
 

 

Thesis 

 

„Different Strategies and Methods of Pricing Latvia`s Eurobonds” 

 

Author: Krisjanis Rullis, Class: MBA 18a 

Supervisor: Raivis Lucijanovs, MBA 

 

Riga 2014 

  



Krišjānis Rullis  Different Strategies and Methods of Pricing Latvia`s Eurobonds 2 

 

Executive Summary 

The Eurobond market is an important source of funds for central governments.  A 

little less than 10 years after the first benchmark issue and just two weeks after the 

adoption of the euro, Latvia issued its already sixth benchmark Eurobond by pricing a new 

7-year EUR bond on January 14, 2014. During this 10 year period Latvia has experienced 

significant ups and downs in its economy and the in global financial markets. This has 

significantly affected also the results of Latvia`s historical Eurobond issues. However 

during the last few years the local economy has improved substantially and this has made it 

possible for Latvia to issue its sixth Eurobond with a 2.625% coupon which is the lowest 

ever for any BBB rated CEEMA sovereign EUR-denominated issuance.  

 The adaption of the euro since January 1, 2014, consistent upgrades by all major 

credit rating agencies and the recent Eurobond issue all together have raised a question - 

Where do Latvia and its credit stand? Looking at the historical Eurobond transactions from 

an investor`s point of view Latvia has long been perceived as a typical Emerging Market 

country. However, the latest macroeconomic fundamentals, consistently decreasing 

borrowing costs and other factors indicate that Latvia`s credit should be repositioned out 

from the Emerging Markets group. It also means that the strategy and pricing methods for 

future Eurobond issues should be reevaluated and adjusted accordingly. 

In general the Eurobond market is a complicated mechanism that involves different 

counterparties. The success of an Eurobond issue relies on choosing the right pricing 

strategies and methods as well as on the existing situation in the market. Pricing strategy 

includes various actions that have to be done before the day of bond issue. Starting with 

selection of leading banks that support issuer`s vision of its creditworthiness, till evaluation 

of general market conditions and timing of transaction, election of peer group, and 

preparation of marketing story for investors. Pricing methods on the other hand includes 

actions that affect final pricing levels on the day of issue. The issuer should decide on tools 

that will be used for establishment of pricing rationale. Those tools include usefulness 

analysis of CDS indicator, analysis of credit rating effect on pricing levels, adequacy 

analysis of interpolated yield curve and other curve construction methods, analysis of 

outstanding peer group bonds. Therefore, the problem addressed in this master thesis: 

What factors should be evaluated when trying to choose the right pricing strategy and 

methods for Latvia`s next Eurobond issues? The coupon of Latvia`s sixth Eurobond issue 

was fixed at 2.625% and the transaction size was exactly 1 billion EUR. This means that 

every year for next seven years Latvia will have to pay EUR 26.25 million in interest 

payments. Applying different pricing strategies and methods for the same issue shows how 

different the end results could be. For example, even a difference as small as 5 basis points 

(0.05%) in either direction would result in additional savings or expenses in the amount of 

EUR 500 000 per annum. Since the debt is serviced from the government budget, the issue 

of choosing the right pricing strategy and method is important hence it indirectly affects 

every taxpaying resident of Latvia. 

The analysis of how to choose the right strategy and method for pricing new issues 

focuses mainly on factors that affect indicative new issue pricing levels the most. Since 

Latvia already has five outstanding bonds, the evaluation of historical transactions is 

crucial for further new bond issues. Also the sovereign credit rating plays a crucial role for 

investors determining the country`s debt position and appropriate valuation levels. The 

analysis also explores credit rating relationships and their effects on new issue pricing. 

Another indicator that has played a crucial role in historical bond pricing was the sovereign 
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country CDS level. This thesis also explores recent trends in the SCDS market and its 

importance in pricing future issues. Choosing a strategy for the next possible Eurobond 

issue also depends on the situation in the financial markets and the level and direction of 

benchmark rates. This analysis explores factors that influence benchmark rates and define 

criteria that should be analyzed before choosing the timing strategy for the new bond issue. 

Finally possible peer group that could be used for further Latvia`s future issues will be 

explored as well as an analysis of most common pricing strategies and methods that could 

be used for constructing Latvia`s pricing rationale will be performed. 

Similarly to the structure of the core part of this thesis, the conclusions are divided 

into sections: 

In-depth analysis of Latvia`s historical Eurobond issues found that during the last 

two Eurobond issues Latvia was able to reach yields and coupons that were the historically 

lowest in the CEEMA region when compared to countries with similar ratings. This clearly 

indicates that Latvia`s credit has grown out from typical Emerging Market group and 

should be repositioned to more developed countries. Regarding further Eurobond issues, 

Latvia should choose leading banks (JLMs) that see Latvia between single A rating 

countries and during the issue process are able to gather interest from relevant investor 

types. Such a move would allow to continue tightening Latvia`s borrowing costs and 

spread levels also in future Eurobond issues. 

The analysis of Latvia`s outstanding USD denominated bonds in the secondary 

market indicate that credit ratings highly affect borrowing costs. However, it is important 

to remember that credit ratings track historical events and data. It could happen that when 

the decision of a rating change is announced, the news is already “priced in” and the 

announcement has no significant impact on actual spread levels and their direction. 

Nevertheless in the long term striving for a higher rating will result in decreasing 

borrowing costs and a peer group analysis shows that in many aspects Latvia`s 

macroeconomic fundamentals are stronger than Lithuania`s (single A- rating by S&P) and 

in line with other single A countries from the CEE region. This leads to the conclusion that 

another rating upgrade for Latvia can be reasonably expected in the near term. 

On November 1, 2012 CDS the naked short selling ban came into effect in the EU. 

The IMF and ISDA research materials found that since the regulation became effective, the 

average correlation between proxy hedges such as the iTraxx Europe Senior Financials 

index and EU-regulated single-name sovereign CDS decreased from 89% to 37%. Also 

looking individually at Latvia`s average weekly trade count activity it can be concluded 

that it has decreased by about 25% in post implementation period. Taking into account 

decreasing liquidity and lack of regular quotations sovereign CDS have lost their 

importance in assessing indicative pricing levels and should be discarded from the tool list.  

After modest rate increases during the year of 2013, both EUR and USD 

benchmark rates are still close to historical low. However, a Bloomberg poll of than 60 

world`s largest investment bank analysts indicates on average, a forecast of rapid rate 

increase during the following quarters. Since further downside risks are minimal, Latvia 

should consider the possibility of prefunding and issuing its next Eurobond rather sooner 

than later. In the shorter term rate direction will be data-dependent, technical analysis can 

be applied and economic data calendar could be of great use for exact timing decision. 

The peer group comparison analysis shows that from the perspective of 

macroeconomic fundamentals and outstanding Eurobond secondary market levels Latvia 

can be repositioned from a typical Emerging Market peer group to the single A rating 
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countries group from the CEE region. The ideal „peer group” for Latvia would consist of 

Lithuania, Slovakia, and Poland. 

To conclude, the pricing rationale for indicative pricing levels cannot be based only 

on one of the methods. Using one method only could lead to misleading conclusions. 

However employing different methods together and combing them with an accurate peer 

group evaluation will enable Latvia to derive accurate indicative pricing levels for future 

Eurobond issues. 
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Anotācija latviešu valodā 

Maģistra darba Latvijas eiroobligāciju izcenošanas stratēģijas un metodes mērķis ir 

noskaidrot kādi faktori ietekmē eiroobligāciju izcenošanu un kādas izmaiņas nepieciešams 

veikt izcenošanas stratēģijā un metodēs, veicot turpmākās Latvijas eiroobligāciju emisijas. 

Lai rastu atbildes apskatītajai problēmai, maģistra darba ietvaros tika veikta 

Latvijas vēsturisko eiroobligāciju analīze, kredītreitinga un kredītsaistību neizpildes 

mijmaiņas līgumu ietekme uz eiroobligāciju izcenošanas līmeņiem, USD un EUR bāzes 

likmju ietekme uz izcenošanu analīze, Latvijai līdzīgu valstu kritēriju noteikšana un 

analīze, atsevišķu izcenošanas mehānismu salīdzināšana un analīze. 

Darbā secināts, ka (1) vēsturisko eiroobligāciju analīze norāda uz nepieciešamību 

pozicionēt Latvijas kredītu ārpus attīstības valstu grupas, (2) kredītreitings ietekmē 

aptuvenos eiroobligācijas emisijas izcenošanas līmeņus, bet tam ir maza ietekme 

izcenošanas brīdi, (3) kredītsaistību neizpildes mijmaiņas līgumi ir zaudējuši līdz pat 78% 

no likviditātes un vairs netiek izmantoti nosakot jaunu emisiju izcenošanas līmeņus, (4) 

USD un EUR bāzes likmju līmeņi ietekmē kopējos aizņemšanās līmeņus, likmju attīstības 

tendencēm turpmāk būtu izmantojamas Bloomberg vidējās prognozes, (5) turpmākajās 

eiroobligāciju emisijās Latvijai sevi vajadzētu pozicionēt pret Lietuvu, Poliju un Slovākiju, 

(6) izcenojot turpmākās eiroobligācijas, Latvijai vajadzētu izmantot vairākus cenošanas 

metodes, lai izvairītos no maldinošiem rezultātiem.  

Maģistra darbs ir angļu valodā, tā kopējais apjoms ir 87 lapaspuses (78 neskaitot 

pielikumus), un tajā ir 2 formulas, 7 tabulas, 37 grafiki un 3 pielikumi. 
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Introduction 

The Eurobond market is an important source of funds for central governments.  A 

little less than 10 years after the first benchmark issue and just two weeks after the 

adoption of the euro, Latvia issued its already sixth benchmark Eurobond by pricing a new 

7-year EUR bond on January 14, 2014. During this 10 year period Latvia has experienced 

significant ups and downs in its economy and the in global financial markets. This has 

significantly affected also the results of Latvia`s historical Eurobond issues. However 

during the last few years the local economy has improved substantially and this has made it 

possible for Latvia to issue its sixth Eurobond with a 2.625% coupon which is the lowest 

ever for any BBB rated CEEMA sovereign EUR-denominated issuance.  

 The adaption of the euro since January 1, 2014, consistent upgrades by all major 

credit rating agencies and the recent Eurobond issue all together have raised a question - 

Where do Latvia and its credit stand? Looking at the historical Eurobond transactions from 

an investor`s point of view Latvia has long been perceived as a typical Emerging Market 

country. However, the latest macroeconomic fundamentals, consistently decreasing 

borrowing costs and other factors indicate that Latvia`s credit should be repositioned out 

from the Emerging Markets group. It also means that the strategy and pricing methods for 

future Eurobond issues should be reevaluated and adjusted accordingly. 

In general the Eurobond market is a complicated mechanism that involves different 

counterparties. The success of an Eurobond issue relies on choosing the right pricing 

strategies and methods as well as on the existing situation in the market. Pricing strategy 

includes various actions that have to be done before the day of bond issue. Starting with 

selection of leading banks that support issuer`s vision of its creditworthiness, till evaluation 

of general market conditions and timing of transaction, election of peer group, and 
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preparation of marketing story for investors. Pricing methods on the other hand includes 

actions that affect final pricing levels on the day of issue. The issuer should decide on tools 

that will be used for establishment of pricing rationale. Those tools include usefulness 

analysis of CDS indicator, analysis of credit rating effect on pricing levels, adequacy 

analysis of interpolated yield curve and other curve construction methods, analysis of 

outstanding peer group bonds. Therefore, the problem addressed in this master thesis: 

What factors should be evaluated when trying to choose the right pricing strategy 

and methods for Latvia`s next Eurobond issues? The coupon of Latvia`s sixth Eurobond 

issue was fixed at 2.625% and the transaction size was exactly 1 billion EUR. This means 

that every year for next seven years Latvia will have to pay EUR 26.25 million in interest 

payments. Applying different pricing strategies and methods for the same issue shows how 

different the end results could be. For example, even a difference as small as 5 basis points 

(0.05%) in either direction would result in additional savings or expenses in the amount of 

EUR 500 000 per annum. Since the debt is serviced from the government budget, the issue 

of choosing the right pricing strategy and method is important hence it indirectly affects 

every taxpaying resident of Latvia. 

The analysis of how to choose the right strategy and method for pricing new issues 

focuses mainly on factors that affect indicative new issue pricing levels the most. Since 

Latvia already has five outstanding bonds, the evaluation of historical transactions is 

crucial for further new bond issues. Also the sovereign credit rating plays a crucial role for 

investors determining the country`s debt position and appropriate valuation levels. The 

analysis also explores credit rating relationships and their effects on new issue pricing. 

Another indicator that has played a crucial role in historical bond pricing was the sovereign 

country CDS level. This thesis also explores recent trends in the SCDS market and its 

importance in pricing future issues. Choosing a strategy for the next possible Eurobond 
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issue also depends on the situation in the financial markets and the level and direction of 

benchmark rates. This analysis explores factors that influence benchmark rates and define 

criteria that should be analyzed before choosing the timing strategy for the new bond issue. 

