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SUMMARY OF COMMENTS FROM THE GLOBAL ABS 2009 CONFERENCE
The conference this year was quite different from what we have experienced before. The 2009 conference was not held in Cannes or Barcelona as before but at the Hilton in Edgeware Road, London. The venue and the mood reflected the present state of the world economy in general and the ABS industry in particular. The overall atmosphere was a bit more sombre than last year which in itself was a marked deterioration of the mood in 2007. Corporate handouts over the past few years have been a good proxy for the state of the industry.
It was of course a brave but extremely important decision to move the conference to London. More than 2000 delegates attended the conference this year. While the number was substantially down from previous years, it would have been much less if the conference had gone ahead in Cannes as was originally planned.

The themes which permeated the conference this year were a call for greater transparency in reporting, a feeling that there are signs of mild recovery and the call for a universal approach by international regulators. Whereas last year there was a call for greater transparency, this year delegates articulated what they meant by greater transparency.

1. 
GLOBAL MACROECONOMIC REVIEW
In this panel, the view was expressed that in the last three or four months there was evidence that things are getting better. A positive trend is developing. There was some doubt about the sustainability of this trend.

Kevin Gaynor of RBS Global Banking & Markets mentioned that all indicators were pointing up. He felt that the strains of government support were not sustainable. We are simply shifting balance sheet problems from the private sector to the public sector.

Juan Perez-Campanero of Santander Global Banking & Markets said that indicators were up but that these indicators were not being supported by hard data.

Dr Thomas Mayer of Deutsche Bank, CIB Global Markets – Research felt that there were real signs of an uptick but we must be cautious. Historically, credible bank stabilisation has been followed by strong economic growth. He felt that we are likely to have a repeat of this phenomenon but cautioned that a further kick down is likely before we see full recovery. A repeat of what happened in 1935.

The general feeling was that yield is what will attract investors back to the market in competition with government bonds. It was also clear that the cost of doing business is going up. All of this indicates higher rates which will impact negatively on economies. Some countries will have to accept that growth will be slower, particularly those economies that grew on the back of credit.

All of the panellists believed that the need for ABS would continue. ABS is essential to keep growth going. We will however have to change the way we do business especially with regards to absolute transparency. The market needs simpler products and even then, the market is not likely to recover to previous levels.

There is a risk of overregulation in response to the shift to simpler, more transparent products. It would be unwise to get to the level of product regulation. Focus must be on a regulatory framework at macro level.

On the future, panellists felt that we will have a major bubble in the future if we focus on credit growth and low interest rates. In twelve months time we are likely to see some growth, even good growth and we are likely to be looking for ways to exit bale outs. M & A activity will be much higher and spreads will improve. Markets are likely to be stronger even if economies remain spongy.  

Central Banks

Central banks are calling for simpler more transparent structures. They are looking at how surveillance by rating agencies and investors can be improved. Central banks are looking for loan by loan information to be made available to rating agencies and investors.

There was a feeling that central banks would take these requirements into consideration where ABS is used as collateral for central bank loans. Last year ABS peaked at 27% of collateral pledged to central banks, this year the figure is down to 20% of all collateral. 
Central banks have confirmed that securitisation is an integral part of the unwinding of central bank intervention.

2.
RESTORING CONFIDENCE

While central banks absorb the risk of banks, there will be no need for securitisation. There will probably be a need for basic products but not for CDO.

ABS is still viewed by some investors as a toxic asset class. Investors need to have confidence in originators. They need to feel that they have done it properly. There is a need to be sure that there are no hidden issues.

In order to restore confidence we need to understand what happened. Clarity must come from the lenders and not the originators or government. 
There is a strong correlation between faith in rating agents and confidence in the market. S & P felt that rating agencies must finalise their “re-jigging” of methodology and criteria. This is a necessary exercise but must be completed soon to give greater market confidence. The company felt that rating agencies must engage in rich dialogue with investors to make sure that they understand how the entire process works. S & P predict that we are likely to have a much greater range of ratings going forward. Investors will need to understand the limitations to, and the nature of ratings. They are not a guarantee.
PWC asked whether we should mark to market. Some refinement on the principle is necessary but the practice will not go away. Regulators are likely to want to see more risk on balance sheet particularly in the USA.
3. DETERMINING HOW NEW TRANSPARENCY INITIATIVES IMPACT SECURITISATION.

