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Dear Reader,

I am very pleased to offer this, the third edition of The Everything® Guide to Investing in Your 20s & 30s. I’ve been involved with the financial market since 1987, and I’ve seen a lot of things.

The investment landscape is always changing in response to politics, government policies, interest rates, and scientific advances—that’s just the way of the world. However, one thing remains constant: Once you know how investing works, you can succeed.

In this book, I will show you how to make sense of all things investments, how to be prepared, how to adjust and adapt by investing in stocks and related investments, and how to add real estate to reliably produce current income and simultaneously build long-term wealth. And because I expect you will have some extra money coming in after your first investments, I will also offer insights into alternative routes like cryptocurrencies, collectibles, and private equity.

I sincerely hope you enjoy this book and that it helps you to start or continue your journey to financial success.

Sincerely,

J. Duarte, MD

Joe Duarte’s Smart Money Passport (smartmoneypassport.substack.com) Joe Duarte’s Sector Selector (buymeacoffee.com/wsdetectivx)










Welcome to the Everything® Series!

These handy, accessible books give you all you need to tackle a difficult project, gain a new hobby, comprehend a fascinating topic, prepare for an exam, or even brush up on something you learned back in school but have since forgotten.

You can choose to read an Everything® book from cover to cover or just pick out the information you want from our four useful boxes: Questions, Facts, Alerts, and Essentials. We give you everything you need to know on the subject, but throw in a lot of fun stuff along the way too.
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Introduction

Over the last few years, the investing world has changed drastically, spiking interest rates and causing issues with affordability across the globe. These changes make investing carefully and strategically even more crucial. Plus, as the world evolves, so does the investing scene; as a future investor, you’ll need the most up-to-date information to make the right decisions for your nest egg(s). And, while investing is worthwhile at any age, it’s especially important in your twenties and thirties so that you get the most out of compounding (having your money make more money off itself over time).

In The Everything® Guide to Investing in Your 20s & 30s, 3rd Edition, you’ll learn about the modern financial world, where you’ll discover plentiful ways to grow your wealth. Within these pages, you’ll find information about the traditional asset classes, such as stocks, bonds, mutual funds, commodities, and currencies, and you’ll also be introduced to the growing world of cryptocurrencies, options, exchange-traded funds (ETFs), and more. Luckily, you only need to master a few of these asset classes and combine them to simultaneously create current income and build your long-term nest egg. Additionally, you’ll learn why financial advisors may be useful and how to DIY your investing portfolio. So, regardless of how you choose to invest, this book breaks down each asset, strategies for investing with it, and much more. You’ll have access to the most up-to-date information in an easily understood way.

While investing can be chaotic, with the information found in this book, you can seize your opportunity to make powerful financial changes. So, if you’re wondering which stocks are safe and which may be too risky, which can offer you the best return on investment, which investments are best for you, or even how to plan for investing in retirement, you’ll find all the answers here. After all, the best asset is knowledge, and grasping and learning how to take advantage of the state the market is in—regardless of what that state is—will lead you toward success.

In addition to everything mentioned previously, you’ll also learn:


	How you can afford to invest, given your current income and financial restrictions

	How willing you are to take risks with your money

	How to manage that risk to make money now and in the future

	How a financial advisor can walk you through your options and help choose the best asset classes (stocks, bonds, cryptocurrencies, and more) for you



Most importantly, you’ll learn how to develop a plan for your current income, allowing you to safely build your wealth. Whether you’ve invested and are looking for more information or you’ve never invested, if you are in your twenties and thirties, time is on your side. Starting to invest in your twenties and thirties will give you ample opportunities to build the kind of financial future that you are looking for. Turn the page, and let’s get started.







CHAPTER 1 Are You Ready to Become an Investor?


When thinking about investing, it’s best to understand the big picture. Investing is traditionally the long-term process by which you build wealth. During periods of inflation, it’s also a process through which you build current income. Either way, it has two basic components—saving and compounding. You save with the purpose of investing that saved money. Compounding is what money does for you by earning interest, by the price appreciation of your investments, or both. Together, these two processes grow your money. Once you understand these concepts, you are ready to get started.

In this chapter, you will learn all about the current world of investing, setting achievable goals for your investments, and how to adjust your expectations of growing your wealth. You’ll also understand if you have everything you need to invest by using the “Ready to Invest” test toward the end of this chapter.








Setting the Scene to Invest for Now and for Later

Investing has two time frames: the present and the future. The first step is to ground yourself in the present; ask yourself whether you can afford to invest, and if not, how you can take steps to afford it. The rest will follow.


FACT

Compounding and saving make your money grow faster. If you start with $1,000 and add $50 per year, you will end up with $1,250 after five years. If you earn just 5% interest on your money and still add $50 per year, after five years, you will have an extra $276.28.




The Stock Market Is for the Present and the Future

Inflation takes a bite out of your finances, but investing in stocks offers a double-edged solution for the short and long term. For the long-term income, invest in your 401(k) plan and individual retirement account (IRA). For short-term income, work a side job and trade in stocks and related instruments. As you build capital, you can further provide short-term income via real estate investments that, along with your targeted stock trading, will increase your current income.




