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to all women


FOREWORD TO THE NEW EDITION

Timeless financial advice. Does it really exist?

When the first edition of On My Own Two Feet came out in 2007, the world was a very different place. The stock market, the job market, and real estate markets were all strong. Economic optimism abounded.

While we never could have predicted that just a year after our first edition came out, our nation would experience the worst recession and stock market performance since the Great Depression, that’s exactly what happened. Major financial institutions quite literally fell apart. In a highly controversial move, the U.S. government even stepped in to save those corporations it deemed too important to fail. Just a year after this book’s initial publication, money stuffed under the mattress suddenly seemed the best path—not so far off the attitudes that prevailed in the 1930s following the Great Depression. Yet, in those difficult years after 2008, the advice in this book remained just as applicable, just as relevant, and just as important as it was in the strong economy.

History has a funny way of repeating itself. Slowly, as our country dug out of the recession and the stock market began to creep upward again, it became clear that there is, in fact, timeless financial advice. It includes the steps advocated in On My Own Two Feet, such as living within one’s means, starting to save early, and using low-cost diversified investment offerings.

That said, a few things have shifted since we first wrote On My Own Two Feet, and thus this second edition contains the following updates:


	
Time has passed: We’ve updated the statistics throughout the book.

	
Legislation has passed and/or been introduced: The Credit Card Act of 2009 helped curtail some of the most egregious abuses around late and penalty fees as well as the marketing to college students. Additional legislation is working its way through the system around the use of credit scores in the job search process. Our discussions of these topics have been updated to reflect the current state of affairs.

	
Young Americans are struggling in unprecedented numbers with student loan debt: Since the original publication of this book, the total amount of student loans outstanding eclipsed the amount of total credit card debt for the first time. Ever. We’ve added a new chapter to the book on the basics of student loan debt.



Importantly, while the statistics have been updated in this 2nd edition of On My Own Two Feet, the core advice in this book remains the same. Tested by one of the most brutal patches in recent economic times a mere one year after its initial release, we feel more strongly than ever that the advice in this book can help get you on solid financial footing.

Another reason for the 2nd edition of On My Own Two Feet is that these vital basic tenets of personal finance are still not reaching as many people as they should. Consider the current financial literacy landscape:


	
Americans still aren’t saving enough: After the financial crisis of 2008–2009, the nation’s savings rate crept upward to 5.1 percent in 2010. But the improved habits didn’t last. A full 30 percent of workers in a 2012 EBRI study reported that they had less than $1,000 in savings and investments.

	
Americans continue to avoid budgeting: According to the 2012 Consumer Financial Literacy Survey, 56 percent of Americans admit they have absolutely no budget.

	
Americans are not prepared for retirement: Nearly 75 percent of retirees have not saved enough and said they would save more if they could do it all over again. According to Financial Finesse, fewer than 40 percent of employees feel confident that their retirement investments are properly allocated.



Since On My Own Two Feet was published in 2007, we have given speeches about the power of “Saving, Investing, and Protecting Yourself” to thousands of women from coast to coast. After what seemed like every presentation, the same thing would happen: Woman after woman would come up to us and tell us that she wished she had heard this information sooner. Today, we’re happy to say that enough time has gone by that we’re starting to hear the opposite—early readers of On My Own Two Feet have contacted us to triumphantly exclaim, “I did it! I read your book, followed the steps, and wow, is my financial life the better for it.”

So, if you are starting from (the very common place of) having no savings, a lot of credit card or student loan debt, or just feeling overwhelmed by the thought of investing, please know this: Time and again, we’ve seen how simply making a shift in your mindset to committing to improving your financial well-being can open a doorway to one of the most joyous of life journeys—to financial freedom.

Importantly, you don’t have to love personal finance to take charge of this part of your life. Manisha truly does and Sharon does not. It doesn’t matter, as long as you consistently act on the basics. Too many people miss that vital secret, thinking good personal finance habits require an advanced business degree and the ability to identify which company will be the next hot stock. This simply is not so. Please keep reading and go for it. Act on the basics. Own your finances, own your life.


