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Market overview
Covered Bonds

Authors: Stefan Rahaus // Dr Frexk Kunze

Primary market: still active despite the summer heat

Despite the turbulent market conditions, more issuers have exploited investor intere
recent days and placed covered bonds successfully. The day before the ECB mee
week, C¥ I R Q& ¢2NRyYy(i2 52YAYA2Yy .lyl 6¢50
EUR 2.5bn at a spread of ms +17bp and a maturity of three years. The highly att
initial guidance compared with the bond yield curve of outstanding bonds of ms +
area geneated an order book of EUR 3.25bn, resulting in a volume that was last se
mid-March in another bond placed by this issuer. It is striking that all covered bonds \
volume of EUR 2bn or more issued so far this year have been Canadian bondserk-i:
fore not surprising either that Canada currently occupies third place (EUR 23bn)

country ranking behind France and Germany. On Monday this week, NORD/LB (NI
proached investors for the first time since September 2021 with a mortgage Pfahd
The European covered bond (premium) with a maturity of 3.25 years was marketed
guidancen the areaof ms +8bp and a preet issue volume of EUR 500m (WNG). The o
volume of over EUR 2.1bn resulted in a-tietover ratio of 4.2x. The finalsisance spreac
GAIKGSYSR o6& polJ 2 Ya boolld LYOARSYyl

bond with August settlementemained at 20%. To sum up, short maturities can be e:
placed on the market with spread concessions in size or withatively smallnew issue
premium in limited volume.

Issuer Country  Timing ISIN Maturity Size Spread Rating ESG
NORD/LB DE 25.07. DEOOONLB3zzE 3.3y 0.50bn ms +3bp -/ Aal /- -
TD CA 20.07.  XS2508690612 3.0y 2.50bn  ms +17bp -/ Aaa /- -
Quelle BbombeNHS bhw5k[ . al Ny SiGa {GNFrdGS38 3 Ct22NI wSaSINDOKs owkidAy3ay CAd

Secondary market: ECB decision has no impact on spreads

Having widened significantly in the first half, spreads on the secondary market have a
stabilised in recent weks and are even quoted slightly tighter in some cases in the
segment. Supported by further demand in new issues in the last two weeks, which ar
quoted 2bp to 8bp tighter than the reoffer spread, the secondary market curves in Ge
bondsare guwted dightly better. Covered bonds from the periphery and RBEA countries
have at least stabilised; ontvered bonds fron€anadian issus are quoted slightly wid
er because of the substantial new issue premium on the TD issue. The decisions
ECRRa D2@SNYAy3d [/ 2dzyOAf fFald 66SS1 Rurrdeven
remanso St 2¢ | OSNF3IS F2NJ aStrazylt NBlFIaz2ya
focused on lItalian issuers, among others. Given the expected further decline in new
at the beginning of August and EUR benchmark bonds totalling EUR 4.75bn matu
August, we expect spreads to stabilise or consolidate slightly in the short term, befol
issuance window from the end of August and into September could lead tcettundary
market level being depressed by higher new issue spreads again.
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ECB key interest rates decision: July meeting only generates limited specific impetu
the covered bond segment

[Fad ©6SS1Qa 9/. YSSGAy3a RS Frisey(ihtarst rate kg
+50bp) and spawned a new monetary policy instrument. While we discussed the de
on key interest rates within ouNORD/LB Fixed Income Speaiathe previous week ant
comment on the meeting in greater detail in tlSA/Public Issuers Market Overvisec-
tion of this issue of our weekly publication, we shall alsespnt the new transmissiol
protection instrument (TPI) in detail in@ross Assadrticle included later on in this issur
As far as the covered bond market is concerned, we do not expect either the key in
rates decisioror the TPI instrument to generate any further impetus. We would only ¢
AARSNI / KNRAGAYS [F3FNRSQa NBTFSNByOS G2
TLTRO 1l during the press conference to be noteworthy. Accordingly, we see no n
adjust either our spread forecast for the rest of the year or our expected figure for
primary market issuance volume (EUR 156bn) across 2022 as a whole.
{OdFYRIFINR 39 t22NRa LINBaSyia O208SNBR o2y
Nearly threeweelt | 323 GKS Nx&]l SELISNIa |G az?
Update Q2/2022 that covered bonds should retain high credit quality even if concei
R2oyaARS aOSyINxR2a oSNB (G2 YIGSNRIFfAA
now reacheda similar conclusion. In its covered bond outlook at the midway point of 2
the risk analysts conclude, among other aspects, that the rating outlook for the co
bond programmes assessed will remain stable. S&P sees one reason for this in thea
credit enhancement. In addition, S&P explains that the commercial real estate (CRI
grammes, for example, are by no means focused on the riskiesagiments othis mar-
ket. The fact that the rated programmes have an average of 2.3 unused notechagsea
supporting element with regard to the rating assessments for covered bonds. Neve
less, in this context, S&P makes a differentiation at country level, so that a comparz
high level of protection can be seen in the Netherlands, France amguBelfor example.
For Spanish and Italian programmes, on the other hand, the report points to a sr
buffer against issuer downgrades. In terms of stronger susceptibility to a sovereign t
grade, S&P also refers to nanre European issuers and puldiector programmes. Witt
regard to the issuance volume in the second half of the year, S&P assumes that tt
mentum will be more restrained. This is the same conclusi@n that issuance activity wi
drop off somewhat, that we reached in our outloodr the months of July to Decembe
2022 (cf.NORD/LB Covered Bond & SSA Mfiem 06 July 2022). Looking at sustaina
coveredbond issues, the halfear report outlines challenges with regard to the availabi
of suitable assets, a limited greenium and unknowns in the context of the implement
of the EU taxonomy. However, the EU covered bond harmonisation project izstillas
an improvement in the area of credit quality.



