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To the many generous people who have shared their financial problems, frustrations, dreams, and accomplishments with me. Our conversations, whether brief or long, continue to inspire me.


INTRODUCTION


You can do it yourself.

This revised and updated edition of Your Money or Your Life has the same objectives as the first: to give you the tools and insights you need to take, and keep, control of your finances – which involves understanding both the numbers and yourself; to enable you to reach your financial goals and establish the financial security you want in your life; and to help you make your money work smarter for you. Also I want this book to equip you with strategies that will help you avoid financial pitfalls and, perhaps more importantly, with the tried and true steps that really work when you are putting yourself back on the right financial track following a mistake or setback.

In the ten-plus years since I wrote the first edition, the economic environment has changed significantly – involving everything from interest rates to job security and prospects to the property market. New products, schemes and regulations have been created. Organisations have changed their names. And many individuals and families have experienced financial distress and hardships that they could not have imagined and perhaps did not plan for.

During this time I’ve continued to do money makeovers, talk about personal finance on radio and television programmes, and write articles about the subject for magazines and websites. I’ve also talked to people on high streets, on trains and planes, in restaurants, and at all types of events who asked me many interesting questions about their finances. I’ve incorporated all of these additional insights and wisdom I’ve gained from these experiences into this new edition.

I still want you to think of this book as your personal DIY guide for your money: a step-by-step, user-friendly and practical guide to handling your money properly. It will help you develop plans that are most appropriate and beneficial for your specific needs and goals; strategies that suit your means as well as your personality; and common sense perspectives that assist you in avoiding the pitfalls and preparing for unexpected events that can happen in your and anyone else’s life.

Of course, there’s more than one way of managing your money wisely. Throughout this book, alternative methods are explained and you’re encouraged to use the information presented and discussed as a basis for developing strategies that are comfortable for you. In short, I want to help you learn how to help yourself.

Many years ago, when I was a student at Bowdoin College in Brunswick, Maine, I met a wonderful and wise woman named Bitsa Wood. A strong, nurturing, earth-mother type, Bitsa once said to me, ‘The greatest gift parents can give their children is the ability to cope with life – to think through problems and solve them on their own. This is a gift of strength that stays with them a lifetime.’ I have kept Bitsa’s words in mind as I developed the strategies in this book.

I have tried to make all of the information as clear and accessible as possible. You don’t have to understand economics or advanced mathematics to take control of your personal finances. You need only a few basic facts and some uncomplicated procedures that anyone can easily master. If any of the ideas I present seem unfamiliar or original, that may be simply because no one has ever mentioned them to you before – or because you weren’t ready to listen when they did.

Experience, Not Genetics

‘Have you always been good with money?’ Virtually every interviewer asks me this question. And when I answer ‘No,’ they seem surprised. Many people want to believe that we are all fundamentally unchangeable – that it’s basically impossible to really change and improve. That’s why people make comments like, ‘I’ve never had a head for finances,’ ‘I take after my parents – they were bad with money and so am I,’ or ‘We never learned about personal finances in school.’ All these statements may be true but the underlying mindset is wrong. There’s no need to remain trapped in our limitations, endlessly repeating the mistakes and frustrations of the past. Life is about maturing, growing and learning, and this applies as much to your personal finances as to any other area of life.

Everything I’ve said here applies to me – in spades. It’s no secret that I’ve made mistakes with money. In my youth, shortly after I graduated from college, I got too many credit cards and I was spending thoughtlessly, eating out with friends, buying concert and theatre tickets, books, too many clothes and a lot of other stuff I can no longer recall. I was sinking deeper and deeper into debt, making payments late, incurring penalty fees, and almost defaulting. I still remember what it was like to lie awake at night wondering whether I was going to pay my rent or the minimum payments on all of my credit cards (I paid the rent so I would have a roof over my head), and trying to figure out how I was going to get myself out of the financial riptide I had gotten myself in.

Eventually, I vowed to myself that I would find a way out of my stressful, depressing situation with credit cards, store cards, car loans, over-spending, etc. and never, ever let it happen again. I then analysed, with brutal frankness, what I’d done wrong. For anyone in debt this is often the first and worst step: looking back on your spending with regret and maybe even disgust, as you go through your statements. What I saw made me recognise and start accepting that the problem was me, not the proverbial ‘they’ on whom it’s so easy and tempting to blame our problems.

The key was gaining control of myself and my emotional financial demons. Easy? No way. Let me tell you, it was a struggle then and the same old struggle can pop up out of nowhere even today. I still have to check myself when I see the aphrodisiac-like word ‘sale’ in an advertisement of a shop whose products I love. Even as I write about it now, I can still feel a knot forming in the pit of my stomach. I have to use a lot of willpower to resist temptation and not set foot in the store or visit its website.

The first exercise in this book – keeping a financial diary – is designed to help you understand your own financial weaknesses and demons, those unexamined emotional stimuli that often underlie how you sometimes spend money. Once you recognise the situations and emotions that cause you to overspend or use money in ways that undermines your financial security, you can avoid them or develop ways to mitigate them when you know they are coming on.
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Most people can learn and want to learn from other people’s experiences in order to avoid financial mistakes and traps. However, there are a small number of people who must go through the fire and rain themselves, not just once but maybe several times, before they learn the important lessons. As hard as it may be to watch and endure, it is best to let this person go through financial hardship without your financial help. Be emotionally supportive but not financially supportive. Some people only learn from their direct experience – no matter how unfortunate it is.



