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Foreword


In the ever-evolving landscape of finance and economics, we find ourselves navigating a terrain fraught with complexities and uncertainties. Money, once relegated to the hushed corners of conversation, now commands the spotlight as a central force shaping our lives, aspirations, and futures. The dawn of the entrepreneur (and intrapreneur), the digital age, and the rise of transformative technologies have conspired to place money at the epicentre of our existence. As the world shifts, we must equip ourselves with the knowledge and wisdom to comprehend and harness this powerful force.


Rich Forever: What They Didn’t Teach You about Money, Finance and Investments in School arrives as a beacon of light in the midst of this financial maze. Bianca Miller-Cole and Dr Byron Cole have masterfully crafted a compass to navigate the uncharted waters of wealth, presenting insights that would be invaluable to any journey.


As a staunch advocate for the equitable redistribution of wealth, the cultivation of legacy, and the nurturing of generational prosperity, I have dedicated my life to fostering a world where wealth serves not only the fortunate few but reaches the hands of all who seek to elevate their circumstances. I believe that true wealth transcends mere accumulation; it lies in our ability to enrich every facet of our lives and others – be it in health, love, relationships, philanthropy or financial stability – in this way we should all strive to be ‘Rich Forever’.


This book embraces a holistic approach to wealth, addressing not just financial acumen, but also the profound connections between personal well-being, relationships, and our financial path. It’s an acknowledgement that true wealth is not solely measured by numbers, but by the impact we create, the lives we touch, and the lasting legacy we leave behind.


In these pages, Bianca and Byron offer a blueprint for navigating the intricate landscape of money, finance, and investments. Their insights stem from both their personal triumphs and tribulations, serving as a testament to the fact that prosperity is within the grasp of every individual willing to seek knowledge and take action.


As you delve into the pages of Rich Forever, you will find a treasure trove of wisdom that can change the trajectory of your financial journey. Bianca and Byron have brilliantly woven together insights on money, investments, and finance with timeless principles that embrace the profound connection between wealth and holistic well-being. With practical advice on saving, investing, and making sound financial decisions, this book demystifies the once elusive world of finance. It empowers readers to make informed choices, transcending the cycle of financial uncertainty that plagues so many.


It is with great pleasure that I endorse this book, for it encapsulates the very essence of the ideals I have dedicated my life to. May this work serve as a guiding light, illuminating your path towards a future rich not only in monetary success but also in the intangible riches that truly define a life well-lived.


Kabir Mulchandani


Founder of FIVE Holdings


Billionaire Philanthropist




Introduction


Something unusual has happened over the past few years. Money is being widely and openly discussed.


Why is that surprising? Well, the truth is that money used to be a topic that a lot of people steered well clear of, perhaps considering it inappropriate, or simply too personal, to discuss with friends or even family.


Lately, however, there has been a sea change in attitudes, for both positive and negative reasons.


On the plus side, programmes such as Dragons’ Den – and its US equivalent, Shark Tank – have highlighted the work of entrepreneurs and investors. This has in turn created huge interest in entrepreneurship, leading increasing numbers of people to start their own businesses. And for those seeking inspiration, business success stories are a staple of newspapers, magazines and the internet.


There are also a great many investment-focused success stories. In recent years, we’ve heard a lot about the money that can be made from investing in cryptocurrencies or their closely related siblings, NFTs (non-fungible tokens). There is, of course, huge interest in longer-established options such as property or shares.


But if there’s interest in making money, there are also some very real concerns about maintaining a standard of living in a time of unprecedented economic turbulence.


A lot has changed in recent times. For many people, work has become more precarious, meaning that the concept of a job for life with a pension from an employer who looks after you is no longer a reality for most people. These days, you have to plan your finances and make your own financial arrangements. Financial security is no longer a given.


Then there is a growing sense that things are broken. The great financial crisis of the late 2000s raised the uncomfortable proposition that the world’s banking system was not as stable as everyone – including governments – had assumed.


More recently, the pandemic disrupted the world’s economy and the war in Ukraine has caused oil, gas and food prices to jump to levels that challenge the ability of many people to simply make ends meet. In many countries, there is a cost-of-living crisis. Having enough money is not a nice-to-have but a vital concern for increasing numbers of people.


As we write this book, there is the expectation that inflation – the rate that prices rise year-on-year – will continue to stay high and that a recession is imminent.


