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Neil Day, The Covered Bond Report: 
How has the Pfandbrief market de-
veloped this year?

Franz Rudolf, UniCredit: If we look 
fi rst at the overall benchmark covered 
bond market, aggregate volumes in the 
fi rst half of the year are about 20% lower, 
with some Eu77bn of issuance compared 
to Eu98bn in the same period last year. 

However, this does not apply to the 
Pfandbrief market: we have so far seen 
some Eu11bn of supply, with 17 bench-
marks — and if you also count sub-
benchmarks and taps you have 22 deals, 
by my reckoning, from 13 issuers — so, 
quite lively. Indeed, if you compare that 
to the full year 2016 figures, where we 
had some Eu23.7bn, we’re in pretty 
good shape, at close to 50% of the previ-
ous year’s figure. Given the volume and 
number of deals, they have been rather 
on the smaller side compared to other 
markets. But overall we have seen a very 
good Pfandbrief year so far, based on the 
number of deals and the total volume.

Jens Tolckmitt, vdp: With some Eu-
27bn gross of issuance in the fi rst six 

months, we are just about in line with 
expectations based on the annual survey 
we conduct at the beginning of each year. 
Whether we will match expectations at 
the end of the year remains to be seen. In 
the past, external factors, such as regula-
tion, central bank measures or political 
uncertainty, naturally infl uenced the out-
come, too.

Day, The CBR: Are individual issuers 
in line with expectations?

Götz Michl, pbb: We have been able to 
reduce our funding volume. As Jens said, 
it is kind of a gross plan, which is adjust-
ed for prepayments and the growth of the 
portfolio throughout the year. We still 
experience high prepayments, and there-
fore the overall year-to-date funding is 
signifi cantly below the original plan. Th is 
is an intentional reduction in the funding 
plan and not based on market conditions.

We started with a sterling benchmark. 
Non-euro currencies are important for 
us — to have the right match between the 
currencies of the assets and the liabilities. 
Th e market was very favourable at the be-
ginning of the year. We continued with a 

standard euro benchmark which we pro-
duced with the shortest possible maturity 
without having a negative yield. We think 
that a positive yield attracts more investors.

Th e third Pfandbrief benchmark was a 
$600m bond, again backed by mortgage 
loans. Like in sterling, we also have as-
sets in US dollars. Since we do not have 
derivatives in the cover pools we prefer 
the currency match by issuing non-euro 
liabilities. We also did some Pfandbriefe 
in Swedish kronor. Th ese tickets were 
smaller; in total we issued a couple of bil-
lion Swedish kronor.

We also participated in the TLTRO 
since it provided cheap and flexible 
funding.

Abdi Minovi, Unicredit: We have al-
ready done two euro benchmark issues 
this year, the last in June, a new Eu500m 
Pfandbrief. Obviously the environment 
is still fairly accommodating for issuers, 
spreads are very tight. We issued the long 
six year Pfandbrief at mid-swaps minus 
10bp. By comparison, at the beginning 
of CBPP3 we issued at mid-swaps plus 
15bp, so the spread compression is sig-
nifi cant.
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At the same time, it’s a good environ-
ment: the kind of geopolitical risks that 
we had last year are not so prominent 
— basically we just have the election in 
Germany in September — and up to now 
there are no big surprises to be expected 
this year.

Day, The CBR: It does seem that 
it’s not market conditions that are 
dampening issuance, and often the 
flipside of good conditions for issu-
ers is not so good an environment 
for investors. How would you char-
acterise the market at the moment?

Timo Boehm, Pimco: If you just look 
at issuance of the German Pfandbrief, 
obviously it is, let’s say, challenging for 

investors. Ultimately, you need to pro-
vide some alpha for clients, and there are 
other sectors than the Pfandbrief market 
where you can still earn more alpha.

So, from that perspective, the Pfand-
brief might be a victim of its own success. 
It’s a very secure product, obviously, but 
investing in German Pfandbriefe at the 
moment is like driving a super-secure car 
in a 10 miles per hour speed limit zone.

We are in the fifth consecutive year 
of the Pfandbrief underperforming 
all other covered bond sectors in the 
benchmark — but this can change. And 
if market conditions do change, then 
maybe the Pfandbrief market might 
prove its advantages again.

Day, The CBR: Andreas, what are 

you doing in light of those five years 
of underperformance?

Andreas Denger, MEAG: It depends 
from which angle you are looking at the 
market. I fully agree that if you look from 
an absolute return perspective, covered 
bonds — and especially German Pfand-
briefe — don’t seem to be very attractive 
investments. However, if you look at the 
spread between government bonds and 
the respective covered bonds, German 
Pfandbriefe still offer a nice pick-up. 
Even in this super-safe playing field, you 
can earn an attractive pick-up if you, for 
instance, substitute Bunds with German 
Pfandbriefe. Of course, this only works 
if you have the right benchmark rather 
than an absolute return approach.

