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““ WWee  eeii tthheerr   mmaakkee  oouurrsseellvveess  mmiisseerraabbllee,,  oorr   wwee  mmaakkee  oouurrsseellvveess  ssttrroonngg..    
TThhee  aammoouunntt   ooff   wwoorrkk  iiss  tthhee  ssaammee..””   

– Carlos Castenada 
 
 
 
 

POKING HOLES IN THE BUCKET 
APPROACH 
 
The following conversation is true. Only the names have 
been changed to protect the innocent. 
 

At the local café… 
 

Over breakfast, two men who meet regularly are discussing 
the merits of depositing money in a 529 plan to help pay the 
costs of their children’s college education.  

The first man (we’ ll call him Joe) says: 
  

               There’s no way I’d use that plan! In order to get the 
tax break, you forfeit too much control over the money.  

What if Junior doesn’ t want to go to college? What 
if I come across a better use for the money than the 
stock market or mutual funds that the plan uses – then I 
gotta pay a penalty for moving the money? How will 
this type of account affect our qualification for other 
financial aid?  

For example, if that 529 money was in my house as 
extra principal, none of the accumulation would count 
against possible financial assistance; I could tap the 
balance on my home equity line of credit – tax free – 
and buy a rental in the college town. I could use the 
cash flow to pay Junior’s tuition, and even pay him to 
‘manage’  the tenants. He graduates in four years; I sell 
the property, repay the equity loan and maybe make a 
little profit off the deal.  

I don’ t know if this scenario would cover all the 
costs of college, but there aren’ t any guarantees with a 
529 plan either – other than by the end of Junior’s 
college years, the account will be empty. At least this 
way I have a chance to come out the other side with 
some sort of a gain. 

 

The second man (his name is Tom) has been contributing to 
a 529 plan for the past three years. He and Joe are good friends. 
After listening to Joe’s rant, Tom arches one eyebrow, and 
says, “So, you don’ t think a 529 is a good idea, huh?”  

A week later at breakfast… 
 

“Y’know,”  says Tom, “after our conversation last week, I 
asked my broker about some of the restrictions for the 529 plan 
he got me into. He said the rules aren’ t a big deal.”  

“Oh yeah?”  Joe responds. “How come?”  
“Well,”  Tom explains. “when it comes to financial 

planning, my broker’s theory is that you can never have too 
many buckets. A 401(k) is one bucket for saving. A life 
insurance policy might be another. And a 529 is another. As 
long as you have some buckets, and you have something in 
them, when the time comes, you can figure out which one is the 
best to use.”  

“Huh.”  Joe is silent for a moment, and then says, “ I still 
don’ t like the 529 bucket.”  
 

FILLING BUCKETS VS. BUILDING PIPELINES 
  

This article isn’ t a 
discussion of the merits of 
college savings plans, 529 
or otherwise. But in over-
hearing this conversation, a 
particular phrase – “you 
can never have too many 
buckets”  – tripped a switch. 
And that switch turned on 
the memory of a modern fable that’s worth retelling.  

This illustration has been told in various forms as part of 
essays on fundamental economics, and our retelling 
paraphrases a version that appears in the business best-seller 
Rich Dad, Poor Dad, by Robert Kiyosaki. 

  

A village had lost its local well, and in order 
to continue functioning as a community, they 
needed to find another source of drinking 
water. The town council took bids from two 
businessmen, both of whom promised to 
supply the water. 

The first businessman bought two large 
buckets, and immediately began hauling water  
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from a lake in the nearby hills. Because there 
was no water in town, his business flourished. 
Every bucket he brought to town was sold in 
advance, and at a good price. He found that 
the more water he brought, the more the 
townspeople used. 

Of course, in order to keep up with the 
demand, the first businessman had to work 
seven days a week. And even though the 
money was good, and he had the entire village 
as his clientele, he began to grow tired of the 
responsibility of providing water for everyone. 

The second businessman took a much 
different approach to solving the water 
problem. For several months, he 
planned, hiring experts and 
engineers to study the 
feasibility of a large pipeline 
running from the lake into town. 

The estimated cost of the 
project was very high, far 
beyond his own resources, so 
the second businessman 
formed a company, offered 
stock to prospective partners, 
and engaged several financiers 
to help underwrite the cost of 
building the pipeline. Finally, 
after six months, construction 
began. 

