
 

Fitch Wire +  │  12 March 2021 fitchratings.com 1 

 

  

  Fitch Wire + 
Sovereigns 

Asia Pacific 

Credit Risks for Asia’s ‘CCC’ Sovereigns  
External Financing Key to Strengthening Creditworthiness  
 

 

 

Fitch Ratings downgraded the Issuer Default Ratings (IDR) of three 
Asia-Pacific (APAC) sovereigns to ‘CCC’ in 2020. This was the first 
time that Fitch has rated an APAC sovereign at ‘CCC’ or below. We 
downgraded Laos from ‘B-’ in September and the Maldives from ‘B’ 
and Sri Lanka from ‘B-’ in November. 

The downgrades came amid the Covid-19 pandemic shock. We 
expect economic growth to recover in all three countries in 2021, 
but this is unlikely to return the sovereigns to pre-pandemic levels 
of creditworthiness on its own. Lingering health vulnerabilities to 
the pandemic, high general government debt/GDP burdens and 
limited external financing access also weigh on their credit metrics. 

External Liquidity Stress a Common Theme 
A common theme for all three APAC ‘CCC’ sovereigns is their 
fragile external positions, marked by low foreign-exchange 
coverage relative to foreign-currency debt obligations. The 
potential for heightened external liquidity strain, leading to 
increased signs of default, is the most likely source of downward 
pressure on the ratings.  

We expect the three economies to post current-account deficits in 
2021-2022. However, the path of the pandemic and its impact on 
tourism, a major source of foreign exchange for all three countries, 
will heavily influence the prospects for external earnings. 

External liquidity stress may be relieved by financing support. The 
Maldives secured significant multilateral funding in 2020, as well as 
access to the G20 Debt Service Suspension Initiative (DSSI), and we 
believe such support will continue in 2021-2022. Laos and Sri Lanka 
face particular obstacles in accessing IMF financing, but could 

benefit from bilateral support, including from China.  

Sri Lanka Faces Larger Debt Burden 
We believe the challenges in restoring creditworthiness appear 
most protracted for Sri Lanka. Its debt burden is much larger in 
absolute terms than that of the Maldives and Laos. This may make 
it harder to find external financing solutions. Its interest costs are 
also higher as share of fiscal revenue, making debt sustainability 
more of a challenge.  

This means that positive rating action on Sri Lanka may be less likely 
without accompanying policies or reforms that improve the 
sustainably of its public and external finances.  
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Assessing the Pandemic Economic Shock  
The pandemic has severely affected APAC’s weaker sovereigns, 
aggravating existing macroeconomic and external frailties; of the 
five APAC sovereigns that were in the ‘B’ rating category in March 
2020, three – Laos, the Maldives and Sri Lanka – had been 
downgraded to ‘CCC’ by the end of the year. Only Mongolia 
(B/Stable) and Pakistan (B-/Stable) remain in the ‘B’ category. 

 

The effects of the crisis have been particularly acute in the Maldives 
and Sri Lanka, where tourism is a large employer and foreign-
exchange earner. We estimate that 2020 output from the Maldives 
plunged by 30% and that Sri Lanka’s economy shrank by 6.7%. In 
US-dollar terms, we estimate nominal GDP in the Maldives fell to 
levels last seen in 2015. 

The added economic stress caused by the pandemic contributed to 
a material weakening of credit metrics in both Sri Lanka and the 
Maldives. This was a factor in our decision to downgrade the 
economies to ‘CCC’ in November 2020. 

We estimate that Laos posted economic growth of 0.5% in 2020. Its 
tourism sector was badly affected and a lockdown curbed activity in 
2Q20, but we believe domestic output recovered in 2H20, as 
hydropower exports proved resilient and work on large 
infrastructure projects continued. Nonetheless, the health crisis 
pushed up the budget deficit, increasing the country’s near-term 
financing needs and adding to pressures on the sovereign rating. 

Growth to Pick-Up, But Scarring Remains  
All three ‘CCC’ APAC sovereigns should see a pick-up in growth in 
2021, partly reflecting base effects after the weak 2020 
performance amid the pandemic shock. We expect Sri Lanka’s 
growth to recover to 4.9% in 2021, with medium-term growth 
averaging at around 4.0%. We also expect 18% average annual 
growth in the Maldives in 2021-2022, although the forecast is 
vulnerable to risks around the pandemic’s impact on tourism.  

Our forecasts imply that real output in 2022 will still be below 2019 
levels in the Maldives and only just above 2019 levels in Sri Lanka, 
illustrating the enduring impact of the pandemic on their 
economies. Laos should fare better. We expect to see 5.0% average 
annual growth in 2021-2022, but this will still be below its average 
growth rate of 7.0% in 2014-2018.  

  

Public debt burdens will also rise in the ‘CCC’ rated economies, 
adding to pressures on sovereign creditworthiness. We expect 
general government debt at end-2022 to reach 69% of GDP in Laos, 
105% in the Maldives and 108% in Sri Lanka, up from 62%, 63% and 
87%, respectively, at end-2019.  