https://www.nordlb.com/my-nord/lb-portals/download/research-document-11183?cHash=34b4a6bad110e7445e40987af905238a
https://www.nordlb.com/my-nord/lb-portals/download/research-document-11150?cHash=c07168bad66fb5f9f0f180a07497c26c
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Market overview
SSA/Public Issuers

Author: Dr Norman Rudschuck, CIIA

Cheerio, negative interestrateso dzi A G ¢l ayQd Fff ol R

As expected, comprehensive interest rate steps were agreed a¢l&stzNE R & Q&
the ECB Governing Council. In fact, the actions resolved went further than had gel
been anticipated in the context of a 50:50 decision. From midday on Tuesday, the c:
out of the bag, so to speak: despite a rise of +25bpritaessentially been predeterminet
the possibility of an increase of +50bp was now on the table after the ECB had agail
pulled in by the reality of the situation. Accordingly, the interest rates for the main
nancing operations, the marginal lendi facility and the deposit facility were each rais
by 50 basis points to 0.50%, 0.75% and 0.00% respectively. These were the first rat
implemented by the ECB for 11 yegraelcome to the new normal!

How much more do we know now in terms of pding reinvestments?

You could be forgiven for thinking that the ECB is happy to remain s
Our baseline scenario assumes that the Governing Council gives considerable tho
the scope of the maturities under its two asset purchase programs éABRPEPP). Whil
the ECB has clearly communicated that it will reinvest maturities under the PEPP ur
end of 2024 at least, and will therefore not experience any balance sheet contractior
currently have no idea of the exact amount of these mgites up to this end date. Th
suspicion is that the maturities here are similar in scope to those seen under the
which would mean that we are talking about an average of EUBOBBE per month to
support spreads. However, in the case of the APPd#ia is always available for the ne
12 months. As such, a total of EUR 332.4bn is pending for this clearly defined time
up to the end of June 2023. The Eurosystem is therefore still hoovering up all bonds ¢
for purchase.

Articleonthenew¢ t L Ay (2RI &Qa Lzt AOlIGAZY

At 50 basis points, the ECB Governing Council did end up surprising us slightly. T
gests that the hawks have won the rate hike argument to carry out a degree of front
ing against the seemingly paetermined measuredn contrast, the new mechanism ad
SR G2 GKS 9/.Qa (G22t02E &aSSvya 42 o6S N
a2Nla KFa 0SSy adNuzO1 olF aGlijdzAR LINE jd
conditionality and unlimited scope (d€ross Asset articlen the transmission protectior
instrument, TPI). Christine Lagarde, President of the European Central Bank, rept
SYLKIaAl SR RdzNAYy3a (KS LINBaa O2yFSNByO¢
never actually have to use the tool. The actual end of the forward guidance is also
worthy. Following this, the ECB is now making decisions on a monthly basis or from
ing to meeting, depending on the data situation. This is already leading to iecreaser-
tainty ahead of the September meeting. After a rise of 50 basis points in July, an in
FGS GNFXYAy 2F (K2dZAKG YAIKG 0SS dGKFdG wp
However, continued high rates of inflation and further upward revisito price projec-
tions could tip the scales in favour of another increase of 50 basis points, or perhap:
75 basis points. Our expectation is that another rise of at least +50bp will be agre
September.
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KfW claims that a sixfold rise in publexpenditure is needed to achieve climate targets
According to KfW, achieving the climate targets by 2045 will require significant ir
ments, which it puts at a volume of EUR 500bn at Bund, Laender and municipality
This equates to approximateBJUR 20bn per year, while we would even take the view
this figure could well be on the low side given the acute need for action. This is sho
calculations from KfW Research on the basis of a study carried out by Prognos on be
KfW. The investent requirement is primarily attributable to the energy and transp
sectors, and roughly corresponds in volume to the interest payments on government
(at the current level). Around half (56%) of the investments have to be made anywa
must now ke steered in a climateeutral direction. Nevertheless, these sums represer
sixfold increase on current climate protection investments. At the same time, howeve
realisation that these investments are necessary to achieve climate neutrality ngt
requires them to be prioritised within public budgets, but also demands that the tasks
financial flows between the Bund, Laender and municipalities are clarified properly
cording to the study, at EUR 297bn, the largest public climate protectimsiment re-
quirements are in the energy sector, of which the vast majority at EUR 249bn shot
put towards developing renewable energy plants. This sum shows that, based c
amount of electricity generated, almost half of the largest electricity piaats in Germany
are owned by German regional authorities. Thereafter follows the transport sector at
137bn. Infrastructure measures account for the largest share here, for example in the
of railways (EUR 51bn), charging infrastructure (EUR 3tmhpverhead lines on motot
ways (EUR 22bn), with the rest attributable to vehicles. In the trade, commerce an
vices sector, the public sector has the thirighest investment requirement of around EL
47bn. This sum has been earmarked for energy upggad public buildings, with an adc
tional EUR 3bn allocated for energy efficiency measures in public housing scheme
LJzof AO &aKINB Ay 2@0SNrff OtAYFGS LINRBGS
Looking at the economy as a whole, i.e. both public sector and the private sector, il
vestments totalling around EUR 5,000bn will be required by the middle of this centt
order to achieve climate neutrality in Germany, according to the Prognos study for
Converted to the remaining time up the year 2045, this corresponds to investments
around EUR 190 billion per year or 5.2% of German GDP. At EUR 2.1tn, the majori
vestments are attributable to the transport sector, followed by the energy sector (
875bn), industry (EUR 620bn) apdvate households (EUR 636bn). The trade, comm:
and services sector accounts for a total of EUR 237bn in this context. An additional
just under EUR 500bn is required for negative emission technologies (e.g. carbon ¢
and storage) becausdaere will continue to be areas with greenhouse gas emissions
need to be offset in order to achieve the goal of climate neutrality.

