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DEDICATION

The 25 Habits of Highly Successful Investors is dedicated to you active investors who have the sense of purpose and independence of thought to make your own investing decisions, and who seek a novel and creative but yet proven and somewhat structured approach to making those decisions. With 25 Habits, you’ll gain a thought process, and you will at least learn to ask the right questions even if you choose not to manage your own investments. If nothing else, these habits are a smart place to start to appraise any business—including the one you work for.
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INTRODUCTION

Investing Can Be Habit Forming


“Motivation is what gets you started. Habit is what keeps you going.”



—Jim Ryun, former world record holder, one mile run

You have some money to invest. Now what?

Maybe you’ve been investing actively for years, but you’re not that happy with your results. Up one year, way down the next, then sideways in a third year while the markets marched steadily upward.

Isn’t it a little like golf or some other precision sport? You play a really good round one day, really bad the next, and a few good holes in an otherwise pretty dreary round the following week. Or cooking. You do a really awesome puffy pancake one Sunday morning; then the next Sunday it does a face plant on the bottom of the pan and you burn it. On the third Sunday it’s okay, but the kids aren’t smiling about it anymore.

Sheer instinct in any of these situations makes you want to climb back into the saddle. As in golf or cooking, you would like to improve your investing techniques and intuition. You would like to keep doing it yourself—mostly yourself, anyway. You want to get to the point where you can do it (1) well; (2) with some consistency; and (3) without blowing your mind trying to remember what you did the last time.

Like these other skill-based activities, you approach your investing to (1) achieve or exceed your expectations; (2) be consistent and reliable; and (3) do it without beating your brains out or spending hours of precious personal time on it.

You can argue that good investing is a matter of skill, experience, foresight, time, energy, and a fair dose of luck. All of the above are involved in golf and cooking, and I would submit that they’re all involved in investing. But, especially in today’s world (for most of us, anyway) of other priorities, where we can’t—or don’t want to—spend the day in front of the computer checking and analyzing investments, good investing requires good habits.

Without good habits, you may find yourself stuck in a pattern of lackluster, inconsistent investing performance. With good habits, you’ll be right more of the time (notice I didn’t say all the time). You’ll feel better and sleep better because you did the right things. And you’ll take less time—or spend more productive time—to do it.

In that spirit, I offer you The 25 Habits of Highly Successful Investors.

What Do I Mean by “Habit?”

When you think of the word “habits,” what comes first to mind? For most of us, especially prior to the advent of Stephen Covey’s 1989 blockbuster, The Seven Habits of Highly Effective People, the word habit probably conjured up the notion of bad habits such as smoking, drinking, cracking your knuckles, or tapping on the dinner table with your fingernails. Habits that are bad for you, annoy others, or some combination of the two. Not a helpful concept for an investing book, right?

The 25 Habits of Highly Successful Investors isn’t about kicking bad investing habits. It isn’t necessarily about turning the things you do already into habits, although I’m hopeful that you’ve been doing at least some of these things right already.

It’s really about structuring some of the things you do and have experienced, together with some elements of investing that you probably don’t do and haven’t experienced, into a “smart” of repeatable exercises that ultimately improve your investing performance. If all goes well, 25 Habits will improve your performance while taking less of your time (or at least investing more of it wisely) and making you more comfortable with the whole investing process.

Straight Out of the Dictionary

I have a habit of using dictionary definitions to highlight terms in titles or concepts I want to discuss. Accordingly, here’s the dictionary definition for habit from the Free Dictionary by Farlex:

A habit is:

a.  A recurrent, often unconscious pattern of behavior that is acquired through frequent repetition.

b.  An established disposition of the mind or character.

As an investor, particularly a time-constrained investor, which most of us are, you should establish a routine. Instead of approaching each investment decision as if you’ve never made one before, you want a proven method that works for you. You want a method that is repeatable. You want a method that is a process, but is a process simple and clear enough to follow without spending undue time thinking about it. You want to concentrate on the result, and that result is guided by what becomes “a pattern of behavior,” an “established disposition of the mind or character”—something repeatable over and over without thinking about it too much.


Where Do These Habits Come From?



“The chains of habit are generally too small to be felt until they are too strong to be broken.”



—Samuel Johnson, British author and lexicographer

This book is dedicated to setting forth twenty-five “chains of habit” I believe make sense for today’s informed, long-term, goal-oriented, individual investor. I have culled from my own forty-four years of personal investing experience and the experience of other icons of a habitual, value-oriented investing style, namely Warren Buffett, Peter Lynch, Benjamin Graham, and other followers of that investing “school.”

