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INTRODUCTION



LEWIS SCHIFF


Investing is a lot like buying a car. As a consumer, you’ve got many choices, but there’s no such thing as the “best” choice for everyone, only the one that’s right for you. Some folks are looking for speed. Others want safety. Still others don’t care what they drive, so long as it gets them there.


There are so many choices in the car market, with not a great deal of difference between them, that the manufacturers and marketers rely on hype to convince prospective customers of the superiority of one model over another. It’s gotten so bad that even if one of these companies actually managed to create a truly great product, it would be difficult for car buyers to know.


Once you’ve decided you want a minivan rather than an SUV, you’re still faced with a bewildering choice of vehicles. In reality, a minivan is a minivan is a minivan. One model isn’t all that different from another. This is where marketers come in, filling magazines, newspapers, and airwaves with so much hoopla that you don’t know what to believe anymore.


In the face of all that, you will eventually make a car choice because a car, for most of us, is an essential tool for living. Unfortunately, beginning your investing plan often doesn’t have the same priority. Given what you have to go through to start an investing program, I completely understand why.


With all that noise—experts offering conflicting advice on what to do, stock markets and interest rates going up and down, new economy stocks replacing old blue chips, and thousands of mutual funds and brokers to choose from—investing can seem like a risky proposition. That’s too bad, because a solid investment strategy is every bit as crucial as a car. And it will certainly get you farther than a car ever could.


I was lucky. I was a nerd who was drawn to investing at an early age—not because I come from a family of savers or investors and not because I am in love with numbers. What drew me to investing was that, like a puzzle, it seemed so complicated on the surface that I had to get inside and figure it out.


My interest in investing dates back to my very first job. As a fourteen-year-old, I worked on Wall Street one summer as a messenger for an international investment bank. My grandfather got me the job (he was a messenger, too). As I sped from tower to tower, delivering packages, I sensed that there was less to Wall Street than met the eye.


About a decade later, I ended up working at a financial magazine—not as a reporter, but as a computer consultant. My job was to use technology to make magazine production more cost effective. I had been bitten by the investing bug a few years earlier, and now I wanted to get inside the industry to see how it worked. My upbringing as a skeptic led me not to Wall Street this time but to a magazine, where I imagined I’d find out how investing and stock markets really worked, not how “the Street” said they worked.


What I learned at the magazine was very disappointing. It was no different than other parts of the financial industry. Investing professionals, whether they are journalists or stockbrokers, are paid to act as interpreters for their readers or customers. In that sense, the more you know, the less you need them. So they rely on a constant river of complex ideas and alluring possibilities to keep you coming back—from biotechnology stocks to investment trusts to mortgage-backed securities.


The World Wide Web changed all that. The interactive nature of the Web allows investors to “talk” to each other in a way that they never could have before. This directly challenges the broker-client relationship. In tiny virtual communities, people share the ideas that have really worked for them—ideas that are making them wealthy, ideas that are not very difficult to understand. In fact, they make a lot of common sense.


I began the Armchair Millionaire Web site because I knew—along with a great many other people—that investing intelligently doesn’t have to be complicated. Thus the world’s first commonsense savings and investing community was born.


There are at least tens of thousands of Armchair Millionaires, and probably a whole lot more than that. We have ordinary incomes, but our portfolios have done extraordinarily well. We don’t have supercomputers in our homes to analyze data, and we don’t eat cat food in order to save money to invest. We lead normal lives.


Well, we may stand out in a few ways. We are patient and we are disciplined. We understand the dangers of easy credit—too often from experience. We found out how to invest successfully on our own because we are “do-it-yourselfer” types who need to know how and why things work before we jump into them. We are skeptics, but not cynics. Our goal is financial independence but our expectations are realistic. Most important, we are all either millionaires or on our way to becoming millionaires.


How simple is it? Well, I don’t want to exaggerate. There are a few new ideas that are going to sound foreign at first. There’s also new terminology that you will need to learn.


