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INTERNATIONAL FINANCE AND THE
CORPORATE TREASURER
by Dennis Weatherstone ecrs r.ra

"The fulure is exci l ing- l  do nol sympathise wi lh
those who look back lo more placid days wi lh
noslalgic Jearning" . Such was the challenge
undcrlying the Association's fourlh Foundalion
Paper, giv€n by Dennis Weatherctone, (hairman
of the Executire (lommillee, Morgan Guaranl)
Trusl Compan! of New York, al lhe Rolal Sociel]
on 23 Januarl. l.isteners respond€d e.g€rl)" lo his
cogen( and forceful melisage-rnd indeed to his
brillianl fielding of subscqu€nt questions. trndeF
standably, man] of his comments were off-lhe-
record,.nd do not therefor€ rppear inourdiscussion
highlights (pp l2).
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I  r i , l r (ul . r  l \  t l ( r ' r ' rg h((ause m! or igrnalr i r  Inrrr
as a banker uas in l -ondon. si th supplemenlrry
crpcr icncc in rhc last ninc rears in anolher rnajor
inrcrnal ional l rnnncit l l  ccnrrc one rha( seem\ lo
character isc thc lamous A\ is slogan. 'No. 2. but
$r tr)  hardcr".  l r  sccm\ cspecial l )  appropriate io bc
t lk ing to )ou abour lhc internat ional markctr  at
this r ime jusr l5 months al ier exchange conrf t) ls
ha\e bcen l i l rcd in thc UK. The removal ol  rhcsc
conlrols h s Srvcn thc sorporale l reasurcr ncw
lrccdom l fecdonl lo Scnerate more lnternatronal
gftrulh,  morc problcms. and the more complex
inlcrnal ional l inancinS mechanisms which. ol  course,
\ | i l l  be deriscd ro solvc lhe problems.

In lool ing at lhc hst l5 r"ears. one rs strucl  b]
ho$ dcepl!  lhr corporale treasurer has becomc
inrncrsed in rhe intcrnat ional I inancial  markels.
Iqual l \  str ik ing h:rs bccn thc growth and l lexibi l i tv
' r l  r h c  l u r o m . r r t c r s .  s h r c h  h a ! (  b e e n  r h e  n r a i n . l ! !
ol  thc {or ld cconomic system. Ihese markets havc
rcprescDtcd r basic poinl  ol  conlacl  or lhc Inlcr-
lace. as ouf conlpulcr col lcagucs would put r t
berween the e!olving nat ional econoDies ol  lhe
$of ld lof  both govcrnrncnts and corporat ions.

, \s cofpolt | rc rrc surcrs. you l ivc wi lh thc
perennial  chal lcnge ol  supplying the t !orkinScapi lal
, r n i r  l h c  t ( r n r  . r t i l . r l  t h I (  ) , r u r , o m n a n i e s  I L q u i r c
ro opcrdlc and grow. what funds you cannol
gcnerate inlcrnal l \ .  )ou must obtain l rom lhc
l r n J n ( r r l  m J ' t ( t r  l h r r  h r r ' , , m r .  m o r e  i n t e r c ' l i n g
r\  \oDr companics Srow ir ternat ional ly.  and capitnl
rcquir .ments tak( the iorm oi  more and morc
IoreigD currcncrcs. A1 the same 1rmc, your
subsidiar ies rc gcnerat ing lunds in many di l lercnl
currencics. You. who are treasurers oi  multrnatronal
I1 (  h1 t \w,  Nhr !h  A t r i l  l9 l i l

l\aui\ lledther\tor. \tt ht, ir I orloa. ard ioitel
.\htran (inrun|r \ ! onLt tlln( n 1916 Ht h.tu"tt
I i.-t'r.\n!ent nt 1965. unl tknt\h,n\l to N.r ,tk 
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'd\ Iltal rl lltu ntrirn [:\.ltargr artl Int.rhotn,tu!
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co inpan ies .  kno*  a l l  ioo  wc l l  lhe  d i l i i cu l l ies  and
colnplexi l ies ol  balancing lhcsc ioreign currenc!
rcquiremenls and i lo! ,"s- Ihcaccount ing problem is
brd enouSh. even for ihc accoun(ants. but tonighl I
$r l lconcentrate n)\  remarks on the rcalor economrc
problcrns. al though I  rcal isr man) perhaps. most

ol  )  ou hare the tob ol  roh inS bolh.
Ihc rnlernal ional markcts have evolved as a