 

Magical Thinking About Money

Money is magical in many people’s minds. As a result, they believe that there’s no need to apply common sense and control to money. For some people this causes them to have a lackadaisical attitude about knowing bank balances, saving for the future, keeping track of important financial papers and planning for the emergencies. For others, this magical thinking results in a sense of entitlement: ‘Why should I have to worry about money?’ They believe they should somehow be exempted from all thinking and decision-making about money. Instead of having to make hard choices, that person should simply be able to get anything and everything he or she wants when he or she wants it – as if it’s their birthright. A key component of magical thinking about money is the belief that money will somehow always be there.

Deep inside, we all know that this is a dream or, more accurately, a delusion. Sometimes (far too often I fear) it takes an unexpected change or emergency for the person to see the need to be practical and prudent. For nearly all of us, money is limited and the hard choices about how to use and preserve it can’t be evaded forever. However, this needn’t prevent anyone from creating and enjoying a comfortable, satisfying and economically sound life. Several art advisers and dealers I know have said to me that the most interesting and satisfying art collections they have seen and continue to see are those of people who have limited funds and therefore have to think carefully about the money they are spending, the importance of the work to them and to their collection, and the long-term pleasure or satisfaction they will get from the work. In short, because these collectors have financial limitation they must prioritise what they spend their money on.

There is a universal lesson here. If you make the right choices for your financial situation and your goals, you can be happy spending more thoughtfully and carefully. You’ll stop saying ‘I don’t know where my money goes’ because you will know; you will feel the money-related stresses in your life slowly but surely dissipate; and you’ll see your own path to a balanced, contented day-to-day relationship with money while at the same time building long-term financial security. And most importantly, you will know that you have the ability to achieve it for yourself.

Master the Basics: The Key to Financial Literacy

When you first get your hands on a little money, knowledge of how to use that money wisely doesn’t automatically follow. We’ve all heard about sports, film and music stars or celebrities who made fortunes and then quickly squandered them. This has also happened with people who won the lottery. It takes knowledge, self-discipline and a bit of work to manage money intelligently. Ask any rich family who has managed to hold on to its wealth across several generations.

You may protest, saying ‘But the rich have professionals to advise them.’ True – but anyone who turns his money over to an adviser without controls is likely to find it gone in a shockingly short time. History shows that people who don’t know how money works don’t manage to hold on to it for very long.

Everyone – those just starting out and those who already have money – need to be financially literate. The basic building blocks to becoming financial literate are already taught in the basic mathematics that everyone learns at school. The examples used in these classes may not always involve pounds and pence but the underlying concepts are the same ones involved in managing money properly. As you go through life you build on the basics, gaining more and more knowledge, typically on an ‘as needed’ basis – i.e., when you need to know about mortgages, then you learn about them. This book will help you increase your overall financial literacy through a series of hands-on activities. Make no mistake: these exercises will benefit you only if you really work through them yourself and understand them. That’s how you become more literate about money and finances. Put pencil to paper or fingers on a keyboard. Make sure you understand the logic behind what you’re doing. I want you to develop your own financial plan or refine the one you already have using the guidance I’ll provide in these pages. I promise that you’ll emerge a more knowledgeable, wiser person – and potentially a more financially secure one as a result.

Give Yourself Choices

Perhaps the most tragic thing about bad money management is this: It takes away your choices in life.

Here is a sad – and all-too-typical – example. I interviewed a young woman who had just given birth to a beautiful baby daughter. Understandably, she wanted to stay at home with her child. But through the entire pregnancy, she and her husband had continued to manage their finances as if they were two single people with no responsibilities other than themselves. They enjoyed luxury holidays, lived very nicely (although not quite as nicely as they wished), racked up a growing pile of credit card debts and didn’t save a penny.

Even after the baby was born, this young mother did not want to reduce her spending. ‘I don’t think it’s right for me to have to do that,’ she defiantly told me. The result? Mother had no choice but to keep working. By saving nothing and spending to the maximum of the family income (and beyond), she had destroyed the possibility that she could stay at home and raise her own daughter. She was miserable – but it was all her own doing.

Please don’t let a similar misfortune happen to you – whether as a result of a life-changing event like the birth of a child or from an emergency like the sudden, unexpected death of a spouse or partner. By accepting the fact that the priorities in your life will need to change at different stages, by making a few small sacrifices today, by saving and investing a certain percentage of your earnings, and by remaining knowledgeable about the specific financial details of your life, you can guarantee that tomorrow you’ll be able to make the choices that you need to. That’s what matters the most. This book will help you to think about your priorities and goals for the present and into the future as your life goes through different phases. Most importantly, it will help you create a plan that will bring about the end results you aim for.

I’ve met and still meet with people who’ve lost their financial way. In many cases, their future choices have become severely limited as a result. Sometimes it’s too late to do much other than recommend a totally new start; other times I’m able to help them re-open doors to choices or solutions that appeared to be closed forever.

My fondest dream would be for this book to eliminate the need for money makeover shows like Your Money or Your Life. While I know this is overly optimistic, I also know – because I’ve seen it happen again and again – that if someone really wants to change his or her financial life for the better, they can and they will. Handling your personal finances properly requires three things: being honest with yourself, establishing a plan that suits you and being diligent and tenacious in executing that plan.

