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Negative Interest Rates:  Coming To a Bank Near You?   By James B. Twining, CFPÈ 

In recent months, several of the worldôs central banks have conducted a highly risky experiment 
with negative interest rates.   For example, the Bank of Japan has a rate of minus 0.1%, the  
European Central Bank has a deposit rate of minus 0.4%,  and Switzerlandôs bank rate is a  
minus 0.75%.  German government bonds with maturities as long as seven years, and Japanese 
government bonds with maturities as long as ten years are now trading at negative yields.  
 
ñWhat!ò you say?  Do you mean to tell me that I wonôt receive interest, I will pay interest? Say it isnôt so!ò 
 
Sadly, although ñShoeless Joeò Jackson was acquitted of throwing the 1919 World Series to the Cincinnati Reds, the 
Central Banks are guilty of taking money from savers and throwing it to the borrowers.   
 
The traditional methods of curtailing debt and stimulating economies have failed.  First came low interest rates, then zero 
interest rates,  then quantitative easing  (in all its iterations).  Just as these gambits failed to gain traction,  the negative 

interest rate experiment is also likely to be ineffective in my opinion.  Ham-handed central bank 
intervention in otherwise free economies invariably leads to inefficient allocation of capital,  
distorted risk-reward motivations, and price instability of securities. 
 
One obvious result of negative interest rates is that depositors may withdraw their money from 
bank accounts and bonds and stuff it under the mattress. However, we are not seeing runs on the 
banks in the countries in which negative rates are already the reality.  It appears that depositors 
will pay a small price for the convenience and security of a bank account to store currency.  I 

am sure there is a limit to the amount they will pay, however.  At some point,  if rates go too negative,  depositors will 
withdraw their funds and store it in their vault at home or in a safety deposit box.  The exception to this would be if we 
were to enter a deflationary environment in which currency would appreciate in real terms,  perhaps even after a negative 
rate is assessed.  
 
The other possible destination of the currency is equities,  which will look better in comparison to cash and bonds that 
are encumbered with negative rates.   In laymenôs terms:  You will be more likely to invest in stocks instead of cash and 
bonds if you know that cash and bonds will result in a guaranteed loss.   This would drive up equity valuations,  
benefiting current owners of equities.   That higher valuation would likely result in lower subsequent equity returns over 
the longer term, however. 
 
In recent months, inflation expectations in the US have risen above the Fed target of 2%.  For that reason I see a low 
probability of negative interest rates here in America over the short term.  At least for this business cycle, it appears that 
the Fedôs zero interest rate policy from 2008 through 2015 was sufficient to stimulate demand.  As for the next recession,  
all bets are off.  With each successive business cycle, the Fedôs prescription has been ever stronger medicine. The next 
dose may well be negative interest rates. 
 
These observations are not meant to be translated into a market forecast.  (You know our philosophy better than that!)  
Future market prices and interest rates are not predictable.  Period, end of story.  
 
As always,  our advice is to stay with your plan:  A sensible, consistent equity exposure that is likely to continue to be 
beneficial over a long time frame;  a common sense approach designed to control risk and maximize the likelihood that 
your goals will be achieved.  

 

A Few Market Observations                                                               James B. Twining, CFPÈ 

This year, the US stock market has already seen the worst January in history, followed by a March that was so positive that we are now in the 
black in 2016.  With all of this short term volatility, it is easy to lose sight of what has happened historically over very long time frames.  
 
Over the past fifty years from 1966 through 2015,  the annualized return has been 9.69%.  Lest you think that those results were unusually 
good,  consider that the previous fifty year period from 1916 through 1965 had a return of 10.36%, 
and the fifty years before that from 1871 through 2015 had a return of 9.05%. 
 
However,  over some long time periods, the results were less favorable.  For example,  in the fifteen 
year time period between 1966 and 1981,  the market return was 5.89%,  and after the very high infla-
tion rate at the time,  the real return was a negative 1.04%.  In more recent memory we can point to 
the ñlost decadeò between 2000 and 2009, where even the nominal return was negative. 
 
