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1 Intr oduction and summary
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2 The dangers of the lower bound
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Table 2.1 Yearly average policy rates in selected advanced economies 
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Swe9en 10.0 11.0 10.0 8.5 9.5 10.5 7.5 7.5 8.5 10.5 11.5 8.0 10.0 5.0 7.0 7.0 6.0 4.5 4.5 3.2 4.0 4.5 4.5 3.0 2.0 1.5 2.5 3.5 2.0 0.5 0.5 1.9 1.1 0.8 0.0 -0.4

Sw!#$ e$ 9an9 3.0 6.0 4.5 4.0 4.0 4.0 4.0 2.5 3.5 6.0 6.0 7.0 6.0 4.0 3.5 1.5 1.0 1.0 1.0 0.5 3.5 1.8 0.8 0.3 0.8 1.0 2.0 2.8 0.5 0.3 0.3 0.0 0.0 0.0 0.0 -0.8

(K 14.0 14.4 10.0 9.1 9.5 11.4 10.9 8.4 12.9 14.9 13.9 10.4 6.9 5.4 6.1 6.4 5.9 7.3 6.3 5.5 6.0 4.0 4.0 3.8 4.8 4.5 5.0 5.5 2.0 0.5 0.5 0.5 0.5 0.5 0.5 0.5

(S! 12.9 12.1 8.5 9.4 8.1 7.8 5.9 6.8 8.7 8.3 7.0 4.0 3.0 3.0 5.5 5.5 5.3 5.5 4.8 5.5 6.5 1.8 1.3 1.0 2.3 4.3 5.3 4.3 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.4
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2.2 When will the constraint bind? A simple exercise
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2.3 Dynamic simulations
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2.3.1 Revisiting the Great Recession
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Figure 2.1 The Great Recession with and without the zero lower bound
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2.3.1 What the future might hold
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Figure 2.2 A half Great Recession (upper) and two half Great Recessions (lower) 
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3 How to ease monetary policy when 
rates hit zero
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3.1 Negative interest rates
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3.1.1 Recent experiences
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Figure 3.1 Monetary policy interest rates in negative interest rate countries
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3.1.2 Transmission
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Figure 3.2 Denmark: Policy rate, money and capital market interest rates
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Figure 3.3 Eurozone: Policy rate, money and capital market interest rates
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Figure 3.4 Japan: Policy rate, money and capital market interest rates
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Figure 3.5 Sweden: policy rate, money and capital market rates and bank interest 
rates
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Figure 3.6 Switzerland: Policy rate, money and capital market interest rates. 
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Figure 3.7 Switzerland: bank interest rates 
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Box 3.1 Revisiting the simulations with a negative interest rate
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Box 3.1 (contd.)

Figure 3.8 The Great Recession with a Ð2% lower bound
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Figure 3.9 Year-on-year growth in private domestic credit in percent
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3.1.3 How low can rates go?
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Figure 3.10 Ratio of the value of the largest denomination of bank notes outstanding to 
total outstanding bank notes in selected countries, year-end 
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3.1.4 Adverse effects on Þnancial markets and institutions
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3.2 Quantitati ve easing
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3.2.1 Recent use and effectiveness of quantitative easing
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Box 3.2 Simulation of the effect of US quantitative easing in the Great 
Recession
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Figure 3.11 Great Recession with and without quantitative easing
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Table 3.1 Estimated effects of quantitative easing on 10-year bond yields

Study Sample Method
Yield 

reduction  
(basis points)

