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THE SYNDICATED CREDITS MARKETl

i INTRODUCTION AND OVERVIEW

1 The 1970s were years of marked change in the pattern and scale
of international financial flows, and of the commercial banks'
contribution to their intermediation. They were also notable for
the less settled financial and economic environment: inflation in
many countries reached levels significantly higher than had become
accepted as normal; freely floating exchange rates were widely
adopted amongst industrialised countries; 1interest rates were
volatile and at times very high; and there were substantial
changes in the pattern of wealth holding (primarily because of the
massive increases in the price of oil relative to other
commodities and to manufactured goods). Partly as a result of
these developments, the syndicated credit became the preferred
instrument for international lending by banks and, because of the
wide publicity given to deals as part of the syndication process,
opened up the details of banks' international lending - in
particular, its terms - to much closer scrutiny than before. It
is the information available from the study of this instrument and
the insights it gives into banks' activities which are the focus

of this paper.
The context of syndicated lending

2 The transformation of the structure of world capital flows in

the 1970s has been widely documented.2 It was characterised by

1 This paper has been prepared by the Bank of England's
International Financial Markets Group, members of which have
monitored the development of the syndicated credits market
since its inception. It is mainly the work of Ian Bond and
(for the tax elements of section V) Simon Topping - assisted
by Dennis Jones (section IV) and Simon Topping (sections I1I
and III) - but draws heavily on earlier work by members of the
Group. The contribution of Clive Briault to the early stages
of its production was particularly valuable. A number of
colleagues have made helpful comments: most notably,

C A Enoch, D G Holland and L D D Price. So too did
R M Pecchioli (OECD). The authors are of course responsible
- for any errors which remain.
2 See, for example, Stanyer and Whitley (1981).




banks assuming a predominant role in cross-border financing -
particularly to the more wealthy of the less developed countries -
and taking over from multilateral institutions and governments the
largest share of international flows to all but the poorest
countries (which still rely extensively on aid and other
concessional flows). This is reflected in the rapid growth of
euromarket activity. From small beginnings in the 1950s, banks'
eurocurrency lending had grown to $1000 bn by end-1980 (from only
$85 bn at end-1970). Lending to final borrowers of nearly

$600 bn was supported by an active interbank market which served
as a wholesale money market for, and permitted the efficient
deployment of, eurocurrency funds. Banks' international foreign
currency lending was transformed from being predominantly
short-term and trade related into a much longer-term form, playing
a vital role in many less developed countries. By the end of the
decade, it was an essential component of the inflows needed to
finance payments imbalances and maintain growth rates and
development plans which, though they seemed sustainable in a

growing world, have proved not to be in harsher times.

3 Several forces lay behind this transformation.3 Perhaps

the most fundamental was that many banks were anxious to expand
their international activities. They saw the international field
as one in which they could expand free of the many restrictions
and limitations of their domestic activities; and international
lending not only looked profitable but also held out the prospect
of further diversification of risks and a degree of insulation
from the effects of domestic economic downturns. This strategy
of internationalisation parallelled and was in part driven by that
of banks' industrial customers, who frequently provided banks -
through their demand for financial services to support their own
international expansion - with the initial impetus to enter the
international arena. At first it was only the largest banks who
took advantage of the opportunities, led by US banks but followed

in the early 1970s by their European and Japanese counterparts;

3 The internationalisation of banks' activities is surveyed in,
for example, Pecchioli (1983).




latterly, the main Arab banks have made their presence felt. In
their wake, many smaller banks - which in retrospect may seem
ill-equipped to have become involved to the extent they

did - became swept up in the process.

4 Second, the two oil shocks had a significant impact on the
pattern of wealth holding and on the need for financing during the
periods of accommodation to the consequent changes in relative
prices. At a very straightforward level, any alteration in the
pattern of wealth holding necessarily has an impact on the pattern
of financial flows; and oil-importing countries undoubtedly made
greater demands for funds in the wake of the two o0il price hikes,
if only to ease their adjustment to the new realities. Perhaps
more importantly for the form of the flows, the newly-emerged
financial surpluses were in the hands of economic agents - most
notably, o0il producers - with a relative preference for bank
deposits as a medium in which to hold their wealth. Though the
0il producers' supply of funds to the euromarkets has only for
short periods challenged in importance that of the more familiar
suppliers, this preference made it easier for banks to attract
these (predominantly dollar-denominated) funds to assist them in
satisfying their strategic objective of shifting the balance of

their portfolios towards international assets.

5 At the same time, the higher and more volatile rates of price
inflation may have given banks an advantage in intermediating
between surplus and deficit sectors around the world. Certainly,
banks showed themselves to be more prepared to undertake
floating-rate intermediation than the securities industry. The
development and widespread use of floating-rate paper in the
euromarkets suggests, perhaps, that it was the banks' readiness to
seize their opportunity, rather than any inherent inability of the
securities markets to offer floating-rate instruments, which was
decisive; but the volatility of inflation and interest rates
undoubtedly favoured floating-rate intermediation just at a time

when banks were looking for expansion of their international

activities and had floating-rate instruments ready to hand.




6 A final relevant factor is the speed with which banks proved
able and willing to respond to the increasing demands placed upon
them as a result of the developments already noted. Though those
responsible for the provision of funds through official channels
were aware that undue reliance on commercial flows might not be
ideal, there was on their part some relief that the strains posed
by the very large volume of "o0il funds" were being dealt with
smoothly by the world banking system, and they by and large
acqguiesced in the substantial shift in the balance between
commercial and official funding which was thereby set in train.
They were to a large extent pre-empted by the eagerness of
commercial banks to fill the need for intermediation, which
reduced their own need to respond. For their part, borrowers
doubtless saw benefits in commercial, unconditional, loans - once
they were available - and became reluctant to return to the
discipline of borrowing from multilateral agencies and the
limiting conditions freguently attached to bilateral, government

to government, loans.

7 How do syndicated credits fit into this picture? In purely
numerical terms, there is now something in the region of $400 bn
outstanding in syndicated form, and in 1981 - the peak of market
activity - some $130 bn of new loans were announced. This
compares with total net international bank lending - as measured
by the BIS - of some $1,100 bn at end-1983, and outstanding
international bond issues of about $300 bn.4 There are, of
course, other channels of medium-ferm bank financing: traditional
foreign loans (that is, loans in the domestic currency of the
lending bank) are still made - and have increased sharply
recently; and floating-rate euromarket paper is becoming more
important. But it is syndicated lending which now predominates

in banks' longer-term claims.

8 The influence of the syndicated credit on the development of
the euromarkets and of banks' involvement in international lending

is less easy to establish. Certainly, the syndicated credit has

4 Source: Orion Bank (1984)




proved an instrument capable of mobilising substantial gquantities
of funds with the minimum of complexity or delay, and was an
important factor enabling banks to respond quickly to the demands
made on the financial system during the 1970s. It is arguable
that, without this, banks would not have been as successful in
intermediating cross-border flows and that, as a result, their
share of claims would not have risen so quickly or so far. It is
also arguable that the very simplicity of syndicated credits and
the ease with which even small and internationally inexperienced
banks could participate in them meant that the range of banks
drawn in to international lending was broader than would have been
ideal. On these arguments, which carry some weight, the
syndicated credit is not simply the vehicle through which banks'
strategies have been realised but was a prime force behind the
momentum built up by the euromarket, particularly in the latter

part of the 1970s and early 1980s.

9 Nevertheless, it is easy to go too far in attributing a causal
role to the syndicated credit and to the importance of the o0il
shocks in its development. It is, first of all, notable that the
growth nof the syndicated credit market was rapid before 1973: as
is discussed in section IV, from small beginnings in 1968, the
syndicated credit was already a significant vehicle for lending
well before "OPEC surpluses" and "recycling" became policy

issues. It is also relevant that euromarket paper is now
satisfying many of the needs previously met by syndicated credits,
so there does not seem to be anything unique in the syndicated
credit's ability to satisfy borrowers' needs. The safest
conclusion is probably the simple one that the syndicated credit
benefitted from being the most effective instrument to hand when
the need was greatest, and that its subsequent development is so
inextricably linked with that of the euromarkets as to make it
difficult if not impossible to disentangle the effects of the one
on the other. Beyond that, speculation as to what would have
happened had the syndicated credit not existed is probably of

little value.




