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Preface

Since the first edition of this book was published in 2006, the tectonic plates of finance have ground
together inexorably and the debt markets today bear little resemblance to those of pre-2007. The
global financial crisis started in 2007 with the gradual erosion of confidence and losses in the US
sub-prime market leading ultimately, in 2008, to the collapse of Lehman Brothers. This, in turn, led
to a loss of liquidity in most markets as those institutions having liquid assets chose to hold on to
them in the uncertain world where counter-party risk remained largely unresolved due to a lack of
portfolio transparency. In late 2008 and early 2009, the window at central banks became the sole
source of funding for many banks and in some cases, government intervention and support were
essential in order to avoid failure of some leading well-known banks. After a short hiatus, it became
evident that transferring the debts of banks to national accounts could seriously affect the ability
of the sovereigns concerned to fund the liabilities. This triggered another response from investors
who started looking at the overall ability of sovereign nations to finance their debt and the realisa-
tion, particularly in the eurozone, that some of the smaller countries were vulnerable. The so-called
‘PIGS’, Portugal, Ireland, Greece and Spain, were the first to fall under the gaze of the investors
and the rating agencies, and a combination of IMF and ECB programmes have been introduced
along with austerity programmes designed to reduce the overall level of national debt for Portugal,
Ireland and Greece. Austerity programmes to tackle the level of debt have also been introduced in
other European countries notably the UK, Italy, Spain and France. At the time of writing the US
has just been down-graded by one rating agency from AAA to AA+, not so much because of the
inability of the US to service its debt, but more the lack of political will to tackle the structural
reforms required to reduce it. Such a down-grading would have been unthinkable a year or two ago.

Despite these significant events, the instruments that have provided the foundation of the debt
markets over the years have remained essentially the same. However, the conditions attached to
them, and the capital required to support them, are now radically different to the pre-2007 period.
The purpose of this book is to provide the reader with an up-to-date vision of these debt products
explaining the nature of the instrument and providing some examples of how they can be applied
to commercial situations.

The changes in the debt markets over the last few years has forced borrowers to be more flex-
ible on the terms of their financings and to seek a wider variety of investors. There is also a slow
revival of investors prepared to accept a greater variety of risks and instruments. For example,
pre-2007, non-bank financial institutions became active buyers of loans, particularly high-yielding
loans, moving away from the traditional debt capital markets. This appetite virtually disappeared for
the period 2008-2009 and it is only in 2011 that it has started to become really significant again.

It is apparent, therefore, that individuals working in treasury departments of borrowers and
the bankers providing them with ideas on how to raise funds most cost effectively need to have
in-depth knowledge of the entire spectrum of debt products. This means having a comprehensive
understanding of the short-term markets such as commercial paper, the medium-term highly flexible
loan markets, the long-term US private placement market, the medium-term note (MTN) and bond
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Preface

markets, the covered bond markets (for financial institutions), the convertible market and ways to
use sukuk structures effectively. Each of these markets is described in the first part of this ency-
clopedia where an outline of each product is given, its uses for borrowers and investors specified
and the current leaders in the field identified, where possible, by way of league tables. The risks of
using these products are also evaluated thereby bringing the reader up-to-speed on the opportunities
available from each market, permitting them to assess the relevance of the products for their situa-
tion. In Part 2 of this encyclopedia, the reader is provided with some examples of the commercial
application of these instruments.

The genesis for the first edition came from discussions I had with Samir Assaf at HSBC. We
were discussing the increasing demands being placed on the front office where bankers had histori-
cally specialised in one area of the debt capital markets rather than the full range. On the other
hand, borrowers, faced with demands for lowest-cost funding from their executive management
boards, expected their bankers to be capable of discussing the full range of debt product alternatives
relevant to their situation and credit standing. Bankers, being required to meet the needs of their
clients in this way, have had to expand their knowledge base. This effort can be supported by this
comprehensive book on the debt capital markets.

Sanjeevi Perera, Managing Editor at Euromoney Books has worked tirelessly with me to assemble
the world class set of contributors that have provided the content for this book. A key criterion was
to choose individuals from institutions whose position in their respective markets makes them de
facto leaders in their field. They have shared their knowledge and experience for the benefit of the
readers and it is for this reason that this book will be essential reading for all who wish to expand
their knowledge of the debt capital markets.

Tony Rhodes
General Editor
September 2011
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