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 INTRODUCTION  

For the 5th consecutive year, ARC Ratings was pleased to partner with Information Management Network 
(IMN) and the Association for Financial Markets in Europe (AFME) as an associate sponsor of the Global ABS 
2022 conference, which returned to Barcelona after a two-year hiatus. A common consensus amongst 
participants was the fact it has been a year of two halves since June 2021. H2 2021 saw booming new 
issuance activity across underlying loan markets and securitisations as the uncertainty prevalent due 
to Covid-19 began to subside and borrowing costs remained extremely low. Facing rising interest rates 
and a slowdown of economies has fostered a challenging environment throughout H1 2022 and caused 
many market participants to take pause. Co-Head of Structured Finance at ARC Ratings, Stefan 
Augustin, was invited to join a panel on fintech advancements, offering insights from various market 
participants such as lenders, fintech companies and rating agencies. ARC takes this opportunity to 
share the key highlights and perspectives of the panellists and other attendees across the conference. 

KEY POINTS 

 Global inflation and interest rate rises are fuelling a ‘cost of living crisis’ globally, with Europe remaining 
particularly vulnerable to developments of the Russia-Ukraine conflict amid fears of recession. 

 Rising interest rates and the withdrawal of asset purchase programmes may see big banks return 
to securitisation as a funding source, whilst financial institutions are likely to consider fund 
structures to reduce cost of equity as warehousing becomes unviable. 

 Regulatory divergence following Brexit remains a key talking point, whilst ESG featured in the bulk 
of panel discussions given the need for clear and harmonious regulatory definitions to encourage 
investment and alleviate fears of ‘greenwashing’. 

 The viability of fintech advancements to improve the ability to identify risk drivers, transaction 
efficiency and reduce risk was considered in depth, with the lack of historical data and cost of 
implementation being raised as barriers to entry at present. 
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 I. GENERAL ABS: SINK OR SWIM? 

When panellists were asked to describe the current state of the ABS market in one word, 
responses included: ‘dislocated’, ‘uncertain’, ‘challenging’ and ‘choppy’. Clear headwinds 
are widening spreads in the market with worsening macroeconomic conditions stemming 
from interest rate hikes, soaring inflation and geopolitical uncertainty. As a result, activities 
in the primary market have been sluggish and issuers are being pressured to offer wider 
spreads to yield hunting investors in order to complete transactions. On the other hand, 
demand remains high in the secondary market. As can be seen in the chart below, new 
issuance in Europe is down Q1 2022 from the peak seen in Q4 2021, and figures are to 
remain subdued in Q2 2022 as the market braces volatility. 

 
Source: AFME, SIFMA, Bank of America, JP Morgan 

Repricing activity will continue as the market adjusts to the evolving macroeconomic 
situation. However, it is worth noting that the pricing gradient is far shallower than that 
observed in 2020, when sharp increases occurred at the outset of the pandemic. In other 
words, current market activities indicate a ‘softer landing’ may be on the table for the ABS 
market. The European market is also strengthened by the fact that its ABS transactions are 
predominantly floating rate, which is preferrable for investors when interest rates are 
expected to rise. However, there is still potential for further stress ahead as the market 
braces a bearish trend. Therefore, spreads widening further from current levels is likely 
across the market. 

Amongst investors, there is a significant trend of increasing their cash holdings in their 
portfolios, as those who are invested in ABS are favouring defensive long positions (given 
the attractive spreads) and are avoiding taking new positions. In addition, European ABS 
has generally outperformed other credit market sectors. The market is yet to see a 
significant outflow, however, once the market stabilises, more outflows to fixed rate 
products are expected. 
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Asset class-wise, CMBS, especially those with exposure to retail, leisure and wholesale 
sectors, are anticipated to be negatively impacted. The increased cost of living will likely 
catalyse underperformance of primarily unsecured consumer ABS and reperforming 
loans, although there is still some positive sentiment around consumer ABS in 2021 thanks 
to higher-than-expected employment rates. SME insolvencies are expected to increase 
due to higher borrowing costs and inflation impacting operating costs and placing 
companies with high indebtedness under pressure. As for leveraged loans, defaults for this 
year are forecasted to remain low, but are expected to increase steadily thereafter, as 
more businesses are exposed to refinancing risk. Pre-Covid Italian NPLs remain a concern, 
having underperformed throughout the pandemic due to delays in collections, are 
continuing to show below expected recoveries. Ending on a positive note, RMBS 
performance has been strong, even since the curtailment of payment holidays, and is 
expected to outperform other asset classes with the support of strong property prices and 
the stricter affordability criteria that has been applied since the Global Financial Crisis 
(GFC). 

