 
funding arrangement, the country's finance 
ministry said. 

The new loan comes as a result of the progress 

Moldova has made in keeping its reform 
commitments with the IMF, the finance ministry 
said in a press release on Monday. 

Of this amount, about $27.5 million will go 
directly into Moldova's state budget. 
In July, the IMF announced that it has reached a 
staff-level agreement with the Moldovan 
government on a loan arrangement review that 
would make available another loan to the 

country. At the time, the global lender noted 
that the new government is committed to 
advance macro-economic reforms to bring the 
IMF-supported programme to a successful 
completion. 
Moldova's new government headed by Maia 

Sandu was formed in June by the pro-EU 

coalition of ACUM and the pro-Russian Socialist 
Party (PSRM) following months of political 
turmoil prompted by inconclusive general 
elections. 
So far, Moldova has received $159 million in 
five tranches from the IMF under the current 
three-year credit facility of $178.7 million 
approved in November 2016. Out of the 
received amount, some $91.4 million have 

been allocated to support Moldova's state 
budget, the ministry said. 

 
($ = 0.9114 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
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North Macedonia 

North Macedonia to sell 3.3 bln denars 

(53.3 mln euro) of govt paper on Oct 

15  

09-Oct-2019  
SKOPJE (North Macedonia), October 9 
(SeeNews) – North Macedonia's finance 

ministry will offer two issues of government 
securities worth a total of 3.3 billion denars 
($58.5 million/53.3 million euro) at an 

auction on October 15, according to notices 
published by the country's central bank. 

The offer comprises 2.3 billion denars worth of 
one-year T-bills and 1.0 billion denars of 5-year 

Treasury notes. 
The central bank will sell the government 
securities on behalf of the finance ministry 

through a volume tender, in which the price and 
coupon are set in advance and primary dealers 
bid only with amounts. 
 
(1 euro= 61.99 denars) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Romania 

Romania's Jan-August trade deficit 

widens by 21% y/y to 10.85 bln euros  

10-Oct-2019  

BUCHAREST, Oct 10 (Reuters) - Romania's 

foreign trade deficit widened by roughly 21% 
on the year in January-August to 10.85 billion 
euros ($11.92 billion), the National Statistics 
Board said on Thursday. 

The shortfall in August was 1.37 billion euros 
against July's 1.76 billion euro gap.  
The statistics board said January-August CIF 
(cost/insurance/freight) imports were 56.6 

billion euros, up 4.8% on the year, while exports 
were 45.75 billion euros, up 1.7%. 

 
($1 = 0.9105 euros) 
(Reporting by Luiza Ilie) 
((luiza.ilie@thomsonreuters.com; +4021 527 0312; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Russia 

Russian Eurobonds inch down in 

anticipation of U.S.-China trade talks  

08-Oct-2019  

MOSCOW. Oct 8 (Interfax) - Prices for most 

Russian Eurobond issues fell slightly on 
Tuesday as investor interest in risk assets 
waned ahead of the United States-China trade 
talks, with hopes for a positive outcome 
receding in view of the negative news from 

the U.S. authorities. 

Demands for safe-haven assets is on the rise, 

and US Treasuries are gaining in price, so 

sovereign spreads are widening somewhat. 
Russia's benchmark 2030 bond was down 4 
basis points from previous closing by 6:15 p.m. 
Moscow time at 114.13%, with yield up 1 bp at 
2.85% per annum. Three-year UST were up 4 

bps at 101.16%, with yield down 2 bps at 
1.44%. The spread between Russia-30 and UST3 
widened 2 bps to 141 bps. 
Russia's 2043 bond was down 3 bps at 127.71, 
yielding 4.06%, up 1 bp; the 2042 bond was 
down 3 bps at 123.49%, yielding 4.027%, up 
0.2 bps; the 2026 bond was down 1 bp at 

109.34%, with yield up 0.2 bps at 3.177%; and 
the 2023 bond fell 7 bps to 109.35%, with yield 

at 2.37%, up 1 bp. 
The 30-year bond maturing in 2047 was down 4 
bps to 119.56% with yield up 0.2 bps at 
4.066%; and the 10-year bond maturing in 
2027 was down 5 bps at 106.55%, with yield up 

1 bp at 3.28%. 
 
(Our editorial staff can be reached at 
eng.editors@interfax.ru) 
Copyright © 2019 Interfax. All rights reserved. 
©Thomson Reuters 2019. All rights reserved.  
 
 

Russia's foreign debt fell 1.7% in Q3, 

to $471.6 bln  

11-Oct-2019  
MOSCOW. Oct 11 (Interfax) - Russia's foreign 

debt fell 1.7% ($8.266 billion) in Q3 2019, to 
$471.581 billion, according to information on 
the Central Bank's website. 

General government external debt increased 

0.2% ($0.1 billion), to $64.423 billion. This is 
the highest the figure has been since April 1, 
2006, when it was $69.511. 
Debt to nonresidents on Eurobonds increased 
0.6% ($0.14 billion) to $22.662 billion, and debt 
on ruble-denominated government bonds fell the 
equivalent of $0.021 billion (0.1%) to $40.545 

billion. 

Russian banks saw their external debt fall 8.2% 
($6.599 billion) to $74.092 billion. This is the 
lowest the figure has been since July 1, 2006, 
when it was $66.671 billion. 
External debt of non-bank sectors increased 

0.5% ($1.74 billion), to $322.023 billion. Debt 
liabilities to direct investors and to direct 
investment enterprises rose 1.5% ($2.154 
billion), to $144.976 billion. Debt on loans grew 
0.9% ($1.381 billion), to $156.711 billion, and 
other liabilities increased 26.2% ($2.112 billion), 
to $5.945 billion. 

The Central Bank's foreign debt fell 0.1% 
($0.015 billion), to $10.891 billion. 
Russia's external debt increased 3.7% ($16.901 

billion) in 9M, including $13.983 billion in Q1 and 
$11.184 billion in Q2. 
"An important role was played by nonresidents' 
acquisition in the first half of the year of 

sovereign securities and also by the growth of 
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indebtedness within the framework of other 

sectors' direct investment relationships, which 

was partially offset by continued reduction of 
banks' external debt liabilities," the CBR said. 
In 2018, Russia's foreign debt fell 12.4% 
($63.533 billion), to $454.68 billion. 
 
(Our editorial staff can be reached at 
eng.editors@interfax.ru) 

Copyright © 2019 Interfax. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 
 
 

Serbia 

Serbia sells 30.3 mln euro of 10-yr T-

notes   

09-Oct-2019  

BELGRADE (Serbia), October 9 (SeeNews) - Serbia's 
finance ministry said it sold 10-year fixed-rate 
Treasury notes with a par value of 30.3 
million euro ($33.3 million) at an auction on 
Wednesday, in line with target. 
The euro-denominated government securities bear a 
coupon of 3.25%, the ministry said in a statement. 
The ministry received bids for 81.2 million euro worth 
of government paper against 30.3 million euro on 
offer. 
Coupon payments are due annually. The issue will 
mature on January 18, 2029. 
The Treasury notes were first auctioned on January 17 
when the government sold securities with a par value 
of 69.7 million euro of the 100 million euro issue. 
 
($ = 0.91091 euro) 
Copyright 2019 SeeNews. All rights reserved. 
©Thomson Reuters 2019. All rights reserved. 

 
 

Slovakia 

Slovakia finance minister sees 

0.49%/GDP deficit in 2020  

11-Oct-2019  
STRBSKE PLESO, Slovakia, Oct 11 (Reuters) - 
Slovakia's budget deficit is likely to hit 0.68% 
of economic output in 2019 and the 
government will aim for a gap of 0.49% of 
GDP in 2020, newspaper Hospodarske Noviny 
quoted Finance Minister Ladislav Kamenicky 
as saying on Friday. 
Slovakia was aiming for its first-ever budget 
surplus in 2019 but scrapped plans last month 
after the Finance Ministry slashed growth 
forecasts due to weakening euro zone trade. The 
ministry had yet to comment on new deficit 
forecasts. 
Kamenicky declined to give more details on the 

2020 budget ahead of a planned government 
debate on Monday. 
 
(Reporting by Tatiana Jancarikova, writing by Jason 
Hovet) 
(jason.hovet@thomsonreuters.com; +420 224 190 
476; Reuters Messaging: 
jason.hovet.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 

 
 

Slovenia 

Slovenia issues 72 mln euros of T-bills, 

yields deeper into negative  

08-Oct-2019  
LJUBLJANA, Oct 8 (Reuters) - Slovenia sold 72 

million euros ($79.08 million) of treasury bills 
at an auction on Tuesday, below an initial 
target of 180 million euros, at yields that 
moved further into negative territory, the 
finance ministry said. 

It sold 60 million euros of 18-month bills at a 
yield of minus 0.51%, having paid minus 0.37% 

at the last such auction in April. It also sold 12 

million euros of three-month bills at a yield of 
minus 0.43% versus minus 0.4% in September.  
Total bids amounted to 409 million euros. No 
further T-bill auctions are planned this year. 
Analysts said negative yields reflect the 

expansive monetary policy of the European 
Central Bank, adding they could remain negative 
well into 2020.  
 
