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Dedication

This book is for Philip and Theo—it’s been awe-inspiring to be a

part of your lives. I’m incredibly proud of the men you have become,

and it’s not just because you listen to my financial advice.
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Introduction

When I was twenty-six years old, I crammed my life into three suitcases and lugged them to Narita Airport in Tokyo. I had just finished up an internship, and I was flying to Italy to move in with my boyfriend. We were starting to get serious, and even though I didn’t have a job lined up, I was excited to start my new life. I walked up to the counter and confidently handed my one-way ticket to the agent. The man frowned at my comically large bags and heaved them onto the scale.

“Sumimasen,” he said in Japanese, “the allowance is one normal-sized bag. You need to pay a fee for oversized luggage.”

“How much?” I asked.

The man glanced at the scale and punched a few numbers into his computer. “You owe ¥57,000.”

“I’m sorry, that can’t be right. Did you say ¥57,000?” I was fairly fluent in Japanese, but I must have misheard him. There was no way I could afford the equivalent of $400 USD. Back in 1991, that was a lot of money—and far more than I had.

The agent spun the monitor around and pointed to the screen. It was indeed ¥57,000. I stood in shock as the other passengers queued up behind me, waiting to check their luggage. Hands trembling, I handed him my Visa card. I knew what was going to happen, but maybe, just maybe . . .

“I’m sorry, your card was declined.” The passengers behind me muttered and glanced at their watches. Tears welled in my eyes. My credit card was maxed out, and it had been for years; I could barely afford to make the minimum payments.

It wasn’t supposed to be like this. I went to Princeton for undergrad, got my master’s degree at Johns Hopkins, and won a Fulbright scholarship to study in Japan. I had worked on Capitol Hill. I’d just wrapped up an internship at Chase Bank. I had achieved so much, and yet, here I was, a broke twenty-six-year-old who couldn’t afford to get her bags on an airplane. How could I expect to start a career managing other people’s money if I couldn’t even manage my own?

As I broke down rethinking my life choices, the ticketing agent sighed as he eyed the long line of passengers behind me. He waved his hand. “Just go.”

“I can check my bags?” I squeaked.

“Yes. Please just go.”

I felt like the world’s biggest failure as I boarded the fifteen-hour flight to Milan. The thing is, I’m a spender. I always have been. When I enter a store, it’s like a tractor beam draws me to the most expensive items. I like nice clothing. I like to travel. As I was settling into a career in asset management at J.P. Morgan, I still had a ton of debt and bloated expenses. Rent, student loans, saving for a wedding—everything was a priority except for the most important thing of all: my future. I was barely contributing to my retirement savings, mainly because I was in my twenties, and I simply could not fathom that one day I would be older and have to rely on that nest egg.

It wasn’t until my second son was born that I decided I needed to take this retirement thing seriously. I logged into my 401(k) plan’s online planning tool one night and began answering some basic questions: When did I want to retire? How much did I need to live on after I retired? Then the real kicker: What did I expect the inflation rate to be from now until I retired?

The what, now?

At that point, I did what anyone else would do: I logged off the computer and started to do the dishes. Truth was, I had no idea when I wanted to retire, I had no idea what my retirement would look like, and I sure as hell didn’t know what the inflation rate was going to be. And I worked in finance. In any event, there were so many more important things my husband and I could spend our money on, including our two kids. Throw in child care, nursery school, and sky-high real estate taxes in New Jersey, and we were still living paycheck to paycheck well into our forties.

Ironically, despite my personal struggles with money, I was becoming an expert in retirement solutions. My job was to build and manage pension and retirement funds for large organizations, which involved making decisions about what kinds of stocks and bonds were most likely to generate the returns my clients needed. I crisscrossed the country, meeting with investment professionals, and even testified before the SEC and Department of Labor during the depths of the Global Financial Crisis. I was very good at my job, and before long I was skillfully managing billions of dollars of other people’s money and generating great returns for them. But, for some reason, I could not devote the same level of diligence to my own finances.

Why? Because, well . . . saving for retirement sucks. It requires acting against every impulse hardwired into our DNA. Basically, my brain was wired to think thirty seconds ahead, not thirty years ahead. It took several wake-up calls and years of course corrections to get on track.

Except, even though I made every mistake in the book, I had it relatively easy. The truth is, young people today don’t have the same luxury for multiple do-overs like I did. Take John, for instance, a twenty-nine-year-old living in Brooklyn. He works at a start-up and lives in a three-bedroom apartment he shares with roommates. He does his best to budget, but after factoring in student loan payments, rent, taxes, subway fare, and bills, at the end of each month there’s almost nothing left to stash in his savings. Over Thanksgiving, after a few glasses of chardonnay, John’s grandfather turned to him at the dinner table and said, “You know, by the time I was your age, I was married with two kids, and I owned a house. When are you going to start getting serious about your life?”

John wisely didn’t take the bait, but the thought gnawed at him for weeks. Why wasn’t he further along? Why didn’t he own a house yet? And why did he have barely anything saved for retirement? The thought of buying a house, raising children, and retiring at sixty-five on his current trajectory seemed about as likely as winning the lottery. John is far from alone. According to surveys by the National Institute on Retirement Security, 72 percent of millennials are concerned they won’t be able to live comfortably and achieve a financially secure retirement. Indeed, in 1989, when baby boomers were roughly the same age as millennials today, they owned over 21 percent of the national wealth. Millennials today own just under 5 percent.

Talk to a typical boomer, and they’ll rehash all the tired old clichés: young people these days fail at adulting, they study worthless subjects in college, they don’t value hard work, they blow all their money on avocado toast and lattes. If you listen to enough Dave Ramsey, you’d probably come away thinking that millennials and Gen Z are too coddled, too addicted to card-swiping, and simply lack the self-control to save for retirement. If they could only be like John’s grandfather—you know, responsible and frugal—they’d be in much better shape.

Except, here’s the part Grandpa conveniently left out. When he went to college in the 1960s, his tuition was just $270 per year. He made less than $12,000 per year during his twenties and thirties, but that was easily enough to buy a home, raise a family, and send his children to college. John’s grandfather never had to think about retirement because his job provided a pension that paid a guaranteed 85 percent of his salary at age sixty-five. In fact, as late as 1990, nearly half of the private sector workforce had access to a pension.

Here’s something that may surprise you. Young people are actually much better about saving than previous generations. A recent survey by the Transamerica Center for Retirement Studies found that millennials began putting away money for retirement at age twenty-five, whereas Gen X started at thirty and it took until thirty-five for boomers to get their act together. Meanwhile, data show that Gen Z are saving even earlier than millennials, setting themselves up to become the most accomplished retirement savers in history.

But if you picked up this book, you might not feel like the most accomplished saver in history, no matter how hard you’re trying. Whether it’s due to student loan debt, sky-high housing costs, inflation, or stagnant wages, there’s no sugarcoating it: most young people simply aren’t saving enough.

You don’t get cheap college, cheap housing, cheap gas, and cheap health care like previous generations did. Instead of guaranteed pensions, you get a DIY 401(k), and it’s up to you to keep it funded and keep it growing. In a time when it costs so much money to simply exist, you don’t have the luxury of making the same mistakes I did. As the Washington Post reckoned, you are “the unluckiest generation in US history.”

With all these headwinds, there’s a good chance you don’t trust the system. After all, the system brought you the Great Recession, which crippled career prospects for millions of college graduates. But the party was only getting started for Gen X and boomers, who already had stocks, and for the next ten years enjoyed one of the longest bull markets in history. Millennials, who owned very few stocks, largely missed out. And just as Gen Z were dipping their toes in the water, they were hit with the COVID-19 pandemic recession, record-high inflation, and the crypto crash. In a time when the world careens from one catastrophe to the next, when you’re struggling to put down roots while billionaires pay a lower tax rate than you do, you have every right to think the system is rigged.

But, in spite of these headwinds . . . you’ve got this.

You can do it. Instead of avoiding the system, you need to hack the system. If you’re in your early twenties and just starting out, you’ve already got enough time—your rocket fuel in the tank—to ensure a secure retirement. If you’re a jaded elder millennial who has already lived through two crippling recessions and is only now able to start saving, you might need to get a little more creative—but you’ve got this, too. Take it from David, who didn’t open a retirement account until his thirty-eighth birthday. In just two years, he has made more progress toward his goals than in the previous two decades. By far the biggest obstacle David had to overcome was pushing aside that little voice in his head saying, “You can’t do this. It’s too late. You have too much debt. You don’t make enough money. You don’t deserve to have a secure future.”

You do deserve a secure retirement and a secure future, even if it feels out of reach today. You deserve to have bigger goals than finally paying off that art history degree. We’re going to explore a lot of hacks in this book to make saving relatively easy and painless, but I’m going to share the most important one right off the bat: time. If you’re in your twenties or thirties, you have an ace up your sleeve that no hedge fund manager can rival. You have the ability to put just a little bit of money away each year and watch it slowly grow into a nest egg that will allow you to have choices about where you live and what you do.

And speaking of having choices . . . what do you want when you retire? If you’re anything like me, the word retirement makes you think of my grandparents’ retirement, which featured old people, golf courses, and early bird specials. It’s hard to get excited about saving when you’re picturing Great Aunt Muriel playing bingo in The Villages.

There certainly are people out there who worked at the same company for forty years, clawed their way up to vice president, then retired at sixty-five with a gold watch and a Palm Beach condo. They spend their twilight years puttering around the house in slippers, playing golf, and traveling to see the grandkids. If this is your ideal retirement, then great! We’ll get you there! Perhaps your version of retirement is quitting the grind at fifty and living your ultimate #VanLife fantasy surfing Baja California. Or maybe you don’t like the idea of stopping work; study after study shows that seniors who keep working into their seventies and eighties maintain a higher sense of purpose and are less likely to experience cognitive decline. But no matter what you do, retirement means you have the freedom to change your mind at any time.

As you read through this book, I want you to keep the following questions in mind:

When you retire, where do you want to live?

How will you spend your weekdays and weekends?

Do you want to travel?

Do you expect to be mentally and physically strong?

How much money will you need?

You don’t need to answer these questions now—and you might not be able to answer them for many years. But this is the first of many hacks we’ll learn to keep your brain thinking about the future. Your life will change dramatically in the next three to four decades. Your definition of retirement will change a few times. Perhaps it will change many times. That’s perfectly okay. The only thing that shouldn’t change is your financial security.

This book is divided into three sections. Coming up first, we’re going to break down exactly how this whole saving money thing works. It might not seem realistic to retire with millions of dollars when you can only contribute a few thousand dollars per year to your 401(k) or IRA, but I’m going to introduce you to the life-changing magic of compound returns, and show you how it’s possible. Next, we’ll explore why exactly we suck so much at saving, why it’s not our fault, and how we can hack our brains to get better. Then it will be time for a heart-to-heart with your bank statement, and I’ll help you figure out exactly how much you need to save moving forward to meet your goals.

In Part II, I’m going to introduce you to your retirement STASH. Is that an acronym? You bet it is. And I promise it’s going to fundamentally change how you approach spending and saving. Your STASH stands for:

Save for a Rainy Day: Your Oh Shit! Fund

Tax-Advantaged Savings: Your Guide to 401(k)s and IRAs

Assess Your Budget: Balancing Retirement and Debt

Stay the Course: Making the Most of Your Retirement Savings

Have Fun: Saving for Vacations, Weddings, and Buying a House

That’s five letters and five simple steps to securing your future. We’ll break down exactly what tools you have at your disposal and how to maximize them for your benefit, whether you work at a Fortune 500 company or you’re juggling half a dozen side hustles.

Finally, in Part III, we’ll address what happens when life throws a wrench in your plans, from getting laid off (or getting fired after cursing out your boss) to changing careers to having a major unplanned expense. These course corrections are inevitable but manageable if you plan ahead. Finally, we’ll discuss when and how to invest your non-retirement dollars when the time comes.

You might be anxious about the future. You’re not the only one. Surveys show that more than 40 percent of young people report being “chronically stressed” about money, and a recent Deloitte study ranked “my long-term financial future” as the number-one cause of stress among millennials and Gen Z. I know firsthand that these fears don’t get any better the longer you put off saving.

But what if you could eliminate the number-one cause of stress? Imagine entering your forties and fifties knowing that your future is fully funded and fully secure. Can you imagine how liberating that must feel? I want my two sons—one a millennial, one Gen Z—to have that freedom one day, and I want the same for you. No matter how far along you are in your saving journey, no matter how overwhelmed you might be feeling, you’ve got this.





Part I

You Can Have the Future You Want—Yes, Really, You





1

Multiply Your Money with the Magic of Compound Returns

Pop Quiz: If at age twenty-one you invested $5,000 in a retirement account and never contributed another cent, how much would it be worth when you turn sixty-five? Assuming a historical average market return of around 7 percent per year, you’d have more than $100,000 on your sixty-fifth birthday. But if you’re diligent and save just $5,000 every year until you retire, you’d be sitting on a cool $1.5 million.

That might sound too good to be true. No, this isn’t witchcraft or some sketchy Ponzi scheme. It’s just the life-changing magic of compound returns: the single greatest weapon in your financial arsenal.

When you feel like your income is never enough, when you’re saddled with high-interest student loan debt, when you’re overpaying for that crappy apartment with crappy roommates in that crappy neighborhood and you’re living off crappy meals from crappy Tinder dates, you still have one massive advantage: time. As the renowned educator and speaker Stephen Covey once wrote, “The key is in not spending time, but in investing it.” You can apply that idea anywhere in life, but perhaps nowhere more effectively than in retirement saving.

In your twenties and thirties, everything is a priority except retirement saving. When I first started working after college, I’d get my paycheck every other week. It always seemed like it was gone the minute it hit my bank account. Rent, utilities, gas—at the end of the month there was barely anything left to make a dent in my credit card bill. Then one day I got a $800 bonus, enough to pay almost half of what kept rolling over on my credit card each month. Instead, I picked up a baby grand piano in a moving sale. (Yeah, I was that kid.)

Well, my $800 piano ended up costing me closer to $8,000. If I had stuck that bonus check in a retirement account, it would have 10x’d by the time I was starting to think about retirement. That’s because of the magic of compound returns, in which a single dollar saved in your twenties is worth $10 in your fifties. Now, there’s nothing wrong with treating yourself once in a while, but there are a lot of $800 pianos in life. They’re vacations, expensive restaurants, and designer jackets. Unnecessary streaming services, time-shares, and the newest phone every year. The splurges you can “afford” now become a lot more unaffordable when you look decades down the road.

This chapter is all about shifting your perspective. I guarantee that when you understand the superpower at your disposal—time—you’ll become the greatest investor of your generation. And you literally don’t have to do anything but wait.

Still confused? No problem—let’s start by taking a look at how the magic actually works.

Compound What, Now?

Are you the right-brain type with an English degree? Do you run and hide in the bathroom when it’s time to figure out how to split the dinner bill with your friends? Have no fear, we’re going to keep this simple.

In high school you probably studied something called “compound interest.” You had to answer a question like: “If Bob deposited $100 into a savings account with a 3.5 percent interest rate compounded monthly, how much would he have after two years?”

It’s all coming back to you, right? You just have to start with a super-easy formula, A=P[1+(r÷n)]nt, where P is the principal and r is . . .

I’m kidding—I’m kidding. Don’t donate this book to Goodwill just yet. We’re not going to have to do any real math. Instead of money, let’s think about compound returns in terms of something more fun and delicious.

Let’s say you eat a hundred bagels per month. You’ve got a bagel addiction and it just cannot be satisfied. One day the bagel fairy shows up and tells you that she is going to increase your bagel quota by 10 percent every month. As you think about all those deliciously boiled bagels coming your way—and, ahem, real New York–style bagels are always boiled—you do a little math on the back of your bagel wrapper. This seems easy enough, right? Ten percent of a hundred bagels is ten, so . . .

Month 1: 100 + 10 = 110 bagels

Month 2: 100 + 10 + 10 = 120 bagels

Month 3: 100 + 10 + 10 + 10 = 130 bagels

Month 4: 100 + 10 + 10 + 10 + 10 = 140 bagels

Month 5: 100 + 10 + 10 + 10 + 10 + 10 = 150 bagels

Month 6: Possibly a food coma

Sounds deliciously unhealthy, but that’s not actually how compound interest works—and that’s not where the true magic appears (besides the whole bagel fairy business). You don’t just get an extra 10 percent of your original hundred bagels; you get an additional 10 percent of your total number of bagels each month. So instead, you’re looking at:

Month 1: 100 + (100 × 10%) = 110 bagels

Month 2: 110 + (110 × 10%) = 121 bagels

Month 3: 121 + (121 × 10%) = 133 bagels

Month 4: 133 + (133 × 10%) = 146 bagels

Month 5: 146 + (146 × 10%) = 161 bagels

Month 6: Definitely a food coma

See what I did there? Because you’re compounding your bagel consumption each month, you end up with sixty-one extra bagels after five months. If you have a savings account, you also see the same dynamic at play—except instead of the bagel fairy, you get grumpy old men in suits who decide interest rates. If you have $1,000 in your account and you earn $10 in interest, the next time your bank crunches the numbers, you’ll receive interest on $1,010. You also see this process work against you: when you don’t pay off your credit card bill each month, your card issuer will charge interest to your account each day based on its average daily balance. This is why it can be so hard to pay off long-term debt like student loans.

The same process works for investments. Suppose you invest $10,000 in Anne’s Bagel Company. The first year, the shares rise 10 percent—it’s a big year for bagels! Your investment is now worth $11,000. Based on good performance, you hold the stock. In the second year, the shares appreciate another 10 percent. So, your $11,000 grows to $12,100. Rather than your shares appreciating an additional $1,000 like they did a year ago, they appreciate an additional $1,100 because the $1,000 you gained in the first year grew by 10 percent as well. Extrapolated over years and decades, that turns into a lot of cash. That’s why someone who invested $1,000 in Apple Computer, Inc. in 1980 would’ve had $1.6 million in 2022.

I can’t give you a time machine to go buy Apple stock, but you’ve already got the next best thing: time itself. If you’re in your twenties or thirties, you just have to start saving money in a retirement account, invest it, and let it grow. Don’t worry, we’re going to cover exactly how to invest, and what to invest in, later in this book.

* * *

THE $1.2 MILLION GYRO

The average twenty- and thirtysomething spends around 44 percent of their food dollars—nearly $3,500 annually—on eating out. And a big bite (sorry) of that is on lunch. I get it; making your own lunch and bringing it to the office is a total drag. But consider what would happen if you took just $5 out of your daily food budget and invested it in a retirement account. If you eat out for lunch three times a week, cut it down to two. It doesn’t have to be a big change.

Within five years, and assuming typical market returns of 7 percent, you’d have around $13,000. Keep it up for forty years, and you’ll have over $400,000. If you forgo the food truck altogether and invest $15 daily, you’d have over $1.2 million at retirement. Suddenly that gyro looks a lot more expensive.

* * *

No Risk, No Magic

At this point you’re probably thinking: “Okay, but what’s the catch?” The stock market goes up and down, after all. Companies go bankrupt. There are booms and busts, recessions and depressions. You’ve already lived through several economic catastrophes and certainly there will be more. Wouldn’t it be safer to just stash your money in a savings account?

I understand this reasoning. Millennials have experienced not one but two financial crises. And in 2022, when many Gen Zs began investing for the first time, they were greeted with a 20 percent decline in the stock market and a $2 trillion cryptocurrency crash. So yes, that savings account might seem like a warm safety blanket. You might not accrue much interest, but you’ll never lose anything.

You’re not alone if you feel this way. An analysis by the investment company BlackRock found that compared to Gen X and boomers, savers under forty hold the greatest concentration of their assets (65 percent) in cash. Meanwhile, 85 percent of millennials consider themselves “conservative” or “very conservative” with their savings. This might seem responsible, but consider that the average savings account provides a whopping 0.3 percent interest. In 2022, inflation hovered around 7 percent. Keeping the bulk of your savings in cash might seem safe, but you’re actually losing money. When your retirement savings aren’t invested, time becomes your enemy.

Now, it’s certainly true that the stock market goes down. Sometimes it goes down a lot. At any moment, your retirement savings might be worth less than a year ago. But remember that you won’t be touching the money you’re saving for several more decades. The government hits you with a nasty penalty if you withdraw money from a retirement account like a 401(k) or IRA before you turn 59 and a half. (Why the half? I have no idea!) This means you don’t have to worry about how the stock market performs in any given year; it’s how it performs over thirty, forty, or even fifty years that counts.

And here’s a not-so-dirty little secret: the market always goes up . . . eventually. Since 1928, the US stock market has averaged roughly a 10 percent increase per year with reinvested dividends (the quarterly profits paid to shareholders), and it goes up roughly three out of every four years. See that chart below? Once in a while the market dips—and sometimes it dips a lot. But over years and decades, it only moves in one direction: up and to the right. As the old saying goes, stocks always go down faster than they go up, but they always go up more than they go down.
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The stock market doesn’t go up all the time, but it does go up over time.



It’s not some Illuminati conspiracy. The stock market grows because the population grows and worker productivity—fueled by things like telephones, computers, and artificial intelligence—goes up over time. More people working, and working more efficiently, means more people buying things, which means companies make more money. In 1982, the entire US stock market was worth $1.2 trillion. Thirty years later there were five individual companies—Apple, Tesla, Alphabet, Microsoft, and Amazon—worth more than that. When you own stocks long-term, you get your own piece of all that corporate cash.

Of course, if you invest poorly, you don’t join in on the fun. If you put 100 percent of your savings in Anne’s Bagel Company and I run it into the ground, you’ll lose everything. But as we’ll see later in this book, your typical 401(k) is managed by professionals who are legally required to diversify your money—some of it in big companies, some in small companies, some in real estate, some in bonds, and so on—such that no crazy billionaire can blow up their company along with your life savings. (I’m looking at you, Elon!) But you do have some control over where your money is invested, especially if you’re self-employed or don’t have access to a 401(k). In Part II of this book, you’ll see exactly how to diversify your savings to survive any economic catastrophe.

* * *

401(K) VS. IRA

A 401(k) plan, also known as a defined-contribution, tax-advantaged retirement savings plan, is sponsored by your employer. It’s a terrible name, I know—maybe because it’s named after a section of the tax code. When you sign up for a 401(k), you agree to have a percentage of your paycheck invested in a retirement account. (That’s the defined contribution part; you decide how much to contribute.) Many employers match all or part of that amount. The money grows tax-free until you start making withdrawals after you turn 59 and a half. (That’s the tax-advantaged part.)

Almost all 401(k) plans offer a traditional 401(k), where you contribute pre-tax dollars. That is, any contributions you make are deducted from your taxable income and you don’t pay taxes on them (plus all of your compound returns) until you withdraw the money. Then you pay taxes on everything you withdraw. Some plans offer a Roth 401(k) option, where you make your contributions with after-tax dollars. The downside is you pay more in taxes up front, but the upside is that you owe no taxes at all when you take the money out when you retire. I recommend that you use a Roth 401(k) option (if your plan offers one) if you are in a very low tax bracket, since you probably aren’t paying a lot in federal income tax anyway. As your income rises and your tax bracket increases, you can switch to a traditional 401(k).

You might have access to a defined-contribution plan that is called something else, like 403(b), 457, 401(a), or TSP. The first three are named after different sections of the tax code and are generally used by nonprofits, first responders, or other government employers. TSP stands for Thrift Savings Plan, which is the program that the federal government offers employees. There are some very minor technical differences between all of these plans, but they all work in essentially the same way. For the rest of the book, for simplicity’s sake, I refer to all workplace-based defined contribution plans as 401(k)s.

An individual retirement account (IRA) is an account you set up at a financial institution that allows you to save for retirement with tax-free growth. With a traditional IRA, you deduct your contributions on your tax return, but you must pay income tax when you withdraw from it in retirement. With a Roth IRA, you make contributions with money you’ve already paid taxes on, but upon retirement you can make tax-free withdrawals. We’ll discuss both options later in this book.

* * *

Ok, but What About Timing the Market? Isn’t That a Thing?

Market timing is the process of jumping in and out of stocks or a financial market based on predictive methods. If you can foresee a recession, the theory goes, you can sell your stocks at the top of the market and then buy them back at the bottom. Sounds like a great idea, but consider that the top fund managers in the world with fancy suffixes like CFA, CLU, and ChFC spend their careers trying to time the market and fail more often than not.

When you wait for the “right time” to start investing, you end up wasting your prime growth years. Consider the case of Ryan, who is now in his late thirties. In 2007, he graduated college into one of the best economies in living memory. Ryan considered himself to be a savvy investor, and decided not to contribute to a tax-advantaged retirement account just yet. “The economy is bound for a recession,” he figured. “I’ll just wait until stocks are cheaper and then I’ll start saving.”

It didn’t take long for Ryan to feel vindicated. After a collapsed housing bubble triggered a chain reaction of bank failures, stocks plummeted by more than 50 percent from their peaks in October 2007—the worst crash since the Great Depression. Still, Ryan held off from investing his savings, worried that the bottom was still yet to come. He waited as the market took off, convinced that it would correct downward again. He waited and waited and waited—and missed one of the greatest bull markets in American history. Between 2009 and 2019, he missed out on an annualized return of 17.8 percent, which would have equated to hundreds of thousands of tax-free dollars in earnings from the market on top of what he had saved in his retirement account.

Ryan’s story is extreme, but it’s an example of the fallacy of timing the market. Even if Ryan had invested in the S&P 500 at the top of the market in 2007, he still would have seen an annualized return of 7.8 percent within a decade—close to the historical average. Moreover, if he had been making steady contributions at market lows, his overall return would have been even higher. Go back decades and decades and you see the same pattern: people who try to time the market fail, and those who stay patient succeed.

* * *

IT’S ALL ABOUT TIME IN THE MARKET, NOT TIMING THE MARKET

A recent Bank of America analysis looking at data going back to 1930 showed that if an investor jumped in and out of the market and missed just ten of the S&P 500’s best days each decade, their total return would stand at 28 percent. But if they were patient and kept their money invested through thick and thin, their return would have been 17,715 percent.

* * *

But Shouldn’t I Wait for the World to Calm Down?

Pandemics, wars, climate change—it seems like the world is careening from one catastrophe to the next. A recent survey from Fidelity Investments found that 45 percent of workers between eighteen and thirty-five “don’t see the point in saving for retirement until things return to normal.” On the surface that makes sense: in volatile times, it might make more sense to hunker down and wait for the carnage to settle before putting your hard-earned cash into stocks.

But what is normal? Maybe you’re thinking the 1990s—a simpler time of dial-up internet, pagers, ridiculously oversized jeans, Beanie Babies, and Seinfeld. A time when the world’s biggest concern was the Y2K bug. Except, the nineties weren’t exactly smooth sailing. They saw the end of the Cold War, the Los Angeles riots, the Oklahoma City bombing, Columbine, and the First Gulf War, to name just a few earth-shattering moments. Throughout it all, if you reinvested the dividends you received, the stock market quintupled. Let’s keep going back. For most Americans, the years between 1956 and 1968 did not feel normal. The daily threat of nuclear war. Sputnik. The Civil Rights Movement. The Bay of Pigs. The Cuban Missile Crisis. The Kennedy and King assassinations. And yet, the stock market tripled.

The world will never seem normal, but you still need to save for retirement. Time and compound returns are largely indifferent to world events—even recent ones. When the COVID-19 pandemic struck, Hannah stopped contributing to her 401(k). It seemed prudent at the time: on March 12, 2020, the Dow fell nearly 10 percent, setting a new one-day record. Four days later it dropped by another 13 percent. Investing money felt tantamount to lighting it on fire. Hannah waited and waited and waited . . . and within four months the market had recovered its losses. By the time she began contributing to her 401(k) again, she had missed out on thousands of dollars of potential gains.

* * *

THE 5 BIGGEST FINANCIAL RISKS OF YOUR TWENTIES AND THIRTIES


[image: ]
Starting your retirement savings in your twenties is one of the most powerful things you can do for your retirement.




	Not Contributing to Your 401(k) or IRA. Every dollar you save in your twenties is worth ten dollars in your fifties. Just about the single biggest financial mistake you can make when you’re young is not taking advantage of the time at your disposal. Skipping just a few years of retirement savings in your twenties will mean you have to save much more when you are older. The early saver in the chart above saved a total of $24,000 over ten years, while the late saver saved a total of $72,000 over thirty years. Yet the early saver has more money at age sixty-five thanks to the magic of compound returns.

	Not Having an Adequate Emergency Fund. We’ll discuss this in Part II, but building a six-month emergency fund is one of the only things, next to food and shelter, to prioritize before retirement saving. Your emergency fund should be in an easily accessible savings account and hold enough money to tide you over in case of a job loss, medical emergency, or other major unplanned expense.

	Being Underinsured. Most people hate buying insurance because it means paying for something you may never use. Apart from the obvious ones—health and auto insurance—few young people think about insurance, especially if they aren’t homeowners. Except, all it takes is one roommate leaving the door or window open for a burglar, or a burst pipe in the kitchen, to ruin your life. Don’t replace that stolen laptop with your own money; invest in some cheap renter’s insurance and let someone else pay for it instead.

