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Structured credit update
The resilience of ABS

Risk assets in general have carried their 
positive momentum from the second half 
of last year into 2021 and asset-backed 
securities (ABS) markets have been no 
exception to this. Across sectors and 
geographies – whether that be mortgages, 
auto loans, credit cards or leveraged loans – 
performance of the underlying collateral has 
been generally robust, which, when coupled 
with the attractive spreads available, has 
brought new investors to the space.

The continued pace of the vaccine rollout 
provides a pathway towards reopening in 
most major economies and a return to some 
degree of normality in the coming months. As 
we quickly approach the end of the first half 
of 2021, it seems an opportune moment to 
pause for breath, take stock of where we are 
and consider where we go from here. 

Fundamentals are robust

The fundamental fears present at the end 
of Q1 last year have not materialised. With 
the substantial support of governments, 
performance across collateral types has been 
robust. For example, let’s consider UK non-

conforming mortgages. Payment holidays 
were made readily available by UK lenders – 
they were very well-advertised with few to no 
restrictions and, as a result, uptake was high. 
At the peak, c.30% of UK non-conforming 
mortgages were on a payment holiday (15-
20% for the market as a whole), which merely 
delays the payment of the mortgage. Fears 
that this trend was masking performance 
deterioration have since abated as holidays 
have largely expired with only a limited 
increase in arrears of less than 2%. The chart 
shows data for a selection of representative 
non-conforming transactions. 

With around 12% of the workforce still on 
furlough, expectations are for unemployment 
and arrears to further increase in Q3/Q4 
2021 after the scheme expires – though with 
less than 3% of non-conforming borrowers 
on payment holidays today, further increases 
in arrears should remain contained.

It’s also important that this is put into context 
– the weakest vintage of non-conforming 
mortgages originated immediately prior 
to the global financial crisis (GFC), saw one 
month or more arrears rise to a peak of over 
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30% in 2009 and remain elevated for many years. Even then, 
losses on GFC-era RMBS bonds were very limited.

In our opinion, the asset class today is much stronger – 
underwriting criteria on the underlying mortgages has been 
much tighter with lower LTVs and ABS transactions have been 
structured more conservatively with more credit protections. 
Overall, we are positive on UK mortgage credit.

This story is not unique to UK mortgages – fundamentals 
have typically been strong across ABS collateral types and 
structures are conservative on a historical basis. US non-qualified 
mortgages have seen similar trends of spikes in forbearance (in 
this case to around 20%), followed by healthy re-tracing against 
a strong fundamental backdrop – forbearance rates are now 
below 10%. Performance is again well within the limits that the 
structures are designed to absorb. In other mortgage sectors 
such as Dutch prime and buy-to-let, payment holidays were not 
really a thing to begin with.

Away from the mortgage market, the patterns are similar. In 
CLOs, loan defaults have so far peaked well below previous 
cycles. We now look set to return to the low-default environment 
we have been in since the GFC, with speculative-grade corporate 
default rates looking to have peaked below 8% in both the US 
and Europe. Again, structures in the CLO market have been 
further improved since the GFC, despite having experienced 
lower loss rates than witnessed in corporate bond markets over 
the GFC – no AAA or AA-rated CLO has ever been impaired.

The performance of ABS collateral and structures through the 
Covid period provides yet more evidence for the resilience of 
the asset class to fundamental shocks. We can now add the 
Covid-19 pandemic to the GFC and European debt crisis as 
tangible evidence for the high quality of the transactions and 
structures.

Technicals

Supply being well absorbed – where are we heading?

Following a Covid-impacted 2020 for issuance, the start of 2021 
saw very healthy volumes in primary markets that were generally 
well absorbed by investors as new capital flowed in. There have 
been pockets of weakness in certain profiles that have created 
opportunities, particularly in sub-investment grade tranches 
as the heavy supply weighed on spreads. As we move into the 
summer, we have seen a slowdown in issuance in ABS markets, 
which has limited supply in recent weeks and strengthened the 
technical picture. In European ABS the ECB remains a buyer, 
which has also supported the technical. 

But what about yields?

As with other risk assets, yields have generally compressed in 
ABS markets. Central banks around the world have played their 
part in creating over USD13 trillion of negative-yielding debt – so-
called ‘return-free risk’ – pushing up risk asset prices across asset 
classes, including in credit markets. However, when considering 
the bigger picture, spreads achievable in ABS are attractive on 
an absolute basis and compare favourably to corporate and 
government risk. 

Spreads available in ABS markets include +75 bps for 3-year AAA 
UK non-conforming RMBS and +120 bps for 4-year AAA-rated 
CLOs. This is attractive compared to recent issuances in the 
corporate bond market, where the spread on a typical 5-year 
BBB-rated bond would be around +40 bps – you can achieve 
a higher return for lower risk and lower spread duration. If you 
look further down the capital structure, the pick-up in spread 
becomes even more significant – 5-year single-A rated and 5-year 
BBB-rated CLOs trade at +200 bps and +300 bps respectively, a 
substantial pick-up to a +40 bps BBB-rated corporate bond.

