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Abstract

This study investigates the main factors driving the evolution of the securitization of
loans to Italian small and medium-sized enterprises (SMEs). The value of securitiza-
tion increased in last two years, even though it has not been used as collateral for cen-
tral banks. The disposal of non-performing loans (NPLs) may have been rather trig-
gered by increasing attention of the international institutions to such an issue, within
the general purpose of financial stability. The purpose of this paper is to interpret such
a phenomenon focusing on Italian banks and restricting the analysis to the case of se-
curitizations backed with loans to small and medium-sized enterprises (SMEs). The in-
teresting result that emerges, supported by econometrically tested empirical evidence,
is that given the orientation of international financial institutions, such as the ECB and
the EBA, and reacting to incentives coming from the fiscal policy authorities for the
public guarantee of loans, banks have been using securitization to reduce the burden
on their bad balance sheets due to (NPLs). It was found that the public guarantee had
a positive impact on SME securitization, whereas securitization in other sectors has
not been affected significantly. Such evidence suggests that, in the absence of a public
guarantee, the financial stability target would have been at risk, and the effectiveness
of collateral-based policies in the recent past must be improved to enhance access to
credit for SMEs.

Keywords central-bank liquidity, Italian banks, asset-backed
securities, non-performing loans, public guarantee
JEL Classification E52, G21, H39

INTRODUCTION

The structural changes to the monetary policy regime of the last dec-
ade, aimed at facilitating access to liquidity during the economic crisis,
have significantly affected the behavior of financial intermediaries. In
particular, the expansion of the spectrum of securities pledgeable as
collateral at the central banks for funding, may have induced banks
to increase the volume of securitized loans in 2018 and 2019 (both re-
tail and corporate). However, the incentives provided by the monetary
policy authorities do not explain the substantial increase in the issu-
ance of securitized assets in 2018 and 2019, since in the same period
the nature and extent of these incentives did not change significantly.
In fact, in 2018 and 2019, ABS issues increased abnormally despite no
structural change occurred at an ECB-policy level. In particular, the
trend of issues in 2018 and 2019 is abnormal if compared to all previ-
ous years, and the trend of securitization of loans to SMEs does not
seem to have stimulated a larger supply of credit to small and medi-
um-sized enterprises as supposed by policy adopted by the European
Central Bank. In the same period, the Italian banking sector regis-
tered the biggest decrease in NPL volumes (EUR 145 billion) between
June 2015 and June 2019 (EBA, 2019). Therefore, the 2018-2019 in-
crease is not justified on the ground of collateral-pledgeability to ECB.
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Instead, it could be a consequence of the NPL fiscal policies. Indeed, taking into account the orientation
of international financial institutions, such as the ECB and the EBA, and reacting to incentives coming
from the fiscal policy authorities for the public guarantee of loans, banks have been using securitiza-
tions to reduce the burden on their bad balance sheets due to non-performing loans (NPL).

The purpose of this paper is to provide an interpretation the dynamics of ABS issues focusing on Italian
banks and restricting the analysis to the case of securitizations backed with loans to small and medi-
um-sized enterprises (SMEs), since NPLs are essentially related to loans to SMEs, whose capability to
repay the debt is much more sensitive to economic downturns than larger firms.

In the analysis, data on Italian ABS market were used due to its potential link with banks’ actions relat-
ed to NPLs. In fact, this paper examines the link between securitization and NPLs, finding evidence that
securitizations based on SME loans are somehow special with respect to securitizations in other sectors,
and such specialness is related to banks’ need to dispose of NPLs. Due to this peculiarity, policy aimed
at fostering credit to SMEs and to improve banks’ soundness should take into account that disposal of
NPLs may take place at very high costs, that could be unsustainable for some banks. Thus, a trade-off

between profitability and soundness can be exacerbated.

