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To my wife, Daryl,


and my three children, Aimee, Aaron, and Hunter,


who are the true wealth of my life






Part One

The Foundation









Chapter 1


We Were Programmed to Fail

from the Moment We Were Born





Practical men, who believe themselves to be quite exempt from any intellectual influences, are usually the slaves of some defunct economist.


—JOHNMAYNARDKEYNES





Why is it that money seems to flow to some people like a magnet—and seems to be repelled from others? This question has always intrigued me. And I was determined to discover the answer.


I began to examine my own experiences in creating personal wealth. I talked with dozens of people: poor, well-off, and wealthy. Each person taught me something. I began to notice common threads and patterns. What I discovered was astonishing!


Let me share with you a whole new way of thinking about money and a proven method of acquiring wealth. In the process, I will put to rest (hopefully forever!) an incredible number of myths and misconceptions about what it takes to make—and keep—great wealth.


As I will show you, most of what we know about money is based upon false assumptions. As the nineteenth-century humorist Josh Billings so aptly put it: “The trouble with people is not that they don’t know, but that they know so much that just ain’t so.”


How do people get to know so much misinformation about wealth? They are programmed. Of course, there is really nothing sinister about it. There is no conspiracy afoot to brainwash unsuspecting people into thinking “poorly.” Actually, much of it is nothing more than the common sense of past generations taken to extremes. These widely held sacred-cow notions about saving, spending, borrowing, and investing are taught by well-intentioned teachers in our finest universities, in our newspapers, on television, from our pulpits, and in our homes. We take them for granted just as people used to assume the world was flat or that the sun revolved around the earth.


As a consequence, only a small percentage of the millions who try ever join the ranks of the wealthy. How can they? They are building on a shaky foundation.


I’ll never forget a radio interview I did in Pittsburgh. The host and I spent some time talking about the road to wealth. The host’s assistant, a young woman, listened intently. After the interview she questioned me. “Mr. Allen, all of what you say sounds interesting, even feasible. But it goes against everything my parents have always taught me!”


I asked, “How are your parents doing financially?” She replied, “Terribly. They are really strapped for money.” Then she laughed at what she had just said. She understood.


Granted, it isn’t easy to let go of our programming. There are lessons we feel we have learned from the Great Depression of the 1930s, the Great Recession of the 1970s, the Great Stagnation of the 1980s, or the great stock-market booms and busts of the last twenty years. But we don’t have to be like the monkeys in a story I heard recently. It seems that in Africa, the natives use an ingenious method for catching monkeys. They hollow out a coconut shell by cutting a small hole at one end. The hole is small enough to barely allow a monkey’s hand. Inside the hollowed shell they place a few peanuts. They connect the coconut shell to a thin, strong cord and wait in hiding for the monkeys. When a monkey discovers the nuts inside the shell, he reaches in and grasps them in his fist. But the hole is too small to allow the tightly clenched fist to escape. At this precise moment, the native pulls on the cord, and the monkey, who won’t let go of those peanuts to save his life, is caught.


Too often, we hold tightly to our own peanut ideas for fear that we may lose them—when all the while it is these very ideas that hold us captive and prevent us from achieving financial freedom.


Well, what are these false assumptions? And how can we learn to let go of them? Let’s examine the nine most prevalent faulty assumptions about wealth. As you study them, notice how each one contains a grain of truth.


False Assumption 1: Having a Job Is Good and Leads Ultimately to Wealth


I asked a young telephone receptionist in Columbus, Ohio, to tell me her idea of the most important factor in wealth acquisition. She replied, “A good job, a great job, a fantastic job.” I was surprised by how often this same answer was given by those whose income is average or below. Millionaires rarely respond this way.


It is commonly held in our society that finding a good job, working hard, and moving up the ladder to more responsibility will eventually take us to golden retirement years of wealth and happiness. The fact of the matter is that a job merely supports the habits we have (like eating), but it rarely leads to wealth. As one shrewd observer put it, “Wealth is when small efforts produce large results. Poverty is when large efforts produce small results.”


No matter how much you love your job, expecting it to make you wealthy is like looking for gold in a salt mine. If your large efforts are only producing small results, you had better check the road map. You may be on the road to poverty.


The answer is not to work harder, but to work smarter. A job should be looked upon as a temporary inconvenience. It is a method for generating cash flow for living expenses while you are setting up an automatic pilot (more on this in chapter 5). Thus, having a job is necessary for a while, but don’t forget the other part of the equation. Your ultimate goal is to acquire ownership of a generous source of income that flows to you regardless of your job. Accomplishing that goal is what this book is about.


