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Japan’s central bank surprised financial markets earlier this year by announcing it would 
implement negative interest rate policy (NIRP), bringing to center stage a policy that was once 
thought to be a mere impossibility. Yet, Japan is hardly the first to announce such an 
extraordinary measure. Several central banks, including those in Switzerland, Sweden, Denmark 
and the Eurozone, have been utilizing negative policy rates for quite some time now (Figure 1).1   

While the stated motivation for these central banks to take their policy rates into negative 
territory has differed in some cases, the concerns raised about the potential costs have been fairly 
consistent. Although it is still early innings for negative interest rates, most of the distortions and 
disruptions that had been feared have yet to play out in reality. Yet, even as initial evidence 
suggests the costs thus far have not necessarily been significant, it also seems as though the 
benefits of breaching the zero lower bound may not be all that significant either.  

Why Are Central Banks Going Negative? 
Central banks’ stated goals in resorting to negative policy rates have generally taken one of two 
forms: limiting capital inflows and currency strength or spurring an increase in inflation. We note 
that these two outcomes are not mutually exclusive, an issue we discuss later in this report. In the 
case of the Eurozone, Sweden and Japan, central banks have generally gone negative for the latter 
reason, while the purported aims of central banks in Denmark and Switzerland more closely align 
with the former reasons. Notably, in all of these countries, short-term interbank offered rates 
have plunged into negative territory as well (Figure 2). 

Figure 1 

 

 

Figure 2 

 

Source: Bloomberg LP and Wells Fargo Securities, LLC  

                                                             
1 For our purposes, we refer to central banks’ deposit rates as their “policy” rates, even though the 
primary policy rates of some of these central banks may be different and, in some cases, positive.  
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It is important to note that the negative deposit rates we discuss are not interest rates levied on 
retail depositors in their ordinary savings accounts.2 Rather, they are negative interest rates 
imposed on commercial banks depositing money at their respective central banks. For central 
banks aiming to stem capital inflows and inhibit excessive currency strength, NIRP must rely on 
pass-through to market rates—such as those on government bonds and other portfolio 
securities—to make domestic assets less attractive for foreign investors. Meanwhile, if the goal is 
to spur inflation, the key mechanism is the bank lending market. If banks are faced with the 
decision between having to pay the central bank to hold excess reserves or using those reserves to 
lend to businesses and consumers and earn a positive rate of return, theory suggests they should 
be more inclined to do the latter. 

Has NIRP Helped Limit Capital Inflows and Currency Strength? 
The Swiss National Bank (SNB) first adopted NIRP in December 2014 as a means of protecting 
the Swiss franc’s peg against the euro, which it subsequently abandoned in January 2015, causing 
the franc to skyrocket in value. On the day it abandoned the peg, the SNB cut its main policy rate 
further into negative territory by 50 bps to -0.75 percent, where it currently remains, aiming to 
drive down the value of the franc.  

Switzerland is a highly open economy, and a strong Swiss franc reduces the price competitiveness 
of the country’s all-important export sector. However, following its sharp appreciation in January 
of last year, the franc has declined only modestly on balance on a trade-weighted basis, as 
measured by the country’s nominal effective exchange rate (NEER), and remains well above the 
level seen in years prior (Figure 3). The continued strength of the franc despite deeply negative 
interest rates in Switzerland highlights two important points.  

First, there are factors beyond a central bank’s control that can influence its country’s exchange 
rate. In particular, the Swiss franc is a popular funding currency for carry trades, which means 
that when carry trades are unwound amid financial market turmoil—a situation we have seen 
recently—the Swiss franc tends to appreciate.3 Moreover, relative changes in monetary policy and 
interest rates, not absolute changes, tend to drive movements in exchange rates. While the SNB 
has taken its policy rate deep into negative territory, other central banks in Europe have also 
eased policy as well over the past year or so. Thus, the franc has not seen the downward pressure 
it likely would have had other regional central banks kept policy unchanged. The negative effects 
of the still-strong franc are significant; preliminary data suggest real exports declined in 2015.4     

Figure 3 

 

 

Figure 4 

 

Source: Bloomberg LP and Wells Fargo Securities, LLC  

                                                             
2 There are some cases in which large deposits in some of these countries, particularly Denmark, have 
been levied with negative interest rates, although this has generally been fairly limited. We focus on 
commercial banks’ deposits at the central bank in this report.   
3 A “carry trade” involves borrowing in a low-interest rate “funding currency” (in this case, the Swiss 
franc) and buying assets denominated in a high-yielding currency.  
4 http://www.news.admin.ch/NSBSubscriber/message/attachments/42703.pdf  
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Denmark’s experience has been slightly different. The krone, Denmark’s national currency, is 
more or less pegged to the euro, which means the Danmarks Nationalbank (DNB), Denmark’s 
central bank, is largely beholden to ECB monetary policy. When the ECB cut its deposit rate  
25 bps to zero in mid-2012, the DNB followed suit with a 25 bps cut, bringing its deposit rate into 
negative territory. The DNB was subsequently able to raise the deposit rate back above zero by 
mid-2014 amid reduced pressure on the krone/euro peg (Figure 4).  