So now is a very good time to talk about money.




Everyone has questions


And almost everyone has questions. How can I manage my finances more effectively? How can I preserve what I’ve got? How can I make my money work harder for me?


We’ve heard a lot of these questions over the past year or so. Following the publication of our previous two books – Self Made and The Business Survival Kit – we built a community of people with a strong interest in making the most of their lives through following and executing their ambitions. Given the turbulence of the last few years, it isn’t surprising that many of the people we speak to are seeking to build a stable financial foundation for themselves against a backdrop of economic uncertainty.







Too much confusion


And what they find is that the world of money often seems to be confusing. There’s a lot of jargon, a lot of apparent complexity and many misconceptions. When you break it all down, money isn’t really that complicated, but financial education is very poor. Most schools don’t provide much help with financial management. Their students go out into the world ill-prepared. Sometimes they make mistakes which can have consequences for years to come.


And that’s partly why we’ve written this book. Drawing on our experience, our intention is to provide a roadmap for preserving and growing wealth through good money management and investment. To do that we have drawn on our own experiences and financial journeys. In addition, we’ll be tapping into the knowledge of some renowned financial experts.


But that’s just part of our ambition. We don’t simply aim to help you get by. We want to provide the information that will help you master money and make it work to serve your own ambitions. To put it simply, we want you to become as rich as you can possibly be and stay that way.


We are businesspeople and investors. So, in that respect, money is the product of what we do. We understand how it works.


But we weren’t always in business. Our financial stories began when we were children and extended into young adulthood. As we encountered the world, we had to learn about money.


So just for a moment, let’s take the time to tell you about our individual journeys and how they’ve shaped our approach to money.







Byron’s story
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So, at this point, the question I hear you ask is: ‘How do you guys know so much about money, finance and credit?’ Well, it’s something I’ve been keenly interested in from a very young age.


Why? Well, I grew up on one of Europe’s largest council estates (commonly referred to in the USA as projects or colloquially as ‘the hood’) where aspiration was low – people didn’t even know lack of aspiration was a problem; that was just where they lived. Everyone struggled to get by, and some people didn’t even make it. In this environment I saw things I wouldn’t wish on my worst enemy and yet I pursued my thirst for disposable income and that fuelled my early entrepreneurial hustles, which ranged from buying and selling CDs to buying and selling cars. I always wanted to know what I could do to make more money. I completed my school education having failed my GCSEs and had to start again at college, this time focusing on learning and entrepreneurship. I made a hobby of trawling through government websites and sourcing opportunities. Growing up in a single-parent family, with a sister as a quadruple amputee, I knew I wanted more for them and would strive to make a change for my family.


My keen interest in finance continued into the workplace. As a young man, I worked at a sportswear retail brand known as First Sport. The company offered a proprietary card – essentially providing credit to customers – but quite a few applicants were turned down. I became interested in why some people were refused.


Moving on from there, I worked at British mobile phone retailer Phones4U as a sales assistant. Customers were required to have good credit in order for them to get a mobile phone. This created a bit of a challenge for me. I was on commission, so it was in my personal interest to get sales over the line. It did me no good at all if a customer came in with the intention of buying a new phone, only to be refused because his or her credit wasn’t good enough. I wanted to understand why some customers would get offered a few phones and some none.


Actually, I went further than that. I started working with clients to try and help them resolve their creditworthiness issues because sometimes it was just something very simple and silly on their file.


I was 18 years of age. I didn’t get paid any extra for working outside of the remit of my normal job but I was hungry for the sales, so I made sure I understood credit inside out and outside in. I did the research, and when customers were turned down, I invited them to bring in their credit reports. We went through the reports and worked out ways and means to build a better score.


At university I began to research the property market. To be honest, I was obsessed with a UK TV show called Homes under the Hammer and I don’t really know why. It was all about buying properties at auction either to resell them or rent them out to tenants. I began to go to auction houses – really, I had no business being there – and after a while, the professionals got to know me. They would take me out to sites and show me how properties were bought, sold and renovated.


The turning point came when I was offered an opportunity to sell some of the properties I was looking at. There were no buyers in my personal network so I went to upmarket hotels and I spoke to anyone who would listen to me. I became very good at selling in this way, and by the age of 21 I had earned enough money to buy my own property. I was a landlord.