Our forecast for general government debt/GDP for Sri Lanka and 
the Maldives at end-2022 is significantly higher than the 74% 
median of ‘B’, ‘C’ and ‘D’ rated sovereigns. The pace of increase in 
the ratios for the two sovereigns between end-2019 and end-2022 
is also forecast to be faster than for the peer median group. Laos 
performs better than the peer group on both metrics.  

The high level of general government debt adds to debt 
sustainability problems, particularly in the Maldives and Sri Lanka. 
The cost of servicing the debt also plays a role in sustainability 
analysis; Sri Lanka’s interest payments account for a much higher 
share of revenue than those in the Maldives.   
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Key Points  

• Economic recovery is unlikely, on its own, to restore the 
creditworthiness of ‘CCC’ APAC sovereigns – Laos, the 
Maldives and Sri Lanka – to pre-pandemic levels 

• The potential for heightened external liquidity strains 
leading to increased signs of default poses the most 
likely source of downward rating pressure for ‘CCC’ 
APAC sovereigns  

• Multilateral initiatives, like the DSSI, have the potential 
to ease external financing stress for vulnerable 
sovereigns, but among the ‘CCC’ APAC sovereigns, only 
the Maldives has secured such relief 
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Low Foreign-Exchange Coverage 
External liquidity stress is a common credit weakness for ‘CCC’ 
APAC sovereigns, with levels of official foreign-exchange reserves 
providing limited support for debt payment. We estimate that 
reserves at end-2020 were sufficient to cover just over 15% of 
gross sovereign external debt outstanding in Sri Lanka and 14% in 
Laos. The ratio was higher for the Maldives, at around 25%. 

Persistent current-account deficits and difficulty in borrowing from 
global debt markets could encourage the three sovereigns to rely 
on reserve draw-downs to meet debt repayment obligations in the 
near term. We forecast reserves to fall in all three markets between 
end-2020 and end-2022, but the drop in Sri Lanka is particularly 
steep, at over 40%. 

 

Uncertainty over the extent of sovereign liabilities can add to the 
difficulty of assessing reserve coverage. Contingent sovereign 
liabilities, for example, could be a significant factor in Laos. Data 
transparency and quality is also an issue, especially where 
government capacity is weaker.   

 

External interest payments as a share of current external receipts 
are high at all three ‘CCC’ APAC sovereigns relative to the ‘B’/‘C’/‘D’ 
sovereign median. The ratio rose to 11.8% in the Maldives in 2020, 
based on Fitch estimates, which is notable given that it was just 
below the peer median in 2019.  

We expect the ratio of external interest payments/current external 
receipts to fall in all three countries over 2021-2022 as external 
earnings recover, although it will remain above the peer median.  

Debt Maturities Could Pose Challenges 
Increased signs of a probable default event, for instance, from 
severe external liquidity stress and reduced government access to 
external financing, represent the most likely source of further 
downward rating pressure for Laos, the Maldives and Sri Lanka. 
Against this background, the strain associated with rolling over or 
refinancing maturing debt will bear particular scrutiny. 

We estimate Sri Lanka’s total external debt repayments falling due 
over 2021-2025 at around USD23 billion. In the next two years, this 
includes international sovereign bonds maturing in July 2021 of 
USD1 billion, January 2022 of USD500 million and July 2022 of 
USD 1 billion.  

The Maldives does not have any international sovereign bonds 
falling due until a USD250 million bond matures in June 2022. 
However, it faces external debt service obligations of USD468 
million from 1Q21 through 2Q22, of which USD142 million is due 
in 2021. A further USD362 million in government-guaranteed debt 
falls due in the same period, which may crystallise on the 
sovereign’s balance sheet. 

We estimate that Laos faces debt repayments of around USD1 
billion a year over 2021-2025. In 2021, this includes USD165 
million equivalent in Thai-baht bonds and a USD150 million US-
dollar instrument that matures in June. 

Sri Lanka, for now, remains effectively priced out of debt markets, 
with a spread of 1,937bp on 1 March, based on the JP Morgan 
Emerging Market Bond Index. This compares with 426bp for 
Pakistan and 251bp for Mongolia, and would make rolling over debt 
through new issuance challenging.  

 

The index does not publish spreads for Laos or the Maldives. Laos 
has twice delayed a proposed US-dollar bond issuance in the past 
few months. This may partly reflect technical issues. We regard 
Laos’ access to the Thai bond market as limited in the current 
context, but it could still be a refinancing option. 

Successful issuance would demonstrate broader market access and 
be positive for the sovereigns’ financing situation.  

Improved Exports Could Ease Strain 
We expect Laos, the Maldives and Sri Lanka to post continued 
current-account deficits in 2021-2022, but the ebbing of pandemic 
effects should ease some external strain. US imports of apparel and 
accessories, for example, fell by 19% in 2020, reflecting the impact 
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of lockdowns. However, external demand should strengthen for 
apparel exporters like Sri Lanka as restrictions are lifted with the 
rollout of vaccine programmes in developed markets.  