($1 = 0.9104 euros) 
(Reporting By Marja Novak; Editing by Catherine 
Evans) 
((Marja.Novak@thomsonreuters.com; Reuters 
Messaging: 
marja.novak.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Turkey 

Turkey's dollar bonds extend losses 

over Syria woes, Trump threats  

08-Oct-2019  
LONDON, Oct 8 (Reuters) - Turkey's sovereign 

dollar bonds came under fresh pressure on 
Tuesday with some longer-dated issues 
slipping to two-week lows amid jitters over 
Ankara's planned incursion into northern 
Syria and President Donald Trump's threat to 
the country's economy.  

Bonds maturing in 2030 and beyond lost nearly 
1 cent in a second day of falls. The 2038 issue 

dropped 0.9 cents in the dollar to 101.598 cents, 
Tradeweb data showed.  
 
(Reporting by Karin Strohecker 
Editing by Tommy Wilkes) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Ukraine 

Ukraine loan talks with IMF 'stalled' 

over Private Bank: central bank  

11-Oct-2019  
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By Anthony Deutsch 

AMSTERDAM, Oct 11 (Reuters) - Ukraine's talks 

with the International Monetary Fund (IMF) 
for a new loan programme have stalled 
because of the dispute between the state and 
a powerful tycoon over control of nationalised 
lender Private Bank, the deputy central bank 
governor told Reuters. 

Under new President Volodymyr Zelenskiy, the 
government has been negotiating a new IMF 

loan programme to replace a $3.9 billion 
standby agreement that expires at the start of 
January. 
Deputy Central Bank Governor Kateryna 
Rozhkova said in an interview during a trip to 
the Netherlands this week that the total amount 
of the IMF programme and other international 

sources could be between $5 billion and $8 
billion. 
The most recent number Ukraine discussed 
with the IMF was $5 billion, "but the amount 
is under discussion," she said. 

But Kiev must first resolve a dispute with Ihor 
Kolomoisky, one of Ukraine's most powerful 
businessmen, who is fighting to reverse an IMF-

backed decision in 2016 to nationalise Private 
Bank, Ukraine's largest lender. 
Kolomoisky says the bank was nationalised on a 
false pretext and vehemently disputes the 
central bank's assessment of Private Bank's 
financial state at the time the lender was taken 
into state hands.  
"The discussions with the IMF for the next 
funding tranche are frozen, stalled because of 
the issue of Private Bank," Rozhkova said. "It 
is a red line for them, and for the international 
community." 

She warned of a "huge danger" to Ukraine's 
investment climate if the dispute was not 
handled properly. 

The Private Bank issue "must be resolved, and 
not by any settlement with the former 
shareholders". 
"It represents the difference between the old 
days of oligarchic influence on the banking 
sector, and the new transparent and 
independent banking sector," Rozhkova said. 

Rozhkova was disappointed by what she said 
was Zelenskiy's decision to remain on the 
sidelines in the conflict rather than actively 
defending the 2016 decision. 
"The IMF want a strong signal from the 
government of the continued administrative 
independence of Private Bank, and the 

independence of the National Bank of Ukraine," 
she said. 
Since the start of his election campaign this 
year, Zelenskiy has faced scrutiny over his 
business ties to Kolomoisky but dismissed 
suggestions he would help the businessman 

regain ownership of PrivatBank or win 
compensation. 

He told a press conference on Thursday he was 
ready to discuss Private Bank's fate with 
Kolomoisky but stressed he would defend the 
interests of the state.  
The IMF, Rozhkova said, has so far not been 

convinced by the reforms in Ukraine. "It's about 

the court reform, the rule of law. It's about the 

oligarchic power structure." 
In a statement in September, the IMF did not 
mention Private Bank or Kolomoisky but said 
Ukraine needed to tackle corruption, reduce the 
influence of oligarchs over the economy and 
minimise "the cost to taxpayers from bank 

resolutions." 
Kolomoisky has challenged the 2016 
nationalisation of Private Bank in a series of 
lawsuits.  
A court in Kiev is due to rule next week in a suit 
seeking to overturn the nationalisation and 

return the bank's running to the hands of its 
former owners, whom Rozhkova accuses of 
gross mismanagement. 

"Unfortunately I don't trust our courts system 
because the system was not reformed," 
Rozhkova said. 
She warned that a ruling against the 

nationalisation could hurt investor sentiment. 
"The impact on the markets will be negative 
and immediate and we cannot continue 
working with the IMF under the staff-level 
agreement in this situation because the IMF 
needs (clarity)," she said. "It's a huge danger 
for Ukraine." 

The central bank says a $5.6 billion hole had 
been left in Private Bank's finances due to shady 

lending practices under Kolomoisky's ownership. 
Kolomoisky disputes that. Zelenskiy met 

Kolomoisky publicly in September and days later 
Kolomoisky told reporters he saw scope for a 
compromise on PrivatBank. 
 
(Editing by Matthias Williams and Elaine Hardcastle) 
((anthony.deutsch@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Brazil 

Brazil to send tax reform to Congress, 

includes VAT  

10-Oct-2019  
By Eduardo Simões 
SAO PAULO, Oct 10 (Reuters) - Brazil's 

Economy Minister Paulo Guedes said on 
Thursday that once pension reform is 
approved, the government plans to send a tax 
reform proposal to the lower house of 
Congress, including a federal-level value-
added tax (VAT). 

Guedes said the government would seek to link 
the federal VAT with state taxes and also 

redesign income tax. He added that the 

government will not botch its efforts to overhaul 
the tax system for the sake of getting it done 
quickly. 
Brazil's government is pursuing a raft of reforms 
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to shore up weak government finances that it 

argues will provide a shot in the arm to the 

economy, which is sluggishly recovering from a 
deep recession. 
Post-pension reform, the government will also 
send a "federative pact" bill to the Senate, 
which would institute new rules for federal 
and state budgets.  

Guedes said he would also seek to accelerate 

the privatization of state-owned companies and 
was dissatisfied with the current pace of 
progress. 
 
(Reporting by Eduardo Simoes; Writing by Jake 
Spring; Editing by Chris Reese and Daniel Wallis) 
((jake.spring@thomsonreuters.com; +55 61 99653-
2429; Reuters Messaging: 
jake.spring.thomsonreuters.com@reuters.net / 
Twitter: https://twitter.com/jakespring)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Peru 

Fitch Says Peru Crisis to Hit Growth, 

But Robust Policy Framework Intact  

08-Oct-2019  

Oct 8 (Reuters) - Fitch: 
• Fitch says Peru crisis to hit growth, 
but robust policy framework intact 

• Fitch says risks to Peru's economic 

growth have increased as a result of nation's 
ongoing political crisis 
• Fitch says a strong fiscal framework & 

economic institutions should support policy 
continuity & predictability, helping to insulate 
Peru's public finances 
• Fitch, on Peru, says unclear whether 
congressional election will change congressional 
dynamic for remainder of 2016-2021 term 
• Fitch says expects that key pillars 

supporting Peru's macroeconomic stability will 
remain intact 
 
((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Venezuela 

Lender CAF proposes $400-mln 

Venezuela credit  

09-Oct-2019  
CARACAS, Oct 9 (Reuters) - Latin American 

development bank CAF has proposed a $400-
million credit line to Venezuela, but it will not 
be administered by President Nicolas 
Maduro's government, the opposition leader 

said on Tuesday.  
Juan Guaido, whom many nations recognize as 

Venezuela's real leader following accusations 
that Maduro rigged a 2018 election, told 

parliament the proposed loan was intended to 
alleviate the effects of a crushing five-year 
recession. 

Venezuela has defaulted on its foreign debt 
and is reeling from an unprecedented 

economic crisis, political hostilities, U.S. 
sanctions and an exodus of several million 
citizens. 

"Those who don't pay don't get loans," Guaido 
said, ruling out the proposed CAF loan going to 
Maduro's administration but without specifying 
the alternative arrangement.  
Caracas-based CAF, which is owned by 19 

countries primarily in Latin America and the 
Caribbean and 13 private banks in the region, 
did not respond to a request for comment.  
CAF approved a $500-million credit line to 
Venezuela's central bank in December, drawing 
criticism from opposition lawmakers for financing 
the "dictatorship." 

There was no immediate comment from 
Maduro's government, which views Guaido as a 
U.S. "puppet" and coup plotter. 
 
(Reporting by Mayela Armas and Vivian Sequera; 
Writing by Andrew Cawthorne; Editing by Clarence 
Fernandez) 
((Mayela.Armas@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019. 
 

AFRICA 
 
 

SUB-SAHARAN AFRICA 

World Bank cuts Sub-Saharan Africa's 

2019, 2020 growth forecast  

09-Oct-2019  
By George Obulutsa 
NAIROBI, Oct 9 (Reuters) - The World Bank on 

Wednesday cut its economic growth forecast 
for sub-Saharan Africa for 2019 to 2021 by 
0.2 percentage points from its earlier 
projection, citing a slowdown in fixed 
investment and policy uncertainty in the 
global economy. 

