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ECB: an incoherent monetary package? 
 

Key Points 
 

 ECB: tiering and deposit rate cut 

 QE criticised by ECB policymakers 

 Lower risk aversion: gold, VIX and yen down 

 Confirmation of equity rebound, emerging debt and CDS spreads narrow  

 
Risky assets benefitted from positive news as China 
and the US announced that trade talks will resume in 
early October. 

Equities went up 2% in Europe and the US last week. 
Long-term bond yields drifted higher towards -0.60% 
on Bunds and 1.60% on US notes. Yield curves 
steepened slightly.  

Depreciation in the Japanese yen (106.5 vs. the 
USD), lower implied equity volatility and cheaper 

gold all point to a reduction in investor risk aversion. 
Credit spreads have moved up by just 2bp. European 
high yield retraced a large part of its widening in 
August. CDS indices still narrowed in keeping with 
optimism seen across world equity markets. 

Emerging debt resists the current Argentinian crisis, 
likely helped by a broad-based decline in the US 
dollar last week. The euro is trading about $1.10.  

Chart of the week 

 

Arguably, this year’s economic 
conditions were not particularly 
favorable to strong performance 
in risky assets, especially high 
yield and emerging debt. 

Monetary easing initiated by the 
PBoC and the Fed early on 
echoed in several parts of the 
world, so that impediments to 
global growth did not stop 
investors from reaching for 
yield. 

Indeed, iTraxx XO (European 
high yield proxy) is trading at 
tight levels near 240bp. 
Emerging debt denominated in 
USD despite ongoing crises in 
Argentina and Turkey has 
proven resilient. Spreads stand 
below 340bp vs. Treasuries.
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Draghi’s last dash 

The ECB meets on September 12th. Policy decisions 
are much anticipated by market participants. At its 
Sintra’s speech last June, Mario Draghi had clearly 
hinted at the possibility of ECB rate cuts and new asset 
purchases.  

The ECB hence may cut its deposit rate by 10bp this 
week. Forward guidance pointing to interest rates at 
current or lower levels could be extended beyond the 
first half of 2020, leaving the door open for further rate 
reductions. The deposit facility scheme will evolve in a 
way to shield part of bank reserves from negative rates. 
A tiering system will be put in place to reduce 
downward pressure on bank intermediation margins. 
The deposit rate (currently set at -0.40%) would apply 
only on a fraction of bank reserves. The measure could 
be designed as a multiple of reserve requirements but 
it is a quite complex considering the heterogeneity of 
the euro area banking system. 

The ECB will nevertheless face operational challenges 
affecting the monetary transmission channel with this 
new tool. If the amount shielded from negative rates is 
too large, bank liquidity demand will rise. Hence repo 
rates (in core markets especially) may increase and 
bank (‘balance-sheet’) savings scheme will expand to 
compete with existing money market funds. Interbank 
money rates may drift away from the deposit rate floor, 
which would reduce the ability of the ECB to stir 
interbank market rates and the euro exchange rate. 
The ECB likely has in mind the need to maintain Eonia 
rates anchored to the deposit rate (its main policy rate 
under current conditions). Hence the amount of liquidity 
charged at the penalty rate will remain very large 
indeed. 

QE and TLTRO: an incoherent package 

The possible resumption of quantitative easing 
purchases sparked controversy among ECB 
policymakers last week. Under its current design, QE is 
mainly a financial repression instrument, which failed to 
spur inflation or cope with financial stress (Italy’s crisis 
in 2018). A new asset purchase programme appears 
unjustified at present on economic grounds, especially 
as TLTRO-III loans (starting this month) will likely be 
used by participating banks to make similar purchases 
of public- and private-sector debt securities. In fact, QE 
tends to lower yields, flatten curves and reduce spreads 
at a time when banks need to increase margins. 
Extension of CSPP eligibility criteria to include senior 
bank bonds could make sense and contribute to a more 
coherent policy package. 

That said, many banks anticipate the implementation of 
new asset purchases worth €30-40b a month over a 9-
12 months period in the fourth quarter. QE is hence 
quite consensus in the marketplace and the ECB may 
not have the luxury to disappoint market participants. 
Likewise, announcing QE this week may have the 
advantage to smooth the transition with the Lagarde 
ECB.  

