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			Praise for How to Think About Money

			“Now why didn’t I think of that? That’s what you’ll ask yourself after you read Jonathan Clements’s fine new book. Its beauty lies in the common sense and wisdom that is summed up in just five simple steps that will help you to earn your financial independence. Easy to understand, essential to follow.”

			 – John C. Bogle, founder, The Vanguard Group

			“Jonathan Clements brings his intelligence, insight and common sense to How to Think About Money, which is packed with wisdom and great guidance. Read it and reap the rewards in the years and decades ahead.”

			 – Eric Tyson, author of Personal Finance for Dummies and Investing for Dummies

			“How to Think About Money is financial feng shui – a blueprint for harmonizing all the aspects of personal finance into a balanced way of approaching and managing money. Anyone who feels overwhelmed by the challenges of today’s world can benefit from Clements’s advice on how to make smart financial choices, as well as how to develop, in his words, a ‘coherent way to think about their financial life.’ ”

			 – Janet Bodnar, editor, Kiplinger’s Personal Finance magazine 

			“Jonathan Clements is one of the greatest financial consumer advocates of our time, not only because of his emphasis on a practical and common-sense approach to personal finance, but because his message is delivered in a welcoming, easy-to-understand manner. That approach moves his readers to take the most important step toward winning in the personal finance world – taking ownership of one’s financial life and following that with action.”

			 – Peter Mallouk, president of Creative Planning and author of The 5 Mistakes Every Investor Makes and How to Avoid Them

			“Concise, important and true. Jonathan Clements provides you a path not just to better finances, but to a better life.”

			 – Terry Burnham, finance professor, Chapman University, and author of Mean Markets and Lizard Brains 

			“In How to Think About Money, Jonathan Clements, one of the premier financial writers of our times, provides readers with a roadmap for a successful financial life. It’s an easy read that can result in changing the way readers look at investing and life. Read it and reap.”

			 – Mel Lindauer, Forbes.com columnist and co-author of The Bogleheads’ Guide to Investing and The Bogleheads’ Guide to Retirement Planning

			“Jonathan Clements writes so well and thinks so clearly that even financial planning, saving, and wise decisions are almost fun to think through with him as our guide.”

			 – Charles Ellis, author of 
Winning the Loser’s Game

			“How to Think About Money might be the best financial book I’ve read in the last five years. If I had written a book as good as this one, I would consider my life’s work complete.”

			 – James Dahle, founder, WhiteCoatInvestor.com

			“Clements spent 20 years at the Wall Street Journal, where he was the newspaper’s personal finance columnist. Those bona fides and his long history of giving smart advice make this a must read.”

			 – Barry Ritholtz, columnist, Bloomberg View

			“My favorite personal finance book of 2016.”

			– Ben Carlson, AWealthofCommonSense.com
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			In the immortal words of Monty Python’s inimitable John Cleese, “And now for something completely different.” I hope you will find this to be a personal finance book unlike any other. My goal: to provide readers with a coherent way to think about their financial life, so they worry less about money, make smarter financial choices and squeeze more happiness out of the income and savings they have.

			For this book’s US edition, I received great feedback from Nicholas Clements, Charley Ellis, Allan Roth and Mark Sheinkman. Many thanks to all of you. Much of the angst generated by this book’s writing was borne by sweet Lucinda, who is not only my agent, but also my wife.

			Following the success of the US edition, I wanted to try my chances elsewhere. Harriman House was an easy choice – and, indeed, the only publisher I approached. I had got to know editor Christopher Parker while contributing to two collections of essays that Harriman had published and was impressed. A few quick emails and the deal was done. Chris’s many fine suggestions considerably strengthened this international edition.

			As I wrote How to Think About Money, I had in mind my children and stepchildren: Eleanor, Hannah, Henry and Sarah. How would I want them to think about their money? I don’t claim to have all the answers (and, if I did, they would quickly put me straight). Nonetheless, this is my roadmap for a successful financial life – and it’s dedicated to the four of you.

		

	
		
			Foreword by William J. Bernstein

			A uthors usually request book forewords as a favour from a friend or colleague, but this one happened differently. Jonathan didn’t ask; rather, he simply requested that I review an early draft of How to Think About Money. It so captured the essence of a healthy financial life that I specifically requested the honour. 

			My sage, sainted mother used to say, “Money doesn’t buy happiness, but at least you can suffer in comfort.” Wise as she was, I’ve since learned that she didn’t quite get it right; money can buy happiness, but only if you first save like mad, then spend those savings with care. Better than anyone I know, Jonathan understands and conveys this crucial bit of life calculus. Further, there’s no one more qualified to do so: for more than a quarter century, he dispensed his unique brand of financial wisdom from his columns at Forbes and the Wall Street Journal – over a thousand in all – interspersed with five highly regarded books.  