Meanwhile, the first businessman had 
bought more buckets, and hired family 
members to form a “ bucket brigade.”  This 
allowed him to bring more water to town, and 
gave him a few moments of rest. But this also 
cut his profits, because new buckets had to be 
purchased, and increased labor costs came 
from paying others to do the work. And worse, 
even though he controlled the water business, 
the first businessman heard the rumblings that 
the new pipeline would bring water for a 
fraction of his price. 

A year later, the pipeline was completed. 
For a modest installation fee and an even 
smaller monthly assessment, every resident of 
the village could have all the water they 
needed. Within three weeks, every household 
in the village was on line - except one. The first 
businessman was still holding out, bringing 
his own water in a bucket each day. 

One month after the pipeline opened, the 
conclusion was clear: The first businessman 
had worked hard, made a decent profit, and 
was out of business. The second businessman 
had happy stockholders and a thriving 
business, one that he could reasonably expect 
to provide an income flow for many years. 

 

No Matter How Many Buckets You Have,  
You Still Need a System. 

The fable does a good job representing some of the essential 
differences between a simple financial plan (“you can never 
have too many buckets” ), and an integrated financial plan that 
focuses on coordinating the different pieces of your financial 
plan into a more productive system. 

The bucket solution to the water supply challenge was 
simple: Buy a bucket, fill it, and empty it. With traditional 
planning, the solutions to financial challenges are very much 
the same. 

Want to provide for retirement? Buy a bucket labeled IRA 
or 401(k) and fill it. Empty it at retirement. 

Buying buckets and filling them provides immediate results. 
It is simple to understand, and requires little more than self-
discipline to execute. But when the buckets are emptied, they 

are discarded. 
By contrast, the pipeline is a much 

more complex development. There is 
extensive planning, and significant start-
up cost. Completing the project requires 
the assistance and coordination of several 
different parties. But the end result is 
more efficient and profitable to all 
concerned. 

The goal of an integrated financial 
plan is to develop financial pipelines 
instead of filling financial buckets. This 
requires big-picture thinking, and the 
coordination of the different aspects of 
one’s financial program. 
 

Returning to the conversation that triggered this article…  
 

Joe’s scenario of buying the rental property to pay for 
Junior’s college isn’ t a sure-fire strategy, and Tom’s decision to 
use the 529 plan isn’ t necessarily a mistake. But several 
comments from Joe indicate his approach to planning is more 
“systemic.”   

First, Joe has developed an “orderly combination or 
arrangement”  in thinking about his assets. He proposes 
increasing his home equity, then buying an additional piece of 
property as a way of producing money for college. This is a 
much more complex approach than simply depositing money in 
a 529. Joe’s strategy will require more effort than Tom’s, in 
both planning and execution (even Joe’s tax return will be more 
complex). 

Second, Joe has concocted this strategy in accordance with 
a “rational principle”  – he wants a “chance to come out the 
other side with some sort of a gain.”  He isn’ t interested in just 
paying for something, he wants to make money on the 
transaction. 

Without question, saving money in buckets is better than 
doing nothing. But if you have the resources and discipline to 
save, it makes sense to organize your savings into a system that 
provides you with the best chance to achieve your objectives. 

 

EVALUATE YOUR OWN SITUATION.  
�  DO YOU HAVE A SYSTEM?  
�  WHAT ARE THE “ GOVERNING PRINCIPLES”  

IN YOUR SYSTEM THAT GUIDE YOUR 
FINANCIAL DECISIONS? 

 

 
Sys•tem (sis�t� m) n. an orderly combination or 
arrangement of parts, elements, etc. into a whole; 
especially, such combination according to some 
rational principle. 
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THINGS THAT MAKE YOU GO “ HMMM…”  

 
WORKERS INTERESTED IN SAVING 
MORE – IF SOMEONE WILL DO IT FOR 
THEM 
 

  A report from the Employee Benefit Research 
Institute (EBRI) on April 5, 2005, shows that half of adults 
in the United States have $25,000 or less in savings and 
haven’ t planned for retirement. The study also concludes 
that the reasons many people give for not saving or 
planning are not ones of ignorance or lack of financial 
knowledge. Rather, it’s because they would really rather 
have someone else to do the saving and planning for them 
– while using their employer’s money. 