I n . ' r  \ ( l l o u s  t o u l  l o r  m c c t i n S  e . , r  p " r a r c  r < q u i r e m e n t s .
and the resourcelul  corporalc trcasurer can make
ci lcct ive use of their  l lexibi l i ty.  bur i r  is a hieh stakes
gt|nre )ou musr play. rs your companici  overseas
opural lons expand in scale and as currcncy markcls
incrcalc in volal i l i iy.  l  hut 's $hcn str ik ing the r ighi
hirhn(( ui  r . 'ur(( .  und u.c,  ol  \ar ious currcncic,
can make a considerablc di i lcrcncc.

lakr.  lor insrancc. a tJK compan] making a l2
month borrowing on 24 Oclobcr 1979. the da) that
c\changcconlrols $crc rcnx)\cd. l t  \ rould ha!epard
t4r/al i  i l  n had borrowcd in sler l ing. but by
borrc$ing Swiss l rancs i t  would have made a net
gain ol  l0% in ster l inS rcrms. Making ihe best
choice ol  currency r  choice that had nol bccn
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available to all-had a 2570 impact on theborrowers'
cost of funds in just one year.

I don't mean by this illustration to incite
sp€culation through unhedged foreign-currency
borrowing, but to demonstrate what effect the
volatility of the market now open to you can have.
With the future levels of both interest and foreign-
exchange rates so uncertain, the company that can
forecast and measure its economic exposures
accurately and take them into account when
addressing its sources and uses of lunds equation
will reap a real reward. But it is not easy, and for
many companies it is quite complex.

The critical first step in successfully meeting the
challenge of financing a multinational busrness In
this environment is, we believe, to develop a
def ini t ion ol  exchange exposure approprrate io a
company's situation, and then to put in place a
practical reporting system to measure and forecast
its exposures. Through experience with many
multinational customers, who have sought their
bankers' help in this area particularly since the
February l9?3 float, banks have now become useful
consultants on reportingsystems. Companiesquickly
perceive that such systems may have benefits in
identilying ways to minimise their cash floar with
banks. Who better than a banker to advise on this!

Banks are now working with customers on
computerising the flows among their international
subsidiaries, not just to provide the parent with

exposure information, but also to open up the
possibility of using the intercompany trade flows as
a flexible financing tool. ln this way, a company
may be able to reduce the proportion of total
capital it needs to raise by external funding.

The multinational treasurer who has a meaningful
measure of his present and forecast exposures can
then look for various ways of balancing them. In
assessing the cost of covering his short-term ex-
posures, he will want to estimate the risk involved
rn any particular currency. This exchange rate
information is supplied by the banks in two parts:
short-term, trading-type information from the bank
dealers. and medium to longer-term trends from
their international economic departments.

I might add an observation here, that in the
United States and on the Continent we have seen
corporations quite actively and aggressively
managing their foreign exchange positions, not
just limiting themselves to protecting or hedging
their positions. I think rhose who do that-and I
would not necessarily want to be critical of them-
should certainly see that rhey have a very good
systenr of internal controls and lhat their board 01
directors are well aware of what they are doing.

When a treasurer has determined his exchange
position and the outlook for the currencies involved,
he is ready to consider the most appropriate
intcrnational markets he might enter as a borrower
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1. Methods of calculation tor:-
TreasuryComomtion and Commercial
Bills. Sterling Certif icates ol Deposit.
London issued U.S. dollarCertifi cates
of Deposit Reversecalculation for Bills.
2. Discount toYield Tables 360and

365 dayyearbasis-
3, Money Cost or Return Tables
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4. Treasury Bill TenderTables

(Alltables O-25%).
5. gecimal Equivalents.
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Or bytelephone: 623 9981
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Most appropriat€ international mark€ls
For shorFrerm needs he can look at thre€ markets.- lhe 

f i rst  is the local currency market where he
borro$s from banks domici led in the counlry where
lhc cash is needed. Inlernat ional banks have been
expanding their  branch networks 1o meet the
gro$ in8 need lor local borrowing.

