



[image: ]






[image: Illustration]





Contents



Introduction


Chapter 1 Get Real with Your Money


Chapter 2 Planning for the Future


Chapter 3 Own It: Get a Grip on Your Money


Chapter 4 Asking for More Money


Chapter 5 Navigating Your Bank Balance


Chapter 6 Investing for the Long Term


Chapter 7 Want to Buy a House?


Let’s Continue Our Money Conversation


Endnotes


Thank You


About the Author




How to Use This Ebook


Select one of the chapters from the main contents list and you will be taken straight to that chapter.
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A few years ago, I booked a meeting with a financial adviser. It would be the first real money conversation I had ever had. I was half excited, half wary, but I knew it was a necessary step on the road to adulthood.


I jumped on the Tube during my lunch break and navigated my way to the building. After a short wait and a quick glance at the Financial Times, I was invited to join the meeting by an assistant.


Good afternoon. Welcome, Mrs Bellet.


Thank you, good afternoon. Nice to meet you.


I tried to look relaxed but for some reason I didn’t feel at ease at all. Perhaps this is always the case when you come face to face with a financial adviser for the first time, or perhaps I just felt like I didn’t belong. Although I, too, was wearing a suit…


The adviser started speaking: You’re here to talk about financial advice. Do you know how it works?


Looking at my blank face, he continued: Oh, and where is your husband?


This question sent me into a fit of rage. Did this adviser not think that I was capable of managing my own finances? Why on earth did I and my at-the-time partner have to do this together? Was I not good enough to work with this adviser? Was I not good enough, full stop?



Money is a feminist issue



On average, women who are in their 20s will retire with £100,000 less in their pension pot than a man the same age.1 The annual pension income between women from an ethnic minority and white men is as high as 51.4%.2


The pension gap hurts women’s financial futures, putting our retirement at risk. One of the reasons women have smaller pensions is the gender pay gap and the ever-increasing cost of childcare. High-earning, leadership roles are often incompatible with family life, which means that women take more career breaks and, inevitably, save less. We also make up the majority of people struggling with debt.3


Women tend to take fewer risks with their money, preferring to save rather than invest, which impacts retirement and long-term savings. Women hold £14.3 billion in investments compared to the £29.3 billion held by men, according to Kantar TNS.4 However, women make great investors – a study by Warwick Business School found that women tend to outperform men at investing by 1.8%.5


It will take time to change the systemic inequalities, so it’s important we focus on what we can do for ourselves in the meantime. When we are financially ill-informed, we are more likely to make poor choices that lead to negative consequences in our lives.


We are responsible for managing our finances


I started my working life in private equity for Lehman Brothers – an investment activity where a fund (a pool of money) buys and manages companies that are not publicly traded. On 15 September 2008, my employer filed for bankruptcy, which marked the start of a global financial crisis.


This made me aware of the huge financial literacy gap, the massive disconnect between banks and financial institutions and the public, the lack of trust and, at the same time, the huge responsibility for households to manage their own finances.


As a result, I set up Vestpod five years ago to help financially empower women. We organise events and workshops, host a podcast – The Wallet – and get women together to talk about money, savings, investing and debt.


Let’s get the money conversation started


When researchers at University College London conducted a survey into sexual attitudes and lifestyle,6 they found out that people were more inclined to answer questions about their intimate lives than questions about their household income.7 And this is because talking about money is a deeply personal matter, which is often entangled with our emotional behaviour and feelings of self-worth.


But talking about money is liberating. Once you can talk about your finances freely, you can start to enter into non-emotional conversations about your own worth. Breaking the money taboo starts on the micro-level by talking with friends, family, strangers or finance professionals. There is no right or wrong way to have these conversations; you just need to start.


Slowly your financial awareness will start to kick in, and this greater understanding allows you to have easier macro-level conversations with your employer or others: to negotiate your salary, increase your freelancing rates, understand how your pension works and negotiate with your bank for a better type of card or with your lender for a mortgage.


Talking about money in relationships – whether that is with your partner, friends or colleagues – is the equivalent of facing the final frontier. Perhaps your partner has a massive student debt, you feel you’re not being fairly remunerated at work or you and your friends find it difficult to talk about your budget woes. Whatever the issue, you need to brace yourself for these necessary conversations.



Your financial worth is not your self-worth



You’re not here to pursue or accumulate wealth but to make sure you have enough to have the life you want. You want to make sure you’re intentional with your money and don’t feel pressured to spend when you don’t want to or can’t afford to.


Stop reaching for negativity when something goes wrong, be kind to yourself and start to believe that getting things wrong is a necessary stepping stone towards getting things (and keeping them) right. Altering your mindset from a fixed to a growth mindset will help you to become more rational about money and less controlled by your emotions.


