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      Praise for The Simple Path to Wealth

      “In the dark, bewildering, trap-infested jungle of misinformation and opaque riddles that is the world of investment, JL Collins is the fatherly wizard on the side of the path, offering a simple map, warm words of encouragement, and the tools to forge your way through with confidence. You’ll never find a wiser advisor with a bigger heart.”

      —Malachi Rempen, filmmaker, cartoonist, author, and self-described ruffian

      “It’s rare to find a book that truly changes your life, but JL Collins’s commonsense explanations allowed me to see clearly what was previously so muddled. All the stress and indecision I previously felt with investing has melted away, and for the first time, I feel 100% confident in my strategy. I am forever in his debt and have become an evangelist for his approach.

      “If you’re serious about your financial life, you need to read this book!”

      —Brad Barrett, CPA, founder and host of the Choose FI podcast

      “The Simple Path to Wealth provides a refreshingly unique and approachable take on investing. It’s not only about reaching financial freedom; it’s about building a better life. It’s not about finding the next hot thing. It’s about sticking to the small number of time-tested principles that actually work and anyone can implement. If you’re looking for a way to use your money purposefully and intelligently to create a life you enjoy, this is it.”

      —Matt Becker, founder, Mom and Dad Money

      “This is the START HERE book I recommend to everyone interested in investing. An amazing overview of everything you need to know, this is easily the best foundational investing book available. If you’re thinking of investing, this book will radically increase your confidence. If you’re already an investor, this book will help you optimize your investing strategy to get better results. These simple principles are astoundingly effective. I followed his guidance and went from zero to a six-figure investment portfolio in less than five years.”

      —Hahna Kane Latonick, bestselling author, Master Your Money: Stop Yearning, Start Earning

      “JL Collins is the consummate expert on sane, rational investing methodology, and he has a knack for explaining the underpinnings of the stock market in a straightforward, approachable manner. Collins’s writing is thorough, informative, and best of all—effective. Most importantly, he’s one of the rare financial experts who isn’t trying to sell you something or rip you off.”

      —Mrs. Frugalwoods

      “Hey, millennials, listen up. The Simple Path to Wealth is an essential addition to your financial library. Sure, you could probably figure this out on your own, but why reinvent the wheel? It’s everything you should’ve been taught about investing and finances in high school. With funny personal anecdotes and a ton of valuable lessons, you can’t afford to not buy this book!”

      —Gwen, founder, Fiery Millennials

      “JL Collins’s blog is where I send those wanting to learn about effective investing. Now, in this book, he has managed to take all the confusing investing knowledge of our age and condense and clarify it into something anyone can understand. Despite the simplicity of the message, the outcome is powerful: the most effective investing strategy one can implement, whether beginner or expert!”

      —Joe Olson, Adventuring Along; chief moderator, Mr. Money Mustache

      “Investing doesn’t have to be difficult. In fact, it’s much better when it’s not, and the people who try to make it complicated are often the ones hoping to move your money into their pockets. The Simple Path to Wealth contains everything you need to know to become a successful investor, so read it and ignore all the other nonsense, and one day you’ll have more money than you know what to do with!”

      —The Mad Fientist

      “Personally, I don’t follow the strategy laid out in Collins’s book. But then, I have spent years of work and study developing and managing my own. For those who don’t want to do this, I’d recommend this book. If your goal is financial independence, you’re going to need strategies that are optimal for your skills, talents, and temperament. Those in The Simple Path to Wealth will serve you well.”

      —Jacob Lund Fisker, Early Retirement Extreme

      “JL takes a topic that is often complex and sometimes intimidating and shares it in a way that anybody can understand. Finally, there is a book I can recommend that explains how to become wealthy in a way that is both easy to understand and easy to implement.”

      —Jeremy Jacobson, Go Curry Cracker

      “Whenever I think about writing anything on investing, I recall JL Collins’s insight and logical advice in The Simple Path to Wealth, marvel at its brilliance, then dramatically pluck a piece of paper from my typewriter, crumble it in resignation, and go learn another recipe from my mom. I cannot improve upon the best.”

      —Anita Dhake, The Power of Thrift

      “JL Collins has the gift of making boring financial concepts funny and interesting. He makes complicated subjects simple and easy to understand. The Simple Path to Wealth is the first book I recommend to people curious about financial independence.”

      —Mike Moyer, Mike and Lauren TV (YouTube)

      “There are loads of books on investing. This is the one to get. It is smart, thorough, and accurate—and sometimes even funny. It is no understatement to say that his principles changed the way I invest and made me wealthier in the process.”

