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Introduction

Money needs to be understood by more folks
than those who work in finance and economics. I have answered far
too many emails from hard working middle class people who are
baffled by the information available. This book will provide
readers with a guide that can be used when making any financial
decision at any stage of their lives.

 


Step 1: Drift and Conditions

The first step is simple: Learn to relax.
This means not panicking. It doesn’t mean burying your cash in a
hole in the backyard or betting the farm on what seems like a hot
stock tip. Step One will help you to come into a new relationship
with your money will and learn how to unlock its potential.

 


Step 2: Kick Debt Permanently

Step Two will look at the nature of debt. You
will have an opportunity to examine the difference between good
debt and bad, the effects of your credit rating, how you are rated,
as well as some helpful suggestions on repairing problems. By
following my clear, results-oriented prescriptions, you’ll be able
to find your way back to solvency.

 


Step 3: Take Responsibility for Your
Money

This step provides tools to help you track
your spending, and points the way to a simple financial plan that
will keep your family on the right track while keeping them
happy.

 


Step 4: Invest Where You Hang Your Hat

In this step will take a look at the
advantages and disadvantages of home ownership, how to purchase a
home, what you will need to bring to the table, how to prepare your
credit for the process and some tips to achieving a better loan.
You will find a simple savings strategy to get you to your first
home and stay there.

 


Step 5: Learn Disaster Self-Defense

Now that you have something to lose, you need
to protect it. We will take a look at the various types of
insurance, from home to car, life to disability.

 


Step 6: Plan to Retire on Your Terms

Now that you've bought into the American
Dream, it's time for another look at your wealth development plan.
Here we will look at you road to retirement, how to view it and
some of the realities. At the end of this section I will answer
some basic questions that have been asked of me at the website
concerning Social Security, the issue of taxes and how they affect
your plan, whether inflation matters, and how to determine the
worth of your retirement dollar.

 


Step 7: Buy Bonds - The Blander, the
Better

In this step, we will open the world of
investments with a discussion from the bottom up. Using a
conservative approach, we will discuss investing in bonds, their
unusual properties, the advantages and disadvantages of ownership,
buying them individually or through mutual holdings.

 


Step 8: Play the Market – Not the one you are
Thinking of

In this step, you will find additional
information about investing in other types of conservative
investment vehicles such as Money Market funds and REITs. At the
end of this step, you will have the fundamental knowledge needed to
protect your wealth with little downside risk.

 


Step 9: Don't Buy Stocks

You can find long-term financial security
without the stock market, but it requires that you win the lottery
or become a drug smuggler. So here's how to make a good thing even
better - stay away from stocks, but embrace mutual funds. Here you
will learn how financial markets work, how they should be viewed,
and what investments would be best for you. At the end of this
step, the reader will have all of the basic knowledge needed to
find a profitable road toward a future that is reasonable and
attainable, with a common sense approach toward their
retirement.

 


Step 10: Now That You've Found Your Road,
Stick to It

This step contains investment strategies that
contribute to building wealth, based on various starting points in
your life. I'll also help you further understand your investment
risk tolerance and show you how to adjust your portfolio(s)
accordingly.

 


 



INTRODUCTION

Hamburger to Caviar and Back Again

History buffs and those of a certain age will
remember the Hindenburg. Few of the witnesses to what happened on
that fateful day in early May 1937 are alive today and only one of
the survivors - at least as of last year.

 


For those us only vaguely familiar with this
type of air travel, these giant airships offered passengers some of
the best in-flight service ever offered. Crewmembers outnumbered
passengers by almost two-to-one. Zeppelins enjoyed great success in
Europe, having circumnavigated the world, an accomplishment worth
advertising in those pre-war days.

 


Americans had attempted, along with their
British counterparts, to duplicate the engineering mastery of the
Germans but failed on numerous occasions. The Germans boasted of
their safety record, removing, at least in the minds of those who
could afford this mode of travel, any and all fears that this
airship travel was dangerous.

 


This ended in a burst of flames. The ensuing
fire, recorded for newsreel in dramatic fashion by Herbert Morrison
was accompanied by motion picture footage. The memorable
exclamation of “Oh, the humanity!” allowed people viewing the
footage the next day to experience what had happened as if they
were standing on that airstrip in person.

