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‘Gripping, witty and enlightened, this book is unique. It is a must-buy for anyone wanting to stop working so hard for their money and start making their money work hard for them … without doubt the best book I’ve read in the last five years.’


Emma Kane, CEO of Newgate Communications and Chair of Target Ovarian Cancer and the Barbican Centre Trust


‘One of the City’s great failings is the widespread use of complex and elitist language. How to Own the World takes the reader on an educational and inspirational journey through the world of investing, written in plain English. A triumph.’


Ian Peacock, Managing Director, IG Group plc


‘Accessible, actionable and fun. Lifts the veil on the often impenetrable world of finance and investing. The City will probably hate it.’


Tim Price, Award-winning Fund Manager


‘If you want just one book on investment from the cacophony, you couldn’t do much better.’


Professor Michael Mainelli, author of The Price of Fish


‘How refreshing to find a book which clarifies the sometimes arcane world of investment for the layman. The next time you talk to your financial adviser they will be impressed with your insights. This book will guide you towards a better financial life experience.’


Steve Thomas, Professor of Finance and Associate Dean for the MBA Programme at Cass Business School


‘This book is the simplest and easiest method for becoming smarter about money. How to Own the World should be a must read for anyone with a bank account. No hype or conjecture, just plain English on money, investing and finance.’


Michael Killen, author of From Single to Scale and founder of Sell Your Service




How to Own the World


A plain English guide to thinking globally and investing wisely


Andrew Craig
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Foreword by Sir Roger Gifford


Everyone can benefit from talking about what she or he does in terms people can actually understand, and this perhaps applies to those who work in financial services above all.


And yet, despite the greater wealth and education that modern Western society enjoys, one of the great challenges we still face is to increase and broaden financial literacy, enabling people to take greater control of their finances and their lives. Over the last decade a succession of academic publications and surveys has provided evidence for what many people know intuitively to be true: that real financial literacy is poorly distributed throughout the general population.


This reality has wide-reaching implications because it raises serious questions about the traditional economic theory still taught at most universities throughout the world. This prevalent economic thought assumes that people are ‘rational’ and have ‘perfect information’. The truth is that the majority of people know little about financial markets and are often ‘irrational’ as a result, at least as far as their economic behaviour is concerned.


This goes a long way to explaining why the economics profession has been found so wanting in the financial crises of the last few years. Andrew Craig, the author of this book and a former colleague, sees widespread financial literacy as a sort of ‘silver bullet’ that can go a long way towards helping resolve many important issues in society – and I agree with him.


For individuals, possessing real financial literacy can help them move away from poverty and towards being comfortably off, and can even bring the possibility of substantial wealth on to their horizon, should that be desired. Even more important, however, is what financial literacy can do for society as a whole, helping people to participate in the market mechanisms that provide the capital for the solution to real human problems. These can include building better infrastructure, more efficient houses and modes of transport, weaning us off fossil fuels, and helping us develop our economies more responsibly – or even finding the capital our biotech and pharmaceutical industries need to help them get ever closer to curing diseases like cancer or dementia.


Andrew and I share a passion for changing the status quo to achieve this reality. Those of us in financial services need to communicate far more effectively about what we do – in clear and accessible language. People need to understand the enormous social good that financial services can provide. Andrew has set out to do exactly that with this excellent and much-needed book.


The City of London is the world’s pre-eminent international financial centre. English is its lingua franca as well as its Umgangssprache. Financial literacy can pay enormous dividends for you and me as individuals and for society as a whole. Let’s make finance as widely understood and as widely useful as we can by reading Andrew’s book and by passing on the messages it contains.


Sir Roger Gifford, former Lord Mayor of London




Who I am – and why I think I can help you


Before we get into the meat of this book, it is entirely natural for you to want to know why I feel qualified to help you, and why I am different from the rest of the finance industry. There are a huge number of people working in finance who promise the earth and then fail to deliver – why should I be any different?


Well, the most fundamental difference between any financial adviser and me is that my goal is for you to learn how to look after your money. In terms of why I feel qualified to help you achieve this goal, obviously the traditional approach would be to tell you about my educational and professional background in order to establish my credentials, and I will get to that in a moment. Before I do, however, I want to make this point – it is my fervent wish that, as you read what follows, you will find the material sufficiently compelling in its own right that it won’t really matter to you who I am or what my background is. The information in this book should appeal so strongly to your common sense that you won’t really care who wrote it.


That said, for the sake of tradition I will now say a bit about why I felt qualified to write this book. Feel free to skip ahead if you are bored by ‘about the author’ pieces.


I started taking an interest in economics, economic history, politics and finance from what might be considered a freakishly young age. My father might not thank me for writing this, but it is not an exaggeration to say that he used to take me through magazines like The Economist and through the financial pages of the Sunday papers.


Perhaps inevitably, I chose to study Economics and International Politics at university, graduating in 1997. The day after my final exam, I left for Washington, DC to work as an intern for a US congressman (the American equivalent of an MP).


Rightly or wrongly, the chief of staff in my congressional office was convinced that a half-British, half-Irish person like me was inherently better at writing than any of the Americans on her payroll, despite my tender years. This was fantastic news and meant that I gained rapid promotion from ‘“executive” intern in charge of opening mail and getting coffee’ to actually writing policy speeches for the congressman, almost from day one. As you can imagine, this was an incredible experience. My time in DC gave me an early idea of how important politics and politicians can be when thinking about finance and investment.


