
In Europe, the banking sector plays a crucial role in the financing of the real 

economy and especially of SMEs, which historically have limited access to capital 

markets. It is not conceivable to envisage an economic recovery in Europe 

without a robust and active banking sector. Banks mitigate information 

asymmetries by screening and monitoring borrowers. This allows them to 

channel funds from savers to entrepreneurs. However, European banks are 

under pressure to deleverage and strengthen their solvency and liquidity 

positions. Against this background, long-term investors (pension funds, 

insurance companies among others) may help to foster the financing of SMEs, 

while also promoting a higher efficiency in capital allocation.  Securitization is a 

key instrument to allow this.

But before discussing the treatment of the patient, i.e., how to ensure that 

viable SMEs are able to obtain access to funding, we need to focus on the 

diagnosis: what is restricting banks from fully performing their traditional inter-

mediation role? Two main restrictions may be considered: funding and capital. 

Regarding the former, monetary policy remains very accommodative worldwide, 

thus implying that liquidity is widely available at very low costs. Furthermore, 

in the pecking order of financing instruments available to banks, securitization 

would never rank very high, as its price does not compare favorably with other 

sources (Eurosystem, covered bonds or even unsecured bonds, if we consider 

the execution risk of issuing ABS). 

As such, the evidence suggesting that the lending channel is still impaired seems 

to indicate that the bottleneck is no longer a lack of liquidity but the cost of 

capital. In this setting, securitization can only be an efficient tool in fostering 

economic growth if it provides capital relief for banks and if it attracts funds 

from players outside the banking system, at an affordable cost. 

Most European securitizations performed quite well throughout the financial 

crisis, with remarkably low default rates, but the post-crisis regulatory proposed 

reforms (CRD II and Solvency II) point to a substantial tightening of the criteria 

for the recognition of effective risk transfer and an increase of the capital 

charges for securitizations. This fact and the uncertainty around it, along with 

the revision of rating agencies' methodologies which led to the imposition of 

rating caps, might have structurally changed the rules of the game and may 

constitute the main obstacle for the reactivation of this market. 
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Given the good performance of European securitizations, there is a case for 

a more beneficial treatment regarding the capital charges applied to this type 

of instrument, most notably for “high quality ABS”. There is currently no 

definition of what constitutes a “high quality securitization”, but different 

stakeholders have already started to look at this issue. At this stage, 

a consensus is emerging around a definition that includes real assets, 

as well as transparent and robust structures that enable investors to conduct 

their own due diligence. In this sense, there is not a need to link the label of 

“high quality securitizations” to the notation of credit rating agencies. 

In this field the EIF plays an important role in the financing of SME and has 

developed in house risk methodologies to assess these operations. Its deep 

expertise in the European ABS market may support non standard solutions with 

the involvement of the Eurosystem and of the European Commission. 

Much of the work done in this context could be revisited. 

Nevertheless, the fragilities of the originate-to-distribute model in financial 

intermediation should not be forgotten, as they did not provide the correct 

incentives for originators. Banks need to preserve their screening and 

monitoring roles. Thereby, it is essential that they keep some skin in the game, 

by retaining at least the major portion of the first loss tranches.

If all the above could be accomplished (involvement of long-term investors, the 

capital relief for banks, de-link from the credit agencies evaluation, correct 

alignment of incentives), there is ground for the revival of the ABS market as a 

tool to promote a better efficiency in capital allocation. This could be a way to 

promote a faster and healthy European economic recovery in a inclusive way to 

all Member States.   

Taking all the above into consideration, possible topics for discussion include:

 What is the role for securitization? Is low credit dynamics a cause or 

consequence of low ABS issuance? 

 Will the resources created with securitization be used to lend to the 

economy?

 Is securitization a tool to enhance risk diversification outside the banking 

system?

 How can funds from long-term investors be attracted?

 How can regulation on “high quality securitization” be shaped to be more 

friendly to both sides, originators and investors?  

 Is it consensual that the securitization's main strength is to free up 

capital from the originators perspective, while from the investors' 

view is the fact that its securities pay a higher yield? 

 How can the correct alignment of incentives be ensured (release capital, 

while requiring banks to maintain skin in the game and monitor 

properly)?

