
HELSINGIN KAUPPAKORKEAKOULU
Laskentatoimen Suuntautumisvaihtoehto

Incentives for Establishing a US Medium Term Note Programme. 
Analysis of the Euro-MTN and US MTN Markets from Non-US 
Domiciled Issuer’s Perspective.

Laskentatoimen Pro Gradu -tutkielma 
Veijo Kyösti 
Kevätlukukausi 1997

Helsingin
Kauppakorkeakoulun

Kirjasto

Laskentatoimen__________________________________________ laitoksen

laitosneuvoston kokouksessa _7 / _5_ 1997 hyväksytty

arvosanalla magna cum laude approbatur________________________

KTT Juha Kinnunen KTT Vesa Puttonen



I

HELSINKI SCHOOL OF ECONOMICS AND BUSINESS ADMINISTRATION ABSTRACT 
Master’s Thesis for the Department of Financial Accounting 22.3.1997
Veijo Kyösti

Incentives for Establishing a US Medium Term Note Programme. Analysis of the Euro-MTN and US 
MTN Markets from Non-US Domiciled Issuer’s Perspective.

Objectives of the study
The primary purpose of the study was to critically explore incentives for an international financial 
market borrower, who is domiciled outside the US and has a Euro Medium Term Note (EMTN) 
programme, to seek funding from the domestic US Medium Term Note (USMTN) market also. The 
aspiration was to find justification for the fact that a large number of international financial market 
operators do have an additional USMTN programme. The secondary purpose of the study was to 
introduce the mechanics of EMTN and USMTN issuance and to explain reasons for the emergence of 
the MTN markets relative to traditional stand-alone bond markets.

Sources
The secondary sources used in this study were mainly international financial periodicals and journals. 
In addition, some books with international financial market concentration were used as a reference. 
Primary sources were several international investment banks and financial information services. 
Information for case studies was acquired directly from the companies subject to the study. The test 
period for the quantitative market analysis run from January 3rd till May 30th 1996.

Research procedures
The study was conducted as a combination of quantitative market analysis and two case studies. The 
market analysis consisted of two main sections: analysis of the EMTN and USMTN market 
characteristics and statistical analysis of the primary market yields in both markets. By analysing the 
market characteristics it was possible to define the overall market conditions and circumstances 
where the issuers operate. The statistical analysis was aimed to quantify the possible differences in 
terms of primary market yields between the two markets from an issuer’s perspective. The statistical 
analysis was conducted by matching EMTN and USMTN issues and by testing the comparable pairs 
by statistical measures. The case studies were then used to give insight about other, less quantifiable, 
topics and concerns related to Medium Term Note (MTN) issuance. The case studies were conducted 
with two international financial market operators, both of which have EMTN and USMTN 
programmes and are domiciled outside the US.

Results
The study found that the main incentives to access the USMTN market are the following: Liquidity 
and depth of the US market, investor diversification, and the US market’s adaptability to lower 
credits and longer maturities. The study also found, that yields in the USMTN market are higher in 
the AAA-rated credit category, thus creating a disincentive to access the USMTN market. Lastly, the 
study found, that the reasons for the emergence of the MTN markets are clearly the speed, flexibility, 
and cost efficiency of the MTN programme. In addition, the results indicate that the MTN markets 
are complementary to the traditional stand-alone bond markets.
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1. Introduction

Barriers in the financial markets are continuing to decrease. Deregulatory practices are taking 

place all over the world and sophisticated borrowers and investors are seeking for more 

efficient ways to satisfy their financial needs. Globalisation is the buzz-word in the financial 

world and the bigger the pool of borrowers and investors, the better the prospects are for both 

of the parties. However, globalisation of the financial markets is not only an opportunity, it 

can also pose a threat to those who do not follow the globalisation trend. If players in the 

financial markets seek to maintain their position, they continuously need to adapt to changing 

circumstances.

This paper studies one of the most successful recent innovations in the financial arena, 

Medium Term Notes (MTN). MTNs in their basic features are quite similar to traditional 

stand-alone investment-grade corporate bonds. However, from the borrower’s perspective, 

there is a difference in the initial documentation and registration between bonds and MTNs. 

Traditional stand-alone bonds are documented and, in the case of the domestic US market, 

registered separately for each issue, but “bonds called MTNs” can be issued from a single 

pre-negotiated documentation shelf, which is known as MTN Programme or Programme for 

the Issuance of Debt Instruments. On the other hand, from the investor’s perspective, 

traditional bonds are usually take-as-it-is or leave it -type of instruments, whereas MTNs can 

be issued from the shelf in various sizes, structures, currencies, and maturities, allowing the 

issuer and investor to tailor the issue according to their particular needs. This leads to more 

investor driven operating environment and also offers more opportunities for the borrower to 

obtain cheaper funding. As a consequence, increasing amount of borrowers have found 

MTNs as the most flexible and cost-effective way of raising debt capital. This study is 

conducted from a borrower’s perspective and illustrates what MTNs are for a sophisticated 

international financial market borrower with substantial financing needs.
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Presently, the largest MTN volumes are found in two markets; the Euromarket1 and the US 

domestic market. These two markets have somewhat different characteristics regarding 

MTNs: The Euromarket is a highly flexible multi-currency market that enables complicated 

structures, while the US market is a more established market, with a substantial investor base 

for dollar denominated issues. The Euromarket and the US market are often used side by side 

by large borrowers, suggesting that the markets would complement each other. In fact, there 

are several companies domiciled both in- and outside the US, who have registered MTN 

programmes in both the Euro and the US markets. In addition, there is an even larger number 

of companies who have a documentation shelf in one market, and who have included an 

article in their documentation that enables them to issue in the other market with certain 

prerequisites and limitations. However, operating in two markets requires time, resources, 

and money. Consequently, one would expect that the benefits from operating in the two 

markets would be material.

2. Research Framework

2.1 Statement of the Problem

The main purpose of this study is to critically explore incentives as to why an international 

financial market operator, who is domiciled outside the US and has an MTN programme 

established in the Euromarket, would also seek funding from the domestic USMTN market.

The secondary purpose of the study is to introduce the mechanics of EMTN and USMTN 

issuance and explain reasons for the emergence of the MTN markets relative to traditional 

stand-alone bond markets.

2.2 Scope

Primarily, this study seeks incentives for accessing the domestic USMTN market in addition 

to the EMTN market. In this study, simultaneous access to both the EMTN and the USMTN

1 Euromarket labels the market for instruments that are issued outside of the normal regulatory restrictions that 
apply to any domestic capital markets. Actual trading, however, can take place anywhere there is a buyer and a 
seller.
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markets is called “global MTN issuance2”. The study takes into consideration the main 

alternatives for accessing the domestic USMTN market. The study is conducted by 

identifying the EMTN and USMTN market characteristics and comparing primary issuance 

yields between the markets. In addition, case studies and secondary sources are used to 

determine other, less quantifiable, reasons for global MTN issuance. In accordance with the 

secondary purpose of the study, MTN issuance mechanics are discussed and comparisons to 

traditional stand-alone bonds are made.

The study does not attempt to give recommendations based on the acquired and analysed 

information. Neither does this study attempt to scrutinise potential sources for primary 

issuance yield differences between the EMTN and USMTN markets. Also, actual treasury 

management decisions, like the decision to raise USD denominated debt, are assumed and not 

discussed in this study. Furthermore, technical details regarding MTN issuance are not 

investigated more than is needed for the purpose of this study. In addition, MTNs are closely 

related to the swap market and the state of the swap market may have an impact on the MTN 

issuance. In this study, however, swap market analysis is limited to a minimum. Also, any 

discussion and speculation related to Economic and Monetary Union (EMU) and its possible 

impact on the problem setting of this study is purposely omitted in this paper.

Legal aspects regarding MTN issuance in the Euro- and US markets may include factors that 

should be taken into account in this study. However, I did not have a possibility to investigate 

the legal issues systematically, therefore, only the information available in published financial 

articles and references during case interviews have been considered.

2.3 Research Procedures

MTNs have not been subject to extensive theoretical research, but traditional bond issuance in 

the Euromarket and the US market has been thoroughly studied. The research procedures 

towards defining incentives for global MTN issuance applied the information from traditional 

bond issuance combined with the specific characteristics of the MTN market. General

2 It is important to separate this from what is known as “Global Programme”, sometimes “truly Global 
Programme”. The programme is “truly global”, when the EMTN programme incorporates SEC public market 
registration into one documentation set. Currently, Global Programmes are seldom used due to very expensive 
and difficult reconciliation of the EMTN and USMTN programmes into one single documentation (Ball 1994, 
23).
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dynamics of the MTN markets were studied through articles in journals and periodicals. 

Furthermore, the case studies gave invaluable insight regarding both the incentives for global 

issuance and the general dynamics of the MTN markets.

2.3.1 Study of Secondary Sources

The study of secondary sources was essential in order to gain sufficient knowledge about the 

topic. Consequently, all available sources at Helsinki School of Economics and Business 

Administration were used to obtain information. Relevant material was mainly found in 

financial periodicals and journals. In addition, selected corporate finance and international 

finance books were used to support the core material. MTN-indexes (p. MTNINDEX and 

USMTNINDEX) in Reuters System were also important sources throughout my study. The 

MTN-indexes gather public information from the EMTN and USMTN markets and merge the 

information into useful statistics.

2.3.2 Primary Research

Empirical research was divided into two sections. The first part consisted of analysing the 

EMTN and USMTN market characteristics and primary issuance yields. The yield analysis 

part of the study was purely based on data from several sources. The second part studied 

individual companies’ MTN issuance in a case study form. In addition, international MTN 

arrangers in London were contacted to obtain first hand information about the procedures for 

MTN issuance.

3. General Dynamics of Medium Term Note Markets

This chapter starts with an overview of the MTN concept, after which the relevant parts of the 

international debt markets are outlined. A short description of swap markets is also included 

followed by an overview of global MTN issuance. The main part of the chapter is devoted to 

the investigation of the EMTN and USMTN market characteristics. Lastly, MTNs will be 

juxtaposed against traditional stand-alone bond issuance and the economics of MTN issuance 

are discussed.
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3.1 The Medium Term Note Concept

3.1.1 What Is MTN?

A bond issued under an MTN programme is called MTN. Most MTNs are noncallable, 

unsecured, senior debt securities with investment-grade debt ratings. The major innovation is 

that they are generally offered on a continuous basis under a single documentation shelf with 

a certain programme size. The programme size limits the total amount of issuance from one 

MTN programme. In contrast to MTNs, traditional bond issues are normally made in a single 

large offering with separate documentation for each issue. From a practical point of view 

continuous offering means more extensive documentation and administration up front, but 

once you have the programme established, you can issue under the programme with minor 

supplements. MTN documentation enables issuers to launch MTNs in different maturities, 

structures, and different currencies.

Initially, MTNs and traditional bonds differed chiefly in their primary distribution process.

An agent under an MTN programme sold securities on “best efforts3” basis and did not 

usually underwrite the issue. Recently, however, the distinction between traditional bonds 

and MTNs has become blurred, since MTNs have become very much like traditional bonds. 

Maturities are similar, MTNs are often underwritten, and in terms of the process of issuance, 

there is no difference between a stand-alone Eurobond and a syndicated EMTN tranche 

(individual EMTN), except that the latter is issued under MTN programme. For example, 

investors in the Euromarket do not necessarily need to know whether the instrument they are 

buying is documented as an MTN or traditional Eurobond (Clifton, 114). In terms of this 

study, everything issued under an MTN programme, whether EMTN or USMTN programme, 

is called MTN and traditional stand-alone bonds are simply called bonds.

3.1.2 History

Medium term notes originated in the early 70’s in the US. At that time, the MTN market was 

an alternative to short-term financing in the commercial paper (CP) market and long-term 

borrowing in the bond market. Underwriting costs made bond offerings with short maturities

3 Best efforts: The agent sells as much of the issue as possible, but can return any unsold part to the issuer 
without any financial responsibility (Ross et al., 447).
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impractical, and maturities on commercial paper could not exceed 270 days (Crabbe 1993, 

752). The name medium-term note originates from its initial maturity range between CP and 

bonds. Presently, the name has become a misnomer4.

The initiative to use MTNs was taken by General Motors Acceptance Corporation (GMAC) 

in 1972. GMAC wanted to tap a source of funds between short money market instruments 

and longer-term bonds to match the maturities of its own motor loan assets. GMAC found its 

solution in a continuously offered programme of notes with maturities usually ranging from 

18 months to three years (Blanden, 46). However, problems arose due to insufficient 

liquidity5. Notes were issued directly to investors with no intermediary involved who could 

provide the notes with a secondary market. Through the 1970’s, only a few corporations 

issued MTNs and by the early 1980’s outstandings were less than one billion USD.

In the early 1980’s, two institutional changes set the stage for rapid growth of the MTN 

market. First, in 1981 Merrill Lynch and Salomon Brothers were the first ones to commit 

dedicated teams of people for trading and marketing of the notes (Blanden, 46). Since the 

investment banks stood ready to buy back MTNs in the secondary market, investors became 

more receptive to adding MTNs to their portfolio holdings. In turn, the improved liquidity 

and consequent reduction in the cost of issuance attracted new borrowers to the market. 

Second, the adoption of rule 415 by the SEC in March 1982 served as another important 

institutional change. Rule 415 permits delayed or continuous issuance of so-called shelf 

registered corporate securities. Under shelf registration, issuers register securities that may be 

sold for up to two years after the effective date of the registration without the requirement of 

another registration statement each time new offerings are made. (Crabbe 1993, 752)

The first EMTN programmes appeared in the international capital markets in the mid 1980s 

as US dealers and some US issuers attempted to transplant established US financial 

technology in the international bond markets. The development was limited by the rigidity of 

some programmes (US dollars only) and the relative underdevelopment of the swap market.

4 Recently, when the MTN maturities have expanded to 20-30 years, there has been debate about the name 
MTN. See for example, Stem, 41.
5 Liquidity is defined as the ease (speed) at which an asset can be sold and still get a fair price. It is a 
relationship between the time dimension (how long will it take to dispose) and the price dimension (any 
discount from fair market price) of an investment asset (Bodie et al., 893)
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By the end of 1990, only USD 18 billion were outstanding against USD 870 billion in 

Eurobonds.

Picture 1 depicts the development of the MTN and bond markets in the US- and Euromarket. 

The important point to note from the picture is, that 1994 was the period of strong growth in 

the MTN markets; EMTN issuance grew by USD 105 billion and USMTN issuance grew by 

USD 30 billion. At the same time, the Eurobond market reduced by USD 125 billion and the 

US bond market reduced by USD 82 billion.

Picture 1 : MTN and bond market development in the US- and Euromarket. (Ball 1995, 19)
1 Syndicated Eurobonds excluding syndicated
2 US Investment-grade debt excluding USMTNs.
♦First quarter figures annualised.

3.2 International Debt Markets

3.2.1 Introduction

In the following section, international bond markets are used as a proxy to explain the basic 

market structure of the international debt markets.

There is no unified international bond market in the same sense that there is a foreign 

exchange market or a Eurocurrency market. Trading in the international bond markets can be 

considered as taking place in a set of loosely connected individual markets. The individual 

markets are usually more closely tied to a corresponding domestic bond market than to 

another market of the international bond markets. The international bond markets can be



12

divided into two broad groups: foreign bonds and Eurobonds6. (Grabbe, 301) Sometimes, the 

Dragon bond market7 is added to the list of international bond markets (Smith, 7).

Foreign bonds are bonds that are issued by foreign borrowers in a nation’s domestic capital 

market and are denominated in the nation’s domestic currency. For example, in my study, the 

non-US domiciled borrowers in the US domestic MTN market are operators in the foreign 

bond market (MTN market). The difference between foreign bonds and ordinary domestic 

bonds is that countries typically make legal distinctions between bonds issued by domestic 

residents and bonds issued by foreigners (Grabbe, 301).

Eurobonds denominated in a particular currency are usually issued simultaneously in the 

capital markets of several nations. They differ from foreign bonds in that most nations do not 

have pre-offering registration or disclosure requirements for Eurobond issues. Neither do they 

have restrictions on the timing or amount of such issues if the amount is denominated in a 

foreign currency. Some countries pose some restrictions, if the issue is denominated in the 

country’s own currency. (Grabbe, 302)

3.2.2 Reasons to Issue in the International Markets

For the firms, which face the decision of whether to issue in the international markets, the 

motivating characteristics are: The range of currencies available for issuance, the depth of the 

investor base, the choice of underwriters, and the generally lighter regulatory burden. The 

majority of the issuers view the choice of currencies as the most favourite feature of the 

international markets. The importance of the lighter regulatory burden is valued differently 

among the issuers, depending on the status and domicile of the issuer. (Smith, 58)

3.3 SWAP Markets

Swap markets are an essential tool in the multinational treasurers’ debt management toolkit. 

Detailed study of the swap markets is beyond the scope of this study (see for example Grabbe

6 A Eurobond is a security issued in a market which is outside the control of the monetary authority in the 
country of the currency in which the security is denominated (Mahony, 2).
7 Dragon market is similar to the Euromarket except that it is marketed (and listed) in a set of south-east Asian 
countries (Smith, 7).
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for further discussion), but the following paragraphs introduce some basic swap concepts 

related to MTNs.

Most currency and interest rate swaps can be economically interpreted in one of the three 

ways: arbitrage, risk sharing, and market completion (Grabbe, 346). The following example is 

arbitrage driven. Let us assume that there is a borrower who has a funding need in US dollars. 

The borrower has at least two alternatives; to raise the funds directly in US dollars or raise, 

for example, yen and swap it into dollars. The borrowers naturally look at the all-in-cost8 and 

given the initial currency, maturity and other requirements, make their decisions accordingly. 

