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YOU'RE SAVING MORE,

BORROWING LESS, AND
PUTTING FAMILY TIME OVER
AMASSING MORE STUFF.
TWO EXCLUSIVE SURVEYS

%
7 O are worried their quality of
life will suffer in retirement

0 N
80 /0 say they re eating
at home more often

REVEAL THE FINANCIAL SLUMP
MAY HAVE AN UPSIDE:
WE'RE SMARTER ABOUT
MANAGING MONEY.

53%

of Americans
aren't sure their

) kids will be better
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o =
75/0 say time with family is
more important than ever



three years of belt-tightening, Tom Van
ater, 41, a customer information systems
ager in Stratham, N.H., has finally loosened
family budget. This year he and his wife, Alyson,
th anniversary in St. Lucia, and she bought him

m his birthday. Are these signs of a return to the free-

spending good old days, when the couple wouldn’t have hesitated to

buy the best stuff and top off one of their frequent dinners out with an
expensive bottle of wine? Not by a long shot. Today the couple, who have
three children (ages 8, 7, and 18 months), carefully plan outings. “We
treat each time as special,” Van De Water says. The family’s SUV, a
2007 Honda Pilot, was purchased off a used-car lot, and their maple
dining room set was a $900 bargain nabbed on Craigslist. “We’re more
thoughtful about how we spend,” he says. “We'’re realigning our values.”

So are a lot of people. Since 2008,
the worst economic downturn since
the Great Depression has dramati-
cally changed the way millions of
families manage their money and
their lives. Some actions were pre-
dictable, like cutting up credit cards,
clipping coupons, and suddenly
remembering that, yes, you really do
need to save for a rainy day. What
you were living through, after all,
was a downpour of financial troubles.
Now, more than three years after
the collapse of financial institutions,
stock prices, and home values com-
bined to usher in a new age of auster-
ity, enough time has passed to ask a
critical question: Which of our new-
found habits and values will really
stick, lasting even after the economy
rebounds—and which won’t?

The Great Recession officially
ended in June 2009. The recovery
has been anemic at best—in fact,
80% of Americans believe the coun-
try is still in recession, according to
a recent Gallup poll—and the threat
of a double dip hangs over us like
a swollen storm cloud. That alone
suggests that at least some of the
behavioral shifts will stay in place for
some time. “Big periods of economic
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upheaval can define a generation,”
says Paul Flatters, managing partner
of Trajectory Partnership, which
monitors consumer behavior. “Not so
much because of the depth of this re-
cession, but because of its prolonged
nature, it will have lasting impact.”

To help define the new normal,
MONEY and our sister publication
Time collaborated on a pair of wide-
ranging surveys in late summer
to explore Americans’ changing
financial values. The polls were a
follow-up to surveys taken in the
months immediately before and
after the 2008 meltdown. In dozens
of interviews, many families, like the
Van De Waters, reported that they
were relenting on knee-jerk resolu-
tions made at the height of the crisis.
After all, never ever eating out again
is probably unrealistic, and there’s
a limit to how long you’ll shop only
sales, watch free TV, and read at the
library. Still, a great many folks are
also doubling down on big behavioral
shifts like quality time with family
and saving more for retirement—
two areas where the readings today
are even higher than they were at
the deepest point of the pullback.

In the MONEY poll, one in five
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(1

| DON'T FEEL
COMPELLED TO KEEP
UP WITH THE JONESES
ANYMORE AND BUY A
FANTASTIC NEW CAR,”’

SAYS TOM.“AUSED
ONE IS FINE."

Tom and Alyson, both
41, with Ethan, 8,
Andrew, 7,a

and neighbors have swung around
to your way of thinking. The new ap-
preciation for bargains and budgets
born during the 2008 financial crisis
appears to have become even deeper
in 2011. In the MONEY survey, nearly
half the respondents said they felt
guilty when they purchased a luxury
product, and 85% spend more time
looking for deals before they buy—
higher readings than in the earlier
poll. And 83% were convinced they
would remain frugal in the future.

Two in three said their financial
priorities have changed as well.
How? Lots of folks are building an
emergency fund (57%), putting less
focus on material things (64%), and
eating at home more often (80%).
That attitude adjustment has put
a big crimp in consumer spending,
which has been flat for the past
three years, according to the Bu-
reau of Economic Analysis. “People
now think two, three, four times
before they spend,” says Flatters.
“Marketers have to convince them
the purchase is not frivolous.”

