Emerging nations

	Publication date: 11-Mar-2002
Reprinted from RatingsDirect 

Financial Future Flows Penetrate Deeper Into Emerging Markets
Analyst: Gary Kochubka, New York (1) 212-438-2514; Kevin Kime, New York (1) 212-438-6223 



	[image: image1.png]




	[image: image2.png]


 
	NEW YORK (Standard & Poor's) March 11, 2002--Standard & Poor's sees potential for further expansion into the emerging markets of financial future flow securitizations, a financing technique that has evolved to encompass more sophisticated structures and new asset types since its inception in 1995, according to a report released today, "Financial Future Flows Concept Penetrates Deeper Into Emerging Markets." 

Financial future flow transactions have already been completed in Mexico, South America, the Caribbean, Middle East, Africa, and Asia. Standard & Poor's expects to rate a regional, five-country financial future flow transaction in the Central American region that securitizes cash flows originating in Costa Rica, Nicaragua, Honduras, Guatemala, and El Salvador. Moreover, financial institutions are taking a fresh look at the potential for using this financing technique in previously overlooked countries throughout the emerging markets, analysts at Standard & Poor's said. 

"Just the fact that the technique still exists and is being exported to other countries is a testament that these are beneficial financing structures," said Gary Kochubka, a director in Standard & Poor's Latin America Structured Finance group based in New York. "We are getting additional interest from existing markets," said Mr. Kochubka, "but we are also seeing new potential markets in the Caribbean, Central and South America." 

Mexico and Turkey were the original sources of financial future flow transactions, while over the years the sector has expanded to include Peru, Brazil, Jamaica, El Salvador, and South Africa. In the report, Kevin Kime, a director in Standard & Poor's International Structured Finance group based in New York, highlights the potential for such transactions in the Philippines and Egypt. 

The report explains why financial future flow transactions generally occur only in the emerging markets, and discusses the performance of existing Standard & Poor's-rated transactions. 

"Financial Future Flows Concept Spreads Deeper Into Emerging Markets" is available on RatingsDirect, Standard & Poor's Web-based credit analysis system, at www.ratingsdirect.com. It is also available on Standard & Poor's Web site at www.standardandpoors.com. Click on Forum; then, under Ratings Commentary, click on Structured Finance. 
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	The hot/cold global recovery dichotomy remains the theme. This applies especially to the US with releases culminating in Friday's February non-farms payrolls. Market consensus is for a positive number, which will tilt the balance to the optimists and leave Treasury's defensive. EU 
sentiment data expected to show the divergence between the consumer and industry. Against this background, the ECB should hold policy steady, and maintain the relatively hawkish tone of late at the press conference.
Mixed themes leave the general bias for choppy consolidation. Datawise inflation provides a common thread, but none of the releases are seen as threatening. Even Turkey's February CPI (Sun) at 3.9% M/M, should show the first Y/Y decline for 12 months. However, the WPI released at the same time is still on a rising trend. Friday sees Czech February CPI which should be no problem, while Polish H2 food prices should confirm the benign trend from the earlier release. In Russia, February inflation should retreat to 1.6% M/M from January's 3.1%. The OPEC/Russia meeting Monday on extending the latter's cuts into Q2 will be a key.
More attention will be paid to other data/events. The IMF annual Article IV visit for Turkey should keep a positive spin in place. We anticipate that there will be an auction Tuesday ahead of Wednesday's USD 2.4 Bln bond redemption, with the Treasury taking advantage of the IMF gloss to issue 6/7 months bills. Poland has 2 & 5 fixed rate auctions, which should be well received. In addition, March bond supply is announced with market expecting PLN 4/5 Bln of 2 & 5"s and, if past patterns are repeated, 1/1.5 Bln of 10-yr. Anything at the lower end of expectations should be 
supportive. We also see some subsiding of the NBP/govt fracas that may permit the PLN to recoup from this week's losses. Hungary has a HUF 40 auction of 3 & 15"s. Demand should be satisfactory, although the heating up of the political temperature ahead of April's election provides a more threatening undercurrent. In addition, Monday's January current account data and Wednesday's downbeat production data risk highlighting the "dark" side. Even so, the NBH is expected to hold fire at Monday's policy meeting until inflation data released given the recent volatility in the HUF. South Africa only has minor release: car sales, retail sales and FX reserves.
Technicals USD-PLN has breached 4.2000 but in so doing has left daily studies looking overextended. Likelihood is therefore for some sort of correction of the rise from 4.1395. Look to 4.2000-4.1750. EUR-CZK down side prevailed loss of 31.685 puts next onus on 31.525 and possibly 31.450. Above 31.835 eases pressure. For USD-ZAR sideways consolidation persists with a break of 11.300-11.536 range needed to perk up interest with a return toward 11.200 the prize of any break lower.
Bradies Brady trends look set to move higher. Bull channels across the board on the Russian MinFins are still playing out and with 96 under attack today on MF4, 70 on MF5 and 80 on MF6, channels should see successful breaks of these key levels. PolPars are moving sideways with the 76.0/76.5 range dominating. Tentative bull channels have developed on Bulgarians but are not as successful as those for Russian MinFins. Indeed key channel supports are under attack today at 87 on IAB and at 88 on Disc. However as underlying trends are still positive, breaks should be limited. 