Happily, my stint with the US Congress meant that I was lucky enough to be asked to interview by the vast majority of the companies I applied to back in London: investment banks, management consultants and accountancy firms, as well as the Civil Service. I eventually accepted a job with what was then SBC Warburg (now UBS Investment Bank). Since then I have spent nearly 20 years working for various finance firms in London and New York. These include the aforementioned UBS, CA Cheuvreux, the European equity arm of Crédit Agricole (France’s biggest bank), SEB (one of Sweden’s leading banks) and now a boutique investment bank where I am a partner. I started my career in the bond market at UBS before moving into equities (shares). I will make the point later in this book that many finance professionals become highly specialized very early in their careers, often from day one. Although I am by no means unique, it is nevertheless reasonably rare to have worked in both bonds and equities, and it means I don’t have quite the cat vs dog approach to people who work in another branch of the industry that many finance professionals do.


Perhaps even more importantly, however, when I moved into equities, my area of specialism was called ‘pan-European small and mid-caps’. Although something of a mouthful, this simply meant that I dealt with companies from all over Europe and the UK that were worth less than about £2–3 billion. This meant that I was able to travel around Europe and the US and meet with the CEOs, CFOs and chairpeople of several hundred companies from every sector imaginable. I was involved with the stock market flotation (Initial Public Offering, or ‘IPO’) of dozens of high-profile companies, including Burberry, Campari, EasyJet, HMV, lastminute.​com, Carluccio’s and the Carbon Trust.


Working with ‘smaller’ companies meant two things. First, I was granted high-level access to the top management teams, which was an incredible learning experience, as you might imagine. Second, the price of these companies tends to be more volatile than the bigger household names in the FTSE 100 such as M&S, BP, Shell and Vodafone. I witnessed some companies appreciate in value by dozens – even hundreds – of per cent; and, equally, I saw others lose a huge percentage of their value, sometimes overnight.


This experience was key to developing my belief in the amazing possibilities of investment. I saw at first hand how much money the very best investors were able to make, something very few members of the general population ever do. I was also in the front row when certain investors lost a great deal of money very quickly, which developed a keen desire to work out how to avoid this if at all possible. My reaction was to read widely about investment and to start investing my own money. Thanks in great part to the returns afforded by those investments, I have been able to spend around five of the last 20 years outside of conventional employment (i.e. not having to earn a conventional salary). This gave me the time to read a huge number of books on finance, trading, economics, history and economic history.


In fact, if you were to ask me the number-one reason why I feel qualified to present you with what follows, it is the bibliography at the end of this book and the fact that I have read dozens of emails about finance and economics nearly every day for nearly two decades. More than my degree or years of working in banking, it is the time I have spent reading the best material on investment and economic history that has enabled me to put this book together.


I first came up with the idea for this book in November 2007. While on holiday, I found myself having yet another conversation with someone who was extremely bright and had a great job but who went to great lengths to tell me they had no clue about finance and investment – and were too scared and distrustful of the industry to ever invest their money in anything other than property. For the umpteenth time, I thought what a tragedy it was that so few people realize that it is relatively easy to learn how to look after your money. I decided there must be something I could do about this.


I spent another three years working; by mid-2010 I had enough saved to give me the financial security I needed to take a couple more years off work in order to write the first edition of this book.


You can be the judge of whether the result is that I am able to bring you information that you will find useful, even life-changing. I very much hope you will.


Andrew Craig




Introduction to the third edition


You may or may not know that the book you currently hold in your hands, or are reading on your Kindle, iPad or other fabulous tool of the modern age, is actually no less than the third version of this book.


As I explained in the ‘Who I am …’ section above, I decided to take some time out of conventional employment from July 2010 to January 2013. Initially, this was with a view to creating a website aimed at helping people with their finances. During 2011 and 2012 I wrote something like 100,000 words of content for that website, www.​plainenglishfinance.​co.​uk. Through a lucky series of events, those 100,000 words morphed into the first edition of this book, then called Own the World – which was self-published as an ebook using Amazon’s Kindle platform in September 2012 and in print using Amazon’s CreateSpace platform a few months later in January 2013.


To my surprise and delight, Own the World started selling reasonably well. Pretty soon we had something like 50 reviews on Amazon and 90 per cent or more of them were five stars (not all of which were written by my mother). The ideas in the book seemed to resonate with people and strike a chord. Through 2013 and 2014 our audience grew, and the book and the site began to take on a life of their own.


By the beginning of 2015 the Plain English Finance team and I (for we now had a team – a merry band of folk passionate about improving people’s finances) decided that it was time to significantly upgrade and improve the book and produce a second edition which we snappily entitled How to Own the World.


The second edition was still a self-published affair, but we spent a bit of money engaging the services of a professional publishing company and did a great deal of work to tighten up certain sections and improve on the look and feel. There were also a number of subjects I found myself keen to address or expand on since researching and writing the first edition in the second half of 2011 and first half of 2012. As you might expect, no matter how many times you proofread a book or think about the message you want to impart to readers, there will always be things that occur to you (along with a robust slap to your forehead) after the thing has gone to print.


On top of this, there was all the feedback from readers to consider. After publishing the first edition of the book, I was lucky enough to hear from hundreds of people from all over the world. Feedback included the incredibly moving (‘you’ve quite literally changed my life’; ‘after reading your book, I have decided to go back to university’), the highly complimentary (thanks in particular are due to all those who took the time to post five-star reviews on Amazon) and, as you would expect, the critical, with one reader accusing me of possessing ‘naive theories of monetary inflation’, for example.


The critical feedback was of particular use, as it showed me where I needed to do a better job of explaining a concept, or where I perhaps needed to provide more evidence.


We were proud of the new edition (justifiably I think) – which was a significant, sleek, black upgrade to the lurid-blue home-brew product that was our first edition. Happily, that new version sold even better than the first edition. It wasn’t long before it was an Amazon bestseller, reaching the top spot in personal finance. At the time of writing, if you type ‘investing’ into the search bar of Amazon.​co.​uk, the book appears at the top of the page above Ben Graham’s classic The Intelligent Investor, one of the best-known finance books of all time – written by Warren Buffett’s great mentor.


