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So, what’s 
your

We are probably all aware that saving rates have been falling 
through the fl oor of late, most notably in the U.S., where the 
rate hit zero, from 10 per cent two decades before. Th e present 
recession has brought a new frugality to those whose jobs have 
not already been eliminated. Th e saving rate in May was 6.9 per 
cent, a 15-year high. Th e reasons for the slide to zero-saving 
are no doubt multi-fold, but perhaps one aspect has been 
a consumer- and consumption-driven society. History has 
attached various labels to the epochs of Western society – the 
Age of Enlightenment, the Industrial Revolution and the Dark 
Ages to name a few. It seems likely that some time in the future 
the present era will be named the Age of Materialism.

It’s a common view in Western cultures today that people 
should spend. Governments encourage this, to take the fi scal 
load off  of them to stimulate a distressed economy. And so 
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Combatting zero-saving in the Age of Materialism

conomists defi ne saving as disposable 
income minus consumption. “Saving” 
diff ers from “savings” – the former 
is the active verb for putting money 
aside, while the latter is the noun for 

the pot of wealth that has been saved.
E

TSR?
By DON NILSON CMA, FCMA
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there are, for instance, on average four credit 
cards issued to every person in America.

While zero-saving rates fuel today’s 
economy, they also result in an overheated 
economy and a  lack of interest in tomorrow. 
So, governments need to steer towards a 
middle path. Our federal government is 
getting into the act – the recent budget called 
for more fi nancial literacy, and a 13-member 
task force has just been appointed to fi gure 
out a national strategy for improving 
Canadians’ fi nancial knowledge.

John Maynard Keynes believed people 
put very little thought into their saving 
decisions, and that saving resulted not from 
saving need but from income availability. 
He said that, given the economic concept 
of “propensity to save,” saving rates increase 
when income rises. Modern research by 
economists Annamaria Lusardi and Olivia 
S. Mitchell in the U.S., as well as others 
in Canada, support this theory today. 
Remarkably few people have a plan, even 
though it may be one of the most funda-
mentally important aspects of life.

So, in the absence of their own plans, 
people’s cues come from various places 
– peers, fi nancial professionals, media, 
employers and governments, to name 
a few. Mandatory contributions (RPPs 
and CPP) and benchmark saving rates 
(18 per cent of earned income) are exam-
ples. Research by Richard H. Th aler and 
Shlomo Benartzi showed that people are 
pliable and can be coaxed into saving, 
even accelerated saving. While a fi nancial 
planner might not be able to convince 
people they ought to have a fi nancial plan, 
guiding them to a saving plan that requires 
them to stretch is a good half-victory.

Work in behavioural fi nance suggests 
people work with different “mental 
accounts.” Diff erent pots of saving eff orts 

are intended for diff erent purposes – a 
house, a car, a new roof, vacation money, 
retirement money and so on. Some may 
view this as a quirky way to approach 
household fi nance, but if it works, great!

Th e term “saving” actually merits some 
further explanation. We all likely have our 
own defi nition fl ash through our minds 
when we see the word, and that defi ni-
tion likely involves transferring some of 
our hard-earned cash into some savings 
vehicle. But how would you defi ne this 
for the retiree or capitalist who doesn’t 
get up to go to work in the morning? Does 
the interest and dividend income earned, 
but not spent, count as the capitalist’s or 
retiree’s saving? Is the investment income 
earned and compounding in an RRSP for 
a work-a-day person part of saving, too? 
Or does behavioural finance’s “mental 
accounts” cause that person not to even 
think about this money until retirement?