Roundtable participants (pictured above, left to right):

Franz Rudolf, head of financials credit research, 
Unicredit

Jens Tolckmitt, chief executive, Association of 
German Pfandbrief Banks (vdp)
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Overall, spreads across the iBoxx 
Covered Bond Index are in a very tight 
range of around 20bp, if you take out 
some Italian names and covered bonds 
from Poland, Portugal and Turkey. Th at’s 
why many investors who were hunting 
for alpha in non-benchmark investments 
left  the asset class.

Day, The CBR: Have issuers noticed 
a decline in the number of investors 
interested in your deals in the past 
few years?

Michl, pbb: Pfandbriefe, especially the 
shorter dated Pfandbriefe, have become 
a product taken by banks for their liquid-
ity portfolios. Compared to the situation 
a few years ago, we have a substantially 
higher portion of bank investors. 

Insurance companies are still buying 
private placements, the Namenspfand-
briefe, which are very long dated — 15, 
20, 30 years. In many cases the bond has 
call rights to increase the coupon a little 
bit. We have seen more private place-
ments in comparison with last year. In 
total, private placements almost add up 
to the equivalent of one or two public 
benchmark transactions.

Minovi, UniCredit: We have also seen 
volumes in private placements picking 
up, but still, compared to two or three 
years ago, it doesn’t add up to anything 
very significant. Last year the amount 

of private placements was more or less 
negligible.

Denger, MEAG: Most of the bench-
mark volumes we’ve seen this year were 
only between 6 and 10 years, and I think 
that’s also a reason why investors have left  
the market. At least in the recent past, 
quite a number of investors have mainly 
been focusing on covered bonds with 
short and medium maturities. For inves-
tors like MEAG it is important that the 
primary market provides issues along the 
whole yield curve and doesn’t just focus 
on longer maturities.

Rudolf, UniCredit: It was also of course 
driven by the yield environment, be-
cause — with very few exceptions — an 
issuer doesn’t want to come with a nega-
tive yield. In the times that yield levels 
were extremely low, like August last year, 
you had to move out to basically seven 
or eight years in German Pfandbriefe to 
generate an even slightly positive yield. 
Th at, together with the TLTROs, pre-
vented issuers from coming in the short 
maturities.

Michl, pbb: Foreign currencies off er 
opportunities: pbb’s US dollar and ster-
ling benchmarks were both three years. 
We fund the shorter end of the maturity 
profi le with foreign currencies. Th e euro 
benchmarks have maturities between fi ve 
and 10 years — everything in excess of 

10 years is done in the private placement 
market.

Day, The CBR: Who are the investors 
in the foreign currency issuance? Are 
they the respective domestic buyers?

Michl, pbb: Th e US dollar benchmark 
was a Reg S issuance — so not 144A. 
We plan to continue with Reg S — cur-
rently we do not see the benefi t of a 144A 
documentation. In a non-euro bond you 
obviously get more foreign investors into 
the order book, but of course the major-
ity is still German. For German investors 
US dollar bonds are attractive due to the 
higher spread. Additionally, the shorter 
maturity with a positive yield is a good 
argument for an investment.

Rudolf, UniCredit: And the foreign 
currency issuance is mainly US dollars, 
right? If you look at the benchmark for-
mat, you have, like, 90% euros and the re-
maining 10% is dominated by US dollars 
and some sterling issuance. But in the 
benchmark format we’re clearly talking 
euros and US dollars.

Minovi, UniCredit: It could be an op-
tion for us to tap the US dollar market 
this year. We would like to refi nance our 
US dollar assets — for instance through a 
public sector Pfandbrief.

Rudolf, UniCredit: Th e dollar issu-
ance is mostly skewed towards issuers 
fi nancing dollar assets, right? You get the 
matched funding for the assets. If you’re 
trying to play the cross-currency swaps 
it probably gets pretty tricky. Th at can 
move up and down and the advantage 
can disappear when you are bringing a 
deal.

Denger, MEAG: And that’s the problem 
for investors who don’t have foreign cur-
rency portfolios where they can buy the 
bonds without hedging them back to the 
euro. As heard before, when buying for-
eign currency bonds for euro portfolios 
as a substitute for euro covered bonds, 
hedging costs have to be taken into ac-
count and can be quite expensive. What 
makes things even worse is that foreign 

Timo Boehm, Pimco: ‘Investing in German Pfandbriefe at the moment is like 
driving a super-secure car in a 10 miles per hour speed limit zone’
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currency covered bonds like US dollars 
or sterling are even more illiquid than 
covered bonds in the euro market.

Boehm, Pimco: Th e point here is that if 
you reduce the US dollar covered bond 
spread by the FX basis and by the three 
month/six month basis, you end up with 
a pick-up of, let’s say, 5bp-10bp — which, 
compared to euro-denominated covered 
bonds, merely off sets the illiquidity of 
the US dollar bond market. It is not that 
liquid, like the euro market. From that 
perspective, I would say the US dollar is-
sues are more or less priced fairly — but 
they’re not cheap, and not cheaper than 
a euro issue.

