What’s the real return on CDs?
One step forward and two steps back. It’s a dance that’s probably familiar to certificate
of deposit (CD) investors. CDs are short-term investments that pay fixed principal and
interest but are subject to fluctuating rollover rates and early withdrawal penalties.
The high cost of stability

After figuring in taxes and inflation, many people who entrusted their money to CDs, which are
federally insured for up to $250,000, may have discovered the high cost of stability — years of low
and even negative real returns, as illustrated below. The tax rate used in the example is the highest
rate as reported by the Internal Revenue Service (IRS). The tax rate is not indicative of the
experience of every investor, and a lower tax rate will have a favorable effect on the real return.
Of course, past performance cannot guarantee comparable future results.

After taxes and
inf lation, CDs have
earned a negative
“real” rate of
return in 13 of
the last 15 years.

Taxes and inflation erode returns (%)
In 13 of the last 15 years, CDs earned a negative “real” rate of return.
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Chart reflects real return after taxes at the top federal tax rate for each year as reported by the IRS and inflation as represented
by the Consumer Price Index (CPI). Chart also reflects CD rates for each year as represented by the Bloomberg CD 12-Month
Index. Sources: Invesco, Bloomberg L.P., Morningstar Inc., and IRS.gov. Past performance is no guarantee of future results.

The negative side of CDs

Are CDs the right investment choice for you? Although benefits do exist, investing in CDs also
involves risk. Because of the inherent safety and short-term nature of CD investing, yields may be
lower than other, higher risk investments. And CDs sold prior to maturity may be subject to early
withdrawal penalties. Investors must also consider the threat of inflation and taxes affecting returns,
as illustrated below. Note that the CD rate is calculated using the 12-month average monthly CD rate
reported by the Federal Reserve, and the tax rate is the highest rate as reported by the IRS.

After 15 years, taxes and inflation can put CD investors in the red
Growth of $10,000 investment in 12-month CDs versus real return after taxes and inflation for the 15 years
ended Dec. 31, 2015.

$13,369
$8,824
• Before Taxes and Inflation
• After Taxes and Inflation
Sources: Invesco, Bloomberg L.P., Morningstar Inc., and IRS.gov.
For illustrative purposes only. Real returns after taxes and inflation were calculated using the monthly inflation rate for the
15-year period ending Dec. 31, 2015. The time period shown is limited by data availability.

Talk with your advisor

Finding investments that offer both risk awareness and the possibility of positive “real” returns
requires a deep understanding of markets and financial instruments. Your financial advisor can help
you find an investment that meets your needs.

Note: Not all products, materials or services available at all firms. Advisors, please contact your home office.
This is not an offer to buy or sell any financial instruments and should not be relied upon as the sole factor in an investment-making decision.
Past performance cannot guarantee future results.
This information does not constitute tax advice. Please consult your tax advisor for more complete information.
The FDIC insures the principal and interest of CDs up to $250,000.
Inflation is represented by the CPI, a measure of change in consumer prices as determined by the US Bureau of Labor Statistics. The Bloomberg CD 12-Month
Index is representative of banks’ certificate of deposit rates over the last 12 months. An investment cannot be made directly in an index. Performance reflects
reinvestment of dividends.
Invesco Advisers, Inc. is an investment adviser; it provides investment advisory services to individual and institutional clients and does not sell securities.
Invesco Distributors, Inc. is the US distributor for Invesco Ltd.’s retail products. Both are wholly owned, indirect subsidiaries of Invesco Ltd.
invesco.com
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