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28 UK covered bonds
and the FSA
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Earlierthis year the FSAheld a coupleof
exploratorymeetings,to sound out the banking
and mortgage industry on the 4"2 of asset
valuesoft cap to coveredbond issuance,along
with a UCITS22.4 compliantregimeand the
preferentialrisk-weightingthat it entails.
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32 From Trafalgarto today
At a conference last year in Berlin,Tim Skeet
introduced a panel of German investorsand
analystswith referenceto an anniversaryof a
significantevent fought 200 yearsago. Skeet
expandshere on this historicalperspective.
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35 New markets,
new borrowers
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The coveredbond familycontinuesto expand,
with new lurisdictionsand borrowerscoming
on stream.

Assoclate publlsher Ann Worsley

The UK'sfourth largestmortgagelenderand
seventh largestretail bank, Nationwide,is poised
to loin the UK coveredbond marketthis year
with a €14bn issuanceprogrammearranged
by Barclays
Capitaland DeutscheBank
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39 Mutual respect
4 Theliquidityconundrum
The need to offer liquidity may have given rise to
the so-called"head-to-head"
wholesalemarket,
but detractoEsayit is antiquatedand that
liquiditywould be better servedby improving
the broker market.

10 Globallycovered
Toni Mossand ShideyJackson,
founden of
independentadvisoryand market-positioning
firm EuroCatalyst,
launcheda think tank to
acceleratethe developmentof European
mortgage markets in the context of
globalisation.
How havethings gone?

40 Abbey to revive
UK market
WiIh a 10.4%market shareof mortgage stock,
Abbey is the UK'ssecond largestmortgage
lende[ now owned by Spain'sBancoSantander
CentralHispano.Any suggestionthat its issuance
plansmight signalthe beginningsof crossborderassetpoolsappearpremature.

42 Alongtime coming

12 Goverpool scrutiny

The inauguralcoveredbond from an ltalian
issuercertainlytook its time. Overa year had
Thelrishsystemfor assetcoverpoolmonitoring
elapsedbetweenthe voting of the law allowing
is heldup asan exemplary
modelthatwould
for the segregationof certain assetsand Cassa
seemto offerinvestors
superiorprotection.
Depositie Prestiti's
€1bn five-yeartransaction.
This did not make things any easier.

16 f umbo's10th birthday

The jumbo covered bond market started life
10 yearsago in Germany,and within five years,
15 dealshad gainedeligibilityto trade on
the electronic MTSplatform.After Germany
overcameconcerns over its real estate sector
with a changeof law,new jurisdictionscame
on boardin quick successionwith their own
formats,bringingdiversityand depth.

43 Finnishingtouch
The jumbo familycontinuesto grow as more
issuersseek to reap the benefits of putting
assetsto work in an efficient manner that offers
the liquiditythat investorscrave.The Nordic
regionhas so far been notableby its absence,
althoughthis is about to change.
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22 Overcollateralisation
falling
Spanishcedulasovercollateralisation
continues
to fall,and in the caseof smallersavingsbanks
appearsto be gettingcloseto the legalminimum.
Shouldcedulasholden be concerned?