Day, The CBR: What are expecta-
tions regarding CBPP3 and broader 
ECB tapering?

Rudolf, UniCredit: Everybody expects 
to have a relatively clear statement from 
the ECB in September regarding tapering 
from January onwards. Th e question, of 
course, is what its eff ect will be. I think 
spreads will go higher, but will they go 
massively higher? I doubt it.

What is needed to make spreads go 
massively higher? Th at people sell cov-
ered bonds. Th e ECB says they are not 
selling, so that’s a third of the market, 
or 40% or whatever. Th e tradi-
tional covered bond investors 
will also not sell. And in gener-
al, what’s the alternative? Other 
asset classes will also be aff ect-
ed and the ECB currently has a deposit 
rate of minus 0.40%. So the big buyer 
may no longer be active in the same way, 
but widening will not come from selling 
pressure.

That said, of course it’s hard to pre-
dict how many basis points of widen-
ing you will actually see. There will be 
a strong psychological moment at that 
point, but the fundamentals do not look 
so bad that you should expect a massive 
widening.

And at the end of the day, given to-
day’s very, very low levels, some kind of 
recalibration aft er the summer would be 
normal. We expect slightly — but not 
massively — wider levels.

Day, The CBR: Timo, you mentioned 
that there could come a time when 
you are happy to be driving that 
super-safe car — could the tapering 
period be such a case?

Boehm, Pimco: Yes, it could be the start 
of it. I would agree here. I wouldn’t ex-
pect massively higher spreads. But what 
we would expect is that the spread diff er-
entiation between diff erent covered bond 
markets will again increase. So we will 
see covered bonds from the euro periph-
ery trade much more in line with coun-

try fundamentals, and here obviously the 
Pfandbriefe might play out its role as a 
safe haven investment.

Denger, MEAG: As Franz mentioned, 
the psychological aspect can be an im-
portant factor. I can remember that an 
early exit from the covered bond purchase 
program was heavily discussed during 
the Barcelona covered bond conference 
in September 2015. If you look at the 
spreads of the iBoxx covered bond index, 
they started a signifi cant widening a few 
days aft er this conference. Th is widening 
was spurred by the opening of the new is-
sue window in 2016. Spreads continued 
to widen until the end of March, before 

they returned to even tighter levels than 
before the September 2015 Barcelona con-
ference. By end of October 2016, covered 
bond spreads started to widen again, as 
some investors seemed to fear huge is-
suance during the fi rst quarter of 2017. 
However, this time the widening only last-
ed till around mid-January. Th e reduced 
issuance forecasts and no signs of an early 
exit from CBPP3 calmed down the market 
and led again to even tighter spreads.

It will be interesting to see what 
spread implications the September ECB 
meeting — where we expect more de-

tailed information regarding 
the ECB purchase programme 
— and this year’s covered bond 
conference in Barcelona a few 
days later will have.

I currently believe that covered bonds 
spreads will start to widen some time 
during the second half of this year. Cov-
ered bonds from peripheral countries 
should suff er more than those from 
core countries and non-CBPP3-eligible 
countries. However, as there are also 
some possible market-stabilising factors 
on the horizon (e.g. reinvestments from 
the ECB, central bank purchases outside 
the CBPP3, potential lower new issuance 
volumes) it will be very interesting to see 
how far spreads will widen and how long 
this widening will last.

Minovi, UniCredit: Listening to every-
one’s comments, there is a big question 

‘The psychological aspect can 
be an important factor’

Jens Tolckmitt, vdp: ‘Hopefully all those investors that have not invested in 
the market for some time may return’
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mark over when tapering will come and 
what impact it will have.

I assume we will see some widening if 
tapering comes, or a soft  tapering comes, 
but I don’t expect a big deterioration of 
the market for issuers. Th e impact on the 
periphery will probably be much more 
tangible and stronger than on the core.

Anyway, at the beginning of CBPP3 
the market was very tight, so — assum-
ing we go back to pre-CBPP3 conditions 
— it should still be fairly convenient for 
issuers.

Rudolf, UniCredit: Even with the taper-
ing and even if you’re done at the end of 
2018, the ECB will still be around with 
the reinvestments. If you assume they 
would be somewhere around Eu250bn 
at that point in time, then you 
would still have some Eu20bn-
Eu25bn a year being reinvested 
in the fi rst fi ve years. So the key 
question is will they commit to 
a kind of reinvestment in the same asset 
class, or could they use the money on 
other asset classes, like the public sector 
or whatever? If you assume they reinvest 
in the same asset class, it’s still going to 
be around Eu2bn a month, which is not 
that much less than they are doing cur-
rently. Th ey will still be around, and that 
will have a buff ering eff ect.

