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LETTER OF THE CHAIRMAN

Dear Colleagues,

At a global level the economy seems unable 
to consolidate a growth phase: despite 
low interest rates, moderate oil prices, 

growth rates are not high, and in several 
geographical areas, including Europe, 
they are spectacularly unimpressive.

we appear to be living in a moment of 

level before we can expect the world 

Furthermore, it would appear that 

companies (and their managers) are 
unable to react fast enough to progress 
and to new scenarios as they occur.

And it is in this context that I believe it 
is worth underlining the role and the 

modern fast-changing world.

conferences organized by IAFEI.

arrangements for the upcoming Annual 
World Congress, scheduled for September 
next in Sao Paolo, Brasil, and other 

around the globe.

your business!

 

 
Fausto Cosi

IAFEI Chairman
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LETTER OF THE CHIEF EDITOR

You receive the    IAFEI Quarterly XXXVI th 
Issue.

This is another issue of the IAFEI Quarterly, 
the electronic professional journal of 

This journal, other than the IAFEI website, 
is the internal ongoing professional 

This issue is the Sixth One under the 
regime of the   New Start for the IAFEI 

up by the IAFEI Board of Directors decision 
of October 13, 2015, to establish an 

Once again, the layout and the visual 
design have been further improved by the 

for what we are grateful. Also it is user-
friendly in a state of the art manner.

us jointly strive for this.

for inclusion in future IAFEI Quarterlies, 

for improvements.

With best personal regards

Helmut Schnabel
Chief Editor
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Advice for the New President 

BRAZIL“CFOS TO TRUMP: STOP TWEETING, 
LOSE THE BORDER TAX, BUT CONTINUE SOME 

REFORMS”

IAFEI and a Group of partners, among which Duke University, USA, and Grenoble Ecole de Management , France, produced 
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Mixed Bag on Tax Reform 

    

Top Concerns

Reduced Public Trust of Government and Business. 

Fixing Economies around the World

Mexico

Peru
Chile Colombia 

Brazil
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AFRICA

EXPLORING ECONOMIC OPPORTUNITIES 
IN AFRICA 

 NATASHA KIRCHMANN





The International Finance Corporation (IFC) 

HEALTHCARE SECTOR IN 
AFRICA

Financial Times: Analyse Africa, 

FOREIGN DIRECT INVESTMENT TO EAST AFRICA 

McKinsey AFRICAN 
CONSUMER AND BUSINESS SPEND

HOTEL ROOMS

MTN MOBILE SUBSCRIBERS

 

AFRICAN DIASPORA

The Organisation for Economic Cooperation and 

Development (OECD) and the United Nations 

Food and Agricultural Organisation (FAO)

AGRICULTURAL 
PRODUCTION

W Hospitality’s

HOTEL ROOMS IN THE PIPELINE. 

Report

SECOND- FASTEST GROWING CONTINENT

The GROWTH FORECAST FOR AFRICA

OLD MUTUAL 

The TRANSPARENCY INTERNATIONAL CORRUPTION 
PERCEPTIONS INDEX



The SABMiller

Corporate Council on Africa

FORECAST STATISTICS:

Contact  

SHOPRITE

Deloitte A360 Degree View: Africa 

Construction Trends Report 2015

INFRASTRUCTURE PROJECTS IN AFRICA



B3 (Brasil Bolsa Balcão), the most important Exchange 

world

A GREAT TIME FOR INVESTMENTS IN BRAZIL 
JOSÉ CLÁUDIO SECURATO,

LUIZ ROBERTO CALADO

BRAZIL



It is true that the last three years were not good for 

the Brazilian economy. The accumulated drop in GDP 

reached 7% in the period. However, the outlook is 

Recent examples will certainly discourage 

The deeper these adjustments take place in Brazil, the 



important?

What was the amount of it?

without a prepayment penalty?

That means that you could repay the last structure 
without a prepayment penalty?

VONOVIA SE PLAYING ON THE ENTIRE FINANCING 
KEYBOARD  

GERMANY



CMBS?

over?

Though, against this background it is surprising that your 

Does this mean that you have more hedge funds in the 
boat today than when you were a member of the German 

price has roundabout doubled, what is the recipe of this 
success?



