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ASIA 
  

APAC Asia Pacific 

Moody's Says APAC Covered Bonds 

Unfazed By Slowing Economic Growth 

in 2020  

11-Dec-2019  
 Dec 10 (Reuters) - Moody's:  
• Moody's says APAC covered bonds 
unfazed by slowing economic growth in 2020 

• Moody's says credit quality of APAC 
covered bonds will remain strong in 2020, 

underpinned by issuer strength 
• Moody's says sovereign credit quality in 
Australia, New Zealand, Korea, Singapore and 
Japan will remain strong in 2020 
• Moody's on APAC covered bonds says 
slowing economic growth to increase risks for 
residential mortgages, although mitigated by 

strong credit quality 
 
((Reuters.Briefs@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
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China 

Foreigners ramp up Chinese bond 

buying in Nov as yuan stabilizes  

12-Dec-2019  
SHANGHAI, Dec 12 (Reuters) - Net foreign 

inflows into China's giant bond market 
jumped nearly five-fold in November from a 
month earlier, as yield-hungry global 
investors snapped up nearly $10 billion worth 
of Chinese debt as the yuan stabilized against 
the dollar. 

China's $13 trillion bond market, the world's 

second biggest, has had nine consecutive 

months of net foreign inflows. Analysts expect 
the trend to continue as Beijing steps up efforts 
to attract inbound capital. 
Net foreign purchases of Chinese bonds 
totalled 69.9 billion yuan ($9.93 billion) in 
November, a surge from 10.8 billion yuan in 
October, according to Reuters calculations 

based on official data.  

Gu Weiyong, chief investment officer at 
Shanghai-based asset manager Ucom 
Investment Co, said the yuan's stabilization 
against the greenback in recent months has 
revived foreign interest in Chinese bonds. 
The Chinese yuan had edged up against the 

dollar in November for the third straight month, 

supported by investor optimism over prospects 
of a preliminary agreement to defuse the 
protracted trade war between Beijing and 
Washington.  
"Foreign money will continue to gush in as 
Chinese bonds offer enviable yields for global 

investors."  
China's benchmark 10-year treasury yields 
roughly 3.2%, compared with 1.8% for U.S. 
counterparts. Investors in Europe and Japan 
suffer from negative interest rates.  
"With the Chinese market increasingly opening 
to international investors, this is a good 

opportunity for us," wrote Sandor Steverink, 
Head of Treasuries at Dutch Pensions manager 

APG, which started investing in Chinese onshore 
bonds last month.  
At the end of November, foreigners held nearly 
2.2 trillion yuan worth of bonds, up one-fifth 

from the beginning of the year, according to 
data from the China Central Depository and 
Clearing Co and the Shanghai Clearing House. 
Foreign holdings, however, account for less than 
3% of China's onshore bond market. 
Foreign flows into China have been supported by 
the 20-month phased inclusion of Chinese 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. 
 
($1 = 7.0389 Chinese yuan) 
(Reporting by Samuel Shen, Wu Fang and John 

Ruwitch, Editing by Sherry Jacob-Phillips) 
((samuel.shen@thomsonreuters.com; +86 21 
20830018; Reuters Messaging: 
samuel.shen.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  

©Refinitiv 2019. All rights reserved.  
 
 

Moody's Says 2020 Outlook for Chinese 

Financial Institutions Is Negative as 

Credit Condition Weakens  

12-Dec-2019  
Dec 12 (Reuters) - MOODY'S: 
• 2020 outlook for Chinese financial 
institutions is negative as credit condition 
weakens 

• Heightened us-china trade tensions and 

slowing domestic credit growth will weigh on 

china GDP growth and asset quality 
• expects that the Chinese authorities will 
maintain accommodative monetary policies 
 
((Reuters.Briefs@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Georgia 

Georgia's central bank raises key 

refinancing rate to 9% from 8.5%  

11-Dec-2019  

TBILISI, Dec 11 (Reuters) - Georgia's central 

bank raised its key refinancing rate to 9% 
from 8.50% on Wednesday amid higher 
inflation. 

The central bank began raising rates in 
September as annual inflation exceeded the 3% 
target. 
Consumer prices in Georgia rose 0.9% month-

on-month in November after rising 0.8% in 
October. Annual inflation in November stood at 
7%, up from 1.9% in November 2018 and from 
6.9% in the preceding month this year. 
"According to the forecast, in other equal 

conditions, inflation will start to decline from 
March next year and will be close to the target 

by the end of the year," the bank said in a 
statement on Wednesday. 
"The monetary policy committee's further 
decisions will depend on how quickly the 
exchange rate pressure on inflation will ease." 

The central bank's governor told Reuters in 
September that it planned to further tighten 
monetary policy if inflation caused by the fall of 

its currency against the U.S. dollar persists. 
The bank is due to hold its next policy meeting 
on Jan. 29. 
 
(Reporting by Margarita Antidze; editing by) 
((margarita.antidze@thomsonreuters.com; 
+995322999370; Reuters Messaging: 
margarita.antidze.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
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Hong Kong 

Fitch Ratings: Hong Kong's Role in 

Global Finance Intact Despite Unrest  

12-Dec-2019  
Fitch Ratings-Hong Kong-December 11: There is 

little evidence so far that the social unrest in 
Hong Kong has adversely affected its role as a 
global financial centre, even amid severe 
short-term economic pressures, Fitch Ratings 

says. However, continued turmoil is 
undermining perceptions of Hong Kong as a 

stable international business hub as well as the 
effectiveness of its governance, trends 
consistent with our Negative Outlook on Hong 

Kong's 'AA' rating. 
Hong Kong's short-term economic outlook 
continues to deteriorate. Fitch now expects the 
economy to shrink by 1.5% in 2019, with 

tourism, retail, hotels and catering, and air 
transport among the sectors most severely hit. 
Meanwhile, real-estate transaction volumes have 
dropped sharply, and residential property prices 
are down roughly 5% from their May 2019 peak. 
Growth in 2020 could improve slightly, 
supported by the HKD25 billion of fiscal relief 

measures (0.9% of GDP) announced since mid-
August, but the economic outlook remains 
vulnerable to lingering social unrest. 

Some indicators continue to paint a positive 
picture of Hong Kong's medium-term prospects. 
Alibaba's recent listing on the Hong Kong stock 

exchange underscores the territory's role as the 
flagship off-shore financing centre for Chinese 
firms, a status that we believe will be further 
solidified by rising US-China geopolitical tensions 
and the enduring widespread deployment of 
capital-account restrictions on the mainland. 
In fact, despite the unrest, Hong Kong's 

equity and debt capital fundraising in 2019 
remains broadly in line with the average over 

the preceding three years. Meanwhile, data for 
banking-sector deposits (both Hong Kong dollar 
and foreign currency), business registrations and 

employment visas show little evidence that the 
territory's role as a centre for global commerce 
has diminished. 

All of this underlines Hong Kong's important role 
in channelling international finance to Chinese 
firms, one in which it is unlikely to be easily 
substituted. Fitch also believes Hong Kong's 
simple tax system and low tax rate are unlikely 
to change for the foreseeable future. These are 
the attributes that foreign firms ranked as the 

most important factors affecting their decisions 
to establish operations in the territory. 
Nevertheless, international perceptions of the 
intrinsic strengths of Hong Kong's business 
environment are still at risk, which could 

eventually weaken its status. This suggests 
potential further downside risks to its credit 

rating. A recent Hong Kong government survey 
shows that foreign firms particularly value the 
territory's rule of law and independent judiciary, 

and its political stability and security. Firms may 

begin to question these assumptions if political 

uncertainty continues, a factor underscored by 
an ongoing debate regarding the Hong Kong 
courts' authority to conduct constitutional review 
of the Basic Law, notably in relation to the 
government's emergency legislation banning 
masks. 

The recent passage of the Hong Kong Human 
Rights and Democracy Act in the US, while 
largely symbolic, highlights that changing 
international perceptions of Hong Kong could 
have economic spill-overs in the form of revision 
to its separate customs treatment from the 

mainland. It also underscores that the territory's 
unique and advantageous relations with the 
global community are not static. 
Weaker perceptions of governance in Hong 
Kong could also affect the rating directly. The 
World Bank's Worldwide Governance 
Indicators carry a 20% weighting in Fitch's 
sovereign rating model, the highest among all 

rating factors. Given that the latest scores are 

based on information compiled prior to the start 
of the ongoing unrest, the territory's governance 
indicators could well show deterioration in areas 
such as political stability, voice and 
accountability, and government effectiveness 
during subsequent updates. Fitch can take what 
it believes to be pending changes to World Bank 

governance scores into account in its rating 
decisions. 

 
Media Relations: Leslie Tan, Singapore, Tel: +65 6796 
7234, Email: leslie.tan@thefitchgroup.com; Wai Lun 
Wan, Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@thefitchgroup.com. 
Copyright © 2019 by Fitch Ratings, Inc 
©Refinitiv 2019. All rights reserved. 
 
 

India 

India Bonds May Fall On Concern over 

Higher Inflation  

11-Dec-2019  

By Siddhi Nayak 
NewsRise 
MUMBAI (Dec 11) -- Indian government bonds 

are likely to edge lower amid speculation that 
the inflation rate may accelerate in November, 
raising concerns over the outlook for further 
monetary easing. 

The yield on the benchmark 6.45% bond 
maturing in 2029 is likely to trade in a range of 

6.70%-6.75% today, a trader with a primary 
dealership said. The note ended at 98.15 
rupees, the lowest since issuance on Oct. 4, 
yielding 6.71%, yesterday.  
“November’s retail inflation could be above 
5.20%, so a February rate cut may be off the 

table,” the trader said. “Fiscal slippage fears also 
persist.” 
India’s retail inflation data for November is due 
tomorrow and a Reuters’ poll expects the 
reading at a near-three-year high of 5.25%, well 

mailto:Publicdebtnet.dt@tesoro.it
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beyond the central bank’s inflation target of 4% 

and October’s print of 4.62%. The Monetary 

Policy Committee last week raised its inflation 
projection to 4.7%-5.1% for the October-March 
period from 3.5%-3.7% earlier. 
Bonds have fallen in three of the last four 
sessions, after the MPC unexpectedly kept 
rates unchanged last week, to seek further 
clarity on inflation, fiscal and growth outlook. 

The MPC has cut rates by 135 basis points 
since January. 

India’s gross domestic product slowed to an 
over-six-year low of 4.5% in July-September 
and is widely expected to ease further.  
Meanwhile, India’s panel on augmenting 
revenues from goods and services tax will 
suggest the GST Council on overhauling of the 

indirect tax rates and most of its members favor 
raising the 5% and 12% slabs, a senior finance 
ministry official said yesterday. 
India needs to further open the government 
bond market, Neelkanth Mishra, a part-time 
member of the Prime Minister's Economic 
Advisory Council said yesterday, a move that will 

spur higher foreign investments and retail 
participation. 
Traders await cues from the U.S. Federal 
Reserve’s two-day meeting, which ends today. 
Fed officials have signaled that they intend to 
hold interest rates steady in the existing 1.50%-

1.75% range. 
On the trade front, Acting White House Chief of 

Staff Mick Mulvaney said yesterday that the 
prospects for the first part of a Sino-U.S. trade 
deal were “pretty good,” Reuters reported. New 
round of U.S. tariffs on Chinese imports are 
scheduled for Dec. 15. 

Crude oil prices fell after industry data showed a 
surprise build in crude oil inventory in the U.S. 
India imports over 80% of its crude oil 
requirements. 
KEY FACTORS: 
*Benchmark Brent crude oil contract trading 
0.7% lower at $63.89 per barrel. 

*Ten-year US yield at 1.8312%. 
*Foreign investors sold net $505.05 million 
worth of Indian bonds on Dec. 10. Month-to-

date these investors are sellers of net $624.36 
million of Indian debt. 
*Federal Open Market Committee’s interest rate 

decision. 
*Federal Cabinet likely to meet. 
*Winter session of Parliament continues. 
*RBI to auction 91-day, 182-day and 364-day 
Treasury Bills worth 170 billion rupees. 
*RBI likely to release monthly bulletin. 
*RBI to conduct overnight variable rate reverse 

repo auction worth 2.60 trillion rupees. 
 
- By Siddhi Nayak; siddhi.nayak@newsrise.org; 91-22-
61353300 
- Edited By Mrigank Dhaniwala 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 

 

S&P Says India's Long-Term Economic 

Outperformance Remains Intact  

11-Dec-2019  
Dec 11 (Reuters) - S&P Global Ratings: 
• India's long-term economic 
outperformance remains intact, despite our 
relatively weaker growth expectations for this 
fiscal year 

• Forecasting India's real GDP growth to 
decelerate to 5.1% for this fiscal year 
• Over long term, India's ability to return 
to sustained high GDP growth depends on 
structural reforms 

• If recovery does not materialize, and it 
becomes clear that India's structural growth has 

significantly deteriorated, it could lower the 
rating 
 
((Reuters.Briefs@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

India May Consider Raising FPI Debt 

Investment Limit To 10%, Business 

Standard Reports  

13-Dec-2019  
By Dharam Dhutia 
NewsRise 
MUMBAI (Dec 13) -- India may consider 

increasing foreign investment limit to 10% of 
the outstanding government securities from 
the current 6%, the Business Standard 
reported.  

The share allotted to FPIs is inadequate to be 

included in global bond indices such as those by 
JP Morgan and Bloomberg-Barclays, the report 
said. A decision is likely to be announced in the 
federal budget for the next fiscal year, it added. 
Foreign investors can currently invest 2.461 
trillion rupees under the general category, of 

which nearly 75% is utilized. India also allows 
long-term foreign investors to put 1.151 trillion 
rupees in government bonds, but only 27% of 

this limit is utilized as on yesterday, data from 
Clearing Corp. of India shows.  
The report said that to be eligible for global 
bond listing, 15%-20% of outstanding stock 
must be accessible to foreign investors to 

ensure adequate liquidity.  

The plan may include issuance of a sovereign 
bond, but the Reserve Bank of India is opposed 
to it as the central bank doesn’t want to face a 
currency risk, the report said, citing sources. 
The RBI is also not open to more than doubling 
the investment limit to 15% of the outstanding, 

which is considered to be a prerequisite for the 
inclusion, the daily said, adding that the central 
bank wants the government to “go slow and first 

check how the currency risk is covered from the 
issuer perspective,” before increasing the limits 
further.  
 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
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- Edited By Vipin Nair 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2019 NewsRise Financial Research & 
Information Services Pvt Ltd 
(c) Copyright Thomson Reuters 2019.  

©Refinitiv 2019. All rights reserved. 
 
 

Indonesia 

Indonesia fin min says legal limit on 

fiscal deficit will stay  

12-Dec-2019  
JAKARTA, Dec 12 (Reuters) - Indonesia's 

government will not change rules that cap its 
fiscal deficit at 3% of gross domestic product 
(GDP), Finance Minister Sri Mulyani Indrawati 
said on Thursday.  

The comment was made after Bloomberg News 

reported President Joko Widodo and his cabinet 
were discussing amending the legal deficit limit, 
which would allow the government to spend and 
borrow more, citing Indrawati. 
"The president has said...that the role of fiscal 
policy now is right, prudent and it’s managed 
well," Indrawati told reporters. 

"Ideas for changes are welcomed, but the 
president has directed us...there is no intention 
to change the rules," she said. 
Officials at her ministry a day earlier said 
there would be no imminent change to the 
2003 State Finances Law, which stipulates 
that the budget deficit in a fiscal year cannot 
be more than 3% of GDP and total public debt 
cannot breach a limit of 60% of GDP. 

The ministry's spokesman late on Wednesday 
said the current focus for legislation was to pass 
two bills, including one on taxation that calls for 
corporate tax cuts, while a revision to the 2003 
law was not a priority. 
The 2003 law was introduced in the aftermath of 
the Asian financial crisis in the late 1990s to 

avoid excess borrowing. 
This year, weak tax income is set to push the 
fiscal deficit to 2.2% of GDP, compared with an 
initial forecast of 1.84%, according to the latest 

estimate by finance ministry officials. 
Some economists have criticised Indrawati for 

her conservative fiscal policy at a time when 
economic growth is slowing. Indrawati has 
projected a fiscal deficit of 1.76% of GDP in 
2020. 
 
(Reporting by Tabita Diela 
Writing by Gayatri Suroyo; Editing by Kim Coghill) 
((gayatri.suroyo@thomsonreuters.com; 
+622129927609; Reuters Messaging: 
gayatri.suroyo.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

 

Jordan 

Jordan fin min says new IMF plan 

needed to reduce debt service costs  

09-Dec-2019   
By Suleiman Al-Khalidi 
AMMAN, Dec 9 (Reuters) - Jordan hopes a new 

programme with the IMF next year would 
secure lower servicing of $42 billion in public 
debt that has spiralled in the last decade as a 
result of a spillover of regional conflict on its 
economy, the country's finance minister said 
on Sunday.  

Mohammad Al Ississ said talks with the 
International Monetary Fund over a new 

program to succeed a three-year extended fund 
facility (EFF) that ends in March would focus on 
efforts to spur sluggish growth that has hovered 
at around 2% in the last decade. 
"We hope to reach with the IMF understandings 

that ensure accelerating the tempo of economic 
growth," Al Ississ told deputies during a speech 
in parliament ahead of approving the 9.8 billion 
dinars ($14 billion) draft 2020 budget.  
"The interest on public debt comprises a big 
part of our current expenditure and its growth 
at an accelerating tempo is a real threat to 
our public finances."  

Growth was expected to rise to 2.2% compared 
with a forecast 2% this year, in line with IMF 

projections, Al Ississ said. 
The country’s economic growth has been hit in 
the last few years by high unemployment and 
regional conflict weighing on investor sentiment, 
and as demand generated from Syrian refugees 

receded, according to the IMF. 
Al Ississ blamed regional factors on the spike in 
public debt that shot up by almost a third in a 
decade to 30.1 billion dinars ($42.4 billion) in 
2019, equivalent to 97 percent of GDP.  
A new IMF deal would help the cash strapped 

country secure concessional grants and loans at 
preferential borrowing rates to ease annual debt 
servicing needed top reduce the debt to GDP 

ratio, Al Ississ said. 
The IMF said in November at the end of a 
mission to conclude the final review of its 
programme that public debt remained "very 

high" and that "international assistance" would 
be critical to allow "continued growth enhancing 
reforms." 
The spiralling debt is at least in part due to 
successive governments adopting an 
expansionist fiscal policy characterized by job 
creation in the bloated public sector. 

Past governments also hiked spending on 
welfare and public sector pay in a move to 

ensure stability in the aftermath of the “Arab 
Spring” protests in the region in 2011.  

Jordan was committed to a gradual and steady 
reduction in a chronic fiscal deficit that is 
expected to reach 1.247 billion dinars next year, 
or 2.3% of gross domestic product compared 

with an estimated 3.1% this year, Al Ississ 
added. 
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Al Ississ said efforts to rein in public expenditure 

alongside a stimulus package for the private 

sector would boost revenues hurt by a slowdown 
in the economy and pervasive tax evasion.  
 
