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    Book Abstract


    MAIN IDEA


    Historically, people have tended to assume the keys to accumulating wealth in the United States were:


    
      	To inherit it from successful parents or relatives.


      	To earn advanced degrees at the best universities.


      	To be smarter or more intelligent than competitors.

    


    However, a 20-year study of a group of more than 1,000 real-world millionaires found the keys to building high net worth in the United States were more likely to be:


    
      	The market-driven results of solid ongoing work ethics.


      	The application of consistent, long-term savings habits.


      	The enduring self-discipline to spend less than is being earned each month and to invest the balance.

    


    In other words, the underlying keys to building wealth are actually fiscal discipline, sacrifice and solid work. Anyone who wants to actually achieve financial independence can use this information to realign their lifestyle to incorporate these same keys.


    Important Note About This Ebook


    This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.


    Summary of The Millionaire Next Door (Thomas J. Stanley & William D. Danko)


    Introduction: Who are the wealthy?


    Main Idea


    There is a lot of misinformation disguised as fact when people describe the wealthy. To cut through the fog, a 20-year study of more than 1,000 millionaires was carried out in the United States, to find who the successful people were and how they accumulated their wealth.


    The following facts became clear as a result of the study:


    
      	By 1996, there was $22 trillion of personal wealth in the United States, with almost 50% of that wealth held by 3.5% of the households.


      	Most people focus on income rather than accumulating wealth. However, a person making a high income who spends it all on their lifestyle isn’t getting wealthier - just living well. Wealth is what is accumulated, not spent.


      	More than 80% of America’s current millionaires are first-generation - they’ve accumulated their wealth rather than inherited it.


      	More than 25 million U.S. households have annual incomes exceeding $50,000. Almost one-third of those households (7 million) have incomes greater than $100,000. Yet despite this, the majority of households live from paycheck to paycheck and have little accumulated wealth or other financial assets.


      	Of all American households:

        
          	23.0% have IRA or KEOGH funds


          	22.0% have certificates of deposit


          	18.1% have U.S. savings bonds


          	15.0% have a money market deposit account


          	8.4% own rental property


          	4.2% have funds in a money market fund


          	3.4% invest in corporate or municipal bonds


          	2.5% own stock and invest in mutual funds

        

      

    


    While there are an infinite number of different ways to generate income in the present day economy, there are seven personality and character traits which those who have been successful in accumulating wealth generally exhibit. These traits are:


    
      	They have conservative lifestyles, spending less than they earn and investing the balance.


      	They are efficient in allocating resources - time, money and energy.


      	They place a higher priority on financial independence than on social status.


      	Their parents did not provide significant financial assistance but they made it on their own efforts.


      	They teach their own family members to become economically self-sufficient.


      	They focus on emerging market opportunities - such as providing products and services to other affluent households.


      	They chose an occupation in which they could become self-employed.

    


    These traits will be expanded on in more detail throughout this summary.


    Trait #1: They have conservative lifestyles, spending less than they earn and investing the balance.


    Main Idea


    Most non-millionaires assume that being a millionaire means having enough money that you never have to worry about how much is spent on maintaining a lifestyle. In reality, most millionaires actually monitor and carefully plan their total lifestyle expenditure, and tend to frugally live below their means. They take more pleasure out of being financially secure than in projecting a lavish lifestyle to their friends and associates.


    Supporting Ideas


    Lavish lifestyles of the rich and famous command a high degree of market interest - consequently, many people seem to think they can support a high-consumption lifestyle while becoming financially independent in their spare time. In practice, however, most successful accumulators of wealth have a value-for-money, unglamorous lifestyle that wouldn’t sell any magazines or form the subject of any TV shows. They tend to live in unremarkable, middle class neighborhoods, and avoid outward appearances of wealth.


    By contrast, many under-accumulators of wealth focus on spending tomorrow’s dollars today on material possessions. By doing so, they get stuck on a spend-more-than-you-earn treadmill, with corresponding increasing amounts of debt.


    The foundation of any wealth accumulation program is defense - focusing on budgets and planning to ensure the entire household consistently spends less than its income. This requires the cooperation of every member of the household, especially spouses.