With this you are alluding to Deutsche Wohnen 

 

Do you also want to build up investments outside the 
German border?

Out of the assumed share-deal, has now almost become 

How do you mean that?

  



                                        

How much goodwill is coming into the books with 

But you have already 2,7 billion Euro of goodwill in the 



Where is the hurdle for the capability of issuing mortgage bonds?



this merger will come sooner or later, although the 
shareholders of the Wohnen Group have very explicitly 

Do I understand correctly that you are convinced that the 
investors would welcome the merger?

shares?
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Speech  

Dr Jens Weidmann President of the Deutsche Bundesbank  

 

at the 9th Annual IIF G20 Conference "The G20 Agenda under the German Presidency" 

Frankfurt am Main | 15.03.2017  

 1 Introduction  

 2 Priorities of the German presidency  

 3 G20 achievements  

 4 Conclusion  

1 Introduction 

Timothy Adams 

Ladies and gentlemen 

It's a great pleasure for me to welcome you to this conference, which is a joint event of the 

Institute of International Finance (IIF) and the German G20 presidency. 

Many thanks to you, Tim and the IIF team, for organising this conference, which is taking 

place for the ninth time, this year just ahead of the meeting of G20 finance ministers and 

central bank governors in Baden-Baden. 

The economist John Kenneth Galbraith is quoted as joking that "Business conventions are 

important because they demonstrate how many people a company can operate without." 

I don't want to get too drawn into the merits of his humorous remark, or whether it applies to 

banking conferences as well, but I will say that there are compelling reasons why this 

conference is, indeed, an important event. 

One reason is that it provides a good opportunity for dialogue between official and private 

sector leaders. This dialogue is particularly important in such challenging times, which is also 

reflected in the focus on very topical issues over the next two days. 

"A global crisis requires a global solution." 

This simple statement by the G20 heads of state or government back in April 2009 – in the 

middle of the financial crisis – captured the essence of the cooperation between the key 

industrial countries and emerging market economies. And although the G20 is an informal 

body – or perhaps precisely for that reason – it is an important source of impetus. 

GERMANY



As the financial crisis unfolded, the G20 grew in status to become the dominant forum for 

economic cooperation worldwide. It played a key role in drawing the right conclusions from 

the crisis. But the job isn't finished yet. Additional efforts are necessary to make the global 

financial system more stable and the world economy more prosperous. 

There are therefore several issues of global importance on the permanent agenda of the G20 

that will continue to be pursued. In this regard, the German presidency is building on the 

important achievements of preceding presidencies, with the aim of ensuring continuity in the 

G20's activities. Just think, for example, of the growth strategies of the Brisbane summit or 

the structural reform agenda of the Chinese presidency last year. And some of you may also 

remember the debt reduction targets of the Toronto summit. 

Beyond continuing the work of the existing G20 work streams, it is also the privilege and, 

indeed, the duty of every presidency to generate new inputs. 

2 Priorities of the German presidency 

The German G20 agenda rests on three main pillars: building resilience, improving 

sustainability and assuming responsibility. 

To this end, Germany has set three main priorities for discussions between finance ministers 

and central bank governors and among the G20 working groups within the "Finance Track". 

These are 

 Enhancing resilience 

 Promoting investment, especially in Africa; and 

 Shaping digitalisation 

Let me go a bit deeper into these issues, starting with resilience. 

The recent financial crisis has underpinned how important resilience is. While the crisis is 

considered to have passed, its negative consequences have not yet been completely overcome. 

Making our economies more resilient means improving their ability to cope with economic 

shocks, but also responding appropriately to longer-term structural challenges like 

demographic change or digitalisation. 

The more resilient national economies are, the more resilient the world economy is as a 

whole. In economic terms, strengthening national resilience is a positive externality. 

In order to strengthen national resilience, the German presidency is seeking an agreement on a 

set of principles in Baden-Baden.  

Rather than prescribing specific measures or reforms, such principles can act as a guide for 

G20 members when considering different actions aimed at enhancing the resilience of their 

economies. Moreover, they complement other ongoing G20 initiatives and priorities, 

including the 2016 Hangzhou Enhanced Structural Reform Agenda. 

