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NOTE TO READERS



This publication contains the opinions and ideas of its author. It is sold with the understanding that neither the author nor the publisher is engaged in rendering legal, tax, investment, financial, accounting, or other professional advice or services. If the reader requires such advice or services, a competent professional should be consulted. Relevant laws vary from state to state. The strategies outlined in this book may not be suitable for every individual, and are not guaranteed or warranted to produce any particular results. No warranty is made with respect to the accuracy or completeness of the information contained herein, and both the author and the publisher specifically disclaim any responsibility for any liability, loss or risk, personal or otherwise, which is incurred as a consequence, directly or indirectly, of the use and application of any of the contents of this book.
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INTRODUCTION

Opportunities for Great Wealth Are Everywhere—You Just Need to See Them




Spotting a reliable stock trend is like surfing a wave. If you’ve ever watched someone surf—or been lucky enough to surf yourself—you know that most of the time in the water is spent waiting, watching, alert, being “one with nature.” What is all the vigilance for? Good surfers wait to spot the perfect wave. When it finally comes, they’re able to catch it for a great ride.

Creating wealth is similar. It is all about spotting opportunity, being open to the investment possibilities inherent all around you in your life, and, most important, perceiving a trend before it becomes a trend. At just the right time, a perceptive investor jumps on a developing trend like a great wave and surfs it all the way to the bank.

But what exactly are the best trends to jump on right now? If you’re looking to find a trend list in this book, you should put it down right now. You won’t find me telling you about the trend du jour. Consult the latest edition of your favorite TV money show or your favorite financial blog or magazine for that kind of information. But beware. The pundits will most likely be telling you about yesterday’s trends. Also, millions of others will be getting that information at the same time. Invest in China! Social networking is the next big thing! Video on Demand will make you rich! The problem with books and pundits telling you about the specific trends of today is that tomorrow these tips will be useless. The very nature of trends is that they are constantly in flux. Just as a wave rolls in, then crashes against the shore and is gone forever, if you don’t ride a trend at the right moment, you will lose it. I don’t want to tell you about a wave that’s already crashed. I want this book to teach you a skill that you can use today, tomorrow, and ten years from now.

I’ll show you how to spot a reliable emerging trend yourself before the pundits are onto it. I’ll help you hone your opportunity-spotting skills, and I’ll lay out how you can use trend-spotting techniques to make good money today—and for the rest of your life. I actually prefer to think of trend spotting as a form of spying: constantly looking for clues in places other people don’t expect to find them, never letting anything slip by unnoticed, always paying attention to your surroundings.

From the time I was just a kid, selling sunglasses on the boardwalk at the Jersey Shore, to my successful career in money management, to my role as a Financial Life Coach for AOL and a television commentator, I have found that spotting trends is the key to becoming rich. You didn’t need to go to business school, or to any school for that matter. You don’t need to have a sophisticated knowledge of financial models and data. You don’t need to have lots of money. It often seems so hard to get rich, but the truth is that you simply need to be able to see a good money opportunity before others do—and jump on it. This book will show you how, and it will show you that you are perfectly capable of doing it yourself. All you need in order to think in a trend-spotting way are the simple techniques that I’ll show you.

As you get a feel for these techniques, you will grow more and more comfortable with your ability to see a good wave coming. A confident trend surfer is usually the most successful at making money. As you spend more time surfing, you will make more decisions that pay off, and your confidence will grow. Not every pick will be a winner. The key is not to let your confidence get destroyed by mistakes, and to learn from them instead. And remember: Don’t get overconfident! That’s a sure way to find yourself wiping out completely.

As you gain confidence, you’ll also learn which waves are the ones you know how to ride. What might seem like a good wave to the next person is not necessarily a good wave for you. Not every investor is the same. High-risk investors are like high-risk surfers: They look for the big waves, dropping into 20-footers by helicopter in Hawaii, taking amazing rides but with equally brutal wipeouts. They ride risky trends, go for broke—and sometimes end up that way. A measured investor, in contrast, rides the 5-footers; some of them are awesome, others fizzle out, but rarely do these surfers completely bite it. And then there are cautious boogie boarders, surfing small waves, never coming up big but almost never getting hurt, either. Knowing your investing style and limitations as you head into the investing game helps you home in on trends you are willing to jump onto—whether risky but potentially incredibly lucrative or very safe but with lesser payout.

