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Getting ready for Negative Interest Rates in the UK 

 

 Negative Interest Rate Policy (“NIRP”) is a “last resort” policy tool  

 The UK is getting ready for “NIRP” 

 The hunt for yield and alternatives to cash  

 

A “last resort” policy tool 

Zero & Negative Interest Rate Policy are Non-Traditional forms of Monetary Policy is a way of 

Central banks creating a disincentive for banks to hoard capital and get money flowing. 

Zero Interest Rate Policy (ZIRP) is when Central Banks set their “policy rate” (a target short-term 

interest rate such as the Fed Funds rate of the Bank of England Base Rate) at, or close to, zero.  

ZIRP was initiated by Japan in 1999 to combat deflation and stimulate economic recovery after 

two decades of weak economic growth. 

Negative Interest Rate Policy (NIRP) is when Central Banks set their policy rate below zero.  Japan, 

Euro Area, Denmark, Sweden are currently using a NIRP. US & UK are currently using a ZIRP, and 

are considering a NIRP. 

Fig.1. Advanced economy policy rates 

 

  



 

 
ELSTON RESEARCH  www.elstonsolutions.co.uk/insights 

© ELSTON CONSULTING LTD ALL RIGHTS RESERVED  FOR UK ADVISERS / PROFESSIONAL INVESTORS ONLY 

2 

Whilst bond prices may imply negative real yield, or negative nominal yields, a NIRP impacts the 

rates at which the Central Bank interact with the wholesale banking system and is intended to 

stimulate economic activity by disincentivising banks to hold cash and get money moving.  A NIRP 

could translate to negative wholesale rates between banks, and negative interest rates on large 

cash deposits, but not necessarily retail lending rates (e.g. mortgages). 

Ready, steady, NIRP 

Negative Interest Rates were used in the 1970s by Switzerland as an intervention to dampen 

currency appreciation.  .  It was the subject of academic studies and was seen as a last resort Non-

Traditional Monetary policy during the Financial Crisis of 2008 and during the COVID crisis of 2020. 

Sweden adopted NIRP in 2009, Denmark in 2012, and Japan & Eurozone in 2014.  The Fed started 

looking closely at NIRP in 2016. 

According Bank of England MPC minutes of 3rd March 2021, wholesale markets are generally 

prepared for negative interest rates as have already been operating in a negative yield environment.  

By contrast, retail banks may need more time to prepare for negative interest rates to consider 

aspect such as variable mortgage rates. 

There are arguments for and against NIRP.  The main argument for is that NIRP is stimulatory.  The 

main argument against is that NIRP failed to address stagnation and deflation in Japan and can 

create a “liquidity trap” where corporates hoard capital rather than spend and invest. 

The hunt for yield 

With negative interest rates, there will be an even greater hunt for yield.    We look at the some of 

the options that advisers might be invited to consider. 

 Foreign Exchange: This is what drove many Japanese retail investors to open savings 

accounts in foreign currencies that – despite the exchange rate risk – paid a greater interest 

rate. 

 Structured Retail Products may offer high headline yields, these typically involve a complex 

return pay-off or conditionality linked to an index level such as the FTSE 100.  Return and 

risk cannot be created or destroyed.  Structured Products simply re-distribute the pay-offs 

between issuer and investor and – in aggregate – represent market returns less product 

costs and commissions.  We do not consider these as appropriate alternatives to Cash in a 

NIRP environment, or at all. 

 Mini-Bonds that offer too-good-to-be-true interest rates that lure investors in to speculative 

investment schemes have, thankfully, been banned for promotion to retail investors. 

 Up-risking: Alternative yield options necessarily require a modest “up-risking” relative to the 

zero-volatility and guaranteed (if paltry) return on cash deposits.  This up-risking could 

include money market funds (which will also come under interest rate pressure), longer 

dated bonds, and ultimately equities. 

https://seekingalpha.com/article/3913976-below-zero-negative-yields-negative-rates-and-price-of-baked-beans
https://seekingalpha.com/article/3913976-below-zero-negative-yields-negative-rates-and-price-of-baked-beans


 

 
ELSTON RESEARCH  www.elstonsolutions.co.uk/insights 

© ELSTON CONSULTING LTD ALL RIGHTS RESERVED  FOR UK ADVISERS / PROFESSIONAL INVESTORS ONLY 

3 

Getting the balance right between additional non-negative income yield and additional downside 

risk will be key for investors and their advisers when preparing for and reacting to a NIRP 

environment. 

 

Find out more 

For more insights and information on research, portfolios and indices, visit: 

www.elstonsolutions.co.uk or NH ETF<Go> 

www.elstonsolutions.co.uk  

http://www.elstonsolutions.co.uk/
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ABOUT ELSTON 

We research, design and build investment solutions with and for asset owners, managers 

and advisers. 

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs. 

 

 

 

 

 

 

 

NOTICES 

With reference to the European Union Directive 2014/65/EU on markets in financial instruments (“MiFID II”): this Report 

does not provide a recommendation for an action, provides information freely available for public consumption and does 

not therefore constitute “Research” as defined by MiFID II.  This is because this report contains purely factual information 

on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment 

strategy.  It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35) 

of EU Markets Abuse Regulation (“MAR”), in conjunction with Article 3(1)(34) of MAR.  For further information, please refer 

to ESMA guidance ESMA70-145-111 Version 12. 

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the 

information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston 

Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.  

If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these 

portfolios and/or indices. 

An “Index” is a Regulated Benchmark.  An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-

tracking investments with a periodic rebalancing scheme. 

All company, product and service names and trademarks used in this article are for identification purposes only and are 

the property of their respective owners, and their usage does not imply endorsement. 

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not 

intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument, 

or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information 

contained herein. 

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478, 

registered office: 1 King William Street, London EC4N 7AF. 

© Elston Consulting Limited.  All rights reserved   No unauthorised reproduction.  


