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By Frank Szivos
Americans are saving more now and paying off debt, but the economy needs them to start spending more. Huh?
Philip Lane, professor of Economics at Fairfield University, labels this dilemma, the Paradox of Thrift. In other
words, it’s good that more consumers are saving and paying off debt, but the economy needs an infusion of

spending to revive it. Consider that consumer spending makes up 70 percent of the American economy.

“More people have switched from a plastic mentality to a cash mentality,” Lane said. “But it creates a problem
for the economy. What might be good for the individual is not necessarily good for the whole.”

But why the sudden urge to save when consumer savings was minimal as recent as 2007? During the economic
recession, most consumers have taken a financial beating, making them less incline to spend as they did during
better days.

“A lot of folks saw their 401k’s or retirement plans negatively affected the last couple of years,” Lane said.

“There’s a lot of uncertainty. Many people have lost their jobs or are close to losing them and have seen the
values of their homes fall. Many are paying down debt, reducing their debt to income ratio.”
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Even though the economy is heavily dependent on consumer spending, Anthony Macari, professor of Finance
and Director of the Sacred Heart University MBA Program, sees increased savings as a good thing overall.

The U.S. Department of Commerce announced that consumers are saving significantly more money now than
they did before the recession began. In June, Americans put aside an impressive 6.4 percent of their income after
taxes. By comparison, they saved less than 2 percent throughout most of 2007.

In most cases, consumers are paying off credit card debt, scaling back spending and shopping. The recession has
imposed a new frugality.

Macari sees consumers saving their way into a position of strength for when the economy does pick up. In that
case, they will have lower debt and can leverage that for purchases when their feeling more secure about their
jobs and overall financial picture. He admits that mind set could slow the economic recovery, but pay off in the
long run.

“By saving, consumers are putting themselves into a stronger position when the economic recovery kicks in,”
Macari said. “If they pay down mortgages and credit cards, it’s a necessary step to get back to a growth
scenario. Yes, it can slow the economy a bit. But when they’re more confident, they will be in a better position
to go out and buy.”

This belt tightening was a painful, but positive step for the country, economists agree. But when too many are
saving at the same time, it can plunge the economy into a free fall. Lane points out that the government stimulus
was necessary to encourage spending, but many consumers pocketed the government stimulus or paid off
existing debt instead of spending it on goods and services.

However, it obviously will take more than a government hand out to restore consumer confidence and open their
pocketbooks. While the economy showed a stronger pulse, the political unrest in the Middle East has exploded
oil prices with a barrel of oil topping off at $105 a barrel. In turn, this rise has inflated gas prices to around $3.65
and climbing.

“There is good news about the economy,” Lane said. “We're seeing pockets of growth. But we're still having
sctbacks like the Middle East.”

As an example of an improving economy, the unemployment rate has dipped slightly to 9 percent down from 10
percent. For February, 130,000 new jobs were created. However, Lane points out that the economy needs closer
to 300,000 new jobs per month to stimulate long term growth. Manufacturing and construction have also shown
modest growth as well as the health care industry.

Lane thinks economic recovery is likely to come from many areas rather than a major economic driver. He
foresees small businesses and industries improving and eventually hiring more workers.

“There’s no single driver in Connecticut for economic recovery,” Lane said. “We’re looking at a broad spectrum
of jobs being created across the board. It will come a little bit from everywhere.”

Macari looks to cash-rich corporations to start spending and hiring more workers soon, once consumer demand
begins to rise. He notes that corporations are estimated to have banked $1.24 trillion during this recession,
creating a vast resource that would stimulate the economic recovery.

But will consumers find the shopping bug again that would improve the economy? Probably not at the level
prior to the recession, which could be a good thing. A gradual loosening of consumer spending will help drive
an economic recovery.

“As people feel there’s a light at the end of the tunnel, and begin to spend more, corporations will start rebuild

inventories and hire people,” Macari said. “There are some positive developments. But you're not going to see
free spending. That’s a good thing, t00.”
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By Frank Szivos

Americans are saving more now and paying off debt, but the economy needs them to start spending more. Huh?

