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International Financial International Financial 
MarketsMarkets
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International Financial MarketsInternational Financial Markets

 World money & capital marketsWorld money & capital markets

 “Off“Off--shore” marketsshore” markets

 Syndicated loans and syndicated Syndicated loans and syndicated 
security underwritingsecurity underwriting
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International Financial MarketsInternational Financial Markets

World Money & Capital MarketsWorld Money & Capital Markets

•• Most important:Most important:pp

 United States [“New York”]United States [“New York”]

 United Kingdom [“London”] United Kingdom [“London”] 

 JapanJapan 33korthkorth--M&KM&K
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International Financial MarketsInternational Financial Markets

 Domestic [= Domestic [= ““onon--shoreshore” markets” markets]]

D ti  k t   D ti  k t   ti htl  l t d ti htl  l t d b  b  •• Domestic markets are Domestic markets are tightly regulated tightly regulated by by 
the national (& sometimes regional or the national (& sometimes regional or 
local) government of that country.local) government of that country.
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International Financial MarketsInternational Financial Markets

 Two locations Two locations 

H  d tiH  d ti•• Home domesticHome domestic

•• Foreign domesticForeign domestic
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Foreign BondsForeign Bonds

 LongLong--town marketable debt town marketable debt floatedfloated
in a in a domestic market domestic market by a by a 
foreign issuerforeign issuer

““ k b dk b d ””•• ““Yankee bondsYankee bonds””

•• “Bulldog bonds”“Bulldog bonds”

•• “Samurai bonds”“Samurai bonds”

•• “Panda bonds”“Panda bonds”
66korthkorth--M&KM&K
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Depositary ReceiptsDepositary Receipts

 A  certificate that is a claim on stock A  certificate that is a claim on stock 
sold in another countrysold in another country

 Held in trust by a Held in trust by a trust bank trust bank abroadabroad Held in trust by a Held in trust by a trust bank trust bank abroadabroad

 American depositary receipts American depositary receipts ((ADRsADRs))

•• Global depositary receipts Global depositary receipts ((GDRsGDRs))
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OffOff--Shore MarketsShore Markets

 = = euromarketseuromarkets

 International money & capital International money & capital 
markets that are free of markets that are free of mostmost

t l tit l tigovernment regulationsgovernment regulations

 NotNot physically offphysically off--shoreshore

•• But offBut off--shore from “onshore from “on--shore” (i.e., shore” (i.e., 
domestic) regulatory constraintsdomestic) regulatory constraints
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OffOff--Shore MarketsShore Markets

 Characteristics of the major offCharacteristics of the major off--shore shore 
marketsmarkets

•• Favorable legislationFavorable legislation

 Minimum of regulationMinimum of regulation

 Often favorable tax treatmentOften favorable tax treatment

•• Usually requiring the use of contracts Usually requiring the use of contracts 
denominated in foreign currenciesdenominated in foreign currencies 99korthkorth--M&KM&K
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OffOff--Shore MarketsShore Markets

 Other market characteristics: Other market characteristics: 

•• Economic & political stabilityEconomic & political stability

•• Good infrastructure (especially Good infrastructure (especially 
communication)communication)

•• Skilled workSkilled work--forceforce
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Advantages of OffAdvantages of Off--Shore Markets Shore Markets 
for for ParticipantsParticipants

Minimum Minimum of regulation:of regulation:

•• FlexibilityFlexibility

•• SpeedSpeed

•• ProfitabilityProfitability

1111korthkorth--M&KM&K

Advantages for ParticipantsAdvantages for Participants

 Avoiding government regulations in Avoiding government regulations in 
countries with which one may be in countries with which one may be in 
conflictconflict

 Ability to avoid exchanging Ability to avoid exchanging 
currencies in the FX marketscurrencies in the FX markets

 Tax advantagesTax advantages

 Economies of scaleEconomies of scale
1212korthkorth--M&KM&K
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Advantages of OffAdvantages of Off--Shore MarketsShore Markets
for for Host CountriesHost Countries

 Strengthened financial marketsStrengthened financial markets

•• Attracting foreign financial Attracting foreign financial 
institutionsinstitutions

