
ARE INVESTORS HOLDING TOO 

MUCH CASH?

The role of cash in a portfolio is a growing challenge as short-term rates fall and market valuations remain elevated. What hidden costs 

are there to holding excess cash today?

For investors, a growing challenge today is how to manage cash as short-term interest rates fall. What appears safe actually comes with 

real costs beneath the surface, since holding too much cash can quietly undermine long-term financial goals. This comes at an important 

time, when some investors find themselves with “cash on the sidelines,” including a record $7.3 trillion held in money market funds.

Investing isn't about deciding between risky assets versus cash or trying to time the market – it's about holding the right mix of assets that 

are aligned with long-term financial plans. From a financial planning perspective, cash provides essential liquidity and flexibility for near-

term spending needs. Similarly, maintaining an emergency fund provides important protection against unexpected events like job loss or 

medical emergencies. However, when investors hold more cash than may be appropriate, they may miss out on opportunities for income, 

growth, risk management, and other objectives. In this market environment, how can investors most effectively position cash in their 

portfolios to fulfill their long-term goals?

Stocks and Bonds Have Outpaced Inflation Over the Long Run

The history of financial markets is clear when it comes to growing the value of savings and beating inflation. As shown in the chart below, 

stocks and bonds have risen exponentially more than inflation. Even though what used to cost $1 in 1926 now costs $18 today, stocks and 

bonds have risen many multiples more, creating significant wealth for those who were positioned for these long trends. This is true despite 

periodic market pullbacks, financial crises, and recessions over the past century.

The past is no guarantee of the future, but this year’s market rebound shows how quickly market pessimism can give way to a market 

rebound. Even the high inflation rates of the past few years have paled when compared to the returns of a balanced portfolio. Over time, 

the compounding effect of even modest returns above inflation can create wealth.

Holding Excess Cash Quietly Erodes Purchasing Power

The problem occurs when investors hold more cash than is needed for practical needs. This has been understandable over the past few 

years due to periods of market uncertainty and high cash rates. When interest rates on cash are high compared to bond yields or stock 

dividends, it may seem reasonable to try to generate income from cash since it may appear to be “risk-free.” However, there are at least 

two hidden costs with this approach.

The first hidden cost of excess cash is inflation. Even when interest rates on savings accounts or money market funds seem reasonable, or 

offer attractive rates at the start, they often do not keep pace with the rising cost of goods and services year in and year out. The
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Growth of $1 Since 1926
S&P Composite total returns, 10-Year Treasury bond, and inflation (log scale)

Historical estimates for illustrative purposes only

Sources: Clearnomics, Robert Shiller, Standard & Poor’s, BLS. Latest data point is September 2025.



accompanying chart shows that the real, inflation-adjusted income on cash has been negative throughout most of the past two decades 

when considering average certificate of deposit rates.

The second hidden cost relates to how short-term interest rates work. While yields on money market funds, short-term certificates of 

deposit, and savings accounts may appear attractive, especially compared to the near-zero rates during the decade after the 2008 global 

financial crisis, these rates aren't locked in. By definition, they are short-term in nature and are subject to change. So, while some 

introductory rates can be quite attractive, these rates are variable and require careful attention as they roll over.

The fact that cash and short-term bond instruments must be reinvested at whatever rates prevail at that time creates what's known as 

"reinvestment risk." For example, if the Federal Reserve continues to cut rates as many expect, short-term interest rates would continue to 

decline, thus generating income below the rate of inflation. Investors must then decide whether to accept lower yields at each maturity 

date or switch to longer-term investments.

Cash feels safe because the number that shows up on an account balance can be stable, even when there is market uncertainty. However, 

what we can purchase with our money is ultimately what determines our financial security, not the nominal dollar amount in our accounts. 

If inflation runs at 3% annually while cash earns 2%, the purchasing power of those savings declines by 1% each year, even if it seems that 

nothing has changed on paper. This seemingly small difference can compound considerably and have a significant impact on planning 

goals that span decades, especially for retirees.

Cash on the Sidelines Is at Record Levels

As previously mentioned, money market fund assets have reached near-record levels of $7.3 trillion, nearly double the assets held prior to 

the pandemic. This reflects both investors seeking higher short-term interest rates and a hesitancy to invest in longer-term assets. 

However, as rates have begun to moderate and are expected to decline further, these excess cash holdings will face reinvestment 

challenges. Investors who moved significant assets to cash when rates were temporarily high, or during periods of market stress, could face 

difficult decisions in the year ahead. This is often referred to as “cash on the sidelines,” and reflects the possibility that some investors may 

move back to stock and bond investments over time.

The best approach to handle excess cash depends on individual goals but may include strategies such as dollar-cost averaging. This is 

important today as the stock market continues to rally and bond yields remain attractive. The interest generated from longer-term 

Treasury, corporate and high-yield bonds, as well as other fixed income securities, is still attractive compared to history. And while interest 

rates are difficult to predict, bond market volatility has settled. The same is true for the stock market, which has again defied expectations 

this year.
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Disclosure

Legacy Capital Wealth Partners, LLC (“Legacy Capital”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients 

where Legacy Capital and its representatives are properly licensed or exempt from licensure.

The information provided is for educational and informational purposes only and does not constitute investment advice, nor should not be relied on as 

such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment 

objectives, strategies, tax status or investment horizon. You should consult with your attorney or tax advisor.

The views expressed in this commentary are subject to change based on market and other conditions. These documents may contain certain statements 

that may be deemed forward looking statements. Please note that any such statements are not guarantees of any future performance and actual results or 

developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should 

not be construed as indicative of actual events that will occur.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the 

current accuracy, reliability, or completeness of, nor liability for, decisions based on such information and it should not be relied on as such. 
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