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PRIMARY COMPETITIVE ADVANTAGES
OF THE BUSINESS ENVIRONMENT IN PARAGUAY
In addition of GSP+, PARAGUAY offers THE FOLLOWING COMPETITIVE ADVANTAGE

¿WHY INVEST IN PARAGUAY?
• World-class food producer and
exporter.
• Abundance of clean and renewable
energy, and electricity.
• Macroeconomic and financial
stability.
• One of the best investment
climates in the region.
• The most competitive tax scheme
in the region.
• Strategic location.
• Access to regional and
international markets.
• Young and trainable labor force.
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Introduction

A simple and serious message
Backed by rising growth rates and successful capital market deals,
Paraguay is telling the world it is very much open for business
AFTER SPENDING SOME time in Paraguay, business travellers
(whose numbers have been increasing in recent months) may
be struck by two thoughts. First, the country’s opportunity is
considerable: it is blessed with rich farmland and a climate
that aids agricultural productivity with an average of 310 days
of sunshine per year; it has abundant (surplus) and low-cost
energy; and it has a favourable demographic profile. Paraguay
also now has a pro-business government that is lowering taxes
and bureaucracy and building on the country’s recent stable
macro-economic track record.
Even the longstanding challenge of its geographical position
in the centre of Latin America – it is landlocked – is becoming a
strength, or at least less of a disadvantage. The Brazilian territory
near the border has been transformed by new agricultural
development and accompanying logistics have aided Paraguay’s
regional integration. The country’s waterways offer cost-efficient
export and import of goods. To the west, a passage to Chile
through Bolivia offers a Pacific port, facing growing export
markets for what Paraguay does best: produce commodities, and
food in particular.
The second thought is: why hasn’t this potential been
developed before? The country has an atmosphere akin to that
of a ‘start-up’ business. Paraguay first tapped the international
capital markets in January 2013 – and the deal was an
exceptional success, with investor demand outstripping supply
11 times. This year it went back and added a liquid 30-year
benchmark that priced inside its ratings peer group. But why is
this momentum only becoming apparent now?
Ultimately, the inertia of the past is only really pertinent
if its causes are likely to be instructive to the country’s future
performance. A mix of short-term policies, mismanagement,
corruption, insecurity and a lack of the rule of law (Alfredo
Stroessner’s dictatorship lasted 35 years, until 1989), previously
prevented Paraguay developing its prestigious natural gifts.
GDP per capita in 2013 was just $6,823 – poverty and the lack
of social inclusion is a serious issue. The country’s logistics
infrastructure is old and a hindrance to new growth while
current investment rates in relation to GDP have been low,
albeit increasing in the past decade.

New outpaces the old
But things are changing. First, the country has already been
growing at a rapid pace since 2003 – bankers and businessmen
talk of old and new Paraguays, which are separated by that year.
The old Paraguay had annual GDP growth of around 1.8%,
the new around 4.8%, thanks to the introduction of sound
macro-economic policies and management. Second, the Cartes
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administration, which began in August 2013 after the elections
in April 2013, has wasted little time in addressing systemic
weaknesses that have continued to hold the country back.
Horacio Cartes, a successful billionaire businessman turned
politician, is reforming the country to increase its attractiveness
as a business destination. The president’s vision is to reduce
poverty through job creation. The first year of his administration
has been focused on creating the conditions for capital and
foreign direct investment to flow in to create business, jobs and
wealth. At the same time, local businesses are also receiving
greater financial support, and are benefiting from more businessfriendly regulations.
Most important, however, is the country’s ambitious
infrastructure programme, which envisages $16 billion of
public and private investment in the next four years. This
plan is central – and crucial – to the aim not only to develop
the construction industry but also to enable all Paraguayan
industry to increase productivity and competitiveness. The scale
of the programme, which covers road, rail, river and airport
improvement projects, will present significant implementation
challenges but a new public-private partnership law – among
others – is creating the necessary transparency and financial
conditions for effective management and oversight.

Getting noticed
Already investors are taking notice. So are the rating agencies
– all three leading agencies have increased Paraguay’s rating
and/or outlook. The international bond deals clearly show
institutional investors’ positive views, and the authorities have
been quick to use the deals’ successes as part of their marketing
efforts, which reinforce the message that Paraguay may be
relatively small and landlocked, but it is ambitious and at the
heart of the continent. In an interview with Euromoney for
this guide, the governor of the central bank, Carlos Fernandez
Valdovinos, clearly articulates why Paraguay is intent on
presenting itself to the world as an open, business-friendly Latin
American market.
“With the changes in global financial conditions, the amount
of money available for emerging markets is going to be lower,”
says Fernandez Valdovinos. “We need to fight to differentiate
ourselves – to show to everyone that this is a country where
there is no discrimination against foreign investors and that
ideologically we are not against businesses coming here and
making money. We have so many needs, and we know that we
need to be aggressive in attracting the human and financial
capital that we need in order to ensure that Paraguay grows at a
rate that enables it to meet its considerable potential.”
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Providing a solid base
An interview with Carlos Fernandez Valdovinos, president of
the central bank of Paraguay
PARAGUAY’S ECONOMY IS dependent on commodities:
primary goods accounted for 24% of GDP in 2013, and agriculture 18%. This leads to volatility in GDP growth, especially in
recent years, when a poor harvest in 2012 led to a contraction in
GDP of 1.2%, but growth bounced back last year with a 13.6%
increase in GDP. Moody’s estimates that growth in 2014 will be
4.8%, which is in line with the average for the past 10 years.
That figure is strong, especially within the context of a wider
economic slowdown, but comes from a low base.

How can Paraguay’s GDP volatility be reduced?
What is more important than volatility per se, is its effects on
the economy. Volatility is a function of the economy’s reliance
on the agricultural sector but the two key issues for the central
bank are: does this sector impact the country’s fiscal position?
Or does it negatively affect the financial sector? In both cases,
the answer is no. Agricultural producers make enough margins
to withstand any years of downturn and even after two bad
years NPLs didn’t rise and we didn’t see any contagion from
agriculture to other sectors or to the financial system. Also, the
agriculture industry is not a big source of tax revenues - I am
not saying that is necessarily a good thing but at least it doesn’t
create fiscal problems.
There are things we can do to reduce volatility, and one of
those is to diversify. Diversification is easy to say but difficult
to implement, but the government is focusing on developing
the construction sector and widening the economy’s industrial
base. For the past 10 years our GDP has averaged 4.8% but I
think that, in the medium term, trend growth of about 7%
is achievable given improvements in investment in both
infrastructure and technology.

The country plans radically to increase investment in
infrastructure. What are the central bank’s views on
funding this programme?
Today we have external debt of less than 10% of nominal GDP,
and 3% domestic debt. Total debt is 12% of GDP. The IMF says
that for emerging market countries a ratio of 60% is manageable.
However my concern is not so much the ratio but how we get
there. We are now at very low levels but that doesn’t mean we
have to jump to 60% in five years – that would create a problem
of liquidity when we get to repayment. We clearly have room to
add debt. I don’t have a specific number in mind and it depends
upon how fast we can implement infrastructure spending. What
is more important is the need to be intelligent about how much
we add and for what reasons. We need to be careful about the
use of the proceeds. A country with so many infrastructure
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“We just celebrated the 70th anniversary
of our currency, which is an incredible
achievement in a region that has been
characterized by episodes of hyper-inflation.
We are committed to a stable economy and
currency and we are improving our monetary
policy in line with that aim”
Carlos Fernandez Valdovinos

needs cannot afford a policy of no debt but we need to see it
as an investment that, if we solve some logistics problems, will
increase productivity across all sectors of the economy.

