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FOREWORD


The Dynamic Conversations Series


Brian Tracy is one of the world’s foremost authorities on business and personal success. He has given more than 5000 talks and seminars to over 5 million people and is a business coach to top leaders in major industries worldwide.


Dan Strutzel is a 25-year veteran of the personal development industry, publishing some of the most successful audio programs in history. He has worked up close and personally with most of the top personal development authors and speakers.


Dan was thrilled when Brian agreed to sit down together to discuss his seminar The Science of Money: The Science of Happiness. Meeting over the course of a long weekend, these thinkers were able to explore this topic deeply and at great length. These in-depth interviews were taped and are presented here. We hope you enjoy and benefit from their discussion.












INTRODUCTION


Dan Strutzel


Money remains one of the most thought-provoking, emotional, and polarizing subjects in the world. Scores of books, articles, blog posts, and speeches have been written on what money is, how to earn it, how to spend it, who has it and who does not, and a myriad of other topics. And yet, despite the constant focus on the topic, there is one word that describes the average person’s views about money: confusion.


Despite some of the truly great research that has been published on the topic, there is so much misinformation—what we might call financial white noise—about money that most people either rely on chance for their fortune or ignore the subject altogether. This is not only unnecessary, it is a tragedy. It’s a tragedy because of the untapped human potential that is never uncovered when people leave their lives to chance, or worse, give up on their dreams. It’s also totally unnecessary, because the secrets of money, how to create it, how to invest it, and how to spend it wisely, are known.


Truly, there is a Science of Money, just as there are sciences of nutrition, anatomy, astronomy, chemistry, and engineering. This Science of Money has been tested and proven again and again, not just for years or for decades, but for millennia. While new theories of money can arise all the time—just as we have new theories for cures for cancer or baldness—the discipline of science and its rules for testing and verifying results will, in short order, move these ideas from the realm of theory to one of two categories: one, a verifiable fact, what Brian calls a law; or two, a disproven idea, what Brian calls a myth.


In this book, we will be examining both of these categories: the laws of money, which have been proven and can be relied upon as much as you can rely upon the sun rising in the east; and the myths of money. Myths can include those ideas that can exist without any basis, but may still survive as rumors; and also those ideas which claim to be true but which have been tested and disproven, or which, at best, have never been decidedly proven.


Ultimately, we have one central goal: to end the confusion around the topic, once and for all, and to present, in one, comprehensive place, the essential truths about money. If you simply study the ideas here and apply them to your life and your business, you will become financially successful, as surely as the sun will rise tomorrow.















ONE



What is Money?


In any scientific discipline, we need to define terms in order to be certain that we agree about the topic we are studying and about the ground rules for testing any theory about it. In this session, Brian will help to define the terms surrounding money. Some of his responses may surprise you.


Dan


Brian, let’s begin by describing what we mean by the Science of Money and how money has been studied. Let’s see how this study has produced many solid and reliable laws about how money can be earned or created, and how this flies in the face of many of the mystical and/or speculative theories out there.


Brian


If you want to get right down to the nitty-gritty, you start with the first law, which is called the law of exchange. It says that money is the medium through which people exchange their goods and services. They exchange their labor in the production of goods and services for the goods and services of others. Money is a medium of exchange for labor.


Before there was money, there was barter. This goes right back to 100,000 years ago, where someone would make a flint spearhead or a pot and exchange it for a carpet or a skin. In barter, people exchanged goods and services directly for goods and services without the medium of money. Then civilization grew, and barter became too clumsy. People found that they could exchange their goods and services for a medium like gold, silver, coins, seashells, wampum in early America—something that was scarce and valuable. People would have a coin or something of value, which they could then exchange for a chicken or a goat or something else. It makes the whole process more efficient.


That was the beginning of money, and it still defines what money is today, even though many people are very confused about it. It makes the whole process of exchange more efficient. Today we go to work and we exchange our work for money, which we then use to purchase the products of the work of other people. Basically money is the medium through which we exchange our work for the work of others.


The first corollary of this law of exchange is that money is a measure of the value that people place on goods and services. It’s only what a person will pay that determines the value of something. Things do not have value in and of themselves; the value of a thing is only what somebody is willing to pay for it.


You can’t say that your product or service is worth a given amount unless somebody else validates it by actually offering you that amount of money. Goods and services have no value apart from what someone is willing to pay for them. All value is therefore subjective. This is the basis of thought for the Austrian school, which is the best and most insightful school of economics in human history. It’s based on the thoughts, feelings, attitudes, and opinions of the prospective purchaser at the moment of the buying decision.


The second corollary of this law of exchange says that your labor is viewed as a factor of production, that is, as a cost, by others. This demolishes almost all of the economic arguments about whether people should be paid $15 an hour or something else. One name for human beings is homo economicus. This means that we always act economically: we always try to get the very most for the very least. This is genetic; it’s built into our DNA. It has never been otherwise in all of human history. We never will pay more if we can possibly pay less.