What Cash Flow Is and How to Manage It

Your short-term income goal is to have positive cash flow, or money left over after you pay your bills. You can then use that excess cash flow to pay down your debt and eventually build working capital to invest in real estate, which will expand your opportunities for current income.


FACT

Successful companies focus a great deal of energy on their cash flow. That’s because positive cash flow is the lifeblood of key areas of their business, such as expanding operations and offering performance bonuses.



There are two ways to increase your cash flow. You may pay down your debt as quickly as possible, or you may increase the input into your working capital fund. For the second option, work some side hustles and/or fine-tune your stock trading skills. Over time, you’ll see steady progress.




How Will You Finance Your Investing?

The money you use for investing can come from anywhere—a savings account, an inheritance, or even a lottery win. For most people, investment money is money earned from a side gig or profession. However, those with good credit and sound savings plans can prudently borrow money to invest in tangible assets to generate income, such as real estate. If you’ve got some money set aside, you’re ahead of the game; the more you have, the better your starting point, especially if you use those assets as loan collateral. At the same time, it’s good to never borrow money for investing until you gain experience, have solid finances, and know your way around the markets—one bad decision could put you in a difficult place.


ESSENTIAL

Maximize your contributions to 401(k) plans and IRAs to set up your future nest egg. Traditionally, billionaires built their fortunes by owning and managing their businesses and then leveraging the business proceeds into stock investments. During periods of inflation, however, it’s necessary to use the power of the financial markets to build up a business prior to leveraging it to build wealth. During periods of inflation, it’s best to trade stocks and use the proceeds to pay down debt and use excess cash flow to build a business.



With lagging inflation, retirement plans and passive income vehicles (like real estate) are the ground floor for building wealth. Additionally, side hustles and short-term trading in the financial markets help generate current income and expand your investment capital.

To figure out if you can afford to invest, count how much money you have left at the end of the month after all your bills are paid. Even $100 is a good start. Build your solid foundation by saving the excess money in a bank account or a money market mutual fund. A mutual fund, which is similar to a savings account, invests in short-term-interest-paying bonds (maturity of less than ninety days) such as US government Treasury bills or commercial paper (short-term bonds issued by corporations). A money market mutual fund is a holding tank for your money as you plan your investments. The more you save, the faster you can move into more aggressive investments. If you have less than $100 at the end of the month, you should work a little harder to control your expenses or figure out how to make more money, such as a side hustle or working overtime, while balancing family and other important aspects of your life. Don’t fret, $100 is a great start.

When you have at least $1,000 or more saved, buy some shares in a mutual fund that invests in stocks or bonds, a good entry-level place for investors. Always go for more. So, if it was easy to save $100 the first month, get greedy and go for $200 the next month, so you can grow your nest egg faster and benefit more from compounding.


ALERT

Before investing, pay off as much debt as possible. Think of debt as a big sack of potatoes that you carry on your back everywhere you go that drags your future down. Being lighter makes you move faster.



If you don’t have extra money at the end of the month, review your expenses and trim them where you can. If you’re trying to make money without some kind of reliable backing, you’re asking for trouble. So don’t put your rent or food money into a mutual fund; you may find yourself without a place to live or going hungry.





Details Are Important

Successful investing requires paying attention to the details of what you do and how you do it. For example, plan what you will set aside for both current income and long-term wealth building, how often you will invest it, and how you will monitor your progress. Over time, as your investments grow, adjust based on your needs and your progress. Revisit your goals and expectations at least every three months. Work your way from $100 per month to $1,000 per month. And, as you save money, research different mutual fund companies to find the ideal one for you. Well-known, reliable mutual fund companies include Fidelity Investments, Vanguard, and T. Rowe Price.


ESSENTIAL

The reasons most small investors give up are a lack of cash and risking too much too soon. That causes difficulties during tough times. Markets will always rise and fall, so to stay in the game, set aside as much as you can in your money market fund before you try to put it to work. Then add as much as you can as often as possible to maximize compounding. Eventually, you’ll use the stock market to fund your current income and build future wealth.








Know Your Risk Profile

Knowing how much you are willing to risk in investments depends on both your personality and your ability to be objective based on your circumstances. If you are willing to jump out of an airplane without a parachute, you might like to trade options and futures without doing your research or doing some paper trading without risking real money. Of course, that course of action is certainly not recommended. However, people who don’t like to leave their house if there are clouds in the sky don’t make good investors either.

Still, it makes sense to know how much of a risk-taker you might be. Once you know, you can explore the different kinds of investments and methods that may make sense for you. Regardless of your risk profile, as an investor, there is no substitute for planning, study, risk understanding, and patience.


ALERT

Trading options is risky, but selling options produces income. This technique is useful and worthwhile after you’ve gained some stock market experience.



