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1. IntroducTiOn

This report aims to comment on the main characteristics of the nonfinancial private sector external indebtedness, during the period 1991-1998, including intra-company loans
.  The framework of this analysis is the new estimates for international accounts presented in April this year
.

Changes occurred in the Argentine economy during this decade, mainly since the regularization of the country's external commitments with the implementation of the 1992 Financial Plan, contributed to the opening of international loans market for the financing of local companies.  Privatization of state-owned companies and resources and a growing participation of nonresidents investments within economic activity strengthened relations between the nonfinancial private sector and foreign capital markets.

Access to external markets, in a period generally characterized by availability of funds in international markets, has allowed a growing use of external resources under the modality of debt securities issues and loans from banks, suppliers, international organisms, official credit agencies and from the parents and subsidiaries of foreign direct investing companies’ resident in the country
.  The importance of these flows is apparent in the participation of net inflows of the balance of payments’ financial account and in total credit to the nonfinancial private sector.

Within the period 1992-1998, net indebtedness of the nonfinancial private sector, including loans from parents and subsidiaries, accounted for 40% of net inflows of the balance of payments’ financial account.  While by the end of 1998, external credit represented 35% of the 111,800 millions dollars reached by total credit to the nonfinancial private sector, taking into consideration domestic banks and external loans.

The report starts with the evolution of external obligations during the period 1991/98 (item 2); afterwards, some comments are made on annual flows and their composition (items 3 and 4), their level of concentration (item 5), term (item 6) and repayment schedule (item 7).  Finally, some data are shown on the structure of obligations by economic activity sector (item 8).   In the annex, definitions of the main concepts utilized in the present report have been included. 

2. EXTERNAL OBLIGATIONS STOCK


In Table 1, the estimated series of gross external obligations of the nonfinancial private sector by type of creditor is shown, including liabilities of direct investment companies with their parents and subsidiaries.  The total figure at the end of 1998 was estimated to be around US$ 39,600 millions.
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 --- 
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67 %

38 %

32 %

20 %

39 %

19 %

Table 1: Gross External Obligations of the Non Financial Private Sector by Type of Creditor

 (in millon dollars)


The series show a strong growth during the decade beginning with the low indebtedness level recorded at the outset.  That was the result of access restrictions to external financing, due to the country’s interruption of external debt services in the ‘80s.

This behavior is the consequence of the fact that the estimated series is in line with Argentine economy’s outward-looking process due to the economic reforms introduced by the convertibility plan and the opening of the balance of payments’ capital and financial accounts.

3. annual flows

Annual flows
 appear relatively stable around 4,000 million dollars between 1993 and 1996 (Table 2).  In 1997, there was a strong increase consistent with the high international liquidity and the lowest sovereign risk premium of the period, that took net inflow of the period to a record figure of approximately US$ 9,600 millions.  During 1998, net inflow stayed relatively high (US$ 6,200 millions), in spite of the less favorable environment (contraction of financial markets due to the Asian crisis, at the end of 1997 and the Russian crisis in mid 1998).
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Table 2: Net Flows of External Obligations of the Non Financial Private Sector

(in millon dollars)


During the first two years of the series, there was a high liquidity in the world market, that reflected in low international interest rates (for example, the annual average of the six month dollar LIBO rate was 3.9 % in 1992 and 3.4 % in 1993) and a greater confidence of the markets on the countries which had regularized their external situation and set up market reform processes.  This allowed a growing group of companies to obtain financing in the international bond market.  Half of the funds received during 1992 were obtained through the issue of debt securities (graph 1).  The following year, total net inflow almost doubled and the distribution phenomenon became sharper, the debt securities market participating with a share of more than 70% of net flows.  Another indicator of the facilities existing in 1993 is the fact that, during that year, there were many issues (85) and a record of issuing companies (47)  (Table 3).
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Table 3: Issues of Debt Securities Abroad by  the Non Financial Private Sector



