
 

PEAK INDUSTRY BODY PROPOSES MEASURES TO RESUSCITATE 
AUSTRALIAN SECURITISATION MARKETS  

Government support is needed to improve liquidity and drive competition, particularly 

within the mortgage market, says the Australian Securitisation Forum (ASF)  

30 July 2008 – The peak representative body for the Australian securitisation industry, the Australian 

Securitisation Forum (ASF), today launched a new policy platform which proposes a range of industry 

led and Government supported initiatives to restore liquidity to Australia’s securitisation markets and 

maintain competition in the mortgage market.   

The new policy measures follow months of consultation among ASF member organisations, and 

include a range of proposals to tackle short term issues as well as longer-term structural change. 

Explaining the need for intervention, ASF Chief Executive Greg Medcraft said current conditions 

threatened the viability of the Residential Mortgage Backed Securitisation (RMBS) market. “Australia’s 

securitisation market has been battered by the global credit crisis with the RMBS market experiencing 

the heaviest casualties. Many lenders have either ceased new lending or left the market.  The end 

result is fewer opportunities for investors and curtailed competition in the mortgage market,” Mr 

Medcraft said. 

RMBS issuance in the six months to June 2008 has shrunk to just $A1.9 billion compared to $A47 

billion a year earlier.  Scant liquidity is increasing costs to originators as evidenced by the most recent 

prime AAA rated RMBS issue. This deal was completed at 110 basis points over banks bills compared 

to 2007 when issues were being completed at less than 20 basis points over bank bills.  This 

unsustainable position has forced a number of non-bank lenders out of the market. 

“The feedback we are getting from our members is that spreads need to move back to a level or 35-45 

basis points over the Bank Bill rate to allow non-banks to be competitive with major banks,” Mr 

Medcraft said.  

Mr Medcraft said the demise of RMBS would directly impact homeowners.  “Securitisation has helped 

deliver cheaper home loans and a wider choice of mortgage products over the last two decades.  As 

non-bank lenders leave the market, the competitive pressures that have kept mortgage rates low may 

also disappear.  While we applaud the Government’s efforts to drive competition in mortgage markets 

by making transfers easier, these initiatives will be largely meaningless if there are limited mortgage 

providers.” 



Short term solutions 

The ASF is proposing a range of measures aimed at driving competition and innovation, improving 

transparency and liquidity, and addressing the dislocation in Australia’s securitisation markets.  These 

measures are outlined in the ASF’s submission to the current House of Representatives Inquiry into 

Competition in the Banking and Non-Banking Sectors (see below).  

As a key short term liquidity injection, the ASF is recommending the Reserve Bank of Australia (RBA) 

introduce special liquidity measures similar to those in place in the United Kingdom and the United 

States. This would provide immediate liquidity relief, particularly to non-banks and smaller authorised 

deposit taking institutions. The measures would be offered by the RBA on behalf of the Australian 

Office of Financial Management (AOFM), and allow lenders to swap illiquid MBS for Treasuries, for a 

limited and targeted amount and period of say 1-2 years, effectively allowing borrowing of Government 

rating for liquidity without affecting the money supply.  

A second short term liquidity measure involves adapting the RBA’s open market operations repurchase 

arrangements to expand collateral eligibility. The objective of these operations is to manage the money 

supply, and as such availability of liquidity is limited by excess liquidity in the system on a specific day. 

Key collateral eligibility criteria that should be adapted include, allowing lenders to borrow against their 

own assets, allowing auto and lease securities as collateral, and relaxing the low doc residential 

mortgage criteria would provide fairer access to this source of liquidity. These measures would also put 

Australian lenders on a level playing field with their competitors in international markets in terms of 

central bank liquidity support. 