To gauge your risk profile, ask yourself these three questions:


	How much can I afford to lose?

	How much do I need to reach my goals?

	How do I react to losing?



If you have only a few hundred dollars to your name, and you need them to get by, you should avoid high-risk investments and concentrate on saving money that you will invest in the future. If your goal is to have a million dollars by the time you retire and you are only twenty-three years old, you’re in good shape, as time is on your side. But it won’t happen without planning, work, and execution, as everything depends on how much money you can save over time and how well that money can be invested to maximize both current income and wealth building. If you get sick to your stomach when your favorite sports team loses a game, lower-risk investments may be the way to go for you, especially when markets become volatile in response to an unexpected event that is well beyond your control.




Setting Realistic Goals and Timetables

Your timetable starts when you decide to start investing. First, note that you have two goals: current income and building wealth. Then, decide when you will open your account(s) and how much you will allocate to each goal. If you have money set aside, you’re ahead of the game. If you have less than $1,000, your best bet is to put that money in the bank or a money market mutual fund and continue adding to the account until you have enough to start investing. If you’re looking to invest soon, avoid putting that money in a CD (certificate of deposit) or another type of account that won’t allow you to add to it or that will limit how often you can put money in or take it out.


Put It in Writing

Wishing for something won’t help you get it, but writing your goals on paper, reading them frequently, and reviewing and refining them will get you places. Note your goal(s), the time frame to reaching them, the amount of money you’ll need, how much you have now, and what you are willing to do to get to your goals.

If your long-term goal is to retire early, write down the age of retirement, where you’d like to live, and how much money you think you’ll need. Write it in such detail that you can see yourself doing it. “I want to retire when I’m fifty. I want to move to Cape Cod and live in a house by the shore with a great view of the sea. I plan to do a little consulting work on the side and run along the beach with my dog every day.” If you have shorter-term goals, like owning a home or visiting a particular foreign country, include those as well and divide your savings and investing capital among them. Also, be specific about how much money you will allocate toward producing current income and the amount you will allocate toward building wealth.

Break the process down into stages. Set monthly, quarterly, and yearly goals. Be specific. Write down exactly how much you’ll put into your IRA or 401(k) every month and how much you will deposit in your current income-generating account. Decide how much you’ll pay in debt every month and to whom, and how much money you will dedicate to each area. Know that this process will require a great deal of time and planning, and it’s likely to require adjustments along the way.





Review and Refine Your Plan

Keep a set of lists with clear and concise objectives and revise them frequently, sometimes every day, but at least monthly. The time interval between checkups and changes is up to you. The key is to get in the habit of making your financial situation something you monitor and adjust frequently, especially when your situation and your needs change. Most of all, keep track of your progress.

Moreover, consider getting help as needed. For example, is your spouse or significant other participating in the plan? Does that person understand the goals? If it’s not going the way you planned, take a step back and review the situation alone, then as a couple. Give yourself credit for what you’ve accomplished and review where things didn’t go as you planned. If your goals change, it’s not a setback; it’s just a reboot. Go through the same process of planning for your next goal.

Simply talking things over with friends or relatives may be helpful. If what you’re doing isn’t working, it may be time to get a second opinion. By raising the issue with someone who’s been there, you may be able to reevaluate the situation. The answer may be something as simple as finding a good financial advisor or shifting your priorities.

Research good online resources for retirement planning, building wealth, and personal finance, like MarketWatch.com’s personal finance and retirement sections. The personal finance section offers great ideas for budgeting, saving money on credit cards, and finding bargain trips, as well as great general tips on how to increase your current income and save money. The retirement section is terrific for getting organized and staying updated on changes in mutual funds, IRA rules, taxes, and what to do with your 401(k) plan.

Discount brokers are great resources for baseline savings and investing information. The key is to continue to build capital. So even if you’re stuck, continue to put money in that savings account or money market mutual fund as you figure out your next move. You can use Joe Duarte’s Smart Money Passport Substack (https://smartmoneypassport.substack.com) to trade stocks for current income.







How Much Will You Need to Get Started?

Theoretically, you can start with a nickel. But in the real world, the more you have when you start investing, the better off you’ll be. What’s even more important is gauging how much you’ll need to save and invest over time and to adjust this as your financial situation changes. A rule of thumb used by some mutual fund companies is that you should save eight times your annual ending salary, the money that you have after taxes and expenses, to retire. This is a great guideline for your 401(k) plan or IRA. It’s not likely that a young person can do that right away, so it can be done in a stepwise fashion.


ALERT

Searching through the free content on a mutual fund or bank website can give you a fair amount of useful information. Just be aware that their goal is to get you to invest your money with them. Make sure that you use any sensible information without necessarily buying into a sales pitch.



