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SPECIAL MESSAGE FROM THE CHIEF EXECUTIVE 

 

 

Dear Reader, 

Happy New Year 2019 and welcome to the ninth volume of the Capital Markets Soundness Report 

(CMSR). This publication continues to strengthen as an authoritative source of information on domestic 

capital markets performance, soundness and related activities taking note of global and regional 

developments whose impact and effects translate to our domestic economy. We therefore acknowledge 

and appreciate your active engagement in the development of this report in 2018 and look forward to an 

even better 2019.  

In this issue, we explore a discussion that dominated the global space as we progressed through the 

second half of the year 2018 with economic analysts taking different positions on a looming recession. 

Key tipping indicators that have been of significant concern to analysts include trend of rising fed rates 

which have persisted over 2018; the resulting effect of increased inflation and an observed trend of record 

low unemployment rates in major economies.  

Performance of emerging markets has been relatively impressive over recent years. However, the 

strengthening of the dollar, escalating trade wars and currency instability in key economies has had 

negative impact on most emerging market economies, including performance of major equity indices 

such as the MSCI Emerging markets. 

Domestically, the Government of Kenya launched the Vision 2030 third medium term plan spanning 

2018-ΨΦΨΨȟ ÔÈÅÍÅÄ ȰTransforming Lives: Advancing Socio-%ÃÏÎÏÍÉÃ $ÅÖÅÌÏÐÍÅÎÔ ÔÈÒÏÕÇÈ ȬÔÈÅ "ÉÇ 

Four ȬÄÕÒÉÎÇ ÔÈÅ ÑÕÁÒÔÅÒȟ ËÅÙ ÈÉÇÈÌÉÇÈÔÓ ÏÆ ×ÈÉÃÈ ÁÒÅ ÈÅÒÅÉÎ ÐÒÏÖÉÄÅÄȢ  

Finally, we provide a highlight of key activities undertaken by the Authority during the quarter in 

promoting its primary mandate of regulation and market development despite persistent slowdown of 

market activity in the year 2018. 

Happy reading and a blessed 2019! 

Mr. Paul M. Muthaura, MBS  

CHIEF EXECUTIVE  
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EDITORIAL 

 

Dear Reader,  

Welcome to the ninth edition of the Capital Markets Soundness Report as you settle into the New Year. 

Economic indicators prompting the recession debate shows that the US recorded a 3.7 percent 

ÕÎÅÍÐÌÏÙÍÅÎÔ ÒÁÔÅ ÉÎ 3ÅÐÔÅÍÂÅÒ ΨΦΧήȟ ÔÈÅ ÌÏ×ÅÓÔ ÅÖÅÒ ÓÉÎÃÅ ΧίάίȠ 'ÅÒÍÁÎÙȭÓ ÓÅÁÓÏÎÁÌÌÙ ÁÄÊÕÓÔÅÄ 

harmonized unemployment rate edged down to 3.3 percent   in October 2018, the lowest jobless rate 

ÓÉÎÃÅ *ÕÎÅ ΧίήΦ ×ÈÅÒÅÁÓ #ÈÉÎÁȭÓ ÕÎÅÍployment rate recorded a low of 3.82 percent in the third quarter 

of 2018; following a persistent 4.40 percent unemployment rate recorded between 2002 and 2018.  

Further, we delve into the effects of an appreciating US dollar on emerging market economies and the 

resultant impact that has seen the growth projections of most of these economies reviewed downwards. 

This informs our special feature which details the benefits of raising debt denominated in local currency 

to reduce the debt burden experienced by emerging economies as most of their debt is held in US dollars. 

Regionally, %ÁÓÔ !ÆÒÉÃÁȭÓ ÅÃÏÎÏÍÙ ÈÁÓ ÂÅÅÎ ÁÃËÎÏ×ÌÅÄÇÅÄ ÁÓ the best performing in the continent, 

mainly attributed to thÅ ÒÅÇÉÏÎȭÓ ÓÔÒÏÎÇ ÐÅÒÆÏÒÍÁÎÃÅ ÏÎ economic diversification and investment driven 

growth with Ethiopia towering as the ÒÅÇÉÏÎȭÓ ÐÏ×ÅÒÈÏÕÓÅȟ expected to achieve a GDP growth of 8.1% 

in 2019. 

Domestically, the Kenya capital markets registered a marginal decline in the quarter under review. 

Market capitalization decreased from Kshs. 2,211 Billion recorded in Q3.2018 to Kshs 2,102 Billion in 

Q4.2018. The NSE 20 share index dipped by 1.46 percent in Q4.2018 compared to Q3.2018 to close the 

year at 2,834 points.  

However, with 2018 behind us and the launch of the Third Medium Term Plan (MTPIII) with a primary 

focus on the implementation of the ȰBig 4ȱ Agenda, the Authority is positioning itself and the capital 

markets as a source of funding for some of the infrastructural projects envisioned in this period, thus 

enhancing the overall ÄÅÖÅÌÏÐÍÅÎÔ ÏÆ +ÅÎÙÁȭÓ economy. 

Enjoy your reading! 

Mr. Luke Ombara  

                     DIRECTOR REGULATORY, POLICY AND STRATEGY
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SPECIAL FEATURE - Adoption of Local Currency Debt 

Financing in the face of increasing global risks 

The amount of international funding channeled towards 

developing countries and emerging economies continues 

to grow, through both improved access to international 

financial markets and increased public spending financed 

through development assistance. In both cases, the 

funding is predominantly denominated in foreign 

currencies like the USD or EUR. However, foreign-currency 

denominated loans can introduce significant exchange-

rate risks with developing countries often having limited 

options for market-based mitigation measures against 

exchange-rate risk. Exchange-rate risks are an inherent 

feature of international product and capital markets and 

are usually compensated through currency swaps or resold 

on the market in exchange for payment of a corresponding 

risk premium. 

However, for poorer developing countries and the 

companies based there, these opportunities for risk 

mitigation are few and far between, either because their 

currencies are not readily marketable or because the risk 

premiums are so high that such payments are no longer 

Ȱ×ÏÒÔÈ×ÈÉÌÅȱ ÆÒÏÍ ÔÈÅ ÂÏÒÒÏ×ÅÒȭÓ ÐÅÒÓÐÅÃÔÉÖÅȢ 

/ÎÅ ȰÅÌÅÇÁÎÔȱ ÓÏÌÕÔÉÏÎ ÔÏ ÔÈÉÓ ÐÒÏÂÌÅÍ ×ÏÕÌÄ ÂÅ ÔÏ ÁÃÑÕÉÒÅ 

the necessary funds directly from local finance and 

international capital markets in the local currency. 

