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ASIA 
 

China 

China's local gov't debt balance at 

16.63 trln yuan by end May  

13-Jun-2018  

BEIJING, June 13 (Xinhua) -- China's local 

government debt balance stood at 16.63 
trillion yuan (about 2.6 trillion U.S. dollars) at 
the end of May, remaining within the official 
limit, data from the Ministry of Finance 
showed Wednesday. 
The country's top legislative body has decided 

that the upper limit for local government debt 
this year should be 21 trillion yuan. 

China issued local government bonds worth 
355.3 billion yuan in May and 876.6 billion yuan 
in the first five months of this year, all for debt 
swaps and refunding. 

China has made bond issuance the sole legal 
way for local governments to raise debt amid 
the nation's efforts to forestall systemic 
financial crisis. 

With the economy on a firm footing and fiscal 
revenue increasing, China lowered its fiscal 
deficit target to 2.6 percent of GDP for 2018, 
down by 0.4 percentage points compared with 

2017, the first drop since 2013. 
  
Copyright (c) 2018 Xinhua News Agency 
 
 

China holds fire on rates, posts 

"shockingly weak" activity growth  

14-Jun-2018  
•Weak activity data adds to views economy is 
losing steam 
•U.S. trade threats adding to China growth 
worries 
•Central bank surprises by holding rates, not 
following Fed hike 
•Jan-May fixed-asset investment +6.1 pct 
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y/y, 22-year low 
•May industrial output +6.8 pct y/y (poll +6.9 

pct) 
•May retail sales +8.5 pct y/y (poll +9.6 pct) 

By Kevin Yao and Fang Cheng 
BEIJING, June 14 (Reuters) - China's economy 

is finally starting to cool under the weight of a 
multi-year crackdown on riskier lending that 
is pushing up borrowing costs for companies 
and consumers, with data on Thursday 
pointing to a broad slowdown in activity in 
May. 

China's central bank sparked concerns over the 
health of the economy earlier in the day when it 
left short-term interest rates unchanged, 
surprising markets which had expected it to 
follow a hike by the Federal Reserve, as it has 
tended to do. 

Industrial output, investment and retail sales all 

grew less than expected, suggesting further 
weakness ahead if Beijing perseveres with its 
crackdowns on pollution, questionable local 
government spending and off-balance sheet 
"shadow" financing.  
The data, which showed the slowest investment 

growth in over 22 years, "was all shockingly 
weak by Chinese standards," economists at 
Rabobank said, adding that the readings may 
explain the central bank's decision to keep rates 
on hold.  
"Get ready for headlines talking about Chinese 
deleveraging hitting the economy – except it 

isn't even deleveraging yet! China is walking 
more of a tightrope than markets believe – and 
the data underline that issue clearly," they said. 
China has been walking a fine line between 
rolling out measures to curb financial risks and 
pollution and tapping the brakes so hard that 
business activity slows sharply. 

Much of their effort so far has focused on the 
banking sector rather than corporate debt 
reduction or deleveraging - possibly explaining 
why China's headline growth has been so 
surprisingly solid. GDP has expanded at a steady 
6.8 percent for three straight quarters. 

But official and unofficial gauges are now 
showing the regulatory crackdown is starting to 

filter through to the broader economy, with 
companies complaining it is harder to get 
financing and a growing number of firms 
defaulting on bonds. 
China's fixed-asset investment (FAI) growth 

cooled to 6.1 percent in January-May from the 
same period a year earlier, the slowest pace 
since at least February 1996. 
Analysts polled by Reuters had expected it to 
remain steady at 7.0 percent, the same as in 
January-April.  
Growth in infrastructure spending, a powerful 

economic driver last year, slowed to 9.4 percent 
in the first five months, from 12.4 percent in 

January-April.  
"The biggest drag on FAI here is infrastructure 
investment," said senior China economist Betty 
Wang at ANZ.  

But Wang noted there are still many 
infrastructure projects in the pipeline, and it is a 

relatively easy sector for the government to 

inject stimulus if it chooses. 
"Sure, local governments are more restrained 
by the crackdown on debt, but if there is a 
very large downside risk to the economy, the 
government is fully capable of propping it up 
again." 

May industrial output rose 6.8 percent from a 
year earlier, versus estimates for a small dip 
from April's 7 percent. 

CONSUMPTION SLOWING?  
Retail sales grew 8.5 percent in May, the slowest 
since June 2003, according to Reuters 
calculations. Analysts had expected a slight pick-
up to 9.6 percent. 
The slowdown was due to seasonal factors and 
consumers delaying purchases, Mao Shengyong, 

a spokesman at the National Bureau of 
Statistics, told reporters. 
Auto sales dipped 1 percent. China's auto 
industry said on Monday that some car buyers 
were holding off on purchases, presumably until 
import tariffs are cut from July 1. 

Mao said the economy will maintain relatively 
sound momentum in the second half, and was 
confident it will grow around 6.5 percent for the 
full year, in line with the government's target 
and Reuters polls. 
But the writing is on the wall for slower activity 
in coming months after data early this week 

showed overall credit growth cooled. 
Private sector investment, which accounts for 

about 60 percent of overall investment in China, 
also cooled. 
TRADE A BRIGHT SPOT BUT U.S. THREATS 
LOOM 
Trade was one of the few bright spots in May 

data, but analysts expect exports may also lose 
momentum in coming months amid rising trade 
tensions with the United States. 
Chinese exporters have been front-loading their 
shipments due to changes in the international 
trade environment, commerce ministry 

spokesman Gao Feng said on Thursday. 
A third round of Sino-U.S. trade talks early this 
month ended with few signs of progress, as 
Beijing warned that any trade and business 

deals reached with Washington would be void if 
it implemented tariffs. 
On Friday, Washington is expected to release a 

list of some $50 billion worth of Chinese goods 
that will be subject to a 25 percent tariff. But it 
is not clear when U.S. President Donald Trump 
would activate them, if he chooses to do so. 
GRADUAL SLOWDOWN SEEN, NOT HARD 
LANDING 
Following Thursday's data, ING cut its estimate 

for China's second-quarter GDP growth 6.7 
percent from 6.8 percent, bringing it more in 
step with other forecasters. 
Oxford Economics and Nomura kept their views 

unchanged at 6.4 percent and 6.6 percent, 
respectively. Commerz Bank also held steady, 

saying its 6.4 percent estimate is "already low". 
While much of the May data was softer, readings 
also showed the key property sector was 
generally holding up, suggesting the economy 

mailto:Publicdebtnet.dt@tesoro.it


 

PDM Network Weekly Newsletter on Emerging Markets 

For information, contact the PDM Network Secretariat at: Publicdebtnet.dt@tesoro.it 

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

  4 

will slow only a modest pace. 

Property investment growth eased in May, but a 

construction boom which began in 2016 may still 
be going strong. Data from the China 
Construction Machinery Association showed the 
sales of excavators doubled in May from a year 
earlier.  
Indeed, property sales and construction starts 

both picked up last month, with analysts saying 
cash-starved developers may be rushing out 
projects to reduce their financing pressures.  
"Current economic growth still remains relatively 
steady, so I'm not sure whether monetary and 
financial policies will change overnight in 

response," said Yang Yewei, analyst at 
Southwest Securities. 
"But I think after July and August the downward 

pressure in the economy may increase 
significantly and policy adjustments will happen 
then."  
 
(Reporting by Kevin Yao and Cheng Fang; Additional 
reporting by Yawen Chen and Stella Qiu; Writing by 
Ryan Woo; Editing by Kim Coghill) 
(( fang.cheng@thomsonreuters.com ; 8610-
66271024; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

China Jan-May fiscal expenditures up 

8.1 pct yr/yr  

14-Jun-2018  

BEIJING, June 14 (Reuters) - China's fiscal 

expenditures in the first five months rose 8.1 
percent from a year earlier, the finance 
ministry said on Thursday. 

For May alone, government spending edged up 
0.5 percent from a year earlier, compared with 
8.2 percent growth in April. 

China's fiscal revenue for Jan-May rose 12.2 
percent from the same period a year earlier, the 
ministry said on its website.  
 
(Reporting by Beijing Monitoring Desk 
Editing by Jacqueline Wong) 
(( LushaZhang1@thomsonreuters.com ; 8610-
66271276; )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Hong Kong 

Fitch Affirms Hong Kong at 'AA+'; 

Outlook Stable  

14-Jun-2018  
Fitch Ratings-Hong Kong/London-June 13: 
Fitch Ratings has affirmed Hong Kong's Long-
Term Foreign-Currency Issuer Default Rating 
(IDR) at 'AA+' with a Stable Outlook. 

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

rating action commentary. 
KEY RATING DRIVERS 
Hong Kong's ratings are underpinned by its 

exceptionally strong public and external 
finances, high income levels, and a resilient and 
flexible economy. The ratings are principally 

constrained by the territory's deep integration 

with lower-rated mainland China (A+/Stable), 

including via the banking sector. 
The strength of Hong Kong's external finances is 
exemplified by its status as the third-largest net 
external creditor among Fitch-rated sovereigns, 
at roughly 293% of GDP. The current account 
surplus was recorded at 4.3% of GDP in 2017, 

due to strong services exports and primary 
income receipts, and Fitch forecasts a surplus of 
2.8% in 2018. The risk of rising protectionism 
has the potential to negatively impact trade 
volumes and the growth outlook given Hong 
Kong's role as a trade intermediary, but is 

unlikely to undermine its external finance 
strengths. The current account has remained in 
consistent surplus over the past two decades 

despite numerous shocks, including during the 
outbreak of severe acute respiratory syndrome 
(SARS) and the global financial crisis. 
After the currency hit the weak-side of the 

convertibility band of HKD7.85 to USD1 on 12 
April 2018, the Hong Kong Monetary Authority 
(HKMA) has intervened on multiple occasions in 
order to defend the currency peg by purchasing 
Hong Kong dollars. As a result, domestic 
liquidity has contracted and local interest rates 
have increased. The agency views this 

development as consistent with the rules-based 
Linked Exchange Rate System, and a 
prerequisite for local interest rates to normalise 
in tandem with their US counterparts. Foreign 

reserves of USD435 billion as of end-April 2018, 
equivalent to 2x the monetary base, suggest the 

authorities have ample resources at their 
disposal to facilitate this normalisation process. 
Public finances remain a strength compared with 
'AA' rated peers. Fitch estimates the fiscal 
surplus rose to 5.6% of GDP in the fiscal year 
ended 31 March 2018 (FY17-18), well above the 
original budget of 0.4%, due to higher-than-

expected revenues from land sales and stamp 
duty. The FY18-19 budget speech signalled a 
shift towards a more proactive fiscal strategy, 
for which the government has set aside funds for 
various innovation and technology fields in which 

it sees strong development potential. Fitch 
forecasts a FY18-19 fiscal surplus of 3% of GDP, 

above the budget estimate of 1.7%, based on 
our expectations of continued revenue 
outperformance. 
Prudent budget management over the past 
decade has contributed to the accumulation of 
large fiscal buffers. Fiscal reserves rose to 
HKD1.1 trillion (41% of GDP) at end-March 
2018, equivalent to roughly 2.3x the projected 
FY18-19 budget expenditure, and up from 

under HKD500 billion (30% of GDP) at end-

March 2008. General government debt of 43% 
of GDP is on par with the 'AA' median of 42%, 
but largely consists of Exchange Fund 

instruments issued by the HKMA to manage the 
currency board, rather than the accumulation of 
fiscal liabilities. Excluding these instruments, 

general government debt is only 3.7% of GDP. 
Fitch forecasts real GDP growth of 3.6% in 2018 
and 3% in 2019, above the 'AA' median of 
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2.3%, and consistent with an economy operating 

at full employment. At end-April 2018, the 

unemployment rate was 2.8%, around a 20-year 
low. Domestic demand remains buoyant, with 
both consumption and investment benefitting 
from ongoing public infrastructure projects and 
rising consumption trends in mainland China. 
Nevertheless, beyond the potential for shocks 

related to protectionist trade measures, the 
ongoing withdrawal of domestic liquidity has 
precipitated a rise in domestic interest rates. 
This in turn could pressure asset prices and 
consumption trends more broadly, and introduce 
downside risks to the growth outlook. 

Property prices have continued to rise to new 
highs, having effectively tripled over the past 
decade. Household debt has risen by around 

20pp over this period, to 71% of GDP as of end-
1Q18, driven by mortgages and general use 
loans. Rising interest rates could weaken 
household debt serviceability given the 

prevalence of floating rate mortgages, and 
negatively impact consumption and broader 
property market trends. Fitch nevertheless 
believes the potential for direct spill-overs to the 
banking sector are limited, given the 
implementation of numerous rounds of macro-
prudential housing policies, under which average 

loan-to-value and debt service ratios for new 
mortgages have declined to roughly 48% and 
34%, respectively. 
Fitch expects banking-sector capitalisation, 

liquidity, and asset quality trends to remain 
sound. However, there are risks from rapid loan 

growth and a further build-up in mainland China 
related exposures, which we estimate at 
USD989 billion (286% of GDP) as of end-1Q18. 
The implementation of a counter-cyclical capital 
buffer at the highest level (2.5%) effective 
January 2019 will provide some safeguard 
against China-related risks, as a significant 

proportion of loans for use in Hong Kong have 
cross-border linkages. However, Fitch does not 
expect the HKMA to set targeted China-related 
risk limits or buffers. 
Since taking office in July 2017, the current 

administration has emphasised economic and 
social development, and will likely defer 

revisiting the topic of Hong Kong's future 
constitutional reforms until perceived social 
cleavages are alleviated and a greater degree of 
consensus exists within the community. To this 
end, the government has pledged to reduce 
supply-side bottlenecks, such as land and 

manpower, drastically increase the supply of 
public and private housing, and serve as a 
"promoter" of emerging industries. 
Another major strategic policy initiative is the 
Greater Bay Area development plan, which 
seeks to spur the freer flow of people, capital, 
goods and services across nine cities in 

Guangdong province and China's two Special 
Administrative Regions of Hong Kong and 
Macao. This could help remove supply-side 
constraints and bring sizeable economic 
opportunities to Hong Kong, given the ongoing 

development of cross-border infrastructure and 

presence of leading technology firms, talent and 

land resources in southern China. At the same 
time, deeper integration is likely to link Hong 
Kong's business cycle more closely to that of 
mainland China, and further entwine their 
institutional and regulatory frameworks. Over 
time, this could lead to a narrowing of the 

differential between their respective sovereign 
ratings. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Hong Kong a 
score equivalent to a rating of 'AA+' on the 

Long-Term Foreign-Currency IDR scale. 
Fitch's sovereign rating committee adjusted 
the output from the SRM to arrive at the final 
Long-Term Foreign-Currency IDR by applying 
its QO, relative to rated peers, as follows: 
•Public Finances: +1 notch, to reflect that 
Hong Kong's government debt stock is not 
fiscal in nature and primarily constitutes 
notes issued by the HKMA to manage the 
currency board. The territory's fiscal reserves 
also add an additional buffer to the credit 

profile. 
•Structural Features: -1 notch, reflecting 
Hong Kong's significant linkages with lower-
rated mainland China (A+), including via the 
banking sector. 