During 1994,  the interest rate increased as a consequence of the reactivation of the main economies and the FED’s active monetary policy (six months LIBOR doubled between January and December, from 3.4% to 6.9%, respectively).  Within this international financial environment, there was an important change in the composition of companies’ external financing: banks became the main suppliers of funds with 37%.  The participation of debt securities issues fell to one half, the number of issuing companies reduced as well and the access to international bond markets was mainly available to prime companies.
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The flows recorded during 1995, characterized by the impact of the “Tequila” effect, constituted the greatest net inflow recorded up to that moment (US$ 4,800 millions). This inflow basically belongs to the last three quarters of the year, after the change of expectations provoked by international organisms’ support for the economic program
, which allowed the country to overcome the difficult financial situation of the first months of the year.

Access of the nonfinancial private sector to international financial markets was not interrupted during this crisis, there being disbursements from banks and parent companies at rates significantly lower than domestic market rates.

Although debt securities participation did not fall greatly, two important qualitative facts have to be taken into account: 1) during the first five months of the year, the risk premium was so high that virtually closed the market and limited the number of issues to ten and only one of them was as long as one year and 2) in the last seven months of the year (the bond market re-opened in June), issues were mainly made by a very reduced group of prime companies that were able to use that market as an alternative to local resources (Graph 2).

[image: image5.wmf]Graph 2: Securities Issues during 1995
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Duration (in years)

January-May   

June-December   

2395

309

38

10

17,0% 

9,8%

0,47

3,40



In 1996, the banks maintained their weight and contributed with almost half of the funds, while there was a strong increase of parent companies’ contributions of around 30%.  On the contrary, there was a strong retraction of debt securities issues, which represented a share lower than 15% although total gross issues reached a similar level to the ones shown in previous years.

The high liquidity of financial markets during most of 1997 translated into a strong increase of net capital inflow and a recovery of the share of debt securities issues, that contributed again with half the funds received.  A more detailed analysis of the year 1997 clearly shows the substitution process occurred between bond markets and bank loans in the face of changes in financial conditions.

The Asian countries’ crisis in mid October can be taken as a hallmark to divide the year into two sub-periods: one consisting of the first nine months and the second of the last quarter of the year.  Net capital inflow does not show significant differences between both periods: the quarterly average of the first was approximately US$ 2,360 millions, while that recorded in the fourth quarter was slightly higher and reached US$ 2,500 millions.  However, the impact of the crisis is clearly seen when taking into account the composition of the funds received in each period by type of creditor (Graph 3).
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In 1998, flows composition is similar to that evidenced in 1997, even with an increase of bonds’ participation, despite the complications appeared along the year, basically as a result of the difficulties of Southeastern countries and the Russian financial crisis.

To the extent markets stabilized after the Asian crisis, bond markets start having a new dynamics; with a strong increase of issues in the middle of the year, including many scheduled issues that had been delayed in the face of the high volatility of the previous semester.  With the Russian debt crisis in August, the mentioned substitution of financial instruments occurs again, with the characteristic that it is now accompanied by a significant decrease of flows up to the end of the year (Graph 4).
[image: image7.wmf]Graph 4: Net Capital Flows Composition (1997 - 1998)
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4. EXTERNAL OBligaTIONS BY TYPE OF CREDITOR

With the global analysis of the composition of external obligations of the nonfinancial private sector by type of creditor for the period 1992-1998 (Graph 5), it is concluded that debt securities were the main form of external financing.  Direct financing from banks maintained its important role during the whole period and, as mentioned before, it exchanged its position with bond markets in the supply of external funds to the sector, according to the conditions prevailing in the financial markets.  Parent companies and subsidiaries have consolidated their third position.
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In spite of its importance, bonds issues in international markets were, in practice, an option for only a limited group of companies (Table 4) and a financial instrument sensitive to investors’ expectations changes.  The possibilities and cost of issuance of bonds depend on the issuing company and the situation of financial markets, as can be seen when observing gross issues and country risk rate (Graph 6).