Access to funds through international markets by African 

countries has been increasing over the years. Before 2006, 

across the African Continent, only Morocco, Tunisia and 

South Africa had issued sovereign bonds denominated in 

                                                                    
1 https://www.ft.com/content/55f07042-ee65-11e8-89c8-d36339d835c0 

foreign currencies. However, by 2017, this number had 

grown to 14, Kenya included. 

In 2018 alone, African countries sold $18.3bn-worth of euro 

and dollar-denominated debt, with the frequency of bond 

issuances also increasing. As a result, about 70 per cent of 

!ÆÒÉÃÁȭÓ ÆÏÒÅÉÇÎ ÄÅÂÔ ÉÓ ÄÅÎÏÍÉÎÁÔÅÄ ÉÎ US dollars or euros. 

While some analysts link rising debt levels with lending by 

China, Chinese liabilities in fact account for less than 10 per 

ÃÅÎÔ ÏÆ !ÆÒÉÃÁȭÓ ÔÏÔÁÌ ÅØÔÅÒÎÁÌ Äebt.1 

In an environment of tightening financial conditions, a 

rising dollar and heightened global protectionism, foreign 

currency-denominated debt has a pernicious effect on the 

debt service burden as interest rates tend to rise.   

Figure 1: Key Risks Local Currency Financing offers 

Protection from 

 

Source: International Finance Corporation  

The Ghanaian cedi and the Nigerian naira, for example, 

have been depreciating against the US dollar since 2008. 

This means that the current nominal values of the 

Eurobonds issued by both countries have increased 

significantly. In the case of Ghana, the nominal value of its 
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$750m, 2007 Eurobond was $3.4bn in 2017.  A similar trend 

is discernible in the case of Nigeria, which issued $500m-

worth of Eurobonds in 2011. By 2017, their nominal value 

had risen to $966m2. 

In the year 2018, we observed the effect of a strengthening 

US dollar against the economic output of emerging market 

countries with Turkey and Argentina attracting increased 

global attention due to the impact of depreciating 

currencies on other macroeconomic factors, including 

debt, the details of which are covered in this publication in 

subsequent sections. 

As a result, many countries are increasingly moving to debt 

denominated in their local currency, thereby lowering 

exposure and exchange rate risks. The decision of India, for 

example, to borrow mostly in local currency for 

infrastructure financing through rupee-denominated 

ȰÍÁÓÁÌÁ ÂÏÎÄÓȱ ÉÓ Á ÇÏÏÄ ÅØÁÍÐÌÅ ÏÆ ÔÈÉÓ ÓÔÒÁÔÅÇÙȢ  

Development Finance Institutions such as the International 

Finance Corporation have also become active participants 

in the local currency financing landscape. IFC sources local 

currency through swaps with market counterparts (usually 

highly rated international banks but also local swap 

counterparties). 

For the sole purpose of funding local currency loans, IFC has 

extended the universe of eligible swap counterparties to 

include local central banks. Since 2002, IFC has issued 

bonds in 14 emerging market currencies around the world. 

Local currency financing through loans or swaps is made 

                                                                    
2 https://www.ft.com/content/55f07042-ee65-11e8-89c8-d36339d835c0 

possible through the existence of a derivatives or swap 

market.  

Figure 2 : IFC Local Currency Bond Issuances Landscape 

 

    Source: IFC  

 

Fig 3: IFC Local Currency Issuance Case Study by the Dominican 

Republic ɀ Taino Bond   
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However, the growth of a local currency financing 

mechanism requires that the local finance and capital 

markets be sufficiently well-developed to generate and 

efficiently manage the necessary funds. Local banks must 

also have sufficient liquidity and be able to assess credit 

risks reliably. Further, by promoting equity markets (stock 

markets) and bond issues, e.g. through public anchor 

investments, institutional investors like pension funds and 

insurers can mobilize local capital to finance small and 

medium-sized enterprises (SMEs) and the partner 

3countries themselves, while risk-averse investors can be 

guided towards new investment classes on a sustainable 

basis. Guarantees for banks and investors can protect them 

from default risks from borrowers and bond issuers. 

 

At the corporate level, companies with revenues in local 

currency should generally borrow in their local currency, 

instead of borrowing in a foreign currency which leads to 

currency mismatch risk. By matching the currency 

denomination of assets and liabilities, companies can 

concentrate on their core businesses rather than focus on 

exchange rate movements. 

 

Implication and lessons drawn: Noting increased foreign 

ÉÎÖÅÓÔÏÒ ÐÁÒÔÉÃÉÐÁÔÉÏÎ ÉÎ +ÅÎÙÁȭÓ ÆÏÒÅÉÇÎ ÄÅÎÏÍÉÎÁÔÅÄ 

Eurobond issuances, placing the country in the global radar,  

Kenya should consider determining a balanced mix of both 

foreign denominated and local currency international debt 

issuances to minimize its risk of exposure to foreign exchange 

rate risks which result in increased costs of debt servicing. This 

                                                                    
3 International Finance Corporation  

should be considered for both its market based and 

concessional loans.  

Second, international financial institutions should be 

facilitated to implement hedging strategies for exchange risks 

using market-based products e.g. FX derivatives as they lend 

in local currencÙȢ 4ÈÅ !ÕÔÈÏÒÉÔÙȭÓ ÅÆÆÏÒÔÓ ÔÏ ÅÓÔÁÂÌÉÓÈ Á 

derivatives market are well aligned with this objective and 

should be supported by key stakeholders including the 

National Treasury, Central Bank and other financial sector 

regulators.  

Thirdly, the Adoption of an appropriate mix and balance of 

foreign currency denominated, and local currency debt will 

ultimately promote the development of local capital markets 

and better regulated financial markets, further positioning 

Kenya as the heart of the African capital markets in line with 

the aspirations of the Capital Markets Master Plan. 

Fourthly, CMA to foster engagements with development 

partners on the issuance of a domestic local currency 

issuance. 

1.0 The Global Economy  

1.1 Global Economic Performance in Review   

The International Monetary Fund has cut its global 

economic growth forecasts for both 2018 and 2019 t0 3.7 

percent, down from its July forecast of 3.9 

percent growth for both years. Key factors cited for the 

drop include trade policy tensions and the imposition of 

import tariffs that have taken a toll on world trade, even as 

emerging markets struggle with tighter financial conditions 

and capital outflows. Other projections include an 

optimistic 3.8 percent global GDP growth by Reuters, 
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Goldman Sachs and United Bank of Switzerland (UBS) 

Group and a pessimistic 3.5 percent by the Institute of 

International Finance. 