The central bank has been building up its FX reserves
and the currency has been one of the region’s most
stable. Is this a key policy goal?
The central bank is very aware that the best contribution we
can give to the economy and to the people of Paraguay are the
stable conditions that encourage the private sector to commit
to the investment that is needed to create rent, increase
employment and reduce poverty. Macro-economic stability is
the basis for everything else – we are not going to put what
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Interview

we have achieved in the last 10 years in jeopardy. We just
easily financed and haven’t created any major distortions
celebrated the 70th anniversary of our currency, which is an
in controlling inflation. Probably more important than the
incredible achievement in a region that has been characterized
deficit discipline is the constraint it imposes on the pace of
by episodes of hyper-inflation. We are committed to a stable
increase in current spending.
economy and currency and we are improving our monetary
policy in line with that aim.
How well positioned is Paraguay’s financial system
With regards to our reserves, I would like to emphasize the
for the desired inflow of capital and businesses
cushion that this [currently $7 billion including the recent
from abroad?
sovereign issue, which corresponds to 22.6% of GDP] provides
The financial system is key for our development and our
when we face external shocks. We have a flexible exchange rate
growth strategy. We had a financial crisis [in 1995] that proved
– we are not shadowing the dollar – but it is important to have
to be very costly in terms of fiscal resources and in terms of
a level of reserves that is sufficient to deal with excess volatility.
confidence of the public and credibility in the central bank.
We are now a net creditor, our net reserves are 2.2 times our
Since then the financial system has been in calm waters but
foreign debt and that puts us in a comfortable position. As
we have to make sure that we continue in this ordered way.
well as demonstrating our ability to withstand external shocks
Like the economy, the financial system is quite new and, at
it is also important to show
about 45% of GDP in terms of
foreign investors when they are
credit and deposits, there is
thinking of bringing money
still room for growth. But we
to Paraguay that they can take
have to be smart about how
money out whenever they
we grow – this growth could
“The central bank is currently working on
wish. There is no restriction on
be a major contributor to the
modernizing legislation that is needed to
capital leaving the country and
country’s strategy but we have
we have sufficient reserves to
make sure the system remains
put Paraguay’s financial system in line with
ensure that free flow of capital.
stable and profitable – we don’t
international best practices”
want any crisis.

Was the 2011 introduction
of an inflation-targeting
regime part of this drive
for stability?

Carlos Fernandez Valdovinos

Yes – that has achieved even
lower and less volatile inflation
than we had before. It wasn’t
a serious problem in the past but now – with our target of 5%
within a band of 2% – it has improved even further and has
been averaging 4.6% since we introduced the target. And we
are going to reduce the target below 5%, which will put us
more in line with other serious central banks. I don’t want to
commit to a time for that change in the inflation target [in
January this year the bank lowered the bands from 2.5% to 2%]
because the most important thing is to make that commitment
only when we have certainty that we can meet that target.
More important than the announcement is the bank’s
credibility that it will comply.

And the new fiscal laws [which limit deficits to 1.5%
of GDP and annual government spending increases
to 4%] aims to boost the country’s international
credibility?
We have had fiscal surpluses in eight of the last 10 years.
That helps a lot with the central bank’s price control policy
and even though we have had deficits in recent years [1.8%
of GDP in 2012 and 1.9% in 2013] they have been very
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What are you doing to
prevent any issues, such
as credit bubbles in the
housing sector?

The central bank is currently
working on modernizing
legislation that is needed to put Paraguay’s financial system
in line with international best practices. We will soon present
this draft law for a new central bank charter and a law for
financial entities, which will enable us to get closer to Basle II
and Basle III. Our current 1995 law was about 20% compliant
with Basle II – with recent improvements in regulation we are
about 60% compliant but this new law will take us to about
95% compliance.

But the system is well capitalized at the moment?
Yes, capitalization is not the problem. Basle demands about
8% of risk-weighted assets and at the moment the Paraguay
financial system holds about 17% - even if you just take tier one
it is about 11%. As a matter of fact we have a minimum capital
requirement of 10% so it is not a question of capitalization or
solvency. The new law will provide the central bank with the
flexibility to change some of the key credit ratios if we were to
need to – we just want to have the tools in order to prevent any
developments that could lead to a bubble or a crisis at some
point in the future.
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Amerisur gears up for
Paraguayan drilling in Q4
South America-focused independent Amerisur Resources could be on
the verge of transforming Paraguay into a new petroleum province
Amerisur Resources is a leading,
independent, full-cycle oil and
gas company focused on South
America, with assets in Colombia
and Paraguay. As a result of its
strategy to build large acreage
positions in major underexplored
basins in South America, Amerisur
has an extensive and attractive
position in Paraguay, with its basins
analogous to those in neighbouring
hydrocarbon rich and petroleum
producing countries, including
Argentina, Brazil and Bolivia.
Paraguay is currently an oil
importer, consuming about 36,000
barrels per day (b/d) equivalent,
with no domestic production. But
with the US Energy Information
Administration estimating up to 62
trillion cubic feet of unconventional
gas reserve potential, oil and
gas exploration and production
could have a significant impact on
Paraguay’s economy and energy
position, transforming it into a net
fuel exporter.
Amerisur has had great success
in Colombia, with the discovery
of the highly productive Platanillo
field in the Putamayo Basin, which
is producing around 7,000 b/d
of oil, due to increase to 12,000
b/d in the near future once the
pipeline to Ecuador is in place.
Following this success, Amerisur is
well positioned to take advantage
of the transformational potential in
Paraguay, unlocking the country’s
resources and opening up a new
petroleum province. Amerisur has a
strong management and in-country
operational team, led by CEO
John Wardle, an experienced oil
executive who has held several
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senior management positions within
oil exploration companies across
Colombia over the past 20 years,
including BP and Emerald Energy,
and has an excellent track record
of success in the industry which
includes the discovery of the Campo
Rico, Platanillo and Vigia oil fields.

Largest player
Amerisur currently has the
biggest acreage position of any oil
company in Paraguay with 100%
ownership of five blocks comprising
two exploration and production
contracts and three prospecting
permits extending over 6.4 million
hectares offering both conventional
and unconventional potential.
Substantial work has been
undertaken by the company to
determine whether there are
working oil and gas plays within the
basin, with gravity mapping taking
place over most of Paraguay in
2012. This indicated the extension
of the prolific Argentine Lomas de

Olmedo sub-basin into Amerisur’s
western Chaco blocks, where
it holds its three prospective
licences: Las Palmas, Coronillo and
Espartillar covering 5.2 million
hectares. This was further proved
up in 2013 by an extensive infill
gravity measurement programme.
The company is now reprocessing
1,590km of legacy seismic data,
acquired by ExxonMobil from the
area in 1974 and 1975.