“Workers are well aware of 401(k)-type plans and 
have some definite ideas about what measures could be 
taken to make these plans even more appealing,”  says 
Dallas Salisbury, who heads the institute. Among the items 
that would make saving more attractive: 

 

1. Have the boss chip in. The study determined that 
most workers who don’ t contribute to an employer’s tax-
sheltered retirement savings plan would do so if the boss 
kicked in matching contributions, preferably 5% of pay. 
2. Just do it for  me. 49% of respondents told a Harris 
Interactive survey that they aren’ t comfortable with the 
personal responsibility of managing their retirement 
accounts, and would prefer a “do-it-for-me”  program 
controlled by the fund company or their employer. 
 
 
Hmmm… 

The most attractive retirement plan is one where the 
employer makes the contribution and takes care of the 
investment results? That sounds like a pension. And wasn’ t 
the 401(k) supposed to be an improvement over pension 
plans because it gave workers the opportunity to control 
their own retirement accounts?        
 
 

 

 
 

WEALTH IS GOOD FOR YOUR HEALTH 
 

Forbes magazine is noted for its annual listing of the 
world’s wealthiest individuals (Microsoft founder Bill 
Gates was again the winner, for the eleventh year in a 
row). This year, the magazine also noted that wealth 
appears to have a positive affect on one’s health and 
longevity. 

Forbes observed that among the 20 billionaires that 
died in 2004, 19 were men. On average, these 19 men lived 
to age 78, 3.5 years longer than the average American 
male. A similar, more comprehensive study in 1999 by the 
British Medical Journal concurred, declaring wealth was 
“causally associated with greater longevity.”   

There are several conjectures on the reasons wealthy 
people tend to live longer. One is that the wealthy have 
access to better medical care, and are more likely to be 
“health literate”  – i.e., they can recognize symptoms and 
follow treatments. Others speculate that more money 
means less worry about money, and the decreased stress 
thus leads to a better and longer life. 

However, the British Medical Journal study also noted 
that billionaires may not be much better off than 
millionaires. “While an extra dollar of income is 
protective, the amount of protective effect tails off as 
income rises.”  And, concludes Forbes, “even all their 
money can’ t buy billionaires immortality.”  
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WWii ll ll   yyoouurr  ppeennssiioonn  bbee  

tthheerree  wwhheenn  yyoouu  rreett ii rree??  

 
SAVE WHILE YOU ARE YOUNG 

How fortunate – and fortune bound 
– many of us would be if we learned 
while young the importance of saving 
more and spending less. It’s saving 
while we are in our younger years that 
gives us more opportunities to live better as we get older. This 
issue is such an important one that I don’ t think enough can be 
said about it. Too many young people rack up debt without 
much thought as to how it can adversely affect their lives for 
years to come. 

Michelle Singletary, Washington Post, March 31, 2005. 
 
 

PENSION “ SAFETY NET”  SHREDDED BY LOSSES 
The Pension Benefit 

Guaranty Corp., a safety net 
designed to protect American 
workers, swung from a surplus 
of $410 million in 2000 to a 
deficit of $23 billion in 2004.  
The problems are largely due 
to bankruptcies in the steel and airline industries. 

But there’s growing concern about the ability of the 
automakers and auto parts suppliers to meet their pension 
obligations. In a Wall Street Journal interview, PBGC officials 
last week estimated the auto sector’s unfunded pension liability 
at $45 billion to $50 billion. 

“ It’s a ticking time bomb waiting to explode, and the longer 
we wait to defuse it, the more powerful the blast will be,”  said 
Randall S. Krozner, an economics professor at the University of 
Chicago, who believes the situation closely parallels the saving 
and loan crisis in the 1980s. “As the sad history of the thrift 
crisis demonstrates, the wait-and-hope policy was a disaster.”  

Lisa Zagaroli, Detroit News, April 12, 2005. 
 