Fitch's SRM is the agency's proprietary multiple 
regression rating model that employs 18 
variables based on three-year centred averages, 

including one year of forecasts, to produce a 

score equivalent to a Long-Term Foreign-
Currency IDR. Fitch's QO is a forward-looking 
qualitative framework designed to allow for 
adjustment to the SRM output to assign the final 
rating, reflecting factors within our criteria that 
are not fully quantifiable and/or not fully 
reflected in the SRM. 

RATING SENSITIVITIES 
The main factors that could lead to negative 
action, individually or collectively, are: 
•Erosion in the independence or quality of Hong 
Kong's institutional framework, and associated 
decline in its governance standards. 

•Further concentration of banking-sector 

exposures to mainland China that make it 
increasingly different to distinguish financial 
sector risks in Hong Kong from those in China. 
•Heightened risk of a sharp slowdown in China 
or evidence that its structural rebalancing will 
have a destabilising effect on Hong Kong's 

financial sector or broader economy. 
The main factor that could lead to positive action 
is: 
•Confirmation that the economies of both Hong 
Kong and mainland China are resilient to China's 
transition away from debt-fuelled growth or 
resilient to a full economic cycle. 

KEY ASSUMPTIONS 

•Hong Kong maintains the Linked Exchange Rate 
System with the US dollar. 
The full list of rating actions is as follows: 
Long-Term Foreign-Currency IDR affirmed at 
'AA+'; Outlook Stable 
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Long-Term Local-Currency IDR affirmed at 

'AA+'; Outlook Stable 

Short-Term Foreign-Currency IDR affirmed at 
'F1+' 
Short-Term Local-Currency IDR affirmed at 'F1+' 
Country Ceiling affirmed at 'AAA' 
Issue ratings on long-term senior unsecured 
local-currency bonds affirmed at 'AA+' 

Issue ratings on short-term senior unsecured 
local-currency bonds affirmed at 'F1+' 
Issue ratings on global sukuk trust certificates 
affirmed at 'AA+' 
 
Media Relations: Wai-Lun Wan, Hong Kong, Tel: +852 
2263 9935, Email: wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

India 

Government bond yields poised to rise 

as market reacts to RBI's rule change  

13-Jun-2018  
The Reserve Bank of India (RBI) announced 
an important regulatory change in 
Wednesday’s monetary policy review, which 
reduces banks’ demand for government bonds 
by around 2% of aggregate deposits. We 
estimate that is equal to roughly Rs 2.3 

trillion. While the market was expecting a move 

along these lines, government bond yields are 

likely to rise as the market reacts to the change 
over time, in our view. 
At face value, the RBI eased the regulatory 
requirement for banks pertaining to liquidity. 
Digging deeper into the rules, the move is likely 
to accentuate concerns of oversupply and banks’ 

unwillingness to hold government bonds in 
excess of the requirement. To understand this, 
we need to go through the technical details of 
the regulatory landscape of banks’ demand for 
government bonds. 
Indian banks demand government bonds to 
meet two kinds of regulatory requirements: 

The statutory liquidity requirement, which is 

prescribed at 19.5% of net demand and time 
liabilities, or, roughly, aggregate deposits. 
The liquidity coverage ratio under Basel III 
norms, which is defined in terms of high-quality 
liquid assets. This is equal about 17% of 
aggregate deposits, based on channel checks 

with banks. 
Banks mostly meet these liquidity requirements 
by holding government bonds. As part of 
existing regulations, banks were allowed an 
overlap equal to 11% of aggregate deposits to 
meet both these requirements. The policy 

change relaxes that to 13%, effectively reducing 
banks’ regulatory demand for government bonds 

by 2% of aggregate deposits. 
Bond yields rise as market prices in regulatory 
change 
Shouldn’t the central bank freeing up Rs 2.3 
trillion of additional liquidity be seen as a 

positive for banks? We argue not. The reason: 

negative sentiment in the bond market created 

by the RBI’s hawkishness over the past few 

years. For instance, the RBI waited for inflation 
to drop below 2% last year to deliver a rate cut, 
but hiked rates when inflation rose to 4.2% in 
April this year (adjusted for the direct impact 
from higher housing rent allowance that the RBI 
says should be looked through). The RBI’s 

mandate is to target inflation of 4% +/- 2 
percentage points. 
The prevailing environment of rising bond yields, 
in part due to RBI’s hawkish policy bias, has 
made banks unwilling to hold government bonds 
in excess of their liquidity requirements. This is 

because banks fear capital losses, which now 
need to be marked to market. Previously, banks 
were not required to mark to market a part of 

their excess holdings of government bonds, and 
public-sector banks typically held this excess to 
support bond yields. 
Given that public sector banks are already 

reeling under stress from a cleanup of bad loans 
in the banking system, their appetite for booking 
treasury losses has aptly disappeared. The fact 
that the RBI has allowed banks to spread their 
capital losses on bond holdings over the next 
four quarters is unlikely to help much. 
Banks’ holding of statutory liquidity reserves 

We estimate that as of May 11, statutory 
liquidity reserves of banks were equal to 29.7% 
of aggregate deposits. That means banks’ 
excess holding of government bonds totalled -

0.8% of aggregate deposits 
Over the past few months, the excess statutory 

liquidity reserves of banks declined to 29.7% 
from 31% (see chart above). 
This resulted in banks needing to issue 
certificates of deposit to meet their LCR 
requirement, and caused short-term yields to 
spike. The regulatory easing helps banks meet 
their liquidity coverage ratio and eases stress at 

the short end of the yield curve. But the 
pressure will now shift to longer-tenor 
government bonds and the corporate bond 
market, which uses government bonds as a 
benchmark. An easier solution would be for the 

RBI to simply give up its hawkish bias on 
monetary policy. 

The only other way out is rapid economic growth 
that generates a strong rise in aggregate 
deposits and, in turn, leads to organic bank 
demand for government bonds. But once again, 
Wednesday’s RBI rate hike and such regulatory 
changes that are likely to further pressure 

corporate bond yields higher are not conducive 
to a growth recovery. 
 
Abhishek Gupta is an economist at Bloomberg India 
Copyright (c) 2018 Business Standard Ltd. 
 
 

India Bonds Rise On Short Covering As 

Fed Hike Expected  

14-Jun-2018  
By Dharam Dhutia 
NewsRise 

mailto:Publicdebtnet.dt@tesoro.it
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MUMBAI (Jun 14) -- Indian government bonds 

higher in thin-volume early trade amid likely 
short covering from some traders, as Federal 
Reserve’s rate hike was expected, say traders; 
benchmark bond now at INR95.09, yielding 
7.91%, against INR94.84 day’s low and 

INR94.96 previous close. “Even though the Fed 
has hinted at two more rate hikes, the market is 
not reacting to it. Traders who are short are 
looking to cover, which is leading to price gains,” 

says trader with a private bank. Fed hiked its 
policy rate by 25 basis points yesterday, while 
members hinted at two more rate hikes in 2018, 
against earlier expectation of one. “Since 8% is 
being seen as a strong support, with rupee and 
crude oil remaining steady for past few days, 
traders are not comfortable in continuing short 

positions,” another dealer adds. Benchmark 
bond yield tipped in 7.90%-7.96% band today. 
 
- By Dharam Dhutia; dharam.dhutia@newsrise.org; 
91-22-61353308 
- Edited By Debasis Basak 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

Foreign Banks Sold Net 10.28 Billion 

Rupees Of Indian Government Bonds 

Today  

14-Jun-2018  

By Mumbai Newsroom 

NewsRise 
MUMBAI (Jun 14) -- Foreign banks were the 

biggest sellers of Indian government bonds 
today, selling a net of 10.28 billion rupees, 
according to Clearing Corp. of India data 
computed by Reuters.  

State-run banks were the largest buyers of 
Indian government bonds today, purchasing a 

net of 5.92 billion rupees, the data showed.  
Total traded volume in sovereign bonds stood 
at 277.70 billion rupees today, slightly higher 
than 276.89 billion rupees recorded 
yesterday.  

Indian government bonds fell today, with the 

benchmark 7.17% bond maturing in 2028 
settling at 94.87 rupees, yielding 7.94%, from 

94.96 rupees and a 7.93% yield at the previous 
close.  
 
- By Mumbai Newsroom; editorial@newsrise.org; 91-
22-61353300 
- Edited By Gourab Das 
- Send Feedback to feedback@NewsRise.org 
- Copyright (c) 2018 NewsRise Financial Research & 
Information Services Pvt Ltd 
 
 

Iran 

Iran to issue bonds for investment in 

oil sector  

12-Jun-2018  
LONDON, June 12 (Reuters) - Iran will issue 

bonds in the coming months to fund oil 
projects, the head of its Securities and 

Exchange Organization (SEO) said on 
Tuesday, a month after the United States 
withdrew from a nuclear deal and said it 
would reimpose unilateral sanctions. 

It was not immediately clear whether Iran would 
seek foreign buyers for the bonds, something 
which could prove difficult given concerns among 
Western companies that they could be penalised 

by Washington for continuing to work with 
Tehran.  
The U.S. sanctions on Iran’s petroleum industry 
will take effect on Nov. 4, but many European 
refiners, as well as buyers in Asia, are already 
winding down Iranian oil purchases. 
In May, French oil major Total said it might pull 

out of its investment in Iran’s South Pars gas 
field if it cannot secure a waiver from the U.S. 
government. 
"The Securities and Exchange Organization 
(SEO) and the oil ministry have been negotiating 
for one and a half years over the issuing bonds 
for oil projects ... We are hopeful that this would 

be implemented in a few months," the head of 
SEO, Shapour Mohammadi was quoted as saying 
by state news agency IRNA. 
"This will help all Iranians to participate in 
investment in oil projects," he added. 
Iran’s oil minister Bijan Zanganeh said last 

month that foreign investment was needed to 
develop its oil industry, but that it could survive 

if foreigners decided to stay away. 
 
(Writing by Bozorgmehr Sharafedin; Editing by Jane 
Merriman and Mark Potter) 
(( bozorgmehr.sharafedin@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Israel 

Israel raises growth estimate to 3.5 pct 

in 2018, 3.4 pct in 2019  

10-Jun-2018  

JERUSALEM, June 10 (Reuters) - Israel's 

government raised its economic growth 
estimates by 0.3 percentage point for this 
year and next, citing better than expected 
private spending and exports and an 
expansion of capacity at Intel's chip plant. 

Growth is forecast at 3.5 percent in 2018 and 
3.4 percent next year, the Finance Ministry said 
on Sunday in updated estimates. It expects 

growth of 3.3 percent in 2020. 
The new forecasts are more in line with those 
from the Bank of Israel, IMF and OECD. 

The ministry also raised its tax revenue 
estimates for 2018 and 2019 by 1.4 billion 
shekels ($392.5 million) and 1.5 billion shekels, 
respectively. 

Finance Minister Moshe Kahlon said he still 
planned to lower taxes but did not provide 
details. He said he aims for annual economic 
growth of about 5 percent. 
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($1 = 3.5665 shekels) 
(Reporting by Steven Scheer; Editing by Tova Cohen) 
(( steven.scheer@thomsonreuters.com ; +972 2 632 
2210; Reuters Messaging: 
steven.scheer.thomsonreuters.com@reuters.net ; 

Twitter: https://twitter.com/StevenMScheer) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Jordan 

Jordan Eurobonds rise after $2.5 bln 

Gulf aid pledge  

11-Jun-2018  
LONDON, June 11 (Reuters) - Jordan's 

Eurobonds jumped to their highest in a week 
on Monday after Saudi Arabia, Kuwait and the 
United Arab Emirates pledged $2.5 billion of 
aid to the kingdom which has been rocked 
recently by protests sparked by austerity 

measures.  
The 2047 bond added 2.05 cents to trade at 
93.37 cents, while the 2026 and 2027 issues 
also rose more than 1 cent, Thomson Reuters 
data showed.  
 
(Reporting by Karin Strohecker; editing by Sujata Rao) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Qatar extends $500 mln aid package to 

Jordan  

13-Jun-2018  
AMMAN, June 13 (Reuters) - Qatar has 

extended a $500 mln aid package to Jordan 
that includes investments, project finance and 
job opportunities for Jordanians, an official 
source in Amman said on Wednesday. 

Two days ago, Qatar's Gulf neighbours Saudi 
Arabia and the United Arab Emirates - with 
which it is embroiled in a diplomatic row - and 
Kuwait pledged $2.5 billion to help Jordan. 

The kingdom's cash-strapped economy has been 

hit by regional turmoil and IMF-driven austerity 
measures triggered a wave of protests over 
price hikes and subsidy cuts this month that 
brought down the government. 
Jordan’s economy has struggled to grow in 
the last few years under chronic deficits as 
private foreign capital and aid flows have 

slipped. 

The Qatari package includes opening 10,000 
jobs for Jordanians in the wealthy Gulf state 
alongside project finance and job-generating 
investments in the kingdom, the source said.  
Wednesday's pledge was delivered by Qatar's 
Foreign Minister Sheikh Mohammed bin 
Abdulrahman Al Thani who met King Abdullah 

in Amman, the source added. 

The UAE and Saudi Arabia, together with 
Bahrain and Egypt, imposed a boycott on Qatar 
in June 2017, severing diplomatic and transport 
ties and accusing it of supporting terrorism. 

Doha denies that and says the pressure is aimed 

at stripping it of its sovereignty. 

