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EUROPEAN COMMISSION SECURITISATION PROPOSALS  

THE COMMISSION'S OVERALL APPROACH  

Securitisation is an important channel for diversifying funding sources and 

allocating risk more efficiently within the EU financial system. Appropriately 

regulated, it allows for a broader distribution of risk and can help to promote 

lending to the wider economy. 

 

As set out in the Investment Plan for Europe
1
, creating a sustainable market for 

securitisation without repeating the mistakes made before the crisis was 

identified as one priority areas where short-term action is needed to increase 

investment and support growth and job creation. 

 

As seen during the financial crisis, unsound practices in securitisation markets – 

predominantly in the US – resulted in significant threats to the integrity of the 

financial system. This was due, in particular, to opaque and complex structures 

that made pricing problematic, a mechanistic reliance on external ratings and 

misalignment between the interests of investors and originators. 

 

Since the crisis, public authorities across the globe have taken a number of steps 

to make securitisation safer and to ensure that appropriate incentives are put in 

place to appropriately manage risks. This includes higher capital requirements 

and mandatory risk retention to ensure that securitised products are not created 

solely for the purpose of passing on risk to investors without adequate 

safeguards. All securitisations in Europe are now strictly regulated. 

 

In recent years, European securitisation markets have remained subdued.  By 

contrast, markets in the US have recovered rapidly. This is despite the fact that 

EU securitisations withstood the crisis relatively well compared with those in 

the US.
2
  

A number of different analyses have shown how the European economy will 

benefit from a more developed securitisation market through diversifying 

funding and freeing up bank balance sheets to lend, supporting investment, 

                                                 
1
 http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52014DC0903&from=EN 

2
 For example, a recent Fitch Ratings study found that the average loss suffered in Europe has only been around 

0.2% since 2000, compared to around 8-10% in the US. A Moody's study last year found that of the 9,000 

tranches it had rated in Europe over the last 10 years, only 26 had suffered losses to date (all junior tranches). 
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growth and jobs. A sustainable EU market for securitisation would ensure that 

economic recovery is based on sound and prudent market practices and seek to 

avoid a recurrence of the problems seen during the crisis.  

This note provides an overview of some of the key issues raised so far, 

including: 

 A summary of the work that has undertaken to develop the framework by 

international and EU regulators and central banks; 

 The role of securitisation in funding the economy and supporting investment, 

growth and jobs; 

 How the proposal contributes to strengthening financial stability; 

 How the proposal promotes transparency; and  

 The work that has been completed to date in relation to synthetic 

securitisation. 

ACTION BY INTERNATIONAL AND EU POLICYMAKERS 

Given the urgent need to take action to stimulate investment, growth and jobs, a 

substantial amount of policy work by public authorities has been devoted to 

restarting securitisation markets on a more sustainable basis: 

 

At the global level  

 The Basel Committee on Banking Supervision (BCBS) and the 

International Organization of Securities Commissions (IOSCO) are jointly 

leading a cross-sectorial Task Force on the impediments to securitisation. 

In July 2015, the group issued criteria for simple, transparent and 

comparable securitisations
3
.  

 

 The BCBS published, in December 2014, revised standards on the capital 

treatment of banks investing in securitisations. They also agreed to 

consider how to incorporate the criteria being developed by the BCBS-

IOSCO Task Force into the securitisation capital framework on its 

completion
4
. 

 

In the European Union  
 

                                                 
3
 "Criteria for identifying simple, transparent and comparable securitisations" BCBC-IOSCO, July 2015.  

4
 "Basel III document – Revisions to the securitisation framework", Basel Committee on Banking Supervision, 

December 2014. 
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 The European Central Bank (ECB) and the Bank of England launched a 

public consultation in May 2014 on the case for a better functioning 

securitisation market in the EU
5
.  

 

 On 12 May 2015, the Joint Committee of the European Supervisory 

Authorities published a report on disclosure requirements and other 

obligations relating to due diligence, supervisory reporting, and risk 

retention, and identified possible inconsistencies in the current 

framework
6
.  

 

 On 7 July 2015, the European Banking Authority finalised its advice to 

the Commission on a framework for 'qualifying securitisation'
7
. 

 

There is a broad consensus among regulators, supervisors and market 

participants that building a stronger and more stable European securitisation 

market is needed if the financial system is to resume its role in supporting 

economic growth. 

The Commission's proposal builds on this work and maintains the key post-

crisis EU reforms. The package has two components: 

 

 A proposed regulation that sets out clear criteria to identify simple, 

transparent and standardised securitisations (STS) for all financial market 

participants
8
. The proposed criteria for STS securitisations are based on 

detailed analysis by European and international supervisors including the 

ECB and BoE. The proposal ensures that market participants retain 

responsibility for what they issue or invest in, coupled with strong 

supervisory oversight and sanctioning. 