My personal investing style isn’t that of a hard-core surfer, but I’m also not afraid to catch a fairly big wave when I see it coming. There is no right or wrong investing style, and my intention in this book is not to sell you on one over the other. But understanding your risk tolerance helps you know what kinds of wave you are most comfortable riding and will help you apply the tips I give you. It is also important to remember several points as you home in on your surfing style:


	
Diversifying is crucial. No matter what your surfing style, it is important to diversify your investments. Don’t pour all your money into the stock market, even if you are a high-risk surfer. Many investment books provide a formula for how much you should keep in low-risk cash and bond investments versus high-risk stock market investments. I’m not a proponent of one over another, but I am a proponent of spreading your money around—whether in a traditional savings account, stocks, bonds, mutual funds, index funds, real estate trusts (REITs), or any other investment vehicle. Even within stocks, it’s wise to diversify among companies in different sectors. Just as you wouldn’t have wanted your life savings to be wiped out with the dot-com crash, you should spread your investments across different sectors so you can surf past future wipeouts. Keep some cash for a rainy day, invest some of your money in safer, albeit lower-yielding investments like bonds and certificates of deposit, and if your style permits, put some money in higher-risk stocks.

	
Don’t be afraid to start your own stock portfolio.


Although it is important to diversify your money, if you are able to put some portion of your investing funds into building your own portfolio of individual stocks, the payoffs can well exceed the returns from investing in bonds, CDs, and even stocks owned through mutual funds or index funds. As the Wharton professor Jeremy Siegel points out in his book Stocks for the Long Run, stock market returns have averaged more than 14 percent a year since 1982, and they have averaged more than 10 percent a year since 1926. Despite what professional money managers out there may tell you, you can do just as well as they, if not better, investing your own money if you know what to look for. Of course they are going to tell you they know better than you, because their jobs depend on people like you giving them your money to invest—and often taking heavy fees off the top. But take a look at the average performance of a mutual fund: the market tends to outperform the fund. This means, if you are investing wisely in the market, you stand a very good chance of making more money than you’d make had you let a professional money manager with a fancy business degree invest it for you.


    This should be a fun process—as if you were collecting something like baseball cards. You want to like and understand the companies you invest in. You want to build a portfolio made up of stock from individual companies you’ve picked, as well as from diversified mutual funds or indexes like the S& P 500 or the Russell 2000, or internationally diversified mutual funds that have reduced risk.

	
Be smart in the amount you put into the stock market. You don’t need to be a millionaire to start out. An investor can start out with $500, $5,000, or $50,000. Although some brokerages have minimums of $2,000, many don’t have any minimums at all anymore. My rule of thumb is to be aware that whatever I invest in the market is at risk. Whatever I put in, I have to be willing to lose. Of course, I hope this will never happen to either of us. But remembering that my invested money is at risk helps me measure the amount that I want to put into the market and the amount I’d rather put into safer investments. It’s also important to know that you don’t need to dump all your money into a single stock that you think has promise.


    Take baby steps in the beginning. If you like a company, invest a few hundred dollars. If things are trending in a positive direction, then pick up some more shares, even if they might be a bit more expensive than the initial investment. The most important point when you are building your own portfolio is…

	
How many should I own? Often, people who are just building a portfolio for the first time ask me, How many stocks should I include? If you are including in your portfolio diversified mutual funds or index funds, you will automatically own quite a few different stocks. But in terms of the stocks you pick on your own, you can have as few as one stock to as many as thirty. It depends on how much you want to watch them and how much time you have to devote. I personally own ten stocks at a time, never more.


     I like to know what I own, and I take chances that are based on really having conviction about a company and believing that I am ahead of everyone else. Remember, the more stocks you own, the more you have to pay attention to your portfolio, because it’s critical that you know what’s going on with each. Which means…

	
Always do your homework. As with all types of investments, don’t ride any waves blindly when it comes to stock picking. You must do your homework before putting your money into any company. The first rule of investing in individual stocks is that you’ve got to be sure to check the company’s fundamental financials. I will introduce some ways to do so a little later in the book, and there is no shortage of good information about this on the web and in magazines and books. Don’t worry: nothing I ask you to do gets too technical. The basics are really quite easy and not very time intensive, especially given how readily accessible the necessary financial reports are online.