Primary market
The previous calendar week was completely overshadowed by events in connectio
the ECB meetindt was only yesterday that Berlin emerged from the shadows to test
waters in the SSA segment. An order book of EUR 2.7bn at a spreadidftipsn the 10y
segment meant that all those involved in this transaction were satisfied in the end. In
parison with the guidance (ms8bp area), tightening of two basis points was record
There is a deal from NRWBK in the pipeline to discuss as well, with the issuer hav
nalled a volume of EUR 1bn (WNG) with a term of 10y in green format.
Issuer Country  Timing ISIN Maturity Size Spread Rating ESG
BERGER DE 25.07. DEOOOA3MQYLC 10.0y 0.50bn ms-10bp AAA [ Aal t -
{2dz2NDOSY . t22Y0SNHSY bhw5k[. alN}]Sia {GNIrGS3e 3 Cft22NI wSaSFNOK owl A
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Cross Asset
ECB likes abbreviations: Aftem® and SMP, we now have TF

Author: Dr Norman Rudschuck, CIIA

Transmission Protection Instrument (TPI)

Last Thursday, after much speculation plus an unscheduled special meeting, the EC
erning Council launched an affittgmentation tool relativel quickly and immediately re
named it the Transmission Protection Instrument (TPI). According tpries releasethe
Governing Council had arrived at the chrsion that the introduction of the TPI was nect
sary to support the effective transmission of monetary policy. In particular, as the Gao
ing Council continues normalising monetary policy, the TPI will ensure that the mor
policy stance is transmitd smoothly across all eurozone countries. The singleness ¢
D2OSNYAyYy3 [/ 2dzyOAf Qa Y2y SGFNEB L2t A0 Az
its price stability mandate. We believe that this could also have been solved via the
vestment d PEPP and APP as well as OMTs that have never beeg Imsede shall delve
deeper into this aspect later on.

Where is the focus of the ECB®t on the TPI

¢tKS ¢tL gAftf o0S Iy FRRAGAZ2Y G2 GKS 9/ .
ed, disorderly market dynamics that pose a serious threat to the transmission of mon
policy across the Eurozone as a whole. By safeguarding the transmission mechanit
TPI1 will allow the Governing Council to more effectively deliver on its pricditstaban-
RIGS® . dzi ¢6K2 | Oldzftte RSOARSR GKIG Y
the ECB may be on thin ice.

Without volume restriction in advance

Subiject to fulfilling established criteria, the Eurosystem will be able to make targetec
ondary market purchases of securities issued in jurisdictions experiencing a deteriora
financing conditions not warranted by courntspecific fundamentals to counter risks
the transmission mechanism to the extent necessary. It begs the quebiovever, as to
K2 RSOARSE 6KSUKSNI GKS . ¢t GARSyAy3 f
is still fundamentally warranted? Moreover, when and how do they reach this deci
And at what point is it no longer warranted? From 13 or onlynfi20 basis points? We ai
still none the wiser. According to the press release, the scale of TPl purchases wo
pend on the severity of the risks facing monetary policy transmission. For us, this a
was particularly important, i.e. purchases aret limited in volume at the start of the pro
gramme (i.e. ex ante).

What parameters is the ECB setting itself?