INTRODUCTION

Have you been searching for a personal finance book that is short, inviting, and easy to read? If so, your search is over. On My Own Two Feet explains what you need to know about your money without drowning you in mind-numbing detail. This book will empower you to take charge of your financial life.

As graduates of Harvard Business School who have spent the majority of our careers working in the money management industry, we are frequently asked for suggestions on how people can best learn about personal finance. Time and again we hear the same lament, “I know I need to learn about this stuff, but it’s just so boring and complex …


	While a solid understanding of personal finance is important for both sexes, we are particularly concerned with helping women grasp the basic principles of money management.



By the time you are finished reading this book, you will know more about your money than the vast majority of Americans. You will be aware of the factors that drive your financial health, and you will understand how to routinely incorporate them into your daily life. For instance, in this book you will learn these key lessons:


	How to make your credit cards benefit you instead of the credit card companies

	How much of your income to save—not just for retirement, but also for near-term needs such as an emergency fund and key big-ticket items like a car and a home

	How to invest your savings so your money grows and lasts as long as you do



Today, many women are choosing to marry later in life or not at all. With divorce rates high, and given that women have statistically longer life spans than men, it is a basic fact of life that a high percentage of women will spend as much or more of their lives single than coupled. Therefore, it’s unwise to think that Prince Charming is going to swoop in to solve your financial woes. In fact, it’s probably safe to assume that Prince Charming doesn’t have a clue when it comes to money, even if he acts like he does.




“Prince Charming” Is Not a Financial Plan


	Roughly 90 percent of American women will find themselves the sole keepers of their personal finances at some point during their lives, according to the National Center for Women and Retirement.

	According to the Transamerica Center for Retirement Studies, 28 percent of working women have taken or expect to take time out of the workforce to act as a caregiver for a child or aging parent. Of the women who plan to take time out of the workforce, 73 percent believe that it will negatively impact their ability to save for retirement and, ultimately, the size of their retirement nest egg.

	Two-thirds of women over age 65 rely on Social Security as their primary source of income. Consequently, women are twice as likely as men to live out their golden years at or below poverty levels, according to the National Women’s Law Center and the Administration on Aging.







We are concerned that women continue to get shortchanged when it comes to financial matters. It is this concern that inspired us to write On My Own Two Feet. In light of these statistics, our personal goal is to help our fellow females. Nevertheless, the core of our financial advice is equally applicable to men.

Having worked in the financial services industry, we have seen firsthand the power of learning just a few simple financial lessons. These lessons are useful at any age. However, they are most powerful when implemented in your twenties and thirties because you have more time on your side. The sooner you implement the basics of personal finance, the more confidence and financial security you will have. You will also eliminate a major source of stress and fear later in life. Simply put, understanding how to balance your desire to live well today with the need to save and invest for tomorrow is the equivalent of reaching financial nirvana. Helping you achieve this vision is the goal of this book.

Money Madness

When it comes to money and personal finance, millions of people are caught up in a perfect storm. They want to believe that everything will work out okay.

However, they aren’t quite sure what to do with their money or how it all adds up. To add insult to injury, in modern America we are bombarded with images encouraging us to buy more stuff. This relentless emphasis on materialism subtly teaches us to judge people not by who they are but by what they have. It is a value system that tempts us to live beyond our means.

For instance, if you see a woman dressed in designer jeans, stylish heels, and the latest trendy handbag, you might think, “Wow, she’s arrived.” However, the reality quite often is, “Dang, she’s just one paycheck away from losing it all.”


	The stark reality is that despite outward appearances of affluence, a shocking number of people are literally just a stone’s throw away from financial disaster.



This is just as true for men as for women. The next time you see a guy cruise by in a shiny new sports car, keep in mind that you may very well be looking at his biggest asset. Unfortunately, all too many Americans are caught up in an unending cycle of spending more than they earn as they strive to maintain lifestyles that project images way beyond what they can afford.