Tolckmitt, vdp: We are talking about 
a normalisation of the market — which 

has in itself never been abnormal, but 
was made abnormal by the big investor. 
Normalisation might mean a widening 
of spreads, and a diff erent widening of 
spreads for diff erent products, but, basi-
cally, that should be healthy. And from 
an investor point of view that should be 
a welcome development in the overall 
market and hopefully all those investors 
that have not invested in the market for 
some time may return to the market.

It’s worth mentioning that this is 
something that at least a larger part of 
the market seems to have longed for for 
some time.

Boehm, Pimco: On the other side, we 
shouldn’t overstate the position of the 
ECB. Th ey know there are a lot of un-

solved problems in Euroland and they 
know that the Pfandbrief and covered 
bond product is so important. I therefore 
think we will see a very, very careful ap-
proach when it comes to tapering.

Denger, MEAG: We are always talking 
about going back to normal, but there 
have been so many changes on the regu-
latory side that any type of new normal 
will be diff erent from the old normal. For 
example, bank books have become much 

smaller, so traders have become less fl ex-
ible in taking and keeping long and short 
positions. In addition, we oft en had an 
unbalanced mix of buyers and sellers 
among investors. Th at is, the majority 
wanted either to buy or to sell covered 
bonds. Th is lemming-like behaviour, to-
gether with smaller bank books, led to a 
much lower liquidity in covered bonds 
and a self-enforcing circle of spread 
widening or tightening. Lower or disap-
pearing CBPP3 purchases on the second-
ary market should make covered bonds 
spreads even more vulnerable when we 
see the next round of huge covered bond 
selling.

Day, The CBR: We have fi nally had 
it confi rmed that there will be an EU 

legal framework for covered 
bonds. We don’t know ex-
actly what that will look like 
yet, but we do have quite a 
bit of material — the EBA 

recommendations, the Commission 
study, the Parliament report, etc — 
so maybe we can better guess what 
it might look like. Does it appear 
satisfactory at the moment?

Tolckmitt, vdp: I think so. And I think 
that is not only a German position, but 
more or less a European position — that 
what has been produced is quite satisfac-
tory. It is satisfactory content-wise, with 
some exceptions that I will come to in 

‘They will still be around, and 
that will have a buffering effect’

Andreas Denger, MEAG: ‘Lower or disappearing CBPP3 purchases on the 
secondary market should make covered bonds spreads even more vulnerable’
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a minute, but it is also satisfactory that 
all the institutions involved — i.e. the 
Commission, EBA and the European 
Parliament — are arguing in a similar 
direction, so things are not unclear go-
ing forward. We know there will be some 
kind of harmonisation — that is some-
thing we have been anticipating since the 
very beginning, because when the Eu-
ropean institutions start thinking about 
harmonisation you can be 99% sure that 
you will see some — and we have wel-
comed it from the beginning, because it 
also gives the instrument a solid under-
pinning that is important for us in jus-
tifying the preferential treatment of the 
product. Th at is very good.

Our issue would be that we would like 
to see a principles-based harmonisation 
that doesn’t go into as much detail as the 
EBA report.

We would also like a proper ring-
fencing not only of the core covered 
bond — I think there will be a proper 
ring-fencing of the core covered bond — 
but also a proper delineation of the core 
covered bond and a possible second tier 
covered bond that might be called the 
ESN or similar.

And, fi nally, a proper ring-fencing 
again of this second tier cov-
ered bond. What would be 
dangerous for the market 
would be to have a second tier 
covered bond category that fol-
lows a very limited set of rules and which 
is therefore in danger of becoming in 
the future a possible starting point for a 
questioning of the overall product due to 
quality defi ciencies.

Day, The CBR: You mentioned that 
there is a bit too much detail in 
some aspects of the EBA recommen-
dations — can you give examples?

Tolckmitt, vdp: It’s not the issues cov-
ered, but we simply raise the question 
whether you need so many of those 
rules. Do you need detailed European 
rules or can you just define along very 
broad lines how the supervisory mecha-
nism around covered bonds works, and 
then leave it to the national regulator to 
fill the gaps? I think that is the proper 

way to do it, one reason being that all 
countries have their own long-standing 
traditions, and you don’t just relinquish 
these traditions by saying we now make 
a European rule. In some cases — as in 
the third step of the EBA approach — 
you might only define recommenda-
tions that should remain recommen-
dations, too. There are areas, for me at 
least, where it is simply not clear — not 
now, but also not in two or three years’ 

time — that any kind of guidance from 
a European regulator is better than the 
guidance from the national regulator 
with decades of experience behind it. 
Take the treatment of non-EU assets, for 
example: this should not only be outside 
harmonisation now; it should be outside 
harmonisation in five or 10 years, too.

Day, The CBR: One of the things 
the Commission has talked about 
is making life easier for investors. 
Now, I’m not sure you’re the inves-
tors they have in mind, because I’m 
not sure you’re facing any challeng-
es in understanding covered bonds 
as they are, but what do you make 
of the EBA approach and the other 
proposals. Is there anything particu-
lar wrong with them?