 
(Reporting by Suleiman Al-Khalidi 
Editing by Matthew Mpoke Bigg and John Stonestreet) 
(( suleiman.al-khalidi@thomsonreuters.com ; +962 79 
5521407; Reuters Messaging: suleiman.al-
khalidi.reuters.com@thomsonreuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Jordan's king swears in new cabinet 

led by ex-World Bank economist  

14-Jun-2018  
•New cabinet mandated to present new tax 
reform proposals 
•Cabinet mix of conservative politicians, 
technocrats 
•New finance minister to complete 
negotiations with IMF  
•Jordan a relative oasis of stability in 

turbulent region 

By Suleiman Al-Khalidi 
AMMAN, June 14 (Reuters) - Jordan's King 

Abdullah on Thursday swore in a new 
government led by a former World Bank 
economist and mandated to review a disputed 
tax system after widespread protests against 
IMF-driven austerity measures. 

A government official said the new cabinet 

decided at a meeting after the swearing-in 
ceremony decided to withdraw a contentious 

personal and corporate tax bill which the 
previous government had sent to parliament and 
triggered the protests.  
Abdullah, a relatively secure U.S. ally in a 
conflict-ridden Middle East, appointed Omar al-

Razzaz, a Harvard-educated economist outside 
the ranks of the traditional political elite, as 
prime minister last week. 
Razzaz replaces Hani Mulki, a business-friendly 
politician who was dismissed to defuse public 
anger that triggered some of the largest popular 
protests in years. 

Thousands of Jordanians took to the streets in 
Amman and in provincial towns earlier this 
month against a series of tax rises since the 

start of the year. Protesters called for sacking 
the government and scrapping a tax bill which 
unions and civic groups blamed for worsening 

poverty and unemployment.  
Foreign Minister Ayman Safadi and Interior 
Minister Samir al Mubaydeen kept their posts in 
Razzaz's 28-member cabinet, dominated by a 
mix of conservative politicians and Western-
leaning technocrats, including seven women. 
"The (economic) challenges we face are the 

accumulation of decades, in fact... nearly two 
decades," Razzaz said, pledging to address 
sluggish growth and eroding living conditions.  
Rajai Muasher, a conservative politician and 
influential banker and among Jordan's wealthiest 

businessmen, was appointed as deputy prime 
minister.  

Official sources said the government is expected 
to maintain traditional support for U.S. policies 
in the Middle East and continue with 
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International Monetary Fund-guided reforms. 

Razzaz appointed long-time veteran finance 

ministry official Izzeddin Kanakrieh as the new 
finance minister to complete negotiations over a 
tough three-year programme with the IMF. 
TAX HIKES 
Critics and some officials blame the speedy 
implementation of the programme for successive 

tax hikes this year which infuriated many 
Jordanians and sparked the wave of protests. 
Razzaz, who was education minister in the 
previous administration, acknowledged after 
being appointed that the previous government 
had rushed into tax rises and pledged to engage 

a wide cross section of society on future levies. 
The broad-based popular protests were led by 
middle class professionals, unemployed 

graduates and youth who feel alienated and 
disenfranchised in a country where donors and 
diplomats say corruption is rampant. 
Critics and economists say the brunt of taxation 

is borne by salaried professionals in the vibrant, 
urban private sector that underpins the 
economy, and that tax evasion by a wealthy 
business and political elite has become 
widespread. 
Most of the increased revenue the government 
has secured from a series of tax hikes this year 

has gone to maintaining a bloated bureaucracy 
in a country with some of the world's highest 
government spending relative to its economy.  
After an IMF arrangement that induced some 
fiscal stability, Jordan agreed in 2016 to a 
more ambitious three-year programme of 
long-delayed structural reforms. The aim is to 
reduce public debt to 77 percent of GDP by 
2021 from 95 percent now.  

Jordan has seen public debt spiral to nearly 
$40 billion, driven in part by the expansionist 
fiscal policies of successive governments keen 
to create jobs and raise public sector pay to 
head off an repeat of 2011 "Arab Spring" 
unrest. 

Cutting public sector jobs, either by cutting 
defence spending or streamlining the civil 
service, would greatly curb spending but both 

are political red lines in Jordan. 

That left the IMF little choice but to seek higher 
taxes to rein in public debt.  
In the wake of the protests, Saudi Arabia, 
Kuwait and the United Arab Emirates pledged to 
extend an aid package of $2.5 billion to help 
Jordan's economy weather the crisis.  

Rival Qatar also pledged on Wednesday $500 
million in cash and investments, officials said.  
 
(Reporting by Suleiman Al-Khalidi 
Editing by Mark Heinrich) 
(( suleiman.al-khalidi@thomsonreuters.com ; +962 79 
5521407; Reuters Messaging: suleiman.al-
khalidi.reuters.com@thomsonreuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Malaysia 

Moody's says Malaysian government's 

fiscal policies will be pivotal to credit 

quality  

13-Jun-2018  
June 12 (Reuters) -  
Moody's says Malaysian government's fiscal 
policies will be pivotal to credit quality. 

Moody's says estimates revenue lost from 

scrapped tax would measure around 1.1% of 
GDP in 2017, 1.7% beyond 2018; further 
straining Malaysia's fiscal strength. 
Moody's says with regard to the growth outlook, 
the change in Malaysian government will not 
materially alter growth trends in the near term. 
Moody's says the removal of the goods and 

services tax in Malaysia could boost private 
consumption in the short term. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Pakistan 

Pakistan Eurobonds fall after rupee 

slump   

11-Jun-2018  
LONDON, June 11 (Reuters) - Pakistan's 

Eurobonds fell on Monday following what 
traders said appeared to be the country's 
third currency devaluation in seven months. 

The 2027-maturing bond  fell 0.75 cents to trade 
at 89.76 cents - the first time the bond had 
slipped below the 90 cent mark, Thomson 
Reuters data showed. A 2025 bond  fell 0.61 
cents as well, to its lowest level since February 

2016.  
Pakistan's economy is forecast to expand by 
close to 6 percent this year which would be the 
fastest pace in more than a decade. 
A widening current account deficit, however, has 
fuelled speculation it will need its second 

International Monetary Fund (IMF) bailout since 
2013.  
 
(Reporting by Karin Strohecker; editing by Marc Jones) 
(( karin.strohecker@thomsonreuters.com ; 
+442075427262; Reuters Messaging: 
karin.strohecker.reuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Pakistan's new rupee devaluation 

shows economic risk before election  

11-Jun-2018  
•The central bank devalued the rupee in 
December and March 
•Forex reserves now cover only two months 
of imports 
•Growing speculation Pakistan may return to 

IMF for loans 
•Economic turmoil comes as general elections 
loom 

By Syed Raza Hassan and Asif Shahzad 
KARACHI/ISLAMABAD, June 11 (Reuters) - The 

Pakistani rupee slumped 3.8 percent against 
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the dollar on Monday before slightly 
recovering in what appeared to be the third 

currency devaluation in seven months by the 
central bank amid fears of a balance of 
payments crisis. 

The rupee's decline to 119.85 per U.S. dollar 
threatens to squeeze consumers just days 
before the Eid holiday, which ends the Islamic 
fasting month of Ramadan, and ahead of a 
general election set for July 25. 
The apparent devaluation shows signs of 
vulnerability in Pakistan's nearly $300 billion 
economy, as dwindling foreign reserves and a 
widening current account deficit trigger 
speculation about going back to the 
International Monetary Fund for loans for the 
second time since 2013. 

The State Bank of Pakistan said on Monday the 

rupee's fall was a "market-based adjustment", 
adding it was monitoring the situation "and 

stands ready to ensure stability in the financial 
markets and curb the emergence of speculative 
pressures." 
Ashfaque Hasan Khan, an economist with the 
National Institute of Science and Technology, 
said the interim government that now holds the 

reins during the election campaign might itself 
be forced to go to the IMF. 
Khan said the interim government needs to take 
policy decisions to curb imports and increase 
exports, but so far the caretaker government 
has not taken enough steps. 

"If we rely exclusively on the rupee devaluation 

to address our balance of payment crises, this 
will have disastrous consequences," he said. 
The outgoing government led by the Pakistan 
Muslim League-Nawaz has touted its 
stewardship of the economy as a reason to bring 
the party back to power, but foreign reserves 
are now at a low of two months' worth of 

imports. 
The PML-N policy for years was to keep the 
rupee relatively stable in what was widely 
considered a managed float, but as the current 
account deficit widened and foreign reserves 
dropped to about half their peak, the policy 

shifted.  

Since December, the rupee has fallen by about 
14 percent. 
The rupee closed at 119.85 per U.S. dollar on 
Monday after opening at 115.63. Earlier in the 
day, it traded close to 121 per dollar, traders 
said. 

"On Monday the central bank didn't intervene (to 
support the rupee) and allowed the market to 
determine the rupee value," Samiullah Tariq, 
director of research at Arif Habib Securities, told 
Reuters 
Withdrawal of support would have the effect of 
devaluing the currency as the SBP is the most 

influential player in the thinly traded local 
foreign exchange market and controls what is 

widely considered a managed float system. 
In December and in March, the rupee was 
devalued, each time by about 5 percent, by the 
central bank.  

Pakistan's economy is expected to expand by 

close to 6 percent this year, the fastest pace in 

more than a decade, but a widening of the 

current account deficit has brought new worries. 
The current account deficit now stands at $14 
billion, around 5.3 percent of gross domestic 
product, an SBP official said. 
The economic outlook has been hurt by the 
fast depletion of foreign currency reserves, 
which now stand at just over $10 billion.  

Pakistan is currently in discussions with China 
for loans to ease pressure on its foreign currency 
reserves.  
Over the weekend, the shortage of foreign 
currency widened the spread at which the rupee 
is traded in the open market and the interbank 
market to 4 rupees. 

"Whatever has happened again today is the 

reflection of growing pressure on the balance of 
payments side,” Khan told Reuters. 
"It also exposes the outgoing government claims 
that ... they are leaving the economy in good 
shape. That unfortunately isn't the case." 

Pakistan's currency woes came as another South 
Asian country was hit by concerns about trade 
deficits and external factors including rising oil 
prices and the strong U.S. dollar. 
The Sri Lankan rupee slipped to a fresh record 
low of 159.80 per dollar on Monday, dragged 
down by a lack of support for the local currency 

form exporters, dealers said. 
 
(Reporting by Syed Raza Hassan; Writing by Kay 
Johnson. Editing by Nick Macfie and Sam Holmes) 
(( raza.hassan@thomsonreuters.com )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Saudi Arabia 

Fitch Affirms Saudi Arabia at 'A+'; 

Outlook Stable  

11-Jun-2018  
Fitch Ratings-Hong Kong/London-June 11: 
Fitch Ratings has affirmed Saudi Arabia's 
Long-Term Foreign-Currency Issuer Default 

Rating (IDR) at 'A+' with a Stable Outlook. 

A full list of rating actions is at the end of this 
rating action commentary. 
KEY RATING DRIVERS 
Saudi Arabia's ratings are supported by strong 
fiscal and external balance sheets, including 
exceptionally high international reserves, low 

government debt, significant government assets 
and commitment to an extensive reform agenda. 
These strengths are balanced by oil dependence, 
weak World Bank governance indicators and 
elevated geopolitical risks. The fiscal break-even 
Brent price, which we estimate at around 
USD80/bbl, is higher than for many regional 

peers, and growth is projected to stay below the 

'A' and 'AA' medians. 
We expect the central government deficit to 
narrow only gradually, to 6.4% of GDP in 
2019 (SAR180 billion), from 8.3% in 2017, as 
renewed growth in spending offsets sharp 

increases in both oil and non-oil revenue. This 
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is under our current baseline Brent price 

assumption of USD57.5/bbl in 2018 and 2019, in 

line with Fitch's March 2018 Global Economic 
Outlook. The 2018 budget deficit, which we 
forecast at 8.4% of GDP, indicates a shift of 
focus from austerity towards a more growth-
supportive fiscal policy, particularly when taken 
together with the postponement of the target 

year for fiscal balance to 2023 from 2020. 
Central government spending already rose in 
2017 after two years of consecutive declines. 
The immediate budgetary impact of structural 
non-oil revenue measures is being offset by 
additional spending to soften their social impact. 

This year started with the introduction of a 5% 
value added tax (VAT), a 130% hike to petrol 
prices, increases to household electricity tariffs 

as well as an increase in levies on expatriates. 
However, in the 2018 budget, revenue from VAT 
and energy price reforms will largely be offset by 
means-tested allowances from the new SAR32 

billion Citizen's Account. The 2018 budget also 
earmarks SAR72 billion of central government 
spending for a private sector stimulus 
programme focused on infrastructure, SME and 
export financing. Another SAR50 billion stimulus 
package was announced shortly after the 
publication of the 2018 budget (to be funded by 

receipts from last year's anti-corruption 
campaign and savings elsewhere). 
Amid persistent deficits, we expect that the 
government will continue to issue domestic 
and international debt and draw down on its 
deposits at the Saudi Arabian Monetary 
Authority (SAMA). We see the central 
government debt ratio rising to around 27% 
of GDP in 2019 from a little over 17% in 2017, 

by which time debt net of general government 
deposits at SAMA could turn positive. Our 
fiscal forecasts imply net financing needs of 
around SAR230 billion in 2018 and SAR180 
billion in 2019. 

We assume no proceeds from privatisation in 
2018-19. The government's privatisation 
programme unveiled in April this year targets 
proceeds of SAR40 billion by 2020 from selling 

or otherwise handing over to the private sector 

various government assets. The IPO of a 5% 
stake in Saudi Aramco would be in addition to 
this but has been delayed until at least 2019 and 
in any case the authorities intend for any 
eventual proceeds to be transferred to the Public 
Investment Fund (PIF). 

