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І.      Introduction

People consume to satisfy their wants and needs. The urge to consume is sometimes too great for citizens to save for the future, which is why it is important to balance individual wants and needs. It is important for the government to promote savings because it drives economic growth. The government provides public services to minimize the amount of money citizens are forced to pay for needs. This is called fiscal policy. The government also manages the money supply to avoid inflation and attain economic growth and full employment. This is called monetary policy, and is mostly accomplished by changing interest rates. 
1. Our Personal Savings Data

2. Consumption and Savings

3. Time Series of U.S. fiscal and monetary policies

ІІ.       Personal Savings Data
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At the end of the month, our group has an average of $136 remaining (Table 1). Many Americans are obsessed with consuming instead of conserving. Instead of putting away money for future use, Americans simply spend all their money as soon as they earn it. By cutting down on the unnecessary items which we consume (Table 2) we can develop savings. To facilitate saving and investing this surplus money, one suggestion includes investing in a money market account. A money market account is a savings account with a high interest rate with a restriction on the number and size of withdraws in a certain period, usually monthly (Investment Choices). This way you can reduce how much money is spent while at the same time taking advantage of interest rates. However, this is clearly not the only way. Aside from investing in a money market account, you could invest in the stock market, government bonds, mutual funds and real estate. Government bonds would be a wise investment for retirement because of their low risk and profitable return rate. If we choose to invest in government bonds we would expect a 6.73% interest rate per year when purchasing I-Bond as of April 2006 (I Bonds). If we choose to invest our average surplus money per year of $1632 in ten years our money would be worth $3130. This is a profit of $1498. However, the average inflation rate of 2.5% per year has to be considered when looking at the value of our money. 
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IV. Time Series
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ІІІ.          Analysis of Consumption and Savings

1- 
Based on the information mentioned above, and using the same formula we used earlier , if we take the $ 136 we save every month and invest it in the government bonds at 6.73% rate of return it will be worth $32651 in 46 years, roughly at the age of 65, assuming all taxes are 0% and there is no inflation.  Using the calculator (what will it take to become a millionaire?) from the website fool.com and using the same inputs and assumption we will make a million in 56 years at the age of 75. If we wish to have a million in hand at the age of 65 we need to do one of the followings: 1- increase the amount you we invested now to $ 22.489, or 2- increase our monthly investment to $ 268, or 3- achieve a rate of return of 8.72% (Foolish calculators).  Looking at our current situation as students, neither option 1 or 2 seems possible, rather we should find another option for investing that offers a greater rate of return. Such a large rate of return is usually offered by the stock market. The current average rate of return for the stock market is at 10% (Stock Market). If we invest in the stock market at a rate of return of 9% and $ 136 a month we will have the million in 46 years. However, adjusting to the inflation rate of 2.5% that one million will be worth $333,311 in real value and purchasing power (Foolish calculators). Looking at the previous givens it seems that this is a losing investment because we are loosing more than half of the million nominal value, not mentioning the risk involved in investing in the stock market. The recent trend in investment is investing in gold. Investing in gold is a wise choice because it is cheaper than stocks, yet safer and more valuable during the inflation; gold stocks rise during inflation (Sjuggerud).  The price of gold has more than doubled since April 2001 against the U.S dollar and the demand of gold is rising by 11% from the electronics industry, 19% by jewelry and 21% by dental industrial, with not enough supply gold makes the best investment (Gold as an Investment). The easiest way to invest in gold is by gold stock mutual funds (Sjuggerud). 

2- 
Spending and saving are two major things we use with our monetary devices. Spending Money is giving it up. Once you spend your money it is gone. Saving is “the act of not consuming all of one’s income (Miller 265-267.).”  The benefit of spending money is being able to consume goods that you need and want. The benefit of saving is that you can have the money in the future. In the case of an emergency or lack of income you will be able to fall back on the money you have saved.  Consumption is a component of spending, when you spend money you are consuming goods. Investment is spending money today on a good that will enhance your income in the future. Accordingly, the extra income in the future could be extra income put into your savings. Dissaving is when your income can not reach your planned amount of savings. Signs of dissaving is going into debt or using some existing wealth (ex. Selling house). The savings rate in 2005 was –.5% (Waggoner), the negative means we spent more than we made in 2005. The savings rate has been decreasing since the 1980”s, the 1984 rate of savings was 11%. In 2001, the rate was 1.5%, 2002, 3% (Remarks by Vice Chairman). The graph (Figure 1) of savings rate in the appendix shows the trend in savings from the 80’s till present time.