			Most personal finance writers content themselves with the mechanics of saving, investing, insurance, credit and the like. As his career progressed, Jonathan delved ever deeper: How does money make us happy or unhappy? What does it really represent to us? When should we spend, and on what? Why are we so bad at saving and investing?

			On the surface, it all seems so obvious: we need money to buy the stuff that will make us happy. No, no, and no again. First and foremost, money buys time and autonomy. Secondarily, it buys experiences. Last, and least, it buys stuff, and more often than not, the stuff we buy makes us miserable. 

			Psychologists, in fact, tell us that we really don’t know what makes us happy. We fantasise about retiring to a tropical paradise, but those who actually do soon find themselves hot, bored and missing their friends and family. We lust after a Beemer and a 6,000 square foot house, only to find that they quickly lose their allure, and that maintaining them commands way too much time and money. Worst of all, the cost of all this stuff necessitates wasting our lives at jobs we despise and so prevents us from doing the things we love.

			I don’t want to play the spoiler, so I’ll filter some of Jonathan’s lesser points through my own experience:

			
					We behave alarmingly like chickens. Our relentlessly materialistic culture addicts us to what economists politely call ‘positional goods’: the high-end car, handbag, or domicile that advertises our exalted place in the pecking order. You don’t need to be a devotee of Mad Men to realise that what Madison Avenue really produces is discontent. The cure? A tolerant amusement, and perhaps even outright disdain, for those who think they are what they wear, drive, and dwell in. 

					Be careful, as already mentioned, of what you wish for. You just may get it and find that it isn’t all it’s cracked up to be, especially if it’s a consumer durable item. The more durable it is, the longer it will remind you of what an unwise purchase it was. The things that are most likely to make you happy are time spent with friends and family, the pursuit of a lifelong passion, or enhancing your educational horizons. I used to dream of spending my summers in Copenhagen and winters in San Diego. The birth of my first grandchild taught me that if she lived in Cleveland, I just might move there.

					We can’t all retire at age 60. Given ever-increasing longevity, years of schooling and the alarming increase in the percentages of disabled adults, it’s not too far-fetched to imagine a world in which the dependent, non-working population exceeds the working one. This simply does not compute: stocks and bonds are merely media of exchange among those who produce and those who consume, and as the number of workers producing the goods and services that retirees need falls, life for retirees who did not save prodigiously becomes ever more grim.

					Everyone knows that stocks are risky, and academics like to make a parlour game out of just how bad that risk is. But there’s a dimension to risk that gets relatively little attention: it’s a function, more than anything else, of age. Because of what one hopes is a vigorous savings stream, stocks are really not that risky at all for the young saver. I’ll go even further: a 20-something should get down on his knees and pray for a long, brutal bear market. In short, he should ardently embrace risk in order to acquire shares more cheaply. For the retiree, the situation is reversed: if she encounters a long bear market, spends more than 4% of her portfolio each year, and then encounters chronic medical problems, at best she’s living with her kids, and at worst she’s in a homeless shelter. In other words, for the retiree, stocks are Chernobyl risky. 

					Uncle Sam offers the best pension plan that money can buy: deferring Social Security until age 70. By spending down your retirement assets until then, you’re in effect ‘buying’ an annuity from him in the form of increased monthly payments. The pay-off for this manoeuvre is an inflation-adjusted income stream of around 7.5%, far better than you can get from any insurance company, and which offers a free spousal survival benefit to boot. The takeaway: don’t even think about purchasing a commercial annuity product of any sort until you’ve spent down your nest egg to make it to 70.

					Academics tout the idea of so-called consumption smoothing: borrowing heavily when you’re young, then paying off those debts when you’re old, so as to maintain a constant standard of living throughout your life. This is a really, really dumb idea, since it ignores habituation: get used to the Beemer and business class when you’re young, and by the time you’re middle-aged you’ll need a Bentley and private jet. My medical colleague and fellow financial author Jim Dahle advises newly established doctors to continue “living like a resident” for several more years after starting practice. That’s good advice for just about everyone else too: get used to Motel 6 when you’re young, and when you’re older and richer you’ll pinch yourself every time you check into the Sheraton. 

					The name of the game isn’t to get rich; it’s to not die poor. The quickest way to get filthy rich, of course, is to win the lottery, but if your investment strategy revolves around lottery tickets, you’ll almost certainly die poor. The investment equivalent of the lottery ticket is looking for the next Apple or Starbucks, and your odds of succeeding are about the same as with a lottery ticket. In contrast, a portfolio of globally diversified stocks and bonds – and don’t worry, Jonathan will show you just how easy this is to assemble and maintain these days – will never make you rich, but it does maximise your chance of a comfortable retirement.