1. LITERATURE REVIEW

One strand of research on banks securitization in-
vestigates the link between the latter and credit of-
fer from a macroeconomic perspective. Ben Salah
(2014) shows that, for the US banks, a greater use
of securitization corresponds to an increase in
lending capacity, confirming that the effectiveness
of monetary actions is confirmed when securiti-
zation is used as a risk management tool and not
when it is considered as substitute for liquid as-
sets, whereas Micucci and Rossi (2017) provide ev-
idence that banks follow different strategies when
they decide whether to take part in the debt re-
structuring process. Similarly, Aysun (2011) shows
that the balance sheet channel is stronger for banks
that securitize some of their assets suggesting that
securitization may increase the effectiveness of
monetary policy. According to Altunbas (2009),
securitization — on the basis of the economic cycle
and the risk of the bank - strengthens the lending
capacity of the banks, and also Loutskina (2011),
through the construction of a portfolio liquidity
index, demonstrates that banks that liquidate their
assets tend to increase their lending capacity. An
interesting study that examines the securitization
market for the SME sector has been conducted by
Kraemer-Eis and Passaris (2015), which analyze
how securitization can have a positive effect on
loans to small and medium-sized European com-
panies, highlighting the necessity to relaunch the
securitization market of SMEs. As regards secu-
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ritization of SMEs loans, it is worth mentioning
the study of Ayar et al. (2015) who show numerous
reasons to improve the market of securitization
of SMEs; similarly, Kaya and Masetti (2018) show
that for the Euro-zone, the increase in securitiza-
tion reduces the probability of small and medi-
um-sized enterprises to encounter limits on access
to credit. Bonner et al. (2016) highlight how the
correlation between securitization and lending
for the European banks is positive for 2007-2008
but not for the following years. On the financial
intermediaries’ side, numerous scholars have in-
vestigated the causes of the securitization. Some of
them highlight that securitization is usually used
not only to produce poorly structured products
but especially to obtain capital advantages with-
in the Basel regulatory framework (Minton et al.,
2004; Calomiris et al., 2004; Hansel et al., 2008).
Mazzuca (2008) believes that the main reason that
induces banks to securitize their assets is the pos-
sibility of diversifying and finding new sources of
financing. Some studies have also investigated the
types of banks that are more likely to carry out
securitization transactions, showing that there is
a preference for large banks, probably due to the
greater ability to bear overhead costs (Mazzuca,
2008; Uzun & Webb, 2007; Almazan et al., 2015).
Other studies investigate the impact of securitiza-
tion on banks’ behavior intended as risk assump-
tion and indirectly the impact on the stability of
the system (Casu et al., 2011; Ben Salah & Fedhila,
2012; Battaglia & Gallo, 2013). A further stream of
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studies investigates the phenomenon of securitiza-
tion by assessing the impact on the performance
of credit institutions (Casu et al., 2013; Uhde et al.,
2010). In addition, the phenomenon of securitiza-
tion is also often associated with the phenomenon
of non-performing loans (NPLs). According to
Liu (2006), securitization is adopted by banks to
manage their non-performing loans in the most
efficient way possible, while Anastasiou (2016)
identifies securitization as one of the possible effi-
cient strategies to treat impaired loans, specifying
that it is the necessary support of the State in in-
creasing the securitization process and the crea-
tion of specific SPVs. The analysis of Affinito and
Tagliaferri (2010), on a sample of Italian banks
during the period of 2000-2006, shows that the
banks that are most likely to carry out a securiti-
zation transaction are the banks with higher per-
centage of non-performing loans.

2. DATA AND METHODOLOGY

Bank-level data consist of balance sheet ratios
and items that are collected from the AIDA -
Bureau Van Djik (BVD) dataset. Raw data on se-
curitizations are collected from European Data
Warehouse (EDW). Data are available at an an-
nual frequency from 2010 to 2019' for 12 Italian
banks that have been considered systemically rel-
evant in the same period. These years are selected
considering a period of financial stability between
the events of the ABS-related global financial cri-
sis and the COVID-19 pandemic recession, which
could have modified the ECB’s policies and mar-
kets’ stability. In 2020, the ECB modified some cri-
teria for asset eligibility to ease access to central
bank funding. For this reason, the available data
from 2020 have been excluded from the sample. In
fact, the change in the structural relationship be-
tween banks’ balance sheet items and securitiza-
tion could not be plausibly controlled for.

As can be observed in Figure Al (Appendix), ex-
cept for the peak of 2012 (which can be strictly re-
lated to the sovereign debt crisis), the trend of is-
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sues in 2018 and 2019 is abnormal compared to all
previous years. The nominal value of securitized
SME loans in 2018 is more than twice the annu-
al average for the 2013-2017 period; the value of
2019 is even four times the value of the same aver-
age. In the years prior to 2018, a certain degree of
interdependence can be assumed between the col-
lateral determination policies pledgeable for trans-
actions with the Central Bank and the securitiza-
tion activity. In particular, for years 2014 and 2015,
it is plausible that the increase in the volumes of
securitization was driven by the need to have el-
igible assets in accordance with the regulation
introduced between 2013 and 2014, in particular,
the loan-level initiative, implemented gradually
from 2013.2 Therefore, the absence of structural
changes in the regime of pledgeability of the asset
backed securities (ABS) to get central bank liquid-
ity makes it difficult to explain such an evidence.

This view is supported by data depicted in Figure
A2 (Appendix) referring to the Euro Area. The
growth of securitization in 2015 was followed by
a larger amount of ABS pledged to the ECB as col-
lateral, in terms of the aggregate level of the Euro
Area: In particular, from 2016 onwards, the val-
ue of the ABS pledged was constantly above the
amount pledged in 2013 (310 billion euros?). It is
also worth to remark that the implementation of
a public guarantee for securitization of non-per-
forming loans in 2016 did not affect the perfor-
mance of the securitization of loans to SMEs, un-
less after 2017. This is probably due to the neces-
sary time to build up the securitization once the
incentive has been put in place.

After 2015, the pledge of ABS and non-marketable
loans does not seem to have been significantly af-
fected by regulatory developments and the mac-
roeconomic context. After an adjustment phase in
2015 and 2016 following the financial crisis, starting
from 2017 the volume of ABS and non-marketable
loans pledged by banks for central bank use slightly
varied (as well as their relative size). Likewise, the
volume of new ABS issues decreases again until
2017, as shown in Figure Al (Appendix).

1 Observations related to the first quarter of 2020 have been dropped in order to limit the impact of the COVID-19 pandemic on the

structural relationship that is estimated.

2 The Loan-level Initiative defined the new requirements for assets (loans) to be included in an ABS pool in terms, for instance, of
homogeneity; furthermore, the underlying assets must necessarily individually satisfy the conditions for eligibility. See Bank of England

and European Central Bank (2014).
3 Values after haircut.
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At the same time, the trend of securitization of
loans to SMEs does not seem to have stimulat-
ed a larger supply of credit to small and medi-
um-sized enterprises. As can be observed in Table
Al (Appendix), until 2018 (the last year for which
data from this historical series is available), cred-
it to medium and small businesses has decreased
steadily despite the massive disposals of non-per-
forming loans and the possibility of pledging ABS
and, to a greater extent than in previous years,
loans as collateral eligible for liquidity from the
Central Bank.

