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Abstract

We examine the impact of cooperation between legal advi-

sors and issuers on bank securitization pricing using 6,624

European ABS tranches issued in the European market over

the period of 1998 to 2018. We find that previous coop-

eration is negatively related to initial yield spreads of ABS.

Investors seem to attach value to previous cooperation

between issuers and legal advisors and consider such trans-

actions less risky by asking for lower yields.We observe that

themagnitude of the past relationships is also of importance.

Moreover, previous cooperationbecomesmore important as

the risk of the transaction increases. This is especially notice-

able when prime (AAA rated) tranches are compared to non-

prime (non-AAA rated) tranches. Our results also show that

the number of legal advisors in a deal does not matter for

investors.
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1 INTRODUCTION

Bank securitization has grown greatly over the last four decades. Its systematic significance became apparent dur-

ing the 2007–2009 Global Financial Crisis (GFC), where asset-backed securities (ABS) were central to the contagion

of the crisis from the US housing market to the global financial system.1 ABS are complex financial instruments with
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significant information asymmetries prevalent in the securitization process. As a result, investors are exposed to vari-

ous risks2 and it is often challenging for them to accurately assess these3, leaving them reliant on rating agencies’ val-

uations. However, it is evident that in the pre-GFC period rating agencies underestimated the risk embedded in ABS

(Brennan et al., 2009; Coval et al., 2009a;b) and inflated the ratings (Efing & Hau, 2015). Nonetheless, the empirical

evidence also shows that in assessing ABS risk investors transcended assigned credit ratings. They considered various

other factors such as the external credit enhancement and the quality of collateral (Fabozzi &Vink, 2012a, b), the pos-

sible rating shopping of originators (Fabozzi & Vink, 2015; He et al., 2012), the size of issuers and rating inflation (He

et al., 2012), and the reputation of issuers and trustees (Deku et al., 2019a, b). This strand of the literature shows that

issuance price of ABS is responsive to all available data, including the information on relevant parties involved in both

the structural and transactional stages of securitization.

Although various counterparties’ impact on the securitization process have been examined empirically, one signif-

icant omission is the legal advisors. Legal advisors play a key role in structuring ABS deals by providing and managing

the full legal process, assisting in ‘structuring the ABS, and selling the securities to investors’ (Botlik et al., 2016, p.8).

They provide legal opinion on the asset pool transfer and coordination with rating agencies, ensure that the transac-

tion complies with all the regulations and the requirements of issuers and investors are met. More importantly, they

offer investors legal advice on the true sale of the transaction, or bankruptcy remoteness of the issuer’s Special Purpose

Vehicle (SPV) from the originator (Fabozzi and Kothari, 2008).4 It is challenging for investors to grasp the underlying

legal context of ABS fully without the support of the legal advisors, as the prospectus is such a complex document

often consists of hundreds of pages and drafted in legal terminology. At the same time, legal advisors work closely

with issuers and they may repetitively interact with them over-time, structuring ABS deals. This repetitive interac-

tion could potentially create close relationships between legal advisors and issuers that may potentially compromise

the expected neutrality of legal advisors. Therefore, given the legal advisors critical responsibility in the securitization

process, it is important to understand the potential influence of issuer and legal advisor interactions on the securitiza-

tion process. In particular, we are interested in how investors perceive such interactions when assessing ABS risks at

issuance.

Against this background, we investigate two issues in relation to legal advisors and issuer interaction and past col-

laboration in securitization transactions. First, we study whether the number of legal advisors participating in struc-

turing an ABS matters for investors. In a securitization deal there could be two legal advisors representing the issuer

and manager separately or one legal advisor representing both. There could be a potential for conflicts of interest or

collusion between all parties if there is only one legal advisor in charge of legal structuring of the deal, particularly in

relation to true sale. Two separate legal advisory teams each working for the benefit of their clients may be perceived

more secure by investors. On the other hand, a securitization transaction consummated by two different legal advi-

sory teams may be seen less risky by investors. Second, we examine how investors perceive previous long-term part-

nerships between a legal advisor and an issuer. Past cooperation between legal advisors and issuers could be viewed

as a negative sign as longer partnerships canmake partiesmore susceptible to conflict of interests. On the other hand,

previous co-operation could be viewed as a positive sign as such experience between counterparties are likely to be

highly valuedwhen structuring complex ABS programs (Lupica, 1998).

We test our arguments by examining the information content of yield spreads of ABS at issuance as investors influ-

ence the price formation substantially during the issuance process.5 Utilising thismechanismwe investigate investors’

perception of legal advisors and issuer interaction by analysing its impact on yield spreads at the pricing stage of ABS

(Fabozzi&Vink, 2012a, b, 2015;Heet al., 2012;Dekuet al., 2019a;Dekuet al., 2019b).Our sample includes 6,624ABS

tranches from sevenmajor European countries6 covering a 21-year period between 1998 and 2018.We hand-collect

key variables regarding legal advisor identity fromABSdeal prospectuses.Weemploy cross-sectional regressions con-

trolling for a battery of factors including type of collateral, asset origin, issuer’s identity, credit rating, amongst others.

Our results show that investors are indifferent as to whether or not there is only one or more legal advisor in a

securitization deal. We find that investors value previous cooperation between issuers and legal advisors and con-

sider such transactions less risky. They ask for lower yields if the issuer and the legal advisors have had an experience
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KARIMOV ET AL. 169

of working together in the past.We observe that themagnitude of the past relationships alsomatters. Moreover, pre-

vious cooperation becomesmore important as the risk of the transaction increases. This is especially noticeable when

prime tranches (AAA rated) are compared to non-prime (non-AAA rated) tranches. Comparing the pre- and post-GFC

periods,we find someevidence that investors started to attach evenmore value to closeworking partnership between

the issuers and legal advisors in the post-GFC period.

Our contribution to this literature is twofold. For the first time in the literature, we examinewhether ABS investors

value information regarding the legal advisors engaged in securitization. Although the impact of various counterpar-

ties –such as issuers, trustees, rating agencies– on securitization pricing are considered by the literature, the possible

impact of legal advisors in relation to prevalent information asymmetries is unknown. Given legal advisors important

role in structuring financial instruments, drafting deal prospectuses and reviewing asset transfers, their significance is

considerable. Legal advisors can help reduce information asymmetry between issuers and investors of complex struc-

tured bonds, thus assisting market participants in setting appropriate prices. In particular, we are not aware of any

research on how investors perceive the relationships between legal advisors and issuers and legal advisor reputation.