Once again, I have thrown in some terms. Long-term, goal-oriented, individual investor, value-oriented investing style. Before going further, we should take a short side trip into what I mean by each of these terms:

Long Term

You hear the term all the time—yet—what really is the long term for an investor? We hear a lot about “buy and hold,” and many of us at one time or another have done it. (Or our parents did. Mine bought thirty-five shares of General Motors and stuffed the certificate in a safe deposit box. From that time forward they bought only GM cars. They apparently intended to hold the stock forever.) That was in an era where change came more slowly and industries lasted longer—think about railroads, radio, the auto industry—significant change took thirty, fifty, even 100 years to occur. Today, industries change much more rapidly. Think about plays in the Internet, PC, restaurant, or entertainment businesses for just a few examples of industries that change rapidly or even run their course in five, ten, or twenty years. Indeed, even stalwart Microsoft has defended against its antitrust suitors on account of its fears about survival, not against competitors, but against technological evolution and eventual demise of the PC. So what is long term? For any given investment—maybe five to seven years, depending on the industry.

Goal Oriented

This sounds a bit fluffy, but what is your investing goal? Fast, short-term cash? Longer-term growth? To hit an eventual number for college education, retirement, or simple financial security? The approach in 25 Habits has a foot in both camps—to achieve long-term, relatively risk-averse growth, with a modest amount of cash return thrown in during the meantime to enhance your total return and “pay yourself now.” Another goal: to achieve a modestly better return—a few percentage points better than the overall market return with lots of singles, doubles, and base runners, not so many home runs and strikeouts.

Individual

25 Habits is aimed at the individual investor, that is, the investor who takes charge of his or her own investments. Such investors may do all of their own investing, or may throw some or all of their investing decisions “over the wall” to a professional adviser or fund manager (mutual funds) or index creator (ETFs, or Exchange-Traded Funds) to balance their decision making and lighten the load for at least part of the portfolio. The individual investor making his or her own decisions follows habits, while the investor working with or through the adviser looks for evidence that a professional adviser is “on board” with some of the more important ones. Incidentally, Habit 9: Appraise Funds Realistically, is about making sure a fund is worthwhile and is in sync with your investing objectives.

Investor

You’re not a trader, not a speculator, not someone climbing on board with the latest investing “story” like Facebook or Webvan years ago; you’re not someone looking for something to brag about at the next cocktail party. 25 Habits investors look for solid longer-term returns on their precious capital deployed rationally in good businesses, and they invest in shares of businesses as if they’d like to own the whole thing.

Value Oriented

This book follows the so-called value school of investing. “Value” investing takes a rational view of the financial and intangible fundamentals of a business and values that business simply in terms of what cash return you will net from it over the course of ownership—nothing more or nothing less. When you invest, you look at that “intrinsic” value against the price of the business—the share price. If it looks like a bargain, that is, if the price gives you a margin of safety, you buy it.

As suggested above, 25 Habits is drawn from my own investing experience but is heavily influenced by the icons of value investing, especially Warren Buffett. The Buffettonian style, which considers the growth potential to be an important component of value, is my primary inspiration—which, incidentally, dismisses the notion held by many mutual funds and their followers that a fund must be categorized either as growth or value.

Former Fidelity Magellan fund manager Peter Lynch gives us the notion in his One Up on Wall Street and elsewhere that the best businesses are the ones that look good “on the street,” that is, on Main Street. The basic question is, are they succeeding in the marketplace? If they are, then they will succeed in the stock market eventually as well.

This and my own personal experience drive home the notion that future financial performance is at least as much a function of future marketplace performance and other “strategic intangibles” and less a function of past financial performance. It’s this latter element that most investment analysts center on. As an investor, you’re really more interested in future results than past results. Thus, several of the 25 Habits are aimed at intangibles—Habits 13–15, Put on Your Marketing Hat, Put on Your Street Shoes, and Sense the Management Style. They offer tips aimed at assessing future performance.

To Whom Do I Speak?

With these ideas in place, what do I assume about you, your experience, and your base of knowledge?

1.  You’re busy. This isn’t what you do for a living. You have a “day job” or a retirement base, and you want to grow what you have or earn, but you probably have only a few hours a week, at most, to dedicate to your investments.