For example, if you start at age twenty-five and you save one time your ending salary by the time you’re thirty-five, the next goal should be to save three times your ending salary by the time you’re forty-five, five times by the time you’re fifty-five, and so on. Remember, this is just a formula. Life isn’t always this neat, but you do have a benchmark. You can modify this formula by starting to save earlier, adjusting the amounts more frequently, or changing your retirement age goal. You can also try to put extra money away every chance you get as long as you add it to the original goal amount. Become a savings machine for your retirement and future wealth. If you have a 401(k) plan as your main retirement source, max that out and start a separate IRA to add more money to your retirement.



When Getting Started, Always Think Liquid

You’ve got some savings, you’ve got a plan, and you’re looking for ways to get things moving. One of the most useful things to do when investing is to consider the flexibility or liquidity of any investing vehicle. Liquidity is the ease of moving the money around—cash in hand is the most liquid of assets. Liquidity certainly comes in handy if something changes, such as a sudden short-term price drop in the stock market that gives you an opportunity to buy shares at lower prices. Let’s say that you get a side gig that pays quickly, or you get a bonus or a raise at work. Suddenly you have extra money. That extra money could take you to your $1,000 initial investment target, letting you start your investing plan sooner than you might have intended. If your savings is locked up in an illiquid CD that won’t let you move the money around for six months or a year, you’ll be stuck and will have to wait until the CD matures before you can get started on your longer-term investment plan.




Bank Accounts versus Money Market Mutual Funds

Bank accounts and money market mutual funds are the most liquid savings and investing vehicles. And although they are similar, they are not the same. You set up a bank account with a bank and you open the money market mutual fund with a brokerage or mutual fund company. Savings accounts pay interest rates, but usually not as much as a money market fund through a brokerage firm. Checking accounts sometimes pay minimal interest.

Money market mutual funds pay interest rates and may have check-writing privileges, but they often require as much as between $1,000 to $2,500 minimum balance, and some may limit the number of checks you can write from the account.

Therefore, it is a good rule to have a bank account for savings, a checking account for paying bills, and a separate money market mutual fund as the central holding area for investment capital. A good operating rule is that when your savings account reaches a certain milestone, you should move money into your money market fund. That’s because your money market fund is the first leg of your current income strategy.

Open a money market mutual fund account as your initial investment decision. This account will serve as your central investment account. From there, you can switch money to mutual funds, stocks, and other investments with a phone call or a click of your mouse.


ESSENTIAL

Think of your savings account as your emergency fund, and your money market fund as your capital investment account. Build investment capital by putting money in your money market fund before putting it to work. By delaying transferring money directly into a mutual fund, exchange-traded fund (ETF), or individual stocks, you are providing a cushion against potential losses and building up your cash reserves. Plus, once you gain experience, you can use the money to make short-term stock market trades to help you pay bills. You may be able to set up your money market fund to automatically transfer money from your bank account or set up separate money market funds for saving and trading. Bottom line: If you deposit $500 into your money market every month, you should only invest a portion that you are comfortable with, such as $250, in your stock or balanced mutual fund.



Next, you’ll decide how much money to set aside for investing and how often you will add to your investments. A good method is to add a constant or nearly constant amount every month. If your goal is $100 every month, but you only have $50 this month, add the $50. Try to add $150 next month. No matter what, just keep adding to your account.


FACT

A brokerage account is flexible and anchored by a money market fund from which you can buy stocks, bonds, and mutual funds.



Even if you check your balances every week or month, give your accounts a thorough checkup every three months. If you’re not where you thought you should be, ask yourself why and do your best to make it right. You can adjust your timetable to conform to your circumstances. Things happen, so if you lose your job or a health emergency pops up, things may be difficult for a while. Stay patient and do your best to stay on track. But if you get a promotion and a raise, give your investment account a raise, too, and modify your addition schedule.

When you reach a milestone, like when you get to your first $10,000, see what you can do to get to $20,000 faster than what it took to get to $10,000. Then do it again when you get to $30,000. Always give yourself room for error, but always make changes and look for ways to make your returns better. Investing is a fluid process. And those who keep up with what they are doing in a systematic fashion do better.






Know Before You Invest

Once you’ve opened your investment account, keep that money in the money market mutual fund as long as it takes for you to decide what to do with it. Remember, as you start, you’ll need time to become familiar with the stock market and how you can use it to give yourself occasional paychecks, which you can use to pay bills. Shares in a money market mutual fund do not fluctuate in price. Although you are buying shares, each share is worth $1. That won’t change unless very difficult financial circumstances develop. It has only happened once in the history of investing, during the 2008 financial crisis.


FACT

The Federal Deposit Insurance Corporation (FDIC) does not insure money market mutual fund accounts. Money in these accounts is “at risk” of loss. The good news is that even though it can happen, the odds of losing money in a money market account are almost zero.



Take your time and try out some trading strategies on paper before committing to real-time investing. In the beginning, you can buy shares in a growth mutual fund on paper and follow the share price over a few weeks. Correlate how the fund does in relation to the stock market. If conditions remain the same and the fund does well over the period, pull the trigger in real time and keep an eye on things. You can do the same thing with any stock.

