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1 Introduction

Collateral policy has played a crucial role in central banks’ crisis management since the finan-

cial market turmoil of 2008 and throughout the European debt crisis. For the ECB’s liquidity

provision to be effective, it was necessary to ensure that banks possess the means to collat-

eralize the refinancing credit they drew on from the respective national central bank (NCB).

Collateral criteria therefore played a key role during the crisis (see Drechsler et al., 2013).

Despite this, the literature still lacks a comprehensive overview of ECB collateral criteria

and their evolution, in particular for the period 2008-2013. This paper provides an in-depth

analysis of the ECB’s collateral policy and compiles a narrative database on ECB collateral

criteria eliciting information from all related legal documents released by the ECB comprising

664 pages.1 Also, the development of eligibility criteria is analyzed by asset classes. The

findings of the paper can be subsumed in three main stylized facts:

1. The ECB has been very active in collateral policy making, especially after the collapse

of Lehman and the consequent turmoil in interbank markets. The changes to collateral

criteria are numerous and patchy, comprising 44 legal documents since the collateral

framework was introduced in 2001. 38 of these documents were originated after the

outbreak of the crisis—a more than sixfold increase. Overall, the number of changes

increased from 25 before to 71 after the Lehman event. As a result, the eligibility criteria

for collateral are opaque and convoluted, having changed frequently over time.

2. At the extensive margin, the ECB broadened the pool of eligible collateral quantitatively

by accepting more types of assets of the same credit quality. Thereby, the broadness of

the eligible collateral pool increased by a factor of 36 between 2001 and 2013 (keeping

the intensive margin fixed).

3. At the intensive margin, the ECB broadened the pool of eligible collateral qualitatively

by lowering the requirements to the minimum credit quality of assets in the pool. At

the time of writing (December 2013), assets of all credit ratings are eligible. This led

to an increase of the broadness of the eligible collateral pool by an additional factor of

110.

1Although not always explicitly indicated, most of the information this analysis is based on comes from of-
ficial documents of the ECB. In particular, this includes official documents of the General and Temporary
Framework, cf. http://www.ecb.europa.eu/ecb/legal/1002/1014/html/index-tabs.en.html, information from
the ECB’s press releases, cf. https://www.ecb.europa.eu/press/pr/date/2014/html/index.en.html. Addition-
ally, some of the information was provided by the ECB Eligible Assets Team in bilateral communication with
the authors. For the description of the role of collateral for ECB monetary policy in Section 2, see also ECB
(2011), esp. Chapter 4; Chaudron (2008); Bundesbank (2013), esp. Chapter V.
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The importance of collateral policy as such manifests in three main aspects. Firstly, in

times of market distress, the central bank can oppose a threatening scarcity of collateral by

reshaping the market’s perception of what high-quality assets are by making more assets eligi-

ble as collateral, cf. e.g. Levels and Capel (2012) or Bank of International Settlements (BIS)

Committee on the Global Financial System (2013). Singh (2013) defines the post-Lehman

time as a “new collateral space”, in which additional participants impact collateral availabil-

ity, including central banks outright purchasing high-quality collateral. The ECB’s measures

to broaden the eligible collateral pool, that are described throughout this paper, certainly

counteract such scarcity. This leads to a second aspect revealing the importance of collateral

policy. Central bank lending (as any lending) includes significant risks, that are ultimately

borne by the public purse, and should therefore be mitigated by lending only against “good

collateral” (in terms of Bagehot; see Tucker, 2009). Given the preceding discussion of col-

lateral scarcity, one can argue that the risk a central bank should consider is predominantly

credit risk. Hence, central banks could extend eligible collateral to less liquid assets. How-

ever, this implies a trade-off between credit and liquidity risk which could tie up parts of a

central bank’s balance sheet and hence, restrict its flexibility.2 Thirdly, when interest rates

approach the zero lower bound and central banks assign unlimited liquidity, the eligible col-

lateral certainly plays a distinctive role in determining the scope of expansionary monetary

policy.

The paper relates to two strands of literature. First, it contributes to research on the lender

of last resort (LOLR) role of central banks—an idea that goes back to Thornton (1802) and

Bagehot (1873). Drechsler et al. (2013) is only a recent example of many, investigating the

impact of LOLR measures on markets and explaining the occupation of the LOLR by banks.

Yet, the present paper focuses exclusively on the collateral framework underlying the liquidity

providing measures of the ECB, for which far less analyses are available. Second, it adds to

the body of work comparing collateral criteria of different central banks. Chailloux et al.

(2008a) reviews early policy responses of major central banks to the current crisis including

a discussion of the collateral policies accompanying other measures taken to calm markets.

2Chailloux et al. (2008b) specifically discuss this and other reasons for why central banks should and do take
collateral.
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Chailloux et al. (2008b) and Cheun et al. (2009) provide surveys of principles shaping the

collateral frameworks designed by central banks and explain their adaptions during the first

years of the crisis together with their differences. More recent comparative studies are provided

by ECB (2013a) or BIS Markets Committee (2013), which draw a comparison between 16

central banks around the world. One major reason why collateral policy responses of central

banks differed is recognized by Gros et al. (2012): The first stage of the financial crisis

(2007-09) was similar on both sides of the Atlantic, and hence, also the responses resembled.

The second stage of the crisis is, however, unique to the euro area. Owing to this, the ECB

collateral criteria have been amended extensively as described in the following; see Hofmann

(2011), ECB (2013b) and Sinn (2014) for a first overview.

The analysis at hand is different for three reasons: (1) It investigates all relevant changes

from 2001 to 2013; (2) it focuses on the ECB’s collateral framework, and provides detailed

information on the chronological sequence of changes, with the aim to present it in a com-

prehensible way and structured by asset classes; (3) it attempts to measure the dimension of

quantitative and qualitative broadening of the ECB’s eligible collateral pool.

The remainder of the paper is structured as follows. The next section explains the instru-

ments and practice of the ECB’s monetary policy and works out the underlying importance

of collateral policy. Subsequently, the ECB’s collateral framework is described, revealing its

structure and general principles within. The main part of this paper is contained in Section 4,

which analyzes the development of the eligibility criteria for collateral. It offers a depiction of

general eligibility criteria and then specifies by distinct asset classes: Debt instruments issued

or guaranteed by governments, debt instruments traded on non-regulated markets, bank bonds

(both covered and uncovered), asset-backed securities (ABSs) and corporate bonds. Section 5

gives a summary of the most important amendments to collateral criteria and quantifies the

dimension of quantitative as well as qualitative broadening.

2 Collateral and ECB monetary policy

The ECB possesses three main monetary policy instruments: Open market operations, the

minimum reserve system and standing facilities. It uses them to steer short-term money
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market rates and ensure the functioning of the money market through the provision of liquidity

to banks. The practical execution of monetary policy operations takes place between national

central banks and eligible counterparties. Eligible counterparties have to obey the minimum

reserve system and be supervised by an European Economic Area (EEA) national authority as

well as “financially sound”.3 In contrast to other central banks, such as the Fed which mainly

interacts with a very small number of primary dealers, the ECB pursues a decentralized

implementation of its monetary policy, i.e. an interaction with many counterparties through

the NCBs.

Article 18.1 of the Statute of the European System of Central Banks (ESCB) allows the

ECB and NCBs to operate in financial markets but requires all Eurosystem credit operations

to be based on adequate collateral. The concept of adequate collateral has two dimensions.

First, it implies that the ECB should be protected from potential losses in monetary policy

operations. Second, it requires that sufficient collateral is available to a broad set of coun-

terparties. The ECB’s understanding of adequacy will be extensively discussed throughout

this paper. In the following, a short general description of the involvement of collateral in the

ECB’s main monetary policy operations is given.4

OMOs comprise most importantly main refinancing operations (MROs) and longer-term

refinancing operations (LTROs). MROs are the regular liquidity-providing transactions, con-

ducted weekly and usually have a maturity of one week. LTROs are conducted monthly and

usually have a maturity of three months. For both, the ECB announces whether it wants to

distribute a certain volume of liquidity through a fixed or a variable rate tender. In the for-

mer, banks only state the amount of money they would like to lend at the predefined interest

rate, while in the latter they state both the desired rate and amount.

However, the outbreak of the financial crisis significantly altered the execution of OMOs.

Until October 2008, provision of liquidity was limited by variable rate tenders without full

allotment.5 Since October 2008, the ECB has been conducting its liquidity provision via fixed
3Exceptions are possible, e.g. for branches of non-EEA banks within the euro area. Also, operational criteria
by the respective NCB have to be met.

4Obviously, of the three monetary policy tools, the minimum reserve system does not involve a collateralization
requirement, as banks just have to hold minimum reserves in accordance to size and composition of their
balance sheets at the central bank in cash. Also, the following text focuses on liquidity-providing operations
of the ECB (in opposition to liquidity-absorbing operations).

5The ECB had only used fixed rate tenders (without full allotment) since the very beginning of the third stage
of the EMU (January 1999 to June 2000), see Catalão-Lopes (2010).

4



rate tenders with full allotment. Hence, the ECB determines the interest rate and eligible

counterparties can borrow unlimitedly at the given interest rate. Also, the ECB extended

maturities for LTROs twice: In June 2009, it extended the maturity from three months to

one year and even prolonged it to three years in December 2011. Hence, in order to calm

financial markets during and since the financial crisis, the ECB fully allots liquidity with

maturity of up to three years. In addition to MROs and LTROs, the ECB’s OMOs toolkit

contains fine tuning operations (FTOs) and structural operations as non-standardized and

non-regular instruments. This last type of monetary policy operation is used to adjust the

amount of liquidity in the market over the longer term.

The third monetary policy tool is the overnight and unlimited liquidity providing marginal

lending facility. Conditions of this standing facility are determined by the ECB and the

counterparties can access the facility whenever and to the extent they desire and are able to

collateralize.

The actual transaction behind a liquidity-providing monetary policy operation as described

above is usually a reverse transaction.6 Firstly, a reverse transaction can be a repurchase

agreement, where central bank and counterparty agree on two transfers at two points in time.

Initially, the central bank buys an asset from the counterparty and at some predefined time

later, the counterparty buys the asset back from the central bank. In this case, the ownership

of the asset is transferred to the central bank and back. The interest rate that shall be

applied to the monetary policy operation is implemented in the difference between purchase

price and repurchase price. A second possible way the reverse transaction can be realized

through is a collateralized loan. Here, the central bank makes a loan to the counterparty, that

is secured by an asset. The asset is retained by the counterparty, but the ownership would be

transferred to the central bank in case of non-fulfillment of the debt obligation. In practice,

the assets pledged as collateral have to be stored at a safe custody account of the responsible

NCB at a clearing and depositary institution. To collateralize a loan, the counterparty can

choose to either use the earmarking system, where each asset pledged is earmarked just for

one specific transactions, or a pooling system, where the collateral is considered in total. The

6Only for FTOs foreign exchange swaps and for structural operations outright asset purchases are possible
additionally.
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NCB credits the collateral account of the counterparty (at the NCB) with the corresponding

value and the counterparty can participate in monetary policy operations to this extent. In

the specific case where the collateral consists of credit claims, it is pledged by assignment for

security, such that the NCB becomes the new creditor by law, but normally, the counterparty

remains the visible contact for the debtor in terms of repayments. In case of a default of the

counterparty, the NCB can use the collateral to settle its claims of principal and interest as

well as administrative costs. If it generates higher proceeds, these belong to the counterparty.

If only a part of the claim can be met, the rest remains outstanding. The assets provided

as collateral have to be of an adjusted market value that exceeds the volume of the liquidity

provision over the whole period of the reverse transaction.7 To calculate the adjusted market

value of the collateral, a haircut is deducted from the market value.8 There is not a default

form for reverse transactions. The individual NCB decides whether a repurchase agreement

or a collateralized loan will be conducted or leaves the choice with the counterparty.

3 The ECB’s collateral framework

As discussed above, Article 18.1 of the Statute of the ESCB allows the ECB and NCBs

to operate in financial markets. But when doing so, it also calls for all Eurosystem credit

operations to be based on adequate collateral. Adequate collateral is ensured by the ECB’s

criteria for eligible assets. The distinction between general and temporary eligibility rules, the

initial general framework, the “Single List” of eligible assets as well as some basic principles

of the ECB’s collateral policy are examined within this section.

3.1 Two frameworks of collateral policy

Criteria for assets to be eligible as collateral are specified within two parallel frameworks set

out by the ECB: (1) The General Framework, and (2) the Temporary Framework. Whenever

assets fulfill the eligibility requirements defined by the ECB, NCBs are obliged to accept assets

as collateral and grant refinancing credits to the pledging counterparty within a monetary

7Depending on the system used, earmarking or pooling, this has to be ensured for each individual transaction
or in total.

8The haircut reflects inter alia liquidity and remaining maturity of the security and is defined according to the
provisions of the risk control measures of the ECB, see Subsection 3.4.2.
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policy operation.

The general eligibility requirements in terms of the General Framework are laid down in

the “General Documentation”. This General Documentation came into force in January 2001

and has been amended several times until 2011. All these amendments were incorporated in

the recast of the General Documentation which came into force on 1 January 2012 and has

been amended three times since then until this writing.

But besides the general eligibility for collateral, the Temporary Framework complements

the General Framework and lays down additional temporary measures on collateral eligibil-

ity. Temporary measures became necessary since the turmoil on financial markets and the

implementation of fixed rate tenders with full allotment called for additional collateral. With

liquidity becoming scarce, eligible counterparties made extensive use of the option to unlim-

itedly borrow against collateral from the ECB, cf. Drechsler et al. (2013). With the financial

crisis being considered as a temporary phenomenon, the ECB reacted to the increased de-

mand for collateral by setting up the Temporary Framework which should define temporary

eligibility criteria in October 2008. It was initially thought to be set up until the end of 2009.

But as liquidity demand grew further rather than returning to normal, the ECB decided to

maintain the complementing framework.

As a result, what was initially thought to be a “crisis framework” for a limited period of

time, aiming at the availableness of additional collateral which became necessary to make the

high liquidity provision possible, is still in force today. Important eligibility criteria which

were said to be temporary were carried over to the General Framework or are in force without

expiration date. General and Temporary Framework both set out the eligibility criteria for

collateral, thus constitute the ECB’s collateral framework which will therefore be investigated

in toto throughout the remainder of the paper.