That led to me investing in an estate agency, and my knowledge of finance extended from credit and property to running a business. Today, I am a successful businessman, I have a portfolio of properties and an extensive investment portfolio, I bank with Coutts & Co. (the bank the Royal Family uses) and have a triple 999 credit score, which happens to be the top rating on credit agency Experian (we will share how to achieve this later). I believe that, while I was born poor, I will die rich.


And that’s an important point. If you are born poor, that’s not your fault. But you needn’t be poor when you are older. You have resources, information and opportunities around you. If you don’t take advantage of them, then that’s something you have to take responsibility for.


It isn’t always easy. When I went through my journey, I had nobody to hold my hand or show me the ropes. It doesn’t have to be that way; we want to share everything we have learned to help you to understand personal finance. Because money matters and we should all be aiming to be rich forever.


Everything that we talk about today in this book I’ve experienced or worked with clients very closely to help them achieve. And I want to help you succeed. I would like everyone to have ‘Byron problems’. Which car do I drive today – the Rolls-Royce or the Bentley? The frustration of being out in a car that doesn’t have a massage seat. Having to cope when a housekeeper is on holiday. These are all the ‘problems’ associated with doing well and we want ‘Byron problems’ for all of our readers.




Byron problems


Let’s try a thought experiment. Take out a piece of paper and write down your name followed by the word ‘problems’.


Now write down a list of problems that you would really like to have this year. No, this isn’t an opportunity to reflect on life’s difficulties. Instead focus on the small ‘problems’ and frustrations that that stem from being successful.










Bianca’s story
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I grew up in an entrepreneurial environment. My dad had a number of businesses, from property to luxury kitchens. My mum was a freelance make-up artist in television and media.


Neither worked nine to five. They would work long hours. And as all entrepreneurs have experienced, they had great months and bad months, and they always worked very hard, sometimes just to make ends meet.


I have also always had a keen interest in money. You can track that right back to my first entrepreneurial pursuit at the age of four. I set up an art store in my bedroom – trading pieces of ‘art’ (I was no Picasso) for money. My parents would buy the pieces, so my piggy bank was full. Later – at the much more advanced age of 12 – I set up a dance agency. A local primary school needed something to occupy their students after hours. I got a couple of my friends to give dance lessons. I would invoice the school, pay my friends and take a mark-up. Profit was very important.


At 17, I started an events production company for under-18s. We managed to do about three events, before my parents told me, ‘Stop trying to make money and concentrate on your education.’ They had invested in me by giving me a private education in the hope that there would be a constant evolution and generational improvements. Their investment was not lost on me.


I did all of this while having a retail job in a sports store on a Saturday and pocket money provided by my family. So, as you can see, I was always keen on money! My parents and grandparents used to laugh about giving me cash on birthdays. It went straight into my savings; I was not in the habit of spending my own money unless I really needed to. Because I had saved, I was able to buy a car and pay for all the running and maintenance costs including the ridiculous insurance premiums paid by young drivers.


Fast-forward to my university days. I applied for a ‘maintenance loan’, and I put the funds into a National Savings and Individual Savings Accounts (ISAs) and bonds. Meanwhile, I worked on the weekends to pay for my ‘maintenance’ costs, I took a loan for my tuition fees, and I was privileged to have my parents pay for my accommodation. My money management resulted in my keen interest in my credit score during my student years, which meant that, when I applied for my first credit card with an excellent credit score, I was offered a platinum card with a significant limit. From that point, I was hooked. I wanted to know exactly how I could increase and maintain that score.


When I secured a corporate job, my expenditure changed but my obsession with saving and sourcing financial tips to improve my opportunities did not.


I was still scouring the internet for tips and tricks, many of which were trial and error, but I was gaining knowledge. That enabled me to become a trusted adviser for friends and family alike, many of whom were not as financially savvy. My savings enabled me to purchase my first property at 23 (with Byron), and I have not looked back since.


Today, I am still a saver, but there is a difference. I am not only a saver but also an investor and a money maker. All three sit comfortably together. I want to make money but I also want it to work for me.


But here’s what is important. Saving, investment, wealth creation – all these things can help you build a better life for yourself (and your loved ones), but you need to know how the system works.


For instance, if asked, most people can think of a hundred ways to spend their money, but could they deliver a list as lengthy for saving it and making it work for them? And I’m not saying that as an implied criticism. Sometimes people simply don’t know what to do.


