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CHARTER QOER
INTRODJCT ION

The subject of this study is the system of mediun-
term credite with adjustable interest rates. Insteed
of fixing the interest rate for the entire peried of &
credit, it ies adjusted from time to time, at fixed
intervals; to the ever-changing market rates on inter=-
bank deposits. This new system may also be described as
credits with flexible interest rates. DBeacause a high
proportion of them are handled by a consortium of banks
and are placed with & syndicate of banks, they are often
referred to as consortium credits or syndicated credits.

The popular name for such eredits, whether granted
by single banks or by large international groups of banks
or, whether they assume the form of bock eredits or of
internstionsl note issues, is ’'rolle-over credits’',
presumably becsuse, even though they are granted for &
period of years, they are rénewed on specified terms.

Until very secently, most of the murkets iu mediume
term deposits were narrow and esch transsotion was a
matter of nagetistion. These nparxkets did not expand
guffielently to meet the rapidly increasing requirements
for medium-term ecredits.

(1) Roreign @ Toans in Burope, Faul Binzig, 1965
Jacmillan and Co. Ltd.
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The present study aims at describing a wide variety
of practices, even though I can met claim to have |
succeeded in covering the entire field. It alse attempts
to deal with some of the breoader implieatisns'ef the
system.

Chapter two deals with the relative advantages
and disadvantages of flexible and fixed ‘interest rates.

In chapter three the metheds by which rell-ever
credite are arranged are outlined. It indicates the
main forms of the contracte, but details of the terms
of conbtracts are discussed in Chapter feur.

The mest important previsien of the contracts,
the methed of the adjustment of interest rates, is dis-
cuesed i detail ii Chapter five. It describes the
technique of determining interest rates oh each interest
date for the next interest peried. The adjustment ie
usually based oen the Londen Eure~dollar rate, while
the apredd, fhe differéntiel between that rate and the
rate actually payable by the berrower, is fixed in
the contract and remains unchanged.

The faotuers influeéncing the spread are dealt
with in Chapter six. This is probably ocne of the
important chapters in the study, both from a practical
and f£rom a theoretical point of view.

The terms of repayment are discussed in Chapter
seven, which deals with the esarly repayment optidns
ineluded in many contracts, enabling borrowers 10 re-
pay before maturity.

Another important eptien, which epaltles this bor-
rower to cheose between several currencies in wihilch
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to receive and repay the credit, is examined in chapter
eight. ~ ‘ l

In Chapter nine,'I try to examine the impact of
roll-over credits on foreign exchange. A

In the concluding part an attempt is made to give
information about the present posifion ef Turkey in
roll~over credit market, as a coumntry berrowing roll-
over credits. <ince it is, roll-over credits system,
2 highly involved system and its applications varies
80 widely that nobody could possibly c¢leim to be
familiar with all practices and techniques. For
instance in the course of my interviews, I found that
the majority of the specialists I had consulted were
waware thet medium-term credits on roll-over terms
are granted not by Bure-msrkets only but by Middle
Bast countries as well.

in essence, I have found it worthwhile to study
the case as & whole and its applications in Turkey.

&
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CHARXTER TWO
FIXED VERSUS FLEXIBLE INTEREST RATES

In the distant past interest rates were to be kept
rigid by the application of severe laws which fixed the
maximim permissible rates. In more recent times inter-
ference with the automatic cperation of money market
forces by an increasing degree of goverment intervention
almed, among other things, at reducing the range of
fluctuations of interest rates and at keeping them at a
level that is considered by the anthorities to be in
accordance with the requirements of the natienal economy.
In such countries there wes & relatively high degrees of
rigidity of interest rates, and their ad justment csme teo
be cosisidered in meny situations s necessary. Neverthe~
less there were from time to time substantisl changes in
interest rates, usually as a result of monetary policy
decisions, but often becsuse the authorities were unable
to prevent them.

The banks, too, played an important part in the
maintenance of relatively stable, interest rates. They
usually readily Pfollowed the advice received from
official quarters, and were willing to limit fluctuations
of interest rates by the asdoption of cartels restraining
free competition among themselves in their capacity of
lenders and borrowers. It hsd been a welleestablished
practice to lend at fixed interest rates for definite
pericds. Changes in interest rates produce thelr normal
effects, they encourage or discourage borrowing or lend-
ing.

The main argument in favor of the device of adjust-
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able interest rates is that if enables borrowers to ref=
rain from committing themselves for long pericds to ine
terest rates which they consider too high. 4s far as
lenders are concerned, they are in a position to defense
against losses that might result from an increase in
interest rates by re-berrowing the eamomnts lent for the
reriocds in question. In this way they are able to act
according to their expectations of changes in interest
rates.,

It is the borrowers who are exposed under the system
of fixed interest rates to losses caused by a decline in
interest rates. They have, of course, nc means for
hedging by re«lending the money borrowed becsuse they
need the money. They would stand to benefit by & rise
in interest rates that might occur during the peried of
their fixed interest bearing mediumetsrm loans, for their
rivals who had preferred rolleover credits might now have
to pay higher interest rates, while they themselves would
have the benefit of the lower fixed interest rates. But
borrewing at a relatively high fixed interest rates for
periods of years is also sn act accompanied by risk of
loss. ; .

