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3. MANAGEMENT OF THE DEBT PORTFOLIO AND RISK LIMITS 
 

3.1. MANAGEMENT OF THE STATE’S DERIVATIVES PORTFOLIO 
 
In 2016, the key determinant of the management of the State’s derivatives portfolio was changing 
the IMF’s SDR basket, which led to a significant adjustment of existing foreign exchange hedges. 
 
In this context, several foreign exchange forwards were carried out to cover the renminbi, 
following its introduction in the SDR basket, and several operations on currencies whose weight 
was reduced were cancelled (mainly US dollars and pounds). As a result of this adjustment, the 
percentage of FX risk coverage of the IMF loan increased to nearly 100%. 
 
Table 3 – IMF loan  

(SDR million) Outstanding EUR Component 
Other Currencies 

Component 
% FX hedges 

31-Dec-15 16,362.8 5,437.9 10,925.0 98.5% 

31-Mar-16 14,779.8 5,033.1 9,746.7 98.8% 

30-Jun-16 14,779.8 4,961.8 9,818.0 98.7% 

30-Sep-1610 14,779.8 4,594.6 10,185.2 1000% 

31-Dec-16 12,802.5 3,881.9 8,920.6 100.0% 

Source: IGCP 

 
Several operations involving foreign exchange derivatives were also carried out under the 
prepayments to the IMF, with the unwind of previously contracted hedge operations.  
 
Throughout the year 419 forward and currency swap operations were made, with a notional value 
of EUR 15.2 billion, and 4 cross-currency swap operations (CCIRS) were cancelled, with a notional 
value of EUR 951 million. 
 
In total, 458 derivatives were traded, with a notional amount of EUR 16.9 billion. 
 
Table 4 – Transactions involving financial derivatives in 2016 

(EUR million) Notional value Number of transactions 

  Buy EUR Sell EUR Total Buy EUR Sell EUR Total 

FX forwards 693.9 2,485.6 3,179.5 26 83 109 

FX swaps 1,784.5 10,280.7 12,065.2 27 283 310 

CCIRS 951.0 0.0 951.0 4 0 4 

FX options 273.6 445.7 719.3 13 22 35 

Total 3,703.0 13,212.0 16,915.1 70 388 458 

Source: IGCP 

 
The notional value of the financial instruments portfolio on the exchange rate declined over 2016, 
mainly due to the cancellation of hedges of the IMF loan. 
 
In turn, the market value of this portfolio decreased chiefly due to the devaluation of the pound 
following the Brexit referendum. In fact, the reduction in the value of cross-currency swaps 
associated with hedges of pounds explains about EUR 250 million of the total reduction in the 
market value of the portfolio of around EUR 446 million. 

                                                 

 

 
10 Data relative to 3 October 2016, reflecting the end of the adjustment period in the transition to the new 
SDR basket (including CNH in the basket). 
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In addition, the cancellation of cross-currency swaps under the early repayments of the IMF loan 
justifies a reduction of around EUR 188 million in the market value of the portfolio. 
 
Table 5 – Change in the financial derivatives portfolio  

(EUR million) 

Notional value 
Market value 

Paying leg Receiving leg 

Dec-15 Dec-16 Dec-15 Dec-16 Dec-15 Dec-16 

Interest rate -3,414.8 -3,414.8 3,444.8 3,444.8 30.3 -80.2 

IRS -2,914.8 -2,914.8 2,944.8 2,944.8 169.7 109.3 

Swaptions -500.0 -500.0 500.0 500.0 -139.4 -189.5 

FX hedges -15,709.9 -14,774.7 18,135.8 17,140.7 2,521.5 2,186.1 

CCIRS -11,268.5 -9,450.9 13,623.9 11,605.2 2,462.5 2,060.8 

Swaps / forwards -4,441.4 -5,320.0 4,511.9 5,531.7 59.0 125.3 

Options 0.0 -3.8 0.0 3.8 0.0 0.0 

Total -19,124.8 -18,189.5 21,580.6 20,585.5 2,551.8 2,106.0 
Source: IGCP 

 
 
 

3.2. EPR PORTFOLIOS 
 
As part of its duties in managing the State direct debt, IGCP is responsible for monitoring the debt 
and derivatives portfolio of public enterprises that are financed through the State Budget (EPR – 
State-owned companies within General Government). 
 