      —Mr. 1500 Days

      “The Simple Path to Wealth is really about choosing a lifestyle—one that embraces a simple three-step philosophy that will change the way you view life and how you live it: spend less than you earn, invest wisely, and avoid debt. The book includes simple parables that untangle unnecessary complexity and show how the power of compound interest can provide you with the wealth of freedom. The writing is straightforward and colloquial, and powerful points are highlighted in a way that is easy to grasp. Reading this book can be a wise investment in your future, as well as a clear reminder of what is really important in life.”

      —T. Mullen, Roundwood Press

      “Based on JL Collins’s excellent blog Stock Series, this book deserves to become a ‘go-to’ resource for investors. He cuts through all the spin, complexity, and jargon of Wall Street and makes investing simple enough for anyone to manage their own portfolio. Crucially, JL Collins covers the mental and emotional aspects of investing as well as the technical aspects, which is rare among investment writers.”

      —The Escape Artist

      “JL enjoys a financially independent lifestyle while sharing money and life lessons through his blog. His Stock Series introduced passive index investing to a wide audience. Now you can get the same wisdom, distilled in book form. JL tells you how to avoid common investing fears, misperceptions, and mistakes. He teaches about diversification, asset classes, asset allocation, and the best way to use retirement plans. This is a simple, proven path to investment success from a guy who actually did it. If you’re new to investing, don’t miss this crash course in the essentials!”

      —Darrow Kirkpatrick, Can I Retire Yet?

      “As small business owners, our biggest fear is always about how we plan for retirement. Collins removes the mystery and nonsense surrounding investing. We feel much more confident about how we invest our money. We love our business, but love even more that work is becoming a choice, not a requirement.”

      —Jay Dedman and Ryanne Hodson, Scavenger Life

      “I came of age in the midst of the Great Recession. Like many of my peers, I developed an unhealthy fear of the market. By the time I finally realized investing was one of the best ways to build wealth while beating inflation, I had no idea how to do it. Then I started reading JL Collins. This book makes one of the most overwhelming financial tasks not just simple but exciting. While time has taught us that the market doesn’t always go up in a perpetually straight line, Collins has taught us how to invest so the ups and downs don’t hurt so badly. And he’s taught us how to do it without getting a headache.”

      —Brynne Conroy, Femme Frugality

      “A brilliant collection of practical, personal finance advice that produces extraordinary results for your financial happiness. JL Collins has a knack for fact-driven investment ideas that you can learn from to strengthen your financial muscle. A masterful must-read for anyone who expects financial peace.”

      —Shilpan, Street Smart Finance

      “This book should be required reading for any new investor! In it, you’ll find comprehensive investing information, along with some neat tips and interesting twists to help make the most of your money. The JL Collins commonsense approach to building wealth makes it easy for anyone to be successful.”

      —Mindy Jensen, Bigger Pockets
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      This book is dedicated to my daughter Jessica, for whom it is written and who inspired me to write it. And to my readers, whose questions and comments over the years helped me more fully understand what those aspiring to financial independence want and need to know.

    

  
    
      
        
Start Here

      

      The ideas, concepts, and everything else in this book are my opinions based on what has worked for me and what has kicked me in the ass. The approach may not continue to work for me, and it may not work for you.

      While I hope the book answers some of your questions and provides valuable guidance, I cannot possibly know the full details of any reader’s personal situation or needs. At some points in this book, I’ve cited various laws and regulations and used specific numbers for things like the expense ratios of mutual funds, tax brackets, limits on contributions to investment accounts, and the like. While to the best of my knowledge, these were all accurate at the time of updating this edition of the book, they may well have changed by the time you read it. As they are used primarily to illustrate the broader concepts I am presenting, this shouldn’t matter much. However, if you find for your situation or even just for your own curiosity it does, by all means, take the time to look up the most current rules and numbers for yourself.

      While both my publisher and I have made our best efforts here, we make no representations as to the accuracy, completeness, currentness, suitability, or validity of any information in this book and will not be liable for any errors, omissions, or delays in this information or any losses, injuries, or damages arising from its display or use. All information is provided on an as-is basis.

      You are solely responsible for your own choices. There are absolutely no guarantees here.
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Foreword


      

      There’s no shortage of stuff you really should be learning in this world, and no shortage of books about exactly that same stuff. Every bit of knowledge you could ever hope for is already waiting right there in a book somewhere. Or a whole shelf of books. Heck, you could probably fill an entire underground parking garage with all the books that have been written on the subject of investing alone and still find more pouring out onto the ground when you climb back out.

