13 November 2009

Mr. Greg Tanzer
Secretary General
IOSCO General Secretariat
C/ Oquendo 12
28996 Madrid
Spain

Re: AFME / ESF Dealers Group Public Response to IOSCO Consultation Report on
Transparency of Structured Finance Products dated September 2009

Dear Mr. Tanzer,
On behalf of the Association for Financial Markets in Europe (AFME)1 and the AFME / European
Securitisation Forum (AFME / ESF)2 Dealers Group we are pleased to respond to the September
2009 Consultation Report (CR) on transparency of structured finance products (SFPs).
In the context of developing a sounder infrastructure for the securitisation market and restoring
investors’ confidence in structured finance products, AFME / ESF agrees that improvements should
be made in providing better price transparency to all market participants. Market participants
broadly agree that unless carefully approached and designed, the impact of such requirements on
liquidity could hamper a return to normal market conditions, thus acting counter to governments’,
central banks’ and authorities’ efforts to safeguard financial stability and restore the provision of
credit and lending to the economy. The CR appropriately reflects this important consideration.
It is estimated that more than 90 per cent of European securitisations issued to the public in 20062007 (approximately €800 billion) were “real economy” transactions. These SFPs supported
residential and commercial real estate lending, consumer loans and credit cards, auto loans and
manufacturers, SME loans to businesses, trade receivables, leases, infrastructure and other asset
classes. AFME / ESF would also like to emphasize the benefits of sound securitisations as a
funding source as recently recognised by Chapter 2 of the International Monetary Fund Global
Financial Stability Report published at the end of September.
We have focused our comments on both general issues included in the CR as well as the Proposed
Approach described in section 6. Our response is intended to serve as a basis for further discussions
with IOSCO. We would welcome the opportunity to organise a meeting to discuss in details these
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comments and related industry initiatives at your convenience. This letter reflects the views of the
AFME / ESF Dealers Group only.
Yours sincerely

Rick Watson
Managing Director
Chief Operating Officer
AFME / ESF
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GENERAL COMMENTS
1. The crisis has revealed significant deficiencies in the efficient functioning of structured
finance markets.
2. The industry is committed to working alongside regulators to restore confidence in
structured finance markets. Transparency has an important role to play.
Transparency relates both to information regarding outstanding transactions as well as functioning
secondary markets. As IOSCO is aware, the industry has embarked on a significant number of
initiatives to enhance transparency in the EU securitisation market, and more broadly to improve
the securitisation market infrastructure. The industry has undertaken ten transparency initiatives
since the start of the crisis that have been largely implemented. More specifically, AFME / ESF
launched in February 2009 the RMBS Issuer Principles for Transparency and Disclosure (RMBS
Principles)3 that have been endorsed by 14 institutions for 19 RMBS programmes as of today.
These RMBS Principles include a number of recommendations for standardising fields, formulas
and definitions that are currently used in RMBS transactions. These ultimately are relevant in order
to improve the valuation process of SFPs. Other initiatives include opening access to relevant SFP
information and to this extent AFME / ESF published two separate directories for RMBS and
CDOs4.
3. Market failures and loss of confidence were not caused by a lack of post-trade
transparency.
Accordingly the securitisation industry initiatives have not, to date, focused on developing a formal
post-trade price transparency regime. Industry has focused on what it sees as the main priorities,
such as disclosure and valuation issues in order to most quickly restore confidence.
4. Unless carefully approached and designed, mandatory post-trade price transparency could
negatively impact the liquidity in the securitisation market. This could hamper a return to
normal market conditions, thus acting counter to governments’ efforts to safeguard financial
stability and restore the provision of credit and lending to the economy.
Under Article 25 of the Market in Financial Instruments Directive (MiFID) dealers are already
obliged to report transactions privately to their respective home state competent authorities. We
encourage securities markets regulators to conduct a review of the information that has been
submitted over time to analyse trends and volatility in the SFPs market, with particular focus on
how often certain types of instruments do or do not trade. This information can then be used to
calibrate a public reporting regime. It is important to recognise that particular care should be taken
when making such data, in whatever form, available to the public. Regulators' needs are not the
same as those of the general public, or other market participants. In tailoring data, to make them
suitable for public dissemination, any measure must be accurately aimed and proportionately
designed to address specific and clearly defined issues. Insufficiently calibrated measures would
provide a disincentive for dealers to stay in the market, thus reducing liquidity. Users of such
information should also be mindful of how they apply it to meet their specific purposes. They need
to take care to avoid misapplication of unsuitable data, which would result in misleading valuation.
5. We recognise the importance of robust and reliable price information and are keen to work
with IOSCO on assessing the role that post-trade price information can play in this process in
a way that minimises the risks identified above.
We believe that the issue of trade price transparency cannot be looked at in isolation but must be
considered from the broader objective of strengthening price information processes, including
valuation practices. This issue is key in the securitisation market where, especially in times of
stress, most bonds outstanding do not trade. Any considerations of post-trade price transparency
3