And then there’s the financial services industry.


They are not crazy about simple, commonsense investing strategies. There is a prevailing wisdom out there, whether you hear it at a cocktail party or from your uncle, the stockbroker, that investing is a macho game in which you are judged not by how well you do for yourself, but by how much better you do compared to those around you. These folks tell you that you need to be in the “top performing” fund or that they’ve found the next Microsoft—“Get in while you can!”


The fact is, the successful investors who make up the Armchair Millionaire community are more interested in reaching their long-term goals than in attracting a crowd at a cocktail party. They also know that there are several factors that affect your long-term portfolio’s performance—and the increase in value of your investments is just one of them. Spending as little as possible on fees and commissions is another.


And so, the tools you need to implement this commonsense investing strategy—we call it the Armchair Millionaire’s Five Steps to Financial Freedom—are not available at every bank or brokerage. But they are available at the some of the biggest firms (we’ll tell you which in Chapter 8, “Use the Armchair Investing Strategy”). More and more companies are realizing the value of the long-term investor each day. In fact, there’s been something of a revolution in the past decade, wherein the investor on Main Street has gained access to the kinds of investing tools and information that used to be available only to the super-wealthy and to institutional investors. We’ll show you how to benefit from that revolution and navigate through the brokerage world to get the most services while spending the least in fees.


Of course, there’s much more to becoming an Armchair Millionaire than just implementing the Five Steps to Financial Freedom. While the steps are simple in and of themselves—we’ve laid out each step for you in this book—they require a certain degree of emotional intelligence, too. Patience and discipline are an Armchair Millionaire’s key to realizing investing success and financial independence.


The books on investing that line shelf after shelf at your local bookstore will try to tell you that successful investing is complicated. Armchair Millionaires realize that these books may make for interesting reading, but they aren’t required to build a sophisticated portfolio. That’s what makes this book different from all those other books—Armchair Millionaires say that investing isn’t about complicated formulas, or anything else that’s complicated. This book will show you, step by step, how to invest successfully. It includes simple, clear, straightforward investing advice for people in every stage of life. We will show you which investments to buy, how much, and when.


In these pages you’ll hear investing wisdom from a wide variety of people—from the most prominent investing giants in history to individual investors who may be a lot like you. They’ll describe their enthusiasm for these very simple concepts. Shutting off the noise and relying on common sense is the thread that runs through their stories. They will share their own investing experiences with you in this book as they do on the Armchair Millionaire Web site each day in our forums, bulletin boards, surveys, and other community events.


Listen to these folks. You’ll find out that there is a “best” way to invest for most people. It’s simple, easy to implement, and powerful enough to help most of us achieve financial independence.


So, whether you are deep in debt, a nincompoop about money, or hopelessly pressed for time, don’t despair. You’ll find someone in this book with a similar predicament. The only difference between them and you is that they have put these five commonsense investing steps into action, and now they’ve accomplished what they previously believed was near impossible. Think of them as the “after” and yourself as the “before.”


Best of all, their wisdom and support are available to you twenty-four hours a day for no charge (except for the cost of hooking up to the Internet). At the Armchair Millionaire’s online community, you’ve got a sounding board, a research tool, a place to get inspiration, and a whole group of friends who share a very important priority—financial freedom.


Please let me know how you fare on your own journey to financial independence. I’m at lewis@armchairmillionaire.com and I’d love to welcome you to our commonsense investing community.





Part I
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Getting Ready for the Journey
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What Is an Armchair Millionaire?
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“You don’t need a million bucks to be an Armchair Millionaire!”





When you visit Armchair Millionaire on the Web (www.armchairmillionaire. com), you’ll see this phrase scattered throughout our site. It means that being an Armchair Millionaire is not about having a million dollars, but having the attitude that will get you there. It is a state of mind, rather than a number in a bank account. When you are an Armchair Millionaire, you are mindful of the future, walking on a path toward an attainable goal of financial freedom.


