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Abstract

these markets. The analysis is conducted using a vector autoregression model. The empirical 

suggest that the French market’s impact on Germany may persist in the long term. Ultimately, 
the study underscores the importance of political stability and sovereign credit quality as key 
determinants of pricing dynamics and market integration within the euro area.
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Introduction

from other debt instruments is the dual recourse mechanism, under which investors 
have claims against both the issuing credit institution and a dedicated cover pool of 

The covered bond market is predominantly concentrated in Europe and has a history 

on covered bonds as a stable and resilient source of funding, particularly during 
periods of heightened market uncertainty.

relationships between covered bonds and securitisation instruments, including asset-

substantially in their pricing mechanisms and risk characteristics. These differences 
have prompted researchers to further analyse how covered bonds interact with other 

by analysing the relationships between differences in mid-yields to maturity 

paper begins with a review of the relevant literature on covered bonds, followed by 
a description of the dataset and the applied research methodology. The empirical 

attention is paid to two events: the dissolution of the French National Assembly by 

covered bonds and government bonds in France and Germany interact.
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1. Review of the literature

investors in the covered bond market tend to place greater weight on contractual 

systematic risk inherent in securitisation structures. Covered bonds, by contrast, 
are perceived as relatively safe due to the dynamic nature of the cover pool, under 
which issuers are required to replace non-performing assets and maintain adequate 
levels of overcollateralization, as well as the additional protection provided by 
independent monitoring mechanisms.

The interdependence between covered bonds and sovereign debt markets has 

free indicator of market liquidity based on yield differentials between German 

that both instruments are backed by the same state guarantee, this measure can 

generally, these results highlight the importance of liquidity factors in shaping price 

Further evidence on liquidity effects is provided by analyses of the German covered 
bond market. In particular, comparisons between traditional Pfandbriefe and their 

by similar credit risk, persistent yield differentials may arise over time. These 

investors shift their portfolios towards more liquid assets.
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The role of covered bonds in the transmission of monetary policy has also been 

monetary policy, credit easing effects, which operate through lower funding costs 
for banks, and portfolio rebalancing effects, which encourage investors to shift 

market participant may contribute to lower perceived risk and reduced risk premia, 

market outcomes. In particular, covered bond prices responded positively to ECB 
interventions, with the strongest effects observed for longer maturities (Gibson et al. 

euro-area economies. However, their effectiveness varied across different phases, 

Finally, the interaction between covered bonds and other forms of bank funding is 

bonds is the encumbrance of high-quality assets, which are earmarked for bondholders. 
While this enhances investor protection, it also reduces the pool of assets available to 
unsecured creditors in the event of bank insolvency. As a result, higher levels of asset 
encumbrance may alter the distribution of risk across different types of bank liabilities.

From a supervisory perspective, this issue has attracted increasing attention.  
Although covered bonds are generally viewed as a reliable funding source, regu-
lators emphasise the need to monitor asset encumbrance carefully in order to 

 

by loans to small and medium-sized enterprises. These instruments aim to broaden 
access to funding while maintaining robust structural safeguards, thereby limiting 
potential spillovers to the well-established covered bond market.

2. Data and methodology

The empirical analysis conducted for the purpose of this article comprises two 
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structural breaks.

The second stage of the analysis investigates the relationships between differences 

four sub-periods: 

 

 

 -

 

While analyses of this type typically rely on event study methodology (Khan et al. 

of selected covered bonds and government bonds in France and Germany across the 

The departure from the event study framework is motivated by the fact that event 
study methodology is based on the aggregation of abnormal returns, which are 

offers limited analytical value.

