Funding the Future

Interest rates are dangerously wrong

Published: September 15, 2026, 6:02 am

Interest rate markets are in turmoil. Government bond yields are rising, inflation fears
are growing, and financial markets are demanding higher returns. But there is a
problem: centuries of interest-rate history suggest that what is happening now is highly
unusual.

In this video, I look at Bank of England research tracing interest rates back more than
700 years. The long-term trend is striking. Both nominal and real interest rates have
fallen dramatically over time. During major wars, real interest rates have often become
strongly negative as inflation exceeded the returns paid to savers.

Today, we appear to be doing the opposite.

With war contributing to inflation, financial markets are nevertheless seeking positive
real returns on government debt. That has profound distributional consequences.
Higher interest rates reward those who own financial assets while increasing mortgage
costs, rents and pressure on government spending, employment and the wider
economy.

This is therefore about much more than bond yields. It is about who bears the economic
cost of war, whether governments should submit to financial markets, and whether
attempting to maintain high positive real interest rates could create both economic and
social instability.

Markets are trying to overturn a historical pattern that has persisted for centuries. Can
they succeed, and what happens if governments let them try? Will the cost be too great
for society to bear?

https://www.youtube.com/watch?v=vqgH1lyJ-zqg87si=zxWleg28kCj931av

This is the audio version:
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https://www.taxresearch.org.uk/Blog/2026/09/15/interest-rates-are-dangerously-wrong/
https://www.youtube.com/watch?v=vqH1yJ-zqg8?si=zxWleg28kCj931av

https://www.podbean.com/player-v2/?i=pwkzp-1b5c06b-pb&amp;from=pb6admin&amp
;share=1&amp;download=1&amp;rtl=0&amp;fonts=Arial&amp;skin=f6f6fe&amp;font-
color=auto&amp;logo_link=episode_page&amp;btn-skin=c73a3a

This is the transcript:

Interest rate markets are in turmoil. Government bond yields are rising rapidly around
the world. Investors fear inflation as a result of Donald Trump’s continuing war in Iran,
and they’re selling bonds because they think those bonds are overpriced, and that's
how they force the interest rate up.

But are those market reactions rational? Are all the messages wrong? Are governments
also misreading this market reaction? Are we heading for a market crash as a
consequence of what is going on?

To look at this question, I've gone back into history. The Bank of England has done the
research on which | base much of my commentary here, and they have looked at the

history of interest rates in England, around the world, and then in the UK over a period
from 1317 to 2018. Now, that's pretty absurd, but the data does appear to be available,
and this first chart provides a background to the information we are looking at.
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Figure XVII: Real rate trend, safe asset provider, and the six real rate depressions, 1317-2018.

The data shows real interest rates over that period, 1317 to 2018. And real interest
rates are those which reflect the interest that is paid, having allowed for inflation. In
other words, it reflects the real return that you can get on saving your money. And
you’ll notice that the figures have oscillated wildly, but the oscillations have reduced of
late, and there are only a couple of exceptions to that point.
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https://www.bankofengland.co.uk/working-paper/2020/eight-centuries-of-global-real-interest-rates-r-g-and-the-suprasecular-decline-1311-2018

During the First World War, interest rates were incredibly negative. During the Second
World War, the pattern repeated, and since around 1990, the pattern in the UK and
around the world, let me be clear, has been for interest rates to fall heavily.

But over time, there’s one overwhelming trend to look at, and that is the little dotted
line that runs through the whole series, and that is that there has been a strong
downward trend in interest rates over this entire period. In 1317, you could have
expected a real interest rate of around 8% to reflect the risk that you were taking by
lending anyone money. Now the expectation is 2%, and in fact, in 2018, worldwide real
interest rates were well below that figure. The trend is downward, and it has always
been so. There has been no change.

And the second chart | want to look at is of headline global rates.

These aren’t adjusted for inflation. These are the figures that people were actually paid.
And this is worldwide data, | stress. This is not UK data. This is average data from all the
sources that are available, looking around the world. And there are two trends shown,
but don’'t worry, they are broadly similar. The basis of averaging is different, but that
doesn’t really matter for our purposes.

The point is, look at the trends again, and they are strong, and they are markedly
downwards. The nominal rate moved from over 14% in 1314, when, for some reason,
this particular chart begins, and by 2018 the nominal rate was running at below 4%.
There has been this steady downward trend.

The exceptions are, let’s be clear about it, during the Napoleonic Wars and in their
aftermath, the early Victorian era, if we are talking from a British perspective. And also
during the period from the mid 1960s through to just after 1980. And that was the
tumult caused by the end of the post-war economic consensus. That period created
ever-rising interest rates that led in the UK to the debacle of 1992 and Black
Wednesday, and from there on, rates have steadily fallen as we’ve worked out that
trying to force currencies into particular situations really does not pay.
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And now let’s look at a third chart.
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On this chart, we are back to real interest rates, those that are adjusted for inflation.
And this chart is slightly simpler to look at, and some trend lines are put on here, which
show various trends over various periods with an emphasis upon the more recent
history of interest rates.

But the point is this: look at these real interest rates, and the message is very clear.
The dashed blue line shows this strong downward trend. We're heading towards zero by
2018, and that is not, in fact, an aberration. It is the logical point to which interest rates
are heading because that is the historic trend.

The exceptions, again, are periods of wartime, and note in particular the aberrations
that the First and Second World Wars present on this chart. They had strong, negative
real interest rates, and those were very unusual. But in recent years, the trend in rates
is markedly downward, and that is the point I’'m making everywhere by looking at this
historic data.