The principles on resilience, which are currently being discussed in the G20, should aim to 

ensure sound public finances and to reduce vulnerabilities in the private sector. With respect 

to the real economy, they should advocate a favourable business environment, flexible labour 

market conditions and efficient social security systems. 
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Furthermore, monetary policies should be in line with central banks' mandates and should not 

overstretch them or undermine the legitimacy of central banks' independence. 

Finally, G20 members should remain committed to the principle of open markets and cross-

border trade – a point I come back to later in my speech. 

The second priority of the German presidency within the Finance Track is related to the 

objective of stimulating investment, particularly in Africa. In an increasingly interconnected 

world, it is more important than ever to build global partnerships. 

In order to create new and competitive jobs, the conditions for private-sector investment and 

investment in infrastructure need to be improved. Setting up a ‘Compact with Africa' initiative 

is therefore intended to create better investment conditions, for example by improving legal 

certainty, making taxation more reliable, and reducing investment risks with the help of 

international guarantees. 

Furthermore, the G20 will provide political support for specific investment agreements 

between African countries and international organisations and – if desired – with developed 

partner countries. 

In addition, transfers of money from migrant workers to their home countries are an important 

source of funds for many countries – not only in Africa. In several countries, these 

remittances account for more than one fifth of GDP and significantly contribute to domestic 

consumption and investment. The aim is therefore to improve the conditions for frictionless 

and efficient money transfers. Rules against money laundering and the financing of terrorism 

are important, but they should be applied in a way that does not discourage banks from 

providing correspondent banking services. 

Last but not least, the third priority of the German presidency relates to digital finance and its 

implications for the financial sector. 

From an economic point of view, digital finance can deliver a wealth of benefits. First of all, 

digital financial services can bring about significant efficiency gains – and I'm sure all of you 

know this much more than I do. 

But digitalisation can also boost competition within the financial system, because new 

competitors, like fintechs, are stepping onto the field. What some of you might regard as a 

threat to your business – because it could intensify the problem of narrowing profit margins 

among traditional banks – has, on the other hand, a positive impact on overall welfare. 

The question of whether digitalisation will lead to a revolution in financial services and 

infrastructure, as some commentators argue, remains unanswered for the time being, in my 

view. However, one certainly can't deny that new technologies like blockchain, robo advisors 

or crowd funding could have the potential to make financial markets and services faster, more 

efficient, more convenient, and more inexpensive for everyone. 

This is why some central banks are carrying out research, especially with regard to the 

implications of blockchain technology. And the Bundesbank is among them. 

To identify the requirements which central banks might need to meet in future in connection 

with blockchain-based instruments, the Bundesbank and Deutsche Börse AG have jointly 
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unveiled a prototype for a securities settlement system based on blockchain technology. The 

idea behind this joint project is to analyse the technological performance and scalability of 

blockchain-based applications. It is not the intention to issue a digital euro coin. 

New technologies may also represent a source of financial stability risk. Herding behaviour, 

for example, could be amplified by automated advisory services in portfolio management. 

Robo advisors might exacerbate financial volatility and pro-cyclicality if the assets under 

management reach a significant level, which is not yet the case. 

Pro-cyclicality might result from weaker customer relationships and the interoperability of 

access points. 

This calls for the regulation of fintechs, at least to a certain extent. A lot of corporations using 

technology-enabled financial innovations operate either on a global scale or carry out a large 

number of cross-border transactions. Identifying key regulatory issues to safeguard financial 

stability is therefore a goal that the German presidency is aiming at in cooperation with the 

Financial Stability Board and other standard-setting bodies. 

Another pressing issue in a digitised world is cybercrime. Cyber-attacks can potentially 

undermine peoples' trust in the financial system. In order to avoid jeopardising the positive 

impact of digital finance, it will be crucial to address these cyber risks. It is therefore on the 

Baden-Baden agenda to start work in this area at the G20 level. 

A further implication of digitalisation, which was already an important topic at the G20 

digitalisation conference in Wiesbaden, in January, is financial literacy. 