3.2 The initial General Framework: Tier 1- and tier 2-eligibility

The ECB had distinguished since 2001 between two categories of eligible assets: tier 1- and tier

2-assets. Within these two asset categories, various types of marketable and non-marketable
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assets were initially eligible or became eligible over time.9 In particular, the type of asset, the

type and residence of the issuer / debtor / guarantor, the place of issuance, the credit quality

of the asset and its denomination are crucial elements for determining the eligibility of assets

and have therefore been main facilities for alteration.

The distinction between tier 1- and tier 2-assets was necessary as at that time, economic

integration across the Eurosystem was at its beginning and differences in financial structures

of countries were still substantial. Therefore, NCBs were given the right to consider eligible

as tier 2 certain assets which were regarded as particularly important for national financial

markets and banking systems, while only to tier 1 the ECB applied uniform eligibility criteria.

These uniform eligibility criteria specified by the ECB permitted two types of assets:

Debt certificates issued by the ECB or NCBs prior to the adoption of the euro and debt

instruments issued or guaranteed by entities established in the EEA which were admitted to

trading on regulated and non-regulated markets (see also Subsection 4.3).10 Moreover, eligible

tier 1-assets had to meet “high credit standards” to ensure financial soundness of the pledging

counterparty. However, these standards were not specified further in the beginning. Also,

debt instruments had to be denominated in euro in order to be eligible. The ECB prohibited

NCBs to accept as collateral “own-use debt instruments”, i.e. debt instruments which are

pledged by the issuing counterparty itself. The ineligibility of debt instruments with close

links to the pledging counterparty has been modified several times and its development is

discussed in Subsection 3.4.1.

Furthermore, as indicated above, marketable and non-marketable assets which were re-

garded as particularly important for national financial markets and banking systems could be

9Marketable assets are assets for which active markets exist and which may be liquidated within a short time,
e.g. bank bonds, corporate bonds and ABSs. Hence, a market value exists for those assets. The set of
eligible marketable assets today comprises ECB debt certificates, central government debt instruments, debt
instruments issued by central banks, local and regional government debt instruments, supranational debt
instruments, covered bank bonds, credit institutions debt instruments, debt instruments issued by corporate
and other issuers and asset-backed securities. The ECB publishes an asset-by-asset list of eligible marketable
assets on a daily basis. Non-marketable assets are, by contrast, not traded on a regular market but instead
are dealt in private transactions or are held by the owner until maturity. As a consequence, non-marketable
assets generally lack a market value. The set of eligible non-marketable assets currently consists of credit
claims, residential mortgage-backed debt instruments (RMBDs) and fixed-term deposits. Credit claims are
defined as debt obligations of a debtor vis-à-vis a Eurosystem counterparty and also referred to as bank loans.
RMBDs are debt instruments (promissory notes or bills of exchange) that are secured by a pool of residential
mortgages but fall short of full securization. Only Irish mortgage-backed promissory notes have been labeled
as such so far. Due to the non-marketability, neither the ECB nor the NCBs are able to provide information
on the amount of eligible non-marketable assets.

10These entities included Eurosystem, public sector and private sector entities from EEA countries as well as
international and supranational institutions.
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made eligible as tier 2-assets. Unlike tier 1-assets, the eligibility criteria for these assets were

not established by the ECB but idiosyncratically by the NCBs, though subject to approval

by the ECB council. Tier 2-assets had to be either debt instruments (both marketable and

non-marketable) or equities traded on regulated markets.11 Like for tier 1, tier 2-assets had

to be denominated in euro and were ineligible if they were own-use.

3.3 A comprehensive collateral framework: The Single List

As economic and financial integration proceeded over time, the ECB repealed the possibility of

idiosyncratic acceptance of assets by introducing the Single List, a comprehensive framework

for eligible assets in January 2007. The two tier system was phased out gradually until 31

May 2007 with tier 2-assets not qualifying for the Single List remaining eligible until 31 May

2007.12 Instead, the Single List has been drawing a distinction between marketable and

non-marketable assets. While marketable assets consist of former tier 1-assets, two types

of assets were initially summarized as non-marketables: Credit claims, i.e. bank loans, and

retail mortgage-backed debt instruments (RMBDs). The ECB thereby harmonized the former

idiosyncratic eligibility criteria for tier 2-assets, with the exception of credit claims for which

some idiosyncratic acceptance criteria remained.13

11However, exceptions could be authorized by the ECB. In particular, NCBs could be allowed to include any
other assets, e.g. debt instruments issued by credit institutions not complying with Article 22(4) of Directive
88/220/EEC amending Directive 85/611/EEC (hereafter referred to as “UCITS Directive”). According to the
ECB, a credit institution is any institution that is either (i) an undertaking whose business is to receive deposits
or other repayable funds from the public and to grant credit for its own account, or (ii) an undertaking or any
other legal person, other than those under (i), which issues means of payment in the form of electronic money.
For the sake of simplicity, credit institutions are hereafter referred to as banks. Article 22(4) specifies the
following criteria for a covered bond to comply with the Directive for Undertakings for Collective Investment
in Transferable Securities (UCITS): (i) The issuer of the bond must be a credit institution; (ii) issuance has
to be governed by a special legal framework; (iii) issuing institutions must be subject to special prudential
public supervision; (iv) the set of eligible assets to cover the bond must be defined by law; (v) the cover
asset pool must provide sufficient collateral to cover bondholder claims throughout the whole lifetime of the
covered bond; (vi) bondholders must have priority claim on the cover asset pool in case of default of the issuer.
Covered bonds that comply with those requirements are considered particular safe. Debt instruments fulfilling
the criteria set out in this directive will be denoted as “UCITS-compliant covered bank bonds” or simply as
“covered bank bonds” in the remainder of the paper.

12Phasing out was subject to the exception of units of French fonds communs de créances (FCCs; French
securization funds) which were formerly eligible as tier 1. These units remained eligible until 31 December
2008.

13The Single List allowed for idiosyncratic criteria regarding only size and handling fee until December 2011.
Thereafter, NCBs were allowed to idiosyncratically accept credit claims within the “additional credit claims
framework”, see Subsection 4.1.2.
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3.4 General principles of the collateral framework

In this subsection, five general principles within the ECB’s collateral framework will be dis-

cussed: (1) Close links between counterparties, (2) measures to control the risk within the

collateral pool, (3) the valuation of assets eligible as collateral, (4) the European Credit As-

sessment Framework within which the ECB evaluates the credit quality of eligible assets, and

finally (5) a principle which we particularize as “segmental pooling”.

3.4.1 Close links

The ineligibility of assets with close links was already part of the initial General Framework

as of 1 January 2001. Accordingly, assets were ineligible if issued or guaranteed by the

counterparty submitting the asset. The most extreme case of close links is the own use of

assets, i.e. a situation in which the asset is issued and pledged by the same party. Close

links were initially defined according to Directive 2000/12/EC of the European Commission

(EC) focusing on links in participation or control.14 But four exceptions were made: (1)

close links between the pledging counterparty and public authorities of EEA countries; (2)

close links in trade bills, i.e. trade bills for which at least one entity (other than a credit

institution) was liable in addition to the pledging counterparty; (3) close links in UCITS-

compliant covered bank bonds, and (4) cases in which debt instruments were protected by

specific legal safeguards comparable to (3), which were, however, not specified further.

This definition and the general application of the ineligibility of assets with close links

was successively altered as depicted in Table 1.15 In May 2005, the ECB deviated from the

Commission’s rather general definition of close links, making the definition more closely related

to its collateral policy.16 The definition was again slightly changed in January 2007 when not

14According to Directive 2000/12/EC, the ECB defined close links as situations in which two or more entities
were linked by (1) participation which meant “the ownership, direct or by way of control, of 20% or more of
the voting rights or capital of an undertaking”, or (2) control, which meant “the relationship between a parent
undertaking and a subsidiary, in all the cases referred to in Article 1 (1) and (2) of Directive 83/349/EEC,
or a similar relationship between any natural or legal person and an undertaking; any subsidiary undertaking
of a subsidiary undertaking shall also be considered a subsidiary of the parent undertaking which is at the
head of those undertakings.” Also, a situation in which two or more entities were “permanently linked to one
and the same person by a control relationship shall also be regarded as constituting a close link between such
persons.” This definition, as the EC emphasizes, laid down only minimum criteria for the close links-provision.

15The table includes also assets-specific developments. For the description of these specific applications of close
links to the asset classes, see the respective subsections below.

16As of May 2005, the ECB defined close links as cases in which (1) “the counterparty owns 20% or more of the
capital of the issuer, or one or more undertakings in which the counterparty owns the majority of the capital
own 20% or more of the capital of the issuer, or the counterparty and one or more undertakings in which the
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only issuers were incorporated in the definition, but also debtors and guarantors. At the same

time, trade bills with close links became ineligible. A significant change was undertaken by

the ECB in February 2009.17 As government guarantees gained importance during and since

the financial crisis, the ECB declared government-guaranteed debt instruments with close

links eligible. Since February 2009, all marketable and non-marketable debt instruments with

close links have been eligible (even if they were own-use) provided that they were guaranteed

by a government of an EEA country and complied with the general eligibility criteria. Also,

RMBDs with close links became eligible.

3.4.2 Risk control within the collateral pool

When implementing monetary policy operations, the ECB is exposed to risks such as coun-

terparty default as well as to the market and liquidity risks associated with the collateral.

In order to mitigate such risks, the ECB has been applying various risk control measures to

marketable and non-marketable assets, most prominently “variation margins” and “valuation

haircuts” as of March 2004.18 “Valuation haircuts” imply that when calculating the value

of eligible collateral (i.e. the underlying assets) for which refinancing credits are granted, a

certain percentage (“haircut”) of the market or some theoretical value assigned to the security

is deducted. As haircuts reflect the perceived riskiness and illiquidity associated with the

assets pledged as collateral, they vary substantially among and within marketable and non-

marketable assets.19 Specifically, haircut values were differentiated by asset class, according

to coupon structure and by residual maturity, see also Subsection 3.4.4. “Variation margins”

stipulate that counterparties have to maintain a haircut-adjusted value of the underlying

assets over time.

The ECB returned to applying its complete set of risk control measures in October 2010,

counterparty owns the majority of the capital together own 20% or more of the capital of the issuer;” or (2)
“the issuer owns 20% or more of the capital of the counterparty, or one or more undertakings in which the
issuer owns the majority of the capital own 20% or more of the capital of the counterparty, or the issuer and
one or more undertakings in which the issuer owns the majority of the capital together own 20% or more of the
capital of the counterparty;” or (3) “a third party owns both the majority of the capital of the counterparty
and the majority of the capital of the issuer, either directly or indirectly, through one or more undertakings
in which that third party owns the majority of the capital.”

17See Subsection 4.2 for a closer investigation.
18The other risk control measures are “initial margins”, “limits in relation to issuers / debtors or guarantors”,
“additional guarantees”, and “exclusion”. These measures were not applied by the ECB between March 2004
and October 2010.

19The changes in valuation haircuts were substantial and can be interpreted as the ECB’s attempt to factor in
asset and markets-specific risks. The precise development of the haircut values is not subject of this analysis.
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Table 1: Development of the eligibility of assets with close links

This table depicts the evolution of the general and asset-specific eligibility criteria applied to collateral with close links. The most extreme case of close
links is the own use of assets, i.e. a situation in which the asset is issued and pledged by the same party. Initial criteria were broadly defined and changes
until the outbreak of the financial crisis were rare, then amendments became more frequent and specifically related to assets classes (esp. bank bonds).

Date Action Affected collateral

1 January 2001
Ineligibility of debt instruments with close links (with exceptions); definition of close links
according to Directive 2000/12/EC (ECB/2000/7)

all

30 May 2005 Modification of the definition of close links beyond Directive 2000/12/EC (ECB/2005/2) all
1 January 2007 Ineligibility of trade bills with close links (ECB/2006/12) trade bills

1 February 2009
Eligibility of government-guaranteed debt instruments and of RMBDs with close links;
ineligibility of ABSs with close links within a currency hedge (ECB/2008/13)

all, RMBDs, ABSs

10 October 2010
Eligibility of residential real estate loan-backed structured covered bank bonds with close
links (ECB/2010/13)

covered bank bonds (ABSs)

1 February 2011
Eligibility of commercial mortgage loan-backed structured covered bank bonds with close
links (ECB/2010/30)

covered bank bonds (ABSs)

19 December 2011
Ineligibility of ABSs with close links within an interest rate hedge (ECB/2011/25,
ECB/2012/11, ECB/2012/17, ECB/2012/18, ECB/2013/4)

ABSs

3 July 2012 - 2 May 2013
Limitation of use of government-guaranteed bank bonds with close links (ECB/2012/12,
ECB/2011/25, ECB/2012/17, ECB/2012/18)

bank bonds

3 January 2013
Eligibility of further non-UCITS-compliant covered bank bonds with close links
(ECB/2012/25)

covered bank bonds

3 May 2013 - 28 February 2015

Release of NCBs obligation to accept eligible government-guaranteed uncovered bank
bonds with close links where the guarantor is a country under an EU/IMF program and
whose credit assessment does not meet high credit standards; limitation of the use of
government-guaranteed uncovered bank bonds with close links (ECB/2013/4)

uncovered bank bonds

1 March 2015
Ineligibility of government-guaranteed uncovered bank bonds with close links
(ECB/2013/6)

uncovered bank bonds

Source: Authors’ compilation.
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see Footnote 18. Furthermore, it even broadened the set by including the “application of

supplementary haircuts” and “limits in relation to the use of unsecured debt instruments”

as additional measures to its risk control framework.20 The ECB returned to applying its

complete set of risk control measures in October 2010, see Footnote 18. Furthermore, it even

broadened the set by including the “application of supplementary haircuts” and “limits in

relation to the use of unsecured debt instruments” as additional measures to its risk control

framework.21

3.4.3 Valuation principles

Closely linked to the risk involved in the collateral pool and its control are the valuation

principles applied to both marketable and non-marketable assets. Valuation principles lay

down rules how to assess assets that are pledged as collateral. These principles are of cru-

cial importance as based on the valuation, risk control measures are applied and refinancing

credits are granted. Valuation principles were already broadly specified in the initial General

Framework. Like the whole framework, the principles were successively altered over time.

Currently, the Eurosystem calculates the value of marketable assets on the basis of a repre-

sentative price on the business day preceding the valuation date. If more than one price is

quoted, the lowest of these prices is used. In the absence of such a price on the preceding

business day, the last trading price is used. But if the last available price is older than (or has

not moved for at least) five days, the Eurosystem assigns a theoretical value to the asset. For

non-marketable assets, a theoretical value or simply the outstanding amount is always used.

