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Savings come back into fashion
Rollercoaster, see-saw, helter-
skelter...

The fairground ride analogies
have been out in force over the
last few months as the global
financial crisis has brought
unprecedented volatility to
investment markets. Some of 
the short-term consequences of
the turbulence are examined
elsewhere in this newsletter, but
there are longer-term lessons to
be learnt too. Many of those
lessons have a tinge of old
fashioned common sense 
about them.

An obvious one is that lenders
and borrowers need to be
realistic about levels of debt. It
had become too easy to borrow.

Before the credit crunch, if you
had wanted to borrow 100% (or
more) of the value of a property,
you would have had a choice of
eager lenders. Now there is no
lender interested in offering such
generous deals. Chunky deposits
and a clear ability to pay back
the loan are the order of the day.

A corollary to reduced reliance
on borrowing is the lesson that
we need to save more. A major
contributory factor to the crisis
in the United States and, to a
lesser extent, the UK has been
low rates of saving by the public.
The UK household savings ratio
in the second quarter of 2008
was just 0.4% according to
National Statistics. In other

words, for each £100 of net
income, the average household
saved just 40p.

With regular savings in bank or
building society deposit
accounts, you can create a cash
reserve that may help you
through difficult times. Beyond
such ‘rainy day’, short-term
regular saving, long-term regular
investment in unit trusts and
similar share-based funds can be
a sensible option. This may seem
an unwelcome idea in current
investment market conditions,
but provided the investment is
made with a long-term view,
there is sound logic to it.

If you make a regular monthly
investment, you are not

committing all of your money at
a single point. So ‘market
timing’ – choosing when to
invest – is not an issue. Instead,
your monthly investment could
buy more units/shares when
market prices are depressed than
when prices are high. This
process, known as ‘pound-cost
averaging’, means that over a
period of years the average 
price at which you invest can 
be lower than the average price
for that period.

Past performance is not a
reliable indicator of future
performance. Investments can 
go down as well as up and you
may not get back the original
amount invested.


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