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CRA.iTER DD 

INT Rom CT ION 

The subject of this study is the sys~em of medium
term credits with adjustable interest rates. Instead 
of fixing the interest rate for the entire period of a 
credit, it is 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. BecaUse a high 
proportion of them are handled by at consortium of banks 
and are placed with a syndicate ot banks; they are often 
referred to as consortium credits or syndioated credits. 

The popular name for such credits, whether granted 
by single banks or by large international groups of banks 
or, whether they aSsume the form of book cre~its or of 
• . . 1 
J.ntel'national note iSSUE.H3, is • roll-over credits', 
p~$sumably beoause, even though ~hey are granted for a 
period of years f they are r~newed en specified terms. 

Until very ~ecently, most ot the markets in medium
term depoe! ts were ruli.1"X'ow and eQ,ch transaotion wr.ts a 
matter of negilt1ation. :J:'hese ms-llkets did not expand 
sufficier.l.tly to meet the rapidly inCl"EHii.sing requirement~ 

tor medium-term oredits. 

---------------------------------
(1) Foreign ~ Loans in ~~ope, raul Einzig, 1965 

~iia.cmi11an and Co. Ltd. 
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The present study aims at describing a wide v~r1ety 
of practices t even though roan "net ol...,im to ha.ve 
succeeded in covering the entire field. It alSG attempts 
to deal with some of the broader implications of the 
system. 

Chapter two deals with the relative advantages 
and disadV"antages of flexible and fixed interest rates. 

In chapter three the methods by whioh roll-~ver 
credits are arranged are outlined. It indicates the 
main forms of the contracts, but details of the terms 
of contra.cts are discussed in Chapter feur. 

The most important prevision of the oontracte g 

the meth$d of the adjustment of interest rates, is dis
cussea itl detail ift Chapter five. It describes the 
technique of determining interest rates on each interest 
date for the next interest peri~d. The adjustment is 
usually baaed en the London Eur0-Qollar rate, while 
the spread, the differential between that rate and the 
rate actually payable by the borrower, is fixed in 
the contract and remains unchanged. 

The factuors influenoing the spread ate dealt _ 
with in Chapter six. This is probably one of th~ 
important chapters in the study, both from a praotical 
and frOm a theoretioal yoint of View. 

The terms ot repayment are disoueeed in Chapter 
seven, whioh deals with the early repayment optiOns 
included in many oontracts, enabling borrowers to re
pay before maturity. 

Another important option, which enables th~ bor
rower to choose between several currencies in wIuch 
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to reoeive and repay the credit, is examined in chapter 
eight. 

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

In the concluding part an attempt is made to give 
information about the present position of Turkey .in 
roll-over credit market, as a country bcxrowing roll
over credits. ':'::ince it is; roll-over credits system, 
a h1&h11 involved system and its applications varies 
so widely that nobody could possibly claim to be 
familiar with all practices and techniques. For 
instance in the course of my interviews. ! found that 
the majority of the specialists I had consulted were 
unware that medium-term credits on roll-over terms 
are ~l"anted not by .Ei.1I'o-markets only but by Middle 

East countries as well. 
In essence, I have found it worthwhile to study 

the case as a whole and its applications in Turkey_ 



CH.AiTER TWO 

FInn VERSUS FLEXIBLE INTEREST RATES 
'" 

In the distant past interest rates were to be kept 
rigid by the application of severe laws which fixed the 
maximum permissible rates. In more recent times inter
ference with the automatic operation of ~oney market 
forces by an increasing degree of goverment intervention 
aimed, among other things, at reducing the range of 
fluctuations of interest rates and at keeping them at a 
level that is considered by the a.uthorities to be in 
accordance with the re~irements of the national economy. 
In such ,countries there was a relatively high degree of 
rigidity of interest rates; and their adjustment onma to 
be considered in many situations QS necessary.. N'nerthe

less there were from time to time au batantial chan~~H; in 
interest rates. usually as a result of monetary po~icy 
deciSions, but often because the authorities were unable 
to prevent them~ 

The banks, too, played a~ important part in the 
maintenance of relatively stableJinterest rates .. They 
usually readily followed the advioe reoeived from 
official quarters. and were willing to limit fluctuations 
of interest rates by the adoption of cart~ls restraining 
tree competition among themselves in their 'capacit~ of 
lenders and box;rowfu's.. It he.d been a well-established 
practice to lend at fixed interest rates for definite 
periods. Changes in inter~at rate$ produce their normal 
ef.fects, they encourage or discourage borrowing or lend
ing .. 

The main argument in favor of the device of adjust-



able interest rates is that it enables borrowers to ref
rain from oommitting themselves for long periods to in
terest rates which they consider too hi~h. As far as 

lenders are coneerned, they are in a position to defense 
against losses that might result from an increase in 
interest rates by re-borrowing the amotUlts lent for the 
periods in question. In this way they are abl.e:.to aot 
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, no means for 
hedging by re-iending the money borrowed because they 
need the money. They would stand to benefit by a rise 
in interest rates that might occur during the period of 
their fixedinter6st bearing medium-term loa.ns, for their 
rivals who had preferred roll-over oredits might now have 
to pay higher interest rates, while they themselves would 
have the benefit of the lower fixed interest rates. Bat 
borrowing at a relativelY high fixed interest rates tor 
periods of years is also an a.ct aocompanied by :risk of 
loss. 

In th. oase of short.term finanoing of the produo
tion Qr purchase of goods with a quick turnover. the risk 
of changes in interest rates does not arise in an 
essential way. But if the financing ot a transaction 
calls fOr med1um6te~m oredits, th~ system of rol1.over 
credits gives the borrower the chance of a chOice, whioh 
enables him to act in accordance w~th his expectations 
concerning prospects of interest rates. If he $~pectB 
a rise, he borrows at a fixed rate. If he expects a 



~all, he resorts to roll-over credit arrangements. His 
expectations might well preve to have been wrong, but, 
at any rate, he has a chanca to act autiording to theme 

Of course, if borrowers expect a decline in interest 
rates, even in the absence of the roll-ever credits system 
they have the alternative of borrowing ~or short-term in 

the hope that they would be able to renew-the credit 
again and again at more faVoUrable interest rates.. Bu.t 
that method would involve the risk of being unable to 
renew their oredits at all in the event of an unforeseen 
squeeze. 