Significant opportunity
In Amerisur’s San Pedro block,
within the Parana Basin of eastern
Paraguay, 460km of new, highquality 2D seismic data over five
leads has been acquired, with
366km of it now processed. Initial
interpretation continues to indicate
that Amerisur is facing a significant
opportunity and the company plans
to complete interpretation during
the next month to select preferred
drilling sites. Drilling of its first
exploration well in the San Pedro

block is expected to commence
in the fourth quarter of this year,
testing the Lima and Santa Helena
prospects, which are of Devonian
age. San Pedro is estimated to hold
potential unrisked resources of 620
million barrels.
President Energy recently
announced the results of the
Jacaranda deep exploration well
which was targeting total gross
mean prospective resources of
624 million barrels in Paraguayan
Chaco, a basin where Amerisur
has four blocks. As the first well for
almost 30 years in the region it was
watched closely by the industry
and has provided an important
read-across to Amerisur’s nearby
Paraguayan acreage. Encouragingly,
the Jacaranda well has proven the
first live Devonian source rocks to
be discovered in the Pirity Basin,
which significantly derisks the
Amerisur acreage and will further
support the play concept that the
basin is analogous to Argentina’s
adjoining fields and that the oil may
have migrated up dip to the basin
edge where Amerisur holds its
acreage. It is therefore a different
play type to the President Energy
concept, but charged by the same
source rock.

Exciting future
Amerisur believes that the future of
the Paraguayan oil and gas industry
is very exciting. It’s a stable country,
with a supportive government,
among the most attractive fiscal
terms for exploration globally and
the attention of some of the world’s
largest and most successful players,
including Repsol. The results of
Amerisur’s work suggest that all
necessary conditions are present
for a commercial hydrocarbon
discovery in its basins.
Amerisur Resources is a highly
profitable producer in Colombia
with exciting upside potential in
its Paraguayan assets. It is listed
on the London Stock Exchange’s
Alternative Investment Market and
has a market cap of £670 million.

Diversification

Diversification: building a
broader-based economy
An ambitious infrastructure plan is central to the government’s
plans to diversify the economy away from agriculture and
increase its capacity to export
WHEN, IN JUNE 2014, Standard & Poor’s raised Paraguay’s
sovereign rating to BB (from BB-) its rationale led with
the government’s “recent steps … to boost investment in
infrastructure … [which] will sustain economic growth and
gradually diversify the economy, reducing its volatility”. This
infrastructure building programme will not only strengthen
the construction sector, but will also boost the competitiveness
of all sectors – including agriculture – while bringing in new
companies and generating new industries.
“We have very ambitious and proactive plans for the
development of the infrastructure in roads, rail, airports, the
waterway and electricity projects,” says José Molinas Vega,
minister of planning. “We are basing this programme on
government money but also with the new PPP [public-private
partnership] law, approved in November 2013 and another new
law [Law 5074] that allows public money to go to financing
private sector works.”
The two laws are designed to be complementary, with the
possibility that the financing and construction of a project could
begin under Law 5074, while feasibility is being studied for a
transfer to PPP for the operation and sharing of the performance
risk. “The key element is that works under both laws will be
open to international competition,” says Molinas Vega.
International companies have already begun work on the
programme: South Korea’s Il Sung Construction won the

contract to build ‘Highway 8’ through a public tender process.
More will come, with the aim of private companies investing
between $800 million and $1 billion within a couple of years.
When public money is added – and most of the proceeds of
the 2013 and 2014 international bond transactions are being
channelled into infrastructure projects – the investment rate
on infrastructure should peak at about 3.5% of GDP, from 0.6%
in recent years.
This huge acceleration in investment will create issues of
capacity. “It’s a big challenge for our construction companies,
our engineering capacity and our project management –
everything is being put to the test,” says Ramón Jiménez,
minister of public works. “The target of infrastructure spending
of 3.5% of GDP is in line with sustainable GDP growth of 7%
and we want to move to that level as quickly as possible. We are
preparing to do that in an orderly fashion.”
Jiménez says international consultants are advising the public
sector about how to increase its capacity to manage projects
effectively, including gaining the expertise to manage PPP
projects. “PPP projects will be new to the ministry and we will
also be working with leasing contracts and project finance across
a wide variety of sectors. Road construction is the key priority –
we have $3.5 billion worth of road infrastructure development
over the next five years, as well as $1.5 billion of water projects
and electricity works of about $2 billion.”

Taking to the water

“We have very ambitious and proactive plans
for the development of the infrastructure
in roads, rail, airports, the waterway and
electricity projects”

José Molinas Vega, minister of planning
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Part of the integrated infrastructure plan, which incorporates
construction projects for the next 20 years, is the development
of the Parana River to boost export and import capabilities. The
river will be dredged: at present, low water levels mean barges
cannot be loaded to their full capacity. A series of signals will
also enable 24-hour navigation: currently there can be little
or no movement out of daylight hours. These projects should
cost around $150 million and take three years but will vastly
improve productivity. The road between the two main cities
– Asunción and Ciudad del Este – is being increased from two
lanes to four. The airport will be modernized and its capacity
increased. A light train network, with 44km of track, will be
developed in the capital to reduce congestion and improve
the efficiency of the road network. In rural areas, $1 billion of
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Itaipu dam

roads will be built in the next five years.
Jiménez estimates that Paraguay’s construction industry will
require 1,000 qualified engineers every year for the coming
years. Currently, the country produces 150 and Jiménez is
working with colleagues responsible for education and training
to improve the quality and quantity of graduates coming from
technical colleges. He has also been in discussions with foreign
governments to enable Paraguay to bring in teams of qualified
workers. “We are talking to the ambassador of Spain and to
other countries where we believe there could be an expert
labour force that could come to Paraguay and participate in
this process,” he says.
Paraguay is taking capacity issues in the construction
industry seriously because the sector holds the key to growth
in other industries and further diversification of the economy.
For example, it is projected that the development of the
waterway will lead to a boost in river transport that will require
an extra 2,000 barges. At $1 million a barge, that equates to a
$2 billion industry, in purely domestic terms, and was part of
the logic behind Japanese company Tsuneishi Group opening
its first Latin American operations in Paraguay. The company
opened in 2011 and made its first delivery in 2013. This year
it should produce 32 barges. Kenshu Okano, commercial
manager, says the company was attracted to the low cost base
– with only 10% income tax – and its low level of bureaucracy.
The company now employs 300 – plus providing local
subcontractors with business – and has plans to export barges
to the region and as far away as the US and Germany.

Energy surplus
Another key ingredient in attracting international companies
is surplus and low-cost energy. Paraguay currently consumes
2,600MW of energy but plans to double that by 2018. It can
easily meet extra demand from power generated by its two
mega-dams: it shares ownership of Itaipu with Brazil and
Yacyretá with Argentina. At present, Paraguay needs only half
the energy these dams produce and its neighbours consume the
rest, compensating Paraguay at low prices. Paraguay is therefore
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building a transmission network to capitalize on its share of
Yacyretá, with the aim of being able to use 50% of the dam’s
energy by 2018. In 2023 Itaipu will be fully paid off and will
start generating income of $1.2 billion (at today’s prices).
Paraguay is the only country in Latin America with surplus
energy capacity, leading to rumours that it will be attracting
large energy consumers, such as aluminum smelters. Minister
of industry and commerce Gustavo Leite says the government
will take a very pragmatic approach: “We have a three-stage
approach to this question: first, will any proposal damage the
environment? If not, then the next question is, will it require
subsidy? If not, then the final question is, will it provide many
jobs? We won’t close the door to anyone.”
Other ministries are also planning to aid diversification.
Marcela Bacigalupo, minister of tourism, says the sector should
be able to grow at 7% a year for the next decade, nearly double
the projected rate for the global tourist industry of 4%. “We aim
to grow significantly but we are keen to stress the importance of
quality over quantity,” says Bacigalupo. “The aim is to develop a
tourist industry that integrates Paraguay into the Latin American
trail and also leads to repeat tourism – as well as domestic
tourism, which will create an economic base that is more stable
and less exposed to volatility.”