	Saving for Your Children Before Yourself. Once you become a parent, the most natural thing in the world is to put your children’s needs in front of your own. I know I would literally have not eaten to ensure my two boys were fed. It’s easy to do the same when it comes to saving for college. Except, there are many ways to pay for school, but there is only one way to pay for retirement.

	Buying Too Much House. Trust me when I say to be careful of this one. I’ve done it twice. Given the run-up in housing prices, you might be tempted to stretch and take on as big a mortgage as the bank will give you. That’s before you need to worry about a new boiler, a new roof, mold, maintenance, and the countless other big and small items that add up to tens of thousands of dollars. Home ownership is gratifying and can lead to wealth creation, but that is not guaranteed. What is guaranteed, though, is that you’ll have to spend a lot more on your house than just the mortgage payment.



* * *

So When Should I Start Saving?

Here’s the short and long answer: Right now. There’s no time like the present.

Seriously, folks—if your employer offers a 401(k) and you aren’t contributing, put down this book and go online or call your HR department right now. If you don’t have access to a 401(k), log into any online brokerage and open an IRA. (We’ll discuss exactly how to do this starting in Chapter 7.)

Do you want to know the secret to becoming a millionaire in the most boring way possible? It’s not getting in early on the next Apple or Amazon. It’s not inventing a new cryptocurrency. Many current millionaires are civil servants, teachers, and nurses. They’re truck drivers and office clerks and plumbers and librarians. Many have never earned six figures in their lives and have spent years paying off student loan debt. These millionaires have nothing in common except for one thing: they’ve been diligently moving money from every paycheck into a 401(k) or an IRA. They didn’t panic when the economy soured. They didn’t get greedy when it skyrocketed. They steadily contributed, year in and year out, and let time take care of the rest.

The biggest thing holding you back from becoming a millionaire in retirement isn’t your job or your student loan debt. It’s that little voice in your head saying, “I can’t do this.” You can, you will, and I’ll help you get there. But first you have to forgive yourself if you aren’t as far along as you should be. In the next chapter we’re going to look at some of the major psychological roadblocks that prevent us from prioritizing the future—and how we can move past them.
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You Suck at Saving (but It’s Not Your Fault)

Jodie felt she was being responsible. She made all of her purchases with a debit card, so she’d never carry a balance. Her parents had struggled with credit card debt after the 2008 financial crisis, and she grew up believing it should be avoided at all costs. She wanted nothing to do with credit cards and the sky-high fees they charged.

But not having a credit card meant Jodie couldn’t buy the things she desired on her limited income as an editorial assistant at a book publisher. She couldn’t do the things she saw her friends doing, like upgrade her wardrobe, fly across the country to her friend’s wedding, or snag concert tickets. Then, one day, she saw a new payment option appear on Amazon: “Buy now, pay later.” There was no interest and no credit involved; you just had to make fixed payments from your checking account to spread a purchase over time. She could finally replace her eight-year-old laptop with Affirm, buy airline tickets with Afterpay, and buy a new leather jacket with Klarna. It was easy and felt responsible, and all her friends were doing it. All that was required was a small deposit and a cursory credit check.

Jodie discovered that seemingly everyone offered a buy-now-pay-later (BNPL) option. Even brick-and-mortar locations like Whole Foods offered BNPL at checkout. Then she discovered an app called Flex that allowed her to finance half her monthly rent payment and pay it back in installments (along with a $14.99 monthly membership and a processing fee). Everything she had been unable to afford suddenly seemed within reach. But a few months later, she was overwhelmed with installments. She was spending two-thirds of her income on purchases made months earlier. The 0 percent interest ballooned into 30 percent interest after she missed a payment. Finally, Jodie had to ask her parents to help bail her out. The shame she felt was so intense that she could barely look at herself in the mirror.

And yet, Jodie is hardly alone. More than 60 percent of Gen Z has tried a BNPL service, and users under twenty-five have the highest rate of default rates. We live in a time when you can Afterpay a luxury trip to Fiji, while Uber Eats lets you finance Shake Shack orders with four easy payments for $4.99. With apps that effectively gamify purchasing expensive things and experiences, it’s never been this easy to spend beyond your means.

Truth is, as dangerous as BNPL is, it’s just pouring jet fuel on a fire that’s been burning for a lot longer than online shopping has existed. We make impulsive purchases for the very same reason that we browse social media for hours instead of doing work, or order Chipotle instead of cooking a healthy dinner. In this chapter, I’m going to help make you feel a lot better about some of those questionable financial decisions by shifting the blame onto your DNA—that’s right, we’re throwing Mom, Dad, and Grandma fully under the bus!—but more important, we’re going to explore our icky relationship with money and learn to forgive ourselves for our worst impulses, which will help set you up to succeed later in this book.

This Is Your Brain on Money

Every decision you make, whether it’s choosing what to watch on Netflix or buying a new car, boils down to an epic battle being waged in your brain. It’s a feud even older than Coke vs. Pepsi, Nike vs. Reebok, Alien vs. Predator, or Yankees vs. Red Sox. I’m talking about the emotional brain vs. the logical brain.

Your emotional brain responds to instant gratification. It avoids thinking about the future at all costs. It sees something shiny in front of you and wants it right now. Why have dinner when you can have dessert? Why do laundry when you can binge the latest Netflix sensation? Why save for retirement forty years from now when you can finance a new Tesla right now? Sigmund Freud called this subconscious area of the brain the id, which contains all of our urges and impulses and responds solely to pleasure. The id is not affected by logic, reality, or the future. In other words: If it feels good, do it.

The emotional brain’s mortal enemy, the logical brain, is constantly trying to reason with you. You can’t just eat dessert because your teeth will rot. You have to load the washing machine or else you won’t have underwear tomorrow (and besides, White Lotus just isn’t that good anymore). You can’t buy a Tesla because you need to prioritize your retirement; your ten-year-old Subaru may not be the hottest wheels on the block, but it will still get you to work and back. When your emotional brain wants to max out your credit card, eat a tray of brownies, and drink three martinis, your logical brain is considering the health and financial consequences of your decisions. Sometimes your emotional brain wins the fight, and sometimes your rational brain wins the fight.

Simply put, our brains did not evolve to shop on Amazon. Scientists generally agree that our ancestors’ brains reached the shape and size of present-day humans’ about a hundred thousand years ago during the Paleolithic period, when we lived in caves, huts, and tepees and spent our days hunting and gathering. Instead of iPhones and AI software to make life easier, we relied on basic stone tools. Food was scarce, and to survive we ate what was in front of us. Evolution favored now, not later. For most of human evolution, our brains resided in bodies that rarely lived past age thirty. And now we expect these same brains to dutifully put another critical resource—money—in a retirement account we can’t access for forty more years?

Hardwired into us is a bias called future discounting. It means we instinctively add more value to something that’s happening now—like, say, running away from a saber-toothed tiger—over something that will happen in the future. Future discounting is why we watch “just one more episode” instead of studying for an exam or getting enough sleep for a big day at work. Pleasure seeking and future discounting have served us well for millions of years. Unfortunately, they’re just not as useful today, even though our brains are still stuck in the Stone Age.

All this is to say that . . . your poor brain is up against a lot! Can you find it in your heart to forgive it?

It’s Not Your Fault—Blame Mom and Dad!

One day when I was barely three years old, my mom and newborn brother settled in for a nap. “Can you play quietly by yourself so you don’t wake your brother?” my mom asked me. I nodded my head vigorously, feeling very grown-up for being trusted to take care of myself. I knew exactly what I was going to do: get my favorite wooden Little Bo Peep puzzle. What’s quieter than doing a puzzle?

I reached up on the shelf, but I couldn’t quite reach the puzzle. I stood on my tippy toes and wrapped my tiny fingers around the corner of the puzzle and gently pulled . . . and the next thing I knew the shelf came crashing down along with the Little Bo Peep puzzle and the contents of all of the other puzzles that were sitting on top of it. Then I heard a whimper, then sobs, and then wails. A moment later my mother was standing over me, soothing my brother as she took in the scene: me, on the floor, under a mountain of puzzle pieces. She looked like she was going to start crying, too.

“What are you doing?” she snapped. “Didn’t I tell you to be quiet?”

I tried explaining that I was trying to be quiet. I was doing the right thing. But my mom just shook her head and muttered, “I thought I could leave you to play quietly by yourself for just a few minutes.”

That moment has burned in my brain for decades. At the time, I convinced myself it was my fault because, well, I was the one who had made the mess. In my twenties and thirties, when I stumbled into one financial mess after another, I kept thinking back to that moment. When I was struggling to climb out of debt, I felt like I was drowning in puzzle pieces on the floor, bewildered how I had gotten here after trying to do the right thing. Then one day I had a thought: What if it wasn’t all my fault? Why did my parents place my toys up so high? Why didn’t they bother securing that shelf to the wall? Why wasn’t I taught literally any money habits when I was growing up?

I wasn’t truly mad at my parents (well, except for their decision on where to place that stupid shelf); they were born during the Great Depression, so budgeting was so ingrained they didn’t think to teach me. Rather, I was angry at the societal norm that you aren’t supposed to talk to your children about money. One recent survey found that 70 percent of Americans don’t think adults should share financial details with kids under fourteen, and another 14 percent think parents should never share this information. Over a third of parents believed the best time to discuss money is when their children grow up and are entering the workforce.

After all, why bother giving kids information about money until they actually have to earn and spend their own? The problem with this theory is that, according to the latest research, children develop the foundation of the money skills that carry them through life by the time they are seven years old. That’s right, when you were playing with Lincoln Logs and learning addition and subtraction, you should have been making a budget with Excel!

Behavior experts at Cambridge University found that by age seven, most children have grasped how to recognize the value of money and how it can be exchanged for something of value. By second grade, you’ve already established the foundation of concepts like delayed gratification, budgeting, and saving for the future. In a famous study from the 1960s known as the “marshmallow experiment,” researchers at Stanford University gave very young children marshmallows and then left the room. The kids were told they could eat one now, but if they waited until the adult came back, they could have two. The researchers recorded the results and then followed the children for many years, eventually discovering that those who patiently waited for two treats ended up being more financially successful as adults.

After age seven, the adults around us continue to imprint either good or bad money habits. While conducting research for this book, I organized focus groups and interviewed countless twenty- and thirtysomethings about their spending and saving habits. Some were disciples of the FIRE (Financial Independence, Retire Early) movement and were aiming to retire before age thirty. Others were nearing forty and hadn’t even thought about saving for retirement yet. Some grew up in wealthy households and some grew up in low-income households. There were a few unifying traits between the very best savers, but one stood out head and shoulders above the rest: they were taught good money habits from a family member. Take Kelsey from New Jersey, for example. She wants to retire before she turns fifty and maxes out her 401(k) and IRA contributions each year. She has more than a million dollars saved in her retirement accounts and owns several rental properties. As it turns out, she also had a grandfather who taught her when she was a teenager how the stock market works and how to invest in real estate.

Here’s another reason to blame Mom and Dad: research published in the Journal of Finance suggests that adults with a specific gene variant tend to make better financial decisions than adults without the variant. Intrepid researchers took these findings a step further when they managed to find fifteen thousand sets of Swedish twins and compared their tax returns. It turns out that even the twins who had lost track of each other had similar spending and saving habits, reinforcing the theory that many of our financial impulses are hardwired into our brains.

If you didn’t win the genetic lottery or you didn’t have incredibly forward-thinking parents who taught you how to save when you were in kindergarten, are you doomed to a paycheck-to-paycheck lifestyle? Fortunately, research suggests that only about one-third to one-half of our spending and saving instincts are based on genetics, and our parents’ effects on our money habits seem to wane after around age thirty. So the upshot is, even if you were keeping up with the Kardashians in your teens and twenties, you can retrain your brain to save smarter. This is not an overnight process. You can’t jack into the Matrix and instantly upload a retirement-saving program into your brain. (But wouldn’t that be so much more useful than kung fu?) You have to keep working at it. But I promise, you can do it.

We’re going to learn new hacks and saving habits later in this book, but there’s one thing you need to do first to set yourself up for success: stop feeling ashamed of yourself!

Don’t Get Sucked into a Shame Spiral

There are few more stressful things in life than the aftermath of a poor financial decision. If you mess up at work, you may have to deal with some grief from your boss, but the pain is temporary. On the other hand, financial mistakes can take years to recover from, and the emotional effects persist long after the debt is repaid.

For most of her life, Lindsey dreamed of being a veterinarian. She volunteered at her local shelter during high school, completed all the prerequisite classes during college, and aced her GREs after spending months preparing. She managed to get accepted to a top-ten program, despite it being harder to get into than medical school, and eagerly signed the loan paperwork.

But after a year of school, Lindsey realized that her heart wasn’t in it. She struggled with the coursework, but more important, her passion for the field had faded. She made the courageous decision to cut her losses and leave the program, but she still owed nearly $40,000 in student loans for a degree she never completed. She was overcome with guilt—for giving up on her dreams, for not understanding the financial risks of her decisions, for not studying harder. Lindsey felt deeply ashamed just logging into her bank account and seeing her balance. The only way she felt better was to avoid thinking about money altogether. She avoided looking at her credit card statements and loan balances, and she avoided transferring money into her IRA. Even though she soon found a well-paying career she loved, it took until her thirties to get a handle on her finances.

Psychologists have long understood that shame leads to avoidant behavior, especially when it comes to money. A recent study by researchers at the University of Boulder, Harvard Business School, and Columbia Business School found that people with even minor financial difficulties overwhelmingly blame themselves and, attempting to hide their mistakes, don’t seek help from others or take necessary actions that are painful in the short term. This financial withdrawal perpetuates a vicious “shame spiral” that leads to even worse decisions.

Sometimes the shame spiral is dramatic, such as preventing someone deeply in debt from seeking bankruptcy protection. Most cases are milder, but they can be very pernicious—like not transferring money to an IRA because it can literally cause pain for some people to watch their checking account balance drop as they transfer the money. Anyone can fall victim to the shame spiral, even those who are fully on track to meet their retirement goals. Here’s the first and most important step to overcoming it: let yourself off the hook. Forgive yourself for that $6 Frappuccino you had this morning and forgive yourself for not negotiating a pay raise with your boss. Forgive yourself for buying too much house, too much car, or too much school. Forgive yourself for not being further along on your retirement goals. Whatever financial choices you’ve made that make you cringe, forgive yourself.

Forgive yourself even if you don’t think you deserve it. If you’ve been struggling to save, you’re far from alone. In a survey I conducted in the summer of 2021, over 80 percent of adults between age twenty-one and forty-five said they were anxious or very anxious about their financial situation. Over 70 percent said their retirement savings were somewhat behind or far behind where they needed to be. So, yeah, it’s not your fault. Remember that the universe is indifferent to your mistakes. Accept that what is done is done, and that now it’s time to move forward.

* * *

HACK: AUTOMATE YOUR SAVINGS

Do you know why it’s easier to spend money with Venmo than with cash? Paper money is tangible; when you spend it, you have less in your wallet, and you have to go to the ATM to get more (and then see a receipt with your balance). Using payment apps and credit cards removes a painful psychological barrier—parting with our money—by pushing the consequences into the future. In one famous MIT study, participants were offered the chance to buy tickets to a sold-out basketball game. Those who were told to pay with a credit card were willing to spend more than twice as much on average compared to those who were told to pay with cash.

Behavioral psychologists call this phenomenon “pain of paying.” When you move money out of your checking account and into a less accessible savings or retirement account, your brain experiences the same pain as when you pay for something with cash. So, instead of fighting your brain, trick it. Log into your bank account and set up an automatic transfer for the day your paycheck arrives. Put a portion of it to a high-yield savings account or tax-advantaged retirement account and the rest to your checking. You’ll be saving a fixed amount of money each month without ever giving your brain a chance to spend it on something else.

* * *

Self Worth ≠ Net Worth

Helen distinctly remembers when she learned that you’re not supposed to talk about money. She was ten years old and living in a suburb about half an hour north of Boston. It was a blisteringly hot July day, and Helen and her friends decided on a whim to set up lemonade stands in their neighborhood, one on each block. That evening they had pizza at Helen’s house and compared who made the most money and what they wanted to spend it on.

Then Helen felt a tap on her shoulder. Towering over her was her father, who said solemnly, “Talking about money is impolite, honey.” For years, those words stuck with her. In high school and college, she had no problem discussing politics, religion, sex, mental health challenges, and relationship struggles with her friends, but money was verboten. When she graduated and got her first job, Helen was emotionally grounded and ready for adult life—except for the money part. Every time she had to think about her salary, rent, making a budget, or retirement, she heard her father’s words echo in her mind like the voice of God: Talking about money is impolite. Instead of asking for help with basic things like taxes or setting up a 401(k), she avoided these conversations entirely until she finally hired a financial planner in her late twenties.

Helen isn’t alone. Surveys from market research firms show that over a third of couples don’t know how much money the other makes. A Wells Fargo survey found that 44 percent of Americans see personal finance as the most challenging topic to discuss, more so than death, politics, and religion. Even in Sweden, where people talk about sex like they talk about the weather, discussing money is taboo because of the deep-rooted Nordic tradition of Jantelagen, the idea that you should never act better or as if you have a higher status than someone else.

Our insecurities with discussing money often boil down to a toxic relationship with our own identity. As Caitlin Zaloom—an anthropologist at New York University—theorizes, there is an unfortunate tendency to believe that “your value as a human being is somehow made material in your pay and in your accounts.” By discussing how much money they have in the bank, people are “exposing how they’re valued by their employer and how their contribution is valued even more broadly, by the community.” This dynamic has long benefited corporations, who for years forbade their employees from discussing salaries. After all, if you knew that the guy across the hall doing the same job that you do made twice as much as you, you’d be more likely to ask for a raise.

In 2022, Hannah Williams quit her full-time job as a data analyst to grow her TikTok channel, Salary Transparent Street. The premise is simple: she roams the streets of major cities asking random people the impolite question “How much money do you make?” The channel swiftly went viral, racking up millions of views and subscribers over the next year. The videos, which show nurses and engineers and teachers and scientists and architects and government workers telling the world how much they earn, have struck a nerve and empowered young people with the information and resources they need to ask for a fair salary. But on a deeper level, her work is forcing them to overcome their queasiness with money. “So many of us equate our salaries and pay with our worth. We need to disconnect from that notion. It’s literally just a number,” Hannah explained.

You should take the same exact approach to your savings. The amount of money you have saved is just a number—an important number, certainly—but it does not define you as a person. Your financial net worth is calculated by subtracting your liabilities from your assets. Notice how there is no consideration for how kind you are, how generous you are, or how loyal you are. There’s no multiplier for being a brilliant cook or a loving partner. Don’t ever let a number in a spreadsheet add to or subtract from your self-worth. You’ve got plenty of time to get on track. Accept that it will take time to get comfortable around your finances, and that you’ll never be perfect. I worked in asset management for nearly thirty years, and I still avoid opening my bank statement out of habit!

In my conversations with countless young people, those most on track for retirement are consistently the ones who are most comfortable talking about their finances. Some of them were taught to have a healthy relationship with money, but most were not. As we’ll see in the next chapter, you can teach yourself to become a financial whiz by understanding your triggers and developing strategies to counteract them. The key is not to see certain tendencies as “good” or “bad”; they are simply brushstrokes of your personality.

But first, let’s all take one more deep breath and say out loud: I forgive myself!
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Identify Your Money Type

Are you a spender or a saver?

How about I go first: Hi, my name is Anne, and I’m a spender. Phew! Glad I got that off my chest. Truth is, it took me years to accept that I’m simply not wired to save money. If you take all the mental saving roadblocks we saw in the previous chapter and turned them all up to eleven—that’s me. When spenders see something shiny in front of us, we must have it. Saving even a tiny portion of our paycheck is going against every single impulse in our brains.

Next up, the savers. They’re just so damn rational and reasonable. Savers are rarely influenced by future discounting, the phenomenon we saw earlier where the brain gives more weight to something good in the present over the possibility of something greater in the future. Savers often feel that putting money away is the only way to feel secure in life. They shop around obsessively for the best deals, research the highest-reward credit cards, or eschew them entirely for fear of carrying a balance.

Spenders and savers are wired very differently. In one set of studies, researchers scanned participants with an MRI machine as they were offered $100 in cash. Predictably, each of their prefrontal cortex (PFC) regions lit up—who isn’t excited by free money? Then the subjects were informed they’d have to wait a week or more to receive their dough. The dismayed spenders showed dramatically decreased activity in the PFC. Conversely, among the savers, PFC activity stayed roughly the same, meaning they were just as happy to delay their reward.

Making a purchase lights up two distinct areas of the brain: the “feel good” region, known as the nucleus accumbens, and the “pain” area, called the insula, which activates when we realize how much the thing we want is going to cost. Making financial decisions is a constant tug-of-war between these two areas of the brain. For spenders, the siren song of the nucleus accumbens usually beats out the insula’s fear response. For savers, it’s the opposite. Every financial decision we make, from deciding on where to go to school to which career path to follow to which house to buy to how much to contribute to retirement, boils down to spending and saving biases. Most people aren’t pure spenders or pure savers, however. As we’ll see in this chapter, I’ve found there are seven patterns that we tend to fall into, each with unique spending or saving characteristics. They are:

Over-subscribers

Accidental spenders

Cryptonauts

Survivors

Ostriches

Fireflies

Splurgers

Before you get nervous, the Hogwarts Sorting Hat isn’t going to shove you into just one category. You might share traits with several archetypes depending on where you are in life. The point is not to identify yourself as having a single money type, but to learn strategies to overcome poor spending and saving habits when we detect them. (And yes, savers have bad habits, too!)

The Over-Subscriber

Not all spenders are rolling into Vegas every weekend with a stack of Benjamins, and not all are mired in credit card debt and auto loans. Take Becky, for example. She’s twenty-nine and lives in an affordable apartment in Washington, DC, with two roommates. She doesn’t have student loan debt—or any debt, for that matter. She has a well-paying job. Becky doesn’t have expensive hobbies, nor does she have an online shopping addiction. She thought she was being frugal by not paying for cable TV, but then she added Hulu and Disney+ and Peacock and HBO Max and other streaming services with expired trials that automatically charged her credit card. Becky is an over-subscriber: someone who exhausts too much of their paycheck not with flashy purchases or extravagant vacations, but through monthly payments of $19.99.

It seems like we’ve reached Peak Subscription. There are delivery memberships for wine, pet food, shaving supplies, meal kits, grass-fed meats, two-day delivery, Substacks—and, of course, streaming services. Many of these boomed during the COVID-19 pandemic, when we were stuck at home with limited entertainment options. By 2022, the average person had half a dozen retail subscriptions adding up to $219 per month. A recent Chase study found that two-thirds of consumers admit to forgetting about at least one recurring payment they’ve signed up for in the past twelve months.

Subscriptions aren’t all bad, of course. I feel strongly about supporting local journalism, for instance, so I pay for several newspapers. I also love to ski, so I pay too much for an annual Epic Pass. I’m not here to tell you which subscriptions are important and which are not. I do want to tell you that they can be a tough habit to kick. We don’t need Netflix, but isn’t it annoying when that show everyone is watching isn’t available anywhere else? Isn’t it worth $19.99 per month to stay in the conversation? What would you do without that $9.99 Spotify subscription? You could cancel PlayStation Plus, but what if you want to play Call of Duty with your friends? Over-subscribers often fall into the trap of paying to have access to something out of fear of missing out. No one subscription feels like a big deal, but collectively they can add up to thousands of dollars each year.

* * *

HACKS: SUBSCRIPTION CLEANSE


	Avoid auto-renew if you can. You’ll be forced to rethink the service when you get the alert asking you to re-up.

	If you have more than one debit and/or credit card, use the one with the closest expiration date for renewing subscriptions. It isn’t worth getting “extra” credit cards for this, but it is a great way to stop the auto-renew from happening in the background. Putting your updated credit card information in gives you another chance to ask yourself if you really need that service.

	Make a list of every monthly fee on your credit card statement. Separate the fixed important costs—like, say, insurance premiums—from the discretionary ones. Review it once a year—maybe on a specific holiday or your birthday. If you haven’t used the service once in the past year, give yourself the gift of extra cash by cancelling it.

	Calculate the annual costs of your optional subscriptions. A $240-per-year Netflix premium subscription looks a lot more expensive than a “reasonable” $19.99 per month. Suddenly, you realize you’re paying $120 for Fitbit instead of $9.99. Or $180 for Audible instead of $14.99. And so on.

	Rotate your streaming subscriptions. Budget a small monthly fee for streaming and choose which services to pay for each month. If the next season of Ted Lasso doesn’t premiere until March and that’s all you’re watching on Apple TV+, cancel it until then and stick with Hulu or Peacock.

	Kill at least one “essential” subscription each month. That $75-per-month meal kit delivery might seem essential to your survival, but you don’t really know until you purge it for a month. If you find that you truly need a subscription service after thirty days without it, you can always re-subscribe. But you may be surprised how quickly you adapt to fewer subscriptions.

	Try a (free) subscription management service. These apps link to your credit card statement and allow you to easily cancel unwanted subscriptions, track your spending, and automate your savings. Stick to a free version of these apps to avoid paying for yet another monthly subscription!



* * *

The Accidental Spender

Ram had come a long way in ten years. After graduating college, he barely scraped by making a living as a freelance videographer in Dallas, Texas. The first few years were rough, with most dinners consisting of ramen noodles and cereal, but he made it work. He stuck to a budget and managed to grow his business while keeping his living costs at a bare minimum. But then something funny happened. As Ram’s business prospered and his revenue grew, so did his lifestyle. At first, the expenses seemed reasonable: his own place instead of sharing a three-bedroom with roommates, or an Uber home from a shoot instead of the bus. The monthly restaurant splurge became weekly—and occasionally nightly—occurrences, and he traded the local discount supermarket for Whole Foods. In ten years, he was making four times the money, but his savings rate had barely ticked up. Ram was spending in ways he would never have dreamed just a few years earlier, and it all seemed to happen accidentally.

There’s a term for this extremely common phenomenon: consumption creep. It’s when your standard of living increases along with your income, and erstwhile luxuries become necessities. It shows up in small ways and big ways, whether it’s that daily Starbucks latte or a rotating Rent the Runway wardrobe or the bougie gym membership that comes with a personal trainer. Consumption creep tends to, well, creep up on you, and it’s difficult to realize when you have it without comparing credit card statements from years ago. For Ram, the weight of his lifestyle only became apparent when he found himself asking, “How did I ever get by on less than this?” A long way from ramen noodles and cereal, indeed.

There is no simple way to get over consumption creep, but it helps to understand how we often view happiness through a consumerist lens. The “hedonic treadmill,” as psychologists call it, is the belief that “just one more thing” will bring us happiness, whether it’s a ski vacation, a new apartment, a new car, a this, a that, and so on. Consumer research overwhelmingly shows that you quickly become accustomed to having that new thing; it’s only a matter of time until you target something newer and shinier.

* * *

HACKS: STOP BEING CREEPY


	Save dynamically. The more you make, the more you should save. Your savings rate should be a percentage of your income, not a fixed amount, and it should go up until you’re saving at least 10 to 15 percent of your pre-tax income. (We’ll pin down that exact percentage in the next chapter, based on your income and retirement goals.)

	Save half of your pay raises. Consumption creep is, of course, directly related to your salary. The more you make, the more you spend. You deserve to spend some of your spoils of war, but half of every pay raise should be devoted to your retirement STASH, which we’ll discuss in Part II of this book.

	Keep an eye on your company. If you hang out with high rollers, you’re more likely to spend to keep up. Those weekly happy hours at the swanky cocktail bar down the block add up fast. In a recent study, 40 percent of young adults said they overspend to impress other people, especially on clothes, shoes, and accessories. Consider dialing back the time you spend with your less-than-frugal friends.

	Be mindful of social media. Half of people aged twenty-three to thirty-eight say that social media influenced them to overspend on experiences. Remember that most sponsored posts you see have been laser-targeted to your unique spending and browsing habits.



* * *

The Cryptonaut

There is only one place your money belongs: on the moon! You’re obsessed with making money and are always on the lookout for the newest, sexiest place to park it, whether it’s cryptocurrency or meme stocks. You don’t necessary believe that money is the root of all happiness, but having more of it certainly goes a long way. The chief goal of many cryptonauts is to grow their wealth exponentially, not to mention gain approval and recognition from others.

Cryptonauts are not spenders per se; in fact, many live extremely frugal lifestyles and plow every last dollar into their investments. Not unlike gamblers, cryptonauts are thrilled by risk and constantly seek the immediate gratification of staggering returns. While a lucky few cryptonauts make money—and sometimes a lot of it—many do not. A recent study found that between 2015 and 2022, some three-quarters of bitcoin investors ultimately lost money. Even if you’re not a hard-core crypto investor, there’s a good chance you’ve dabbled in digital currencies. Some 94 percent of crypto buyers are Gen Z and millennials, and a recent Charles Schwab survey found that half of young people want their 401(k) plans to include digital assets.