Considering that the EPR are restricted from obtaining financing in the market, no new financial 
derivatives for risk coverage were contracted. In addition, the costs of renegotiation of structured 
operations, as well as those involved in the contracting of new operations for their management, 
are very high, as the banking sector has not been willing to enter into new operations. 
 
In this context, there were 26 IGRF (financial risk management instruments) in the portfolios of 
EPR in late 2016, with a negative market value of around EUR 1,459 million and a contract value 
of EUR 2,267 million. 
 
Between the end of 2015 and the end of 2016, the market value of the derivatives portfolio of EPR 
improved by about EUR 39 million. However, considering that there were coupon payments 
equivalent to about EUR 189 million 11 , the net result of the portfolio deteriorated by about 
EUR 150 million, which is explained mainly by the reduction of interest rates in the euro area. 

                                                 

 

 
11 Payments of cash flows associated with the derivatives of EPR in litigation processes have been suspended 
since September 2013. 
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Table 6 – Derivatives of EPR 

(EUR million) 
Number of 

transactions 
Notional 

value 
MtM 2015 MtM 2016 

CF 
2016 

Var. result 

CP - Comboios de Portugal, E.P.E. - - -1.3 - -1.3 0.0 

Metropolitano de Lisboa, E.P.E. 17 714.6 -736.5 -702.6 -105.7 -71.8 

Metro do Porto, S.A. 4 208.4 -542.0 -519.0 -61.0 -38.0 

PARPÚBLICA - Participações Públicas 
SGPS, S.A, 

4 1,316.8 -218.0 -236.8 -21.1 -39.9 

TRANSTEJO - Transportes Tejo, S.A. 1 27.5 -2.0 -0.7 -1.3 0.0 

Total 26 2,267.3 -1,499.8 -1,459.1 -190.4 -149.7 

Source: counterparties’ valuation whenever available; otherwise IGCP’s valuation is given.  

 
In this set of IGRF, six snowball-like operations are included, with the counterpart being Banco 
Santander Totta, whose validity was under discussion in the London courts at the end of last year. 
The aggregate market value of these six derivatives at the end of 2016 was approximately                   
EUR -1,061 million. 
 
 
 

3.3. CASH MANAGEMENT 
 
During 2016, the main objective was to ensure an adequate liquidity of the State’s cash balances. 
In this sense, of all the instruments theoretically available to manage liquidity, preference was 
given to deposits with Banco de Portugal.  
 
Graph 17 – Deposits of the State Treasury Account 

 

 
Source: IGCP 

 
As a tool for cash management, preference was also given to bilateral repurchases of Treasury bills 
and Treasury bonds and several prepayments of the IMF loan were made, as shown in the following 
table. 
 
Table 7 – Buybacks made in 2016 

(EUR million) 1Q16 2Q16 3Q16 4Q16 Total 2016 1) 

BT - Treasury bills 150.0 110.0 0.0 743.9 1,003.9 

OT – Fixed rate Government bonds 1,419.0 78.0 2,154.2 363.3 4,014.6 

EU-IMF loan 1,972.0 0.0 0.0 2,524.3 4,496.3 

Others 54.0 53.5 54,0 0.0 161.5 

Total 3,595.0 241.5 2,208.2 3,631.4 9,676.2 
1) Includes exchange operations. 
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Source: IGCP 

 
The table below presents three alternative estimates for the cash position’s net cost over the past 
three years (following the methodologies presented in box 2.3 of the Annual Report for 2014). As 
can be seen, there was a significant drop in all of the methodologies, in line with the reduction of 
the debt financing costs and the cash balances. Nevertheless, considering the average financing 
cost obtained in this period in the market, discounted from the interest received from applications, 
the net cost of the cash surplus amounted to EUR 182 million (or 0.1% of the average outstanding 
debt) in 2016.  
 
Table 8 – Estimate of the cost of the cash position 

  
Source: IGCP 

 
 
 

3.4. COST INDICATORS 
 
On 30 December 2016, the market value of the total debt portfolio was EUR 244.5 billion, reflecting 
a 10.5% premium in relation to its nominal value. The portfolio’s average coupon went down 
slightly in 2016 to 3.28% while the average yield decreased marginally to 1.91%. The average 
residual term increased to 8.43 years.  
 
