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Dollar and Loan Terms

Overview
e Eistimate effect of dollar moves on leveraged loan prices and quantities AEffective Spread AAmount
e Exploit high-tfrequency, within-loan identification strategy (1) (2) (3) (4) (5)
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Identification: Estimate the effect of dollar changes after the deal is launched to
when loan terms are finalized (A Dollar) on loan term changes during the primary
market book-running.

Empirical Specification

e Hypothesis: Dollar appreciations, indicating lower demand, should increase
the effective spread.

AFE [ fective Spread; s = BADollar; + vX; + €; 4

e ADollar is the change in the broad dollar index during the first 12 days after
the beginning of the syndication process.

o AE f fective Spread is: Change in spread + original issue discount (OID) / 4
during the syndication process

e Robust to also including CIP deviations and Treasury basis.

e Holds for industries without direct trade exposure.

Asymmetric Effects

(1) (2) (3) (4)
AEft. Spread AOID ASpread AAmount

ABroad Dollar > 0 15.87* 4 468%** 14.76™** -(0.022%**
(2.563) (1.638) (2.364)  (0.008)
ABroad Dollar < 0 4.503 -2.550  -3.886 -0.0014
(2.903) (1.876) (2.684) (0.0116)
Loan Controls Yes Yes Yes Yes
Industry Yes Yes Yes Yes
Purpose Yes Yes Yes Yes
Lead Agent Yes Yes Yes Yes
Observations 2,956 2,956 2,956 2,956
R 0.14 0.11 0.13 0.07

e The effect is concentrated in dollar appreciations.
o1 opotiar T — Spread 15 bps 1 and Loan Amount 2% J.

Conclusions

e Institutional investors reduce their demand for leveraged loans when the dollar appreciates.

e Tight link between risk attitudes of global investors and the dollar is not captured by the Treasury basis or CIP deviations.

e Dollar channel potentially works through investors’ balance sheets

e Global capital markets’ attitudes affect the borrowing costs of risky U.S. corporates.

o U.S. borrowers are affected by foreign developments and the global financial /dollar cycle.
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