In the case of short-term financing of the produce
tion or purchase of goods with a quick turnover, the risk
of changes in interest rates does pot srise in an
essential way. But if the financihg of a transiction
calls for mediumsterm credits, the systew of rolleover
credits gives the borrower the chance of a choice, which
enables him to act in accordance with his expectations
concerning prospects of interest rates. If he expectis
& rise, he borrows at a Pixed rate. If he expectis a
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‘fall, he resorts to roll-over credit arrangements. His
expectations might well prove to have been wrong, but,
at any rate, he has a chance to act aﬁéefdiag to them.

Of course, if borrowers expect a decline in interest
rates, even in the absence of the rolleover credits system
they have the alternative of borrowing for short~-term in
the hope thet they would be able to renew-the credit
again and again at more favourable interest rates. Bat
that method would involve the risk of being unable to
repew their credits at all in the event of an unforeseen
squeeze.

Even firms which are fully provided with capital te
finance their equipment may be in need of medinnm-term
eredit, for the sake of being able to adopt longsterm
production programmes. <The advantages of planning well
ahead 4re being inereasingly realised. In orxder to plan
ahead it is necessary to emnsiure in advance the availa-
bility of the financial rescurces required for the.
entire period. The entire amount 18 rot needed immedistely
and under mapny roll-over credit contracts it is paid to
the borrower in instalments fixed in advance, or it is
left to the borrower to dréw on the credit as and when
requirsd. Even if the cost of the Puture instalments of
eredit 1s uncertain, its availability is sssured.

Although banks are able to hedgs against the interest
rate risk by re-lending the money borrowed or re-horrows
ing the money lent, the new system offers them an
alternative device. Since they have many commitments
both ways as lenders or borrowers, they are only
concerned with the net balance between their grand totsl
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of borrowing and their grand total of lending.

Borrowers of rolle-over credits with an option to
repay them at some relatively early date are in a position
to replace their credits by credits with fixed interest
if and when they should come to expect a rise in interest
rates. Relleover credits have made medium~term credits
facilities more adaptable to changing reguirements.

These facilities may be used as an alternative to credlt
facilities with fixed interest rates, but they may be
additional to them, in which case the total volume of
borrowing, especially of medium~term borrowing, increases.
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CHARTER THREE
HOW ROLL-OVER CREDITS ARE ARRANGED

Roll-over credits may assume varieus form and are
therefore arranged in various ways. A large mmber of
relatively small transactions, the total of which
Probably represents a high percentage of the grand tetal
of rolleover credits, are concluded simply between |
banks and their customers in the ordibary way in whiech
bank credits are arrenged: The main difference being
that the borrower has to sgree with the bank manager
o the formuls with which interest rates are periodically
adjueted. |

Since they are concluded entirely without amy
publicity, sufficient statistical information is net
gvaligble about the details of these credits, neverthea
less Buromoney, monthly journel of the world's capital
and money wmarkets, suppliés some data, the amount,
interest rate margin, and the term, sbout the loans
signed. ¢ )

The borrower hHas often the option to draw upon the
oredit in instalments as and when he requires the money.
The interest rates are determined on the basie of the
interest rates prevailing &t the time of the conclusioen
of the credit or of the first drawing, and on subs
sequent interest dates incressed by an additional percens

(1) Data supplied by the Euromoney Syndicatios Hwids.
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tage called spread which under most contracts remsins
unchanged even though the basic interest rate may move
up or down with market rates. ‘

Many contracts between banker and customer contain
many more safeguarding provisions than is customary in
ordinary bank creditis, especial)y if the amount is
substantial. ®or the sake of meeting the probable.
requirements for safeguards of banks whiech are not
familiar with the borrower, they might insert in the
contracts additional terms to satisfy a consortium that
might take over the bulk of the credit. If such a
consortium participates from the very outset then the
terms have to be agreed vpon in advance to the
satisfaction ¢f all participants. Such contracts are
necegsarily longer and more complicated, since they
would have to be passed by the lawyers and accountants
of several banks. All that would take time, so the
negotiations would take longer ,

An alternstive way of arranging roll-over credits
is for the borrowing firm or institution or aunthority
to issue notes and sell them to a mansging bank or a
corisortium 6f mansging banks, whieh in turn sells them
to & syndicate of banks and other financial inastitutions.
sach one of tlem takes over a reletively small amcunt
which it would be able to keep in its portfolio or
would be able to place with its own customers, so that
no public issue would be necessary.

Another alternative procedure is the conclusion
of an agreemant by the managing banks‘wiﬁh the borrower;
in this case photocopies of the contract are circulated
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among potential members of the syndicate. 1In many cases,
the managing banks issue 'Participation Certificates'®
which are underwritten by a syndicate consisting of some
dozen of banks and other deslers or institutional
iavestors. Their number is anything up to fifty, or ewen
higher. While in many instances the terms are negotiated
by the managing banks and the potential members of the
syndicate are offered participation on terms that are
already fixed, in other instances members of the syndicate
have some say in the negotiation of the terms. Some-
times the managing banks, knowing as they do the parti-
cular requirements of leading potential members of the
syndicate, insist on the insertion of terms without

which the banks concerned would not be likely to particie
pate. Often all members of the syndicate are given a
chance to state any objections or conditionsg they may
have, and once an agreement is reached the contract is
signed by all of them.

Mapny membeys of the syndicate are not big enough to
assume the rcle of managing banks. They may not even
specialise in such transactions. In their case the
reason why they choese to participate in not only
particulary attractive transsctions is that 4t adds to
their prestige but to be associated with a pumber of
firsteclass banks as well.