	
Buy low, sell high. This rule is the key to trend surfing. Jump in when the wave is just starting, jump off before it crashes. It’s obvious, but it bears repeating, and you’ll hear it from me again and again in this book. But don’t get too obsessed with timing. By this, I mean don’t be afraid to jump on a wave because you think it might dip lower first, and don’t be afraid to jump off a wave because you fear it might grow a bit more after you’ve dumped it. As long as you sell higher than you bought, you will end up ahead. (Keep tax considerations in mind, though: Uncle Sam will want a share of your gains.)


     Maybe you’ll find you could have surfed the wave a little longer and made more, but don’t beat yourself up over it. It’s always better to leave a little on the table than to wipe out with less than you put in!

	
How do you actually buy and sell? There are many ways the average investor can buy and sell stocks: through brokerages and, now more than ever, online. Do your research about the fees involved. There are many discount brokers today offering free or flat rates. In addition to broker fees, pay attention to possible maintenance fees, custodial fees, and other costs (especially with mutual funds and international funds). When you are selling, be aware of your tax bracket and the tax implications of short-term and long-term gains. You don’t want to be surprised when April 15 rolls around and the IRS serves you with a big tax bill.

	
Think to the future. It is so easy to get caught up in the “now.” So many of us want results today, and if we see returns, we want to spend them immediately. But think to tomorrow. Be an investor rather than a day trader. One of the best waves you’ll catch is when you buy a stock today that grows because of a future trend. If your homework on the stock tells you so, it can be worthwhile to hold onto some of these for a while. Besides thinking about future trends and the future of your stocks, you also want to think about your future. You want to put as much as you can into a retirement account. Whether a Roth, a deductible, or a nondeductible retirement account, an IRA of one kind or another is crucial. There are plenty of reliable books and website articles that will help you choose the best way to invest for retirement, and you should invest being mindful of how far from retirement you are.

	
Know your time horizon. Your surfing style should reflect your age to a certain extent. If you are young, you have the luxury of time to think about investing in things with long-term, high-growth potential. You can afford to be a higher-risk surfer and to take a chance on certain types of riskier stocks. You would then be able to hold those stocks through down periods, and even if you wipe out, you can often start over. However, the closer you are to retirement, the more you should be considering putting your money into relatively secure investments. High-risk stock investing can be the path to a difficult old age without money to provide for yourself or your family.

	
Be patient and vigilant. Don’t expect a stock to take off overnight. If you are putting your money into an IPO (initial public offering of a stock), for instance, it might take some time for the company to grow. If you see promise, and you’ve done your research and the company is solid, be patient and you’ll likely be rewarded. Remember the double-digit returns that stocks have earned over the long haul. Also, be patient with yourself. Allow yourself to make mistakes. Fall in love with the trend-spotting game, but don’t fall too closely in love with any of your stocks. Don’t forget to keep a close eye on your portfolio. If signs point to one of them taking a turn for the worse, let it go! There will always be another good one that comes your way. And most of all, while you are making money, have fun!






SOME RELIABLE SOURCES I OFTEN GO TO FOR FINANCIAL INFORMATION AND RESEARCH

 

Magazines like Smart Money, Fortune, Forbes, Fast Company, BusinessWeek, The Economist

 

Newspapers like The Wall Street Journal, The New York Times business section, Financial Times

 

Government organizations like the Securities and Exchange Commission (SEC)

 

Websites of all the above publications, along with Google Finance, AOL Finance, Yahoo! Finance, MSN Money, MarketWatch, CNN Money, Reuters, Motley Fool, Morningstar

 

I also use alert systems like Google Alerts, where you can have information about specific companies emailed to you whenever they appear in the news.





As AOL’s Finance Editor and Money Coach, I provide personal finance advice and inspirational wisdom to anyone looking to turn his or her financial situation around. In this book, I will act as your coach to make you motivated to spy everyday opportunities, be confident to jump on the ones that are right for you, and as I have done so many times, surf these opportunities to big payoffs.