TPI purchases will primarily be focused on public sector securities (marketable debt :
ties issued by central and regional governments akb agagencies, as defined by the El
There should not be any major deviations from the PEPP or PSPP ileergovernment
bonds, supranational institutions, Bundeslaender as well as other regions, promo
banks and other European agencies. The reimgi maturity is clearly limited to betwee
one and ten years. Up to 31 years (minus one day) was possible under the PSPP ar
Purchases of private sector securities could be considered (later), if appropriate.


https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.mp220721~53e5bdd317.en.html
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Eligibility

The Governing Counilill, for whatever reason, consider a partially npuablic but cumu-
lative list of criteria to assess whether the jurisdictions in which the Eurosystem may
duct purchases under the TPI pursue sound and sustainable fiscal and macroeconon
cies. TheS ONRGSNRAF gAff 0SS AyLzi -rmayiigprocéss &n
will be dynamically adjusted to the unfolding risks and conditions to be addressed
publicly available criteria include: (@pmpliance with the EU fiscal frameworkiot being
subject to an excessive deficit procedure (EDP), or not being assessed as having 1
take effective action in response to an EU Council recommendation under Article 126
the Treaty on the Functioning of the European Union (TFEWBb&&)ce of severe macro
economic imbalancesnot being subject to an excessive imbalance procedure (EIP) ¢
being assessed as having failed to take the recommended corrective action related
EU Council recommendation under Article 121 (4) TFEUis¢d) sustainability:in ascer-
taining that the trajectory of public debt is sustainable, the Governing Council will take
account, where available, the debt sustainability analyses by the European Comm
the European Stability Mechanism, the Intetioaal Monetary Fund and other institutions
G23SGKSNI 6A0GK (KS 9pundrad sisthinadleldidcrbecdnamic fpa
cies:complying with the commitments submitted in the recovery and resilience plan:
the Recovery and Resilience Faclity R ¢ A 0 K (1 KS 9 dzNPB LIS $pgcifid
recommendations in the fiscal sphere under the European Semester.

Activation of the TPI

According to Christine Lagarde, President of the European Central Bank, a decision
Governing Council tactivate the TPl will be based on a comprehensive assessme
market and transmission indicators, an evaluation of the eligibility criteria and a judge
that the activation of purchases under the TPI is proportionate to the achievement c
9 / . (ndary blljettive (2% inflation). Purchases would be terminated either upon a
ble improvement in transmission, or based on an assessment that persistent tensiol
due to country fundamentals.

Creditor treatment

The Eurosystem accepts the same {passu) treatment as private or other creditors wi
respect to bonds issued by eurozone governments and purchased by the Eurosysten
the TPI, in accordance with the terms of such bonds.

|l 26 R2S& GUKS ¢tL FAOL 6AOGK GKS 9/ .Qa Y2
In order to avoid potential interference with the appropriate monetary policy cou
should the TPI be activated, the Governing Council will assess the impact of TPI pu
on the scale of the aggregate Eurosystem monetary policy debt security pmrfod the
level of excess liquidity. Purchases under the TPI would be conducted such that they
no persistent impact on the overall Eurosystem balance sheet and hence on the mol
policy course.

Important focus remains on the PEPP

In any caseaccording to President Lagarde, PEPP (Pandemic Emergency Purcha
gramme) reinvestment flexibility will continue to be the first line of defence to coul
risks to the transmission mechanism related to the pande®@why theneed for anew
TPl proggmme?
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ECB and tilting at windmills?

We do not normally comment specifically on government bond spreads, as our covelr
primarily focused on supranationals, sabvereigns and agencies (SSAs for short) on
one hand and covered bonds on the ethBut now the ECB is forcing us to do so with
new tool. Accordingly, we firstly looked at the letegm chart since 1994 and noted th:
Italy was already paying over 13% interest on itsytear securities before the introductio
of the euro. The od market player may also have suppressed and/or overlooked the
of nearly 8% in Germany. In anticipation of the decision to introduce the euro, we st
unhealthy alignment of interest rates across Europe. It was assumed that Germany
help everyame out if things got out of hand. How is that supposed to work with the mc
tains of debt that continue to grow? Until the 2010s, Germany was also the sick
Europe and had enough on its plate with reforms of its own. This was successful a
eurocrisis in particular (keyword: PIIGS) showed a clear spread differentiation analog
risk (flightto-quality and flightto-safety). Incidentally, the average monthly spread of
two countries since 1994 is 147.9bp. For 2022, this ytd stands at ¥¥8:8la daily basis
So what was the healthiest time or fair value? Did the values before the single cul
represent the benchmark or was it during the euro crisis? Or perhaps during the aligr
FTNRY mopdhy dzyiAiAft aKz2NIfte o6SF2NB [ SKYIl yC
German and Italian yields (10y in %) incl. spread (in bp)
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Source: Bloomberg, NORD/LB Markets Strategy & Floor Research

5Nl 3KAQAa NBaAdyldAazy flFald ¢KdIzZNERI &

Fittingly, life writes its own stories, and so it was that the Italian prime ministerf@maer
head of the ECB laid a rotten egg in his successor's nest with his resignation. In ar
GKSNB A& y26 I S6ARSALINBIR 0StAST 2y (I
for Instrument. The strained spread situation is again almsshigh as before the speci
meeting in June. Under Draghi, Italy submitted a reform package of EUR 191.5bn to 1
which it would like to take from the NGEU programme. New elections are set to take
in September. Who knows whether a new governmerilt stick to this reform commit-
ment? Brussels will almost certainly already be watching the forthcoming election

paign with an eagle eye, as the EU has been the target for dissenting voices from
often enough in the past.



