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Welcome to the club

The latest quarterly update of the BlackRock Sovereign Risk Index (BSRI)
highlights the addition of two emerging economies to our index:

Nigeria and Ukraine. Try our interactive BSRI to view individual country
scores, compare two countries and sort rankings by index components.

Our main headlines for the quarter ended 31 December:

» Nigeria and Ukraine are large emerging economies with growing weights
in emerging market debt indices. They debut at 39th and 45th place,
respectively, out of 50 countries in our index. Willingness to Pay, or a
government’s perceived effectiveness, is their Achilles’” heel (like many
emerging markets).

» Nigeria has strong fundamentals, including rapid economic growth, low
debt levels and a current account surplus. Yet its Willingness to Pay is the
second-worst in our index. Rising political unrest is pressuring Ukraine’s
Willingness to Pay, too. Budget and current account deficits add to the
country’s vulnerabilities.

Drawing on a pool of financial data, surveys and political insights, the BSRI
provides investors with a framework for tracking sovereign credit risk. The
index uses more than 30 quantitative measures, complemented by qualitative
insights from third-party sources.

The index breaks down the data into four main categories that each count
toward a country’s final BSRI score and ranking: Fiscal Space (40%),
Willingness to Pay (30%), External Finance Position (20%) and Financial
Sector Health (10%).

e Fiscal Space includes metrics such as debt to gross domestic product (GDP),
the debt’s term structure, tax revenues and dependency ratios.

e Willingness to Pay measures a government’s perceived effectiveness and
stability, and factors such as perceived corruption.

e External Finance Position includes exposure to foreign currency debt and
the state of the current account balance.

® Financial Sector Health gauges the banking system’s strength.

For full descriptions, see Introducing the BlackRock Sovereign Risk Index of
June 2011. The BSRI's inputs are updated at irregular intervals, meaning some
changes may only reflect the timing of data releases. Small changes in scores
can spur big changes in rankings, as many issuers are bunched together in the
index. The BSRI is not meant to forecast the creditworthiness of countries.

BLACKROCK INVESTMENT INSTITUTE

The BlackRock Investment Institute leverages the firm’s expertise across asset classes, client groups and
regions. The Institute’s goal is to produce information that makes BlackRock’s portfolio managers better
investors and helps deliver positive investment results for clients.
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NEW ENTRANTS

This quarter we introduce two large emerging markets to
our BSRI: Nigeria and Ukraine. Why do these countries
matter to investors?

) Nigeria is Africa’s third-largest economy and most
populous nation with 169 million people. Its population
is expected to overtake that of the United States by
2050, according to United Nations projections.

) Ukraine has 45 million people. The country’s position
between the European Union and the former Soviet
states makes it geopolitically important.

) Both countries have small but growing weights
in emerging market debt indices. See the table on the
following page for details. Nigeria’s weight, in
particular, looks likely to increase. The IMF
expects Nigeria’s economy to grow at a 7% annual
pace from 2014 to 2018.

Nigeria debuts at 39th place in our 50-country index,
and Ukraine at 45th. Our Willingness to Pay factor drags
both down. See the chart on the right.

A WORLD OF SOVEREIGN RISK
BSRI country rankings by quintile, December 2013
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A SHARED WEAKNESSES
Nigeria and Ukraine, BSRI breakdown
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Source: BlackRock Investment Institute, December 2013.

Only Venezuela has a worse score on this measure than
Nigeria. It is a common affliction among emerging
markets, as detailed in Maturities Matter of April 2013.
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POLITICAL FRAGILITY

Nigeria has strong economic fundamentals but weak
institutions. Its economy has grown at a 7% annual real
pace over the past decade, while its gross debt amounts
to just 19.6% of GDP (less than one-fourth the Eurozone
average). See the table on the right.

The country runs a current account surplus, mostly
thanks to oil exports, and 87% of its debt is in domestic
currency, Bloomberg data show.

