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In his worth-reading book, Monetary Policy after the Great Recession:
the role of interest rates, Arkadiusz Sieron looks at the limits of mon-
etary policy and, in particular, the effectiveness of unconventional
monetary policy. Sieron takes a close look at the unconventional
monetary policy measures used after the Great Recession. He
begins his book with an analysis of the so-called transmission
channels of monetary policy. In the mainstream, there are several
theories of how monetary policy affects or transmits to real varia-
bles such as employment and economic growth. Chapter 1 begins
with the so-called interest rate channel. According to this theory, a
change in the monetary base or policy rate also affects long-term
interest rates and thus real variables in the economy. Sieron criti-
cizes the interest rate channel theory in that long-term interest
rates are not necessarily controlled by central bank policy and that
there may be creditworthiness problems or debt overhang. The
private sector may want to reduce its debt. In that case, Sieron said,
the interest rate channel would not work because cuts in the policy
rate would not stimulate credit expansion and the economy.
Indeed, central bank rate cuts during the Great Recession did not
stimulate lending to the private sector.

In chapter 2, Sieron presents the portfolio balance channel advo-
cated by monetarist economists. When central banks buy securities,
the sellers of those securities have higher cash balances and want to
rebalance their portfolios by buying other securities and reducing
their cash balances. As a result, they raise the price of these other
securities and lower their yield, which reduces the cost of funding
for issuers. At the same time, there is a wealth effect, which Sieron
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says stimulates investment and consumption. Sieron aptly points
out that the real reason for unconventional measures like quantita-
tive easing is to help governments and the banking system. Banks
benefit from quantitative easing because they hold securities whose
price is driven up, effectively injecting capital.

In Chapter 3, Sieron looks at risk-taking and how unconven-
tional monetary policy measures affect the economy through the
so-called risk channel. The search for yield increased risk-taking
in the years following the Great Recession, as Sieron documents.
Significantly, Sieron engages with the extensive mainstream litera-
ture on these issues, including the empirical literature, in all chap-
ters of his book. This is very helpful for the Austrian economist
interested in monetary policy who wants to keep up with the latest
mainstream theories.

Chapter 4 addresses a topic that has recently become popular in
the mainstream literature, that of zombification. For Austrian the-
ory, zombification of the economy is a negative side effect of expan-
sionary monetary policy when the structure of output is distorted
and there are many malinvestments that need to be liquidated. In
other words, zombification is an issue that has long been familiar
to Austrian business cycle theorists, albeit under a different name.
Zombification occurs when malinvestments are artificially
propped up by expansionary monetary policy after an economic
bust. In this chapter, Sieron, as usual, reviews the mainstream
empirical literature, which in this case also examines the size and
extent of zombie firms in the European economy. Zombification
theory is an alternative explanation to the secular stagnation the-
ory and the liquidity trap theory to explain the sluggish recovery
after the Great Recession.

In chapter 5, Sieron criticizes the idea that the neutral interest
rate has fallen. Modern mainstream theories view the neutral
interest rate as the policy rate that brings the economy to its full
potential output and maintains a stable rate of price inflation. The
mainstream theory implies that this interest rate can be negative.
Sieron criticizes this view by arguing that central banks can lower
this neutral interest rate, which exists only in mathematical mod-
els, in a vicious circle. Thus, Sieron argues for the monetary drag
hypothesis, which states that monetary policy has lowered interest
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rates in the long run. Sieron contrasts the neutral interest rate with
the natural Austrian interest rate, i.e., the interest rate that would
prevail in a free market. In this context, he critically examines the
global-savings-glut hypothesis. Again Sieron deals intensively
with the relevant mainstream literature.

Chapter 6 is devoted to the problem of negative interest rates.
Sieron describes the transmission channels through which nega-
tive interest rates are supposed to operate. He also addresses the
negative effects on bank profitability. He points out that negative
interest rates policies support governments by lowering the inter-
est rate they paid on their debts, crowded out private investment,
and impeded structural reforms.