10/ Coveed Bond & SSA Vie§v27 July 2022 NORD/I.B

Chart since the begning of the year on a daily basis (in line with the above)
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Source: Bloomberg, NORD/LB Markets Strategy & Floor Research

SMP and OMTs

[ SG4Qa GF1S I 1jdzaAO]l GNARLI R26Yy YSY2NE f |
tember 2012 to conduct OMTs marked the end of the securities mangeigramme
(SMP). Given the acute tension observed in certain market segments, the ECB Go
Council decided on 10 May 2010 to carry out the SMP. This programme permitted
ventions in the public and private debt securities markets to ensure depthliquidity in
0K2aS YINJSGad ¢KS LINPINIYYSI G6KAOK ¢
single monetary policy, was designed to remedy malfunctions in securities market
restore an appropriate monetary policy transmission mechanism. The $dVifod affect
GKS 9dzZNPaeadsSyQa Y2ySalFNE LRtAOE aidl ycC
tions were conducted each week in order to reabsorb the liquidity provided by the SM
offering time deposits). The programme was conducted withouinileg an intervention
volume upfront. The liquidity provided as part of the SMP was absorbed by 10 June
following discontinuation of the programme. The securities in the SMP portfolio are he
YIGdzZNR Gedé ¢KIFEG Aa oKIKE ®KISYR dVRSADS ¥ °
appropriate monetary policy transmission and the singleness of monetary policy, the
Governing Council specified, on 6 September 2012, a set of technical features for o
monetary transactions (OMTS) in the sadary sovereign bond markets. A necessary ¢
dition for conducting OMTs #®rict and effective conditionalityattached to an appropriate
European Financial Stability Facility/European Stability Mechanism (EFSF/ESM
gramme. Such programmes can take fbem of a full EFSF/ESM macroeconomic adj
ment programme or a precautionary programme (enhanced conditions credit line
ECCL), provided that they include the possibility of EFSF/ESM primary market pul
and that a Member State has bond marketatcge ®¢ 2 S 4SS AYAGAL f
TPI and significant differences compared to the new decision, especially with regi
conditionality, as we explain in the next paragraph.
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Was this instrument really necessary?

Ly O2y Ot dza &&vefriing Gotiribwill @dnsider OMTSs to the extent that they
warranted from a monetary policy perspective as long as programme conditionality i<
respected. Following a thorough assessment, the Governing Council will decide ¢
start, continuaion and suspension of OMTs in full discretion and acting in accordance
its monetary policy mandate. Any transactions will be focused on the shorter part @
yield curve and, in particular, on sovereign bonds with a maturity of between one
three years.No ex ante quantitative limits are sebn the size of OMTSs, yet the liquidi
they generate is to be fully reabsorbed by means of targeted operations. To date, tf
NeaealdSYy KlFha yz2i O02yRdzOGSR |yé& hatadse

nor are they to be used in the future, as the required conditionality is obviously too ¢
This is more than unfortunate because within the framework of reinvestment (both |
and APP) there are currently enough billions for micromanagement taatpedlexibly
within the ECB mandate and not be vulnerable. We are sure that after lawsuits a
SMP and OMTs, there will also be lawsuits in or from Germany against the ECB in t
of TPI.

Conclusion and comments

Although President Lagarde ogdgradmitted that reinvestment was the first line of d
fence to counter pandemicelated risks to the monetary policy transmission mechani
the ECB Governing Council came up with a Transmission Protection Instrument (
looked like horsdrading betveen doves and hawks, on the other side of which was
NFGS KA1S 2F pn olara LRAyGaz FfiK2dzAal
The ECB is regularly caught up or even overtaken by reality. This is how the ECB go
the curve. We doubthat the new tool in the toolbox is necessary. Due to reinvestm
and the OMT never having been used, there would have been alternatives. We thin
the ECB will be willing to use this tool in a timely manner when the first applicant ¢
around thecorner. However, it is up to governments to apply and at the same time
GKS 1 620S ONARGSNAI ® [/ 2yaSldsSyates ¢S
gK2 OFfYSR (GKS SYdANB YINJISO 6A0GK KAA
anti-fragmentation tool to be used. During the euro crisis, the spread of 10y Germal
LGlrtfAly o02yR&a 61 a& I NRdzyR pnnoldd | SyoOS
gAftf 06S Sy2dzaAK®E
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Govered Bnds
(overeds vs. Senior Unsecured Bonds

