
Corporate financial management
Investment

Corporate borrowers  
are operating in a  
world where financing 

conditions are arguably  
as favourable as they have  
ever been. Yet the uncertain 
geopolitical environment  
is causing many boards to 
press pause on their strategic 
decision-making. This has 
been largely reflected in 
recent loan and bond market 
activity, but could things be 
about to change?

Rise and fall 
By the end of 2016, European 
loan market volumes had 
reached $829bn. Not only was 
this a drop of circa 30% from 
2015, it was also the lowest 
total recorded since 2012 
(see graph, right). This trend 
was by no means unique to 
Europe, but certainly impacted 
the European market more 
than most jurisdictions. As an 
example, the US saw growth 
of 9% to $2.33 trillion, driven 
by a large increase in average 
deal size to $697m (662 
transactions were over $1bn 
in value!), rather than deal 
numbers, which were down. 

Meanwhile, volume in Asia-
Pacific (including Japan), was 
broadly flat at $737bn. Within 
Asia, however, syndicated 
loans in China hit record levels 
in 2016, rising from $40bn in 
2010 to $170bn last year, thanks 
to a record-breaking 395 deals. 

In addition to growing 
awareness of the China market, 
we believe much of this growth 
is coming from rapid and 
ambitious corporate expansion 
both onshore and offshore. 

Driving forces
Looking more closely at 
the decline in European 

loan volumes last year, the 
most significant fall was 
in refinancing activity, as 
opposed to event-driven 
financing. Over the past two 
to three years, persistently 
low rates and an extremely 
competitive banking market 
have meant that treasurers 
have been able to lock in 
attractive financing for longer 
– with five years now the 
norm in most sectors.

Since companies generally 
only refinance when their 
existing arrangement is close 
to its maturity or there is an 
economic benefit, ie when 
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pricing becomes tighter, loan 
market activity in 2016 was 
notably low. For the same 
reasons, we do not expect to 
see a significant pick-up in loan 
market volumes during 2017, 
although activity may start 
to climb during 2018, as 2013 
and 2014 vintage transactions 
approach maturity.

While funding costs remain 
low overall, they have risen in 
recent months, particularly 
in currencies such as the US 
dollar. Across Europe, the 
Middle East and Africa, we 
saw big variances in industry 
volume. As an example, the oil 
and gas sector decreased 35% 
year-on-year to $82bn, driven 
by the volatility in the oil 
price, while healthcare grew 
16%, led by Bayer’s $66bn 
takeover of Monsanto.

Bonds are back
Meanwhile, European 
corporate bond issuance  
rose circa 14% to $340bn in 
2016 from $300bn in 2015.  
A contributing factor to that 
growth, at least in the UK, 
was the Bank of England’s 
(BoE) Corporate Bond 
Purchasing Scheme, which 
was announced shortly after 
the EU referendum result.

With the BoE looking to 
purchase a portfolio of up to 
£10bn of sterling investment-
grade bonds, this meant that 
corporate bond issuers had, in 
theory, a good level of ready-
made buyer demand, which 
helped volumes.

Interestingly, despite 
the increasing focus on the 
green agenda, we saw a small 
reduction in green bond 
issuance last year, down from 
circa $10.7bn in 2015 to $8.3bn. 
However, we continue to see 
demand for such products and 
expect a pick-up in volume 
this year, including from the 
loan arena, as more banks 
begin to look at green loans  
as a specific product class.

Despite the growth in 
corporate bond issuance 
during 2016, M&A activity was 
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relatively limited by the number 
of deals. While some large 
acquisitions were announced, 
there were fewer deals than 
we would normally expect 
to see in such a favourable 
financing environment.

M&A pipeline
This is in large part because 
companies are adopting 
a ‘wait and see’ approach. 
Understandably, boards 
have reservations about 
making strategic investment 
decisions, while the true 
impact of events, such as 
the UK triggering Article 
50 and Donald Trump’s 
presidency in the US, become 
clearer. Elections in France 
and Germany, where anti-
establishment voting is  
an increasing risk, are also 
adding to the environment  
of uncertainty.