The problem? Nigeria’s low tax revenues limit its ability
to service government debt. And a history of debt
defaults and restructuring (five times since 1980) has
left it with limited access to global capital markets.

The country returned to democracy in 1999 after
decades of military rule — but still ranks poorly on
measures such as perceived corruption.

Ukraine has stronger institutions than Nigeria — but
faces rising political instability. Demonstrators in
December occupied the streets of Kiev, protesting
President Viktor Yanukovych’s decision to back away
from stronger relations with the European Union.

Ukraine also has a poor Fiscal Space score. Weaknesses
include budget deficits, a history of volatile economic
growth and inflation. External Finance is also a drag:
Ukraine runs a large current account deficit.

KEEPING UP WITH THE TIMES

Forcasting fiscal trends has become a minor industry.
The breadth (and timeliness) of data sources available
has improved since we launched the BSRI in 2011. We
have tweaked our methodology in response.

» Monthly updates of budget balance forecasts are
available for a rising number of countries. We are
increasing the weight we allocate to monthly updates
versus less frequently updated data.

» We are boosting the breadth of our primary budget
balance projections by adding Standard and Poor’s
to our sources (previously IMF and Moody’s only).
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EMERGING GIANTS?

Nigeria and Ukraine: select statistics

|

NIGERIA

—

UKRAINE

Country Basics

Population (world rank) 169m (7th)  45m (30th)
Population growth (next 5 years) 15% 0%
Urban population (% of total) 50% 69%

Economy

GDP per capita (nominal) $1,725 $3,862
Real GDP growth (10-year average) 7% 2.7%
Inflation (10-year average) 11.9% 9.9%
Unemployment rate 23.9% 8%
Fiscal balance (% of GDP) -2.2% -4.3%
Gross public debt (% of GDP) 19.6% 42.8%
Current account (% of GDP) 2.9% -6.2%
Currency Naira Hryvnia
Foreign reserves $45.1Db $18.8b

EM index weight 2% 3%
S&P sovereign rating BB- B-
Capital city Abuja Kiev
Corruption rank (177 = most corrupt) 144 144
Life expectancy (years) 57 71
World football ranking 36th 18th

Notes: Indices used are JPMorgan EMBI Diversified for Ukraine and JPMorgan GBI-
EM Global Diversified for Nigeria. Current account and fiscal balances are 12-month
forward forecasts. Data s for the most recent period available. Unemployment rate for
Nigeria is based on a 2011 estimate. Sources: Thomson Reuters, IMF, World Bank,
Consensus Economics, Bloomberg, Transparency International, FIFA, Central Bank of
Nigeria, National Bank of Ukraine and BlackRock Investment Institute, December 2013.

» We are strengthening our political risk ratings by
adding an additional source for our Willingness to
Pay category. This is a small but important change.
Recent unrest in Ukraine and Thailand underscores
the importance of having a fundamental scorecard to
gauge political fragility.

An important note: The weights we assign to our key
categories and subcategories remain unchanged.

Bottom line: The changes should help ensure real
world developments are more rapidly (and smoothly)
reflected in our index.



ON THE MOVE

The addition of Nigeria and Ukraine has resulted in The country faces another potential flashpoint. The

a minor reshuffle of the BSRI rankings. This is a one- statutory debt ceiling is set to expire on 7 February.

off change. Rising political dysfunction has fed into a decline in the
We will not focus on rankings changes this quarter as a U.S. Willingness to Pay score over the past year. See
result. We highlight three key movers instead: Willingness to Pay of October 2013 for details.

The United States’ BSRI score edged up thanks to an Brazil’s BSRI score declined due to a deteriorating Fiscal
improvement in its Fiscal Space. Projected U.S. budget Space rating. Projected budget deficits and debt levels are

on the rise as sluggish economic growth and tax cuts have
reduced revenues.

deficits and net debt levels are falling.