2.  You’re an investor. Not a trader, not a speculator, and not a market player. (There are lots of other books out there for that.) You’re investing for moderate longer-term return on your money.

3.  You’re a stock investor. Most of what I talk about involves the purchase and ownership of stocks, not bonds, gold, other commodities, real estate, money market instruments, and other investments. Although some principles, like Habits 23–24, Don’t Marry Your Investments and Sell When There’s Something Better to Buy, do apply.

4.  You’ve done this before. In 25 Habits, I don’t explain what the stock market is or how it works, how online brokers work, or how mutual funds and other types of investments work. The basis for this book is owning common stocks—shares of businesses you would like to own as a business.

5.  You want to do at least some of this yourself. The habits put forth are aimed at those of you who want to make at least some of your own investing decisions, although they can also help you ask the right questions of a professional adviser and analyze the performance of a fund manager.


RELATIVES ON THE BOOKSHELF

This book is intended as a stand-alone book. But it is also intended to dovetail with my series The 100 Best Stocks to Buy (coauthored with Scott Bobo), which is updated and published annually. In that series I apply most of these principles and habits to selecting the 100 Best Stocks. Therefore, if you want to see these habits in action, go there. If you came from reading a 100 Best Stocks book, you’ll find more here on how I selected them and how you can do it yourself. Either way, these books can work on their own but are really meant to be together.



The Three Cycles of Investing

Now, we get to a few words on the actual anatomy of The 25 Habits of Highly Successful Investors. In crafting 25 Habits, I felt it important to group or categorize the habits according to the three main activities you’ll do as an investor:

•  Developing your investing style. As an investor, the first and most comprehensive “thing” you do is to develop an investing style. Every investing style is different, for every investor has different needs and perceives how an investment meets those needs differently. If all investors did the same thing to achieve the same goals, there would be no real market; all money would flow to a few specific investments (which wouldn’t really happen, because nobody would sell them). Your style is a foundation, applied over and over and based on your needs, risk tolerance, and time, and added to by experience. You’ll develop and use some information and analytic tools along the way to make your style work better. I group six habits in Part I: Style for Success.

•  Buying a security. What most of us think about when we think about investing is the actual selection and purchase of a security—as addressed in this book mainly, investing in a stock. Here, you learn repeatable approaches for buying a stock like you’re buying the whole business, basing the decision on fundamentals, intangibles, and price. Twelve “buy” habits are presented as Part II: Appraise for Success.

•  Owning a security. What fewer investors think about—or at least, what they tend not to form good habits around—is what to do with a stock, that share of a business, once they buy it. How do you keep track? How do you verify that your investment is still the best place for your money? How do you manage the investment to maximize your return from it? When do you sell? These are all questions a small business buyer would ask about owning the business. The final seven habits are presented in Part III: Own for Success.

Ready? Here we go.






PART I

STYLE FOR SUCCESS:
 CRAFTING YOUR INDIVIDUAL INVESTING STYLE

Some very talented and intuitive people can pick up a golf club and tee off without a hitch. Or they stand behind a podium and get their speech right the first time, right off the bat (pardon the mixed sports analogy). Don’t you hate them? For the rest of us, it takes some preparation to start and to feel good about doing something. We want to learn and think about it, and know the ropes (oops, there I go again) before we try. Eventually we all seek a reliable, repeatable style. Over time, we “get the feel,” and expect our style to improve. The same applies to golf, public speaking—and investing.

Part I provides six habits covering important techniques and thoughts to help you initiate—and refine—your own personal investing style.






HABIT 1

Know Yourself—and Know What to Expect

It’s a warm Friday evening, and you’ve settled in to watch Sleepless in Seattle or some other classic favorite movie on your DVD machine. Just as you hit the “Play” button, your cell phone quacks at you. It’s one of your old college buddies, Josh.

He asks you to go whitewater rafting tomorrow. “It’s going to be hot. You’ll love it. C’mon, give it a try.”

Uh, huh. Yeah, right.

You hate cold water. Really, you don’t like water, period, and you especially don’t like being in it. You don’t like slippery rocks. You’re not sure you’re up to the inevitable splash fights or free-fall (or so it seems) rapids or other chances you might take. And the mosquitoes and harsh sun—not to mention the potentially uncomfortable and silly chatter of old buddies of an era gone by.

But it does kinda sound like fun, doesn’t it? Might be just the thing for a hot day, and to reconnect with your buds. You might not only get a kick out of it, but also find a new activity and pleasure and something new for the future.