Nevertheless, as 2017 
progresses and the knock-on 
effect of geopolitical events 
becomes evident, we expect 
to see an uptick in M&A. 
Already, British American 
Tobacco’s $49bn acquisition 
of RJ Reynolds in the US is 
adding some momentum  
to the market. Mars has also 
announced an acquisition  
of pet healthcare business 
VCA for circa $9.1bn, 
and this is expected 
to close in Q3 2017.

Moreover, the 
fundamentals 
are in place 
for the M&A 

pipeline to remain robust 
throughout 2017. Not only do 
we expect to see more inward 
investment in UK companies 
from overseas, given the 
favourable currency dynamic 
provided by a weak sterling, 
but we also predict greater 
outbound activity by UK 
Plc in cases where there is a 
strong commercial rationale.

Certainly, from a financing 
perspective, there has 
rarely been a better time 
for UK companies to look 
to finance an acquisition, 
as evidenced by the chart 
above. Not only are rates 
extremely low and the 
market highly competitive, 
but acquiring overseas 
could offer borrowers an 
opportunity to diversify their 
income streams, with natural 
currency hedges offering 
them protection from some of 
the geopolitical uncertainty.

Bricks and mortar
Questions raised by recent 
political events have also been 
hanging over the corporate 
real estate (CRE) sector in 

2016. Immediately after the 
EU referendum result, there 
was an obvious hiatus while 
investors sought to determine 
whether the valuations  
of properties were going  
to fall as much as some 
predictions had suggested.  
As an example, some experts 
had mooted a potential 
decline in central London 
office valuations of 25%+.

Even though overseas 
investors, such as Chinese 
buyers, have had the benefit 
of sterling weakness on their 
side, determining the correct 
purchase price of CRE assets 
has proved challenging. 

So, despite the fact that 
CRE remains an attractive 
asset class, in particular  
in the UK where surplus 
land and office space is 
quite limited and demand 
is therefore strong, it is 
understandable that there  
has been some buyer caution.

Ian Baggott is managing 
director, head of loan 
markets, at Lloyds Bank

A time for conviction
Reflecting on 2016 and the 
uptake of loan and bond 
financing, it’s clear that many 
companies have decided 
against making strategic 
investment decisions. In 
an operating environment 
overshadowed by geopolitical 
uncertainty, some boards have 
felt that large investments, 
such as M&A, have been too 
much of a risk to take. As 
such, ‘wait and see’ has been 
the order of the day for many. 

But doing nothing also 
carries a level of risk.  
While companies put their 
plans on hold, the world 
around them is evolving. 
Markets are changing, 
technologies are changing 
and so are competitors. 

Businesses cannot afford 
to simply press pause on 
their strategic investments, 
especially when the finer 
details of the UK’s future 
could take years to emerge. 
And, with the cost of capital 
so low, rarely has there been 
a better time for corporate 
treasurers to raise event-
driven financing. 

COST AND AVAILABILITY OF CREDIT

100%

50%

0%

-50%

-100%

100%

50%

0%

-50%

-100%

-150%

Brexit 
vote

Net % of CFOs reporting credit is costly and credit is easily available

20
07

 Q
4

20
08

 Q
2

20
08

 Q
4

20
09

 Q
2

20
09

 Q
4

20
10

 Q
2

20
10

 Q
4

20
11 

Q
2

20
11 

Q
4

20
12

 Q
2

20
12

 Q
4

20
13

 Q
2

20
13

 Q
4

20
14

 Q
2

20
14

 Q
4

20
15

 Q
2

20
15

 Q
4

20
16

 Q
2

20
16

 Q
4

——      Cost of credit (LHS) ——      Availability of credit (RHS)

Cr
ed

it 
is

 c
he

ap
   

Cr
ed

it 
is

 c
os

tly

Cr
ed

it 
is

 h
ar

d 
to

 g
et

   
  C

re
di

t i
s 

av
ai

la
bl

e

SH
U

TT
ER

ST
O

C
K

There has rarely been a better 
time for UK companies to look  
to finance an acquisition