Boehm, Pimco: First of all, it is good that 
we will have a regulatory framework but 
at the same time still have national over-
sight. Most investors and issuers had a lot 
of fears that everything would become too 
homogenous and there would be no dif-
ferences anymore. Th is will not be the case 
and this is positive.

Th e second thing that will be positive 
is that there will be Europe-wide har-
monisation of post-insolvency rules. It 

is also right that there will be a 
common rule for what happens 
in case of maturity extensions.

And the last point — as 
Jens mentioned — regards the 

three diff erent covered bonds we will 
see — premium, ordinary and ESNs. Is 
that positive? I can fully understand the 
argument why there could be a second 
tier covered bond, where the standards 
do not meet the highest criteria. But 
from our perspective, having a second 
tier market would again put investors in 
a situation where they need to do their 
homework. Th ey cannot just trust a legal 
framework and that everything is se-
cured and nothing will default.

Tolckmitt, vdp: I would fully agree, and 
we are not arguing against a second tier 
covered bond. It’s also not meant nega-
tively name-wise. It’s just a diff erentiation 
between, on the one hand, the tradition-
al, core covered bond with preferential 
treatment, and on the other hand a bond 

‘What has been produced is 
quite satisfactory’

Abdi Minovi, UniCredit: ‘I assume we will see some widening if tapering 
comes ... but I don’t expect a big deterioration of the market for issuers’
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where traditional covered bond tech-
niques are used but for diff erent asset 
classes, and they might not get the same 
preferential treatment.

In that respect, one should not forget 
that at the outset one of the main goals of 
harmonisation was to ring-fence, not to 
broaden the product, in order to justify 
the preferential treatment it has received 
over the last seven to eight years. Now 
these two goals are being pursued in par-
allel, on the one hand using covered bond 
techniques for diff erent asset classes, and 
on the other hand making sure prefer-
ential treatment for the traditional asset 
class is safeguarded.

Sometimes the potential for a two tier 
market is viewed critically — I think it’s 
necessary that there is a two tier market: 
those that get the preferential treatment 
and those that do not. Naturally you will 
have two market segments, but in many 
aspects they are following the same logic 
in terms of product design and so on.

With regards to ring-fencing the second 
tier covered bond, what we are criticising 
about the EBA proposal is that no assets 
are named for this step one covered bond. 
You can do that, but my fear is that at some 
point someone gets creative and we end up 
having a student loan or a credit card re-
ceivable covered bond in some coun-
tries. It would be the same as we have 
seen in the US with securitisation. It is 
therefore in the interest of this second 
tier product that there are at least some 
guidelines or standards these assets should 
fulfi l — not so much to protect the core 
covered bond, but for the second tier cov-
ered bond itself.

Denger, MEAG: I think we should do 
away with the term second-tier covered 
bond. It is kind of a contradiction of the 
name covered bond, as covered bonds al-
ways used to be defi ned as a prime prod-
uct. Th is is why we invented the term 
“COLA” in the Covered Bond Investor 
Council in autumn 2013, which stands 
for “Covered Bond Look-Alike”.

Th at is why I like the ECON proposal 
of having premium covered bonds that 
are CRR 129 compliant and ordinary 
covered bonds that are not CRR 129 
compliant but are compliant with UCITS 

52(4). I think neither is a COLA bond, 
as they do not water down the traditional 
covered bonds. Beside other factors, 
there is no risk of having collateral such 
as SMEs or other collateral typically used 
for ABS that I don’t want to have eligible 
as collateral for covered bonds.

I would clearly prefer to have the ESN 
for all other non-covered bond-eligible 
types of collateral. However, it needs to 
be analysed if there is indeed a market 
for this product, as I believe that inves-

tors want to have a decent yield when 
analysing, for example, SMEs. Investors 
may not want another super-safe prod-
uct with at a lower yield but would rather 
prefer a return of the old ABS market 
with higher spreads.

Day, The CBR: I believe pbb has 
shown an interest in an ESN-type of 
instrument. What is your position, 
Götz?

Michl, pbb: We would consider Euro-
pean Secured Notes to refi nance infra-
structure loans, not SMEs, which are not 
part of our business model.

Infrastructure assets tend to be very, 
very long-dated. If they are refinanced 
on balance sheet by banks — using 

short-dated deposits — they cause a 
maturity mismatch. Therefore an ESN 
might make sense.

In the end it’s the question how infra-
structure will be refi nanced in the EU in 
the future.

We already have a very good structure 
in place — the public sector Pfandbrief. It 
is a premium product, but restrictions on 
the assets regarding cover pool eligibility 
are rather high. Th e Pfandbrief does not 
take infrastructure risk, it requires a sov-
ereign as risk taker.

It makes sense to develop a product 
that can provide funding for 10, 15 or 
20 years. Investors in ESNs could, for ex-
ample, be smaller insurance companies, 
pension funds or even asset managers. 
ESNs would off er higher spreads and risk 
diversifi cation without time-consuming 
and expensive loan-by-loan syndication. 
Th e underwriting of the loans could be 
done by banks, investors would get a liq-
uid bond with a long maturity.