By the beginning of 2018, this success attracted the attention of one of the largest publishers in the world, Hodder & Stoughton, who approached me with a view to producing this third edition. I was delighted with this development and set about working on the version you now hold in your hands, eager to see How to Own the World in the same stable as the likes of J. K. Rowling, John Grisham, Stephen King and Charles Darwin!


That having been said, it wasn’t long before my excitement and delight in the opportunity to produce a third edition of the book with a leading publisher were tempered somewhat by the realization of just how hard it was going to be. I would like to think that I’m not the only author in history to discover that the production of a new edition of a book may very well actually be harder than starting with a blank sheet of paper and writing a brand-new one from scratch – particularly when the subject matter is as diverse and dynamic as finance. It certainly has felt that way as I’ve approached this new edition.


The reason for this is actually quite simple: three years have passed since the last edition (six years since the first edition) and there are new things to say. Yet, as I have written in the past, one of my key wishes when writing the book was that as much as possible of the content would be ‘timeless’. Many of the key things you need to understand about finance haven’t changed in decades (such as the importance of diversification) or even centuries (the sheer power of compound interest, for example). The ‘set and forget’ investment strategy outlined in the ‘keeping it simple’ chapters of the last two editions of the book is as relevant today as it was when I first suggested it back in 2012, seeing that it is designed to preserve and grow your wealth regardless of what the economy and financial markets are doing and through the economic and business cycles.


These points aside, there are still things that have happened since the last edition which need to be acknowledged at the very least. Set against this fact, however, is a natural reluctance to tamper with what has, to date, apparently been something of a ‘winning formula’.


On the one hand: ‘If it ain’t broke, don’t try to fix it.’ On the other, I have wondered if things like Trump, Brexit and the explosion of interest in crypto assets and blockchain technology should put in an appearance.


Addressing this conflict has been a struggle, and the devil has been very much in the detail. Overall, however, what I have tried to do in this third edition is to continue to work everything backwards from the most fundamental end goal of the book: giving you, the reader, the confidence to invest your hard-earned savings and the tools to do something tangible and practical to make a huge difference to your finances and, as a result, to your entire future and ability to really enjoy life.


As such, in what follows you will find sections where I have left examples in place that may seem a little out of date but which I have kept because they still do a perfectly good job of illustrating the relevant point and nothing that has happened in the last three years has changed the relevance of that relevant point (as it were). This especially applies to some of the graphs, although I have also occasionally added new ones where these reinforce my argument.


Elsewhere, there are a few entirely new sections – not least on bitcoin, crypto assets and blockchain in Chapter 7, given how much focus this space has had in the last year or two.


I very much hope that you get a great deal out of this new, third edition and that it continues to achieve the goal of the last two editions: to provide you with a world view and a toolkit to give you the confidence to get your financial affairs humming once and for all and genuinely change your life as a result …


Happy reading and even happier investing!



PART 1

The big picture: why should you care?

•    What is going on in the world economy today?

•    Why do we feel poor when the world is getting richer?

•    What are some of the myths about investment, inflation, wealth and the economy?


1

Why you can and should invest your money

‘There is an essential life skill that has never been and still isn’t taught to the masses: how to manage, control and invest money to protect and provide for your financial future.’

Mark Shipman, Big Money, Little Effort



Mark Shipman, a UK hedge fund manager and the author of Big Money, Little Effort, retired at the age of 35. What I mean by ‘retired’ in this context is that by this age he was making enough money from his money that he was free to do whatever he wanted to do. He could spend his days playing golf and going on cruises, and be comfortable for the rest of his life or do something considerably more meaningful. Either way, the key message is that it is entirely realistic for you to control your wealth, make a lot of money doing so, and become financially free as a result.

As you read on, I will present a framework for transforming your wealth based on eight fundamental truths of finance.

How to own the world’s fundamental truths

1    No one is better placed than you to make the most of your money.

2    You have significant and inherent advantages over many finance professionals.

3    Making money from your money (investing) is far easier than you’ve always thought. If you managed to learn how to drive, you can look after your money. It is no harder.

4    You can make far more from your money than you ever thought possible.

5    It is realistic for you to target making more from your money than from your job. This is the money secret understood by virtually every rich person in history.

6    Achieving the above is possible almost no matter how much you currently earn.

7    The good news: doing this today is easier than ever before. The tools available to you are the most powerful and the cheapest they have ever been.

8    The bad news: it has never been more important to take charge of your financial affairs. If you are under the age of about 50, there is no chance that you will receive a government-funded pension you can actually live on after retirement.

Perhaps the best definition of a truly wealthy person is that they are able to live on the money they make from their money, rather than the money they make from working. If you are contributing to a pension, you are already planning to do this – it’s just that you are aiming to get to this point in your fifties or sixties rather than any sooner.

There are two problems with this traditional approach to money. As we shall see, the first is that the vast majority of people in the UK are not making nearly enough of their pension and other investments in order to end up with a decent income once they retire. Unless you are in the small minority, it is extremely likely that you will have a very low income in retirement – not the most enticing of prospects, and something we will address later in this book.

Secondly: wouldn’t it be preferable to get to the point of making a meaningful amount of money from your money a decade or two before traditional retirement age? Can you imagine the quality of life you could enjoy if you were able to create true financial freedom a great deal sooner than your fifties or sixties?

The best news is that this is actually possible. You just need to decide right now that you are willing to put a little time in, understand a bit more about investment, and take the steps required to optimize your financial affairs. If you do, you have a far better chance than you ever realized of enjoying genuine financial freedom and doing so in less time than you think.