Furthermore, as can be observed in Table Al
(Appendix), the decrease in credit to SMEs in Italy
seems to be systematically greater than that of the
overall credit granted to businesses.

The ECB guidelines on eligible assets necessari-
ly define expectations and strategies of the entire
banking industry; in fact, one of the main reasons
for the existence of ABS in Europe, as well as in
Italy, is precisely the lower cost associated with the
use of ABS as collateral than the individual under-
lying loans.

As highlighted in Table A2 (Appendix), the use
of ABS as an eligible collateral increases after
2015, likely due to new securitizations based on
the transparency standards imposed by the loan
level initiative. In the same years, between 2015
and 2017, the use for central-bank purposes of
non-marketable assets grew structurally, because
of the provisional regime adopted by the Central
Banks for the acceptance of additional activities
(Additional Collateral Claim - ACC). In Italy, un-
der such a regime?, the pledge of non-marketa-
ble loans increased by around 70% compared to
2014%; at the aggregate level of the Euro Area, the
increase in the allocation of non-marketable loans,
albeit remarkable, was more limited (about 6%)°.

The interdependence between the guarantees re-
quired within the ECB risk-management frame-

work and securitization activity proved to be quite
a stable relationship along the past years, in which
less stringent requirements were offset by great-
er market transparency. In this sense, the ECB
Loan-level Initiative, accompanied by the possi-
bility of implementing temporary frameworks of
asset eligibility at national level, has contributed
substantially to the development of homogeneous,
comparable and, therefore, more easily assessable
structured products. At the same time, it has dis-
couraged the intense activity of creating and is-
suing more complex structured products that are
difficult to evaluate in terms of risk-return combi-
nation, such as synthetic or double-layer ABS (i.e.
ABS that have other ABS as underlying).

The purpose of such a regime for assets eligibility is
clearly to improve the transmission mechanism of
monetary policy based on bank credit, especially to
small and medium-sized enterprises, whose access
to financial markets is particularly difficult, if not
impossible. Moreover, targeting credit to SMEs as an
explicit objective of TLTRO, which implements a re-
ward mechanism in terms of interest rate, based on
the amount of credit granted by banks in a given ref-
erence period’. In particular, as far as the TLTRO-III
is concerned, banks whose net eligible loans in the
reference period were at least equal to their respec-
tive reference levels, were charged a rate equal to the
average rate on deposits with the central bank for the
entire duration of the respective operation.®

The purpose of the European Central Bank in
terms of eligible assets policy, seems twofold. On
the one hand, it aims to ease access to bank cred-
it for those who rely more on the banking sector
by reducing collateral costs. On the other hand, it
aims to reduce information asymmetries in a mar-
ket that is essentially over-the-counter, with prod-
ucts that can potentially be very opaque and, as
a result, whose risks may not be easily assessable.

Within such a framework, the incentive to issue
ABS is driven by the possibility of transforming

4 The temporary framework regime has also been adopted by central banks of Austria, Cyprus, France, Greece, Ireland, Portugal, Spain and

Slovenia.
5  With respect to 2016-2019 average and all the pledgeable loans.

Observations in year 2020 have been excluded because the temporary framework in March 2020 reduced the haircuts for non-marketable
assets, thus making impossible a direct comparison with figures from previous years.

7 Between March 1%, 2020 and March 31%, 2021.

Excluding the special interest rate period, when the interest rate is lowered by 50 basis points.
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assets that are pledgeable at a relatively high cost,
i.e. loans to firms, into more standardized assets,
whose haircut is smaller than the individual loans.
It is precisely from this incentive that the link be-
tween the eligibility regime and the dynamics of
new issues arises.

In 2015-2019, the Italian banking system main-
tained a substantially stable behavior regarding
the collateral used at the central banks. The pro-
portion in which ABS and total loans are used is
also stable until 2020.°

Table A2 also shows the percentage of ABS and
loans out of the total assets pledged as collateral by
the Italian banking system to the ECB. Through
a comparison between the information in Table
A2 and that in Table Al, it is possible to observe
that in 2018 and 2019, non-marketable assets (eli-
gible because of the implementation of temporary
framework) did not significantly affect the total
volume of provided collateral.

As shown in Table A2, the ABS usage by Italian
banks to obtain central-bank liquidity increased
between 13% and 16%. The use of non-marketable
guarantees has increased significantly since 2015
from 15% to 23% in 2020.

No apparent deviation from the average in 2015
and 2016 occurred in transactions with central
banks: In particular, the proportion between the
two different types of collateral based on the loans
granted does not seem to follow the securitization
trend shown in Figure Al. Therefore, the high vol-
ume of securitizations that took place in 2018 and
2019 (Figure Al) may not be directly related to
banks’ liquidity needs.

Table A3 shows data on the non-performing
loans of the Italian banks (namely the NPL ra-
tio, or impaired loans on total credit) provided
by the European Banking Authority in the 2019
Report for NPLs. It can be observed that the dy-
namics of the NPL ratio is steadily decreasing.
The NPL ratio experiences the largest decrease
are 2017 and 2018.

Banks and Bank Systems, Volume 16, Issue 3, 2021

As it can observed in Table A3, the credit trend is
rather stable, while the decrease in impaired loans
undergoes strong accelerations in 2017 and 2018.
It follows that the increase in securitizations start-
ing from 2018 could be rationalized as the need
to bring the dynamics of the NPLs under control.