If you are having financial difficulties, use this book to conquer your personal financial demons and set yourself on a better path. If you’re good with money, use this book to accomplish two objectives: to avoid the money troubles that haunt so many individuals and families and to make your money grow in the way that is most suitable for you. You can do it by yourself or with the help of a financial professional. If you want to become more financially literate, then read sections of this book that interest you so that you get the learning process started. Regardless of your initial motivation for picking up this book, I want the end result to be your personal financial self-empowerment.



1

YOUR MONEY AND YOUR EMOTIONS


Understanding and Taking Charge of the Ways You Spend

The Secret Meanings of Money

The key to making better choices about your money begins with understanding your own approach to earning, spending, saving and investing. To do this, you need to uncover the secret meanings that money, risk and reward have for you. Once you’ve done this, you can begin developing a more positive and enriching style of financial management that you can realistically live with and that enables you to accomplish the goals you set for yourself.

A crucial step to understanding your own attitudes towards money is to recognise how you really handle money and what makes you handle it the way you do. Some of the most useful insights are gained from the unexamined emotions that underlie your actions. The bad news is that too many people delude themselves about their spending habits. They simply don’t want to know the truth and its real consequences. The good news is that there’s a simple process you can use to recognise, understand and gain control of your money delusions or weaknesses, whatever they are. (This same process will also help you to see any strengths you have in handling money.) All that’s required is a little effort – and the willingness to face reality, even if it’s a bit humbling.

Your Daily Spending Diary

The process begins with keeping a daily diary of income and expenses for a month.

Why a diary? Why not just sit down and list everything you usually spend money on, without the effort of keeping a diary? The answer is simple. No one – and I mean no one – is really capable of remembering accurately everything he or she spends money on from one day to the next, let alone from one week to the next. I often recall how the American poet Robert Frost – who had serious money quarrels with his in-laws – once put it:

 

Nobody was ever meant

To remember or invent

What he did with every cent.

 

So if you try to write down your money habits from memory, I promise you that the picture you paint will be inaccurate and probably flattering – deceptively so.

And why an entire month? Because anything shorter doesn’t represent a serious commitment to change. A spending diary for a week or two, for example, isn’t long enough to provide a real sample of what you’re spending your money on.

There’s no way around it – the daily diary for a full month is the only way to go. Use a page for each day. In addition to listing everything you spend money on, write down your related thoughts and feelings when you’re spending and a brief summary of what you did that day. Use the form found here as your template. Feel free to make 30 photocopies to use for an entire month or set up a similar template on your handheld device (such as your phone, iPad, tablet, or similar product) that you can use throughout the day. See the sample form here for an example of what a filled-in diary page might look like.

Record credit card spending on the day you make the purchase, not the day you pay the bill. Don’t overlook online, telephone or catalogue purchases. Record bills (mortgage, utilities, insurance premiums and so on) on the day you pay them.

What if you’re married or have a financial partnership with a partner, housemate or family member? (In this book, I’ll refer to all these arrangements as ‘partnerships’.) In that situation, it’s best if you and your partner can do the diary exercise at the same time. Make up two diaries and work through the process together. When it comes to creating the One-Month Spending Summary (as described later in this chapter), combine the information from both diaries into a single form.

Of course, if your partner refuses to take part in the process, so be it. Don’t let that become an excuse for your own shirking! Go ahead and create your own diary. You may well find that later, when your partner sees how much more organised (and prosperous) you’ve become, he or she will be eager to jump on the bandwagon and join you.

If your diary is to be accurate and complete, you’ll need to bring it with you wherever you go and record the expense immediately – otherwise you’re apt to forget about it. If toting the diary around feels awkward, try using the Notes feature on your mobile or Smartphone to record the information. You could also use a 3 × 5 inch note card, which fits easily in your pocket or bag. Then, at the end of the day, fill out your diary from the notes you’ve kept. Does this sound like ‘a pain’ or ‘too much trouble’? That feeling is your first psychological checkpoint; if you believe you don’t have 15–30 minutes available to write down and add up your daily expenses, you’re building up excuses for remaining disorganised and out of control.
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What Your Daily Spending Diary Will Teach You

The diary exercise will show you the reality of where your money is spent – which is likely to provide a number of surprises, some perhaps unpleasant. It will make you keenly aware of the money you’re spending daily that tends to ‘disappear’ with little fanfare. For example, when I went through the exercise, I was a little amazed to realise how much I spent to support the technology I use and travel with – everything from earphones (which I always seem to forget to pack) and music on iTunes that I want to listen to during my trip, to apps and adapters. It was ridiculous and added up to more than I would have thought, especially because I bought most of the items as I packed for my trip or while waiting in airports and train stations, with the added cost for ‘convenience’. It was cheaper for me to buy two of every support device I needed and keep them packed in a small pouch, ready to toss in my luggage. So that’s exactly what I did. I also gave myself a budget for iTunes purchases; thus, this amount of spending dropped substantially.

Eating out or ordering takeaway is another costly habit that easily gets out of control. The once-a-week dinner out easily escalates in price. One glass of wine becomes two glasses or perhaps a bottle; the occasional dessert becomes routine. Soon the thirty-pound treat costs forty-five pounds – a 50% increase. And it doesn’t stop with a weekly dinner. You’re so busy that you find yourself grabbing takeaway meals from the nearest shop rather than cooking at home – first one day a week, then two, then three. The same happens with lunch. And then there are the quick snacks, the tea breaks with pastries, the weekend brunch … the damage to your bank account and to the often delicate balance of your overall finances can be enormous. (And it doesn’t help your waistline, either.)