I think it is worth noting that this is true even if you are already at or near retirement age. It is never too late to implement the ideas that follow.

The fundamental truths stated above might seem far-fetched to many people. Nevertheless, I am confident that you will find sufficient evidence in the pages that follow to back them up. As you read on, your common sense alone will be enough for you to see the inherent truth in the book’s message.

The information in this book and the accompanying website (plainenglishfinance.​co.​uk/​) will:

•    Make you confident in your ability to get your financial house in order

•    Help you learn how to make serious money from your money – no matter what your financial background or what happens in the future

•    Ensure that you take the steps required to make the changes you need to make

•    Do all of the above in language everybody can understand: plain English.

Why you must understand what is happening in the world today

We will deal with each of our fundamental truths in turn. In the fine tradition of bad news first, let’s get the depressing stuff out of the way as quickly as possible and look at the last of them immediately: namely that it has never been more important for you to take charge of your financial affairs.


I am deadly serious when I say that if you do not have a solid grasp of what is happening in the world at the moment, then it is very likely you are becoming poorer, and this process is only set to accelerate.



The good news is that understanding what is happening and what to do about it is not nearly as difficult as you might think.

Those of us alive today are living through a complete change in how the world economy is structured – and particularly as this relates to the pension situation for those of us lucky enough to live in the developed world. This has far-reaching consequences for our ability to survive and thrive in the years ahead.

What was generally described as a ‘financial crisis’ a decade or so ago was just part of a huge structural – that is to say, inherent – change in how the world’s economy works. This is not some temporary, cyclical blip; it is not just part of a normal business cycle. Things are not going to return to ‘normal’ and the economy is not going to ‘recover’, at least not to the way it was between about 1945 and 2007.

What is actually happening is that we are experiencing nothing less than a complete paradigm shift in finance and economics and in how money works. The seeds for this change were sown in the early 1970s. Since then, a combination of the actions of politicians and central bankers and the impact of rapid technological change has driven us to where we are today. We will look at these ideas in more detail later.

For now, it is enough to understand that this game change in finance and economics has already had a huge impact on politics and society, and the pace of change is only going to increase. If you aim to survive and thrive in the years ahead, you will need to get to grips with what is going on and you will need to take action.

I acknowledge that financial forecasting is never easy. However, I would argue that if you have a basic grasp of economic history and a real understanding of what is happening in the world today, you can be reasonably convinced that certain things have a higher probability of happening in the future than others. You can then invest your money accordingly.

As an example: if it is a statement of fact that government, corporate and private debt levels are the highest they have ever been, this information can be used to make assumptions that give us a better chance of investment success. Economics is not rocket science, despite what some economists would like you to think, and history provides us with plenty of examples of change similar to what we are experiencing now. On the basis that history ‘rhymes’, as Mark Twain noted, we can use this knowledge to help us run our money more successfully.

Conventional wisdom holds that no one predicted the ‘global financial crisis’ of 2007–8. This is simply not true. A brief look at the bibliography section at the end of this book reveals plenty of people who saw what was going to happen, made a great deal of noise about it and, in many cases, made a great deal of money as a result. We might call these folk the ‘smart money’. The goal of How to Own the World is to give you the best chance possible of being on the side of the smart money in the years ahead.

As you read what follows, I hope you will find that it intuitively makes sense. It is also crucial to understand that the genie is out of the bottle – and absolutely cannot be put back in. The changes you see around you cannot be reversed. Things have gone too far and the implications are with us for good. The only sensible action you or anyone else can take is to make the little effort required to get to grips with what is going on and make the very best of it. You can only play the hand you are dealt.

Don’t panic! Crisis equals opportunity

Thankfully, and perhaps somewhat ironically, many of the very same forces that have caused the global financial meltdown you are living through can be harnessed to help you most effectively navigate it.

There has never been a better time for those who do understand what is happening to turn this knowledge to their significant financial advantage. The great news is that the road to gaining this understanding is not as long or as scary as you might think. You just need to sit down for a few minutes a day and go through what follows. The information should make sense to you as you go along. At the end of the book you should be genuinely excited about making the positive changes that will help you ride out the storm and end up in a stronger position than ever before.

You may know that the Chinese word for ‘crisis’ is made up of two symbols, one of which can signify ‘opportunity’. Throughout history, it has always been the case that those who make an effort to understand what is going on around them have come out on the other side better off – and certainly far better off than those who don’t make such an effort.

Reading this book and taking action will place you in a minority of people who stand to weather the incredible economic, financial and social storm breaking around us. Anyone who does not get to grips with our current predicament is likely to see a truly horrendous erosion of their wealth and standard of living over the next few decades. This is not some pie-in-the-sky academic argument. This is a statement of cold hard fact, as you will see. Millions of people in the world are already feeling the painful consequences of what is happening. You can see this every time you watch the news. You may even be one of them.

So let’s get started. Get comfortable and commit to making meaningful changes to your understanding of what is going on in the world and what you can do about it. I have every confidence that you will find it easier than you previously thought and that you will find the results inspiring.

Why you must understand your finances today

There are two specific reasons why it has never been more important to understand finance: inflation and poor state pension provision.

The real inflation story

By a continuing process of inflation, governments can confiscate, secretly and unobserved, an important part of the wealth of their citizens … There is no subtler, no surer means of overturning the existing basis of society than to debauch the currency. The process engages all the hidden forces of economic law on the side of destruction, and does it in a manner which not one man in a million is able to diagnose.

John Maynard Keynes, The Economic Consequences of the Peace

Real inflation today is far higher than you think it is, and this is destroying your ability to become wealthy. I will explain this in more detail later but for now you absolutely must understand that the ‘inflation’ numbers produced by many governments are highly misleading. This is bad news for your wealth.

