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To families who already talk about money …
and to those who are about to.
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Prologue

To our readers:

We have a question for you: Does your family talk about money? Think about it. Does money come up in your daily conversations? Do your kids understand your money values? Do you and your mate agree on how you spend and invest your money? Do you know if your parents are financially secure?

All of these are tough issues that you may not have addressed. For if you and your loved ones are at all typical, chances are that while you may read the business section of the newspaper and talk about the stock market, you have a harder time when the topic is personal.

There is no question that really talking about money—and by that we mean having candid personal conversations—isn’t easy. In fact, we seem to talk about politics and religion more easily than we talk about our money. And that’s saying something!

To an extent, there’s a reason for this awkwardness: Personal finances are emotionally charged. Money and wealth reflect our value systems and sense of self-worth, so the moment the subject is broached, the stakes rise. Couple that with years of socialization in the financial code of silence, and it’s no wonder that the word about money is mum.

Most of us have grown up just accepting these money taboos. All that began to change for the two of us in the fall of 2000, when Carrie launched Schwab’s Women’s Investing Network, an educational program for women. Our mission: to inspire women to increase their financial knowledge and to share that knowledge with others. First, however, we had to find out more about how we Americans feel about those finances we’re so reluctant to discuss.

One of Carrie’s first steps was to commission a Harris poll to study attitudes about money and investing. Not only did the poll reveal that 44% of women and 27% of men lack confidence in their investing skills, it also showed that most people attribute their discomfort to a lack of education and exposure growing up—in other words, to a lack of meaningful talk. At the same time, our investment consultants across the country began reporting similar findings. Their clients, both men and women, wanted to get their financial affairs in order but simply didn’t know where to start. Clearly the need for open communication wasn’t restricted to women. The sexes were very similar when it came to avoiding money-related conversations.

What’s wrong with this picture? In our view a lot, which is why we wrote the book you are holding. If there is one message you take away from these pages, we want it to be an understanding of how crucial it is to have honest discussions about money and investing with those you care about.

Why? The fact is that if you don’t talk to your family about money, chances are that no one else will. Our schools don’t teach our kids to manage money, and for the most part neither do we, their parents. Our Harris poll showed that even though most parents think that they, not the schools, should be in charge of their children’s financial education, in reality fewer than one-third have regular talks with their children about money.

Further, talking about money with your spouse or partner is one of the most important keys to a healthy, thriving partnership. Actual disagreements and unspoken differences in attitudes about money can damage a relationship in record time. We’ve seen it happen over and over again.

And if your aging parents can’t rely on you, where can they go? If they happen to be at a point in their lives where they could use some financial assistance—whether that means simply a little guidance from you or actual financial support—our feeling is that helping them is not only a duty but a privilege.

The good news is that talking about money with your family doesn’t have to be hard. It may feel awkward at first, but with a little effort it gets easier. Because feelings about money are both highly personal and highly individual, no one approach will fit every family. And every situation is different, so the way in which you handle these conversations will be as unique as you are.

But the payoff can be substantial. Talking about money can be very liberating and bring you closer to your family. We also feel that teaching someone to handle money and invest wisely is one of the most important things you can do. It’s a skill we all need for our entire lives, and it is, in our experience, central to success. By broaching the subject and encouraging the conversation, you give those you care about, whether older or younger, whether related or not, a wonderful gift. Remember that expression talk is cheap? Well, it is our strong belief that when it comes to talking about money with your family, talk is priceless.

We’ve been in the investment business for over sixty years between the two of us. As a result, we can talk all day about asset allocation and investment strategies—and actually enjoy it. But when it comes to more personal family issues about money, the conversation gets ticklish. Even now we still often fall back on shoptalk—discussions about the market or a new service the company is offering—instead of dealing with more personal issues.

Clearly we don’t have all the answers, at least not yet. We wrote this book not because we’re experts on family communication but because we believe the topic is essential. We’re father and daughter and working parents who have made talking to our spouses, parents, and kids about finances a priority. Our promise to you is that this book will point the way, while introducing you to the facts and figures you’ll need to feed the dialogue.

Anyone—including you and your loved ones—can learn how to manage his or her money effectively. You just have to make it a priority. Our goal is to turn all adults in the country into confident investors who use their money to support their dreams and the dreams of their families.

It is our intent, and our hope, to give you enough in these pages to take on the subject with confidence. The primary text is written by Carrie, with Chuck contributing his “Two Cents” throughout. In addition to getting you up to speed on money-related basics—from investing to retirement planning to estate planning—we’ll give you tips and insights that will get your crucial conversations started. And then it’s up to you. Remember: This won’t happen overnight. It’s a process and a journey, not a single event.

One final thought before we begin. In the recent past we have experienced unprecedented world events and extreme stock-market volatility. If there is one lesson that we have learned from these times, it is the value of reaching out to our loved ones. In fact, we believe strongly that during uncertain times we need to talk to each other more than ever. So just take the first step, even if it’s a ten-minute conversation over lunch. Once you have that first conversation, which is often the hardest, you’re on your way. We applaud your efforts, and we wish you the greatest success.

Carrie Schwab-Pomerantz
Charles R. Schwab
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Starting the Conversation

When Pete, a longtime colleague of ours, married his wife, Eleanor, in 1973, it would have been safe to assume that she, being a banker, would handle the finances while he, then a schoolteacher, would take a backseat. Then their son was born with a disability, and the couple decided that Eleanor should quit her job and stay home with him. Once Pete, who had returned to graduate school and obtained his MBA, became the only breadwinner, he also inherited the financial-decision-maker role.

