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CBPP3: 
entering the exit
It has been four years since the ECB launched its asset purchases with the CBPP3. 

Now net purchases are gradually coming to an end: From January 2019 onwards 

only the redemptions should be reinvested. Will the central bank's buying strategy 

in the covered bond market change against this backdrop?
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Placement shares with CBs/Ols:       min/may range         Average

Jan to mid-Mar
(CBPP3 order c. 50%)

mid-Mar to mid Apr
(CBPP3 order c. 40%)

mid-Apr to end Sep
(CBPP3 order c. 30%)

since end Sep
(CBPP3 order 10%)

2018 ytd
(no CBPP3 participation)
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The ECB's ability to influence the 
volumes it collects on the primary 
market is limited. Neither the market 
supply nor its final allocation by the 
issuers can be directly determined by 
the central bank. The adjusting screw 
in this equation is the order the ECB 
places in new issues. After this ratio 
had already been reduced twice in the 
spring of this year, the central banks 
recently took the next step: Starting 
with the new issues settling in Octo-
ber, the CBPP3 order was apparently 
reduced from previously around 30% 
to only 10% of the anticipated deal 
size. This was a larger cut than most 
market participants had expected and, 
in principle, would argue for ongoing 
pressure on new issue premiums. After 
all, for a typical €500m deal, €100m of 

additional demand may now have to be 
generated via other channels. French 
MMB SCF has shown that this can be a 
significant hurdle when the bank had 
to postpone its debut deal due to a 
lack of demand.

In the CBPP3-eligible benchmarks, 
which were successfully issued in 
the first weeks after the reduction of 
the ECB order ratio, the overall share 
placed with central banks and official 
institutions averaged 16%. Previously, 
this share was 1.7 times higher, at the 
beginning of the year even 2.6 times 
higher. By contrast, central banks and 
similar institutions received an average 
of around 20% of all non-CBPP3-eli-
gible benchmarks this year. Hence, we 
can actually no longer state that CBPP3 

demand still offers eurozone issuers a 
clear advantage in the primary market. 
Ultimately, central bank participa-
tion in new € issues has returned to 
a level that was by no means unusual 
even before the CBPP3. The remaining 
difference is that order books with a 
three-digit number of participating in-
vestors were still commonplace at the 
time, while today this is the exception. 
However, a "normal spread correction" 
will hardly be enough to win back these 
lost investors on a broader front. This 
is likely to require a fundamental ad-
justment of yield levels, which cannot 
come solely from the covered bond 
market but will likely require a normal-
isation of general monetary policy.

CBPP3 no longer offers a significant 
advantage on the primary market

Following the recent reduction in CBPP3 activity, the purchase programme no longer offers 
a truly significant placement advantage to eurozone issuers
Reported placement percentages of this year's € benchmark issues with central banks/official institutions,in %

Benchmark deals 2018 : CBPP3-eligible...                                            ...not CBPP3-eligible...                                            
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Daily CBPP3 investments in the secondary market have long been in a downward trend 
but have recently been at the upper end of their previous range.
Weekly averages of estimated daily CBPP3 secondary market investments, in €bn

Nevertheless, we do not expect a 
pronounced spread slide in the short 
term, for various reasons:

 The 10% order ratio is likely to 
remain in place beyond the turn of 
the year. This should make it easier 
for market participants to plan 
ahead.

• The latest issue projects have 
shown that the primary market re-
mains accessible with manageable 
premiums. This indicates that the 
market participants had basically 
already prepared for the withdraw-
al of the central bank. In order to 
be able to substantiate this with 
data, we have analysed the hold-
ings of mutual funds reported via 
Bloomberg. Twice a year, we collect 
these data for all € benchmarks, 
using them to draw conclusions as 
to the changes in fund managers’ 
country weights. Of course, these 
data come with several limitations. 
Still, they show quite clearly, for 
example, that asset managers had 

already lowered their weighting of 
peripheral countries in mid-2017 
and instead reduced their previous 
underweight in France. The latter 
continued in the second half of 
2017, while at the same time Ger-
many was weighted less strongly. In 
the first half of this year, Germany 
seems to have lost further ground, 
probably due to the relatively ex-
pensive levels of German Pfand-
briefe which was also reflected 
in the order books of several new 
issues this year. Instead, bonds 
that do not belong to the CBPP3 
universe (e.g. SE, NO, UK, DK) seem 
to have enjoyed greater popular-
ity. This may have been part of a 
hedging strategy against the ECB's 
withdrawal and helps to explain 
why the recent market reaction 
had not been stronger.

 Since many banks should already 
be well advanced in their funding 
plans, the remaining issuance pres-
sure for 2018 should be limited.

 So far, the ECB has not reduced 
its secondary market purchases to 
the same extent, and there is much 
to suggest that this channel will 
remain relatively strong in the me-
dium term. In this way, for example, 
it could better manage the remain-
ing maturity of its portfolio if this 
is desired in the future as part of a 
duration target of the APP. The dis-
tribution of purchases among the 
individual central banks could also 
be adjusted more silently if the risk 
distribution of the CBPP3 portfoli-
os does not correspond sufficiently 
closely to the ECB's capital keys. 
And the secondary market also 
offers greater degrees of freedom 
over time to react to concentra-
tions of redemptions.