It is an indisputable benefit that new technological developments have enabled the financial 

inclusion of people who would otherwise lack access to financial services – for example, there 

are five countries in Sub-Saharan Africa where more people have a mobile money account 

than a conventional bank account. 

That said, more and more people with insufficient knowledge and understanding of financial 

concepts and risks are getting easier access to financial services. And this is true not only for 

developing countries but for industrialised countries, too. 

If it becomes easier for people to become their own "fund manager", so to speak, they should 

at least have basic knowledge of economic concepts like compound interest. Therefore, 

financial literacy is not just an issue for consumer protection authorities, but also for schools 

and the financial industry as well. 

For central banks, financial education is an issue, too, because effective monetary policy 

communication relies on people having a basic grasp of concepts such as inflation and interest 

rates. Ensuring the public has basic knowledge of these issues is therefore important for the 

success of central banks, as the ability of the latter to maintain price stability depends, not 

least, on public support for a stability-oriented monetary policy.  

Ultimately, all of us should have an interest in consumers being well-informed about financial 

services.  



In addition to the key topics I have mentioned, Germany will also be continuing the G20 

agenda in a number of other fields. This includes a further strengthening of the international 

financial architecture and additional progress on the international regulatory agenda. 

3 G20 achievements 

Ladies and gentlemen 

What are the greatest achievements of the G20 so far? 

In my view, there are two. 

The first is that the G20 member states by and large resisted temptations to implement 

protectionist measures to stimulate their national economies after the great recession in 

2008/09. "Beggar-thy-neighbour" policies were not chosen to improve the economic situation 

at home at the cost of other economies. 

This success was due, not least, to the explicit rejection of protectionism by the G20 and the 

renewed commitment to an open, global economy. 

The other great achievement of the G20 is that, through common efforts, important lessons 

were drawn from the financial crisis. 

All the milestones of regulatory reform were endorsed by the G20. The tightening of bank 

regulation under Basel III, for example, would hardly have been imaginable without the 

political support of the G20.   

It's now all the more important that these achievements are not given up. 

Open markets and a competitive economic system are the pillars on which the prosperity of 

our economies rests. A greater variety of inexpensive and good-quality products are available 

on open markets, and this increases citizens' purchasing power. In this way, free trade and 

competition result in a quantifiable increase in prosperity, particularly for those who have to 

consider their spending carefully. Moreover, spurred by international competition, industries 

are more innovative and new ideas are spread more rapidly. 

But today we are seeing mounting scepticism of globalisation, a sentiment by no means 

confined to the United States. In Europe, too, globalisation fears are on the rise and people are 

increasingly shunning open markets. According to a recent poll, 45% of Europeans view 

globalisation as problematic, and among the voters of populist parties more than two thirds 

see globalisation as a threat. 

Public concerns like these need to be taken seriously. It can't be denied that globalisation puts 

particular pressure on certain groups of people. Although open markets boost prosperity 

overall, they don't necessarily boost it for all people all of the time. But it's also safe to say 

that barriers and exclusion would be the wrong response to these concerns. 

In advanced economies, low-skilled workers feel the pressure of globalisation, particularly 

those who work in industry sectors that are exposed to low-cost competitors from abroad. And 

that's why inclusive growth is so important. 
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In order to have more inclusive growth, however, we need to ensure that enterprises and their 

employees are properly equipped to harness the opportunities presented by globalisation and 

technological progress and that they are able to manage structural change. 

I already mentioned the need for a favourable business environment. That means, for 

example, less red tape, limits to increasing social-security contributions or creating 

innovation-friendly conditions by an efficient product market regulation. 

Investment in education and lifelong learning are important for improving employees' 

adaptability to a changing environment. People who lose their job have to be able to find 

another position swiftly. 

And a target-driven and transparent tax and transfer system is able to act as a cushion for 

those who are not able to benefit from new job creation. Policy must help those who lose from 

globalisation, and the positive effects of trade should provide scope for such policies. 

Regarding the second great achievement of the G20, I am somewhat concerned, too. While, 

on the one hand, the regulatory agenda has not been completed yet, calls for de-regulation are 

on the rise again. 

