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Securitisation sets
flight path to minimise
turbulence

The Australian and New Zealand securitisation sector has grown significantly
in recent years, driven by a proliferation of nonbank lenders. With rates

rising for the first time in years and an economic downturn on the horizon,
the market is readying itself for ongoing challenges. But participants at the
Australian Securitisation Forum’s annual conference, which attracted a record
attendance to Sydney at the end of 2022, say the industry is well positioned
to manage them.

JONATHAN KEARNS RESERVE BANK OF AUSTRALIA

“Several factors support the outlook

[HEASF S . for RMBS collateral. Housing prices
HmsmmN hers may have declined but they are still 20
4 e er cent higher than they were prior

) ' p t higher than they p

[ ]22 4 to the pandemic. The unemployment

rate is starting from its lowest level in
about 50 years. Arrears rates are also
at record lows.”

SARAH SAMSON NATIONAL AUSTRALIA BANK

“Last year started well but became a
rollercoaster due to a combination of

the war in Ukraine, rapidly rising inflation
across the globe, rising interest rates and
the ongoing and lingering effects of the
pandemic. Despite this, Australian issuers
were able to raise more than A$30 billion
of RMBS and A$6 billion in ABS.”
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ANDREW CHEPUL COLUMBUS CAPITAL

“Investor composition has changed: low-rated
tranches are harder to place but quite a few

senior investors that were on the sidelines

have come back into the market. Many Asian

investors are also participating and the

European bid is there - just to a lesser extent.”

MILES DRURY PLENTI

“We executed our second auto deal in the
middle of 2022 and the main challenge
was market volatility in general rather than
specific investor support. We responded
with a lot more pre-engagement with
investors, and we had two ratings and risk
retention requirements - which wasn't the
case previously.”

NEIL CALDER
EUROPEAN BANK FOR RECONSTRUCTION AND DEVELOPMENT

“The UK sell-off was a major coughing out of
assets but it was idiosyncratic to the UK - the
market knew it was not a systemic problem so it
was keen to bid. Similar BWICs after the financial
crisis suffered from a lack of information, but
this time we had it. We were able to bid with

a degree of confidence.”

RENEE ROBERTS
AUSTRALIAN PRUDENTIAL REGULATION AUTHORITY

“While the prudential framework has
served Australia well, there comes a time
when every building needs renovation.
The ground under our prudential
architecture is constantly shifting, with
modified elements of the framework
and built additions responding to a wide
range of external developments.”
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CAROLINE DUNLOP AVANTI FINANCE

“Households have strong balance sheets and unemployment
is still at a record low, which means borrowers can still
service their debt. Arrears are low across all our products,
although we are seeing signs of an increase. The outlook is
coloured by the fact that the Australian and New Zealand
reserve banks appear to have different hiking profiles.”

SIMON PETRIS
REVOLUTION ASSET MANAGEMENT

“A lot has been made about
the savings rate being quite
high through COVID-19, but
the million dollar question is
how savings are dispersed
and what the situation is
specifically with marginal
borrowers. This is yet to play
OUt we VV||| see What happens ILYA SEROV MOODY'S INVESTORS SERVICE

on this frontin 2023 “Arrears for auto ABS and RMBS are at record lows, and

the performance of the Australian asset portfolio has
continued to be fairly good through COVID-19 and now the
higher interest rate environment. There have been very few
downgrades and a significant amount of upgrades as losses
have not materialised.”

MALCOM ROBERTS
PRODUCTIVITY COMMISSION

“Household savings are
substantial and there is
capacity to absorb rate
increases. How long this
lasts will be interesting.
We know people will do

everything they can to
avoid losing the family
home and we haven't seen
discretionary spending
change just yet. Overall,

it is very early days.”
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ROBERT MATIUK BNY MELLON

“There has been significant growth in
securitisation over the last 10 years,
specifically from the nonbank sector.
Technology has played a part in this
expansion, but at its core securitisation
provides consumers and businesses
with more choice.”

Australian
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DEBBIE LONG ANGLE FINANCE

“Ultimately, we are price takers so we

need to be able to increase our pricing to
meet the market. This means liquidity is

an ongoing priority in our growth strategy.
Managing a fixed-rate portfolio in a rising
rate environment poses some challenges
but we have benefited from a book that has
been in runoff and, with strong origination
volume, we have been able to increase
pricing on a regular basis.”