However, Danish capital inflows ramped up again in early 2015 after the SNB’s move to cut the 
franc/euro peg caused speculators to bet the krone would follow suit. The increased pressure on 
the peg led the DNB to cut its deposit rate to -0.75 percent in February 2015, while central bank 
governor Lars Rohde pledged it would do “whatever it takes” to defend the peg. Upward pressure 
on the value of the krone vis-à-vis the euro has subsequently subsided and authorities succeeded 
in defending the currency’s peg. Moreover, the DNB was actually able to raise its deposit rate by 
10 bps to -0.65 percent earlier this year. That said, if the ECB and other regional central banks 
continue to ease policy in the coming months, the krone may experience renewed upward 
pressure against the euro.  

Thus, it seems NIRP has had somewhat mixed results in these countries. The DNB was successful 
in achieving its goal, with pressure on the krone/euro peg having subsided considerably. That 
said, there may have been other factors at play here, including the temporary suspension of 
government bond issuance and strong conviction from Governor Rohde. Meanwhile, 
Switzerland’s success in driving down the value of the Swiss franc has thus far been fairly limited, 
which has subsequently weighed on Swiss export activity.     

Has NIRP Helped Spur Inflation? 
In the case of the Eurozone and Sweden, negative interest rates have been implemented with a 
slightly different end goal: spurring inflation. Inflation is well below target in both of these 
economies at present, and the explicit primary objective of these countries’ central banks is to 
achieve their inflation targets. Central bankers hope to use NIRP to encourage banks to lend to 
households and businesses by disincentivizing the deposit of excess reserves at the central bank, 
which should subsequently boost economic growth higher and lead to sustained inflation.  

Figure 5 shows that lending growth has finally returned to positive territory in the Eurozone after 
years of contraction, but remains only marginally positive at present. In the case of Sweden, 
lending to non-financial corporations and for consumer credit has decelerated since the 
implementation of NIRP, while mortgage lending growth has shot up (Figure 6). The lack of a 
uniform acceleration across all lending categories in these countries suggests negative interest 
rates alone are not enough to encourage banks to ramp up lending. 

Figure 5 

 

 

Figure 6 

 

Source: IHS Global Insight, Sveriges Riksbank and Wells Fargo Securities, LLC  

Notably, the currencies of Sweden and the Eurozone have also declined modestly on balance since 
their respective central banks have introduced negative interest rates (Figure 3). While this has 
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not necessarily been policymakers’ explicit goal in these countries, it can have some desirable 
effects. In particular, it can work to put upward pressure on inflation through import price pass-
through, as a weaker domestic currency makes imported goods more expensive. For central banks 
such as those in Sweden and the Eurozone aiming for higher inflation, this clearly aligns with 
their goals. Moreover, as mentioned earlier, a weaker domestic currency supports export activity. 

Figure 7 

 

 

Figure 8 

 

Source: IHS Global Insight and Wells Fargo Securities, LLC  

Yet, while inflation is showing nascent signs of heading higher in these economies, it remains well 
below target in both cases.5 As shown in Figures 7 and 8, headline CPI is stuck near zero in the 
Eurozone and Sweden, and core rates of inflation remain quite low in both of these countries as 
well. Policymakers in these countries are clearly not satisfied with the progress that has been 
made thus far on achieving inflation targets. Indeed, the Riksbank, Sweden’s central bank, cut its 
main policy rate by 15 bps to -0.50 percent last week, and ECB President Draghi recently hinted 
that policy could be eased further as early as the central bank’s March meeting. Meanwhile, 
Switzerland has been facing a deflationary situation for much of the past few years and inflation 
remains subdued in Denmark as well. Accordingly, it seems as though NIRP has thus far had 
fairly limited efficacy in spurring sustained inflationary pressures.  

Have We Seen Any Significant Fallout from Negative Rates? 
A few years ago, most analysts and academics would likely have been quick to dismiss the 
prospect of negative policy rates. Fears of cash hoarding by banks and individuals, distortions in 
money markets and the generation of asset price bubbles were among some of the concerns raised 
by these critics of NIRP. Yet, while negative interest rates have only existed in practice for a few 
short years now, the experiences with NIRP thus far in the countries in our analysis suggests 
some of these fears may be overstated.  

One of the most oft-cited concerns about negative rates is the potential for cash hoarding among 
banks and individuals. However, as mentioned earlier, the transmission of negative interest rates 
to retail depositors has generally been fairly limited thus far. Accordingly, as Figure 9 shows, cash 
holdings as a percent of total household financial assets have shown no signs of spiking higher in 
Denmark and Sweden, while the uptrend in the Eurozone appears to have begun long before the 
introduction of negative interest rates. 