You should do it.

What do you do? What do you tell Josh?

Like most great adventures in life—at least those not entirely within your profession, your personality, or your daily comfort zone—you might step back for a second to review who you are, what you like, and what you expect to gain (or lose) if you say “yes.”

You’ll have to decide if the pleasure is worth the effort, cost, or possible discomfort you might experience along the way. Is the gain worth the pain? That, of course, is the bottom line.

Perhaps it’s a bit of a stretch to compare investing with a summer weekend rafting trip, but in some ways they’re similar. When you’re investing, you know that from time to time:

•  You’ll get wet.

•  You’ll get scared.

•  You’ll be uncomfortable.

But, you’ll experience the thrill of success and accomplishment along the way. And, your financial future is likely to be more secure as a result.

With both adventures, you’ll want to think about the probable outcomes. You’ll want to keep the entire adventure within your comfort zone. You’ll want to imagine what you will get out of it, and how much and how often you’ll get wet along the way.

You’ll want to think about what’s reasonable to expect over the long term, what the realistic outcomes are, and decide whether the reward is worth the risk. As you would with any adventure, personal or professional, good investors habitually:

•  Sense the outcomes.

•  Sense the risks.

•   Set reasonable expectations.

•  Stay within themselves.

•  Take what the markets give them.

Good investors, by habit, have a healthy and balanced view of what they’re about to undertake.

Know What You’re Trying to Accomplish

Why invest? That’s the first question any prudent investor must answer.

Investing isn’t about bragging rights, nor do you invest “because everyone else is doing it.” A prudent investor invests to enhance the growth of personal income and wealth over a period of time. By buying a stock or fund or bond, you wisely deploy your personal capital into the capital markets to achieve a return—nothing less and nothing more.

In your profession, you earn income. Over time, if your finances are well managed, you’ll save some of that income. Investing is (or should be) done to produce some return in the form of current income and/or growth, of that savings. Eventually, as you age, investment growth and income overtake your current earnings in size and importance, and if all goes well they should produce more than your then-current income after you retire.

In a nutshell: Make it, keep it, grow it.

These six simple words really are what personal finance and wealth management are all about. Investing essentially covers the “grow it” part. If you make it but can’t keep it, you’ll have nothing for the future. If you make it and keep it but can’t grow it, you’re likely to consume whatever “seed corn” you have and deplete your savings. Investing should guard against that outcome.

So a big part of Habit 1 is to deploy make it, keep it, grow it in your personal finances.


Know What’s Realistic


Do people make millions in the market? Sure. But not very many, at least not very many mortal individuals like you or me, right? People make millions on lottery tickets, too, but even fewer—too few to really matter—attain their wealth this way.

As an investor, you should develop the habit of having reasonable expectations. Baseball provides a good analogy: sure, you can swing for the fences to try to hit home runs, but you’ll strike out a lot, and the home runs will likely be too few and far between to be of any consequence for the team.

If you have reasonable expectations—and stay within those expectations—you’ll likely come out ahead. As a baseball hitter, you’ll get fewer home runs, perhaps, but a lot more singles, doubles, and the occasional triple. As a whitewater rafter, you won’t get wet as often, and you’ll enjoy the raft trip more. You won’t have to deal with the pain and ambiguity of being dumped in the rapids—in financial terms, of major failure—quite as often. Your investments, while always needing some attention and upkeep, won’t keep you up at night.

Investing Returns—and Their Alternatives

So what is a reasonable return to expect from your investments?

That’s a tough question these days, especially as volatility has increased and markets can turn up or down seemingly on a dime. Beyond that, we all hear about the increased cost of things we save for long term, such as retirement or a college education, and we panic at the idea that our savings just won’t reach far enough. We start to feel as if anything less than a 20 percent annual return won’t do.

Knowing what you can expect is critical, not only for planning your long-term finances but also for understanding alternatives. What do I mean by “alternatives?”

Any investor should know the alternatives, and should invest only when investing is the best and most prudent alternative. If the stock market indicates a 5 percent return but you can earn 6 percent with a virtually free bank CD or 7 percent (implied) by paying off all or part of your mortgage, these alternatives must be taken seriously for at least part of your investible capital. Similarly, within the world of investing, an investment that can deliver, say, 10 or 20 percent returns with greater risk must be compared with alternatives earning 2 or 3 percent with relatively lower risk.

