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• TOBIN (1963): Economic stabilization. Focus on long term 
bonds in order to slowdown the Economy. 

• BARRO (1999): To minimize the variability of the tax rates. GDP-
link bonds or a combination of fixed, inflation-link and foreign debt.

• MISSALE (1999): To stabilize the ratio deficit/GDP. The optimal 
portfolio will depend on the correlations among GDP growth,
interest rates and inflation.

WHAT have the theoretical economists been saying about debt 
management?
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WHAT have the national treasuries been doing in risk 
management in the last years?
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• Management through a special 
agency – IVF.

• The funding and the risk are 
managed separately by different 
people and with different 
indicators.

• The funding through 
international markets.

• Internal committee to make the 
decisions about risk 
management.

VALENCIA’S DEBT AND RISK MANAGEMENT
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• Yearly interest cost must not excess the amount included in 
the budget.

• Accrual interest cost rate has to be equal or less than 
potential nominal GDP growth, in order to support the 
sustainability.

• Real portfolio cost must outperform benchmark portfolio 
cost in NPV plus net interest payments.
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RISK MANAGEMENT TARGETS



• The benchmark portfolio is the portfolio which minimizes the variability 
of the cyclical deficit in the long term. It means that we would like to 
pay more in the economy upturn and less otherwise.

• It's a combination of fix and floating notes of a 5 year average life.

• CCAA Panel data to obtain the elasticity between cyclical primary 
deficit and operative revenues. Budget Sensitivity to monetary interest 
rates.
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WHAT IS THE BENCHMARK?
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= Standard deviation deficit/GDP.

= Standard deviation GDP growth.

= Standard deviation Eonia Rate.

= correlation GDP growth and Eonia Rate.

= Elasticity deficit/GDP and GDP growth



• Maximum risk limit: Higher 20% interest expenses forecast in the 
budget and 20% and operating balance average in the last 5 years.

• Risk Measure: The risk is the difference between real portfolio and 
the benchmark valued in terms or Value-at-Risk (VAR) with 95% 
and three months time.

• Restrictions: No exchange rate risk, in general.
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REAL PORTOFOLIO AGAINST THE BENCHMARK



• Horizon time: three months. This is done every month.

• Number of scenarios: seven about interest rates.

• Target: to minimize cost with a certain risk.

• Restrictions: turn over (%) or level of risk.

• Optimization results: to increase or/and decrease some tenors in the 
yield curve

• Execution: through derivatives or/and new issues in capital markets.

• Daily results (difference between real portfolio and benchmark cost in 
NPV) and monthly reports.
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OPTIMIZATION



Source: Generalitat Valenciana
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BUDGET RATIOS
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Source: Generalitat Valenciana
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BUDGET RATIOS (cont.)



Source: Generalitat Valenciana 14
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Fixed / Floating  structure 
31/03/2010

Options Portofolio

31/03/2010



Source: Generalitat Valenciana 15
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By currencies (before currency swaps): 
31/03/2010



VALENCIA’S DEBT PERFORMANCES
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Valencia, april 2010
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