(1) Internatiopnal Money Markets and ¥lexible Ixchsnge
Rateg, Stanley W. Black, 1873 Frinceton University.

(2) How Banks can Live with Low Spreads, Nicolas Saade dJr.
Turomoney, November 198%.
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vany banks may insist on the inélusion cf parti-
cular terms for which they have preferences. If
their requirements conflict with each other they have
to be reconcikd, and the resulting compromise has to
be accepted by the borrowe?¥, The length and nature o&f
the ccntracts, which are discussed in the next chapter,
depend to a high degree on the nationality of the
managing banks and on the countries where the notes
are meant to be placed.

(11)



CHARTER ¥OUR
TERMS OF THE CONTRACTS

While it would be an exaggeration to suggest that
the conditions of every contract are different from
those of all other contracte, there is certainly e
large variety of conditions. Bach managing bank has
& favourite formula which differs in many respects from
that of other managing banke. What is more, these
formilas are subjeet to modifications to meet the
wlshes of borrowers and those of other participating
banks .

The amount of individual transactions of reoll-gwer
bank credits ig 1n many instances small compared with
that of consértium credits which is ususlly substantial.
It may be payable in one sum, or in several instalments
fixed in the contract subject to notice prescribed in
the contract. The borrower is usually under no
obligation to use the whole smount of the credit granted.

Thé contract always fixes the maximui period for
which the credit is granted. It glso fixes the
gohedule of maturities 1f it is Tepayable in
instalments. In some contracts the borrowsr, having
repaid part of the credit, is entitled to draw on it
agaln, within the limits of the maximum maturity.

The commission paid by the borrowser to the
managing banke, and by the managing banks to the members
of the syndicate and to the agents, is fixed in the
contract.
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Most contracts determine the currency in whieh
the credit is to be granted and repaid and in which inte-
rest is payable. DBut in a number of contracts the
borrower has the choise between several currencies, or
the credit is fixed in terms of a composite currency
unit. If the borrower has the option te ehoose between
various currencies, the contract prescrfﬁéé the exact
way in which that option may be exercised.

The borrower may be given the choise between several
currencies in which tc receive the whole or part of the
credit. Interest and principal are alwaye repaysble in
the same currency in which the credit ie received.

The borrower has to provide certain information at
the time of graxting of the credits, and &lso subsequently
any othsr ihformation presoribed in the contyact.

Appendices to the contracts contain balance sheets
and other relevant information concerning the borrowing
firm's business. They may contain statistical and
other information dealing with the borrower's business,
or the country in which it is situated together with
other meterial enabling the lender to assesa the
borrower's positions and progpects.




CHARTER RIVE
HOW INTEREST RATES AKE ADJUSTED

Interest rates on roll-over credits are gubject
to changes at the énd of each 'interest period'% on
the predetermined ‘interest dates'l@r 'interest
determination dates's By far the mest frequently
applied interest peried is six months, but three months
and twelve wmonths are also quite common. In some
contracts provision is mede for changing the interest
period. There may be broken interest periods if
borrowers avail themselves of théir right to repay
the credit before the next interest date.

The interest dates are usually taken as occuring
two clesr days before the concluding dates of the
interest periods, ’

A large number of contracts contain provisions
under which the managing bank er banks must ask neutral
banis, referred to as refersnce banks, for the curresnt
quatation of intersst rates for the matirity correspinds
ing to ths next interest peried. There may be more
than one reference bank, they are also called 'rate
petting banks’t. in whioh case the rate will be the
average of théir quatstions. If soms of them are

(1) Foreign Dollsr Loans in Burope, Paul Einzig, 1965
ﬁgcmillan and Co. Ltd. ' ‘ ,
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unable to quote rates the avarage of the rates quoted
by the remaining banke will be used. To be on the safe
side some contracts provide for six reference banks. If
the rates are fixed by the managing banks themselves it
is the aversge of their rates that ceunts.

In many contracte the parties safeguard themselves
against the use of a distorted rate that is likely teo
be dquoted in any one day, on days before or after weeke
ends, holidays, or through the coincidence of seversl
distorting influences. To do that the rate is to be
based not on the quotation on one single day but on the
average of the quotation of several consecutive busipess
days; usually of three days.

In wany contracts the changes in interest zrates
are pot left unlimiteds A maximum limit or a minimam
limit for the interest rates may be fixed. There are
contracts which fix both a2 makximam limit and minimum
1imit. Such limits are usuelly very wide. e.i. from
6.5% to 13%>

The rates used for adjusting the interest rates en
rolleover credits are always those quoted for banks of
first rate standing. In some contracts the borrower
Has the optien of chanping the néxt interest peried
from one standard period to another. Such a change
of perioed is subject to & notice; usually of five days.

(1) Syndicated Loan Rankings, Buromoney, September
1981,
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WHAT DETERMINES THE SEREAD?

Spread is the difference between the current guotation
of the Buro~dollar, or, as the case may be, of some other
Buro~currency in terms of which the credit is granted,
and the actual interest rate payable by the bcrrower%

On the date when the contract becomes operative and on
each interest date the spread is added to the current
Buro=dollar vrate, and the resulting figure represents the
interest payable for the next interest period.