      The problem is that most of those books are boring, and you end up setting them down with a bookmark somewhere around page 25, never to return. Even with the best of skills and intentions, I find that the writers of most books about stock investing cannot seem to get it right. They drag it out painfully or write paragraphs so dry and dense that you find yourself rereading the same passage over and over for half an hour while your mind wanders off to more interesting pastures.

      JL Collins takes this old style of investment book writing and disregards it completely. He creates the stuff that your mind wants to run to when it is tired of reading about stocks. Instead of esoteric equations about measuring a stock’s alpha and comparing it to its beta, he compares the entire stock market to a large mug of beer and explains why it’s still worth buying even when it comes along with an unpredictable quantity of foam.

      He lights up the campfire and just starts telling stories, and if those stories just happen to be about exactly what you wanted to learn in the first place, your new knowledge is a happy side effect.

      This is exactly what happened in real life a few years ago, when JL started writing a series of blog posts about good investing. I read them all as they came out, and they were so good I started referring my own readers to them. The readers liked them so much, they referred others. Their numbers reached the thousands, then the hundreds of thousands.

      Word kept spreading about the Stock Series (and still does to this day) because it is something people actually enjoy reading. Sure, the author has the technical chops and demonstrates them well in his own enviable financial life. But readers don’t keep coming back just to bask in technical wizardry—they are there to enjoy the fire and hear a good story.

      I think that amazing response is what motivated JL to rewrite and expand his great Stock Series into this even better book. The Simple Path to Wealth is a revolutionary book on stock investing (and good finance in general) because you’ll actually read it, enjoy it, and then be able to immediately put the lessons profitably into action with your own money.

      You’ll be relieved to hear that you can be very successful by holding only a single Vanguard fund over your entire lifetime. You can branch out and get a little fancier if you like, but there is nothing to lose—and everything to gain—by keeping things as simple as you can.

      Although very few people actually follow it, I have found that the road to a wealthy life really is simple and quite enjoyable to follow, so it only makes sense that a book about it should have those same fine traits. This one does.

      Peter Adeney

      a.k.a. Mr. Money Mustache

      Colorado, June 2016

    

  
    
      
        
A Parable: The Monk and the Minister


      

      Two close boyhood friends grow up and go their separate ways. One becomes a humble monk, the other a rich and powerful minister to the king.

      Years later they meet. As they catch up, the portly minister (in his fine robes) takes pity on the thin and shabby monk. Seeking to help, he says,

      “You know, if you could learn to cater to the king, you wouldn’t have to live on rice and beans.”

      To which the monk replies,

      “If you could learn to live on rice and beans, you wouldn’t have to cater to the king.”

      Most of us fall somewhere between the two. As for me, it is better to be closer to the monk.
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Beginnings


      

      
        If you reach for a star, you might not get one. But you won’t come up with a handful of mud either.

        —Leo Burnett

      

    

  
    
      
        
How We Got Here


      

      What you hold in your hands is a revised edition of a book, which itself grew out of my blog, which in turn grew out of a series of letters I wrote to Jessica, my then-teenage daughter. These letters concerned various things—mostly money and investing—she was not quite yet ready to hear.

      Since money is the single most powerful tool we have for navigating this complex world we’ve created, understanding it is critical. If you choose to master it, money becomes a wonderful servant. If you don’t, it will surely master you.

      “But Dad,” my little girl once said to me, “I know money is important. I just don’t want to spend my life thinking about it.”

      For me this was eye-opening. I love this stuff. But most people have better things to do with their precious time than think about money. They have bridges to build, diseases to cure, treaties to negotiate, mountains to climb, technologies to create, children to teach, businesses to open and build.

      Unfortunately, this benign neglect of things financial leaves you open to the charlatans of the financial world. The people who make investing endlessly complex because the more complex it is, the more profitable it is for them and the more expensive for us. We are then forced into their waiting arms.

      Here’s an important truth: Complex investment instruments exist only to profit those who create and sell them. Further, not only are they more costly to the investor; they are less effective.

      There are three key principles that have persisted from those letters, through the blog, and now in both editions of this book:

      
        	1. Spend less than you earn.

        	2. Invest the surplus.

        	3. Avoid debt.

      

      As I advised my daughter from the beginning: Follow these and you’ll wind up rich, and not just in money.

      We will cover these principles in depth over the course of the pages ahead. Before we do, it may be helpful to know more about where I’m coming from.