    Instead of allowing your income to determine your household budget, take a pro-active, defensive approach to building wealth. Get into the position where you can candidly answer these questions as a family:


    
      	Does your household have a written, annual budget?

        A written budget will enable you to foster a "pay yourself first" mindset in which investment for the accumulation of future wealth becomes more important than spending as much as possible of your annual income. Take as a starting point a goal to invest 15% of your annual realized household income each year, and structure your budget around applying the balance of your income to meet all reasonable needs.

      


      	What is your annual expenditure on the basics: food, housing and clothing?

        Simply keeping track of expenditure in each of these areas will help you control your expenses, instead of having the helpless feeling that expenses are controlling you and rising to soak up all available income. You can then progressively work on ways to live more cost-effectively year by year, freeing up more cash for investment towards financial independence.

      


      	What are your long-term and near-term goals?

        Most millionaires tend to be very goal oriented. They also seem too often have an above average ability to visualize the future benefits of achieving these goals. Goals don’t need to be complicated to be meaningful - a large number of millionaires have a goal to be financially independent, and their achievement of this one goal provides them with a great deal of satisfaction.

      


      	How frequently do you allocate time to planning your financial future?

        On average, millionaires spend more time per month on planning their financial futures than non-millionaires. They also seem to make that time spent on planning as productive as possible by being astute and gaining expertise in the specific fields they invest in. Frequently, millionaires align their personal investments in fields they have first-hand knowledge of through their professional careers.

      

    


    There are two other characteristics of millionaire’s lifestyles that are notable:


    
      	Most millionaires try to structure their financial affairs so as to minimize their annual realized income and maximize their annual unrealized income. In this way, they minimize the amount of their income that is subject to income tax - the largest single item of expenditure for most households.

        As a group, millionaires realize only about 7-percent of their net worth as income each year, which means only 7-percent of their net worth is subject to income tax. By contrast, the average high-income high-consumption household realizes about 90-percent of its net worth each year in income, all of which is subject to income tax.

      


      	Around 50% of the millionaires in the United States today do not live in high-status neighborhoods. Of those that do live in high-status neighborhoods, the majority purchased their homes after they became financially independent rather than in anticipation of becoming wealthy. It is far easier to accumulate wealth if you live in a less costly area. As a rule of thumb, never commit to a mortgage which is more than 200% of your household’s total annual realized income if you plan on being in a position to accumulate wealth rather than tread water financially.

    


    So, how much money does a person need to be classified as being “wealthy”? This is actually highly subjective, in that “wealthy” to one person will have an entirely different meaning for someone else. However, as a rule of thumb, use the following quick test:


    Index = (your age) × (annual pre-tax household income) / 10


    Now compare your actual net worth with the index figure to classify your current financial position:


    
      	A successful wealth accumulator has an actual net worth of about two times their index figure.


      	An average wealth accumulator has an actual net worth right around the index figure.


      	An under-achiever in the area of wealth accumulation has an actual net worth of one-half or less of the index figure.

    


    Key Thoughts


    “Building wealth takes discipline, sacrifice and hard work. Do you really want to become financially independent? Are you and your family willing to reorient your lifestyle to achieve this goal? Many will likely conclude they are not. If you are willing to make the necessary trade-offs of your time, energy and consumption habits, however, you can begin building wealth and achieving financial independence.”


    – Thomas Stanley and William Danko


    Trait #2: They are efficient in allocating resources -time, money and energy


    Main Idea


    Successful real-world wealth accumulators:


    
      	Spend more time than average on financial planning.


      	Are not necessarily highly educated.


      	Carefully budget annual household expenditure.


      	Spend minimal amounts of time purchasing luxury items.


      	Focus on events within their control.

    


    In short, wealth accumulators allocate personal and family resources as efficiently as possible.


    Supporting Ideas


    In the study of millionaires, the following correlations between the successful accumulation of wealth and allocation of resources were found:


    
      	The amount of time spent each month on financial planning is directly proportional to the accumulation of wealth. The more time spent, the greater the wealth accumulation.


      	As a general rule-of-thumb, successful wealth accumulators spend twice the number of hours per month on financial planning than unsuccessful wealth accumulators.