Scope and structure of the paper

10 The Bank of England's International Financial Markets Group
has been compiling data on the syndicated credits market since
1972, with particular emphasis on information relating to market
conditions. The primary purpose of this paper is to make these
data and the statistics derived from them more widely available.
Its secondary purpose is to provide sufficient detailed
information on the construction and interpretation of the figures,
on the economic background to the market's development and on the
operation of the market to facilitate their use by those not
already familiar with them. It does not attempt to provide a
thorough theoretical analysis of the market or of the many
interesting facets of behaviour which the data highlight - largely
because of space constraints - nor does it explore the important

policy issues connected with banks' international activities.

11 The next three sections provide some of the basic background
to understanding the market and the International Financial
Markets Group's statistics: section II briefly describes the
operation of the syndicated credits market (both primary and
secondary) and is followed by an overview of the criteria used in
the compilation of the statistics - the details of which are set
out in the Annexes; section IV documents the development of the
market from its inception to date, outlining the economic
environment in which this took place. Section V contains the
bulk of the original material presented in this paper and provides
statistics - many of which have never been available before -
derived from the basic data. The final section offers a brief

assessment of the prospects for the syndicated credit.

12 The major part of the statistical information contained in

this paper is set out in tables 1 to 16, which are gathered

together at the end. Most of these contain time series of annual
and quarterly data for the full period 1972 to 1984, disaggregated
into nine geographical areas. The various charts presented in

the body of the paper are largely drawn from this information.




II OPERATION OF THE MARKET

13 Syndicated credits are loans arranged through a group of banks
and range in size from less than $1 mn to more than $5 bn, though
the majority of publicised deals are for amounts between $10 mn and
$200 mn; the minimum contribution of any one bank is rarely less
than $1 mn? The funds are almost always provided at a rate of
interest which varies over the life of the loan and is expressed as

a spread (margin) over a reference rate related to banks' funding

costs. The most common reference rate is LIBOR (London Interbank
Offered Rate) for the currency in guestion - typically US dollars -
though domestic rates such as US prime are a commonly available

option.

14 Servicing payments are made at regular rollover dates, which
most commonly fal' every six months - though one, three and twelve

month rollovers are possible. During the grace period, which may

typically be as much as half the life of a normal loan, only interest
payments are made; these are calculated by applying to the amount
outstanding since the previous rollover the sum of the spread and

the value of the refere .ce rate ruling at the previous rollover date
(although for some loans a slightly different procedure is followed

- see the section on US prime on pp 50 to 54 below). The loan is
amortised (that is, principal is repaid) in equal instalments

on rollover dates falling in the repayment period.

15 Although there is no standard fee structure for syndicated
credits, two main types of fee may be identified. The first are

one-off front-end fees payable to the lead manager when the deal is

signed: these are made up of a praecipium (a small percentage of
the total amount of the deal - almost always retained by the lead
management group); an amount to cover expenses; and underwritinag
and participation fees, reflecting the levels of each member of the
group's original commitments and final retentions. The second are

annual fees for the management group and other participants in the

form of a commitment fee on undisbursed commitments (or facility fee

for standby facilities) and, for the agent, an annual agency fee.

5 The structure of the market is examined in more detail in Section
V below, pp 33 to 36.




The primary market: putting together a syndicated credit6
{rdt) bidding for the mandate

16 The process of putting together a syndicated credit may be
initiated by either borrower or banks: the borrower may inform bank}
with whom it has regular dealings that it is in the market for funds
or its borrowing plans may be well-publicised generally; banks may
be looking for lending opportunities or acting on their own initiati’

by approaching borrowers thought to be looking for funds.

17 Once it is clear that a deal is in the offing, competing banks
will often approach the borrower with rival bids for the borrower's
mandate to arrange the deal. The bidding may be from single banks,
from groups of banks, or from small groups offering a club deal
(somewhat akin to the private placement of a security issue) which

would not require any further syndication.

18 At -this stage the borrower will normally have specified only th
amount it wants to borrow, the timing, and perhaps some idea of the
terms it expects. After appropriate analysis of the borrower's
creditworthiness, and having devised a syndication strategy, rival
bids will be submitted to the borrower specifying the terms on which
each bank or group of banks is prepared to approach other banks.

Of fers may be fully underwritten, in which case the lenders guarante|
that the full amount of the loan will be available, or only on a ’
"best efforts" basis, in which case the success of the deal depends

!

on its market reception. At subsequent negotiating sessions furthe
details of terms, fees, legal documentation and the syndication
strategy will be agreed, until the borrower is content to accept One€
offer and give a mandate to the lead managers to begin syndication.

6 For a more detailed exposition of the syndication process and
legal aspects of syndicated loans, Chase Merchant Banking Group |
(1981), McDonald (1982), Slater (1982) and UN (1983) are useful
sources. i
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(11) syndication strategy and management roles

18 It will normally take about two months from awarding the
mandate ("announcement") to signing the deal ("completion")?

As well as assisting the borrower in the preparation of an
Information Memorandum and the loan documentation, the lead manager
will contact perhaps hundreds of other banks looking for recruits to

join the management group or the general syndicate. Different

management roles are offered according to the amount each bank will
commit; those committing as much as the mandate holders may become
joint lead managers, while those committing less may be managers or
co-managers. Another role is that of agent (who will probably be
one of the mandated banks), who distributes the interest due to
participating banks and, if problems arise during the life of the
loan, handles all dealings between the borrower and the lending
banks.

20 The management group may then sell down part of their stake to
smaller participants in the market. Traditionally, perhaps 30-40%
of this stake would be sold down, although when market conditions
are difficult - as they have been recently, with many of the smaller
participants withdrawing from the market - it is difficult to sell
down any but the very best-rated credits. I1f, together with the
amount the management group has retained, more is raised from this

general syndication than is reguired, the lead manager may offer the

borrower the opportunity to increase the size of the loan, the
percentage sold down by the management group may be increased, or

participations may be scaled down.

21 Once the total amount of the loan has been secured and the
documentation completed, the deal will normally be sealed by a
signing ceremony and frequently marked by the publication in the
press of a "tombstone" setting out the main details of the deal and

the names and roles of the lending banks.

7 Table 6 presents some data on the average time between
announcement of a deal and its completion.
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The secondary market: transactions in existing participations

22 With the notable exception of transferable loan facilities - a
very recent innovation - which provide explicitly for secondary mark
trading, participations in syndicated credits are not designed to be’
negotiable: the banks who initially lend the funds are presumed to ‘
want to hold the asset until maturity. Nevertheless, some transfer/
of existing participations do take place. Details of transactions
and the amounts involved are rarely publicised, so there is no firm
evidence on which to quantify turnover in the secondary market i
(though it seems that the great majority of deals involve quality
loans). However, activity seems to be small in relation to the sto
of credits outstanding. Several large banks have recently develope

active asset sales programmes, which suggests that activity may be
increasing - or, at least, that secondary trading of participations
is becoming an explicit balance sheet management tool. There have
recently also been well-publicised reports that trading of claims on
troubled debtors has developed, but again such deals represent only
small fraction of the debt outstanding and tend to take the form of
swaps of claims on one troubled debtor for those on another.

e e i i

|

23 Sub-participations, as on-sold participations are usually .
called in the UK, have traditionally served three main purposes. {
First, they make space available in the balance sheet of the sellingg
bank for further loans and the fees which can be earned on them.
Second, they enable purchasing banks to build up a portfolio quickly
- this has been an important motivation for secondary market activit
by new entrants to the market. Third, they permit the “re-packagin‘
of loans. This often takes the form of "maturity stripping”: ?
on-selling as short-term debt an intermediate part or the remaining
portion of a longer-term loan. By altering the effective maturity

of the loan in this way, banks not wishing to take on a ldng-term

commitment are given limited access to the syndicated credits

market.

24 The motivations for the recently reported trading in claims on
troubled debtors may be rather different. Such trading may be more
dependent on differences between banks in perception of relative

risk, or be used by a bank to reduce the concentration of risk in it

balance sheet and so reduce its vulnerability to interruptions
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in debt servicing or to asset losses. There may be an additional
stimulus to such deals from differences between countries in
supervisory attitudes to provisioning and capital adequacy; and,

perhaps also important, differences in tax regimes.