Additional valuation haircuts are deducted if the value is not supported by a market price

for covered and uncovered bank bonds as well as ABSs.22 For credit claims, this additional

20The latter measure has been quantitatively limiting the use of unsecured debt instruments with close links as
collateral and was based upon the action taken by the ECB in March 2009, see Subsection 4.4. As of March
2009, uncovered bank bonds of the same issuer group (i.e. identical issuer or closely linked issuers) could
only be pledged to the extent that the haircut-adjusted value of these bonds had not been exceeding 10%
(later 5%) of the total value of the collateral submitted by the counterparty. This limitation was generalized
to unsecured debt instruments with close links in October 2010 and added to the risk control framework as
described here.

21The latter measure has been quantitatively limiting the use of unsecured debt instruments with close links as
collateral and was based upon the action taken by the ECB in March 2009, see Subsection 4.4. As of March
2009, uncovered bank bonds of the same issuer group (i.e. identical issuer or closely linked issuers) could
only be pledged to the extent that the haircut-adjusted value of these bonds had not been exceeding 10%
(later 5%) of the total value of the collateral submitted by the counterparty. This limitation was generalized
to unsecured debt instruments with close links in October 2010 and added to the risk control framework as
described here.

22These haircuts are directly applied at the level of valuation in the form of a valuation markdown.

13



haircut is even higher, if the outstanding amount is drawn on for valuation means.

Hence, the ECB has implemented general principles regarding the valuation of eligible

collateral but the potential of valuation errors remains. This is the case for both marketable

and non-marketable assets and particularly relevant for own-use collateral, i.e. securities

pledged by the issuing counterparty itself, as such assets are never traded. Hence, no market

price exists and the assets have to be theoretically valued.

A valuation error in theoretical pricing may involve risks. Firstly, the refinancing credits

granted for such an overvalued asset would be too high. In addition, the risk control measures

applied to a misvalued asset would not capture the true underlying risk. In case of default,

the pledged security might then not be sufficient to cover the default loss.23

3.4.4 The Eurosystem Credit Assessment Framework (ECAF)

Since January 2007, the ECB has been ensuring that all eligible assets comply with uniform

credit rating standards by setting up the Eurosystem Credit Assessment Framework (ECAF).

The ECAF was introduced to assess the creditworthiness of collateral based on several credit

assessment sources.24 The ECB has always been stipulating since the initial General Frame-

work that at least one credit assessment from an eligible ECAI for the security issued had to

comply with high credit standards. In January 2007, the ECB specified that in absence of a

rating for the security issued, the creditworthiness of the issuer would be decisive. In case of

a guaranteed issue, the creditworthiness of the guarantor was just considered in third place.

Thereby, the ECB had established a clear pecking order of credit ratings: (1) Issue, (2) issuer,

and (3) guarantor. The respectively next credit rating was only used in case the precedent

23This can best be illustrated by an example. Imagine that the true value of an asset which a bank pledges
with the ECB in order to receive refinancing credits is 80 but unknown to the ECB, which in addition cannot
consult the market price, e.g. because the asset is non-marketable. Due to this lack of information, the ECB
may overvalue the asset by assigning a theoretical value of e.g. 100. Then, for every valuation haircut smaller
than 20%, the ECB would grant refinancing credits in an amount which is not entirely collateralized by the
underlying asset. For instance, for a haircut of 10%, the ECB would be left with a loss of 10 in case of a bank
default.

24More specifically, the ECAF relies on four sources of credit assessment: External credit assessment institutions
(ECAIs), NCBs’ in-house credit assessment systems (ICASs), counterparties’ internal ratings-based (IRB) sys-
tems, and third-party providers’ rating tools (RTs). As ECAIs cover all eligible issuers / debtors / guarantors
from EEA or non-EEA G10 countries, external credit assessment plays the most important role. ICASs and
RTs cover only country-specific non-financial corporations while the use of IRB systems has to be permitted
by the NCBs and is also subject to a performance monitoring process. Thus, credit rating requirements are
generally defined in terms of rating requirements from ECAIs.
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rating was not available.25 However, the ECB defined down the pecking order in September

2013. Although the credit rating of the issuer or guarantor, respectively, still becomes relevant

only in absence of an issue rating, the ECB has effectively equated (2) and (3) of the pecking

order as it has since then only been considering the better rating. Hence, in case of a missing

issue rating, a first-best rule has been applied if issuer and guarantor ratings differ. This

first-best rule has already been applied since January 2007 to the issue ratings of all assets

except ABSs, when these ratings from eligible ECAIs differ.26

In January 2011, the ECB undertook a major step towards making ratings from different

ECAIs comparable and introduced its “harmonized rating scale”.27 As all eligible ECAIs

assess credit risk according to different rating scales, the harmonized rating scale is aimed

at standardizing these divergent credit rating scales.28 The ECB defines three credit quality

steps (CQSs) for both short-term and long-term credit assessment. The three CQSs are

comparatively arranged in Table 2.29 Since October 2013, the ECB distinguishes short-term

assets (i.e. assets with a original maturity of up to 390 days) from long-term assets (i.e. assets

with a original maturity of more than 390 days). For the former, both short-term and long-

term ratings are accepted, on a first-best rule basis. For the latter, only long-term ratings are

considered.

The harmonization of credit rating scales is exemplified for the rating scale of S&P in

Figure 1. The four credit rating notches from “AAA” to “AA-” are summarized in CQS 1,

the three subsequent notches from “A+” to “A-” are collected in CQS 2 and finally, the last

three notches above non-investment grade, “BBB+” to “BBB-”, are aggregated in CQS 3. To

sum up, the ECB pools information on asset qualities by arranging all eligible assets into only

25Nevertheless, some NCBs had obviously neglected this pecking order, see Brendel and Jost (2013), “EZB leistet
sich gefährliche Regelverstöße,” Die Welt, 7 April 2013.

26For ABSs, the ECB set up the second-best rule in October 2010 according to which also the second-best
available credit rating had to comply with the minimum rating threshold for ABSs.

27Today, the ECB takes into account credit ratings from four agencies: Standard & Poor’s (S&P), Moody’s,
Fitch and DBRS; see also below.

28The S&P long-term rating scale comprises 22 credit rating notches from AAA to D, the scale of Moody’s
comprises 21 (Aaa to C), the scale of Fitch only 20 (AAA to D) and DBRS differentiates between 26 notches
(AAA to D).

29According to Table 2, the three CQSs are defined as follows: CQS 1 ranges from a rating of “triple A” (ECB’s
notation) which equals to “Aaa” from Moody’s and “AAA” from Fitch, S&P and DBRS to a rating of “Aa3”
from Moody’s and “AA-” from Fitch and S&P as well as “AA(low)” from DBRS. CQS 2 equals to at least
“single A” (ECB) which means a rating of “A-” by Fitch or S&P, “A3” by Moody’s or “A(low)” from DBRS,
and is equivalent to a probability of default (PD) over a one-year horizon of 0.1%, Finally, CQS 3 corresponds
to a credit rating of at least “triple B” (ECB) which equals to “BBB-” from Fitch or S&P, “Baa3” from Moody’s
and “BBB” from DBRS. CQS 3 is equivalent to a PD over a one-year horizon of 0.4%. For convenience, the
ECB’s notation shall be used in this paper, if possible.

15



three CQSs. This pooling naturally leaves some information behind.

Table 2: The ECB’s harmonized rating scale

This table displays the standardization of the different rating scales of the four accepted exter-
nal credit assessment institutions (i.e. DBRS, Fitch, Moody’s and S&P) which was officially
introduced with the harmonized rating scale in January 2011.

Credit quality step (CQS)
1 2 3

Short-term

DBRS R-1H R-1M, R-1L R-2H, R-2M
Fitch F1+ F1 F2

Moody’s P-1 P-2
S&P’s A-1+ A-1 A-2

Long-term

DBRS AAA - AA(low) A(high) - A(low) BBB(high) - BBB
Fitch AAA - AA- A+ - A- BBB+ - BBB-

Moody’s Aaa - Aa3 A1 - A3 Baa1 - Baa3
S&P’s AAA - AA- A+ - A- BBB+ - BBB-

Source: ECB.

Moreover, as Figure 1 reveals, this is not the only pooling of credit ratings by the ECB.

The next subsection describes, how the ECB further clusters available information on the

different asset quality. Building on this observation, this approach is defined as the principle

of “segmental pooling”.

3.4.5 Segmental pooling

In order to mitigate the risk from granting refinancing credits, the ECB uses its risk control

measures, which most prominently contain “valuation haircuts” (see Subsection 3.4.2). These

haircuts are however not increasing with lower credit ratings, but differentiated by coupon

structure and residual maturity. In addition, they differ between the liquidity categories assets

are categorized into.30 Only for assets in CQS3, higher haircuts have been applied since the

extension of eligibility to CQS3.

Thus, the ECB effectively pools assets of seven and three credit rating notches (for the

example of the S&P-scale) into just two quality segments (compare Figure 1). Thereby, the

grades of credit risk are scaled down to two. In addition to the pooling into CQSs described

above, further information on the credit risk of collateral is hence left behind through the

application of identical haircuts to distinct assets.

30The classification of the different asset classes into liquidity categories will be referred to in more detail in
Subsection 4.1.1.
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Figure 1: Segmental pooling, exemplified for the rating scale of S&P

This figures illustrates how distinct credit ratings are pooled into three CQSs for the example
of S&P’s rating scale. Eligibility is deemed in terms of CQSs. Since October 2008, all credit
qualities of at least “investment grade” (i.e. AAA to BBB- on the S&P-scale) have been eligible.
As higher haircuts have only been applied to assets within CQS 3, refinancing conditions effec-
tively do not differ regarding assets in CQS 1 and 2. Hence, the pooling technique is continued
to two quality segments.
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Source: Authors’ compilation.

For instance, the value of an eligible covered bank bond with fixed coupon and residual

maturity of ten months, which has been rated “triple A” and thus according to S&P features an

“extremely strong capacity to meet financial commitments”, is deducted by the same valuation

haircut as a covered bank bond with fixed coupon and ten months residual maturity that

exhibits a credit rating of only “single A” and according to this is “susceptible to adverse

economic conditions and changes in circumstances” (S&P).

From the pure risk mitigation perspective, this would not be worrisome if always the

haircut corresponding to the risk profile of the lowest rated asset within each segment would

be applied. Drechsler et al. (2013) indicate, however, that the ECB’s haircut policy subsidizes

some assets more than others compared to the private market. In particular, they state that

haircut subsidies are small (or zero) for very safe collateral but large for riskier. This suggests

that the pooled haircut value corresponds to the risk profile of a rather safe asset and not of

the lowest rated asset within each segment.
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One might conclude from this observation, that through segmentally pooled haircuts and

the relative discrimination (subsidization) of high (low) quality bonds within each segment, a

general goal for the design of conditions for refinancing credits reveals. This implication can

be drawn even without comparing haircut values applied by the ECB to those on the private

market. A subsidization of low-rated eligible collateral regarding the conditions for refinancing

credits would in any case be a possible explanation for an incentive of counterparties to

increasingly use assets as collateral for the ECB’s refinancing credits—from the ECB collateral

data it is evident that they do so.31

The argument can be fostered for assets, that are for any reason theoretically valued as

then the conditions for refinancing credits are not only affected through a pooled haircut,

but possibly also through the theoretical valuation. In principle, this could lead to a perfect

pooling, i.e. equation of refinancing conditions for an entire segment. This is particularly

relevant for all non-marketable assets as well as own-use collateral, which has been created

by the counterparty itself and never been valued on the market.

4 The development of eligibility criteria

Having described the collateral framework and some general principles within the ECB’s col-

lateral policy making, this section will focus the analysis on the development of the framework.

It will become clear from the description that the development has had two major effects.

On the one hand, the ECB met its quantitative goal to increase the amount of available

collateral. But on the other hand, it led to a deterioration in quality of the ECB’s eligible

collateral pool, i.e. the pool of assets eligible as collateral for refinancing credits. To elaborate

on these two consequences, first the general changes affecting the eligibility of all assets (both

marketable and non-marketable) will be discussed. Second, a description of the amendments

to the eligibility of bonds issued or guaranteed by governments follows. After that, the specific

development of the eligibility of debt instruments traded on non-regulated markets will be

31Cf. collateral data as published by the ECB, http://www.ecb.europa.eu/paym/pdf/collateral/collateral_data.pdf.
In a subsequent article built on the insights from the descriptive analysis in this paper, the authors use the
principle of segmentally pooled conditions for refinancing credits to show that the ECB thereby receives
relatively low-quality assets within each segment as collateral. Insofar, it would have significantly increased
the risk in the pool of pledged collateral.
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examined. Then, changes to the eligibility of three asset classes will be investigated: Bank

bonds, ABSs and corporate bonds.

4.1 General changes to the eligibility of assets

Modifications to and the development of general eligibility criteria applied to all marketable

and non-marketable assets were manifold and are clearly arranged in Figure 2. The timeline

shows that the ECB’s activity in modifying the general eligibility criteria changed over time:

In the first years after setting up its collateral framework (2001-2007), the ECB made only few

modifications aimed at standardizing and harmonizing the Eurosystem’s collateral framework.

The individual collateral policy making by NCBs was abolished and no amendments were

made as responses to market developments. But since the outbreak of the financial crisis in

2008, the ECB intensified collateral policy making tending to alleviate distortions in financial

markets. This behavior was justified along the lines of the central bank as the LOLR. The

developments within these two periods are described in the remainder of this subsection.

4.1.1 Standardizing the collateral framework (2001-2007)

First changes to the collateral framework were made in March 2004 when the ECB divided

marketable assets into four categories of decreasing liquidity and hence, increasing haircut

values applied.32 Also, it restricted its set of applied risk control measures to “variation

margins” and “valuation haircuts” and specified further the nature of a guarantee for eligible

tier 1- and tier 2-assets.33

Euro-denominated debt instruments issued by entities established in countries being part

of the G10 but not the EEA, i.e. the US, Canada, Japan and Switzerland, became eligible

in May 2005. In contrast to this broadening of eligible assets, equities were deemed generally

ineligible (they could be accepted by NCBs before). At the same time, the ECB also made first
32Central government debt instruments and debt instruments issued by central banks were subsumed in liq-
uidity category 1. Local and regional government debt instruments as well as jumbo Pfandbrief-style debt
instruments, agency debt instruments and supranational debt instruments were summarized as category 2. All
traditional Pfandbrief-style debt instruments, credit institution debt instruments and debt instruments issued
by corporate and other issuers were marked as liquidity category 3 while all eligible ABSs were classified as
category 4.