The bank said the region's economy was 
expected to grow 2.6% this year, from a 2.8% 

projection in April. It said growth would rise to 

3.1% in 2020 and 3.2% in 2021.  
"Despite some improvements, the external 
environment is expected to remain difficult and 
uncertain for the region," the bank said in its 
October Africa's Pulse report. 
China and the United States, the world's leading 
economies, this year imposed new tariffs on 

each other's goods as part of a long-running 
dispute over Beijing's trading practices, which 
Washington says are unfair. 
Those tensions, plus softening global growth and 
falling commodity prices, compounded by the 
slow pace of reforms in African countries, "are 
weighing on activity across the region", the bank 

said.  
On the continent, drought, security threats, 
increases in the cost of public borrowing and 
private investment are also slowing growth. 
Nigeria, South Africa and Angola, which make up 
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about 60% of sub-Saharan Africa's annual 

economic output, are all facing various 

impediments, the bank said. 
Nigeria's economy is expected to grow 2.0% this 
year, compared with the previous forecast of 
2.1% in April and to expand 2.1% percent in 
2020 and 2021, which are 0.1 and 0.3 
percentage points lower than the April forecasts, 

respectively. 
"The medium-term growth outlook continues to 
be constrained by a weak macroeconomic policy 
environment and slow policy implementation," 
the bank said, citing multiple exchange rates, 
foreign exchange restrictions, high inflation, and 

low non-oil revenues among other obstacles. 
South Africa's economy will expand 0.8% this 
year, from a 1.3% forecast in April, and growth 

will rise to 1.0% in 2020 from the bank's April 
forecast of 1.7%, the bank said. 
It said it made the cuts in its forecasts for South 
Africa due to the sharp slowdown in GDP growth 

in the first quarter of this year, low investor 
sentiment, and persistent policy uncertainty, 
including whether a solution could be found for 
state power firm Eskom. 
The bank said Angola's economy will grow 0.7% 
this year, from a World Bank projection of 1.0% 
in April.  
The rest of Sub-Saharan Africa excluding 
Nigeria, South Africa and Angola is expected 
to grow 4.0% this year from the World Bank's 
4.4% projection in April, and 4.7% next year 
and 4.8% in 2021 in line with its April 
forecasts. 
The bank said the proportion of African 
countries determined to be in debt distress or 
in high risk of external debt distress had 
doubled, but the pace of deterioration had 
reduced. 

 
(Reporting by George Obulutsa 
Editing by Maggie Fick) 
((george.obulutsa@thomsonreuters.com; Tel: +254 20 
499 1234; Reuters Messaging: 
george.obulutsa.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Egypt 

Egypt dollar bonds fall in anticipation 

of new supply  

09-Oct-2019  
LONDON, Oct 9 (Reuters) - Egypt dollar bonds 

were under pressure on Wednesday as 
investors offloaded holdings in the secondary 

market to make space in their portfolios for a 
possible new bond sale. 

The 2049 issue sank 0.9 cents to 105.3 cents in 
the dollar, its biggest daily fall since protests 
flared in late September, Refinitiv data showed. 

The 2047 issue was down 0.3 cents to reach 
104.0 cents in the dollar, its lowest since mid-
August. 

"There's been some noise about a new dollar 
bond issuance coming out of Egypt soon and, 

given the heavy investor positioning, we might 

expect some selling as investors make space in 

their portfolios to purchase the new issue in the 
primary market," said Farouk Soussa, senior 
Middle East and North Africa economist with 
Goldman Sachs. "There are also some concerns 
about supply, particularly as Egypt normally 
issues later in the fiscal year." 
Egypt intends to issue international bonds 
worth up to $7 billion in the 2019-2020 
financial year, Finance Minister Mohamed 
Maait said last month. 

Goldman Sachs expected the government will 
stick to the $7 billion approved issuance 
programme, which is similar in size to last 
year's, said Soussa. 

Investors might also be anxious about the risk of 

"fiscal slippage" if the authorities roll-back 
measures such as cuts in subsidies for fuel and 
other goods to try to alleviate citizens' worries in 
the wake of the protests, said Jason Tuvey, 
senior emerging markets economist at Capital 
Economics. 

"There might be concern that if protests escalate 
then Egypt's debt ratio could be put on an 
upward path," said Tuvey. 
 
(Reporting by Tom Arnold, editing by Karin 
Strohecker) 
((Tom.Arnold@thomsonreuters.com; +442075428510; 
Reuters Messaging: 
tom.arnold.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

World Bank sees Egypt economy 

growing 5.8% in 2019/20  

10-Oct-2019  
By Yousef Saba 
CAIRO, Oct 10 (Reuters) - The World Bank 

forecast on Thursday that Egypt's economy 
would grow by 5.8% this fiscal year, 
marginally lower than the government's 
target of 5.9% but in line with the bank's 
expectation six months ago. 

The World Bank inched up its growth estimate 
for Egypt's gross domestic product (GDP) in the 

last fiscal year to 5.6% from 5.5%, matching the 
government's figure. Egypt's fiscal year starts on 

July 1. 
"Egypt is sustaining its robust growth, fiscal 
outturns are improving, and external accounts 
are stabilizing at broadly favorable levels," 
the institution said in a country note 
accompanying its regional economic update. 

The bank expects growth to rise to 6% in the 
fiscal year 2020/2021, assuming that 

macroeconomic reforms continue and the 
business environment improves. 
The gas, tourism, wholesale and retail trade, 
real estate and construction sectors have been 
the main drivers of growth, the note said. Net 

exports of goods and services inched up, private 
investment increased and unemployment 

decreased. 
However, 39% of the working age population 
remains unemployed, it noted, "indicating 
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relatively weak private sector job-creation". 

Rabah Arezki, World Bank chief economist for 

the Middle East and North Africa, said Egypt 
needed to "level the playing field" between the 
public and private sectors, especially when it 
came to access to credit. 
Credit extended to private enterprise was only 
22% of total domestic credit in fiscal year 

2018/2019, the note said. 
"It is important for Egypt to consider the 
importance of competitive neutrality as a tool to 
catalyse a genuine private sector development," 
Arezki told reporters on a conference call on 
Wednesday. 

Analysts have hailed a range of positive 
economic data in Egypt, including falling 
inflation, improving primary and budget 

balances, a strengthening currency and 
decreasing debt. 
"However, non-oil exports remain sluggish," the 
note said. "FDI also remained modest and 

predominantly directed to hydrocarbons." 
Egypt is at the end of a three-year economic 
reform programme tied to a $12 billion loan 
from the International Monetary Fund, which has 
been disbursed in full. 
Egyptians have complained that they have not 
felt the benefits of improving economic 

indicators. 
Millions live in poverty, and many more have 
struggled to get by after the government 
devalued the Egyptian pound by about half in 

2016, slashed energy subsidies and introduced a 
value-added tax. 

 
(Reporting by Yousef Saba 
Editing by Ulf Laessing and Gareth Jones) 
((Yousef.Saba@thomsonreuters.com; 
+201222184730)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Ghana 

Fitch Says Affirms Ghana at B Outlook 

Stable  

11-Oct-2019  
Oct 11 (Reuters) -  
• Fitch says affirms Ghana at B; outlook 
stable 

• Fitch says Ghana's 'b' rating reflects 

favourable medium-term growth outlook and 
strong governance indicators relative to peers 
 
((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Ivory Coast 

Moody's says Ivory Coast's credit 

profile balances good growth prospects 

against institutional challenges  

09-Oct-2019  

Oct 9 (Reuters) -  
• Moody's says Ivory Coast's credit 
profile balances good growth prospects 
against institutional challenges 

• Moody's, on Ivory Coast, says sovereign 
has relatively strong fiscal fundamentals and 
sustainable debt levels 
• Moody's, on Ivory Coast, says major 
credit constraint is relatively weak institutional 

strength 
• Moody's says Ivory Coast has relatively 
strong fiscal fundamentals and sustainable debt 
levels 
• Moody's says stable outlook on Ivory 
Coast's sovereign rating indicates a balance of 
upside and downside pressures 

• Moody's, on Ivory Coast, says strong 

growth through further shifts towards higher 
value-added exports could raise incomes faster 
than expected 
 
((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019. 
 
 

Nigeria 

Nigerian president offers record $34 

billion budget for 2020  

08-Oct-2019  
• Budget proposal assumes $57 per 
barrel oil price 
• Spending plan sees 2.18 MBPD oil 
production 
• Analyst warns actual spending may 
"deviate dramatically" 
• Budget includes VAT rise to 7.5% from 
5% 

By Camillus Eboh 

ABUJA, Oct 8 (Reuters) - Nigerian President 

Muhammadu Buhari presented a record 10.33 
trillion-naira ($33.8 billion) budget for 2020 to 
lawmakers on Tuesday as he aims to spur growth 
in Africa's largest economy at the start of his 
second term in office. 