In this case, there could be an arbitrage opportunity to raise the funds in yen and swap it into 

dollars at a lower rate compared to that of raising the funds directly in US dollars. The market 

situation determines the feasibility of such operations. In the actual treasury room, the 

officers follow the market closely and the arbitrage opportunities can come and go several 

times during one day.

Swap markets for Eurobonds are highly developed and this development could be one 

primary reason why many domestic bond markets fall into disuse beside the Euromarket. The 

US domestic bond market is the only notable exception with its own highly developed swap 

market (Smith, 7). Swap markets are particularly linked to the new issue activity and perhaps 

as much as 80% of new issues in the Euromarket are swapped into a different currency and/or 

interest rate (Mahony, 13).

Considering the problem setting of my study, one would think that the existence of developed 

swap markets for Eurobonds reduces the need for having a USMTN programme in addition to 

an EMTN programme. However, swap markets are by no means any guarantees of cost- 

efficient funding and in fact, both of the issuers in my case study preferred direct funding 

over swaps, if it is justified by the all-in-cost criteria. A borrower’s target cost of funds is 

rarely constant and moreover, spreads available in the markets vary. The price of swaps in 

terms of spread to government bonds fluctuates, being influenced by and in turn influencing 

rates in other markets (Mahony, 13). In other words, the whole picture is dynamic.

8 The cost of the issue including all external costs, such as underwriting, legal, listing and printing fees, related 
to the issue.
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3.4 Overview of Global MTN Issuance

This section is intended to familiarise the reader with the idea of global MTN issuance before 

introducing the EMTN and USMTN markets in detail. Global MTN issuance in this context 

stands for issuing MTNs both in the Euromarket and in the US domestic market.

Furthermore, the problem setting in this study assumes, that the issuer already operates in the 

Euromarket and has an EMTN programme established.

When traditional Eurobonds and US bonds have provided a good starting point for analysing 

the respective MTN markets, the global bond market is of little support. The rationale behind 

a global bond offering is to create a single security that is large enough to be offered and 

traded simultaneously in all the major markets and time zones. While the intention behind a 

global bond offering is to achieve more aggressive pricing by enhanced liquidity based on 

size, global MTNs are continuously offered and issued in any size. This is where global 

bonds and global MTNs crucially differ.

In practice, global MTN issuance aggregates the EMTN and USMTN markets. A global 

MTN issuer has access to both of the markets simultaneously. The reason why these two 

markets have not converged is twofold. US securities laws regulate the offer and sale of 

securities in the US market, and the market practices are different in the US and Europe 

(Carter, 4).

It is easy to see the motivation to go global from a US-domiciled issuer’s perspective, since 

the size of the non-dollar section of USMTN market was estimated to be less than 5% in 1992 

(Carter, 5). In other words, the EMTN market provides an US- domiciled issuer with access 

to a diversity of currencies. In addition, the issuer gets the opportunity to implement different 

structures with currencies.

An issuer domiciled outside the US with an established EMTN programme, however, already 

has access to US dollar denominated debt in the Euromarket. Therefore, the motivation to go 

global from non-US domiciled issuer’s perspective must be other than currency, for example 

liquidity. Particularly, liquidity in different rating categories and maturities may play an 

important role, since the USMTN market is perceived to be more receptive to lower ratings 

and longer maturities than its Euro-counterpart (see for example Carter or Ball, 1994). In
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addition, global MTN issuance can give an opportunity to trace both markets at the same time 

and tap in quickly to whichever market that offers more attractive rates.

An Euro-issuer wanting to enter the USMTN market, has three alternatives. First, the issuer 

can establish a global MTN programme that incorporates the US law into EMTN 

documentation, second, the issuer can have two separate programmes, one in the Euromarket 

and one in the US market, and third, the issuer can access the private placement market in the 

US. The first alternative, global programme, has not been very successful because it is 

difficult and expensive to reconcile the regulations governing the USMTN and EMTN 

markets into one single documentation (Ball, 1994). Consequently, in this study, global MTN 

issuance using a global MTN programme is not studied in detail. The second alternative, 

separate SEC registered public USMTN programme, also involves US law and must employ 

highly expensive legal counsel. In addition, SEC registration may require more information 

about the issuer than the issuers are willing to disclose. The third alternative, accessing the 

private placement market, does not require SEC registration nor extensive legal counsel and 

disclosure, but the market carries an illiquidity premium. In the following sections, SEC 

registered separate USMTN programme and private placements are discussed in more detail. 

First, however, the EMTN market is presented in order to describe the environment where the 

issuer currently operates.

3.5 Euro Medium Term Note Market

In 1996, the EMTN market turned 10 years old with outstandings over USD 500 billion. 

During early 1990’s, between 1990 and 1994, EMTN outstandings grew by 69% per year. 

Several reasons for the success of the EMTN market have been presented: flexibility, speed, 

and cost-efficiency being at the top of the list. The feasibility of EMTN issuance9 is not part 

of this study and this section only attempts to describe the borrowing environment where the 

non-US domiciled issuers already operate. The section highlights the current EMTN market 

characteristics and addresses the main mechanics of the EMTN market. Some of the features 

presented under the EMTN market are also applicable to the USMTN market, and therefore 

not repeated in the respective USMTN market section.

9 Interested reader can look into, for example, Corporate Finance Guide to Capital Raising 1995, or Euromoney, 
March 1996.
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3.5.1 Market Overview

In the following, EMIN market 

currency, maturity, and rating 

distributions are presented. Pictures 

are based on cumulative figures 

available at the end of October 1996. 

Picture 2 presents the currency 

distribution of the EMIN market. 

Total issuance in US dollars by the 

end of October 1996 was about 680 

billion. The US dollar and the

Other
15%

Picture 2: Currency Distribution in the EMTN market, as of October 22nd, 1996 
(Reuters p. MTNTOTALALL (Webster Communications)).

Japanese yen both have 32% share of the outstanding EMTN issues. Other notably used 

currencies are the German mark, British pound, Italian lira, and French franc. These 

currencies together represent 21% of the outstandings. The remaining 15% is spread among a 

variety of currencies. By October 1996, issuance in the EMTN market had taken place in 33 

currencies.

In the near 

future, the yen is 

likely to continue 

to dominate the 

overall issuance 

volume, and the 

demand for 

marginal 

currencies, such 

as Eastern 

European 

currencies is

expected to be strong. However, deregulation is taking place in the market gradually, for 

instance restrictions on the British pound were relaxed in 1996, suggesting that other 

currencies may become more attractive. (Clifton, 117)

Picture 3: Maturity Distribution in the EMTN market, as of October 22nd, 1996 (Reuters p. MTNMATURITY 
(Webster Communications)).
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Picture 3 depicts the maturity 

distribution in the EMTN market 

based on the number of the 

outstanding issues. The total 

number of issues is 10269.

Traditional medium-term 

issuance still dominates the 

market, since nearly 80% of the 

issues have maturities between 

one and nine years. However, it is 

notable that more than 5% of the
issues have maturities less than a Picture 4: Rating Distribution in the EMTN market, as of October 22nd, 1996

(Reuters p. MTNRATING).

year and nearly 20% have maturities of more than nine years. Four to five years maturity is 

the single most used group, representing more than 20% of the total number of issues.

In picture 4 we can see the rating distribution in the EMTN market based on the number of 

outstanding issues. The total number of issues in the sample is 10269. The picture shows all 

issues that have either S&P’s, or Moody’s, or both credit ratings. Investment grade (BBB or 

better) credits dominate the market with 86% share of the total issuance. AA is the single 

most used rating with 33% share, followed by single-A (29%) and AAA (18%). Thirteen 

percent of the issues are completely without ratings. Low market interest rates may lead the 

acceptability of lower credits, since investors might be willing to take additional risk in order 

to enhance the yield from the investment.

3.5.2 EMTN Strategies, Investors, and Dealers

To effectively tap into EMTN market potential, the issuer must develop a clear strategy. The 

choice of strategy and the way in which the programme is operated determine the success of 

the programme. The choice of the appropriate strategy is a function of the size of the issuer’s 

funding needs, the issuer’s internal resources, the target investor base, and the manner in 

which the issuer wishes to manage its dealer relationships (The Best, 2). Corporate Finance 

Guide to Capital Raising 1995 presents three basic strategies, which are briefly described 

here.
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1. Public: Using an EMTN programme as an efficient way to document syndicated 

Eurobond issues.

2. Tap: Issuing only when funds are required, generally paying a rate comparable to where 

secondary paper is trading.

3. Arbitrage/Structured notes: Opportunistic, generally swapped into floating rate at a 

better rate than would be achieved with a public issue. Often involves a structured element.

The first prerequisite for the decision to utilise an EMTN programme is whether the issuer’s 

borrowing requirements are such that personnel resources can be devoted full time to the 

management of the programme. If the objective of the programme is to continuously offer 

and issue securities on tranche basis, it will involve at least one dealer and appropriate back- 

office support. On the other hand, if the issuer wants to only execute periodic public deals, 

the EMTN programme will not necessitate additional resources (The Best, 3).

Very large and frequent issuers should co-ordinate their activities between tranche issuance 

and syndicated issuance, so that the market receives consistent signals. The decision whether 

to issue individual tranches or syndicated issues is generally a function of the target investor 

base. There is enough flexibility in an EMTN programme to provide for very selective 

investor segmentation. In fact, Corporate Finance Guide for Capital Raising 1995 states, that 

the ability to segment the investor base is the most powerful attribute of an EMTN 

programme.

The range of investors in EMTNs 

is broad, ranging from classic 

retail investors buying syndicated 

issues in definitive bearer form to 

large institutional investors.

Picture 5 presents the EMTN 

market investors by type of 

institution in 1994. Although the 

investor base is broad, the 

preferences of individual
investors are often quite rigid It Picture 5: EMTN Market Investors by type of institution 1994 (The Best, 4).
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is the issuer’s task to be flexible about the currency and structure of the issuance and use the 

derivatives market to hedge the liability to suit its risk preferences. Most issuers respond to 

investor driven enquiries from their dealers and index their target issuance levels to 

benchmarks such as the US dollar Libor (The Best, 4).

In the EMTN market as well as in the USMTN market, the dealer plays a very important 

factor in a successful programme. In order to illustrate the relationship between issuer, 

investor, and dealer, a picture from Corporate Finance Guide to Capital Raising 1995 has 

been modified and presented in Picture 6. The picture shows how the dealer acts as a link 

between the issuer and the investor. The dealer’s task is to promote the issuer’s credit and 

investment ideas to the investors. The dealer must know the issuer’s funding needs 

thoroughly in order to satisfy the funding targets. Also, the dealer plays an important role 

when the issuer evaluates the success of its programme. The actual dealer selection criteria is 

beyond the scope of this study, but whatever the criteria, the dealers’ performance should be 

reviewed periodically by the issuers. Furthermore, a successful relationship between the 

issuer and the dealer is based on effective communication and consistency (The Best, 6).

ISSUERINVESTOR Specific orders Funding levels.

Market feedback & demandIdeas on credit structure etc

DEALER

Picture 6: The relationship between issuer, investor, and dealer (The Best, 4, modified).

3.5.3 EMTN Programme Establishment and Costs

The establishment process of an EMTN can take between five and nine weeks and the length 

is very much dependent on the time and resources devoted to the process by the issuer. 

Detailed EMTN programme establishment timetables and documentation requirements are 

presented in Appendix 1. The cost estimates for the establishment of the EMTN programme 

vary from one issuer to another, and the individual issuers do not reveal any information 

about the costs. The cost information presented here is quoted from periodicals, and as such.
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represents rough averages. Accurate cost information is further clouded by the fact, that the 

costs have decreased during the past years and the most recent figures are not available. In 

1994, the up-front costs of setting up an EMTN programme was estimated to be USD 

165,000 and in 1996 the same source estimated the up-front costs to be USD 131,500 (JP 

Morgan Securities). In addition to the up-front costs, the EMTN programme requires annual 

maintenance of about USD 50,000. It is notable, that these figures do not include internal 

administrative costs. Appendix 2 presents the breakdown of the EMTN programme costs.

3.5.4 Additional Features in the EMTN Market

Some topical features from the EMTN market have been gathered under this subject. Namely, 

structured issuance and reverse inquiry, which also apply to the USMTN market, and the 

liquidity question, which is particular to the EMTN market.

Structured Issuance

Structured issuance has been named as one of the reasons for the success of the EMTN 

market. When establishing MTN programmes, the issuers build flexibility into the 

documentation that will allow for a broad range of structured transactions. To get an idea of 

what a structured trade is, an actual example is given below (Leaf, 13).

A large institutional investor required a USD 50 million two-year floating rate asset 

linked to the performance of a specific equity index, which at the time of the inquiry 

stood at 100. To satisfy the investor’s credit criteria, the issuer had to have a long

term credit rating of at least AA/Aa2. The note was to be structured as follows:

Coupon: three month USD Libor +350 basis points paid quarterly.
Redemption: USD 50 m x ( 1 -(2xt 116-Index ))) to a min. of zero and max. of USD 50 m

116

For the investor, this redemption formula embodies a bullish view of the equity 

market. If the equity index were to be below 116, the redemption proceeds would be 

less than par. Because the investor had a bullish view on the equity market, the risk of 

reduced proceeds on redemption of the floating rate MTN was acceptable in return for 

the very substantial uplift in the margin received on the floating rate coupon: the 

spread of 350 basis points over Libor compared with a negative spread that would 

have been achieved from a conventional floating rate MTN from a borrower of this
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quality. The issue was accompanied by a swap, which protected the issuer from all 

equity exposure and created conventional floating rate funding.

Structured issuance has also received criticism. Complex structures are hard to implement, 

and sometimes the reduced yield might not justify the increased administrative costs (for 

more detailed discussion, see for example Bensman or Parsley).

Reverse Inquiry

In the “reverse inquiry” process, the investor initiates an issue by inquiring a certain currency, 

maturity, or structure from an issuer through the issuer’s agent. If the issuer finds the terms of 

the inquiry sufficiently attractive, it may agree to issue even if it was not posting rates at that 

particular maturity or currency before the inquiry.

Trades that stem from the reverse inquiries account for a significant share of MTN 

transactions. Reverse inquiry not only benefits the issuer by reducing the borrowing costs, but 

also allows investors to use the flexibility of MTNs to their advantage. In response to investor 

preferences, MTNs issued under reverse inquiry often include embedded options and can pay 

interest according to unusual formulas (see structured issuance). (Crabbe, 756)

Liquidity

Liquidity and especially the lack of liquidity is often associated with EMTNs. The concept of 

liquidity is summarised here based on IFR's and Stephen Mahony’s book Eurobonds.

A liquid issue is one in which two-way markets are available to investors in reasonable size 

over an extended period without undue disruptions or difficulties in establishing fair value. 

Benchmark bonds10, particularly government bonds, are usually the subject of formal market

making arrangements designed to ensure good secondary market liquidity. On the other hand, 

many Eurobonds and Euro-MTNs are not very liquid in the secondary market.

Especially when assessing bonds of high credit quality (AA or better), an investor is more 

likely to be concerned about being able to sell bonds at fair value than the borrowers ability to

10 Benchmark bonds are the most liquid and of the best credit quality available in a market and are spread along 
the maturity spectrum, typically from two to ten years. Such bonds may be domestic government or quasi- 
government bonds or they may be large Euro-issues by borrowers of good credit quality (Mahony, 33).
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repay the bonds or the complete disappearance of a market for the bonds. It is notable that a 

high credit rating does not necessarily imply high liquidity. Thus regular volume and orderly 

market making are vital.

The factors that make an issue more likely to be liquid can be summarised as follows: name 

recognition and high credit rating, size of the issue: the larger the better, remaining life: the 

shorter the better, great number of holders but few large holders, and committed market 

makers. Furthermore, the absence of complex structures, issuer call options, and sinking 

fund11 will enhance the liquidity.

Liquidity is a well debated topic among the EMTN market participants. Some professionals 

do not think that the liquidity is a largely relevant topic in the EMTN market, and some, on 

the other hand, see the lack of liquidity as an obstacle to the development of the EMTN 

market. Nonetheless, it is important to realise, that the EMTN programme facilitates the 

issuance of small tailored issues, which are likely to be illiquid, as well as large public 

syndicated Eurobond issues, which should have the liquidity comparable to the traditional 

Eurobond issues. Furthermore, the EMTN issuers often agree to buy back the issues in 

feasible circumstances, which, in turn, selectively increases liquidity.

3.6 US Medium Term Note Market

The USMTN market has been the pioneer in the MTN market development. MTN history 

started from the US market, after which the issuers and arrangers saw the opportunity in the 

EMTN market. As depicted in Picture 1 on page 11, EMTN filings exceeded the USMTN 

filings for the first time in 1994. Matthew Ball (1994), stated in his article, that 80% of the 

US corporates for whom domestic MTN programme would make sense already have them. 

The article also mentioned, that for further growth of the corporate USMTN market, arrangers 

are increasingly looking to persuade foreign companies to tap the large and sophisticated 

investor base in the US.

The purpose of this section is to describe the typical characteristics of the USMTN market 

and also to introduce the mechanics of the USMTN market from a foreign issuer’s12

11 Sinking fund is an account managed by the bond trustee for early bond redemption (Ross et al., 412).
12 Foreign issuer in the US market is more commonly known as Yankee issuer.
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perspective. The data available from the USMTN market was not as comprehensive as the 

data from the EMIN market, and as a consequence, the traditional stand-alone Yankee bond 

market statistics have been used to describe the rating and investor profiles where applicable.

