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Background

Challenges

Investors

Key Issues

• Term Funding

• Capital

• Balance sheet restructuring

• Regulation

• Rating agencies

• Market congestion

• Uncertainty around market reaction to withdrawal of ECB purchases

• Demand bottleneck

• Economic outlook and sentiment

• Largest investors are looking for the exit

• Insurance regulations are changing



Review of 2009
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Evolution of the Financial Crisis

15/09/08 

Lehmans 

Brothers files for 

bankruptcy

09/08/07 ECB injects 

€9.5bn after BNP 

suspends 3 funds

05/03/09 BoE reduces 

Bank Rate to 0.5% and 

announces £75bn of QE

13/10/08 UK 

Government 

recapitalisation 

of RBS, Lloyds 

and HBOS

20/06/07 

reports that 

Bear Stearns 

hedge funds 

in trouble

PHASE 1: 

Sub-prime Financial Crisis

PHASE 2:

Post-Lehmans

PHASE 3: 

Financial Market Recovery

05/11/09 MPC 

meeting and 

inflation report

08/09 QE 

extended up 

to £175bn
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Recovery in Financial Markets:  Bond Markets

Start 2009

Post Lehmans Crisis

• Spread correction as multi-year credit 

bull run brought to an end

• Capital markets reopened but only to 

non-cyclical, defensive sectors. 

• Market closed to low investment grade 

and sub-investment grade issuers

• Large new issuance premiums and poor 

secondary market liquidity

• Markets still volatile, with issuance 

limited to “windows” of opportunity

• Oversubscription for the right names at 

the right price
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Recovery in Financial Markets:  Bond Markets

Start 2009 End 2009

Post Lehmans Crisis

• Spread correction as multi-year credit 

bull run brought to an end

• Capital markets reopened but only to 

non-cyclical, defensive sectors. 

• Market closed to low investment grade 

and sub-investment grade issuers

• Large new issuance premiums and poor 

secondary market liquidity

• Markets still volatile, with issuance 

limited to “windows” of opportunity

• Oversubscription for the right names at 

the right price

Buoyant financial markets

•Significant inflow into corporate bonds in 

second half of 2009 and covered bonds as 

funds reallocate.

•Yield on corporate bonds begin to fall

• Significant tightening of both gilt yields 

(from QE)

• Oversubscription levels increase

• Spreads tighten significantly

•Crossover, unrated and high yield markets also 

open

•Concerns over „bubble like‟ conditions
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Key Market Issues
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Refinancing needs exacerbated by shorter maturities

• Moody‟s highlight a shortening of wholesale debt maturities across several banking systems

– At a global average maturity of 4.7 years

– New debt issuance in the banking sector is at a 30-year low 

– UK fell from 11.3 years in 2001 to 4.3 years in 2009
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Refinancing needs exacerbated by shorter maturities

• Moody‟s highlight a shortening of wholesale debt maturities across several banking systems

– At a global average maturity of 4.7 years

– New debt issuance in the banking sector is at a 30-year low 

– UK fell from 11.3 years in 2001 to 4.3 years in 2009

• Moody‟s estimates that banks will face maturing debt of USD10 trillion by the end of 2015

United Kingdom

Maturing 

(USDm)

2009 140,280

2010 146,955

2011 192,574

2012 169,377

2013 86,116

2014 75,295

2015 36,647

Total 847,244
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Writedowns & Credit Losses v Capital Raised
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Writedowns & Credit Losses v Capital Raised
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Drivers

• Higher capital requirements

• Increasing RWA‟s under Basel 3

• Narrower definition of capital

• Continued losses
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Writedowns & Credit Losses v Capital Raised

Drivers

• Higher capital requirements

• Increasing RWA‟s under Basel 3

• Narrower definition of capital

• Continued losses

Result

• Raising additional capital

• Designing new instruments

• Liability management

• RWA reduction trades
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Leverage Ratio‟s (Total BS / Tier 1)

• New measure introduced in Basel 3

• More punitive than expected

• Expect robust discussion regarding the right measure
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Retained Issuance – Dominated by UK and Spain

