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      INTRODUCTION


      

Kristin, a thirty-seven-year-old recently married freelance writer, is down on her money. It’s not like she isn’t making any.

         Actually, she’s fairly successful. The problem, she says, is that she’s not using her money to its full potential. She ticks

         off the symptoms: “I write down my checks but not my cash machine withdrawals. My husband and I don’t have wills. Twice, AT&T

         has called offering me 7 cents a minute and I’ve said, ‘I don’t have my bill in front of me, would you call me back in a couple

         of days?’”

      


      

Marianne, a thirty-six-year-old researcher at a high-tech firm in Silicon Valley, is similarly distressed. Her cash reserve

         isn’t where she wants it to be. She’s overloaded with credit card debt. And, though she deftly unearths facts each day that

         would take ordinary people months to find, she candidly admits her company’s stock purchasing plan has her baffled. “I e-mailed

         my company’s human resources department to suggest that a Stock Options for Dummies class might be in order,” she quips.

      


      

But deep down she feels this is no laughing matter. “I’m constantly finding out things I should have known about my money

         if only I was reading the stock pages every day,” she says. “Even when I do make time to read the paper, I’ll learn about

         something and say: ‘I’m going to go out and do that. Maybe I’ll even do it on my lunch hour.’ But most of the time, I don’t.”

      


      

Then there’s George, a seventy-year-old former clothing manufacturer in New York City. He has just one money goal: to make

         sure his six-figure nest egg lasts him through retirement. He turned to a financial adviser to help him develop a portfolio

         of mutual funds. The result: unending frustration. In less than a year, George found himself the owner of more than two dozen

         mutual funds. Monitoring them was difficult enough, but worse, he had no idea how to figure out whether they were the right

         funds to help him accomplish his goals.

      


      

Kristin, Marianne, and George are all out of control where their finances are concerned. It’s like they’re running a race

         they have no chance of winning—which makes perfect sense, because they don’t even know what course they’re on. They feel overwhelmed

         and confused. And not just about one particular problem—like Marianne’s options—but about their money in general. “My husband

         can tell you to within $1,000 what he’s worth,” says Kristin. “I have no idea what I have.” Not that she hasn’t tried to remedy

         the situation. She even made a list of all the money chores she had to accomplish. It sat on a shelf over her desk for two

         years. She never crossed anything off.

      


      

Sound familiar? Have you ever felt your money was running you rather than the other way around? You are not alone. Far from

         it. I’ve given a lot of talks on the subject of money and whenever I ask this question, I see a lot of smiling, nodding, even

         hand raising throughout the room. Even more importantly: You are not the problem. The problem is all the so-called experts

         using buzzwords and lingo, and throwing around big numbers and making your money more confusing and frightening than it needs

         to be. They do this because it’s profitable. They know that there’s a better chance of getting you to pay for something if

         they can convince you that you desperately need it—even if you don’t exactly understand what you need it for.

      


      

Take a car dealer. If he can get you to sign a lease that looks cheap on the surface, even though it’s incredibly costly in

         the fine print, who profits? He does. If a credit card company can entice you to sign on the dotted line with a three- or

         six-month bottom-of-the-barrel teaser rate that you only later find out doesn’t apply to balance transfers, it’s going to

         make a mint. And if a broker or financial planner can get you to buy shares of stocks or mutual funds that really don’t suit

         your needs, she still makes a commission. In fact, she makes it twice—once when you buy and then again when you figure out

         what the real deal is and sell.

      


      

You are not the problem. But—in the pages that follow—you’ll see that you do hold the keys to the solution. And, on its face, the solution is fairly

         simple: You need to learn to talk about your money.

      


      

Think about that. What would it really mean to be able to talk about your money? It would mean that you could have a heart-to-heart

         with your spouse about buying that first house, a tearful conversation with your aging folks about their wills, or a blowout

         with your twenty-five-year-old who doesn’t want to move out of the house (and still won’t clean up his room), all without

         losing your nerve. It would mean that you’d feel comfortable interviewing potential home renovation contractors and feel competent

         negotiating for your new car. And it would mean you’d have the confidence to take on the rip-off artists in the financial

         services world, because you’d be able to discern the real deal from the baloney. Any decision that you make involving your

         money, whether you’re saving it, spending it, investing it, or just planning what you’ll do with it in the future, can be

         made easier, simpler, more straightforward with a good dose of money talk.

      


      

The good news is there’s very little about money that can’t be explained in terms of sixth-grade math and plain English. Which

         doesn’t mean that talking about money is particularly easy. It’s not. Psychologists like to say that the subject of money

         is loaded—and they don’t mean rich. What they mean is that it’s the last taboo. It’s harder to talk about than sex or childhood trauma.

         That’s why when the topic of money comes up in therapy it’s like everyone’s ghosts are sitting right there in the room.

      


      

But the fact is, if you can get yourself over those hurdles and learn to talk about your money, you can learn to manage it.

         Once you learn to ask the right questions, to get to the pertinent answers, to filter out the important information from the

         garbage—then all of a sudden you undergo an amazing transformation: You become more confident and more competent when it comes to actually dealing with it.

      


      

That’s never been as critical as it is today. Our parents and grandparents could slide by without talking about their money.

         They didn’t have to. They worked for one or two companies their entire careers, racked up a substantial pension, threw in

         Social Security, and knew they’d have enough to live on for the rest of their lives. Not us. We’re living in a world ruled

         by three new financial realities:

      


      

Reality Number One: We are responsible for our own retirement—and we know it. We are the 401(k) generation, rather than a generation of pension-earners

         like our folks. That much we have absorbed. A 1998 survey from the Certified Financial Planners of America found that 67 percent

         of prospective clients consider their employers’ financial plans their primary source for funding retirement goals. Want to

         guess how many people are counting on Social Security benefits? Three percent. Other research has shown that more Gen X’ers

         believe in UFOs than believe Social Security will offer them any sort of support in their golden years.