In fact, NPLs values experiences the largest reduc-
tions in 2017 and 2018 the banking system occur,
while the total bank credit follows an oscillatory
dynamic that is probably majorly related to mac-
roeconomic factors. The impaired loans shown in
Table A2 refer to all types of credit, not only to
loans to Italian SMEs. However, assuming that the
proportion of impaired loans for each type is con-
stant over time, one can conjecture the existence
of a link between the reduction of impaired loans
and the anomalous value of ABS issues on loans to
SMEs. In particular, the abnormal data on emis-
sions in 2018 and 2019 could be linked to dismis-
sions of impaired loans accounted for in the years
2017 and 2018 and, as a result, be the cause of their
rapid decrease.

It is worth to remark that figures on ABS issues
are focused on loans to small and medium-sized
Italian firms, while the figure on impaired loans
encompasses all types of credit. However, the cor-
relation between the trends of the two variables
suggests that a connection may exist, since, as dis-
cussed above and differently from previous years,
the dynamics of securitization issues do not seem
to affect the dynamics of the guarantees provided.

Furthermore, for the sake of completeness, it
should be noted that while the NPL ratio is stead-
ily decreasing, the liquidity provided by central
banks through the provisional regime may have
contributed to reducing the impact on profits of
the dismission of impaired loans.

Table A4 shows the proportions of the tranches is-
sued in the securitizations by seniority, by grouping
data in a class A tranches (high seniority) and the
aggregate remainder of the tranches. It can be ob-
served that in 2015 (i.e. the year with the highest
volume of new issues during the implementation of

9 The changes that occurred at the beginning of 2020 are attributable to the consequences of the COVID-19 pandemic and to the further
monetary impulse, partly based on a further easing of the eligibility criteria for activities in credit operations with the Central Bank. Ac-
cording to the same source, among the assets pledged as collateral, those with the sharpest increase have been government bonds. The
proportion of ABS and loans has been eroded, but in absolute value the use of these instruments has grown.
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the loan-level initiative), the share of class A tranch-
es on the total is below 50%; from 2016 onwards,
the proportion grows every year to roughly 66% in
2018 and 2019. It is interesting to note that the sen-
ior component of the issues in 2018 and 2019 is his-
torically high compared to the previous years, when
ABS were issued mainly for liquidity needs. This is
probably due to the presence of the public guaran-
tee program, implemented in 2016 and designed to
encourage the issue of senior instruments.

Table A4 shows the average relative margin of ABS
issued on loans of Italian SMEs, weighted by their
relative size with respect to the total in the year.
This variable is representative of the spread with
respect to the nominal reference interest rate: in
general, an increase in the average relative mar-
gin represents an increase in the average cost of
securitizations incurred by the issuer. The values
of 2018 and 2019, which are associated with his-
torically high volumes of new issues, are particu-
larly representative: The average margin in these
two years is historically high and comparable only
to the average margin recorded in 2014." However,
the volume of securitized loans in 2018 and in 2019
is higher than in the previous five years, includ-
ing 2014: It follows that the figure for 2018-2019 is
very relevant from an economic standpoint.

It therefore emerges that the significant volume of
issues in the two-year period 2018-2019 occurred
at historically high costs, although it did not have
a clear impact on the guarantees set aside in trans-
actions with the Central Bank. In the same years,
in fact, non-marketable loans barely changed from
77.1 to 77 billion euros, and the ABS pledged as
collateral decreased by 5.6%, from 49.7 billion eu-
ros to 46.0 billion euros in a single year. Such a de-
crease occurred although the volume of securiti-
zations of loans to SMEs increased by 83% in 2019
compared to 2018. The author’s interpretation
of this evidence is that the 2018 and 2019 issues,
which occurred at relatively high average costs, re-
flect a strong need for institutions in terms of dis-
mission of non-performing loans.

A generalized stimulus for a relatively rapid dis-
posal of impaired loans could have come from

the European Banking Authority and the ECB,"
which started a consideration on the most efficient
policy design aimed at reducing the potential neg-
ative impacts of high levels of non-performing
loans, following a broad scientific debate and on
the basis of the report emerging between non-per-
forming loans and financial stability.

According to the 2019 EBA Report on non-perform-
ing loans, in the Italian banking system the NPL is
an issue more than any other country considered in
the report. In fact, in 2014 and 2015, the NPL ratio
was structurally higher in Italian banks. The Italian
aggregate figure for 2014, also reported in Table A3
amounted to 278 billion euros, whereas the country
with the highest NPL level other than Italy in that
year was Spain with only 175 billion euros.

The missing correlation between ABS issues on
Italian SMEs and their pledge as collateral seems
to be offset by the need to reduce NPL, which is
obtainable through securitizations accounted for
in 2017 and 2018. As reported by the EBA Report
of 2019, between June 2015 and June 2019 in Italy
there was the greatest reduction in the volumes of
non-performing loans in the EU.

For this reason, this paper examines the link be-
tween the phenomenon of securitization and the
evolution of the credit offer, bringing to light both
monetary policy and banking managerial aspects.
The aim of the econometric analysis in this section
is to understand whether SME securitizations are
somehow special with respect to securitizations
in other sectors, such that effective policy design
should take into account their peculiarities. This
study therefore tries to assess the relationship be-
tween a set of regressors selected to represent es-
sential characteristics of individual banks and the
presence of a securitization. In particular, the signif-
icance and the sign of an exogenously determined
set of accounting ratios on the probability for a se-
curitization to occur are assessed. On top of that,
the significance of an indicator variable accounting
for a public guarantee on securitization is tested.
Such a guarantee is in place since 2016 and affected
issues from 2018 on, therefore, the indicator varia-
ble is equal to one for years 2018 and 2019.

