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Make yourself comfortable. We’re going 
to be stuck here awhile. by Eric Janszen

Welcome to the False Recovery

The one economic indicator that 
seems to point toward long-term 
hope for businesses is the increase 

in the U.S. household savings rate—the 
portion of income that wage earners aren’t 
spending. Savings were close to nil until 
the economic collapse but have been ris-
ing ever since. As of this writing, the rate 
stands at about 4.8%. Economists and busi-
ness leaders say this is a good sign, despite 
the short-term drag created by decreased 
spending. “I would feel more pessimistic if 

But in fact, the rising savings rate is tell-
ing us something very diff erent. It’s not re-
fl ecting an imminent recovery but rather a 
drawn-out malaise that will soon become 
something like a lost decade. Because of 
the way the government measures house-
hold savings, the increase doesn’t signify 
more money in people’s wallets; instead, 
it suggests that consumers are paying off  
their mounting debt during a period of re-
duced borrowing. That’s no harbinger of 
growth. 

it were still 1%,” says Gregory W. Brown at 
the University of North Carolina’s Kenan-
Flagler Business School. Friends of mine 
who run companies, both private and pub-
lic, have expressed pretty much the same 
sentiment. A savings rate that’s even in the 
6%-to-8% range is respectable. And if con-
sumers don’t return to their old borrowing-
and-buying habits, the argument goes, one 
day they’ll go out and spend all this saved-
up cash, and businesses everywhere will 
reap the benefi ts.
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To Increase Savings, Link Them to Gambling 
Unlikely as it seems, gambling 
might help people save.  Peter 
Tufano of Harvard Business School 
and Tim Flacke of the Doorways 
to Dreams Fund have piloted 
a program with eight Michigan 
credit unions that turns savings 
accounts into a game. The more 
people squirrel away, the better 
their chances of winning small 
cash prizes each month. At the 
year’s end, one account holder  gets 

$100,000.  In 2009, the fi rst year 
 of this trial (called Save to Win), 
12,000 people opened accounts 
and saved about $7 million . 

Tufano is still studying the 
results, but he believes that the 
$7 million—which averages out 
to $583 per person—com prises 
savings by individuals who other-
wise would have saved less, if 
anything at all. He says he’s also 
taking a close look “to make sure 

that the accounts are not giving 
rise to new gambling behavior.” 

Will we soon be seeing similar 
programs across the U.S.? Right 
now, it’s unclear. The lottery-linked 
savings concept has been stymied 
in the U.S. by laws  that prohibit 
banks from off ering products like 
this. That’s in spite of the fact that 
the approach can be traced back 
at least 300 years to programs in 
other countries, Tufano points out. 
Accounts that yield lower interest 
rates in exchange for chances to 
win prizes or cash are well estab-
lished in Britain and in many devel-

oping nations, and studies suggest 
they’ve improved savings.  

Tufano has spoken with credit 
unions and legislators outside 
Michigan that are watching the 
pilot with interest, especially 
given that lottery players are 
concentrated in lower-income 
households —the ones that have the 
most diffi  culty saving.  “The average 
American household  spends $500 
a year on lottery tickets,” he says. 

“As a society we’re tremendously 
excited about lotteries, so we 
should be happy with lotteries in 
which people save money.” 

Companies planning for sudden and 
relatively near-term growth should re-
shape their strategies to make the best of 
economic fl atness.

FIRE Extinguishes Savings
The savings rate is one of those numbers 
that econo-wonks adore because it is seen 
as an indication of pent-up consumer de-
mand. Its history is simple. After the early 
1980s, when the FIRE (fi nance, insurance, 
and real estate) economy was born, we saw 
two glorious decades of falling interest rates 
and rising asset prices. So an entire genera-
tion internalized the false belief that home 
values and stock prices would forever rise. 
Equity portfolios averaging double- digit 
annual increases and home prices doubling 
every six years scotched any incentive to 

sock away 8% of income. As households 
spent, they also took on large amounts of 
debt. Cash went into mortgage payments 
for overpriced housing, and the savings 
rate dropped to near zero.

Which was fine until asset prices col-
lapsed. Even now it’s hard to fathom that 
$6.3 trillion in financial assets and more 
than $5 trillion in real estate value van-
ished in the 24 months between late 2007 
and late 2009. The popular delusion of as-
set price infl ation as a savings substitute 
disappeared in tandem, as did millions 
of jobs and the portion of the economy 
sustained by private debt growth. When 
people stopped spending and borrow-
ing, the government cut interest rates and 
pumped $1.6 trillion of deficit spending 
into the economy. This was the Great Re-

cession, and it led to the current sharp rise 
in household savings, the first increase 
since the FIRE economy took hold. 

One Step Forward, 
One Step Back
The reality is, households are using their 
savings to pay off  the massive amounts of 
debt they accumulated even before their 
net worth declined a staggering $11 trillion 
over 2008 and 2009. The money is not go-
ing under mattresses or into bank accounts, 
from where it will emerge one day to jump-
start the economy. It’s actually subsidizing 
the previous boom, which was built on debt 
and the presumption that assets would al-
ways cover that debt.