      


      

And yet—perhaps because we’re frightened—we’re not doing enough. Only 15 percent of Americans have $100,000 or more socked

         away for retirement. More than 40 percent of middle-class Americans (those making $35,000 to $50,000 a year in household income)

         have less—less!—than $10,000 put away. Even when we’re getting our hands held, we don’t do all that we can. Only about half

         of the financial planners surveyed said that their clients were socking the maximum into their 401(k) and other retirement

         accounts. Why are we making such bad choices?

      


      

Reality Number Two: Information overload. Have you ever walked into a bakery only to be so overwhelmed by the number of choices—the bagels, the

         Danishes, the donuts, scones, the filled pastries, not to mention dozens of different types of little cookies—that you left

         with just a cup of coffee? Despite the fact that you were hungry? That’s what’s happening in the world of money. There are

         9,000-plus mutual funds. There are over 8,000 stocks. There are 1,400 money market funds. Even many local banks have a dozen

         different types of accounts.

      


      

And not only are there more entities from which to choose, but more information about making those choices. Not so many years

         ago, if you wanted to buy a stock, you’d call your broker. He’d pull the latest research his firm’s highly paid research analyst

         had generated on the company and stick it in the mail. A few days later, when you received it—and read it leisurely over your

         morning coffee— you’d make a decision, call him back, and either pull the trigger or take a pass. If you were extremely motivated,

         maybe you’d head to the library, read the latest issues of Value Line or Forbes, and then make the call. Today, we have the Internet. Research reports, screening tools, calculators, and more advice (some

         totally useless, some not) shoot onto our screen the minute we care to type in a ticker symbol. Today we have CNBC, where

         over the course of a day you can hear a half dozen different opinions on the direction of the market alone, many more on individual

         stocks. It’s no wonder so many people feel paralyzed when it comes to making a decision. And, to add insult to injury, there’s

         …

      


      

Reality Number Three: We have no time. There aren’t enough minutes in every hour or hours in every day to spend with your kids or write that new

         business proposal, let alone manage your money. Take a look at your life. If you’re like most Americans then you’re working

         more and sleeping less. You spend evenings working with your kids on homework, visit your parents on weekends, exercise a

         few times a week, and desperately try to find some time to relax and enjoy yourself with your spouse or friends.

      


      

For better or for worse, you’re largely succeeding. According to Harvard economist Juliet Schor’s calculations in The Overworked American, our average hours of work have risen about 10 percent in the last twenty-five years. Put another way: You’re very likely

         putting in a month’s more time each year at work than your folks did.

      


      

As a result, you may very well be pulling out your hair. A landmark 1991 study, the Hilton Time Values Project, found that

         most of us would trade a day’s pay to have an extra day off. A few years later, a University of Maryland survey repeated the

         study with similar results—45 percent of respondents said they’d take a day off without pay. Women age thirty-five to forty-four

         wanted the day off most of all.

      


      

How are these new financial realities affecting us? We’re stressed. Since the mid-1980s, the National Center for Health Statistics

         has been collecting data on Americans’ perception of stress in their lives. More than 30,000 people were interviewed in 1985

         and again in 1990, and more than 20,000 in 1993. Between the first time the survey was taken and the last, the percentage

         of people reporting “a lot” or “moderate” stress in their lives jumped six full percentage points.

      


      

We’re also scared. “I’m trying to pick some stocks that are good for the long haul, but at the same time trying to understand

         what’s happening abroad and keep up with the Fed rates,” Marianne acknowledges. “Sometimes I’m afraid to do the research because

         I’m afraid I’ll find out I should have been doing something that would have helped a lot and I’ll get upset because I haven’t.”

      


      

In other words, she’s paralyzed. Many people are. Because when you put all that stress, all that fear, all those options together,

         the choice we often make—and yes, it is a choice—is to do nothing at all. Financial writer Gary Belsky and behavioral psychologist

         Thomas Gilovich, authors of Why Smart People Make Big Money Mistakes, have a name for this sort of behavior. They call it “decision paralysis.” The higher the stakes, the more conflicted we

         feel. And for most people the stakes are never higher than when their choices involve their finances.

      


      

Learning to talk about your money is the solution. If you can talk about your money, then you can talk about your dreams,

         your goals, your hopes, your fears. Your entire life comes more clearly into focus.

      


      

What’s involved? Well, it’s a little like learning to speak a new language. First, you need to clear the hurdle money presents

         as a subject. That means breaking down some long-standing psychological barriers that make money a taboo subject. There were

         years when people didn’t talk about sex, decades when it was thought to be rude to ask a person what he or she did for a living.

         Now both are matters of casual conversation. We’ll talk about how to open up similarly when it comes to your finances.

      


      

The next thing you need to learn is how to listen. The world of money has become incredibly confusing. The sales pitch comes

         at you from all directions—from television and magazines, from Web sites and those annoying telemarketers. How do you take

         away the message without swallowing the pitch? I’ve been a reporter for fifteen years and I’ll admit it isn’t easy. Many people

         find it helps to paraphrase the information and repeat it back; it not only firms up the information in your own memory, it

         makes the speaker feel like he or she has been heard. That verbal pat on the back can result in more information coming at

         you, which of course is the goal. For me, being quiet has always worked best. The person I’ve been asking for information

         will often get so flustered that he’ll just start spilling his guts. When that happens, you get every bit of detail you were

         looking for.

      


      

In fact, you’ll probably get more. Which brings me to the vital third component of money talk: asking good questions. When

         it comes to your money, you have to be your own consumer advocate. There are too many terrible investments and deals out there

         for you to do otherwise. Making the right decisions for you means probing. What’s the expense ratio on this mutual fund? Does

         this minivan have a five-star rating for safety? What benefit do I get, Ms. Insurance Agent, from spending $3,000 on a policy

         from you, when I can buy the same one for $2,000 on the Web?

