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Preface

This book provides a detailed overview of the full scope of the
Eurocurrency market. The manifold analyses were initially developed
in conjunction with my instructional responsibilities in Chemical Bank
(Bahrain and Mexico City) and Credit Lyonnais financial training
programs, as well as in teaching positions at the New York Institute of
Finance, the American Institute of Banking, and the Lubin Graduate
School of Business, Pace University.

I would like to express my gratitude to Morgan Guaranty Trust,
Chemical Bank, the Wall Street Computer Review, The New York
Times, the Inter-American Development Bank, and Salomon Brothers
for their permission to reprint various tables. Finally, I'd like to thank
The Journal of Commerce—International Edition for its permission to
reprint four of my articles that it originally published.

I am especially grateful to my Research Assistants at the Lubin
Graduate School of Business, Pace University, Jati Banerjee and Lyn
Von Salis, as well as to Koula Kilaras who assisted in word processing
materials included in this book. A special note of gratitude is extended
to Faith Jacobs who provided timely assistance in the final preparation
of this book.

Additionally, I am deeply indebted to the many financial special-
ists in 18 countries who shared their inestimable knowledge with me.
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Antigua: Peter Harrington, Manager, Swiss American Banking
Cotporation; Peter Vansky, Scotia Bank (Bank of Nova Scotia); Hon.
Keith Hurst, Financial Secretary, Government of Antigua

The Bahamas: Michael F. Lightborne, Bank Inspector, The
Center Bank of the Bahamas; Daniel A. Clune, Political/Economic
Officer, U.S. Embassy; Louis W. Hobbie, Revenue Service Repre-
sentative, U.S. Embassy; Ralph Massey, Vice President, Chemical
Bank—Nassau Branch

Barbados: Keith Lewis, Manager, Barclays Bank PLC—Bridge-
town Branch; Ronald Carter, Deputy Manager and Director, Royal
Bank of Canada Barbados Ltd. ; Muriel Sanders, Research and Statistics
Dept., Central Bank of Barbados; Neville Pollard, Exchange Control
Dept. Supervisor, Central Bank of Barbados; Garitt Argento, Too
Chung and Peter Medford, Agency for International Development of
the U.S.—Barbados; Edward Kemp, Commercial Attache, U.S.

Embassy—Barbados

Belgium: Xavier Duquenne, Conseiller a la Banque Nationale
de Belgique (central bank); Thierry Desgain, Corporate and Invest-
ment Banking, Generale Bank

Canada: Edward P. Fine, Economist, Bank of Canada; Yves
LeMay, Consul and Trade Commissioner, Canadian Consulate Gener-
al—New York

France: Eric Izraelewicz, Financial Writer, Le Monde

Hong Kong: Lyle R. Pai, Marketing Manager, Reuters; John T.
Bannigan, Managing Director, B.A.L.L. (Asia) Limited; Chan Tak
Yan, Bank Examiner, Office of the Commissioner of Banking, Hong
Kong Government; Stuart T. Gulliver, Manager, Group Treasury,
Hong Kong Bank

Japan: O. Akiyama, Banking Officer, Bank of Japan

Luxembourg: Jean-Donat Calmes, Directeur Generale Adjoint
and Fons Theis, Attache de Press, Banque Generale du Luxembourg;
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Philippe Deltomme, Licencie en droit, Trade Development Bank;
Jean-Marc Lehnert, Marketing Officer, Cedel S.A.; Paul Schaltes,
Relations Publiques, Bourse de Luxembourg; Axel Volker Wurft, Euro-
pean Parliament

Mauritius: Gerard Jacquin, Supervisor, Mauri Tours, Ltd.