Th erefore, we monitor the develop-
ment of the ESN. It could become a com-
pletely harmonised debt instrument in 
Europe.

Rudolf, UniCredit: I think there would 
be a market for the ESN, but agree that it 

should be clearly distinct.
Otherwise, I welcome the harmo-

nisation initiative, because I think 
you have room for standardisation. 
Th e discussions have also heightened 

market participants’ awareness of a num-
ber of topics where, beforehand, they 
maybe were not aware that there are so 
many diff erences. For example, the nit-
ty-gritty of determining LTVs, OC, etc, 
where you think, OK, that is pretty much 
the same everywhere — but it isn’t.

But you still have a lot of open ques-
tions, be it the minimum OC level — in-
deed we have heard some calls for maxi-
mum OC — be it asset coverage or asset 
defi nitions, the role of the cover pool 
monitor post-insolvency, or the whole 
topic of extendible maturities…. So there 
are still a lot of things you have to defi -
nite, if that is what you want to do, or 
leave to national discretion. Th ere should 
be enough room for the national specif-
ics, but if you do this harmonisation ex-

‘I think you have room for 
standardisation’

Götz Michl, pbb: 
‘We would consider ESNs to 

refi nance infrastructure loans’
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ercise you should come up with pretty 
clear measures on the key procedures 
and features of the covered bond.

Day, The CBR: The vdp has been 
working on extendible maturities 
for Pfandbriefe. What’s the situation 
with that, particularly given that the 
harmonisation discussions are go-
ing on at the same time?

Tolckmitt, vdp: Th at is clearly a factor 
we are considering. When we started out, 
which was some years ago now, we were 
not aware of any European rule on ex-
tendible maturities. But the main reason 
for us not having something in the law 
already is that basically we made a pro-
posal, the proposal was well received by 
the market, but it turned out that we are 
not fully in line with the national regula-
tor and their ideas about how such a ma-
turity extension should work. And there-
fore around the turn of the year we said, 
let’s use the time we will gain from the 
upcoming election in Germany — which 
results in a blackout period for new laws 
— to discuss it further and have a solid 
solution. Hopefully aft er the election and 
aft er the new German government is in 
place, we will soon be able to have a ma-
turity extension. And then, obviously, we 
will consider what has been discussed at 
the European level.

Denger, MEAG: Th e point in time at 
which a maturity extension is possi-
ble needs to be crystal clear. A maturity 
extension must only occur aft er an in-
solvency of the issuer, to prevent cross-
defaulting of the outstanding covered 
bonds. Th ere should not be any optional-
ity for the issuer to extend the maturity 
of covered bonds. And especially for CPT 
structures, it needs to made clear what 
exactly happens in such a scenario for 
each bond.

Rudolf, UniCredit: You always get 
questions on the vague language of some 
soft bullet programmes, you always have 
some risk officer saying, well, it sounds 
a little bit like an option, and getting 
that cleared is a very positive outcome 
of harmonisation.

Day, The CBR: What other aspects of 
regulation are taking up your time?

Tolckmitt, vdp: We have been saying 
with regards to NSFR that we don’t like 
the treatment of the assets in the cover 
pool, which is unfavourable compared 
to those assets that are not in the cover 
pool. And, secondly, we don’t like the 
perception that covered bonds with a 
maturity that falls below one year and 
then half a year do not serve as stable 
funding in the NSFR. Th at’s an ongoing 
issue that we have.

Th en — on a more general level — we 
do not think it is justifi ed to treat diff er-
ent covered bond products diff erently in 
the NSFR based on their maturity struc-
ture, for example.

Denger, MEAG: Regarding NSFR, I 
heard that people are thinking about a 
way to allow the issuer to repay the bond 
one year before maturity; that is, before 
the bond goes into this not very issuer-
friendly NSFR bucket. But isn’t that kind 
of an arbitraging of regulation?

Michl, pbb: The problem of the “re-
maining year” is obvious, so people con-
sider their options. Personally, I don’t 
see it happening — it is more of a theo-
retical discussion. If such callables were 
issued, I suppose the market would ask 
for a premium in line with current prac-
tice for calls. Investors would finally get 

a higher spread for this optionality.
As you said, unfortunately structures do 

get more complex because of regulation.

Day, The CBR: Anything else regu-
lation-wise?

Denger. MEAG: It will be interesting to 
see if and how MiFID will change the mar-
ket. If you look at smaller asset managers, it 
will become very cost intensive for them to 
get research from the banks. With harmo-
nisation, you’re doing a lot to make covered 
bonds easily understandable, especially for 
small investors, and on the other side you 
bring in MiFID and you’re cutting them 
out of third party research — maybe you’re 
not cutting them out, but you’re making 
the business much more costly.

Boehm, Pimco: We have had initial 
discussions with research providers. We 
are currently preparing some lists, which 
desk requires which research, and then 
from 20 research papers you currently 
get, maybe fi ve or six will remain. So this 
will be the result.

