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Foreword

Do you hear a horrible noise on the demographic horizon? That would be us Baby Boomers and our infantile thundering as we throw a huge tantrum about getting old. It’s one of the two things we promised ourselves that we’d never do. We’d never get old, and we’d never care about money. And here I am turning sixty and, not only that, but when I go to the ATM machine it acts like my father did when I asked for the car keys in 1963.

   I am the ideal person to be writing this preface, alas. That is, I did some financial calculations and discovered that I had about two and a half hours to achieve my investment goals if I wanted to retire in comfort at the time of my choosing. The time of my choosing was in about two and a half hours, when I finished writing this preface. And that was assuming that Michael Farr was going to pay me a million dollars to write it. Then I actually read his book. Now I realize that even if Michael does pay me a million (something that, my agent informs me, would require a really serious error in decimal point placement by the accounting department of Michael’s publishing house), I’ll still be working until I’m 103. Don’t let this happen to you.

   In fact I’m not even going to let it happen to me. I’ve gone further than just reading Michael’s book. I’m actually doing what his book tells me to do. Or most of what it tells me to do. I’m finding it difficult to make the same kind of arrangements for my “sunset years” that most people my age do. For instance, being a freelance writer, I cannot take the usual approach to retirement. “Retirement from what?” as my wife puts it.

   Nonetheless, using insights and information gained from Michael Farr, I have been able to escape the snares of typical Baby Boom financial planning strategy. Either that or, as a result of early-onset Alzheimer’s, I’ve been able to forget them.

   
Typical Baby Boom Financial Planning Strategy

	1947—1969   
	Mooch off parents.



	1970—1974
	Invest in bong futures.



	1975
	Briefly diversify into powdered Peruvian commodities before coming to senses and/or going to rehab.



	1976
	Get a job.



	1977—1978
	Save loose change in coffee cans.



	1979
	Spend all weekend putting contents of coffee cans into coin wrappers; buy two Kruggerands, and bury them in a safe place.



	1980
	Utilize liquid assets and debt instruments to rent tux for wedding.



	1981—1990
	Mortgage self to eyeballs.



	1991
	Reallocate equity positions and income flow. (House goes to ex-wife, salary goes to child support.)



	1992
	Try to remember where Kruggerands are buried.



	1993—1999
	Pad resume, get new job, receive unmerited promotion, and be over-compensated.



	2000
	Put everything into cousin’s kid’s roommate’s dotcom start-up.



	2001
	Get original job back.



	2002—2006
	Use sub-prime lending to buy residential real estate for investment purposes.



	2007—?
	Worry self to death.




   Personally my own financial planning strategy was even worse than that. I had an entire decade when I, um, “forgot” to pay my income taxes. The following is a true story (unless the statute of limitations hasn’t run out on this sort of thing, in which case I’m kidding here). In the middle 1970s it finally dawned on me that the federal government might not find my IRS amnesia quite as amusing as my beatnik pals did, so I went to a tax accountant. The tax accountant gave me the same look that you gave yourself in the mirror after you put everything into your cousin’s kid’s college roommate’s dot-com start-up. The accountant made me spend the next two months getting in touch with various hippies, stoners, lay-abouts, bums, head cases (or, as they were called in those days, novelists, poets, and musicians). From this crew of reprobates I had to extract affidavits to the effect that for the past ten years I had been living an utterly unproductive and virtually unremunerated existence, in which I had been paid nothing and was worth it. The paperwork I collected (crumpled, soiled, scrawled on the back of overdue rent notices, and in one case, I think, block printed in body paint) was presented to the IRS auditor. The IRS auditor beheld the testimonials. He beheld me. And—this is the sad part—he let me off scot-free.

   I’m a reformed character now, of course, a solid member of the bourgeoisie, provident, frugal, and thrifty. I know that if I take care of the pennies the dollars will . . . run off to Paris with some hunky Euro they met at the Federal Reserve, or something. Those dollars sure aren’t where I left them, in that emerging market commodities fund where they were supposed to be buying Chinese wheat gluten futures.

   That’s why I’m reading Michael’s book and doing what it tells me to do. In Chapter Five Michael asks me to rate my Risk Tolerance. He provides a brief questionnaire to help me gauge the degree of risk that I’m willing to take to build my retirement portfolio. And I’m filling out that questionnaire this very moment. Although, to tell the truth; I’m not filling it out exactly the way Michael asks because, economically, I’m an idiot. Michael’s book is addressed to a variety of readers ranging from the financially highly astute to the budgetarily mildly feckless. It is not addressed to morons like me. I’ve had to take a few liberties with Michael’s Risk Tolerance quiz. The italicized portions of the following are answers I made up because Michael’s questions are too hard. Choose one answer for each question:

RISK TOLERANCE

1. Which statement best matches your attitude toward investment risk? 

a. I am very comfortable with and willing to take more risk to pursue maximum growth. 

b. I have a moderate appetite for risk as long as I feel I am being compensated over time. 

c. I am uncomfortable with risk, and short-term volatility in my investments makes me nervous. 

d. Can I freshen that up for you? A bird can’t fly on one wing! I’m thinking that going long on the Zimbabwean dollar looks like a good bet.

2. At what level of loss in a single year would you start to feel very uncomfortable about your investment decisions and start to question your willingness to continue investing? 

a. More than 20 percent. 

b. 6 to 20 percent. 

c. 5 percent or less. 

d. When I notice that the Mrs. is serving Hamburger Helper for dinner and there’s no hamburger in it.

3. How did you react when an investment suddenly dropped by 20 percent? 

a. Nothing, as long as I still believed my investment had good long-term potential. 

b. Worry a little, reassess the situation, but take no action. 

c. Bail out and go to cash. 

d. My only recent investment was a gerbil for the kids at Christmas. It took at least a 20 percent drop when the cat knocked the Have-A-Trail off the ping-pong table. We buried it in an old cuff-link box.

4. Which alternative would you prefer? 

a. A 50 percent chance of winning $2,000 but a 50 percent chance of losing $500. 

b. A 75 percent chance to gain $1,000 but a 25 percent chance of breaking even. 

c. A sure gain of $750. 

d.Or a chance to go back to high school and take Practical Math again so that I would know what the hell Michael Farr is talking about.