(Reporting by Suleiman Al-Khalidi 
Editing by Marguerita Choy) 
((suleiman.al-khalidi@thomsonreuters.com; +96279-
5521407)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Kuwait 

Fitch Ratings: Kuwait Political Disputes 

to Delay Debt Issuance, Reform   

09-Dec-2019  

Fitch Ratings-Hong Kong/London-December 09: 
The Kuwaiti government's resignation and 
subsequent cabinet reshuffle point to political 
frictions that could delay new debt issuance 
and weigh on broader fiscal and economic 

reforms, Fitch Ratings says. Kuwait has been 
the slowest reformer in the Gulf Cooperation 
Council in recent years, partly due to these 

frictions and partly due to its exceptionally large 
sovereign assets, which could finance decades' 
worth of fiscal deficits. 
Parliamentary authorisation to issue or refinance 
debt expired in 2017 and governments have 

been unable to secure approval for renewed 
borrowing. We had assumed this would happen 

in the fiscal year to end-March 2020 (FY19/20), 
but given continued political acrimony, we now 
think it will be delayed until FY20/21. 
We estimate Kuwait's central government 
gross financing need at about USD23 billion 
(17% of GDP) for FY19/20, despite our 

expectation of a roughly balanced budget. This 

reflects the government's legal obligation to 
transfer 10% of its revenue into the Reserve 
Fund for Future Generations (RFFG) and the fact 
that principal or income from the RFFG is not 
available for financing without special legislation. 
We estimate that RFFG foreign assets were 

about USD500 billion at end-FY18/19 and 

assume these would be made available for 
financing if required, although this would 
generate further controversy in parliament. 
The government's financing needs are currently 
being met entirely from the General Reserve 
Fund (less than USD60 billion in estimated 
assets at end-FY18/19). 
Rising financing requirements will further 
deplete easily available reserves without 
measures to increase revenue or cut 
spending, even if debt issuance resumes in 

FY20/21. We forecast a budget deficit of over 
5% of GDP by FY21/22 (including estimated 
investment income) as average oil prices fall 

further, increasing the annual central 

government financing need to USD27 billion. 
Implementation of excise or value-added tax 
remains a remote prospect, subsidy reforms 
have been limited, and the government has 

struggled to contain current spending through 

executive measures while managing an 

uncooperative parliament. 
In November, Kuwait's Prime Minister of more 
than seven years resigned and refused to be 
reappointed. The Amir subsequently replaced 
the caretaker Interior and Defence ministers and 
asked the Foreign Minister to form a 

government. This followed attempts in 
parliament to secure a no-confidence vote in the 
Interior Minister (a senior royal family member) 
over alleged financial irregularities. The Minister 
of Defence Sheikh Nasser (at 71 years old, the 
eldest son of the Amir) had called for an 

investigation by the public prosecutor and 
boycotted cabinet meetings over this. 
Conflicts between an appointed government and 

an elected parliament are a recurring feature of 
Kuwaiti politics. But in our view, the latest public 
dispute involving senior royals reflects an 
underlying struggle for influence ahead of the 

November 2020 election and an eventual 
leadership transition. Kuwait's Amir, 90-year-old 
Sheikh Sabah, retains firm control of 
government affairs, but recently underwent 
medical treatment in the US. Crown Prince 
Nawaf is 82 years old and is a half-brother of the 
Amir. 

Consultations on the composition of the new 
Cabinet are continuing. Reform will remain 

slow unless the composition of the new 
government resolves underlying power 
struggles and enjoys broad support among 

MPs and different sections of society. Neither 
of these is likely, in our view, partly because 
there are no political parties in Kuwait and the 

government's support base of individual MPs 
shifts from issue to issue. 
Kuwait's rating of 'AA'/Stable is underpinned by 
its exceptionally strong balance sheet, with 
sovereign net foreign assets of nearly 500% of 
GDP. Nevertheless, this buffer could be eroded 

by sustained low oil prices or an inability to 
address structural drains on public finances from 
a generous welfare state and large public sector. 
 
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.,  
©Refinitiv 2019. All rights reserved.  
 
 

Lebanon 

Lebanon not expecting new aid pledges 

at Paris meeting  

10-Dec-2019  

BEIRUT, Dec 10 (Reuters) - An international 

conference on Wednesday will probably signal 
a readiness to provide support for Lebanon 
once a new government is formed that 
commits to reforms, but new aid pledges are 
not expected, a Lebanese official said. 
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Nadim Munla, senior adviser to caretaker Prime 

Minister Saad al-Hariri, said the Paris conference 

would offer a political statement of support for 
Lebanon and recognise its unprecedented 
liquidity crisis. 
"They will recognise that there is a short-term 
problem and that if and when a government (is 
formed) that basically responds to the 

aspirations of people, most probably the 
international community will be ready to step in 
and provide support to Lebanon, or additional 
support," he told Reuters.  
"There will be a statement of support for 
Lebanon. This is the expectation. It is not a 

pledging conference." 
Lebanon is facing the worst financial crisis 
since the 1975-90 civil war. The liquidity 
crunch has led banks to enforce capital 
controls and the Lebanese pound to slump by 
one third. 

Lebanon has also been in a political impasse 
since Hariri quit as prime minister on Oct. 29, 
prompted by protests against the ruling elite, 

with no agreement on a new government. 
France has said the conference aims to press for 
the quick formation of a government to restore 
the economic situation. 
Lebanon won pledges of over $11 billion at a 
conference last year conditional on reforms that 
it has failed to implement. The economic crisis is 

rooted in years of corruption and waste that 
have generated one of the world's heaviest 

public debt burdens. 
The political impasse returned to square one on 
Sunday when a tentative agreement on a new 
prime minister unravelled. 
Hariri is now seen as the only candidate for the 

post. 
He has said he would only lead a cabinet of 
specialist ministers, believing this is the way to 
address the economic crisis, attract aid, and 
satisfy protesters who have been in the streets 
since Oct. 17 seeking the removal of a political 

class blamed for corruption and misrule. 
But Hezbollah and its allies including President 
Michel Aoun say the government must include 
politicians. 

"Let's see the coming few days and if there will 
be an agreement among the political parties on 
a formation ... otherwise we might take longer," 

Munla said. Hariri would be willing to have 
politicians in cabinet but they should not be "the 
regular known faces of previous governments".  
 
(Writing by Tom Perry; Editing by Giles Elgood) 
((thomas.perry@thomsonreuters.com; Reuters 
Messaging: thomas.perry.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Lebanon 2019 budget deficit much 

bigger than expected  

11-Dec-2019  
BEIRUT, Dec 11 (Reuters) - Lebanon's 2019 

budget deficit will be much bigger than 

expected owing to a "very concerning" 

decrease in state revenues, caretaker finance 
minister Ali Hassan Khalil said on Wednesday, 

as the country struggles with a deep financial 
crisis. 

Khalil said Lebanon, which has been swept by 
protests since Oct. 17, is facing serious 
difficulties financing the state, in remarks to 
reporters aired on broadcaster LBCI. 
 
(Reporting by Tom Perry and Ellen Francis; Writing by 
Eric Knecht; Editing by Hugh Lawson) 
((eric.knecht@thomsonreuters.com; Reuters 
Messaging: 
eric.knecht.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Fitch Downgrades Lebanon to 'CC'  

12-Dec-2019  
 (The following statement was released by the 

rating agency) 
Fitch Ratings-Hong Kong-December 12: 
Fitch Ratings has downgraded Lebanon's 
Long-Term Foreign-Currency Issuer Default 
Rating (IDR) to 'CC' from 'CCC'. 

Fitch typically does not assign Outlooks or apply 
+/- modifiers for sovereigns with a rating of 
'CCC' or below. 

KEY RATING DRIVERS 
The downgrade of Lebanon's ratings reflects 
Fitch's view that a government debt 
restructuring or default is probable owing to 
acute political uncertainty, de facto capital 
controls and damaged confidence in the 
banking sector that will deter capital inflows 
needed for Lebanon to meet its financing 

needs. The emergence of a parallel exchange 
rate and the failure of the central bank (Banque 

du Liban, BdL) to fully service its foreign 
currency obligations further reflect mounting 
financial pressure. 
The BdL's gross foreign reserves provide a buffer 
for near-term external debt service obligations, 
but while capital controls will limit outflows, the 
absence of inflows implies an ongoing decline in 

FX reserves. US dollar rationing will likely 

deepen recession, increase inflation and stoke 
social unrest. These dynamics increasingly 
threaten the government's capacity and 
willingness to service its debt. An IMF deal would 
almost certainly require debt restructuring as 

the Fund would not be able to sign off on public 
debt being sustainable. 
Ongoing political volatility is likely given the 
rupture between the current political class and 
the protesting public. The largest protests in 
more than a decade and the subsequent 
resignation of the Prime Minister, Saad Hariri, 

created renewed political paralysis. Large, 
persistent and nationwide protests erupted in 
mid-October, with protestors calling for an 

overhaul of the political system. Indications of 
recession, together with restricted access to 
bank deposits and goods shortages magnify the 
risk of further social unrest. Rationing of US 

dollars to prioritise repayment of government 
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debt may become a more politically charged 

issue. 

Talks are ongoing to choose a prime minister to 
form a cabinet with a mixture of political and 
technocratic appointees, following six weeks of 
failed negotiations. Protestors are likely to be 
sceptical of the new government unless it 
contains a large share of fresh faces and pledges 

a programme of political reform and change. 
Even then, reforms would be extremely 
challenging given the entrenched system of 
confessional governance, and because 
stabilising the economy would require 
consolidation measures to reduce large 
budget and current account deficits. 

Eroding confidence in the banking sector, 
following intermittent bank closures and the 

emergence of de facto capital controls, has put a 
stop to deposit inflows, a key source of funding 
for Lebanon. A BdL circular on 4 December 
lowered interest rates on customer deposits at 
banks and mandated partial conversion into local 
currency of interest due on FX deposits at 
commercial banks and at BdL. This further 

reduces the likelihood of inflows. 
We expect that BdL's gross FX reserves will 
decline to USD28 billion at end-2019, down 
USD4 billion in the year, and will continue to 
erode in 2020, given large external financing 
needs associated with USD2.5 billion of 

Eurobond maturities and a current account 
deficit that may narrow with import compression 

but remain large at USD8.5 billion-USD9.5 
billion. BdL also holds around USD3.5 billion of 
other foreign assets and USD13.4 billion in gold, 
but cannot touch the gold without parliamentary 
approval. Non-resident foreign-currency deposits 

in the banking sector total USD32 billion, 
resident foreign currency deposits another 
USD91 billion. These deposits still represent an 
external vulnerability, even though capital 
controls are limiting outflows. 
Furthermore, the central bank's foreign currency 
position is negative in net rather than gross 

terms, because it has large FX liabilities to 
Lebanese banks, which we estimate at USD67 
billion in September, of which USD18 billion are 

mandatory reserve requirements. BdL's foreign 
assets (excluding gold) are largely liquid, while 
the FX liabilities to banks have longer average 

maturity. If BdL allowed banks easier access to 
their deposits in order for them to meet 
demands for FX from their depositors, then 
BdL's FX reserves would quickly diminish. Hence, 
banks resorted to capital controls and have been 
using their liquid foreign assets held abroad, 
which fell by USD3.6 billion in the year to 

October, when they totalled USD8.4 billion. 
Rising dollarisation and the emergence of a 
parallel exchange rate point to widening 
cracks in the peg of the Lebanese pound to 
the US dollar, which has existed since 1997. 
Dollarisation reached 73.5% in October, up from 
66.0% at the start of 2017. The Lebanese pound 
has been trading above 2,000 to the US dollar 

on the parallel market, compared with the 
official rate of 1,507.5 to the US dollar. The IMF 

argued in its latest report that the Lebanese 

pound is significantly overvalued. 

On 4 December, the BdL announced that interest 
on its US dollar Certificate of Deposits would be 
paid 50% in US dollars and 50% in local 
currency. As such, it is failing to pay its 
obligations in full, underlining the intensification 
of financial pressure and providing a further 

adverse signal of the willingness and ability of 
the broader public sector to meets its 
obligations. 
Although the government has an unblemished 
track record of debt repayment (the BdL, on 
behalf of the government, repaid a USD1.5 
billion Eurobond on 28 November), its fiscal 

position looks increasingly unsustainable. We 

expect the economy to contract in 2019 and in 

2020. We forecast a budget deficit of 9.3% of 
GDP in 2019 with a marginal primary surplus. 
However, we estimate that the government 
would need to run a primary surplus of around 
5% of GDP over the next four years to stabilise 
government debt/GDP (even assuming no 

devaluation), which we estimate at 158% at 
end-2019. 
A political resolution which starts to rebuild 
depositor confidence, combined with a credible 
economic and fiscal reform plan and substantial 
external financial support would ease financial 
pressure. But this scenario depends on a 

number of positive developments that are hard 
to assume as a baseline. Positive developments 

would need to be of sufficient magnitude to 
quickly restore confidence in the banking sector 
and the local currency and generate economic 
growth. 
Lebanon has received repeated financial 
support from Gulf partners, but in recent 
years geopolitical considerations have 
weakened Gulf relations given the rising 
influence of Hizbollah as part of the 

government in Lebanon. Hizbollah is closely 
linked to Iran, whose regional rivalry with Saudi 
Arabia runs deep. Gulf countries and Gulf-linked 
multilaterals pledged USD3.5 billion as part of 

the USD11.0 billion of loans and grants pledged 
at the CEDRE conference organised by the 

International Support Group for Lebanon (ISGL) 
in April 2018. This has not been disbursed. 
There have been expressions of potential 
support from Saudi Arabia and the UAE earlier in 
2019, but no tangible developments as yet. 

None of the CEDRE funds have been disbursed, 
as Lebanon has not made the agreed reforms, 
and in any case are not intended for budget or 
balance of payment support, but rather for 
infrastructure projects spread over a number of 
years. On 11 December, an ISGL meeting in 

Paris reiterated support for Lebanon, provided a 
new government is formed that respects the 
demands of the protestors and implements 

reforms. Mr Hariri has requested a number of 
the countries involved for lines of credit for 
imports. The meeting is unlikely to result in 
immediate, large financial disbursements. 

A potential agreement with the IMF could 
support Lebanon's financial position and mobilise 
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other external financing, but this would almost 

certainly entail some restructuring of 

government debt. Lebanon would likely require 
exceptional access to IMF funds as the normal 
maximum of 435% of a country's quota over a 
three-year programme would be insufficient, 
amounting to USD3.9 billion. 
The downgrade of the Country Ceiling to 'CCC' 

reflects the emergence of de facto capital 
controls, with tight restrictions on transfers 
abroad. The central bank has not imposed these 
capital controls, but banks introduced them, in 
particular to limit withdrawals in US dollars and 
transfers abroad. Fitch believes the current 

controls and risks of further tightening could 
potentially impair the private sector's ability to 
access foreign exchange to meet debt service. 

SOVEREIGN RATING MODEL (SRM) AND 
QUALITATIVE OVERLAY (QO) 
In accordance with its rating criteria, for ratings 
in the 'CCC' range and below, Fitch's sovereign 

rating committee has not utilized the SRM and 
QO to explain the ratings, which are instead 
guided by the ratings definitions. 
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 factor that could lead to positive rating 
action is: 
-Improved outlook for external financing, such 
as substantial inflows of external support that do 
not require debt restructuring or resurgence in 
non-resident deposit inflows into the banking 

system. 
-Formulation of a credible fiscal and economic 
adjustment plan that avoids a debt 
restructuring. 
The main factor that could lead to negative 

rating action is: 
-Indications that a default or debt restructuring 

is imminent, for example the announcement by 
the government of a debt restructuring plan. 
KEY ASSUMPTIONS 
We assume that Lebanon does not receive large-
scale upfront budget and balance of payments 
financing from Gulf or other partners. 

ESG CONSIDERATIONS 
Lebanon 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 is therefore highly relevant to 
the rating and a key rating driver with a high 
weight. 

Lebanon has an ESG Relevance Score of 5 for 
Rule of Law, Institutional Regulatory Quality and 
Control of Corruption as World Bank Governance 
Indicators (for which Lebanon scores well below 
peers) have the highest weight in Fitch's SRM 

and is therefore highly relevant to the rating and 

a key rating driver with a high weight. 

Lebanon has an ESG Relevance Score of 4 for 
human rights and political freedoms as scores 
for the Voice and Accountability pillar of the 
World Bank Governance Indicators are relevant 
to the rating and a rating driver. 
Lebanon 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 it is for all sovereigns. 
Lebanon; Long Term Issuer Default Rating; 
Downgrade; CC; 
Short Term Issuer Default Rating; Affirmed; C; 

Local Currency Long Term Issuer Default Rating; 
Downgrade; CC; 
Local Currency Short Term Issuer Default 

Rating; Affirmed; C;  
Country Ceiling; Downgrade; CCC 
Senior unsecured; Long Term Rating; 
Downgrade; CC 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com; Wai Lun Wan, 
Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@thefitchgroup.com. 
Additional information is available on 
www.fitchratings.com 
Copyright © 2019 by Fitch Ratings,  
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Lebanon dollar-bonds rally on IMF, 

World Bank support hopes  

12-Dec-2019  
LONDON, Dec 12 (Reuters) - Lebanon's 

sovereign dollar-denominated bonds rallied 
on Thursday after prime minister Saad al-
Hariri discussed the possibility of technical 
assistance to draw up a rescue plan with the 
International Monetary Fund and the World 
Bank. 

The 2020 bond jumped 2.5 cents to 88.02 cents 
in the dollar, according to MarketAxess. Debt 
maturing in 2037 added more than 2 cents to 

trade at 47.45 cents, Tradeweb data showed.  
According to his office, caretaker prime minister 
Hariri told World Bank President David Malpass 
and IMF Director Kristalina Georgieva that he 

was committed to preparing an urgent plan to 
rescue the economy from a deep crisis that 
could be implemented once a new government 
was formed. 
 
(Reporting by Karin Strohecker; Editing by Ritvik 
Carvalho) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  

©Refinitiv 2019. All rights reserved.  
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Lebanon PM discusses technical 

assistance with World Bank, IMF  

12-Dec-2019  
BEIRUT, Dec 12 (Reuters) - Lebanon's 

caretaker prime minister Saad al-Hariri 
discussed on Thursday the possibility of 
technical assistance from the International 
Monetary Fund and World Bank in drawing up 
a plan to rescue the economy from a 
worsening crisis, his office said. 

Lebanon is in the throes of a major economic 
crisis that has shaken confidence in its financial 
system and been compounded by a protracted 
struggle over forming a new government. 