The next chapter addresses the problem of the debt trap and how
low interest rates increase debt. The chapter also addresses the con-
sequences of high debt for economic growth. After a summary and
a conclusion, the book ends with two interesting appendices. The
first deals with possible future changes in monetary policy through
new unconventional measures that are discussed, such as lowering
interest rates to a more negative range, NGDP targeting or helicop-
ter money, and others. The second appendix attempts to find an
appropriate response of monetary policy to the Covid crisis.

After reading the book, the reader remains somewhat unsatis-
fied. This is so, because the book is difficult to classify. Sieron
attempts to synthesize Austrian theory with mainstream theories
by combining concepts and theories from both approaches. This
has important advantages that make the book an important contri-
bution. It has the advantage of building bridges and possibly
attracting mainstream economists to Austrian theory. It is enrich-
ing to see different points of view, and empirical data help to illus-
trate and verify the monetary past. For Austrian economists
interested in the history of monetary policy and recent monetary
theories the book is very enriching.

However, the book is aimed at all economists, not just Austrian
economists. This eclectic approach also has a downside. The reader
lacks a consistent and solid theoretical foundation. Mainstream
theories are not consistently critiqued from an Austrian perspec-
tive, and the reader is left with a potpourri of approaches (albeit an
interesting one).
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As a result, Sieron sometimes resists taking a position and uses
terms like “would” or “could” and remains somewhat vague.
Sometimes one wonders what the author’s point of view is. Sieron
uses neoclassical terms such as potential output, economic growth,
or GDP without radically criticizing them.

He gives the impression that monetary policy sometimes works
and could produce real economic growth, and that it only did not
work as usual after the financial crisis because of the special cir-
cumstances of the Great Recession. There is no fundamental cri-
tique of monetary policy as always distorting.

Sieron’s summary again highlights the problematic synthesis
between the mainstream and the Austrian school. Sieron shows
sympathy for bailing out banks that are too big to fail in a crisis,
but disagrees with manipulating interest rates when there is no
crisis:

“During the crisis, it might be understandable to aid certain sys-
tematically important institutions, but it is certainly not appropri-
ate to manipulate interest rates.” (p. 167)

Similarly, he claims:

“The central bank should not only avoid taking rates into negative
territory but should cease to manipulate them at all or at least set
a floor at a level high enough above zero. If central banks should
exist (which we cannot assume), they should limit themselves to
providing liquidity in times of crises. But they definitely should
not suppress market interest rate, thereby impairing their alloca-
tion and signaling functions.” (p. 165)

From an Austrian perspective, these statements are problem-
atic. Bailing out banks and interest rate manipulation are linked.
When a central bank creates a crisis, it is because of the manipula-
tion of interest rates. Bailing out banks manipulates interest rates
as well.

If there is a central bank that is able to bail out banks that are
too big to fail, there is also a distortion of interest rates. Moreover,
it is central banking that causes banks to be too big to fail in the
first place. There is no way for a central bank not to distort or
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manipulate interest rates as Sieron seems to imply. Central bankers
cannot know the free-market interest rate. Central bankers also do
not know whether they are bailing out the banks with their mone-
tary policy. And how is it defined when there is a crisis, which
would allow the provision of more liquidity?

Sierra’s statement that a central bank, if it exists, should provide
liquidity in a market crisis is highly questionable. It is precisely the
existence of a lender of last resort that leads to moral hazard, as
Sieron himself notes in the book. If market participants know that
a central bank will provide liquidity in times of crisis, they will
behave more riskily. And in practice, who determines when a cri-
sis occurs? How can central bankers know that they “must” inject
liquidity to prevent a market collapse, and how can they know
how much liquidity they “need” to invest. All of these uncomfort-
able questions arise from Sieron’s attempt at synthesis of some-
thing that cannot be combined.

Nonetheless, Monetary Policy after the Great Recession is a book
worth reading. It presents the unconventional monetary policies
and the mainstream theories about their effects and offers valua-
ble critiques of them.





