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Prize for “insensitive” dealings with bondholders 
 
 

The government of Argentina receives the “Broken 
Trust Award” 
 
 
 
Winterthur (Switzerland), 17 December 2003. Visual Finance has awarded the 
Argentine government what is called the “Broken Trust Award” in connection 
with the country's debt restructuring. The prize is awarded to bond debtors 
attracting attention by their negative behavior in the capital market. Argentina is 
currently the largest  “restructuring case”. The “Broken Trust Award” has been 
granted for the first time today. 
 

On 22 September 2003, Argentina's Minister of Economy and Production, Robert 

Lavagna, and the Secretary of Finance, Guillermo Nielsen, officially and for the first 

time presented their guidelines for debt restructuring in Dubai at the annual meeting of 

the Bretton Woods Institutions, IMF and World Bank). Since the end of 2001, Argentina 

has defaulted on payments to various creditor groups. In the course of the meeting, 

bondholders were shown a matrix consisting of three basic variants with additional 

options. The present value of the offer is only about 10% of the original face value of 

Argentine bonds. Bondholders scrutinizing the the debt restructuring plan are likely to 

find fault with several elements of the procedure and the plan. 

 

For satisfactory debt restructuring, both the debtor's behavior during the restructuring 

process (I) and the amount offered (II) play an important part. 

 

(I) It has taken almost two years for a debt restructuring proposal to be put to the 

bondholders. This is an extraordinarily long time. Yet even now the bondholders 

do not know whether the money coming from the bond issues went into the 

projects (tangible or intangible assets) set out for them in the issue prospectus. 

Furthermore, the government has failed to define what lessons it has learned 

from the default and how risk management is to be improved. Such a statement 
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would be essential to overcome the crisis as well as for future fund-raising in 

the capital markets. The audience waited in vain for an apology addressed to 

the creditors, although the Dubai presentation of the debt restructuring plan 

would have offered an ideal platform. The government certainly missed a great 

opportunity! 

 

The low esteem in which the bondholders are held is also reflected by the way 

that the government keeps on pointing out that creditors should have been 

aware of a deteriorating solvency since 1995. However, the downtrend did not 

prevent the government from issuing bonds worth billions of dollars in the 

following years. 

 

Restructuring came too late – and the Argentine population was one of the 

victims of that delay. 

 

 

 

The lack of moral awareness is also reflected by the offer's monetary structure. 

 

(II) With its restructuring offer - which corresponds to a discounted value (current 

value) of about 10% of the original face value of Argentine bonds - the 

Argentine government has undershot already low expectations. A loss of about 

90% would send strong negative signals to the capital market. The government 

offers no material security but relies solely on forecasts. It appears that in the 

eyes of the government representatives, the value of the outstanding Argentine 

bonds is only a function of Argentina's future economic growth. The amount of 

more than USD 80 billion (principal value of the bonds earmarked for 

“restructuring”) that was pumped into the country through bond issues appears 

to be a kind of lubricant “used up and written off” in economic development. 

 

 

 

Summary (I): Unsatisfactory Debtor Behavior and Creditor Relations 

Summary (II): Unsatisfactory financial offer 
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Visual Finance hopes that no investment banks were involved in determining the 

amount offered. Their participation would cast a poor light on the integrity of the 

financial sector and raise new questions of conflicts of interest. 

 

Conclusion 
 

• Visual Finance is of the opinion that the government of Argentina has been too 

little concerned with the bondholders, does not understand their concerns well 

enough and has so far made insufficient efforts to find a satisfactory solution. 

This view is firmed up as various interest groups have been formed. They fear 

information asymmetry and expect certain behavioral risks (e.g. unequal 

treatment of creditors). Creditors will incur additional costs in this way because 

of increased expenditure on monitoring (agency cost). 

 

• From our point of view, the debt restructuring plan has sent negative signals to 

the capital market. In the last two decades, securitization has led to a certain 

“atomization” concerning the size of individual investments of capital providers. 

However, risk diversification across many parties (investors) is acceptable to 

the individual investor only if he can assume that his weaker position – 

determined by the smaller size of his investment – will under no circumstance 

be exploited by the debtor. 
 

• The “Broken Trust Award” should spur the government to make the 

necessary efforts to improve the relationship with its creditors. 
 

• Further deterioration in recovery rates after bond defaults must be 
brought to a halt urgently! No government should allow itself to set a bad 
example. 

 
Information  

Gion Reto Capaul, Managing Director 

Telephone ++41 52 222 44 40 

Mobile ++41 79 506 44 82 

Fax  ++41 52 222 44 40 
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Information on Visual Finance and Bondholder Value® 

Visual Finance specializes in the valuation and evaluation of the credit risks of listed 

companies. It also strives to improve the protection of bondholders. Visual Finance has 

developed what is known as the Bondholder Value® Concept for this purpose. Bond 

debtors create Bondholder Value® by a) taking the necessary precautions to guard 

against default, thereby protecting bondholders and other stakeholders from a default 

situation, b) taking measures in time so that recovery rates in the case of a threatening 

default do not deteriorate unilaterally to the disadvantage of bondholders, and c) 

creating transparency allowing investors to assess a debtor’s creditworthiness. 

 
 
 
 
 
 
 
 
 
 
 
 
Legal Disclaimer 
All information contained herein is obtained by Visual Finance, Wiesenstrasse 3, 8400 
Winterthur (Visual Finance) form sources believed by it to be accurate and reliable. 
Because of the possibility of human or mechanical error as well as other factors, 
however, such information is provided „as is“ without warranty of any kind and Visual 
Finance, in particular, makes no representation or warranty, express or implied, as to 
the accuracy, timeliness, completeness, merchantability or fitness for any particular 
purpose of any such information. Under no circumstances shall Visual Finance have 
any liability to any person or entity for (1.) any loss or damage in whole or in part 
caused by, resulting from, or relating to, any error (negligent or otherwise) or other 
circumstance or contingency within or outside the control of Visual Finance or any of its 
directors, officers, employees or agents in connection with the procurement, collection, 
compilation, analysis, interpretation, communication, publication or delivery of any such 
information, or (2.) any direct, indirect, special, consequential, compensatory or 
incidental damages whatsoever (including without limitation, lost profits), even if Visual 
Finance is advised in advance of the possibility of such damages, resulting from the 
use of or inability to use, any such information. The credit ratings, if any, constituting 
part of the information contained herein are, and must be construed solely as, 
statements of opinion and not statements of fact or recommendations to purchase, sell 
or hold any securities. No warranty, express or implied, as to the accuracy, timeliness, 
completeness, merchantability or fitness for any particular purpose of any such rating 
or other opinion or information is given or made by Visual Finance in any form or 
manner whatsoever. Each rating or other opinion must be weighed solely, as one factor 
in any investment decision made by or on behalf of any user of the information 
contained herein, and each such user must accordingly make its own study and 
evaluation of each security and of each issuer and guarantor of, and each provider of 
credit support for, each security that it may consider purchasing, holding or selling. 
 


