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The Case of the Almost Identical Twins

George J. Staubus

Once upon a time twin boys were
born into a typical Ozian family. The
Doys, named Spender and Saver, were
alike in every respect except the one in-
dicated by their names. While they were
in high school, both worked at part-time
jobs earning the minimum wage of
$4.445 per hour for the maximum hours
permitted by law, viz., 44 hours per
‘month. There was 10 income tax in Oz.
Spender found many things on which to
spend all of his income, while Saver ar-
ranged with his parents to add his
‘monthly income to their money market
fund which earned 8% per annum, com-
pounded monthly.

At the end of four years of high
school, each of the boys bought a car
costing the amount of Saver's accumu-
Iated savings, which he withdrew from
his parents’ money market acoount to
‘pay for the car. Spender financed his car
ona *nomoney down,” 18% per annum,
compounded monthly contract for 48
‘months. Thus, during four years of uni-
versity, both boys had cars, both spent
the same amounts on other things, but
Saver invested each month an amount
equal to what Spender was paying on
his car, the saving again being at 8% per
annum, compounded monthly. Both
boys financed their expenses while at
the university in the same way: partly
by working and partly with help from
their parents.

‘When they graduated from the uni-
versity, the two men continued their
identical spending patterns, except that
Saver was able to buy a home, using the
accumulation of his savings from avoid-
ing car payments in the previous four
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‘years as the down payment (20% of the
‘purchase price), financing the remainder
on a 10% fixed rate morigage, payable
monthly over 30 years. Spender rented
a similar home, paying (the first year)
“net rent” equal to Saver's monthly
‘mortgage payments. Spender’s lease
alsorequired that he reimburse his land-
lord for property taxes and insurance on
the rental unit—amounts equal to
Saver's costs for those items. Thus,
Spender continued his pattem of spend-
ing all of his income, while Saver paid
off his mortgage over 30 years.
Unfortunately for Spender, his “net
rent” increased at the rate of 6% per
‘annum, so his housing costs escalated
considerably over the 30 years. In the
‘meantime, Saver invested the difference
‘between Spender's escalating “net rent”
and his own fixed mortgage payment.
Each year he accumulated the monthly
saving in his 8% money market fund,
then at the end of the yearinvested ina
‘mortgage bond mutual fund yielding the
‘same rate as he was paying on his own.
‘morigage: 10% per annum, compounded
‘monthly. His investments and earings
in that fund continued to compound over
the remaining life of his own morigage.
Upon “burning his mortgage” at the
end of 30 years, Saver, now 52 years of
age, let his accumulated investment in
the mortgage bond mutual fund con-
tinue to eam interest for two years but
did not add to it. Instead, he departed
from his brother's spending pattern by

George J. Staubus is the Michael N.
Chetkovich Professor of Accounting at
the University of California, Berkeley.
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