    

  
    
      
        
My Story: It Has Never Been About Retirement


      

      For me, the pursuit of financial independence has never been about retirement. I like working, and I’ve enjoyed my career. It’s been about having options. It’s been about being able to say no. It’s been about having “F-You Money” and the freedom it provides.

      I started working when I was thirteen (even earlier if you count selling flyswatters door-to-door and collecting pop bottles from the side of the road for the deposits). For the most part, I’ve enjoyed work, and I’ve always loved being paid.

      From the beginning, I was a natural saver. Watching my money grow was intoxicating. I’ve never been sure how this started. It might be hardwired into my genes. It might be my mother seducing me with the image of the red convertible I’d be able to buy when I turned sixteen, though that was not to be.

      My father’s health failed before that birthday and, shortly thereafter, so did his business. My savings went to pay for college, and I learned that it is a fiscally insecure world. Convertibles came later. To this day, it stuns me to read about some middle-aged guy laid off from his job of twenty years and almost instantly broke. How does anyone let that happen? It is the result of failing to master money.

      Long before I heard the term, I knew I wanted F-You Money. If memory serves, the phrase originates in James Clavell’s novel Noble House, and from the moment I read it, I had a tangible goal with an unforgettable name.

      In the novel, a young woman is on a quest to secure her own F-You Money. By this, she means enough money to be completely free of the demands of others and able to do exactly what she wants with her life and time. She’s after ten million—far more than it takes to reach simple financial independence. At least for me. It helps to have a bit of the monk inside.

      The other thing I quickly figured out is that financial independence is at least as much about being able to live modestly as it is about cash, as our opening parable describes.

      Unlike in the novel, for me, “enough” F-You Money isn’t necessarily enough to live on for the rest of your life. Sometimes it’s only just enough to step to the side for a while. I first had mine at age twenty-five when I’d managed to save the princely sum of $5,000, achieved after working two years at $10,000 per year.

      It was my first “professional” job, and it had taken me two long postcollege years supporting myself doing minimum wage grunt work to find it. But I wanted to travel. I wanted to spend a few months bumming around Europe. I went to my boss and asked for four months of unpaid leave. Such a thing was unheard of in those days. He said no.

      Back then, I assumed working relationships weren’t negotiable. You asked. Your employer decided and answered. Done.

      I went home and spent a week or so thinking about it. In the end, as much as I liked the job, and as tough as I assumed finding another would be, I resigned. I wanted to go to Europe. Then a funny thing happened. My boss said, “Don’t do anything rash. Let me talk to the owner.”

      When the dust settled, we agreed on a six-week leave, which I spent riding my bicycle around Ireland and Wales.

      While I might not have initially realized such things could be negotiated, I learned quickly enough. I also asked for and received a month of annual vacation going forward. That got me to Greece the following year. My eyes were opened. F-You Money not only paid for the trip; it bought me room to negotiate. I’d never be a slave again.

      Since then, I’ve quit jobs four more times and have been kicked to the curb once. I’ve sat on the sidelines for as little as three months and for as long as five years. I’ve done it to change careers, to focus on buying a business, to travel, and—the time it wasn’t my call—with no plan at all.

      My daughter was born during one of these, ahem, unpaid leaves. These things happen when you have time on your hands. Now an adult, she has grown up with anything from Dad working eighteen-hour days and constantly away from home to Dad sleeping late and lounging around. But she always knew that I was doing, for the most part, exactly what I wanted to do at the time.

      I like to think that these experiences taught her the value of having money and the joy of work when you aren’t effectively shackled to it.

      When she was about two, her mom went back to school. This was during my business-buying phase, and I had lots of free time.

      While Mom was at the university in the evenings, my daughter and I spent endless hours watching The Lion King over and over. And over. I’ve probably seen that movie more times than all other movies combined. We still laugh remembering the teacup towers and Lincoln Log cabins we built. These hours were the foundation of the relationship we’ve grown to cherish.

      Even though I didn’t have a paycheck coming in at the time, we also decided my wife should quit her job to become a stay-at-home mom. While she liked the idea, this was a very tough call for her. Like me, she’d been working since childhood and loved it. She felt that without a job, she wouldn’t be contributing.

      “We have F-You Money,” I said. “We don’t care about fancy cars or a bigger house. If you kept working, what could we possibly buy with the money that would have more value than you being home with our daughter?”

      Put in those terms, the choice was easy. She quit. It was far and away the best “purchase” we ever made. Of course, this also meant we had no working income. However, for the three years we both weren’t working, our net worth actually grew. It was the first time we fully realized we had moved beyond just having F-You Money. We had become financially independent.

