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E U R O Z O N E  

The ECB should quash 
expectations of further 
monetary policy easing 
Further monetary policy easing is more likely to have negative 
effects than boost the economy. Central bank asset purchases 
have already pushed asset prices to levels where investors are 
not rewarded for taking on risk. Paltry capital market rates and 
penalty rates on liquidity have severely weakened the banks. 
With savers anxious about their retirement provision, they are 
more likely to put more aside rather than go out on a spending 
spree. Under these conditions, further expansionary monetary 
policy measures have lost their effectiveness. 

This Thursday there is no good reason to loosen the monetary reins further or 
signal the willingness to do so. On the contrary, the ECB should quash 
expectations of further easing measures and leave no doubt that it intends to 
sit tight. A number of factors favor this approach: 

1. The economic recovery in the eurozone remains on track: negative 
repercussions of the Brexit vote have so far been surprisingly minor and, in the 
years 2015-2017, eurozone growth is set to be more or less in line with 
potential growth. In the first half of 2016 nominal gross domestic product, 
which includes eurozone inflation, was 2.8% up on a year earlier – still grounds 
for accommodative monetary policy but no reason to overreact. 

2. The ECB’s policy, especially negative interest rates on bank deposits, 
are evidently squeezing eurozone banks’ profits and capitalization. In 

Dr. Michael Heise 
Phone +49.69.3800-16143 
michael.heise@allianz.com 
Allianz SE 
https://www.allianz.com/economic-research/en 
 

 
Allianz Research 

https://twitter.com/AllianzResearch 
 

mailto:michael.heise@allianz.com
https://www.allianz.com/economic-research/en
https://twitter.com/AllianzResearch


E C O N O M I C  R E S E A R C H  

The 
NewsLine 

page 2 of 3 

September 6, 2016 
 

 

 

  

addition, the central bank purchases of government and corporate bonds are 
artificially lowering the risk premiums essential for financial market stability. 

3. Barely visible economic effects of the expansionary monetary policy 
on the one hand are now accompanied by extremely adverse side effects on 
the other. The problems caused to savers by lower interest earnings and the 
anxiety among many about their retirement provision are prompting them to 
keep their wallets tight rather than spend more. Business investment has 
remained relatively low despite zero interest rates, confirming that there are 
other reasons than borrowing costs for companies’ restraint.  

For the reasons set out above, stepping up expansionary monetary policy 
would do little to push inflation up rapidly towards the ECB’s target of "below, 
but close to, 2 percent". Nor does the currently low level of inflation require 
rash action. Given currently prevailing oil and commodity prices, inflation will 
already be back at 1% at the end of the year, on a rising trend. 

In the absence of completely unexpected events and economic setbacks, the 
ECB would be well advised to rein in its large asset purchases from March 2017 
at the latest. The ECB should announce this now. Adequate liquidity has been 
sloshing around in the banking system for long enough and is by no means an 
obstacle to business investment. Penalty interest rates on the very high 
deposits of the banks at the ECB weaken all eurozone banks and should be 
scrapped as soon as possible. Of course there is a risk that the financial 
markets will react to such an announcement with disappointment initially 
and trigger a sell-off. But that cannot be an argument to stick with measures 
the impact of which is questionable and which are badly distorting prices and 
investment incentives on the financial markets. Monetary policy needs 
substantially more support from economic policy, on its own it cannot 
generate higher growth. 
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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. 