The cost of a credit t¢ the borrower is determined
by the current Buro-dcllar rate for interebank time
depogite the maturity of which corresponds to the interest
period fixed in the contract, plus the spréad. The base
rate is subject to fluctuhiions, but the spread is
usually fixed for the duration of the contract, unless
arrangement is made for its change after a certain mumber
of years. Ths profit margin of the lender is determined
by thes epread plus the additionsl fees that banks sarn
by participating in credits are participation fees and
sommituent fess. The former, which is typlcally & flst
fse paid at the onset of the credit, can vary considerably
between credites and is not necessarily a functiocn of
term. It can easily vary from as little as 1/169 to

(1) The Management of the Dollar in International Finsnce,
Robert 7. Aliber, 1964 Princeton University.
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1 1/2%4.Y The commitment fee is usually applied on the
undrawn portion of the credit during the drawdown periéd.
A typical rate is 3/8%.%

The spread is liable to follew ceriain basic trends,
io addition to being subjegt to certain influences.

There is an economic explanation for low spreads in the
Burocredit markets. It is the economic-theory of perfect
competition. It says that excess profits will diminish
as finaneial wmarkets become meore competitive.

The pumber of lenders and the number of borrewers
in the Buromarkets have ipcressed significantly. Intere
rational barriers to entering these msrkets have be e
- broken into. For example, between 1976 and 19804 the
number of banks lending in the syndicated loan market
increased frow about 400 to more than 700.* Over the
s&me'periadﬁ the number of loans syndicated increased
from about 350 to 1,100.' Morsever, the number of
countries thet contained the borrowers inereased froem
about 65 te arcund 100. A borrower or a lender alone
ig to0 small to affect the market. 4 bank becomes g
pricestaker ag opposed to a prige-maker, and if it
offers to lendd at higher margins, it will be driven out
of the umérket: The direct result is the decline in
gpresds. In the past few months, spreads were bslow
1/2% and these have gone down toe as low &s 1/4%. v And
maturities ares longer. Ia 1976, the averasge maturity
would have been less than % years. In 1979 it excesdad
8 years.t

(1) How Banks cap Live with I ads, Nicolas Sasde,

Turomoney, lovember 198L1.
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The fundamental reasons for participating may well
be less tangible ones. A bank that has had a long-
standing relationship with s particular\client would
find it hard to refuse a participation in a credit. A
refusal or a few consecutive refusals, could lose the
account. And a bank that wents to gain a borrower as &
client would want to take the opportunity to enter a
credit for that borrower, despite the fact that a
participation would be unprefitable. In essence, the
bank would hope to galn in the future some benefits
from the borrower.

(18)



CHAPTER SEVER
TERMS OF REPAYMENT

P

The repayment of roll-over credits, as deterwined
by the eestract, may teke place in one lump sum at the
maturity dates or it may take place in several instalmehts
at maturity dates fixed in the contracts; or the borrewer
may have the eption to repay the whole or part of the
loan on any interest date after the passing of 2 minimum
period on giving notice as specified in the contract.

Many contracts determine & minimum limit and & maxie
mam limit for the peried during which the debtor has t¢
repay the credit, but within those limite the actusl
date or dates may be determined by the debtor, subject to |
guch notice &8 1s specified in the contract. ihis eptien f
of sarly repayments is a great sdvemtage to the borrower,
not only becsuse he need not to continue to pay interest
on the loan when the woney is neo longer redquired, but
glso because it prevides him with an opportunity for
taking advantage of any cheaper facilitiss that might
become sveilable before the date of maturity, or dates
of maturities, fixed in the contract.

Durig a period of rising interest rates, when under
the terms of & roll-over credit the borrower has te pay
higher and higher interest rates in accordance with the
higher rates gquoted in the market on interest daies, an
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early repayment option enables him to terminate the

loan if it ceases to be profitable for him to contimue to
use the money at such & high cost. Seme contracts con=
tain a provision under which the borrower is given the
right to repay the credit if and when the interest rate
rises to a certain level. But many more contracts grant
him an option of early repayment which,is"indepeﬂdent

of the level of interest rates.

During a period of deslining interest rates rolle
over credits give borrowers the full benefits derived
from the decline of interest rates in the market of the
hapre=currency in terms of which the credit is fixed.

As m general rule lénders have no opticn to demand
early repayment except in special circumstances (to be
discussed below). If the lenders had the right to
demand early repayment borrowers woeuld lose the advantage
derived from medium-term borrowing. Debtors might be
called upon to repay their debts at a time when they
might find it difficult or impossible to raise the
necessary cashy; or when they might only be able to do
50 on less favourable terms. If debtors exercisé their
opticns of early repayment it is true that lenders
might find 1t diffiocult to re-employ the money on ’
equally profitable terms. But banks are salways able-to
find a market in whiech they could employ the funds, eveu
though during pericds of declining intersst rates and
increasing ligquidity they might have to do so on less
advantageous terms than those obtained even after the
downward adjustment of the interest rates on rolle-over
credits. It is for this resson that the gpread on rolle
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over credits with a one-way optim te the borrower‘'s
benefit is wider than on credits without such options.
If the practice of giving lenders the option

to recall their credits were widespread it would dise
courage borrowers'against roll-over credit facilities.
On the other hand one-sided options in favour of borrower
are widely practiced without discouraging participatien
in such operations by lenders, becmuse lenders are in
& better position than borrowers to cope with the
situation arising from an early termination of a mediunue-
term contract.