The plan for Africa's top oil exporter assumes 

crude production of 2.18 million barrels a day 
and an oil price of $57 per barrel, although an 

analyst said the budget implementation may 
"deviate dramatically" from the figures unveiled.  
Nigeria emerged from its first recession in 25 
years in 2017. Growth is still sluggish, although 
higher oil prices and recent debt sales have 
helped the country to accrue billions of dollars in 

foreign reserves. 
Buhari told lawmakers at a joint session of the 
upper and lower chambers of parliament that 
the "economic environment remains challenging" 
but said the budget was expected to increase 
the pace of growth.  
"The 2020 budget is expected to accelerate 

the pace of our economic recovery, promote 
economic diversification, enhance 
competitiveness and ensure social inclusion," 
said Buhari, who won an election in February 
and began his second four-year term in May.  

mailto:Publicdebtnet.dt@tesoro.it


  

PDM Network Weekly Newsletter on Emerging Markets 
For information, contact the PDM Network Secretariat at: Publicdebtnet.dt@tesoro.it 

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

  22 

He has repeatedly stated his desire to boost 

non-oil sources of revenue since crude oil sales 

make up around 90% of foreign exchange. Low 
prices were the main reason for the economy's 
slide into recession in 2016.  
Economic growth slowed to an annual rate of 
1.94% in the three months to the end of June, 
the second quarter in a row of decline.  

"We are optimistic of attaining higher and more 
inclusive GDP growth," Buhari said. 
The spending plan, which includes a value-added 
tax increase from 5% to 7.5%, is up from the 
8.83 trillion-naira budget for 2019 and tops the 
previous record spending plan which was the 

9.12 trillion-naira budget for 2018.  
ROAD AND RAIL 
Buhari's government has repeatedly rolled out 

record spending plans but struggled to fund 
them because of lower oil production and an 
inability to boost non-oil exports.  
Actual revenue collection and budget 

implementation are likely to "deviate 
dramatically from the administration's plans", 
said Malte Liewerscheidt, vice president of Teneo 
Intelligence. 
Buhari, who in his re-election campaign vowed 
to implement a road and rail construction 
programme, said 2.46 trillion naira had been 

allocated to capital projects and 2.45 trillion 
naira for servicing debts.  
A budget deficit of 2.18 trillion naira - 
representing 1.52% of the estimated gross 
domestic product - was to be financed 
through foreign and domestic borrowing, plus 
the proceeds of privatisation, he said.  

The president said he would seek the support of 
lawmakers to pass two petroleum bills into law.  

And he said he would resubmit a bill sent to 
parliament in 2018, which was not passed into 
law, that would review the fiscal terms for deep 
offshore oil fields. 
"We estimate that this effort can generate at 
least 500 million U.S. dollars additional revenue 

for the federal government in 2020, and over 1 
billion dollars from 2021," he said. 
Nigeria's government is already in court with 
several international oil majors claiming 

"colossal" sums of money that it says it should 
have been paid under that law.  
The budget must still be approved by parliament 

before being signed into law by Buhari, a 
process that can take months. 
 
(Reporting by Camillus Eboh in Abuja;  
Additional reporting by Alexis Akwagyiram and 
Chijioke Ohuocha in Lagos; 
Writing by Alexis Akwagyiram; Editing by Larry King 
and Alison Williams) 
((alexis.akwagyiram@thomsonreuters.com; +234 
8188 779 319; Reuters Messaging: 
alexis.akwagyiram.thomsonreuters.com@reuters.net / 
Twitter: https://twitter.com/alexisak)) 
(c) Copyright Thomson Reuters 2019. 
 

 

South Africa 

S&P Global says no immediate 

pressure on South Africa rating  

10-Oct-2019   
JOHANNESBURG, Oct 10 (Reuters) - Ratings 

agency S&P Global's South Africa analyst said 
on Thursday there was no immediate pressure 
to change the country's sovereign rating, 
despite weak economic growth and a growing 
debt burden. 

Africa's most industrialised economy is ranked at 
sub-investment grade by S&P and Fitch, two of 

the three main ratings firms, with recent 
downgrades linked mainly to the weak economy, 

bailouts for state firms and concerns about 
governance and corruption. 
S&P Global's long-term foreign-currency 
rating for South Africa's debt is 'BB'. Its stable 
outlook is one reason why analyst Gardner 
Rusike told a ratings conference that the 

rating was unlikely to change soon. 

"We don't believe that there is immediate 
pressure to change the ratings in the near 
term," Rusike said. 
He added that S&P Global saw South Africa's 
economic growth rate this year at below 1% and 
would look for measures to contain fiscal 

slippage in the finance ministry's medium-term 
budget statement on Oct. 30. 

Rusike said a recent government bailout to state 
power firm Eskom would put pressure on the 
budget deficit but that as a once-off event it did 
not pose a danger to the country's sovereign 
rating. 

 
(Reporting by Mfuneko Toyana; Editing by Alexander 
Winning and Alex Richardson) 
((alexander.winning@tr.com; +27 11 595 2801)) 
(c) Copyright Thomson Reuters 2019. 
 

GLOBAL 
 

The fragile edifice of sovereign debt  

07-Oct-2019  
• The fragile edifice of sovereign debt 
• How MAS propelled Singapore to the 

top of the class 
• How democracy benefits Africa's debt 
• Why India is as risky as it ever was 
• Sovereign risk: Chile's enduring 
miracle 
• Lessons from the best and the rest 
• Euro money Country Risk 
This is a golden age for sovereign borrowers 
and debt managers. They can borrow more 
cheaply, in greater size and at longer 
maturities than ever before. 

In August, the yield on UK 10- and 30-year gilts 

fell to new record lows, despite the uncertainty 
surrounding Brexit. The yield on 30-year US 
treasuries dipped below 1.5% for the first time 
ever. In Germany, where yields are negative 
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across large parts of the curve, the government 

has issued 30-year bunds with no coupon. 

In emerging markets, Ghana, which made its 
debut in the bond markets in 2009 having 
previously been entirely reliant on loans from 
the World Bank and the IMF, issued 30-year 
bonds earlier this year. Such was demand - $21 
billion for $3 billion of debt across different 

maturities - it is confident it can return to 
markets with a 50-year issue. 
The Kingdom of Saudi Arabia, which first tapped 
international markets just three years ago, 
recently raised €1 billion of bonds maturing in 
2027, with a coupon of just 0.75%. The fates of 

these two economies are almost entirely 
dependent on the price of a single commodity: 
cocoa for Ghana and oil in the case of Saudi 

Arabia. 
Around $16 trillion of bonds issued by both 
governments and companies are now trading at 
negative yields. Asset managers are faced with a 

dilemma: buy paper that is guaranteed to be 
loss-making if held to maturity, or 
indiscriminately search for yield anywhere it is 
on offer. Neither is entirely irrational in a world 
where real interest rates are not only low, they 
keep getting lower. 
Between 2008 and 2018 central banks around 

the world cut policy rates more than 700 times. 
Just as talk began to turn to policy 
normalization, central banks have embarked on 
another rate-cutting cycle. It is no wonder that 

proponents of heterodox economics such as 
Modern Monetary Theory - the notion that 

governments can borrow as much as they want 
with impunity - are gaining credence.& 
Harvard economics professor Kenneth Rogoff, 
co-author with Carmen Reinhart of the seminal 
work on sovereign debt crises, 'This time is 
different: Eight centuries of financial folly', sees 
fragility and complacency writ large. 

"In this environment of low interest rates, 
investors seem willing to give almost any 
creditor a chance," he says. "If the processes 
that have held down real interest rates reverse, 
it could be very problematic. Given where prices 

are, this does not need to be a sudden or 
dramatic reversal, it could be relatively small 

changes in the global economy that have 
dramatic consequences in markets. 
Vulnerabilities 
You do not need to have the forensic rigour of 
an economics professor to find vulnerabilities in 
sovereign debt markets. In the immediate 

aftermath of the global financial crisis (GFC), the 
prevailing economic narrative was that there 
would be a prolonged period of deleveraging. 
However, with the exception of the banking 
system and a handful of economies (Ireland, 
Spain, Portugal), indebtedness has increased 
across sovereigns, corporates and households. 

In 'This time is different', published in 2009, 
Reinhart and Rogoff demonstrated how, in the 
wake of financial crises, sovereign debt typically 
rises by 86%. This time was no different. 
According to the OECD, between 2007 and 2019 

outstanding government debt did indeed double 

and the aggregate debt-to-GDP ratio rose from 

49.5% to 72.6%. 
Harvard economics professor Kenneth 
Rogoff  
Gross borrowings of OECD governments are set 
to reach a new record level in 2019 of $11 
trillion. Government debt now exceeds annual 

GDP in Japan, Greece, Italy, Portugal, Belgium, 
France, Spain and the UK. McKinsey estimates 
that the overall global debt of governments, 
non-financial corporations and households has 
grown by $72 trillion since the end of 2007. 
Sovereigns account for 31% of that growth. 