In terms of market trends, more vanilla/simple structures are anticipated in a less 
booming market as innovation carries higher risk. Issuances of CRE CLOs and NPLs have 
been tipped to be prominent and the curtailment of asset purchase programs may also 
compel banks to turn towards securitisation for funding. In addition, private market 
activities are expected to pick up, particularly those looking to avoid the less favourable 
capital treatment and lengthy due diligence required under the securitisation regulation 
by structuring deals without tranching of credit risk. 
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 II. CLO MARKET: WHERE’S THE 
COLLATERAL? 

The sentiment towards the CLO market was tempered to some extent by concerns of a 
slowdown in issuance and future underperformance of collateral, though the biggest 
obstacle to the market in the view of many was decreasing primary loan supplies. 
Secondary market activity remains strong, however the downside is that managers will 
not benefit from any original issuer discount when buying from secondary sources. Slow 
issuance is attributed to rising inflation, deteriorating KPIs, increased borrowing costs and 
rising default rate forecasts, as compared to the strong refinance and reset activities seen 
in the low rate (and high growth) environment in late 2021 and early 2022. Thus, forecasts 
for new issuance have already been adjusted downwards across Europe and the US. 

As a result of current market conditions, unissued deals in progress will suffer from 
widening spreads, as can be seen in the chart below, and current deals with terms already 
locked in will benefit. At the backend of this year, higher levels of default and downgrades 
are expected, leading to worsened WARF metrics and CCC bucket concentrations. On the 
positive side, refinancing risk, with regards to underlying obligors, is expected to remain 
low over the next year, given a majority of leveraged businesses secured favourable terms 
throughout the low rate market of 2021. 

 
Source: Morgan Stanley, Citi Velocity, TwentyFour 

Low loan supply and rising cost of funds will make issuers struggle to secure favourable 
warehousing terms, and as a result ‘print and sprint’ deals are expected to rise. There were 
some concerns expressed over these deals, being dubbed as opportunistic transactions 
in a depressed market rather than being based on a realistic assessment of the risks 
involved. In adapting to the market, shorter non-call periods and reinvestment periods are 
expected in order to keep transactions economical, and more flexibility may be offered to 
managers when considering options for loans in distressed scenarios. 
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Generally, the CLO market in the US presents more attractive opportunities for investors 
with deeper and more diversified asset pools. Nonetheless, in terms of relative value of 
CLOs against other asset classes, there are still opportunities in the European market. 
European AAAs were viewed by the panellists as having very good value at present given 
their seniority and floating rate component. However, the uncertainty stemming from the 
Russia-Ukraine conflict renders the tail risk in Europe higher than the US. As a result, 
tranches lower down the capital stack were viewed less favourably in Europe than the US 
at the moment due to increased downgrade risk. The downward trend is, however, not just 
a pan-European phenomena. In recent weeks, the US market has seen significant federal 
rate rises, with SOFR to Euribor basis swaps increasing in cost. 

In terms of the regulatory environment, EU investors have faced more investment 
restrictions, particularly since the Cayman Islands was recently added to the high-risk 
country list for AML & fraud purposes, which restricts EU investors from investing in CLOs 
issued from the Cayman Islands; wherein which many US CLOs are transacted. Despite 
some regulatory changes, the market has seen little change in CLO structures since the 
GFC, with the exception of some added flexibility in terms of permittable asset types and 
the treatment of distressed assets, in some cases. 
  



RESEARCH 
REPORT 

6 | 

 III. REGULATORY EVOLUTION: FUTURE 
CHALLENGES AHEAD 

The proportionality issue of disclosure obligations was a recurring discussion point 
amongst panellists. Currently, public and private securitisations are subject to similar 
disclosure requirements, meaning that very similar templates are prescribed to both 
public and private deals. Therefore, in terms of regulatory treatment, the distinction has 
been perceived to be extraneous, which challenges the practicalities and efficacy of 
current regulations. Largely, the criticism is that the current template is not fit for purpose. 

At the moment, disclosure templates required in the UK and EU are similar. However, the 
report from the HM Treasury review of the Securitisation Regulations indicates potential 
changes to the categorisation of public and private transactions, as well as the 
subsequent disclosure requirements. Market participants have stressed that, particularly 
with regards to private transactions, the disclosure requirements need to reflect the risk 
profile of the transaction at hand. Meanwhile, the Capital Markets Recovery Package in 
Europe included an adjusted framework to allow the creation of synthetic STS 
securitisations, which the UK does agree makes sense in terms of risk weights. With more 
changes expected to be made to the UK regulations in the coming years, talk of future 
divergence and the issue of making transactions dual compliant is likely to be the subject 
of future discussion. 

The dominant view of the current STS securitisation regulation is that it has failed to revive 
the market to the extent it was purported to. In fact, the number of STS transactions has 
declined, as last year saw the growth of CLO deals which do not normally qualify for the 
STS designation. Market participants have also pointed out the issue of cost which is not 
proportionate to the advantages of obtaining the STS label. 

