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In the short-term horizon low interest rates clearly support GDP 
growth thanks to the stimulation of the demand side of the 

economy. However, do you think that zero interest rates support 
GDP growth and structural supply-side economic potential in the 

long-term horizon as well? 

 

 
Jan Vejmělek  
Chief Economist and Head of Economic & Strategy Research, Komerční banka  

Economic policies, both fiscal and monetary, are primarily counter-cyclical policies affecting 
aggregate demand. Their role is therefore primarily to smooth the economic cycle. 
It is therefore possible to agree with the first part of the statement above, but instead of low rates  
I would use a reduction of interest rates stimulating demand in the short term. Anticyclical 
policies are then not able to change the structure of the economy in the long run; they are simply 
not designed to solve problems on the supply side. Conversely, extremely low long-term interest 
rates hinder structural change by maintaining the status quo and inefficiently allocated capital. 

 

 
Piotr Palenik  
Portfolio Manager, Opoka TFI  

Opposite to financial investors corporations (i.e. the supply-side) cannot give up / liquidate 
their [already started] investments quickly just because the external factors are changing. If 
you buy bonds/shares and after 1 year your assumptions are wrong you are usually left with 
some money. If you start building a factory and after 1 year – when it is still under construction 
– you find that your investment assumptions are wrong and the factory is not needed... You are 
left with nothing. Therefore, corporate decisions are based on expectations of interest rates in 

http://www.praguefi.com/


 

2 | P a g e  
Prague Finance Institute, z.s. 

The Schebek Palace  |  Politickych veznu 936/7  |  110 00 Prague 1   |  Czech Republic 
www.praguefi.com 

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

the long-term and expectations of demand in the long-term. For the same reason they take 
much bigger haircut for the fact that their own assumptions may be wrong. Because current 
fiscal and monetary loosening is exceptionally high few expect that it has a long-term nature. 
So I do not believe that current zero rates will stimulate supply and GDP in the long-term 
horizon. 

 

 
Magdalena Středová  
Macroeconomic Analyst, PPF banka  

After the period of low interest rates accompanied by the low growth especially in the Eurozone 
doubts appear about the ability of low rates to induce the growth of the economy. Opponents of 
the policy of low rates accentuate risks such as misallocation of resources by undertaking 
unproductive projects as well as supporting “zombie” companies, which would go bankrupt 
without low cost funding. Further risks from low interest rates include market concentration, 
fueling asset bubbles or increasing debts.  

Keeping in mind all risks that long lasting low interest rates can bring, I dare to use the four most 
dangerous words: this time is different. Zero interest rates have a rationale. It seems highly 
probable, that potential GDP fell during pandemic through closed businesses, lower 
investments as well as supply-demand channels disruptions (set aside the fact that potential 
GDP is theoretical construct and underlying components are not directly measurable so 
estimations are very difficult). Zero interest rates might thus help to return the potential GDP to 
its pre-pandemic levels by helping businesses with funding the recovery of its pre-pandemic 
activities. This process will be gradual and will be under way in matter of years rather than 
months. Keeping interest rates low for a longer time period might be in this case justifiable. But 
once the economy recovers from the pandemic shock it does not need zero interest rates for 
gradual accumulation of production factors and technological innovations which are driving 
forces of the growth of potential GDP. And keeping interest rates too low for too long would do 
more harm than good. Timing is however tricky, given persistent high level of uncertainty. 

 
 
Tomáš Pfeiler, CFA  
Portfolio Manager, Cyrrus  

Interest rates at zero lower bound help to ease financial conditions. While this is unequivocally 
beneficial to the demand-side of the economy, the relationship with supply-side is much more 
complex. In theory, ultra-cheap credit should spur innovations. The reality is quite different. 
Instead of boosting capex, US companies embarked on buyback spree. Shareholders are 
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rewarded handsomely, however, enterprises allocate less capital into productive activities. 
Furthermore, zombie companies are proliferating. The environment of higher interest rates 
would make many zombie businesses unviable. The zombification of corporate sector hinders 
productivity gains, and in turn, the long-term economic growth. Rock-bottom rates could 
imperil overall financial stability. There a is fair amount of complacency in asset prices. That 
makes the entire system vulnerable to shocks and creates a vicious circle: to prevent the 
economy from potential shocks, central banks cannot abandon the policy of zero interest rates. 

 

 
Anne-Françoise Blüher  
Head of Asset Allocation, Conseq Investment Management  

By lowering interest rates central banks seek to stimulate the demand side of the economy and 
thereby GDP growth. This works through several channels. Low interest rates reduce the 
incentives to save and thereby to consume more. Cheaper borrowing costs boost consumption 
and investments. Lower interest rates relative to other countries can lead to a weaker currency 
and thereby back exports.  