Both Euro money Country Risk (ECR) scores and 
data from S&P Ratings show the quality of 
sovereign debt has declined in aggregate. This 

reflects both overall indebtedness and a flood of 
new sovereign issuers, some of which have 
questionable credit fundamentals. The IMF has 
reported that 40% of low-income countries in 

sub-Saharan Africa are already in debt distress 
or at high risk of slipping into it. 
"The picture across emerging markets varies a 
lot, so tend to avoid sweeping comments about 
crises," says Alastair Wilson, head of sovereign 
and sub-sovereign ratings at Moody's Investor 
Services. "But it is true some countries have 

accessed capital markets opportunistically in 
recent years, which is a frailty. Where we see 
potential issues is among weaker sovereigns, 
particularly in sub-Saharan Africa, where low 

ratings reflect our lack of confidence in their 
ability to service debt throughout the cycle. 

Neither the greater quantity of debt nor its 
declining quality have spooked investors, yet. 
But there are some familiar and emerging 
threats to this unstable equilibrium. Globalized 
finance remains a vector for crisis transmission 
and a potential direct cause of crises via the 
sovereign-bank nexus - or doom loop - 

especially in the Eurozone. Sovereigns and 
corporates are also far more dependent on 
portfolio flows (bond issuance has increased 2.7 
times since the GFC). 
Despite unprecedented monetary stimulus, 

global growth remains subdued. With many 
policy rates around the world already at the zero 

bound, central banks are running out of 
ammunition and ideas should economic 
conditions deteriorate. 
Quantitative easing (QE) has already blurred the 
lines between fiscal and monetary policy. Many 
fear this risks central bank independence and 

credibility. 
"Sovereign risk has changed," says Andreas 
Dombret, until recently an executive board 
member of the Deutsche Bundesbank, with 
responsibility for financial supervision and risk. 
"The lender of last resort has a bloated balance 
sheet and is looking more and more fragile. The 

biggest creditor to sovereigns in the eurozone is 
the European Central Bank. These aren't bond 
vigilantes holding governments to account for 
their actions. That creates a moral hazard and it 
is politicizing central banking. 
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"Christine Lagarde [incoming president of the 

European Central Bank] is a French politician. 

Her deputy [Luis de Guindos] is a Spanish 
politician," adds Dombret. "You can draw your 
own conclusions." 
This matters because beyond the rarefied worlds 
of sovereign debt dynamics, central banking and 
monetary policy, the political landscape is 

changing in unexpected ways. The post-World 
War II western consensus that globalization and 
multilateralism are unalloyed public goods is 
being challenged. 
The US/China trade war is emblematic of this. In 
turn, the retreat from globalization and 

multilateralism calls into question the roles of 
the institutions Bretton Woods spawned - the 
World Bank, IMF and latterly the World Trade 

Organization (WTO) - with unknown 
consequences for the resolution of future 
crises.& 
"It has always frustrated me that investors see 

sovereign risk as the same as any other bond - 
essentially, how good is the contract and how 
much am I getting paid?" says Marvin Zonis, 
emeritus professor of political economy at the 
University of Chicago, Booth School of Business. 
"Sovereign risk isn't like that. Countries, or 
rather their political leaders, can and often are 

capricious. [US president Donald] Trump is just 
one example. Trump doesn't care about global 
leadership or solving global problems. That is a 
new risk." 

Shocks 
The history of sovereign crises teaches us one 

lesson: economies can be subject to severe and 
sudden shocks. 
Markets are complex systems with unpredictable 
feedback loops that are impossible to model. In 
August 2007, few thought that the problems at 
two obscure hedge funds and a sudden spike in 
Libor would snowball into the biggest financial 

and economic crisis since the Great Depression. 
Stock markets were at record highs and the 
volatility (Vix) index at all-time lows. Lightning 
struck from a clear blue sky. 
Investors, economists and policymakers, 

however, are subject to 'present bias'. They 
extrapolate current trends far into the future. 

The policy response to the GFC was a classic 
example. Other than reining in the banking 
system by insisting on bigger capital buffers, the 
basic prescription was more of the same. 
The communiqué from the London G20 meeting 
in April 2009 sums up the policy response: 

"unprecedented and concerted fiscal expansion"; 
a commitment to "sustainable globalization" and 
a pledge of $750 billion to the IMF "to overcome 
this crisis and prevent future ones". 
It was, perhaps, the high watermark of 
conventional post-war, neo-liberal economic 
policymaking. 

The result has been an enormous increase in 
public-sector debt and greater use of bond 
financing as banks have retreated from cross-
border lending. 
"Bond debt has increased and so has the 

number of new sovereign issuers," says Roberto 

Sifon-Arevalo, managing director, head of 

analytics and research, global sovereign and 
international public finance ratings, at S&P 
Global Ratings. "Nearly all sovereigns have a 
higher debt-to-GDP ratio and the average 
sovereign rating is between one and two notches 
lower than 2007."& 

We continue to see this play out. The largest 
growth in rated sovereigns has been in emerging 
markets and lower down the rating scales. 
Author Michael O'Sullivan  
Michael O'Sullivan, until recently chief 
investment officer of Credit Suisse's 

international wealth management division and 
author of 'The levelling: What's next after 
globalization', calls complacency over debt levels 

"scandalous". 
"The prevailing mood seems to be that debt 
doesn't matter, but that is misguided in the 
extreme," says O'Sullivan. "The GFC showed 

how quickly the investment climate changes, 
and there are many sovereign issuers with short 
or poor track records that could be susceptible 
to even small shifts in investor confidence." 
O'Sullivan cites the recent experience of 
Argentina as illustrative of the damage that can 
be wrought by a "sudden stop" - a loss of 

confidence followed by a reversal of portfolio 
flows. 
On one day in August, Argentina's currency 
dropped 25.3% against the dollar, the stock 

market tumbled 37% in dollar terms and 10-
year debt fell to 57 cents on the dollar, from 

77c. Yields rose from 10% to 15%. 
"With banks reining in lending, many countries 
are more exposed to portfolio flows," says 
O'Sullivan. "The weak ones will be found out. 
Argentina has already had a record $56 billion 
IMF bailout, which was supposed to provide a 
safety net. But sentiment can turn so quickly. 

Argentina didn't miss a debt payment and there 
wasn't a change of government. There was a 
primary election." 
Sudden stops are a particular vulnerability for 
emerging countries with under-developed capital 

markets and limited pools of domestic savings, 
such as insurance companies, pension and 

mutual funds. Domestic savers have liabilities in 
their own currency and are largely indifferent to 
exchange rate fluctuations as long as they are 
not extreme. This explains the persistent home 
country bias in investment. 
Vulnerability to a sudden shock plays a role in 

ratings. 
"Sudden stops lead to defaults, it is a very 
simple equation," says Moody's Wilson. "Any 
instance where a government balance sheet is 
highly reliant on external investors increases 
vulnerability. We factor this quite strongly into 
our ratings methodology, particularly for issuers 

we consider to be less able to maintain the 
confidence of external investors, which tends to 
be characteristic of countries lower down the 
ratings scale." 
However, local-currency denominated emerging 
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market debt has become an important asset 

class. A total of $21.1 trillion of EM local 

currency-denominated debt is split evenly 
between sovereign and corporate issuers ($10.3 
trillion and $10.9 trillion, respectively). 
Since 2000, EM debt has grown at a median rate 
of 20% annually. Corporates are the fastest 
growing segment, accounting for approximately 

60% of net new issuance. 
This repudiation of so called 'original sin' - hard-
currency issuance - which played a pivotal role 
in Mexico's Tesobono Crisis of 1994 and the 
Asian debt crisis between 1997 and 1999, is 
widely regarded as a positive. However, Rogoff, 

for one, is not so sure. 
"I always thought the idea of 'original sin' as 
pretty naïve," he says. "It relates to a specific 

period in the 1980s when high inflation 
effectively barred emerging markets from 
borrowing in their own currency. Default on 
locally denominated debt is just as prevalent as 

external default historically, and problems in the 
corporate sector can make sovereigns 
vulnerable. 
EM crises often begin with illiquidity and end in 
insolvency. Investors can exhibit herd-like 
behaviour. When debt is broadly distributed, no 
single creditor can solve the problem, but a herd 

can trigger it. As domestic banking and capital 
markets deepen, this risk is mitigated to a 
degree, although financial market liberalization 
can also create problems. 