You’ll discover as you read this book and meet actual members of our community that Armchair Millionaires come from all sorts of backgrounds. They are in different stages of life, and their portfolios are of widely varying sizes.


But there are some distinct characteristics that all Armchair Millionaires share. Once you understand these traits and begin to adopt them for yourself, you too will become an Armchair Millionaire. Even those of you who are terrified to start digging around in your personal finances. And those of you who don’t think you have enough time to actually maintain an investing plan. And all the folks who dare to dream of being financially secure but don’t have the first idea how to go about it—especially you!


An Armchair Millionaire Is …


Someone with a Goal


The basic goal for every Armchair Millionaire is financial security. Even though there are an infinite number of ways to define “security,” we can probably all agree on this basic definition: Security is having more than you need to survive; not living paycheck to paycheck; and not lying in bed at night worrying what would happen if you lost your job or got sick.


On the other hand, having more than you need to survive doesn’t necessarily mean having the best of everything—such as shaved mink coats and multiple luxury cars and adorable little six-bedroom summer cottages. If your goal is to live extravagantly, you’re missing the Armchair Millionaire mantra. Money is our friend, but it’s not our savior. And the less we spend, the more we’ll have. Even fabulously wealthy people can spend themselves into the poorhouse. An Armchair Millionaire is too smart to do that. Which brings us to our next characteristic:


Someone with Common Sense


An Armchair Millionaire is a skeptic. Not a cynic, mind you, but a skeptic—someone who likes to know the facts before jumping to any conclusions. And someone who knows there probably aren’t any quick and easy fortunes headed our way. Armchair Millionaires know the idea of getting rich quickly is a waste of our time. For that reason, we probably won’t be spending our hard-earned money on lottery tickets. (Not unless the prize is really big.)


But Armchair Millionaires know that it is possible, and even likely, to get rich slowly.


One quick look at the growth of a single dollar at a 10 percent annual rate of return over two centuries ($190 million!) will show us that time and compounded returns—as you’ll learn in Step 5—are very powerful tools for making a lot of money. More powerful tools than expensive brokers, or elaborate investment theories. In other words, an Armchair Millionaire is …


A Do-It-Yourselfer


After all, how else are you going to know that your investment plan is being done right? Sure, we’d love to have it done for us, but when it comes to the really important things, it’s worth knowing how to do it ourselves—especially if we are going to rely on it.


There’s another advantage to running your own plan. One of the most common investing mistakes, so common that it’s legendary in investing circles, “is selling into a panic.” Everyone’s heard a story (or has one of their own) in which someone sold their stocks or mutual funds when the market was in a downward spiral—only to see the market quickly rebound.


When you understand how your investing plan works and how the stock market has worked historically, then you’ll understand why selling into a panic is irrational. Armchair Millionaires know how their investing plans work. And they never invest in anything they aren’t comfortable with.


By bringing the control over your financial freedom into your own hands, you achieve ultimate security. It’s captured best in the old saying, “Give a man a portfolio and he’ll invest for a day. Teach a man to invest and he’ll eventually become a millionaire.” (Okay, so maybe the saying doesn’t go exactly like that, but you get the drift.)


Someone with a Plan


There isn’t an Armchair Millionaire out there without a saving and investing plan that’s intended to build their wealth over the long term. That’s a given. But what really sets an Armchair Millionaire apart from other investors is that an Armchair Millionaire’s plan can run on autopilot. The plan requires some planning, a little implementation, and then basically you never have to think about it again. Of course, if your personal style is to spend time researching investments and plotting your course, you can do so. But an Armchair Millionaire’s plan works reliably and on its own while you sleep, when you’re on vacation—all the time. You don’t ever have to break a sweat. Just sit back and relax. Once you master the basic skills and disciplines—emotional and intellectual—that you need to build wealth, then you can use the twin levers of short-term desires vs. long-term gains to build your portfolio at any pace you want. So every Armchair Millionaire is …


Someone with a Portfolio


There’s one last thing that any Armchair Millionaire will eventually have. It’s the inevitable result of a lifetime investing program: a seven-figure portfolio.