I am not implying a forecast for the future,  but simply pointing out that the rewards of long term in-
vesting come with declines, and these slumps can last for a long time.  Just donôt fall into the trap of 
believing that anyone knows when the next slump is coming, or how long it will last. 



Devin and Stephanie 

 

{ǇǊƛƴƎǝƳŜ ƛƴ ǘƘŜ ²ƻƭŦ ƘƻǳǎŜƘƻƭŘ ƛǎ ŀƭǿŀȅǎ ŀ ōǳǎȅ ǝƳŜ ƻŦ ȅŜŀǊΦ 
.ŜǘǿŜŜƴ ǿƻǊƪΣ ǎǇƻǊǘǎ όƪƛŘǎ ǇƭŀȅƛƴƎΣ ƳŜ ŎƻŀŎƘƛƴƎύΣ ŀƴŘ ŜȄǘǊŀ 
ŎǳǊǊƛŎǳƭŀǊ ŀŎǝǾƛǝŜǎ ό9ǎǘŀǘŜ tƭŀƴƴƛƴƎ /ƻǳƴǎŜƭΣ ƳƻƳϥǎ ƎǊƻǳǇǎΣ 
ǎŎƘƻƻƭ ŜǾŜƴǘǎΣ ŀƴŘ ǘŜŀŎƘƛƴƎ ŬƴŀƴŎƛŀƭ ŎƭŀǎǎŜǎ ŀǘ ²ƘŀǘŎƻƳ  
/ƻƳƳǳƴƛǘȅ /ƻƭƭŜƎŜύ ǿŜ ŀƭǎƻ ƭƛƪŜ ǘǊȅƛƴƎ ǘƻ ǎǉǳŜŜȊŜ ƛƴ ŀǎ ƳǳŎƘ 
Ŧǳƴ ŀǎ ǇƻǎǎƛōƭŜΦ Lƴ ǘƘŜ ǎǇƛǊƛǘ ƻŦ ŦƻŎǳǎƛƴƎ ƻƴ ŜȄǇŜǊƛŜƴŎŜǎ ƻǾŜǊ 
ǘƘƛƴƎǎΣ ŦƻǊ /ƘǊƛǎǘƳŀǎ ǘƘƛǎ ȅŜŀǊ ǿŜ ƎŀǾŜ {ǘŜƭƭŀ ŀƴŘ DǊŀŜŘƻƴ  
ǎƪƛƛƴƎ ƭŜǎǎƻƴǎΦ CƻǊ п ǿŜŜƪŜƴŘǎ ƛƴ WŀƴκCŜō ǿŜ ǘƻƻƪ ǘƘŜƳ ǳǇ ǘƻ 
aǘΦ .ŀƪŜǊ ǿƘŜǊŜ ǘƘŜȅ ƭŜŀǊƴŜŘ ǘƘŜ ōŀǎƛŎǎ ǿƛǘƘ ƘŜƭǇ ŦǊƻƳ ƳƻƳΣ 
ŘŀŘ ŀƴŘ ŀ ŎƻŀŎƘΦ LϥƳ ƘŀǇǇȅ ǘƻ ǊŜǇƻǊǘ ǘƘŀǘ ǘƘŜǊŜ ǿŀǎ ƭŜǎǎ  
ǿƘƛƴƛƴƎ ǘƘŀƴ ŀƴǝŎƛǇŀǘŜŘ ŀƴŘ ōƻǘƘ ƪƛŘǎ ƘŀǾŜ ŀŎǘǳŀƭƭȅ  
ŘŜǾŜƭƻǇŜŘ ŀƴ ŀŶƴƛǘȅ ŦƻǊ ǘƘŜ ǎǇƻǊǘ- ǿƘƛŎƘ ǿŀǎ ǘƘŜ ƻǊƛƎƛƴŀƭ Ǝƻŀƭ 
όŀƴŘ Ƙƻǿ ƻƊŜƴ ŘƻŜǎ ǘƘŀǘ ǊŜŀƭƭȅ ƘŀǇǇŜƴΗΚύ ¢ƻ ŜƴǎǳǊŜ 9ƭƻŘƛŜ ŘƛŘ 
ƴƻǘ Ƴƛǎǎ ƻǳǘ ŘŜǎǇƛǘŜ ōŜƛƴƎ ǘƻƻ ȅƻǳƴƎ ŦƻǊ ǘƘŜ ƭŜǎǎƻƴǎΣ ǎƘŜ ǿŀǎ 
ƎƛƊŜŘ ǿƛǘƘ ŀ Ŧǳƭƭ ƳƻƳƳȅκŘŀŘŘȅ ŀƴŘ 9ƭƻŘƛŜ ŘŀǘŜ ǿƘŜǊŜ ǿŜ 
ǿŜƴǘ ǎǿƛƳƳƛƴƎ ŦƻǊ ƘƻǳǊǎ ǘƘŜƴ ƻǳǘ ŦƻǊ Ƙƻǘ ŎƘƻŎƻƭŀǘŜΦ ¢ƘŜ  
ǳƴŘƛǾƛŘŜŘ ŀǧŜƴǝƻƴ ǿŀǎ Ƨǳǎǘ ǿƘŀǘ ƻǳǊ ŀƭƳƻǎǘ ϦǘƘǊŜŜƴŀƎŜǊϦ ƘŀŘ 
ōŜŜƴ ŎǊŀǾƛƴƎ ŀƴŘ ǿŜ 
ŀƭƭ ƘŀŘ ŀ ǿƻƴŘŜǊŦǳƭ 
ŀƊŜǊƴƻƻƴΦ  
 