In a statement, Hariri's office said he told World 
Bank President David Malpass and IMF Director 

Kristalina Georgieva that he was committed to 
preparing an urgent rescue plan that could be 
implemented after a new cabinet was formed. 
Six weeks since Hariri resigned in the face of 

unprecedented protests against the country's 
elite, political leaders have failed to agree on a 
new premier and government, steps seen as a 
prerequisite for restoring confidence and earning 
foreign assistance. 
A hard currency crunch has led commercial 
banks to enforce tight capital controls. They 

have all but blocked transfers abroad and 
capped withdrawals at a few hundred dollars per 
week. The pound has meanwhile slumped by a 

third on a parallel market. 
Hariri discussed with the World Bank an 
increase in trade financing for Lebanon to 
help ward off the possibility of being cut off 
from the import of basic needs, according to 

the statement.  

IMF spokesman Gerry Rice told reporters the 
Fund was ready to help. "We are open to 
supporting the authorities with technical advice 
as desired by Lebanon," he said at a regular 
briefing in Washington. 
Global credit ratings agency Fitch said it had 

downgraded Lebanon's long-term foreign 
currency issuer default rating deeper into junk 
territory to 'CC' from 'CCC,' citing a "probable" 

government debt restructuring or default. 
Lebanon has one of the highest public debt 
burdens in the world. Its sovereign dollar-
denominated bonds rallied on news of the 

potential IMF technical assistance. 
An international support group for Lebanon that 
includes world powers and international financial 
institutions said on Wednesday it was ready to 
mobilise support but only after a credible 
government able to stabilise its finances was in 
place. 

 
(Reporting by Eric Knecht; Additional reporting by 
Andrea Shalal in WASHINGTON; Editing by Toby 
Chopra) 
((eric.knecht@thomsonreuters.com; Reuters 
Messaging: 
eric.knecht.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

 

Oman 

Oman's loan market suffers slump  

13-Dec-2019  
Oman's borrowers have agreed US$4.4bn of 

syndicated loans in 2019, just a third of the 
US$12bn raised last year, with lending to cash 
strapped government-related entities 
dominating deal flow, according to data from 
Refinitiv LPC. 

Depressed borrowing activity in Oman reflects 
low activity across the Middle East, where year-
to-date volume is down 42% to US$66.3bn, 
according to the data. 

Loans for Omani GREs are mainly funded 

through local banking markets, as international 
and larger regional banks remain cautious about 
committing liquidity into the country, especially 
since March when Moody’s joined other ratings 
agencies in downgrading the sovereign’s credit 
rating to junk. 

“There has been quite a bit of activity there with 
GREs raising money and amending and restating 
facilities,” said a banker. “The government 
cannot support GREs as it doesn’t have the 
money. Oman is not aligned with Saudi or the 
UAE – it is one of the economies where the cost 

of oil production is much higher so it is harder 
hit by depressed oil prices.” 
The latest of these deals saw Oman 

Telecommunications renegotiate the pricing and 
maturity of its US$680m term loan from 2017. 
In October, the loan was extended by two years 
to 2024 with pricing reduced by 35bp. 

The original facility formed part of a wider 
package of around US$2.25bn of loans raised in 
2017 to fund Omantel’s acquisition of stakes in 
Kuwaiti telecoms company Zain. 
In August, Oman Oil Exploration and Production, 
the exploration arm of state-owned Oman Oil, 
extended the maturity of its US$1bn five-year 

pre-export financing that was signed in 2017 by 
two years to August 2024. 
SHYING AWAY 

State-owned Oman Gas is now in the market for 
a US$800m seven-year loan, but some 
international and regional banks are unsure if 

they will participate. 
“Regional and international banks struggle 
with countries like Oman and Bahrain because 
of rating downgrades,” said a banker at a 
large regional Middle Eastern bank. 

“We are still looking at Oman Gas but we need 
to get comfortable. We need to look at our 
country limits carefully and take into account the 
outlook of Oman, you have to do your due 

diligence.” 
This caution is reflected in the pricing of loans 
for large Omani GREs, which stands at about 

175bp-200bp all-in compared to a GRE borrower 
from the UAE, which would normally pay around 
50bp, bankers said. 

Nevertheless, local bank liquidity for these deals 
has remained healthy as Omani banks are still 
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focussed on domestic loans, especially as their 

ability to deploy capital on foreign loans has 

become constrained in recent years. 
“Since the financial crash Omani banks need 
approval if they are going to do cross border 
deals but they can obviously do local GRE deals. 
They have done big tickets on these this year,” 
said the regional banker. 
BANK BORROWING 

Many Omani banks have themselves sought to 
raise funds this year to shore up depleted cash 
reserves. 
“Nearly all the Omani banks came to the market 
for syndicated or bilateral loans this year,” the 
regional banker said. 

In September, National Bank of Oman closed a 
US$300m three-year term loan via lead banks 

Bank ABC and Emirates NBD, while in March 
Bank Dhofar closed a US$200m three-year loan. 
However, the Omani loan market is not expected 
to pick up in 2020. 
“Activity will be less next year, especially if there 

is a further downgrade,” a third banker said. 
 
((Sandrine Bradley: +44 207 542 0651, 
Sandrine.bradley@refinitiv.com, Twitter: @LPCLoans)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Pakistan 

IMF board to meet on Dec. 19 to review 

Pakistan funds release  

12-Dec-2019  
WASHINGTON, Dec 12 (Reuters) - The 

International Monetary Fund's board will meet 
on Dec. 19 to review a staff-level agreement 
with Pakistan to release about $450 million 
from the Fund's $6 billion financing program 
with the south Asian country, IMF spokesman 
Gerry Rice said on Thursday. 

"What that indicates is that all prior actions and 
performance criteria under the program with 
Pakistan have been met and that the financing 

assurances needed for the program to go 

forward are in place," Rice told a regular news 
briefing.  
 
(Reporting by David Lawder;  
Editing by Chizu Nomiyama) 
((David.Lawder@tr.com; +1 202 354 5854; Reuters 
Messaging: 
david.lawder.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Philippines 

Premyo bonds aimed at raising 

financial literacy  

11-Dec-2019  
The Philippine Government through the 
Bureau of Treasury has issued a 1-year Peso-

denominated Premyo Bonds Para Sa Bayan 
(“Premyo Bonds”) in a minimum aggregate 

nominal principal amount of Php 3 billion. 
Individuals, not corporations, may invest on 
these Premyo Bonds. 

Eligible investors started investing on Premyo 
Bonds last November 22 and it will run until 
December 13, 2019, only to be purchased at 
these selling agents: Banco de Oro (BDO) BDO 
Capital and Investment Corporation, Chinabank 

Corporation, China Bank Capital Corporation, 
Development Bank of the Philippines, First Metro 
Investment Corporation, and Land Bank of the 
Philippines. 
The Bureau of Treasury explained that this is the 
first time offered for a particular eligible 
investors which includes: Individuals, Trust 

Entities (excludes UITFs, Mutual Funds and 
Collective Investment Scheme), Employee 
Retirement Funds, Provident Funds, 
Cooperatives, and Associations (i.e. Non-stock 
and loans associations and employee 
associations). 

‘This is particularly targeted to raise financial 
literacy amongst individuals because recent 
events showed that many individuals in 
Southern Mindanao were deceived by fraudulent 
investment schemes instead of trusting their 
investments on legitimate financial institutions 
and products’, said John Paul Tan of the Bureau 

of Treasury XI. 
Investors may buy Premyo Bonds from as low as 

Php500. Every PHP500.00 placement is 
equivalent to one Premyo Bonds unit. Each 
Premyo Bonds unit entitles the Bondholder to 
one (1) electronic Rewards Number (e-RN). 
There is no maximum investment amount. 

However, only 20,000 Premyo Bonds units (or 
an equivalent investment amount of PHP10 
million) shall be eligible, per Bondholder, for 
inclusion in the Cash Rewards Structure, to be 
monitored by the Selling Agents. 
The Bureau of Treasury explained that interest 

on the Premyo Bonds, to be calculated on a 
30/360-day basis, will be paid quarterly in 
arrears on the last day of each 3-month Interest 
Period. Each Premyo Bonds will cease to bear 

interest after the Maturity Date. If the Interest 
Payment Date is not a Business Day, interest will 
be paid on the next succeeding Business Day, 

without adjustment in the amount of interest to 
be paid. 
Aside from the interest, investors have been 
looking forward to the Cash and Non-Cash 
rewards to be drawn thru raffle every quarter. 
One winner of Php1 million is set per quarter, 
while 10 winners will get Php100,000 quarterly, 

and 50 winners will be drawn out to get P20,000 
each per quarter. 
The winner of the Tier 1 Cash Rewards may also 
receive a Non-Cash reward from participating 

entities. Some of the non-cash rewards include a 
condominium unit and a house and lot. 

The Bureau of Treasury in Davao Region has 
offered exclusive briefing for every national 
government agency to disseminate information 
to eligible investors. 
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Copyright (c) 2019 Euclid Infotech Pvt Ltd. 
(c) Copyright Thomson Reuters 2019.  
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Central Bank of the Philippines - The Philippines'  
 
 

External Debt Ratios Remain at 

Prudent Levels even as External Debt 

rises in the Third Quarter 2019  

13-Dec-2019  
Bangko Sentral ng Pilipinas Governor 
Benjamin E. Diokno, announced that the 
Philippines' outstanding external debt stood 
at US$82.7 billion as of end-September 2019, 
up by US$1.4 billion (or 1.7 percent) from the 
US$81.3 billion level as of end-June 2019.  

The rise in the debt stock during the third 

quarter was due to net availments of US$2.2 
billion attributed to bond issuances of the 
National Government and private local banks. 
Increase in residents' investments in Philippine 
Debt Papers issued offshore amounting to 
US$426 million, negative foreign exchange 
revaluation of US$211 million, and prior periods' 

adjustments of US$114 million partially offset 
the uptick in the debt stock.  
Year-on-year, the debt stock increased by 
US$6.3 billion (or by 8.2 percent) brought about 
by: (a) net availments (US$5.0 billion); (b) FX 
revaluation adjustments (US$1.2 billion); and 

(c) prior periods' adjustments (US$812 million). 

This upward impact on the debt stock was 
partially offset by the transfer of Philippine debt 
papers from non-residents to residents (US$843 
million).  
External debt refers to all types of borrowings by 
Philippine residents from non-residents, 

following the residency criterion for international 
statistics.  
External Debt Ratios  
The Governor further stated that key external 
debt indicators remained at prudent levels 

despite the rise in external debt. Gross 
International Reserves stood at US$85.6 billion 
as of end-September 2019 and represented 5.4 

times cover for ST debt under the original 
maturity concept.  
The debt service ratio (DSR), which relates 
principal and interest payments (debt service 
burden or DSB) to exports of goods and receipts 
from services and primary income, is a measure 

of adequacy of the country's FX earnings to 
meet maturing obligations. As of end-September 
2019, the ratio improved to 6.4 percent from 7.0 
percent for the same period a year ago. The DSR 
has consistently remained at single digit levels.  
Total outstanding debt (EDT) expressed as a 
percentage of annual aggregate output [Gross 

National Income (GNI) or Gross Domestic 
Product (GDP)] is a solvency indicator. EDT to 

GNI ratio decreased (an improvement) to 19.7 
percent from 19.9 percent a quarter ago. The 
same trend was observed using GDP as 
denominator with the Philippine economy 
growing by 6.2 percent in the third quarter of 

2019. The ratio indicates the country's sustained 

strong position to service foreign borrowings in 

the medium to long-term.  
Debt Profile  
As of end-September 2019, the maturity 
profile of the country's external debt 
remained predominantly medium- and long-
term (MLT) in nature [i.e., those with original 
maturities longer than one (1) year], with 

share to total at 80.8 percent. On the other 

hand, short term (ST) accounts [or those with 
original maturities of up to one (1) year] 
comprised the 19.2 percent balance of debt 
stock and consisted of bank liabilities, trade 
credits and others. The weighted average 
maturity for all MLT accounts increased to 17.1 
years, from 16.8 years during the previous 

quarter, with public sector borrowings having a 
longer average term of 21.0 years compared to 
8.5 years for the private sector. This means that 
FX requirements for debt payments are well 
spread out and, thus, more manageable.  
Public sector external debt stood at US$42.5 

billion from US$42.3 billion in the previous 
quarter. About US$35.6 billion of public sector 
obligations were NG borrowings while the 
remaining US$7.0 billion pertained to loans of 
government-owned and controlled corporations, 
government financial institutions and the BSP.  
Private sector debt grew from US$39.0 billion at 

end-June 2019 to US$40.2 billion at end-
September 2019, with share to total likewise 

slightly increasing from 48.0 percent to 48.6 
percent. The recorded rise in private sector 
borrowings may be attributed to bond issuances 
of private local banks, of which US$401 million 
are ASEAN Green Bonds. Major creditor 

countries were: Japan (US$14.8 billion), United 
States of America (US$4.3 billion), United 
Kingdom (US$3.6 billion), and The Netherlands 
(US$3.1 billion).  
Obligations to foreign banks and other financial 
institutions had the largest share (32.6 percent) 

of total outstanding debt, followed by loans from 
official sources [multilateral (17.7 percent) and 
bilateral creditors (13.0 percent)]. Bilateral 
sources (amounting to US$10.7 billion) were 

Japan - US$7.9 billion; China - US$705 million; 
and the Republic of Korea - US$480 million, 
among others. Meanwhile, foreign holders of 

bonds and notes partake 29.5 percent; and the 
rest (6.5 percent) were owed to other creditor 
types (mainly suppliers/exporters).  
In terms of currency mix, the country's debt 
stock remained largely denominated in US Dollar 
(59.2 percent) and Japanese Yen (13.8 percent). 
US dollar-denominated multi-currency loans 

from the World Bank and ADB represented 15.2 
percent. The 11.8 percent balance pertained to 
15 other currencies, including the Philippine 
Peso, Euro and SDR.  

 
 (C) Copyright 2019 - Central Bank of the Philippines 
Keywords: Central-Bank-of-the-Philippines 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
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Saudi Arabia 

Saudi Arabia ready to issue new 

international bonds as soon as January  

11-Dec-2019  
DUBAI, Dec 11 (Reuters) - Saudi Arabia might 

issue new international bonds as soon as 
January, as part of plans to raise $32 billion 
worth of debt next year, a senior finance 
ministry official told Reuters. 

Local issues are expected to account for 55% of 
the total debt issuance plan, and the remainder 

will be raised internationally, Fahad al-Saif, who 
heads the kingdom's debt management office 
(DMO), said in an interview. 

 
(Reporting by Davide Barbuscia; Editing by Hugh 
Lawson) 
((Davide.Barbuscia@thomsonreuters.com; 
+971522604297; Reuters Messaging: 
davide.barbuscia.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019 
©Refinitiv 2019. All rights reserved. 
 
 

South Korea 

S. Korean parliament passes higher 

2020 budget as growth falters  

10-Dec-2019  
SEOUL, Dec 10 (Reuters) - South Korea's 

parliament on Tuesday approved next year's 
sharply higher 512.3 trillion won ($434.40 
billion) government budget to support a 
faltering economy and expand welfare 
spending. 

It marked a 9.1% increase from this year's 
budget of 469.6 trillion won when excluding a 

5.83 trillion won extra spending bill adopted 
later in the year, although scaled down from the 
government's proposal for 513.5 trillion won. 
South Korea's fiscal year starts on Jan. 1. 
Asia's fourth-largest economy, heavily reliant on 
exports of computer chips, smartphones, cars 

and ships, looks on track for around 2% growth 

this year, its worst performance in a decade. 
The government expects next year's fiscal 
deficit to reach 3.5% of annual gross 
domestic product, the largest in a decade and 
far bigger than the 2.2% deficit for this year, 
even including the extra budget. 

The central bank cut the policy interest rate by 
half a percentage point in two steps this year to 
a joint record low of 1.25% and markets have 

priced in the chance of further easing next year. 
The government plans to allocate 180.5 trillion 
won, or more than a third of the total spending 
budget, on strengthening healthcare and welfare 
programmes and supporting employment.  

 
($1 = 1,179.3300 won) 
(Reporting by Choonsik Yoo; Editing by Nick Macfie) 
((choonsik.yoo@thomsonreuters.com; +822 6936 
1464)) 
(c) Copyright Thomson Reuters 2019.  

©Refinitiv 2019. All rights reserved. 
 
 

Thailand 

S&P Says Thailand Outlook Revised to 

Positive; 'BBB+/A-2' Ratings Affirmed  

11-Dec-2019  
Dec 11 (Reuters) - S&P:  
• S&P says Thailand outlook revised to 
positive; 'Bbb+/A-2' ratings affirmed 

• S&P global ratings says Thailand's open 
economy is facing significant headwinds at the 
moment due to weak external demand and a 

strong currency 
• S&P on Thailand says positive outlook 

also reflects expectation that economic growth 
will recover modestly 
• S&P says believe Thailand's longstanding 
political risk may start to ease following the 
peaceful transition to a civilian government 

• S&P on Thailand says could revise the 
outlook to stable if pressure on the current 
political process builds substantially 
• S&P says expect Thailand's real GDP 
growth to come in at 2.6% in 2019, compared 
with 3.8% in previous review 

 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Vietnam 

The Ministry of Finance will issue an 

annual report on Vietnam's bond 

market   

12-Dec-2019  
At the 10-year conference on the operation 
and development of the Government bond 

market recently held in Hanoi on the morning 
of December 10, 2019, the Ministry of Finance 
introduced the "Annual report of Vietnam 

bond market. Southern 2018. This report is 

designed to help investors and market members 
easily access and understand market 
information. At the same time, the Conference 
also praised collectives who have made 

outstanding achievements contributing to the 
development of Vietnam's Government Bond 
market in the past 10 years (2009 - 2019). 
The Ministry of Finance will maintain the release 
of annual reports: 
Mr. Nguyen Hoang Duong - Deputy Director of 
Department of Finance of Banks and Financial 

Institutions, Ministry of Finance said that 
information on the status of bond issuance and 
trading was published on the website of the 
Ministry of Finance. , State Treasury, Hanoi 

Stock Exchange (HNX) and quarterly updated by 
the Ministry of Finance on Asian Bond Online - 
Asian Bond Online market information page 

operated by ADB. However, it can be said that 
the information is not systematic, not focused. 
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In order to find out information about the bond 

market, investors, especially foreign investors, 

must search from various sources such as the 
websites of HNX, VBMA and securities 
companies. 
With the desire to strengthen the channel to 
provide complete and systematic information on 
the performance of the bond market, the 

Ministry of Finance has developed the "Vietnam 
Bond Market Annual Report 2018". This is the 
first report of Vietnam's bond market published 
in both Vietnamese and English languages. The 
report includes 3 main parts: 
Part one gives an overview of the process of 

formation and development of Vietnam's bond 
market, including the market of government 
bonds, corporate bonds, government-

guaranteed bonds, and municipal bonds. The 
second part analyzes and assesses and assesses 
the market situation in 2018. Part three 
introduces market policies and development 

goals for 2019. Because this is the first year of 
publication of the report, the Ministry of Finance 
provides information on the market 
management plan in 2019 and performance data 
until the end of September 2019. 
In addition to providing more comprehensive 
and comprehensive information for investors, 

the report also includes annexes introducing: 
System of legal documents related to 
Government Bonds (Government bonds), 
Government guaranteed bonds (Government 

Bonds), Local Government Bonds (VNDs); 
Process and methods of bond issuance; Steps to 

conduct transactions on the secondary market; 
The process of participation in the Government 
bond market of foreign investors; public debt 
situation and national credit rating; Updated 
information on Vietnam's bond market for the 
period of 2011 - 2018. The information in these 
appendices will be fully updated and detailed in 

the annual reports. 
The Ministry of Finance expects this report to 
be a useful channel of information, a valuable 
reference for domestic and foreign investors, 
market participants, regulatory agencies and 
organizations research and training 

organizations. In addition to the print version, 
readers can also exploit electronic versions on 
the website of the Ministry of Finance, the State 

Treasury, Hanoi Stock Exchange and we will also 
coordinate with the Asian Development Bank to 
post on the Asian Bond Online Information page. 
Mr. Duong said, from 2020 onwards, the 
Ministry of Finance will maintain an annual 
event. The report will be developed, updated 
and published at the end of March or early April 

every year at the Bond Market Members' 
Meeting. 
The periodic publication of the annual report will 
standardize information on the bond market as 

Asean + 3 countries and international practices. 
The information in the annual report contributes 

to building an effective and transparent bond 
market, contributing to the integration of 
Vietnam's bond market with the region and the 
world. 

