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Negative interest rates should 
not become the norm 
With its negative deposit rate, the ECB has moved into 
uncharted territory. Desired effects of this measure on the one 
hand are matched by undesirable side effects on the other. As 
it is unclear what will materialize at the end of the day, the 
experiment should not last too long. 

In the world of ultra-loose monetary policy, central banks are hitting the limits 
of what they can do. To avoid the impression that they are at a loss, negative 
interest rates among other things have come into “fashion” – apart from the 
ECB, they have also been deployed by the central banks in Denmark, Japan, 
Sweden and Switzerland. The main arguments for such measures: Firstly, to 
undermine the attractiveness of the currency in order to stimulate inflation 
and economic growth via the exchange rate channel. Secondly, by penalizing 
the holding of liquid assets to invigorate lending and/or the interbank market. 

Although the ECB does not pursue an exchange rate policy, it can be said that 
it has weakened the euro with its various bundles of measures (whereby the 
exchange rate effect of negative interest rates alone can hardly be filtered out). 
However, the monetary policy of major central banks of course cannot be al-
lowed to degenerate into a permanent stepping up/outbidding of 
expansionary measures. It is also worrying when the central bank – as we are 
currently seeing in the US, where the domestic data picture in fact argues for a 
normalization of monetary policy – delays tightening measures for fear that 
the currency could appreciate too strongly. 

On the second transmission channel of the ECB’s negative deposit rate 
outlined above, the following can be established: On the one hand lending in 
the eurozone is indeed picking up (whereby, as with the exchange rate, various 
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ECB measures also play a role here). On the other hand, despite the rising 
negative deposit rate, banks’ excess reserves at the ECB are still fairly high or 
have risen in the course of QE. In the latest Bank Lending Survey, the banks 
surveyed stated that the negative deposit rate was eating into their net 
interest earnings and their lending margins. 

The banks are trying to pass on this drag on their profitability to their 
customers. As slapping negative interest rates on the broad mass of savers 
would breach a taboo, fees are being nudged up, for instance by scrapping free 
accounts. For large and medium-sized companies negative interest rates on 
liquid deposits are now a reality or the banks endeavor to block the inflows of 
such funds. Just as anomalous is the fact that stashing cash away in the safe is 
increasingly considered an alternative. 

The ECB is by all means aware that there is a limit to how much banks can 
bear. When it trimmed the deposit rate further below zero in March, at the 
same time it announced that the rate on the new targeted longer-term tenders 
could be as low as the interest rate on the deposit facility – in other words, 
banks grotesquely can actually get money to borrow funds via LTROs. The 
question of limits to negative interest rates is currently being intensively 
discussed in Switzerland and the BIS has highlighted possible behavioral 
changes on the part of economic agents if they grow accustomed to 
permanently negative interest rates. In our view, the ECB should refrain from 
lowering the deposit rate further from its current level of -0.4% and start to 
move back towards normality as soon as possible. 
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. About 
85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength 
and solidity to help them make the most of financial opportunities and to avoid and safeguard themselves against 
risks. In 2015, around 142,000 employees in over 70 countries achieved total revenues of 125.2 billion euros and an 
operating profit of 10.7 billion euros. Benefits for our customers reached 107.4 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on customer 
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 
and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-
looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed 
or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 
competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 
financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured 
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity 
levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) 
interest rate levels, (viii) currency exchange rates including the euro/US-dollar exchange rate, (ix) changes in laws 
and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and 
reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 
global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities 
and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law. 


