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PERSONAL FINANCE 

IS THERE ANY SAFE PLACE FOR 
OUR SAVINGS? 
We were always taught t hat banks were t he safest place for our savings. Adm ittedly we had to accept that 
in the long term our savings wou ld be eroded by infl ation, but at least the cash would always be th ere. 

Such il lusions have now been shattered 
by events in Cyp ru s wh ere t housands 

of people who entrusted th eir savings 
to banks have been told th ey w ill lose 

between 30% and 60% of t heir deposit s 
and may have furt her diffi culty in accessing 

t he remainder. This wasth e price th ey had 

to pay to ensure the banks received bailout 

fu nds f rom Europe. The alternative wou ld 
have been bankruptcy for t he banks and 

for t he count ry. 

But how can a bank, w it h all it s vast 
resources go bankrupt ? - Very easily if it 

is not proper ly managed. Deposits taken 

fr om custom ers are for the short t erm, 
ranging fr om immediate access to up to 

a year. The bank t hen makes money by 

lendi ng out t he money fo r longer te rms. 

Housing loans consti t ute a large part of 

their loan business. 

Thi s is f ine provided th at income is 

suff ic ient to me et depositors' int erest 

payment s and any w it hdrawa ls. But w hen 

loans sta rt to default and a large numbe r 

of depositors want access to their cash the 
bank can suddenly fi nd it is running out of 

money and becomestechnically insolvent . 

Prior to t he fi nancial meltdown of 2008 
if such a sit uati on arose at a single bank, 

t he sit uati on could have been resolved 
by t he bank borrowing from ot her banks. 

But when property values collapse by up 
to 50%, as in parts of Europe, and when 

all banks fin d t hey are in the same boat 

the prob lem shift s to gove rnme nt . And 
when t he government doesn' t have t he 

resources to prop up t he banks, it means 

th e count ry is broke and it either goes into 

bankruptcy it self, as in th e caseof Iceland a 
few years ago or, if it 's lucky aswit h Cypr us, 

it gets bailout funds f rom ot her count ries. 

But such bailo uts come at a price and it is 
t he bank account holders who have paid 

t he price in th e latest instance. This is a 

worrying precedent ; in prev ious cases of 
bank fail ures in Europe and elsewhere t he 

taxpayer has usually footed the bill . 

Could the same thing happen in 
Indonesia? 
There do not appear to be any immediate 

t hreats although t here is a housing boom, 

mu ch of it fuelled by relati vely easy loans. 

Ca rsand motorcycles are also pour ing onto 

th e roads at an alarmi ng rate, again fuelled 

by easy loans and aggressive sales. Wh ile 

house prices are rising and t he economy 

is st rong th e banking sector should remain 

healthy . But if t here were a sudden and 

ser ious econ omic downtu rn, t here w ill 

always be th e possibili ty of a repeat of 

th e banking crisisof 1997, although in t hat 

Since 1997, t he gove rnm en t has 
put a number of safegua rds in pl ace 
including st ricter controls on loans and 

a requir em ent to hold higher cap it al 
reserves. The banking secto r is now much 

stronger t han it was in the 1990's w hen 
deregul ati on led to a free -fo r-all . But if 

lend ing gets out of hand it wou ld be t he 

depositors w ho suffer. 

But aren't bank deposits guaranteed? 
Yes, th ey are up to certai n limit s but t he 

guarantee, as wi th any guarantee, is on ly 
as good as t he st rengt h of th e ulti mate 

organisati on behind it , in th is case, t he 

respecti ve governme nt s. As t he 2008 
banking cr isis unfolded in Europe t he 

Irish government tr ied to stabilise t he 

outflow of funds by announcing a blanket 

guarantee covering all bank depo sit s. 

It t hen had to issue a sw ift di sclaimer 

qualifying t he guarantee. 

Caution should be exercised by deposito rs 

in Indonesia as anywhere else. W hi le 
t he level of deposit guaranteed is quite 

generou s, t here are conditions. Bankshave 

to keep interest rates fo r depos ito rs for 

examp le w ithi n approved limit s. Fai lure to 

do so could com promise the govern ment 

guarante e. 