Finally possible peer group that could be used for further Latvia`s future issues will be 

explored as well as an analysis of most common pricing strategies and methods that could 

be used for constructing Latvia`s pricing rationale will be performed. 

However there are some general limitations the Thesis. First, Latvia`s seventh and 

most recent Eurobond issue on April 24, 2014 will not be evaluated. This means that the 

situation in the secondary market of Latvia`s Eurobonds as well as the overall situation in 

the financial markets and Latvia`s relative position in the market it has been evaluated until 

April 24, 2014. Second, some statistical limitations can be identified as well. In some 

occasions observations may partly overlap, the impact, however, is negligible. Third, 

although Latvia has Eurobonds in EUR and USD currencies, the main focus for developing 

strategy and pricing methods is based on EUR currency, though USD bonds are used to 

strengthen the chosen direction. 

The thesis relies on combination of quantitative and qualitative research methods. 

The quotations of Latvia`s and other sovereign Eurobonds, bid/ask spreads, yield curve 

construction using logarithmic interpolation method, swap calculations and other 

quantitative data are evaluated using most common market practices.  Market forecasts, 

trends, opinions and information on the overall situation of the Eurobond market is 

gathered from different world`s leading investment bank research materials.  

The structure of the Thesis is as follow. First, the introduction sets out general 

information about the Thesis, including the purpose of the Thesis, problem statement, 

research limitations, research methods and structure of the paper. In the theoretical 

background section relevant literature is reviewed in relation to Eurobond markets as part 
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of the global financial markets. The theoretical background section also summarizes the 

most important fundamentals of bonds, their structure, risks, and yield curve as well as the 

basics of a CDS, swaps and credit rating agencies and their importance in Eurobond issues. 

The analysis part, which is the main part of the thesis, is divided in the following sub-parts: 

(1)   In-depth analysis of outstanding Latvia`s benchmark Eurobonds, (2) Credit ratings 

and their effect on bond pricing, (3) CDS market and its effect on bond pricing, (4) 

Fundamentals of USD and EUR benchmark rate, factors that could influence their 

direction, (5) Strategy of choosing the right peer group, (6) Indicative pricing levels based 

on secondary market trading levels of Latvia`s outstanding Eurobond issues. The thesis 

concludes with implementation recommendations about choosing the right pricing strategy 

and method for future Latvia`s Eurobond issues. 
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Glossary of terms and observations 

Central-Eastern Europe, Middle East, Africa (CEEMA) 

Central-Eastern Europe (CEE) 

Committee of European Securities Regulators (CESR) 

Credit Default Swaps (CDS)  

Credit rating agency (CRA) 

European Central Bank (ECB)  

European Commission (EC) 

International Monetary Fund (IMF) 

New Issue Premium (NIP) 

International Organization of Securities Commissions (IOSCO) 

The Central Bank of United States (FED) 

US Securities and Exchange Commission (SEC) 

Purchasing manager index (PMI)  

World Bank (WB) 

 

Bond – a bond is a fixed interest financial asset issued by governments, companies, banks, 

public utilities and other large entities (About.com Economics) 

Coupon – the interest rate stated on a bond when it's issued. The coupon is typically paid 

semiannually. This is also referred to as the "coupon rate" or "coupon percent rate." 

(Investopedia) 

Default Risk Premium (DRP) – the difference between the interest rate on a U.S. Treasury 

bond or German bunds and a corporate bond of equal maturity and marketability (E.F. 

Brigham, J.F. Houston, 2009) 

Eurobond – usually, a eurobond is issued by an international syndicate and categorized 

according to the currency in which it is denominated (Investopedia) 

Inflation – the amount by which prices increase over time (E.F. Brigham, J.F. Houston, 

2009) 

Inflation Premium (IP) – a premium equal to expected inflation that investors add to the 

real risk-free rate of return (E.F. Brigham, J.F. Houston, 2009) 

Interest Rate – the cost of money (E.F. Brigham, J.F. Houston, 2009) 

Interest Rate Risk – the risk of capital losses to which investors are exposed because of 

changing interest rates (E.F. Brigham, J.F. Houston, 2009) 

Liquidity Premium (LP) – a premium added to the equilibrium interest rate on a security if 

that security cannot be converted to cash on short notice and at close to its “fair market 

value” (E.F. Brigham, J.F. Houston, 2009) 

Maturity Risk Premium (MRP) – a premium that reflects interest rate risk (E.F. Brigham, 

J.F. Houston, 2009) 
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Mid-swaps (MS) – is the average of bid and ask swap rates used as a benchmark for 

calculating total interest rate cost of issuing a variable rate bond (investment-and-

finance.net) 

Nominal (Quoted) Risk-Free Rate (rRF) – the rate of interest on a security that is free of all 

risk; rRF is proxied by the T-bill rate or the T-bond rate. rRF includes an inflation premium 

(E.F. Brigham, J.F. Houston, 2009) 

Real risk-free rate of interest (r
*
) – the rate of interest that would exist on default-free U.S. 

Treasury securities and German Bunds if no inflation were expected (E.F. Brigham, J.F. 

Houston, 2009) 

Reinvestment Rate Risk – the risk that a decline in interest rates will lead to lower income 

when bonds mature and funds are reinvested (E.F. Brigham, J.F. Houston, 2009) 

Risk – in a financial market context, the chance that an investment will provide a low or 

negative return (E.F. Brigham, J.F. Houston, 2009) 

Production opportunities – the investment opportunities in productive (cash-generating) 

assets (E.F. Brigham, J.F. Houston, 2009) 

Time preferences for consumption – the preference of consumers for current consumption 

as opposed to saving for future consumption (E.F. Brigham, J.F. Houston, 2009) 

Yield – The income return on an investment. This refers to the interest or dividends 

received from a security and is usually expressed annually as a percentage based on the 

investment's cost, its current market value or its face value (Investopedia) 

Z-spread – the basis point spread that would need to be added to the 

implied spot yield curve such that the discounted cash flows of the bond are equal to its 

present value (its current market price) (Choudhry M., 2005)  
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1. Eurobond market characteristics and bond fundamentals 

This part of the theses consists of relevant literature review in relation to Eurobond markets 

as part of financial markets. Theoretical background also includes the most important 

fundamentals about bonds, their structure, risks, and yield curve as well as basics of CDS, 

swaps and credit rating agencies taking into account their importance in Eurobond 

transactions. 

1.1. Financial markets 

Markets most usually are described or understood like conduits through which 

buyers and sellers exchange goods, services, and resources.  Through economical angle 

market can be divided in three types: product market, factor market and financial market 

(graph 1). Product market in society is understood as a place where goods and services are 

traded. Factor market includes labor, capital, and land exchanged transactions, but 

financial market can be described in different ways in relation to its complexity.  In 

relation to thesis topic the attention will be focused on financial market analysis.  In 

financial markets claims are traded, to channel savings of households, businesses, and 

governments to those economic units who needs to finance their needs through raised 

capital (J.R. Stafford, 2013). 

Graph 1. Market classification through economical angle 

 

Source: Made by author 
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market 
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market 



Krišjānis Rullis  Different Strategies and Methods of Pricing Latvia`s Eurobonds 15 

 

Financial market can by classified based on different parameters, but most usually 

are used the following ones (graph 2). If financial market is concentrating to new claims, it 

can be defined as primary financial market. Financial claims are created and sold for the 

first time in primary markets. The main function of primary market is to raise funds needed 

to finance investments in new projects where capital is just starting to form (F.J. Fabozzi, 

2009). 

Graph 2. Financial market classification 

 

Source: Made by author 

On the other hand secondary market is used to buy and sell existing claims and 

financial assets. It leads to secondary market main function – to provide marketability. It is 

important to mention, that large number of existing securities and claims are traded on the 
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exchange secondary market where brokers and dealers must register with the Securities 

and Exchange Commission (SEC) and are using communication devises to link to each 

other. In OTC dealers can quote their own bid and ask prices on the securities they deal, 

and brokers can execute a trade with a dealer providing a quote (Public Securities 

Association, 2008). 

Markets can also be classified in terms of being part of the direct financial market 

either intermediary financial market. Direct financial market can be described as market 

orientated to surplus units purchase claims issued by the ultimate deficit unit (graph 3). 
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The claims trade in the direct financial markets are referred to as primary securities and it 

can include wide variety of claims such as Treasury securities, corporate and municipal 

bonds, stocks (J.R. Stafford, 2013, F.J. Fabozzi, 2009).  

Graph 3. Direct Financial Market 

 

Source: Made by author based on J.R. Stafford, 2013, Debt Markets and Analysis 

Intermediary financial markets allows the financial institutions to sell financial 

claims to surplus units and to use the proceeds to purchase claims issued by ultimate deficit 

units or to create financial claims (graph 4). In intermediary market financial institutions in 

turn create intermediate securities, referred to as secondary securities (J.R. Stafford, 2013). 
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such as securities with original maturities of one year or less, are traded. In other words 
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J., 2009). 
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Graph 4. Intermediary Financial Market 

 

Source: Made by author based on J.R. Stafford, 2013, Debt Markets and Analysis 

Capital market is defined as market where long term securities, such as securities 

with original maturities over one year, are traded. The issuers operating in capital market 
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investors are exposed to one or more of the following risks: interest rate risk, reinvestment 

risk, call risk, credit risk or default risk, credit spread risk, liquidity risk and risk risk 

(Graph 5). 

Graph 5. Bond investors’ risks 

 

Source: Made by author based on J.R. Stafford, 2013, Debt Markets and Analysis 

Other author S. Jha (2011) excludes a bit different view of certain types of bond 

risks as standard ones (Graph 6). According to him interest rate risk is the most common 

risk which reflects on any security- such as a bond, loan, or any other contract with fixed 

cash flows over a certain period of time. Interest rate risk stems from fixed cash flows as 

changes in the broader market interest rates can make these fixed cash flows look more or 

less attractive. Although interest rate risk is very common for fixed income securities it can 

be avoided choosing floating rate bonds. 
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•The risk that the issuer/borrower will fail to meet contractual 
obligations. Such risk is evaluated in terms of quality ratings by rating 
agencies.  

Credit risk or 
default risk 

•The risk that the bond’s credit risk will increase, causing the bond’s 
price to decrease relative to other bonds.  Credit spread risk 

•The risk that the bond will be hard to sell at a price near its value. Liquidity risk 

•The risk of not being able to fully understand the risk of the security 
due to unexpected future events. Risk risk 
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Graph 6. Standard bond risks 

 

Source: Made by author based on  S. Jha, 2011, A Framework for Trading Fixed Income  

Credit risk can be described as stem from the issuer’s possible inability to finance 

the issued debt. For bonds facing credit risk pricing calculations become significantly more 

complex as probabilities need to be assigned to the bond payments in different scenarios.  

The fixed income instruments, such as U.S. government bonds and Germany bunds, are 

considered to be credit risk free. But it is always important to remember that it may not be 

the same in the future (Jha S., 2011). Inflation risk affects bonds in a more subtle way 

comparing with credit risk. Inflation risk is eroding the value of future cash flows. Even if 

an issuer’s credit risk is almost negligible, such as the U.S. Treasury’s or German Bunds, 

the constant coupon payments on bonds could lose money if prices rise (P. Veronesi, 

2010). 

Financing or liquidity are related classes of risk that are easy to ignore during 

good times, as it is generally easy to borrow money to magnify ownership of a security and 
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earn outsized returns if prices indeed keep going up. However, when economy and finance 

situation starts to struggle lenders incur stress, which causes increase of call back loans 

made to purchase other securities, which leads to a cascading effect of forced selling and 

declining asset prices. This is why in financial markets the capacity to borrow is generally 

known as liquidity, and is a key to maintaining stable prices (Jha S., 2011). 

Taxation is an inevitable part of life and is tend to change according to economic, 

financial and political forces.  Tax risk reflex tax rates change influence on certain 

securities, making them more or less valuable.  In general, tax risk is difficult to control for 

in most instruments, but the municipal bond market does offer tax-exempt instruments to at 

least mitigate some negative effects of taxation on returns. Other hardly controllable risk is 

regulatory risk, which covers a large set of risks related to changing regulations and other 

possibly arbitrary government action that can have a negative impact on returns. It is 

almost impossible to fully neutralize regulatory risk however certain precautions can be 

taken. Such as awareness of possible upcoming changes in regulation and their effects on 

the particular securities (P. Veronesi, 2010; Jha S., 2011). 