I already mentioned Basel III. I'm fully aware that the implementation of the new standards is 

challenging for banks worldwide. But the new standards have significantly improved the 

capital adequacy of the banking system and have made the global financial system more 

stable. And although banks sometimes criticise the higher capital requirements, a more stable 

financial system is beneficial for them as well – as greater stability is also reflected in lower 

funding costs. 

Nevertheless, in contrast to the original plans, there was no final agreement on Basel III last 

year. While most of the residual work has been completed, one important issue still remains 

unresolved. This is the question of how far credit institutions should be permitted to use their 

own internal models to determine their capital adequacy requirements for credit risk – or to be 

precise, whether to fix a lower threshold for capital adequacy requirements calculated with the 

aid of the internal model and if so, how to calibrate this threshold. 

The negotiations on that issue are currently on hold because the positions of the US chief 

negotiators have not yet been filled. A swift resumption of negotiations would be in our 

common interest, especially as the ongoing regulatory uncertainty caused by the delay in 

finalising Basel III is undoubtedly a burden for the banks. 

And so I hope that the upcoming meetings in Baden-Baden and Basel will lead to a return to 

the negotiation table. 

Ladies and Gentlemen 

One lesson of the financial crisis was that banks, especially the global systemically important 

ones, need more capital. The second lesson was that public bail-outs of banks should be 

avoided in future. 

And so it is completely understandable that President Trump recently declared, in his 

executive order of 3rd February, that the prevention of taxpayer-funded bailouts is a core 

principle of regulation. 
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That said, achieving this aim also makes it essential to refrain from adopting regulatory 

measures which would make public bail-outs more likely or which would destroy the level 

playing field. 

Thus, I fully agree with Mario Draghi, who recently said that "the last thing we need at this 

point is a relaxation of regulation." That does not, of course, exclude us from regularly 

evaluating our regulation and its effectiveness and fine-tuning it if necessary. But the G20 

should stick to its commitment to regulatory reforms and its clear rejection of regulatory 

arbitrage. 

Carrying out deregulation in the hope of stimulating the economy could backfire. 

Insufficiently regulated financial markets can do significant harm to economic prosperity if a 

crisis occurs, as the latest financial crisis has painfully demonstrated. 

Back in 2013, the then Secretary of the US Treasury, Jack Lew, said that "(…) the global 

financial crisis (…) underscored the need for strengthening financial sector regulation across 

the globe. In particular, the crisis highlighted the need for building much stronger and more 

resilient financial institutions, greater market transparency, and a high quality level playing 

field across borders that protects against regulatory gaps, arbitrage, and a race to the bottom." 

I think this is still true. 

4 Conclusion 

Ladies and gentlemen 

On this note, I would like to bring my speech to a close. 

In times of uncertainty, international cooperation is particularly important, and we are 

certainly living in a period of heightened uncertainty at the moment. 

In times like these, the G20 is a precious treasure. The German presidency is seeking to guard 

this treasure and ensure its value is further enhanced. 

Thank you for your attention.  

Deutsche Bundesbank 
Communications Department 

Wilhelm-Epstein-Straße 14, 60431 Frankfurt am Main, Germany 

Internet: www.bundesbank.de | E-mail: info@bundesbank.de 

Tel: +49 69 9566-0 | Fax: +49 69 9566-3077 

Reproduction permitted only if source is stated. 
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The call for exceptional leadership and invigorated, 
integrated corporate governance has never been 
more appropriate and almost become a cry for our 

for South Africa were recently published in a report 
by The Institute of Risk Management South Africa 

associated with current political instability, 
economic influences, sociological trends, 
technological innovations, ecological factors, 

Risks in general implies change and thanks to 
great thought-leaders such as Professor Mervyn 

King, there is hope for the country and those who 
understand the need for rapid change, global and 
integrated thinking as well as collaborated efforts 

The recent release of King IV (Institute of Directors 

corporate governance as:
 “The exercise of ethical and effective leadership by 

the governing body that results in the achievement 

of the following governance outcomes: an ethical 

culture; performance and value creation; effective 

control; and legitimacy

SOUTH AFRICA: INTEGRATING COUNTRY AND 
INDUSTRY LEVEL IDENTIFIED RISKS 

INTO CORPORATE GOVERNANCE STRUCTURES 
AS A COLLABORATIVE EFFORT FOR A 

SUSTAINABLE FUTURE

 ELSIE MARITZ, 

SOUTH AFRICA
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Country and Industry level risks