Three Responses

I’ve found that most people who really pursue the diary exercise react in one of three ways.

(1) Sudden surrender. Some are so shocked or disturbed about what they learn that they throw up their hands. Often they abandon the diary after just a few days. This reaction amounts to a refusal to take control and responsibility over your own behaviour. In fact, it sometimes goes along with an attempt to blame others for your money woes: ‘Oh, I’d do better if it weren’t for my wife – she’s the one who really overspends with the credit cards.’ ‘It wouldn’t matter how much I spend at the hairdresser if only my husband made a decent salary – he’s the real problem.’ ‘The trouble starts with the kids – they never stop begging for the latest toys they see on the telly or that their friends have. How am I supposed to say no?’ If you fall into this category, don’t expect sympathy from anyone. Whatever the causes of your money woes, they are your problems and only you have the power to fix them. The key question is whether you have the will to do something to help yourself or want to remain a victim.

(2) Rapid turnaround. Others quickly see their money habits and problem patterns and begin to take control of them even during the diary exercise itself. Simply paying attention to where the money goes seems to make a measurable difference. By the end of a month, with a seemingly small amount of effort, they discover that they’ve cut back on needless or wasteful spending, that they can pay their bills more easily, that they can feel the stress and anxiety lessening and that – if they apply more effort and discipline – they can turn their entire situation around. Importantly, they start looking forward to creating a financial future that is more comfortable and secure. These people were probably psychologically strong and well-disciplined to begin with and simply temporarily forgot the positive ways of relating to money. They sincerely want to make a change and the knowledge they gain from doing the diary is their key to success.

(3) Thoughtful analysis. People in this group work through the entire diary exercise without analysing their behaviour or making any changes until the end of the month. For them, the diary process is a purely mechanical one: they jot down their spending each day without reflecting on it. Then they forget about it until it’s time to make the next entry. Only two or three times during the month do they sit down to add up the totals and compare their impressions with reality. By the end of the month, having seen how bad their spending habits really are (whether in one or two selected areas, or across the board), they make a plan for improvement. For this group, change is a matter of reflection and deliberation.

Whichever group you fall into, your reaction to the diary exercise will give you an indication of how you tend to deal with money issues. It’s an issue we’ll be returning to over and over again in this book.

Your One-Month Financial Record

After you’ve faithfully recorded your spending for a month, it’s time to take the next step – to create your One-Month Financial Record. This is a record and analysis of how you’re actually spending your money, based on the diary entries. This record will become the basis for a budget that you will create to improve your money habits, reduce the associated anxieties and increase your financial security over the next year and afterwards.

To perform this analysis, you can use the forms here. Again, feel free to make a photocopy of the book pages for this purpose or create your own spreadsheets on your computer. Another option is to use personal financial management software (such as Quicken®) or an app. These will typically walk you through the budget-making process and let you create customised reports and charts. Of course, if you use a personal finance software or App, the details of your budget may look different from those we’ll examine in the next few pages of this book. Regardless, it will be quite easy for you to find the right numbers from your spending diary to use in analysing where your money is going – for better and for worse.

If you use the forms I provide, you’ll see that the first page is for listing your sources of income and the amounts. Most people just have a few income items each month. They’re usually easy to remember and keep track of. Enter income items for the same month as your spending diary here. Only enter cheques, automatic deposits or transfers and cash you actually received during the month. Use actual take-home amounts rather than ‘gross’ or ‘pre-tax’ amounts. (If you’re self-employed, estimate the amount you’ll owe in taxes and deduct that. Enter the remainder as your income.)
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Never count cash advances from credit cards, bank overdrafts, home equity loans or unused balances on credit cards as ‘income’ or as real money that belongs to you. These are not forms of income. Instead, they are forms of debt as we’ll discuss in more detail in Chapter Two. You’ll seriously distort your financial picture if you think of any of these as ‘income’.



 

Next, fill in the expenses pages. Do this by going through your monthly diary entries line by line. Sort your expenses into categories as shown in the form on pages here. Read through the whole form before you get started. Notice that the various expense categories are numbered 1 through 66. (Don’t be frightened. Not all these categories will apply to your situation.) This is designed to make it easier for you to match up your diary entries with budget categories. You can flip through the pages of your diary and label each entry with a number for the corresponding budget category. For example, when you find a diary entry for mortgage payment or rent, label that with the number 1. Then add up the amounts you spent in each category. (If you do this using a spreadsheet, then totalling the expense in each group will be easy and will eliminate the chances of you making an error.)

Filling in the spending record form will be a fair amount of work. But most people will get it done in an hour or less, depending on how orderly your diary has been kept. Once the form is complete, you’ll be ready to study it to get a better handle on your real money habits.

Tweaking the Numbers … But with Care

If you know that this month is not typical in some way, you should adjust your figures in particular categories. For example, if you stayed at home ill for a week and therefore ate at home, spent nothing on entertainment and made none of your usual expenditures during that time, take that into account: increase your spending in those categories to represent a typical month. By the same token, if this month’s spending includes a few hundred pounds on home repairs or on car repairs (something that only happens once a year or so), reduce your spending accordingly. But beware! Don’t fall into the trap of convincing yourself that the bad habits uncovered by your diary are just a one-month aberration. We all tend to do this – like the golfer who’s convinced that the round of 85 he shoots once a year is his ‘real’ game, while the 100 he shoots every other Saturday is due to bad luck. If you fool yourself in this way you’ll miss the chance to really learn something from your diary exercise.