Saudi Arabia's current account swung to a 
surplus of 2.2% of GDP in 2017 from a deficit of 
3.7% in 2016 as a result of a bounce back of 
hydrocarbon receipts and continued compression 
of merchandise imports. However, SAMA 
reserves still fell as a result of capital outflows 
(partly related to PIF investments abroad). We 

expect SAMA reserves to fall by a further USD22 
billion in 2018 and USD11 billion in 2019, amid 

continued capital outflows and a narrowing of 
the current account surplus (reflecting recovery 
in domestic demand, capital spending and 
imports). This takes into account some support 

for the capital account from a gradual pick-up in 

inward FDI (from a low of USD1.4 billion in 

2017) and inward portfolio equity investment 

(related to Saudi Arabia's inclusion in major 
equity indices). 
If Brent averages USD70/bbl (as it has year to 
date), assuming no further increases in spending 
beyond what we forecast, the central 
government deficit could be 4.1% of GDP in 

2018, the financing requirement would shrink by 
more than 50%, government drawdowns from 
SAMA would become unnecessary and 2018 
could see a build-up of SAMA foreign reserves to 
the tune of USD16 billion. SAMA net foreign 
assets have already increased by USD9 billion in 

the first four months of 2018. 
We expect a pick-up of growth to 1.8% in 2018 
and 1.9% in 2019. The fiscal expansion will 

accelerate non-oil growth, although, in our view, 
it is still likely to be held back by elevated 
domestic uncertainty and uncertainty over the 
regional environment (tensions with Iran and 

the war in Yemen). Real GDP contracted 0.7% in 
2017 on the back of a 4.8% decline in crude 
output (in excess of Saudi Arabia's commitment 
to OPEC but offset somewhat by higher refining 
activity). Non-oil GDP grew 1% (up from no 
growth in 2016), likely helped by the clearance 
of arrears in the private sector and generally 

improved confidence as a result of higher oil 
prices. Structural reforms under the Vision 2030 
programme could boost growth over the medium 
term. 

In our view, political risks are elevated 
compared with peers and historical norms, due 

to Saudi Arabia's prominent role in a volatile 
region, the country's increasingly assertive 
stance in foreign affairs and the rapid pace of 
political and social change domestically. In 
particular, tensions between Saudi Arabia and 
Iran have increased over Yemen, Iran's nuclear 
programme and its influence across the region. 

There is a growing risk, albeit still small, that 
these tensions could escalate into a more direct 
conflict between Saudi Arabia and Iran. Houthi 
missile attacks from Yemen into Saudi Arabia, 
which Saudi Arabia believes are being supported 

by Iran, have increased in frequency and range. 
Even in the absence of interstate conflict, an 

expansion of the military campaign in Yemen 
would entail significant fiscal and economic 
costs. 
SOVEREIGN RATING MODEL (SRM) and 
QUALITATIVE OVERLAY (QO) 
Fitch's proprietary SRM assigns Saudi Arabia a 

score equivalent to a rating of 'A-' on the Long-
Term Foreign-Currency (LTFC) 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 large 
government deposits held with SAMA as well 

as other government assets. 
•External finances: +1 notch, to reflect the 
large size of sovereign net foreign assets, 
largely held as international reserves and the 
strong net external creditor position. 
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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 following factors could, individually or 
collectively, trigger negative rating action: 
•Erosion of the fiscal or external positions, for 

example as a result of a failure to implement 
fiscal consolidation or due to a renewed fall in oil 
prices; and 

•Spill-over from regional conflicts or a domestic 
political shock that threatens stability or affects 
key economic policies or activities. 
The following factors could, individually or 

collectively, trigger positive rating action: 
•Fiscal consolidation or an extended rise in oil 
prices that generate a sustainable fiscal surplus 
and reverse the decline in the government's net 
creditor position. 
KEY ASSUMPTIONS 
Fitch assumes that Brent crude prices will evolve 

in line with its March 2018 Global Economic 
Outlook. 
The full list of rating actions is as follows: 
Long-Term Foreign- and Lcoal-Currency IDRs 

affirmed at 'A+'; Outlook Stable 
Short-Term Foreign- and Local-Currency IDRs 

affirmed at 'F1+' 
Country Ceiling affirmed at 'AA' 
Issue ratings on long-term senior unsecured 
foreign-currency bonds affirmed at 'A+' 
Issue ratings on KSA Sukuk Limited global trust 
certificates (sukuk) affirmed at 'A+' 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com; Wai-Lun Wan, 
Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 
 

Sri Lanka 

Sri Lankan rupee hits record low; lack 

of exporter dollar sales weigh   

11-Jun-2018   
COLOMBO, June 11 (Reuters) - The Sri Lankan 

rupee hit a record low on Monday, as importer 
dollar demand outpaced greenback sales by 
exporters who held back from selling the U.S. 
currency expecting a further decline in the 

rupee, dealers said. 

The spot rupee hit an all-time low of 159.80 per 
dollar, surpassing its previous low of 159.00 hit 
on Friday. 
The currency ended the day at 159.60/90 per 
dollar, weaker than Friday's close of 159.00/10. 

It has declined 3.9 percent so far this year. 

"There was demand for dollars and we saw some 

foreign banks buying dollars. But there were not 
many sellers, and exporters are staying away 
expecting further depreciation," a currency 
dealer said. 
"The rupee is under pressure mainly because of 
the global trend and this trend is not specific to 

the Sri Lankan rupee alone. We see the global 
currencies weakening against the dollar." 
Dealers said the rupee will be under pressure, 
with exporters staying on the sidelines 
anticipating a fall in the unit, in line with other 
emerging market currencies. 

Dealers expect the rupee to trade in the 163-
165 range by end of the year. 
The Central Bank of Sri Lanka told the Daily 

Mirror that recent pressure on the rupee was 
due to low dollar supply, the greenback's 
strengthening, rising oil prices, and capital 
outflows from the emerging markets due to 

rising U.S. interest rates. 
"Currently, the exchange rates of many 
countries compared to the U.S. dollar are at 
historic lows," the newspaper quoted the central 
bank. 
The central bank was not immediately available 
for comment. 

Foreign investors sold government securities 
worth a net 2.8 billion rupees ($17.60 million) in 
the week ended June 6, bringing the outflow so 
far this year to 19.9 billion rupees, central bank 

data showed. 
 
($1 = 159.1000 Sri Lankan rupees) 
(Reporting by Ranga Sirilal and Shihar Aneez; Editing 
by Biju Dwarakanath) 
(( ranga.sirilal@thomsonreuters.com ; +94-11-232-
5540; Reuters Messaging: 
ranga.sirilal.thomsonreuters.com@reuters.net ; 
www.twitter.com/rangaba)) 
(c) Copyright Thomson Reuters 2018. 
 
 

South Korea 

Korean credit stable after Trump-Kim 

summit concludes  

12-Jun-2018  
SINGAPORE, June 12 (IFR) - The conclusion of 

the historic meeting of US President Donald 
Trump and North Korean leader Kim Jong Un 
in Singapore today had little impact on Asian 
credit, reflecting the modest outcome of the 

talks. 

Trump and Kim signed a letter agreeing to 
establish new relations between the two 
countries, make efforts towards peace, and work 
towards the denuclearisation of the Korean 
peninsula, as agreed in the April 27 declaration 
by North and South Korea. Trump said the 

summit had gone "better than anyone could 
have expected", and invited Kim to the White 
House for further talks. 
South Korea's sovereign US dollar bond due 
January 2027 tightened 2bp in trading today to 

mailto:Publicdebtnet.dt@tesoro.it
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yield 3.61%, or Treasuries plus 65bp. 

Korean sovereign five-year CDS tightened less 

than half a basis point, to 42.8bp. The Asia ex-
Japan iTraxx investment grade CDS index 
tightened 1bp. 
In quasi-sovereign credit, the Export-Import 
Bank of Korea's April 2027 bonds tightened 
2bp to Treasuries plus 103bp, while Korea 
Development Bank's January 2026 bonds 

were flat at Treasuries plus 101bp. 

 
(Reporting by Daniel Stanton; Editing by Vincent 
Baby) 
(( daniel.stanton@thomsonreuters.com ; +65 
64174548; Reuters Messaging: 
daniel.stanton.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Fitch: Korean Diplomacy Effort Has 

Scope to Ease Structural Risk  

14-Jun-2018  
Fitch Ratings-Hong Kong/Singapore-June 13: 
The summit meeting held this week between 
the US and North Korean leaders continues 
the de-escalation of tensions on the Korean 
peninsula; while the joint statement on 
denuclearisation, if followed through, could 
eventually allow the normalisation of North 
Korea's international relations and reduce the 

structural risks to South Korea's sovereign 

credit profile, says Fitch Ratings. However, the 

statement lacked details on what 
denuclearisation means and how it would be 
achieved. Any peace process is likely to be 
lengthy and prone to breakdown. 
The most important potential rating implications 

are for South Korea, where we have long 
factored in geopolitical risks to the sovereign 
balance sheet due to the potential for conflict 
and possible reunification costs over the long 
term. Our 'AA-'/Stable sovereign rating on South 
Korea is one notch lower than that implied by 
our Sovereign Rating Model, largely to take 

these risks into account. 
The diplomatic process has the potential to 
break the decades-long cyclical pattern of rising 

and falling tensions between North and South 
Korea. Tensions were higher during 2017 and 
early 2018 than they had been for many years. 
The summit between South Korean President 

Moon Jae-in and North Korea's Kim Jong-un in 
late April calmed the stand-off, and led to this 
week's meeting. 
Normalisation of relations following 
denuclearisation could have substantial long-
term benefits for the South Korean economy. 
In particular, some opening of the border could 
help to mitigate the impact of South Korea's 

weak demographics through immigration. It 
could also provide a low-wage production base 
for South Korean firms, as well as presenting a 

new market for their products. North Korea also 
has substantial natural resources. 
However, it is still not clear whether the recent 

summits will mark the start of a permanent, 
structural de-escalation of tensions. Negotiations 

are only just starting, and details are still to be 

worked out. In particular, the agreement on 

denuclearisation does not address each side's 
different view of what that process would 
involve. North Korea, for example, would 
probably maintain that denuclearisation should 
entail the removal of the US's nuclear umbrella 
from South Korea. It is also unclear what access 

the North would allow to international weapons 
inspectors. There could be additional 
complications arising from the positions of other 
stakeholders, not only South Korea but China 
and Japan as well. 
Complete denuclearisation could take years, 

even if both sides were to agree on the process, 
and there would be a risk of progress being 
derailed by disagreements. Moreover, it is 

possible that a breakdown in the diplomatic 
process could be a trigger for conflict. North 
Korea has failed to follow up on promises in the 
past, including denuclearisation of the peninsula. 

It is possible that the North Korean regime 
would become frustrated if sanctions are not 
removed as quickly as it hopes. Details of 
President Donald Trump's pledge of "security 
guarantees" to North Korea are also unclear, 
and might not be seen by the regime as strong 
enough for it to give up its nuclear weapons. 

Reflecting these uncertainties, there was little 
financial market reaction to the completion of 
the summit and the joint statement. 
The implications of the peace process for South 

Korea's sovereign balance sheet are also 
uncertain. President Trump said in his press 

conference that he expects South Korea and 
Japan to help pay for denuclearisation in the 
North. Reunification does not appear to be on 
the cards for the foreseeable future, but it is a 
long-term possibility. South Korea's National 
Assembly Budget Office has estimated that 
reunification could cost the government an 

average of 3.9% of GDP annually over 45 years. 
 
Media Relations: Leslie Tan, Singapore, Tel: +65 67 96 
7234, Email: leslie.tan@fitchratings.com; Wai-Lun 
Wan, Hong Kong, Tel: +852 2263 9935, Email: 
wailun.wan@fitchratings.com. 
Additional information is available on 
www.fitchratings.com 
 

EUROPE 

 

Albania 

Albania’s end-March gross foreign debt 

edges down 0.3% q/q  

11-Jun-2018  
TIRANA (Albania), June 11 (SeeNews) – 
Albania’s gross foreign debt totalled 7.91 
billion euro ($ billion) at the end of March, 
down 0.3% compared to the level at the end 
of December, the country's central bank said 
on Monday. 

The external debt of Albania's general 
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government, commercial banks and central bank 

fell in the first quarter, while the debt of the 

non-financial sector increased, according to 
figures released by the central bank. 
 
($=0.8902 euro) 
Copyright 2018 SeeNews 
 
 

Bosnia 

Bosnia's Serb Republic to hold 

Eurobond road show starting June 11  

11-Jun-2018  

SARAJEVO (Bosnia and Herzegovina), June 11 
(SeeNews) – The finance ministry of Bosnia's 

Serb Republic said it would hold a road show 
to promote its 200 million euro ($235.7 
million) five-year Eurobond issue from June 
11 to June 15. 

The finance ministry will hold meetings with 
potential investors in Vienna, Zurich, Geneva, 

Frankfurt, Luxembourg and London ahead of the 
auction, to be held on the Vienna Stock 
Exchange on June 21, the finance ministry said 
in a statement late on Friday. 
The interest rate on the issue is expected to 
stand between 4.5% and 5.0%. The Eurobond 
will mature on June 28, 2023, 

This will be first bond issue of the Serb Republic 
on the international market. 

The Serb Republic is one of the two entities that 
form Bosnia and Herzegovina, the other is the 
Federation. 
 
($=0.848706 euro) 
Copyright 2018 SeeNews. 
 
 

Bosnia's Federation cancels all 

Treasury paper planned in Q3  

13-Jun-2018  
SARAJEVO (Bosnia and Herzegovina), June 13 

(SeeNews) – The ministry of finance of 

Bosnia's Federation said on Wednesday it is 
cancelling all auctions of government 
securities planned in the third quarter of 
2018. 

The cancellation is due to its adequate level of 
liquidity and the reduced need for financing, the 
ministry said in a statement. 

According to the auction calendar posted on the 
finance ministry website, the entity planned to 
offer 170 million marka ($102.2 million/86.9 
million euro) worth of Treasury paper in the 
third quarter. 
The Federation is one of the two autonomous 
entities forming Bosnia and Herzegovina. The 

other one is the Serb Republic. 
 
(1 euro=1.95583 Bosnian marka) 
Copyright 2018 SeeNews. All rights reserved. 
 

 

Czech Republic 

Czech economy ready for another hike 

-ratesetter Nidetzky  

13-Jun-2018  
•CNB policymaker says 25 bps rate hike in 
June possible 
•Says no real difference in hiking in June or 
August  
•Weak crown, strong data pushing case for 
hike 
•C.bank's outlook only sees rates rising 
around year-end 

By Robert Muller and Jason Hovet 

PRAGUE, June 13 (Reuters) - The Czech 

economy is ready for another interest rate 
hike as soon as this month as the labour and 
housing markets start to overheat, ratesetter 
Tomas Nidetzky said. 

