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WHAT’S NEW

• Cantor and Packer (1996) studied
the impact of sovereign rating
changes on sovereign spreads.

Barbados:
o Moody’s
Investors
Service
downgrades Barbados credit to “junk
status” On December 20, 2012. The
downgrade lowered the country’s
foreign and local currency bond
ratings to Ba1 from Baa3.
Cayman Islands:
o Moody's Investors Service, affirms
the Cayman Islands sovereign rating
at "Aa3" with a stable outlook.
Jamaica:
National Debt Exchange
o The Government of Jamaica
launches
the
National
Debt
Exchange (NDX) on February 12,
2013. The offer targets J$860 billion
of domestic debt.
o In response to the NDX Standard
and Poor’s Ratings Services
downgraded Jamaica’s Sovereign
Credit Rating from B- to Selective
Default. Fitch followed suite with a
downgrade of the long-term foreign
currency and local currency Issuer
Default Ratings (IDRs) to "C" from
"B-".

POTENTIAL
IMPACTS
CREDIT
RATINGS
EMERGING ECONOMIES

OF
ON

• Agency announcements of a change
in sovereign risk assessments
appear to be preceded by a similar
change in the market’s assessment
of sovereign risk. Twenty-nine
days preceding negative rating
announcements, relative spreads
rise 3.3 percentage points on an
average cumulative basis.

Downgrades of Sovereign Credit
Rating of Jamaica and Barbados, has
brought attention to the likely impact
that downgrades can have on emerging
economies bond markets.

• The
impact
of
rating
announcements on dollar bond
spreads is highly significant.

Below are studies that have been
conducted on the impact of sovereign
credit ratings.

• Market anticipation does not reduce
significantly, if at all, the impact of
a sovereign rating announcement.
Read more…
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Reserve Bank of New York
Economic Policy Review, (October),
1-15.

Kim, S. J., Wu, E., (2008). Sovereign
credit ratings, capital flows and
financial sector development in
emerging
markets.
Emerging
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• How does the sovereign credit
ratings history provided by
independent ratings agencies affect
domestic
financial
sector
development and international
capital inflows to emerging
countries? The empirical results
implied the following:
• The results suggest that the
sovereign credit ratings measures
have significant influences on
financial sector developments.
• Improvements in short-term ratings,
in general, deter international
capital inflows and hamper
domestic
financial
market
developments.
Read more…

The World Bank's Sovereign Debt
Management Forum and the LAC
Debt Group VI Thematic Workshop
was held during the period October 2531 2012 in Washington DC. CARTAC
sponsored two members of the
CARADEM group they are Mr. Francis
Fontenelle and Ms. Donna Yearwood.
Unfortunately the forum had to be
condensed due to the passage of
Hurricane Sandy. The theme of the
workshop
was
“Public
Debt:
Measurement,
Composition
and
Sustainability”. The content included
technical issues such as the challenges
of the World Economic situation and its
impact on Latin America and the
Caribbean.
The forum facilitated an environment
for the exchange of experiences from
participants
from
62
countries
discussing
the
challenges
and
developments
in
public
debt
management.
An excerpt from Ms. Donna
Yearwood’s
experience
stated
“Overcoming obstacles to building
public debt management capacity” was
most captivating and informative. The

presentation by Michele Robinson on
“Implementing Debt Management
Reform in Jamaica” stood as most
impressive. She clearly highlighted the
“building blocks” that are necessary
when seeking sustainable reform in the
debt management institutions and
processes. While focused on the
experiences
of
Jamaica,
her
observations were applicable to
countries across the region, including
Guyana. This session provoked thought
and discussions on how to overcome
common constraints to building debt
management capacity, and addressed
key principles in best practices such as:
institutional
framework,
debt
management reforms and support for
the reforms. The principal and
profound message that came out of this
session was that meaningful debt
management reform “is a sustainable
process that will build on its own
successes”.
Mr. Francis Fontenelle reported the
meeting revealed that climate change
has progressively become more
relevant and that it has implications on
economic
policies
and
debt
management.
Additional issues
highlighted by the World Bank are the

efficiency of a comprehensive disaster
risk management strategy and the
requirements of efficiently coordinating
a financial crisis.

Debt limits are often established as a
nominal dollar amount or as a
percentage of the gross revenues or
Gross Domestic Product. The USA and
Denmark are the only developed
countries that have debt ceilings that
allow spending and borrowing limits1
to be determined separately. That is,
the debt limit is a legislative matter that
is determined outside of the annual
budget process. Another example of a
debt ceiling is the Maastricht Treaty
(1992). It requires that the European
Union member countries have a gross
government debt-to-GDP no more than
60%. This may be regarded as a debt
ceiling.

Constraining
Public debt limits tend to be
constraining considering the capital
needs of the state.2 This can result in
the government taking extreme and
creative methods to meet payment
obligations. These include increasing
taxes, selling of sovereign assets and
establishing public authorities. One of
these extreme examples is the
government establishing and using
public entities to act as financial
intermediaries to circumvent the public
debt limits. The phenomenon has
occurred mostly in the Northeastern
States of the USA3. In a study
conducted on States of the USA; States
that have imposed debt limits have 1.6
more public authorities than states that
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do not have a debt limit4. The study
further implies that the states issued
debt through these newly established
authorities. The effect of establishing
new authorities to act as financial
intermediaries will result in a gradual
increase of recurrent
government
expenditure.
Risk of Default
Risk of default is a
topical issue given
recent events in
Europe
and
the
Caribbean. Default can occur as a result
of a delay or suspension of new
issuances to raise funds needed to meet
expenditure obligations. Payments that
will be at risk are payment of wages
and debt servicing. Increased level of
default risk as a result of delays in
payment, will result in additional
interest cost and the sovereign’s ability
to access funds in the future on
favorable terms. As an emerging
economy it is essential to be able to
access funds on favorable terms.