 

MORE INDIVIDUALS BUYING LIFE INSURANCE 
BECAUSE EMPLOYERS AREN’T 

An increasing number of Americans 
are turning to life insurance to replace 
lost income as companies pare back on 
retirement and health benefits. A new 
study from LIMRA International, a research and consulting 
firm in Windsor, Conn., found that about half of U.S. 
households now believe they need more life insurance, and 
about a quarter expect to purchase it in the coming year. 

“There’s less certainty today in life, after Sept. 11 and the 
drop in the (stock) market,”  says Robert Kerzner, LIMRA’s 
chief executive. “Also, people don’ t have a guaranteed, 
continued income at the same level they might have had in the 
past.”  

Additionally, fewer people are getting life insurance 
benefits at work. In 2004, only 48% of workers had group life 
insurance, compared with 56% who had this benefit in 1999, 

separate Bureau of Labor Statistics show. Some of the decline 
is likely due to more people working for themselves rather than 
for large corporations. But a growing number of employers are 
making life insurance a voluntary benefit that workers pay for 
entirely, rather than a standard feature in benefit packages. 

Kathy Chu, Wall Street Journal, April 2, 2005. 
 
 

LONG-TERM CARE: A LOOMING FINANCIAL 
QUESTION WITH NO SOLID ANSWERS  

It may not be inevitable, but it 
certainly seems highly likely. As the 
population grows, more Americans than 
ever will need long-term care, whether 
in-home health care, assisted living or a 
nursing home, says Richard Johnson, a researcher at the Urban 
Institute in Washington, D.C. And the cost of that care is 
expected to be great, putting a terrific strain on government and 
family budgets alike.     

The nation spent an estimated $135 million on long-term 
care for the aged in 2004, with 68% spent on nursing home care 
and 32% spent on home-based care. In 2004, the government 
picked up the lion’s share of that cost, but recipients of that care 
and their families also footed quite a bit of that bill, too. To wit: 
Medicaid paid for 35% of long-term care costs, Medicare 
covered 25%, and families and recipients of care picked up 
33%. Private insurance covered only 4%. 

In the years to come, however, experts say Americans 
should consider other ways to meet the growing costs of long-
term care, including reverse mortgages and long-term care 
insurance. Unfortunately, neither method of paying for long-
term care is perfect – just yet. 

Robert Powell, MarketWatch, April 1, 2005. 
 

 

THINK YOU’LL “ JUST KEEP WORKING?”  THINK 
AGAIN 

…Workers may be making 
dangerous assumptions about 
their ability to prolong their 
careers to make up for meager 
savings. Although half of all 
workers expect to retire at or 
after age 65, only 27% of the retirees surveyed stayed in their 
jobs that long, with two-thirds retiring before age 65. Their 
reasons for leaving the work force earlier than planned include 
health problems or disability (41%) or changes at their 
companies including layoffs or closings (34%). 

Two-thirds of workers expect to work for pay after they 
retire. “ I think we’re getting a little too comfortable in thinking 
we’ ll make up the gap by working longer,”  said Dan Houston, 
senior vice president of retirement and investor services for the 
Principal Financial Group, one of the survey’s sponsors. 
“That’s not going to cut it. Some sort of disability or ailment 
usually prevents people from doing the job of their choice.”  

Kelly Greene, Wall Street Journal, April 5, 2005. 
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From A Financial Perspective, 
Is A College Education 
A Good Investment? 

 

The public perception that college graduates earn more 
money is supported by fact. A 2002 Commerce Department 
report by J.C. Day and E.C. Newburger, using Census Bureau 
statistics, determined that a high school graduate will earn an 
average of $1.2 million, while an individual with an associate’s 
degree will earn $1.6 million, and those obtaining a bachelor’s 
degree will earn about $2.1 million. Thus, on average, a college 
graduate will earn approximately 75% more than someone 
whose education ends with high school. 

The benefits of a college education appear to be more than 
financial. Kathleen Porter, in a 2002 paper for the ERIC 
Clearinghouse on Higher Education, notes that college 
graduates also tend to have “higher levels of savings, increased 
personal/professional mobility, and improved quality of life for 
their offspring.”  Porter cites a Carnegie Foundation report that 
finds college graduates “more open-minded, more cultured, 
more rational, more consistent, and less authoritarian.”  What’s 
not to like? How could anyone not want a college degree? 