Second is the Eurocurrency market which has
fro!!r  rd innovated in response to borrowers'and
drpositors requiremenls. and now offers a
considrrable range of f lnancing and investment
opt lons. thanks 1o i ts freedom from regulat ion.
Ihis market is now over $l  t r i l l ion in total  s ize. '
Much ol  the demand has been from government
inst i lu l ions for balance of payments purposes, but
companies have also been significant users of the
nrarket 10 faci l i late internat ional t rade and invesa

The corporate treasurer can use the Euromarkets
to meet short- lerm funding requirements in al l  the
mljor (uIcncr.s.  Bank. ui l l  , l ruclure noaring-rate
laci l i t ies with mult icurrency opt ions which al low
the trcasurer lo move from one currency to another
as financing requirements change-although Iocal
exchange control regulations may, of course,
interfere at times with complete freedom to effect

The third market thal the corporate treasur€r can
look to is the foreign exchange market,  which has
cxpand€d 1o meel customers'needs, and wi l l  now
quote lorward exchange mtes in most currencr€s
lor per iods up to two years- I t  is possible to do
deals out l0 years and beyond, but these are by
individual negot iat ion and do not const i tute a true
market, yet. Whil€ forward rates are largely based
on lhe interesl rates in the Eurocurrency markel,
ihe capacily to buy and sell currency forward does
expand the lreasurer's flexibilily to convert funds
l iom one currency to another without rncurr ing
exLhange expo\urf  and ui thout borro$int.

The availabilily ot these markets local currency,
Euro. and loreign exchange oll ers you cons iderable
l lexibi l i ly.  Choosing the most advantageous
altcrnat ive lor a specif ic need requires up-to-date
market information. overseas exchange control
information, and a knowledge of the tax effect that
$ould result  l rom employing var ious al ternat ives in
the UK and overseas- Here again, banks are
organised to provide assistance, including
suggest ions as to which corporate ent i ty would be
rh€ mo.r favourahle borronrr in order ro minimi\e
the ovsral l  al ter- tax l inancing cosl .

The same three markets that serve a mult inat ional
in meei ing i ts working capital  requirements are
., \ . , i lnhle tof  i r '  long-rerm [oreign currency require-
mcnts. bul  lor these purposes they have less depth.
Ihcrclorc.  they must be approached with even
!realer ski11 and imaginal ion to come up with
onrimal l inan€ing solut ions.

In nlanv countr ies, i t  is hard for the mult inat ional
l l i  la in access 10 the domest ic long-term markel,
. \cn i l  iuch a narket exists.  The long-t€rm Euro-
(u| l .nc\ markel.  therefore. is ofgrear importance.

l i r '  1\ \ tvhr March, Apri l  l9t l l

Thc Eurobond markel has grown rapidly.  and
pro\rde\ runds rn mosr ot rhe major currencie5.
normal ly for p€r iods oi  up to 15 years. l t  is to
rcspond to the growing importance of this market
that both the commercial  and investmenl banks
ha\e sel  up Eurobond underwri t ing groups, most ly
based here in London.

The Eurobond market,  however.  has a number ol
l imi lal ions. First .  central  banks can ef lect ively
control  act iv i ty in their  own currencies. For€xample.
access to the Euro-yen bond market is still effectively
closed to most borrowers, and the Euro-French
lranc bondmarket is t ight ly control led by a queue
s]stem. Secondly,  the Eurobond market depends on
in\estod views on both interest rates and exchange
ralcs. This means there are periods when the Euro-
boDd marker in a part icular currency pract ical ly
dr ics up.