The economic recovery has boosted tax revenues, while

spending has been falling as stimulus measures fade and ~ Belgium’s BSRI score ticked higher thanks to an increase

mandatory (sequester) spending cuts kick in. inits projected primary fiscal balance.
IN THE SPOTLIGHT _
) ) ) Click for -
BlackRock Sovereign Risk Index rankings, December 2013 interactive charts
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Sources: Bloomberg, IMF, World Bank, central banks, Eurostat, BIS, Consensus Economics, UN, Moody'’s, Standard and Poor’s, Fitch, PRS Group, Economist Intelligence Unit,
www.euromoneycountryrisk.com and Blackrock Investment Institute.
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Why BlackRock

BlackRock was built to provide the global market insight, breadth of
capabilities, unbiased investment advice and deep risk management
expertise these times require. With access to every asset class, geography
and investment style, and extensive market intelligence, we help investors
of all sizes build dynamic, diverse portfolios to achieve better, more
consistent returns over time.

This paper is part of a series prepared by the BlackRock Investment Institute and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or
solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of January 2014 and may change as subsequent conditions vary. The information and opinions
contained in this paper are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no
warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock, its
officers, employees or agents. Information is provided strictly for illustrative purposes and should not be deemed an offer to sell or a solicitation of an offer to buy shares of any securities that are described in
this material; nor should it be construed as a recommendation or investment advice.

This paper may contain ‘forward-looking’ information that is not purely historical in nature. Such information may include, among other things, projections and forecasts. There is no guarantee that any
forecasts made will come to pass. Reliance upon information in this paper is at the sole discretion of the reader. In the EU issued by BlackRock Investment Management (UK) Limited (authorised and
regulated by the Financial Conduct Authority). Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Registered in England No. 2020394, Tel: 020 7743 3000. For your protection, telephone
calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited. This material s for distribution to Professional Clients and should not be relied upon by any
other persons. Issued in Australia and New Zealand by BlackRock Investment Management (Australia) Limited ABN 13 006165975, AFSL 230523, This document contains general information only and
is not intended to represent general or specific investment or professional advice. The information does not take into account any individual's financial circumstances or goals. An assessment should be
made as to whether the information is appropriate in individual circumstances and consideration should be given to talking to a financial or other professional adviser before making an investment decision.
In New Zealand, this information is provided for registered financial service providers only. To the extent the provision of this information represents the provision of a financial adviser service, it is provided
for wholesale clients only. In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N). In Hong Kong, this document is issued by BlackRock (Hong Kong) Limited and
has not been reviewed by the Securities and Futures Commission of Hong Kong. This material has not been approved for distribution in Japan or Taiwan. In Canada, this material is intended for accredited
investors only.

In Latin America, for Institutional and Professional Investors only. This material is solely for educational purposes and does not constitute investment advice, or an offer or a solicitation to sell or a solicitation

of an offer to buy any shares of any funds (nor shall any such shares be offered or sold to any person) in any jurisdiction within Latin America in which such an offer, solicitation, purchase or sale would be
unlawiful under the securities laws of that jurisdiction. If any funds are mentioned or inferred to in this material, it is possible that some or all of the funds have not been registered with the securities regulator of
Brazil, Chile, Colombia, Mexico, Peru or any other securities regulator in any Latin American country, and thus, may not be publicly offered within any such country. The securities regulators of such countries
have not confirmed the accuracy of any information contained herein. No information discussed herein can be provided to the general public in Latin America.

The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax situation. Investment involves risk. The two main risks
related to fixed income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decling in the market value of bonds. Credit risk refers to the possibility that the
issuer of the bond will not be able to make principal and interest payments. International investing involves risks, including risks related to foreign currency, limited liquidity, less government regulation, and the
possibility of substantial volatility due to adverse political, economic or other developments. These risks are often heightened for investments in emerging/developing markets or smaller capital markets. Any
companies mentioned are not necessarily held in any BlackRock accounts.

©?2014 BlackRock, Inc. All Rights Reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES and SO WHAT DO | DO WITH MY MONEY are registered trademarks of BlackRock, Inc. or its
subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners. (010837-13 Dec)
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