10  Itis possible to observe how the year in which the average relative margin is higher is 2013: In that year, however, the lowest value among
those available was recorded with reference to the volume of emissions and therefore it is not particularly significant for the analysis.

11 See EBA (2016a; 2016b) for an analysis of NPL across the EU and ECB (2016; 2017; and 2018) for guidelines on NPLs in the Euro Area.
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3. EMPIRICAL ANALYSIS

The economic relationships presented above can be
used to test the statistical significance of selected
variables through an econometric model, whose
regressors have been chosen to represent efficiency
(interest-rate net margin) and the capital adequa-
cy (total capital ratio), as well as a scale factor (to-
tal assets). Moreover, since securitization may be
related, under exceptional circumstances, to large
scale dismission of non-performing loans, the re-
gressors included the relative size of non-perform-
ing loans on equity, which might capture a bank’s
urgency to dismiss part of the originated loans.
The selection procedure has been both judgmental
(as for the areas that must be covered) and step-
wise based (as for the most effective regressor that
helped to explain the behavior of the dependent
variable). The low number of observations forced
the selection procedure not to exceed the number
of four regressors (plus the public-guarantee dum-
my) to keep the regressors/observation ratio at a
reasonably low level and to limit the consumption
of the available degrees of freedom.

The variables have been selected among others, as
the result of a stepwise procedure that privileged
the explanatory power into the model. It is worth
to remark, in fact, that the purpose of the pres-
ent analysis is to find whether SME securitizations
are determined differently than securitizations in
other sectors, rather than finding a model that ful-
ly describes the determinants of securitizations. In
fact, its aim is strictly limited to underpin the spe-
cial nature of SME securitizations, which is con-
jectured in the previous sections. Moreover, a very
restricted set of variables makes it possible to keep
low the number of parameters to be estimated.
The variables are connected to the narrow scope of
the paper, i.e. support the relationship between the
securitization and NPLs. In particular, the NPL
ratio is used as a natural explanator, the total cap-
ital ratio as a measure of bank soundness, the net
interest rate margin as a measure of profitability
on loans, and total assets to control for bank size.
As a methodological reference this study followed
Guerello et al. (2017).

The dynamics of the regressors are depicted in

Figure A3. It can be observed that there is appar-
ent heterogeneity across banks in terms of all the
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regressors, which makes a point in using an esti-
mation based on individual effect of banks.

Since there is interest in understanding whether
a bank may be willing or not to issue a security
whose underlying is based on loans, by controlling
for selected balance sheet ratios and items, the de-
pendent variable is the simple occurrence of a se-
curitization, i.e. it assumes a non-zero value if any
securitization occurred related to an individual
bank. Therefore, the number of securitizations is
not considered, since it would go beyond the scope
of the present analysis.

As far as the dependent variable is concerned,
Figure A4 and Figure A5 depict the evolution over
the selected years of the number of banks involved
in securitizations. Figure A4 shows, for each year,
the number of sectors in which a bank is involved
with a securitization. In each year, every observa-
tion represents a bank. Therefore, it might occur
that an observed bank has zero securitizations in
on year, whereas the same bank is involved in a
positive number of securitizations in another year.
Figure A5 shows the total number of banks, in
each year, whose loans are securitized.

A comparison between Figure A4 and Figure A5
highlights that in years 2012 and 2013, a higher
number of securitizations has been issued. Since
the number of sectors involved is relatively high,
the generalized increase is likely related to ECB’s
Loan Level Initiative, requiring, among other
things, securities to be standardized and with de-
tails disclosed through European Data Warehouse.
After 2017, most of the securitization concerns
only one type of loans. The number of banks in-
volved decreases as well. As shown in the previous
sections, the value of securitizations of SME loans
issued in those years, instead, increased, which is
at odds with the loosening of collateral require-
ments occurred in the meanwhile.

The approach is based on a comparison of a mod-
el’s estimations fitting across different dependent
variables to understand how specific variables af-
fect the probability of a securitization to be issued. A
non-linear binomial panel data model is fitted by a
random-effect logit estimator. Data at a bank level
with annual frequency were collected. The dependent
variable of the model is an indicator variable assum-



Banks and Bank Systems, Volume 16, Issue 3, 2021

ing a unitary value if the i bank issued (by means of
a SPV) securities backed by loans whose originator is
the i bank itself, and zero otherwise. Moreover, an
indicator variable for years when a public guarantee
for securitizations of non-performing loans was in
place was added to the regressor.

Table A5 shows that between-group variation is
higher than within the group as for all the regres-
sors. Since the fixed-effect estimation is mainly
dependent on the within-group variation, a ran-
dom effect estimator was adopted because a higher
efficiency in estimation was expected.

To understand whether the presence of the public
guarantee on securitization has had an impact on
securitization issues, the available panel data was
fitted with the following model:

securitization,, = a, + px, , + yges, +¢&;,, (1)

where &, stands for the unobserved time invariant
effect, and x, are the bank-level explanatory vari-
ables, the gcs, “Variable accounts for the presence of
public guarantees on securitizations of non-per-
forming loans.'