      As for me, I failed in finding a business to buy, but the search morphed into consulting work, and a couple of years into that, a client hired me for more money than I’d been making at the job I’d left years earlier. Such is the price of failure in the United States.

      When we moved to New Hampshire, my wife volunteered at our daughter’s grammar school library. Their hours, of course, matched perfectly. After a couple of years, the school offered her a paid gig. It wasn’t the corporate job she’d been used to, but it was also stress-free and fun. She never looked back.

      For the most part, over the decades we’ve been married, at least one of us has been working. That handily solved the tough problem of health insurance. During the early 1990s, when we had an overlapping employer-less few years, we bought a high-deductible, catastrophic health plan. It was too long ago to remember the details, and they likely wouldn’t apply today anyway. But that’s what we’d have sought out again if my wife had decided to hang it up before we became eligible for Medicare.

      As I’ll detail later in the book, and as its title implies, our investments are the soul of simplicity.

      You’ll also see I’m not a fan of the “multiple income stream” school of investing. Simple is, in my book (pun intended), better. So we have no cattle, gold, annuities, crypto, or the like.

      When I quit work in 2011 and we fully settled into our financial independence, we still had a couple of leftover investments from earlier times. These represented the last remnants of the many investing mistakes I’ve made over the years. Now in retirement, we’ve burned those up first, as we needed the cash. They mostly revolved around the idea that I could pick investments that would outperform the basic stock index. It took me far too long to accept just how impossibly difficult a task that is. Three things saved us:

      
        	1. Our unwavering 50% savings rate.

        	2. Avoiding debt. We’ve never even had a car payment.

        	3. Finally embracing the indexing lessons Jack Bogle—the founder of the Vanguard Group and the inventor of index funds—perfected decades ago.

      

      Looking back, what is striking to me is how many mistakes I’ve made along the way. Yet those three simple things got us to where we wanted to be. That should be encouraging to anyone out there who has also made poor choices along the way and who is ready to change.

      When my journey began, I knew no one else following such a path. I had no idea where it would or could lead. I had no one to tell me stock picking was a sucker’s game or that swinging for the fences isn’t needed to reach financial independence. That last point alone would have saved me the $50,000 of my money Mariah International (a gold-mining penny stock) burned through while failing and failing to make me rich.

      So now I’m (again) retired, and it feels great. I love not having to keep regular hours. I can stay up till four a.m. and sleep till noon. Or I can get up at four thirty and watch the sun rise. I can hang around home or disappear for months at a time, far afield. I post on my blog when the spirit moves me, and I might even get another book or two written. Or I can just sit on the porch with a cup of coffee and read the books others have written.

      One of my very few regrets is that I spent far too much time worrying about how things might work out. It’s a huge waste, but it is a bit hardwired into me. Don’t do it.

      The older I get, the more I hold each day precious. I’ve become steadily more relentless in purging from my life things, activities, and people that no longer add value while seeking out and adding those that do.

      It’s a big, beautiful world out there. Money is a small part of it. But F-You Money buys you the freedom, resources, and time to explore it on your own terms. Retired or not. Enjoy your journey.

    

  
    
      
        
Things Change; the Principles Remain


      

      Putting together this revised edition has provided an opportunity to reflect on this past decade since The Simple Path to Wealth was initially published.

      First, on the personal front, one of the greatest points of joy for me has been working with my daughter on this revision. This started, after all, with our conversations when she was a young child, and it was driven by my fear that by pushing too hard too soon, I had managed to turn her off to all things financial. It was very gratifying to see it come full circle as we collaborated on this new edition.

      I am frequently asked if she came to embrace the concepts here. I am more than a little relieved to report she has. After all, for me, this has all been about trying to persuade only one person. Her work on this revision not only helped and made it more fun; it showed how deeply she has come to understand and embrace The Path. Indeed, now in her early thirties, she is closing in on her own financial independence.

      Even so, she still likes to tease me, saying, “You know, Dad, if I had listened to you when I was young, there would be no blog, no Chautauquas, no books—nobody would want to interview you, and Authors Equity wouldn’t be publishing this new edition.”

      A second question I am frequently asked is, Do the principles in this book still work? Absolutely.

      The approach here is one designed for decades. Assuming a long, healthy life, my daughter will have been following it for seventy or eighty years, and then so will her heirs. While this revision carries many updates and some new material, the principles remain exactly the same.