CAMERON SMALL SHIFT

“Some lenders exited the market during the
Melbourne lockdowns as their diminished
visibility decreased their willingness to lend.
We had data, which made all the difference.
The opportunity for us will be similar in
2023: we can see from our book that SMEs
have typically built up solid cash buffers. A
lot of views on the economy are built on
misconceptions.”
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NATHAN WALSH ATHENA

“We are playing in prime mortgages against some of the
largest organisations in the country, so technology is
ultimately about how we build an advantage. This means
how we use technology to increase efficiency and deliver
great experiences in the origination process, and also deliver
high-quality portfolios for funders at the other end.”

JON ALDER PERPETUAL DIGITAL YANIR YAKUTIEL LUMI

“The low interest rate “Coming out of COVID-19,

environment and housing we were aware of the

boom helped drive known unknowns and we
STEPHEN MARTIN CIP ASSET MANAGEMENT  jnnovation in the origination MaENVERIg(eRTeR =laieI@aRER (=Y
p L . . process to increase the unknown unknowns. We
f\évceu;?rlwgkolr:] \Eﬁset%%\év'c'ilaclzg ler;fgih efficiency of credit risk adjusted credit standards
of issuers in 2023. Innovative assessments. As the cost and, given our book'’s tenor
technology is important of capital rises in a slowing is quite short, we were able
especially as it pertains o housing market with [l to recalibrate very quickly.
credit decisions and collections leveraged borrowers, we will - Elsleelglelgiyeelypllgl-gClitlg
heading into a likely weaker see digital transformation the end of 2020 through

in the middle and back 2021 and 2022 have

Mmacroeconomic environment -
but it is no substitute for a strong
balance sheet”

office through the adoption  [Ree]a\VElg={=le AW oTI=ANY]
of digital-first operating expected them to be.”
models.”
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STEPHEN MAGAN |.P. MORGAN
NICOLA DONDI GOLDMAN SACHS

“Lead managers are focused on minimising
execution risk, which really boils down to three
basis points for triple-A tranches things: deal size, soft sounding and the launch

throughout 2022. There has been a process. We might launch with a deal size of
fair amount of volatility and spread A$300-500 million where, a year ago, larger size
widening, in some cases causing was much easier. The soft-sounding process
N BTN Sl S also totally different. We wall cross as many
and driving caution overall.” investors as we can prior to the mandate

: announcement and most of the tranches need
to be locked up before the deal is announced.”

“US benchmarks and consumer
ABS widened by double-digit

TALLY DEWAN COMMONWEALTH BANK OF AUSTRALIA

“"We are seeing dynamics changing across the short-term market. Banks have started issuing
quite a bit of short-term funding and they are likely to continue, to help get through the two big
TFF maturity humps. At the same time, they must buy a lot of government and semi-government
bonds. As a result, EFPs widened significantly toward the end of 2022 and we are seeing
significant competition in the deposit market.”
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FELICITY EMMETT ANZ
PETER RIEDEL LIBERTY FINANCIAL

“We expect the cash rate to go to 3.85 per

cent by May 2023 and the risk is that the RBA
goes higher. We expect inflation to peak in

the December quarter of 2022 - after which

; " ; . > headline CPI'should slow considerably, helped
S LR PO SCUCINES RO 1) sUpply-side factors. But getting inflation back

bR CEEEIVE NN TSI (o the RBA'S target band will not happen until
investors in a very efficient manner. late 2024 or early 2025

“Our approach to investor engagement is
largely unchanged. It is also important to
expand the investor base. Shifting from
physical to virtual investor updates has

LOUIS KUIJS S&P GLOBAL RATINGS

“Inflation is no longer just about energy prices and other external shocks. It is about domestic
dynamics: firms trying to pass on their elevated costs and workers trying to recoup some of their
real income losses. They are able to do this at the moment because of very strong labour market
conditions. Our view is that the labour market story will remain the key input.”
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PABLO CASTRO BLOOMBERG

“Global securitisation markets were deeply
affected by interest rate moves in 2022. This
had a big impact on market volatility and
provided a backdrop for issuance markets.
The second half of 2022 was considerably
less active than the corresponding period
the previous year.”

EMILY DABBS BIS OXFORD ECONOMICS

“The consumer story may be tough in 2023.
We saw a big drop in department store
spending and other discretionary items

in 2022, which we expect to continue into
2023. The labour market is doing well and
households have considerable savings, but
we are seeing more pressure from things
like higher rent and food prices.”
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JOHN O'CONNELL DEUTSCHE BANK

“In 2022, close to half of allocations from Australasian trades
we were mandated on went to offshore investors, whereas
slightly less than one-third went offshore in 2021. This
reflects the improved relative value Australian securitisations
offer to overseas investors, coupled with reduced issuance in
the US and Europe.”