Let y,, = 0 if securitization,, = 0 and y, = 1 if se-
curltzzatzon > 0. The probablhty of a penalty to
be 1nﬂ1cted condltlonal to the realization of the
explanatory variables, is

Pr[yl.’t =1| xi’t,gcs,,al.,ﬂ,y] =
= A(ai + px;, +7gcst),

@

where

A(ozl. +pBx,, + }/gcst) =

©)
— e“i*ﬂxi,rﬂ’gcsx /(1+

eaﬁrﬂxi’, +}/gCS, ) .

The model in equation (1) is estimated across three
different dependent variables, namely the occur-
rence of SME securitizations, residential mort-
gage-backed securities (RMBS), and for the occur-
rence of any securitization issued in any of the au-
tomotive, leasing, consumption credit, residential,
SME sector. Given the very focused purpose of the

present analysis, sector-specific estimations are
provided for SME, RMBS and any sector, for ease
of comparability and to stress the implications for
the two most relevant sectors for Italian securiti-
zations, in addition to a general perspective. The
model assumes that all the regressors affect the
dependent variable with a lag of one year, with the
exception of the NPL/equity ratio (NPLR), which
is assumed to affect the dependent variable with
a two-year lag. The lag assumptions are based on
the time it takes to build up a securitization once
the decision is taken, possibly based on selected
regressors. A two-years lag, in particular, is as-
sumed for the NPL/equity ratio, since NPLs can
themselves be securitized, therefore it is assumed
that an additional year is required for the bank to
eventually opt for a securitization.

4. RESULTS

In this section, the results of the econometric anal-
ysis will be discussed. Table A6 reports marginal ef-
fects based on estimations in the three sectors. For
each model, marginal effects for the alternative spec-
ification were also provided without the public guar-
antee dummy (GCS).

Table A6 shows that the chosen specification in
terms of regressors and lags seems to adequately fit
the SME indicator variable. All the marginal effects
are significant at least at a 10% confidence level but
the total assets, which is a scale variable controlling
for the potential size effect at a bank level. As soon as
other regressors are controlled, a change in a bank’s
size does not affect the probability for a SME secu-
ritization to occur at a confidence level smaller than
15%. The total assets (TA) regressor, instead, seems
to have a significant impact on the probability of se-
curitization in RMBS and, generally, in the “any sec-
tor” version of the model, where the occurrence of a
securitization in any sector is considered.

The NPL ratio (NPLR) is significant in all the ver-
sions of the model with a confidence level of at least
10% (but in higher in most cases). It positively affects
the probability of an SME securitization, implying
that a higher NPLR makes an SME securitization
more likely. On the other hand, it affects negative-

12 The variable is named after the Italian name for the policy measure “Garanzia Cartolarizzazione Sofferenze.”

doi



ly the probability of securitizations in RMBS as well
as the overall probability, when any sector is consid-
ered. This may suggest a congestion effect between
securitizations in different sectors, implying that by
increasing the probability in an SME securitization
as a result of an increasing NPLR, the probability of
other securitizations decreases.

Interestingly, a higher total capital ratio (TCR) re-
duces the probability of the securitization in the SME
and RMBS sectors, while in the Any-sector model its
effect, although negative, is not highly statistically
significant. This may suggest that banks tend to se-
curitize SME loans and RMBS in order to lower their
capital requirements.

The interest-rate net margin also negatively affects
probability of the securitization in all the estimat-
ed models. This may suggest that, in general, banks
with higher margins on interest rate (i.e. more com-
petitive banks) tend not to securitize their loans.
Total assets (TA) tend to have a statistically signifi-
cant marginal effect in the more general version of
the model (Any-sector), whereas as for RMBS se-
curitization, the marginal effect tends to be smaller
both in magnitude and in significance.

The marginal effect of a change in the public guaran-
tee for NPL securitizations, captured by the GCS in-
dicator variable, as expected, is positive as far as SME
securitizations are concerned. In fact, loans to SMEs
tend to bear a higher risk related to macroeconomic
conditions, and the emergence of NPLs is therefore
more likely among SME loans. An interesting result
is that the GCS dummy is statistically significant for
the probability of an SME securitization, while it is
not significant for determining the probability of se-
curitizations in RMBS and in Any-sector. The SME
model also performs better in terms of out-of-sample
prediction. In fact, the Akaike information criterion
reported in Table A6, gives the SME model a lower
loss of information than “SME no GCS”, implying
that the former is preferable to the latter. RMBS and
Any-sector, instead, perform better without the GCS
dummy, indicating that it has no predictive power."
Therefore, the increase in securitizations in 2018 and
in 2019 that is not justified on the ground of collater-
al-pledgeability to ECB, may instead be the result of
fiscal policies related to NPLs.

Banks and Bank Systems, Volume 16, Issue 3, 2021
5. DISCUSSION

As aresult of the estimation, the public guarantee
on NPL securitizations had a positive and signif-
icant impact on the probability for a securitiza-
tion to occur. Therefore, the SME securitization
process is somehow special with respect to se-
curitizations in other sectors. In particular, it is
found that it is more heavily affected by the dy-
namics of the NPL ratio and it is not significant-
ly affected by a bank’s size. Moreover, difterently
from other sectors for securitization, SME secu-
ritizations have been affected by a public guar-
antee aimed at fostering the dismission of NPLs,
while other were not.