Even firms which are fully provided with capital to 
finance their eq;ll.ipment may be in need of medium .... term 
credit, for the sake of being able to adopt long-term 
production programmes. The advantages of planning well 
ahead are being increasingly realised. In order to plan 
ahead it is necessary to ensure in advance th~ availa
bility of the financial resources required for the 
entire period. ~he entire amount is not needed immediately 
and under many roll-over credit contracts it is paid to 
the borrower in instalments fixeq in advance, or it is 
le:f't to the borrower to dr~w on the creal t as at'ld INlien 

required. Eved if the cost of the future inatalm~nts 0f 
creal. t 1~ tHlcertain, i te availability is aasu:red .. 

Al though banks are s,bll! to hedge against the interest 
rate risk by re-lending the money borrowed or re-borrow$ 
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 balanoe between their grand tots~ 
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of borrowing and their grand total of lending. 
Borrowers of roll-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. Rell-over credits have made medium-term:credits 
facilities more adaptable to changing re~irements¢ 
These facilities may be used as an alternative to credit 
facilities with fixed interest rates, but they may be 
additional to them, in which case the total velume of 
borrowing. especially of medium-term borrowing, increases. 

(7) 



CI-iAXTER THREE 

HOW ROLL-GVER CREDITS AF..E !RRANGED 

Roll-over credits may assume various form and are 
therefore arranged in various ways. A large number of 
relatively small transactions, the total---of' whioh 
probably represents a high percentage of the grand total 
of roll-over oredits, are concluded simply between 
banks and their customers in the ordinary way in which 
bank credits are arranged. ~:he main difference being 
that the borrower has to agree with the bank manager 
on the formula with which interest rates are periodically 
adjusted. 

Since they are concluded entirely without a~ 
publiCity, sufficient s*auistical information is not 
avaliable abou.t the details af these credits, neverthe" 
less ~F .. 9mone;L, monthly journal of the world's capital 
and money markets, supplies some data, the amount, 
interest rate margin, and the term, about the loans 
signed. 

The berl?ower has often the option to draw upon the 
oredit in 1nstalmertt~ as and when he requires the money. 
The inter$st ~ateB are determined on the basis of the 
inter~st rate~ prevailing at the time of the conolusion 
of the creditor of the £'1 :rat dra:wi ng, ruld 0 n sub .... 
sequent interest dates increased by an additional percen~ 

(1) Data Stlpplied by the FJuromoney S;yndicati 9~.L".~.1.~ .. 
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tage called spread which under most contracts remains 
unchanged even though the basic interest rate may move 
up or down with mark~t rates. 

~~ny contracts between banker and customer contain 
many more safeguarding provisions than is customary in 
ordinary bank credius, especialjy if the amount is 
substantial. For the sake of meeting the probable 
requirements for safeguards of banks whiCh are not 
familiar with the borrower, they might insert in the 
contracts additional terms to satisfY tit 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 upon 1n advance to the 
satisfaction of all participants. Such contracts are 
I16ceeearily longer and mo:t'$ complicated, aince they 
would. X'J.9,.ve to be passed by the lawyera and accountants 
of several banks. All that would take time, so the 
negotiations would take longer. 

An altern~tive way of arranging roll-over credits 
is for the borrowing firm or institution or authority 
to iSBUe notes and sell them to a managing ba~~ or & 

consortium of m.anaging banks, whioh in turn sells them 
to a syndicate of bankS and other financial institutions .. 
~ach one ot them takes over a relatively small Lttn.ount 

Which it would be able to keep in its pOI'tfolio or 
would be able to place with its own customers,. BO that 
tlO pu blie issue INou.ld be necess axy .. 

lmother alternative proaedure is the conclusion 
of an agreemant by the managing banks with the borrower, 
in this case photocopies of the contract are circulated 
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among potential members of the syndicate. In many cases, 
the managing banks issue 'xartic1pation Certifica.tes.~ 
which are underwritten by a syndicate consisting of some 
dozen of banks and other dealers or institutional 
investors. Their number is anything up to fifty, or even 
higher. While in many instances the terms axe negotiated 
by the managing banks and the potent1al,m&mbers of the 

syndicate are offered participation on terms that are 
already fixed, in other instances members of the syndicate 
have sbme 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 pa.rtici
pate il Often flll rnembel's of the syndioate are g:i ven a 
chanoe to state any objections or conditions they may 
have. and once an agreement 1a reaohed the contract is 
Signed by all of them. 

~mny members of the syndicate are not big en~~gh to 
assume the role of managing banks. They lIlay not even 

- 2 .. 
specialise 1n such transactions~ In their case the 
reason why th,y cheese to participate in not only 
:pa:rticula!'~t attracti ve t1.~ansactions is that it ailde to 
theil." prestige but to be associated with a number of 
first.clase banks ~s well. 

(1) .I.nternat!olf111 Money l~lark~t!' and }j'lex:l:Ql~ EXQh~ 
Rate§, Stanley W. Black, 1973 xrinceton Univers1tYh 

(2) How Banks can Live with Low Spreads, lacolas Saada Jr .. 
~romoney, November 1981. 
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1'lany banks may insist on the inclusion of parti
cular terms for which they have Rreferences. If 
their requirements conflict with each other they have 
to be reconci~, and the resulting compromise has to 
be accepted by the borrower~ The length and nature of 
the cc;ntracts, which are discussed in the next chapter, 
depend to a high degree on the national~ty of the 
managing banks and on the countries where the notes 
are meant to be placed. 
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CH.tUTER .fOU R 

TERMS OF THE CONTRACTS 

While it would be an exaggeration to suggest that 
the conditions of every contract are different from 
those of all otper contracts, there is certainly a 
large variety of conditions. Each managing bank has 
a favourite formula which differs in many respects from 
that of other managing banks. what is more, these 
formulas are subject to modifications to meet the 
wish!1.H3 of borrowers and those of other particl.ipating 
banks. 

