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Head of Secured Assets

European Securitisations: Risk and Opportunities  
for Pension Funds
European Securitisations have recently attracted attention, with 2024 to date seeing record volumes of issuance since the Great 
Financial Crisis1. European regulators have also shown strong support through several recent reports (from Noyer, Letta and 
Draghi), which have led to a public consultation from the European Commission. We review the opportunities and the associated 
risk of European securitisations for pension funds.

Definition
Securitisations are defined by two main features in European 
regulation2:

1. Use of collateral
Payments to investors are provided by one or several assets. 
The vast majority of securitisations rely on pools of loans to 
households or corporates.

2. Subordination of the liabilities
The liabilities of European securitisation vehicles are distributed 
among different notes, or “tranches”, reflecting the priority of 
cashflow allocation, i.e., the subordination of tranches. 

Returns
Unlike in the US, most European securitisations pay floating 
coupons, linked to a 3-month or 1-month index. Due to the low 
interest rate duration, their main sensitivity relates to credit.
Securitisation credit spreads are significantly wider than those 
of corporates with similar ratings.

Figure 1: Examples of European Securitisation and iTraxx 
Spreads

Source: JP Morgan, Bloomberg iTraxx. 8/11/2024

Default Risk
Contrary to market efficiency theory, wide European securitisation spreads are not consistent with their actual default rates, which 
have been historically much smaller, including during the 2008 Crisis. For example, for collateralised loan obligations (CLOs), it is 
important to distinguish between structures issued before and after the GFC. Both have demonstrated high robustness, with no 
defaults for structures issued since 2010 (Figure 2).

1. €112.9bn year-to-date publicly placed securitisations as of end of September 2024. Source AFME Securitisation Data Snapshot Q3 2024.
2. See article 2 of European regulation EU 2017/2402.

AAA A BBB BB

Dutch RMBS Snr FL 5Yr 48

Dutch BTL RMBS AAA FL 3 Yr 79 162 265

Consumer Loan EUR Snr FL 79

Consumer Loan A Euro FL 3 Yr 170

UK Prime AAA 3Y SONIA 48 130

UK BTL AAA 3Y SONIA 85

UK Autos AAA GBP FL 2 Yr 58 170

EURO CLO 97.5 225 363 595

iTraxx Main / Xover 55 293
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Figure 2: S&P European CLO Default History, 2001-2023

Source: S&P, Default transition and recovery: 2023 Annual Global Leveraged Loan CLO default and rating transition study

Securitisation Premium
Three main reasons explain this significant excess spread relatively 
to expected loss:

1. Uncertain cashflow timing 
Borrowers of the underlying loans, especially mortgages, or 
sponsors, notably for CLOs and Commercial Mortgage-Backed 
Securities (CMBS), have the right to repay the loan principal before 
its maturity. This timing repayment uncertainty may put off 
investors with fixed maturity constraints (e.g., Target Maturity 
Funds…). This uncertainty is mitigated by several factors. For 
example, CLOs and CMBS maturities are limited by provisions 
restricting non-call and re-investment periods and by the 
maturities of the underlying loans. 

The floating rate nature of the coupon also means price impacts 
are linked to the potential spread change. Prepayment risk and the 
consequential reinvestment risk, occurs during significant spread 
tightening. The opportunity cost of this (possible) situation has 
to be balanced with the (certain) benefit of the initial investment 
in high-spread securitisations. The wide spreads of CLOs allow a 
cushion to be progressively built against this risk that has proved 
effective in recent volatile periods. Conversely, the extension 
risk is limited by the medium-term maturities of most of the 
underlying loans (excluding residential mortgages): typically, less 
than 7 years for consumer, auto and leveraged loans. 

2. Due diligence constraints from securitisation 
regulations
Not all investors are able to analyse securitisation structures, 
especially the varying cashflows allocation rules (waterfall). Even for 
the most senior tranches of high-quality securitisations, detailed 
pre-trade analysis and on-going monitoring are mandatory under 
the European and UK regulations. This may deter investors if they 
are reluctant to dedicate sufficient resources. For institutional 
investors, the regulatory burden of pre-trade due diligence 
and on-going monitoring can be managed by delegating these 
responsibilities3. 

3. Punitive prudential treatment
Following the subprime crisis, European and UK regulations have 
been significantly tightened, especially around capital charges and  
the liquidity treatment of securitisations for banks. These costs 
de facto exclude most European insurers from the non-senior, 
non-STS or long-dated tranches.

For institutions that are not submitted to the Solvency 2 standard 
approach, like pension funds, the exclusion of competitors can 
be an advantage.

Our expectations for 
securitisations
Although past data demonstrate the historical robustness 
of securitisations, we expect future returns to be linked to the 
fundamental performance of the underlying loans.

