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The Impact of the European Central Bank’s
Rate Cut on Inflation

Farah Altufaily”
Supervised: Prof .Abdul Razzak Hassani

Abstract

The European Central Bank (ECB) has used unconventional
monetary policy tools in order to provide more incentives for the
Eurozone economy after the 2008 crisis. This study examined
especially the impact of the zero and negative interest rate policies
on inflation, and to what extent they contributed in achieving the
targeted inflation rate depending on the Auto-regressive
distributed lag (ARDL) model. The results of the tests showed an
inverse relationship between the interest rates and the rate of
inflation in the Euro area, with its limited effectiveness in the short
term and the lack of its effect in the long term, where reducing the
interest rate after the crisis led to an increase in the inflation rate
as it reached the target rate, but only for a short period.

Keywords: European Central Bank, unconventional monetary
policy, zero and negative interest rates, inflation rate.

" Master student - Banking and Insurance Department —Faculty of Economic—
Damascus University.
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index.en.html
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ECB ¢«Why are stable prices important. Article (ECB Website, 8May, 2017.
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liphas (pe 81 g guandll Ao

e (0sS5 Cumy (Ll lafige e ol Jlsde arid) (6 o Jdail daa gyl e !
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by Lilaay Lae €0.05 (e sioal Value P dad 58 ) daleayl 4 gaal)
B ySie Al L’j Lﬁi Aol el Jirg 3y8iie e Al uLa anl emd\ Qiung
.Level (gsiuall 2ic
plasin) s 23500 (e il daliae cilayy die i Gyl o Las
e 32 Jaxe mpans i Auljal ARDL ghsal) ¢ladld SIAl) jlaaiV) 235w
e;..aﬂ\ ‘53 Ayl Jysall sale) cliles
ARDL Gl}d :(1)‘&) Jaadl
Dependent Variable :HICP
Method :ARDL
Date 20/11/10 :Time: 22:46
Sample) adjusted2009 :(M052014 M12
Included observations 68 :after adjustments
Maximum dependent lags) 4 :Automatic selection(
Model selection method :Akaike info criterion (AIC(
Dynamic regressors 4) lags, automatic): DUIR
Fixed regressors :C
Number of models evalulated20 :

Selected Model :ARDL(1(3 «
Note :final equation sample is larger than selection sample

Variable Coefficient  Std .Error t-Statistic Prob*.
HICP(-1( 0.953825 0.030248 31.53389 0.0000
DUIR 0.013738 0.080756 0.170123 0.8655
DUIR(-1( 0.084089- 0.092496 0.909110- 0.3668
DUIR(-2( 0.024677- 0.094698 0.260582- 0.7953
DUIR(-3( 0.204755- 0.081904 2.499938- 0.0151
C 0.133104 0.065269 2.039310 0.0457
R-squared 0.950112 Mean dependent var 1.520588
Adjusted R-squared 0.946088 S.D. dependent var 1.007962
S.E .of regression 0.234037 Akaike info criterion 0.017425
Sum squared resid 3.395957 Schwarz criterion 0.213264
Log likelihood 5.407533 Hannan—Quinn criter. 0.095023
F-statistic 236.1552 Durbin-Watson stat 1.946385
Prob)F-statistic( 0.000000

*Note :p-values and any subsequent tests do not account for model
selection.
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caly s Fostatistic W . dwSe agin dDMally casl) adoail) Jana & i el
Ju 135 0.05 (e sral Liad casly (F-statistic) Probs 1.96 (s ST \giagd
p ) i) e Alsladd) 0 g .z dgadl) Aygins o

DUIR*0.0137384133537 + (1-) HICP*0.953825490715 = HICP

- (DUIR)-2*0.0246766433327 — (DUIR)-1*0.0840890686806~
0.133104066984 + (DUIR)-3*0.204755344245
gyl il cuols ! Creteria Information Akaike il e e alde Yl
3 cuilki DUIR it Lain (2n)y yed) s3a5 4rie) 558 & HICP ysidl L)

.(ARDL) 1,3 JSll (e 7 35aill ranal My ¢ el D) dyiay ol yid

aall 5o J8 Fostatistic ded o @il Jalall agoall Hlasl mil el
oda ol ny aay it JalSS agag aaey AL aal) dpmd Jin Il ¢SV
Jiied) il Ja¥Y) ALk A9jls ADle aap YV (ol AllSie e Al
HICP &l idly DUIR

iiyé Model Correction Error( ECM) Uadll mosas z3sai) doually Wl
ginas Al dad 8 —0.046175 Uadll i Jalea 4 o) Hlia¥) il