3.6.1 Different Approaches to the USMTN Markets

For foreign corporations, the most burdensome requirement of the US market is that financial 

statements must conform to the US generally accepted accounting principles (GAAP). Most 

foreign issuers have to incur 

considerable legal and accounting 

expenses to meet this requirement, 

and many would have to disclose 

more information about their 

operations than is required in their 

home markets. The expense of 

registering securities and satisfying 

ongoing reporting requirements has 

deterred foreign entities from 

borrowing in the USMTN market.

Foreign issuers could avoid the costs 

of registration and filing with SEC by selling their MTNs in the US private placement 

market, but the yields on most private placements include an illiquidity premium resulting 

from regulatory restrictions on trading. However, a significant factor in the accessibility of 

the USMTN market took place in April 1990, when the SEC adopted Rule 144A. The rule 

created an alternative market that enabled foreign corporations to gain access to US investors 

without having to satisfy the disclosure requirements for public offerings. (Crabbe et ah, 

1993, 764) More recently, the SEC has further reduced some regulatory barriers in the US 

market for foreign issuers (Ball, 21).

Picture 7 shows the foreign issuers’ share of the total 1991 US debt issuance in three 

categories. The foreign issuers’ share was 35% in the Rule 144A category, 17% in the 

traditional private placements, and 7% in public bonds. In 1991, the foreign issuers’ share of 

the Rule 144A category was expected to remain strong. The following sections will discuss 

SEC registered public debt and privately placed debt in more detail.

Picture 7: Foreign issuers’ share of total US debt issuance 1991 (Carey et al., 
90).
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3.6.2 Public SEC Registered Debt

Market Profile

In the following section, public US market rating distribution and issuer profiles are 

presented. The reader should be aware that the figures and pictures presented are based on all 

publicly offered, SEC registered, underwritten issues. As such, they do not purely represent 

USMTN market figures, but give an idea about the market characteristics.

Picture 8 shows the rating 

distribution as an average 

of 1994 and the first half of 

1995. The largest share of 

issues has been made by 

issuers with single-A credit 

quality (38%), followed by 

AA (29%), BBB (19%),

AAA (8%), and BB (6%).

The rating distribution is
, . Picture 8: Yankee issuer’s ratings, average of 1994 and the first half of 1995 (Neish, 22).constantly moving, as

Stephen Neish stated in his article, “US investors are searching for absolute yield, not just 

relative yield over treasuries. The lower the treasury rates go, the more likely the investors are 

to turn to the enhanced yields offered by medium grade issuers.” For example, in 1985, the 

rating distribution pie was shared by two credit quality categories AAA (83%) and AA 

(17%). Neish says, “Several factors lie behind the change. More US institutions have invested 

in in-house research and more US investors have been prepared to go abroad for the yield.

The changing Eurobond markets have also played a part. The European preference is high 

quality corporate and sovereign issues because the European investor base is much more 

dominated by Bank for International Settlements (BIS) regulated commercial banks.”
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Picture 9 depicts the public Yankee market issuer composition as an average of 1994 and the 

first half of 1995. Corporate issuers dominate the public sector with a 41% share. Sovereigns 

(22%), Canadian provinces (18%), Financials (16%), and Supranationals (3%) follow. The 

composition of the foreign issuers in the US market has also gone through a change; the 

markets are now more receptive to corporates than before. In 1985, they represented 2% of 

the total issuance. Sovereigns, Supranationals, and Canadian provinces represented 94% of 

the market in 1985. (Neish, 22)

Picture 10 presents the investor types 

in the SEC registered sector based on 

total Yankee bond investor base, i.e., 

including traditional stand-alone 

Yankee bonds. Money managers, bank 

trusts, and mutual funds are the largest 

(45%) investor segment in SEC 

registered category. Insurance 

companies (25%), state & corporate 

pension funds (25%), and other (5%) 

follow.

The US market is said to provide the following key advantages to international issuers. First, 

issuers gain diversification into the worlds largest, most sophisticated capital market. Access 

to the US bond market allows 

foreign issuers to diversify their 

funding sources and expand their 

investor base. The depth of this pool 

of capital is such that the market is 

always receptive to new issues.

Furthermore, the sophistication of 

US institutional investors leads to a 

greater willingness to accept novel 

structures and debut issues from 

relatively unknown or lower-rated

State & 
corporate 
pension 
funds 
25 %

Other 
5 %

Insurance
companies

25%

Money mgrs, 
bank trusts, 

& mutual 
funds 
45%

Picture 10: Yankee bond investors by type (Opportunities, 11).

Picture 9: Issuer composition of the public Yankee sector, average of 1994 and 
the first half of 1995 (Neish, 23).
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issuers. Issuers also have access to longer term financing than is available in any other 

markets. (Opportunities, 8) In fact, the US market is the only market that has a long term 

capital formation process in dollars and the market has always been receptive to long 

maturities (Neish, 24).

Registration in Practice

The first step to be taken when a company wants to establish a USMTN programme is to file 

a shelf registration statement with the SEC. It allows companies to register securities that can 

be brought quickly to market at any time during following two years. The registration 

consists of a base prospectus that includes a brief description of the issuer, the use of the 

funds to be raised, a description of the types of securities to be issued, the covenants and a 

plan of distribution. Additional information, such as the breakdown of expenses is filed with 

the SEC at the same time. To convert some or all of the shelf into MTN programme, a 

prospectus supplement must be added. This includes a description of notes to be offered, a 

taxation disclosure and a plan of distribution. An issuer also has to file an indenture. The 

indenture is an agreement between the issuer and the trustee that covers their relationship and 

sets out detailed terms of securities.

The offering of notes off the shelf is covered by an underwriting agreement between the 

issuer and the underwriters. A new agreement in the same format is signed each time an 

offering is made. Lastly, there is a distribution agreement between the issuer and the 

programme’s agents. It governs the issuance of all the MTNs of the programme and does not 

need to be re-signed every time a new note is offered. The agreement is similar to the 

underwriting agreement but contains ongoing requirements to update the documentation and 

the information stipulated in it. (Ball, 1994)

Table 1 presents the timetable for establishing a USMTN programme and Table 2 presents 

the breakdown of USMTN programme fees based on a USD 500 million programme. The 

timetable is naturally subject to the commitment of the issuing company. It is possible to 

spend considerably more time with the establishment procedures, and on the other hand, a 

very active and experienced group is probably capable of squeezing the timetable.
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Weeks 1-2 Start preparation of documentation

Notify rating agencies and accountants

Select trustee

Weeks 3-4 Distribute drafts of documentation

Business and legal due diligence

File with the SEC

Weeks 5-6 Ascertain filing status with SEC and file amendments (if necessary).

Weeks 7-8 Registration statement effective.

Finalise documentation.

Print prospectus.

Week 9 Closing
Table 1 : Timetable for establishing a USMTN programme (Ball, 1994, 20)

As mentioned earlier, the fees involved in the programme establishment vary by company. 

The figures in Table 2 are from
USD 500 million programme USD

SEC Filing fees 172,400

Rating agency fees

Moody's 60,000

S&P 75,000

Trustee's fees 10,000

Legal fees

Issuer's counsel 50,000-75,000

Agent's counsel 50,000-75,000

Accountant's fees 20,000-40,000

Blue Sky fee* 10,000

Printing expenses 30,000

Total 477,400-547,400

1994 and are therefore not 

completely accurate to date.

However, the magnitude of the 

costs has not changed much and 

comparing the establishment 

costs to the ones from EMTN 

programme, one can see that the 

costs are substantially higher.

The major part of the difference 

comes from SEC registration 

fees. However, the USMTN 

programme itself does not 

require additional annual fees 

like EMTN programme and 

once established, the company can use it until the limit (USD 500 million, in this case) is 

reached. To remain a valid issuer in the public US domestic market, the issuer has to file its 

financial statements prepared according to US GAAP for the SEC every year. If the issuer 

does not have other activities in the US market, the costs incurred from US GAAP financial 

statements is directly caused by the USMTN programme. It is notable, that the figures do not

Table 2: Breakdown of USMTN programme costs (Ball 1994, 20)
♦If an investor wants to tap the US retail investor base the programme 
documentation must comply with different regulations in each US state = Blue
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include any internal administrative costs and other expenses which may end up being 

substantial, if the personnel is completely inexperienced with the programme.

3.6.3 Privately Placed Debt

Private placements are securities that are exempt from SEC registration by virtue of being 

issued in transactions that involve no public offerings. In keeping with the absence of a public 

offering, private placements are typically offered only to a limited number of well-informed 

investors, usually institutions, which also generally do not disclose information about their 

transactions. Privately placed MTNs are an example of a security that may be eligible for 

resale under Rule 144A. Of the 628 EMTN programmes that were established prior to May 

1996, 151 had the Rule 144A resale provision embedded (Webster Communications). The 

following section will discuss Rule 144A and its implications to a foreign issuer. The 

traditional private placement market is not discussed in detail, but interested readers can find 

scrutinised analysis in Carey et al.

Adoption of Rule 144A

The SEC’s adoption of Rule 144A in April 1990 paved the way for the development of a 

new market for private debt that resembles the public bond market much more than the 

traditional private placement market. Rule 144A issues are in effect private placements, that 

prior to 1990 were subject to rules that required the investor to hold the securities for at least 

two years, thus reducing liquidity and raising the cost of funds. Rule 144A in effect 

eliminated the two year holding period for sophisticated institutional investors, these 

investors being designated in the rule as qualified institutional buyers13 (QIB), and added 

considerable stimulus to the private placement market. (Smith, 43) Moreover, the rule permits 

unrestricted secondary trading of private placements among QIBs. Since QIBs, under Rule 

144A, are not viewed as being a part of the public, they can freely trade private placements 

among themselves. (Carey et ah, 88)

The rules effective prior to 1990 prevented the underwriting of private securities, however 

relying on Rule 144A, securities firms begun for the first time to underwrite some new issues

13 Qualified Institutional Buyer (QIB), is one with USD 100 million or more of holdings in that security. The 
definition is large enough to include most of the institutions that buy MTNs (Crabbe et al., 1993, 764).
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and distributing them to QIBs. The advent of underwritten offerings consequently created a 

market segment that has many characteristics of the public corporate bond market. This 

market differs significantly from the traditional private market, and it has proved especially 

attractive to foreign corporations, which can avoid the disclosure requirements of a public 

offering while still enjoying many of the benefits of the public market. (Carey et al., 77)

In terms of disclosure, a foreign issuer of a 144A security must, upon demand from a security 

holder or potential purchaser, provide a brief description of the business and financial 

statements for the three most recent fiscal years, which can be in the accounting format used 

in the issuer’s home country. In addition, when issued, privately placed securities must not be 

of the same class as any of the issuer’s securities traded on a US stock exchange or on the 

NASDAQ system and the seller must take “reasonable steps” to inform the buyer that the sale 

is occurring pursuant to Rule 144A. (Carey et al., 89)

Characteristics of 144Л Securities

Underwritten offerings of 144A securities now include many features of publicly offered 

bonds. The terms and documents generally conform to the standards used in the public 

market. Many components of the issuance costs are the same as those in public offering, 

although the issuer does avoid the considerable expense associated with public registration. 

Underwritten 144A securities also are not highly structured, have two credit ratings and are 

usually transferred through the book-entry14 system. In many instances, offering memoranda 

have been styled similar to prospectuses used in public offerings and the average size of 

underwritten private placements has been comparable to that of public offerings. (Carey et al., 

90)

Though the liquidity in the 144A market is much greater than liquidity in the traditional 

private market, which has no secondary market, it still does not match the liquidity in the 

public market. Rule 144A issues are still private issues in which certain US investors are 

legally prohibited from investing. Because of this, Rule 144A issues typically carry an

14 The commercial book-entry system is operated by the Federal Reserve Banks in their capacity as fiscal agents 
of the Treasury. Securities are recorded in the commercial book-entry system as book-entry issues held for the 
account of a depository institution. The depository institution (e.g., bank, brokerage firm or securities clearing 
organisation) maintains records identifying the owners of securities held in its account in the commercial book- 
entry system. (http://www.publicdebt.treas.gOv/sec/secfaq.htm#secfaq2)
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illiquidity premium of five to ten basis points15 over comparably rated public issues. 

(Opportunities, 11)

3.7 The Economics of MTN and Traditional Stand-alone Bond 

Issuance

In deciding whether to finance with MTNs or with bonds, a borrower weighs the different 

attributes of each security. The growth of the MTN market would indicate, that MTNs offer 

advantages that bonds do not (see Picture 1 on page 11). The following section is dedicated to 

the discussion of the potential advantages. The section starts with presenting the results from 

a study, that was conducted to examine the economic value of the SEC rule 415, which, in 

turn, has been named as one of the initial factors behind the success of the MTN market in the 

US.

Kadapakkam & Kon (1989)16 studied the economic value of SEC rule 415, also called the 

shelf registration rule. The rule allows eligible firms to register securities that they intend to 

issue in the next two years. Once the registration is declared effective, issuers can gain from 

brief periods of low interest rates by entering the market instantaneously. In contrast, debt 

offerings that are not from shelf registrations are subject to a delay of at least 48 hours 

between the filing with the SEC and the subsequent offering to the public. It is notable, that 

Rule 415 permits continuous or delayed issuance, and as such applies to traditional stand

alone bonds also.

The dominant argument in favour of shelf registration was, that the rule would increase the 

flexibility in timing issues. This would allow firms to take better advantage of market prices 

during favourable time periods. It was also suggested, that the rule would lower issuing costs 

by encouraging more competition among investment bankers. Opponents of the rule claimed, 

that the rule would cause disruption in the financial markets because of incomplete 

investigation and due diligence of issuing firms, and they also feared that the rule would 

encourage the placement only with large institutional investors (Kadapakkam et ah, 272).

15 Basis Point: One-hundredth of a percentage point.
16 Reader particularly interested in the shelf registration rule and its implications, can also see Allen et al. for 
further discussion.
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Kadapakkam & Con studied in particular the value of flexibility to the issuers and found that 

the shelf registration rule actually does provide economically significant market-timing 

flexibility. However, as mentioned, also traditional stand-alone bonds can be shelf-registered 

and Kadapakkam & Con’s study does not directly answer to the question about the success of 

the MTNs relative to the traditional bonds. Nonetheless, it indicates that shelf-registration, on 

which the MTN concept is based, does provide economical value for the issuer.

Cost, speed, and flexibility are the attributes that most often are used to differentiate MTNs 

from stand-alone bonds. Earlier in this paper, the up-front set-up costs of an entire EMTN 

programme were estimated to be around USD 130,000. Considering that individual EMTN 

issues under the established programme incur only small costs and the cost of a stand-alone 

Eurobond amounts to about USD 100,000 (Clifton, 114), one can conclude that the EMTN 

programme after two issues save money compared to traditional bonds and that the benefits 

increase, the more the EMTN programme is used. However, the potential issuers are not 

necessarily convinced by this argument, since the initial time and expense required to set up 

an EMTN programme is more than that of stand-alone bonds. These companies find it 

difficult to justify the initial time and expense required to set up a programme (Ball 1996,

23). This is true especially with issuers, who do not tap the financial markets regularly.

The speed of the EMTN programme rises from the reverse inquiry and the well-developed 

documentation procedures. Once the programme is set up, the link between investor, 

investment bank and issuer can result in an implementation of an issue in less than an hour 

(Clifton, 114). Reverse inquiry provides the means for tailored issuance and usually results 

cost savings for the issuer in terms of yields.

The flexibility of an MTN programme is viewed favourably by most programme 

administrators. The issuer can use the programme for a variety of maturities, structures, and 

especially in the case of the EMTN market, currencies, without having to conduct additional 

documentation besides the pricing supplement. Moreover, the recent trend of issuing 

underwritten debt under MTN programmes has made the MTN an all-round instrument for 

many issuers.

Charles Stephens, a director at NatWest Markets in London, commented about an additional 

area of cost-savings for all issuers (see Ball 1995, 22). “Eurobond requires a certain minimum 

size. An issuer may have to issue a USD 100 million deal even though it wants only USD 90
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million at that particular time. What is the issuer going to do with that additional USD 10 

million? There is a need to reinvest it. With an MTN programme you can raise as much or as 

little whenever you need. This may be a more significant idea of cost saving than whether the 

issue is at Libor +20 or Libor +22.”

From market perspective, as presented in Picture 1 on page 11, 1994 was the period of strong 

growth in the MTN markets while traditional bond issuance decreased considerably. The fact 

that the US dollar interest rates soared17, and the financial markets were in somewhat turmoil 

during the year probably contributed to the decrease in traditional bond issuance. Moreover, 

the strong growth in the MTN issuance might indicate that a part of the debt financing that 

was not done with traditional bonds, was implemented with MTNs. This type of phenomenon 

would suggest that MTNs also are a cyclical instrument, well suited for special circumstances 

in the financial markets. This conclusion is still to be empirically tested.

Albeit all its qualities, MTNs are not expected to take over the whole debt market. Large 

issuers may still find big stand-alone issues more cost-effective and irregular issuers may find 

that the initial set-up costs exceed the cost savings acquired from the pre-negotiated 

documentation (for further discussion about MTNs vs. traditional bonds, see for example 

“Are Euro-MTNs Overrated” and Ball 1996).

4. Yield Analysis in the EMTN and USMTN Markets

In this chapter, primary issuance yields in the EMTN and USMTN markets are analysed. The 

objective of the yield analysis is to test for primary issuance yield differences between the 

EMTN and USMTN markets. In effect, if there is a difference suggesting that EMTN yields 

are lower, there is no incentive, from a yield perspective, for a non-US domiciled issuer to 

establish a separate USMTN programme. On the other hand, if the test suggests that USMTN 

yields are lower, the issuer has a potential opportunity in the USMTN market.