Author: Dr Frederik Kunze

Refinancing in times of crisis

As part of our weekly publication, we regularly report on issuance activity on the co
bond primary market. Contrary to the previous lean years in 2020 and 2021, issues ¢
bonds in the EUR behmark segment have been and remain buoyant in 2022. In July
Pfandbrief issuers, in particular, that have sought funding from their investors to da
the context of the overlapping crises and the massive interventions in part by the EC
alsothe financial and regulatory decisianakers in market activity, funding requiremen
and conditions also have been significantly affected on a sustained and regular b
recent months and years. This was not least evident from the mdorksed refinaning of
commercial banks in the single currency area and beyond. Here, particular influence
be attributed to the TLTRO tenders falling due in the coming quarters or the first h
2023. Besides the general conditions resulting from monetary andlfi®licy as well a
the regulatory environment, the general risk appetite of financial market participants
plays a significant role with regard to funding in times of crisis. Finally, geopolitical sl
such as the Russian invasion of Ukraineghaally brought the primary market to a stan
still at times. At the same time, covered funding started up significantly faster than fur
via senior unsecured bonds. Just before the summer break starts, we would like to ta
opportunity to compare e key framework parameters of these two asset classes
summarise covered bond developments before finally touching upon events in the ai
unsecured bank bonds.

EUR BMK covered bonds: issue trend (EUR bn) EUR BMK Covered Bonds: issues (ytd; EQR b
150 ) _
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Source: Bloomberg, NORD/LB Markets Strategy & Floor Research
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EUR BMK SP: issue trend (EUR bn)
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Covered bonds: EUR benchmark issues total EUR 123.5bn

Thedynamism on the covered bond primary market referred to above is apparent fron
issuance volume to date of EUR 123.5bn spread across 131 bonds. We presented d
developments in the first six months a few weeks ago in fmalf-year review The sus-
tained issuance activity on the part of Pfandbrief issuers has to be emphasised at pt
In the current year, EUR benchmarkom Germany now account for an issuance volu
of EUR 24.05bn (share: 19.5%). With regard to the number of bonds, the institutic
guestion even account for the largest share with 31 issues. With regard to the yea
whole, we still expect a prirmg market volume of EUR 156bn, which would be the lar¢
amount for more than eight years.

EUR BMK SP: issues (ytd; EUR bn)

------- EUR 37bn
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Source Bloomberg, NORD/LB Markets Strategy & Floor Research

Senior preferred market: issuance pattern resembles that of previous years, but
attack on Ukraine is intermittently putting the primary market on ice

With regardto senior unsecured bonds in preferred form({&P) the current issuance yee
stands out far less than our observations for the covered bond segment. With an iss
volume to date of EUR 37bn spread across 46 bonds, a figure of just below the ¢
2020 (EUR 38.1bn), albeit above the figure for 2021 (EUR 27.9bn), is all that co
achieved in the first half of the year. In the current year, issuers from France (EUR &
9 bonds) and Spain (EUR 8bn; 8 bonds) featured most prominently, aheadyofHUR
3.35bn; 5 bonds). They were followed on the primary market by issuers frorEbiéhanc
non-EEA countries in the shape of Sweden, the UK and Norway. The last issuer to af
investors in the senior preferred segment before the Russian invasitkkmaine was a Ul
issuer, namely NatWest. The bond worth EUR 1bn (5y; resfiieyad: ms +78bp) was fo
f26SR 08 | GQLINAYFNE YIN)J SO ONBIF1€é€Z GKA
Agricole (FR) placed a bond worth EUR 1.25bn (3,5y; resgfead: ms +45bp). Whel
compared directly, the break on the covered bond primary market was significantly ¢
er, with the Canadian issuer CIBC approaching investors with a benchmark (final vol
EUR 2.5bn; 4y; reoffapread: ms +6bp) as early as 3 BtaR022. This market opener wi
followed by numerous deals in the subsequent trading week, with seven issues tof
EUR 10.25bn placed on 8 and 9 March 2022 alone.


https://www.nordlb.com/my-nord/lb-portals/download/research-document-11150?cHash=c07168bad66fb5f9f0f180a07497c26c
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EUR BMK NPS:

100

90

80

70

60

50

EURbnN

40

30

20

10

0

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

issue trend (EUR bn)

2019

EUR BMK NPS: issues (ytd; EUR bn)

DE DK
EUR 67.4bn FI 300 1%

SE 4% FR

=== 2020 2022

2021

Source Bloomberg, NORD/LB Markets Strategy & Floor Research

Market for senior nonpreferred bonds: EUR 67.4bn in new benchmarks plac
to date in 2022

On the ontrary, the market for senior nepreferred bonds(NPS)is definitely keeping
pace with the years 2018021. The issuance volume of EUR 67.4bn either matches ¢
ceeds the levels seen in these previous years. Toronto Dominion, a Canadian issu
tured on the market recently, choosing to offer a dual tranche of EUR 1bn (5y) anc
1.2%nomneéovod [/ 2yasSljdsSyates /FylFRFQa &Kk N
10% (EUR 6.8bn or 6 bonds). With a share of 21%, France is the jurisdiction withsth
substantial presence in the NPS segment. It has EUR 13.75bn spread across a toi
bonds. Issues from the USA (EUR 8.25bn; 5 bonds) follow in second place, while th
erlands ranks third (EUR 7.5bn; 7 bonds). The primary market for senigprefarred
bonds also came to a standstill in the wake of the attack on Ukraine. After BPCE (|
proached investors with a bond worth EUR 750m (7y; reeffgead: ms +110bp) on 2
February, no issuer offering a new bond was seen on the market until 14hMatten
{6AGT SNIIYyRQa ! . { OK2&aS I YlIddNrie 27
EUR 1.5bn at ms +80bp on the market.

