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CAN I GET
RICH QUICK?

Financial security is within your reach
n What’s the difference between saving and investing?
n How to make money on the stock market.
n What’s out there to invest in?
n How safe will my money be?
n What advantages do I have as a young investor?

O

kay, so there are ways. You could
make it by getting a job with a
huge salary or setting up an exceptionally lucrative business.
You could inherit the money if
one of your relatives dies, or if a
member of your family gifts you
money while they’re still alive. But after this, your
options are few and far between. Gambling or trying
your chances on the National Lottery could make you
instantly loaded but you know as well as me – you’ve
got much more chance of being left with a gaping hole
in your pocket. How many times have you been told
you’ve got more chance of being struck by lightening
than winning the lottery? (It’s true.)

Debt

Around two-thirds of twentysomethings in Britain are
more than £10,000 in debt. It’s a weight on our shoulders most of our parent’s generation didn’t have to
carry – mainly because university tuition fees
were free in ‘their day’, but also because the
cost of housing and day-to-day living is higher and pay-day lenders are more prevalent
as we struggle to afford things. It’s an uncomfortable reality we have to live with
and a timely issue for our generation.
If you have debt, before you even think
about building up savings, you need
to work out if you’d be better off paying
back the debt as quickly as possible.

If you have
debt, before
you even think
about building
up savings, you
need to work out
if you’d be better
off paying it back

And what about the stock market? Well, it’s a great
way to make money, but only if you’ve got a decent
chunk of money you can afford to lose, as well as a
long time horizon ahead of you (you have to be prepared to get rich slowly). Experts say you shouldn’t really invest in stocks and shares unless you’re willing
to invest for five years or more. You can read all about
how to get started investing in ‘How to get rich by the
time you’re 50’, the next guide in the series.

If you have any form of debt (apart from a student loan, but we’ll get to that in a minute) you
should make paying it off as fast as you can your
top priority. This is because the interest rates on loans
are normally so high they speed up compound interest, only this time, it’s the money you owe that grows
rapidly.

Most of us have to accept we aren’t going to get rich
quick. But that’s no reason to whip out the violins and
the Kleenex. Why? Because most of us are perfectly capable of quickly building up a nice pot of money – that
won’t make us rich – but will give us financial security.

Here’s a scary thought. If you borrowed £100 at Wonga’s (a popular pay-day lender) rate of interest (4,212
per cent!) you would owe more than the US national
debt (over $14 trillion) after seven years. As it happens,
Wonga only lets customers borrow money for a year or
less, so the most you can possibly owe them is 42 times
what you borrowed – but still – you get the idea!

This will be our financial foundation and will give us
better financial safety both now and in the future. If
you want to build up your first pot of money, the best
way to do it is to set up a savings account and deposit
money into it on a regular basis – and we’ll come on
to that in a bit.

If you’re in debt and struggling with the repayments,
the Citizens Advice Bureau has some helpful information about how to get it paid off in the least stressful
way possible.

But first, there’s an elephant in the room we haven’t
talked about yet: debt. So let’s get that out of the way
before we move on to talk about saving.

Should you rush to pay off your
student loan?

Student loans are different to ordinary loans because
while you’re unemployed or on a very low income, you
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don’t have to make repayments. But as long as you are
earning enough, the Student Loans Company (SLC) will
rake it back from you by automatically deducting a percentage of your salary from your monthly pay cheques.
But should you try and pay your loan back faster than
the automatic payments? The answer depends on when
you were at university and what type of loan you have.
If you started University between 1998 and 2011, the
current advice from financial advisers is that you don’t
have to rush to pay off your loan, because it is much
cheaper than typical debt. This is because the interest
rate is so low that there is effectively no cost of borrowing. And, unlike other debt, having this type of student
loan won’t count against you if you’re applying for a
mortgage, and it also gets wiped after 25 years (if you
haven’t paid it all off by then) or if you die.
If you have one of these loans you are currently paying SLC the money you originally borrowed plus 1.5 per
cent of your loan amount in interest payments. This
rate is based on the Bank of England’s base rate (0.5 per
cent) plus 1 per cent. You pay this back at a rate of 9 per
cent of everything you earn above £15,795 a year, and
you will see these deductions on your monthly payslip.
If you earn more than £15,795 and student loan repayments aren’t being deducted from your payslip, it is up
to you to tell your employer as soon as possible. We
have seen several cases where graduates think the Student Loans Company has ‘forgotten’ about them and
they won’t have to repay the loan. But this is not the
case. It is not a good idea to ignore the issue as your
loan will only continue to grow in size, meaning eventually you will have to fork out more, and for longer.
If you started university in 2012 (and onwards), No one
who is taking out these loans will be repaying them yet,
but the current advice from financial advisers is that you
should try and pay it off as soon as possible. That’s because the 6.6 per cent (3.6 per cent retail price inflation
plus 3 per cent) interest rate means the amount will grow
above inflation, costing you a lot more in the long run.
These loans will have the same perks of the post-1998
loans, in so far as there will be no obligation to make
repayments if you are unemployed. But with this loan
you don’t have to make your 9 per cent repayments until
you’re earning over £21,000. And your loan will be wiped
after 25 years – if you have not repaid it – or if you die.
So they still aren’t as bad as normal loans in many ways.

