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Why so many Americans live paycheck-to-
paycheck and how to break the cycle

How to stay ahead of your debt

The high cost of tapping your retirement 
savings early

The real cost of not having an emergency fund
Living paycheck to 

paycheck

Without emergency savings, 

every paycheck is already 

spoken for before it arrives.

An unexpected $1,500 

expense doesn't just create 

stress—it may mean:

• Missing bill payments

• Falling behind on rent or 

a mortgage

• Skipping retirement 

contributions

• Delaying necessary 

medical care

Financial stress also affects 

mental health, 

relationships, and job 

performance.

Relying on credit cards

Many households cover 

emergencies with credit 

cards.

Imagine charging a $5,000 

emergency expense to a 

credit card with a 22% 

annual interest rate and 

making only minimum 

payments.

You could end up paying 

thousands of dollars in 

interest before the balance 

is finally eliminated. Money 

that could have gone toward 

a home purchase, 

retirement, or your 

children's future instead 

goes to interest charges.

Borrowing from retirement savings

Many workers borrow from or 

withdraw money from retirement 

accounts when emergencies arise.

While this may seem like an easy 

solution, it can become extremely 

expensive.

Suppose you withdraw $10,000 from 

your retirement account at age 30 

instead of leaving it invested for 35 

years.

Assuming a 7% annual return, that 

$10,000 could have grown to 

approximately $107,000 by age 65.

In other words, today's emergency 

could cost over $97,000 in future 

retirement savings.

If the withdrawal is subject to taxes 

and penalties, the long-term cost 

becomes even greater.

Delaying financial goals

Every dollar spent paying 

interest or replacing 

retirement savings is a 

dollar that isn't helping 

you:

• Buy a home

• Pay off student loans

• Save for college

• Build wealth

Emergencies become 

setbacks instead of 

temporary 

inconveniences.
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How much should you save in your emergency fund?

How much should you save?

Financial planners often recommend maintaining 

an emergency fund equal to three to six months 

of essential living expenses.

Essential expenses typically include:

• Housing

• Utilities

• Food

• Transportation

• Insurance

• Minimum debt payments

• Childcare

Notice that this isn't your entire monthly budget. 

Entertainment, vacations, dining out, and other 

discretionary spending generally aren't included 

because these expenses can usually be reduced 

during a financial emergency.

When three months may be enough

A smaller emergency fund may be appropriate if:

• Two household members have stable jobs.

• Income is predictable.

• You have few dependents.

• Your expenses are relatively low.

When six months or more makes sense

Consider building a larger emergency fund if:

• You rely on a single income.

• Your income varies because you're self-employed or earn commissions.

• You work in an industry with frequent layoffs.

• You have children or others who depend on your income.

• Finding a comparable job could take several months.

Some households—particularly business owners or workers in cyclical industries—

may benefit from maintaining nine to twelve months of expenses.
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