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			Unless otherwise indicated, the stories presented in this book are real. For privacy reasons, I have changed most names and other identifying details. Please visit my blog, Jill on Money, for additional information on the topics covered in this book. And please know that certain conceptual formulations and pieces of advice contained in this book originally appeared there.

		

	
		
		
			
			Introduction

			When it comes to money, we all suffer through our share of “Oh, shit” moments—those life-altering instants in which we realize we’ve screwed up royally. I have witnessed countless of these moments and experienced more than a few myself, first as a gold and silver options trader, then as a financial planner, and now as a business analyst for CBS News and the host of a radio show and podcast. As I’ve found, we sometimes can take action to save ourselves, and what we thought was a major screwup really isn’t. But usually, “Oh, shit” is exactly that, and it’s all we can do to mourn our losses and carry on.

			In 2006, my former client Randy experienced a genuine “Oh, shit” moment, one that would dog him the rest of his life. During the 1990s and early 2000s, Randy had worked for a large bank as a senior loan officer. It was his job to field applications from small businesses and decide whether to make the loans. By 2003, when he was in his early forties, Randy felt ready for a change. Instead of slaving away for a bank, he thought, he could take his considerable expertise and start his own business, consulting for small companies and helping them with all sorts of finance-related issues. He’d have to travel more, trudging across the country to meet with clients, but his income would jump from $150,000 to $300,000 or more, allowing for a much better lifestyle for his wife and two teenage kids.

			
			With some trepidation, Randy quit his job and opened his own consulting practice. Through his vast connections, he landed a few lucrative contracts straight out of the gate. At around this time, he and I met to discuss his financial plan. In many ways, he was in a great place. In addition to having saved for his kids’ college, he had about $800,000 in his 401(k) and about $500,000 in a non-retirement investment account. His challenge, now that he was starting his own business, was to replace the generous benefits his bank had provided him. He budgeted money to pay for private health insurance, which wasn’t cheap, and we bolstered his life insurance coverage. “Hey,” I said to him, “what about disability insurance?” Previously, his bank had paid to insure him in case he suffered a physical injury that prevented him from performing his job. This kind of insurance, which pays out a certain percentage of your annual salary, is affordable as a corporate benefit, but can be very expensive if you buy it as an individual. Now that Randy was on his own, it would cost him about $8,000 a year to cover 70 percent of his new income of $300,000 until age sixty-five, when he would be able to claim Social Security. Of course, he could tap his non-retirement savings at any time, and his retirement account at age fifty-nine and a half, but replacing 70 percent of $300,000 would cause him to drain that non-retirement account in less than three years.

			When I told Randy that he needed to buy the coverage, he balked. “That’s an awfully high premium,” he said. “And look, there’s no way I’m going to need that. I could understand if I had a heart problem or something, but I’m healthy and I have great genes.” I pressed him on it, but he refused. “Jill, I’m telling you, I just don’t need it. And I don’t want to pay for it.” I could understand Randy’s perspective. I was asking him to pay a big bill for something we both hoped he’d never need. Then again, I never hear people complain that they had to buy auto insurance, “and damn it, I didn’t even get into an accident this year!” I knew disability insurance was the right move for Randy.

			
			Now, you see where this is going. For the next several years, Randy and I met annually to discuss his finances. Each time, I asked him about the disability insurance. Each time, he declined. Then in 2006, the unthinkable happened. No, Randy didn’t have a heart attack. He was right—his ticker was perfectly fine. He was diagnosed with multiple sclerosis. His symptoms had developed gradually over a period of several years. By the time of his diagnosis, they were pretty bad. He couldn’t control his balance and would fall easily. Although he could still work, he couldn’t log nearly as many client hours as he had anticipated, and he couldn’t travel for his job. Instead of earning $300,000 each year, he would eke out only $75,000.

			The diagnosis was Randy’s “Oh, shit” moment. Of course, the news was a terrible tragedy, devastating to him and his family, and entirely beyond his control. But adding to that grim reality were the financial implications. If he had carried disability insurance, he would have received monthly payments that would nearly equal his annual take-home income. Without the insurance, he was in trouble. His family could cut back a bit on expenses, but there was no way to slash his household’s monthly expenditures by over two-thirds. Randy’s wife worked, but only part-time—she couldn’t bridge the gap. So, month after month, Randy would have to dig into his $500,000 in non-retirement savings. Well before he turned sixty-five, it would be gone.