[image: image9.wmf]31-Dec-91

31-Dec-92

31-Dec-93

31-Dec-94

31-Dec-95

31-Dec-96

31-Dec-97

31-Dec-98

  Debt Securities

11    

34    

59    

58    

62    

61    

64    

73    

  Direct Bank Liabilities

42    

54    

65    

79    

99    

130    

157    

161    

  Parents & Subsidiaries

31    

34    

44    

46    

58    

79    

102    

93    

  International Organisms

54    

64    

69    

71    

72    

70    

56    

55    

  Total External Obligations

135    

174    

208    

221    

239    

268    

307    

301    

Table 4: Number of Companies with Debt by Type of Creditor


Instead, trade or financial direct loans granted by commercial banks and parent companies or subsidiaries, were a more flexible option, being a modality less sensitive to market moods, which in addition was an option used by a wider range of companies, specially within a less favorable economic financial environment.

Due to their policies, loans from international organisms are tied to long term investment projects financing and were the modality less dependent on markets fluctuations, the same as loans from official agencies that, in general, finance capital goods imports.

[image: image10.wmf]Graph 6: Evolution of Debt Securities Gross Issues and Contry Risk
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5. concentration level 

The high concentration on a relatively small set of companies is one of the main characteristics of external obligations of the nonfinancial private sector (Table 5).
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Table 5: Concentration of Gross External Obligations of the Non Financial Private Sector


This characteristic continues along the whole series, although a downward trend can be seen; the proportion corresponding to each group has reduced year after year, with the exception of 1995 and 1998.  These reversals show that, though in years of greater uncertainty, access to external financing is not completely interrupted for the sector as a whole; there is a process of greater concentration in favor of prime companies.

Within the set of debtors, foreign direct investment (FDI) companies and privatized companies stand out (Table 6).  The latter includes direct investment companies and others owned by residents.
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Table 6: Gross External Obligations by Group of Selected Companies
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An essential characteristic for assessing external obligations of the nonfinancial private sector is the fact that around 75% corresponds to direct investment companies (Graph 7).  This leads to the fact that the structure of their external obligations shows a high similarity to the structure of the whole sector: debt securities issues are in the first place, followed by bank loans.   As can be expected within this set of companies, there is a higher proportion of external financing that corresponds to loans from their parents and subsidiaries, although said participation has undergone a downward trend in the last years (from 25% in 1991 to 15% in 1998).
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Privatized companies increased their share in the period 93/95, as the privatization process advanced onto other sectors - for example the energy sector - and those who had already been privatized were carrying out their investment plans.  Since December 1995, when they accumulated almost half of total external obligations, they declined until stabilizing in 39 percent for the last two years.  The structure of their obligations shows a marked superiority of security market financing and a lower participation of loans from their parents (Graph 8).
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6. External obligations BY TERM

Table 7 shows a breakdown of gross external obligations of the nonfinancial private sector by term.  Short term obligations, comprised of transactions which original term reach up to one year, represent around 25 percent of total external obligations of the sector in the last three years.
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Table 7: Gross External Obligations by Term

(in millon dollars)


According to the type of transaction they are financing, they can be classified in three groups: a) import financing of goods, that can be granted straight by the supplier (including a parent company) or by any financial institution; b) advances and pre-export financing; and c) other short term debt.  An aspect that is worth highlighting about short term indebtedness of the sector is that by the end of 1998, approximately 70% corresponded to import/export trade finance (Table 8 and Graph 9).
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Another aspect that is worth commenting on is the use of short term financing under the form of bridge loans, which was made during periods of instability in bond markets - specially during the Asian crisis at the end of 1997 - to cover funds needs until markets’ volatility is reduced.
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If we observe the share of short term external obligations within total indebtedness by type of creditor (Table 9), short term financing represents between 80 and 90% of total debt to suppliers in the last years.   In order of importance, it is followed by parents and subsidiaries (51-62%), and then banks (35-43%).
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Table 9: Short Term Gross External Obligations by Type of Creditor

(in millon dollars and percentage on total debt with creditor)


Table 9 also shows that banks are the main short term creditors of the nonfinancial private sector, with US$ 5,000 million loans as of December 1998.  They were mainly related to foreign trade transactions: almost 60% corresponded to pre-export financing and another 15% to import financing.

