
Asia-Pacific Sovereign Outlook
UN ESCAP Meeting, Bangkok

Thomas Rookmaaker

November 2022



2

Part 1



Resilience and Vulnerability in APAC

Investment Grade Sub-Investment Grade

Australia AAA Stable Vietnam BB Positive

Singapore AAA Stable Bangladesh BB- Stable

New Zealand AA+ Stable Mongolia B Stable

Macao AA Stable Maldives B- Negative

Taiwan AA Stable Pakistan CCC+ N/A

Hong Kong AA- Stable Sri Lanka RD N/A

Korea AA- Stable

China A+ Stable

Japan A Stable

Malaysia BBB+ Stable Rating actions in  past 12 months:

Thailand BBB+ Stable Positive action

Indonesia BBB Stable Negative action

Philippines BBB Negative

India BBB- Stable

Headwinds for All…

• Slowing GDP growth, as inflation and high 
commodity prices bite, but APAC remains a high 
growth region

• Risks mostly to the downside, but many APAC 
sovereigns are showing resilience 

• FX reserves buffers significantly reduced

• Rise in yields on larger public debt burdens; risk of 
delay in fiscal consolidation plans is significant

… Especially for Frontier Markets

• External liquidity pressures are most prominent in 
frontier markets

• Several recent negative rating actions for lower-
rated sovereigns



4Sovereign Rating Criteria

Sovereign Default

• Missed coupon or principal repayment on a public debt security issued by the sovereign.

• Missed coupon or principal repayment on a public debt security benefiting from an unequivocal, irrevocable and unconditional guarantee

provided by the sovereign.

• Failure to pay unrated debt obligations owed to private creditors by the sovereign provided Fitch is satisfied that a default event has

occurred.

• Failure to pay unrated debt obligations owed to private creditors by third parties that benefit from an unequivocal, irrevocable and

unconditional guarantee from the sovereign, provided Fitch is satisfied that a default event has occurred.

• On completion of a distressed debt exchange (DDE), a unilateral; exchange or a debt moratorium initiated by the sovereign on a public

debt security issued or guaranteed by the sovereign or a material change of terms of the original securities to avoid a payment default even

if a DDE does not occur.

• A forced redenomination of sovereign debt into a different currency if creditors are not given the option of being repaid in the original

currency of issuance and on the original terms of the debt, unless that currency ceased to exist.

Default Events

Issuer Default Ratings (IDRs) opine on a sovereign’s vulnerability to default on financial 

obligations; they are an ordinal ranking of issuers’ relative vulnerability to default
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Debt Restructuring and Debt Relief

• Distressed Debt Exchange (DDE) - an exchange offer to

bondholders, or a unilateral exchange or debt moratorium initiated

by the sovereign, if there is a material reduction in terms vis-à-

vis the original contractual terms, and the exchange (or similar

transaction) is necessary to avoid a traditional payment default.

• A material reduction in terms could include:

• Reduction in principal amount;

• Reduction in interest or fees;

• Extension of maturity date;

• Change in currency denomination of the debt;

• Change from a cash-pay basis to pay-in-kind (PIK), discount

basis or other form of non-cash payment;

• Swapping of debt for equity, hybrids or other junior instruments;

• Exchange offers or cash tenders that are accepted only if the

tendering bondholder also consents to indenture amendments

that materially impair the position of holders that do not tender;

or

• Unilateral exchange or debt moratorium initiated by the

sovereign.

Distressed Debt Event - Restructuring Debt Relief

• Debt relief from IFIs under multilateral initiatives to restore debt

sustainability can be viewed as a positive development for

sovereign creditworthiness and hence ratings over the longer

term

• However, the need for such relief will initially exert a negative

influence on sovereign creditworthiness, and potentially on

the rating, in the short-to-medium term as it will be treated as a

restructuring event within Fitch’s sovereign rating model

• Official creditors may seek comparable treatment for private-

creditor claims as part of any restructuring of their own claims,

notably by the Paris Club of Official Creditors

• Example: Debt Service Suspension Initiative (DSSI) - impact

on sovereign rating model outcome offset (provided no private

sector participation)
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APAC Sovereign Outlook Summary

APAC FISCAL OUTLOOK

• Higher debt servicing costs from yield 
rise and depreciation, although FC 
debt share is  relatively low in APAC 

• In APAC government debt ratios 
jumped by more due to the pandemic 
than in other regions

• Risk of delay in fiscal consolidation 
plans is significant

SOVEREIGN CREDIT ISSUES IN APAC

• Slowing GDP growth, as inflation and 
high commodity prices bite, but APAC 
remains a high growth region

• Risks mostly to the downside, but 
many APAC sovereigns resilient 

• External liquidity pressures are most 
prominent in frontier markets

SOVEREIGN RATING METHODOLOGY

• Ratings opine on a sovereign’s 
vulnerability to default on financial 
obligations

• But government debt is not the only 
determinant

• Four pillars of analysis: structural 
features, macro performance, public 
finances, and external finances

Source: Fitch Ratings October 2022
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Analytical Pillars