At the same time Pete—a generous, jovial, and articulate man—turned into quite the spender, thinking nothing of buying an expensive suit that he’d wear only two or three times. To compensate for his champagne taste in clothes, Eleanor, when she shopped at all, would do so at discount stores (a detail she kept from Pete, who would have been horrified). Sure, her husband’s income had shot up, but so had his appetite for luxuries, including high-priced cars.

“We moved to California from New York, and I saw everyone driving around in BMWs,” explains Pete with a self-deprecating laugh and the kind of regret that only hindsight can bring. “I thought that must be the state car, so I went out and bought one.” Over the next fifteen years he bought another and another and another, just as soon as the mileage on the “old” car passed twenty thousand—or a newer model captured his fancy. Despite hefty sports-car price tags, he never thought to consult his wife about those—or any other—purchases.

That attitude, combined with an overall lack of communication, almost cost Pete his marriage. Since the couple never discussed money, let alone a savings or an investment strategy, Pete never knew how increasingly resentful his highly educated wife, who had spent ten years in the banking industry, was becoming about her lack of participation in the family finances or Pete’s spending decisions.

Pete and Eleanor may have avoided facing their issues, but they couldn’t escape the downfall of their marriage. After a separation of several months, the couple decided that divorce was inevitable, and together they headed to a financial planner to figure out how to split their assets.

But unlike so many similar stories, this one has a happy ending. “You guys obviously care about and love each other,” the financial planner observed one afternoon after numerous joint meetings. “What are you doing getting a divorce?” Thus prompted, Pete and Eleanor asked themselves the same question and subsequently decided to try to work out their differences. After months of marriage counseling and a lot of hard work, Pete and Eleanor learned how to communicate with each other about money and everything else. They identified what was important to them as individuals and as a couple.

The upshot? At forty-seven, Pete quit his job to devote himself full time to the nonprofit international health-related causes about which he’s passionate. Investments they’ve made together now finance their lifestyle, one in which they agree on each and every sizable purchase as a team. “Though I’m ashamed of my past behavior, I’m also proud of our courage to stick it out,” says Pete. “It’s so much easier to walk away from very difficult issues than to confront them head-on. I am the better—and we are the stronger—for it.”

Pete and Eleanor’s new financial policies and procedures, along with their ongoing discussions about values and priorities, led to their recently building a dream house in Sun Valley, Idaho. “In almost thirty years of marriage, this is the first major purchasing decision we ever made together,” admits Pete.

In short, Pete and Eleanor now make a point of dealing with their life together—and their money—as equal partners. Once every three months they meet with their financial advisor to review their finances and make (or revise) their money decisions for the next six months. Then they go out to a nice restaurant and discuss their decisions and plans.

What better way to reaffirm your love for each other than to talk about the life you’re living now and your dreams for the future?

The Emotional Side of Money

As Pete and Eleanor’s story so vividly shows, talking about money can allow you to build the life you want. In fact, we believe that financial security begins with a conversation—whether between spouses, between a parent and a child, or between an adult and an aging parent.

But these conversations aren’t easy, especially in the beginning. Most of us are used to chatting casually about the stock market or mortgage rates, but when it comes to candid, personal conversations about how much money we’ll need for retirement or how we’ll possibly be able to pay for our children’s college educations, the talk is much tougher. In a wealthy country where millions of investors have money in the stock market, there is still a desperate shortage of honest, candid talk about how we should be planning for the future.

And unfortunately, as Pete and Eleanor’s story also points out, not communicating about financial matters, from spending to investing to planning for the future, is an almost surefire way to undermine a relationship. So why, despite the obvious payoff and the equally obvious price of avoidance, do most people neither initiate nor participate in these essential family conversations about money? Because money is never just money, especially in the context of a family.

For starters, money is tied up with our deepest emotional needs (such as security, comfort, success, and confidence) and fears (such as failure, inadequacy, and poverty) as well as with our sense of self-worth and identity. And ultimately, it becomes a reflection of our relationships. “In the first part of our marriage, there were all these inequalities, and money was a huge unspoken one,” says Pete. “Now it’s more of an equal playing field.”

Like it or not, even your parents’ attitudes about money have likely influenced yours. If your father or mother always tried to save that little bit, you may have adopted the same fiscally restrained habits. Or like a pendulum, you may do the opposite now that you’re an adult, refusing to let those money-saving tactics run your life. Either way, you’re reacting to lessons learned at your parents’ knees.

For example, I have a friend whose father used to drive her crazy with his penny-pinching habits: He phoned her only after five P.M. (he had one of those old-fashioned phone plans where the rates dropped at night), and he parked his car in a lot a mile away from where he was going if he could save a dollar. In response, as a young girl, my friend would call her dad whenever the urge struck, even if it was a mere ten minutes before the rates changed, partially to prove that her actions weren’t being dictated by the chance to save a buck. Valuing time and convenience more than economy, she often took cabs instead of buses and paid a housekeeper for cleaning she could easily have done herself. Figuring that you only go around once, she routinely indulged in expensive wine and top-notch restaurants. Only lately, many years later, has she come to recognize how much all those indulgences compromised her ability to save for her future and the things that mattered more.

My colleague Tom’s financial baggage also stems from his upbringing. Despite a steady income, his parents sometimes ran short of cash. Since Tom consistently held jobs as a kid—doing a paper route or umpiring Little League games—he usually had some cash on hand. “As a twelve- or thirteen-year-old, I was proud to always have a few hundred bucks,” he recalls. “I remember my dad and mom borrowing from me a few times to buy groceries or go out to a movie. In those pre-ATM days, I was like their bank for short-term credit.”

Not surprisingly, this situation made Tom quite resentful in the long run. Thirty years later those emotions continue to affect how he deals with finances and money-related communication, but not in a positive way. Even today Tom never talks to his parents about their financial position since it brings back uneasy memories. He and his wife don’t talk very much about their financial decisions or long-term plans either. While Tom attributes a lot of this silence to juggling two careers and raising two children, he also admits that his early negative money associations may play a part in his current attitude.

