

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Are Extremely Low Interest Rates Really Caused by Insufficient Growth and Inflation Rather than by ECB Policy? An Examination of ECB's Defense Against German Critiques

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			24 Pages
		
		

		Posted: 26 May 2016
		
		
		
	

	
		
			
			




	See all articles by Eric DorEric Dor
Catholic University of Lille - Institut d'Ã‰conomie Scientifique et de Gestion (IESEG)


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: May 22, 2016

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		To fight deflationary pressures in the euro area, the ECB has been conducting exceptional policies, such as negative interest rates on excess reserves of banks on their accounts at the Eurosystem, or massive purchases of assets, essentially public bonds. The interest rate on the main refinancing operations is 0. Targeted long term refinancing operations are going to allow banks to borrow at potentially negative interest rates from the Eurosystem provided that they lend enough to the private sector. All these measures have pushed long term interest rates downward in the euro area. German public bonds yield negative returns for a whole set of maturities. Interest rates on saving accounts in German banks are extremely low. This policy of extremely low rates has been heavily criticized in Germany. The ECB is accused of exaggeratedly lowering the income of savers and retirees whose revenue partly depends on the return of accumulated wealth.  

The ECB has been defending its policy against the critiques in Germany. The main arguments of defense used by the ECB are:  

- Low interest rates would be the consequence of low growth and inflation, instead of being caused by the monetary policy of the central bank.  

- Current levels of real interest rates would be far from being abnormal in a historical perspective.  

- German households could still earn a good return on their saving if they bought equities.  

- German households are also borrowers benefiting from low rates.  

This paper critically examines the validity of these arguments of defense, both by confronting them to empirical evidence, and by assessing the relevance of the economic reasoning which is used. 
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