Despite the general reduction of securitizations,
as emphasized in the previous sections, the eco-
nomic relevance of SME securitization increased
in the last two years. The econometric analysis
suggests that an exogenous intervention deploy-
ing its effect in 2018 and 2019 had a positive im-
pact on the probability (not on value) for a bank
to securitize its SME loans. Therefore, the deploy-
ing effects of the public guarantee, likely acted as
a structural break within the SME model, on top
of an accommodating monetary policy which, in-
stead, was in place since earlier. It is found that the
impulse to SME securitization was plausibly orig-
inated by the public guarantee rather than by an
accommodating monetary policy, thus underpin-
ning the view that a monetary policy aimed at fos-
tering credit to SME through admitting derivative
securities as a collateral, may require an improved
design. In particular, in some cases, addressing
the cost of the securitization rather than the pos-
sibility to generate liquidity may lead to a larger
value of SME securitization, implying larger credit
to SMEs and higher efficiency of the transmission
mechanism. This could be the case if banks secu-
ritize their loans essentially to pledge addition-
al collateral and reduce the capital requirements.
Such a scheme does not necessarily induce banks
to give more credit just because part of the origi-
nated loans may be pledged as collateral, and ac-
tually seems to apply to already originated loans,
thus implying that, in order to grant more loans,
bank should also be assured that the costs related
to the securitization can be sustainable.

13 Results obtained in the pooled version of the model, reported in Table A7 in the Appendix, substantially support the result obtained in the

present analysis.
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CONCLUSION

The empirical evidence on securitization of loans to SMEs in Italy suggests that in the last two years
(2018-2019) they have played a different role from that of the previous three years (2015-2017). In fact,
from 2015 to 2017, the securitized loans were mainly a tool to obtain ECB liquidity, whereas in the last
two years they have been used essentially to reduce the weight of non-performing loans.

Such a different role responds to a series of needs highlighted by the ECB and the EBA, but it is also the
result of incentives provided in the form of public guarantees for senior tranches implemented by the
Italian Government.

The impulses of the monetary policy authorities have likely been effective in coordinating the banking
sector’s strategy. However, it is useful to stress that, should the public guarantee be not implemented,
the costs of the disposal of non-performing loans would have necessarily been higher and potentially
unsustainable. In fact, the average cost of the operations was relatively high on average compared to
previous years.

It has been found that SME-related securitizations are special with respect to other sectors. In fact, it
has been also found that the 2018-2019 securitizations were plausibly originated by a public guarantee
rather than accommodating monetary policy.

Therefore, it seems a paradox that the pursuit of microeconomic stability through the dismission of
non-performing loans has been made economically sustainable by a fiscal intervention. Moreover, de-
spite the public guarantee, the objective of improving allocative efficiency through a greater inflow
of credit to businesses, and in particular to medium and small enterprises, can hardly be considered
achieved. Because of high costs related to NPL disposal through securitization, any policy aiming at im-
proving banks’ soundness should take into account that the trade-off between profitability and sound-
ness can be exacerbated and the target may be achieved only through a cost-reduction policy, as in the
GCS policy case.

In fact, the reduction of non-performing loans through securitization does not seem to have stimulat-
ed loans to small and medium-sized enterprises. In the last two years the credit to SMEs has decreased
steadily, also relatively to the total value of loans, despite massive disposals of impaired loans.

This implies that in order to guarantee the absolute credibility of the objectives of the supervision, there
is a need to clearly state the objectives and to establish guidelines that are sustainable even in the ab-
sence of interventions by other public entities. This is necessary to preserve the central bank autonomy
and ensure a level playing field in the Euro Area, regardless of the ability of the national government to
intervene in support of the banking sector. The results discussed above arise as structural relationships
in times of financial stability. The introduction of 2020 would inevitably lead to significant changes that
may not be permanent. Analysis of the impact of COVID-19 policies on banks’ decisions is left for fur-
ther study as more observations will become available after the 2020 shock.
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APPENDIX A
Source: Authors’ calculations based on raw data from European Data Warehouse.
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Figure A1l. Original balance of securitized loans to Italian SMEs (Euros)
Source: ECB (2013, 2016, 2017, 2018).
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Figure A2. Assets pledged in the Euro Area (Billions of euros, end-month average)

Table Al. Loans to Italian SMEs and firms

Source: Authors’ calculations on data from IMF — Financial Access Survey and ECB Statistical Data Warehouse.

Loans . 2013 : 2014 . 2015 . 2016 : 2017 . 2018
Outstanding loans from commercial banks o/w Italian 49,512 46,398 42,451 39,012 35,600 33,852
SMEs (IMF)
Outstanding loans from commercial banks o/w Italian oo P oo PN P a0
SMES (IMF), % change 9.4% 6.3% 8.5% 8.1% 8.7% 4.9%
Credit to non-financial corporations (ECB) 866,019 851,147 834,087 822,749 804,504 795,467
Credit to non-financial corporations (ECB), % change : —-45% : -17% : —=2.0% : -14% : =22% : -11%
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Table A2. Assets pledged as collateral from Italian banks to the Eurosystem

Source: Bank of Italy (2020), years 2012 to 2020.

