
ABS

At the height of the global financial crisis, insurance company investors withdrew from  
the securitised debt market and sold down their asset-backed securities (ABS) holdings.  
But a decade on, new regulation offers the potential for securitised debt to re-emerge  

as an attractive investment opportunity for Solvency II-regulated insurers,  
believes James King, Fund Manager at M&G Investments.
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new rules, new opportunities: 

In the wake of the crisis, insurance 
companies reduced ABS exposure in 
their portfolios, concerned by lack of 

confidence in the underlying assets 
that underpinned the securitisations. 
their withdrawal accelerated with the 
announcement of revised Solvency II 
legislation, effective January 2016, 
which classified securitisations into 
type 1 and type 2 and imposed 
punitive capital requirements on 
insurers investing in most of the asset 
class in response to its perceived risk. 

three years on, however, in January 
2019 the securitisation market received 
a welcome boost from the introduction 
of the Simple, transparent and 
Standardised (StS) securitisation 
framework, designed to strengthen 
investor confidence in senior, high-
quality european ABS. It is hoped that 
this will enable insurers who have 
waited on the sidelines for some time 
to re-engage with the asset class.

new regulation encourages  
re-engagement with aBs
the new regulation sets out a general 
framework for securitisation. It also 
creates a specific framework for StS 

securitisations, which benefit from 
preferential capital treatment for 
insurers, banks and investment firms. 

StS aims to provide more 
consistency across investor types by 
replacing existing requirements with 
respect to insurers, Alternative 
Investment Funds and banks investing 
in securitised products, and introducing 
new requirements for UCItS and 
pension funds. 

It also introduces a single set of 
regulatory requirements for investors’ 
due diligence, as well as a direct 
requirement for risk retention and data 
transparency obligations on originators, 
sponsors or original lenders for new 
transactions. Institutional investors 
wishing to invest in securitisations will 
have to verify certain features and carry 
out specific due diligence activities. 
this includes thorough due diligence 
on the robustness of each individual 
transaction and brings the originator, 
sponsor and/or original lender into the 
scope of the investigations.

For insurers, securitised debt has the 
potential to offer compelling benefits 
including diversification from and a 
“complexity premium” over public bonds; 

secured, floating-rate returns; and 
liquidity, particularly at the senior end 
of the capital structure. they are secured 
by the cashflows of identified pools of 
assets in a variety of sectors, the largest 
asset class being residential mortgages.

StS securitisations now also offer 
Solvency II-regulated insurers access to 
certain senior securitised debt at lower 
capital charges than the former high 
quality ‘type 1’ ABS, and far preferable 
to the old ‘type 2’ securitisations, as the 
chart below shows. Capital charges on 
the new StS securitisations are now 
similar to those on corporate bonds of 
comparable credit risk. 

market fundamentals support 
favourable outlook
we see value in both investment grade 
european ABS, and selectively in non-
investment-grade bonds. yield spreads 
across european ABS generally remain 
significantly elevated, above pre-crisis 
levels, despite significant tightening in 
other credit markets and a generally 
robust actual credit performance of 
these bonds since the crisis. 

we believe current spread levels are 
not warranted by fundamentals in the 

A return to European ABS for insurers?



ABS

ABS market, given resilience in housing 
and commercial property markets in 
both the UK and mainland europe, and 
we view spreads currently available as 
attractive for investors. Issuance in early 
2019 was muted as the regulation on 
StS was not fully finalised until March. 
Demand greater than supply has 
exerted some downward pressure on 
spreads, but as the market becomes 
more comfortable with the StS concept 
there is some expectation that issuance 
will accelerate in the second half of 2019. 

ABS remain attractive to insurance 
investors and not just because yield 
spreads have increased. UK consumer 
risk offers value as Brexit downsides 
appear to be overpriced in our view. 
resilience of deals appears strong, with 

robust documentation helping to reduce 
impairment risks, while underlying 
collateral defaults remain low. 

From a risk-return perspective, both 
market opportunities seem compelling 
to us compared to other mainstream 
fixed income assets. the improvements 
in disclosure on the underlying assets 
and the greater robustness of deal 
structures than was commonplace prior 
to the crisis further support the 
market’s attraction. 

In association with 

    we see value in both 
investment grade 
european ABS,and 
selectively in non

investment-grade bonds. 
yield spreads across 

european ABS generally 
remain significantly 

elevated

For Investment Professionals only.
The value of a fund’s assets will go down as well as up. This will cause the value of your investment to fall as well as rise and you may get back less than you 
originally invested. This document reflects M&G’s present opinions reflecting current market conditions. They are subject to change without notice and involve 
a number of assumptions which may not prove valid. Past performance is not a guide to future performance. The distribution of this document does not 
constitute an offer or solicitation. It has been written for informational and educational purposes only and should not be considered as investment advice or 
as a recommendation of any security, strategy or investment product. Reference in this document to individual companies is included solely for the purpose of 
illustration and should not be construed as a recommendation to buy or sell the same. Information given in this document has been obtained from, or based 
upon, sources believed by us to be reliable and accurate although M&G does not accept liability for the accuracy of the contents.
The services and products provided by M&G Investment Management Limited are available only to investors who come within the category of the Professional 
Client as defined in the Financial Conduct Authority’s Handbook.
M&G Investments is a business name of M&G Investment Management Limited and is used by other companies within the Prudential Group. M&G Investment 
Management Limited is registered in England and Wales under number 936683 with its registered office at 10 Fenchurch Avenue, London EC3M 5AG. M&G 
Investment Management Limited is authorised and regulated by the Financial Conduct Authority.

Source: M&G, eIOPA, as of 1 January 2019. Based on spread risk for securities with five-year duration

solvency Capital ratios of sts securitisations vs former type 1 and type 2


