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Summary 

 In an emergency meeting, the ECB strengthened its commitment to contain Eurozone spreads 

 However, the statement leaves much uncertainty over how powerful the ECB’s intervention 

will actually be. We expect more clarity in July. 

 The vague statement may contain spreads for now, as the market will not want to try the 

ECB’s hand ahead of the formalisation of any instrument. 

 However, once an anti-fragmentation tool is known and markets will know its limitations, that 

arguably gives traders a new target to aim for.  

 The market reception of the instrument will dictate whether this means more or fewer hikes. 

Policy decisions 

 PEPP flexibility has been invoked, allowing the ECB to reinvest maturing bonds across time 

and asset classes in order to preserve the transmission of monetary policy 

 The Council has mandated the relevant committees to accelerate the completion of the 

design of a new anti-fragmentation instrument. 

Well, well, well. That did not take long at all. In our post-meeting comment last week, we noted 

that the omission of any concrete anti-fragmentation instrument would only invite traders to 

test the ECB’s pain threshold. It appears that a nerve was struck already, as the ECB decided in 

an ad-hoc meeting to start using the flexibility of PEPP reinvestments and to accelerate the 

development of an anti-fragmentation tool. 

Forced into a corner? 

Activating the flexibility of the PEPP programme may have been all that the ECB originally 

intended to do today. However, as market expectations built, that would have likely 

underwhelmed. Yet, an anti-fragmentation strategy of instrument wasn’t ready yet, so the ECB 

added “we’ll get back to you”. We expect to hear more in the regular July meeting. 

If the Bloomberg coverage of this ad hoc meeting is any reliable guidance, it feels to us like the 

ECB never intended today’s meeting to be so crucial or in-focus. The first headlines noted that 

there would be a Council meeting to “discuss market conditions”, and whether to invoke the 

flexibility that has been embedded in the PEPP reinvestments for some time now. Originally, it 

wasn’t even certain whether this would be followed by a statement.  

Nonetheless, markets rejoiced, and Eurozone spreads tightened significantly. These market 

expectations may have forced the ECB to divulge a bit more detail than they had originally 

planned. After all, the option to reinvest maturing bonds under the PEPP had already been 

communicated to the markets in previous policy statements, and so a subsequent Bloomberg 

article noted that “ECB officials are discussing a broader strategy to protect the integrity of the EZ as 

a well as whether to use reinvestments of their PEPP flexibly as a first defence”. In other words, the 
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Council may have felt forced to deviate from last week’s strategy of ambiguity. In the statement 

after this ad hoc meeting, the ECB added that it has “mandate[d] the relevant Eurosystem 

Committees […] to accelerate the completion of the design of a new anti-fragmentation instrument”. 

Similar language has historically been used to give strong guidance that a formal announcement 

should be expected in a following Council meeting. 

Anti-fragmentation tool: reusing old blueprints? 

As we have noted in the past, the ECB has proven to be creative when it comes to designing 

new instruments. And so it’s folly to try to predict the exact format. If we were to hazard a 

guess, we would look back at the ECB’s Securities Markets Programme as a possible blueprint: 

targeted, conditional purchases that are sterilized to avoid interference with the broader policy 

stance. 

The ECB is arguably facing a bigger challenge trying to contain fragmentation risk than before. 

Not because the risks are greater this time, but because this time the fragmentation risk requires a 

different policy stance than the inflation risks. And, separately, the ECB is trying to balance the 

functioning of its monetary policy transmission with a return to ‘market discipline’, i.e., the Bank 

doesn’t want to take all pressure off European governments. 

If we look back at the various instruments that the ECB has deployed since the global financial 

crisis, we believe that the Securities Markets Programme (SMP) ticks most of the boxes. The SMP 

was launched in May 2010 and sought to address the “severe tensions in certain market segments 

which had been hampering the monetary policy transmission mechanism”. In practise, this entailed 

ECB purchases of bonds issued by the southern member states and Ireland. However, the crucial 

difference with the Asset Purchase Programme was that these purchases were sterilized: the ECB 

conducted offsetting liquidity draining operations of similar size as the asset purchases, to ensure 

that the overall stance of monetary policy was not being affected.1   

Of course, not all design elements of the SMP need to be copied exactly. For example, the SMP 

focused particularly on shorter tenors. The average maturity of the ECB’s SMP portfolio has only 

exceeded 5 years once (Ireland in 2013). This of course does not need to be the case with a new 

iteration of this instrument. 