Stop comparing yourself to others and recognise signs of FOMO (Fear Of Missing Out): no matter how successful you become, there will always be someone who has a bigger house, more extravagant holidays and greater financial security than you, so there’s no need for external validation and to fit in financially.


Finally, focus on taking small, formative steps towards making your big dream achievable. Money can unlock many possibilities for you, and supporting the initiatives that you believe in makes you an activist with your money.


You need to uncover your money story


Have you ever wondered why you handle money the way you do today? Our spending and saving patterns are determined by our (sometimes limiting) habits, emotions and values, and what can really help us to reflect on our motives is to identify our money personality. We all have our own personal money scripts, which have been steadily forming since early childhood, and our money mindset has a direct effect on how we manage and deal with our finances.


Knowing your personality type can help you understand where you’re starting from:8


• Do you feel that money can solve your problems or make you happy? (you worship money)


• Do you feel the pressure to ‘fit in’ with your peers? (you like status)


• Do you feel like money is an important topic to you, and are you working hard towards being financially secure? (you’re money vigilant)


• Do you think negatively about money or think rich people are greedy and don’t check your bank account? (you tend to avoid money)


Our beliefs have a knock-on effect on our ability to attain financial goals and financial security. But no attitude or behaviour is set in stone. Having a healthy approach to spending is something that you can build through greater financial education.


It’s important to recognise that money helps us be independent; it’s a tool, a form of exchange, that aids us in avoiding oppression while having control over our lives.


You’re pre-rich!


You’re Not Broke: You’re Pre-Rich is not a book about getting rich quickly – it’s about embarking on a journey, building healthier habits and supporting one another. It’s about deciding on what you want, creating a plan and achieving it. While this book won’t replace a financial adviser, it will help establish your financial literacy, which in turn will boost your confidence and empower you to achieve your lifelong goals.


Enjoy the journey!


Emilie xx




I am not a financial advisor! The content of this book is provided for information and educational purposes only and it does not constitute financial advice. You should consult with an independent financial advisor for specific guidance on your personal circumstances.








CHAPTER 1
GET REAL WITH YOUR MONEY



What you will learn in this chapter:
How to do a financial check-up
If you have debt, how to deal with it
Who can help you in this journey





In this chapter we will take a look at the big picture and start to get really intimate with your money! Don’t worry, this needn’t be overwhelming – because once you can see the reality and understand the factors that create these figures, there need be no more frightening debts, bills or standing orders lurking in the fringes of your bank balances waiting to wreak havoc on your finances.


Don’t forget, the following does not constitute financial advice – it’s just a set of useful tools to help you to understand where you stand with your money. You can always arrange to meet a financial adviser to get help on any of these topics (see here).


Financial Health Check-up


This section outlines how to achieve the transition from being broke to being pre-rich – which starts with understanding where you stand today.


Are you financially fit?


The difference between being broke and being rich is not related to how much you earn but to how much you keep – and therefore how much wealth you can build. We will call this your net worth.


Essentially, your net worth is a snapshot of your financial state of affairs and therefore your economic position. It normally refers to what you own (known as assets) minus what you owe (known as liabilities): Net worth = Assets – Liabilities. It will tell you how much money you would have left if you were to sell all your assets and repay all your debts ‘today’.


Your net worth will vary over time, because your assets and liabilities will fluctuate. Monitoring your net worth is extremely empowering because it encourages you to take full control of your bank balance, financial health and ultimately your life. Understanding the numbers on your bank account statement helps you to become more rational with money, keep track of cash flow, set goals and focus on how your personal wealth is evolving.


What are assets?


Your assets are items of value that you own:


• cash on hand


• real estate: house, flat


• bank account balance: current account


• savings


• shares, investments and insurance


• pensions and retirement savings


• the value of your business or start-up


• other assets: car, jewellery, furniture, anything of value that you own


The value of your assets has to be accounted for at the current ‘market value’ (that means: how much you would get if you had to sell that asset today at current price) rather than the bought value (the price you paid for the asset).


What are liabilities?


Your liabilities are your debts, or the money that you owe:


• mortgages


• credit card debts


• overdrafts


• student debt


• other personal loans: store cards, payday loans


• car loans


• other liabilities


Don’t panic if your net worth is negative and don’t focus too much or judge yourself based on the result. Remember that your net worth does not define your self-worth. There are plenty of financially healthy reasons for having a minus total: perhaps you have a student loan or have only just started working. Understanding your current situation is a good place to start, so you can see what can be improved.


This exercise seems simple but when you actually do it, you’ll realise that the hardest part is actually finding all these numbers: look at your bank and debt balances, find your pension log-in details. Maybe you’ll add a placeholder in your calendar next Saturday morning, buy a nice workbook you can keep and get started with a good coffee! Make it a new weekly or monthly money date.