Risk aversion declines 

In financial markets, the confirmation of a rebound in 
risky assets stems from positive developments out of 
China with trade talks with the US scheduled in October 
and another round of Brexit can-kicking. Gold, yen and 
implied volatility reacted to the downside. US indicators 
have also shaped market trends last week. 
Manufacturing is contracting but the service sector is 
showing signs of life. Unemployment rate is steady at 
3.7% although job growth is set to slow. The sustained 
rise in unit labour costs (2.5%y in 2q19) despite solid 
productivity gains is still off the Fed radar screen. For 
that reason, a rate cut on September 18th is firmly on 
the table. 

Western market equities went up 2% last week. 
European banks benefitted from expectation of policy 
aimed at mitigating the impact of negative rates. 
Shanghai (signs of de-escalation in Hong Kong) and 
Tokyo (cheaper yen) joined the party with 3% rally. 

In bond markets, valuations have cheapened to a 
degree in part because of political developments cited 
above and critics regarding a new round of QE. The 
main 10-year yield references were up about 10bp from 
a week ago. T-note is trading near 1.60% on Monday. 
The yield on 30-year Bund hovers about 0%. Long-term 
bonds underperform so that 2-10y and 10-30y spreads 
widened last week. 

Investment grade credit took a breather after a 
prolonged period of strong performance due to 
monetary policy expectations and desperate reach-for-
yield investments from final accounts. The pick-up in 
primary market activity in early September likely 
weighed on pricing across IG credit space. Average 
spreads have hovered about 110bp against Bunds. 
Most A-rated bond yield less than zero percent. Inflows 
in high yield funds have continued as the equity upturn 
maintained a favourable backdrop for the asset class. 
In turn, CDS index iTraxx XO is trading near 240bp, 
which is in line with 2019 tightest levels. 

As regards emerging markets, spreads have proven 
very resilient despite the Argentinian crisis. Final flows 
have picked in the last few weeks. Spreads (337 vs. US 
Treasuries) have fully erased the August spike.
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Main Market Indicators 
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Legal information 
 
This document is intended for professional clients in accordance with MIFID. It may not be used for any purpose other than that for which it was conceived and may not be copied, distributed or communicated 
to third parties, in part or in whole, without the prior written authorization of Ostrum Asset Management. 
None of the information contained in this document should be interpreted as having any contractual value. This document is produced purely for the purposes of providing indicative information. 
This document consists of a presentation created and prepared by Ostrum Asset Management based on sources it considers to be reliable. Ostrum Asset Management reserves the right to modify the information 
presented in this document at any time without notice, and in particular anything relating to the description of the investment process, which under no circumstances constitutes a commitment from Ostrum 
Asset Management. 
Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained in this document, nor in the use that a third party might make of the 
information. 
Figures mentioned refer to previous years. Past performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future performance and is not constant 
over time. Reference to a ranking and/or an award does not indicate the future performance of the UCITS/AIF or the fund manager. 
Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French government, the funds directly managed by Ostrum Asset Management do not invest 
in any company that manufactures, sells or stocks anti-personnel mines and cluster bombs. 
 
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation, only at 
their written request.  This material must not be used with Retail Investors.  
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company 
that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers 
S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 
23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz 
Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ 
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 
111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain.  
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. 
GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, 
Schweizergasse 6, 8001 Zürich.  
In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258).  This material is intended to be communicated 
to and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the United 
Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least £5 million or in the 
case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 
2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). The fund, services or opinions referred to in this material are only available to the Intended Recipients 
and this material must not be relied nor acted upon by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. 
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available 
to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. 
No other Person should act upon this material.  Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.  
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts 
discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo.  
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of 
the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. 
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only.  Natixis Investment Managers  
Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building, 
Singapore 068808. 
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only .   
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Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers 
Australia Pty Limited is not a registered financial service provider in New Zealand. 
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Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.  
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, 
services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is addressed to less than 100 specifically identified 
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rendered exclusively outside of Mexico. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority to 
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