 


Although theories abound as to why the
Hindenburg suddenly was engulfed in flames as it docked – the
sabotage theory (brought forth in a book published in 1962 pointed
the finger at a rigger on the ship who may have had a Nazi
connection), the static spark theory (based on the path of the
Hindenburg through a weather front charged with static electricity
and high humidity, the skin of the craft, which held the hydrogen
may not have been constructed well enough to offset the electrical
charge – add that to the fact the hydrogen was leaking), the
lightning theory (a dangerous occurrence for any air borne ship but
particularly dangerous for the likes of the Hindenburg that used
vented hydrogen to lower itself to the moorage), the engine exhaust
theory (not actually offered until seventy years later), the
incendiary paint theory (debunked by MythBusters, a Discovery
Channel show hosted by special effects experts Jamie Hyneman and
Adam Savage as being possible but not the probable cause of the
fire), the hydrogen theory (possible yes except the color of the
flame, blue for hydrogen, was not how witnesses at the scene
recounted what they saw), and lastly the puncture theory (which
witnesses reported as a flapping piece of skin that some say
attracted the static discharge) – none have ever fit with absolute
certainty.

 


No matter what caused the fire, the most
remarkable piece of trivia about the Hindenburg disaster was not
why or how it met its demise but the fact that those that stayed on
board, survived.

 


Why is this important over seventy years
later? Two things can be gained from the Hindenburg. When disaster
strikes, someone or something is always blamed. And secondly, those
that remain calm generally survive. If, during the economic
meltdown that began in 2007 and seeped its way into 2008, your idea
of a financial plan has been shattered, you probably have a very
workable theory as to why. If you find yourself on the sidelines
during all of this, having previously had not plan, which is akin
to not having been on the great economic airship during that period
immediately prior, you are in a unique position to begin one.

 


The book that was published in 2004, the
first edition of this important guide, suggested that you take
notes of what you were doing. These are important largely because
of our human nature. We generally do not believe what we see.
Scientists have long known that if you take notes about what you
observe, you can go back later, and using the knowledge that you
already possess, begin to debate what you know versus what you have
seen.

 


And what you may have seen had you been
paying attention over the last several years have shaken everything
that you may have (or thought) you knew and rearranges it in such
as way as to foster doubt. In this book, we will look at those
doubts and what you know. We will take notes as we go and explore
each and every basic tenet of growing your wealth.

 


For those of you starting this journey for
the first time, you are fortunate indeed. The landscape has
changed. And with that shift, how you build wealth has changed
dramatically from 2004 to now. That not-so-subtle movement now
provides you with a chance to take advantage of these changes even
if you have little or no experience. This can work to your
advantage as you begin to build this house of wealth.

 


For those of you who have been there and
back, the re-focusing of you resources, your knowledge, your
budgets and more importantly, how you approach the world of
investing for the future in this post-2008 economy will be an
excellent refresher course in the basics.

 


Let’s first examine the eerily similar
theories that surround the Hindenburg disaster with the recent
front-page problems plaguing the US and global economies. Ignore it
if you must, but at the heart of what you are trying to do – build
wealth - is based on the health of that economy and your role in
it.

 


 


Let’s take a look at where we are and what
kind of economy we will be working with. Understanding why your
portfolio and your attempts at wealth building up to this point may
lie in an understanding of how we got to this point. Ironically,
many of the theories that were attached to the Hindenburg, may
apply to our economic situation. Keep in mind, this is the
environment you will be trying to build that wealth, so
understanding what you are working with is key to your plan’s
success.

 


For instance, the sabotage theory, a belief
that this was all foreseen, somehow planned, has numerous
advocates. The role your money and your credit have played in this
mess is downplayed in this scenario. You were the victim of greed.
Scheming individuals, who, almost everyone believes are greedy by
nature and genetics, sought greater risk and did so with fancy
financial inventions the likes of what which was never seen before.
And you would be right in that assessment to a point.

 


Wall Street sells risk. Risk is the
difference between not doing anything and trying to do something.
Money under the mattress is often a sign of a no-risk individual;
money invested is often considered, even in its safest form, as
assuming some risk. The desired outcome for risk is gain; the
less-desired one is loss. This little acknowledged and up until
recently, often ignored component of any investment brought the
world to our doorstep with their invest-able dollars. Guarantees of
what the American economy is, reliable, trustworthy, and solvent,
found investors from around the world looking for a return on their
money with clear and definable risks. Those dollars that came
knocking on Wall Street believe it or not had their humble
beginnings on Main Street.

 


We bought goods from around the globe. In
much more normal circumstances, those dollar would have been
re-invested in manufacturing and infrastructure projects in those
seller nations. But what if there were simply too many dollars to
spend? Without any investment opportunities in countries where
those products were made, those dollars came back to our shores in
the form of bond investments. And then, that money, through credit,
was lent back to you.