False Assumption 2: Saving Your Money Is

a Good Investment


How many millionaires do you know who have become wealthy by investing in savings accounts? I rest my case.


But don’t get me wrong. Saving money is good. In fact, it is important to the wealth-building process. It’s not the money saved that is important. It is the discipline required to save it. But you can’t expect your savings to carry you to wealth. And this is the fact that is so widely misunderstood. Assuming only minimal inflation and taxes, it doesn’t take a PhD in finance to realize that any dollar that earns less than about 10 percent per year is a losing venture. At best, it is the slow liquidation of wealth.


“But,” you say, “savings accounts and certificates of deposit are safe, and the money comes easy.” And I reply, “Does it make you feel safe and secure to know that every day you are getting poorer and poorer?”


One of my grandfather’s favorite sayings was, “Early to bed, early to rise; work like hell, and economize!”


There is nothing wrong with economizing. There is a place for it in the scheme of wealth. However, if your goal is to become wealthy, you must learn how to savesmart. The money you save is only parked temporarily in liquid, interest-bearing accounts, waiting to be invested in a better place. This smart money is then shifted into long-range, less-liquid investments (more on this later), which generate wealth-producing rates of return—rates well in excess of 20 percent per year. Anything less is tantamount to treading water in the swimming pool on the deck of theTitanic.


False Assumption 3: Debt Is Bad—Avoid It

Like the Plague


Have you ever heard this before? There is truth to the statement, but it depends on the kind of debt we are talking about. If we are talking about consumer debt, yes. Avoid it like the plague. Avoid borrowing money to buy the “appearances of wealth,” which lose value and are often worthless before the debt is repaid.


But investment debt is another story. In fact, self-made wealth never comes without going into debt. I repeat:You can never become wealthy without going into some form of investment debt. And probably a lot of it.


It is true that debt is terrifying to most of us. It signifies bondage. And ironically, the only way we can develop a sizable nest egg and stay out of long-term financial bondage is to go into short-term debt. You can actually borrow your way to wealth. Chapter 9 on leverage shows that the key to wealth is the wise use of investment debt. It will help you understand the importance of debt. Even to love debt.


There is no other way short of theft or inheritance. And that brings us to our next false assumption, which is the reason most of us fear debt in the first place.


False Assumption 4: Security Is Good


Our entire society is obsessed with security. We demand social security, job security, seniority, and federal deposit insurance. But security is only an illusion. Let me illustrate: A few months ago a fireman friend of mine was called out to fight a large brush fire. He and his cohorts rushed to the closest fire hydrant, connected their water hoses, and ran to the flames. But when they turned on the water at the hydrant, nothing happened! The water lines had not been properly connected by the developer. All they could do was stand there and watch the blaze, helpless.


Those who place too much faith in security often end up trying to put out fires with empty water hoses. Would you feel financially secure if you had to rely on an almost insolvent social security system?


How dangerous it is to assume that security is good! The more you love security, the more likely you will avoid risk. And if you avoid risk, you also avoid opportunity, because risk is the price you pay for opportunity. You can’t hate risk and hope for freedom.


Risk is an essential part of progress. Learn to view it positively, as an essential step in the road to wealth.


I was driving down a California freeway recently and heard a radio advertisement for a local bank. Its slogan was, “Come in out of the risk.”


If I could rewrite this commercial, I would say, “Come outinto the risk. For that is where you find the opportunity. There is no such thing as security. There are only varying degrees of risk.”


False Assumption 5: Failure Is Bad


I used to be ashamed of my many failures and mistakes. And I have made plenty of them! I used to have a recurring nightmare: A crew from60 Minutes is waiting to interview me at my office about my remarkable success in business. But Mike Wallace has uncovered some of my whopping failures along the way, and he is getting ready to expose them to the world. What horror!


But as I became more mature, I realized that failure is part of success. A very important part. If you develop a positive mental attitude about failure, you can learn a great deal from it. You will develop ingenuity, flexibility, and an ability to create new ways of achieving goals. When you fail for a time to obtain something you really want, you join the ranks of some pretty important people—like Abraham Lincoln and Thomas A. Edison. Do you know of any successful person who has risen to the top of his or her field without some failure?


Herb True, the renowned professor of management at the University of Notre Dame, once said, “What people don’t realize is that successful people often have more failures than failures do. But they keep going.” You don’t drown by falling in water. You drown by staying there.