The Netherlands: ]. I. Vermeijdeu, Banking Officer, Amster-
dam-Rotterdam Bank; P. Van Erve, Information Office, Algamene
Nederland Bank

Panama: Alfredo Torres, Credit Lyonnais—Panama Branch

Philippines: Diwa C. Guinigundo, Bank Economist, Central
Bank of the Philippines

Singapore: Charles Kon, Public Relations Officer, The Mone-
tary Authority of Singapore

Switzerland: Helmut W. Meyer, Assistant Manager (Re-
search), and Theodore Lukas Stoff, Banking Officer, Bank for Interna-
tional Settlements (Basle)

Taiwan: Yuh-Long Wei, Elite Public Relations Consultant
Co., Ltd.; H.W. Lin, Chief Dealer, Offshore Banking Branch, The
Chang Hwa Commercial Bank, Ltd.; Frank. Y.P. Hong, Assistant Vice
President (Planning) and Wayne Horug (Administration), The
Medium Business Bank of Taiwan; Teng King, Second Vice President
(Corporate Finance), Continental Bank—Taipei Branch; Fleming
H.M. Liao, Reporter, United Daily News (Taipei)

United Arab Emirates: Ali Ibrahim Mohd, Research and Sta-
tistics Dept., and Sultan Al Shaya, Administration Dept., U.A.E.
Central Bank; John Limbert, Counsel General of the United States—
Dubai; Suresh Kumar, Senior Manager, Treasury and International,
Emirates Bank International Ltd.; Susanne Justice, Coordinator, Abu

Dhabi Inter-Continental Hotel; Salah Saeed Shubair, Supervisor,
Juma Al Majid Est
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United Kingdom: ].C. Curtis, Librarian, Lloyds (of London);
Nigel Newman, Manager, Economics Dept., Barclays Bank PLC; Tom
Smith-Hughes, Research Manager and David Kern, Chief Economist,
National Westminister Bank PLC

United States: Hans U. Neukomm, General Manager and
Treasurer, Generale Bank—New York Branch; John Hardy, Managing
Director, Intercap Investments, Inc. (NY); Sydney Key. Economist,
Division of International Finance, Board of Governors, Federal Re-
serve System (Washington, D.C.); Geoffrey Colquhoun, Vice Presi-
dent and Manager, Nassau-IBF Funding Group, Chemical Bank (NY);
William Walsh, Executive Vice President and Director of Data Proces-
sing, New York Clearing House Association (CHIPS); Carl Brickman,
Area Manager—North America, S.W.LE.T.; Dr. Ira Kawaller, Direc-
tor, and James Murphy, Assistant Director, Chicago Mercantile Ex-
change—New York Office; Samuel D’Antonio, Executive Vice Presi-
dent, Garvin GuyButler Corporation; Edward ]. Frydl, Vice President
and Economic Advisor, Federal Reserve Bank of New York; Stephen
Dizard, Kenneth Telljohann, Mark Franklin, Vice Presidents, Interna-
tional Loan Trading, Salomon Brothers, Inc.; Alice M. LeBlanc,
Organization Resources Counselors, Inc.; Ellen B. Michelson, Vice
President, Oesterreichische Laenderbank—New York Branch; Carol
Rizzuto Courtney, formerly Manager of Research Library, Paramount
Communications, Inc. (PCI); Stephen Proctor, Vice President, Ex-
port-Import Bank; Lawrence Miller, Managerial Director-Latin Amer-
ica and Ronald Percival, Vice President-Latin America Region, Che-
mical Bank.

Finally, I am most grateful to my editors at the New York Institute of
Finance, Sheck Cho, Susan Barry, and Philip Ruppel for their intelli-
gence and patience throughout the long and convoluted process of
updating this lengthy text. Needless to say, responsibility for errors,
omissions, and opinions belongs solely to the author.

Eugene Sarver



Introduction

In this dynamic era of global banking and brokerage networks,
woven ever more tightly together by S.W.L.F.T., CHIPS, Reuters, and
Telerate (and soon GLOBEX), banking increasingly means internation-
al banking. In turn, international banking means not the traditional
foreign banking of accepting deposits from and extending loans to
nonresidents in a bank’s domestic currency; rather, it usually means
banking activities conducted in foreign currencies, that is, Eurobank-
ing, or more broadly, the Eurocurrency market.

A Eurocurrency is simply a currency on deposit outside its country
of origin (or a dollar on deposit at an International Banking Facility or
IBF in the United States, or a yen on deposit in the Japan Offshore
Market or JOM). Such deposits are also called external currencies,
international currencies, and xenocurrencies (xeno meaning “foreign” in
Latin, as in xenophobia). However, the term “Eurocurrency” is pre-
ferred, its etymology being traceable to one of the original banks in the
market, the Banque Commercial pour I’'Europe du Nord, best known by
its cable code, EUROBANK. Also, the original locus of the Euromat-
ket was in Europe (especially London), reinforcing use of the term
“Eurocurrency.”