33From then on, a guarantee has been accepted if the guarantor had unconditionally and irrevocably guaranteed
the obligation with respect to the payment of principal, interest and any other amounts. The guarantee was
to be payable on first demand but not necessarily in the case in which the guarantor was a government.
Moreover, the obligations of the guarantor had to rank at least equally with all other unsecured obligations
of the guarantor.
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Figure 2: General changes to the eligibility of assets
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 Definition of 
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 Ineligibility of equities
 Specialization of close 

links definition 
(ECB/2005/2)

30/05/2005
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(ECB/2006/12, 
ECB/2007/10)

31/05/2007

 Eligibility of fixed-term deposits 
(ECB/2008/11, ECB/2008/18, 
ECB/2009/24, ECB/2010/30, 
ECB/2011/14)

25/10/2008
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minimum credit 
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to “triple B“ 
(ECB/2008/11, 
ECB/2008/18, 
ECB/2009/24, 
ECB/2010/13, 
ECB/2011/14)

25/10/2008

 Eligibility of marketable assets 
denominated in pounds sterling, yen or 
US dollars
(ECB/2008/11, ECB/2008/18, 
ECB/2009/24)

14/11/2008
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 DBRS accepted as fourth ECAI
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rating scale
(ECB/2010/13)

01/01/2011
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guarantors”, “additional guarantees” 
and “exclusion” as risk control 
measures

 Introduction of “application of 
supplementary haircuts” and “limits in 
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instruments” as risk control measures
(ECB/2010/13)

10/10/2010

 Idiosyncratic acceptance of credit 
claims (bank loans) by NCBs (ACCs)
(ECB/2011/25, ECB/2012/17, 
ECB/2012/18, ECB/2013/4, 
ECB/2013/36)

19/12/2011

 Renewed eligibility of 
marketable assets 
denominated in pounds 
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(ECB/2012/2, ECB/2013/4)

09/11/2012

 Differentiation between short-term and 
long-term assets for risk control purposes 
(ECB/2013/35)

01/10/2013

Source: Authors’ compilation.
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efforts towards the Single List by announcing to phase out the two tier system gradually and

to replace it with a uniform framework of marketable and non-marketable assets. The Single

List was then introduced in January 2007 as the most substantial step towards standardizing

the collateral framework across the Eurosystem; see Subsection 3.3.

4.1.2 Modifying the collateral framework in response to the crisis (since 2008)

The ECB’s endeavor to create a coherent collateral framework was stopped dead by the

collapse of Lehman Brothers in September 2008. As a prompt response, the ECB made one

of the most fundamental changes to its collateral framework in October 2008: It lowered the

minimum credit rating threshold for eligible assets (except ABSs) from “single A” to “triple

B”, i.e. the last rating notch above junk status. In order to capture additional risk involved

in the acceptance of such low-rated assets, the ECB applied a uniform add-on haircut to

all eligible assets with a rating lower than “single A”.34 The lowering was at first said to be

temporary but prolonged by several legal acts until January 2011, when the lowering of the

minimum credit rating threshold was adopted in the General Framework and hence is now in

force without expiration date.35

Eligibility was at first also implemented only temporary for fixed-term deposits. Initially,

the ECB collected fixed-term deposits for fine-tuning purposes only, i.e. in order to absorb

excess liquidity in the market. Such liquidity absorption became particularly relevant after

the ECB started its outright purchases in June 2009. Nevertheless, the ECB has been allowing

eligible counterparties to place fixed-term deposits as collateral with the NCBs already since

October 2008. As this eligibility was only temporarily valid, it had to be prolonged two

times (December 2008 and January 2010). Since January 2011, fixed-term deposits have been

included in the General Framework as a third class of eligible non-marketable assets, not being

subject to any valuation haircut.

As a next response to the outbreak of the financial crisis and hence, as another move

34This decision has led to differentiated haircut values applied to assets of CQSs 1 / 2 and CQS 3 as of January
2011; see Subsection 3.4.5.

35The initial legal act came into force on 25 October 2008 and expired on 30 November 2008. The first prolon-
gation lasted from 1 December 2008 until 31 December 2009. The follow-up prolongation was valid between
1 January 2010 and 31 December 2010. In the General Framework, the minimum credit rating requirement
for RMBDs was defined in terms of credit quality step two, or a long-term “single A”-rating, respectively, as
of 1 January 2011.
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towards a significant broadening of eligible collateral, the ECB declared debt instruments

denominated in pounds sterling, yen or US dollars temporarily eligible in November 2008.

This was done with the provision that these foreign currency debt instruments were issued

and settled in the euro area, and the issuer was established in the EEA. Also, an add-on

haircut was applied to all eligible assets denominated in these currencies. The temporary

acceptance was again repeatedly prolonged until December 2010, and then reintroduced in

November 2012, still being operative today.36

In February 2009, the ECB undertook another amendment, which seems minor but is of

high importance in practice. The list of accepted ECAIs was expanded by a fourth agency:

Dominion Bond Rating Service (DBRS).37 Compared to the “big three” rating agencies, i.e.

S&P, Moody’s and Fitch, which unite a market share of about 95%, DBRS is a small Canada

based agency. As a consequence of the financial crisis, it had to close down all its European

branches. On the one hand, the inclusion of another ECAI should be positive as more infor-

mation can be taken into account when the quality of collateral is assessed. On the other hand

however, the first-best rule is applied to eligible assets other than ABSs in case of differing

assessments; see Subsection 3.4.4. Hence, each ECAI has the power to be pivotal for an asset’s

relevant credit rating. With each additionally accepted ECAI, the competition among rating

agencies to provide the highest and thus, pivotal rating might increase.

A rather small rating agency thus received the power to substantially influence the refi-

nancing conditions of European banks. DBRS (of course also the other three rating agencies)

has discretion to assess the quality of an eligible asset and hence, influence whether collateral

is deducted by the lower valuation haircuts applied within segment 1 or by the higher haircuts

within segment 2. As haircuts substantially differ among the two segments, the potential con-

sequences of this discretion are enormous. Figures 3 to 5 show the development of long-term

credit ratings of Ireland, Italy and Spain from the four ECAIs. From this, it becomes clear

that the ratings of DBRS have actually been pivotal.

36Prolongations were made in December 2008 and January 2010.
37DBRS itself states that it has been accepted as an ECAI since 1 January 2008. However, DBRS appeared as
accepted ECAI for the first time in a Guideline of October 2008 (ECB/2008/13) which came into force on 1
February 2009.
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Figure 3: Long-term credit rating for the government of Ireland

This figure depicts the evolution of the long-term credit rating for the government of Ireland,
translated to the ECB’s credit rating notation. Also, the minimum credit rating for collateral
issued or guaranteed by the government of Ireland is mapped by the solid gray line. While
the minimum credit rating was lowered from “single A” to “triple B” in October 2008, the
threshold for CQS 1 / 2 remained at “single A” (which corresponds to the upper dotted gray
line). The lower dotted gray line shows the threshold for CQS 3, i.e. “triple B”. Since April 2011,
the minimum credit rating has been suspended (see Subsection 4.2). DBRS started providing
credit ratings for the government of Ireland in July 2010. Since then, it has always provided
the best rating, which is pivotal due to the first-best rule. Since March 2011, DBRS has been
the only ECAI rating the creditworthiness of the government of Ireland within CQS 1 / 2.

This is particularly relevant as for government-guaranteed debt instruments, the rating

of the guarantor, i.e. the government, in reality is often decisive (cf. Subsection 3.4.4). The

ECB has been accepting own-use government-guaranteed debt instruments with close links

involved since February 2009. This date coincides with the official acceptance of DBRS as

fourth ECAI.

In December 2011, the ECB gave the NCBs room to idiosyncratically decide on eligibility

criteria for credit claims.38 This action was called framework for additional credit claims

(ACCs). NCBs were conferred the right to set up their own eligibility criteria and risk control

measures for accepting such bank loans which then only had to be approved by the ECB

38 Before, NCBs were allowed to deviate from general eligibility criteria in terms of only size of and handling
fee, see Footnote 13.
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Figure 4: Long-term credit rating for the government of Italy

Analogous to Figure 3, this figure shows the evolution of the long-term credit rating for the
government of Italy. Unlike for Ireland, the minimum credit rating for collateral issued or
guaranteed by the government of Italy has never been suspended but was lowered in October
2008 from “single A” to “triple B”. DBRS has been rating the government of Italy since February
2011. Since January 2012, it solely provides the highest rating and since March 2013, DBRS is
the only ECAI that rates the creditworthiness of the government of Italy within CQS 1 / 2.

Council. This requirement for approval was eased in September 2012 when the ECB declared

its prior approval not necessary in “exceptional circumstances”, provided that the NCBs ap-

plied eligibility criteria and risk control measures established by another NCB and which had

already been approved by the ECB Council. In case of such exceptional circumstances, NCBs

will also be allowed as of January 2014 to accept credit claims that are included in a pool of

other credit claims or backed by real estate assets.

4.2 Changes to the eligibility of debt instruments issued or guaranteed by

governments

This subsection examines the amendments to the eligibility of debt instruments issued or guar-

anteed by public entities (with the right to levy taxes, hereafter referred to as governments);
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Figure 5: Long-term credit rating for the government of of Spain

This figure depicts the evolution of the long-term credit rating for the government of Spain.
As for Italy, the minimum credit rating has never been suspended but was lowered in October
2008 from “single A” to “triple B”. DBRS has been providing credit ratings for the government
of Spain since October 2010 and since December 2011, it solely provides the highest rating. As
of June 2012, DBRS has been the only accepted ECAI providing a rating within CQS 1 / 2.

the development over time is depicted in Figure 6. Government guarantees are of importance

because of two reasons. Firstly, government guarantees for risky assets pose a risk for tax-

payers in case of default. Secondly, government guarantees can influence the valuation of the

collateral as well as its credit rating, and thereby its refinancing conditions.39 It has been

discussed in Subsection 3.4.4 how the ECB takes government guarantees into account for the

assignment of valuation haircuts.

Although the minimum credit rating threshold for government-related assets had already

been reduced to “triple B” in line with the lowering of the minimum rating for all assets except

ABSs in October 2008, several countries kept struggling to ensure that their governments met

this threshold. In order to keep debt instruments issued or guaranteed by these countries

39It was shown by Levy and Schich (2010), Levy and Zaghini (2010) as well as Davies and Ng (2011) that the
cost of issuing a guaranteed debt instrument is mainly determined by the creditworthiness of its guarantor.
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Figure 6: Evolution of eligibility of debt instruments issued or guaranteed by governments

 Lowering of minimum credit rating 
from “single A” to “triple B” 
(ECB/2008/11, ECB/2008/18, 
ECB/2009/24, ECB/2010/13, 
ECB/2011/14)

25/10/2008

 Eligibility of debt instruments denominated in 
pounds sterling, yen or US dollars
(ECB/2008/11, ECB/2008/18, ECB/2009/24)

14/11/2008

- 31/12/2010

 Eligibility of 
government-
guaranteed debt 
instruments with 
close links
(ECB/2008/13)

01/02/2009

 Suspension of minimum 
credit rating for debt 
instruments issued or 
guaranteed by the 
government of Greece 
(ECB/2010/3, ECB/2012/2)

06/05/2010

- 28/02/2012

 Suspension of minimum credit rating for 
debt instruments issued or guaranteed 
by the government of Ireland
(ECB/2011/4, ECB/2013/4)

- 02/ 05/ 2013

01/04/2011

 Suspension of minimum credit rating for debt 
instruments issued or guaranteed by countries under an 
EU/IMF program

 Release of NCBs obligation to accept eligible
government-guaranteed bank bonds narrowed to such 
uncovered  bank bonds with close links where the 
guarantor is a country under an EU/IMF program and 
whose credit assessment does not meet high credit 
standards (cf. 23/03/2012)

 Limitation of the use of government-guaranteed
uncovered bank bonds with close links (cf. 03/07/2012)
(ECB/2013/4)

03/05/2013

- 28/ 02/ 2015

 Ineligibility of 
government-guaranteed 
uncovered bank bonds 
with close links 
(ECB/2013/6)

01/03/2015

 Suspension of minimum credit rating for 
debt instruments issued or guaranteed by 
the government of Portugal  
(ECB/2011/10, ECB/2013/4)

07/ 07/ 2011

 Acceptance of debt instruments 
issued or guaranteed by the 
government of Greece irrespective
of credit rating conditional on the 
provision of a buyback scheme
(ECB/2012/3, ECB/2012/14)

08/03/2012

- 25/07/2012

 Suspension of minimum credit 
rating for debt instruments issued
or guaranteed by the government 
of Greece 
(ECB/2012/32, ECB/2013/4)

21/12/2012

- 02/05/2013

 Renewed eligibility of debt 
instruments denominated in 
pounds sterling, yen or US dollars
(ECB/2012/23, ECB/2013/4)

09/11/2012

 Limitation of the use of 
government-guaranteed bank 
bonds with close links 
(ECB/2012/12, ECB/2011/25, 
ECB/2012/17, ECB/2012/18)

03/07/2012
 Release of NCB’s obligation to accept 

eligible government-guaranteed bank bonds 
provided the guarantor is a country under 
an EU/IMF program or whose credit 
assessment does not meet high credit 
standards 
(ECB/2012/4, ECB/2011/25, 
ECB/2012/17, ECB/2012/18) 

23/03/2012

- 02/05/2013

2001 2010 2011 2013 20142008 20122009 2015

- 02/05/2013  Suspension of 
minimum credit 
rating for debt 
instruments issued 
or guaranteed by the 
government of 
Cyprus 
(ECB/2013/13, 
ECB/2013/21, 
ECB/2013/22)

09/05/2013

- 28/06/2013

 Suspension of minimum credit 
rating for debt instruments 
issued or guaranteed by the 
government of Cyprus 
(ECB/2013/22)

05/07/2013

Source: Authors’ compilation.

eligible, the ECB successively decided to suspend the application of the minimum credit rating

threshold to marketable debt instruments issued or guaranteed by these governments, i.e. for

Greece (May 2010),40 Ireland (April 2011), Portugal (July 2011), and Cyprus (May 2013).41

Together with the suspension of the minimum rating requirement, the ECB announced to

review “the relevant risk control measures [...] on a continuous basis.”42 However, valuation

haircuts have consequently only been amended for Greece and Cyprus but not for Ireland

and Portugal. This implies that, for Ireland and Portugal, the ECB extended the range

of segment 2 in terms of the segmental pooling principle (see Subsection 3.4.5) from three

credit rating notches to a maximum of eleven (according to the S&P-scale depicted in Figure

1).43 Hence, the ECB effectively applies the same valuation haircut to e.g. a “C”-rated

bond (“currently highly vulnerable obligations and other defined circumstances”, S&P) as to

a “BBB+”-rated bond (“adequate capacity to meet financial commitments, but more subject

to adverse economic conditions”, S&P).