The fact that savings are a mirage is 
made worse by the simultaneous credit 
crunch. Credit card and auto loans have 
become much more difficult to get. Fed-
eral Reserve data show year-over-year de-
creases in those types of consumer loans 
(revolving credit)—a phenomenal devel-
opment. (See the exhibit “Looks Like Prog-
ress—But It’s Not.”) That hasn’t happened 
since records began, in 1969.

So Americans continue to pay off  their 
debt, and they’re unable to borrow as freely 
as before. The net effect misleadingly 
shows up in the statistics as an increase in 
the savings rate. 

Banks can loosen lending policies to al-
low people to borrow and spend again—but 
for that to solve anything, consumers must 
be extremely judicious in how they take on 
and use their debt. It’s more likely that con-
sumer debt levels will rise again as individ-
uals stretch themselves to aff ord what they 

WHAT CONSUMERS WANT NOW

In response to their dwindling net worth, constricted credit, the weak labor market, 
and high energy prices, people will now think more carefully about how they spend 
their income. They’ll look for well-made products that retain value—that is, they’ll 

“invest in” rather than consume goods—and make fewer show-off  purchases. They will 
fear obsolescence, whether from poor quality or from a lack of innovation.

What should companies do? Emphasize the reliability of cars, washing machines, 
and other big-ticket items, as well as the added value of service agreements. Promote 
upgrades for computers and peripherals. Draw consumers’ attention to the durability 

of shoes and clothing. Talk up the long-term health benefi ts of sports-club member-
ships and diet supplements. And remember that buyers will prefer a high-quality 

down-market product over a low-quality upmarket one.  —E.J.

Emphasize reliability, durability, 
and long-term benefi ts.

People save more when their banks reward 
them with the chance to win cash prizes.

CONTINUED FROM PAGE 19

IDEA WATCH

20    Harvard Business Review   April 2010

1075 Apr10 IW anchor layout.indd   201075 Apr10 IW anchor layout.indd   20 3/16/10   2:57:21 PM3/16/10   2:57:21 PM



want. Alas, this will drive the reported sav-
ings rate back down. By the end of 2010, I 
expect it to dip below 3%. Then, any drop in 
asset values will set off  the debt trap. We’ll 
again see a rising savings rate and tightened 
lending, followed by loosened lending and 
a declining savings rate. The recovery will 
become a series of starts and stops: promis-
ing progress, periods of retreat.

Japan provides a glimpse of what may 
lie ahead for the U.S. Although Japan once 
enjoyed famously high savings, the rate fell 
as asset prices climbed during the country’s 
great stock and real estate booms. After the 
collapse in 1990, the savings rate rose for 
about a year before resuming its downward 
trend. Japan entered the Lost Decade and 
has since drifted in and out of recession.

Where does all this leave corporate 
America? With a lot of domestic consum-
ers who can’t aff ord as much stuff  as before. 
They’ll be maxed out on loans, they won’t 
be able to borrow as much against their 
homes as they once did, and many of the 
high costs that precipitated the financial 
crisis, such as energy-related expenses, will 
continue to eat away at their funds.

Hopes for a real recovery will fade. In-
creased lending will lead to decreased sav-
ings, and the cycle will start again. If the 
savings rate fails to stay high enough long 
enough for consumers to pay off  debts and 
save up real spending money, notes Gregory 
Brown, the economy will “end up treading 
water for years.”  HBR Reprint F1004B 

LOOKS LIKE PROGRESS—BUT IT’S NOT

Eric Janszen is the founder and president 
of the fi nance advisory fi rm iTulip.com. He’s 

the author of the forthcoming book The Post-
Catastrophe Economy (Penguin, 2010). 

AMONG THE PEOPLE WHO SIGNED 
UP FOR PRIZE-LINKED SAVINGS...

59%
WERE LOTTERY PLAYERS 
BUT TENDED NOT TO BE 
TRADITIONAL GAMBLERS

64%
HAD NEVER USED CERTIFICATES OF 
DEPOSIT BEFORE BUT TRIED THEM 
AFTER OPENING THEIR ACCOUNTS, 
WHICH SUGGESTS THAT THESE 
ACCOUNTS EDUCATE CONSUMERS 
ABOUT SAVINGS VEHICLES

55%
HAD NO REGULAR SAVINGS 
PLAN, WHICH SUGGESTS 
THAT THE PROGRAM 
ATTRACTED NEW SAVERS
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The percentage of disposable income that goes to household savings has risen 
during the economic crisis, after a steady decline that began in the early 1980s. 
(Shaded areas indicate recessions.) Meanwhile, revolving credit—auto and 
credit card loans—has sharply decreased. 

THE PERSONAL SAVINGS RATE BEGINS TO RISE…

…AND CONSUMER CREDIT PLUMMETS

SOURCES U.S. DEPARTMENT OF COMMERCE, BUREAU OF ECONOMIC ANALYSIS; FEDERAL RESERVE  
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