Structural 

Features

Macro Performance, 

Policies, Prospects

Public       

Finances

External    

Finances Output

Sovereign 

Rating 

Model

 Governance

 GDP p/c

 Share of world 

GDP

 Default/ 

restructuring 

record

 Money supply

 GDP volatility

 GDP growth

 Inflation

 Deficit

 Debt

 FX debt

 Interest 

payments

 Reserve 

currency

 Commodity 

dependence

 FX reserves

 Sov assets

 Current account

 Interest service Predicted LT FC 

IDR

Qualitative 

Overlay 

Adjustment

 Political stability 

& capacity

 Banking sector

 Business 

environment

+2 to -2

 Macro policy 

framework

 MT growth outlook

 Macro stability

+2 to -2

 Financing 

flexibility

 Debt 

sustainability

 Fiscal structure

+2 to -2

 Financing 

flexibility

 Debt 

sustainability

 Vulnerability to 

shocks

+2 to -2 +3 to -3

Final Rating LTFC IDR

Sovereign Criteria Overview

1 432

BBB-

Net

+1

BBB

00+10
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ESG Relevance Scores

ESG General Issues

Environmental (E): SRM QO E Score

GHG Emissions & Air Quality 2 2 2

Energy Management 3 2 3

Water Resources & Management 2 2 2

Biodiversity, Natural Resources 3 2 3

Natural Disasters & Climate Change 3 3 3

Social (S): SRM QO S Score

Human Rights & Political Freedoms 4 2 4

Human Development Health & Education 3 2 3

Employment & Income Inequality 3 2 3

Public Safety & Security 3 2 3

Demographic Trends 3 2 3

Governance (G): SRM QO G Score

Political Stability and Rights 5 2 5

Rule of Law, Institutions, Corruption 5 2 5

International Relations & Trade 3 2 3

Creditor Rights 4 2 4

Data Quality & Transparency 3 2 3

 ESG Relevance Scores provide 

transparency on relevance and materiality 

of E, S and G factors to creditworthiness 

and the rating. 

 Not an opinion on ESG risk itself, or 

whether entity engages in good or bad 

ESG practices.

What Are ESG Relevance Scores?

Sovereign Credit-Relevant ESG Scale

5 Highly relevant to rating, a key rating driver 

with a high weight

4 Relevant to rating, a rating driver

3 Relevant, but only has an impact on entity 

rating in combination with other factors

2 Irrelevant to the entity rating, but relevant to 

the sector

1 Irrelevant to the entity rating and irrelevant to 

the sector



Time and Rating Horizons

• More severe climate change effects to only 
build up or strike in the coming decades

• Ratings are forward-looking and take into 
account long-term risks

• But more weight on near-term 
developments than uncertain long-term 
projections (‘discount rate’) 

• LT / tail risks more relevant for highly-rated

• Effect on ratings likely to build over time, 
can’t robustly factor in everything now

Uncertainty/Future Enhancements

• Global policy decisions, technology, social 
trends, data and analytics moving forward

• As uncertainty gaps narrow, we can better 
reflect risks in ratings

• Rankings and heatmaps only so much use: 
relativities vs materiality; ‘weakest link’ vs 
average of factors

• Even in MLT, simple answers from scoring 
models unlikely to be robust; enhanced 
qualitative judgments likely to play key role

Rating Criteria

Sovereign Rating Model (SRM)

 Ex-post impact of physical, transition risks on 
GDP, public and external finances etc

 Ex-ante correlation: commodity dependence, 
share in world GDP, GDP per capita and 
governance indicators



Qualitative Adjustments

 Forward-looking judgments where risks are 
sufficiently material

Factoring Climate Change Into Sovereign Ratings
i) Exposures/Relativities; ii) Mitigation & Adaptation Capacity; iii) Materiality; iv) Uncertainties and Time 
Horizons → Ratings



Debt Burden Now Much Higher than When the Pandemic Shock Hit
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Public FC Debt (% of total debt), 2022FGovernment Debt Ratios Up More than Elsewhere

Source: Fitch Ratings October 2022
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Public Debt Burdens Differ, but Only in a Few Cases Lower than Peers
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Government Interest PaymentsGovernment Debt

Source: Haver November 2022, Fitch Ratings October 2022
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Fiscal Consolidation Slow; Pre-Pandemic Deficit Levels Out of Sight
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Emerging AsiaDeveloped APAC

Source: Fitch Ratings October 2022
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APAC Fiscal Performance Compared with Other Regions
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APAC’s Strong Medium-Term Growth Story Still Intact
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Diverse GDP Growth Outlook across APACStill Strong GDP Growth Prospects Compared with Other Regions

Source: Fitch Ratings October 2022
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Strong US Dollar Implies External Financing Pressures
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Exchange Rate (versus USD)FX Reserves

Source: Haver, IMF, national authorities, Fitch Ratings November 2022
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EM Risks – The US Dollar
Strong correlations between USD and ratings

* Simple average of EM sovereign ratings
Source: Haver Analytics, Fitch Ratings October 2022

The Dollar is Stronger, But Mostly Against DM CurrenciesEM Sovereign Credit Index* and the Dollar
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