Steven Podnos MD CFP
Q:  I'm scared by all the ups and downs in the stock markets and worried about the economy.  Anything wrong in your opinion with just putting my money into Bank CDs?

A:  It depends on your personal circumstances.  The paltry return on Bank CDs , money market funds and most Bonds currently means a loss of purchasing power after taxes and inflation.  For example, if you are making 2% on a longer term CD and are in a 25% tax bracket, you end up with a 1.5% return after taxes.  If inflation is more than 1.5% (I certainly think it is), then you are losing purchasing power for as long as you hold the investment.
The advantages to a Bank CD however (stay at or below the FDIC 250,000 dollar coverage limit) are a high degree of safety that you will get both the return promised and your principal back at the end of the term.
There are some circumstances in which Bank CDs makes sense.  If you have a relatively short period of time after which you will need the money for a purchase (say, a car in two years), then a CD is a great idea.  Exposing the money to stock markets with their fluctuations runs the risk of principal loss.  Another reason to own CDs would be that you have "just enough" money and are at advanced age.  With a life expectancy of just a few years and no excess funds, you have no real business being invested in stocks.  You may be fortunate enough to be younger and have much more in assets than you will ever need for lifestyle expenses.  In this case, putting aside some of the funds into ultra-safe vehicles like bank CDs, and investing the rest more conventionally for the long term may make sense.
However, if you are like most people, with potentially decades to live (even if retirement is soon), then the steady loss of purchasing power from a portfolio of CDs may imperil your financial security.  In terms of liquid public investments, only the stock markets of the world are likely to give you a long term return that at least keeps up (if not beats) with inflation and taxes.
If you look at long term returns of various types of investments, you will see that for many decades cash/money market funds have returned an average annual return of about 2-3%.  Bonds in general have returned 5-6%, and stocks have returned 7-10% (all depending on the time period included).   Note however that Bonds are currently at very low rates historically, and if interest rates rise, owning anything other than short term Bonds will lead to losses of principal.  It seems unlikely that Bonds will return anything near their long term historical return any time soon.  
To summarize, a portfolio of Bank CDs may be appropriate under only certain circumstances.  It is only safe in the short term, and actually a bit dangerous in the long term for many investors.