25 An important problem with sub-participations is that their
eriforceability and legal status may often be open to question?

The only way to be sure that the sub-participant has full and direct
recours- to the borrower and that the original lending bank is free of
any obligation to either of them is to obtain the borrower's
permission for the transfer. This is not often done, either because
the original bank does not want to affect its standing with the
borrower or because the borrower might not be willing to see its
obligations transferred - and because of the costs involved (a new
loan document would be needed); sub-participations are therefore
frequently "silent"™ and so of uncertain validity. Of the four

main methods of transfer - substitution, legal assignment, formation
of a trust and equitable assignment (used when a sub-loan is
contemplated) - it would seem that only the first is fully watertight.
The potential for conflict was well illustrated by a case put before
the US courts tuwards the end of 1983 (byt subseguently withdrawn) by
Michigan National Bank of Detroit, which attempted to sue Citibank
(the original lending bank) over a $5 mn sub-participation in a Pemex

loan which was caught up in debt renegotiations.

26 Though the many complex legal issues raised by sub-participations
in existing loans remain largely unresolved, there have been moves
recently to allow explicitly in new loans for secondary trading in
participations. This, it is hoped, will circumvent the difficulties
noted above. Such transferable loan facilities (or transferable

loan instruments, depending on the precise format adopted) add to

the syndicated credit many of the tradeability attributes of
securities, and may if widely adopted bring about some convergence

of the euro-credit and europaper markets. As yet, however, this is
still an innovation and experience of its effectiveness is conseguently
limited.

8 Bray (1984) and Ryan (1984) provide up-to-date expositions of
the legal issues raised by sub-participations and the techniques
used in the market.
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I11 BANK OF ENGLAND DATA

27 The Bank of England's International Financial Markets Group ha*
been collecting and collating information on publicised syndicated
credits since 1972. The data are compiled from a number of source
these include the daily press, specialist weekly and monthly
publications, and any other form of public announcement. The
principal objective of this monitoring is to assess market conditio*
rather than to measure the level and direction of capital flows
precisely. For this reason, particular attention is paid to the
terms on which mandates are awarded and participation secured.

It is the date of announcement that is taken as the key reference
point (though information on completion dates is also recorded) whe

constructing time series of relevant magnitudes.

28 The criteria for inclusion of particular credits are described
detail in Annex 1; briefly, the credits must be new, publicised loa
made by groups of banks to residents or non-residents, which are 1n
currency foreign to the location of at least some of the lendlng ba
and which have an or191na1 final maturity of one year or more.

Creditor government ‘guaranteed export-related loans and foreign loa

(cross-border loans made in the domestic currency of the lending 1
banks) are excluded, as are standby facilities and other loans wher
there is strong evidence to suggest that the funds have not been

used.

29 The Bank of England is not t he only organisation monitoring th
market. Regular data on syndicated credits are also produced by |
others: the best known sources are probably the Organisation for |
Economic Co-Operation and Development (OECD) - whose data, together
with an analysis of market conditions, appear regularly in their
publication Financial Market Trends - and the Morgan Guaranty Trust
Company - who publish their data in World Financial Markets. The
World Bank (IBRD), who worked closely with the OECD in this area,

ceased their activities in 1981.

4_$

9 Until 1979, only loans of three years or more original final
maturity are included; before that date, loans of shorter
maturity were apparently of little importance.




30 Detailed comparison of the data produced by each of thece
organisations is difficult. First, only the OECD figures are baced
on loan completions, which are closest to the true measure of new
lending as would be given by drawdown data; ;he other compilers -

including the Bank of England - monitor announcements, so their data

may be viewed more as measures of the level of activity or buoyancy in
the market. Second, the definition of eurocurrency business is in
practice difficult to apply precisely and may differ between sources.
Third, there may be differences in the comprehensiveness of the data
collection undertaken by the various compilers.

31 These differences warn against using a combination of data from
different sources but do not suggest any easy way of assessing the
superiority of one over the others: higher totals, for example, do
not necessarily imply that collection is more thorough - they may
simply indicate a looser application of the eurocurrency definition
or the inclusion of some foreign loans. As the chart shows, however,
the broad trends indicated by the different sources are very similar
until 1982. For the last two years, comparison is complicated by

the different treatments accorded to the reschedulings and "new
money" packages for troubled debtors, whicht are excluded from the

Bank series shown below (but see Section 1V, p28).

Comparison of data sources 1372-1882
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Iv MARKET DEVELOPMENTS 1968-1984

3
d

The origins of the syndicated eurocredits market
(a) Development of the eu

32 The origins of the eurocurrency markets are sufficiently well
documented not to need extensive repetition here!1 Briefly, a
series of political acts and fiscal measures in the US (going back
at least as far as the attempt in 1948 by the US Treasury to block
the withdrawal of $20 mn of Czech gold from the FRBNY), the ;
significance of which was substantially increased by Europe's ‘
general return to external convertibility at the end of 1958, gave
increasing impetus to the use of the euromarkets. The ready and
growing availability of US dollars held outside the US, the oversea%
expansion of US banks - which were inhibited by domestic regulation*
and controls from rapid home-based expansion - and the growing 1
internationalisation of corporate activity created an environment ir

which the euromarkets could flourish.

33 During the eurocurrency market's early years most cross-border

bank lending - apart from foreign loans - was in the form of short-

term trade finance funded by short-term euro-dollar deposits, onlen{
at an agreed spread over a reference rate. There was also an activ
eurobond market, the development of which had been encouraged by th¢
US Interest Egualisation Tax (enacted September 1964 but retroactive
to July 1963), which imposed on any investor purchasing foreign bond
issued in the US a penalty amounting to about 1% over the prevailin¢
cost facing US domestic issuers. The chart opposite, drawing on da
presented by Park (1974), illustrates the speed with which this marh

expanded following that initial stimulus.

11 Useful surveys include Bell (1973), Clendenning (1970) and
Johnston (1983).
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(b) Syndicated lending

34 Although there is historical evidence of syndicated bank loans as
early as the 16th centuryl2 the modern concept of syndicated

lending has developed largely during the post-war period. Banks in
the US had begun to make medium-term loans to corporate borrowers in
the mid-1930513 having previously made short-term advances of

less than one year's maturity which were then renewed. While

several banks became involved in such business in the 1930s, demand
from the corporate sector for finance in this form was not substantial
before 1954. From that date - when the US tax authorities relaxed
the rules governing accelerated depreciation - there was a rise in
the demand for large-scale medium-term funds which in turn led to

the evolution of the agency syndication. In such syndications, the
financing was completed privately; the lead bank acted as an agent

(though it rarely received any agency or management fees) and took

12 Davis (1980) refers to the prevalance in the mid-16th century of
loans to governments by syndicates of banks from Antwerp and Lyons
with one agent bank which held the collateral.

13 The first corporate term loan is reputed to have been by First
National Bank of Boston to American Metals Company in 1934,
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%
the largest share as recognition of its status with the borrower. |
The participation reguest came from the borrower, not the lead bank:j
there was no concept of a mandate to a lead manager on the basis of

agreed terms and condition. The onus was on the corporate borrower:
to raise the funds and negotiate terms with each of the participant

banks separately.
1968-1971: The early years

35 There is no single, easily identifiable, first syndicated
eurocurrency credit. Rather, a number of (predominantly private)
syndications were undertaken during 1968 and 1969, similar in form ¢t
the $15 mn loan syndicated by the Bank of London and South America
(BOLSA) for the Hungarian Aluminium Industry, signed in June 1968]4
Until the late 1960s, banks did not appear to regard syndicated
lending as a continuing line of business but rather as a set of
specific, independent transactions, and the stimulus to its euromark
application is unclear. From 1969, however, with the establishment
in London of a number of international banks which combined merchant
banking skills with technigues developed in the eurobond market, the
appeared to be some change in banks' attitudes to syndicated
eurocurrency lending. The syndication process was still similar tc
the agency operation in the early years - involving a private
placement strategy - though lead banks were beginning to approach
other banks to form syndicates. (It was not until 1972/73 - as lc
size increased - that the private placement strategy was supplanted
an underwriting and syndication strategy.) During this period, a
significant role was played initially by the UK merchant banks - as
arrangers and as lenders making profitable use of eurocurrency

deposits - but it was the US money centre banks who attained a

dominant position.