Analysing Your Spending

Your end-of-the-month analysis should focus on these questions:


	What per cent of your total income are you spending on housing, food, transport, clothing, entertainment and each of the other categories?

	What percentage of your total income do you spend on essential things? What percentage do you spend on discretionary or impulse items?

	How much consumer debt are you carrying and what percentage of your total annual income does it represent? What percentage of your monthly income must you use to make payments on your outstanding debt?

	How much money are you depositing into savings each month? How often do you make withdrawals from that account and for what purpose?

	How does the analysis of how you currently use your money represent your personal priorities?

	Can you make the changes that will enable you to get out of debt and/or save for both your short-term and long-term goals?



Naturally, if you’re spending more in a month than you take in, you must take action to stop the ‘red ink’ immediately. But there may be other signs of trouble as well:


	If your total consumer debt and the payments you make on it are a significant percentage of your annual pay.

	If you’re spending more than you ever realised on categories like entertainment, drinks, toys and hobbies.

	If your spending on unnecessary or luxury items is making it hard for you to find the money for necessities.

	If unplanned spending (those notorious ‘impulse purchases’) takes up a significant portion of your monthly income.



These and other warning signs mean it’s time to take better command of your money. As it is, you are facilitating your own cycle of money woes, your own entrapment and your own mess – which this exercise should help you see in black-and-white, or glaring red! It should be clear to you that your long-term needs and goals will suffer.

Day-to-Day Patterns 

Look for time-related patterns to your spending, earning and saving. On Fridays, do you have a habit of buying something (a piece of clothing or some cosmetics, an electronic gadget, some new songs from iTunes) or spending money at the pub just to treat yourself? When you shop for groceries, do you buy a lot of food that looks delicious but that ends up sitting in the refrigerator until it goes bad and must be chucked? Do you routinely buy ‘a little something’ several times throughout the week because you feel you deserve it (although in truth you’ve done nothing special during the week)? Do you take your kids shopping or buy them presents the Saturday after payday to compensate for your being away at work? How does your spending coincide with your moods? Do you spend when you want to feel good about yourself? Are you more reckless in the middle of week, at the end of the week, or during the weekend? What situations make you most vulnerable to spending, especially over-spending? Can you sense when you’re about to give in to the urge?

Emotional Patterns 

Also look for emotional or psychological patterns to your spending, especially careless, excessive spending in particular categories. When do you lose control? Perhaps it’s when you get paid and there’s money in your pocket or bank account. Perhaps it’s when you have an argument with your spouse, your partner, your parents, or your kids. Perhaps it’s when you have ‘a bad day’ at work or home (and so feel you ‘deserve’ a treat). Perhaps it’s when you’ve accomplished something – finished a project at work, for example, or passed a course at university – and want to ‘celebrate’ by spending. Identifying these patterns or spending instigators (as I like to call them) is the first step towards gaining control of them, instead of letting them control you.
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Your One-Month Spending Summary

Next, use the form here to create a One-Month Spending Summary. (A filled-in sample is shown here.) You’ll calculate:


	The percentage of your total after-tax income spent on fixed costs vs. discretionary costs

	The percentage spent on each expense category



To calculate percentages, divide the amount spent on a particular category by your total monthly spending. Multiply the result by 100 to convert it into a percentage. For example, in the sample Summary here, the amount spent on ‘Home’ is £1,050, while the total monthly spending is £3,480. Using a calculator, you’ll find that 1,050 ÷ 3,480 = 0.3017. (Actually, the result is a very long decimal, but only the first few decimal places really matter.) Multiply this by 100 and round it off to the nearest number, and you get 30.17%.

Naturally, no two people will have spending percentages that are exactly the same in every category – nor should they. After all, each of our lives has different priorities. There are no absolute ‘right’ or ‘wrong’ percentages. But you might spot numbers that are clearly out of line and spending patterns reflecting disordered priorities that are hurting you.

By way of comparison, the UK Office for National Statistics regularly compiles data concerning what they call ‘Components of household expenditure’, which go towards making up the ‘Family Spending Report’. The most recent report reflects typical family spending for the previous year. Therefore, the 2013 Report would reflect spending data collected in 2012. To read current and past editions of the Family Spending Report, visit the UK National Statistics website:

www.statistics.gov.uk

[Note: Look under the heading ‘Economy’, then under ‘Personal Finances’ for the subcategory of ‘Consumers and Customers’.]

Like many statistics, these are subject to their own biases and should only be used as guidelines. Nonetheless, it is interesting to see what the average UK household spends in particular areas. You may find that spending that seems ‘normal’ to you and your friends differs substantially from what the typical person in the UK actually spends.

I strongly encourage you to visit the website and compare your spending in the areas that I often find to be ‘danger zones’ for many individuals and families. How many of these stand out in your analysis of your spending?


	
Clothing. Since clothes vary so much in style and cost, from the very basic to high-end designer fashion, spending on clothes varies a lot too. (We all know people who could easily spend half their income on shoes alone!) 4–5% of your annual income appears to be a good benchmark for spending in this area. How does your percentage of spending compare with the number shown in this year’s Family Spending Report? If your spending is much greater than the percentage reported, you may have a problem.