For more information on the AFME / ESF RMBS Principles see http://www.afme.eu/dynamic.aspx?id=1672.
The
AFME
/
ESF
RMBS
Directory
is
available
at
http://www.europeansecuritisation.com/dynamic.aspx?id=1486 while the AFME / ESF CDO Directory is
available at http://www.europeansecuritisation.com/dynamic.aspx?id=1488.
4

3

must further take into account the differing needs of investors in those markets. We would also like
to stress that retail presence is almost non-existent in the securitisation markets. The existing trade
transparency requirements in the EU under MiFID are designed primarily for the protection of retail
clients therefore any application of those requirements to the wholesale markets needs appropriate
adjustments.
6. Although price and trade information reporting has improved significantly in recent
months and years, the industry agrees that still more can be done to provide more post-trade
reporting information to investors and to organise it better, while at the same time preserving
incentives for dealers to provide liquidity and capital resources to structured finance market
trading activity.
AFME / ESF is promoting the dialogue among its membership in order to proactively propose
industry-led initiatives to improve post-trade reporting information for SFPs. Moreover, AFME /
ESF is encouraging its membership to develop, at the same time, a consistent approach towards
post-trade reporting of other products.
7. The current crisis has highlighted the importance of transparency regarding underlying
data and structural features of SFPs to encourage investors’ confidence. Improvement of
disclosures and valuation practices is paramount to restore liquidity in the SFP market.
In the almost total absence of a primary SFP market in Europe since the summer of 2007, the price
discovery mechanism has been badly affected. A consistent reliable source of SFP prices, which is
relevant to mark SFP positions for various participants has disappeared and exacerbated the
pressure on dealers to provide timely information. Restoring a healthy primary SFP market is
dependent upon improvements in the valuation process and disclosures. In the US, TALF has been
a valuable pricing tool for SFP valuation discovery process.
8. We are in principal supportive of providing additional transparency, the details of which
need to be discussed further.
We welcome that key points in IOSCO's CR are consistent with the recent CESR
Recommendations published in July. The dealers’ community is actively considering the
development of a workable post-trade reporting framework and will engage with both investors and
regulators in the coming months. In relation to the EU, we recommend that the introduction of a
post-trade transparency regime for SFPs is fully coordinated with the upcoming revision of MiFID
expected in 2010. Moreover, we recommend that principles of a post-trade transparency regime for
SFPs are not considered in isolation but also in the context of the ongoing dialogue surrounding
both the corporate bond market as well as the OTC derivatives contracts.
9. The CR notes that “TCSC2 recognises that any post-trade transparency system should be
tailored to take into account the unique characteristics of the SFP market in a particular
jurisdiction.”
We are pleased that IOSCO has recognised these important and unique features of SFPs. AFME /
ESF believes the SFP’s unique features are important components of any consideration of public
post-trade reporting requirements.
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INDUSTRY COMMENTS ON IOSCO PROPOSED APPROACH5
TCSC2 is of the view that, in accordance with Principle 27 of the IOSCO principles, there could
be benefits in enhancing post-trade transparency for SFPs. TCSC2 thus recommends that
member jurisdictions consider enhancing post-trade transparency in their respective
jurisdictions.
TCSC2 recognises that any post-trade transparency system should be tailored to take into
account the unique characteristics of the SFP market in a particular jurisdiction. SFP markets
are more developed in certain IOSCO jurisdictions than in others. In particular the degree of
liquidity and standardisation can even differ on a geographical basis within the same sector.
The industry broadly agrees with IOSCO’s view that a “one-size-fits-all” solution is inappropriate
to meet the needs of various jurisdictions within the EU where structured finance products are
distributed and traded. We also recommend that any solution should include not only SFP trades
between dealers and other dealers, and dealers and investors but also transactions where brokers are
acting as counterparties. This is to make sure that the regime encompasses all trading activity in the
secondary markets. It should be noted that recently there has been an increase of the number of
brokers active in the secondary market because of the decreased capital allocated to dealer trading