Each of us has a tendency to look upon the sweat of our brow as something special, because it’s so intensely personal. It comes from us. It’s an expression of who we are as persons. It’s very emotional, as a matter of fact, because it’s our life. But as far as others are concerned, our labor is just a cost. As intelligent consumers or as employers or customers, we want the very most for the very least, no matter whose labor is involved. This is why people manufacture in China or Taiwan or Vietnam or Indonesia: because the customer in America does not care where the product comes from. The customer simply cares about getting the very lowest price.


People talk about offshoring and sending jobs overseas and so on. It’s not the companies; it’s the customers that are demanding that they send these jobs there, because the products and services can be produced at a lower cost. Almost all of Apple’s products are made in China. Why? It’s because the cost to manufacture them in a more developed country is three or four times the amount it costs in China, so the customers in developed countries will not pay that amount. They demand—indirectly—that companies offshore these jobs so that they can have the very most for the very least.


For this reason, you can’t place an objective value on your own labor, protesting and demanding increases and so on. It’s only what other people are willing to pay for your labor in a competitive market that determines what you earn and what you are worth on financial terms. We’ll talk later about the 99% versus the 1% and so on.


The third corollary of this law says the amount of money you earn is a measure of the value that others place on your contribution. In other words, it’s the customers in the marketplace who determine what we’re worth. It’s the customers of the companies that we work for who determine what they will pay for the products and services we contribute to the production. That is what determines how much we will be paid. There’s no objective amount that we can be paid. How much you are paid will be in direct proportion to the quantity and quality of your contribution in comparison with the contributions of others, combined with the value that other people place on your contributions.


One thing I used to say is that you are competing every single day with every other person in your company. People would get really huffy about that; they’d say, “We don’t compete, we all work together as team members.” The fact is that the person who determines your paycheck determines how much you will be paid in comparison with how much other people are paid. That’s why most companies have a rule that you’re not allowed to discuss your pay with other people, because your pay is determined by what the company thinks you are worth relative to everyone else working around you.


The fourth corollary of the law of exchange is that money is an effect, not a cause. Your work or contribution to the value of a product or service is the cause, and the wage, salary, or earnings that you receive are the effect. If you wish to increase the effect, you have to increase the cause. Just as author Earl Nightingale said years ago, the law of cause and effect is the foundational law of all of human life, all of science, all technology, all mathematics, all money.


The fifth corollary of the law of exchange is that to increase the amount of money you are getting out, you must increase the value of the work that you are putting in. This is a phenomenal thing. People think that they can get more out without putting more in. They think this all over the world. You say, “Well, where’s the money going to come from?” Their answer is, “Somewhere.” If you press them on that, they say, “Well, the money should come from other people who are creating more value, who therefore are earning more. Then they should give it to me—even though, according to the market, I’m creating less value—so that I don’t feel bad.” This kind of subjective attitude—that I’m entitled to more money—is absolute nonsense. That’s why it leads to riots and strikes and everything else.


We say to earn more money, you must add more value. If you look at business, the secret to wealth creation, which we’ll talk about later, is to add value. Sometimes I ask people how many of them work on straight commission. I’ll ask 1000 people, and about 10% or 15% of people will raise their hands. The truth of the matter is, everybody works on straight commission. What does that mean? It means everybody gets a percentage of the value that they create. If you’re not happy with the percentage that you’re getting, create more value, become worth more so that your boss or your customers will willingly pay you more money because they value your contribution so much.


Some people earn $10 an hour; some people earn $1000 an hour. I have a friend who upgraded his skills from being a commercial lawyer to being a lawyer in intellectual copyright, a field nobody was in. It was a white space. Companies like Sony and Disney and the biggest companies in the world eagerly pay him $1000 an hour to help them with intellectual property law, because the amounts involved are hundreds of millions of dollars, and he’s an expert. He made himself so valuable that they get in line to pay him whatever he wants. He is often paid $2 million or $3 million to vet a single contract or merger between companies that have intellectual property, such as movie companies.


To earn more money, you must add more value, so you must increase your knowledge. As management expert Peter Drucker said, we’re all knowledge workers, so by increasing your amount of knowledge about how to do your business better, you increase your value,and people will be willing and eager to thrust money into your hand. Or you increase your skill level so that you can get more and better work done in the same period of time. Or you improve your work habits so that you’re far more productive.


The highest-paid people in every society and every business are always described as being very result-oriented. They are highly productive. I have worked with people and just taught them time management skills, and they’ve tripled their income in less than a year doing the same job for the same company. The company willingly gives them more money because they’re producing vastly more value. Everybody works on straight commission.


Or you can work longer and harder hours. The most successful people always work much harder than others. In fact, statistics say that about fifty-nine to sixty hours a week puts you in the top 20%. If you work seventy hours a week, you’ll be in the top 5% or 10%. The average person today works a forty-hour week, but according to the labor studies, during that week he or she only works thirty-two hours. Why? It’s because they take coffee breaks and lunches and start earlier and stop later. In those thirty-two hours, they waste 50% of that time, mostly with idle chitchat, Facebook, social media, Internet, phoning friends, and so on. So the average person is only doing sixteen hours of productive work each week, and in that time they do work of low value. Then they don’t understand why they don’t get paid more money.