Investors’ reaction to the information regarding legal advisors, and their interaction with issuers, when information

asymmetry is high could unveil their potential importance. Secondly, we contribute to the literature by compiling a

unique hand-collected data on legal advisor identities from prospectuses of over 10,000 ABS tranches. The coverage

of our data is one of the largest in this literature, covering a period of over 20 years including the post-GFC period.

The rest of the paper is structured as follows. The next section explains the role of legal advisors in securitization

and Section 3 describes the data and methodology used. Section 4 presents the results, and Section 5 provides the

concluding remarks.

2 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

2.1 Legal advisors’ role in designing ABS contracts

Securitization is a multiparty and multi-stage transactional process involving various complex legal processes com-

pleted by the legal advisors. Alongside rating agencies, servicer and financial advisors, legal advisors are considered

one of the key parties involved. The role of legal advisors’ in structured finance can be defined as assisting in ‘structur-

ing the securitization and selling the securities to investors’ (Botlik et al., 2016, p.8). Their main tasks involve drafting

deal prospectuses and asset sale and purchase agreements, developing agreements on the transfer of the underlying

assets, and offering legal advice on the true saleor bankruptcy remotenessof the transaction (Fabozzi andKothari, 2008;

Botlik et al., 2016;Deloitte, 2018). They also provide legal opinion on the asset pool transfer and coordinationwith rat-

ing agencies. While making sure transaction complies with all the regulations, legal advisors also need to ensure that

the requirements of issuers and investors are met. Therefore, issuers may also need legal advisors’ guidance when

they turn to securitization as a strategy of financing, risk transferring, or balance-sheet loan reduction.7 One or sev-

eral legal advisors can be required in a transaction to carry out the documentation on issues such as allocating the

benefits, duties and risk distribution between the parties involved. Issues related to the collection and disbursement

of receivables, insurance, liquidity, financial statements and other reporting, as well as provisions on default related

matters come in many forms and have different impact on different parties. Although standard terminology is often

used in such provisions, the risks or the consequences for the parties can considerably change due to possible different

manners of expressions on a givenmatter (NABL, 2014) and the inclusions of many exceptions (Hughes, 2017).

In structured finance, in particular with off-balance sheet financing, the concept of true sale is essential. Hence, the

most crucial feature of securitization is that the originator of the receivables and the ABS issuing entity (i.e. SPV) are

legally separated. In otherwords, SPVs should be independent entitieswho are also bankruptcy remote (i.e. if the orig-

inator goes bankrupt the SPVs are immune) (Ayotte &Gaon, 2011; Schwarcz, 2013). It is this aspect of ABS thatmakes

the resulting financial instruments particularly appealing. In order to ensure that an SPV’s obligations are secure, even
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170 KARIMOV ET AL.

in the case when the parent company goes bankrupt, credit rating agencies and investors are in need of legal opin-

ions confirming the true sale of a transaction (Fabozzi and Kothari, 2008). On the one hand, investors do not need

to evaluate the financial state of the originating lender, as they only need to assess the performance of the collat-

eral underlying the securities. Hence, it is not unusual to see cases of an originating company having its credit rating

downgraded, whilst at the same time its securitised products maintain high ratings due to various credit enhance-

ments (Lupica 1998; Fabozzi & Vink, 2012b). On the other hand, prospective buyers need assurance that the assets

have been transferred from the originator to an SPV as a true sale and that they are bankruptcy remote (Schwarcz,

2002; 2003; Fabozzi and Kothari, 2008). If the legal wording on the issue is not clearly expressed and fails to cap-

ture the complexities of the particular transaction, it can cause significant problems to the investors of the relative

securities. Moreover, if the originator goes bankrupt, any legal weakness in the structure can be used to reverse the

transferred assets back to the bankrupt owner (Lupica, 1998). The deal prospectus usually details all themain aspects

of the transaction.However, such complex document often consists of hundreds of pages anddrafted in legal terminol-

ogy. Therefore, it is extremely challenging for anon-sophisticated investor to grasp theunderlying context fully.Hence,

legal opinions provided by legal advisors are crucial as they assure the transaction as a legal sale, that the assets are

sold to a separate entity (i.e. SPV), and this entity is the legal owner of the assets (Hughes, 2017; Pinto & Alves, 2016).

It is also essential that each party seeks legal advice tomake sure they obtain the best alternatives for themselves, and

are protected from possible legal risks. Overall, the legal aspects of securitization are important, and they can have

significant influence on the price of structured finance issues (Lupica 1998; Schwarcz, 2005).

2.2 Importance of legal advisors in ABS transactions

Views on legal advisors are contradictory in the literature. On the one hand, it is argued that in structured financial

transactions, legal opinions are predominantly “third party legal opinions” (Schwarcz, 2005), i.e. although an originator

or an issuer is the client of an outside legal advisor, the opinions provided to the clients are often to the benefit of third

parties such as investors or rating agencies. These opinions effectively reduce information asymmetry among the par-

ties involved in a transaction (Schwarcz, 2005). On the other hand, it is also argued that legal opinions in securitization

cannot be relied upon by ultimate beneficiaries, such as the investors, as these opinions are addressed towards a client

(i.e. the originator or the issuer) and thus should not be relied upon by the third parties (Carabellese, 2018).

It is argued that in securitization it is historically uncommon to see downgrades as a result of legal matters (Fabozzi

&Vink, 2012b). Schwarcz (2005, p.6) further supports theview that legal opinionsprovidedon thebankruptcy remote-

ness of an entity are not ‘inherently deceptive or illegal’, nor is there any proof that lawyers had intention to mis-

lead market participants (Schwarcz, 2003). It is also emphasized that legal advisors, in evaluating ABS transactions,

do not assess the ‘business wisdom’. Yet their involvement in structured finance helps third parties (i.e. investors) to

understand the externalities8 and reduce information asymmetry among different parties engaged in the transaction

(Schwarcz, 2005).

These positive notions in securitization concerning the legal aspects and the involved legal opinion providers may

be perceived as an assurance by investors that SPVs are immune from insolvency and, therefore, can be valued by

themwhen this is the case. For example, Ayotte and Gaon (2011) confirms how valuable insolvency protection can be

for investors. They investigate the case of US company LTV Steel that was on the verge of bankruptcy filing, in which

a bankruptcy court ruled that the securitised assets of the company could be used by the company for its ongoing

operations, invalidating the true sale of the underlying assets. The authors assessed the implications of the decision on

the price of other ABS products issued by non-depository institutions that can be similarly challenged by bankruptcy

courts9. They observe a significant increase in the initial spread of ABS instruments issued by non-depository issuers

after the court’s decision as it increased the risks of structured bonds andweakened creditor protection.

