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by Jerry Edgerton

In the 19805, Americans acquired the im-
age of being the world's biggest wastrels. As
the federal deficit was swelling to a Tecord
level, so was the money owed by consumers
on credit cards and auto loans. Financed by
this debt, consumer spending boomed, and
the savings rate for households fell from
9.4% in the mid-1970s to a startlingly low
2.8% in the third quarter of 1987.

It now appears, thoug\1, that many
Americans are rediscovering the financial
and psychological benefits of saving, in part
because the stock market crash last October
reminded investors how vulnerable they

could be if their life styles were dangling on
a thread of credit. For the final quarter of
1987, the personal savings ratejuniped back
up to 4.9%, and averaged 3.8% for the year
as a whole (see the chart below). Given the
uncertainty of the economy and the strong
possibility that there will be a recession this
year or next, you should now be reassessing
your own finances to see if you are really

saving enough.
Like an NBA power forward looking at

an average height and weight chart, remem-
ber that the national savings rate cannot tell
you what your own goal should be. First,
you need to calculate how much you are ac-
tually putting away each year. Since you are
probably building assets in many different
ways-such as investing in your home,
contributing to savings plans at work or
building up cash value in life insurance-
you may be surprised to learn how much
you are really saving. The worksheet on
page 62 will help you calculate your true
personal savings rate. If this rate is insuffi-
cient to enable you to achieve your finan-
cial objectives in the years ahead, there are
some simple ways to boost your savings. As
the profile on page 61 shows, the satisfac-
tions of creating a successful plan can be
enormous. And to help you get the high~st
safe returns, the story on page 66 tells you
the best places to stash your savings.

In assessing your needs, keep in mind
that the amount you should be saving will
vary with your age and situation in life. Fi-
nancial planners say that people in their
twenties, who are starting careers and set-
ting up households, are doing well if they
can put together an emergency fund equal
to three to six months' expenses and then
save 6% to 10% of their after-tax income.
But people in their thirties and forties-who
have gotten past their foundation costs
should aim to put away at least 15% to 20%
of their incomes-to help meet long-term
goals such as retirement and college tuition
if they have children. The Pecks of Kirk-
land, Wash. (shown on the facing page), for
example, save a spectacular 33% of their af-
ter-tax income, mostly through the use of
payroll deductions that are relatively pain-
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THRIFT IS OUT OF FASHION

Americans' personal savings rate has dropped

from more than 9% of after-tax income in the

early 1970s to a mere 3.8% last year .
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withdraw your money when you need it.
Consider the case of Gary Brugh, 36, a

budget analyst for a church organization,
and his wife Lorraine, 35, pictured on the
next page. Four years ago the Brughs
bought a two-bedroom house with a sepa-
rate cottage that they rent out. Because the
house needed work, it was selling for
$81,000-a bargain in the fashionable Chi-
cago suburb of Evanston. The Brughs have
put a total of $20,000 into fixing up the
house and rental unit, and the property is
now valued at $120,000. But the family,
whose total income is $58,000, has neither
an emergency fund nor any savings toward
college tuition for their son Joshua, 9. "It
bothers us that we don't have any financial
reserves, and we are also trying to payoff all

our debts," says Brugh.

less. People in their fifties, who should be at

peak earning power, may want to save as

much as 30% to 50% of their after-tax in-

come to ensure the most comfortable retire-

ment possible.

All the wealth that you accumulate, in

whatever form, will contribute to your

long-term financial well-being. So when

economists talk about the savings rate,

they include money that is invested in

stocks and real estate, as well as money that

goes into passbook savings accounts, cer-

lificates of deposit and money-market

funds. But such conservative vehicles

should have a central place in any savings

plan. Most other investments fluctuate con-

stantly in value and expose you to possible

loss of principal. In addition, some are

illiquid-meaning that you cannot readily

Last summer the couple refinanced the
house and got enough extra cash to pay
down $6,000 in credit-card balances and
loans. But old spending habits die hard.
Since then, they have borrowed another
$3,000 to buy a piano for Lorraine, who
works as a church organist and choir direc-
tor. They now owe a total of $8,000 and
have budgeted $700 a month toward paying
off that debt. If the Brughs continue to stick
to their repayment plan, they will have a
22% savings rate for this year, as calculated
with the MONEY worksheet. But even at that
level, It will still be about a year before they
can build up any cash balances.