.Akaike J ded J8 Jict lly ¢ Bl i) oUndy) ol apany LSlak o gay o3l !
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s ADle 3as o Jy 13y (0.050e Jif Prob ded <l Cua) Lilas
Prob a8 Wi .HICP il xially DUIR Jiisd) juiiall cp jpeaill sadll e
e S (D(DUIR e lgiad of Layg cptaill 8 328l Jona s il juid

Jame b 5 ¥ Agll s5ally VY0 5l o 58 Jare s o Jiny 138 0.05

anazll & T ald Aagyl) sjlls AN sl g RGN 35 Apl 5l G W cadil
.((D(DUIR(-2 5 ((DUIR(-1)D i 0.05 (0 jiuay) Prob dad sa clld i,

ECM Uail) grasuai dgad guilii 1(2)ad) J gaad)

ARDL Error Correction Regression
Dependent Variable :D(HICP(
Selected Model :ARDL(1(3 «
Case :2 Restricted Constant and No Trend
Date 20/06/09 :Timel5:31 :
Sample2009 :M012014 M12

Included observations68 :

ECM Regression
Case :2 Restricted Constant and No Trend

Variable Coefficient Std .Error  t-Statistic  Prob.

D(DUIR( 0.013738 0.078035 0.176054 0.8608
D(DUIR(-1(( 0.229432 0.081949 2.799687 0.0068
D(DUIR(-2(( 0.204755 0.080402 2.546653 0.0134

CointEq*(1-) 0.046175- 0.015441 2.990324- 0.0040

ehal @ Al JSLE e o3lay Jilatll 8 aodiisd) z3salll sasa e Ul
sl ol laay)
j sl ol Lailas o 9ag oy )y :Pagan-Godfrey—Breusch jlial
Led o ) cugs ) el dgms (el 4 adal) A dsag ke
dia paall Apmjd Jus L s 15 0.05 g Sl Fstatistic J Prob
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Ll el el o I aasied) il 2 3ge e alaeWh sl sl
shai) ey s3lls 0.780353  Root Mean Squared Error = sl 3%
Aad o I ALEYL 1 e sheal A ddsl adll e g gl 25 S ol
e sl 5y Al AV oldie] aodiis Jlls <0 (e Ay 0.24  theilalas
.z 3sall Alasinly

raduail) b dudialgd) GalBY) g o Sl Jaea adds .25

seadl ol Aadl) Judladl Aghiady A BlsyY) ahlaal ol ol
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Culi aa) Level sl die gsina o)linly s .0.05 oo ST syl

bl s ol cdyshll 5 paill a1 C aledd Sl i) i) & Jies !
A elld Ganily el e e A Gl ol asay e Auball s34 deadiul)
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5 CUSUM e S dglasy il JSHD o8, 13 el ) G,
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0.05: yal TRENDJ Prob dag culy si ¢(Trend & intercept olails
P.Value dad sS ) ALYl idsoall \giplas e Ji Gpund) ¢ dad cualyy
Juig syine e Al L ABGED adel) dpmd by Ulesy Las €0.05 o sl
Level sl dic 8yfie dududl o o ALl Gz dll

Ge Jils dibiie Glayy ve Gyfiee (DUIL 5 HICP) opsiad) of Lasg
3 Al ARDL g5sall eladld Il Hlaai¥) zdsad aladin) L €245l
et ddalgl alaY) cleus e a8l Jare (aias

ARDL zigai :(3) pd; Jgaadl

Dependent Variable :HICP

Method :ARDL
Date: 09/10/20 Time23:11 :
Sample) adjusted2009 :(M052014 M12
Included observations 68 :after adjustments
Maximum dependent lags) 4 :Automatic selection(
Model selection method :Akaike info criterion (AIC(
Dynamic regressors 4) lags, automatic): DUIL
Fixed regressors :C
Number of models evalulated20 :

Selected Model :ARDL(1(3 «
Note :final equation sample is larger than selection sample

