22 May 2020

European ABS market
Update
Muted Activity in ABS Primary Market, DNTs Up on Thin Secondary Trading, First
Euro Credit Default...
Last week saw both global equity and corporate debt markets take a breather from the rally observed over the past 6 weeks. We remain
early in the current crisis - monetary policy support has provided a floor but the market awaits more clarity on direction from here. This week
started off with a bang following an announcement from Moderna, a US-based biotech company, about promising results in the first testing
phase for a potential COVID-19 vaccine, along with comments from Chairman Powell that the Fed is “not out of ammunition by a long shot.”
In Europe, first quarter preliminary GDP numbers project contractions on both a quarterly and annual basis at country and eurozone (-3.8%)
levels. On the fiscal policy front, Germany and France announced talks on the creation of a EUR 500 billion recovery fund with the aim to help
EU countries and industries hit the hardest by the COVID-19 pandemic.
In terms of fundamental credit performance, as pointed out last week, we are starting to see the first visible effects of the pandemic crisis. The
first significant exposure in European CLOs, Apax Partners (owned German discount retailer Takko Fashion) was downgraded to “defaulted”
after suspending interest payment on one of its bonds. While European CLOs currently remain in better shape than US deals, where almost a
quarter of deals are failing overcollateralization tests, many highly-leveraged companies in Europe have been blocked from state-backed loan
programs due to EU state-aid rules limiting support to companies with limited equity capital. Combined with an ECB that has thus far been less
aggressive than the Fed in terms of supporting high yield credit, private sources of capital are likely to remain constrained in the wake of rising
defaults. On the ratings front, this week S&P highlighted expectations of negative rating momentum globally across asset classes throughout
2020, including investment grade bonds in an adverse scenario.
In the Euro secondary space, we continued to see relatively thin supply. Spreads were stable week-over-week, with elevated levels of DNT on
low trading volumes. On the more positive side, we saw two BWICs with Mezzanine ABS positions and. The ABS primary market continues to
see muted activity with a few more deals coming to market. Senior bonds were well received by investors but mezzanine bonds were either not
offered or preplaced. Reflecting this trend, we saw a new STS-compliant German Auto deal from Mercedes-Benz this week with strong demand
for the A tranche while the B tranche was fully retained by the originator. In the CLO primary market, a few low leverage deals with short noncall and reinvestment periods are currently being marketed. One deal that was pulled in March is back on the market at a dramatically smaller
size (EUR 202.5m vs. EUR 400m).
Below is an overview of the one week spread change in various ABS segments, compared to investment grade and high yield corporate
credit as of May 15, 2020:
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Disclaimer
Dynamic Credit Partners Europe B.V. (‘Dynamic Credit’) is a registered investment company (beleggingsonderneming) and a registered financial service provider (financieel dienstverlener)
with the Dutch Financial Markets Authority (Autoriteit Financiële Markten). This document is intended for informational purposes only and is subject to change without any notice. The
information provided is purely of an indicative nature and is not intended as an offer, investment advice, solicitation or recommendation for the purchase or sale of any security, financial
instrument or financial product. This communication is a summary only, it may not contain all material terms. Any offering that may be related to the subject matter of this communication
will be made to you pursuant to separate and distinct documentation (Legal Documentation) and in such case the information contained herein will be superseded in its entirety by any
such Legal Documentation in its final form. Dynamic Credit may in the future issue, other communications that are inconsistent with, and reach different conclusions from, the information
presented herein. Dynamic Credit cannot be held liable for the content of this document or any decision made by a third party on the basis of this document. Potential investors are advised
to consult their independent investment and tax adviser before making an investment decision. An investment involves risks. The value of securities may fluctuate. Past returns are no
guarantee for future returns.
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