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About the Book


Are you already a millionaire? If not, keep reading. If you are, keep reading. The Money Ladder applies to everyone, whether you’re looking for ways to make more money, or you’re trying to grow and protect what you’ve already made.


Franklin Asante understands money. As a private banker, he has helped many clients to manage their finances and achieve their short- and long-term goals. Now, in The Money Ladder, Franklin shares his experience and knowledge through a practical 3-step plan to help you to first of all understand money and then to grow it for the future.


Step one: wealth generation


Step two: wealth accumulation


Step three: wealth preservation


We are born with many human instincts, but managing money is not one of them. Through explaining the basics, Franklin gives you the tools you need in order to make informed financial choices about what to do with your money for the best return on your investments and to achieve lasting results. He also offers advice on saving, investing and borrowing, along with tips on how to prepare your cashflow, fill in a balance sheet and understand what assets are available to you.


This book will help you to achieve your financial goals, by laying out the foundations you need to build the future you want. If you start on the bottom rung and learn the basics of money, you will find it much easier to climb the ladder to future financial freedom.









In loving memory of my grandma, Hannah Mensah,


whom I told that one day I would tell my story.









Prologue


The year 2008 will always be a memorable one in world history. For some people, it was a traumatic moment that will forever live in their memories. For others, it was an opportunity to reset and take advantage of the opportunities that lay in wait. This was the year of the global financial crises, where banks and financial institutions needed to be bailed out by governments around the world. This also happens to be the same year that I started my career in private banking. Call it a baptism of fire or a huge leap of faith, but I was guided by the belief that I could somehow contribute to rebuilding our broken economy.


Picture yourself walking into a house on fire, with the walls crumbling around you. But you’ve turned up in your best outfit, wearing a smile that can be seen through the billowing smoke. Well, that was me in 2008, except the house burning down was the financial industry, and the smile was my unwavering optimism. As for the smoke, well, that was the news bulletins constantly reminding me that millions of people around the world were in financial ruin, thanks to the greedy bankers. Yet there I was, becoming one of them, about to take a front-row seat in this global devastation. The image of a deer caught in headlights might spring to mind.


Most people will agree that money is an emotive subject, but when mixed with fear and uncertainty, you get the perfect storm. My early days in banking were consumed by conversations with people worried about losing everything they’d worked their entire lives for. Why was this happening to them? Why had bankers been so careless? Was their money safer under a pillow than with banks? These were some of the questions I fielded on a daily basis, and through the anger and confusion, I could sense that what people wanted most, more than a rational response, was comfort. And that is what I’d like to offer you in this book.


The post-mortem into how the financial markets ended up on their knees would take years, but the need for bankers to rebuild trust with people had to start immediately, and I was on the front line of that effort, searching to find the words of reassurance that would stop clients from walking into the bank with a wheelbarrow to collect their life savings. You’d be surprised how many people still thought that banks were a bigger version of Scrooge McDuck’s swimming pool of money and gold. In fact, during my fifteen years in banking, I have handled less physical cash than primary school kids selling cookies to fund a school trip. These days, the money in banks mostly consists of numbers on a screen, but that’s a conversation for another time. The financial crisis in 2008 redefined our attitude to risk. It pitted the public against the institutions, which evaporated trust and kicked off the great defence. The public could no longer trust banks, so people felt the need to take matters into their own hands and defend whatever they had left.


A lot of people have managed to reinvent themselves since that time, and throughout my career I’ve come across the mass affluent, people with high net worths, people with ultra-high net worths, and those in the ‘stupidly rich’ tax bracket. My conclusion so far is that the ideas of money and wealth mean something completely different to everyone.


As fate would have it, it wasn’t long before another financial crisis hit our shores. However, this time the attack was by an unlikely foe: Covid-19. The magnitude of the economic destruction caused by the pandemic was even greater than that we’d seen in 2008. As the world came to a standstill, global economies fell into sharp decline, forcing us back into a recession as governments introduced restrictions to limit the transmission of the virus. The economic impact of these measures led to the biggest fall in our countries’ productivity since 1948. If 2008 feels like a blur to you, then the crisis that followed Covid-19 was anything but. As the world crawled back on to its feet in 2022, we were forced down once again by the ramifications of Russia’s invasion of Ukraine. This conflict led to fuel shortages, and supply-chain disruptions caused by the rising cost of raw materials, energy and transport. History serves as a reminder that we are likely to experience some form of economic downturn every so often – and when we do, we always find a way to bounce back.


During my time in banking, the most disturbing truth I’ve come to realise is how society talks more about the end result of success than the process it takes to get there. So those who aspire to emulate their idols are often in the dark about what it really takes to make it. The issue is further compounded by the social-media age, as everyone can showcase success with such ease. Aside from causing FOMO, it gives the false impression that attaining financial success is easy. The truth is, nobody can put a filter on their bank balance. The challenge of becoming financially successful is often harder than it is portrayed to be, and the only people who truly know if you have the money you claim to have are you and your bank.