					Forget about trying to pick stocks; whenever you buy or sell, the person on the other side of the trade is likely Warren Buffett or Goldman Sachs. (And that’s not even the worst-case scenario, which is trading with an executive who knows more about his company than anyone else on the planet.) Again, to pick on my medical colleagues, many think that because they prescribe drugs, they have some special private knowledge about pharmaceutical companies; believe me, they don’t. ‘Buying what you know’ is a lousy strategy, and it applies to non-doctors as well.

					The most important financial asset we bequeath to our kids is their unconscious adoption of our spending habits. If they’ve grown up watching you max out your mortgages and credit cards to buy stuff you don’t need, you’ve likely poisoned their financial future. 

			

			With that appetiser out of the way, savour the fruit of Jonathan’s decades at the forefront of personal finance journalism. Read, enjoy, profit, and, most critically, start yourself on the road to a richer life.

			william j. bernstein

		

	
		
			Introduction

			There are those who think the overriding financial goals are to beat the market and amass as much wealth as possible, that street smarts and hard work ensure investment success, and that the road to happiness is paved with more of everything.

			And then there are those who get it.

			I realise that sounds horribly arrogant. But, in truth, those words are born of the humble realisation that very few of us will beat the market, that saving diligently is the key to amassing wealth, that money buys limited happiness and that much of the time we are our own worst enemy.

			This book is the product of 33 years of writing and thinking about money. For 27 of those years, I have been a financial journalist, my snotty nose pressed up against the window, trying to figure out what’s happening on the inside. And for six years, as director of financial education for Citigroup’s US wealth management business, I was on the inside, sneering at the people with their noses pressed up against the glass.

			Along the way, I did all the usual nonsense: bought actively managed investment funds, dabbled in individual stocks, thought I knew what would happen next in the financial markets, and purchased stuff I was sure would make me endlessly happy. Again and again, I was proven wrong. There were no spectacular failures. But there were enough missteps that I was left with a nagging feeling that much of conventional wisdom wasn’t especially wise.

			In the pages ahead, what follows is how I have come to think about money, based on my own experience, a lifetime of reading, and thousands of conversations with everyday investors, academics and finance professionals during my three decades kicking around Wall Street.

			Money, alas, is befuddling to many people. They imagine there’s some great secret – a single investment product, a particular trading strategy, the musings of an investment guru – that will unlock vast wealth. But growing wealthy is actually embarrassingly simple: we save as much as we reasonably can, take on debt cautiously, limit our exposure to major financial risks and try not to be too clever with our investing. Early in our adult life, progress can be agonisingly slow, and it’s easy to get discouraged. That first $100,000, £100,000 or €100,000 – or the equivalent sum in the country where you live – can take many years to amass. If we stick to the simple, prudent path, however, the results can be astonishing. After a few decades, we might have $500,000, and that $500,000 can quickly become $1 million and maybe $2m.

			Problem is, while the path to wealth is simple, it isn’t easy. In the next five chapters, I discuss five key steps that, I would argue, should be central to the way we handle money:

			
					There is a connection between money and happiness, but the relationship is far messier than most people imagine. If we want to get the most out of our money, we need to think much harder about how we spend and which goals we pursue.

					Most of us will live an amazingly long life that will often see us pursue more than one career and spend perhaps 20 or 30 years in retirement. That has big implications for how we handle our finances.

					Thanks to the instincts we inherited from our hunter-gatherer ancestors, we are hardwired to fail both as savers and as investors. Result: it takes great self-discipline – or, in the absence of self-discipline, a certain amount of self-deception – to manage money successfully.

					We divvy up our financial life into a series of buckets, thinking of our insurance policies as separate from our bank accounts, and our stock-bond investment mix as unrelated to our debts. But to manage money prudently and make the right trade-offs, we need to bring together all these financial pieces – and the central organising principle should be our pay cheque, or lack thereof.

					To get ahead financially, we should think less about making our money grow and more about the dangers that could derail our financial future. This doesn’t mean we shouldn’t take risk by, say, investing heavily in the stock market or taking on a hefty mortgage to buy our first home. But even as we save and invest for the future, we should also aim to minimise potential subtractions from our wealth. Those subtractions might appear modest, like fund expenses and stock trading costs, or they can be huge, such as selling shares at a market bottom or becoming disabled and yet not having disability insurance. Either way, there’s the potential for great financial damage.