      


      

You need to be able to separate the good information from the bad. So along with lists of crucial questions to get you started

         in more than a dozen different money conversations, I’ve given you some answers as well—not just the ones you want to hear,

         but the ones that are wrongheaded and off base. If they start to pop up as you’re interviewing a broker or a real estate agent,

         for example, you’ll know it’s time to walk away.

      


      

Finally, you need a basic grasp of personal finance—some schooling in Money 101. Why? Have you ever tried to have a conversation

         about the latest Oscar winners without having seen the films? You may be able to get out a sentence or two, but say too much

         and everyone knows you’re faking it. And you know that they know it. Your ears turn red. You want to go home. It’s the same

         with money. In order to talk about your finances intelligently—and therefore to feel comfortable participating in the conversation

         in the first place—you need to be grounded in the subject. Much of Talking Money is devoted to bringing you up to speed.

      


      

How do all of these components work together? Take Chapter 2, which focuses on getting—and staying—out of debt, as an example.

         In the heart of the chapter are three debt reduction plans; you pick the one that’s right for you depending on how much debt

         you’re carrying and what it’s doing to your psyche. There are sections devoted to teaching you how to find the best credit

         cards for your needs and how to use your cards to your best advantage (think frequent flyer miles). In other words, all the

         nuts and bolts. But you’ll also get the talking points: the five questions you should be asking your credit card company and

         your credit bureau. They may look like a basic Q & A, but in fact, they’re part of an overall strategy. If you can get yourself

         to start asking questions, to start incorporating talk about those cards into your everyday conversation, you’ll become much

         more comfortable with your finances in general. You’ll save money.

      


      

That’s exactly what happened to Ellen, a career coach in Seattle. She racked up $15,000 of credit card debt when she started

         her own practice—so much, in fact, that she couldn’t see a time in the future when she would be able to pay it off. She knew

         falling behind on her monthly payments could be disastrous for business— and she certainly wasn’t ready to shut her doors.

         So she sat down at her desk and started working the phone. Ellen called each of her five credit card companies and started

         talking. “I explained that I was three years into a new business I had started without an emergency fund in case of trouble.

         I said, ‘Gee, I have this really high interest rate. Can you do anything for me?’ I talked to people straight.”

      


      

It was time-consuming, Ellen remembers. And it was emotional. No one likes admitting that they’re having money problems. But

         it worked. Almost every one of her creditors lowered its interest rate. Some only gave her a few points, some gave a lot.

         Two years later, she had only $4,000 left to pay, her business was going strong, and she was actually starting to save. And

         she’s been much more conscious of her money ever since.

      


      

Admittedly, applying the concepts of Talking Money requires a change in attitude. It did for me. I first received a glimpse of how hard it can be to talk about your finances

         when I got over my head in credit card debt. I was a year or two out of college, earning $13,500 as an editorial assistant

         at Working Woman magazine, and living a pretty frugal existence. My rent in Brooklyn was $400 a month. I managed to eat, pay the utility bills,

         buy subway tokens, and even find a few bucks to go out with my friends. But when it came to extras—like clothes—I reached

         for my credit card. My balance was $3,000 and it was growing. Worse, I was paying interest at 18 percent.

      


      

Simultaneously, though, I had a small savings account. Whenever I wrote a freelance story or tutored a kid for his SATs, I

         tried to forget about that money. I put it directly in the bank. My balance there was about $4,000. Not much, but enough of

         an emergency cushion to make me feel a little safer. If I ever needed to flee New York for the calm of my parents’ home in

         Peoria (yes, that Peoria), I had the cash for a ticket. And on that money I was earning a slim 4 percent.

      


      

One day, my roommate caught a glimpse of my credit card bill. A banker (a Citibanker, no less), she was horrified. “I know

         you have money in the bank,” she said. “Why don’t you just pay that off?” She ran a quick mental calculation. “You know, it’s

         costing you hundreds of dollars a year to let it ride.”

      


      

I changed the subject and left the apartment before she could ask me any more questions. Thinking back, I knew that running

         this balance wasn’t particularly smart. I was embarrassed about the fact that I had it, and mortified that I couldn’t bring

         myself to pay it off. And I had no intention of talking about it because I knew that as soon as I talked about it, I was going

         to have to do something about it. And part of me very much wanted to keep that money “safe” in the bank.

      


      

But my roommate wasn’t what you’d call a wallflower, and she had no intention of letting me off the hook (after all, if I

         could free up some cash, we might be able to buy something for the apartment). So she kept after me and eventually we did

         talk about it. We even sat down at our kitchen table with a pencil and paper and figured that I’d been earning $120 a year

         keeping my money in the bank and spending $540 by running a $3,000 tab with MasterCard. By writing one big $3,000 check to

         erase my balance I’d actually save $420 annually. We could get a VCR for that.

      


      

Getting out of debt felt so good I found myself venturing into more money conversations. I boasted that the designer skirt

         I was wearing cost $12 at a sample sale. I talked to my friends about how they negotiated for raises (I desperately needed

         one, as you’ll recall), to my parents about their retirement accounts, and to my journalist colleagues about which write-offs

         were acceptable come tax time. I found talking about money freeing and exciting—and fun.

      


      

I still do. When I went shopping for a new Dodge Durango and the salesman said to me—not once but twice—that he didn’t think

         we could do any real negotiating because my husband wasn’t there, I told everyone I could think of (and then I bought the vehicle from someone

         else).

      


      

And I’m not the only one for whom “talking money” has paid off. For years, Allison and Tom, a Colorado couple, blew off their

         money conversations. When they had free cash, they spent it. When they didn’t, they went into debt. When the debts got big

         enough to force them into Chapter 11, they worried and they filed. But they never really discussed it.