Mineral potential
Gustavo da Silva, deputy minister for mines and energy, says
there is huge potential to develop industries from Paraguay’s
rich mineral deposits. The ministry is working with British
company President Oil to examine the commercial viability of
oil production. There are also many mining opportunities: US
company United Energy Corporation is exploring the possibility
of mining uranium. A gold mine opened in 2001 and there are
10 other possible sites, as well a project in the pipeline to extract
500,000 tonnes of titanium and 400,000 tonnes of pig iron.
The country also has lithium, diamonds, nickel and palladium
deposits that could attract foreign businesses and capital.
The relatively deep-lying nature of many of these minerals
– as well as the current logistical difficulties of exporting to
key Asian markets – has led to inactivity in the past. However,
da Silva says he believes momentum will come. “Paraguay is
compensating for these issues with a low royalties regime: we
take between 2% and 8%, depending on the stage of production,
whereas most countries’ royalties regimes start at 5%,” says
da Silva. “We think that as Paraguay begins to attract foreign
companies then others will take notice and come to the country
to explore opportunities.”
Leite agrees: “International companies and investors are
very smart in their decision-making procedures. I don’t foresee
Paraguay being the destination for major global companies –
we are aiming for the medium to large companies,” he says.
And on Leite’s key metrics, the recently implemented policies
are already working: the creation of an accelerated business
establishment programme, SUACE, has led to four times as
many companies being opened in the country in the first half
of 2014 compared to 2013.
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Banco Regional: at the heart
of Paraguay’s industrial and
financial growth
Banco Regional is a strong and capable partner for investors looking to
tap into Paraguay’s strong growth prospects
are equivalent to nearly 20% of
GDP. The country has a strong net
creditor position with the rest of
the world, equivalent to 5.9% of
GDP at the end of 2013.

Agricultural base

Mr. Raúl Vera Bogado,
President, Banco Regional

The outlook for Paraguayan
economic growth is good. It will
continue to be driven by the
country’s strong fundamentals,
which are qualitatively different from
others in Latin America.
Our country has had a major
expansion in GDP over the past
five years, with an average growth
rate of 7.3% and remarkably
stable inflation at low levels.
Paraguay has consolidated, prudent
macroeconomic management that
has driven the growth of private
investment, and expanded the
production of tradable goods to
strengthen its foreign trade.
Paraguay also enjoys fiscal stability,
with eight consecutive years of
primary fiscal surplus up to 2011,
followed by moderate primary
deficits in the past two years as a
result of fiscal stimulation measures
implemented to expand aggregate
demand. The ratio of external debt
to GDP is very low – at around
11% – and international reserves

www.regional.com.py

Agribusiness has been the main
engine of economic growth in the
past 15 years, positioning Paraguay
as an important worldwide market
player. It is the fourth largest
exporter of soybeans, the seventh
largest exporter of beef and the
only country with sub-tropical
weather to be a major exporter
of wheat. The development of
agribusiness has been possible
because of substantial investment
in state-of-the-art technologies
that have significantly increased
productivity through sustainable
production methods. Investment has
come from both local and foreign
investors. The increased productivity
and higher efficiency, coupled with
the presence of major multinational
agricultural trading companies, make
Paraguay an increasingly important
country for food production at both
regional and global levels.
Expected demand for agricultural
commodities indicates stable growth
in the coming years, with likely –
although moderate – price volatility.
It is also undeniable that growing
demand for food will characterize
the evolution of world trade in the
next few decades, which places our
country in a privileged position to
obtain benefits from sectors that
have been achieving increasingly
high levels of competitiveness.

There are also very important
opportunities for the development
of road infrastructure, operational
logistics in ports, waterways and
airports, water and sanitation,
transmission and distribution
of hydroelectric power, among
others.These opportunities are
being promoted within a new
legal framework for public-private
partnerships that the government has
been implementing since late 2013.

Investor appeal
Only 18 months after the inaugural
sovereign international debt capital
markets issuance there was a
follow-up treasury bond issue in
August this year. This raised $1
billion, with a 30-year term and an
annual rate of 6.1%. This second
deal came after Paraguay was
upgraded by major international
rating agencies, among the few such
rating actions in our region during
the first half of 2014.
The proceeds of these
transactions provide the
government with a historic
opportunity to fund the execution
of ambitious investment plans which,
together with the opportunities
on offer to the private sector, will
increase the internal dynamism of
our economy.
In this context, a very stable,
reliable and highly competitive
financial system is also present.
The Paraguayan financial system
already has a higher level of
capitalization than the Basel
recommendations (Tier I 8% and
Tier II12%). The low leverage ratio

and high liquidity of banks, enables
a sustainable expansion of credit
in response to the stimulus of a
growing economy, with low levels
of non-performing loans (average
of 2.33% in June 2014) and overall
funding based primarily on local
deposits (approximately 85% of
total funding sources), which has
significantly reduced the impact
of spillover effects from the
international financial crisis.
In this environment, Banco
Regional is the main financial
institution for agribusiness in
Paraguay and one of the three
systemically important banks in the
country. Our bank holds 29% of the
banking system’s agricultural credit
and 17% of the livestock portfolio.
We are the dominant financial
player along the entire value chain:
agriculture, beef, forestry and
manufacturing-related activities
combined, contribute approximately
40% of GDP. Our leading business
model has benefited from valuable
support from our strategic partner
Rabobank, a global leader in the
agribusiness sector and holder of
40% of the bank’s equity.

Industrial capacity
Banco Regional’s involvement in
other economic sectors is also
very important, especially following
the acquisition of 100% of ABN
AMRO’s operations in Paraguay in
2009, which gave the bank a high
participation in major industrial,
commercial, construction and
service companies, along with a large
portfolio of multinational companies
doing business in Paraguay in different
economic sectors.The new low-tax
regime and the government’s focus
on reducing bureaucracy has also led
to new inward investment and the
facilitation of imports and exports
has also raised the prospect of a new
and vigorous manufacturing sector.
Our corporate business
experience therefore enables us
to offer highly effective financial
services to foreign investors. We
provide a full range of financial
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services, including working capital
loans, medium- and long-term
corporate loans (both in local and
foreign currency) for investment
purposes, trade finance and cash
management products, among
others. We also offer consumer
products such as international
and local credit and debit cards,
consumer loans, mortgage loans,
car loans, higher education loans,
overdraft, saving and chequeing
accounts, discount of post-dated
cheques and other receivables
financing, farming and cattle loans,
and foreign exchange operations,
among others. We provide these
services through a network of 36
full-service branches, and a multichannel platform offering alternative
banking channels such as a contact
centre, mobile and online banking.
Our online banking provides
access to many services, among
them custom duties payments and
international transfers.
We also offer the benefits
of an extensive network of
correspondent banks in the US,