•• Fostering greater sophisticationFostering greater sophistication

1313korthkorth--M&KM&K

Advantages for Host CountriesAdvantages for Host Countries

 Improved employment opportunitiesImproved employment opportunities

•• More jobsMore jobs

•• Higher skilledHigher skilled

 Increased fee and tax revenueIncreased fee and tax revenue

 PrestigePrestige
1414korthkorth--M&KM&K

3 Sectors of Off3 Sectors of Off--Shore MarketsShore Markets

 Eurocurrency marketEurocurrency market

 Eurobond marketEurobond market

 EuronoteEuronote & & euroeuro--commercialcommercial--
paper marketpaper market

1515korthkorth--M&KM&K
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OffOff--Shore MarketsShore Markets

 Note: Note: there is no true eurothere is no true euro--
equity marketequity market----despite despite 
common miscommon mis--use of the termuse of the term

 The “euroThe “euro--markets” are:markets” are:

•• Not limited to EuropeNot limited to Europe

•• Not generally in euros!!!Not generally in euros!!!
1616korthkorth--M&KM&K

Eurocurrency MarketEurocurrency Market

 Deposits in a bank [Deposits in a bank [eurobankeurobank] ] 
of foreign fundsof foreign funds

•• DepositsDeposits----not currenciesnot currencies!!!!!!!!!!

 EurodepositsEurodeposits

 Minimum size is generally $1,000,000Minimum size is generally $1,000,000

 CDs or time depositsCDs or time deposits––not demand depositsnot demand deposits

•• Most common: 3 & 6 monthsMost common: 3 & 6 months 1717korthkorth--M&KM&K

Eurocurrency MarketEurocurrency Market

 Can be in almost any currency Can be in almost any currency ----
except the local currencyexcept the local currency

•• ee--$$
•• ee--¥¥
•• ee--££
•• ee--€€

 Sole exception: Sole exception: international banking international banking 
facilitiesfacilities (IBFs) in the U.S.(IBFs) in the U.S.

1818korthkorth--M&KM&K
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Eurocurrency MarketEurocurrency Market

 The eurocurrency isThe eurocurrency is

•• Created when the deposit is madeCreated when the deposit is made. . 
&&

•• Destroyed only when it is withdrawnDestroyed only when it is withdrawn. . 

•• The size of the eurocurrency market The size of the eurocurrency market 
equals the total of all deposits. equals the total of all deposits. 
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Depositors in the Eurocurrency Depositors in the Eurocurrency 
MarketMarket

 CorporationsCorporations

 Other banksOther banks

 GovernmentsGovernments

 Wealthy individualsWealthy individuals
2020korthkorth--M&KM&K

Eurocurrency MarketEurocurrency Market

 Banks accepting eBanks accepting e--deposits can be:deposits can be:

•• Local banks (e.g., Local banks (e.g., BritishBritish banks accepting banks accepting 
$ deposits in London)$ deposits in London)$ p )$ p )

•• Banks of the country whose currency is Banks of the country whose currency is 
deposited (e.g., deposited (e.g., AmericanAmerican banks banks 
accepting $ deposits in London)accepting $ deposits in London)

•• Banks of a 3d country (e.g., Banks of a 3d country (e.g., JapaneseJapanese
banks accepting $ deposits in London)banks accepting $ deposits in London)

2121korthkorth--M&KM&K
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LLondon ondon IInterbank nterbank BidBid RateRate
((LIBIDLIBID))

 Interest rate that a bank in Interest rate that a bank in 
London London bids on e roc rrenc  bids on e roc rrenc  London London bids on eurocurrency bids on eurocurrency 
deposits deposits from another bankfrom another bank

•• interinter--bankbank

2222korthkorth--M&KM&K

LIBID Depends uponLIBID Depends upon

 The The depositdeposit (currency, maturity, (currency, maturity, 
size) size) &&

 The The bankbank The The bankbank

•• Banks of lower quality MUST pay a Banks of lower quality MUST pay a 
higher LIBID for deposits.higher LIBID for deposits.