 


The sabotage theory might work, hand we not
played such a major role in the process. Granted, we didn’t know
what the other hand was doing. But that was mostly because we
failed to look.

 


That might make the static spark theory more
viable. This theory suggests that once a hole was ripped in the
fabric of the economy, static electricity was attracted to it.
Hydrogen without air is not flammable much as mortgages paid on
time don’t turn into foreclosures. But once the mix begins, it only
takes a spark.

 


One missed mortgage payment and then two and
the process of finding who could afford what started to mix with
the air around the situation. Adjustable Rate Mortgages or ARMs,
those mortgages with rates that are fixed at a much lower
introductory level (or in some cases with more flexible payment
options) for a certain period of time eventually change to a more
realistic, rate driven payment. This sudden increase in the monthly
budget had some homeowners making the tough choice of which bill to
pay. And because many of those loans were unqualified (no proof of
employment, no down payment, sometimes, not even the need for a
heartbeat), the opportunity for these folks to refinance into a
more manageable mortgage simply was not there.

 


The markets always on the lookout for a risk
worth taking, bought those loans after they were bundled up in
dense packages that made one loan indistinguishable from the other.
These loans were then sold, often to the investors we bought goods
from in the first place. But not only did foreign investor buy
them. Banks did. Hedge funds did. Your pension may have. Those bond
funds tucked inside your 401(k) may have as well.

 


The spark came when the foreclosures began.
Now, investors wanted to know whether their risk was much greater
than advertised. Then came the question: are these bad (toxic is
the new buzzword describing these loans) mortgages tucked inside
these securities not worth what they were supposed to be?

 


The lightning theory is just as plausible for
why it all seemed to suddenly happen. We often portray the
investment markets as living and breathing, an entity unto itself.
Because the participants are people like you and me, all interested
in one thing, the like-mindedness of the markets makes them move in
tandem. They react on news and sometimes, no news. The psychology
of the marketplace often seems to be governed by only two schools
of thought. Those trying to make a profit with as little risk as
possible and those who are willing to take one more step and add
just a little more risk for just a little more reward.

 


And like everyone, we like good news. Even
better if it comes from a credible source. But when the thinking
that all risk leads to reward suddenly changes and the news turns
bad, the reaction is often swift. Once the trust is gone, the
repercussions can often seemed merciless as markets sell-off. In
other words, once the lightning strike of doubt takes hold, the
ground is scorched.

 


The construction of the markets, much like
the construction of the Hindenburg are the reasons many of the
remaining theories surfaced. Theories about engine exhaust,
incendiary paint, torn skins, and the color of the flame could also
be put into play in the way we look at our economy moving forward.
We had fed the economic engine with credit that we were willing to
accept. It wasn’t one sided. The creditors were there as well,
offering ever-increasing credit balances and new loan terms at
every turn. The engine exhaust made us drowsy and we never saw the
disaster coming until it was on our doorstep.

 


The colorful world of stuff we surrounded
ourselves with made it even easier to remain in denial. But the
economic paint that was applied to these purchases shielded the
fact that, as we spent more, we felt as though we were doing
something for the rest of the nation. By spending, we were
employing people like ourselves, even though we had shifted from a
manufacturing economy to a services driven over a decade ago. So
spending, we were told, meant that more people were working who
were in turn spending as well on services and goods. Our dollars,
our credit and our belief that we could be the consumer part of the
economic landscape without really realizing what our real role was,
in part because of the rosy picture that we were offered. We were
economic sheep.

 


In the Hindenburg, the individual
compartments of hydrogen or cells, were kept separate from one
another in the event there was a problem, such as a tear in the
protective skin. Like the Hindenburg, the problems in our economy
started small and escalated, in some instances, faster than even
well versed economists could grasp, let alone explain. Then the
tear became so wide, the federal government stepped in, Congress
was invoked and every one involved tried to wrap their collective
brains around what was to be a wildly unpredictable scenario. Like
the Hindenburg, the construction of the markets was brought into
question. Was capitalism working? And if so, why did it appear to
be working better, in some cases much better, for some than it was
for everyone else. We all shared the same quest to make money from
our investments. Why did it seem as though it was just the few who
benefited?

 


Once the flame was fanned, no matter what
theory applied, the color of the flame was of little importance.
The economic landscape was changed. While the fiery explosion of
the Hindenburg was not the only reason the American public refused
to consider this cruise liner in the sky mode of transportation
(PanAm seemed much quicker and in those days, just as luxurious),
the incident had changed public perspective for good.