The current requirements to qualify for the STS designation are substantively similar in 
both the UK and EU. However, the drawback is that cross-border deals are subject to 
duplicative requirements as the two regimes are self-contained. Article 46 of the UK 
Securitisation Regulation clearly indicates the desire on the part of the regulator in the UK 
to introduce an ‘equivalence’ regime which will streamline the qualification process for 
cross-border STS deals, which has been viewed positively by the industry. On the EU side, 
the market will have more certainty as and when the commission publishes the report of 
its review of the EU Securitisation Regulation. 
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 IV. RMBS MARKET: STRONGER THAN 
EXPECTED? 

Reflecting on the past two years, market participants agree that fiscal stimulus and low 
borrowing costs helped the RMBS market weather the storm of Covid-19, curbing the 
expected rise in unemployment and keeping mortgage repayments affordable. Buoyant 
housing markets in 2021 saw prices rise substantially, reducing market risk, which 
combined with government support led to significant upgrades. 

Historically crises have been driven by rising unemployment, however it is now increase in 
the cost of living in conjunction with an economic slowdown that the market must contend 
with. The impact of these conditions will be felt by all, however an important point 
discussed was the fact the consumer sector is now much healthier since the GFC, following 
reforms. Stricter mortgage affordability criteria are now applied, requiring prospective 
borrowers to have healthier income multiples and debt-to-income (DTI) ratios to be 
eligible. So, whilst the ratio of people behind on bills is increasing, this is far more applicable 
to those in lower income brackets and is unlikely to impact the demographic with 
mortgage repayments. 

Nonetheless, downward pressure on these ratios due to rising costs is inherently negative, 
and obligors with floating rate products or with fixed rate products soon to expire will be 
exposed to increasing monthly repayments. In the mortgage market, this is driving 
increased consumer demand for 3 and 5-year fixed products. Numerous predictions of 
house price declines have failed to materialise, as supply and demand dynamics continue 
to skew prices upwards, however a common view is that there will be a lower level of 
eligible borrowers due to falling disposable incomes which may tip the scales and cause 
prices to moderate or fall. 

RMBS transactions will be more vulnerable as a result of these factors. However, where 
loan performance deteriorates, the view of panellists was that structural mitigants will 
lessen the impact, as reserves, swaps, overcollateralisation and subordination continue to 
work as intended. Of course, the sizing of these remains imperative in determining the 
relief. Issuers will also have to contend with the rising cost of warehouse funding and swap 
costs, along with slowing origination, hindering the economic viability of deals that were 
in the pipeline. Some issuers will also have to be mindful of deals approaching step up 
margins, since these will face some refinancing risk in the short-term. 

The result of these factors is that new issuance activity has been concentrated in specialist 
sectors, with the Dutch buy-to-let (BTL) and UK specialist markets highlighted as being 
particularly strong at present. Traditional banks were faster to react to rising rates than 
specialist lenders, creating surplus demand for products offered by the latter temporarily. 
Talk of banks returning to securitisation markets following the withdrawal of asset 
purchase programmes also featured in panels, given this could stimulate demand from 
investors looking to allocate their resources and cause spreads in the market to tighten. 
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 V. ESG: CAN THE REAL DEFINITIONS 
PLEASE STAND UP? 

ESG featured as a talking point in the majority of panel discussions as a wave of proposed 
new corporate climate and sustainability reporting standards from the ISSB, EU, UK and US, 
among others, mean that companies will begin to be subject to increasingly prescriptive, 
and potentially divergent, ESG reporting requirements. Recent allegations of mislabelling 
ESG products (‘greenwashing’), leading to investigations by regulatory bodies in the USA 
and Germany, have heightened calls for more harmonious policies and definitions, 
particularly with regards to what defines a sustainable investment. The view is that this 
would encourage growth in ESG-linked products, while currently it is being hindered amid 
fears of greenwashing. 

The difficulty lies in the fact certain situations are not always black and white. Whilst oil & 
gas investment is on some level clearly bad for the environment, arguments can be made 
that it would improve costs of living and could therefore be considered a social good, 
particularly in emerging markets. From a credit perspective lending to subprime 
borrowers is a clear negative, but from a social perspective it could again be perceived 
positively. 

The proposed EU green bond standard (GBS) seeks to promote sustainable finance 
investment and provide the much sought after market standardisation. With regards to 
securitisations, the European Banking Authority (EBA) has proposed a change that would 
apply the GBS at the originator-level rather than the issuer-level, allowing a portfolio of 
non-green bonds to be considered GBS compliant provided the originator commits to 
reinvesting proceeds in green assets. This proposal has been well received, given it would 
drive an increase in green assets available to securitise in the future. 