The US market already has loan by loan reporting standards and has a very high degree of standardisation which has been built up over many years. Europe is at a competitive disadvantage in this regard and is facing higher demand for transparency. There appear to be problems in Europe with a cultural reluctance to be fully transparent. This would not happen in the USA.

Loan by loan data is not freely available in Europe and there is some concern about legal issues. Up to now, investors have generally not asked for this level of information after issuance. There are no standardised representations and warranties in Europe whereas they have been largely standardised in the USA.

The view was expressed that investors feel that: “we are stuck with what we have got.” Issuers are reluctant to change existing structures but are more likely to change new structures going forward; if of course it does go forward. A lot of time and effort is required to push things along. Large amounts of material information are currently not available to everyone and it is released rather selectively.

Over the years the evolution of the US market was investor driven rather than a consequence of litigation. In the US there is lots of talk about taking action against investment managers. The focus is on misrepresentation, miss-selling and conflict of interest. This was mentioned in our notes from the conference last year where lawyers warned of attorneys trying to bring matters before juries in the US courts based on tort rather than contract. We could see lots of potentially interesting litigation. Generally, the defence to these claims is to point to the risk commentary contained in the prospectus.
Litigation in the UK is likely to be low. Investors first want to get structures right before resorting to litigation. In Europe investors are trying to gain the co-operation issuers rather than resorting to litigation. Costs of litigation would in any event deplete the pool available for investors.

In the US, investors are more distant and independent from originators whereas in Europe this is not the case. Banks are often originators and investors. This accounts for the greater tendency to litigate in the US.

One frequently heard the opinion that investors did not have the ability to cope with huge amounts of granular detail. Will Howard-Davis of Axial Investment Management says that this is nonsense. He maintained that investors require full disclosure on trade information and that they are generally quite capable of processing this information. He believes this will improve liquidity in the secondary market. It was suggested that investors need to have information like the number of borrowers employed in the motor industry in order for them to be able to clearly assess the risk in certain notes.
The question arose whether there is a greater need for transparency on assets or liabilities. The panel was unanimous in its view that asset transparency needs greater priority.

A view was expressed that rating agencies have more information than investors so it makes it difficult for investors to assess how rating agencies arrived at their respective ratings.
4.
TAKING ADVANTAGE OF RECENT CHANGES TO DEAL SURVEILANCE

Barbara Risimondo of Moody’s Investor Service: Rating agents do not want to be the exclusive recipients of granular information. For confidence to be restored, all parties should have the same information. She suggests that we take a step back to assess current reporting. We first need to standardise current detail and attend to the harmonisation and standardisation of definitions. Even arrears are not consistent. Some investors don’t even get information on triggers. Let’s get these issues right before moving on to greater detail.
Ulf-Henning Jacobs
of D-Fine GMBH: There may be a need for independent intermediaries to work the information for those who are not able to do so.

Kjeld Boerendonk of Hypoport: What is needed is a template for each country. He would like to see this level of information being made compulsory. More information does not necessarily translate into greater transparency. Sometimes, the more frequent the information is received, the less time there is to check it. One of the biggest successes of the ESF is its template for RMBS. The European Central Bank initiatives are setting standards for those who want to use ABS for collateral.
Guido Bichisao of European Investment Bank: It is not enough to simply give this level of information. What is important is the form in which the information is made available. In order to make meaningful comparisons, investors need homogenous data to be able to look at the difference in trends between different issuers.
Tom Cubitt of Lasalle Global Trust Services: Greater granularity presents a challenge for those who don’t want to be sued for supplying information which is not 100% accurate. He would prefer regulators to drive what is reported so everyone standardises to the regulated requirements. 

It was reported that Moody’s is now enclosing a volatility score. This also includes a reference to the quality of disclosure.
Greater reporting does not improve the quality of assets; it is more likely to give a greater understanding of risk. It also affords investors a better opportunity to compare and buy better assets. It places pressure on originators to ensure that their assets perform as well as others. The initiative must be driven by investors; we can’t expect it to be driven by originators. It is a product pull rather than a product push. Granular reporting in the US was driven by investors and has now become the norm.