Now, let’s look at more recent British experience, This is the chart on the screen now
for the cost of long-term government bonds in the UK from 1950 to 2026.
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In fact, the data is up to date until June, but we do know there have been some
oscillations since then, with a continuing upward trend.
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https://fred.stlouisfed.org/series/IRLTLT01GBM156N

And you’ll see what has happened. You will see that we went through a period of
confusion. Rates peaked around 1975. That passed from 1982 onwards.

What happened then? We had the immediate after-effects of the USA coming off the
gold standard in 1971. We had the movement towards floating exchange rates. We had
the uncertainties in the market that that created. And from 1982 onwards, when
Thatcher had done her worst, and she most certainly had done her worst, creating 3
million unemployed people in the UK, which the world reacted to very adversely when it
came to interest rates, the trend has been markedly downwards.

We have, in other words, followed the international trend. And in fact, in 2020, we hit
an effective rate of near enough zero on government bonds in the UK, and that trend
has now reversed.

The reversal was not because of COVID. The reversal was because of the development
of inflation. And that wasn’t because of COVID. That was because of war in Ukraine. And
that has been because of wars that have been persistent since then, particularly in the
Middle East . And the trend is increasing because Trump is pursuing war. Let’s be clear:
that’s why we now have an interest rate of around 5%.

So what does all this begin to tell us? It tells us that today’s interest rates are an
aberration from the historical trend. To have a positive interest rate as we have at
present, because the interest rate on government bonds is above 5%, and UK inflation
is around 3%, is nothing like the norm.

We don’t see 2% positive interest rates in recent years. Go back to the first chart that
we looked at is on the screen again now, and you’ll see how unusual that is. For us to
have a pattern of interest rates of around 2% positive real figures is just against all
recent history. And I’'m talking here about recent history over a couple of centuries. So
what is going on?

Why are we trying to create something, in other words, which has not happened for a
long time? Something that has not also happened during periods of war.

Look at that chart again. Look at what happened during wartime. In World War |, real
interest rates became decidedly negative. They became nearly negative 10%. During
the Second World War, they became nearly negative 5%. The wealthy, in other words,
lost money as a consequence of war, but they gained the benefit of having their
well-being protected.

But what's happening now, if we look at the last chart we looked at for UK interest rates
- that is the one on the rates on government bonds - that one shows that we are
currently seeing a situation where markets are trying to create a positive real interest
rate at this moment, and we are suffering inflation because of war. We should be
having a negative real interest rate as a result. Today’s markets are trying to reverse
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that historical pattern. That is why we are suffering stress.

This should not be happening. We should be seeing real interest rates fall at the
moment. In other words, they should be below the rate of inflation. They should not be
above it. That is what happens in this wartime situation. But markets are trying to do
the reverse.

This is creating positive real redistribution of wealth inside our economy, and we're
seeing demands that people - those on benefits, those on pensions - should be
contributing to this by giving up their benefits so that the wealthy may be paid these
interest rates, which do not fit any historic pattern at all.

The wealthy are demanding that war benefit them. War has never benefited the
financial returns of the wealthy , at least when it comes to their savings. It might have
done so with regard to the long-term benefits of the development of business which has
arisen as a consequence of wartime. There’s no doubt that happens. But interest rates
during wartime should be real-terms negative, and markets are trying to do something
otherwise. This is why we are living through a period of stress. We should not be letting
markets try to do something which is historically has never been possible.

Of course, we’'re going to have major disputes and conflict within society if the City
here, the Wall Street markets in the USA, and other markets around the world try to do
things that are simply not possible. If we try at this moment to extract the value from
the most vulnerable people in our society to pay for war, we are inevitably going to end
up with social conflict as well.

The distributional crisis that we are facing as a result of these efforts to deliver positive
interest rates at this moment creates a choice that is going to have to be political and
not economic. Markets are trying to beat centuries of interest rate history.
Governments will have to decide: Are they going to resist that? That is the choice they
have to make.

If governments do not take control at this moment, and if they do submit to financial
markets, the evidence is that people are really going to suffer. There’s no way around
that. This is something that will create stresses that society cannot tolerate at a time
when it will also have inflation arising from war. And if the government concedes to the
demands of markets and lets interest rates rise, the costs of those interest rate rises
will be seen in terms of increased mortgage costs, increased rents, reduced
employment, reduced financial well-being, stresses to the economy and the recession
that will inevitably follow.

We have to therefore decide. Governments have to therefore decide. At this moment,

the trend in interest rates is deeply destructive inside our economy. It conflicts with the
history of our interest rates. It does so because markets are trying to deliver something
that is not possible. You cannot have positive real interest rates in a time of war. That is
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what history tells us. If we try to do that now, most people in our society are going to
suffer considerably.

I’'m worried. I'm very worried. What the markets are trying to do is punish people in a
period of stress, which is what we’re suffering. A period of stress created unnecessarily
by the government of the USA, the government of Israel and those governments like
ours that are still tending to support them in their endeavours. And if, at the moment,
that stress is increased by rising interest rates, we’'re going to face a social as well as
an economic crisis. History tells us we must allow negative interest rates at this
moment. That is what must happen.

That’s my opinion. You may differ. Let us know your opinions. There is a poll down
below. Please do like and share this video. Please do subscribe to the channel. Please
do click that bell button. You'll then find out when we publish new videos, and if you'd
like to buy Tom and me a coffee, that would be great.

Poll

[poll id="523"]
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