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NEW YORK/SAN JUAN: Puerto Rico on
Friday presented a plan to creditors that
asks them to take a deep discount on
their debt - an aggregate of around 45
percent, two sources familiar with the
situation said, as the debt-ridden island
tries to pull itself out of fiscal crisis.

With a 45 percent poverty rate and
exodus of its population to the United
States, Puerto Rico is trying to solve an
economic crisis before substantial debt
payments come due in May and July.
The U.S. territory has defaulted on some
of its debt and is trying to persuade
creditors to take concessions.

Under the plan unveiled Friday, four
tranches of bonds would be exchanged
into two new bonds with different

structures. Haircuts on the debt would
differ according to which bonds are
being exchanged and would reflect the
current trading of those bonds, the
sources said, with general obligation
bonds getting the best treatment, fol-
lowed by COFINA bonds, subordinated
COFINA bonds and then a slew of other
bonds which are to be included in the
offer.

The aggregate haircut across the
structures would be around 45 percent,
the sources said. Current trading of the
bonds would indicate that general obli-
gation debt would take a 30 percent
haircut from the par value. General obli-
gation bonds issued in 2014 are cur-
rently trading around 72 cents on the

dollar. The category of other bonds to
be exchanged would include about a
dozen issues which include those sup-
ported by tax and legislative appropria-
tions -  such as bonds of highway
authority HTA and infrastructure
authority PRIFA and even PFC, which
defaulted on its payments in August. It
would exclude a handful of bonds
including PREPA and aqueduct and
sewer agency PRASA.

The plan may be greeted with skepti-
cism by creditors,  with one of the
sources saying it was “uninviting” and
noting it was premised on the island’s
financial projections, which some credi-
tors believe are overly optimistic.

The newly-structured bonds would

consist of a so-called ‘base’ bond and a
‘hope’ bond, the sources said, with the
latter being a bet on the long-term
health of the US territory. The base
bond would start paying interest in
2018 at 2 percent, rising to 5 percent in
2021 when it would also pay principal,
the sources said. It would have a gener-
al obligation guarantee and would
receive pledged revenues to support
the credit, one of the sources said.

There is a waterfall mechanism built
into the offer which would give certain
bonds a priority of payments depend-
ing on which tranche they are,  the
source said. The bonds which would be
issued are expected to carry a roughly 5
percent yield, that source said.

The hope bond is a 30-year issue and
would be based on a revenue formula
with the aim of starting to pay out by
2026, the source said, with a cap on the
payment for any given year. The territo-
ry could elect not to make a payment if
unexpected budget costs come up.
Some details of the bond exchanges
were repor ted by The Wall  Street
Journal earlier.

If the territory fails to get a superma-
jority of creditors to agree to the
exchange, it has the right to withdraw
the offer, one of the sources said. That
could spell a difficult scenario for credi-
tors who may be left with illiquid bonds.
The plan is expected to be made public
tomorrow, the sources said. —Reuters

Puerto Rico creditors asked to take 45% cut on debt

TOKYO: Governor of the Bank of Japan Haruhiko Kuroda arrives at its head
office in Tokyo on Friday. The Bank of Japan has introduced a negative inter-
est policy in a move to boost the stumbling recovery of the world’s third-
largest economy. —AP

PAVLISHCHEVO, Russia: For Olga
Druganina, Russia’s economic tur-
moil has been a great business
opportunity. Four years ago, the
former employee at an industrial
machines company began to
develop her modest farm near
Moscow as a business. She started
out simply wanting to feed family
and friends, but Russian bans on
foreign foods and the plunging val-
ue of the currency encouraged her
to expand and tap the growing
national demand for local produce.

First came President Vladimir
Putin’s sanctions on US and
European Union food products in
2014, a response to international
sanctions over Russia’s role in the
Ukraine crisis. Over the last year,
the low oil price has brought down
the value of the Russian ruble,
making imported food more
expensive.

“It was a little agriculture to sup-
ply our family’s needs but when it
happened that the sanctions
appeared, all that gave a push to
our farm’s development,” Druganina
says. “We started developing and
got a lot of interest from both small
shops and chain stores, and in gen-
eral from people who want to con-
sume healthy food.”

Now,  as  par t  of  a  farmers’
cooperat ive sel l ing high- end
organic dairy products to mon-
eyed Muscovites,  Druganina
employs 18 people and keeps
more than 450 cows, sheep, goats
and even buffaloes. Her products
- cheese,  milk ,  and traditional
berry-flavored yoghurts - sell at a
premium at the LavkaLavka chain
of boutique shops across Moscow,
a growing presence named after
the Russian for “market stall.” Its
customers include many who
would previously have bought
now unaffordable or unavailable
imported products.

Local  food producers  l ike
Druganina are the most visible
beneficiaries of the Russian gov-
ernment’s policy of import substi-
tution, aiming to replace costlier
impor ted goods with home -
grown alternatives. While Putin
has cal led for  Russia  to head
toward self-sufficiency in food,
this will take years.