      While this second question always amuses me a bit, the concern is understandable. The world has been filled with turmoil since this book was first published. Inflation returned, driving interest rates higher. We’ve lived through the first global pandemic in a hundred years and the resulting market crash. New, sometimes scary technologies are here. New ways to speculate, like Bitcoin and meme stocks, are touted. We have global warming and new wars.

      While the rate of change feels new, it really isn’t: The world has always felt unsettled in the moment. The specifics might change, but the turmoil is a constant. In that sense, the last decade has the same feel to me as the six I lived through before.

      So what does all this mean for us investors? Well, in the half century I have been investing (1975–2025), through all these challenges, the S&P 500 has risen at an average rate of 12.2% per year.1 Breathtaking, and we’ll talk more about this in these pages.

      So yes, a lot can happen in ten years. But on reflection, I’m more convinced than ever that these principles, which we’ll go into throughout the rest of this book, continue to hold true.

      The Simple Path to Wealth is designed to stand the test of time. It has served those who follow it, like my daughter, extremely well these past ten years. It would have served me equally well during my fifty years of investing if only I’d been smart enough to come up with it in 1975. No one can know the future, but this is the best way I know to face it financially. It is what my daughter and I both do.

      It didn’t come easy. What is so simple and clear to me now, I personally had to learn the hard way, and it took decades. Those initial letters to my daughter, then my blog, and now this book are all my efforts to share with her what works, where the minefields lie, and how simple it all can and should be. My hope is that with these principles, her path will continue to be smoother, her missteps fewer, and her own financial freedom will come sooner and with fewer tears.

      Now that you’ve picked up this book, my hope is the same for you. So let’s get started.

      
        	          
          1 Calculator A: https://dqydj.net/sp-500-return-calculator/.

                

      

    

  
    
      
        
Important Note on Projections


      

      Throughout this book, you will find various “what if” scenarios. Creating these involved selecting from the many investment projection calculators freely available online and then selecting the parameters to enter. By definition, this means these scenarios are only for the purpose of making or demonstrating a point. While the inputs are accurate, the results are not a prediction of what the future will hold, nor can they be.

      In each case, I refer you to one of three calculators:

      
        	Calculator A, S&P 500 Return Calculator with Dividend Reinvestment: https://dqydj.net/sp-500-return-calculator/
          
            	• This is the one to use when you just want to know the S&P 500 returns for a particular period.

            	• After entering the dates you’re interested in, just click “Calculate” to see the data.

          

        

        	Calculator B, S&P 500 Periodic Reinvestment Calculator (with Dividends): https://dqydj.net/sp-500-dividend-reinvestment-and-periodic-investment-calculator/
          
            	• This one lets you see the impact of regularly investing any given amount.

            	• To use it the way I do, (1) enter your dates, your starting amount, and the amount of your ongoing investment, (2) click “Keep It Constant,” (3) click “Advanced,” (4) click “Ignore Taxes” and “Ignore Fees,” then (5) click “Calculate.”

          

        

        	Calculator C, a basic investment calculator: https://www.calculator.net/investment-calculator.html
          
            	• This one allows you to see the results of entering various investment amounts, time periods, expected rates of return, and additional contribution amounts and when to make them.

            	• Always start with the “End Amount” tab clicked. Then just enter your inputs and click “Calculate.”

          

        

      

      In running the scenarios you’ll find, I chose the following:

      
        	• To select “Dividends Reinvested” because this is typically what investors do (and should do) while investing to build their wealth.

        	• To ignore inflation (too unpredictable), taxes (too variable between individuals), and fees (also variable and, if you choose the index funds I recommend, minimal).

        	• In scenarios with initial and/or recurring investments, I chose to invest at the beginning of the month or year.

      

      If you want to see what the numbers look like for you and to see the impact of changing any of these variables, I encourage you to visit the calculators and run the numbers with your own specifications.

      In the original edition of this book (written in 2015), I referred to a forty-year period starting in January 1975. I picked it for these reasons:

      
        	
• It is a nice, solid multidecade period, and this book advocates investing for the long term.

        	• 1975 is the year Jack Bogle founded Vanguard (he followed the next year by launching the world’s first index fund), and this book advocates investing in index funds.

        	• 1975 happens to be the year I started investing—not that this matters to you.

      

      As it happens, from January 1975 to January 2015, using the parameters indicated above, the market returned an average of 11.9% per year. The actual returns for any given year were all over the place. But when the dust settled, over that forty-year period, the average was 11.9%.

      That was a breathtaking number, so I braced myself when checking the returns for this new edition. After all, we’d endured a pandemic, the 34% market crash it triggered, and a bear market drop of 22% for 2022. But through all that and over this almost half century, from January 1975 to December 2024, the market averaged an annual return of 12.2%.

