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Section 1: Introduction

 Various types of participants in syndicated loans

 Participants have different costs of providing debt capital.

- Commercial and investment banks vs. non-bank investors (e.g. hedge funds)

 Given their different required ex ante returns, somewhat puzzling that both 

hedge funds and banks, as well as other institutions, all invest in the same 

syndicated loan facilities.  

 Why do some facilities have participation of non-bank investors while 

others do not? 

Answer: At times when it is difficult to acquire the necessary capital from 

banks, the loan arrangers have to raise the spreads to attract other non-bank 

institutional invests such as hedge funds.  the non-bank premium exists.

 When does the non-bank premium create? 

Answer: 1) the borrowing firm faces  financial constraints.

2) Banks are restricted in providing capital. 



Section 1: Introduction 

Phenomenon:

Some of these non-bank institutions have substantially higher required returns than 

banks, yet both banks and non-bank institutions invest in the same loan facilities.

Research Question:

Why some facilities have participation of non-bank investors while others do not?   

Paper’s Argument:

Loan arrangers approach non-bank institutional investors when they cannot fill the 

syndicate with banks, and consequently, have to offer a higher spread to attract non-

bank institutional investors. 

 Non-bank spread premium comes from the circumstances under which capital 

is provided rather than borrowing firm’s underlying risk.

 The circumstances occur 1) when borrowing firms are facing financial 

constraints or 2) when banks are restricted in providing capital.

Overall Framework 



Main Results:

Table 3: Describe that the non-bank facilities tend to be more risky than bank-only 

facilities. 

Table 4: Measure the incremental impact of a non-bank institutional investor on 

spreads by controlling the differences in type of facility and default risk of borrowing 

firm (that is, controlling observable borrower’s risk). 

Table 5: Shows that non-bank premium higher when the borrowing firm is more 

financially constrained.

Table 6:  Suggests that non-bank premium comes from the restriction of bank in 

providing capital.

Table 7: Shows that non-bank premium is not driven by unobservable heterogeneity 

across firms by employing “within-loan estimates”.  

Overall Framework 

Section 1: Introduction 



Section 2: Data sources and sample construction 

 Obtain leveraged loans from DealScan database for the 1997-2007 period.

- Leveraged loan: a credit rating of BB+ or lower, or unrated.

A term loan facility: a specified amount, fixed repayment schedule, and maturity.

- Term loan A facility: amortizing and typically held by the lead arranger.

- Term loan B facility: one payoff at maturity and sold to third parties. 

 Revolvers: shorter maturities and drawn down at the discretion of the borrower. 

 The all-in-drawn spread: the spread of the facility over LIBOR + any annual fees 

paid to the lender group. 

A sample of 20,031 facilities, associated with 13,122 loans made to 5,627 

borrowing firms. 

 Merging with Compustat, CRSP, I/B/E/S/, 13F, and SDC Platium to obtain other 

firm-level variables.  

 The total number of leveraged loan facilities that have a full set of data is 

12,346, of which 3,460 have participation of an institutional investor. 



Section 2: Sample Selection and Data Description 

Table 1: Trends in non-bank institutional participation in leveraged loan facilities



Section 2: Sample Selection and Data Description 

Table 2: Selected facilities and lender characteristics (Continued) 



Section 2: Sample Selection and Data Description 

Table 2: Selected facilities and lender characteristics



Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 

3.1. Univariate Difference 

Table 3: Difference in attributes of non-bank facilities and bank-only facilities



3.2. Differences in spreads 

 Understand why we observe investors with different required returns investing in the 

same syndicated loan facilities.

 Within a particular facility, all investors receive the same return; however, facilities differ 

cross-sectionally, both in terms of the syndicate composition and the spreads that they offer 

investors.  

 To attract investors with higher required rates of return, lead arrangers of the facilities 

must offer higher spreads.

 Expect to observe higher spreads for loan facilities with non-bank syndicate members 

than for loan facilities with bank-only participants. 

 Why banks could not be able to fill the entire loan facility by themselves? 

1) Banks face regulatory lending restrictions aimed to reduce banks’ portfolio credit risk.

2) Banks have internal lending limits that are often even lower than the regulatory limits.