THE COLOR OF MONEY


What does money represent to you and your loved ones? For some of you it means success. For others it may signify independence, freedom, security, or something else entirely. To find out, Dr. James Gottfurch, principal of Psychology of Money Consultants, a Los Angeles–based company, suggests in his workshops that you try and think of a single symbol that encapsulates how you feel about money. It could be anything from a soft, warm, furry bunny to a runaway train. One of my friends sees money as the sun, because of its ability to make things grow. (Actually, the sun is not a bad metaphor, as it can also burn you if not treated with a certain amount of respect and restraint.) This friend even surrounds herself with sun images, from a decorative tile in her kitchen to a copper and brass sculpture on her desk, to remind her of the positive role that money plays in her life. It’s her way of staying focused on what she’s trying to achieve and of keeping some of her more negative and self-defeating money attitudes at bay.

What you adopt as your money symbol may surprise you and may reveal attitudes about money that you didn’t even know you had. Or not. Either way, comparing notes with those close to you, or even brainstorming about financial symbols together, might prove to be very insightful.



Sidestepping Common Behavioral Traps

Another downside of our silence about money is that we become even more likely to make financial decisions based on emotion rather than on logic or research. In Why Smart People Make Big Money Mistakes (Simon & Schuster, 1999), a terrific book that I recommend to all my friends and clients, journalist Gary Belsky and psychologist Thomas Gilovich summarize a new branch of economic research, called behavioral economics, that examines many of the most common traps that lead us to make poor money decisions.

Let me give you just a few examples. If you tend to treat your hard-earned income differently from the way you treat other money—say a tax refund or a lottery winning—you’re guilty of what behavioral economists call mental accounting. This concept, developed by Richard Thaler of the University of Chicago, describes our tendency to categorize and value our money according to its source or how we spend it. Mental accounting can be dangerous, because in reality one dollar is worth just as much as the next. One hundred dollars that you get from a windfall will buy you just as much as one hundred dollars you’ve saved. Likewise, if you feel much freer spending money when you use a credit card than when you pay in hard cash, you are likely practicing a form of mental accounting.

There’s also what the behaviorists call the “sunk-cost fallacy.” If you’re the type who continues to pour money into an old rattletrap, you should train and discipline yourself to think hard before you throw any more good money after bad. If you wouldn’t want to buy the car today, knowing that it needs repairs, why would you want to waste money fixing it up just because you already own it?

As an investor, there are two other tendencies you should be aware of, neither of which will help your stock portfolio. If you let your emotions get the best of you, you may be prone to panic selling—or selling when an investment hits a low. As you’ll see in Chapters 2 and 3, you are especially vulnerable to this panic if you take on more risk than is appropriate for your investment time frame or personality. At the other extreme, many investors fall victim to what the behaviorists call “loss aversion.” This can manifest itself in many ways, including not selling a poor performer to avoid finalizing the loss. Not only can loss aversion cause you to lose even more money, it especially doesn’t make sense in light of the fact that you can use your losses to offset your gains, thereby potentially reducing your tax bill.

And finally, you should be aware of what Belsky and Gilovich refer to as “number numbness,” or the tendency to tune out when we are faced with numbers and math. Clearly this won’t work to your advantage as an investor. Ironically, most of the math you deal with as an investor is simple and straightforward. But if you fail to appreciate the power of compound growth, or avoid evaluating a mutual fund on the basis of its expense ratio, just because numbers are involved, your overall portfolio return could suffer. It’s as simple as that.

Once you understand these tendencies, it can be fascinating and instructive to sort through them. A word of caution, however. It can be a lot easier to identify these lapses in someone else than in yourself, so try not to get too critical too fast. We all have our own less-than-desirable financial proclivities. You’ll need to be as willing to hear what your family and friends have to say about your habits as you’ll want them to be once it’s your turn. Though their comments may sound and feel critical, treat this conversation as a growing opportunity and avoid becoming defensive. Remember: Your goal is to open the lines of communication and strengthen your family and friendship ties—not to jeopardize them.

The First Step: What’s Important to You?

You work hard for your money. It may seem obvious, but if your money is going to work hard for you and your family, you first have to come to terms with your priorities, then discuss those priorities with the people closest to you.

What we’re talking about here are your most cherished values—things like family, love, security, independence, and philanthropy. Although your values may evolve as you age, they define who you are. Think of values as the prism or filter through which you’ll view all your life and money decisions.

Put another way, your values are what make you tick. They’re not a reflection of how good or moral you are. They’re not a reflection of your personal worth. If you’re a homebody or you want to travel the world, that is your decision alone. No one can dictate your values; they’re like your emotional DNA.

Can you list your values off the top of your head? Do you know what matters most to your mate, or to your children? In my experience, most people just haven’t taken the time to discuss them—at least not on a regular basis.

When I was pregnant with my oldest child, my husband Gary and I would walk through Olmsted Park by our home in Atlanta every Sunday morning, throw the ball for our dog, and discuss our hopes for the future. What kind of life did we want? Where did we want to make that life? What did we aspire to career-wise, and how did those aspirations dovetail? What did we want for our son, and how would we raise him?

Although I tend to be more of a risk-taker than Gary, we’ve always agreed on our overriding values: that family comes first and that dollars and cents are just a means to an end. As a result, our conversations focused primarily on our long-term goals and the best ways to achieve them. In a way we were drawing our road map, complete with a rough timetable.

With the passage of time and increased demands of both career and family, those walks—and talks—have become less frequent. That’s too bad, although probably not uncommon. Like us, I think most families feel they’re giving their all just to keep up with everyday demands.