Results



Key findings 

Lack of Leadership 

“

achieving the NDP objective of eradication, poverty, 

reducing inequality and creating more employment 

opportunities

“It is the most crucial aspect for delivering on the NDP 

responsible for the current precarious state of affairs 

that South Africa finds itself in

Governance Failure 

“Economic development depends on trust and on 

a dependable law and order system.  Any failure 

of these will reduce the ability of the economy to 

provide for poverty alleviation, economic growth and 

employment opportunities

“

the achievement of the NDP objectives for South 

Africa, as sustainable business (in all sectors) has a 

significant role to play in achieving the NDP goals 

of poverty reduction, economic growth, economic 

transformation and job creation, amongst others.  

King IV defines corporate governance (CG) as a 

and King IV supports it through setting sustainable 

development as the ultimate goal for organisations.  

for sustainable development so there is a good fit 

between CG and NDP

“In broad terms, the NDP is currently the country’s 

overarching strategy, whereby the South African 

government has set out an ambitious set of goals 

to reduce poverty, as well as transform and improve 

the country’s ailing economy.  Clearly without new 

jobs being created, and such where the relationships 

between government business and civil society 

remains volatile, these goals will be difficult to 

achieve; and they will remain a set of goals without 

any real tangible value or benefit
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King IV in supports ethical & efficient leadership

Please note that the views, opinions and positions 

expressed by the author is her own and do not 

necessarily reflect the views, opinions or positions of 

her employer
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RECENT DEVELOPMENTS IN INTERNATIONAL 
AND DOMESTIC FINANCIAL MARKETS AND 

THEIR IMPLICATIONS

DANIEL MMINELE

                                                               

SOUTH AFRICA
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       Interviews

Background and Context
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WHAT IS THE PPT RULE AND WHY SHOULD I BE 
CONCERNED?

AND PROFIT SHIFTING
 

LUIS VÁZQUEZ RUIZ,

MEXICO



1

Develop model treaty 

before deciding to enter into a tax treaty with another 

hybrids2.  

 Analyse the tax and 

to do so to implement measures developed in the course 

rapidly evolving nature of the global economy and the need 
3.  

PPT.

What is the PPT rule?

4.  

 

5

6

7

8

1. Notwithstanding any provisions of a Covered Tax 

shall not be granted in respect of an item of income or 

capital if it is reasonable to conclude, having regard 

to all relevant facts and circumstances, that obtaining 

-

-

-
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be in accordance with the object and purpose of the 

relevant provisions of the Covered Tax Agreement. 

10 

11 

12.  

 

-

13. 

14.  

-

-

-



15  

16. 

Transfer of Receivable

Example A: TCo, a company resident of State T, owns shares 

-

-

-

-

-

-

therefore, any dividend paid by SCo to TCo is subject to a 

withholding tax on dividends of 25 per cent in accordance 

the other State. TCo enters into an agreement with RCo, 

R, pursuant to which TCo assigns to RCo the right to the 

payment of dividends that have been declared but have 

not yet been paid by SCo.  In this example, in the absence 

of other facts and circumstances showing otherwise, it 

would be reasonable to conclude that one of the principal 

purposes for the arrangement under which TCo assigned 

the right to the payment of dividends to RCo was for RCo to 

and it would be contrary to the object and purpose of the 

under this treaty-shopping arrangement .  