			Although my heart goes out to Randy, he and I both realized that he had made a dumb mistake, one that cost him big-time. How much? Let’s do the math. Randy’s diagnosis came three years after his former company’s disability insurance had lapsed. If he had opted for coverage, he would have paid $24,000 in premiums before filing a claim. Because he had declined coverage, he was forced to deplete his $500,000 non-retirement savings. So, this one unfortunate mistake cost Randy and his family about $476,000. And this is to say nothing about the emotional suffering he and his family endured because of uncertainty about their financial future. If Randy had purchased the coverage, he would have enjoyed a steady revenue stream. He could have focused on maintaining his physical health, confident that his and his family’s future was secure.

			
			Now, I’ll bet you’re wondering: How could Randy have made such a dumb mistake? He was a pretty smart guy. In fact, after he started his business, people essentially paid him to think for them. Not only that, the guy was a former banker! If anybody knew money, he did. But still he screwed up.

			I wish I could say that Randy is the only smart person I know who made a horrendously costly financial mistake, but he isn’t. Ben and Tobias were best friends and engineers in their late fifties who worked for a large technology company. In 1999, they visited my office because they were both thinking of retiring and wanted to understand their options. They were in the exact same financial situation. Each had about $1.2 million in retirement savings, at least 90 percent of which was invested in company stock. On top of that, each was lucky enough to have a pension. They wanted to know if they had enough to retire on, and during my meetings with each of them, my answer was an exuberant “Yes, but…” Yes, they had enough to retire on, but from an investing standpoint, they needed to diversify their portfolios to reduce the risk should their company’s stock price take a hit.

			One of these gentlemen, Ben, loved what I was saying. After our meeting, he went right home and sold his entire position in the company’s stock. Two weeks later, he waltzed into my office and announced he was going to give notice of his retirement at the age of sixty, and that he wanted me to manage his retirement account, reallocating his funds and building him a well-diversified portfolio. Tobias was a different story. He felt uncomfortable selling his company’s stock. “It’s going up every month,” he said. “I’ll have to think about it.” A few months later, he came back in and wagged his finger at me. “My stock holdings today used to be worth $1.2 million, and now they’re worth $1.3 million. If I had listened to you, it would have cost me $100,000.” I congratulated him on the extra hundred grand but cautioned that he might want to look at it from a different perspective. Yes, there was an extra $100,000 in his account, but to gain it, he had been exposing himself to risk. How would he have felt if the market had moved in the opposite direction? “Look, Jill,” he said, “I’m a big boy—I can take it.”

			
			A couple more months went by before Tobias contacted me again. By this time, his account was worth $1.4 million. “Sorry,” he said, “I’ve decided I’m not going to work with you. You would have cost me $200,000.”

			“Well, not really,” I said, “because you would have made $50,000 had I invested the money for you.”

			“Okay, fine,” he said, “you would have cost me $150,000. I’m still not going to work with you. I’m not selling the stock, and you know, I decided I don’t want to retire. I like the money I’m making.” He reminded me that he was a few years younger than his buddy Ben.

			Again, you can probably see where this story is going. In March 2000, the tech bubble burst. Almost overnight, the company stock plummeted. A couple of years later, I asked Ben how his friend Tobias had made out. (Schadenfreude alert!) Had he sold his stock before the crash? Unfortunately, he hadn’t. Whereas Ben’s account had largely held its value and was worth $1.3 million, Tobias had sold the stock when it had lost almost $1 million in value. His account was now worth $400,000.

			Ben was enjoying his retirement, secure in the knowledge that he had enough money. But Tobias now had no choice but to work. He wound up staying at his job for another nine years—much longer than he had envisioned the last time I’d spoken with him—retiring at the age of sixty-eight. His one dumb move had cost him about $1 million and almost a decade of his life.

			
			Failing to buy the right insurance or to invest wisely are just two of the many dumb mistakes that smart people make. I’ve seen renowned heart surgeons, well-regarded attorneys, distinguished scientists, and senior corporate managers all commit blunders that have you shaking your head and saying “Huh!?” The costs of these mistakes can be staggering: lost homes, broken lives, abandoned dreams. One friend of mine wouldn’t exercise stock options he had received from an employer because he “didn’t want to pay the taxes” on them, which were about $100,000. No amount of cajoling could convince him to change his mind. When the financial crisis hit, his company’s stock sank, and by the time his options expired, they became worthless. His pointless delay cost him and his family $750,000 of their nest egg, although he was right—he didn’t have to pay Uncle Sam a dime.