Unfortunately, though, the price we pay for not having those talks is a loss of the perspective that is so essential to our long-term happiness. If you value adventure and the most exciting place you’ve traveled in the last two years is the supermarket, then you may need to reevaluate how you’re spending your money (to say nothing of your time). If you value being secure and debt-free yet every month you rack up another $2,500 on your credit cards, that’s also a disconnect worth examining.

Without the perspective that your priorities provide, money is likely to slip through your fingers like water through a sieve, getting you no closer to your ultimate goals. That’s why talking about money is so crucial: It allows you to restate and reconnect with your values. Any big life event such as marriage, a new child, starting or losing a job, divorce, or death of a spouse presents a natural opportunity to have a money chat with those close to you—whether it’s to make sure you’re still traveling down your path of choice or to alter your direction.

The Next Step: Identifying and Securing
Your Dreams and Goals

Once you’ve identified your values, there are two more steps to take to build the life you want to lead: identifying your dreams, and establishing concrete financial goals so you can turn those dreams into reality.

Let me give you an example of how these pieces work together. A close friend of mine would love to own a vacation home in Lake Tahoe (her dream), where she and her family could get away from it all and just be together (one of her strongest values). To make that happen, she’ll need a substantial amount of money for a down payment as well as extra money every month to cover the mortgage, taxes, and maintenance (her goal). Last year she took the first step by talking to her family about her dream. At first she wasn’t sure that they would agree, but she received unanimous support. Buoyed by their enthusiasm, she then opened up a special investment account and started depositing whatever savings she could scrimp together. She also examined her personal expenses as well as her family’s monthly bills to see where she could economize. That meant that she has had to refrain from buying herself a number of things she would have liked. But when she thinks about her family all together in that mountain home, she maintains her resolve. She envisions the hikes and the boat excursions they’ll take. She imagines family meals, marathon Monopoly sessions in front of the fire, and golden toasted marshmallows during cookouts. And that’s more important to her than just about anything she might covet at the moment.

Although my friend still has a long way to go before she and her family can afford to realize their dream, she’s finally working toward it. What made the difference? Actively identifying a vision that supported one of her deepest values—spending time with her family—and then creating a plan of action that would get her there.

Do your spending choices and lifestyle support your values and visions? Far too often we wind up losing sight of the forest for the trees. We run to the store to pick up a single household item and end up walking out with a hundred dollars of impulse purchases, not one of which will help us live the life we really want. Why? Because we haven’t made those visions a part of our consciousness.

A Financial Plan

Research reveals that when it comes to finances, most investors focus on their stock portfolios. They enjoy the strategy, the excitement, and the immediate results. Of course this tendency is completely understandable and not necessarily a bad thing—unless it comes at the expense of other important aspects of your financial life, such as your retirement plan, estate plan, tax strategy, college savings, and insurance needs.

I think of fiscal health much as I think of physical health. Like physical well-being, fiscal health depends on the strength of several interrelated parts. Just as you can’t afford to ignore the condition of your heart, since that’s what pumps the blood through your body, or your spiritual well-being, since that’s what keeps you balanced, so too should you have a well-rounded approach to your money. Such an approach takes into account not just your investment portfolio but other aspects of your financial life as well.

One of the goals of this book is to demonstrate how all these pieces work together. Whether you decide to hire a financial planner or choose to work on your own, I encourage you to adopt this type of well-rounded holistic approach to your finances. Discussing your financial plan as a family will encourage you to explore each area. Even better, focusing your thoughts, organizing your paperwork, and then committing your plans to paper will enhance the likelihood that you will achieve the dreams and the financial goals you’ve articulated.

My goal and my father’s is to help make your financial plan come to life so you may actually put it into effect. It’s not enough to have a plan—no matter how beautifully detailed and bound—if it just sits on a shelf. You have to put it into action. So as you and your family begin to talk about your financial plan, think about money as a vehicle that can get you where you want to go. It doesn’t drive you. You are behind the wheel, and the twists and turns you opt to take both shape and reflect the person you are. The only way to arrive at your destination is to know—and agree on—where you and your family are headed. There’s no way around it. Getting where you want to go means talking about your values, your visions for the future, and the detailed plan of action you’ll need to get there.

Chuck’s Two Cents: Why Talk?

This book is about talking to your family about money, and in a way I think of the book itself as a conversation. It has certainly prompted a fair amount of conversation between Carrie and me, and in these pages we have tried to pass on to you what we’ve learned about the fine art of talking about money. In that vein, now and then throughout the book I’ll add my two cents to the conversation.

I think it would be hard to overemphasize the importance of talking to your family about money. We feel it’s essential for every family to be able to communicate about financial matters, and it’s our goal to help you develop the tools to do that. That may sound easy enough, but I know from experience that it can be hard. Even in our family, where investing has been my career for more than forty years and Carrie’s for more than twenty, we’ve found that talking about money can be difficult.

But as difficult as it may be, and as uncomfortable as you may feel, the fact is that talking about finances is crucial in close relationships. Talking about finances with your spouse can help lay the foundation for a solid marriage. Teaching your kids about handling money is one of the best things you can do for them, right up there with giving them a good education. And talking to elderly parents about their finances can be the greatest gift you can give them. You may get the valuable opportunity of helping to take care of the people who first took care of you.

So where do you start? Easy: You break the ice, just by bringing up the subject, so that you can get the conversation going. And that’s where this book comes in: It will guide you in that conversation, whether you’re talking to your parents, your kids, or your partner. We realize that no two families are alike and that, to an extent, each family will have to develop its own approach. But there is some common ground here, and in that spirit we’ve tried to pass on some guidelines that will help you find your way.