Overall, the literature seems to suggest it is highly unlikely that legal opinions are deceptive towards any parties,

and thus, the legal advisors arehighlyunlikely tobeaffectedbymoral hazard.Nevertheless, as far asweknow, research
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KARIMOV ET AL. 171

that negates the existence of collusion between legal advisors and issuers and/or any other parties in securitization is

non-existent. Legal advisors engaged in a securitization deal are often hired by issuers, but there aremany caseswhen

managers also hire their own legal advisors. One of the essential aspects of their involvement in securitization is that

they contribute to reduce information asymmetry by providing legal opinion. Although hired by issuers and/or man-

agers, legal opinion rendered by legal advisors serve for the benefit of potential buyers of structured bonds as they

intend todraft thedetailed legal elements of theunderlying asset pool (Wood, 2019). Therefore, themoredetailed and

clear the prospectus they develop the lower the information asymmetry between opposite sides of the transaction.

Legal opinion also contributes to the ratings assigned to structured bonds as it is utilised as part of credit rating agen-

cies assessment prior to issuing ratings (S&P, 2013; Fabozzi & Vink, 2012b). A note of caution, however, is expressed

byCarabellese (2018) to ultimate beneficiaries of legal opinion, reminding potential buyers of ABS securities that legal

opinions are issued by the request of the issuers.

Moreover, given that ABS markets are often profitable, legal advisors were also active and willing to participate in

securitization processes. Interestingly, due to the complex nature of structuring ABS deals, legal advisors preferred to

be involved with familiar programs (Lupica, 1998). For instance, the consultants of legal and financial advisory firms

often guide their clients towards securitization programs which they are most familiar with. The author claims that

after completing one transaction, advisory firms are likely to engage in similar financial programs as they would have

established the knowledge and the skills. Yet, the author highlights the possibility that these legal advisors might have

engaged with similar deals due to their lucrative nature. If such a profit-oriented motivation exists, then this may

impact on the structural quality of the ABS.

2.3 Factors impacting on ABS pricing beyond credit ratings

The initial yield spread (or the launch price in the primary market) of ABS reflects the risk premium that investors

demand (Fabozzi & Vink, 2012b). Considering investors overwhelmingly relied on ratings agencies’ assessments in

pricing securities10, the price of ABS products reflects mainly the risks evaluated by credit rating agencies. Generally,

these are risks related to the collateral, cashflow and credit enhancement by third parties (Fabozzi & Vink, 2012a;

2012b). Due to the complex nature of structured financial products, the credit ratings assigned by rating agencies

are more important in determining price than they are for standard corporate bonds, where risks are often tied into a

single company’s performance and investors can look at the financial stability of the issuing entity (Heet al., 2012). This

makes it easier to obtain the various filings reported by public companies in consistence with governing regulations.

In the case of ABS securities, however, it is not as straightforward as the securitization process requires the pooling

of credit sensitive assets (such as bank loans). These are then tranched into securities of different risk levels that are

legally separated from the parent company and sold to an independent entity, i.e. the SPV. The SPV then sells the

securities to investors. In contrast to corporate bonds, the structuring of a securitization program for many investors

is not just a complex process, but one in which there is increased asymmetric information and moral hazard (Coval

et al., 2009a; Ashcraft & Schuermann, 2009; Keys et al., 2010).

Although the complexity has made investors heavily reliant on credit ratings, the literature suggests ratings were

not sufficient, and investors incorporated several other factors when pricing structured securities at issue (Adelino,

2009; Skreta&Veldkamp, 2009;Ashcraft et al., 2010). Cuchra (2005) argues that there is systematic difference in how

rating agencies and investors assess certain aspects of securitization transactions.Heprovides empirical evidence that

investors consider factors that are not included in rating agencies’ assessments such as market placement and factors

partly examined by rating agencies such as creditors’ rights. Cuchra (2005) concludes that market liquidity, the num-

ber of underwriters involved in a transaction, the legal regime and the jurisdiction of a country were all considered by

investors and reflected in ABS spreads at launch. Similarly, Fabozzi &Vink, 2012a, 2012b) also argue that although the

collateral and credit enhancement aspects of an ABS transaction are assessed by the CRAs, investors went beyond

these factors in assessing the risks of the bonds. He et al. (2012, 2016) argue that investors were aware of the
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172 KARIMOV ET AL.

possibility that a conflict of interest could exist in ABS transactions and, thus, demanded a higher spread on the bonds.

Their findings suggest that bonds issued by ‘big issuers’11 were granted inflated ratings (He et al., 2012), whereas the

number of ratings assigned to a bond was seen as a sign for rating shopping12 (He et al., 2016). Reputation of the

trustees (Deku et al., 2019b) and issuers (Deku et al., 2019a) are also found to be influential factors beyond the credit

ratingswhen investors price ABS. These studies conclude that investors value trustee and issuer reputation especially

when risk assessment is challenging.

2.4 Hypotheses tested

We posit that legal advisors’ involvement can also impact on ABS initial yield spreads, reflecting investors sentiments

about the legal risks of the deal due to the complex nature of securitized assets and legal advisors’ interactions with

issuers. Investors could be suspicious of potential conflicts of interest if the issuer andmanager hire the same advisor

to complete a deal. A single advisory firm hired by two parties at different ends of a transaction could bemore suscep-

tible to representing one party more than the other, or let go certain legal weaknesses, or at the worst, might collude

with both parties in structuring a transaction. Such an arrangementmay signal moral hazard risk to investors, in a sim-

ilar way that a close relationship between issuers and credit ratings agencies was observed in the pre-GFC period (He

et al., 2012), which witnessed increased risk appetite among the parties involved in structuring complex bonds and

created opportunities for conflict of interest. Hence, a transaction involving two different legal advisory teams may

concern investors less as both will work for the benefit of their clients, reducing the possibility of collusion. Investors

may demand compensation for potential collusion between issuers and legal advisors, reflecting the higher legal risk.

