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ZIRP to NIRP

The financial markets have an alphabet soup of acronyms for different phe-
nomena and metrics, specifically: ZIRP (Zero Interest Rate Policy) and NIRP
(Negative Interest Rate Policy). ZIRP was originally a thing of imagination and
NIRP was certainly not even considered. This was true until Sweden enacted a neg-
ative rate on deposits in 2009. The European Central Bank (ECB) followed suit in
2014. These measures were aimed at only deposits, thinking that people/consumers
would go out and spend rather than lose money on money sitting in a bank account;
however, the desired effects weren’t truly realized and a new trend developed. Start-
ing at near $0 in negative earning bonds in 2013, the world now has about $15 Tril-
lion of negative yielding debt'. That means the owners of $15T in debt have to pay
the borrowers every year. Strange things, such as a bank in Denmark now issuing
negative yielding mortgages, have started coming from this policy. What’s even
stranger is how investors are viewing the role of money and future prospects. What
are people thinking and how did we get here?

There’s, of course, a mathematical way of getting to negative rates and why
it might work (negative time value of money), but to quickly have an understanding
of why it’s occurring, it’s best to look at the situation qualitatively. First, the world
population as a whole is getting older and approaching retirement. According to
World Bank data, almost 5% of the population was over the age 65 in 1965 and now
it’s almost 9%. As people get older, the investing philosophy is to reduce risk, i.e.
buy bonds. As the entire world is doing this and chasing yield, rates are pushed low-
er and lower via more buyers. Some markets don’t have the liquidity to withstand
these kinds of purchases, therefore, prices are pushed higher and their rates are
pushed down even faster than the rest of the world. Additionally, some financial
institutions just need to have sovereign bonds as collateral, which creates even more
buyers.

International investors are looking at their current markets and deciding how
to rationalize NIRP, but what about the United States? At the end of July, the Fed
(Federal Reserve) reduced the federal funds rate by -0.25% to 2.25%. The rest of the
Treasury curve, set by the open market, is almost all below this, with the 30 year in-
termittently jumping above and below the upper range of the Fed Funds. The market
expects more rate cuts, and, compared to other developed countries, the U.S. Treas-
uries provide the highest currency unhedged yield. The Fed also mentioned that this
was an insurance measure against forces outside of the U.S.
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Sovereign rates are determined by a host a variables, like GDP growth and inflation, but will the U.S. see
ZIRP again? Will the U.S. ever see NIRP? NIRP, at least on short-term borrowing rates, requires Congressional
approval, which is unlikely. Other countries are already at negative rates though and starved for yield. With the
U.S. looking like the best game in town, the bond bull looks likely to continue, but growth and inflation surprise
in the international markets could move things fast and furiously.

https://www.cnbc.com/2019/08/07/bizarro-bonds-negative-yielding-debt-in-the-world-balloons-to-15-trillion.html

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assur-
ance that the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or
undertaken by Valicenti Advisory Services, Inc. (“VASI”), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profit-
able, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume
that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from VASI. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. VASI is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as
legal or accounting advice. A copy of the VASI’s current written disclosure Brochure discussing our advisory services and fees is available upon request. Please Note: If
you are a VASI client, please remember to contact VASI, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose
of reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our in-
vestment advisory services. VASI shall continue to rely on the accuracy of information that you have provided.
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