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Robust securitisation markets
María Abascal / Rosa Gómez Churruca

Policy options to transform securitisation in the EU
As previously announced in April, the Bank of England (BoE) and the European Central Bank
(ECB) have jointly issued a discussion paper on possible ways to achieve a better functioning
securitisation market in the European Union, which could complement other long-term
wholesale funding sources for the real economy. The discussion paper provides a more in-depth
analysis of the potential benefits and current hurdles, flagged in the joint paper previously
released, and goes into detail on the possible policy options that authorities could consider to
overcome the current shortcomings. Comments are welcome until 4 July.

Revitalise a robust securitisation market
Authorities should get involved. Initially to decide and apply the appropriate policies, to lend
credibility and to maximise the potential benefits of this indirect funding channel, and then on a
permanent basis, to help prevent the emergence of practices that do not adhere to standards
conducive to financial stability.
Desirable properties of robust securitisation markets include a stable investor base, i.e. not
excessively leveraged or dependent on short term funding. Equally, securitised assets should be
linked to the real economy, and simple and transparent structures should be used in order to facilitate
the risk assessment of interested parties and to minimise model risks.

Policy options to be discussed
Define “qualifying securitisations”. Development of high-level principles to be applied to an entire
transaction, and not only to individual tranches, to identify ABSs that are simple, structurally robust
and transparent. This standardisation would promote improved secondary market liquidity.
Revise regulatory treatment. “Qualifying securitisations” could deserve preferential treatment in
relation to regulatory capital treatment, haircuts applied in central bank liquidity operations and other
regulations, in order to promote the right incentives for investors and originators.
Further harmonisation across the EU of data availability and standardisation of disclosures.
Development of credit registers that provide details of loan performance beyond those assets
backing securitisation would provide additional transparency. This could be important for SME loans,
helping investors to develop their own credit models.
Development of benchmark indices of borrower, loan and tranche performance, to assist issuers in
structuring transactions and investors in assessing risk.
Credit rating agencies to publish additional information to complement the overall rating, to allow
investors greater understanding of the impact of sovereign and ancillary facilities (swaps, bank
accounts) and rating caps on ABS ratings.
Possibility of securitisation vehicles accessing bank accounts that fall outside the account
provider’s insolvency estate to support the provision of ancillary facilities.
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Preliminary assessment
Positive contribution to the path initiated by the European Commission, and announced in its
communiqué of 27 March on Long-Term Financing, that recognised the important role to be played by
high quality securitisation as a key instrument in reviving funding to the real economy and, particularly,
to SMEs.
The short period envisaged for comments, even if demanding for the parties involved, is positive as
it allows fast decision-making on the most appropriate policy actions.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of
any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an
appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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