Once you’ve done some research, it may make sense for you to invest in a well-managed mutual fund that invests in stocks, bonds, or both (a balanced approach). This is a well-suited strategy for your 401(k) or IRA. If you know someone who had good results with a particular mutual fund, research it for yourself. Here’s where talking to your parents, an uncle, or wealthy family friend may come in handy.


ALERT

A mutual fund prospectus tells the story of what to expect when you buy shares of the fund. Not only will it describe the fund’s investment philosophy, its current holdings and allocation, and its overall approach to investing; you will also get a snapshot of past performance. And while history isn’t everything, knowing how a fund performs during a bad market is essential if you are trying to decide whether to hold shares for several years, especially during bear markets.



Don’t bank on their ads too much, though. Get the prospectus and see for yourself. Monitor the share price. Compare the fund’s performance to the stock market and see how it has behaved during similar periods of economic activity and interest rates in the past. Explore how well the fund has done both recently and over time. Start following its price on a weekly or daily basis for a few weeks. Always compare your funds, or stocks, to the appropriate benchmark and the general market. When you read a mutual fund prospectus, it will always tell you which major stock index it is trying to emulate or beat. Most diversified growth or growth and income mutual funds will use the Standard & Poor’s 500 Index (S&P 500) as a benchmark.

Once you get better at investing and start to invest in individual stocks, the process is similar to what you did with a mutual fund, just with more detail. With a mutual fund, you’re investing in a management style, expertise, and investment strategy. With an individual company’s stock, you’re investing in the potential for profits of one entity. However, the fundamental idea of doing research on the company, its products, its strategies, its plans, and people’s experiences with it are all necessary. For example: If you go to a coffee shop on a regular basis, it’s always crowded, and it’s part of a major chain like Starbucks, research the company. See how it’s doing, and consider investing in it.


ESSENTIAL

When investing in individual stocks, it’s good to “kick the tires” before you buy. That means going to the supermarket and seeing if anyone is buying products made by that company, seeing how many cars are parked in the parking lot of a certain company that retails specific products, and listening for which companies get a lot of press in financial circles. Use this method as the starting point for your research, then follow it by reviewing prior earnings and research reports, asking questions, and getting a long-term view of the company from a stock chart. You can find excellent stock charts on the web at StockCharts.com.






The Basics of Market Analysis

Individual investors have a responsibility to their future and their families. Investing is not a game, especially if you’ll be doing short-term trading to help pay the bills. It’s a serious activity that should be taken up only by those who wish to take it seriously. It’s almost a second occupation, and you should be prepared to make a serious commitment.



The Global Economy Has Changed

After the 1980s, national economies became synchronized and turned into a global economy. Commerce among companies, individuals, and countries functioned to a great degree as a single entity. That initially changed after the 2016 US presidential election, and the pandemic and the war in Ukraine further accelerated the change. Aside from a renegotiation of the North American Free Trade Agreement (NAFTA) among the US, Mexico, and Canada, the world has split into several trading blocs, with Brazil, Russia, India, China, and South Africa (BRICS) on one end and the US and Europe on the other. Plus, trade tariffs are now common and often higher than they were before. Globalization hasn’t fully reversed, but what was once considered standard in global trade is no longer guaranteed. And while the US dollar remains the global exchange currency, it now has more intense competition from the Chinese yuan and other regional currencies.

The take-home message from this emerging dynamic is that markets don’t always respond to international trade news as they once did. Additionally, supply chains have been altered in multiple ways. Unfortunately, the bottom line is that prices for many products have risen significantly and may never be fully reversed.




Central Banks and Markets

Central banks are government banks that must monitor and respond to the economies of their country by raising or lowering interest rates. Within recent years, their importance for investors has only increased. Now, interest rates are the most important influencers of economic activity because their level dictates how easy it is to borrow money to finance investments such as real estate. Thus, understanding central banks and how they affect your pocketbook is extremely important. In general, weakening economies lead central banks to lower interest rates. Economies that show so much strength that inflation is starting to rise lead to higher interest rates.

The trend of interest rates directly influences the cost of your business decisions. The US Federal Reserve (also known as the Fed) is considered the world’s most influential central bank. The bond market moves in response to the actions of the Federal Reserve and other central banks, and the other markets, stocks, commodities, and real estate eventually follow.

In general, lower interest rates are good for stocks and bonds because stock and bond prices tend to rise in response to lower interest rates. Higher stock prices improve your financial condition and your chances of getting loans. Commodities, such as gold, oil, wheat, corn, and coffee, and gasoline prices respond less to interest rates and are more influenced by supply and demand as well as the general state of the world’s political climate and how these factors affect trade policy. Real estate responds to both interest rates and supply and demand for land and housing. However, after the 2007–2008 subprime mortgage crisis and the presence of zero interest rates for nearly a decade, the housing market became much more sensitive to interest rates than in the past. The persistently low supply of housing has increased the affinity between interest rates and real estate.

Be that as it may, even though interest rates rule the roost, each market also responds to its own dynamics and should be individually understood before you invest in it.