 
Table 9 – Cost indicators12 at the end of the year 

(EUR million) 2013 2014 2015 2016 
Outstanding total portfolio 186,702 201,844 212,165 218,041 

Average coupon 3.57% 3.61% 3,51% 3.28% 

Average yield 3.25% 1.75% 1.93% 1.91% 

Average redemption period 
(years) 

7.75 8.01 8.25 8.43 

Market value 193,534 232,631 240,882 244,483 

Premium (incl. accrued interest) 2.1% 13.8% 11.9% 10.5% 
Source: IGCP 
 
 

                                                 

 

 
12 The average coupon is calculated by annualising the accrued interest between the last two working days of the year 
divided by the outstanding for the last day. The premium indicator is obtained by subtracting the unit at market value 
without accrued interest divided by the outstanding balance. The average yield corresponds to considering an OT with 
maturity equal to the average amortisation period, which pays the average coupon annually and has a price equal to the 
market value, without accrued interest divided by the outstanding.  

(EUR million) 2014 2015 2016 P 2014 2015 2016 P 2014 2015 2016 P

Average balance of deposits 17,377 13,856 12,378 17,377 13,856 12,378 17,377 13,856 12,387

Funding Cost (%) 3.6% 3.4% 4.2% 2.3% 1.6% 1.5% 0.5% 0.1% 0.0%

Average cost of funding of the Treasury cash balance 630 477 701 403 223 186 82 8 2

Interest received from Treasury applications -61 -13 -152 -61 -13 -4 -61 -13 -4

Net cost of the Treasury cash balance 569 464 390 342 210 182 20 -5 -2

As a % of the average balance of deposits 3.3% 3.3% 3.3% 2.0% 1.5% 1.5% 0.1% 0.0% 0.0%

As a % of the average balance of the State's direct debt 0.3% 0.2% 0.2% 0.2% 0.1% 0.1% 0.0% 0.0% 0.0%

As a % of GDP 0.3% 0.3% 0.2% 0.2% 0.1% 0.1% 0.0% 0.0% 0.0%

(2) Funding cost of BT and OT corresponds to the average interest rate of new financing of BT (funded issues) and OT during the year.
(3) Funding cost of BT corresponds to the average interest rate of new financing of BT (funded issues) during the year.

Implicit rate total stock (1) Average cost (BT+OT)(2) Average cost (BT) (3)

(1) Implicit interest rate is computed as the ratio between interest of the State's direct debt paid on an accrual basis and the average debt stock in a given year.

Estimated cost of the Treasury cash position
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Marked-to-market cost 
 
The provisional benchmark model was maintained in 2016. Under this model, active debt 
management operations carried out by IGCP are included in a separate portfolio, whose mark-to-
market assessment is used to measure the performance of IGCP’s active management.  
 
In 2016, the marked-to-market cost of the Adjusted Debt Portfolio13 was 0.68%. A cost of 0.6% was 
calculated for the benchmark portfolio in the same period, resulting in an unfavourable cost 
differential of 8bp.  
 
Given the limitations in obtaining credit lines for long-term coverage, no new active debt 
management operations were contracted in 2016, whereby IGCP’s performance is currently of little 
significance. 
 
 
 

3.5. RISK INDICATORS 
 
The Guidelines for the Management of Government Debt (Guidelines) identify the risk indicators 
considered most relevant for the debt portfolio and set limits to its exposure. The Guidelines set 
maximum limits to the interest rate risk (refixing profile and modified duration), refinancing risk, 
exchange rate risk and credit risk.  
 
 

CaR – Cost at Risk 
 
The CaR estimate of the debt portfolio quantifies the effect of changes in risk-free interest rates on 
the value of the charges associated with the debt portfolio, assessed on a cash flow basis in the 
relevant future time horizon. Absolute CaR is the maximum amount that the cash-flow cost can 
reach with 95% probability over the following year; CaR reflects the maximum deviation of this 
cost compared to its expected value.  
 
Using the State Budget for 2017 to forecast the annual borrowing needs, the portfolio’s position at 

the end of 2016, constant financing spreads and the various scenarios simulated14 for the swap 
curve dynamic, the expected value of the portfolio costs for 2017 (calculated on a national 
accounts’ basis) is EUR 7,607 billion and there is only a 5% probability of this amount exceeding 
EUR 7,899 million (absolute CaR) as a result of changes in risk-free interest rates.  
 
The relative CaR for the same significance level is EUR 292 million. In relative terms and in 
comparison with GDP, the probability of the deficit-to-GDP ratio increasing by more than 0.16pp 
in 2017 as a result of changes in risk-free interest rates is lower than 5%. 
 