There was some debate surrounding the paper originated by the ECB for repo. A belief existed in certain quarters that notes issued to the ECB were of a lesser quality. Moody’s strongly rejected this. The fear was that paper of a lesser quality it could find its way into the secondary market at some stage in the future. All of the discussion on disclosure comes back to being able to properly value the deals. 
5.
REDEFINING THE ROLE OF TRUSTEES IN WORKOUTS AND DISTRESSED SCENARIOS

It was interesting to note that at past conferences, discussions surrounding the role of the trustee would normally attract around 1% of the registered delegates. On this occasion, the attendance was in the region of 10% of the registered delegates. Sign of the times?
Triggers are being met and trustees have to look through their documentation again. There are calls for adequate resources to deal with increased activity by trustees.

Rating downgrades are causing problems in Europe. Downgrades usually affect many parties and 30 days is simply not enough to replace defaulting counter parties.

Garry Ferguson of Matheson Ormsby Prentice (Who usually acts as counsel to Issuers): Problems arise when trustees get into areas of discretion and then use that discretion. In light of this, trustees are moving away from the use of their discretion and tend to go back to note holders for instructions on all matters. At the same time, trustees are tending to look for indemnities more frequently. 
In some cases we are finding that a conflict is arising between the common law, on the one hand, and the framework of transaction documents on the other. Conflict also arises where confidentiality is required by law and note holders are demanding more information.

Some aspects of the documentation need to be improved. An example was the replacement of Lehman Brothers as servicer. Thirty days was simply not enough to find a suitable replacement servicer.
In many cases there is not enough cash flow to cover the costs of seeking advice or taking action. Trustees are also faced with the dilemma of planning ahead when things look like going wrong and the fact that there is no money available to pay for this activity. It is becoming clear that there is a need for trustees to take a united stand on various matters of common concern.

One of the regulators in the audience mentioned that they have been looking into the securitisation industry but have not given any attention to the role of the trustees. He felt that perhaps it is time to do so.

During the question and answer session the matter of note holder communication was raised as an issue. One investor commented that this was the first time he became aware that trustees are sometimes bound by confidentiality agreements. It also surfaced that some deals in Europe contain a provision that unless a trustee hears to the contrary from 25% of the note holders he can assume that they all agree with him.

There seems to be a serious problem with trustees getting notices to note holders. They simply don’t know who the investors are, especially investors who acquired paper in the secondary market. There is also a problem where trustees can’t compel production of information unless the documentation contains provisions to this effect. 

6.
REPOSITIONING OF THE COVERED BOND PRODUCT IN A NEW WORLD

In the week prior to the conference there was a €20 billion jumbo issuance.

The ECB announced the purchase of €60 billion of covered bonds on 4th June, the day after the conference. The view was expressed that the UK needs to join the EU initiatives before we can say that covered bonds are back in the market.

Covered bonds have traditionally been backed by RMBS. This year saw the issue of a German bond covered by CMBS and a Korean bond backed by cards.

Europe saw investors from the Middle East and Asia participating in current issues in addition to their traditional investors. They are seeing investors underweight in the product coming back into the market.

Will covered bonds kill securitisation? The banks have the option to use different funding tools and there will always be a need to fund by passing risk as well as to fund and retain risk. There is a place for both products. It is however important that covered bonds are not used as securitisation in disguise. If the market and the ECB will take covered bonds secured by RMBS at a better rate than ABS, why would a bank want to securitise RMBS into the market?

With a possibility of rating agencies issuing a general downgrade of covered bonds, there is a belief that investors are not likely to offload if there is a downgrade.  

There is a proposal on the table from investors for amortising covered bonds. Banks are prepared to consider this. It seems that there may also be a market for extended bonds.

The feeling was expressed that it is not only the ECB that was causing the market to come back but this certainly was a catalyst. Indications are that the ECB would prefer investors to hold paper from a bank rather than paper backed by a pool of assets. 

There are far more detailed questions being raised on covered bond road shows. It is clear that there will need to be far greater disclosure in the future. More transparent bonds are being better received in the market.

7.
PROJECTING THE FUTURE OF REGULATION OF SECURITISATION

The view was expressed that it is all well and good to regulate the industry but we might see focus on governance within structures. In the US, we are likely to see a change of regulators. We could see new rules for accounting and rating agency accountability.
Donald Ricketts of Fleishman-Hillard commenting on Europe said that politicians’ first impression of securitisation has not been favourable, it does not flow through their veins. This is likely to inform the future direction of regulations. It is essential that confidence is restored with investors and politicians. We can expect the EC to publish a paper on responsible lending. The most recent EU elections could have an impact on the direction of regulation.