5. Which of these alternatives would you prefer? 

a. A 50 percent chance of losing $2,000 but a 50 percent chance of gaining $500. 

b. A 75 percent chance of losing $1,000 but a 25 percent chance of breaking even. 

c. A sure loss of $750. 

d.A new gerbil and a nice family to adopt the cat.

   Give yourself 2 points for each a answer, 1 point for every b answer, and 0 points for every c answer and –1 point and a leftover, half-empty bag of gerbil food that may end up as a Hamburger Helper side dish for every d answer.

   If you scored 7–10, your risk tolerance is high. You want high returns, and you’re willing to take risks to get them.

   If you scored 4–6, your risk tolerance is moderate. You prefer to strike a balance between risk and reward. You don’t want to risk it all, but you do want high performance.

   If you scored 0–3, your risk tolerance is low. You don’t like risk; you believe slow and steady wins the race.

   If you scored –5 to –1, P. J., you’d better pray that the Social Security system remains solvent.

   All right, I’m still a moron. But the wonderful thing about this book is that it has turned me into an attentive moron. At long last I’m listening to some sound financial advice. I’m paying particular attention to Chapter Eight, which contains “Farr’s Financial Rules,” each of which Michael explains in depth—something that I’m sure the reader will be grateful to me for not trying to do myself. But here are a few in capsule form:

Make decisions with your head and not your gut and your heart

And don’t make decisions with other people’s guts or hearts either—or with their arms and legs for that matter. It’s always tempting to skip the annual college fund contribution. But I’ve watched my daughters play sports. They’ve got physical coordination like their dad has business acumen. I don’t care how hard it is for schools to meet Title IX obligations; my daughters aren’t getting athletic scholarships until Barbie Clothes Changers have a varsity team.

Do what feels bad 

This one’s so simple, but nobody does it. Every investment nitwit, myself included, knows to “buy low and sell high.” Well, wake up!, says Michael. When the price of a stock is high and it’s time to sell it, is the price high because people are feeling bad about owning that stock? And when the price of a stock is low and it’s time to buy it, is the price low because people are feeling good about owning that stock? It’s like what the nuns taught us at school—you’ve got basic animal urges, now do the opposite.

Don’t try to find fresh grass where the herd 
has already trampled and gathered 

This not only explains my portfolio, it explains my lawn.

Don’t underestimate how long trends will last

So maybe my Beanie Baby collection was a good idea after all.

Don’t become a trend investor

Or not.

   Michael Farr’s advice is as powerful as the optical prescriptions that we’re all starting to need, as reliable as our nightly trip to the bathroom at 3AM, as solid as . . . No, middle age is sad enough without Levitra jokes. Instead let me tell you a reason to listen to Michael Farr’s advice that you won’t find in this book. I was talking to Michael a few years ago, back when Ken Lay, Jeffrey Skilling, et al., were getting indicted. And I asked Michael, “Did you get burned on Enron stock?”

   Michael said, “No, but I tried.”

   I said, “You tried?”

   Michael said, “Sure. Enron is going up like a rocket. So I call in a couple of our financial analysts and say, ‘Take a look at this Enron thing and bring me a buy strategy.’ Two weeks later I haven’t heard anything from them so I call them in again and say, ‘What about Enron?’ And they say they’re working on it. Two more weeks go by and I still haven’t heard anything, and I call them in a third time and I say, ‘Come on, come on. Everybody’s making a fortune on Enron. We need to get in on this.’ And they say, ‘Boss, when we got hired, do you remember the advice you gave us?’”

   “Did you?” I asked Michael.

   “Nope,” he said, “but they did.”

   “Well,” I said, “What advice did you give them?”

   “I advised them to never buy a company that’s making money if they can’t figure out how the money’s being made.”

   And that was what the financial analysts advised Michael. They said, “We’ve looked and we’ve looked and we can’t figure out how the hell Enron is making its money.”

   It’s a rule of life: You can tell how good advice is by how hard the advice is to take. (And if you think I’m even slightly wrong about that I ask you to recall any and all of the advice your mother gave you.) Anyway, that’s why I am (a bit belatedly) listening to Michael. Michael Farr’s advice is so damn good that it almost wasn’t taken by Michael Farr.

   —P. J. O’Rourke




Introduction

A Million Dollars Isn’t What It Used to Be!

The Union of Soviet Socialist Republics ended on December 25, 1991. I was there in June 1991, helping to lay the groundwork for that fall.

   George H. W. Bush and Mikhail Gorbachev were playing nicely. The heated Cold War rhetoric had cooled. Gorbachev had endorsed the idea of a stock exchange, and Bush offered to help. I’m not sure how the call to the CEO of Alex. Brown & Sons, the oldest investment banking firm in the United States, ultimately reached my desk, but it did. There I was, a thirty-year-old former high school teacher and now vice president of the old, revered banking firm, teaching communists how to be capitalists. In many ways I myself had just made that transition: from altruistic schoolteacher to Wall Street financier. 

   My Pan Am flight arrived in Moscow before heading on to Leningrad. We taxied to a lifeless-looking brown brick terminal, an enormous red flag emblazoned with yellow hammer and sickle billowing ominously overhead. As the plane stopped, a dozen young men in Soviet uniforms with machine guns ran toward us from all angles. They stopped in unison, stared at the windows with their angry, peach-fuzzed baby faces, and turned on their heels with their backs to us, keeping guard. The Cold War was still alive and well, and I was wondering if I had been sent because I was young and dispensable. 

   I lectured to three hundred people from the various Soviet states and Eastern Bloc countries for ten days. Their questions and desire for knowledge and information seemed insatiable. The tough part was teaching culture and not content. Intellectually, they understood me, but culturally, they did not. There were shortages of most staples in the USSR at the time, so I used a local example. I suggested, “If you are at the front of a long line to buy butter and are able to buy the last two pounds for two rubles per pound, you might declare yourself a butter broker and sell one of your pounds of butter for five rubles to the remaining crowd.” The reaction of these nascent brokers was remarkable: They were outraged. “You would not do such a thing to a comrade.” “In difficult times, all comrades should help one another.” “A good Russian would share his butter with the rest of the crowd.” Do you see the hurdle presented? For the rest of my examples, I suggested profiting from trade with other countries and profiting from investments from which your comrade would also profit. 