	
Food and non-alcoholic drinks. This is one of the easiest categories to lose control of, whether buying too much in a supermarket that then gets thrown away or by over-spending on takeaways, in restaurants and in pubs. The Family Spending Report pegs the average spending in the category of food and non-alcoholic drinks at around 11%. Note that this does not include the cost of alcohol, which is included in a separate category. Were it included, this number would probably be closer to 13%. If your spending on food and drink is noticeably higher, why not consider always shopping with a list of what you will buy and cook at home more often? The combination reduces waste, is cheaper and is usually more nutritious.

	
Entertainment. Called ‘Recreation and Culture’ in the Family Spending Report, it is the second highest category of spending. In truth, spending here can vary wildly. One night of ‘painting the town red’ for a young, single person can cost as much as many families spend on entertainment in a month. What is your percentage of spending in this area? Is it far out of line? If so, look for ways to scale back.

	
Toys for children. Naturally, how much you spend in this area will depend on whether or not you have children, how many you have and their ages. But it will also depend on the attitudes you want to instil in them. In families where the parents behave as if toys are symbols of acceptance and love, or as if having the latest plaything is the only sure way of having fun, the demand for toys tends to become an ever-growing pressure. Beware. As a parent, the fun can quickly vanish when the bills can’t be paid and the anxiety starts to mount. Children can often sense this change even when parents are trying to hide it from them.

	
Christmas and other gifts. Here, too, the attitude and spirit that prevails within the family is crucial. Don’t fall into the familiar traps of regarding gifts as evidence of love, of using gifts as a way of competing for attention and favour, or of trying to make up for eleven months of indifference with one month of lavish generosity. Ironically, I often hear stories where many family relationships have been deeply fractured by over-spending on Christmas gifts in a misguided attempt to ‘buy’ family happiness and harmony.

	
Personal beauty, including cosmetics and other beauty supplies, as well as trips to the salon or spa. The Family Spending Report says that average spending in this category runs about 1% but I’ve met individuals who have a powerful and costly weakness for the latest and most lavish lipsticks, nail varnishes, face creams (available only in France or the US, of course) and other beauty treatments. Believe me, a daily walk in the fresh air (or even a weekly tumble in bed) will do far more to put the roses back in your cheeks!

	
DIY, especially kitchen makeovers, remodelling lounges, adding a conservatory or redoing a garden. Home projects are classic ‘money pits’ that can suck up cash with no apparent limit. (We’ll talk more about this in a later chapter devoted to finance and your home.)

	
Mobile phone bills and roaming charges. It’s shocking how quickly the cost of a few ‘chit-chats and smiles’ (paraphrasing Aretha Franklin) can mount up, especially when the phones, particularly Smartphones, are used indiscriminately. Watch out, especially when you are travelling abroad! Checking your emails too often and downloading data is usually quite costly.



As I’ve said, these are some of the most prominent money trouble spots I’ve encountered while analysing people’s finances and spending habits. But your trouble spots may be different from any or all of these. Now is the time to look for them and begin dealing with them.

By the way, I do practise what I preach. I keep a one-month financial diary periodically just to see how my spending habits have changed over time. Several years ago, the one-month diary revealed that I spent too much money on magazines and newspapers. I got that under control. A few years later, when I did the exercise again, I found I was spending too much on music downloads, apps and devices to support the technology I use at home and in my work. Then I gave myself a budget that I’ve diligently held to and have made choices that are better thought out. During a recent stay in London, my diary revealed that I’d fallen into the habit of spending an alarming amount on taxis. How did it happen? Without realising it, I wasn’t allowing enough time to use the tube or walk to my meetings. It was just too easy to pop into a cab even for what I thought would be short, inexpensive rides. The problem, of course, is that fares of 8, 12 and 15 pounds quickly add up, especially on a busy weekday when I have several stops to make.

Thanks to the diary, I recognised the problem before it got out of control. I’m planning more time between appointments, allowing me to use public transport or walk. If I liked biking more, I would do that. Why not? The extra exercise benefits both my wallet and my waistline.
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Financial Fitness

As you study your One-Month Spending Summary, look for psychological ‘hot spots’ – things that make you feel anxious, tense, guilty, angry or even vengeful about money. For many people, dealing with financial issues feels a lot like struggling with their weight. In fact, I’ve talked to many people who worked successfully on their finances and also ended up getting their figures under control at the same time – with very little effort.

I think this is because both of these areas are fraught with emotional baggage. Many of the same anxieties, needs, wishes, fears, tensions, disappointments and dreams we associate with food are also associated with money.

Money is apt to be a distraction from the real emotional issues that drive your behaviour. You may discover that you’ve been spending to make yourself feel better, to attract others, to get revenge, to show off your status or to buy love. Circle the items on the Summary that you find yourself feeling strongly about and think about what they mean. If you share your financial (and personal) life with a spouse or other partner, talk about those hot spots with him or her. Simply becoming aware of the psychological weight that you attach to financial and material things can often help you begin to master that burden.

Taking Control: Creating Your Spending Plan

So far, you’ve been studying your past and present financial behaviour – how you currently make and spend money. In the process, you’ve learned quite a bit about what makes you tick and about the personal and financial weaknesses that have got you into trouble in the past. Now it’s time to use what you’ve learned to create a spending plan – a budget – that will help to take control of your financial behaviour in the future. What you want is a budget that is realistic, liveable and responsible; a plan you can really carry out that will give you a chance of reaching all your personal goals, both day by day and over your entire lifetime.