The Czech National Bank raised its benchmark 
two-week repo rate by 25 basis points to 0.75 
percent in February, its third move since 

becoming the first monetary authority in the 
European Union to tighten policy last August. 
Debate over how soon it may lift rates again has 
intensified this month as the Czech crown 
sputters, wages rise at their fastest in 15 years 
and inflation exceeds policymakers' 2 percent 
target. 

"I do not think there is a difference if we (raise 

rates) now in June, or in August, or that it would 
matter significantly for the economy," Nidetzky 
told Reuters in an interview on Tuesday.  
"In other cases I always said: 'Let's wait for 
figures from the economy and the new outlook.' 
Today we already have the figures." 

The comments are among the most hawkish in 
the current debate by any member of the central 
bank's seven-strong board, which next meets on 
June 27. 
The bank updates its economic outlook in 
August. The current one, built on assumptions 

an appreciating crown would provide the bulk of 
monetary tightening in 2018, sees rates rising 

only at the turn of the year. 
But with a tight labour market adding to 
inflationary pressures, some central bankers 
have signalled a hike may come this year.  
Markets are positioning for a move by 

September. Some analysts say recent data 
would warrant a hike by August and a few that 
June is not too early. 
Vice-Governor Mojmir Hampl, the lone vote for a 
rate increase in May, has also signalled he wants 
rates to go up quickly, while Governor Jiri 
Rusnok last week said crown weakness was 

creating space for a hike, without specifying 
when. 
CROWN SLIPPING 

Nidetzky said he did not worry that widening the 
interest rate differential with the European 
Central Bank would cause the crown to firm too 

much, a factor that has made the bank cautious. 
The crown, battered by a dollar rally and jitters 
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over Italy since May, is about 2 percent weaker 

than the central bank assumed in its outlook, 

stuck at around 25.70 to the euro. 
In a Reuters poll last Thursday, analysts forecast 
only small strengthening in the next three 
months. 
Nidetzky said the crown was only one part of a 
model, though he would wait for the bank's new 

economic outlook before commenting on the 
pace of further tightening after the next hike. 
The central bank is contending with an economy 
set to grow almost 4 percent this year.  
Real wages grew 6.6 percent in the first quarter, 
unemployment is around a two-decade low at 3 

percent, and prices of new apartments in Prague 
are growing in the double digits. 
Nidetzky said the economy was moving above 

equilibrium and the housing and jobs markets 
were starting to overheat. 
 
(Reporting by Robert Muller and Jason Hovet; editing 
by John Stonestreet) 
(( jason.hovet@thomsonreuters.com ; +420 224 190 
476; Reuters Messaging: 
jason.hovet.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

Czech central bank's Benda: can 

discuss rate rise this month   

13-Jun-2018  

PRAGUE, June 13 (Reuters) - The Czech central 

bank may discuss raising interest rates 
already at its June 27 board meeting, board 
member Vojtech Benda was quoted as saying 
in an interview with Bloomberg. 

He said he would only decide on how to vote 
after seeing all data available by the meeting. 
"I find it legitimate to discuss raising interest 
rates already at the June 27 meeting," Benda 

told Bloomberg.  
"To prevent a further build-up of inflationary 
pressures, I’m inclined toward faster rate 
increases already this year. But whether I will 
vote for a hike in June, I can’t say until I see all 
the available analyses and make a decision." 

Benda's comments followed a similar hawkish 
tone set by fellow board member Tomas 
Nidetzky in a Reuters interview earlier on 
Wednesday. 
Vice-Governor Mojmir Hampl had already voted 
for a rate hike in May, meaning the hawkish 
camp on the seven-member board was building 

as wages, inflation and house prices grow in the 
strong economy while the crown currency has 
underperformed the central bank's projections. 
 
(Reporting by Jan Lopatka, editing by Jason Hovet) 
(( jan.lopatka@thomsonreuters.com ; 
+420224190474; Reuters Messaging: 
jan.lopatka.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

 

Hungary 

Hungary floats cautious 2019 budget, 

citing euro zone risks  

13-Jun-2018  
•Budget deficit seen at 1.8 pct/GDP 
•Economy expected to grow by 4.1 pct 
•No major tax reform planned 
•Financial sector taxes unchanged 

BUDAPEST, June 13 (Reuters) - Hungary plans 

no major tax changes next year but will boost 
budget reserves to cope with any risks 
emerging from the euro zone, Finance 
Minister Mihaly Varga said on Wednesday. 

He added that he expected the forint to stabilise 

after recent falls. 
Prime Minister Viktor Orban has shored up 
Hungary's finances with unconventional reforms, 
including hefty taxes on banks and utility 
companies as well as a tax on financial 
transactions. 
The measures have helped wrestle Hungary's 
budget deficit below the European Union's 
ceiling, 3 percent of gross domestic product. 
When presenting the 2019 draft budget, 
Varga said the government would remain 
committed to fiscal discipline. 
Hungary projects a budget deficit worth 1.8 
percent of gross domestic product next year, 
while economic growth is seen at 4.1 percent, 
slightly below a 4.3 percent rate forecast for 
2018. 

"Given that trends have emerged in the world 
economy, which may also affect Hungary 
unfavourably, we have planned with even more 
caution than before," Varga said. 
"We continue to assess the prospects of the 
Hungarian economy favourably. The foundations 
of growth are stable, but there are certain signs 

of a crisis in the euro zone which we need to be 
mindful of." 
The forint, along with other Central European 
currencies, has weakened in the past weeks as 
the dollar rallied and U.S. Treasury yields rose. 
At 1500 GMT, it traded at 320.85 per euro, 

having recovered from one-year-lows hit early 
this month. The currency was now weaker than 
the 311.3 level assumed in the 2019 budget, 
Varga said. Major tax rates, such as corporate 
and personal income taxes will remain 
unchanged next year, he said. The new budget 
also reckons with somewhat higher income from 

a bank tax and a financial transaction levy, 
despite calls by some bankers in Hungary to 
lower the rates to make domestic lenders more 
competitive. 
 
(Reporting by Gergely Szakacs, editing by Larry King) 
(( gergely.szakacs@tr.com Twitter: 
https://twitter.com/szakacsg ; +36 1 327 4748; 
Reuters Messaging: 
gergely.szakacs.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
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Hungarian central banker says no need 

to change easing bias for now  

14-Jun-2018  
•CPI could temporarily exceed 3 pct 
•Still expects to reach target in 2019 

•Bank monitors oil prices, exchange rates, 
ECB 
•Next policy meeting due on Tuesday 

By Gergely Szakacs and Marton Dunai 
BUDAPEST, June 14 (Reuters) - Hungarian 

central bank rate setter Gyula Pleschinger 
said on Thursday he saw no reason for now 
for the bank to change its easing bias, and 
that it still expected inflation to climb to its 3 
percent target next year. 

Hungarian bond yields have risen in recent 

weeks while the forint plumbed near two-year-
lows, on rises in U.S. Treasury yields and 
prospects of the European Central Bank ending 
its monetary stimulus programme. 
"Obviously we monitor oil prices, exchange rate 
developments and global events," Pleschinger 

told Reuters on the sidelines of a central bank 
conference. "The European Central Bank 
represents a yardstick - what they do, what they 
think, what they expect. We will act accordingly, 
if needed." 
The ECB holds a policy meeting on Thursday at 
which it will debate whether to end its huge 

asset purchase scheme by year-end. 

The National Bank of Hungary (NBH), one of 
Europe's most dovish central banks, meets on 
Tuesday, when it will also present its quarterly 
inflation report. 
"For now I see no reason to deviate from our 

easing bias," said Pleschinger, one of nine NBH 
ratesetters. "There may be market moves which 
temporarily boost inflation, but it can remain 
within the tolerance range." 
The central bank's tolerance range is plus/minus 
1 percentage point around the 3 percent 
medium-term target, which Pleschinger said he 

expected to be reached in the second quarter of 
2019. 
Having held around 2 percent for the better part 

of the past year, Hungarian annual headline 
inflation rose to 2.8 percent in May. Core 
inflation, which excludes fuel, was unchanged at 
2.4 percent, data showed last week. 

 
(Reporting by Gergely Szakacs and Marton Dunai 
Editing by John Stonestreet) 
(( gergely.szakacs@tr.com Twitter: 
https://twitter.com/szakacsg ; +36 1 327 4748; 
Reuters Messaging: 
gergely.szakacs.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Poland 

Public debt up 2.8 pct q/q in 1st 

quarter 2018 Public debt rose by PLN 

27.4 billion in the 1st quarter of 2018 

compared to the end of 2017.  

11-Jun-2018  

2018-06-11 
Poland's public debt stood at PLN 989.2 billion 
(EUR 231.79 billion) at the end of the first 
quarter of 2018, 2.8 percent up on the end of 
2017, the Ministry of Finance announced on 
Monday. 

Public debt rose by PLN 27.4 billion in the 1st 

quarter of 2018 compared to the end of 2017. 
The Ministry of Finance explained in a press 
release that the rise was due to: a rise in 
government debt of PLN 28.7 billion (EUR 6.7 
billion - up 3.2 percent), including State 
Treasury consolidated debt of PLN 28.8 billion 
(EUR 6.7 billion - also up 3.2 percent), a drop in 

local government debt of PLN 1.4 billion (EUR 

318.3 million - down 2.0 percent), including of 
territorial local government units and their 
associations by PLN 1.4 billion (EUR 328.8 
million - down 2.1 percent), and a rise in social 
insurance debt of PLN 0.3 million (EUR 70,000 - 

up 0.4 percent).  
 
Copyright (c) 2018 PAP - POLSKA AGENCJA PRASOWA 
SA 
 
 

Romania 

National Bank of Romania - Balance of 

payments and external debt – April 

2018   

13-Jun-2018  
In January - April 2018p, the balance-of-

payments current account posted a deficit of 
EUR 2 053 million, compared with EUR 1 786 
million in January - April 2017; the deficit on 
trade in goods widened by EUR 414 million, 
the surplus on services income narrowed by 
EUR 143 million, the deficit of the primary 
income balance contracted by EUR 354 
million, and the surplus of the secondary 
income balance decreased by EUR 64 million.  

Non-residents' direct investment in Romania e 

totalled EUR 1,493 million (compared with EUR 
1,198 million in January - April 2017), of which 
equity (including estimated net reinvestment of 
earnings) amounted to EUR 1,945 million and 
intercompany lending recorded a negative net 
value of EUR 452 million.  
•long-term external debt at end-April 2018 
stood at EUR 67,730 million (71.2 percent of 

total external debt), down 1.3 percent from 
end-2017;  
•short-term external debt at end-April 2018 
amounted to EUR 27,340 million (28.8 percent 
of total external debt), up 10 percent against 
end-2017.  

Long-term external debt service ratio ran at 
19.9 percent in January - April 2018 against 

23.9 percent in 2017. At end-April 2018, goods 

and services import cover stood at 5.3 months, 
a level similar to that of end-2017 (5.4 months).  
At end- April 2018, the ratio of the National 
Bank of Romania's foreign exchange reserves to 
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short-term external debt by remaining maturity 

came in at 82.1 percent, against 87.2 percent at 

end-2017.  
Methodological Notes  
1.Balance of payments data are updated on a 
monthly basis. Data for the current period 
together with the revised data for the base 
period are available under Data sets; historical 

monthly and quarterly data back to 2005 are 
available in the Interactive database.  
2.The international standard framework for 
statistics on the transactions and positions 
between an economy and the rest of the world 
lays down in the sixth edition of the IMF's 

Balance of Payments and International 
Investment Position Manual (BPM6). The BPM6 
methodology has been transposed into the EU 

legislation based on Commission Regulation (EU) 
No 555/2012 on Community statistics 
concerning balance of payments, international 
trade in services and foreign direct investment, 

as regards the update of data requirements and 
definitions.  
3.In order to analyse current account data, the 
following aspects should be considered:  
1.3.1. Goods (on a BOP basis): Source: National 
Institute of Statistics (NIS) - International Trade 
of Goods. Imports FOB are calculated by the 

NBR based on the CIF/FOB conversion factor of 
1.0430 set by the NIS. The balance of payments 
principle consists in entering goods based on the 
'change in economic ownership' criterion (goods 

acquired by residents are included, irrespective 
of whether the goods cross the country border 

or not), while in international trade statistics 
goods are recorded based on the 'cross-border' 
criterion (goods are recorded when crossing the 
border, irrespective of whether they belong to 
residents or not). In order to ensure 

compliance with the 'change in economic 
ownership' principle, the NIS data are 
adjusted by the NBR, so that the values of 

exports and imports of goods in the BOP 
statistics are different from those in 

international trade statistics. The main 
difference between the two types of statistics 
comes from manufacturing services on physical 

inputs owned by others which, according to 
BPM6, has been reclassified from Goods to 
Services and the data source has been changed 

from International Trade in Goods to the 
Quarterly Survey on international trade in 
services conducted by the NBR;  
2.3.2. Services: Source: Quarterly Survey on 
International Trade in Services;  
3.3.3. Primary income: includes compensation of 
employees, investment income (direct 

investment, portfolio investment, other 
investment) and other primary income (taxes, 
subsidies);  
4.3.4. Secondary income: includes current 

private transfers and transfers of the general 
government.  

•Foreign direct investment: The permanent debt 
between affiliated financial intermediaries 
(banks, NBFIs) is not treated as direct 
investment, but recorded under financial 

account/other investment.  

•The balance of external public debt is cash-

based (excluding unmatured accrued interest). 
External direct public debt includes external 
loans taken directly by the Ministry of Public 
Finance and local governments in compliance 
with the legislation on public debt, including the 
financial instruments acquired by non-residents - 

calculated at market value. External publicly 
guaranteed debt includes external loans 
guaranteed by the Ministry of Public Finance and 
local governments in compliance with the 
legislation on public debt. According to BPM6, 
the allocation of SDRs (item I.3.1 in the table) is 

included in the long-term external debt.  
•Long-term external debt service ratio is 
calculated as a ratio of long-term external debt 

service to exports of goods and services.  
•Import cover is calculated as a ratio of the 
international reserves (foreign exchange + gold) 
at the end of period to average monthly imports 

of goods and services for the period under 
review.  
•Short-term external debt by remaining maturity 
refers to the short-term external debt 
outstanding at the end of period plus the 
payments related to long-term external debt due 
in the following 12 months.  