So. i l  thc local currency markets are normal ly
no1 avai lable lor term needs, and the Eurobond
market is a useful  source of only some of the
currencies ior some ol  the l ime, can one use the
lorward markets to increase a company's long-term
financing opt ionsl  The standard ibrward exchange
market based on the Eurocurrency deposi l  market
exlends only one or lwo years-so l t  ls not an
al lcf  nat ive. However,  companies'  long-term foreign
curfency needs are growing, and where there is a
need there is ol len a way. Let me draw examples
lrom our own €xperience of how companies have
bcen able 1(:)  combine the strengths of these di f ferent
markets ro meet their  requirements.

Empirical exrmples
A company in Canada n€cded 10 raise medium lerm,
l ixcd-rarc Canadian doUars. We revi€wed with them
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the lhree al ternat ive markets. In this case, a bond
;s\uc in the domest ic market wasviable. and i ts pr ice
could be used as a benchmark lor comparing the
oiher al ternat ives. l  he Eurobond nlarket at  lhe t ime
was not looking lbr Canadien investments. which
madc i t  seem that only a l imited amount could be
rr iscd. at  a cost of  probably %7. over lhe domest ic
market rate. The Eurobond market was, however.
,r8gru\sivel)  \eel , ing US dol lar in!eslment\ .' lhc 

solut ion ibr this company was to rssue a
l ivo-ycar.  US dol lar Eurobond al  at tract ive terms.
and converl  the procceds inlo Canadian douars.
A1 the same t ime. rhey covered the interest and
principal repaymenls on lhe bonds by purchasing
US dollars forward. These lorward exchange
conlracts could be executed by the bank at an
at lracl ive rate. as another customer wished to sel l
US dol lars torward lbr Canadian dol lars to cover
i ts l rading exposurcs. Thus, by combining th€
oppo(uni l !  in the Eurobond market and di f ferent
companies'  complcmenlary exchange exposure
roquirements. i t  was possible lo solve two problems.
' I  

hc company with the trade exposure could hedge
its posi l ion. The company raising Canadian dol lar
l inance did so at an el lect ive al l - in rate of %E 1o
/rr) ;  bclow the domcst ic al iernal i \e.

Anothcr ' !ery simi lar t ransacl ion was compleled
rcc{nt l )  fo.  a US (ompany which wished to borrow
dol l  rs.  In this casc. thc Eurobond market was not
lavourable to dol lar issues. and thc solut ion was a
stef i ing Eurobond hcdged by the purchase of lonS-
dalc iorward steding. Ihis provided effecl ive dol lar
l in.rncc lbr a so\t  approximately 40 basis poinls
lo*cf than a domest ic dol laFbond issue.

An interesl ing example of a mult inat ional wi lh a
very sp€cif ic prcblcm occurred last year.  I ts UK

Ptetnlant Alun Clen'.n^ \?^ the u?ne.

subsidiary had an attractive I30m eight-year lease,
which the company did not wish toprepay- However.
the group was cash r ich. and did not need the
l inance involved in the leasei in addit ion, the future
sler l ing leasc payments presenled an unwanted
exchange exposure for them. One possibi l i ly lor the
group was to enter into forward exchange conrracts
lo cover thc lease paymenls. But there was an
cven more at l ract ive course-

There wcrc several  compani€s that wished to
borrow term-stcding, but were prevented lromdoing
so in theabscnce ofadomestic medium-term market
in London and a lack of receptiviry 10 srerling
issues b! thc Eurobond mark€t at thal time. The
solut ion {as lor th€ company with lhe ster l 'ng
lcase ro usc the group's excess cash to make a
tcrm-ster l ing pr ivale placemcnt.  the repayments ol
which would exact ly cover the lease obl igat ions.
As the leasc palmenls were a level flow. the
matching slcr l ing placement was made in the form
o l  a n  a n n u i t ) .  l h r \  r { a \  a n  c r c e p t r o n a l o p P o r t u n i l v
lbr the polent ial  ster l ing borrowers, who submitted
chsed bids lor this annuity loan. This solutron
covered lhc cxchange exposure involved in the
lease ar ver!  al t racr i le rales. whi le producing a
scarce rcsource term-slcrlinS for the highest
bidder.