The regulators are very keen to avoid different regulations arising between the USA and the EU. There is a need to standardise regulations worldwide and a need for greater congruence.

Greg Medcraft of the Australian Securities and Investment Commission said that there must be a global approach. Hong Kong, Australia and others centres are adopting principles coming out of Europe. This needs to be universal. The question is whether the USA will follow. There is a real desire by regulators to work together. The major parties are committed to this. (Some of you may remember Greg as the former CEO of the Australian Securitisation Forum)
There is a crazy mismatch between Basel and regulators. Basel seeks to reduce capital requirements when transferring risk while the regulators require greater retention of risk in subordination. This has an impact on accounting standards and needs to be co-ordinated going forward. 
Accounting standards have nothing to do with regulation and are not synchronised to regulation. Accounting standards look backwards while regulation is designed to look forward. There is however a tendency in the US to try to link accounting standards to regulations.

There was a concern in the US that we could see a scrapping of securitisation. This is not the case; there is a wide acceptance of the importance of securitisation as a source of capital. There is a big issue on the understanding of securitisation. It is a difficult subject and this affects regulators.
Investor Requirements:
Will regulations kill the concept of caveat emptor?

Jason Kravitt of Mayer Brown LLP: New rules are likely to reduce credit availability and push up the price to the people who need it most. There is a mindset that if investments went bad, someone must be to blame. No one thinks that perhaps the investor simply made a poor investment decision. We must guard against over reaction as there will be a lot of political pressure on regulators. There is a danger of the backlash building in guarantees for investors.

Greg Medcraft: The regulators’ objective is aligned with the industry in bringing investors back to the market. The International Organisation of Securities Commissions (IOSCO) fully supports greater transparency of reporting. The regulator genuinely wants to get the market restarted.

There is a feeling that too much regulation on KYC for investors and all other players will substantially increase the cost of this type of funding. Risk can’t be regulated out of the market. The industry must help politicians and regulators find solutions. 
During the conference, the organisers issued daily summaries of the panel discussions which took place. Some of these are covered in my notes but I have taken the liberty of incorporating the notes in the format in which they were issued via email each day. It is interesting to see how some themes just keep repeating themselves through all of the sessions. 
CESR Chair Hints At Securitisation Working Party

02 Jun 2009

-- Hugh Leask
The Committee of European Securities Regulators Chairman Eddy Wymeersch has said the organization will set up a working party on securitisation with the aim of establishing a market with greater standardization as well as fewer risks. 

In a keynote speech to the annual Global ABS summit in London, Wymeersch said that up until now CESR has had no working party on securitisation. “At the moment there are so many other things calling our attention, but sooner or later we will do it,” he explained to delegates. “I am personally of the opinion that securitisation is a useful technique, provided it is well-mastered. But if it goes on like it has been going on in the last couple of years, where nobody knows what the risks are, then that cannot continue.”

Wymeersch said his vision for CESR’s working party on securitisation would be to ensure that the technique takes places in a “more standardized, more acceptable way” so that there are fewer risks to financial markets.

The chairman also outlined CESR’s current work on over-the-counter markets, and called for greater transparency and more disclosure in OTC, including bond markets and, over time, derivatives. He declined to give details on the progress, since work is still ongoing. “But I can say that over time it will be necessary to put instruments, if not on stock exchanges, but on the regulated markets… to at least make sure there was sufficient transparency and sufficient disclosure on the way these instruments have been dealt with.”

Wymeersch also discussed the current proposals for reform of the wider European regulatory system stemming from the De Larosiere report’s recommendations. “If the new system was to be introduced, it will be easier to do it for the securities field than the banking and insurance sectors,” he said. “I fully agree with my colleagues from banking and insurance that the challenges they have are much more difficult.” He added that banking in particular faces questions which are tougher to regulate than in securities, and in securities for the large part there are no issues relating to fiscal support. Yet it is securities market that will be sacrificed to new regulations, according to Wymeersch.

“I am afraid that as the three lines – banking, insurance and securities – are going to be dealt with along the same lines, then we in the securities field are the fastest moving and we will be sacrificed to the slower moving banking and insurance people.” 