Fig 4: Forecast Real GDP Growth of major economies  

 

The downgrade reflects a confluence of factors, including 

the introduction of import tariffs between the United 

States and China, weaker performances by Eurozone 

countries, Japan and Britain, and rising U.S interest rates 

that are pressuring some emerging markets with capital 

outflows, notably Argentina, Brazil, Turkey and South 

Africa. 4Despite the prolonged, trade war with China, US 

President Donald Trump and his Chinese counterpart Xi 

Jinping held a truce meeting on 2nd December 2018 where 

it was agreed that the US will halt new trade tariffs for a 

period of 90 days to allow for talks between the two states 

at a post-G20 summit meeting. The U.S has however stated 

that if at the end of this period, the parties are unable to 

reach an agreement, the 10 percent tariffs on Chinese 

goods will be raised to 25 percent.5  

                                                                    
4 https://www.cbc.ca/news/world/imf-world-bank-growth-
projections-1.4855024 

Further noted during the final half of 2018 is the declining 
trend of equities indices globally as indicated in Figure 2 
below. 
 
 
Fig 5: Trend of major equity indices in 2018 

 

Source: Bank of England  

Noting the current forecasts on global economic trends, 

ÔÈÅ ÆÏÌÌÏ×ÉÎÇ ÁÒÅ ÉÎÄÉÖÉÄÕÁÌ ÊÕÒÉÓÄÉÃÔÉÏÎȭÓ ÐÏÌÉÃÙ ÁÎÄ ÐÏÌÉÔÉÃÁÌ 

developments to watch that may define the actual 

direction of world GDP growth.    

 

Fig 6: Nations to Watch in 2019 

 

5 https://www.bbc.com/news/world-latin-america-46413196 
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India as a Country to watch 

)ÎÄÉÁȭÓ %ÃÏÎÏÍÉÃ %ÎÖÉÒÏÎÍÅÎÔ 

According to a Boston Consulting Group (BCG) report; India 

is expected to be the third largest consumer economy 

globally as its consumption may triple to US$ 4 trillion by 

2025, owing to shift in consumer behavior and expenditure 

pattern. It is estimated to surpass USA to become the 

second largest economy in terms of purchasing power 

parity (PPP) by the year 2040, according to a report by 

PricewaterhouseCoopers. 

India is expected to witness strong economic growth rates 

in 2019, having emerged as the fastest growing major world 

economy this year amidst growing global vulnerabilities.  

India's gross domestic product (GDP) is expected to reach 

US$ 6 trillion by FY27 and achieve upper-middle income 

status on the back of digitization, globalization, favorable 

demographics, and reforms. 

India's revenue receipts are estimated to touch Rs 28-30 

trillion (US$ 385-412 billion) by 2019, owing to Government 

of India's measures to strengthen infrastructure and 

reforms like demonetization and Goods and Services Tax 

(GST). 

India is also focusing on renewable sources to generate 

energy. It is planning to achieve 40 per cent of its energy 

from non-fossil sources by 2030, which is currently 30 per 

                                                                    
6 
https://economictimes.indiatimes.com/industry/banking/finance
/banking/shaktikanta-das-appointed-as-the-new-rbi-
governor/articleshow/67045353.cms 

cent, and also have plans to increase its renewable energy 

capacity from to 175 GW by 2022. 

Figure 7: India Country Review and Country Forecast 

 

Source: countrywatch.com   

Reserve Bank of India  

According to Economic Times6, India appointed 

Shaktikanta Das as Central Bank Governor in December 

2018. This move is anticipated to ensure continuity in 

monetary policymaking and regulatory measures even as 

the global economy is passing through uncertain times. 

Additionally, the financial markets will also significantly 

benefit given his rich prior experience in fiscal policies and 

trade. Further, it is expected that this new appointment will 

ensure a convergence of domestic and external policies. 

According to CNBC, in November 2018, Prime Minister 

.ÁÒÅÎÄÒÁ -ÏÄÉȭÓ 'overnment pressured the central bank 

ÔÏ ÅÁÓÅ ÒÅÓÔÒÉÃÔÉÏÎÓ ÏÎ ÈÏ× ÍÕÃÈ ÃÁÐÉÔÁÌ )ÎÄÉÁȭÓ ÔÒÏÕÂÌÅÄ 

banks should hold. This is based on the fact that less 

stringent rules would allow banks to lend more, so that 

small and medium enterprises can obtain loans more easily. 
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That comes amid concerns struggling small businesses 

ÃÏÕÌÄ ÈÕÒÔ ÔÈÅ ÇÏÖÅÒÎÍÅÎÔȭÓ ÐÒÏÓÐÅÃÔÓ ÉÎ ÔÈÅ upcoming 

general elections. 

According to Reuters7, the Reserve Bank of India is not 

statutorily independent, as the governor is appointed by 

the government, but it has enjoyed broad autonomy in 

regulating the banking sector. It is also mandated to control 

inflation within a 2 to 6 percent range while keeping in mind 

)ÎÄÉÁȭÓ ÅÃÏÎÏÍÉÃ ÇÒÏ×ÔÈ ÏÂÊÅÃÔÉÖÅȢ 

Impact and Lessons Learnt 

Á Worries about global trade, economic meltdowns in 

Argentina and Turkey, and tighter monetary policy in the 

United States have put pressure on emerging markets who 

are dependent on the flight of capital from other emerging 

markets and developed economies. 

Á The potential destabilization in the financial system as the 

banking system is weighed down by the bad loan 

resolution process while non-banking finance companies 

face restricted credit lending. 

Á The rift between the Government and Central Banks could 

create political and economic uncertainty. Investors want 

policy continuity from central banks and Governments to 

ensure inflation is kept in check and economic stability is 

maintained. 

Á Arguably, central bank independence is important for a 

country to keep its inflation rate low and stable. Countries 

where central banks are deemed not to be independent 

                                                                    
7 https://www.reuters.com/article/us-india-centralbank-
government-explaine/why-indias-modi-wants-to-increase-
control-over-the-central-bank-idUSKCN1N70A5  

from political influence have seen a hit on their currencies 

ɂ most recently in Turkey. 

1.2 Appreciation of the US Dollar against major 

currencies  

Throughout the year 2018, the U.S Dollar has appreciated 

against major global currencies except for the Japanese 

Yen. The Yen is set to end the year as the biggest winner 

against the dollar among major currencies, the impact of 

which has been increased share of global reserves held in 

Japanese Yen by Central Banks to 5 percent in the third 

quarter of 2018, the highest in 16 years. 

However, the same cannot be said on the real effective 

exchange rate performance of emerging market 

economies, especially those with weak fundamentals, 

experiencing a twin deficit position (sum of budget and 

current account balances), whose currencies have suffered 

large depreciations.  