I  would also l ike to i l lustratc that this can be done
on a large scalc.  When Caracas was planning i ts
new underground system Melro Al Caracns rt
rcccived quotat ions for the construcl ion l iom
l-rance. Ccrmany. Japan. the LJK. and the US. wi lh
support  in each case from the nal ional exporl
agcnc).  lhe French won thc deal $irh a contracl
denominared in French franct.  Clearly.  no one
company was going to wish to s€l l  this anounl of
Ffcnch lrancs lor payment spread over l3 years.
ven€zuela prelcrred a dol lar exposure to a Frcnch
iranc exposure. and the problem was lo arrange
the long{ale purchases ol  French lrancs. Whal made
it  chal lenging to th€ bank was thal the totalamount
inlolved was cnormous: l .2bn French francs Ior-
ward. but i t  was possible to put together a sizeable
group ol  companies to covcr the enl i re amount.
w (  q r r e  r b l c  I o  \ h o $  L o m p r n r e s  l h a l  l h i '  $ a \  a
\ i r lual ly uniquc opportunity to sel l  French francs
lorward lor pcr iods up to l l  years. Two kinds of
companies took advantage of the opPortunity:
overseas investors in France who wished to cover
lheir  nel  exporure. and French companies rnlerested
in term-French fran€ f inancrng which were able to
borrow in the dol lar Eurobond market and hedge
lhe dol lar cxposure.

Thcse cxamplcs i l lustrate some of the nexibi l i ty
alrcady provided by lhe internat ional markets.
Because thcsc markets do not stand sl i l l .  I  would
l ikc to turn now 1o some rhoughts on Iuture trcnds-

Fulur€ trends
How these markels evolve wiu be very much
ini luenced by oi l  pr ice changes and by lhat
phcnomenon lhal  has been label led "the recycl ing
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problem". The oil price surges of recent years have
chrnged rhe 'eldl ion\hips ol  lhe world s economies.
The result has been severe strain on the international
markets over the last decade. Th€ markets have
coped with these demands surprisingly well, which
I believe is due in large part io the additional
flexibility that was introduced in 1973 by the
generalised fl oating of currencies,

This gave markets the resi l ience to adapt to
changing circumstances. Some of the market
reaclions may have appeared erratic, bua overall I
do nol believe the markets could have succeeded as
well as they did if there had been a fixed or regulated
exchange rate syst€m, Since then. we have seen the
markets move towards a managed float to dampen
erratic swings, and the EMS, instituted in March
1979, represents a yet more disciplined approach
1o international monetary management.

The outlook for l98l and beyond appears to be
that demands on the markets will increase. As
participants in these markets, we must all adapt 10
the volatility in exchange rates and interest rates
thal this may imply. Although we must accept a
world characterised by greater market fluctuations,
the markets themselves will be expanding to help
us deal with the result ing exposures.

The initial reaction of the markets to cope with
the greatly incr€as€d volatility of €xchange rates
was to make a corresponding increase in the depth
and flexibility of the forward exchange markets so
that corporations could cover their exposures.

Another way of facing up to volatility in exchange
rates may be to develop an inherently more stable
currency. The SDR was originally established in
1969 by the IMF as a reserve asset defined in
terms of gold. In 1974, the SDR was redef ined in
terms of a bask€t of 16 currencies. As of the first
of January this year, it has again been redefined-
this time in relation to only five currencies: the
dollar. Deutschemark. sterling, French franc and

ln its original role as an inslitutional reserve
asset, the SDR was not an important factor in lhe
commercial markels. In its new form, however.
it has lhe prospect and promise of being used
commercial ly as a supranat ional currency with
greater srabiliry than can be prov'ded by any single
currency. To the extent that nat ional and supra-
nal ional ent i t ies need to lap the pr ivate markets as
part  of  the OPEC recycl ing process, the SDR
could become the favoured denominator Ibr the

First commerci&l brnk loan denominated in SDRs
The lnlernational banks are already developing the
beginnings of a deposit market for SDRs, and a lew
exploralory moves have been made with certificat€s
of deposit denominated in SDRS. To date, there
have been fewer than a dozen SDR bond issues
totalling approximately 250m SDRS, and a
commercial bank loan in SDRS has yet to develop.