Of course, obtaining a higher level of education comes with 
a cost. A March 28, 2005 Wall Street Journal Report on college 
education says the average annual cost of tuition, fees and room 
and board at a four-year public university is approximately 
$11,400, and that number can easily top $25,000 a year for top-
flight public universities and private schools. Deciding to 
pursue a college degree is a significant financial commitment, 
and not something that should be entered into without a 
thoughtful evaluation of the projected costs and benefits. 

So, in the interest of being open-minded, cultured and 
rational, it’ s certainly consistent to apply some opportunity cost 
calculations to college expenses. Using the previous 
information, let’s suppose a student decides to forgo a college 
education, and instead, from the age of 18 until 21, makes four 
annual deposits of $11,400 into a long-term investment 
account. Let’s also assume a 44-year holding period for the 
account (to age 65) and an 8% annual gross rate of return. 
Here’s the math: 

 

 ANNUAL INTEREST RATE: 8.00% 

AGE YR DEPOSIT EARNINGS BALANCE 
18 1 $11,400.00 $912.00 $12,312.00 
19 2 $11,400.00 $1,896.96 $25,608.96 
20 3 $11,400.00 $2,960.72 $39,969.68 
21 4 $11,400.00 $4,109.57 $55,479.25 
22 5 $0.00 $4,438.34 $59,917.59 
23 6 $0.00 $4,793.41 $64,711.00 
24 7 $0.00 $5,176.88 $69,887.88 
25 8 $0.00 $5,591.03 $75,478.91 
26 9 $0.00 $6,038.31 $81,517.22 
27 10 $0.00 $6,521.38 $88,038.60 
28 11 $0.00 $7,043.09 $95,081.69 
29 12 $0.00 $7,606.53 $102,688.22 
30 13 $0.00 $8,215.06 $110,903.28 

     
     
     

AGE YR DEPOSIT EARNINGS BALANCE 
31 14 $0.00 $8,872.26 $119,775.54 
32 15 $0.00 $9,582.04 $129,357.59 
33 16 $0.00 $10,348.61 $139,706.19 
34 17 $0.00 $11,176.50 $150,882.69 
35 18 $0.00 $12,070.61 $162,953.30 
36 19 $0.00 $13,036.26 $175,989.57 
37 20 $0.00 $14,079.17 $190,068.73 
38 21 $0.00 $15,205.50 $205,274.23 
39 22 $0.00 $16,421.94 $221,696.17 
40 23 $0.00 $17,735.69 $239,431.86 
41 24 $0.00 $19,154.55 $258,586.41 
42 25 $0.00 $20,686.91 $279,273.32 
43 26 $0.00 $22,341.87 $301,615.19 
44 27 $0.00 $24,129.22 $325,744.41 
45 28 $0.00 $26,059.55 $351,803.96 
46 29 $0.00 $28,144.32 $379,948.27 
47 30 $0.00 $30,395.86 $410,344.14 
48 31 $0.00 $32,827.53 $443,171.67 
49 32 $0.00 $35,453.73 $478,625.40 
50 33 $0.00 $38,290.03 $516,915.43 
51 34 $0.00 $41,353.23 $558,268.67 
52 35 $0.00 $44,661.49 $602,930.16 
53 36 $0.00 $48,234.41 $651,164.57 
54 37 $0.00 $52,093.17 $703,257.74 
55 38 $0.00 $56,260.62 $759,518.36 
56 39 $0.00 $60,761.47 $820,279.83 
57 40 $0.00 $65,622.39 $885,902.21 
58 41 $0.00 $70,872.18 $956,774.39 
59 42 $0.00 $76,541.95 $1,033,316.34 
60 43 $0.00 $82,665.31 $1,115,981.65 
61 44 $0.00 $89,278.53 $1,205,260.18 

62 45 $0.00 $96,420.81 $1,301,680.99 
63 46 $0.00 $104,134.48 $1,405,815.47 

64 47 $0.00 $112,465.24 $1,518,280.71 

65 48 $0.00 $121,462.46 $1,639,743.17 
     

 

Whoa. The four $11,400 deposits are worth more than $1.6 
million at age 65. Using the Census Bureau statistics, the 
account accumulation exceeds the total lifetime earnings of the 
average high school graduate –including the individual in our 
example who decided to forgo college and “ invest the 
difference!”  