As human beings, we use something called heuristics, often described as mental shortcuts that help us to make decisions and judgements. Heuristics are extremely helpful for daily tasks such as completing your morning routine or choosing your favourite food from a menu. Over the years, I’ve noticed that people have started relying on heuristics when financial decisions are concerned. Due to the lack of trust after 2008, most people tend to look to relatable influences rather than bankers or finance professionals when making important decisions.


The reality is that while we can’t avoid using heuristics in our daily lives, we have to accept that, at times, we might make important decisions without having the complete information. This also means that some decisions being made are probabilistic, and we need to acknowledge that taking shortcuts could mean that we find the wrong solutions to our problems. And where this happens, we have no one to blame – not even that favourite YouTuber who gives us advice for free!


Since 2008, I’ve been helping people to achieve their short- and long-term financial goals, by understanding their needs and working with them to navigate their choices to find the best solutions. With this book, I want to help you to achieve your goals, by laying out the foundations you need to build the future you want.


As you go through the chapters, you’ll experience a unique insight into the untold stories of self-made millionaires from different walks of life, and discover how each one made their money. My aim is to help you to develop a growth mindset, but this isn’t a get-rich-quick guide or a book of shortcuts to success. I want to teach you sustainable methods that can be applied to your individual situation with lasting results.










Introduction



Are you already a millionaire? If not, keep reading. If you are, keep reading. What I’m about to tell you applies to everyone, whether you’re looking for ways to make more money, or you’re trying to grow and protect what you’ve already made. For most people, making seven figures is more than just a numeric achievement; it’s often seen as a social declaration that you’ve made something of yourself. While only a small number of people manage to turn this aspiration into reality, there are countless others in endless pursuit, trying to make it happen. If you’re seeking to accelerate your financial ambitions, then this is the book for you.


The pages you’re about to read will provide you with a new perspective about making informed financial choices, as well as practical steps that you can take on your journey to building a sustainable financial future. Whether you realise it or not, your life experiences have influenced the way you think and feel about money today. But what you don’t see is how common your experiences are. Your dreams, fears and ambitions are felt by so many others, but we just don’t talk about it enough. If your upbringing was anything like mine, money was rarely spoken about at home. We were inherently conditioned to build a defensive attitude towards it because of its scarcity. This means that when we eventually make our own money, our first emotion is fear and a lack of understanding about what to do with it. But money should never be feared; it simply needs to be understood. With this book, I’ll help you to build a better understanding of the three steps you need to follow to make and grow your money:


Step one: Wealth generation


The first step is about understanding the basic rules of money management – how to make the most of budgeting, saving, investing and borrowing. We’ll also look at the importance of diversifying your income, and we’ll explore the benefits of employment vs self-employment.


Step two: Wealth accumulation


The second step is about having a growth mindset, building passive income and accumulating assets that will appreciate in the future. We’ll look at the different types of assets and liabilities, as well as exploring how to make tax-efficient investments.


Step three: Wealth preservation


The third step is about protecting your money and preserving the wealth you create. We’ll look at planning for the future and how to make sure that the money you’ve worked hard for has the intended growth, and can be passed down to the next generation.


When you’re trained from an early age to be defensive, you don’t suddenly develop an attacking mindset as you get older. You remain defensive until circumstances require you to change. For most people, this comes about because they want to have a better lifestyle, buy a home or become financially secure and start investing. It’s during this transition of wanting more for yourself that most people adopt bad habits and make costly mistakes – and it’s not because of intentional sabotage. The desperate desire to improve one’s circumstances can lead to trouble, usually due to making uninformed choices.


So the irony is that the point at which you want to become better with your money is also the time when you’re most vulnerable. This is simply because you’re trying things you’ve never done before, whether that’s investing, exploring different types of credit cards or borrowing large sums of money. It can be a lonely feeling when you know that you need to take action, but you’re unsure where to start. This can often cause you to wonder if everyone else knows something that you don’t. Perhaps there was a special after-school class that covered this stuff, one that everyone else attended, but you didn’t.


If you’ve ever felt this way, then I’m here to reassure you that you’re not alone. They don’t teach this stuff at school. There are countless people with equal ambition and intent who lack the technical know-how to take the necessary steps. The Money Ladder will help you to make an honest assessment of where you are on your journey, and provide you with steps you need to grow a sustainable financial future.


I remember as a young boy, my grandma would give me money each morning before I would take a bath. This was a secret deal, and it was the only way I’d agree to get into the bath. I’m sure I wasn’t the only three-year-old who hated bath time, but in my case, I thought to monetise it. The problem, however, was that Grandma was also my savings account. So each morning, I would return the coin she gave me back to her for safekeeping. I now realise that in her wisdom, she was recycling the same coin every day, all while I thought I was getting filthy rich. It never dawned on me to check my balance; quite frankly, my ignorance was bliss. But this taught me a valuable lesson as I grew older. We often make the assumption that our money knows how to take care of itself. But it doesn’t. There is a stage at which it requires you to take constant care of it, until such time that it can take care of you – and when that comes, you will know. Until then, you have work to do.


Joining the millionaire club is something that most people will never achieve in their lifetime. Not because they’re not worth it, but because it usually takes a combination of skill, knowledge and some luck to propel you to such heights. And while most people will usually have some of these elements, it’s uncommon for all three to be present all the time. So I want to give you an advantage by providing you with knowledge that you can use as your foundation, meaning you can then go on and build the life you want.