* * *

HACKS: DON’T CRASH-LAND


	Treat digital currencies like gambling. We’ll discuss cryptocurrencies a bit more in depth in Part III of this book, but here’s the long and short of it: it’s okay to throw some extra cash into crypto, not unlike putting $25 on red when you’re at the casino. Just don’t invest more into digital assets than you’re willing to lose.

	Remember that crypto is not a retirement strategy. Your 401(k), IRA, or other tax-advantaged accounts have boring names because they are boring. You add money to it, you forget about it, and when you retire you’ll have enough to fuel your life after work. Digital currencies can go to zero literally overnight, and for this reason have no place in your STASH.

	Don’t invest in hype. A smart investor does not make decisions based on hype and noise. Do your own research and ask the hard questions. The crypto industry teems with fraud—one in four new tokens is a scam, according to one study—so exercise extreme caution.



* * *

The Survivor

Ellen was understandably weary of the stock market. Her father, who was within a few years of retirement, lost his job and then saw 20 percent of his investment portfolio evaporate during the Great Recession. Ellen’s family eventually recovered, but she came out of the experience believing it was only a matter of time until the next catastrophe. “Why put myself through the same trauma?” she reasoned.

On paper, Ellen was a classic saver. As a freelance graphic designer, she dutifully set aside money for her taxes, had a robust emergency fund, a Roth IRA, and was even making progress toward buying a house. She was extremely disciplined with her spending, and there wasn’t a single penny unaccounted for in her budget. Nevertheless, Ellen fell far behind on her goals because she didn’t have a single penny invested in the stock market.

Ellen’s story is a classic example of loss aversion. As we saw earlier, savers have a very active region of the brain called the insula, which is stimulated when they experience something unpleasant, like losing money. While research shows that most people experience loss more acutely than they feel pleasure from gains of similar size, survivors like Ellen compulsively put themselves in situations where they can’t lose anything at all. This might explain why the average worker aged twenty-seven to forty-two prefers cash over stocks for their savings. Just as children of the Great Depression were famously averse to the stock market, modern survivors have also witnessed how wealth can evaporate in an instant. Because the future can look bleak and volatile, they have an extreme aversion to moving their money beyond the safety of their checking account.

* * *

HACKS: TAKE THE RISK OR LOSE THE CHANCE


	Your biggest risk is inflation. Remember that your checking account is actually losing money every day because of inflation.

	Always think long-term. Thanks to population growth and increasing productivity (which are what drive economic growth and stock market returns), a properly balanced portfolio earning an average return of 7 percent over time doubles roughly every ten years, even when there are occasional down years.

	Keep only one month’s expenses in your checking account. The rest of your liquid assets, including your emergency fund, should be kept in a high-interest savings or money market account. Just make sure it’s easily accessible in a pinch.

	Don’t constantly check your 401(k) balance. You’re not going to need this money for decades. Compulsively checking your balance will only kindle loss aversion when the market has a temporary downturn. If you have an IRA, set it up with a different firm than your regular bank account, or make sure you can’t see it on the same screen. Make a habit of reviewing your retirement balance once a year on your birthday.



* * *

The Ostrich

Does checking your bank statement give you about as much pleasure as getting your wisdom teeth extracted? Does thinking about things like your taxes, budgeting, moving money into a retirement account, or just about anything to do with your finances, make you want to bury your head in the sand? If so, you might be a financial ostrich.

The ostrich effect, as psychologists call it, is a phenomenon in which people instinctively avoid negative information, especially feedback that could help them improve their current situation. In college, this can mean not reading a professor’s critique of your term paper, even though you want to do better. At work, it might mean rejecting negative feedback you receive during your annual performance review. And after a month of heavy spending for the holidays, the last thing you want to do is check the damage on your January credit card statement. It feels like a bad hangover.

Some ostriches are less afraid of money than indifferent to it. They believe money should never influence the most important decisions in life, or they may feel that only a small amount of it is necessary for happiness. But they sometimes fail to make critical financial decisions, or let others make them instead. Some forget about their 401(k) entirely and fail to roll over their account when they change jobs, which might explain why there are some twenty-nine million orphaned workplace retirement accounts holding around $1.65 trillion in lost money—many of them held by young workers who are jumping from job to job.

* * *

HACKS: GET YOUR HEAD OUT OF THE SAND


	Come clean with yourself. Most people have a reason they avoid thinking about money, and it’s usually fear-related. Are you afraid of how much debt you’re in? Are you afraid of being behind on your retirement goals? As the old saying goes, our greatest fears lie in anticipation. It will get easier the moment you lay it all on the table.

	Schedule a money check-in. Set a monthly calendar reminder to go over your budget and saving goals. Forgive yourself if you don’t always meet them. Recalibrate and try again. You’ve got many more years to get it right.

	Find an accountability partner. A trusted friend or family member can help you stay accountable as you get a handle on your finances. You don’t have to share specific information with them. Rather, share your goals for that week or month—say, completing paperwork for your 401(k) or making a budget—and ask them to check in regularly.



* * *

The Firefly

Is work a drag? Is the idea of schlepping back and forth from the office for the next forty years unappealing? Do you want to retire by the time you turn thirty or forty and spend the rest of your life doing whatever you want? Welcome to the FIRE (Financial Independence, Retire Early) movement.

The goal of FIRE devotees—or fireflies, as I call them—is pretty simple: save as much money as possible so you can retire as early as possible. The movement gained popularity with millennials during the 2010s with influential blogs like Mr. Money Mustache. But the roots of FIRE date back to Vicky Robin and Joe Dominguez’s 1992 bestselling book, Your Money or Your Life, which helped readers get out of debt and live a more frugal life. FIRE puts this advice on steroids, with some devotees saving 75 percent or more of their annual income. At that rate, the theory goes, it would take less than a decade to save the gold standard of twenty-five times your planned annual spending before you retire.

The FIRE lifestyle sounds pretty sweet . . . at least until you try it. Trust me when I say that rice and beans gets pretty old after a few weeks. And living in a puddle of your own sweat instead of paying for AC to save a few bucks per month on the electricity bill is exactly as miserable as it sounds (and you can kiss your dating life goodbye). But the biggest problem with FIRE is time. Insect fireflies flame out after just two months, and financial fireflies have similar problems. When you retire at sixty-five, you need to have enough saved to live for another thirty or forty years. If you retire at thirty-five, you need to replace income for at least another half century. This means more time for something to go wrong that exhausts your nest egg—and it can be difficult rejoining the workforce after an extended absence.

* * *

HACK: POUR WATER ON THE FIRE


	Remember that FIRE is almost always unrealistic. While the FIRE promise is tempting—save every penny and retire early—it’s also not tenable for most people with, you know, a life. Also note that the FIRE influencers you see on social media make a significant income by being FIRE influencers.

	Strive for balance, not perfection. Getting takeout every so often instead of cooking rice and beans does not make you a bad person. You can treat yourself in moderation and still meet your retirement goals. Remember, you don’t have to stop working to start living the life you want.

	You deserve a career you enjoy. Many fireflies want to retire early because they hate their jobs. If you feel this way, consider that your career might need to change—not your lifestyle. Work keeps you socially engaged, and your mind and body active. Remember there are ways to scale back your work without abandoning it altogether.



* * *

The Splurger

Splurgers are near and dear to my heart. They tend to save compulsively until, all at once, they blow it on something stupidly expensive. My house is full of splurges; in fact, my house itself was a splurge. The interesting part about splurgers is that they share traits with spenders and savers. At first, you carefully save money—sometimes even compulsively—but like steam building up in a pressure cooker, something gives way, and you need to buy that Peloton or espresso machine. Then the cycle repeats: you feel guilty, cut back on spending dramatically, and then blow your money on something a few weeks or months later.

It can be emotionally exhausting as the pendulum swings back and forth from compulsive saving to compulsive spending. You blame yourself and then treat yourself to something extravagant to make yourself feel better. New evidence suggests that splurging often boils down to feeling helpless with your finances. Whether it’s burdensome student loans, an inadequate salary, or a career path you’re not wild about, splurgers need to restore a sense of control in any way possible, often through online shopping, extravagant trips, or other big purchases.

But also: spending money is fun! We’re motivated to splurge because we’re seeking peak experiences—and for us, peak experiences definitionally have a high price tag. In one study at Caltech, people were asked to drink wine while hanging out in a giant functional MRI machine so their brain activity could be analyzed. (Not exactly my idea of a night on the town, but hey, free wine!) When the subjects were told the bottle they were drinking cost $90, our old friend the prefrontal cortex lit up—which, as we saw earlier, indicates heightened pleasure. When the participants were discreetly given the same wine later and were told it had a price tag of just $10 . . . well, the prefrontal cortexes were unimpressed. In short, for splurgers, it’s the act of spending on something expensive that gives us a thrill, not the item or experience itself.

* * *

HACKS: CURB THE SPLURGE


	Lock in savings. Schedule automatic withdrawals with every paycheck (or commit to setting aside a certain amount per month, if you don’t have an automatic payroll deposit) into a high-yield savings account or tax-advantaged retirement account—or better yet, both!

	Regain control of your finances. Making steady progress toward your goals instills you with a sense of agency over your future, which will help subdue splurging tendencies.

	Visualize the future. Before every significant purchase, imagine how it will make you feel in a few days. Is this something that you can afford? Will it make your life better or easier? Or will you feel regret?

	Add a zero. For every big purchase you’re considering, add a zero at the end of the price tag. That’s roughly how much this money will be worth in thirty years if it is instead stashed in a tax-advantaged investment account. This forces your brain to think about the future. It turns a $1,200 Peloton into $12,000 in your nest egg. It means the $70 you spend on takeout weekly would be $36,400 you would have added every year into your retirement account. Suddenly, just by adding a zero, saving looks a lot more tempting.

	Make a wish list. You may not be five anymore, but that list you made for Santa is still relevant as an adult. To avoid impulse buying, put everything you want on a list and revisit it after a period of time, say a week or month. If you still really want it and you can pay for it, then give yourself permission to buy it.



* * *

Remember that most people aren’t a single money type. As you go through life and have new experiences, your spending and saving tendencies will likely change. That’s perfectly okay! It’s important to be aware of what is going through your brain when you think about money. Developing a healthy relationship with your finances when you’re young is the single most important step you can take toward not just a secure retirement, but also toward saving for vacations, a wedding, your first house, your kids’ college education, and the countless other necessary expenses that make up a good life.

With these tendencies in mind, it’s now time to fully rip the Band-Aid off. In the next chapter, we’re going to lay it all on the table: the good, the bad, and the ugly. We’ll explore some tried-and-true tools that I have used for decades to help people determine whether or not they’re on track for retirement. Here’s the good news: no matter how much or how little progress you’ve made so far, you’ve got this. Once you know where you stand, we’ll make a list of realistic retirement goals. And then we’ll make a plan to reach them.

So . . . are you ready for your heart attack?
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“I Should Have Saved How Much by Now?!” (aka Time for Your Heart Attack)

When I was working at J.P. Morgan, we sent a fifty-page “Guide to Retirement” booklet to financial advisors to use with their clients each year. The booklet discussed retirement savings checkpoints, managing IRA and 401(k) taxes, long-term–planning options, and countless other little and big things needed to prepare for retirement. Buried in the middle of the booklet was a nifty graphic we called the Heart Attack Chart. Basically, it tells you how much money you need to have saved by age thirty, forty, fifty, and so on. Which is why, when you realize where you should be compared to where you are, you have an emotional heart attack.

The Heart Attack Chart is an imperfect tool, but it gives you a general idea of how much you need stashed in a retirement account if you want to maintain your current standard of living when you retire at sixty-five. My team helped create the chart for our clients, but I always managed to disassociate it from my own finances. I knew my husband and I were behind—maybe far behind—but I figured I’d just save more next year. You know, when things calmed down: After we bought the house. After we completed the renovations. After that big family vacation we’d been planning. After the kids finished college. After . . . after . . . after.

All of this kicking the can down the road caught up with me when I decided to leave my job earlier than planned, while my younger son was still in college. I realized I had to take a hard look at my savings and see how close I realistically was to meeting my goals. So, for the first time in over a decade, I opened up the Heart Attack Chart on my computer, and looked up our household income and my age . . . and then I clutched my chest. I needed to have saved fourteen times my income to make it through retirement. What?!

I scanned desperately through my brokerage statements, trying to make the math work. I wasn’t close to having fourteen times my income saved. Would we have to sell our house and dramatically downsize? Start making DoorDash deliveries? Open an Etsy store? Turn my car into an Uber? In the end, the situation was not as dire as I feared, but we’ve had to scale back our post-retirement lifestyle. We need to travel less frequently and more economically, eat out less often, dial back the wardrobe, and so on—not painful sacrifices, but ones that may not have been necessary if I had had my “heart attack” a few years—or decades—earlier.

Truth is, it’s not easy to get real about money. As we saw earlier in the book, our brains are hardwired to spend now and ask questions later. And once you’ve spent the money, nothing is guaranteed to make you feel more anxious than sitting down and doing the math and realizing that you only have $127 left in your bank account to get you through the next ten days. And because we have all internalized so many shoulds and shouldn’ts in the way we think about money, and most of us suspect we’re not doing everything perfectly right, it feels much better to just avoid thinking about it at all.

Perhaps we also have Emily Post to blame, who wrote in 1922 that “only a vulgarian talks ceaselessly about how much this or that cost him. A very well-bred man intensely dislikes the mention of money, and never speaks of it (out of business hours) if he can avoid it.” (Hint: While you might consult Emily for dinner party etiquette, don’t listen to her financial advice.) Indeed, a recent study by Northwestern Mutual found that over a third of Americans have no idea how much money they have saved—not exactly the clear-eyed money habits we need to manage our finances and plan for retirement effectively.

In this chapter you’re going to take a peek at my version of the infamous Heart Attack Chart and attempt to roughly measure your progress. But before we get started, please know that no matter where you land, you still have time to make all the necessary course corrections to meet your goals. Yes, even if you’re way behind. Yes, even if you haven’t saved anything yet. You have the power to turn things around, even when the mere thought of money gives you chest pains.

It’s Not All Going to Avocado Toast

Here’s the hard truth: it’s so much harder to be on track for retirement than it used to be. As we saw earlier in the book, many jobs used to offer pension plans that guaranteed a monthly payout after accruing enough years worked. Unlike with your 401(k), you didn’t have to contribute money on your own, sort through investment options, or assume the risk of a market downturn.

But more important, existing simply costs more money now. Consider these statistics: According to ConsumerAffairs, Gen Z’s money has 86 percent less purchasing power thanks to a steep rise in the cost of living, even after adjusting for inflation, compared to when baby boomers were in their twenties. The price of public university tuition has increased by 310 percent since the 1970s, and people in their twenties and thirties pay 57 percent more for gasoline than their parents and grandparents did a half century ago. How about buying a house? Gen Z and millennials are paying 100 percent more on average compared to boomers, and renting is 150 percent more expensive than it was in 1970.

So, no, it’s not all going to avocado toast, despite what your grandfather might tell you about the kids these days. Years ago, it was about making enough money to buy a house and support a family. Air travel was too expensive for most families. It was common to pay cash for everything until credit cards were nationally available beginning in the mid- to late-1970s. Life’s priorities were simpler and a lot more attainable.

One thing that hasn’t changed much between the generations is obsessing over how your financial progress stacks up against your peers’. However, a long time ago, there were far fewer yardsticks. Keeping up with the Joneses meant getting a new car every few years. (And even they were cheaper. Back in 1965, the average new vehicle cost about $25,000 in today’s dollars, compared with $48,000 now.) Growing up, while I was stuck using a push mower for my weekly lawn-mowing chore, my friend across the street got to use a fancy gas-powered one. And don’t even get me started on the moment I realized why my neighbors never had their car windows down on blisteringly hot days—they had air-conditioning.

Today, there are infinitely more ways to keep pace with our peers. Maybe it’s the latest $1,200 iPhone, $500 PlayStation, or the $200 Beats headphones. All that FOMO is magnified by social media, with every swipe a nonstop reminder of what your friends have and you do not. Interestingly, millennials and Gen Z are actually much more experience-focused than previous generations. Instead of a new Chevrolet in the driveway, it’s a selfie on a secluded beach halfway around the world. Nevertheless, despite their constant urge to spend, studies routinely show that Americans in their twenties and thirties are actually the most prolific savers yet.

However, for most of you reading this, the single biggest strain on your finances these days may simply be trying to stay afloat. Nearly everything costs more in today’s dollars, and wages haven’t risen enough to compensate. It’s no wonder that the message from my focus groups and surveys among young people over the past several years is overwhelmingly clear: “I’m just trying to survive.”

It’s All a Guessing Game

So far, we’ve talked a lot about how to save retirement dollars, but we haven’t talked much about how you’ll spend them. Granted, for most of you, this is many decades away. The earliest you can withdraw without penalty from your 401(k) or IRA is age 59 and a half, and you’re required to begin pulling money out by age seventy-five if you turn seventy-four after January 31, 2032. Otherwise, you have to start pulling money out by age seventy-three. The government makes you start withdrawing from your IRA or 401(k) so you pay income taxes on it eventually, unless you’re in a Roth IRA or Roth 401(k), in which case there are no required minimum distributions. If you’ve been saving according to the steps laid out in this book, you should be able to maintain your same lifestyle by relying on a combination of Social Security and your tax-advantaged retirement accounts.

There are several formulas determining how much to withdraw during retirement and how much to spend. This is math you’ll want to review in your fifties and sixties, not your twenties and thirties, so I won’t bore you with the details now. However, it is important to have a basic understanding of the nuts and bolts of retirement so you can better plan for the kind of lifestyle you eventually desire. The basic rule of thumb for retirement spending is called the 4 percent rule. In short, you add up all your retirement investments and withdraw a total of 4 percent during your first year of retirement. Every year after, you withdraw the same amount plus a “raise” to account for inflation and cost-of-living increases. In theory, this should provide you enough money for roughly a thirty-year retirement.

The problem with this approach is that retirement, just like all of life, can get messy. Some years you might spend less and some years you might spend more. You may work part-time or you may not work at all. If you have great genes and eat your veggies, you might live into your nineties and beyond, putting you at risk of exhausting your nest egg. The point is, there is no absolute way to know when you’ll retire, what you plan on doing, how long you’ll live, or precisely how much money you’ll need. That’s why tools like the Heart Attack Chart exist: to give you a baseline cushion. In the end, it’s up to you to make the necessary course corrections relevant to your lifestyle.

Without Further Ado . . . the Heart Attack Chart

With those caveats out of the way, it’s time to finally unveil the chart. Be sure you take a blood thinner and have emergency personnel standing by . . . well, maybe not, but be prepared that you might be a little off target. Or maybe you’re a lot off target. If you haven’t started saving at all yet, you might feel like you’ll never be able to catch up. Don’t worry, you’ve got this. I promise.

The chart here has scary-looking milestones. For instance, in a perfect world you would have saved a full year’s salary by age thirty, two times your salary by age thirty-five, and three times your salary by age forty. If you’re on track to hit those milestones, then huzzah! You’re far ahead of most Americans. But if you’re like I was in my twenties or my thirties—and let’s be honest, my forties—you’re probably going to look at those milestones and feel a bit queasy. The good news is that you have so much time left to catch up. All you have to do is save just a little bit more each year. How much? Let’s cover that now.

* * *

SAVINGS HACK: EMPLOYER 401(K) CONTRIBUTIONS

We’ll cover your 401(k) extensively in the following section, but for now, note that the guidelines you see in the Heart Attack Chart include whatever money your employer kicks in. So, if the chart tells you that you should be saving 15 percent of your income but your employer kicks in 4 percent in “free money,” your actual savings rate only has to be 11 percent!

* * *

There are many online calculators from the likes of NerdWallet, Fidelity, E-Trade, or your 401(k) provider’s online portal that try to pinpoint how much you should be saving. Each site will spit out slightly different answers because they’re making different assumptions about, say, future returns from a typical target-date fund, which can range from 5 to 8 percent per year on average (the range depends on exactly how your money is invested as well as the assumptions about returns in the future); how much free money you receive from your employer in the form of matching 401(k) contributions; and how long you’ll live.

To keep things super simple, I developed a basic system that sorts you into one of five On-Track Scores based on your age and how much you’ve already saved. Your score will tell you what percentage of your current and future salary you need to continue saving to retire at age sixty-five while maintaining your standard of living. I have links to some more detailed calculators on my website, which allows you to plug in other variables like how much free 401(k) money you receive from your employer and whether you want to retire before or after sixty-five.

Well, here it is! Assuming your blood pressure has returned to normal and you don’t need a defibrillator, let’s look at a few examples on how to read the chart. Let’s say Maggie, the Goody-Two-shoes she is, already stashed a full year’s salary in her 401(k) by the time she turned thirty. First you find the line that corresponds to her age—thirty—and the amount she has saved—1x her salary—and you’ll see that Maggie has an On-Track Score of 1 and will need to continue saving 10 percent of her income to comfortably retire at sixty-five.
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The earlier you start saving, the less you need to save as a percentage of your income.



Paul, on the other hand, hasn’t had as charmed a life. His parents didn’t pay for college, so he has struggled with a sizable student loan. He lives in an expensive city and pays an arm and a leg for rent. When he finally got that good job, he was defaulted into a low 3 percent 401(k) contribution rate, even though his employer offered a 50 percent match up to 6 percent. (We’re going to cover 401(k)s extensively in a few chapters, so don’t worry if you’re a bit confused by some of these terms!) By age thirty-five, he’s only managed to save half a year’s salary. According to the chart, he has an On-Track Score of 4 and will need to begin putting away 17 percent of his salary to catch up.

Maggie, of course, is going to have an easier time saving for the next few decades because she started so early. Stashing 10 percent of your income is less burdensome than 17 percent, but Paul can still make up for lost time. He doesn’t have to make up all of his contributions at once. He may, say, save three-quarters of each pay raise for the next few years to get a jump start. If he takes full advantage of his employer’s 401(k) match—6 percent—he really only needs to save 14 percent of his salary since he’ll be receiving another 3 percent (50 percent of his 6 percent contribution) in “free money.”

I Have My Score—Now What?

Phew—are you still with me? By now you should have done a little bit of math and come up with an On-Track Score based on the Heart Attack Chart. Before we continue, please remember that your score does not say anything about your moral fiber. It does not make you any more or less of a responsible person. Depending on your circumstances, it simply might not be possible to save right now at the level outlined in the chart. Maybe your rent is too damn high, maybe you’re a parent, maybe you’ve got a lot of high-interest debt, or maybe you just don’t make enough money yet. Some aspects of your situation you can change, and some you obviously cannot. If you’re not on track for retirement at sixty-five, you might be on track for retirement at age seventy. Remember, you can find links to interactive calculators on my website that will calculate a savings rate based on many different variables.

Once you have your super-rough, definitely-not-authoritative On-Track Score, just write it down or file it away in your memory for now. We’re going to return to it in the following section, where we explore exactly how to get started building your retirement STASH. Your score will dictate how much of your salary you should be allocating to your 401(k) or IRA (again, more on those soon). For now, all you have to do is take a deep breath and remember: you’ve got this! No matter if you’re a 1 or a 5, no matter if you’re in your twenties or thirties, you’ve got time to secure your future.





Part II

Building Your Retirement STASH
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Save for a Rainy Day

Your Oh Shit! Fund

Not long after my husband and I moved into our first home, a 1950s ranch house in “good” condition, we woke up to raindrops . . . in our bedroom.

“Oh shit!” we cried out. We quickly found a bucket and placed it under the leak. Later that day, the local roofer arrived and inspected the house. He frowned as he prodded the shingles and scribbled in his notebook.

“How much to fix the leak?” I asked. He had to replace some shingles, maybe a sheet of plywood, I reasoned.

“The entire roof is shot,” he said matter-of-factly. “You need a new one.” Later that day he emailed the estimate: $30,000. My husband and I looked at each other in horror—we couldn’t come up with that kind of cash. We had emptied our pockets to cover the mortgage down payment. So I did the very thing that I knew you should never do: borrow money from my 401(k). Not only that, I stopped contributing money to it out of each paycheck while we repaid the loan. I had no other choice—we needed a roof, after all—but those two short years of missed contributions would later mean missing out on hundreds of thousands of dollars of growth. All of this could have been avoided if we had built a proper emergency fund—or as I now call it, an Oh Shit! Fund—for situations exactly like this.

An emergency fund is exactly what it sounds like: a pile of money set aside to cover the messes that make you cry “Oh shit!” For us, it was a new roof. Hopefully your emergencies won’t be as expensive as mine, but you might have to tap into your Oh Shit! Fund more than you think. Take Christina, for instance, who had the mother of all terrible, horrible, no good, very bad weeks. Five days before her best friend’s wedding in the Bahamas, she tore her bridesmaid dress and had to pay for an expensive repair. The morning of her flight, she dropped her iPhone down a sewer grate and had no choice but to buy a new one at the Apple Store. This caused her to miss her flight, so the airline charged her a hefty change fee. While packing her bag the day after the wedding, Christina realized she had lost her passport, which meant an expensive visit to the US consulate and another change fee. The total bill for that week: $2,853. Fortunately, Christina had an emergency fund set aside that allowed her to cover everything without resorting to credit cards.

According to a recent survey, more than half of Americans are unable to cover an unexpected $1,000 bill with their savings, revealing just how fine the line is between meeting your needs and tripping into financial catastrophe. When you don’t have an easily accessible fund set aside for unexpected and unavoidable expenses, you risk having to take out a high-interest loan, borrow from friends and family, or use credit cards. And if you stop contributing to your retirement account for a few years to recover, you sacrifice hundreds of thousands of dollars in future growth. That’s why an adequate emergency fund is the first step in building your retirement STASH—and it is the only thing to prioritize before saving for retirement.

So What Counts as an “Emergency” Expense?

This might seem like a silly question—everyone knows what an emergency expense is, right? But sometimes the answer isn’t clear-cut. If you have to book travel to bail your boyfriend out of a New Orleans jail during Mardi Gras, that probably counts as an emergency. But if your friends book a last-minute trip to New Orleans and you have a serious case of FOMO—well, that’s not really an emergency. If your car kicks the bucket, it’s certainly acceptable to use a portion of your emergency fund on an affordable replacement. But what about raiding it for the down payment on a brand-new luxury SUV? Probably not.

Here’s a simple three-pronged way to determine if your expense is worthy of tapping into that sweet pot of cash:


	Is this expense unexpected?

	Am I screwed if I don’t spend the money?

	Am I screwed if I don’t spend the money now?



Let’s break down each question. An unexpected expense is simply one that you did not see coming. If your boss calls you into her office at 5 P.M. on Friday and fires you, that probably counts as unexpected—unless you were pretty lousy at your job and the writing was on the wall. (Hey, we’ve all been there.) If you break your leg during a ski trip, that’s also super unexpected! How could you possibly see that patch of ice coming? But let’s say you’re on your way to your best friend’s baby shower and you realize you forgot to buy her a present. Yes, it’ll be awkward showing up without something. Yes, you definitely should’ve shopped around for a deal weeks earlier. And no, you can’t tap into your Oh Shit! Fund to buy a $640 geometric cotton jacquard onesie from Gucci on the way to the party.

Second, are you screwed if you don’t spend the money? If your laptop breaks and you need it for work, you clearly must spend money on a new one. If you lose your job, you still have to pay rent. If a pipe bursts in your house . . . well, you get the point. When you tap into your Oh Shit! Fund, it means you’re faced with an expense that 100 percent has to be paid or else you’ll be in big trouble.

Finally, are you screwed if you don’t spend this money now? This is the trickiest determination. There are many expenses in life that must be paid, but they don’t necessarily have to be paid immediately. Student loans are a good example: the government mandates that you pay them off, but you can do it over a decade or longer. (Don’t worry—we’ll tackle how to prioritize paying those off in Chapter 7.) But let’s say you hear a weird noise from your car; the mechanic says you need a new wheel bearing, but for now it’s perfectly safe to drive. Rather than dip into your emergency fund, you can wait another month, put up with the noise, and save for the repair. Similarly, it’s okay to replace your deader-than-dead phone using your emergency fund, but don’t use it to replace one that’s limping along. (You can put up with that lousy battery life for a few more months while you save the responsible way.) When you dip into your Oh Shit! Fund for necessary and unexpected expenses that aren’t time-sensitive, you risk not having money if something truly awful happens.

How Large Should Your Emergency Fund Be?

Great question! Here’s the long and short of it: your Oh Shit! Fund shouldn’t be so small that you can’t cover a few months of expenses, but it shouldn’t be so big that inflation is eating away at money that should otherwise be invested in the market. (I’m looking at you, survivors!)