A 1999 study, 'The twin crises: The causes of 
banking and balance-of-payments problems', by 

Graciela Kaminsky and Carmen Reinhart, 
showed that 18 of 26 banking crises occurred 
within five years of financial market 
liberalization. The Russian crisis of 1998 played 
out remarkably quickly, immediately following 
the privatization of state assets and the 
progressive removal of restrictions on foreign 

participation in the Treasury market and the 
stock market. 
EM investors were in a state of panic as the 
Asian crisis unfolded and there was a broad 
reversal of flows into emerging markets, 

including Russia. By July 1998 monthly 
payments on Russian debt were 40% higher 

than the country's monthly tax collection. A 
bank run started with deposits falling by 15% in 
August. The Russian banking sector was almost 
entirely renationalized. 
Catalyst 
The GFC showed that systemic financial crises 

are not a quaint relic of the past or the preserve 
of emerging markets. Rogoff demonstrates that 
the incidence of banking crises proves to be 
remarkably similar in both high and middle-to-
low-income countries. What is different in highly 
developed financial markets is that runs can 
afflict any financial intermediary with leveraged 

portfolios funded by short-term borrowing. 
That explains how the spike in Libor and the 
credit crunch in 2007 was the catalyst for what 
followed. Just as in a typical bank run, when 
liquid assets do not cover deposit withdrawals, 

the inability of investment banks to fund 

positions via Libor, repo or other means, led to a 

scramble to sell assets. 
Liquid assets became illiquid as everyone rushed 
to the exits at the same time. Mark-to-market 
losses soared, forcing fire sales. A liquidity crisis 
became a solvency crisis that forced 
governments across the developed world to bail 

out their banks. As banks repaired their balance 
sheets, credit creation stalled and the real 
economy slumped. International trade in 2009 
was falling at a faster pace than in 1930. 
In 2010, Andy Haldane, then the chief economist 
of the Bank of England, estimated that the total 

cost of the crash, including both bailouts and 
foregone growth, at between $60 trillion and 
$200 trillion, or between one and five times 

global GDP. 
"To call these numbers 'astronomical' would be 
to do astronomy a disservice," he said. 
The ripple effects of the GFC converged into a 

potentially existential tsunami for the Eurozone 
between 2010 and 2012. 
A distinctive element of the Eurozone crisis was 
the 'doom loop'. Banks can hold supposedly risk-
free sovereign debt at a zero capital-weighting. 
In the Eurozone, this means any euro-
denominated sovereign. 

As contagion from Greece spread to Portugal, 
Italy, Spain and Ireland a danse macabre began 
in which rising sovereign yields put pressure on 
bank balance sheets, and the threat to the 

financial system raised the prospect of bailouts, 
putting further pressure on sovereigns. In 

October 2011 Dexia, already the recipient of a 
€6.4 billion bailout in 2008, collapsed, spreading 
panic throughout the Eurozone. 
In the wake of the crisis, policymakers pledged 
to break the doom loop. Most believe the 
measures taken since have been necessary but 
not sufficient. The Single Supervisory Mechanism 

(2012) has improved regulatory oversight. The 
Single Resolution Mechanism (2014) was 
designed to allay fears of a return to large 
taxpayer-funded bank bailouts weighing on a 
single sovereign. 

Alastair Wilson, head of sovereign and sub-
sovereign ratings at Moody's Investor Services  

"We don't believe that anything that has been 
done so far short-circuits the doom loop," says 
Moody's Wilson. "The resolution regime is the 
most important part of that attempt, but we 
don't think it will work. It might work when an 
individual bank gets into trouble through bad 

decision-making, but we don't see it changing 
how governments respond to a systemic crisis." 
Markets appear to agree. In June 2018 when the 
Five Star/League coalition looked set to take 
power in Italy, two-year government bond (BTP) 
yields doubled and credit default swaps on the 
country's banks spiked. The same dynamic was 

replayed last autumn during Italy's fractious 
budget negotiations with the EU. 
If numbers are important, the doom loop looms 
larger than ever. During the height of the 
Eurozone crisis Italian banks held €240 billion of 
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domestic debt; the figure today is over €400 

billion. French banks have €285 billion of 

exposure to Italian debt. 
Italy matters. It is 15% of Eurozone GDP, it is 
the third largest economy and accounts for 
20.8% of public debt. Its economy is 5% smaller 
than in 2007 and its debt-to-GDP ratio is 133% 
(among the OECD nations only Japan and 

Greece are more indebted). All three big credit 
rating agencies rate Italy's sovereign debt just 
two notches above junk. 
Former Bundesbank official Dombret offers a 
chilling assessment: "I think Italy has a serious 
problem. It could blow up the Eurozone. That is 

not my central scenario, but the levels of debt 
make things very unpredictable. I've worked in 
markets, and one lesson you learn is that 

sentiment can sour very rapidly - particularly 
when there is political instability. 
Rogoff agrees. 
"I think it is still too early to say the Eurozone 

crisis is over," he says. "My Italian economist 
friends were generally confident they could 
muddle through in 2012. The tone has changed 
since the populists arrived on the scene. I don't 
expect the Eurozone will have the same 
members in 20 years' time. They are in a bad 
marriage and eventually the strains will prove 

intolerable." 
To break the doom loop Dombret has long 
argued that sovereigns should carry a risk 
weighting, although he acknowledges that 

whenever the subject is raised weaker 
government debtors quickly rally to maintain the 

status quo. 
For O'Sullivan, the lack of sovereign risk 
weightings not only reinforces the doom loop, it 
encourages poor behaviour. 
"There is not a single rational economist or 
investor in the world that thinks that Italian 
sovereign debt should carry a zero risk-

weighting on bank balance sheets," he says. "It 
is not only a systemic risk to the eurozone, it 
also gives the Italian government a 'free pass'. A 
captive buyer keeps yields artificially low and 
that then gets compounded by QE. It emboldens 

the populists in Italy to say and do stupid 
things.& 

Deglobalization 
The banking system may also provide a 
foretaste of an emerging trend that threatens to 
heighten sovereign risk: deglobalization. 
Eurozone banks have been in the vanguard. 
Their total foreign loans and other claims 

dropped by $6.1 trillion, or 38%, since 2007. 
German banks held two-thirds of their assets 
outside Germany in the run up to the GFC; that 
has since fallen to one-third. 
In March 2017, Barclays issued a report called 
'The future of globalization'. It showed that 
globalization has been subject to cycles through 

history. Trade openness, measured as exports 
and imports as a percentage of GDP, peaked 
immediately before World War I at 38.1. The 
modern era of globalization accelerated in the 
1990s with the Maastricht Treaty in 1992, the 

North American Free Trade Agreement in 1994, 

and the creation of the World Trade Organization 

in 1995. But trade openness did not regain its 
1914 heights until the early 2000s. 
A new era of hyper-globalization began with 
China's admission to the WTO in 2001. Trade 
openness peaked at close to 50 but has begun 
to decline. That has accelerated as the US has 

sparked trade wars and imposed tariffs. The 
report's main author, Christian Keller, head of 
economics research at Barclays, admits surprise 
about how fast things have escalated. 
"We wrote the report when we did [early 2017] 
because we took Trump's campaign promise to 

declare China a currency manipulator at face 
value. He didn't do that until relatively recently. 
The first year of the administration was all about 

the domestic agenda. Since then the focus has 
shifted to China and trade. The whole 
confrontation has been ratcheted up to a point 
where it is difficult to see any 'off ramps'."& 

Zonis at Chicago is unambiguous about the 
result of trade wars and deglobalization: "The 
one sure result is lower economic growth 
because trade drives growth. If this process of 
deglobalization continues, there will also be 
more political unrest and greater sovereign risk. 
Rogoff believes globalization has been a big 

factor in holding down real interest rates 
through disinflation and portfolio diversification. 
"I wrote a paper once where the central 
argument was trade frictions have surprisingly 

big implications for financial flows and financial 
markets," he says. "Globalization has allowed for 

larger current account deficits and has pushed 
down yields. If you do anything to disrupt that, 
there can be major knock-on effects, including 
for asset prices. 
Barclays' Keller thinks the effects of 
deglobalization will be felt first in industrializing 
emerging market countries that have become 

increasingly integrated into global value chains. 
These include countries such as China, Malaysia, 
Thailand and Vietnam and the former Warsaw 
Pact countries in Eastern Europe. 
"The thesis is quite simple," says Keller. "The 

winners from globalization will become the 
marginal losers in a process of deglobalization. 

