
 

 

The European ABS Market 
A Week in Review: 02 – 12 June 2008
 

The European ABS market was little changed last week as market participants gathered at the Global ABS 
conference in Cannes. Investors focused on macroeconomic data, particularly inflation, as trading was muted for 
May’s month end. 

As we have noted previously, drastic changes in monetary policy at the Federal Reserve and the Bank of England 
during the last nine months have put upward pressure on inflation rates. The liquidity crisis still looms with Libor and 
Euribor largely above central bank rates. Contracting alongside such pressures, the Halifax Housing Index showed a 
month-on-month decrease of 2.4% and a year-on-year decrease of 3.8%, confirming the Nationwide index measure of 
two weeks ago.  

Our weekly analysis of the market’s biggest movers showed signs of weakness as losers outweighed gainers in terms 
of the magnitude of spread change for the first time in three months. 

 

 

 

 

 

 

 

CLOs accounted for the majority of the deals priced in the primary market. 
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Secondary market volatility remained light despite the month end, as ABS investors focused deeply on ABS issuer 
financial statements. A clear understanding of an issuer’s financial condition is the key to knowing whether or not a 
deal will be called when, in general, 10% of the pool is remaining. 

Call risk is mainly affecting securities rated below AAA. In terms of pricing at the current market spreads, duration is of 
key importance, showing securities with longer average lives are typically cheaper. Buyers are assessing these 
cheaper long-dated bonds for bargains. Investors are focusing to a larger extent on the possibility of investments 
being called at cleanup. 
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Central banks are expected to increase main rates to combat the rise in inflation alongside the housing slump. While 
this would be welcome in the debt capital markets, some would view it as weak monetary policy and allege that 
central bankers are more concerned about the present than the future. 

The Bank of England is feeling the weight of this credibility issue because it cut rates when UK year-on-year housing 
price growth was still positive and delinquencies and downgrades were limited. A rate hike without further action 
would help contain inflation but worsen the situation in the UK housing market. 

The only solution that has tightened spreads and helped banks finance mortgages on both sides of the Atlantic has 
been the expansion of repo programs. By increasing the amount of funding available and by expanding it to lower 
rating levels (AAA/AA), central banks could encourage risk taking, manage the liquidity crisis and use their main rates 
to fight inflation. 
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