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Most of us don’t respond well to scolding. There’s 
something about a condescending attitude connected to a 
wagging finger that just rubs us the wrong way. But scolders 
can’t help themselves, especially if they think they’re right. 
Which is why Karen Hube of Barron’s is compelled to tell us: 

 

Americans are lousy at personal finance. 
 

Yawn. You’ve heard it all before, right? A good chunk of the 
population doesn’t save, can’t come up with $1,000 for an 
emergency and will never be able to retire, blah, blah, blah. 

But that’s not you, is it? After all, you earn a good income, 
contribute to a retirement plan, and have a great credit score. 
You’re not the typical American household. 

Well great. But it does not follow that you’re good at personal 
finance. Hube contends there is “an almost 
universal lack of financial literacy among 
Americans” – even among those with high 
incomes. Hube quotes Spuds Powell, the 
managing director of a Los Angeles wealth 
management firm: 

“This is a much bigger problem than most 
people are aware of. I’m constantly amazed at how common it is 
for clients, even sophisticated ones, to be lacking in financial 
literacy.”  

Making a lot of money is not proof that you are managing it 
well. 

It’s natural to think there’s a correlation between high income 
and better financial management. But in truth, the only thing that 
distinguishes high-earners from the rest of the financially 
illiterate is their ability to pay for their mistakes. 

And this illiteracy is not about obscure tax issues or unique 
investment opportunities. Rather it is ignorance regarding 
some of the most fundamental issues of personal finance such 
as: Debt, Proper Savings Rate, Protection of Assets 
(Umbrella/Disability Ins.), Properly drafted Wills, Tax 
Consequences of 401k/IRA’s. 

 

The Student Loan Crisis 
You’ve probably heard that there’s a student loan crisis in the 

United States; too many borrowers are in default or financially 
hamstrung by their educational debt. The problem is big enough 
to be a drag on the economy, and the US government, which 
holds the majority of student loan debt, has looked at options to 
sell off these loans, even at a discount, just to get rid of them.   

So, it’s a little bit surprising to read the following headline 
from a January 2018 report by Urban Wire:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
“Affluent Households Owe the Most Student Debt” 

 Referencing a recent Survey of Consumer Finances for 2016, 
the study found that “most outstanding student debt is held by 
people with relatively high incomes.” Specifically, the top 25 
percent of households by income ($81,140 or above in 2016), 
held about half of all outstanding education debt. The top 10 
percent, those with incomes of $144,720 or higher, held 24 
percent of the debt. These numbers reflected both young adults 
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who borrowed for their own education, as well as parents or 
grandparents who borrowed to help children or grandchildren. 

The authors of the report acknowledge these numbers “do not 
mean that most student loan borrowers are less well off than 
those without student debt... (but) most outstanding student debt 
is held by people with relatively high incomes.” 

If you think there is a positive correlation between income 
and financial literacy, you might also conclude that student loans 
are a savvy strategy. That’s a tough position to justify. 

Student loans are arguably one of the least desirable 
borrowing options, notwithstanding the typically low interest 
rates. Educational debt is very speculative; most students enter 
college with vague educational goals, and no assurance that the 
career that follows will produce enough income to make 
borrowing a profitable proposition. Further, student loans have 
few options for relief. They generally cannot be discharged in 
bankruptcy, forgiveness options limit employment choices, and 
other provisions, like forbearance, only prolong the financial 
agony instead of alleviating it.  

Despite low interest rates, the large amount of debt and the 
corresponding monthly payments are a burden, even for 
graduates who earn substantial incomes; many of the financial 
milestones of adulthood, such as marriage, buying a home, or 
saving for retirement, are either delayed or foregone because of 
too much debt.  

The fact that high-income families hold the most student-
loan debt is not indicative of their financial literacy.  

So why do so many wealthy American households use 
student loans? A plausible explanation: high-income households 
simply have enough money to absorb the consequences of their 
financial ignorance. 

But as more students accumulate larger debts, even the 
institutions which directly benefit from student loans are 
recognizing that students need to be better educated about 
personal finance, and debt in particular.  

 

Even Harvard Is Now Teaching Personal Finance 
Here’s the opening sentence from a May 2019 Wall Street 

Journal article: 
 “Elite universities haven’t typically focused on personal 

finance. That is starting to change, thanks in part to rising 
debt levels for young Americans and growing anxiety about 
their economic futures.” 

The article details personal finance workshops offered this 
spring to students at both Harvard and Princeton. When asked 
why there might be a need for instruction in financial basics, a 
postdoctoral research associate who participated in the 
Princeton’s Financial Literacy Day, said,  

 “We’re a generation that’s really shaped by some really 
poor macroeconomic decisions and it’s harder for us to think 
that there’s sort of exogenous progress in our lives and our 
livelihoods,” 

Translation: Our generation is living with the repercussions 
of the poor economic decisions of our elders, and it’s hard to see 
how we will make financial progress in the future.  

It might be normal for children to dismiss the wisdom of their 
parents, and blame them for their issues, but when prestigious 
universities feel the need to instruct their students on the ABCs 

of personal finance, it doesn’t suggest these future high earners 
– or their parents – have high financial intelligence.  