 
Fig 8: Performance of Major Currencies against the US Dollar in 2018              

 

Sources: Bank of England, China Foreign Exchange Trade System (CFETS), ECB, 
Federal Reserve, JPMorgan and Bank calculations.;  

https://www.reuters.com/article/us-india-centralbank-government-explaine/why-indias-modi-wants-to-increase-control-over-the-central-bank-idUSKCN1N70A5
https://www.reuters.com/article/us-india-centralbank-government-explaine/why-indias-modi-wants-to-increase-control-over-the-central-bank-idUSKCN1N70A5
https://www.reuters.com/article/us-india-centralbank-government-explaine/why-indias-modi-wants-to-increase-control-over-the-central-bank-idUSKCN1N70A5
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Fig 9: Trend of Emerging Market Currencies in 2018 between (Jan-Sep) 

 

Source: Bloomberg 8 

Meanwhile, economies with favorable monetary policies 

such as Malaysia, South Korea and Thailand have 

weathered the storm better. The impact is that emerging 

market countries that have borrowed heavily in dollars and 

euros are now struggling with the burden of that foreign-

currency debt, made much heavier by soaring inflation in 

their own currencies. This is particularly the case in Turkey 

and Argentina9. 

Implication and lessons drawn: In October 2018, the IMF 

issued a cautionary statement on implied claims that the 

Kenyan shilling risks being reclassified from a floating 

currency to a managed currency following limited 

movements of the shilling relative to the US dollar contrary 

to the widely observed depreciation of currencies against the 

                                                                    
8 Key to Abbreviated Currencies: ARS ɀ Argentinian Peso; BRL ɀ Brazilian Real; INR ɀ Indian 

Rupee; PHP ɀ Philippine Peso; TRY ɀ Turkish Lira; KRW ɀ South Korean Won; PLN ɀ Polish 
Zloty; ZAR ɀ SA Rand; CNY ɀ Chinese Yuan; MXN ɀ Mexican Peso; RUB ɀ Russian Rubble; IDR 
ɀ Indonesian Rupiah; MYR ɀ Malaysian Ringgit; THB ɀ Thailand Baht  

dollar globally. The Central Bank of Kenya has cited the 

claims as untrue backed by sufficient foreign reserves 

standing at $8.459 billion as at October 2018, equivalent to 

5.6 months import cover, well above the required 4.5 months, 

ÄÅÓÐÉÔÅ ÔÈÅ ÅØÐÉÒÙ ÏÆ +ÅÎÙÁȭÓ ÓÔÁÎÄÂÙ ÁÒÒÁÎÇÅÍÅÎÔ ×ÉÔÈ ÔÈÅ 

IMF which expired in September 2018, removing the 

insurance it offered to the shilling in case of a shock to the 

economy. The Central Bank of Kenya needs to remain vigilant 

ÉÎ ÅÎÓÕÒÉÎÇ ÔÈÅ ÃÏÕÎÔÒÙȭÓ ÆÏÒÅÉÇÎ ÒÅÓÅÒÖÅÓ ÒÅÍÁÉÎ ÁÂÏÖÅ 

minimum requirement.  

The Authority is however of the opinion that there are 

opportunities for Kenya to consider adopting alternative and 

complimentary measures that have generated interest from 

the governments in many emerging market economies; that 

is, raising capital in local currency, both in onshore markets 

where governments can tap local institutional investors and 

in offshore markets where they have greater access to a 

global investor base to curb a likely depreciation of the Kenya 

shilling. 

Fundamental Changes in the European Union 

a. EU 2019 budget approved 

On 11th December 2018, the Council endorsed the 

agreement reached with the European Parliament on the 

EU budget for 2019. The total commitments are set at 

ΏΧάΫȢή billion, which is an increase of 3.2% compared with 

the 2018 budget as amended over the past months. 

 
9 https://wolfstreet.com/2018/10/09/us-dollar-emerging-market-stocks-msci-
em-gains-turn-to-losses/ 
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PÁÙÍÅÎÔÓ ÁÍÏÕÎÔ ÔÏ ΏΧΪήȢΨ billion, 2.4% more than in 

2018.The budget continues to focus largely on growth and 

the youth. 

2019 EU Budget

 

b. Legislative changes in the EU ɀ Proposed EU 

directives and anticipated impact 

The Commission is proposing targeted changes to the EU's 

common rules on return. The proposed changes will 

improve the effectiveness of the existing rules, and ensure 

that they are applied consistently across the EU, in full 

respect of fundamental rights. 

The proposed changes to the EU Return Directive include: 

¶ Accelerated border procedures: Simplified return 

procedures will apply for persons whose asylum 

applications have been refused during border 

procedures to ensure return decisions can be quickly 

adopted and fully enforced at the EU's external borders, 

including in controlled centres. 

¶ Clearer and faster procedures for issuing return 

decisions, in particular for rejected asylum seekers. A 

return decision will have to be issued immediately after 

a decision by a Member State terminating a legal stay. 

¶ Streamlined appeal procedures: In cases where a 

return decision is the consequence of a rejected asylum 

application, appeals against the return decision will have 

to be lodged within five days and will be limited to only 

one level of judicial remedy. In addition, Member States 

will be able to restrict the suspensive effect of appeals 

against return decisions where there is no risk of 

breaching the principle of non-refoulement.     

¶ A specific obligation to cooperate for persons subject 

to a return procedure throughout proceedings will be 

introduced. This will help Member States obtain 

information for verifying the identity of irregular 

migrants and acquiring travel documents necessary for 

the return. 

¶ To make voluntary returns more efficient, Member 

States will have to set up dedicated programmes to 

assist persons willing to return, including with financial 

and practical support. At the same time, Member States 

will be able to shorten the period granted for voluntary 

departure, for example when there is a security risk or a 

risk of absconding. 

¶ Clear rules on detention: This includes common criteria 

for determining the risk of absconding, the possibility to 

detain individuals posing a threat to public order or 

national security and a new minimum detention period 

of at least three months to give Member States 

sufficient time to successfully prepare, organise and 

carry out return operations. 
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¶ Member States will be able to impose an entry ban on a 

non-EU national exiting the EU when they find that the 

person had been staying irregularly in the EU. This will 

prevent future irregular migration and dissuade 

prolonged irregular stay. 

c. 2019 European Parliament Elections Will Change 

ÔÈÅ %5ȭÓ 0ÏÌÉÔÉÃÁl Dynamics 

According to Cargenie10, over the last several decades, a 

broad alliance of big parties has called the shots in the EU. 

Politicians from the mainstream center-right and center-

ÌÅÆÔ ÐÁÒÔÉÅÓ ÈÁÖÅ ÈÅÌÄ Á ÃÏÍÆÏÒÔÁÂÌÅ ÍÁÊÏÒÉÔÙ ÉÎ ÔÈÅ %5ȭÓ 

principal institutions, including the European Parliament 

(EP), European Council, and European Commission. 

However, this era could come to an end with the next EP 

elections in May 2019, following waning support for 

mainstream parties, rising populists on both the radical 

right and left, and emerging new political players. 

