
 

 

 

 

 

 

It’s been almost 10 years, in this time period savers 
have endured ultralow interest rates, many savers 
have resided to the fact that they will never get a 
better return on their savings and have just accepted 
they will get next to nothing back on their cash.  
 
But while the Bank of England base rate is only likely to 
move upwards slowly over the coming months and 
years, there could be some light at the end of the 
tunnel for savers. 
 
 The key thing is to realise that low base rates are only 
part of the problem, the base rate was cut to 0.5% in 
March 2009, as the Bank of England drove vigorously 
to counteract the global financial crisis. But while 
savings rates fell, the interest rate on the average one-
year fix was still around 3%. Then during 2012 rates 
began to fall dramatically.  
 
SO, WHAT HAPPENED?  
 
Banks take deposits from savers, then use this money 
to make loans to borrowers. They make money by 
charging you a higher interest rate when you borrow 
money than they offer when you give them money as 
savings. In 2012 the Treasury and the Bank of England 
introduced the Funding for Lending scheme. The 
intention was to stimulate the economy by 
encouraging banks and building societies to lend more 
to households and businesses at lower interest rates. 
The scheme allowed banks to effectively borrow 
money from the Bank of England at bargain basement 
rates.  
 
But the scheme had an unintended consequence. 
Because they were able to borrow money easily and 
cheaply from the Bank of England in order to make 
loans, banks no longer needed to worry about the cash 
from everyday savers. So, the interest rates on offer 
began to drop. 
 
This the main reason interest rates have been so poor 
for the last five or six years. 

 

 

 

With 6 years passing since the Funding for Lending 
Scheme, there is now some good news for savers. 
Interest rates offered by banks now look set to rise. 
 
IS THE FUTURE BRIGHT? 

1. In January this year the Funding for Lending 
scheme came to a close. While the loans 
provided by the Bank of England last for up to 
four years, banks are going to start needing 
savers’ cash once again as these loans end. 

2. The base rate is now rising, albeit slowly. Last 
month the Bank of England voted to raise its 
base rate to 0.75% and other markets expect 
another rise next year.  

3. Increased competition. After the financial crisis, 
the government changed the rules to 
encourage new banks to compete with the big 
established players. These so-called ‘challenger’ 
banks have a focus on digital and online 
banking. As they grow in size we expect 
increased competition to pull savings rates 
upwards. 

 
REVIEW YOUR CASH STRATEGY? 
 
With interest rates potentially having more increases 
and with the uncertainty surrounding Brexit, many 
people are considering the role of cash in their 
portfolio. Now’s as good a time as any to get on top of 
your cash savings and make sure you’re making the 
most of them and try to counter the eroding effects of 
inflation, whilst increasing the income earnt from them. 
This article and our research are provided to help you 
make your own decisions. They aren’t personal advice. 
If you’re not sure what action to take, please seek 
advice. Remember, over time, inflation could mean 
your money won’t stretch as far as it does today. 
 
Contact us with any questions on 
info@mcphersonsfs.co.uk or call 01424 730000. 
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