Europe and Asia, and the potential
for business development in
conjunction with multilateral and
governmental financial organizations.
Banco Regional’s sound and
prudent management, solid capital
base and effective business model
allowed us to place our inaugural
$300 million, five-year bond issue in
the international capital markets in
January this year. This transaction is a
milestone that outlines the growing
international reputation of our
institution and allows us to support
the projects of our clients with longterm credit facilities.
In this context, our undisputed
leadership in agribusiness and our
important role in other important
economic sectors make Banco
Regional a strategic partner for
business development in Paraguay.
Although the agribusiness sector
is already highly competitive, there
are still business opportunities
available to exploit our country’s
unique natural advantages. With
continuous investments in new
technologies, the steady growth

of agricultural production is on
the right path to yield production
efficiencies that have already been
achieved in more developed
countries, generating business
opportunities for the expansion of
investments to increase productivity
levels and to spur the value chain.
In the cattle sector, increasing
global demand for beef, mainly
driven by rising consumption in
emerging countries, generates an
encouraging outlook that is being
met by a continuous improvement
in productivity. The addition of new
investors from other economic
sectors, and even neighbouring
countries, is bringing even more
dynamism to the sector, backed by a
very supportive financial market that
has increased its credit portfolio to
the sector by approximately 145% in
the past five years.
Besides the excellent
performance of agricultural
production, the industrial sector
related to agriculture has also
experienced significant growth in
recent years. With the opening

of two new soybean crushing
plants in 2013 (ADM and a joint
venture between LDC and Bunge),
crushing capacity grew by nearly
110% and it is now able to process
approximately 50% of current
production. The production of oil
and soybean meal has not only
generated a significant increase in
export revenues but also provides
business opportunities in the food
industry, specifically in the pork
and poultry sectors, which still
have plenty of room to grow not
only to meet local consumption
but to meet the growing demand
for animal protein in export
markets.
We encourage all investors to
discover the economic potential
of our country: the business
opportunities offered by a stable
economy that has sustained growth,
strong and predictable economic
institutions and an extraordinarily
competitive tax environment.
Paraguay offers unquestionable and
unrivalled regional prospects for
sustained growth.

International strategy

International strategy: at
the centre of things
Once seen as isolated and hostile to foreign investment, Paraguay now
portrays itself as being at the centre of Latin America, trading on its
strengths as a low-cost location on the fringe of the vast Brazilian market
ONE OF PARAGUAY’S main strategic aims, according to Gustavo
Leite, minister of industry and commerce, is the “total insertion
of Paraguay into the world”. The country used to view its
landlocked status as a curse, “but now we have decided that we
can become the vibrant centre of Latin America”.
Paraguay is one of the four founding members of South
American economic bloc Mercosur (along with Argentina, Brazil
and Uruguay – Venezuela joined in 2012 during a suspension
of Paraguay). Despite the bloc’s limited success in establishing a
free market among members, the government sees a future for
Paraguay within the organization. More than one government
minister points out that the founding treaty is named after the
capital, Asunción. However, Paraguay is keen for Mercosur to
focus on economic union and keep away from the political and
ideological discourse that dominates much of its agenda.
“Despite its limitations, Mercosur is the bloc that has advanced
most in the region and it is our neighbourhood and we are
committed to making it work,” says Leite. “Mercosur started as
an organization to facilitate economic integration and we need
more focus on the economics and less of a political debate.” He
points out that President Horacio Cartes has met his Brazilian
counterpart Dilma Rousseff seven times in the past 11 months.

Forging new ties
The rise of the Pacific Alliance (with founding members of Chile,
Colombia, Peru and Mexico) to the north also offers interesting
markets as well as, through Chile, a port on the Pacific and a
route to markets in Asia. Paraguay is an observing participant
in the alliance, has also secured free trade agreements with
Chile, Colombia and Peru and is negotiating one with Mexico.
President Cartes has stated that full membership – while
retaining Mercosur membership – is a strategic economic goal
for his administration. Paraguay has also negotiated SGB+ with
the European Union, which allows Paraguay’s exporters tax-free
entry for 6,000 products into the EU. Many in government and
business see this as a precursor to a wider free trade treaty that
Mercosur is negotiating with the EU.
Many regional observers predict difficulties ahead for Paraguay
if it unilaterally attempts to formalize its relationship with the
Pacific Alliance. And despite the lack of functionality within
Mercosur, Paraguay is reliant on exports to its neighbours within
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the bloc. Recent developments such as the growth of Brazilian
companies establishing production facilities in the country
– such as the autopart factories – are integrating Paraguayan
businesses into the supply chain of Brazilian industries. In some
industries, independent research has shown that Paraguay’s cost
of production is 42% cheaper than in Brazil.
Daniel Correa, deputy finance minister, expects Paraguay’s
lower cost base will encourage this trend, which will deepen
economic ties between Paraguay and its huge neighbour to
the east. “How we negotiate our trade in terms of agreements
and integration with other blocs will be critical,” says Correa.
“Our participation in Mercosur is an advantage in increasing
our production because we can produce cheaply but sell into
a large market – especially Brazil. We are getting into Brazil’s
production change. Paraguay is developing strategies to attract
foreign investment, strengthening the sectors in which we have
comparative advantages,like autoparts production. This also
diversifies the economy away from the agricultural dependency.”

Low-cost base
While Paraguay tries to develop an economic strategy that
straddles both Mercosur and the Pacific Alliance it will also be
focusing on promoting itself internationally as a low-cost base in
the middle of Latin America. It has developed a simple concept,
‘Ten, ten, ten’ (10% VAT, 10% corporation tax and 10% personal
income tax), as its marketing proposition to help differentiate
Paraguay and attract attention internationally. Beyond this
basic rule, the development of maquila areas – zones that offer
added tax and investment incentives to foreign businesses – is a
central part of this differentiation in a region that is often seen
as protective, frustrating foreign direct investment with high
bureaucracy and taxes.
“We have seen a lot of foreign investment in the maquila
sector,” says Carlos Fernández Valdovinos, president of the
central bank. “We now have at least seven different laws that
benefit FDI and international companies are taking advantage.
They see Paraguay as a cheap production location that offers a
large export market – not only through Mercosur but with the
SGB+ agreement with the EU you can export 6,000 products taxfree into the EU. We have that agreement secured for 10 years,
and that is a big advantage for foreign investors.”
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Itaipu: breaking records in energy generation
The binational Itaipu dam on the Paraguay/Brazil border has broken a lot of records in its 40-year history,
not least for its sheer scale
Itaipu is a binational corporation
set up in May 1974 under an
agreement between Paraguay and
Brazil to take advantage of the two
countries’ water resources on a
stretch of the Paraná River, one of
the largest rivers on the planet.
The best companies in the world
were invited to bid for construction
of this huge project. In turn, the
winning companies recruited the
best and most skilled professionals
to execute the work.
Construction started in January
1975 with the digging of the
detour channel, which took three
years. One of the highlights in
Itaipu’s history came in October
1978, when the river was diverted
through the channel so construction
could take place in the original
riverbed, where the main dam and
machine house were built.
In May 1982, over 40,000
workers started to make the 18
concrete blocks. Each block is four
times higher than the Statue of
Liberty in New York.
Once the dam was finished, work
on evacuating over 30,000 native
wildlife species from the Higher
Paraná area started. These were
moved to new areas or natural parks.
At the same time, over 8,500 families
were relocated from the area.
The dam is 7,744 metres long

and has a maximum height of
196 metres, the equivalent of a
65-storey building. The reservoir has
an area of 1,350 km2 and holds 29
million cubic metres of water. This is
enough to give 2,000 litres to each
of the 7 billion people on the planet
or give them one litre a day to drink
for about 40 years.
The work took nine years.
The pace of work was equivalent
to building a 20-storey building
every 55 minutes. The volume
of concrete used could build
210 soccer stadiums such as the
Maracaná in Rio de Janeiro. The
iron and steel required would be
enough to build 380 Eiffel Towers.