Example G: TCO, a company resident of State T, is a 

publicly-traded company resident of State T. It owns 

countries. Most of these companies carry on the business 

establishing a regional company for the purpose of 

providing group services to these companies, including 

to establish the regional company, RCO, in State R. This 

-
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provide low withholding tax rates.  In this example, merely 

by the subsidiaries to the regional company would not 

enable a conclusion to be drawn about the purposes for 

the establishment of RCO by TCO. Assuming that the 

intra-group services to be provided by RCO, including 

RCO through its own personnel located in State R, it would 

subsidiaries operate unless other facts would indicate that 

RCO has been established for other tax purposes or unless 

would otherwise apply (see also example F in paragraph 15 

18
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International Working CommitteesInternational Working Committees
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2. 
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Global Fixed Income 

REFORM MOMENTUM OPENS UP 

INDIAN BOND MARKET 

OPPORTUNITIES 

Andrew Keirle 
Portfolio Manager, 
Emerging Markets Local 
Currency Bond Strategy 

Chris Kushlis 
Fixed Income Sovereign 
Analyst, Asian Markets 

PRICE 

POINT 

March 2017 

Timely intelligence and 
analysis for our clients. 

KEY POINTS 

 Recent reforms implemented by Prime Minister Narendra Modi’s government in  

India have created an attractive opportunity set in the country’s bond market for 

international investors. 

 India’s long-term disinflation trend and positive growth trajectory have also 

contributed to a positive environment for bond investing, while the market is 

gradually opening up to overseas investors. 

 Indian government bonds may offer strong diversification benefits and have  

a higher yield than the bonds of many Asian peers, which are not on such a  

positive reform track. 

 It is important to be mindful of a number of challenges including India’s significant 

bad debt problem and its myriad political risks, which could obstruct further 

development of the market. 

 

India’s bond market has not always been a high priority for investors in emerging 

market debt. The perception that it is somewhat opaque and difficult for overseas 

participants to access has deterred many from exploring the market. But the Indian 

fixed income space has been gradually opening up to international investors in recent 

years, while a more attractive opportunity set has arisen on the back of the country's 

long-term disinflation trend, its positive growth trajectory, and the reforms implemented 

by Prime Minister Narendra Modi’s government.  

Despite this progress, however, potential investors in Indian bonds will also need to 

consider the hazards posed by the country’s significant bad debt problem and its 

myriad political risks before embarking on what is still a relatively untrodden path.  

The Indian bond market has traditionally been a largely domestic affair, with 

comparatively low levels of international investment, as regulation has restricted 

overseas investors looking to access the bond market to using interest rate swaps and  
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foreign exchange as proxies. While access to overseas participants has started to improve in recent years as the 

Indian government has sought to open up the market to international investors, there are still limits on the amount 

of Indian bonds that foreign investors can hold. 

SOLID PERFORMANCE 

For international investors who have been able to gain access to the Indian market, it has been worth the effort. 

Indian government debt has performed relatively strongly since 2014, with yields on 10-year bonds declining from 

around 9% to less than 7% between early 2014 and late 2016 on the back of falling inflation and easier monetary 

conditions (see Figure 1). The government’s recent demonetization of certain high-denomination Indian rupee 

bank notes to crack down on the shadow economy has also fueled expectations of weaker growth and lower 

inflation following the large inflow of deposits to banks. This has further boosted bond prices, which are now more 

stretched than they were two to three years ago. 

However, while valuations are not as attractive as they have been, there are still a number of factors in favor of 

investing in Indian debt.  

The currency itself also might be interesting to investors. The balance of payments is in strong shape with a low 

current account deficit and solid foreign direct investment inflows. The rupee seems reasonably valued, and we 

believe it has advantages over other Asian currencies given India’s strong growth and clear path to structural 

reforms, and the higher yield available on Indian debt. 

TACKLING INFLATION 

High inflation in particular historically has been a burden on India’s bond market, and it is here where reforms 

have had the most pronounced impact so far. Following the financial crisis of 2007–2008, India went through a 

period of double-digit inflation, driven partly by monetary stimulus measures implemented by the Reserve Bank of 

India (RBI), whose primary focus had not traditionally been to control rising prices. Then in 2013, newly appointed 

Governor Raghuram Rajan made it a priority for the RBI to bring inflation down, and under his watch it 

subsequently fell into single-digit territory. The accompanying decline in nominal interest rates created an 

attractive environment for bond investors. 