The effect of vaccination drives on tourism is more uncertain, 
although official data show some improvement in arrivals in recent 
months in Sri Lanka and the Maldives, with the latter showing a 
particularly notable pick-up.  

We have factored in a gradual recovery in tourism over 2021-2022 
for Laos, the Maldives and Sri Lanka. However, vaccine rollouts in 
developed markets, as well as in India and China – which are large 
sources of tourists – may prompt a more rapid increase in outbound 
travel than we assume. This could present upside risk to our 
forecasts, so long as local authorities do not restrict arrivals. In the 
Maldives, particularly, this could put upward pressure on ratings.  

Multilateral Support an Important Factor 
The low level of foreign-exchange buffers in Laos, the Maldives and 
Sri Lanka, coupled with the potential difficulty in issuing debt on 
international markets, will make the availability of bilateral or 
multilateral financing support an important driver of 
creditworthiness for the ‘CCC’ APAC sovereigns over 2021-2022.  

The ratings of Laos and the Maldives could be upgraded if such 
support was sufficient to ease external liquidity pressure, for 
example, by broadening financing options or facilitating a sustained 
increase in foreign-exchange reserves.  

Multilateral financing could be forthcoming for Laos, but we see no 
indications at present that this path is being pursued; unlike many 
emerging markets that have faced external liquidity stress during 
the pandemic, the government has not secured an IMF Rapid Credit 

Facility, even though such financing comes with low conditionality.   

The Maldives secured financing from a number of multilateral 
sources in 2020 and early 2021, including the Asian Development 
Bank (AAA/Stable), the World Bank and a Rapid Credit Facility from 
the IMF. We assume that the multilaterals will continue to provide 
financial support, facilitated by the Maldives' recent record of 
improved governance and transparency. 

Sri Lanka plans to meet its external-debt obligations in 2021-2025 
through a combination of sources, including bilateral, multilateral 
and commercial financing, but does not currently anticipate a 
funding arrangement with the IMF. Accessing financing may 
nevertheless be challenging, given its high debt level, deteriorating 
government debt dynamics and weak policy framework.  

Countries with IMF financing arrangements may benefit from a 
broader range of funding options, including access to funding from 
other multilaterals. A request for IMF financing, under either rapid 
financing or regular programmes, is also a precondition for 
accessing relief under the G20’s DSSI. However, Sri Lanka does not 
qualify for the DSSI (as it is currently structured, access is limited to 
73 low-income economies that do not include Sri Lanka) and Laos 
has not yet formally requested IMF funding.  

Sovereigns would also need to enter an IMF programme to access 
the Common Framework for Debt Treatments Beyond the DSSI; 
see our recent report for details on the rating implications of the 
DSSI and Common Framework.  

There are ongoing global discussions around a fresh allocation of IMF 
Special Drawing Rights, which would lift foreign-exchange reserves 
for all three ‘CCC’ APAC sovereigns. However, the discussions are 
fluid with scant details and it remains to be seen whether fruition 
would significantly boost the sovereigns’ credit metrics.  

China to Play a Central Role 
We expect bilateral credit to play a central role in providing 
financing support to Laos, the Maldives and Sri Lanka. This partly 
reflects the geopolitical strategic importance of these countries 
amid regional rivalry between India and China.  

China’s policies on extending debt relief or permitting debt 
rollovers may play a significant role in the debt sustainability 
dynamics of the three ‘CCC’ APAC sovereigns. In addition to China’s 
official support, Chinese state-owned banks are major commercial 
creditors in these markets.  

Around half of Laos’ total external debt and upcoming debt service 
falling due is owed to China. As such, discussions with China over 
bilateral debt service suspension or other debt relief will be key for 
the outlook.  

The level of fresh financing extended by China is also a major 
consideration; a swap line with the People’s Bank of China (PBoC) 
in mid-2020 helped boost reserves. The new government in Laos 
has indicated a desire to pursue equity, rather than debt financing, 
in the future, in which China is likely to play a crucial role.  

In Sri Lanka, a government minister on 10 March confirmed a 
CNY10 billion (USD1.5 billion) swap facility with the PBoC. 

External financing support from India may also be important. The 
Indian government provided USD250 million of pandemic relief to 
the Maldives in September 2020, for example. We noted in 
November that the Monetary Authority of the Maldives had drawn 
on a USD400 million currency swap line with the Reserve Bank of 
India.  

India also provided a USD400 million swap facility to Sri Lanka in 
July 2020, which was settled in February 2021. Media reports 
quoted an Indian High Commission spokesperson as saying that a 
further extension of the swap line would require Sri Lanka to have 
successfully negotiated a staff-level agreement for an IMF 
programme.  

Financing support may also be forthcoming from other bilateral 
sources, including governments in the West and Middle East. The 
availability of such funding will be influenced by the state of official 
relations and the priorities of bilateral partners.  
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