			Then there was the elderly couple I met who purchased a reverse mortgage they didn’t need, costing their heirs tens of thousands of dollars. Or the doctor who despite my ardent advice refused to get a will, and whose family upon his death faced an avoidable tax bill of over a million dollars. His heirs had to sell the family home on Martha’s Vineyard because of his stubbornness—an outcome he hardly would have imagined or desired.

			Even if you don’t suffer a financial disaster, chances are you’re either wasting your hard-earned money, missing out on a significant chunk of wealth you might otherwise be accumulating, or subjecting yourself or your loved ones to unnecessary emotional distress. Ever wonder why you’re not as well off as others around you with comparable careers, or why you can’t seem to achieve the financial goals you’ve set for yourself, despite all your focus and effort? It might be bad luck, but it could also stem from a dumb decision you’ve made, despite your high IQ, your graduate degrees, or your brilliance in other areas.

			
			Please know that I’m not casting judgment. As I’ll describe later in this book, I once made an epic investment blunder that left me ashamed and embarrassed (even to this day, it’s hard to talk about it). During the early 2000s, as the stock market recovered from the dot-com bust, I was too slow to invest in riskier growth companies. I waited for “just the right moment” to jump in, thinking I was smart enough to know when that was. Guess what? I wasn’t. I made only 12 percent on my money that year, while the market rose over 20 percent.

			I’ve had a lot of time to think about why I made this particular mistake, and why many other smart people continue to make similar ones as well. As I now realize, I fell prey to my emotions and, in particular, my aversion to risk. I’m a conservative investor, always have been. I owe it to a childhood experience I had watching my dad lose a ton of money. He was an options trader on the floor of the American Stock Exchange (AMEX), and he liked to place some crazy bets. In 1982, when U.S. Steel bought Marathon Oil, one such bet came to bite him, and my dad’s entire trading account was wiped out—and then some. I’ll never forget looking through the crack in my parents’ bedroom door and watching my father cry as he recounted to my mother what had happened. When they emerged from the bedroom, Dad announced to my sister and me, “Girls, we’re going to California with the last $5,000 in my account.” And we did. Fittingly, it rained for the entire ten days we drove down the Pacific Coast Highway.

			Scary childhood experiences like this will shape your relationship with money and color specific decisions, quite often for the worse. But more broadly, we’re all emotional animals, not just rational ones, and hence prone to financial miscues. Randy’s “Oh, shit” moment arose because he felt invulnerable and couldn’t imagine that something bad could ever happen to him. Tobias’s million-dollar disaster hinged on his assumption that his company’s dazzling financial performance would continue indefinitely, an assumption that in turn was a result of his unwavering—and unrealistic—faith in his company and in the massive bull market in tech stocks. He was also egotistical, blind to flaws in his logic, even when his well-meaning Aunt Jill (as some of my radio and podcast listeners call me) pointed them out.

			
			In most cases, two emotions in particular hamstring us when it comes to money: fear and greed. We’re afraid of losing what we have, and we’re eager to have much more. Further, we have any number of built-in cognitive biases that cloud our judgment, convincing us that down is up and left is right. There is confirmation bias—our tendency to seek out information that bears out what we already believe; or restraint bias, our inclination to think we can resist a temptation, when really we can’t; or optimism bias, our tendency to engage in wishful thinking. Such biases can lead us to make a whole slew of bonehead decisions that seem innocuous at the time but that cost us dearly. I’ve seen people do it—again and again and again.

			At this point, I’ve provided financial planning and investment advice to individuals for almost three decades. I’ve talked with thousands of people. Like a psychologist, I’ve seen just about every dumb thing that smart people do. And on far too many occasions, I’ve shed tears with people (both literally and figuratively) upon hearing about the consequences of their mistakes. But unlike a shrink, who attempts to guide and encourage people as they explore their psychological tendencies, I have had the opportunity to tell these folks exactly what to do. Beyond my clients, I have provided financial advice to the masses by hosting a weekly call-in radio show, by appearing on CBS News, by hosting a podcast, and by writing newspaper columns and blogs.