In markets with no restraints on international capital movements, the yields on equally risky 

Euro Medium Term Notes (EMTN) and US Medium Term Notes (USMTN) of the same 

currency should be identical. If this is not the case, borrowers will seek to issue their MTNs



33

in the market with lower yields and investors will shift their funds to the market with higher 

yields. Eventually, this shifting of issuers and investors will cause the rates in both markets to 

converge. In other words, arbitrage would cause a full integration of the two markets. Under 

the law of one price17 18, equally risky securities cannot be sold or traded at materially different 

prices in competing markets. However, if effective arbitrage is hindered by informational 

inefficiencies or governmental barriers, the two markets would be segmented to some degree, 

and yields on equally risky instruments would differ. (Finnerty et al., 24)

4.1 Previous Research

MTN markets have not yet been subject to rigorous research, but studies of the bond markets 

offer applicable proxy for background information.

In previous studies, the yield relationships between US dollar Eurobond and US domestic 

bond pricing have been investigated with controversial results. Finnerty & Nunn (1983) 

studied yields and their determinants on newly issued US and Eurobonds. They found that 

yield spreads19 in the Euromarket were statistically significantly smaller, suggesting 

informational and regulatory barriers in the US market. In addition, they found differences in 

yield spread determinants, such as size and coupon variables, suggesting that investors world

wide value these factors differently. Mahajan & Fraser (1985), on the other hand, studied 

market yields and did not find statistically significant differences between comparable 

Eurobond and US domestic bond yields. Furthermore, Mahajan & Fraser did not find 

statistically significant differences in the yield determinants either. Consequently, Mahajan & 

Fraser’s study suggests that the two markets are either devoid of systematic and material 

imperfections, or if such imperfections exist, their pricing influence is similar in both 

markets.

In addition, Bradley (1991) and Adedeji & McCosh (1995) studied the market pricing of 

Eurodollar bonds. Bradley found that Eurobond prices are a function of several variables 

apart from coupon and maturity. His study found that in Eurobond pricing credit rating,

17 Five year US treasury rate went from 5.09 in January 1994 to 7.78 in December 1994 
(http://www.bog.frb.fed.us/releases/H 15/data/m/tcm5y.txt).
18 The law of one price states that equivalent securities or bundles of securities are priced so that risk-free 
arbitrage is not possible (Bodie et al., 135).
19 Yield spread is the difference between the yield to maturity (YTM) of a risky security and the risk free rate.
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number of market makers, security type, issuer type, security guarantee, and embedded 

warrant played a significant role. Bradley also concluded that name recognition is an 

important pricing factor in the Euromarket. Adedeji & McCosh (1995), in their study, 

concluded that the processes generating the yield to maturity on the US-dollar denominated 

Eurobonds generally appear to be consistent with the prevalent finance theory literature. The 

forces studied by Adedeji & McCosh were: default risk, combination of the risk free rate and 

systematic risk, impact of security, inflation, term to maturity, frequency of interest 

payments, country risk, and foreign exchange risk. However, Adedeji & McCosh surprisingly 

found that unrated Eurobonds have lower required yields than rated ones. A potential 

explanation is that a significant proportion of unrated Eurobonds come from Japanese issuers 

and Japan as a country of origin has a significant yield reducing effect in its own right. In 

addition, Adedeji & McCosh did not find support to the suggestion that frequency of interest 

payments is a negative yield determinant. In other words, their study did not find that semi

annual interest payments would lead to lower yields than annual interest payments.

Finally, Chan and Lee (1996) studied the causal relationships between the US domestic and 

the Eurodollar interest rates from 1973 to 1982 and from 1983 to 1992. They found that direct 

causality from the US domestic market to the Eurodollar market existed during both sub

periods and, in addition, significant reverse causality existed during the latter period. The 

study suggests an increased degree of integration between the markets caused by increasing 

arbitrage opportunities.

4.2 Hypothesis

The null hypothesis to be examined is that there is no difference between primary issuance 

yields in the EMTN market and equally risky primary issuance yields in the USMTN market. 

It is notable that the study compares actual yields, not yield spreads, in the analysis. The same 

method was applied by Mahajan & Fraser (1985) in the study that was introduced earlier in 

this paper. The null hypothesis is shown by Equation 1.

If the null hypothesis is rejected in favour of the EMTN market, meaning that the EMTN 

market has lower yields, a conclusion can be made that there is no direct incentive in terms of 

yields to establish a separate USMTN programme. On the other hand, if the null hypothesis is 

rejected in favour of the USMTN market, meaning that the USMTN market has lower yields,
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the conclusion is that a separate programme in the USMTN market could provide benefits in 

terms of lower primary issuance yields. Regardless of the outcome, the study does not 

attempt to analyse the sources and reasons for such yield differences.

YTAÍE,t,r,m = YTAÍUS,t,r,m (1)

YTMElr m = yield to maturity of an EMTN primary issue at time t with an issue maturity of m in a 
rating class r.

YTMustrm = yield to maturity of an USMTN primary issue at time t with an issue maturity of m in a 
rating class r.

4.3 Data

Sources: The analysis is based on primary issuance data from the EMTN and USMTN 

markets. The examination period ran from the beginning of January 1996 until the end of 

May 1996. An initial sample of about 600 USD denominated EMTN issues was obtained 

from the Reuters 2000 system, Webster Capital Markets, and 1ER Securities Data. The 

USMTN data was obtained through an investment bank in London, with the number of issues 

amounting to 450. Both the EMTN and USMTN data was complemented with rating 

information from Standard & Poor’s and Moody’s investor services.

Initial Screening of the Samples: From the initial samples, all ordinary bond issues were 

selected with the following qualities: Fixed coupon, non-callable, unsecured, and senior. 

Primarily, Standard & Poor’s (S&P) long term credit ratings were used and if the issue did 

not have a S&P rating, the equivalent rating from Moody’s (see rating comparisons in 

Appendix 3) was used. If neither of the agencies’ ratings could be obtained, the issue was 

dropped from the sample. In addition, a number of issues were rejected due to missing 

information or other non-standard qualities. After the initial screening, 290 EMTN issues and 

395 USMTN issues met the requirements for further analysis.

Matching Criteria: In the matching process, the EMTN and USMTN issues were matched 

if the following requirements were met: The USMTN was issued within three days of the 

EMTN’s issue date, the USMTN’s maturity was within eighteen days of the maturity of the 

EMTN, and the EMTNs and USMTNs had the same rating. It is notable that I did not include 

the size of the issue as a matching criterion. Crabbe & Turner (1995) studied liquidity effects 

in the corporate bond market and their findings indicated that large and small securities issued
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by the same borrower are close substitutes with regards to liquidity. In other words, they 

found that the size of the issue was not a significant pricing factor in their sample.

Matched Pairs: The result of the matching using the criteria described above was 210 MTN 

pairs consisting of EMTN and USMTN issues. It is notable that at this stage many individual 

issues appeared more than once and the sample was still subject to final matching resulting in 

a smaller sample size. The final matching is described on page 37. Among the 210 MTN 

pairs, only the AAA rating class was sufficiently represented to conduct statistical analysis. 

As a result, the actual yield difference test is limited to the AAA rating category only, with 

maturities ranging from one to ten years.

4.4 Methodology

Yield to maturity (YTM) calculations: In the USMTN market, YTM calculations were 

hindered by odd coupon, i.e., short or long first or last coupon. In the sample, the actual 

USMTN issue maturities measured in days differed from the days in each respective maturity 

category in about 90% of the issues. Furthermore, coupon payment schedules are agreed 

between the issuer and the investor and is not publicly available information. Consequently, 

odd coupons caused a technical problem. Since regular bond calculator functions cannot 

safely handle odd coupons, a system had to be generated that would give reliable results 

independent of the payment schedule. To overcome the odd coupon problem, the particular 

calendar dependent payment schedules were abandoned and each YTM was calculated 

separately based on actual days.

Furthermore, given the bond’s price, the odd coupon may cause an inaccuracy in the study. 

Assuming a fixed coupon payment schedule, one would expect that it is less expensive to pay 

the odd last coupon than the odd first coupon. This results from the fact that paying a coupon 

three months from now is more expensive than paying that same coupon three years from 

now. In order to quantify the magnitude of the possible bias, a USMTN issue was tested by 

using both odd last and odd first coupons20. The particular issue belonged to the five years

20 The coupon payment was calculated based on whatever amount of days was the difference between the actual 
maturity of the issue and 1800 days (5 years). The odd last coupon was created by setting the first coupon 
payment at 180 days after the issue date and making the payments ten times in 180 days intervals, finally paying 
the odd coupon in the end. The odd first coupon was created by using the same coupon payment, but making 
the payment up front, followed by ten coupon payments with 180 days intervals until maturity.
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maturity class with semi-annual coupons. The maturity was alternated from 1803 days to 

1830 days, meaning that the odd coupon was calculated on a 3 to 30 days basis. The result 

was that in every case the difference between the odd last and the odd first coupon in yield to 

maturity terms was less than a basis point. This difference is economically insignificant. 

Based on this conclusion, calculations were performed on the odd last coupon basis for 

convenience. The formula used in the yield to maturity calculations is presented in the 

equation 2.

BondPrice =
C

Lira+m/yj +
Odd

(1+ YTM)1
+

R
(1 + YTM)1 (2)

C — regular coupon. For example, 8% x USD 100 = USD 8.00.
Odd = odd (always last) coupon. For example, 25 days odd period on annual coupon basis would pay 

a coupon of (25/360) x 8% x USD 100 = USD 0.55.
R = redemption value (= USD 100).
/ = coupon’s order number (1st, 2nd, 3rd, 4th, etc.).
n = number of regular coupons in the issue.
F = figure that determines the coupon frequency in days. That is, for a semi-annual coupon F equals 

180 and for an annual coupon F equals 360.
m = maturity of the issue in days based on a 360 day year. For example, for an MTN with an issue date 

of 31.12.1995 and a maturity date 31.12.1999 m equals 1,440.
YTM = yield to maturity on coupon frequency basis. That is, for an MTN that pays semi-annual 

coupon, YTM is semi-annual.

YTMs were calculated using an iterative tool from a spreadsheet application.

The final step in the YTM calculations was to take the different coupon payment frequencies 

into account. Two alternatives existed for the operation. Regular compounded interest method 

and Annual Percentage Rate21 (APR) method. APR was applied for two reasons: APR is a 

common way to quote bonds YTM and Adedeji & McCosh (1995) did not find support to the 

suggestion that semi-annual vs. annual coupon payments would have different effects on the 

price of the bond.

Final matching: In the sample, a number of EMTNs were matched with more than one 

USMTN. To resolve this, the arithmetic mean for each USMTN pool was calculated and the 

mean of the pool was matched with the particular EMTN in question. The amount of

21 Annual Percentage Rate (APR) is the interest rate charged per period multiplied by the number of periods per 
year (Ross & al. p.164). For example, a semi-annual 3% YTM equals annual YTM of 6% in APR terms.
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USMTNs in different pools varied from one to six. The final number of matched pairs in the 

sample across maturities was 56.

4.5 Yield Analysis Results

Yield analysis results are presented in two forms. First by maturities, and then over time 

during the observation period. The reader should note, that even though the presentation 

pattern is different, the matched pairs and the matching criteria in the sample remain the 

same, thus keeping the results valid with respect to the initial criteria described in the data 

section. In addition, since the total pool of samples for both of the presentation forms is the 

same, the totals are only presented with the analysis by maturity categories.

4.5.1 Yields by Maturities

Descriptive statistics: Table 3 presents summary statistics for the matched pairs in the AAA 

rating class by maturity. Table shows statistics for maturities (days), issue sizes (million

MATURITY
Summary statistics 1 Year 2 Years 3 Years 5 Years 10 Years -------- röra

Number ot Matched Pairs in Sam

EMTN

4

USMTN EMTN USMTN EMTN

T5

USMTN EMTN

22

USMTN EMTN

6

USMTN

t>e>’

EMTN USMTN
Maturity (days)

1800 1808Mode 360 N/A 720 729 1080 1090 1800 1808 3600 3609
Median 360 369 720 728 1080 1090 1800 1808 3600 3609 1800 1807
Mean 366 368 722 727 1085 1090 1802 1810 3603 3608 1572 1578
Standard Deviation 11 3 4 3 10 2 5 3 5 1 855 855
Min 360 364 720 722 1080 1087 1800 1806 3600 3607 360 364
Max 382 371 730 729 1108 1095 1814 1814 3610 3609 3610 3609

Issue Size (million USD)
Median 71 525 105 103 200 90 300 50 500 50 250 50
Mean 89 524 130 118 280 106 400 75 600 52 328 116
Standard Deviation 82 550 135 25 192 89 276 48 322 29 265 182
Min 15 45 10 100 20 10 100 28 300 10 10 10
Max 200 1000 300 150 500 300 1000 200 1000 100 1000 1000

Coupon (%)
6,73 5,72 6,04Median 4,81 5,12 5,17 5,45 5,60 6,00 5,88 6,06 5,95

Mean 4,87 5,13 5,35 5,49 5,66 6,06 5,65 6,23 6,19 6,94 5,65 6,12
Standard Deviation 0,50 0,31 0,42 0,44 0,74 0,60 0,97 0,52 0,43 0,78 0,81 0,70
Min 4,40 4,82 5,00 5,09 4,55 5,28 3,00 5,50 5,88 5,86 3,00 4,82
Max 5,44 5,48 6,13 5,96 6,80 6,82 6,63 7,27 6,75 8,00 6,80 8,00

Yield to Maturity (APR)
5,60 5,96Median 4,27 5,11 5,21 5,45 5,61 6,11 5,62 5,96 5,98 6,54

Mean 4,47 5,13 5,13 5,51 5,63 6,08 5,71 6,20 6,25 6,91 5,60 6,11
Standard Deviation 0,71 0,31 0,46 0,46 0,77 0,55 0,52 0,51 0,49 0,73 0,71 0,67
Min 3,88 4,82 4,46 5,09 4,55 5,39 4,97 5,63 5,89 6,27 3,88 4,82
Max 5,45 5,48 5,65 6,09 6,80 6,82 6,43 7,02 6,91 7,85 6,91 7,85

* Totá sum is different from the sum of the individual years because the total includes the odd ones that are between years (e.g. 3,5 years).

Table 3: Descriptive statistics for the test sample by maturity.

USD), coupons (%), and YTMs (APR). Median, mean, standard deviation, minimum, and 

maximum values are calculated. For maturity, mode is also calculated to demonstrate the odd 

coupon phenomenon in the USMTN market. The column “Total” provides relevant 

information about the issue sizes. Issue sizes tend to be larger in the EMTN market; median
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in the EMTN market is USD 250 million versus USD 50 million in the USMTN market and 

means are USD 328 million and USD 116 million, respectively. The difference between 

EMTN and USMTN YTM averages is 51 basis points for the total category.

In Picture 11, YTM averages for EMTN and USMTN markets are plotted on a line that 

depicts the YTMs in relationship to maturities. Two important observations can be made 

from the picture. The EMTN market YTM averages are lower throughout the maturities and 

the upward sloping curve reflects upward sloping yield curve22 during the observation period. 

In addition, the picture evidences relatively high positive correlation between the two

markets. The 

difference between 

EMTN and USMTN 

average YTMs is 

relatively constantly 

around 50 basis 

points throughout the 

maturities.

Statistical tests: Test for normality and matched pairs test: The yields in each EMTN and 

USMTN maturity category were tested for normality with the Shapiro-Wilk test. Based on 

this test, normality was rejected for the majority of the categories suggesting that the 

parametric t-test could not be used for testing the yield differences between the EMTN and 

USMTN markets. Consequently, the matched pairs test was conducted with the Wilcoxon’s 

non-parametric means test for two dependent samples.

The results of both the normality test and Wilcoxon test are presented in Table 4.

Interestingly, the test for normality gave inconsistent results for the normality two markets. 

The normality for most of the USMTN samples was rejected at a high level of significance,

YTM Averages by Maturity

t EMTN 
USMTN

Picture 11: YTM averages by maturity category.

22 Yield curve is also sometimes referred to as the term structure of interest rates. The topic is widely researched 
area in the finance literature, and interested reader may take a look at for example Kritzman.
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whereas the normality for the EMTN samples in the two and three year categories could not 

be rejected. In addition, the test failed to reject normality for the total samples in both 

markets. Nonetheless, since a number of categories did not appear to be normally distributed, 

non-parametric test was applied. Wilcoxon’s matched pairs test for dependent samples gave 

the following results: The null hypothesis of equal yields in the two markets (presented in 

Equation 1) was rejected at the 5% level of significance in the three, five, and ten year 

maturity categories, and in the total category also. Smaller yields in the Euromarket are 

evidenced by comparing the number of cases where EMTN YTMs are smaller than USMTN 

YTMs to the number of cases where USMTN YTMs are smaller than EMTN YTMs. In all 

maturity categories, the number of cases where EMTN YTMs are smaller is greater than the 

number where the opposite is true.