One more thing before you dig in. I’m a big believer in being forthright with people, and because of that I think it’s important for you to know what distinguishes the investing philosophy set out in these pages from others. My investing philosophy is based on an unshakable faith in the American economy, specifically in its ability to continue to grow in perpetuity.

What’s the basis for my belief? History, and the fact that time and time again we’ve seen our economy survive and grow. That doesn’t mean we won’t have bad days or down cycles. It doesn’t mean we ignore the consequences of down markets. It means that, recognizing the risks, we endure those not-so-good times with the protection of certain time-tested investing approaches, such as adequate diversification and a sound asset allocation strategy. It means that we go forward with confidence in good times and bad.

Investing isn’t about voodoo or luck or gambling. It’s about the principles of entrepreneurship and incentives and rewards. It’s about human capital and the concept of people working hard to improve their lives. Those very American qualities are the reasons for my confidence in our financial future. I firmly believe that we will absolutely continue to improve, and I base my investing confidence and my entire investing strategy on the strength of the American economy.

I’ve been an investor for more than forty years, and it’s a subject I am passionate about, not only because I find it fascinating but because the reward of wise investing is that wonderful thing called freedom. Investing is ultimately about your future and about taking steps now to give you choices later on. And I see that as essential.



Come to Terms with Your Money Style and Money Strengths

There are probably as many money styles as there are fashion styles. Of course, this doesn’t come as much of a surprise when you factor in the different influences that shape each of us. The irony, of course, is that when it comes to money-related tendencies, opposites frequently attract. Pete and Eleanor are a perfect example. So don’t be surprised if you and your partner find each other diametrically opposed. Instead of sweeping those differences under the rug or fighting about them, try discussing them. Once you and your family have talked about your values—and started to articulate your dreams and goals—your next step is to examine more closely your feelings about money and decide how involved you want to be when managing your finances.

BEGINNERS, TAKE HEART


If the whole idea of dealing with money and making financial decisions makes you or your partner nervous, remember that you’ve both engaged in a lot of this money-related activity before—every time you’ve made a budget or comparison-shopped for a big-ticket item. You can do this, no matter how inadequate you’re feeling right now.

It’s like learning to swim. Once you get the basics down—and your confidence up—it’s really not that hard. And like swimming, knowing how to deal with your money is a critical survival skill—one that you can master. “After my divorce, I was terrified that I wasn’t going to be able to take care of myself,” says Lauren, a single mom in her forties who had no experience handling her personal finances. Her ex-husband had taken care of everything. It took years for her to get up to speed—but she finally managed. “I started investing for my retirement so late that I felt it would take a miracle for me not to have to work the rest of my life,” she adds. “The miracle turned out to be me.”



Your money style can be tracked on two continuums. First, you’re either a spender or a saver, or you’re a bit of both, which means you fall somewhere in between. I admit that I get a charge out of going shopping. Just ask my husband, Gary. “Like a runner’s high, Carrie gets a shopper’s high,” he says with a smile. Still, my commitment to my family dictates that the money I spend never cuts into our budget for other things, our savings, our investments, our vacations, or anything else that’s important. We save and invest as much as we can every month. That comes first, no matter what. So I’m definitely both a saver and a spender at heart.

It’s necessary to balance those opposing tendencies when you are constantly confronted by the question “to buy or not to buy?” In Chapter 2 we talk more about how to spend your money so you wind up buying what you and your family really need, while not scrimping on investing. For now, whenever you’re in doubt, just remember that keeping a long-range perspective about what’s important to you and your family will usually steer you clear.

Second, in terms of investing, the continuum goes from being cautious at one end to being a risk-taker at the other end. If your stomach drops at the thought of a bad day in the stock market, then you naturally gravitate toward more cautious or conservative investments—which may or may not work to your best advantage. If, on the other hand, you believe that the opportunity for higher returns is worth the additional risk involved, then you would be classified as a more aggressive investor.

You may not fit exactly where you’d like on either of the saver/spender or cautious/risk-taker continuums. That’s okay. Your first step is to simply identify where you are now, and later you can adjust your approach. Once you’ve read this book and have engaged your loved ones in dialogue, those positions may shift as a result of your newly articulated family priorities and newly acquired knowledge.

Just as we all have our own money style, each of us has strengths and weaknesses. You want to play to your strengths. Of course, most of you aren’t starting this process from scratch, so you may have assumed responsibility for a number of financial chores in which you’re not particularly interested, or even good at. By identifying your abilities—as well as your loved ones’ abilities—and then adjusting who handles what, you can make the most of your strengths and shore up your weaknesses, even if it means enlisting outside help.

Ask yourself and your partner: Are you analytical? Do you love to crunch numbers and dig through corporate reports to figure out if you should invest in a particular company? Are you the sort who will stick with it and be consistent month to month, or do you tend to lose steam after the initial push?

Those answers should help you and your family determine how independent you want to be—or should be—when it comes to financial planning and investing. You may love the idea of doing it all on your own, but if an honest appraisal shows that at this point you lack the necessary knowledge, skill, or perseverance, you’ll probably want to seek professional advice until you get up to speed. Of course, maybe you have what it takes but don’t want to invest the hours. So you and your partner need to discuss just how much time and energy you’ve really got to spend on this issue (and whether that fits in with the values you outlined above) and chart out your approach accordingly. If your values include being together as a family as much as possible, that’s going to affect a lot of other decisions, including how you choose to handle your finances.

Don’t get me wrong. I’m definitely not advocating a hands-off approach. To the contrary—whether or not you choose to work with a financial advisor, you still need to be intimately involved in and fully aware of any and all financial decisions. But don’t worry. By the end of this book, you’ll have all the tools you need to do just that.