At the other end of the market
from Druganina, McDonald’s is
another surprising winner from
Russia’s refocusing on domestic
food. At a time when sharp food
price rises have put Russian family
budgets under pressure, the abili-
ty to compete on price is key for
fast food retailers. Food prices
rose 14 percent last year, accord-

ing to the state statistics agency,
at a time when real wages are
falling and unemployment rising.

A long-standing polic y to
source as many ingredients as
possible locally has paid off for
the US fast-food giant, which says
it serves 1.1 million customers a
day in Russia. McDonald’s opened
59 new restaurants in Russia last
year and picked out the country as
a high growth market in its 2015
financial results. That’s particularly
surprising considering the Russian

economy shrank 3.7 percent last
year and is forecast to remain in
recession in 2016.

McDonald’s is “definitely bene-
fiting” from having a Russia-based
production network for many of
its products, says Moscow-based
analyst Vladimir Pantyushin of
Sberbank, who points out that the
company’s signature Big Mac is

cheaper in Russia than almost
anywhere else in the world when
compared to local earnings. The
Big Mac is also the centerpiece of
the localization strategy, with all
its ingredients produced in Russia.

It is a surprising turnaround for
a company which less than two
years ago was under apparent
political pressure in Russia. Some
of its flagship restaurants were
temporarily shut down in Moscow
by Russian health watchdogs at a
time when Russia was hit with US

sanctions over the Ukraine crisis.
Pantyushin said many Russian

consumers are switching to
cheaper food products - swapping
out beef for chicken, for example -
and avoiding imported fruit and
vegetables.

“Right now it ’s  maybe even
historically the deepest effect on
consumption levels  s ince the

1990s,” when Russia was in eco-
nomic chaos following the col-
lapse of  the S oviet  Union,  he
sa id.  However,  modern con-
sumers are not faced with empty
shelves and have more choice
when looking to cut spending.
“Back then, I remember people
were really living on basic sta-
ples,  l ike  cereals,” Pant yushin
said. “Meat was expensive but
even more importantly, meat was
not available in the same quanti-
ty that it is now.” —AP

As Russian food prices spike 
higher, some winners emerge 
McDonald’s opened 59 new restaurants in Russia last year 

MOSCOW: Workers deliver food in a McDonald’s restaurant in Moscow, Russia. A long-standing
policy to source as many ingredients as possible locally has paid off for the US fast-food giant,
which says it serves 1.1 million customers a day in Russia. McDonald’s opened 59 new restau-
rants in Russia last year and picked out the country as a high growth market in its 2015 financial
results. —AP

TOKYO: Bank of Japan Governor Haruhiko Kuroda
used classic shock tactics on Friday to push
through his latest unconventional monetary policy
of negative rates: deny, then strike.

Despite months of Kuroda saying the policy
was not a timely option, BOJ officials had been
quietly considering it as financial markets began
to question just how far the central bank could go
with its aggressive asset-buying program. “Never
say never” is a mantra for BOJ officials, who see
themselves as pioneers in battling deflation -
through zero rates, quantitative easing and other
unconventional policies.

But a razor-thin 5-4 vote underscores the diffi-
culty Kuroda had in winning enough board back-
ing for his shock tactic, and illustrates the doubts
among board members about the governor’s line
that by sticking to a 2 percent inflation goal the
BOJ can make people believe prices will rise.

Publicly, Kuroda was unwavering in saying
Japan was on track to hit his ambitious inflation
target and that quantitative and qualitative easing
(QQE) was working down through the economy.

But talk of more monetary easing began to
emerge last month as policymakers fretted over
weak inflation expectations, enough to ponder
expanding the stimulus, said people familiar with
the BOJ’s thinking. The bank’s latest quarterly sur-
vey showed that corporate inflation expectations
weakened in October-December, and other similar
market gauges also sagged. Companies blamed
the global economic uncertainty for not raising
wages or capital expenditure.

Fine-tuning QQE last month with elements of
monetary easing signalled some alarm among
central bankers over the heightened deflationary
risks, the people said.

Top BOJ economists began looking into
whether to further modify QQE or go for a full

makeover of the monetary easing framework - all
the time considering what policy tools were still
available if the BOJ eased again.

Negative interest rates was one of those
options, though it was down the list given the
technical difficulties of expanding base money
while charging banks for piling up funds in BOJ
accounts.

At the start of the year, Kuroda switched to
stronger language in public to warn he would do
“whatever it takes, including more easing,” to hit
his price target - likely prompted by the impact of
global market turbulence on Japanese share
prices and local business sentiment, the people
said.

“When stocks are falling this much, it’s hard to
justify not acting,” said one of the individuals, who
has occasional contact with Kuroda.

DAVOS TRIGGER?
On Jan. 21, a day before flying out for the

annual World Economic Forum in Davos, Kuroda
told Japan’s parliament he was not considering
negative interest rates. But he quietly told his staff
to come up with several options in case the BOJ
eased.

“Of course, our staff knew that several central
banks have adopted negative interest rates, so
they’ve been analysing the step for some time,”
Kuroda said at a news conference on Friday.  “They
raised it as one of the options, which we discussed
at today’s meeting.”