Papadia Says Transparency, Simplicity Key To Securitisation’s Comeback

02 Jun 2009

-- Olivia Thetgyi
Francesco Papadia, director general of the directorate of general market operations at the European Central Bank, prescribed simpler deal structures, greater disclosure and secondary market transparency to restore investor confidence. The remarks were made in his keynote address at the Global ABS 2009 Conference in London this morning. 

Papadia first noted the ECB’s intervention had helped and that conditions had improved in the money markets. “I think we have managed to avoid that crisis leading to a complete gridlock of entire system, which would have led to catastrophic consequences for the entire economy,” he said. As a sign of improvement, he cited the shrinkage of the spread between three-month Euribor and swap rates to 50 basis points from 180 bps at the height of the crisis. He also noted the volume of banks accessing liquidity through the ECB had fallen over the past eight weeks to €600 billion from a peak of €E850 billion. Additionally, now only 500 banks are tapping the bank for financing, down from 800. 

But Papadia noted that the ECB’s support of the market could not go on forever, given the maturity mismatch between the bonds and the repo terms. Plus, he conceded that such support removed the private market’s incentive to provide such financing. To bring back that private demand, rebuilding investor confidence is key, he said. “I think a crucial element for the revitalization of the ABS market is that the investor base is broadened and institutional investors are attracted which have a buy-and-hold long-term horizon,” he said. 

To do so, the market needs to do away with overly complex structures, Papadia said. “Securitisations have become ridiculously complex... One component of [securitisation being properly used and managed] is that structures should become simpler, plain-vanilla deals with clear assets.” He warned that the ECB was unsatisfied with the transparency of many existing asset-backed securities. “As a collateral taker, we are not happy with the transparency standards of many ABS transactions, including or in particular for those that have been created for the sole use of using them as collateral in euro system purchases without the hope of being placed with investor,” he said. 

The ECB has been working with rating agencies to improve deal surveillance and introduce loan-by-loan data, Papadia said. “Our hope is this increased transparency will be an important component of restoring confidence to investors,” he said. In audience questions afterward, however, he shied away from saying the ECB would make loan-by-loan data part of its collateral posting requirements. “This is something we would look at; I didn’t say that we would require that.” He continued, “Loan-by-loan information is a component of a good securitisation market. If you buy something that has single recourse, you want to know what you are buying, of course.” He said they were also looking at defining disclosure standards, and recognized the European Securitisation Forum’s efforts in this respect.

Papadia’s last recommendation for getting the securitisation market back on its feet was providing secondary market transparency. Dealers have long opposed post-trade reporting, saying disclosing prices soon after completing bond purchases that took weeks or months to complete takes away their incentive to make markets. “I firmly believe post- trade transparency is an essential component of viable secondary market,” he said.

Rating Agency Debate Still Rages

02 Jun 2009

--Cristina Pittelli
Credit rating agencies continue to be a hot topic among securitisation players in Europe. Heavy discussion on the firms played out among market participants and panelists at the Global ABS 2009 conference in London Tuesday. Moody’s Investors Service, Standard & Poor’s and Fitch Ratings have been in the spotlight consistently for their role in the crisis since it began, as investors complained of ratings did not accurately reflect the risks of the deals they bought. While the CREs go through a process of revamping their ratings criteria, more backlash has arisen, particularly among buy-side players. 
“It is still very hard to trust rating agencies, said Gaëlle Phillipe-Viriot, head of asset-backed securities at Axa Investment Managers. “Ratings have become just another thing to manage,” she added. 

Analysts of the agencies insisted that while ratings volatility may be painful to the market now, the reworking of their rating methodologies was necessary to ensure a more stable system in the future. “We need to see this through so that when investors buy a AA bond one day, they know that the next day, it will still be AA,” said Ian Bell, a managing director at Standard & Poor’s. “People must remember that ratings are opinions and not guarantees. We are in a very dangerous profession of predicting the future, and that needs to be taken into account,” he said.

David Basra, head of securitised and real estate markets at Citigroup, said the spotlight needed to move away from the faults of the agencies in the past. “We all tend to get hung up on [the rating agencies], but at the end of the day, people need to do their own work.”

Both investors and rating agency analysts agreed that in the future, more deep and meaningful discussions about CREs’ roles in the market and what ratings mean would need to take place. 