44 No.11scores
With its €1bn 1O-yearin February2005, Banco
Pastorbecamethe 'l 1th issuerof cedulas
hipotecarias.
Recentmethodologicalreforms
mean that Spain'slowestratedcedulasissuer
could soon loin the TripleA club.
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Globallycovered
Whatwas the rcaction fr,om 2(Xl2 that is
ToniMossandShirley
beingplayedouttoday?
founders
of
As expected,most on the Structured
Jackson,
Financesideat EuroCatalyst2002in Madrid
independent
advisory
didn't understandwhat a coveredbond was,
and
those in coveredbondswere visibly
andmarket-positioning disgruntled
by sessionson securitisationfirm EuroCatalyst,
citing its "insignificance"in the larger
picture of Europeanmortgagefunding.
launched
a thinktankin
Other than mortgage insurers, the rest of
the audiencealong the value chain were
2002to accelerate
the
intrigued - but puzzled- by the emphasis
on
of funding tools as the
development
of Europea
n the integrationpan-European
foundation for a
mortgage
mortgagemarketsin the industry and there was almost a universal
in the role of senricing.
contextof globalisation. disinterest
The event was a steeplearning curve for
everyonebut it broke through the "closed
IFR'sWilliamThornhill
club" atmospherethat preventedthe kind
of dialogueneededto move markets
met up withthem.
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What exaClyr prompted you to
establish the think tank?
Although it is still difficult today, three
yearsagoit was impossibleto discuss'panEuropean" mortgage markets even from a
basic organisational perspective.On the
primary side, markets were distinctly
national, with local champions heavily
vestedin the differencesoftheir 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.
Fewwere looking at the complete picture
of the overall mortgagevalue chain, which
variesin form but not function throughout
the world. When discussedin the context of
globalisation,housingfinanceis an
oxyrnoron sincehousing is a fundamentally
local activity and its funding is increasingly
global.The question ofwhich one is more
likely to changetends to get peoplefocused
on the real issues- an! this was urgently
missing fiom existing?iscussionson both
sidesof the funding equation.
EuroCatalysttook on the challenge of
aggregatingkey players throughout the
value chain, while many trade organisations helpedget member participation
ffom national markets.It was a historic collaboration that brought together all ofthe
players from all sectorsin all of the
markets at one time - for the first time.

forward, and everyonerecognisedthat
somethingimportant had happened.\A/hat
we seetoday is a struggleto contain and
control the dialogueby thosewho have
been displacedor renderedirrelevant in the
wake ofchange.

How has the context of globalisation
changedcovered bonds?
The more economiesglobalise,the more
politics and regulationwill localiseto
rationalisethe change.While "pure"
coveredbondshaveexistedfor centuries,
capitalmarket innovation rendershistory
nothing more than nostalgiawhen others
haveequalaccessto the samefunding tools.
Challengesfor coveredbonds 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 differentiated for investorappeal;and how market
making will evolve as the issuerbasegoes
global.
lllhat arc the defining characteristics
of t{re winners and losens in this race?
The winners are world-classand the losers
are local.World-classare playerswho focus
on their core strength and embracechange
by leveragingall knowledge and relationships throughout a continually optimised
valuechain.The loserswill be thosewho
remain local and isolateddue to an unwillingnessor inability to adapt to change
quickly enough.

Why does the futurc of European lending lie with servicing? Aren't other factors such as legislation, local practices
and customs important?
Becausemy professionalbackgroundis 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
marketsare only as strongastheir
servicingbecausethat's where the
majority of costsand problems occur.
Servicing/administrationis the bridge
between primary and secondarymarket
activities and is the vault where data is
ultimately stored.Servicerskeepthe
cumulative record that tracks relevant
detailsabout the loan and relatedcollateral
that in turn affectsthe collection of
payments.Future growth in European
markets will come from more high-risk
Ioanswhich requiregreaterdocumentation and surveillance.This will finally
bring servicing to the foreflont in terms of
maximising growth, minimising risk and
recoveringassetvalue.

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 punish those who dont or should there
be a set of voluntary standards that
oblige companlesto adhere to uniform
standards?
Partofthe problem ofsub-standard
investor reporting is the fact that some
issuerssimply don't havethe required
information. Most of their operationshave
beendecentralised- with decisionsmade
in the field and no systemsin placeto
streamlineresultsto a centralised
repository.Their staffare narrowly focused
on piecesofthe process,with no understandingof how the whole processworks
and no incentiveto learn it.
Managementlacksthe decision-making
structure and collaboration of knowledge
required to create a workable platform much lessfund its cost.All European
marketsneednew lending platformsto
make the leap from legacyto leadership,
yet even technology providers are
unwilling to fund it without advanced
commitment fiom largeclients.
Onewould hope that issuersvoluntarily
enter the 21stcentury and meet the
investor reporting standardsrequired by a
global marketplace.In lieu of volunteers,
regulatorsand rating agenciesshould
gaugestandardsto the highestcommon
denominatorsand not stoopto the lowest
no matter how much whining goeson.