In the following chapters, I’ll present nine basic techniques for spotting and riding trends. I’ll also tell the stories of lots of trends—and how my small and large investments paid off. This has worked for me, and I’ve seen it work for many others, like the teacher who thought that Price Club (now Costco) was a revolutionary way to shop and, building a portfolio on that vision, is worth $5 million today, and the mechanic who noticed that Toyotas really don’t break down and bought the stock at $50 in 2002, then rode it to $120.

I’ll include plenty of my own stories as well. There is a reason that I get hired to provide financial advice. I’ve made good millions and was able to retire at thirty-seven years of age following the methods I’ll present, and those who have followed my advice have done very well too. I spotted the coming cell phone era and bought Qualcomm stock early, watching it go up 3,000 percent. I invested $27,000 in three thousand shares of Univision, the Spanish-language media company, in 1997 when the stock was at $9, knowing there was a growing Latino population in the United States with increasing purchasing power, and sold that stock in 2001 at $50—for a profit of $123,000—when I saw that the game had changed and many English-language television channels were now available in Spanish. I saw that Commerce Bank in New York City was unique for being open on Sundays. It was so convenient, in fact, that I started banking there myself. Sure enough, over time more and more branches opened, and many of them stayed open until midnight. I bought the stock at $25.50 in July 2004, and sold in May 2006 at $40 because of concerns about rising interest rates and the corresponding potential economic and housing market decline. I made a profit of more than 58 percent.

You also should know that we all make mistakes, and the key is to learn from them. Personally, one of the biggest mistakes I’ve made is to fall in love with a stock that had made me money in the past. It’s like going back to a well that’s become empty. Years ago, I did this with Merck stock. It was the darling of Wall Street for years and just seemed to be going up and up, but the trend and tide suddenly turned against pharmaceutical companies. I bought Merck stock again at $63, after it had dropped from the $90s, and held on. I watched it go down to the $20s, then back up to the $50s. I’ve seen companies go from high-flying down to zero, so anything was possible. But I let my emotions get the best of me and neglected to be vigilant about this one. It can happen to anyone. The lesson I learned from this is to never think you’re so smart or to try to catch a falling knife. When we start making a little bit of money, it’s easy to get cocky. But the stock market can humble even the best of Wall Street pros, so beware.

The more you employ the trend tips I’ll present, the smarter investments you will make. You will see that you can use these tips in a variety of ways. You don’t need to follow one tip over another, and often you will use one tip in conjunction with another.

Getting wealthy is not something reserved for the elite or the Wall Street pros in our society. It’s all about keeping your eyes and your mind open, asking questions, and developing your ability to see the patterns that create opportunities for wealth.









TREND TIP 1

Play the Six Degrees of Making Bacon

The Ripple Effect of Trends




Most people are familiar with the party game Six Degrees of Kevin Bacon: “I’m friends with Sally who has a cousin who designs sets for a director who works with Kevin Bacon.” The point of the game is to link any person to Kevin Bacon through six steps or less, and it illustrates the larger “Six Degrees of Separation” theory that every person in the world is only six contacts away from knowing every other person in the world.

I have made millions by making a different set of connections and connecting the dots to an overlooked pot of gold. One of my most valuable techniques for picking stocks is to look for the “unlikely suspects.” These are the companies that thrive as a supplier or the ancillary beneficiary of a trend, societal change, or economic or political driver.

While social scientists have studied how we as people are interconnected, little research has been dedicated to the significance of the relationship chain in financial trends. Economists have drawn up complicated equations for many economic models, but how an obvious trend causes other trends is relatively uncharted territory for even the professional investor. As a result, mapping out causal connections in trends might be one of the best kept secrets to identifying and profiting from these trends. The party game’s goal is getting to Kevin Bacon in six steps. In financial trend spotting, finding a service or product that’s separated—whether by two, three, or six steps—from a clear trend can lead to a great investment. For that matter, identifying a company even farther separated, whether 10, 15, or 20 degrees, can sometimes be profitable.

The best part is that it isn’t rocket science.