Many people think they understand what inflation is, but few truly grasp how significant real inflation is, just how negative an effect this can have on your real wealth, or how misleading published numbers such as CPI and RPI are.

At the time of writing this new edition of the book, nearly every major stock market index in the world is at or near an all-time high. The same is true of numerous property markets all over the world: London, New York, Hong Kong, Singapore, Sydney, Vancouver – the list goes on and on. Although some of these are beginning to show signs of running out of steam, they are all nevertheless at or close to an all-time high – something that is key to the point I am making here.

These numerous share and property markets have all gone up dozens or, in some cases, even hundreds of per cent in the last few years, yet government inflation numbers have consistently been in the low single digits and the press constantly talks about ‘low inflation’.

As another illustration of just how far removed from reality published inflation numbers are, Figure 1.1 is a chart showing the price increases in a number of commodities in the year 2010. Crucially, check out the column furthest to the right, which is an official government inflation number (consumer price inflation or CPI – one of the key measures of inflation). How can it be 1.1 per cent when everything else has increased by so much more? I concede that this chart is now almost a decade old and many of the commodities have seen price falls since, but I would argue this doesn’t matter. In no way does this alter the point I am making here: how there can be such a big difference between price increases in so many of the things that we need to buy versus government inflation numbers that are supposed to be a fair reflection of those changes?

[image: image]

FIGURE 1.1 The real cost of living

Source: Casey Research (2010)

I fully concede that the price of many of these commodities is extremely volatile and does not go up in a straight line. Nevertheless, the general trend of the last several decades is very discernibly up. Despite such large increases in the prices of share and property markets and the large majority of things you or I might want to consume, government inflation numbers on both sides of the Atlantic continue to come in as low single digits. These government numbers are bad enough to destroy your wealth, but the real picture is far worse. I will explain why this is the case and why many financial analysts, journalists and politicians appear not to understand what the real numbers are.

As a statement of fact, with very few exceptions (consumer electronics, for example), the price of nearly all of the things you actually need in your life – food, fuel, shelter, medical care, insurance, education and so on – is going up in leaps and bounds, and by substantially more than is suggested by what I would call the ‘science fiction’ inflation numbers (CPI or RPI) published by authorities on both sides of the Atlantic.

Property, financial markets and ‘things’ have been getting more and more expensive in terms of most of the paper currencies on the planet, which means that, unless your salary is going up by at least as much or you’re making money from investments, in reality you are getting poorer every day.

This is only going to get worse. Any money you have is gradually being destroyed. If you have any savings in the bank, you are losing real wealth every day, and losing more than you think. This is one of the many reasons people are feeling poorer without really understanding why.

Taking the richest 1 per cent of people in the USA and Britain out of the numbers, the remaining 99 per cent have been getting poorer in real terms for nearly 40 years. In the USA, the average salary peaked in 1973. The UK is no different. Today the richest 1 per cent of Americans are worth more than the bottom 90 per cent. This is one of the reasons why over 45 million Americans are currently living on food stamps, a situation actually worse than the Great Depression. In the UK, it is estimated that over 1 million people are currently relying on food banks to help them find enough to eat (both of these numbers were true at the time of writing the last edition of this book in 2015 and are still true today). You need to understand this, and you need to act on it.

Pension systems all over the world are essentially bankrupt

This is a controversial statement but completely factual nevertheless. With very few exceptions (Norway and Australia, for example), wherever you live in the world today you absolutely cannot count on being able to live on handouts from your government for the rest of your life when you stop working. It just won’t happen, yet most people are relying on just such handouts.

Nearly every Western government is effectively bankrupt. As we shall see, this includes the USA and the UK as well as the more obvious countries you have read about in recent years such as Greece, Ireland, Spain, Italy and Portugal. (Debt per capita in the USA was $44,215 compared to $39,937 in Greece at the time of writing the first edition of this book and US debt is even worse now – but how often do we see the American or British press examine this reality?)

All of these countries are totally incapable of funding the pension and medical needs of the hundreds of millions of people set to retire in the next few decades. This is a mathematical inevitability, not some grey area to be debated. National debts in all of these countries are now so high that many governments can’t afford their interest payments without printing money, let alone paying back the entire loan.

Once in this position, the only way governments can repay what they owe is by creating money out of thin air (sometimes called ‘quantitative easing’). But when governments invent money, it causes inflation, which is precisely what I described in the previous section.

Western governments have mismanaged things to such an extent that they can’t provide for your retirement, but at the same time people themselves have made completely inadequate private provision for their old age. In the UK, over 50 per cent of the adult population have no effective private pension at all. They are relying on a state that categorically cannot afford to pay for them.

Sadly, the vast majority of the other 50 per cent have made no adequate pension provision, such that they will find their standard of living in retirement likely to be far lower than it was during their working lives, particularly given the real level of inflation.

Amazingly, this group even includes those who have made serious amounts of money in their lives. Estimates vary, but there are at least 150 ex-professional footballers currently in prison in the UK. Despite earning tens or even hundreds of thousands of pounds a week for at least a few years of their lives, these individuals failed to make any provision for life after football and then turned to crime when their career ended, usually drug dealing, in a bid to sustain their lifestyle. This is a tragedy when you consider that a small amount of relatively uncomplicated information could have easily set them up for a truly wealthy life. My point here is that this is often not even a problem of income, it is a problem of financial literacy.

Most people, even a decent proportion of former Premiership footballers, are looking at a retirement lived, quite literally, in complete poverty. The average British adult has about £50,000 saved by retirement (that is around £25,000 for women and just over £73,000 for men according to pension provider Aegon). This is enough to buy them a pension income of about £2,500 a year at current annuity rates. That is just over £200 a month. I would imagine that you would like to have a great deal more than £200 a month plus a tiny – or, more likely, completely non-existent state pension to live on for the last 30 or 40 years of your life.

