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Why invest in a European ABS
Investment Grade strategy?
1. Why is an investment in European securitized debt relevant now ?

a. The European Central Banks’ (ECB) ABS Purchase Program
European policymakers have become increasingly clear about the need to revive the ABS market,
given the vital role securitization plays in allowing banking groups to borrow against their loan
books and transfer risk off their balance sheets. The European Central Bank has publicly called for
an easing of the regulatory environment for ABS to improve both demand and supply and since
late 2014 it has implemented an ABS purchase program (ABSPP) to buy ABS paper in both the
primary and secondary markets. The purchases are intended to run until the end of March 2017 or
longer until the moment the ECB sees a sustained adjustment in the path of inflation consistent
with its inflation target.
From end of November 2014 to September 2016, the ECB bought around EUR 20 bn of Senior
European ABS which represents a strong support for the asset class in terms of valuation.
b. Supportive technical factors
ABS redemptions have outpaced new issuance resulting in negative net issuance estimated at
around EUR 40 bn for 2016. We expect the strong investor appetite to continue for the asset class.
The ABS market is well diversified with market capitalization expected to reach around EUR 450 bn
by the end of 2016, which would imply roughly a third of the investment grade market.

FIG. 1

Net Negative Issuance

Source: Morgan Stanley Research European ABS Strategy – September 14, 2016. Issuance and redemptions numbers are
as of end of August 2016.
The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the
date shown and are subject to change without prior notice. There can be no assurance that developments will transpire
as may be forecasted in this material.
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c.

A current attractive valuation

Although the ABS spreads have tightened, we consider senior ABS tranches’ valuations still
attractive, taking into account the high rating quality, the low volatility and the near-zero loss rate
of the asset class (Please refer to next paragraph “Historical Strong fundamentals and regulatory
framework”).
There is still a strong difference in terms of valuation between core and non-core ABS, with the
latter offering a significant premium for the risk taken, as shown in charts below.

FIG. 2
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Dutch RMBS AAA 3y
Dutch RMBS AAA 5y
UK Prime AAA 3y
European Autos AAA 3y

Italian RMBS AAA 5y
Spanish RMBS AAA 5y
UK Non-Conforming AAA 5y
UK Non-Conforming AAA 3y
Irish RMBS AAA 5y
Portuguese RMBS AAA 5y
Italian Leasing AAA 3y

Source for both charts: Natixis Asset Management, Nomura. Period from 30.09.2012 to 09.09.2016. The figures given refer to
previous years. Past performance is not a reliable indicator of future performance.

d. Historical strong fundamentals and regulatory framework
The European ABS asset class has demonstrated exceptional low losses throughout the financial
crisis. According to Fitch, the cumulative European RMBS loss rate between 2000 and 2015 is very
low at 0.2%. This compared to a US RMBS ABS cumulative loss rate of 7.9% for the same period,
which is nearly 40 times higher! We definitely don’t talk about the same risk and there is no reason
to amalgamate the two markets between the two sides of the Atlantic!
However the contagion effect of the subprime crisis in 2007-2008 in the European ABS asset
classes was huge in terms of valuation with a significant plunge of the ABS prices but with a low
impact on default rates.
The ECB recognizes the importance of revitalizing the ABS market and alongside its own buying
program, started in November 2014, has publicly called for an easing of the regulatory
environment since April 2014. Consequently, we expect for 2017, the implementation of a new
European ABS framework for Simple, Transparent and Standardized ABS (“STS ABS”1) which, we
believe, should improve even more the demand and supply on this market. We also hope, in this
new regulatory context, for a more favorable capital treatment under Basel III and Solvency II.
1

For further details on ECB’s Securitization initiative, please refer to
http://ec.europa.eu/finance/securities/securitisation/index_en.htm#150930
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2. Natixis AM’s European ABS Investment Grade (ABS IG) strategy has
stood the test of time
a. An experienced team with a strong risk management culture
The strategy is managed by a dedicated European ABS team since 2004. The investment managers
bring a combination of investment and analytical skills, and have a long track record with more
than 15 years on average, of combined financial-market experience.
The strategy is co-managed by Sebastien André, who has 12 years of investment experience and
Alexandre Boulinguez, who has 8 years of investment experience under the supervision of
Emmanuel Schatz, Head of Corporate Credit and ABS, with 27 years of investment experience.
The team’s research effort is focused on ABS that fit with the risk profile of the strategy. They
search for names that provide added value. They base their investment decisions on risk-return,
liquidity, cash-flow profile considerations and so on.
Risk management is key to the investment process. For each ABS, a quantitative and qualitative
analysis is done.
They believe that diversifying the risk (in terms of geography or type of asset) is vital to long-term
success for the investment. Knowing what drives the performance of each asset that they invest in
and seeking to ensure diversity at the fund level fits in with our approach to risk management.

b. Why we think the strategy is well positioned in the current market environment?
The profile of our European ABS IG strategy as of the end of September 2016:



FIG. 4

60% ECB eligible ABS.
90% of senior ABS tranches with an average rating of AA. A diversification across
geographical jurisdictions and sectors enable the investor to gain exposure to a pool
of real economic assets and to mitigate the concentration risk.
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Source for both charts: Natixis Asset Management. Data as of 30.09.2016.