Consider These Shocking Statistics


	According to the American Payroll Association, nearly 70 percent of Americans are living essentially paycheck to paycheck.

	In terms of their greatest financial priority right now, the majority of working women (55 percent) are focused on paying off debt, such as their credit cards, or just getting by—covering basic living expenses. For unmarried working women, this number jumps to 64 percent, according to the Transamerica Center for Retirement Research.

	Far fewer working women have a retirement strategy—just over half (52 percent) have a retirement strategy, only 11 percent of whom have a written plan, according to Transamerica.







It’s not that people want to make bad financial decisions—it’s that they never learned the basics. Personal finance is not taught in most schools, and talking about money is still taboo in many circles. Parents often assume children will pick up the basics of personal finance on their own, and many parents don’t really have a grip on their own finances. As a result, millions of Americans simply do not know how to live within their means.

Author John Naisbitt has said, “We are drowning in information and starved for knowledge.” This is particularly true in the realm of money. One of the fundamental premises of On My Own Two Feet is that the “right” personal finance guidance is already out in the public domain—it’s just tough to identify it in the sea of available information.


	In this book, therefore, we home in on the most important aspects of personal finance and skip the extraneous details.



On My Own Two Feet is divided into three parts. In the first section, we will walk you through the five basic tools for financial success. In the second section, we’ll discuss how to invest your hard-earned savings. In the final section, we’ll address strategies for dealing with potentially tricky real-life situations, including those student loans you’re probably carrying. Should you wish to delve deeper into any of these topics, we list a variety of resources in the appendices. The bottom line is that if you want to be in charge of your future, you need to have control over your finances. So let’s get started.
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CHAPTER 1
Start Saving Now

The first step toward financial success is to develop the habit of saving. Developing this habit is a lot like developing the habit of flossing your teeth. It’s hard to argue against either practice in theory. However, when it comes to actually doing it, well, that’s where most people fall short. So in this chapter we’re going to spark your enthusiasm for saving by doing the following:


	Explaining why it is so important to save regularly

	Talking about when to start saving

	Discussing how much to save



Our goal is for you to come away from this chapter with a strong desire to start saving right now.

Why Save?

At its core, saving is really about spending. The whole reason you save money today is so that you can spend it in the future. In general, you save for three basic reasons:


	To have a cushion—or an emergency fund—when life’s unexpected expenses arise

	To be able to pay for big-ticket items in the future

	To ensure a financially secure retirement



Let’s talk about each of these three reasons to save in a little more detail.

EMERGENCY FUND

According to the National Bureau of Economic Research, 50 percent of Americans would struggle to come up with $2,000 in a pinch. A whopping 64 percent of Americans do not have enough savings on hand to handle even a $1,000 emergency expense, according to the National Foundation for Credit Counseling.

This lack of savings can put you in a real bind when those unexpected bills pop up. Suppose you are laid off, and it takes a few months to find a new job. In the interim, you’d still have to pay your bills. This is why it’s important to save enough money to cover at least three to six months of living expenses. Once you have this cushion, you’ll find it easier to navigate through life’s short-term detours.

BIG-TICKET ITEMS

Then there are the classic big-ticket items that you may want down the road. Examples of such items include a car, graduate school, a down payment for a home, a wedding, or your children’s education. The key to buying big-ticket items without incurring burdensome debt is to start saving for them well in advance.

RETIREMENT

If you are like most people under the age of 50, retirement is probably the last thing on your mind. This is totally understandable. It seems so far off, and besides, you have career ladders to climb, families to build, friendships to cultivate, and hobbies to pursue. Unfortunately, our generation doesn’t have the luxury of pushing off retirement planning the way previous generations did. Why? Well, fifty years ago, people retired in their mid-sixties and expected to live for another ten or so years on average. They funded their retirement with what was called a “three-legged stool,” which included a company-sponsored pension plan, Social Security, and modest personal savings.