A preoccupation with value is
likely to persist in part because
the next set of consumers, young
people, have felt the squeeze too.
Dominant beliefs about how society
and the economy work are formed
from ages 18 to 25, the NBER study
found. This age group has suffered

said they were financially better off
now than they were a year ago. That
isn’t exactly a landslide of prosper-
ity. It is, however, twice the rate of
those who felt that way in the 2008
survey. Higher earners (households
with an annual income of at least
$75,000), not surprisingly, were even
more likely to report improvement,
and folks across the income spec-
trum have a higher degree of opti-
mism about their personal finances
in the coming 12 months than they
did three years ago. Far more now
have confidence they will hang on to
their house, and fewer worry that
they’ll be forced to accept a pay cut.
None of this is to minimize linger-
ing pain. Median household earnings
have fallen three years in a row, ac-
cording to the Census Bureau, and
the poverty rate is the highest it’s
been in nearly 20 years. In the Time

poll, 83% feel Americans have less
economic security than they did 10
years ago; more worry about wheth-
er they'd be able to find work if they
lost their job; and greater numbers
report dipping into college or retire-
ment savings to make ends meet
than was the case three years ago.
Collective optimism has also been
dinged. People who live through an
economic shock have far less con-
fidence in government for most of
their life, according to a National Bu-
reau of Economic Research (NBER)
study. The MONEY survey confirms
this skepticism: Only 34% were op-
timistic about the President’s ability
to restore growth, and 17% were
optimistic about Congress. True, the
survey was conducted shortly after
the August debt ceiling battle, when
many were especially fed up with
government. Still, people overall

are clearly more pessimistic about
the economy now than three years
ago—even as they are starting to
feel better about their own finances.

This split between cautious per-
sonal optimism and deep concern
for the country is one of many pro-
found shifts in financial attitudes
over the past three years revealed
in the MONEY and Time surveys.
Here are other key findings that
shed light on where Americans
stand now and where they think
they’re headed when it comes to
managing their money.

THRIFT IS IN VOGUE

Over the past three years, a taste
for designer labels—so 2007—has
morphed into a penchant for spot-
ting deals. And living within your
means has become cool again. Or
at least you’ve noticed your friends
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AN EXCLUSIVE
TIME/MONEY SURVEY
SHOWS HOW OUR
ATTITUDES ABOUT
MONEY HAVE CHANGED
AS A RESULT OF
THE SLUMPING

. ECONOMY.
PERCEPTION OF FAMILY'S
FINANCES A YEAR FROM

the sharpest income drop—median
earnings of those ages 15 to 24 fell
9% last year—and have been among
the hardest hit by unemployment.
As if that wasn’t searing enough,
many young people experienced the
trauma of watching their parents
lose their jobs and homes, take pay
cuts, or suffer big drops in home
values and retirement accounts. ARE
These kinds of setbacks leave emo-
tional scars, says James Burroughs, WE ® 2009 @ 2011
associate professor at the McIntire

SURVEY
SAYS...

PERCEPTION OF FAMILY'S
FINANCES VS.AYEAR AGO

School of Commerce. “Students saw

More people are

g%

their parents get wiped out after feeling be‘tter
working so hard,” he says. “To them, about their
finances, now and

it all seems like a futile exercise.”
So they are likely to place a lasting
value on more moderate living with

in the near future... ‘| E ] ‘| E

Better Same Worse Better Same Worse

an emphasis on relationships and
experiences. Says Burroughs: “They
have a much greater awareness that
money cannot buy happiness.”

...But we’re more worried about the country’s prospects—and about the ability of
government leaders to get the economy growing again.

FEELING ABOUT U.S. ECONOMY FAITH IN GOVERNMENT
IN THE NEXT 12 MONTHS OFFICIALS TO SPUR GROWTH

FAMILY TIME TRUMPS STUFF
In the MONEY survey, 75% said
spending time with family was more
important than ever, up from 69%
three years ago, suggesting many
folks have tried it, liked it, and are
determined to stick to it. And more
than half said they’ll continue to be

@ Optimistic @ Uncertain @ Pessimistic

2009

2011

:

THE
AMERICAN
DREAM IS
LOOKING
SHAKY

Most people think
it's tougher to get

ahead, and less than

a third think their
kids will be better
off than they are.

ACHIEVING
THE AMERICAN
DREAM NOWVS.

10 YEARS AGO

O Easier O Same

(O Harder

11% -

2008

2011

WHAT
ABOUT

02%

Talk to children

about family
finances

3%
Reduce amount

spent on gifts and
entertainment

38%
Ask children
to do chores

for money

14%

THE KIDS?
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Over the past
three years,
parents have
been talking
more and
spending less
when it comes
to their children
and money.

58%
Ask children to be
more careful in

spending money

34%

Reduce
allowance or
spending money

Children will be
worse off than me

PERCEPTIONS OF QUALITY OF LIFE FOR KIDS VS. PARENTS

WILL OUR GOLDEN
YEARS BE TARNISHED?