 NotNot the nature of the the nature of the depositordepositor
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Eurocurrency Market: Eurocurrency Market: 
InvestmentsInvestments

 Some Some moneymoney--marketmarket investments investments 

 However, mostly loansHowever, mostly loans

•• EuroloansEuroloans = = EurocreditsEurocredits

2424korthkorth--M&KM&K
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Eurocurrency Market:Eurocurrency Market:
BorrowersBorrowers

•• CorporationsCorporations

•• Other banksOther banksOther banksOther banks

•• GovernmentsGovernments

•• NotNot individualsindividuals
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Eurocurrency Market:Eurocurrency Market:
LendersLenders

 UnilateralUnilateral

MultilateralMultilateral MultilateralMultilateral

•• SyndicateSyndicate

 EurosyndicateEurosyndicate

2626korthkorth--M&KM&K

Size of EuroloansSize of Euroloans

 Small: $1,000,000Small: $1,000,000

""J bJ b "   $250 000 000"   $250 000 000•• ""JumboJumbo": > $250,000,000": > $250,000,000

2727korthkorth--M&KM&K
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EuroloansEuroloans
•• Type of eurocreditType of eurocredit

 Direct loanDirect loan

 "Stand"Stand--by" facilityby" facility

•• TranchesTranches

•• Line of creditLine of credit

 ""RevolvingRevolving" commitment" commitment

2828korthkorth--M&KM&K

LLondon ondon IInternterbbank ank OOffer ffer RRate ate 
((LIBORLIBOR))

 The interest rate at which one eurobank The interest rate at which one eurobank 
will will offer to lend offer to lend to another eurobankto another eurobank

N t  LIBOR i  N t  LIBOR i  tt b k’  t f it lb k’  t f it l•• Note: LIBOR is Note: LIBOR is notnot bank’s cost of capitalbank’s cost of capital

 LIBOR is the almostLIBOR is the almost--universal lending universal lending 
rate in international banking.rate in international banking.

•• Even used frequently with domestic loansEven used frequently with domestic loans
2929korthkorth--M&KM&K

LIBORLIBOR
 Depends upon the nature of the loanDepends upon the nature of the loan

•• CurrencyCurrency

•• MaturityMaturity

 Yield curveYield curve

•• Size of loanSize of loan

 OffshoreOffshore--market rates are more attractive market rates are more attractive 
than domestic rates.than domestic rates.

3030korthkorth--M&KM&K
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LIBORLIBOR
 Most borrowers pay Most borrowers pay LIBOR+LIBOR+

•• The spread will increase:The spread will increase:

 The lower the quality of the borrowerThe lower the quality of the borrower
&&
 The greater the risk of the projectThe greater the risk of the project

•• Collateral Collateral or other security reduces or other security reduces 
the spread.the spread.
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LIBORLIBOR
 Most eMost e--loans have loans have floating rates floating rates with with 

a 3 or 6a 3 or 6--month month rolloverrollover (or (or resetreset).).

 On the On the rollover daterollover date, the interest , the interest 
rate will change to the LIBOR in rate will change to the LIBOR in 
effect on that day.effect on that day.

 The new LIBOR will remain until the The new LIBOR will remain until the 
next rollover (3 or 6 months later).next rollover (3 or 6 months later).
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Bank LoansBank Loans
 For any loan, fixed or floating, For any loan, fixed or floating, 

the interest rate is determined the interest rate is determined 
at the at the beginningbeginning of the loan of the loan 
period.period.pp

 However, the payment is always However, the payment is always 
made at the made at the endend of the periodof the period
(“(“in arrearsin arrears”).”).
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Eurobond MarketEurobond Market
 LongLong--term negotiable instruments in term negotiable instruments in 

the euromarketsthe euromarkets

•• Up to 100 years!!! [“Up to 100 years!!! [“century bondscentury bonds”]”]

•• Even Even perpetuitiesperpetuities

 The largest bond market in the worldThe largest bond market in the world

•• Mostly Mostly bearerbearer bondsbonds
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Eurobond MarketEurobond Market

 Both large corporations and Both large corporations and 
governments are major issuers governments are major issuers 
in the eurobond market.in the eurobond market.