Logt céntracts specify that if borrowers make use
of their early repayment options then repayment must
take place &t interest date, though some lenders have
no objections to broken interest perieds that would
occur if repayment was made on other dates. Barly res
peyments usually have to be made im round amounts. In
many contraets 1t is sp801fied that the repayments must
be @ cinimim amount ©F its multipies. Frequent repaye
ments of variying amounts would involve everyuig ccr&&rﬁ%
ed in much additionel clerical work. - |

Borrowers Have to give the agents due notice of |
their decision to exercise their early repayment option.
The mogt frequently fixed period is thizty dayéf though
the sontracts may fix lénger or shorter periocds. Thevs |
are cases of contracts that fix a longsr notice during
the esrly period of loan and shorter notice during a
later period. In given clrcumsitances the borrower may

(1) Foreign Dollar Loans in Furope,Psul Einzig, 1965
Macmille and Co. Ltd.
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approach the:lender with the regquest to give up part of
the notice. Since banks are anxious to ensure the goode~
will of the borrower and are snxious to\aCQuire & repu~
tation for being obliging to borrowers, early repayment
without the full contractual notice is usmally accepted.
Unéder some contrascts which do not have a repayment
option clause the borrower is entitled %o repay the
loan if adjusted interest rate exceeds a certain figure.
But both from the point of view of lendesrs and frem
that of borrowers it is always incenvenient to have to
negotiate another loan contrect because the other party
has exercised its early repayment option. Such negotia-
tions always involve delays and expense. Under some
contracts the party that makes use of his option has te
pay a fixed sum to cover expenses, or he has to pay a
penalty of 1/8 per cent or such other penalty as may
be fixed in the contractt

(1) How Banks can Live with Low Spresds, Nicolas Saade,
Buromoney, Lovember 198l.
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CHARTER EIGHT
CORRENCYX ORTIONS

Most roll-over credits are in dollars, but similar
credits may also be fixed in other leading currencies.
Some contracts give the borrower the option to borrow in
one of several currencies. |

liany contracts are drawn up which entitle the berrowers

to choose from among several currencies the one in whiech
they require the Ffirst or & later instalment of the loan
to be paid, or in which they may draw the entire credit.
The borrower must inform the agent of his choise of
currency and must give him notice the length of which is
prescribed in the contract. The minimm noticeé is often
five days. Sinece all participating banks have to decide
whether the borrower's choice of currency is acceptable
to thém; a five days' notice is not unreasonable,
Contracts usually contain a reservation under which
the lender banks are entitled to refuse to accept the
borrower's cholece of the denomination of the loan or of
sgny of its instalments 1f the currency chosen by him is
not easily avallable at s ressonable price. OFf ceturse in
theory all major currencies are supposed to be available
in & good market at a reasonable price. In practics
exchange rates might make it difficult for the lenders
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to satisfy the borrower's wish. Or it might become cestly
to acquire the currency as a result of & squeeze in the
market or of other changes that may have occured since

the conclusion of the credit.

Repayment is always due to be made in the same currene
¢y in which the credit, or any of its instalments, was
nade available to the borrower; interest, too, is due in
the same currency. If in spite of this conditim borrowers
prefer to choose a particular currency to depreciate
before the credit is repaid, the reason is usually because
they expect the currency to depreciate.

Some contracts contain provisions to safeguard lenw
ders against a@nseduences of changes 1n parities betwesn
the conclusien of the contract and its implementation.
Some ecntracts contain provisions authorising the borrower
to convert the loan into some other currency on any
interegt date. : .

If the currency chosen by the borrower isnot accepte
"able to the lenders then they, the lenders, are entitled
to lend dollars under umany contracts. Sometimes conte
rgots rule that unless all participating barks agree to
the curremcy chosen by the borrower the contract will be
cancelled. But usually the borrower 1s given the option
to accept the aredit in dollars.

If the amount of the credit is fixed id dollars and
the borrower exercises his option to be paid in some
other currency, the equivalent amount is celculated w
the basis of the mean rate of the non~dollar currency
in terms of dollars quoted by the IMP on the relevant
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date. Under some contracts, if no mean rate is quoted
in that currency by the IM® on the relewant date, the
amount is then calculated on the basis of the offered
‘rate of thkat currency in the London foreign exchange
market . _

If the borrower chooses payment in dollars then
under mast contracts or in the absence‘@f»any provision
to the contrary, tke lenders have to accept his choise
of currency. ILike, if the lenders notify the borrowers
‘through their agent that they intend te pay in dollars,
then, ih the absence of a provision in the contract to
the contrary, the borrower has to accept it, altheough
under some cam trascts he would have the option of cancel-
ling the desl.

Under soeme contracts, the lenders may notlfy the
borrower not later than at 10a.m.; two business éaysl

before the date of payment, that they wish to change the
currency. The borrower will then notify the agents as
to whether he is willing to accept the lenders' decision
or prefers to cancel the deal.
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CHAPTER NINE
IMPACT ON FOREIGN EXCHANGES

A1l credits granted in terms of a foreign currency,
that is, in a currency that is not the lecal currency
either of the lerder or a borrewer, are liable to affect
the foreign exchange market. A similar effect is liable
to be produced if the lender lends in terms of the borrewe
er's curreney, ¢r if the borrower borrows in terms of
the lender's currency.

A1l this effect may be produced by any form of ine
ternational credit transsetion. Rellecgver cradits
actually increase thé velume of foreign exchange operas
tions. So that it is reasonable te say that the adoptics
and esxpansion of roll-over credits system tend to cause
an expansion of activity in the‘fareign exchange market,
in addition to causing an expansion of activity in the
Duro-currency market.