On the way to building wealth, it’s often said that if you can break the £100,000 barrier, the multiplication becomes easier and accumulation has more of a compounding effect. There are several self-help books that talk about philosophy and the behavioural mindset it takes to become financially successful. I will refer to some of those teachings along the way, and I’ve also provided a list of my favourite ones on page 345. While these books are a good source of inspiration, they usually lack any detail about the steps you need to take to achieve a specific financial goal in the real world. Ideas are one thing, but turning mindset into actions is where I see most people fall down.


In this book, I will share with you some case studies that explore the actions of several self-made individuals. By self-made, I mean individuals who have managed to join that millionaire club. To protect their identities, names and some personal details have been changed. We’ll take a close look at their journeys and read about how each one followed the three steps I outlined earlier. Coming from different walks of life, we’ll hear the unique accounts of the decisions they took, mistakes they made, and the trials and tribulations that led to their success. During each case study, you will have the opportunity to reflect on your own story, and I’ll also give you some actions you can take to build and improve your current situation.


My hope is that by hearing these stories, you’ll gain an insight that will prepare you for the steps you’ll be required to take in order to achieve your goals.


Are you ready? Let’s begin . . .


Why do we need money?


Money doesn’t grow on trees! I’m sure it’s a statement you’ve heard many times before. This idiom is intended to warn people about the need to manage their money carefully because of its scarcity. While the intention is well-meaning, it can also induce fear and make people frightened about handling money altogether. You may also be familiar with the saying ‘The love of money is the root of all evil’, a startling statement that dates back to biblical times. It suggests that those who chase riches are susceptible to temptation and harmful desires that can lead to destruction. But if we strip it down to the basics, most people just want to make enough money to enjoy life on their own terms: to have the freedom of choosing where and how they spend their time. To achieve this, it’s important that we can objectively understand what money is and the purpose it serves in our lives.


Money can only be as powerful as the importance we place on it, but it’s essentially a resource that fulfils three main functions. The first and most important function is that it serves as a medium of exchange. This means that goods and services can be bought and sold without the need for a barter system. A barter system was a form of negotiation that people used thousands of years ago to exchange goods and services. Let’s say you wanted to buy a bag of rice, but only had a bar of soap to give in return. You would need to find someone with rice who thinks that a bar of soap is a fair trade. If that didn’t work, then you would need to keep negotiating until you reached a deal that both parties were happy with. As you can imagine, this could take some time, and there are no guarantees that you would get what you wanted at a fair price. Over the centuries, the items of exchange varied from animals to food and weapons, but this began to change with the introduction of money, with coins being traded for goods. Fast-forward to today, and money has become increasingly digital, especially with the introduction of cryptocurrencies. For most people, money is now just numbers on a screen that we look at periodically using our phones.


The second main function of money is that it serves as a store of value. This means that you retain the ability to use its buying power over time and into the future. Although money is an efficient store of value, the buying power can be affected by inflation, something we will cover on page 18. Money has a store of value because it can be kept in a bank or invested into other assets for growth. Nowadays, the methods of storing money are dependent on how quickly someone might need access to it. For example, those who want instant access will choose deposit-based cash accounts, stocks and shares, and perhaps cryptocurrencies. Those who have a bit more time might choose to store their money in things like property, gold or silver because they have a longer shelf-life.


The third function of money is that it’s a unit of account. This means it allows a numeric value to be placed on things. For example, when you go to work, you exchange your time and expertise for money. The hours you work have a direct numeric value, i.e. you earn X per hour. Your employer is indebted to you for the service you provide for the value agreed. As a unit of account, money is divisible and can be broken down into smaller units for eventualities where the cost of something is not whole. For example, you can use a £1 coin to buy an apple for 45p, and you’ll get back 55p in change. Money is also fungible, which means that each coin or note that has the same numerical value written on it is worth the same and will be treated equally.


I think it’s important for us to understand the basic utility of money, because we often talk about it with so much hyperbole that it’s easy to forget why we need it to begin with. If money is simply a tool of convenience, then the moral argument about how much someone needs or wants only complicates things.


It’s very difficult to generalise the motivation behind why someone wants more money than others. For most people, money enables them to achieve a personal goal. In this sense, the money itself is just a means to an end. What they really want is the opportunity it provides.


Building a money mindset


In 2006, Rhonda Byrne released her best-selling book The Secret,1 which is based on an earlier film with the same title. In the book, she talks about some of the things we’re controlled by, and how we can overcome challenges to build the life we want. Her method looks at using the Law of Attraction and manifestation, and she explores how having a positive mindset can attract positive things into our lives. She covers three main rules:




1. Ask: Clarify the things you want and write them down.


2. Believe: See the things you want as already belonging to you.


3. Receive: Develop feelings that correspond with the belief that what you’re chasing is already yours.





The practice of manifestation isn’t new. If you look back throughout history, there are many books and studies exploring the idea and its benefits. It’s an age-old phenomenon that is considered to be one of the most effective ways of turning your hopes and dreams into reality. Back in 1937, before the days of social media, there lived an influencer by the name of Napoleon Hill, an author who was considered to be one of the best when it comes to writing about success and personal achievements. In his book Think and Grow Rich,2 he shared the stories of several individuals who had amassed fortunes.