In addition to the implementation of a formal inflation mandate, the RBI has also put in place further reforms 

designed to institutionalize the central bank’s policymaking process, including the creation of a monetary policy 

board to set interest rates (the responsibility for setting rates previously rested solely with the governor). This has 

Figure 1: 10-Year Indian Government Bond Yields—Yields Decline on Falling Inflation and  
Easier Monetary Conditions 

As of February 1, 2017 

 
Source: FactSet. Past performance is not a reliable indicator of future performance. 
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further strengthened the central bank’s incentive to remain focused on inflation in the longer term and has been a 

boon to fixed income investors, who typically prefer central banks to be as independent as possible. The RBI’s 

establishment of the monetary policy committee (MPC) and new inflation targeting mandate have helped to put 

India at the forefront among emerging markets in terms of pushing toward more independent monetary policy. 

This progressive approach looks set to continue. Rajan stepped down as RBI governor at the end of his first term 

last year and was replaced by former Deputy Governor Urjit Patel, who authored the initial report recommending 

the establishment of an MPC and an inflation target. Under Patel’s leadership, the RBI is expected to adopt a 

similar stance as it did under Rajan. The RBI’s more institutional approach will also mean that the governor has 

less personal influence on policy than in the past.  

SUPPORTIVE MEASURES 

India has also undertaken multiple reforms to reduce the size of its black market economy. In addition to the 

currency demonetization program discussed above, they have also introduced measures to reduce red tape 

around infrastructure spending and property development.  

Another key reform that is potentially highly supportive for fixed income investors is the creation of a nationwide 

goods and services tax (GST). The GST removes certain barriers and tax distortions between states, with the aim 

of making India a more efficient internal market. It will probably not raise significant amounts of revenue for the 

Indian government  at first but should be beneficial for growth over the longer term by simplifying the country's 

disjointed tax system and creating a genuine single market.  

CHALLENGES REMAIN 

While government influence over the RBI has been reduced, political risk nevertheless poses other threats to the 

development of the country’s bond market. Even though the government has a commanding majority in the lower 

house of parliament, it does not control the upper house, making it more difficult for it to pass legislation. This 

could be a roadblock to the government’s ambitious reform agenda.  

Furthermore, Modi’s government has entered the second half of its term, prompting concerns that it could focus 

more on short-term populist measures to raise its chances of reelection, such as offering loan waivers to certain 

groups, and less on enacting lasting legislation. More generally, Indian politics is gradually moving from a system 

dominated by a central party to one characterized by a number of smaller, regional parties. This again makes it 

more difficult to bring about significant reforms in the longer term. 

India’s bond market also faces several economic challenges. The country has a number of large conglomerate 

groups that are overleveraged—the top 1% of companies accounts for around half of the overall debt, according 

to the International Monetary Fund. There is also a large amount of debt in the country’s banking system. The 

establishment of the country’s first national bankruptcy law, passed last year, was intended to create a process to 

address this level of debt. However, while the law is widely considered a positive development for investors, it will 

likely take several years to develop the institutions and judicial expertise to effectively implement before investors 

begin to feel its benefits. Spending on fixed assets is lagging too: India’s investment-to-gross domestic product 

ratio has been falling for a number of years, which is a concern for potential international investors. 

While there are challenges ahead, notably in the form of 
political risk and high levels of debt, the trend of opening 
up to foreign investors looks set to continue. 
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Even so, Indian bonds may offer diversification potential for international investors. The market is less exposed to 

forced selling than some emerging market peers during periods of risk aversion, owing to the small proportion of 

overseas participants. Furthermore, the market has a fairly low correlation to U.S. Treasury bonds. Typically, any 

large swings in U.S. Treasury yields have a spillover effect on global and emerging market bond yields. Indian 

yields, however, can be less susceptible to these than other emerging markets. One example of this came in the 

immediate wake of the U.S. presidential election in November, which coincided with the government’s 

aforementioned demonetization program. While yields on U.S. Treasuries and many other government bonds 

climbed by up to 40 basis points in the days following the election, Indian government bond yields actually fell. 

More broadly, the country is gradually moving toward a more open, inclusive market in global terms, which should 

ensure that the demand for Indian assets will rise structurally over time, against what is currently quite a low base, 

particularly in the fixed income and foreign exchange space. What’s more, Indian government bonds have a 

higher yield than the bonds of many Asian peers, which are not on such a positive reform track.
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