Three main borrower types exist in this context: 
 – Households: for Residential mortgage-backed securities (RMBS), 

consumer loans and credit cards, most auto loans
 – Corporates: for CLOs, trade receivables and whole loans 

securitisations
 – Commercial Real estate funds: for CMBS

1.  Household loan defaults are highly correlated with 
unemployment. In both the UK and continental Europe, 
unemployment figures are at historical lows and we expect 
persisting labour markets tensions will shield Europe from a 
surge in unemployment in 2025.

2.  Leveraged loans are used in CLOs and are often issued 
by medium-size corporates with a high-yield profile, typically 
B-rated and often belonging to non-cyclical sectors.

3.  See article 5.5 of the European Securitisation Regulation.

EUR CLOs EUR CLOs EUR CLO 1.0 EUR CLO 2.0
(2001-2022) (2001-2022) (2001-2009) (2010-2023)

Original Rating Total Tranche  
Number

Number of defaulted 
tranches

Number of defaulted 
tranches

Number of defaulted 
tranches

AAA 1327 - - -
AA 1144 - - -
A 843 - - -
BBB 863 4 4 -
BB 739 17 17 -
B 485 1 1 -
Total count 5401 22 22 0
Cumulative default 0.41% 1.5% 0.0%
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Post-crisis CLOs, (CLO 2.0), benefit from improved structural features. Investment grade and BB tranches are designed to withstand 
extreme default rates. The breakeven Constant Default Rate for the BB tranches typically stands at 10%, meaning the rate has to be 
on average above this threshold for the remaining life of the tranche for it to incur a loss.

Figure 3: Moody's Historical European Speculative-Grade Default Rates vs. European CLO Constant Default Rate (CDR) breakeven

Source: Moody’s, Intex, Amundi

Due to their spreads and their ability to sustain default rates of 
the same magnitude as during the GFC, IG tranches of CLOs are 
currently our favoured type of securitisation.

3. CMBS and whole loan securitisations
We are cautious on both CMBS and whole business securitisations 
as they rely on specific risk factors which can make refinancing 
and default risk difficult to assess due to:
 – Asset price cyclicity
 – Sectoral changes that may affect specific assets
 – Concentration of risk focused on a specific business or properties, 

e.g. commercial real estate currently suffers from adverse 
conditions, complicating the refinancing of high LTV loans.

Risk / Return gain in a diversified 
credit portfolio 
Securitisations can significantly improve the performance of 
a credit portfolio, especially through including CLOs that benefit 
from the largest securitisation spreads. Figure 4 demonstrates how 
European CLOs and BBB corporates may be used in a portfolio.  

A 15%/85% split of CLOs to BBB corporates has potential to optimise 
risk/return up to this proportion, as additional excess return is 
obtained with a limited increase in volatility of the portfolio.

Figure 4: Excess annual returns and volatility of portfolios 
blending BBB Corporate and CLO

Source: Bloomberg, Palmer Square BBB European CLO Index, ICE BofA BBB Euro Corporate Index, 
01/2018 – 10/2024, Amundi calculations.

Liquidity
The market size of European securitisations, although smaller 
than the US, is important, totaling €538bn of placed issuances, 
of which €245bn are CLOs4.

Even if some market participants may prefer to hold securitisations 
long-term, others often implement active management. This allows 
for opportunistic purchases, especially when sellers are in need 
of liquidity, as demonstrated during the UK mini-budget crisis. 
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Moody's European speculative-grade historical default rates

AAA breakeven CDR

AA breakeven CDR

A breakeven CDR

BBB breakeven CDR

BB breakeven CDR

Moody's Historical European Speculative-Grade Default Rates vs. European CLO Constant Default Rate (CDR) breakeven

Assumptions to calculate CDR Breakeven: Constant Prepayment rate 10%
 Severity of defaults 50%
 Lag to recovery 12 months
 No call exercise
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4.  Source Morgan Stanley, European ABS Chartbook as of November 5, 2024
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In October 2022, trading activity recorded its highest levels, 
estimated to be in excess of €20bn over a few weeks, almost 
half executed through public auctions (BWICs for Bid Wanted 
in Competition).

Figure 5: 2019-2024 European ABS Public sales auctions (BWICs)

Source Morgan Stanley, European ABS Chartbook as of November 5, 2024

Although prices were impacted by the exceptional surge in paper, 
constrained sellers were able to obtain liquidity. This extreme 
liquidity stress test of the European securitisation market has 
demonstrated both the existence and the reasonable cost of 
such immediate liquidity.

ESG assessment
As securitisations rely on specific assets for collateral, ESG 
assessment can be relatively transparent. For example, for an 
auto loan securitisation, the ESG score of a pool can be assessed 
using the CO2 emissions of the financed cars, or a proxy like the 
motor type compared to the whole market.

Similarly, the Energy Performance Certificate of the financed 
properties can be used to assess the mortgage’s environmental 
value. The European Green Bond framework can also be used 
to recognize the value of securitisations with a green use of 
proceeds commitment from the seller of the loans.

Unfortunately, not all these data are public and they must be 
gathered by the portfolio manager to ensure fair comparison.

