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Main points of Goodfriend’s paper EZE

eExpected low natural rates and low
inflation =>
limited scope for interest rate policy
unless lower bound removed altogether

*Provides suggestions on how the lower
bound can be removed



My discussion

A. Declining interest rates and the role of
monetary policy

B. International experience with ‘'mildly’
negative interest rates

C. Perspectives on ‘deeply’ negative
Interest rates



Declining real interest rates
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rates minus actual annual CPl inflation.
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Secular decline in the natural rate

Estimate of the real natural interest rate from Holston, Laubach and
Williams (2016)
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Negative policy interest rates in
Europe

20 F

15 F

1.0 F

05 F

0.0

-0.5 F

-1.0 =

L

Switzerland, mean of 3 month LIBOR target range
Denmark, rate on certificates of deposit
=—Euro area, rate on deposit facility

==Sweden, repo rate

11

Note: Per cent.

il

‘_\_\_l_‘—

13 14 15 16

7 25

1 20

1 15

1 1.0

1 05

0.0

1 -0.5

< -1.0

RIKSBANK

Sources: Macrobond and the Riksbank



Usage of cards and cash in circulation — =
selection of countries (2013) RSN
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Number of card payments per person and year
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Sources: CPMI (2014b), ECB Statistical Warehouse and Norges Bank
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Zero bound

------ Effective lower bound

------- “Absolute” lower bound (?)



Perspectives on ‘deeply’ negative [=
interest rates

 Unchartered territory

e Social conventions

e Effects on financial intermediation
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Riksbank framework for identifying the
effective lower bound S

Pass- through Other risks
T . Additional risks at
Substition into cash? P Lending rates Interest rate channel increasingly negative policy
(households)
rate
— — e.g. exaggerated
No E Follows oK risk-taking
= 2
For some = partiAlty Weak
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For most ‘ Follows \/ Follows Weak

Adapted from Alsterlind J., Armelius H., Forsman D., J6nsson B. och Wretman A.-L. (2015), "How far can the repo rate be cut?”, Economic
Commentary, No. 11, Sveriges Riksbank



Negative policy rates — different
reasons

e Denmark — fixed exchange rate against the euro and
appreciation pressure

e Switzerland — inflation target, inflation below target
and safe haven currency with massive appreciation
pressure

* Sweden — inflation target, inflation below target and
exchange rate as one important determinant of

inflation

* Euro Area — inflation target, inflation below target
and "large open economy”
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Sweden: Normal pass-through to
market rates (and exchange rate

channel intact)
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Sweden: Interest rate channel — partial =
pass-through SR
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for households and companies.