Alternatively, if investors do not see this as a potential risk, then the spread should not be affected. Therefore, we

propose two alternative hypotheses:

H1a - Initial yield spread is positively related to an issuer and a manager having the same legal advisor

H1b - Initial yield spread is not affected when an issuer and amanager have the same legal advisor

Another aspect we consider is the past relationship between legal advisors and issuers. Investors may be cautious

about the past links between legal advisors and issuers which could signal a negative message on their potential col-

laboration, as longer partnerships can make parties more susceptible to conflict of interests. On the other hand, if

investors may view past cooperation between legal advisors and issuers as a positive sign, since previous experience

is likely to be highly valuedwhen structuring complex ABS programs (Lupica, 1998). Accordingly, we test the following

hypotheses:

H2a - Initial yield spread is positively related to the past relationships between an issuer and the legal advisors

H2b - Initial yield spread is negatively related to the past relationships between an issuer and the legal advisors

3 DATA AND METHODOLOGY

3.1 Data sources

The data is obtained from Bloomberg, which provides detailed information on deal and tranche characteristics. How-

ever, for around80%of the transactions thedata for the identity of the legal advisors are not reported. In order to fill in

themissing information, wewent through the prospectus for each deal andmanually collected the legal advisor firms’

identity. Similarly, other missing characteristics such as issuer identity as well as maturity dates have all been singly

filled in through deal prospectuses that are available in Bloomberg.We are primarily interested inmajor securitization
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KARIMOV ET AL. 173

markets in Europe13. Our sample includes ABS and MBS deals issued France, Germany, Italy, Ireland, Netherlands,

Spain and the UK between 1998 and 2018. These countries are responsible for over 81% of all the issued ABS secu-

rities in the continent (Bloomberg, 2018). The key deal characteristics are type of collateral, asset origin, pricing date,

issue year, value of a deal, issuer nation, type of a deal, issuer’s identity, issuer’s legal advisor identity, manager’s legal

advisor identity. Furthermore, for each tranche of a deal we collect the assigned credit ratings, the value of the tranche

and thematurity date. Initially, we collected information on 18,399 tranches; however, somedatawere eliminated due

tomissing key variables. As a result, the final sample in our study includes 6,624 tranches.

3.2 Empirical model

Following the literature on measuring initial yield spread of structured finance securities (Cuchra, 2005; Fabozzi &

Vink, 2012a;b; He et al., 2012; Deku et al., 2018), we specify the baseline model applied to describe the initial spread

yield for a given tranche i as follows:

Spreadi = 𝛽0 + 𝛽1Li + 𝛾′Xi + 𝜀i (1)

Spread is the fixed premium set in basis points over the relevant benchmark rate. The offer price and the market

demand on risk premiums at the issuance are represented by the primary spread as reliable indicator (Cuchra, 2005;

He et al., 2012; Fabozzi and Vink, 2012; 2015; Deku et al., 2018). L is a set of four variables (Same Advisor, Past Collab-

oration, and Collaboration Magnitude) that we utilise interchangeably to capture the legal advisor related factors. Same

Advisor equals to 1 if in a given deal a legal advisor of an issuer and a legal advisor of amanager are the same entity, and

0 otherwise. Past Collaboration is the variable used to describe previous cooperation. It is a dummy variable that equals

to 1 if an issuer and either of the two legal advisors (issuer ormanager legal advisors) have cooperated in previous ABS

deals, and 0 otherwise. Collaboration Magnitude indicates the number of past cooperation between an issuer and the

legal advisors. We count the number of all previous deals where the issuer worked with the same legal advisors. This

variable aims to capture how investors perceived themagnitude of familiarity between issuer and legal advisor.

We use a set of variables (Xi) to control for various deal, tranche, issuer and macro characteristics. Number of rat-

ings indicates the number of ratings reported for each tranche and utilised to control for rating shopping by issuers

(He et al., 2012).14 Size is the natural logarithm of each tranche value and controls for liquidity (Whetten and Adel-

son, 2004; He et al., 2012; Efing & Hau, 2015; Deku et al., 2018).Weighted Average Life is the tranche maturity in its

logarithmic form (Cuchra, 2005; Adelino, 2009; Mahlmann, 2012; Efing & Hau, 2015; Deku et al., 2018). Issue Type

equals to 1 if a deal is MBS, and 0 if it is non-MBS ABS (Cuchra, 2005; Deku & Kara, 2017).Market Area captures the

market where the issues is traded and indicates Domestic, Global or International in the dummy variable form. Issuer

Nation are important in pricing of the securities (Cuchra, 2005; He et al., 2012; Fabozzi & Vink, 2012b) and indicates

the country where the securitization programs are structured. Macroeconomic conditions as well as legal systems in

the country of origination can have a considerable impact on the performance of the ABS. Guarantor is a dummy vari-

able and indicates whether external credit enhancement applies for a given ABS deal. Similarly, Private Placement is a

binary variable and shows if sales of ABS tranches are conducted in public or private offering. Credit Rating is utilised

to control for the credit quality of the ABS tranches by assigned credit ratings. Structural and asset risks can be cap-

turedby ratings and ratings are thebiggest explanatory factor in yield spread (Fabozzi&Vink, 2012a; b; Cuchra, 2005).

Our data includes ratings reported by the three big rating agencies: S&P, Fitch and Moody’s. We convert the ratings

into factor variables by using numerical point scale of 1 denoting (3A – the highest notch) down to 21 (C – the lowest

notch) and we control for all rating categories. All the notches have been changed into numbers and arithmetic mean

of all the available ratings per security has been calculated. We classify AAA rated securities as prime and others as

non-prime. Issuer Market Share is a dummy taking the value of 1 if, for a given year, an issuer has been involved with at

least 5% of all the issuance in the market in previous year, and 0 otherwise (Deku et al., 2018). Market volume for a
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174 KARIMOV ET AL.

given firm is estimated as the ratio of the number of deals completed by an issuer to the number of all the deals in one-

year period. Dummy variables for each issuer (Issuers) allows us to control for issuer specific omitted variables effect.

Collateral Nation controls the country of origination for the assets underlying ABS. We control for time effects (time)

using dummy variables indicating each quarter. One of the benefits of pooled cross-sectional data is that the sample

size can be improved which in turn can lead to more accurate estimators as long as the relationships in estimation

are stable over time. In order to relax this notion and allow temporal variation we employ time dummies (Wooldridge,

2013). Also, the introduction of time is important as the impact of macroeconomic factors across time are captured

(Peterson, 2009). Following the literature, we estimate the models via OLS (Cuchra, 2005; Fabozzi & Vink, 2012a;b;

He et al., 2012;Deku andKara, 2018). In order tomitigate correlation of errorswe cluster standard errors at deal level

(Cuchra, 2005; Deku et al., 2018) as it is argued that tranches of a given deal may not be independent from each other

(Deku et al., 2018).15

3.3 Descriptive statistics

We present descriptive statistics for all variables in Table 1 Panel A. The percentage of the deals where the issuer

and the manager have the Same Advisors are 21%. In 55% of the deals, issuer, issuer’s legal advisor and manager’s

legal advisor cooperated together in the past (Past Collaboration). Averagenumber of previous cooperationbetween an

issuer and its legal advisor is 2.3 deals (CollaborationMagnitude). Themean of the initial yield spread is 129 basis points

for the entire sample.On average, the deals are over €1.6bnwhile themean value for each tranche is at around €280m.