   The Soviets got it. The Moscow and St. Petersburg Stock Exchanges now boast some of the most sophisticated and successful traders in the world. If communists could overcome seventy years of opposite thinking, we can certainly take hold of our finances and become masters of our retirements. 

   What about your culture? Did you grow up in a home that saved or spent? Your attitudes toward money will make investing easier or harder. This book will help. It’s very hard to take responsibility for something that you don’t understand. A Million Is Not Enough will empower you to understand the task of managing your assets, do the right thing, and enjoy the retirement you deserve.

The Million Mystique

For most of us who came of age in the years after World War II, the term millionaire has held a special place in our imaginations. We grew up revering “one million dollars” as a kind of mythic amount conferring on those who’ve attained it a sort of elevated status. Our parents thought of captains of industry when they pictured a millionaire; people like the Vanderbilts and the Rockefellers embodied this concept for them. But we Baby Boomers were more likely to think of a millionaire as someone like Thurston Howell III and his wife, Lovey, from Gilligan’s Island—the old-money, East Coast, pampered, privileged few who were more likely to be found on the society pages than the financial pages. However, our concept of who a millionaire is (and what constitutes wealth in the twenty-first century) has probably matured as we’ve aged. Entertainers, athletes, and CEOs have raised the bar of what it means to be rich in America, and we now realize that joining the ranks of the million-dollar club doesn’t automatically entitle us to a life of luxury, champagne, and caviar—nor does it even earn us a place on the honorable mention list of Forbes magazine’s wealthiest individuals. Put simply, a million dollars isn’t what it used to be!

   Still, the million-dollar mark is not without its privileges. Bloated corporate salaries aside, for most of us a million dollars retains a mythic appeal and is a goal worth aiming for. For most Americans facing retirement, saving that amount means abundant security and being able to maintain the kind of life in our postwork days that we’ve always envisioned. Too bad too many of us waited a bit too long before getting serious about attaining this goal. This is particularly true of Baby Boomers.

   No generation in American history has experienced such widespread abundance and enjoyed it less than Baby Boomers. This relentlessly restless and striving group has been responsible for creating unparalleled economic growth and prosperity for ourselves and future generations. Perhaps best characterized by an everything to excess approach to life, Boomers remain unfulfilled—and largely unprepared for the next several decades of our lives. We live in times of unparalleled economic growth and prosperity, and yet only 22 percent of Boomers in a recent survey stated that they were satisfied with their future financial picture. So why can’t we truly enjoy the fruits of our labors? Why are only 22 percent of us happy about our financial futures?

   Three reasons for Boomers’ economic instability emerge:

   • First, many of us were slow to start planning for our financial futures. Let’s face it, figuring out how to save and invest for the next twenty to forty years of financial needs is a daunting and complex proposition. As a result, many of us have put off looking at our finances carefully because we are afraid of what we might find. 

• Second, we Boomers are an active and busy bunch. We think it takes a lot of time and hard work to save for retirement . . . and that’s time many of us just don’t have. Sometimes we manage to fit so much into our waking hours that we leave no time in the day for ourselves. Anyway, we think we’re going to live forever—and given our healthy, active lifestyle, new medications for nearly every ailment, and a dash of Botox, we look and feel as though we just might make it. We show no signs of slowing down soon!

• Third, we Boomers suffer from what I call Abundance Guilt.

What Is Abundance Guilt?

We are among the most fortunate generations in American history. Since World War II—the time period that covers our lives—America has enjoyed unparalleled economic growth. We escaped the hard times that our Depression-era parents experienced. Even memories of the economic fallout of September 11, 2001, and the bursting of the dot-com bubble have receded in our collective rearview mirrors as the Dow Jones Industrial Average continues to climb to record heights. McMansions sprout up behind gated entrances the way that tract homes and cookie-cutter subdivisions did in the 1950s. Yet within each Boomer echoes the siren song of the ’60s, when the bulk of us came of age politically and spiritually. That era and its protests against what we viewed as a repressive regime typified by the Vietnam War, hippies dropping out, the initial call to save the planet from ecological disaster, and all the other humanitarian and idealistic visions we had compete with our acquisitive nature. We want more and more material goods, higher salaries, better benefits—everything that constitutes the good life—but we also seek a kind of spiritual enlightenment that will make us feel better about a lifestyle that teeters on the brink of excessive. We’re torn in two by these twin desires. We’ll learn more in this book about Abundance Guilt and how it affects our finances.

   How do I presume to know all this about Boomers? I am a Boomer. Also, as president and majority owner of Farr, Miller & Washington, a Washington, DC-based investment firm that manages more than half a billion dollars in individual and institutional assets, I know what it takes to plan for a sound financial future. The majority of my clients—ranging from celebrities and famous entrepreneurs to smart investors—are members of the Baby Boomer generation, and I know their needs, their strengths, and their weaknesses well. 

   In A Million Is Not Enough: How to Retire with the Money You’ll Need, I want to help us take the guilt out of abundance. As a necessary first step toward completion of this mission, we have to understand that Abundance Guilt doesn’t only deny us the pleasure of our financial success—it is the root cause of our worries about our financial future. When we acknowledge the conflicts inherent in our successes and the childhood lessons of austerity our Depression-scarred parents taught, our strengths and weaknesses as intense strivers, we can harness them and use them to our advantage. 

Is $1 Million Enough?

A Million Is Not Enough is a book about achieving financial security in our retirement years. I believe that we should view one million dollars as the minimum requirement for any married couple wishing to achieve self-sufficiency while still being able to leave an inheritance to children or a charity. You may ask, Why one million dollars? Well, $1 million will generate $50,000 per year for twenty-five or thirty years while adjusting for inflation. If you consider retiring at sixty-five and living until you are eighty-five or ninety, $1 million, invested prudently, should be sufficient to meet a $50,000 annual need. If your spending is in excess of $50,000 per year, you will need to either cut your spending or increase your savings. And yes, those who want (or need) to spend $250,000 per year in retirement will need $5 million in today’s dollars. This means that our goals, standard of living, and risk tolerance may indeed require much more than a million dollars in savings by retirement. My job in writing this book is to help you identify your goals and how to go about achieving them.