			

			Among some readers, the ideas expressed here will prompt gnashing of teeth and grumblings of dissent. From the reactions I have received to my columns in the Wall Street Journal and elsewhere, I know various ideas – that money doesn’t always buy happiness, that you’re highly unlikely to beat the market, that paying ahead on a mortgage often makes sense, that retirees should delay claiming the retirement benefit they receive from the government, that a retirement built around relaxing probably won’t be satisfying – are profoundly unpopular. But I hope you will keep an open mind.

			It isn’t surprising that we find it tough to think clearly about money, given the obstacles in our way. In recent decades, there’s been much focus on how ordinary people handle money – and the research suggests we often short-change ourselves. Academics who specialise in behavioural finance have found we don’t behave rationally, as economists have traditionally assumed, but instead make numerous mental mistakes.

			Similar insights have emerged from neuroeconomics, which looks at how the brain reacts in different financial scenarios. The prospect of a big win might trigger the release of dopamine and the accompanying feeling of euphoria, while an investment loss might lower the brain’s serotonin level, leaving us anxious and irritable. Neuroeconomics provides confirmation for insights uncovered not only by behavioural finance, but also by evolutionary psychology, which is the study of traits we inherited from our hunter-gatherer ancestors. Our Pleistocene brains were built to help us survive in the ancient world – but our instinctive reactions often hurt us when dealing with modern financial problems.

			Meanwhile, other research has found that there isn’t a simple relationship between money and happiness. Instead, all kinds of other factors appear to be important, including whether we are married, how far we commute and how old we are.1 

			While this book mentions a slew of different studies, it isn’t intended to be a comprehensive survey. Instead, How to Think About Money is very much a personal view, where I draw on research findings that have resonated with me and have influenced how I look at the financial world. You will find footnotes for the key studies I have drawn on, but I haven’t bothered to source every single fact or idea mentioned here.2

			The insights from academia are often no surprise to financial advisers, particularly those who focus on so-called life planning, where the aim is to help people use their money to lead a more fulfilling life rather than merely to amass savings for standard goals like paying for education, real estate and retirement. Life planners frequently find that their clients don’t know what they want to achieve with their financial life – and, in fact, may spend years making choices that are detrimental to their happiness.

			Why do we get it wrong? There’s no shortage of culprits. We are overly influenced by conventional wisdom and societal values. We pay too much heed to what our friends, family and especially our parents might think – even if our parents are no longer alive. We are driven by the instincts passed down from our nomadic ancestors. That hardwiring, which includes a great fear of losses and a constant desire to consume, isn’t necessarily that helpful in today’s world.

			We are also heavily influenced by financial services companies and by corporate marketing. Financial firms want investors to believe that they can beat the market, because market-beating efforts are a great moneymaker – for financial firms. Financial salespeople push whatever product compensates them. That means one salesperson might be plugging funds and another might be flogging insurance. But it’s rare that these salespeople will talk about how all these products fit into a customer’s overall financial life, let alone discuss areas of financial planning where they don’t have a product to sell, such as when to revise our wills, how much to help our children with university costs and what size house makes sense. Meanwhile, the need to save for the future is often forgotten amid the endless stream of corporate advertising telling us it’s time to buy a new car, a better laundry detergent or the latest smartphone. The message from the marketers is clear: the rich life consists of beautiful people who smile, laugh and never stop spending.

			There is no conspiracy here. It’s just the free market at work, with everybody pursuing his or her own self-interest. That everybody should include you. If we want a happy and successful financial life, where we squeeze the most out of our money, we need to cast aside wrong-headed conventional wisdom and ignore the self-serving prescriptions propagated by others, and instead figure out the right way to think about money.

			This version of How to Think About Money is intended for a global audience. Tax laws, government retirement benefits, the social safety net and the investment products available vary, of course, from one country to the next. Still, the similarities are greater than the differences. My hope: the financial notions discussed here will be useful to the vast majority of readers and – who knows – perhaps they’ll prompt you to view your financial life just a little bit differently.

			

			
				
					1	For an introduction to behavioural finance, neuroeconomics, evolutionary psychology and happiness research, consider four books. For behavioural finance, try Michael M. Pompian, Behavioral Finance and Wealth Management: How to Build Optimal Portfolios That Account for Investor Biases, Wiley (2006). For neuroeconomics, read Jason Zweig, Your Money and Your Brain: How the New Science of Neuroeconomics Can Help Make You Rich, Simon & Schuster (2007). For evolutionary psychology, turn to Terry Burnham and Jay Phelan, Mean Genes: From Sex to Money to Food: Taming Our Primal Instincts, Perseus Publishing (2000). For more on happiness research, try Sonja Lyubomirsky, The How of Happiness: A Scientific Approach to Getting the Life You Want, Penguin Press (2007).

				

				
					2	I couldn’t resist footnoting a sentence devoted to not footnoting.
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