 
(C) Copyright 2018 - National Bank of Romania 
 
 

Romania's sells 400 mln lei of April 

2019 treasury bonds  

14-Jun-2018  
BUCHAREST, June 14 (Reuters) - Romania sold 

a planned 400 million lei (101.37 million) 
worth of April 2019 treasury bonds on 
Thursday, with the average accepted yield at 
3.09 percent, central bank data showed.  

Debt managers last sold the paper in November 
2017 at an average yield of 2.31 percent. 

So far this year, they have sold about 17 billion 
and 252 million euros of domestic debt. They 
have also tapped foreign markets for 2.0 billion 
euros of 2028 and 2030 Eurobonds, as well as 

$1.2 billion of 2048 dollar bonds. 
 
($1 = 3.9458 lei) 
(Reporting by Radu Marinas) 
(( radu.marinas@thomsonreuters.com ; +40 21 305 

5266; Reuters Messaging: 
radu.marinas.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Russia 

Russia, on quest for budget savings, to 

raise retirement age  

14-Jun-2018  
•Government says it wants to raise 
retirement age from 2019 
•Retirement age for men would rise to 65 
from 60 
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•Retirement age for women would rise to 63 
from 55 

•Government also proposes raising VAT to 20 
pct from 18 pct 

By Andrey Ostroukh and Polina Nikolskaya 
MOSCOW, June 14 (Reuters) - Russia's 

government wants to raise the retirement age 
for both men and women and to increase 
value-added tax, unpopular measures it hopes 
will ease pressure on state finances, Prime 
Minister Dmitry Medvedev said on Thursday. 

Russian officials, including President Vladimir 

Putin, have long talked about raising the 
retirement age but have shied away from doing 
so, in part because such measures risk stirring 
up popular discontent and damaging politicians' 
popularity.  
However, Medvedev said on Thursday that the 

government, which Putin re-appointed last 
month after his own re-election for another six-
year term, was now facing a shrinking workforce 
and had to act to protect the budget.  
"We have long prepared for a higher retirement 
age and have only reached this point now," 
Medvedev told a cabinet meeting in an 

announcement that coincided with the opening 
of soccer's World Cup in Russia.  
Medvedev said the government wanted to 
increase the retirement age for men to 65 from 
60 years of aged and for women to 63 from 55. 
The changes would be introduced gradually, 
starting in 2019. 
The Russian budget is under pressure from a 
growing number of pensioners and a 
shrinking workforce caused by sluggish birth 
rate in the early 2000s.  

A higher pension age would allow the 
government to raise pensions payments while 
freeing up state funds that could be spent on 
spurring economic growth amid Western 

financial and economic sanctions. 
Medvedev said the government also wanted to 
raise value- added tax to 20 percent from 18 
percent. That increase could add at least an 
extra 600 billion roubles ($9.64 billion) a year to 
government revenue, said First Deputy Prime 
Minister Anton Siluanov. 

He said a higher rate of VAT would lead to 
higher prices, adding 1.5 percent to the 
consumer inflation index. 
The central bank made no immediate comment 
on the measures proposed by the government, 
observing a week of silence before a rate-setting 

meeting on Friday. 
The government is likely to introduce legislation 
into the State Duma, the lower house of 
parliament, in the near future to enact the VAT 
and retirement age changes.  
It is rare for the Duma, which is controlled by 
the ruling party, United Russia, to oppose the 

government on major policy initiatives.  
 
($1 = 62.2125 roubles) 
(Writing by Andrey Ostroukh, editing by Andrew 
Osborn and Larry King) 
(( andrey.ostroukh@thomsonreuters.com ; +7 495 
775 1242; )) 
(c) Copyright Thomson Reuters 2018. 

 
 

Fitch: Russian Growth Gets Limited Oil 

Price Boost; Reforms Key   

14-Jun-2018  
Fitch Ratings-London-June 14: Russia will see 

limited near-term economic gains from higher 
oil prices because of prudent monetary and 
fiscal policy settings under the country's 
improved policy framework, which reduces 
the impact of oil price moves, Fitch Ratings 

says. Boosting weak medium-term growth 
prospects is a key challenge for the new 
government. 
In its latest Global Economic Outlook published 

on Wednesday, Fitch reduced its 2018 and 2019 
Russian real GDP growth forecasts slightly, to 

1.8% and 1.9%, respectively, from 2% for both 
years, following lower-than-expected growth in 
2017 and 1Q18. This is despite the rise in oil 
prices, driven by supply shocks and robust 
demand. We have increased our oil price 

forecasts to USD70 a barrel this year and 
USD65/bbl next year, up from USD57.5/bbl for 
both years. 
The positive growth impact of higher oil prices 
has been limited partly by restraint in output 
related to the so-called 'OPEC+' agreement, 

although this may be eased. But the more 
muted effect than in previous commodity cycles 
also reflects changes to Russia's policy 

framework since 2014, including a more flexible 
exchange rate, inflation targeting and fiscal 
restraint. 
A tight monetary stance aims at anchoring low 

inflation, and the government is not spending its 
oil windfall as its budget rule uses a conservative 
baseline of USD40/bbl in real terms. The finance 
ministry's foreign-exchange intervention 
programme is intended to accumulate savings 
and reduce the impact of oil price moves on the 
real effective exchange rate, limiting the boost 

to domestic demand from real rouble 
appreciation and avoiding a loss of 
competitiveness. Under Fitch's updated oil 
forecast, the government could replenish its 

fiscal buffers by USD60 billion in 2018. 
Policy framework improvements have helped 
Russia, which is rated 'BBB-' with a Positive 

Outlook, navigate the commodity shock and 
reduce the impact of oil price volatility on the 
economy and macroeconomic stability. This 
has been positive for the country's sovereign 
credit profile, notwithstanding the near-term 
growth implications. 

Our 2020 forecast sees growth slowing to 1.5%, 
closer to Russia's estimated long-term trend 
(1.2% according to Fitch Economics) and 

significantly weaker than the 'BBB' category 
median. Improved resilience and macroeconomic 
stability could facilitate private-sector 

investment (including FDI) and hence growth, 
but this may require further reforms that 
improve the business environment in areas 
ranging from infrastructure to institutional 

constraints. The risk of tighter international 

mailto:Publicdebtnet.dt@tesoro.it


 

PDM Network Weekly Newsletter on Emerging Markets 

For information, contact the PDM Network Secretariat at: Publicdebtnet.dt@tesoro.it 

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

  19 

sanctions could also dampen private-sector 

investment. Addressing adverse demographic 

dynamics could involve pension reform, 
reportedly being discussed by the government, 
and providing incentives to formalise the 
economy. 
Following his election victory in March, President 
Vladimir Putin has set out development goals to 

improve Russians' quality of life, halve the 
poverty rate, boost productivity, competitiveness 
and innovation, address adverse demographics 
and make the country a top-five global 
economy. Meeting these goals is likely to require 
the implementation of a comprehensive and 

consistent reform agenda, which would depend 
on strong political will. In the meantime, 
spending on education, health and infrastructure 

would provide some additional fiscal support to 
growth. 
The government estimates that the goals in the 
President's May decree require RUB8 trillion in 

addition to already budgeted expenditure. The 
reappointment of key economic officials supports 
our view that Russia will continue entrenching its 
prudent policy framework. The government's 
ability to harmonise a push for greater growth 
with preserving the improved policy framework, 
including lifting permanent revenues and 

redirecting spending, will be an important 
element of our sovereign credit analysis. 
 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
The above article originally appeared as a post on the 
Fitch Wire credit market commentary page. The 
original article can be accessed at 
www.fitchratings.com. All opinions expressed are 
those of Fitch Ratings. 
 
 

Serbia 

Serbia, IMF reach deal on new 30-

month non-financial arrangement  

13-Jun-2018  

BELGRADE, June 13 (Reuters) - An 

International Monetary Fund (IMF) mission 
reached a staff-level agreement on a 30-
month non-financial arrangement with Serbia, 
the lender said on Wednesday. 

In February, Serbia ended a three-year 1.2 
billion euro ($1.4 billion) deal with the IMF under 
which it undertook measures to trim public debt 

and budget gap, including cuts in public sector 
wages and pensions. It did not draw on any 
funds. 
A new deal is designed to maintain 
macroeconomic and fiscal stability while 
supporting structural reforms in order to 
speed up Serbia's economic growth, make it 
more sustainable and to foster job creation 
and improve living standard, the IMF said. 

The so-called Policy Coordination Instrument 
(PCI), drafted to provide advice and monitoring 
for countries that do not need financial support, 

is subject consideration by the lender's 

Executive Board, tentatively scheduled for mid-

July, it added. 
"Under these policies, Serbia's macroeconomic 
outlook remains strong," James Roaf, the IMF 
team leader was quoted as saying in a 
statement. 
Serbia's economy grew 4.6 percent in the first 

quarter and growth bis forecast to reach at least 
3.5 percent this year, he said. Inflation is seen 
at around 2 percent by the end of 2018, 
supported by the appropriate central bank's 
monetary policy. 
"Fiscal policy under the PCI aims at preserving 

the hard-won gains to keep public debt on a firm 
downward path, while supporting stronger 
sustainable growth," said Roaf, adding that the 

lender expects another year of fiscal surplus in 
2018. 
"For 2019 onwards, the programme targets a 
small overall deficit, aiming to reduce public 
debt to below 50 percent of GDP..., while 

providing space for an increase in capital 
spending and some targeted reductions in the 
tax burden on businesses and labour," he 
said. 

That would help accommodate the unwinding of 
crisis-era temporary pension cuts and the 
transition to a new public wage system, while 
ensuring that pension and wage bills do not 
increase as shares of national output, said Roaf. 

He said that employment and wage system 

reforms would be key for improving the 
efficiency of public services and containing 
current expenditure. 
 
($1 = 0.8517 euros) 
(Reporting by Maja Zuvela in Sarajevo; Editing by 
Toby Chopra) 
(( maja.zuvela@thomsonreuters.com ; +387 33 295 
485; Reuters Messaging: 
maja.zuvela.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 

 

LATIN AMERICA AND 
CARIBBEAN 

 

Argentina 

Fitch: IMF Deal Supports Argentina but 

Political Risks Loom  

11-Jun-2018  
Fitch Ratings-London-June 11: Argentina's 
IMF program mitigates sovereign financing 
risks after the erosion in market confidence, 

supporting the 'B' rating and Stable Outlook, 

Fitch Ratings says. But future rating prospects 
depend on executing measures to restore policy 

credibility and reduce macroeconomic 
vulnerabilities, which face considerable political 
uncertainty. 
Argentina began talks with the IMF last month 

after political resistance to the ruling coalition's 
reform agenda and policy credibility setbacks 
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helped drive a major peso selloff and erosion in 

market sentiment. Our revision of the sovereign 

Outlook to Stable from Positive on 4 May 
reflected the negative implications for economic 
prospects and the policymaking environment. 
Fitch now projects inflation will rise to 27.5% by 
year-end on pass-through from peso 
depreciation. This will erode real wages and 

confidence, while monetary and fiscal tightening 
weighs on consumption and investment. We 
have reduced our 2018 real GDP growth forecast 
to 1.3% from 2.6%, continuing a weak and 
volatile growth pattern. 
The USD50 billion "exceptional access" stand-by 

arrangement with the IMF should support 
Argentina's 'B'/Stable rating against this more 
difficult backdrop by mitigating sovereign 

financing risks. An initial USD15 billion 
disbursement will help cover borrowing needs in 
2018-2019, with the rest available on a 
precautionary basis. The program will be 

accompanied by loans from other multilaterals, 
and could catalyze additional market funding. 
The government has agreed to pursue faster 
fiscal consolidation, allow the exchange rate 
to float freely, and grant the central bank 
formal autonomy and end its financing of the 

treasury. These policy adjustments could face 
considerable political risk. President Macri's 
popularity has dropped sharply, and social 

protests have intensified. It is not yet clear if the 
opposition will support or resist adjustments in 

the run-up to 2019 elections. 
Accelerating fiscal consolidation is likely to be 
most difficult measure. Fitch expects the 
government to achieve the 2018 primary deficit 

target of 2.7% of GDP due to new spending 
cuts, buoyant tax collections early this year, and 
higher-than-expected inflation (raising revenues 
more quickly than spending). But achieving 
subsequent targets - 1.3% in 2019, 0% in 2020, 
and a 0.5% surplus in 2021 - will be much 
harder. 

Taxes are already high, and set to fall somewhat 
due to tax reform. The spending profile is rigid, 
dominated by social benefits (60% of primary 
spending) that face upward pressure from 

demographics and a new indexation formula that 
references higher past inflation. This puts an 
even greater consolidation burden on capital 

spending, transfers to provinces, subsidies, and 
salaries, which are all politically sensitive. 
Recent protests and Congress' vote to stall 
utility rate rises - although vetoed - could 
portend resistance to further energy and 
transportation subsidy cuts. Public salary or 

payroll cuts could face resistance from unions. 
The government expects to put public debt to 
GDP on a downward path next year, but debt 
dynamics are highly sensitive to uncertain macro 
variables. Abrupt peso depreciation has revealed 

a steeper underlying debt trajectory that was 
previously masked while peso depreciation 

lagged behind inflation. Fitch projects central 
government debt to surpass 70% of GDP in 
2018. The figure is lower net of the easily 
refinanced debt held by the central bank, at 

52%, but this is only moderately below the 'B' 

median of around 60%. Interest to revenue is 

already above the median, at 11%. 
Debt accumulation has far exceeded reported 
fiscal deficits in recent years, suggesting that 
accounting issues may be understating 
borrowing needs and therefore the effort 
needed for debt stabilization. For example, 
last year's government net borrowing of 
USD55 billion exceeded the USD34 billion 
deficit, likely reflecting the inclusion of some 

non-cash items as revenues and below-the-
line settlement of some obligations. 

 
Media Relations: Peter Fitzpatrick, London, Tel: +44 
20 3530 1103, Email: 
peter.fitzpatrick@fitchratings.com. 
The original article can be accessed at 
www.fitchratings.com. All opinions expressed are 
those of Fitch Ratings. 
 