We could shift back to a pattern more familiar in 
the 20th century when the big commodity 
exporters in emerging markets come to the 
fore." 
Almost the first act of the Trump administration 
was to tear up the Trans-Pacific Partnership, a 

treaty that was arguably a stroke of US 
diplomatic genius, providing a regional economic 
bulwark against China.& 
If the US has been the main catalyst for 
deglobalization via trade wars, it has also 
unleashed other potentially destabilizing forces. 
Former US Treasury secretary Larry Summers, 

who was instrumental in organizing the $50 
billion US-led bailout of Mexico in 1994 and the 
creation of the G20, commented recently: 
"Under president Trump, the US concept of a 
community of nations working together to 
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pursue each their own interests, but 

cooperatively, has been put to rest in favour of 

an alternative construct, in which the world 
economy is seen as a near zero sum game… 
When the leading and most-influential and 
agenda-setting nation is operating with that kind 
of philosophy, sustaining global cooperation 
becomes more difficult."& 

O'Sullivan at Credit Suisse believes this 
repudiation of global leadership will have serious 
consequences in future crises. 
"If you go all the way back to [US Treasury 
secretary Nicholas] Brady and the resolution of 
the Latin American debt crisis in the late 1980s, 

to [US Treasury secretary] Robert Rubin and 
Summers in the Mexican crisis, then the Asian 
crisis and even the GFC, the US has been an 

architect of stability," says O'Sullivan. 
"Now it is the provocateur of volatility. It has 
gone from resolving emerging market crises to 
risking causing them by imposing tariffs on 

China and Turkey in 2018. 
Trade war 
The US retreat from multilateralism is most 
evident in the trade war. It could have referred 
China to the WTO but chose not to. The US has 
also blocked the appointment of judges to the 
WTO appeals court. With two more judges 

retiring in December, the WTO risks death 
through malign neglect. 
"The fact that Peter Navarro [Trump's director of 
the office of manufacturing and trade policy] has 

somehow become the Rasputin of US trade 
policy is both bizarre and frightening," says 

Rogoff. "Even his best ideas are half-baked - and 
that is reflected in US actions on trade. 
This is causing some to call into question the 
future role of the World Bank and IMF. 
"The US doesn't care about the WTO," says 
Zonis. "That's obvious. But I would go further. I 
do not believe the US cares about the World 

Bank. It appointed a president [David Malpass] 
who has been openly hostile toward it. The US is 
perverse, stuck in the past and is not exerting 
any form of global leadership. It doesn't care 
about the WTO, the World Bank or even the IMF. 

My view can be simply stated: the US has 
abandoned these global institutions." 
Andreas Dombret, until recently an executive 
board member of the Deutsche Bundesbank  

That is a change with the recent past. Dombret 
relates a conversation with US Treasury 
secretary Timothy Geithner during the first 
Greek bailout in May 2010. The Troika - the 
European Commission, ECB and IMF - had 

agreed the terms. 
"Geithner asked why he hadn't been consulted in 
more detail as the US had a blocking vote in the 
IMF," recalls Dombret. 
"Dominique [Strauss-Kahn] gently but firmly 
pointed out that the main parties had 

cooperated and found a solution, and that was 

the IMF's role. The solution was in the best 
interests of the US, because it was in the best 
interest of Europe. I can't imagine the US 
administration accepting that now. They think in 

transactional terms - of winners and losers. 

O' Sullivan thinks the WTO is no longer fit for 

purpose and that the World Bank should move 
its headquarters from Washington to Africa to 
stay relevant. He also believes the IMF needs to 
be overhauled and that many of its functions - 
such as surveillance and capital raising - can 
now be performed better by central banks with a 

macro-prudential focus and the private sector. 
Old IMF hands still believe it has a role to play. 
Rogoff, the IMF's chief economist between 2001 
and 2003, says: "The IMF is always only one 
serious crisis away from being very relevant. 
Barclays' Keller, who left the IMF just before the 

GFC, says the lack of crises in the 2000s had 
many staff members convinced their destiny was 
to morph from a financial crisis fire-fighter into a 

global economics statistical agency. 
"We were very wrong about that," he says. "The 
IMF remains important and the US retreat from 
leadership around the world may make that 

even more the case. The IMF's current role in 
Argentina is an example, and if it came to a debt 
crisis elsewhere, perhaps among the new 
sovereign borrowers in sub-Saharan Africa, the 
IMF would likely be left to sort it out. 
However, it is also the case that regional 
institutions are emerging that mirror the new 

multi-polar world order. The Beijing-
headquartered Asian Infrastructure Investment 
Bank was launched in 2015 with participation 
from 44 regional powers and 28 other countries, 

including the UK. A European Monetary Fund has 
been mooted, with strong backing from French 

president Emmanuel Macron and commission 
president Jean-Claude Juncker. 
The role new regional institutions will play in 
resolving future crises remains to be seen. 
During the GFC, central banks seized the agenda 
and the only game in town was monetary policy. 
The fiscal stimulus envisaged by the London G20 

communiqué largely consisted of government 
bank bailouts with special lending facilities and 
QE supplied by central banks. 
"In Europe, and to some extent the US, 
everything currently trades off a QE price," says 

O'Sullivan. "Investors are second guessing when 
QE will return because they know there is little 

scope to cut interest rates in a downturn. Europe 
already has negative deposit rates. The last 11 
US recessions have begun with the federal funds 
rate at 5% or higher; it is currently 2%."& 
Straying into fiscal policy has made central 
banks both inherently more political and a 

dominant force in markets. This mattered less 
when politicians and central banks had broadly 
aligned policy objectives. But the rise of 
populists is a new threat to central bank 
independence. 
The distributional effects of QE have 
overwhelmingly favoured the owners of financial 

assets. Modern Monetary Theory (MMT) looks to 
redress this balance, hence its embrace by the 
left. US Democratic representative Alexandria 
Ocasio-Cortez has already endorsed it, as has 
the former chief economic adviser to Bernie 
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Sanders. It is widely expected to gain traction 

during the Democratic primaries. In the UK, the 

Labour Party has its own twist on the idea, 
'people's QE'. 
MMT would reduce central banks to mere agents 
of national treasuries and finance ministries. 
Trump is already using his favourite bully pulpit, 
Twitter, to intimidate the Federal Reserve into 

cutting rates further, blaming it for every dip in 
US equity markets. 
The ECB will soon have two former politicians at 
its helm, and the Bank of Japan has done 
everything Prime Minister Shinzo Abe has asked 
of it to deliver his 'three arrows'. 

Rogoff believes independent central banks have 
been almost too successful in delivering their 
inflation targets. The latest IMF World Economic 

Outlook forecasts inflation in advanced 
economies of just 1.6%. This has bred 
complacency that ultra-low interest rates will 
persist and monetary stimulus, however 

extreme, is risk-free. 
"A big driver of this backlash against 
globalization and central banks is that the vast 
majority of investors, traders and policymakers 
have forgotten about inflation," says Rogoff. 
"They have only ever seen disinflation. They 
say: 'It's a 20th century phenomenon and 

markets are too integrated and efficient now. It 
just can't happen.' Well, I'm afraid this time is 
not different. I expect to see inflation return, not 
just in vulnerable emerging markets but in a 

more widespread way. 
Bank of America Merrill Lynch reported that in 

the last week of August, government bond funds 
"registered their largest inflow ever, after a 
record print the week before". Investors clearly 
believe more rate cuts, more QE and more of 
the same are on the way. 
But financial market bubbles caused by wrong-
headed policy have been a recurring cause of 

economic distress. Since the GFC, central banks 
and politicians have seemed content to let the 
debt money-go-round keep on turning, while 
failing to address the underlying economic 
challenges of relatively low growth, under-

investment and slowing productivity. 
"It's been an amazingly quiet period for 

sovereign crises, anomalous even, perhaps only 
seen in two prior periods in the run-up to 2007 
and just before World War I," says Rogoff. "If 
you talk to people inside the IMF, they are not 
feeling calm. They have seen this movie before. 
Things can change very quickly. Deglobalization 

could be a catalyst, so could inflation caused by 
poor policymaking. What is harder to predict is 
when systemic crises occur. But it is a question 
of when. 
Lessons from the best and the rest 
Delving into Euromoney Country Risk's 37 years 
of data is instructive. The overall aggregate ECR 

has fallen by 6.12 points. 
The best performing region is central and 
eastern Europe, where countries benefited from 
the end of communist rule and joining the 
European Union. 

Two of the worst have been Western Europe and 

North America, the epicentre of the GFC. Among 

emerging markets, south Asia is the worst 
performing, followed by Africa. 
At the country level, the best performers in 
terms of improving overall ECR scores have 
been Malta, Israel and Poland. Both Poland and 
Malta joined the European Union in 2004. 

Wherever you stand on brexit, it is clear these 
countries have benefited from being part of a 
large economic free-trade area. 
The worst performer is Venezuela, with Greece 
not far behind. Perhaps more surprising, of the 
large economies the UK and France have the 

poorest performance in terms of the decline in 
their overall scores. However, it is worth noting 
that both started 1982 when the data began 

with higher scores than any country has 
managed to maintain in aggregate in the 37 
years since then (a perfect 100 for the UK and 
99 for France).& 

To give the data greater nuance than the 
headline scores, we performed a simple 
quantitative analysis using a methodology 
derived from Rogoff. This divided the 196 
countries into three groups: a premier league 
with an aggregate country risk score one 
standard deviation above the mean score; a 

mid-division group within the standard 
deviation; and a laggards' league, with a score 
one standard deviation below the aggregate. 
Ignominious list 

The laggards league reads like a who's who of 
war-ravaged failed states, economic basket 

cases and brutally repressive regimes. North 
Korea tops an ignominious list that also includes 
the likes of Afghanistan, Somalia, Cuba and 
Iran. The mid-division group (within the 
standard deviation) is, unsurprisingly, the 
largest. There are 141 counties in total. 
That stratum includes the likes of Myanmar, 

Libya and Zimbabwe, which are flirting with 
relegation to the laggards' league. Those vying 
for premier league promotion are the Czech 
Republic, Cyprus and Slovenia. Bermuda is in a 
play-off position, closely followed by two Middle 