      	Specifically, successful wealth accumulators allocate their time to seeking high-quality investment and professional advisors, and to attending investment planning seminars. Under-achievers in wealth accumulation tend to unconsciously allocate more of their time to worrying about their financial futures than taking proactive action.


      	Education is inversely proportional to the accumulation of wealth. That is, a significantly larger number of under-achievers have advanced university degrees.


      	This is simply a reflection of the fact it is not possible to accumulate wealth while at school. The earlier a person starts earning and investing, the correspondingly greater are the opportunities to accumulate wealth.


      	It’s also a reflection of society’s expectations - successful doctors, lawyers and other professionals feel a need to live high consumption lifestyles that restrict their abilities to invest. Most professionals tend to be judged more by their consumption habits than by their actual net worth.


      	On average, doctors earn about 4-times the income of the average household. Yet, they have the lowest number of successful wealth accumulators of the high income occupations. For every doctor who is a successful wealth accumulator, there are two who are under-achievers in this area.


      	There is a direct relationship between controlling family expenditure and the accumulation of wealth.


      	Under-achievers in accumulating wealth tend to let their household expenditure levels be determined by the amount of income bought in each year. Successful wealth accumulators, by contrast, have pre-determined annual budgets they operate on, and carefully limit their expenditure to be less than annual income levels.


      	In addition, financial planning for successful wealth accumulators is a family activity in which every member of the household participates. Applying part of the annual income to investing is impossible without the active cooperation of each member of the household.


      	As a rule-of-thumb, the time spent purchasing luxury items (such as cars and clothes) is inversely proportional to the number of hours spent on financial planning.


      	Generally speaking, successful wealth accumulators spend much more time on planning and managing their investments. Under-achievers, by contrast, spend large amounts of time looking for the best deals on luxury goods.


      	More than 50% of the millionaires studied had never spent more than $30,000 for a motor vehicle, and considered spending time and energy on seeking out best possible prices on such basic goods to be counterproductive. (And, the majority of successful wealth accumulators never lease or finance cars, but will only buy what they can afford to pay for in cash, even if that means buying a used car).


      	Under-achievers tend to worry more than successful accumulators of wealth, and tend to worry about different issues as well.


      	Successful wealth accumulators tend to spend time on matters within their direct control. Under-achievers, by contrast, spend a larger amount of time worrying about external factors beyond their control, which in turn increases frustration levels and feelings of hopelessness.

    


    Key Thoughts


    Mr. Martin, a millionaire who had built a net worth in excess of $5 million on the basis of an annual income of less than $75,000 per year, gave this method for evaluating potential investment advisors:


    “Brokers call me a lot. They say, “I have a great deal of experience in Wall Street’s best offerings. I have a fantastic track record of making money for my clients.”


    I always say, “Do you have some good investment ideas for me - really good?” He says, “Absolutely, especially if you’re willing to make trades in your portfolio. I only handle accounts with a minimum of $200,000”.


    Then I tell him, “So you’re really good. I’ll tell you what. Send me a copy of your personal income tax returns from the last few years and a list of what you have had in your own portfolio for the past three years. If you made more money than I did from investments, I’ll invest with you. Here’s my address.”


    When they say, “We can’t show that to you,”, I tell them “You are likely to be full of baloney.” This is my strategy for checking people out. It works. I check them all out this way. I mean it very honestly.”


    Trait #3: They place a higher priority on financial independence than on social status.


    Main Idea


    It is actually easier in the United States to achieve a high income than it is to accumulate wealth. Most people focus on generating high incomes. Real-world millionaires do that as well, but they then leverage the value of their income stream by moderating their life-style expenditure and investing the balance. They become wealth-oriented rather than consumption-oriented.


    To use a football analogy, the accumulation of real-world wealth requires a good offense combined with a good defense. A good offense means maximizing opportunities to generate income. A good defense means being frugal in personal expenditure and life-style expenditure. The average person focuses mainly on offense, while real-world millionaires combine a good offense with a solid defense to generate increasing net worth.


    Supporting Ideas


    In Texas, they talk about some people as having a “big-hat-no cattle” philosophy - that is, people who have all the status symbols of high net worth individuals, but when you look more closely, you find everything is built on borrowed capital. It’s an illusion without real substance.


