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Only five accounts available that will beat inflation

Anna Mikhailova Published: 31 March 2013

SAVERS racing to open a cash Isa
before the end of the tax year should
brace themselves for dismal returns.

The average rate on a tax-free cash Isa
has crashed to 1.82%, compared with
2.56% a year ago and 5.15% in 2008,
according to research by Moneyfacts,
the data firm.

There are only five Isas paying more
than the consumer prices index (CPI)
measure of inflation, currently 2.8%
— all require savers to lock in for at
least three years. In March last year
there were 43 accounts paying more
than CPI.

The best-buy instant-access Isa is
from Santander paying 2.5%,
compared with last year’s best-buy
deal of 3.3% from Santander and
3.35% from the AA in 2011.

Banks traditionally offer their most
competitive rates ahead of the end of the tax year on April 5, as savers seek to use their tax-free cash Isa allowance of £5,640.

But last week they caught consumers off guard by pulling their most competitive deals. Coventry building society ended its best-buy 60-day Notice
account paying 2.8%. Saga, the AA and BM Savings also withdrew instant-access rates, while HSBC cut returns on its cash e-Isa.

Experts blame the lack of competitive deals on the government’s Funding for Lending Scheme, which has provided cheap loans to banks to use for
mortgages and small business lending, reducing their dependence on deposits.

Returns on savings have plummeted about 35% since the scheme started in August. In the recent budget, the government hinted at plans to extend
the scheme beyond 2014.

Andrew Hagger of moneycomms.co.uk, the financial website, said: “Funding For Lending has virtually wiped out competition between banks and
building societies and hence there is a distinct lack of appetite for deposits this year. The usual mad scramble for best-buy places just hasn’t
materialised.”

Savers are not only being hit by low rates. Only 55% of cash Isas accept transfers in — crucial for savers who want to switch deposits built up in
previous tax years that are now sitting in poor accounts. In 2008, 88% of accounts allowed transfers in.

What are the best deals?
Halifax has the best-buy rate at 3.1%, but savers must lock in for five years. It pays 3% on its three-year account. Both require a minimum deposit of
£500. The accounts accept transfers in of existing Isa cash.

The best one-year fix is from Skipton building society at 2.1%, lower than the best-buy instant-access account. The Santander instant-access account
paying 2.5% requires a £2,500 minimum deposit and has a 2% bonus for the first 12 months.

For those with existing Isa balances of at least £10,000, NatWest has a “clean” instant-access account paying 2% without a bonus. It pays 1.75% below
£10,000.

Where can I make my money go further?
Paltry returns are pushing investors to consider taking more risks in the hope of better returns. Investing in equities will beat cash returns 90% of the
time over a 10-year period, according to figures from the Barclays Equity Gilt Study, and 99% of the time over 18 years.

Danny Cox of Hargreaves Lansdown, the adviser, said: “Savers can transfer from a cash Isa to a stocks and shares Isa without losing the tax-efficient
Isa status.”
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Patrick Connolly of AWD Chase De Vere, another adviser, suggests the Threadneedle UK Equity
Income fund, currently yielding 3.8%, and Artemis Income, yielding 4%. However, he warned
investors not to focus solely on income at the expense of capital growth.

Cox tips Troy Trojan, a defensive fund up 6.6% over 12 months, which focuses on index-linked
bonds, gold, cash and blue-chip equities such as Nestlé, British American Tobacco and Microsoft.

Home loan rates hit record low

MORTGAGE rates have hit new lows, though the best deals are still reserved for borrowers with
large deposits and there are hefty fees.

Yorkshire building society launched a five-year fix at 2.59% on Friday. It has a £1,345 fee and
requires a 40% deposit. It is the lowest rate since records began in 1988, said Moneyfacts, the data
firm.

David Hollingworth of London & Country, the mortgage broker, said: “Lenders are engaged in a
battle to maintain their market positions, which helps to drive down rates.”

Swap rates, the wholesale lending figures that dictate the cost of fixed loans, edged down further to
0.96% last week. Brokers expect fixes to continue falling this year, with five-year deals possibly

dropping to 2.3%. Ian Gray of largemortgageloans.com, the online broker, said: “It is not surprising that lenders are again cutting rates. Wholesale
rates are so low that banks are still making a decent profit.”

There are 643 five-year fixes on the market and the average rate is 4.01%, down from 4.67% a year ago, according to Moneyfacts. Five years ago the
average was 6.03%. Two-year fixes are also at record lows. The best-buy is from Chelsea building society at 1.74% with a £1,675 fee.
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