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More than seven years have passed since the global financial crisis almost caused 
banking systems to fall off the cliff and the global economy to slide into depression. But 
most central banks still have their cash rates at record low levels. 

Even though the Fed is pointing out that the first step in a series of gradual steps to 
“normalise” its monetary policy is imminent, the US cash rate seems likely to be 1.5 per cent 
or less in a year’s time. And, if current expectations in financial markets are borne out, the 
cash rate set by the European Central Bank will then be zero or slightly negative, the British 
cash rate will have been left unchanged at 0.5 per cent, and Australia’s cash rate will be 
below 2 per cent. Japan and China don’t currently set targets for their cash rates. 

There are lessons to be learnt: Here’s my list of the perils, pain and pleasures for investors 
from a long period of exceptionally low cash rates. 

1. Investors don’t need to be reminded that the sustained low in interest rates makes it very 
hard to generate good levels of income. The problem is particularly pressing for self-funded 
retirees who have defined contribution superannuation — especially those who like to hold a 
high proportion of their savings in deposits and bonds. 

2. Low interest rates are making it harder to encourage younger people to save for their first 
house or for their far off retirement. As Andrew Sentance, a former member of the British 
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monetary policy committee, observes, “the ‘spend more, save less’ mentality is being 
reinforced by this long era of low interest rates”. 

3. The move down in interest rates helped to create wealth for investors by stretching 
valuations. Thanks in large part to lower interest rates, average prices of shares and real estate 
investment trusts are well above their cyclical lows of early 2009; bond markets have firmed 
a lot; average prices of commercial property have generally moved higher; and house prices, 
though uneven, have risen (most notably in Sydney and Melbourne). 

4. The hunt for yield initiated by low cash rates has led many investors to take on additional 
risk — and in many cases to have more of their investment returns take the form of irregular 
capital gains rather than steady income. 

5. Investors are having to adjust to the valuations of bonds, shares and property that are -
appropriate in an environment of extremely low cash rates (and low inflation). This means 
accepting high price-to-earnings multiples on each of the three asset classes. 

6. Borrowers are the major beneficiaries of sustained low interest rates. Many households, 
companies and governments with debts cannot believe their good fortune. Debt in moderation 
and used well is not a longer-term worry. But where debt builds up to excessive levels, or 
debt is used badly, problems will follow. 

7. Despite ultra-accommodative monetary policies in all the major economies, the uplift in 
economic activity is well short of what governments and central banks have expected (or 
hoped for). The US has done best in re-establishing modest growth and worthwhile gains in 
employment. 

8. Sluggish global growth has helped bring about the exceptionally low rates of inflation 
we’ve experienced in recent years — which, in turn, may be inducing investors to adopt 
unrealistically low expectations of inflation for the medium term and longer. 

9. Despite the delivery of sustained low inflation, the credibility of central banks is suffering. 
To cite Sentance again: “In the period before the financial crisis, central banks were key 
anchors of economic and financial stability … to steer the economy through turbulent times 
(by underpinning) business and financial confidence … There is now a significant risk that 
confidence and credibility associated with central banks before the financial crisis will be 
eroded and dissipated.” 

The issue of central bank credibility is greatest for the Fed and the Bank of England, both of 
which several years ago volunteered “forward guidance” that their cash rates would be hiked 
once unemployment had fallen, respectively, to 6.5 and 7 per cent. When those 
unemployment targets were (quickly) met, neither central bank adjusted its cash rate. 

Don Stammer chairs QV Equities, is a director of IPE, and is an adviser to the Third Link 
Growth Fund and Altius Asset Management. The views expressed are his alone. 
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