East countries, Israel and Saudi Arabia. 
The top of the premier league is perhaps the 

most intriguing group. It is led by Switzerland, 
followed by Norway and Luxembourg, with 
Denmark, the Netherlands and Sweden in a 
tightly grouped chasing pack. These leaders 
have several things in common. They are all 
small, European, highly open economies 

integrated into global financial and trade flows 
with reputations for transparency and good 
governance. 
Of the large economies, Canada, the US, 
Germany, the UK and France perform best 
(despite the absolute decline in their ECR score 
in the case of the last two). Other small open 

economies, such as Austria, Finland, Australia 
and Singapore, also feature in the top 15 of the 
premier league. 
A select group of 10 countries have retained 
premier league status throughout their ECR 
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history: Denmark, Finland, Luxembourg, the 

Netherlands, Norway, Singapore, the UK, the 

US, and West Germany/Germany. France has 
been in the top league for every year other than 
2016. 
This confers clear advantages over other 
borrowers, such as ready access to capital 
markets and cheap funding. Rather like its 

football equivalent, being in the top league of 
ECR scores makes staying there easier. 
The data suggests that promotion from the 
bottom league to the top is all but impossible. 
Only one country in the history of ECR has 
achieved this: Chile. In 1985, its ECR score fell 

to an all-time record-low of 11.6. Only seven 
countries currently have a lower ECR score, 
including Djibouti, Eritrea and North Korea. Chile 

made it back into the premier league first in 
1992, before slipping into mid-division again. It 
has been in the top league since 2011. 
Relegation events are often caused by financial 

crises. After 10 years each of premier league 
status between 1982 and 1998, both Malaysia 
and Thailand dropped into the mid division and 
have never returned. Of the countries worst hit 
by the Eurozone crisis of 2011/12 - Portugal, 
Ireland, Greece and Spain - only Ireland has 
managed to get back in the top division. 

Slowly deteriorating debt dynamics can also take 
their toll. After 29 years in the top flight, Japan 
was relegated in 2012 and has stayed in the mid 
division. 

The ECR data suggests strongly that once the 
trust of investors is eroded, it is very hard to win 

back. Budding treasury secretaries and debt 
managers would do well to focus their PhD 
theses on Chile, Ireland and the 10 premier 
league perennials. Teasing apart, what makes 
them stand out may offer a policy path to long-
term debt sustainability. 
Since 1982, Euromoney has been assessing 
sovereign risk through its Euromoney Country 

Risk (ECR) survey. ECR provides access to 
transparent and independent crowd-sourced 
country risk ratings. It enables users to 
monitor, anticipate and make judgements.  
ECR's expert contributor panel provides real-
time scores in 15 categories relating to 
economic, political and structural risk. The 
consensus scores are combined with data 
from the IMF/World Bank on debt indicators 
and survey data on sovereign access to 
international capital markets. The 

accumulated output from these data sources 
creates the overall ECR score for over 165 
individual countries.  
 
For more information, please contact: ECR programme 
manager Chen-Ta Sung 
(chenta.sung@euromoney.com)  
Copyright (c) 2019 Euromoney Institutional Investor 
PLC. 
©Thomson Reuters 2019. All rights reserved. 
 
 

IMF's Georgieva says complacency on 

growth, trade risks 'more massive 

slowdown'  

08-Oct-2019  

WASHINGTON, Oct 8 (Reuters) - International 

Monetary Fund Managing Director Kristalina 
Georgieva on Tuesday warned of a risk of 
complacency among countries, and without 
action to resolve trade conflicts and support 
growth, global economic deceleration could 
turn into "a more massive slowdown."  

"We are decelerating, we are not stopping, and 
it's not that bad. And yet, unless we act now, we 
are risking a potential more massive slowdown," 
Georgieva said at an event to preview IMF and 
World Bank annual meetings next week in 
Washington. 
If a synchronized slowdown in world economies 

worsens, she said the world may need a 

"synchronized policy response" along the lines of 
stimulus efforts enacted during the 2008-2009 
financial crisis. I  
 
(Reporting by David Lawder 
Editing by Chris Reese) 
((David.Lawder@tr.com; +1 202 354 5854; Reuters 
Messaging: 
david.lawder.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019. 
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Emerging Market Debt ETFs Top 

Equities in Q3  

07-Oct-2019  
The third-quarter was all about peaks and 
valleys in the U.S.-China trade tensions, 
resurfacing global growth worries and a 
barrage of rate cuts. Central banks in South 

Korea, Indonesia, India, Turkey and South 
Africa resorted to rate cuts in order to keep 
signs of a slowdown at bay. 

Notably, top Asian exporters like Singapore, 
Japan and South Korea have been experiencing 
low exports amid trade tensions. Sinceseveral 
emerging markets had resorted to rate cuts in 
the third quarter, emerging market bonds 

displayed a better show in the quarter.   
Against this backdrop, below we highlight a few 
bond ETFs that topped the list emerging market 
securities list in the third quarter. 
JPMorgan USD Emerging Markets Sovereign 
Bond ETF – Up 3.1% 
The underlying JPMorgan Emerging Markets 

Risk-Aware Bond Index is comprised of liquid, 
U.S. dollar-denominated sovereign and quasi-
sovereign fixed and floating rate debt securities 
from emerging markets selected using a rules-
based methodology. Sovereign bonds take about 
82.4% of the fund, followed by foreign agency 

(13.7%). The fund charges 39 bps in fees. 

Invesco Emerging Markets Debt Value ETF – Up 
2.7% 
The underlying Invesco Emerging Markets Debt 
Value Index provides exposure to higher value, 
emerging markets debt securities. Brazil 
(10.3%), Mexico (10.2%) and Russia (10.2%) 
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are the top three countries of the fund. The fund 

charges 29 bps in fees. 

Invesco BulletShares 2024 Emerging Markets 
Debt ETF – Up 1.9% 
The underlying Nasdaq Bulletshares USD 
Emerging Markets Debt 2024 Index represents 
the performance of a held-to-maturity portfolio 
of US dollar-denominated, emerging markets 

bonds with effective maturities in 2024. Mexico 
(11.8%), United Arab Emirates (10.1%) and 
Turkey (9.7%) hold top three spots in the fund. 
The fund holds 27.4% weight in the sovereign 
debt, followed by 15.8% in the financials sector, 
13.4% in energy and 12.6% utilities. The fund 

charges 29 bps in fees. 
Invesco BulletShares 2023 USD Emerging 
Markets Debt ETF – Up 1.8% 

The underlying Nasdaq Bulletshares USD 
Emerging Markets Debt 2023 Index represents 
the performance of a held-to-maturity portfolio 
of US dollar-denominated, emerging markets 

bonds with effective maturities in 2023. Mexico 
(11.8%), United Arab Emirates (10.1%) and 
Turkey (9.7%) are the three key holdings of the 
fund. Sovereign debt (27.14%) takes the top 
spot in the fund, followed by financials (26.5%) 
and energy (18.5%). The fund charges 29 bps in 
fees. 

iShares J.P. Morgan EM Corporate Bond ETF – 
Up 1.7% 
The underlying JP Morgan CEMBI Broad 
Diversified Core Index tracks the performance of 

the U.S. dollar denominated emerging market 
corporate bond market. China (9.1%), Brazil 

(6.8%) and Mexico (5.7%) are the top three 
countries of the fund. No securities accounts for 
more than 2% of the fund.  Industrial (43.6%), 
Agency (30.2%) and Financial Institutions 
(20.8%) are the top three areas of the fund. The 
fund charges 50 bps in fees. 
Want key ETF info delivered straight to your 

inbox? 
Zacks' free Fund Newsletter will brief you on top 
news and analysis, as well as top-performing 
ETFs, each week.   
Want the latest recommendations from Zacks 

Investment Research? Today, you can download 
7 Best Stocks for the Next 30 Days. 

The views expressed in any and all content 
distributed by Newstex and its re-distributors 
(collectively, the "Newstex Authoritative 
Content") are solely those of the respective 
author(s) and not necessarily the views of 
Newstex or its re-distributors. Stories from such 

authors are provided "AS IS," with no 
warranties, and confer no rights. The material 
and information provided in Newstex 
Authoritative Content are for general information 
only and should not, in any respect, be relied on 
as professional advice. Newstex Authoritative 
Content is not "read and approved" before it is 

posted. Accordingly, neither Newstex nor its re-
distributors make any claims, promises or 
guarantees about the accuracy, completeness, 
or adequacy of the information contained therein 
or linked to from such content, nor do they take 

responsibility for any aspect of such content. 

The Newstex Authoritative Content shall be 

construed as author-based content and 
commentary. Accordingly, no warranties or other 
guarantees are offered as to the quality of the 
opinions, commentary or anything else 
appearing in such Newstex Authoritative 
Content. Newstex and its re-distributors 

expressly reserve the right to delete stories at 
its and their sole discretion. 
 
Copyright (c) 2019 Zacks Investment Research 
©Thomson Reuters 2019. All rights reserved. 
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