Why should you consider
investing in liquid funds?

One of the most important aspects of investing is to ensure
your strategies are aligned with your financial goals and risk
tolerance.

With so many different markets and investment types with
various risk levels, it’'s essential to understand how each one
works, so you can consider whether it’s the right avenue for
you.

In light of this, one avenue that merits consideration 1is
investing in a liquid fund.

This investment vehicle offers a unique set of advantages that
could potentially take your investment journey in the right
direction.

In this article, we’ll delve into the reasons why exploring
liquid funds might be a beneficial addition to your investment
portfolio.

Understanding liquid funds

Liquid funds are a certain type of mutual fund that primarily
invests in ultra-short-term money market instruments.

These funds are designed to provide investors with a balance
between safety and returns, making them an attractive option
for those with short-term financial goals or a need for
liquidity.

The underlying assets of government bonds have strong balance
sheets and high credit ratings, making the returns more
predictable and in line with interest rates.

Mitigating short-term risks
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One of the key benefits of investing in liquid funds 1is their
ability to mitigate short-term risks.

The diverse portfolio of money market instruments can help
ensure a relatively stable value, potentially reducing the
impact of market fluctuations.

This stability can be particularly advantageous if you require
quick access to your funds without being exposed to the
volatility of other types of investments.
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Preserving capital with low volatility

Investors often seek opportunities to preserve their capital
while generating modest returns.

By investing in liquid funds, you can preserve your capital in
low-volatility short-term instruments, that offer more
predictable returns.

You can invest in these funds through things like a pension or



an Individual Savings Account (ISA), which is a good way to
preserve your capital, whilst also possibly benefiting from
some slight growth.

Flexibility and liquidity

Liquidity is a critical factor in any investment strategy,
especially for individuals with dynamic financial needs.

You may need to make an unexpected purchase, or potentially
need to buy a home or fund a particular project, and thus,
you’'ll need easy access to your funds.

Liquid funds excel in providing investors with flexibility and
easy access to their cash. Unlike traditional fixed-term
investments, liquid funds allow for quick redemptions, making
them a suitable choice for certain financial situations.

Tax efficiency and dividend payouts

Liquid funds can also enjoy tax advantages compared to
traditional savings accounts or fixed deposits.

By investing in liquid funds through accounts like pensions or
ISAs, you can contribute a portion of money tax-free into
these types of funds — such as £20,000 a year with an ISA, as
of the 2023/2024 tax year.

The potential for tax-efficient returns can be an attractive
proposition for investors seeking to optimise their after-tax
income.

While exploring investment options, you can assess your
financial goals, risk tolerance, and liquidity requirements,
to determine whether liquid funds are the right option for
you.

With many advantages such as these, you can potentially build
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your wealth more suitably for your situation, with the right
approach to liquid funds.

Please note, the value of your investments can go down as well
as up.