This disastrous situation is true in nearly every single country in the world. As you might imagine, the ramifications are pretty frightening. History has taught us time and again that an impoverished population is an unstable one. We have seen this reality play out in North Africa and the Middle East in recent years, and closer to home in places like Greece, Spain, Russia and even Canada. At worst, the pension situation all over the world could very well be a ‘blood in the streets’ problem before too long – there are compelling arguments, for example, that one of the key causes of the Arab Spring in 2010 was inflation, primarily in food prices.

I fervently hope this does not end up being the case, but the only way we can deal with the problem effectively is if as many people as possible take personal responsibility for their own financial situation right now. This book will empower you to do just that.

To put things in perspective: if you want to have a pension income equivalent to the average British salary of roughly £27,000 per year, you will need to have saved up a pension pot of over £500,000 when you retire rather than the £50,000 mentioned above.

Although this might seem rather frightening, the good news is that sorting it out is actually far easier than you think, almost no matter what you earn. You can do it. You just need to know how and you need to get started. The sooner the better.

What this book is not about

Crucially, what follows is absolutely not about trusting some ‘guru’ to show you an ‘incredible system’ to make money. This is not a ‘get rich quick’ scheme – though you will get rich. Instead, How to Own the World will show you that making a good return on your money, and becoming truly wealthy as a result over time, is easier than you ever thought. The necessary information is not particularly complicated, but it is incredibly poorly distributed throughout the general population.

In my opinion, true financial literacy should be taught as a compulsory subject in every secondary school in the country. Though there are signs that this might happen in the future, for now, the reality is that it is only really taught at major investment banks, as well as in the best investment and hedge funds. As with most things, the knowledge is available in books for those willing to seek it out (see the bibliography for more detail) but there is obviously a fair amount of ground to cover. I have done my best to cover that ground for you and save you a great deal of time by presenting only the most relevant and actionable information.

If most people understood the message of this book, financial crises would be far less likely to happen. We can focus on greedy bankers and corrupt or incompetent politicians all we like, but none of them would have been able to land us in our current predicament were it not for another key ingredient: financial illiteracy on the part of the great majority of people. Year after year, there are literally millions of individuals all over the world making bad personal decisions about their finances. ‘Bankers’ have only been paid big bonuses because the financial industry has been selling bad products with high costs for decades. If the car industry consistently sold us terrible cars that broke down all the time but still cost an arm and a leg, we wouldn’t buy them. But we have allowed many of our financial service providers to do just that, ever since financial products were first invented.

Why has this been the case and how have we let them get away with it? I believe the answer is quite simply that it is because the vast majority of people have never taken the time to understand finance or financial products in anything more than an incredibly simple way. To go back to my car analogy: many people are interested in cars. They buy magazines about them and do a reasonable amount of homework before they buy one. If people did the same before buying financial products, including property, we wouldn’t be where we are today. Sadly, most people do not undertake such homework, as a result of a dangerous combination of fear and boredom and because they were never taught the basics at school. As the ancient Roman philosopher Seneca would have it: ‘It is not because things are difficult that we dare not venture. It is because we dare not venture that they are difficult.’

This is what I want to change. Like anything you know nothing about, once you spend a little time on finance you will find it much easier and much more interesting than you expected. It is also worth highlighting that if you can be bothered to apply the same effort to buying financial products as you do to buying cars, it won’t be long before you are buying very nice cars and quite possibly doing so without using any debt.

The reason so few people optimize their finances and become wealthy is because they never spend any time researching and never properly try their hand at investment. There is a very high correlation between understanding finance and being wealthy. If you read on, you will see very quickly that with a relatively small amount of effort you can do a superb job with your money – and quite possibly a better job than many professionals you might have turned to in the past.

What this book is about

This book will have succeeded when you have a number of ‘eureka’ moments and find that you ‘get it’. You won’t need to trust me or think I’m particularly clever. You will feel confident in your own ability to arrange your financial affairs in a way that makes a huge and lasting difference to the rest of your life. Your minimum goal should be to build a pot of at least £1 million by the time you retire. Actually, a far better target would be to achieve this sort of number before you reach retirement age, and significantly more by the time you retire, so that you can start enjoying your wealth much sooner. A million is a pretty arbitrary goal, after all. As you will see, this is entirely possible.

All you have to do for this to happen is read on and …

1    Realize that finance is easier than you ever thought – and understand why most people never work this out. The reason is extremely obvious: most people never spend any time at all learning about it. This is one of those strange aspects of human nature. Learning how to run your own financial affairs is a life skill which must rank up there as one of the very best for having a positive impact on all other areas of your life, yet most of us invest our time learning about a vast range of other, far less useful life skills and totally neglect finance.

2    Learn two amazing facts about finance (Chapter 3).

3    Understand two crucial investment themes for today (Chapter 4).

4    Take simple steps to arrange your financial affairs and start making money from your money.

In summary

After you have finished this book, optimizing your financial affairs will very possibly take you less time than you wasted the last time you watched a bad film. It will certainly take less time than it took you to learn how to drive a car. Apologies if I’m labouring the automotive analogy a little, but I think the point stands.

As repetition is the mother of all learning, let us end this chapter by repeating the quote from Mark Shipman:

There is an essential life skill that has never been and still isn’t taught to the masses: how to manage, control and invest money to protect and provide for your financial future.

I firmly believe that if we can change this, not only can you personally make a huge difference in your own life but you can also make a huge difference to the fortunes of the society you live in. Good luck. I know that reading what follows and acting on it will do nothing less than change your life.


