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The ECB’s QE1, five years 
later, what’s the point?  

Will Mario Draghi, the President of the ECB, go through with a genuine 

quantitative easing program as he implied in his press conference on 

November 6th? It’s possible, especially if euro area inflation continues to fall, 

as we are predicting in the months to come, under the effect of falling oil 

prices, in particular. Besides the assurance of bigger and bigger liquidity 

injections to the financial sector, what impact would a potential QE plan have 

on the real economy? 

Poor economic news dominating the landscape 

At the pace at which things are going, one is left to wonder if it would be better 

for the economy to get worse and worse so the markets can continue as is, i.e. 

gobbling up liquidity injected by central banks without having to worry about 

the reality of the fundamentals that are providing them with returns. In the real 

world, this is called “burying your head in the sand” which is defined as “a 

European legend whereas an ostrich ignores or hides from obvious signs of 

danger”. Is there a better description of the current situation? As we wrote 

about the market’s response to the BoJ’s move, the expectations of a possible 

ECB plan are irrational to an extent.   

Let’s discuss the timetable of recent developments: 

• The signs of deflation continue unabated in the euro area  

• Growth outlook falling every month   

• The global economic environment is failing to provide a significant outside 

boost to euro area growth.  

These disappointments lead to this obvious conclusion: growth in the euro area 

will not be enough to recreate the conditions needed for a better labor market, 

without which the domestic recovery, indispensable to diffuse the risk of 

deflation, will not take place. The situation has become critical and, in response, 

the ECB is considering using unconventional monetary policy to increase the size 

of its balance sheet, including further liquidity injections into the economy in 
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one form or another. The effect of its ABS and covered bond purchases, given 

this goal, has been deemed insufficient and that is why they are focusing on 

government bonds. This policy, which seems to have been mostly successful in 

the United States, aims to create the following effects simultaneously: 

• A drop in the euro 

• A loosening of finance conditions by a reduction in medium- and long-term 

interest rates capable of helping a recovery in lending, which was also the goal 

of efforts to clean up banks’ balance sheets (which was the purpose of the ECB’s 

recent ABS and covered bond purchases.  

Will it have the desired effect? We have our doubts. 

Keys to success largely haphazard 

Let’s take a closer look at these two conditions. 

• The drop in the euro has had limited effects given the lack of a recovery in 

global demand. The ECB’s monetary decisions have paid off: the drop in the euro 

is well underway. According to a vast sample of some 39 countries used by the 

ECB, the value of the euro has fallen nearly 6% since it peaked in March. This 

depreciation has come as a relief since the start of the year when the strong 

euro was suffocating export-driven companies. Its effects in terms of economic 

activity will be dictated, to a large extent, by the global demand trend, which has 

been very soft recently. Lastly, Japan’s strategy has had a similar effect on the 

yen, whose very low level continues to hurt German exporters.  

 

• Little room downwards for interest rates given current levels. Amid the 

present situation in Europe (where fiscal austerity is still de rigueur), the sole 

motivation behind the decision to buy government bonds is to send medium- 

and long-term interest rates even lower. At current levels, rates have little room 
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to decrease. This means two things: 1) unlike the Fed’s efforts in late 2012, the 

positive shock that would send interest rates even lower is poised to be very 

small 2) given the inflation outlook, it is no foregone conclusion that the rate 

impact will be enough to reverse the downtrend in real interest rates, which is 

currently hurting more and more countries. Automatically, the chances of 

lending conditions improving are thus very limited when, in addition, sagging 

demand neither stimulates demand for loans nor increases the supply of loans. 

 

This analysis obviously casts a doubt as to the success of the ECB’s efforts. 

Government bond purchases might have been the right move in 2010 (allowing 

struggling countries to avoid the austerity cure) or in 2012 (to keep pace with 

the Fed, thus avoiding the strengthening of the euro and making its action more 

effective), but now the shift in the ECB’s strategy seems like too little too late.  

 

It’s not over yet. Europe’s political leaders will likely need to step up to the plate 

and deliver demand-side stimulus so that monetary policy finally has a chance of 

finding its way into the real economy. If this does not happen, and let’s not be 

too optimistic it will, things could get even more disappointing. 
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