   Because we Boomers will live longer and consequently will have a longer retirement period than any previous generation, we will need a bigger and better nest egg. Additionally, we aren’t about to settle into a gentle good night of retirement. We will remain highly active. Most of us aren’t planning the kind of full-stop retirement our parents might have enjoyed—we don’t see ourselves moving into a Florida condominium to await the end of our days. Many of us will continue to work in some capacity, or volunteer, or start a new business or career. We want to travel, take classes, and live our lives to the fullest. In order to meet our needs over the estimated twenty years of retirement (again, assuming $50,000 a year for housing, travel, entertainment, and general living expenses), $1 million is the minimum needed to maintain our present lifestyle. 

   This book is divided into three sections: The Million-Dollar Mind-Set, The Million-Dollar Groundwork, and The Million-Dollar Maneuvers. 

   As it would be in any campaign, understanding the rationale for the actions you are being asked to take is important, and that’s what I’ll cover in the first section. Once you have an understanding of what’s being asked of you and why, then you enter the second, more active phase: preparing. Like anything worth doing, choosing to save at least a million dollars for retirement requires you to do some evaluating and planning of your current situation and resources. Rushing headlong into anything is unwise, and especially so when it comes to your financial future. The heart of the book, of course, is the third phase of your Million-Dollar Mission—engaging in the Million-Dollar Maneuvers that will help you reach your stated goal. 


Step One: Evaluate It. Calculate your net worth and determine your monthly budget. Using the worksheets provided, you can create a picture of where you stand today.

Step Two: Save It. Find ways to allocate more money for investments. I provide you with twenty-five suggestions for cutting costs and increasing your investment budget.

Step Three: Understand It. How risk tolerance and returns needs shape portfolio choices. The goal is at least a million dollars before retirement, but depending upon your age, circumstances, and risk tolerance, your necessary return on investment will vary.

Step Four: Build It. Construct an individualized portfolio. Based on all the factors above, investment suggestions are provided to help you reach your stated goal.

Step Five: Manage It. Monitor and protect your investments. Once your plan is firmly in place, you can adjust it according to your evolving needs. By adhering to Farr’s Rules, you can rest secure in the knowledge that your long-term planning will help you realize the vision you created years before.

Step Six: Pass It On. Create a financial legacy for your family. One of life’s inevitabilities is that you can’t take it with you. I offer some advice on how to make sure the government doesn’t take too much of it from you after you’re gone. 


   The age at which you begin investing plays a significant role in determining the approach you take, so I’ve included strategies for three age groups: 

• Investment plans for thirty-five. A “Just in Time” plan for those entering the peak earning years with an emphasis on a long-term vision and investment strategy. 

• Investment plans for forty-five. An “It’s Not Too Late” plan for those who’ve delayed planning, with an emphasis on a controlled but aggressive approach to maximizing their power-earning years.

• Investment plans for fifty-five. A “Catch-Up” plan for those who’ve either delayed their planning or experienced some other financial setbacks that have them feeling as if they are trailing the rest of the field. This plan focuses on strategies you can employ to make up for lost time while still feeling secure.


   Along with Farr’s Rules, I have provided specific recommendations and rationales for why certain stocks should be a part of nearly every portfolio. By focusing on a new task—the creation of one million dollars in assets by age sixty-five—we Boomers can accomplish what seem to be two conflicting goals: saving for the future and enjoying our present life. Using real-world examples of clients who’ve chosen this baseline figure as their goal, I’ll show you how a little thoughtful refocusing of purpose, a little saving, and some wise investment choices can lead to a prosperous retirement and beyond.

   We have a lot of ground to cover, so let’s get started by looking at the unique challenges facing Boomers as we move toward the next stage in our lives.




   
PART ONE

The Million-Dollar Mind-Set 


Understanding the Mission

   


   
CHAPTER ONE

This Is Not Our Parents’ Retirement

Why Boomers Are Reinventing How We Will Fund Our Golden Years

Jason Lee thought he had his life and his future figured out. He worked as a research assistant at the Library of Congress. He loved his work, pursued a passionate interest in World War I aviation history, spent his off days at the Air and Space Museum, and planned vacations to visit various collections of vintage aircraft, private and public, around the world. He had a lot of friends who shared his interest, but at age forty-five considered himself a confirmed bachelor. He didn’t spend lavishly, but he indulged his hobby without restraint. Why not? he figured: He was going to support himself for the rest of his life. Love intervened. On a visit to the Old Rhinebeck Aerodrome in upstate New York, he met a woman whose father was a collector and piloted one of the vintage aircraft that flew in the show. Six months later, they were married.

   Jason gave up his job at the Library of Congress, moved to Rhinebeck, and secured a job as a librarian at the local high school. His wife, Alicia, was a widow who had received a $100,000 insurance settlement on her first husband’s passing five years earlier. She’d invested wisely but, since receiving the money, had only worked part time at the aerodrome’s museum in the summer and doing freelance aircraft restoration consulting the rest of the time. Exclusive of returns on her investments, she’d earned an average of a little more than $24,000 per year for the previous five years. She was fairly frugal, traveled to and from her home on a bicycle most days, and kept a 1992 Toyota Corolla around for emergencies and winter days when she couldn’t ride. Her husband had been a non-union carpenter, but had been good about putting a modest amount in his IRA plan for each of the fifteen years he was married to Alicia. In total, he’d put away $45,000. Alicia still owed $97,000 on the remaining eighteen years of the thirty-year fixed mortgage they’d taken. Of that original $100,000 nest egg, she had $48,000 in her investment portfolio and $16,000 in savings.

   Since Jason had always figured that he’d only be supporting himself for his entire life, he hadn’t been very good about contributing toward his retirement. He’d designated a modest 5 percent of his income to his 401(k) plan at the LOC, and when he left, he rolled over just shy of $30,000 into an IRA plan. He had no other savings, had rented an apartment in the Georgetown area, used mass transit exclusively, and, other than his extensive library and home computers, had few other assets. His starting salary at the high school was $32,000, and based on the terms of the current contract between the certified staff and the school district, the most he could hope to earn with his master’s degree was $48,000. 