The one secret to success is to work all the time you work. Start earlier, work harder, stay later, and work the whole darned time. Don’t mess around. Don’t chat with your friends. Don’t go out for lunch or coffee or read the paper or surf the Internet. When you come to work, work. Put your head down full blast and work.


You can also work more creatively, or you can do anything that enables you to get greater leverage and results from your efforts. Some people produce five times as much as other people in the same eight hours a day.


By the way, all wealthy people work six days a week. This comes in study after study after study. It’s not hard to work six days a week. If you’re doing work that you really enjoy and you’re doing it really well and you’re getting great results, you get pumped up. It makes you happy. In fact, successful people have to use self-discipline to not work because they like their work so much.


One of your great responsibilities, which we will talk about later, is for you to find work that you enjoy so much that it gives you energy and you have to force yourself to stop. For people who are doing the right work, time stands still. They forget to eat. They forget to take breaks. They forget to go for coffee. They’re so engrossed in their work that they have to be torn away to eat or do something else.


The highest-paid people in our society are those who are continually improving in these areas to add greater value to the work that they’re doing. This is the truth: the amount you earn is a direct reflection of the value that you create to improve the life and work of other people. All success in life comes from serving other people in some way. If you want to make a lot of money, serve a lot of people, and serve them in a way that really makes a difference to them.


Dan


Let’s get some elaboration on that. Let’s talk about people’s push-back. To your point about adding value, you often hear people who are pushing for higher wages saying, “Look at the top executives. They get golden parachutes as they leave, even though the company lost money. Or look at the stock market. There are those who use the market like a casino. They roll the dice and make money when the stock market goes down or up.”


People might say there are some distortions in the economy, so that it’s not just a matter of value exchange. Talk about some of the objections that people throw up that are more cynical about the idea of adding value. How you would respond to them?


Brian


Let me tell you a famous story about what is called the cargo cult. During the Second World War, in New Guinea, the Allies came in, built airfields, and set up military bases to counter the Japanese. Some of the most vicious fighting went on in one half of New Guinea, and the other half was controlled by the Australians and Americans. All of their ammunition, food, supplies, everything, came in by these planes.


The Army Corps of Engineers would come in, unload the bulldozers, build the airstrips, and then they’d start bringing in all the food, clothing, everything, for the battle. When the war was over, they withdrew, and New Guinea went back to the jungle. The natives who were surrounding these areas and were used as workers during World War II had no idea where the wealth came from. They believed that wealth came from the cargo planes.


They started a cargo cult. They would build little dolls and little models of planes, and they would put them on little altars. They would light incense, and they would pray to them, worship them, and sing. They would pray for the planes to come back with the wealth inside.


The upshot of that story is that most people are abysmally ignorant about money, so they have the same sort of ideas. They believe in absolutely fantastical things.


When a person is lured away to take a job in a Fortune 500 company, they are offered very high pay, very high stock options, and their lawyers negotiate these contracts. I know this very well from my own experience. They negotiate severance pay. If something doesn’t work out, if the company, after having decided to hire you, decides that they don’t want you anymore—for any reason: the market turns down, you don’t do a good job—they pay you severance. The severance pay is contractual.


They say, “Oh, these people get golden parachutes.” Yes, those are the terms under which they took the job, and they took the job coming from somewhere else where they also had a fantastic job. This was just a normal part of it.


With regard to stock market speculation, you will find that the highest-paid people who work in the stock market work hard for that highest pay. For example, Warren Buffett, the billionaire, spends 80% of his time every single day studying the stock market, studying companies, studying the changes and changing fortunes in competition—80% of every day. He’s eighty-four years old. He goes to work, he puts his head down, and he studies these investments.


He started off with $2000, and he used what is called the value investing model, which we will talk about later. He studies the value, the inherent value, of the company’s products, services, management, and positioning in the industry compared to competition, national and international. So many things go into it. People who jump in and out of the stock market—most of them end up broke. It’s like the professional poker players that go off to Las Vegas to make a lot of money. They find that they would earn as much if they had a laboring job at the end of the day because with the amount they win and the amount they lose, they make a few dollars an hour sitting there at the poker tables for twelve or fourteen hours. I just came from Las Vegas two days ago, and everybody there knows that stuff.


The people in the stock market, what they call the day traders, and now the flash traders, who are in and out and in and out—70% of them eventually are wiped out.


I just came back from meeting with one of my clients. He introduced me to a man who had spent several hundred million dollars developing a fifty-person flash trading organization. I saw it: huge screens, brilliant mathematicians day trading in and out of stocks, trying to get fractions of pennies here and there. He put in several hundred million dollars, and he lost it all. At the end of the day all these people working full-time sixteen hours a day lost everything and just walked away. Fortunately, he was a multibillionaire, so he could afford to lose several hundred million dollars on something speculative.