 

Argentina to use $7.5 bln from IMF 

deal to finance budget  

13-Jun-2018  
BUENOS AIRES, June 13 (Reuters) - Argentine 

authorities have asked to use $7.5 billion of 
the $50 billion financing deal signed with the 
International Monetary Fund to fund their 
budget, IMF Managing Director Christine 
Lagarde said in a statement on Wednesday.  

That marked half of the 30 percent of the total 

that authorities requested be disbursed 
immediately, Lagarde said. The Finance Ministry 
said in a separate statement that the $7.5 billion 
would be sold on the market through pre-
announced daily auctions conducted by the 
central bank.  

The peso currency added to gains after the 
Finance Ministry announcement, but turned 
negative later in the session. It closed down 2.5 
percent weaker at a record-low 26.40 per U.S. 
dollar, as the central bank retreated from the 
spot market after selling reserves early in the 

day. 
A Treasury Ministry spokesman said the 
government would soon publish a letter of intent 

of the policies it would implement in the context 
of the IMF deal. 
The IMF board is expected to meet to discuss 
final approval of the Argentina deal on June 20.  

 
(Reporting by Caroline Stauffer and Luc Cohen 
Editing by Chizu Nomiyama and David Gregorio) 
(( luc.cohen@thomsonreuters.com ; +54 11 4318 
0645; +54 9 11 2313 4203; Reuters Messaging: 
luc.cohen.thomsonreuters@reuters.net ; Twitter: 
https://twitter.com/cohenluc) ) 
(c) Copyright Thomson Reuters 2018. 
 
 

Argentina bonds track the peso lower  

14-Jun-2018  

By Paul Kilby 
NEW YORK, June 14 (IFR) - Argentina bonds 

were under pressure again on Thursday amid 
another rout for the country's currency.  

mailto:Publicdebtnet.dt@tesoro.it


 

PDM Network Weekly Newsletter on Emerging Markets 

For information, contact the PDM Network Secretariat at: Publicdebtnet.dt@tesoro.it 

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

  21 

The sovereign's Century bonds were being 

spotted at 81.00 in early afternoon trading, 

marking an approximately 1.5 point drop on the 
day, according to a broker.  
Bonds issued by oil firm YPF were also sinking in 
the secondary with its 6.95% 2027 hitting 
91.00, down 1.75 points from opening levels, 
according to MarketAxess data. 

This comes as the peso renewed its slide to 
reach 27.70 against the dollar in early afternoon 
trading, marking a record low for the currency.  
Confusion over the government's agreement 
with the International Monetary Fund - which 
recently extended a US$50bn package to the 

country - is spurring the sell-off, said a local 
debt trader. 
"We don't know if there is an agreement 
between the IMF and the Central Bank to let 
the currency float and all this uncertainty is 
bringing in sellers and more demand for 
dollars," he said. 
"Bonds look cheap, but people would rather 
wait on the sidelines rather than buy when 
there is no clarity." 

 
(Reporting By Paul Kilby 
Editing by Jack Doran) 
(( paulj.kilby@thomsonreuters.com ; 646 223 4733; 
Reuters Messaging: 
paulj.kilby.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Brazil 

Brazil central bank sees no restriction 

on large currency swaps volume  

15-Jun-2018  
SAO PAULO, June 14 (Reuters) - Brazil's central 

bank will continue to offer currency swaps to 
the market and sees no restriction for the 
amount of those swaps to "considerably 

exceed" volumes seen in the past, the bank 
said in a statement on Thursday. 

The central bank said it expects to offer $10 
billion in swaps next week, an amount that could 

go up or down depending on market conditions. 
 
(Reporting by Iuri Dantas and Marcelo Teixeira 
Editing by James Dalgleish) 
(( marcelo.teixeira@tr.com ; +55 11 5644 7707; 
Reuters Messaging: 
marcelo.teixeira.thomsonreuters.com@reuters.net ; 
Twitter tx_marcelo)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Colombia 

Moody's Says Colombia's Next 

President Faces Challenges Amid 

Moderate Growth  

12-Jun-2018  
June 12 (Reuters) - Moody's: 
Says Colombia's next president faces 
challenges amid moderate growth. 

Says regardless of who wins Colombia's next 

presidential elections Moody's expects market-

friendly policies to continue. 
Moody's on Colombia says high costs & lack of 
clear regulations will limit investment in oil & 
gas. 
Says due to Colombia's slower economic 
growth, government's fiscal targets have been 
eased, which will delay expected reduction in 

its debt levels. 

Says Colombia's incoming administration likely 
to continue support of continued investment in 
government's 4g public-private infrastructure 
program. 
Says Colombia's public policy priorities are 
unlikely to experience significant shift regardless 

of who wins country's president election. 

Says expects Colombia's economic growth to 
accelerate, but not enough to avoid spending 
cuts/revenue measures to reduce fiscal deficit. 
says expects Colombia's incoming administration 
to continue to adhere broadly to market-friendly 
macroeconomic policies. 

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

Foreign investors in Colombia bonds 

may hamper new president  

13-Jun-2018  

By Nelson Bocanegra 
BOGOTA, June 13 (Reuters) - High foreign 

ownership of Colombian domestic bonds may 
prevent the country's new president from 
making decisions that affect the Andean 
nation's fiscal accounts, experts said on 
Wednesday. 
Colombians will vote for a new president on 
Sunday, choosing between right-wing Ivan 
Duque and leftist Gustavo Petro, both of whom 
have proposals that analysts believe may 
negatively impact revenue in Latin America's 
fourth-biggest economy. 
Although front-runner Duque is the market 

favorite, investors have reservations about how 

he will replace income from planned cuts in 
business taxes. They are also spooked by Petro's 
promise to gradually replace oil and mining 
industries with renewable energy.  
A decision fund managers deem bad for 
clients may encourage them to start removing 
some of the $25.5 billion they hold in local 

Treasury bonds, known as TES, analysts said 
at an economic conference in Bogota.  
Foreign portfolios are Colombia's second-
biggest holders of local debt with 26 percent. 

"Whoever gets (to the presidency) cannot mess 
with these gentlemen because they will leave, so 
that somehow puts some restrictions on what 
(the government) can do," said Munir Jalil chief 

economist of Citibank for the Andean region. 
"That's even more than the ratings agencies 
could potentially do...These investors don't have 
to wait until next year to make decisions if they 
feel things aren't going in the right direction," he 
said at a conference sposored by the Council of 
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the Americas and ANIF think tank. 
The nation is trying to reduce its fiscal deficit 
to 2.4 percent of GDP in 2019 from 3.1 
percent this year. If it is unsuccessful, 
Colombia risks a cut in it credit rating. 

"Any strong changes in conditions could imply a 
large outflow of these portfolio resources," said 
Leonardo Villar, director of the Fedesarrollo 
economic studies center. 

Whoever wins, the new president will have the 
challenge of reducing spending and raising 
revenue without increasing already high debt 
levels, said Moody's sovereign debt director 
Mauro Leos during the conference. 
Colombia's total debt stood at 48.5 percent of 
GDP in 2017.  

Leos said Moody's will take at least until March 

to asses proposals put forward by the new 
government and decide how to proceed with its 
rating, currently at Baa2 with a negative 
outlook, one notch above junk. 
"One thing is electoral campaign rhetoric and 
another is the government's plan, and for us the 
important thing is the government plan, what 

will be the priorities," he said 
 
(Writing by Helen Murphy; Editing by Cynthia 
Osterman) 
(( helen.murphy@thomsonreuters.com ; +571-518-
5378; Reuters Messaging: 
helen.murphy.reuters.net@reuters.com )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Peru 

Peru fin min says will not reverse 

recent excise tax hikes  

14-Jun-2018  
LIMA, June 14 (Reuters) - Peru's new finance 

minister, Carlos Oliva, said on Thursday that 
the government would not reverse recent 
hikes to excise taxes on diesel and other 
products deemed bad for public health, 
despite scattered protests in recent weeks. 

Oliva took office last week after his predecessor 

resigned amid a public uproar over the tax 
hikes, leading many to expect that the 
government was planning to lower them again. 

But Oliva used his first news conference to make 
clear the government of President Martin 
Vizcarra would not reverse its decision. 
"There's no going back," Oliva said twice during 
the news conference when journalists asked 
about the tax rates. "It's a proposal from the 
Finance Ministry that is supported by the 

president and the prime minister, and we're 
going to continue." 
Oliva noted that consumers should soon start to 
see fuel costs come down in Peru following 
global oil prices' move lower in recent weeks. 

"That's going to ripple favorably through our 

economy," he added. 
The higher excise taxes on diesel, cigarettes, 
soft drinks and other products were 
implemented under the previous finance 

minister just as crude prices were rising - 

prompting protests led by truck and bus drivers 

in southern Peru. 
Oliva said the government still plans to reduce 
the fiscal deficit to 1 percent of gross 
domestic product (GDP) by 2021, and said the 
deficit would likely end 2018 above 3 percent 
of GDP as previously forecast. 

"The fiscal problem has been and still is one of 
the economy's weaknesses," Oliva said. 

But economic growth is recovering from last 
year's sharp slowdown and likely accelerated to 
7 percent year-on-year in April, Oliva said. 
GDP data for April is scheduled for publication on 
Friday. 
 
(Reporting by Marco Aquino, writing by Mitra Taj, 

editing by G Crosse) 
(( mitra.taj@thomsonreuters.com ; +51-1-277-9550; 
Reuters Messaging: 
mitra.taj.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Peru's new finance minister sees 

growth quickening to 4 pct this year  

15-Jun-2018  
•Fiscal deficit may be under 2018 target, but 
not over  
•Will not change tax rates, only aim to 
improve collection 
•Wants 75-80 pct of Peru's debt to be 
denominated in soles 

By Marco Aquino 
LIMA, June 14 (Reuters) - Peru's new finance 

minister told Reuters on Thursday he thinks 

the economy will grow by about 4 percent this 
year, faster than the government's current 
view of 3.6 percent, thanks to recovering 
business confidence and investments. 

In his first interview with foreign media since 
taking office a week ago, Carlos Oliva described 
his optimistic outlook for Peru's $215 billion 
economy, whose growth slowed sharply last year 
to 2.5 percent on severe flooding and a graft 

scandal that led to the resignation of the former 
president. 

"We're seeing investments recover. 
Construction. Tax collection is growing. There's a 
dynamism that's underway that we expect to 
continue," Oliva said in his office in downtown 
Lima. 

"I think we're definitely going to be in the range 
of 4 percent," he said, referring to annual 
growth this year. 
Oliva said he would continue efforts to reduce 
Peru's dollar-denominated debt, aiming to raise 
the share of debt in the local sol currency to 75-

80 percent from about 60 percent now.  
A team in his ministry was on the lookout for 
opportunities to improve Peru's debt profile 
with new bond issuances, he added. "When 
we see a window ... we'll do it." 

A former deputy finance minister during the 
2011-2016 government of former president 
Ollanta Humala, and a central bank director 

after that, Oliva is Peru's fifth finance minister in 
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the past year, a reminder of the political 

uncertainty that has loomed over one of Latin 

America's most stable economies. 
Oliva was appointed after his predecessor 
abruptly resigned following an uproar over his 
move to increase excise tax rates on diesel and 
other fuels. 
Oliva said the government of President Martin 

Vizcarra, who took office in March, would not 
make any more changes to tax rates.  
Instead, it would seek to bolster tax collection 
by tackling tax avoidance and evasion. 
Thanks to a recent rebound in tax collection, the 
government might post a fiscal deficit this year 

that is slightly under the official target of 3.5 
percent of gross domestic product, Oliva said. 
"What matters to me is not going over it. Our 

priority right now isn't to lower it ... because 
lowering it by cutting spending could be 
counterproductive for the growth we're starting 
to see," Oliva said.  

 
(Reporting by Marco Aquino 
Writing By Mitra Taj 
Editing by Richard Borsuk, Robert Birsel) 
(( mitra.taj@thomsonreuters.com ; +51 (1) 277-
9550; Reuters Messaging: 
mitra.taj.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 

AFRICA 
 

Kenya 

Kenya to repeal rate cap, introduce 

'Robin Hood' tax  

14-Jun-2018  
•Rate cap protested by banking community 

•Cap has slowed bank lending to small 
businesses 
•Budget deficit reduced for first time in years 

By Duncan Miriri 
NAIROBI, June 14 (Reuters) - Kenya's Finance 

Minister Henry Rotich on Thursday said he 
would propose repealing a cap on commercial 
lending rates, a move cheered by bankers who 
had said the ceiling had hurt credit growth 
and access. 
The surprise move was announced by Rotich as 
he presented a budget for the 2018/19 (July-
June) fiscal year that included a new tax on 
financial transactions. 
Private sector credit growth slowed sharply after 
lawmakers limited the amount of interest 
commercial banks can charge customers at four 

percentage points above the central bank rate. 
The International Monetary Fund has demanded 
the cap be repealed as a condition for Kenya to 
access its balance of payments support.  

"I propose to amend the Banking Amendment 
Act 2016 by repealing section 33b of the said 

act," he said, referring to the section of the law 
that sets the cap on interest rates for 
commercial lenders. 
"This is to enable banks and lenders to provide 

more credit, especially to the borrowers they 

consider riskier," he said. 

The government introduced the cap because it 
said lenders had failed to pass on the benefits of 
growth in the industry to the broader economy 
by lowering their rates. 
However, the cap has been blamed for the 
slowdown in lending, especially to small and 

medium enterprises as banks shied away from 
lending to borrowers considered risky. 
"Anything that moves away from the current 
framework we have of the interest rate cap is a 
positive move, it's definitely a welcome 
development," said Jibran Qureishi, regional 

economist for East Africa at Stanbic bank. 
The government faces a challenge pushing 
through the repeal as lawmakers who strongly 

backed the cap still oppose its removal. 
"It's a popular bill despite the detrimental 
impact... you could see there was clearly some 
disillusioned members in the house, it was very 

notable, it's not going to be a walk in the park," 
Qureishi said. 
"ROBIN HOOD TAX" 
The minister targeted a budget deficit of 5.7 
percent of GDP for the financial year starting 
next month, less than the 7.2 percent 
budgeted for 2017/18. 