   Jason’s father, Adam, was one of my clients, and once his son got married, he made sure that Jason and Alicia came to see me. I knew that Adam Lee had told all his kids that when they turned sixty, they would each receive an incremental gift (to avoid tax penalties) from each of their parents equal to the amount of money that they had in their various retirement accounts. The remainder of his parents’ money would go toward various charitable organizations. Adam wanted his kids to learn some valuable lessons about saving, and though his plan may on some levels sound harsh, if his kids saved, they’d be amply rewarded. Jason had no problem with the arrangement his father had made; he simply had chosen not to take full advantage of it.

   When I first met the newlyweds, I asked them what their financial and personal lifestyle goals were. They told me that they wanted to begin a family as soon as possible. Jason had attended the University of Virginia, paying out-of-state tuition, so he knew the high costs of a college education. They frankly admitted they were scared about the future and their retirement. Jason had never thought much about it because he figured he’d be okay living solo; Alicia and her first husband had only begun to think about it when he was diagnosed with cancer and their financial priorities radically shifted.

   Alicia’s parents were struggling with their own retirement issues and weren’t likely to be able to leave much for their two children. Because of the arrangement the elder Lee had created, Jason and Alicia knew that they wouldn’t starve, but Jason was determined to provide his kids with the kind of educational opportunities that his father had—along with ensuring that they would be debt-free upon graduation. 

   Fortunately, given the combination of Jason’s father’s future gift, their own modest savings, and a history of frugality, we were able to put together a plan that would make certain that the Lees’ future children would have their educations paid for and the couple would be able to fund a secure retirement—even though they would be enrolling their children in college at an age when most of their Tail End Boomer peers were either within a few years of retirement or would have already retired. While the Lees’ situation may differ in its particulars, it shares many similarities with those of others of their age group. And the lesson is clear: If you don’t plan early, you can still plan smartly. I’ll talk more about the particulars of their plan in later chapters.

The Boomer Generation, Defined

Today the largest generation to ever move toward retirement takes another step in that direction. In the time required to read this sentence, another Boomer turns fifty. That’s right: Every seven seconds of every day, another Boomer reaches that milestone. Because our rate of progression into this age group is unprecedented, and because we Boomers possess unique personality traits and a conflicted relationship with our money, we face unique challenges and opportunities as we plan for our financial future. We’re going to examine some of these complicating personal factors in the pages that follow. Before we do that, I need to make clear some points about how I use the term Baby Boomers.

   Throughout this book, I’m going to use three ages to represent the broad spectrum of Boomers. 


   
• The first group I will use are those age fifty-five. Born in 1951, they represent the heart of that generation, and thus I call them Core Boomers.

• The second group, those age forty-five, are what I call Tail End Boomers. Born in 1961, they are representatives of the last of the “official” Boomer generation. 

• Thirty-five-year-olds are what I will refer to as Neo-Boomers. Because they were born in 1971, they don’t fit into the traditional definition of Baby Boomers—those born between the years 1944 and 1964. I include them because they are now at a transitional point in their lives when they have outgrown the Generation X label often placed on them and are in their prime earning years. Like it or not, they share many of the same traits as their Boomer parents—thus the name Neo-Boomers.



   While all of these groups share common traits, the major difference in their retirement-planning scenarios is time. Though it is obvious, it needs to be stated: The more time you have before you retire, and the sooner you begin to put money away for that eventuality, the better off you are. Also note that the advice and recommendations covered in this book are applicable to the generations that follow the Boomers as well.

My, How Things Have Changed

Just to give you a better sense of time and where we were in the years that our representative Core Boomers, Tail End Boomers, and Neo-Boomers were born, here’s a thumbnail sketch of what the economy looked like in those three years. Consider these bits of economic and historical trivia:

   1951 This year represents the beginning of the Baby Boomer era. Along with that first vintage of Boomers, Americans also saw these events:

   • The first power-producing nuclear fission reactor goes online.

• The Univac computer is introduced.

• US pay phone rates rise from 5 to 10 cents.

• Jackie Gleason makes $11 million for a two-year contract for The Honeymooners.

• The US gross domestic product rises to $339.7 billion.

• The median household income reaches $3,709.

• The unemployment rate is 5.3 percent.

• Per capita expenditures for housing reach $157.49.

1961 The last of the true Boomers are born. That same year:

• Drs. Crick and Watson break the DNA genetic code.

• IBM introduces the Selectric typewriter.

• First National Bank of New York is the first financial institution to offer fixed-term certificates of deposit.

• The US gross domestic product reaches $544.8 billion.

• Median household income rises to $5,735.

• The unemployment rate grows to 5.5 percent.

• Per capita expenditures for housing reach $278.73.

   1971 Twenty years after the first Boomers are born, some of that generation have already begun to reproduce and are now parents of the first group of Neo-Boomers.

• President Nixon orders a ninety-day freeze on wages and prices.

• First-class postal rates rise to 8 cents per ounce.

• The US gross domestic product climbs to $1,125.4 billion.

• Median household income increases to $9,028.

• The unemployment rate is 4.9 percent.

• Per capita expenditures for housing reach $494.56.


   As you can see, the US economy was booming for much of this period, though many of us can remember the stagflation of the mid- to late 1970s. We all know that period was tough for many, but most Core Boomers and Tail End Boomers came out of it in fine fashion. For Neo-Boomers, that period isn’t even really a deposit in their economic memory bank. Things have been so good for so long, most of us can’t even begin to imagine what our lives would be like if we couldn’t count on a continuing upward trend. I have to admit that the creeping sensation that this incredible run could end one day—whether due to economic factors outside our control or our own failure to save for our retirement—has more than a few of us tossing and turning at night. 

The Costs and Benefits of Living

We live in a consumer culture, so in order to round out the picture of where we were and how much things have changed over time, a few select costs and salaries are shown in tables 1.1 through 1.7 to give you a sense of how the economy has evolved in the years since our Core Boomers were born. The culture has changed over the last fifty years, and our spending power has along with it. Even adjusted for inflation, many fixed costs such as housing, college tuition, a car—even admission to a baseball game—have increased at a faster rate than our salaries. In tables 1.1 through 1.7, the first figure is the actual dollar amount, and the second is its 2006 equivalent, adjusted for inflation.