Relleover credits are liable to affeci forward
exchanges te & higher degree than epot exchanges. Sinde
the interest period in nmost centracts is six months,
both lenders and borrowers may want to secure themsslveas
against a lese for that peried, not enly against the
intereat risk rate, but also against the exchange risk.
Of course, they now have facilities at their disposal
to cover the exchange risk right up to maturity, it is
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possible to negotiate forward transactions for annything
up to five years or more. But the exchange risk for
long periods can be covered with the help of a mediume
term Buro-currency transaction, always provided that
the parties concerned expect interest rates to move in
their favour.

Although in theory r011~0ver’crediféﬁare only supe-
posed to affect the Buro~currency rates concerned, in
practice interest rates in other currencies and in other
centres are also liable to be affected. This again tends
to react on exchange rates, both spot and especially
forward.

The‘deveIOPment of roll~over credits depends teo
some extent on the stability of exchanges. This would
both simplify the transactions and would in given
circumstances reduce the cost of the credits to the
borrower or increase the yield to the lender.

The prospect of favorable interest rates is not
the only consideration by which borrowers and lenders |
decide whether to fix the interest rate for the entire |
period of the credit or whether to adjust it to the
market rate at fixed intervals. Variations in the rate
of exchange and the premium ¢r discount on the forward
sxohanges have slso be taken into consideration. OUn
the basis of the borrower's view taken on prospects
of interest rates alone, or on Burosdollay rates if
the transaction is in terms of Buro~dollars, it might
appear advantegous to return to roll-over credits.
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CHARTEK TBN
TUHRKBY IN ROLL-OVER CHReDIT MARKET

Over the past years a great deal of time and
energy have been devoted to the problems of reschedul~
ing Turkey's external dedbt and Turkey being & 'deve~
loping country'® is striving to solve the problems of
industrislization. .

During the period in question, international purche
asing power of the country has decreased and economic
expaﬁsion was handicapped to no slight degree by an
inadequecy. of medium=term facilities, besides Ankara's
problems were immense and included a total foreign
debt that exceeded ¥ 16 billion, a currenteaccount
deficit of ¥ 4 billion, 90% annual inflation,and 20%
to 30% unemployment in the late 19798% UntilJa
military coup in September 1980 put an end to it,
the cocuntry was wracked by political violence and
terrorism that was claiming as ﬁany as 30 lives 4 day.
Tarkey's industrial base was also seriocusly damaged
by extensive zabotageé and labor unrest. Added to
these problems are foreign reserves, an oil bill that

(1) Dilnya Gazetesi, 23 Kovember 1979,
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has exploded because Ankara has had to buy from the

higher-priced spot market since its two major suppliers
Iren and Iraq, went to war.

Irying to minimize the problems or at least to
decrease the number-of them dewnAto a certain level,
Turkey followed a set of policies which is prepared by
considering all the econonic aspects and-their probable
effects. A4s it is experted by the majority of us,
among these policies set, borrowing policies play a
vital role in the course of economic development. Since
the various alternatives of efficient usages of the
money lent is not within the limits of this study, the
application of an alternative borrowing mechanism,
the rolleover credits, will be outlined. |

How Risk Factor Effects the Rorrowlpg?

There exists a risk factor in granting roll-over
credits to countries the politicsl atability of which
is uncertain. fThere are a great many of them in Latin
America; in Africae end in Scuthern Asim. Since violent
changes of regime are subject to be followed by default
onn externsl liabilitises, it is reasonable for lenders
to expeot compensation for such risk in the form of
wider spreads., Bven in the absence of political un-
certainties, their probable anticipation is led to ron-
renewals of crediis.

The extent of general risk also influences the
spread. In addition to risks involved in lending to
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borrowers with low credit rating or to those who are
borrowing too much, there is s more general risk
arising from the possibility of a deterioration of
general business conditions. In & general depression,

for example, a series of crises can not be prevented
an' practically no debtors are considered absolutely
safe. The anticipation of some such crises causes
lenders to demand for wider spreads, and to insist-
on legal guarantees of roll-over credits by goverments
or goverment=controlled institutions if the borrowers
themselves have not a sufficiently high credit rating.
Among variocus existing riskefactor rating tables,
"Buromoney Country Risk Factor Table" will be glven
as a gulde to represent Turkey's position since the
table i prepared by taking only the publie sector
gsyndicated loans granted and their average weighted
spreads, inte consideration.

How the Euromoney Hatipg Works

Country Rating Value of Country Numbar-of

Risk Rsotor . cuntries
Eidel Under 5.4 24
EMeIl 5.5 to 6.2 1
EM«I1I 6.3 to 7.4 5
EMeIV 7.5 to 8.3 8
BH-V 8.4 to 10.8 6
EMeVI ' 10.9 to 20.8 12
LEM=VII 20.9 and over

SOURCE: Buromoney Syndicatien Guide
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Among 69 countries ‘urkey is the 68th with a
country risk factor of 21 with fFebruary 1982 figures%

rrospects for Roll-over Credits Granted:

Since risk rating factor of Turkey is very iow it

has to depend on loans from the World Bank and credits
guaranteed by the Goverments by the lending countries,
Until most recemt. years because of the political in-
stability there is no guarantee that the lenders will
be negotiating with the same people a second time
arouttd. After the military coup in ceptember 1980,

& short-run political stability is obtained and the
lmmediate chonges of goverments are avolded.