The amount of individual transactions of roll-&~er 
bank credits is in ~~ny instances small compared with 
that of consortium credits which is usually substs.ntial.. 
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 amoUnt of the oredit granted. 

The contraot always fixeS the maximu.l!l p$riod for 
which the credit is granted. It also fixes the 
soh~dl:lle of ii1aturit1ea if it is :repayable in 
instalments.. In soms Cotltraots the borrows!:'; having 
repaid part of' the oradi t t is anti tJ.ed to draw otl it 
again, within the limits of the ma.ximum maturity .. 

1'he commissi.on paid by' the borrov;ler to the 
managing banks, and by the managing banks to the members 
of the syndicate and to the agents, is fixed in the 
contra.ct. 



Most contracts determine the currency in which 
the credit is to be granted and repaid and in which inte
rest is payable. But in a number of contracts the 
borrower has the choise between several currencies, or 
the credit is fixed in terms of a composite currency 
un! t • If the borrower has the option to coo.ose between 
various currencies, the contract prescribes the exact 
way in which that option may be exercised. 

The borrower may be given the choise between several 
currencies in which to receive the whole or part of the 
credit. Interest and principal are always repayable in 
the same currency in whioh the credit is received .. 

1'he borrower has to provide certain information at 
the time of graxfting of the credits, and also subsequently 
any other information presoribed 1~ the contract. 

Appendices to the contracts contain balance sheets 
and other relevant information conoerning the borrowing 
firm's business. They may contain statistic~l and 
other information dealing with the borrower's business, 
or the oountry in which 1 tis s1 tuated together VI;!' th 
other material enablj.ng the lender to assess the 
borrower's positions and prospects. 
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CHA:ETER lHVE 

HOW IN:I'EREST RATES ARE ADjo STED 

Interest rates on roll-ever credi tsare ~bject 
J. to changes at the end of each 'interest period', on 

the predetermined 'interest dates·'-or 'interest 
determination dates''; By far the most frequently 
applied interest period is six months, but three months 
and twelve months are also quite common. In some 
contracts provision is made for changing the interest 
period.. There may be broken interest periods if 
borrOwers avail themselves of their right tG.repay 
the credit before the next interest date. 

The interest dates are usually taken as occuring 
two clear days before the concluding dates of the 
interest parioas. 

A lillrge number of contract s contain proviai ons 
under which the managing bank 01' banks must ark neutra.l 
b~Ulk~, referred to ai!i l'~t'el"ence banks. for the ouxreht 
quatati on of interest rates for the matUl'i ty co:i:respond .... 

thg to tn$ next interest pe?iod. There may be more 
than O):le reference bank, they are also called f rate 
setting baw~~·1~ in wInch case the rate will be the 
average of th$±r qUi) t9,t1 ons.. It some of them a:r:e 

(1) e::reign Dol:ta,I :!Joans in E\J.roRe, :Ellul EiI1Zig, 1965 
. cmillan and Co .. Ltd .. 

(14) 



unable to quote rateB the avarage of the rates quoted 
by the remaining banke, will be used. ~o be on the sliife 
side some contracts provide for six reference banks. If 
the rates are fixed by the managing banks themselves it 
is the average of their rates that counts. 

In many contractf, the parties safegua.rd themselves 
against the use of Ii distorted rate that"is likely ttl 

be quoted in anyone day, on days before or after week
ends t holidays, or through the cGincidence of several 
distorting influencee. 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 business 
days. usually of three days .. 

In many contraots the changes in interest rates 
are not left unlimited. A maximU.m limit or a minimu.m 
limit for the interest rates may be fixed. There are 
contracts which fix both iii. maJd.rnum lim t and minimu.m 

lim1 t.. Such lim ts are uSllul;r very wide. e.i .. from 

6.5% to 13%:-
~he rates used for adjusting the interest rates on 

roll .... over oredits are always those quoted tor lHlhk~ of 
first rate stafiding~ In some contracts the borrower 
has the opti~n ot changing the next interest pericd 
from one stanriard period to another. Su~h a ohange 
of period is ['Subject to t!. notice, usuallY of fiVIil days. 

(1) Syndic~t~d Lq!g Rankings, Euromoney, September 
1981 .. 
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~'lliAT DETERMINES THE S:EREAD? 

Spread is the difference between th.e--current quotation 
of the Buro-dollar, or, as the case may be, Qf some other 
Euro-currency in terms of which the credit is granted, 
and the actual interest rate payable by the borrower: 
On the date when the contract becomes operative and on 
each interest date the spread is added to the current 
:S'Uro""1iollar rate, 9.nd the :resulting figure represents the 
interest payable for the next interest period. 

