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The Association of German Pfandbrief Banks (vdp) and its affiliated company vdpResearch 

welcome the opportunity to comment on the commission’s consultation on the regulation of 

indices. The vdp is the umbrella organisation of Germany's Pfandbrief Banks. Its members 

stand for 98 per cent of Pfandbrief issuance and almost 100 per cent of all Pfandbrief 

outstanding. 

vdpResearch is a 100% subsidiary of vdp. Their main aim is the analysis and forecast of 

national and international real estate markets. Especially for the German real estate market 

the analyses are provided with the help of the vdp transaction database which is the basis for 

the calculation of transaction based property price indices for Germany. 

We would like to highlight the most important issues first before we answer the questions of 

the document.  

Transparency is indispensable for the credibility of any index and benchmark. Construction 

and calculation methods must be disclosed in detail. Other essential features are rigorous 

and systematic control mechanisms and an ongoing validation process including back-testing 

that have to be disclosed to the public, too. A sanctioning mechanism should be in place to 

be able to react to ongoing misbehavior. Ideally, all this is summarized in a publicly available 

documentation. 

While we regard transparency as key for any index and benchmark we oppose the idea of 

disclosing individual data submissions. Such transparency could create an incentive for 

panel members to massage their contributions. Therefore, individual data submissions 

should be disclosed to an internal control committee only, which has the competencies and 

know-how to test the accuracy of all data contributions.  

Given the potential lack of transactions in some sectors we oppose the idea of limiting 

submissions to real transactions. By contrast, we support a two-step approach, which is 

outlined in the consultation paper. Real transactions should be the basis for individual 

submissions. In a second step indicative levels should be contributed, if not enough trades 

occur. 

In order to be able to monitor the appropriateness of submissions it is of utmost importance 

that calculation and control is carried out by people with deep knowledge of the market and 

current market developments. Any public authority that is too far away from the market would 

not be able to conduct calculation, control and validation of data submissions.  

Generally, if a regulation on indices and benchmarks is planned, it should be focused on 

setting clear guidelines. Otherwise it will hardly be possible to meet the huge heterogeneity in 

this field.  

Especially real estate price indices are generally published in order to enhance market 
transparency. Providers are not able to oversee the uses of their indices, normally.  
Therefore any regulation should focus on their further use rather than their production. 

In addition, the higher the burden placed on panel members regarding internal procedures 
and external auditing, the fewer institutions will be willing to participate in a panel.  
 

In the following we would like to respond to the questionnaire of the consultation document.  
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Chapter 1. Indices and Benchmarks: What they are, who produces them and for which 

purposes  

(1) Which benchmarks does your organisation produce or contribute data to?  

The vdp and its members produce the vdp Pfandbrief curves, which provide an overview of 

Pfandbrief banks’ funding conditions for loans and loan tranches eligible as cover for 

Pfandbrief. Technically speaking, the vdp Pfandbrief curves are interest rate curves. The 

Pfandbrief curves reflect the vdp member institutions’ average funding levels for maturities 

from 1 to 15 years. 

The vdp publishes price indices for different real estate market segments in Germany on a 

quarterly basis. The indices are published free of charge six weeks after the end of the 

previous quarter. The indices are calculated by vdpResearch. To our knowledge the indices 

are mainly used for market assessment. 

(2) Which benchmarks does your organization use? What do you use each of these 

benchmarks for? Has your organization adopted different benchmarks recently and if 

so why?  

We do not use any benchmarks.  

(3) Have you recently launched a new benchmark or discontinued existing ones?  

The vdp property price index family will be enlarged in irregular time intervals. The latest 

enlargements were the indices for multi-family houses in Germany. 

 (4) How many contracts are referenced to benchmarks in your sector? Which persons 

or entities use these contracts? And for which purposes?  

It can be assumed that many contracts are referenced to benchmarks in the mortgage and 

fixed income market. However, we have no overview of the total number. In fact, it is even 

impossible to overlook or limit the usage of vdp Pfandbrief curves.  

(5) To what extent are these benchmarks used to price financial instruments? Please 

provide a list of benchmarks which are used for pricing financial instruments and if 

possible estimates of the notional value of financial instruments referenced to them.  

Please refer to question 4. 

(6) How are benchmarks in your sector set? Are they based on real transactions, 

offered rates or quotes, tradable prices, panel submissions, samples? Please provide 

a description of the benchmark setting methodology.  

We can provide information on vdp Pfandbrief curves and vdpresearch real estate indices 

only. The vdp Pfandbrief curves are based on both real transactions and realizable funding 

levels, the calculation is done by an independent third party. The vdp real estate market 

indices are based on transaction data. 

(7) What factors do you consider to be the most important in choosing a reliable 

benchmark? Could you provide examples of benchmarks which incorporate these 

factors?  
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Indices should be based on a scientifically sound method. As mentioned in our introduction 

we regard transparency of the method as well as clear and rigorous internal control and 

validation mechanisms as very important issues for a reliable benchmark. The usage of real 

transaction data is not a precondition as long as internal control and validation mechanisms 

ensure appropriateness of data submissions.  