M any oth er fin an cial produ ct s come 

instance it was brought about by dubious wi t h 'guarantees' or 'capi tal protecti on'. 
7-". ~--...., .. loans not re lated to t he retail housing St ruct ure d Notes are a good example. 
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retu r n aft er 
a num be r of 

years of the or iginal 

invest ment plus a possible 

addi ti onal ret urn usuall y linked 
to a stock market index. The additi onal 

ret urn is invariably infer ior to any actu al 

r ise in t he index but it does offer th e 
comfort of th e guarantee. It is import ant 

to understand that t hese products also are 

only as safe as the institution providing the 
guarantee. As Benjamin Franklin, one of 

th e Founding Fat hers of th e United States 

said: "The on ly t hing s certain in life are 

death and taxes." 

So where can we safely put our 

money? 
Under t he matt ress is not a good optio n. 

What abou t bonds? Governme nt bon ds 

are genera lly considered safe because a 

govern ment can always print mo ney to 

meet it s obl igati ons. That is, unle ss it is 
a count ry wi thin t he Eurozone since on ly 

the Europe an Centra l Bank has th at right. 

Consequent ly t here is a huge variance in 

bond yie lds in Europe as weak countr ies 
have to offer higher rates of interest to 

comb at the higher risk of default . In th e 

UK, gilts as t hey are called th ere have a 

huge mar ket as t hey constit ute a large 

porti on of pension schemes. The scheme 

managers have to meet their obli gati ons 

to pens ioners. Sto cks cou ld make more 

money t han bonds but should th ey fa ll, 

as has been t he case 
many ti mes in h istory, 

th e pension scheme 

r isks bec o m i n g 
underfund ed . The 

bonds may lose t heir 

purchas ing value as 
infla tion bites but th at is 

not the ir concern . 

Corp o rat e bon ds are 

relati vely safe but even these could 
become wort hless if t he company that 

issues t hem shou ld go under. 

A number of invest ments pay relati vely 

high regular retu rn s wi t h little risk of 
any negati ve years. Exampl es are asset

backed lending, prop ert y fun ds, st uden t 

accom modati on fun ds and so on . These 
are ve ry pop ular du ring periods when 

sto ck mar ket s are do ing bad ly. After 

all, people are st il l paying th eir ren ts 
irr especti ve of wh at is happening in t he 

markets. The funds can w ork well but 

prob lems arise whe n a lot of people want 

to exit at t he same ti me. Since th e bulk of 
th e fund is invested in long term assets, 

it is not possible to raise cash in a hurry 

and so t he fund has to shut its doo r to 

redemptio ns unti l it becomes liquid again. 

There have been a number of such cases 

recently. So whi le t he ret urns may be good 

you may have a long wait for your money. 

So what is the best strategy? 
Since fin ancial disasters can surprise us at 

any ti me, th e best defense is to diversify. 

If you have sign ific ant cash hol di ngs, it 

wou ld be w ise to distr ibute your savings 

across a number of banks and in different 

jurisdicti on s. Where cash is concerne d, 

don ' t be easi ly infl ue nced by higher 

int erest rates. They are likely to be a 

refl ecti on of higher risk. 

" don't be easily influenced 
by higher interest rates. They 
are likely to be a reflection of 
higher risk." 

It would also be w ise to hold more t han 
one currency. The accepted wi sdom is to 
hold most of your money in t he curren cy 

you expect to spend, particu larly where 
reti rement is concerned. If you plan t o 

reti re in Indonesia, it would be advisable 

to hold plenty of dollars or pounds as 
t hey are more likely to ho ld t he ir value 

over ti me against t he Rupiah. This may be 

less noticeab le in t he short term but th e 
histori cal figures are comp ell ing. When 

I f irst came t o Indonesia in 1983 t he 
exchange rate was Rp600 to th e USDollar. 

Today it is approaching Rp10,000. Wh ere 
will it be in anot her 30 years? Who knows, 

but my guess is it wi ll be much higher t han 

10,0001 

So is there a safe place for your savings? 
Not for absolute certa in, although some 

places are safer th an ot hers. Despite all 

t he guarantees th at may be in place, no 

invest ment is enti rely risk-free. Even not 

investing is a risk due to th e loss in real 
value of cash over time. But since t here 

is no 100% safe home for your money t he 

onl y sensible st rategy is to spread your 

eggs around as many baskets as you can 
afford. W it h a bit of luck some of your 

baskets will prosper and make up for t he 

odd one two t hat fall. And be prepared to 

see t he odd one fall; remember t here is no 

gain wi th out pain ! 


