
Imagine a world where banks offer to pay borrowers for 
taking loans. In this world, financial institutions also 
require depositors to pay for the privilege of having the 
bank hold their money. If it seems like something you 
might find in a science fiction novel, cast your eyes 
toward Europe.

While bond investors in the United States have waited 
and waited and waited for interest rates to rise, bond 
investors in Europe have watched certain interest rates 
drop below zero. In fact, during the first quarter of 
2015, bonds issued by Germany, Switzerland, the 
Netherlands, France, Belgium, Finland, and Italy 
offered negative rates of return. The New York Times 
reported:

The most profound changes are taking place in 
Europe’s bond market, which has been turned into 
something of a charity, at least for certain borrowers. 
The latest example came on Wednesday when Germa-
ny issued a five-year bond worth nearly $4 billion with 
a negative interest rate. Investors were essentially 
agreeing to be paid back slightly less money than they 
lent.1

Why would bond investors accept a guaranteed loss? 
The Economist explained they are being cautious. 
Uncertainty about what might happen to banks if 
Greece leaves the euro has investors willing to accept a 
small loss in order to avoid a potentially greater one.2 

Sometimes Truth is 
Stranger than Fiction:

Negative Interest Rates

I Know What You Did Last Summer
The negative rate phenomenon began in mid-2014 
when the European Central Bank (ECB) lowered its 
deposit facility rate – the rate banks use to make 
overnight deposits in the Eurosystem – into negative 
territory. In June 2014, the ECB paid -0.1 percent. The 
ECB explained the cut was one of several measures 
intended to ensure price stability over the medium 
term, a condition required for sustained economic 
growth.3 By September, it lowered the rate to -0.2 
percent.4 (By way of comparison, the U.S. Federal 
Reserve paid a positive return during the same period 
and was 0.11 percent early in 2015.)5

While investors may be familiar with the idea of 
negative real rates of return (the return earned on a 
bond or paid on a loan after factoring in inflation), the 
idea of negative nominal rates (the rate given by the 
original issuer of a bond or the rate a borrower agrees 
to pay on a loan) is confounding. It begs the question: 
When offered a negative rate of return on an invest-
ment or deposit, why wouldn’t an institution or individ-
ual choose to hold cash instead? Richard Anderson 
and Yang Liu of the St. Louis Federal Reserve 
explained:

Negative interest rates fascinate both professional 
economists and the public. Conventional wisdom is 
interest rates earned on investments are never less 
than zero because investors could alternatively hold 
currency. Yet currency is not costless to hold: It is 
subject to theft and physical destruction, is expensive 
to safeguard in large amounts, is difficult to use for 
large and remote transactions, and, in large quanti-
ties, may be monitored by governments.6

Of course, that doesn’t mean individuals or institu-
tions will keep money in banks if interest rates remain 
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in negative territory. According to The New York Times, 
economists speculate cash hoarding may become 
common when interest rates reach -5 percent.1

Interest Rates
The ECB hopes negative rates will help spur spending, 
stimulate economic growth, and pull the region out of 
a deflationary period. Bloomberg reported rates below 
zero are intended to incentivize banks that have been 
stockpiling cash at the ECB to extend loans to busi-
nesses and, thus, help reinvigorate the economy.7

Negative rates also are expected to encourage individ-
uals to save less and spend more which could further 
spur economic growth. “If saving is a losing proposi-
tion, investment and consumption should rise, buoying 
the economy,” reported The Economist.8 So far, that 
has yet to happen:

The best hope for success, however, lies in foreign-ex-
change markets. Negative rates might send investors 
in search of better returns abroad, leading to depreci-
ation of the currency. That would raise the price of 
imports, helping to combat deflation and giving a 
growth-enhancing boost to exporters. Since the ECB 
introduced negative deposit rates the euro has fallen 
against the dollar by nearly 20 percent... If currencies 
fall by enough, then negative rates might just pay off – 
provided sinking prices elsewhere don't lead ever 
more of the global economy to take the plunge into 
sub-zero waters.9

While it’s difficult to gauge whether negative rates will 
prove to be an effective central bank policy tool, we 
can say with certainty that we live in interesting times. 
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Securing Financing
for Your Small Business

When managing a small business, few things are more important than understanding potential 
sources of financing for your short- and long-term capital requirements. A comprehensive capital-
ization strategy enhances your ability to obtain the funding you need and realize your ultimate 
business goals.

When creating a capitalization strategy, you first must think through which business activities you 
plan to finance, such as developing a new product or service offering, acquiring inventory or hiring 
staff. Then you’ll need to estimate how much these activities will cost and research appropriate 
sources of financing.

To some degree, the state of the economy and a business owner’s management skills will also 
influence a company’s need for capital. For instance, an economic downturn may result in reduced 
sales or profits, prompting an entrepreneur to rely on outside financing for a period of time. Or, 
poor management of accounts receivable or inventory may require a capital infusion while a 
business owner addresses these issues.

Common Uses of Capital
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Stage of Company’s Development Typical Needs for Capital
Prelaunch Create business plan, develop product or service, 

recruit business partners.
Start-up Incorporate the business, prepare store or plant, 

obtain marketing materials, purchase inventory, 
hire staff.

Ongoing operation Finance regular expenses such as payroll, utilities, 
inventory, rent/mortgage, taxes, marketing.

Expansion Open new branch, launch new product, increase 
capacity, purchase equipment.