40The suspension for Greece was repealed in February 2012. However, the general acceptance of debt instruments
issued or guaranteed by Greece was reintroduced in March 2012. The acceptance of such debt instruments was
conditional on the ability of the Greek government to provide collateral enhancement in form of a buy-back
scheme to NCBs. In December 2012, the suspension was again made unconditional.

41The suspension for Cyprus was repealed in June 2013 but was soon reintroduced in July 2013.
42E.g., see ECB, “ECB Announces the Suspension of the Rating Threshold for Debt Instruments of the Irish
Government,” Press Release, 31 March 2011.

43Which valuation haircuts the ECB applies to all eligible assets issued or guaranteed by governments with a
rating lower than “BBB-” is not evident from official documents. However, the Eligible Assets Team of the
ECB has informed the authors that it simply applies the haircuts of segment 2.
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In February 2009, the ECB extended the acceptance of own-use assets to all those guar-

anteed by governments. In principle, this makes it possible to securitize assets into bonds,

which are retained, thus never assessed by the market or a rating agency, and can still be

used as collateral for refinancing credits due to the government guarantee. Moreover, the

conditions in terms of valuation haircuts would be appealing if the rating of the guaranteeing

government is higher than that of the issuer.44

Figure 7: Barclay’s Euro Aggregate Index for government-guaranteed bonds

This figure shows the development of the European government-guaranteed bond market in
terms of issuances between 2004 and 2013. The index for the number of issuances strongly
increased after the outbreak of the crisis, almost doubling between October 2008 and October
2010. This development is connected to the guarantees for bank bonds by some European
countries after the outbreak of the crisis. Without claiming a causal effect, the figure illustrates
that the combination of the market development and the introduction of eligibility for own-use
government-guaranteed bonds led to a large increase in the amount of eligible collateral.
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Eligibility of  own-
use government-
guaranteed bonds  

01/02/2009 

Figure 7 shows that the date of implementation of the guideline laying down the eligibility

of own-use government-guaranteed debt instruments was accompanied by a rocketing of the

issuances of government-guaranteed bonds. Certainly, this development is also due to the

fact that some European governments launched schemes guaranteeing bonds issued by credit

institutions shortly after the outbreak of the financial crisis in order to support their banking
44According to news coverage, Italian banks were said to have pledged e40 billion worth of own-
use bonds as collateral in 2011, and Irish banks were reported to have done so in the amount
of e18 billion in 2011, and another e8 billion in March 2013, see Sirletti and Martinuzzi
(2011), “Italy Banks Said to Use State-Backed Bonds for ECB Loans,” Bloomberg, 21 December
2011, http://www.bloomberg.com/news/2011-12-20/italian-banks-are-said-to-use-stateguaranteed-bonds-to-
receive-ecb-loans.html, and Brennan (2013), “Irish Banks Aid Funding With Own-Use Bonds Amid Cyprus
Woes,” Bloomberg, 28 March 2013, http://www.bloomberg.com/news/2013-03-28/irish-banksaid-funding-
with-own-use-bonds-amid-cyprus-woes-1-.html.
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systems. Nevertheless, this market development suggests that the introduction of the eligibil-

ity of own-use government-guaranteed bonds accompanying the suspension of the minimum

credit rating has also allowed a substantial fraction of these increasingly issued bonds to find

their way into reverse transactions for refinancing credits with the ECB.

4.3 Changes to the eligibility of debt instruments traded on non-regulated

markets

The requirement for marketable assets to be admitted to trading on accepted regulated and

non-regulated markets has already been incorporated in the initial General Framework.45 The

ECB successively modified its acceptance criteria, thereby increasing the number of eligible

non-regulated markets over time. The development of the acceptance of non-regulated markets

with particular reference to the market for Short-Term European Papers (STEPs, see below)

as a controversial example for such a market is illustrated in Figure 8.

Figure 8: Evolution of eligibility of assets traded on non-regulated markets

2001 2002 2014 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

 Eligibility of assets traded 
on regulated and accepted 
non-regulated markets 
(ECB/2007/7) 

01/01/2001 
 Specification of safety, transparency and 

accessibility as principles non-regulated 
markets have to comply with 
(ECB/2005/2) 

30/05/2005 

 Acceptance of non-regulated markets that 
fulfill requirements for safety and 
accessibility but not for transparency 

 Ineligibility of uncovered bank bonds 
traded on such markets  
(ECB/2007/10, ECB/2010/13) 

19/11/2007 

- 31/12/2010 

 Acceptance of STEP 
market as non-
regulated market for 
collateral purposes 

02/04/2007 
 Eligibility of bank bonds traded on 

accepted non-regulated markets 
(also uncovered)  
(ECB/2008/11, ECB/2008/18, 
ECB/2009/24, ECB/2010/13, 
ECB/2011/14) 

25/10/2008 

Source: Authors’ compilation. 

In line with its endeavor to create a comprehensive collateral framework, the ECB refined

the standards accepted non-regulated markets had to comply with in May 2005. The ECB

explicitly referred to three principles upon which it evaluated non-regulated markets: (1)

safety, (2) transparency, and (3) accessibility.46 The ECB made at the same time clear that

it would not aim at assessing the intrinsic quality of each market.

45For a market to be considered as “regulated”, it had to comply with criteria as defined according to the
Investment Services Directive (93/22/EEC ) while accepted non-regulated markets have to comply with certain
requirements defined by the ECB itself; see below for a detailed description.

46According to Guideline ECB/2005/2, the principle of safety meant certainty with regard to transactions, in
particular on the validity and enforceability of transactions. Transparency was interpreted as unimpeded
access to information on the market’s rules of procedures and operation, the financial features of the assets,
the price formation mechanism, and the relevant prices and quantities. Finally, accessibility referred to a
market’s rules of procedures and operation that allowed the Eurosystem to obtain information and conduct
transactions when needed for these purposes.
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As a step towards expanding the eligibility of assets traded on non-regulated markets,

the ECB brought into force an amendment in November 2007 after first signs of distress in

interbank markets.47 It continued accepting marketable assets which had been issued prior

to May 2007 on certain non-regulated markets not fully complying with the three principles.

More specifically, these were non-regulated markets which fulfilled the requirements for safety

and accessibility, but not for transparency.

Uncovered bank bonds issued on such markets which had become generally ineligible as

of June 2007 with the introduction of the Single List were therefore not included in this rule

and remained ineligible. But as distress in interbank markets increased in October 2008,

uncovered bank bonds (and more general, all bank bonds issued on accepted non-regulated

markets) became eligible subject to an add-on haircut. The eligibility was prolonged two

times in December 2008 and January 2010 and then adopted in the General Framework in

January 2011.48

Whenever the acceptance of non-regulated markets is sufficiently strict, the risk for the

ECB from the eligibility of assets traded on those markets should not differ significantly

from the eligibility of assets traded on regulated markets. However, two arguments could be

made to question that this holds. Firstly, the ECB itself declared that it would not pursue

the objective to assess the intrinsic quality of each non-regulated market and, secondly, the

application of the three principles which the ECB laid down in order to accept non-regulated

markets may be challenged. More specifically, the application of the principle transparency

which should guarantee the ECB “unimpeded access to information on the market’s rules of

procedures and operations, the financial features of the assets, the price formation mechanism,

and the relevant prices and quantities” (ECB/2005/2 ) was not only repeatedly suspended (see

above) but also not rigorously applied (see below).

The STEP market as an accepted non-regulated market

A very recent and controversial example for an accepted non-regulated market is the STEP

market, which the ECB included into its list of eligible non-regulated markets in April 2007.49

47The is amendment was prolonged in October 2009 and was valid until December 2010.
48For an extensive discussion of the evolution of eligibility criteria applied to bank bonds, see Subsection 4.4.
49See ECB, “First Publication of Short-Term European Paper (STEP) Yield Statistics,” Press Release, 2 April
2007, together with ECB, “Assessment of STEP for Collateral Purposes in Eurosystem Credit Operations”,
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For a STEP to be eligible, it had to comply with the eligibility criteria for the specific asset

class.50 Although STEPs in general were eligible as collateral, papers issued by banks had

always been excluded from eligibility. As already discussed above, the ECB revoked this

derogation in October 2008.

The STEP market may serve as an indication for why the acceptance of non-regulated

markets for collateral purposes could pose substantial risk to the ECB’s collateral pool. It

is managed by a sub-organization of the European Banking Federation and is supervised

by Banque de France. Detailed data on STEPs traded is provided by Euroclear France to

the Banque de France only, but not fully reported to the ECB. This lacking disclosure of

information stands in contrast to the principle of transparency described above.

Figure 9: Development of the STEP market

This figure depicts the development of the STEP market in terms of market volume. It can be
observed that both the general acceptance of the STEP market for collateral purposes and the
eligibility of STEPs issued by banks were accompanied by increases in market volume. Without
claiming a causal effect, the figure illustrates that the combination of the market development
and the introduction of eligibility for these STEPs led to a large increase in the amount of
eligible collateral.
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Eligibility of  STEPs 
issued by banks 

25/10/2008 

STEP market 
accepted as non-
regulated market 

15/09/2006 

The development of the STEP market is depicted in Figure 9. It is obvious that the

announcement of the acceptance of the STEP market as a non-regulated market in September

Press Release, 15 September 2006.
50According to the ECB Eligible Assets Team, STEPs fall into the asset categories “uncovered bank bonds”,
“corporate bonds” and “other marketable assets”, depending on the type of issuer.
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2006 was accompanied by a trebling of market volume. Also, another increase can be observed

after STEPs issued by banks became eligible as of October 2008. Since then, the amount of

STEPs outstanding persisted on a high level. How this enormous amount of STEPs might

affect the ECB’s collateral pool is sketchy. STEPs are captured in more than one collateral

category, depending on the type of issuer (see Footnote 50) and thus, it is difficult to deduct

from the published data on collateral used, to which extent STEPs have actually been pledged.

4.4 Changes to the eligibility of bank bonds

STEPs issued by banks are just one special type of bank bonds the ECB accepts as collateral.

More generally, bank bonds are marketable assets and hence, the general eligibility criteria for

marketable assets as described in Subsection 4.1 apply. In addition, specific eligibility criteria

were established for bank bonds, the development of which is discussed in the following and

depicted in Figure 10. One can further differentiate bank bonds as covered or uncovered.

Within covered bank bonds an important difference is to be made regarding the compliance

of the bond with the UCITS Directive. Also, both covered and uncovered bank bonds can

have close links up to the degree of own-use bonds.

4.4.1 Initial eligibility criteria

Initially, covered bank bonds had to comply with the UCITS Directive (see Subsection 3.2)

in order to be eligible within tier 1. In this case, they were classified into either liquidity

categories 2 or 3. While “Jumbo Pfandbrief-style debt instruments” were included into cate-

gory two,51 “traditional Pfandbrief-style debt instruments” and all other eligible covered bank

bonds were assorted in category 3. For these assets, haircuts differed between categories

in addition to coupon structure and residual maturity. Non-UCITS-compliant covered bank

bonds were only eligible provided that NCBs included them into their tier 2-list. These bank

bonds were then subject to an add-on haircut. Because of a similar structure, covered bank

bonds were initially considered equivalent to ABSs but not vice versa. Uncovered bank bonds

could initially only be eligible as tier 2.

51“Jumbo Pfandbrief-style instruments” were defined as debt instruments with an issuing volume of at least
e500 million and for which at least two market makers provide regular bid and ask quotes.
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Figure 10: Evolution of eligibility of bank bonds

2001 2002 2014 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

 Classification of bank 
bonds into tier 1- and 
tier 2-assets 
(ECB/2000/7) 

01/01/2001 

 Classification of 
Jumbo Pfandbrief-
style debt instruments 
into liquidity category 
2 and traditional 
Pfandbrief-style debt 
instruments into 
liquidity category 3                 
(ECB/2013/16) 

08/04/2004 

 Reintroduction of 
minimum credit rating for 
UCITS-compliant covered 
bank bonds 
(ECB/2007/10)  

01/01/2008 

 Classification of covered and uncovered 
bank bonds as marketable assets 

 Suspension of minimum credit rating 
for UCITS-compliant covered bank 
bonds  
(ECB/2006/12) 

01/01/2007 

 Ineligibility of uncovered bank 
bonds traded on accepted non-
regulated markets       
(ECB/2007/10, ECB/2010/13) 

19/11/2007 

- 31/12/2010 

 Lowering of minimum credit rating 
for bank bonds to “triple B”                         
(ECB/2008/11, ECB/2008/18, 
ECB/2009/24, ECB/2010/13, 
ECB/2011/14) 

25/10/2008 

 Eligibility of bank 
bonds traded on 
accepted non-
regulated markets 
(ECB/2008/11) 

25/10/2008 

 Eligibility of commercial 
mortgage  loan-backed 
structured covered bank bonds 
with close links 
(ECB/2010/30)  

01/02/2011 

 Eligibility of residential real 
estate loan-backed structured 
covered bank bonds with 
close links      
(ECB/2010/13) 

10/10/2010 

 Eligibility of bank bonds 
denominated in pounds 
sterling, yen or US dollars 
(ECB/2008/11, 
ECB/2008/18, 
ECB/2009/24) 

14/11/2008 

 Explicit distinction between covered bonds 
and ABS  

 More general rule for eligibility of non-
UCITS-compliant covered bank bonds 
(ECB/2012/25) 

 

03/01/2013 

 Renewed eligibility of bank bonds 
denominated in pounds sterling, 
yen or US dollars     
(ECB/2012/23, ECB/2013/4) 

09/11/2012 

 Classification of uncovered bank bonds into 
liquidity category 4 

 Eligibility of government-guaranteed bank 
bonds with close links 
(ECB/2008/13) 

01/02/2009 

 Limitation of the 
use of uncovered 
bank bonds of the 
same issuer group 
(ECB/2009/1) 

01/03/2009 

 Additional valuation 
haircuts applied to covered 
and uncovered bank bonds 

 Classification of non-
UCITS-compliant covered 
bank bonds in liquidity 
category 3 

 Eligibility of unsecured 
debt instruments issued by 
financial corporations other 
than banks 
(ECB/2010/13) 

01/01/2011 

 Ineligibility of 
government- 
guaranteed uncovered 
bank bonds with close 
links  
(ECB/2013/6) 