      Already, I can hear the naysayers howling: From January 2000 to January 2009, the market wasn’t returning anything near 12.2%. True enough. Returns then were an ugly −3.8% with dividends reinvested. But that time frame encompassed one of the very worst investment periods of the last hundred years.

      During one of the best, January 1982–January 2000, returns blew past 12.2%, averaging around 18.5% per year. From January 2009 until January 2015, the return was 17.7% per year. More recently, from January 2019 to December 2024 (the most recent period as of this writing), it was 17%.

      The fact is, in any given year, it is exceedingly rare that the market will deliver any specific return. Moreover, the average market return will vary dramatically depending on exactly what period you choose to measure.

      So this left me with a bit of a dilemma. The real, actual average annual return for the last five decades had been 12.2%. But—and let me be absolutely clear about this—in no way should this be used as an expected return going forward.

      
        I am not for a moment suggesting that you can count on 12.2% annual returns when planning for your future.

      

      The idea that someone might think I am gave me serious pause. So I considered using a different time span. But given the variables above, that would only project a different percentage equally unlikely to hold going forward.

      Using the same time span but with different parameters was an option. Those results look like this:

      
        	• Without reinvesting dividends: 9.25%

        	• Without reinvesting dividends + inflation: 5.38%

        	• Reinvesting dividends + inflation: 8.25%

      

      But for the reasons mentioned above, these seemed even less useful, even if less shocking.

      I briefly considered just using a random percentage that seemed reasonable—say 8%. Indeed, as you’ll see, I do use 8% in a couple of illustrations. It is commonly said the market returns between 8% and 12% annually, and for those cases, using the lower end of that range seemed most reasonable. But still, that’s just pulling a number out of the air—and who is to say what’s “reasonable”?

      In the end, for my first edition of this book, I mostly went with the breathtaking 11.9% and, for this new edition, the equally breathtaking 12.2%. As they say, it is what it is. But again,

      
        I am not for a moment suggesting that you can count on 11.9% or 12.2% or any particular annual return percentage when planning for your future.

      

      We are only doing a bit of “what if” analysis here to explore the possibilities. If 11.9% or 12.2% strikes you as too high—or too modest—you can run the numbers using the percentage or time period that seems most reasonable to you.

      Whatever you choose, it won’t be what happens each year, even if it turns out to be reasonably correct in measuring the decades. Nobody can predict the future precisely, and that’s something to remember any time you are looking at exercises such as these.

      Finally, because it’s so important, I’m going to repeat here what I included in my disclaimer at the beginning about the impact of changes over time. Throughout the book, I’ve cited various laws and regulations and used specific numbers for things like the expense ratios of mutual funds, tax brackets, limits on contributions to investment accounts, and the like. While these were all accurate at the time of updating this edition of the book, they may well have changed by the time you read it. As they are used primarily to illustrate the broader concepts I am presenting, this shouldn’t matter much. However, if you find that for your situation or even just for your own curiosity it does, by all means, take the time to look up the most current rules and numbers for yourself.

      Now we can get started.

    

  
    
      
        
Part I


        Orientation

      

      
        The tide is high but I’m holding on.

        —Blondie

      

    

  
    
      
        
Chapter 1


        Debt: The Unacceptable Burden

      

      A couple of years after I was out of college, I got my first credit card. They were tougher to come by in those days. Not like now, when my unemployed pet poodle has his own line of credit.

      The first month, I racked up about $300 or so. When the bill came, there was each charge listed by vendor, with the total at the bottom. In the upper right-hand corner, there was a box with a dollar sign in it and a blank space beside it. Under this, in bold letters, it read, “Minimum payment due: $10.”

      I could hardly believe my eyes. I get to buy $300 worth of stuff, and they only require me to pay them back $10 a month? And I can still buy more? Wow! This is awesome!

      But still, in the back of my mind, I could hear my father’s voice: “If it sounds too good to be true, it is.” Not “it could be” or “it might be.” It is.

      Fortunately, my older sister was sitting nearby. She pointed out the fine print. The part about them planning to charge me 18% interest on the $290 they were hoping I’d let ride. What? Did these people think I was stupid!?

      As a matter of fact, they did. It was nothing personal. They think the same of all of us. And unfortunately, all too frequently, they’re not wrong.

      Pause for a moment and take a look at the people around you, literally and figuratively. What you’ll often see, if you scratch the surface just a bit, is an unquestioning acceptance of the single most dangerous obstacle to building wealth: Debt.