      


      

Then, a few years ago—solidly back on their financial feet— they started thinking about moving to a bigger house. Their current

         home wasn’t tiny by any means, but there were some days when Allison, who works from home, felt cramped; or at least that’s

         what Tom thought. And there were days when Tom wanted a bigger backyard to stretch his legs; or at least that’s what Allison

         thought. So without really talking about it, they started planning to put the place on the market and look for something more spacious.


      

Then one evening, spurred by a couples seminar they attended, they took the leap into conversation. They talked in detail

         about what a move would mean to their financial situation. They talked numbers. They listened to what the other was saying.

         And what they discovered shocked them. Allison, as it turned out, didn’t want to spend hundreds of thousands on a new house.

         She wanted to travel and to “have a life.” Tom didn’t want to move either. A new house wasn’t as important to him as having

         some financial flexibility—and neither were the new cars and electronic gadgets they’d been spending so much money on for

         so many years. And they’ve been happier—and more in sync—with their money choices ever since.

      


      

That’s what we all want when it comes to our money. We want to earn more, save more, invest wisely, and pay less. That’s all.

         Talking—to our bosses, spouses, friends, colleagues, and the experts who are trying to help us—can help us achieve every one

         of those goals.

      


      

Think of this book as my conversation with you. Let’s grab a cup of coffee and talk about our money.


   
CHAPTER 1

Talking Goals


What do you want from your money? Think about that for a minute. It’s a loaded question, a difficult question, a question with an infinite number of answers. But it’s a question you need to address. You’ve already taken the first step: You picked up this book. That alone tells me you know that figuring out what you want from your money is something you’re ready to do.


Some of it won’t be easy. It’s important that you understand that up front. Setting financial goals means making at least some temporary decisions (and I say “temporary” because you’ll certainly revise them along the way) about not just your money but your life. It means thinking about how big a family you want to raise, how you wish to retire, and whether your aging mother should live with you or in a nursing home. It means dealing with the queasy subjects of who should be the guardians for your minor children and how and when you need to write a will.


But the payoff will be enormous. Just think about how good it would feel to have a plan in place to deal with all the “what-if” scenarios in your life (what if I lose my job, what if I get divorced, what if I become disabled … ). And the rewards won’t just be emotional. Once you leap in and get hold of your finances, there are a number of small moves you can make that’ll pay off big in the wallet.


The key here is to relax. I’ll talk you through all the issues, page by page, one by one. And we’ll start back at the question I asked a moment ago: What do you want from your money? What do you want your money to do for you? Let’s take a look at the answers some other folks gave to get us going.


My friend Susan, who recently married, can sum up the answer in one five-letter word: h-o-u-s-e. She and her new husband want to move out of his bachelor pad/apartment in New York City and into a house of their own, preferably somewhere in the suburbs of Westchester County, where she grew up. She doesn’t know exactly what the place will look like, but she’s got a specific enough list of prerequisites that she’ll know it when she sees it. “It has to be old,” she told me, “with lots of charm. But it doesn’t have to be huge. I don’t want bedrooms that are big enough to land a plane in. And I don’t want so many rooms that I can’t afford to furnish the place nicely all at once. And I don’t need a ton of land either, just enough for a substantial garden.”


Ken and Nancy, a couple nearing forty with two young kids, are crystal clear on the subject, too. They want an early retirement with plenty of free cash to travel the globe. When Ken was around thirty, he passed up a chance to spend six months in Asia roughing it with three friends. All three of these other guys were at career roadblocks. Not one of them really liked what he was doing. So they quit their jobs and went on an adventure to clear their heads.


Not Ken. He had been working at the same bank since college and was quickly rising up the ranks. Every time I spoke to him, it seemed, he had been given more people to manage. Taking time off to travel would have deadened his momentum. In hindsight, it was a good thing that he stayed. Shortly after his friends left on their trip, he met Nancy. A year later, they married. And nearly a decade later, he’s still at the bank and he and Nancy have two kids and a house they designed themselves on a quiet cul-de-sac. They live well, but not lavishly. Instead, they sock every extra dollar into savings, so that once the kids are through with college, they’ll be free to go on an adventure of their own when they retire—at age fifty. And this time they won’t have to rough it.


As for me … in the short term, my husband, Peter, and I already have a house that we love. We’ve tackled the big-time structural fixes: new heating system, new roof, new air-conditioning. (It’s seventy years old, and we knew it was a fixer-upper!) I’d like to see it fully furnished sometime soon, but we’re taking it one room at a time. Long-term, our goals are fairly straightforward. We’d like our kids to go to the colleges of their choice with no financial worries. We’d love to—someday—add a beach house to our real estate portfolio. And though I, in particular, can’t get a clear picture of my “retirement” yet (probably because I’m one of those people who doesn’t believe I’ll ever really retire), I know that as I get into my fifties or sixties, I’d like to be able to work a little less, play a little more, and have enough free time to exercise just about every day.


But that’s me. What do you want? Clearly, if you’re reading this book, then one of your goals is to gain a clearer understanding of your money in general. But what about the specifics?




	Do you feel you’re not investing enough for retirement?


	Are you fighting about money with your spouse?


	Are you afraid you’ll die leaving your family in a bind because you don’t have the right insurance?


	Do you feel like everyone’s making money in the stock market except you?


	Are you mired in credit card debt?


	Or do you feel like you simply need a good—that is, an understandable—introduction to money?





I could sit here and type questions like this page after page after page. And perhaps I’d never hit on what drove you to the business section of your favorite bookseller. But it’s important to get a grip on what you want from this book—and what you want from your money in general—in order to be truly successful as you work toward your financial goals.


Most people, you should know, have absolutely no idea what their financial goals are. According to one survey from the Certified Financial Planner Board of Standards, not setting measurable goals is the number one mistake Americans make with their money. Fewer than one third of financial planning clients actually have an idea of what they’d like their money to do. (And remember, those are people who’ve sought out professional financial help. The percentage of the population at large that’s setting financial goals must be slimmer still.)