The fact of the matter is most people who make money in stocks are long-term players. Warren Buffett buys a stock and doesn’t sell it for fifty years. He’s a value trader. Every so often he will sell part of a holding, but usually to raise cash to purchase something else that is getting a better return at this point.


Today presidents of the Fortune 500 are earning an average of 303 times the average pay of the people who work in their corporations. Now the interesting thing is that they all started off at the original starting line, like marathon runners, at the beginnings of their careers. At the beginning of their careers, they were the same as everybody else. They started off in their jobs. They were put into pools or cubicles. Some of them had good educations. Some of them had average educations. Some of them had gotten straight A’s. Some of them hadn’t. Some of them came from good homes, some from poor homes. Some were Mayflower descendants and some were new immigrants that didn’t speak the language when they started. Today they earn 303 times the pay of the average worker. That’s about $10.3 million in annual salary, while the average person in their companies makes $52,000.


How could that be? They went back and traced it, and found there was one strategy. This is one of the great breakthroughs with regard to money. The strategy was that from the beginning of their careers, they asked this question: what one skill would help me to make a more valuable contribution now at this point in my career? They would go to their boss, and the boss would say, “If you were really good at marketing, or reading financial statements, or doing presentations, or building teams, or negotiating, then you could be really more valuable in your job.”


These people would set that as a project, and put together a learning plan like going to school. They would find out the best books to read, the best audio programs to listen to (preferably ours), the best courses to take, and the best things to do every day to develop these skills. After a month or six months or a year, they would develop the skill, because all business skills are learnable.


The magic number is ten hours a week. While their friends were out socializing and chasing boys or girls and so on, these people would spend an average of two hours per day, five days per week, upgrading their skills. It became as natural to them as breathing in and breathing out. They came home at night, they had dinner with their spouses and children, and they studied two hours per night, five days a week.


I was in India the other day speaking. I said, “I’m not that familiar with your time zones, but how many hours are there in an average week here in India?” They all laughed at me. I said, “Yeah, it’s 168 hours, seven times twenty-four.” It’s the same everywhere. Could you carve off ten hours per week to become one of the wealthiest, highest-paid, most respected people in your industry? They said, “Yes, of course you can.” So really it’s not a matter of ten hours out of 168. It’s just simply a matter of willpower and self-discipline.


And each new skill is subject to the law of compounding. With each new skill, you can use your other skills at a higher level. You can increase your earning ability, your ability to make a contribution. You can be worth more because you can get better results. You become more valuable, so people will pay you more and promote you faster.


The cumulative effect is like an avalanche. After ten or twenty or thirty years, you’re in your forties and fifties, and you’re earning 303 times the average of these other people who have not raised a finger to learn a thing since they took their first job. How come these people are paid so much? Some say, “They’re just lucky.” But these people make decisions that affect hundreds of millions of dollars, sometimes billions of dollars. They can make a decision to go in and out of an industry, to sell off a division or an entire series of factories, and the impact of that on the bottom line may be $1 billion. What do they get? They get $10 million. They get a fraction of 1% of the total economic impact of their decisions. But they started off working alone with a small assignment in a cubicle and with a little laptop. Now they’re running huge businesses, and their offices take up the top floors of the best office buildings.


Everybody had the ability to do that, and everybody still has the ability to do something similar.


Dan


Would you tell a story about your own journey from someone with very modest means to someone who’s achieved great wealth?


Brian


People often ask, what was your great motivation or your dream or your passion when you started? My answer was, to eat. What I wanted to do when I took my first job was make enough money to eat. My first job was washing dishes. I lived in a one-room apartment that had a stovetop on top, a refrigerator down below, a bathroom with a cheap shower, and a bed. That’s where I lived. Those were my living quarters in different places for quite a while, because I was a laborer and I couldn’t afford any more than that. I drove an old car. I wore old clothes. I worked eight to ten hours a day, and all I thought about was survival.


I had a couple of good experiences. When I was a young man, I found that I could get jobs in the neighborhood—I was twelve years old—cutting the grass, mowing lawns of other people. My parents eventually encouraged me to get a gas lawnmower. I did. They took me down to Sears, and they got me an absolutely dreadful lawnmower, because they didn’t know anything about it. I would push this lawnmower around the neighborhood and mow lawns.


Pretty soon I was doing really well, and I decided to get a better lawnmower. I began to hang around a lawnmower shop. I looked at the lawnmowers they had, new and used and so on. I bought a used commercial lawnmower that was fabulous. It was the same kind of lawnmower they used to do golf greens. It was beautiful, and it threw the grass forward so it left no marks on the lawn.


Then I began to mow even more lawns. People began to recommend me because their lawns looked absolutely beautiful. Then I got a trimmer to do sidewalks and the flowerbeds and so on. Then I got a little cart to pull it around on. By the time I was fifteen, I was earning more money than my father was, pulling my little cart around and mowing lawns, even for the mayor of the city.