 Can the ECB have a decisive role in the reigniting the ABS market? 

 Is a pan-European ABS market achievable in the future? In this vein, 

what can be done to foster harmonization? 

 Which other tools may foster lending?



The financial crisis has highlighted the negative effects of excessive indebtedness 

- especially when observed in both private and public sectors 

of the economy -, for financial stability and economic growth. Rapid credit 

expansion, before the crisis, led to the accumulation of high levels of debt, 

which became clearly unsustainable, in several EU Member States, at the onset 

of the financial crisis. Despite the adjustment that took place afterwards, the 

levels of indebtedness/leverage, particularly in the corporate sector, are still 

very high in some of those countries (e.g., Portugal and Spain). 

The current economic juncture, characterized by low economic growth and low 

levels of inflation, does not favor a swift deleveraging process. Additionally, the 

right incentives and tools to promote a faster and orderly deleveraging might 

not be in place, at least in some countries. Finally, the potential adverse effects 

of a generalized deleveraging process, including in the banking sector, on 

economic activity and on financial stability cannot be ignored. Some European 

countries are thus facing a difficult challenge: the need to continue, or even 

accelerate, the deleveraging process, especially in the corporate sector, and, 

at the same time, the need to spur economic growth by allocating the existent 

(and scarce) financial resources to the most productive activities of the economy. 

An effective framework to deal with corporate debt restructuring (and to 

istinguish firms that, although highly indebted, are still viable from those that are 

insolvent) is crucial in this context. The role of the banking sector in this process 

should not be underestimated, especially in countries where firms, and notably 

SMEs, rely considerably on banks to finance their activity.

Against this background, a holistic policy response to address corporate sector 

weaknesses, and, in particular, to promote the restructuring of the corporate 

sector debt, should be adopted in order to address all the areas where 

bottlenecks to a swift, but orderly, corporate sector deleveraging may exist. 

The Portuguese example is key in this context: under the Economic and Financial 

Adjustment Programme several measures have been adopted, but given the still 

high levels of indebtedness in the corporate sector, the existing framework is 

now being reassessed/reinforced. Those measures involve different areas of the 

economy, comprising changes in the legal (including insolvency) framework, 

fiscal incentives, bank regulation and supervisory practices, incentives for firms' 

capitalization and debt-to-equity swap, among others.
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Taking all the above into consideration, possible topics for discussion include:

 How to achieve/define the right balance between deleveraging, economic 

growth and financial stability? 

 What defines the sustainable level of indebtedness in the private sector, 

or, in other words, how to assess whether a given level of indebtedness 

in the private sector is sustainable or not?

 Who is in a better position to distinguish firms that, although highly 

indebted and undercapitalized, are still viable (and whose debt should 

thus be restructured) from those firms that are non-viable and should 

be considered insolvent and be liquidated?

 What are the most effective measures to foster corporate debt 

restructuring and firms' capitalization, at the current juncture? How to 

promote a better and smoother coordination among creditors and what 

is the most suitable framework to foster agreements between debtors 

and creditors? In which situations may market mechanisms be enough 

to promote such agreements? How to best articulate in-court and out-of-

court procedures?

 What is the most appropriate framework to avoid a harmful behaviour 

by the debtors, from an economic point of view, such as “gambling for 

resurrection” or dragging down the firm to a no recovery situation? 

Where to draw the line in terms of the limited responsibility clause (and 

to consider the owners of the firms legally responsible and liable for the 

insolvency)?   

 In the aftermath of the financial crisis, and given the measures that have 

been implemented on the fiscal consolidation side, is there still room for 

maneuver to adjust the existing tax incentives in order to promote firms' 

capitalization (over debt)?

 What could be the impact, at the current juncture, of a faster 

deleveraging process in the non-financial corporation sector on financial 

stability and, in particular, on the resilience of the banking sector? How 

to promote banks' incentives towards an effective corporate debt 

restructuring and/or selling corporate debt portfolios (in particular, SMEs 

loans), without putting at stake banks profitability and, more generally, 

financial stability?

 How to guarantee that “next time will be different”, i.e., that the 

appropriate monitoring and prevention mechanisms will be in place 

in order to avoid the accumulation of imbalances, notably in the private 

sector indebtedness, that we have observed before the crisis.
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