36 Statistics for this period are scarce, not least because many
of the primary sources which are now available did not come into
being until the early 1970s; and the prevalence of private syndica’
meant not only that details of loans were often vague or unobtainabl
but also that it was difficult to determine whether a loan should

14 The funds were provided by BOLSA and eight other banks, and the
loan was guaranteed by the National Bank of Hungary [see Bickne:

(1969)].
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gualify as a syndicated credit. Low (1971) suggests that medium-
term euro-loans (of which syndicated loans were probably only a
part) were running at between $1 bn and $1.5 bn per annum until the
late 1960s, and McDonald (1982) estimates that new syndicated lcans
totalled about $2 bn in 1968. By 1970, however, we begin to reach
firmer ground as the sources multiply and the criteria applied for
inclusion become better-defined. The table below summarises the

. ] ¥
available information.

Syndicated lending 1968-1972

S bns
McDonald Park1 IBRD2 OECD Morgan 4 Bank of
Guaranty Engl and
1968 2.0 o 5 o o o .-
1969 e e 00 5 40 o
1970 o e 4.7 o 4.7 as
1971 8.6 3.6 4.0 R 4.0 .
1972 11.4 6.2 6.6 8.7 6.8 7.4

1 Park (1974) quoting Financial Times, 5 March 1973. The figures
quoted in this source for the stock outstanding ($30-$50 bn) are
clearly inconsistent with these data for new loans, and may relate
to a broader measure of lending.

2 Quoted in I'ennis (1984)

3 Quoted in Goodman (1980); the authors have confirmed the figures
for 1971 and 1972 in World Financial Markets.

37 Though the increase in activity over this period was relatively
rapid, the market's expansion was restricted because the customer
base was still dominated by the needs of US corporations; its
subseguent development was dependent upon a broadening of the customer
base to include sovereign, public sector and European corporate

borrowers.
1972-1975: advance and retreat

38 The years 1972 to 1975 encompass not only a period of continuing
rapid expansion and broadening of the syndicated credits market, but
also the first period of retrenchment, in the wake of the troubled
conditions in the eurocurrency markets - and in financial markets

more generally - in 1974. Bank of England data (which are used

15 It is sometimes difficult to establish the independence of early
sources of market data, though it is believed that all those

shown in the table are in fact based on separate compilations of
statistics.
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throughout the remainder of this paper) show a very rapid rise in
activity in 1973, continuing into early 1974 but sharply reversed i
later that year and stable - at about the 1973 level - in 1975, al
increasing share of business involved loans to borrowers outside thj
OECD area: a combination of increasing competition in the market,

tightening of exchange controls in some industrial countries and thj
emergence of substantial borrowing reguirements among the developinq
countries - which the syndicated loan proved ideally suited to meet |
- rapidly broadened the market. The second chart - which shows th
geographical breakdown in each guarter - illustrates this shift. 1
39 The latter part of this period provided the first real tests o‘
the resilience of the eurocurrency markets in general and of the |
syndicated credit in particular. Against a background of turmoil |
in foreign exchange markets following the failure of the Smithsonimﬂ
agreement of December 1971, and the generalised floating of exchangd
rates from March 1973, there were two major shocks. The first wasi
the sharp rise in o0il prices in the second half of 1973, the so-cal‘
"first oil shock", and the consequent disruption of the familiar ;
pattern of world capital flows. The second was the disruption in |
banking markets resulting from bank failures, the most notable and i
significant of these casualties being the Franklin National Bank ?
(which collapsed in May 1974) and Bankhaus Herstatt (which failed il

June of the same year).
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40 The effect of these shocks is evident not only in the levels of
activity but also - perhaps more significantly - in the terms on
which funds were made available, though there is little evidence of
any immediate effect of the March 1973 exchange market developments:
spreads continued their downward trend until the first half of 1974
and maturities did not peak until the third gquarter of 1973. The
downturn in average maturities in the fourth quarter of 1973 - the
start of a trend which continued well into 1975 - may owe something
to the uncertainty engendered by developments in both the foreign
exchange and the oil market: the o0il price rose by about 75% in the
second half of 1973 and jumped a further 125% at the end of that
year; but the evidence is not conclusive.

41 The clearest evidence of
effects on the market is,

Interest rates and maturities perhaps not surprisingly,
per oent yeurs provided by the aftermath of

28 - Matur ity (RH l1e) = . )
1) {ﬁ i iy the banking troubles in

mid-1974. For a brief

Bpreadx{B(L/H eonle) ) .

16 - -0 period, many banks' funding
was put under strain as

- Rt confidence fell - particularly

within the interbank market,

which is vital to euromarket
(S N activity]6 For some 4-6
—— . s el e weeks after the collapse of
q - -2 Bankhaus Herstatt, only the
strongest foreign and US

money centre banks could

aLJJllJlllllllJllJ.

1872 1872 1974 1975 raise interbank funds at

eGmonth SLIBOR-avg.ef deily ratee A L T Fildde Banks
simultaneously reduced their
placing lines with
correspondent banks, except those of egual status. Outside this
circle there was substantial tiering, with premia as high as 2%
being faced by Japanese and Italian banks and certain smaller

banks which relied heavily on interbank funding.

16 The operation and significance of the international interbank
market are discussed in BIS (1983b).
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42 An important factor in the pricing on a syndicated credit is the
return reguired by the marginal bank the management group aims to

attract as a participant, so the prevalence of tiering inevitably

put upward pressure on spreads - even though some banks could still
fund themselves at normal prices. As the chart17 overleaf shows, !
spreads continued to rise until the first half of 1975 and did so {
for all groups of borrowers. Most significantly, the lowest spread

18

on syndicated credits went above 1% and did not return to its i
previous level of 0.5% until 1978. 4

43 The cutback in lending and the stabilisation of terms in 1975
indicate that equilibrium had been re-established but in a much less
buoyant market. It is tempting to characterise this period as a ?
"lenders' market", given the short maturities and high spreads f
(although "intermediaries' market”™ might be more appropriate, as it |
was the banks who benefitted from this); but a more accurate
description would perhaps be one of general caution on the part of
banks, who did not want to risk over-extending themselves. The )
higher spreads doubtless gave them the capacity to strengthen their |
resources and deflected the criticism which some had been making |

that margins were imprudently fine.
1976-1978: consolidation and recovery

44 The next three years witnessed the recovery of the market, wittl
the resumption of rapid growth in the level of announcements to tot:
$€65 bn in 1978 against only $20 bn in 1975. Continuing the patterr
established in the second half of 1974, non-OECD borrowers
predominated - with about 60% of the market.

il

1
i

S s

]

45 This period was characterised by weak corporate demand for cred
in domestic markets (which did not begin to revive until 1978) and
faltering world economic recovery, accompanied initially by !
increasingly large balance of payments financing requirements. Th¢
widening of the OPEC surplus in 1976 was reversed in the following
year, but more than offset in its effects on euromarket liouidity b}

the increasing US deficit.

17 1In this and subsequent charts in this section on general terms,
the spread and maturity data are averages for all borrowers
(see Tables 13 and 15); LIBOR is the quarterly average of
daily rates of 6 month $ LIBOR (source: OECD).

18 See Section V, pp 45 to 48, for more detailed information.
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46 This economic background provided a dual stimulus to banks'
international activities. First, the shortage of domestic credit
demand encouraged commercial banks to seek profitable lending
opportunities outside their domestic markets; these they found, and
they were able to increase the share - and diversity - of
international assets in their portfolios, both because a growing
number of sovereign borrowers were entering the market and because
the economic policies pursued in many developing countries encouraged
foreign borrowing by their residents. Increasingly, developing
countries' efforts to reconstitute their depleted reserves were a
further important source of demand. Banks' appetites were whetted
further by the speed with which some debtors improved their balance
of payments and reserves positions during 1977 and 1978. Second,
the rapid growth of liquidity in the market - particularly in 1977
and 1978 - made it easy to fund such lending at competitive rates;
indeed, it is tempting to conclude that the rapid growth in lending

was supply driven in these years.