The Game Plan

So what now? It’s time to figure out whether your spending and investing lines up with the values, dreams, and financial goals you’ve just identified. A good way to do this is by tracking your family’s expenses for the next month. Save every bill and every receipt, even for a doughnut or a newspaper. At the end of the month, group those receipts and bills into categories and add up the totals so you can see exactly where your money went. (Computer software programs such as Quicken and Microsoft Money can help you track your finances, and if you don’t use one of these programs, it might be worth considering.) If the numbers reflect your values and are helping you achieve your dreams and goals, that’s great. If they don’t, you’ll want to make some adjustments. Maybe you can forgo the muffin and cappuccino every morning, thereby saving hundreds of dollars a year (and who knows how many calories). Or maybe you’ll want to brown-bag your lunch, cut back on some of those premium cable stations, or buy one less pair of shoes a season.

You’ll want to evaluate your investments in the same way. The question to always keep in mind is whether your choices support your values, dreams, and goals—in short, whether they support your current lifestyle as well as the lifestyle you’d like to achieve.

Once you’ve delineated what’s important to you and your family, checked your spending, and started to invest, you’ll want to review your progress periodically in light of any life or market changes, to make sure that your plan is still meeting your ever-changing needs. Equally important will be to make sure that those long-term dreams are still viable, as new goals often require a new game plan.

Chuck’s Two Cents:
On Building Your Financial House

Say you’re building a house. Maybe it’s your dream house, the home you’ve been thinking about for years. Because it’s so important to you, you’re involved in every stage of building. You meet with the architect and then the builder. You oversee everything that goes on, from the foundation and framing to the carpet and tile. You’re there, from start to finish.

The same should go for investing. Think of your financial life as a house. It is, in a way, because you’re relying on it to provide shelter in the future. By building your house, you’re working toward that wonderful state called financial independence. Does it not make sense, then, to pay attention to it? You wouldn’t take a hands-off approach if you were building a house—so why do it here? Simply put, in my view it is essential for every modern man and woman to take responsibility for—and to be in control of—his or her financial life. It’s just common sense to me, part of being independent individuals who can take care of themselves. It’s my belief that financial independence should be a goal for everyone.

There are two parts to taking financial responsibility. First, there’s learning about investing and taking the necessary steps to become a savvy investor. If you’re reading this book, chances are you’re already doing that, and my hat is off to you. But if your attention to financial details has lagged, there’s still time. Get involved today; just do something to take the first step. Think of that dream house again: you don’t have to be the plumber and the electrician and the landscaper. You just have to know what you want to end up with and to then manage the building of that house.

The second part of taking responsibility is talking about the financial part of your life with your family. It doesn’t have to be done all at once, and it doesn’t have to be a major ordeal. But it does have to be done. Good communication about your financial situation with your spouse is one of the keys to a solid partnership. And teaching your kids about the value of money is as important as teaching them any other value, like integrity, honesty, and respect.

And the point of taking responsibility for your financial life? That wonderful thing we call financial independence, which simply means having enough to live on when you’re no longer receiving a salary. It’s all about choice, finally; it’s about your future. And that, to me, is a great incentive: Paying attention today can lead to the future you choose—not the one that chooses you.



Chances are that you’ll learn even more about yourself when you start exploring these issues. You’ll undoubtedly also discover things you never knew about your spouse, your children, and your parents. Of course, old demons like sibling rivalries, former relationships, familial roles, and past behavioral patterns may also arise. On the other hand, who knows? Whether you’re exploring your money compatibility or what you each really want in life, you may just find that talking about money is more fun and fulfilling than you think. Indeed, couple after couple has told me that talking about money is the best thing that’s ever happened to their relationships.

Including Your Parent

No matter how far you’re trying to stray from your old patterns or your parents’ ways of handling things, most people find that they still want to talk to their parents about money. This may feel uncomfortable at first, especially since you may experience a bit of role reversal, where you feel more like the parent than the child. Still, this is really the only way to know how your parents are faring. Surprisingly, parents and children think very differently about the need that elderly parents will have for financial assistance. A 1997 study by Elderplan, a Brooklyn-based agency of the Metropolitan Jewish Health System, found that while 31% of the five hundred adult children they surveyed assumed they would eventually provide their parents with significant financial support, only 18% of their parents felt they’d need that support. Similarly, while 53% of those adult children figured that their parents would eventually move in with them, only 22% of the parents assumed the same. Although we don’t have the data to settle this difference of opinion, another study conducted in Albany, New York, indicates that not only is help between generations generally reciprocal but in fact more financial and other help is generally given to the child, rather than vice versa, until the parent reaches about seventy-five years of age.

Of course, statistics aside, you’ll want to make sure that your parents have enough to live on. You may have to consider how you and your parents will deal with your helping them should that become necessary. You’ll also want to see that they’ve invested wisely, that they’re set up for retirement, that they’re properly insured, and that their estate is in order.

Even tougher is finding out whether your parents have considered the potential impact of health issues as they age. Although 67% of seniors haven’t talked to their children about this, 95% of people polled do want to stipulate the type of life-sustaining care they receive, according to an AARP survey conducted in 2001. The problem? No one brings the subject up.

But that was then, and this book is now. We’re going to help you talk to your parents about all of that.

Whether you handle this one-on-one or during a family meeting, you’ll want to act in concert with your siblings and their spouses and any other close adult family members. Devising a plan of action together can not only help prevent hard feelings later on, it can potentially broaden your parents’ physical, emotional, and financial base of support.

LET’S TALK MONEY … BUT HOW?


Financial conversations take practice, lots and lots of practice. Just remember that the more you and your family talk, the more comfortable—and adept—you’ll all become. Keep in mind, however, that how you talk can be just as important as the message you’re conveying.

