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Where to stash your cash

by Liz Wolf Special to Minnesota Lawyer 

In uncertain times, where you put your savings is more important than ever 

Many low-risk, short-term places to park money today, including money market funds, are paying a paltry amount of interest; many have plummeted well below 1 percent.

“We’re in a very low-interest rate environment,” said certified financial planner Charles Buck of Buck Financial Advisors LLC in Woodbury, who also teaches finance classes at Minnesota State University’s Twin Cities locations. “Very short-term rates are close to zero percent. The Fed is driving rates down, so it’s easier for people to borrow.” 

While these record-low rates are an effort to jumpstart the ailing economy, it’s not attractive for savers. While most people don’t anticipate making a ton of money on their savings accounts, it’s nice to earn some interest rather than having your money sit idly, Buck said. 

So where should people park their savings today?

Online savings accounts. Buck believes the best defense against low-interest rates are online savings accounts, which are paying higher rates than traditional banks, are FDIC-insured and easy to use.

“To keep the liquidity for the money you may need in the next six to 12 months, including emergency funds, online savings accounts are a good option,” Buck said.

Buck himself has an online savings account at HSBC where he keeps his liquid cash, and it’s linked to his checking account. He says such online savings accounts allow people to withdraw their money at any time without penalty.

“My checking account pays zero interest, but when I move funds to the HSBC account, it’s paying 1.35 percent, and that’s a considerable difference,” he said.

Buck says American Express Bank, another online bank, is paying 1.7 percent interest. “It might be worth opening a couple of online savings accounts,” he suggests. For example, he says, these accounts are a good place to stash cash for someone saving for a new car.

Financial planner Pamela Heimdal of Heimdal Tax & Financial Services in Lakeville agrees that online savings accounts are a good option, especially for those needing their money to be relatively liquid.

She says EverBank’s interest rate, for example, is 1.5 percent, and for the first three months, it’s offering 2.5 percent. “These online banks, which are not your typical brick-and-mortar banks, are paying a little higher,” she said.

Not everyone is comfortable, however, with unfamiliar banks, even if they pay higher rates than neighborhood banks.

“Some people are little bit unsure of a bank that you can’t actually walk into,” Heimdal said, adding that each investor’s case is different. “That includes your risk tolerance, liquidity needs, your age, if you have income or not, etc.”

“I say bank with your local banker,” said certified financial planner Mary Kusske of Kusske Financial Management in Burnsville. However, she warns that if people do bank with online banks, be careful.

“One online bank was offering a teaser rate of 7 percent on a savings account, which sounded too good to be true,” she said. “When you read the fine print, it was 7 percent on the first $500 and then dropped to .25 percent. I’m leery of investing with online banks.”

Kusske agrees with Heimdal that each case is different in respect to where to invest savings. The first thing she asks clients is whether they’re an investor or a saver. An investor, she explains, is willing to put money away for the long haul, and a saver wants short-term liquidity. If someone needs the money in less than a year, she believes it should be in a checking/savings account, so it’s easily accessible.

Certificates of deposit. If clients need the money in one to three years, Kusske says CDs are a viable option, because they offer a higher interest rate than regular savings accounts and are a safe insured place for money. (The current average rate on a one-year CD is around 1.68 percent, according to Bankrate.com). CDs are useful for those looking for a low-risk way to invest money that can easily be converted into cash. However, Kusske warns that savers pay taxes on the earnings. “Bank CDS are FDIC-protected and you pay for that safety,” she said.

The average rate on a five-year CD is better at 2.881 percent, but the money is locked up for a longer period. If interest rates take off, the money would be stuck earning today’s lower rates until the CD matured.

Short-term bond funds. For longer-term investors willing to accept more risk, Kusske suggests short-term bond funds like Minnesota Municipal Bonds, which pay 3 to 3.5 percent and are tax free. (Over the past year, the average short-term bond fund generated a return of nearly 2.92 percent, according to Morningstar Inc. That’s more attractive than the return for bank accounts and CDs). Kusske says short-term bond funds are high on the list of many financial advisors, because of higher rates and relative ease of getting in and out.

However, these are investment accounts, not savings accounts, meaning fund prices can fluctuate.

“You may pick up a better yield, but you need to understand the risks,” explained certified financial planner Joan Rossi in Minneapolis. “There’s often a higher yield than money market funds, but less stability of the principal. You have to ask yourself, ‘Am I in a position to ride the tide if the value of the bond fund fluctuates,’ which it will.”

Money market funds. Even tightfisted banks are paying higher rates than the average money market fund today, and these are not federally insured. These are not top picks today by most financial planners.

Rossi says her key concern is that individuals not “chase returns.”

“Instead, ask when and for what do you need this money?” she suggested. “For example, if individuals need this money in July 2010, then keeping it liquid is more important than return. If the cash in their savings accounts and money market funds are earmarked for short-term commitments, then they’re better off forfeiting return for more safety.”

One strategy that can be considered, Rossi says, is “laddering” among various short-term instruments by combining savings, money market funds and CDs with various maturity dates. Laddering CDs, for example, is a good option for saving and earning. In a ladder, the length of the CDs varies, each rolling over to the highest rung as time expires. This keeps an array of rates earning, and a lower rate only lasts as long as its rung; it’s “evened out” by the other CDs.

Financial planners can help individuals with this strategy. If the individual is “going it alone,” Rossi suggests BankRate.com can provide information on higher yielding checking, savings accounts and CDs.

The bottom line, Rossi says, is investors need to do their homework, understand their needs and the inherent risks of savings and investment options.

“It’s extremely important to know when you need the cash and your strategy must match,” she said. “There are no crystal balls when it comes to interest rates. You need to understand the certainty of the uncertainty and also do the best you can to take the emotion out of the decision-making.”