Political Influences

Politics often lead to market volatility. Wars, trade disputes, and military agreements among nations can affect all four markets because the global markets are still financially interconnected despite the changes in crucial policies that began after the 2016 US presidential election and are likely to continue after the 2024 election. Indeed, it is still possible for any investor to invest in just about anything, anywhere, at any time through direct investments such as stocks and bonds or through mutual funds.

Keep in mind that events anywhere in the world can and will affect your personal investments. News still travels fast. Money still moves at the touch of a button or a signal from a robot trader. All markets are still interconnected and still tend to move in a coordinated fashion over time. Therefore, risk can go from a very low level to a place of extreme danger in a few minutes at any time; sometimes in response to the stroke of a pen at 1600 Pennsylvania Avenue, in Beijing, or elsewhere. Thus, all investors should become “experts” in their chosen investment fields to the extent that they can be aware of the risk of losses.






Evaluate and Adjust Your Approach

Do not rush; because you are young, you can afford to sincerely consider your options. This chapter has discussed creating your road map for making decisions, getting basic information, and taking your first steps to start your investing career. You should have the tools now to know if you’re ready to become an investor and how to get started.

Remember, there is an orderly method for getting started with investing, with a beginning, middle, and end point. All along the way, the three basic steps are asking questions, letting the answers lead to the next step, and getting used to the notion that frequent evaluation is the way to keep things going in the right direction.

Writing your plan down, keeping it handy, and reading it regularly reinforces your goals and lets your subconscious mind do its job, which is to process information and eventually help you to make better decisions. By paying attention to the markets on a regular basis, you will improve your understanding of how they work, and by checking how your investments respond to the action in the markets, you will get a good feel as to what works and what doesn’t.




The “Ready to Invest” Test

Before investing, make sure you’ve got these areas covered:


	Have a steady income

	Have money left over after meeting your obligations

	Consider the effect of possible upcoming personal changes such as marriage, children, illness, or divorce before investing

	
Build savings before establishing an investment capital fund

	Use a money market mutual fund as your platform for investing

	Know your risk profile

	Do your homework and work everything out on paper before investing in anything in real time

	Invest in mutual funds and ETFs, especially in your 401(k) before investing in individual stocks



Once you’ve checked off the items on this list (and then double-checked it), you’re ready to dive into the world of investing.




It’s a New World

To set the stage for your investing journey, you need context. Before the pandemic, interest rates were relatively low. A thirty-year mortgage with a rate of 3.5% was common, and work and life were much different than today—and work and life may change even more in the coming years. Before 2020, an average person in their twenties and thirties with a steady job could plan on having a family, buying a home for a reasonable price, and working steadily toward retirement.

Unfortunately, things have changed dramatically since then—record low interest rates sparked inflation, leading to a rapid rise in interest rates and ultimately changing the entire global economic equation. When interest rates fall too far, inflation usually results because too much money in the economy is chasing too few goods, and this raises prices. The higher rates climb, the harder it is for an economy to grow.


How Pandemic Interest Rates Shifted the Market

The pandemic caused a migration out of cities into suburbs, rural areas, and the Sunbelt states. This demographic change and the economic and inflationary earthquake that followed fueled a unique round trip in interest rates, from close to zero during the height of the pandemic (2020) to a dramatic rise to 5.5% by 2022.

This shift in interest rates was caused by the Federal Reserve’s quantitative easing policies (creating money out of thin air) and the simultaneous infusion of money into the economy via stimulus checks by the US Treasury. The net result was an inflationary wave, as supply chains could not keep up with the demand for goods spurred by the newly created money. Moreover, this series of seismic events simultaneously disrupted global supply chains, the housing sector, and the jobs market, creating an entirely new set of rules; a complete redesign of both expectations and the reality of how to provide for current financial and future needs.




Financial Markets Overtook the Economy As Wealth-Building Tools

During this tumultuous period, investors did better than non-investors because the stock market entered a multiyear bull market. Those investors who leveraged their stock holdings into other asset classes, such as cryptocurrencies and real estate, outpaced those who did not. Plus, many companies shifted locations from places like China to India, Vietnam, Thailand, parts of Eastern Europe, and the US.




It’s Time to Think Differently

Financial markets are now a major source of income. The better the markets, the better the economy seems to operate. Because society has structurally changed, we won’t be returning to how things were anytime soon. Furthermore, wars, the realignments of relationships among countries, and the growth of artificial intelligence (AI) have reshaped the employment landscape to one in which professions and occupations that were once seen as guaranteeing steady livelihoods suddenly became less reliable as the centerpieces in a financial plan.

In the past, most of a person’s income came from wages, but due to inflation, many have resorted to supplementing their income by combining traditional income with alternative income-generating activities like investing in stocks, becoming landlords, or having a side hustle. Partaking in these activities creates a more engaged income stream.

Investing this way opens new opportunities to anyone who can adjust to them, and when interest rates begin to fall, investments will help those who invest wisely as the stock market rises.