What an Armchair Millionaire Is Not


Okay, so now you know more about what an Armchair Millionaire is. Here’s a brief rundown on the things an Armchair Millionaire is not:
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One thing that all Armchair Millionaires are not is perfect. When we asked our community members if they live below their means, only half said they do. If you’re thinking that you lack the discipline to become an Armchair Millionaire, think again. Just starting to sort out your financial life is enough to designate you an Armchair Millionaire.


Armchair Millionaire Member Poll


Do you live below your means?


50% yes  30%no  20% sometimes





A Cheapskate


Yes, it’s true that the less money you spend, the more money you’ll have. But that doesn’t mean you have to deny yourself anything that could be construed as a luxury. After all, it isn’t unreasonable to want to enjoy the well-deserved fruits of your labors. Modern life is demanding and we all deserve to pamper ourselves now and again. What you’ll learn as you develop your plan is that you can create a personalized balance between short-term desires—such as the desire for an expensive cup of coffee, or a cushy new couch—and long-term goals, such as financial freedom. This balance will decide how fast your portfolio will grow. So you can still be an Armchair Millionaire and spend money on nonessential items; you’ll just take a little longer to reach your goal. The choice is entirely up to you. If you’re deep in debt as you read this, your story may be a little different—but we’ll cover that shortly.


An Extravagant Spender


When you hear the word millionaire, chances are you imagine someone with deep pockets, eating fancy dinners, ordering custom-made shirts, and flying on the Concorde for dinner in Paris. In other words, someone who never worries about money.


This image of a millionaire is so firmly entrenched in American mythology that it’s hard to shake. But as we’ve said before, even millionaires can spend their way into the poorhouse. The first way to become an Armchair Millionaire is to curb your frivolous spending. But before you panic and say you’ll never be able to do it, please finish reading this book. The Armchair Millionaire Five Steps to Financial Freedom can help you overcome your preconceived notions about money and build a commonsense savings plan that will make you rich. In other words, you’ll learn how to make money work for you, not against you.





“The most popular watch among millionaires is a Seiko, a fine timepiece, moderately priced. This is also the most popular brand among CEOs of Fortune 500 companies.”


—From The Millionaire Next Door
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Bet you were expecting a Rolex, weren’t you?





Someone with a Perfect Credit Report


Many Armchair Millionaires were once in debt. And they never want to be there again. Some have never been in debt, because the idea of owing just isn’t for them. Still others are digging themselves out of the hole one bill at a time. As far as being an Armchair Millionaire is concerned, where you are when you start isn’t important—it’s where you’re headed that matters.


The real beauty of the Armchair Millionaire’s plan to help you achieve financial freedom is that it can work for anyone. So take a deep breath and repeat after us: “I’m ready to be a millionaire!” And turn to the next chapter ….
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Financial Freedom Can Be Yours
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What Have You Heard in the Past About Making Money?


When you close your eyes and imagine what a successful investor looks like, what do you see? A man in a business suit chomping a cigar behind an impressive desk? A frenzied person on the floor of a stock exchange, motioning wildly and screaming “Buy!”? A genteel woman going about her daily business while her broker handles all her financial affairs behind the scenes?


There are many preconceived notions associated with investing. Mainly, that you have to be classy, smart, and wealthy, and either have a lot of time to monitor your portfolio constantly, or a near-genius broker to do all your legwork for you.


Would you believe that none of these notions is even the slightest bit true?