These days, it’s the rare company that provides the kind of pension plan our grandparents and/or some of our parents received. As for Social Security, there’s no guarantee it will be around when you retire, and as of this writing the average female beneficiary gets less than $1,100 a month. That means you’ll need to rely on your own savings. As if this isn’t enough, unlike prior generations, you are likely to live much longer. If you are in your twenties or thirties right now, there’s a good chance you could live well into your nineties. That means you could live in retirement for twenty or thirty years—or two to three times longer than your grandparents and nearly as many years as you worked. Think about that for a minute. For each year you work, you might have to fund not only a year of current living expenses but also potentially a year of living expenses in retirement. Therefore, in addition to building an emergency fund and saving for big-ticket items, you must develop a long-term plan for retirement.

When to Start Saving

With these goals in mind, let’s talk about when to start saving.


	Start saving today.



Asking when to start saving is like asking your dermatologist when to start wearing sunscreen. The answer is always right now. The reason is that the sooner you start a disciplined program of saving, the less you will have to save out of your own pocket. Let’s look at Tabitha and Tonya. Their experiences highlight why it is so important to start saving as soon as you can.




The Tale of Two Ts: Tabitha and Tonya

Tabitha saved $5,000 a year for her retirement. Tonya saved $10,000 a year. Both women saved these amounts for ten years, made the same investments, and saw their money grow at 7 percent per year. Guess who had more money at age 65? At first glance, it may appear to be Tonya, but it’s actually Tabitha.





TABITHA’S STORY

Tabitha graduated from college and, at age 22, took a job working for an accounting firm in Dallas with a starting salary of $40,000. Right away, she began saving $5,000 a year for her retirement. Tabitha kept up this routine for ten years, saving a total of $50,000 out of her own pocket. Then, at age 32, she decided to quit her job to become a full-time mother. While she did not contribute another dollar to her savings, her existing nest egg continued to grow for thirty-three more years before she hit retirement age at 65.

TONYA’S STORY

Tonya, by contrast, graduated from college and took a job working for an ad agency in San Francisco with a starting salary of $30,000. In her early days, money was very tight. Living in the high-cost Bay Area, just making her rent was a struggle, so Tonya did not save anything in her younger years. A talented and creative individual, Tonya quickly moved up the ranks at the ad agency. By age 42, she was a vice president and was making $75,000 a year. Tonya finally felt like she was able to start saving for retirement, so she began putting away $10,000 a year. Tonya did this for ten years, saving a total of $100,000 out of her own pocket. At age 52, however, when her parents became very ill, she decided to quit her job to help take care of them and she stopped saving. Tonya’s existing nest egg only got to grow for thirteen more years before she hit age 65.

THE MAGIC OF TIME

While both women’s investments grew at 7 percent a year, their nest eggs at age 65 were very different sizes. When Tabitha turned 65, her retirement nest egg had blossomed into a whopping $644,000. When Tonya turned 65, her retirement nest egg had reached $333,000. While Tabitha saved only half as much as Tonya out of her own pocket, she ended up with nearly two times more than Tonya in her retirement nest egg. How did this happen? The reason is very simple. Tabitha started saving twenty years earlier than Tonya.


	Saving early gives your money more time to grow.



The benefits of starting to save and invest early are simply enormous. Having time on your side and investing your hard-earned savings in a smart manner is the classic recipe for financial success.

How Much to Save

We know how hard it is to save. We also recognize that many of you are just making ends meet. However, we’d be doing you a real disservice if we didn’t give you the straight scoop when it comes to how much you need to save if you want to be financially secure. Ideally, 15 percent of your gross income is the amount to save (“gross” income simply means your income before any taxes are taken out). Recall that you save money for three future needs: emergencies, big-ticket items, and your retirement.

We recommend setting aside 5 percent of your gross income for your combined emergency fund and big-ticket items and 10 percent of your gross income for your retirement. Your main vehicle for your retirement savings will be your employer-sponsored retirement savings plan—such as your 401(k)—and your individual retirement account (IRA). CHAPTER 9 discusses these important accounts.