Could you cope in a financial
emergency?

Trying to keep financially buoyant as a young adult
can sometimes feel like trying to row a dingy through
giant waves without getting wet. Especially when you
first become financially independent. But if you’ve established you don’t have any bad debt you need to pay
off quickly, then you’re out of the really dangerous waters and can start planning how to grow your money.
A large number of us have feeble protection from fi-
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nancial dangers that pose a constant threat – such as
losing a job, unexpectedly large bills, or your landlord
suddenly demanding you pay more rent. Events such as
these could be enough to put you at risk of a personal
financial crisis – and in the worst cases – leave you vulnerable to loan sharks and drowning in unwanted debt.
But if you’re financially prepared for life’s knocks and
bruises, you’ll find them much less painful.
The first step to self-defence is to build yourself an
emergency fund so that unforeseen costs don’t rock the
boat so violently. An emergency fund should contain
money you don’t touch unless you really need it for
something important. When the rest of your cash dries
up it is your last resort. Financial planners recommend
you should build your emergency fund to a minimum
of three to six months’ salary in size. This sounds like a
lot but they reckon it’s what you need to be safe.
When creating your emergency fund, separate money
you want to keep from your everyday cash. Trying
to keep both in your current account is tricky so
keeping your everyday fund somewhere else
makes things a lot easier. If I tried to save a
few Pringles in the bottom of a tub to eat
another day, I’d struggle because my
natural instinct is to gob the whole lot
in one sitting. Once I pop, I can’t stop,
and it’s the same with money. But this
is not a reason not to save, though,
because you can make things much
easier for yourself than this.
By opening a separate ‘instant access’ savings account to stash away
your emergency fund, you can relax
knowing if all your chips are down
in your current account, you’ve got
reserves. And setting up a direct debit
at the start of the month to take money
from your current account to your savings
account means you don’t have any extra hassle, and you know how much money you’ve got to
spend for the month ahead.

If you borrowed
£100 at Wonga’s
rate of interest
(4,212 per cent!)
you would owe
more than the
US national debt
(over $14 trillion)
after seven years

One thing you might be a bit bewildered by is the huge
array of different savings accounts out there. See the
next part of this guide for a rundown of the different
types that might be best for you.

Are you likely to have a financial
emergency?
n 7.8m Britons are struggling to keep up with their rent or

mortgage payments and over 1m of these have resorted to
payday loans to help cover these costs in the last year.
n Nearly 2.7m workers have lost their jobs since the start of
the recession.
n One in six people in the UK (18 per cent) missed a payment
for at least one bill over the last 12 months, according to
Money Supermarket.
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HOW TO PICK
THE BEST CASH
SAVINGS ACCOUNT
Here are some tips on choosing a cash savings
account that’s best for you

I

f you’re saving money but you don’t have an individual savings account (Isa), then listen up.
You’re paying too much tax! The government
has even set up special savings accounts so you
don’t have to pay it – and these are cash Isas.
A cash Isa is a wrapper that goes around your
money, protecting it from the taxman – meaning he can’t take chunks out of it like he usually would
with other savings accounts.
So what kind of tax would you normally pay on your
savings? In the same way your wages are automatically subject to income tax, the interest you make on
your savings when they’re held in normal accounts are
subject to the same deductions (20 per cent for anyone
earning between £8,105 and £34,370, and 40 per cent
if you earn £34,371 to £150,000 in the tax year 2013-14)
But everyone has a cash Isa allowance of £5,100,
meaning we can protect this much from tax by putting it in a cash Isa this tax year (ending on 5 April
2014). The Isa allowance is reviewed every year and
normally goes up year on year.
This tax break is very valuable so you should try and
keep your Isa money saved up for as long as possible, because as soon as you withdraw it, the wrapper
comes off and it loses its tax-free status. However,
there are different types of cash Isas – easy access,
fixed rate and regular saver – all of which have different features to suit your needs. If you want to take
advantage of their different features, you could split
your emergency fund between them – but take care
not to have too many bank accounts – having more
than two or three (including your current account)
can be hard to keep track of and isn’t recommended
by professionals.