Wall Street is shrouded in myth and secrecy. It can seem that the only way you’ll make money is if you’ve got “insider information” or a “hot tip.” Well, friends, huddle up and get ready to hear a white-hot tip about making it in the market: You can be a complete schlub, never get out of your jammies, and still rake in the money. You can have only $100 a month to invest. You can be completely ignorant about complicated investment theories. You can be stranded on a desert island. But the point is, you (yes, you!) can achieve all your financial dreams.


Want to see what a successful investor looks like? Try picking up a mirror.


There are any number of ways you can rationalize to yourself that investing just isn’t for you. But the fact is, no one else cares as much about your financial security as you do. So no one is better suited to make it happen than you are. Because if you don’t take care of your own portfolio, chances are you won’t have one. There’s no need to panic. You can do this.
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The fact of the matter is, investing and personal finance are rarely explained and taught in the real world—not in schools, not at the family dinner table, and certainly not among friends. This lack of discussion creates a situation in which the average person assumes that investing must be so difficult that it is out of his or her reach. Here, two Armchair Millionaire members talk about investing ignorance and how to get over it.





Are We Pathetic?


Q:“My husband and I are, I think, educated, intelligent people, except when it comes to money. We have close to $50,000 in a checking account, because we don’t know what to do with it, or how, so we just leave it there. I am almost ashamed to admit this—who on earth doesn’t know how to invest money? Is this a common problem, or so pathetic it doesn’t warrant a reply?”


—Armchair Millionaire member Judi33











Start with a Change in Perception


A:“Investing money is like any other skill—it has to be learned. Many of us find that while we are growing up, money is presented to us as a substitute or symbol for all kinds of things, especially personal worth. We are made to feel guilty or greedy if we pay too much attention to it, and too stupid to understand all the complexities of managing it if we don’t [pay enough attention to it]. In reality, money is a tool to express our values and what we want to do with our lives. Once you realize that, then all the rest of this starts to make sense. Congratulations on getting started.”


—Armchair Millionaire member Jones_Ch





What You Will Learn in This Book


The best thing you could do to start your new life as an investor is to take all the ideas you have about investing and throw them right out the window. What you’ll come to understand as you read this book is that investing is not only easy, it’s boring. Kind of like brushing your teeth. Once you figured out how to brush your teeth, you never thought much about it again, did you? But you still brush every day, right? (If you answered “No,” that’s okay—your Armchair Millionaire portfolio will grow even on those days when you don’t brush your teeth.)





MEET RICH
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Rich is the official mascot of ArmchairMillionaire.com on the World Wide Web. Don’t let appearances deceive you, though—Rich is much more than just a two-dimensional cartoon character. Throughout this book (as well as on ArmchairMillionaire.com), you’ll occasionally find Rich explaining basic concepts of personal finance. He’ll help to describe some of the strategies that lie behind the Armchair Millionaire philosophy. Above all, Rich is here to remind you that saving and investing don’t have to be complicated.





So how is it possible that everything you’ve learned about the stock market is wrong? The Armchair Millionaire Five Steps to Financial Freedom are designed to alleviate all your worries about investing as well as help you build a seven-figure portfolio. Here are some of the mondo-sized myths that Armchair Millionaires tell us they used to hold to be true, lock, stock, and barrel (before they saw the light, of course).


BIG MYTH NO. 1:


You have to have money to make money.


REALITY CHECK: Well, of course you have to start with some amount of money. But it’s never too early to start saving, even if it’s $25 per paycheck. The thing about money you invest is that it grows. Over time, it begins to grow upon itself so no matter how much you start with, you’re going to end up with a lot more.


Sure, there are lots of planners who won’t accept a client unless she has thousands and thousands of dollars. Many brokerage firms require an initial minimum investment of $1,000 or more. Some mutual funds make you invest up to $10,000 or more in order to open an account!


But just because some companies cater to people who already have money doesn’t mean that they all do. In fact, you can start your saving and investing plan with less than the cost of this book. There are mutual funds that will accept an initial investment of $25 or less. There are brokers with whom you can open an account with no minimum investment. (For a complete list of such funds and brokers, refer to the Appendices B and C.) Armchair Millionaires know that it doesn’t require a fortune to get started investing. When you make yourself a priority, it’s just a matter of time.