By the time Kuroda returned from Davos, BOJ
staff were ready to propose negative rates, taking
a leaf from the European Central Bank’s book. “The
ECB showed that combining QE and negative
interest rates can work,” one BOJ official said. “It
was just a question of overcoming some technical
difficulties.” —Reuters

BOJ’s Kuroda brings 
out his stun gun

WASHINGTON: The idea sounds preposter-
ous: Pay the bank to hold your money? But
the Bank of Japan on Friday joined European
central banks by introducing negative inter-
est rates - that is, charging, not paying, for
deposits.

What gives?
WHAT EXACTLY DID THE BANK OF JAPAN

DO?
The Japanese central bank surprised

financial markets by announcing a 0.1 per-
cent fee on some deposits by commercial
banks. The central bank vowed to cut the
interest rate further into negative territory “if
judged as necessary.”

WHY?
By charging banks for parking their mon-

ey, the Bank of Japan - like the European
Central Bank and others before it - hopes to
discourage them from doing so. It wants
those banks instead to make loans and there-
by provide some stimulus to a fragile econo-
my. The central bank’s negative rates are also
designed to lower other rates. In addition,
negative rates tend to lower the value of a
nation’s currency, giving its exporters a price
advantage in foreign markets.

WON’T BANKS JUST STICK THEIR 
MONEY UNDER A MATTRESS?

That’s harder than you’d think. Michael
Pearce, global economist at Capital
Economics, notes that transporting and

storing bills and coins is costly - equal to a
2 percent fee, he calculates. So it might
make more sense to keep the money
where it is.

“Negative rates have not yet triggered a
‘flight to cash,’” Pearce wrote in a report
Friday.

DO NEGATIVE RATES WORK?
“ The verdict is quite mixed,” says

Nariman Behravesh, chief economist at
IHS.

The ECB rolled out negative rates in
2014. But European banks are still reluc-
tant to lend, the economy of the 19-coun-
try eurozone is barely moving and inflation
remains well below the central bank’s 2
percent target. Behravesh says Europe’s
banks are still trying to recover from the
financial crisis. Japan’s banks are a bit fur-
ther along in the recovery process, he says,
and negative rates might prove more
effective in getting them to lend more.

Switzerland’s central bank had some
success turning to negative rates in 2014
to rein in a rocketing currency that was
hurting Swiss exporters, Pearce says.

Behravesh says Japan may be trying to
drive the Japanese yen lower in advance of
further declines in the currency of its trad-
ing rival China, which is trying to manage
an economic slowdown.

“What they are hoping to do is buffer
themselves from the troubles coming from
China,” Behravesh says.  —AP

Paying bank interest to hold 
your deposits? What gives? 

FRANKFURT: A top European monetary official
is downplaying the risks for the 19-country euro
currency union from an economic slowdown in
China and low oil prices.

But Jens Weidmann also cautioned that a
long period of excessively low inflation could
mean trouble by challenging the credibility of
the European Central Bank’s monetary policy.

The mixed remarks Thursday come as the
European Central Bank prepares to weigh
expanding its stimulus measures at its next
meeting March 10. Weidmann, who heads
Germany’s central bank and therefore also sits
on the ECB’s policy council, is regarded as a stim-
ulus skeptic and made several comments that
could argue against more action.

He said in the text of a speech to be delivered
in Bonn, Germany, that he saw “no indications of
a steep economic collapse in China” that would
threaten the eurozone economy but rather an
adjustment of excessive share prices there.

And he called cheaper oil “an economic tail
wind” for consumers that would help boost
growth in the currency union, which is a major
oil importer.

Weidmann, however, balanced his remarks
with comments that could be seen as support-
ing more stimulus. For instance, he said that low
oil prices could mean that this year’s inflation
forecast must be “substantially lowered” - a step
that could push the ECB to act to achieve its goal
of higher inflation.

He also said that any prolonged failure on the
part of the ECB to boost inflation close to its goal
“surely represents a stress test for the credibility
of monetary policy.”

ECB head Mario Draghi has awakened market
expectations for action March 10, such as adding
to the 60 billion euros a month in bond purchas-
es with newly printed money. The goal would be
to push up inflation from only 0.2 percent annu-
ally toward the bank’s goal of just under 2 per-
cent. Lower oil prices have hampered the bank’s
effort to reach that goal. The written summary of
the Dec. 3 meeting indicated Draghi faces skep-
ticism about the benefits of doing more from
some members. The bank did increase stimulus
at that meeting by extending its bond purchases
by six months and by cutting the rate on
deposits from commercial banks from minus
0.20 percent to minus 0.30 percent, a step aimed
at pushing banks to lend money rather than
hoard it.

But those steps were less than markets had
expected, and the no-names written summary
released later indicated there was some opposi-
tion to any added stimulus. —AP

Stimulus skeptic downplays 
China, oil risks for eurozone

BEIJING: A Chinese investor uses a computer terminal to check stock prices in a bro-
kerage house in Beijing yesterday. Tokyo stocks finished nearly 3 percent higher on
Friday while the yen dived as the country’s central bank introduced a negative inter-
est rate policy to boost the economy after previous stimulus efforts produced indif-
ferent results. —AP


