
Asset-backed securities (ABS) are bonds secured by diversified pools of receivables across 
a variety of consumer or commercial assets. These assets include credit card, auto loan 
and lease, student loan and equipment receivables as well as “esoteric” assets, such as 
timeshare loans, whole business loans, container lease or unsecured consumer loan ABS. 
ABS are “bankruptcy remote” as assets are transferred from the issuing entity to a legally 
separated trust. Cash flows generated from the trust assets are used to pay the interest 
and principal on the ABS.

Background
The ABS market began in the mid-1980s as a higher-quality, lower-cost funding source 
relative to corporate bond or bank loan markets that banks and finance companies utilized 
to expand their consumer or commercial businesses. Some of the first non-mortgage 
assets securitized were credit cards and auto loans. The ability of sponsors to raise funds 
at lower rates, improve liquidity, and access different points of the yield curve contributed 
to the expansion of multiple ABS asset-types issued in the market today.

Growth
Overall ABS outstanding increased from $1.2 billion in 1985 to $525 billion in 2000 
before hitting its peak of nearly $900 billion in 2007.1 During the recession annual ABS 
issuance continued, but at a slower pace, reaching its lowest post-recession level in 2010. 
Since then ABS issuance stabilized in a range of $170-190 billion a year. Recent issuance 
trends remain below pre-recession levels while total ABS outstanding has declined to 
roughly $745 billion through December 2017.1

Today
The ABS market is supported by a well-established investor base across money managers, 
bank portfolios, insurance companies, pension funds and other constituents looking for high-
quality, investment grade alternative fixed-income investments. ABS provides investors with 
the opportunity to add shorter-duration assets at varying risk tolerances that can produce 
reasonable excess returns relative to treasuries, agency mortgages, commercial mortgage 
backed securities (CMBS) or comparable corporate securities.

Investment Insights
What are asset-backed securities?

Why consider ABS?
Adding ABS is an investment strategy that seeks to reduce portfolio risk concentrations 
while gaining exposure to one of the largest components of the U.S. economy, the 
consumer. There are several attributes which can make ABS an attractive investment 
opportunity including its high credit quality, as the vast majority of the ABS market is 
rated AAA, generally favorable liquidity, and ratings stability relative to most other fixed-
income securities. Other notable strengths include historically lower spread volatility 
relative to other fixed-income investments, less sensitivity to interest rate changes, 
predictable cash flows, and structural credit support to protect investors against collateral 
performance deterioration.

AAA-rated ABS, while generating higher yields over comparable treasuries and agency 
mortgages, can also be used as a defensive strategy during times of global market 
volatility. Non-AAA ABS can produce incrementally higher returns relative to similar 
quality and duration corporates and CMBS.

1  Securities Industry and Financial Markets Association (SIFMA)
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Yield comparison
• US treasury/agency 1–3 yr • AAA ABS
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Source: BoAML 1-3 year US Treasury and Agency Index and BoAML AAA US Asset Backed Securities Index as 
of Dec. 31, 2017. Yield represents yield to worst. 

YTD excess returns over swap rate
• ABS non-AAA • CMBS inv. grade (1-3.5yr) • US corporate (1-3yr)
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Source: Bloomberg Barclay’s Benchmark Indices as of Dec. 31, 2017.

ABS risk & returns
ABS are typically issued into distinct classes of securities with each having its own rating, 
cash flow, and return expectations. Rating, class size, and credit enhancement are based 
on the level of credit risk each particular security can withstand under various cash flow 
stress scenarios. Principal and interest are allocated among the various classes according 
to their seniority. As such, senior classes receive principal and interest payments prior to 
subordinate classes.

Additionally, credit losses from the underlying asset pools are experienced in reverse 
sequential order. Excess spread, cash reserves, and overcollateralization typically support 
the entire ABS structure and are first loss buffers. Subordinate classes provide additional 
support to the senior class bonds. As a result, subordinate class bonds are more exposed to 
credit risk and require higher yields.



  3

Last
Loss

Collateral Pool

Senior class ABS: Aaa/AAA

Subordinate class ABS: Aa2/AA

Subordinate class ABS: Baa2/BBB

Overcollateralization

Cash reserve account

Excess spread

Lower Credit
Risk

Higher Credit
Risk

First
Loss

Source: Invesco, for illustrative purpose only.