Generally speaking, you should have enough money saved to last you three to six months without income. In the case of a job loss, according to the Bureau of Labor Statistics, the median unemployment duration is around ten weeks, but this figure is much higher during a recession. Losing a job is among the most stressful things that can happen to you, especially if you don’t have a decent severance package (a one-time payment that some employers give when they have a broad layoff, i.e., your employment has been severed). A strong emergency fund removes just a little bit of this anxiety and allows you to be more selective about what jobs you apply for. The last thing you want to do is feel like you have to accept a job that you don’t like because you had no other choice.

There are many variables that affect the size of your emergency fund. For instance, even with health insurance, thanks to high deductibles and co-pays, a medical emergency can wipe out your savings. There’s only so much planning you can do for freak accidents, of course, but if you have a tricky medical condition, consider boosting your emergency fund closer to nine months. Also consider that the average Continuation of Health Coverage (COBRA) plan after a job loss costs around $600 per month.

If you’re self-employed, you may consider boosting your emergency fund to a minimum of six months. Clients come and go, and gigs dry up. Freelancers don’t have a safety blanket in the form of a bimonthly paycheck. The more uncertain your income, the larger your emergency fund should be.

* * *

CALCULATING THE SIZE OF YOUR OH SHIT! FUND

The three-to-six-month rule for emergency funds is merely a guideline; only you can figure out how much you need socked away to tide you over. My website (annelester.com) offers a comprehensive tools and resources tab with links to calculators for doing this, but here’s a quick way to determine roughly how much money you need:


	What are your minimum monthly expenses? Include necessary expenses like mortgage or rent, food, insurance premiums, essential transportation, utilities, debt, phone bills, and so on. Do not include items like streaming services, restaurants, takeout, and travel—all of these can (and should) be cut out in the event of an emergency.

	How long would it realistically take to regain your income? Jobs are easier to come by when the economy is booming. Ask yourself questions like: Do you work in a high-risk industry where layoffs are common? Is your income steady or does it vary from month to month? Can you expect to receive unemployment benefits—and if so, how much?

	Do the math. Multiply your answer to Question 1 by your answer to Question 2. For example, if your monthly minimum expenses are $3,000 and you expect to need three months to get back on your feet, you should save $9,000 in your emergency fund.

	Be conservative. Unexpected expenses are, well, unexpected. At the end of the day, you don’t know for certain how much money you’re going to need to spend, and in the event of income loss, you don’t know for certain how long it will last. Err on the side of having a slightly larger emergency fund than you think you need. But don’t go overboard!



* * *

Where Do You Keep Your Oh Shit! Fund?

Another great question! If you’re one of those prepper types whose idea of an emergency fund is hoarding canned goods, bottled water, penicillin, and ammo in your bomb shelter . . . well, you’re probably going to need to pick up a different kind of book. However, I promise that prepping for a three-to-six-month loss of income is a lot simpler (and maybe a lot more practical).

First things first. Your emergency fund needs to be easily accessible. That does not mean your mattress, your car’s glove box, or your bulging-at-the-seams George Constanza wallet. The financial industry’s term for “easily accessible” is liquid, meaning it’s instantly accessible for withdrawal without penalty. For most folks, this means money sitting in your traditional checking or savings account. At any moment, you can walk up to an ATM, write a check, or swipe your debit card to spend it.

Second, while your emergency fund should be easily accessible, it shouldn’t be easily spendable. Translation: don’t use the same bank as the rest of your money! (I’m especially looking at you, splurgers!) If you keep your emergency cash in the same place as the rest of your money, it can easily become a slush fund for concert tickets, jewelry, electronics, vacations, and other nonessential purchases. Once your Oh Shit! Fund is established, it should be out of sight and out of mind. So, where’s the best place to keep all that cash? Let’s run through three options:


	Traditional Checking Account. Ah, yes, the humble checking account—this is the most liquid place to keep your emergency dollars. You can even have a separate “emergency” debit card that allows you to pay for those eye-watering vet bills when your beloved Yorkipoo swallows a rock. The problem is that most checking accounts don’t pay interest, so inflation will steadily erode your money. In the end, your mileage will vary—if you’re at a higher risk of an expensive medical condition, layoff, or other sudden loss of income that will require frequent withdrawals, a checking account might make the most sense for you.

	High-Yield Savings Account. This is the best option for most people. Savings accounts are a great risk-free place to park money that you don’t need for a while. Some banks require a minimum balance (around $1,000) and limit the number of transactions you can make each month without penalty. Opening a savings account at your existing brick-and-mortar bank allows you to quickly transfer funds in case of an emergency, but your interest rate will likely be pitifully low; the average national yield for all savings accounts in September 2023 was just 0.33 percent and it is even lower at many national banks. Oof. Alternatively, consider opening a high-yield savings account with an online bank like Ally, Synchrony, or Axos. Online banks don’t have the overhead costs associated with physical branches, so they pay much higher interest. For example, a $15,000 emergency fund will yield $563 per year at 3.75 percent interest (common with online banks in 2023), while your typical brick-and-mortar savings rate of 0.02 percent will pay just $3. When choosing an online bank, just be sure that it is FDIC-insured, which means your deposits are fully guaranteed up to $250,000.

	Money Market Account. A money market account is an interest-paying account that you can open at most banks and credit unions. They’re similar to savings accounts, but they offer more ways to withdraw money, such as debit cards and check-writing privileges. If you plan on making steady withdrawals from your emergency fund, this may make more sense for you. While money market accounts often require a minimum balance, they usually have interest rates equal to or greater than savings accounts while also being FDIC-insured. Make sure you understand how many withdrawals are allowed per month, as some banks may limit how often you can take money out of these accounts without paying a fee. Note than Money Market Funds, which are a type of mutual fund often used for short-term savings, can also offer relatively high interest rates but beware—they are not FDIC-insured and could theoretically lose money.



* * *

WHAT ABOUT A CERTIFICATE OF DEPOSIT (CD)?

CDs are savings products that earn you a guaranteed interest rate over a fixed period of time. Unlike savings and money market accounts, whose interest rates fluctuate, CDs are a good way to lock in a return. Even better, they typically give you a significantly better interest rate than savings and money market accounts. Sounds great, right?

However, there’s one big catch: you can’t touch the money in your CD until it matures. So, if you put $15,000 in an eighteen-month CD, you can’t access it for a year and a half without incurring a serious penalty. And, well, anything can happen in eighteen months! For this reason, I strongly recommend you avoid CDs for your emergency fund. (They are still great options for short-term saving, which we’ll discuss in Chapter 9.)

* * *

Great—How Do I Get Started?

By now you should have a general idea of how big your Oh Shit! Fund should be, what you might need to spend it on, and where you should keep it. Now comes the fun part: growing it.

Amassing three to six months of expenses might seem daunting at first, especially if you’re currently spending a large portion of your income on rent, utilities, transportation, and other necessities. If you’ve already got enough money saved, it’s just a matter of moving it into a separate checking, savings, or money market account that you can’t easily dip into. But if you’re like most people, you’ll need to build it up first. This is your number-one priority, but the tricky part is that if your employer offers matching contributions to your 401(k), you still want to be taking advantage of that free cash and the magic of compound returns while building an emergency fund. Here’s my quick-and-dirty method to figuring this out:

I. Calculate your monthly take-home pay after taxes. Do not include money you might already be contributing to your 401(k).

II. Determine how much money you have left over after subtracting essential expenses (rent, utilities, cell phone, etc.). Do not include optional expenses like streaming services.

III. Aim to save 40 percent of the money you have left over. Depending on how much you make, you may have to adjust this figure.

A. If your employer offers matching funds for your 401(k) and you aren’t already maxing out that benefit, allocate half of that 40 percent to your emergency fund and half to your 401(k).

B. If you don’t have access to a 401(k) or your employer does not offer matching funds, then allocate 100 percent of your savings to your emergency fund.

Using this formula, you can steadily build your Oh Shit! Fund while having a little extra money left over to enjoy yourself. But if it is going to take more than a year to build it, you should aim to save more. Likewise, if it’s layoff season or you otherwise work in a volatile industry, consider saving more than 40 percent of the money you have left over after essential expenses. If you’re having trouble making room in your budget, here are some hacks that may help you squeeze a little more out of every paycheck:


	Make your savings automatic. As we saw in the previous chapters, our own brains are the biggest obstacles standing in the way of saving. Using your online banking tools, set up an automatic transfer from your checking account to your emergency fund on the day your paycheck arrives. If you still get an old-school paper check, deposit that check into your savings account and then move money into your checking account.

	Set smaller goals first. Building three to six months of living expenses can seem daunting when you’re starting out. Start small with a goal of socking away one month. Take your time. Consider that if you save $39 per week, you’ll have $1,000 saved for emergencies in six months. As we saw earlier, that’s better than half of all Americans! After six months, try boosting that weekly amount to $50 or more.



* * *

HACK: YOUR SAVINGS NUCLEAR BUTTON

If you’re seriously struggling to discipline your brain to save enough money from each paycheck, you have one last-ditch option: let the federal government do it for you. The W-4 form, also known as the Employee’s Withholding Certificate, instructs your employer how much to withhold in taxes from each paycheck. You fill one out every time you start a new job, but you can request this form at any time from your HR department.

In Box 4(c), you’ll see a little line for “extra withholding.” People almost always leave it blank—after all, who wants to give the government more money than they already take? Well, this little box is your savings nuclear option. Any additional amount you enter here will be held out of your paycheck and sent to the IRS. Assuming your employer is otherwise withholding the correct amount of taxes, you’ll get all of this extra money back in one giant lump sum when you file your taxes. And voilà! You have a nice little gift-wrapped emergency fund courtesy of the Internal Revenue Service. Just make sure to deposit it directly into your Oh Shit! Fund! The downside? Uncle Sam won’t be paying you interest on that cash, which you otherwise would be earning in a savings account.

* * *


	Prioritize your Oh Shit! Fund over student loans. Much of the advice you see online or on social media will urge you to pay your student loans off as quickly as possible. However, Sallie Mae can wait for more than the minimum payment until after you get your Oh Shit! Fund established, as we’ll cover in Chapter 7. Once you pay that money back, you can’t tap into it if you have an emergency. Redirect whatever you’re paying over the monthly minimum toward your emergency fund to help build it faster. This way, if an emergency does strike, you can keep up those payments while getting back on your feet instead of adding to your high-interest-rate debt by having to tap a credit card to cover those minimum payments as well as other essentials.

	Save your tax refund. This is a great way to quickly build up your Oh Shit! Fund. The average individual tax refund is close to $3,000—this can go a long way toward seeding your emergency savings if you’re in need of a head start.

	. . . But don’t let your emergency fund get too big! Acting too conservatively now means taking a big risk with your future. If you have too many months of expenses saved, you’re failing to take advantage of the magic of compound returns. Any extra money in your Oh Shit! Fund should be shoveled into a tax-advantaged retirement account (more on that in the next chapter).



* * *

YOUR OH SHIT! FUND CHECKLIST


	Calculate the size of your emergency fund by multiplying your minimum essential monthly expenses by the amount of time you might expect to lose income—typically three to six months.

	Open an easily accessible checking, savings, or money market account for your emergency savings that is separate from your monthly spending account.

	Try to save at least 40 percent of your take-home income after subtracting essential expenses. Put half this amount (20 percent) in your emergency fund and half (20 percent) in your 401(k) if your employer offers a match. If they do not, put all of it in your emergency fund until you’ve saved three to six months of expenses.
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Tax-Advantaged Savings

Your Guide to 401(k)s and IRAs

In mid-March 2023, tourists who strolled through Paris’s Champs-Élysées to buy their weekend baguettes were confronted with something they never saw on Emily in Paris: mountains of rotting garbage. Sanitation workers had been on strike for over a week, and the City of Light was probably smelling something like it did back in the Middle Ages. Days earlier, over a million protestors had taken to the streets—many of them millennials and Gen Z—to protest French president Emmanuel Macron, who had recently rammed a new bill through Parliament. He was not instituting a military draft or banning Brie; rather, Macron was trying to raise the age of retirement from sixty-two to sixty-four.

When my two sons heard about this, they exchanged bemused looks. “Wait, they’re raising it to sixty-four?” Theo said. “Isn’t it closer to seventy here?”

“I just assumed there won’t even be retirement when I’m that age,” Philip chimed in, only half joking. Indeed, polls show that Americans under forty widely believe there’s “little chance” that our much-less-generous version of the French pension, Social Security, will be around when they hit retirement age. Yet, Americans aren’t up in arms throwing trash in the streets. Most of us have no idea if we’re retiring at sixty-five, seventy-five, or eighty-five; how much Social Security we’ll receive; or how much we’ll need in a separate retirement account.

The main reason we are so clueless about retirement is because of how we are expected to fund it. Social Security benefits are designed to provide, at best, 40 percent of our income after retirement, which is why we depend on tax-advantaged investment accounts to make up the rest—which means, for most people, a 401(k). Despite how important these plans are, over 60 percent of Americans admit to not understanding how their 401(k) works. But honestly, who can blame them? Let’s start with the name: 401(k). Three random numbers, a letter, and a pair of parentheses. Yeah . . . it’s not exactly the kind of inspiring name that makes you want to stage a march on Washington. If it were up to me, the single most important vehicle for financial independence would be called something cooler, but I don’t get to make the rules.

If you’re like the majority of Americans and have no idea how this critical wealth-building tool actually works, never fear! In this chapter we’re going to break down exactly how 401(k)s and other tax-advantaged investment accounts work, why you need them, and how to get started.

What Does Tax-Advantaged Mean, Exactly?

Here’s the boring definition: tax-advantaged means any financial account that is either exempt from taxation or is tax-deferred. In the case of a regular 401(k) or regular individual retirement account (IRA), the money you add to it gets deducted from your income, so you pay less in taxes right now. (By regular I mean a non-Roth account. If you don’t know what I’m talking about, don’t worry, we’ll get to those in Chapter 7.) Even better, the money inside these accounts grows tax-free. The only catch is that you generally can’t touch that cash until you’re nearly sixty. And, when you’re old and wrinkly, you have to pay income tax on the money you withdraw. Still confused? No problem—let’s make up an example.

Let’s say Deshaun gets his first job right out of college. Lucky him, it offers a 401(k) program with matching funds. This means that not only does he not pay taxes on whatever he contributes from his paycheck, his employer adds extra money to the pot. If Deshaun makes $80,000 this year and contributes $10,000 to his 401(k), he’ll only pay federal income tax on $70,000. Even better, his employer kicks in another $5,000 in matching funds. That $15,000 is invested by a 401(k) plan manager (by law, a very responsible person), and it steadily grows over years and years—historically by around 7 percent per year on average. As we saw in Chapter 2, thanks to the magic of compound returns, that becomes an enormous amount of money over time. Anytime after 59 and a half, Deshaun can start withdrawing his nest egg without penalty, but it will be taxed as regular income.

Phew! That was a mouthful. Here’s the TL;DR: by moving money into his 401(k) every year, Deshaun saved money on taxes when he was young, earned a boatload of free money during his working years, and has to pay some income tax when he’s old. Got it?

For people who work freelance or whose employer doesn’t offer a 401(k), things get a little bit more complicated, but we’ll cover all of that later in the chapter.

Didn’t Grandma and Grandpa Have It Easier?

Truth is, it was a lot easier to retire in the old days. Forty years ago, almost half of private sector employees participated in an employee pension plan. Participation was automatic. There were no investment decisions to make. No matter how the markets performed, you were entitled to a fixed retirement income. This was great for your granddad, but not so great for his employer, who had to foot the bill and the risk. Then, in 1978, Congress passed a new tax law that added a minor provision to the tax code—Section 401(k)—which gave employees a tax break for deferred income to supplement a pension. However, a clever benefits consultant named Ted Benna soon discovered a loophole: thanks to Section 401(k), employers could eliminate their costly pension plans altogether and merely help employees save on their own. So, instead of a guaranteed payout, it would now be up to you and me to invest our hard-earned cash in the stock market. And, voilà, the 401(k) plan was born. Yeah . . . gee, thanks, Ted.

Fast-forward a few decades, and sixty million Americans now have more than $7.3 trillion saved in a system whose very existence was a complete accident. Even Benna himself admitted thirty years later that he created “a monster” that allowed employers to cheap out on retirement benefits. However, despite its unintentional complexity, the 401(k) remains your most powerful wealth-building tool. If you’re patient and careful, you can even end up with a lot more money than your grandfather did because of one reason: free money. In typical 401(k) plans, your employer matches 50 percent on the dollar of your retirement contributions up to around 6 percent of your salary. More generous employers will match that dollar for dollar, sometimes up to 10 percent. Furthermore, Grandpa likely only got a pension if he worked at the same company for his entire career, so a 401(k), despite its complexity, works in your favor if you plan on job-hopping the way most Americans do.

As we saw in Chapter 2, there is a chance your 401(k) will lose money in any given year. Sometimes it might lose a lot of money; that’s the nature of the stock market. One of the biggest mistakes you can make is to stop contributing to your 401(k) during a recession, even if it feels like you’re just lighting your money on fire. Take Melissa, for example, a thirty-eight-year-old nurse. She is among the unluckiest millennials, graduating nursing school in 2006 at the height of the housing bubble. She grew up with good money habits, always making sure to save more than she spent. When she got her first nursing job, she immediately maxed out her 401(k) contributions and chose the most aggressive growth funds. In less than a year, she had saved nearly $16,000. And then the music stopped. The market tanked, and within weeks Melissa had lost half her savings. Scarred by the experience, she didn’t continue contributing for another decade—and in the process, missed out as the market nearly tripled in value.

Great—Where Do I Sign Up for a 401(k)?

My son Philip graduated college in 2019 and chose to work at a start-up located in Washington, DC—not the most expensive big city in the country, not cheap either. His starting salary was $37,000, and he gave himself a budget of $1,000 per month for rent. For the first six months, Philip tried to build his emergency fund. Then his firm was acquired by a much bigger company, so Philip got a raise and access to a real benefits plan. “I got defaulted into a 401(k),” he told me on the phone. “So I don’t have to do anything, right?”

“Wrong!” I said. “Check what percentage of your salary they are taking out from your paycheck.”

Philip discovered it was a paltry 1 percent. When he called his HR department to boost his contribution, they tried talking him out of it. Free money? No, you don’t want free money! After a second conversation (armed with some talking points from me), he managed to boost his contribution to 3 percent. In just two and a half years, Philip increased his savings rate to 8 percent of his salary before taxes and was able to save $15,000 in his 401(k) and $6,000 in his emergency fund, despite living off a modest income in an expensive city. That phone call to his HR rep might seem insignificant now, but it will translate to tens or even hundreds of thousands of extra dollars when Philip reaches retirement age.

Here’s a crazy stat: when participation in an employer’s 401(k) is opt-in—meaning you have to reach out to your HR department to start contributing—participation is only around 60 percent. But when the 401(k) is opt-out, enrollment surges to over 90 percent. In other words, for millions of people, the difference between a sound retirement and a tenuous one is good old-fashioned inertia. Fortunately, since Congress passed the Secure 2.0 Act in 2022, employers that set up 401(k) plans after 2024 are required to automatically enroll new employees at an overall contribution percentage of at least 3 percent. Even better, it includes an automatic escalator that increases your contribution by 1 percent each year until you hit 10 percent, and the company can choose to keep increasing your contribution until you hit 15 percent.

This is all good! However, I’m not sure how much experience you have with HR departments, but some of them are worse to deal with than your cell phone provider’s customer service. Even well-meaning reps can make a mistake, and adapting creaky systems to new rules can take a long time. Don’t fall through the cracks. Don’t assume that your company is fully compliant. If you’re currently employed full-time and you aren’t enrolled in a 401(k) plan, put this book down and find out if your organization offers one. If it does, make it your first order of business to open a 401(k). As we discussed in the previous chapter, an emergency fund should still be your priority, but try to contribute even just a little bit to your 401(k) right now, especially if your employer offers matching money.

* * *

BUT, ANNE . . . I DON’T HAVE ACCESS TO A 401(K). AM I SCREWED?

No! You’re not screwed—and you’re certainly not alone. Did you know that about a third of the American workforce doesn’t have access to a 401(k)? You can still put money into a tax-advantaged account to help you save for retirement. You won’t get free matching funds from an employer—I know, bummer—but you can still experience the magic of compound returns. Here’s how to do it:

If you’re self-employed or own your own business, you get access to a very special retirement account called a simplified employee pension plan (SEP). Unlike a normal IRA, which only allows you to contribute $7,000 per year, a SEP lets you contribute 25 percent of your income, or $69,000, whichever is smaller. Even better, just like with a 401(k), the money you contribute is fully tax-deductible. You can create a SEP with an online brokerage in just a few minutes. Next, you’ll have to actually invest that money—we’ll discuss exactly how to do this in Chapter 8.

If you’re employed full-time without access to a 401(k), then you still have a few options. First, check with your employer to see if they offer a different kind of retirement plan, such as a SIMPLE IRA, which is designed for small businesses. These accounts have higher contribution limits compared to normal IRAs ($16,000 instead of $7,000), and some companies will even match your contributions up to a certain amount. If your employer truly does not offer any sort of retirement benefit, you’ll have to make do with a normal IRA (pre-tax) or Roth IRA (after-tax). You can set them up with a brokerage as discussed above. You can always open a 401(k) later if your employer eventually offers retirement benefits or if you change jobs.

* * *

I’m Enrolled in a 401(k) Plan. Now What?

Good job! You’re already doing better than tens of millions of Americans who choose not to take advantage of this critical wealth-building tool. Every dollar you contribute now will be worth more at retirement than anything you contribute from this day forward because of the magic of compound returns. For this reason alone, your priority now, after building your Oh Shit! Fund, is to maximize your employer match. In simpler terms: you’re going to extract every free dollar you can from your job.

First you’ll need to figure out exactly how much your organization is willing to contribute—and when. (We’ll get to that when qualifier in a minute, so hold tight.) Let’s say Sandy makes $100,000 per year boiling bagels at Anne’s Bagel Company. (Yes, my theoretical bagel company pays very generous wages!) Her lovely, magnanimous boss offers her standard terms: 50 percent match up to 6 percent of her salary. So, if Sandy contributes a total of $6,000 this year, her boss will kick in another $3,000 in free cash, making Sandy’s total annual retirement contribution $9,000. However, if she contributes 3 percent of her salary, she only gets $1,500 in free money, making her total $4,500. As you can see, if you are not maximizing your employer’s match, you are leaving money on the table.

Note that Sandy is able to contribute more than $6,000, but in this case, the most free money she’ll get from her employer is $3,000. The IRS allows you to contribute a maximum of $23,000 annually to your 401(k), not including what your employer adds. For all you super savers out there, it may be tempting to continue throwing money into your 401(k) after you max out the match, but this may not be the best use of your money. There are countless factors to take into account, including your other savings goals, how much debt you have, and how much your 401(k) provider charges in fees. We’re going to discuss all of these and more later in Chapter 8, but for now, keep increasing your 401(k) contributions until you maximize your employer match. Then stop and move on to the next step in building your retirement STASH.

How Much Control Do I Have Over My Money?

For the most part, your 401(k) is a set-it-and-forget-it situation, and your contributions will be automatically invested for you. However, you do have some investment choices if you want to take more control of your money. Some providers give you different kinds of funds to choose from, including index funds, your company’s own stock, stable value funds, money market funds, and countless other options. You can choose more stocks and fewer bonds, or more bonds and fewer stocks, and everything in between. It’s easy to get overwhelmed!

However, for now, we’re not going to worry about any of that. The federal government requires employers to default you into a well-balanced investment fund, and in more than 90 percent of cases, this means you’ll be put in a target-date fund. If you were born between 1998 and 2003, for instance, you’ll be in the 2065 fund. If you were born between 1993 and 1997, you’ll be in the 2060 fund, and so on. The fund date corresponds to roughly when you would reach age sixty-five. The younger you are, the more aggressive the investments will be. As you get older, the target-date fund manager will automatically move the fund’s (and your) money into safer investments that are less likely to drop in value during a recession—which is exactly what you want when you’re ready to retire.

If you’re just starting out building your STASH, I highly recommend staying with whatever fund your employer has defaulted you into. You can always request to be placed into a different fund, or take more control over your investments, later.

What If I’m Invested in Awful Companies?

If you’re like most people, you probably have no idea what stocks are in your 401(k). All that matters is that you put a chunk of your paycheck in each month, and after a few decades, you’re playing shuffleboard in Florida. Honestly, that’s basically all you need to know. But sometimes you might get curious about how the sausage is made.

Recently, a millennial named Kristen decided to take a peek under the hood of her 401(k). As someone committed to reducing her carbon footprint, she was shocked to see funds that included Chevron, ExxonMobil, and BP. As an animal lover, she was disheartened to see conglomerates like Tyson Foods, McDonald’s, and other companies with spotty animal-welfare records. She hated that she was effectively supporting companies antithetical to her values, but her employer had selected index funds that simply reflected the size and stability of these companies. There was nothing Kristen could do, it seemed.

Believe me, I wish it were as easy as clicking the “only companies I support, please” button to ensure your nest egg doesn’t, you know, invest in companies that are doing things you totally oppose. However, unless you’re actively managing your own IRA—or if your employer lets you have total control over your 401(k)—you’re limited to the investment choices that your company makes as a fiduciary. They are legally required to run the plan solely in the interest of participants and beneficiaries—not for Mother Nature. That’s why just 2.9 percent of 401(k) plans have even a single fund dedicated to environmental, social, and governance (ESG) issues. The unfortunate reality is that unless you’re explicitly invested in an ESG fund, “you probably have invested in companies that extract or refine pollutants, mow down rain forests, or mistreat people or animals,” as the New York Times reported recently.

Yeah . . . oops.

The relatively low level of adoption of ESG funds in 401(k) plans might lead you to think that money managers don’t care about what happens to the environment or social issues. (Cue images of the bow-tied, mustachioed plutocrat on the Monopoly box.) But in fact, there has been an explosion of ESG-oriented investment funds over the past decade. In 2021 alone, over $500 billion was invested into ESG funds, an increase of over 50 percent from the prior year. Bloomberg estimates that there may be over $50 trillion (yes, that’s $50,000,000,000,000) invested in ESG strategies by 2025, representing a third of all money invested globally.

Putting your money where your mouth is isn’t a new phenomenon. People have been investing in accordance with their principles and religious beliefs for centuries. John Wesley, a founder of the Methodist Church, preached that his followers should avoid economic activity that harmed the health of laborers. Later, pensions managed for church organizations banned so-called sin stocks from their portfolios—in their case, companies that produced alcohol, tobacco, and firearms.

Today, ESG funds can be found in many of the same asset classes that make up the larger universe of investments. Active ESG funds often have a philosophy about what they are prioritizing, whether it’s choosing companies that have a higher ratio of women or minority executives, companies that pledge to become carbon neutral, ones that provide a livable wage for their employees, and so on.

If you’re accessing an ESG strategy inside of your 401(k), you can rest assured that your plan sponsor, acting as a fiduciary, is going to review the fund to make sure it meets their standards for investment. While ESG target-date funds do exist, the most common ESG fund you’ll see in a 401(k) plan is one that tracks the S&P 500 stock index. You’ll generally be allowed to move a percentage of your total balance into an ESG fund.

I would avoid moving everything all at once, however. Remember that stocks are risky assets, and even though your retirement is a long way away, it might make sense to have some other funds in your portfolio, such as international stocks and bonds. If you’re very interested in ESG, I recommend transferring, say, 20 percent of your current balance from your current fund—which is most likely a target date fund—to the ESG fund, plus 20 percent of your future contributions. This way, your overall level of risk doesn’t change too much.

If you are interested in ESG funds and your 401(k) plan doesn’t offer any, reach out to your HR department to see if they will add them to your 401(k) plan. Try to see if you can get some of your fellow employees to join you in this request. The more interest a company receives from its employees, the more likely they are to add new funds to their 401(k) plan. On the other hand, if you’re managing your own IRA, then you have countless ESG mutual funds to choose from. We’ll discuss how to do this in Chapter 8.

But I’m Ready to Take This Job and Shove It

Great! The single best way to increase your salary over time is to change jobs, and research shows that you’ll make less money over the course of your career if you work for the same company for too long.

However, do you remember that when caveat about your employer’s 401(k) match from earlier in the chapter? Good memory! Let’s return to our example with Sandy. It turns out that her boss at Anne’s Bagel Company, while very lovely and magnanimous, also hates it when her employees quit. (It costs a lot of money to train new bagel boilers.) So, she adds a stipulation to the company’s 401(k) plan: the 401(k) matching funds only vest if Sandy stays with the company for a full year. If she leaves to boil bagels at a rival company (or for any reason) before then, her boss can claw back all those 401(k) matching funds.

Clauses like these are very common. In fact, less than a third of organizations offer a full match that vests immediately. Some companies have a so-called vesting cliff, where you have to stay for a certain period of time, say two or three years, or else they snatch back every dollar they contributed. Others offer a sliding scale, meaning the amount you keep increases the longer you stay. It’s up to you to understand your plan’s rules, which you can typically find on your company website. When you consider that the average worker changes jobs between ten and fifteen times in their life, this could mean a lot of money lost if those transitions are poorly timed.