Variable Coefficient  Std .Error t-Statistic Prob*.
HICP(-1( 0.958954 0.030899 31.03471 0.0000
DUIL 0.003498- 0.082196 0.042563- 0.9662
DUIL(-1( 0.065588- 0.094914 0.691029- 0.4921
DUIL(-2( 0.071604- 0.094445 0.758156— 0.4512
DUIL(-3( 0.142898- 0.082886 1.724034- 0.0897
C 0.118860 0.066918 1.776191 0.0806
R-squared 0.947595 Mean dependent var 1.520588
Adjusted R-squared 0.943369 S.D. dependent var 1.007962
S.E .of regression 0.239868 Akaike info criterion 0.066637
Sum squared resid 3.567259 Schwarz criterion 0.262476
Log likelihood 3.734326 Hannan—Quinn criter. 0.144235
F-statistic 2242194 Durbin-Watson stat 1.931574
Prob)F-statistic( 0.000000

*Note :p-values and any subsequent tests do not account for model
selection.
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2 (e dup dad a5 1.93 dad Durbin-Watson stat <aaly Cus  SIAN Ll Yl
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Ju 1385 0.05 (e ial L) Prob dad <l DUIL(-3) W - agiusine pre o
el A U8 dpialgl) By cdes e s Jaee o (ol lggine e
lgied cialy 38 Fostatistic Wl JimSe agiy AMally casll adoaill Jaes & i
se Ju 135 0.05 (e hual lgied caaly Prob(F-statistic) 5 1.96 (e ]

p M i) e Alalaall 008 55 .z 3al Ay gina

HICP = 0.958954338034*HICP(-1) - 0.00349849951072*DUIL -

0.0655884193967*DUIL(-1) - 0.0716042355258*DUIL(-2) -
0.142897562578*DUIL(-3) + 0.118860046839

Des) Basls A 35 a HICP juial Bl sUafy) cilié o (i bl aay
zasalll maal by ¢ el AD0) Ay i 3 gd DUIL e Lay (asl;
ARDL(1,3) Jall (1

oda o LAY miln cpelsl (il JolSill agaall ladl bl duallyy
Jiisall i) Gy Ja¥) Al 48 ADle aap ¥ ) AklSie e Ailed)
HICP &)l iy DUIL

s Jalae dadh (o 4 HLERY) il i Uadl) st 2 35 Asailly Wl
Jil Prob dad cly i) Lilias) dyginay 4l ded & —0.046175 Wil
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b 33l Jame yus 1 juds 48 Prob ads JHICP mull sadly DUIL
Jue i o m 1363 0.05 e Sl DDUIL) die e o Loy caiil
Al gyl oy Ll cadil) Jaea 8 i Y ASEN 5y JY) 55l o sl
die 0.05 (e yiaY) Prob ded sa Clld iy adaaill 3 ala 20 5l
dad o G gy Al Gl Ay spally ZAEN 58 e <D(DUIL(-1))
.D(DUIL(-2)) 2= 0.05 (3« »SYI Prob
ECM Wil g g dgad il :(4)ad) Jgaadl
ARDL Error Correction Regression
Dependent Variable: D(HICP)
Selected Model :ARDL(1, 3)
Case :2 Restricted Constant and No Trend
Date 20/10/09 :Time23:31 :

Sample2009 :M012014 M12
Included observations68 :

ECM Regression
Case :2 Restricted Constant and No Trend

Variable Coefficient Std .Error  t-Statistic Prob.

D(DUIL) 0.003498—- 0.079631 0.043934- 0.9651
D(DUIL(-1)) 0.214502 0.085203 2.517538 0.0144
D(DUIL(-2)) 0.142898 0.081186 1.760118 0.0833
CointEq(-1)* 0.041046— 0.015432 2.659753- 0.0099

o Wl iy Gailsd apng il iy dpmpdill CLLERY) hal aas

tHarvey il Pagan-Godfrey—Breusch lia) Je alaie¥h cllyy ¢z 3 gaill
ola) W L0.05 (e T cpilaal) b Fostatistic J Prob ded <axly cua
lalae gl oanhll )l e 83l jagpady Jarque-Bera J Normality
Gl ol e agll Ae e Sl Y pigall o) diag iy ¢ laasy]
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el 23 o sl Wl aduill sl gl las) ol eyl alal
Root Mean Squared Error = Uaal) e laugiad il s oS PREGNON|
0.24  theil Jalae dad o LlaaY Wl I 26la¥U .1 e el 0.789983
235l aladiuly Ly gl Sy Al QY aldie) aakii MGl <0 o A
raduail) b adlagh) cilgd o AN Jaea adds f .35
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ARDL Gl}u' :(5)‘&5) Jeaadl
Dependent Variable :HICP
Method :ARDL
Date 20/11/09 :Time00:51 :
Sample (adjusted): 2009M04 2014M12
Included observations 69 :after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): DUID
Fixed regressors :C
Number of models evalulated20 :
Selected Model: ARDL(1, 2)
Note :final equation sample is larger than selection sample