Generation
Itaipu started production in May
1984. Each of the 20 turbines is
able to generate 700MWh. Itaipu
supplies 73% of Paraguay’s energy
needs and 17% of Brazil’s.
Though it is no longer the
world’s largest hydroelectric dam,
Itaipu’s chief source of pride is the
world record it holds as the largest
generator of clean, renewable
energy, with a total of 98.6 million
MWh reached in 2013, when
it broke its own record of 98.2
million MWh in 2012. Its chief
competitor is the Three Gorges
Dam in China, which has 32

View of building
production: Itaipu
dam and the
Parana river

www.itaipu.gov.py

Aerial view of
the Itaipu dam
and reserve
areas

turbines and produced 98.1 million
MWh in 2013.

Reserves
Itaipu Binacional is one of
the world’s most sustainable
companies, both in terms of clean,
renewable energy production and
preservation of wildlife and forests
of the area. It maintains eight
reserves and biological refuges in
Paraguay and Brazil. The protected
area, including native forests
and stretches of reforestation,
comprises 41,039 hectares.
In Paraguay, Itaipu manages the
following biological reserves: Itabó
(15,208 hectares), Limoy (14,828
hectares), Carapá (3,2509 hectares),
Tati Yupi (2,245 hectares) and Yui
Rupá (750 hectares).
In addition, Paraguayan researchers
working at the Center for Research
on Wildlife Animals (Centro de
Investigación de Animales Silvestres
- CIASI) are experiencing great
success in achieving reproduction of
the bush dog (Speothos venaticus)
and the marsh deer (Blastocerus
dichotomus), both species seriously
in danger of extinction.

International prestige
This year, Itaipu Binacional got risk
ratings from well-known firms such
as Moody’s, Standard & Poor’s and

Fitch. In an announcement dated
27 June 2014, Moody’s granted
Itaipu Binacional a Baa2 issuer rating,
in local and foreign currency. This
rating is equivalent to investment
grade with stable perspectives.
The agency states that this rating
reflects the entity’s strong level of
competitiveness and that its cash
flow is stable and foreseeable.
S&P announced on 30 June a
rating of BBB issuer ‘investment
grade’ to Itaipu Binacional. The
agency rated the business risk
portfolio of the company as “strong”,
since it does not face risks and it
transmits stably and predictably. The
stable outlook reflects the view
that Itaipu will continue to play an
essential role in the electrical sector.

Tourist destination
As one of the ‘Seven Wonders
of the Modern World’, according
to the 1995 list issued by US
magazine Popular Mechanics,
Itaipu Binacional is one of
South America’s leading tourist
destinations. Each year it welcomes
over 1.3 million visitors. Among the
attractions is a visit to the Paraná
riverbed (100 metres below the
dam level), a tour of the Museum
of the Guarani Land, exploration
of forests and the view of the dam
with monumental lighting.

Agriculture

Agriculture: building on
core strengths
The production of food commodities is where Paraguay excels.
Government plans focus on reducing the impact of volatility on
the agricultural industry through the use of technology, improved
transport links and increased processing capacity
THE GOVERNMENT’S DEVELOPMENT of country-wide
infrastructure projects will not just aid economic diversification
– it will also benefit Paraguay’s core economic strength:
agricultural production. And while there is consensus within
the country about the need to diversify revenue streams, that
consensus extends to a belief that Paraguay should also be
aggressively expanding its agricultural production and exports.
In short, the country needs to play to its strengths, and food
commodities are where Paraguay excels.
A key government strategy is to lessen the volatility of the
agricultural industry by reducing the direct impact of climate
variation on the industry’s output. Better use of technology, for
example, should even out annual yield variations – especially if
implementation can be extended to the large number of small
farms. “We are working on the production of little farms,” says
Daniel Correa, deputy finance minister. “For example, we are
working on projects to adopt irrigation technologies that – along
with some other technologies that we can introduce – will
stabilize production levels.”
While Correa admits that the rating agencies are right to
highlight the economy’s dependence on agriculture he is keen
to accentuate the positive: “What they say is correct – we agree
with that – but people should understand that Paraguay has a
natural competitiveness in this sector,” he says. “If you compare
Paraguay with other agricultural producers we have several
areas of competitive advantage.” Correa points to the fact that
97% of Paraguay’s land is suitable for food production: levels of
sunlight, temperature, hydrology and topography are favourable
for food production. It is also one of the three main areas of
the world (along with parts of Ukraine and centre-west Brazil/
northern Argentina) that has land available to be utilized for
the production of biomass – and Paraguay’s incremental land
reserves are the world’s largest.

Natural advantages
Industry and commerce minister Gustavo Leite agrees: “Our
country is blessed with the natural advantages to produce food
and so we have decided to develop as a food producer, but a
very efficient one and one that is vertically integrated into the
market.” Leite says Paraguay plans to open the industry up to
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foreign capital and expertise as it aims to move production up
the value chain. “We need to move up-market,” he says. “We
need to get new distribution channels and open up to Asia.”
Some analysts have suggested that there will be a decline in
all commodity prices in the long run and therefore caution
about Paraguay’s economic emphasis on food commodities.
However, Correa dismisses this as a likely long-term trend:
“Can you imagine what would happen if China – which is
still growing and producing a huge middle class – increases its
annual consumption of beef by one kilo per capita?” he asks.
“That extra demand would be equivalent to the whole of Brazil’s
current beef exports.”
Carlos Pedretti, general manager of beef producer Ganadera
Alborada, says that the industry also benefits from its lack of
bureaucracy and has ambitious growth plans. “In Paraguay,
there are only three people sitting at the table to discuss beef
policies: the president of the national cattlemen’s association,
which represents all the cattlemen; the president of CPC, the
national meatpackers’ chamber; and the president of Senacsa,
the national veterinary authority. Compared to other countries,
which often have 10 interested parties including industry
groups and federal, state and local regulators and governments,
this creates fast, effective and accountable decision-making
that is hugely attractive to foreign investors looking at
Paraguay’s meat industry.”
Pedretti says that he expects beef exports to be worth $582
million in the first half of 2014, which is four times the level
in the same period of 2007. He expects total exports to increase
from the current annual rate of $1.3 billion to $4 billion by
2020, adding 12,000 and providing extra fiscal revenues.
The industry aims to increase both the size of its herd and
revenues, by producing high-value, high-margin meat for new
export markets with growing middle classes that consume
better quality beef products.
Paraguay is now the world’s eighth largest exporter of beef
but expects to grow at an annual rate of more than 5% up
to 2020, which will take it to a projected ranking of fifth,
behind beef ‘superpowers’ Brazil, India, Australia and the
US. “More important than sheer scale is the industry’s shift
from commodity exports to Russia to premium meat products
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exported to Latin American and other new markets,” says
Pedretti. “Demand for commodity meat products grows exactly
in line with global GDP where premium products always
increase above GDP, as well as having much better margins.”
The re-orientation is happening rapidly: in 2012 Russia
accounted for 67% of meat exports but in the first half of 2014
this had fallen to 45%.