The book focuses on their financial achievements but, more importantly, it shares that the one key thing they all had in common was the power of their thoughts. The message he delivers throughout the book is simple: he encourages the reader to clearly identify a goal, and to be deliberate in the pursuit of that goal. He states plainly that ‘riches begin in the form of thought’. The part of the book I find particularly interesting is the idea that having a goal alone isn’t enough; he says you also need to be specific about the details. For example, instead of simply stating that you want to be a millionaire, why don’t you make it your goal to acquire a net worth of, say £5 million? The specificity of your thoughts will narrow your focus and keep you committed in your pursuit.


In recent years, there’s been a resurgence in the popularity of manifestation and the Law of Attraction, which spiked during the global pandemic of 2020. As the national lockdown began, Google searches for ‘manifesting’ went up 600 per cent, and the hashtag appeared on more than 15 million posts on Instagram. It also featured in TikTok content that has been viewed over 9 billion times, so by all accounts, the idea of manifestation has become a worldwide phenomenon – again.


Aside from being a hugely popular trend, there is also some science that backs up the benefits of positive thinking and writing things down. Noting down your plans and goals is a way of improving a biological process called memory encoding. This is where the things we perceive travel to the brain’s hippocampus to be analysed. From there, things are separated into what gets stored in the long-term memory and what gets discarded. When you write things down, you’re activating both parts of your brain: the imaginative right hemisphere, and the logic-based left hemisphere. Thinking about your goals uses the right hemisphere, but writing them down also taps into the power of your logic-based left hemisphere, meaning you’re able to clearly define the steps you need to take in order to achieve your vision.


Setting financial goals


Before we move on, I want you to take part in an exercise that will require you to tap into the art of manifestation and write down some of your personal goals. Try to be as open and honest as possible; there are no right or wrong answers here. Take as long as you need to think through your answers, as we’ll refer back to these later in the book.




1. Write down the top three goals you want to achieve within the next ten years.


(Example: buying a house, paying off debt, getting married, buying a car)


1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


2. Write down how much money you think you’ll need to achieve each of these goals.


Money required for goal no.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


Money required for goal no.2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


Money required for goal no.3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .


3. Write down the timeframe for when you want to achieve the most important goal on your list.


I want to achieve the goal of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . by . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .





The order of these questions is intentional, and it reflects the way we process things. We think about what we want and need before we think about what it’s going to cost us. More often than not, the amount something is likely to cost will also alter where it ranks on our priority list, and we tend to push things that are more expensive into our future goals. Place a bookmark on this page to remember the goals you’ve written down, as we’ll revisit them later.










Jargon-buster



Have you ever read an article or listened to a news bulletin about finance that has left you with more questions than answers? Finance professionals often throw around words that they expect everyone else to understand, forgetting that unless you have studied finance or take a keen interest in economics, it’s often meaningless. Let’s take for example a headline like: ‘Recession looms as rising inflation threatens cost of living and households feel the squeeze.’ This is a fully loaded statement that contains buzzwords you’ve probably heard before, but it may not resonate with you because it’s never been fully explained.


When you need to make important financial decisions, the last thing you want is a bunch of words or acronyms thrown at you that you don’t fully understand. So before we go any further, I want to provide you with a mini glossary of terms that will appear time and time again in the chapters that follow, and will probably appear in financial conversations you might have in the future. Feel free to bookmark this page and refer back to it when you come across these words and have forgotten the meaning or how to apply them.



APR & AER



APR stands for Annual Percentage Rate. You’ll often see this when you’re taking out a form of borrowing such as an unsecured loan or a credit card. The APR helps you to calculate the cost of the borrowing, including any additional costs and fees, such as arrangement fees or payment protection. The APR is displayed as a percentage figure and lenders have an obligation to give you this information so that you can easily compare it with any other offers you’ve been given. The lower the APR, the cheaper the borrowing will be overall.


AER stands for Annual Equivalent Rate, and is often used for savings accounts that pay out credit interest. It shows you what you’re likely to earn on your savings over a period of time, if interest was paid and compounded on an annual basis. The AER allows you to compare different savings accounts which pay interest at different intervals. The higher the AER, the better the return you can expect on your money.


Bear/bull market


Bear market


This term is often used to describe the weakening or downturn of a particular investment, whether that’s property, gold or stocks. It occurs when there is a decline in value of 20 per cent or more from previous highs. A bear market can often signal a loss of investor confidence, negative investor sentiment, or wider economic challenges. It’s common to see this in the lead-up to a recession.



Bull market



The opposite of a bear market. When asset prices are rising for a sustained period of time, and values increase by 20 per cent or more, this is referred to as a bull market. This usually tends to happen during periods of strong or strengthening economies. Investor confidence is high and sentiment is positive. A bull market is usually when investors feel that their investment decisions will make them rich.