The cost of a credit to the borrower is determined 
by the current Euro-dollar rate for inter-bank time 
deposits the maturity of which corresponds to the interest 
period. fixed in the contract, plus the spread. The base 
rate is subject to fluctuat.ions, but the spread is 
usual~y fixed for the duration of the contract, unless 
arrangement is made for its change after a certain number 
of years. The profit Illarg1n ot the lender is determ"ined 
by thiS spread. plus the a.dd! tional ;tflEHt\ th.llt 'ba.!l1ts ea:rn 
by participQting in cred1t$ are partiCipation fees and 
OOt1Hui'ttllent fe~s" The former, whioh is typically .t flat 
fee paid at the onset of the credit, can vary considerably 
between credits and is not necessarily a function of 
term0 It oan easily vary from as 11 ttle as 1/16%; to 

. , 

(1) ~he Mang~ement of the Dollar in Int~rna t ionu .lfj.n~ag.!lf 
Robert z. Aliber, 1964 lrinceton University. 
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1 1/2%e 1 The commitment fee is usually applied on the 
undrawn portion of the credit during the drawdown period. 
A typi cal rate is 3/8%.1 ' 

The spread is liable to follow oertain basic trends, 
in addition to being subjeQt to certain influences. 
There is an economic explanation for low spreads in the 
Euroc1.'edi t markets. It is the economic·theory of perfect 
competition. It says that excess profits will diminish 
as financial markets become more competitive. 

The number of lenders and the number of borrewers 
in the Euromarket s have increased significantly. Int('Jr .... 

national barriers to ente~ing these markets have bee~ 
broken into" ~"o:t example, between 1976 and 1980 f the 
number of barLi{:s lending in the syndicated loan market 
increased from about 400 to more than 700.~ Over the 
same period; the number of loans syndioat$d increased 
from about 350 to 1,100.1.lv1oreover, the number of 
countries that contained the borrowers inoreased f~~m 
about 65 to around 100. A borrower or a lender alone 
is too small to affect the market. A bank becomes a 
price~t.~r as opposed to Q priqe-maker, and if it 
offers to lend at higher margins , it will be driven-aut 
of the market~ The direct result is the decline in 
epreFH1~. In the pafit few months. spreadS were beJ.ow 

1/2% and the$6 have gone down to as low as 1/4%~~ And 
ruettl:t'1ties Illr~ lOlig~r" ttl 1976, the {Lvf!u~ag" !fi.s.tu,nty 

would have been less than 5 years.. In 1.979 it exceeded 
8 ye!n~s .. ]. 

(1) HQw Bgnk§QIn 1iv~w~ith Lo~ SDr§ad~, Nicolas SaaJe, 
~~romoney, 10vember 1981. 
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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 a 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 wants to gain ail borrower as a 
eli ant would want to take the opportuni t-y- to enter a 

credit for that borrower, despite the fact that a 
participation would be unprofitable. In essenc" the 
bank wauld hope to gain in the ~~ture some benefits 
from the borrower. 

(18) 



CHAPTER SEVEN 

TERMS OF REPAYIv5.ENT 

The repayment Qf roll-over oredi ta, as dete1..'mined 
by the c0lltract, may t.ke place in one lump sum at the 
maturity date; or it may take place in several inatalmeAts 
at maturity dates :fixed in the contracts; or the borrower 
may have the option to repay the whole or part of the 
loan on any interest date after the passing of lit minimum 
period on giving notice as speCified in the oontract. 

ji'lQny contracts determine a minimum limit and a ~x1 ... 
mum limit for the period during which the debtor has :to 
repay the credit, mAt within those limits the actual 
date or dates may be determined by the debtor, subject to 
Such notice as is specified in the contract. This option 
of early repayments is a great ~'mmtage to the borrower, 
not only because he n~ed not to 'continue to pa.y intil\'frest 
on the loan when the money is no longer reqUired, but 
also because it p~Qv1de$ him with an opportunity for 
taking advant~ge df allY cheaper f~ciliti~s that might 
becom~ avail~ble before the date Qf maturity, or dates 
of maturities, fixed in tIle oontract. 

lA-trig a period of rising intereat rates, when und~r 
the terms of a roll-over credit the borrower has to pay 

:bj.gher and higher interest rates in accordance with the 
higher rates quoted in the market on interest daLes, SUl 
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early repayment option enables him to terminate the 
loan if it ceases to be profitable for him to continue to 
use the money at such a high cost. SOllie contracts con
tain a provision under which the borrower is given the 
right to repay the credit it and when the interest rate 
rises to a certain level. But many more contracts grant 
him an option of early repayment which-is independent 
of the level of interest rates. 

During a period of deolining interest rates roll
over credits give borrowers the full benefits derived 
from the decline of interest rates in the market of the 
buro·currency in terms of which the credit is fixed. 

As a general rule lEmders have no option to demand 
early repayment except in speoial ciroumstanoes (to be 
di~cussedbelow). If the lenders had the right to 
demand early repayment borrowers would 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 d,itficult or impossible to raise the 
necessary cash f or when they might only be able to do 
so on less favourable terms. If debtors exercise their 
options of earl~ repayment it is true that lenders -
!ll.ight find it dif'fi0l11t to re-employ the money ott 

equally prOfitable -berms.. But b$.rtks al'e &lway~ ~ble ;;1HI 

find a market in Which they could employ the funds, even 
thou.gh during periods of dec11tlittg interest rates &nd, 
increasing liquidity they might have to do so on less 
advant!tgeous terms than those obtained even at'ter the 
downward adjustment of' the interest rates on roll-over 
credits. It is for this reason that the spread on roll. 
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over cr edi t s wi th a one-way opti en to the borrower t s 
benefit is wider than on credits with?Ut such options. 

If the practice of giving lenders the option 
to recall their credits were \rldespread it wou~d dis

courage borrowers ag~inst roll-over credit facilities. 
I 

On the other hand one-sided options in :f'avcl1..lr of borrowers/ 
are widely practiced without discouraging participation I 

in such operations by lenders, bec&use lenders are in 
III better position than borrowers to cope with the 
situation arising from an early termination of a medium
term contract. 