The Four Pillars

There are four major components (pillars) of the plan.


	Funding your investments via multiple income streams

	Maximizing your 401(k) and IRA to increase long-term wealth

	Leveraging stock market gains while developing passive income streams to deliver current income

	Mastering the art of positive cash flow and credit management



Throughout this book, you’ll learn a systematic, multistage approach designed to manage your current and future financial needs. Over time, you’ll be in a more comfortable situation than if you had relied on traditional means alone for your present and future income.

Though results are not guaranteed, this approach is sensible, actionable, and practical. Moreover, this plan is attainable for just about anyone who puts in the time and effort to make it work. This approach will require efficient planning, consistency, and time management.









CHAPTER 2 Steps to Grow Your Nest Egg(s)


Every investor needs a source of investment capital. This is often called the nest egg, and it is the lifeblood of your investment plan. Thanks to inflation and the post-pandemic economy, it is important to have two nest eggs, one for current income and one for building future wealth. This chapter is about starting, growing, and using your nest eggs. Money will come into these eggs, earn interest, and be deployed to individual short- or long-term investments. The good news is that you can build each egg separately and then use what you’ve learned while developing the first one, which should be your retirement fund, to help build your second, or current income, nest egg.








Give Your Finances a Physical

Optimize your nest eggs by first taking an honest inventory of your finances. Make two lists: “Sources of Income” and “Expenses.” Be as specific as possible in both. First, list your sources of income:


	Wages from your job(s)

	Bonuses

	Child support or alimony

	Rental income

	Interest income

	Dividend income

	Capital gains income

	Other income



Next, list your expenses. This list may be longer than the income list. Be brutally honest with yourself and include every possible expense that you can think of on this list. You can always pare it down later. Here are some sample expense categories:


	Savings

	Mortgage or rent

	Utilities

	Car payment

	Other

	Public transportation

	Credit card payments

	Student loans

	Any other loan payments

	Home maintenance

	Childcare

	Child support or alimony

	Insurance: car, health, home, etc.

	Out-of-pocket medical expenses

	Health insurance if self-employed

	Computer expenses

	Cell phone

	Entertainment/recreation

	Food: dining out/groceries

	Clothing and shoes

	Gifts and donations

	Hobbies

	Interest expense

	Household/personal care products

	Federal, state, and local income tax

	Social security tax

	Property tax

	Retirement contributions

	Investments

	Pet expenses



You’ll be surprised at how much you spend and where you spend it. With this checkup, you’ll find expenses that can be cut or savings that can be increased to create a sound budget and free up money for investments. Consider what you spend on subscriptions and gifts. Given the amount of free information online, some magazine or streaming subscriptions may not be needed. Maybe you’re too generous with your online shopping for friends, family, and yourself.


ESSENTIAL

Do you really need both Prime Video and Netflix? Probably not. Be creative and detailed. Use as many sources of data as possible to do your financial physical exam. Include credit card statements, loan statements, receipts, and your checkbook. By including as many expenses as possible, you will get the most complete picture of where your money goes, and you’ll give yourself the best chance of success when you start preparing your budget.



Savings and investments are included as expenses to illustrate how much of your money is already committed to this side of the ledger. Pay close attention to how much you are already putting into savings, your 401(k) plan, or an IRA. If you have zeros or minimal amounts next to these bullets, then you have your work cut out for you. But don’t be discouraged. Every negative situation is just an opportunity for improvement. Consider making a reduction in one of your “luxury” areas, such as expensive coffee and chocolates, and putting that money in your retirement savings. You don’t have to torture yourself, but maybe doing something like this every other month or once a quarter will help.


The Great Analysis

Once you’ve made your list, evaluate its strengths and weaknesses. Ask yourself if you’re putting your money in the best possible places and, if not, consider the best use for it. Be fearless and honest. Keep what makes sense and dump what doesn’t.

For example, if you’re spending big bucks on a gym membership but don’t have time to go, cancel it. You can jog or walk in the park for free. How about that “healthy” food vendor delivery that tastes like cardboard? Consider cooking simple meals instead. It’s bound to cost less. Even one or two changes along these lines can make a big difference, and the fact that you’ve spotted a pluggable hole in your finances is huge.

It’s a good idea to update the list you’ve made every month and see what’s working and what isn’t. Other areas that can easily be trimmed include entertainment expenses, such as movies. Go to a matinee, and skip the luxury theaters. Buy small popcorns and drinks, which are better for your wealth (and your health) than the larger ones. For a cheaper option, try YouTube movies. They’re free, and you can mute the commercials. Also, books are cheaper—free at the library—and can be more fun than movies. Be creative, and be true to yourself and your plan. Once you’ve analyzed your income and expenses, it’s time to make your budget.






Artful Budgeting

Budgeting, like medicine, is part art and part science, and it depends on the factors that affect your life, income, spending habits, and overall circumstances. The goal of budgeting is to trim expenses to pay off debt and leave money for saving, investing, or other financial objectives, such as maxing out your retirement and developing ways to make current income.