Crunching the Numbers

Once you understand the business activities you need to finance, you can develop an annual 
budget and estimate your capital requirements one and two years in advance. Your accountant 
can help with this exercise. Many experts recommend planning for worst-case, realistic and 
best-case scenarios. This approach may decrease your likelihood of underestimating your capital 
requirements, which could cause you to run out of money or pass up potential opportunities.

You may want to consult outside sources to ensure your budget is as reliable as possible. Your 
local chamber of commerce or a regional business association may help you estimate expenses 
such as utilities or payroll that tend to vary regionally. A professional association that represents 
your industry may have information about standard costs, margins, and financial ratios.

Sources of Capital

Once you have determined your capital needs, you’re ready to consider potential sources of fund-
ing. The table below explains sources that entrepreneurs frequently use and the characteristics 
associated with each.
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If you are estimating capital needs for a start-up business, plan on maintaining sufficient funding 
to cover anticipated expenses for at least six months. Most start-up businesses are not profitable 
and typically operate six months or longer before generating capital internally. Also, the type of 
business you manage will influence your capital requirements. For example, a retail business 
requires inventory that must be financed before taking delivery. Many service businesses typically 
wait between 30 and 90 days before receiving payment from customers, which may require an 
infusion of capital to pay interim expenses.

Keep in mind that the time to develop a capitalization strategy is before your company needs the 
money. You are more likely to impress financiers if your current affairs are in order and you have a 
thorough understanding of your future needs.

This article was prepared by Wealth Management Systems Inc. The opinions voiced in this materi-
al are for general information only and are not intended to provide specific advice or recommen-
dations for any individual. We suggest that you discuss your specific situation with a qualified tax 
or legal advisor. Please consult me if you have any questions.
Because of the possibility of human or mechanical error by Wealth Management Systems Inc. or 
its sources, neither Wealth Management Systems Inc. nor its sources guarantees the accuracy, 
adequacy, completeness or availability of any information and is not responsible for any errors or 
omissions or for the results obtained from the use of such information. In no event shall Wealth 
Management Systems Inc. be liable for any indirect, special or consequential damages in connec-
tion with subscribers’ or others’ use of the content.

 Source of Capital Advantages Disadvantages
Company profits Allows owner maximum control 

of business.
May be unpredictable for early-
stage company. May be 
inadequate to finance long-term 
expansion.

Entrepreneur’s personal 
resources

Owner maintains control. May require business owner to 
increase personal debt or 
jeopardize long-term goals such
as a secure retirement.

Family and friends May provide flexible terms. May lack business expertise or 
be inadequate for long-term 
needs.

Loan from bank or commercial 
finance company

Frequent source of short-term 
financing. Loan officers may 
have business experience and
provide assistance with financial 
issues.

May be reluctant to provide long-
term loan or to finance a start-up
company. Requires collateral to 
secure loan agreement.

“Angel” investor who finances 
small businesses

Often a former entrepreneur or 
executive; investor may possess
considerable management
expertise. May provide access to 
business associates and other 
investors.

May desire active involvement in 
the business, resulting in less
control for the entrepreneur.

Venture capitalist Does not require additional debt, 
providing the business owner 
with financial flexibility.

Often necessitates a higher rate 
of return than lenders because 
there is no requirement to make 
current payments.
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Iced tea and light snacks will be provided.

We are excited to now have a classroom to provide
educational opportunities for our community. We hope
you will join us and feel free to bring a friend!

Please contact us if you have any questions about 
any of these announcements or events/classes. 
We’re here to help! And don’t forget to check out our 
website! RegentFS.com

To sign up, please visit www.RegentFS.com/Events

Fight the Fear
Regent Financial Classroom
May 4th 6:30pm-7:30pm

When volatility enters the picture emotions can lead to 
irrational decisions. Come join Regent Financial's Denise 
Lant as she gives historical context to today’s challenging 
environment to help alleviate anxiety and provides solid 
steps for pursuing long-term goals.
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Fact Based Investing
Regent Financial Classroom
May 21st 6:30pm-7:30pm

A large amount of advice that investors have recieved for 
the last several decades has been derived from:
• Predictions about what “might” occur
       and
• Theories about what “should” occur.

Come join Regent Financial Services and Kraig McFarland, 
CRPC for an introduction to “Fact Based” investing.



Julia Child's Berry Flan 
...

Credit: Evan Sung  for NY Times

Ingredients

1¼ cups whole or 2% milk
plus extra fo rolling
3 eggs
1

²/³ cups granulated sugar, divided

1¼ tsp salt

1 cup flour

1 pint (two generous cups) seasonal fruit

Instructions

This recipe is for a delicately sweet dessert whose elegance should not dis-
tract from its ease. Make sure you have fresh berries, and serve warm. You 

can use whatever seasonal fruit catches your eye.

tbsp vanilla extract

⅛ tsp salt

Butter for pan
Powdered sugar

1. Heat oven to 350°F. Lightly butter a medium-size 
flameproof baking dish at least 1½ inches deep.

2. Place the milk, 1/3 cup granulated sugar, eggs, vanilla,
salt and flour in a blender. Blend at top speed until smooth
and frothy, about 1 minute.

3. Pour a 1/4-inch layer of batter in the baking dish.
Turn on a stove burner to low and set dish on top for a 
minute or two, until a film of batter has set in the bottom
of the dish. Remove from heat.

4. Spread fruit over the batter and sprinkle on the re-
maining 1/3 cup granulated sugar. Pour on the rest of the
batter and smooth. Place in the oven and bake until the
top is puffed and browned and a tester plunged into its
center comes out clean — about 50 minutes.

5. Sprinkle with powdered sugar just before serving.
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