    This big-hat-no-cattle philosophy is the exact opposite of the consumption habits of most self-made millionaires. Most people who have achieved financial independence employ a little-hate-many-cattle approach to personal expenditure - that is, they have moderate and unremarkable consumption habits, working in tandem with hard work and solid careers. Their priorities are different, and


    

    
      	81% of the millionaires purchased their vehicles, while only 19% lease motor vehicles.


      	Only 23.5% of the millionaires had purchased a new vehicle in the past year, while 25.2% had not purchased a new or used vehicle in the past four years, preferring instead to make do with whatever they currently use.


      	The average cost of the most recent vehicle purchase by the millionaires was $24,800, with the majority (57.7%) choosing non-descript U.S. manufactured cars rather than more expensive imported brands. A significant 30% of the millionaires had spent less than $19,500 on their most recent motor vehicle. (For comparison, the average American new car buyer pays around $21,000 for a new vehicle).


      	The majority of millionaires who buy from new vehicle dealers buy from a dealer who is one of their clients or customers (more than 20%) or from a dealership which is owned by a relative or close personal friend (about 20%).

    


    

    
      	Millionaires are more price sensitive than the general population in purchasing motor vehicles.


      	Millionaires commit a significantly lower proportion of their net worth to vehicle purchases than the average American, and fell little need to be purchasing more expensive cars as their income rises.


      	Millionaires are more likely to commit their investments in areas which promote and impact their business interests rather than in expensive vehicles as status symbols to display a high consumption lifestyle.

    


    Key Thoughts


    

    

    

    

    

    

    

    

    

    Main Idea


    

    

    Supporting Ideas


    

    

    
      	Around 60% of financially independent parents provide their children with financial assistance in buying a house.


      	More than 60% of those surveyed have provided other financial funding, frequently in the form of interest free loans which regularly do not require repayment.


      	The children of the millionaires surveyed are more statistically likely to graduate from medical school (about five times more likely) or law school (four times more likely) than the average American household.


      	Many millionaires successfully provide start-up funding for their children to go into business for themselves.

    


    

    
      	Giving money to adult children tends to encourage lifestyle consumption rather than saving or investing.


      	Giving money to adult children sends a subliminal message the parent doesn’t think they will be able to make it on their own - which is usually not what was meant in the first place.


      	The adult recipients generally fail to distinguish between wealth they have generated and wealth their parents have provided as a gift. Subsequently, they perceive themselves as being more productive than they actually are - which can effect household consumption habits.


      	The adult recipients are less likely to invest their surplus funds are more willing to enter into credit arrangements in anticipation of future funds from their parents.

    


    

    
      	A high quality education.


      	A good example - a home environment which practices frugal lifestyle expenditure habits.


      	Good character traits - acknowledgment of original thinking and action combined with celebration of individual achievements.


      	Some practical means for rewarding leadership and acceptance of personal independence.

    


    

    Key Thoughts


    

    

    

    Main Idea


    

    Supporting Ideas


    

    

    

    
      	Parents are more likely to provide large grants in their wills to their female children rather than their male offspring. This is the parents way of offsetting the economic imbalance that exists between the typical salaries of females as opposed to males.


      	Parents are far more likely to leave large grants to daughters that are housewives or sons that are unemployed than they are to any children who have established economically productive careers of their own.


      	Parents leaving money to their daughters tend to try and structure the gifts so they are kept separate from funds shared with their husbands - because their sons-in-law cannot be fully trusted.


      	Most successful wealth accumulators do not spend vast amounts of time talking about how their children will receive sums of other people’s money. Instead, they prefer to focus on making their offspring happy, independent and productive. Otherwise, their children focus on consuming rather than on earning.


      	The majority of the millionaires in the study chose one or more trusted professional advisers (such as lawyers and accountants) to be co-executors of their estate along with the children. That way, decisions taken by the executors could be tempered by the experience of someone used to handling significant sums of money.


      	Many of the future inheritances specified by these successful wealth accumulators are structured around specific phases of life - educations, starting their own business, the birth of grandchildren, etc.