All this should keep the general spread 
risks in check. We therefore continue 
to expect only moderate spread pres-
sure on core names.



The market expects that from 2019 
onwards, no more net purchases will 
be made under the APP programmes 
and that buying activities will instead 
be limited to the reinvestment of 
redemptions. So the question is, first, 
how high these redemptions will be in 
the CBPP3; secondly, whether they will 
be replaced 1:1 by new covered bond 
purchases; and thirdly, whether this 
could herald a change in the central 
bank's purchasing strategy. 

Since the ECB started to publish the 
upcoming maturities under its indi-
vidual programmes for the next 12 
months, we have a better impression 
of the future reinvestment pressure it 
should face. In 2019, the CBPP3 is like-
ly to be relatively quiet on this front. 

From January to September 2019, 
CBPP3 redemptions of €17.9bn will 
officially be due. This is 24% above the 
previous year's figure. If we extrapolate 
this increase to the year as a whole, 
this points to CBPP3 maturities for 
2019 totalling around €23bn. 

Let us assume for now that the ECB 
would fully reinvest these CBPP3 re-
demptions 1:1 in new covered bonds. 
The above estimate of 2019 maturities 
would then correspond to a monthly 
average purchase volume of around 
€1.9bn. That would be only about half 
of the previous purchases. 

Furthermore, the purchasing require-
ment of the central bank in 2019 will 
no longer follow a more or less stable 

monthly base target but will only 
fluctuate depending on its maturities. 
This will ease the burden on the ECB 
as well. This is because maturities on 
the covered bond market natural-
ly roughly follow the usual seasonal 
supply pattern (many January issues 
mean many January maturities in later 
years and vice versa). The central bank 
will therefore more often find itself 
with the need to buy precisely when 
the primary market is producing larger 
volumes in any case. This should make 
it easier for the central bank to cover 
its investment needs without having to 
tap more into the secondary market.

What will change in 2019?

All of this could be seen as possi-
ble reasons why the ECB's support 
for the covered bond market could 

fall further. Against this backdrop, it 
comes as no surprise that many banks 
preferred to tap the primary market 

relatively early and extensively this 
year. 
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     Seasonal distribution of 2019 maturities of CBPP3-eligible benchmark covered bonds      
     Average seasonal distribution of new CBPP3-eligible benchmark issuance 2015-2017

Covered bond maturities tend to accumulate during the months of increased issuance 
activity, which facilitates reinvestments
A comparison of the seasonal distribution of 1) the 2019 maturities of CBPP3 eligible 
benchmarks and 2) the issuance of such bonds on average over the years 2015 - 2017
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Nevertheless, we believe that the 
ECB will remain a substantial investor, 
which will continue to support both 
the primary and the secondary market 
noticeably. There are several reasons 
for this: 

With an order ratio for new issues of 
only 10%, the potential for further 
reductions is naturally very limited. 
As already mentioned, we therefore 

believe that this quota will remain with 
us for the time being.

The relatively low increase in expected 
CBPP3 maturities in 2019 is probably 
mainly due to the fact that only few 
deals will expire in the coming year, 
in which the purchase programme 
was already involved when they were 
placed. However, this will change in 
2020, when all the 5-year deals issued 

during of the first full CBPP3 year, 
2015, are due for redemption. This 
could significantly increase the CBPP3 
maturities. The ECB's reinvestment 
challenges may therefore be moder-
ate in 2019, but they should increase 
noticeably thereafter. The central bank 
should anticipate this – and could pos-
sibly respond with some front-loaded 
purchases.

But...

Furthermore, it is not yet clear how 
flexibly the ECB will divide its reinvest-
ment needs between the individual 
product classes of the APP. Instead 
of strictly replacing all maturities 1:1 
in the same purchase programme, a 
more variable approach could of-
fer many advantages. The PSPP, for 
example, continues to be close to its 
legal limits. Furthermore, the ECB 
has explicitly stated its preference 
for purchases in the private sector, 

to which it attributes a more direct 
economic stimulus than to the pur-
chase of government bonds. At the 
same time, however, corporate bonds 
no longer seem to be in vogue with the 
central bank to the same extent after 
individual issuers proved vulnerable 
to credit pressure. Accorting to media 
reports, some policymakers are even 
advocating not rolling CSPP redemp-
tions entirely. This could be reason 
enough to remain open to additional 

net buying of covered bonds for the 
time being, if the market were to allow 
it without further distortions. 

Overall, we therefore believe it is likely 
that the ECB will dry its powder for 
the time being and that its purchasing 
strategy on the covered bond market 
will not become too defensive in order 
to secure the greatest possible flexi-
bility on such issues.
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In 2020, maturities with potential CBPP3 primary market participation rise sharply
Maturities of CBPP3 eligible benchmarks per year, placed before or since the start of the programme, in €bn

Sources: Bloomberg, Commerzbank Research

Redemptions of CPPP3-eligible benchmarks issued     ... since start of the programme         ... pre-CBPP3