How often should you look at your net worth?


I think it is useful to calculate your net worth monthly or quarterly. Your objective is to see it increase in value from one period to another, so you know which direction it is going in. Remember this is for YOU only – you don’t need to show it to anyone.


Building up your wealth


In theory, increasing your net worth is simple: you use your income (the money you make, for example from your job or investments) to increase valuable assets while reducing (paying off) your liabilities. Once your assets are worth more than your liabilities, you have positive net worth.


If you want to accumulate wealth, you have to focus on acquiring assets that will appreciate (increase in value) over time rather than creating further debt. Your goal is to have fewer liabilities (such as credit card debt) that cost you money (such as interest) and not to invest in items that will depreciate (lose value).


Your salary is only one way to build net worth (you might have another source of income from side projects or investments, for example). The big difference when you start trying to build wealth is that you start to generate money from other sources: your ‘assets’. The goal, over time, is that these should generate more and more money and allow you to work less and less (and retire one day). True wealth is achieved by acquiring assets that will increase in value and generate money for you.


Of course, your liabilities will also increase because you are paying interest on them. Any outgoings that you are repaying over time, such as credit card debt, loans or a mortgage, will impact your ability to save and build assets.


Where to start?


We will look into the different ways you can grow your net worth in future chapters. For now, here are a few ways you can get started:


• Build an emergency savings net: If something unexpected happens, such as your boiler breaking down, you can dip into your emergency fund rather than take on debt (such as credit card debt) to pay for it.


• Pay off some of your debts: Focus on repaying the expensive debts first, i.e. those that are generating the highest interest rates, such as credit cards.


• Top up your pension: If you are not already contributing to your employer’s pension or a personal pension plan, you could start now.


• Reduce your spending: Calculating your net worth can help identify where you spend too much money and enable you to cut out bad habits.


• Grow your savings: Keep an eye on your savings and potentially start investing for the long term.


• Talk to a professional: Speak to a financial adviser about your needs.


Be patient. Building net worth is a long process and does not happen overnight. There will be ups and downs and unexpected things can happen in your personal life (losing a job, moving to a new house, paying more rent, getting divorced) but this commitment to grow your net worth should remain. Use an online dashboard app to view all of your financial accounts in one place. Check whether your existing bank is also offering this type of service.


Are you creditworthy?


There is another ‘number’ widely used in personal finance: your credit score. While the net worth is your own personal number to measure your wealth, the credit score corresponds to your financial footprint and it measures how responsible you are with your money.


Your credit score is based on your credit history and how good you have been at repaying your debts. So credit can actually be a good thing, provided you handle it with care, because it eases your cash flow and allows you to have access to money to pay for things you need before the money is available. The way you use credit also gives financial institutions an indication of your financial health.


Why your credit score matters


Your credit score informs lenders of how robust and reliable you are. They then use this intelligence to try to predict your behaviour in the future, to safeguard themselves against your potential risk. Your credit score plays a key role in determining how much they will lend you and how much interest to charge.


For example, if you are thinking about applying for a mortgage to buy a house and you have a strong credit score and report, lenders will see you as reliable and the chances of you getting a loan are much higher. Added to which, if they see you as a reliable potential customer, they may also offer you a better mortgage rate too (that will cost you less money), helping reduce your monthly payments.


High credit score = Likely lower rate of interest charged on your loan, with the opportunity to borrow a higher amount of money.


Low credit score = Likely higher rate of interest charged on your loan, with the opportunity to borrow less money, and the danger that a bank will not lend to you at all.


The more visible you are, the more detail lenders can gauge about your financial stability and personality type. This can be infuriating if you are young or have never been in debt or never used a credit card because having no or little credit history can negatively impact your score.


How to get your credit score


Finding out your exact credit score is simple and quick. You can use an online credit agency such as Experian, Equifax (Clearscore) or TransUnion (Credit Karma) to do this. Try to use a free service and don’t waste your money on a full report as the basic service is very good. Different credit agencies may sometimes provide you with a slightly different score so it is useful and good practice to compare your score with the other providers.


You can always ask to have a copy of your credit report for free – this is your legal right, as they hold lots of information on you.


Let’s examine your report:


• Your personal information: Name, address, date of birth, whether you have registered on the electoral roll (this too can impact your score).


• Your credit score: This is your financial footprint.


• Your debts: Short-term as well as long-term: overdrafts, credit cards, payday loans, car loans, mortgages, personal loans and so on. The report will also include the payments you’ve made in full, late or actually missed. Note that student loans are not on your report and don’t directly affect your credit rating, but some lenders can ask on their applications.