Why is goal setting a big deal? Because research shows it works. Establishing benchmarks for your money is like setting goals on the job, or on your diet or exercise plan. Unless you have them—unless you know that you want to make manager in under a year, lose five pounds in four weeks, or run a 10K this fall—your accomplishments will be meaningless. You may achieve all of those things, but because you never set benchmarks, you won’t have any means to measure your success. You’ll never know when you’ve crossed the finish line. As a result, it’ll be harder to keep going.


You also never get the emotional payoff that comes with having knocked an item off your list. I remember when my husband and I got our first wills. We already had an infant (yes, we should have done it before he was born, but we waited—like many people— until we were getting on our first airplane). And I was definitely nervous about sitting down in a lawyer’s office and discussing all the issues that come up when you’re making a will (we’ll get to them in Chapter 7). But when the document finally arrived in the mail, all I can remember feeling was relief. We ran over to a friend’s that day so we could sign in front of them as witnesses.


So that’s the first thing we’re going to talk about in this chapter: how to figure out what you want, and why you also need to revisit those desires every so often simply to make sure they haven’t changed, and alter your plans if, as is likely, they have.


You may have noticed that earlier I didn’t refer to just plain goals, but to measurable ones. Setting your benchmarks is one thing. But once you’ve set them—whether they include a new station wagon, retirement at sixty, or eliminating credit card debt—you have to figure out what they’re going to cost you. Only then can you develop a schedule for stockpiling the assets you’ll need in order to make those things happen.


Can you accomplish all of this yourself? Absolutely. You can do it with instruments as basic as a No. 2 pencil and a legal pad. Or you can install the latest version of Quicken or Money from Microsoft in your computer and let it walk you through the decisions. And if you’re comfortable online, the Internet has more financial planning tools than I could ever describe in a book twice this size. (You can also hire a financial planner to help—we’ll talk about that in a later chapter.)


Finally, none of this works unless you can make it happen— consistently—for weeks, months, or even years on end. Those of you who have seen me on television probably know I like to compare managing your money to exercising. The first day you hit the gym for Cardio Kickboxing (or whatever) it’s brutal. Your thighs hate you. You can’t breathe. Your muscles weren’t made to work this way. Five minutes into the class, you’re fantasizing about vegging out in front of Rosie. But if you can get yourself to stick it out, three times a week for a month, then all of a sudden you realize you can do it. You’re kicking higher and punching harder. You have form. Now if you don’t make class, you feel as if you’re missing something. That dose of endorphins has become as indispensable as your morning coffee. It’s a habit. It’s part of your life.


Managing your money works the same way. The first day you save every receipt so that you can track your spending, it’s a pain. The bulge in your wallet is annoying. You don’t quite understand how knowing that you spent $6.95 on a cobb salad roll-up and a Diet Coke and $4.69 on film is going to make a difference in your retirement account. But if you stick with it for a few days, then a week, then a month, all of a sudden you experience the same sort of confidence-boosting flash of results. You’ve got $200 more in your bank account at the end of the pay period this month than you did last month. Your brokerage account is gaining weight. Over time, saving those receipts, following your money, taking pride in your growing account balances becomes a part of you. You don’t understand how you could have ever done it any other way.

Setting Goals


So here we are again, back to the question I asked at the top of the chapter: What do you want from your money? The difference between what you have today and what you’ll have months or years from now can be nothing—or it can be very substantial. If you’d like to see your assets grow, it helps immeasurably to have a road map, to set you on course. You can use it to become clear on your priorities, so that soon you’ll know which investment accounts to fund, which credit cards to pay down, what you’re saving for. Think of this planning exercise as making a financial to-do list—only this time, instead of a to-do list for the day, you’ll be making one for the next couple of years (or if you’re really clear, maybe the next couple of decades).

The Wish List


How do you start? Diving in is the only way. Pick up a pencil and a piece of paper, pull out your Palm (or other PDA) or take a seat at your computer, and let’s make a list, a financial wish list. This is a time for thinking really big. In a few minutes, we’ll attach numbers to the items on your list and decide what you can accomplish in the short term and what’s a fantasy. But if you restrict yourself from the outset, chances are you’re missing something that’s important to you. So go ahead and dream a little.


I have no idea what’s in your head (sorry) but here are some possibilities to get you started:




	I want to buy a home.


	I want to go back to school.


	I want to start saving for college for my kids.


	I want to get rid of my credit card debt.


	I want to buy a car.


	I want to retire in Phoenix.


	I want a time-share in Orlando.





Throughout this book, you’ll find lists of questions: Five Questions to Ask a Financial Planner, Five Questions to Ask Your Life Insurance Company, Five Questions to Ask Before Buying a Stock. They’re designed to help you figure out whether you’re buying the right products, getting the best deal, working with an up-to-date (and on-the-level) professional. Perhaps no list of Five Questions, though, is more important than this one:


Five Questions to Ask Yourself (and/or
Your Partner) About Your Goals:





	
What do I want to accomplish financially this year? Don’t censor your answers. They can be anything from I want to spend winter break in Boca to I want to have $1,000 in my savings account to I want to pick better stocks. All are acceptable. Just be sure to list accomplishments that are possible to achieve in the next twelve months. Red Flag! Don’t allow yourself to be wishy-washy. Specificity is key. Otherwise, a year from now you’ll still be starting from scratch.


	
What do I want to accomplish with my money in the next ten years? Again, be very detailed. Perhaps you envision having $30,000 in your IRA or 401(k) by that time. Perhaps you can see yourself having zero in credit card debt. Or maybe you’d like to be working for a company that grants stock options. Knowing what you’re striving for makes the path toward those goals easier to find—and therefore easier to follow.