Changes in Granger causality are analysed using a vector autoregression model 
with p (p

Yt = c  + Yt  + Yt  + … + pYt–p + t
where:

Yt = (Y t , … , Yn,t  denotes the vector of endogenous variables,

c0 is an (n  vector of parameters,

 to p are (n × n Yt  through 
Yt–p, 

Yt–p is an (n  vector of regressors with p lags,

t represents an (n  unobservable zero mean white noise vector of disturbances 
. This implies that: E( t 0, E( , t ,  

E( , t 0 t p6 ! . Furthermore, it is assumed that t ~ iid.
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The (p  model is estimated using input data in the form of the differences 

 

 
-

from the Bloomberg database. Prior to the empirical analysis, two main periods 

constitute structural breaks. To this end, a Wald test for the presence of a structural 
break is conducted under the assumption that the structural break (i.e. the moment 

series in order to ensure their stationarity (the stationarity of the time series will be 

Table 1. Wald test for structural change

Event 1 Event 2

2(2)

Prob > chi2 * 0.0000***

***

Based on the obtained results, the null hypothesis H , stating the absence of 
 for 

and at 

In the subsequent stage of the empirical analysis, statistical tests are conducted 

government bonds in France and Germany across four sub-periods. The procedure 
adopted is multi-stage and begins with testing the stationarity of the time series 
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separately for each sub-period. For this purpose, the Augmented Dickey–Fuller 

the stationarity of the time series plays a key role in the proposed methodology 
because, within the (p  framework, all variables should be integrated of order 
one, i.e. I (p  model can yield meaningful 

hypothesis formulated at this stage of the research is that the variables contain unit 
roots, whereas the alternative hypothesis states that the time series are generated 

Table 2. Unit root tests of the variables

Sub-period

ADF test PP test

At level At 1st  At level At 1st  

1
in France

*** ***

*** ***

2
in France

*** ***

*** ***

in France
*** ***

*** ***

in France
*** ***

*** ***

***

differencing. Having established stationarity of the time series, the optimal lag 
length can be determined. For this purpose, two criteria are employed, namely 

results are presented in Table 3.
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Table 3. Optimal lag length selection

Sub-period Lag FPE AIC

1 7

2 9

1

1

The null hypothesis in the trace test states that there are no more than r cointegrating 
relationships. The alternative hypothesis states that the number of cointegrating 

r
r, whereas the alternative 

r by one. As cointegration analysis requires non-

Table 4. Johansen test for cointegration

Sub-period 1 Sub-period 2 Sub-period 3 Sub-period 4

Rank
 

statistics
 

statistics
 

statistics
 

statistics

0

1

Rank Statistics Statistics Statistics Statistics

0

1
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of covered bonds and government bonds in France and Germany.

Finally, a Granger causality test was performed. It is worth noting that one variable is 
said to Granger-cause the second variable if  past values of the second variable improves 

causality test allows to assess whether one variable contains useful information for 
forecasting another. The results of the Granger causality tests are presented in Table 5.

Table 5. The Granger causality tests

Equation Chi sq. df p-value

7 0.001

All 7 0.001

7

All 7

9 0.101

All 9 0.101

9 0.002

All 9 0.002

1

All 1

1

All 1

1

All 1

2.0099 1

All 2.0099 1

Based on the data presented in Table 5, three conclusions can be drawn with respect 
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of debt securities in France Granger-cause the corresponding spreads in Germany, 
whereas the reverse relationship is no longer observed.

By contrast, the third and fourth sub-periods do not provide robust evidence of 
Granger causality between the variables analysed. It should be noted, however, that 
the fourth sub-period is based on a much smaller number of observations. Despite 

in distinguishing periods characterised by different patterns of Granger causality 
between covered bond and government bond spreads in France and Germany.

Summary

The empirical analysis presented in this study yields several important conclusions 
regarding the integration of the French and German debt markets. First, the Wald 
test results indicate that both the dissolution of the National Assembly by the 

in the underlying relationships between yield spreads.

The second stage of the analysis reveals evolving patterns of Granger causality. In the 

of the French National Assembly, this relationship becomes unidirectional, with 

periods after the rating downgrade of French government bonds, the evidence of 

debt market on German debt market may still persist over the longer term.

reshape the transmission mechanisms linking sovereign and covered bond markets 

stability and sovereign credit quality as key determinants of liquidity and pricing 
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