:·;ost contracts specif'y that if borrowers make use 
of their early repayment options then repayment mu.st 
take place ~.t interest dat s, thoggh some len.ders have 
no objeotions to broken interest periods that would 
occui" if repayment w~s ma.de on other dates. Early r~'" 
payments usu&lly have to be made in round amounts~ ~n 

many contracts it is specified that the repayments must 
be a rrdnimuill amoUnt or its multiples; ffrequent repay
ments of variying amou.nts would involve evexY(,Jr''L·il corce:rn 
ad in much additional clerical work. 

lku;"l"OWIlH:s have to give the llgenta due notioe of 

th~i~ deCision to exeroise their early repayment option.! 
~;he most frequently fixed period is thirty days; though . 
the contracts may fix longer or shorter periode.h TherE! I 

are cases of contracts that fix a longer notice during 
the early period of loan and shorter notice during ~ 
ls. ter period.. !n given circulllst;;l.noes the box-rowel.' may 

(1) .l0leign DollAr Loans j,p. Europe,Faul Einzig, 1965 
lVlacmillro a.nd Co. Ltd. 
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approa.ch the lender with the request to give up part of 
the notice. Since banks are anxious to ensure the good
will of the borrower and are anxious to acquire a repu
tation for being obliging to borrowers, early repayment 
without the full contractual notice is usually accepted. 

Unaer some contracts which do not have a repayment 
option clause the borrower is entitled to repay the 
loan if adjusted interest rate exceeds a certain figure. 

But both from the point of view of lenders and from 
that of borrow-ers it is always inccmvenient to have to 
negotiate another loan contract·because the other party 
has exercised its early repayment option. Such negotia
tions always involve delays and expense. under some 
contra.cts the party that makes use of his option has to 
pay a fixed sum to cover expenses, or he has to pay at 

penalty of 1/8 per cent or such other penalty as may 
be ~ixed in the contract~ 

(1) How Banks can ~iy~ with Low Spreads, Nicolas Saade, 
Euromoney, November 1981 .. 
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C~TER EIGHT 

CORBEl'iJCY O}lT IONS 

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

Many contracts are dra.1At1 up which entitle the bOrrO'\fH~<rs 

to choose from among several currencies the one in which 
they require the first or a later insta.lment of the loan 
to be paid, or in which they may draw the entire credit. 
The borrcwer must inform the agent of his ohoise Of 

~rrency and must give him notice the length of which is 
prescribed in the contract. The minimum notice is often 
five dayse Since all participating banks have to decide 
whether the borrower's choice of currency is acceptable 
to th~m~ a five days' notice is ~ot tthreasonable. 

contracts usually oontain at reservation under which 
the lender banks are entitled to refuse to acoept the 
borrower v S ohoice of the denomination of the loa.n or Of 

S.IlY of its 1hstalmellts if the currenoy chosen by Itim is 
not e~silY available at a reasonable price. Of cOurse in 
theory all major currencies are supposed to be available 
in a good market at a reasonable price. In practice 
exchange rat es might make i t difficult for the 1~nde:r5 
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to satisfy the borrower's wish. Or it might become oestly 
to acquire the currency as a result of ~ squeeze in the 
market or of other changes that may have oocured sinoe 
the conclusion of the credit. 

Repayment is always due to be made in the same curren
cy in which the credit, or any of its instalments, was 
made available to the borrower; interest;-~too; is due in 
the same currency. If in spite of this condition borrowers 
prefer to choose a particular currency to depreciate 
before the credit is repaid, the reason is usually because 
they ex.pect the currency to depreoiate. 

S~me contracts contain provisions to safeguard len
ders against aoneequ.emces of chatlges in pari ties between 
the conolusion of the contract and its implementation .. 
• :3oms ccntracts contain provisions authorising the borrower 
to convert the loan into some other currenoy on any 
interest date .. 

If the cUrrency chosen by the borrower ienot accept
able to the lenders then they, the lenders, are entitled 
to lend dollars under many contracts. Sometimes cont
racts rule that unless all participating banks agree to 
the CUl'reilcy chosen by the borrower the oontraot will be 
cancelled. But usually the borrower is given the option 
to accept the oredit in dollars. 

If the amount of the credit is fixed ill dollars and 
the borrower exercises his option to be paid in some 
other curreHlcy, the eqJ .. dvalent ~mOUrlt is oalculated en 
the basis of the mean rate of the non-dollar currency 
in terms of dollars quoted by the ~ on the relevant 

(24 ) 



date. Under some contracts, if no mean rate is quoted 
in that currency by the IMF on the releMant date. the 
amount is then calculated on the basis of the offered 
rate of tkat currency in the London foreign exchange 
market. 

If the borrower chooses payment in dollars then 
under mast contracts or in the absenceoj~ any provi.s:1on 
to the contrary, the lenders have to accept his chaise 
of currency. Like, if the lenders notify the borrowex~ 
,through their agent that they intend te pay in dollars, 
then, ihthe absence of a. provision in the con.tract to 
the contrary, the borrower has to accept it, although 
under seme em tracts he would have the option of cancel-

" 

ling the deal. 
Under some contracts, the lenders Ill&ly notifl the 

borrower not later than at lOa.I1i., two business daysl. 

be:fore the date of paymenl; t that they wisli to ehange the 
currency. The borrowt!rt' will then notify the a.gents as 
to whether he is willing to accept the lenders' decision 
or prefers to cancel the deal. 

(1) 1jlxornoney Syndication Guide, Euromonay t i~ovember 1981 

(25) 



CRAFTER NINE 

IMPACT ON FOREIGN EXCHANGES 

All credits granted in terms of a foreign currency, 
that is, in a currency that is not the local aurrency 
either of the lender or a borrower, are liable to affeot 
the foreign exchange market. A similar effect is liable 
to be produced if the lender lends in terms of the borrGw
er's currenay,or if the borrower borrows in terms Gf 
the lender's ourrency. 

All this effect may be produced by any form of in
ternation&1 credit transactien. Roll-ever credits 
actually increase the v~lume of foreign exchange opera
tions.; So that it is reasonable to say that the adoptiola 
and expansion of roll-over credits system tend to cause 
an expansion of actiVity in the foreign exchange market, 
in additi~n to caUSing an expansion Of activity in the 
Euro-ml~renol market. 