Unparalleled opportunities
Paraguay is already a leading exporter of soybeans and soybean
oil, the leading exporter of organic sugar, the fourth largest
exporter of starch, the sixth largest exporter of corn and the
tenth largest exporter of wheat. Ronaldo Dietze, president at
Ecop, says that the opportunities available in the agricultural
sector are unparalleled both outside and within Paraguay: “If
Asunción grows at 5% then the rest of the country, based on
its agricultural production, should grow about 12%,” he says.
“However, that growth will require lots of rural infrastructure
projects to drive its potential, which in turn will help stabilize
the wider macro-economy.” Dietze says there is a lot of
international interest in investing in either land or production
– or both. He also says that it will be important for the
industry to gain access to a Chilean port to facilitate exports to
growing Asian food markets.
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Ramón Jiménez, minister of public works, says the
development of rural roads is critical to strengthening this
export base. “We are planning investment of more than $1
billion in rural road development in the coming five years that
will help the agricultural and meat production sectors, which
is vital for our strategy for reducing poverty,” says Jiménez. “It
will not only benefit the large producers, but also the small and
family farmers as well”
The government has also been behind the development of
capacity to process both meat and grains, which adds jobs to the
local economy and reduces exposure to the more volatile prices
of raw commodities. That policy has been a success, according
to Carlos Fernández, president of the central bank: “Our major
export used to be soy beans – the grain – now it is the processed
oil. Cattle used to be a major export but now it is the processed
meats. These are the ways that you can add value within the
agricultural sector and, while you are not necessarily going to
reduce or remove the potential for volatility, at least value has
been created in the products that are being exported, which
compensates for that volatility.”
Fernández says the country will build on its strengths in this
area: “We will continue to be an agricultural industry, which is
a natural and logical approach to our economy: it’s where we
have a huge advantage.”
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Capital markets

Capital attraction:
raising the profile
Paraguay’s two recent capital markets deals succeeded both in securing
much-needed funds for infrastructure investment and in raising awareness
among international investors
PARAGUAY HAS IDENTIFIED attracting foreign capital inflows
as the basis for its ambitious domestic agenda. The government
can be pleased with progress made already. The country closed
its second foray into the international capital markets in August
with an impressive $1 billion, 30-year transaction. This followed
a hugely oversubscribed debut $500 million, 10-year deal in
January last year.
Foreign direct investment is also picking up. The lead time for
these corporate decisions is longer than those of international
debt capital market investors but deals have begun to be
announced. Already, some financiers are raising questions about
the country’s capacity to accommodate potential demand for
FDI – the 7 million working population is certainly finite. But,
even though the president of the central bank, Carlos Fernández,
says that Paraguay is a boat ready to sail and investors should
embark soon because “there are only a few seats left”, there is
still time for companies to make an orderly entrance.
The capital markets trades served a dual purpose. The first
was to raise much-needed funds for infrastructure investments
but the second has been to boost the country’s profile in the
international financial community. The two deals succeeded
on both counts. Fernández says the 30-year tenor of this year’s
transaction sends out a particularly strong message: “This
transaction not only consolidates the success of the first deal,
but it sends out a huge signal to physical investment – for
those companies thinking about establishing factories, which
need time for return on investment – that we are being trusted
by the markets with debt for 30 years. That means other longterm investment can come.”
Autoparts companies such as Yasaki and Fujikura have already
established operations, using the low-cost base to integrate with
the auto industry in neighbouring Brazil. Brazilian agribusiness
companies have also come to Paraguay, with Bunge establishing
a $200 million joint venture with Louis Dreyfus to process soy
beans. Brazilian beef company JBS has also bought two local
slaughterhouses and plans to invest $100 million.

Positive feedback

feedback loop: “Companies are going to invest in Paraguay
because of our high growth rates in the region,” he says. “With
other countries slowing, Paraguay offers growth potential, which
will draw in foreign capital that will further drive growth. The
country’s medium-term trend growth should comfortably be
between 7% and 8%.”
As well as strong growth in the near term, the macro-economic
simplicity and stability will attract capital that will help sustain
the country in the event of a regional slowdown, according
to Gustavo Leite, minister of industry and commerce: “A
competitive base is always good when times are not so good,” he
says. “Paraguay is getting ready not just for growth in the short
term but also to sustain headwinds when they come – the world is
very changeable these days and we have to be prepared.”
Leite says current levels of inward FDI are about $400 million
a year but his ministry is targeting $800 million-1 billion, and
a key part of reaching that will come from publicizing the
international capital markets transaction. “We are marketing
Paraguay to the world through this deal,” he says. And the news
surrounding the transaction is certainly positive.
The $1 billion deal priced at par to yield 6.1%. Initially the
sovereign had sought to raise $650 million but, along with
bookrunners Bank of America Merrill Lynch and JP Morgan,
it upsized the deal. As well as generating better headlines with
which to capture the world’s attention, the size of the deal
also qualifies the trade for inclusion in more emerging market

“Companies are going to invest in Paraguay
because of our high growth rates in the
region...With other countries slowing, Paraguay
offers growth potential, which will draw in
foreign capital that will further drive growth.”
Eduardo Felippo, UIP

Eduardo Felippo, president of the local business confederation,
the UIP, says the country will increasingly benefit from a positive
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indices. The liquidity will also benefit any future return to
the market. The country also has a new law that strengthens
investors’ interests and defends private property rights. This is
not in response to any specific current legal weakness but rather
to counter the country’s past poor reputation in the observance
of the rule of law.
This transaction was the first by the sovereign since it was
raised to two notches below investment grade by S&P in June.
The yield, at 6.1%, is lower than the average of 6.29% for other
BB-rated countries, pointing to market expectations that the
country will win further rating improvements in future. For
one investor, however, it was the performance of the 2013
deal that convinced him to participate. The yield on the 2023s
was 4.625% at launch but is now around 4.45%. “The country
speaks very well to international investors,” says the investor. “It
had very strong growth last year and it has a clear strategy and
the use of proceeds from these deals which is also very positive.
Even after this deal the total outstanding debt is just about 14%
of GDP and so we are very comfortable that the upside potential
outweighs any risks, despite the fact that it is already priced very
aggressively to its peer group.”
Daniel Correa, deputy finance minister, says communication
with the international investment community has been a clear
strategy for improving its funding costs. “After being out of the
market we have had to spend a lot of time explaining the credit
to investors and presenting our case to them,” says Correa. In
anticipation of this year’s transaction – and to follow up on the
January 2013 deal – officials from the finance ministry have
been constantly updating investors on the sovereign’s progress.
“Last September we went to New York to visit investors and
then again in January this year we went to New York, Europe
and Asia to show how Paraguay is developing.”
Correa says the sovereign was keen to take advantage of
the benign financing environment currently on offer to
Latin American issuers. It took the relatively rare step of
issuing in August – traditionally a closed month with North
American portfolio managers on vacation – on the advice of
the two leading banks. With the US Fed continuing to taper
its programme of quantitative easing and an increase in
speculation about the timing of an increase in US interest rates,
the advantages of securing favourable terms were clear – the
deal pricing at 281.6bp over US Treasuries.

