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Cash & Equivalents: Safety, Liquidity, and the Cost of Playing it Too Safe  

 
Introduction 

Cash and cash equivalents are the bedrock of financial stability. They’re 

the first line of defense in an emergency, the foundation of short-term 

savings, and a crucial buffer for investors who want to sleep well at night. 

But while cash is essential, holding too much can quietly erode your 

wealth over time—especially when inflation runs hot or interest rates 

start to fall. Let’s explore the main cash options, their pros and cons, and 

the subtle risks that come with being “too safe.” 

Common Types of Cash and Equivalents 

 

Below is a table summarizing the key features, advantages, and 

drawbacks of the most popular cash and cash-equivalent instruments: 

Instrument Liquidity Typical 

Yield (2024) 
FDIC/NCUA 

Insured? 
Access/Penalties Key Pros Key Cons 

Checking 

Account Immediate 0–0.5% Yes Unlimited 
Most liquid; for 

daily expenses 

Minimal or 

no interest; 

inflation risk 

High-Yield 

Savings Immediate 4–5% Yes Unlimited 
High yield; easy 

access 

Rates can 

change; may 

have 

withdrawal 

limits 

Money 

Market 

Account Immediate 4–5% Yes 
Unlimited 

(some limits) 

Check-writing; 

higher yield than 

checking 

Higher 

minimums; 

rates can 

change 

Certificate of 

Deposit 

Fixed term 

(months–

years) 5–5.5% Yes 
Early withdrawal 

penalty 

Fixed rate; 

higher yield for 

longer terms 

Penalties for 

early 

withdrawal; 

less liquid 

Cash 

Management 

Account Immediate 4–5% 
Yes (if bank 

sweep) Unlimited 

Combines 

features of 

checking/savings 

May have 

minimums; 

rates can 

change 

Alan F. Skrainka, CFA 

Chief Investment Officer 



 

Money 

Market Fund 
Same/next 

day 4–5% No Unlimited 
Diversified, low 

risk, easy access 

Not FDIC 

insured; rare 

risk of loss 

Short-Term 

Bond ETF 
Same/next 

day 4–5% No 
Unlimited 

(market hours) 
Higher yield; 

diversified 

Not 

principal-

guaranteed; 

price can 

fluctuate 
Sources: Investopedia¹, NerdWallet², BMO³, Bankrate⁴ 

 The Hidden Risks of Too Much Cash 

While cash and equivalents are vital for emergencies and short-term 

needs, holding excessive amounts can be counterproductive. Here’s why: 

1. Opportunity Cost: 

Cash typically earns much less than stocks, bonds, or even longer-term 

CDs. If you’re holding more than you need for emergencies and near-term 

expenses, you’re missing out on the long-term growth potential of other 

investments⁵. Over time, this “money sitting around without a job” can be 

a silent drag on your wealth. 

2. Inflation Risk: 

Even with higher yields in 2024, inflation (around 3%) can outpace the 

interest earned on cash, eroding your purchasing power⁷. This is 

especially true for traditional checking and savings accounts, which may 

pay little or no interest. 

3. Reinvestment Risk: 

This is a subtle but important concept. When short-term interest rates are 

high—sometimes even matching or exceeding long-term bond yields—it 

can be tempting to keep rolling over short-term cash instruments. But if 

rates fall (as they often do after peaking), you may find that your next 

investment earns much less, just as you need to reinvest⁶. Longer-term 

bonds or CDs lock in today’s yields, while cash and short-term holdings 

expose you to the risk of “reinvesting” at lower rates in the future. 

“Reinvestment risk is faced when the proceeds from investments can’t be 

reinvested to achieve the same return. This impacts short-dated bond 

strategies more than longer-dated ones, as a greater proportion of the 

portfolio matures in each year.”⁶ 



 
4. Loss of Purchasing Power due to Inflation: 

Cash feels safe, but over the long run, it’s a risky way to build wealth. The 

real risk isn’t short-term loss—it’s the slow, steady erosion of your future 

spending power due to inflation. 

 

Points to Remember 

• Cash and equivalents are essential for emergencies and short-term needs, 

but too much can hurt your long-term financial health. 

• The best instrument depends on your goals: checking for spending, 

savings or money markets for flexibility, CDs for fixed rates, and short-

term ETFs for a bit more yield. 

• Excess cash faces opportunity cost, inflation risk, and reinvestment risk—

especially when short-term rates are high but likely to fall. 

• For long-term growth, keep only what you need in cash and put the rest 

to work in higher-returning investments. 
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Disclosures: 

Investment Insights.com is a publisher of financial education content 
and is not a registered investment advisor, broker-dealer, or financial 
planner. The information provided on this website is for general 
informational and educational purposes only and does not constitute 
investment advice, a recommendation, or a solicitation to buy or sell 
any security. 

Model portfolios, mutual fund reviews, and ETF analyses reflect the 
views of the author at the time of publication. They are not tailored to 
any individual's financial situation, investment objectives, or risk 
tolerance. This content is illustrative in nature and should not be relied 
upon as a basis for making investment decisions. 

Investing involves risk, including the potential loss of principal. Past 
performance is not indicative of future results. Investment returns will 
fluctuate, and investors may receive more or less than their original 
investment upon redemption. 

ETF shares are bought and sold at market price (not NAV) and may 
trade at a premium or discount. Brokerage commissions and trading 
costs may apply. Diversification does not guarantee a profit or prevent 
loss. 

Before investing, investors should carefully review the fund’s 
prospectus, which includes information about investment objectives, 
risks, charges, and expenses. Prospectuses are available from the 
fund provider’s website and should be read carefully before investing. 

All information is provided “as is” without warranty of any kind. 
Although sources are believed to be reliable, accuracy and 
completeness are not guaranteed. Investment Insights.com does not 
offer personalized advice or establish a fiduciary relationship. Always 
consult a licensed financial professional before making investment 
decisions. 

This content is intended for U.S. residents and may not comply with 
legal requirements of jurisdictions outside the United States. 

For questions about this site or to report concerns, please contact us 
directly. 

 