Good investors get in the habit of constantly evaluating alternatives. (See Habit 24: Sell When There’s Something Better to Buy.) Good investors are also in the habit of using a moderate, achievable investment return as an assumption for the future growth of their wealth.

Reasonable Returns—Over the Years

Back to the current question: What should you expect from your investments? What is “achievable?”

For years, the rule of thumb offered by the financial community for stock market returns was 10 percent. Data collected from the 1920s until about 2000 bore this out—market performance plus dividend payouts came pretty close to 10 percent.

Now, how can a stock market, which really is a sum of the values of all corporations traded in that market, return 10 percent per year when the total economy, measured by Gross Domestic Product (GDP) is growing say, between 2 and 4 percent a year? Does this make sense? Can corporations, taken as a whole, grow faster than the economy as a whole? And, if so, is this sustainable?

These are great questions, and all investors should wrap their heads around the answers. In fact, stock market investing returns have outperformed the economy as a whole over the long haul, but not by as much as the numbers might suggest. Furthermore, it appears that the rule-of-thumb 10 percent return has moderated. Today it’s closer to 7 to 8 percent.

Where did the 10 percent come from? There were three components:

•  GDP growth—real economic growth—averaging 3 percent

•  Inflation—averaging perhaps 3–4 percent over the long haul

•  Dividends and payouts—cash earned and paid out by companies and not retained as part of the company’s value. The average payout, at least for S&P 500 stocks is just over 2 percent.

If you add these figures, you get to the 8 or 9 percent range. The final 1 to 2 percent (to reach 10 percent total) is probably attributable to large publicly traded companies doing an increased share of total business, as they force smaller competitors and mom-and-pops aside. So the 10 percent figure, so long as this market share gain was intact and so long as the economy as a whole pulled forward in the 2 to 4 percent range, made sense.

Today, however, economic growth as measured by GDP has waned somewhat, and that market share growth has probably also waned. Many companies are seeing renewed competition from smaller, more nimble firms, especially as larger firms downsize and outsource more of their business. A rather dramatic case in point (pardon the pun) is offered by the beer industry, where big is no longer best and market share enjoyed by the larger brewers is reverting back to small brewers, microbrewers, and so forth.

So what is “reasonable” to expect today?

Here’s a number: from 1929 through 2011, as measured by the S&P 500 index as a broad indicator of all stock market performance, the stock markets have gained 5.1 percent per year, compounded, over that 83-year term. As a real number, it implicitly includes inflation effects, market share gains, etc. Add to that the 2.2 percent or so in dividends, and you get to a 7.3 percent annualized return for stocks.

That’s nice—7.3 percent, versus something less than 1 percent these days for most savings accounts, and even a paltry 1.5 percent for government bonds—who wouldn’t want to be in stocks? Well, the answer is simple—that 7.3 percent comes with considerable variation, or as market pros call it, volatility, from one year to the next.

In fact, in only 14 of the 83 years, the S&P 500 did grow in single digits. That means that in 69 of the 83 years, the change was something larger or smaller! How could any investor sleep at night?

While this sounds awful, there is some good news. First, some 55 of the 83 years are positive. Second, 46 of the 83 years are within a relatively benign 0 to 30 percent range—if you think of it as rolling dice, most of the outcomes are positive, and most are better than the 5.1 percent long term average. Still, in the really bad years, in the 1930s and more recently 2008, things can get really bad, and those assaults and corrections can really “ding” the averages.

Good investors are aware of these figures, and should be quite happy with 5 percent growth with some current payout, in the 2 percent range. It’s reasonable to expect a little bit more—but 20 percent a year ongoing is simply not realistic.

Know Yourself

Back to that rafting analogy presented at the beginning of the chapter. Assuming you find any of the pleasures of rafting worthwhile at all, what are you willing to risk to entertain those pleasures? If you’re a risk taker, you probably don’t mind finding yourself in the river once in a while in exchange for a chance to enjoy the thrills of speed and action. Spills for thrills, right?

Most rafters, on the other hand, wouldn’t mind getting wet occasionally to enjoy the adventure, the camaraderie, and the cooling refreshment on a hot day—but don’t want to be pitched headfirst into an ice-cold, swirling, rock-infested rapids. In the investing space, most investors are willing to put up with a down day here and there as part of the process of reaping decent gains and finding a winner here or there, but aren’t comfortable risking large amounts or enduring painful declines for a chance to double, triple, or quadruple their cash overnight.


