
 

 
Commentary intended for non-professional investors within the meaning of MiFID II. 

 

 

Market flash 
February 2022 

 

 

 

 

 

  

 
 
 
 
The European Central Bank (ECB) held an extraordinary meeting today after three consecutive very 
volatile sessions in European Fixed Income markets. The spread between the 10-year Italian and 
German Bund moved from 200 basis points (bps) to 242 bps, and we saw similar movements across 
the board (2-year BTP spread, Greek spread, etc.). We did not expect a reaction from the ECB at 
such levels of spread considering that overall, spreads are not showing significant stress, as 
highlighted by Ms Schnabel yesterday. 
 

 
The question that everyone is asking is the following: what are the ECB’s options? 
 
The ECB must find a solution to achieve its three main objectives: 

1. Halt the fall of the Euro, 
2. Maintain intra EU spreads at reasonable levels,  
3. Fight inflation.  

 
Markets participants have been speculating on this for months now, and we are yet to see any 
convincing solution. See hereafter what they have indicated today. 
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• The ECB will apply flexibility in reinvesting PEPP (Pandemic emergency purchase program) 
redemptions. That was already the case before, so nothing new here. However, the ECB could 
increase the use of “flexibility” moving forward. They have been reluctant in the past to deviate 
significantly from the capital key (except during the Covid crisis for a short period of time), but 
they could decide to do so. Doing so may prove difficult over the long term (the ECB has to 
respect the capital key by the end of any calendar year, see 
https://www.ecb.europa.eu/mopo/implement/pepp/html/pepp-qa.en.html ), but it could help to 
stabilize markets over the short term. 

• The ECB told staff to prepare new anti-crisis tools for approval. We do not have any details 
yet, but this is what markets were hoping for last week before the ECB meeting. It is too soon 
to formulate an opinion on the plan, and it is still not clear how much support the plan will have 
among ECB members. 

 
The fact that the ECB is stepping in should calm markets over the short term, especially given the 
reduced exposure to peripheral countries. However, they must now deliver on their new anti-crisis 
tools. If it means a new Quantitative Easing (QE) program, dedicated to peripherals countries, we are 
hesitant. We do not think it would be possible without conditionality. It could be a new plan similar to 
the Outright Monetary Transactions (OMT) program, but with more flexibility and light conditionality. 
For now, this seems to be the most plausible outcome. Will it be enough to keep peripheral spreads 
from widening? We are not sure about that, at least not until inflation comes down.  
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This commentary is intended for non-professional investors within the meaning of MiFID II. It is 
provided for informational and educational purposes only and is not intended to serve as a forecast, 
research product or investment advice and should not be construed as such. It may not constitute 
investment advice or an offer, invitation or recommendation to invest in particular investments or to 
adopt any investment strategy. Past performance is not indicative of future performance. The opinions 
expressed by La Française Group are based on current market conditions and are subject to change 
without notice. These opinions may differ from those of other investment professionals. Published by 
La Française AM Finance Services, head office located at 128 boulevard Raspail, 75006 Paris, 
France, a company regulated by the Autorité de Contrôle Prudentiel as an investment services 
provider, no. 18673 X, a subsidiary of La Française. La Française Asset Management was approved 
by the AMF under no. GP97076 on 1 July 1997. 

 

 

 

 

 

https://www.ecb.europa.eu/mopo/implement/pepp/html/pepp-qa.en.html

