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Executive Summary 
What effects has the deposit rate of the European Central Bank (ECB), which has been in negative 
territory since June 2014, had on the Eurozone financial system and economy? On one hand, the 
costs of the negative deposit rate do not appear to be unduly burdensome, at least not at this time. 
Bank profitability may have taken a bit of a hit from the compression in net interest margins, but 
profitability has not been undermined to such an extent that bank lending is being hampered. In 
addition, there is little evidence to support the notion that low interest rates are leading to asset 
prices bubbles. On the other hand, however, there do not appear to be overwhelming benefits 
resulting from the negative deposit rate. Bank lending is no longer contracting, but it is hardly 
growing at a strong pace at present. The CPI inflation rate remains well below the ECB’s goal of 
“below, but close to, 2 percent over the medium term.” 

Although another cut in the deposit rate is not out of the question, we believe that the ECB 
Governing Council will move cautiously when considering whether to move further into negative 
territory. In our view, other forms of monetary easing, if the Governing Council deems that it is 
necessary, are more likely. Specifically, we think that the ECB will eventually decide to extend its 
quantitative easing (QE) program beyond its slated end date of March 2017. 

ECB Deposit Rate Has Been Negative for More Than Two Years 
In a report that we wrote earlier this year, we analyzed the effects of negative policy rates in a 
number of economies.1 Although most central banks that have taken their deposit rates into 
negative territory have not cut further since our February 16 report, the ECB has subsequently 
reduced its deposit rate by another 10 bps.2 At present, the ECB’s deposit rate, the interest rate it 
pays to commercial banks for the deposits they hold at the central bank, is -0.40 percent 
(Figure 1). In other words, the ECB charges commercial banks 40 bps for their deposits. 

Although we briefly mentioned some of the benefits and costs of negative interest rates in the 
Eurozone in our previous report, in which we discussed a number of economies, we revisit our 
earlier analysis in this report and focus exclusively on the Eurozone. Have the benefits of negative 
interest rates outweighed the costs? Will the ECB follow other central banks such as the Swedish 
Riksbank and the Swiss National Bank by taking its deposit rate even further into negative 
territory? 

                                                             
1 See “Negative Interest Rate Take Center Stage” (February 16, 2016) which is available upon request. 
2 The Swedish Riksbank reduced its deposit rate to -1.25 percent from -1.10 percent on February 17, the 
day after we released our report. The ECB cut its deposit rate from -0.30 percent to -0.40 percent on 
March 10. 
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Figure 1 

 

 

Figure 2 

 

Source: Bloomberg LP, European Central Bank and Wells Fargo Securities 

Some Benefits, on the Margin, From the Negative Deposit Rate 
When the ECB Governing Council first took its deposit rate into negative territory in June 2014 it 
said that it did so “to provide additional monetary policy accommodation and to support lending 
to the real economy.” Moreover, the ultimate aim of the policy change was to “contribute to a 
return of inflation rates to levels closer to 2 percent.” So let us see how successful the ECB’s 
policies have been in achieving its objective. 

The overall level of interest rates in the Eurozone clearly has trended lower since the ECB first 
took its deposit rate into negative territory (Figure 2). Although commercial banks are paying 
interest to the ECB on their deposits at the central bank, households and businesses are not 
paying interest to commercial banks, at least not yet, on their deposits. At the time of the ECB 
deposit rate cut in June 2014 commercial banks paid their household and business depositors 
roughly 30 bps. Today, those deposits are earning less than 10 bps. Despite this decline in deposit 
rates, deposits have continued to pour into commercial banks. Deposits held by businesses at 
commercial banks were up 6.6 percent on a year-ago basis in July 2016 and household deposits 
were 3.6 percent higher than they were a year ago (Figure 3).  

Figure 3 

 

 

Figure 4 

 

Source: European Central Bank, IHS Global Insight and Wells Fargo Securities 

The decline in lending rates has been even more marked over the past two years. For example, the 
“composite” lending rate for businesses has come down about 100 bps since June 2014, and 
mortgage rates have drifted down by nearly a similar amount (Figure 2). That said, factors other 
than the ECB’s negative deposit rate may also be playing a role in depressing interest rates in the 
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Eurozone. Specifically, the ECB’s QE program, which has been in place since March 2015, likely 
has played an important role in pulling down the yield curve. Regardless of the cause, it is fair to 
say that the ECB has had some success in reducing bank lending rates in the Eurozone.  

Has this decline in interest rates helped “to support lending to the real economy?” When the ECB 
first took its deposit rate into negative territory in 2014, total bank lending was contracting at a 
year-over-year rate in excess of 3 percent (Figure 4). Lending to the non-financial corporate 
(NFC) sector was especially weak at that time. 

Where are we two years later? Although loans to households have accelerated a bit more than 
loans to the NFC sector, overall bank lending in the euro area is not growing very strongly at 
present, although it clearly is not contracting anymore. It is difficult for any economy, let alone an 
economy such as the Eurozone which is largely bank-financed (as opposed to an economy that 
draws most of its financing directly from capital markets), to achieve solid rates of economic 
growth if bank lending remains anemic. The ECB’s policy actions over the past two years may 
have stanched the bleeding in bank lending, but they have not led to robust lending growth either, 
at least not yet.  

Consequently, the ECB has not had much success to date in achieving its macroeconomic 
objectives. Yes, the year-over-year rate of real GDP growth has picked up from about 1 percent at 
the time of the ECB’s initial move into negative territory to 1.6 percent today (Figure 5). That said, 
a real GDP growth rate of only 1.6 percent is hardly “robust.”  