 
Copyright (c) 2019 Euclid Infotech Pvt Ltd. 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

EUROPE 

 

Albania 

Albania to sell 2 bln leks (16.1 mln 

euro) of 2-year T-notes on Dec 16  

12-Dec-2019  

TIRANA (Albania), December 12 (SeeNews) – 
Albania's finance ministry will offer 2 billion 
leks ($17.9 million/16.1 million euro) worth 
of two-year fixed-rate Treasury notes at an 
auction on December 16, the ministry's debt 
issuance calendar shows. 

At the last auction of two-year fixed-rate 
government securities held on November 15, the 
coupon on the issue was set at 2.44%, 

unchanged from the previous auction of two-
year fixed-rate T-notes held on October 21, 
according to data published by the finance 
ministry. 
 
(1 euro = 121.025 leks) 
Copyright 2019 SeeNews. All rights reserved. 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Bosnia 

Bosnia's Federation govt approves 9.5 

mln euro grant from Germany's KfW 

for energy efficiency   

12-Dec-2019  
SARAJEVO (Bosnia and Herzegovina), December 
12 (SeeNews) - Bosnia's Federation 

government said on Thursday it has approved 
a 9.5 million euro ($10.6 million) grant from 

German development bank KfW to finance an 
energy efficiency project in public facilities. 

The Federation's finance minister and the 
minister of spatial planning are authorised to 
sign the agreement for the project financing, the 
entity's government said in a press release. 
The estimated deadline for the implementation 
of the project is four years. 

The Federation is one of two autonomous 
entities forming Bosnia and Herzegovina. The 
other one is the Serb Republic. 
 
($ = 0.89769 euro) 
Copyright 2019 SeeNews. All rights reserved. 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
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Czech Republic/Slovakia 

Moody's Says Czech Republic Is Better 

Placed Than Slovakia to Tackle Shared 

Economic and Fiscal Challenges  

11-Dec-2019  
Dec 11 (Reuters) - Moody's:  
• Moody's says Czech Republic is better 
placed than Slovakia to tackle shared 
economic and fiscal challenges 

• Moody's says Czech Republic's public 

finances are stronger and more resilient than 
Slovakia's 
• Moody's says Czech Republic is in better 
position to cope with fiscal challenges linked to 

an ageing population and falls in European 
funding 
• Moody's says corruption is a more 

pronounced problem for Slovakia than Czech 
Republic 
• Moody's says event risks from the 
banking sector are higher in Slovakia than Czech 
Republic 
 
((Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Hungary 

Hungary posts 190.9 billion forint 

November budget deficit  

09-Dec-2019  
BUDAPEST, Dec 9 (Reuters) - Hungary posted a 

budget deficit of 190.9 billion forints ($629.26 
million) in November, widening the shortfall 
to 766.3 billion forints for the January-
November period, the Finance Ministry said on 

Monday. 

The 11-month deficit reached 76.7% of the full-
year target, the ministry said, adding that its 
2019 deficit target worth 1.8% of gross 

domestic product was still reachable. 
The ministry said Hungary received a total of 
1.156 trillion forints worth of EU funds in the 
January-November period. Expenses related to 

EU-funded development projects in the budget 
totalled 1.341 trillion forints in the same period. 
 
($1 = 303.37 forints) 
(Reporting by Gergely Szakacs and Krisztina Than) 
((gergely.szakacs@reuters.com; 
https://twitter.com/szakacsg; +361 882 3606; 
https://www.reuters.com/journalists/gergely-
szakacs)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Hungary to boost debt sales to 

households, reduce FX debt in 2020  

12-Dec-2019  

BUDAPEST, Dec 12 (Reuters) - Hungary plans 

to increase the stock of debt held by 
households next year while cutting the share 
of foreign currency papers and reducing 
forint-denominated bond issuance on 
markets, the government debt agency AKK 
said on Thursday. 

The plan is part of efforts by Prime Minister 
Viktor Orban's government to curb reliance on 
foreign investors and boost the stock of 

government debt held by retail buyers. 
The AKK said the country's gross financing need 
will fall to 7.305 trillion forints ($24.08 billion) 
next year from 11.092 trillion in 2019. Gross 
forint government bond issuance would fall to 
2.017 trillion forints from 3.404 trillion this year. 
Finance Minister Mihaly Varga said the stock of a 

new retail bond launched this year will exceed 3 
trillion forints this week, putting Hungary on 
track to double the stock of debt held by 
households to 11 trillion forints by the end of 
2023. 
"Our goal is to make the operation of the 
Hungarian state increasingly safer and 
cheaper," Varga told a news conference. "This 

will be our most important goal for 2020 as 
well." 

Varga also said Hungary would issue a new 20-
year benchmark government bond next year, 
and wants to cut public debt below 60% of 
economic output by 2022. 
Hungary plans to issue up to 1 billion euros 

($1.1 billion) worth of foreign currency debt next 
year, focusing on domestic retail investors and 
Japanese yen and Chinese yuan markets, AKK 
Chief Executive Zoltan Kurali told the same news 
conference. 
The new 20-year benchmark bond will be first 
auctioned in January, Kurali said. Hungary will 

continue to hold bond tenders every two weeks, 
but will cut back the sale of 3-year papers and 
offer more of the 15-year and 20-year bonds. 
In total, Hungary plans net forint-denominated 
government bond issuance worth 286 billion 
forints next year. 
It will also launch a new long-term government 

bond index to track bonds with a duration longer 

than 3 years, Kurali said. The government hopes 
that will help boost demand for longer-dated 
debt. 
 
($1 = 0.9073 euros) 
($1 = 303.37 forints) 
(Reporting by Gergely Szakacs 
Editing by Nick Tattersall) 
((gergely.szakacs@reuters.com; 
https://twitter.com/szakacsg; +361 882 3606; 
https://www.reuters.com/journalists/gergely-

szakacs)) 
(c) Copyright Thomson Reuters 2019 
©Refinitiv 2019. All rights reserved.  
 
 

Hungary plans $1.87 bln worth of net 

debt issuance in first quarter   

13-Dec-2019  

BUDAPEST, Dec 13 (Reuters) - Hungary plans 
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net government debt issuance worth 567 
billion forints ($1.87 billion) in the first 

quarter to finance two foreign currency bonds 
expiring in the first two months of 2020, 
government debt agency AKK said on Friday. 

The AKK said it would sell government papers 
worth 1.167 trillion forints in the first quarter 
compared with debt worth 600 billion forints 
maturing over the same period. 
The net issuance will consist of 327 billion forints 

worth of government bonds and 240 billion 
forints worth of treasury bills, the AKK said in its 
first-quarter issuance plan. 
"The significant net domestic market issuance 
also covers the maturing FX bonds in January 
(USD 964 Million) and February (EUR 798)," it 
said. 

The higher forint issuance is part of Prime 
Minister Viktor Orban's strategy to curb reliance 
on foreign investors and boost the stock of 
government debt held by retail buyers. 
The AKK said on Thursday that Hungary's gross 
financing need would fall to 7.305 trillion forints 

next year from 11.092 trillion in 2019. Gross 
forint government bond issuance would fall to 
2.017 trillion forints from 3.404 trillion in 2019. 
Hungary will also offer a new 20-year bond next 
year, with the first auction of the paper due in 
January. The AKK did not specify how much of 
the new bond series it plans to sell in the first 

quarter. 
 
($1 = 303.37 forints) 
(Reporting by Gergely Szakacs;Editing by Elaine 
Hardcastle) 
((gergely.szakacs@reuters.com; 
https://twitter.com/szakacsg; +361 882 3606; 
https://www.reuters.com/journalists/gergely-
szakacs)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved 
 
 

North Macedonia 

North Macedonia to sell 1.3 bln denars 

(21 mln euro) of govt paper on Dec 17  

12-Dec-2019  
SKOPJE (North Macedonia), December 12 

(SeeNews) – North Macedonia's finance 
ministry will offer two issues of government 
securities worth a total of 1.3 billion denars 
($23.3 million/21.0 million euro) at an 
auction on December 17, according to notices 
published by the country's central bank. 

The offer comprises 1 billion denars worth of 
one-year T-bills and 300 million denars of 15-
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= 61.14 denars) 
Copyright 2019 SeeNews. All rights reserved. 

(c) Copyright Thomson Reuters 2019.  

©Refinitiv 2019. All rights reserved. 
 
 

Romania 

Romanian budget deficit to remain 

above 3% of GDP in 2020, 2021-draft 

bill  

11-Dec-2019  
BUCHAREST, Dec 11 (Reuters) - Romania's 

consolidated budget deficit will remain above 
a European Union target of 3% of gross 
domestic product next year and in 2021, 
although it will fall gradually from an 

estimated 4.4% this year, a draft bill showed. 

The bill, which imposes budget spending limits 

for next year and will be used to draw up the 
2020 budget, estimates a deficit of 3.6% and 
3.3% of GDP in 2020 and 2021, respectively. 
The Liberal minority government of Prime 
Minister Ludovic Orban took power in early 

November after the previous Social Democrat 
cabinet was ousted in a no-confidence vote, but 
has inherited already approved state wage and 
pension hikes. 
The hikes, alongside unpredictable tax 
changes, have heightened Romania's budget 
and current deficits, and late on Tuesday 
ratings agency Standard and Poor's revised 
the European Union nation's outlook to 

'negative' from 'stable.' 

Romania is rated just one step above investment 
grade by all three major ratings agencies. 
"We believe pressures on Romania's budget will 
persist through 2022," Standard & Poor's said in 
a statement.  
"The composition of the budget and structure of 

the deficit suggest imbalances are significant, 
with spending on wages and pensions now 
standing at well over 80% of tax revenue. We 
consider the fiscal choices made thus far 
particularly problematic, given the country's 
challenging demographics." 
Romania holds local and parliamentary elections 

next year. 
Finance Minister Florin Citu said late on Tuesday 

the government plans no new taxes next year 
and the deficit will be corrected gradually over 
1-1/2 years to avoid abrupt changes at a time of 
slowing growth in Romania and abroad. 

 
(Reporting by Luiza Ilie; Editing by Clarence 
Fernandez) 
((luiza.ilie@thomsonreuters.com; +4021 527 0312; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

S&P Global Ratings revises outlook on 

Romania to negative, affirms ratings at 

BBB-/A-3  

11-Dec-2019  
BUCHAREST (Romania), December 11 

(SeeNews) - Standard & Poor's said on 
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Wednesday it has revised the outlook on 
Romania to negative from positive because of 

rising fiscal and external deficits, while 
maintaining rating at BBB-/A-3. 

Large spending deviations by the previous 
government have forced Romania's current 
leadership to revise up its fiscal targets for 2019 
and 2020, against the backdrop of a slowing 
economy, S&P said in a press release on 

Wednesday. 
"Planned wage and pension increases will 
contribute to a widening of Romania's already 
substantial current account deficit through 2020. 
While we assume significant fiscal consolidation 
commences next year, the rigid budget structure 
and volatile policy environment pose risks to 

that assumption. We are therefore revising our 

outlook on Romania to negative from stable, and 
affirming our 'BBB-/A-3' ratings," the rating 
agency said. 
In September, S&P maintained Romania's rating 
at BBB-/A-3, with a stable outlook, but said it 
expects a lower economic growth for 2020. 

In March, S&P maintained Romania's rating at 
BBB-/A-3, with a stable outlook, after the 
Romanian government pledged it will revisit key 
parts of a controversial fiscal emergency decree. 
S&P also said in the statement: 
"The outlook revision reflects increasing risks 
to Romania´s economic and fiscal stability 

should policymakers be unsuccessful 
stabilizing and consolidating Romania's 
budgetary stance, including from plans to 
implement further pension hikes from next 
year. 

DOWNSIDE SCENARIO 
We could lower our ratings on Romania within 
the next 24 months if: 
Fiscal and external imbalances continue to 

deteriorate and persist for longer than we 
currently anticipate, with the absence of fiscal 
consolidation resulting in higher public and 
external debt than we currently forecast. A lack 
of economic policy synchronization leads to an 
overextension of real wages and increased 
exchange rate volatility, with potential negative 

repercussions on public- and private-sector 

balance sheets. 
UPSIDE SCENARIO 
We could revise the outlook to stable if we 
observed that the government has made 
headway in anchoring fiscal consolidation, 
leading to a stabilization of Romania's public 

finances and external position. 
RATIONALE 
Policymakers have increased their projections 
for the budgetary deficit for 2019 and 2020 to 
4.3% and 3.5%, respectively, of GDP from 2.8% 
and 3.0%, signifying a major deviation from 

original targets. These revisions largely reflect 
Romania's new government's transparent 
decision to settle overdue invoices and arrears 

with suppliers within the 2019 budget while 
revising downward its expectations for revenue 
growth. 
However, we believe there are grounds to 

question the realism of the revised budgetary 

targets over the 2020-2022 period. First, we 

understand the government intends to stand by 

the pension hikes mandated in the July 2019 
pension law, leading to over 3% of GDP in 
cumulative pension spending increases in 2020-
2022. 
Second, in our view, any plans for offsetting 
budgetary measures are complicated by the 

upcoming election cycle. Given that the general 
government deficit will likely exceed the EU's 
3% of GDP Excessive Deficit Procedure (EDP) 
ceiling this year and next, Romania may not be 
able to avoid the EDP determined by the 
European Commission under the Stability and 

Growth Pact. Romania was last subject to the 
EDP from 2009 to 2013. 
Third, an economic slowdown would weigh on 

government revenues, leading to further 
budgetary pressures. Under our base-case 
macroeconomic scenario, we assume growth 
remaining close to 3% through 2022. 
Despite these concerns, we have decided to 
affirm the rating given comparatively low 
stocks of general government and external 
debt. The affirmation also reflects Romania's 
EU membership, which benefits its 
institutional framework, in our opinion. 

Constraints to the ratings include low economic 
wealth, relatively weak administrative capacity, 
an unpredictable policy environment, and only 

average monetary flexibility relative to peers. 
Institutional and economic profile: Short-term 

political considerations continue to guide policy 
Economic growth in Romania should remain just 
below 4% this year before weakening in 2020-
2021, since external demand and wage growth 
are slowing. Erratic policy execution, low 

administrative capacity, corruption, and 
polarization weigh on our institutional 
assessment, which is nevertheless helped by 
Romania's EU membership. We do not expect 
meaningful fiscal consolidation before the 2020 
elections. 
We believe that the volatile political and policy 

environment will constrain the interim 
government, headed by Mr. Ludovic Orban, in 
delivering reliable fiscal consolidation ahead of 

next year's general elections. Should the 2020 
budget proposal not achieve parliamentary 
support in the December budget vote, the 

prospect for snap elections would rise. The 
likelihood of this scenario and its timing are 
difficult to predict given the fluidity of Romanian 
politics. Ultimately, we believe that an election 
and a reset of parliamentary positions would 
likely be required to form a government with a 
sufficiently strong mandate to move ahead with 

a firmer consolidation agenda. 
Romania's political environment remains subject 
to confrontational rhetoric and parliamentary 
infighting. Political dynamics are in flux because 

support for the historically dominant Social 
Democratic PSD party has been declining, 
culminating in the October 2019 no-confidence 

vote and the landslide re-election of centrist 
President Iohannis in November. Given the busy 
election calendar, we anticipate that short-term 
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political objectives will continue shaping 

Romania's historically procyclical fiscal policy. 
The Romanian government has repeatedly 
deviated from the medium-term objectives 
stipulated in the EU's Stability and Growth 
Pact. The planned headline deficits for 2019 
and 2020 suggest a longer delay in 
responding to the imposition of an EDP than 

we had anticipated. That said, we continue to 
regard Romania's EU membership as an 

important policy anchor, and we believe the very 
likely imposition of the EDP in 2020 will 
ultimately serve to instill fiscal discipline--but 
not before a new legislative term has 
commenced. For these reasons, our base-case 
scenario forecasts show fiscal deficits will start 
declining from 2021, after the general elections 

take place. 
Romania will likely close 2019 with headline 
growth of just under 4%, after consumption-led 
expansion. This follows average wage inflation 
so far this year of close to 15% alongside 
increased government that boosts demand. We 
understand that authorities plan to move ahead 

with a 7.2% increase in the minimum wage early 
in 2020, a measure that would likely contribute 
further to short-term overheating and an even 
wider current account deficit. 
Over the medium term, however, we believe 
growth will decelerate as fiscal impetus 

subsides. For our base-case macroeconomic 
scenario, we assume growth remaining close to 

3% through 2022, though we acknowledge that 
there are near-term uncertainties in either 
direction. 
Over the longer term, Romania's growth 
prospects will remain constrained by the high 
net emigration of skilled labor and negative 

population growth. Structural reforms to 
address these issues appear to be lacking. High 
wage growth in recent years has not been 
accompanied by comparable increases in 
productivity, which has in part eroded the 
competitiveness of Romania's exports. 
Flexibility and performance profile: 

External imbalances have widened, but low 
stocks provide scope for adjustment 

We expect general government deficits will 
reach 4.3% of GDP in 2019 and 4.0% of GDP in 
2020. The funding mix of Romania's current 
account deficits is shifting, as foreign direct 
investment (FDI) and capital account flows 

decrease. Despite the uncertain fiscal outlook, 
we expect Romania's central bank to keep 
inflation expectations under control and maintain 
adequate foreign currency reserves. 
Romania's fiscal deficit is widening more 

rapidly than we originally projected. In its 
November budget revision, the new government 

has announced a deficit of 4.3% of GDP for 2019 
compared with the planned 2.8% deficit of its 

predecessor. The deterioration stems in part 
from weaker-than-expected tax revenues but is 
primarily due to payment of arrears to suppliers. 
We believe pressures on Romania's budget will 

persist through 2022. The composition of the 
budget and structure of the deficit suggest 

imbalances are significant, with spending on 

wages and pensions now standing at well over 

80% of tax revenue. We consider the fiscal 
choices made thus far particularly problematic, 
given the country's challenging demographics. 
Weaker fiscal performance stems from the pre-
electoral context, which constrains the interim 
government's room to maneuver. We have 

revised our forecasts to include in 2020 fiscal 
expenditures of 1% of GDP, related to the 
pension law and only partly mitigated by 
government's potential offsetting measure. For 
2021, we assume the elections will provide the 
government with a mandate to change material 

elements of the pension increases anticipated in 
the July pension law. Absent such measures, 

we project that Romania's fiscal deficit will 
climb to about 6% of GDP by 2022, with 
government debt sharply higher as a share of 
GDP, implying an increase in interest 
expenses and further strain on its external 
position. 

