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Mario Draghi, president of the ECB, has just announced a new slab of measures supposed 

to prevent any slowing of economic activity in the euro zone: a move from -0.4% to -0.5% of 

the rates penalising banks’ deposits in the national central banks, and the resuming of debt 

bond purchases on the markets. This decision invites commentary. 

A surprising act at the end of a mandate. 

In a matter of weeks, Christine Lagarde replaces Mario Draghi. The least one can say is that 

her nomination has not engendered excessive enthusiasm among the leaders of the ECB. 

“The board of governors has no objection to the nomination of Madame Lagarde”. Difficult 

to sound more resigned. The sole warm response came from the French member of the 

board, a candidate for the post himself even so. With machoism involved, questions about 

the capacities of a person without the “DNA” of a central banker have not been slow in 

coming. For sure, the aptitudes of a leader of a central bank go beyond the lapidary 

definition – one, two, three
1 

– given at the start of the 20
th

 century by a tongue-in-cheek 

English economist. But what a central banker needs above all, no doubt along with extreme 

technicity is flair, a solid backbone and words that are sporadic but striking. Madame 

Lagarde seems not to be lacking in those assets.  

But there is more. With the measures announced by Mr Draghi which tie the future 

president’s hands before she even takes up her functions, we are touching upon 

unpleasantness. Let us remember that before departing Mario Draghi’s predecessor had 

set up measures (long term facilities for banks, the principle of a lowering of rates); but he 

                                                           
 

1 At 1 p.m. talks with the institution's chief economist; at 2 p.m. a decision as to whether to raise, lower or leave interest rates 

unchanged; at 3 p.m. departure for a round of golf.  
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allowed his successor the privilege of announcing them (causing delight to certain media 

which claimed the beginning of a new era).  

A solitary decision? 

One might be tempted to think that this was so, upon hearing the president of the ECB 

declare that the board of governors had no need to go to a formal vote. In fact unanimity, 

normally expected, would not have been obtained. Several heavyweights on the board are 

making known their opposition to these measures. Publicly for the leaders of the 

Netherlands and German central banks, with the latter even declaring that the institution’s 

president had “gone beyond bounds”, which in the measured and coded language of 

central bankers is somewhat like a bazooka attack. More discretely as far as others are 

concerned, among them the governor of the Bank of France. In other words, the measures 

are announced and will be implemented against the opinion of the managers of institutions 

with a combined weight of over 60% of the euro zone’s GDP. 

It has to be said that if these declarations make any sense, Mario Draghi is not far from 

viewing himself as the lone pilot of the euro zone, affirming in particular that 90% of the 

return to growth that has been registered in the zone since the crisis is down to monetary 

policy. This has to be proven, but it also credits the idea, often picked up by demagogues 

and the ignorant, that governments did nothing or acted wrongly to manage the crisis and 

exit from it. Yet, the budgetary relaunches were well conducted, mechanisms (European 

Financial Stability Mechanism) intended to help States in difficulty and better manage the 

activities of banks at systemic risk (Banking Union and mechanisms for single supervision) 

were set up. Not exactly negligible. 

Are such measures justified and will they weigh positively on growth? 

The haste which typifies Mr Draghi’s behaviour gives the impression that the world is on the 

verge of a dramatic recession. Some claim this. Please allow us to be more prudent. Growth 

in the euro zone may be soft but it is on-going. In the United States it remains lively. True, 

there is Germany where GDP has contracted and could go into recession if this negative 

trend continues into the next quarter; a situation that the Germans take with the greatest 

composure whereas it fills the economic pages of newspapers, especially in France where 

some do not hesitate to announce “the end of the German model”. Obviously, the present 

commercial turbulences must affect a country whose exports contribute close to 50% to 

the GDP. Are we moving then towards a return to closed borders? The leaders of the States 

most menaced in this way are not suicidal and they certainly know exactly how far they can 

go in this stance. 

As for efficiency, it is not easy to see why the fact of suffering a slight increase in the 

penalisation of their assets held in central banks will permit credit establishments to 

develop their financial assistance to the economy which, in fact, is not doing too badly. As 

far as quantitative easing is concerned (repurchasing bond loans on the markets), do we 

want to incite States to get into debt again? In brief, adding a layer of doping to economies 

already inundated with liquidities is, to put it nicely, quite incomprehensible. 

True reasons lie elsewhere 

Incomprehensible if one does not know the true reason for the action engaged by Mr 

Draghi. We perceive this via the words of repentance expressed by the ECB leader. His 

great regret is … having been unable to raise the inflation rate to 2% and having to quit his 

office leaving a miserable price hike of 1% in the euro zone. To date, no-one has been able 

to show how a 2% inflation rate would be more favourable to the economy than a 1% one. 
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Some claim that it would help raise salaries. That wage increases are low in many countries 

is admitted (except … in Germany where salaries are increasing at 5%, which lessens the 

risk of recession), but starting a price-salary race will not increase purchasing power. For 

now, an inflation rise can only penalise modest households and would harm growth by 

affecting domestic demand. 