Retained Issuance by Country and Asset Type, 2007-2009YTD, € millions

UK Spain Italy Holland Germany Belgium Ireland Europe Other

RMBS 312,786 114,951 119,390 112,092 59,185 49,116 54,363 - 42,193 

CMBS 5,551 - - - 1,173 - - 13,780 -

CDO 10,780 71,732 6,054 10,175 7,539 2,504 1,662 27,408 21,808 

Credit Card 11,732 - - - - - - - 580 

Auto Loans 978 2,710 250 255 13,544 - - - 1,262 

Consumer - 580 17,202 - 280 - - - 2,747 

Other 3,091 14,564 8,634 804 5,028 - - 208 16,183 

Source: RBS
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Central Bank Support

• Central banks looking to withdraw liquidity support over the coming years

• Significant amounts of ABS collateral will have to be refinanced

• Central banks tightening criteria for admissible collateral

• Clients continuously working to liquefy their balance sheets
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Most Recent ECB Regulatory Amendments

• Two AAA ratings for all ABS issued as of 1 March 2010

• Application of a “second-best” rule

• As of 1st March 2011, the second-best rule and two ratings will be applied to all ABS



19

Most Recent ECB Regulatory Amendments

• Two AAA ratings for all ABS issued as of 1 March 2010

• Application of a “second-best” rule

• As of 1st March 2011, the second-best rule and two ratings will be applied to all ABS

• 74% of ECB collateral has 1 rating !

• Additional disclosure rules

1 rating

74%

3 ratings

3%

2 ratings

23%
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Potential impact of CEIOPS/NAIC

• The new Solvency II framework is likely to have a significant impact on UK insurance company 

demand for long duration corporate bonds 

• Framework will require considerable amounts of capital to be held against long dated bonds
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Potential impact of CEIOPS/NAIC

• The new Solvency II framework is likely to have a significant impact on UK insurance company 

demand for long duration corporate bonds 

• Framework will require considerable amounts of capital to be held against long dated bonds

• Approximately one third of the medium - long dated £ iBoxx Index is held by UK annuity funds
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Potential impact of CEIOPS/NAIC

• The new Solvency II framework is likely to have a significant impact on UK insurance company 

demand for long duration corporate bonds 

• Framework will require considerable amounts of capital to be held against long dated bonds

• Approximately one third of the medium - long dated £ iBoxx Index is held by UK annuity funds

• We are likely to see a significant steepening of the credit curve 

• CEIOPS framework is expected to come into place at end 2012 

• The bulk of the adjustments will occur in 2011 and 2012



Future Issuance
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Potential for „Perfect Storm‟

Key factors in considering funding quantum and costs in 2010

• Extension of debt maturities

– As regulators demand banks push duration longer, CEIOPS is likely to reduce demand 

– Additional cost of long-term debt
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Potential for „Perfect Storm‟

Key factors in considering funding quantum and costs in 2010

• Extension of debt maturities

– As regulators demand banks push duration longer, CEIOPS is likely to reduce demand 

– Additional cost of long-term debt

• „Convergence‟ and potential for demand to test supply

– Potential for corporates and governments to also seek longer-dated funding
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Potential for „Perfect Storm‟

Key factors in considering funding quantum and costs in 2010

• Extension of debt maturities

– As regulators demand banks push duration longer, CEIOPS is likely to reduce demand 

– Additional cost of long-term debt

• „Convergence‟ and potential for demand to test supply

– Potential for corporates and governments to also seek longer-dated funding

• Withdrawal of government support

– Significant refinancing requirements once government guaranteed issuance matures and 

central bank liquidity withdrawn

– Removal of an alternative non-cannibalising funding class to senior unsecured



27

Potential for „Perfect Storm‟

Key factors in considering funding quantum and costs in 2010

• Extension of debt maturities

– As regulators demand banks push duration longer, CEIOPS is likely to reduce demand 

– Additional cost of long-term debt

• „Convergence‟ and potential for demand to test supply

– Potential for corporates and governments to also seek longer-dated funding

• Withdrawal of government support

– Significant refinancing requirements once government guaranteed issuance matures and 

central bank liquidity withdrawn

– Removal of an alternative non-cannibalising funding class to senior unsecured

• Secured markets open but remain fragile 

– Refinancing requirement of central bank collateral creates a potential market oversupply
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Issuance Outlook 2010 

Type

Volumes 

2009

(in bn)

Volumes 

2010

(in bn)

Trend Change

Euro Area Sovereigns € 935 € 970 + 4% 

UK Sovereigns £ 231 £ 196 - 15%

US Treasuries $ 2,110 $ 2,450 + 15%

FDIC / Govt. Guaranteed Banks $ 580 $ 50-75 - 90%

Supras & Non-US Agencies** € 370 € 340-360 - 5%

US Agencies* $ 1,250 $ 650 - 48%

Covered Bonds € 126 € 150-175 + 30%

Asset-Backed € 14 € 50-75 + 446%
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2010:  What we have seen in the first 3 weeks…..