BG11.6V~~ cradits are liable to affeot forward 
exch~nges to a higher deg:ree than spot exohanges. Sinoe 
the interest period in most c0ntraote is six months, 
both lenders and borrOlflers may want to secure thernse~v$e 
agaiD.s-t a loss for that peri0d, not 0n1y against the 
interest 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 auything 
up to five years or more. But the exchange risk for 
long periods can be covered with the help of a medium
term 1uro-currency transaction, always provided that 
the parties concerned expect interest rates to move in 
their favour. 

Although in theory roll-over credits 'are only sup

posed to affect the :muro-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 exohange rates, both spot and especially 
forward .. 

The development of roll-over credits depends to 
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 prospeot of favorable inters.st rates is not 
the only consideration. by which borrowers and lenders 
decide whether to fix the interest rate for the entire 
period of the oredit or whether to adjust it to the 
market rate at fixed intervals. Variations in th@ rate 
of exchange and. the premium or discQu,nt on the fo:rward 
Axohangaa have .1.0 ba taken into aDn~ide~at1on. On 
the basiS of the borrower's view taken 011 prospects 
of interest r~tee alone, or on E't.1l'o...Jollar rates if 
the transact ion is i1'l terms of Ei'uro-dcllars , it might 
a.ppear advantegous to return. to rol.l-over credits. 
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CHilTEh TEN 

TaRKEY IN hOLL-OVER CRi;;DIT MARKET 

Over the past years a great deal o~ _time and 
energy have been devoted to the problems of resQhedul
iug Turkey's external debt and Turkey being a 'deve
loping country' is striving to solve the problems of 
industrialization. 

Th..lring the period in question, internationa.l purch
asing power of the country has decreased and economic 
expansion was handioapped to no slight degree by an 
inadequacy.. of medium-term facilities, besides Ankara's 
problems were immense and inoluded a total foreign 
debt that exceeded $ 16 billion, a current-account 
deficit of ~ 4 billion? 90% annual inflationtand 20% 
to 30% unemployment in the late 197913: until a 
military coup in September 1980 put an end to it, 
the country was wracked by political violence and 
terrorism that was claiming as many as 30 lives ~ day. 
Turkey's industrial base was also seriously damaged 
by exten~ive ~abotage and labor un~est. Added to 
these problems are foreign reserves, an oil bill that 

(~) pUny a Gazetesi, 23 November 1979. 
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has exploded because Ankara has had to buy from the 

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

Trying to minimize the problems or at least to 
decrease the number.,of them down to a certain level, 
~'urkey followed a set of policies whioh is prepared by 

considering all the economic aspeots and-their probable 

effects. As it is experted by the majority of us. 
among these policies set, borrowing policies playa 
vital role 1n the course of economic development. SInce 
the various altexnatives of efficient usages of the 
money lent is not within the limits of this study, the 
appllcat:ion of an alterna.tive borr~wing mechanism, 
the roll-over credits, will be outlined. 

how Risk Fagtor Effects the Borrowing? 

There exists a risk factor in granting roll-over 
credits to countries the political sta.bility of which 
is uncertain. There are a great many of them in Latin 
AlIl.eri~a., in Africa and in Southern Asia. Since violent 
changes of regime are $ubject to be followed by default 
on external liabilities, it 1s reasonable for lenders 
to expect compensation for such risk in the form of 
wider spreads,. EVIH! in the absence of political un
certainties, their probable anticipation is led to non .... 

renewals of oredits. 
The extent of general risk also influences the 

spread.. In addition to risks involved in lend ing to 

(29) 



borrowers with 10\'1 credit rating or to those who are 
borrowi.ng too much, there is a more ge·neral risk 
arising from the possibility of a deterioration of 
general business conditions. In a general depression t 

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 sprea.ds, and to insist-; 
on legal guarantees of roll-over credits by goverments 
or goverment-controlled institutions if the borrowers 
themselves have not a 8u.:fficiently high credit rating .. 

Among various existing risk-factor rating tables, 
"Euromoney Country Risk Factor Table,j will be given 
as a guide to represent l1:urkey's position since the 
table is prepared by taking only the publie sector 
syndicated loans granted and their average weighted 
spreads, into consideration. 

~the Euromoney ~ating «ork@ 

country Hating 'Talue of Country Numb~r· of 

C r..w Hi51k 19ctor - Qonn;tr j,~~_ 

EM .... I Under 5.4 24 

bM ... rI 5.5 to 6.2 7 
EM-III 6.3 to 7.4 5 
EM.IV 7.5 to 8.3 8 

EM-V 8.4 to 10.8 6 

EM-VI 10.9 to 20.8 12 

~M .... VII 20 .. 9 and over 

SOURCE: Eurornoney 2yndication Guide 
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Among 69 countries 'lurkey is the 68th with a. 

country risk factor of 21 wi th ~1ebruary 1982 figures'; 

-!:,rosI?scts for Ro11-.Q..Y§lr Credi t s Grant ed : 

Since risk rating factor of tl'urkey is Vel'] .Low it 

hag to depend on loans from the ';ior1d ~!aJ:lk and credits 
gua.ranteed by the Goverments by the lending count:ries ~ 
Until most recent.lsars because of the political in
stability there is no guarantee that the lenders will 
be negotiating with the same people a second time 
around. After the military coup in 0eptember 1980, 

a short-run political stability is obtained and the 
immedi~te changes of gov8rments are avo1d.d$ 

until recently, Turkey was not in a position to 
use syndicated loans, nevertheless, after the procure
ment of stability both in terms politics and 

econDmics, roll-over c~edits become obtainable. 
In November 1981, 

borrOwer' The Central Bank of Republic of Turkey 
.Lead JYlanagement l.iroup: Libyan Arab .j'oreign Bank 

All1O'1..1nt in l'.-lil1ions; f1 100 
Interest hate iVlargin: 1 for the first 6 months 

1.25 for the last 6 months 

.I.eI'm 1 year 

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



and, in March 1982, 

Borrower: The Central bank of Republic. of 'lurkey 

Lead lVl8.nagement Groups Nat ional .bank Kuwait 

Amount in i>'J.ill ions: ~ 70 

Interest Rate Margini 1 
Term: 6 months 

, 

are used. As it can be observed easily from the above 
mentioned credi ts the spreads are folloviing a decreas

ing pattern which may be an indication of a decrease 

in the eXisting risk-factor. 
Turkey, promising an economiC expansion, shou~d 

be prepared to ohange the assessment ot oountry 
condition and outlook and not be locked into accustomed 
views. 
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3XNDICATED LOA1S 
l. 