MATURITY
----------------------------------APRS 1 Year 2 Years 3 Years 5 Years 10 Years ------- Total”"

EMTN USMTN EMTN USMTN EMTN USMTN EMTN USMTN EMTN USMTN EMTN USMTN

Test for Normality
Significance level"

N/A* N/A* 
N/А* N/A*

0,928 0,775
51,0% 5,0 %

0,930 0,870
33,9 % 3,7 %

0,897 0,830
2,7 % 1,0 %

0,695 0,742
1,0% 2,0 %

0,627 0,106
20,0 % 18,0%

Number of Matched Pairs in Sample 4 6 15 22 6 56

Number of Cases Where:
48EMTN Yield is Smaller Than USMTN 4 4 12 19 6

EMTN Yield Is Greater Than USMTN 0 2 3 3 0 8

Wilcoxon Matched Pairs Test Z
Two-tailed P-value*"

-1,8257
6,8 %

-1,5724
11,6%

-2,3296
2,0 %

-3,6856
0,0 %

-2,2014
2,8 %

-5,7264
0,0 %

* sample size is too small

** test for normality is rejected at this level of significance

*" two tailed significance of a test that the yield difference equals zero

**** Test statistics for normality is К-S (Lilliefors)

Table 4: Results for the tests for normality and matched pairs means test by maturities.
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4.5.2 Yields over Time during Spring 1996

Descriptive Statistics: Table 5 presents summary statistics for the matched pairs in the AAA 

rating class by month during spring 1996. The table shows statistics similarly to the 

maturities presentation in the prior section.

Issue Month (1996)
Summary Statistics January February March & April May

Number ot Matched Pairs in Sam T7 13 11 15

EMTN USMTN EMTN USMTN EMTN USMTN EMTN USMTN
Maturity (days)

Mode 1800 1812 1800 1090 1080 1808 1080 1808
Median 1800 1811 1800 1808 1080 1088 1800 1806
Mean 1743 1746 1528 1534 1179 1186 1706 1713
Standard Deviation 1035 1036 833 833 458 458 852 851
Min 360 364 360 371 360 368 720 727
Max 3610 3609 3600 3607 1800 1808 3600 3609

Issue Size (million USD)
Median 200 50 150 50 500 100 300 50
Mean 285 121 237 81 359 204 433 76
Standard Deviation 255 229 259 77 203 276 302 41
Min 10 35 10 10 10 10 150 50
Max 1000 1000 1000 300 500 1000 1000 200

Coupon (%)
Median 5,38 5,93 5,21 5,65 5,88 6,07 6,50 6,82
Mean 5,29 5,86 5,08 5,54 5,83 6,11 6,41 6,91
Standard Deviation 0,76 0,55 0,78 0,35 0,43 0,44 0,39 0,49
Min 3,00 4,82 3,00 4,94 5,00 5,40 5,60 5,96
Max 6,12 6,77 5,99 6,03 6,50 6,65 6,80 8,00

Yield to Maturity (APR)
Median 5,23 5,86 5,09 5,64 5,57 6,11 6,35 6,82
Mean 5,30 5,77 5,08 5,61 5,75 6,15 6,29 6,90
Standard Deviation 0,61 0,47 0,58 0,42 0,49 0,40 0,45 0,46
Min 4,01 4,82 3,88 4,94 4,81 5,48 5,61 6,09
Max 6,12 6,63 5,99 6,27 6,52 6,61 6,91 7,85

Table 5: Descriptive statistics for the test sample by monthly categories.

Picture 12 highlights the relationship between EMTN and USMTN YTM averages and time. 

Again, two conclusions can be drawn from the picture: The EMTN YTM averages were 

consistently lower during spring 1996 (difference about 50 basis points) and the US dollar 

interest rates were increasing during the same period. The latter conclusion is subject to a 

verification, since it is possible that there would have been more long maturity issuance in the 

late spring than in the early spring, thus leading to higher average rates. However, the US 

dollar interest rates were in fact rising during the spring, especially after February. Five year 

treasury rates were as follows: January 5.36%, February 5.38%, March 5.97%, April 6,3%,
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and May 6,48%

(http://www.bog.frb.f 

ed.us/releases/Hl 5/da 

ta.htm). In addition, a 

high degree of 

positive correlation 

between the markets 

can be seen from the 

picture.

Picture 12: YTM averages during spring 1996 by month.

Statistical tests: Test for normality and matched pairs means test: The statistical tests for 

the monthly categories were conducted the same way as for the maturity categories. Table 6 

presents the results. In this case, it is notable that in the majority of the categories the null 

hypothesis of normality could not be rejected, suggesting the use of a parametric matched 

pairs test. However, the choice of the test was not likely to impact the results and since the 

maturity categories were tested with a non-parametric test, the monthly categories were tested 

similarly with Wilcoxon’s non-par ametric test. The null hypothesis of equal yields was 

rejected for all months with very high levels of significance. Again, the number of pairs were 

greater in all categories for cases where the EMTN YTMs were smaller than the USMTN 

YTMs.

YTM Averages Over Time 
Spring 1996

January February March & 
April

May

.EMTN

.USMTN

Issue Month (199Ö)
------------------------ APRs January February March & April May

EMTN USMIN EMTN USMI N EMTN USMTN EMTN USMTN

Test for Normality 0,9421 0,9478 0,962 0,951 0,924 0,9195 0,9113 0,8587
Significance level** 39,1 % 44,3 % 73,5 % 58,2 % 39,9 % 37,2 % 18,4% 2,4 %

Number of Matched Pairs in Sample 17 13 11 15

Number of Cases Where:
EMTN Yield is Smaller Than USMTN 14 11 10 13
EMTN Yield is Greater Than USMTN 3 2 1 2

Wilcoxon Matched Pairs Test Z -3,0537 -2,9003 -2,4907 -3,2393
Two-tailed P-value*** 0,2 % 0,4 % 1,3% 0,1 %

* sample size Is too small
** test for normality is rejected at this level of significance
*** two tailed significance of a test that the yield difference equals zero

Table 6: Results for the tests for normality and matched pairs means test by monthly categories.
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4.5.3 Observations from Late 1994

A sample from late August till December 1994 was also gathered with the original purpose to 

analyse the market development from 1994 to 1996. However, after screening and matching, 

the sample decreased to 11 matched AAA-rated pairs across maturities. Consequently, no 

categorisation was done for the sample. Appendix 4 presents the summary statistics and 

results for the statistical tests for the total pool. The results in brief were: Normality was 

rejected for both EMTN and USMTN samples, the null hypothesis of equal yields was 

rejected at 9,1% level of significance, the number of pairs was greater for the cases where the 

EMTN YTMs were smaller than the USMTN YTMs, and the difference between EMTN and 

USMTN YTM averages was 42 basis points with EMTNs being lower.

4.6 Conclusions from the Yield Analysis

The primary conclusion is that both the analysis by maturities and the analysis by the timing 

of the issue clearly evidence lower US dollar yields in the EMTN market. The indication is 

that at least for an AAA rated borrower, the EMTN market provides a cheaper alternative in 

terms of yields to issue US dollar denominated debt in maturities from one to ten years. 

Furthermore, during spring 1996, the timing of the issue did not make a difference for a 

AAA-rated issuer; EMTN issuance was consistently cheaper in terms of yields during the 

observation period from January till May 1996. In general, the yield analysis results do not 

support the idea of establishing and maintaining a separate USMTN programme.

In addition, the results from late 1994 suggest that the EMTN market has been cheaper in 

terms of primary issuance yields also in late 1994. Moreover, even the difference between the 

markets has remained roughly the same; 42 basis points in 1994 and 51 basis points in 1996. 

This would indicate that the relationship between the markets regarding US dollar 

denominated AAA-rated issuance has not changed substantially during the past few years.

Outside the hypothesis, the analysis has provided other indications. During early 1996, there 

existed a high degree of positive correlation between the US dollar denominated EMTN and 

USMTN markets. In addition, the US dollar yield curve was positively sloped during early 

1996 and the US dollar interest rates were rising during the same time period.
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5. Case Studies

5.1 Introduction

The purpose of the case study chapter is to explore MTN utilisation in individual companies. 

The companies were selected for the study with special attention paid to incentives for global 

MTN issuance. The case study section is also designed to give sufficient understanding about 

the circumstances in which an MTN programme is a feasible funding instrument. Of 

particular interest in this case study chapter is that the idea of establishing and maintaining 

two separate MTN programmes is not supported by the yield analysis earlier in this study.

The chapter begins with an overview of selected market opinions representing relevant ideas 

about the MTN markets. The actual case study focuses on Nordic Investment Bank (NIB) and 

Finnish Export Credit (FEC). Both companies are located in Finland and actively using their 

EMTN programmes. Therefore a thorough analysis was made through interviews and other 

available material. In addition, Abbey National’s MTN issuance was briefly analysed to 

illustrate the simultaneous use of EMTN and USMTN programmes. Abbey National is a 

British commercial bank and currently one of the biggest Euro-issuers.

NIB and FEC were ideal subjects for the study of global MTN issuance, since they have both 

EMTN and USMTN programmes. In addition, NIB has recently established a domestic MTN 

programme in Sweden as a first foreign issuer in the Swedish domestic MTN market. FEC is 

currently active in the yen denominated EMTN market. In order to understand NIB’s and 

FEC’s borrowing needs, the companies’ operations and lending profiles were studied. These 

profiles are presented in this study to provide a complete picture of the companies’ MTN 

utilisation.

During the interviews, the company representatives were asked questions about the origins of 

their MTN programmes, organisational decision making regarding the MTN programmes, 

recent developments in the MTN markets, practical programme set-up and issuance 

procedures, and general ideas about MTN issuance. Moreover, the global viewpoint was 

highlighted throughout the interviews.

The purpose of the case study section was not to provide comparisons between the two cases. 

Instead, the purpose was to gather ideas regarding global MTN issuance and MTN issuance
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in general to the widest extent possible. As a result, the cases are not symmetric and some of 

the areas that are discussed in detail in one case are not discussed to the same extent in the 

other.

5.2 Selected Market Opinions

This section is based on Gwenan Roberts’ article in Corporate Finance, May 1996. In this 

article, five senior treasury officers from leading multinational companies explained why they 

maintain a EMTN facility and how and when they use it. All the companies were domiciled 

outside the US.

The motives for setting up a programme were mainly related to flexibility and cost- 

effectiveness. Also, the improving liquidity of the EMTN market has had impact on the 

companies’ funding decisions. The set-up time and costs were characterised as reasonable; 

set-up time varied from three to six months and set-up costs were above USD 100,000. 

Programme administration was done internally and the degree of activity in the market 

determined the hours spent on administration. The activity in the market, in turn, varied 

depending on the current situation of the companies. The companies’ needs, timing, and 

pricing set the scope for the activity in the markets.

The companies’ issuing strategy was driven by opportunism and investors. The representative 

companies were all cash-rich and used MTNs very opportunistically either to replace more 

expensive funding, or to borrow funds at cheap rates. Generally, reverse inquiry drove the 

issuance and the issuers were willing to trade in various currencies as long as the currency 

was freely convertible and a swap with right terms and conditions was available.

Two out of five of the companies also had an USMTN programme. The programme 

utilisation, however, varied from company to company. For one company, USMTNs became 

important when it wanted to diversify its investor base and perform local financing in the US. 

For another, the USMTN market was the major source for funding because of the market’s 

liquidity in a particular rating class. The interviewees said that under normal circumstances it 

was more costly to borrow in the USMTN market, and one of them pointed out that domestic 

issuance in the US would only be feasible for longer maturities of over 10 years. On the other 

hand, the interviewees believed that the EMTN market better served issuers with AA or AAA 

ratings.
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The companies which did not currently have a fully registered USMTN programme were also 

asked whether they would consider establishing one. Such establishment was not in the 

foreseeable future. The answers instead stressed the importance of the European market, 

because it was the companies’ operational arena and an area where the company could profit 

from its name recognition. The depth of the USMTN market was seen as a potential benefit in 

case the companies would need to borrow larger than usual amounts. With small volumes, 

entering in the US market would not be justifiable due to the costs.

Altogether, flexibility, ease, and cost-effectiveness were seen as the main benefits of having 

an MTN programme. However, the treasurers emphasised the importance of knowing what to 

look for since altering the programme at a later date would be costly in terms of legal fees. It 

would also be favourable to build the programme as flexible as possible from the beginning 

in order to adapt to the investors’ changing demands and conserve costs.

5.3 Nordic Investment Bank

Nordic Investment Bank (NIB) finances Nordic projects both within and outside the Nordic 

countries. The bank offers its clients long-term loans and guarantees on competitive market 

conditions and acquires the funds to finance its lending by borrowing in the international 

capital markets. The bank has approximately 105 employees (1995), recruited from all the 

five Nordic countries. At the end of 1995, NIB s assets totalled to ECU 8078 million (USD 

10616 million23).

Nordic Investment Bank’s operations are governed by a December 4, 1975 agreement among 

the governments of Denmark, Finland, Iceland, Norway and Sweden, and the Statutes are 

adopted in conjunction with that agreement. NIB’s purpose is to make loans and issue 

guarantees on regular banking terms and in accordance with socio-economic considerations 

for the implementation of investment projects and exports with Nordic interest. In each of the 

contracting states, NIB is granted the same legal status as a domestic juridical person 

conducting operations similar to those of the bank. In the member countries, NIB is exempt 

from payment restrictions and credit policy measures. The bank’s assets and income are

23 ECU/USD 31.12.1995 = 0.7609 (NIB Annual Report 1995)
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exempt from all direct taxation. The headquarters are located in Helsinki, Finland. (Annual 

Report 1995, 43)

5.3.1 Lending Profile

The concept of "‘Nordic Interest” guides NIB’s lending operations. Regionally, NIB’s lending 

operations can be broken down in three categories: Nordic loans, loans outside the Nordic 

countries, i.e., international loans, and loans to the neighbouring areas, i.e., Baltic countries.

NIB’s lending profile is presented here based on a classification, which divides the lending 

into ordinary lending, project investment lending (PIT), and Baltic investment loans (BIL).

All information has been extracted from NIB’s Annual Report 1995.

Ordinary Lending: Ordinary lending includes investment loans within and outside the Nordic 

countries, as well as regional loans in the Nordic countries. NIB’s investment loans are 

medium- and long-term loans usually with maturities from 5 to 15 years. The loans are 

granted in various currencies at fixed or floating market-based interest rates for up to half of 

the projects total cost. Regional loans are granted to national and regional credit institutions 

for further development of enterprises in priority regions. NIB’s ordinary lending ceiling 

amounts to 2.5 times of its authorised capital. The authorised capital at the end of 1995 was 

ECU 2809 million (USD 3691 million).

Project Investment Loans: The core of NIB’s international lending operations consists of 

project investment loans (PIE). These are long-term loans with maturities of up to 20 years 

for projects involving Nordic participation on emerging markets all over the world. The loans 

are usually granted to the government in question or to a state owned finance institution. The 

loans can be granted for up to half of the project’s total cost at market based interest rates, and 

in the currency selected by the client. In special circumstances, these loans can also be 

granted to infrastructure projects without a direct government guarantee. At the end of 1995, 

the project investment loan and guarantee facility amounted to ECU 2000 million (USD 2628 

million).

Baltic Investment Loans: NIB can grant Baltic investment loans (BIL) within the framework 

of the Nordic countries’ Baltic Investment Program. The loans are made in foreign currencies 

and priced on the basis of prevailing market conditions. Their maturity usually ranges
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between 2 and 7 years. At the end of 1995, the BIL loan and guarantee facility amounted to

ECU 30 million (USD 39 million).

Picture 13 illustrates NIB’s maturity 

profile of total loans outstanding. 

The picture shows that the majority 

(77%) of NIB’s lending consisted of 

the maturities from one to ten years, 

which traditionally have been the 

core maturity range of MTNs.

Picture 13: NIB’s maturity profile of total loans outstanding, 31.12. 1995. (NIB 
Annual Report 1995)

Picture 14 shows NIB’s currency 

distribution of its total lending 

outstanding in the end of 1995. Nordic 

currencies represented 42% and the US 

dollar represented 40% of the lending 

portfolio. The next biggest individual 

currency was German mark with a 6% 

share.

Picture 14: NIB’s currency distribution of total lending outstanding, 31.12. 
1995. (NIB Annual Report 1995)

5.3.2 Long- and Medium-Term Borrowing at Nordic Investment Bank

The information presented in this chapter is mainly based on NIB’s Annual Report 1995. In 

addition, the information has been complemented through personal interviews with NIB’s 

treasury officer Søren Elbech.

NIB’s goal is to, on a continuous basis, maintain a sufficient level of liquidity, which allows 

an adequate degree of flexibility in carrying out the borrowing programme. The goal has been 

to keep the bank’s net liquidity sufficient to meet the estimated net cash needs for the



49

following twelve months. NIB carries out a cost conscious globally diversified borrowing 

strategy, that enables the lowest interest rate cost. The swap market is actively utilised in the 

execution of the borrowing transactions, though direct borrowing is preferred if the all-in

costs are comparable. It is notable, that the bank does not assume speculative risks in its 

balance sheet. In other words, the bank does not expose itself to currency or equity linked 

risks. Minimal interest rate risk exposure actualises due to the bank’s normal operations that 

are part of core business. NIB has AAA/Aaa rating for its long term obligations.

NIB utilises both traditional stand-alone bonds and MTNs in its borrowing. NIB has EMTN 

and USMTN programmes, but in 1995, no transactions took place under the USMTN 

programme. Instead during fiscal year 1995, a total of 24 borrowing transactions totalling to 

USD 1756 million were made under the EMTN programme. That represents about 84% of 

NIB’s total borrowing for the year. During 1995, NIB’s Board of Directors decided to expand 

the EMTN programme from ECU 3000 million to ECU 6000 million (USD 7885 million).

Picture 15 presents NIB’s 

cumulative borrowing by maturity 

at the end of 1995. The figures 

include 53 transactions in the 

amount of USD 2975 million under 

the bank’s EMTN programme and 

two transactions valued at USD 16 

million under the bank’s USMTN 

programme.

Picture 15: NIB’s cumulative borrowing outstanding by maturity at the end of 
1995. (NIB Annual Report 1995)
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In picture 16, we see NIB’s 

borrowings outstanding at the end 

of 1995 by currency before swaps.