Secondary market activity sluggish in both covered bonds and senior unsecured bonc
Secondary market activities slowedrpeptibly in the wake of recurring crises and in t
context of increased uncertainties both for covered bonds and in relation to senior t
cured bonds. In part, investors focused on newly placed bonds, which can also be s
our opinion, as a consequce of increased or persistently high new issue premiums.
3L 0SGsSSYy aFlFANI OFfdzS¢é |yR A&aadzS aLld
text of sluggish trading activities. In this respect, the repricing triggered by new iss
not fundamentally surprising either. However, a sustained change in market sentiment
word: riskoff) must also be included in the equation. In our opinion, this also explain:
significant divergence in the price premiums of unsecured vs. secured bank borbs
context, however, it would be remiss of us not to mention that the price differences
tween covered bonds and seniors remained at an excessively low level, which we als
as an explanation for the weak covered bond primary markets in 2020@2H 2
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Secondary market comparison at country level: senior preferreds and senior-r
preferreds widening markedly compared with covered bonds

In actual fact, the widening between senior preferred and senior-pi@fierred bonds has
by no means only l®n apparent since Russia invaded Ukraine. Among other things, e
tations regarding a reorientation of ECB monetary policy against the backdrop of
inflation has led to corresponding reactions among market participants. A near mirrc
age of this Bw perception of risk could also be seen in the synthetic indices. Belov
present some examples of the trend in spreads for the generically determined ASW ¢
in the 7y maturity range for Germany, France, Italy and Spain.

Spreadtrend DE: CB vs. SB. NPS (genag;i 7y) Spread trend FR: CB vs. SP vs. NPS (generic; 7y)
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What is the significance of these observations for the covered bond primary market?

Actually, an isolated consideration of the price difference between senior unsecured |
and covered bonds would be insufficiemith regard to the influence on commerci
olyl1aQ FdzyRAYy3Id 2SS OSNIUIFIAyfte FaadzyS Gt¢
generally have a positive impact on primary market volumes on the covered bond pr
market. This effect could even actyalbe boosted by the uncertain market environmei
where investors tend to look for more secure investments. On the other hand, how
GKSNBE INB faz2 oltylaQ OGdzf FdzyRAYy3
to still be comfortably situad because their TLTRO Il holdings remain substantia
such, certain banks may therefore continue to focus on NPS issues, even with inc
spread levels, as there are regulatory motives associated with placement. We also s
considerations as possible motive for remaining attached to the senior segment, eve
spreads are comparatively high. Ultimately, green bonds in the senior unsecured f
allow banks to finance or refinance a far broader range of assets than is the case ft
ered isses. This is particularly the case for project financing, although not exclusively

Conclusion

The two sukmarkets for senior unsecured bonds were hit by shimtluced paralysis ir
GKS 61+1S 2F &dzZNHAY 3 dzy OSNIi | A yainebotNiB thelziri
mary market and in the secondary market, which lasted longer than the paralysis th
TSOGSR GKS O20SNBR o02yR aS3aySyio Ly SE
policy, however, early revaluations with regard to the eritifferences between covere
bonds and senior unsecured bonds have already started. The more marked differen
that we have presented on the secondary market for a few representative countries
generally make covered bonds look more attractivevéitheless, pricing is not the onl
reason for choosing a funding instrument. There are also question marks with regard
requisite funding requirement. We are of the opinion at least that some issuers hay
ready achieved their funding target for 2B to a substantial extent.
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E@ tracker

Asset Purchase Programme (APP)

ABSPP CBPP3
May-22 25,779 300,171
Jun22 25,365 302,210
n 371 +2,339
Portfolio structure
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Monthly net purchases (in EURm)
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Jul-21  Aug-21 Sep-21 Oct-21 Nov-21 Dec-21