Should it be so hard to get the information that we all need? Indeed, information that we should really have been told at a young age, before we make mistakes that become inscribed in our credit history and affect our ability to manage money well. I don’t think so.


And again, this speaks to the purpose of this book. It isn’t just for those who have made mistakes. It is for those who are nervous about what to do with their money. To this day, I am still very cautious with my money. Unlike Byron, I continue to be fairly risk-averse and require extensive research to make a decision. In that respect, this book is for you but it is also for me.


We conceived, researched and planned Rich Forever together and collaboratively but divided up the writing of individual chapters according to our expertise, experience and interests. You can identify the author by the sketch beside the chapter heading or section.







What does it mean to be rich?


So let’s return to the theme of our book. We want you to be rich forever, but what does that mean? To some extent wealth is relative.


But here’s a definition. We think there are three levels to wealth – layers that you move through:




	
Financial stability: This level of wealth is characterized by having enough money to cover basic living expenses, such as housing, food and transportation, without worrying about living pay check to pay check. Financial stability allows individuals to save for emergencies and plan for the future


	
Financial security: Financial security is a higher level of wealth, characterized by having enough money to cover all living expenses comfortably, including discretionary spending and investments. Financial security allows individuals to feel confident in their financial future and pursue their goals and dreams.


	
Financial independence: Financial independence is the highest level of wealth, characterized by having enough money to cover all living expenses and achieve financial goals without relying on earned income. Financial independence allows individuals to have more control over their time and pursue their passions, hobbies and interests without worrying about money.





But there are also different ways to be rich:




	rich financially (asset rich or cash rich)


	rich in love


	rich in time


	rich in health


	rich in opportunity.





This book will take you on a journey to work on your financial riches and wealth planning, which in turn will impact many of the other aspects of building a rich life.







What you will learn in this book


In this book, we’ll tell you:




	how money works


	how to identify and take advantage of investment opportunities


	how to maintain a good credit rating – an essential in the modern world


	how to set goals


	how to plan your finances, not just for you but to leave a legacy for your family.





Through our eyes and those of experts, we’ll take you on a comprehensive journey and help you understand how to make your money work as hard for you as you have worked to earn it.


And, ultimately, this book may help you on your way towards financial freedom. A situation where you no longer have to work day-to-day and earn a salary in order to afford the lifestyle you want.


This book is for you if:




	You are in a financial pickle and want to understand clear frameworks that can help you get out.


	You feel the education system and your family did not prepare you for the trappings of adulthood.


	You recognize you are living for instant gratification but want to be more future focused.


	You didn’t come from a wealthy family but would like a wealthy family to come from you.


	You want to focus on your long-term wealth.


	You want to provide wealth not just for yourself but for future generations.





Throughout your journey with this book, we would love to hear from you: if it alters your mindset, post and tag us; if it alters your financial status, post and tag us; if it changes your legacy, post and tag us; even if it just improves your credit score, post and tag us.


@mrbselfmade (Instagram and TikTok) – Dr Byron Cole on LinkedIn


@biancamillerofficial (Instagram and TikTok) – Bianca Miller-Cole on LinkedIn


Finance can be an emotional rollercoaster, so buckle up and let’s ride this out together. Remember, riches come in many forms – rich in health, rich in knowledge, rich in loved ones, rich financially.


The journey of legacy doesn’t stop until we are rich forever.
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CHAPTER ONE


Why Money Matters


As once stated by renowned rapper and entrepreneur Shawn Carter (aka Jay-Z) ‘Financial freedom is my only hope, f*ck living rich and dying broke’ (‘The Story of O.J.’). People are often heard quoting ‘Its only money’, ‘money doesn’t matter’, ‘money doesn’t buy you happiness’. I hear variations on this theme expressed all the time and maybe that’s not surprising. We live in a culture in which – some people at least – are quick to distance themselves from the idea that money plays an important part in their lives. The logic goes something like this: money is ever-present – no one denies that – but it’s not something that should dominate your thinking; there are other more important things to focus on.


But here’s what Byron and I believe. Money does matter, not necessarily for what it is – coins, banknotes or numbers on a bank statement – but for what it gives us. Whether your priority is family, travel, making music, living in a country cottage, owning a sports car, devoting your life to charitable giving, or a combination of all of the above, you will need money in order to fulfil your ambitions. It is, purely and simply, a fact of life. More than that, it’s central to just about everything we choose to do. Saying money doesn’t matter is a bit like saying water isn’t really important.