Yet, how have commercial banks responded to the threat of negative returns on central bank 
deposits? While the goal of central banks is to encourage commercial banks to lend rather than 
earn this negative return, there is another option for commercial banks: to store these excess 
reserves as vault cash. However, commercial banks in Sweden and Denmark, the only countries 
for which we have data, have not shown material signs of vault cash hoarding since the 
introduction of negative deposit rates (Figure 10).  

                                                             
5 The ECB aims for inflation “below, but close to, 2 percent” while the Swedish Riksbank aims for 
inflation “around 2 percent per year.”  
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Figure 9 

 

 

Figure 10 

 

Source: ECB, Danmarks Nationalbank and Wells Fargo Securities, LLC  

Another concern that is often raised is that money markets may be disrupted by the introduction 
of negative policy rates, particularly if market rates in the broader economy also fall below zero. 
As mentioned earlier, interbank rates in all of these economies are currently in negative territory, 
and their short-term government bond yields are also mostly below zero. However, data from 
these countries generally suggest that money markets have generally continued to operate 
without significant disruptions.  

Figure 11 

 

 

Figure 12 

 

Source: Swiss National Bank, Bloomberg LP, IHS Global Insight and Wells Fargo Securities, LLC  

At first glance, the decline in interbank lending in the Eurozone over the past year or so may seem 
worrying (Figure 11). However, interbank lending volume in Switzerland has actually increased 
over the same time period. Why have these countries seen such divergent trends? As Figure 12 
shows, excess liquidity in the Eurozone has shot up over the same time period due to the ECB’s 
implementation of quantitative easing (QE).6 As the banking system is now flush with cash, the 
need for interbank lending in the Eurozone is thereby diminished. The SNB, on the other hand, 
does not currently have a QE program, and thus interbank lending volumes have been steadier. 
Thus, while negative rates may be playing a part in suppressing interbank lending volumes in the 
Eurozone, the case of Switzerland suggests that negative rates alone are not enough to cause a 
major disruption in the money markets.7  

                                                             
6 Excess liquidity is defined as deposits at the ECB deposit facility net of recourse to the marginal lending 
facility, plus current account holdings in excess of the minimum reserve requirements. 
7 Critics have also feared that money market mutual funds (MMMFs), often critical to proper money 
market functioning, would be significantly disrupted by negative rates. However, a study by the ECB 
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Perhaps a more pressing concern is the potential for the generation of asset price bubbles in the 
real economy. Indeed, as Figure 13 shows, real home price growth has strengthened in some of 
these economies, with Sweden being the most prominent example. As we outlined in a prior 
report, the structure of mortgages in Sweden—one-half are variable rate, and more than  
90 percent reset within 5 years—may pose a threat to household balance sheets once the Riksbank 
eventually raises interest rates.8  

However, the relatively muted home price gains in other economies in our study, particularly 
Switzerland and the Eurozone, suggest negative interest rates alone do not necessarily create 
asset price bubbles. Moreover, the acceleration in Swedish home prices largely predated the 
introduction of negative rates by the Riksbank. It seems the inflation in Swedish home prices may 
be more of a function of strong domestic demand growth in Sweden; indeed, Swedish real GDP 
rose 3.9 percent on a year-over-year basis in Q3 2015.  

That said, it is hard to argue that negative rates have not encouraged further borrowing for 
mortgages, at least in part. Lending rates to households by mortgage credit institutions (MCIs) in 
Sweden are hovering near all-time lows, and have moved more or less in lockstep with the 
Riksbank’s deposit rate (Figure 14).9 Thus, should domestic demand accelerate significantly in 
any of these other economies, excessive home price appreciation may become a more prescient 
issue.  

Figure 13 

 

 

Figure 14 

 

Source: OECD, Sveriges Riksbank and Wells Fargo Securities, LLC  

Conclusion 
Once thought to be an impossibility in practice, negative interest rates are now slowly becoming 
the policy of an increasing number of the world’s central banks. It is still early innings for NIRP, 
but thus far, no significant distortions seem to have occurred as a result of negative rates. On the 
other hand, initial evidence suggests the efficacy of NIRP might not be so significant either.  

Given the lack of apparent disruptions, however, we may start to see more central banks breach 
the zero bound and wade further and further into negative territory. The costs may start to 
intensify if central banks continue to go lower and approach the “true” lower bound on interest 
rates. Accordingly, it will become increasingly important to monitor the effects on the financial 
systems and, more broadly, the real economies of these countries.  

                                                                                                                                                                                     
suggests that while MMMFs are facing lower margins, there has not been evidence of significant outflows 
or closures of funds. For more, see “The impact of negative short-term rates on the money market fund 
industry,” ECB Economic Bulletin, Issue 5/2015.   
8 See “How Long Can Strong Growth Last in Sweden?” (November 30, 2015), available upon request. 
9 The correlation coefficient between these two series is 0.96.  
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