 


We can’t let that happen now. There is no
alternative to what we had before this all happened. We just have
to refocus our efforts, rebuild our plans piece-by-piece,
step-by-step. The marketplace will have changed, morphed, evolved
in something different than it was before the end of 2008. But the
same basic principles will still apply. Risk will still be
risk.

 


In revisiting of the subject for the first or
the second time, we will stick with the basic ten ideas the book
previously taught. In step one, “Drift and Conditions”, we will
explore the way we seem to move from one plan to the other. With
any luck, we will discover the good and the bad in this thinking.
We are not static beings and no plan should be inflexible.

 


Step two will have us looking at how we
manage credit. Only instead of “Kicking Debt Permanently”, a
satisfying feeling that cannot be duplicated, we will instead learn
how credit works and teach you how to use it wisely, repair what
was damaged and move on from there

 


Budgets are discussed in the third step as we
look at ways for you to “Take Responsibility for Your Money”. You
earn it. You should keep some and grow some. How you do it depends
on how well you can allocate that cash to your best advantage.

 


In step four, “Invest where You Hang Your
Hat” involves teaching you what homeownership really is. Is it an
investment? Probably not since investments involve liquidity or at
least some degree of it. Your home is not something you sell should
you simply need cash. Does equity qualify as profit or simply a
dividend? Can you include it as part of your wealth building? How
you think of the roof over your head is important and in this
section, we will explore that thought process.

 


Step five will begin with an introduction to
the proper use of insurance as we re-examine the best way to “Learn
Disaster Self-Defense”. Here we will explore, much in the same way
we did in the first edition of this book the process using a “what
you need and when” approach. Insurance is a deeply confusing
subject and what we will explore will scratch the skin of what
these products offer. What I will do is offer a simple series of
steps you can take during the process. Insurance is what you bring
to it and after this step, you will bring a great deal of knowledge
with you when you decide on the right insurance product for your
needs.

 


In step six, we will reintroduce the
retirement plan. While I will give you some key elements to
“Planning to Retire on Your Own Terms” and introduce how best to
use these plans for the future, I suggest you grab a copy of
Retirement Planning for the Utterly Confused for the full-on
description of this very complicated part of your rebuilding
process. Here though, we will discuss the basics in plain and
understandable language with an eye on the changes unfolding around
us each day.

 


Bond investing was the subject of step eight.
This conservative method of investing – “The Blander the Better”
has seen its share of ups and downs in this marketplace as well.
Bonds do belong in your retirement plan and may be there already.
We will discuss what they are, how they can work for you and where
they should be to attain the kind of performance you seek. That’s
right, you seek performance.

 


“Playing the market” offers you an in-depth
look at what is in your retirement portfolio. Many of you have
suffered losses or perhaps you know people who did. There are some
simple steps to avoid catastrophic losses, many of which were the
result of poor decision making and misallocation – a big fancy term
that suggest the investments in some folk’s portfolios was not
where it should have been. Step eight explores some basic
investment principles and offers you guide on how to stay on the
right course no matter which way the wind blows.

 


Step nine offered numerous reasons why the
stock market is not where you should be. While the allure of the
markets, the promise of money to made, the deep understanding of
what risk is, how the markets are moved by small groups often
without you ever having access to the market-moving information
that they might have, makes this truly dangerous waters for the
inexperienced and experienced alike. “Don’t Buy Stocks” may be what
saved numerous people from a total loss over the past several
years.

 


Step ten acts as a review, a final inspection
of the wealth building we have discussed in the previous nine
steps, encouraging you by suggesting that “Now You Found Your Road,
Stick to It”. Here we will discuss the three “R”s of investing:
risk reward, and reality. Too much of one I once wrote could cause
your plan and portfolio serious harm. Too little of any can find
you just short of where you want to be. In other words, the dose
determines the poison. Here is where will explore the proper
dosages of those three elements to any good plan.

 


We may understand how the investment
landscape has shifted. We may have been adversely affected by it.
In the future, we will all pay for those sins one way or the other.
But how we make our mark, govern our little economies will make all
the difference in who survives and who does not. Re-Building Wealth
in a Paycheck-to-Paycheck World will offer that hand on your
shoulder, the gentle push at your back and congratulations for a
job well done.

We may have gone from hamburger to caviar
(for the vegans among us it may have been tofurkey to sushi), and
even if some of us skipped right to the caviar first, the
reintroduction to a common sense approach, or hamburger (tofu)
again! will be a healthy readjustment. We just have to take it one
step at a time.

 


 


 


 


 


STEP ONE
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to purchase this book to continue reading. Show the author you
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