To take the example a step further, our high school graduate 
has total lifetime earnings of $2.8 million (his $1.2 mil from 
earnings and $1.6 mil from account accumulation), while the 4-
year college degree holder has $2.1 mil – a 33% advantage for 
the high school graduate. 

A few caveats: There’s no accounting for the effects of 
taxation in this scenario. High wage-earners usually pay more 
taxes, and investments that produce large annual gains might 
also be significantly diminished by taxes. And some of the 
“non-financial”  benefits of a college education (Porter cites 
better health, “not only for oneself, but also for one’s children”) 
cannot be quantified mathematically. 

Still, it makes one wonder…          (Continued on next page) 
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On a related note… 

 

The previous discussion assumes there is money available 
for college. But recent statistics from the College Board 
estimate that 54.7% of all college funding comes from federal 
and private student loans. The post-graduation obligations 
created by these loans can become a major drag on one’s future 
finances. Michelle Singletary, a Washington Post columnist 
reported the experience of one recent college graduate who was 
just coming to grips with the ramifications of borrowing for 
school: 

   

“ I just graduated from college less than a year ago, 
and I already regret some of the loans I took out (some 
that I may very well have been able to do without). I 
have a job I enjoy, but it does not pay me nearly what I 
expected. Part of it is due to the trouble our economy is 
experiencing and part of it is because everyone tells you 
that you’ ll make so much more with a college education. 
People assume that $50,000 worth of debt will be easy 
to wipe out mainly because they anticipate making at 
least that much after college. They are wrong. They 
don’ t know that they will be able to find any job 
immediately after college, let alone one that will pay 
them enough to eliminate their debt in a couple of years. 
Thank goodness I haven’ t racked up that much debt, but 
I’m already feeling the strain of bills and I’m not even 
out of my (student loan) grace period yet.”  

WHAT’S IN YOUR 
WALLET? 

 

For the next week, 
count the number of offers 
in your mailbox for 
establishing another credit 
or debit card account. With 
special “no-interest”  intro-ductory periods and rewards 
programs, there’s plenty of tempting choices. And Americans 
are taking the bait. According to CardWeb.com, the average 
American household now owns (and owes on) 15 “plastic”  
accounts. 

This number reflects a steadily increasing trend over the 
past 15 years for consumers to own a greater number of credit 
and debit accounts. 

 

 BANK RETAIL  DEBIT  TOTAL 
YEAR   CARDS  CARDS  CARDS CARDS 
 1990 3.4 4.1 0.1 7.6 
 1995 5.1 4.5 0.4 10.0 
 2000 5.3 4.7 1.3 11.3 
 2005 6.3 6.4 2.2 14.9   
 

For convenience’s sake, it might seem wise to consolidate 
these accounts into one or two new “super cards”  with low 
interest rates and/or rewards programs. But Jane L. Kim, in a 
March 28, 2005 Wall Street Journal article says that “closing 
accounts with long track records and applying for a new card is 
one way you can hurt your credit score,”  which can lead to 
higher interest rates the next time you apply for a car loan, or 
even increased insurance premiums. Instead, David Chung, of 
CreditXpert.com, recommends leaving accounts inactive rather 
than closing them.  

A word of caution: If yours is one of those households with 
15 cards (or more), you probably aren’ t carrying every one of 
those cards in your purse or wallet. That means occasionally 
used cards are floating around your home. You need to keep 
track of these cards, especially the inactive accounts; know 
where the cards are stashed, and occasionally check statements 
to verify they haven’ t been used without your permission. 
    

 
 

Material discussed is meant for general illustration and/or informational purposes only and it is not to be construed as tax, legal or investment advice. Although the information has been 
gathered from sources believed reliable, please note that individual situations can vary, therefore the information should be relied upon when coordinated with individual professional advice. 

“ Son, there’s four years 
of tuition set aside. You can 
use it for college, or invest 
it. If you don’t use the 
money for college, there 
should be a half-million 
dollars in the account by 
the time you’re 50. Hold on 
to the money until 59, and 
you’ll be a millionaire. The 
choice is yours.”     
 