The average rating for the securities is between AA- and A+, whereas the median is AA. Securities in the sample are

issued by 740 different issuing entities, while 127 (Issuer) and 84 (Manager) legal advisors have been responsible for

legally structuring thedeals. InPanelBwepresent thedistributionof tranches for the full sampleby theassignedcredit

ratings. Overall, 8,443 tranches have been rated by at least one of the three CRAs. The securities rated as AAA (prime

securities) constitutes the largest number of tranches in per notch terms, followed by AA, A and BBB rated tranches,

respectively.

4 REGRESSION RESULTS

The regression models we employ are estimated progressively. Initially, the results of the aggregate ABS sample are

provided. We then present the estimations for the prime and non-prime tranches of the same sample. Further, we

split the full sample intoMBS and ABS and estimate the models separately for each sample. Lastly, we investigate the

effects of legal advisors over the pre- and post- global financial crisis periods.

4.1 Full sample

The results for the full sample are presented in Table 2. We employ the key variables, i.e. Same Advisor, Past Collab-

oration, and Collaboration Magnitude separately and estimation results are displayed in Columns 1 to 3, respectively.

We find that the coefficient of Same Advisor is insignificant, suggesting that investors are indifferent as to whether or

not the legal advisor is the same entity for both the manager and issuer. The possibility of collusion between parties

does not seem to be a concern for investors, confirming H1b. This result can also be interpreted that investors do not

see legal advisors acting unlawfully in case they work for both parties of the securitization deal. This result also con-

firms Schwarcz (2005) arguments that lawyers do not intentionally deceive or provide deceptive legal opinions, whilst

investors do not see legal advisory teams to engage in conflicts of interest.
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The coefficient of Past Collaboration is negative and significant at 1% level. This result shows that investors ask for

lower yields if the issuer and the legal advisors have had an experience of working together in the past, confirming

H2b. For suchdeals initial yield spreads are, on average, 12bps lower in comparison to dealswhere there is no previous

working relationshipbetween the issuer and legal advisors.Hence, investors value apreviousworking relationship and

expect that such relationships will produce less risky securities. Liu (2015), examining the effect of past relationship

between the issuer andunderwriter on pricing ofmunicipal bonds, report similar results. They conclude that investors’

valuation of such deals as less risky could be due to the accumulation of soft information between parties, experience,

comfort and trust that has been built through previous collaboration.

Our findings show that similar dynamics are present in securitization issuance. In particular, a previous relationship

between issuer and legal advisor may aid the accumulation of knowledge and build trust. There is now an extensive

literature emphasising the importance of trust between organisations, with a general agreement that trust becomes

particularly important in situations characterised by risk and uncertainty (Dasgupta, 1988; Kramer, 1999; Gulati &

Sytch, 2008). Higher levels of trust are associated with many benefits including reduced transaction costs, superior

information sharing and higher organisational performance (Dyer & Chu, 2003). A key finding from this literature is

that trust stems most of all from a past history of working together16 (Gulati & Sytch, 2008). Since the securitisation

process is a knowledge-intensive industry with significant information asymmetry, a previous relationship between

issuers and legal advisors that builds trust is likely to involve lower costs.

Themagnitudeof thepast relationship is capturedwithCollaborationMagnitude inColumn3.We find thatCollabora-

tion Magnitude has negative relationship with Spread at 1% significance level. This result shows that investors deemed

ABS bonds less risky if the issuer and its legal advisor have a longer experience of working together in the past. The

spread of dealswhere the issuer and legal advisorswereworking together for the first time is, on average, 6 bps higher

than deals where the two actors have a past working relationship. Lower yields could be explained by the fact that

investors possibly saw a longer term past cooperation as a positive sign as it can help build knowledge, expertise and

trust between the two parties (Liu, 2015). The magnitude of the relationship here also implies that the more the two

have worked together in the past, the lower the price.

Number of ratings, is negative and statistically significant. This shows that investors value a security that is rated by

more than one rating agencies. This finding is in line with the rating shopping argument (He et al., 2012; 2016; Deku

et al., 2018; 2019), where issuers chose to submit only highest ratings they receive, and they conceal the lower rates.

The coefficient of Issue Type indicates that mortgage backed securities are seen as less risky by the market comparing

to the rest of the ABS products. Negative significant values in all four models show that at issuance, MBS securities

offer about 27 bps lower yield spread to buyers than other non-MBS ABSs. We also find that privately placed deals

carry lower spreads.

4.2 Prime versus non-prime tranches

By separating prime and non-prime securities we aim to examine whether investors’ perception of legal advisors, and

their interaction with issuer and managers, is related to the risk they are exposed to. Empirical evidence shows that

AAA bonds can yield different results when compared to non-prime ones (Adelino, 2009;Mahlmann, 2012). The least

risky prime tranches of ABS bonds for investors are the AAA rated. In Table 3, we present estimations where the sam-

ple is split as prime, or AAA rated (Panel A), and non-prime, or non-AAA rated (Panel B). Similar to the results for the

full sample, we find that Same Advisor is not significant regardless of the riskiness of the bonds. Past Collaboration is

negative in both categories; however, the statistical significance drops for the prime sample and remain at 1% for the

non-prime sample. In addition, the size of the coefficient is much larger for the non-prime bonds (-18 bps) in compar-

ison to the prime bonds (-4 bps). This suggest that investors attach more value to previous cooperation between the

issuers and legal advisors as the risk increases. For both samples Collaboration Magnitude is negative and statistically
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significant. Investors seem to value previous cooperation between the issuers and legal advisors regardless the risk

level of the bonds.

Other factors, such as Number of ratings and the Size of tranches are negative and significant in all specifications. It

should be noted thatmarkets have attached higher values for both variables when there is an increased risk. Negative

coefficients for both are higher (in absolute value) for non-prime ABS. Issue Type is non-significant for AAA bonds,

while in non-AAA rated instruments, investors demand about 41 bps less spread for MBS in comparison to non-MBS.