Many worry that they won’t be able
to retire when and as they’d planned.

Children will be B62%

better off than me Will have to stop
working later

than planned

Quality of life

won't be what
| hoped

60%
Will have to
supplement
retirement income

About the by working
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more focused on relationships than Doptbiey sameasme gﬂtfehttongt?rg
material gain well into the future. atall
Holly Rasmussen, 42, a business
consultant and divorced mother of
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THE

RASMUSSEN
FAMILY

Holly,42, with
Jade, 13, and 66
Cage, 11

IT'S IMPORTANT

FOR KIDS TO LEARN
EARLY IN LIFE THAT
JUST BECAUSE YOU CAN
AFFORD IT DOESN'T

VIEAN YOU HAV

taurant with
people being ush-
ered in and out,” she
says. “We’re in our living room and
it’s just the three of us talking about
our day. We know each other better.”
Rasmussen says the family now plan
meals and cook together often. She
figures her quality time with the
kids has doubled.

She’s also teaching them to be
smart about money. Like the 58%
in the MONEY poll who are asking
their offspring to be more careful
about what they spend, Rasmussen
now puts the children on a budget
when they go shopping, giving them
a limited amount to spend as they
see fit. She says, “Almost instantly
they went from wanting the best of
the best to, ‘Hey, look at these five
shirts I can get on the sale rack.”

INVESTORS ARE WARY

Despite the market’s volatility over
the past three years, investors aren’t
abandoning stocks, and most don’t
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expect big price drops in the
near future. That’s particularly

true among higher earners; just 16%
of families earning $75,000 or more
believe the market will be lower a
year from now. Investors, however,
aren’t reverting to big bets on tech
and other highfliers. Instead they’re
hunkering down, looking for ways to
minimize losses down the road. Half
of affluent families have focused on
diversifying their assets over the
past three years, the MONEY sur-
vey found. A telling 43% said they
were more concerned with capital
preservation than gains, and nearly
30% said this shift is permanent.

That describes Richard Anklin’s

revamped strategy to a tee. Anklin,
64, and his wife, Sharon, 65, both
retired, built a $1.3 million nest egg
during 30-plus-year careers working
at Ford by investing largely in stocks
and sticking with them through
the ups and downs of the market.
Though their investment mix was
aggressive for their age, they stayed

the course through the recent down-
turn—their stocks lost 40% after the
2008 crash—expecting their portfo-
lio to bounce back, as it had so many
times before. But three years later,
their holdings are still down sharply.
Worried by the duration of the
downturn and their advancing years,
the couple is now making major
shifts in their portfolio. They’re dial-
ing back on stocks and have annui-
tized part of their savings to produce
steady income—smart moves since
they’re in retirement. As a result,
though, their projected income from
their investments has dropped by
a third, and Richard is concerned
about whether he and Sharon will
be able to maintain their standard
of living and help put four grandkids
through college as he planned. “But I
had to do it,” Richard says. “I had to
protect my principal.”

AUSTERITY HAS EASED UP
Debt played a big role in getting the
country into this mess, and elimi-
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nating debt, on both a national and
personal level, seems key to get-
ting out of it. Washington may be
stuck on figuring out the first part,
but families are bent on cleaning
up their own balance sheets. The
credit bureau TransUnion reports
that credit card debt this year has
fallen to a near decade-long low,
averaging $4,700 per borrower. In
the MONEY poll, 62% said they are
intent on paying down their credit
cards—a far greater number than in
the 2009 survey. “People are putting
their heads down and systematically
paying off debt in ways I've not seen
in 30 years,” says Mark Cole, chief
operating officer of CredAbility, a
nonprofit credit counseling agency.
Lately, though, there has been
some backtracking. Even as they’re
paying off cards, people seem more
willing to use them: In the MONEY
survey, only 43% say they no longer
carry a balance, down from 63%
three years ago. Just-released Fed-
eral Reserve data also show a spike
in charging by consumers during
the second quarter, although credit
card debt overall remains sharply
lower than 2008’s record levels.
Saving rates show a similar pattern:
Currently 5%, they’re down from a
post-crisis peak of 7.1% in May 2009
but still way better than the near-
zero rate of pre-recession days.
What'’s going on? Some experts
believe consumers are finally finding
a sustainable middle ground. After
all, it’s tough to live like a monk for-
ever. Case in point: Karen Dhanie,
38, whose family cut way back on
everything from groceries to vaca-
tions after she was laid off in 2009
from her job in regional sales with
Citigroup. Now working for Home
Depot in Orlando, Dhanie says she
and her husband, Harry, 43, a man-
ager at a national pharmacy chain,

got fed up with a lesser cellphone
plan and upgraded. She no longer
drives out of her way to get a better
price on everyday purchases. But,
she says, “we still are very con-
scious about what we buy. We’re not
splurging like before. Our vacations
are less luxurious. We plan ahead.”

