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Public-sector entities in emerging economies 
depend on international lenders for funding. 
Cross border loans are mostly denominated in 
foreign hard currencies. This makes borrowers 
vulnerable to exchange-rate volatility. 

This is where the Currency Exchange Fund 
(TCX) and its counterparties come in: TCX 
offers solutions to hedge foreign-exchange 
(FX) risk and improve the financial resilience of 
public borrowers.
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The case for reducing FX risk in 
public-sector borrowing
A recent IMF survey among 70+ Central 
Bank Debt Management Offices (DMO) has 
revealed significant capacity gaps in terms of 
properly quantifying the currency risk of debt 
portfolios and using modern currency-risk 
management techniques. 

This raises a fundamental question about 
the appropriateness and sustainability of 
foreign-currency lending. If a public sector 
borrower gets into financial distress this may 
also further impact the health of the country’s 
banking system, reducing fiscal and monetary 
policy flexibilities.

Public- sector debt management frameworks 

do not sufficiently address the issue of currency 
risk management and hedging in particular.

Currency risk exposure of the public sector can 
be reduced by (i) raising local-currency debt in 
the domestic market and banks, (ii) work with 
international development lenders to obtain 
synthetic local currency loans; and/or (iii) use 
currency hedging instruments. 

TCX supports lenders in offering synthetic 
local currency loans with large volumes and 
tenors up to 30 years. TCX also supports public 
debt managers by providing indicative quotes 
in their national currency. TCX is currently 
working on facilitating hedges for DMOs and 
providing technical capacity building upon 
request in cooperation with other partners.

1. Local currency lending via a 
shareholder of TCX
TCX’s shareholder base consists of large 
multilaterals and development finance 
institutions. Some of them extend loans 
to sovereigns from their respective target 
countries. Through TCX, such lenders can 
provide a local currency loan instead of a 
hard-currency loan.

Advantages: 
 o The public-sector borrower does not have to 

trade a currency-derivative instrument.

 o This arrangement yields the most favorable 
(loan) pricing for the borrower.

2. Local currency lending via a 
counterparty of TCX that is not a 
shareholder 
Commercial banks or lenders that have a 
relationship with TCX can provide a local 
currency loan to public-sector entities and 
hedge their FX risk with TCX.

Advantage: This arrangement works for 
hedging of new loans as well as existing loans.

Disadvantage: Loan pricing is generally more 
expensive compared to what can be offered 
through a TCX shareholder.

Structures to reduce the FX risk of public entities
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3. Hedging Foreign exchange risk  
via TCX
TCX is exploring possibilities to work with 
public-sector entities under an ISDA Master 
Agreement and Credit Support Annex (CSA).

Advantage: Any exposure can be hedged at 
any time, including Eurobond issuances.

Disadvantage: As the public entity enter 
directly into a currency derivative, it would 
need to sign an ISDA and CSA, where exchange 
of collateral is required. TCX would also charge 
a premium for offering this product to an entity 
that has not invested in TCX.
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Example Transactions

o The Ministry of Finance of a country 
in Central Asia has actively worked on 
reducing the degree of dollarization of 
its debt and developing a local-currency 
bond market.

o Issuing bonds denominated in local 
currency is a key pillar of its strategy, 
however, the local market is not 
sufficiently liquid to meet the country’s 
funding needs, so debt is predominantly 
denominated in USD.

o Another motivation of the Ministry was 
to encourage local banks, which are also 
heavily dollarized, to hedge their FX 
mismatch.

o In 2022Q1, TCX provided a 3-year cross-
currency swap for USD 20 mn to the 
Ministry — intermediated by a shareholder 
of TCX —swapping a new line of USD-
denominated funding into local currency. 
This marked the Ministry’s first ever 
currency-derivative transaction.

o In 2017, the government of a African 
country provided an explicit sovereign 
guarantee to support its national 
affordable housing program. The sector is 
denominated in local currency.

o The borrower, a state-owned non-banking 
financial institution therefore enjoyed 
similar credit terms as the Sovereign on a 
15-year loan.

o TCX provided a cross-currency swap 
to the lender, a development-finance 
institution, to support disbursement in 
multiple tranches.

o This way, TCX’s currency-hedging 
instruments enabled long-term local-
currency funding, which was previously 
not available in the market

o In 2018, the government-owned electricity 
company in a Central American country 
had issued billions of USD-denominated 
debt in the international market to 
finance electrical power generation from 
renewable sources.

o It asked the debt capital market desk of a 
US bank to provide a cross-currency swap 
on two different tenors to hedge part of 
its FX mismatch, as it invoices electricity 
to consumers in local currency.

o As a result, the US bank entered into a 5 
and 7-year cross-currency swap with TCX.
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in Central America
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