Easy-access accounts

Plus: Dip in and out of your money with no
restrictions
Negative: Lower interest rates
If you’re unlucky enough to have a financial emergency, the last thing you need is a brawl with your bank
manager because they won’t let you access your cash.
That’s why you need to keep your money in an ‘easy
access’ or ‘instant access’ (sometimes called ‘no notice’) savings account – so you can grab it without a
fuss if you need to.
These are the most popular type of savings accounts
– largely because they are the most flexible. You can
dip in and out of your savings whenever you want
and make deposits as and when you have money
to spare. Unlike most current accounts (which
you use for your day-to-day spending), savings accounts have interest rates – which
means the bank or building society
holding the money adds on a small
percentage of your savings – into
your account – every year.
Interest rates vary between accounts and are always changing,
so it is important to check yours
regularly to make sure you aren’t
getting a raw deal compared with
other savings accounts. If you do
want to switch accounts you can
transfer money from one cash Isa
to another without losing the tax-free
status – so you don’t have to worry
about that – although bear in mind not
all Isas accept transfers in.

You should try
and keep your
Isa money saved
up for as long as
possible, because
as soon as you
withdraw it, it
loses its tax-free
status
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Fixed-rate bonds

Plus: Higher interest rates
Negative: You can’t touch your money for long periods
If you’ve got your eye on a higher rate of interest and
are willing to sacrifice the flexibility of an easy access
account, fixed-rate bonds could be a good option if
you can afford to lock away your money for a year or
two. Fixed-rate bonds pay a set level of interest for a
fixed amount of time. These periods range from a few
months to around five years but the longer the agreed
‘locking-away’ period, the higher the rate of interest
you’ll be likely to receive.
This type of account doesn’t really have the level of
flexibility you need for an emergency fund as you
can’t access your money as and when you need it,
and you can often only put in one lump sum at the
beginning. But it could be good if you’re saving up for
a car, a house, or any other medium-term savings goal
and are confident enough to lock your money away for
a while. The other thing you need to consider when
locking your money away for long periods of time is
that you could find yourself stuck-in-the-mud on an
uncompetitive rate if other rates rise.

Regular saver accounts

Plus: Gets you into the habit of regular saving
Negative: Limited flexibility if you need your money fast
Again, this type of account isn’t necessarily the best
for your emergency fund, but it’s worth considering
if you’ve already got that sorted and you’re looking to
save some more. If you like the idea of getting into the
habit of saving something every month, a regular saver account could be a smart move. These accounts pay
a set rate of interest for a fixed period in the same way
fixed-rate bonds do – usually 12 months. By agreeing
to this you wave goodbye to some of the flexibility you
could have with an easy access account, but you can
say hello to more generous interest rates to compensate for this restriction.
Regular saver accounts require you to deposit a minimum amount every month. These amounts are normally quite low – £25 is typical – but you should check
this before you sign up. And the maximum you can
save is normally capped at around £300 a month, so if
you’re looking to save really heavily, you might want to
consider other options.
In order to qualify for the advertised rate, most deals
require you to pay money into the account every
month during the term. The minimum deposits tend
to be quite low – £25 a month is usual – but the maximums are also relatively low – £250 or £300 a month.

It’s worth hunting for the
best deals

Comparing savings accounts is the best way to make
sure you aren’t being short-changed. The good news is
– it’s really easy – and free. Reputable comparison web-
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sites are always up-to-date with the latest rates and information and are the best place to see what’s on offer.
You could try checking out the ones below and
see what you find:
1. Moneysavingexpert.com
2. Moneyfacts.com
3. Gocompare.com
Once you’ve chosen an account
with a good rate that suits your
needs – you can get one by going into a branch, or if you don’t
fancy leaving your house, you
can just as easily do it online or
on your smartphone. Easy.

Sneaky catches
gobble your pounds

There are some
sneaky catches
and charges you
need to watch
out for because
they can silently
devour chunks
of your cash

But there is just one last thing you
need to do before you drive off into
the sunset with your sparkly new savings account. And keep reading – as this
is quite important. It’s well worth spending a
little time properly getting your head under the bonnet of these savings vehicles, to suss out exactly what’s
what. There are some sneaky catches and charges you
need to watch out for because they can silently devour
chunks of your cash. Check them out before you seal
the deal.

n Charges
Some accounts incur a monthly or annual charge and
come with all sorts of add-ons such as ‘free’ travel insurance, mobile phone insurance, discounts on products and other perks. But consider whether you are actually going to make use of these things and whether
you even want them at all. If you don’t, then paying
monthly charges on your savings account could be totally pointless. Remember to factor in account charges
when comparing interest rates, because they could
gobble up your interest – especially if you only have a
small amount of money.
n Introductory bonuses

