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Why putting money in the bank,
might make you poorer than you think.

It's hard not to get caught up in seeing interest rates rise after
being low for so long.
No doubt for most of the last decade, there were times when you

couldn’t imagine your bank paying any level of interest on the cash
balance in your bank account.

Bradley Mitchell

Senior Investment Strategist,
Collidr
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With so much uncertainty in the world at times, while it might feel like
a prudent decision to just keep your money tucked away in your bank
earning some level of interest rather than fret about market returns,
you may actually be impacting your future wealth.

After all, we all invest for a specific reason, to achieve our specific @ www.collidr.com
goals in life — whether that's living a comfortable retirement or
realising some other important aspects. >4 hello@collidr.com

So, let's assume, as an investor, that you can put your cash on deposit
and match the current Bank of England (BoE) base rate. In reality, that's
easier said than done, but let’'s be generous and assume that you can @ Connect on LinkedIn
get a rate of 5.25% pa.
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Now, to an investor, particularly a cautious one, that might sound attractive.

However, the first point to raise, and possibly the most important one, is that those rates
are high for a reason. As you might know, inflation has been an important topic and factor
these past few years. With inflation currently at 6.7%', a nominal 5.25% return on your
cash only guarantees one thing - that in real terms (i.e. what you earn after inflation), you
will lose money.

Of course, that was not always the case.

If we look back over the last 40 years, it was perfectly normal for interest rates to run
higher than inflation, offering you a small positive real return. But that all changed with
the Great Financial Crisis of 2008. Even with the rate rises that have taken place over the
past 18 months, cash in the bank has delivered a negative real return on your money. per
month, over a two year period.

Real return on bank base rate adj for inflation
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That being said, if you don’t consider all of the alternative investment choices, that
nominal 5.25% return does sound enticing (assuming you can get it), doesn't it?

Yet, if we take a long-term view of investing, say, at least 10 years, then equities
(particularly global equities) would probably grow your wealth more.

Let’s look at the last 15 years, which for equities means the Autumn of 2008 - hardly

an auspicious time to select, just ahead of the Great Financial Crisis. We'll start with a
comparison of cash (money market), residential property, Gilts, UK and Global equites.
Chart B reflects this analysis. The red line in this chart reflects inflation — the line we need
to beat to provide a real return.



Even with such a difficult start to this timeframe, as the chart demonstrates, equities
returned the most over this period.

Returns by asset type
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Chart C shows these same investment options, but over a shorter timeframe (5 years).

Returns by asset type




Even if we were to take the worst possible starting point over the last 40 years (September
2000), equities have beaten cash or inflation. The key with all of this assessment, in
terms of investing, is knowing and understanding what your risk tolerance and time
horizon is (amongst a number of other important questions to ask yourself).

Returns by asset type
500 - r 500

400 4
300 4
200 4

100 W |

0

02 04 08 o8 10 12 14 16 18 20 22
—— Rebase |AMONEY MARKET TR to 100
—— Rebase CPI INDEX 00 : ALL ITEMS- ESTIMATED PRE-1387 : United Kingdom to 100
— Rebase FTSE WORLD £ - Total Return Index to 100

What about those experts who always seem to claim to know when to be in, and then get
out of, the market?

Often in the financial news, everyone seems to believe they can time the market. And |
mean everyone — whether they’re private investors, professional investors, or my annoying
cousin. For those with a medium to long term investment time horizon, the important
decision isn’t really about trying to time the market but being in the market in the first
place.

Let’s assume two more scenarios. Each represents a different investment choice you
could have made over the last 27 years — 1) putting £100 a month in a bank account, or 2)
regularly investing £100 a month in global equities. For the sake of simplicity, we will use
a 3-month moving average to replicate the ‘market timing’ effect of regular contributions.

So how do those returns compare?

Well, if you look at Chart E, most of the time you're better off going with regular
investments into the market. Now, this simple comparision looks at actual annual
returns, but one can easily surmise the cumulative effective of this apporach by reviewing
the previous charts from before. Once again, investing, and remaining invested, offers
you the benefits of growing your long-term wealth, and helping to reduce the effects of
inflation.
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As we are often ‘required’ to disclose in financial articles of this nature, | would be remiss
in omitting — ‘the value of investments and the income from them can go down as well as
up, and past performance is not a guide to future performance’.

One can never assume that investing is a risk-free, guaranteed process. As mentioned,
even the decision to leave your money in a bank account comes with consequences.

The point I'm trying to make is that sound investing decisions should invariably take into
consideration all investment choices, and it's important to understand what those choices
mean, in terms of helping you achieve your goals and investment objectives.

Or, to put it more succinctly, and as the old industry proverb goes - ‘it's time in the market
that matters, not trying to time the market’.
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