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Securitised peer-to-peer loans see risk escalate

Recent troubles at Lending Club have only compounded risk in the peer-to-peer credit market

— P2P backed loans were introduced in 2014 and saw spreads fall to lows in mid-2015
— Average spread on senior P2P loan backed securities has widened 76% since last October
— Markit Liquidity score among P2P securities has deteriorated to 2.69 from 1.50 last

December

The start of May saw peer-to-peer (P2P)
loans company Lending Club, fall into trouble
as it failed to address $22m of false loans
properly. Its founder was quickly ousted and
the aftermath of the scandal revealed the true
extent of the company’s business model as
one which relied heavily on hedge funds as
lenders, putting scrutiny on the P2P market.

P2P sector

The impact of Lending Club’s problems on
financial markets was most evident in its
stock price, which halved. Less visible was its
impact on credit markets and in the market for
securitised P2P loans. The risk in the sector
spiked just after the announcement, but wider
analysis shows the danger in the P2P
industry has been on the rise since last
October.
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According to Markit's securitised products
pricing service, the average spread in the
senior P2P sector has widened to 269bps,
from 153bps last October, a 76% rise. And it’s
not just the risk of default that has been
growing; P2P bonds have become harder to
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trade, with liquidity in the sector falling in
tandem.

The average Markit Liquidity score, which
incorporates bid/ask spreads, market depth,
dealer quotes and trade volumes,
experienced a sharp fall at the start of this
year. The average score has deteriorated to
2.69 as of March 239 from 1.50 last
December (1 being most liquid and 5 being
least liquid).

The higher costs associated with P2P
securitisation is in contrast to the values seen
mid last year. P2P backed securities
originated in 2014 and the buoyant sector
saw spreads tighten from over 200bps in
February 2015 to 153bps by the summer.
Market volatility in the wider credit market and
subsequent loss of confidence in the P2P
market saw spreads widen to over 300bps by
March this year before some respite saw
spreads tighten to 255bps.

Latest woes at Lending Club in the industry
have meant spreads remain at elevated
levels. The prospect of further regulatory
scrutiny has continued to haunt the P2P
industry, which may ultimately affect P2P
lender's ability to access the securitization
markets in the future.

For any information about securitized pricing
or sector products, please contact
USABSPRICING @markit.com
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