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DJIA ^DJI Up 2.08%  

S&P 500 ^GSPC Up 2.59%   

NASDAQ ^IXIC Down –1.19% 
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Consumer spending accounts for more than two-thirds of economic activity in the United States. Lately, that 

spending has moderated. Across the 12 months ending in March, personal spending advanced 3.4%. That 

matched the gain seen in 2015.1,2 

   

Is a 3.4% annualized gain in personal spending adequate? Not in historical terms. During 2014, consumer 

spending accelerated 4.2%. The average monthly gain in consumer spending across the past 12 months (0.28%) is 

roughly half the historical average seen since 1959 (0.54%).1,2  

   

While the personal spending rate has slumped recently, the personal savings rate has not. In March, it was at 

5.4%. It has varied between 4-6% for more than three years, staying notably above the levels seen prior to the 

Great Recession of 2007-2009.3 

   

Has consumer psychology been altered since then? That is an interesting question to consider, and it especially 

begs consideration, given the fact that inflation-adjusted personal spending has declined for three straight quar-

ters.4 

   

Real disposable income (that is, disposable income adjusted for inflation) has been rising without fail. It has in-

creased for 13 straight quarters, beginning in Q1 2013 after the payroll tax cut at the end of 2012. You would think 

unflagging increases in real disposable income would promote greater economic expansion, but real gross do-

mestic product grew just 1.5% in 2013 and only 2.4% in both 2014 and 2015. Those GDP levels are well below 

those seen in the early 2000s, not to mention the 1990s.4,5       Continued on the next page...        
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When is too much frugality a bad thing? When it risks hampering economic growth. The 5.4% personal savings 

rate recorded in March tied a three-and-a-half-year high. As we are well into an economic recovery, it would 

seem only natural for Americans to spend more than they did several years ago.4 

   

Perhaps people are just not ready to do that. As a Deutsche Bank research note asserted this month, the memory 

of the Great Recession may be too hard to erase: “The shock of the crisis likely increased the desire to hold more 

savings for precautionary motives.”4 

   

Since 2001, Gallup has consistently asked Americans a question each year: “Are you the type of person who more 

enjoys spending money or who more enjoys saving money?”6 

   

This year, 65% of respondents said they preferred saving and 33% of respondents said they preferred spending. 

That gap has never been so pronounced in fifteen years of polling.6  

   

As recently as 2009, just 53% of Americans told Gallup they preferred saving while 44% indicated they preferred 

spending. The gap has gradually widened ever since, and it is now fairly consistent across all age groups.6  

   

A little more polling history seems to affirm a perception shift. In 2006, Gallup found that 51% of Americans rated 

their personal financial situation as “excellent/good;” in that year, 50% of Americans preferred saving to spend-

ing. Four years later, only 41% of Americans felt their personal financial situation was “excellent/good”, and 62% 

indicated a preference for saving. This year, 50% of Americans ranked their personal finances as “excellent/good,” 

yet 65% preferred saving dollars to spending them. “The appeal of saving over spending shows some signs of be-

ing the new normal rather than a temporary reaction to the hard times after 2008,” Gallup’s Jim Norman observed 

last month.6  

   

In its latest report on personal income and outlays, the Bureau of Economic Analysis says personal incomes were 

up 4.2% year-over-year as of March. Consumer prices rose but 0.9% in the same span. Unimpressive wage growth 

aside, it would appear that many households are nicely positioned to spend. Of course, what these two numbers 

do not take into account is debt: mortgage debt, student loan debt, credit card debt. The rebound in the personal 

savings rate surely relates to the goal of reducing such liabilities.7,8 

   

The Great Recession taught America a great lesson about living within one’s means. Could that lesson, as vital as 

it is, now be constraining the economy? As economists try to pinpoint reasons for America’s slow recovery, they 

may want to cite the psychology of the consumer.  
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How Millennials Can Get  a Good Start on Retirement Planning 
Some simple steps may make a major financial difference over time. 

If you are younger than 35, saving for retirement may not feel 
like a priority. After all, retirement may be 30 years away; if your 
employer does not sponsor a retirement plan, there may be less 
incentive for you to start.  
     
Even so, you must save and invest for retirement as soon as 
you can. Time is your greatest ally. The earlier you begin, the more 
years your invested assets have to grow and compound. If you put 
off retirement planning until your fifties, you may end up having to 
devote huge chunks of your income just to catch up, at a time when 
you may have to care for elderly parents, fund college educations, 
and pay off a mortgage. 
   
Do your part to reject the financial stereotype that the media 
places on millennials. Are you familiar with it? According to the 
mainstream media, millennials are wary of saving and investing; 
they are just too indebted, too pessimistic, and too scared get into 
the market after seeing what happened to the investments of their 
parents during the Great Recession.  
 
In truth, savers of all ages were traumatized by the 2007-09 bear 
market. Last month, Gallup asked American households if they had 
any money in equity investments; just 52% said yes. That compares 
to 65% in April 2007. In 2014, Gallup asked Americans if investing 
$1,000 in equities was a good idea or a bad idea; 50% of those sur-
veyed called it a bad one.1 
    
A recent study from HowMuch.Net found that 52% of Americans 
aged 18-34 have less than $1,000 in savings. Well, guess what: 
another study from Go Banking Rates reveals that 62% of all Ameri-
cans have less than $1,000 in savings.2 
     
Now is the time to take some crucial financial steps. According 
to a poll taken by millennial advocacy group Young Invincibles, only 
43% of 18-to-34-year-olds without access to a workplace retirement 
plan save consistently for retirement; whether your employer spon-
sors a plan or not, though, you can still make some wise moves 
before you turn 40.3 
    
Make saving a top priority. Resolve to pay yourself first. That is, 
direct money toward your retirement before you do anything else, 
like pay the bills or spend it on needs or wants. Your future should 
come first. 
  