You may have tried to create and live by a budget in the past, only to give up in despair. That’s a common experience. It happens for many reasons. Sometimes people create budgets that are too rigid, too austere or too complicated. Sometimes they fail to adjust their budgets as their needs, priorities and abilities change or they try to follow plans that have no connection to their own psychological realities. And sometimes they are simply ‘undisciplined’ – which is usually another way of saying that they are too lazy to stick to a budget, or they let instant gratification easily and repeatedly blind them to their need to be more financially disciplined.

I don’t want you to repeat past patterns of failure. Instead, I want you to develop a spending plan that makes sense for you. And I want you to review it, think about it, adjust it, revise it and improve it as often as necessary so that you feel comfortable with it. Your budget must be a living document – one that you can not only follow but enjoy following.

Making adjustments to changing conditions is a continual challenge. As I write, most of the world economies are still trying to recover from a worldwide recession. The first thing I did when the recession began was to trim my spending and review all of my expenses. For example, with interest rates at an all-time low, I remortgaged my flat and lowered my monthly payment substantially. I restricted myself to eating out no more than two nights a week and set a maximum amount I could spend each time. A long-time friend and his wife decided to get rid of one of their two cars for much the same reason.

Adjusting like this before you are forced to gives you a wonderful feeling of being in control of your own destiny rather than helpless. I’ve noticed that feeling out of control often makes people angry, which leads to bad decisions.

Sometimes, a degree of self-denial is essential. If you’ve developed bad spending habits, there will be a period of adjustment as you break those habits and develop better ones – and that means pain. But the pain should be offset by an increasing sense of pleasure: pleasure that comes from having more money in your pocket or purse, more savings in the bank, smaller balances on your credit cards and fewer burdens on your conscience. And through it all, you should be able to allow yourself an occasional reward – a special treat, an evening out, a purchase ‘just for fun’ – without wrecking your budget or undermining your growing sense of control.
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If you still have trouble controlling your spending, try what I call the Ten Pound Trick. When you have an irresistible urge to go shopping, put just ten pounds in your wallet and head to your favourite high street or shopping centre. Your challenge is to find something that satisfies your urge to spend, costing ten pounds or less. Most likely you will find that you come home with some of the money left over – which you should save.



 

Secrets of Making and Keeping a Realistic Budget

Start with your One-Month Spending Summary. Use this as the basis for a new monthly budget. Your budget will be a spending plan that lays out guidelines you’ll follow for how much to spend in each basic category in the months to come.

From all the self-analysis you’ve already done, you may have some excellent ideas on how to alter your past spending practices. If so, now is the time to turn those ideas into concrete plans. Here are some specific recommendations that can help you.


	
Plan for saving. As we’ll discuss in more detail in Chapter 3, your budget ought to make it possible for you to save about ten per cent of your monthly take-home pay. For most people, this is an amount they won’t even miss. As you look through your spending diary, I’m sure you’ll be able to find places where you can save this per centage or even more. (It’s easy to calculate ten per cent of any number: simply move the decimal point one place to the left. For example, ten per cent of £2,900.00 is £290.00.) So start your budget with a line labelled ‘Savings’, in which you pencil in ten per cent of your monthly income. Now work on filling in the rest of your budget so as to keep that line intact! (We’ll talk about what do with your savings in a later chapter.)

	
Trim your fixed costs. List these costs as tracked on your Spending Summary. You may not be able to change many of these but you can still look for opportunities to save. To take one example, is it possible to reduce your spending on transport? Transport costs are steadily increasing, especially in contrast to what people earn. So depending on how you get to work, you may not have much control of this rising cost. However, rather than just complaining about the increase, look for ways to lessen the impact of the increase in your budget or to keep your costs relatively flat. Perhaps you can walk to the train station instead of driving. Maybe you can get by with one car rather than two. Or perhaps you can cut down the amount you spend on petrol by combining two or more chores into a single trip, by walking short distances rather than driving or even by trading in your old car for a more efficient model. Scrutinise each line in the same way.

	
Get control of your discretionary spending. Here is where the greatest opportunities for reductions are likely. Study each spending category carefully. Look for instances where you are spending money without receiving much physical, psychological or emotional benefit in return. Do you accumulate magazines with little chance to read them? Cancel the subscriptions and save a few pounds a month. Do you own shirts or blouses you’ve scarcely worn? Only buy clothes when you really need them and save a few more pounds. Are three nights out at the pub per week getting a little stale? Cut back to one night and you may enjoy it more – while saving even more too. And as for that smoking habit – try adding up all the pounds you’ll save if you can break it once and for all.



After jotting down preliminary spending figures for each category, add them up. Have you managed to arrive at a total at or below your monthly take-home salary? If so, congratulations – you have a spending plan that should work, at least on paper. If not, study the numbers again, looking for the additional cutbacks needed to balance the budget.

Being Real

I just used the word ‘balance’ and indeed that’s the key word. If your budget isn’t truly balanced – not only fiscally but also psychologically and emotionally – it probably won’t work. Your budget should reflect your personality, your priorities, your interests and your dreams. When spending cuts are needed, trim the things that don’t matter to you while preserving as much as possible from the things you really care about.