Jyntil recently, Turkey was not in a position to
use syndicated loans, nevertheless, after the procure-
ment of stability both in terms politics and
economics, roll-over credits become obtainable.

In November 1981,
borrowert: The Central Bank of Republic of Turkey
Lead Management Group: Libyan Aradb Foreign Bank
Amount in Millions: g 100
Interest hate Margint 1 for the first 6 months

1.25 for the last & months

Lterm 1 year

(1) See Appendix-II for further information.
(2) See Appendix~I for further information.



and, in March 1982,

bBorrower: The Central DBank of Republic of iurkey
Lead ltanagement Groups National bank Kuwait
Amount in Milldions: g 70

Interest Rate Margin: X

Term: 6 months

are used. As it can be observed easil& from the above
mentioned credits the spreads are following a decreasw
ing pattern which mey be an indication of a decrease
in thHe existing riskefactor.

lurkey, promising an economic expansion, should
be prepared to change the sssessment of country
condition and outlook and not be locked into accustomed
views.
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APEENDIX I

SYNDICATED LOANS

1
September 1981: Loans signed

Date supplied by the Buromoney Syndication Guide

Borrowers Anambra State of Nigerie )

Lead Management Groups American Express’éénk, Citicorp
International Group, European American Bank, Long-Term
Credit Bank of Japan, Sumitomo Bank

Amount in Mdillionss DM 150

Interest Rate Margin: 7.5 (fixed rate)

Term 3 7 years

Borrower: Ansett Aviation Eduipment Rty ‘
Lead Management Groups Hambros Bank, Bank of lontreal, Bank
of Lova Scotia; Chemical Bank, Tokal Bank, Rural Bank of
New South Wales
Amount in Millions: % 195.85
Interest Hate Margins 1/4 4 for the first 3 years
' 3/8 % for the last 6 years
Lerms 9 years '

Lorrower: Atlantic Richfield (ARCO)
Lead Management Group: Bank of Montreal, Citibank, Chemical
bank, Chase Manhattan Bank, lorgan Guaranty
Amount in Millionss ¢ 950
Interest hate Margins 1/2 % for the first 4 years
5/8 % for the last 8 years

‘erms 12 years

(1) Only loans above $100 million, DMLOO million, %100 mil
are taken into consideration.
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Borrower: Banco de la Lacion Argentins

Lead Management Group: Citicorp International Greup,
Mitsul Trust and Finance, Sumitome Finence International,
Takugin Internstional, Sumitomo Trust Finance

Amount in Millions: g 100

Interest iate Margins 1/4

Term ¢ 5 yesrs

Borrower: Castle Feak Fower Ceo Ltd (CARCO)
lead bkaragement Groups Schroder Hagg
Amount in Millions: & 357

Interest hate Margin: 8.5 (fixed rate}
Terms: 12

Borrower: Castle Peak rower Co Ltd (CARCO)
Lead Management Sroup? Schroder Wagg
Amount in Milliom: & 285

Interesat Rate Margin: 8.5 (fixed rate)
Terms 12

Borrower: Castle Peak rower Co Ltd (CAECO)
Lead Management Group: Citicorp International Group,
Sehroder Wage '
Amount in Millions & 300
Intersst Rate Margin: 3/8 for the first 5 yesrs
1/2 for the following 5 years
5/8 for the last 2 years

Term: 12 Yyears
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Borrower: Cle ®inanciamenti e Refinanciamenti SpA (CORIRI)
Lead ilanagement Group: Arabd Banking Corperation, #aji Bank,
Istituto Bancario San Paolo d4i Torino

Amcunt in Million: & 175

Interest Rate Margin s 1/2 for the first 4 years

5/8 for the last 3 years

Terms 7 years o '

Borrower: Comision Federal de Electricidad (CFE)

Lead Management Group: Chase Merchant Banking Group, Credit
Commercial de France, Buropean American Bank, First Chicago
ianama, Industrial Bank of Japan, International :rexican
sank, Long=Term Credit Bank of Japan '

Amount in Millions g 425

Interest Rate Margin: 1/2

Term: 8 years

Berrowers Dow Chemical Company
Lesd Management Group: Europeam Banking Company, Citibank
Amount in Million: § 1,000
Interest Hate Margin: 3/8 for the first 3 years
1/2 for the last 2 years
Term: 5 years

Borrower: Bmpresa Nacional del Gas SA (ENAGAS)

Tead Management Group: Arsp Banking Corporation, banco
Espanol de Credito, Banco Exterior de Espana, Banco

Hispano Americano, barclays Bank Group, Fujl Banlk, Sumitono
pank ’ '

Amount in wmillions § 100

Interest Rate Mergins 1/2

Terms 8 years
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Borrower: Gaz de France
Lead Management Groups Credit Lyonnais, Credit Agricole,
Tokai Bank, Toronto Dominion Int Bank
Apount in Million: g 250
Interest Rate Margin: .45 for the first 4 years
«35 for the followiﬁg 4 years
.25 for the last 2 years
Terms 10 years

porrower :Industria Minera Mexico SA (IMMSA)
Lead Ranagement Group: Mamufacturers Lanover Ltd, Bank
America International Group |
Amount in WMillion: & 250
Interest Hate Margint 7/8 for the first 5 years