Reflecting the preference to conduct banking as free as possible

- from reserve requirements, interest rate ceilings, deposit insurance fees,
capital export controls, legal lending limits, limits on bank assets
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growth (such as the UK corset), mandated credit allocations, capital:
asset ratio requirements, liquidity ratios, and multiple tax authorities,
the gross size of the Eurocurrency deposit market has grown to equiva-
lent of approximately $5,000 billion, nearly doubling its size in the past
five years. The Eurodollar market accounts for 60% of it, and much of
the balance is Euro-Deutschemarks (15%) and Euro-Yen (6%).
However, there are also significant Euromarkets in Swiss francs, British
pounds, French francs, Dutch guilders, Canadian dollars, Belgian
francs, Italian lire, ECUs, Australian dollars and Danish krone. Includ-
ing other Euro-instruments results in a market well over $5 trillion.
While domestic banking and Eurobanking inevitably have much
in common, their asset and liability profiles are nevertheless so distinct
that Eurobanking must be considered a separate market. Exemplifying
the distinctions are the U.S. dollar domestic and Euromarkets.
Domestic banking liabilities tend to be rather diverse, often of in-
determinate maturity, noninterest-bearing (demand deposits) or low
interest-bearing (NOW accounts), and emphasize negotiable CDs (not
term Fed funds) for maturities beyond a few weeks. Eurodollar liabilities
are predominantly time deposits (to a moderate extent, negotiable
CDs) and are all interest-bearing, with fixed maturities.
Concurrently, domestic bank assets are generally loans priced on a
floating prime rate (or money market) basis, extended by a single bank
to a corporate borrower. Typically, Eurobanking assets are syndicated
loans, repriced on a three- or six-month roliover basis (London Inter-
Bank Offered Rate or LIBOR), offered by an international group of
banks to a sovereign borrower or multinational corporation. Multicur-
rency funding and lending options, with the associated foreign ex-
change risks, further widen the differences between the domestic and
Eurocurrency markets.
The Eurocurrency Market Handbook sequentially treats the princi-
pal aspects of that central sphere of international finance. Section 1
statistically presents the immense scope of the Eurocurtency market, its
remarkable growth over the last 25 years, its major currency segments,
and other key characteristics, such as participant and maturity profiles.
Also, the principal statistical monitor of the Euromarket, the Bank for
International Settlements, or BIS (Basle, Switzerland), is profiled.
Section 2 chronicles the historical development of the Eurocurrency
market, and the implications of Europe 1992, focusing on the factors
that have promoted its unprecedented expansion.
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Next, Section 3 scrutinizes the critical and ancillary factors that
have propelled certain financial centers to global banking significance.
Complementing that theoretical perspective is an examination of
several major centers such as London, Luxembourg, Paris, New York,
Cayman, Nassau, Tokyo, Singapore, Hong Kong, and Bahrain. New
centers added in the Revised Edition include Madrid, Dublin, Gibraltar,
Monaco, Cyprus, Isle of Man (Douglas), Malta, Madeira (Funchal),
the United Arab Emirates (Dubai, Abu Dhabi), Beirut, Liberia (Mon-
rovia) and Mauritius (Port Louis).

Section 4 then focuses on the principal Eurocurrency deposit mar-
kets in terms of their disparate characteristics, highlighting their dis-
tinct interest rate levels and structures. Additionally, the Eurocurrency
markets are compared with their corresponding domestic markets,
especially from the perspective of impediments to arbitrage. Finally, the
twelve major non-U.S. dollar Eurocurrency markets are studied in
terms of their historical development, market participants, interest
rate factors, and interest rate movements from 1976 to 1990. The
Eurocurrency markets examined include those in Deutschemarks, Swiss
francs, Japanese yen, ECUs, pounds sterling, French francs, Dutch
guilders, Belgian francs, Italian lire, Canadian dollars, Australian dol-
lars, and Danish krone.