There are in fact at least two saving 
metrics: “earned” and “total.” Each is valid 
in its own right. The first is the more 
well-known measure popularized in the 
media – the sacrifi ce-related one econo-
mists call the “propensity to save.” This 
earned saving rate (ESR) is annual saving 
divided by annual family earned income, 
that being salaries, wages and self-employ-
ment income (in the case of incorporated 
entrepreneurs, it should also include annual 
retained earnings before tax). Earned saving 
includes money set aside in “savings places,” 
like RRSPs, company pension plans and 
brokerage accounts, but may also include 
saving applied to debt reduction; for 
example, a mortgage or line of credit. Th is 
requires some clarifi cation – ESR should not 
include debt reduction on consumer debt, 
such as credit cards, because this is merely 
spreading consumptive life costs over time, 

not saving. Th erefore savings should only 
include debt reduction on loans to acquire 
appreciating assets, such as real estate or 
investment accounts. Earned saving is 
reduced by any withdrawals from invest-
ment accounts used to fund life costs.

Th e second measure of saving is total 
saving rate (TSR), which calculates a 
broader measure of saving divided by a 
broader measure of income. “Total saving” 
includes the earned saving identified 
above, plus investment income earned in 
investment accounts (including interest, 
dividends and net appreciation in those 
accounts over the year).

The aggregation of this information 
calculates annual “simple” ESR and TSR. 
But be prepared for a surprise! In a bear 
market like the current one, the annual 
return (and saving) from your investment 
accounts may be a negative number, 
meaning negative saving, and that nega-
tive amount may exceed earned saving 
out of household income. As a result, it 
would be wise to calculate a second saving 
rate – long-term compound – for both 
ESR and TSR. Th is will smooth out the 
problem with negative saving years and 
give you a good long-term benchmark for 
your saving discipline.

An Excel worksheet can be set up to 

Contributions to RRSPs, RPPs, TFSAs and 
other investment accounts, plus principal 

repayment on mortgages, minus any 
withdrawals from investment accounts, 

divided by family earned income

Same numerator as ESR, plus investment 
earnings in all savings vehicles, divided by 

same denominator as ESR, plus investment 
earnings in all savings vehicles

CALCULATION OF ESR

CALCULATION OF TSR
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track your ESR and TSR over time. Th e table above is 
a composite of real-life data plus some extra assump-
tions. You can see how bad stock market years (2002 
and 2008) lower the simple TSR below the simple ESR. 
But the long-term compound saving rates give a fairer 
measure of long-term saving diligence. Th ese statistics 
should provide a simple feedback loop to counteract 

the human shortcomings observed by Keynes et al.
Perhaps the Age of Materialism will pass into the 

history books and a new era awaits defi nition. While 
the Age of Materialism has us fi nding fulfi llment in the 
things around us – cars, homes, fancy vacations – in 
the new era we might instead enjoy such satisfaction 
from bragging about our TSR. ■

DON NILSON, CMA, FCMA 
is the Principal at Nilson & 
Company. He is also a member 
of the Update Editorial Task 
Force.

Sample ESR and TSR calculations.

2008 2007 2006 2005 2004 2003 2002 2001 2000

Income

Employment income 76287 76243 76500 76485 63015 58753 53360 69206 90370

Retained income 85551 76880 63943 66041 21735 22915 38315 0 0

Earned income 161838 153123 140443 142526 84750 81668 91675 69206 90370

Investment income -59036 11541 44628 37334 18874 33615 -7796 -14347 17111

Total income 102802 164664 185071 179860 103624 115283 83879 54859 107481

Saving  

Earned saving 13930 14028 13949 11506 10707 9601 12735 13500 13500

Mortgage paydown 11412 10970 10544 10134 9740 9362 8999 8650 8313

Withdrawals from savings 0 0 0 0 0 0 0 0 0

Earned saving 25342 24998 24493 21640 20447 18963 21734 22150 21813

Investment income -59036 11541 44628 37334 18874 33615 -7796 -14347 17111

Total saving -33694 36539 69121 58974 39321 52578 13938 7803 38924

Ratios

Simple ESR 16% 16% 17% 15% 24% 23% 24% 32% 24%

Simple TSR -33% 22% 37% 33% 38% 46% 17% 14% 36%

Compound ESR 21% 22% 23% 24% 25% 26% 27% 28% 24%

Compound TSR 21% 30% 31% 30% 30% 27% 22% 25% 36%
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