desks as a result of the crisis.
In seeking to develop an appropriate post-trade transparency regime for SFPs, member
jurisdictions may wish to consider the following factors:
The industry agrees that the factors below are important to the consideration of a public post-trade
transparency regime, however these factors should be viewed as interdependent and connected and
not considered in isolation.
• The degree of liquidity or secondary market trading for a particular SFP;
It is very difficult to create a single definition of liquidity across SFP market sectors. Liquidity for
specific SFP sections can vary significantly not only between asset classes such as RMBS, CMBS
and other ABS, but also between countries and individual originators/issuers of SFPs. Asset
underwriting quality, credit enhancement of the transactions, ratings agencies utilised, financial
strength of the originator and other structure-specific issues create very different perceptions of
liquidity by traders and investors. For less liquid SFPs, trade prices may be weeks or months in age.
These trade prices are generally not good indicators of the current value of those securities, but
rather would assist a broader valuation exercise together with other information including the
collateral performance and future expectations. We also note that liquidity has a number of
components, beyond measures of frequency of trading. Important to considerations of liquidity,
especially in the context of price transparency, is the ease of execution and settlement as well as the
ability to trade significant amounts of SFPs in large blocks. Liquidity also varies widely across
SFPs in a single jurisdiction and also across jurisdictions as well as across asset classes.
Putting all of these considerations together, it is clear that there are a number of facets of liquidity,
and that there are distinct levels of liquidity across SFPs. AFME / ESF believes that it is important
for competent authorities to develop an understanding of the liquidity characteristics of SFPs in
order to most effectively, and least disruptively, enhance public post-trade transparency regimes.
AFME / ESF encourages competent authorities to observe, collect, and share with the industry data
on trading volumes and patterns before implementing any public post-trade transparency regime.
• The initial and outstanding amount of the issue;
The initial and outstanding amount of the issue could be an indicator of liquidity although it does
not always guarantee the liquidity of a transaction and the amounts traded. Certainly, larger
transaction and tranche sizes are generally more liquid than those for smaller transactions.
However, there can be large transactions with poor liquidity, and medium-size transactions with
reasonable liquidity.
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• Whether the SFP was publicly offered or offered via private placement;
Although most European SFPs are listed, not all are truly marketed widely to a large number of
investors. Some listed transactions are targeted to a small group of investors, while many listed
transactions are offered publicly. For example, in many European CLO transactions, the underlying
ratings on many obligors are private and they are often bound by a confidentiality agreement. This
practice naturally restricts liquidity.
• Whether there is a broad investor base for the particular instrument;
The investor base for specific SFPs is determined by a combination of factors, such as familiarity of
investors with the general asset class as well as the originator and specific structure utilised. Since
many SFPs are one-off transactions from a specific SPV, even if originated by a frequent originator
of SFPs, investors still need time to review each specific transaction for credit approval.
We also note that the recent disruptions to structured finance markets have impacted the size and
breadth of the investor base for SFPs. Many investors once active in SFP markets have pulled back
from SFP investments, and it is unclear when these investors will return, and what yields they will
demand. European banks plus certain financial vehicles, such as ABS CDOs, SIVs, securities
arbitrage conduits, once played a key role in SFP markets and have either shut down entirely,
unwound, or significantly reduced their activity. These parties, as a whole, were a significant
source of demand for both triple-A and especially lower rated SFPs in Europe, estimates before the
crisis indicate that they represented almost half of the investor base. Their loss represents a
significant structural change to the investor base, and it is unclear if they will either partially or
completely be replaced by other investors such as money market funds or institutional investors.
Most SFP markets are currently still suffering from a severe lack of liquidity.
•