Next, Section 5 details interbank Eurocurrency trading and related
brokering, both in terms of intracenter and intercenter transactions.
While Section 6 presents a complementary look at the principal Euro-
currency market instruments (aside from the dominant one of nonne-
gotiable time deposits), including fixed and floating rate negotiable
CDs, Eurodollar and Eurocurrency differential futures and options
contracts, and Euronotes (including Eurocommercial paper and
medium-term notes or MTNs), and interest rate and currency swaps.
Also, the new international computerized trading system, GLOBEX, is
previewed.

Section 7 then details the principal ultimate asset of the Euromar-
ket, the syndicated Eurocurrency loans. An exposition of the syndica-
tion process is followed by a detailing of the elements of Eurocurrency
credits, and a statistical breakdown, by region and individual countries,
of such bank credits, as well as international bonds from 1983 through
September 1989. A description of the global debt crisis and proposed
solutions such as the Baker Plan and the Brady Plan, and the secondary
market in third world debt, is included. Finally, descriptions of the
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“watch group” for the syndicated loans spawned by the crisis, the
Institute of International Finance, and the negotiation group for gov-
ernment and government guaranteed loans, the Paris Club, are in-
cluded as well.

Section 8 provides insight into the elusive concept of Eurocurrency
market supervision with the full 1975 and revised 1983 BIS Reports on
the Supervision of Banks’ Foreign Establishments. Especially noteworthy
are the distinctions between branches, subsidiaries, and joint ventures
(consortia), as well as the concern with the related but separate prob-
lems of liquidity, solvency, and prudent foreign exchange manage-
ment. Also, the historical 1980 communique by the Bank for Interna-
tional Settlements on the Eurocurrency market is included. Two addi-
tions in the Revised Edition are the Basle Agreement among the G-10
countries plus Luxembourg and Switzerland on uniform, international,
risk-adjusted minimum bank capital:asset ratios, and the supervisory
implications of the Citibank-Wells Fargo Manila Eurodeposit dispute.

Finally, Section 9 provides current statistical information (through
the third quarter of 1989) comparing the Eurobond and Eurocurrency
bank credit market. While the Eurobond market has been traditionally
secondary to the Eurocurrency bank credit market, it made a strong
showing in 1983 ($49 billion vs.. $74 billion) and 1984 ($80 billion vs.
$113 billion) surpassed it in 1985 ($137 billion vs. $110 billion), and
forged well ahead in the year ending September 1989, when new issues
totalled $248.6 billion as it offers lower costs to qualified borrowers. A
description of the Eurobond market is provided, as well as tables
analyzing the market in the 19881989 period in terms of type of issue
(such as fixed rate), currency, and issuers by nationality. The section
concludes with a description of the secondary Eurobond market, in-
cluding the recent problem with perpetual FRNs, and the Eurobond
market clearers Euroclear and Cedel, including their present conflict.

The book concludes with 21 appendices, including a glossary and a
chronology of the Euromarket. The 14 new appendixes in the Revised
Edition includes “Eurocutrency Databases On-Line,” “1990 Expatriate
Cost-of-Living Indices for Global Banking Centers,” and “Schedule of
IMF/World Bank Annual Meetings: 1985-1993.”
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Eurocurrency Market Size and Profile

Most of the data available on the Eurocurrency market is collected
by the Bank for International Settlements (BIS), in particular by its
Monetary and Economic Department. Its most useful publication is its
quarterly International Banking and Financial Markets Developments.
Additional publications are its semiannual report (jointly with the
Organization for Economic Cooperation and Development (OECD))
on external indebtedness and its Annual Report (April 1-March 31,
and published in mid-June), which provides an independent analysis of
monetary and economic developments. (A second source, less broad in
scope, but very up-to-date is the monthly International Financial Statis-
tics or IFS of the International Monetary Fund.)

Bank for International Settlements

The Bank for International Settlements in Basle, Switzerland, was
founded pursuant to the Hague Agreements of 1930. Its special role is to
promote the cooperation of central banks, and to fulfill the function of a
“central banks’ bank.” Although it has the legal form of a company
limited by shares, it is an international organization governed by inter-
national law, and enjoys special privileges and immunities in keeping
with its role (a Headquarters Agreement was concluded with Switzer-
land in 1987). The participating central banks were originally given the
option of subscribing to the shares themselves or arranging for their

1