47 Although there was substantial demand for new funds, very few of

those wishing to borrow could be regarded as good risks. Thus, with

banks seeking to increase their international lending, there was
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intense competition initially for the limited number of quality
assets available and then for other assets. This emerged first in

improved terms for OECD borrowers (especially the spreads they coul‘
obtain, which fell sharply through 1976 and 1977) and later in more

widespread reductions in cost and marked lengthening of maturities.
The broad effect of this competition was to produce generally
favourable terms: by the end of 1978, spreads were as low - and |

maturities as long - as in the period immediately preceding the 197

crises. With the easier conditions, borrowers were also refinancij
previously contracted debt: the penalties for prepayment, which ha
been negotiated when an outright "borrowers' market" was not

foreseen, did not present an obstacle to this process (which has 4

recently again become relatively common). ;
|

Spreads: differentiation

Interest rates and maturities
between arsas

RIS .,
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20 - - 19 3 - ]
|
Spread xiIB(L/M soale) EHEAY B - “
18 - [ ]
2 -
2 - [
ORE= .
-’—\\\\-——.”I i =
LIBOR (LM ale)
Al scale £ o8

L
1876 1877 1078 1976 1877 1878

v Dog s SRR kit SR S |
|

Ji%

!
48 The differences in the timing of the improvement in conditions:
are most evident in the average spreads facing borrowers: average z
maturities showed little systematic variation between areas during
this period. As the chart shows, a sharp differentiation emerged
during 1976 between the spreads typically obtainable by OECD borrow

and those offered to developing countries - which remained broadly

e T
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unchanged until the second half of 1977. By comparison with the
early 1980s, however, when there was a persistent divergence of terms
faced by different groups of borrowers, this differentation was
lessened by the subseguent rapid reduction in spreads faced by
developing countries and amounted to only about 1/4% point by
end-1978.

49 While conditions during this period may be characterised aptly as
constituting a "borrowers' market", there was also the beginning of
some prudential concern over the soundness of the financial position
of some debtor nations and over banks' abilities to assess and cope
with country risk; 1low spreads, too, were again raising questions

as to whether banks were obtaining a return adeguate to build up
sufficient reserves against the potential risks they faced. These
concerns, however, do not appear to have had any noticeable effects

on the volume of business or on general market conditions.

1979-1981: the second o0il shock and some early casualties

50 While the syndicated credits market was not directly under strain
during the years 1979 to 1981, the attendant economic and political
climate became increasingly unfavourable to rapid increases in
lending, though banks in the major industrial countries still wished
to expand their international business - particularly as corporate
demand for domestic credit remained weak - and found no shortage of
demand for international loans. Foremost amongst the economic
factors affecting lending were those stemming from oil market
developments, with the doubling of o0il prices during 1979 and

into 1980. While this had the immediate effect of sharply
increasing the level of borrowing by oil-importing countries to
finance their actual and prospective current account deficits, it at
the same time brought about a strong policy response in the developed
countries. This was influenced much more strongly than in 1973/74
by a preoccupation with the containment of inflationary pressures,
and was evidenced in many countries by tight monetary policies. By
1981 the world economy was moving rapidly into sharp recession; and
non-oil commodity prices, important to may ldcs, began to fall.

Compounding the oil shock and these consequent developments were
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political upheavals in Iran from 1979 and in Poland from late
1980, which forced upon bankers the realisation that sovereign
lending was not always free of significant risks; and debt
difficulties in much of the East bloc - though most notably in |
Poland. The US authorities' efforts in 1979 to freeze all Irani&
assets denominated in US dollars was a significant shock to the

markets, which had for long disregarded the possibility of this ti

of action.

51 In conjunction with these events, banks' perceptions of risk
which had perhaps been overmuch influenced by the relatively good‘
loan-loss experience of previous years - were beginning to changei
As a conseguence, banks became hesitant to increase their exposur‘
certain areas, particularly to those countries perceived to have
vulnerable external positions. Smaller banks - for most of whom
syndicated lending has perhaps always been a fringe activity - bay
to avoid involvement in new loans to these countries and the broal
sharing out of syndicated loan participations became increasinglyq
difficult, leading in some instances to the employment of differed
lending technigues and the development, for instance, of "club
loans™ - whereby small groups of large banks took up an entire loj
themselves. This began to be reflected in the levels of new
business: not only did the rate of increase in new lending durimé
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1979 and 1980 fall back from that of the previous two years, but an
increasina proportion tended to be raised by prime customers, mainly
OECD borrowers. This trend continued into 1981, though the ficures
for the latter part of the year are - perhaps artificially - inflated
by the $35 bn committed in standby loans associated with oil

company takeover activity in the US at the time.

52 At about this time, there was also growing official concern over
banks' exposure to international risks. This was exemplified Ly
the Japanese authorities' action in virtually halting (from October
1979) the participation in syndicated loans of Japanese banks and
their foreian branches; and other G10 countries also considered

ways of introducing greater caution into banks' international lercing
policies. There was, in short, a growing belief that the lower
rarains on which loans to many countries were beinag extended did not

now adecuately reflect the risks.

53 One result of this cautious atmosphere was a fragmentation of the
market. Prime customers were actively sought, with major OECD
borrowers in particular able to borrow at spreads consistently lower
than for any previous period and at slightly longer maturities.
Meanwhile, borrowers within the

newly industrialisinc countries

Intsrest rates and maturities (NIC) and other non-oil
per cent yeare developing countries (LDC)
28 - - 18
Matur ity (RH scale) groups found that they could
= N A
................. x%, ‘,//\\ not for long borrow at spreads
. -
16 - /ﬂ\ ;{T ........... ) \' o below 1%: in the tighter
i P &3. ‘7 & conditions which they faced,
/ N iy 14 1 ’
(2% = / ) =18 some cou only gain access to
’
_'-—’ LXR;RLN.,u., the syndicated loan market by
accepting higher spreads and
0 = - 4 e
shorter maturities and frorm
2 Bpreal sIMCEAacerad mid-1980 spreads - for NICs
4« - -2 especially - were movina back
A towards 1 1/2%. The arowing
S L TR ) T eI S e S fragmentation of the credits
1979 19880 1901

market is further evidenced by

the widening disparity between

highest and lowest spreads]9

19 This is covered in more detail in Section V, pp 46 to 48.




26

54 This period, then, saw the end of the general borrowers' mark
of 1977/78; but there was little evidence of a general tightening
in conditions, with spreads for borrowers in aggregate remaining
constant and little overall tendency for loans to be arranged at
shorter maturities. Rather, there was a growing divergence betwe{
the borrowing conditions faced by prime names (usually in industri;
countries) and less-favoured customers (in non-o0il developing
countries). Also, when market conditions seemed to be worsening .
particularly through the first nine months of 1980 and in the seco;
half of 1981 - this was reflected at an aggregate level in shorter

maturities rather than in higher spreads.

55 At a disaggregated level, there are some interesting contrast
in market conditions. The charts below show the amounts raised a
average spread paid by East bloc and Latin American countries over
this period, although they cannot make clear the experience of the
individual countries. East bloc borrowers all faced fairly stab]l
spreads throughout, and at levels substantially less than the
average they paid in the preceding three-year period, up to the
point at which each in turn withdrew from the market - the only
exception being Poland, whose final borrowing (in 1980 Q3) was at«
spread of 1 1/2%, some 5/8% point higher than its previous norm, &
lies behind the sharp peak in the chart. By contrast, Letin
American borrowers were able to raise increasing amounts: from th
second half of 1980, though, several - notably Brazil - needed to
concede much increased spreads, Brazil's rising from around 1% for

East Bloc - Latin Rmerica
Per cent Per coent
1.5 - - 1.3 1.5 - - 1.9
Spread
1 - -1 l-\sp/'"d\/’\/\-l
S - - .3 S - - .9
$ bns $ bns
2 - -2 10 - - 18
IS = - 1.5 e - -0
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1979 and early 1980 to more than 2% throughout 1981 in a deliberate
effort to sustain inflows from the banks. This is not fully
evident in the chart because some important borrowers - especially
Mexico and Venezuela - were still borrowing at low spreads. These
latter countries' oil wealth was doubtless a contributory factor to
this difference.

