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Mario Draghi is not one for quiet exits.

In his penultimate meeting as the president
of the European Central Bank (ECB), the
ECB announced a monetary stimulus plan
in an attempt to combat slowing growth
and persistently low inflation across the
Eurozone. In response to the widely
anticipated move, the euro fell to a two-year
low versus the dollar and government bond
yields rallied. However, these trends soon
reversed, underscoring concerns around
the plan’s open-endedness and doubts
about the effectiveness of another round of
quantitative easing.

At NEPC, we view this monetary easing—
the Eurozone’s first since early 2016—as a
positive for the region as it grapples with
uncertainties around global trade disputes
and the United Kingdom’s protracted exit
from the European Union. We believe these
incentives underscore the ECB’s commitment
to bolster the ailing Eurozone even as the
central bank has exhausted most available
monetary policy tools through expanding
its balance sheet and maintaining negative
rates. At the same time, we acknowledge
that after years of significant quantitative
easing, the marginal benefit from the new
stimulus may be relatively muted compared
to previous programs.

Years ago, Draghi inherited an economically
weak Eurozone, besieged by concerns
around the future of the monetary union
reeling from the aftershocks of the
European Debt Crisis in 2011 and the Global
Financial Crisis in 2008. Acting swiftly, he
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reversed two previous rate hikes, increased
bond purchases, and initiated long-term
refinancing operations. However, the turning
point for the region came in 2012 with

his fiery rhetoric; his whatever-it-takes
sentiment provided resounding clarity to
investors on the future of the euro and
incited hope for an economic recovery. Under
his eventful tenure, the ECB underwent a
dramatic transformation even as some of
the region’s largest economies opposed his
policies.

As Draghi’s departure date of October 31
approaches, his successor, former IMF chief
Christine Lagarde, will inherit a central bank
with few tools at its disposal in the event
of an economic downturn. To Lagarde’s
advantage, the new stimulus plan and the
open-ended timeline of the quantitative
easing program gives her leeway to focus
on other pressing matters, including the
contentious issue of the need for fiscal
stimulus in Europe. However, there may be
distractions as she faces a divided ECB and
the discontent among policymakers around
the size and scope of the new monetary
stimulus package.

As the month goes on, we anticipate a
smooth transition as Lagarde is expected
to carry on the accommodative monetary
policies of her predecessor. We will closely
follow the situation and will be back with
further updates on monetary policy as they
become available.
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https://www.ecb.europa.eu/ecb/orga/decisions/html/cvdraghi.en.html
https://www.ecb.europa.eu/press/pr/date/2019/html/ecb.mp190912~08de50b4d2.en.html
https://www.cnbc.com/2019/09/13/qe-infinity-economists-believe-ecb-bond-buying-could-run-for-years.html
https://www.theguardian.com/politics/2019/oct/02/boris-johnson-unveils-brexit-plan-for-alternative-to-backstop
https://info.nepc.com/lessonslearnedorforgotten_financialcrisis
https://info.nepc.com/lessonslearnedorforgotten_financialcrisis
https://www.ecb.europa.eu/press/key/date/2012/html/sp120726.en.html
https://www.imf.org/en/About/senior-officials/Bios/christine-lagarde

DISCLAIMERS AND
DISCLOSURES

Past performance is no guarantee of future
results.

All investments carry some level of risk.
Diversification and other asset allocation
techniques do not ensure profit or protect
against losses.

The information in this report has been
obtained from sources NEPC believes to

be reliable. While NEPC has exercised
reasonable professional care in preparing this
report, we cannot guarantee the accuracy of
all source information contained within.

The opinions presented herein represent the
good faith views of NEPC as of the date of
this report and are subject to change at any
time.
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