A lot of the highest paying accounts try to
lure you in by including a ‘bonus’ which
only runs for a certain length of time –
usually a year. Once the bonus period
ends the rate drops, and may start to
look measly compared with other accounts. Opting for this kind of account
is okay, but only if you remember to review your account annually, as you will
probably need to move your money
again after 12 months.
n Withdrawal restrictions
Unfortunately, the assumption easy
access accounts always allow you
to get at your cash whenever you
like, without a penalty, isn’t always
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true. Keep your eyes peeled for withdrawal restrictions. Some accounts only allow a limited number of
withdrawals a year without losing interest. If you do
exceed the stated limit, you will face a penalty – most
likely in the shape of lost interest.

How long will it take me
to build my emergency fund?

You don’t need to be a rocket scientist to work out
that the more you stash away the quicker you’ll
build up a big pot of cash. I’m not going to tell you
how much you should be saving (although financial
planners recommend three to six months’ salary),
but the best (and most painless) way to do it is to set
up a direct debit at the beginning of the month so
the funds automatically come out of your account. If
the money isn’t there to spend – you probably won’t
even miss it!
Another nifty tip is to start saving from the moment
you get your first job – or if you’re lucky enough to get
a pay rise – ramp up the saving straight away. This
way, you won’t miss the money as you’ll never have
had it in the first place. It takes much more discipline
to commit money you’re used to spending day-to-day
to a savings plan as you might be able to notice the
difference and have to cut back on certain things.
Let’s take some examples of how long it will take
people with different incomes to build their emergency funds.

1. You earn £15,000

After tax and student loan deductions your take home
pay is £1,084.88 a month. A sensible emergency fund
for you to aim for is between £3,254.64 (three months’
salary) and £6,509.28 (six months’ salary). This is how
long it would take you to build up these amounts if
you save small, regular amounts into a tax-free savings
account (Isa) with a 3 per cent interest rate.
If you save £50 a month, you will have three months’
salary within five years one month, and six months’
salary in nine years six months.
If you save £100 a month, you will have three months’
salary within two years eight months, and six months’
salary in five years one month.
If you save £200 a month, you will have three months’
salary within one year and four months, and six
months’ salary in two years eight months.

2. You earn £20,000 and have a
pre-2011 student loan to repay

After tax and student loan deductions your take home
pay is £1,340.95 a month. A sensible emergency fund
for you to aim for is between £4,020 (three months’
salary) and £8,040 (six months’ salary). This is how
long it would take you to build up these amounts if
you save small, regular amounts into a tax-free savings
account (Isa) with a 3 per cent interest rate.
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If you save £100 a month, you will have three months’
salary within three years and three months, and six
months’ salary in six years three months.
If you save £200 a month, you will have three months’
salary within one year and eight months, and six
months’ salary in three years two months.
If you save £300 a month, you will have three months’
salary within one year and two months, and six
months’ salary in two years two months.

3. You earn £30,000 and have a
pre-2011 student loan to repay

After tax and student loan deductions your take home
pay is £1,832.62 a month. A sensible emergency fund
for you to aim for is between £5,497.86 (three months’
salary) and £10,995 (six months’ salary). This is how
long it would take you to build up these amounts
if you save regularly into a tax-free savings account (Isa) with a 3 per cent interest rate:
If you save £150 a month, you will have
three months’ salary within three years
and zero months, and six months’ salary in five years eight months.
If you save £250 a month, you will have
three months’ salary within one year
and 10 months, and six months’ salary
in three years six months.
If you save £350 a month, you will have
three months’ salary within one year and
four months, and six months’ salary in two
years seven months.

You don’t need
to be a rocket
scientist to work
out that the
more you stash
away the quicker
you’ll build up a
big pot of cash

4. You earn £40,000 and have a
pre-2011 student loan to repay

After tax and student loan deductions your take home
pay is £2,324.29 a month. A sensible emergency fund
for you to aim for is between £6,972.87 (three months’
salary) and £13,945.74 (six months’ salary). This is how
long it would take you to build up these amounts if
you save small, regular amounts into a tax-free savings
account (Isa) with a 3 per cent interest rate.
If you save £200 a month, you will have three months’
salary within two years and 10 months, and six
months’ salary in five years five months.
If you save £300 a month, you will have three months’
salary within one year and 11 months, and six months’
salary in three years nine months.
If you save £400 a month, you will have three months’
salary within one year and six months, and six months’
salary in two years and 10 months.
Next in the Young Money series:
How to get rich by the time
you’re 50.