Or to put it another way: no one wants money for its own sake. We want money because it enables us to live rich and satisfying lives. It is there to support our happiness. Money is something to celebrate.


Of course, it doesn’t always work out like that. This book is being written at a time when prices are rising in the shops, energy costs are skyrocketing, central bank interest rates are on the increase around the world, and some banks are failing. Many people are struggling to buy essentials and repay debts. In this context, money can seem less like an enabler and more like a ball and chain.


That’s why phrases such as ‘Money doesn’t matter’ can be so damaging. Yes, the underlying sentiment may be sound. Money is a means to an end, not a purpose in itself. But unless you understand how money works in your own life and in the wider economy, it is easy to find that your personal finances are slipping out of control. Your money is not being used to its maximum potential.


And today, it’s not just those who have always struggled to make ends meet who are feeling the pain. In today’s climate, many people who have previously considered themselves to be financially comfortable may be finding it difficult to cope with rising prices and a wider sense of economic uncertainty.


Circumstances change. Rampant inflation can reduce the value of your salary If you’re a homeowner, and a sudden rise in interest rates can reduce your disposable income within days or weeks of a central bank’s announcement. Even if you save, the money you keep in the bank can lose value, simply because the returns don’t keep pace with inflation. Investments in shares can go south. You can lose your job and find yourself with no means of support. And without some kind of financial cushion, unemployment can be disastrous.


Against this background, all of us need to be resilient. So, it isn’t wrong or shallow to spend a certain amount of time thinking about your finances and how you can perhaps earn a higher income, save more, or invest in a way that provides the best possible returns.


In fact, there has never been a better time to take control and improve your financial situation.


This does not amount to an unhealthy obsession with money to the exclusion of all else. Quite the opposite. By making the most of the money you earn, you free yourself to live the life you aspire to – whatever that may be. And it’s important to remember that anyone – regardless of income – can improve their financial circumstances.




On the money – a personal journey


An interest in money isn’t something that is dry or impersonal. It can be a way of unlocking opportunities and understanding the world. As Byron likes to put it: ‘Money really does make the world go round. My interest in money led me to a lifelong quest. I’ve always wanted to understand money. How does it work and what can it do for me and my loved ones? That’s been something I’ve been exploring from my earliest days of working in a mobile phone shop and starting businesses. That ambition to understand money has been a hugely important part of my life. That understanding starts with the fundamentals: what is money?’







What is this thing called money?


But first, let’s take a look at the basics. It’s worth remembering that money was invented to improve how societies function while also making it easier for individuals to trade with each other. That’s one of the reasons it’s so important in our lives.


Until about 5,000 years ago, the only form of currency was barter. If you wanted to buy, say, clothing, you would offer something in return – a number of animals, perhaps, or pottery.


There was quite a big problem with this. Let’s assume for a moment that you have a field full of sheep but you need clothes for your family because the winter is approaching. That clothing can be bought locally from a trader but unfortunately the supplier in question already has far too many sheep. More than he knows what to do with. In fact, you have nothing to offer that the trader wants. As a result, you might have to look elsewhere. At the very least, the trader might give you less than you expected for the sheep you’re offering.


Money was created to address that situation. Coins and other forms of currency changed the game entirely. The coins you earned from selling your produce could be used to buy from others. There was no need to match demand and supply. You might have to negotiate on a price, but the trader who might have rejected the goods you sought to barter would be more than happy to accept your coins. It was the beginning of a recognizable economic model. The modern world had begun.


The invention of a kind of currency is usually credited to the Mesopotamians, inventors of the shekel. Initially, shekels were not coins but units of weight that could be used in transactions. We had to wait for another 4,000 years or so before the first metal coins began to appear, first in China around 1,000 BCE and then 300 years later in the Near East, where the introduction of coinage is usually attributed to King Croesus of Lydia (died 546 BCE). Currency could also be found in Egypt and what is now Turkey in around the same period.


The early experiments with money still echo in the human imagination. Even today, shekel is – in addition to being Israel’s currency – a slang term for cash, and the expression ‘as rich as Croesus’ – aka ‘filthy rich’ – is still in circulation.