Bridging loan


A bridging loan is a type of short-term finance. Before you ask, it has nothing to do with building bridges. The name relates to the fact that it helps to bridge a gap in your finances when you’re waiting for funds to become available. For example, if you are in the process of selling your home and buying a new one, and need the money to complete the purchase before you receive the money from selling yours, then you could seek a bridging loan to bridge this gap. There are two types of bridging loans: a ‘closed bridge’, which has a fixed repayment date, and an ‘open bridge’, which doesn’t, so can be paid back at any time. It’s important to note that bridging loans are much more expensive compared to a normal loan or mortgage, so they’re not the type of product you want to have for longer than you need.


Capital gains


Capital gains tax (CGT) is due on the profit you make when you sell assets, including some personal belongings such as jewellery. The most common trigger for CGT is the sale of shares and property. In the event of the latter, this excludes your main residence. However, if you make a profit from selling any other dwelling you own, then you have to report the gain and pay the tax due within thirty days of the sale. Failing to do so will result in interest being charged. While crypto assets are fairly new, if they are held as a personal investment, then HMRC expects individuals to pay CGT when they dispose of their crypto asset. Gold Britannia coins are entirely exempt from CGT, as they are considered ‘legal currency’, like the money we use to pay for things, so you can make unlimited gains without paying any tax. Silver Britannia coins and gold Sovereigns are also exempt.


Cashflow


Personal cashflow is simply an overview of all the money you have coming in and going out. It’s similar to budgeting and can help predict how much money you’ll have at a specific moment in time. For example, if you’re like me, your cashflow can help to show you that you could be low on cash in the summer because you have a few birthdays to pay for and a big summer holiday. Being able to see what your low or high cash points are in advance helps you to plan around this. That way, you can increase your savings or reduce spending in the lead-up to ensure you have enough money to pay for the things you need. We’ll look at this in more detail on page 28.


Commodities


Commodities are the raw materials that underpin most of the things we use in our daily lives. They include things like gold, oil, silver, copper, sugar, coffee, wheat, cotton and natural gases. They hold significant value because they form the basis of most products and services we use, and are therefore an attractive investment. Commodities are considered to offer investors diversification, and provide a hedge against inflation. The most common example you might come across is the practice of buying physical gold or silver, which is then kept aside for a rainy day. You can invest in commodities in the same way that you buy stocks and shares in a company, by signing up to an online investment platform.


Compound interest


Compound interest means to earn interest on top of money that you’ve already earned interest on. For example, if you save £100 in an account that pays you 10 per cent interest over twelve months, you’ll end the first year with £110. If you left your initial £100 plus the interest you earned in the same account and earned another 10 per cent interest the following year, you’ll end the second year with £121. Earning 10 per cent interest in year two, on top of the 10 per cent you earned in year one, is compound interest. Over time, compound interest can have a significant effect on your savings – if you leave the money untouched. Once you take the money out of your account, you stop the power of compound interest from working its magic.


Diversification


You’ve probably heard the saying that you shouldn’t ‘put all your eggs in one basket’, and that is effectively the aim of diversification. When you buy assets, you need to think carefully about spreading your market risk, outpacing inflation, reducing value fluctuation and maximising returns. Having assets is important, but you don’t want to have too many vulnerabilities in one particular thing or sector.



Dividend



A dividend is the distribution of profits that a company makes to its investors and shareholders. It’s paid out either in cash or stock, something that has to be decided by the board of directors and agreed by the shareholders. When a company announces that it’s paying a dividend, they will usually set a ‘record date’ and all shareholders who are registered as of that date will be eligible to receive a dividend in proportion to the amount of shares they own. Dividends can be distributed on a regular basis, or may be distributed as a one-off (if a firm has a particularly good year, for example). It’s important to note that not all companies pay dividends, especially newer companies who focus on reinvesting their profits for growth. Investing in a company that pays a dividend can be a great way to earn passive income while your investment gradually benefits from capital appreciation.


Exchanged traded funds (ETFs)


An ETF is an investment fund that allows an investor to gain access to a wide variety of pre-selected securities like bonds or shares. They are a popular choice for investors who want diversification, as some ETFs hold hundreds or even thousands of securities, while still being very cost-effective. ETFs tend to track a specific market, like the FTSE 100, and can be bought and sold on the stock market.


Equity


Equity is most commonly spoken about in two scenarios: the first is the equity you might have in property and the second is equity in a business. The term ‘equity’ helps to establish how much of an asset wholly belongs to its owner, and represents the value that would be given back to the owner if the asset was sold and all debts repaid. For example, if you buy a house for £100,000 and put down a deposit of £25,000, you’d need to borrow £75,000 to complete the purchase. In this scenario, if the house was subsequently sold for £100,000 your equity in the house would be £25,000 or 25 per cent of the house price.


Gazump


Aside from sounding like a spell from a Harry Potter movie, ‘gazump’ means to cheat a house-buyer after you have already agreed a deal. Imagine you have just put in an offer to buy a house for £200,000, and the seller has accepted your offer with a firm handshake. However, when the time comes to sign the contracts and make the deal binding, they tell you that they have accepted another offer for £210,000 instead, and so you lose out on the property. It’s a shady practice, but in a competitive property market it can happen more often than you’d think.