Chapter 2. Calculation of Benchmarks: Governance and Transparency.  

(8) What kinds of data are used for the construction of the main indices used in your 

sector? Which benchmarks use actual data and which use a mixture of actual and 

estimated data?  

We assume that the vast majority of indices in the fixed income market are based on 

estimated data.  

Real estate price indices are predominantly based on actual data: either transaction price 

based, appraisal based or offer price based. 

(9) Do you consider that indices that do not use actual data have particular 

informational or other advantages over indices based on actual data?  

Due to a lack of real transaction data many indices have to be based on indications. These 

indices have the advantage of a broader data base. This does not come at the price of lower 

quality as long as internal control and validation mechanisms ensure realistic indication 

levels.  

(10) What do you consider are the advantages and disadvantages of using a mixture of 

actual transaction data and other data in a tiered approach?  

We welcome the proposal to use transaction data where available and alternative measures 

when real transaction data are unavailable. This combines the advantages of reliable data 

sources and a broad data base. However, as mentioned earlier a prerequisite is that a 

rigorous control and validation procedure is in place.  

(11) What do you consider are the costs and benefits of using actual transactions data 

for benchmarks in your sector? Please provide examples and estimates. 

For instance, the vdpPfandbrief curves are based on spreads delivered by member 

institutions on a daily basis. The curves cover maturities from 1 to 15 years. However, it is 

highly unlikely that banks issue daily in each maturity. If only actual transactions were used 

for calculation we would not be able to produce the curves due to the lack of data. Therefore, 

members are requested to use real transactions as a basis for their submissions and 

realizable funding levels if no issuance occurred. Current regulatory projects like the 

introduction of pre-trade transparency requirements for bonds will most likely lead to a 

reduction of liquidity in the market and even reduce the number of transactions.  

(12) What specific transparency and governance arrangements are necessary to 

ensure the integrity of benchmarks?  

The whole process has to be disclosed in detail. It starts with the purpose of the indices or 

benchmarks. The contributors must be published as well as the calculation method. Clear 

and rigorous control and validation mechanisms must exist and be disclosed. In addition, a 
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sanction mechanism should be in place. Ideally, all this is summarized in a publicly available 

documentation. In contrast, we oppose the idea of displaying individual submissions as this 

could be an incentive for participants to submit inaccurate data.  

(13) What are the advantages and disadvantages of imposing governance and 

transparency requirements through regulation or self-regulation?  

A detailed regulation would have to cover a huge variety of indices and benchmarks in many 

different sectors. We doubt that a regulation could adequately reflect such diversity and fear 

that it would hinder the necessary ongoing innovation process in order to keep pace with 

market developments. However, it could be appropriate to set guidelines for transparency 

requirements and other essential features.  

(14) What are the advantages and disadvantages of making contributing data or 

estimates to produce benchmarks a regulated activity? Please provide your 

arguments.  

Please refer to question 13.  

(15) Who in your sector submits data for inclusion in benchmarks? What are the 

current eligibility requirements for benchmarks' contributors?  

No comment  

(16) How should panels be chosen? Should safeguards be provided for the selection 

of panel members, and if so which safeguards?  

Only those that are active in the market should be allowed to contribute. They should be 

excluded, if they become inactive over a certain period of time. Not only for that reason a 

clear and rigorous control and validation process must be in place. Panel members must be 

approached and sanctioned if necessary when they continue to contribute inaccurate data.  

(17) How should surveys of data used in benchmarks be performed? What safeguards 

are necessary to ensure the representativeness and integrity of data gathered in this 

way?  

No comment 

(18) What are the advantages and disadvantages of large panels? Even in the case of 

large panels could one panel member influence the benchmark?  

The more panel members there are, the lower the impact of a single contributor and the risk 

of manipulation and collusion. However, as mentioned above, only those that are active in 

the market should be allowed to contribute. We are not in favor of a minimum number of 

panelists. Instead, full transparency about the index will allow market participants to decide if 

an index or benchmark is reliable.   

(19) What would be the main advantages and disadvantages to auditing of panels? 

Please provide examples.  

On both the individual contributor and the aggregated calculation level clear and rigorous 

guidelines are compulsory. If the compliance with these guidelines is controlled through an 

internal control mechanism, an external auditing might be redundant. In addition, an external 
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auditing could hinder the innovation process which is necessary in many sectors in order to 

keep pace with market developments. The higher the burden placed on panel members 

regarding internal procedures and external auditing, the less institutions will be willing to 

participate in a panel. 

(20) Where indices rely on voluntary contributions, do you consider that there are 

factors which may discourage the making of these contributions and if so why?  

No comment 

(21) What do you consider to be the advantages and disadvantages of mandatory 

reporting of data? Please provide examples.  

