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We are all feeling the pinch. Since the start of the financial crisis in 
2007, wages have failed to keep pace with the rising cost of living.  
And with historically low interest rates likely to remain with us for 
the foreseeable future, it is all the more important that we make 
our money work hard for our benefit. However, investors have 
been nervous about putting their hard-earned money to work. 

Of all the arguments in favour of investing for the future, perhaps 
the most compelling is the one against doing the opposite: keeping 
your money in cash.

Cash is not king
From 2008 to 2013 inflation hovered between 2% and 4%. So a 
basket of goods costing £100 at the end of 2007, was an extra 
two, three or four pounds each following year; even in 2014 
inflation floated just below 2% until the last quarter.   

The chart below shows the growth in value of £100 invested in an 
account paying the Bank of England’s base rate since the start of 
the financial crisis to the end of 2014.  It compares the value of

that account in absolute terms with its value once the impact of 
inflation has been taken into account (its ‘real’ value). 

Inflation has effectively reduced the value of your savings faster 
than they have earned interest.  So whilst not investing your 
assets may see their absolute value preserved, their real value 
will decline.  If you take the interest earned as income, then the 
effective value of your savings will shrink even faster, as will the 
value of cash held in accounts paying less than the base rate.

And yet in the tax year 2012/13, 80% of new ISAs were Cash 
ISAs1.  Although Cash ISAs are often launched at an eye-catching 
bonus rate, this generally switches to the provider’s standard rate 
after a year.

According to a recent survey by the FCA2 we held £700bn in cash 
accounts in December 2013, just over half of which (£354bn) was 
in easy-access accounts.  Of this, £160bn earned interest of less 
than or equal to the Bank of England base rate of 0.5% and the 
majority of these (£145bn) had balances of more than £5,000. 

Source: Bank of England, Office of National Statistics, Henderson Global Investors, 29 May 2015
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Taming the inflation beast
But inflation is not universally bad: it demonstrates that the 
economy is growing as the demand for goods and services 
exceeds our ability to produce them.  So for the past twenty 
years the Bank of England (BoE) has targeted an inflation rate 
of just below 2% per annum.  As we have seen, it has had 
mixed success at this.

Whilst a 2% target may sound like a reasonable objective, even 
this will see the spending power of your money halve in 36 years.  
If inflation returns to its recent average of 3%, you would only be 
able to afford 75% of the things you can buy now after 10 years.

A taxing problem
Unless held within a tax wrapper (such as an ISA), the income 
you derive from your investments is subject to income tax and 
this should also be taken into consideration.  If inflation reaches 
the BoE’s target of 2% a basic-rate taxpayer will need to earn 
at least 2.5% to retain their spending power; if it rises to 4% (as 
it did in 2011) they need to earn at least 5%. Needless to say, a 
higher rate tax payer will need to earn even more than this.

And that doesn’t allow for any income to be taken from the 
portfolio: that’s just for the portfolio to retain its value. As Lewis 

Carroll’s Red Queen put it “It takes all the running you can do to 
keep in the same place. If you want to get somewhere else, you 
must run at least twice as fast as that!” 

So what can savers do to preserve the real value of their 
savings?  There is a saying in financial circles: there can be no 
reward without risks.  Fixed-term deposits and funds investing 
in Government bonds, corporate bonds, company dividends 
or commercial property, all have the potential to provide better 
returns than easy-access cash accounts but at higher levels of 
risk.  Multi-asset funds allocate across these and other asset 
classes with the aim of balancing risk and return.

Whilst it is tempting to aim for the highest level of return we can 
find, each investor needs to consider the level of short-term losses 
they are prepared to accept to attain their long-term goals and then 
find the solution that best matches their risk/return profile. That may 
mean having to be realistic about the return we should be seeking. 

Investors should also bear in mind that cash deposits and ISAs 
are covered by the Financial Services Compensation Scheme. 
This is currently to the value of £85,000 but will reduce to £75,000 
from 1 January 2016. Further information about compensation 
scheme arrangements is available at www.fscs.org.uk.
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1Ft.com 5 March 2014
2Cash savings market study report, FCA, January 2015

Past performance is not a guide to future returns.  The value of an investment and the income from it may fall as well as rise and the investor may 
not get back their initial investment. Tax assumptions and reliefs depend upon an investor’s particular circumstances and may change if those 
circumstances or the law change. Nothing in this document is intended to or should be construed as advice.  This document is not a recommendation to 
sell or purchase any investment. It does not form part of any contract for the sale or purchase of any investment.

Issued in the UK by Henderson Global Investors. Henderson Global Investors is the name under which Henderson Global Investors Limited (reg. no. 906355), 
Henderson Fund Management Limited (reg. no. 2607112), Henderson Investment Funds Limited (reg. no. 2678531), Henderson Investment Management 
Limited (reg. no. 1795354), Henderson Alternative Investment Advisor Limited (reg. no. 962757), Henderson Equity Partners Limited (reg. no.2606646), 
Gartmore Investment Limited (reg. no. 1508030), (each incorporated and registered in England and Wales with registered office at 201 Bishopsgate, London 
EC2M 3AE) are authorised and regulated by the Financial Conduct Authority to provide investment products and services. Telephone calls may be recorded 
and monitored. Ref: 34S
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It is not intended that this publication be relied upon by retail investors. It does not constitute an offer, a personal solicitation of an offer or personal recommendation 
to enter in to any transaction. Whilst all reasonable care has been taken in preparing this document, the information contained herein is deemed to be reliable 
but all expressions of opinion are subject to change without notice. Tax legislation is based on our understanding of legislation and practice currently in force.         
Tax information is subject to individual circumstances and subject to change. We cannot be held responsible for the effect of any future legislation change in interpretation.
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