Index linked


This is a term that is associated with various financial products, including income protection, pension funds or government bonds. When a product is ‘index linked’, it simply means that it’s tied to the rise and fall of prices, most likely inflation. For example, if you have a pension that is index linked, it means that the amount you receive back will be adjusted to match the current price of goods and services over time, so that the money you receive is adequate at the time of need.



Inflation



In economic terms, inflation means an increase in the cost of general goods and services that people regularly buy. Inflation is measured every month by taking a sample (a basket) of things including food, holidays and travel. The cost of a typical basket is then compared to what the same basket would have cost the year before. The change in price over that time is what’s known as inflation. So if a basket of goods now costs 6 per cent more than it did a year ago, then inflation will be 6 per cent.


Interest rates: debit interest and credit interest


There are two types of interest rates you’re likely to come across.


Debit interest


When you borrow money from the bank, the amount they charge for giving you the money is known as debit interest. This cost is often reflected as an annual percentage of the amount you borrow. For example, if you take out a loan for £10,000, and the bank charges you debit interest of 4 per cent, then you’d be expected to pay back the initial £10,000 in addition to the interest costs over the term of the loan. The higher the rate of debit interest, the more money you have to pay back to the bank.


Credit interest


When you save money with a bank, they might pay you credit interest for keeping your money with them. Some banks will pay interest to you on a monthly basis; others will do so on a quarterly or even annual basis. Some will offer better rewards for keeping money with them for longer. The higher the credit interest rate, the more you will receive on your deposit.



IVA



IVA stands for individual voluntary arrangement. If someone is struggling to pay their debts, they can seek an IVA via the courts to pay back some or all of what they owe over time. This is a legally binding agreement that provides an alternative to bankruptcy. An IVA will be recorded on your credit file and will have a negative impact on your score, as it shows lenders that you have had issues with repaying debts in the past. This means you may find it harder to borrow money.


Leverage


Leverage is when you use borrowed money (debt) as a means of acquiring more assets, in the hope of making a higher/better return with the money you’ve borrowed. An example of using leverage can be when someone borrows money against their home or investment portfolio, with the intention of using the money to buy other assets or to start a business venture. The key driver behind leverage is the fact that you can use someone else’s money to further your financial goals, while your own money does other things for you. You’ll see some working examples of this in the case studies that we’ll cover later on.


Liquidity


In any economy, cash is considered to be the most liquid asset of all. The term liquidity refers to how easily you can convert an asset into cash with minimal impact to its value. Some assets take longer to achieve this than others. For example, if you hold an investment portfolio that contains shares of global companies (e.g. Tesla or Microsoft), you can often sell these in a matter of minutes to generate cash. However, if you’re selling a house to generate cash, this can often take weeks or even months, as you have to place the property on the market, find the right buyer and complete the legal process before getting the money. As a result of this, any investment that can be sold quickly for a fair price is known as a liquid asset. On the other hand, assets that take longer to sell are known as ‘illiquid’ assets.


Opportunity cost


In financial terms, opportunity cost is giving up one thing for another when you’re making a decision. In other words, when you commit to doing something in one way, what other options have you neglected in order to pursue your chosen route? If you used your life savings to buy a brand new car instead of putting that money down as a house deposit, your opportunity cost would be the chance to own an asset that can appreciate in value over time, versus owning something that falls in value the moment you drive out of the showroom. Opportunity cost is like a stop and think sign; it helps you to think through alternatives before you commit to something.


Recession


A recession is a declaration that an economy is shrinking and not performing as well as expected.


The prosperity of any economy is measured by the goods and services it produces, also known as gross domestic product or GDP for short. An economy is considered to be doing well when GDP is rising and helping the nation to become richer. However, when GDP starts to fall or retracts, this is a sign of hard times ahead. If GDP falls for two or more consecutive quarters in a year (i.e. January to March and April to June), then this formally triggers a recession. The impacts of a recession include higher unemployment and companies becoming less profitable or sometimes even going bust.


Yield


Yield is a calculation of the amount you earn from an investment over a period of time, usually twelve months. You will often hear this term when people talk about investment properties, and yield is usually reflected as a percentage. For example, let’s say you own an investment property worth £200,000, and you charge your tenant a yearly rent of £8,000. The income of £8,000 works out as 4 per cent of the property value, therefore the annual yield from this rental property is 4 per cent. The higher the yield of an investment, the better value you’re getting from your asset.


The process of building a strong financial foundation requires an understanding of the rules that govern the way money works. Getting to grips with the basics will help you to fully deconstruct what things mean and, more importantly, how they actually impact your decision-making. This list is by no means exhaustive, but these are phrases that you will hear frequently on the radio, television and social media. Make it a habit that every time you read something to do with personal finance or handling money that you don’t fully understand, you research the meaning so that you know exactly how it affects you.










Step one: Wealth generation



How to make money










Building the foundations



Before we start looking closely at the process of making money, I want to take a look at some important foundations first. Without the right foundations, all the wisdom and knowledge you attain might be in vain. The process of making any sustainable change requires you to develop habits that enable the change not only to occur, but to thrive. By deliberately practising new behaviours, you can speed up the process of forming the required habits, and achieving the change you want sooner. In this case, doing the right groundwork can speed up the process of achieving your financial goals.