 Tightening of 
eligibility criteria 
for covered 
bank bonds with 
ABS as 
underlying 
assets 
(ECB/2012/25) 

31/03/2013 

01/03/2015 

 End of transitional period 
of remaining eligibility of 
bank bonds not complying 
with the criteria of 
31/03/2013 
(ECB/2012/25) 
 
 

28/11/2014 

2015 

 Release of NCBs obligation to accept 
eligible government-guaranteed bank bonds 
provided the guarantor is a country under 
an EU/IMF program or  whose credit 
assessment does not meet high credit 
standards                                       
(ECB/2012/4, ECB/2011/25, 
ECB/2012/17, ECB/2012/18)  

23/03/2012 

- 02/05/2013 
- 31/12/2010 

 Limitation of the use of 
government-guaranteed bank 
bonds with close links 
(ECB/2012/12, ECB/2011/25, 
ECB/2012/17, ECB/2012/18) 

03/07/2012 

- 02/05/2013 

 Suspension of minimum  credit 
rating for bank bonds guaranteed 
by the government of Greece 
(ECB/2012/32, ECB/2013/4) 

21/12/2012 

- 02/05/2013 

 Suspension of minimum credit rating for 
bank bonds guaranteed by countries 
under an EU/IMF program 

 Release of NCBs obligation to accept 
eligible government-guaranteed bank 
bonds narrowed to such uncovered  bank 
bonds with close links where the 
guarantor is a country under an EU/IMF 
program and  whose credit assessment 
does not meet high credit standards (cf. 
23/03/2012) 

 Limitation of the use of government-
guaranteed uncovered  bank bonds with 
close links (cf. 03/07/2012) 
(ECB/2013/4) 

03/05/2013 

- 28/ 02/ 2015 

 Acceptance of 
bank bonds 
guaranteed by 
the government 
of Greece 
conditional on 
the provision of 
a buyback 
scheme 
(ECB/2012/3, 
ECB/2012/14) 

08/03/2012 

- 25/07/2012 

 Suspension of 
minimum credit rating 
for bank bonds 
guaranteed by the 
government of 
Greece 
(ECB/2010/3, 
ECB/2012/2) 

06/ 05/2010 

- 28/02/2012 

 Suspension of minimum credit 
rating for bank bonds 
guaranteed by the government 
of Portugal                                       
(ECB/2011/ 10, ECB/2013/4) 

07/ 07/ 2011 

- 02/ 05/ 2013 

 Suspension of minimum credit rating for bank 
bonds guaranteed by the government of Ireland 
(ECB/2011/4, ECB/2013/4) 

- 02/ 05/ 2013 

01/04/2011 

Source: Authors’ compilation. 
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4.4.2 Changes to the eligibility of bank bonds

The ECB deviated from the equivalent treatment of covered bank bonds and ABSs for the

first time in May 2006 by clarifying that for ABSs other than covered bank bonds, addi-

tional specific eligibility criteria were to be met (see Subsection 4.5).52 Moreover, with the

introduction of the Single List in January 2007, UCITS-compliant covered bank bonds did

not have to meet the minimum credit rating threshold between January 2007 and December

2007. Also, uncovered bank bonds (“debt instruments other than covered bank bonds that

are issued by credit institutions”, ECB/2006/12 ) were defined eligible by the Single List, at

that time provided that they were admitted to trading on a regulated market.

Amendments to the liquidity classifications of marketable assets were undertaken in Febru-

ary 2009 and January 2011. In February 2009, “jumbo covered bank bonds” were marked as

liquidity category 2,53 “traditional covered bank bonds” as liquidity category 3, and all un-

covered bank bonds (“credit institution debt instruments, unsecured”) were classified from

category 3 into 4, with the respective haircuts applied. In January 2011, also unsecured debt

instruments issued by financial corporations other than banks were included in this fourth

liquidity category (from previously 3) within marketable assets. Furthermore, all non-UCITS-

compliant covered bank bonds (i.e. structured covered bonds and multi-issuer covered bonds)

were explicitly included into liquidity category 3 of marketable assets.

Although the ECB was successful in increasing the availability of eligible collateral, it had

to cope with the potentially decline in the quality in the collateral pool stemming from the

acceptance of bank bonds guaranteed by crisis-stricken countries without requiring minimum

credit rating standards (see Subsection 4.2). It therefore exempted NCBs from their former

obligation to accept any eligible bank bonds guaranteed by countries under an EU/IMF pro-

gram or by countries whose credit assessments did not meet the ECB’s high credit standards

as of March 2012. This attempt to mitigate risk was alleviated in May 2013, when the ex-

emption was narrowed to only uncovered bank bonds with close links guaranteed by countries

52However, the ECB has explicitly been distinguishing between covered bonds and ABSs only since January
2013 when it emphasized that “for the purpose of the Eurosystem legal framework related to monetary policy,
covered bonds are not considered asset-backed securities” (ECB/2012/25 ).

53The requirements for a debt instrument to be classified as “Jumbo covered bank bonds” (before: “Jumbo
Pfandbrief-style debt instruments”) were modified as follows: The issuing volume was increased from e500
million to at least e1 billion and at least three market-makers (formerly two) had to provide regular bid and
ask quotes; compare also Footnote 51.
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whose credit assessments do not meet high credit standards and who are under an EU/IMF

program.54 Hence, NCBs have again been left with the obligation to grant refinancing credits

for all other bank bonds guaranteed by these countries.

On the same lines of risk mitigation, the use of uncovered bank bonds as collateral has

been limited in March 2009. Since then, uncovered bank bonds of the same issuer group

(i.e. identical issuer or closely linked issuers) could only be pledged to the extent that the

haircut-adjusted value of these bonds had not been exceeding 10% of the total value of the

collateral submitted by the counterparty. Hence, an overly exposure to one bank and its

affiliates is prohibited and thus potential mutual provision of collateral between two banks is

limited.55 However, government-guaranteed uncovered bank bonds have been excluded from

this limitation.56 Finally, the limitation was generalized to all unsecured debt instruments

(i.e. issued by credit institutions and also by any other institution) in October 2010 and

included as a means of risk control in the ECB’s General Framework (see also Subsection

3.4.2).

In March 2013 the ECB restricted the use of covered bank bonds as collateral by introduc-

ing additional eligibility criteria for these bonds. Since then, the ECB has in principle been

prohibiting the underlying pool of covered bank bonds to contain ABSs. But at the same

time, exemptions were made and several specific types of ABSs remained usable.57 Moreover,

these new requirements do not apply to covered bank bonds which have been on the list of

eligible ABSs by November 2012. These bonds remain eligible until November 2014.

4.4.3 Eligibility of bank bonds with close links

The eligibility of marketable debt instruments with close links was already generally discussed

in Subsection 3.4.1. These general eligibility criteria have also been applied to bank bonds

54As of March 2015, uncovered bank bonds with close links will become ineligible altogether such that this
exemption from obligation lapses.

55Mind, that the own-use of uncovered bank bonds is per se not eligible and thus mutual buying of the bonds
and subsequent pledging for refinancing credit might seem appealing. The limitation was tightened to 5% in
January 2012.

56Also, the limitation has not been applied to uncovered bank bonds with a total value not exceeding e50 million
(again, after haircuts) and bonds already submitted as collateral before 20 January 2009 were excluded. The
latter exception lasted until 1 March 2010.

57Specifically, the following ABSs are still allowed in the underlying pool of covered bank bonds: (i) ABSs which
comply with the requirements laid down in Directives 2006/48/EC and 2006/49/EC, (ii) ABSs which are
originated by a member of the same consolidated group of which the issuer of the covered bonds is also a
member, or (iii) ABSs which are used as a technical tool to transfer mortgages or guaranteed real-estate loans
from the originating entity into the cover pool.
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with close links, in the most extreme case, own-use bank bonds, i.e. bonds which are issued

and pledged by the same bank. But beyond that, the ECB applied specific criteria to such

bank bonds, the development of which is captured in Table 1 and discussed in the following.58

In October 2010, the ECB broadened the eligibility of covered bank bonds with close

links. Before, only UCITS-compliant covered bank bonds were deemed eligible if close links

were involved but then eligibility was extended to certain non-UCITS-compliant covered bank

bonds. Specifically, residential real estate loan-backed structured covered bank bonds became

eligible. The set of eligible non-UCITS-compliant covered bank bonds was extended to such

backed by commercial mortgage loans in February 2011. Finally, a more general rule was

established in January 2013. It referred to any “covered bank bonds for which all criteria set

out in Part 1, Points 68 to 70 of Annex VI to Directive 2006/48/EC are complied with, except

for the limits on guaranteed loans in the cover pool” (ECB/2012/25 ).

Government-guaranteed bank bonds with close links became eligible in February 2009,

together with all government-guaranteed debt instruments with close links (see Subsection

4.2). They were so far excluded from any limitation and therefore substantially pledged

with the ECB.59 As a consequence, the ECB limited the use such bonds in July 2012 to the

nominal value of the bonds submitted by 3 July 2012 (i.e. the day the guideline entered into

force). But again, the ECB softened this restrictive measure by making deviations from this

limitation possible subject to Council approval.60 Moreover, the ECB narrowed the limitation

to government-guaranteed uncovered bank bonds with close links in May 2013. Finally, as of

March 2015, the ECB will no longer accept as collateral government-guaranteed uncovered

bank bonds with close links as well as covered bonds with such bank bonds in the cover pool.

Thus, from then on, uncovered bank bonds with close links will not be eligible at all, while

covered bank bonds with close links remain eligible under the provisions described.

58As the ECB did not distinguish explicitly between covered bank bonds and ABSs in terms of collateral purposes
before January 2013, changes to the application of close links to covered bank bonds are indicated also as
changes to ABSs (but not vice versa) until that date.

59For examples of the latter, see Sinn (2014), Chapter 5 and Footnote 44.
60This change was initially only temporarily valid until September 2012 but was later prolonged until March
2013.
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Figure 11: Evolution of eligibility of ABSs

 Specification of eligibility 
criteria for ABS, most 
importantly “true sale” 

 Ineligibility of ABS 
consisting of credit-linked 
notes and ABS issued by 
entities established in 
non-EEA G10 countries 
(ECB/2005/17) 

01/05/2006 

2001 2002 2014 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

 End of transitional period of 
remaining eligibility of ABS 
not complying with the 
criteria of 01/05/2006 
(ECB/2005/17) 

15/10/2006 

 Classification of ABS as 
liquidity category 4 of 
marketable assets 
(ECB/2003/16) 

08/03/2004  Classification of ABS as liquidity 
category 5 of marketable assets 

 Uniform haircut on ABS 
 Ineligibility of ABS with close links in 

currency hedge  
(ECB/2008/13) 

01/02/2009 

 Exclusion of ABS from 
lowering of minimum credit 
rating (ECB/2008/11) 

25/10/2008 

 Two rating assessments 
required and application 
of second-best rule 

 Additional haircut on 
ABS if theoretically 
valued  
(ECB/2010/13) 

 Ineligibility of ABS 
consisting of swaps, other 
derivatives and synthetic 
securities 
(ECB/2010/1) 

10/10/2010 

 End of 
transitional period 
of remaining 
eligibility of ABS 
not complying 
with criteria of 
10/10/2010 
(ECB/2010/13) 

09/10/2011 

 Lowering of minimum credit 
rating for eligible homogenous 
ABS to “triple B” (issuance & 
lifetime) 

 Renewed differentiation of 
haircuts applied to ABS  
(ECB 2012/11, ECB/2012/17,  
ECB/2012/18, ECB/2013/4, 
ECB/2013/36) 

29/06/2012 

 Explicit distinction 
between ABS and 
covered bonds 

 Additional eligibility 
criteria for 
underlying assets 

 Ineligibility of 
heterogeneous ABS 
(ECB/2012/25) 

03/01/2013 

 Ineligibility of ABS consisting of 
tranches of other ABS 

 Tightening of minimum credit 
rating to “triple A” (issuance) and 
“single A” (lifetime)  
(ECB/2009/1) 

01/03/2009 

 Increase of uniform 
haircut applied to ABS 
(ECB/2010/13) 

01/01/2011 

 Lowering of 
minimum credit 
rating for 
homogeneous ABS 
backed by residential 
mortgages or loans to 
SMEs to “single A” 
(ECB/2011/25, 
ECB/2012/12, 
ECB/2012/18, 
ECB/2013/4) 

19/12/2011 
 End of transitional 

period of remaining 
eligibility of ABS not 
complying with criteria 
of 01/03/2009 
(ECB/2009/1) 

01/03/2010 

 Eligibility of ABS 
denominated in pounds 
sterling, yen or US dollars 
(ECB/2008/11, 
ECB/2008/18, 
ECB/2009/24) 

14/11/2008 

- 31/12/2010 

 Eligibility of ABS 
denominated in 
pounds sterling,  
yen or US dollars     
(ECB/2012/23, 
ECB/2013/4) 

09/11/2012 

Source: Authors’ compilation. 

4.5 Changes to the eligibility of ABSs

ABSs are as covered bank bonds a possible way for banks to free up their balance sheets

and to receive fresh liquidity. But banks have been preferring covered bank bonds over ABSs

for two reasons: Firstly, covered bank bonds can be used as collateral by the same issuer

and secondly, lower haircuts have been applied to covered bank bonds than to ABSs. It

was discussed in Subsection 4.4 that the ECB did not entirely differentiate between ABSs

and covered bank bonds before January 2013.61 It will therefore be presumed that eligibility

criteria specified for covered bank bonds (see Subsection 4.4) also apply to ABSs but not vice

versa. However, as of May 2006, the ECB additionally set out ABS-specific eligibility criteria

which are discussed in the following and captured in Figure 11.

The development of the specific eligibility of ABSs is a story of both tightening and

loosening. During a first period between May 2006 and January 2011, the ECB limited the

eligibility of ABSs as collateral but substantially lowered its requirements thereafter in order

to broaden the amount of ABSs eligible for collateral purposes. Since January 2013, it has

61ABSs were not explicitly included in the initial General Framework. They were mentioned for the first time
in March 2004 and classified into liquidity category 4, i.e. the lowest category possible at that time. This
classification was irrespective of the issuer or the rating of the specific ABS. Classified into the lowest liquidity
category, the highest haircut values were applied to ABSs, differing by residual maturity and coupon structure.
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started to introduce a tight accompanying monitoring of underlying assets.