Then came paper money, and once again China was ahead of the game. It was introduced there in about 700 BCE. For its part, Europe didn’t enjoy the privilege of using lightweight paper notes until the 17th century, with Sweden taking the lead. In the UK and USA, the first banknotes were issued in 1833 and 1861, respectively.







The banking system


Each tentative step in the development of money had a profound impact on human society. The arrival of metal coins allowed the rulers of the ancient world to pay their armies, and employers could reward workers.


Trade also became a lot easier. If, for example, a merchant wanted to travel to buy goods, it was no longer strictly necessary to take along items of a commensurate value to offer in return. For their part, sellers could store and save their coins. They could become very rich if they had goods that others wanted to buy and were skilled at negotiation. Wealth could be measured in coins and not just in land or cattle. All of this drove civilization forward. Money paid not just for big houses and palaces, but also art, music and land in cities.


The widespread adoption of paper money made it easier to trade over long distances because it was lightweight.


Money also fuelled the development of banking, which dates back to the Romans but became big business in Europe and North America during the 19th century. As individuals got richer, they needed safe places to store their coins and banknotes. Banks not only provided a secure repository, but also built services on top of their core function. With large sums stored in their vaults, they could use some of their deposits to lend to borrowers. Assuming, depositors didn’t all seek to withdraw their money at the same time, this was a safe way for banks to generate revenue through interest payments. The key to the expansion of lending was a system known as fractional reserve banking. Put simply, banks were required to keep a proportion of their deposits available as liquid (available) assets. The rest could be allocated as loans. A variation on the same system underpins the banking sector today.


Fast-forward to the present where money plays a role that the pioneers of China or Mesopotamia could not have dreamed of. The modern world of money began in 1871 when Western Union began to use the US telegraph to move cash around. In this way, money became an abstract thing, detached from coins and notes. Today, banks simply use digital networks to debit or credit accounts with no redress to physical money.


Consequently, notes and coins have largely been replaced by electronic money and digital transfers. We don’t quite live in a cashless society – not yet – but the day when physical currency becomes obsolete may not be far off.


Very few of us are paid in hard cash. The money we use has no physical existence until such time as a cardholder goes to a cashpoint. Increasingly, however, even small transactions are carried out using debit or credit cards or mobile payment systems such as Apple Pay. You buy a beer and it’s charged either as a debit on your account or as a debt. In addition, store cards and point-of-sale lending systems such as Klarna also provide access to credit lines, providing new ways to spend.


The new connected world of money means that most of us have access to instant credit (either through credit cards or agreed overdrafts). This is hugely convenient while exposing us to significant risk if we don’t use the bank’s services wisely.


All this is possible because money is an incredibly flexible concept. Whether you’re talking about copper coins, notes or ones and zeros in a computerized banking system, money does not have any intrinsic value. Instead, a value is assigned to the dollar, pound, euro or yen in your pocket or bank account, and there is a social consensus (nationally and internationally) around what each unit of currency will buy regardless of the format.







Why money has value


But what gives money its value? In barter economies, any item traded – a pot, a necklace, an animal – has a physical utility and is, therefore, worth something. The same is not true of, say, a banknote. It is simply a piece of paper, or latterly some kind of polymer. So why can you go into a Starbucks and buy something tangible with it?


In the case of early coins made of gold and silver, there was, in fact, some kind of intrinsic value. People valued precious metals and that meant the coins themselves were worth something.


Fast-forward two millennia to the years after World War II and you could see an echo of this in the way some countries propped up their currencies. For instance, in the USA, the value of the dollar was underpinned (or fixed) by an agreed amount of gold. So, in theory at least, if you handed $35 to the US Government, the Treasury would be obliged to give you an ounce of gold in return. This was essentially an agreement between governments, rather than individuals. It was the way nation states and their central banks established the value of their own currencies in relation to others.


Today, the value of a given currency is fixed by something less tangible. At its simplest, the money in your pocket or bank account is worth something because the government tells us it is and we all agree. When you buy your double-shot latte from Starbucks, both purchaser and seller accept that the three or four pounds or dollars crossing the counter are equivalent to the cup of coffee that moves in the other direction.


It’s not just about consensus, however. The value of money is maintained by controlling the amount of it that is circulating at any one time.