3- 
“In economics, personal saving has been defined as personal disposable income minus personal consumption expenditure. In other words, income that is not consumed by immediately buying goods and services is saved. Other kinds of saving can occur, as with corporate retained earnings (profits minus dividend and tax payments) and a government budget surplus” (Savings).  Savings is important to the economy because it contributes to economic growth.  Savings, along with productivity, education, resources, and technology, are the five factors that cause changes in economic growth.  If people save more today, they will have more money to consume in the future.  Savings directly affects the aggregate supply curve in the economic model.  An increase in savings causes a rightward shift and a decrease results in a leftward movement of the aggregate supply curve, both long run and short run.  Based on the data from question two, the savings has decreased dramatically since 1984.  This decrease in savings, or rise in consumption results in a shift in the aggregate supply curve (Figure 2).   This is a leftward, or decrease, in the aggregate supply.  When savings decreases, there is more consumption.  Increases in consumption result in an increase of aggregate demand.  When demand increases, there is an increase in prices, output, and employment.  
4-
401(k) plans are sponsored by employers to help their employees save for retirement. There are two main different types of 401(k) plan, trustee-directed and participant-directed. In trustee-directed plans, the employer will appoint trustees to calculate how much will be invested. In the more common participant-directed plans, the employee has a choice of plans. This generally involves an assortment of mutual funds such as bonds, stocks and money market investments (401 (k)). An Individual Retirement Account, referred to as IRA, is another type of retirement plan. Individuals can set away money each year into an IRA, and benefit from exemption from taxes (Individual Retirement Account).  The government encourages investments into 401(k) and IRA retirement plans by making the earnings tax free. This provides a large incentive for working men and women to invest in highly profitable savings plans for retirement. The opportunity cost of having countless unorganized and broke retirees which all go on welfare if much too high. There is a tax penalty of 10% for each of these plans if the owner chooses to withdraw money before he reaches the age of 59 ½.   Long-term, non-retirement investments such as stocks, bonds and mutual funds are taxed differently. The tax on these investments is called Capital Gains Tax. There are three different holding periods which determine how much the tax will be. Capital assets sold within the period of a year are taxed at a normal rate. Assets sold after one year are given a tax break. Assets held more than five years are given an even larger tax break (Lewis). 

The Jobs & Growth Tax Relief Reconciliation Act of 2003 reduced the rates on dividends and capital gains. This act decreased taxes from rates of 8%, 10%, and 20% to 5% and 15%. The taxes put on those in the 0-15% tax bracket will be eliminated by the year 2008. Similar to the zero tax incentive for 401(k) and IRA, the deduction of tax rates on Capital Gains will encourage more investments. The increased investments will help drive businesses and the overall economy, while providing investors greater financial gain (Jobs and Growth Tax Relief). The government should increase interest rates to encourage more savings. A higher rate of interest will encourage citizens to invest more money and reap higher profits. This will drive economic growth and will shift the LRAS and SRAS curves to the right. An increase in savings will cause the aggregate supply curve to shift to the right. Aggregate demand is not directly affected by savings. (Figure3).  In addition, our group also believes that if the government allows citizens to split their tax refund into more than one account that would also encourage savings. As it is, tax refunds can only be put into a single account. Given the choice to save or consume with this money, most of it is going towards immediate spending. If the government allowed citizens to put some of this money in their 401(k) or IRA accounts and some into their pockets, savings would dramatically increase at no cost to the government. 

5-
The Federal Reserve -the Fed-, a system set up by Congress in 1913 by the Federal Reserve Act (Federal Reserve), has several responsibilities regarding our nation’s monetary funds and policies. The Fed impacts our savings as a nation by setting interest rates, or the price a borrower pays to use money he doesn’t own. In turn, this also creates extra revenue for lenders, who, in essence, get paid to lend their money. This control over the rate of interest helps the Fed grasp a stronger hold on economic variables such as Investment, Inflation, and Unemployment. (Interest Rate). The Fed, by changing the interest rate either up or down, can influence how much the public will either save or spend. Increasing the cost of borrowing money, in other words, increasing the interest rate will cause consumers to save more than they spend. On the other hand, if borrowing money doesn’t have that great of a cost, consumers will be more willing to spend and pump more money into the economy (Kroeger). The current Federal Funds rate is 4.75% (Fed Alert) (Figure 4). Since 2000, the rate has changed from a high of 6.50% on May 16, 2000, to a low of 1.00% on June 25, 2003, and has since been steadily rising to its current level of 4.75% (Open Market Operations). (Table 3) .It has changed like this because our economy experienced a little bit of a recession. In 2000, the economy was strong, so in order to reduce spending our rates were high, when the economy started to stall the fed increasingly lowered our interest rates to encourage borrowing and spending. Now that our economy is improving, our interest rates are steadily rising once again. In order to encourage savings, the Fed should raise interest rates. 

IV.     Time Series

The fiscal and monetary policy changes in from 2001-2003 and 2004-present have affected the three variables of the time series graph; employment rate, real GDP and personal expenditure considerably (Figure 5).  For instance, in 2000 and 2001, interest rates were lowering rapidly. The economy followed suit and, after a little bit of lag time after the new policies were set, spending and economic growth soon followed. The policies that our government put forth directly affect our nation’s economy, and the graph is a prime example. 
V.    Conclusion
In the future, the savings rate will basically follow whatever the Fed deems necessary. Through monetary and fiscal policy, the government has a lot of control over what consumers will do. In the short run, the savings rate should follow its present rate, level off, and start to decline again, following the business cycle. Increasing one’s own savings really isn’t difficult. All that it takes is a goal, and a decent amount of discipline. The trade-offs for a little bit of saving aren’t too great, if you can see past the short run and its well worth it. Fiscal policy has the largest effect on savings because it takes into account the consumer psyche and how human nature works.  
 