I learned there was a direct association between hard work and a little bit of ingenuity and your income. The earlier that you learn that, that there’s a connection between your work and your income, the more likely it is that you’re going to be successful in life. Later I went back and worked in factories and mills and construction and so on. And then when I could no longer get a laboring job, I went back into selling.


I used to sell my services door-to-door, selling my lawnmowing services. I sold soap. I sold newspaper subscriptions. I sold Christmas books. I went back into selling, knocking door-to-door. At that time I was paid on straight commission. The joke, we used to say, is that you can only eat what you kill. If you don’t make a sale, you don’t eat, which is one of the great motivators.


I got it that my income was totally determined on my ability to get results that people would pay me for. In my seminars all over the world I ask this question: “What is your most valuable financial asset?” I let people stew with it for a while, because when I first heard this question I didn’t know the answer. Then I realized that your most valuable financial asset is your earning ability. What is your earning ability? It’s your ability to get results that people will pay you for, and the most important word for success, in life and in business, is results.


Now you might say, results sounds very cold. But it’s also a matter of results with your family. It’s getting results in terms of raising happy, healthy, self-confident children. It’s getting results in terms of building a good-quality marriage. It’s getting results in terms of helping around the house. The people who get results are the most respected and esteemed people in every single part of life.


Your earning ability is an asset, and all assets, like a piece of machinery or equipment or buildings that yield a return, can be appreciating or depreciating. If it’s an appreciating asset, it means that you are becoming worth more and more every day.


There was a story in Fortune magazine recently about a woman who worked for the magazine for forty-six years. She finally retired in her seventies. She was one of the most esteemed people that worked there. They had big parties to see her off. They asked her why she had been so valuable to a company like Fortune magazine for all these years. She said, “Because I resolved never to go to bed at night without being smarter than I was when I woke up that day. Every single day I learned something new that would help me do my job better.”


She did interviews with the Fortune 500 CEOs and presidents and the leading financial lights of the world. She could phone Warren Buffett or Bill Gates or anybody else in the financial world, and they’d take her calls because she was so highly esteemed. That’s earning ability. You ask the average person, “What have you done today to increase your value, to increase your ability to get results, to increase your ability to add more value to your world?” Most people are shocked by that.


Einstein said that compounding is the greatest power in the universe. Compounding means each time that you do something to add to your skill level, it compounds with other information you have, and sooner or later all these pieces of information start to come together. It’s called the law of integrative intelligence. All these pieces of intelligence start to integrate and form a pattern or a design or a template whereby you can see an opportunity to create or build wealth that you hadn’t seen before.


Sometimes it’s one additional piece of information that transforms everything, that brings together all those pieces of information that you’ve been gathering for a long period of time. Suddenly they all hit, and suddenly you have a new product or service idea that is transformative.


Look at Steve Jobs and Apple; he came up with this idea of the iPod. All of the technology for the iPod had existed and had been sold by other companies, except for access to the music. What he did was to create a new business model. Today there are fifty-five different types of business models. If you have the wrong business model, your company will drift and often go broke. Business models are changing so fast that 80% or more of companies, including Fortune 500 companies, have broken or obsolete business models, partially or totally.


The new business model is bringing together all of these different factors in a new model that suddenly makes everything transform. A perfect example is Google. They came up with this idea of search. They combined hundreds and then thousands of computers together and then offered the idea of search free so that people can search for information. While they were on the site, they could buy a product or service, and Google could track with algorithms the sort of things that they were interested in and could make those ads pop up. Google created one of the most valuable companies in the world with a new business model.


That business model was basically a free business model. They offered the finest services in the world absolutely free, and while you’re here, by the way, here’s something else that may help you to be more productive.


Your earning ability is the most important thing of all, and your earning ability is either appreciating or depreciating. Basketball coach Pat Riley once said that either you’re getting better or you’re getting worse. Nobody stays the same. Every new skill that you develop moves you up the ladder of earning ability. Every new skill means that you are worth more money. Each time you learn a new skill, you step up the ladder; your earning ability increases. If you keep climbing the ladder, your earning ability keeps increasing.


You look the highest-paid people in our society today. They are people who keep climbing skill by skill, day by day, week by week, month by month. They never stop learning new skills. They keep becoming more and more valuable. As a result, people eagerly thrust money in their pockets and pay them millions of dollars as signing bonuses to take senior jobs and pay them millions of dollars in severance pay if they leave for any reason. This is why people earn a lot of money.


The question you always have to ask is, “What have I done today to increase my earning ability, to increase the quality and quantity of results that I can get for people who are willing to pay me for that increase?” If you keep intensely focused on results, the difference it makes in your life is quite extraordinary.


Dan


Brian, give us your own definition of what money is. Talk about how moving from paper money to digital money has helped to show us that money is merely a means of exchange of value and not a thing or a possession. Talk about how this changes a person’s perspective on money and how willing they are to spend that money. Some say that money is an energy or a reflection of your life force. Do you agree or disagree, and why?