Failure is not bad. In fact, one good failure can teach you more about success than four years at the best university. Failure can be the best thing that ever happened to you.


False Assumption 6: Wealth Is Measured in Material Possessions


Wealth is not money. Money is just the appearance of wealth. The form but not the substance. Wealth is thoughts, not things. You can be wealthy without having lots of money. And you can be rich and not be wealthy.


Now, that may be a bit confusing, but it’s true. Wealth is a state of mind—an attitude. Author Hollis Norton says it well: “Broke is a temporary condition. Poor is a state of mind.”


Let’s test this hypothesis. Henry Ford was once asked what he would do if he lost all of his possessions. He replied, “I’d have them all back again in five years.” In other words, he might be temporarily broke, but he would never be poor. He had a wealth of experience and knowledge to draw upon. And above all, he had a positive attitude about his ability to create wealth and knew that if he had done it once, it would probably be easier the second time.


I have been quoted as saying, “Send me to any city in the United States. Take away my wallet. Give me $100 for living expenses. And in seventy-two hours I’ll buy an excellent piece of real estate using none of my own money.” How can I do this without any of the trappings of wealth? It is easy when you learn the principles of wealth and are not afraid to use them.


In the next chapter we will talk about developing the wealthy mindset that makes all of this possible.


False Assumption 7: The Government, My Employer, or Someone Else Is Responsible for My Financial Well-Being


When our forefathers arrived on these shores, there was no welfare system. Each person was responsible for his or her own financial welfare. When the pioneers crossed the plains, there were no unemployment benefits. They had to scratch out their own existence. When thousands of immigrants landed here in the early 1900s, they came seeking only the opportunity to work and to be free. Somewhere between then and now, there has been an almost imperceptible—and, I think, destructive—shift in public thinking. People have ceased to assume personal responsibility for their financial well-being and assume that the government is responsible. Today we expect government to bail out everything from defunct major corporations to insolvent municipalities.


But government is not the answer. The answer lies in us. We alone are responsible for our ultimate financial welfare. The sooner we realize this, the quicker we can start on the road to wealth.


False Assumption 8: Acquiring Wealth Is a Win-Lose Game


Since the beginning of time, the acquiring of wealth has been viewed as a win-lose game—a dirty business in which the acquirer takes advantage of the acquiree, usually in an illegal or immoral way. Many people think that one has to be a greedy SOB to “make it.”


But I believe you don’t have to be filthy to be filthy rich. I don’t have to steal from your pile in order to create a large pile for myself. There is such a thing as creating win-win wealth.


In reality, there is an infinite source of wealth. We just have to learn how to tap into it. When I tap into the infinite source of wealth, I don’t reduce the possibility of your becoming wealthy. I probably enhance it. We’ll discuss this in great detail in later chapters.


False Assumption 9: It Takes Money to Make Money


My bookNothing Down destroyed this dangerous myth. It does take money to make money—but it doesn’t have to be your own money. In this book I will explore, in more depth, the principles of borrowing and leverage to create personal wealth.


And you can become wealthy starting right from where you are now, in ten years or less.


So there you have them: the nine most dangerous obstacles to the wealth-building process. Now that you know what they are, I’ll show you how to rid your life of them.









Chapter 2


Developing a Wealthy Mind-Set





“She was born under a lucky star.”


“It’s not what you know but who you know.”


“He was born with a silver spoon in his mouth.”





Many people, because of their programming, assume that wealth is a result of luck, connections, or inheritance. The last thing that people want to hear is the plain, simple fact that the rich think differently than the poor. They are programmed differently. They have different expectations with respect to money. They have what I call a wealthy mind-set.


How do you develop a wealthy mind-set?


The first step is to understand that from your programming you make assumptions, and these assumptions become your reality. It is as if there were a filter between you and your world—the filter of the mind. Information that is transmitted to you from the world must pass through this filter. And as it passes through, it is colored, filtered, and changed to match the assumptions or the expectations you have about how the world works—or ought to work.


Let me digress here to tell you about a classic research experiment that will perhaps clarify how this business of assumptions works. Researchers placed a large pike fish in an aquarium with several dozen minnows. For a time, the pike ate the minnows to his heart’s delight. Then the researchers separated the pike from the schools of smaller fish by placing a glass partition in the aquarium. Now the pike could see his lunch through the glass but, try as he would, he could not reach it. Finally, after dozens of unsuccessful attempts, he gave up. Then the researchers removed the glass, allowing the smaller fish to swim freely around the pike. But this time he didn’t even notice them—and starved to death in the midst of a feast.