IT’S INVESTING, NOT TRADING

Investing isn’t (or shouldn’t be) gambling. It is taking calculated, prudent risks to achieve decent returns over time. Overnight or short-term windfalls are nice, but they aren’t the goal. Similarly, investors don’t buy and sell, buy and sell, hoping to capture a short-term gain. That’s trading. Trading isn’t necessarily gambling, but it is typically playing in the market as a professional securities dealer would, buying and selling, buying and selling, trying to capture small opportunities in the market over and over. Trading isn’t necessarily a bad thing—if you have the time, energy, and expertise to pull it off. But it isn’t the mainstream activity of those who read this book. This book is about the habits of the investor, not the trader.



So who are you, as an investor? What kinds of risks are you willing to take? Would you rather have $5 in hand or a 10 percent chance at winning $50? It’s important to know what makes you feel good and particularly, what makes you feel bad as an investor. You want to know yourself, and you want to stay within your comfort zone as an investor. If you don’t, you might end up doing dumb things, just like you might do on the rafting trip. If you’re the type who prefers to avoid falling out of the boat at all costs, and you fall out anyway, that can set your confidence back for years, if not forever.

You can assess your own tolerance for risk by envisioning what might happen in the markets and how you might react to it. How would you deal with a ten percent decline in your investments? A 20 percent decline? A year like 2008, where the S&P 500 dropped some 38 percent, almost all of it in the last four months of the year?

Your past life experiences will tell you something about your risk tolerance and risk profile. When seeking your job, spouse, your place to live, the car you bought, or for that matter, any purchase, did you balance bigger rewards against some significant risk or uncertainty? Or do you tend to seek the “sure thing,” the “safe bet,” the choice with a little more predictability at the expense of pleasure? Of course, some people are willing to take more risks socially or with their lifestyles than they are with their money, so even this test isn’t a sure bet to determine who you are as an investor.

There are tools out there to help appraise your risk as an investor. They measure your willingness to risk loss for the promise of a larger gain. I recommend taking a short risk assessment quiz available from Rutgers University at www.njaes.rutgers.edu/money/riskquiz/; there are lots of others out there too.

Of course, outside of a thrill seeker or habitual gambler, nobody takes risks unless there is some reward. The reward of a 7 percent, 8 percent, even a 10 percent return versus leaving your money in a bank is substantial and worthwhile. So part of the process of investing is to understand not only your tolerance for risk but also the rewards that might accrue to you if you take it. In Habit 2: Know and Use Basic Investing Math,I’ll show the substantial rewards of earning even just a little bit more per year on your money.

Invest What You Can Afford to Lose

If you’re a “sleep at night” investor, you may only put at risk what you can afford to lose in a worst-case scenario; you’ll leave your other powder dry in the form of cash savings, your home, and so forth. Prudent investors shouldn’t invest to the point where vital cash reserves, a car, a home, or a college fund must be tapped into to put food on the table.

You may find that it helps to tier, your investments (as I’ll describe later in Habit 5: Segment, or “Tier,” Your Portfolio) into smaller segments. For example, you can create a smaller pool of “risk” capital invested for higher returns that you can easily afford to lose; combine this with other larger segments of your portfolio engaged in such a way as to make losses less likely. The 10 percent you could easily afford to lose is invested differently than the next, say, 20 percent. Losing that larger portion would be a little more painful, so you invest it in lower-risk stocks.

Make Sure Everyone’s in the Boat

The examples given so far focus on you as an individual investor. That’s fine—if you’re the only individual involved and only your capital is at risk. But last time I checked, the majority of Americans of investing age are married and/or have some sort of family; the money isn’t all yours. Read the memo before it wrecks your household. Unless you’re explicitly declared CEO of your family’s investments, take the time to check out the risk profiles and preferences of others in your family unit. Make sure they’re on board with the objectives, what returns are reasonable, and what risks might be taken to achieve them.

I’ll take that back. Even if you are the “investing CEO,” it’s still a good idea to check. You might have differing ideas of what you can afford to lose. In any event, if everyone is on the same page about investing objectives and risks, you’re far less likely to be thrown in the water by a family member, and your investing life will probably proceed much more smoothly.


Get Into the Habit

•  Know what you’re trying to accomplish. Say it out loud, discuss it with your family, and write it down.

•  Know what’s realistic to expect.

•  Decide if you are happy meeting, exceeding, or staying slightly under market returns, given the risk and energy involved.
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