Brian


The great challenge with digital money, credit card money, bank money, and so on, is that people don’t actually handle the bills. They become divorced from realizing how much money they’re spending.


I’ve seen this with my children. They’ve grown up in a good home. Then they go off on their own and they buy stuff, and they’re quite shocked when the bill comes in. Their friends were all the same. They end up with very large credit card bills and then they get notices, because people want their money. Then the interest starts to rack up, and they’re absolutely shocked. It takes them two or three years into their twenties before they go “Whoa!” and they pull back. They destroy their credit cards. They put limits on their credit cards. They pay off the credit cards every month, and they get back on top of it again.


Of course, there’s a vested interest on the part of the credit card companies to get you to buy things on credit. There’s a vested interest in encouraging people not to think of how much they’re spending. It’s amazing how many people go bankrupt, personally bankrupt, every year as a result of credit card debt. The major reason for divorce in America, especially among young people in their twenties and thirties, is problems over money. One or the other is spending money. They say, “Well, it’s just a credit card.” They order stuff online, which is another terrible thing, because then you’re doubly divorced from the reality. You click the button, place your order, the stuff comes to your door, and then a couple weeks later the bill appears. “Who bought this? What happened here? Well, I wasn’t really thinking. I just did this.”


In debt consolidation, when people get deeply in debt, the first thing counselors do is have them tear up their credit cards or consolidate everything into one credit card and put a limit on it so that they can’t spend any more in a given month. The credit card is used as a convenience. The next thing is they have the people pay for everything in cash. It’s the most phenomenal thing, when you start to pull cash out of your pocket: this is money that you have earned. These are your hourly wages. Suddenly you become crystal clear about how much you’re spending, and you stop doing it.


The very act of having to pay cash out of your pocket causes you to become far more thoughtful about expenditures. This is the great challenge people have today.


Money and time are interchangeable in this way: they can be either spent or invested. If you spend money or time, it’s gone forever, and you can never get it back. If you invest it into something that can give you a payoff in the future, then you can benefit from it for the indefinite future. I always say that the best place to invest your time and money is to increase your earning ability. Warren Buffett is the most successful investor in history. He started off with $2000. His companies are worth $350 billion today. His company, Berkshire Hathaway, is third or fourth biggest single company in the United States. Last year he made $25 billion on his companies.


He was asked recently, “Mr. Buffett, you’re the greatest investor in history. Where would you say would be the best place to invest today?” He said, without even hesitating, that the best place to invest today is yourself—becoming more valuable at earning the money that you’re earning today.


In New York, they did a study and asked 1000 top people this question: if you had $100,000 that you accumulated, where would be the best place to invest it? The consensus was to put it back into becoming better at doing what you did to earn the money in the first place.


If you invest in the stock market or in real estate or anything else, your investment may go up or down. It will be controlled by a hundred factors. It’ll be determined by the market and by investment experts and by competition and so on. But if you invest in yourself, you own 100% of the investment forever. You get 100% of the return. You can completely control and direct the investment of your time and money so that you are learning subjects that are most relevant to increasing your most important results right now. If you do these things, then it’s the best investment of all.


I say this over and over again: the best investment is to increase your earning ability, to become more and more valuable every single day.


Dan


There’s a great misunderstanding about why certain amounts of money are paid to different professions, even when it seems that some of those professions are very important to our society. For example, generally social workers, those who work in elder care, and teachers are paid relatively little compared to investment bankers, lawyers, and lobbyists. Why is it that people in these positions, which are more highly admired by our society, are paid less than those in these less-admired professions?


Brian


One of the great economic laws with regard to labor is supply and demand. If something is in short supply but in great demand, it drives the price up and vice versa. Earl Nightingale summarized this many years ago when he said that you’ll always be paid in direct proportion to what you do, how well you do it, and the ease or difficulty of replacing you. If you are a sports star, you can negotiate $100 million contracts because there’s no one like you who can make the points and get the network contracts. They’ll pay you $100 million because you can hit goals, you can shoot baskets. Look at Michael Jordan, the billion-dollar man.


If you look at these other professions, even though they do helpful jobs in society, the people are easily replaced because there are hundreds of thousands, millions of other people who can do those things. It’s a low-skilled job. It does not require a lot of mental effort. It enables people to coast, and the great tragedy about coasting is that you can only do it in one direction.


People take little jobs that require no skill. I saw a woman protesting recently, demanding $15 an hour. She’s thirty-four years old. She has seven children. She’s earning $8 an hour in fast food, and she’s demanding $15-an-hour pay. Well she’s thirty-four years old, and she has never raised a finger to increase her skill level so that she’d be worth more money, but she demands that somehow other people pay her money that nobody is willing to pay her because the value of her contribution is so low.


If the value of your contribution is high, another employer will willingly and immediately pay you more money. In fact, the way that employers hire good staff is they find out who’s good at the other companies, and they offer them an increase if they’ll come and work for them. Eighty-five percent of jobs exchange like that at the highest rate. People pay you more money to come and work for them. The fastest way to get a raise is to do your job so well that your employer will pay you to make sure you don’t go somewhere else, where some other employer will pay you more. That’s just the way supply and demand works.