			For a long time, I thought that this on-air work would be enough, allowing me to get the word out and help save individuals from needless suffering due to their financial behavior. But a decade has passed since the Great Recession of 2007–2009, and I’m still hearing smart people ask the same questions and make the same tragic mistakes. I’m still seeing lives ruined and retirements postponed because otherwise intelligent people are stymied by their emotions and biases, and because a few unscrupulous actors in the financial industry actively exploit these blind spots. I’ve concluded that we all must have an honest conversation about the most common financial missteps, so that we can avoid them or get back on track if we’ve made them.

			
			If you’ve suffered through one of those horrible “Oh, shit” moments with your money—whether it’s investing, purchasing a home, planning for retirement, or something else—please don’t despair. You’re not the only one messing up—lots of people do it. Also, please know that there’s no shame in making a financial mistake. The only shame is in failing to learn from it and in not taking steps to avoid other dumb moves.

			In the following chapters, I’ll explore a series of surprising errors that smart people make with their money—mistakes that could cost you tens, even hundreds of thousands of dollars, not to mention untold sleepless nights. I’ll unpack these mistakes, explain the underlying psychology that might be causing you to make them, and offer guidance on how to do better. At the end of these chapters, I’ll provide you with simple tools to help you avoid these mistakes with a minimum amount of effort. What I don’t do is provide a comprehensive guide to personal money management. Such books exist, and you should consult them if you’d like to take a deeper look at topics like mortgages, investing, estate planning, and so on. My goal here is simply to explore mistakes that otherwise intelligent people make. Sifting through dozens upon dozens of such miscues, I’ve identified the most costly and common ones and collected them in a slender, easy-to-read volume. If you can mitigate just one dumb error, and prevent some others, then this book will have been well worth your time.

			
			Some popular money books offer get-rich-quick advice or dumbed-down financial guidance. Not this one. As I’ve found, most people prefer straight talk, usable money tips that help you navigate your financial journey, with common sense and an insider’s perspective on how to manage your emotions. I’ve also found that as Julie Andrews says, “Just a spoonful of sugar makes the medicine go down,” so we’re going to spend just a little time laughing at our own folly. How could we not? We’re all flawed human beings who make terrible choices (hello from the woman with two failed marriages under her belt!), including financial ones. And while these choices hurt, many of them are also pretty damn funny, so long as you can come to accept your flaws and forgive yourself for them.

			That’s what I’ve done. And that’s what I wish for you. Are you humble enough to admit your vulnerability to emotional traps? Are you flexible enough to change your ways? Then let’s get started! Thirteen chapters. Thirteen “dumb things.” Some much-needed chicken soup for your financial soul. And a heckuva lot of fun.

		

	
		
		
			
			DUMB THING #1

			 

			You Buy Financial Products That You Don’t Understand

			Let’s say you’ve got $800,000 in a low-cost retirement account, and you’re also lucky enough to have a pension. One day, your investment guy calls you up, invites you to golf, and suggests that you put your $800,000 nest egg into a variable annuity. As he explains, this is a “unique” kind of investment that resembles an IRA but offers special tax benefits. You will pay no tax while your money grows. Later in life, when you’re at or near retirement and in a lower tax bracket, you can take withdrawals and pay Uncle Sam his due. Not only that: You’ll have many options for accessing the money and for creating an income stream later on when you need it. If the stock market falls, you’ll be protected, and you’ll be able to leave the money to your heirs in a seamless fashion. Your very own, personal pension! Sounds great, right?

			You drain that Arnold Palmer you’re drinking, and without a second thought you tell your adviser to transfer all of your money into that shiny new annuity. You go about enjoying your life, confident that your nest egg is not only secure, but growing. A year later, you glance at your account statement and receive an unpleasant surprise: It’s got only $786,000 in it. How could that be? The market is up, yet your account is down.

			
			You look into it, and discover that this annuity your golfing buddy/adviser recommended actually came with some pretty serious fees—about 2 to 3 percent a year, as compared with a quarter of a percent for the plain vanilla index mutual funds in your IRA. An annuity might have made sense if the money flowing into it came from a taxable account, but in your case, the money was already coming from a tax-advantaged retirement account. What you did, in effect, was pay for a tax benefit you didn’t need. You took money from a retirement account that had relatively low fees and plopped it into an expensive retirement product you didn’t understand. Not such a great move after all. In fact, a $14,000 mistake.