The degree of standardisation. Factors such as the structure of the product and the
homogeneity of underlying assets could be considered in determining the degree of
standardisation; and
Many SFPs are by nature not standardised, although certain structures are more standardised than
others. For example, for transactions which involve non-revolving discrete pools, the characteristics
of the assets will largely determine the cash flows available to be paid to investors. The
documentation for these types of transactions can be standardised to a certain extent, however, the
cash flows, swaps and credit enhancement for each transaction will often vary. For many revolving
structures such as mortgage master trusts or credit card securitisations, cash flows can be more
tailored and standardised into bullet structures, although this standardisation process to tailor cash
flows to investors will naturally create complexity within those structures.
•

The extent to which existing post-trade transparency systems could be extended to SFPs
at reasonable cost.
Although most trading of SFPs is conducted over-the-counter, there are a number of established
data provider services of post-trade and price data that already produce this information and make it
available to investors.
It is of critical importance that any public post-trade transparency regime clearly defines the
universe of reportable SFPs. Furthermore, to the extent that competent authorities can provide
central sources of information regarding products that are within this universe, such as current
factors or other information, so that individual participants are each not reporting duplicative
information, it will make the transparency system more efficient. Trade reporting systems need to
be able to accommodate the unique trading practices and market conventions found in SFPs as well
financial innovation going forward.
The “cost” of implementation should not only take into consideration the cost of implementation by
dealers in monetary terms. The calculation of the ultimate “cost” of trade price reporting should
also include any impact trade price reporting schemes have on financial markets. This impact could
be positive, in terms of increased investor willingness to participate in markets, and increased
trading volumes. Furthermore, experience in corporate debt markets has shown a correlation
between trade reporting and compression of bid-ask spreads, i.e. a reduction in transaction costs. On
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the other hand, trade reporting requirements carry with them risks of impacting the willingness of
market markers to place capital at risk in certain sectors of securitization markets. Experience in
corporate bond markets has provided examples of reductions in the commitment of capital to
corporate trading desks at broker dealer firms, which impacts the depth of these markets, the ability
for both dealer and investor participants to trade in significant sizes, and the ability to execute
trades in a timely fashion. Furthermore, many participants have noted that in the corporate bond
markets, much trading and risk capital was moved into synthetic and derivative markets, which
seems to be contrary to the intentions of regulators.
These costs and benefits in terms of liquidity, market depth, market performance, and incentives for
market participants should be considered in conjunction with the actual physical implementation
costs of trade price reporting requirements. Logically, the imposition of trade reporting
requirements on more liquid markets would likely have smaller detrimental impacts, while less
liquid markets for more credit sensitive products might see a greater liquidity impact.
With respect to the kind of information that usefully could be disseminated, IOSCO jurisdictions
may wish to consider:
•

Publication of aggregate trade information (such as high, low, and average prices) on a
periodic basis.
Due to the very specialised nature of trading in SFPs, the small number of dealer trader participants
in each asset class and/or country, we do not recommend the publication of individual trade
information. The release of trade-by-trade information is highly likely to reveal individual traders’
positions. This would significantly reduce their incentive to make markets and ultimately to provide
liquidity. While publication of aggregate trade data, such as average prices, is helpful, any further
disclosure in less active markets would need to be carefully assessed. It should be noted when
considering this key issue that the financial markets crisis has reduced the leverage capacity of all
wholesale markets financial institutions, which, in turn, reduces the ability of firms to take principal
positions in SFPs and to commit capital. In addition, the highly specialised nature of many SFPs
means that individual dealers must perform considerable due diligence on a potential trade prior to
execution. Realistically, there are usually only 3-5 dealers who are willing to take principal risk in
specific transactions due to these constraints. Investors will generally be aware of who these dealers
are.
• Measures to ensure anonymity of the market participants;
AFME / ESF dealers agree. This is one of the most important points as all trades are assumed to be
private bilateral transactions between two counterparties. In addition, the identity of market
participants who executed a transaction has little value for investor, not involved in the trade,
seeking valuation levels.
• Reasonable delays before trading information is disseminated; and
AFME / ESF dealers agree that a reasonable delay for at least a limited time period before prices
and amounts are disclosed to the public is essential to maintaining the ability of dealers to position
and manage risk.
•

Publication of trade information without disclosing data relating to the volume of the
transaction, possibly depending on a certain threshold.
AFME / ESF dealers agree that data relating to any trade volumes should not be disclosed to ensure
anonymity.
TCSC2 acknowledges that some member jurisdictions may find it helpful to consider other
factors in determining whether and how to enhance post-trade transparency. This could include
consideration of the availability and quality of information about the underlying assets of SFPs
through indices.
The industry agrees that information regarding the availability and quality of information about the
underlying assets is important to liquidity as well as to long-term investment. It is not clear,
however, whether this issue is relevant to post-trade price reporting. Indices on European SFPs
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could be created from a dealer standpoint. However, there are other factors which influence the
decision as to whether indices should be created, such as whether there are sufficient buyers and
sellers to make the index sufficiently liquid and more recently if there is a sufficient number of
benchmark SFPs that can be selected to be part of the constituents of an index.
TCSC2 recognises that member jurisdictions have implemented different models for the
publication of post-trade transparency for asset classes other than SFPs. Different models have
their own merits and costs and each could serve to enhance post-trade transparency for SFPs. It
is important that any transparency regime be delivered in a cost-effective way. Each member
jurisdiction is best placed to determine itself what constitutes an effective way of implementing a
post-trade transparency regime for SFPs.
AFME / ESF dealers agree, although a degree of consistency is important so as to avoid regulatory
arbitrage.
Furthermore, individual member jurisdictions are best placed to judge the appropriate time and
manner for enhancing post-trade transparency for SFPs in their respective jurisdictions. Thus, a
jurisdiction may wish to consider phasing in post-trade transparency in stages, whether in terms
of the number of products subject to the regime or the kinds of information disseminated, or
both.
AFME / ESF dealers agree on the need to provide for a phase-in implementation of any regulation
concerning a public post-trade transparency regime. In particular, it would be advisable to ensure
that implementation does not take place before economic recovery is assured, given the nature of
SFPs where origination activities of underlyings depend on a wider economy. AFME / ESF dealers
also recommend that competent authorities share with market participants SFPs trading activities in
a “normal” period to help calibrating the potential introduction of a public post-trade reporting
regime.
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