Cryptocurrencies


Cryptocurrencies illustrate the relationship between the value of money and the amount available. Put simply, cryptocurrencies are newly created digital currencies that exist independently of governments, central banks and the established financial system.


The best known of these is bitcoin, an electronic, virtual coin that was essentially created out of thin air by Satoshi Nakamoto (a pseudonym). There are many others. According to the ‘cryptocurrency comparison website’ BitStacker, there were more than 20,000 individual currencies in existence at the close of 2022.


On the face of it, cryptocurrencies perform much the same kind of function as conventional money. You can buy and pay for things with cryptocurrencies and, because the value of individual coins goes up and down, you can also invest in them.


Unlike the money that gets transferred from bank to bank when you make a purchase on your debit card, cryptocurrencies are not underpinned by government policy and nor do they depend on the traditional financial infrastructure. A bitcoin transaction doesn’t go through a bank or payment system. Instead, all transactions are logged on vast and decentralized electronic ledgers spread across multiple computer networks using a technology known as blockchain.


The key to the value of cryptocurrencies is supply and demand. Supply is limited by the creators, and as demand rises the value of each coin (unit of currency) rises. And, like traditional currencies, forces in the market can push the value of certain cryptocurrencies to stratospheric heights. Equally, the currency can crash, leaving those holding it ruined or, at the very least, nursing a very painful financial hangover. However, consensus also plays a part. Cryptocurrencies have a value because there are enough people in the world who are willing to buy into the concept.


We will focus on cryptocurrencies later, in Chapter 9, and share how we really feel about crypto!


Even a very quick recap of the line of history that runs from barter to bitcoin illustrates that money can take many forms. Equally, it provides us with an ever-increasing array of opportunities. The money we earn can be put in a bank where it will earn interest. It can be spent on consumer goods, holidays or long-term assets such as property. Equally, it can be actively invested in shares, bonds, art, antiques or wine. When these assets can rise in value, they can be sold at a profit. Your wealth can grow depending on how you spend or invest. If you’re lucky, it can provide you with an income that doesn’t require any additional work on your part.







The problem with money


So, yes, money makes life easier, but not always. We live within a hugely complex financial system, and there are times when the forces that move the value of currencies seem out of control.


The value of our money can rise and fall, even when it’s doing nothing more exciting than sitting in a bank.


That much became painfully obvious in the wake of the COVID-19 pandemic and the escalation of the Russian invasion of Ukraine beginning in 2022 when the world’s economy seemed to go into a tailspin. Oil and gas prices rose, pushing up inflation to levels of 10, 15 or even 20 per cent, depending on where you happened to live.


Higher inflation meant that the pound, euro and dollar bought fewer items, so essentially money became less valuable very quickly. If you had £10,000 deposited in a bank account, it was still ostensibly £10,000. But in terms of the goods or services that money could buy, it was perhaps worth only £9,000. According to Sky News, the cost of milk, cheese and eggs – things perceived to be basics – have risen at the fastest pace in 45 years. For example, in the UK supermarket Morrisons the cost of a block of Cheddar cheese increased by 50 per cent from £1.50 in December 2022 to £2.25 in February 2023.


This is something that affects everyone, particularly the less well off. The depreciation of money is something that everyone should be aware of.


Meanwhile, the world – or a very large part of it – entered a period of very low growth, with some countries seeing their economies slip into recession. There were multiple reasons. In the aftermath of COVID, the ‘supply chains’ that carry raw materials, components and products around the world weren’t running at full capacity. This affected businesses, which couldn’t always buy the things they needed in order to trade. Inflation began to rise because shortages pushed up prices. This process was exacerbated by the war in Ukraine. Oil, gas and food prices soared as supplies faltered.


Wages struggled to keep up with prices and that was a double whammy. Just as money in the bank was worth less so were monthly salaries. Doubtless, a great many people came to the conclusion that the financial system was somehow broken – that all the certainties were slipping away.







Taking control and cutting through the jargon


It’s easy to feel that way, not least because discussions about the world of money are couched in so much mysterious jargon. Central banks raise their ‘base rates’ to control inflation. Why do they do that? They also engage in the obscure practice known as quantitative easing.


And that’s when we begin to drown in the jargon. Bryon and I both studied economics at university, so we were pretty much on top of the vocabulary of money. But ‘quantitative easing’ – that was something we hated studying.