¢Ƙƛǎ ǇƛŎǘǳǊŜ ƛǎ ŦǊƻƳ 
±ŀƭŜƴǝƴŜϥǎ Řŀȅ ǿŜŜƪπ
ŜƴŘ ŀǘ ŀ ŦŀƳƛƭȅ ŜǾŜƴǘ 
ƛƴ ǿƘƛŎƘ ƻǳǊ ǘƘǊŜŜ 
±ŀƭŜƴǝƴŜǎ ƻǇǘŜŘ ǘƻ 
ǎǘŀƴŘ ƛƴ ƭƛƴŜ 
όŎƻǊǊŜŎǝƻƴΥ ƘŀǾŜ 
aha ǎǘŀƴŘ ƛƴ ƭƛƴŜύ 
ŦƻǊ пр ƳƛƴǳǘŜǎ ǘƻ 
ƘŀǾŜ ǘƘŜƛǊ ŦŀŎŜǎ 
ǇŀƛƴǘŜŘΦ Lǘϥǎ ŀ  
Ŏƻƴǝƴǳŀƭ Ƨƻȅ ǘƻ ǎŜŜ 
ǘƘŜƛǊ ǾŀǊƛŜŘ ŀƴŘ  
ƘƛƭŀǊƛƻǳǎ ǇŜǊǎƻƴŀƭƛπ
ǝŜǎ ŜƳŜǊƎƛƴƎΦ  
 

{ǘŜƭƭŀ όсύΣ DǊŀŜŘƻƴ όпύΣ 9ƭƻŘƛŜ όоύ 

Jamie and Jeanne 

 