 Because of the Because of the absence of absence of 
regulationsregulations to protect investors, to protect investors, 
only issuers with good credit only issuers with good credit 
ratings are welcome in the ratings are welcome in the 
eurobond market.eurobond market.

3535korthkorth--M&KM&K

Eurobond MarketEurobond Market

 UnderwrittenUnderwritten in the in the primary primary marketmarket

•• The underwriter The underwriter guaranteesguarantees that that 
the bonds will be sold at the the bonds will be sold at the 
agreedagreed--upon price.upon price.

•• If not, the underwriter must bear If not, the underwriter must bear 
the lossthe loss

•• Underwriting feesUnderwriting fees
3636korthkorth--M&KM&K
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Eurobond MarketEurobond Market

 Active Active secondary marketsecondary market

 Both secured (i.e., mortgage) Both secured (i.e., mortgage) ( , g g )( , g g )
eurobonds and unsecured exist. eurobonds and unsecured exist. 
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Eurobond Eurobond VarietiesVarieties

 ""StraightStraight" ("" ("plain vanillaplain vanilla")")

•• Fixed rateFixed rate

•• No special featuresNo special features

•• Most common of all eurobondsMost common of all eurobonds

3838korthkorth--M&KM&K

Eurobond VarietiesEurobond Varieties

 Special featuresSpecial features

•• FloatingFloating--rate notesrate notes (FRNs)(FRNs)

•• CallableCallable bondsbonds

•• EquityEquity--relatedrelated

 ConvertibleConvertible eurobondseurobonds
 Eurobonds with Eurobonds with equity warrantsequity warrants

•• Zero couponZero coupon
3939korthkorth--M&KM&K
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Eurobond Market: Eurobond Market: AdvantagesAdvantages

 Advantages for Advantages for issuersissuers (1):(1):

•• Wider range of investorsWider range of investors

•• Diversification of fundingDiversification of funding

•• Increase in availability of total capitalIncrease in availability of total capital

•• Greater borrowing flexibilityGreater borrowing flexibility
4040korthkorth--M&KM&K

Eurobond Market: AdvantagesEurobond Market: Advantages

 Advantages for Advantages for issuersissuers (2):(2):

•• Reduced costs for issuersReduced costs for issuers

 Lower interest ratesLower interest rates Lower interest ratesLower interest rates

 Lower feesLower fees

•• Increased international recognition Increased international recognition 
for the companyfor the company
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Eurobond Market: AdvantagesEurobond Market: Advantages
 Advantages for Advantages for investorsinvestors::

•• Opportunity for greater Opportunity for greater 
diversification diversification 

•• Higher rate of returnHigher rate of return

•• FlexibilityFlexibility

•• AnonymityAnonymity
4242korthkorth--M&KM&K
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EuroEuro--NotesNotes
&& EuroEuro--CommercialCommercial--PaperPaper

 ShortShort--term term negotiablenegotiable instruments instruments 
in the euromarketsin the euromarkets

M tl  30 M tl  30 180 d180 d•• Mostly 30 Mostly 30 -- 180 days180 days

•• Promissory notesPromissory notes (i.e., unsecured)(i.e., unsecured)

 ““Full faith & credit obligationFull faith & credit obligation””
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EuroEuro--Notes Notes 
& Euro& Euro--CommercialCommercial--Paper Paper 

 Sold at a discount, with full face Sold at a discount, with full face 
value paid at maturityvalue paid at maturity

•• Generally sold in Generally sold in bearer formbearer form

•• Active secondary marketActive secondary market

•• UnderwrittenUnderwritten: : euronoteseuronotes

•• Not underwritten: Not underwritten: euroeuro--commercial papercommercial paper
((ECPECP))

4444korthkorth--M&KM&K

Syndicated Loans Syndicated Loans 

 SyndicateSyndicate

•• A group of A group of commercial banks commercial banks that that 
offer a joint offer a joint loanloan

ororoo

•• A group of A group of investment bankersinvestment bankers
(also called (also called merchant bankersmerchant bankers) ) 
that jointly underwrite a that jointly underwrite a stock or stock or 
bond issuebond issue

4545korthkorth--M&KM&K
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Syndicate: Syndicate: MembersMembers