 

Still Yawning? You Could Be Missing Out 
Maybe you or your kids aren’t burdened by student loan debt. 

Even so, your financial literacy might be lacking. There’s a 
dieting maxim that says, “Everyone underestimates how fat they 
are, and how much they eat.” The same distortion can occur with 
our money: We overestimate how much we have, and how much 
we know. When it comes to self-assessment, we all have blind 
spots. 

You may also be comfortable paying for your inefficiencies. 
But what are you missing by not getting smarter with your 
personal finances? What if you knew cost-efficient borrowing 
and repayment strategies, and how they could improve your 
monthly cash flow? Or how a different approach to risk 
management might allow your savings to produce better income 
in retirement? Boosting your financial literacy could yield 
substantial benefits.   
 

 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

  

 

Even if you think you’re doing 
fine, why not ask your financial 
professionals? A little knowledge 
might help you do a lot better.   
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An April 17, 2019, commentary in the Wall Street Journal 
featured a 2015 study from sociologists at Cornell and 
Washington University in St. Louis that sifted 44 years of 
income data for the US population. Among its findings: 

• 12 percent of the U.S. population will have at 
least one year where their income places them in 
the top 1% of all households. 

 

• 39 percent will have at least one year of income 
in the top 5%. 
 

• 56 percent will have at least one year of income 
in the top 10%. 
 

• 73 percent will have at least one year of income 
in the top 20%. 

 
Economists often use the top 20 percent as a demarcation 
for the upper middle class. These findings suggest that 
three-fourths of American households will, for at least one 
year during their working lifetimes, be members of the 
upper middle class. Which sort of supports the idea of 
income mobility, that “moving up” is possible. 

But wait, there’s more… 
 

Only 0.6 percent will stay in  
the top 1% for 10 consecutive years. 

 

This counterpoint leads to a very profound statement about 
personal finance: 

 

Income mobility isn’t a one-way elevator. Not only do 
Americans move up, they also move down. But how many of us 
make financial plans with this reality in mind, especially when 
our elevator is going up? 

 

The Necessity of Dynamic Principles 
In any planning process, we often assume static conditions 

for some variables. In personal finance, we might project that our 
health, income, living arrangements and other factors will 
remain the same, or progress in a consistent manner.  

Deep down, we know these variables will change. But in 
pretending these factors are static, we can be seduced by an 
illusion of stability, that our static assumptions about life are 

reality. This is especially true in periods of relative affluence, 
when our income is stable or steadily increasing.  

In these moments, there is a natural tendency to adjust to our 
good fortune, even though it may be fleeting, by upgrading our 
lifestyle. We get a nicer car, take a longer vacation, buy a bigger 
house. And why shouldn’t we? If we’ve met our pre-determined 
(and static) saving objectives, doesn’t that mean we can enjoy 
the extra?  

Maybe not. Remember the reality: Americans will 
experience both periods of economic insecurity and relative 
affluence. When outcomes vary from the plan – for better or 
worse – there should be some adjustments. 

 

Dynamic Responses to a Good Year 
Considering the possibility of economic insecurity during a 

good year might be perceived as buzzkill; just when things are 
going great, someone reminds you it might rain on your parade.If 
you see it that way, it may be because the static projections you 
used as a baseline have become your reality. But your financial  
life is not static, and never will be. If you’re having a good year, 
here are a few dynamic principles you might consider. 

 

 Over-save. Suppose your static personal 
accumulation plan assumes saving 15% of income each 
year. If income exceeds expectations, it might be better 
to save 20, 25, 30% – or more. Because if your income 
takes a hit in the future, one of the first casualties might 
be the ability to save. Over-saving in good years limits 
the financial damage from bad ones.  

 

 Secure your good fortune. If you over-save, you 
don’t have to take as much risk. Ten thousand dollars 
earning 1% per year is more than $5,000 earning 
5%, and it will take 17 years for $5,000 to grow large 
enough to surpass it. A good year is a great 
opportunity to make your savings more secure.   
 
   

 Enjoy it. (But pay cash.) Some delayed gratification 
is necessary. But too much delayed gratification, 
especially in a good year, can be de-motivating. How 
can you balance the prudence of over-saving with the 
pleasure of spending?  
 

Here’s an idea: If you’re willing to pay cash, buy it. If you’re 
not, be cautious. Take the purchase of a new car. In a good year, 
$800 monthly payments for the car you’ve always wanted might 
seem doable, even though it’s double your current $400/mo. But 
what about next year, or the year after, when things might not be 
so flush? 

To answer that question, reframe the transaction. If the car 
costs $40,000, and you have the funds, are you willing to pay 
cash? If so, buy it. But if the large expenditure makes you uneasy 
because it makes too deep a dent in your long-term 
accumulations, maybe it’s better to hold off. Almost every 
luxury can be financed, but what you’re willing to pay cash to 
enjoy can be an effective psychological measuring stick for 
how much you can comfortably spend.   

 
 
 
 

 

Dynamic Principles… 
for a Good Year 
 

 

“The reality is that most Americans will 
experience periods of both economic 

insecurity and relative affluence.” 
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Are you 
having  

a GOOD 
 year? 

 

 

 
 

It may be the right time for some dynamic change.  
 


