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Poorest countries to save $12b
in 2020 debt relief: World Bank

REUTERS, New York

The world’s poorest countries could
save over $12 billion (9.71 billion
pounds) owed to sovereign and
other creditors this year through their
participation in a debt-relief program,
with Angola alone saving some
$3.4 billion, according to estimates
published Friday in a new database
from the World Bank.

The savings under the COVID-
19-linked Debt Service Suspension
Initiative (DSSI) will be short-term,
since the initiative only provides for
suspension of debt payments through
the end of the year. It postpones those
payments until a later date but does
not cancel them outright.

The second-largest saver among
eligible DSSI countries would be
Pakistan, with $2.4 billion, followed by
Kenya with $802 million, according to
the data. In terms of savings compared
with gross domestic product, Bhutan
would reap the most benefits from the
plan with 7.3 per cent of GDP savings,
followed by Angola at 3.7 per cent and
Djibouti at 2.5 per cent.

Besides each country’s estimated
savings, the database includes details
on debt owed to multilaterals like the
International Monetary Fund as well as
on official and non-official bilateral debt

disbursed and debt service due per year.

IMF and World Bank officials have
warned that the COVID-19 pandemic
will hit developing and emerging
markets particularly hard given high
levels of debt, sharp drops in oil
and other commodity prices and
insufficient healthcare systems.

The DSSI is backed by the G-20,
the World Bank, the IMF and the Paris
Club of sovereign lenders. The database

REUTERS/FILE
A labourer pulls a hand cart as he delivers supplies to a nearby market,
amid the outbreak of the coronavirus disease, in Karachi, Pakistan.

provides a new level of transparency
about debts and creditors, including
China, which has become one of the
largest creditors in Africa and elsewhere
over the past two decades.

The Jubilee Debt campaign has
estimated the cancellation of poor
countries’ debt payments, including to
private creditors, would free over $25
billion for the countries this year, or
$50 billion if extended through 2021.

Inflation dog may finally bark, investors bet

REUTERS, London

Gold, forests, property stocks,
inflation-linked bonds - these are
just some of the assets investors are
pouring money into on the view that
the recent explosion of government
spending and central bank stimulus
may finally rouse inflation from its
decade-long slumber.

With the world economy forecast
to shrink 6 per cent this year, it may
seem like a strange time to fret about
inflation.

And sure enough, market-based
gauges suggest an uptrend in prices
may not trouble investors for years.
US and euro zone inflation gauges
indicate that annual price growth will
be running at barely over 1 per cent
even a decade from now.

So if inflation really is, as the
IMF put it in 2013, “the dog that
didn't bark”, failing to respond to
all the central bank money-printing
unleashed in the wake of the 2008-9
crisis, why should investors prepare
for it now, especially as demographics
and technology are also conspiring
to tamp down inflation across the
developed world?

The answer is that some think the
dog really will bark this time, partly
because - unlike in the post-2008 years
- governments around the world have
also been rolling out massive spending
packages, in a bid to limit the impact of
the coronavirus pandemic.

“We will be pushing, pushing,
pushing on the string and dropping
our guard, then 3-5 years from now...
that's when the (inflation) dog will start
barking,” said PineBridge Investments’
head of multi-asset Mike Kelly, who
has been buying gold on that view.

“Gold worries about such things
long in advance. It has risen through
this coronavirus with that down-the-
road-risk top of mind,” he added.

Even typically frugal governments
such as Germany have joined central
banks with trillions of dollars in
stimulus programmes. Investors say
even the long taboo topic of debt
monetisation, where central banks
directly fund government spending,
may be on the cards.

“What worries me is that at the
moment it seems that there is no
limit to fiscal stimulus,” said Klaus
Kaldemorgen, a portfolio manager at
asset manager DWS, who said he was
investing in inflation hedges far more
now than he was after 2008.

Inflation hawks also cite a trend
of de-globalisation, where shrinking
international trade and Western
companies  bringing  production
back to their own countries leads to
higher prices. This view that inflation
could pick up ahead is reflected in
forward swaps and in Citi's inflation
surprise indexes, which show that the
extent that US inflation readings are
surprising against market expectations
has been at a record high and has

ticked higher in the euro zone, too.

Investors have an interest in pricing
future inflation correctly to safeguard
their returns, hence the need for
hedges, assets that increase in value
or at least hold it when price growth
accelerates.

They appear primarily to favor
us inflation-linked bonds and gold.
Wealth managers canvassed by
Reuters have been channelling up to
10 per cent of clients’ portfolios into
the yellow metal via index funds, gold
shares and even bullion.

But if gold prices have risen 18 per
cent since the end of March, some
other hedges remain cheap.