Invest some or most of what you save. Investing in equities is 
vital, because it gives you the potential to grow and compound your 
money to outpace inflation. With interest rates so low right now, ultra
-conservative fixed-income investments are generating very low 
returns, and most savings accounts are offering minimal interest 
rates.  

Thirty or forty years from now, you will probably not be able to retire 
solely on your savings. If you invest your retirement money in equi-
ties, you have the opportunity to retire on the earnings and com-
pound interest accumulated through both saving and investing.  
   
The effect of compounding can be profound. For example, sup-
pose you want to retire with $1 million in savings. (By 2050, this may 
be a common goal rather than a lofty one.) We will project that your 
investments will yield 6.5% a year between now and the year you 
turn 65 (a reasonably optimistic assumption) and, for the sake of 
simplicity, we will put any potential capital gains taxes and invest-
ment fees aside. Given all that, how early would you have to begin 
saving and investing to reach that $1 million goal, and how much 
would you have to save per month to reach it?  
 
If you start saving at 45, the answer is $2,039. If you start saving at 
35, the monthly number drops to $904. How about if you start saving 
at 25? Only $438 a month would be needed. The earlier you start 
saving and investing, the more compounding power you can har-
ness.4      
      
Strive to get the match. Some companies reward employees with 
matching retirement plan contributions; they will contribute 50 cents 
for every dollar the worker does or, perhaps, even match the contri-
bution dollar-for-dollar. An employer match is too good to pass up. 
  
Invest in a way you are comfortable with. In the mid-2000s, some 
Wall Street money managers directed assets into investments they 
did not fully understand, a gamble that contributed to the last bear 
market. Take a lesson from that example and avoid investing in 
what seems utterly convoluted or mysterious.  
   
Realize that friends and family may not know it all. The people 
closest to you may or may not be familiar with investing. If they are 
not, take what they tell you with a few grains of salt.  
   
Getting a double-digit annual return is great, but the main con-
cern is staying invested. The market goes up and down, some-
times violently, but there has never been a 20-year period in which 
the market has lost value. As you save for the long run, that is worth 
remembering.2 . 
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You Retire, But Your Spouse Still Works 
That development may mean lifestyle as well as financial adjustments. 

Your significant other may retire later than you do.  

Sometimes that reality reflects an age difference, other times 

one person wants to keep working for income or health cover-

age reasons. If you retire years before your spouse or partner 

does, you may want to consider how your lifestyle might 

change as well as your household finances.  

   

How will retiring affect your identity?  

If you are one of those people who derives a great deal of 

pride and sense of self from your profession, leaving that ca-

reer for life around the house may feel odd. Who are you 

now? Who will you become next? Can you retire and still be 

who you were? Hopefully, your spouse recognizes that you 

may have to entertain these questions. They may prompt 

some soul-searching, even enough to affect a relationship. 

  

How much down time do you want?  

That is worth discussing with your spouse or partner. If you 

absolutely hate your job, you may want weeks, months, or 

years of relaxation after leaving it. You can figure out what to 

do next in good time. Alternately, you may see every day of 

retirement as a day for achievement; a day to get something 

done or connect with someone new. Your significant other 

should know whether you prefer an active, ambitious retire-

ment or a more relaxed one. 

   

How will household chores or caregiving be handled?  

Picture your loved one arising at 6:30am on a January morn-

ing, bundling up, heading for work and navigating inclement 

weather, all as you sleep in. Your spouse or partner may grow 

a bit envious of your retirement freedom. One way to offset 

that envy is to assume more of the everyday chores around 

the house.  

   

For many baby boomers, caregiving is also a daily event. 

When one spouse or partner retires, that can rebalance the 

caregiving “equation.” One or more individuals have to  

provide 100% of the eldercare needed, and retirement can 

make shared percentages more equitable or allow a greater 

role for a son or daughter in that caregiving. Some people 

even retire to become a caregiver to Mom or Dad.   

 

Do you have kids living at home? Adult children? Right 

now, in this country, every fifth young adult is living with his 

or her parents. With so many new college graduates having to 

accept part-time or low-paying service industry jobs, and 

with education loan debt averaging roughly $30,000 per in-

debted graduate, this situation will persist for years and,  

perhaps, even become a new normal.1 

             

You and your loved ones may find yourself on different 

timetables. Maybe your spouse or partner works from 8:00 

a.m. to 5:00 p.m. in a high-stress job. Maybe your children 

attend school on roughly the same schedule. How do they get 

to and from those places? Probably through a rush-hour  

commute, either in a car or amid the crowds lined up for mass 

transit. If you have abandoned the daily grind, you may have 

an enthusiasm and a chattiness in the evening that they lack. 

Maybe they just want to unwind at 6:30pm, but you might be 

anxious to reconnect with them after a day alone at home.  

   

Talk about retirement before you retire. What should your 

daily life look like? What are the most important things you 

want out of the retirement experience? How do your answers 

to those questions align or contrast with the answers of your 

best friend? As you retire, make sure that your spouse or part-

ner knows your point of view, and be sure to respect his or 

hers in the bargain. 
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