• The search history: Each time you ask for credit (that is, you want to borrow money or open a new bank account), the lenders will check your credit score. Lenders can see, from this section of the report, who has checked what, where and when.


• Your financial connections: Are you married and do you have a mortgage? Make sure you are associated only with people with a good credit history, otherwise their history could also impact yours. Check your address through an online credit agency to verify that your information is up to date. However, if you shared a bank account or mortgage with them, their credit rating may impact yours.


• A report by Cifas: This is the UK’s Fraud Prevention Service and will highlight whether you have been a victim of fraud.


How to improve your credit score


Credit history is built over a long period of time, and while there is no quick-fix trick for improving your credit rating, you can definitely make a start.


• Pay your bills on time: Paying off your credit card balance in full every month is key but, if you really can’t, at least make sure that you repay the minimum balance. Making late payments can negatively impact your score.


• Maintain a low credit utilization ratio: This is the difference between how much credit you are allowed and how much you are using. If you start maxing out all your credit cards, you will have a high utilization ratio – and will also be seen as someone who appears unable to manage debt carefully, and so may be unreliable. For you to look good, you need to aim for a low(er) utilization ratio, usually around 30%.


• Reduce your outstanding debt: If you have lot of outstanding debt it can be difficult for banks to lend you more money as they will be concerned about your capacity to repay.


• Don’t make repeated applications for new loans and credit cards: Check your eligibility before applying.


• Make sure you are registered on the electoral roll: This is a simple and reliable way for lenders to verify that you are who you say you are and to protect against fraud.


• Check your statements: Make sure you check each entry on your account for any errors or inconsistencies, fraud or anything else.


• Use your credit card in a good way: It may sound counter-intuitive, but keep using that credit card – but make sure that you make payments regularly and do not exceed the 30% rule. The steadier your payment history, the easier it is for credit agencies to process your application. However, if you’re not comfortable handling credit or using a credit card, stick to a debit card and avoid overspending.


• Stop making cash withdrawals with your credit card: Doing so can be recorded on your credit file; second, most providers will charge you a cash advance fee as well as daily interest (until you pay off the balance). Could you use a debit card instead?


There is a misconception that checking your score often is negatively impacting it; this isn’t true, so keep on top of things!




BEWARE OF ‘BUY NOW, PAY LATER’ (BNPL) SCHEMES


Used correctly, these schemes essentially give shoppers the option to defer payments for items that they urgently need, while allowing the flexibility of paying in instalments. The appeal of instant gratification but delayed financial responsibility is indisputable and quite worrying, and people tend to spend more per purchase with these.


In the past, the lack of clear wording about the risk involved meant that many people ended up in debt. Under the new regulated plans, BNPL providers need to undertake affordability checks before lending to shoppers. Make sure you are making your own informed decision on whether or not BNPL schemes are for you.






Don’t Let Debt Scare You



According to a report by the National Audit Office (NAO) and MoneyHelper, more than eight million people in the UK are said to have problem debt, i.e. they are over-indebted and can’t repay their debts or bills. The other concerning statistic is that 22% of adults have less than £100 in savings, making them at risk if anything unexpected, such as an emergency or unemployment, happens.9


Debt: the good, the bad and the ugly


The first thing to know is that if you have debt, you are not on your own. Most of us carry debt of some kind. The second thing to remember is that having debt is not necessarily a bad thing.


The term debt is used very broadly but essentially it means owing money to someone. There is good, bad and ugly debt, and we all need to be able to understand the difference:


• Good debt: Is money you borrow for things that increase in value over time (student loans, mortgages, business loans). It usually bears a low(er) interest rate.


• Bad debt: Is money you borrow for things that lose value with time and is usually unplanned (impulse shopping on a credit card, payday loans, unpaid bills, money borrowed to pay for things you should have paid from your income or salary and are in a difficult position to repay). This debt usually bears a high(er) interest rate.


• Ugly debt: Is not an official term, but it is real enough. It relates to over-indebtedness, or problem debt, which develops when someone becomes unable to pay their debts or other household bills and debt become unmanageable (debt spiral, debt management, being unable to keep up with payments).



How debt works



To simplify your goal, when managing or incurring debt, you should focus on reducing bad debts and monitoring your good debt.


There are two main types of loan:


• When your debt is secured: It means that you borrowed money against something, such as your house. If things go wrong and you can’t pay back the debt, the bank still needs the money back, so they may want to take the house (this is obviously a worst-case scenario). It gives the lender some guarantee.


• When your debt is unsecured: It means that you have borrowed money to spend on something that the lender can’t take back: such as clothes, a holiday or something the bank is not interested in. These kinds of debts are often short-term and on a credit card.
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