Variable Coefficient  Std .Error t-Statistic Prob*.

HICP(-1) 0.974630 0.029469 33.07282 0.0000

DUID 0.074544- 0.093582 0.796564- 0.4286

DUID(-1) 0.088837 0.107076 0.829659 0.4098

DUID(-2) 0.228462- 0.090257 2.531238- 0.0138

C 0.066416 0.057301 1.159078 0.2507
R-squared 0.947209 Mean dependent var 1.507246
Adjusted R-squared 0.943910 S.D. dependent var 1.006642
S.E .of regression 0.238407 Akaike info criterion 0.040026
Sum squared resid 3.637613 Schwarz criterion 0.201917
Log likelihood 3.619114 Hannan—Quinn criter. 0.104254
F-statistic 287.0840 Durbin-Watson stat 1.958886

Prob(F-statistic) 0.000000

*Note :p-values and any subsequent tests do not account for model
selection.

s DA e M) 23 gaill Lppuaill 3358l N ARDL z3sa3 cuhlil zilis s
o %94 iy ziealll o maagiy Ly dafiydl (R? =0.94) aail Jalas
e (ge Slad Y Al ¢ UadY) g ofs L aduzmill Jane 8 Alalal) oyl
2 e dypdad a5 1.95 4ad Watson stat Durbin-chaly Sua SIA) Jala )Y
s e Jy 13y 0050« LS DUID(-1) 5 DUIDJ Probied of Laads
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Sle Jy 1385 0.05 e ral L Prob ded cialé DUID(-2) Wi . aghisies
il Jare (3 55 et O @lagll cdlead o 525l Jane o (4l ¢l gine
5 1.96 o S lged caly Ji Fostatistic W AwSe agiy adlally casl
S5z asalll Aygina o Jy 135 0.05 e Jial Lgied ily Prob(F-statistic)

AL | ORI PN K PN (TR
HICP = 0.974630174404*HICP(-1) - 0.0745438835613*DUID +
0.0888367515329*DUID(-1) - 0.228462335203*DUID(-2) +
0.0664160837814

saals i) 558 & HICP pwid Eall elhy) < ol cpd Gadadll sag
g5l sl Ml ¢(nel) Oisie) 0% oot DUID iiie Lais (3215 1ecd)
.ARDL(1,2) J<all oy
Al o3a o LAY 3l jedal el i) JalSall sgaall sl il Al
DUID Jéiedl Laaiall o JaV1 gl 40ls dDle aap ¥ of dlalSia e
HICP sl il
Ut e Jales da of 48 HLoaV) il caigd (et s #3900 L
(0.05030 Jif Prob e caly Cua) Uilias) 4y5iaas 4l 4a 2 -0.025370
DUID Jiiwall yiid) G yueadl) sad) e 4wl ddle aga Jo Jay 2a,
Lass cadoaill 8528l Jara a0 5l e 48 Prob ads (HICP ol il
Sl 300 Jama s o in 1368 0.05 e LSI D(DUID) xie Liad o
18 20 5 iy Al 55l Lol cadimill Jane 3 sy Y Al 55l 1Y)

D(DUID(-1)) 3ic 0.05 (o i) Prob ded sa clly iy aiill o i
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ECM Uail) grasuai  dgad guilii :(6)ad) J gaad)
ARDL Error Correction Regression
Dependent Variable :D(HICP)
Selected Model: ARDL(1, 2)
Case :2 Restricted Constant and No Trend
Date 20/11/09 :Time01:10 :
Sample2009 :M012014 M12
Included observations69 :