It is notable that Japanese yen had 

a 29% share despite the fact that 

NIB’s lending in yen was not at 

that moment significant. The 

remainder was divided between the 

European currencies (27%) 

excluding Nordic, the US dollar 

(19%), and the Nordic currencies 

(16%). The remaining 9% were a combination of other currencies.

5.3.3 Medium Term Note at Nordic Investment Bank

This section is based on interviews with NIB’s treasury officer Søren Elbech. Mr. Elbech was 

formally interviewed in September 1996 and several updates of the information were 

provided during the process. In addition to the interview material, this section contains 

quantitative information from Reuters.

The bank actively uses the EMTN programme in its funding. Table 7 summarises NIB’s 

EMTN programme status as of October 3, 1996.

NIB’s programme size is ECU 

6000 million (USD 7885 million) 

and the first issue under the 

programme took place 17.6.

1992. The shortest maturity 

outstanding was 184 days and the 

longest was 12 years. On October
3, 1996, NIB had a total of USD 4589,75 million EMTNs outstanding. By March 3rd' 1997, 

NIB had issued 117 times under its EMTN programme (source: NIB).

Size of the programme ECU 6ÖÖÖ
First issue 17.6.1992
Latest issue 15.8.1996
Shortest tenor 184 days
Longest tenor 12 years
Next to mature USD 200 million / 18.1U.1996
USD equivalent total 4589,75 million

Table 7: NIB’s EMTN programme status, as of October 3,1996 (Reuters, p. 
MTNISSUEAOX).

Other
9%

27%

Picture 16: NIB’s borrowing outstanding by currency before swaps at the end of 
1995. (NIB Annual Report 1995)
* Excluding Nordic currencies
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NIB has included the 144A article in their EMTN 

documentation, enabling them to issue in the US 

domestic market under 144A rules and regulations.

NIB also has a SEC registered USMTN programme, 

however, the summary information regarding the 

programme was not available on Reuters.

Table 8 presents NIB’s EMTN programme

outstandings by currency. The table illustrates how

one EMTN programme facilitates the issuance of a

variety of currencies. Flexibility is further evidenced

by the fact, that the number of issues varies Table 8: NIB’s EMTN programme outstandings, as
of October 3,1996. (Reuters, p. MTNISSUEAOX)

significantly across currencies. For example, NIB had

most outstandings in Japanese yen denominated issues, followed by 14 issues in Finnish 

markka. On the other hand, there were several currencies like Canadian dollar and Swiss 

franc where only one issue was outstanding. Mr. Elbech explained that it is NIB’s policy to 

seek issuance in the currency where they get the best rates, which in turn leads to issuance on 

investor’s conditions. In some markets, investors are more receptive to EMTN issuance, and 

in some markets they want to have a different type of documentation.

According to Mr. Elbech, the EMTN programme is a perfect tool for a treasury manager’s 

toolkit. NIB has a long experience in traditional Eurobonds also, but the bank prefers issuing 

under its EMTN programme whenever possible. Due to its flexibility and speed, the EMTN 

programme fits into NIB’s cost conscious funding policy. Moreover, the EMTN programme 

provides the variety of maturities and currencies needed by multinational banks such as NIB. 

NIB utilises its EMTN programme mainly with small tranches (around USD 50 million) and 

opportunistic funding targets. NIB has also implemented syndicated issues, which are usually 

sized closer to USD 100 million. At the moment, syndicated issuance represents about 10% 

of NIB’s total EMTN issuance.

In addition to EMTN and USMTN programmes, NIB has established an MTN programme in 

the domestic Swedish market as the first foreign borrower. The bank found the domestic 

Swedish programme feasible, because of increasing demand in SEK and Swedish investors 

seem to be more comfortable with a domestic documentation shelf. In addition, the Swedish

Million No of Issues
AUD “2BU ~3
CAÜ ^rm ~T
CHF ^1S ~T
CZK 1500 ~T
DtM 533,64 —В
DKK ~BOU
ECU “BO
FIM 2333,5
HKD 2200 —0
TTU~ 295000 ~~В
UFY------- 152000 17
ЖЖ------ ~500
SEK 1343 —T
USD- 956 —в
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investors preferred to have their MTNs registered through a local clearing agency. It is 

probably fair to say, that NIB’s decision to establish an MTN programme in Sweden 

evidences that MTN markets are very much investor driven.

The Board of Directors at NIB make the decision regarding the establishment of an MTN 

programme. Such establishment of an MTN programme is often a result of a proposition from 

the treasury department. Based on Mr. Elbech’s experience, the set up period of an EMTN 

programme is a few months and the costs are reasonable. Regarding individual issues, Mr. 

Elbech explained that NIB has many contacts with investment banks and that the investment 

banks are aware of NIB’s particular needs. As a result, the investment banks are able to bring 

forward propositions, that are “pre-filtered” and likely to match NIB’s needs.

Once the EMTN programme is set up, the only documentation needed for EMTN issuance is 

a one page pricing supplement. In the case of ordinary “plain vanilla issues, the actual 

issuing procedure is fast and the trading desk decides about the implementation fairly 

independently. In practice, if the all-in-costs meet NIB’s target, the treasury officer checks the 

swap counterparty24, if the swap is included, and confirms the deal over the fax. However, in 

the case of structured deals, the procedure is more complicated. The proposition must go 

through the risk management and the legal department prior to returning to trading desk 

where the actual implementation is done. The time needed for the implementation of an issue 

can be anything from hours to two weeks depending on the complexity of the issue.

At NIB, the EMTN programme is currently used solely on reverse inquiry basis. In practice 

an investment bank, who has an investor interested in NIB’s paper, contacts the bank and 

makes a proposition. Since the bank does not carry anything but the counterparty risk, the 

investment banker must provide a swap that removes all other possible risks (currency, 

interest rate, equity linked) involved in the particular issue. The other possible reason to 

initiate an EMTN issue is an unmatched internal need; the lending department has a specific 

need for a certain currency and maturity and as a result they contact the treasury. The 

treasurers then decide which market and which instrument can be used to match the need. 

Currently, investor interest keeps the number of contacts from investment banks at such high

24 International risk management rules and regulations set the limits as to how much a certain party can have 
counterparty risk with another party.
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levels, that the treasury is usually able to match the lending department needs without having 

to seek issuance by itself.

When asked about the infrequent usage of the bank’s USMTN programme, Mr. Elbech told 

that the markets determine the conditions. For example, so far during 1996, 45% of NIB's 

lending is in US dollars, whereas only 1% of borrowing before swaps is denominated in that 

currency. Due to the interest rate conditions, there has not been demand for USD 

denominated medium term papers and NIB has continuously been able to tap cheaper funds 

in other currencies and swap the funds into US dollars.

It is a widely accepted opinion that a successful issuer in the public US domestic market must 

have a certain name recognition. Considering the time and effort involved in establishing a 

presence in the market and due to the current market conditions, the bank has not seen the 

need to allocate extensive resources to the US domestic market. However, NIB wants to 

maintain its USMTN programme. A functional USMTN programme can be seen as a 

liquidity insurance against possible malfunctions in the Euromarket. Moreover, markets can 

turn out to be in favour of USMTN issuance and at that moment it is favourable to have the 

necessary documentation shelf.

When asked about the liquidity concerns in the MTN markets, Mr. Elbech pointed out that 

the liquidity is not necessarily a relevant issue in the EMTN markets. By using EMTNs, 

issuers give investors exactly the deal they want and secondary market trading should not be 

the first matter in the investor’s mind. On the contrary, Mr. Elbech recommended that 

investors, who are looking for liquidity, should not invest in MTNs but in government bond 

markets. Furthermore, Mr. Elbech pointed out that NIB has a certain buyback policy for its 

EMTN issues, thus increasing liquidity for its own paper. The bank is willing to buy back its 

own issues, assuming that the bank has liquidity and the price is right. NIB s MTN arranger 

operates as a link between NIB and the investor who is willing to sell back the issue. It is 

notable, that the buyback policy is not stated in the documentation, but NIB wants to provide 

its investors with an additional service in appropriate conditions.

Finally, regarding the question about the economics of EMTN issuance versus traditional 

Eurobond issuance Mr. Elbech stated that the usability of EMTNs varies geographically in



54

Europe. The conservative investor groups, also called “Belgian Dentists23”, are very sensitive 

to any type of registration. The Belgian Dentist market (primarily the Benelux countries) 

consists of the investors who want to remain anonymous and have their bonds in a pure 

bearer form without clearing through Euroclear or Cedel. Since NIB’s EMTNs are always 

cleared through Euroclear or Cedel, the Belgian Dentist market is not receptive to EMTN 

issues. NIB uses traditional stand-alone Eurobonds to access the “Belgian Dentist” market.

5.4 Finnish Export Credit Ltd

Finnish Export Credit Ltd (FEC) is a specialist financial institution providing long-term 

finance. It is governed by statutes issued under the Act on Credit Institutions in Finland and is 

monitored by the Financial Supervision Authority in Finland. FEC was established in 1956 

and is today entirely owned by the state of Finland. FEC operates on commercial terms 

founded on good profitability, strong capital structure, sophisticated risk management and 

strong credit rating. (FEC Annual Report 1995, 2) FEC had on average 134 permanent and 14 

temporary employees during 1996. The company’s total assets amounted to FIM 44734 

million (USD 9633 million25 26) in the end of 1996 (source: FEC).

The following presents FEC’s lending profile, FEC’s medium- and long-term borrowing, and 

especially the use of MTNs at FEC. The text is mainly based on FEC’s Annual Report 1995, 

but the some figures have been updated to reflect the company’s present situation as 

accurately as possible. Furthermore, some terminology replacements have been made to unify 

the terminology in this study. As a result, the term “financing” has been replaced with 

“lending”, and the term “funding” has been replaced with “borrowing.” Interviews with 

FEC’s Senior Managers Ari Karhu and Ari-Pekka Lätti have been the comprehensive source 

of information when studying FEC’s MTN usage. In addition, quantitative information was 

acquired from Reuters to complement the discussion.

5.4.1 Lending Profile

FEC specialises in long-term financing for exports of capital goods and overseas projects and 

domestic investments creating new exports and domestic ship deliveries. The sectors on

25 Belgian Dentist is an investor who wants to buy the bond without registration and clearing. That gives them
complete anonymity against any official interests, such as withholding taxes.
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which FEC focuses include the engineering and forest industries, related production of 

machinery and equipment, energy production and supply, telecommunications, environmental 

protection projects, hoisting and transport equipment industries and shipping. FEC maintains 

close, long-term relations with its clients and designs financial packages in co-operation with 

the clients and other financing institutions.

FEC’s lending profile is broken down into international lending, domestic lending, project 

financing, and officially supported credits. During 1995, FEC’s international lending focus 

was increasingly on the east and south-east Asian countries. In domestic lending, FEC 

finances domestic investments creating new exports and other projects requiring long-term 

finance. During 1995, domestic lending increased particularly due to forest industry 

investments. Furthermore, project financing26 27 has been applied to industrial and infrastructure 

projects in Finland and abroad. Project financing accounts for a growing share of the FEC’s 

loan portfolio and is continuously becoming more important. Also in 1995, project financing 

projects were planned in Europe and south-east Asia. The last group is officially supported 

credits, which are targeted at the promotion of exports through interest rate support in 

conformity with OECD 

agreements. OECD 

countries have aimed at a 

gradual reduction in interest 

rate subsidies28, and the 

proportion of officially 

supported credits in FEC’s 

loan portfolio is declining.

Picture 17 presents FEC’s 

lending outstanding by 

country group in the end of 

1995. Europe’s share of the

Africa Australia
3% 1%

Picture 17: FEC’s credits outstanding by country group, as of 31.12.1995. (FEC Annual 
Report 1995,43).

26 FIM/USD 31.12.1996 = 4.6439 (Bank of Finland)
27 Project financing is an individually designed finance and guarantee arrangement based on expected cash 
flows and other specific properties of the project (FEC Annual Report 1995, 8).
28 From the beginning of 1997, other credit institutions may start to grant export credits on OECD consensus 
terms (Blåfield, 19).
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lending portfolio was 68%, Asia being the next biggest with 18% share. The remaining 14% 

was spread between the Americas, Africa, and Australia.

5.4.2 Medium- and Long-Term Borrowing at Finnish Export Credit

In an interview with Rod McNeil from International Bond Investor in June 1995, Mr. Matti 

Virtanen, FEC’s Director of Customer Relations, characterised FEC’s profile as a borrower. 

“Since the primary role of FEC is to provide medium- and long-term finance for Finland's 

exports and domestic purchases of Finnish capital goods, the company has a duty to search 

for the cheapest sub-Libor funds possible. Funding costs are measured against dollar Libor, 

with target levels posted to investment banks based on FEC’s liquidity position in each 

maturity, as well as its assessment of what the markets can produce.” (McNeil, 1)

Finnish Export Credit’s credit rating on long-term foreign currency denominated borrowing is 

AA/Aal29. FEC’s policy is to keep the average maturity of assets shorter than that of 

liabilities to safeguard the company’s liquidity and operational continuity. Furthermore, 

FEC’s treasury operates on global scale, utilising both domestic and international markets to 

minimise the costs of borrowing. FEC utilises both EMTN and USMTN programmes, as well 

as traditional stand-alone bonds in its long- and medium term borrowing and it is FEC’s 

policy to accept propositions that meet the company’s borrowing targets. Naturally, the 

borrowing targets change according to the company’s current liquidity and needs in the 

particular currency. For example, if FEC has excess liquidity in a certain currency and the 

market is willing to buy the company’s paper in that currency, FEC will post a tighter offer 

than it would in the case of a currency that it does not possess.

FEC makes extensive use of derivative instruments, such as swaps, in the company’s funding 

and risk management. The company has two separate pools of funds, one in FIM and one in 

USD, to facilitate the management of the funds.

29 The ratings were updated at the same time with the Republic of Finland in the end of 1996 (Standard & 
Poor’s) and in the beginning of 1997 (Moody’s).
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During 1996, FEC issued FIM 

16100 million (USD 3470 

million) of long- and medium- 

term debt on international bond 

markets. Picture 18 presents the 

borrowing by instrument during 

1996. The main borrowing 

source was the Samurai Bond 

market with a 45% percent 

share. The next biggest was 

EMTNs (42%). Matador bonds 

accounted for 7%, other bonds 

for 5%, and the remaining 1% was

Picture 19 presents FEC’s medium

and long-term cumulative 

borrowing at the end of 1995 by 

currency before swaps. The 

Japanese yen had the biggest share, 

followed by dollars from Australia,

Canada and the US with 11%, 13% 

and 14%, respectively. The Finnish 

markka accounted for 12%. The 

figures were different in 1996, 

where the Japanese yen accounted for 64% of the borrowing, US dollar 9%, Spanish peseta 

7%, pound sterling 5%, and other currencies 15% (source: FEC). The numbers can be 

contrasted with the currencies needed in FEC’s operations. In its operational activities, FEC’s 

most utilised currencies in the order of importance are usually: US Dollar, Finnish Markka, 

German Mark, Swedish Crown, and Pound Sterling. The exact proportions of the currencies 

were not available for this study, but comparing the borrowing before swaps and operational 

currencies, one can conclude that FEC utilises financial markets and derivatives 

opportunistically. However, according to Mr. Lätti, the use of derivatives is not desirable in 

itself. Derivatives expose the company to a counterparty risk, and the management of

Other
12%

Picture 19: FEC’s long term funding outstanding by currency before 
swaps, 31.12.1995. Debentures denominated in FIM are not 
included. (FEC Annual Report 1995,44)

Other
Other Bonds Instruments 

5 % 1 %
Matador Bonds 

7 % 4
EMTN 
42 %

Samurai
Bonds
45%

Picture 18: FEC’s medium- and long-term borrowing by instrument in 1996. (Source: 
FEC)

a combination of other instruments.



58

derivatives takes time and effort. Ideally, if the issuer could choose, they would raise the 

needed funds in a particular currency by issuing floating rate debt in that currency. The next 

best alternative would be to issue fixed rate debt in the currency in question. Since such 

opportunities are not always available, FEC also utilises derivatives, which have an additional 

risk component, to acquire the best rates possible.

5.4.3 Medium Term Note at Finnish Export Credit

FEC’s first issue from its EMTN programme took place in May 1991. The EMTN 

programme was established to complement traditional stand-alone Eurobond issuance with its 

flexibility, time-efficiency, and cost-effectiveness. Despite the potential illiquidity during the 

first years of the programme, FEC found the EMTN concept as a very useful way of raising 

long-term funds. Part of the funding needs that earlier were satisfied with traditional 

Eurobonds could now be handled with EMTNs. Currently, FEC utilises its EMTN 

programme both on public and private issues, though the focus is more on the public side at 

the moment. The size of FEC’s EMTN programme was increased from USD 2500 million to 

USD 5000 million during 1995.

The Board of Directors decision is needed to set-up a new programme or to change the 

existing programme size. In day to day operations, the treasury is entitled to make the 

decision regarding issues up to FIM 100 million (USD 22 million). Larger amounts require 

the approval of the management committee. The management committee is able to make 

decisions when at least two of its members are present. Mr. Lätti explained that the actual 

decision process regarding individual issues is fast and efficient. All the necessary expertise is 

under the same roof, and the outcome is usually a result of interaction between the funding 

and investment sides of the treasury. Investment considerations are important, since the 

excess liquidity has to be invested into an asset that yields above the cost of the borrowing. 

The time needed for the decision process varies significantly with the complexity of the issue. 

A small plain vanilla EMTN issue can be decided more or less immediately, and the standard 

documentation is done during the settlement period of five days. More complex deals require 

a thorough investigation by risk management and legal counsel, thereby extending the 

implementation time.