< ANN TRAN MUFG SECURITIES

“US investors are still comfortable with the performance
of US issuance. It is holding strong from a loss perspective
and in fact we are seeing normalisation there. Investors
are focusing on technicals: CPI data, how aggressive the
Fed has been and will continue to be, and how bonds will
perform as they face accelerating redemptions.”

TAKEHIRO YAMAMIYA
SOCIETE GENERALE

“The biggest problem
with Australian ESG RMBS
is lack of volume. If we
continue to see just one-
off deals, it is quite hard
for Japanese investors to

go through their approval
processes. With a more
consistent market there
will be more interest,
because investors can
categorise it as a stable
investment.”




HUGH NORTON WESTPAC INSTITUTIONAL BANK.
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“Securitisation is starting to look very attractive for many local investors. It is hard to see
nonbank prime deals printing much wider than they are now - the structures wouldn't work
- so originators may need to slow their originations. This could feed through to lower supply,
which would help support a stronger bid. Breakevens are looking a lot more attractive at
these wider levels.”

JENNIFER HELLERUD RBC CAPITAL MARKETS

“Good overall issuance volume

in 2022 really belies a lot of the
challenges in getting transactions
to market. A great deal of work
has been done by issuers to get
deals on screens, including a lot of
pre-placement activity, club-style
arrangements and lead-manager
support. We have also seen smaller
deals, which has minimised
execution risk.”
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FABRICE GUESDE NATIXIS

“In some ways, nonbanks have turned into
asset managers - and | think the future of
the business is to be able to manage assets
as well as having the capacity to originate
and fund them. In 3-5 years, we will see
more regular and predictable flows - and in
this sense the ability to morph into an asset
manager will be a significant evolution for
the nonbanks.”
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ANDY ARMSTRONG CHALLENGER INVESTMENT MANAGEMENT

“Smaller debt investors can find it difficult to
create genuine change with respect to ESG.
This is not the case in whole loans, where we
have more control over borrower outcomes.
There are also opportunities to work with
lenders to create innovative sustainability-
linked products that may not suit standard
securitisations.”

LAUREN HOLTSBAUM
COMMONWEALTH BANK OF AUSTRALIA

“The lack of a single clear standard
across products and regions, as well

as confusion on the available metrics,
makes it difficult for investors to access
ESG securitisation opportunities. There is
therefore a drive toward standardisation
in reporting.”




Australian
Securitisation
Forum

CHRIS STANKOVSKI FITCH RATINGS
BEN MORGAN COMMONWEALTH BANK OF AUSTRALIA

“If climate events continue to occur in areas that
have been hit in the past, lenders will typically have
policies in place that limit exposure to affected
arears and manage the risk through minimising
portfolio exposure. If the affected areas change
over time, especially if it happens quickly, lenders
will need to adjust their credit appetite to these
new emerging risks, otherwise they might have
larger exposures in new flood or fire areas.”

“There will not be a green home loan
market in five years’ time - it will just
be ‘the market'. Change is slow but
the path has been laid out now, and
we are all on it and moving forward.
We are using our products to get
capital invested early and get payoffs
sooner.”

DAVID JENKINS NATIONAL AUSTRALIA BANK

“Industry-wide, there is certainly an acceptance of climate risk and there will continue to
be growth in engagement. Leading up to the federal election — and subsequently - there
was broad partnership and a sense of collaboration to address some of the challenges,
the biggest and most obvious being the collection of data and its accessibility.”
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FIONA GAAL ANZ VLAD ZLOTNIKOVS MOODY'S ANALYTICS

“The Australian auto industry is “Multiple factors have been at play in supporting
changing and this will influence global auto ABS markets. The significant supply
the collateral in auto ABS going chain issues prevalent in all jurisdictions have
forward. In particular, consumer propped up prices for new and used cars,
interest in EVs and the switch from government support has benefited securitisations,
internal combustion engines could most auto loan products are fixed rate, and
represent a significant change and investors have been keen for shorter-dated

an opportunity - if supply can meet instruments. All in all, auto ABS has performed
demand.” very well.”

GUY VOLPICELLA WESTPAC BANKING CORPORATION

“The loans we wrote that went through the financial crisis did fairly well. Between then and now,
regulations and standards have become even more stringent. We are writing better quality loans
today so, from our perspective, we are going into this period of uncertainty in the best shape we
have ever been in from an asset quality and a balance sheet perspective.”

PENNY DELL ANZ

“New Zealand's mortgage market is in a good place as
we head into uncertainty. House prices have declined by
about 12 per cent over 2022 and our economists expect
a 22 per cent decline, peak to trough. But our loan books
are in a good place - LVR rules have been in place for a
long time and this is when the benefit of stringent rules
comes to fruition.”
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