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The U.S. SubprimeCrisis Hits the Headlines

“ Bear Stearns Hedge 
Funds wiped out”

“ German lender IKB takes €1bn 
hit on US subprime loans”

“ American Home Mortgage 
files for bankruptcy”“ BNP suspends funds as sub-

prime chaos spreads”

“ Sachsen LB bailed out as credit 
crunch fallout widens”

“ Central banks inject $120bn 
of liquidity”

“ Panic! Run on Northern 
Rock sparks banking crisis”

“ O’Neal walks as Merrill’s 
lose $8bn”

“ Credit crunch claims second 
CEO in a week as Citi’s Prince 

resigns after $11bn loss”

“ ACA Capital Holdings posts 
USD 1bn loss”

“ MBIA and Ambac AAA 
ratings reviewed by 

Moody’s”
“ CIFG to receive $1.5bn capital 
injection to protect AAA rating”
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The Crisis Significantly Impacted U.S. Benchmark Spreads …

U.S. 3yr Prime Auto and Credit Card Spreads (USD)

Source: SG research, Bloomberg
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…And Contagion Quickly Spread Across the Atlantic

UK 5yr Prime RMBS Spreads (EUR, USD and GBP)

Source: SG research, Bloomberg
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AUD Spreads Proved More Resilient but Widening was Inevitable

Australian 3yr Prime RMBS Spreads (EUR, USD and AUD)

Source: SG research, Bloomberg
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This Unprecedented Widening has seen Issuance Volumes Tumble

2007 Monthly Issuance Volumes in the U.S., European 
and Australian ABS Markets (in EUR equivalent)
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So How are European Issuers Funding?
European Issuance in September and October, Retained to Repo with Central Banks

Source: SG research, Bloomberg

Date  Deal  Jurisdiction  Asset Class Originator  Currency Size EUR Size 
28 Sep Hermes XIV  Netherlands  RMBS SNS Bank EUR 2,000.00 2,000.00 

27 Sep Dolphin Master Issuer 2007-1 Netherlands  RMBS Fortis  EUR 4,000.00 4,000.00 

25 Sep FTPYME Bancaja 6  Spain  SME Bancaja EUR 1,000.00  1,000.00 

21 Sep Caixa Penedes 2  Spain  RMBS Caixa Penedes  EUR 750.00  750.00 

20 Sep Granite 2007-3 UK  RMBS Northern Rock  GBP 5,000.00  7,150.00 

19 Sep Essence II  Netherlands  RMBS NIB  EUR 1,400.00  1,400.00 

13-Sep IM Cajamar 5  Spain  RMBS Cajamar  EUR 1,015.00  1,015.00 

12-Sep Santander Consumer 2007-2 Spain  Consumer Santander  EUR 1,000.00  1,000.00 

       18,315.00 
30-Oct  BBVA Empresas 1  Spain  SME BBVA  EUR 1,450.00  1,450.00 

26-Oct  IM Sabadell Empresas 1  Spain  SME Banco Sabadell  EUR 1,000.00  1,000.00 

24-Oct  Dolphin Master Issuer 2007-2  Netherlands  RMBS Fortis  EUR 4,100.00  4,100.00 

22-Oct  EMS VII  Netherlands  RMBS ABN Amro  EUR 3,800.00  3,800.00 

18-Oct  Santander Empresas 4  Spain  SME Santander  EUR 3,540.00  3,540.00 

18-Oct  IM Goya Hipotecario I  Spain  MBS Barclays  EUR 1,900.00  1,900.00 

17-Oct Empresas Hipotecario TDA CAM 5  Spain  MBS CAM  EUR 1,400.00  1,400.00 

11-Oct Hipototta 6  Portugal  RMBS Santander  EUR 2,200.00  2,200.00 

09-Oct Cars Alliance Germany 2007-1  Germany  Auto RCI Banque  EUR 1,600.00 1,600.00  

05-Oct Empresas Banesto 1  Spain  SME Banesto  EUR 2,000.00 2,000.00  

04-Oct Bankinter 15  Spain  RMBS Bankinter  EUR 1,500.00 1,500.00  

02-Oct Stichting Orange Lion  Netherlands  RMBS ING  EUR 10,000.00 10,000.00  

01-Oct Santander Hipotecario 4  Spain  RMBS Santander EUR 1,230.00 1,2230.00  

       35,720.00 
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What Impact have Retained Deals had on Monthly Issuance Volumes?