1.2.1. Yield curve 

The yield to maturity of a bond is the fixed yield such that the sum of the 

discounted cash flows equals the price of the bond. For different maturity bonds, the yields 

to maturity will be different. Yield Curve is the graphical description of the relationship 

between yields on bonds of same credit quality but with different maturities. On the other 

hand the yield curve can be thought of as the price of lending (borrowing) money over 

different points in time (S. Jha, 2011). In most general way shapes of yield curve can be 

divided in four groups: Nominal or positively sloped, flat, inverted or negatively sloped 

and humped (graph 7). 
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Graph 7. Shapes of yield curve 

 

Source: K. Sonigara, 2012, Types and shifts in yield curve 

A normal yield curve is yield curve in which short-term debt instruments have a 

lower yield than long-term debt instruments of the same credit quality. This gives the yield 

curve an upward slope. During such conditions, investors expect higher yields for fixed 

income instruments with long-term maturities that occur farther into the future, what is a 

normal market expectation. A flat yield curve, where yields for bonds with short term and 

long term maturities are very similar, is seen when the market is uncertain about which 

way the economy will go. This usually happens when central banks try to contain inflation 

by increasing interest rates, thus increasing short term yields. The inverted yield curve, 

where yields for bonds with short term maturities are higher than those of long term bonds, 

is seen in very rare situations. Such a yield curve indicates that the market believes interest 

rates will soon go down. A type of yield curve that results when the interest rates on 

medium-term fixed income securities are higher than the rates of both long and short-term 
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instruments. Humped yield curves are also known as bell-shaped curves (K. Sonigara, 

2012; D. Harper, 2012). 

1.3. Eurobonds 

The Eurobond market is an important source of funds for many banks, different 

corporates and of course central governments, as it has benefited from many of the 

advances in financial engineering and undergone some innovative changes in the debt 

capital markets. The key to Eurobond market success is continuing develop of new 

structures, responding to the varying demands and requirements of specific groups of 

investors. The range of borrowers in the Eurobond market is very diverse, from corporates, 

sovereign and local governments, nationalized corporations, supranational institutions and 

financial institutions. The structure of Eurobonds market allows certain degree of 

anonymity in cases of private investors. However institutional investors are identical to 

domestic markets and include insurance companies, pension funds, investment trust, 

commercial banks and corporations. This is the reason why Eurobonds are also known as 

international securities, as they are issued, internationally across borders and by an 

international underwriting syndicate (M. Choudhry, 2010). Eurobonds are securities issued 

without restriction, outside the jurisdiction of any single national authority, denominated in 

one of the major vehicle currencies, and underwritten by an international syndicate (J. E. 

Finnerty, K.P Nunn, 1987). Talking about Eurobonds it is important to explain difference 

between Eurobonds and foreign bonds. M. Choudhry (2010) foreign bonds describes like 

debt capital market instruments that are issued by foreign borrowers in the domestic bond 

market of another country. Many foreign bonds pay gross coupons and are issued by a 

syndicate of international banks, so distinction between them and Eurobonds is becoming 

more and more fine and may be completely eroded in the near future.   
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There are numbers of reasons why different countries governments and institutions 

are joining Eurobonds market. According to M. Choudhry (2010) the main reasons are: 

 Taxes and regulation rules could be a reason to choose Eurobonds market as 

more advantageous to raise funds outside its domestic market.  

 As Eurobonds market is very competitive in terms of using intermediaries, it 

could give opportunity for borrower to raise cheaper funds, then in domestic 

market.  

 The Eurobond market can be chosen to diversify sources of long-term 

funding, as it gives the borrower access to a wider range of lenders.  

 The prestige for corporates and emerging countries governments to be 

associated with an issue of bonds in the international market. 

 The flexibility reflected to available different types of Eurobond instruments 

compared with a domestic bond issue or bank loan.  

Although Eurobonds market has a lot of advantages in comparison with domestic 

borrowing instruments, it is important not to forget that some risks are also included (M. 

Choudhry, 2010): 

 For majority borrowers, despite the largest and most creditworthy, the rigid 

nature of the issue procedure becomes significant during times of interest 

and exchange-rate volatility, reducing the funds available for borrowers. 

  For borrowers choosing to issuing debt in foreign currencies exposes to 

foreign exchange risk.  

Despite these disadvantages of Eurobond market access to it a first time has 

historically been difficult. Van Agtmael (1983) presented a set of criteria that must be 

fulfilled willing to join Eurobonds market for a first time:  
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 For a company to join Eurobond market it is important that domestic 

government or a government agency would had issue in Eurobonds market 

before, showing that country is familiar with Eurobond market. 

 The borrowing company must benefit from a level of name recognition or a 

sufficient quality credit rating. 

 The company needs to have published financial statements over a sufficient 

period of time, audited by a recognized and respected firm, ideally have a 

track record of success and sufficient financial data available at the time of 

issue.  

 The company’s will to issue medium term or long term bonds, must be 

included into a formal companies strategic plan.  

1.3.1. Eurobonds issue process 

When sovereign is coming up to decision to issue a bond the most important factors 

are success of the issue and the interest rate that must be paid for the funds borrowed. M. 

Choudhry (2010) indicates three key dates in a new Eurobond issue process: 

 The announcement day, is the day when borrower and lead manager will 

have preliminary discussions to confirm the issue specifications, like its 

total nominal size, target coupon and offer price, and the new issue is being 

formally announced. 

 The offering day, is the day after pricing, when the issuer and the managing 

group sign the subscription or underwriting agreement containing the final 

specifications of the issue.  
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 The closing day, is a day when syndicate members pay for bonds they have 

purchased, usually by depositing funds into a bank account opened and run 

by the lead manager on behalf of the issuer. 

Bond issue process starts when a sovereign willing to make a bond issue invites a 

number of investment banks and securities houses to bid for the role of lead manager. After 

invitation each of bidding banks indicates the price at which they believe they can process 

the issue to investors, including the size of their fees. Final choice of lead manager is taken 

not only based on the best bids, but also considering the reputation and standing of the 

bank in the market. After decision of lead manager is made sovereign is choosing 

syndicate banks from several different countries to help with the issue. The following step 

is crustal as the lead manager has to agree to underwrite the issue, which means that he 

guarantees to take the paper off the issuer’s hands in return for a fee. If issue is not as 

successful as expected and demand of investors is insufficient the lead manager will be left 

holding the issue, which in addition to being costly will not help its name in the market. 

This is why choosing potential lead manager bank reputation is evaluated as its perceived 

ability to get the entire issue away. In bond issue process the lead manager is facing an 

inherent conflict of interest between its need to maximize its returns from the syndication 

process and its obligation to secure the best possible deal for the issuer, its client. Pricing 

too high would cause the yield spread on the bond to rise as soon as the bond trades 

reaches secondary market and would result negative impression being  associated with 

issuer. Pricing too low can permanently damage a led manager’s relationship with an 

issuer. This is why most usually for primary issue is chosen price re-offer scheme (M. 

Choudhry, 2010). 

The aim of price re-offer scheme is that the fixed price re-offer mechanism helps to 

prevent underwriters from selling the bonds back to the lead manager at a discount to the 
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original issue price. These trades happen before the bond issue is made, but after its basic 

details have been announced and helps lead manager, who can gauge the level of demand 

that exists in the market for the issue. A final decision on the offer price is usually delayed 

until these dealings helps to indicate the best price at which the issue can be got away (M. 

Choudhry, 2010). 

1.4. Interest rates 

In scientific sources it is possible to find wide variety of term interest rate 

definitions, depending on subject specification. The interest rate can be thought of as the 

price (cost) to postponing the payment, the price (cost) of forgone consumption, the price 

(cost) of borrowing or the price (cost) of credit (T.S. Campbell, 1988). However the most 

common description, suitable in all cases, the interest rate defines as the cost (price) of 

money. As interest rate is dynamic ration and its movement has direct influents on market 

value of debt securities and indirect influence of equity securities, much attention is paid to 

anticipate interest rate movement. According to majority of scientific sources four most 

fundamental factors affecting the cost of money are (E.F. Brigham, J.F. Houston, 2009): 

 Production opportunities have a direct influence to the costs of money, as 

increase in production opportunities in an economy, increases the cost of 

money. 

 Time preference for consumption refers to the preference of a present 

consumption, to consumption in the future. If the consumers prefer to 

consume in current period, it leads to the lower savings for future and it 

reduces the supply of money causing the cost of money to increase. 

Therefore, as much as the consumers give high preference to current 

consumption, the cost of money will increase and vice versa. 
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 Risk refers to the chance of loss or a chance that investment would not 

generate promised return. The degree of taken risk by investors and the cost 

of money have positive relation. For perceived higher degree of risk from a 

given investment alternative, higher rate of return will be demanded, and 

cost of money will increase. 

 Inflation shows tendency of prices to increase over periods. Inflation has 

negative influence to a purchasing power, as increasing in inflation results 

in decrease in purchasing power of investors what affects the cost of money. 

The investors will demand higher rate of return to commensurate against 

decline in purchasing power because of inflation. 

In USA case the real interest rate was extremely high during 1980, but generally it 

has been 3% to 4% since 1987 and in recent years decreased to about 2% a year. However, 

long-term interest rates have been volatile because it is not known if inflation is truly under 

control or is about to jump back to higher level. In long term perspective evaluation of 

interest rates is very complicated and we can be sure of two things only: that interest rates 

will vary and will increase if inflation appears to be headed higher or decrease if inflation 

is expected to decline. We don’t know where interest rates will go, but we do know they 

will vary (E.F. Brigham, J.F. Houston, 2009).  

1.4.1. The determinants of market interest rates 

The quoted or nominal interest rate on a debt security, r, is composed of a real risk-

free rate (r*) plus several premium rates (IP, DRP, LP, MRP), that reflect inflation, the 

security’s risk, liquidity or marketability and the years to maturity. This relationship can be 

expressed as follows: 

𝑟 = 𝑟∗ + 𝐼𝑃 + 𝐷𝑅𝑃 + 𝐿𝑃 +𝑀𝑅𝑃 
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rRF is the quoted rate on a risk-free security such as a U.S. Treasury bonds or Bunds 

in Germany, which are very liquid and free of most types of risk (such as default risk, 

maturity risk, liquidity risk), plus a premium for expected inflation: 𝑟𝑅𝐹 = 𝑟∗ + 𝐼𝑃. r* is 

the real risk-free rate of interest, it would exist on a riskless security in a world where no 

inflation was expected. It may be thought of as the rate of interest on short-term U.S. 

Treasury securities for USD market and German Bunds for EUR market making 

observation of inflation-free world. The real risk-free rate is dynamic ration dependent on 

different financial and economic conditions, people expectations. This is why precise 

measurement of the real risk-free rate in real life situations is very difficult. Most of 

experts agree that recent years real risk-free rate has fluctuated between 1% to 5%. IP is 

inflation premium and equals to the average expected rate of inflation over the life of the 

security. It is important to note, that the expected future inflation rate not necessarily 

equals to the current inflation rate, as it is the inflation rate expected in the future, not 

experienced in the past. However usually market expectations for future inflation rates are 

closely correlated with rates experienced in the recent past. It leads to, that IP not 

necessarily equals to current inflation rate, but it might have similar trend (E.F. Brigham, 

J.F. Houston, 2009).  

DRP is default risk premium, which reflects the possibility that the issuer will not 

pay the promised interest or principal at the stated time. DRP is zero for U.S. Treasury 

securities and German bunds, but it rises as the riskiness of the issuer increases. For 

corporate and other bonds default risk is reflected by bond’s rating (table 1), the higher the 

bond’s rating, the lower is default risk and vice versa (E.F. Brigham, J.F. Houston, 2009).  
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Table 1. Representative interest rates on long-term bonds in January 2008 

 

 Rate DRP 

U.S. Treasury 4.28% - 

AAA corporate 4.83% 0.55 

AA corporate 4.93% 0.65 

A corporate 5.18% 0.90 

BBB corporate 6.03% 1.75 

 Source: Brigham E.F., Houston J.F., 2009, Fundamentals of financial management. 

 

LP is liquidity, or marketability, premium, which is a premium charged by lenders 

to reflect the fact that some securities cannot be converted to cash on short notice at a 

reasonable price. As liquidity is important for investors, it is included in the interest rates 

charged on different debt securities. LP is very low for Treasury securities and for 

securities issued by large, strong firms and it is relatively high on securities issued by 

small, privately held firms. However LP have only 2-5 % points spread between the least 

liquid and the most liquid financial assets of similar default risk and maturity (E.F. 

Brigham, J.F. Houston, 2009).  

MRP is maturity risk premium, which is charged by lenders to reflect a significant 

risk of price decries due to increases in inflation and interest rates, for which longer-term 

bonds and even Treasury bonds are exposed to. A common rule for debt securities of any 

organization, the longer maturity of the bond is the more interest risk it has. In the recent 

years MRP on 20-year T-bonds have differ between 1%-2% points. Although U.S. 

Treasury securities and German Bunds are practically default risk free, the default risk 

premium is equal to zero Maturity risk premium is dynamic over time and difficult to 

measure: rising if interest rates are more volatile and uncertain, falling if interest rates are 

more stable. It is important to note, that even if long-term debt securities are more exposed 

to interest rate risk, short-term debt securities are more exposed to reinvestment risk (E.F. 