The pike had allowed himself to be programmed into thinking that the minnows were out of his reach forever. This programming became an assumption that colored the filter through which he viewed the world. It became his reality. When conditions changed and the assumptions were no longer valid, he could not adapt. It was a fatal mistake.


In the same way, rigidly held assumptions can be dangerous to your wealth.


One way to loosen your hold on outdated or incorrect assumptions is to learn where they come from. Observe. Listen to the conversations of friends, relatives, and neighbors when it comes to investing money. Pay attention to the advertising on television and radio and in print. Whenever you recognize some faulty programming, make a mental note.


For instance, I heard a politician make the following statement during a recent election campaign: “You’ve got to learn to think smaller. You’ve got to learn to be satisfied with less!” Can you see the folly in this kind of thinking? A person concerned with financial independence needs to do exactly the opposite: think bigger, not smaller. And never be satisfied with less.


While you are observing the source of incorrect programming, you should also be observing the results of incorrect programming. What happens to the wealth of individuals who avoid risk and cling to security?


Don’t forget to also notice those who are successful in amassing material wealth. Which rules direct their thinking? What are their attitudes toward risk, debt, working for someone else, and security? What are their assumptions? How do their assumptions color their world? Green!


All I’m asking you to do is to look at the way the world of money really works. Notice who is winning and who is losing. And why. Avoiding the lemming mentality is the first step in guiding your own financial destiny.


Next you need to replace false assumptions with correct ones. I call this process “developing a wealthy mind-set.” There are five distinct steps in this process.


Step 1: Set Realistic Goals and Write Them Down


A study at Yale University pointed out the value of goals. In 1954, Yale graduating seniors were asked if they had set any specific written financial goals. Only 3 percent had done so. About 10 percent had specific goals but hadn’t committed them to paper. The rest had no specific goals. Twenty years later, they were resurveyed. Guess which group was most successful? You guessed it: the 3 percent outperformed the other 97 percent combined!


Now, I’m not suggesting that you can’t become wealthy without goals or that you will automatically “make it” if you do have goals. But, as the survey suggests, they certainly help.


Why write your goals down? A goal that is not written down is a wish. A daydream. When you are serious enough to commit your goals to paper and read them regularly, you energize your commitment and creativity.


Step 2: Visualize Your Goal


One of the most revolutionary advances in sports training is the use of imagery. The coach of the Stanford University tennis team attributes an NCAA tennis championship to the use of imagery. The president of the company that worked with the Stanford team describes the process: “A tennis player, for example, is filmed performing his shots. The film is then edited so that only the perfectly executed strokes remain. After receiving instructions in mental imprinting for memory retention, the athlete sits before a larger-than-life video screen and watches the successful strokes repeated over and over. The athlete’s computerlike memory stores those images in muscle memory, as if the athlete had physically practiced those skills in a state of perfection for hundreds of hours. Eventually, the perfect memory trace becomes so ingrained that the athlete is able to duplicate it automatically under the pressure of competition.”


When our perfect computerlike subconscious mind is repeatedly shown mental pictures of our most desired goals on the videotape of our mind, the memory becomes so dominant that we are able to re-create it in reality.


When should you do this visualization? According to psychotherapist Émile Coué, a French expert on the subject over fifty years ago, the best time is just before drifting off to sleep and just after waking up in the morning. At these times, the conscious, rational mind is calm, and the subconscious mind can be influenced more easily.


Dr. Coué is best known for his positive-thinking phrase “Every day in every way I am getting better and better.” He felt that by programming the all-powerful subconscious mind with even this general positive affirmation, amazing things could result. And he seemed to be able to prove it by his research.


Step 3: Affirm Yourself


After visualization comes affirmation. If goals start the motor of our mind-set, then affirmations are the fuel to keep the motor running. I am referring, of course, to a constant flow of positive information about wealth and how to obtain it. This may come by reading such masterpieces asThink and Grow Rich by Napoleon Hill andThe Magic of Thinking Big by Dr. David Schwartz. Or it may come as you read quotes from great men, like those in chapter 20. All of this builds confidence and self-esteem, qualities that many of us lack. It takes a lot of self-esteem to go against the grain. And if you expect to be successful, you have to dare to be different.


