
THOMsON INTERNATIONAL FINANCING REVIEW



tl

l
l \

\

2l ifr special report I 2005

Erlltor: Keith Mullin
Edltor, thls report John Laubscher

Contrlbutots: Helen Bartholomew.
Helene Durand, Joti Mangat, Tim Skeet,
William Thornhill, Philip Wright

Co-ordlnator: Anna Farish

Hc.d of productlonr Clive George
IFR ploductlon managcn
Rebecca Scott

Cflent Scrvfces: +44 (O\2O 7369 7594
subscriptions(Qthomson.com

Subscrlptlon Salca
Europcan sales manager:
Roberto Chiarotti
London Gam Patel
Ash-Pecmc Marie Lee
l{cw York Christine Zamora

Advertlslng Sales
lsabelle Manevy, Gunnar Steven,
Leonie Welss, Marie Pierre Lehmann
Hong Kong Shahid Hamid
Ad productlon managGr3 Philip Berford

Assoclate publlsher Ann Worsley

ManaglnS dlractor David Hurst

LOI{X)1{ (Head Office)
Aldgate House, 33 Aldgate High Street,
London EC3N IDL
fel: +44 (O2O 7369 7180
Fax: +44 (O2O 7369 7482 (Editoriat)
Tel: +44 (0)20 7369 7382 (Sub Sates)
Tel: +44 (0)20 7369 7556/7544 (Ad sates)

1{ENI YORK
395 Hudson Street, New York, NY 1001 4
Tel: +1 2'12 807 50OO

HO]IG KO]IG
1 0,/F Gloucester ToweI The Landmark,
1 1 Pedder Street, Central, Hong Kong
Tel:+852 2533 5449
Fax +852 ?530 1872

TOKYO
Palaceside Buildin& sth floor, 1-1-'l
Hitotsubashi,
Chiyoda-ku, Tokyo, 1 00-0003, lapan
Tel: +81 3 5218 6678
Fax: +8 1 3 521 3 6652 (Editorial)
+81 3 5218 6653 Gd Sales)

SIlIGAPORE
80 Robinson Road, {t1 5-0O
Singapore 068 88 98
Tel: +65 6879 9899 Far +65 6323 6234
Tel: +65 6879 9820 Gd Sales)

tssN 0953 0223

Printed by Wyndeham Grange Ltd
@ Thomson Financial 2005
m.ifre.com

THOtvtSON

CONTENTS

4 The liquidity conundrum
The need to offer liquidity may have given rise to
the so-called "head-to-head" 

wholesale market,
but detractoE say it is antiquated and that
liquidity would be better served by improving
the broker market.

10 Globally covered
Toni Moss and ShideyJackson, founden of
independent advisory and market-positioning
firm EuroCatalyst, launched a think tank to
accelerate the development of European
mortgage markets in the context of
globalisation. How have things gone?

12 Gover pool scrutiny
The lrish system for asset cover pool monitoring
is held up as an exemplary model that would
seem to offer investors superior protection.

16 f umbo's 10th birthday
The jumbo covered bond market started life
10 years ago in Germany, and within five years,
15 deals had gained eligibility to trade on
the electronic MTS platform. After Germany
overcame concerns over its real estate sector
with a change of law, new jurisdictions came
on board in quick succession with their own
formats, bringing diversity and depth.

22 Overcollatera lisation
falling
Spanish cedulas overcollateralisation continues
to fall, and in the case of smaller savings banks
appears to be getting close to the legal minimum.
Should cedulas holden be concerned?

28 UK covered bonds
and the FSA
Earlier this year the FSA held a couple of
exploratory meetings, to sound out the banking
and mortgage industry on the 4"2 of asset
value soft cap to covered bond issuance, along
with a UCITS 22.4 compliant regime and the
preferential risk-weighting that it entails.

32 From Trafalgar to today
At a conference last year in Berlin, Tim Skeet
introduced a panel of German investors and
analysts with reference to an anniversary of a
significant event fought 200 years ago. Skeet
expands here on this historical perspective.

35 New markets,
new borrowers
The covered bond family continues to expand,
with new lurisdictions and borrowers coming
on stream.

39 Mutual respect
The UK's fourth largest mortgage lender and
seventh largest retail bank, Nationwide, is poised
to loin the UK covered bond market this year
with a €14bn issuance programme arranged
by Barclays Capital and Deutsche Bank

40 Abbey to revive
UK market
WiIh a 10.4% market share of mortgage stock,
Abbey is the UK's second largest mortgage
lende[ now owned by Spain's Banco Santander
Central Hispano. Any suggestion that its issuance
plans might signal the beginnings of cross-
border asset pools appear premature.

42 Alongtime coming
The inaugural covered bond from an ltalian
issuer certainly took its time. Over a year had
elapsed between the voting of the law allowing
for the segregation of certain assets and Cassa
Depositi e Prestiti's €1bn five-year transaction.
This did not make things any easier.

43 Finnishing touch
The jumbo family continues to grow as more
issuers seek to reap the benefits of putting
assets to work in an efficient manner that offers
the liquidity that investors crave. The Nordic
region has so far been notable by its absence,
although this is about to change.