Day, The CBR: Franz, will you be out 
of a job?

Rudolf, UniCredit: It might change the 
landscape. But given MiFID, given har-
monisation, etc, the covered bond mar-
ket — if you just narrow it down to the 
covered bond market — is so broad and 

Franz Rudolf, UniCredit: ‘The covered bond market is so broad and 
increasingly international that you always have something to analyse’
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increasingly international that you al-
ways have something to analyse, be that 
CPT structures, new countries, or im-
plementing all the regulatory topics. So 
from a research perspective, we are not 
running out of work.

Day, The CBR: It does feel that in 
the past year there has been in-
creasing flux in the banking land-
scape from which Pfandbrief issu-
ers are drawn — including among 
the vdp’s members, with mergers 
and the like, while some smaller 
issuers have stepped up. What are 
your views on this?

Tolckmitt, vdp: You have had a couple 
of megatrends since the beginning of the 
financial crisis, and they are generally 
not only true for the Pfandbrief commu-
nity, but for the banking community as 
a whole. And not only in Germany but 
also in other countries, although maybe 
more so in Germany because of the vast 
number of banks we have.

If you look first at the Pfandbrief mar-
ket, you can clearly see from the very 
beginning of the financial crisis that a 
large number of banks have embraced 
the product and got a license, and are 
really interested in the mid to long term 
in using this license — it’s not just hype. 
The Pfandbrief has devel-
oped into a different product, 
and that is a product that is a 
strategic part of the funding 
mix of every bank. How do 
banks use the product? If you look at the 
new issuers, most of them are deposit-
rich banks, and they almost exclusively 
use the Pfandbrief as an addition to the 
funding mix, but remain focussed on 
deposit-taking.

That’s across the board, from Deutsche 
Bank to PSD Banks, or even smaller 
banks. If you look at the saving banks 
sector, you can see that even very small 
savings banks, and even some of the co-
operative banks aside from PSD Banks, 
are thinking about acquiring a license. 
We will see how this works out in the end, 
but this has led — also luckily — to an in-
crease in membership in our association. 
But it’s a different use of the Pfandbrief 

from the traditional Pfandbrief banks.
With regard to the traditional Pfand-

brief banks, there are a number of very 
important issuers, and they will remain 
important in one form or another. You 
see a certain consolidation trend, but 
that, too, is not just an issue of the Pfand-
brief community but of the wider bank-
ing community.

This is something we have been pre-
dicting for years now, that regulation 
— no matter whether banks use Pfand-
briefe or not — will at some point lead to 
concentration. That is also affecting the 

Pfandbrief issuers, but if you look across 
the German banking landscape you can 
see it everywhere.

Day, The CBR: Taper talk is obviously 
tied to improving prospects for the 
European economy, and property 
prices in Germany have certainly 
been on the rise. Is there reason 
now to be thinking not about defla-
tion but overheating?

Rudolf, UniCredit: First of all, you 
have a strong regional distinction be-
tween markets like Munich, Hamburg 
and Berlin, and the rest of Germany. 
The price increases we have seen over 

the past seven, eight, 10 years, have 
been considerable in some of those city 
areas. But if you look back, you had 
decades where there was no change, or 
just barely matching the inflation rate. 
So to an extent it’s merely a question of 
catch-up. And if you compare the price 
increases and levels to distributable in-
come, etc, in Germany with some of the 
bubble markets we had before the crisis, 
in Spain and so on, it doesn’t look like 
a bubble to me. Of course, there have 
been significant price increases, but I 
wouldn’t be very worried overall on the 

German market.

Tolckmitt, vdp: We do an 
in-depth analysis of the Ger-
man property market, very 

well broken-down into regional areas, 
and from that you can see it’s only a few 
hubs that are really driving this develop-
ment. In many areas there are modest to 
average price increases, and in some ar-
eas even decrease in prices. That is one 
part of the explanation.

The second part is that in many of 
those areas with big increases you have 
a strong net influx of people, and if you 
have that and demand is bigger than 
supply, then prices rise. That is very im-
portant. And indeed if you compare the 
scale of the increase to other markets, it 
is at a much lower level than in Spain 
or the UK in the pre-crisis years. So it’s 
less volatile.

‘The problem with a bubble is that 
you don’t see it before it bursts’
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With regard to the Pfandbrief, one 
of the challenges for banks in using the 
Pfandbrief is that there is an increas-
ing gap between the market price of the 
property and the mortgage lending value 
of the property. As the bank can only 
refinance 60% of the mortgage lending 
value via Pfandbriefe, an increasing part 
of the loan has to be funded by other 
means. That acts as a natural buffer and 
brake, because this part of the loan is get-
ting more expensive.

If you compare the behaviour of home-
owners since the beginning of the crisis, 
you can see there is no unreasonable in-
crease in using borrowed money instead 
of equity. All this makes us pretty sure — 
for the Pfandbrief at least, and also for the 
property market — that we don’t have a 
bubble that might burst, and that prices 
are still fundamentally justified.