You should think of the equity in your
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home as being in a category by itself. Of all
forms of savings, it has been the hardest to
tap. In recent years, home-equity loans
have made that easy. Some say too easy.
Such loans are often imprudent. Cautions
independtnt economic consultant A. Gary
Shilling: "Once equity in a home is liqui-
dated, it is no longer available to finance re-
tirement or to help the children afford
comparable homes of their own."

The core of your savings should be in fi-
nancial assets. Many supersavers, such as
the Pecks, accumulate such assets through
automatic payroll deductions. "When it's
not in your paycheck, you don't have to
worry about spending it," says Lynda Peck,
37, a junior high school teacher. She and
her husband Michael, 39, an assistant man-
ager for a building-products company, have
built up~about $84,000 in two thrift plans in
addition to about $130,000 in equity in real
estate investments aside from their house.
Lynda's father is a real estate agent, and he
helped them invest in a $125,000, multiuse
building that combines shops and apart-
ments, as ~!I as in two Seattle-area rental
homes that they own in partnership with
other family members.

The Pecks were both raised to be savers.
Despite a combined income of $85,000 that
would tra115late into designer clothes and
high-status cars for some people, thrifty
habits seem natural to them. They keep zero
month-to-month balances on their six

credit cards. Michael drives a 1978 Ford
station wagon to work, and when the Pecks
go on their frugal, $150-a-week hunting-
and-fishing vacations, they travel in a 1978
Dodge camper van, rather than, say, a new
$22,000 recreational vehicle. Even when
they decided to splurge for a fancier car for
Lynda, they saved roughly $6,000 by buy-
ing a one-year-old Mercury Merkur for
$12,000 instead ofa new one. "There is no
doubt we could live a more affluent life
style," she says. "Wejust don't desire to."

If you find saving harder than the Pecks
do, you should realize that compulsive
spending can be as hard a habit to break as
smoking. Financial planners say that the
first step for chronic nonsavers is to keep
careful records of precisely where all their
money is going. Then look carefully at the
expenses where you have some flexibility-
such as travel, recreation anc! eating out.

Ask yourself which ones you
could live without.

If you have credit-card bal-
ances outstanding, consider pay-
ing them off with at least part of
the money you have cut from
your spending. Since bank and
department-store credit cards
charge annual interest of about
19%-only 40% of which is de-
ductible for tax purposes this
year-paying off such debt gives
you a higher return than you
could get on almost any alterna-
tive investment. But, says Denver
financial planner and money
manager Scott Shires, be careful
about concentrating exclusively
on paying down your debt. "Peo-
ple who have never been savers
need to see some evidence of

d their fina?cial assets building up
-or they wIll lose heart."

Shires Is a sort of financial doctor of la!
resort, specializing in clients who have Sf
vere spending problems. One such client i
Andrew E. Cyrus, 40 (above). Cyrus, a do(
tor specializing in emergency room trea
ment at a private hospital, earned abrn
$86,000 last year. But before be went I
Shires he had filed for personal bankrupt(
and 1ost his house because of his compl
sive spending habits and a previous medic
practice where patients were not. payi]
their bills. Cyrus turned his finances over
Shires, who handles his professional C(
poration, keeps Cyrus' credit cards in I
office and dictates his budget. Cyrus has r
suddenly turned into the soul of thrift. ]
still spent about $30,000 on 120 days
travel last year, including a two-week trip
Hawaii and a month in Tahiti.

On the positive side, Shires did man:
to help Cyrus buy a 14th-floor, loft-st
condominium for $111,000 byassuming
mortgage from a previous owner. In all, t

rus has moved since declaring bankrur
in 1982 to saving about 22% of his after.
income, including the down payment
the condo and a contribution to his peru
fund. "Scott turned me around," says
rus. He is now transferring from Denve
become director of emergency medicin
a St. Louis hospital, but he plans to keelfinances in Shires' hands. -

While you may not need to go as [I
planning your budget every month wi
financial adviser, paying for professi
advice can be worthwhile if you are ha
trouble getting a savings program sta
Once you know that your savings are b
ing up, you may well find that the sen
security is more enjoyable than the thl
plunking down your credit card.