I will share with you an affirmation program that I wrote and read regularly to myself during my MBA studies. Although I had graduated high in my class with a BA degree, I was sure the master’s program was way over my head. From early childhood, I had believed that I was poor at math. I had even flunked algebra in high school. So when it came to a highly intensive business program including calculus, economics, and statistics, I barely kept my nose above water. It helped, during these demoralizing times, to read the following statement:



A SIXTY-SECOND COMMERCIAL TO ME


Bob Allen, you’re great! You are a unique, new kind of person that the world has never before seen and will never see the likes of again. You were born to do good. You were born to succeed. You were born to bless others’ lives. You were born to be great because you’ve got what it takes to be great:


You’re enthusiastic.


You’re optimistic.


You’re organized.


You’re a hard worker.


You’re happy.


You’re master of yourself.


You’re a child of God.


You’re a leader.


You’re a big thinker.


And blessed as you are with all of these talents, there isn’t a thing in the world that you can’t do. With God as your partner, you will never fail.




Now, reading this didn’t produce miracles. (Although, for me, just being able to graduate was a miracle!) But I did become one of the best average students in my graduating class. In a real way, I wrote my own program and fed it into the computer of my mind. And I’ve been a fan of affirmation techniques ever since.


Step 4: Replace Luck Thinking with Probability Thinking


Some people just seem lucky, don’t they? And others not so lucky.


I don’t doubt there is such a thing as luck. But most of us give luck far too much credit. I don’t think much about luck anymore. I pretend that it doesn’t exist. I would rather look upon luck as a low or high probability of success. And you can always work on increasing your probability of success. If you don’t have the right skills, you can learn them. If you aren’t trying hard enough, you can try harder. In this way, you increase the probability that luck will smile on you.


I think that this is reflected in the success of my first book,Nothing Down. The odds against a first-time author’s book becoming a best seller are astronomical. Out of fifty thousand books published each year, only a handful make it to the bestseller lists and stay there for any length of time. Despite those odds,Nothing Down remained on the prestigiousNew York Times bestseller list for over one hundred weeks and has now sold over one million hardcover copies.


What did I do differently? I tried, at every turn, to increase the probabilities of success. Years before, I had a written goal to write a book someday. I had no idea what I would write about. In the meantime, I became an expert in the little-known field of investing in real estate with little or no money down. Then I decided to write about it. Luckily (?) I picked a subject that a lot of people were interested in. I wrote a rough manuscript and had a professional editor polish it for me. I had a professional designer prepare a beautiful book jacket. Before a soul in the publishing business had set eyes on my manuscript, I had already spent $2,000 to make it look like a book worth publishing.


Next, I chose not to send my precious manuscript through the normal channels. The probability of having a manuscript accepted through normal channels is almost nil. I needed a better idea. Instead I flew to Atlanta to the annual publishers’ and booksellers’ convention and presented my idea directly to several publishers. I got a very good reception. This built up my confidence.


But I didn’t want just any publishing house. I wanted the best. For real-estate books, there is none better than Simon & Schuster. I waited for the right moment to approach the president of Simon & Schuster, my heart in my throat. He recognized the value of my book. In the ensuing weeks, we signed a contract. I was going to be a published author!


But that wasn’t all. When the book finally appeared, I made myself available for an extensive publicity tour. I appeared on every radio or TV show that would have me, no matter what time of day or night. The idea caught on. The rest is history.


Now, I don’t want to mislead you. It might seem, in retrospect, that I had everything under control. But this is not the case. I had no idea what was going to happen. All I knew was that I had a written goal to write a book and have it published. Every step along the way, I tried to increase the probability of success.


I know for certain that the better your attitude and the harder you work, the luckier you get.


Step 5: Take Action


Many would-be successful people have everything they need to become wealthy, but they just haven’t mastered the final step: action. They can’t seem to make the leap from theory into practice.


Why do so many fail to make this all-important leap? Perhaps they feel they aren’t ready. Perhaps they feel disorganized, unsure, afraid. No matter what the reason, if they fail to act, they fail to succeed. I wonder which is worse, to try and fail or to fail to try.


I had a wonderful role model. Paul Jewkes was a millionaire entrepreneur whom I was privileged to work with for a few months after I got out of college. He said something to me one day that I will never forget:


“I would rather see a crooked furrow than a field unplowed!”


When it came time to buy my first piece of real estate, and I sat there with the seller in his home, petrified, my hand shaking, knowing nothing about the dangers and pitfalls of buying real estate, and realizing that I would be risking everything I had, I remembered what Paul had said—and I signed my name. I jumped off the cliff, so to speak. And that one decision, that one simple action, started me on the road to wealth. I hate to think where I’d be if I had failed to act.