hƴ !ǇǊƛƭ сΣ L ǘǳǊƴŜŘ ǘƘŜ ōƛƎ слΣ ŀƴŘ 
Ƴȅ ōŜǎǘ ŦǊƛŜƴŘ aŀǊƪ ŀƭǎƻ ǘǳǊƴŜŘ 
сл ƻƴ !ǇǊƛƭ фΦ  hǳǊ ǿƛǾŜǎ Ǝƻǘ  
ǘƻƎŜǘƘŜǊ ŀƴŘ ǎǳǊǇǊƛǎŜŘ ǳǎ ǿƛǘƘ ŀ 
ǘǊƛǇ ǘƻ ǘƘŜ ƴƻǊǘƘ ǎƘƻǊŜ ƻŦ YŀǳŀƛΦ  
²Ŝ ƘŀŘ ŀ ƘƻǳǎŜ ŀǘ ǘƘŜ ƳƻǳǘƘ ƻŦ 
ǘƘŜ ²ŀƛƴƛƘŀ ǊƛǾŜǊ ǿƛǘƘ ŀ ǎŜŎƭǳŘŜŘ 
ōŜŀŎƘ Ƨǳǎǘ ŀ ǎƘƻǊǘ ǇŀŘŘƭŜ ŀŎǊƻǎǎ ǘƘŜ ǊƛǾŜǊΦ L ǿŜƴǘ ǎǳǊŬƴƎ ƛƴ 
IŀƴŀƭŜƛ .ŀȅ  όǘƘŜ ǎŀƳŜ ǇƭŀŎŜ ǿƘŜǊŜ .ŜǘƘŀƴȅ IŀƳƛƭǘƻƴ Ǝƻǘ ƘŜǊ 
ŀǊƳ ƳǳƴŎƘŜŘ ƻũ ōȅ ŀ ǝƎŜǊ ǎƘŀǊƪύ ŀƴŘ L ǎǘŜǇǇŜŘ ƻƴ ŀ ǎŜŀ ǳǊπ
ŎƘƛƴΦ  ¢ƘŜ ǎǇƛƴŜǎ ŀǊŜ ƘŀǊŘ ǘƻ ǊŜƳƻǾŜΤ  ǘƘŜȅ ǘŜƴŘ ǘƻ ōǊŜŀƪ ƻũ 
ǿƘŜƴ ȅƻǳ Ǉǳƭƭ ǘƘŜƳτǎƻ LΩƳ Ƨǳǎǘ ƭŜǩƴƎ ǘƘŜƳ Ǌƻǘ ƛƴ Ƴȅ ŦƻƻǘΦ  L 
ǎƘƻǿ Ƴȅ Ŧƻƻǘ ǳǇƻƴ ǊŜǉǳŜǎǘΦ  όbƻǘ ŦƻǊ ǘƘŜ ǎǉǳŜŀƳƛǎƘΗύ 
 
²Ŝ ŘƛŘ ŀƭƭ ǘƘŜ ǳǎǳŀƭ Iŀǿŀƛƛ ǎǘǳũ  - ƘŀǾƛƴƎ Ŧǳƴ ƛƴ ǘƘŜ ǿŀǘŜǊΣ 
ǎƛǩƴƎ ƻǳǘ ƛƴ ǘƘŜ ǎǳƴΣ ƪŀȅŀƪƛƴƎΣ ŜǘŎΦ  L ŎŀƴΩǘ Ŏƻǳƴǘ Ƙƻǿ Ƴŀƴȅ ƻŦ 
aŀǊƪΩǎ ƳŀƴƎƻ ƳŀǊƎŀǊƛǘŀǎ L ƘŀŘΣ ōǳǘ LΩƳ ǎǳǊŜ WŜŀƴƴŜ ƘŀŘ 
ƳƻǊŜΦ  {ƘŜ ŘǊƛƴƪǎ ƭƛƪŜ ŀ ŬǎƘΦ 

Nate and Lisa 

 

