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Rates Go Negative

In mid-February, the Bank of Japan (BOJ)—Japan’s central

bank —lowered its funds interest rate to -0.1 percent. It meant the
BOJ would begin charging private Japanese banks for holding on
to excess cash reserves.

This negative interest rate policy (NIRP) is not unique to the BOJ.
By “going negative,” Japan joins the European Central Bank and
the central banks of Sweden, Switzerland and Denmark.

Why are so many central banks doing this? Economic growth in
several developed countries has recently slowed down as
businesses have grown accustomed to low rates. Central bankers
hope that pushing rates down into negative territory will help
their economies resume expansion.

How it Works

To understand how NIRP is supposed to help, try imagining
what would happen if your personal bank accounts had negative
interest rates. How would you react to paying to save money
each month? What changes would you make to your finances?

You probably would reach the same conclusion as most people:
“I need to minimize the money in my accounts.” One option
would be to invest the money so that it has a chance to grow;
another option would be to spend it on a major purchase before
you need to pay any interest.

These are essentially the same responses governments are hoping
to incite from investment banks and large corporations. Economic
slowdowns cause businesses to focus on saving money when
central banks need them to spend it. The savings penalty created
by negative rates squeezes hoarded cash out of corporate
accounts and into new business investments.

NIRP also provides a strong signal that a central bank will do
whatever it takes to promote healthy inflation and fight against a
slowing economy. This means a NIRP can become a type of
rallying point for businesses, creating enough confidence in
future growth that companies proactively expand and turn their
growth expectations into reality.

Effects at Home

The BOJ’s move to negative rates has raised questions about the
future of America’s monetary policy. In a world where several
central banks have continued to lower rates, the United States has
been trying to raise them. Economists and investors wonder
whether America will be able to continue bucking the downward
trend or if its rate hikes need to be stopped.

Rising interest rates often accompany economic success. Because
the United States” economic recovery has drastically outpaced
most other developed economies since 2009, it needed to start
increasing its interest rates first. As its economy improves, its
interest rates should need to be raised.

However, central bank rates must be compared to each other.
Although the United States has only recently started raising rates,
rate cuts in other countries have led some to believe that its
relative rates are increasing too quickly. If the relative rates climb
too much, the dollar could become too strong and other countries
would stop buying U.S. goods, hurting the chances of further
U.S. growth.

Will America Go Negative?

While anything could happen in the future, most experts
currently believe U.S. rates will not go below zero. The U.S.
Federal Reserve has said it studies negative rates and simulates
them for bank “stress tests” but doesn’t envision needing them.
After years of aggressive quantitative easing and zero percent
interest rates, it's unclear what new benefits negative rates would
even provide for the U.S. economy.

It's also important to remember that countries can influence rates
in both directions. As the world’s two largest economies, the
United States and China are in position help stimulate other
economies through trade. If their growth and consumption
become strong enough, the world economy will improve and
rates in other countries will be brought above zero.



il

the market

I U.S. Large Cap /’/—/\‘/
(S&P 500) 0.00% T~ N

1,932.23

B u.s. Mid/Small v
(GUESE V0]
1,033.90 .

International Large
(NYSE International 100)

-6.00% 4
B u.s. Bond Market el
(Dow Jones Equal Weight U.S.
Issued Corporate Bond Index)
347 84 ( 1 330/0) A o Past performance is no guarantee of future results. Indices are unmanaged and cannot be invested into directly.

The market in action

The U.S. Bureau of Labor Statistics reports that average hourly earnings rose sharply in January, increasing by 0.5 percent
from the month before. Economists attributed the large jump to higher employment rates and new minimum wage laws in
many states.

Moody’s Investor Service downgrades Brazil's credit rating by two levels, officially making its sovereign bonds “junk.” Brazil
had already received junk ratings from the other two credit rating agencies, Standard & Poor’s and Fitch Ratings.

Thanks to the 2015 surge in the Chinese stock markets, Beijing surpasses New York as the “Billionaire Capital of the
World.” Beijing is now home to 100 billionaires; New York has 95.

The U.S. Department of Commerce authorizes Cleber LLC, a tractor company, to build a factory in Cuba. It is the first
factory a U.S. business has opened in Cuba in over 50 years.

After seeing its Q4 profits drop more than 90 percent year-over-year, oil giant BP announces plans to cut more than 3,000
jobs before the end of 2017. Nearly all major oil and gas companies have announced workforce reductions during the past
few months as oil prices remain at decade lows.

China announces plans to lay off as many as 1.8M coal miners and steel workers in an effort to reduce industrial
overcapacity. While unable to provide a specific timeframe, Chinese officials said the process will take years.

International Business Machines Corporation (IBM) agrees to buy Truven Health Analytics for $2.6B. It is the latest in IBM’s
steady acquisition of health-data companies as it works to improve the diagnostic capabilities of its “Watson”
supercomputer program.

Home-flooring producer Lumber Liquidator sees its market value tumble as the Center for Disease Control releases
estimates showing that chemicals in some of the company’s laminate flooring poses a cancer risk of six to 30 cases per
100,000 individuals. Lumber Liquidators stopped selling the contaminated flooring in early 2015.




