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Millions of pensioners and risk-averse savers in fixed interest deposits will be the biggest victims of government-sponsored inflation that amounts to a slow-motion bank robbery.

Now the real value of money – or its purchasing power – is falling at 4.8 per cent, according to the Retail Prices Index (RPI), basic rate taxpayers need a gross return of at least 6 per cent from bank or building society deposits for the net value of their savings to stand still. High earners, paying tax at 40 per cent, need a gross return of 8 per cent to match inflation as measured by RPI. Needless to say, no such risk-free returns are available; other than on ‘teaser accounts’ with strings attached and where only trivial sums can be deposited.

Even on the government’s favoured measure of inflation – the Consumer Prices Index (CPI) at 3.7 per cent, soon to be used for public sector and State pensions – most savers need a gross return of more than 4.6 per cent to match inflation, while high earners need more than 6.1 per cent. While 22 bank accounts, including 19 individual savings accounts (ISAs), can deliver real returns to basic rate taxpayers, according to independent statisticians  Moneyfacts.co.uk , savers with £10,000 in the average bank account have seen the real value of their money fall by nearly £500 since January, 2008.

Inflation transfers wealth from savers to borrowers because it reduces the real value of debt at the same time as it erodes the purchasing power of savings. Budget deficits mean the government is the biggest debtor in Britain and so it is no surprise that the official policy of quantitative easing should increase inflation.

Source: http://blogs.telegraph.co.uk/finance/ianmcowie/100009324/beware-governments-slow-motion-bank-robbery-by-inflation/
1) Summarise what the article is saying about the effects of inflation in your own words.
2) Make sure you can remember what things like the RPI & CPI, budget surplus & deficits are.