The initial phase of building wealth is the hardest, because this is usually where you’re required to do the most work. The early part of building wealth also requires the largest accumulation of your own money, and therefore puts significant emphasis on your ability to earn, save and invest. Once you make it past this initial phase, you’ll find the rate of growth starts to accelerate, and the compound effect becomes far greater. For example, making your first £100,000 is difficult; however, once you break past this point, a 10 per cent annual return on £100,000 gives you far greater buying power than a 10 per cent return on £10,000. So you need to practise the art of being disciplined with money, which in modern terms is often referred to as having good financial literacy.


One of the key messages that I want to highlight throughout this book is that wherever you are on the journey of improving your financial literacy, you’re not alone. A global study by Standard & Poor revealed that two out of three adults consider themselves to be financially illiterate.3 This is proof that there is generally a lack of confidence when it comes to people handling money, and yet most people go through life carrying this burden alone.


Financial literacy is like a language that only certain parts of society take the time to learn, either by choice or because of the environment they grow up in. Those who are fluent will often show off their knowledge by bamboozling the masses with jargon that makes it feel like a foreign tongue. In very simple terms, financial literacy is the ability to understand the concepts that govern the four pillars of handling money: saving, investing, borrowing and spending. Once you understand these concepts, it’s then about being able to manage your money in a way that gives you access to the best available choices in order to meet your financial goals. Like most things in life, if you can understand the rules of the game, you automatically improve your chances of winning.


So let’s take a closer look at the rules . . .


Budgeting


Before we explore the four pillars in more detail, let’s talk about budgeting. Understanding the principles of financial literacy and how money works only becomes effective once you apply the rules to your individual situation. Most people are able to adopt the ideas without issue, but finding the right steps to take can be much harder. On page 9, you wrote down your top three goals and how much money you need to achieve each of them. Now that we’ve got your manifestation out of the way, let’s climb a little higher up the Money Ladder and look at how your spending pattern is helping or hindering your ambitions.


Being clear about where your money is at all times is the best way to prevent unwanted surprises. If you can’t see where your money is going, then your money definitely can’t see what you’re trying to achieve with it. So to provide you with some clarity, I’d like to introduce you to a very well-known strategy called the 50-30-20 rule. The 50-30-20 rule is a budgeting method that is widely attributed to the US Senator Elizabeth Warren and her daughter Amelia Warren Tyagi, and it’s explained in their book All Your Worth: The Ultimate Lifetime Money Plan.4 The book is a self-help guide that gives the reader methods that can help them get to grips with money and learn how to spend it wisely. The authors place an important focus on separating the money you make into three main buckets:




• Bucket one: the things you need


• Bucket two: the things you want


• Bucket three: savings or repaying debt





The book suggests that a good way of achieving this balance is to divide your net income (your take-home pay) into these categories in the following way: spend 50 per cent of your net income on the things you need and 30 per cent on the things you want, and put 20 per cent towards savings or paying off debt. This rule has become extremely popular as it provides a clear structure for people to follow. However, please don’t be disheartened if at first sight, you feel it is completely unachievable. Everyone’s finances are different and you have to consider things like how much money you make, the cost of living and your current commitments. For most people, the first bucket consumes the majority of their income, which means there isn’t much left to distribute between the remaining two. But even if your current income doesn’t allow you to allocate as much as 50-30-20, the rule still gives you something to aim for.


Your relationship with money is unique to you, and remains so even when you share an account with family or a significant other. Your spending pattern and attitude towards money can change over time, and it’s easy to fall into bad habits without realising. The first step towards building wealth requires you to get a firm grip of where your money is and what it’s doing at all times. You need a good understanding of what goes into and comes out of your account on a regular basis. Knowing what you make and spend each month is a good way of ensuring you can plan ahead, and helps you to understand what you can afford to put into each of the three buckets. This is essentially having a good cashflow management system.


Working out your cashflow


The term ‘cashflow’ is more than just a fancy phrase that people (often those running businesses) use to sound savvy. In business terms, it can be simply defined as the amount of money coming in and going out over a given period of time. You may be wondering why this is relevant when we’re talking about personal finance. Well, that’s because the principles that businesses use to stay alive are the same principles we can use personally to put food on the table and clothes on our backs. The way a business manages its money is no different to how we manage ours. They earn, spend, borrow, save and invest just like we do, and the glue that keeps everything together is the way they manage their cashflow. A business will usually enlist the help of a bookkeeper or an accountant to keep track of everything that goes in and out of their account.


When you’re starting out on your journey of building wealth, it’s uncommon to have this level of external help, and the current complexity of your financial needs may not warrant paying someone else to be involved. However, building a good cashflow management system yourself will help you to keep tabs on everything you earn and subsequently spend. When you deliberately monitor your cashflow, it will provide clarity around your financial obligations as well as helping to expose any patterns in your spending, whether good or bad. Understanding your personal cashflow will fundamentally help you to answer some very important questions, such as:




• Does your current income allow you to meet all your financial obligations (pay your bills)?


• How does your spending pattern align with your priorities?


• Where and how is your surplus income spent?