If the existing power balance changes, a complex 

constellation of forces could develop with more ad hoc 

coalitions across traditional party divides. While this might 

ÄÅÔÒÁÃÔ ÆÒÏÍ ÔÈÅ ÐÁÒÌÉÁÍÅÎÔȭÓ ÌÅÇÉslative efficiency, a more 

open decision making process might have a positive effect 

on public interest in democracy at the EU level. However, if 

the populist parties gain enough power to block crucial 

decisions, all the other parties will have to pull together to 

ËÅÅÐ ÔÈÅ %5 ÆÕÎÃÔÉÏÎÉÎÇȢ )Æ ÔÈÅÙ ÄÏÎȭÔȟ ÍÅÍÂÅÒ 

                                                                    
10 #ÁÒÎÅÇÉÅȭÓ $ÅÍÏÃÒÁÃÙȟ #ÏÎÆÌÉÃÔȟ ÁÎÄ 'ÏÖÅÒÎÁÎÃÅ 0ÒÏÇÒÁÍ ÁÎÄ 
Carnegie Europe. 

governments will start bypassing parliament by doing 

intergovernmental deals. 

Evidently, since the financial and economic crisis began in 

October 2008, national governments, the European 

Central Bank (ECB) and the Commission have been working 

together to:  

¶ restore financial stability and create the right conditions 

for growth and job creation ɀ coordinating supervision 

and intervention and supporting banks;  

¶ protect savings ɀ by increasing national guarantees for 

ÂÁÎË ÁÃÃÏÕÎÔÓ ÔÏ Á ÍÉÎÉÍÕÍ ÏÆ ΏΧΦΦȟΦΦΦ ÐÅÒ ÃÕÓÔÏÍÅÒȟ 

per bank;  

¶ maintain a flow of affordable credit for businesses and 

households;  

¶ put in place a better EU system of economic and 

financial governance. 

1.3 Concerns on a potential recession in 2019 

onwards  

1.3.1 The Case of the United States of America  

According to an October 2018 report by Fortune 500, two-

thirds of business economists in the U.S. expect a recession 

to begin by the end of 2020, while a plurality of respondents 

say trade policy is the greatest risk to the expansion, 

according to a new survey. About 10 percent reported to 

see the next contraction starting in 2019; 56 percent saying 

2020; and 33 percent pushing it to 2021 or later according 
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to a poll, issued by the National Association for Business 

Economics between August and September 2018.11 

This has sparked great debate on a looming recession in the 

U.S in the near future. While divergence persists from 

different schools of thought on the possibility of a 

recession, the risk remains alive as more and more 

developed market economies move beyond full 

employment coupled with other factors12.Some observers 

are concerned that, away from a recession it may be a sign  

that the economy is overheating13, fanning fears of 

inflation.  

Fig 9: U.S Inflation and Fed Rate Trends; 2018 ɀ 2020 

 

In the United States, unemployment rate has been falling 

in recent years with a record low of 3.7 percent recorded in 

September 2018; a level touched only once since 1969 just 

                                                                    
11https://nabe.com/NABE/Surveys/Outlook_Surveys/October_2018_Outlook_Su
rvey_Summary.aspx 
12 http://fortune.com/2018/10/02/the-next-recession-economists/ 
13 An overheated economy is one that is expanding at a rate that is unsustainable, 
usually arrived at after a prolonged period of good economic growth and activity 
that has led to high levels of inflation (from increased consumer wealth). Rising 
rates of inflation are typically one of the first signs that an economy is 
overheating. As a result, Governments and Central Banks will usually raise 

as the stock market peaked before a 30-month-long bear 

market and the economy fell into a recession14.  

Fig 10: Trend of US Unemployment Rates (2008 ɀ 2018)

 

Source: Federal Reserve  

Further, as markets had expected, on December 19, 2018, 

the Federal Open Market Committee raised the current fed 

funds rate to 2.5 percent, up from a previous 2.25 

percent. It expects to increase this interest rate to 3 percent 

in 2019.  

Fig 11: U.S Fed Rate Trends; 2014 - 2018 

 

interest rates in an attempt to lower the amount of spending and borrowing 
Unfortunately, these inefficiencies and inflation will eventually hinder the 
economy's growth and can often be a precursor to a recession. 
14 https://www.forbes.com/sites/raulelizalde/2018/06/02/why-a-recession-in-
2019-is-possible-despite-unemployment-at-the-lowest-levels-in-50-
years/#6776dc4456ca 

https://www.reuters.com/article/us-usa-economy/u-s-job-growth-surges-unemployment-rate-falls-to-3-8-percent-idUSKCN1IW1NX
https://www.reuters.com/article/us-usa-economy/u-s-job-growth-surges-unemployment-rate-falls-to-3-8-percent-idUSKCN1IW1NX
https://www.investopedia.com/terms/e/economicgrowth.asp
https://www.investopedia.com/terms/i/inflation.asp
https://www.investopedia.com/terms/c/centralbank.asp
https://www.thebalance.com/federal-open-market-committee-fomc-3305987
https://www.thebalance.com/current-federal-reserve-interest-rates-3305694
https://www.thebalance.com/current-federal-reserve-interest-rates-3305694
https://www.thebalance.com/when-will-interest-rates-go-up-3306125
https://www.investopedia.com/terms/r/recession.asp
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Source: Federal Reserve  

The move marked the fourth increase in 2018 and the ninth 

since it began normalizing rates in December 2015. It 

further projects two rate hikes in 2019.15The fed funds 

rate controls short-term interest rates. These include 

banks' prime rate, the Libor, most adjustable-rate loans, 

and credit card rates.16Whereas the central bank's rate 

hikes help control inflation, they also make loans costlier 

for consumers and businesses and for countries that borrow 

in U.S. dollars, the hikes make debts harder to bear. 

Argentina, for one, has slid into recession as its cost of 

repaying its debt has surged. Further, concerns over the 

inversion of the global yield curve 17have spurred, noting 

that the last time this happened was in 2007 which, was 

before the global recession. Yield curve inversions - when 

shorter-dated securities yield more than longer maturities - 

have preceded every U.S. recession in recent memory by 

anywhere from 15 months to around two years18. 

Fig 12: Historical Yield Inversion trend and recession occurrence 

 

                                                                    
15 https://www.cnbc.com/2018/12/19/fed-hikes-rates-by-a-quarter-point-.html 
16 https://www.thebalance.com/us-economic-outlook-3305669 
17 The yield curve is a visual representation of how much it costs to borrow 

money for different periods of time; it shows interest rates on Treasury debt at 
different maturities at a given point in time. 

The yield on the 5-year Treasury note is reported to have 

fallen below the yield on the 3-year note, meaning that 

investors were being paid more to hold U.S. Government 

debt maturing in three years than comparable bonds 

maturing in five years.  