* * *

TIP: CHECK YOUR VESTING DATES

Remember to check your vesting dates before you turn in your resignation, especially if waiting an extra month will let you keep thousands of dollars. Note that when you leave a job, your employer cannot touch any money you contributed to your 401(k). The only funds that can be clawed back are your employer’s matching contributions.

* * *

If you’re ready to change jobs and your 401(k) matching contributions have not fully vested, consider sticking it out for a little while longer even if you hate your boss’s guts. It may not seem like a lot of money now, but swallowing your pride for another three months now might mean you get to shave three years off your retirement horizon. That said, if it’s truly a once-in-a-lifetime opportunity, losing some of that free money might be worth it in the long term. Take your time, do the math, and be sure to compare your new prospective employer’s retirement plan with your current one before you actually hand in your notice.

Assuming you’ve done all that and you’re ready to jump ship, for the love of God, don’t forget about your old 401(k) plan! See those italics? It means I cannot emphasize this point enough. As the New York Times reported recently, “About twenty-one million vested retirement accounts in the United States are inactive, meaning that they are eligible to be tapped but sit dormant instead.” According to the Center for Retirement Research at Boston College—yes that’s a real place!—the average amount of forgotten money in these accounts is a whopping $60,000. Can you imagine having sixty grand sitting around gathering interest for the rest of time? Believe it or not, it happens more often than you’d think.

When you change jobs, you have to decide three choices: keep your 401(k) where it is, roll it over to your new employer’s 401(k) plan, or roll it over into an IRA. The decision is not always clear-cut, so we’re going to break it down in depth in Chapter 10. Stay tuned!

Yikes, I Have Like a Million Old 401(k) Accounts . . . How Do I Track Them All Down?

Don’t worry—we’ve all been there. Early in your career, it’s easy to lose track of your retirement accounts. If there’s more than $7,000 in an account, then it will still be with whoever managed your 401(k). If there’s less than $7,000, then it might have been automatically converted into an IRA.

There’s also a decent chance that one of your old 401(k)s is with the same provider as your new one. Many companies use big names like Fidelity, Vanguard, Empower, ADP, and Charles Schwab. A lot of these firms automatically integrate clients’ old 401(k) plans that contain less than $7,000 into active ones, a process known as auto-portability. This might have already happened without you realizing it, so it’s a good thing to double-check.

Finally, retirement benefit distributors have begun creating databases to figure out exactly who owns the country’s twenty-one million unclaimed retirement accounts. The National Registry of Unclaimed Retirement Benefits (NRURB—I know, worst acronym ever) lets you enter your Social Security number and find a list of unclaimed retirement accounts associated with your name. Check out unclaimedretirementbenefits.com for more information. The National Association of Unclaimed Property Administrators also provides this service at unclaimed.org. Finally, the Department of Labor runs a database helping people find out if their old retirement plans have been or are in the process of being terminated, which occasionally happens if your former employer goes out of business. See askebsa.dol.gov/AbandonedPlanSearch for more information.

* * *

YOUR TAX-ADVANTAGED SAVINGS CHECKLIST


	If you’re employed full-time and aren’t already signed up for your company’s 401(k), ask your HR rep to open an account for you. Prioritize your Oh Shit! Fund if you’re still building it but try to contribute even a few dollars to your 401(k) from each paycheck if your employer offers a match. If your company doesn’t offer a 401(k) or you’re a freelancer, open either a SEP, traditional IRA, or Roth IRA, depending on your situation. (See the sidebar “BUT, ANNE . . . I DON’T HAVE ACCESS TO A 401(K). AM I SCREWED?” for more information on how to choose.)

	Every time you get a raise, increase the percent of each paycheck you contribute until you maximize your employer match. At this point, stop contributing and move on to the next step in building your STASH.

	Try to avoid changing jobs until your 401(k) matching funds have vested. Always compare your prospective new employer’s 401(k) plan with your old one. What seems like a higher salary may actually be lower if it does not include 401(k) matching funds!

	Retrieve any orphaned 401(k) accounts you may have left behind with former employers. Talk to your current HR department about rolling them into your current plan.
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Assess Your Budget

Balancing Retirement and Debt

Emergency fund—check!

Max out employer’s 401(k) match—check!

If you’ve made it this far in building your STASH, then you deserve more than just a pat on the back. As we saw earlier, more than half of Americans can’t afford a $1,000 emergency expense, and millions more who have access to matching employer 401(k) contributions don’t take full advantage. So, when you reach this milestone, go out and buy yourself something nice. Go to an overpriced restaurant. Splurge on a trip. Seriously—you deserve to celebrate this. With the steps you’ve taken, you’re firmly on your way to financial security.

A quick note: in this chapter we’re going to look down the road—in some cases many years down the road. We’ll be drawing up a road map for your long-term priorities, including when to make additional contributions to your 401(k) beyond the employer match, how to find additional tax-advantaged headroom when your 401(k) is maxed out, and—yes—what to do with those pesky student loans and credit card payments. If you listen to enough Dave Ramsey, you might think you have to live on rice and beans and live in a garbage can so you can devote every last cent to eliminating debt. But for people with, you know, a life, there are better ways to pay off loans while still saving for retirement and having some fun along the way. In this chapter we’ll see what needs to be paid now, what can be paid later (sorry, Dave)—and how to put all of these messy priorities in order.

So, without further ado, after you’ve built up your emergency fund and maximized your employer’s 401(k) match, here’s what you need to do next!

Pay Down High-Interest Debt

When you borrow money from a lender—whether in the form of a mortgage, a car loan, or a credit card—you’re required to pay back the loan principle in full plus interest. However, not all debt is created equal, and not all of it should be prioritized right now.

Long-term, low-interest debt like student loans and mortgages are meant to be paid back over years and decades, so the monthly payments are manageable. Trying to pay back a six-figure student loan in your twenties would be extremely difficult, and unless you’re making a boatload of money, it would mean forgoing retirement contributions . . . not to mention food that doesn’t come in a can. As we saw in Chapter 2, thanks to the magic of compound returns, you’d almost certainly lose money trying to do this. That’s because, over many years, the money in your tax-advantaged retirement account grows faster than the interest on your low-interest long-term debt. Conversely, high-interest debt can quickly snowball and overwhelm your finances if you aren’t careful.

So what does “high-interest” mean, exactly? There isn’t a permanent definition because it depends on variables like the prime rate and the federal funds rate—you know, numbers that old guys in suits decide at quarterly Federal Reserve meetings. For our purposes, we’re going to use a benchmark of 7 percent, which is roughly the historical annual return of the S&P 500 (without reinvesting the dividends), where a big chunk of your retirement account will be invested. To keep things simple, any debt with higher than 7 percent interest should be paid off quickly, while any debt with lower than 7 percent interest can be paid off slowly.

Let’s use the example of Miranda, who has a $1,000 balance on her credit card with a typical 22.7 percent APR (annual percentage rate). If she only makes the minimum payment of $35 per month, it will take her over forty months to pay back her balance (assuming she stops making any more purchases) while paying an extra $450 in interest. Now imagine if she keeps swiping her card while still only making minimum payments—you can see how quickly the interest snowballs.

Another form of debt to pay off immediately: “buy now, pay later” loans (BNPL). BNPL is seemingly available everywhere these days. Apple lets you pay off that new MacBook in four installments, while an ever-larger share of Americans is using BNPL apps to pay for everyday items like groceries. Now, I know what you’re thinking: “Anne! BNPL is interest-free!” While that’s technically correct, the devil, as always, is in the details. BNPL loans are marketed as 0 percent interest, but that comes with a major caveat: if you’re unable to repay the predetermined installments on time, you’re typically hit with interest charges as high as 36 percent APR.

While using BNPL might not seem like a big deal now and then, remember that it’s a scheme cooked up by sellers and lenders to make you overspend on items you wouldn’t normally be able to afford. A survey by The Motley Fool Ascent found that over a quarter of BNPL users in 2023 made a late payment or missed one altogether. As the Consumer Financial Protection Bureau explains, BNPL “is engineered to encourage consumers to purchase more and borrow more.”

* * *

COMMON FORMS OF HIGH-INTEREST DEBT

The interest rate on your debt governs how much it will cost you to borrow that money in the long term. For our purposes, any debt that carries an interest rate higher than 7 percent should be considered high-interest. These usually include liabilities like:


	Credit Card Debt. In 2023, the average APR for credit cards was 24.2 percent—ouch. Make it a point to pay your monthly balance back in full.

	Personal Loans. These are typically issued by a bank and are unsecured, meaning they aren’t protected by an underlying asset like a house or a vehicle. They carry an APR of around 14.5 percent.

	(Some) Auto Loans. Cars are expensive! Auto loans are the third most common form of debt after mortgages and student loans, with the average car buyer borrowing nearly $42,000 for new vehicles and $29,000 for used ones. If you have good credit, you might score a loan under 6 or 7 percent interest, but the average rate for used cars is well over 10 percent. Buy responsibly! (We’ll discuss more about buying a car in Chapter 9.)

	(Some) Private Student Loans. While low-interest federal student loans account for some 92 percent of all student loan debt, private lenders make up the other 8 percent. Private debt can be under 6 percent interest if you have good credit, but it can also surge to 10 percent or more. If you have high-interest student loan debt, you should prioritize paying it back or consider refinancing.

	Payday Loans. If you need immediate cash to bridge you until your next paycheck, a payday lender will provide you a loan, typically at exorbitant interest rates. The average in 2023 was a whopping 400 percent APR. Needless to say, avoid at all costs.



* * *

Increase Contributions to Your 401(k) to Keep Pace with Your On-Track Score

Once you’ve paid off your high-interest debt, it’s time to revisit our old friend the 401(k). In the previous chapter we saw the importance of gobbling up all that free cash by maximizing your employer match. While most employers turn off the money spigot after matching around 6 percent of your income, you’re still free to keep throwing in tax-free dollars—up to $23,000 per year, in 2024. Even better, that figure does not include what your employer chips in. (If you work for a particularly generous company, you can contribute a combined total of $69,000 annually!) The IRS updates these amounts almost every year for inflation.

Remember in Chapter 4 when we covered the Heart Attack Chart? Using tools in that chapter, you came up with an On-Track Score—meaning, the percentage of your income you need to be saving in a tax-advantaged account to hit your retirement goal. Once you’ve funded your emergency fund, maximized your employer 401(k) match, and paid down high-interest debt, it’s time to start putting additional money into your 401(k) until you reach that magical On-Track Score. But I don’t recommend exceeding that threshold. You may want to buy a house, get married, save for graduate school, or replace your old car with a more reliable set of wheels. (We’re going to cover short-term saving goals extensively in the next chapter.)

Note that as you receive regular pay raises, you’ll probably need to keep boosting your 401(k) contributions to stay on pace with your On-Track Score. Your retirement goals may change, too. If you decide that you want to retire at sixty instead of sixty-five, you’ll need to save a lot more, since you’ll have five fewer years of savings and compound returns and you will need that money to last for five more years in retirement. Check out one of the online calculators on my website, annelester.com, like NerdWallet, Fidelity, E-Trade, or your 401(k) provider’s online portal that I mentioned in Chapter 6 to refine your On-Track Score.

If you’re in your twenties, you’ll likely have plenty of ceiling in your 401(k) for now. And remember as we saw in Chapter 3 and the hacks to avoid consumption creep, although getting to a 10 or 15 percent savings rate (including the free money) may seem impossible today, you really can get there if you increase your savings rate by just 1 percent a year over the course of your twenties, as you can see from the chart below. If you’ve timed those increases in your savings rate to coincide with any raises or refunds you get, it really won’t be as painful as it sounds.

[image: ]

Assumptions: Starting salary of $50,000; 2.5 percent raise per year; returns of 7 percent per year.
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Don’t worry if it takes a few years—or a decade—to get to your target savings rate. If you get in your thirties, your money still has decades to grow.




However, while contributing the maximum $23,000 annually to your 401(k) may seem like a crazy pipe dream, you may reach that threshold faster than you think. For instance, if your On-Track Score is 15 percent, you’ll max out your 401(k) contributions at a salary of a little over $150,000 per year. If you’re someone in your mid-thirties who’s a bit behind and you’re saving 20 percent of your income for retirement, you’ll max out your 401(k) at over $113,000 per year.

Depending on your On-Track Score, maxing out your 401(k) may be very far off, it might be just around the corner, or you might already be well on your way to doing it. If and when this happens, you’ll have to start stashing money in another tax-advantaged account. We’ll cover these options shortly. But first, an important word about student loans.

Tackle Student Loans and Other Long-Term Debt

As we discussed earlier, a low-interest loan is anything with an interest rate lower than about 7 percent—or the historical average return of the S&P 500 index (without reinvested dividends). For most people, that includes student loans. If you have a typical federal student loan with an interest rate around 6 percent, you’ll be fine just making the minimum payments until you’ve hit your On-Track Score. I get how this can sound scary, or even downright irresponsible. If you spend any time reading Insider or CNBC, you’ll come across articles like “How I Paid Off $100,000 in Student Debt in Just Three Years!” And if you listen to Dave Ramsey, you might feel like an avocado-toast-munching, latte-sipping spendthrift if you own a credit card.

I get the temptation, I really do. In high school you’re told to study hard, get good grades, ace the SATs, and get into the best college possible. When that acceptance letter came in the mail—or landed in your email inbox—the last thing on your mind was how much your education was going to cost. Surveys show that nearly 70 percent of students have no idea what their first student loan payment is going to be when it finally rolls around. And when it does, you might feel embarrassed, ashamed, or even stupid—especially if you didn’t land that six-figure job immediately after graduation.

It may take a long time until you appreciate the value of your education, if you ever do, especially if it cost a lot of money. Yet, consider that over their careers, workers with a college degree earn 75 percent more on average compared to those with only a high school diploma. While there are certainly high-paying jobs that don’t require a bachelor’s degree, they are rare; according to Georgetown University’s Center on Education and the Workforce, jobs for individuals without college degrees paying over $130,000 per year make up just 1 percent of the American economy.

So, to reiterate, if you have student loan debt with an interest rate under 7 percent, you’ll be just fine making the minimum payments until you’ve reached your On-Track Score. The same goes for your car loan if you have one. After that, feel free to throw some extra money toward those loans. Interest is still interest, after all, and having debt means you have less money to spend on other priorities. Just make sure to check in on your On-Track Score each year, or before you make a big financial decision (like buying a car). If you need to increase what you’re saving for retirement to get and stay on track, you might need to dial back your long-term loan repayments. At the end of the day, exactly how much extra money you should contribute to your loans depends on your individual situation and what your other priorities are.

* * *

HEALTH SAVINGS ACCOUNT

A health savings account (HSA) is a tax-advantaged account that lets you set aside pre-tax dollars for future out-of-pocket medical expenses such as co-payments, deductibles, coinsurance, and other fees that insurance companies love to tack onto your health-care bills. You can add a little under $4,000 annually to your HSA if you’re single, but it’s only available if you have a qualified high-deductible health-care plan.

I generally recommend that you skip an HSA unless you are already maxing out all of your other tax-advantaged programs, or you have less-than-stellar health insurance and a tricky health condition that requires you to frequently go out of pocket to pay for medical expenses. Especially for younger workers who are unlikely to be in a high tax bracket, maximizing the benefit of the account requires a lot of careful recordkeeping, and the money is subject to a 20 percent penalty if it is used for nonqualified purposes.

* * *

Open an IRA

Once you’ve maxed out your 401(k) contributions, you’ll probably need to find additional tax-advantaged ways to stay on track for retirement, especially as your salary grows. For most people, that means opening an individual retirement account (IRA). Keep in mind that if you’ve made it this far, you’re absolutely crushing it! Only about 12 percent of Americans manage to max out their 401(k), and even fewer continue saving beyond that.

But since you’re reading this book, your goal is to be in that elite group of savers! It may take a few years, it may take more than a decade, but it’s critical to plan now for life after maxing out your 401(k), especially if you decide you want to retire ahead of schedule. Meanwhile, if you’re self-employed or otherwise don’t have access to a 401(k), the IRA will be your primary way to save what you need for retirement.

* * *

WHAT’S THE DIFFERENCE BETWEEN A 401(K) AND AN IRA AGAIN?

A 401(k) is a workplace savings plan that is offered by your employer. Only they can provide one for you. Most companies will automatically enroll you in their plan if they offer one, facilitate your contributions to the plan via an automatic payroll deduction, and most will also provide some level of matching contributions (although that isn’t mandatory).

An IRA (Individual Retirement Account) is something that you set up by yourself. (In some rare circumstances an employer can also offer one as well as facilitate payroll contributions for you but that isn’t very common, especially for companies that employ more than five or ten people.)

* * *

Like your 401(k), any money you contribute to an IRA grows tax-free until you withdraw it sometime after you turn 59 and a half. The difference is that the contribution limits are lower: instead of $23,000, you can only contribute $7,000 annually to an IRA. Additionally, your contributions aren’t automatic, so you have to set them up manually with your brokerage firm. However, unlike a 401(k), you have virtually unlimited investment options at your disposal. You could invest everything in the latest meme stock if you want (you definitely should not) or pick from well-diversified mutual funds (you probably should). Because IRAs are self-managed, the fees can be as low as zero depending on what you invest in.

As discussed earlier, IRAs come in two flavors, traditional and Roth. Traditional IRAs work just like a traditional 401(k): you deduct the money you contribute from your taxes, and it grows tax-free until retirement. However, you’ll have to pay income tax on your withdrawals. Roth IRAs (named after their creator, the late Delaware senator William Roth, in case you were wondering) work in the opposite way: you don’t get a tax deduction when you make a contribution, but any money you withdraw during retirement is not subject to income tax.

Which do you choose? It depends on several factors. The key consideration is how you believe your future income will compare with your current situation. If you plan on having more income during retirement than you do now—maybe through a combination of part-time work, Social Security, dividends, rental properties, and so on—you might consider a Roth IRA, since withdrawing won’t increase your tax burden. Conversely, if you believe you’ll be swinging on a hammock, playing shuffleboard, and bouncing grandchildren on your knee all day, your future income may be low enough that withdrawing from your traditional IRA won’t add significantly to your tax bill. You can contribute to both, but remember that the $7,000 limit covers all your IRAs.

* * *

IRA INCOME LIMITS

If you’re considering contributing to that shiny new IRA, the IRS has a few last tricks up its sleeve: income limits. These apply to both traditional IRA and Roth IRAs, though in different ways. Let’s break them down now.

Traditional IRAs. No matter what your income is, you can always contribute a maximum of $7,000 per year to your traditional IRA. However, if you’re already paying into your workplace 401(k) and your income is high enough, your IRA contributions may not be tax-deductible. If you’re single and your adjusted gross income, or AGI (your total income minus deductions like retirement contributions, student loan interest, business expenses if you’re self-employed, and so on), is more than $87,000, you cannot deduct any of your IRA contributions, though, crucially, they will continue to grow tax-free. If you’re married, the limit is $143,000.

Roth IRAs. Fortunately, the amount of money you can contribute to a Roth IRA has nothing to do with whether you have a 401(k) at work. However, starting at an AGI of $146,000 (if you’re single), the total amount you may contribute begins declining. After $161,000, you cannot contribute anything to your Roth IRA. If you’re married, the limit is $240,000.

If you’ve maxed out your 401(k) but still make less than $161,000 annually (remember, your AGI does not include 401(k) contributions unless you contribute to a Roth 401(k), so you’ll likely have some headroom), I recommend putting as much money into a Roth IRA as possible, up until you meet your On-Track Score. If you eventually make too much money for any Roth contributions—a good problem to have!—then start moving your cash into a traditional IRA; you won’t be able to deduct contributions from your income taxes, but you’ll still get the benefit of tax-free growth.

* * *

Next up is deciding where to open your IRA. You’ll want to open it through a brokerage account instead of a savings account, because IRAs offered through brokerages give you access to the entire stock market as well as funds, and thus the magic of compound returns. Savings accounts are an ultraconservative way to protect your money because you’ll be immune from fluctuations in the stock market and your deposits will be FDIC-insured up to $250,000. However, the interest you earn will be much lower than inflation, so time will be working against you.

Traditional brick-and-mortar brokerage firms including Merrill Lynch, Morgan Stanley, Raymond James, and Edward Jones are all places to look for online platforms (though they may push you to hire a financial advisor at an extra cost), as are online brokerages like Schwab, Robinhood, and E-Trade, where you’ll have a more DIY experience. In addition, mutual fund companies like Vanguard and Fidelity have robust on-line brokerage platforms, as do national banks such as Chase, Bank of America, Wells Fargo, and many community banks.

Keep in mind that your investments in funds and the stock market are not FDIC-insured, so you theoretically could lose anything you invest. However, as we saw earlier in this book, a well-diversified portfolio that gives you exposure to every sector of the economy will make you money in the long run. Again, we’ll discuss how to do this on your own in Chapter 9.

* * *

THREE FACTORS TO CONSIDER WHEN CHOOSING A BROKERAGE FIRM


	Fees. Most brokerage accounts offered by major institutions now offer commission-free trading, meaning you don’t have to pay a fee every time you execute a trade. If you add to your IRA on a biweekly or monthly basis, these fees can easily add up to hundreds of dollars per year if your brokerage charges a commission, so do your research.

	Ease of Use. Is the interface easy to understand? And can you easily transfer funds from your checking account? As we saw earlier in the book, your brain looks for any excuse to avoid saving money. Don’t let a bad user interface be the reason you don’t contribute to your retirement savings.

	Support. In a time when AI is replacing seemingly everything, it’s critical to be able to reach an actual human on the phone who can answer questions about your money.



* * *

You have the freedom to invest your IRA in virtually anything, including stocks, bonds, mutual funds, annuities, ETFs, and even real estate. This can seem daunting if you’re a novice investor. But don’t worry! As we’ll see later in this book, you don’t have to be the next Warren Buffett to successfully manage your IRA. You can closely mirror the returns you see in your 401(k) without having to pick a single stock, thanks to the wealth of index funds, mutual funds, and target-date funds at your disposal. You might even have—gasp—a little bit of fun along the way.

Taxable Investment Account

Phew—you’ve come so far. Not only have you maxed out your 401(k) and an IRA, paid off high-interest debt, and made a dent in your student loans, you still have money left over to invest. At this point you’ve exhausted your tax-advantaged options, so now it’s time to open up a taxable investment account.

Just so we’re clear—this may not be relevant to you for a long time, especially if you began saving in your early twenties and you only need to be putting away 10 to 15 percent of your income each year. But if you began saving later in life, if your retirement timeline is aggressive, if you make a lot of money, or if you have crazy good genes and expect to live into the next century, then you’ll have to start thinking about opening a taxable investment account. Putting money there will also be necessary if you plan on retiring early—that is, before 59 and a half, when you can withdraw money from your 401(k) and IRA without penalty.

So what exactly is a taxable investment account? In a nutshell, it allows you to buy and sell securities like stocks, bonds, mutual funds, exchange-traded funds, and index funds just like you do with your IRA. (We’ll cover what all that means in the next chapter.) Back in the old days you did this through your stockbroker, who bought and sold stocks by waving his arms at a guy in a green jacket at the New York Stock Exchange, like in the movie Wall Street. These days you can just head to an online brokerage and start trading stocks in a few minutes. However, the money you invest cannot be deducted from your income taxes, and you have to pay capital gains taxes when you sell assets for a profit (though you can offset those gains with any losses). Depending on your income, capital gains taxes are as high as 20 percent for investments you hold for more than a year, and as high as 37 percent for investments you hold for less than a year.

Again, don’t worry if this sounds overwhelming! We’re going to explore some other things you may need to save money for during your life—you know, teeny tiny occasions like buying your first house, paying for a wedding, having kids, and putting them through college. After all, you shouldn’t have to wait until retirement to enjoy the life you want!

* * *

YOUR SAVINGS CHECKLIST


	Emergency Savings—check!

	Maximizing 401(k) match—check!

	After maximizing your employer 401(k) match, prioritize high-interest debt like credit cards, BNPL, personal loans, and high-interest car loans.

	Increase 401(k) contributions until you meet your On-Track Score.

	Tackle student loans and other forms of long-term debt. Start funding an HSA if necessary.

	If you’ve maxed out your 401(k) contributions and have not met your On-Track Score, open an IRA with a brokerage firm.

	If, after maxing out your 401(k) and IRA, you still need to meet your On-Track Score (this may take you a very long time), open a taxable investment account, too.
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Stay the Course

Making the Most of Your Retirement Savings

When most people were frantically buying toilet paper during the early days of the COVID-19 pandemic, Andrea was selling, not household supplies, but her entire investment portfolio. The stock market had begun to slide in February 2020, and by mid-March it was plunging at a rate not seen since the Great Depression. Every time she logged into her brokerage account, it seemed her balance had dropped by another 10 percent. Desperate not to lose her hard-earned savings, Andrea sold off everything in her IRA and her taxable investment account. Then she called her 401(k) provider and liquidated every position.

A few days later, the market bottomed out. With the world so uncertain, Andrea kept her money safely in cash. How could she trust the economy when it was unsafe even going outside? She waited even as the market began to rally. It regained its losses by May and kept charging. While it usually takes more than a thousand trading days for a bull market to double, it took just 354 days for it to grow 100 percent from its pandemic low—a rally that Andrea missed out on.

She was certainly not alone. As Bloomberg reported recently, “Millennials were more likely than any other generation to flee the stock market” during the rout. An Ernst & Young survey found that nearly half of millennial respondents chose to keep their investments in cash during the market volatility, compared to just a third of Gen X and a quarter of boomers. Going back further, investors who missed the market’s ten best days in the past two decades saw just half the returns of investors who stuck it out.

The moral of the story and of this chapter? Hold tight. No matter what happens with the economy, no matter if your candidate lost the election and the country is going to hell in a handbasket, you hold tight. As we’ll see, there are only a few course corrections you need to make to your 401(k) or IRA over the years. We’re going to cover how to set your retirement savings on autopilot for the next few decades—and a few scenarios when you might consider momentarily taking over the controls.

* * *

MONEY TERMS YOU’RE TOO EMBARRASSED TO ASK ABOUT

If you choose to get a little more involved in your retirement investments, there are some basic terms you should know. If you can memorize the following, you won’t just sound smart at your next dinner party, you’ll also have a better understanding of how, exactly, your hard-earned cash is invested. The following are some terms we’re going to discuss in this chapter:


	Stocks. Also known as equities. Buying stock means you have fractional ownership of a publicly traded company. Stocks are bought and sold on exchanges and comprise a large portion of your retirement portfolio when you’re young because they have the potential to exponentially increase in value.

	Bonds. Unlike stocks, bonds do not give you any ownership rights. Rather, they represent debt that corporations or governments must pay back with interest over a certain time period. Bonds are generally safer, but less lucrative, than stocks and often comprise the majority of your investment portfolio as you near retirement.

	Dividends. Each quarter, the board of directors of many publicly traded companies meet to determine what portion of their earnings should be returned to shareholders. These dividends, as they are called, can be paid in cash or additional stock.

	Coupons. Once or twice a year, bond holders receive interest payments in cash based on the nominal value (what each bond will pay when it matures) of the bond.

	Mutual Funds. To make investing easier and safer, fund companies group many stocks or bonds into a single fund that you and I can invest in. Professional managers periodically rebalance the fund, ensuring it remains diversified. Mutual funds often invest in specific types of companies, such as tech or bank stocks, or certain sectors of the economy, such as energy or health care. Your retirement portfolio may be composed of both stock mutual funds and bond mutual funds.

	Growth and Value Funds. Stock mutual funds in your 401(k) are sometimes differentiated between “growth” and “value.” Growth funds represent companies that have seen higher-than-average gains in recent years, whereas value funds look for companies that are underpriced. Historically, growth stocks perform better during bull markets, but are the first to be punished during recessions.

	Index Funds. Index funds are a type of mutual fund that attempts to mirror an entire market index, such as the S&P 500 or the Nasdaq. Because they are simple to manage and rebalance, index funds typically have lower fees than many mutual funds, which often require more active management.

	Exchange-Traded Funds (ETFs). Like mutual funds, ETFs let you invest in a basket of stocks in a particular sector of the economy or an entire market index and often have very low fees. The main difference is that ETFs have ticker symbols and can be bought and sold during the day like regular stocks. (Mutual funds are only priced once daily, after the market closes.) ETFs are popular with retail investors who like to take a more active role in managing their investments. Because they are so similar, for the purposes of this book, we’re going to use the terms mutual funds and ETFs interchangeably.



* * *

Your 401(k) Investment Options

If you’re like most people, you immediately toss your 401(k) statement in the trash. (Doesn’t it seem like no matter how many times you select “paperless billing,” they still insist on sending you everything via snail mail?) Honestly, you can keep throwing them in the trash for the most part. Take it from me: watching your retirement balance rise and fall with the market is not great for your long-term mental health.