4.5.1 Tightening the eligibility of ABSs (2006-2011)

In May 2006, the requirement that debt instruments had to have a fixed and unconditional

principal amount in order to be eligible was specified not to be valid for ABSs. Moreover,

specific requirements were laid down for the assets underlying the ABS: They had to be

legally acquired in accordance with the laws of an EU member state and a “true sale” that

had to be enforceable against any third party and was beyond the reach of the originator and

its creditors.62 Also, two types of ABSs were excluded from eligibility: ABSs consisting of

credit-linked notes and ABSs issued by entities established in non-EEA G10 countries, i.e.

the US, Canada, Japan and Switzerland. ABSs not complying with these additional criteria

remained eligible until October 2006.

ABSs were shifted to (the lowest) liquidity category 5 when uncovered bank bonds were

introduced as the sole fourth liquidity category in February 2009. Moreover, a uniform haircut

has from then on been applied to all ABSs irrespective of maturity or coupon structure.

When the ECB lowered the minimum credit rating threshold for marketable and non-

marketable assets from “single A” to “triple B” in October 2008, it explicitly excluded ABSs

from this lowering. Soon after, the minimum credit rating requirement for ABSs was even

tightened in March 2009. The ECB defined its high credit standards for ABSs as “single A”

over lifetime of the ABS. Additionally, the highest possible credit rating of “triple A” had to be

obtained at issuance. At the same time, the ECB once more restricted the requirements for the

underlying assets. Multiple securitization was excluded by preventing the underlying assets

to consist of tranches of other ABSs. ABSs which did not meet these additional requirements

but were issued before 1 March 2009 remained eligible for another year.

In October 2010, the ECB required at least two credit assessments from accepted ECAIs

to fulfill the beforehand defined high credit standards for ABSs. It has thereby been applying

the “second-best rule” according to which not only the best available credit rating has to

62“True sale” means that the underlying assets are transferred by the seller to a Special Purpose Vehicle (SPV),
such that the SPV becomes entitled to the cash flows that are generated by the underlying assets (including
those resulting from a subsequent sale of the assets).
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comply with the minimum credit quality threshold, but also the second-best one.63 64 With

respect to underlying assets, the ECB moreover demanded ABSs not to consist of swaps,

other derivatives or synthetic securities.65 Finally, the uniform valuation haircut applied to

all ABSs was increased in January 2011.

4.5.2 Loosening the eligibility of ABSs (2011-2013)

In December 2011, the ECB changed course and quit its restrictive collateral policy with

respect to ABSs. It lowered the minimum credit rating threshold for specific ABSs which

consisted only of one sort of assets, i.e. homogeneous ABSs.66 For ABSs backed by only

loans to small and medium enterprises (SMEs) or only residential mortgages, the minimum

rating threshold was lowered to a second-best rating of “single A” at issuance.67 These ABSs

were considered eligible provided that they fulfilled additional criteria.68 The lowering of the

rating threshold was thought to remain in place temporarily until September 2012.

This was, however, not the case. The threshold was even lowered further in June 2012

to “triple B” both at issuance and over lifetime which corresponds to CQS 3, the lowest

possible one. Moreover, this lowering was not made exclusive for ABSs only backed by loans

to SMEs or residential mortgages as before, but also applied to homogeneous ABSs with

commercial mortgages, auto loans as well as leasing and consumer finance as underlying

assets.69 In order to counter the increased risk from accepting ABSs of lower quality, the

ECB introduced additional haircuts for these newly accepted ABSs within CQS 3. These

63The application of this second-best rule is in contrast to the treatment of all other assets for which the less
strict first-best rule is applied, see Subsection 3.4.4.

64Depending on the date of issuance, the ECB implemented the following regimes: For ABSs issued before 1
March 2010 with only one credit assessment, an additional assessment had to be obtained before 1 March
2011; for ABSs issued before 1 March 2009, both credit assessments had to meet a rating of at least “single A”
over lifetime; for ABSs issued between 1 March 2009 and 28 February 2010, the first-best credit assessment
had to comply with “triple A” at issuance and “single A” over lifetime and the second-best assessment with
“single A” both at issuance and over lifetime.

65This requirement did not prevail for swaps used in ABS transactions strictly for the purpose of hedging. ABSs
which did not comply with this requirement but had been eligible before October 2010 kept eligibility for
another year.

66The ECB thereby made a move towards accepting only ABSs considered as “plain vanilla”, i.e. ABSs made
from a single pool of underlying assets.

67The minimum rating requirement over lifetime remained at “single A”.
68Firstly, the counterparty pledging the ABS or any third party with close links was not allowed to provide an
interest rate hedge to the ABS. Secondly, the underlying assets were prohibited to contain loans which were
non-performing at issuance nor structured, syndicated or leveraged at any time.

69At first, this lowering was temporarily valid until September 2012. It was, however, prolonged in September
2012 until March 2013. In March 2013, it was included in the General Framework and is now without expiration
date.
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haircuts were differentiated by the type of the underlying asset.70 The measures of loosening

eligibility meant to foster the use of ABSs as collateral were in the beginning only temporarily

valid and have been prolonged in September 2012 and May 2013. Since then, they have been

in place without expiration date.

4.5.3 Tightening the monitoring of eligible ABSs (since January 2013)

Since January 2013, ABSs have taken an exceptional position within the class of marketable

assets. An explicit differentiation has been made between “common eligibility requirements”

and “additional eligibility criteria applicable to ABSs”.

Importantly, the “loan-level reporting initiative” has been gradually introduced which aims

at making ABSs in general and particularly the underlying assets more transparent. Therefore,

the ECB demands comprehensive and standardized loan-level data on the pool of underlying

assets.71 Owing to this, ABSs must be backed by homogeneous assets, as otherwise, the under-

lying assets could not be reported in accordance with the loan-level reporting requirement.72

This implies that heterogeneous ABSs have been ineligible since January 2013.

4.5.4 Eligibility of ABSs with close links

For ABSs with close links, not only the general eligibility criteria discussed in Subsection

3.4.1 but also asset-specific criteria were put into force; see also Table 1. As there had not

been an explicit differentiation between covered bank bonds and ABSs until January 2013,

it is presumed that the development of the eligibility of covered bank bonds with close links,

as described in Subsection 4.4.3, is also relevant when discussing the eligibility of ABSs with

close links.

70For ABSs that did not have two ratings of at least “single A”, the haircut was differentiated with respect to the
underlying assets: Those ABSs backed by commercial mortgages were subject to a higher valuation haircut
than all other ABSs. These haircuts have again been lowered in October 2013.

71The loan-level reporting requirements were introduced for residential mortgage-backed securities (RMBS) as
well as ABSs backed by loans to SMEs on 1 January 2013. Since 1 March 2013, the requirements have also
been demanded for commercial mortgage-backed securities (CMBS). For consumer finance ABSs, leasing ABSs
and auto ABSs, the requirements will become obligatory as of 1 January 2014 and by 1 April 2014 for credit
card ABSs.

72In order to be reported in accordance with the loan-level requirement, the underlying assets have to be reported
using a single template for the specific asset class. This cannot be fulfilled for heterogeneous ABSs, i.e. ABSs
consisting of more than one type of assets.
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4.6 Changes to the eligibility of corporate bonds

Corporate bonds have been labeled as “debt instruments issued by corporate and other issuers”

(ECB/2003/16 )73 and have always been eligible for collateral purposes provided that they

complied with the general eligibility criteria for marketable assets. Thus, corporate bonds

were also subject to all general changes of the eligibility criteria applied to marketable assets

which have been extensively discussed in Subsection 4.1, while no specific provisions have

been made.

5 Summary and conclusion

The purpose of this paper was to analyze the ECB’s collateral policy, to present collateral rules

and their evolution, and to structure the development of eligibility criteria into an analysis by

asset classes. Table 3 sums up the most important collateral policy actions taken by the ECB

between 2001 and 2013. In addition, these actions are classified as tightening or loosening of

eligibility criteria.

Table 3: Summary and classification of main actions in ECB’s collateral policy

The table consolidates the narrative database of ECB collateral criteria by pointing out the
most significant collateral policy actions taken by the ECB between 2001 and 2013. Also, these
actions are classified as tightening or loosening of eligibility criteria. The table conveys the
overall impression that (1) the ECB intensified collateral policy activity in response to the
crisis, and that (2) this activity was predominantly directed at loosening eligibility criteria.

Date Action Classification
tightening loosening

30/05/2005 Ineligibility of equities •

01/01/2007 Abolition of idiosyncratic eligibility criteria (in-
troduction of Single List) •

15/09/2008 Collapse of Lehman Brothers

25/10/2008

Lowering of minimum credit rating for all assets
except ABSs from “single A” to “triple B”; •

eligibility of bank bonds traded in the
STEP market •

14/11/2008 Eligibility of marketable debt instruments issued
in pounds sterling, yen or US dollars •

01/02/2009
Eligibility of own-use government-guaranteed
debt instruments; •

DBRS accepted as fourth ECAI •

73The name was changed in January 2011 to “debt instruments issued by non-financial corporations and other
issuers” (ECB/2010/13 ).
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Table 3: Summary and classification of main actions in ECB’s collateral policy (cont.)

Date Action Classification
tightening loosening

01/03/2009 Increase of minimum credit rating for ABSs from
“single A” to “triple A” at issuance •

06/05/2010,
01/04/2011,
07/07/2011,
03/05/2013,
09/05/2013

Suspensions of minimum credit rating for debt
instruments issued or guaranteed by the
governments of Greece, Ireland, Portugal; later
by governments under an EU/IMF program and
Cyprus

•

19/12/2011

Idiosyncratic acceptance of credit claims by
NCBs; •

lowering of minimum credit rating for specific
ABSs from “triple A” to “single A” at issuance •

29/07/2012
Lowering of minimum credit rating for all ABSs
from “single A” to “triple B” at issuance and over
lifetime

•

03/01/2013 Ineligibility of heterogeneous ABSs •
Source: Authors’ compilation.

The table conveys the impression that (1) the ECB intensified collateral policy activity

in response to the crisis, and that (2) this activity was predominantly directed at loosening

eligibility criteria accompanied by a broadening of the eligible collateral pool. This impression

arises from a qualitative consideration. It can, however, be reinforced once a quantitative

dimension complements the analysis, as summarized in the following three stylized facts.

Stylized fact 1: The ECB has been very active in collateral policy making, es-

pecially after the collapse of Lehman and the consequent turmoil in interbank

markets. Figure 12 shows how the changes that were discussed throughout this paper scat-

ter over time. Before the outbreak of the financial crisis, changes were mainly directed at

harmonizing and standardizing the collateral framework across the euro area. The ECB sub-

stantially increased activity in collateral policy making since 2007. Another increase in the

number of changes can be identified in 2011, which was triggered by the worsening of the

European debt crisis. Moreover, as a first response to the crisis, the ECB rather undertook

general changes but refined its policy making over the years towards the alteration of asset-

specific criteria. Before the crisis, only 6 official documents affecting collateral rules were

released. After the outbreak of the crisis in 2008, however, this number increased by more

than six times to 38. Also, the number of changes increased from 25 before to 71 after the

Lehman event.
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Figure 12: Activity in ECB collateral policy making

The figure shows the number of changes to the ECB’s collateral framework per year according
to the authors’ calculation. The bars differentiate between changes applying to all asset classes
(“general”) and changes to specific asset classes (“asset-specific”). The ECB substantially in-
creased its activity in collateral policy making since 2007. Another increase in the number of
changes can be identified in 2011, which was triggered by the worsening European debt crisis.
Moreover, as a first response to the crisis, the ECB rather undertook general changes while it
refined its activity over the years towards the alteration of asset-specific regulations.
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*Due to the analysis on an asset-specific level, changes affecting more than one asset class (e.g. general 
lowering of  minimum credit rating) are included multiply.

In Figure 13, these changes are classified as either tightening or loosening measures.

Changes that could not be classified in this sense are neglected. The bars sum up changes

in either direction differentiated by asset class. Both in response to the financial crisis (espe-

cially in 2008) and in response to the European debt crisis (since 2010), the loosening measures

prevail. Overall, 47 loosening and 25 tightening amendments can be counted since the in-

troduction of the collateral framework in 2001. 41 of the loosening and 19 of the tightening

changes were made after the collapse of Lehman.
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Figure 13: Tightening and loosening changes to the collateral framework

The figure shows the authors’ classification of the changes to the collateral framework depicted
in Figure 12 as either tightening or loosening measures. Changes that could not be classified
in this sense are neglected. The bars sum up changes in either direction differentiated by asset
class. It can be seen from the figure that the loosening measures prevail both in response to
the financial crisis and in response to the European debt crisis.
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*Due to the analysis on an asset-specific level, changes affecting more than one asset class (e.g. general 
lowering of  minimum credit rating) are included multiply; neutral changes are excluded.

Stylized fact 2: At the extensive margin, the ECB broadened the pool of eligible

collateral quantitatively. In line with Bagehot’s dictum, the ECB lent early and freely

through its full allotment of refinancing credit. This was, however, necessarily connected with

the quantitative broadening of the collateral pool in order to ensure that banks possessed the

means to collateralize the refinancing credit. This broadening is depicted in Figure 14 by an

index for the broadness of the collateral pool. The broadness is measured by the number of

eligible asset types. Asset types are differentiated according to (1) asset class (e.g. government

bond or corporate bond), (2) place of issue(r), (3) denomination, (4) credit rating, and (5)

close links involvement. For example, a covered bank bond was initially only eligible if it

was issued in an EEA country, denominated in euro, rated with at least “single A” and was

not own use. Today, the ECB additionally deems eligible e.g. covered bank bonds that are

denominated in US dollars if issued in the euro area, rated with “triple B” and are own use,

etc. Both examples would represent distinct asset types throughout the analysis. The index is
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then constructed as follows: The number of asset types that were initially eligible is counted

and normalized to unity. For the consecutive years, growth rates of the number of eligible

asset types relative to the initial value are computed. At this point, only the ECB’s activity

at the extensive margin is measured such that changes to the credit rating requirements are

for now neglected. Therefore, the dotted line shows this development of the index for only the

quantitative broadening of the collateral pool. Thus, keeping the intensive margin, i.e. the

credit quality requirements, fixed, a quantitative increase of the broadness of the collateral

pool by the factor of 36 is indicated by the index.