An inverted yield curve is a sign that investors think the 

Government is less likely to pay back debt it owes in two 

years than what it owes in a decade ɂ or in this case, the 

Government is less likely to pay in three years, than it is in 

five19. 

Fig 13: Current trend of the U.S Treasury Yield Curve 

 

Despite the fact that this is not the major curve inversion 

that investors watch for, analysts predict that the same is 

likely to be replicated in the 2-year note holding a higher 

yield than the 10-year note, which has preceded every U.S. 

recession since World War II.  The yield curve inverted 

between the 2- and 10-year yield before the recessions of 

1981, 1991, 2000 and 2008. It has preceded all nine U.S. 

18 https://www.reuters.com/article/us-usa-economy-yieldcurve-analysis/one-
part-of-the-u-s-yield-curve-just-inverted-what-does-that-mean-
idUSKBN1O50G1 
19 https://finance.yahoo.com/news/treasury-yield-curve-just-inverted-sounding-
alarm-recession-194921816.html 

https://www.thebalance.com/fed-funds-rate-definition-impact-and-how-it-works-3306122
https://www.thebalance.com/fed-funds-rate-definition-impact-and-how-it-works-3306122
https://www.thebalance.com/prime-interest-rate-3305956
https://www.thebalance.com/what-is-libor-how-it-s-determined-and-how-it-affects-you-3305858
https://www.thebalance.com/what-is-an-adjustable-rate-mortgage-3305811
http://www.wsj.com/graphics/yield-curve-explainer/
https://finance.yahoo.com/news/bond-market-predicting-recession-question-hits-190338116.html
https://finance.yahoo.com/news/bond-market-predicting-recession-question-hits-190338116.html
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recessions since 1955, with a lag time ranging from six 

months to two years. 

 
Fig 14: The Trend of the Slope of the U.S Treasury Yield Curve (10 Year 

ɀ 2 Year Treasury Yield) 

 

Fig 14 above show that whenever the rate between the 10 

years and 2-year Treasury yield went to minus (that is yield 

curve inversion), a recession followed shortly (blue shaded 

bars). 

1.3.2 Growth Slowdown in Eurozone and fears over 

'ÅÒÍÁÎÙȭÓ ÒÉÓË ÏÆ Á ÒÅÃÅÓÓÉÏÎ  

Growth in the Eurozone has slowed to its lowest level in 

ÏÖÅÒ ÆÏÕÒ ÙÅÁÒÓȟ ÁÓ ÔÈÅ ÒÅÇÉÏÎȭÓ ÒÅÃÏÖÅÒÙ ÒÕÎÓ ÏÕÔ ÏÆ 

steam. Eurozone GDP only rose by 0.2% in July-

September, down from 0.4% in April-June. )ÔÁÌÙȭÓ ÇÒÏ×ÔÈ 

rate fell to zeroȟ ÉÎ Á ÂÌÏ× ÉÔÓ ÎÅ× ÇÏÖÅÒÎÍÅÎÔȭÓ ÐÌÁÎÓ ÔÏ 

revitalize the economy.20 

 

 

                                                                    
20  

 

 

 

Fig 15: Trend of IHS Markit Composite PMI Output Index (2009 ɀ 2018) 

 

Source: IHS Markit 

A dramatic plunge in German industrial activity in the last 

quarter of 2018 ÈÁÓ ÒÁÉÓÅÄ ÔÈÅ ÒÉÓË ÔÈÁÔ %ÕÒÏÐÅȭÓ ÌÁÒÇÅÓÔ 

economy will slip into recession with its gross domestic 

product (GDP) growing by 1.5 percent in 2018, compared 

with 2.2 percent in 2017, according to official statistics from 

the Federal Statistics Office (Destatis), pointing out to the 

weakest rate of growth in five years. 

Ȱ0ÒÏÄÕÃÔÉÏÎ ÆÅÌÌ ÆÏÒ Á ÔÈÉÒÄ ÍÏÎÔÈ ÉÎ .ÏÖÅÍÂÅÒ ΨΦΧή ÁÎÄ 

posted its worst year on year drop since the end of the 

financial crisis, with weakness in everything from consumer 

ÇÏÏÄÓ ÔÏ ÅÎÅÒÇÙȟȱ ÓÔÁÔÅÄ Á Bloomberg article by Carolynn 

Look dated 8th January 2019. 

*Recession dates according to the National Bureau of Economic Research   

https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd827dbe4b000e512c447ff#block-5bd827dbe4b000e512c447ff
https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd827dbe4b000e512c447ff#block-5bd827dbe4b000e512c447ff
https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd81e21e4b04df4aeadc71e#block-5bd81e21e4b04df4aeadc71e
https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd81e21e4b04df4aeadc71e#block-5bd81e21e4b04df4aeadc71e
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-ÁÒËÉÔȭÓ 0ÕÒÃÈÁÓÉÎÇ -ÁÎÁÇÅÒÓȭ )ÎÄÅØ ɉ0-)Ɋ ÆÏÒ 

manufacturing, which accounts for about a fifth of 

'ÅÒÍÁÎÙȭÓ economy, tumbled to a 33-month low of 51.5 in 

December 2018, down from 51.8 in November 2018, with 

the number inching closer to the 50.0 level which marks a 

contraction.21 

Fig 16ȡ 4ÒÅÎÄ ÏÆ 'ÅÒÍÁÎÙȭÓ -ÁÎÕÆÁÃÔÕÒÉÎÇ 0-) ÉÎ ΨΦΧή 

 

Source: Trading Economics 

This is reported to be the eleventh time in 2018 that the 

manufacturing index fell, resulting in a deterioration of the 

ÃÏÕÎÔÒÙȭÓ ÆÏÒÅÉÇÎ ÔÒÁÄÅ ÐÏÓÉÔÉÏÎ ×ÉÔÈ ÅØÐÏÒÔÓ ÆÁÌÌÉÎÇ ÁÎÄ 

imports rising. 

&ÕÒÔÈÅÒȟ 'ÅÒÍÁÎÙȭÓ seasonally adjusted harmonized 

unemployment rate edged down to 3.3 percent   in October 

2018 from 3.4 percent in the previous month, becoming the 

lowest jobless rate since June 1980. 

In China, unemployment rate averaged 4.10 percent from 

2002 until 2018, reaching an all-time high of 4.30 percent in 

                                                                    
21 https://www.express.co.uk/finance/city/1069549/Germany-news-finance-
recession-fears-industrial-output-economic-slowdown 

the fourth quarter of 2003 and a record low of 3.82 percent 

in the third quarter of 2018. 

