
April 05, 2024 5 min Print

Key takeaways
Having a stash of savings to draw on can help you handle unexpected expenses.

Start by setting aside $1,000.

Then aim to save 3 to 6 months’ worth of essential monthly expenses in your emergency savings account.

Anyone who can't predict the future needs emergency savings, which many people often keep in an account they nickname their "emergency
fund." Whether you're a savings pro or just getting started, here's what you need to know about emergency savings and emergency funds.

What is an emergency fund?

An emergency fund is a common name for emergency savings, or the money you set aside in case of an emergency. What counts as an
emergency might vary depending on who you ask, but some common examples are a surprise medical bill or repair and a sudden layoff—plus
other unanticipated events that come with a price tag.

What isn't an emergency expense? Out-of-the-ordinary, but predictable costs, such as a non-urgent medical procedure or holiday gifts. You
should plan for those irregular expenses in a separate savings account and reserve your emergency cash for the true surprises.

You can keep your emergency savings in many different types of accounts. What's important is that it's kept relatively "liquid" (meaning in cash
or assets that can be easily converted to cash), so you can access your money without losing much, if any, value should you need it in a hurry.

Feed your brain. Fund your future.

Guide to emergency savings

Here's what you need to know about emergency savings.

Fidelity Smart Money

Save Share

1/28/25, 11:31 AM Emergency fund: What it is and why you should have one | Fidelity

https://www.fidelity.com/learning-center/smart-money/emergency-fund?print=true 1/4



Subscribe now

Why having an emergency fund is important

Emergencies are predictably unpredictable, often striking when we're the least prepared for them personally and financially. In fact, more than

35% of Americans would not be able to pay for an unexpected $400 expense, according to the Federal Reserve.1

Without savings on hand, many said they'd have to swipe a credit card to cover the bill. Not paying that charge in full when the bill is due means

they could end up owing upwards of 22%2 more than their original emergency expense—based on average credit card interest rates—putting
them even further behind financially. In other words, the stress of not being able to pay your bills can snowball right along with the interest.

That's the problem with emergency costs. They have ways of quickly compounding, especially when you don't have a financial safety net. Even
when you do have some protection (think: unemployment benefits or health, home, or car insurance), you may have to pay a deductible or wait
weeks or months to see a reimbursement check. So having a stash of emergency cash is just as crucial for those who are otherwise financially
prepared.

How much emergency fund should I have?

Figuring out the exact amount of emergency savings you should have can be tricky, especially when you have no real way of knowing how
much a hypothetical expense might set you back. To give you a benchmark to work toward, Fidelity general guidelines suggest you start by
setting aside $1,000 and then working toward saving 3 to 6 months' worth of essential basic living expenses. This is generally enough cushion to
cover a deductible or hold you over until you can find a new job if you unexpectedly lose yours.

You may choose to save more than 3 to 6 months' worth of expenses if you:

Have family or dependents that rely on you financially

Have certain circumstances that may come with higher-than-normal costs, like older homes or not-always-reliable cars

Are in an industry where layoffs or inconsistent income are common

Foresee or are in the midst of a large economic downturn that might make periods of unemployment run longer

Are retired or have a fixed income

What expenses should you consider for your emergency fund?

Add up your typical essential expenses each month and multiply that sum by the number of months you’d like to cover. As you calculate your
average monthly costs, focus on must-have expenses like:

Rent or mortgage payments and utilities

Basic groceries

Health care

Insurance premiums

Child care and/or tuition

Transportation

Minimum debt payments (e.g., student loans, car loans)

Notice that doesn't include nice-to-haves, such as gym memberships, vacations, restaurant meals, and entertainment—basically anything you
can (temporarily) cut out to make your budget as lean as possible.

How to start saving for an emergency fund

Life is already full of financial demands, so it might seem hard to prioritize setting aside money for the unexpected when you're barely able to
deal with the expected. But building up at least $1,000 of emergency savings as soon as possible should be your top priority. Here's how to get
started.

Pick the right account for your emergency fund. Remember that in an emergency, you'll likely need to access your money quickly, so it's
important to put your cash in an account that won't charge you a penalty or a lot of taxes upon withdrawal. Learn more about your options in
our companion guide to prepping for emergencies.

Think of your emergency fund as a monthly bill. That makes it into something you have to pay and not skimp out on when you'd rather
grab dinner and a movie.
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Make automatic contributions. Set up a deposit directly from your paycheck or consider regular automatic transfers from your checking
account into your emergency savings account. The less effort it requires, the more likely you are to do it.

Save your windfalls, big and small. Because you aren't used to having them in your budget, unexpected influxes of cash—like from a
bonus, tax refund, or credit card rewards—are prime candidates for plumping up your emergency savings.

Use your raises to up your savings rate. By funneling at least a portion of your new pay into your emergency account, you can get yourself
on firmer financial footing and fend off lifestyle creep, which is the tendency to indulge more as your income goes up.

Cut your expenses. As you're poring over your bills to calculate your average monthly spending, you may realize you're overpaying for
certain expenses or not taking advantage of certain subscriptions you signed up for (then forgot about). If you cancel or opt out of auto-
renewals, funnel the savings into your emergency fund.

Remember that every penny counts. Whether you've already cut your expenses to the bone or just want another easy way to bulk up your
emergency savings, consider a "round-up" savings option or app. Then, every time you swipe your credit or debit card, the spare change you
would have gotten back goes directly into your emergency savings account.

Replenish as needed. If you ever withdraw money, make it a priority to build your stash back up.

Build your emergency savings

Prepare for the unexpected in a dedicated account
with competitive rates.
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