The following guidelines will help keep your discussions positive and productive and get you where you want to go. We call them the ten principles of respectful communication:

1. Make an actual date to talk about a specific subject. “Honey, I’d like to talk about _____. Would Saturday at ten A.M. work for you?” By telling your mate what you want to discuss, he or she won’t feel blindsided when you bring it up. Choose a time when all parties feel rested, and when you know your time won’t be constrained. You want the conversation to be as open-ended as possible, which means giving it as much time as it needs. Mornings are usually best. Steer clear of late nights when you’re all tired and preoccupied with the day’s events. You’ll also want to avoid talking when emotions are running high, even if that means rescheduling. Things that get said in the heat of the moment can never be taken back. Besides, something about anger seems to affect our ability to listen—all we can really hear is ourselves. Once emotions have cooled, you can discuss the issues a lot more clearly.

2. Find a place that’s comfortable for all involved and that isn’t anyone’s particular turf. Sit side by side instead of across from each other in a confrontational position, suggests Patricia Schiff Estess in Money Advice for Your Successful Remarriage: Handling Delicate Financial Issues with Love and Understanding (Betterway Books, 1996). Realize that though many women tend to prefer sitting close to intimates they’re talking to, as well as touching them and making eye contact, men often prefer the opposite. Being sensitive to these differences and not expecting family members to operate completely out of their comfort zone can take a lot of the potential sting out of your conversations.

3. Start the conversation with a positive subject that the person (or people) you’re talking with feels good about. For example: “You’ve done a great job handling the bill-paying, and I really appreciate it.” As money psychologist Olivia Mellan points out in Money Harmony: Resolving Money Conflicts in Your Life and Relationships (Walker & Co., 1995), “People never change when they feel too bad about themselves. Only by validating themselves for their strengths do they have a springboard from which to confront their weaknesses.” If one or more parties are participating in the discussion somewhat reluctantly, acknowledge that and voice your gratitude.

4. Once you get started, stick to the subject. Don’t let tangential issues—or unrelated topics—sidetrack you. Additionally, be aware of the power of the message behind the message. Whether intended or not, inferences can affect the whole tenor of your present conversation and even all those to come. No matter how innocent, a comment about how high the credit card bill is can instantly put your partner or child on the defensive, especially if spending has been a source of controversy in the past. Since men and women can have different communication patterns, talking about what you hear as well as what’s being said is really critical. Only by getting all that out in the open—and airing the underlying message you just sent or think you’ve received—can you truly get to the bottom of things.

5. Where your children are concerned, consider their age and developmental levels, and gear your conversations accordingly. It’s not fair to burden your eight-year-old with your financial concerns. On the other hand, it may be appropriate to rein in your Nike-hungry twelve-year-old with a financial reality check, such as pointing out that the price of a single pair of designer athletic shoes equals one week of groceries for the family.

6. Be aware of your tone. This is especially important when talking to kids, but it applies to all of us. Sarcasm or mocking doesn’t help. Treating individuals lightly robs them of confidence, conviction, and dignity.

7. It’s okay to disagree, but you need to listen to what someone is saying rather than gather your ammunition for a counterattack. (This can be a tendency even when you’re introduced to new people: You’re so busy preparing to answer with your name that you never even hear theirs.) Since there’s absolutely no point in arguing about facts—like how much credit card interest you’re paying each month, your checkbook or savings account balance, or your retirement account totals—make sure you have the relevant paperwork handy so you can settle any fact-related disagreements and then get back to the important part of your conversation. This is also a great way to make sure you’re both (or all) up to speed on the family’s finances.

8. No matter how angry you might get, try to stay calm. You want to engage in a fruitful conversation, not a destructive battle. Avoid the blame game. In the end, it really doesn’t matter whose fault it was. What matters is fixing the problem and making sure it doesn’t happen again. Focus on how something makes you feel, rather than make sweeping pronouncements. “Your buying that without talking to me made me feel invalidated” will get you a lot further than calling someone selfish.

9. Steer clear of hot buttons. When it comes to those close to us, most of us know just which buttons to push when we want to get a reaction. But pushing them will only interfere with achieving your objective, which is to talk about money so you can make it work for you. Throughout this book we’ll point out those sore points. Look for the boxes labeled “Don’t Touch That!”

10. Acknowledge and encourage any and all efforts and compromises (such as spending less or resolving to get up to speed financially) by letting family members know how much this means to you. And if you don’t seem to be working things out? When in doubt, try to put yourself in the other person’s shoes long enough to understand his or her perspective. This can be especially important when talking to your children or your parents, since the generations frequently see the world from such radically different perspectives. Remember that everyone is entitled to his or her point of view. If you can’t come to terms, you may have to agree to disagree for the moment, but at least you’ve initiated the discussion. And in the end, the talking will pay off.



No Kidding

You’ll also want to make sure that your money decisions for your children or grandchildren dovetail with your values and personal philosophy about money. My parents, for example, have always felt that their kids should have initiative, so they’ve never simply funneled money to my siblings or me. They believe that giving an endless stream of money would teach us nothing but dependence. Like them, I don’t want to hand my children a life. I want them to go out and make their own independent lives.

That means making sure they have the chance to deal with money on their own from a very young age. Telling your children what to do with that money defeats the purpose. Only by making their own decisions—and even their own mistakes—can they develop the money confidence and skills they’ll need later on. As a parent or any other concerned or involved adult, your job is to guide them in that process.

An essential part of that guidance entails passing down your values and attitudes about money in a way they can hear and in a way that effectively challenges the powerful influence of both peer pressure and consumerism. In that vein, this book will introduce you to all the money concepts, strategies, and terminology you’ll need to raise money-savvy kids, teens, and young adults, as well as gender-based stereotypes to avoid. Of course, you’ll also want to make sure that you’ve adequately planned for your children’s future. We’ll also give you plenty of advice about that.