1 for the last 5 yeazrs
Term: 10 years

Borrower: Itaipu Bilnacional

Lead Management Group: Arab Banking Corporation, CIBC Itd,
Citicorp Intenational Group, Banco Central, Bank of Nova
Scotia Group, Continental Illincis, #uji Bank, Mitsubishi
Bank, Morgan Guaranty, Sanwa Bank

Amount in Millioms & 100

Interest Rate Margin: 2 1/4

Term: 10 years

Borrowers Joseph E. Seagram and Sons
Lead Management Groupé: Cltibank
Amount in Million: g 100

Interest Rate Margin: 3/8

Term: 3 y ars
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Borrower: Joseph E. Seagram and Sons

Lead Management Group: Manufacturers Hanover
Amount in Milljons: & 100

Interest Rate Margin: 3/8

Term: 3 years

borrower: Matthey Finance ILimited

Lead Management Group: SG Wargburg

Amount in Millionsg: & 175

Interest rate Margin: 5/8 for the first 5 years
1/2 for the last 3 years

Term: 8 years

Borrower¢ Nike Inc ‘

Lead Management Groups Seattle-First National Bank, Blrst
National Bank of Boston, Security Pacific Bank, First
state Bank of Oregon

Amount in Millions: & 110

Interest Rate Margins 1/2 |
Term: 1 year

Borrower: Occidental Petroleum ‘
Lead Management Group: Swiss Bank Corporation{international
Algemene bank Nederland, Bank of Scotland, Bangue Nationald
de btaris, DBangque Bruxelles Lambert, Banco Urquijo Hispainc |
Americano, Dresaner Bank Int, Midland Bank, Morgan Grenfel]
National Westminister Bank, Royel Bank of Scotland, Weaflg‘
Amount in Millionss g 305

Interest Rate Margin: 1/2 for the first 5 years
5/8 for the last 2 years

Terms 7 years
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Borrowers Fetroleos Mexicancs (BPEMEX)

Lead Menagement Group: Baring Brothers, I M Rothschild,
Samuel Montagu

Amount in Millions: & 365

Interest Rate Margin: 1/2

Terms 2 years

Borrower: Public Power Corporation (Dimosia Epihirisis
BElektrismou)

Lead Management Group: Banque Nationale de Fearis, Chase
fanhattan 1td, Continental Illinois Ltd, Mitsubishi Trust
and Banking, National Bank of Canada, National Coummercial
Bank (Saudi Arabia), National Westminister Bank, Nippon
Credit Bank, Orion Royal Bank, Sanwa Bank
Amount in Millionss: g 220
Interest Rate Margint 7/16 for the first 2 years

1/2 for the last & years
Térms 10 years

Borrower: Sears Roebuck Acceptance Corporation

lead Management Group: Morgan Guaranty

Amount in Millions: § 2,000

Interest Rate Margin: 1/2 for the first 5 years
5/8 for the last 3 years

Terms & years
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Borrower: Socleta per Azioni Pinanziaria Industrie
Manifatturiera (SAFIM)

Lead Management Groupt: SG Warbufg, Seditic, Long-Term

Credit Bank of Japan, Gulf International Bank, Banca

Nazionale del Lavoro (London branch), Hokkaido Takushoku

Bank; Kyowa Bank, Sumitomo Trust and Banking Co, Die

Erste Usterreichische Spar-Casse, Genossenschaftliche

Zentralbank, Norddeutsche landesbank, Svenska Handel-

banken

Amount in Millions: g 135

Interest Rate Margin: 5/8

Terms 5 years

Borrowers Tirkiye Cumhuriyet Herkez Bankasi (The Central
Bank of the Republic of Turkey)
Lead lianagement Group: Libyan Arab Foreign Bank
Amount in Millions: ¥ 100
Interest Rate Margin: 1 for the first 6 months
1 1/4 for the last 6 months
Terms: 1 year
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1
AEPELDIX TI1

COUNTRY RISK FACTORS
FOR COUNTRIES IN EiMeVI AND EM«VII

Countries in BM=VI

Ranking  Kanking  Number Total

for 1981 for 1980 of volume
public of all

loans loans

2 mil.
Bahamas 51 - 2 165.0
Ivory Coast 52 54 9 595.0
SOTOECO 53 43 7 922.8
vimbabwe 54 59 4 357.4
Congo 55 - 1 50.0
Lanama 56 52 4 629.0
ronduras 57 - 2 24.2
mgoslavia 58 49 14 1,371.3
Angola 59 - 2 80.0
Senegal 60 - 1 7.5
jeneziela 61 51 25 6,149.3
crazil 62 53 44 6,883.6

Average
welghted

spread

%

1.13
1.42
1.06
1.34
1.13
1.25
1.39
1.22
1.74
2.00

2.05

(1) Buromoney Syndication Guide , Buromoney Rating (Ei) for

February 1982.
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Countries in EM«VIT

Ranking  nanking  DNumber Total  Average

for 1981 for 1980 of volume weighted
public of all spread
loans loans 9
g mil,
Bolivia 63 - 4 424 .0 2.22
samaica 64 - 2 182.0 2.12
rakigtan 65 &7 2 355.5 0.88
Zambia 66 66 4 211.8 1.30
char jah 67 40 1 63.0 1,00
Jurkey 68 - 1 100.0 1.13
viger 69 50 1 25.0 1.25

Euromoney risk rating is calculated by the following
formlas

E: Volume x spresad

— Buromoney Index

EZ{VGlume x maturity)
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