This paper was written a couple of weeks ago.
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The markets do not stand still. we now happ€n to
be and it really is a coincidence-in process of
syndicating the first commercial bank loan
denominated in SDRS to a sovereign borrower. I
was pleased about the timing, an accident, but a
rather pleasant accident-

As yet there is no clearing system for the SDR
to facilitate its market growth and to enable it to
become a means of payment in trade transactions.
However, just as I was proved somewhat out ofdate
in saying that no SDR commercial bank loan has
developed, it surely is not impossible for some
ingenious banker somewhere to devise a workable
clearance system, OPEC countries are interested ln
the SDR development.  The IMF is interested in
rhe SDR developmenl.  Air l ine companies, too.
with their multitude of different currencies. I do
not suggest thatjust because of recent improvement
in the outlook, that this is the "greatest thing since
sliced bread", but I do think it has added some
flexibility to financing possibilities.

Inlerest rate fufures
Chronic inleresl rate volatility will also challenge
us to adapl l radi t ional f inancing approaches. The
Srowth oi the lutures market in financial instruments
is one ol the more recent and most dramatic
developments in th€ US money markets- Banks
ha\e a very real interest in this market,  which is
hardly surprising since our "product" is money.
and its price is the interest rate. In volatile financial
markets, il has been possible for banks to use
intcrest rate futures roaid their  l iabi l i ty manaSement,
as wel l  as protect ing their  t rading and investment
ponfol ios.

The Chicago interest rate futures markets, which
began in 1976, were joined by the New York
Futures Exchange last year. Traded contracts are
current ly based on the yield of cer lain US Treasury
obligations, bul I understand preparatrons are
proceeding both in London and the US for the
introduction of conrracts based on domestic US
bank certificates of deposit and Eurodollar CDs.

I believe you may have a study group working
on this subjecl. I know the Bank of England is
keenly interested. I do not th'nk they have made up
their  mind yet-

These addit ions wi l l  enhance the €ffect iveness with
which corporat ions can hedge their  dol lar funding
costs. These costs are often more closely correlated
lo CD rat€s than to US Treasury rates. Some uS
companies have already begun to use the exist ing
lurures markets to hedge their  exposure during the
period between their  decision to issue bonds and
the date when the interest rate is actually determined.

As thc newspapers make sure we remember, how-
.\er. opportunities for abuses in the futures markets
do cxis1. I  would insert  a warning that of i -balance-
\hcet f inancing techniques l ike the use of futures,
$ h , ,  h  h J \ e  o b \ i o u s  a t l r d c l i o n r .  d l \ o  r e q u i r e
nrrr icuiar care in account ing and lax malters,  and
n_qorous int€rnal controls.
l n t  l i tusure t  MarchrApr i l  l98 l

Honard Ma.dondk! (Council Menber) Nes?hrs d silvl
solret to D.nnis Weatheretone.

The growing financial futures market and the
beginnings of an SDR market are exciting prospects
ior the iururel but then you may have sensed that I
l ind what has been happening in the markets in the
past 1o be exci t ing. I  am not one who sympathises
with those who look back to more placid days of
fixcd exchange rates and immobile interest rates
with nostalgic yearning. In fact,  I  do not think a
return to thos€ conditions would serve the modern
mult inat ional corporat ion and i ts treasurer very
well at all. This b€ars saying, I think, because one
can see efforts to bring back the supposed benefits
of the past through so-called proper reSulation of
the internat ional markets.

Two caulionary thoughts
To you. who a.e charged with the official custody
ol coryorate caul ion, I  ol ler twocaut ionary thoughts
on the subject of  regulat ion intended to discipl ine
these 'unruly" market places:

. Firut. always remember that the markets have
served corporations well by developing in response
1o your needs. and finding ahernatives to clogged
channels of l inancing.

. Second, refled on the lesson we have been taught
so often that the plausible and even laudable
shorGterm benefils held out as the reasons for
regulatory schemes seldom materialise; more
cerlain are the long-term costs to be exacted by
loss of markel efficiency.

I firmly b€lieve that the saga ol "lnternational
Finance and the Corporate Treasurei 'wi l l  cont inue
to be an exci t ing and rewarding adventure.

I I