			Smart people get snookered into financial products they don’t understand all the time. It’s not just annuities, but any number of other products. Smart people sink a hefty portion of their savings into gold bars or coins, thinking it’s a “safe” investment that will allow them to ride out tumultuous markets. The truth is that precious metals are volatile investments, can lose value, and are hard to get out of if prices fall. Smart people take out reverse mortgages, looking forward to a beautiful little income stream coming to them every month from the equity they’ve built up in their homes. A few years later, when they realize they need to move, they face high interest and fees they hadn’t expected. In some cases, because they and their heirs didn’t understand the fine print, they lose their ability to pass on property to the next generation. And then there’s hedge funds. Those big boys sound sexy, and they are—for billionaires and institutional investors who have access to the 10 percent of hedge funds that actually perform well. The rest of us schmucks would do much better sticking with our boring old index funds.

			In this chapter, I’ll probe the hidden downsides to these financial products, parsing some of the small print you might not have taken the time to read, and frankly, that your broker might have hoped you’d gloss over. I’ll also present a sophisticated method you can use to prevent yourself from ever again buying a financial product that you don’t understand. You won’t learn about this method anywhere else—not at Wharton, not at Stanford, not at Harvard. Are you ready? It’s called…asking more questions. I know, obvious, but so many smart people don’t do it! We spend more time researching our upcoming vacations, or a restaurant for next Saturday’s date night, or the organic, dry-aged, grass-fed steak we eat at said restaurant than we do the financial products on which our futures depend. If you value your money, you’ll start asking tough questions right now—not because you want to, but because it’s in your own best interest.

			
				
				NO MORE LOOKING FOR MR. GOLDBAR

				Let’s talk gold. On late-night television, you’ll often see commercials with faded actors hawking gold coins or bars. The first thing you say to yourself is: “Is that guy from Knots Landing still alive?” Then you hear him warn that it’s a dangerous world out there, and you need a way to keep your money safe, no matter what might transpire. Buy gold coins and gold bars, and you can rest easy. If the stock market crashes, gold will still retain its value.

				Do me a favor: Don’t make investment decisions late at night from the guy on Knots Landing. Just don’t. And this comes from a former gold trader, so pay attention!

				Gold sounds like a reasonable investment. We do need to protect ourselves against unstable financial markets, and particularly against inflationary periods when money loses its value and prices rise. For generations, our forebears have turned to assets like land, oil, and gas, or commodities for such protection, since the prices of these assets rise as prices in general rise. Of all these assets, gold has long reigned as the ultimate “safe harbor.” Entire countries used to link their currencies to the price of gold, or as it’s known, the “gold standard.” So why not put some sizable portion of your nest egg into gold?

				
				I’ll tell you why. Gold isn’t nearly as “safe” as it seems. All commodities are volatile. Gold can stagnate or lose value over long stretches of time. In fact, over the past two centuries, there have been many five- or ten-year periods in which gold proved a poor investment. The period 2012–2017, for instance, saw its share of economic difficulties, as well as of traumatic moments when the stock market lost value. Politicians in the United States took us to the edge of disaster with their negotiations over raising the debt ceiling, the eurozone nearly collapsed under the weight of the Greek debt crisis, British voters elected to leave the European Union, and as recently as the beginning of 2016, stock markets corrected early in the year as crude oil plunged on worries that the global economy was slowing. Despite these vicissitudes, the S&P 500 rose 82 percent during this period, while gold was down 47 percent. If you had listened to the doomsayers and plowed, say, half your portfolio into gold, you would have gotten shellacked!

				On a number of levels, gold is just so wrong. Unlike stocks or bonds, gold doesn’t create income by paying interest or a dividend (nor do other precious metals, like copper and silver). On that basis alone, most investment pros steer clients away from it. If you want to protect against market instability, you’re better off buying an exchange-traded fund (ETF) that places bets against the stock market, so that when it falls, you make money. Wealthy investors with large portfolios can also buy options to protect against dangerous markets. If inflation is your concern, any of us can buy inflation-protected bonds, like I Bonds or Treasury Inflation-Protected Securities (TIPS). There just isn’t any need to invest in gold.