In fact, while we believe the SMP may be a good blueprint, the ECB staff has proven to come up 

with creative ideas. For example, each series of TLTROs came with different terms and conditions 

to align the instrument with the ECB’s current needs. In other words, while this is our best guess at 

this juncture, it would not surprise us if Lagarde unveils a completely different instrument. 

Whatever design the ECB chooses, we believe that there will be a clear conditionality. 

Particularly, it is likely that any tool will only be used actively after existing options have been 

exhausted. We’re mainly looking at the flexible PEPP reinvestments, which are now being 

called the “first line of defense” by several Council members. Any new instrument will probably 

only come into play if the ECB exhausts the capacity it has under these PEPP reinvestments. 

Will it contain spreads? 

We believe that the ECB has bought some time with today’s announcement. However, once the 

details are known, the market may test the instruments’ weak spots. The design and its 

reception by the market will therefore also be crucial for our policy rate expectations going 

forward. 

To us, it seems like a risky bet to test the ECB’s resolve at this juncture. After all, the ECB 

Committees will present the Council with several policy options at a future meeting, most likely in 

 
1 See https://www.ecb.europa.eu/press/pr/date/2010/html/pr100510.en.html  

https://www.ecb.europa.eu/press/pr/date/2010/html/pr100510.en.html


 

3/7 RaboResearch | Pain threshold hit already? | 15-06-2022 16:49 

 Please note the disclaimer at the end of this document. 

July. If the market decides to test the ECB’s tolerance prior to the unveiling of any measures, that 

will undoubtedly force the Council to opt for a stronger instrument. Essentially, this is like playing 

a game without knowing how the rules will change. On the other hand, once the modalities are 

known, the market will be able to assess its potential limitations, and this may invite new pressure 

– if there are any gaps. We believe this is another reason why the ECB is taking its time in 

designing the instrument, rather than hastily introducing something concrete today. 

Does this (also) imply fewer (or more) rate hikes? 

Today’s emergency meeting had the side effect of markets paring back their expectations for a 

greater than 25bp rate hike in July. While we agree that the anti-fragmentation tool is of 

importance for the ECB’s rate path, we believe that the markets’ reception of the instrument 

will be a crucial determinant for the medium-term policy path, particularly the odds of an 

October hike. 

As the ECB’s emergency meeting follows on the heels of a meeting where inflation concerns 

basically trumped all other issues, be that the risk of a recession or possible fragmentation (as 

highlighted above), one could easily be tempted to think that the ECB’s not just jerking one of its 

knees, but may actually pull back its other leg as well. In other words, could the ECB also dial back 

its ambitions for its hiking cycle? The fact that the market today is paring back the odds of a 50bp 

hike in July, and to a lesser extent for the September meeting as well may suggest so. 

From the perspective that the market may have been a bit overenthusiastic about the hiking 

trajectory this is understandable, but fundamentally we are not convinced that more ‘spread 

control’ by definition leads to fewer  rate hikes.  

One reason is political. The other is the potential risk that any form of spread control is going to 

be interpreted as a signal for conventional monetary policy. They ECB may have good reasons to 

keep these separated! We would argue that any new instrument that aims to control spreads will 

require sufficient buy-in from the hawks in the Council. With concerns about inflation still the 

dominant force, we may actually see those hawks only supporting such a tool when they get 

sufficient guarantees that the decision is not linked to rates policy. In fact, they may demand 

bigger hikes to remain on the table in order to prevent further weakness in the euro.  

Regular readers know that we have a below-consensus view on the ECB rates trajectory, 

forecasting 100bp of tightening this year but followed by a ‘pause’, as the economy is hit by a 

recession. If anything, we would be inclined to argue that –if the spread control strategy or 

instrument proves to have a stabilising effect on sovereign spreads– the ECB could see room for 

additional hikes in October or December, before the recession takes hold. 
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