Brigham, J.F. Houston, 2009). 
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1.5. Credit ratings 

Credit risk is the main risk of holding a bond as it is closely connected with the 

ability of the issuer to maintain regular coupon payments as well as redeem the debt on 

maturity. Credit analysis, estimating credit risk, evaluates general market and economic 

conditions, but overall purpose of credit analysis is to consider the financial health of the 

issuer and its ability to meet the obligations of the specific issue being rated. This is why 

credit ratings play a large part in the decision-making of investors, and also have a 

significant impact on the interest rates payable by borrowers (M. Choudhry, 2010). 

Credit rating is a very complex and versatile process. Based on R.M. Bolger (2005) 

and A. Estrella (2000) more than 745 000 securities, from over 42 000 issuers, representing 

at least 30 trillion USD, are rated from AAA to C by 150 different credit rating agencies 

(CRA) covering over 100 countries. High variety of CRAs and large volume of rated 

securities leads to lack of standard credit rating description. According to US Securities 

and Exchange Commission (SEC) (2003) a credit rating reflects a rating agency’s opinion, 

as of a specific date, of the creditworthiness of a particular company, security, or 

obligation. Technical Committee of International Organization of Securities Commissions 

(IOSCO) (2004) and Committee of European Securities Regulators (CESR) (2005) credit 

rating describes as an opinion regarding the creditworthiness of an entity, a credit 

commitment, a debt or debt-like security or an issuer of such obligations, expressed using 

an established and defined ranking system, it is not a recommendation to purchase, sell, or 

hold any security. According to the European Commission (2011) credit rating is an 

opinion issued by a specialized firm on the creditworthiness of an entity (e.g. an issuer of 

bonds) or a debt instrument (e.g. bonds or asset-backed securities). In the US Credit Rating 

Agency Reform Act (2006), term credit rating is described as an assessment of the 
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creditworthiness of an obligor as an entity or with respect to specific securities or money 

market instruments. 

Table 2. Credit rating agencies bonds rating 

Fitch Moody S & P Description 

Investment grade – high credit quality 

AAA Aaa AAA Gild edged, prime, lowest risk, risk free 

AA+ Aa1 AA+ 

High grade, high credit quality AA Aa2 AA 

AA- Aa3 AA- 

A+ A1 A+ 

Upper-medium grade A A2 A 

A- A3 A- 

BBB+ Baa1 BBB+ 

Lower-medium grade BBB Baa2 BBB 

BBB- Baa3 BBB- 

Speculative – lower credit quality 

BB+ Ba1 BB+ 

Low grade, speculative BB Ba2 BB 

BB- Ba3 BB- 

B+ B1 B+ 

Highly speculative B B2 B 

B- B3 B- 

Highly speculative, substantial risk or in default 

CCC+ Caa1 CCC+ 

Considerable risk, in poor standing CCC Caa2 CCC 

CCC- Caa3 CCC- 

CC Ca CC May already be in default, very speculative 

C C C Extremely speculative 

  D Default 

Source: Made by author based on Rating agencies data 

To have complete understanding of credit rating it is important to meet three largest 

CRAs: Fitch, Moody’s and Standard & Poor’s (S&P), covering around 95 % of market, 

definitions of a credit ratings and scales (table 2): 

Fitch Ratings’ (2014) credit ratings provide an opinion on the relative ability of an 

entity to meet financial commitments, such as interest, preferred dividends, repayment of 

principal, insurance claims or counterparty obligations. Credit ratings are used by investors 
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as indications of the likelihood of receiving the money owed to them in accordance with 

the terms on which they invested.  

Moody’s (2009) credit ratings are opinions of the credit quality of individual 

obligations or of an issuer’s general creditworthiness (without respect to individual debt 

obligations or other specific securities).  

Standard & Poor’s (2012) credit ratings are forward-looking opinions about credit 

risk and express the agency’s opinion about the ability and willingness of an issuer, such as 

a corporation or state or city government, to meet its financial obligations in full and on 

time. 

Despite the fact that CRAs yet don’t have standard credit rating description, most of 

them agree that a credit rating is a formal opinion given by a rating agency about whether 

the issuer of a fixed income security will pay amounts due on time and in full (H. Langohr, 

P. Langohr, 2010).  
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2. Latvian Eurobond pricing strategy and methods  

This part of the thesis analyzes various pricing strategy`s components that have to 

be analyzed and implemented before the day of bond issue. Starting with selection of 

leading banks that support issuer`s vision of its creditworthiness, till evaluation of market 

conditions and timing of transaction, election of peer group, and preparation of marketing 

story for investors. Pricing methods on the other hand includes actions that affect final 

pricing levels on the day of issue. The issuer should decide on tools that will be used for 

establishment of pricing rationale.  Pricing Methods covered in this part will include 

usefulness analysis of CDS indicator, adequacy analysis of interpolated yield curve 

method, analysis of outstanding peer group bonds, and other factors. This part of thesis is 

divided in following sub-parts: (1) In-depth analysis of outstanding Latvia`s benchmark 

Eurobonds, (2) Credit ratings and their effect on bond pricing, (3) CDS market and its 

effect on bond pricing, (4) Fundamentals of USD and EUR benchmark rate, factors that 

could influence their direction, (5) Strategy of choosing the right peer group, (6) Indicative 

pricing levels based on secondary market trading levels of Latvia`s outstanding Eurobond 

issues. 

2.1. In-depth analysis of outstanding Latvia`s benchmark Eurobonds 

This chapter of thesis will be focused on analysis of five outstanding Latvia`s 

benchmark Eurobonds. Altogether Latvia has issued six benchmark Eurobonds as well as 

two Eurobonds that were below benchmark size of 500 million USD or equivalent. The 

first benchmark Eurobond was issued in March 24, 2004 nevertheless 10-year EUR bond 

matured on April 2, 2014.  
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2.1.1. 10-year EUR Eurobond on February 29, 2008 

On February 29, 2008 Latvia issued its second ever EUR Eurobond 400 million., 

10-year benchmark Reg S due March 5, 2018. The pricing of issue was affected by very 

mixed macro economical situation in Latvia at that period of time. For example: at the end 

of year 2007 government debt was standing at an extremely low 10% comparing with other 

EU countries, budget ended with surplus of 0.8%, the economy was growing by over 9% 

per annum since 2001. However on the negative side current account deficit was steadily 

increasing over the last years and at the end of 2007 reached 25% of GDP, credit growth 

was over 60% in both 2005 and 2006. Gross monthly wage growth was 31.5% in 2007 and 

the inflation rate hit 15.8% in January 2008 (Bondradar, 2008). 

Graph 8. Latvia`s 2008s EUR Eurobond at the time of issue 

 

Source: Made by author based on data from Bloomberg terminal 

Extremely high growth and misbalanced economical data were noticed by investors 

rising the questions whether Latvia`s economy isn`t developing too fast and whether the 

misbalanced growth can end with overheated economy and hard landing in the long term 

run?  Taking into account previously mentioned macroeconomic facts during the year 2007 



Krišjānis Rullis  Different Strategies and Methods of Pricing Latvia`s Eurobonds 35 

 

two rating agencies downgraded Latvia`s credit by one notch in each case, and both had a 

negative outlook on the rating. Third agency changed its outlook from positive to stable 

(Credit rating at the time of issue – A2 stable by Moody`s, BBB+ negative by S&P, BBB+ 

negative by Fitch). 

Graph 9. Investor distribution by type and geography for 2008s EUR bond

  

Source: The Treasury of the Republic of Latvia 

As a common market practice before Eurobond issue, the government preceded by 

a targeted 4-day European roadshow and on the back of investor positive feedback, 

decided to proceed with transaction on February 29, 2008.  The issue order book opened 

and priced at a re-offer spread of mid-swap + 120 bps, coupon was fixed at 5.5%, yield at 

5.502%. Looking at CDS levels the new issue was priced significantly inside Latvia`s 10 

year CDS which was trading at mid-swap + 240 bps area. On the other hand graph 8 

indicates that EUR 2014bond was trading at MS+45bps area on the day of issue with 

remaining maturity approximately 6 years. When compare a new issue pricing with 

secondary levels many factors should be taken into account, for example - shape of curve 

extension, current NIP levels in the market, reliability of secondary trading levels. Since 

Latvia on the time of issue had only one outstanding EUR Eurobond, it was possible that 

due to low trading activity secondary levels could be misleading. Graph 9 indicates that 

during the March 2008, EUR 2014 bond Z-spread level increased for around 50bps, while 
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EUR 2018 bond and 5year CDS levels were mostly stable. Such price correction in 

secondary market could be related with low market activity and misguided trading levels.   

Looking at the bond geographical distribution and distribution by types conclusion 

can be made that most of the investors were coming from the countries that were visited 

during the 4-day Roadshow - Frankfurt, Vienna, The Hague, Paris and London. 

2.1.2.  10-year USD Eurobond on June 9, 2011 

Due to global financial crisis and above mentioned credit boom Latvia`s economy 

experienced an epic recession, when its GDP from its peak in 2007 Q4 over next eight 

quarters declined by 25% (O. Blanchard, M. Griffiths, B. Gruss, 2013). Graph 10 indicates 

that Latvia`s economic activity can be related with CDS trading levels which tend to 

increase during the downward economic cycle and decrease when economy is in its 

upward cycle.   

Graph 10. Latvia`s GDP comparison with CDS 

 

Source: Made by author based on data from Bloomberg terminal 

In addition overall situation in financial markets was rather critical due to Lehman 

bank`s collapse and overall hard situation in global economy, causing a massive selloff in 
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stock markets, sharp increase in Volatility (VIX) index, making borrowing impossible for 

countries with high default risks, including Latvia. 

Due to lack of external borrowing possibilities in international financial markets, 

Latvia received an international financial support from International Monetary Fund 

(hereafter - IMF), European Commission (EC) and World Bank (WB) to cover its budget 

deficits, refinance the government liabilities and support the banking system. The 

Government reacted to the situation with swift reforms in the business and social spheres, 

and bold fiscal tightening worth 16.6% of GDP over 2008-2011 (O. Blanchard, M. 

Griffiths, B. Gruss, 2013). As a result investor`s confidence returned, and Latvia`s 2011 

GDP expanded sharply being among the highest in the EU  (Ministry of Foreign Affairs of 

the Republic of Latvia, 2009). 

Graph 11. Orderbook of high-quality investors  

 

Source: Citibank research material 

Positive macroeconomic trends and implemented reforms regained Latvia`s access 

to international financial markets. Starting from June 2, 2011 a delegation headed by 

Minister of Finance Mr. Andris Vilks together with representatives from the Ministry of 

Finance, the Treasury and the Bank of Latvia, had five days long bilateral meetings with 

investors in main international financial centers in London, Los Angeles, San Francisco, 

Boston and New York, in order to update on most recent macroeconomic situation, 
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implementation of structural reforms and fiscal consolidation measures. The Roadshow 

meetings were extremely well attended, with over 45 high-quality investors participating in 

one-on-one and group lunch meetings (The Treasury of the Republic of Latvia). 

Following the successful roadshow in UK and USA on June 16, 2011 Latvia priced 

its inaugural 500 million USD 10-year Eurobond benchmark Reg S / 144a due June 16, 

2021 and set a coupon of 5.25 %.  The orderbook closed 7x oversubscribed, and the Latvia 

achieved the re-offer swap spread of 237.5 basis points, at the tighter end of the price 

guidance of 250 basis points area. The 3.6 billion USD orderbook also allowed Latvia to 

allocate its bonds to a group of diverse top-quality investors (graph 11). 

Graph 12. Latvia’s inaugural 10 year USD transaction 

 

Source: Made by author based on data from Bloomberg terminal 

Due to the fact that it was Latvia`s inaugural USD Eurobond transaction, the 

pricing rationale and marketing story for investors was based on comparing Latvia`s CDS 

levels with countries that has similar CDS levels, credit rating, and economical 

fundamentals. The closest peer in this group was Lithuania, which issued 10-year USD 

Eurobond on February 11, 2010. Other peers included emerging economies from CEEMA 

region like Hungary, Bulgaria, Croatia.  
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Graph 12 indicates that that Latvia`s and Lithuania`s CDS levels were trading 

almost on the same levels, following similar patterns. Latvia`s 10 year inaugural USD 

bond was priced on Lithuania`s 10 year USD bond secondary levels. 

2.1.3. 5-year USD Eurobond on February 14, 2012 

Following the 10 year USD transaction in year 2011 Latvia continued to establish 

its USD curve by issuing new 5year USD Eurobond in February 14, 2012. The initial price 

guidance for the transaction was set at 5.625% area, but the deal was priced with re-offer 

yield at 5.375%, 428bps over mid-swaps, with a coupon at 5.250%. Joint lead managers 

(JLM`s) for this transaction consisted of three major international banks - HSBC, JP 

Morgan, and Deutsche Bank. The 5 year tenor instead of new 10-year bond were chosen 

mainly due to two factors – due to recent 10-year deal there was no need to extend 

maturity profile and shorter maturity saved approximately 100 basis points on the all in 

yield (Euroweek, 2012). 