2010 

YTD

2009 

YTD

% 09 

YTD

09 Full 

Year

% 09 

Full Yr
Comment

€

Corporate IG 11,719 35,250 33% 361,897 3%
• Corporates took advantage 

to prefund so low supply

Corporate Non-IG 3,528 275 1283% 20,522 17%
• Investors searching for yield 

so record supply

Financial Senior 

(non-GG)
33,356 22,982 145% 292,697 11%

• Banks need longer dated 

liabilities driving supply

Financial Covered 

Bonds
24,744 10,971 226% 231,667 11% • Issuers looking for duration

$

Corporate IG 21,167 45,841 46% 604,610 4%
• Corporates took advantage 

to prefund so low supply

Corporate Non-IG 9,000 1,894 475% 160,504 6%
• Investors searching for yield 

so record supply

Financial Senior 

(non-GG)
51,800 13,514 383% 271,193 19%

• Record supply now deepest 

market and competitive pricing

Source: Dealogic Analytics
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New Issue Volumes of Banks   (Europe, US & Australia/NZ)
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• In 2007 covered bonds accounted for 20% of total banks issuance, and senior made up 68.5%
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New Issue Volumes of Banks   (Europe, US & Australia/NZ)
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• In 2007 covered bonds accounted for 20% of total banks issuance, and senior made up 68.5%

• In 2009, non-guaranteed issuance accounted for less than 50% given government guarantees
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New Issue Volumes of Banks   (Europe, US & Australia/NZ)

• In 2007 covered bonds accounted for 20% of total banks issuance, and senior made up 68.5%

• In 2009, non-guaranteed issuance accounted for less than 50% given government guarantees

• In 2010, the overall issue volumes from banks will probably remain quite stable

• Composition will change given that most of the guarantee schemes closed by year-end 2009
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European ABS and Covered Bonds
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European ABS and Covered Bonds
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ii

iii

Credit Spreads – Where to from here?

Source: iBoxx / RBS

Multi-Year 

Bull Market

Banking 

Crisis

Government 

intervention and 

stimuli

Unravelling of 

Sub-Prime Credit 

Crisis

Spreads 

trade in a 

tight range 

beneath 

50bps

Renewed 

volatility, risk 

aversion and 

credit spread 

widening

Governments 

shore up bank 

capital and revive 

confidence

Spreads tighten 

towards pre-

crisis levels
Where next for 

Spreads?

i. Risks of Renewed 

Widening

ii. Stabilisation into 

Current (Pre-Lehman) 

Range

iii. Return to Bull market 

levels

i

100

200

300

400

500

600

Jan 07 Jul 07 Jan 08 Jul 08 Jan 09 Jul 09 Jan 10

S
p
re

a
d
 t
o
 b

e
n
c
h
m

a
rk

 (
b
p
s
)



36

Implications for Issuers

UK Rates Forecast
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•Slower economic growth

•Unemployment – key factor to watch

•Wage growth looking slower 

• Interest rates on hold at low levels
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Implications for Issuers

•Slower economic growth

•Unemployment – key factor to watch

•Wage growth looking slower 

• Interest rates on hold at low levels

•Spreads have fallen significantly and may have 
bottomed out

•Pressure on gilt market likely to push overall yields 
upwards over the course of 2010

• Investors will do their own analysis:

– Pricing will be more differentiated 

– Investor reporting is paramount 

– Ongoing dialogue important 

• Investors remain focused on liquidity:

– Arranging banks to make markets in bonds

– Tranche sizes important

UK Rates Forecast
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Questions ?
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http://strategy.rbsm.com/disclosures - View this page for additional Important Disclosure Information for Research Recommendations including Recommendation history.