WHY NEW HABITS WILL LAST
Cole thinks families like the Dhanies
will stick with the program. Consum-
er willingness to spend and borrow,
he says, is a function of job security
and confidence in the economy, both
abysmally low now and likely to stay
low for a long while. He says shed-
ding debt is like quitting cigarettes.
Once you kick the habit, you get
religion and strive not only to avoid
future debt but also to pass this wis-
dom on to your kids. Robert Kaplan,
a professor at the Harvard Busi-
ness School, agrees, noting a rare
double whammy: Both government
and consumers are pulling in their
horns. “This creates enormous
economic headwinds,” he says.
Not everyone sees all the
changes as lasting. Scott
Hoyt, an economist at
Moody’s Analytics who has
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studied the recession’s effect on
consumers, believes people gener-
ally will continue to save more and
borrow less, but that they’ll start
spending again once the economy
get stronger. “Consumers make
these changes cyclically,” he says.
He notes that restaurant spending
perked up as the economy improved
last year, only to fall off a cliff again
when things got dicey this summer.

What's clear: The longer tough
conditions continue, the more folks
accept it as normal, which in turn
serves to cement their new values.
“There’s a huge shift of people who
now say this is the way it’s going to
be forever—or at least a long, long
time,” says Carl Van Horn, a profes-
sor of public policy at Rutgers.

WHAT YOU SHOULD DO NOW
The MONEY survey results suggest
a few smart financial moves you
should make now. Among them:

THE

ANKLIN oo

FAMILY

Richard, 64, and
Sharon, 65

AS INVESTORS,
WE HAVETO
PLAY IT SAFER”

SAYS RICHARD.
“WE DON'T HAVE
TIME TO RECOVER
FROM ANOTHER
40% LOSS.”
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WE LIMIT DINING
OUTTOSPECIAL ¥
OCCASIONS;SAYS %
KAREN. “BUT IF WE DO GO
OUT, WE PICK A NICE
PLACE AND ENJOY
OURSELVES."

DON'T PLAY IT TOO SAFE
More than four of 10 re-
spondents said they’d feel
better with their money under the
mattress than in the stock market.
Yet focusing too much on avoid-
ing losses rather than growing
your portfolio may leave you short
of your long-term financial goals,
warns Dwight Raiford, a senior
financial planner at MetLife in New
York. “If you're already investing
for the long term, there’s no need
to get more conservative,” he says.
Remember, too, that the surest way
to boost your nest egg is to pump up
the amount you're saving—and to con-
tinue saving through thick and thin.
FIND THE HAPPY MEDIUM As families
like the Dhanies learned, if you go
overboard on frugality, you won’t be
able to stick with it, or you’ll end up
depriving yourself unnecessarily.
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DHANIE

FAMILY

Harry, 43, and Karen,
38, with Felicia, 16,
and Fareisa, 3

THE

“We're not like Mr.

Spock, always per-

fectly rational,” says
Lee Baker, a planner at
Apex Financial Services.
“Sometimes we want ice

cream because it tastes good,

not because we’re hungry.”

He recommends incorporating
the occasional splurge into your
budget by setting goals and reward-
ing yourself as you reach certain
milestones. If your goal is to add
an extra $10,000 or $15,000 to your
emergency fund, treat yourself to
a massage or a round of golf when
you hit the $5,000 threshold. If you
want to pay off a home-equity line
of credit and you are making $300
monthly payments, spend $300 on
yourself once the loan is paid off.
LEAVE A PROPER LEGACY We're all
about family being more important
now. But that means more than
just spending time together. It also
means taking the steps to protect
your loved ones financially. Update

your will or estate plan. And make
sure you have enough life insurance
to cover the needs of anyone who is
dependent on your income.

“You should also write what we
call a family love letter,” says Joshua
Kadish, wealth manager at Retire-
ment Planning Group in River-
woods, Ill. “This spells out where
everything is and what your wishes
are.” The letter should explain why
you left what you left, and what you
hope will happen to personal items
that carry emotional significance.
You might also use the letter to ex-
press your desire, say, that someone
in the family carry on with your
mission to save the whales.

The idea is to minimize stress
and conflict among your loved ones
once you have died, and to leave
them a legacy that’s less about the
stuff you've got and more about
what you believe in. The findings of
the MONEY and Time surveys sug-
gest that goal meshes perfectly with
Americans’ new financial values. m
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