Graph 13. Secondary levels of Latvia’s 2021st and Lithuania’s 2020s USD bonds 

 

Source: Made by author based on data from Bloomberg terminal 
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From the analysis point of view before pricing new Latvia`s transaction investors 

were mainly looking at Latvia`s 2021USD secondary levels and Lithuania`s USD 

Eurobonds as comparables.  Regardless macro economical and CDS similarities Lithuania 

was chosen as the main peer especially because its most recent USD bond issue was priced 

just one month before Latvia`s transaction. The secondary market levels in graph 13 

indicate that both countries follow similar patterns and their bonds are valued in the very 

close price range. However one of the problems in analyzing the pricing is that there is no 

direct comparables in 5 year tenor. So the NIP level between market experts varies in high 

amplitude. JLM`s in their comments to market after transaction indicated that issue NIP 

was in line with market average 10bps, however more skeptical experts indicated that NIP 

for transaction was around 20-25bps. Secondary market performance in the first days after 

transaction is one of the tools to measure how successfully pricing has been done.  

Table3. Yield spread difference 

 

Source: Made by author based on The Treasury of the Republic of Latvia data 

The difference column in table 3 indicates that in first five trading days after issue 

2017USD bond Z-spread has fallen by 0.27% or 27bps. The change is close to average 

result for countries with similar rating and close to previous Latvia`s USD transaction. 

 

Country Issue date
Yield at 

issue

Yield 5 days

after issue date
Difference

Latvia 14.02.2012 5,375 5,17 -0,21%

Romania 31.01.2012 6,875 6,77 -0,11%

Poland (tap) 26.01.2012 4,901 4,57 -0,33%

Lithuania 25.01.2012 6,75 6,42 -0,33%

Israel 23.01.2012 4,115 4,077 -0,04%

Turkey 18.01.2012 6,35 6,07 -0,28%

Latvia 16.06.2011 5,49 5,35 -0,14%

Lithuania 03.03.2011 6,375 6,1 -0,28%
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Graph 14. Investor distribution by type and geography for 2012s  February USD bond 

 

Data source: The Treasury of the Republic of Latvia 

Another factor which measures the quality of transaction is final orderbook and 

investor diversification. Prior to transaction Latvia conducted a 5-day roadshow visiting 

different USA cities and London in UK. The final orderbook for the deal reached 5.7 

billion USD setting bid-to-cover ratio at 5.7 times. All together orders were received from 

more than 230 accounts in 30 countries. As it was expected after targeted roadshow, 

majority of demand came from USA and UK investors widening Latvia`s investor base in 

the medium term (graph 14). 

2.1.4. 7-year USD Eurobond issue in December 12, 2012 

Due to very positive market conditions in December 12, 2012 Latvia decided to tap 

Eurobond market for second time in year printing 1.25 billion USD seven year deal at 

spread 173bps over Mid-swaps to yield 2.889% and a coupon of 2.75%. The coupon of 

2.750% is the lowest ever in USD by a Central & Eastern European issuer and amongst the 

lowest ever in the currency by a growth market sovereign. The success of transaction was 

based on several factors. 
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Graph 15. USD 7-years SWAP 

 

Source: Made by author based on data from Bloomberg terminal  

Graph 15 clearly shows that the timing for transaction couldn`t be better as the 7 year swap 

rate has reached its historically lowest levels due to slow global growth and quantitative 

easing policies across the main economies in the world. Since Latvia`s February issuance 

5year CDS levels has decreased by 183bps, but outstanding USD bond Z-spread levels 

tightened for around 200bps. Such outstanding performance happened due to number of 

reasons:  

 Credit rating agencies S&P and Fitch upgraded Latvia`s credit rating by one 

notch (both from BBB- to BBB) with positive outlook 

 Austerity measures supported fiscal dynamics letting to set year 2012 and 

2013 budget deficits comfortably below Maastricht threshold. 

 Latvia experienced remarkable economical recovery growth expected to 

reach around 4%, the highest rate in European Union (RBS, CEEMA alert, 

15november 2012) 

 Taking into account positive market sentiment in the day of the transaction 

Latvia realized very aggressive pricing strategy by tightening the spread 

from its initial guidance levels for 37.5bps. (Scigliuzzo, 2012) 
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Graph 16. Latvia’s and Lithuania’s 5-years CDS secondary levels 

 

Source: Made by author based on data from Bloomberg terminal  

Before the announcement about the transaction Latvia`s 2017s and 2021s 

outstanding USD bonds were trading at 183bps and 188bps over US Treasuries 

respectively, according to JLM`s (Barclays, JP Morgan, Deutsche Bank). The new 7 year 

bond was priced 187.5bps over Treasuries which mean that bond was priced flat to slightly 

inside Latvia`s secondary curve, reaching 0 or even negative NIP (graph 16). 

Graph 17. Investor distribution by type and geography for 2012s December EUR bond

 

Source: The Treasury of the Republic of Latvia 
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One of the main reasons that allowed using such a compression during the pricing 

was quality and size of the orderbook. The book was more than 4 times oversubscribed, 

with over 300 investors participating. The biggest investors from the orderbook had 

already invested in Latvia`s Eurobonds before, or have been contacted during the previous 

roadshows. The conducted investor meetings in the Asia during the year 2012 have 

resulted in increasing investor demand from the region. Graph 17 indicates approximately 

4 times higher Asia investor participation comparing February`s transaction with 

December transaction`s investors distribution by region. 

2.1.5. 7-year EUR Eurobond issue on January 14, 2014 

Latvia sealed its entry into the euro zone this year with its first euro bond in six 

years. The EUR1bn seven-year note printed at 120bp over mid-swaps, 20bp tighter than 

initial guidance. The final overall yield reached 2.815% and the coupon was set at 2.625%. 

A coupon of 2.625% is the lowest ever for the Republic of Latvia and also for any BBB 

rated CEEMA sovereign EUR-denominated issuance. The final overall yield of 2.815% 

represents the lowest ever for CEEMA issuer for a 7-year EUR denominated bond by over 

90bps (Reuters, 2014). 

Analyzing the most recent Latvia`s Eurobond transaction, market dynamics have 

changed since previous transaction in December 2012. USD and EUR rates have increased 

from their historically lowest levels. The change in rates direction was mainly caused by 

positive global growth all around the world in year 2013 and FED decision in December 

18, 2013 to start tapering its 85 billion USD worth monthly assets purchase program. 

However analyzing the rate levels in the beginning of year 2014, on the long term run they 

are still close to historically lowest levels (graph 18). 
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Graph 18. EUR 7-year SWAP 

 

Source: Made by author based on data from Bloomberg terminal 

Latvia`s 5 year CDS levels have continued to decrease during the time of issue 

reaching lowest levels for the 6 month period. Downward trend was positively affected by 

rating upgrades by all three major rating agencies in the year 2013 and Latvia`s admission 

to eurozone (graph 19). 

Graph 19. Latvia’s 5-year CDS 

 

Source: Made by author based on data from Bloomberg terminal 

With new transaction Latvia extended EUR curve for three years. Observations in 

secondary market indicated that two other EUR bonds before transaction were missing 

liquidity and their trading levels were inaccurate.  
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Graph 20. Latvia’s EUR Eurobond yield curve 

 

Source: Made by author based on data from Bloomberg terminal 

The green line in graph 20 indicates Latvia`s EUR bond trading levels on January 

10, 2014 before the transaction. The conclusions from the graph 20 can be made that, due 

to relatively small size for both bonds (400 million EUR) and their actual time since they 

are issued, both bonds are lacking liquidity and EUR 2014s was trading artificially tight, 

but EUR 2018s was trading artificially wide before 7-year transaction. 

Graph 21. Latvia’s USD Eurobonds secondary levels 

 

Source: Made by author based on data from Bloomberg terminal 
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Due to the fact that before the 7-year transaction Latvia`s EUR bonds were lacking 

liquidity and secondary levels were untrustworthy, many investors were looking at spread 

differential between USD and EUR trading levels for similar countries like Latvia, to 

derive what should be the pricing levels for new Latvia`s EUR bond based on its USD 

bond indications. 

However graph 21 indicates that recent 7 year EUR transaction has actually 

adjusted USD trading levels and around 20bps fall in USD secondary levels could mean 

that investors’ perception about Latvia as borrower and its position in Eurobond market is 

changing. Similar conclusions can be derived comparing spread between similar maturity 

bonds for Latvia and Poland. In comparison to Latvia, Poland has better credit rating, it has 

well established EUR and USD bond curves, however it is not an eurozone country, and in 

many macro economical fundamentals it is behind Latvia. 

Graph 22. Latvian/Poland 2021s USD Eurobond spread 

 

Source: Made by author based on data from Bloomberg terminal 

Graph 22 indicates that credit spread between two countries is decreasing, 

investors’ perceptions for Latvia is changing, positioning credit more closely to single A 
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rating countries like Poland. Also looking at demand and investor analysis, development 

tendencies are positive. 

Graph 23. The analyses of Investors demand 

 

Source: Made by author based on the Treasury of the Republic of Latvia data 

The total demand for 7-year EUR issue has been higher than it was in year 2012 

transactions, when bonds were priced in USD (graph 23). Historically USD is considered 

as the leading currency in Eurobond market by size, number of transactions, transaction 

volumes and overall liquidity. Growing orderbook demand in the time when country`s 

yield and spread is decreasing could be one another factor that contributes with assumption 

that investors` are repositioning Latvia`s credit out of its Emerging Market peer group. 

Graph 24. Geographical investors distribution 

 

Source: The Treasury of the Republic of Latvia 
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In year 2013 Latvia was organizing non-deal roadshows in US and Europe. Around 

40% from the investors that were met during the roadshows invested in Latvia`s 7 year 

transaction. All together more than 280 investors participated in pricing from which to 242 

investors 7-year securities were sold. Comparing investor distribution for all outstanding 

Latvia`s Eurobonds (Graph 24) recent transaction has been the most diversified. 

Summarizing analysis of historical Latvia`s Eurobond transactions several 

conclusions can be made: 

 During the years Latvia`s borrowing costs has experienced extremely high 

volatility, situation when financial markets could be closed for new 

transactions. 

 Fiscal consolidation and budget restructuring during the crisis has led to 

rapid economical growth in past few years, regaining investors` confidence 

over Latvia`s credit. 

 Macro economical fundamentals, euro adaption, CDS levels, secondary 

market trading levels (appendix I) and credit rating upgrades indicate that 

Latvia should be repositioned out from Emerging Market peer group.  

 Recent Latvia`s Eurobond transactions indicate reducing number of US 

investors. Such observation could be explained by fact that US investors 

mainly focus on emerging countries that provide noticeably higher yield 

levels. Taking this into account following roadshows should be mainly 

focused on Europe and Asia regions. 

2.2. Credit ratings and their effect on bond pricing 

As mentioned in theoretical background, credit risk is the main risk of holding 

bond. Latvia`s credit rating and Eurobonds are covered by all three major credit rating 
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agencies – Standard&Poor`s Corporation (S&P), Moody`s Investors Service, Inc 

(Moody`s), and Fitch Invesors Service, Inc (Fitch). In addition Latvia`s credit rating is 

covered by Japan`s credit rating agency Rating and Investment Information, Inc (R&I). 

Credit analysis done by these three rating agencies does not take into account general and 

market conditions and do not recommend buy or sell decision for investors. The only and 

overall credit rating purpose is to analyze Latvia`s financial health and its ability to meet 

the obligations. However credit ratings play a significant role in decision making of 

investors and credit rating level or its change has a significant impact on the interest rates 

level that Latvia has to pay borrowing money in capital market. 

Graph 25. Credit rating history of Latvia 

 

Source: The Treasury of the Republic of Latvia 

In the history of Latvia`s credit rating A2 or upper-medium grade by Moody`s is 

the highest level Latvia has ever reached. Before the crisis took over in year 2008 Latvia 

was in single A level rating by all three major credit ratings. However during the time of 

crisis, year 2008 to 2010, Latvia`s credit rating was downgraded by several notches. The 



Krišjānis Rullis  Different Strategies and Methods of Pricing Latvia`s Eurobonds 51 

 

lowest rating BB was set by S&P rating agency, although Moody`s and Fitch ratings were 

just one notch higher at Ba1 and BB+ respectively. At the end of year 2009, beginning of 

year 2010 all three credit ratings were below investment grade, marking Latvia`s credit as 

low grade, speculative (graph 25). 

Latvia`s successful comeback from crisis, retrieved economical growth and fiscal 

discipline were noticed by all major rating agencies gradually improving their outlook and 

rating for Latvia`s credit (more detailed analysis is provided in chapter 2.1.2.). In the year 

2013 Latvia received upgrades from all rating agencies. In the beginning of the year R&I 

raised long-term credit rating from BBB- to BBB. In the March Moody`s followed with 

rating upgrade from Baa3 to Baa2. In the following days after Latvia fulfilled Maastricht 

criteria and received an official invitation to join the eurozone (July 9, 213), credit rating 

was upgraded by S&P and Fitch from BBB to BBB+. At the end of the year S&P raised 

Latvia`s credit rating outlook from stable to positive. 