BIG MYTH NO. 2:


You have to have a lot of time to invest wisely.


REALITY CHECK: Once you’ve set up your portfolio—a process we’ll cover soon enough—you don’t have to do anything else. Except watch your money grow. Instead of sweating over stock reports, take up a fulfilling hobby. Knowing that you’ve got your finances in order is probably going to give you a greater sense of well-being, and you’re going to need an outlet to let all those good feelings flow. Catch up on all the letters you’ve meant to write but haven’t. Volunteer some time at the hospital, or learn to tap dance.


Of course, if you’re in need of a hobby, then learning how to analyze stocks might be a good one. Most hobbies can end up costing you a bundle, but investing in stocks is a hobby that can potentially make you money. But this book isn’t about that—we’re only going to cover how to build your core portfolio using the Armchair Millionaire’s approach to investing. Researching and investing in individual stocks would be a separate piece of your overall investment strategy, and entirely optional.


When you invest as an Armchair Millionaire, time actually becomes your friend, allowing your money to grow exponentially. We’ll talk more about that in Chapter 9, “Start Today—Put the Power of Compound Interest to Work for You.”


BIG MYTH NO. 3:


You need a degree in business, or you must be a math whiz, or you should be able to understand complicated formulas in order to be a successful investor.


REALITY CHECK: While we said that you could become an Armchair Millionaire without the aid of a professional, it’s also true that you don’t need any special knowledge of math or business. You won’t need any of the algebra you’ve forgotten since high school. You won’t need to take accounting classes at night, or even know how to use a computer if you don’t want to (although we believe this book will make a case for how using a computer to tap into a community of like-minded investors can enhance your investing experience).


A friend of ours likes to tell a story about how he nearly didn’t graduate from high school because of a mishap in calculus class. Two terms of failing grades meant that he needed to pass the final in order to pass the class, and he needed to pass the class in order to have enough credits to graduate. On the final, he achieved a D-(whether through study, luck, or the teacher’s sympathy he’ll never know) and proceeded to graduate on schedule.


His bad math experience behind him, our friend successfully completed a liberal arts education, and never took another mathematics course in his four years of college. He embarked on a career in the performing arts, and later took up investing for his retirement and to support his growing family. And you know what? His math-phobia hasn’t impeded his investing success whatsoever. His portfolio continues to chug right along—because he invests sensibly as an Armchair Millionaire, and not strictly by the numbers.


Contrary to popular belief, complexity is not a necessary component of a financial plan. Once you understand how the market works—and you will, after you read Chapter 8, “Use the Armchair Investing Strategy”—you’ll see that the simplest investment plans are best. So you can earn just as high a rate of return as the most famous investment gurus. And you don’t have to pay anyone else to make your portfolio decisions for you.


BIG MYTH NO. 4:


Once you hit it big in the markets, you will have a wonderful, extravagant life and nothing bad will ever happen to you again.


REALITY CHECK: Financial security is a beautiful thing, but it’s not going to make you a fairy princess or a movie star. You will achieve financial security through common sense and a serious—though low-maintenance—commitment to financial responsibility. If, once you achieve the portfolio of your dreams, you forget about common sense and commitment and start spending money willy-nilly, you will lose it. Money can help us live the lives we want to lead, but it can’t fix all of our problems.


BIG MYTH NO. 5:


It’s too hard to figure out how the stock market works.


REALITY CHECK: The stock market in the United States is actually older than our country itself. The New York Stock Exchange, the largest stock exchange in the world, began in downtown Manhattan in the early 1700s when a bunch of guys stood around on a street corner buying and selling pieces of paper. These pages represented shares in companies, and the price of each share was set by negotiation between the buyer and the seller. Pretty simple!
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