 

                                                 
5
 "The case for a better functioning securitisation market in the European Union", Joint ECB-BoE paper, May 

2014.  

6
 "Joint-Committee report on securitisation", 12 May 2015. 

7
 "The EBA report on qualifying securitisation", EBA July 2015 

8
 Proposal for a Regulation of the European Parliament and of the Council laying down common rules on 

securitisation and creating a European framework for simple, transparent and standardised securitisation and 

amending Directives 2009/65/EC, 2009/138/EC, 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) 

No 648/2012, COM(2015) 472 final. 2015/0226(COD). 
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 A proposal to amend the Capital Requirements Regulation to alter the 

capital treatment and better reflect the specific features of STS 

securitisations in light of their historical performance
9
. The proposal also 

addresses weaknesses in the current rules in line with the revised BCBS 

framework and is based on a recommendation from the EBA on 

appropriate calibrations for STS securitisations. 

 

Changes to the calibration of securitisation for insurers (via the Solvency II 

Delegated Act
10

) and the bank liquidity rules (via the Liquidity Coverage Ratio 

Delegated Act
11

) are also planned. The Commission intends to ensure that the 

changes for the insurance and banking sectors will apply from the same date as 

the STS regulation. 

 

FUNDING OF THE ECONOMY 

A number of questions were raised about the role that securitisation can play in 

supporting growth and funding the economy. Developing securitisation markets 

in Europe is a core building block of the European Commission's Action Plan to 

build a Capital Markets Union and the wider European Commission Investment 

Plan for Europe.  

There are still too many European companies with growth potential that are 

unable to obtain funding. Europe also faces a large investment gap. Whilst it is 

encouraging that some recent surveys point to modest improvements in the 

availability of bank lending and a loosening of funding constraints at the 

aggregate level, substantial differences across countries still persist. The 

European economy needs stronger and more resilient funding sources to enable 

growth over the longer term.  

Securitisation contributes to the funding of:  

 Residential mortgages and credit-card-receivables – individuals financing 

homes and managing their finances; 

                                                 
9
 Proposal for a Regulation of the European Parliament and of the Council amending Regulation (EU) No 

575/2013 on prudential requirements for credit institutions and investment firms: COM(2015) 473 final, 

2015/0225(COD). 

10
 Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up 

and pursuit of the business of Insurance and Reinsurance (Solvency II): OJ L 335,17.12.2009 

11
 Commission delegated regulation (EU) 2015/61 of 10 October 2014 to supplement Regulation (EU) No 

575/2013 of the European Parliament and the Council with regard to liquidity coverage requirement for 

Credit Institutions: OJ L 11, 17.1.2015 
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 Trade receivables – companies exporting across the EU and globally; 

 Auto loans and leases – Europe's automotive industry and their supply 

chains; 

 SME loans – more than 10 per cent of securitisation issuance in 2015 was 

SME securitisation; and 

 Equipment leases for companies – companies financing investment for 

growth and production. 

Securitisation can also act as a bridge to capital markets for businesses that are 

unable to directly tap the markets themselves, reaching a wider set of investors.  

Securitisation provides indirect benefits for businesses and citizens, through e.g. 

less expensive loans, mortgages and credit cards. For investors, it can facilitate 

asset liability matching, provide additional investment opportunities to generate 

appropriate returns, and help meet diversification needs.  

 

Stronger securitisation markets in Europe would benefit all European 

companies, including SMEs. The largest benefit to SMEs is likely to be 

'indirect', via the development of other securitisation segments that can free up 

bank balance sheets to enable them to lend. However, the Commission's 

proposal also includes specific elements to support SMEs directly, including: 

 

 The inclusion of criteria for short-term securitisations (Asset Backed 

Commercial Paper), which are often used by businesses to finance their trade 

receivables. 

 

 A prudential treatment equivalent to STS for certain types of SME 

securitisations (known as "tranched covers"), where the originator retains the 

senior tranche of an SME securitisation and the other tranches are publicly 

guaranteed or counter-guaranteed (typically by a Member State of their 

central bank or a multilateral development bank). 

 

Developing this funding source is particularly important at a time when the 

banking system is seeking to deleverage. By enabling risk transfer to match 

market demand, securitisation can help the banking system to deleverage 

without unnecessarily cutting back on the provision of vital credit to the 

economy. As securitisations provide a secured form of financing and are 

bankruptcy-remote, they are often an attractive funding source in more 

challenging environments. 
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CONCERNS RELATED TO FINANCIAL STABILITY 

A number of questions were raised about the impact of the changes on financial 

stability. The Commission's proposal helps to ensure financial stability in a 

number of ways: 

 

More diversified, resilient markets 

 

 Stronger and more resilient securitisation markets will increase and diversify 

the range of funding options available to companies. By opening up a wider 

range of funding sources, EU citizens and companies are less vulnerable to 

banking contractions in the future. 