On that note, asset availability was frequently discussed, such as with regards to the UK 
RMBS market where only around 10% of UK housing stock was said to be compliant with 
green bond criteria. There is a growing consensus that more needs to be done to promote 
ESG investment, particularly since ESG labelled deals in the RMBS and ABS space are 
pricing tighter than non-ESG comparables. In other words, the increased cost of these 
deals is not being counteracted by any market-perceived reduction in risk. 

European CLOs are noted to be ahead of the curve, in comparison to the US, in terms of 
incorporating ESG language, although limited by the use of negative screening. This 
means that whilst generally CLOs have exclusion criteria precluding investment in 
controversial weapons, tobacco, coal etc., few have positive screening factors such as 
improved pricing to truly push the agenda. However, there is strong momentum for further 
incorporation of ESG principles. A recent deal included a ‘hard-coded’ ESG trigger that 
functions similarly to an asset profile test, meaning when breached the level must be 
maintained or improved to reinvest proceeds in additional assets. The market has also 
seen a push towards CLO managers employing ESG questionnaires, as well as facilitating 
ESG data sharing from the underlying borrowers to CLO investors. 
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 VI. FINTECH ADVANCEMENTS & ONLINE 
LENDING 

Discussions centred around fintech advancements and online lending mainly focussed 
on the fact that loan markets have been marred by a lack of transparency along with 
traditionally manual and inefficient origination and servicing processes. Better control and 
reporting is in demand, with less manual intervention. Fintech and digital lenders differ 
from traditional banks through their use of technology, including blockchain, digitised 
processes, automated decisions, and their use of Artificial Intelligence (‘AI') and machine 
learning to analyse data. In terms of scope, these players are predominantly focussed on 
niche markets and are less heavily regulated. As can be seen in the chart below, global 
investment in fintech firms has been on the rise in recent years, with a record number of 
deals by count in 2021. Consolidation of key players was mentioned as an expectation by 
some panellists, as those with the strongest solutions thrive and take up more market 
share. 

 
Source: KPMG “Pulse of Fintech H2’21” 

Blockchain’s secure and easily verifiable nature makes it an encouraging potential 
solution to transparency and verification issues. In addition, the negation of need for highly 
manual due diligence checks would improve efficiency. Trade finance, for example, is an 
asset class that could substantially gain from the use of this technology, given the 
extremely high volume of transactions and anti-money laundering and fraud risk to 
consider. Once digitised, assets become much easier to monitor and stress test, and asset 
tokenisation provides a tool for diversification thanks to fractional trading. Issues remain 
with regards to reducing the cost (to become more economical than manual 
alternatives), having an effective and secure system to facilitate permissioning of 
document access, and managing numerous data rooms where transaction data is 
stored. 
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While many digital lenders start their journey with a peer to peer focus, it has been noted 
that some have become more balance sheet focussed as they scale. Those seeking to 
secure financing for their lending face challenges such as limited data, lack of 
experience/track record and a rapidly evolving market were highlighted as key credit 
concerns. A paradigm shift also could void the relevance of already-limited historical 
data. Management quality assessments, credit scoring, external support consideration 
and on site due diligence assessments are all methods by which financiers and rating 
agencies can seek to mitigate these concerns, though the qualitative focus makes it an 
imperfect solution. 

As such, non-bank lenders can struggle with public securitisation structures being viable. 
Some have opted for fund structures to reduce their cost of capital, thanks to the 100% 
funding on offer versus haircuts through advance rates. As banks withdraw from 
warehouse lending and the secondary market is impacted by the cost of living crisis, 
forward flow agreement volumes are expected to rise. A rise in private financing through 
vanilla, less risky, structures is also anticipated. 
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 DISCLAIMERS 

This research publication is not a rating of any kind, is not related to any specific rating and should 

not be seen as an indication of a future rating of any kind. It summarizes ARC Ratings’ view as of the 

publication date. That view is based on information collected from a wide variety of sources which 

ARC Ratings believes to be reliable. Whilst ARC Ratings has adopted and implements measures 

aiming to ensure that, to the extent available in the circumstances, it has obtained reasonable 

verification of the information it uses and that such information is from reliable sources, the 

publication of this document should not be viewed as a guarantee of the accuracy, completeness, 

or timeliness of the information relied on or the results obtained from the use of such information. 

ARC Ratings does not act as a legal, tax, financial, investment or other advisor and users should seek 

professional advice from appropriate third parties where necessary. 

ARC Ratings, S.A. 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). 

ARC Ratings (UK) Limited is registered as a Credit Rating Agency with the United Kingdom Financial 

Conduct Authority, within the scope of the Statutory Instrument Nº 266/2019, of 13 February, and 

recognised as ECAI. 
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