What Is Cash Flow and How to Manage It Successfully

Cash flow is the lifeblood of your budget and your investments. Your budget should revolve around positive cash flow, with the goal being paying your bill installments for the month and having enough cash left over (this is positive cash flow).

To achieve this, simultaneously increase your paycheck (work overtime, grab a side hustle) and reduce the number of bills you pay. For example, if you owe $1,000 on one credit card and $3,000 on another, focus on paying off the $1,000 card first. Once that’s paid off, then focus on paying off the $3,000 card. Meanwhile, work on developing your side hustle, while avoiding adding new expenses.


Making Your Side Hustle Work for You

Your side hustle can be anything from driving for Uber or delivering for DoorDash a couple of nights per week. If you’re a good writer, try your hand at tutoring. In the summer, mow a few lawns for extra money. In the winter, shovel some snow. Whatever you do, take that extra money and work on paying off your debt as you work toward positive cash flow. When you reach that milestone, take the extra money and save it as you develop your investment fund.


QUESTION

How do I find balance among my side hustle, career, and personal life?

Make sure your family is aware of what you’re doing and why you’re doing it. Most of all, if possible, don’t let the side hustle detract from your other important responsibilities.






How Much Money Do You Have?

A good budget starts with knowing how much money you have available each month. You get this number from your thorough investigation of your finances after subtracting expenses from income. It’s a good idea to calculate this for at least three to six months so that you can see some trends. Once you analyze a few months’ worth of data, you should have a pretty good idea of where your money is going and how you can redirect it to better use.




Where Is Your Money Going?

You may discover that your finances are dying a slow death courtesy of small expenses such as grocery shopping, cups of coffee, beer, wine, and going out for food with friends. You should be sure to live life, but don’t let these little things add up to big expenses, like rent or mortgage, car payments, and loans.

A daily $5 latte is $35 per week, $140+ per month, and $1,820 per year. You can make espresso at home for less than $250 per year plus $50 for an old-fashioned espresso maker. Toll road expenses can add up to the hundreds per month. If you work from home, you can avoid those fees. The “little” things add up in a hurry, and by finding things you can replace or do away with, you can make a big difference in your spending.




Realistic Targeting of Expenses

Once you know where you are spending your money, you can start making some decisions about where to adjust. Divide your expenses into sections. Look at the big expenses first, then look at the medium expenses, and finally look at the smaller costs. The numbers will be different for everyone. The “bigs” may be those expenses that total above $400 per month and are likely to include rent or mortgage costs, car payments, and maybe some credit cards. The “mediums” may contain insurance and student loans—these would be the $100–$400 group. Finally, the “smalls” should be those expenses below $100. The “smalls” will likely be the largest section and will include your bills for dry cleaners, babysitters, groceries, movies, and other things based on convenience.


FACT

Consider transferring balances to a zero-interest-rate credit card and paying it off before the rate rises (usually twelve to eighteen months). You will pay a “fee” up front, but you will usually have time to pay off the card balance at a much lower interest rate. This will free up money that can be used to pay other expenses, put toward savings and investment, or both.



Separate the three groups of expenses and add them up as individual categories. By separating them into categories, you will get a better idea of the effect each group is having on your finances and how to attack them. Some areas (mortgages, student loans, car payments, etc.) will be difficult to reduce or replace. But there are plenty of other expenses that have the potential to be adjusted. That means that your biggest chances for spending cuts are likely to come from the “smalls.” But that doesn’t mean that you shouldn’t spend time exploring the “bigs” and the “mediums.” Here are two examples of how to look at your groups, ranging from big to small:

In the “big” column, a $2,000 credit card balance at 20% interest per year, on which you’re only making minimum payments every month while you continue to charge, could turn into a $5,000 balance in five years if the interest rate stays the same. If interest rates rise, you would pay more. Consider targeting the credit card debt first to free up money for saving and investing. If you pay that credit card off and save $5,000, it could grow to nearly $6,250 in five years at 5% compounded interest.


ALERT

Here’s a tax tip that can help you save money and improve your budget. If you own a home-based business, your coffee, utilities, transportation (if business related), rent, homeowner association fees, and grocery expenses may be at least partially tax deductible.



In the “small” column is grocery shopping. A larger-than-expected “surprise” here may be from buying prepared foods, which cost more. Try buying fresh food and cooking it yourself more often. Snacks are also expensive and can be cut back. Sodas, flavored water, and coffee drinks add up too. Consider going to the grocery store more often and buying only what you need each time, instead of making one big monthly trip where you might buy more than you really need of any one item. One trick to help control your grocery spending is to pay cash and never spend more than what you have in your pocket. Sometimes that might mean putting something back on the shelf. Never have more than $100 in your pocket when you go grocery shopping, and you won’t overspend. Set concrete spending targets on your choices and pinpoint the things that won’t hurt as much as others. If nightly dining out is too expensive, cut the five nights of dinner per week to one or two per month and use the nights out as treats for making a good decision.
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