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Steve (00:03): 

I've got all this money in my account, and it's not doing anything. It needs to be working harder. What 
should I do with it? 

 Cash is an investment. The question is how much should you hold? 

 Hi. I'm Steve Wershing, and welcome back to 30-Minute Money. Should you hold cash? 
Someone came to me recently and said, "I've got all cash in my account. What should I do with it? How 
should I be putting it harder to work?" 

 Cash actually is an investment. First, let me clear up what actually is cash. Well, cash is not 
currency. It doesn't mean that there's the Fort Knox of a whole bunch of dollar bills in a safe someplace. 
When we talk in the investment business about cash, we're talking about things that are actually near 
cash, things like money market accounts, bank accounts, other kinds of savings, even short-term CDs, or 
short-term government securities or bonds. We consider that cash. Anything really that's going to be 
maturing in the next 90 days is considered cash, and cash actually has a few uses. 

 Its most important use is as an emergency reserve. Before we even get to the investment 
portfolio questions around that, you should make sure that you've got enough set aside to handle any 
expenses that come up, unexpected expenses in an emergency. What we recommend is that you have 
three- to six-months worth of household expenses put away into something. That should be cash, which 
would usually be something like a savings account or a money market account. We actually consider 
that separate it from your portfolio. It's better that you not think about that as part of your investment 
portfolio, but just as that reserve in case anything comes up that you weren't expecting. 

 When it does come to your portfolio, however, many investment advisors talk about two or 
three types of investment. I talk about five. When we construct portfolios, we do five different 
investment types, and they would be stocks, bonds, cash, real estate, and commodities. Cash actually is 
one of those asset classes, and so it's a good idea to have at least some cash in your portfolio. 

 There are a few reasons for doing that. The first thing is that you need some liquidity. Liquidity is 
the speed with which you can convert something into spendable money, without taking a discount on it. 
Cash is the definition of liquidity. That is, it's perfectly liquid. You could write a check out for it and pay a 
bill with it today. If it's in a long-term kind of an account, for example, if it's in an IRA or something like 
that, it's not quite as liquid, just because it takes a few days or a week or so to pull money out of a long-
term account like that. It's not quite as easy as having cash in your checking account that you can simply 
write a check or do a debit against the account and have it immediately paid. 

 It's always good to have a little bit of really liquid stuff in the portfolio. That contrasts it with 
things that are less liquid or illiquid. One of the best examples is directly-owned real estate. If you own 
your home, or if you own an investment property, and you need that money for something, it takes a 
while to get it out. You either have to sell the house, and that could take a few months, or you'd need to 
borrow money against it. If you don't already have a line of credit or something set up against the 
house, well, that could take several weeks or even a couple of months. If you wanted to take advantage 
of an opportunity that popped up all of a sudden, something like directly-owned real estate is not very 
liquid. It's not very handy. 

 So it's always good to have a little bit of that liquidity sloshing around in your account 
somewhere. It's something that doesn't fluctuate. If it fluctuates, it's not actually that liquid. If it's 
something that's, for example, in stocks, you can convert it into cash pretty quick, but the market could 
go down all of a sudden, even just temporarily. If you decided that you really needed to cover an 
expense, or you really wanted to take advantage of an investment opportunity, something that goes 
down all of a sudden is not really where you want that money, because if it goes down and then that's 
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when you need the money, well, you're going to take a loss that you might not need to take, that you 
wouldn't have had to take if you could just let it recover, let it go back up again. 

 All of those things work against liquidity. But cash doesn't fluctuate, and you can use it for 
withdrawals to cover something that you want to buy or a sudden expense you weren't expecting, or to 
give you money to invest in other things and avoid those inadvertent timing mistakes like, "Oh, the 
market suddenly went down, but this is when I want to do it." 

 One rule of thumb is that any goals that you have, that you are planning for, that come up in the 
next one to two years, we want that money in cash. Don't get too worried about what kind of growth 
you're giving up, because liquidity itself has a value. It doesn't have a value that is going to give you a 
rate of return and that you can measure, like you would measure how much your stocks or bonds have 
gone up. But it has value in that you know, it's not going to go down. 

