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 MARKET FOCUS REPORT – STRUCTURED FINANCE JUNE 15, 2018 

ARC PROVIDES HIGHLIGHTS FROM GLOBAL ABS-BARCELONA 2018 

London, 15 June 2018 – The 22nd annual Global ABS conference took place between the 5th and 7th June 2018. 

This is the largest annual European Structured Finance event which attracts over 3,500 leaders of the global ABS market 

including Members of the European Parliament, senior leaders at the European Central Bank and European Banking 

Authority, ESMA, and other influential regulatory and political representatives. The discussions concentrated on the 

structure and process of Asset-Backed Securitisation, addressed the main regulatory and political challenges in the ABS 

market. 

Securitization is often defined as a financial agreement, which comprises of issuing securities that are backed by a pool 

of assets, usually debt. It was agreed amongst the speakers that the securitization market can help in funding loan 

portfolios, result in more efficient capital allocation, and better management of business risks. However, despite all the 

opportunities, it provides or can be affected by many challenges as well, amongst which, are new EU securitisation 

regulation, Brexit, trade-war in US, market liquidity amongst others. 

One of the main debates was if Europe has proved to be stronger since a decade of crisis. It was highlighted that the 

most important task was to build resilience in the financial system. The response to the financial crisis was the 

implementation of Basel III, a regulatory framework which aims to strengthen the regulation, supervision and risk 

management of banks. The key reforms included introduction of Liquidity Coverage Ratio (LCR) which oblige banks to 

maintain sufficient high-quality liquid assets to resist a short-term stressed funding scenario and Net Stable Funding Ratio 

(NSFR) which is longer-term and reveals liquidity mismatches. Basel III reforms will be finalized in a document informally 

known as Basel IV which should be implemented in 2022. The new framework aims to reduce excessive variability of 

risk-weighted assets (RWAs) which sequentially will require banks to hold more capital.  

Sir Nick Clegg and his insight about Brexit drew the largest audience. According to the former Deputy Prime Minister 

Brexit is an attempt to come back to old nostalgic times and to seek to abolish geography. He drew attention to the point 

that economies trade with each other depending on their location and it is crucial to maintain good relationships with the 

neighbours. As Brexit is based on assumption of geographic abolishment, most likely scenario is that geography will win 

and ‘Brexiters’ will lose. As per Sir Clegg, UK government is paralysed in terms of cost, time and energy that will be 

required to leave EU. Additionally, was emphasised the rising problem of the polarisation of generations. Sir Clegg was 

questioning whether it is right that the future of the younger generation almost entirely depends on the elderly, given a 

fact that around 70% of 18-24 years old group voted to stay in EU. 

There were many discussions about booming European Collateralized Loan Obligations (CLOs) market. In 2017 it reached 

record highs since the market recovery from the financial crisis, accounting for about € 20 billion of issuance. This caught 

US funds attention seeking to expand overseas. Panellists were debating how the new regulation regarding the risk 

retention exemption of US CLO´s may affect the market. Furthermore, was reviewed the raising interest in European CLOs 

from Asian investors, particularly from Japan. Japanese investors are familiar with the US CLO market, however due to 

the increasing costs of swapping dollars to yen and the better rates for yen to euros, buyers find the European CLO 
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market more attractive. Most of the panel members were positive about the upcoming year and forecasted approximately 

€ 25 billion of new issue supply. 

There were four sessions on the topic of NPL securitisation in Europe. Andreea Moraru from the European Bank of 

Reconstruction and Development noted that CEE have made important progress in the last 3 years for the banks to be 

able to sell portfolios of NPL. Greek banks are expected to be the biggest sellers of NPLs in the next few years. Given the 

regulatory changes introduce by the National Bank of Greece. Greece has c. EUR 100bn of distress debt, that is 17% of 

the country’s GDP. The biggest challenge remain that Greece is a new NPL market and servicers do not have empirical 

recovery curves.  