Charm offensive
Paraguayan government officials have also prioritized
communication with the rating agencies as part of their charm
offensive. Fernández’s first day at the central bank was 3
October 2013; two days later he went to New York to meet the
agencies. “You need to work with the rating agencies to let them
know your plans and that you are a serious government,” he
says. He declines to say whether he thinks the rating agencies
should increase the ratings still further, as some suggest, with
the market pricing the sovereign risks as if for a higher-rated
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country. “We still have some room to improve and we will
do what is necessary in order to improve,” says Fernández.
“Let’s see where that takes us, but the outlook for the credit is
positive.” Ratings, he says, cannot deviate far from the financial
sector‘s pricing of risk.
The rating agencies have taken the message on board. In
June’s upgrade report, Standard & Poor’s said it was “based on
our expectation that the government will make progress in
implementing recent legislation designed to boost investment
and maintain cautious macroeconomic policies”. The
administration of President Cartes, it adds “has embarked on an
ambitious plan to spur investment, especially in the country’s
physical infrastructure, in order to build and sustain long-term
GDP growth and modernize the economy. We expect that the
administration will be able to maintain political consensus for
its growth strategy and progress on the implementation over
the coming three years, setting the stage for gradual economic
diversification and reduced economic volatility.”
The sovereign transactions also help other issuers from the
country tap the international debt markets. Banco Regional
sold $300 million in January 2013. The Ba1/BB bank drew $1.25
billion in demand (upsizing from $250 million) and yielded
8.25%. However, while the sovereign benchmark undoubtedly
helps other Paraguayan transactions there are international
deals that pre-date the 2013 inaugural transaction, with BBVA
Paraguay raising $100 million, Banco Continental $200 million
and Telefonica $300 million in 2012 (February, October and
December respectively).
Bankers say that the small size of the economy means that
there won’t be a rush of new Paraguayan issuers in the capital
markets but there will be steady flow of deals from existing
issuers and some debuts as economic growth leads to more
of the leading local companies gaining sufficient scale to
issue international deals. The pipeline may be modest but the
financing terms on offer for Paraguay’s credits in the future
should only improve.
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Paraguay’s rising score
trend is more than just
an economic story
Paraguay’s rising score in Euromoney’s Country Risk Survey reflects
a fundamental shift in the political and structural outlook since the
new president took office last year
RESPONDING TO EUROMONEY’S longstanding survey of
country risk, global economists are increasingly buoyant about
the prospects for Paraguay’s economy, with rating indicators
of political and economic health suggestive of higher growth
and better times ahead for the small but vibrant Latin
American country.
Paraguay’s $1 billion worth of bond sales this year were
preceded by an improving risk trend underpinned by the
election as president last year of right-wing Colorado Party
candidate Horacio Cartes, a prominent businessman. Elected in
April 2013 and sworn in last August, Cartes is driving through
substantive reform in spite of popular resistance, and his efforts
are diminishing his country’s risk.
These positive signs have translated into the country
receiving an improved assessment from economists
participating in Euromoney’s Country Risk Ratings, a
development which bodes well as the country attempts to shake
off the economic and social challenges of the past three years.
Euromoney’s country risk rankings can be a useful guide
to how macroeconomists perceive the sovereign risk profile

of different countries over time. The survey uses a simple
methodology to measure political and economic risk, as well
as the structural factors that affect a country’s risk profile,
applying the same criteria to both advanced and emerging
economies. As the survey is compiled on a real-time basis, the
ratings often illustrate trends in risk perception earlier than
other leading indicators, such as traditional credit ratings.
With the exception of perennial crisis-sufferers Argentina
and Venezuela, the past decade has been a golden one for
many Latin American sovereigns, with commodity-producing
countries such as Brazil, Chile and Colombia receiving their
highest-ever rankings in the Euromoney survey. However,
many of these countries saw their rankings start to slip in 2013
as a reduced rate of growth, higher inflation and a wider selloff in emerging market assets by international investors saw a
reversal of the previously buoyant economic outlook.

Bucking the trend
In contrast, Paraguay’s ECR score, which had previously
remained static due to a combination of political gridlock,

Paraguay among the LatAm improvers (2014 score shifts out of 100)
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macroeconomic uncertainty and insufficient investment, has
greatly improved in the past two years as political reform and
surging economic growth have made the country one of the
most attractive investment destinations in Latin America, at
a time when larger countries such as Brazil have seen their
economies stall.
Since 2010 Paraguay’s risk score has increased by almost 3.2
points. The increase reflects rapid economic growth in recent
years, as well as the economic reforms and increased foreign
investment that have boosted the country’s prospects. This year
alone, Paraguay’s ECR score has climbed 1.8 points, to 42.4
out of a maximum 100, placing it 80th out of 186 countries in
ECR’s global rankings. This is four places higher since the end
of last year, and seven in all since 2012. No wonder Moody’s
and S&P felt compelled to upgrade Paraguay recently, to Ba2
and BB respectively. ECR experts had foreseen the shift.
Paraguay’s economy is one of the most dynamic in the
region. After registering a stunning 13% growth rate in 2013,
growth this year has settled down to a third of that rate in real
terms. Private sector forecasters polled by consultancy Focus
Economics predict 4.8% growth this year. BBVA Research,
a longstanding contributor to the risk outlook for several
countries in ECR’s survey, predicts 5.3% growth based on “a
strong agricultural sector and further boost of investment,
both private and public”.
The outlook is not without challenges. A score below 50
shows there is reason to be cautious in a country where
political opposition may curtail the president’s ambitious
programme - as was highlighted by a general strike in March,
the first in 20 years, by angry voters opposing job cuts.
Economic growth can be volatile, too, in a country relying
on a good harvest of soybeans, sugarcane and other cash
crops, while female workforce participation could be improved
alongside worrying poverty indicators.
Nevertheless, such impressive growth in recent years is a far
cry from the depressed state of neighbouring Argentina, an
economy in decline and, worse still, in default.

Political and structural shift under way
For a picture of the effect that the government’s economic
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reforms are having, look no further than Euromoney’s political
risk indicator, a measure of the country’s stability and the
strength of its institutions and the rule of law. Paraguay’s score
has significantly improved in recent quarters as the measures
put in place by policy-makers have begun to take effect.
Traditionally, Paraguay has scored badly for corruption,
transparency and government policy blighted by an obtrusive
regulatory regime. Yet the shift in political ethos back to the
right following six years of left-wing government has seen
those risks subside. Five of Paraguay’s six political indicators
have improved since last year, notably the government
stability sub-factor.
Also showing signs of improvement is Paraguay’s score in the
access to capital markets indicator. This metric, which measures
the ease with which syndication desks at the largest global
banks believe they could arrange dollar funding for a corporate
or sovereign in a given market, has improved by nearly two
points since the beginning of 2013, reflecting the increased
attractiveness of Paraguay to investors since the successful
return to the capital markets the previous year.
Experts have also upgraded the score for ‘hard
infrastructure’, one of four structural indicators – a key policy
target for this administration and a recipient of the majority
of the market borrowing. A new terminal at the Silvio Pettirosi
airport in Asunción due for completion in 2018 will help the
country cope with growing passenger traffic. Other transport
and energy projects are planned.
The IMF is impressed, too, noting in its most recent field
report an “ambitious agenda of growth-enhancing reforms
and poverty reduction initiatives”. These can only benefit the
country’s development and raise productivity growth, turning
it into a “dynamic emerging economy”, the IMF adds.
Low inflation and debt, a current account near enough to
balance and solid reserves are sure to excite investors alarmed
by the less orthodox economic experiments taking place in
some other Latin American economies.
President Cartes has a tough job on his hands, not least
in persuading his own party of the merits of his governing
style, but his first report card has shown considerable promise.
Investors will be watching closely.
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