Figure 14: Broadening of the eligible collateral pool

The figure depicts the evolution of an index that measures the eligible collateral pool of the
ECB. The number of asset types within the collateral framework that were eligible in 2001 is
normalized to unity. Then, the development of the number of eligible asset types is considered
in terms of growth rates for the number of assets relative to the initial value. A differentiation is
made between a quantitative broadening at the extensive margin of the eligible collateral pool,
e.g. deeming an additional type of asset of the same quality level eligible, and a qualitative
broadening at the intensive margin, e.g. lowering the minimum credit rating threshold. The
former effect contributed to a broadening of the pool by the factor of 36 while the latter added
an additional broadening by the factor of 110.
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Stylized fact 3: At the intensive margin, the ECB broadened the pool of eligible

collateral qualitatively. To complete the picture, the solid line in Figure 14 adds the

qualitative component of the broadening of the collateral pool. It hence depicts the overall

broadening of the collateral pool, i.e. both quantitative and qualitative. Therefore, also
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changes to the credit quality requirements of eligible assets are taken into account for the

calculation of the index values. The difference in index values between the solid and dotted

line at any point in time displays the qualitative broadening of the pool. For the end of 2013,

a significant qualitative broadening by an additional factor of 110 at the intensive margin (in

the sense of a lowering of quality standards for eligible collateral) is implied by the index.

This development can be seen as in contrast to Bagehot’s call for “good collateral”.
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Appendix

A.1 General changes to the eligibility of assets; see Figure 2

Date Action Guideline(s)
01/01/2001 Two tier system of eligible assets ECB/2000/7
08/03/2004 Reduction of applied risk control measures to “valuation haircuts” and “variation margins”

(from formerly six)
ECB/2003/16

08/03/2004 Four liquidity categories of tier 1-assets ECB/2003/16
30/05/2005 Eligibility of debt instruments issued by entities established in non-EEA G10 countries ECB/2005/2
30/05/2005 Ineligibility of equities ECB/2005/2
30/05/2005 Specialization of close links definition ECB/2005/2
01/01/2007 Single List of eligible assets ECB/2006/12
01/01/2007 Eurosystem Credit Assessment Framework (ECAF) ECB/2006/12
01/01/2007 Definition of minimum credit rating as “single A” ECB/2006/12
31/05/2007 End of phasing-out of two tier system with the exception of units of FCCs ECB/2006/12, ECB/2007/10

25/10/2008 Eligibility of fixed-term deposits
ECB/2008/11, ECB/2008/18,
ECB/2009/24, ECB/2010/30,
ECB/2011/14

25/10/2008 Lowering of minimum credit rating (except ABSs) to “triple B”
ECB/2008/11, ECB/2008/18,
ECB/2009/24, ECB/2010/13,
ECB/2011/14

14/11/2008 Eligibility of marketable assets denominated in pounds sterling, yen or US dollars
ECB/2008/11, ECB/2008/18,
ECB/2009/24

01/02/2009 Eligibility of government-guaranteed debt instruments and RMBDs with close links ECB/2008/13
01/02/2009 DBRS accepted as fourth ECAI ECB/2008/13
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10/10/2010 Resumption of “initial margins”, “limits in relation to issuers/debtors or guarantors”, “addi-
tional guarantees” and “exclusion” as risk control measures

ECB/2010/13

10/10/2010 Introduction of “application of supplementary haircuts” and “limits in relation to the use of
unsecured debt instruments” as risk control measures

ECB/2010/13

01/01/2011 Harmonized rating scale ECB/2010/13

19/12/2011 Idiosyncratic acceptance of credit claims (bank loans) by NCBs (ACCs)
ECB/2011/25, ECB/2012/17,
ECB/2012/18, ECB/2013/4,
ECB/2013/36

09/11/2012 Renewed eligibility of marketable assets denominated in pounds sterling, yen or US dollar ECB/2012/2, ECB/2013/4
01/10/2013 Differentiation between short-term and long-term assets for risk control purposes ECB/2013/35

A.2 Evolution of eligibility of debt instruments issued or guaranteed by governments; see Figure 6

Date Action Guideline(s)

25/10/2008 Lowering of minimum credit rating from “single A” to “triple B”
ECB/2008/11, ECB/2008/18,
ECB/2009/24, ECB/2010/13,
ECB/2011/14

14/11/2008 Eligibility of debt instruments denominated in pounds sterling, yen or US dollars
ECB/2008/11, ECB/2008/18,
ECB/2009/24

01/02/2009 Eligibility of government-guaranteed debt instruments with close links ECB/2008/13

06/05/2010
Suspension of minimum credit rating for debt instruments issued or guaranteed by the gov-
ernment of Greece

ECB/2010/3, ECB/2012/2

01/04/2011
Suspension of minimum credit rating for debt instruments issued or guaranteed by the gov-
ernment of Ireland

ECB/2011/4, ECB/2013/4
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07/07/2011
Suspension of minimum credit rating for debt instruments issued or guaranteed by the gov-
ernment of Portugal

ECB/2011/10, ECB/2013/4

08/03/2012
Acceptance of debt instruments issued or guaranteed by the government of Greece condi-
tional on the provision of a buyback scheme

ECB/2012/3, ECB/2012/14

23/03/2012
Release of NCB’s obligation to accept eligible government-guaranteed bank bonds provided
the guarantor is a country under an EU/IMF program or whose credit assessment does not
meet high credit standards

ECB/2012/4, ECB/2011/25,
ECB/2012/17, ECB/2012/18

03/07/2012 Limitation of the use of government-guaranteed bank bonds with close links
ECB/2012/12, ECB/2011/25,
ECB/2012/17, ECB/2012/18

09/11/2012 Renewed eligibility of debt instruments denominated in pounds sterling, yen or US dollars ECB/2012/32, ECB/2013/4

21/12/2012
Suspension of minimum credit rating for debt instruments issued or guaranteed by the gov-
ernment of Greece

ECB/2012/32, ECB/2013/4

03/05/2013
Suspension of minimum credit rating for bank bonds guaranteed by countries under an EU-
/IMF program

ECB/2013/4

03/05/2013

Release of NCBs obligation to accept eligible government-guaranteed bank bonds narrowed
to such uncovered bank bonds with close links where the guarantor is a country under an
EU/IMF program and whose credit assessment does not meet high credit standards (cf.
23/03/2012)

ECB/2013/4

03/05/2013
Limitation of the use of government-guaranteed uncovered bank bonds with close links (cf.
03/07/2012)

ECB/2013/4

01/03/2015 Ineligibility of government-guaranteed uncovered bank bonds with close links ECB/2013/6
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A.3 Evolution of eligibility of debt instruments issued on non-regulated markets; see Figure 8

Date Action Guideline(s) / Source
01/01/2001 Eligibility of assets traded on regulated and accepted non-regulated markets ECB/2007/7

30/05/2005
Specification of safety, transparency and accessibility as principles non-regulated markets
have to comply with

ECB/2005/2

02/04/2007 Acceptance of STEP market as non-regulated market for collateral purposes
ECB Press Releases of 15/09/2006
and 02/04/2007

19/11/2007
Acceptance of non-regulated markets that fulfill requirements for safety and accessibility
but not for transparency

ECB/2007/10, ECB/2010/13

19/11/2007 Ineligibility of uncovered bank bonds traded on such markets ECB/2007/10, ECB/2010/13

25/10/2008 Eligibility of bank bonds traded on accepted non-regulated markets
ECB/2008/11, ECB/2008/18,
ECB/2009/24, ECB/2010/13,
ECB/2011/14

A.4 Evolution of eligibility of bank bonds; see Figure 10

Date Action Guideline(s)
01/01/2001 Classification of bank bonds into tier 1- and tier 2-assets ECB/2000/7

08/04/2004
Classification of Jumbo Pfandbrief-style debt instruments into liquidity category 2 and tra-
ditional Pfandbrief-style debt instruments into liquidity category 3

ECB/2013/16

01/01/2007 Classification of covered and uncovered bank bonds as marketable assets ECB/2006/12
01/01/2007 Suspension of minimum credit rating for UCITS-compliant covered bank bonds ECB/2006/12
19/11/2007 Ineligibility of uncovered bank bonds traded on accepted non-regulated markets ECB/2007/10, ECB/2010/13
01/01/2008 Reintroduction of minimum credit rating for UCITS-compliant covered bank bonds ECB/2007/10
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25/10/2008 Lowering of minimum credit rating for bank bonds to “triple B”
ECB/2008/11, ECB/2008/18,
ECB/2009/24, ECB/2010/13,
ECB/2011/14

25/10/2008 Eligibility of bank bonds traded on accepted non-regulated markets ECB/2008/11

14/11/2008 Eligibility of bank bonds denominated in pounds sterling, yen or US dollars
ECB/2008/11, ECB/2008/18,
ECB/2009/24

01/02/2009 Classification of uncovered bank bonds into liquidity category 4 ECB/2008/13
01/02/2009 Eligibility of government-guaranteed bank bonds with close links ECB/2008/13
01/03/2009 Limitation of the use of uncovered bank bonds of the same issuer group ECB/2009/1

06/05/2010
Suspension of minimum credit rating for bank bonds guaranteed by the government of
Greece

ECB/2010/3, ECB/2012/2

10/10/2010
Eligibility of residential real estate loan-backed structured covered bank bonds with close
links

ECB/2010/13

01/01/2011 Additional valuation haircuts applied to covered and uncovered bank bonds ECB/2010/13
01/01/2011 Classification of non-UCITS-compliant covered bank bonds in liquidity category 3 ECB/2010/13
01/01/2011 Eligibility of unsecured debt instruments issued by financial corporations other than banks ECB/2010/13

01/02/2011
Eligibility of commercial mortgage loan-backed structured covered bank bonds with close
links

ECB/2010/30

01/04/2011
Suspension of minimum credit rating for bank bonds guaranteed by the government of Ire-
land

ECB/2011/4, ECB/2013/4

07/07/2011
Suspension of minimum credit rating for bank bonds guaranteed by the government of Por-
tugal

ECB/2011/ 10, ECB/2013/4

08/03/2012
Acceptance of bank bonds guaranteed by the government of Greece conditional on the pro-
vision of a buyback scheme

ECB/2012/3, ECB/2012/14
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23/03/2012
Release of NCBs obligation to accept eligible government-guaranteed bank bonds provided
the guarantor is a country under an EU/IMF program or whose credit assessment does not
meet high credit standards

ECB/2012/4, ECB/2011/25,
ECB/2012/17, ECB/2012/18

03/07/2012 Limitation of the use of government-guaranteed bank bonds with close links
ECB/2012/12, ECB/2011/25,
ECB/2012/17, ECB/2012/18

09/11/2012 Renewed eligibility of bank bonds denominated in pounds sterling, yen or US dollars ECB/2012/23, ECB/2013/4

21/12/2012
Suspension of minimum credit rating for bank bonds guaranteed by the government of
Greece

ECB/2012/32, ECB/2013/4

03/01/2013 Explicit distinction between covered bonds and ABS ECB/2012/25
03/01/2013 More general rule for eligibility of non-UCITS-compliant covered bank bonds ECB/2012/25
31/03/2013 Tightening of eligibility criteria for covered bank bonds with ABS as underlying assets ECB/2012/25

03/05/2013
Suspension of minimum credit rating for bank bonds guaranteed by countries under an EU-
/IMF program

ECB/2013/4

03/05/2013

Release of NCBs obligation to accept eligible government-guaranteed bank bonds narrowed
to such uncovered bank bonds with close links where the guarantor is a country under an
EU/IMF program and whose credit assessment does not meet high credit standards (cf.
23/03/2012)

ECB/2013/4

03/05/2013
Limitation of the use of government-guaranteed uncovered bank bonds with close links (cf.
03/07/2012)

ECB/2013/4

28/11/2014
End of transitional period of remaining eligibility of bank bonds not complying with the
criteria of 31/03/2013

ECB/2012/25

01/03/2015 Ineligibility of government- guaranteed uncovered bank bonds with close links ECB/2013/6
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A.5 Evolution of eligibility of ABSs; see Figure 11

Date Action Guideline(s)
08/03/2004 Classification of ABS as liquidity category 4 of marketable assets ECB/2003/16
01/05/2006 Specification of eligibility criteria for ABS, most importantly “true sale” ECB/2005/17

01/05/2006
Ineligibility of ABS consisting of credit-linked notes and ABS issued by entities established
in non-EEA G10 countries

ECB/2005/17

15/10/2006
End of transitional period of remaining eligibility of ABS not complying with the criteria of
01/05/2006

ECB/2005/17

25/10/2008 Exclusion of ABS from lowering of minimum credit rating ECB/2008/11

14/11/2008 Eligibility of ABS denominated in pounds sterling, yen or US dollars
ECB/2008/11, ECB/2008/18,
ECB/2009/24

01/02/2009 Classification of ABS as liquidity category 5 of marketable assets ECB/2008/13
01/02/2009 Uniform haircut on ABS ECB/2008/13
01/02/2009 Ineligibility of ABS with close links in currency hedge ECB/2008/13
01/03/2009 Ineligibility of ABS consisting of tranches of other ABS ECB/2009/1
01/03/2009 Tightening of minimum credit rating to “triple A” (issuance) and “single A” (lifetime) ECB/2009/1

01/03/2010
End of transitional period of remaining eligibility of ABS not complying with criteria of
01/03/2009

ECB/2009/1

10/10/2010 Two rating assessments required and application of second-best rule ECB/2010/13
10/10/2010 Additional haircut on ABS if theoretically valued (ECB/2010/13) ECB/2010/13
10/10/2010 Ineligibility of ABS consisting of swaps, other derivatives and synthetic securities ECB/2010/1
01/01/2011 Increase of uniform haircut applied to ABS ECB/2010/13

09/10/2011
End of transitional period of remaining eligibility of ABS not complying with criteria of
10/10/2010

ECB/2010/13
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19/12/2011
Lowering of minimum credit rating for homogeneous ABS backed by residential mortgages
or loans to SMEs to “single A”

ECB/2011/25, ECB/2012/12,
ECB/2012/18, ECB/2013/4

29/06/2012
Lowering of minimum credit rating for eligible homogenous ABS to “triple B” (issuance &
lifetime)

ECB 2012/11, ECB/2012/17,
ECB/2012/18, ECB/2013/4,
ECB/2013/36

29/06/2012 Renewed differentiation of haircuts applied to ABS
ECB 2012/11, ECB/2012/17,
ECB/2012/18, ECB/2013/4,
ECB/2013/36

09/11/2012 Eligibility of ABS denominated in pounds sterling, yen or US dollars ECB/2012/23, ECB/2013/4
03/01/2013 Explicit distinction between ABS and covered bonds ECB/2012/25
03/01/2013 Additional eligibility criteria for underlying assets ECB/2012/25
03/01/2013 Ineligibility of heterogeneous ABS ECB/2012/25
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