ABS may also provide added benefits of diversification and 
floating-rate coupons and therefore low interest-rate duration, 
which is topical in a world concerned about inflation and the 
direction of future interest rates. Thus, we think that there is 
a very compelling argument for investors to add ABS to their 
portfolios in the current environment to complement their 
existing holdings.

What happens next?  

Our portfolios are currently positioned to take advantage of the 
attractive potential relative value and incremental carry on offer, 
but in a low-risk manner via securities that have a significant 
cushion to defaults or collateral deterioration. While markets are 
well supported today, we are seeing pockets of excess supply in 
certain areas that are creating opportunities to add securities 
at wider levels. We remain cognisant of the risks and prefer to 
keep duration short, ready to take advantage of any future bouts 
of volatility while protecting against the possibility of rising rates 
through floating-rate securities.



P A G E  3

S T R U C T U R E D  C R E D I T  U P D A T E

This document may be produced and issued by the following entities: in the European Economic Area (EEA), by BlueBay Funds Management Company S.A. (the ManCo), 
which is regulated by the Commission de Surveillance du Secteur Financier (CSSF). In Germany and Italy, the ManCo is operating under a branch passport pursuant to 
the Undertakings for Collective Investment in Transferable Securities Directive (2009/65/EC) and the Alternative Investment Fund Managers Directive (2011/61/EU). In the 
United Kingdom (UK) by BlueBay Asset Management LLP (BBAM LLP), which is authorised and regulated by the UK Financial Conduct Authority (FCA), registered with the US 
Securities and Exchange Commission (SEC) and is a member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading Commission 
(CFTC). In United States, by BlueBay Asset Management USA LLC which is registered with the SEC and the NFA. In Switzerland, by BlueBay Asset Management AG where 
the Representative and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. The place of performance 
is at the registered office of the Representative. The courts of the registered office of the Swiss representative shall have jurisdiction pertaining to claims in connection 
with the distribution of shares in Switzerland. The Prospectus, the Key Investor Information Documents (KIIDs), where applicable, the Articles of Incorporation and any 
other applicable documents required, such as the Annual or Semi-Annual Reports, may be obtained free of charge from the Representative in Switzerland. In Japan, by 
BlueBay Asset Management International Limited which is registered with the Kanto Local Finance Bureau of Ministry of Finance, Japan. In Australia, BlueBay is exempt 
from the requirement to hold an Australian financial services license under the Corporations Act in respect of financial services as it is regulated by the FCA under the 
laws of the UK which differ from Australian laws. In Canada, BBAM LLP is not registered under securities laws and is relying on the international dealer exemption under 
applicable provincial securities legislation, which permits BBAM LLP to carry out certain specified dealer activities for those Canadian residents that qualify as “a Canadian 
permitted client”, as such term is defined under applicable securities legislation. The BlueBay group entities noted above are collectively referred to as “BlueBay” within 
this document. The registrations and memberships noted should not be interpreted as an endorsement or approval of BlueBay by the respective licensing or registering 
authorities. Unless otherwise stated, all data has been sourced by BlueBay. To the best of BlueBay’s knowledge and belief this document is true and accurate at the date 
hereof. BlueBay makes no express or implied warranties or representations with respect to the information contained in this document and hereby expressly disclaim 
all warranties of accuracy, completeness or fitness for a particular purpose. Opinions and estimates constitute our judgment and are subject to change without notice. 
BlueBay does not provide investment or other advice and nothing in this document constitutes any advice, nor should be interpreted as such. This document does 
not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product in any jurisdiction and is for information purposes only. This 
document is intended only for “professional clients” and “eligible counterparties” (as defined by the Markets in Financial Instruments Directive (“MiFID”) ) or in the US by 
“accredited investors” (as defined in the Securities Act of 1933) or “qualified purchasers” (as defined in the Investment Company Act of 1940) as applicable and should not 
be relied upon by any other category of customer. No part of this document may be reproduced, redistributed or passed on, directly or indirectly, to any other person or 
published, in whole or in part, for any purpose in any manner without the prior written permission of BlueBay. Copyright 2021 © BlueBay, is a wholly-owned subsidiary of 
RBC and BBAM LLP may be considered to be related and/or connected to RBC and its other affiliates. ® Registered trademark of RBC. RBC GAM is a trademark of RBC. 
BlueBay Funds Management Company S.A., registered office 4, Boulevard Royal L-2449 Luxembourg, company registered in Luxembourg number B88445. BlueBay Asset 
Management LLP, registered office 77 Grosvenor Street, London W1K 3JR, partnership registered in England and Wales number OC370085. The term partner refers to a 
member of the LLP or a BlueBay employee with equivalent standing. Details of members of the BlueBay Group and further important terms which this message is subject 
to can be obtained at www.bluebay.com. All rights reserved.