				
				If despite my dire warnings you absolutely must buy gold, do yourself a favor and limit your exposure to less than 5 percent of your total portfolio. And for goodness’ sake, stay away from bars or coins. Infomercial pitches for these products have big commissions built into them. There is insurance and storage to pay for (what, you think you’re going to store that gold in your mattress?). Also, if you ever want to sell your gold, you likely won’t get the actual market price for it, since it’s not easy for ordinary people to access large secondary markets like the New York Stock Exchange or a commodities exchange, where financial products based on gold are bought and sold. You own the physical metal, also known as the “underlying,” not a financial product based on that product. So instead of trying to get the competitive best bid for your gold, all you can do is walk into a dealer’s place of business and try to unload it. It all adds up to a seriously bad deal.

				Invest instead in a gold exchange traded fund. An ETF is an investment that looks like a mutual fund, because it is a pooled investment. Yet it trades more like a stock, because you can sell an ETF at any point during the trading day, rather than having to settle for the end-of-the-day price, as most open-end mutual funds require. The first-ever gold ETF (“GLD”) was introduced in 2004, and it allowed investors to participate in the gold market by purchasing a pooled asset that reflected the price performance of gold bullion. If you buy into a gold ETF, you can’t redeem your shares for a pirate’s trove of gold bullion. On the other hand, you escape the underlying costs and logistical problems that come with owning a precious metal. As an alternative to an ETF, you could also invest in a gold stock (equity in a company that mines precious metals). At least you can sell those easily if they are losing their value. But remember, no more than a smidge of your portfolio.

				Look, as I said, I’m a former gold trader, and I still wouldn’t touch the stuff. Did I mention that gold saved my step-grandmother’s life? Valerie, or “Valley” as we called her, grew up in Hungary after World War I. During the early 1940s, when the Nazis were marching into her village, her mother handed her a pile of gold jewelry and said, “Hide this, and get out of town!” Hawking the gold bit by bit, Valley managed to buy her way out of Europe, making it to London and then Australia before migrating to the United States after marrying my grandfather. Gold protected her during tumultuous times. But that doesn’t mean it offers the best protection for you. Back away. It’s usually a crappy investment.

			

			
				
				WHY YOU SHOULD PROBABLY BACK OUT OF THAT REVERSE MORTGAGE, TOO

				While you’re up watching late-night television (probably because you’re worried about money and can’t sleep), you might also spot commercials for another financial product that has ensnared its share of intelligent people: reverse mortgages.

				Let’s say you own your home outright or carry just a small mortgage balance. Reverse mortgages, available to homeowners over the age of sixty-two and overseen by the Department of Housing and Urban Development, will pay you a portion of your equity either in a lump sum or monthly installments. You can access your equity now, without having to sell your home. Down the road, when you die or no longer live in your home, the bank recoups its money (usually by the sale of the house), as well as interest and finance charges.

				Reverse mortgages can work well for older people who might have accumulated significant equity in their home, but don’t have a lot of other retirement income to draw on month to month. With a reverse mortgage, you don’t need to move out of your home and find something cheaper; you can stay and age in place. When death comes knockin’ at your door, your home is sold, and your heirs get whatever equity remains in the house after the lender is paid off.

				
				So, what’s the problem? A couple of things. Sandy Jolley, a consumer advocate and national expert on reverse mortgages, can tell you hundreds of horror stories of consumers preyed upon by predatory lenders who assess extravagant fees or go to extraordinary (and sometimes illegal) lengths to foreclose on borrowers’ homes. Even when lenders are behaving reasonably well (and the industry has been cleaning itself up of late), many borrowers or their heirs suffer massive losses because they don’t understand the complex terms and requirements of these loans.

				One Florida woman, whom I’ll call Bonnie, learned that her recently deceased mother had taken out a reverse mortgage on her home.1 Bonnie’s mother had intended for Bonnie to pay back the loan upon her death and keep the property in the family. Bonnie wanted to do so, but she didn’t realize that she had to file papers and become formally recognized as a legal representative of her mother’s estate before the bank would even tell her the loan’s outstanding balance. According to the terms of the reverse mortgage, Bonnie had exactly six months after her mother’s death to pay off the loan if she wanted to keep the house. Becoming a legal representative was a costly process that took months. Once Bonnie had finally taken care of that and the bank told her the payoff amount, Bonnie had to apply for a loan herself in order to pay it off, since she didn’t have the money. The loan didn’t come through within the six-month period, and the bank foreclosed on her mother’s home. There was nothing Bonnie could do.