Table 1.1
PUBLIC SCHOOL TEACHER SALARY


	Year
	Salary
	2006 Equivalent



	1951   
	$2,998
	$23,394



	1961
	$4,991
	$33,797



	1971
	$8,813
	$44,188



	2001
	$43,740
	$51,538



	2006
	$47,203   
	$47,203







Table 1.2
AVERAGE NEW HOME PRICE


	Year
	Price
	2006 Equivalent



	1951   
	$9,422
	$82,871



	1961
	$15,200
	$108,051



	1971
	$23,400
	$127,839



	2002
	$177,300
	$208,909



	2006
	$238,400   
	$238,400







Table 1.3
ANNUAL TUITION AT THE UNIVERSITY OF SOUTH CAROLINA


	Year
	Price
	2006 Equivalent



	1950   
	$80
	$673



	1960
	$80
	$548



	1970
	$150
	$787



	2000
	$3,768
	$4,440



	2006
	$7,808   
	$7,808



  



Table 1.4
FORD’S LEAST EXPENSIVE CAR


	Year
	Price
	2006 Equivalent



	1955   
	$1,606
	$12,129



	1965
	$2,313
	$18,892



	1975
	$2,769
	$10,457



	1998
	$11,280
	$14,034



	2006
	$13,995   
	$13,995







Table 1.5
TICKET TO A CHICAGO CUBS BASEBALL GAME


	Year
	Price
	2006 Equivalent



	1950   
	$1.44
	$12.67



	1960
	$1.83
	$13.10



	1970
	$2.08
	$11.36



	2000
	$14.30
	$17.60



	2006
	$30.00   
	$30.00







Table 1.6
AVERAGE MAJOR LEAGUE BASEBALL PLAYER SALARY


	Year
	Salary
	2006 Equivalent



	1951   
	$13,300
	$103,782



	1967
	$19,000
	$115,398



	1975
	$44,676
	$168,720



	1999
	$1,377,196
	$1,678,099



	2006
	$2,866,544   
	$2,866,544







Table 1.7
HERSHEY BAR


	Year
	Price
	2006 Equivalent



	1951   
	$.05
	$.45



	1961
	$.05
	$.35



	1971
	$.05
	$.30



	2000
	$.50
	$.59



	2006
	$.75   
	$.75




   
   Besides invoking a bit of nostalgic longing for the good old days, what does all this mean? We can see clearly that salaries have gone up, as well as prices. But are we really better off? On the average, yes, but by and large by only a slim margin. Unfortunately, the differential between the haves and the have-nots in American society is greater than at any time since before World War I. As we Boomers have come of age, so has our economy. And these changes in the financial landscape have altered the ways in which we need to save and invest to assure a safe retirement. In other words, our parents’ retirement strategies (mostly born of a Depression-era save-it-all mentality) aren’t enough to get us Boomers to the finish line with the money we need for the retirement we want. We have to do more. 

Defining Our Mission

A million dollars is an ambitious goal, but the truth is that all of us have our own particular needs. I tell my clients to use the million-dollar benchmark as a guideline, but they’ll need to refine that goal depending on a number of factors, including their lifestyle and the number of years they have left until retirement. One million dollars certainly sounds like a lot of money, but it clearly isn’t what it used to be. As we’ve seen, price increases are constantly eating away at our buying power. In fact, inflation, as measured by the Consumer Price Index, has averaged 4.4 percent per year since 1975. We would have needed only $263,200 in 1975 to buy the same basket of goods that would cost us $1 million today. Therefore, our minimum goal of one million dollars by retirement is constantly increasing. If you expect to retire in thirty years, your goal will be much higher than if you’re retiring in five years. The following formula gives an estimate of the goal in achieving the Million-Dollar Mission:

   
   retirement goal = $1,000,000 x (1 + expected inflation rate) number of years until retirement

   
   
   Using this formula, we can derive rough estimates of what it will take to achieve the Million-Dollar Mission for different age groups and inflation rates. Notice that the goal increases as both years to retirement and the inflation rate increase. This is because inflation is eating away at more and more of our purchasing power. If inflation were to continue at the historical average of 4.4 percent since 1975, we would need nearly $3 million to retire in twenty-five years! 

   In the chapter 7 case studies, I assume that the inflation rate will average 3 percent in the future. I believe that the Federal Reserve Board has become much more effective in staving off inflation in recent years. Hyperinflation such as that experienced in the late 1970s and early ’80s should be a thing of the past. I encourage you to use this assumption as well. Table 1.8 illustrates the effect of these two forces and gives a rough guideline of what might be needed to maintain a $50,000-per-year retirement (by today’s standards) as we move into the future.

   Don’t let this table scare you! If you’ll be retiring in twenty-five years, you have plenty of time to get your financial house in order. If you are older and are retiring in just five years, you may not need to save nearly that much. The point is that time is on our side if we map out our goals and are willing to make some sacrifices. This has always been true, but recent developments in the economy have made it clear that the old retirement strategies Americans once employed are no longer going to work for this generation. With retirement visible on the horizon, Boomers are looking at a very different financial landscape.

What Is the New Economy?

Our parents spent the vast majority of their working lives in the prime post–World War II industrial era. For many, that meant working in the same field, possibly with the same company, throughout their careers, with employers contributing to their retirement through a traditional pension plan. 

   The Greatest Generation worked hard and built their fortune on global expansion and the national boom created by our existence—the Boomers. They started the Electronic, Atomic, and Space Ages—we took them to new heights. They benefited from the strength of our economy and the peak of the union movement to amass pension plans that most of us will never see. I don’t mean to begrudge them their largesse—they worked extremely hard to build a world that made it possible for us Boomers to accomplish all we have. I am proud and grateful to stand on the shoulders of such a strong and accomplished group of people. Theirs was not a world of computer screens, gigabytes, and ergonomic workstations but of hammers and bulldozers and torrid steel mills. Many Boomers may have begun our careers in the waning years of that same era, but since the late 1990s the American economy has undergone a transition. Many economists call today’s financial landscape the New Economy. Though not every financial expert agrees with this assessment, everyone can agree that retirement’s different today than it was for our parents. Today’s economic landscape is characterized by a few specific traits:

   
   
   
   