This material has been prepared by The Royal Bank of Scotland plc (“RBS”) for information purposes only and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or
instrument or to participate in any particular trading strategy. This material should be regarded as a marketing communication and may have been produced in conjunction with the RBS trading
desks that trade as principal in the instruments mentioned herein. This commentary is therefore not independent from the proprietary interests of RBS, which may conflict with your interests.
Opinions expressed may differ from the opinions expressed by other divisions of RBS including our investment research department. This material includes analyses of securities and related
derivatives that the firm's trading desk may make a market in, and in which it is likely as principal to have a long or short position at any time, including possibly a position that was accumulated on
the basis of this analysis prior to its dissemination. Trading desks may also have or take positions inconsistent with this material. This material may have been made available to other clients of
RBS before being made available to you. Issuers mentioned in this material may be investment banking clients of RBS. Pursuant to this relationship, RBS may have provided in the past, and may
provide in the future, financing, advice, and securitization and underwriting services to these clients in connection with which it has received or will receive compensation. The author does not
undertake any obligation to update this material. This material is current as of the indicated date. This material is prepared from publicly available information believed to be reliable, but RBS
makes no representations as to its accuracy or completeness. Additional information is available upon request. You should make your own independent evaluation of the relevance and adequacy
of the information contained in this material and make such other investigations as you deem necessary, including obtaining independent financial advice, before participating in any transaction in
respect of the securities referred to in this material.

THIS MATERIAL IS NOT INVESTMENT RESEARCH AS DEFINED BY THE FINANCIAL SERVICES AUTHORITY.

United Kingdom. Unless otherwise stated herein, this material is distributed by The Royal Bank of Scotland plc (“RBS”) Registered Office: 36 St Andrew Square, Edinburgh EH2 2YB. Company
No. 90312. RBS is authorised and regulated as a bank and for the conduct of investment business in the United Kingdom by the Financial Services Authority. Australia. This material is distributed
in Australia to wholesale investors only by The Royal Bank of Scotland plc (Australia branch), (ABN 30 101 464 528), Level 48 Australia Square Tower, 264-278 George Street, Sydney NSW 2000,
Australia which is authorised and regulated by the Australian Securities and Investments Commission, (AFS License No 241114), and the Australian Prudential Regulation Authority. France. This
material is distributed in the Republic of France by The Royal Bank of Scotland plc (Paris branch), 94 boulevard Haussmann, 75008 Paris, France. Hong Kong. This material is being distributed in
Hong Kong by The Royal Bank of Scotland plc (Hong Kong branch), 30/F AIG Tower, 1 Connaught Road, Central, Hong Kong, which is regulated by the Hong Kong Monetary Authority. Italy.
Persons receiving this material in Italy requiring additional information or wishing to effect transactions in any relevant Investments should contact The Royal Bank of Scotland plc (Milan branch),
Via Turati 18, 20121, Milan, Italy. Japan. This material is distributed in Japan by The Royal Bank of Scotland plc (Tokyo branch), Shin-Marunouchi Center Building 19F - 21F, 6-2 Marunouchi 1-
chome, Chiyoda-ku, Tokyo 100-0005, Japan, which is regulated by the Financial Services Agency of Japan. Singapore. This material is distributed in Singapore by The Royal Bank of Scotland plc
(Singapore branch), 1 George Street, #10-00 Singapore 049145, which is regulated by the Monetary Authority of Singapore. RBS is exempt from licensing in respect of all financial advisory
services under the (Singapore) Financial Advisers Act, Chapter 110 (“FAA”). In Singapore, this material is intended solely for distribution to institutional investors, accredited investors, and expert
investors as defined under the FAA.

United States of America. RBS is regulated in the US by the New York State Banking Department and the Federal Reserve Board. The financial instruments described in the document comply
with an applicable exemption from the registration requirements of the US Securities Act 1933. This material is only being made available to U.S. persons that are also Major U.S. institutional
investors as defined in Rule 15a-6 of the Securities Exchange Act 1934 and the interpretative guidance promulgated there under. Major U.S. institutional investors should contact Greenwich
Capital Markets, Inc., (“RBS Greenwich Capital”), an affiliate of RBS and member of FINRA, if they wish to effect a transaction in any Securities mentioned herein.

The Royal Bank of Scotland plc. Registered in Scotland No. 90312. Registered Office: 36 St Andrew Square, Edinburgh EH2 2YB.

The daisy device logo, RBS, The Royal Bank of Scotland and Make it happen are trade marks of The Royal Bank of Scotland Group plc.