And yet we all hear on the news that quantitative easing is used to stimulate growth. How does that work exactly? And why do falling bond prices put pressure on mortgages. Why are we paying more to borrow while prices rise in the shops? Joining up dots is difficult, especially for those with no grounding in the way money works.


And yet, in order to manage your own finances, you need to understand a bit about the wider economy and how it functions.







When inflation becomes a problem


Let’s start with inflation. As I write, it’s 2023, and the last time I checked, inflation was running above 10 per cent in the UK. With a bit of variation, it’s a similar story across Europe and North America.


When we use the term ‘inflation’, we are really talking about what consumers pay for the things they buy. Inflation is measured by tracking prices within a ‘basket’ of goods and services. The imaginary basket will contain common food items, electronic goods, clothes, energy and a host of other things. Price increases (or falls) are measured against a year earlier and averaged out. That average is known as the inflation rate.


A certain amount of inflation is generally not considered a bad thing. Quite the opposite. Economists will tell you that, in normal times, an inflation rate of 2.00–2.5 per cent is, generally speaking, beneficial. For one thing, moderate price rises are an indicator that the economy is performing well. If inflation is too low, say at zero or in negative territory, it usually means the economy is experiencing problems. Static or falling prices point to low demand for goods or services. That makes it hard for companies to sustain existing prices and pay their employees.


Moderate inflation, on the other hand, is helpful to those of us who are making payments on mortgages or long-term debts. Let’s say you buy a house with a mortgage of £2,000 a month. If inflation is running at 2.5 per cent a year, the chances are that salaries will also rise by that amount or more. Thus in ten years’ time – assuming the monthly repayments are similar – the mortgage will siphon off a smaller proportion of your salary, giving you a higher level of disposable income.


It’s also argued that inflation running at about 2.0 per cent stimulates consumption. Consumers buy now because the cost will be more expensive in the future. This is helpful to businesses.


All that flips on its head when inflation rises to 5, 10, 12 or 20 per cent and becomes unpredictable. Over the longer term, rising inflation will result in an even bigger reduction of debt in proportion to income. But in the short or medium term, if wages don’t keep up, rapidly rising prices reduce the unit value of money and many people will struggle to buy groceries, pay bills and heat their homes. They might not get a chance to see their mortgage debt eaten away over ten years, if it’s impossible to make the payments in the here and now.


Added to that is the fact that central banks tend to respond to inflation by pushing up interest rates, often very rapidly. Mortgages become more expensive to pay off, as do credit card bills and other forms of debt. Assuming inflation subsides, this is a short-term problem but it is no less real for that.


All these factors illustrate why, at time of writing, many people are struggling. There are just too many pressures on household budgets.







So what makes inflation happen?


Inflation is triggered by a number of factors often working in tandem with each other. Supply and demand play a big role. If demand for products within an economy outstrips the ability of the same economy to deliver goods and services, prices rise.


Demand can be fuelled by the amount of money in circulation. For instance, if credit is widely available and cheap, that increases the ability of consumers to buy goods. Effectively there is more money around, albeit borrowed. The result can be a consumer boom. This, in turn, fuels consumer price inflation as retailers push up prices to take advantage of the spending bonanza.


But prices also rise because business costs go up. For instance, massive increases in oil and gas prices due to the war in Ukraine have not only increased the cost of petrol and home heating but also made it more expensive for businesses to operate. If you run a restaurant or a bakery – or indeed any energy-hungry company – a big jump in electricity or gas prices can mean the difference between being profitable and going bust. This in turn means we pay more to go to restaurants or buy bread.


And naturally enough, when living costs spiral upward, employees tend to ask for higher wage settlements to maintain living standards. Again, this creates inflationary pressure, unless the improved pay is matched by higher productivity. A lack of balance between supply and demand in the labour market is also a factor. If there are not enough workers to fill available vacancies, it becomes a seller’s market for job candidates. They ask for – and often get – higher salaries. In the post-pandemic period, many workers quit their jobs to take early retirement, a trend dubbed the ‘Great Resignation’. Employers struggled to find skilled staff and had to pay more to bring them on board.


What central banks really fear is an inflation psychology. Once people become accustomed to high inflation and expect it to continue, they make financial decisions accordingly – for instance, asking for big pay increases. This embeds inflation into a semi-permanent national mindset, making it more difficult to rein in.
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