Yields on government securities showed 
fluctuations over 2018-2019, with an increase in 

the cost of government borrowings. This, in our 
view, reflects the country's higher financing 
needs and greater uncertainty regarding fiscal 
policy. The widening of government deficits in 
2019-2020 has amplified short-term financing 
requirements. With mounting uncertainty on the 

prospects of fiscal stabilization, this situation 
could lead to a further rise in funding costs and 

a higher interest bill. Romania's government 
debt stood at 35% of GDP in 2018, with 
government liquid assets representing 
approximately 5% of GDP. The maintenance of 
this fiscal reserve buffer will continue to help 

limit refinancing risk, alleviating the effects on 
access to financing in the event that foreign 
investment starts dwindling. 
Romania's current account deficits will likely 
remain elevated through 2022, mirroring the 
ongoing consumption-led growth and evolution 
of the government's fiscal position. Strong 

domestic demand and softening exports will 
result in deficits exceeding 5.0% of GDP on 
average over 2020-2021, in our base case. 

Perhaps more importantly, we observe that the 
current account deficit is increasingly covered by 
debt-financed inflows, since FDI and capital 

account flows are moderating. Compared with 
2017, deficit coverage by these flows declined to 
around 70% in 2018 from over 90% and have 
reduced further in 2019 as the current account 
deficit widened. Moreover, we note a lack of 
foreign Greenfield investments, suggesting that 
investors might be increasingly hesitant due to 

the rapid wage growth, lack of infrastructure 
development, and continuing political and policy 
uncertainties in Romania. This will likely keep 
Romania's external debt on an upward 

trajectory. 
The leu's value is determined under a managed 
float in an inflation-targeting regime, with a 

target of 2.5%, plus or minus 1 percentage 
point. We forecast an inflation rate of 4.0% in 
2019, and believe that the inflationary 
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environment will keep the spotlight on monetary 

policy, due to the need to firmly anchor inflation 

expectations. Consumer price index-based data 
shows that the real effective exchange rate has 
been stable since the end of 2016. However, 
wage-adjusted real effective exchange indicators 
suggest overvaluation. 
We have observed that the National Bank of 

Romania (NBR) has countered depreciation 
pressures on the leu through intervention in the 
foreign currency market, in particular through 
November which saw a meaningful net outflow 
of reserves. Failure to anchor fiscal policies will 
pressure the leu, further complicating the central 

bank's mission. Over 2019, the NBR has been 
adamant that an exchange rate correction as a 
way to handle the external deficit is not on the 

table. We expect the NBR to uphold monetary 
policy credibility, anchor inflation expectations, 
and keep foreign currency reserves at a solid 
level. We forecast a controlled exchange rate 

correction through 2021 in our base scenario as 
the outlook for fiscal consolidation remains 
uncertain. Elevated exchange rate volatility 
could have severe repercussions on public- and 
private-sector balance sheets, in particular 
because about half of Romania's government 
debt is denominated in foreign currency. 

Moreover, an estimated 40% of financial sector 
deposits are denominated in foreign currency, as 
well as roughly one-third of sectorwide loans. 
Romania's predominantly foreign-owned banking 

sector remains sound, in our view. The system's 
loan-to-deposit ratio declined to about 80% at 

year-end 2018 from its peak of 137% in 2008. 
Lending growth has remained positive for the 
past two years, with loans to households and 
loans denominated in Romanian leu increasing 
strongly, though this trend has recently 
decelerated. Nonperforming loans had dropped 
to less than 5% of total loans by Dec. 31, 2018, 

from over 21% at midyear 2014. Liquidity and 
solvency ratios remain strong, and banks have 
maintained their profitability despite low interest 
rates." 
 
(1 euro=4.7787 euro) 
Copyright 2019 SeeNews. All rights reserved. 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Romanian government aims to get 

2020 budget approved by Dec. 31  

13-Dec-2019  
BUCHAREST, Dec 13 (Reuters) - Romania's 

Liberal minority government aims to have its 
2020 budget approved by the end of this year 
and could fast-track it through parliament if 
debates drag on, Prime Minister Ludovic 
Orban said on Friday. 

Fast-tracking bills, however, leaves the 
government vulnerable to a potential censure 
motion in parliament, where it has limited 
support. Regular budget debates could take 

weeks as opposition lawmakers are expected to 

table a slew of amendments. 

"Our goal is to have the budget ... approved by 

Dec. 31," Orban said at the start of a cabinet 
meeting on Friday.  
He said the government would rely on regular 
parliamentary debates, as long as they resulted 
in the draft budget being approved by the 
deadline.  

Orban's cabinet took office in November and has 
vowed to undo contested economic and judicial 
changes introduced by the Social Democrat 
Party, which was ousted from power in a no-
confidence vote a month earlier.  
But the liberals are pressing ahead with a 

massive 40% pension increase brought in by 
their predecessors as part of the 2020 budget 
amid growing concerns Romania will flout EU 

budget limits and risk credit rating downgrades. 
Finance ministry data showed the budget will 
be based on an economic growth assumption 
of 4.1% for 2020 and budget revenue 
equivalent to 31.8% of gross domestic 
product (GDP). The budget deficit target will 

fall to 3.6% of GDP from this year's 4.4% but 
it is expected to remain above EU limits in 
2020 and 2021. 

The pension reform will push up spending from 
September but the government is aiming to 
lower the deficit gradually to avoid shocks to the 
economy. It expects a deficit of 3.3% in 2021 
and 2.5% in 2022, well below European 

Commission estimates. 

The liberals plan to use an emergency decree 
next week to undo banking, energy and private 
pension measures introduced by the former 
leftist cabinet that have hit asset prices. 
Orban's government has said it will scrap a tax 
on banks' financial assets as well as higher share 

capital requirements for mandatory private 
pension funds. 
The government will also eliminate price caps on 
electricity and gas prices for household 
consumers that have put investment plans on 
hold and led to higher energy imports. 
However, Orban said energy market 

liberalisation would take place gradually over a 
transition period of six to nine months. 

 
(Reporting by Luiza Ilie; Editing by David Clarke) 
((luiza.ilie@thomsonreuters.com; +4021 527 0312; 
Reuters Messaging: 
luiza.ilie.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Russia/Ukraine 

Russia tells UK court Ukraine should be 

forced to pay debt despite disputes  

09-Dec-2019  

By Karin Strohecker and Natalia Zinets 
LONDON/KIEV, Dec 9 (Reuters) - Russia told 

Britain's Supreme Court on Monday that 
Ukraine should not be allowed to use 
geopolitical arguments to dispute billions of 
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dollars in debt, after Kiev argued it had been 
forced to borrow the money from Moscow. 

The case, being decided in London because the 

debt was structured as a $3 billion Eurobond 
under English law, could see British courts rule 
on some of the most contentious issues in the 
Russia-Ukraine feud that has divided Moscow 
from the West. 
The debt was borrowed six years ago by pro-

Russian Ukrainian President Viktor 
Yanukovich months before he was toppled in 
a popular uprising. After his fall, Russia seized 
Ukraine's Crimea peninsula and backed 
separatists in a war that has killed 13,000 
people and brought Western sanctions against 
Moscow. 

The Eurobond, which matured in December 
2015, has not been repaid. 

Moscow was initially granted a summary 

judgement that could have seen Ukraine ordered 
to pay the debt in full. An appeals court 
accepted Ukraine's arguments that it should not 
be forced to pay without first being given a 
chance to challenge the debt in a full trial. But 
Russia wants that appeal overturned.  

"The geopolitical dispute...has nothing to do 
whatsoever with the enforceability of the notes," 
Mark Howard, a lawyer acting for Russia, told 
the five Supreme Court judges. 
In court documents prepared for the hearing, 
Kiev said it was "induced to issue the Eurobonds 
by overwhelming pressure from Russia's threats 

to Ukraine's territory, economy and citizens." 
Those threats "were born out just months later 
with the unlawful invasion and occupation of 
Crimea, and military interference in eastern 
Ukraine," it said. 
Russia's finance ministry said in a statement on 
Monday it remained confident that Supreme 

Court would rule in Moscow's favour in the case. 
Ukraine said it expected a decision in the first 
half of next year. 
Ukraine's new president, Volodymyr Zelenskiy, 
met Russia's Vladimir Putin for the first time on 
Monday at a summit in Paris aimed at pushing 

for a peaceful resolution to the conflict in 
eastern Ukraine. 

Moscow wants payment in full of the Eurobond, 
including interest it says pushes the debt to $4.5 
billion. Kiev says Russia should have participated 
in a 2015 restructuring of its Eurobonds. 
The case is one of two major court cases this 

month being watched by international investors 
in Ukraine. Hearings are due to begin in Kiev on 
Dec. 19 in the case of the nationalisation of 
Ukraine's largest commercial bank. 
 
(Reporting by Karin Strohecker in London and Natalia 
Zinets in Kiev, additional reporting by Darya 
Korsunskaya and Katya Golubkova in Moscow 
Editing by Peter Graff) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 

 

 

Ukraine 

IMF and Ukraine reach staff-level 

agreement on a new 3-year program  

07-Dec-2019  
KIEV, Dec 8 (Reuters) - The International 

Monetary Fund and Ukraine reached a staff-
level agreement on a new $5.5 billion three-
year program, the managing director of the 
IMF said on Saturday. 

"I was pleased to note that IMF staff has 
reached agreement with the authorities on the 

policies to underpin a new 3-year, SDR 4 billion 
arrangement ($5.5 billion) under the Extended 
Fund Facility," Kristalina Georgieva said in a 

statement issued after her phone conversation 
with Ukrainian President Volodymyr Zelenskiy. 
She said the agreement was subject to IMF 
management approval and to approval by the 

Executive Board, and effectiveness of the 
arrangement would be conditional on the 
implementation of a set of prior actions. 
"The President and I agreed that Ukraine's 
economic success depends crucially on 
strengthening the rule of law, enhancing the 
integrity of the judiciary, and reducing the role 

of vested interests in the economy," she said. 
She also said it is important to safeguard the 
gains made in cleaning up the banking system 

and to recover the large costs to taxpayers from 
bank resolutions.  
 
(Reporting by Natalia Zinets 
Editing by Chris Reese) 
((Natasha.Zinets1@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019 
©Refinitiv 2019. All rights reserved.  
 
 

Ukraine central bank chief sees IMF 

decision on new programme in Q1  

12-Dec-2019  

KIEV, Dec 12 (Reuters) - Ukraine's Central 

Bank Governor Yakiv Smoliy said on Thursday 
he expected the International Monetary Fund 
to take a decision on disbursing loans to 
Ukraine by the first quarter of next year.  

Ukraine and the IMF announced they had 
reached a provisional agreement on a new $5.5 
billion loan programme over three years on 

Saturday, conditional on Kiev fulfilling a set of 
conditions. 
 
(Reporting by Natalia Zinets; writing by Matthias 
Williams; Editing by Andrew Heavens) 
((matthias.williams@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Ukraine central bank cuts key rate to 

lowest in two years  

12-Dec-2019  
By Natalia Zinets 
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KIEV, Dec 12 (Reuters) - Ukraine's central 

bank sharply cut its key interest rate to 
13.5% from 15.5% on Thursday, its lowest 
level in two years, thanks to slowing inflation, 
a strengthening hryvnia and the prospect of 
new loans from the International Monetary 
Fund. 

The hryvnia has been the best performing 
emerging market currency this year, up 17% 
thanks to an unprecedented influx of foreign 

money into local bonds offering higher yields. 
That has helped push down inflation and allowed 
the central bank to start monetary easing.  
Interest rates have been in double digits since 
Ukraine plunged into turmoil following Russia's 
annexation of Crimea in 2014, but have been cut 
five times this year.  

Ukraine's economy also received a confidence 
boost after the government secured provisional 
agreement with the IMF for a new loan deal on 
Saturday, though disbursement is conditional on 
the government's performance on reforms.) 
Exports driven by a record grain harvest and 
external borrowing by Ukrainian companies have 

also helped strengthen the hryvnia, which stood 
at 23.6 to the dollar on Thursday, according to 
the official rate.  
Inflation has slowed to 5.1% year-on-year in 
November, which is a sharper drop than the 
central bank had expected.  

"The NBU speeds up the monetary policy easing, 
as the rapid appreciation of the hryvnia makes 

inflationary pressures decline faster than 
expected," the National Bank of Ukraine said in a 
statement. 
Speaking at a press conference after the rate 
cut, Central Bank Governor Yakiv Smoliy said he 

expected the IMF to take a final decision on 
disbursing loans by the first quarter of 2020. 
He said minor technical issues needed to be 
resolved first, including how to structure 
legislation that would make it illegal for insolvent 
banks to be returned to their former owners. 
The IMF has sought reassurance that Ukraine 

will make a serious effort to claw back money 
from banks which have been rescued in 
bailouts or whose depositors have had to be 
compensated.  

It also wants to make sure that the 2016 
nationalisation of Ukraine's largest lender, 
PrivatBank, will not be reversed. 
Until 2016, PrivatBank had been owned by one 
of the country's wealthiest tycoons, Ihor 

Kolomoisky, who has challenged the 
nationalisation in court. A ruling on one of the 
closely-watched cases is expected next week. 
Kolomoisky owns the TV station that launched 
President Volodymyr Zelenskiy's political career 
as the star of a sit-com.  

The central bank last month also accused 
Kolomoisky of paying protesters to demonstrate 
outside its building to disrupt its work and 

"create chaos". The tycoon rejected the 
allegations. 
In Thursday's statement, the central bank said 
the "risk of rising threats to macrofinancial 

stability persists because of court rulings and 

pressure on the NBU." 

 
(Additional reporting by Karin Strohecker in London 
Writing by Matthias Williams 
Editing by Peter Graff) 
((matthias.williams@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Fitch Ratings: IMF Agreement Would 

Be Positive for Ukraine Funding, 

Reforms  

12-Dec-2019  

Fitch Ratings-London-December 12: A potential 

new IMF agreement, if secured, would reduce 
refinancing risks for Ukraine and signal the 
government's commitment to addressing 
structural economic and institutional 

weaknesses, Fitch Ratings says. In addition to 

macroeconomic policy continuity, engagement 
with international financial institutions (IFIs) 
would support our view that there should be 
further improvements in Ukraine's sovereign 
creditworthiness. 
The importance of an IMF deal is one of the 

questions covered in Fitch's report, 'What 
Investors Want to Know: Ukraine', which gives 
our views on key issues for the Ukrainian 
sovereign, banks and corporates. 
The IMF announced on 7 December it had 
agreed policies with Ukraine to underpin a 
staff-level agreement on a new three-year, 
USD5.5 billion deal under the Extended Fund 

Facility. The deal is conditional on a set of prior 

actions, which are likely to include steps to 
prevent the rollback of financial sector reforms, 
notably the nationalization of Privatbank. A deal 
would be the country's third IMF programme 
since 2014. 
Continued IMF engagement was a key 

assumption when we upgraded Ukraine's 
sovereign rating to 'B'/Positive in September. It 
will facilitate access to external funding (official 
and market) ahead of USD2.4 billion of external 
bond repayments in 2020-2021. It also 
underscores the commitment of President 

Volodomyr Zelensky and the government to 

support policy continuity, including central bank 
independence, and their reform agenda. 
Zelensky's Servant of the People party won 
control of parliament in July's elections and the 
new government under Prime Minister Oleksiy 
Honcharuk has obtained parliamentary approval 
for key legislation including criminalizing illicit 

enrichment, Naftogaz unbundling, the 2020 
budget (with a 2.1% of GDP deficit target) and 
stronger financial supervision, together with the 
first reading of legislation to reform the land 
market. 
Greater certainty regarding a new IMF 

programme should support further 
macroeconomic improvement and allow the 
National Bank of Ukraine to continue monetary 
easing. Foreign investors are adding to their 
domestic sovereign debt holdings (23% of local 
debt in November excluding central bank 
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holdings) and international reserves rose to 

USD21.9 billion in November. Recent outturns 

mean Ukraine is likely to outperform our 2019 
annual average inflation and general 
government debt forecasts (8.2% and 47.9% 
of GDP, respectively) current at the time of 
the upgrade. 

 Political commitment to IMF programme 
implementation has underpinned 
creditworthiness improvements in rating peers 

such as Jamaica (B+) and Egypt (B+) by 
improving macroeconomic stability and the 
sustainability of public finances, reducing 
external vulnerabilities, and boosting growth 
prospects. A popular president and a pro-reform 
majority government present a rare opportunity 
for Ukraine to improve on its weak track record 

in completing previous IMF programmes. 
But this will depend on a willingness to use 
political capital for unpopular measures including 
opening up the land market, and privatization 
and labour market reforms, and preventing 
rollback elsewhere. This may be challenging 

given the continued strong influence of vested 
interests, who have publicly demonstrated their 
resistance to reform. Ukraine's relatively weak 
governance indicators weigh on the sovereign's 
credit profile. Increasing investment (including 
FDI), which is low compared to rating peers, will 
depend on the government's willingness and 

capacity to address investor concerns regarding 
corruption, complete judicial reform, and 

strengthen government institutions. 
Another factor in investor confidence is the 
Russian-Ukrainian conflict. Face-to-face talks 
took place between President Zelensky and 
Russia's Vladimir Putin on 9 December. We do 

not assume either a resolution or a significant 
escalation of the conflict. Nor do we currently 
expect any resolution of the legal dispute with 
Russia over payment of a USD3 billion Eurobond 
to impair the sovereign's capacity to access 
external financing and meet external debt 

service commitments. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com. 
Copyright © 2019 by Fitch Ratings, Inc 
 (c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Argentine bond prices rise on relief 

over upcoming debt revamp 

09-Dec-2019  
By Hugh Bronstein and Walter Bianchi 
BUENOS AIRES, Dec 9 (Reuters) - Argentine 

bond prices rose on Monday in the first 

session since President-elect Alberto 
Fernandez named debt restructuring expert 

Martin Guzman as economy minister, the 
central figure in a cabinet that will start 
serving after Tuesday's inauguration. 