	
What do I want to accomplish with my money far off in the future? These are your stretch goals. They may include retirement at age fifty-five, a second career in the Peace Corps, or the ability to leave your kids a sizable inheritance. One of my colleagues at Money magazine, Jason Zweig, says his long-term investment time horizon is 100 years. No, he’s not expecting to break the Guinness Book records for longevity, but he has children and he’s planning to leave certain investments to them.


	
Am I willing to begin? There is only one thing standing in the way of achieving your goals—at the very least your short-term ones—and that’s you. Are you willing to do it? Perhaps you decided you wanted to save an extra $1,000 this year. Are you willing to cut your spending by the $20 a week it’ll take to accomplish that? Or to take on a freelance project or some overtime? Are you ready to do it today? When it comes to your money, procrastination can be a killer.


	
Do I know how to get started? Don’t worry, that’s what this book is here to teach you. But the key to beginning is to break that goal down into smaller chunks that you can wrap your hands around. Take that $1,000 example again. As one sum, it sounds like a lot of money. But when you realize saving it on a weekly basis only means socking away a $20 bill, it’s manageable. If you want to buy a house five years from now and need to come up with a down payment, you’re working with larger sums of money—but still they can be broken down into manageable parts. Put away $50 a month into Treasury securities at a 6 percent return, and you’ll have $3,342 in five years after taxes (assuming a 28 percent tax bracket). If that’s not enough, run the numbers for a $100 contribution (you’ll have $6,684) and a $150 contribution ($10,026) and a $200 contribution ($13,368). That $200 may sound like a lot in one chunk but if you think of it as $50 a week it’s much more reasonable.





As you go through this exercise, remember that it’s okay if your answers are all over the map. Your first time through these questions should truly be a brain dump. Then go back over the items and organize them in terms of priorities. Which is more important to you, the home or the car? If you get rid of your credit card debt today, do you think you can stay out of debt tomorrow? If so, you should probably tackle your credit cards first and start stashing as much as possible into the retirement fund second. Putting all your money muscle behind a single financial task will often provide the biggest payoff (in the credit card case, for example, it’s often impossible to beat the return you get by paying off an 18 percent card by investing your money another way). But there will be times when you can work on multiple goals at once. If your company has a tuition reimbursement program, for example, you can go back to school while you’re paying off your Visa.


Note: It’s fine to focus much of your energy on the expenses of tomorrow such as retirement and college, but you also need to have a life today. Ross Levin, a Minneapolis financial planner, had a client in his office who wanted to move his family to a neighborhood with better schools. But he was hesitant to do it now. Instead he wanted to wait three years, thinking he could use the time to rack up a really substantial balance in his retirement accounts before he started pouring money into a new residence. Levin talked him into reconsidering: “The reality is you want your kids growing up in this neighborhood, in these schools, with these playmates,” he argued. “The impact of moving now on your family will be much more dramatic than the additional money you’re putting away for later.”


His point is an important one. There is such a thing as too much delayed gratification. Saving so much today that you’re living unhappily isn’t worth a few rounds of golf or even a few expensive vacations down the road. You have to find the middle ground. The key is to be as intentional about your spending as you are about your saving. When you plan for a kitchen renovation or a trip to Europe for your twentieth anniversary—just as you would plan to make your 401(k) contributions—then they don’t play havoc with your future. You decide how much you’ll need to make them happen, put the money aside, spend it, and move on to the next item on your list. Which brings us to …

Challenge Your Goals


Once you’ve set your goals and listed them, it’s time to make sure you believe in them. Write a first draft. Put it away for a week or two and then revisit it. Have any of your goals changed? Have some begun to seem more or less important than they did when you first put pen to paper? The items that stick after two weeks are the ones you should work toward. If you’re a couple, you’ll each want to make separate wish lists, edit them, and only then merge them.


Things to avoid as you go through this process: “Brussels sprouts goals,” items that end up on your list because you believe you should want them, whether or not you really do.


Take college saving, for example. It’s likely to show up on many lists. But do you really want to put enough money aside to pay 100 percent of your child’s expenses? Is that the best thing for you considering how many years you have until retirement? Is paying for college in full the best way to encourage your eighteen-year-old to stand on her own financial feet? Maybe. Maybe not.


Or take your retirement projections. Does your life revolve around your work? Is your work the impetus for your social life or the source of most of your friends as well as your financial support? Are you the sort of person who says (and truly means): “I love what I do”? If so, then quitting work cold turkey the day you turn sixty-five is highly unlikely. The numbers you plug into whatever retirement calculator you’re using should reflect that.

Frame Your Goals


Now that you have a working list, you need two other pieces of information to make your goals real. The first is some idea of timing. When do you want to make these things happen? You also need to figure out what they’ll cost. You’ll be guessing a bit (particularly on things like how much it’ll cost to rent that villa in Tuscany in the year 2007 for your twentieth anniversary). But that’s okay. Getting close means you’ll only have to put a small amount on your credit card or that you’ll have a slight surplus. Either way, you’ll be better off than if you hadn’t saved at all.


What you’ll have sitting in front of you at that point is a big number: $3,000 for the vacation, $22,000 for one year at private college, $25,000 for the down payment on your first house. Now you have to figure out how much you’ll have to put away each month—or each pay period—in order to get there. There are plenty of calculators on the Internet to help you. But you can also get extremely close with pencil, paper, and a handheld calculator.


Let’s work out the math for the biggest example above: the $25,000 down payment on a house. We’ll assume you’re already almost halfway there and say that you have $12,000 earning 5 percent in a money market fund. In two years, assuming you’re in a combined 33 percent state and federal tax bracket, that $12,000 will be worth just over $12,800, so you’ll still need another $12,200. How do you pull it together?