R&I, Moody`s, S&P and Fitch`s reasoning behind the upgrade of Latvia`s credit 

rating was as follows: 

 A stable and balanced economic growth based on expanding exports, 

competitiveness, private consumption and limited inflation; 

 Faster than expected fiscal consolidation, significant improvement in public 

finances, remarkable budget deficit cuts; 

 Political and institutional stability; 

 Improved stability in fiscal management following adoption on the Fiscal 

Discipline Law prescribing implementation of counter-cyclical fiscal policy 

in the future; 

 Improved access to the international financial market; 

 Positive assessment of the public debt management; 
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 An official invitation to join the eurozone; eurozone membership will 

reduce exchange rate risk as well as credit risk and liquidity risk in the 

banking sector, it will ensure the institutional support to the banking sector 

and access to global and highly developed capital market; 

 Positive forecasts for development in the mid-term and reliance on 

implementation of prudent policy further on. 

Latvia`s move towards joining the eurozone and credit rating upgrades by credit 

rating agencies had positive effect on Latvia`s USD Eurobond credit spreads. 

Graph 26. Credit rating and progress announcement effect on Latvia`s USD secondary 

trading levels 

 

Source: The Treasury of the Republic of Latvia 

First positive changes in credits spreads followed after Latvia successfully 

concluded the international loan program in December 2011. End of program helped to 

meet all criteria required for euro introduction on January 1, 2014, after sustainability of 

fiscal policy was strengthened in the long-term (The Treasury of the Republic of Latvia). 
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The initiation of the official accession process and the invitation to join the eurozone in 

connection with regular rating upgrades from all major rating agencies has very positively 

affected spread levels for Latvia`s USD Eurobonds, decreasing from around 400bps over 

mid-swaps in January 2012 to around 150bps over mid-swaps at the end of 2013. In line 

with overall reduction of spreads in secondary market, interest rates of new Latvia`s 

Eurobonds have fallen as well (graph 26). 

Credit rating level is highly important for positioning the sovereign in specific 

“peer group”, and considering the best method for bond valuation, however it is important 

to remember that credit rating tracks historical events and data. As it is shown in graph 26 

the movement and direction of the spread levels often happens before the rating 

announcement. Quite often when the decision of rating is changed, previously announced 

positive or negative macroeconomic data or any other important news (eurozone accession 

for example) are already “priced in” in actual spread level, so when the rating 

announcement is made it has no has no massive impact on spread levels and direction. The 

conclusion from above mentioned factors is that credit rating could help to define the peer 

group for sovereign, however it does not help during the pricing of new bond issue, where 

actual data and financial market trends are important.   

2.3. CDS market and its effect on bond pricing 

By definition a Credit Default Swap (CDS) is a credit derivative contract, where the 

purchaser of the swap makes payments up until the maturity date of the contract. Payments 

are made to the seller of the swap.  The buyer of a credit default swap receives credit 

protection, whereas the seller of the swap guarantees the credit worthiness of the debt 

security. In doing so, the risk of default is transferred from the holder of the fixed income 

security to the seller of the swap ( Childs M., 2014).  
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In relation to Latvia, a CDS could be used to protect investors on Latvia`s debt 

arising from so-called credit events such as default or debt restructuring. CDS have 

become important tools in the management of credit risk, and the premium paid for the 

protection offered by a CDS are commonly used as market indicators of credit risk. IMF 

research analyzing data from January 2007 to December 2012 discovered that European 

countries’ sovereign CDS spreads are largely driven by global investor sentiment, 

macroeconomic fundamentals and liquidity conditions in the CDS market (Heinz F.F., Sun 

Y., 2014). 

Except from hedging against loses that arise from default or other credit event 

affecting the value the underlying debt, IMF research indicates two other purposes that 

CDS are used for: 

 CDS can be used for speculation by buying or selling contracts on a naked 

basis (a ban on naked short selling of the EU-27 sovereign CDS 

implemented on November 1, 2012). 

 CDS can be used for basis trading, profiting from pricing differences 

between CDS and the underlying debt obligations by taking offsetting 

positions in the two. In this regard, when CDS spreads are narrower than the 

credit spread on the underlying security, arbitrageurs may be able to profit 

by buying the obligations and CDS protection or vice versa if the basis is 

positive. 

The EU regulation “Short Selling and Certain Aspects of Credit Default Swaps” 

came into effect on November 1, 2012. The main purpose of the regulation was to reduce 

the risks of negative price spirals and to limit settlement failures of naked short selling and 

CDS protection buying.  
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An uncovered sovereign CDS position exists when a person holds a short position 

in a sovereign CDS without either a corresponding long position in the sovereign issuer 

referenced in that CDS or another position with a value that is correlated to the value of the 

sovereign debt. Since the ban came into effect investors must hold offsetting risk in order 

to establish a permitted sovereign CDS position, such as the underlying sovereign bonds or 

other exposure correlated to the referenced sovereign debt. 

Since March 2012, when the European Parliament introduced market participants 

with the idea of banning naked CDS short sales, the liquidity has been constantly 

decreasing. Many market participants’ are liquidating not only naked short positions, but 

also positions that are covered in fears that hedging rules are so vague that they may be 

viewed as speculative even if they are not. 

Graph 27. Analyses of Bid-ask spread and trade volume 

 

Data source: Heinz F.F., Sun Y., 2014, Sovereign CDS Spreads in Europe-The Role of Global Risk Aversion 
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Graph 27 shows that by comparing trade volume in November – December months 

in 2012 with similar periods in 2010 and 2011 many EU countries are already suffering 

from lower turnover. Similar conclusions can be derived from bid-ask spread comparison 

which has widened in the year 2012 in comparison to years 2010 and 2011. Widening 

bid/ask spreads are commonly related with lower liquidity. 

iTraxx SovX Western Europe index is known as one of the main hedging vehicle 

for European sovereign risk. ISDA research from January 30, 2014 has shown that 

liquidity of this index has substantially diminished in the period following the 

announcement of the political agreement on the SCDS ban, and, more acutely, when the 

regulation became effective (table 4). 

Table 4. Trading activity of sovereign CDS 

 

Source: DTCC Trade information Warehouse 

In general the trade volume has declined in almost every Western European 

sovereign CDS.  
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Citibank in its research (Citibank, 2012) as well as other market participants have 

indicated that smaller economies, where CDS are larger proportion of underlying bonds are 

suffering the largest losses in liquidity. 

With lower CDS liquidity market participants could be expected to substitute less 

liquid proxies such as bank-referenced CDS and government bond futures contracts for 

CDS in their hedging and trading strategies. 

During Latvia`s historical Eurobond transactions the CDS indicator was used as 

one of the main tools for assessing Latvia`s credit risk and potential pricing levels for new 

Eurobond issues. However since CDS liquidity is constantly decreasing, its importance in 

bond pricing has diminished. This is also supported by similar trends in Latvia`s CDS 

trading volume. 

Table 5. Trades count of sovereign CDS 

 

Source: DTCC Trade information Warehouse 

Table 5 indicates that in post implementation period Latvia`s weekly average trade 

count has decreased by 25%. Decrease of liquidity can also be noticed in Bloomberg 

historical CDS data quotations. Latvia`s CDS daily data quotations during the year 2013 

were provided irregularly, with several gaps between them. The issue has been explained 
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by Bloomberg Help Desk indicating that Bloomberg pricing sources cannot provide 

regular quotations due to lack actual transactions.  

Until the CDS naked short selling ban took effect, sovereign CDS levels were 

widely used for assessing approximate pricing levels for new bond issues. Also in Latvia`s 

historical Eurobond issues CDS levels were taken into account pricing new issues. 

However due to short selling ban, constantly decreasing liquidity, wider bid/ask spreads 

and lack of precise quotations, sovereign CDS have lost their importance in assessing 

indicative pricing levels for new Latvia`s and other EU sovereign Eurobond issues. 

2.4. Fundamentals of USD and EUR benchmark rate, factors that could 

influence their direction 

Forecasts of USD and EUR rates are highly dependent on macroeconomic trends 

and Central bank decisions. From January 1, 2014 Latvia has adopted euro currency and 

joined eurozone. Sharing a single currency means that euro countries must coordinate their 

economic and fiscal policies closely – much more than other EU countries. Monetary 

policy decisions are taken by the independent ECB (Eurozone Portal webpage). ECB and 

FED decisions have high influence on secondary market trading levels. In relation to 

Latvia’s Eurobond issues, benchmark rate levels and their directions are highly important 

considering the timing for possible Eurobond transactions. As it was written in literature 

review, interest rate for sovereign bond consists of risk free rate (EUR or USD swap rate) 

and premium that should be paid for country specific risks. Regardless spread, that Latvia 

should pay extra for country specific risks, basis rate levels and directions can substantially 

increase or decrease overall borrowing costs for the issuer.   

Historically economic developments in the US can be viewed as leading indicator 

for those of the euro area. Researchers from the ECB have confirmed that the business 
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cycle of the euro area is highly correlated with the business cycle of the US and that former 

lags the latter. The ECB suggests that this phenomenon can be attributed to the flexibility 

of the US economy, which is plagued by fewer legal restrictions. If companies can quickly 

cut employees during the downturn cycle in economy, they can return to profitability more 

quickly in the US than in EU, increase investment and push the economy out of the 

recession. (Powell, 2013, ECB Monthly Bulletin, 2011). Euro are – US dynamics can be 

characterized as the euro area rate of growth adjusting itself to the US growth while the 

USD not responding to shocks specific to the euro area. 

Graph 28. USD and EUR 10-year benchmark rates 

 

Source: Natixis, 2014, Economic Outlook for 2014 

 Graph 28 indicates that until the end of 2012 EUR and USD 10-year swap rates 

were trading very tight to each other, following similar patterns. However since beginning 

of 2013 USD rates have increased sharply. EUR rate has also increased from its 

historically lowest level, however the jump has been more modest. There are several 

factors that have affected different price developments for USD and EUR 10-year swap 

rates. During the year of 2013 US economy experienced 1.9% GDP growth while eurozone 

GDP contracted for -0.4%. During the first half of year 2013 Fed announced that due to 

improving economy and labor market numbers it is planning to start taper its 85USD 
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billion worth monthly asset buying program by the end of the year. FED tapering started in 

December 2013 and its asset purchases are diminishing gradually as confirmed in January, 

February and March FOMC meetings with a further 10bn cut each time. Meanwhile 

eurozone countries are experiencing slightly positive quarterly GDP numbers in second 

half of the year 2013 which could indicate more positive recovery during year 2014. 

However the biggest threat for eurozone`s recovery is low inflation for extended period of 

time. In March 2014 eurozone inflation was 0.7% comparing with year ago, well below 

ECB`s target of 2%. Investors are referring to several tools that ECB can use to fight 

economic stagnation and deflation risks: 

 End of Securities Market programme (SMP sterilization) – ending the 

sterilization operations ECB would inject about 175 billion EUR of liquidity 

into the financial system, which would ease strains in euro zone money 

markets (Reuters webpage, 2014) 

 Extension of fixed rate full allotment mode at least until mid-2015 (Praet, 

2013) 

 Cut in repo rate and negative deposit facility rate – the repo rate sits at 

0.25%. There is room to reduce it for 10-15bps or to reduce it till zero. 

 Quantitative easing – as a substitute to negative interest rates it could be 

rather effective. It would be far more efficient in de-correlating EUR rates 

from USD rates. Given the cyclical lag between US and Europe, this de-

correlation would be welcomed. Quantitative easing would also help to 

weaken euro improving export conditions. (Natixis, 2014). 

Growth prospects in the world`s main regions are a key focus for investors, as they 

are one of the main driver of a rate normalization. Graph 29 and appendix II indicate that 

analysts of world leading investment banks` expect increase of both USD and EUR10-year 
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swap rates during the following quarters in years 2014 and 2015. High difference between 

min/max forecasts of USD rates point out very different expectations for macroeconomic 

growth in US. However, forecasts of EUR min/max difference are smaller and min 

forecast is being close to current EUR swap trading levels. 10-year swap rate forecasts 

leads to conclusion that in long term there is small downside risk for EUR swap rates. 

Gradual rates increase is expected by a majority of analysts. 

Graph 29. USD and EUR 10-year forecast 

 

Source: Made by author based on data from Bloomberg terminal 

Besides Central bank decisions related to further swap rates direction will relay on 

following macro economical factors: 

 The US GDP growth in 2014 is expected to be 2.5% – in Q1 2014 US 

economy is expecting a slowdown in growth due to weather conditions 

during first months of the year. However looking forward market consensus 
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(Bloomberg polls) remains positive about growth scenario in the US, with 

strengthening of the economic activity that could materialize in the 

following months. 

 Euro zone is expected to grow 1% in 2014 – gradual economy`s recovery 

seems to be expected by majority of analysts, especially with the 

stabilization of PMI surveys and unemployment rate. Activity has continued 

to improve since beginning of the year 2014, with manufacturing indices 

pointing to additional growth.  