A few chapters ago I mentioned that your 401(k) likely has several different investment options to choose from. At the time, I said not to sweat it—by law, you must be defaulted into a safe, well-diversified mix of funds—but as you get older and start accumulating more money, you might consider taking a peek under the hood of your 401(k). Even if you don’t tinker with any levers, though, it’s important to know how your money is invested and what your other options are.

But First, a Word about 401(k) Fees—Ugh. The Worst.

One reason your 401(k) is such a powerful wealth-building tool is because it’s automatic: your employer simply diverts a chunk of money from your paycheck to a tax-advantaged account. However, the ease of a 401(k) can be a double-edged sword. While you can trust that your money is being managed by a portfolio manager who is a fiduciary (meaning a professional who is legally required to act in your best interest), they are allowed to charge fees in return for this service. And managing 401(k)s is big business: Americans’ employer-sponsored retirement accounts collectively hold trillions upon trillions of dollars. Naturally it costs money to keep track of all this cash, so the Department of Labor allows 401(k) managers to charge “reasonable” fees in return for their services. So what does “reasonable” mean? Well . . . no one really knows.

Generally speaking, fees fall into three categories: investment fees, administration fees, and service fees. These comprise the cost of doing business, including buying and selling stocks, bonds, and mutual funds; paying the salaries of the good folks who manage your 401(k); and the countless other expenses associated with keeping track of all your hard-earned money. Investment fees, administration fees, and service fees collectively add up to your total annual all-in fee, which generally ranges from around 0.1 percent to as high as 2 percent or more of your 401(k) balance.

Yes, I know, it sounds negligible, especially when you don’t have that much saved. Except, this is where the magic of compound returns can work against you. Let’s say Hanan is twenty-five years old and has $25,000 saved in her 401(k). A 1 percent annual fee—a measly $250—doesn’t seem that big a deal at the time. That’s the cost of a pair of AirPods. Except, just as Hanan has the luxury of decades to grow her nest egg, time can also erode it away. If she is on track to add $10,000 to her account annually, her 7 percent average return will actually be a 6 percent net return. And that 1 percent fee will end up costing Hanan almost $550,000 by the time she retires in forty years. Now imagine how much she will pay in fees if she maxes out her 401(k) each year!

You should always maximize your employer match no matter what your 401(k) fees are—free money is free money, after all. But if the fees in your 401(k) are higher than 0.50 percent, you might consider halting your contributions after you maximize your employer match and throwing that money instead into a traditional or Roth IRA, assuming your fees are lower there. Once you max that out and you still need more tax-advantaged headroom to reach your On-Track Score, you can start pouring money back into your 401(k)—but unless you’re making some serious income, it will take a long time to get to this stage!

You can find information about the fees you’re paying in your 401(k) in your annual statement or your plan’s website. If you have trouble finding them, give your HR department a call.

The Most Common 401(k) Investment Options

Note that many 401(k) providers prevent you from picking individual stocks, and for good reason, too. Research repeatedly shows that individuals who use a special brokerage window in their 401(k) plan that allows them to trade stocks generally underperform the plan’s fund options, so unless you’ve invented some AI stock-picking algorithm, you should probably avoid this route. Instead, your provider will offer you a menu of diversified investments that seek to mirror the overall performance of the stock and bond markets. Even these can seem overwhelming, so let’s break down the most common ones now:

Target-Date Funds. As discussed earlier in the book, if you haven’t touched your 401(k) until now, this is probably what you’ve been defaulted into. Target-date funds are your simplest option, which is why I recommend them for most people. Based on your age, your 401(k) administrator will sort you into a fund corresponding with when you turn sixty-five, such as the 2055 fund, the 2060 fund, the 2065 fund, and so on. The further away you are from your target date, the riskier (and potentially more lucrative) the investments. As your date approaches, more of your assets will be allocated into bonds, which are generally more stable during economic downturns. Target-date funds are the ultimate “set it and forget it” option. Note that if you don’t plan on retiring at sixty-five, you can always switch to a nearer or further-away target date.

Managed Accounts. Some 401(k) plans offer managed accounts, which typically use information available about you (like your age and whether or not your company also offers a defined benefit retirement plan) and information you can provide (like debts you might be paying off and other investments that you might have) to customize a portfolio for you. These are also sometimes offered as default strategies instead of target-date funds. They often have an additional fee associated with them so check the fine print if you are interested in signing up for this. Managed accounts offer the promise of doing a better job of customizing a portfolio for you than a target-date fund if you have an usual financial situation, as well as provide individual advice about how much you should be saving, and they work best if you provide as much additional information as you can (often by linking your external accounts through an aggregation service from your provider).

Model Portfolios. Another popular option in 401(k)s are model portfolios, which are useful if you want a little more control over how your money is invested but don’t want to mess with choosing individual mutual funds. Model portfolios are typically divided into six categories: a “stable” portfolio that is invested in ultrasafe government bonds and is ideal for folks about to retire; a “conservative” portfolio that emphasizes low-risk bonds with a few value stocks sprinkled in; a “balanced” portfolio that offers an equal mix of stocks and bonds; a “moderate” portfolio that offers mostly stocks of varying risk levels; a “growth” portfolio that is heavily weighted toward riskier stocks; and an “aggressive” portfolio that is exclusively composed of high-risk, high-reward stocks. Note that it will be up to you to change your model portfolio as you get older, and your emphasis shifts from growing your money to protecting it.

Balanced Funds. A balanced fund is a one-size-fits-all approach that allocates your money roughly 60 percent to stocks and 40 percent to bonds. Unlike a target-date fund, a balanced fund does not change that proportion based on how close to retirement you are. Given the near-even split of stocks to bonds, balanced funds generally won’t rise as fast as more aggressive funds during a bull market, but they also won’t fall as far during recessions. You might choose a balanced fund if you’re in your forties or fifties and have not figured out your retirement goals yet.

Individual Mutual Funds. If you don’t select any of the three above options, you might be presented with a menu of mutual funds. You’ll likely have an option for US large-cap stocks, which include companies that are worth more than $10 billion—the likes of Apple, Microsoft, General Electric, Berkshire Hathaway, Walmart, and other conglomerates that remain relatively stable. You may also see a US small-cap stock fund, which tries to pick up-and-coming stocks with the potential for serious gains. Other options you’ll see include international stocks, emerging markets, fixed income, and occasionally categories like real estate and natural resources.

OMG, So Many 401(k) Options—Which Do I Choose?

Again, for most people, I simply recommend choosing a target-date fund that roughly matches when you think you’ll stop working full-time. You can always move to a new target date if your retirement goals change. It might make sense to build your own portfolio if you’re already investing for yourself outside of your 401(k) plan. Say, for example, your spouse owns a business, and their retirement is dependent on what they can sell the business for in twenty years. You might choose less risk in your portfolio to balance things out. Or maybe you’ve spent a lot of time and energy understanding financial markets and you enjoy being in charge of your investments. If you truly want to DIY your 401(k), please keep the following in mind:

First, one thing I used to do when I was a portfolio manager was compare the performance of workers who were invested in target-date funds my team and I managed against clients who invested on their own. (Don’t worry—it was all anonymous!) Lo and behold, the target-date funds almost always did better. Sometimes a lot better.

Which leads me to my second point: keep track of how well your investments are doing—and be honest with yourself. DIY investing can be both enjoyable and rewarding. The bragging rights are awesome if you do well, too. But you should be disciplined and periodically evaluate how you’re doing—I recommend once a year—versus your 401(k)’s standard target-date fund. You may do better some months, or even some years, but are you doing better over the course of three years? Five years? The longer your horizon, the harder it is to beat both the pros and the broader market.

How to Invest Your IRA or Taxable Account

For most people with an employer 401(k), you never have to pick a single investment and can trust that your money is being safely managed by a fiduciary. This isn’t the case if you don’t have access to a 401(k) and need to save on your own. You have to set up an IRA or taxable brokerage account, manually fund it, and then invest your money so you have access to the magic of compound returns. You’ll also need to read through this information if you’ve maxed out your 401(k) and must still save more to keep pace with your On-Track Score. If this sounds like a lot—don’t worry. You’ve got this. With a little bit of work now, this process can be simple, safe, and automatic.

As we discussed in Chapter 7, you first need to set up an IRA or taxable brokerage account. This will give you access to the investments we’re going to cover in this section. Once you open your account, you’ll need to link it to your bank account and set up automatic transfers. Remember, we can’t trust our brains to manually move money from each paycheck into a retirement account. Set up an automatic transfer on your payday, and make sure to increase this amount whenever you receive a raise!

Once you’ve done that, it’s time to fund your account and start investing. Note that all of the information below is relevant whether you’re investing your IRA or a taxable brokerage account. This is money specifically earmarked for retirement. It is not meant to be accessed for many years. If you’re interested in saving for shorter-term purchases, we cover that in Chapter 9. If you’ve already met your On-Track Score and want to try your hand at investing money not earmarked for retirement, we cover all of that in Chapter 11.

* * *

TIP: DON’T FORGET ABOUT ANNUAL MAXIMUM CONTRIBUTIONS

Remember that you’re only allowed to contribute $7,000 each year into your traditional or Roth IRA. When setting up your automatic transfers, make sure you won’t exceed the IRS maximum at some point during the year or else you’ll owe a big penalty at tax time! If you’re self-employed, consider setting up a SEP IRA, which allows for much higher contribution limits. (Note that your taxable brokerage account is not subject to any IRS limits.)

* * *

Option No. 1: Target-Date Funds

Now that your IRA or taxable brokerage account is set up and funded, it’s time to pick your investments. Unlike with your 401(k), you have the freedom to invest in nearly anything. As discussed earlier, however, your most convenient option is to mimic the kind of stable, long-term growth you’d see in a 401(k) plan. For most people, this means choosing a single target-date fund that automatically invests your money in a basket of stocks and bonds based on how far you are from retirement. As you get older, you’ll automatically be placed in safer investments that are less likely to decline during a recession.

Target-date funds are a great idea even if you don’t know exactly when you plan to retire; you can always switch to a more aggressive or conservative fund later. Start by calculating the date you turn sixty-five (or whenever you plan on retiring). Next, you’ll need to find a reputable, low-cost fund. Your best option is to explore the funds offered by the brokerage firm with which you opened your IRA or taxable brokerage account. By staying in-house, you won’t have to pay commission and service fees that can add up over the long-term.

For example, if you opened your account with Vanguard, you have access to Vanguard Target Retirement Funds, which are offered in five-year increments like 2055, 2060, 2065, and so on. If your account is with Fidelity, you’ll have access to Fidelity Freedom Funds; and Charles Schwab has target-date mutual funds. Every major brokerage and many bank platforms should have low-cost target-date funds to choose from, but be sure to research them first using tools like Morningstar, US News & World Report, MarketWatch, or CNBC. Generally speaking, you want to stick with a fund that offers a diverse mix of large-cap and small-cap stocks, international and emerging markets, and a low expense ratio (under 0.50 percent).

Option No. 2: Build a Three-Fund Portfolio

If you want a little more control over where your money is invested, you can opt to build a simple three-fund investment portfolio. This will involve a little more tinkering and occasional rebalancing, but you may be able to save on fees compared to a set-it-and-forget-it target-date fund.

If you google “how to invest your money,” you’ll get somewhere around a bajillion results. There are countless books on how to time the market, how to pick and choose mutual funds, and how to analyze companies—don’t worry, we’re not going to get into any of that. There’s a misconception that you need a dozen or more funds to have a properly diversified retirement portfolio. Nonsense! I spent almost thirty years putting together retirement funds with hundreds of complex and exotic investments—and while they often did better than portfolios with just three funds, they also required a lot of work from a large team of investment professionals. A simple portfolio holding just a few funds that are well diversified will give you similar results over time, with a lot less hassle and stress.

That’s what we’re going to cover here: the tried-and-true, three-fund portfolio. This strategy keeps your money well diversified while virtually guaranteeing long-term growth similar to what you would see in a 401(k). It includes two domestic asset classes—stocks and bonds—and a third pool of international stocks. (Non-US stocks are important because international markets don’t always rise and fall with our own, which can help buffer losses during a recession.) As always, we’ll be focusing solely on low-cost funds, not individual stocks and bonds.

The first step is to determine your allocation of stocks to bonds. As we discussed earlier, the younger you are, the higher proportion of stocks you want in your portfolio. Over the long term, well-diversified stock funds grow much faster than bonds, which are less volatile and therefore have lower returns. Since you have the benefit of time, you can afford to weather a few recessions before you need to tap your nest egg. As you get older, you’ll gradually rebalance your portfolio toward bonds to emphasize stability over rapid growth. The formula I use to determine your stocks-to-bonds ratio is 110 minus your age. So, if you’re twenty-eight-years old, the math is: 110 - 28 = 82. This means 82 percent of your nest egg should be in stocks, and 18 percent in bonds. Next year, that ratio will be 81/19, and 80/20 when you turn thirty. As for the ratio of domestic to international stocks, I recommend 60 percent US stocks and 40 percent international stocks. If you’re still a little fuzzy on the math, don’t worry, we’ll look at a few examples shortly.

The next step is to pick funds with an expense ratio less than 0.50 percent. And of course, you can find index funds that have much lower fees as well. As noted earlier, these are widely available from major brokerages. Remember to check the box to have dividends automatically reinvested. Dividends might seem tiny at first, but over years they add up to a lot of money and will significantly compound your investment. Remember that it’s usually free to buy and sell a brokerage’s own mutual funds when you open a retirement or taxable account with them. For your simple three-fund portfolio, you will need:


	A Total US Stock Market Fund. Instead of mirroring specific kinds of companies or sectors of the economy, total market funds benchmark the entire US stock market, giving you maximum exposure to large companies, small companies, and all the major stock indices.

	A Total International Stock Market Fund. Instead of domestic stocks, an international stock market fund covers thousands of foreign companies across developed and emerging markets. The best funds can give you exposure to 95 percent or more of the largest international companies in addition to smaller companies with high growth potential.

	A Total US Bond Market Fund. A total US bond market fund seeks to replicate the entire bond market—typically the Barclays Aggregate Bond index—including treasury bonds, corporate bonds, and high-quality mortgage-backed securities.



And that’s it! With these three mutual funds, you’re going to have a retirement portfolio that can keep up with most 401(k) plans, and maybe with lower expenses to boot! Now let’s take a look at a couple of examples.

Shaquana is twenty-five years old. Using the 110-minus-your-age formula, she allocates 85 percent of her IRA to stocks and 15 percent to bonds. Because she opened her IRA with Vanguard, she can buy and sell Vanguard funds for free. For the bond allocation, she chooses the Vanguard Total Bond Market Index Fund Admiral Shares (VBTLX), a solid choice with its 0.05 percent expense ratio. For domestic stocks, she chooses Vanguard Total Stock Market Index Fund Admiral Shares (VTSAX); and for international, she invests in Vanguard Total International Stock Index Fund Admiral Shares (VTIAX). If Shaquana can afford to contribute $200 monthly to her IRA, this means $30 will be automatically transferred into VBTLX (15 percent based on our initial formula), and the remaining $170 will be split 60 percent to VTSAX ($102) and 40 percent to VTIAX ($68).

Let’s do one more. Abe is a thirty-nine-year-old millennial who is maxing out his Roth IRA. Based on the formula, he comes up with an allocation of 71 percent to stocks and 29 percent to bonds. Contributing the maximum of $7,000 to his IRA means transferring $583 per month, split $414 to stocks and $169 to bonds. He chooses the Fidelity US Bond Index Fund (FXNAX), the Fidelity Total Market Index Fund (FSKAX), and the Fidelity International Index Fund (FSPSX).

Remember that the 110-minus-your-age formula is just a guideline—one that assumes you’re going to begin withdrawing your nest egg at age sixty-five. If you’re playing catch-up, or if you plan to retire later in life, you might consider allocating more of your money to domestic and international stock funds.

* * *

INVESTING IN AN ESG FUND

If you’re investing outside of your 401(k) plan, either in an IRA or taxable investment account, you’ll have the opportunity to choose funds that align with your values. As we discussed earlier in the book, such environmental, social, and governance (ESG) funds have exploded in popularity. However, you’re going to have to do some homework before you pick a strategy.

There are hundreds of reputable ESG funds and ETFs you can buy that offer low-expense ratios and diversified portfolios, but you must be very careful when performing your due diligence. Just like food producers slap labels like “organic” and “free-range” onto seemingly everything, investment managers have been labeling all kinds of things “ESG”—and some have been accused of “green-washing” as a result.

Virtually all brokerage platforms offer research tools that can help screen ETFs. The research firm Morningstar has an ESG ETF screening tool that is a great place to start. You’ll need to really dig into the information the fund company publishes, read prospectuses, and pay close attention to fees. You could also consider using a robo-advisor that is specifically targeting ESG investments. Good options include Betterment, Ellevest, Wealthsimple, Sustainfolio, EarthFolio, and OpenInvest.

One final thing you might consider is researching individual companies and taking a very small portion of your portfolio—say, 5 to 10 percent—and investing it in a few companies that are doing work you support. This is commonly referred to as impact investing, and you should only consider it if you have a high degree of interest and knowledge about the field that specific company is in. Be wary of investing in individual companies instead of large funds; even if one is doing its best to save the world, it may provide a radically different financial result than the overall markets—for better or for worse. For more information, I recommend resources such as MSCI’s ranking of ESG factors for individual companies and the GreenMoney Journal.

* * *

Option No. 3: Welcome Your Robot Overlords

“Hey Siri, rebalance my retirement portfolio.”

That’s right, before the machines inevitably rise up against humankind, they are going to help us invest our IRAs. Robo-advisors manage your financial investments through completely automated algorithms. You begin by taking a short quiz that gathers basic information like your income and long-term goals, and then the robo-advisor spits out an investment strategy using low-cost ETFs and mutual funds. Based on market performance and how close you are to retirement, the algorithm will automatically rebalance your portfolio much like your 401(k) manager would. Even better, because the robots aren’t (yet) sentient, they aren’t asking to be paid as much as their human counterparts, so management fees are typically much lower.

Though they sound cutting-edge, most robo-advisors follow tried-and-true investment strategies. Robo-advisors are very boring, very predictable, and put you in the same kind of mutual funds that a human with lots of fancy suffixes after their name would. Most major brokerages offer a robo-advisor, so you have many options to choose from. Here are some general guidelines to follow:


	Pick a robo-advisor with low fees. Remember, the whole point to letting the robots manage your retirement portfolio is because they are cheaper than humans. Automated management fees run the gamut, from near 0 percent all the way up to 1 percent or more, though you’ll typically see fees ranging from 0.15 to 0.50 percent of your total assets. I recommend steering clear of anything over 0.30 percent. Make sure you understand if this is the total fee you’ll be paying, or if it is an additional fee on top of the fund expenses. You could quickly find yourself paying a lot more than you think if there are two layers of fees on your account.

	Pay attention to the cash allocation. Many ultra-low-cost robo-advisors have a big catch: they allocate a big chunk (sometimes 30 percent or more) of your investment to cash. This can mean a significant portion of your nest egg is not invested in the stock market and therefore not experiencing the magic of compound returns. A small management fee is worth paying if it means 100 percent of your money is invested.

	Do your research. Use independent research and ratings tools like Morningstar, Motley Fool, and Yahoo! Finance to compare the countless robo-advisors available at your disposal. Quality robo-advisors are 100 percent transparent about how your money is invested, and you can easily look up the individual ETFs and mutual funds that compose your portfolio.

	Look for tax-loss harvesting. If you’re investing your taxable brokerage account, at some point you’ll have to deal with capital gains—the taxes you pay when you sell an asset for a profit. Investors can sometimes manage these taxes by strategically selling other securities for a loss to offset other taxable income, which is called tax-loss harvesting. Once only available to the ultra-wealthy clients of hedge fund managers, tax loss harvesting is now for the people thanks to robo-advisors, which can carry out this complex process far more efficiently than humans.



Option 4: Hire a (Human) Financial Advisor

At some point along the way, your financial circumstances might outgrow the advice in this book. Don’t worry, I’m not offended. Messy money situations are an unfortunate reality. Sometimes the answers are hard but straightforward (like, save more!); other times we’re lost without the help of a professional. I spent thirty years building the kind of retirement funds described in this book, and even I needed assistance at times. As my husband and I have aged, our financial situation has become increasingly complicated. The more money you have, the more expensive a mistake can be in terms of withdrawing money from a Roth IRA, 401(k) plan, or taxable account. If you think you might be inheriting money or need assistance settling an estate, professional finance advice can save you a lot of headaches.

There are countless ways your money situation can get complicated, from an inheritance to dealing with your company’s stock options to estate planning to helping aging parents who need long-term assistance. Financial planners can help you with complicated tax situations, plan for specific spending goals, put together a savings plan for your kids’ college tuition, or help turn your side hustle into a bona fide business. Whatever the reason, a quality financial advisor can take over some or all of your money headaches.

They don’t come cheap, however. Advisors may charge an annual retainer in the thousands, bill an hourly rate in the hundreds, or take a flat percentage of your total account balance—sometimes 1 percent or more. While only you can decide if a financial planner is right for you, here are some general guidelines:


	Choose a fiduciary. A fiduciary is legally required to work in your best interest—not their own. This sounds obvious, but some brokers get a payment (i.e., a kickback) for steering their clients toward certain investment vehicles. To confirm if a prospective advisor is truly a fiduciary, you can look them up on the SEC Adviser Database (adviserinfo.sec.gov), the Certified Financial Planner (CFP) Board, or the National Association of Personal Financial Advisors (NAPFA.org).

	Insist on a fee-only structure. You should only choose a financial advisor with a fee-only compensation structure. This means they don’t receive commissions for any financial products they sell you.

	Pick an adviser who keeps you accountable. Sometimes you need your hand held, especially when it comes to your finances. Whether you’re preparing for life’s happiest or most difficult moments, your money will be involved in some way. Having someone you trust by your side to keep you accountable and on track toward your goals can make all the difference in the world.



Phew—that was a lot of information. If you’re still feeling a little overwhelmed, don’t worry. A lot of the advice in this chapter might not be relevant for a long time. Life circumstances can change quickly, however, so you should always be prepared for what’s to come. Drawing up a road map for your financial future will make the messy stuff just a little bit easier.

Now, if you’ve been thinking, “Gee, will I ever get to spend any of my money now?!” well, the next chapter is for you. That’s right, we’re finally going to start saving for things that you can actually use and experience before you get your hips and knees replaced!
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Have Fun

Saving for Vacations, Weddings, and Buying a House

When you manage to hack your brain to start retirement saving in earnest, sometimes a funny thing happens—you start saving too much. I know, I know, but stay with me here. The same reward system that makes your brain prioritize luxury handbags and expensive meals can also derive pleasure from seeing that nest egg grow exponentially once it’s established. Our brains, seeking security as we get older, want to see our savings grow and grow and grow, and then it pains us to see them shrink. Consider this statistic from the asset management firm BlackRock: a majority of seniors with significant savings still have 80 percent of their nest egg remaining after two decades of retirement. Countless retirees report that it’s “physically painful” to spend money after working so hard to accumulate it.

Being overly focused on the size of your nest egg can also take root when you’re much younger. Take it from Erin, a pediatric nurse who was contributing the maximum $22,500 to her 401(k). A classic saver, by her early thirties Erin had saved several times her annual salary—far ahead of where she needed to be. Too far ahead. She felt that she was being responsible until she began shopping around for her first house and realized that she could not access most of her savings without a big income tax hit for another thirty years. She made the reluctant decision to dial back her retirement saving and start putting aside money for a down payment, but it took another two years to accumulate enough cash.

Sometimes we can focus so much on the future that we don’t pay enough attention to the present. Think of all the major life milestones that, well, cost a lot of money: getting married, buying a house, having children, taking family vacations, paying for your children’s college, and on and on and on. None of these (except in very specific circumstances, which we’ll discuss later) can be paid for using your retirement dollars because they’re stashed in accounts that can’t be accessed until you turn 59 and a half. Do you really want to wait that long to start living?

As we saw earlier in this section, there is little point to saving significantly more money than you need to in your tax-advantaged accounts. As long as you stick to your On-Track Score, you’ll have a comfortable retirement cushion. Your extra dollars can be better spent paying down high-interest debt, or, as we’ll explore in this chapter, stuff you can actually do now. We’ll discuss how to save for life’s milestones, including your first home, a car, a wedding, your kids’ education—or any kind of big purchase you may need, whether it’s ten months from now or ten years from now.

Saving for a House

There is nothing more quintessentially American than home ownership. Surveys show that nearly three-quarters of Americans believe that owning a home is a more important measure of achievement than earning a college degree, having a successful career, or even raising a family. A house is the biggest investment you’ll likely ever make. It’s historically been the greatest wealth-building tool for most Americans. According to the Census Bureau, home ownership among adults has remained over 60 percent since the 1960s.

The problem, of course, is that it’s never been more difficult to afford a home, especially for first-time buyers in their twenties and thirties. The average age of a first-time homebuyer in 1981 was around twenty-nine; today it’s thirty-six and rising fast. Unsurprisingly, the biggest reason is cost, with more than half of young people in recent surveys reporting they could not afford a down payment, and a third saying they were rejected for a mortgage due to low income or poor credit. Even if you manage to scrounge together that fabled 20 percent down payment, you’re competing with boomers who are downsizing their lifestyle in retirement and can pay all cash, not to mention your peers with wealthy families.

It may be harder for you than it was for your parents and grandparents, but with a little work you can get there. However, the first question you need to ask is: Do I really need to buy right now? The answer may seem like yes, especially if you live in an area with high rent. You’ve probably had some grumpy family member admonishing you for “throwing money away” by renting. You could be building equity instead, the argument goes, instead of giving all your hard-earned cash to a landlord.

In fact, renting is often a much better financial move than owning, especially when you’re young. This is particularly true when real estate prices are in a bubble and renting would allow you to wait until they come down to earth. (I bought my current house just before the Great Recession, when housing prices dropped by an average of 20 percent, so trust me on this one!) During the first few years of your mortgage, most of your monthly payments go toward interest, not the principal, so it takes time until you’re actually building equity. For this reason, buying a house may actually put you at a big disadvantage in your career. When you’re young, you can take advantage of lucrative job offers in new cities because you may not have put down significant roots yet; once you buy a house, you’re effectively anchored. That’s why I recommend that you don’t buy a house unless you plan to live in your current area for at least five years.

When you feel like you’re going to stay put for a while and are ready for home ownership, don’t start obsessively scanning Zillow listings on your lunch break quite yet; first you need to actually figure out what you can afford. The 20 percent gold standard for a down payment isn’t actually that common, with the average first-time homebuyer only laying out 7 percent before signing on the dotted line. However, the less you can afford to put down, the longer it takes to build equity and the riskier you appear to a mortgage lender, which might mean a higher interest rate. Some require borrowers to purchase private mortgage insurance (PMI), an additional monthly premium that protects your lender—not you—in case you default. Generally speaking, you shouldn’t devote more than 28 percent of your income to housing costs, which includes your principal, interest, insurance, taxes, homeowner association fees, and so on. For some quick and dirty math, look up a comprehensive mortgage calculator online. And check to see what’s available in your county or city as well as from your mortgage company or bank, since there may be special offers for 3 percent or 5 percent down for first-time homebuyers.

* * *

HACK: SHOULD YOU BUY OR RENT?

Here’s a quick way to tell if you should consider buying in your area. After calculating how big a mortgage you qualify for, add up the monthly payments, homeowner insurance, taxes, and PMI. Add another 5 to 10 percent of that for maintenance depending on how old the house is. If the total is close to the average rent in your city, buying might be a good idea if you’re going to stick around for more than five years. Otherwise, that one-year lease might suddenly look a lot more tempting.

* * *

So how do you save for a down payment? First things first: your emergency fund is off limits. Disaster has a nasty little habit of occurring when you can least afford it, and corporations don’t ask if you just bought a house before they start layoffs. Second, don’t even think about using all that sweet, sweet cash in your 401(k). Withdrawing from it early will incur a massive income tax bill and perhaps a 10 percent penalty on top of that. The IRS does allow first-time homebuyers to withdraw up to $10,000 free of the additional 10 percent penalty, though I don’t recommend it; you’ll lose a lot more money over the long term since your nest egg won’t be compounding as fast.

Second, be sure to save money for your down payment in an account that generates interest. If your horizon is short—say, less than three years—you should avoid investing in the stock market. Your best bet is to open a money market or high-interest savings account with an online bank, which generally offers the highest interest rates. If you’re at least a year away from buying, you should also consider a twelve-month certificate of deposit (CD), which earns a high fixed interest rate if you agree not to touch your money until the CD matures. If your home-buying horizon is flexible, you may consider investing some extra cash (that isn’t part of what you need to hit your On-Track Score) in the stock market, though be prepared to weather sudden market downturns; I suggest a very conservative profile of 20 percent stocks and 80 percent bonds if you hope to buy a house in the next five years. We’ll discuss more about DIY investing in taxable accounts in Chapter 11, so hold tight for now.