So there you have all the ingredients for a wealthy mind-set. It consists of a mind devoid of unwealthy assumptions. It is the creation of a person who is disciplined enough to set goals, to visualize them, to affirm them regularly, and to increase the probability of success through positive action.


In the next chapter, we’ll add to our basic wealth attitudes some fundamental principles about wealth building. After that we’ll get to the specific ways of making money.


As architects of wealth, we need to lay a solid foundation.









Chapter 3


A Fool and His Money Are Soon

Parted: Master the Seven

Principles of Wealth





The men who can manage men manage the men who can manage only things, and the men who can manage money, manage all.


—WILL ANDARIELDURANT,The Lessons of History





Is there any truth to the old proverb “A fool and his money are soon parted”?


I confess that if my own experience is any clue, the answer has to be yes. You don’t have to dig too deep into my financial history to count the many times that this “fool” and his money have been parted too soon. And it has only been after serious study and painful experience that I have begun to be less “penny-wise and pound-foolish” (with occasional relapses, I might add).


Yes, a fool and his money are soon parted. But why is that?


Because a fool doesn’t know how to manage money!


Contrary to popular opinion, the rich don’t always get richer. George Gilder, one of the architects of supply-side economics, gives us some reasons why in his brilliant bookWealth and Poverty:


“With few notable exceptions, which are always in the news, fast movement up or down [the wealth ladder] in two generations has been the fate of the American rich.


“…Why can they not pass the grail on down without spilling most of its contents? Well, as they say, there are many a slip, and death and taxes take their toll of potential heirs and their money…Fortune hunters abound near the funerals of the rich.


“When the money is actually passed on, the part that escapes charity and philanthropy often ends among large numbers of prodigal sons and daughters to whom the average return on capital is a concept easier to understand than to achieve, even in those cases where the children have some interest in keeping their wealth. The receipt of a legacy, it turns out, often erodes the qualities of entrepreneurship that are needed to perpetuate it. Spending turns out to be far easier than choosing and maintaining those select forms of capital with yields greater than their costs.”


In other words, it’s not all that easy to make money grow. Even when you inherit a lot of it. To prove this point to you, I decided to undertake a little research project to determine what the average person would do with sudden wealth. With the help of professionals, a questionnaire was designed and sent out to several hundred randomly selected individuals across the country, in every major city. Here is the question we asked them to respond to:


If you were to receive from an inheritance $100,000 tax free, what dollar amounts would you spend in the next year in the following categories:


______Gold, silver


______Recreation


______Reduce debts


______Bank savings


______Commodities


______Bonds


______Collectibles(antiques,stamps,art,etc.)


______Stock market


______Money market funds


______Vacation


______Mortgages


______Medical/dental


______Precious gems


______Automobile


______Buy own home


______Treasury bills


______Recreational vehicle


______Charity or church


______Go into business


______Give to family


______Mutual funds


            Down payment


            on real-estate


            investment


            What kind_________


            Price ______________


Take a few minutes to complete the questionnaire yourself. It will make the explanation more meaningful. If you like, you may substitute your present net worth for the imaginary $100,000 gift.


Each sample investor can choose from among twenty-two different investments. You might wonder why a recreational vehicle is listed here as an investment. In the pure economic sense, anything that you “spend” money on is an investment. So you “invest” in the vehicle, and it goes either up or down in value. And if you spend your money on a vacation, you automatically lose your opportunity to spend that sum in the stock market.


Experts in each of these twenty-two areas gave me their best educated guesses as to the ten-year-growth outlook for their specialty investment. I also asked them to predict a realistic yearly growth rate. With this information, it was easy to determine what each sample investor’s “shopping basket” full of investments would be worth in ten years.


Below you will find a listing of the twenty-two investments divided into six major categories, with annual projected growth rates.



	
Classification of investment

	

	
Investment

	
Projected annual growth rate

	




	
Hard assets
	

	
Gold, silver
	
15%
	




	

	
Precious gems
	
17.5%
	




	

	
Collectibles
	
15%
	




	
Liquid money
	

	
Bank savings
	
3–8%
	




	

	
Treasury bills
	
3–6%
	




	

	
Money market funds
	
3–9%
	




	
Passive capital
	

	
Stock market
	
10%
	




	
Growth investments
	

	
Bonds
	
10%
	




	

	
Commodities
	
25%
	




	

	
Mutual funds
	
10–13%
	




	

	
Discounted mortgages
	
15–25%
	




	
Active capital
	

	
Buy own home
	
10%
	




	

	
Real-estate investment
	
10%
	




	