				Besides running afoul of the terms and requirements, many people take out reverse mortgages without analyzing whether they really should stay in their homes. What if you suffer a health setback and wind up needing expensive care? Would your income stream with the reverse mortgage suffice, or would you still need to move?

				Maybe your home truly is more than you can afford. Or if it isn’t, maybe you’ll want to move anyway so that a relative can care for you. If you want to extract yourself from a reverse mortgage after just a few years, you can, but you’ll have to repay what the bank has already lent you, and you’ll incur thousands of dollars in fees and penalties.

				
				Before taking out a reverse mortgage, slow down and do your homework. To avoid a situation like Bonnie’s, Sandy recommends talking to a qualified estate attorney lawyer about whether or not you need a trust for your home and other assets. She also recommends creating a detailed financial plan for yourself, seeking counsel from an adviser you trust, and exploring other options, like selling or leasing your home or refinancing your current mortgage (see her website, www.elderfinancialterrorism.com). Reverse mortgages are complex—pages and pages of small print. Make sure you understand fully what you’re getting into, and why it makes sense—or doesn’t.

			

			
				CHOP DOWN THAT HEDGE FUND

				One summer day in 2005, Jim, a prospective client, strolled into my office and gushed about the $300,000 of non-retirement assets he had invested in a hedge fund. Jim might have thought he was impressing me. “Ooh, a hedge fund,” he probably expected me to say. Hedge funds are investment vehicles that wealthy people (the SEC has a special designation for them—they’re called “accredited investors”) and institutional investors traditionally use to “hedge” against losses in the main portions of their portfolios. Managers of hedge funds can purchase pretty much any asset inside the fund, including complex derivatives (remember those from the financial crisis?) that accelerate the bets managers are taking. These managers claim that their intricate strategies, based on sophisticated algorithms, will deliver superior performance.

				
				About ten to fifteen years ago, these funds changed, no longer marketing themselves primarily as “hedges,” but rather as exclusive opportunities to extract dazzling returns. The masses put their money into mutual funds or bonds. Those in the know gained special access to a private hedge fund managed by a genius investor.

				“You know,” I told my prospect, “hedge funds seem attractive, but what if you want to get your money out fast?” Unlike mutual funds, hedge funds have complex rules about when you can withdraw money. You can’t just sell and receive a check three days later.

				“Oh, I’m not worried,” he said.

				He never did become a client of mine. But a few years later, in 2008, we happened to run into each other at the grocery store. “Oh, my God,” he said, “I should have listened to you. I just got clobbered!” His $300,000 investment lost two-thirds of its value, leaving him with only $100,000 in his account. He saw it happening, but couldn’t get out. When he finally was able to access his money, his account was worth only $80,000. Panicking, he decided to close his account and put his money in cash rather than waiting to see if the fund’s value would rise again. Because his money was in cash, he missed out on a portion of the upside as the broader market rose again.

				If this guy had invested in a plain vanilla portfolio of mutual funds, like the rest of us, his account’s value probably would have eroded as well—it was 2008, after all. But at least he would have been able to access the money. He probably wouldn’t have panicked and put his money into cash, a move that cost him thousands of dollars. And quite possibly, he wouldn’t have lost so much to begin with. Despite their aura of sophistication, hedge funds just aren’t that great. Only about 10 percent of hedge funds significantly outperform the S&P 500. The rest do about as well or worse. And try getting into that golden 10 percent. You can’t—they’re usually restricted to billionaires and institutional investors. Even if you happen to own a hedge fund that generates income, the IRS might treat a portion of the income as ordinary income rather than capital gains, taxing it at a higher rate. In addition, hedge funds levy high fees that eat into their returns. They charge “two and twenty”—2 percent a year just to own the fund, plus 20 percent of any returns the fund earns. Nice work if you can get it, right?