Implication and lessons drawn: The impact of the 2008 

Global Financial Crisis was felt across the globe including 

+ÅÎÙÁ ÍÏÒÅ ÓÏ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÓÅÒÖÉÃÅÓ ÓÅÃÔÏÒ ÁÓ +ÅÎÙÁȭÓ 

markets are largely characterized and driven by foreign 

investors. Cumulatively the year 2018 as at end December 

2018, realized an outflow of Kshs 27,851 Mn at the Nairobi 

Securities Exchange, mainly attributed to the prolonged 

interest rate hikes observed in the U.S since December 2015 

depressing performance at the bourse.  

To avoid further losses, the Authority in conjunction with the 

Nairobi Securities Exchange will work to implement strategies 

aimed at attracting increased participation of local 

institutional and retail investors in the market to avoid over 

dependence on fÏÒÅÉÇÎ ÃÁÐÉÔÁÌ ÔÏ ÄÒÉÖÅ +ÅÎÙÁȭÓ ambitious 

economic growth plan. It is however important to note that 

+ÅÎÙÁȭÓ ÐÒÏÊÅÃÔÅÄ '$0 ÇÒÏ×ÔÈ ÒÁÔÅ ÉÓ ÓÔÉÌÌ ÈÉÇÈ ÁÔ ÏÖÅÒ ΫȢΫ 

percent in the medium term with a projection of 6 percent in 

2020, as forwarded by the World Bank. Recession may lead 

to quantitative tightening by affected developed countries 

leading to a reversal of current capital flows back into frontier 

and emerging markets as investors search for yields. Kenya 

needs therefore to make its market attractive not only to 

domestic investors, but foreign investors and the Diaspora as 

well by stepping up product uptake strategies targeting 

various investor categories. 

1.4 Expected Slump in Chinese Economy  
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China's economic growth is likely to slow to 6.2 percent in 

2019 from an expected 6.5 percent this year. In October 

2018, the International Monetary Fund cut its forecast on 

China's 2019 economic growth to 6.2 percent from 6.4 

percent22. The economy started slowing in September 2018 

and has dropped further since then. Aside from the trade 

×ÁÒÓ ×ÉÔÈ ÔÈÅ 53ȟ #ÈÉÎÁȭÓ ÃÏÎÓÕÍÐÔÉÏÎ ÌÅÖÅÌÓ ÈÁÖÅ ÅÑÕÁÌÌÙ 

dropped. Consumption tax revenue collapsed in the 

months leading to December 2018, recording declines of 62 

percent and 71 percent from a year earlier. Value-added tax 

revenue has also turned negative within the last three 

months.  

Fig 17ȡ 4ÒÅÎÄ ÏÆ #ÈÉÎÁȭÓ $ÏÍÅÓÔÉÃ #ÏÎsumption Tax Revenue (Jan ɀ Nov 

2018)

$ÏÍÅÓÔÉÃÁÌÌÙȟ #ÈÉÎÁȭÓ ÅÃÏÎÏÍÙ ÉÓ ÉÎ Á ÃÒÉÔÉÃÁÌ ÐÅÒÉÏÄ ÏÆ 

ȰÇÒÅÁÔ ÁÄÊÕÓÔÍÅÎÔȱ ×ÈÅÒÅ ÄÉÆÆÅÒÅÎÔ ÉÎÄÕÓÔÒÉÅÓ ÁÎÄ ÒÅÇÉÏÎÓȟ 

business and finance, traditional finance and new finance 

are undergoing major differentiation and integration. 

Externally, uncertainties raised by multilateral trade 

friction, monetary policy shifts in developed economies and 

financial market turmoil in emerging economies will 

                                                                    
22 https://www.cnbc.com/2018/12/20/world-bank-on-china-economy-expect-

growth-to-slow-to-6point2percent-in-2019.html 

continue to put pressure on China, as well as the slowdown 

of the global economy23.2019 marks the 70th anniversary of 

the founding of the People's Republic of China, hence 

pressure for the Government to ensure sound economic 

performance of the global giant. As tradition, China hosted 

its annual Central Economic Work Conference, a key 

Government committee led by President Xi Jinping that 

plans and sets the agenda for the broader economy 

between 19th and 21st December 2018, Policy issues 

discussed at the conference include: 

¶ Proactive Government fiscal policy citing tax cuts - 

New tax brackets that raised the minimum threshold 

for personal income tax from 3,500 yuan to 5,000 yuan 

per month (an equivalent of between 51o USD and 730 

USD) starting last October 1, is the latest by Chinese 

authorities to relieve the household tax burden in the 

hope of spurring growth. Under the new personal 

income law, taxpayers can claim deductions for 

expenses on children's education, continuing 

education, health treatment for serious diseases, 

housing loan interests, rent and elderly care. The 

deductible amount under each category ranges from 

1,000 yuan per month to 2,000 yuan per month; 

¶ Prospect of a cut in benchmark interest rates or the 

reserve requirement ratio in 2019; 

¶ Ease of rules on foreign business ownership; 

¶ Commitment to make pre-emptive adjustments and 

fine-tune policies at the proper times and ensure 

stable aggregate demand; 

23 http://www.atimes.com/article/china-relaxes-duty-free-shopping-limits-for-
hainan-island/ 

https://www.cnbc.com/china/
https://www.cnbc.com/imf/
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¶ Proportion of direct financing will be increased to 

make financing more accessible and affordable for the 

private sector and small businesses; 

¶ Priority to increase employment opportunities; 

¶ Reinforcement of structural adjustments with 

continued efforts to downsize glutted industries, 

reduce all types of business burdens, and channel 

more energy into weak areas including infrastructure; 

¶ Areas in abject poverty and special groups will receive 

more Government support; 

¶ High-quality manufacturing development has been 

prioritized in the work agenda; and 

¶ Small and Medium Enterprise (SMEs) will see greater 

support in innovation, and the protection and 

utilization of intellectual property rights will be 

enhanced. 

¶ Accelerated launch of a science and technology 

innovation board on the Shanghai Stock Exchange 

and experimentation of a registration system; 

¶ More investment to be channeled into pre-school 

education, early childhood education in poor rural 

areas, and vocational education. 

