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How to Save Money
o1

Spend money on absolute essentials first. When it comes to spending money, there are some things
that you absolutely, positively cannot do without. These things (namely, food, water, housing, and
clothing) are your first priority when it comes to spending your cash. Obviously, if you become homeless
or suffer from starvation, it becomes very, very difficult to meet the rest of your financial goals, so you'll
want to ensure that you have enough money to cover these bare minimum requirements before
devoting money to anything else.

e However, just because things like food, water, and shelter are important doesn't necessarily
mean that you have to splurge on them. For instance, cutting down on the amount that you go
out to eat is one easy way to drastically reduce your food expenses. Along the same lines,
moving to an area with cheap rent or home prices is a great way to spend less on housing.

e Depending on where you live, housing costs can eat up a large chunk of your income. In general,
most experts recommend against agreeing to any housing arrangement that will cost more than
one-third of your income.

121

Next, save for an emergency fund. If you don't already have an emergency fund with enough money in
it so that you can survive if you suddenly lose your income, begin contributing to one immediately.

Having a reasonable amount of money stockpiled in a secure savings account gives you the freedom to
comfortably sort out your affairs in the event that you lose your job. After you cover your essentials,
you'll want to devote a chunk of your income to building up this savings account until you have enough
saved to cover about 3-6 months of living expenses.

e Note that living expenses can vary based on the local financial climate. While it's possible to
survive on $1,500 for a few months in Detroit or Phoenix, this might not even pay one month's


http://www.wikihow.com/Save-Money#_note-12
http://www.wikihow.com/Create-an-Emergency-Fund
http://www.wikihow.com/Image:55117-19.jpg

rent for a cheap apartment in New York City. If you live in an expensive area, your emergency
fund will naturally need to bigger.

e Besides giving you the peace of mind of knowing that you'll be OK in the event of career
difficulties, having an emergency fund can also earn you money in the long run. If you lose your
job and you don't have an emergency fund, you may be forced to take the very first job you're
offered, even if it doesn't pay well. On the other hand, if you can survive without working for a
while, you can afford to be much pickier and potentially land a better-paying job.

Next, pay off your debt. Left unchecked, debt can seriously derail your efforts to save money. If you're
only making the minimum payments on your debt, you'll end up paying much more over the life of the
loan than if you had paid it off more quickly. Save money in the long-term by devoting a good chunk of
your income to debt payment so that you can pay off your debt as quickly as possible. As a general rule,
paying off your highest-interest loans first is the most effective use of your money.

e Once you've covered your essentials and built up a reasonable-sized emergency fund, you can
safely devote almost all of your extra income to paying off your debt. On the other hand, if you
don't have an emergency fund, you may have to split your extra income up so that you use a
portion to pay off your debt each month while simultaneously diverting some into your
emergency fund.

e If you have multiple sources of debt that are proving overwhelming, look into consolidating your
debts. It may be possible to roll all of your debts into one loan with a lower interest rate. It's
important to note, however, that the repayment schedules for these consolidated loans can be
longer than those for your initial debt.

¢ You may also want to try negotiating with your lender directly for a lower interest rate. It's not
in your lender's best interest to let you go into bankruptcy, so s/he may agree to a lower
interest rate in order to allow you to pay off the loan.
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e For more information, see How to Get Out of Debt.
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Put away money next. If you've established an emergency fund and paid off all (or nearly all) of your
debt, you'll probably want to start putting your extra money in a savings account. The money you save
this way is different from your emergency fund — whereas you'll want to avoid dipping into your
emergency fund unless you absolutely have to, your normal savings are available for big, important
purchases, like repairs to the car you use to drive to work. However, in general, you'll want to avoid
using your savings so that, over time, your total savings grow. If you can, try to devote at least 10 -15%

of your monthly income to your savings starting in your 20s — most experts agree that this is a healthy

goal

e When you get paid, it can be tempting to immediately make an impulse buy. To avoid this,
deposit your savings into an account as soon as you get paid. For instance, if you're trying to
save 10% of your income and you get a paycheck for $710.68, immediately deposit 10% (find
this by moving the decimal point one space to the left), or $71.07. This practice can help you
avoid unnecessary spending and accumulate a good amount of money over the years.

e Aneven better idea is to automate as much of the saving process as possible so that you don't
even have the tempting money to begin with. For instance, talk to your employer about setting
up an automatic deposit system through your bank or with a third-party app. This way, you can
transfer a set amount or percentage of each paycheck to a checking or savings account without
having to make any extra effort.
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Next, spend on smart non-essentials. If, after adding a healthy amount of your income to your savings
each month, you have extra money left over, you should consider making certain non-essential
investments that can improve your productivity, earning potential, and quality of life in the long run.
While these types of purchases aren't essential in the way that food, water, and housing are, they are
smart long-term choices that can end up saving you money over time.

e For example, buying an ergonomic chair to sit in while you work isn't absolutely essential, but it
is a smart long-term choice because it allows you to do more work while minimizing back pain
(which, coincidentally, can be expensive to treat if it develops into a serious problem). Another
example is replacing your home's old, troublesome water heater. While the old one may have
sufficed in the short term, buying a new one means you won't have to spend money on repairs
when the old one breaks, saving money in the long run.

e Other examples include purchases that allow you to get to work for cheaper, like monthly or
yearly public transit passes, tools that help you work more effectively, like a phone headset if
you're in a job that occupies your hands, and purchases that make it easier for you to work, like
posture-improving gel inserts for your shoes.
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Spend on luxuries last. Saving money isn't all about living hard and lean. When you've paid off your
debt, established an emergency fund, and spent money on smart purchases that pay off in the long
term, it's OK to spend a little money on yourself. Healthy, responsible luxury spending is one way to stay
sane while working hard, so don't be afraid to celebrate getting your financial situation in order with a
reasonable luxury purchase.

e Luxuries include anything that's not an essential good or service and provides little or no long-
term benefit. This broad category can include things like trips to expensive restaurants,
vacations, new vehicles, cable television, pricey gadgets, and m
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