Philip Lane, professor of Economics at Fairfield University, labels this dilemma, the Paradox of Thrift. In other words, it's
good that more consumers are saving and paying off debt, but the economy needs an infusion of spending to revive it.
Consider that consumer spending makes up 70 percent of the American economy.

“More people have switched from a plastic mentality to a cash mentality,” Lane said. “But it creates a problem for the
economy. What might be good for the individual is not necessarily good for the whole."

But why the sudden urge to save when consumer savings was minimal as recent as 20077 During the economic
recession, most consumers have taken a financial beating, making them less incline to spend as they did during better
days.

“A lot of folks saw their 401k’s or retirement plans negatively affected the last couple of years,” Lane said. “There's a lot
of uncertainty. Many people have lost their jobs or are close to losing them and have seen the values of their homes fall.
Many are paying down debt, reducing their debt to income ratio.”

Even though the economy is heavily dependent on consumer spending, Anthony Macari, professor of Finance and
Director of the Sacred Heart University MBA Program, sees increased savings as a good thing overall.

The U.S. Department of Commerce announced that consumers are saving significantly more money now than they did
before the recession began. In June, Americans put aside an impressive 6.4 percent of their income after taxes. By
comparison, they saved less than 2 percent throughout most of 2007.

In most cases, consumers are paying off credit card debt, scaling back spending and shopping. The recession has
imposed a new frugality.

Macari sees consumers saving their way into a position of strength for when the economy does pick up. In that case,
they will have lower debt and can leverage that for purchases when their feeling more secure about their jobs and
overall financial picture. He admits that mind set could slow the economic recovery, but pay off in the long run.

“By saving, consumers are putting themselves into a stronger position when the economic recovery kicks in,” Macari

said. “If they pay down mortgages and credit cards, it's a necessary step to get back to a growth scenario. Yes, it can
slow the economy a bit. But when they're more confident, they will be in a better position to go out and buy."
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This belt tightening was a painful, but positive step for the country, economists agree. But when too many are saving at
the same time, it can plunge the economy into a free fall. Lane points out that the government stimulus was necessary
to encourage spending, but many consumers pocketed the government stimulus or paid off existing debt instead of
spending it on goods and services.

However, it obviously will take more than a government hand out to restore consumer confidence and open their
pocketbooks. While the economy showed a stronger pulse, the political unrest in the Middle East has exploded oil prices
with a barrel of oil topping off at $105 a barrel. In turn, this rise has inflated gas prices to around $3.65 and climbing.

“There is good news about the economy,” Lane said. “We're seeing pockets of growth. But we're still having setbacks
like the Middle East.”

As an example of an improving economy, the unemployment rate has dipped slightly to 9 percent down from 10 percent.
For February, 130,000 new jobs were created. However, Lane points out that the economy needs closer to 300,000 new
jobs per month to stimulate long term growth. Manufacturing and construction have also shown modest growth as well
as the health care industry.

Lane thinks economic recovery is likely to come from many areas rather than a major economic driver. He foresees
small businesses and industries improving and eventually hiring more workers.

“There’s no single driver in Connecticut for economic recovery,” Lane said. “We're looking at a broad spectrum of jobs
being created across the board. It will come a little bit from everywhere.”

Macari looks to cash-rich corporations to start spending and hiring more workers soon, once consumer demand begins
to rise. He notes that corporations are estimated to have banked $1.24 trillion during this recession, creating a vast
resource that would stimulate the economic recovery.

But will consumers find the shopping bug again that would improve the economy? Probably not at the level prior to the
recession, which could be a good thing. A gradual loosening of consumer spending will help drive an economic
recovery.

“As people feel there’s a light at the end of the tunnel, and begin to spend more, corporations will start rebuild
inventories and hire people," Macari said. “There are some positive developments. But you're not going to see free
spending. That's a good thing, too.”
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