A very low modified duration of 0.25 due to the floating rate nature of the asset
class. It mitigates the interest rate risk, should rate increase,
Given the high exposure to senior ABS tranches with an average AA rating, the
strategy has shown a low volatility of 0.47% annualized2 one year till October 31st,
2016.
An attractive current yield at Euribor 3 months + 80bps 2 for a low current average
life, below three years, making the strategy attractive in terms of risk return when
compared corporate debt instruments with a similar rating.

Today, we think the most compelling opportunities are most likely to be found in securities that do
not form part of the ECB ABS Purchase Program like UK non-conforming RMBS, CMBS, CLO of
leveraged loans, Peripheral RMBS.
Our experienced team’s analysis aims to find those best opportunities in terms of risk-return.

3. Conclusion
The ECB’s accommodative monetary policy has gradually pushed a growing universe of
bonds near zero and even into negative-yield territory across Sovereign and corporate
credit markets which has kept the relative value in European ABS attractive.

FIG. 6

European Risk Assets: Yield Snapshot

Source: Morgan Stanley Research European ABS Strategy – September 14, 2016.
The figures given refer to previous years. Past performance is not a reliable indicator of future performance.

The ECB has supported spread levels across most ABS sectors globally acting as the
performance driver this year.
But even without the ECB, the appetite for the asset class is strong because of the
prevailing good risk/return delivered. So, all other things being equal, we expect for
next year that ABS valuations will be driven by the technicals of demand and supply
which are in favor of a further tightening.

2

Source: Natixis AM. Data as of 31.10.2016. The figures given refer to previous years. Past performance is not a reliable
indicator of future performance.
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Main Risks
The strategy invests primarily in Europeans fixed income securities. Fixed income investments are
typically sensitive to changes in interest rates, and the fund could lose value when European
interest rates rise. The strategy is subject to the following specific risks: capital loss, credit,
liquidity risk, interest rate risk, counterparty risk and specific risks incurred by securitization
assets. An investor’s capital will be at risk; you may get back less than you invested.
The 2007 subprime crisis in the US and the Lehman Brothers bankruptcy in 2008 led to a major
liquidity crisis in the ABS market and a steep fall in prices. This market crash and the highlydiscounted valuation levels account for the positive returns in 2009 and 2010.

Legal information
This document is intended for professional clients.
It may not be used for any purpose other than that for which it was intended and may not be reproduced,
disseminated or disclosed to third parties, whether in part or in whole, without prior written consent from
Natixis Asset Management. No information contained in this document may be interpreted as being contractual
in any way. This document has been produced purely for informational purposes. It consists of a presentation
created and prepared by Natixis Asset Management based on sources it considers to be reliable. The analyses
and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date
shown and are subject to change without prior notice. There can be no assurance that developments will
transpire as may be forecasted in this material. Natixis Asset Management reserves the right to modify the
information presented in this document at any time without notice. Natixis Asset Management will not be held
liable for any decision taken or not taken on the basis of the information in this document, nor for any use that
a third party might make of the information. Figures mentioned refer to previous years. Past performance does
not guarantee future results. Under Natixis Asset Management’s social responsibility policy, and in accordance
with the treaties signed by the French government, the funds directly managed by Natixis Asset Management
do not invest in any company that manufactures sells or stocks anti-personnel mines and cluster bombs.
This non-contractual document has been prepared by Natixis AM on November 8th, 2016.