				
				Hedge funds are like guys and gals on Tinder: Their profile pics look totally hot, but spend five minutes with them, and they fail to impress. Warren Buffett issued a famous challenge to hedge fund managers back in 2007, offering to bet each one $1 million that his or her portfolio of hedge funds couldn’t outperform the S&P 500 over ten years, with the winner donating the $1 million to charity.2 Guess how many hedge fund managers took the bet? One guy, from a firm called Protégé Partners. When the bet concluded at the end of 2017, the hedge fund portfolio had delivered a dismal 2.2 percent compounded annual return. The S&P 500? A 7.1 percent annual gain over ten years. That was great news for Girls Inc. of Omaha, Nebraska, the recipient of the $1 million proceeds.

			

			
				FEAR: THE ENEMY OF UNDERSTANDING

				Why do so many intelligent people get lured into money-losing hedge funds, reverse mortgages, or gold? For that matter, why do they buy into other potentially dangerous financial products that they don’t understand, like floating rate funds or junk bond funds?* Part of the problem is that we take advice from the wrong people—a “dumb thing” we’ll discuss in the next chapter. But another part of the problem is that most financial products are boring, and some can be quite complex. The “simple” math on an investment or insurance policy is not so simple when it comes buried in a hundred-page disclosure document, known as a prospectus. And most smart people are busy. We don’t want to spend more than a few minutes perusing such documents. Admit it—would you actually read all of the closing documents associated with a home purchase financed with a mortgage? I sure wouldn’t! What so many of us don’t realize is that this lack of oversight leaves us vulnerable, in many cases, to the twin emotions of greed and fear. Your broker might assure you that an annuity is safer than investing in the stock market. But when you really analyze it, is an annuity the smarter move? Quite possibly, no.

				
				If you ask me, there’s a bit more at play here than just boredom. As Professor John Eastwood of York University has noted, two sorts of people tend to become bored. You have your adrenaline junkies who are constantly seeking out novelty and aren’t receiving the stimulation they need. On the opposite end of the spectrum, you find that highly fearful people also tend to become bored. To avoid pain, they close themselves off from the world, relegating themselves to environments that might offer more safety and comfort, but that also come to seem quite dull.3

				I’ve long suspected that fear lurks under the surface when people purport to be “bored” by their finances. They’re afraid, perhaps, that they won’t be able to achieve their financial dreams. They don’t want to face financial “reality.” And so, they wall themselves off, putting up a barrier and calling it “boredom.” As I’ve seen repeatedly as a financial planner, when you take the time to explain financial matters and address people’s fears, money suddenly ceases to be so “boring” to them.

				To avoid Dumb Mistake #1, overcome your boredom and spend more time reading the fine print. Don’t hate me for saying that—you know you should! And then take it further—ask tough, critical questions. So many smart people hesitate to ask questions of financial salespeople and advisers, even though they behave quite aggressively in other areas of their life. Fear plays a role here, too. Many smart people are quite accomplished in their careers. They’re used to being the experts, and when it comes to a subject about which they know little, they can fear looking ignorant or foolish. It’s psychically easier for them to nod their heads and pretend they understand rather than risk embarrassment. Have you ever done this? I know I have!

				
				Some of us, especially those of us with tinges of gray around our temples, might also fear offending a broker or other financial professional by asking “too many questions.” The idea of expertise has taken quite a beating lately, with some observers even proclaiming its death.4 But many of us still tend to venerate experts and shrink from questioning their judgment. My dad was like that. Throughout his life, he had always been a cynical, rebellious, critical person—some might say “a pain in the ass.” You know that parent who hollers at the referee for making a stupid call at his kid’s basketball game? That was my dad. Indeed, when I was in junior high, Dad got kicked out of a gym during one of my games for just that.

				But in 2013, when he was in the hospital with a serious illness, he refused to ask the doctors any questions. On one occasion, after he had spent almost two months in and out of intensive care, his doctor proposed giving him yet another slate of invasive tests. When I politely inquired whether the testing was really necessary, my father shot me an icy look. Later, after the doctor had left, he ripped me a new one. “What were you doing just now?” he said. “How dare you question him?” In his eyes, I had committed an act of gross disrespect.

				During my career as a financial planner, I often wished clients would ask me more questions, not fewer. By asking questions, clients weren’t disrespecting me. Rather, they were implicitly accepting a portion of the responsibility for the decision-making. I wanted clients to feel good about the decisions we were making together, and if they didn’t ask questions, I had a harder time addressing their fears or correcting their misconceptions. As Wall Street Journal columnist Jason Zweig explains, “There’s no reason to be afraid of asking a
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