	
Businesses
	
15%
	




	
Consumer
	

	
Vacation
	
0%
	




	

	
Medical/dental
	
0%
	




	

	
Reduce debts
	
0%
	




	

	
Recreation
	
0%
	




	

	
Recreational vehicle
	
0%
	




	

	
Automobile
	
0%
	




	
Nonmonetary
	

	
Give to family
	
0%
	




	

	
Charity or church
	
0%
	






You will notice that I have assigned a value of 0 percent to all consumer and nonmonetary investments. Obviously there is more to wealth than just money. Giving away or sharing our wealth brings enormous emotional dividends often more satisfying than numbers on a financial statement. However, in the purest economic sense, it is difficult to prove that these items yield monetary results.


Before we examine the results of the survey, let me ask you to guess what percentage of the people in our survey were able to double their initial $100,000 investment within a ten-year period. Ten percent? Twenty? Thirty?


Would you be surprised to learn that onlyone —yes, only one out of one hundred—would end up in ten years with at least $200,000? (This person would have $202,000, to be exact.) There were no millionaires! Not one!And forty people out of one hundred weren’t even able to hang on to their original $100,000. Is it any wonder, then, why so few Americans (the vast majority of whom don’t have the same $100,000 head start) ever “make it” financially?


Remember what the wise sixth-century BC Chinese philosopher Lao Tzu said: “Give a man a fish, and you feed him for a day. Teach a man to fish, and you feed him for a lifetime.” In other words, if you could redistribute the wealth of this nation to every citizen, the odds are that the bulk of it would be squandered or lost within a generation. Any approach that doesn’t teach the principles of wealth is doomed to failure.


The Seven Wealth Principles


With this in mind, let’s have a look at a couple of the survey investors and follow them through a ten-year-growth cycle to see how their investments grow. From this analysis we should be able to discern some basic wealth principles. These wealth principles, coupled with the attitudes of a wealthy mind-set, will form the foundation of your wealth pyramid and ultimately make it possible to retire in as little as ten years.


Our first investor is a middle-aged comptroller. His portfolio of investments looks like this:





	
Investment

	

	
Category

	
Value in ten years

	




	
$78,000
	

	
Bank savings
	
$168,396
	




	
$2,000
	

	
Debt reduction
	
$0
	




	
$11,000
	

	
Charity
	
$0
	




	
$3,000
	

	
Automobile
	
$0
	




	
$5,000
	

	
Business
	
$20,228
	




	
$1,000
	

	
Vacation
	
$0
	




	
$100,000
	

	
$188,624
	






Not bad! Our investor will be pleased to learn that he has almost doubled his beginning nest egg. But wait a minute. Haven’t we forgotten something here? What about taxes? For simplicity, let’s assume that our investor is in a 20 percent tax bracket and that the interest that has accrued in his bank savings should be reduced by 20 percent to account for taxes. That leaves him with $154,716 in the bank instead of $168,396. We’ll assume that the business net worth, because of favorable tax breaks, is still intact. Therefore, the adjusted net worth is only $174,944. Does this sound correct?


Not quite. We forgot inflation. His dollars will be worth less in ten years. At 5 percent inflation, his dollars would be worth $107,400. Even with a very low inflation rate, this investor would end up with about as much as he started out with. Not quite as attractive as it first appeared. That isn’t creating any great wealth, is it?


That brings us to the first of seven wealth principles that we can determine from this survey.


Wealth Principle 1: Don’t Count Your Dollars Until They Have Passed through the Strainers of Taxes and Inflation


Always think in terms of “real” dollars, not funny money. Those are the only dollars that you can really spend. Your dollars have to compound at a rate that is at least equal to the rate of inflation plus taxes—and that’s just to break even! No matter how small the rate of inflation may appear, it is an invisible destroyer that must be reckoned with.


Our second example comes from a schoolteacher. His investment portfolio looked like this:



	
Investment

	

	
Category

	

	
Value in ten years

	




	
$50,000
	

	
Stock market
	

	
$129,687
	




	
$5,000
	

	
Vacation
	

	
$0
	




	
$20,000
	

	
Money market funds
	

	
$47,347
	




	
$5,000
	

	
Charity
	

	
$0
	




	
$10,000
	

	
Mutual funds
	

	
$33,946
	




	
$10,000
	

	
Automobile
	

	
$0
	




	
$100,000
	

	
$210,980
	






You should be catching on by now. The $200,000 has not yet passed through the strainers of taxes and inflation. After taxes, the teacher will have $188,784, and 5 percent inflation reduces this figure to about $110,000. This investor did marginally better than the first.


