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January 22, 2015  

Flash: QE Takes Flight in the Eurozone 
 
The road to reflation in the Eurozone officially commenced today with European Central Bank president 
Mario Draghi announcing a quantatative easing (“QE”) program which incrementally exceeded most 
analyst expectations in size and scope.   Mr. Draghi fended off remaining critics of his QE policy—most 
notably the German Bundesbank and the German public—both who fear the consequences of a failed 
Euro experiment where liabilities purchased by the ECB could become the burden of the “wealthiest” of 
Eurozone nations.  With that said, we note that only 20% of the planned asset purchases will represent 
the liability of the entire Eurozone bloc—a meager yet symbolically important quantity. 
 
So, why is today’s action worthy of a comment?  It represents the first official attempt to inject a 
prolonged dose of inflation back into the Eurozone region.  While the most effective policy elixir is an 
outright drop of Euros from a proverbial monetary helicopter into the bank accounts of each citizen 
within the Eurozone, Mr. Draghi’s actions represent a more politically tenable solution to the Eurozone’s 
troubling economic woes. The ECB announced its intention to purchase €60 billion per month (though 
September of 2016) of sovereign, agency, and asset-backed securities in an attempt to expand the 
money supply, encourage savers to consume, and reallocate capital into credit and equity markets.   
 
This policy prescription also comes approximately six years following the U.S. Federal Reserve’s decision 
to aggressively pursue a policy of QE—highlighting the challenges of a less-than-nimble ECB and a nearly 
untenable multi-national political quagmire. 
 
Market Reaction: 
 
Global equity markets—particularly those within the Eurozone—reacted positively to today’s 
announcement while the Euro currency depreciated significantly to close below 1.14 vs. the US Dollar.  
We also note that credit spreads and sovereign debt spreads in the region contracted over the course of 
the session while gold maintained a current short-term bullish pattern.     
 
Longer term, we continue to believe that QE will benefit Eurozone growth and corporate earnings as 
consumption and confidence trend higher and export-driven companies benefit from a weaker Euro 
currency.  This future trend would be akin to the recent benefits seen within corporate Japan as QE 
pushed yields lower, lifted equities, and boosted exports as the Yen weakened markedly.  
 
We reiterate our thesis which points to the likelihood that growth and earnings within the Eurozone are 
poised to exceed current analyst expectations, providing the basis for reasonably attractive returns 
across the broad Eurozone equity and credit markets in 2015.  With that said, we are mindful of the 
geopolitical risks weighing on Eurozone confidence and remain keenly aware that any recovery in the 
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region will prove fragile and in need of prolonged support and patience not only from monetary and 
fiscal policy makers but also the public.   
 
Please feel free to reach out with additional thoughts and questions. 
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