Saving is a Good Idea

by Howard and Matthew Greene

Here is a fundamental rule to govern your family’s planning for a college education: saving for college is a good idea. Putting away money early to help your children afford their college dreams should be an essential part of your family financial planning and budget process. 

There are several reasons why savings are important. First, having some money in the bank will help you afford more college options when it comes time to pay for school. Second, savings will show colleges that you are serious about getting your degree, and will allow them to spread their financial aid budget around, and offer you a partial financial aid award. Third, it is better to save a little regularly and put the power of compounding interest to work for you than it is to borrow too much for college and pay back interest over a long period of time. 

All savings options are not equal, and are not viewed the same by colleges or the government when evaluating your financial need for college. We encourage you to consider tax-advantaged savings accounts, such as the state-sponsored 529 Plans. These allow you to put a lot or a little away in accounts held in a parent’s or other person’s name for a child beneficiary. When it comes time to apply for aid, the money in these accounts is considered a parental, not a child savings asset, and thus (at least under current rules, which may change) a smaller percentage of the money is expected to be used for college in the financial aid formulas. Explore your state’s department of education Web site, as well as the sites of some of the financial institutions sponsoring 529s and independent organizations evaluating them to learn about and assess whether and which 529s might work for your family.

There are many savings options available to you in addition to 529 Plans. These include U.S. Savings Bonds, money market accounts, mutual funds, and individual stocks. Read carefully about the pros and cons of various savings vehicles, and consider talking with a certified financial planner or accountant about which options make the best sense for you and your family. Remember, though, that currently college prices are increasing at a rate higher than inflation, so interest on your savings should beat not only the Consumer Price Index measure of inflation, but also average increases in college costs. 

Most students in America attend institutions that have sticker prices below $8,000 per year, since most enroll in public colleges and universities. If you are, like most Americans, a middle-income family, and you save regularly over an extended period of time, you may be able to cover the full cost of an in-state public university for your children. Or, if you are, like most Americans, only able to save part of the total cost for your child’s education, you can significantly lower the amount you or your child will need to borrow. Perhaps you can save enough to cover the difference between what a college or the federal or state government provides you in need- and merit-based grants. Savings means flexibility and choices. Review carefully your savings options, but start from the premise that the debate is over how, not whether to save for college.