Families Come in All Shapes and Sizes

While you may not have living parents, kids, or a spouse, for that matter, you probably have close friends or family who do. Besides, for our purposes, you constitute a family on your own, especially since you’re probably surrounded by siblings or peers with children, as well as older relatives, friends, or even surrogate parents. So in almost every chapter—even the one about dealing with money as a couple—you’ll find nuggets of information that apply to single people. Throughout this book we’ll also address additional considerations for the growing number of nontraditional family structures—such as single parents and same-sex couples. No matter what your family looks like, taking control of your finances means talking about them.

The Key to Financial Fitness

Earlier we compared your fiscal health to your physical health. Nowadays we all know that we have to be a lot more proactive if we’re going to stay healthy. We have to talk to our doctors and learn the appropriate questions to ask. We need to get a physical every year so that we can deal with any potential medical problems early on, then have follow-up visits as needed. Our financial lives operate the same way. To manage our money well so that we can live the life we want now and in the future, we need to be able to talk about it and to have smart and open conversations with our family—and our financial advisors.

Notice the s on the end of conversations. It is not a question of doing it just once. To keep yourself fiscally healthy, you have to schedule regular checkups. Sad to say, but most of us pay more attention to the regular maintenance of our car than to our own financial well-being. So you’ll need to do more than simply read this book. You’ll need to talk. In fact, you’ll need to talk a lot.

There’s a frequently quoted theory that we learn from our mistakes. But big decisions—from marriage and kids to career and retirement—don’t come around that often. So as much as possible, you want to get those right the first or second time around. Getting yourself up to speed on the basics that affect you and your family, and then engaging in an ongoing dialogue to stay on track, are the only ways to build the life that you really want and deserve.

Remember Pete and the marriage he almost lost? “We handle everything jointly now,” he says. So every decision leads to conversation. They talk about their strengths and weaknesses and how those affect their various responsibilities in and out of the family. Together they’ve created a sound financial plan that reflects who they are, what they value, and what they want from life. “You’d be surprised at the benefits you get not just on the financial front but from a relationship perspective as well,” says Pete. “My wife was nineteen when I married her. This is like meeting a whole new person.”

Hindsight may be twenty-twenty, but having regrets is no way to live—or end—your life. That’s why this book will cover all the basics you’ll need to engage those people who are important to you in ongoing discussions that can improve not only how you deal with money but life as you know it. What’s our first stop? Building up the finances that will sustain the life you decide you really want.

So let’s start talking!


Something to Talk About

Go on! Engage all your loved ones in some preliminary discussions about how money fits into your lives. The following conversation starters should help:

• What does money represent to you?

• What beliefs about money (such as “a penny saved is a penny earned,” “money buys happiness,” or “money is the root of all evil”) do you hold?

• What are your money fears?

• What kind of financial baggage do you have? How do your parents, siblings, former marriages, or past business experiences affect your current money-related activities?

• What is your personal money style? How compatible is it with your partner’s style?

• Do you occasionally fall victim to mental accounting, treating some of your money differently than other money?

• What’s important to you? If you were to list your top three or four values, what would they be?

• What are your personal dreams? What do your five-, ten-, and twenty-year plans look like?

• What are your specific financial goals?

• What parts of your financial plan have you neglected, and what do you need to do?

• Do you want to handle your financial planning on your own or seek professional help?

• Do your actions with money support your values? What do you want to change to better reflect your values and to help you achieve your dreams and goals?

• What philanthropic causes do you want to support? Where do you want to make a difference?

• Have you engaged your parents and children in open dialogue about money?

• How can you make sure you start—and keep—talking about money?
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The ABCs of Investing

While growing up, my colleague Kate’s father, Eric, never talked about money. The subject was simply off limits, and the household was ruled by an ironclad mantle of financial silence that no one in the family dared to crack. But that didn’t mean that Kate’s mother or siblings didn’t wish things were different. “We’d have done so much better if only your father had invested our savings,” Kate overheard her mother lament years after Eric’s death. Not that the family was doing poorly. To the contrary, Eric had managed to save a healthy sum, allowing the family to live quite comfortably. But aside from a few perfunctory attempts from time to time, Eric hadn’t been an investor. And that cost the family he loved. “We had a very nice lifestyle, but we could have had so much more,” says Kate.

Why did an educated man who was successful in so many aspects of his life fail to take control of his finances? “I guarantee you that he was afraid of investing,” says Kate. And because he didn’t want to reveal his lack of financial acumen, he didn’t consult a financial advisor, either. As a result, his hesitancy about money and investing wound up compromising his estate. That unfortunate legacy is now being perpetuated by three of his five children, none of whom invest or even talk about money.

Clearly not everyone is fortunate enough to obtain financial knowledge in a way
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Saving for Those Sudden Downpours



Time Is Your Best Ally





Table 2.1
Compound Growth and the Cost of Waiting to Invest
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The Power of Stocks


Figure 2.1
The Growth of a Dollar from 1926 to 2001













Grappling with Risk







Figure 2.2
Three Basic Investments: Stocks, Bonds, and Cash











Diversify, Diversify, Diversify!








Chuck’s Two Cents: On Managing Risk








Dollar-Cost Averaging: A Prudent Strategy



Table 2.2
Dollar-Cost Averaging



	Monthly Investment
	Share Price
	Shares Bought



	$400
	$10
	40



	$400
	$8
	50



	$400
	$5
	80



	$400
	$8
	50



	$400
	$10
	40



	Total: $2,000
	$41
	260






	Average price per share:    $41 ÷ 5 = $8.20



	Average cost per share: $2,000 ÷ 260 = $7.69
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