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Budgeting Rule #2: “Save Now! Buy Later.”
Last week, Greta helped us delve into the first of three simple rules for budgeting based on Ted Boer’s book “Three Simple Rules – Guaranteed to Improve Your Finances”.  (Contact me for a copy [$6.50 includes mailing] or visit www.ThreeRules.org and download your own free copy.)  This week I’ll take you through rule #2 from the same source.  

To recap, what are those three incredibly simple, common sense rules?  

1.  Spend less than you earn.

2.  Save now!  Buy later.

3.  Know Debt.

Let’s look at rule #2. Save Now! Buy Later.

As a child I can still remember the advertising jingle: “Buy now, pay later!”  Today, the first part of that jingle is still prominent, however, the latter part is lost in the unmentioned fine print.   What used to be called MasterCharge has become MasterCard.  Any talk about paying back is too negative and might hurt sales!  This rule #2 runs in direct conflict with the modern ‘spend-like-crazy’ store-bedecked economy of today!  Practising this rule is like trying to swim against the current.  Why even our best friends are buying furniture on the “No – No – No” plan!

Though it’s not always possible to do – saving now to buy later is one of the best ways to ensure that what we purchase will be well researched, valued and well utilised!  

Saving from your income to pay for future needs is critical.  If you drive a car, each time you do, you’re wearing it down and eventually it will need to be repaired or replaced.  If you own a house, eventually the shingles start peeling off or paint starts to flake or the furnace starts to go on strike or the water heater no longer heats or holds water, etc.  Your little boy, you hope, will grow up and want to go to college.  If we don’t save for these eventualities, guess what happens: we either have to do without or we borrow money – most likely on ‘plastic’!

Saving is thinking ahead and being ready.  Without savings, you are living at the edge and vulnerable to the exploitation of high interest charges for unsecured debt.  Saving for the future is also biblical:

“The wise man saves for the future, but the foolish man spends whatever he gets.”


 Prov. 21:20 (Living Bible Version)

Ted recommends that we have a saving plan that includes three components:

a) A savings plan for emergencies

b) A savings plan for short-term needs (5 years)

c) A savings plan for long-term needs (>5 years)

a) Emergency savings: The purpose of this account is to take care of significant unplanned expenses like car repairs, broken washers and water heaters etc.  Ted recommends that we should have about 5% of our annual income in reserve, higher if we are at risk of being laid off.  You can get there by transferring 10% (preferably) from each pay period into a special ‘emergency savings account’ that you set up for that purpose.

b) Short-term savings: The goal for this special account is to enable you to pay cash for big-ticket items rather than using credit.  Think about buying your next car with cash!  Even today, you can get a better deal with cash.  How much should you save?  Begin by listing all the items that you plan or need to buy in the next 5 years.  Estimate their cost and figure out how many months to the time that you will likely need to purchase them.   Add and divide to calculate how much you should be saving monthly for each item.  The total of all the items on a monthly basis is what you should be stashing into your ‘Short-term savings account.  Try to use higher interest earning instruments such as GICs to maximise the interest earned. 

c) Long-term savings: The objective for these savings is to help you accomplish your family’s long term goals.  Included are things like your children’s education, weddings, your retirement (Registered Pensions, RRSPs) etc.  How much to save depends on what your long-term goals are.  The sooner you start the greater the benefit from compounding.

If you can save 10% of your income every month, you’ll able to establish your emergency fund first and then work on your short term and long term savings.  If it is impossible or a major struggle for you to save 10%, then a likely culprit is the debt you are carrying now – something that Greta will write about in this column in the next issue.

· Stewardly Tip: Are you an impulse buyer?  Admit it and deal with it head on!  Stay out of the places that tempt you the most.  Put your credit cards in a container of water and put it in your freezer.  Ask yourself, do I really need this?  Consider how many hours of net take-home pay it takes to make the purchase and try to find satisfaction in an alternative non-purchase way.

Readers:  Share your ‘Stewardly Tips’ so that we all can make better use of the resources God has entrusted to us.  Submit your suggestion and your contact information so that we can acknowledge your contribution or ask for more details.

Next issue: “Budgeting Rule #3: Know Debt”