September 1981: Loans signed 
Data supplied by the Euromoney Syndication Guide 

Borrower: Anambra State of Nigeria 
-

Lead Management Group: American Express Bank, Citicorp 
International Group, European American Bank, Long-Term 
Credit Bank of japan, Sum1tomo Bank 
Amount in tidllions: DM 150 
Interest Rate Margin: 7.5 (fixed rate) 
Term : 7 years 

Borrower: Ansett Aviation Equipment Fty 
Lead :Management Group a hambro$ .Bank, Bank of Montrea.l, ::Bank 

~ 

of Lova Scotia, Chemical Bank, Tokai Bank, Rural Bank of 
New South Wales 
Amount in Millions: $ 195.85 
Interest Rate Margin: 1/4 %. for the first 3 years 

3/8 % for the last 6 years 
Term: 9 years 

Lorrower: Atlantic Richfield (ARCO) 
Lead .Management Group s Brull{ of Montreal, Oi ti bank, Chemica:) 

bank, Chase Manhattan Bank, Morgan Guaranty 
Amount in Millions: ~ 9,0 
Interest hate Margin: 1/2 % for the first 4 years 

5/8 % for the last 8 years 
l.;erm: 12 years 

(1) Only loans above $100 million, DMlOO million, ~lOO mil 
are taken into cODsideration. 
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Borrower: Banco de Is. tacionArgentina 
Lead Management Group: Citicorp International Group, 
~litsui Trust and Finance, Sumitoma 1inance International, 
'l'akugin International, Sumitomo Trust Finance 
Amount in Millions: ~ 100 

Interest llate Margin: 1/4 

Term $ 5 years 

, 

Borrower: Cast~ xeak lower Co Ltd (CAPCO) 

Lead 1'lanagement Group: Sc:h.roder Nagg 

Amount in Vd1lions: ~ 357 
Interest hate Margin: 8.5 (fixed rate) 
Term: 12 

Borrower: Castle Peak ~ower Co Ltd (CAReO) 
Lead Management CEroup'f SC!lroder Wagg 

Amount in Million: • 285 
Interest Rate Margin: 8.5 (fixed rate) 
Term: 12 

Borrower: Castle Peak xower Co Ltd (CAXCO) 
Lead Management Group: 01 ticorp Interna.tional Group, 

Schroder 'Ilagg 
Amount in Iviillion: ~ ,Od 

Interest Rate Margin: 3/8 
1/2 

5/8 

(ii) 

for the 
for the 
:E'or the 

first 5 ye~)"rs 

following S years 
last 2 years 



Borrower: Cia Binanciamenti e Refinanciamenti SpA (CO~IRI) 

L~ad l.lanagement Group: Arab Banking Corporat ion, iUji Bank, 
Isti tuto Bancario San :Paolo di 1'orino 
Amcunt in Million: $ 175 
Interest Rate Y.iB.rg:in: 1/2 for the first 4 yeDrs 

5/8 for the last 3 years 
Term: 7 years 

Borrower: Comision Federal de Electricidad CCFE) 
Lead Hanagement Group: Chase Merchant Banking Group, Credit 
Commercial de France, £uropean American Bank, first Chicago 
loanama, Industrial Banle of Japan. International 1,lexican 
Bank, Long-Term Credit Bank of Japan 

Amount in Million:S 425 
Interest Rate Margin: 1/2 
Term: 8 years 

1301.'1.'ovl9rs Dow Chead cal Company 
Lead Management Group: European Banking Company, Citibank 

Amount in i·1111ion: $ 1,000 

Interest P~te Margin: 3/8 for the first 3 years 
1/2 for the last 2 years 

'}~erm: 5 years 

EorrovJel': Empresa Nacional del Gas SA (ENAGAS ) 

Lead Management Group: Arap Ba.nldng corporatiotl f .banoo 
Espanol de Credito, Banco Exterior de Espana, Banco 
Hispano Americana, barclays Bank Group, Fuji Bank t Sumitomo 

be...nk 

Amount in Nillion: '$ 100 

Interest Rate :Mar gins 1/2 

Term: 8 years 

(iii) 



Borrower: Gaz de France 

Lead Management Group: Credit Lyonnais, Credit Agricole, 
Tokai Bank, Toronto Dominion Int Bank 
Amount in i.vlilli on: :t 250 

Interest Rat e Mar gin; .45 for the first 4 years 
.35 for the following 4 years 
.25 for the last 2- years 

'];erm: 10 years 

Borrower; Industria iViinera Mexico SA (DvlMSA) 

Lead ii.anagement Group: Manufacturers hanover Ltd, :sank 
America International Group 
Amount in i'dllion: ~ 250 

Interest Rate Margin l 7/8 for the first 5 years 
1 for the last 5 years 

Teraa 10 years 

Borrower: Itaipu Binacional 
Lead Management Grou:tH Arab Banking Corporation, CIBe Ltd" 
Clticorp Intenational Group, Banco Central; Bank Of Nova 
Scotia Group, Continental. Illinois, .i1u.ji Bank, (\11 tsu biehi 
Bank, Morgan Guaranty, Sa.n,w8. Bank 
Amount in Million: ft 100 
Interest Rate MargL~: 2 1/4 
Term: 10 years 