44 No.11 scores
With its €1 bn 1O-year in February 2005, Banco
Pastor became the 'l 1th issuer of cedulas
hipotecarias. Recent methodological reforms
mean that Spain's lowest rated cedulas issuer
could soon loin the Triple A club.



i
I

lol ifr special report I ifre.com

Why does the futurc of European lend-
ing lie with servicing? Aren't other fac-
tors such as legislation, local practices
and customs important?
Because my professional background is in
non-performing loans, I will always look at
the risk/reward equation more cautiously
and regard servicing as the crucial link in
portfolio performance. European mortgage
markets are only as strong as their
servicing because that's where the
majority of costs and problems occur.

Servicing/administration is the bridge
between primary and secondary market
activities and is the vault where data is
ultimately stored. Servicers keep the
cumulative record that tracks relevant
details about the loan and related collateral
that in turn affects the collection of
payments. Future growth in European
markets will come from more high-risk
Ioans which require greater documenta-
tion and surveillance. This will finally
bring servicing to the foreflont in terms of
maximising growth, minimising risk and
recovering asset value.

tllhat will it take to get European
issuerc to improve inyestor reporting
and share portfolio Information? ls it
enough to allow t'he market to reward
those who share information and pun-
ish those who dont or should there
be a set of voluntary standards that
oblige companlesto adhere to uniform
standards?
Part ofthe problem ofsub-standard
investor reporting is the fact that some
issuers simply don't have the required
information. Most of their operations have
been decentralised - with decisions made
in the field and no systems in place to
streamline results to a centralised
repository. Their staffare narrowly focused
on pieces ofthe process, with no under-
standing of how the whole process works
and no incentive to learn it.

Management lacks the decision-making
structure and collaboration of knowledge
required to create a workable platform -
much less fund its cost. All European
markets need new lending platforms to
make the leap from legacy to leadership,
yet even technology providers are
unwilling to fund it without advanced
commitment fiom large clients.

One would hope that issuers voluntarily
enter the 21st century and meet the
investor reporting standards required by a
global marketplace. In lieu of volunteers,
regulators and rating agencies should
gauge standards to the highest common
denominators and not stoop to the lowest
no matter how much whining goes on.

INTERVIEW

Globallycovered
Toni Moss and Shirley
Jackson, founders of
independent advisory
and ma rket-positioning
firm EuroCatalyst,
launched a think tank in
2002 to accelerate the
development of Europea n
mortgage markets in the
context of globalisation.
I FR's William Thornhill
met up with them.

What exaClyr prompted you to
establish the think tank?
Although it is still difficult today, three
years ago it was impossible to discuss'pan-
European" mortgage markets even from a
basic organisational perspective. On the
primary side, markets were distinctly
national, with local champions heavily
vested in the differences oftheir products,
processes and practices. On the secondary
side, the entire industry - from lobby
groups to investment banks to rating
agencies - were divided over funding in a
way that would inevitably collide.

Few were looking at the complete picture
of the overall mortgage value chain, which
varies in form but not function throughout
the world. When discussed in the context of
globalisation, housing finance is an
oxyrnoron since housing is a fundamentally
local activity and its funding is increasingly
global. The question ofwhich one is more
likely to change tends to get people focused
on the real issues - an! this was urgently
missing fiom existing?iscussions on both
sides of the funding equation.

EuroCatalyst took on the challenge of
aggregating key players throughout the
value chain, while many trade organisa-
tions helped get member participation
ffom national markets. It was a historic col-
laboration that brought together all ofthe
players from all sectors in all of the
markets at one time - for the first time.

Whatwas the rcaction fr,om 2(Xl2 that is
beingplayedouttoday?
As expected, most on the Structured
Finance side at EuroCatalyst 2002 in Madrid
didn't understand what a covered bond was,
and those in covered bonds were visibly
disgruntled by sessions on securitisation -
citing its "insignificance" in the larger
picture of European mortgage funding.

Other than mortgage insurers, the rest of
the audience along the value chain were
intrigued - but puzzled - by the emphasis
on the integration of funding tools as the
foundation for a pan-European mortgage
industry and there was almost a universal
disinterest in the role of senricing.

The event was a steep learning curve for
everyone but it broke through the "closed

club" atmosphere that prevented the kind
of dialogue needed to move markets
forward, and everyone recognised that
something important had happened. \A/hat
we see today is a struggle to contain and
control the dialogue by those who have
been displaced or rendered irrelevant in the
wake ofchange.

How has the context of globalisation
changedcovered bonds?
The more economies globalise, the more
politics and regulation will localise to
rationalise the change. While "pure"

covered bonds have existed for centuries,
capital market innovation renders history
nothing more than nostalgia when others
have equal access to the same funding tools.

Challenges for covered bonds will come
from how they are defined -and more
importantly, what's been left out of that
definition; how they are regulated and by
whom; how they can be represented
through a single platform yet differentiat-
ed for investor appeal; and how market
making will evolve as the issuer base goes
global.

lllhat arc the defining characteristics
of t{re winners and losens in this race?
The winners are world-class and the losers
are local. World-class are players who focus
on their core strength and embrace change
by leveraging all knowledge and relation-
ships throughout a continually optimised
value chain. The losers will be those who
remain local and isolated due to an unwill-
ingness or inability to adapt to change
quickly enough.




