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Securitisation and SME lending. A CSFI round-table discussion with 
Richard Hopkin (AFME), Ramnik Ahuja (Bank of England), Hugh Savill (ABI),  

Monique Ebell (NIESR) and Andy Davis (Prospect). 
 

Held on Monday, October 13, 2014, from 12:30-2:15pm. 
At the London Capital Club, 15 Abchurch Lane, London, EC4N 7BW. 

 
 
Context 
 
The ABS market peaked in Europe before the crisis, with a total of $1.2 trillion in new 
ABS issuance in 2008. By 2013, total new issuance was only $239 billion. 
 
The Eurozone economy is now facing a prolonged period of low, or non-existent, 
growth, and subdued bank lending has been held up as one of the culprits. 
 
Mario Draghi, ECB president, first raised the possibility of reviving the market in 
asset-backed securities at his monthly press conference in May 2013. Since then, 
the ECB has made around twenty public comments expressing an interest in 
facilitating greater securitised lending. These have proved to be more than mere 
words: at the beginning of October, Draghi announced that the ECB would begin 
buying loans, re-packaged as asset-backed securities, in the final quarter of the 
year. The action is intended to clear space on bank balance sheets, thereby 
encouraging more lending to supposedly credit-starved SMEs. It was noted in the 
discussion that securitised lending does not enable the raising, but rather the 
recycling, of capital. 
 
While the UK economy is experiencing relatively healthy growth, the Bank of 
England, via a joint discussion paper with the ECB issued in May 2014, has also 
shown an interest in re-energising the market for securitised lending to SMEs (non-
financial corporate borrowing in the UK remains 14% below its pre-crisis peak).  
 
Definition of SME 
 
„SME‟ encompasses businesses of markedly different sizes, and they tend to be 
idiosyncratic. This makes it difficult to standardise loans to them. Securitisation 
works best where the underlying assets have similar risks and payoffs.  
 
Stigma 
 
Asset-backed securities were heavily implicated in the 2008 financial crisis. The 
stigma attached to them, however, is not necessarily a fair reflection of their track 
record in Europe. The BoE/ECB May discussion paper cited an analysis by Standard 
& Poor‟s, which showed that “the cumulative default rate on European consumer-
related securitisations, including SME CLOs, between the start of the financial 
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downturn in July 2007 and Q3 2013 has been only 0.05%.” The default rate for 
securitised US loans (including subprime loans), by comparison, was 18.4%.  
Securitisation is a financing tool for all seasons. 
 
Supply 
 
Why is the supply of securitised loans in the European market so low? Two major 
reasons cited were low interest rates and ease of access to central bank liquidity.  
ABS (especially securitised SME loans) are complex instruments that consume time 
and expertise. The present funding environment, with easy access to cheap funding 
from central banks, acts as a disincentive for banks to turn their resources in this 
direction. 
 
Basel III and Insolvency II capital and liquidity rules were highlighted as another 
major set of barriers.  Lower capital charges, and more ABS securities included in 
the liquidity buffer (and at a lower haircut), would lower the regulatory hurdles.   
 
New avenues of unsecured lending may also be reducing the pressure on banks to 
find ways of increasing their lending to SMEs (e.g. through securitisation). SMEs, 
especially small and micro businesses, are making greater use of peer-to-peer 
platforms and other sources of alternative finance. An unknown portion of micro-
SME financing is „hidden‟ within residential mortgages, auto loans and credit cards 
debts. 
 
Investor Interest 
 
This remains the major unanswered question for proponents of a larger European 
securitisation market – namely, why would investors want to buy these ABS? AFME 
argues in its paper on ‘High quality securitisation for Europe’ that “securitisations 
backed by European receivables have performed well during the crisis, from both a 
credit and price perspective”. AFME estimates that, given necessary changes to the 
regulatory environment, approximately €200-300bn or more of funding could be 
provided through securitisations sold to third party investors”. 
 
Standardisation and improved transparency were held up as necessary steps for 
improving investor confidence in securitised SME loans. It was noted, however, that 
the level of transparency is limited by an intrinsic informational asymmetry. SME 
loans involve a large element of judgment on the part of the bank (e.g. assessments 
about the strength of the business plan, or quality of the management). Investors are 
unable to access this information, and thus cannot fully assess the strength of each 
underlying asset in the pool. This creates an opening, at least in theory, for banks to 
exploit, although the minimum 5% retained exposure may counterbalance this risk. 
That said, greater transparency can only address the risk side of the equation; 
investor interest will remain suppressed in a low-yield environment. In the end, SME 
lending is a relationship business – not just for the initial credit assessment, but also 
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for subsequent management of the loan. It is “hard graft”, and difficult to package up 
and pass on. 
 