ECM Regression
Case :2 Restricted Constant and No Trend

Variable Coefficient  Std .Error t-Statistic Prob.
D(DUID) 0.074544~ 0.089947 0.828752—- 0.4103
D(DUID(-1)) 0.228462 0.088218 2.589757  0.0119
CointEq(-1)* 0.025370- 0.010942 2.318473- 0.0236

o sl Gl (ulas 2y il iy Rpaddll CHERY) shal
¢tHarvey Lol Pagan-Godfrey—Breusch jlial Je slaie¥l clldy ¢z 3 gaill
Sl W.0.05 e ST eyl & Fostatistic J Prob dad Caly dus
lilae gl oanhall oyl e 83l jagpady Jarque-Bera J Normality
Gl bl e sl A e e Y pgall o s iy sy
Gsie die @Yy 5,99 e Jil 4ad Jarque-Bera aly Cus ¢ jlasiyl dlalas
.0.0550 ST A
zasal 5)2all Ollaal) of Zdgall Al hiay) cblasl JISal okl
Sl JSE by Eum Al Jae 55l e U 6jfias aadiud) ARDL
e die dnall 3l JAXCUSUMSQ s CUSUM (g JS ddlasy
Jashaly saail gaal) 8 Al cbstie G bl 35a 3 Las 0,05 Asine
el ziga o alaeVWl aduaill agd sl Ll mbn cplsl bl g
Root Mean Squared Error = Uaall sy Javsgial il 3l of I aosind])
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0 e dad 0.39 theil dalas dady (L85 Gl o) 1 e ST 1.097934
sall ulad 0wl cBleas o 33l Jame sldie) aplias Y Ul
il Lgaaiing Al Ayl Lail) Al @lsdl e Gl 4l G caaizill Jaea

i) dalladd (53854l

&

e

r e Aoy Aas 3lalS sl Jae e deamidl Jeall caadic)
Jial Aglaal Al S5 (pualai®¥) LEWT sall GaaS ) DA
Ll Alla 8 allie 5o (e il calaidY)

e ooV (9l il Laldl) bl ddas P e ol
el JaVh st Jaee 3 S0IL s2l) cNVaee (mias dled
Saa) o il il im ¢(pshall daYl Lola Lyl dlanl o)
N and el ADG oyliie o) il ) stz cNVae gl
oalFY) Bty Ayl dasalll dale) Cllee e IS e 320
s o 33l cVaral s opliie ey by cdgiled)
Aalll e ihie e o Y G sl AR of L (adlag)
ek S A B ) QA 8 iy galeal e (gl cipalaiy)
(M) Al ) BLY) aae Ll pe (3 63 YY) oy B
Jaeay 30U CYaee o LuSe ABle apny GhlaAY) A iy
&V 63 2008 Aol any 323l ¥ dra agiaT ¢ g sl Adaie b adual

i)
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2

3
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L 3yl 55l (K15 gl Jarad) ) alpass stz Jane g i)
(2011 ale g ia)
Glaayp =l ) gap Al Ll cdagd) aluad ) Saglly
e 38 CV e and G A ADle dgay a8 sl @l Caa)
COlgadis Apdaledl b)) gty Ayl dysalll 2ale) Cldee
&Y % oxs 1305 (HICP @llgiosall [l Gusiall il G cadlasl
bid) sl G e pel) ey 4 G Baudl) G il s il
L O ALl dpaal salal) N ame Al 8 Al Aodall e o)
caagisal Janal (3a3 3 Aleld 3l o0 o gl V) aall e i

Cala] iy @lldy ¢aliad pdiatl) Jaes dle 2012 ple Ly a4
Y G ) sl dam S G Al p13) ] )
OB Lee adatl) Clgise 8 oaliady ool aliadll laag o eyl
LS il e s)s) (Oa il Caglaa

i) el Loy 220l U agps¥) (g3S5al) il Casladl) oda caady 5
D) ety QLY s DA e @lldg 2014 ale 4l 4 )
Dy My Jalil) ol salll aea Ml daall gap Bl
By %2 (e Aad Sl die ofinly sl ) 535l Ll Uaya
s Ailaia 2Ll e dalay) oeiling o) o2 cuile

Ay ) Slands (%31 Fawts Y1 by (%41 Ay B lad caaids) Cua !
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QNB Group :Declining Food Prices Increase the Risk of Global Deflation .
Article <Economic Commentary «QNB Economics 24 <August.2014 «
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