These results further confirm that when the risk is higher investors assess all possible information when pricing an

ABS issuance.

4.3 MBS versus non-MBS tranches

Although MBS is a sub-category of ABS, their risk level is considered to be lower, mainly due to the quality of the

underlying collateral (Deku et al., 2017). For this reason, we divide our sample into two groups as MBS and non-MBS

and examine the relationship between our key variables and the spread separately for each sample. We present the

results for non-MBS in Panel A of Table 4 andMBS in Panel B. Similar to previous results, the variable Same Advisor is

insignificant for both non-MBS andMBS bonds, indicating that even if the risk levels of the tranches may be different,

investors do not expect that having the Same Advisor will increase or mitigate risk levels. We find that the coefficient

of Past Collaboration for the non-MBS sample is negative and statistically significant at 5% level (Column 2). However,

for MBS this variable is not significant. These results indicate that when the risk is higher and difficult to assess, such

as in the case of non-MBS, familiarity between issuers and legal advisors seems to reduce the potential risks envisaged

by the investors. We find that Collaboration Magnitude is only significant in the non-MBS sample and insignificant in

MBS sample. This result provide some evidence that as risk increases, past cooperation between the issuers and legal

advisors becomesmore important.We note that the coefficients ofNumber of ratings is about twice the size in the ABS

sample, in comparison to theMBS sample, indicating the number of ratings matter more for investors when the risk is

higher.

4.4 Pre- and post-crisis periods

It is argued that during the boom period (between 2004 and 2007) leading up to the GFC, issuers engaged in riskier

lending practices, reducing the quality of ABS issued. There is also evidence showing increase in wide-spread moral

hazard in creation of ABS securities. To examine whether investors have changed their perception regarding the risk-

iness of these securities in the light of the catastrophic losses they faced after the GFC, we estimate our models by

splitting the sample into two periods, before and after the financial crisis of 2007–2009. We present our results in

Table 5 for pre-GFC period (1998 – June 2007) in Panel A and post-GFC period (2010 – 2018) in Panel B17. We find

that the results are not different from the results we reported for the baselinemodel and also between these pre- and

post-GFC periods. Particularly, the coefficients for the variable Same Advisor are not statistically significant for both

periods. Past Collaboration and Collaboration Magnitude are all statistically significant and have negative relationships

with the initial yield spreads. However, one difference we observe between the two periods is the larger coefficients,

roughly doubling, in the post-GFC period for Past Collaboration and Collaboration Magnitude. These results show that

investors started to attach even more value to close working partnership between the issuers, managers and legal

advisors.

Table 6 compares prime and non-prime securities pre- and post-GFC periods. Note that for brevity in we do not

report the full regressions, but only the relevant coefficient from each regression.18 We find that Same Advisor does

not yield significant coefficients in any of the sub-groups and periods. In the pre-GFC period Past Collaboration is sig-

nificant for prime securities (Column 1), whereas, for riskier non-prime tranches (Column 2) it has a negative and
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significant coefficient. This shows that having an issuer and legal advisor team that has worked together previously

was valuable for investorswhen the securities are of high risks in the pre-GFCperiod. In contrast, for AAAprime secu-

rities, they perhaps relied on the credit ratings as these bondswere seen less risky. Looking at the post-GFCperiod, we

find that Past Collaboration becomes more significant both for prime (Column 3) and non-prime (Column 4) securities,

with larger coefficients. This result is plausible as investors’ confidence onABS bonds fell significantly in the post-GFC

period due to experiences of substantial losses even for the triple-A rated bonds during the GFC, making investors

more vary of the quality of these securities. Hence, investors started to put more trust on experience teams, requir-

ing lower spreads, in securitization issuance. We find Collaboration Magnitude to be significant (albeit with different

significance levels) in all of the specifications regardless of the risk. It is worth to note that the size of the coefficients

increased in the post-GFC period, once again indicating the importance of experience issuance teams in securitization

for investors.

4.5 Robustness check with a uniform sample

We check robustness of our results by utilising a more uniform sample of the UK securitization market only. This is

because, even though we control for country specific factors in various ways, there is still a possibility that our results

could be affected by the legal environment in a way that is not captured in our analysis. The UK the largest ABS issuer

in the EU, and in our sample it represents around 50% of the observations. Results are presented in Table 7. For the

full sample (Column 1), we find that Past Collaboration and Collaboration Magnitude have negative coefficients and sig-

nificant coefficients. We observe that both variables are also significant for prime and non-prime samples (Columns

2 and 3, respectively) with varying degrees of impact on price. We also observe that these variables impact on initial

yield spreads becamemore important for investors in reducing perceived risks of ABS in the Post GFC period (Column

5). Overall, our results are robust and findings are similar to the ones reported for the full sample.

4.6 Robustness check for predetermined legal advisor-issuer matching

In this section we address a potential source of bias in our estimates due to the possibility that legal advisors and

issuers matchesmay be predetermined. In particular, it may be the case that legal advisors and issuers that havemore

presence in the securitization market are more likely to work together. In other words, as larger issuers (in terms of

their share in the securitization issuance market) and larger legal advisors (in terms of their share of business activ-

ity in the securitization market) are more likely to be present in the market, they may be more likely to partner with

each other, resulting in an endogenous legal advisor–issuer matching. In short, there may be fundamental differences

between past collaborators versus non-collaborators, creating a bias in the impact of our Past Collaboration variable

and yield spreads.

Following the literature (Kara et al., 2019), we use an instrumental variable approach to account for this possible

bias using the market share of the legal advisor as an instrument. Accordingly, we create Legal Advisor Market Share, a

dummy variable that takes the value of 1 for a given year if a legal advisor accounts for at least 10%of the total market

volume in previous year, and 0 otherwise. In measuring market share, we follow the same intuition as in Deku et al.,

(2018; 2019) and He et al. (2012). Market volume for a given legal advisor is estimated as the ratio of the number of

deals completed by the firm to the number of all the deals in one-year period. We are confident that the instrument

we choose influences legal advisor–issuer matching without directly affecting the yield spreads of securitized bonds.

To test whether Legal Advisor Market Share is a determinant of yield spreads, we estimate our baseline regression by

including this variable. Results, presented in Appendix 2, shows that the coefficient of Legal Advisor Market Share is not

statistically significant.
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We utilize a 2SLS estimator to implement the instrumental variable estimation. In the first stage, we regress the

Past Collaboration and Collaboration Magnitude on Legal Advisor Market Share, Issuer Market Share, Size of the deal, and

countrywhere the deal is issued (Issuer Nation).We choose these set of variables as themain determinants of past col-

laboration between issuers and legal advisors as such interaction is more likely to be the result of institutions volume

of activity in the securitization market, size of the securitization deal and the country of issuance. In the second stage

we use the Instrumented Past Collaboration and Instrumented Collaboration Magnitude variable to run our main models.