2

Why you will do better than many professionals

‘No one cares more about your money than you do. With a basic understanding of the investment process and a bit of discipline, you’re perfectly capable of managing your own money … By managing your own money, you’ll be able to earn higher returns and save many thousands … in investment costs over your lifetime.’

Alexander Green, The Gone Fishin’ Portfolio



Most people do not have confidence in their ability to invest their own money.

Be honest – did you spend more time researching the purchase of your last car (or pizza delivery or pair of jeans for that matter) than you have ever spent learning the best way to look after your money or reading a solid ‘how to invest’ book? Do your eyes glaze over when you hear words like ‘bond’, ‘equity’ and ‘commodity’?

If you answered ‘yes’ to the above questions, don’t worry. You are in good company. In my experience, this is true of the vast majority of people. Crazy as it might sound, this includes many financial advisers and people who work in financial services, for reasons we will examine shortly.

This is a huge shame given that the number-one secret of nearly all truly wealthy people throughout history is that they do understand money and how they can make more from it.

Over time, it is actually far easier, quicker and less hassle to have your money (capital) make you money than it is to make money from your work (labour). Whether we like it or not, we live in a capitalist era. One of the fundamental truths of capitalism is that capital makes a great deal more money than labour; it should be pretty obvious to you that people who own businesses tend to make far more money than people who work for them. This is truer today than at any other time in history, primarily because capital is more mobile than ever before. Recent figures show that capital’s share of the world’s overall wealth relative to labour is the highest it has ever been – something that was the subject of one of the most famous books on economics of the last few decades, Thomas Piketty’s Capital in the Twenty-First Century. This is one of the reasons why the rich who own businesses are richer than ever, relative to people who work for those businesses.

The great news – and what so few people realize – is that the stock market and other forms of investment are fundamentally just fantastic innovations that enable anyone to become a business owner – potentially of one of the best businesses in the world – almost no matter how little money they have to start with. In addition, it has never been easier to invest, thanks to inexpensive and powerful online tools that have emerged in the last decade or so.

The fact that making money from money is ultimately easier than making money from work is entirely logical when you consider that you only have a limited number of hours in which to work. On the other hand, your money ‘never sleeps’, as the old saying is quite right in telling us. Money will also breed like rabbits if you know what you’re doing. Even multimillionaire actors, businesspeople and rock stars have often made vastly more money from their money than from their performance fees, salaries or record sales.

It is not an exaggeration to say that virtually every very wealthy person in history has accrued far more money from their investments than from being paid for their work. It is also worth noting that they have invariably spent far less time making money from their money than they have pursuing their career or passion. Once your money starts making you money, you will find yourself with the freedom to do anything you want – whether you get paid for your time or not. To become rich, you need to get into this mindset.

The fact that most people do not understand this is a tragedy and the main reason so many of the population struggle financially. Because they have never studied it, most people have unfortunate, incorrect and limiting beliefs about how money works: ‘the stock market is a casino’; ‘investment is risky’; ‘cash is safe’. All three of these statements are inherently untrue in one way or another, a fact that is often well understood by the rich. (I would add that the dictum ‘money is the root of all evil’ is a similarly unhelpful statement – and one which has caused a great deal of misery for people who believe it to be true, in my own view.)

You might find it hard to believe, but ‘you can’t go wrong with bricks and mortar’ is also a dangerous statement. Many people throughout history, including in the past few years, have gone horribly wrong with bricks and mortar, and many more will do so in the future. We will look at this in more detail in Chapter 5. It is also fair to say that cash is nowhere near as safe as you might think, given what is happening in terms of real inflation these days.

The reason many people have come to believe the stock market is a casino is simply that most people know nothing at all or incredibly little about it. Amazingly, this includes many of the people investing in it.

I have lost count of the number of people I have met over the years who buy and sell shares without understanding almost any of the things that you should know before investing in the stock market. This is why ‘average’ investment performance numbers are of no use to you and you should ignore them. A top sprinter who can run the 100 metres in under ten seconds doesn’t care that the ‘average’ adult human can run it in tens of seconds. The fact that there are large numbers of slow people bringing down the mathematical average has no impact at all on the professional athlete’s ability to run at his or her speed. We forget this logic when we decide that investment is difficult because the ‘average’ return is only x per cent. This number includes a vast number of people who have no clue what they are doing.

The efficient market hypothesis

Those who studied finance or economics at university, or work in financial services, may have read the last few paragraphs and disagreed with my argument. They might refer to something called the ‘efficient market hypothesis’ in order to suggest that what I have said above is incorrect. Given this possibility, I must digress briefly to deal with just such an objection.

The efficient market hypothesis (EMH) is a theory about financial markets that has been around for many years and has been extremely fashionable (arguably with disastrous results). The basic idea is that no one can outperform the stock market by choosing the right investments. That is to say that averages are important in financial markets, and no matter how much training you get you will never be able to beat them. This is precisely the opposite conclusion to the one I drew with my professional sprinter example.

The idea is that the price of any asset will always be exactly where it ‘should’ be because there are lots of intelligent, professional people involved in any given market who are reacting to a wealth of reliable information about where that asset ‘should’ trade. The hypothesis then proposes that no investor will ever be able to gain an edge or advantage such that they might buy a given asset and make a greater return than the market as a whole.

There are still many folk who believe in the EMH. Everyone is entitled to their opinion, but I feel strongly that the theory has been widely discredited (as do many of the best investors in the world). There is a vast amount of evidence and academic work demonstrating that the theory simply doesn’t hold up. As with many of the topics we will cover in this book, there has been a great deal written about the EMH and we don’t want to waste time going into any great level of detail.

I would simply hope to strengthen my contention that it is entirely possible for you to be a ‘professional sprinter’ among investors by giving you a couple of brief examples. Hopefully, these will make sense to you whether you have a financial background or not.