Among the factors which drive the supply side of the economy are typically deregulation, 
lowering taxes, reduction of trade barriers or incentives to increase labour force participation. 
As a result, I doubt that zero interest rates will support the supply side. It is even questionable, 
to which extent low/zero interest rates promotes the demand side of the economy. Since the 
Great Financial Crisis it became more and more evident, that low interest rates and QE rather 
fuel the demand for financial assets and real estate than the demand side of the economy. 

 
 

 
Čestmír Riesenfeld  
Head of Analysts, PP Asset Management  

Due to macroeconomic theory, the long-term supply side (Long-Run Aggregate Supply) is 
influenced by factors like supply of human and physical capital, supply of natural resources, 
productivity and technology. The important question is: which factor is positively affected by 
zero interest rates? Human capital depends on demographic development more. Supply of 
natural resources can profit from zero interest rates because of lower financing cost of searching 
for new places of mining. But I think there are more important drivers like the prices of mined 
commodities. Also supply of physical capital would profit from zero interest rates, but less 
efficient projects are financed in times of low interest rates. And investment in productivity and 
technology can be less effective in times of low interest rates.  

http://www.praguefi.com/


 

4 | P a g e  
Prague Finance Institute, z.s. 

The Schebek Palace  |  Politickych veznu 936/7  |  110 00 Prague 1   |  Czech Republic 
www.praguefi.com 

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

In my opinion we are in an inflationary gap. I think we can see real GDP higher than potential 
GDP because of a rise of aggregate demand. Short-run aggregate supply will increase due to 
higher prices also and the result will be potential GDP on the almost same level but on a higher 
price level. I think this scenario will happen very soon in Czechia. 

 

 
Pavel Sobíšek  
Chief Economist, UniCredit Bank Czech Republic and Slovakia  

As long as insufficient demand remains the key economic problem, the low or even zero interest 
rates could be an answer. This still may be the case in significant parts of the global economy. 
However, the idea that a long-term application of the zero-rate policy raises a long-term 
potential of the economy is in my view wrong. This is about a split-up of the roles in the economy 
between the central bank and the government. The central bank’s policy, if pursued 
appropriately, is able to smooth out an economic cycle but the supply side of the economy has to 
be tackled by government measures. Years ago, when central banks decided to go ahead with 
their non-standard policy tools in order to deliver as much monetary easing as possible, they 
were trying to communicate that governments should also come up with their share of 
responsibility. Unfortunately, the pandemic-induced crises has arrived prior to the central 
banks managing to phase out their stimuli. 

 
 

 
Štěpán Pírko  
Managing Director & Chief Investment Officer, Bohemian Empire  

There is no evidence that ultra-low, zero or negative interest rates support long-term economic 
growth. On the contrary, Japan, one of the largest economies in the world, has been 
experimenting with zero interest rates for quite a long time and weak economic growth or 
stagnation can be observed in this economy. Europe has been using a similar medicine for many 
years and economic growth and innovations are weak. It seems that the policy of cheap money 
policy is not a way to promote growth and innovations and in my opinion it can work quite the 
opposite. It rather blocks creative destruction and promotes and conserves the misallocation of 
capital. Resources have long been tied in ineffective activities and new businesses are being set 
up with no return on capital. This would not be possible in a higher interest rate environment. 
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Matúš Strážnický  
Investor  

Low interest rates are something every business wanting to expand its operations is happy to 
see. One hopes that new debt will be set to pay down the old one (logically on better terms) or the 
funds will serve to expand the business (shoo away stock buy-back/dividends). Yet, the “supply 
side” does not run-on low rates (they do help although), but on the most productive utilization 
of the manufacturing/service base (put simply: factors of production). 
The reader can ask oneself, whether the economy is running at its best achievable potential. Low 
interest rates do come in handy, but what we need is more entrepreneurial spirit with 
willingness to take a healthy balance of risk and responsibility. Without them, a healthy, 
competitive, and sustained economic growth will be hard to come by. 
 
 

 
Ondřej Koňák  
Portfolio Manager, Partners  

This tool of an expansionary monetary policy aims to support economy via stimulating the 
consumer spending and investments. It has to be noted that any intervention effectively means 
disruption of natural market functioning with all the negative follow ups. By definition, any 
intervention should be used in case of emergency. Therefore its positive effect on the market 
tends to be highly expected among all participants. Nevertheless, when short-term emergency 
tool changes to long lasting stimulation not giving the market even a chance to return to its 
natural behaviour, negatives start to prevail. The longer the abnormality lasts, the more 
devastating effect it has and the longer it takes to restore the market natural status. Persisting 
low interest rates mean high net present value of any asset via discounting, implying many 
investments that would not be profitable under different scenario. It also implies faster 
consumption on debt as low interest rates do not support savings. 
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