It’s very important to note that the precise breakdown of your savings may vary from year to year. For instance, if you do not yet have an emergency fund, you’ll put more of your savings toward that goal first. Alternately, if you are trying to save for a down payment for a home, you’ll put more of your savings toward that goal. The key point to take away is that while your percentage mix among these categories may vary over time…


	If you save at least 15 percent of your gross income year in and year out—and are careful about your investments—you’ll be firmly on your way to financial nirvana.



Over time, you will build up enough cash to cover three to six months of living expenses in case you hit one of life’s little rough patches. You will have the ability to make those big-ticket purchases without having to take on heavy levels of debt. Finally, you should be able to retire free from financial worry. Who wouldn’t want all that?

You may be thinking, “Save 15 percent of my income, with at least two-thirds of that going toward my retirement—are you crazy? Heck, life’s short. I’m saving to buy those hot new heels I saw in my favorite department store!” We agree that it’s important to enjoy the present. However, ignoring your future while living it up today can lead to financial disaster later in life. It can also set you up for high stress during your working days. So go for it. Give yourself the gift of financial security by starting to save as early as you possibly can.


	Even if you save just a small percentage of your salary at first, the key is to know your end goal and start working toward reaching it.



If you want to see approximately what you’d end up with in your golden years if you start saving 10 percent of your gross income today for retirement, please see the chart in APPENDIX A.




Where Do I Store My Savings?


	
Day-to-day needs: Store the money you need to access for your day-to-day needs in a checking account at your preferred bank or credit union. In APPENDIX A, we list some questions to help you find the one that’s right for you.

	
Emergency fund and big-ticket items: Store this money in a savings account at the same bank or credit union as your checking account or consider putting that savings in a money market fund at a diversified financial institution or brokerage house. These types of firms typically offer a wider range of investment products and services than traditional banks and credit unions. We list contact information for several large, established diversified financial institutions in APPENDIX A.

	
Retirement savings: There are two types of special accounts that you can use to super-size your retirement savings. These accounts are so important that we’ve devoted an entire chapter (CHAPTER 9) to explaining how they work.







As you strive to start, increase, or maintain your savings rate, a great approach is to put your savings on autopilot. You can make your financial life much easier by setting up automatic deposits. For instance, you can ask your employer to make automatic deposits into your retirement account. You can also have a portion of your paycheck deposited directly into your savings account at your bank or into your account at a discount brokerage firm. Setting up your savings on an automated monthly basis ensures it gets done.

Despite economic ups and downs since the start of this century, the average American still saves practically nothing. To state the obvious, if you do not save money on a regular basis, you will not have a safety net when you hit life’s inevitable potholes. Additionally, when it comes time for those big-ticket items that most people hope to buy, you must have savings to avoid taking on burdensome levels of debt. Finally, in order to have a comfortable retirement, saving is even more important for women than men given that women tend to live longer than men. To help you reach your savings goals, the next four chapters of this book are dedicated to the key tools you can use to find the money to save and achieve financial success.

[image: ]

Savings Tips When Money Is Tight

Starting is the first priority.

Remember, even if you can only save 3 percent or 5 percent of your gross income at first, know that every little bit counts and the money you save early on is the most valuable.

Knowledge is power.

Just understanding the importance of saving is a huge first step. If you make saving a priority, you will figure out how to increase your savings percentage over time.

Don’t despair.

If you are reading this, and like many, many people are sitting there with piles of student loans or other debt, keep reading. By the time you finish this book, you’ll have a solid roadmap for prioritizing debt pay-down and setting money aside for savings.



CHAPTER 2
Use Your Credit Cards Wisely

The second stop on your journey to financial success is a discussion about the proper management of your credit cards. Credit cards can be very helpful if they are used primarily to keep you from having to carry a lot of cash in your wallet. Too many people, however, mistakenly consider their credit card the ultimate sidekick with which to indulge the here and now: “So simple to use, and it never lets me down!” This kind of attitude can easily lead to excessive credit card debt. Unfortunately, what many people don’t realize until after they’ve racked up a hefty balance is that credit card debt can be ferociously expensive. Uncontrolled credit card debt curtails your freedom to create the life that’s right for you.
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