We present results in Table 8 (Panel A for Instrumented Past Collaboration and Panel B for Instrumented Collaboration

Magnitude) for the whole sample and prime versus non-prime sub-samples. In all models we still find positive and sig-

nificant coefficients for Past Collaboration and CollaborationMagnitude.

5 CONCLUSION

Legal advisors play a crucial role in structuringABS by providing information on the legal process, assisting in structur-

ing the deal and selling the securities to investors, developing contracts for the portfolio, and offering legal advice on

the ‘bankruptcy remoteness’ of the transaction. In this paper,we investigate the influenceof legal advisors on the secu-

ritization process. In particular, we examine how the structure of the legal advisory team and their previous working

relationships with issuers are perceived by investors buying these securities. Our sample includes more than 10,219

ABS issued in seven European countries between 1998 to 2018.

We find that investors value previous cooperation between issuers and legal advisors. The results suggest that past

collaboration between issuer and legal advisors is perceived as a positive sign by the market and thus reflected in the

prices of the securities. Moreover, as the risk increases, the importance of the relationship is seen to have strength-

ened. This is especially noticeable when prime tranches of a deal are compared to non-prime securities of the same

deal. In terms of the overall securitization market before and after the crisis, like previous literature, due to plunging

confidence, the relationship in ourmodel becomes weaker after 2009.
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NOTES
1 Since the GFC a growing literature has provided extensive empirical evidence on the negative effects of securitization on

bank risk taking and financial stability (see Deku et al., 2019c for an extensive survey).
2 These include poor quality ABS due to relaxed bank lending standards of underlying loans (Keys et al., 2010; Dell’Ariccia

et al., 2012; Nadauld and Sherlund, 2013), inadequate bank monitoring of loans post-ABS issuance (Petersen and Rajan,

2002; Kara et al., 2018), misreporting of assets in the securitization pools (Piskorski et al., 2015; Griffin and Maturana,

2016) and falsified declarations by borrowers whose loans are securitized (Jiang et al., 2013; Griffin andMaturana, 2016).
3 These include poor quality ABS due to relaxed bank lending standards of underlying loans (Keys et al., 2010; Dell’Ariccia

et al., 2012; Nadauld and Sherlund, 2013), inadequate bank monitoring of loans post-ABS issuance (Petersen and Rajan,

2002; Kara et al., 2018), misreporting of assets in the securitization pools (Piskorski et al., 2015; Griffin and Maturana,

2016) and falsified declarations by borrowers whose loans are securitized (Jiang et al., 2013; Griffin andMaturana, 2016).
4 SPVs should be the sole legal owner of underlying assets of the ABS and be immune if the originator goes bankrupt (Ayotte

and Gaon, 2011; Schwarcz, 2013). Any legal weaknesses in the structure of the ABS in case of originator’s bankruptcy, can

be used to reverse the transferred assets back to the bankrupt owner (Lupica, 1998).
5 Accordingly, issuers set a provisional price based on the sentiment as investors indicate the price they are willing to pay, as

well as the corresponding volume. To ensure that the issue is well subscribed to, issuers are diligent to avoid overpricing

(Choudhry, 2011).
6 France, Germany, Italy, Ireland, Netherlands, Spain and theUK. ABS issued in thesemarkets constitute over 80%of all ABS

volume in the Europeanmarket during this period.
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7 Similarly, credit rating agencies, before issuing their ratings, consider various possible legal risks in a deal, different sce-

narios on the existence of the assets, legal issues regarding asset isolation, SPV and so on (S&P, 2013; Fabozzi and Vink,

2012b). For instance, legal risks could include the possibility that underlying assets cease to exist due to documentary

defect, or assets become unenforceable due tominor fouls in mandatory legislative requirements (S&P, 2013).
8 Possible costs incurred by investors due to misleading legal opinion by legal advisors e.g. weakly drafted legal opinion on

the true sale.
9 Issuances by insured depository institutions cannot be judged by bankruptcy courts as theywere governed by FDICwhich

guarantees insolvency protection of ABS issuances (Ayotte and Gaon, 2011).
10 Evidenced by a number of studies including Cuchra (2005), Adelino (2009), Coval et al. (2009b), Skreta and Veldkamp

(2009), Partnoy (2009), Kisgen and Strahan (2010), andMahlmann (2012).
11 “Big issuer” refers to themarket size of the issuer i.e. the issuer is among the top 10% of themarket share distribution for a

given year (He et al., 2012).
12 Authors concluded that below AAA single-rated tranches compared to ones with multi ratings were seen as riskier bonds,

as investors perceived it as a sign for rating shopping. That is, issuers shopped for better ratings and undesirable ratings

were never published.
13 The European securitization market is the second biggest in the world and although the damage caused by financial crisis

was not as severe as it was in the US, the recovery of the market has been sluggish (EPRS, 2015). Therefore, in order to

exploit its potential benefits, there has been a growing sentiment in recent years by EU policymakers to revive the ‘well-

functioning’ securitizationmarkets. Creating healthy securitizationmarket requires regulatory bodies to introduce stricter

rules to avoid increased information asymmetry and conflict of interest between parties while protecting investors and

creatingmore transparent environment.
14 Rating shopping occurs when an issuer decides to publish only the highest ratings received and ignore lower rates thus

it influences rating agencies to issue inflated ratings (Skreta and Veldkamp, 2009; He et al., 2012). This phenomenon

increases the risk of securities thus the price of securities demanded by investors (He et al., 2012; 2016). Reporting all

the ratings are not a requirement, but the availability of all the three CRAs’ ratingsmakes investorsmore comfortable who

might otherwise suspect the issuers of supressing negative ratings.
15 CRAs adopt different techniques and yardsticks in assessing the ABS securities. While the risk evaluation can be carried

out at deal and/or tranche levels, any deal specific assessment revisions leads to deal-wide rating changes. According to

Adelino (2009), ratings revisions onmultiple tranches are often carried out about same time.
16 Parties to an exchange develop a greater trust in each other by learning about each other’s competence and reliability to

carry out the task at hand (Child andMollering 2003). A joint history of interaction enables partners to create amore effec-

tive systemof rewards andpenalties,whilst developing a stronger identificationwith their partners and greater confidence

in their integrity (Gulati and Sytch 2008).
17 We exclude the period of July 2007- December 2009 as the European securitization market came to a halt during this

period andmost issues were not bought by the investors.
18 Full results are available upon request.
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APPENDIX 1: VARIABLES LIST

Variables Description Source

Spread Fixed premium set in basis points over the relevant benchmark rate.

