
What’s the difference between saving and investing?
• Saving involves regularly setting aside money for the future, 

usually in a bank savings account. It’s a relatively ‘safe’ practice. 
Your money remains in your account, readily available to you. 

• When you invest, you’re using your money to purchase an asset 
or product that has the potential to give you better returns. 
These aren’t always guaranteed, but investing does give you the 
opportunity to increase the value of your money over time. 

Is it not riskier to invest? 
• It is true that investing carries some risk. What is not so obvious 

is that leaving excess amounts of cash in the bank also carries 
significant risk thanks to inflation – the gradual erosion in the 
value of your money over time.

• With inflation now well exceeding the average interest rate on 
savings by 1-2%, this means that your savings are losing value in 
real terms every year.

• The alternative is to put some of your money to work in the 
market, accepting some risk to ensure your wealth is not  
eroded by inflation. 

What could the difference in returns look like? 
• With a 5% growth rate, £20,000 invested this year will be worth 

£25,525 in 5 years’ time. Left in the bank, that £20k would be 
worth just £20,658 in 5 years (at the current average savings 
account rate of 0.65%p.a). 

• Over a longer timescale, the graph shows the effect of leaving 
£20,000 in the bank for 25 years, assuming your bank account 
pays no interest. The orange and yellow lines show the actual 
purchasing power of that £20k in 25 years if 2% or 3% inflation – 
current UK levels – persist. 

• This contrasts with investing the full amount in the equity market 
with 0% and 3% inflation over the 25-year term. The difference in 
what your money may actually be worth in real terms at the end 
is striking, even with the eroding effect of inflation factored in. 

How much should I invest? 
• There is no right answer. As a rule of thumb, it’s worth having 

3-6 months of income readily accessible for any unforeseen 
circumstances. 

• However, over the last year many people simply haven’t been 
able to spend so have built up considerable cash reserves. While 
this may seem reassuring, one must ask whether that cash is 
helping you secure your financial goals. 

• If surplus cash is not held for a specific purpose, then investing 
your savings in the market at a suitable risk level can help beat 
inflation erosion and supplement your income. 

What should I invest in? 
• The key is to look at your overall balance sheet and decide what 

level of cash is appropriate in that context. Once you have a broad 
idea of this, you can look at the different options available to you. 

• There are many accounts that allow your investments to grow 
tax-efficiently. We can work with you to establish a new account 
or you can simply supplement your existing portfolios  to help 
meet your goals.
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Inflation Frustration:
Save or Invest – what should I be doing?
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Growth of £20,000 over 25 years
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We have created a short video to 
explain why now could be a good 
time to consider putting excess 
cash to work:

http://linkedin.com/company/sanlamuk
https://twitter.com/SanlamUK
https://vimeo.com/573005302