Business Case

Implementing a dedicated CLO fund for a pension fund
In order to capture the CLO spread premium, one of our pension 
funds clients made the decision to invest in a dedicated fund 
in December 2023. To limit the volatility of the fund and 
maintain a high-grade average rating, the investments are 
focused on AA to BBB rated tranches with a maximum of 25% 
of BBB tranches. 

Figure 6: Portfolio metrics at purchase during ramp-up

Rating 
category 

breakdown

Ramped 
portfolio 

breakdown

WA Discount 
Margin over 

Eur3m

WA yield  
to worst  

(%)

AA 25% 220 4.90

A 50% 270 5.43

BBB 25% 402 6.81

Portfolio 100% 293 5.64

Source: Amundi

The portfolio was fully invested within a few months using both 
primary and secondary markets, with a dominant share (63%) 
for the former given the long investment horizon of the client.

The portfolio is diversified across country and sector, reflecting  
the structural diversification of CLOs across the European 
leveraged loan market.

Client benefits
 – Diversification: Historical 1-year return correlation of 0.46 

between BBB corporates and CLOs5

 – Robust credit position with very low idiosyncratic risk (No 
expected loss even in a GFC-like stress on IG rated tranches)

 – Capture of additional returns across traditional FI market 
with an annualized IRR since inception of 7.9%6 
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5. 1-year correlation of ICE BofA BBB corporate index with Palmer Square European CLO indices 
reflecting the rating structure of the portfolio as of end of October 2024. Source Bloomberg.
6. Amundi calculation.

Benefits of ABS 
investment

Diversification
Low Correlation  
with other Fixed  

Income segments

Capture additional 
Returns

Robust credit 
position with very 

low idiosyncratic risk

Yield pick-up

Low Risk

How do we 
differentiate?



Amundi Pension Funds Letter #22  |  December 2024

21  |  Marketing communications for professional investors   

IMPORTANT INFORMATION
Unless otherwise stated, all information contained in this document is from Amundi Asset Management S.A.S. and is as of December 2024. Diversification 
does not guarantee a profit or protect against a loss. The views expressed regarding market and economic trends are those of the author and not 
necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and other conditions, and there can be no assurance 
that countries, markets or sectors will perform as expected. These views should not be relied upon as investment advice, a security recommendation, or as 
an indication of trading for any Amundi product. This material does not constitute an offer or solicitation to buy or sell any security, fund units or services. 
Investment involves risks, including market, political, liquidity and currency risks. Past performance is not a guarantee or indicative of future results. 
Date of first use: 2 December 2024
Doc ID no. 4062949
Document issued by Amundi Asset Management, “société par actions simplifée”– SAS with a capital of €1 143 615 555 – Portfolio manager regulated by the 
AMF under number GP04000036 – Head office: 91-93 boulevard Pasteur – 75015 Paris – France – 437 574 452 RCS Paris – www.amundi.com – Photo credit: 
©MDelporte/iStock/GettyImages – Designed by Atelier Art'6.

To go further: The Amundi Research Center

Amundi Investment Institute
In an increasing complex and changing world, investors need to better understand their environment and the evolution of investment 
practices in order to define their asset allocation and help construct their portfolios. This environment spans across economic, 
financial, geopolitical, societal and environmental dimensions. To help meet this need, Amundi has created the Amundi Investment 
Institute. This independent research platform brings together Amundi’s research, market strategy, investment themes and asset 
allocation advisory activities under one umbrella; the Amundi Investment Institute. Its aim is to produce and disseminate research 
and Thought Leadership publications which anticipate and innovate for the benefit of investment teams and clients alike. 

To find out more, please visit: research-center.amundi.com
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Responsible investing in private equity 
 

 

 

 

 
Due to its growing size, and the levers it holds in setting the strategy for portfolio 
companies, the PE industry has a decisive impact on how the global economy 
addresses the key challenge of climate change and, more generally, whether 
companies are managed in a responsible manner. At the same time, the association 
between PE and sustainability has not always come naturally. Cross-linking conclusions 
from academic research with our survey of PE investors – as well as using our 
experience as a PE investor – we have analysed how PE investors approach RI. The 
following messages are a summary of our more in-depth paper. 
 

 
Both private equity (PE) and responsible investing (RI) have long-term 
investment horizons. By fostering the appropriate governance in 
portfolio companies, PE can facilitate their responsible transformation.  

 Although the PE industry currently lags in the sustainability journey, it is 
catching up rapidly. 

 
Over the past decade, RI has been integrated into the different stages of 
the PE investment process; RI priorities vary across investors, but 
governance tends to dominate over climate and social elements. 

 
Challenges remain in terms of data availability and the lack of reporting 
standardisation. Any decision on RI should be taken at the highest 
institution level, to avoid facing possible mismatches regarding 
investments’ time horizon. 
 

Global PE AuM to reach $8.5tn by 2028 

 

Source: Amundi Investment Institute, Preqin database. Data is as of 15 November 2024. AuM: assets under management. 
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