7. Repayment Schedule as of December 31st, 1998

The repayment schedule for principal maturities of the nonfinancial private sector gross external obligations as of December 31st, 1998 (Table 10 and Graph 10) shows that the average life of the remaining stock reaches 3 years – a figure that has remained relatively stable during the last years.  As has already been mentioned, 24% of maturities correspond to short term obligations.

In turn, medium and long term debt shows a remaining average life of 3.7 years and account for 41% of principal maturities in the first three years (US$ 16,000 millions).  On the other hand, remaining average life of medium and long term debt securities is around 4.5 years.
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Table 10: Repayment Schedule of Non Financial Private Sector External Obligations

(in millon dollars)

Medium & Long Term

Acreedor



Within total maturities of the first year, US$ 14,322 millions, short term obligations represent 68%.  These obligations are mostly associated to imports and exports trade finance which, in general, is periodically renewed.
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8. structurE BY SECTOR


Table 11 and Graph 11 show the breakdown of external obligations by sector.
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2.531  

3.144  

4.077  

  Textiles & Tannery

135  

205  

290  

353  

297  

360  

452  

265  

  Paper

130  

413  

472  

349  

183  

356  

794  

840  

  Chemical, Rubber & Plastic

397  

475  

568  

678  

996  

1.106  

1.687  

2.054  

  Cement & Ceramics

28  

26  

126  

153  

164  

240  

373  

383  

  Metals & Metal Manufact.

251  

357  

567  

421  

524  

757  

925  

1.090  

  Machinery & Equipment

337  

278  

264  

296  

346  

498  

638  

648  

  Automot. & Transport Eq.

395  

730  

806  

847  

1.032  

1.425  

2.492  

3.448  

Electric Power, Gas & Water

92  

212  

1.420  

3.103  

3.650  

4.041  

5.077  

5.807  

Trade

414  

393  

571  

747  

679  

710  

1.187  

1.507  

Communications

67  

569  

1.679  

2.877  

4.180  

4.739  

6.299  

7.757  

Transport

193  

273  

441  

471  

535  

701  

857  

1.038  

Other

62  

191  

332  

349  

567  

1.073  

1.695  

1.604  

Total

4.128  

6.545  

10.933  

15.123  

19.954  

23.844  

33.223  

39.579  

(in millon dollars)

Table 11: Non Financial Private Sector External Obligations by Economic Activity



The manufacturing and oil and mining sectors continued being the main debtors, although they have lost relative weight since the beginning of the series; while, in December 1991, they accounted for 47 and 34 percent, respectively; as of last December, their share reached 31 and 23 percent.

The communications and electric power, gas and water sectors have significantly increased their share from an initial overall 4%, representing 20 and 15%, respectively, as of December 1998.  This increase was related to the privatization process that took place in both sectors, together with the high dynamism showed by some activities within the area of communications (cellular telephones, cable television, etc.).
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The structure of external obligations by sector as of December 31st, 1998 shows that, in most cases, the general pattern is followed: preponderance of debt securities, followed by banks and in the third place, parent companies (Graph 12).   In line with the statements made before, there is a higher participation of debt securities in sectors related to the privatization process; at the time there is a lower relative weight of intra-company loans, specially in the Electric power, Water and Gas sector.


The manufacturing sector and, to a lesser extent, the trade sector, are exceptions within the general patterns mentioned.  In the case of the manufacturing sector, the relatively low participation of financing through the international bond markets stands out, being substituted by bank loans and by a high contribution of loans from parents and subsidiaries.   In turn, the trade sector shows, even when the debt securities contribution is important, that bank indebtedness is its main source of financing.  The latter fact is related to the strong relative weight within the sector of the companies dedicated to grain or other export products trade, whose transactions are highly related to banks trade financing.