Over the counter bond prices popped an average 
2.1% higher and country risk spreads tightened, 
showing the market took Fernandez's cabinet 
picks in stride. 
Guzman, 37, will be responsible for sparking 

growth, taming inflation and steering 
restructuring talks with creditors and the 
International Monetary Fund over about $100 
billion in debt.  
Creditors had feared that Peronist Fernandez 
might take a tough stance in upcoming 
restructuring talks. But Guzman, who sees the 

problem as one of liquidity rather than solvency, 
has advocated for a debt revamp based on a 
suspension of payments that would preserve 
eventual repayment of principal. 
Such an approach would avoid a "haircut," or 
outright cut in the return of creditors' principal 

investment. 
"There had been uncertainty about the debt 
restructuring proposal. Guzman does not want 
to implement a haircut on the principal. So this 
clears some of the fear that had been priced into 
bonds," said Gabriel Zelpo, director of economic 
consultancy Seido.  
Sovereign risk spreads tightened 123 basis 
points to 2,194 over safe-haven U.S. 
Treasuries on JP Morgan's Emerging Markets 
Bond Index Plus, having blown out from the 
480 basis points where the index stood when 
outgoing President Mauricio Macri, a 
proponent of free markets, took office in late 
2015.  

Inflation has risen under Macri, and the peso has 
lost 83.75% of its value while Latin America's 

No. 3 economy has stalled. Consumer prices are 
up more than 50% so far this year after a 
47.6% rise in 2018. The peso was stable on 
Monday at just under 60 to the dollar. 
Guzman, an academic and protégé of Nobel 
Prize-winning economist Joseph Stiglitz, is an 
expert in bond restructurings. He opposed 

Macri's austerity drive, which included public 
utility subsidy cuts that jacked up power and 
heating bills paid by Argentine families and 
businesses. 
Those utility bill increases fueled the inflation 
that dogged Macri's four years in power, killed 

his once-high popularity and undermined his re-
election campaign. 
Markets had been on edge since Fernandez 
thumped Macri in the August primary election. 
The lopsided victory signaled a shift away from 
Macri's strict pro-business policy stance. The 
inauguration will take place around midday on 

Tuesday.  
 
(Reporting by Walter Bianchi and Hugh Bronstein; 
additional reporting by Hernan Nessi and Gabriel 
Burin; Editing by Timothy Heritage and Steve 
Orlofsky) 
((hugh.bronstein@thomsonreuters.com; 5411 4318 
0655; Reuters Messaging: 
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hugh.bronstein.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Argentina posts primary surplus of 25 

bln pesos in first 11 months of year  

10-Dec-2019  
BUENOS AIRES, Dec 9 (Reuters) - Argentina 

posted a primary fiscal surplus 25.022 billion 
pesos ($417.5 million) in the first 11 months 
of the year, the Treasury Ministry said in a 
statement on Monday, versus a steep deficit 
in the same period of 2018. 

The fiscal surplus does not include interest 
payments on debt.  
In November, Argentina posted a primary fiscal 

deficit of 6.397 billion pesos, compared to a 

deficit of 33.770 billion pesos in the same month 
the previous year. 
Argentina was aiming for a primary fiscal 
balance this year as the country looked to rein in 
public debts. President-elect Alberto Fernandez 
will be inaugurated on Tuesday, marking the end 

of outgoing President Mauricio Macri's tenure, 
which included austere economic policies.  
 
(Reporting by Eliana Raszewski; writing by Cassandra 
Garrison; Editing by Cynthia Osterman) 
((Cassandra.Garrison@thomsonreuters.com; +54 11 
5544 6746)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Argentine bonds push higher on 

optimism as President Fernandez 

sworn in  

10-Dec-2019  
By Hugh Bronstein and Walter Bianchi 

BUENOS AIRES, Dec 10 (Reuters) - Argentine 

over the counter bonds rose 0.3% on Tuesday 
after a more than 2% rally the day before, 
when investors registered their approval of 
the president-elect's choice of a Columbia 
University debt restructuring expert as 
economy chief. 

President Alberto Fernandez was inaugurated at 
midday, as longer-dated paper led the uptick in 
debt prices, traders said, showing some 

confidence in the new administration. 
"The market reacted positively to the naming of 
ministers and signals from the new 
government," local brokerage Portfolio Personal 
Inversiones said in a note to clients.  
Moderate Peronist Fernandez thrashed 

incumbent free-markets advocate Mauricio Macri 
in the October election. Macri's four-year term 
was marred by high inflation, economic 
stagnation and an 83.88% fall in the peso's 
value against the U.S. dollar.  

Argentina's currency nudged 0.17% higher to 
59.85 pesos to the greenback on Tuesday. A 

positive tone was set in the markets on Monday, 
the first trading day after Fernandez named 
Martin Guzman as economy minister.  

Guzman, a 37-year-old academic with close ties 

to American economist Joseph Stiglitz, will be 

responsible for sparking growth, taming inflation 
and steering restructuring talks with 
bondholders and the International Monetary 
Fund over about $100 billion in debt. 
Creditors had feared that Fernandez might 
take a tough stance in upcoming restructuring 
talks. But Guzman, who sees the problem as 

one of liquidity rather than solvency, has 
advocated for a debt revamp based on a 
suspension of payments that would preserve 
eventual repayment of principal. 

Macri left the country in "virtual default," 
Fernandez said during his inaugural address, in 
which he called for growth-oriented policies. "To 
be able to pay our debts, first we have to grow," 

he said. 
The IMF voiced support for Fernandez effort 
to reduce poverty through sustainable 
growth. "The IMF remains committed to 
assisting your government in this endeavor," 
fund chief Kristalina Georgieva said in a 
tweet. 

Macri took office in late 2015 on a wave of pro-
market sentiment following eight years of 
interventionist policies under President Cristina 

Fernandez de Kirchner. 
Macri had promised to "normalize" the economy, 
which he said had been distorted by heavy-
handed trade and currency controls. 
But he over-estimated his ability to attract 

investment and underestimated the inflationary 

effect of his fiscal tightening program, which 
included cuts to utility subsidies. 
The cuts killed Macri's popularity by causing 
increases in power and gas bills. Higher utility 
bills hurt family finances and boosted business 
costs, prompting retailers to increase consumer 
prices and derailing Macri's re-election 

campaign.  
Fernandez de Kirchner, Alberto Fernandez's 
running mate, was sworn in as vice president on 
Tuesday. Facing corruption charges, which she 
dismisses as a political smear, Fernandez de 
Kirchner had stayed largely out of sight since the 
election. 

 
(Reporting by Hugh Bronstein and Walter Bianchi, 
additional reporting by Hernan Nessi; Editing by Dan 
Grebler and Sandra Maler) 
((hugh.bronstein@thomsonreuters.com; 5411 4318 
0655; Reuters Messaging: 
hugh.bronstein.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Barbados 

S&P Says Barbados Long-Term Foreign 

Currency Rating Raised to 'B-' From 

'SD' on Debt Exchange  

12-Dec-2019  

Dec 11 (Reuters) - S&P Global Ratings: 
• S&P says Barbados long-term foreign 
currency rating raised to 'b-' from 'SD' on debt 
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exchange 

• S&P says Barbados' raised foreign 

currency sovereign credit rating follows 

Barbados' foreign currency debt exchange 
• S&P says Barbados' foreign currency 
debt exchange has addressed the government's 
commercial U.S. Dollar debt outstanding 
• S&P says Barbados' pegged exchange 

rate regime, weakened monetary policy 
effectiveness will limit ability of monetary policy 
to respond to imbalances 
 
((Reuters.Briefs@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Brazil 

Brazil debt to peak at 78.2% of GDP 

next year vs 81.8% in 2022  

10-Dec-2019  

BRASILIA, Dec 10 (Reuters) - Brazil's public 

sector debt will peak next year at 78.2% of 
gross domestic product, according to revised 
Treasury forecasts on Tuesday, marking a 
notable improvement in the outlook for public 
finances from estimates in October. 

That is below the 81.8% of GDP peak in 2022 in 
the previous forecast. 
 
(Reporting by Jamie McGeever; Editing by Richard 
Chang) 
((jamie.mcgeever@thomsonreuters.com; +55 (0) 11 
97189 3169; Reuters Messaging: 
jamie.mcgeever.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
 
 

Brazil national debt to peak lower and 

earlier than forecast, says  

10-Dec-2019  
By Jamie McGeever 
BRASILIA, Dec 10 (Reuters) - The outlook for 

Brazil's public finances in the coming years is 
brightening, according to revised Treasury 
forecasts on Tuesday, with the national debt 
expected to peak earlier and at a lower level 
than previously envisaged only two months 
ago. 

Brazil's gross public debt is now expected to 
peak next year at 78.2% of gross domestic 
product rather than 81.8% of GDP in 2022, 
Treasury said in a report.  
The Treasury's base case scenario puts the gross 
national debt falling to 67.3% of GDP by 2028.  
If accurate, Brazil's national debt is no longer on 

track to exceed the 80% of GDP threshold that 
many analysts said had looked inevitable when it 
hit a record 79.7% of GDP in August this year.  

The government has made reining in public 
spending and bringing down the deficit a major 
plank of its economic agenda. Together with 
increased revenue from privatizations, assets 

sales, and loan repayments from national 
development bank BNDES, the fiscal picture is 

gradually improving. 

The primary budget deficit, which excludes 

interest payments, is on track to end the year 
around 60 billion to 80 billion reais, Treasury 
Secretary Mansueto Almeida said last week, well 
below the government's goal of 132 billion reais 
($32 billion). 
Brazil's net public debt, currently 55.9% of GDP, 

is expected to peak at 61.4% of GDP in 2023, 
Treasury said on Tuesday, compared with a peak 
of 64.8% of GDP in 2024 forecast in October.  
 
($1 = 4.15 reais) 
(Reporting by Jamie McGeever; Editing by Richard 
Chang and Lisa Shumaker) 
((jamie.mcgeever@thomsonreuters.com; +55 (0) 11 
97189 3169; Reuters Messaging: 
jamie.mcgeever.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

S&P raises Brazil's outlook to positive  

12-Dec-2019  
Dec 11 (Reuters) - S&P Global Ratings on 

Wednesday revised the outlook on Brazil to 
positive from stable, citing the government's 
continued implementation of measures to 
reduce its fiscal deficit. 

"The approval of social security reform and 
expected progress on fiscal and growth 
measures, along with moderate growth driven 

by stronger domestic demand, could improve 
Brazil's fiscal position over the medium term," 
the agency said in a statement. 
In October, Brazil's Senate approved the 

pension reform aiming to save the Treasury 
around 800 billion reais ($190.64 billion) over 

the next decade. Economists have said the 
controversial cuts to social security spending are 
crucial to closing a fiscal deficit that cost Brazil 
its investment-grade credit rating. 
Performance of the country's economy in the 
next two years shall be key to maintaining 

political support for advancing other necessary 
reforms through Brazil's Congress, the agency 
noted.  

The ratings agency also affirmed its 'BB-/B' 
long- and short-term foreign and local currency 
sovereign credit ratings for Brazil. 

 
($1 = 4.1964 reais) 
(Reporting by Shivani Singh; Editing by Shailesh 
Kuber) 
((ShivaniSingh1@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

Brazil's Treasury says S&P outlook lift 

in line with govt agenda  

12-Dec-2019  

SAO PAULO, Dec 11 (Reuters) - Ratings agency 

S&P's decision to raise Brazil's outlook to 
positive from stable is in line with the 
country's agenda of economic reforms 
implemented by the government, Brazil's 
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Treasury said in a statement on Wednesday. 

S&P earlier raised its outlook on Brazil's 

sovereign credit on prospects for sustained fiscal 

improvements, a step toward a ratings upgrade 
that would lift Brazil back toward investment-
grade status. 
Brazil's Treasury added that, after pension 
reform was passed, additional reforms aiming at 

tightening fiscal control are essential to resume 
economic growth and to further rating outlook 
lifts. 
 
(Reporting by Jose de Castro; Writing by Carolina 
Mandl; Editing by Sandra Maler) 
((carolina.mandl@thomsonreuters.com; +55 11 5644 
7703; +55 11 97116-3806)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Jamaica 

Moody's Says Upgrades Jamaica's 

Government Ratings to B2 Outlook 

Stable  

12-Dec-2019  
Dec 11 (Reuters) - Moody's: 
• Moody's says upgrades Jamaica's 
government ratings to b2; outlook stable 

• Moody's says upgraded government of 
Jamaica's long-term issuer and senior unsecured 

ratings to b2 from b3, outlook changed to stable 
from positive 
• Moody's says stable outlook reflects 
Moody's expectations that improvements in 
Jamaica's credit profile will be sustained 
• Moody's says expects Jamaican 
government to continue to run large primary 

surpluses, well in excess of those necessary to 
stabilize debt 
• Moody's says expects Jamaican 
government to continue to run large primary 
surpluses, and will maintain downward trend in 
debt metrics 
• Moody's says Jamaica's commitment to 

fiscal consolidation and structural reforms 

portends to continued decline in government 
debt 
 
((Briefs@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

AFRICA 
 
 

Cabo Verde 

Fitch Revises Cabo Verde's Outlook to 

Positive; Affirms at 'B'  

13-Dec-2019  
Fitch Ratings-London-December 13: 
Fitch Ratings has revised the Outlook on Cabo 
Verde's Long-Term Foreign-Currency Issuer 

Default Rating (IDR) to Positive from Stable 
and affirmed the IDR at 'B'. 

KEY RATING DRIVERS 

The revision of the Outlook reflects the following 
key rating drivers and their relative weights: 
HIGH 
Fitch expects that Cabo Verde's gross general 
government debt (GGGD) ratio will continue 
falling, to below 100% of GDP by 2025, from 

Fitch's estimate of 122% at end-2019. Debt 

reduction in the medium term will be driven by 
strong nominal GDP growth, declining payments 
to state-owned enterprises (SOEs) and 
improvements in the primary fiscal balance. 
The government is seeking to narrow its fiscal 
deficits and reduce below-the-line payments to 
SOEs. We forecast the general government fiscal 

deficit to fall to 2.2% of GDP in 2019 (2018: 
2.6%), and further to 1.8% by 2021, compared 
with the historical 'B' median of 3.7%. The 
consolidation will be driven by lower public 
investments, expenditure rationalisation 
measures and broadening of the tax base. 

The near-term spike in payments and on-lending 
to SOEs to 3.9% of GDP in 2019 should narrow 
to 1.0% by 2021 following the government's 
sale of its majority stake in Cabo Verde Airlines 
(TACV), and improving SOE financial 
performance. Deficit and SOE payment reduction 
targets agreed with the IMF and World Bank 

under the Fund's 18-month Policy Coordination 
Instrument programme should help anchor fiscal 

consolidation and limit fiscal slippage. Fitch's 
debt dynamics projections assume a slower pace 
of fiscal consolidation than the government and 
the IMF reflecting our expectation of some fiscal 
slippage. 

MEDIUM 
Fitch forecasts that medium-term growth 
potential for Cabo Verde has increased to 
5.0%, from our previous assumption of 4.7%. 
Medium-term growth should be driven by capital 
investments and productivity growth, especially 
with FDI into the aviation and maritime 
transport sectors. Ongoing investments into the 

aviation and maritime transport sectors should 
improve connectivity into and within the 

archipelago, supporting medium-term growth 
potential. 
The 'B' IDR also reflects the following key rating 
drivers: 

Cabo Verde's 'B' IDRs balance high levels of 
public and external indebtedness, large state-
owned enterprises (SOE) contingent liabilities 
and the economy's high reliance on tourism, 
against strong governance and political stability, 
as well as favourable public external debt service 
terms from concessional financing. 

Despite the downward trajectory, Cabo Verde's 
GGGD ratio is the highest amongst Fitch-rated 
Sub-Sahara African sovereigns and double the 

current 'B' median of 58%. GGGD/GDP rose 
rapidly from 57% in 2008 as the previous 
government sought to utilise concessional 
financing to increase public infrastructure 

investments. SOE contingent liabilities are also 
high with SOE aggregate liabilities last estimated 
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at 26% of GDP at end-2017 (net of loans owed 

to the government) including 7% of government 

guarantees. Good performance at the state 
airport, energy company and ports authority 
more than offset losses at TACV and the utilities 
company, resulting in the first year of positive 
net income across the SOE portfolio in 2017. 
The government sold 51% of shares in TACV in 

March 2019 to a consortium led by Icelandair 
Group, and is marketing the remaining 49% to 
employees, emigrants and tourism sector 
stakeholders. At end-2017, TACV had 8.5% of 
GDP in total liabilities, and the government 
retained responsibility for servicing EUR105 

million in TACV's old debt off-balance-sheet as 
part of the deal. The government is also 
planning to expedite the sale of the airport 

management (ASA), ports management 
(Enapor), air cargo handling (CV Handling), and 
utilities (Electra) companies, among other SOEs, 
using proceeds to repay TACV's debt. The 

government hopes to complete these sales by 
1H20 ahead of the 2021 general elections. 
Successful privatisation of these SOEs will help 
pay down government debt and should 
contribute to improving SOE performance. 
External finance risks are moderate. The 
majority of net external debt consists of 
liabilities of the sovereign, and is high at a 

projected 44% of GDP at end-2019 (current 
'B' median: 28%), sovereign risks are 
mitigated by favourable concessional terms. 
The average maturity of external debt is long at 
21.2 years, while the external debt service ratio 
is only 4.6% of current external receipts 
(current 'B' median: 14.5%). However, 
diminishing access to concessional financing as 

Cabo Verde graduates to middle-income status 
over the next few years will lead to a gradual 
rise in debt service ratios. 
High reliance on imports of food, energy, and 
capital goods results in current account deficits 
(CAD) that averaged 5.5% of GDP in 2016-19. 
Fitch forecasts the CAD to narrow to 3.1% in 

2019 as service exports have expanded with the 
roll-out of new TACV flight routes, and as 
emigrant remittances have risen. The CAD has 

been financed by strong inflows of emigrant 
deposits and inward-FDI. Inward-FDI declined in 
2017 and 2018, especially from the UK, but 

should recover to average 5.0% of GDP in 2019-
21. In the medium term, the current account 
should widen somewhat as service imports rise 
with higher aircraft leasing and airport 
management fees. 
Real GDP growth is forecast to accelerate 
slightly to 5.2% in 2019 (2018: 5.1%) driven 
by net exports and private consumption. 
Tourism, the key pillar of the economy, 
continues to perform well, with hotel guests 
rising by 6.8%yoy in 3Q19. Risks to our growth 

forecasts are broadly balanced. Faster 
implementation of FDI projects, especially in the 
transport sector could accelerate tourism and 
domestic production growth. However, slowing 

growth in EU countries and potential adverse 
impacts of Brexit on UK tourists and investors 

could lead to a shock in FDI and tourist arrivals 

and tourist expenditure. 