      For marketers, it is a powerful tool. It allows them to sell their products and services far more easily—and for far more money—than if it didn’t exist.

      Do you think the average cost of a new car would be pushing $50,000 without E-Z financing? Or that a private college education would cost around $200,000 if it were not for readily available student loans? Think again.

      Not surprisingly, debt has been promoted and largely embraced as a perfectly normal part of life. Indeed, it is hard to argue against the fact that this has become “normal.” As of late 2024, Americans carried a total debt burden of almost $18 trillion (up from $12 trillion in 2015, when I wrote the first edition of this book):

      
        	~$12.6 trillion in home mortgages

        	~$1.6 trillion in student loans

        	~$3.7 trillion in other consumer loans such as credit card debt and auto loans

      

      By the time you read this, these numbers will undoubtedly be higher. And most disturbingly, almost no one you know will see this as a problem. In fact, most will see it as their ticket into the “good life.”

      But let’s be clear. This book is about guiding you toward financial independence. It is about buying your financial freedom. It is about helping you become wealthy and putting you in control of your financial destiny.

      Look around at those people again. Most will never achieve this, and their acceptance of debt is the single biggest reason why.

      If you intend to achieve financial freedom, you are going to have to think differently. It starts by recognizing that debt should not be considered normal. It should be recognized as the vicious, pernicious destroyer of wealth-building potential it truly is. It has no place in your financial life.

      The idea that many (indeed most) people seem to happily bury themselves in debt is so beyond my understanding it is hard to imagine how, let alone why, the downsides would need to be explained. But here are a few:

      
        	• Your lifestyle is diminished. Set aside any aspirations for financial freedom. Even if your goal is to live the maximum consumer lifestyle, the more debt you carry, the more of your income is devoured by interest payments. A (sometimes huge) portion of your income has already been spent.

        	• You are enslaved to whatever source of income you have. Your debt needs to be serviced. Your practical ability to make choices congruent with your values and long-term goals is seriously constrained.

        	• Your stress levels build. It feels as if you are being buried alive. The emotional and psychological effects of being saddled with debt are real and dangerous.

        	• You endure the same type of negative emotions experienced by any addict: shame, guilt, loneliness, and above all, helplessness. The fact that it’s a prison of your own making makes it all the more difficult.

        	• Your options can become so narrowed and your stress levels so high, you risk turning to self-destructive patterns that only reinforce the dependence on spending. Drinking, perhaps, or smoking. Or ironically, shopping and still more spending. It’s a dangerous, self-perpetuating cycle.

        	
• Your debt tends to focus your attention on the past, present, and future exclusively in the worst possible way. You become fixated on your past mistakes, your present pain, and the disaster looming ahead.

        	• Your brain tends to shut down on the subject with the vague hope it will all resolve itself in some magical way and in the magical time of later. Living with debt becomes hardwired in your financial attitudes, habits, and values.

      

      
        OK, but what do I do about the debt I have?

        While the mantra here is “Avoid debt at all costs,” if you already have it, it is worth considering if paying it off ahead of schedule is the best use of your capital. In today’s environment, here’s my rough guideline:

        If your interest rate is . . .

        
          	• Less than 3%: Pay it off slowly and route the money to your investments instead.

          	• Between 3% and 5%: Do whatever feels most comfortable. Either put the money to debt payment or investments.

          	• More than 5%: Pay it off ASAP.

        

        But this is just looking at the numbers. There is a lot to be said for focusing on just getting it out of your life and moving on. Especially if keeping your debt under control has been a problem for you.

      

      
        
OK, I’m gonna pay it off! What now?

        Countless articles and books have been written about ridding yourself of debt. If after reading this chapter you feel you need more guidance and help, by all means embrace them. But be careful not to let the pursuit of the methods get in the way of the doing. The truth is, there is no easy way. But it is pretty simple.

        Here’s what I’d do:

        
          	• Make a list of all your debts.

          	• Eliminate all nonessential spending, and I mean all of it. Those routine $5 coffees, $30 dinners, and $15 cocktails add up. This is what will free up the money you need to pour on the debt flames that are burning up your life. The more you pour, the sooner you stop burning.

          	• Rank your debts by interest rate.

          	• Pay the minimum required on all your debts, and then focus the rest of your available money on the one with the highest interest rate first.

          	• Once you’ve blown that one away, move on to the second highest and right on down the list.

          	• Once you’re done, send me a note and let me know. I’ll be raising my glass in a kudos salute to you!
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