Table 8 summarises FEC’s EMTN programme status as of March 19, 1997. The first issue 

took place in May 1991 and the current size of the programme is USD 5000 million. The
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shortest maturity outstanding was 370 

days and the longest maturity was 10 

years. FEC has not included Rule 144A 

resale provisions in its EMTN 

documentation. By March 19th, 1997 

EEC’s EMTN programme outstandings

Size of the programme USD 5000 million
First issue May 1991
Latest issue 24.3.1997
Shortest tenor 370 days
Longest tenor 10 years
USD equivalent total 4180,78 million

Table 8: FEC’s EMTN programme status, 19.3. 1997. (Reuters, p. 
MTNISSUEAIP)

amounted to USD 4180,78 million. Cumulatively, FEC had issued 133 times under the

EMTN programme.

Currently, the main part of FEC’s MTN issuance actualises through the so called Dual 

Currency bonds and ordinary “plain vanilla” bonds. Regarding maturity, currency and 

possible structures, FEC’s policy is generally to pursue an investor driven policy. In short, 

FEC must be able and willing to satisfy investor needs, when the conditions are feasible for 

FEC. Consequently, FEC is also prepared to deal with complex structures, even though 

structured deals involve a lot of preparatory work and the benefits are not always substantial 

when all possible costs are considered. Furthermore, FEC shades the invisible line between 

MTNs and traditional stand-alone bonds. For the company, MTN mainly stands for 

standardised documentation. The company uses its EMTN programme to issue underwritten 

EMTNs, which practically are the same as traditional stand-alone Eurobonds except for the 

pre-negotiated documentation. For example, in January 1997, FEC issued a USD 200 million 

public underwritten bond under the EMTN documentation. According to Mr. Lätti, it is 

FEC’s policy to usually accept only fully underwritten issues. By having the issue 

underwritten, the company locks the proceedings of the issue up front, and does not need to

be concerned about the issue’s expected cash 

flow. However, this is not to say that FEC would 

not be interested in what happens to their issue in 

the market. Quite opposite, the company follows 

closely how the issue is received in the market, 

since they want to monitor whether the pricing 

and distribution of the issue has been successful.

In Table 9, we can see the outstandings of FEC’s 

EMTN programme on March 19th, 1997. Japanese

Million No of issue
AUD ”280 ~3
THF--------- —5ÖÖ
ГЕМ-------- 593,64 S
FIT —845 ~~5
GBP 1Ü
UFY 193O00 ~~3T
WD--------- 13Ü T
PTE 3400 ~2
SEK ~~2UU ~~2
USD 1384 “TT

Table 9: FEC’s EMTN programme outstandings, 
19.3.1997. (Reuters, p. MTNISSUEAIP)
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yen was clearly the number one with a total of 31 issues. The USD, DEM, and FIM form the 

second tier with 11, 9, and 8 issues, respectively.

Mr. Lätti explained that the reason behind the dominance of yen denominated issuance is 

FEC’s name recognition among the Japanese investors. In fact, during 1996, about two-thirds 

ofFEC’s borrowing came from Japanese investors either in yen or in another currency. FEC 

began with Samurai bonds, and now the EMTN programme complements the issuance. While 

certain institutional investors in Japan are limited to Samurai bonds, EMTN documentation 

facilitates FEC’s access not only to the Japanese institutional market, but also to the 

increasingly important retail market.

According to Mr. Lätti the probable reasons behind the success of the Japanese yen market lie 

in the historically low domestic interest rates and in the retail investors increased demand for 

good and safe investment. An interesting feature of the Japanese market is that even the retail 

investors have started to take position in currencies30. Strong yen has boosted the so called 

Dual-Currency issues, where the coupon payments and the settlement are denominated in 

different currencies. During 1996, FEC successfully issued several of these type of dual

currency EMTNs in the Japanese market. For example, a recent issue, which was sized to 10 

billion yen, had coupon payments denominated in yen and a settlement in US dollars. Mr. 

Lätti added that Japanese market has very attractive qualities for FEC, namely, good 

liquidity, investor demand for FEC’s paper, and a well established name recognition. 

Technically, the process is convenient for FEC since its agent in London takes care of 

documentation and clearing, and a local securities house manages the distribution. This 

combination results in a very reasonable level of costs.

Table 10 summarises FEC’s USMTN 

programme outstandings as of March 

19th, 1997. The size of the programme 

is USD 700 million and the first issue 

took place in August 1994. The largest
Table 10: FEC’s USMTN programme status, 19.3.1997. (Reuters, p.

outstanding issue to date was USD 25 usmtnprogfy)

Size ot the programme USD 700 million
First issue 19.8.1994
Latest issue 21.11.199b
Largest issue USD 25 million
Shortest tenor 2465 days
Longest tenor 10 years
USD equivalent total 75 million

30 More information about Japanese market can be found in Euroweek’s publication “Accessing Japanese 
Investors” from June 1996.
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million. The shortest outstanding maturity was 2465 days and the longest maturity was 10 

years. FEC’s USMTN programme outstandings to date are USD 65 million. Cumulatively, 

FEC has issued 18 times, amounting to USD 396 million during the existence of the USMTN 

programme (source: FEC).

At the moment, the USMTN programme is not actively used. Mr. Karhu explained that the 

main motive behind the initial decision to establish the programme was the depth of the 

USMTN market and consequently its ability to provide liquidity even in difficult 

circumstances. In FEC’s case, the importance of securing liquidity has to be stressed further. 

Considering the early 90’s, where the Republic of Finland’s borrowing drained the Finnish 

issuers’ potential investors and the uncertain time span of economic stabilisation, it not 

difficult to comprehend FEC’s need for an additional reliable source of funds. FEC’s 

experience in Yankee bonds from the US domestic market made the decision easier. Mr. Lätti 

added that it is a goal for FEC to diversify its borrowing sources. In practice, FEC borrows 

from the Euromarket, US market, Japanese market, and domestic European markets. 

Currently, the domestic Finnish market does not provide a particularly good source of funds 

for FEC.

Mr. Lätti, who is familiar with the legal aspects of the USMTN programme, explained that 

the USMTN programme is quite expensive to establish and maintain compared to the EMTN 

programme. Actual numbers could not be revealed, but Mr. Lätti stated that the costs are 

substantially higher than those for the EMTN programme. The US GAAP requirements are 

the most significant cost factor in the maintenance of the USMTN programme. Auditing and 

legal fees related to the US GAAP requirements are substantial. In addition, the USMTN 

programme requires a lot of internal administrative work.

When Mr. Lätti was asked about the feasibility of a single documentation set for EMTN and 

USMTN programmes, i.e., “truly” global MTN programme, he stated that a single 

documentation set may provide benefits for very large issuers who are actively seeking 

funding from the both markets.

The final question regarding FEC’s MTN utilisation concerned the company’s buyback 

policy. Mr. Lätti answered that in certain market conditions, buying back own issues can 

benefit both FEC and its investors. Consider the case of Japanese dual-currency bond 

investors who have bought FEC’s paper at a rate of 80 yens/USD. Assume that the primary
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market price at that time for FEC’s paper was Libor -25 basis points. At the moment, one 

USD buys about 120 yens and FEC’s paper trades Libor flat in the secondary market. By 

selling the paper back to the issuer, investors gain from the yen depreciation and FEC locks in 

the proceeds from its own paper at a rate of Libor flat, gaining the difference between the 

primary issuance price (Libor -25) and the buyback price (Libor flat). Buying back the issue 

involves several technical details, which are not relevant in this context. The main idea is that 

the buyback must not have an effect on FEC’s balance sheet. Mr. Lätti added that reasons for 

a buyback include nurturing of investor relations, market support in terms of providing 

liquidity, and monitoring of the secondary market. The latter is done in order to buy back 

issues that are trading at too wide spreads disadvantageous^ affecting FEC’s new issuance. 

Furthermore, the company does not definitely commit itself to buybacks, but rather views it 

more as an option to be exercised in suitable conditions, such as, the company has liquidity 

and the price is right.

5.5 Abbey National

The objective of this chapter is to outline how a very large financial institution uses EMTNs 

and USMTNs to finance its operations. In balance sheet terms, Abbey National is in a larger 

size category compared to the other financial institutions described in this study. I found it 

important to include a borrower such as Abbey into this study, because the size of the 

borrower’s funding needs is undoubtedly one significant aspect in considering the feasibility 

of global MTN issuance. In addition, the large number of issues from both EMTN and 

USMTN programmes facilitated a meaningful comparison of the utilisation of the different 

programmes. Abbey’s EMTN and USMTN programmes are presented based on the 

information that was available on Reuters. No personal interviews were conducted with 

Abbey’s personnel, and all the analysis and conclusions were based on the information 

acquired from Reuters.

5.5.1 Overview of Abbey National’s Operations

Abbey National PLC provides an extensive range of personal financial services. Its services 

include the provision of mortgages, savings facilities, cheque accounts, personal loans, life 

assurance and advice on pensions and sharesave schemes for companies. At the end of fiscal 

year 1995, Abbey National’s sales were USD 10894 million, market capitalisation was USD
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13041 million, and total assets amounted to USD 160143 million. Interest income accounted 

for 94% of 1995 revenues, commissions and fees 4%, and other operating income 2% 

(Compact Disclosure, Abbey National). Abbey National has a rating of AA/Aa2 (3.9.1996) 

for its long term obligations.

5.5.2 Abbey National’s EMTN and USMTN Programmes

Table 11 outlines Abbey’s 

EMTN programme as of 

September 3, 1996. The size of 

the programme was USD 10000 

million and the first issue under 

the programme took place in 

September 1991. The largest 

issue outstanding was USD 1000

Size of the programme USD 10000 million
First issue 16.9.1991
Latest issue 15.10.1996
Largest issue USD 1000 million
Shortest tenor 365 days
Longest tenor 10.27 years
Next to mature GBP 17.34 million /12.9.1995"
USD equivalent total 8667.8 million
Number of issues 249

Table 11: Abbey’s EMTN programme status, 3.9.1996. (Reuters, p. MTNPROGAA)

million, the shortest maturity 365 days and the longest

maturity 10.27 years. Currently, Abbey has 249 issues outstanding, amounting to a total of

USD 8667.8 million. Abbey has included Rule 144A resale provisions in its EMTN

documentation.

Table 12 shows Abbey’s EMTN issues 

outstanding broken down by currency as of 

September 3rd, 1996. The most frequent issuance 

currencies outstanding were US Dollar, Japanese 

Yen, Italian Lira, and Pound Sterling. Those four 

currencies represented nearly 85% of all 

currencies measured by the number of issues.

Million No of issues
7Ш0------- 7
вы- —Söü ~2

UFF-------- 345 S

"DEM- 127 —f

ECO------- —J

FRF--------
СВР 42U.64 37
ТЕР- —Sü “3
ТТЛ 1,110,605.U0 ~?S
иву 262,380.00 59
NLU 50 ~~2

NÜK 525
Pit 40,26/.20 ~TZ

USU 3,701.59 ~SS

Table 12: Abbey National’s EMTN programme 
outstandings, 3.9. 1996. (Reuters, p. MTNPROGAA)
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From Table 13, we can see 

that Abbey’s first issue under 

its USMTN programme took 

place in September 1994. The 

largest issue outstanding was 

USD 50 million, the shortest 

maturity 365 days and the 

longest maturity 10 years.
Under the USMTN programme, Abbey had 89 issues outstanding amounting to USD 4250

million.

5.5.3 Abbey’s Parallel Use of EMTN and USMTN Programmes

In order to study Abbey National’s parallel use of its EMTN and USMTN programmes, 

Abbey’s issues that were done under the EMTN and USMTN programmes were compiled. 

The needed information was found from Reuters system; EMTN issues from pages 

MTNINDIVACF through MTNINDIVACM and USMTN issues from pages USMTNAAB 

through USMTNAAX. All the following analysis about Abbey’s EMTN programme 

concerns US dollar denominated issuance only. Furthermore, only the EMTN issues that have 

taken place after the establishment of USMTN programme are included.

Considering the time after the establishment of the USMTN programme, Abbey has 35 USD 

denominated issues outstanding from its EMTN programme. Eleven of the 35 issues are 

structured31. From the USMTN programme, 89 issues are outstanding, of which two thirds 

have been issued during 1996. Only one out of 89 USMTN issues would be classified as 

structured. In the following paragraphs, EMTN and USMTN programme utilisation is 

described by using two dimensions: Issue size and maturity. The analysis is based on a 

sample of 35 EMTN issues and 89 USMTN issues from mid-September 1994 to late August 

1996. All figures are in US dollars.

Size of the programme N/A
First issue 19.9.1994
Latest issue 17.7.1996
Largest issue USD 50 million
Shortest tenor 365 days
Longest tenor 10 years
Next to mature USD 50 million / 16.12.1996
USD equivalent total 4250 million
Number of issues W~

Table 13: Abbey’s USMTN programme status, 3.9. 1996. (Reuters, p. 
USMTNPROGAB)

31 The issue has additional characteristics to fixed or floating coupon.
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issue size (mill, usu) tMI N USMIN“
Median “17 “5U
Mean 82 ~15
Standard Deviation ~7T7
Min- 5 5
Max 1ÜÜÜ ”50

Issue Size: In Table 14, Abbey’s EMTN 

and USMTN issue size statistics are 

summarised. The mean of EMTNs is 82 

million and the mean of USMTNs is 48 

million. Median, which in this case 

probably gives a better idea about the issue jssue sizes fromySeptember 199410 August 1996. 
sizes, is 12 for the EMTNs and 50 for the USMTNs. Standard deviations of 217 for EMTN 

and 9 for USMTN would indicate, that the EMTN programme is used opportunistically for a 

diversity of issue sizes, whereas the USMTN programme is used rather monotonously around 

the mean of USD 48 million. The smallest issue under both programmes has been 5 millions 

and the largest under the EMTN programme has been 1000 million and 50 million under the 

USMTN programme.

Picture 20: Abbey National’s EMTN and USMTN issue sizes from September 1994 to August 1996.

Picture 20 illustrates Abbey’s EMTN and USMTN issue sizes over time. Three bars that do 

not fit into the picture are the syndicated EMTN issues on October 17, 1995 May 16, 1996, 

and May 23, 1996, amounting to USD 750 million, USD 1000 million, and USD 500 million, 

respectively. In addition, the picture does not illustrate the total number of issues since only 

one issue has been selected to represent the issuance date, maturity, and size in question. 

Especially from its USMTN programme, Abbey has issued several times on the same day 

with the same maturity and size. For example, May 16, 1996 Abbey issued 20 MTNs with a 

maturity of one year and size of USD 50 million. The picture shows how Abbey’s USMTN 

programme has become active especially during 1996. Furthermore, the picture also
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evidences how Abbey uses the two markets with regards to size. EMTN issuance has taken 

place in a variety of sizes, whereas USMTN issuance has almost solely been sized to 50 

million. One particularly interesting point in the picture is marked with an arrow. On the 

same day, Abbey issued MTNs from both of the programmes with the same size and, in fact, 

with the same maturity (see discussion with Picture 21 on page 66).

Issue Maturity: Table 15 summarises the 

maturity statistics from Abbey’s EMTN and 

USMTN issuance. EMTN maturities are 

generally longer, mean and median being six 

and five years compared to three and one year
. Table 15: Abbey National’s USD denominated EMTN and

in the USMTN programme, respectively. USMTN issue maturities from September 1994 to August
1996.

Standard deviations, four years for the EMTN

programme and three years for the USMTN programme are not very much different though a 

higher standard deviation for the EMTN issuance would indicate more variety in the issuance. 

The shortest and longest maturities, one and ten years, are the same in both programmes.

Maturity (years) EMIN ' USM 1 N
Median T T
Mean 6 "3"
Standard Deviation T ~~3

Min ~T 1
Max ТСГ TU

Picture 21: Abbey National’s EMTN and USMTN issue maturities from September 1994 to August 1996.

Picture 21 shows the maturity distribution during the observation period. Again, the bars do 

not correspond to the total number of issues. The picture indicates that after becoming active 

with the USMTN programme (early 1996), Abbey has utilised the USMTN programme rather 

monotonously as far as maturities are concerned. Also, the picture visualises longer EMTN 

maturities. The arrow in the picture refers to the simultaneous issuance from EMTN and 

USMTN programmes with the same maturity and size. Abbey actually issued two EMTNs 

and five USMTNs on March 11th, 1996. Issues had the same size, issuance date, and maturity 

date. Unfortunately exact pricing information was not available from those issues, so these
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issues could not be investigated further. The simultaneous issuance from both programmes 

with same maturity and size is not surprising and could actually be a coincidence. The nature 

of the MTN markets explains these type of occurrences; the markets are very much investor 

driven and a large treasury probably receives large numbers of bids from all over the world 

daily. Nonetheless, it is a good example of the parallel utilisation of both EMTN and USMTN 

markets.

Abbey National is one of the largest Euro-Issuer’s in the market at the moment. It is obvious 

from the analysis above that the USMTN programme has been useful. Otherwise, Abbey’s 

treasurer’s would not have used the programme to the extent that they have. Furthermore, it is 

notable that since the establishment of the USMTN programme. Abbey has more MTNs 

outstanding from its USMTN programme, compared to the amount of USD denominated 

issues outstanding from its EMTN programme, measured in total outstanding USD issuance 

volume (EMTN 2869 million and USMTN 4250 million). The EMTN programme, however, 

has been used for structured transactions more than the USMTN programme (EMTN 11 and 

USMTN 1 structured transaction).

5.6 Results and Conclusions from the Case Studies

The case studies gave answers both to the question regarding the incentives for a separate 

USMTN programme and to the question regarding the emergence of the MTN markets. Both 

were in line with the expectations formed from the secondary material. In the following 

section, some conclusions regarding the emergence of the MTN markets will be summarised 

first.