Strong political support for the ruling Movement 
for Democracy party ahead of the 2020 local 
government elections and the 2021 general 
elections point to prospects for broad 
macroeconomic and fiscal policy continuity. Cabo 
Verde outperforms the 'B' and 'BB' medians on 

the World Bank's governance indicators, 
reflecting its strong democratic institutions that 
have experienced peaceful political transitions. 
Strong political stability and governance 
underpin confidence for concessionary financing 
and foreign investments in Cabo Verde. 

Cabo Verdean banks have yet to re-establish US 
banking correspondence due to the high cost of 
compliance for US banks to service Cabo 

Verdean banks. US dollar payments are 
currently routed through parent banks or 
European correspondent banks, while the Bank 
of Cabo Verde's correspondent relationship with 

the Federal Reserve of New York could serve as 
a safety net. Banks remain well capitalised with 
a Tier 1 capital adequacy ratio of 17% of risk-
weighted assets in the banking system in 
September 2019 (end-2018: 16.1%), while non-
performing loans from the 2009 crisis remained 
high at 12.1% of total loans in September 2019 

(end-2018: 11.9%). Improvements to asset 
quality ratios will be gradual due to slow credit 
growth. 
SOVEREIGN RATING MODEL (SRM) AND 

QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Cabo Verde a 

score equivalent to a rating of 'B+' on the Long-
Term Foreign-Currency (LT FC) IDR scale. 
Fitch's sovereign rating committee adjusted the 
output from the SRM to arrive at the final LT FC 
IDR by applying its QO, relative to rated peers, 
as follows: 
• Public Finances: -1 notch, to reflect the 

non-linear risk of the country's high public debt 
stock not incorporated in the SRM, and the risk 
of the large stock of SOE contingent liabilities 
materialising on the sovereign's balance sheet. 
Fitch's SRM is the agency's proprietary multiple 

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

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

not fully reflected in the SRM. 
RATING SENSITIVITIES 
The main factors that could, individually or 
collectively, lead to an upgrade are: 
-A sustained decline in the GGGD/GDP ratio in 
the medium term, for example from adherence 
to primary fiscal surplus targets or lower fiscal 

payments to SOEs. 
-An improvement in medium-term growth 
prospects resulting for example from increased 
FDI and expansion of the tourism sector. 
The main factors that could, individually or 
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collectively, lead to a stabilisation of the Outlook 

or trigger negative rating action are: 

-Failure to reduce the public debt/GDP ratio, 
stemming for example from a lack of fiscal 
consolidation or a materialisation of contingent 
liabilities on the sovereign's balance sheet. 
-Declining growth prospects. 
-Increased reliance on non-concessional 

borrowing leading to a sharp rise in the 
sovereign's debt service burden. 
KEY ASSUMPTIONS 
Fitch assumes the Cabo Verdean escudo 
currency peg with the euro will remain in place. 
Fitch assumes that concessional financing to 

Cabo Verde will continue to decline in line with 
the country's graduation to middle-income 
status, resulting in a decline in public 

investments and a gradual reduction in the 
budget deficit. 
Fitch assumes eurozone growth will be broadly 
in line with our forecast of 1.1% for 2020 and 

1.2% for 2021. 
ESG CONSIDERATIONS 
Cabo Verde 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 elections in recent decades 
have concluded smoothly with peaceful 

transitions of power; this is highly relevant to 
the rating and a key rating driver with a high 
weight. 
Cabo Verde has an ESG Relevance Score of 5 for 

Rule of Law, Institutional Regulatory Quality, 
Control of Corruption as World Bank Governance 

Indicators have the highest weight in Fitch's 
SRM and is therefore highly relevant to the 
rating and a key rating driver with a high 
weight. 
Cabo Verde has an ESG Relevance Score of 4 for 
Human Rights and Political Freedoms as the 
Voice and Accountability pillar of the World Bank 

Governance Indicators is relevant to the rating 
and a rating driver. 
Cabo Verde 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. 
Cabo Verde; Long Term Issuer Default Rating; 

Affirmed; B; RO:Pos; 
Short Term Issuer Default Rating; Affirmed; B;  
Local Currency Long Term Issuer Default Rating; 
Affirmed; B; RO:Pos; 
Local Currency Short Term Issuer Default 
Rating; Affirmed; B; 

Country Ceiling; Affirmed; B+ 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com. 
Additional information is available on 
www.fitchratings.com 
Copyright © 2019 by Fitch Ratings, Inc.,  
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

 

Egypt 

Egypt's new sovereign fund cherry-

picks assets to lure investors  

11-Dec-2019  
• Operating concession of Siemens-built 
power plants to be sold 
• Fund to take over buildings as 
government moves out of Cairo 
• CEO says aiming for 6-7% return on 
assets  

By Patrick Werr 
CAIRO, Dec 11 (Reuters) - Egypt's newly 

formed sovereign wealth fund plans to take 
control of some of the government's most 
promising assets in industries such as power 
and real estate, to bring in private investors 
to develop them, its chief executive said.  

Egypt has been trying to revive its economy 
without giving up majority ownership of many of 
its economic assets after a negative reaction by 
parts of society to privatisation drives in the 

1990s and 2000s.  
The fund's capital, which President Abdel Fattah 
al-Sisi said in October could rise to as much as 
several trillion pounds, currently has a paid-in 
capital of 1 billion Egyptian pounds ($62 million). 
It is planning to acquire assets chosen from 
among a vast portfolio held by other 

government bodies. 

"We will be a catalyst to try to do things 
differently, unshackled from all those 
bureaucracies, and improve the way of doing 
business itself and work with the checks and 
balances within the government management 

that investors cannot navigate," Ayman Soliman, 
CEO of the Sovereign Fund of Egypt, told 
Reuters, saying he would cherry-pick assets 
based on investor appetite. 
The fund is looking to unlock value and create 
wealth, he said. "Snowballing that can cater 
to a 6 or 7 percent yield."  

It will start off by selling a 25-year concession, 

owned by the Egyptian Electricity Holding Co, to 
operate three power plants built by Siemens 

under a 6 billion euro ($6.6 billion) deal signed 
in 2015.  
The fund will sell a majority stake to an investor, 
operator or infrastructure fund and retain around 
30 percent for itself.  

"It's a percentage that says we are aligned in 
interest with the investors who come along," 
Soliman said.  
"We've received six or seven expressions of 
interest now," Soliman said.  
The fund is also looking at real estate. It will 
take over premises vacated as government 

offices move to a new capital under construction 
50km east of Cairo, Soliman said.  

It may also take possession of buildings in 
downtown Cairo owned by the state insurance 
company and various other state agencies, 
which it would lease to private owners to restore 

and in turn lease out to private tenants.  
The insurance company alone owns about 75 
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historic buildings in central Cairo.  

It plans as well to help develop for tourism the 

abandoned historical neighbourhood of Bab al-
Azab below the Cairo citadel in cooperation with 
a private company.  
Other areas of interest are petrochemicals, 
particularly in industrial zones along the Suez 
Canal, wind and solar energy, mining and 

finance for small- and medium-sized enterprises.  
"Our three-to-four year plan is to create multiple 
asset classes that are offloaded to the market. 
We will enrich the (stock) exchange. We can tag 
along with a stake but we will have to list those 
entities,” Soliman said.  

"The political will does exist to unlock those 
assets."  
 
($1 = 16.0600 Egyptian pounds) 
($1 = 0.9073 euros) 
(Reporting by Patrick Werr; Editing by Elaine 
Hardcastle) 
((patrick.werr@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Ethiopia 

IMF, Ethiopia reach preliminary 

agreement on $2.9 bln financing 

package  

11-Dec-2019  
WASHINGTON, Dec 11 (Reuters) - The staff of 

the International Monetary Fund and the 
Ethiopian government have reached a 
preliminary agreement for a three-year, $2.9 
billion financing package to support the 
African country's economic reform program, 
the IMF said on Wednesday. 

It said the agreement was subject to approval 

by the Fund's executive board. If approved, it 
would be supported by the IMF under its 
Extended Credit Facility (ECF) and Extended 
Fund Facility (EFF). 
The Ethiopian economic reform program would 
focus on addressing the foreign exchange 

shortage and transitioning to a more flexible 

exchange rate regime, while working to 
strengthen oversight and management of state-
owned enterprises to contain debt vulnerabilities 
in Africa's second most populous nation. 
It would also work to free up domestic revenue 
for poverty-reducing and essential infrastructure 

spending; financial sector reforms to support 
private investment and modernize the monetary 
policy framework; and strengthening of the 
supervisory framework and financial safety nets, 
the IMF said. 
Ethiopian Prime Minister Abiy Ahmed pledged to 
undertake economic reforms when he took office 

last year, with a focus on leveraging private 

sector investment to help provide jobs for 
millions of unemployed youth in the nation's 100 
million people. 
Ethiopia's foreign exchange shortages have 
worsened in the past five years as the 

government spent heavily on infrastructure 

before export earnings from new sectors such as 

manufacturing took off. 
 
(Reporting by David Lawder and Andrea Shalal 
Editing by Chizu Nomiyama and Lisa Shumaker) 
((David.Lawder@tr.com; +1 202 354 5854; Reuters 
Messaging: 
david.lawder.thomsonreuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved.  
 
 

IMF deal lifts Ethiopia bonds as 

currency slides to record low  

12-Dec-2019  
LONDON, Dec 12 (Reuters) - Ethiopia's dollar-

denominated sovereign bonds jumped on 
Thursday to the highest since January 2018 
while the currency eased to a fresh record low 

after Addis Ababa reached a staff-level 
agreement with the International Monetary 
Fund (IMF).  

The bond maturing in 2024 gained as much as 
1.1 cents to 106.34 cents in the dollar, 
according to tradeweb data. The birr currency 
extended its slide to 31.5088 to the dollar, 
having depreciated sharply in the past four 

weeks.  
The fund and the government reached a $2.9 
billion preliminary agreement on Wednesday for 
a three-year financing package to support 

Ethiopia's economic reforms. 
In its statement, the IMF outlined five pillars 
to its programme with a "transition to a more 
flexible exchange rate regime" topping the 

list. Other items were more oversight of state 
enterprises, domestic revenue mobilization, 
financial sector and monetary policy reform, 
and improving supervision.  

Africa's biggest coffee exporter has operated a 
carefully managed floating exchange rate regime 
since 1992.  
It last devalued the currency by 15% in October 

2017.  
The IMF agreement marked a big shift for 
Ethiopia, said Charles Robertson at Renaissance 

Capital, who calculates the currency is over-
valued by 20-25%.  
On the black market, the birr traded at 39 to the 
dollar.  

"We assumed an IMF deal was off the agenda," 
Robertson wrote to clients, adding any currency 
adjustment would also aid government 
privatisation plans in the telecom and airline 
sectors and help attract investors nervous about 
being able to repatriate funds. 
"This immediately matters to bidders for telecom 

licences in Ethiopia, holders of the illiquid single 
sovereign Eurobond ... and private equity groups 
who've already invested in the continent's 
second largest country by population, attracted 

by two decades of very high growth."  
A number of countries including Angola have 

recently let their currency weaken to help their 
economic adjustments.  
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(Reporting by Karin Strohecker; Additional reporting 
by Giulia Paravicini in Addis Ababa;  
Editing by Jon Boyle and Andrew Cawthorne) 
((karin.strohecker@thomsonreuters.com; 
+442075427262; Reuters Messaging: 

karin.strohecker.reuters.com@reuters.net)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Kenya 

Fitch Affirms Kenya at 'B+'; Outlook 

Stable  

10-Dec-2019  
Fitch Ratings-Hong Kong-December 10: 
Fitch Ratings has affirmed Kenya's Long-Term 
Foreign-Currency Issuer Default Rating (LTFC 
IDR) at 'B+' with a Stable Outlook. 

A full list of rating actions is detailed below. 

KEY RATING DRIVERS 
The 'B+' rating reflects Kenya's high public 
and external debt levels and the uncertain 
pace of fiscal adjustment balanced against a 
strong and stable growth outlook. 

Kenya's public finances are a rating weakness. A 
combination of structural and administrative 
issues has caused revenue/GDP to stagnate in 
recent years. General government revenue has 

fallen to an estimated 17.5% in the fiscal year 
ending June 2019 from a recent high of 19% of 
GDP in FY15. Some of the inability to raise 

revenue stems from agriculture composing a 
large component of the economy, with most of 
the non-export agricultural output coming from 
untaxed smallholders. Weak tax compliance and 

expansion of tax exemptions have also 
hampered revenue growth. The most recent 
budget and the Finance Bill 2019 include an 
increase in capital gains tax, new excise taxes, 
and a widening of the withholding tax. These 
revenue measures will help to increase revenue, 

but to less than the 20% of GDP targeted in the 
FY20 budget. 
In FY19, the fiscal deficit expanded to 7.8% of 

GDP after narrowing to 7% in FY18. The 

slowdown in large infrastructure development 
programmes has lowered capital expenditure 
costs, with capex falling below 6% of GDP from 

an average of 8.1% in FY15 to FY17. In Fitch's 
base case scenario, the government's shift in 
focus towards the "Big Four" public spending 
priorities of food security, universal health 
coverage, housing and manufacturing could lead 
to less expenditure on large, foreign-financed 
infrastructure projects. Fitch expects that Kenya 

will achieve modest deficit reduction in FY20 and 
FY21, but public budgeting deficiencies and an 
inconsistent forecasting record mean that the 
pace of current expenditure is uncertain. 
Further, high debt servicing costs will put 

pressure on spending. The government's interest 
costs are 22.1% of revenue, which is twice the 

'B' median. 
Fiscal policy was a key focus of Kenya's 2016 
precautionary IMF Stand-By Arrangement. The 

programme ended in 2018 before completing 

the second review, as Kenya was unable to meet 

the programme targets on narrowing the fiscal 
deficit and repealing the interest rate cap 
instituted in September 2016. The recent repeal 
of the interest rate cap could facilitate a 
renewed engagement with the IMF, but in Fitch's 
view the pace of fiscal consolidation remains 

IMF's biggest concern. 
Fitch assumes the general government debt-
to-GDP ratio will continue increasing through 
FY22 to 64.8% before easing very gradually 

to 60.5% by 2028. Our projections are less 
optimistic than that (those?) of the government, 
which sees debt stabilising in FY20 and falling to 
54% by FY24. General government debt reached 

61.3% of GDP at end-FY19, slightly above the 

current 'B' median (57.5%). In November 2019, 
Kenya's Parliament approved a change to the 
existing debt limit, moving it to a nominal limit 
of KES9 trillion from 50% of GDP in net present 
value terms. The new debt limit is in line with 

the forecasts in the National Treasury's most 
recent Budget Review and Outlook Paper, which 
sees debt rising to just below the KES9 trillion 
ceiling by FY24. 
Fitch forecasts GDP growth to slow to 5.6% in 

2019 from 6.3% in 2018. Kenya's economy has 
slowed in 1H19 as drought impacted agricultural 
output, although growth in the services sectors 

picked up. Fitch expects annual average inflation 
to rise to 5.4% in 2019 and remain within the 

Central Bank of Kenya's (CBK) target range of 
5% +/-2.5pp over the medium-term, which 
could allow the central bank to further lower the 
main policy rate. The CBK lowered the rate by 

50bp to 8.5% in November 2019. 
Kenya's track record of macroeconomic stability 
is a support for the rating. Kenya has exhibited 
lower growth volatility than peers, with GDP 
growth between 4.6% and 6.3% and single-digit 
inflation since 2012. Fitch expects GDP growth 
to slow around the 2022 general elections, 

broadly in line with previous elections. Medium-
term growth prospects are favourable, 
supported by an improving business 
environment and infrastructure investment. 

Kenya' external metrics have gradually improved 
over time. We expect the current account deficit 
(CAD) to narrow to 4.3% of GDP at end-2019, 

broadly in line with the 'B' historical median 
(4.4%). The combination of a narrowing trade 
deficit, increasing remittances and travel 
receipts, underpins the current account 
adjustment. Remittances alone have grown to 
3.1% of GDP in 2019 from 2.3% in 2014. Fitch 

expects that the shift in priority from big 
infrastructure projects to the 'Big Four' will keep 
the CAD below 5% of GDP through 2021, after 
4.9% in 2018. The CAD averaged 7.5% of GDP 
in the years 2013 to 2017, as the import bill was 

hit first by high oil prices and then by increasing 
capital imports. 

Kenya has experienced an increase in inward 
foreign direct investments (FDI), which rose to 
USD1.6 billion in 2018 after having fallen to 
USD400 million in 2016. We assume that the 
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recent increase in FDI will be broadly sustained 

through 2021, but there is a risk that the 

increase may be the result of one-off 
investments. The inability to increase FDI and 
other non-debt-creating flows in the past has 
increased Kenya's reliance on public external 
debt to finance the CAD. Public net external 

debt will increase to 127% of current external 

receipts in 2019, up from 33% in 2014 and 

twice the 'B' median. Kenya's reserve position 
eases some of the vulnerabilities associated with 
the high stock of external debt. Kenya's external 
reserves were bolstered by the issue of USD2.1 
billion in Eurobonds in May 2019. Fitch forecasts 
reserves to reach USD8.6billion (4.7 months of 

current external payments) by end-2019. 
The Kenyan banking sector has experienced 
several years of persistently low loan growth, 
which has constrained economic growth. 
However, credit growth in the private sector 
recovered to 7% as of September 2019, from 
2.5% in 2018. Credit growth is stronger among 
Kenya's biggest banks, which are adequately 

capitalised, well-funded, and profitable. A 
number of smaller banks are opaque and as a 
group pose some systemic risk, but ongoing 
consolidation in the sector will ease some of 
those risks. The sector's asset quality has 
worsened, with the ratio of non-performing loans 
(NPL) to total loans reaching 12.9% as of April 

2019, according to the central bank. The NPL 
ratio has since fallen slightly and will be further 

helped by increasing credit growth following the 
repeal of the interest rate cap, which had led to 
credit rationing. 
Structural factors constrain Kenya's sovereign 
ratings. GDP per capita is less than 60% of the 

'B' median. Most governance indicators are on a 
par with the current 'B' medians, but Kenya 
scores poorly on Control of Corruption and 
Politically Stability pillars. Kenya has a specific 
history of instability around national elections, 
the next of which is scheduled for 2022. 

