With the Bank of England (BoE) base
rate at its highest level since 2008, and further
rate hikes expected before the end of the year,
the attractiveness of cash as an asset class has
undoubtedly increased. This was reflected in
data from earlier in the year, which showed
that investors added £2.32 billion to UK money
market funds (highly liquid ‘cash equivalent’
products) in May (Source: Morningstar). Over the
same period, risk assets such as equities, bonds
and property suffered net outflows of £1.18
billion. With the average 60:40 portfolio still
significantly underwater after a bruising 2022,
and the economic outlook somewhat uncertain,
many clients will be wondering if cash is a better
option.

Inflation

Inflation has dominated headlines, both
at home and across other developed markets,
for the last year and a half. Even after a significant
fall last month, the UK Consumer Price Index
(CPI) sits at 7.9% year-on-year, far more than
the BoE's 2% target. Cash as an asset class is
generally assumed to be very low risk. However,
over time the impact of inflation will erode the
value of cash held on deposit - for every 1%
of positive inflation, the purchasing power of
money declines by the same amount. Using the
example above, a cash investor would therefore
require a 1% interest rate on deposit to offset
the impact of every 1% of inflation. Clearly, with
inflation so high, the risk of a ‘real terms’ fall in
the value of cash held on deposit is high.

Time in The Market

‘It's about time in the market, not timing
the market’ — the old saying is as relevant today
as it has ever been. With volatility elevated
and most asset classes suffering sharp swings
in valuation, the temptation to try and time
investments — to sell out at the top or ‘buy the
dip’ — can be difficult to resist. But resist we
must. While there will always be those that get
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lucky, the vast majority don't. Even the world’s
top investment banks, with their trillions under
management and whole office blocks full of
highly paid analysts, are generally unable to
predict stock market movements with any degree
of accuracy. Often, large gains follow large losses
(see the market response to the COVID-19
pandemic as a classic example). It is also worth
remembering that markets are forward-looking,
and that can mean markets recover some time
in advance of the wider economy. By attempting
to time the market, investors risk missing out on
some of the market's best days. This can have a
serious impact on long-term returns, as the chart
below shows — missing the ten best days in the
UK market over the last 15 years would have cut
an investor's annualised return by 4.5%!
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While past performance can never be
relied upon for predicting future returns, history
suggests that investors are often rewarded for
remaining invested during periods of market
volatility. While the suitable level of exposure to
risk assets will vary on a client-by-client basis and
indeed, a very low appetite for risk may require
no exposure whatsoever, equities and bonds
have both tended to outperform cash over
longer periods. As ever, a focus on the long term
is essential. As a rule of thumb, equity investors
should have a minimum five-year time horizon,
and ideally longer still in order to maximise the
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likelihood of an attractive return. The chart below
demonstrates the benefits of taking a long-
term view - over the last 20 years, UK equities
outperformed cash by 238%, and even after their
worst year on record, bonds outperformed by
37%.
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turmoil has required an element of 'holding
one's nerve’, periods of uncertainty inevitably
bring opportunity, with many assets now trading
at very attractive valuations — at present, we think
this is particularly true of bonds. For our part,
we maintain cash allocations only for liquidity
purposes, or where the appetite for risk requires

a lower level of volatility. Otherwise,
we continue to favour broad
diversification across asset classes
" and regions, to ensure that we are
well-positioned for the long-term.
As ever, for individual clients with
questions related to their risk profile
or investments more generally, we
® always recommend speaking to
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¢ your adviser.
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Looking Ahead
Thelast 18 months have been anincredibly
challenging period forinvestors, and with interest

For information on our advisory services please
visit our website www.whitechurch.co.uk or
contact a member of our Client Services Team

rates still rising, the attractiveness of cash as an
asset class has undoubtedly increased. However,
history has shown that for those investors that
can afford to wait, risk assets such as equities
and bonds have tended to produce superior
returns over the long term. While recent market
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