Implication and lessons drawn: China remains a key partner 

ÉÎ ÔÈÅ ÁÔÔÁÉÎÍÅÎÔ ÏÆ +ÅÎÙÁȭÓ ÉÎÆÒÁÓÔÒÕÃÔÕÒÁÌ ÄÅÖÅÌÏÐÍÅÎÔ 

agenda as well as trade promotion. In its December 2018 

Central Economic Work Conference, China expressed its plan 

to embark on high quality manufacturing to expand the 

sector. The Government of Kenya has made commendable 

progress in strengthening bilateral ties with the Asian nation 

as evidenced by the recently signed MOU on Sanitary and 

Phytosanitary (SPS) measures between the Ministry of 

Agriculture with the General Administration of Customs of 

ÔÈÅ 0ÅÏÐÌÅȭÓ 2ÅÐÕÂÌÉÃ ÏÆ #ÈÉÎÁ ÔÁÒÇÅÔÉÎÇ ÅØÐÏÒÔ ÏÆ ÐÒÏÄÕÃÅ 

such as fruits, nuts, avocados, mangoes legumes, flowers, 

vegetables, stevia, meat, leather and leather products. This 

ÐÒÅÓÅÎÔÓ ÁÎ ÏÐÐÏÒÔÕÎÉÔÙ ÆÏÒ +ÅÎÙÁȭÓ ÍÁÎÕÆÁÃÔÕÒÉÎÇ ÓÅÃÔÏÒ ÔÏ 

restructure and actively increase its production capacity from 

the current 9.2 percent contribution to GDP to the envisioned 

15% by 2022. Noting access to capital as a key impediment to 

growth of the sector, the Authority is pursuing strategic 

partnerships with the Kenya Association of Manufacturers 

and the Kenya Private Sector Alliance with the overall goal of 

targeting potential manufacturing firms able to source 

funding through the capital markets.  

On the innovations front and in looking to have a more 

impactful Growth Enterprise Market Segment (GEMS), the 

NSE may need to introduce a technology segment that 

ÍÉÒÒÏÒÓ #ÈÉÎÁȭÓ ÓÃÉÅÎÃÅ ÁÎÄ ÔÅÃÈÎÏÌÏÇÙ ÉÎÎÏÖÁÔÉÏÎ ÂÏÁÒÄ ɉÄÕÅ 

for launch) to provide a platform for entities that have 

successfully tested their FinTech solutions in the CMA 

Regulatory Sandbox, as well as established technology firms 

to list. 

Management further, on the strength of national policies 

being taken by China to increase the disposable income of its 

citizens through high minimum wages thresholds, ease of 

doing business and general increase in social welfare, should 

consider adopting policies aimed at promoting employment 

to increase the disposal income of citizens, noting the 

constraints involved in meeting revenue targets by 

Government, making it difficult to offer tax cuts to the 

citizenry at the moment. A strategic direction on this has 

already been set by the Government through the Medium-
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Term Plan III that aims to increase formal sector employment 

from 13% to 40% by 2022. 
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1.5 Currency Crisis in Turkey and Argentina and 

implication in 2019  

$ÅÃÌÉÎÅÓ ÉÎ ÔÈÅ ,ÉÒÁ ÁÎÄ ÔÈÅ 0ÅÓÏȟ Ô×Ï ÏÆ ÔÈÉÓ ÙÅÁÒȭÓ ×ÏÒÓÔ 

performers globally, are projected to translate into sharp 

economic contractions as growth decelerates across 

advanced and emerging markets as reported by the 

-ÏÏÄÙȭÓ )ÎÖÅÓÔÏÒ 3ÅÒÖÉÃÅȢ 

1.5.1 4ÕÒËÅÙȭÓ (ÉÇÈ $ÅÂÔ "ÕÒÄÅÎ ÁÎÄ ÉÍÐÌÉÃÁÔÉÏÎÓ ÏÎ 

growth  

!ÃÃÏÒÄÉÎÇ ÔÏ -ÏÏÄÙȭÓȟ 4ÕÒËÅÙȭÓ ÅÃÏÎÏÍÙ ×ÉÌÌ ÐÒÏÂÁÂÌÙ 

contract through the first half of next ÙÅÁÒ ÁÓ ÔÈÅ ,ÉÒÁȭÓ 

ÓÌÕÍÐ ÁÎÄ ÒÉÓÉÎÇ ÂÏÒÒÏ×ÉÎÇ ÃÏÓÔÓ ÔÁËÅ ÔÈÅÉÒ ÔÏÌÌȢ -ÏÏÄÙȭÓ 

ÓÅÅÓ 4ÕÒËÅÙȭÓ ÅÃÏÎÏÍÙ ÇÒÏ×ÉÎÇ ΧȢΫ ÐÅÒÃÅÎÔ ÉÎ ΨΦΧή ÁÎÄ 

contracting 2 percent the following year. Turkey's 

corporate sector has acquired a remarkable amount of debt 

over the past 15 years and all these debts are coming to a 

head; meaning that the country's corporations will have to 

pay a bill estimated at $200 billion, or a quarter of Turkey's 

gross domestic product, come 2019.One important aspect 

ÏÆ 4ÕÒËÅÙȭÓ ÄÉÓÍÁÌ ÄÅÂÔ ÐÉÃÔÕÒÅ ÉÓ Ôhe substantial number of 

bonds ɀ most of which are denominated in U.S dollars or 

Euros, which it must repay next year. 

Fig 18: Value of Turkish Bonds to be repaid in 2019 

 

Source: Bloomberg, FINDEX  

                                                                    
24 https://www.bloomberg.com/news/articles/2018-11-08/moody-s-sees-sharp-
contraction-in-turkey-economy-on-lira-turmoil 

Most of the debt is denominated in dollars, making it more 

and more difficult for companies to continue paying back 

their debt the more the lira drops.  

1.5.2 Argentina  

GDP in Argentina on the other hand will not return to 

ÇÒÏ×ÔÈ ÕÎÔÉÌ ΨΦΨΦ ÁÓ Á ÒÅÓÕÌÔ ÏÆ ÔÈÅ ÃÏÕÎÔÒÙȭÓ ÓÅÖÅÒÅ 

monetary and fiscal consolidation under an International 

Monetary Fund program. In Argentina, inflation 

expectations will continue to rise despite tÈÅ ÃÅÎÔÒÁÌ ÂÁÎËȭÓ 

ÖÅÒÙ ÔÉÇÈÔ ÓÔÁÎÃÅȟ ÁÓ ÒÅÐÏÒÔÅÄ ÂÙ -ÏÏÄÙȭÓȟ ÁÄÄÉÎÇ ÔÈÁÔ ÉÔ ×ÉÌÌ 

take some time before the benefits of monetary policies 

fully materialize. It expects inflation to gradually fall to 20 

percent by the end of 202024. 

Fig 19ȡ !ÒÇÅÎÔÉÎÁȭÓ )ÎÆÌÁÔÉÏÎ 2ÁÔÅ 4ÒÅÎÄ ÉÎ ΨΦΧή ÁÎÄ ΨΦΧί 0ÒÏÊÅÃÔÉÏÎÓ  

 

Further, tighter global financial conditions, together with a 

domestic corruption scandal and persistent uncertainty 

over the success of the stabilization plan underlying the 

program with the IMF, have contributed to financial market 

volatility in Argentina. Despite a 2,000-basis-point hike in 

the short-term policy rate and several increases of reserve 

requirements, the Argentinean Peso depreciated by over 




































