Longer term solutions 

Mr Medcraft said more direct intervention might also be needed if Australia is to continue enjoying the 

benefits of a dis-intermediated market.  “The Federal Government recently moved to allow the 

Australian Office of Financial Management (AOFM) to increase its borrowing capacity to improve 

liquidity in the Government bond market.  Channelling these funds into AAA rated RMBS in a targeted 

fashion could promote market competition and liquidity while strengthening the financial markets,” he 

said. A policy that allowed RMBS to be purchased when markets are disrupted would achieve this 

outcome.  This policy response has the benefit of flexibility: it can be turned on and off as market 

challenges arise. 

 Mr Medcraft said the measures outlined above would complement the longer term solution of an 

agency RMBS model, whereby a statutory entity issues a limited amount of Government-guaranteed 

MBS, called Australian Mortgage Bonds (AMB). 

“We believe an agency model based on the Canadian MBS market can deliver competitively neutral 

funding while providing a valued source of AAA rated bullet maturity benchmark bonds.  Unlike the 

troubled US Government backed entities of Freddie Mac and Fannie Mae, the Australian model would 

only comprise owner-occupied and privately mortgage insured mortgages.  Issuers would also be 

required to hold a minimum amount of equity to cover any recourse while limits would be placed on the 

size AMB issuance each year.  These measures provide a considerable layer of protection not present 



in the US system,” he explained.   

Mr Medcraft highlighted the benefits of strengthening the current system, even if the drawn out credit 

crisis subsides.  “Whether or not the illiquidity in the primary RMBS market is temporary or permanent 

is beside the point: there is a clear need for Government infrastructure that provides liquidity support to 

lenders reliant on securitised funding when the market irregularly closes due to external shocks. 

Government infrastructure is in place to protect deposit-taking institutions, it’s time to broaden this 

infrastructure to accommodate other financial innovations such as mortgage-backed securities,” he 

said.  

The ASF is also proposing a range of industry measures to attract investors to the market and improve 

liquidity including: 

• Creating an RMBS index to appeal to bank bill referenced, cash enhanced funds 

• Structuring ‘bullet maturity’ securities so they can be accepted into the UBS composite index 

• Improving liquidity further by linking maturities to benchmark dates 

• Appointing market makers to RMBS issues 

• Developing a Credit Default Swap (CDS) for RMBS in Australia. The advent of greater pricing 

transparency via the establishment of a rate setting environment for RMBS which would build a 

pricing reference point for all securities.  

Increasing RMBS and fixed income allocation to super funds and sovereign funds would also help to 

retain the market’s viability, says Medcraft.  “Introducing fresh funds to RMBS would bring increased 

demand and, as market forces take hold, place downward pressure on spreads. As spreads decline, 

RMBS would once again become a viable funding option, attracting issuers back to the market,” he 

said. 

The ASF is working to ensure Australia has a world’s best practice framework covering issuer, pricing 

and rating agency transparency to build investor confidence. The implementation of centralised dealer 

price and volume reporting will be considered within this framework. 

Mr Medcraft said the decisions made over the coming months would have a significant impact on 

Australian securitisation markets for many years to come.  “A robust securitisation market is an 

essential element of a well functioning financial system with the current market challenges impacting 

borrowers, lenders, investors and homeowners. We are faced with the option of letting the markets sort 

out the winners and losers, and bearing the costs along the way, or intervening to deliver a more 

robust system in the long term. The ASF believes a combination of Government support and industry 

improvements will resolve market dislocation and achieve valuable outcomes for all market 

participants,” he said. 

About the Australia Securitisation Forum 

The ASF is the peak body representing the Australian securitisation industry. ASF represents more 

than 120 organisations including Australia’s leading banks, non-bank mortgage providers, investment 

managers, ratings agencies and other organisations operating within the sector.   

More information on ASF can be found at www.securitisation.com.au 



More information on the current House of Representatives Inquiry into Competition in the banking and 

non-banking sectors, including the ASF’s submission to the Inquiry, can be found here:  

http://www.aph.gov.au/house/committee/economics/banking08/index.htm 
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