Saving for Things or Experiences in Less Than Two Years

You need to save a lot of money, fast, and you can’t let a sudden market downturn delay your plans. You gotta put a ring on it and then pay for the wedding. You need a new car before your grandfather’s Crown Victoria gives up the ghost. Those wisdom teeth aren’t going to extract themselves. These are big expenditures you are going to make in the near term, but don’t qualify as emergency expenses.

Short-term investments are ones that you can instantly convert into cold hard cash when you need the money. For these types of purchases, I would avoid the stock market entirely. While the market historically goes up in the long term, it can stagnate or decline in any given year, leaving you with less money when it’s purchase time. Your best option is a high-yield savings account.

I would generally avoid CDs unless you absolutely know you won’t need the money during the CD’s term, which typically are six months, nine months, twelve months, eighteen months, and beyond. The exception is a no-penalty CD, which is sometimes offered by online banks. No-penalty CDs allow you to earn interest while your money is deposited, but also have the added perk of letting you withdraw your principle at any time. Keep in mind that no-penalty CDs usually offer lower interest rates compared to traditional CDs, and you may not be able to make partial withdrawals—meaning when you need some cash, you’ll have to withdraw everything from your CD at once.

* * *

NEW WHEELS

The vehicle-buying process is a fraught one, especially if you don’t know anything about cars. It also doesn’t help that it’s never been more expensive to buy a vehicle, with the average new car price climbing past $50,000 and used cars hovering around $27,000. Spoiler alert: I’m not an auto mechanic. There is no section in this book detailing how to inspect ball joints and automatic transmissions. I can only help with the money part, not the parts that move.

Remember that a vehicle is a depreciating asset, typically decreasing in value by some 10 percent immediately after driving it off the lot, and it keeps decreasing in value a bit every year until it’s worth nothing at the end of its life. For this reason, if you don’t put enough money down when you buy, it’s easy to become “underwater” on your auto loan, meaning the value of your car is less than the amount owed. That’s why I always recommend buying a gently used car. Unless you really know what you’re doing, opt for cars that have high reliability scores on sites like ConsumerReports.org. I also recommend buying certified pre-owned, which gives you a discount compared to new vehicles with the peace of mind of a factory warranty.

If you can’t pay in full, a good rule of thumb is to put down at least 10 percent for used cars and 20 percent for new cars. This way, if you ever need to sell, you won’t still owe money on a car you no longer own. Generally speaking, you should avoid the financing departments at car dealerships unless they’re offering a crazy promotion like 0 percent APR. Instead, get pre-approved for an auto loan at your local credit union, bank, or online lender. Getting a “good” APR (annual percentage rate) on your loan will depend on several factors, including national interest rates, your credit score, and the car being purchased. Check out auto loan calculators on sites like NerdWallet or Experian to see what the nationwide average is for borrowers like you.

* * *

Saving for Things or Experiences in Two to Five Years

Here’s where things get interesting. Whether it’s a dream trip to Fiji or that big house renovation you’ve been planning, there are countless purchases we all mean to “get around to” in the vague, not-too-distant future. For instance, my husband and I have some money set aside in short-term bonds right now for things like replacing the floors in our 115-year-old house and a big family trip. Depending on how flexible your time frame is, you have several options:


	Ladder CDs. If you want a guaranteed return, check out the ladder CD technique, a saving strategy that involves opening multiple CDs at staggered intervals, so they mature in succession. So, for example, if you have $3,000 to invest, you could put $1,000 each in a one-year, two-year, and three-year CD. Every time a CD matures, you reinvest it in a new three-year CD, or however long you want to continue the ladder. This strategy gives you a steady stream of guaranteed returns while taking advantage of higher interest rates afforded by long-term investments, while not locking up the entire balance for three years. The one downside? If interest rates go down when it comes time to reinvest one of your CDs, your returns will be lower than if you’d invested everything for the longer time period.

	Robo-Advisor. As we saw earlier in this section, robo-advisors are low-cost online investing platforms that use software algorithms to manage your portfolio. Offered by every major brokerage platform and most banks, robo-advisors give you a brief questionnaire to determine your saving strategy. Based on your goals, it will spit out a diverse portfolio of stocks and bonds using low-cost ETFs and index funds. It’s important to clearly state your goals and time frames when you open your account; you want the robo-advisor to invest conservatively, meaning not putting more than 10 to 20 percent of your account in stocks.

	Short-term Bond Funds. Bonds are issued by companies or governments as IOUs to be paid back with interest in a given time frame. Short-term bonds, which generally have maturities of between one and five years, can provide low-risk, predictable income. You can easily invest in short-term bond funds through low-cost ETFs and mutual funds. Popular examples include the Vanguard Short-Term Bond ETF (BSV), Schwab 1–5 Year Corporate Bond ETF (SCHJ), and the iShares 1-5 Year Investment Grade Corporate Bond ETF (IGSB).



* * *

WEDDING BELLS: INSANELY EXPENSIVE!

You’re getting married! Huzzah! Let those glorious wedding bells ring through many decades of happiness. If you aren’t careful, though, those wedding bills may last nearly as long.

According to a study by The Knot, the average wedding is costing close to $30,000. There’s the venue costs, transportation, hair and makeup, flowers, photography or videography, rehearsal dinner, food, open bar, music—and on and on and on. Ask your typical boomer, and you’ll get a lecture about the kids these days and their expensive weddings. Don’t listen to them. You should plan for the wedding you and your partner want—not anyone else. Whether that means a low-key town hall wedding or a beach rager in Mykonos, just be sure you aren’t jeopardizing your future. A wedding is one day, but your marriage is the rest of your life. Here is a basic checklist before you start shelling out those nonrefundable deposits:


	Determine the kind of wedding you actually want. Indoor? Outdoor? Beach? Ballroom? Creepy castle? Odds are you can make most venue types, no matter how weird, fit in your budget with some creativity. Above all else, keep an open mind.

	Make a list of your nonnegotiables. The longer the list of must-haves at your wedding, the more you’ll need to pony up. Do you really need that ten-piece band, or will a DJ do? Are you really going to need professional videos of your wedding, or will your friends’ iPhone clips work fine? Knowing up front what you can and cannot budge on will go a long way toward keeping overall costs down.

	Consider the offseason. Peak wedding season runs from early summer to early fall. It’s a beautiful—and expensive—time to get married. If you’re willing to move your big day to the edges of this time frame, or even the winter months, you’re much more likely to get a better deal from your venders.

	Avoid Saturday. Yes, you might make a few guests grumble about having to leave work early, but they can suck it up. Choosing Thursday or Friday can potentially save you 20 percent or more in costs. And don’t be afraid to think outside the box, like choosing an afternoon cocktail party or a Sunday brunch wedding.

	Most important of all: don’t go into debt. No matter how much your family chips in, you might find that you just can’t afford the wedding of your dreams without running a credit card balance or taking out a personal loan. You do not want to start your marriage off struggling with monthly payments, so consider downsizing the guest list or simply waiting an extra year to get married. And whatever you do—keep making contributions to your 401(k)!



* * *

Stuff You Need a Long Time from Now

While most long-term savings plans are retirement-oriented, there are many reasons you might want access to long-term savings before you hit retirement age, whether it’s putting money aside for future medical expenses, starting your own business, or splurging on something ridiculous. Because you don’t have a deadline in mind, your bucket of long-term savings can afford some risk. Unlike with short-term savings, you can put a higher percentage of your money in high-risk, high-reward stocks that can weather market ups and downs. We’re going to cover DIY investing more in depth in Chapter 11, but for now here is my general advice with long-term goals:


	For money you’ll need in five to ten years, you should have some equity (stock) risk, but only a modest amount. I recommend between 30 and 50 percent. The shorter your time frame, the less equity you should have. Instead of individual stocks, I recommend total market ETFs or index funds. Put the rest of your portfolio in a total bond market fund, high-interest savings, or a mix of both.

	For a ten- to fifteen-year horizon, put as much as 80 percent of your portfolio in stocks and the rest in bonds.

	Finally, for very long-term horizons, I would put all of your money in stocks. Choose low-cost ETFs or mutual funds that mirror the full stock market, such as Vanguard’s Total Stock Market Index fund. Ten years before I retired, my husband and I decided that one day we’d like to move back to Italy. So, we dedicated a slice of our investment portfolio to our “some day” retirement house and invested it in the European stock market through an ETF, denominated in euros. I’m not sure if we’ll ever move back to Italy, or even buy a property there, but we’ve got money invested in the currency we’d need to make a large down payment (or maybe even to buy a very small apartment) if and when the time comes.



* * *

CREDIT: YOUR ADULT SAT SCORE

When you were applying to colleges, it seemed like everything revolved around your standardized test scores. Then, for the next four years, it was all about your GPA. Now that you’ve graduated, you can finally leave behind arbitrary numbers into which we wrap far too much of our self-worth . . . right?

Unfortunately, society has yet another number to define you by, and this one is going to stick around for the rest of your life. It’s called your credit score, and it’s critical for everything from qualifying for a mortgage to auto loans to getting approved for an apartment lease. Your credit score is essentially a snapshot of your ability to repay money that you borrow. Even prospective employers may run a credit check on you to see your repayment history—as if that will somehow dictate how diligent a worker you’ll be.

There are various credit reporting bureaus, but most credit scores range from 300 to 850, with the average score a little over 700. If you’re just out of college, your credit score will be much lower, putting you at a big disadvantage when it comes to achieving life’s milestones. If you don’t know your credit score, your first step should be to run a check so you know where you stand. Most credit card companies offer this service for free, and the government allows you to receive a free copy of your credit report—basically a summary of your personal credit history—at AnnualCreditReport.com.

So how do you improve your credit score? If you’re repaying student loans, you’ll be building credit automatically. You can also build credit by paying off your credit card bill each month. The four biggest factors impacting your credit score are:


	Payment history, especially if you’ve ever missed a payment. Generally speaking, payments later than thirty days will be reported to credit bureaus. Credit card companies will generally work with you if you’re in danger of missing a payment, so always reach out to them before you miss a payment or you risk being sent to collections. Mortgage, utility, and rent payments can all show up on your credit report if you’re late. Automatic payments can be a big help here.

	Amount Owed. The more money you owe, particularly as a percentage of your total available credit, the lower your credit score will be. Always be sure to repay your credit card balance in full each month.

	Length of Credit History. Creditors want to see how long you’ve been repaying your loans. The longer you’ve been successfully making payments, the better score you will have.

	Recent Inquiries. When you apply for a new line of credit, such as a credit card or an auto loan, a lender will perform a so-called hard pull to check your credit history, which may cause a temporary decline in your credit score. So, be very selective when applying for new sources of credit!



* * *

Saving for Your Kids’ Education

Depending on your situation, this might be something you’re thinking about now, something you might one day be thinking about, or something you’ll never have to think about. But if you have kids now or are planning to one day have them, you’ll need to start planning for how to pay for their education. And just like with your retirement dollars, the earlier you start, the better.

It’s no secret that Americans struggle to pay for college. Back in the mid-1960s, when tuition and fees at the average public university totaled about $240 annually, parents didn’t have to think so far ahead. Students could easily pay their own way through college with a part-time job at the library or bartending on weekends. Yet the cost of college has accelerated far beyond inflation, with the average in-state student attending the same public university now paying around $25,000 per year when factoring in books, supplies, and daily living expenses. The cost at a private college can be easily triple that amount. Now think how much college will cost in ten or twenty years, when your kids are applying. And if you want your kids to attend private middle or high school, you may not be too far away at all from spending a lot on education.

How much you contribute to your kids’ education is up to you, but the odds are you’re going to have to pony up to some degree. The only hard-and-fast rule is that the money shouldn’t come out of your retirement account—this money is for you and your future. While paying for your kids’ education can be burdensome, there are some tax-advantaged ways to start stashing money to make it a little more affordable.

The most popular way is to save money in a 529 plan, which is a tax-advantaged account that can be used to pay for education expenses from kindergarten through grad school. Just like the 401(k) program, the name comes from the section of the tax code that created the plans. Since these are administered jointly between the federal government and the states, the exact process for opening a 529 plan may vary depending on where you live. However, the mechanism remains the same: contributions you make to college savings accounts aren’t tax-deductible (though some states may offer a modest tax break), but the money will grow tax-free. As long as withdrawals are used for qualified education expenses, they will not be subject to income tax. (You can always cash out your 529 for other reasons, but you’ll have to pay both income tax and a 10 percent penalty on the earnings, just like early withdrawals from your 401(k) plan.)

There are no annual contribution limits to 529 plans, so if you’re behind in the game, you can quickly play catchup, though you also need to keep under the limit for the gift tax exclusion ($17,000 for 2024) for deposits into an account for any one person. As for how to invest your 529, your options are much more limited compared to your retirement account and are defined by the plan you choose. The most popular investment is an age-based portfolio, which works just like a retirement target-date fund: the further away you are from the specified date, the riskier and more lucrative the investments. As that first semester looms nearer, the investments are automatically shifted to safer and more stable investments like bonds. Some 529 plans also offer aggressive, moderate, and conservative age-based portfolios that alter the initial percentage of stocks. I would generally stay away from aggressive portfolios unless your horizon is at least ten years away.

If your new baby boy or girl is on the way and you want to get a jump start on college savings, here’s a good rule of thumb to follow: For a child born today, to be able to fully pay for one-third of the projected cost of a four-year public institution, start socking away around $140 per month in a 529. If your little Einstein must attend Harvard or Yale and that’s that, you should try to contribute $350 per month or more—private colleges are expensive!

PSSST! GUESS WHAT? YOU JUST wrapped up learning how to build your retirement STASH! I told you it wouldn’t be that hard! There’s a good chance that you’re still early in the process. Maybe you’re still building that emergency fund or trying to find ways to nudge closer to hitting that full 401(k) employer match. No matter where you are in the process, you know more about retirement savings than about 99 percent of people out there.

But . . . you’ve probably noticed that there are still more pages in this book. That’s because we’re not quite done yet. The truth is, sometimes life gets messy. Maybe it’s a job loss. Maybe you have a sudden expense that not even your Oh Shit! Fund can cover. Or maybe it’s divorce. In Part III, we’re going to look at some big roadblocks life throws our way, and while you can’t be prepared for everything, your finances can be—and I’m here to help.

Finally, to wrap things up, we’re going to look at another hypothetical—what to do when you’ve got a little extra money lying around that isn’t being tossed into an account you can’t access for another forty years. That’s right, we’re going to take a stab at investing. Are you ready?





Part III

Don’t Blow Your Nest Egg All in One Place!





10

Saving for Life’s Speed Bumps

Everything was going great for David. He was twenty-five and had just moved into a new apartment in New Jersey with his girlfriend. He had a great job as an emergency medical technician for one of the largest hospitals in the state. On top of his full-time job, he was in school studying to become a paramedic. Between tuition and rent, money was a little tight, but David was making it work. He was even managing to stash away about $1,200 each month for retirement.

And then life happened. David and his girlfriend broke up barely two months into their lease, and when she moved out, he was forced to pay double the rent. Suddenly he was barely able to afford living expenses, let alone continue putting money away for retirement. Until he managed to break his lease and move in with a friend, David had to put his budgeting into overdrive and find a way to scrape by. Everything became a priority except his future.

There’s no way around it: sometimes life comes at you fast. It’s all smooth sailing until the world throws a monkey wrench into your meticulous plans. Sometimes it happens suddenly, and sometimes it happens gradually. In one of my focus groups, I met a twenty-eight-year-old nurse named Kelly. She had always been a careful saver, living at home with her parents to save for a down payment on a house. After buying a house, Kelly’s expenses suddenly jumped from just a car payment to a mortgage, utilities, insurance, and so on. Then she and her fiancé paid for a wedding and the honeymoon. Before she knew it, Kelly had racked up nearly $50,000 in credit card debt. She and her husband eventually paid it off, but they had to suspend contributions to their 401(k)s, and even now it’s a struggle to restart their long-term savings. As she said to me, “Every month, my husband and I look at our budget and just say, ‘Where is all the money going?’”

I knew exactly what she meant. I was in that position for all of my twenties, thirties, and early forties. For most people, it isn’t so easy as getting that first job out of college, setting up a 401(k), staying with the same employer for forty years, and then riding off into the sunset with millions of dollars to do whatever you want. There are hiccups along the way. Breakups. Divorces. Medical problems. You get laid off. You change careers. Side hustles become full-time jobs. You figure out how to manage each of these transitions, but when the present isn’t easy, you’re not able to focus on the future.

When life gets tough, the last thing you want to worry about are your long-term savings. But you still have to. In this chapter, we’re going to look at some of the most common speed bumps—and brick walls—you might encounter when life doesn’t go exactly the way you expected. But with a little planning, I promise that you can get through them.

I’ve Got a Better Offer

When you’re in your twenties and thirties, you’re probably going to end up changing jobs a lot. Congratulations! As you start your new job, check your contribution rate in your new plan. If you got auto enrolled at 3 percent, but you were saving at a higher rate with your former employer, change your savings rate. Go onto your 401(k) plan website and bump your contribution back up to whatever rate you were at with your former employer. Unless, of course, you’re making more money with your new employer—then you should be taking half of that raise and bumping up your contributions even more.

So what about the plan at your old job? You may have only accrued a few thousand dollars in your 401(k) by the time you pull the plug. What’s the big deal if you orphan an account or two along the way? Indeed, studies show that young people with balances under $5,000 are by far the most likely to leave money behind. This is bad for two reasons. The first is obvious: it may not seem like much now, but this is a nest egg that will grow and grow and one day fund your retirement. Second, it can be super difficult tracking down all this money later.

If you’re changing jobs, you have four options with your old 401(k). Let’s walk through each one now.


	Keep your 401(k) with your old employer. Wait, didn’t I just say you shouldn’t forget about your 401(k)? Actually, in some cases, it makes more sense to park your money where it is. If you have more than $7,000 in your 401(k), it will continue to be managed and invested as it always was—you just can’t add any new money to it. This is a good idea if your next job does not have a 401(k) plan or if the plan charges much higher management fees than your old one (more than twenty-five basis points higher). In that second scenario, just be sure to set up another 401(k) with your new employer so you keep contributing to retirement. You can always merge your accounts later.



* * *

UMM, WHAT’S A BASIS POINT?

I knew you’d ask that question! One basis point is one-hundredth of 1 percent (0.01 percent). The fees a 401(k) manager charges are represented by basis points. For instance, management fees usually range from 0.05 percent (five basis points) all the way up to an eye-watering 2.0 percent (200 basis points) or more.

* * *


	Roll your old 401(k) into your new employer’s 401(k) plan. This is the ideal scenario; the fewer retirement accounts you have, the easier it is to keep track of them all. As discussed above, this is a good idea if your new employer’s plan charges reasonable management fees. Note that not all employers allow you to roll over an existing 401(k), so check with your HR rep. See the sidebar below for more information on how to do this.

	Roll your 401(k) into an IRA. This is a good idea if you have less than $7,000 in your old 401(k) and you’re starting a new job that doesn’t offer a 401(k) or if you’ll be freelancing full-time. To do this, set up an IRA account with a brokerage firm and follow their instructions for how to transfer your old 401(k) funds. See sidebar below for more information.

	Cash out. Okay, I will make this easy for you—do not do this unless you literally have no other options, and a loan shark is threatening to cut off your fingers. Cashing out means your old provider will send you a check for the full amount of your 401(k) and you deposit it into your checking account. You’ll have access to your money, but this will trigger the mother of all tax bills. (I learned this one the hard way when I left my first job and used the money in my retirement account to pay for my move to Italy.) Since the money you put into your 401(k) was pre-tax, the IRS will make you repay all the income taxes you owe on that amount plus a 10 percent early withdrawal penalty. And that money won’t be growing and waiting for you when you retire. However, there are narrow exceptions to paying the 10 percent penalty if you can demonstrate severe hardship, though you’ll still have to pay income tax on it. We’ll discuss all of these later in the chapter.



* * *

EVERYTHING YOU NEED TO KNOW ABOUT ROLLING OVER AN OLD 401(K)

If you’re moving money out of an old 401(k), you have two options: rolling it into your new 401(k) or an IRA. We’ll cover both here.


	Direct rollover into your new 401(k) plan. Your first step is to speak with your new 401(k) provider (your HR department can help you get in touch with them) about how to do a rollover into your new plan, if they allow it. In most cases, this will involve calling your original 401(k) provider and asking them to mail a check for the full amount to your new provider. Sometimes they will mail you the check instead—do not deposit it into your normal bank, which may trigger early withdrawal fees and taxes. Instead, forward the check immediately to your new provider and specify that you are rolling it over into their 401(k) program. Because you’re transferring money from one tax-advantaged account to another, you will not incur any taxes, although if your old plan sends you a check they will withhold 20 percent tax. If this happens, you must use other funds to compensate for the 20 percent withholding so you don’t get hit with a 10 percent penalty as well as income tax on the 20 percent. I can’t emphasize enough how important it is to do this immediately, as you’ll be liable for a penalty and taxes if you mail the check on the sixty-first day.

	Direct rollover into an IRA. The process is similar to the above. The easiest thing to do is set up a Rollover IRA Account with a brokerage firm. (Be careful not to open a Roth IRA unless you already had a Roth 401(k); if you do this, you’ll have to pay income taxes on your entire balance, all at once.) You should be given instructions for how to do a direct rollover, but in most cases, it will involve requesting that your old 401(k) provider sends your balance directly to the new brokerage. (Again, if they send you a check, make sure you send this check immediately and be prepared to make up for the 20 percent withholding until you get your refund.) For more information about how to actually invest this money, refer back to Chapter 8.



* * *

Crap! I Just Got Laid Off. Now What?

Every year, millions of Americans are laid off from their jobs for a large variety of reasons, from cost reductions to relocations to mergers to economic downswings. Getting laid off is arbitrary, unfair, scary—and completely not your fault. Some 40 percent of Americans have been laid off at least once, and half report feeling continuously anxious about losing their job. In a time when automation and AI is threatening everyone from cashiers to contract lawyers, it may feel sometimes that you’re never safe in your job.

When you get laid off, your first thought might be to shoulder the blame. “If only I worked harder. If only I didn’t take that vacation. If only . . . if only.” These feelings are natural and common, but they’re misplaced. While downsizing often happens in waves—think the big tech layoffs in 2022 and 2023—sometimes they are without any notice. Before you do anything else, set aside some processing time. Hang out with friends. Make a voodoo doll of your former manager if you must, but make sure you pause and reflect on what makes you not just a great employee, but a great person. Go for a long hike, head to the beach, go camping—go do something fun (ideally something inexpensive, too!) that reminds you how much more there is to life than a crappy job. Don’t make any big decisions until you’ve had a few days to decompress.

When you’re in a good mental space, take a look at your finances. While employers aren’t required to provide severance pay, you may get at least a couple of weeks’ pay plus an extension of your health insurance. The longer you’ve been with your company, the more benefits you’re likely to receive. Generally speaking, your former employer cannot touch any of the money in your 401(k). This is always true, unequivocally, for money you contributed. If you haven’t been at your company very long, it may be able to keep its unvested matching contributions. Check the terms of your employment contract and 401(k) plan to confirm, and be sure you know your rights in case your employer tries to claw back contributions that have already vested.

While you’re getting back on your feet, I recommend doing nothing with your 401(k). You have other things to handle right now. Your retirement account is still yours and you still have access to it. You can log into your account, check your balance, and even change your investment options. The only thing that will change is that you can no longer make contributions. Note that your former employer may stop picking up the tab on certain 401(k) fees, so you might start seeing new administrative or investment charges tacked onto your statement.

When you score that new dream job, you can make a decision about what to do with your previous 401(k). See my advice starting here for more information about when to roll it over into your new 401(k), roll it over into an IRA, or continuing to do nothing.

* * *

HERE’S WHAT TO DO NEXT IF YOU GOT LAID OFF


	Know your rights. Review your employment contract to confirm that 1) you were terminated lawfully, and 2) you’re receiving any severance pay to which you’re entitled. Don’t sign any termination agreement until you’ve fully reviewed the terms of your separation. Ask help from a knowledgeable friend or, if necessary, an employment lawyer.

	Get everything in writing. If you weren’t laid off for cause, you need that in writing. If you were on good terms with your manager, you can also ask them to detail your skills and accomplishments in a letter of recommendation.

	Confirm health care coverage. Depending on the terms of your termination, you may have health care for a few more months or not long at all. You may be qualified to enroll in a COBRA (Consolidated Omnibus Budget Reconciliation Act) health care plan, which basically means you get to keep your current health care plan for up to eighteen months. This will generally be very expensive, but it might be a good idea if you have a tricky health condition and don’t want to worry about changing health networks. Otherwise, you should enroll in an individual Marketplace plan at healthcare.gov until you find a new job.

	File for unemployment benefits with your state agency. You’re eligible to receive unemployment benefits if you lose your job through no fault of your own. (If you quit your job, however, you generally aren’t covered.) Depending on what state you live in, you might be able to receive unemployment and severance at the same time. Either way, you should file for unemployment immediately, as waiting could delay payments or reduce your weekly amount. Check with your state agency for more information.

	Adjust your budget. Depending on how much severance or unemployment you receive, you’ll have to make big changes to your lifestyle. Even if you’ll have income for a few more months, you don’t know how long your job search will last. You can avoid emptying out your emergency fund early by eliminating or dramatically scaling back on restaurant dining, takeout, and other discretionary expenses. Depending on the size of your nest egg and the length of time you think you might need to find a new job, consider additional ways to supplement your income, such as a part-time job or gig work.

	Last, review your 401(k). Don’t worry about your 401(k) right away—it’s not going anywhere. Now is the time to plan six weeks ahead, not six decades ahead. When everything else is in place, see the information here for what to do with your 401(k).



* * *

Borrowing from Your 401(k)

Sometimes you’re confronted with a huge, unexpected expense that not even your emergency fund can cover. Whether it’s medical expenses, funeral costs, a natural disaster, or helping out a family member in need, you might have a sudden expense that you simply cannot pay. As I mentioned earlier in the book, I once needed to put a new, $30,000 roof on my house, and my husband and I didn’t have the money. We decided to take out a loan against my 401(k) instead of taking a personal loan from our bank at a much higher interest rate. This was not exactly an ideal choice since it meant two years without making retirement contributions while I repaid the loan—which translated to three decades of missing out on compound growth on those skipped contributions. But it was our least bad choice at that moment—and it’s one that might be right for you in very specific circumstances.

Normally, you aren’t able to touch the money in your 401(k) until you turn 59 and a half. If you cash out before then, you’ll be forced to pay income tax and a 10 percent penalty—never a good option. A 401(k) loan, on the other hand, lets you tap into a portion of your nest egg without the eye-watering tax bill. Not all 401(k) plans allow for this, but most let you withdraw up to $50,000 or 50 percent of your assets, whichever is less. However, you must repay yourself, with interest, in a set amount of time. Typically, the loan repayments will be automatically deducted from your paycheck.

A 401(k) loan might be beneficial in some cases. First, it’s fast and convenient. Because you’re borrowing your own money, you don’t need to fill out a lengthy application or wait for a credit check, meaning your credit score won’t get dinged. You can have the funds in your bank in a matter of days. Typically, you’re defaulted into a five-year repayment schedule, but you can always—and should—repay the money faster. Finally, if the market nosedives after you take out the loan, you might even come out ahead because you’ll be rebuying your investments at a lower price.

The positives rarely outweigh the negatives, however. If you take out your 401(k) loan while the market is trending upward—as it does the majority of time, historically—you’ll be rebuying your investments at a much higher price. Second, while 401(k) plans vary, some do not allow you to continue making new contributions when a loan is outstanding. Moreover, the money you take out will no longer be compounding, so your overall balance will grow much more slowly—potentially meaning tens or even hundreds of thousands of lost dollars by the time you reach retirement age. Even worse, you’ll have to use after-tax dollars to repay your 401(k) loan. (Remember, your normal contributions are pre-tax, lowering your annual tax bill.) This means you’ll effectively be taxed twice: on the money you use to repay your loan and on the money you withdraw during retirement. Finally, you might be stuck in a job you don’t like because most 401(k) plans require you to repay any loans when you leave your employer—even if you’re laid off.

So . . . yeah. Borrowing against your 401(k) is almost always a bad move. If you’re concerned you might need to pay off a massive expense in the future, you should begin throwing extra money into your Oh Shit! Fund. Dial back your 401(k) contributions if you must—the hit you take now will likely be less than the long-term hit you take from a 401(k) loan, especially if you change jobs or get laid off. If you absolutely have to take out a loan, be sure to pay it back as quickly as possible. Taking ten years off from saving could mean moving your retirement date back by a decade or longer, as the chart below shows.

* * *


[image: ]
Model assumptions: Starting salary of $30,000; wage growth of 2.5 percent per year; portfolio invested in 60 percent S&P, 40 percent Bloomberg Capital Aggregate Index from 1982 to 2022; interest on loan of 7.5 percent per year.
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Missing just ten years of contributions and taking one small withdrawal can have a huge impact on your retirement savings.