 Lead manager(s)Lead manager(s)

•• MandateMandate

CoCo managersmanagers CoCo--managersmanagers

 UnderwritersUnderwriters

 ParticipantsParticipants == providerproviderss
4646korthkorth--M&KM&K

Syndication: Syndication: CostsCosts

 ""FrontFront--endend" = "" = "upup--frontfront""

•• Management feeManagement fee

•• Underwriting feeUnderwriting fee

•• Participation feeParticipation fee

4747korthkorth--M&KM&K

Syndication: CostsSyndication: Costs

 FeesFees paid "paid "in arrearsin arrears""

•• Commitment feeCommitment fee

•• Agent feeAgent fee

4848korthkorth--M&KM&K
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Syndicate: CostsSyndicate: Costs

 Interest chargesInterest charges

•• Also paid in arrearsAlso paid in arrears

•• Fixed rateFixed rate

•• Floating rateFloating rate
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Syndicate: CostsSyndicate: Costs

 Other borrowing costsOther borrowing costs

•• Compensating balancesCompensating balances

•• Currency risk (if borrowing Currency risk (if borrowing crosscross--
currencycurrency))

5050korthkorth--M&KM&K

Review Review 
of of 

Money & Capital MarketsMoney & Capital Markets
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Key Terms: Financial MarketsKey Terms: Financial Markets

 Money vs. capital marketsMoney vs. capital markets

 Primary vs. secondary marketsPrimary vs. secondary markets

 OTC vs. exchangeOTC vs. exchange--tradedtraded

 “On“On--shore” vs. offshore marketsshore” vs. offshore markets

5252korthkorth--M&KM&K

Key Terms: Key Terms: Money MarketsMoney Markets (1)(1)

 ShortShort--termterm

 Very Very liquid liquid 

•• Convert to cash quicklyConvert to cash quickly

•• With minimum risk of loss of valueWith minimum risk of loss of value

 Debt onlyDebt only
5353korthkorth--M&KM&K

Key Terms: Key Terms: Money MarketsMoney Markets (2)(2)

 MoneyMoney--market instrumentsmarket instruments

•• Treasury Treasury bills (“Tbills (“T--bills”)bills”)

•• Certificates of deposit (CDs)Certificates of deposit (CDs)

•• Commercial paperCommercial paper

•• Bankers’ acceptancesBankers’ acceptances
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Key Terms: Key Terms: Capital MarketsCapital Markets

 LongLong--termterm

•• LongLong--term debtterm debt

 Yield curveYield curve

•• All equity All equity 
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Key Terms: Key Terms: Primary MarketsPrimary Markets (1)(1)

 The The 11stst time that debt or equity time that debt or equity 
is issuedis issued

 Subject to special rulesSubject to special rules

 Sold by merchant banksSold by merchant banks
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Key Terms: Key Terms: Primary MarketsPrimary Markets (2)(2)

 FlotationFlotation

 UnderwrittenUnderwritten
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Key Terms: Key Terms: Secondary MarketsSecondary Markets

 2d, 52d, 5thth & 50& 50thth time soldtime sold

B kB k b i  b  d ll  b i  b  d ll   BrokersBrokers bring buyer and seller bring buyer and seller 
togethertogether

5858korthkorth--M&KM&K

Key Terms: Key Terms: Offshore MarketsOffshore Markets

 Free of most regulations fromFree of most regulations from
any country any country 

 3 sectors3 sectors

•• EurocurrencyEurocurrency
•• EurobondsEurobonds
•• EuroEuro--commercial papercommercial paper
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Key Terms: Key Terms: Eurocurrency MarketEurocurrency Market

 Deposits in banksDeposits in banks

•• Of currencies foreign to the localOf currencies foreign to the local
k t  k t  market  market  

 LIBIDLIBID

 LIBORLIBOR
6060korthkorth--M&KM&K
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Key Terms: Key Terms: SyndicateSyndicate

 Group of banks working togetherGroup of banks working together

•• Commercial banksCommercial banks——syndicated loansyndicated loan

•• Merchant banksMerchant banks——syndicated syndicated 
flotation of debt or stockflotation of debt or stock
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