Start with a rough guess. Looking at your take-home pay, you think you can put away $400 a month. Again, that’ll go into a money market account earning 5 percent. If you put away $400 a month for two years, you’ll have saved $9,600. A simple interest calculation on that earns you $480, so even before you take taxes into account, you know that $9,600 in savings won’t be enough. What if you increase your monthly contribution to $500 instead of $400? In savings alone, that’ll get you to $12,000. You know that taxes zap a little more than one third off the top of the 5 percent interest rate your money will earn, bringing it down to 3.35 percent. Now multiply $12,000 times 1.0335 and you’ll find that your total return is about $12,400. That’s close enough for me.


Siphoning $500 or however many dollars you’ve determined it’s going to take to reach your goal out of your spending money each month isn’t always going to be easy. There will always be a ski trip or a Christmas list or a new suit that looks more immediately attainable—and therefore more attractive. That’s why it’s crucial to make saving as automatic as possible. Arrange with your bank to have the proper amount deducted every month from your checking account and moved directly into your money market (or other short-term investment) so that you don’t have a chance to spend it.


It also helps to keep those long-term goals in sight. Post little reminders around the house where you’re sure to see them to help you remember why you’re not spending $98 on that skirt in the window of Banana Republic. For years now, my friend Jonathan has had a picture of a waterfront home in Rye, New York, taped to the refrigerator of his apartment in New York City. He cut it out of the real estate section of the New York Times Magazine when the home was up for sale. Never mind that it sold years ago. It’s like the home he knows he wants. It’s something to keep in mind as he heads off to work each weekday (and often on Sundays), putting in many more hours than a salaried employee would to get his start-up business off the ground.

Revisit Your Goals


In the fall of 1999, my family got together on a Friday night and heard some great news: My brother Eric and his wife, Gabrielle, were expecting a baby. Then the phone rang on Monday with some even greater news. It was twins!


Even though they were ecstatic, the good news threw their financial plan out of whack. They had figured on staying in their one-bedroom apartment in Manhattan for at least a year, maybe two. It had a small dining alcove that could easily fit a crib for the babies. Now it seemed they’d have to buy a two-bedroom place or house soon after the kids even arrived. And—not knowing how Gabrielle would feel about going back to work—they were only going to look at places they could carry on Eric’s salary alone.


My point is this: Life is a moving target. You plan on spending $2,000 to repair the kitchen in your new home, when all of a sudden the roof goes, too. Or your aging parent needs to move in. Or your cat needs dialysis. Or you visit Santa Fe and decide, “The heck with the East Coast,” and start packing your bags. Or, like my brother and sister-in-law, you have twins. It happens. (On my husband’s side of the family, it happened to the same sister twice! )


The best way to rid your stomach of the butterflies this sort of a financial roller coaster brings is to sit down, once again, to talk about what these changes mean to your life and to run the numbers. Some people find numbers frightening. I find them very reassuring. It’s nice to know that having a second baby doesn’t double the charge for labor and delivery, it only raises it by a third, that buying a new dishwasher only costs double what it would cost to fix your old one (not five or six times the cost of the repair as you might have been imagining) or that even though you went insane with your gift buying at holiday time you can pay it off by April if you cut back on a few small nonessentials. Then you can sit back and live—even enjoy—your life.

You Can Do This! (Will You?)


A revelation: From a purely numerical point of view, there isn’t anything that complicated about financial planning. You figure out how much money you need, what sort of savings and investment return it’ll take to get there, and you make a plan that will get you to your goal. A handheld calculator is the only tool you may need. Especially when there are only a few items on your list, it’s pretty easy to do the math.


But as your goals get a little more complicated—as you’re trying to save for a car, invest for college, put money away for retirement, and pay down your mortgage simultaneously—you’ll want help. The cheapest form of sophisticated help available is an off-the-shelf software package. I’m a big fan of Quicken; my husband and I have been relying on it to track our spending and our portfolios for years. But you’ll find many of the same tools in Microsoft Money, or on the Web sites of just about any large financial institution. Using these tools, you can run through many of the same calculations that a financial planner would run either with you or for you. (Little-known fact: Many financial planners rely on similar computer aids—just like many tax preparers rely on souped-up versions of Turbo Tax, a software product you can buy yourself.)


The downside of doing it yourself? You really have to do it yourself. I’m not kidding. Gary Schatsky, a New York–based financial adviser, goes as far as to say that he “bets” most of his clients could do their planning on their own. The question is: Would they? “Most of them are so focused on their families or their own businesses that they don’t have the time to do it,” he says. “I have clients who manage portfolios for a living. They know small cap stocks like the backs of their hands—but their personal finances specifically, they don’t have a lot of time to spend on.”






SEVEN WAYS TO MAKE A GOOD HABIT STICK


The way to make managing your money seem like a natural extension of the rest of your life is to make it habitual, a regular part of your routine. That’s true whether we’re talking about paying all your bills on time (which we’ll do in Chapter 2), keeping track of your expenses (Chapter 3), or having regular money discussions with your spouse (Chapter 11). But how do you do that? If you’ve ever tried to adopt a new habit (and who hasn’t?) then you know: Some stick but some vanish as soon as the next sun rises.


Study after study shows that you have to have patience. It takes twenty-one days for a daily behavior to become a habit. A weekly or monthly behavior takes even longer. The difference between successful attempts and failures is that people who are successful do the following:




	
Keep a record. For new habits, a daily journal is the best medicine, suggests Kelly D. Brownell, a professor of psychology at Yale University. If you like numbers better than words, a daily graph noting even the tiniest improvements often works as well.


	
Organize your environment to help—not hinder. You want to keep things that’ll help you reach your goals nearby—and keep temptations as far away as possible. That may mean leaving your credit cards in a drawer at home if you can’t think of a reason you’d need them that day. It also means setting up mechanisms to make your accomplishments come easier. For example, when Michelle and Adam, a Seattle couple, were trying to get themselves to stick with a budget, they kept a spending log on their pillow so they’d remember at the end of the day to write down every expense.


