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With the uncertainty and market swings of the past few 
years, it’s understandable that some investors would seek 
the safety of cash.  On the surface, holding cash means not 
having to cope with the ups and downs of the stock market 
due to the pandemic, global conflicts, rising interest rates, 
the Fed, and more.

However, this is only true over the shortest of timespans. 
Over months, years and decades, the value of cash is quietly 
eroded by inflation, and the missed opportunities of not 
being properly invested can add up. This is why, for long-
term investors, managing behavior and emotions is just as 
important as managing portfolios. Doing so helps investors 
stay on track to achieve their financial goals, while helping 
them to sleep well at night too.

There are three main problems with sitting on cash 
today. First, high inflation - the worst in four decades 
- is eroding the value of cash, especially when it sits in 
a regular checking or savings account. By not earning 
a sufficient level of interest or generating a return, the 
purchasing power of one’s hard-earned money falls each 
year. According to the Consumer Price Index, energy costs have 
increased more than 25% over the past year, food prices nearly 
8%, the cost of shelter 4.7%, medical care services 2.4%, and so 
on. Even as inflation rates settle down, this corrosive effect will 
no doubt continue.

This is the hidden cost when investors seek the safety of cash. The balance on a bank statement may feel safe since it is stable, unlike 
the fluctuating value in an investment account. However, what matters isn’t the dollar amount of cash but what it can purchase. 
Inflation means that the same number of dollars buys fewer goods and services each year, even when the number remains the same. 
Thus, portfolio growth is needed to keep an investor’s purchasing power at par, let alone to create real wealth.

The second problem is that cash and savings accounts still generate little to no income, even with medium and long-term interest 
rates rising. As of March, the national rate for a 12-month CD was still only 0.14%. In other words, locking up $1,000 of cash for 
12-months would only yield $1.40 when inflation would have eroded its spending power by $80, based on the Consumer Price Index. 
In this example, the real inflation-adjusted rate is what matters.

Additionally, Treasuries with the shortest maturities still yield very little relative to long-term rates, and it will take time for savings 
accounts and Certificates of Deposit (CDs) to catch up. The 3-month Treasury yield has risen to 0.7% but this is still well below its peak 
of 2.45% in 2019.
The picture is very different for other parts of the bond market. The yields on Treasuries, mortgage-backed securities, and 
corporate bonds are now above their historical averages. Investment grade bonds, 

WHILE CASH IS ATTRACTIVE WHEN MARKETS ARE 
SCARY, ITS VALUE QUIETLY ERODES OVER TIME 

Key Takeaway:

1.	 Many	investors	are	drawn	to	cash	when	markets	are		
	 volatile.	However,	the	challenge	with	cash	is	that	it		
	 doesn’t	protect	against	inflation.	Even	savings	account		
	 and	CD	rates	are	still	at	historic	lows	despite	rising		
	 interest	rates.
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for instance, now generate 3.9% per year compared to their average of 3.4% since 2009, and 2.2% one year ago. Of course, investing 
in corporate bonds and those with longer maturities involves risk, especially as interest rates rise. This is why it may be important 
to build a portfolio using diversification, laddering, and other tools, ideally with the support of a trusted advisor.

Third, for those saving and investing to achieve financial goals, shifting a portfolio to cash may provide short-term comfort but 
will most likely jeopardize long-term gains. Finding the right balance between resisting the urge to react to short-term news, while 
taking advantage of the long-run growth of the market, is the biggest challenge all investors face.

For professional investors, cash is simply another asset class with particular characteristics that can be combined with stocks, 
bonds, alternatives, and more. The right mix that takes advantage of all asset classes can achieve a much better balance of risk 
and reward. This is the preferred way to manage portfolios while improving investor confidence and avoiding the urge to time 
the market.

Ultimately, cash is an important part of any portfolio if used appropriately and in moderation. Having the discipline to save enough 
cash in the first place is the first step toward financial freedom. Investing that cash in the right portfolio is what grows savings into 
real wealth.

RISING BOND YIELDS MAKE SAVINGS ACCOUNTS 
LESS ATTRACTIVE

DIVERSIFIED PORTFOLIOS HAVE PERFORMED 
WELL OVER TIME

Key Takeaway: Key Takeaway:

1.	 In	contrast	to	savings	accounts,	bond	yields	for		
	 government	and	corporate	issues	are	rising.	In	many		
	 cases,	these	yields	are	above	their	historic	averages.

1.	 For	investors	who	prefer	cash	to	protect	their	portfolios,		
	 holding	diversified	assets	is	often	a	much	better	approach.		
	 Not	only	does	this	protect	investors	on	the	downside,	but	it		
	 helps	to	generate	long-run	growth.
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