The offer price and themarket demand on risk premiums at the

issuance are better represented by the primary spread as it is a

more reliable indicator

Bloomberg

Same Advisor This is a binary variable that takes the value of 1 if single legal advisory

team is employed by issuer andmanager.

Authors’

calculation

Past

Collaboration

Equals 1 if issuer and issuer’s legal advisor andmanager’s legal advisor

have had cooperated together in the past.

Authors’

calculation

Collaboration

Magnitude

This variable shows the number of previous cooperation between

issuer and its legal advisor

Authors’

calculation

Tranche Credit

Rating

Ratings issued by the Big Three CRAs converted into factor variables,

using numerical point scale of 1 (denoting 3A) down to 21 (C).

Arithmetic mean of all the available ratings per security has been

calculated.We classify 1 (AAA) rated securities as prime class

securities while the rest as non-prime class.

Bloomberg

Number of

Ratings

This variable shows the number of ratings reported for a securitised

bond.We use this variable to capture the potential effects of rating

shopping by issuers that might impact the initial spread of tranches

demanded by investors.

Bloomberg

Size Possible effects of liquidity are addressed by this variable. The

variable tranche size is the value (in €millions) of each security

within a structured deal.

Bloomberg

Time The deal issuances are reported quarterly over a two-decade period.

We assume that the quality thus the price of securities change as

time changes. The variable can help capture the effects of time and

potential macroeconomic factors that might impact the price of

structured instruments.

Bloomberg

Weighted

Average Life

This variable is tranche’s maturity conditional upon the prepayment

expectations. It can control for the possible risks that might arise

due tomaturity and prepayment effects.

Bloomberg

Issue Type This variable classifies the type of issuance i.e. the underlying assets

for tranches within a deal. The variable can help capture risks that

can arise due to varying assets that underlie securitised bonds.

Bloomberg

Issuer Issuer effects are used to capture the specific attributes of the issuer

indicator. The introduction of dummy variables for each issuer

allows us to control for issuer specific omitted variables effect.

Bloomberg

IssuerMarket

Share

Dummy that takes the value of 1 if, for a given year, an issuer has been

involvedwith at least 5% of all the issuance in themarket in

previous year, and 0 otherwise. Market volume for a given firm is

estimated as the ratio of the number of deals completed by an issuer

to the number of all the deals in one-year period.

Authors’

calculation

Legal Advisor

Market Share

Dummy variable takes the value of 1 for a given year if a law firm

accounts for at least 10% of the total market volume in previous

year. Market volume for a given firm is estimated as the ratio of the

number of deals completed by the legal firm to the number of all the

deals in one-year period. The samemethod has been used for both

issuer’s andmanager’s legal advisors.

Authors’

calculation
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Variables Description Source

Issuer Nation The country where securitisation pograms are structured and used to

control for country specific macroeconomic and legal conditions

that might effect the price of ABS.

Bloomberg

Collateral Nation Variable shows the country of origination for the assets underlying

securitised bonds. The variable can help addressing country specific

attributes that might impact ABS spread.

Bloomberg

Guarantor This variable controls for the possible effects of external credit

enhancements. The dummy indicates whether external credit

enhancement applies for a given ABS deal.

Bloomberg

Private

Placement

Binary variable that shows if sales of ABS tranches are conducted in

public or private offering

Bloomberg

Market Area Market area is where tranches of a deal is targeted to be traded at. It

helps in addressing possible country specific characteristics that

might impact the spread of tranches.

Bloomberg

APPENDIX 2: : THE IMPACT OF LEGAL ADVISOR MARKET SHARE ON YIELD SPREAD

Legal AdvisorMarket Share −6.1668 (3.6051)

Number of Ratings −15.3274*** (2.8706)

Size −0.0041** (0.0018)

Weighted Average Life −0.0283 (0.0595)

Mortgage-backed −27.3061*** (3.7190)

Domestic −46.6917 (33.0336)

Global −30.7871*** (6.7824)

International 5.4831 (6.6121)

France −47.7337*** (9.5827)

Germany −27.6966* (15.7940)

Italy −28.5107 (17.6052)

Netherlands −7.9109 (7.9844)

Republic of Ireland −1.7817 (10.8583)

Spain −40.6544** (17.1266)

Guarantor −3.6005 (8.5565)

Private Placement −6.7855* (3.5144)

Credit Rating Yes

Issuer Reputation Yes

Issuer Yes

Collateral Nation Yes
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Legal AdvisorMarket Share −6.1668 (3.6051)

Time Yes

Obs. 6,624

R2 0.748

This table presents OLS regressions of initial market spread of European issued ABS tranches on legal advisor, deal and

tranche-level as well as collateral characteristics. Same Advisor is a dummy variable that takes the value of 1 if manager and

issuer legal advisors are the Same Advisors, otherwise 0. Past Collaboration is a dummy variable that takes the value of 1 if

both legal advisors and issuer have all cooperated in the past, otherwise 0. CollaborationMagnitude is the number of previous

cooperation between issuer legal advisor and the issuer. Past Link2 is the number of past cooperation between both legal

advisors and issuer. LegalAdvisor Size is a dummyvariable that takes the valueof 1 for a given year if the legal advisor accounts

for at least 5% of the market share for previous year, otherwise 0. Number of ratings assigned for a given tranche is used to

control for possible rating shopping. Size of each tranche (in $millions) is employed to control for liquidity.Weighted Average

Life is tranche’s maturity conditional upon the prepayment expectations. Issue Type classifies the type of issuance i.e. the

underlying assets for a tranchewithin a deal.Market Areawhere tranches of a deal is targeted for. IssuerNation is the country

where a tranche is issued. Guarantor indicates whether external credit enhancement applies for a given ABS deal. Tranche

Credit Rating is the initial rating assigned for a tranche. Issuer Reputation is a dummy that takes the value of 1 is the issuer

accounts for at least 5% of themarket for previous year. Issuer of each deal has been controlled for. Collateral nation is where

the collateral originates. Time is factor variable indicates issuing period quarterly. ***, ** and * indicate significance levels at

1%, 5% and 10%respectively. Robust standard errors are presented in parentheses.
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