 

Refinancing risk 
 
In addition to market variables (tradability, liquidity, maintaining a benchmark yield curve of the 
Republic, inter alia), the management of the debt portfolio takes into account the refinancing 
profile of the debt, so as to avoid an excessive concentration of redemptions that may lead to higher 
financing costs in the future. 
 

                                                 

 

 
13 The Adjusted Debt Portfolio refers to all the instruments that make up the State direct debt, including financial 
derivatives, with the exception of promissory notes, retail debt and CEDIC and CEDIM. 
14 To simulate the interest-rate scenarios the 2-factor Cox, Ingersoll and Ross (1985) model was used.  
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The absolute limits set on the percentage of the portfolio maturing in a 12-month, 24-month and 
36-month period are 25%, 40% and 50%, respectively. At the end of 2016, the adjusted portfolio 
had the following refinancing profile, complying fully with these limits:  
 
Graph 18 – Refinancing profile of the debt portfolio at the end of 2016 

 
Source: IGCP 

 
 

Interest rate risk 
 
At the end of 2016, the modified duration15 of the total debt portfolio and the adjusted portfolio 
was 5.71 e 6.26 years, respectively. Throughout 2016, the duration of the adjusted portfolio was 
always higher than the lower limit (4.0).  
 
At the end of 2016, the debt portfolio had the following refixing profile (i.e. percentage of the 
nominal value of the adjusted portfolio to the refixed or maturing, by term):  
 
 
Graph 19 – Refixing profile at end-2016 

 
Source: IGCP 

                                                 

 

 
15 The modified duration measures the elasticity of the portfolio’s market value to changes in market yields. 
 

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

0-1Y 1-2Y 2-3Y 3-4Y 4-5Y 5-6Y 6-7Y 7-8Y 8-9Y 9-10Y 10-11Y +11Y

T-Bill EFSF EFSM IMF OT Others Deposits

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

0-3M 3-6M 6-9M 9-12M 1-2Y 2-3Y 3-4Y 4-5Y 5-6Y 6-7Y 7-8Y 8-9Y 9-10Y 10-11Y +11Y

T-Bills EFSF EFSM IMF OT Others Deposits



 
 

  - 32 - 

 
Loans granted by the European Financial Stabilisation Facility (EFSF) at a variable rate are indexed 
to this institution’s cost of financing, which incorporates mainly fixed-rate medium and long-term 
debt instruments. According to that decided in 2016 by sovereign issuers in the euro area, those 

loans were considered as fixed rate. 
 
 

Exchange rate risk 
 
At the end of 2016, the primary currency exposure (excluding hedging operations) was 8.26% of 
the total adjusted debt portfolio, far below the 20% limit set by the guidelines. This exposure is the 
result of disbursements from the IMF’s Extended Fund Facility that is denominated in SDR, 
corresponding to a basket of EUR, USD, GBP, JPY and, since October 2016, CNY. 
 
IGCP has been using currency swaps to hedge the exchange rate exposure. At year-end, there was 
no net exchange rate exposure (i.e. after swaps).  
 
 

Credit risk 
 
The assumption of credit risk by the Republic results from operations involving derivatives, repos 
and money market applications. The Guidelines in force, approved by the Secretary of State in 
2013, establish the diversification of risk and the limits of exposure assigned to each counterparty 
according to its credit rating, which are monitored on an ongoing basis.  
 
The credit risk of each counterparty (i.e. of all their derivatives contracts with the Republic) is 
calculated using a methodology that includes two components: its current market value, which 
represents the substitution value of each transaction, and an add-on, designed to estimate the 
potential change of that value in the future. The market value of the collateral received or delivered 
under the CSA should be subtracted from the amount resulting from the sum of these two 
components.  
 
Throughout 2016, the credit risk exposure of the derivatives portfolio remained below the overall 
limit set at 3% of the adjusted portfolio. At the end of 2016, the exposure amounted to 0.26% of 
the value of the portfolio, i.e., that limit was occupied by 5.33%. 
 
Table 10 – Risk indicators at year-end 

(EUR million) 2013 2014 2015 2016 

Primary foreign exchange exposure (% adjusted portfolio) 9.60% 12.50% 9.85%  8.26% 

Net foreign exchange exposure (% adjusted portfolio) 5.30% 3.60% 0.16% 0.00% 

Duration of the total portfolio (years) 4.68 5.24 5.34  5.71 

Duration of the adjusted portfolio (years) 5.01 5.67 5.87  6.26 
Source: IGCP 