You may have a consuming passion few people share. If so, your budget ought to accommodate it. I know a woman named Nancy who collects ‘snow domes’, those glass bubble-shaped souvenir items that make a little snowstorm when you shake them. She finds them at jumble sales, auctions, curiosity shops – you name it. Nancy could never really live with a family budget that didn’t allow her to buy a snow dome or two from time to time. Of course, it would also be irresponsible for her to budget £100 a month for her hobby – she and her husband have relatively modest incomes and two strapping children outgrowing their clothes almost monthly – but £20 a month is affordable and, however trivial this all sounds, it is essential for Nancy’s mental health.

In the same vein, don’t try to live by a budget that allows you no room for self-indulgence. Sometimes a little ‘luxury’ makes all the difference between happiness and depression. It can even save a relationship. My co-author on the first edition of this book Karl and his wife Mary-Jo lived through a number of financially painful years when their three children were small and their jobs weren’t very lucrative. But they made a special point of finding the money to go out for dinner alone together once a week. Some weeks it was all they could do to pay a local teenager to sit with their kids for an hour while they went out for a hamburger or a pizza. Yet having the opportunity to treat themselves in this small way – and, more important, to have a little private time for a relaxing chat – made a crucial difference in their marriage and family life.

So, the art of improving your spending habits is very much a balancing act. You need to balance:


	Consistency … with flexibility

	Self-discipline … with realism

	A sense of control … with occasional self-indulgence



One step that will do a lot to help you trim needless spending is to reduce the amount of credit card interest you have to pay every month. That means cutting the burden of debt that may well be dragging you down financially. In the next chapter, we’ll look at how you can accomplish that goal.


2

CONSUMER DEBT



How You (Probably) Got Into It  and How to Get Out


The Awful Truth about Credit Cards

Credit is simply another word for the right to borrow money. The word credit comes from the Latin for ‘I believe’, which makes sense: when a bank or other lender gives you credit it is saying, in effect, ‘I believe you’ll repay me.’ To this day, the way a person handles credit is considered a mark of his or her personal integrity. What’s equally important to remember is that the way you manage credit can have a profound positive or negative effect on your financial future. That’s why I’ve chosen to speak about it so early in this book: it’s one of the most crucial keys to getting your money life in order.

In the UK, credit is rather widely and easily available, especially in comparison to the old tight-money days of a generation ago. For this change you can thank the late Prime Minister Margaret Thatcher. A staunch believer in free markets, the Iron Lady pushed British banks to ease up on credit and make loans, especially home mortgages, available to more people. However, this change had some unintended consequences, creating the temptation that comes with easy access to credit cards and, with it, the danger of excessive debt. Statistics released every year about consumer debt show that it has steadily increased and has damaged the financial situations of thousands of people in the UK. A recession or an economic slowdown only increases the negative impact in the lives of people who carry too much debt.

We all know people who have maxed out on their credit cards … and have applied for a couple more to pay the next month’s expenses or the big influx of bills!

But if you think I’m about to launch into a tirade about the evils of credit and the bad faith of the credit card companies, think again. The awful truth about most credit cards is that in themselves they’re neither bad nor good. In fact, they’re a very convenient way to make purchases and manage one’s monthly expenses. And for a few things (like shopping online, making an airline or hotel reservation, or renting a car), they’re practically impossible to do without. So it would be unfair to totally demonise credit cards. If too many people have gotten themselves too deeply into debt – and they have – a substantial portion of the blame must be placed squarely where it belongs: on the people themselves, or at least on those who succumb to temptation and therefore misuse and abuse credit.

If it makes you feel any better, the truth is that I’ve been guilty of credit abuse myself. In this chapter, I’ll explain how I climbed out of the deep hole I dug for myself, one purchase and cash advance at a time. Saving myself from debt didn’t require magic, just a bit of determination and hard work and, above all, the adoption of a new attitude towards money and debt.

The ‘False Validation’ Syndrome:  the Psychology of the Credit Card Offer

A major part of our debt problem is the psychology that often surrounds getting a credit card. Many people who receive solicitations from credit card companies in the post misunderstand what they mean. They think of them, consciously or unconsciously, as validating their worthiness: ‘If the bank sent me the offer, then it must think I can handle credit.’

Perhaps it is flattering to receive a credit card offer in the mail – and the direct-mail experts who write the letters and design the brochures are clever enough to make them sound personally appealing. But remember that these are solicitations and they are only sent out to benefit the banks, stores and credit card companies. They want to give you a credit card not as a service to you or as a validation of your worth as a hard-working citizen but because they view you as someone from whom they can make a lot of money – either through interest that accumulates on your outstanding balance or through the small fee merchants pay each time you use the credit card in their stores or online.

Of course, modern marketing methods are designed to capitalise on our credit card psychology. Once you receive the solicitation in the mail, it’s temptingly easy to sign your name and return the prepaid form. It’s even easier on the internet where all you have to do is fill out the form and click send. Many people try to justify their debt-laden finances by explaining, ‘I got into debt because they offered me the card.’ The innocence and naïveté of this statement would be touching if it weren’t so horrifying. It assumes that the burden of responsibility lies with the credit card company. It’s true that the credit card marketers deserve some blame for their indiscriminate blanketing of the population with credit but the real responsibility for controlling your debt lies with you. After all, when the bills are due, you will have to find the money to pay them – no one else!
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