Table 1.8
SAVINGS REQUIRED TO ACHIEVE $50,000 IN ANNUAL RETIREMENT INCOME


	Years to Retirement
	Inflation Rate



	
	1.0%
	1.5%
	2.0%
	2.5%
	3.0%
	3.5%
	4.0%
	4.5%
	5.0%



	5
	$1,051,010   
	$1,077,284   
	$1,104,081   
	$1,131,408   
	
$1,159,274   
	1,187,686   
	$1,216,653   
	$1,246,182   
	$1,276,282



	10
	$1,104,622
	$1,160,541
	$1,218,994
	$1,280,085
	$1,343,916
	$1,410,599
	$1,480,244
	$1,552,969
	$1,628,895



	15
	$1,160,969
	$1,250,232
	$1,345,868
	$1,448,298
	$1,557,967
	$1,675,349
	$1,800,944
	$1,935,282
	$2,078,928



	20
	$1,220,190
	$1,346,855
	$1,485,947
	$1,638,616
	$1,806,111
	$1,989,789
	$2,191,123
	$2,411,714
	$2,653,298



	25
	$1,282,432
	$1,450,945
	$1,640,606
	$1,853,944
	$2,093,778
	$2,363,245
	$2,665,836
	$3,005,434
	$3,386,355



	30
	$1,347,849
	$1,563,080
	$1,811,362
	$2,097,568
	$2,427,262
	$2,806,794
	$3,243,398
	$3,745,318
	$4,321,942



	35
	$1,416,603
	$1,683,881
	$1,999,890
	$2,373,205
	$2,813,862
	$3,333,590
	$3,946,089
	$4,667,348
	$5,516,015





• The absence or minimization of business cycles or inflations. Consistent growth without deep recessions reduces, but doesn’t eliminate, the risks of investing. Individual stocks carry risk, of course, because of their strategies and markets, but overall market risk is reduced by a steady hand at the national and global economic wheel. Predictable and favorable tax and fiscal policies lead to more investment and a stronger economy.

• The rise of new industry sectors, such as e-commerce, that produce computers and related goods and services. We have experienced a revolution in information technology. Not only do these industries employ vast armies of people, but think of how ubiquitous technology has become. Nearly every aspect of our lives has been transformed. Even a restaurant server needs to know how to use a computer to get orders into the kitchen. Kitchen appliances have chips that monitor performance and warn of impending service. They can even link to the factory for diagnostics and ordering of replacement parts.

• An accelerated rate of productivity growth. Yes, we work longer hours than nearly any other First World country, but it goes beyond that. Technology and modern business practices have boosted productivity. There is a downside—workers are sometimes discarded as easily as a piece of equipment—but a vital economy and an ability to learn new fields make the workforce more fluid than ever.

• The globalization of business as capitalism spreads around the world. More easily than ever, money flows around the world to fund the best ideas and businesses. Markets are freer than ever before, and US companies have benefited immensely by selling their goods in foreign markets.

What’s in This for Me?

So if this were a book about macroeconomics, you might find this talk about the New Economy pertinent at first glance. But what does this really mean for us and our retirement? To me, it means that the days of relying on wages and the ability of a corporate “parent” to sustain us through our retirement are things of the past. We need to be more involved in our own retirement planning, and we need to become investors if we hope to share in the unprecedented wealth creation our economy produces.

   Why can’t we rely on wages? After all, a penny saved is a penny earned. Critics of the New Economy say that increases in productivity that have driven the stock market—as well as the resulting corporate profits—are all really powered by labor. Basically, their argument is that the wealth that investors have amassed over the last thirty years has been wealth created by or taken from labor—meaning us—through lower real wages, lost jobs, huge productivity gains, and reduced pensions. Stock prices and corporate profits have been rising at double-digit rates, but only twice in the past three decades have wages risen more than 2 percent above the inflation rate. 

   Real wages have been essentially stagnant for years, and at best they are barely outpacing inflation. What about all that restructuring? Talk to folks who have been downsized, right-sized, or simply laid off, and you’ll find that they aren’t feeling all that efficient as they struggle to find new jobs. Most important for us to consider is how corporations care for their employees once they are no longer active in the workforce. The so-called liquid workforce—one that is easily accessible and easily disposed of—has been the subject of a great deal of debate and analysis. Much of the focus has been on the dearth of middle-class, midlevel, living-wage jobs. It seems that the economy continues to eliminate midlevel jobs while creating many low-wage retail positions and some high-level professional positions, with a vast chasm in between.

Pensive About Pensions

Previous generations did not have to plan for their retirement in quite the same way that Boomers and Neo-Boomers now have to. For most Americans who were a part of the so-called Greatest Generation, the two most significant sources of their retirement income were the pension plan set up for them by their employers and Social Security. If you are a working person in your midthirties to your fifties, you are certainly aware of the sea change that has taken place in this regard. Consider May 2005, when a federal bankruptcy judge ruled that United Airlines could default on its pension programs to tens of thousands of current and future retirees. By so ruling, the judge allowed United to turn over control of its pension fund obligations to a federal agency already swamped with similar corporate pension defaults. United’s $9.8 billion plan default is the largest in US corporate history.

   So what did that mean to the employees of United? The Pension Benefit Guaranty Corporation (PBGC)—the federal agency that took over the plan—has to pay United’s pensions, but it doesn’t have to pay the full amount United originally promised its workers. Federal guidelines limit the amount of pension payments to any individual to $45,000 per year if you retire at sixty-five, and $20,526 if you retire at fifty-five. That doesn’t sound like too bad a deal, but consider this: The highest-paid United employees faced pension cuts of 50 percent, while lower-paid workers faced cuts of 20 percent under these new guidelines. A lot of workers getting paid far less than they planned on for their retirement doesn’t sound very good, now, does it?

   It gets worse. Unfortunately for United’s workers, that’s the best-case scenario. The actual amount the PBGC will likely pay out is sure to be far less than that $45,000 maximum. Experts predict that the PBGC’s funds will likely run out given the number of other corporate pension funds that have defaulted in the last five to ten years. It had, as of May 2005, a $23 billion deficit. Add to that the difference between what United owed its workers ($9.8 billion) and what the PBGC assumed as an obligation—$6.6 billion. That $3.2 billion gap simply won’t be paid out to any of the airline’s employees. Those are staggering responsibilities that the airline was able to walk away from. 