APP 21,597 16,749 19,659 23,017 21,200 16,596

PSPP 13,943 13,563 12,423 15,038 14,815 12,989

mCSPP 5502 3,936 5590 5481 5142 3,007

CBPP3 2,011 999 2,184 1,008  -12 942

EABSPP 141  -1,749 -538 1,490 1,255 -342

Source EB, NORD/LB Markets Strategy & Floor Research

CSPP

341,432
344,952
+3,858

Jan-22
18,838
17,292
6,970

-3,761
-1,663

79.4%

Feb-22 Mar-22
20,698 21,929
12,095 14,172

6,272
2,376
-45

8,042
-606
321

NORD/LB

PSPP APP
2,581,291 3,248,673
2,592,645 3,265,172
+13,924 +19,750
0.8% 9.3%
10.6%
= ABSPP
CBPP3
s CSPP
PSPP
.
Apr-22  May-22 Jun-22 H,
39,397 30,232 19,750 269,662
33,238 22,443 13,924 195,935
5461 5366 3,858 64,627
1,074 3,247 2,339 11,801
-376 -824 -371 -2,701
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Portfolio development
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Jul-22  Aug-22 Sep-22 Oct-22 Nov-22 Dec-22 Jan-23
APP 26,000 7,770 44,014 36,948 18,860 15812 29,328
PSPP 22446 4,841 34,354 33927 14,669 12,016 19,469
BCSPP 978 196 2,155 674 1,557 1,416 2,940
CBPP3 1,629 2,227 6,873 1,651 2,167 1,487 4,786
mABSPP 956 506 632 696 467 893 2,133

Source: ECBloomberg NORD/LB Markets Strategy & Floor Research

NORD/LB

Distribution of monthly purchases
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22,493 42,533 30,101 35,785 22,763 332,416 247,069 298,614 183,003
13,656 32,033 23561 30,549 16,619 258,140 188,494 228,558 135,887
2182 4,219 2,380 2566 2504 23767 17,134 17,337 16,791
5977 5,631 2,937 1,874 3,108 40,347 30,143 41,244 24,313
678 650 1,223 796 532 10,162 11,298 11,475 6,012
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Covered Bond Purchase Programme 3 (CBPP3)

Weekly purchases
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NORD/LB

Development of CBPP3 volume
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Public Sector Purchase Programme (PHP

Weekly purchases Development of PSPP volume
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10 908 8.77
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Overall distribution of PSPP buying at mon#énd
I _Adj_ustt_ad Holdings Expgcted Difference CurrentV\_/A?!\/I , .WAM .Of Difference
Jurisdiction  distribution (EURM holdings (EURN) of_portfollo eI|g|pIe universé (in years
key* (EURN)? (in yearg (in yearg
AT 2.7% 77,504 74,123 3,381 7.3 8.1 -0.8
BE 3.4% 94,970 92,265 2,705 7.5 9.9 2.4
CY 0.2% 4,240 5,449 -1,209 8.5 8.9 -0.5
DE 24.3% 666,639 667,600 -961 6.7 8.0 -1.3
EE 0.3% 444 7,134 -6,690 8.1 8.1 0.0
ES 11.0% 315,066 301,988 13,078 8.0 8.2 -0.2
Fl 1.7% 43,617 46,518 -2,901 7.9 8.9 -1.0
FR 18.8% 531,309 517,242 14,067 6.9 8.4 -1.5
GR 0.0% 0 0 0 0.0 0.0 0.0
IE 1.6% 42,418 42,885 -467 8.4 10.1 -1.7
IT 15.7% 447,979 430,231 17,748 7.2 7.8 -0.7
LT 0.5% 5,881 14,657 -8,776 10.6 104 0.1
LU 0.3% 3,777 8,342 -4,565 5.8 6.1 -0.3
LV 0.4% 3,772 9,868 -6,096 9.5 9.4 0.1
MT 0.1% 1,414 2,656 -1,242 11.1 9.8 1.3
NL 5.4% 132,716 148,414 -15,698 7.7 9.3 -1.6
PT 2.2% 54,982 59,273 -4,291 7.5 7.9 -0.4
Sl 0.4% 10,775 12,194 -1,419 9.7 9.9 -0.2
SK 1.1% 18,171 29,003 -10,832 8.1 8.8 -0.7
SNAT 10.0% 288,595 274,427 14,18 8.2 9.4 -1.2
Total / Avg. 100.0% 2,744,270 2,744,270 0 7.3 8.4 -1.1

1 Based on the ECB capital key, adjusted to include supras and the disqualification of Greece
2Based on the adjusted distribution key

3 Weightedaverage time to maturity of PSPP portfolio holdings

4Weighted average time to maturityf the bonds eligite for purchasing under the PSPP
Source: ECB, NORD/LB Markets Strategy & Floor Research
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Corporate Sector Purchase Programme (CSPP)

Development of CSPP volume

Weekly purchases
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Source ECB, Bloomberg, NORD/LB Markets Strategy & Floor Research
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Pandemic Emergency Purchase Programme (PEPP)

Holdings (in EURm) Invested share of PEPP envelofye EURbDN)
PEPP
Jun22 1,718,074
n (net purchags) +12 0 185 370 555 740 925 1,110 1,295 1,480 1,665 1,850

Monthly net purchases (in EURm)
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m PEPP 87,557 65,050 75,051 67,855 68,045 49,375 50,113 40,184 30,214 -4 -10 12 533,442

Weekly purchases Development of PEPP volume

Source E®, Bloomberg, NORD/LB Markets Strategy & Floor Research
















