US 10-year inflation-linked bonds -
known as TIPS - show “break-evens”,
or the anticipated rate of inflation in a
decade, around just 1.2 per cent.

Also known as linkers, the face
value and interest payments on these
securities rise with inflation.

But despite the stimulus boom,
“the inflation levels that are priced in
are much lower than what was priced
in at the end of last year,” said Teun
Draaisma, a portfolio manager at Man
Group, who has invested in inflation-
linked assets.

So inflation might be some years
away, but banks are advising clients
to pick up cheap hedges. Morgan
Stanley suggests US 30-year linkers,
while Natwest advises buying 30-year
UK linkers and 10-year euro zone
inflation swaps.

Toshiba to gradually sell Kioxia stake after ex-chip unit’s IPO

REUTERS, Tokyo

- portfolio.
Toshiba Corp plans to gradually unwind its

40 per cent stake in Kioxia Holdings after the
world’s second-largest flash memory chip firm
lists its shares in an IPO later this year, two
people familiar with the matter said on Saturday.

The Japanese industrial conglomerate is
considering distributing about half or more
of after-tax proceeds from the sale back to
shareholders, the sources told Reuters, asking
not to be identified because the matter is private.

Toshiba said in a filing with the Tokyo stock
exchange on Saturday that it was considering
various possibilities for shareholder returns,

in 2018.

deal.

said.
Japanese media reports

such as the handling of assets and reviewing its

The company said nothing has been decided
over its stake in Kioxia, the former flash memory
chips unit it sold to a consortium led by US
private equity firm Bain Capital for $18 billion

Toshiba bought its Kioxia stake as part of that

The initial public offering of Kioxia could
be Japan'’s biggest listing this year, sources have

have estimated
market valuation to reach $32 billion in an IPO
as early as October, although the coronavirus

outbreak has created uncertainty over the timing
and valuation of the IPO.

Many overseas fund investors are urging
Toshiba to sell the stake on the grounds that
flash memory chips, used in smartphones
and data storage servers, are a highly volatile
business that could sway Toshiba’s earnings,
the source said.

Toshiba has been facing pressure from activist
funds agitating for changes since the company
sold 600 billion yen ($5.6 billion) of stock to
dozens of foreign hedge funds during a crisis
stemming from the bankruptcy of the US
nuclear power unit in 2017. Nearly 70 per cent
of its shareholders are non-Japanese.
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PG&E says bankruptcy
court approves its Chapter
11 reorganisation plan

REUTERS

PG&E Corp said its Chapter 11 reorganisation plan
has been confirmed by the United States Bankruptcy
Court for the Northern District of California, bringing
the power provider one step closer to emerging from
bankruptcy and participate in a state-backed wildfire
fund.

The court’s approval follows the confirmation of
the plan by power regulator California Public Utilities
Commission in May.

“Today’s ruling in the Chapter 11 proceeding
concludes the process of approving PG&E's Plan of
Reorganization,” the San Francisco-based utility Chief
Executive Officer and President Bill Johnson said in a
statement on Saturday.

The company said that it expects to emerge from
bankruptcy in July and that it is on track to participate
in a state-backed wildfire fund, which reduces liability
for investor-owned utilities but requires them to spend
billions of dollars upgrading equipment.

The utility filed for Chapter 11 bankruptcy protection in
January last year, citing potential liabilities exceeding $30
billion from major wildfires sparked by its equipment in
2017 and 2018.

Earlier this week, the company pleaded guilty to 84
counts of involuntary manslaughter stemming from a
devastating 2018 wildfire in Northern California touched
off by the utility company’s power lines.

The guilty plea, part of an agreement with prosecutors
in Butte County, is intended to end all criminal
proceedings against PG&E from the Camp Fire, which
broke out on Nov. 8, 2018, and destroyed much of the
town of Paradise.

The Camp Fire killed at least 84 people and destroyed
some 18,000 buildings. Itis considered the most destructive
wildfire in California history.

The company said earlier in June that it plans to raise
$5.75 billion from public offerings as it tries to emerge
from bankruptcy.

British Finance Minister
Sunak plans emergency
cut in value-added tax

REUTERS

British Finance Minister Rishi Sunak is ready to cut
the value-added tax (VAT) as part of the government’s
latest efforts to tackle economic fallout from the
coronavirus outbreak, the Sunday Times newspaper
reported.

Sunak has ordered officials to prepare options for
reducing the sales tax, including a cut in the headline
rate, and zero rating more products for a fixed period, the
newspaper reported.

The finance minister may announce lowering the VAT
and business rates in a speech in early July, the report
added, citing officials.

Britain temporarily cut its value-added tax in 2008
during the global financial crisis, and Germany will do the
same from July 1 for six months.

Sunak earlier suggested he was open to the idea but
would first need to see how quickly consumers resumed
spending.
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