United States

Greenwood and Vayanos (2008)a 1952-2005 Time series 82

Gagnon, Raskin, Remache & Sack (2011) 2008-09 Event study 78

1985-2007 Time series TP only 44

Krishnamurthy & Vissing-Jorgensen (2011) 2008-09 Event study 91

2010-11 Event study 47

Hamilton & Wu (2012) 1990-2007 AfÞne model 47

Swanson (2011) 1961 Event study 88

D'Amico & King (2013) 2009-10 Micro event study 240

D'Amico, English, Lopez-Salido & Nelson (2012) 2002-08 Weekly time series 165

Li & Wei (2012) 1994-2007 AfÞne model of TP 57

Rosa (2012) 2008-10 Event study 42

Neely (2012) 2008-09 Event study 84

Bauer & Neely (2012) 2008-09 Event study 80

Bauer & Rudebusch (2011)b 2008-09 Event study TP only 44

Christensen & Rudebusch (2012)b 2008-09 Event study TP only 26

Chadha, Turner & Zampolli (2013) 1990-2008 Time series TP only 56

Swanson (2015)b 2009-15 Yield curve TP only 40

Christensen & Rudebusch (201d)b 2008-09 Event study TP only 15

United Kingdom

Joyce, Lasaosa, Stevens & Tong (2011) 2009 Event study 78

1991-2007 Time series 51

Christensen & Rudebusch (2012)b 2009-11 Event study TP only 34

Churm, Joyce, Kapetanios & Theodoris (2015 2011-12 Intl. comparison 42

Japan

Fukunaga, Kato & Koeda (2015) 1992-2014 Time series TP only 24

2013-14 Event study 17

Eurozone

Middeldorp (2015)c 2013-15 Event study 45-132

Altavilla, Carboni & Motto (2015)d 2014-15 Event study 44

Middeldorp & Wood (2016) c 2015 Event study 41-104

Sweden

De Rezende, Kjellberg & tysklind (2015) 2015 Event study 68

Note:' &R*@%$$"B((/*s*X&.&"(5*5S&)$/*#8$*$,,$S#*%$)&#'A$*#(*#8$*5'C$*(,*#8$*D%$&54%.*9&%1$#R*D8$*$5#'9&#$*
8$%$*'5*Q&5$/*("*#8$*%&#'(*(,*D%$&54%.*/$Q#*#(*@YV*'"*6?>LR*Q*D8$5$*5#4/'$5*,4%#8$%*/',,$%$"#'&#$*Q$#B$$"*
5'2"&)'"2*$,,$S#5*&"/*^(%#,()'(*$,,$S#5R*D8$*%$^(%#$/*$5#'9&#$*'5*,(%*#8$*^(%#,()'(*$,,$S#*(").R*SR*D8$*59&))$%*
$5#'9&#$*'5*,(%*@$%9&"*Q("/5*&"/*#8$*)&%2$%*("$*'5*,(%*!#&)'&"*Q("/5R*/R*D8$*$5#'9&#$*'5*,(%*&"*&A$%&2$*(,*
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3.2.2 Scope for additional quantitati ve easing
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Table 3.2 Scope for quantitative easing in major advanced economies  
(2015Q4, percent of GDP)

Central 
bank 
assets

Total 
securities

Domestic bonds and international bonds
in local currency

Stock 
marketFinancial 

corporations

Non-
Þnancial 

corporations
Government

Australia 9 202 58 3 44 97
Canada 5 200 22 14 61 103
Eurozone 26 182 47 9 74 53
Japan 77 382 51 13 202 115
Korea 30 194 32 36 36 90
Sweden 16 341 54 2 27 257
Switzerland 98 261 15 3 14 229
United 
Kingdom

22 275 36 11 92 136

United States 25 300 81 30 90 99
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Figure 3.12 Performance of stock indices, December 2005 to February 2016
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3.2.3 Fiscal implications
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Table 3.3 Volatility of US Þnancial asset returns, 2000-15

Standard deviations of 12-month percentage changes, 2000-15
10-yr Treasury Bond 

Price
10-15-yr BB+ Bond 

Price
USD Major Currency 

Index
S&P 500 Equity Index

6.0 9.8 8.2 18.1
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Figure 3.13 ProÞtability of major central banks 
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3.3 Helicopter money
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3.4 Forward guidance 
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3.5 Beyond forward guidance: Committing to higher future 
inßation
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Box 3.3 (contd.)
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3.6 Policy mix, interactions and Þnancial stability

3.6.1 Policy mix
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3.6.2 Policy interactions
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Box 3.3 (contd.)

Figure 3.14  Inßation and inßation expectations in Japan 
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3.6.3 Monetary accommodation and Þnancial stability
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4 Raising the inßation target
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4.1 BeneÞts of raising the inßation target
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Box 4.1 The simulation with a higher inßation target
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Box 4.1 (contd.)

Figure 4.1 Great Recession with and without higher inßation target
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4.2 Costs of a higher inßation target
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4.2.1 Costs of modestly higher average inßation
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4.3 Credibility and the inßation target
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4.4 How to implement a new target
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4.5 What about a price level target?
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5 Monetary policy in a post-cash 
economy
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5.1 Markets are driving payments systems away from cash
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Figure 5.1 Outstanding paper currency in percent of GDP. 
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Figure 5.2 Number of card payment per capita and physical currency in circulation, 
2013 
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5.2 Monetary policy without cash
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5.3 Other polic y aspects of post-cash economies
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6 Conclusions: So what should be 
done?
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Three questions

1. Can non-standard policies do it? 
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Figure 1 Real interest rate change and investment in Japan: Sharply declined 
effectiveness after QQE (dashed vertical line)
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Figure 2 Property price inßation (year on year) in Japan: Real interest rate is still 
effective here, however...
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Figure 3 Real GDP growth (year on year) in Japan: SigniÞcant trending down after 
QQE (vertical dashed line)
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Figure 4 Extreme ßattening of JGB yield curve 'Bank of Japan trade' and lost price-
discovery function
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2. Should the inßation target be raised?
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3. Is there a lower bound in a cashless economy?
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Lessons from the Þnancial markets

Comments by the discussants
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Lessons from policymakers

Comments by the discussants
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Appendix: The model used for 
simulations
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Geneva Reports on the World Economy  
Central banks can do more to stimulate economies and restore full 

employment, even when nominal interest rates are near zero. Quantitative 

easing has had beneficial effects already and can be expanded; policymakers 

can push interest rates substantially below zero. Central banks can also 

increase their scope for countercyclical policy by raising their inflation 

targets modestly. Eventually, the trend toward cashless economies may 

eliminate completely the problems arising from the lower bound on interest 

rates.

The 18th Geneva Report on the World Economy seeks to provide 

policymakers with a developed selection of stimulus methods in order to 

tackle secular stagnation in advanced economies. With most options having 

already been explored, this report contributes to current stimulus policies 

and how they can be expanded and implemented to greater effect.
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