Take the case of corn ethanol. With the rapidly growing interest in ethanol as a more environmentally friendly substitute for gasoline in the last few years, corn prices have skyrocketed. Many investors have jumped to make money off this trend. By now, the prices of corn have already jumped, leaving less potential to profit off the trend. Rather than trying to get in on something that has already become highly valued, you can make better money by applying the Six Degrees of Making Bacon principle, and investing in more affordable options that will benefit from the new-found popularity of corn. While everyone and their brother will be investing in the trend itself, you’ll be surprised how many people don’t think to invest beyond the trend.

If demand for corn has risen dramatically, farmers are going to be trying to meet that demand. What products or services do they need in order to increase production of corn? For one, they’re going to be buying new tractors and other farming equipment, as well as more pesticides and fertilizer. So you might want to look at companies like AGCO Corporation or John Deere, which make tractors, combines, sprayers, and other equipment. Or check out companies like Monsanto, which produces Roundup, a pesticide often used on corn and soybeans (another source of biofuels). Syngenta is another example: among other things, they develop high-performing seeds, including corn seed, and are creating a hybrid corn specifically for improved biofuel. Then there are middlemen like Archer Daniels Midland, which stores, transports, and processes agricultural products, as well as train manufacturers like American Railcar, which makes and services trains used to carry agricultural products. The list could go on and on.

Drawing Connections

I find the easiest way to play the Six Degrees game is to draw diagrams. It’s fun to uncover how an obvious trend has a ripple effect. You can usually find products, services, and companies worldwide in every direction that are positively affected by a trend.

Don’t just think in a linear way. The ripple effects of just one trend can take you numerous steps in many different directions. In order to play the Six Degrees of Making Bacon, all you need is a bit of creativity.

Let’s look at an example. Beginning in January 2001, interest rates started to drop. When the Federal Reserve Board lowers the federal funds rate, the prime rate follows the trend downward, as do mortgage rates. The trend of falling interest rates invariably lights a fire under the housing market. When mortgage interest rates are low, people can afford to buy houses that they couldn’t buy when the interest rates were higher.

So we draw our first set of connections:

[image: image]

If you bet on housing to be a big market as we headed into the twenty-first century, you were right. The value of residential real estate in the United States rose by about ten trillion dollars from 2000 to 2005, with the average home costing over 60 percent more than it had at the end of 1999. So just one degree away from the trend of falling interest rates, you would have found a great way to profit. But now take it several steps farther. Cheap mortgages mean more people will take a mortgage, which means there will be a spurt in the new-home market. Home builders are ready to rock when those rates fall.

[image: image]

Now take it farther still. When home building is on the rise, what other products and services are positively affected? Building materials, construction crews, home design companies, for starters. When mortgage companies do well, who else does well? Sub-prime lenders, secondary mortgage buyers, and banks, among others.

Once you start the game it’s hard to stop. In our country of hungry consumerism, low interest rates also tempt people to stop saving altogether. In fact, they start to borrow at low interest rates and to “cash-out refinance” so they can buy goods they’ve always wanted (but really can’t afford)—a new SUV, a cruise, a Jacuzzi on the back deck, expensive shoes. How do they do most of their borrowing? In the form of credit cards. This is good news for the credit companies as well as the companies servicing the credit companies—including not just credit card equipment makers but credit counselors and the debt collection companies.

It is no coincidence that the stock of American Express grew steadily in these five years, almost doubling in price, and I recommended its stock consistently on Fox News from 2001 to 2003. It’s also no coincidence that Mastercard had a highly successful IPO in 2006, with a nearly 300 percent gain in its stock price.

So now you have drawn yourself a map showing how one trend can spawn so many others. But how can this map be used to make bacon? How does this information help the savvy trend spotter actually make money? Identify publicly traded companies who specialize in the fields that are some degrees separated from an obvious trend source, and consider investing in these companies.

For example, on my AOL blog, I recommended West Corporation in November 2005, back when it was trading just below $40.89. This company collects receivables for other corporations. Knowing that America’s debt was getting out of hand, after being spurred on by the rise in home-equity loans, I believed West Corp.’s collection services would be in increasing demand. Sure enough, in late 2006, West Corp. was bought by Quadrangle, and each investor received $48.75 per share. Someone who had bought $2,700 in West Corp. stock back in November 2005 would have sold at $3,219—for a gain of $519, or nearly 20 percent. Not a bad return for a year!
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