1982-1984: debt crisis and its aftermath

56 The pressures created by the second oil shock and the subsequent
world recession came to a head for many countries in 1982.

Developing countries' prospects had been set back by slower world
economic growth following the o0il price increases in 1979/80 and the
subseguent concentration in the industrialised nations on anti-
inflationary policies. This made unsustainable the development plans
they had made and the success of which was crucial to banks'
willingness to continue to increase their exposures to them. More
particularly, the cost of servicing debt - much more of which was

now at floating rates - had risen sharply as the altered stance and
technigue of US monetary policy in late 1979 raised dollar interest
rates to levels not seen for many years. This meant that
substantial net borrowing was needed simply to cover interest
service on existing debts, at a time when the suddenly altered
prospects for growth discouraged ambitious plans and made banks
reluctant to lend sufficient to provide the anticipated net resource
inflows.

57 Market confidence had been shaken by the worsening economic and
political conditions in Poland from 1980/81 and difficulties in a
number of other CMEA countries. It was further affected by the
emergence of debt servicing difficulties in Latin America. The
first indication of problems came in Argentina, which by early 1982
was already in difficulties. The South Atlantic crisis in April
1982 and the associated freeze of Argentine assets by the UK
authorities (with a reciprocal freeze of UK assets by Argentina)
appears to have affected its debt-servicing capacity - and perceptions
of it - further, despite Argentina's expressed willingness to honour
its financial obligations. This first sign of problems encouraged
banks to look more closely at other of the major borrowers in the
region, with the main effect that other Latin American countries

found access to international bank credits more difficult and
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expensive - evidence of what the BIS calls the "regionalisation
syndrome” (BIS 1983a, p 126).

S8 A further blow to market confidence (and one which effective)
marks the beginning of the debt crisis) was the sudden and unexpec|
suspension of external debt servicing by Mexico in the late summey!
of 1982 - precipitated by a massive flight of Mexican capital to t
US, against a background of a weakening oil market. The crisis
partly attributable to Mexico's recourse over the preceding year o
two to short-term finance, in order to avoid the more onerous tern
which would have been necessary to obtain longer-term bank loans
(the mean average maturity of its borrowings had fallen from a pe
of 5.9 years in 1979 to only 2.5 years by 1982) and the erosion of
bankers' confidence in the Mexican authorities' ability and
willingness to adjust their plans in the light of economic
developments. Borrowing subsegquently became more difficult for a
number of heavily indebted countries around the world; particulay
in Latin America, where several major debtors had, like Mexico, c
to rely increasingly on shorter-term borrowing and had extremely

large gross financing needs.
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59 The effects of these various crises on the volume of lending are
vividly illustrated in the chart opposite: the gquarterly level of
"spontaneous"20 syndicated lending fell dramatically after the

first half of 1982 and continued at a very subdued rate throughout
1983 and 1984. Although the proportion of loans raised by OECD
borrowers did not change significantly, it is noticeable that both
Latin American and Eastern European borrowers virtually disappeared
from the market as takers of "spontaneous" credits, though the latter

have returned to the market during 1984.

60 In analysing the market during this phase, the so-called
"unspontaneous” lending to those debtors involved in reschedulings
presents particular problems. Such lending 1is clearly not of the
same kind as normal market loans, because the deals are not syndicated
freely in the market but are

Interest rates and maturities
arranged with a predetermined

per cent yeoare
2e - - 18 group of banks for predetermined
. amounts based on banks' existing
exposure. Nevertheless, the
= Iy Maturity(R/H scale) e . .
‘\\m : o ’ deals share many characteristics
"""" '"\<m““ e % ;5 of normal syndicated loans
12 - —q - § . .
\\ LIBOR(LA sonle)s \\ and may affect normal activity
= \\__,/“‘-"‘ * in the market - by reducing
g = . banks' capacity for other
business. They therefore
; Sprend x18(L/H scale)
cannot be disregarded. Even
9 = -2
when they are included,
. however, the downturn in the
o Lo T L O T | - TR s market is still evident?'

20 The term "spontaneous" relates to loans syndicated normally in the
market; it is used to distinguish such loans from those forming
part of the financing packages for troubled debtors in which funds
have been provided - largely on a pro rata basis - by existing
lenders.

21 Because both reschedulings and "new money" packages result in
gross new lending (though only the latter in net new lending),
both are relevant and so are identified separately from normal
market lending in the chart opposite. Full details of the
amounts involved are presented in tables 3A and 3B; they are not
included in any of the other tables or charts in this paper,
nor are the terms of the deals included in the calculation
of averages contained in tables 13, 15 and 16. Reschedulings are
put onto a basis roughly comparable with the normal data by
allocating the amounts as far as possible to the quarters in which
the postponed amortisation payments would have fallen; "new

money" packages can be treated in the normal way.
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61 The effect of these difficulties on general market conditiong
appears to have been only short-lived, with the increase in averaq
spreads in the latter part of 1982 reversed in the first half of
1983 and no clear evidence of shorter mean final maturities.
Underlying the pattern of loan volumes, spreads and maturities

during this period, however, is an increasing tendency for the
syndicated loans market to become a source of funds only for more-
favoured borrowers. This is well illustrated by the relative
stability from the start of 1982 of both average spreads and mean
final maturities for those borrowers still having access to the
market. There is even some indication that, from mid-1983,
conditions were beginning to improve slightly for such borrowers,ﬁ
with spreads falling and maturities lengthening.

62 The decline in the volume of new credits also reflects the

increasing receptiveness of longer-term capital markets to borrowe
from the main industrial countries. This is evidenced by increas
foreign and eurobond issues and by the growing popularity of float
rate note522 - many of which are held by banks - which may be seer
as increasingly competing with the syndicated loan market. This ﬁ
securitisation of euromarket activity is touched on again in Secti
Vi1, for it is a development which raises important guestions about

future of the syndicated credits market.

22 See Ramsden (1984)
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\Y FEATURES OF THE MARKET

63 The previous section gave a broad overview of developments in the
syndicated credits market from 1968 to 1984 and the economic
background against which they should be set. This section precsents
further statistical information on the market, illustrating acspects of
behaviour in it and showing in more detail the information which may
be drawn out of the basic data. It looks first at measures of
activity in the market, at the structure of the market in terms of
loan size, at the stock of syndicated credits outstanding and at the
growth of syndicated lending compared with that of bank lending as
measured by the BIS; it next presents information on the involvement
of different nationalities of bank as syndicate manaagers, and finally
discusses various aspects of loan terms and the several pitfalls to be

avoided in their interpretation.

64 The data which lie behind the charts in this section are
generally to be found in the tables; where this is not the case, they

are as far as possible consistent with them.

The scale and structure of market activity

(a) Levels of market activity

65 The preceding discussion of the developrent of the syndicated
credits market has concentrated solely on the gross levels of
borrowing, in nominal dollar terms. While this is clearly an
important maanitude in the context of financing needs (an additional
measure relevant in this context is the level of borrowing net of
repayments, which is discussed below), it is not a particularly
useful measure of market activity because of the influence on it of

chanoces in prices.

66 The choice of appropriate measure for market activity is by no
means straightforward. One obvious candidate is a borrowing series
from which the effects of price changes have been removed, ie one
expressed in constant prices. This then raises the far from trivial

issue of the choice of price deflator: should it be export or import

prices, a domestic price series or some other? Should the prices be
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cyclically adjusted or not? Should some composite index be used?
Another possibility is simply to look at the number of deals, whic
miaht be thought to be unaffected by price changes (but there is
evidence - presented later - that this has not in fact been the
case). A less obvious measure, but one which might be important,
would be the number of separate participations or the number of

banks involved in syndication.