   Let’s put this shortfall in perspective. That $3.2 billion that won’t be paid works out to a little over $250,000 per employee. Fortunately for the company’s CEO, his annual $4.5 million pension was guaranteed. 

   The airline industry has struggled, and the auto industry is not far behind. Reports have recently surfaced regarding GM, its pension plan, and questionable accounting practices regarding pension assets and liabilities that help show better corporate earnings. In 2003, GM faced the largest pension fund deficit in history—$25 billion. At present, the company provides health and income benefits to 461,500 retirees and surviving spouses—that’s three times as many people who are actively in its workforce. 

   Those two industries are not alone in their pension woes. The latest statistics available are from 2004, when the PBGC reported that the number of underfunded pension plans rose from 166 in 1999 to 1,050 in 2003. The total cash shortfall from the underfunded pension plans in 2003 was $279 billion, with an estimated $400 billion shortfall for 2004. The Cato Institute—a policy research group—states that by 2014, the PBGC’s shortfall may top $50 billion.

On the Brighter Side

So pensions may not be what they were cracked up to be, and they were never really guaranteed for every employee anyway. What’s the big deal? Well, the other element that our parents relied on—and that’s also in jeopardy—is Social Security. I won’t belabor the point, but we all know that Social Security reform has been hotly debated at the national level for years. One plan would put much of the responsibility for managing your Social Security account on your own shoulders. That is also what many corporations and businesses have done in establishing 401(k) programs for their employees. Depending upon your perspective, these reforms (real and proposed) are either a blessing or a curse. If you are the kind of person who likes to be in control of your own financial life, the move to privatize Social Security has some advantages. At the very least, it’s a harbinger of what’s to come. We will all need to take a surer, more active hand in our own retirement planning. 

   I prefer to look at the situation with this perspective: From those to whom much has been given, much is expected. In other words, I do believe that the American economy is stronger than ever. I do believe that productivity will continue to increase; that the massive stock market correction that everyone predicted would spiral us all into poverty is speculative fiction; and that the predicted bursting of the housing bubble and the overextension of credit and a tidal wave of defaults on mortgages are real concerns, but have all been seen before. All historical economic hurdles have been endured and surmounted. I also firmly believe that the move from pension plans to IRAs and 401(k) plans and other iterations of individual retirement planning is a boon and not a potential bust. Of course, my heart goes out to those who have lost so much due to corporate mismanagement and outright malfeasance. But I most certainly believe we have to take more responsibility for making decisions and choices to manage our financial future.

   I don’t know about you, but I want to be in control of the financial decisions that so directly correlate what I do now with how I will be able to live later. I’ve never been one to shirk responsibility. I also know that some people shy away from what they consider to be risky ventures. I can’t tell you that no risk exists in investing. I can tell you that much of what we view as risk is all about our perception of control. I view flying in an airplane as riskier than driving my car, even though the statistics tell us that thousands more people die in automobile accidents than airplane crashes. Why do I feel this way? It’s all about control. When I fly on a commercial airliner, I’m not able to go out and kick the tires, check the fluids, make sure the wings are properly de-iced; I’m not the one who sits at the controls, executes the commands to get airborne or land, or makes the decision about how much turbulence is too much. In my car, though, I’m king. I’m responsible for its purchase, maintenance, and speed; its direction and route; when I leave; even what food I serve on board. If I get in an accident, I won’t hesitate to accept my part of the responsibility, and I like the feeling of knowing that if I arrive safely, I’m the one who can take the credit for it.

   I hope that you feel the same way about your financial future. Yes, we live in a new economy, and there are large forces at work determining the shape of this country’s and the world’s financial future. But in my financial life, I concentrate on working with the elements I can control. Focusing on the task at hand and not the unpredictable lurking in the dark has always served me well, and it is the philosophy I employ in working with my clients. That’s also the philosophy that underpins this book. Control is good. That you’ve decided to take hold of your financial future and assume the responsibility of undertaking the Million-Dollar Mission is the first step toward taking control of your financial future.

What Makes Us Unique

For a host of reasons, retirement is a tricky concept for Baby Boomers especially. Here’s what we Boomers had to say about retirement in a 2004 AARP “Boomers at Midlife” survey:

• Boomers feel they need to make the most progress in their lives in the area they feel most behind in—personal finance. Every year of the survey, that has remained their number one concern. In 2006, 36 percent said that improved personal finances was their main focus over the next five years.

• About 23 percent of Boomers said their personal finances are the worst thing in their lives right now. 

• Only 22 percent reported being satisfied with their personal financial situation.


   But here’s the good news:


• By and large, Boomers feel they can shape their futures by working hard to take steps to accomplish their goals.


   These concerns have informed the approach I’ve taken in crafting this book. These concerns, real or imagined, need to be addressed. The message in most retirement books is that planning for your financial future results in a kind of zero-sum game. These volumes offer advice on how you can get through the last years of life safely to ensure that you cross the finish line financially solvent. Well, for most of us, finishing isn’t enough. For us it’s always about winning, about staying at the top of our game. Based on my years of experience in dealing with fellow Boomers, I know that what troubles us is not whether we will survive, but whether we will continue to thrive. I don’t know many of today’s working Baby Boomers who will be content to simply sit idly by and watch as our money supply dwindles. Yet we’re also pulled in another direction.

An Abundance of Guilt

Baby Boomers are perhaps history’s most studied and talked-about generation. We’ve read about our restless adolescence and campus unrest, our intense self-interest (the Me Generation), and our lavish lifestyles. With labels from Yuppies to DINKs, the media have seldom been kind. Is it any wonder then that many of us suffer from Abundance Guilt? 

   What is Abundance Guilt? As I touched on in the introduction, this complex of beliefs, values, and behaviors plays a significant role in shaping Boomers’ financial outlook, spending and saving patterns, and thoughts about retirement, as well as our worldview. Having had the intense frugality of our Depression-era parents and grandparents drummed into our heads in our formative years, having rebelled against what many saw as another facet of a repressive and joyless authority, most Boomers are deeply conflicted about material wealth. Not only are we members of a generation that has enjoyed unparalleled financial success, but we also spend more, save less, and claim to value “experiences” or “the journey” over goals and destinations—while simultaneously possessing deeply held values about nurturing the environment, aiding the poor, and ridding the world of disease. 
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