2007 Monthly Issuance Volumes Including European Retained Transactions

Source: SG research, Bloomberg

0

10

20

30

40

50

60

70

80

Jan Feb Mar Apr May Jun Jul Aug Sep Oct

(€
b

n
)

US (€) EUR (€) AUS (€)



Where Do We Stand Today? 
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The ABX Indices Continue to Undermine Investor Sentiment

Source: SG research, Bloomberg

15

25

35

45

55

65

75

85

95

105

Jan-07 Feb-07Mar-07 Apr-07 May-07 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07

AAA AA A BBB BBB-

BS hedge fund news

Rating 
actions

HSBC announced revised provisions

New Century 
bankruptcy

IKB 
warning

IB Q3 
resultsCash

Price



10

Can the SIV Business Model Survive?

M-LEC
Super SIV to
the rescue?

“ Citi SIVs
draw 

on $7.6bn 
of liquidity”

“ SIV Managers 
don’t see model 
surviving slump 

– Moody’s”

“ Cheyne
Finance –

Administrator 
appointed”

“ Standard 
Chartered’s

Whistlejacket
SIV shrinks 

by $5bn”

“ IKB’s
Rheinbridge
SIV defaults 

on CP”

“ Axon 
defaults on 

senior debt”

“ BarCap in 
restructuring 
talks with 3 
SIV lites”

“ Moody’s 
downgrades or 
places on watch 
negative 28 debt 

programmes 
from 16 SIVs”
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Source: SG order books



12

0bps

100bps

200bps

300bps

400bps

500bps

600bps

700bps

800bps

Jan-07 Mar-07 May-07 Jul-07 Sep-07 Nov-07

Ambac MBIA

Monolines have Emerged out of the Shadows and into the Spotlight

Ambac and MBIA 5yr Corporate CDS Spreads

Source: Bloomberg



13

14 Straight Weeks of Decline: 
SIVs and Conduits Struggle to Finance Themselves
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European Liquidity Continues to Trade at a Premium …
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…While a Similar Picture Can be Seen in the States
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Where Do We Go From Here?
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Ripping Up the Rulebook: The New Primary Approach

� Greater Flexibility/Responsiveness 
from Issuers
� Timing, currency
� Tailored tranches

� Smaller Deals/More Frequent Issues

� Additional Credit Enhancement
� Lenders Mortgage Insurance

� Soft Sounding
� Pre-placed/Reverse Enquiry Driven Trades
� Shadow Book

� New Issue Premium

� Greater Tiering/Spread Differential
� Asset Quality (Verified vs Lo Doc)
� Track Record (Established Issuers vs New 

Issuers)
� Sponsor (Rated vs Unrated)

� Pricing to the Marginal Bid
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Patience is a Virtue: 2008 and Beyond

� Stabilisation of Secondary Spreads

� Transparency of Bookbuilding and 
Pricing

� Rebuilding Fragile Investor 
Confidence

� Gradual Reduction in New Issue 
Premium

� Issuance Volumes Slowly Rebuilding

� Spread Tightening Bias in Secondary

� Negative Headlines

� Heavy Primary Pipeline

� Selling Pressure from Secondary

� A Material Reduction in the Investor 
Base

� Deterioration in the Performance of 
the Underlying Collateral

� Concerns over Mortgage Insurers

Necessary Steps for the Return of 
an Orderly Primary Market

Factors which could Delay the Return of 
an Orderly Primary Market

Tighter Primary Market Spreads

Conclusion
Short Term: Uncertainty

Mid-Long Term: Positive Outlook

Weaker Secondary Market
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