67 The chart below illustrates two of these possibilities: the
of aross new borrowing expressed in 1980 dollar prices (the defla{
used is the IMF's series for world export prices); and the numbe,
of loans announced. It is immediately evident that these two
measures do not tell the same story throughout the period: the
1973/4 surae is much less pronounced when measured in terms of
number of loans, and the subseauent increase in activity much more
stronaly trended. The marked diveraence between the two measuresg
in the period 1978 to 1980 is particularly noticeable and is of
course reflected in similarly marked changes in the average size

Number of loans and announcements at 1988 prices
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23 Discussion of these and related issues can be found in Briault
(1983).
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loans; this point is discussed shortly. On both measures, though,
the level of activity since 1982 is as subdued as in the post-1974

slump.

(b) Loan size distribution

68 An aspect of the syndicated credits market which has so far only
been mentioned in passing is its structure in terms of the
distribution of loan sizes. It was noted in Section II that
publicised loans have ranged in size from as little as $1 mn to more
than $5 bn, but that most loans fell between $10 mn and $200 mn.
Though the sizes of loans are not perhaps of vital importance in
understanding and analysing the market, and there are doubtless many
small loans which are (because of their size) unpublicised, the loan
size distribution for publicised deals and changes in it over time are
nevertheless of some interest: for example, the average size of loan

has shown some marked fluctuations - as the chart opposite implies.

69 An important point to note at the outset is that the loan size
distribution is very skewed: for instance, the interquartile range -
that i35, the range when one gquarter of the loans have been discarded
from each end of the distribution - is typically twice as large as the
median loan size and the largest loans regularly exceed ten times the
size of the average loan. This skewness makes it difficult to find
simple measures which reliably indicate the shape of the distribution
and changes in it; for example, very large loans, though infreguent,
can have a substantial impact on the average and so distort this
statistic as a measure of variations over time in the general shape of
the distribution. When examining a period as long as 1972 to 1984,
during which prices increased threefold, it is also important to
isolate real changes in the size of loans from those which merely
reflect increases 1in prices. For this reason, the data examined
first have again been deflated by the dollar price index of world
exports.

70 The statistics presented in the charts overleaf provide a
number of measures of the shape of the loan size distribution.
First, two measures of average loan size: the mean and the median;

next, two measures of the range of loan sizes, chosen to identify
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the core of the market and exclude the extremes: the interovartil,
range, and the interdecile range - similar to the interouartile

range, but with only 10% of the loans discarded from each extreme;
finally, the Gini coefficient, which provides a broad measure of tj
extent to which the distribution diverges from ecuality of loan =i,

in each period?4
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71 Taking the measures of averace and range first, the years cov|
can be divided into three periods: - 1972 to 1975, during which all
measures rose sharply to a peak towards the end of 1973 and fell

back abruptly to their initial levels; 1975 to 1978, which saw soO
increase of the size of the measures (rainly in 1975); and 1978

onwards, when averace loan size and range of loan size declined to
levels as low or lower than those seen in 1975 - much of the decli
taking place between 1978 and 1980. The dampening effect of the
difficulties is very evident and, while some recovery in averaae !
size and rance of size did take place, the very high values reache
the buoyant conditions of 1973 have not been achieved again. Thel

is evidence of relatively areater stability of the measures of ran

24 The construction of the Gini coefficient and its limitations aS
measure of ineocuality are discussed in, for example, Sen (1973)
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from the late 1970s onwards, when the market had reached maturity, but
no similar pattern is evident in the measures of average loan size.
1e Recent events have reduced the sizes of deals in nominal as well as

real terms.

72 There is little sign of similar variation in the Gini coefficient
2 Indeed, apart from the peak in 1981 Q3 (a result, as is the

‘ corresponding peak in mean loan size for that gquarter, of the oil
"jumbos" announced then), there is no obvious systematic variation
from 1976 onwards. Something of the 1972 to 1975 cycle is evident,
as is the impact of the increase in range and average size of loans in
the recovery period following the 1974 crisis; beyond that, the

coefficient has no clear trend.

73 The Gini coefficient cannot, unfortunately, distinguish between a
wide variety of sources of inegquality; and there is no direct link
between it and the other measures so far discussed. Nevertheless,

E some interesting features of the market can be highlighted by

comparison of the measures. Such comparison suggests that, during
the initial "loan rf_ze" cycle, the increase in average size and
range of size was & .2flection of an upward extension of the loan
size distribution rather than a uniform increase in loan sizes at
all levels of size - for the latter would have had no effect on the
Gini coefficient. Similarly, the lack of reduction in ineguality
during the 1978 to 1980

Loen <ShaeE period suggests that the

market was being affected

Sane
08 - - 389 uniformly - loans of all
" A vriainti sizes were being scaled
1 down, in real terms.
74 Most interesting,
Sou however, is that all the
measures of mean and range
to were little changed in
11} nominal terms between 1978
gl and the first half of 1982;
b and, as just noted, the Gini

\
he /Av/1:::::::;}:’\/F\\dij-\V/ coefficient was also stable
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all points to some standardisation of the nominal size of deals fr@‘
1978, despite the 50% increase in prices over the period. While!
this may just reflect a reduction - at a rate equal to that of prid
increases - in borrowers' real financing needs, it is difficult nof
ascribe it to some form of money illusion. Further support for tp
thesis can be found in the deciles and quartiles themselves (rather
than the difference between them): apart from 1972, there is litt)|
other than small, apparently random, variation in the nominal valuJ
of the first decile and guartile, but - until about 1978 - a markeJ
trend in the values of the third guartile and ninth decile. From’

then until the latter part of 1982, as is evident in the chart, theH

: . DY ; ; : 25 !
is no significant variation in these measures. (1

11
|

(c) The stock of syndicated credits and net syndicated lending

75 Two further indicators of the scale of syndicated lending are
particular interest. These, because of the methods used in their
calculation, are conveniently described together: the stock of
syndicated credits outstanding; and the net level of syndicated
lending (that is, taking account of repayments of existing credits))

The latter is most conveniently dealt with first.

76 First, a note of caution. Unlike bond issues, where the prec
timing and amount of coupon payments and redemptions are known at t
outset, it is not easy to discover when syndicated loans are to be
repaid or whether they already have been - or, indeed, whether they
were ever drawn down. While the-gnnouncement and completion or ‘
signing of deals are well publicised, the use and repayment of the
funds committed by the participating banks is usually known only to
those directly involved in the deal. It is therefore necessary, i
deriving a series for net lending, to estimate the level of repaym
on the bésis of the information available at the time each loan is |
originally negotiated. Grace period and final maturity will be
known, so it is possible - once one has determined the drawdown dat

and the frequency of amortisation payments - to derive a hypotheti
repayment schedule for each loan. These can be added together to

25 The ninth decile of the loan size distribution is particularly
susceptible to random fluctuations - of as much as $50 mn - |
because of the bunching of amounts around multiples of $50 mn !
the range at which this decile typically falls. Taking this
into account, it showed no significant variation in nominal te

from the end of 1977 until the second half of 1982.
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give a series for repayments of all loans included in the
announcements series, enabling the calculation of figures for net
lending.

77 Tables 7 to 9 present estimates based on'the Bank of England
announcements series. The estimated drawdown data in table 7

assume drawdown one month after completion or - if no completion date
is known - four months after announcement. The implied syndication
time for these loans is therefore three months, somewhat longer than
the average for those for which this statistic is known (see table 6):
it is a reasonable presumption that absence of known completion dates
is likely to be associated with deals which prove difficult to
syndicate. Table B shows the repayments calculated on the basis of
the drawdown estimates in table 7 (amortisation is assumed to occur in
egual amounts at six-monthly intervals during the repayment period)
and table 9 the resultant series for net syndicated lending.

