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RAID ON RAINY DAY SAVINGS
· Savings fall by 14 per cent as people use reserves to meet rising living costs
· Consumer savings unlikely to recover soon due to impact of  Spending Review
· Public continue to prioritise personal debt reduction

Ordinary Britons’ savings fell by 14 per cent over the last quarter as they were hit by increased living costs and continued to pay down debt. 

Findings from the ING Direct Consumer Savings Monitor for Q3 2010 show reserves have fallen by £279 and balances now stand at just £1,771. 

The figures, the lowest since tracking began in January 2009, are the result of rising prices and static incomes1 and have been impacted by the expectation of a public spending squeeze.  

More than a third (38 per cent) of Britons drew down savings to pay household bills, while holiday expenses (31 per cent) and children’s costs during the ‘back to school’ period (11 per cent) have also stretched the purse-strings. 

Britons also used their savings to pay down debt and personal loans. Unsecured debt fell by £57 over the period with one in five (18 per cent) saying that they tapped into their reserves to cover it. This fall in savings presaged October’s Comprehensive Spending Review, according to the report. 

The public spending squeeze also means that the re-building of savings balances will be slow. More than a third (35 per cent) expect to save less over the next quarter as a direct result of the government’s decisions, while a similar number (37 per cent) think their balance won’t change. Only a small minority (11 per cent) expect to save more. 

The findings contrast with Bank of England figures, which show a two per cent rise in household deposits since the beginning of the year. This is because the ING Direct Consumer Savings Monitor focuses on ordinary Britons while Bank of England figures are strongly influenced by the wealthiest five per cent of the population, who hold a third of all savings.

In fact, an ordinary Briton has the equivalent of forty days’ pay in accessible cash at a time when it takes six months to get back into work if you lose your job.2 Young people (16-24) are particularly vulnerable, holding just £348 in savings – equivalent to less than a week’s pay.

ING Direct CEO, Richard Doe, commented on the findings: 

“These figures show us the very difficult financial choices that ordinary people face. On the positive side, Britons are absolutely determined to get their personal finances in order by clearing debt. Yet rainy day savings are falling as people use them to meet the rising cost of living.” 

And it’s not just savings levels which are dipping, but a number of confidence measures recorded by the ING Direct Consumer Savings Monitor have also begun to fall. Both confidence in income and spending power are down by five percentage points after growing for most of the last two years. 

James Knightley, ING Group senior economist said: 

“This report highlights how pressured household finances are. With the cost of living rising faster than incomes, people are having to make tough decisions on their lifestyles relative to their debts and savings. For now they are choosing to pay down debts and continue to spend at the expense of their savings.

“The government's tagline that "we are all in it together", ahead of the Comprehensive Spending Review, clearly focussed households’ minds on the tough times ahead. Despite recent corrective action, households remain heavily indebted. So, given the ominous implications from the austerity measures for household budgets it is possible that debts will continue to be paid down at the expense of saving.

“However, private sector employment is rising and if it can accelerate further, boosting household income, then it is likely that the recent decline in savings can be reversed.”

Ends

For a full copy of the latest report from the ING Direct Consumer Savings Monitor, visit www.consumersavingsmonitor.co.uk 
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Footnotes
1. Incomes have remained static since the beginning of the year (Source: Combination of Oxford Economics, ONS and FRS data to calculate median net monthly wages) while inflation, as measured by RPI has risen to a YTD average of 4.5% compared to an average of -0.5% in 2009.
2. Labour force survey to September 2010 – unemployment by age and duration.

All other figures quoted are from the findings of the ING Direct Consumer Savings Monitor. Full methodology can be found in the latest report, available at www.consumersavingsmonitor.com 

The term ‘ordinary Briton’ is used to illustrate the fact that the ING Direct Consumer Savings Ratio uses median averages for savings as the distribution of savings is so strongly skewed by the very wealthy (mean averages give figures of around £20,000).

Sampling methodology
A sample of 1,300 UK adults, fully representative of the UK adult population is recruited on a monthly basis by PureProfile, one of the world’s leading research panels, with more than 600,000 panellists worldwide. This sample contains approximately 1,000 savers (approx 25% of Britons have no savings)

The interviewees are interviewed over the same 7 day period over the last week of every calendar month.  Interviewees are asked an identical series of tracking questions every month. These tracking questions commenced in January 2009 and run on a monthly basis. This quarter’s findings come from the results of July, August and September 2010 tracking.

A further representative sample was also questioned following the government’s comprehensive spending review (questions in field 22-25 October) in order to study its effects on future financial decisions. 