Asymmetric information

The main reason that the EMH doesn’t work in reality (and why you can hope to make great returns on your money) has to do with human nature and the existence of what is called ‘asymmetric information’. The key point here is that people involved in markets demonstrably do not have perfect information about the things they are investing in, as the EMH would have you believe. Some people have far more information than others – that is to say, information is ‘asymmetric’. As I have already said, many people who are investing have almost no idea what they are doing. I would argue that it is this reality more than anything else that led to the dot-com boom and bust, to the subprime housing crash and to all other boom-and-bust events in human history.


Example 1: The dot-com boom

In Chapter 7 we will learn the basics of how to value a share. If you can grasp notions such as ‘P/E ratios’, ‘dividend yield’ or ‘book value’, then you can get a good idea of when a share is ‘cheap’ and therefore more likely to be worth buying or when it is ‘expensive’ and, therefore, a better idea to sell. Of course, you can never have 100 per cent conviction that you are correct in your analysis, but if you do understand these things you have a huge advantage over those who don’t.

The smart money understands these ‘valuation techniques’. A large number of people investing in the very same market do not. This meant, for example, that in the dot-com boom, when dot-com shares were trading at prices light years more expensive than any shares had ever traded in the two-century history of stock markets, the smart money really did understand this to be the case and knew that those prices were entirely unsustainable. The amateur investor who was buying technology shares because a friend told them a share was ‘hot’ did not. Many people lost a great deal of money as a result. As ever, their loss was the smart money’s gain. I would argue that the same or worse is happening in the world of cryptocurrency and blockchain technology at the time of writing. There is more on this later in the book in Chapter 7.

In the previous edition of this book, more than three years ago, I wrote the following: ‘To my mind, the stock market flotation of Facebook gives us another example of this sort of mania. The stock market valuation of the company equated to a very high multiple of the profits and sales it is forecast to make in the years ahead (which is the main method of valuing a company). In the long run, these sorts of multiples are almost never sustainable. The share is just too expensive. The main reason Facebook is able to achieve such a valuation is because a huge number of people investing in it simply do not understand valuation multiples. There are also plenty of professional investors putting money into the share because they are second-guessing the impact that the herd will have. This is a dangerous game and, arguably, gambling rather than investing – although it is fair to say that some people do play this game successfully, at least for a while.’ Since I wrote this, Facebook has gone up massively (although it was hit recently by the Cambridge Analytica scandal). I am more than happy to hold my hands up and admit to being guilty of being completely ‘wrong’ on the price of Facebook shares.

Nevertheless, I stand entirely by the point I was making. Facebook (and a tiny handful of other shares such as Amazon and Netflix) have made lucky investors exceptional returns (up to this point at least – I don’t think Facebook is going to disappear any time soon, but it is perhaps worth remembering that lots of people would have said the same about MySpace in 2008). But this doesn’t in any way change my argument – that, most of the time, fundamentally expensive shares are more likely to lose you money than make you money and, most importantly, you will do well to understand how to work out whether a share is expensive or not before investing.

I stand by what I said about Facebook even though it has gone up massively since I said it, and the reason for this is because, for every Facebook, there are dozens or even hundreds of companies that were once too expensive and are now worth massively less as a result or, in many cases, worth zero. To name just a few that are now worth zero or 80 per cent or more less than what they were worth in the past: Enron, Lehman Brothers, Worldcom, boo.​com, Webvan, pets.​com, Ericsson, Nokia, eToys, GeoCities, Nortel, Lucent, Palm Inc, RIM (the makers of Blackberrys), Cisco, Qualcomm, JDS Uniphase – the list goes on and on. A great recent example of what I’m talking about is Snapchat, which has fallen from $27 in March of 2017 to $9 a share at the time of writing.

Successes like Facebook, Amazon and a tiny handful of others are very rare exceptions. At the very least, it is far more difficult to invest in massively overvalued companies and get it right. As another example to illustrate this point, Apple has consistently been more sensibly valued than Facebook and is an even bigger company at the time of writing. It is possible to make money in massively overvalued companies but far harder and far riskier.

The phenomenon of foolishly overvalued companies suits the finance industry because their fees are basically a percentage of a company’s value, but it is very bad for the small investor who is pinning their retirement hopes on something that is highly likely to become cheaper in the years ahead (and therefore lose them money). It is worth noting that if enough people who do not understand valuation fundamentals keep buying a company, the price may continue going up for some time (as is the case with Facebook at the time of writing). All those people will then think they’ve done the right thing and have made a solid investment. As a result of human nature, other people (who don’t understand share valuation either) will see the price going up and decide they need to jump in too so they don’t miss out. This pushes the share price from very expensive to crazily expensive, which is exactly what happened during the dot-com boom and what is happening – some commentators argue – again as I write.

This strongly illustrates what a weak theory EMH is in the real world. The stock market has its own gravitational pull and the long-term end result of a share being crazily expensive is inevitable. What goes up (beyond sensible levels) must, inevitably, come down.

If you look at many decades of stock market data, it is abundantly clear that, in the long run, no company should ever be worth 25 times the value of its sales or a few hundred times the value of its profits. Any that do trade at these levels are doing so because there are a sufficient number of investors who do not understand this truth. The share will eventually come back to earth, losing most of them a lot of money. Buying these sorts of companies simply isn’t investment. It is gambling. People who are informed investors, therefore, tend to leave these companies alone, given that there are thousands of others for which a sensible analysis can be made and an informed decision reached. We will look in some detail at how to do this in Chapter 10.

This phenomenon is even more pronounced in the bitcoin/cryptocurrency/blockchain space which I will discuss in Chapter 7.
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