78 An estimate of the stock of syndicated credits outstanding can be
calculated from the information in table 9 simply by cumulating the
figures for net lending; the results are shown in table 10. It
should be noted that these figures are based only on loans announced
since the start of 1972, and so will understate the true stock - but
by increasingly small amounts - just as the figures for net lending
will overstate the actual amount to the extent of the repayments of
pre-1972 credits. But the amounts involved are, on any reasonable
estimate of the levels of borrowing before 1972, small and can for

practical purposes be ignored beyond the mid-197Os?6

79 Also omitted are the recent reschedulings and 'new money' loans.
The new money loans are, of course, net additions to the overall stock °
of syndicated lending and have yet to reach their repayment periods, _
so they can be added in as they stand. The reschedulings, on the
other hand, do not result in any net new lending but simply postpone
the repayment of existing loans. Nevertheless, they too need to be
added in to obtain a measure of the total stock of syndicated credits

outstanding: to the extent that it is existing, recorded credits

26 This factor is allowed for in the next section, where a more
precise estimate of the level of the aggregate stock in the years
1973 to 1976 is of some importance.
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which were rescheduled, the estimates in table 10 reflect their
repayment - which did not actually occur; and to the extent that
is unpublicised credits or lending not in syndicated form which y
rescheduled, it has become both publicised and “"syndicated" throy
the rescheduling process. If all these reschedulings and new mo
loans are added, the stock of outstanding syndicated credits may
amount to some $400 bn, of which a little less than $25 bn represg

0il jumbos from 1981?7

80 The data on aggregate net flows shown in table 9 do not add
significantly to the information already presented above on markef
activity: as the chart in the next section confirms, there were
clear surges of activity in the early 1970s, the late 1970s and t“
early 1980s even when repayments are taken into account. Rather

more interesting, however, is the disaggregated picture, particu]
when it is looked at in real terms (deflating, as before, by wor]
export prices). This shows, for example, that - apart from some}
net increases in 1978 - the real stock of credits outstanding to
borrowers in the major OECD countries was falling for most of thel
period 1975 to 1980; and that the o0il exporters have intermitten¥
been making net repayments in real terms since 1974. Also of
interest is the experience of the groupings whose members have

encountered difficulties in servicing their debts. In nominal
terms, for instance, net borrowing by east bloc countries ceased h
1981; 1in real terms, there was a noticeable decline in their resa
outstanding syndicated borrowings in 1977 and 1980 too, with net
borrowing (1980 Q4-1981 Q2) in only three quarters from the firstp
quarter of 1980 to date. Net borrowing by developing countries
was, in real terms, close to a standstill for at least two guart
around the end of 1979 and start of 1980. But, given the nature‘
these data and the way in which they have been calculated, it is j

probably unwise to relate them too closely to balance of payments

developments at the time.

81 A final word is perhaps called for on the general relevance
the stock data to other aspects of euromarket activity. Becausg
the nature of a syndicated credit, with its regular rollovers ang
periodic adjustment of interest rates, the stock of syndicated

27 By way of comparison, Orion Bank (1984) gives an estimate of
stock of international bonds outstanding at end-198? of about
$300 bn; this has probably increased by about 15% in 1984.
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credits is probably an important determinant of the level of activity
in the international interbank market, which is in effect the money
market for international business. However low the level of new
lending activity falls, there will for some years be a substantial
volume of syndicated lending which must be funded; and it is to

this stock, rather than the gross new flow, that we might expect the
level of interbank activity to be linked.

(d) Comparison of the growth of syndicated lending with that of BIS
data on net international bank lending

82 To conclude this review of the scale and structure of market
activity, it is perhaps helpful to put it in the more general

context of banks' total lending activity. Syndicated lending
represents only one of a variety of channels for international

banking flows, and its relative importance has undoubtedly varied
considerably over the life of the market. This section attempts to
assess the scale and timing of these changes, by comparing estimates
of net syndicated lending with BIS data on international bank lending.

83 The BIS data on international bank lending are compiled from data
submitted to them by national authorities within the so-called
"reporting area", which has expanded over the years and now includes
not only the G10 countries but also some whose banks play only a small
role in international lending?8 These data comprise, in essence,

the stocks of assets and liabilities of banks making statistical
submissions to these national authorities?9 The BIS data therefore
capture actual lending by banks in the reporting area, whatever form
it takes (subject, of course, to the bank reporting requirements which
underlie the national submissions - which in some cases exclude
important items such as banks' portfolio investment). Thisis in
sharp contrast to the data from the syndicated credits market; for,
as discussed above, the latter do not relate directly to the use and
repayment of funds. The stock data, and net lending data, presented
in the previous section are estimates of syndicated lending, whereas

the BIS data are recorded levels of actual lending, in many forms.

28 Details of the coverage of the BIS data can be found in BIS
(1984), which also notes the reasons for the various breaks in
series.

29 The IMF has recently also begun to publish data on bank lending;
these are more comprehensive in their coverage than those of the

BIS, but not available for such an extended period.
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84 With this general caveat in mind, we can compare the growth of
the stock of outstanding syndicated lending as estimated from the
Bank's statistics (table 10) with that of banks' total lending as
recorded in the BIS statistics. The most fregquently used of the
several relevant BIS series is probably the BIS series for total nef
international bank lending?0
which affect the data (these occur at end-year in 1977, 1978 and
1981, and at end-March 1983) by rescaling earlier data to the new
level at the break; this preserves consistent growth rates across

the break point. The Bank series on the stock of syndicated

q
1
i
1
|
|

Allowance is made here for breaks

credits is also amended, to allow for the amounts borrowed prior to
1972 which are not included in the Bank series. Drawing on the
information presented on page 17 for the early years of the market,
borrowing of $1.5 bn, $4 bn, $6 bn and S5 bn is assumed for the
years 1968 to 1971; stock data have been derived by applying to
these amounts a repayments profile similar to that implied by the
1972 data. Recent reschedulings and new money loans, as indicated
in table 3, are also included; the 1981 o0il jumbos are excluded,
because a large proportion of these loans represented domestic
lending by US banks to US corporations = which would not be capture
by the BIS figures.

Growth Rates of Lending 85 The chart makes use

of these two series to

per oont
o - -00 compare the growth of the

- & syndicated credits market
- -78

- = with the overall growth of

Syndicated lending i | .
es - -8s banks' international 1lendin
. s and shows the year-on-year

- - growth rates of both the BI
.- =40 net series and the outstand
. -2 syndicated credits series.

- - The BIS series starts in 19
20 - -2 Q4, so the chart begins in |
o ¥ 1974 Q4; but it still cap-|

- e e tures the end of the initiz

|
® 1874 70 0 e o2 100¢° surge in euromarket - and,

in particular, syndicated }

30 It should be noted that 'net' is used here in a sense different}
from that used earlier in the context of syndicated lending, wh
it meant 'net of repayments': this BIS series nets out estimat

double-counting resulting from the redepositing of funds betwee‘

the reporting banks themselves. i
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loan - activity. Also evident is the rapid relative growth of
syndicated lending in the late 1970s and, again, in the early 1980s
(even without the 1981 Q3 oil jumbos).

86 One conclusion to be drawn from these results, which it is
perhaps worth noting before moving on, relates to the possible value
of data on syndicated credits as a leading indicator of the BIS
series. BIS data are published only after a considerable delay,
usually some four months, whereas syndicated credits data can be
obtained immediately and - if it is an announcements series which

is used - some months prior to the actual use of funds. It might
therefore appear to be possible to anticipate the BIS data by as
much as three guarters in this way. However, even allowing for the
inevitable imprecision of the figures which would be obtained
through the syndicated credits route, the historical data indicate
that the divergence between the growth rates of the two series is
too variable to offer any reasonable chances of success of this as a
short-term forecasting technigue. The recent trend towards
securitisation of international lending may well have increased the
divergence, to the extent that such lending is captured the BIS
series.

Banks' involvement as managers of syndicated credits

87 An important aspect of the development of the syndicated credits
market, but one which is not often discussed with any precision
because of the lack of hard data on it, is the way in which the
involvement in the market of different nationalities of bank has
evolved. A commonly noted feature of the rapid expansion of the
market has been the shifts over time in the nationalities which have
been particularly active. Indeed, some commentators on the
euromarkets give significant weight in their analysis of the growth of
the market and of the competitive pressures within it to the changing
pattern of involvement and, in particular, to the timing of the entry

of new groups of bank into the market?1

31 See, for example, Goodman (1980) and Llewellyn (1979), (1984).
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88 In the context of euromarket activity more generally, it is g
course possible to compile information on involvement from BIS dat
though it must be recognised that these data relate to the locatip
lending banks rather than to their nationality (location of head
office). When one considers the more limited arena of the syndic;
credits market, there is no obvious source of information on lendj,
activity: even if one could find out the names of all the banks
participated in each loan - itself an almost impossible task - it |
rare to know the 