3) Bank credit supply also is highly cyclical.

 Estimate the incremental effect of a non-bank institutional investor on the spread, holding 

other factors that could affect the spread constant: 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.2. Differences in spreads 

Table 4: Difference in attributes of non-bank facilities and bank-only facilities (continued)

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.2. Differences in spreads 

Table 4: Difference in attributes of non-bank facilities and bank-only facilities

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.3. Non-bank premiums and borrower financial constraints 

Table 5: Is the non-bank premium higher when the borrowing firm is more financially constrained? 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.4. Intertemporal variation in non-bank premiums 

Table 6: Does risk aversion and liquidity of the bank affect the size of the non-bank premium? 

 If non-bank premiums reflect a return to providing capital at times when banks cannot, then 

the premiums should vary depending on the supply of bank capital available at a particular 

point in time. 

 Factors that could affect the supply of bank capital

- the demand for loans from collateralized loan obligations (CLOs), the risk aversion of 

banks, and the overall state of the economy 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.5. Lead bank liquidity 

 The premiums should be higher when the lead bank in the syndicate has limited liquidity itself.

 To measure liquidity of the lead bank, reply on three alternative measures:

- Securitization-active Lead, Lead’s Cash/Total Assets, and Lead’s Tier-1 Capital Ratio

Table 6: Does risk aversion and liquidity of the bank affect the size of the non-bank premium? 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.6. Within-loan estimates 

 From Table 4, the non-bank premium are smaller when credit ratings are used to control for 

risk than when using accounting variable-based risk measures, suggesting the estimated non-

bank premium could reflect borrower risk. 

 Credit ratings are themselves imperfect measures of default risk.

 Potentially, the positive estimated premium for non-bank participation could reflect residual 

risk not reflected in ratings rather than a premium to attract non-bank institutional lenders.  

A method of measuring non-bank syndicate member premiums that is unlikely to be affected 

by risk or other potential unobserved firm-level heterogeneity

:  Using the relative pricing of different facilities within the same loan. 

- Each facility of a multiple facility loan has the same seniority and covenants. 

 the default risk of facilities and the creditor rights attached to the facilities in the same 

loan are essentially the same (That is, share the same underlying risk). 

- Different facilities in the same loan will have different maturities and implicit options. 

 Once these other differences are controlled for econometrically, the incremental effect 

of a non-bank participant on the relative pricing of facilities within a given loan should reflect 

the impact of non-bank syndicate participation rather than risk differences. 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

3.6. Within-loan estimates 

Table 7: Is the non-bank premium driven by unobservable heterogeneity across firms? (continued) 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

Table 7: Is the non-bank premium driven by unobservable heterogeneity across firms? 

Section 4: Empirical Results – Types of non-bank institutional syndicate members and spreads 

3.6. Within-loan estimates 

Section 3: Empirical Results – Differences between bank-only and non-bank loan facilities 



Section 3: Empirical Results 

4.1. Abnormal spreads across types of non-bank institutional syndicate members 

Table 8: Does the type of non-bank syndicate member affect the pricing of the loan facility?

Section 4: Empirical Results – Types of non-bank institutional syndicate members and spreads



Section 3: Empirical Results 

4.2. Within-loan estimates by type of non-bank institutional investor  

Table 8: Does the type of non-bank syndicate member affect the pricing of the loan facility?

Section 4: Empirical Results – Types of non-bank institutional syndicate members and spreads



Section 5: Conclusion 

 Some of these non-bank institutions have substantially higher required returns 

than banks, yet both banks and non-bank institutions invest in the same loan 

facilities. 

 One explanation for this phenomenon is that loan arrangers approach non-

bank institutional investors when they cannot fill the syndicate with banks, and 

consequently, have to offer a higher spread to attract non-bank institutional 

investors. 

 The result shows that loan facilities with a non-bank syndicate member receive 

a higher spread than otherwise similar facilities with bank-only syndicates. 

 Use a “within-loan” estimation approach that compares differences in spreads 

across facilities of the same loan to exclude the possibility that the result is 

driven by unobservable difference in risk. 

 Overall, non-bank spread premium appears to be due to the circumstances 

under which capital is provided rather than unobserved borrower risk. 