I’ll give you an example. Citibank received a bailout during the recession. They found that Citibank was paying this one commodities trader $100 million a year in income. They were brought in front of a congressional committee and asked, “How dare you accept money from the government, when you’re paying somebody $100 million a year?” They said, “This man works on straight commission, and he generates $4 billion a year in profit for Citibank because he’s the most brilliant commodity trader in the world. He has the ability to sense when commodity prices are going to move in a particular direction, and he generates us, the bank, $4 billion a year, and of that we pay him a small commission. We pay him $100 million, which is about 1/400 of the amount that he generates. That’s the deal. If we said, we think we’re paying you too much, we are surrounded by competitors who would hire him away in an instant and pay him the same or more.”


Here’s a person who is impossible to replace. This is a person who has spent his entire life learning the skill of commodity trading. Plus he’s probably got an enormous special sensitivity, an intuitive sense that nobody has. You put it all together, just like a star athlete. You have to do something that is more highly valued, and you have to do it better than anybody else. You have to develop a reputation.


In my company, I have twenty-two people. I’ve always given what I call preemptive increases. A preemptive increase means that nobody has to come and say, “Please, can I have some more money? I’ve been here for an extra year, I’ve got more experience. Can I have a raise?” No, everybody gets increased pay when their value goes up. They don’t have to wait for a year. If it turns out that they’re doing great work and they’re generating great revenues, then by gum, we offer them more money, not only because they deserve it but because they’ve earned it. It’s just a percentage of the additional value that they’re bringing to us. We don’t want them to go somewhere else.



Dan


Do you see cash, credit, IOUs, and equity in a home business or an investment as being equal forms of money? Why or why not? What is the difference between each?


Brian


The most important factor is whether or not they yield a return. You invest in your business in order to buy raw materials and hire staff in order to produce products that you can sell at a profit. The loop goes around, which is how all business financing is done.


If you start a business, nobody will lend you any money, because you don’t have any track record. I’ve seen a university professor say to his business students, “When you start your own business, don’t use any of your own money. Use only the bank’s money. You want to save your own money for your own lifestyle and expenses. So you go to the bank, and you put together an application. You borrow from the bank.”


That person is an absolute idiot. I have run businesses for years, and the bank will not lend you a penny if you’re just starting a new business. Banks are not in the business of risking money. Banks are in the business of making safe loans. What you have to do is prove to them that this is a safe loan.


I started my existing business twenty-eight years ago in San Diego. I went to the bank to get a line of credit. They said, “We’d be pleased to give you a line of credit, but it has to be cross collateralized.” “What do you mean by cross collateral?” “Well, we want a lien against all of your royalty agreements. We want a lien against your house. We want you to deposit $50,000 in an unmovable account. We want a lien against your car and all your furniture. We want collateral equal to five times the amount we’re going to lend you.”


I said, “That’s outrageous.” They said, “Take it or leave it.” So we took it. That’s what you have to do when you start a business. We borrowed a small amount of money. Fortunately we had good cash flow. We had to go into the line every so often, but over time we developed a credit rating. All of those cross collateralizations one by one fell away, and now the only thing they require is a personal guaranty.


They say, “Don’t ever give a personal guaranty if you’re starting a business.” You must be out of your mind. Nobody will even give you a credit card without a personal guaranty.


If you invest in an investment like real estate or a factory for stocks or bonds that pays you a higher return than the cost of the money, that’s a good investment. If you invest in other things where the money is spent or gone or has exorbitantly high interest rates, as credit cards do, that’s not a good investment. A good investment is something that yields cash greater than the cost of money. A bad investment is something that consumes cash with no return.


If you invest money to earn more money, if you invest money in something that’s going to give you a return, if you invest in a computer and by using the computer you can speed up technological transfers and the development of intellectual property, and as a result you can earn money, then the computer is a very good investment. It gives you a return on your investment greatly in excess of the cost and depreciation.



Dan


Explain the difference between these concepts: wealth, financial freedom, and income. How are they all related? Can one have a high income but low wealth? Is everyone who is financially independent also very wealthy?


Brian


It’s a great question. The joke is that most high-income people are two months away from homelessness because of Parkinson’s law. Parkinson’s law says that expenses rise to meet income. No matter how much you earn, you spend the same amount and more. The average American lives on about 110% of their income, and the rest of it is on credit cards, loans, financing of their homes, and so on. They are stretching it. They don’t have cash.


The average American, when they retire, has a net worth today of about $41,000, plus Social Security—after forty to forty-five years of living and working in the most affluent economy in the history of man. And why is that? It’s because they consider high income to be the equivalent of wealth. There is only one kind of wealth that really matters. I learned this from an immigrant who came over here and became extremely wealthy. He said the only income that matters is money that comes from your money. It’s money that is thrown off because of your investments.