 If you have a goal, if you're going to be buying a car a year and a half from now, and you know 
how much you need or want to put down on that car, so that you can take no loan or take as small a 
loan as possible, then you know that you're going to need you... You know what that amount is. And it's 
good to have that in cash. Again, if you have that in stocks, and you say, "Well, I'll just sell the stocks 
next year and pull it out for the car." Well, if we have the next bear market between now and when you 
want to buy the car, you've either got to put off buying the car, or you've got to sell the stocks at a bad 
time that you weren't expecting. That's why we want liquid assets in the portfolio. So any goals that you 
have coming up in the next year or two, it's good to just keep it in cash and not worry too much about 
the fact that it's not going to be growing. That liquidity itself has a value. 

 Another value of cash is that it's stable, and it's good to have things that are stable in the 
account. When I'm recording this, it's February of 2022. The market is flirting with a correction, which is 
a 10% decline from the highs, and may even be headed toward a bear market at some point in the near 
future, which is a 20% decline from the highs. Right now, cash is the star of the portfolio because it's 
gone nowhere. So sometimes zero growth actually can be the top performer in the portfolio. 

 It's good to have a little bit set aside into something that's stable, partly because it gives you 
opportunities to buy. One of the things, if you read about investments, and you read about investing for 
the long term, a term that you may hear periodically is one that says buy the dip, which means when 
stocks go down, you buy a little bit more, so that when they recover, you've made a little bit of an extra 
kicker in that performance. But you can't buy the dip if you don't have anything to buy with. So it's 
always good to have a little bit liquid and stable, so that if you are inclined to buy the dip, you've got 
something to buy with. 

 The other reason why it's good to have that is for portfolio rebalancing. You'll hear periodically, 
and you'll hear me talking about asset allocation. You'll hear about when you manageable portfolio, you 
want to have your investment spread across those five different kinds of investments: stocks, bonds, 
cash, real estate, and commodities. 

 The reason that we do that is for diversification. But diversification is more of a risk 
management strategy rather than a profit maximization strategy. We have things diversified away from 
stocks, for example, even though in the long term, stocks are probably the things that are going to go up 
the most. But you don't want all of those eggs in that one basket. You want things spread around 
because the markets go up and down. 

 Well, if we diversify, we spread our money across different kinds of things, that doesn't do us 
any good, unless we rebalance periodically. That means, if you have, we'll make it really simple, 60% 
stock, 40% bonds. If you just put that in and leave it there for the long term, you're not really making the 
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most of that diversification. What you want to do is to put that 60% in stocks and 40% in bonds. And 
then when the markets move, you rebalance that. 

 Let's say the market was on a tear, and the market went up like crazy one year, and bonds didn't 
really do very much. Well, what you'd want to do is take some money out of stocks, because at this 
point, it would no longer be 60-40. It might be 65-35 or 70-30. You want to take some money out of 
stocks when they go up, reallocate them to the bonds, and restore that 60-40 mix. 

 What that means is that at some point, when stocks go down, you will have taken some of those 
profits off the table, and when you rebalance from bonds back to stocks, you're buying things at a lower 
price than they were just recently. Rebalancing is really what makes asset allocation a better long-term 
strategy, and one where you can actually get better performance. it goes beyond the risk management, 
and you can actually get a little bit better performance if you rebalance. If you're not rebalancing, it's 
not really asset allocation. You're diversifying because you're lowering the risk of having all stocks, but 
you're not really making the most of it. 

 But to rebalance, again, you need to have things to rebalance into and out of, and cash gives you 
that liquid reserve that you can liquidate, that you can rebalance back into stocks, for example, if stocks 
go down. Rebalancing is another reason why it's good to have some cash in the portfolio. 

 The question, of course, is how much. For if we're just talking about the investment portfolio, 
most of our portfolios that we manage, usually there's about 10% cash hanging around in there, mostly 
for rebalancing and buying the dip opportunities. Again, you want to have a cash reserve. That's first and 
foremost, and most important, three to six months expenses set aside in a savings account and 
preferably not your bill-paying checking account, because it's really easy to forget how much you need 
to reserve there and to write checks that would reduce that emergency reserve. So better to have it in a 
separate account, like a savings account, money market account, even a short-term CD, so that it's set 
aside specifically for emergencies. 

 Any goals that you have coming up in the next one to two years, that should be in cash. You may 
even want to segregate that from your investment portfolio and set it aside so you don't look at your 
investment statement and say, "Why is there so much cash in here?" and have to remember, "Oh, that's 
because I'm going to be buying a car next year." You can set that aside into something apart from that, 
some small portion, and this depends on your risk profile. It depends on who you are as an investor. It 
depends on how nervous you get when markets do go up and down. And it depends on other things that 
may be coming up in the next five or 10 years. But you want to have a small portion of it set aside so 
that you can rebalance or buy the dip or those kinds of things. 