Pledged assets 2014 2015 2016 2017 2018 2019 2020
Total 283.5 253.7 297.3 321.2 310.5 303 344.6
Asset—backedsecurltles (billions of euros) 40.0 ."35.5 ."44.0 ."4949 ."49.7 ."46.9 45.2
Non-marketable assets (loansbilionsof ewrosl 443 €24 771 . M3 7721 . 720 805
Assetbackedsecurmes over total pledged assets (%) 14% 16% 14% 14% 15% H 16% 13%
aNSc;r;ftr;n(a:/l;l;etable assets (loans) over total pledged 15% 20% 26% 229% 24% 26% 239%
Table A3. Non-performing loans owned by Italian banks (billions of euros)
Source: EBA (2019).
Variable 2014 2015 2016 2017 2018 V 2019
NPL 278 281 254 137
Loans .............................................. . o o 1737
WeUTowlloans 17% 16.8% 15.3% e
NPL(Var%) ................................... § o e | 15%
Totalloans (var %) s ~0.6% 10% 0% een

Table A4. Average relative margin of ABS issued on loans of Italian SMEs, weighted by their relative
size with respect to the total in the year and proportion of Class A assets on total

Source: Authors’ calculations based on European Data Warehouse data.

Variable

2012

2013

2014

2015

2016

2017

2018

2019

Class A/Total

Relevant margin

25.6%

0.29

36.8%

1.47

37.9%

0.67

0.44

50.7%

41.1%

0.54

37.8%

0.20

0.69

33.2%

32.4%

0.64

Table A5. Total number of banks, in each year, whose loans are securitized

Source: Authors’ calculations based on data extracted from Bureau Van Dijck Database.

Variable Variation type Mean Std. dev. Min Max Obs.
: Overall : 158.1026 134.4906 17.75324 747.2622 N=96
NPL on equity Between - 106.7733 22.8268 n=12
Within - 82.2022 —-129.5918 T=8
2.401112 8.037669 N =95
Total capital - 1.810433 10.52154 n=12
ratio . OSSO SO PP OO PSPPSR PSP OPPRS PPN
Within - 1.712873 9.763676 T=791667
Overall 1.473829 0.3495073 0.743923 N=97
Interest rate net - 0.2811532 0.8683011 n=12
LT 1 =412 T OO OO OO U OO SOO0OT O T OO U OU T OO T OO T OO TN OOt P UUOP s OO OSSO O OO OTOT Tt FOSOOT SO SOUSOOOUOSOO
- 0.217251 0.9573474 T=28.08333
Overall 2.09E+11 2.84E+11 2.21E+10 N=97
Total assets Between - 2.82E+11 3.48E+10 n=12
{ Within - 2.72E+10 1.26E+11 3.16E+11 T=28.08333
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Source: Authors’ calculations based on data extracted from Bureau Van Dijck Database.
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Figure A3. Dynamics of regressors
Source: Authors’ calculations based on data extracted from European Datawarehouse Database.
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Figure A4. Securitization dynamics in Italy (number of securitizations in which a bank was involved)
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Number of originator banks in securitization

issued in the year

2010 2011 2012

Source: Authors’ calculations based on data extracted from European Datawarehouse Database.
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Figure A5. Securitization dynamics in Italy (number of originator banks issuing ABS)

Table A6. Logit estimation for SME, RMBS and Any-sector securitizations (t-statistics in parentheses)

. SME RMBS Any sector
Coefficient SME RMBS Any sector v
No gcs No gcs No gcs
0.103™ 0.110™" -0.139" —-0.148" —-0.166" -0.169""
NPLR(t-2)
(1.82) (1.96) (-1.82) (-1.92) (-1.96) (—2.03)
-0.546""" —-0.344" —-0.763"" -0.870""" —0.380 -0.421
TCR(t-1)
(-2.07) (-1.46) (-2.59) (-3.17) (—0.94) (-1.15)
-0.384""" —-0.390"" —-0.433"™" -0.411"" —-0.606""" —-0.605"""
NIRM(t-1)
(-2.42) (=2.50) (=2.30) (-2.18) (=2.49) (-2.48)
TA(t-1) 0.0521 0.0374 0.0732" 0.0768° 0.117" 0.120"
(1.30) (0.94) (1.50) (1.58) (1.80) (1.89)
0.144™ - -0.0984 - —0.0296 -
GCS
(1.69) - (—0.81) - (—0.24) -
Observations 76 76 76 76 76 76
Akaike information criterion 62.87 63.57 64.54 63.25 102.16 100.21
Note: Marginal effects; t statistics in parentheses; " p <0.15, ™ p <0.10, and ™ p < 0.05.
Table A7. Pooled logit estimation (t-statistics in parentheses)
_ SME RMBS Any sector
Coefficient SME RMBS Any sector v
No gcs No gcs No gcs
0.103™ 0.110™" -0.121" -0.131" -0.183"" -0.187""
NPLR (t-2)
(1.83) (1.97) (-1.91) (-2.07) (-2.76) (-2.89)
—0.546""" —-0.344" —-0.804""" —-0.907""" -0.491 -0.528"
TCR(t-1)
(-2.08) (-1.47) (—3.04) (—-3.78) (-1.30) (-1.56)
—0.384"" —-0.390™" -0.382"" -0.369""" -0.616""" -0.614"""
NIRM(t-1)
(—2.44) (-2.52) (-2.53) (—2.45) (-2.99) (-2.97)
0.0521 0.0374 0.0701"" 0.0746™ 0.135™ 0.137"
TA(t-1)
(1.30) (0.94) (1.76) (1.92) (2.78) (2.94)
0.144™" - —0.0982 - -0.0285 -
GCS
(1.70) - (=0.75) - (-0.22) -
Observations 76 76 76 76 76 76
Note: Marginal effects; t statistics in parentheses; " p < 0.15, ™" p < 0.10, and ™" p < 0.05.
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