 China`s economy is expected to grow 7.5% in year 2014 – despite series of 

disappointing figures in the beginning of year 2014, market participants 

remain positive about China according to rumors that Chinese government 

will introduce measures to support that country`s economy keep increasing. 

If macroeconomic indicators of US, Europe, and China continue to improve the rate 

environment will likely continue to normalize and therefore rates will increase. 

However on the short term, rate movements are data-dependent or subject to 

external geopolitical / political shocks and can therefore be adjusted downward (graph 30). 

Graph 30. USD and EUR 10-year benchmark rates 

 

Source: Natixis, 2014, Economic Outlook for 2014 
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Unexpectedly regardless the currency and the tenor, benchmark rates have been 

decreasing since the beginning of 2014 due to lower than expected US non-farm payrolls 

in January and February 2014 and flight to quality induced by negative headlines from 

Emerging Markets and recent Russia/Ukraine tensions. 

Based on the historically low benchmark rate levels and minimal downside risk for 

EUR 10-year swap Latvia has to consider prefunding possibility, issuing next Eurobond 

rather sooner than later. In the shorter term rates direction will be data-dependent, where 

rates technical analysis and economic data calendar could be great use for deciding on 

exact timing for Latvia`s Eurobond transaction. 

2.5. Strategy of choosing the right peer group 

Peer groups most often are used for comparison reasons to derive at indicative 

pricing levels for possible Eurobond issues. Most often peer group consists of countries 

with similar credit ratings, economic fundamentals, structure of economy, geographical 

location. In historical Latvia`s Eurobond transactions peer groups consisted of Lithuania 

and other Emerging Market economies like Hungary, Romania, Bulgaria etc. However 

during the recent years Latvia has experienced significant changes. There are several credit 

factors that should be highlighted: 

 Eurozone country with all benefits – Latvia will have access to ESM and 

ECB funding, if needed has minimized any default risk. Moreover, eurozone 

accession would have a positive impact on Latvia`s investment activity, 

business environment and subsequently, the export potential. 

 Proven success story – Latvia`s successful transformation since 2008 is 

highly acclaimed. According to IMF this is the result of strong internal 
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commitment, determination and ownership that the government 

demonstrated over the recent years. 

 Highest GDP growth in eurozone – Latvia is one of the most reformed CEE 

countries, according to EBRD transition indicators. The country is very 

attractive in terms of business environment: according to World Bank, 

Latvia was #25 in the rank, while the region average equaled to #73. 

 Credit fiscal policy – Latvia`s fiscal framework has improved following the 

March 2013 introduction of the fiscal discipline law, which aim to reduce 

the pro-cyclicality of government expenditures. Over the past four years, 

Latvia`s general government deficit decreased to 1% of GDP in 2013 (leta 

webpage, 2014). 

 Healthy banking sector – Committed foreign ownership of major banks 

reduces their contingent liability to the government. Also the capitalization 

is very high with average CAR of 18.9% of which 17% is Tier I. (HSBC, 

2014). 

Due to credit factors mentioned above Latvia does not belong anymore to the 

typical Emerging Market group. Instead Latvia`s credit should be more positioned between 

countries with more developed economies, lover beta ratio, higher credit ratings. The most 

relevant comparables for Latvia are Lithuania, Poland, and Slovakia, mainly because of: 

 Lithuania`s similar ratings, its similar risk perception by the investors, 

comparable size, its strong growth dynamics, and its geographical vicinity. 

 Poland being the largest CEE economy, with the largest outstanding 

international debt, and because of its relatively close ratings. 

 Slovakia`s similar path (CEE country member of the eurozone) and because 

of the openness and dynamism of its economy. 
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However for pricing rationale Latvia should look also at Ireland (similar rating, 

eurozone member, similar size of economy) and Czech Republic as the leading CEE 

economy by rating and bond quotation levels in secondary market.  

Graph 31. Real GDP growth (%) 

 

Source: EIU data 

Graph 31 compares real GDP growth (%) between Latvia and its peers. During the 

recent 3 years Latvia showed stable and high GDP growth, well above peers and EU 

average ratio. 

Graph 32. Budged deficit (% of GDP) 

 

Source: EIU data, shown as positive values for ease of representation 
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Graph 32 indicates Budget deficit as (%) of GDP. Latvia has done one of the most 

aggressive consolidation measures in CEE, resulting in the only balanced/slightly positive 

budget balance in 2012 amongst peers. 

Graph 33. Public debt (% of GDP) 

 

Source: EIU data 

Graph 33 indicate public debt as (%) of GDP comparisons. Latvia has maintained 

debt level below EU average also fulfilling Maastricht criteria (60% of GDP). Trend in 

recent years indicate decreasing public debt level in year 2013 reaching the lowest level 

amongst peers. 

Graph 34. Foreign direct investment (change y-o-y, %)  

 

Source: EIU data 
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Graph 34 shows foreign investment change from year to year. Rapidly growing FDI 

demonstrates a continuous interest in Latvia from foreign investor base. 

All the above mentioned factors demonstrate that by macroeconomic fundamentals 

Latvia is in line with A rating countries from CEE region. The closest peer by the size and 

macroeconomic fundamentals is Lithuania. Investors risk perception is very similar, 

Latvia`s USD and EUR Eurobonds for similar maturities are trading almost on the same 

levels. On April 11, 2014 S&P credit rating agency raised Lithuania`s credit rating from 

BBB by two notches to A-. The upgrade was based on Lithuania`s stronger-than-expected 

fiscal performance and higher prospects that Lithuania will qualify for euro adoption on 

year 2015 (Seputyte, 2014). In comparison to Lithuania, Latvia has adopted euro on 

January 1, 2014 and its budget deficit has been substantially lower for last three years. 

However Latvia`s credit rating stands at BBB+ level according to S&P.  

Recent credit rating update for Lithuania and similarities between both countries, 

combined with continuously high GDP growth and strong fiscal performance could be 

noticed by major credit rating agencies, resulting in upgraded credit rating for Latvia in 

following quarters of 2014. Upgrade in Latvia`s credit rating to single A level would be 

another factor that affirm Latvia`s repositioning to more developed countries peer group. 

2.6. Indicative pricing levels based on secondary market trading levels of 

Latvia`s outstanding Eurobond issues 

Secondary market bond trading levels most accurately reflects current situation 

with sovereign`s credit. In comparison to credit ratings, CDS or other valuation indicators, 

secondary market is place where real money is involved and actual bond buy/sell 

transactions happen. Latvia`s historical Eurobond analysis have proven that indicative 

pricing levels for new bond issues are highly dependent on Latvia`s and its peer countries 



Krišjānis Rullis  Different Strategies and Methods of Pricing Latvia`s Eurobonds 68 

 

trading levels in secondary market. It is expected that initial point of reference will always 

be Latvia`s existing EUR and USD curves, especially those of recently issued benchmark 

bonds. In order to extend the curve with possible new bond transaction it is important to 

compare credit curve steepness that investors would expect in order to move along the 

yield curve, and, at the end, a potential New Issue Premium (NIP) should be added at the 

time of issue based on current market conditions and sentiment. 

Graph 35 indicates that since January, 2013 till March, 2014 Z-spread levels for 

Latvia and its peer group have tendency to tighten.  It could be explained by overall market 

tendencies for spread levels to tighten across the sovereign bonds, as well as each country 

specific factors. 

Graph 35. Z-spread levels of outstanding Latvia’s and peer group bonds 

 

Source: Made by author based on data from Bloomberg terminal  

Latvia`s most recent EUR 2021 outstanding bond (issued at MS+120bps) spread in 

secondary market has decreased to around MS+100bps level. Similar spread tightening has 

experienced also Lithuania`s, Slovakia`s, and Poland secondary Z-spread levels. Also 

looking at yield performance in graph 36 overall tendencies indicates tightening yield 

evolution over the period. 
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Graph 36. Yield levels of outstanding Latvia’s and peer group bonds 

 

Source: Made by author based on data from Bloomberg terminal  

To determine the shape of yield curve between 5 to 7 year tenors or 7 to 10 year 

tenors or any other maturities it is important to compare yield curve shapes for peer group 

bonds. For example, table 6 indicates that Lithuania`s 2018s bid Z-spread on March, 2014 

trades around 96bps and Lithuania`s 2024s bid Z-spread trades around 138bps.  In 

conclusion Lithuania 4 to 10 year yield curve extension is around 42bps or 7bps per year. 

However comparing by similar method Poland`s 2018s and 2024s Z-spread the result is 

around 63bps or 10.5bps per year. For Czech Republic spread between 2018s and 2022s Z-

spreads is around 50bps or 12.5bps per year.  

Different curve shapes and spread results could be explained by many reasons. For 

example Polish and Czech yield curves start on much lower levels on the short end of the 

curve so they appear to be much steeper than Lithuanian one. In relation to Latvia this 

factor should be taken into account before constructing extended yield curve indicative 

levels. 
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Table 6. Secondary levels of Latvia’s peer group Eurobonds  

 

Source: Made by author based on data from Bloomberg terminal  

Another approach that could help to derive at indicative pricing levels is spread 

differential comparison between two similar maturity bonds.   

Table 7. Secondary levels of Latvia and its peer group Eurobonds  

 

Source: Made by author based on data from Bloomberg terminal  

 Table 7 indicates that Latvia`s 2021s Z spread on March 31, 2014 is trading around 

100bps above Mid-swaps. Similarly Poland`s 2021s Z spread (Table 6) is around 50bps 
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above Mid-swaps. It means that for 7 year EUR bond Latvia has to pay 50bps higher 

spread than Poland. This difference could be added to other Polish outstanding bonds to 

derive indicative levels for Latvia`s yield curve. Since most recent Polish 2024s is trading 

around 85bps above mid-swaps it can be calculated that new Latvia`s EUR 2024s should 

be around 130bps above mid-swaps. However it is important to remember from literature 

review that on the long end of curve spread differentials has tendency to tighten. For most 

of the times spread differential between 5 year maturities will be different from spread 

differential on 10 or 20 year maturities. 

Logarithmic interpolation is widely used method for bond pricing. However 

accurate and effective results could be derived for countries that has well developed yield 

curve with many outstanding bond issues.  

Graph 37. EUR interpolated yield curve of Latvia and its peers 

 

Source: Made by author based on data from Bloomberg terminal  

 Graph 37 indicates logarithmically interpolated yield curves for Latvia and most of 

its peer group. Poland and Slovakia has many EUR bonds outstanding, as well as Ireland. 

For those countries logarithmic interpolation could be in great use deriving indicative 
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pricing levels for new bonds issues. Lithuania and Latvia are much frequent borrowers in 

Eurobond market; therefore both countries have only two outstanding EUR bonds. In this 

case results from logarithmic interpolation could be negatively affected by specific risk 

factors that could affect bonds liquidity and accuracy of secondary market levels. For 

example Latvia`s 2018s EUR bond size is only 400 million EUR, which is considered as 

small for Eurobond issues. Small issue size can negatively affect liquidity and end up with 

misleading secondary levels. In this case Latvia`s interpolated yield curve wouldn`t be 

effective tool for deriving indicative pricing levels for new bond issues. 

Alternative way for interpolated yield curve construction could be done through 

Bloomberg terminal (appendix III). The system compares shape of yield curves for other 

peers and then replicate it on Latvia`s outstanding bonds, however the peer group, taken by 

Bloomberg, is chosen on measurements, which does not include many fundamental factors 

that could be crucial. In addition the average shape of yield curve is just approximate 

measurement, not taking into account country specific data. Nevertheless Bloomberg 

Terminal and many of its tools are highly beneficial for determining indicative pricing 

levels for new issues. 

All in all pricing rationale for indicative pricing levels can`t be based only on one 

of the methods. As it was written above use of one method only could lead to misleading 

results. However gathering those methods together and combing them with accurate peer 

group will enable to Latvia to derive accurate indicative pricing levels for further 

Eurobond transactions. 
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3. Recommendations and implementations 

In this part of thesis written recommendations and implementations about choosing 

the right pricing strategy and methods for future Latvia`s Eurobond issues are provided. 