 When it comes to cash in your portfolio, don't be in too much of a hurry to invest. Don't be too 
worried about money that's not making you anything. That goes specifically for if you suddenly have a 
big, what we call a liquidity event, if you suddenly have a bunch of cash that you didn't have before, 
because you got a bonus, because you got a gift, you got a sudden inflow of cash, or because you 
liquidated something. 

 Let me give you an example. A client came to me just a few months ago, and she had sold a 
house, and she was not going to be buying a new one. She was going to be going to rent. She had a great 
big amount of cash in her account from the proceeds of the house that she sold. And she said, "How do I 
put this to work? It's all just sitting there. It's not doing anything. I want to put it to work." 

 Well, the best way of doing that is what we call dollar-cost averaging. If you take all of the 
proceeds of that house sale and put it immediately into a portfolio of stocks and bonds and real estate 
and commodities, you're actually making a timing decision. What you're doing without realizing it is to 
say, "This right now is a good time to be buying stock." 
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 Well, as I said, I'm recording this in February of 2022, and the market is down around 10% from 
its highs. If several months ago we had said, "This is a great idea. Let's put it all into stocks and bonds 
and real estate and commodities," that client would not be very happy with me right now, because we 
would've put the whole thing in, not realizing that we were headed for a correction. There was no way 
to know that, but that's actually what happened. 

 So what we do instead is we dollar-cost average, which means that we'll put a fixed amount of 
money to work in those other kinds of investments every month for, say, 6 to 12 months, and you may 
even want to go longer, depending on what your risk profile is. So what we did was we said, "Okay, 
here's the money that you got from your house. What we're going to do is we're going to divide it by six, 
and we're going to put one sixth of that into this diversified portfolio every month." Or you might 
choose 12, you might do it over the course of a year. So we're going to divide that number by 12, and 
that's how much we will move into the other kinds of investments every month, so that over the course 
of a year, we've gradually put it to work. 

 That's worked in this case, that's worked to our advantage because as I said, things have gone 
down a bit in the last couple of months. The money that we initially put in, we bought stocks and bonds 
and those other things at a higher price. But now we put those deposits in once a month, and they're 
buying at better prices. We're doing that buy the dip idea. We're putting a little bit in per month and 
taking advantage of the fact that the market goes up and down. 

 As I said, if you've got a great big bunch of cash in your portfolio, because you had one of those 
events where you suddenly had a whole bunch of money, you didn't have a little bit ago, don't be in too 
much of a hurry to put that to work in things. If it's something like that, where it's a sudden inflow of 
money, you can dollar-cost average. If you've just got more cash than you really feel like you need, 
you've systematically saved for a bunch of months or a year, and you didn't realize it, but you've built up 
a fair amount of cash, you don't have to be in a hurry to put that to work. You want to make sure you do 
that in a thoughtful process. You want to make sure that you understand how far you are from your 
goals and what that pie chart should ultimately look like when you are fully invested. You might make 
that adjustment right now, if it's not that big a proportion of your portfolio, or you might dollar-cost 
average if it is a substantial portion of your portfolio. 

 Regardless, a couple of months is not going to make a big difference in your long term. As I said, 
don't be in too much of a hurry. Make sure your bases are covered. Make sure that you've got the cash 
reserve for emergencies. Make sure that you've got any money that you have for a goal that's in the 
next year or two set aside in cash. And whatever's left, if it's more than what you would normally have 
in the long term - like I said, in our case, it's usually around 10% - then you can put that to work in the 
right allocation. 

 Here is your 30-minute action item checklist. Make sure that you got an emergency fund that 
will cover three to six month expenses. Make sure that you've evaluated what expenses you're planning 
on, what goals you have over the next two years. Will you need to replace your car? Are there any other 
big things that you'll need to replace? Make sure that you've got that set aside in cash, so that if the 
markets go crazy between now and then, it's not going to affect you. It's not going to affect that goal at 
all. You'll still have the money there that you can take out. Figure out what proportion of cash you 
should be holding for the long term. And then, at that point, you can put the money to work. 

 But cash plays a real role in your portfolio. Respect the role that it can play and what it can do 
for you. 

 I'm Steve Worsching, and this is 30-Minute Money. 
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