The human race has needs and wants that will never be fully satisfied.  The most satisfying thing for a person to do is live in the moment and spends now, not save and hold onto money and assets that could be satisfying those wants now.  The urge to consume needs to be suppressed in part in order to save for the future because not only is it beneficial on a personal status to save, but it’s valuable for the economy on a whole. 

VII.   Appendix

	Brandon
	Fatemah
	Francis
	Jarrid
	Lincoln
	Average

	$30
	$ 500
	$60
	$50
	$40
	680/5 =

$ 136


.

Table 1: How much we have at the end of the month.

	HOW OFTEN DO YOU DO THE FOLLOWING?
	COST

	Product or Service
	How Often Used
	Monthly Cost x 12 
	=Yearly Cost 

	Hair Care  (example)
	4 Times/Month
	$100.00 x 12 =
	$1200.00

	Nail Care
	 0
	 0
	 0

	Dry Cleaning
	 0.8 / m
	$ 5 x 12 =
	 $60

	Eating Out
	 3.8/m
	 $34.2 x 12= 
	$ 410

	Cell Phones/Pagers
	 0.2/m 
	 $10.0 x 12= 
	 $120

	Vending Machines
	 2.6/m
	 $3.64 x12=
	 $43.68

	Snacks
	 4.4/m
	$23 x 12 = 
	  $276

	Music CDs/Tapes
	 1.2/m
	 $ 33 x 12= 
	 $396

	Cigarettes/Alcohol
	 9/m
	 $73 x 12 = 
	 $ 876

	Brand Name Clothes/Shoes
	 2.2/m
	$ 50 x 12 = 
	  $600

	Video Rentals
	 0.4/m
	$2 x 12=
	 $ 24

	Cable Television
	 0.4/m
	 $25 x 12 = 
	  $300

	Movie Tickets/Snacks
	 0
	 0
	 0

	Pay-Per-View Television
	 0
	 0
	 0

	Bingo/Video Poker/Lottery
	 1.8 / m
	 $15.3 x 12=
	 $183.6

	Video Purchases
	 0
	 0
	 0


Table 2: Work Sheet “So Where’s the Money?” from Rutgers Cooperative Extension, Unit 3: Finding Money to Invest


  Figure 1: Saving Rates 1984-2005


Figure 2: Dissaving effect on the aggregate supply curve.


Figure 3: Positive Saving affect on the aggregate supply curve.


Figure 4: Federal Funds Rate Aug 2004- March 2006

Source: Bankrate, Inc, Fed Funds Rate:2006
	Change
(basis points)

	Date 
	Increase
	Decrease
	Level
(percent)

	
2006
	
	
	

	March 28
	25
	...
	4.75

	January 31
	25
	...
	4.50

	
2005
	
	
	

	December 13
	25
	...
	4.25

	November 1
	25
	...
	4.00

	September 20
	25
	...
	3.75

	August 9
	25
	...
	3.50

	June 30
	25
	...
	3.25

	May 3
	25
	...
	3.00

	March 22
	25
	...
	2.75

	February 2
	25
	...
	2.50

	
2004
	
	
	

	December 14
	25
	...
	2.25

	November 10
	25
	...
	2.00

	September 21
	25
	...
	1.75

	August 10
	25
	...
	1.50

	June 30
	25
	...
	1.25

	
2003
	
	
	 

	June 25
	...
	25
	1.00

	
2002
	
	
	 

	November 6
	...
	50
	1.25

	
2001
	
	
	 

	December 11
	...
	25
	1.75

	November 6
	...
	50
	2.00

	October 2
	...
	50
	2.50

	September 17
	...
	50
	3.00

	August 21
	...
	25
	3.50

	June 27
	...
	25
	3.75

	May 15
	...
	50
	4.00

	April 18
	...
	50
	4.50

	March 20
	...
	50
	5.00

	January 31
	...
	50
	5.50

	January 3
	...
	50
	6.00

	
2000
	 
	 
	 

	May 16
	50
	...
	6.50

	March 21
	25
	...
	6.00

	February 2
	25
	...
	5.75


Table 3: Intended federal funds rate, Change and level, 1990 to present: The Federal Reserve Board, Open Market Operations: 2006



Figure 5: Time Series (Depicted by the % of change)
VI.    Division of Labor

The following is how we divided the labor among ourselves:
Fatemah: Question 1, cover page, references, and appendix
Jarrid: Question 2
Brandon: Question 3, 
Lincoln: Question 4, and the introduction

Frank: Question 5, conclusion, time series, and final project format.
 We worked well together and it was a nice experience.
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