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Back in February 2014 we identified a vulnerable subset of countries that fall in the 1 and 2 star Stratton Street 
NFA ranking categories and have net foreign liabilities in excess of 50% of GDP. We dubbed the group 
“Paintbrush”, because it looks much better than “Brtpahsiun” which is how they nations appear on our 
presentation slides! The nations are Poland, Australia, Indonesia, New Zealand, Turkey, Brazil, Romania, 
Ukraine, South Africa and Hungary. 

Anyway, we thought it would be worthwhile to share with you what an investor gets paid for taking risk on 
board. The following statistics are taken from our Relative Value Model, which in the case of our US Dollar 
universe, looks at our universe of bonds and works an average out for a given rating and duration. So for 
example, the current “fair value” spread of an A2 rated bond with a 5 year duration is 74 basis points over US 
Treasuries. When we say that a bond is trading 3 notches cheap (+3), in this example it would be trading as if it 
were rated Baa2 (i.e. 3 rating notches lower), and have a spread closer to 139 bps. Two notches expensive (-2) 
would imply a Aa3 rating, with a spread closer to 49 bps 

Back to “Paintbrush”. Taken as an average, the group trades close to fair value, i.e. no extra “cushion” in the 
spread. If we look at all nations rated either 1 or 2 stars (excluding Greece), the numbers dip into negative 
territory. So not only are the countries poor from an NFA (net foreign asset) perspective, they are also 
“expensive” to boot! 

 

Individual countries, along with their respective notches. 

     

 

 

 

 

 

 

 

 

Contrast to what’s on offer for our 7 star rated countries, of which there are nine (where NFA stands in excess 
of 100% of GDP), the average for this group stands at +2.1 credit notches cheap. 

For those interested in currencies, the basket of 10 countries have lost 31.4% vs the US$ since we have been 
writing about the “Paintbrush” countries in Feb 2014. Poland was the “best” performer at down -19.6% whilst 
Turkey (-61.7%) & Ukraine (-64.7%) were the worst. 

 

Poland -2.7  

Australia +2.2 (Mainly banks) 

Indonesia -0.3  

NZ N/A (No foreign debt) 

Turkey +2.1  

Brazil +0.7  

Romania -1.5  

Ukraine -0.1  

South Africa +0.7  

Hungary -2.7  
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Email:    Funds@strattonstreet.com 

Telephone:  +44 (0)20 7766 0800 

Website:  www.strattonstreet.com  

Address:   Stratton Street Capital LLP, 200 Aldersgate Street, London, EC1A 4HD 

 

Issued by Stratton Street Capital LLP which is authorised and regulated by the Financial Conduct Authority. This 
document is for information only and does not constitute an offer or recommendation to buy or sell any investment 
or subscribe to any investment management or advisory service. Past performance is not necessarily a guide to the 
future. Whilst all reasonable care has been taken to ensure that the stated facts are accurate, and opinions are fair 
and reasonable neither Stratton Street Capital LLP nor any of its partners or employees shall be responsible in any 
way for the contents of this document It is not, under any circumstances, intended for distribution to the general 
public. Distribution in the UK is restricted to those Investment Professionals defined under Articles 19 & 49 of 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 & Articles 14 & 22 of the Financial 
Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemption) Order 2001. Recipients 
may pass on this document but only to others falling within those categories.  