FSA Wholesale Director Calls For Risk Management Improvements

02 Jun 2009

Paul Sharma, director of wholesale and prudential policy at the U.K. Financial Services Authority, told the annual Global ABS conference in London that risk management among financial institutions needs to “profoundly improve” if it is to satisfy regulatory bodies. In a keynote speech, Sharma said the process of improvement is already under way, but warned that regulators can only “prod and persuade companies” so far. The primary motivator for companies to overhaul risk management should be the fact they have lost money from the financial crisis, he said. He also called for greater counter-cyclical movement in capital requirements.

Sharma told the conference there was a “profoundly inadequate execution and theory” of risk management within financial services that went beyond the securitisation market, but stressed it was “significantly present” within securitisation. He said the strategy of using securitised debt as part of a stock of liquid assets is facing significant challenges from regulators. “Securitised assets are a poor hedge against liquidity problems which arise from a general liquidity crisis,” he noted. “The reasons why banks buy securitisations are going to come under challenge for regulatory reasons.”

Sharma said his personal opinion was that securitisation still has a significant part to play in financial markets. “It will return and they have a significant and irreplaceable role in the financial system in terms of matching the needs of lenders to borrowers,” he said, but warned: “You should not assume that this is the majority view.” He pointed out that there is a question among some regulators not only of whether securitisation has a future, but also about whether it can continue to play a useful role in the markets.

Sharma also used his speech to call for capital requirements to become more counter-cyclical. “The capital requirements there were on the banks tended to be, at best, neutral and at worst pro-cyclical. What we need are capital requirements that are anti-cyclical.”

He said capital requirements should act to restrain the growth of credit in boom times, but are released as markets enter recessionary periods. “This is a strongly held view in the U.K. and is becoming increasingly popular across the world,” he said, adding that details of capital requirements need greater refinement. “There is not yet an agreement at the technical level, but the need for it is receiving greater recognition.”

Market Players Call For Holistic Market Healing

02 Jun 2009

--Cristina Pittelli
Market players at the Global ABS 2009 conference in London are calling for a holistic approach to healing the broken securitisation market. Panelists speaking on an early morning panel about how to restore confidence in the market and how to rebuild the sector agreed that players from all sides of the industry would need to take responsibility for their roles in the financial crisis. While concerns over regulations, rating agencies and government aid, for example, were expressed, each panelist agreed that securitisation is an important part of the financial system and necessary for the re-growth of the greater economy. 

“There will always be a need for the dissemination of risk into the capital market for lenders,” said Ganesh Rajendra, head of structured products advisory for Henderson Global Investors. While the market will likely not see complex structures like collateralised debt obligation squared again, there are still basic funding needs in the greater economy, like home and auto loans, that need to be fulfilled, said David Basra, head of securitised and real estate markets at Citigroup.

Panelists noted that over the past 22 months, blame for the financial crisis has been shifted from one group to another within the securitisation realm. But Andrew Burgess, head of structured finance at Global International Bank, said that players, including investors, needed to accept their individual roles in the turmoil before a healing process could begin. “A lot of blame has gone to rating agencies and originators, but investors need to acknowledge that they invested in products which they never should have in the first place,” he said. 

On the other hand, Burgess was adamant that upon the market’s return, structures would need to be driven more by investors, and less by originators, referring to the broken originate to distribute model and the current state of disenchanted investors. “We need to have faith in origination again. We need stability, visibility and clarity. We don’t need them to come to us telling us what we should buy; we need to tell them what we want to buy.”

Panelists were also keen to discuss state intervention of banks in Europe. All of the delegates praised the role that various governments across the jurisdiction played in stabilizing their respective banking systems through liquidity injections and even some nationalisations. Securitisation collateral repurchase agreement schemes from central banks, in particular, were also praised, but the question of how to wean banks off of such programs could be the market’s next hurdle, they said. “Intervention from governments and near government agencies has been extremely effective. The panic surrounding the collapse of Lehman Brothers last year is almost unthinkable now,” said Basra. “But at what point do we say to issuers ‘you must go to the market’? You can’t restart a market without issuing, and the market is where capital is priced.” 

Finally, all players agreed that the securitisation sector would never return to the way it was before the crisis hit. The market would be smaller with simpler structures, they said.