3.1. In-depth analysis of Latvia`s historical Eurobonds 

Over the 10 year period since the first benchmark Eurobond issue Latvia`s 

borrowing costs have experienced high volatility, complete market closure during the time 

of  the global financial crisis and regained investors` confidence about Latvia`s 

creditworthiness since 2011. During the last few years each subsequent Eurobond issue has 

resulted in lower coupons and cheaper borrowing costs. Partially this can be explained by 

changes in global benchmark rates which had reached their historically lowest levels in the 

beginning of 2013 and now trades just slightly higher. However, there has also been a 

significant reduction in the premium that Latvia has to pay above benchmark rates. This 

fact could be explained by many factors - rapid economic growth, constantly increasing 

credit ratings, decreasing CDS levels. During the last two Eurobond issues Latvia was able 

to reach yields and coupons that were the historically lowest in CEEMA region among 

countries with a similar credit rating. This situation clearly indicates that Latvia`s credit 

has grown out from typical Emerging Markets group and should be repositioned to a more 

developed countries group. The first recommendation is regarding future Eurobond 

issues, Latvia should choose leading banks (JLMs) that see Latvia among single A 

rating countries and during the issuing process are able to gather interest from relevant 

type of investors. Such a move would allow to continue tightening Latvia`s borrowing 

costs and spread levels also in future Eurobond issues. 
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3.2. Credit ratings and their effect on bond pricing 

Obtained rating from major credit rating agencies highly affect issuers borrowing 

costs. The higher the rating the less probable default risk exists and vice versa - lower 

rating include higher default probability. Analysis of Latvia`s outstanding USD 

denominated bonds in the secondary market approve that in the long term run credit rating 

upgrades or downgrades highly affect sovereign`s borrowing costs. On April 11, 2014 S&P 

credit rating agency raised Lithuania`s credit rating by two notches to single A- level (one 

notch above Latvia). There are many similarities between both neighbors and Latvia`s 

macroeconomic fundamentals in many sections are better than Lithuania`s and similar to 

other single A rating countries from the CEE region (discussed in detail in peer group 

analysis part). Second recommendation would be to prepare a presentation for further 

rating agencies visits, implementing Latvia`s strong macroeconomic fundamentals in 

comparison to Lithuania and other single A rating countries. In addition it would be 

sufficient to include information about recent Eurobond issues that clearly shows positive 

change in investors perception about Latvia`s creditworthiness.  

3.3.  CDS market and its effect on bond pricing 

Looking at historical Eurobond transactions, Latvia`s CDS indicator was the main 

tool used to derive at indicative pricing levels for new bond issues. However, on November 

1, 2012 the EU approved the naked short selling ban on sovereign CDS. Analyzing trading 

activity in the post-implementation period IMF and ISDA research materials found that 

since the regulation became effective, the average correlation between proxy hedges such 

as the iTraxx Europe Senior Financials index and EU-regulated single-name sovereign 

CDS decreased from 89% to 37%. Also looking individually on Latvia`s average weekly 

trade count activity it can be concluded that it has decreased by about 25% in the post 
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implementation period. Another factor that indicates low activity in EU sovereign CDS is 

daily quotations by Bloomberg. During the year 2013 quotations were provided irregularly 

due to lack of actual trades in the market. Taking these factors into account the third 

recommendation would be to disregard CDS indicator from future Latvia`s Eurobond 

pricing methods due to lack of liquidity and possibility misleading indications. 

3.4. Fundamentals of USD and EUR benchmark rate, factors that could 

influence rates direction 

USD and EUR benchmark rates forms part of total interest rate that Latvia has to 

pay issuing Eurobonds. The total yield consists of particular benchmark rate (risk free rate) 

and premium that Latvia has to pay additionally for country specific risks. In first half of 

2013 USD and EUR benchmark rates reached their historically lowest levels, however, 

during the second half of the year basis rates experienced rapid increase. During the first 

months of 2014 both rates have somewhat lower comparing with tops at the end of 2013. 

Speaking about current situation, Bloomberg poll average forecasts indicate rapid USD and 

EUR rates increase during the following quarters of 2014. Recommendation on the best 

timing strategy would be to follow Bloomberg poll average forecasts. And since further 

downside risks for EUR rates are minimal, Latvia should consider the possibility of 

prefunding, issuing next Eurobond rather sooner than later. In the shorter term rate 

direction will be data-dependent, technical analysis can be applied and economic data 

calendar could be of great use for exact timing decision. 

3.5. Strategy of choosing the right peer group 

The analysis done by peer group comparison shows that by macroeconomic 

fundamentals and outstanding Eurobond secondary levels Latvia has to be repositioned 
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from typical Emerging Market peer group to single A rating countries from the CEE 

region. The recommendation would be for future Latvia`s Eurobond issues to use “peer 

group” that consists of Lithuania, Poland, and Slovakia. In addition it is worth to 

compare secondary levels with Ireland and Czech Republic. Bond secondary market 

analysis indicate that Latvia`s spread to countries like Poland, Slovakia, and Czech 

Republic is constantly decreasing due to Latvia`s macroeconomic fundamentals that are in 

line or better than peers. 

3.6. Indicative pricing levels based on secondary market trading levels of 

Latvia`s outstanding Eurobond issues 

Analysis of different pricing methods did not find one method that would perfectly 

match all assumptions that should be taken into account during the pricing of new issue. 

Using one method only could lead to misleading conclusions, although each method 

showed some points worth considering. The recommendation would be to combine 

different pricing methods together, particularly focusing on interpolated yield curve 

construction and analytical tools from Bloomberg terminal. Combining of methods 

would allow to avoid misleading results which can happen if issuer doesn`t have profound 

yield curve and have only few Eurobonds outstanding. 
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4. Conclusions 

Similarly to the structure of the core part of this thesis, the conclusions are divided 

into sections: 

In-depth analysis of Latvia`s historical Eurobond issues found that during the last 

two Eurobond issues Latvia was able to reach yields and coupons that were the historically 

lowest in the CEEMA region when compared to countries with similar ratings. This clearly 

indicates that Latvia`s credit has grown out from typical Emerging Market group and 

should be repositioned to more developed countries. Regarding further Eurobond issues, 

Latvia should choose leading banks (JLMs) that see Latvia between single A rating 

countries and during the issue process are able to gather interest from relevant investor 

types. Such a move would allow to continue tightening Latvia`s borrowing costs and 

spread levels also in future Eurobond issues. 

The analysis of Latvia`s outstanding USD denominated bonds in the secondary 

market indicate that credit ratings highly affect borrowing costs. However, it is important 

to remember that credit ratings track historical events and data. It could happen that when 

the decision of a rating change is announced, the news is already “priced in” and the 

announcement has no significant impact on actual spread levels and their direction. 

Nevertheless in the long term striving for a higher rating will result in decreasing 

borrowing costs and a peer group analysis shows that in many aspects Latvia`s 

macroeconomic fundamentals are stronger than Lithuania`s (single A- rating by S&P) and 

in line with other single A countries from the CEE region. This leads to the conclusion that 

another rating upgrade for Latvia can be reasonably expected in the near term. 

On November 1, 2012 CDS the naked short selling ban came into effect in the EU. 

The IMF and ISDA research materials found that since the regulation became effective, the 

average correlation between proxy hedges such as the iTraxx Europe Senior Financials 
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index and EU-regulated single-name sovereign CDS decreased from 89% to 37%. Also 

looking individually at Latvia`s average weekly trade count activity it can be concluded 

that it has decreased by about 25% in post implementation period. Taking into account 

decreasing liquidity and lack of regular quotations sovereign CDS have lost their 

importance in assessing indicative pricing levels and should be discarded from the tool list.  

After modest rate increases during the year of 2013, both EUR and USD 

benchmark rates are still close to historical low. However, a Bloomberg poll of than 60 

world`s largest investment bank analysts indicates on average, a forecast of rapid rate 

increase during the following quarters. Since further downside risks are minimal, Latvia 

should consider the possibility of prefunding and issuing its next Eurobond rather sooner 

than later. In the shorter term rate direction will be data-dependent, technical analysis can 

be applied and economic data calendar could be of great use for exact timing decision. 

The peer group comparison analysis shows that from the perspective of 

macroeconomic fundamentals and outstanding Eurobond secondary market levels Latvia 

can be repositioned from a typical Emerging Market peer group to the single A rating 

countries group from the CEE region. The ideal „peer group” for Latvia would consist of 

Lithuania, Slovakia, and Poland. 

To conclude, the pricing rationale for indicative pricing levels cannot be based only 

on one of the methods. Using one method only could lead to misleading conclusions. 

However employing different methods together and combing them with an accurate peer 

group evaluation will enable Latvia to derive accurate indicative pricing levels for future 

Eurobond issues.  
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Appendices  

Appendix I 

Table I. EUR outstanding bonds of EM peer group 

 

Table II. USD outstanding bonds of EM peer group 

 

EUR
Years to 

maturity
Country Cpn Maturity Date S&P RatingMid YTM

BID Z-

Spread

2 gadi 2,92 DENMARK 0,9 20.03.2017 AAA 0,92 -3

2,94 POLAND 3,8 29.03.2017 A- 0,69 16

3 gadi 3,07 SLOVAKIA 4,4 15.05.2017 A 0,51 -3

3,21 HUNGARY 4,4 04.07.2017 BB 2,65 210

3,22 BULGARIA 4,3 09.07.2017 BBB 1,39 79

3,81 LITHUANIA 4,9 07.02.2018 A- 1,49 80

3,88 LATVIA 5,5 05.03.2018 BBB+ 1,29 60

4 gadi 4,15 HUNGARY 5,8 11.06.2018 BB 2,93 225

4,16 ROMANIA 6,5 18.06.2018 BB+ 2,50 176

4,17 POLAND 5,6 20.06.2018 A- 0,90 15

4,73 HUNGARY 6 11.01.2019 BB 3,09 228

4,74 POLAND 1,6 15.01.2019 A- 1,10 23

5 gadi 5,49 POLAND 4,7 15.10.2019 A- 1,53 59

5,55 ROMANIA 4,9 07.11.2019 BB+ 2,90 189

5,85 HUNGARY 3,9 24.02.2020 BB 3,24 222

5,99 POLAND 4,2 15.04.2020 A- 1,32 22

6 gadi 6,41 RUSSIA 3,6 16.09.2020 BBB 3,46 234

6,42 ROMANIA 4,6 18.09.2020 BB+ 3,08 195

6,76 LATVIA 2,6 21.01.2021 BBB+ 2,23 100

6,93 POLAND 4 23.03.2021 A- 1,62 37

6,94 SLOVAKIA 4 26.03.2021 A 1,36 12

7 gadi 7,75 POLAND 4,5 18.01.2022 A- 1,91 54

8 gadi 8,76 POLAND 3,8 19.01.2023 A- 2,08 56

9 gadi 9,75 POLAND 3 15.01.2024 A- 2,42 74

9,76 LITHUANIA 3,4 22.01.2024 A- 2,92 125

9,92 IRELAND 3,4 18.03.2024 BBB+ 2,83 110

9,92 AZERBAIJAN 4,8 18.03.2024 #N/A N/A 4,71 201

10,23 POLAND 3,4 09.07.2024 A- 2,45 72

24 basis points 25 basis points

USD 7 =>10 g average increase EUR 7=>10 g average increase

USD
Years to 

maturity
Country Cpn Maturity Date S&P RatingMid YTM

BID Z-

Spread

2 gadi 2,85 LATVIA 5,25 22.02.2017 BBB+ 1,99 118

2,96 RUSSIA 3,25 04.04.2017 BBB 2,56 171

3 gadi 3,20 POLAND 7,75 01.07.2017 A- 1,52 61

3,41 LITHUANIA 5,125 14.09.2017 A- 2,16 107

3,84 HUNGARY 4,125 19.02.2018 BB 3,48 219

4 gadi 4,06 SLOVENIA 4,75 10.05.2018 A- 2,81 141

4,26 RUSSIA 11 24.07.2018 BBB 3,20 185

4,75 RUSSIA 3,5 16.01.2019 BBB 3,84 219

5 gadi 5,24 POLAND 6,375 15.07.2019 A- 2,59 79

5,73 LATVIA 2,75 12.01.2020 BBB+ 3,34 136

5,78 HUNGARY 6,25 29.01.2020 BB 4,27 232

5,82 LITHUANIA 7,375 11.02.2020 A- 3,25 133

6 gadi 6,03 RUSSIA 5 29.04.2020 BBB 4,36 235

6,89 LITHUANIA 6,125 09.03.2021 A- 3,58 138

6,95 HUNGARY 6,375 29.03.2021 BB 4,59 237

7 gadi 7,01 POLAND 5,125 21.04.2021 A- 3,27 100

7,16 LATVIA 5,25 16.06.2021 BBB+ 3,60 132

7,79 LITHUANIA 6,625 01.02.2022 A- 3,71 134

7,81 ROMANIA 6,75 07.02.2022 BB+ 4,03 165

7,93 POLAND 5 23.03.2022 A- 3,56 113

7,96 RUSSIA 4,5 04.04.2022 BBB 4,96 253

8 gadi 8,52 SLOVENIA 5,5 26.10.2022 A- 4,36 183

8,85 HUNGARY 5,375 21.02.2023 BB 4,97 240

8,91 POLAND 3 17.03.2023 A- 3,76 110

9 gadi 9,06 SLOVENIA 5,85 10.05.2023 A- 4,48 189

9,35 ROMANIA 4,375 22.08.2023 BB+ 4,34 168

9,41 RUSSIA 4,875 16.09.2023 BBB 5,30 266

9,76 ROMANIA 4,875 22.01.2024 BB+ 4,44 175
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Appendix II 

Table I. 10-year Bund yield forecasts 

 

Table II. 10-year USD Treasury forecasts 
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Appendix III 

Table I. Latvia`s EUR yield curve 

 

Table II. Latvia`s USD yield curve 
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