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WHAT have the theoretical economists been saying about debt
management?

« 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.

e MISSALE (1999): To stabilize the ratio deficit/GDP. The optimal
portfolio will depend on the correlations among GDP growth,
interest rates and inflation.
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WHAT have the national treasuries been doing in risk
management in the last years?

BENCHMARK
COUNTRIES BODY TARGET BENCHMARK OBJETIVE RISK MEASURE OTHER RISKS
Foreign: 15% Inflation link: To stabilize
SWEDEN SNDO Long Term Low Cost 25% Refixings: 3,1Y DebtiGDP VAR Cash-flow-risk NIA
To minimize debt cost
HOLLAND DSTA subject to a risk limit N/A N/A Amount at risk 9% NJA
DNB {Bco. To minimize debt cost Cash flow at risk
DENMARK Central) {10Y)subject to a risk limit N/A N/A simulations Credit, operative
Credit, operative,
N.ZEALAND NZDMO Id Strategic portfolio — VAR liquidity, refinancing |
Cash flow risk
PORTUGAL IGCP Id Strategic portfolio — simulation {(5Y) Refinancing, credit
To minimize debt cost To stabilize
IRELAND NTMA subject to a risk limit Strategic portfolio Debt/GDP VAR Refinancing, operative
To minimize debt cost
FINLAND subject to a risk limit Strategic portfolio — -— -—
BELGIC Refinancing or Refixing: 1Y:
BELGIUM AGENCY 225% 5Y:60% Budget at risk Credit, refinancing |
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VALENCIA'S DEBT AND RISK MANAGEMENT

e Management through a special
agency — IVF.

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

e The funding through
international markets.

e |nternal committee to make the
decisions about risk
management.
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RISK MANAGEMENT TARGETS

e Yearly interest cost must not excess the amount included in
the budget.

e 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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WHAT IS THE BENCHMARK?

e 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.

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

e CCAA Panel data to obtain the elasticity between cyclical primary
deficit and operative revenues. Budget Sensitivity to monetary interest
rates.
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CCAA PANEL DATA RESULTS

xitreg defpib varpib dforal dsanidad deduca dS92 d98 dO2 ds2000.,i(ica) fe

Fixed-effects (within) regression Number of obs = 238
Group variable (i) : ica Number of groups = 17
R-sq: within = 0.1265 Obs per group: min = 14
between = 0.0611 avg = 14.0
overall = 0.1079 max = 14
F{(7.,214) = 4. 43
corr(u_i, Xb) = -0.0917 Prob = F = 0.0001
defpib | Coef. Sitd. Err. t P=|t] [B95% Conf. Interval]
_________ e e e e
varpib | -.1067788 .0314823 -3.392 0.001 -.168834 -.0447236
dforal | (dropped)
dsanidad | .0713284 .1989717 0.358 0.720 -.3208671 4635238
deduca | .5344998 .1940306 2755 0006 152044 9169556
d92 | 1662993 .3408096 0.488 0.626 -. 5054743 8380729
d98 | .08684431 3483314 0248 0.804 -. 6001569 7730431
dO2 | -.025622 3450348 -0.074 0.941 -. 7057239 6544799
d=s2000 | -.31811221 1474837 -2.157 0.032 -.608819 -.0274053
_cons | .4118978 .3334841 1.235 0218 -. 2454364 1.069232
sigma_u | .268291617
sigma_e | .48902073
rho | 22423775 (fraction of variance due to u_i)
F test that all u_i=0: F(16,214) = 2.48 Prob = F =0.0018
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CCAA PANEL DATA RESULTS
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deficit deficit GI.)P GDP
GDP GDP’
o deficit = Standard deviation deficit/GDP.
o . _ .
GhP = Standard deviation GDP growth.
O = Standard deviation Eonia Rate.
¥
P ., =correlation GDP growth and Eonia Rate.
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REAL PORTOFOLIO AGAINST THE BENCHMARK

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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OPTIMIZATION

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

e Number of scenarios: seven about interest rates.

e Target: to minimize cost with a certain risk.

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

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

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

e Daily results (difference between real portfolio and benchmark cost in
NPV) and monthly reports.
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BUDGET RATIOS

Debt/Operating revenues

Operating balance/Operating revenues /\\
+ 40
+ 30
. - -
Surplus( deficit)/ Total revenues T 20
+ 10
0]
2001 2002 2003 2004 2005 2006 2007 2008 2009
YEARS
‘—‘—Operating Balance /Operating Revenues ==#=Surplus (Deficit)/Total Revenues Debt/Operating Revenues (Right Axis) ‘

Source: Generalitat Valenciana
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BUDGET RATIOS (cont.)

Debt accrual cost
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Operating balance / Interest paid \
1 T1
0 T T T T T T T T 0
2001 2002 2003 2004 2005 2006 2007 2008 2009
YEARS
=&—Debt Accrual Cost =#—3 Months Euribor Operating Balance/ Interest Paid (Right Axis)

Source: Generalitat Valenciana
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Fixed / Floating structure Options Portofolio
31/03/2010 31/03/2010
Options

10%

Variable
22%

Source: Generalitat Valenciana 14
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By currencies (before currency swaps):
31/03/2010

GBP CHF
o]

EUR
91%

Source: Generalitat Valenciana 15
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VALENCIA'S DEBT PERFORMANCES

99 2000 2000 M
Accrugl Debt Cos o0 519 b
Red Poriolo Debt Cost (NPY) 005 542 6
Benchmark Cost NPY) 0 56 6
Porommance (=postve+=ngge 007 420
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Valencia, april 2010

17



	RISK MANAGEMENT GENERALITAT VALENCIANA�
	Slide Number 2
	WHAT have the national treasuries been doing in risk �management in the last years?
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17

