ANALYSIS-Wall St sees Ecuador on path to default on debt 

    By Walter Brandimarte

NEW YORK, Nov 14 (Reuters) - Ecuador cornered bond holders on Friday in a bid to renegotiate its external debt, but extremely adverse market conditions will make an agreement very unlikely, putting the country on the path to default. 

President Rafael Correa has long threatened to suspend payment on debt he claims to be "illegitimate," although the Andean country has religiously honored its debt obligations so far. 

    

"This time, to me, it looks much more serious, said Enrique Alvarez, New York-based strategist for Latin America at IDEAglobal. " 

"They've always been playing this cat-mouse fear game with investors, but now it's real action, they're saying I’m not going to pay you on the due date of the coupon, I'm going to think about it." 

Goldman Sachs senior economist Alberto Ramos also saw a change. "In our assessment, consciously or not, the government might have entered a path that could well end up with the suspension of debt service payments if it does not get any concessions from bondholders," he said. 

Ecuador Finance Minister Elsa Viteri said on Friday the government will use a 30-day grace period to decide whether to pay a $30.6 million coupon due Nov. 15 on its 2012 global bonds. 

The decision will take into account the results of a broad debt audit that had shown "irregularities" in the bond transactions, she added, without ruling out talks to bond holders to restructure the debt. 

Wall Street analysts see Ecuador 's move as an extreme strategy to force creditors to accept a debt restructuring. But after bond prices plunged during the past few months as a result of the global credit crisis, investors will hardly accept additional losses. 

"They're playing hard ball, but under the current global conditions for investors I think it is very difficult to pull off (a deal) here," Alvarez said. "I don't think it is a winning proposition for anyone at this point. 

Ecuador 's 2012 global bonds were priced at more than 90 cents to the dollar just two months ago, but plunged to about 30 cents to the dollar in the past few weeks, as the global credit crisis hurt emerging markets and oil prices sank, clouding the economic prospects of the oil-exporting nation. 

The 2012 bond was bid as low as 15 cents to the dollar on Friday, according to JP Morgan data.  "Talks with bondholders to restructure the debt are unlikely to be successful, particularly if the government seeks visible net present value savings, as is likely to be the case," Goldman Sachs' Ramos wrote in a research note. 

Defaulting on its external debt would provide very little fiscal relief to Ecuador, Ramos said, arguing that interest payments on those bonds during the next 12 months are under $400 million.