Boehm, Pimco: The problem with a bub-
ble is that you don’t see it before it bursts.

In Germany on a country level, I 
would completely agree, there is no 
bubble. But there are increasing rates 
of house price inflation and 
if you buy to let in one of the 
hubs you mentioned, your after 
tax return is close to zero — or 
maybe negative if you really 
calculate it. So if you invest for a zero 
yield, you are simply waiting a few years 
and hoping that you can sell at a much 
better price. From my perspective, it’s not 
sustainable in some cases.

The other point is, just think about 
whether we will see an increase in yields. 
Then, perhaps, we could end up in a situ-
ation with negative equity for homeown-
ers, where, given the law in Germany, we 
are not very protected. This is different to 
some countries, like Denmark, where we 
are quite a big investor. The Danish system 
is constructed in a way that helps home-
owners if yields increase significantly, as 
they can buy back their own mortgage at a 
much lower price, which protects them in 
case of negative equity. This is still missing 
in Germany. We have huge overcollateral-
isation, and we have a lot of protection in 
the Pfandbrief law as well, but in such an 
extreme scenario, especially in the hubs, 
this could become dangerous.

Day, The CBR: Is the market for 
green or social — sustainable — 
covered bonds an interesting pros-
pect?

Denger, MEAG: We should distinguish 
between green and sustainable. The 
one doesn’t necessarily mean the other. 
MEAG follows PRIs (principles for re-
sponsible investment). When looking at 
green bonds, despite the ICMA Green 
Bond Principles or the EMF-ECBC’s 
plan for green mortgages, it’s still a case 
by case decision whether bonds will fit 
your investment approach.

What do you do if you have a green 
bond from a non-sustainable issuer? 
Can you really be sure that all the pro-
ceeds from the green bond are going 
only to green projects? If not, you could 
easily come into conflict with your in-
vestment principles. However, we are 
not against green or social bonds. They 
are a very good idea, but it should be 
made easier for investors to analyse 
whether the bond they want to buy is 
compliant with the respective invest-

ment principles. One solution would be 
if issuers or bonds have sustainability 
ratings. This would make the invest-
ment decisions much easier.

Boehm, Pimco: We use the MSCI ESG 
classification as an anchor point, and 
then at the company level we have cer-
tain limits where we can invest. For us it 
does not make much sense if an issuer 
does 1% or 2% of its overall issuance as 
a green or social bond, and with the re-
maining 98%-99% he or she can do what 
they want. This is not our approach.

Rudolf, UniCredit: You have this issue 
with the sustainable part of the cover 
pool not being absolutely legally sepa-
rated, but you can address that in ways 
such as the use of proceeds and monitor-
ing and reporting. But I understand the 
argument that the easiest way is to have 
the whole issuer being sustainable.

There is room for social as well as green, 
and you now have the Social Bond Princi-
ples from ICMA. The green bond sector 
is a bit more developed regarding ratings, 
with specific rating agencies and indices.

It’s still a young market, right? But the 
market itself is sustainable and will not go 
away. Currently we have as of end-June 
four green or social issuers — two issues 
from Berlin Hyp, one from Münchener-
Hyp, one from Kutxa and one from Caja 
Rural de Navarra — so it is developing, 
given time. And currently it’s attractive 
from an issuer point of view in terms of 
broadening your investor base.

Denger, MEAG: It is not easy as an in-
vestor if you want to buy a green bond on 
the primary market. In my experience, 
if your company has not signed up as a 
real green investor, you do not get a very 
good allocation — if you get one at all — 
and that may limit participation and the 
growth of the market.

Michl, pbb: We could issue a green bond 
rather quickly, as we are already flagging 

“green buildings” in our prop-
erty database. Green bonds can 
be attractive to diversify the in-
vestor base — which would be 
otherwise quite difficult. You 

can either diversify geographically — 
travelling around to find them — or offer 
a new product.

Currently, with the ECB purchase 
programme, we have more investors than 
bonds to sell. Funding requirements have 
been lower this year, so the order books 
tend to be oversubscribed, which causes 
problems with the allocation. That puts 
the issuer in a difficult position: first you 
seek new investors — then you can only 
give them a low allocation.

Green bonds would probably also 
be attractive for investors in “regular 
bonds”. So if you allocate the green bond 
to new green investors, your core inves-
tors will be unhappy.

Nevertheless, the market for green 
bonds is developing and it definitely has 
potential. When the ECB is withdrawing 
from the purchase programme, we may 
consider issuing green bonds. n
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‘We should distinguish between 
green and sustainable’
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Quality by tradition: Even in troubled times, the Pfandbrief 

is an especially sound investment. Its first-class quality and stable returns on 

investment are valued by investors in Germany and abroad and, thanks in 

particular to the stringent German Pfandbrief Act, it will remain the bench-

mark in the covered bond market.
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