²ŜΩǊŜ ŀǘ ǘƘŜ Ǉƻƛƴǘ ƴƻǿ ǿƘŜǊŜ CƛƴƭŜȅ 
ƛǎ ǘǊȅƛƴƎ ŀƴȅ ǎǇƻǊǘ ǘƘŀǘ ŎƻƳŜǎ ŀŎǊƻǎǎ 
ƘŜǊ ǇƭŀǘŜΦ ¢ƘŜ ƭŀǘŜǎǘ ƛǎ ¢ŜŜ .ŀƭƭΣ 
ǿƘƛŎƘ ŀƳǳǎŜǎ ƘŜǊ ŦƻǊ ŀōƻǳǘ ол  
ǎŜŎƻƴŘǎ ōŜŦƻǊŜ ǎƘŜ ǊŜŀƭƛȊŜǎ ǘƘŀǘ 
Ƴƻǎǘ ƻŦ ǘƘŜ ǝƳŜ ǎƘŜΩǎ Ƨǳǎǘ ǎǘŀƴŘƛƴƎ 
ŀǊƻǳƴŘ ǿŀƛǝƴƎΦ ! ǘŜŀƳ ŎƻƳǇǊƛǎŜŘ 
ƻŦ ŀ ƘŀƴŘŦǳƭ ƻŦ н-р ȅŜŀǊ ƻƭŘǎ ǎƻǳƴŘǎ 
ŀŘƻǊŀōƭŜΣ ōǳǘ ƛǘ ǉǳƛŎƪƭȅ ŘŜǾƻƭǾŜǎ  
ƛƴǘƻ ŎǊȅƛƴƎΣ ŀƛƳƭŜǎǎ ǿŀƴŘŜǊƛƴƎ ŀƴŘ 
ƅƻǿŜǊ ǇƛŎƪƛƴƎΦ hŎŎŀǎƛƻƴŀƭƭȅΣ ǎƻƳŜπ
ǘƘƛƴƎ ǊŜǎŜƳōƭƛƴƎ ¢ŜŜ .ŀƭƭ ƛǎ ŀƭǎƻ ǇƭŀȅŜŘΦ   
 

{ǇŜŀƪƛƴƎ ƻŦ ƅƻǿŜǊǎΣ ƛŦ ȅƻǳ ƘŀǾŜƴΩǘ ƘŀŘ ǘƘŜ ŎƘŀƴŎŜ ƻǊ ŀǊŜ 
ƴŜǿ ǘƻ ǘƘŜ ŀǊŜŀΣ ǘƘŜ {ƪŀƎƛǘ ¢ǳƭƛǇ ŦŜǎǝǾŀƭ ƛǎ ŀ ǎƛƎƘǘ ǘƻ  
ōŜƘƻƭŘΦ 5ǳǊƛƴƎ ƭŀǘŜ aŀǊŎƘ ŀƴŘ !ǇǊƛƭΣ ŀŎǊŜǎ ŀƴŘ ŀŎǊŜǎ ƻŦ 
Ƴǳƭǝ-ŎƻƭƻǊŜŘ ǘǳƭƛǇ ŬŜƭŘǎ ǎǇǊŜŀŘ ƻǳǘ ŀŎǊƻǎǎ ǘƘŜ {ƪŀƎƛǘ  
±ŀƭƭŜȅ ŀƴŘ ƳŀƪŜ ŦƻǊ ǎƻƳŜ ŀƳŀȊƛƴƎ ƭŀƴŘǎŎŀǇŜǎΦ LŦ ȅƻǳ  
ƘŀǾŜƴΩǘ ōŜŜƴΣ L ŜƴŎƻǳǊŀƎŜ ȅƻǳ ǘƻ ŎƘŜŎƪ ƛǘ ƻǳǘ όƧǳǎǘ Ǝƻ ƻƴ ŀ 
ǿŜŜƪŘŀȅΤ ǿŜŜƪŜƴŘǎ ƎŜǘ ǾŜǊȅ ōǳǎȅύΦ  
 

hǳǊ ƻǿƴ ƭƛǧƭŜ ƅƻǿŜǊΣ !ƴƴŀƭƛǎŜΣ ǘƘƻǳƎƘǘ ǘƘŀǘ ƘƛŘƛƴƎ ƛƴ ǘƘŜ 
Ǌƻǿǎ ƻŦ ǘǳƭƛǇǎ 
ǿŀǎ ǘƘŜ ōŜǎǘ 
ƎŀƳŜ ƛƴ ǘƘŜ 
ǿƻǊƭŘΦ {ƘŜ 
ŦƻǳƴŘ ƻƴŜ Ǌƻǿ 
ǘƘŀǘ ŜǾŜƴ 
ƳŀǘŎƘŜŘ ƘŜǊ 
ƻǳǜƛǘΣ ŀŘŘƛƴƎ 
ǎƻƳŜ ƳǳŎƘ 
ƴŜŜŘŜŘ  
ŎŀƳƻǳƅŀƎŜΦ  