For a company with relatively large and regular borrowing needs, MTNs provide a fast, 

flexible, and cost efficient funding instrument. Moreover, MTNs are more than an instrument, 

they are a programme that facilitates borrowing in any currency, maturity, or structure. The 

qualities of MTNs have created an investor driven environment, where the issuers benefit 

from cheaper funding. Especially during times where companies are relatively liquid, they 

can benefit from the flexibility of the MTNs. The companies can be very opportunistic and 

implement structures that are brought forward by investors, who in turn are seeking additional 

gains and are ready to accept some risk.
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Highly sophisticated financial market intermediaries, such as investment banks, are able to 

provide the borrowers with financial packages that allows the borrowers to eliminate all 

additional risks besides the counterparty risk. Conveniently, the companies can also 

implement traditional underwritten stand-alone bonds under the MTN programme. One 

reason for the continuous use of traditional bonds by companies is very much investor driven 

since there are groups of investors who do not, for one reason or another, want MTN 

documentation.

Organisationally, MTNs are convenient too. Once the programme is established, the treasury 

can issue under the programme subject to certain internal authorisation rules. Documentation 

procedures have become standardised, and the time needed for the simplest MTN issues is 

insignificant. In addition, the continuous nature of the MTNs is one factor facilitating closer 

and more regular relationships between issuers and financial intermediaries. Consequently, 

the close relationships do not only enable smooth and quick implementation of the MTN 

issues, but also provide means for other financial market operations.

The main question regarding incentives for establishing a separate USMTN programme in 

addition to the existing EMTN programme was well addressed. Clearly, the main reason for 

the establishment of a separate USMTN programme is the “back-up” liquidity that the 

USMTN market provides. Both of the actual case study companies are financial institutions, 

whose operations are based on lending money. Liquidity, therefore, is obviously the most 

important factor in their operations and the companies have assessed the USMTN market as a 

viable way of securing liquidity.

Under current circumstances, with the Euromarket working without problems and the 

USMTN market not being particularly attractive, the companies are not actively using their 

USMTN programmes. This leads to a conclusion that the costs related to the USMTN market 

can be described as an insurance payment against unfavourable circumstances in the 

Euromarket. Furthermore, the unfavourable circumstances can occur not only because of 

market-wide events, but also due to company specific events. For example in the case of 

FEC, which is strongly associated with the Republic of Finland. Should the Republic of 

Finland become extraordinarily active in the market, it will have an impact on the borrowing

of FEC.
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An additional problem is the name establishment in the market. Having a registered 

documentation shelf does not mean that the company will face demand for its paper. It takes 

time and resources to establish the name in the market, which can only be accomplished by 

being present in the market. The name recognition, or investor goodwill, is required to issue 

debt at the most attractive rates. A result might be that in normal circumstances an issuer with 

moderate borrowing needs and access to the Euromarket would not utilise the USMTN 

market.

In the case of NIB and EEC and under normal circumstances, the Euromarket is probably 

large enough to accommodate their funding needs. However, in Abbey National's case, the 

extent of the borrowing needs is such that the Euromarket does not provide enough depth, 

making the USMTN market a viable option. The gains from using both markets are 

presumably based on the value of investor diversification, which is one of the strongest 

arguments in favour of establishing a separate USMTN programme. In addition, judging from 

the maturity and issue size analysis, Abbey probably finds the EMTN and USMTN markets 

complementary in terms of the maturities and sizes. In Abbey’s case, it seems like the EMTN 

market is approached more opportunistically, while the USMTN market is utilised as a more 

stable source of funding. Likewise, different structures are utilised more in the EMTN market 

than in the USMTN market. Though Abbey National currently can benefit from the parallel 

use of its EMTN and USMTN programmes, the time pattern of Abbey’s USMTN issuance 

suggests that a name establishment period was needed before the USMTN market became 

fully accessible at competitive rates.

6. Overall Conclusions

The purpose of this chapter is to summarise the general dynamics of the MTN markets 

presented in chapter three, yields analysis conclusions from chapter four, and conclusions 

from the case studies in chapter five. The chapter begins by summarising the thoughts behind 

the emergence of MTN markets relative to traditional stand-alone bond markets, followed by 

the discussion about incentives for global MTN issuance.
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6.1 Emergence of the MTN Markets

The advantages of the MTN issuance for an individual issuer were already discussed in detail 

in the case study conclusions section (5.6). Here the emphasis is more on the overall market 

development. In general, it is almost futile to even juxtapose the MTN and traditional bond 

markets, since nowadays the only difference is the form of documentation. The MTN 

documentation is pre-negotiated while the traditional bond documentation is made for a 

particular stand-alone issue. Rather than making restricting comparisons between the MTN 

and traditional bond markets, it is probably more productive to consider circumstances where 

the different instruments complement each others.

There was obviously market demand for an MTN instrument that provides the borrowers with 

new sources of more efficient funding. During the years, the MTN concept has been further 

developed resulting in a functional environment between issuers, financial intermediaries, and 

investors where the majority, if not all, know the rules and practices. MTNs have extended 

the concept of bond issuance; for example reverse inquiry serves both issuers and investors in 

a way that was not possible before. Furthermore, the flexibility of the MTN programme 

enables the companies to better segment their investor base. Also, as evidenced by the strong 

MTN issuance numbers during 1994, MTNs might actually provide a viable funding tool for 

circumstances where traditional bond issuance is not feasible at all.

On the other hand, there are still investors who do not, for one reason or another, want to 

invest in MTN documented paper. In addition, the high initial set-up costs and administrative 

requirements ensure that an MTN programme is not established just in the case of a “rainy 

day”; the programme must provide the borrower with concrete benefits. Nonetheless, it can 

be concluded that MTNs are a very useful instrument that has made the daily operations of 

many treasury managers considerably easier.

6.2 Incentives for Global MTN Issuance

For a borrower such as Finnish Export Credit or Nordic Investment Bank, with a balance 

sheet total around USD 10 billion and a strong credit rating, USMTN market is definitely 

attractive due to its liquidity. However, it is only attractive when borrowing is cheaper than in 

the Euromarket. The Euromarket, in turn, is free of many costly regulations that increase the 

price in the US market. Therefore, under normal circumstances, it seldom happens that the
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window of opportunity is open in the USMTN market. Since the companies still want to 

maintain the separate USMTN programme, the programme would probably be best 

characterised as a liquidity insurance against malfunctions in the Euromarket.

On the other hand, companies with lower credit ratings, presuming investment grade, may 

find that the USMTN market is more receptive than the Euromarket for their rating. In 

addition, borrowers that have need for long maturities (regularly around 10 years or more) 

may benefit from the depth of the USMTN market.

The gains from investor diversification come into play with the size of the funding needs.

Like Abbey National, a large borrower may benefit from operating constantly in both 

markets. A potential explanation is that the EMTN market alone cannot accommodate the 

substantial funding needs of the company. This does not mean that smaller borrowers would 

not benefit from investor diversification, but rather that under normal circumstances, the 

Euromarket is large enough for a borrower with “moderate” funding needs. In this case, EEC 

and NIB are examples of borrowers with moderate funding needs.

The fees and disclosure requirements in the USMTN market are such, that a non-US 

domiciled issuer should be able to expect tangible benefits from operating globally with two 

separate USMTN programmes. Moreover, gaining investor goodwill is not easy in the US 

domestic market and name establishment is a costly and time consuming process in itself.

The yield analysis in this study did not support the idea that the high initial costs incurred in 

the USMTN market could be recouped in terms of lower yields. Quite opposite, on average 

the USMTN primary issuance yields for an AAA-rated issuer in the USMTN market were 50 

basis points higher than equivalent yields in the EMTN market. Moreover, the difference was 

constant around 50 basis points in all maturities and throughout the observation period (from 

January 3rd till May 30th 1996). A sample from late 1994 gave the same results. In the 1994 

sample, the EMTN market was 42 basis points cheaper in AAA-rated category. However, 

these results only apply to the AAA-rated credits and it is possible that the relationship is 

different in other rating categories.

This discussion assumed that entering into the USMTN market would be done with a separate 

SEC registered USMTN programme. One should keep in mind that private placements under 

Rule 144A are another alternative. By utilising Rule 144A resale provisions, a foreign issuer
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has access to the semi-public USMTN market without the scrutinising disclosure 

requirements and fees for Securities and Exchange Commission. However, 144A issues are 

said to carry an illiquidity premium of five to ten basis points, and adding that premium on 

top of the already wide yield difference makes the USMTN market even less attractive.

This study has not revealed much information that would have made the concept of global 

MTN issuance especially attractive. However, one has to keep in mind that the international 

financial markets are continuously changing environments and conclusions made today can 

be irrelevant, or even flawed tomorrow.



73

Bibliography
“Accessing Japanese Investors”, Euroweek, June 1996
“Are Euro-MTNs Overrated?”, Corporate Finance Guide to Debt Capital Raising 1994, pp. 

10-12.

“Euro Medium Term Notes”, A Presentation bv Merrill Lynch International, Merrill Lynch 
1996

“MTNs Still Corporate Favourite” Corporate Finance, February 1995, p. 8.
“Opportunities in the Yankee Market”, Corporate Finance Guide to Capital Raising 1995, pp. 

8-11.
“The Best Way to Tap the Euromarkets?”, Corporate Finance Guide to Capital Raising 1995,

pp. 2-6.
Adedeji, Abimbola and Andrew M. McCosh, “Determinants of Eurobonds Yields”, Journal 

of Business Finance & Accounting. 22(8), December 1995, pp. 1106-1124.
Allen, David S„ Robert E. Lamy, G. Rodney Thompson, “The Shelf Registration of Debt and 

Self Selection Bias”, The Journal of Finance, March 1990, pp. 275-287.
Ball, Matthew, “Ten Years Old - and a Prosperous New Year for EuroMTNs?”, Corporate 

Finance. January 1996, pp. 22-28.
Ball, Matthew, “The Easy Way to Cheap Dollars”, Corporate Finance, November 1994, pp.

18- 23.
Ball, Matthew, “Where Next for the EuroMTN Market?”, Corporate Finance, May 1995, pp.

19- 23.
Bensman, Miriam, “Doing Cheap Tricks with Medium-Term Notes”, Institutional Investor, 

November 1992, pp. 65-69.
Blanden, Michael, “Nurturing the Euro-MTN Bud”, The Banker, May 1988, pp. 46-48. 
Blåfield, Antti, “Entäs nyt, Vientiluotto”, Kauppalehti, September 9, 1996, p. 19.
Bodie, Zvi, Alex Kane, and Alan J. Marcus, Investments, Second Edition, Richard D. Irwin 

Inc., Boston, MA, 1993.
Bradley, Finbarr, “Neglected Factors in the Market Pricing of Eurodollar Bonds”, The 

Journal of Porfolio Management, Winter 1991, pp. 62-73.
Carey, Mark S., Stephen D. Prowse, and John D. Rea, “Recent Developments in the Market 

for Privately Placed Debt”, Federal Reserve Bulletin, February 1993, pp. 77-92.
Carter, Matthew J., “Global MTNs”, Corporate Finance Guide to MTNs, September, 1992, 

pp. 4-9.
Chan, Yee-Kai Chan, Raymond Siu-Kuen Lee, “The Dynamics of Interest Rates Between

Eurodollar and Domestic US Dollar”, Applied Financial Economics, 6, 1996, pp. 347- 
349.

Clifton, Kieran, “A Vision of the Future”, Euromoney, March 1996, pp. 114-117.
Crabbe, Leland E„ Christopher M. Turner, “Does the Liquidity of a Debt Issue Increase with 

Its Size? Evidence from the Corporate Bond and Medium-Term Note Markets”, The 
Journal of Finance, December 1995, pp. 1719-1734.



74

Grabbe, Leland E., Joyce A. Payne, and Michael Schoenbeck, “The Anatomy of the Medium- 
Term Note Market”, Federal Reserve Bulletin, August 1993, pp. 751-768.

Finnerty, J.E. and K.P. Nunn Jr., “The Determinants of Yield Spreads on U.S. and 
Eurobonds”, Management International Review, Vol.25, 1985/2, pp. 23-33.

Finnish Export Credit Ltd, Annual Report 1995
Grabbe, J. Oriin, International Financial Markets. Second Edition, Prentice Hall Inc., 

Englewood Cliffs, NJ, 1991.
Kadapakkam, Palani-Rajan, Stanley J. Kon, “The Value of Shelf Registration for New Debt 

Issues”, Journal of Business, 1989, vol. 62, no. 2, pp. 271-293.
Kritzman, Mark, “What Practitioners Need to Know About the Term Structure of Interest 

Rates”, Financial Analysts Journal, July-August 1993, pp. 14-18.
Leaf, Chris, “The EuroMTN Market”, Euromonev Guide to MTN’s, September 1992, pp. 10- 

16.
Mahajan, Arvind and Donald R. Fraser, “Dollar Eurobond and U.S. Bond Pricing”, Journal of 

International Business Studies, Summer 1986, pp. 21-36.
Mahony, Stephen, “Eurobonds”, IFR Self Study Workbooks, 1ER Publishing, London 1996.
McNeil, Rod, “A Borrower Committed to Keeping Investors Happy, Borrower Profile, FEC”, 

International Bond Investor, June 1995.
Neish, Stephen, “The Calm Before the Boom”, Corporate Finance Guide to Capital Raising, 

1995/1996, pp. 21-28.
Nordic Investment Bank, Annual Report 1995
Parsley, Mark, “Handle Structured Notes With Care”, International Bond Investor, June 1995, 

pp. 15-19.
Roberts, Gwenan, “Masters of the MTN Market”, Corporate Finance, May 1996, pp. 13-16. 
Ross, Stephen A., Randolph W. Westerfield, Bradford D. Jordan, Fundamentals of Corporate 

Finance, Second Edition, Richard D. Irwin Inc., Boston, MA, 1993.
Smith, Todd R., Markets for Corporate Debt Securities, IMF Working Paper, July 1995, 

International Monetary Fund 1995.
Stern, Stefan, “MTN Specialists Confront the Identity Crisis”, Corporate Finance, April 1993, 

pp. 41-42.

Other sources
Compact Disclosure 
Finnish Export Credit Ltd 
IFR Securities Data Corporation 
Merrill Lynch International 
Moody’s Investor Service 
Nordic Investment Bank 
Postipankki Ltd 
Reuters
Standard & Poor’s Investor Service 
Webster Communications 
World Wide Web (WWW)



75

Appendices

Appendix 1: EMTN programme documentation requirements and programme 

establishment timetable (3 pages). (Merrill Lynch International)

Base Documents

Documentation Requirements

• PROGRAMME AGREEMENT - plus exhibits

• Dealer Accession Letters for programme/issue

• Syndicated Agreement for Eurobonds

• Side Letter to increase programme size, as required

• AGENCY AGREEMENT - plus exhibits

• Calculation Agency Agreement

• Operating and Administrative Procedures

• DEED OF COVENANT

• OFFERING CIRCULAR

Merrill Lynch
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Auxiliary Documents

Documentation Requirements

• Legal Opinions (Isstier/Dealcrs' Counsel)

• Internal/External Authorisations

• Notification of Rating(s)

• Governmental approval(s), as necessary

• Jurisdictional authorization(s), as necessary

• Stock Exchange(s) approvals 

Currency Consents

• License from the Japanese Ministry of Finance, for Yen

• Sterling notification to the Bank of England

• Deutsche Mark notification to the Bundesbank

• French Franc notification to the Tresor

Merrill Lynch
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Appendix 2: Breakdown of EMTN programme costs (Ball 1994, 20).

EMTN Programme costs
Upfront expenses USD

Legal tees 125,0UU
Offering circular 15,000"
Luxembourg listing 7,500

"Fiscal agent “7j5ütr
Out-of-pocket expenses 1U,Ü00
i otal üptront expenses s e

Annual expenses" USD
Rating agencies
Listing fees for tranches 10,000

"Ti sealaglmffees""" ТШ0-
1 otal annual expenses 4и,01ЯГЪЪ1Ж

’depending on turnover

Appendix 3: S&P and Moody’s rating comparison

Standard & Poor’s Moody’s
AAA Aaa

AA Aa

A A

BBB Baa

BB Ba

В В

Adjustments to the ratings: S&P uses plus and 

minus signs, for example, A+ is the strongest 

and A- the weakest A rating. Moody’s uses a 1, 

2, or 3 designation - with 1 indicating the 

strongest. (Bodie et ah, 422)
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Appendix 4: Statistics for the 1994 sample.

Summary Statistics -----------Total
Number of Matched Pairs in Sample n

EMTN USMTN
Maturity (days)

Mode 720 720
Median 10ÖO 1080
Mean 1047 1048
Standard Deviation 4Û9 —4M
Min 720" 720
Max 1800 1800

Issue Size (million USD)
Median 150
Mean
Standard Deviation TTT ^гтт
Min Tïï ~ÖÄ
Max 25,0

Coupon (%)
Median 7,62
Mean 7,44
Standard Deviation 1,22 0,69
Min 4,50 6,59
Max 7,75 9,00

Yield to Maturity (APR)
Median 7,02 7,62
Mean 7,02 7,44
Standard Deviation 0,75 0,69
Min 6,15 6,59
Max 7,02 9,00

STATISTICS
Test for Normality 0,8217 0,8318

Significance level** 2,4 % " 3,3 “/о

Number of Cases Where:
EMTN Yield is Smaller Than 7
EMTN Yield is Greater Than USMTN 4

Wilcoxon Matched Pairs Test Z -1,6893
Two-tailed P-value*** 9,1 %