Regulators Panned For ‘Punishing’ Measures

02 Jun 2009

Source: Global ABS 2009
--Hugh Leask
Regulators are too focused on control and not focused enough on transparency, with some measures seen to be bent on punishing financial institutions, according to panelists at the annual Global ABS conference in London. Reto Bachmann, co-head of European ABS research at Barclays Capital, blasted European regulators at a panel session on the Capital Requirements Directive and Basel II amendments on Tuesday morning, saying risk rates are being used by regulators as punishment towards banks. “This 5% rule sounds simple, but there are problems with just relying on superficial common sense without thinking things through,” he said. 

Bachmann also said investors are being punished for the failures of securitisation originators. “If there’s a request to do due diligence from investors, provided everything goes well, then fine. But what if it goes wrong?” He said in a scenario where the originator and servicer are no longer able to provide information to the investor, it would be the investor who would be punished.

“Regulation has to be done on the assumption that the regulators are not all-knowing,” Bachmann said. “If you make changes in a crisis, you create bad regulation...The focus should be on transparency, and not control.” Bachmann went on to criticize liquidity requirements. “Increasing capital requirement in a downturn is a pro-cyclical measure,” he said. “Measures brought in now are creating destabilization, and causing uncertainty amongst the investor base.”

Omar Olaf Bolli, managing director, asset backed finance at NordLB, added: “Clearly there’s a need for regulation. But mostly it’s not in Europe.” Bolli added it makes no sense for European regulators to increase regulation of banks, since most problems in the securitisation market stem from the meltdown of the U.S. subprime sector. 

Earlier in another panel, Ganesh Rajendra, head of advisory for structured products at Henderson Global Investors, said the position of regulators and policymakers is aimed at penalising securitisation technology. “The new capital rules effectively amount to a tax on securitisation,” Rajendra said. “There is a role for securitisation going forward, but [regulators are creating] disincentives.”

ECB Covered Bond Scheme May Launch Similar ABS Plan

03 Jun 2009

--Cristina Pittelli
The European Central Bank’s scheme to buy up €60 billion worth of covered bonds may be replicated for other securitisation deals, one covered bond head said at the Global ABS 2009 conference today. “For those of us that have spoken to the ECB privately, it seems that perhaps this program is intended to go beyond just the covered bond market and this [scheme] is a transitional mechanism,” said Mauricio Noé, head of covered bonds at Royal Bank of Scotland.

His comments came ahead of the ECB’s announcement expected tomorrow where details and eligibility criteria of the plan will be revealed. Market players have been speculating on what the plan will look like, but the fine points have been hard to come by. One of the biggest questions is what the minimum rating requirements will be. “I think it will be single A,” said Kees Westermann, a partner at Clifford Chance.

Whatever the program will look like, it has been praised by market participants for sparking up a slew of new issuance – both within and outside of traditional issuing jurisdictions and from first-time issuing banks. Deutsche Bank recently issued its inaugural program, a €1 billion mortgage-backed deal. The announcement also helped to reopen the market in Spain for the first time since June 2008, with a €3.2 billion issue from Santander.

“Investors tell us covered bonds are still a good asset class in terms of relative value,” said Ralf Grossman, head of covered bond origination at Société Générale. “They’ve traditionally proven that they have the potential to perform well.” 

Regulatory Coordination Across The World Key, Speakers Say

03 Jun 2009

-- Olivia Thetgyi
Regulators need to coordinate across jurisdictions and among themselves, according to panelists on a Wednesday session on projecting securitisation’s future regulation at Global ABS 2009. Speakers noted having a concerted effort between the U.S. and Europe, as well as other regions, is key to their success. “There is a general agreement globally that there should be a general approach,” said Greg Medcraft, co-chair of the International Organization of Securities Commissions’ task force on unregulated markets and products. “At the end of the day it is a global market. You don’t want to have a mishmash of regulations.”

As importantly, regulators in the same geographical area need to coordinate between themselves, noted Jason Kravitt, senior partner at Mayer Brown. “There’s a broader horisontal coordination that is utterly lacking,” he said. As an example, he pointed to the BASEL regime that rewards removal of risk, while the Capital Requirement Directive requires issuers to hold onto it. “It makes you wonder if these entities are even talking to each other,” he said.