The Italian market remains the biggest NPL market in Europe. Panellists agreed that the introduction of GACS – the Italian 

government guarantee mechanism helped in achieving reasonable price and reducing the gap between bid/ask on the 

NPL. There had been a lot of debates if the newly elected government will decide to extend the GACS program or wind 

it down, and what effect would that have on the Italian NPL market. Alessandro Gatto from JP Morgan noted that using 

securitisation and rating agencies you can place a senior tranche on the market with 1 – 4% spread without GACS. From 

the rating perspective, it was confirmed that data quality and servicer business plan are some of the most important 

elements in rating these transactions. That includes: asset selection for securitised vehicle – granularity, type 

secured/unsecured, challenge the servicer recovery assumptions with empirical data, servicer geographic presence and 

local expertise, lastly surveillance that focused mainly on monitoring high collection vs business plan. The panellists 

agreed that NPL securitisation will not achieve STS status due to the nature of NPL portfolios. 

On the synthetic side of the market speakers focused on where the market was and what the prospects were, especially 

the differences between Europe and the US. The synthetic market tends to be very cyclical, with the most volume in the 

fourth quarter of each year, therefore any figures for 2018 regarding volume would be misleading. With that said, looking 

at 2017, outside of the US there were only 31 known synthetic transactions completed, however, this probably understates 

volume as many synthetics transactions are private. Outside of the US, the U.K. is the biggest market. 

Speakers reiterated the main reasons for engaging in synthetic securitisation outside the US - for capital relief purposes. 

In the US this is not the case for private institutions, only Freddie Mae other GSEs engage in synthetic securitisations for 

capital relief purposes.  

Regarding the impact of Fintech on the ABS market, speakers were quite muted, saying that most of the impact they had 

seen was only on the origination platforms, with now some only being online. Fintech was helping in automating workflow, 

speeding up the origination process and allowing experts to focus on the more important underwriting tasks. It was 

agreed amongst speakers that Fintech had not yet really penetrated the ABS market. 

Automated Valuation Models (AVMs) were discussed and their impact not primarily in valuing the underlying assets being 

secured, as in RMBS but more for valuing the other assets that a borrower may hold. 

In conclusion, was agreed that the securitisation market is still growing and despite a few extraneous risks the outlook for 

2018 remains positive. It was agreed that since the financial crisis there were many effective measures taken to build 

resilience in financial systems. The new EU securitisation regulation should help to make the market more simple, 

transparent and standardised. 
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ARC Ratings is registered as a Credit Rating Agency with the European Securities and Markets Authority (ESMA), within the scope of the 
Regulation (EC) Nº 1060/2009 of the European Parliament and of the Council, of 16 September, and recognised as External Credit 
Assessment Institution (ECAI) 

Ratings assigned by ARC Ratings represent opinions on the capacity and willingness of an entity to make all required payments on a 
given obligation in a timely manner. 

The rating(s) assigned by ARC Ratings in this report was / were sought by the entity whose financial commitments are being rated. 

Prior to the assignment or revision of a rating ARC Ratings provides to the entity whose financial commitments are being rated the 
documents that substantiate the rating to be attributed (the Preliminary Rating Report). This entity is thus given the opportunity to clarify 
or correct factual details, thus allowing the rating assigned to be as accurate as possible. The comments made by the entity whose 
financial commitments are being rated are taken into account by ARC Ratings in the assignment of the rating. 

Ratings do not constitute a recommendation to buy or sell, but only one of the factors to be weighted by investors. 

Throughout the entire period during which ratings are valid, ARC Ratings monitors the issuer’s performance on a constant basis, and 
may even bring forward the date of the review unless stated as point in time. Hence, prior to an investor using a rating, ARC Ratings 
recommends that it be confirmed, namely by consulting the list of public ratings available at the website www.arcratings.com. 

Ratings are assigned based on information, including confidential information, collected from a wide group of sources, and in particular 
from the entity whose financial commitments are being rated. ARC Ratings uses and treats this information with due care and attention. 
Although all due care was taken in the collection, verification and processing of the information for the purposes of the rating analysis, 
ARC Ratings cannot be held liable for its accuracy. ARC Ratings must make sure that the information has a minimum level of quality prior 
to assigning a rating based on such information. 

In the rating process, ARC Ratings adopts procedures and methodologies aimed at ensuring transparency, credibility and independence, 
and also that rating classifications are not influenced by situations of conflict of interests. Any exceptions to these principles are disclosed 
by ARC Ratings together with the rating of the financial commitment in question.” 
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