Furthermore, CPI inflation, the ECB’s ultimate objective, remains dangerously low and well short 
of the central bank’s goal of “below, but close to, 2 percent over the medium term.” Of course the 
collapse in energy prices in late 2014 and the renewed down leg earlier this year helped to push 
the overall rate of CPI inflation down toward 0 percent (Figure 6). That said, the core rate of 
inflation, which excludes food and energy prices and which measures the underlying inflation 
pressures in an economy, has been trendless over the past two years. If the ultimate aim of the 
negative deposit rate is to “contribute to a return of inflation rates to levels closer to 2 percent,” 
then the ECB has not enjoyed much success at this time. 

Figure 5 

 

 

Figure 6 

 

Source: IHS Global Insight and Wells Fargo Securities 

In sum, there appears to have been some benefits, if only limited, from negative rates. The overall 
level of interest rates in the Eurozone has trended lower since the introduction of the negative 
deposit rate, and bank lending is no longer contracting. However, the rate of economic growth in 
the euro area remains sluggish and the rate of CPI inflation is well below the ECB’s goal. Before 
we pass judgement on whether negative rates have been “worth it,” let us first turn to a discussion 
of their potential costs. 

-14%

-12%

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

-14%

-12%

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

2000 2002 2004 2006 2008 2010 2012 2014 2016

Eurozone Real GDP
Bars = Compound Annual Rate     Line = Yr/Yr % Change

Compound Annual Growth: Q2 @ 1.2%

Year-over-Year Percent Change: Q2 @ 1.6%

-1%

0%

1%

2%

3%

4%

5%

-1%

0%

1%

2%

3%

4%

5%

1997 1999 2001 2003 2005 2007 2009 2011 2013 2015

Eurozone Consumer Price Inflation 
Year-over-Year Percent Change

Core CPI: Aug @ 0.8%

CPI: Aug @ 0.2%

Overall bank 
lending in the 
euro area is not 
growing very 
strongly at 
present. 

CPI inflation 
remains 
dangerously 
low. 



Are Negative Rates in the Eurozone “Worth It”? WELLS FARGO SECURITIES 
September 15, 2016 ECONOMICS GROUP 

 

 

 4 

Are There Costs Associated With the Negative Deposit Rate? 
Figure 2 shows that bank lending rates have declined more than customer deposit rates over the 
past two years. In other words, banks likely have experienced some pressure on their net interest 
margins. Indeed, an index of European bank share prices has significantly underperformed the 
broader European stock market since the ECB first took its deposit rate into negative territory 
(Figure 7). If bank profitability is adversely affected for a significant period of time, then banks’ 
ability to make new loans could eventually be hampered. That said, there could be other factors, 
such as the relative undercapitalization of some European banks, that could be leading to 
weakness in bank share prices in the Eurozone at present. 

In addition, the low setting on interest rates could ultimately cause asset price bubbles. With 
many European stock market indices more or less flat on balance over the past two years it is 
difficult to make a convincing case that there is a bubble in the European stock market. Could 
there be a bubble inflating in the housing market in the Eurozone?  

Not really. As shown in Figure 8, a broad measure of house prices in the overall euro area has 
been essentially trendless since 2007. However, this broad stability masks some underlying 
divergent trends. House prices in Spain are down about 30 percent on balance since 2007 while 
they are off 13 percent in Italy (not shown). On the other hand, however, house prices in Germany 
have risen more than 25 percent over the past nine years. Although this total rise in house prices 
corresponds to only 3 percent per annum on average, the rate of increase has quickened in the 
past two years.  

Figure 7 

 

 

Figure 8 

 

Source: Bloomberg LP, IHS Global Insight and Wells Fargo Securities 

In our view, it would be premature to claim that a housing price bubble is developing in the 
Eurozone. Other than in Germany, house prices are either flat to down in the region’s largest 
economies, and German house prices have hardly mushroomed in recent years. That said, the 
evolution of house prices in the Eurozone, especially in Germany, bears watching in coming years. 
The overall euro area can ill afford a significant decline in house prices in Germany, the region’s 
largest and most powerful economy. 

Conclusion 
In a report that we wrote earlier this year, we concluded that there had not been significant costs 
from negative interests rates in economies in which central banks had slashed their deposit rate 
below zero percent. On the other hand, however, there did not appear to be overwhelming 
benefits from negative rates either. The analysis in this report suggests that the same conclusion 
can be reached for the Eurozone’s experience with a negative deposit rate at the central bank.  

The ECB’s negative deposit rate may have helped to pull growth in bank lending back into 
positive, albeit weak, territory. That said, the Eurozone is hardly “out of the woods” in its brush 
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with deflation. Although the Eurozone financial system and economy does not appear to be 
unduly burdened at this time by the negative ECB deposit rate, costs could rise over time. Bank 
lending could be hampered in the future if bank profitability should suffer from the negative 
deposit rate. An unsustainable run-up in asset prices, especially house prices in Germany, could 
eventually show up as a downside to ultra-low interest rates.  

If there were compelling evidence that the negative deposit rate was unduly burdening the 
European banking system, then another cut in the ECB’s deposit rate would be out of the 
question. However, costs of the negative deposit do not appear to be overwhelming at present, a 
point that ECB President Draghi made in his press conference following the policy meeting on 
September 8. That said, we believe that the ECB Governing Council will move cautiously when 
considering further reductions in its deposit rate. In our view, further monetary stimulus in the 
Eurozone, if the Governing Council deems that more is necessary, will show up in other ways. 
Namely, we believe that the ECB will eventually decide to extend its QE program beyond its slated 
end date of March 2017. Another option, which we believe is less likely than a QE extension, 
would be an increase in the size of monthly asset purchases above the current rate of €80 billion 
per month. We believe that the probability of a further reduction in the deposit rate is low. 
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