Increased Borrowing Cost
In a study conducted in the USA
indicated that, postponement of
Treasury auctions resulted in an
increase of uncertainty in the market5.
The increase of uncertainty and a
reduction of predictability among the
investors will result in an increase in
borrowing cost for the government. The
literature indicates that when there is a
postponement of an auction, investors
will deviate to other types of financial
instruments. This stems from investors
being unable to rollover their
investments in a timely way. This in
effect will affect the demand for
government bonds, resulting in the
government resorting to offering a
higher interest rate. Thereby, increasing
the cost of its debt servicing.
Inefficiency in Debt Management
The experience of the USA of imposing
a debt limit may be viewed in some
circles an inefficient management of
the sovereign debt. The USA has
indicated that as the debt approaches its
limit months in advance the treasury
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has to divert its resources from other
priorities to manage the near debt limit.
Approaching debt limit involves
resources and time being dedicated to
contingency planning, which involves,
developing scenarios of when the debt
might reach its limit. These scenarios
are updated weekly, then daily then
multiple times for the day. This occurs
for 6-9 months prior to approaching the
debt limit. The time and resources that
is needed for debt limit related matters
can be used to improve the
management of costs and risks of the
sovereign debt.

TECHNICAL DOCUMENTS ON DEBT MANAGEMENT
The determinants of the composition
of public debt in developing and
emerging market countries (2011)
Forslund Kristine – UNCTAD; Lima
Lycia - Department of Economics of
PUC, Rio de Janerio; Panizza Ugo
UNCTAD
Abstract: This paper uses a new
dataset on the composition of public
debt in developing and emerging
market countries to look at the
correlation
between
country
characteristics and domestic debt share.
While the paper finds shows most
variables have the expected sign, it also
finds that country characteristics cannot
explain regional differences in the
composition of public debt. Moreover,
the paper highlights a weak correlation
between inflationary history and the
composition of public debt. The paper
explores the determinants of this
finding and shows that the results are
driven by the presence of capital
controls.

Proposal for a Debt Reduction Tax
(2011)
Pierlot James - Montreal University,
Canada
Abstract: The author argues that tax
cuts and spending increases should
come only as dividends of debt
reduction, and that an aggressive debtreduction
strategy
should
be
implemented. He proposes a debtreduction tax irrevocably directed
towards the repayment of the principal
of our national debt. As a legislated tax
policy solution to debt reduction, the
tax would ensure regular and
predictable debt repayment, increase
public awareness of the need to reduce
the debt, enhance the federal
government‘s budgeting flexibility and
accountability for surpluses, and
partially redress the inequity of
intergenerational
wealth
transfer.
Meaningful debt reduction would
enable Canada to maintain its fiscal and
economic sovereignty, offer a globally

competitive tax structure to investors
and workers, and ensure a high quality
of life for all citizens.
How Costly Are Debt Crises? (2011)
Furceri Davide – IMF; Zdzienicka
Aleksandra – IMF
Abstract: The aim of this paper is to
assess the short- and medium-term
impact of debt crises on GDP. Using an
unbalanced panel of 154 countries from
1970 to 2008, the paper shows that debt
crises produce significant and longlasting output losses, reducing output
by about 10 percent after eight years.
The results also suggest that debt crises
tend to be more detrimental than
banking and currency crises. The
significance of the results is robust to
different specifications, identification
and endogeneity checks, and datasets

Legal Aspects of Public Debt
Management
9 September - 18 October 2013
UNITAR
http://www.unitar.org/event/le[..]
http://www.unitar.org
This course is intended to assist debt
managers in better fulfilling the above
sited functions and responsibilities,
taking into careful consideration the
‘legal aspects’ of public debt
management. The course will also
expose participants to the centrality of
the
legal
dimension
in
debt
management and show that lawyers and
non-lawyers need to work side-by-side
in managing the public debt and
borrowing of their respective countries,
an approach which in the past has often
been neglected in developing countries
and economies in transition.

Horizon for Formulation and
Implementation
of
a
Debt
Management Strategy
Cape Town, South Africa
18/03/13 to 27/03/13
http://www.csdrms.org/events.asp?step
=4&contentID=472
Designing Government Debt
Management Strategies
Washington, DC
March 11 - 15, 2013
World Bank Treasury
This five-day workshop guides
participants through the rigorous
processes of analyzing the financial
cost-risk tradeoffs of the debt portfolio
through developing a debt management
strategy.

Implementing Government Debt
Management Strategies
Washington, DC
March 11 - 15, 2013
World Bank Treasury
This five-day workshop aims to build
capacity in the execution of new
borrowing, including designing a costeffective funding program, which
contributes to developing the domestic
debt market.
http://treasury.worldbank.org/bdm/htm/
Conference_Workshop_Program.html
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