	
Don’t set yourself up for a fall. If you’ve hated research since the time you were in junior high school, you’re probably not going to love spending hours in the library (or even online) researching stocks. Don’t fight this reluctance: Go with it. Instead of forcing yourself to pick a new stock or fund every time you have a few dollars to invest, schedule automatic monthly withdrawals from your checking account and have the money deposited into a mutual fund that you can stick with for the long term. Likewise if balancing your checkbook is what you dread, buy a software program that’ll do all the actual figuring for you. You can thus make these tedious tasks nearly effortless.


	
Reward yourself for good behavior. Just make sure that your rewards don’t work against your ultimate goals—for example, if you’re trying to save money, your reward shouldn’t be spending an extra $30 at the Gap, it should be something free like an extra-long soak in the tub. Likewise, don’t punish yourself when you experience a setback. Let’s just acknowledge right now that you will. A friend will come into town for a few days and you’ll go on a little Visa bender. Give yourself a break and get back on the plan as soon as you can.


	
Seek out support. Sometimes working with another person—or group of people—can provide just the boost you need to get with the plan. It can be a group with similar goals, like an investment club filled with beginners who all want to learn the basics of research, or a single individual—perhaps a money therapist— who can help keep you on the right path through a series of well-tested suggestions. Some people find that quarterly trips to a financial adviser who can provide structure and encouragement are enough to keep them on the straight and narrow.


	
Keep going—even when you feel down (especiallywhen you feel down). By actually doing something over and over again, you’ll gain a feeling of accomplishment—even power. That’s why it’s so important that when you find yourself feeling frustrated and overwhelmed by something, you do just what will help you conquer what’s getting you down. When you’re feeling fat, you should hit the StairMaster instead of the refrigerator. And when you’re feeling poor, you should sit down with a pad and paper and figure out just how much money your new habits are saving you. Two dollars a day saved by walking to work rather than taking the bus may not sound like much, but it adds up to more than $500 a year. Once you write it down, focus on how the accomplishment makes you feel. Concentrating on the change will make you feel energized. Think of it as insurance for how you’ll behave tomorrow.


	
Trust yourself. Don’t let your feelings of self-doubt get in the way. Whether you realize it or not, it took time and practice to develop your current habits. It’ll take the same time and practice to develop the ones you want to adopt for the future.












Doing your own financial planning means taking the time to make sure your plan makes sense. Doing well by your money means revisiting that plan every six months to a year to make sure it still makes sense. And you’ll have to commit to putting your plan in action, too: opening the accounts, buying the mutual funds, purchasing the insurance, working toward your goals. By far, more people do this themselves than hire someone to help them. It’s completely possible—it doesn’t even take that much time, just a day or so to get organized, then a couple of hours each month to stay that way. You just have to commit to it, like you’d commit to a job search or earning a degree. It’s a matter of habit—and of making it stick:

THE BIG THREE:THINGS TO TAKE AWAY FROM TALKING GOALS




	If you don’t know where you want to go, you’re never going to get there. So sit down with pencil and paper and rough out your long- and short-term goals. A legal pad is your best friend.


	The next step is to understand financially what it’ll take to achieve those goals on your list. That means doing enough research to attach actual numbers to your goals.


	Accept the fact that none of this will happen overnight. But small habitual changes in the way you handle your money can have an enormous impact on your overall financial picture.





CHAPTER 2

Talking Debt


On the surface, Robert looked like another financial success story. The twenty-nine-year-old married bookkeeper and father of one had worked steadily for a civil engineering firm in New Jersey for a good half decade. His income was $39,000 and growing. His job was secure. He and his wife, a dental hygienist, traveled. They ate out several times a week. On the surface, life looked good. But just beneath was a growing mountain of credit card debt. And Robert realized that if he didn’t do something about it—and soon—it was going to swallow him whole.


“I was totally overwhelmed,” he says. “My family lives in California and Florida and we had paid for a lot of travel on my cards,” he says. And those dinners out? They were killing him. They alone were costing him $300 a month, $3,600 a year.


By early 1998, his wallet was bulging with nine different credit cards. His total debt had topped $33,000—nearly as much as his take-home pay. The steady stream of overdue payments and late fees was driving him nuts. As if that wasn’t enough pressure, Robert’s wife was being phased out of her full-time job and into part-time status.


Clearly it was time for drastic measures. First, he sat down at his desk at home and shoved every card but one into a shoebox (and that one, he swore, he’d only use in a dire emergency). Next he called every one of his nine card companies and asked them to lower their interest rates. Three of them knocked 3 percentage points off without blinking. Another dropped its rate from 19 percent to 12 percent. Finally, he picked up the want ads and started looking for work he could squeeze in around his day job. Eventually he hit on this solution. He took a paper route. In the beginning it paid $150 a week. Now it pays double that. He also started free-lancing as a computer consultant. And slowly but surely he started chipping away at that credit card debt, starting with the card with the highest interest rate and working his way down the list.


How’s his progress? It’s not as fast as he’d like, but it is steady. Between February 1998 and May 1999, he paid off $5,000 in high interest rate debt and got rid of two cards. His life’s changed a bit with this new emphasis on frugality: He can’t remember the last time he had dinner out, for example. But knowing that he’s solving this problem on his own, without the help of a debt consolidation service or a bankruptcy attorney, has made him confident that he’ll one day have a secure financial future. He’s thinking about setting up an IRA. He wants to become a regular contributor to a retirement plan. “I know it’s never too early,” he says. “But it’s also never too late.”


There’s little doubt about it: Skyrocketing consumer debt is our biggest barrier to financial success. Who can think about saving for college or investing for retirement when the Visa bill is looming large? Throughout the 1990s, Americans took on debt at record levels. By the year 2000, debt service as a percentage of disposable income was higher than it was during the early 1990s recession. We still pay, on average, about $1,200 a year to our credit card companies in interest and fees alone, not including principal. That’s $100 a month. Many people, people like Robert, pay several times that.
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