I started tracking my cashflow in my mid-twenties. It was during a time when I was starting to make more money than I’d ever made before, but I was frustrated because I didn’t feel like I was actually getting any richer. Of course, some of us define being rich as having money in the bank, and others as having freedom and choice, but to demonstrate my point, let’s stick with the idea of riches being lots and lots of money.


I fell into the common trap of assuming that as long as my card didn’t decline at the tills (despite holding my breath on several occasions) then everything was OK! I mean, if the card was still working, then I must have been doing something right – right? Well, not exactly. I knew vaguely that I could buy the things I wanted within reason, but I had no idea where my money was actually going. I couldn’t see if I was being wasteful, or whether my spending pattern would allow for any unexpected bills or, even worse, a drop in income. I didn’t know my opportunity cost.


As we learned on page 20, opportunity cost is the value of the alternative you give up whenever you make a decision. In other words, when you commit to doing something in one way, what other options have you neglected in order to pursue your chosen route? This concept is a useful reminder that we should explore all reasonable alternatives before making an important decision. Back in my early twenties, I didn’t take the time to analyse any options; in fact, there was no analysis of any sort. I do remember at the time that a small voice in my head would tell me that if I just worked harder and made more money, I wouldn’t have to worry about what I was spending. You may have encountered a similar voice at some point in your life. If you haven’t, it usually creeps up on you when you’re about to make a purchase that you probably shouldn’t be making.


The dopamine effect


As much as we like to think we’re always in control, there are scientific reasons behind our thirst for spending money. Endorphins and dopamine are the chemical hormones released by our brains during pleasurable actives such as exercise and eating – and spending money. For some people, this creates the urge to re-experience the thrill that the instant reward of tapping your card instore or checking out online can provide. Those who are severely impacted by this can be diagnosed with oniomania, a term that combines the words onios (Greek for ‘for sale’) with mania (Latin for ‘madness’). Oniomania is used to describe people with uncontrollable or compulsive shopping habits. Signs of oniomania can include: spending as a reaction to feeling angry or stressed; buying habits distracting the sufferer from socialising or their work; and hiding receipts and bank statements from family members. This is, of course, the extreme end of the scale, but we all have the ability to trip into compulsive territory based on the stories we tell ourselves about how we will eventually replace the money. Some of the most common lies we tell ourselves to permit our spending habits include things like:




• ‘If I buy this item now, I will cut back on spending for the next few months.’


• ‘I’ll focus on saving money next year.’


• ‘I’ll buy this now, and figure out how to pay for it later. I should be able to afford it.’





I’m certain that you’ve told yourself things like this in the past to justify your spending, and it’s important you become conscious of it the next time you find yourself falling into the same trap. I want to make it extremely clear that if you have ambitions of building wealth, the first step – adopting the right habits and setting foundations – cannot be overlooked. Make a promise to yourself, that no matter how much money you make in life, you will always pay attention to where it’s going and what it’s being spent on. I’m sure you’ve heard the saying, ‘Look after the pennies and the pounds will look after themselves.’


Understanding your cashflow


The first step towards working out your cashflow is itemising what goes into each of the three buckets I mentioned on page 27. To help bring this to life, here is an example of a personal cashflow diagram, which I have pre-populated with the common things most people have to pay for on a regular basis, itemised in each of the buckets.


[image: image]


In this diagram, I have deliberately engineered the expenses to show what a 50-30-20 ratio would look like for someone who has a net income of £2,500 a month. I would now like you to undertake this exercise for yourself to identify what your current ratio looks like. You can download a free template on my website, by visiting www.urbanfinancier.co.uk/downloads.


Your situation will be entirely different from anybody else’s, so it’s important that you can populate each bucket with an accurate reading of what you actually spend. To get a clear picture of this, you’ll need to see how and where you’ve spent your income over the last three months. The best way to do this is to analyse your personal bank statements over this period of time. Not everything in each bucket will apply to you, but you may also have items that others might not, so you’ll only find the true spending pattern by analysing your own statements. Take your time with this exercise, as the findings will be important. It may come as a surprise to see where your money is going, or perhaps this exercise will tell you what you already know.


Once you’ve performed this activity, you will now be able to see your current ratio, and how close or far you are from the 50-30-20 rule. Remember that everybody’s situation is different, so if the outcome was not what you expected, and your spending doesn’t fit the rule, then this is OK. You now have a clear idea of where you’re currently at, and this should help you to see where you might be able to make adjustments on what you currently spend. Making small adjustments can lead to a big difference over time. For example, making a conscious effort to put more money into your savings pot or repay debt can mean you intentionally spend less on the things you want or think you need.


Pillar one: Saving


Why do we save?


Saving money serves a bigger purpose than just restricting yourself from spending it. We often mistakenly associate this with cutting back or being frugal. Instead, saving money should be viewed as the process that allows you to provide security for the future, and achieve goals that can only be met by the accumulation of funds, such as saving money for a house deposit, a vacation, a wedding or retirement. Having money of your own to contribute when making large capital purchases can also give you many more options. Equally, having money to fall back on in emergencies can provide you with the peace of mind and confidence to focus on expanding your income-generating activities. I want you to think about saving money as a key part of enabling your future goals. Here are the key principles I follow when it comes to saving money.
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