No comment 

(22) For entities contributing to benchmarks which are regulated by financial 

regulation, what would be the advantages and disadvantages of bringing their 

benchmark submissions under the scope of this framework?  

No comment 

 

(23) Do you consider that responsibility for making adjustments if inadequate data is 

available should rest with the contributor of the data, the index provider or the user of 

the index?  

No comment 

(24) What is the formal process that you use to audit the submissions and 

calculations?  

Please have a look at  

http://www.pfandbrief.de/cms/_internet.nsf/tindex/en_811.htm?OpenDocument&39E3C9B19

5892D53C12576A20054C6A3 

(25) If there are any weaknesses identified in the audit, who are they reported to and 

how are they addressed? Is there a follow up process in place?  

With regard to the vdp Pfandbrief curves the internal control and validation mechanism are 

subject to a permanent review. Identified weaknesses are discussed in the quality assurance 

committee, which also decides on any adjustments or changes.  

(26) How often are submissions audited, internally or externally, and by what means? 

Do you consider the current audit controls are sufficient? What additional validation 

procedures would you suggest? 

No comment 

(27) What are the advantages and disadvantages of a validation procedure? Please 

provide examples.  

A validation procedure is an indispensable requirement of an index or benchmark.  
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(28) Who should have the responsibility for auditing contributed data, the index 

provider or an independent auditor or supervisor?  

Please refer to question 19. 

(29) What are the advantages and disadvantages of making benchmarks a regulated 

activity? Please provide your arguments.  

No comment 

Chapter 3: The Purpose and Use of Benchmarks  

(30) Is it possible and desirable to restrict the use of benchmarks? If so, how, and 

what are the associated costs and benefits? Please provide estimates.  

There might be cases where a restriction might be desirable, especially when the use does 

not comply with the intended purpose of the benchmark. However, from a producer 

perspective it seems impossible to restrict the use.  

(31) Should specific benchmarks be used for particular activities? By whom? Please 

provide examples.  

No comment 

(32) Should benchmarks developed for wholesale purposes be used in retail contracts 

such as mortgages? How should non-financial benchmarks used in financial contracts 

be controlled?  

Please refer to question 30. 

(33) Who should have the responsibility for ensuring that indices used as benchmarks 

are fit for purpose, the provider, the user (firms issuing contracts referenced to 

benchmarks), the trading venues or regulators?  

As mentioned above it is beyond the producer’s sphere of influence to limit the use of indices 

to those benchmarks that fit for its purpose.  

Chapter 4: Provision of Benchmarks by Private or Public Bodies  

(34) Do you consider some or all indices to be public goods? Please state your 

reasons.  

No comment 

(35) Which role do you think public institutions should play in governance and 

provision of benchmarks?  

In some cases the provision of benchmarks by public bodies or institutions might be useful. 

However, under all circumstances the provider needs to have deep knowledge of the market. 

Only then an efficient control and validation process is possible.  

(36) What do you consider to be the advantages and disadvantages of the provision of 

indices by public bodies?  
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Please refer to question 35. 

(37) Which indices, if any, would be best provided by public bodies?  

No comment 

Chapter 5: Impact of Potential Regulation: Transition, Continuity and International 

Issues.  

(38) What conflicts of interest would arise in the provision of indices by public bodies? 

What would be the best way of avoiding these conflicts of interest?  

No comment 

(39) What are the likely transition challenges, costs and timelines for relevant 

benchmarks? Please provide examples. 

No comment 

(40) How do you consider that the adoption of new benchmarks could be ensured? Is 

this best framed in terms of encouraging or mandating the use of particular 

benchmarks?  

No comment 

(41) How can reforms of the regulation of benchmarks be most easily implemented?  

No comment 

(42) What positive or negative impacts, if any, do you see on small and medium-sized 

enterprises of the possible regulation of indices, and how could any negative impacts 

be mitigated?  

No comment 

(43) Are there other impacts which should be considered? If so please specify the 

nature of these impacts and provide evidence.  

In order to be able to monitor the appropriateness of submissions it is of utmost importance 

that calculation and control is carried out by people with deep knowledge of the market and 

current market developments. Any public authority that is too far away from the market would 

not be able to conduct calculation, control and validation of data submissions.  

Generally, if a regulation on indices and benchmarks is planned, it should be focused on 
setting clear guidelines. Otherwise it will hardly be possible to meet the huge heterogeneity in 
this field. In addition, the higher the burden placed on panel members regarding internal 
procedures and external auditing, the fewer institutions will be willing to participate in a panel. 
Consequently, many indices/benchmarks could fall away. 
 

 (44) In which countries are benchmarks used in your sector produced? From which 

countries are data used for the production of benchmarks in your sector sourced? In 

which countries are benchmarks used in your sector used?  

No comment 
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(45) Are there non-EU benchmarks which could serve as substitutes? Are there non-

EU benchmark providers which could produce similar benchmarks?  

No comment 

(46) Are there international benchmarks which could serve as substitutes for national 

benchmarks? 

No comment 