He projected tax revenues to rise by 17.5 
percent to 1.9 trillion Kenyan shillings ($18.81 

billion), equivalent to 20 percent of GDP. 
He read out a lengthy list of proposed tax 

measures, which he said were designed to 
generate an extra 27.5 billion shillings in 
revenue during the period.  
"I propose to introduce a Robin Hood tax of 0.05 

percent of any amount of 500,000 shillings or 
more transferred through banks or other 
financial institutions," he said. 
The government of the East African nation has 
been criticized in recent years, including by 
the International Monetary Fund, for ramping 
up borrowing for infrastructure investments, 
including a new railway completed last year. 

It was the first budget deficit reduction in years. 

Rotich said he was withdrawing an earlier 
proposal to introduce a higher tax bracket of 35 

percent for individuals earning more than 
750,000 Kenyan shillings per month, after 
members of the public raised concerns.  
The current rate is 30 percent for the highest 
earners. 

In neighbouring Tanzania and Uganda, where 
the finance ministers also presented their budget 
proposals on Thursday, growth was also set to 
rise, they said, with Tanzania posting the 
highest projection at 7.2 percent.  
The governments also proposed significant 

borrowing to fund their spending, with Rwanda 
proposing to borrow externally.  
 
($1 = 101.0000 Kenyan shillings) 
(Additional reporting by Kevin Mwanza, John Ndiso 
Elias Biryabarema in Kampala and Fumbuka 
Ng'wanakilala in Dar es Salaam 
Editing by Maggie Fick and Jon Boyle) 
(( duncan.miriri@thomsonreuters.com ; Tel: +254 20 
4991239; Reuters Messaging: 
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duncan.miriri.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Mauritius 

Mauritius spending to rise 5 percent in 

2018/19  

14-Jun-2018  
PORT LOUIS, June 14 (Reuters) - Mauritius 

government spending will rise 5 percent to 
133.8 billion rupees in 2018/19 in the fiscal 
year beginning next month, its Finance 
Minister said on Thursday.  

Pravind Jugnauth said the fiscal deficit would be 
unchanged at 3.2 percent of gross domestic 

product. 
 
(Reporting by Jean Paul Arouff; Editing by George 
Obulutsa) 
(( george.obulutsa@thomsonreuters.com ; Tel: +254 
20 499 1234; Reuters Messaging: 
george.obulutsa.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Rwanda 

IMF Executive Board Completes Ninth 

PSI Review for Rwanda  

12-Jun-2018  
June 11, 2018  
The Executive Board of the International 
Monetary Fund (IMF) today completed the 
ninth review of Rwanda's performance under 
the Policy Support Instrument (PSI).  

The PSI for Rwanda was approved on December 
2, 2013 (see Press Release No.13/483), and 
extended on January 12, 2018, to December 1, 
2018 (see Press Release No.18/02).  
Rwanda's strong implementation of its 

macroeconomic program has helped it weather 
external shocks and maintain macroeconomic 
stability. With deliberate adjustment policies 
underpinned by exchange rate flexibility, 

combined with structural reforms to bolster 
domestic production, Rwanda's external position 

has improved markedly while maintaining 
comfortable rates of growth. Budget execution 
remains in line with expectations, while 
monetary policy continues to focus on low and 
stable prices. Performance under the PSI-
supported program remains very satisfactory.  
Growth rebound in 2017 was stronger than 

expected while inflation was contained. Growth 
was robust in most areas, except construction, 
with pronounced pick-ups in non-traditional 
exports and services. Consumer price inflation 
remained very low, with ample food supplies and 

as the exchange rate has reached equilibrium 
values. Over the medium term, investment in 

public infrastructure and interventions to 
promote structural transformation and 
diversified exports, underpinned by strong 
domestic revenue mobilization efforts and PFM 

reforms, should sustain growth in line with or 

above historical averages over the medium 

term. Inflation is expected to remain around the 
authorities' targeted 5 percent over the medium-
term.  
Looking forward, the authorities' 'Vision 2050' to 
reach middle income status by 2035 will require 
continued reform efforts to create higher value 
added economic activity, with the private sector 

serving as the main engine of growth. In addition, 
renewed momentum in domestic revenue 
mobilization will be necessary to support 
development spending. The Vision will be 
effected through a series of 7-year National 
Strategies for Transformation (NST), 
underpinned by detailed sectoral strategies that 

are aimed toward achievement of the SDGs.'  

Recent economic developments  
At 6.1 percent, growth in 2017 was high relative 
to the region, supported by agriculture, industry 
and services. A growth recovery that began in 
Q2 2017 strengthened through Q4. The current 
account deficit was more than halved, from 14.9 

percent of GDP in 2016 to 6.8 percent in 2016, 
largely driven by a narrowed trade deficit, 
reflecting the impact of exchange rate 
adjustment and structural policies on exports 
and imports. As a result, the central bank 
accumulated foreign exchange reserves faster 
than anticipated, with reserves in their optimal 

range of over 4 months of imports at end-2017.  
Consumer price inflation declined in 2017 

through early 2018, with year-on-year inflation 
at 1.7 percent in April 2018, reflecting improving 
food supply conditions and exchange rate 
stabilization. Inflation is expected to remain 

below the central bank's medium-term target of 
5 percent in 2018, but should pick up toward the 
target over the medium-term. Despite lower 
inflation expectations and tapering off of 
exchange rate pressures, the central bank has 
maintained a relatively neutral monetary policy 
stance over the near term, since the pace of 

recovery of domestic demand is still uncertain, 
with still low private sector credit growth. The 
fiscal stance policy for the remainder of 
FY2017/18 and for FY2018/19 remain 

unchanged, thus maintaining the path toward 
medium term objectives.  
Performance under the PSI-supported program 

remains strong. All but one quantitative targets 
and structural reform benchmarks were met. An 
indicative target on contracting new external 
debt by public enterprises was breached due to 
accelerated signing of a lease by Rwandair. 
Rwanda's risk of debt distress remains low.  

Program summary  
The existing PSI arrangement has supported 
Rwanda's efforts to address external imbalances, 
thereby supporting sustained growth and 
poverty reduction. The program aims to promote 

private-sector led growth through safeguarding 
macroeconomic stability, including through 

external sustainability, fiscal sustainability based 
on continued improvements in domestic 
resource collection, low and stable inflation, and 
enhancing access to credit and deepening the 
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financial sector.  

The PSI is an instrument of the IMF designed for 

countries that do not need balance of payments 
financial support. The PSI helps countries design 
effective economic programs that, once 
approved by the IMF's Executive Board, signal to 
donors, multilateral development banks, and 
markets the Fund's endorsement of a member's  

 
(C) Copyright 2018 - IMF - International Monetary 
Fund 
 
 

Rwanda's overall spending to rise 16 

pct in 2018/19, sees higher GDP 

growth  

14-Jun-2018  
KIGALI, June 14 (Reuters) - Rwanda plans to 

raise spending by 16 percent in the 2018/19 
(July-June) fiscal year to 2.44 trillion francs 
($2.87 billion), its finance minister said on 
Thursday. 

Uzziel Ndagijimana proposed to fund the budget 
partially through external borrowing of 402 
billion francs. The economy is projected to grow 
7.2 percent in 2018, up from 6.1 percent last 
year. 
 
($1 = 849.9200 Rwandan francs) 
(Reporting by Clement Uwiringiyimana 
Writing by George Obulutsa 

Editing by Maggie Fick) 
(( george.obulutsa@thomsonreuters.com ; Tel: +254 
20 499 1234; Reuters Messaging: 
george.obulutsa.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

South Africa 

IMF says South Africa should spell out 

land reform plans to remove 

uncertainty  

12-Jun-2018  
JOHANNESBURG, June 12 (Reuters) - The 

International Monetary Fund said on Tuesday 

that the South African government should 
clearly articulate its land reform plans in 
order to lift uncertainty weighing on investor 
sentiment. 
South Africa's ruling African National Congress 
has said it plans to redistribute land without 
compensation to address racial inequalities that 
persist more than two decades after the end of 
apartheid. Government critics have expressed 

concern that those plans could infringe on 
property rights. 
The IMF, which recently completed a mission to 
South Africa, added in its statement on Tuesday 
that the government's stated priorities of 

strengthening governance and promoting 
employment presented an opportunity to 

accelerate economic growth momentum. 
The IMF currently forecasts that the South 
African economy will grow 1.5 percent this year. 
 

(Reporting by Alexander Winning 
Editing by James Macharia) 
(( alexander.winning@tr.com ; +27 11 775 3158; 
Reuters Messaging: 
alexander.winning.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018.  
 
 

Tanzania 

Tanzania to raise 2018/19 spending by 

2.4 pct, sees 7.2 pct GDP growth  

14-Jun-2018  
DAR ES SALAAM, June 14 (Reuters) - Tanzania 

will raise its spending by 2.4 percent in the 
2018/19 fiscal year starting next month, with 
the bulk of spending allocated for 
infrastructure, education and water projects, 
its finance minister said on Thursday. 

Philip Mpango said the government planned to 

borrow 5.69 trillion Tanzanian shillings ($2.51 
billion)of a total forecast spend of 32.48 trillion 
shillings from the domestic market, with the rest 
coming from external sources. 
 
($1 = 2,270.0000 Tanzanian shillings) 
(Reporting by Fumbuka Ng’wanakilala 
Editing by Omar Mohammed) 
(( omar.mohammed@thomsonreuters.com ; +254 20 
499 1232; Reuters Messaging: 
omar.mohammed.thomsonreuters.com@reuters.net )) 

(c) Copyright Thomson Reuters 2018. 
 
 

Tunisia 

Tunisia raises interest rates by 100 bps 

to 6.75 pct  

13-Jun-2018  
By Tarek Amara 
TUNIS, June 13 (Reuters) - Tunisia's central 

bank on Wednesday raised its key interest 
rate by 100 basis points to 6.75 percent, the 
second hike in three months, to tackle 
inflation that has reached the highest level 

since 1990. 

The bank's last rate increase was in March, by 
75 basis points. Annual inflation hit 7.7 percent 
in May. 
The International Monetary Fund said last month 
that anchoring inflation expectations through 
additional rate increases would be crucial if price 

pressures did not moderate quickly. 
"The decision will have a negative impact on 
investment and on the cost of production which 
will rise significantly, But it is inevitable in light 
of the high rates of inflation," said Ezzedine 
Saidan, a local analyst. 
Inflation is expected to reach to about 9 percent 

by the end of this year for the first time, officials 

have said. 
The country has been praised as the only 
democratic success among the nations where 
“Arab Spring” revolts took place in 2011. But 
successive governments have failed to trim its 
fiscal deficit and create economic growth. 
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The North African country has said it needed $3 

billion of loans to finance a deficit of $14 billion, 

and the central bank said this month the time 
was right to issue a Eurobond worth $1 billion. 
The government forecasts the budget deficit to 
fall to 4.9 percent of gross domestic product in 
2018 from about 6 percent expected in 2017. It 
aims to raise GDP growth to about 3 percent 

next year from 2.3 percent last year. 
 
(Reporting By Tarek Amara 
Editing by Catherine Evans and John Stonestreet) 
(( tarek.amara@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
 
 

Uganda 

Uganda to raise 2018/19 spending by 

13 percent, sees higher GDP growth  

14-Jun-2018  
KAMPALA, June 14 (Reuters) - Uganda expects 

economic growth of at least 6 percent in 
2018/19 (July-June) from 5.8 pct in 2017/18, 
partly helped by public infrastructure 
investments, Finance Minister Matia Kasaija 
said on Thursday. 

Kasaija said in his budget speech spending will 
rise 13 percent to 32.70 trillion shillings ($8.50 
billion) in the year starting in July, while 
domestic borrowing would rise to 1.78 trillion 

shillings from 1.7 trillion shillings in 2017/18. 
 
($1 = 3,848.0000 Ugandan shillings) 
(Reporting by Elias Biryabarema; Editing by George 
Obulutsa) 
(( george.obulutsa@thomsonreuters.com ; Tel: +254 
20 499 1234; Reuters Messaging: 
george.obulutsa.thomsonreuters.com@reuters.net )) 
(c) Copyright Thomson Reuters 2018. 
 
 

Zambia 

Zambia delays borrowing plans 

indefinitely  

14-Jun-2018  
LUSAKA, June 14 (Reuters) - Zambia has 

decided to delay all planned borrowing 

indefinitely, its finance minister said on 
Thursday, slowing down the accumulation of 
new debt amid worries about the risk of 
distress. 

"The debt sustainability analysis has confirmed 
that we need to undertake measures to bring 
debt risk to moderate from the current high 
risk," Margaret Mwanakatwe told a news 

conference in the capital Lusaka. 
The International Monetary Fund rejected 
Zambia's borrowing plans in February, saying 
they risked making its debt load harder to 
sustain. The new debt management plan could 
now clear the way for Zambia to agree a $1.3 
billion loan agreement with the IMF. 

The southern African country's debt pile stood at 
$9.3 billion, or roughly a third of gross domestic 

product, at the end of March, up from $8.7 

billion at the end of 2017, Mwanakatwe said. 

Because of continued spending pressures 
relative to expected revenue, the fiscal deficit for 
2018 is likely to be higher than the 6.1 percent 
projected in the budget, she said.  
 
(Reporting by Tiisetso Motsoeneng; Editing by Kevin 
Liffey) 

(( tiisetso.motsoeneng@thomsonreuters.com ; +27 11 
775 3122; Reuters Messaging: 
tiisetso.motsoeneng.thomsonreuters.com@reuters.net 
)) 
(c) Copyright Thomson Reuters 2018.  
 

OCEANIA 

 

Fiji 

Moody's Says Fiji's Credit Profile 

Balances Robust Economic Growth And 

Improvements In Institutional 

Strength  

14-Jun-2018  
June 14 (Reuters) - Moody's-  
Moody's says Fiji's credit profile balances 
robust economic growth and improvements in 
institutional strength against moderately high 
government debt and limited economic 
diversification. 

Moody's says expects Fiji's political stability to 

be maintained through general elections 
scheduled for the second half of 2018. 
Moody's says Fiji's economy and public finances 
are highly vulnerable to sudden climate events 
and gradual climate change trends. 
 
(( Reuters.Briefs@thomsonreuters.com ;)) 
(c) Copyright Thomson Reuters 2018. 
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