Dave and Bonnie 

¢ƘŀƴƪŦǳƭƭȅΣ L ƘŀǾŜ ōŜŜƴ ŀōƭŜ ǘƻ ǎƭƛŘŜ ǳƴŘŜǊ ǘƘŜ ǊŀŘŀǊ ŀƴŘ ƘŀǾŜ ƴƻǘ 
ōŜŜƴ ƘŀǊŀƴƎǳŜŘ ƛƴǘƻ ŎƻŀŎƘƛƴƎ ŀƴȅ ǎǇƻǊǘǎ ǘƘƛǎ {ǇǊƛƴƎΦ  ¢Ƙŀǘ Ƙŀǎ ōŜŜƴ 
ŀ ƘǳƎŜ ǊŜƭƛŜŦ ƛƴ ǘƘŀǘ ƛǘ Ƙŀǎ ōŜŜƴ ŎǊŀȊȅ ōǳǎȅ ƛƴ ǘƘŜ ƻŶŎŜ ŀƴŘΣ ǘǊȅ ŀǎ L 
ƳƛƎƘǘΣ Ƴȅ ƻƳƴƛǇǊŜǎŜƴŎŜ ŜȄǇŜǊƛƳŜƴǘ Ƙŀǎ ōŜŜƴ ŀƴ ŀōȅǎƳŀƭ ŦŀƛƭǳǊŜΦ 
 
.ǳǘΦΦΦƳȅ ŘŀǳƎƘǘŜǊΩǎ ŦŀǾƻǊƛǘŜ ǎŜŀǎƻƴ ƛǎ ǳǇƻƴ ǳǎ ŀƴŘ ǘƘŀǘ ƛǎ Ŧŀǎǘ ǇƛǘŎƘ 
ǎƻƊōŀƭƭ ǎŜŀǎƻƴΦ  L ƘŀǾŜ ōŜŜƴ ƻǾŜǊǿƘŜƭƳƛƴƎƭȅ ŜȄŎƛǘŜŘ ǘƻ ōŜ ŀōƭŜ ǘƻ 
Ƨǳǎǘ Ǝƻ ŀƴŘ ǿŀǘŎƘ ƘŜǊ ǇƭŀȅΦ  Lǘ ƛǎ ǘǊǳƭȅ ǘƘŜ ƘƛƎƘƭƛƎƘǘ ƻŦ Ƴȅ Řŀȅ ǿƘŜƴ L 
ƎŜǘ ǘƻ Ǝƻ ǎŜǘ ǳǇ ǘƘŜ ƭŀǿƴ ŎƘŀƛǊ ŀƴŘ ǿŀǘŎƘ ƘŜǊ Ǝƻ ŀǘ ƛǘΦ 
 
IŜǊ ǘŜŀƳ ƛǎ ŘƻƛƴƎ ǾŜǊȅ ǿŜƭƭ 
ǘƘƛǎ ȅŜŀǊ ǎƻ ŦŀǊ ŀƴŘ ŀǊŜ 
ŎǳǊǊŜƴǘƭȅ ǳƴŘŜŦŜŀǘŜŘ ŀƴŘ 
ǳǎǳŀƭƭȅ ƻǳǘǎŎƻǊŜ ǘƘŜƛǊ ƻǇπ
ǇƻƴŜƴǘǎ ōȅ ŀǘ ƭŜŀǎǘ мр Ǌǳƴǎ 
ǇŜǊ ƎŀƳŜΦ  YǊƛǎǝƴ Ƙŀǎ 
ǘǳǊƴŜŘ ƻǳǘ ǘƻ ōŜ ŀ ƘƛǩƴƎ 
ƳŀŎƘƛƴŜ ŀƴŘ Ƙŀǎ ŜǾŜƴ 
ǎƳŀŎƪŜŘ ŀ DǊŀƴŘ {ƭŀƳ ǘƘƛǎ 
ǎŜŀǎƻƴΦ  CŜŜƭ ŦǊŜŜ ǘƻ ŀǎƪ 
ƳŜ ŀōƻǳǘ ƛǘ Υύ 
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