But coordination among the different European countries is an uphill battle, said Donald Ricketts, head of financial services at Fleishman-Hillard. “You don’t have a Timothy Geithner in Europe, you don’t have a European finance minister,” he pointed out. “There is not one set of European purse strings today.” 

And even if regulators desire in principle to work together, practical considerations come first. “There are various clubs and a lot of political fires to put out. When you have a fire the last thing you do is lean over the fence and chat with the neighbour about it,” Ricketts said. “Because of the speed of the decisions, there isn’t a lot of time to iron out the wrinkles before they get passed.”

Standardization Key To Securitisation Recovery?

03 Jun 2009

--Cristina Pittelli
Standardisation for securitisations has been a major theme in the European market, with policy makers, regulators and other market players insisting it will be a key to restoring investor confidence. The topic has been a greater issue in Europe than in the U.S. because the multi-jurisdictional nature of Europe has made standardisation harder to achieve. 

One securitisation player at the Global ABS 2009 conference in London suggested the deals should be structured and issued more like covered bonds to achieve standardisation. Just as covered bonds have clear rules on what can be taken into their cover pools and how they should be originated, so should different types of asset-backed securities, said Nico Trautwein, head of transaction management at Commerzbank. 

“Setting certain standards for bonds with clear definitions and rules will help build more trust with investors,” he said. “The types of deals that are out there now are by far too complicated, and vary too much from one deal to the next.”

But while the topic of consistency has been a common one, one player argued that too much of it may not be a good thing.

“The U.S. [securitisation market] is standardised, yes, but that also facilitated the production-line that it became, which contributed to the securitisation bubble,” said Will Davies, portfolio manager at Axial Investment Management. “In Europe, we benefited from an idiosyncratic market which ended up providing us some protection [throughout the credit crisis].”

Janet Oram, senior credit analyst with Barclays Global Investors said a compromise is necessary. “Innovation from one deal to the next is fine. It means more work for the investors, but that is fine. We just need more honest structures.”

European Markets New Source For Relative Value, Panelists Say

03 Jun 2009

-- Olivia Thetgyi
Investors should be eyeing the European asset-backed securities market for relative value compared to the U.S., according to speakers on a panel on finding relative value in illiquid markets. Having access to greater information can also give investors a leg up as far as value is concerned, they said. 

The secondary ABS market in Europe has lagged in terms of spread tightening compared to the U.S., where spreads have halved over the past six months. For example, while U.S. subprime asset-backed securities are trading with yields of around 10%, U.K. non-conforming residential mortgage-backed securities are still trading with yields of 15-18%, panelists said.

Even for bonds from the same issuer and the same program, just being euro-denominated makes those bonds trade at wider spreads than similar U.S. dollar denominated securities, said Swen Nicolas, v.p. of European ABS and MBS trading at Deutsche Bank. Nicolas said he had seen some U.S. accounts entering the European market just to take advantage of the difference in spread.

Investors can also take advantage of the difference in the amount of information about the bonds that are available between the two markets. “The European ABS markets suffer from a paucity of information. In European ABS, you’re trading on the back of a two-page investor report. People who have proprietary information have a big advantage,” said Shamez Alibhai, CIO of the ABS division at Cheyne Capital Management. 
While additional transparency is good, at some point having more information about the current state of assets can only do so much. “Transparency doesn’t predict the future,” said John Calabrese, managing director at Guggenheim Capital Markets in New York. He added that focusing just on relative value could be even more useful to investors. “The guys who have made the big money in this space have basically been outsiders. [John] Paulson suddenly decided to become the largest short in the subprime market and he made a killing. Those investors have the courage enough to put money to work in the kind of assets they needed… Sometimes you have to get away from the analysis paralysis.”

Andrew Bristow, fund manager at Threadneedle Asset Management, countered: “I’d rather be paralyzed than broke. If you don’t look at each asset and go down to the loan level, you will lose your money.”

Generally, the conference was far more topical than we have seen before. Many of the issues were raised in the past but are now receiving focussed attention. Uniformity of regulation of the industry is starting to take hold. 
In South Africa we have escaped the excesses of the industry in most other parts of the world. We have, however, not escaped the consequences of these excesses.  We will need to take cogniscence of the recurring calls for standardisation and transparency. The call for standardisation also relates to the standardisation of regulations. The South African Securitisation Forum will have to play a leading role in driving these initiatives with issuers, investors and regulators.
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