This quest for the inflation grail is not exclusive to one contrite director of a central bank. It 

is shared by a number of economists and media, in our country especially where they 

continue to associate inflation and economic growth. We even see one highly rated expert, 

until now better inspired, express the wish (always to restart inflation) for the crazy idea of 

“helicopter money”, with the central banks making out cheques for hundreds of euros to 

every holder of a bank account! For goodness sake, let us abandon this deformation of the 

explanation of their mandate that the governors wanted to give some 18 years ago, and let 

us stop adding the imperative of a “floor” to what was intended to be a pragmatic 

interpretation of a “ceiling”; at the time that most certainly was not the board’s intention. 

Inflation is a serious matter. As yet nobody has managed to create it. It is born of a mix of 

factors and once it takes off pulling it back can be difficult. 

The thoughts of an unfashionable central banker. 
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Exhibit 1 

Central Bank Economic Indicators Dashboard 

US Federal Reserve Bank 

 
2007M12 2016M12 2019M05 2019M06 2019M07 2019M08 2019M09 

Fed total Assets (bn. $) 879 4 446 3 865 3 844 3 808 3 786 -- 

Federal Funds target rate (%) 4.25 0.75 2.50 2.50 2.50 2.25 2.00 

3-month treasury bill minus fed funds -0.96 -0.25 -0.20 -0.42 -0.46 -0.30 -- 

Excess reserves (bn. $) 9 1 925 1 377 1 401 1 378 1 386 -- 

Monetary Base (bn. $) 837 3 532 3 244 3 275 3 260 3 271 -- 

Source: Federal Reserve Bank 

European Central Bank 

 
2007M12 2016M12 2019M04 2019M05 2019M06 2019M07 2019M08 

ECB total Assets (bn. €) 1 297 3 566 4 708 4 685 4 681 4 688 4 676 

Euro ST repo rate (%) 4.00 0.00 0.00 0.00 0.00 0.00 0.00 

Euribor 3-month minus euro repo rate 0.85 -0.32 -0.31 -0.31 -0.33 -0.36 -0.41 

Excess reserves (bn. €) 1 706 1 251 1 251 1 276 1 204 -- 

Base Money (bn. €) 842 2 366 3 214 3 214 3 235 3 147 3 147 

Source: European Central bank 

Bank of Japan 

 
2007M12 2016M12 2019M04 2019M05 2019M06 2019M07 2019M08 

BoJ total Assets (tn. Yen) 111 471 559 564 570 567 571 

BoJ Policy rate (%) 0.50 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 

3-month interbank rate minus policy rate 0.49 0.06 0.04 0.03 0.03 0.03 0.00 

Excess reserves (tn. Yen) -- 240 345 326 345 347 346 

Monetary Base (tn. Yen) 89 429 501 507 510 510 510 

Source: Bank of Japan 

Bank of England 

 
2007M12 2016M12 2019M04 2019M05 2019M06 2019M07 2019M08 

BoE Assets (bn. Pound) 97 457 595 592 593 593 -- 

BoE Base rate (%) 5.50 0.25 0.75 0.75 0.75 0.75 0.75 

3-month interbank rate minus base rate -0.19 -0.24 -0.01 -0.04 -0.00 -0.00 -0.01 

Monetary Base (bn. Pound) 75 450 571 575 572 569 568 

Source: Bank of England 
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Exhibit 2 

Central Bank Total Assets 

base 100 Jan. 2007, in local currency 

 

 

base 100 Jan. 2017, in local currency 

  

 

Exhibit 3 

Central Bank Policy Rate (%) 

from Jan. 2007 

 

 

from Jan. 2017 

  

 

Exhibit 4 

Central Banks Monetary Base 

base 100 Jan. 2007, in local currency 

 

 

base 100 Jan. 2017, in local currency 

  

Source: TAC ECONOMICS, Central Banks 
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Disclaimer 

These assessments and comments are, as always, subject to the disclaimer provided below. 

This material is published by TAC ECONOMICS SAS for information purposes only and should not be regarded as 

providing any specific advice. Recipients should make their own independent evaluation of this information and no 

action should be taken, solely relying on it. This material should not be reproduced or disclosed without our consent. It is 

not intended for distribution in any jurisdiction in which this would be prohibited. Whilst this information is believed to 

be reliable, it has not been independently verified by TAC ECONOMICS and TAC ECONOMICS makes no representation or 

warranty (express or implied) of any kind, as regards the accuracy or completeness of this information, nor does it 

accept any responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed 

on, this information. Unless otherwise stated, any views, forecasts, or estimates are solely those of TAC ECONOMICS, as 

of this date and are subject to change without notice. 

 

 

 

 


