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The ‘Paradox of Thrift’:  We’re Saving More Now, and the 

Timing Couldn’t Be Worse 
By Tim Logan 
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For the first time in a long time, the American consumer is saving again. After a decade of 

growth fueled largely by our own debt, we're paying down our credit cards and putting money in 

the bank. 

That would seem like a good thing, for us personally and for our whole debt-addled economy. 

Except that our timing couldn't be worse. 

Every dollar we save is a dollar we don't spend. And right now we need all the spending we can 

get to pull out of this deep, grinding recession. 

This is what economists like to call the "paradox of thrift," and it was highlighted by a report out 

last week from the Department of Commerce. March marked the first time since 1998 that the 

nation has saved at least 4 percent for three months in a row. One dollar for every $25 earned - a 

relatively modest economic feat. Yet as we saved, less money flowed through the economy. 

Spending fell. Unemployment lines grew. People suffered. And they still are suffering. 

So how do we solve this paradox? How do we get people to spend now, then save later, to revive 

the moribund economy without repeating the mistakes that put us here to begin with? 

Kevin Kliesen, an economist at the Federal Reserve Bank of St. Louis, said consumer spending 

makes up 70 percent of the U.S. economy. So when we put away the credit cards, it's going to 

have a big impact. 

Yet for far too long we've financed our growth, our spending, through heavy borrowing. And 

that's just not sustainable, he said. The "de-leveraging" going on now is a natural, healthy thing. 

"From the longer-term perspective, it's good," Kliesen said. "But right now, it's painful." 

Still, we need to put money in the bank, both now and when this episode is through, he said, if 

we hope to grow a healthier economy. "Savings is the raw material for investment," Kliesen said, 

and investment is how we fund innovation and new technology. 

But when times get better, will we keep saving? 
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Maybe not like this, said Lea-Rachel Kosnik. She's an expert in behavioral economics - the study 

of how we don't always act in our rational self-interest - at the University of Missouri-St. Louis. 

She has seen even those who haven't lost income curtail spending. 

"Even those sorts of people are not spending and are really freaked out," she said. "They're 

reacting to this recession in a larger degree than they probably should." 

People know they need to save, Kosnik said, but too often they don't until they feel threatened - 

by a shrunken 401(k) or a job at risk. When that threat goes away, so does the motivation to save. 

"Pain really focuses the decision-making," she said. 

Jack White has another way of describing this tendency. 

"People come to think that whatever is at the moment is what's going to continue forever," he 

said. 

White is a financial planner in St. Charles, and he's been hearing from clients lately who want to 

review their portfolios. Older customers, those close to retirement, are thinking of delaying for a 

year or two, and maybe spending less. But those are mostly short-term concerns, he said. 

"They don't think this is something that's going to last," he said. 

White's younger clients worry more about the long-term, about taxes going up and income 

growth slowing down. Some of it stems from a newfound appreciation of risk, but more of it 

stems from uncertainty about what's coming next - both politically and economically. And 

people hate uncertainty. 

"Tell them what you're going to do and they'll figure it out," White said. "But as long as the 

uncertainty is there, they're going to hold things close to the breast." 

So they hunker down and cut back, waiting for the picture to clear up. 

Then there are those who must cut back. 

Tom Nitzsche sees them every day. He's a debt counselor at Clearpoint Credit Counseling 

Solutions in St. Louis, and the first thing you see when you enter his office is a picture frame full 

of sliced-up credit cards. It's his job to help people figure out how to live within their means, to 

spend less. And business is up. 

"People are thinking about it more," he said. "They're saying, 'If GM's having problems, maybe I 

am, too.'" 

Many of Nitzsche's customers are sent to him by their creditors - banks, mortgage lenders, credit 

card companies - but some come on their own. 
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Many don't have much of a cushion because they didn't save when times were good. Now the 

tight credit market or a lost job is pushing them over the edge. 

"They've just been 'keeping up,'" Nitzsche said. "Now they can't keep up, so they come to us for 

help." 

Usually, that help means figuring out ways to spend less. 

But for two decades, our economy has been built on spending more, and borrowing to do it. If 

we don't do that, how do we grow? 

"The economy needs to get its demand from some place, and for a long time we were getting it 

from consumption," said Steve Fazzari, an economics professor at Washington University. "If 

we get it from somewhere else, where will it be?" 

There are other legs of the economy, Fazzari noted. Business investment. Government spending. 

Trade. 

And right now, government spending is filling some of the gap. That's the idea behind the $787 

billion stimulus package. But that's a short-term solution, Fazzari said. A narrower trade gap is 

helping, too, but we still import far more than we export, and that will take a long time to 

change. The most likely source of new spending is business investment. 

More savings could help fuel that, he said, if our set-aside cash winds up as capital in the hands 

of growing companies. But there's no guarantee. It could just sit in the bank, or end up overseas, 

fueling growth in another country. And if the U.S. consumer is tapped out as a source of new 

growth, we'll need to do a better job selling in foreign markets, which has its own set of thorny 

side effects. 

In other words, Fazzari said, saving and spending aside, it's entirely unclear how we grow our 

way out of this mess without triggering the same shopping spree that put us here. 

"I wish I knew," he said. "I don't think there's a magic bullet." 

--- 

Spending And Saving By The Numbers 

According to a recent survey of consumer behavior in the recession: 

- 59% of consumers have postponed the purchase of high-end electronics 

- 44% have delayed the purchase of new appliances 

- 26% have discontinued or downgraded home cable/satellite service 
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- 31% have increased the amount of money in their savings accounts 

Source: Rockbridge Associates/University of Maryland 
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