Roles in Securitization
Banks and financial institutions (the “issuer”) originate consumer or commercial loans and 
sell these pools of receivables to a bankruptcy remote special purpose vehicle (the “trust”). 
The trust is created for the purpose of purchasing these receivables and selling tradable 
securities to ABS investors. 

The underlying loan and lease receivables of the trust are typically serviced by the issuer 
who is responsible for collection of payments from each obligor and is required to remit 
them to the trust.

Securitizations allow the issuer to transfer credit risk from its balance sheet to ABS 
investors. In addition, ABS structures protect investors from credit losses as well as 
corporate credit risk of the issuer.

Our approach to ABS
Our top-down and bottom-up approach is an essential part of portfolio construction and 
risk allocation. Our ABS credit process focuses on macro fundamental trends, issuer 
underwriting and servicer strength, structural analysis and cash flow modeling, and the 
monthly monitoring and re-underwriting of each individual security. Our internal ratings 
on both the security and servicer allow us to selectively add positions with a view to 
appropriately diversifying portfolios.

How our ABS Credit Process is different

Standard practice: Invesco advantage:

Servicer strength 

Less emphasis on servicer risk –  Our proprietary servicer rating helps determine 
relative value within each sub-sector and associated 
concentration limits significantly reduce event risk 
within a portfolio.

Independent and monthly credit assessment

Focus on Agency Rating and monitoring, and  
third-party analysis 

–  Monthly re-underwriting of each security provides 
for real time assessment of key macro-measures 
and underlying collateral trends relative to initial 
assumptions and rating agency expectations. Buy, 
hold and sell decisions and other relative value 
considerations are based on these model outputs.

–  Process is very transparent as views on credit 
decisions and Investment strategy team Structured 
Credit Themes and Scores are disseminated across 
the firm to ensure proper risk management



Investment risks
Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and 
vice versa. An issuer may be unable to meet interest and/or principal payments, thereby 
causing its instruments to decrease in value and lowering the issuer’s credit rating. 
Mortgage- and asset-backed securities are subject to prepayment or call risk, which is the 
risk that the borrower’s payments may be received earlier or later than expected due to 
changes in prepayment rates on underlying loans. Securities may be prepaid at a price 
less than the original purchase value. Derivatives may be more volatile and less liquid than 
traditional investments and are subject to market, interest rate, credit, leverage, 
counterparty and management risks. An investment in a derivative could lose more than 
the cash amount invested.



Important information

This overview contains general information only and does not take into account individual objectives, taxation position or financial needs. Nor 
does this constitute a recommendation of the suitability of any investment strategy for a particular investor. Investors should consult a financial 
professional before making any investment decisions. It 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 trading strategy to any person in any jurisdiction in which such an offer or solicitation is not authorized or to 
any person to whom it would be unlawful to market such an offer or solicitation. It does not form part of any prospectus. 

The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other Invesco investment professionals. Opinions 
are based upon current market conditions, and are subject to change without notice. Past performance is no guarantee of future results.

As with all investments, there are associated inherent risks. Please obtain and review all financial material carefully before investing. Asset 
management services are provided by Invesco in accordance with appropriate local legislation and regulations.

This material may contain statements that are not purely historical in nature but are “forward-looking statements.” These include, among other 
things, projections, forecasts, estimates of income, yield or return or future performance targets. These forward-looking statements are based 
upon certain assumptions, some of which are described herein. Actual events are difficult to predict and may substantially differ from those 
assumed. All forward-looking statements included herein are based on information available on the date hereof and Invesco assumes no duty to 
update any forward-looking statement. Accordingly, there can be no assurance that estimated returns or projections can be realized, that 
forward-looking statements will materialize or that actual returns or results will not be materially lower than those presented.

All information is sourced from Invesco, unless otherwise stated. All data as of Dec. 31, 2017 unless otherwise stated. All data is USD, unless 
otherwise stated.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not 
an offering of a financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its 
distribution is not authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without 
the consent of Invesco is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements," which are based on certain 
assumptions of future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume 
any duty to update any forward-looking statement. Actual events may differ from those assumed. There can be no assurance that 
forwardlooking statements, including any projected returns, will materialize or that actual market conditions and/or performance results will not 
be materially different or worse than those presented.

The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or 
particular needs. Before acting on the information the investor should consider its appropriateness having regard to their investment objectives, 
financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves
risk. Please review all financial material carefully before investing. The opinions expressed are based on current market conditions and are
subject to change without notice. These opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing
material may come are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or
solicitation by anyone in any jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer
or solicitation.




