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Analysis, Insights and a Different Perspective

3 SMART WAYS TO SPEND YOUR TAX REFUND
Last year, more than 154 million people filed their taxes and
received more than $326 billion in tax refund.1 The average
return was $2,910. For many, a large tax refund can be a
great chance to improve their financial well-being. This
issue of Investment Insights discusses three possible ways
an individual can spend their tax refund.

FINANCIAL FREEDOM
For people who have high-interest credit card debt, reducing or
potentially eliminating credit card debt can be one of the best uses
of their tax refund. This is because by doing so, they pay less in future
finance charges by an amount roughly equal to their interest rate.
Reducing or eliminating credit card debt can be beneficial as overall
credit card debt is really expensive, with the average interest rate on
credit card debt being 16.88% as of November 2019.2

KEY POINTS
• This issue of Investment
Insights looks at three of the
many possible ways a person
can spend their tax refund.
• We look at how an individual
may be able to use their
tax refund to gain financial
freedom from debt, financial
peace of mind from
unexpected circumstances,
and financial security for
retirement.
• This information provides
a general guideline. An
individual’s priority may differ
depending on their specific
financial circumstances.
• It is crucial to have a financial
plan tailored to a person’s
individual needs.

1 Internal Revenue Service, December 27, 2019.
2 The Board of Governors of the Federal Reserve System, G-19 report.

Recently, consumers are paying double-digit interest rates on growing borrowed amounts; the average credit
card debt for individuals has increased by more than 12% over the last five years, as seen in the graph below.3 Last
year, the average credit card debt was $6,194.4 By way of example, if a person had credit card debt of $6,000 and
the interest rate on this debt was 17%, they would pay more than $1,000 in interest payments.5 If their tax return
of $3,000 was used to reduce their credit card debt, they would save roughly $500 in interest payments alone. For
people with credit card debt, a smart use of their tax refund may be to reduce or possibly eliminate their highinterest debt obligations.

FINANCIAL PEACE OF MIND
Whether to use the tax return toward paying high-interest debt or creating an emergency fund depends on the
individual and their circumstances. For people that have no money saved up for a rainy day, starting an emergency
fund should be a top priority. An emergency fund is made up of savings that give individuals a financial peace of
mind in case something unforeseen happens, like job loss, medical emergency, car repairs, etc. People without
savings may have no option but to go deeper into debt, taking them further away from their financial freedom.

3 Experian, A Look at U.S. Consumer Credit Card Debt, November 4, 2019.
4 Experian, A Look at U.S. Consumer Credit Card Debt, November 4, 2019.
5 $6,000 times 17% is equal to $1,020.

Most Americans do not have enough saved for an unexpected rainy day. As can be seen in the graph below, a
survey by Bankrate found that about half (45%) of Americans have no savings. Further, 69% of Americans have only
$1,000 saved, with 81% having less than $5,000 saved. Unfortunately, unforeseen circumstances happen relatively
frequently. In a study published in 2017, the Pew Charitable Trusts found that 56% of households experienced at
least one financial shock per year.6 The Pew defined a financial shock as “large unplanned expenses, such as a major
home or car repair, or income lost to unemployment, a pay cut, illness, injury, or death.” The study found that the
median cost of a financial shock was $2,000, and one-quarter of respondents faced an expense of $6,000 or more.
To help soften the blow of a financial shock, consider tucking a portion of your tax refund into savings for a rainy
day. If you already have an emergency fund, consider adding to it, saving one to six months of living expenses,
depending on the stability of your income and expenses.

6 The Pew Charitable Trusts, Financial Shocks Put Retirement Security at Risk, October 25, 2017.

FINANCIAL SECURITY
For individuals who already have an emergency fund and little to no high-interest debt, a good use of tax refund
may be putting it toward retirement savings. One of the biggest regrets many investors have is waiting too long
to start saving for retirement. In fact, if they could do it over again, nearly two-thirds of recent retirees would have
started saving much earlier.7 They may be among the more than 75% of Americans who don’t feel very confident
about their ability to have enough money to live comfortably throughout their retirement years.8 Furthermore,
as the graph below shows, one-third of Americans do not feel confident at all about having enough money to live
comfortably through retirement.

Interestingly, most working Americans start with the same amount of time in which to save for one of their most
important financial goals – a financially stable retirement. Yet, not everyone treats this period of time as the
valuable asset it is. The thing to remember about time is that it is an asset that loses value each day in which money
is not given the opportunity to work. As the value of time is wasted, the cost of your financial goals increases,
sometimes to the point that they become prohibitively expensive and unattainable. So consider putting some of
your tax refund toward your retirement savings.
7 Real Deal Retirement.
8 Employee Benefit Research Institute and Greenwald & Associates, 2019 Retirement Confidence Surveys.

FINANCIAL PLAN
Ultimately, the most important thing is having a plan. According to the Retirement Confidence Survey (see below),
about 75% of respondents felt confident about retirement when they had a plan. Whereas, less than 40% of
individuals felt confident about retirement when they did not have a retirement plan.

Whether you use your tax refund for reducing debt, increasing your rainy-day fund, or saving for retirement
depends on your specific situation; your financial plan depends on your financial needs. To assist you in attaining
your goals through your financial plan or any other questions about your financial needs, contact your financial
advisor today.
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