NATIXIS ASSET MANAGEMENT
Registered Office: 21 quai d’Austerlitz – 75 634 Paris Cedex 13
– Tel. +33 1 78 40 80 00
Limited Liability Company, Share Capital €50,434,604.76
Regulated by AMF under n°GP 90-009
Company Trade Registration (RCS) Number 329 450 738 Paris
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Additional notes
This material has been provided for information purposes only to investment service providers or other
Professional Clients or Qualified Investors and, when required by local regulation, only at their written request.
In the E.U. (outside of the UK) Provided by NGAM S.A. or one of its branch offices listed below. NGAM S.A. is
a Luxembourg management company that is authorized by the Commission de Surveillance du Secteur
Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of
NGAM S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. France: NGAM Distribution
(n.509 471 173 RCS Paris). Registered office: 21 quai d'Austerlitz, 75013 Paris. Italy: NGAM S.A., Succursale
Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via
Larga, 2 - 20122, Milan, Italy. Germany: NGAM S.A., Zweigniederlassung Deutschland (Registration number:
HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322,
Germany. Netherlands: NGAM, Nederlands filiaal (Registration number 50774670). Registered office: World
Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12, 1077 XX Amsterdam, the Netherlands.
Sweden: NGAM, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office).
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: NGAM, Sucursal en España.
Registered office: Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain.
In Switzerland Provided by NGAM, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or
its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
In the U.K. Approved and provided by NGAM UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed at
persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation
of any offer to buy or sell securities in any other jurisdiction than the United Kingdom; and (2) who are
authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses
with called up share capital or net assets of at least £5 million or in the case of a trust assets of at least £10
million; or any other person to whom the material may otherwise lawfully be distributed in accordance with the
FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes)
(Exemptions) Order 2001 (the "Intended Recipients"). To the extent that this material is issued by NGAM UK
Limited, the fund, services or opinions referred to in this material are only available to the Intended Recipients
and this material must not be relied nor acted upon by any other persons. Registered Office: NGAM UK Limited,
One Carter Lane, London, EC4V 5ER.
In the DIFC Provided in and from the DIFC financial district by NGAM Middle East, a branch of NGAM UK
Limited, which is regulated by the DFSA. Related financial products or services are only available to persons
who have sufficient financial experience and understanding to participate in financial markets within the DIFC,
and qualify as Professional Clients as defined by the DFSA. Registered office: Office 603 - Level 6, Currency
House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.
In Singapore: Provided by NGAM Singapore (name registration no. 53102724D) to distributors and
institutional investors for informational purposes only. NGAM Singapore is a division of Natixis Asset
Management Asia Limited (company registration no. 199801044D), and Natixis Asset Management Asia Limited
is regulated by the MAS to conduct fund management in Singapore. Registered address of NGAM Singapore: 10
Collyer Quay, #14-07/08 Ocean Financial Centre, Singapore 049315
In Hong Kong: This document is issued by NGAM Hong Kong Limited to distributors and professional investors
for informational purposes only.
In Australia This document is issued by NGAM Australia Pty Limited (NGAM Aust) (ABN 60 088 786 289)
(AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only.
Investment involves risks. NGAM Aust reserve the right to revise any information herein at any time without
notice.
In New Zealand This document is intended for the general information of New Zealand wholesale investors
only. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for
wholesale investors. NGAM Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America This material is provided by NGAM S.A.
In Chile Esta oferta privada se acoge a la Norma de Carácter General N°336 de la SVS de Chile
In Colombia This material is provided by NGAM S.A. Oficina de Representación (Colombia) to professional
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or
investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a
public offering in Colombia and is addressed to less than 100 specifically identified investors.
In Mexico This material is provided by NGAM Mexico, S. de R.L. de C.V., which is not a regulated financial
entity with the Comisión Nacional Bancaria y de Valores or any other Mexican authority. This material should
not be considered an offer of securities or investment advice or any regulated financial activity. Any products,
services or investments referred to herein are rendered exclusively outside of Mexico.
In Uruguay This material is provided by NGAM Uruguay S.A., a duly registered investment advisor, authorised
and supervised by the Central Bank of Uruguay. Registered office: WTC – Luis Alberto de Herrera 1248, Torre
3, Piso 4, Oficina 474, Montevideo, Uruguay, CP 11300. The sale or offer of any units of a fund qualifies as a
private placement pursuant to section 2 of Uruguayan law 18,627.
The above referenced entities are business development units of Natixis Global Asset Management, S.A., the
holding company of a diverse line-up of specialised investment management and distribution entities
worldwide. The investment management subsidiaries of Natixis Global Asset Management conduct any
regulated activities only in and from the jurisdictions in which they are licensed or authorised. Their services
and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of
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each investment service provider to ensure that the offering or sale of fund shares or third party investment
services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material
does not constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an
offer of services. Investors should consider the investment objectives, risks and expenses of any
investment carefully before investing. The analyses, opinions, and certain of the investment themes and
processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as
well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that
developments will transpire as may be forecasted in this material. Although Natixis Global Asset Management
believes the information provided in this material to be reliable, including that from third party sources, it does
not guarantee the accuracy, adequacy, or completeness of such information. May not be redistributed,
published, or reproduced, in whole or in part. Amounts shown are expressed in USD unless otherwise indicated.

NGAM SA.
Registered Office: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier
and is incorporated under Luxembourg laws
Registered under n. B 115843
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