      	Many affluent parents structure their estates to provide sums of money to their children once they reach mature ages in the 30’s and 40’s. That way, their children will already be fairly set in their lifestyles, and the money will not become a major influence in how they live.

    


    

    
      	Parents should not tell their children they are wealthy - this only tends to encourage a high consumption lifestyle. It’s better for children to learn that wealth is the result of productive work and restrained personal expenditure.


      	The most important lessons children need to learn are fiscal discipline and frugality - and the best way to teach these lessons is by example.


      	Allow your children to establish their own professions and own lifestyles before they have any access to additional funds through distributions of money.


      	Never make light-hearted promises about the distribution of items after your demise - these off-handed comments can generate conflicts and ill feelings among siblings.


      	The only reason to leave gifts of money to your children should be due to your love for them, not as part of an attempt to reach out from the grave to direct their lives.


      	Never structure gifts to impact disproportionately on your children’s family decisions. They have their own lives to lead, including establishing their own lifestyles.


      	Don’t try and compete with the next generation by using the familiar “When I was your age…” comparisons. Respect the fact their motivations may not be centered around accumulating money. Build their self-esteem.


      	Allow for the fact that your children are different, and be realistic that these differences will exist regardless of anything you might do through cash gifts or other means.


      	Teach children achievement of worthwhile goals is far more important than consumption. Be more focused on their character than their symbols of success.


      	Teach children, by example, that money is simply a means to an end and not an end in and of itself.

    


    Key Thoughts


    

    

    

    

    

    Main Idea


    

    Supporting Ideas


    

    
      	There were 3.5 million households in 1996 which had a net worth of $1 million or more.


      	During the decade from 1996 to 2005, the total net worth of U.S. households is forecast to grow a further 20%.


      	In the 10 years from 1996 to 2005, a projected $1 trillion will be transferred to offspring in the form of cash, collectibles, real estate, mortgage payments and securities. (Under present tax laws, each parent can give each child or grandchild up to $10,000 per year annually tax-free).


      	By 2005, there will be 5.6 million U.S. households with a net worth exceeding $1 million.

    


    

    
      	Attorneys who specialize in estate law and who provide services as executors and administrators.


      	Attorneys who specialize in tax law and who can provide assistance in minimizing tax liability to those who have accumulated wealth.


      	Immigration attorneys as more and more of the older wealth accumulators from other countries seek U.S. citizenship.


      	Medical and dental care specialists - dentists, plastic surgeons, chiropractors, psychiatrists, etc. (Many of these expenses will be met by affluent grandparents).


      	Professional business service providers such as appraisers, auctioneers and real estate management companies. They will become in demand to assist with the sale of gifted business interests, personal collections and the like.


      	Private school operators and specialized school operators. Again, grandparents frequently pick up the bills for these items for their grandchildren.


      	Accountants specializing in tax planning and estate tax accounting - especially those accountants who genuinely become trusted professional advisers to the affluent.


      	Housing specialists - real estate agents, developers, renovators and service providers. Housing is a frequent expenditure item for wealthy parents and grandparents.


      	Philanthropic fund administrators.


      	Family-oriented travel agents and vacation packagers.

    


    

    
      	California: 773,213


      	New York: 431,607


      	Texas: 365,034


      	Florida: 289,231


      	Illinois: 283,231


      	New Jersey: 258,917


      	Pennsylvania: 238,010


      	Michigan: 202,929


      	Ohio: 197,554


      	Virginia: 171,516

    


    

    Main Idea


    

    Supporting Ideas


    

    
      	
        Q. Who is financially independent in the United States?

        
          	A. Of the financially affluent U.S. households:

        


        

        

        
      


      	
        Q. What types of businesses do millionaires own?

        
          	A. There is no industry which dominates. The character and personality traits of the person rather than the industry within which they operate is far more important. Millionaires come from industries right across the spectrum.

        


        
      


      	
        Q. What do most millionaires advise their children to do as careers?

        
          	A. The majority encourage their children to become self-employed professionals: doctors, accountants, engineers, dentists, architects. Relatively few (less than 20%) turn their businesses over to their children as the parents know the odds of succeeding in business are not good.

        


        

        

        

        

        
      

    


    Key Thoughts
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