Borrower: Joseph E. Seagram and Sons 
Lead ~~nagement Group: Citibank 
Amount in M1.11ion: '$ 100 

Interest Rate Margin: 3/8 
Term: 3 ye ars 

(iv) 



Borrower: Joseph E. Seagram and Sons 
Lead Management Group: Manufacturers Hanover 
Amount in ~lillions: ~ 100 

Interest Rate Margin: 3/8 
Term: 3 years 

Borrower: Matthey Finance Limited 
Lead Management Group: SG 'iv'argburg 
Amount in Millions: ~ 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 MQnagem~nt Group, Seattle-First National Bank, ~iret 

Naticlnal Bank of Boeton, Security ,Pacific Bank, irirst 
dtate Bank of Oregon 
Amount in Millions: ~ 110 

Interest Rate ~rgin: 1/2 

Term: 1 year 

Borrower: Occidental Fetroleum 
Lead Management Group: Swiss Bank Corporation( InternatiollaJ 
Algemene bank Nederland, Bank of Scotland, Banque Nationa~~ 
de ~aris, Banque Bruxel1ss Lambert, Banco urquijo Hispanc I 

Amel.~1cano, Dresdner Bank Int, l,tldland Bank, Morgan Grantel; 
National ,Vestminister Bank, Royal Bank of Scotland, WeetL131 
Amount in Millions: $ 305 
Interest Rate JYIargin: 1/2 for the first 5 years 

5/8 for the last 2 years 
Term. 7 years 

(v) 



Borrowers l'etroleos Mexicanos (REME:1) 
Lead Management Group: Baritlg Brothers, 'l~ M R0thschild, 
Samuel Ivlontagu 

Amount in rUlli on.s: }, 365 
Interest Rate Margin: 1/2 
Term: 2 years 

Borrower: lublic lower Corporation (Dimosia Epihirisis 
E1ektrismou) 

Lead Management Group: Banque Nationals de :Paris, Chase 
r':anhattan Ltd, Continents]. Illinois Ltd, .Mi tsubishi Trust 
and Banking, flational Bank of Canada, National Commercial 
Bank (Saudi Arabia), National Westminister :Bank, Nippon 
Credit Bank, Orion Royal Bank, Sanwa Bank 
Amount in Millions: $ 220 
Interest Rate ~~rgins 7/16 for the first 2 years 

1/2 for the last 8 years 
T~rm' 10 years 

Borrower: Sears Roebuck Acceptance Corporation 
Ilead Management Group * Morgan Guaranty 
Amount in lfrlllions: $ 2,000 
Inte:l'est Rate Margin: 1/2 for the first 5 years 

5/8 for the last 3 tears 

Term: 8 years 
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Borrower: Societa per Azioni Finanziaria Industria 
Manifatturiera (SAJfL\1) 

Lead Management Group: SG Warburg, Sod"itic, Long-Term 
Credit Bank of japan, Gulf International Bank, Banca 
Nazionale del Lavor"o (London branch), Hokkaido Takushoku 
Bank, Kyowa Bank, Sumitomo Trust and Banking Co, Die 
Erste Osterreichische Spar-Casse, Genossenschaftlicns 

. 
Zentralbank, 10rddeutsche Landesbank, Svenska Handel-
banken 
Amount in Millions: $ 135 

Interest Rate Margin: 5/8 

Term: 5 years 

Borrower: TUrkiye Cumhuriyet JYi.erkez Bankas~ (The CentJ.'al 
Bank of the Repu blic of Turkey) 

Lead l"'~nagement GrOUp: Libyan Arab Foreign Bank 

Amou nt in !vii II ions: fi! 100 

Interest Rate Margin: 1 for the first 6 months 

1 1/4 for the last 6 months 

T e1' fi1 : 1 ye ar 
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COUNTR:1 RISK FACTORS 

J'OR COUNTRIES IN EM-VI AND EM-VII 

COlJutr ies in EM-VI 

Ranking Hal1king Number Total Average 
for 1981 for 1980 of volume weighted 

public of all spread 

loans loans % 

- Ii mil. 

Bahamas 51 ... 2 165.0 1.13 

Ivory Coast 52 54 9 595 .. 0 1.42 

""orocco 53 43 7 922.8 1.06 

~imbabwe 54 59 4 357.4 1;;34 
Congo 55 1 50.0 1.13 

J: ana.ma 56 52 4 629.0 1.25 

:Louduras 57 2 24.2 1.39 

J.ugoslavia 58 49 14 1,371.3 1.22 

Angola 59 ... 2 80.0 1.--74 

Senegal 60 ... 1 7.5 2 .. 00 

ienezuela 61 51 25 6)1-'9.3 .57 
....:ra~il 62 53 44 6 t 883 .. 6 2.05 

(1) "t~.!,omq~.~._.~~!1:dication Guide, 1uromoney nating (EM) for 
Jj'e bruary 1982. 
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·Q..o-untries in EM-YJ! 

Ranking .Llanking ~umber Total Average 
for 1981 for 1980 of volume weighted 

public of all spread 
loans loans 'j~, 

~ mU I 

Bolivia 63 4 424.0 2.22 

,Jamaica. 64 2 182.0 2.12 

..l:akistan 65 67 2 355.5 0.88 

Za.mbia 66 66 4 211.8 1.30 

.:ha.rjah 67 40 1 63.0 1.00 

.,.urkey 68 1 100.0 1.13 

iige:r- 69 50 1 25.0 1.25 

EU.:romoney risk rating is calculated by the following 
formula· 

L_.~O~~lIl_e x spread 

. Euromoney Index 

r: (Volume x maturity) 

(ix) 
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