He said that income is not wealth. Income is merely supporting your lifestyle. The only thing that is wealth is cash flow from other sources. Just remember that: wealth is cash flow from other sources. The wealthiest people that I know always talk about cash flow from other sources. When they analyze an investment—and they’ll often take six months to analyze an investment—the question is, will the cash flow from this investment be substantially in excess of the cost of the investment and the cost of the money? Also, will it be in excess of any other alternative use of the money, any alternative investment?


You’ll find that the smartest of all people are very, very careful about investing in order to make sure that the return will be greater than the cost of the investment.


Dan


In your opinion, how high a priority should money be in one’s life?


Brian


If you ask entrepreneurs, successful or struggling, what money means to them, it always comes back to one word: freedom. Freedom is the reason for being financially successful. Money means that I am free. I used to joke that that meant when you go to a restaurant, you can order without looking at the right-hand column to see how much it costs.


People love freedom. It is one of the most important, if not the most important, of all values. Nobody ever feels that they have too much freedom. Many people think that others have too much freedom and that laws should be made against them. Successful people should be taxed and regulated and punished. But the people who say that feel that they themselves should have all the freedom they want.


Author Barbara De Angelis has this wonderful question: “When will you know that you have enough money, and what will you do then?” Money represents freedom, so we look at how much money you will need to feel completely free. One thing I put people through in my business coaching programs is the determination of their number. What is your number? What is the amount that you need to reach in assets and cash flow, monthly and annually, so that you can stop?


Self-made millionaires spend a good deal of time thinking about the answer to this question: how much will I need in order to be able to support the lifestyle I desire, and what will I do then? Then they focus on that, and they sacrifice a lot in the short term in order to finally accumulate that amount of net worth, yielding that amount of income, so that they are free, their family is free, their children are free.


They’re not going to stop working, but that’s the crossover point. At that point they can get involved in philanthropy and in other activities and cut back. But for the first part of your life, you must put your whole heart into becoming financially free, and you must do it when you have the highest amount of energy, drive, ambition, and opportunity.


Dan


Who are some of the role models and mentors who taught you the most about money? Give a short description of each and the key lesson that each of them taught you about money.



Brian


I have studied books and articles and interviews by and about thousands of successful people over the years—millionaires, billionaires, multibillionaires, going back into history, some of the wealthiest people in history. There were many who started with nothing.


The wealthiest man in history was actually a German banker. His name was Jacob Fugger. He was considered to be the richest man of his age, the richest man in Renaissance Europe. He started off with very little, and then he traded. He was a very good trader, very good lender of money, a very good user of money, a very good supporter of trading ventures, and so on. His whole philosophy was frugality, care, caution, precision, sternness, strictness with regard to money. He became the richest man in Europe.


The Rothschilds started off as a small family and became the richest banking family in Europe and then one of the richest families in the Americas. I’ve studied these people for years and years and years.


Sometimes you can read an entire book, say on the Rockefellers, and get one idea, one critical idea. John D. Rockefeller became the richest man in the world. One of his ideas was frugality—frugality, saving, and lowering the price of his commodity, which was oil and gas, to the consumer. They called him a robber baron. Yes, he was a robber baron. He put his competitors out of business. He virtually controlled the entire North American oil and gas market.


They brought in the trust busters, and they broke up his company. But what was his great sin? His great sin was that he continually used economies of scale to lower the cost of gas and oil to fuel cars and lights and everything else, so that nobody could offer the product cheaper than he could. Everything he did was to benefit customers, and his competitors considered this to be a terrible thing. So his enemies got together and paid off the government to make laws to break his company up.


They broke up Rockefeller’s company into five major oil companies, called “the five sisters.” Those companies became the five biggest oil companies in the world, and their competitors still couldn’t compete with them, because they kept lowering prices.


These are little things that you pick up. If you want to be successful in business, you have to satisfy your customers with what they want, faster and easier and at lower prices, than anybody else, and you have to continue doing that. That’s one of the great financial lessons of all, which we’ll talk about in depth later.


Dan


Brian, what is the biggest misconception that most people have about money, and how can they correct it?


Brian


Harvard University concluded that the number one quality of financially successful people is longtime perspective. Today we have an economy where people are impatient for immediate gratification. It’s just killing people’s hopes and dreams. Longtime perspective means that you make decisions in the short term that will have great rewards in the long term, which means that you work hard and you save your money and you invest it carefully. You let it accumulate with the miracle of compounding, which we’ll come back to.


Today, 65% of American adults think that the only way they will be able to retire financially independent is if they win the lottery. Most people think that financial success is a crap game, and so they see a Mark Zuckerberg, who becomes a billionaire in his twenties. They don’t understand that he is one of millions of people who’ve tried to do this. But for Zuckerberg everything came together, the stars all aligned—the advent of the Internet, the advent of rapid data processing, the opening of social media. Everything came together for him at that one point in time.


Other people have made hundreds of millions and billions as well, but they are extraordinarily rare. Most people make their money by working hard, contributing value, saving their money, investing it carefully, and letting it accumulate over time.
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