SOVEREIGN RATING MODEL (SRM) AND 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Kenya a score 
equivalent to a rating of 'B+' on the LTFC IDR 

scale. 
Fitch's sovereign rating committee did not adjust 
the output from the SRM to arrive at the final 

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

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

RATING SENSITIVITIES 
The Outlook is Stable. Consequently, Fitch's 

sensitivity analysis does not currently anticipate 
developments with a high likelihood of leading to 
a rating change. However, the main factors that, 
individually or collectively, could lead to positive 

rating action are: 

• A significant decline in government 

debt/GDP, for example due to a sustainable 
fiscal consolidation 
• A significant decline in net external 
indebtedness, for example through higher FDI or 
export receipts 
• An improvement in structural indicators, 

for example higher GDP per capita or an 
improvement in governance indicators 
The main factors that, individually or 
collectively, could lead to a negative rating 
action are: 
• Failure to stabilise government debt/GDP 

levels over the medium-term 
• Widening of the CAD or increases in net 
external debt, for instance through a fall in 

external receipts caused by falling exports or 
remittances 
KEY ASSUMPTIONS 
The global economy performs broadly in line 

with Fitch's latest Global Economic Outlook 
(December 2019). 
Lack of international investment position dataset 
means that there is no authoritative data on 
non-bank, private sector net assets. This does 
not affect the indicators that feed into the SRM, 
but may lead to an overstated level of net 

external debt. 
ESG CONSIDERATIONS 
Kenya 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 Kenya has a history of 

significant social and economic disruptions 
around elections. This is highly relevant to the 
rating and a key rating driver with a high 
weight. 
Kenya has an ESG Relevance Score of 5 for Rule 
of Law, Institutional and Regulatory Quality, and 
Control of Corruption as Kenya scores higher 

than peers on the Government Effectiveness 
pillar of the World Bank's Governance Indicator, 
but lower on Control of Corruption pillar. This is 
highly relevant to the rating and a key rating 
driver with a high weight. 

Kenya has an ESG Relevance Score of 4 for 
Human Rights and Political Freedoms as Kenya 

scores higher than peers on the Voice and 
Accountability pillar of the World Bank's 
Governance Indicators. This is relevant to the 
rating and a rating driver. 
Kenya has an ESG Relevance Score of 4 for 
Creditor Rights as willingness to service and 

repay debt is relevant to the rating and a rating 
driver, as for all sovereigns. 
Kenya; Long Term Issuer Default Rating; 
Affirmed; B+; RO:Sta; 
Short Term Issuer Default Rating; Affirmed; B;  
Local Currency Long Term Issuer Default Rating; 
Affirmed; B+; RO:Sta;  

Local Currency Short Term Issuer Default 
Rating; Affirmed; B;  
Country Ceiling; Affirmed; BB- 
Senior unsecured; Long Term Rating; Affirmed; 
B+ 
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Media Relations: Wai Lun Wan, Hong Kong, Tel: +852 
2263 9935, Email: wailun.wan@thefitchgroup.com. 
Additional information is available on 
www.fitchratings.com 
Copyright © 2019 by Fitch Ratings, Inc 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Morocco 

Fitch Affirms Morocco at 'BBB-'; 

Outlook Stable  

10-Dec-2019  
Fitch Ratings-Hong Kong-December 10: 
Fitch Ratings has affirmed Morocco's Long-
Term Foreign-Currency Issuer Default Rating 
(IDR) at 'BBB-' with a Stable Outlook. 

KEY RATING DRIVERS 

Morocco's 'BBB-' rating is underpinned by a 
record of macroeconomic stability reflected in 
relatively low inflation and GDP volatility; a low 
share of foreign-currency (FC) debt in total 
general government (GG) debt, and relatively 
comfortable external liquidity buffers. These 

strengths are balanced against weak 
development and governance indicators, high 
GG debt, and budget and current account 
deficits (CAD) that are wider than in rating 
peers. 
Fiscal deficits widened in 2018-2019 on a 
combination of adverse exogenous 
developments and moderate spending 

pressures from social issues. The 2019 budget 
raised social spending in the wake of repeated 
protests fuelled by economic discontent. Staged 
wage increases, under a three-year agreement 
concluded with labour unions in April, will raise 
payroll spending by 0.5% of GDP in 2019 and 
around 1% of GDP cumulatively in 2020. Fitch 

projects the central government (CG) deficit to 
widen for the second consecutive year in 2019, 
to 4% of GDP from 3.7% in 2018, slightly 
overshooting the initial budget target (excluding 
privatisation receipts) of 3.7%. 

Under our baseline, we forecast the CG deficit to 
stabilise at 4% of GDP in 2020 and narrow 

slightly to 3.7% in 2021. Savings on operational 
primary spending and efficiency gains on payroll 
management will offset higher personnel costs. 
Tax revenues will slowly pick up with the 
implementation of fiscal reforms recommended 
by the May 2019 national tax conference to 

broaden the tax base, reduce distortions and 
streamline collections. Fitch expects the 
government will adjust capital spending to actual 
revenue performance to keep the deficit 
contained. The GG deficit, which also includes 
social security, local governments and extra-
budgetary units, will average 2.3% in 2019-

2021, above the current 'BBB'-median of 1.7%. 
Debt dynamics remain relatively benign. GG 
debt will peak at 53% of GDP in 2020 (CG: 
66.6%), on Fitch's forecasts, up from 52% in 
2018 (CG: 65.3%), and decline to 52.3% in 

2021 (CG: 66%). The debt burden compares 

unfavourably to the current 'BBB' median of 

around 43.5% of GDP. Privatisation of non-
strategic state assets and the opening of the 
capital of some major state-owned enterprises 
(SOEs) to the private sector will reduce 
borrowing needs modestly. Around 74% of GG 
debt is dirham-denominated and held by a 

captive domestic investor base while the share 
of commercial debt in external debt remains low 
despite a EUR1 billion Eurobond issuance in 
November, the first such operation in five years. 
This favourable debt composition limits rollover 
and exchange-rate risks, and moderates interest 

service costs. 
SOE debt is high, at 25% of GDP at end-2018, 
of which around 14% of GDP is explicitly 

guaranteed by the state. The track record 
suggests a low likelihood that these liabilities will 
migrate to the sovereign's balance sheet. State 
guarantees are likely to rise under the 
government's plan to boost investment spending 

through public-private partnerships. 
External deficits compare unfavourably to rating 
peers and are forecast to improve only slowly 
over the medium term. Fitch projects the CAD to 
narrow from 5.5% of GDP in 2018 to 5% in 
2019 and 4.5% in 2020, versus a forecast 'BBB' 
median of 1.4% in 2020. The improvement in 

the CAD will be driven by the expansion of 
supply in the automotive industry and strong 
performance in light manufacturing, mining and 

tourism in combination with the projected 
decline in oil prices under Fitch's baseline. 
However, buoyant domestic demand will boost 

imports, while the difficulties faced by the global 
automotive sector and the loss of growth 
momentum in the eurozone - Morocco's main 
external partner - will constrain exports. 
Relatively large CADs will be mostly debt-
financed, as net FDI inflows will average only 
2% of GDP in 2019-2021. This will lead net 

external debt to edge up to 21% of GDP in 
2021, under Fitch's forecasts, from 16% in 2018 
and compared to a current 'BBB' median of 
7.5%. Foreign-currency reserves are relatively 

comfortable and external resilience is reinforced 
by capital restrictions on investments abroad by 
Moroccan residents and an ongoing 

precautionary arrangement with the IMF. 
However, increasing external financing needs 
against the backdrop of limited exchange-rate 
flexibility will exert pressures on FC reserves in 
the medium term. 
The government's commitment to prudent 

economic policies is a key support for the rating. 
Consistent, albeit slow, progress on reforms has 
streamlined the macroeconomic policy 
framework and enhanced resilience to shocks. In 
particular, fiscal reforms have addressed short-
term spending pressures from fuel subsidies and 

the pension system, and have considerably 

improved public finance management. Over the 
past year, the authorities have implemented 
measures to tackle overdue VAT credits and long 
payment delays in the public sector, a key 
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impediment for private sector activity. A 75-rank 

rise in Morocco's position on the World Bank's 

Ease of Doing Business Indicators over the past 
decade underscores strong progress on 
improving the business climate. 
Economic growth is in line with peers and 
expected to be broadly stable through 2021. 
Unfavourable base effects in the agricultural 

sector and drought will lead GDP growth to slow 
to 2.7% in 2019 from 3% in 2018 before picking 
up to its long-term average of 3.5% in 2020, 
driven by domestic demand. Morocco's growth 
model is heavily reliant on physical capital 
accumulation with investment around one-third 

of GDP versus a current 'BBB'-median of 23%. 
Productivity gains remain subdued reflecting 
deep-rooted impediments to private sector 

activity, including poor education outcomes and 
barriers to competition. 
Morocco ranks below peer medians on 
governance and development indicators. In 
particular, GDP per capita is less than one-

third of the current 'BBB' median and only half 

of the current 'BB' median. Persistently high 
unemployment, particularly affecting urban 
youth, is a potential source of social tension 
against the backdrop of recurring bouts of unrest 
in the Middle East and North Africa region. A 
cabinet reshuffle in October has further 
weakened the position of the government head's 

PJD party within the cabinet. It also saw a junior 
coalition member leave the governing alliance, 

which nonetheless still enjoys a comfortable 
majority in Parliament. Fitch expects the 
government to hold until the 2021 general 
elections despite continued differences within 

the five-party governing coalition. 
SOVEREIGN RATING MODEL (SRM) AND 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Morocco a score 
equivalent to a rating of 'BB+' on the Long-Term 
Foreign-Currency (LT FC) IDR scale. 
Fitch's sovereign rating committee adjusted the 

output from the SRM to arrive at the final LT FC 
IDR by applying its QO, relative to rated peers, 
as follows: 
• Macroeconomic performance, policies 

and prospects: +1 notch. The addition of +1 
notch on this pillar of the QO reflects Morocco's 
record of prudent economic policies, which 

underpins macroeconomic stability and 
translates into a low and stable inflation rate, 
muted GDP growth volatility and contained GG 
debt dynamics. The authorities have achieved 
significant progress on upgrading the 
macroeconomic policy framework in recent 

years. 
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 may, individually or 

collectively, lead to positive rating action are as 
follows: 
• Fiscal consolidation, for example from 
implementation of tax reforms, leading to a 
trend reduction in government debt/GDP; 
• Sustained improvement in the current 

account balance consistent with declining net 
external debt/GDP; 
• Over the medium term, stronger growth 
potential leading to an improvement in GDP per 
capita and/or an improvement in governance 
indicators. 

The main factors that may, individually or 
collectively, lead to negative rating action are as 
follows: 

• An increase in government debt/GDP 
driven by the fiscal stance or a materialisation of 
contingent liabilities; 
• Continued high trade and current 

account deficits placing net external debt on an 
upward path over the medium term; 
• Security developments or social 
instability affecting macroeconomic performance 
or leading to significant fiscal slippages. 
KEY ASSUMPTIONS 
We expect global economic trends and 

commodity prices to develop as outlined in 
Fitch's December 2019 Global Economic Outlook. 
Fitch forecasts real GDP growth in the eurozone, 
Morocco's main trading partner, to average of 

1.2% in 2019-2021. The agency forecasts a 
drop in average oil prices from USD65/bbl in 

2019 to USD60/bbl in 2021. 
ESG CONSIDERATIONS 
Morocco has an ESG Relevance Score of '5' for 
Political Stability and Rights as World Bank 
Governance Indicators have the highest weight 
in Fitch's Sovereign Rating Model; Morocco ranks 
below 'BBB' peers on Governance Indicators and 

unemployment and development gaps are a 
source of social tensions; this is highly relevant 
to the rating and a key rating driver with a high 
weight. 
Morocco has an ESG Relevance Score of '5' for 

Rule of Law, Institutional and Regulatory Quality 
and Control of Corruption as World Bank 

Governance Indicators have the highest weight 
in Fitch's Sovereign Rating Model; this is highly 
relevant to the rating and a key rating driver 
with a high weight. 
Morocco has an ESG Relevance Score of '4' on 
Human Rights and Political Freedoms as the 

Voice and Accountability pillar of the World Bank 
Governance Indicators is relevant to the rating 
and a rating driver. 
Morocco has an ESG Relevance Score of '4'for 
Creditor Rights as willingness to service and 
repay debt is relevant to the rating and a rating 
driver for Morocco, as for all sovereigns. 

Morocco; Long Term Issuer Default Rating; 
Affirmed; BBB-; RO:Sta;  
Short Term Issuer Default Rating; Affirmed; F3; 
Local Currency Long Term Issuer Default Rating; 
Affirmed; BBB-; RO:Sta; 
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Local Currency Short Term Issuer Default 

Rating; Affirmed; F3;  

Country Ceiling; Affirmed; BBBsenior unsecured;  
Long Term Rating; Affirmed; BBB- 
 
Media Relations: Wai Lun Wan, Hong Kong, Tel: +852 
2263 9935, Email: wailun.wan@thefitchgroup.com; 
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.,  
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 
 

Namibia 

Fitch Ratings: Namibia Election 

Outcome Could Hamper Fiscal Reform  

11-Dec-2019  
Fitch Ratings-Hong Kong/London-December 11: 
Namibia's recent elections have raised the 
risk to fiscal reforms from voter fatigue amid 
a lengthy recession and popular concerns 

about corruption, Fitch Ratings says. The 
government is committed to restoring the 
sustainability of public finances and any policy 

impact from the drop in support for the 
governing SWAPO party may take time to 
emerge, but the election outcome could increase 

pressures for populist policies against the 
backdrop of exceptionally high inequality. 
The elections saw the incumbent president, 
SWAPO's Hage Geingob, retain power. SWAPO, 

which has ruled the country since independence 
in 1990, remains the largest party in parliament. 
However, Geingob's share of the vote fell 
sharply, to 56% from 87% in 2014, and SWAPO 
lost its two-thirds super-majority for the first 
time. SWAPO retains a comfortable majority but 

the loss of support highlights voter 
disenchantment amid a continued recession and 
corruption scandal relating to fishing quotas. 
Strong governance standards have been a key 
credit strength supporting Namibia's ratings. 
Stabilising Namibia's government debt hinges 
on far-reaching fiscal reforms as significant 
spending pressures emanate from transfers to 

ailing state-owned enterprises (SOEs) and the 

elevated payroll costs. These reforms are 
already challenging given weak growth, the 
public sector's large footprint in the economy, 
and high inequality and unemployment. They 
could become more difficult if the drop in 
SWAPO support reduces backing for reform 

within the party. The next budget will be tabled 
in March 2020. 
Pressures on policymaking from high inequality 
have been illustrated by recent initiatives, such 
as plans to carve out equity stakes in private 

companies for previously disadvantaged people 
and calls for land expropriation without 

compensation. These have been withdrawn or 
resisted by the government but the election 
results could boost support for populist policies, 

including within SWAPO. 
Consolidation measures have narrowed the 
general government primary deficit by a 
sizeable 7.6pp of GDP in the four fiscal years 

to end-March 2019 (excluding transfers from 
the Southern African Customs Union). However, 
the authorities are yet to fully lay out measures 
to meet their fiscal targets. Slow implementation 
of the amended Public Enterprise Governance 

Act (which would bolster oversight of SOEs) and 
the overdue launch of the Namibia Revenue 
Agency illustrate the challenges facing reform, 
as does the delayed disbursement of a NAD2.5 
billion loan from the African Development Bank 
as conditions had not been fulfilled, although we 
still expect disbursement in the coming months. 
We forecast the general government deficit 
(including foreign-financed and off-budget 
capital spending) to narrow to 4.3% of GDP in 
the fiscal year to end-March 2022 (FY2021-
2022) from 5.1% in FY2017-2018, but this 
would still overshoot the government's 3.4% 

target. Despite the narrower deficit, general 
government debt has continued to rise, with 
debt reduction hampered by a recession that has 

lasted since 2Q16. We expect GDP to contract by 
1.2% in 2019. The government has little room 
for fiscal stimulus to jumpstart the economy and 
high SOE debt is a significant contingent liability. 
The mutually reinforcing deterioration in 
economic growth and fiscal metrics drove our 
downgrade of Namibia's sovereign rating to 

'BB'/Stable from 'BB+'/Negative in October. 
Stabilisation of debt-to-GDP or stronger 
medium-term growth prospects could lead to 
positive rating action, while further marked 
increase in the debt-to-GDP trajectory or the 
emergence of external funding pressure could 

lead to negative action. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@thefitchgroup.com. 
Copyright © 2019 by Fitch Ratings, Inc 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
 

EMERGING MARKETS 
 

JPMorgan warns of rise in emerging 

market sovereign distressed debt  

09-Dec-2019  
By Tom Arnold 
LONDON, Dec 9 (Reuters) - More emerging 

countries will be hit by debt woes in 2020, 
curbing the returns for the JPMorgan index of 
dollar-denominated sovereign bonds, the 
bank's head of emerging markets research 
said on Monday. 

Venezuela, Argentina and Lebanon have been 

among those ensnared by debt crises in 2019. 
But their small weighting in global bond indexes 
has meant contagion to other markets has been 
limited, meaning returns for the JPMorgan 
Emerging Market Bond Index Global year to date 
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are in double digits. 

But returns should flatten in 2020 partly because 

of the potential for more countries' debt to 
tumble to distressed levels, said Luis Oganes, 
head of currencies, commodities and emerging 
markets research at JPMorgan.  
"We're monitoring the situation in other 
countries with other countries potentially 
having to do some debt treatment in 2020. 

Still small ones, so we may not see this 
generating much contagion to speak of but 
the list is becoming larger," he said. 

"We're not yet thinking this is big enough to 
generate contagion for the asset class as a 
whole." 
JPMorgan in July began cutting Venezuela's 
sovereign and state oil firm PDVSA’s bonds to 

'zero weight' in its widely followed EMBI Global 
Diversified, EMBI Global and EMBI+ indices. 
Trading in the debt ground to a halt after 
Washington imposed sweeping sanctions on 
Venezuela in a bid to force President Nicolas 
Maduro and his allies from power. 
More emerging market debt trading at 

distressed levels will store up risks for when the 
global monetary cycle turns - a change not 
expected to happen in 2020, he said. 
"At some point this might come back to bite the 
asset class more. We don't think the high debt 
levels are going to be at the centre of the EM 

narrative in 2020 just yet," he said. 
Oganes said the bank expected the U.S. Federal 

Reserve to make a further interest rate cut in 
the second quarter of 2020, while rates remain 
generally low elsewhere. 
And the search for yield, a trend that has driven 
a stampede by investors into riskier assets, 

including emerging market debt, would continue, 
he said. 
"The appetite for EM will remain, (and) limit the 
contagion we get from these countries in 
distressed situations to the asset class," he 
added. 
 
(Reporting by Tom Arnold; Editing by Hugh Lawson) 
((Tom.arnold@thomsonreuters.com)) 
(c) Copyright Thomson Reuters 2019.  
©Refinitiv 2019. All rights reserved. 
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