 

 Investors will have access to a wider range of investment opportunities, while  

banks will have further opportunities to deleverage safely (and have an 

additional funding mechanism to then lend to the real economy). 

 

 The ability of securitisation to enable risk transfer is particularly important. 

Better-developed securitisation markets could promote greater private sector 

risk-sharing amongst market participants across national borders. A low level 

of private sector risk-sharing is one of the reasons why the Euro area suffers 

from amplified asymmetric shocks.  

 

No return to the pre-crisis days of securitisation 

 

 The proposal fully retains the post-crisis securitisation reforms designed to 

avoid a repeat of the flawed "originate to distribute" model from prior to the 

crisis. The proposal promotes transparency and investor due diligence.  

 

 Issuing banks must retain a 5 per cent stake in the securitisation transaction 

(i.e. to ensure they retain 'skin-in-the-game').  

 

 Banks cannot 'cherry' pick the assets they securitise. The proposal includes a 

specific requirement for originators of STS securitisations to apply consistent 

underwriting standards between the assets they retain and those they 

securitise.  

 

 In all cases, banks will need to hold regulatory capital commensurate to the 

risk of the asset, whether it is a loan that remains on the bank’s books or a 

securitisation tranche that the bank retains. 
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 The proposals implement the 2014 BCBS securitisation framework
12

 into EU 

law. This framework is intended to address the risks to financial stability that 

became apparent during the sub-prime crisis of 2007 and which the current 

framework failed to address adequately.  

 

 

Increased simplicity and transparency 

 

 The focus in the Commission's proposal on simplicity, structural robustness 

and transparency should enable a more effective analysis of risk by market 

participants and should contribute to financial stability. 

 

 The proposal disincentivises complexity and promotes transparent and 

simpler products: STS securitisations cannot be e.g. "re-securitisation" 

transactions (such as “CDO squared”). Moreover, the cross-sectoral nature of 

the framework will also limit regulatory arbitrage possibilities.  

 

TRANSPARENCY 

Providing investors with sufficient high-quality information is key to enabling 

them to undertake their own due diligence and to take fully informed investment 

decisions. 

 

Transparency for investors 

 

The Commission's proposals ensure that comprehensive information on all 

securitisations will be made available electronically to investors, free of charge, 

via standardised templates. The websites used to host this information are 

required to meet certain conditions that are essential for investors, such as data 

quality control and safeguards to ensure the integrity of the information. 

Moreover, ESMA will maintain a public EU-wide list of STS securitisations. 
 

Transparency for regulators 

 

Transparency is also essential to enable competent authorities to ensure the 

correct application of the framework and to monitor the development of 

European securitisation markets. The proposal also creates a clear framework 

for transparency, cooperation and coordination between competent authorities 

from different Member States and the ESAs. 
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 Referenced in footnote 4. 
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SYNTHETIC SECURITISATION 

A number of questions were raised about the issue of synthetic securitisations.  

The Commission's proposals only allow 'true sale' securitisations to be STS. 

Synthetic securitisations were not included. In a true sale securitisation, 

ownership of the underlying exposure is transferred. In synthetic securitisations, 

the underlying exposure is not transferred; instead, the credit risk related to the 

underlying exposure is transferred by means of a guarantee or derivative 

contract. This introduces an additional counterparty credit risk and potential 

complexity relating to the content of the contract. 

The Commission recognises that synthetic securitisation can be important 

mechanisms for securitising certain types of assets, such as SME loans. When 

the Commission adopted its proposals, neither the BCBS-IOSCO, nor the EBA 

had developed STS criteria for synthetic securitisation and there was no 

consensus on their inclusion in the STS framework. Moreover, there was 

insufficient clarity on which synthetic securitisations could be considered STS 

and under which conditions.  

Nevertheless, as a starting point, the Commission identified a specific category 

of SME securitisations delivered alongside public authorities or public guarantee 

schemes (known as ‘tranched cover’), which we proposed could be granted 

prudential treatment equivalent to STS securitisations. 

The Commission announced that it would further consider this issue and support 

the work of international and European bodies in this area. This issue is being 

considered at the international level and in December 2015, the EBA published 

a report on Synthetic Securitisation
13

. Building on the Commission's approach to 

tranched covers, the EBA recommended two refinements to their treatment: 

 Extending the prudential treatment to a wider set of tranched cover 

securitisations; and 

 

 Refining certain STS criteria that have to be satisfied in order for a 

tranched cover to qualify for preferential regulatory treatment. 

The Commission has analysed the EBA's recommendations and stands ready to 

discuss the issue further with the co-legislators. 
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 "The EBA report on synthetic securitisation". EBA December 2015. 