Can you see areas where each of these investors might have done better? Do they have all of their money working for them? No. Some of their money was invested in nonproductive areas. Our teacher put 20 percent of his money into investments earning zero rate of return. On the average, our survey investors spent 27 percent of their $100,000 inheritance on items that would be worthless in ten years. And that difference is significant over a ten-year period.


That brings us to the next investment principle.


Wealth Principle 2: Make Maximum Use of Your Assets and Sacrifice to Invest in Things That Go Up in Value


Every dollar you spend is invested in something that goes either up or down in value. Unfortunately, most people spend most of their surplus assets on the “appearances of wealth”: fancy cars, fine clothes, stereos, TV sets. These items make them look rich, but in reality they become poorer each and every day.


People who are already wealthy can afford to spend a certain amount of their income frivolously, but the beginning wealth seeker cannot afford this luxury quite yet. What is the answer? Avoid, as much as possible, spending any money for consumer goods that go down in value.


Neverborrow money to pay for a car, a boat, or a stereo. If you do have to buy such items, always pay cash. Thus you discipline yourself. From this point on, you will borrow money only to make money.


In our parents’ day, it was not unusual to defer the purchase of luxuries for many years. In our day, what were luxuries to our parents are necessities to us. When choosing between sacrifice and instant gratification, the wealth seeker chooses sacrifice, and the poverty seeker chooses instant gratification. The poverty seeker wants what he wants, and he wants itnow! The wealth seeker knows that if he can just wait and invest for the future, he will eventually be able to buy whatever he wants. In the meantime, he tries to make every dollar count.


Before buying anything, the wealth seeker learns to ask tough questions such as: What will this item be worth ten years from now? Will this item enhance my goal of retiring on schedule, or will it detract? Is this item something that I need, or is it merely something that I want?


Whether you are starting with $100,000 or $100, the principles are the same.


Let’s look at another survey investor:





	
Investment

	

	
Category

	

	
Value in ten years

	




	
$10,000
	

	
Gold
	

	
$40,456
	




	
$10,000
	

	
Precious gems
	

	
$50,000
	




	
$35,000
	

	
Bank savings
	

	
$75,562
	




	
$1,000
	

	
Rare coins
	

	
$4,046
	




	
$10,000
	

	
Money market funds
	

	
$23,674
	




	
$34,000
	

	
Consumer items
	

	
$0
	




	
$100,000
	

	
$193,738
	






This investor’s mistakes are obvious. He is not using his $100,000 to the maximum; only $66,000 of his money is working for him. The rest, $34,000, earns zero interest and is virtually worthless in ten years. Even assuming no taxes on his gold, gems, and coin investments, this investor has a ten-year real-dollar value of about $105,000.


But this example is interesting for another reason. Notice how he spread his investments. Most of our survey investors spread their money among three or more investments. They were “diversifiers.” That brings us to our next investment principle.


Wealth Principle 3:Don’t Diversify! Concentrate All of Your Eggs in theRight Basket


Diversification is a widely misunderstood concept. Any financial adviser will tell you not to put all of your eggs in one basket. You may agree, saying, “If I put all of my money in a bad investment, I will lose everything.” That makes sense, doesn’t it?


Not when you study what the wealthiest of multimillionaires, Andrew Carnegie, said on the subject: “Put all of your eggs in one basket, and then watch that basket.”


Carnegie understood this basic rule of wealth. There is a time to diversify and a time to concentrate. If you are just beginning to create wealth, you concentrate. You pick a strong investment and throw your whole energy into it. Don’t dissipate your energies in a dozen different directions. Become an expert, and when you fail, learn from your failures; add this precious knowledge to your storehouse and proceed to correct the mistake in the future.


As proof of the power of concentration, we find that the top three performers in the survey had concentrated 100 percent of their assets into only a few strong investments.


So what about diversification?


It is just another word for insurance. But as a wealth seeker, you should diversifyonly a small percentage of your assets into low-risk investments such as savings accounts. If your strong suit should happen to go sour, you will have a small amount to fall back on. Just enough to prime the pump and set you back in the game.





OEBPS/Images/logo1.jpg





OEBPS/Images/MSRCover.jpg
CREATING
WEALTH

RETIRE IN TEN YEARS USING ALLEN’S
SEVEN PRINCIPLES OF WEALTH

Robert G. Allen

FREE PRESS
New York London ‘Toronto Sydnoy