[image: image23.wmf]Graph 12: Structure of External Obligations by Economic Activity as of December 1998
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AnNex - DefiniTions

Nonfinancial private sector: includes individuals and legal persons that are not included in Law N° 21.526 of Financial Entities.  Said rule includes persons and entities that habitually intermediate financial resources.

Resident: they are considered as residents in a country, those individuals or legal persons whose main economic interest or activity is located within the borders of said country.  Internationally, it is accepted that an individual be considered resident in a country where he stays or intends to stay for a year or more.  In the case of legal persons, they are considered residents when they produce a significant quantity of goods or render a significant quantity of services in the country, for which they have to keep a productive facility during a year or more. 

Gross External Debt: includes those obligations that do not entail participation in equity, stocks or other equity direct investment participation, whose creditor is a non resident individual or legal person.

Direct Investments: it is a category of international financing that shows the objective, on the part of a resident (direct investor), to obtain a lasting participation in a company, resident in another economy (direct investment company).  The concept of lasting participation implies the existence of a long term relation between the direct investor and the company and a significant level of influence of the investor over the company’s management.  A direct investment company is defined as a company, corporation or otherwise, in which a direct investor has 10% or more of ordinary stocks or its equivalent
.  According to international rules contained in the Balance of Payments Manual, Fifth Edition, obligations with parent and related companies must be included within the concept of direct investment
.

External Debt in Securities: means debt in the form of bonds, negotiable obligations and commercial papers issued by residents, whose holder is not a resident.  In order to estimate securities holders residence, in the balance of payments it is assumed to be defined by the financial market in which the original placement was made, only the portion of issues placed abroad being considered external debt.

International Organisms: includes obligations with the Inter-American Development Bank (IADB), the International Finance Corporation (IFC) and the Inter-American Investment Corporation (IIC).   The IFC is member of the World Bank group  (WB) and the IIC, of the Interamerican Development Bank (IDB), respectively.







�  Loans granted to direct investment companies by their parents and subsidiaries are included within the balance of payments and within the international investment position, under the category “direct investment”.  The inclusion of intra-company loans, allows a more comprehensive vision of the behavior of external credit use as the nonfinancial private sector’s financing of its activity level, given the importance of direct investment companies in the whole process of external financing resources absorption.


� Please refer to “Metodología de Estimación del Balance de Pagos”, NBIA, April 1999; “Presentación de la Actualización Metodológica del Balance de Pagos”, NBIA. April 1999 and “Estimaciones Trimestrales del Balance de Pagos y de Activos y Pasivos Externos”, NBIA; April and July 1999.  Only spanish version available.


� Please see definition in the annex.


� Net flows are estimated based on the information on disbursements and amortizations, with the exception of debt whose original terms were lower than 180 days, for which outstanding amounts variations are used.


� Financial assistance package granted by the International Monetary Fund (IMF), the World Bank and the Interamerican Development Bank (IDB) announced in March 1995.


� The technical definitions used are based on the “Balance of payments Manual, Fifth Edition” of the International Monetary Fund.   More details about definitions can be found in the work “Metodología de estimación del balance de pagos”, DNCI [Methodology of Balance of Payments Estimates, NBIA], April 1999.


� For further details  the following works can be consulted “Foreign Direct Investment in Argentina 1992-1995”, NBIA, December 1996, and “Foreign Direct Investment in Argentina 1992-1995”, NBIA,  March  1998.


� Paragraphs 359 and 370 of the Manual, respectively establish that: “Direct investment comprises not only the initial transaction establishing the relation between the investor and the enterprise, but also all subsequent transactions between them and among affiliated enterprises…", and that “ Other direct investment capital [...] covers the borrowing and lending of funds –including debt securities and suppliers' credits- between direct investors and subsidiaries, branches and associates”.
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Table 3: Issues of Debt Securities Abroad by  the Non Financial Private Sector