HARDSHIP WITHDRAWALS

Normally, any money you withdraw from your 401(k)—and not for the purposes of a loan, as discussed earlier—will be subject to income taxes and a hefty 10 percent penalty. However, if you’re in a state of, in the words of the IRS, an “immediate and heavy financial need,” you may qualify for a 401(k) hardship withdrawal.

A “heavy financial need” is a bit of a wishy-washy term, but typically it includes: major and unexpected repairs to your house as a result of a fire, flood, or other natural disaster; money you need to avoid being foreclosed or evicted; tuition and fees for school; burial or funeral expenses; and crippling medical expenses.

Whether or not you qualify for a hardship withdrawal will depend on your 401(k) plan. Some may require you to tap into other sources of equity first, and some may not allow it at all. When you sign up for your employer’s 401(k) plan, make note of their policies for hardship withdrawals as well as loans, should you ever need them. However, like with a 401(k) loan, you should avoid a hardship withdrawal unless you absolutely have no other choice. You may not have to pay a 10 percent penalty, but you’ll have to pay income taxes on whatever you take out. You’ll be filling a small financial hole now, but you’re digging yourself a crater when it’s time to retire.

* * *

Divorce

When you find the love of your life and begin planning your wedding, literally the last thing you want to do is plan for the possibility of that marriage failing. While the divorce rate among older generations hovers around 50 percent, it’s heartwarming to see much lower rates among millennials and Gen Z, who tend to wait longer to find “the one.” Nevertheless, divorce happens. While it may not sound like the most romantic thing in the world, having a conversation with your partner about how to handle finances in the event of a divorce is important. In fact, it’s the kind of radical transparency on which healthy marriages are built.

Yes, we’re talking a prenuptial agreement—that is, a legal document that outlines how an engaged couple divides assets during a divorce. Just the sound of it makes people squirm in their seats. I get it . . . aren’t prenups for Hollywood power couples and old rich farts on their seventh marriage? Traditionally they were for protecting the party with most of the money—which, back in the day, was usually the man. In 1980, barely 13 percent of married women earned at least half the couple’s income. Now that figure has tripled and is rising fast. Millennials and Gen Z are also marrying much later in life, meaning they’re entering marriage with more assets (and more debt).

Even if the odds of a split are tiny, even if your relationship is rock solid, your future deserves to be protected. While the money you contribute to your 401(k) or IRA before marriage will usually remain yours, any money contributed after marriage generally may be considered marital property and will be split fifty-fifty during a divorce. You won’t just be splitting the present-day balance fifty-fifty; you’ll be splitting decades more of compounding growth.

Talking to your partner about a prenup can be awkward and difficult. But the earlier you bring up that conversation, and the more comfortable you are talking about money in general with your significant other, the smoother it will go. By starting early, you give your future spouse time to process and contribute to the conversation. They shouldn’t feel forced or duped into signing a binding legal agreement at the eleventh hour. Think of a prenup more as an insurance policy; it’s something you hope you never need, but it’s there in case of catastrophe. Have an honest conversation with your partner about what assets should be divided and what should stay separate. Your prenup doesn’t have to be like Brangelina’s, but it should clearly spell out how to handle big assets like retirement accounts and real estate. As you get older, and your financial life invariably becomes more complex—think houses and children—you should consider amending and updating the agreement.

Many young couples write their own prenups using online templates, especially when their finances are very simple. However, you should always have a lawyer look it over. I promise that while these conversations can feel icky now, you’ll be beginning your marriage on a bedrock of trust and security.
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Invest the Rest!

A Primer on Investing in Stuff Other Than Your Retirement

At some point or another, you might have a little extra cash lying around that you don’t know what to do with. I know, I know, it’s a very privileged problem to have. Maybe you got a big bonus at work, maybe you received an inheritance, or maybe you’re just a very diligent saver. You might be tempted to leave it in your checking account, but inflation will immediately go to work eroding it away. So what to do? This chapter is all about what to do with cash that isn’t earmarked for retirement or a major purchase. That’s right, we’re talking about investing.

But first, pump the brakes! Can you actually afford to start investing yet? Before you open up that shiny new brokerage account, we need to establish some ground rules. Let’s start from the top:


	Do you have a fully funded emergency fund? Before you put your non-retirement dollars in the stock market, you need to have a fully funded Oh Shit! Fund. That means at least three to six months’ worth of expenses ready to go in a high-yield savings account. See Chapter 5 for more information.

	Have you maximized your employer 401(k) match? If you aren’t yet taking advantage of your employer’s full 401(k) match—if you have one—then you’re leaving money on the table. Before you even think about investing, you need to gobble up all those free dollars.

	Have you paid down high-interest debt? If you’ve still got some pesky credit card or other high-interest debt on the books, you need to take care of that first. Odds are, this debt will grow faster than the money you invest in the stock market. See Chapter 7 for more information about the differences between high-interest and low-interest debt.

	Have you hit your On-Track Score? In Chapter 4, we used the Heart Attack Chart to approximate how much money you need to be saving to meet your retirement goals. If the percentage of your salary that you’re stashing in a tax-advantaged retirement account (either your 401(k) or IRA) doesn’t yet match your On-Track Score, you’re not ready to invest non-retirement dollars.

	Do you have money already saved for a big purchase? Are you saving for a house? Paying for a wedding? Baby on the way? Need some new wheels? If there are any big and unavoidable expenses that you need to be focusing on, now is not the time to be trading stocks. If you have a specific thing in mind that you’re saving for, we discuss exactly how to do that in Chapter 9.



If your answer to all of the above questions is yes, then first of all, well done! You’ve come a long way! But if you still have some work to do, that’s perfectly fine. I encourage you to keep reading so you have an idea of what’s to come—and so you sound smart at dinner parties.

Investing Terms You Should Probably Know

When it comes to investing on your own, there is no such thing as a stupid question. If you don’t ask about something because you’re afraid of looking stupid, you should not be investing yet. You’ve worked too hard for your money to gamble it away now. Let’s start by reviewing a few terms we’ve come across earlier in the book, as well as a few that we haven’t seen yet.

Stocks. Ah yes, the humble stock. It’s probably what comes to mind when you think about investing money. Owning stock means you own a tiny fraction of a company. The basic rule of investing is to purchase stocks in companies you think are going to increase in value, consistently pay a dividend (see below) every year, or both. If the price goes up, you can sell the stock for a tidy profit or keep holding for the long term.

Dividends. As a shareholder, you may be entitled to receive a share of the company’s earnings in the form of dividends. Dividends are typically paid out quarterly, semiannually, or annually. The amount you receive is determined by the company’s board of directors and is usually expressed as a fixed amount per share or as a percentage of the stock’s current price (known as the dividend yield).

Bonds. Instead of owning part of a company, you can own some of its debt. These are called bonds, and they are generally safer (but less lucrative) than stocks. The riskier the government or company that issues the bond, the higher the interest rate you’ll receive, via the coupon payments (see below). Conversely, the more stable the issuer, the lower the interest rate. So, for instance, while Anne’s Bagel Company bonds might give you 10 percent interest (hey, bagels are a very volatile industry), the United States Treasury may only give you 3 percent for its bonds because there is no safer investment on the planet than a treasury note. Risk and return from bonds come from two factors, credit and interest rates. Credit risk is simple: if a company does poorly, it may have trouble paying back its debt and the price of its bonds fall because of something specific to that company. Interest rate risk, on the other hand, is tied to inflation—meaning if the Federal Reserve jacks up interest rates because inflation is soaring, your fixed-rate bond is suddenly worth a lot less, even though the company you bought the bond from might be doing just fine.

Coupons. Just like dividends on a stock, companies and governments that issue bonds pay bondholders a coupon every year. The coupon rate is the percentage of the face value of the bond that is paid annually. And the face value is the amount that you will get paid back when the bond matures. So, if you own $1,000 of a five-year bond with a face value of $100 and a coupon of 5 percent, the company will send you $50 every year for five years—and at the end of that five years, you get $1,000 back. But pay attention: almost always, the price of the bond on any given day is different from its face value. If interest rates go up, then the price of your bond goes down. The good news? The $50 in interest you’re getting from the company never changes, and at the maturity of the bond, you’ll get all of your money back. (Unless, of course, the company goes out of business.)

Mutual Funds. Instead of buying individual stocks on your own, you can buy into a fund that pools money from thousands of investors. The fund is actively managed by a professional who does all the tough research for you in return for a fee—typically a percentage of the money you’ve invested. Mutual funds can hold stocks, bonds, or a blend of both. They can be very diversified and hold hundreds or thousands of stocks or bonds, or they can be hyper-concentrated in specific industries and own just a few stocks or bonds.

Index Funds. Index funds are a type of mutual fund that attempt to mirror the performance of a particular market, such as the S&P 500 or the Nasdaq. Index funds generally have lower fees than other specialized mutual funds because they are passively managed.

Exchange-Traded Funds (ETFs). An ETF is effectively the same thing as a mutual or index fund, with one key difference: you can buy and sell them just like you would an ordinary stock. Fees on ETFs are often, though not always, lower than that of a comparable mutual fund, but not every strategy is available in an ETF, especially very actively managed investment strategies where the fund manager is making many buy-and-sell decisions.

Market Capitalization. You may have heard the term “market cap” before, which is short for “market capitalization.” It’s a simple tool used to calculate the size and value of a publicly traded company. For instance, when you hear someone say that Apple Inc. is worth, say, $2.8 trillion, they’re referring to its market cap. You calculate the market cap of a company by multiplying its current price per share by the total number of common shares.

Real Estate. You might hear finance bros talking about buying rental properties and earning “passive income.” This generally means properties you buy as an investment—not a place for you to live. You get income in the form of rent, have to pay some expenses like property tax and upkeep, and hopefully the property will increase in value over time. Real estate is extremely illiquid, meaning it can take a long time to buy or sell it. Generally speaking, real estate investments should be considered long-term (five years at the very least), since broker and other fees can be high.

Commodities. Back in the dark old days of cable TV, you’d often see late-night ads imploring you to buy gold, which the pitchman promised would insulate you from inflation or a stock market downturn. Commodities are physical things like gold, silver, oil, or pork bellies (really!) that are used to make stuff. When you purchase commodities, you aren’t actually forced to store oil barrels or bullion in your garage; rather, you’re buying futures, meaning the promise to buy something at a future date for a fixed price. Before you take delivery, you sell the future to someone who actually wants it, hopefully for a profit. Sometimes commodities do protect against inflation, but they’re also extremely volatile and can drop dramatically in value at any moment due to world events or the weather.

Currencies. Your finance bro friends might also talk about the “forex” market, short for the “foreign exchange market.” This sprawling global marketplace is where you can buy another country’s money, such as the euro or the yen, in hopes that it will go up relative to the US dollar. Currency trading is purely speculative and there is very little way to predict how the dollar will do against, say, the pound sterling in six months.

OKAY—NOW WE’VE TOUCHED ON MANY of the things in which you can actually invest your money. For the purposes of this book, we’re going to keep things simple and focus on good old stocks, bonds, and mutual funds, which are the easiest places to get started in DIY investing. Frankly, I don’t recommend that any amateur trade commodities or currencies, just like I don’t recommend that anyone outside of a Wall Street professional day-trades stocks. To do any of these well requires enormous discipline and knowledge, and it can all too easily turn into something that constantly sucks up all of your mental and emotional energy. And it’s too easy to wipe out your savings, and then some. That said, if you’re interested in more active investing, I encourage you to check out The Motley Fool online, as well as the books The Psychology of Money: Timeless Lessons on Wealth, Greed, and Happiness by Morgan Housel and The Intelligent Investor: The Definitive Book on Value Investing by Benjamin Graham.

So Where Do I Buy Stocks and Bonds?

Once upon a time, buying stocks involved calling up your broker, who in turn got on the horn to a trader standing on the floor of the New York Stock Exchange. Nowadays, you can bypass all the middlemen and open a free brokerage account at E-Trade, Charles Schwab, Robinhood, and countless other platforms. Many even offer commission-free trading. It’s the exact same process we discussed back in Chapter 8, except now you’ll be investing money that isn’t meant for retirement—meaning you can cash out at any time.

Buying bonds can be trickier than buying stocks. Most specialized bond brokers require steep deposits, often $5,000 or higher. The exception is Treasury bonds, which you can buy directly from Uncle Sam at treasurydirect.gov. However, I don’t recommend buying individual bonds unless you really know what you’re doing. Instead, you can buy bond mutual funds and ETFs. There are countless bond funds out there, including ones that index the entire bond market, income funds, high-yield bond funds, municipal funds, and so on.

If you look under the hood of your 401(k), you’ll see that you almost certainly don’t own any individual stocks or bonds. Rather, your money will be invested in mutual funds and ETFs. This way, even if a few stocks in your fund tank, your portfolio will stay healthy. Should this same strategy apply for investing your non-retirement dollars, where you might have a little more appetite for risk?

On one hand, buying individual stocks and bonds means you know exactly what you own and what price you paid for it. You alone decide what and when to sell, and you don’t have to worry about an investment manager making a mistake and costing you a ton of money. The downside is that you can make a mistake and cost yourself a ton of money. You must know what to buy, when to buy it, and at what price. You’ll need to do a ton of research about each individual company to determine whether it’s under or overvalued. You have to know when to cut your losses and sell when a strategy isn’t working out.

I’ll be honest: buying individual stocks and bonds is not a good idea for most people. Successful stock picking requires an enormous time investment, and you’ll be competing with people who do this for a living. J.P. Morgan crunched the numbers a few years ago and found that between 2001 and 2020, the S&P 500 had an average annual return of 7.5 percent. For investors who actively managed their money by buying and selling individual stocks, their average annual return was a measly 2.9 percent—barely more than the rate of inflation. You might feel like a hero if you manage a 20 percent return on your portfolio, but how would you feel if the overall market was up 35 percent?

With that all said, provided you’re caught up in your retirement saving, it can be fun to throw some money around in the stock market. In some cases that might mean picking an individual stock or two, or you might play it safer by choosing from a menu of mutual funds. We’ll discuss these options shortly, but first we need to be clear about what to expect when you open that brokerage account.

* * *

CAPITAL GAINS TAXES

The beauty of retirement accounts like your 401(k) or IRA is their tax-advantaged status. The dollars that go in are pre-tax (unless you have a Roth account) and they grow tax-free no matter how many times you or your fund manager trade the underlying investments. This isn’t true for a post-tax brokerage account.

In a nutshell, if you sell an asset for more than you paid for it—in this case, investments like stock, bonds, and mutual funds—you’ll owe tax based on how much the asset appreciated and how long you held it for. If you sell a stock less than a year after buying it, you may have to pay as much as a 37 percent tax on the profit, depending on your income. If you sell it after a year, the top rate drops to 20 percent. By the same token, if you lose money on an asset sale, you can deduct the loss from other capital gains, or in some cases, your normal income. In addition, many funds generate gains when the managers buy and sell stocks or bonds, and you may find yourself with a tax bill at the end of the year for any capital gains taxes that occurred in the funds that you own.

* * *

Set Your Expectations

As we’ve discussed in this book, when it comes to your 401(k) or IRA, you can expect it to increase by an average of around 5 to 8 percent per year over the long term. Some years it may lose 10 percent and some years it may gain 15 percent, but thanks to diversification, you can all but guarantee it will rise over time.

If you’re investing dollars that aren’t earmarked for retirement, you have a lot more options when it comes to risk. If you simply want to mirror the performance of your 401(k), you can easily accomplish that with a target-date fund or three-fund portfolio. We discussed exactly how to do this back in Chapter 8. Mirroring your 401(k) portfolio is the ultimate set-it-and-forget-it strategy, and it provides the peace of mind of knowing that your money will grow over the long term. The downside? It’s boring! There’s no research to do or big decisions to make, and because it’s conservatively diversified, you aren’t going to see massive increases (or massive losses, for that matter) in a short period of time.

If you’re saving for a purchase or have a specific time frame in mind, again, you should refer back to Chapter 9 for more tailored strategies. A good rule of thumb is that if you need this money in the next five years, you shouldn’t be investing it using the methods discussed below. Second, remember that to generate returns—that is, selling an asset for more than you paid for it or getting high interest or dividend payments along the way—you must take risk. The bigger the risk you take, the bigger your chance of making or losing a lot of money. For instance, if you had bought Tesla in early January 2020, you would have seen your investment octuple in less than a year. That kind of performance would take many years for the broader stock market to replicate. On the other hand, if you had bought Peloton stock at its peak in January 2021, it would have lost approximately 90 percent of its value within a year (a period in which the S&P 500 was up about 25 percent).

What is your appetite for risk? Do you want to grow your money slowly and safely, or do you want a chance at multiplying your money much more quickly? Make sure you’ve thought about this for a while before you decide on an investing strategy.

Buy and Hold Individual Stocks

According to Warren Buffett, arguably the most successful investor of all time, investing money is actually “a simple game.” He points out that between 1941 and 2022, the Dow Jones Industrial Average increased from 100 to more than 35,000. He advocates the “buy-and-hold” strategy, which means purchasing stocks in proven companies and holding on to them for many years. If your horizon is long enough, this strategy can work out very well.

The beauty of the buy-and-hold approach is you don’t have to do a ton of research; you just pick a few solid stocks and let them grow. To succeed, you’ll need to resist the temptation of selling when the market declines, meaning you might see magnified losses during a recession. However, as long as you hold for the long term, you’ll also avoid major capital gains taxes on stock sales.

Now, as far as what to buy . . . well, that’s up to you. Choosing stocks will involve a lot of research up front. I recommend reading sites like Motley Fool, Seeking Alpha, Investopedia, Finsheet, AlphaResearch, and ValueInvesting.io. Keep in mind that no amount of research can predict a sudden regulatory problem, a new disruptor in the industry, or a PR nightmare. For instance, the energy company Enron appeared to be a rock-solid buy in August 2000, with a market cap around $70 billion and shares trading at $90. Barely a year and a half later, after it was revealed that Enron’s executive team was hiding billions of dollars in debt, the stock plummeted to less than $1 and the company went bankrupt.

Passively Managed Index Funds and ETFs

Instead of investing in individual companies, you can choose a basket of mutual funds and ETFs. Your portfolio may not rocket to the moon as quickly as with a lucky hand of individual stocks, but you’ll be largely immune from sudden Enron-like losses. Perhaps the single most popular investing strategy is to buy an index fund or ETF mirroring the S&P 500. For instance, if you were a far-sighted millennial who stuck $3,000 in an S&P 500 fund back in 2013, it would have been worth some $10,000 by 2023. It isn’t quite Apple- or Tesla-level growth, but it’s still a lot of money!

Compared to actively managed funds, index funds and ETFs have much lower fees because they are passively managed. As we saw in Chapter 8, you can put together a bulletproof retirement portfolio for your IRA using just three index funds or ETFs. You could keep things simple and do the same for your non-retirement dollars, or you could opt for a bit more risk. For the ultimate set-it-and-forget-it portfolio, you could put 60 percent of your money in a total world stock market ETF such as Vanguard Total World Stock (VT), which tracks the performance of stocks in both established markets and developing countries, and 40 percent in a total bond fund like Vanguard Total Bond Market (BND). Other major brokerages like Fidelity and Schwab will have equivalent mutual funds or ETFs; I recommend picking whichever have the lowest expense ratio.

If you want some more risk, you could mix in a large-cap ETF, a small-cap ETF, an emerging markets ETF, and a riskier high-yield-bond ETF. If you really want to fine-tune your portfolio, you could throw in ETFs for specific industries like pharmaceuticals, biotechnology, or ETFs composed solely of, say, artificial intelligence companies. Generally speaking, the more specialized the funds in your portfolio, the more volatile it will be.

* * *

THE BEST OF BOTH WORLDS

Your stock portfolio does not have to be solely individual stocks or solely ETFs and index funds. One strategy is to have the bulk of your money in low-cost index funds or ETFs while allocating a smaller portion in individual companies you think might grow rapidly.

For example, you could put 90 percent of your portfolio in a total stock market ETF, 5 percent in a proven performer like Apple or Amazon, and 5 percent in a biotech company that you read has a promising cancer treatment awaiting FDA approval. This strategy allows you to grow your money slowly with big funds while investing in a prudent amount of high-risk, high-reward stocks.

* * *

Dollar-Cost Averaging

If you read or listen to one of the countless investing books, articles, or podcasts, invariably you’ll come across the concept of “market timing.” This is the strategy of buying an asset when it’s cheap and selling it when it’s expensive. However, as we saw earlier in this book, market timing is largely a fool’s errand considering that many active money managers fail to consistently beat the broader market in the long term.

When you set aside some money to invest, you might be tempted to invest all of it at once. This approach, which is called lump-sum investing, can pay off fast if prices continue to rise. However, it can take months or years to turn a profit if prices go down for a while, like during a recession. Instead of predicting which direction the market is moving, you can use a technique called dollar-cost averaging (DCA).

DCA involves investing a fixed amount of money at regular intervals, such as once per week or once per month, regardless of market conditions. So, for instance, instead of investing $3,000 in an S&P 500 index fund all at once, you could invest $250 per month for a year. By staggering your investment, you don’t have to worry about timing the market. You’ll get an average purchase price over time, so you’re never buying too much of an asset when it’s overpriced. DCA encourages steady, disciplined investing, and you can set it up to be entirely automatic. It can be as simple as opening a brokerage account, buying a mutual fund or ETF of your choice, and setting up an automatic monthly transfer from your bank account.

Remember that DCA is best suited for long-term investing. In fact, it’s the exact same way your 401(k) works. The money taken out of your paycheck is immediately invested, so in effect you’re buying into the market every time you’re paid, usually twice a month. (This is why it’s so important to continue contributing to retirement even during a recession.) Note that if you’re buying a stock you truly believe will go up, DCA may not be the best approach because you won’t end up purchasing enough shares when the company is undervalued. In the end, your decision boils down to how much risk you’re willing to take.

* * *

ANNE’S RULES FOR INVESTING


	Don’t invest money you absolutely need in the next year or two. Choose a high-yield savings account or money market account instead (see here for more information).

	If you can’t describe in one or two sentences why you think a stock will go up in price, then don’t buy it! If you aren’t able to explain why a company is undervalued to your grandmother, then you should either do more research or pick another stock.

	Aim to diversify your portfolio with a mixture of individual stocks, bonds, and index funds so that you reduce the amount of risk you’re exposed to. Not every sector of the economy reacts the same to market conditions. Tech stocks often boom and bust with the broader economy (along with other growth stocks, whose return depends on price appreciation), whereas discount retailer stocks (and other value stocks, whose returns often come from dividends more than price appreciation) often do well when consumers collectively tighten their belts during a downturn. Historically, the best recession stocks or ETFs to own include consumer staples, health care companies, and pharmaceuticals. So-called sin stocks (think alcohol and tobacco) often do well during recessions as well.

	Don’t listen to so-called experts who claim there is only one “right” way to invest your money. Be skeptical and never stop asking questions.



* * *

What About Crypto?

Ugh, I knew you were going to ask about this one. I’ll be honest, when I first started working on this book, I planned to have an entire chapter just about cryptocurrencies, NFTs, and other digital assets. This was a time when just about every advertisement you saw on TV was for a crypto exchange. The Los Angeles Lakers were playing at the Crytpo.com Arena and the Miami Heat at the FTX Arena. Events like the Superbowl were swamped with crypto commercials. It seemed every celebrity and their mother was imploring you to buy it, while payment apps like Venmo and PayPal let you buy digital currencies with just a few taps.

And then the dominoes began falling. Two popular cryptocurrencies failed, Terra and LUNA, followed by the trading platform Voyager. A string of crypto hedge funds failed. The coup de grace was when FTX, a crypto exchange once valued at $32 billion, crashed and burned after its founder, Sam Bankman-Fried, was accused of embezzling customer funds to shore up his sister trading firm. In July 2023, crypto trading volume shrank to its lowest level since 2019.

Analyses have found that the majority of crypto investors lose money in the long term. Part of the reason are so-called pump-and-dump schemes, which allow scammers to hype up a coin’s value using social media in the wildly unregulated cryptocurrency market. When the price rises, the scammers sell their coin and pocket the profits, while everyone else sees their investment crash to the lunar surface. (The $SQUID coin, for instance, which was inspired by the Netflix show Squid Game, rocketed from a penny to $38 in less than a week. Then, in ten minutes, it went from $638 to $2,856 before the scammer unloaded his investment for a $2 million profit. Minutes later, the coin was selling for pennies once again.)

All this to say . . . invest at your own risk. For obvious reasons, crypto should never, ever be a part of your retirement portfolio. You need your nest egg to grow safely and predictably—and, let’s face it, the words safe and predictable have never been associated with digital currencies. That said, if you’ve met every step toward building your retirement STASH, cryptocurrencies can be fun to dabble in as long as you treat what you use to trade them like you would money at the casino.

Here are a few basic tips to get started:


	Don’t invest money you aren’t ready to lose. Remember that cryptocurrencies go to zero a lot more often than they go to the moon.

	Do your research. Umm, seriously, do your research. It’s all too easy to get sucked into a pump-and-dump scheme, so be sure that the coin you’re buying actually has a track record. Using established websites like Messari, Glassnode, and LunarCrush can reduce—but far from eliminate—your risk of getting scammed.

	Only use established exchanges. Using reputable platforms reduces your exposure to fraud and data theft. However, evidenced by the downfall of FTX and others, remember that even the most seemingly legitimate exchange can be a house of cards. Because the industry is largely unregulated, you should be prepared to lose any money you deposit into an exchange, even if you don’t actually buy any crypto.

	Use a reputable wallet. A crypto “wallet” contains the proof-of-ownership passwords that give you access to your various cryptocurrencies, allowing you to buy and sell them on exchanges. Some wallets are physical, such as a USB thumb drive, while others are stored online. If you’re just getting started, I would use a secure online wallet managed by a major exchange like Coinbase. Don’t be that person who loses out on millions because they lost the keys to their bitcoin!







Epilogue

You’ve Got 99 Problems but Retirement Ain’t One

Most people don’t get the warm fuzzies when they think about doing their taxes. I do, though, because that’s what I was doing when I realized, for the very first time, that my family’s finances were under control. That year, when I wrote out the check for what we owed (and somehow we always owe something), I felt . . . fine. No gaping hole where my stomach normally lived, no panicky thump from my heart, no galloping thoughts about what I would have to dial back for the next month or two (like my 401(k) contributions) so I could come up with the payment. I just calmly wrote the check, stuck it in the envelope, and mailed it.

That was a while ago. Now I file everything online (even if I’m old-school and still insist on writing an actual paper check for the payment). It’s been a long time since I worried about whether I had enough in my checking account to cover the mortgage. Or since I wasn’t able to pay off my credit card balance in full. Or since I had to think about saving enough for retirement.

When I first started thinking about this book, I wasn’t quite sure what I wanted to cover, or how I wanted to say it. But I did know one thing: I wanted to make sure that you, my reader, stopped having that terrible feeling in the pit of your stomach—the one you get when you wonder how you’re going to get through the month. Or the one that you get when you think about your finances.

Instead of feeling dread when you think about that future, I want you to feel what I felt when I wrote that check for my taxes and realized that I was finally saving enough money. I didn’t exactly feel like turning cartwheels, jumping up and down, or running around the house yelling, “Wheeee!” (Okay, maybe that last one a little bit.) But what I did feel was a really quiet sense of accomplishment and satisfaction. “I’ve got this,” I told myself. “No worries.”

I want you to feel like Jane. She’s three years out of college and starting her third job. She has loud roommates and is overpaying for her closet-sized bedroom. Jane spends too much on takeout and just splurged on Taylor Swift tickets that cost more than she makes in a week. She isn’t sure about her career, she isn’t sure about her boyfriend, and she has no idea where she’ll be in five years—let alone fifty. But here’s what Jane does know: She’s saved nearly $14,000 in her 401(k) in three short years. She has a respectable emergency fund in case she finally quits that crappy startup. Jane knows that if she keeps it up, she’ll have several million dollars in her retirement stash by the time she reaches sixty-five. Like most people her age, Jane has a lot of problems—but worrying about her financial future isn’t one of them.

Most of all, I want you to have choices as you move through your working life, choices that I had for myself in my mid-fifties, when I could afford to step away from my career. I had started this book while I was still working full time, but I wasn’t able to get it off the ground. Once I stopped working full time, I was finally able to give it the time it needed. I was also able to finally do something I’d dreamed of doing for years—walk 500 miles of the Via Francigena, a pilgrimage walk that goes from Canterbury, England, to Rome (I walked half of it, from the Swiss border to Rome). And I’m spending a lot of time mentoring younger workers as they navigate the conflicts that arise from conflicting priorities. None of these things would have been possible if I hadn’t finally figured out how to get my financial act together.

There are so many reasons to feel anxious about the future. Climate change, war, pandemics, extreme political polarization—there is no end to the list of problems that make millennials and Gen Z the most anxious generations ever, and not without reason. You can’t solve many of those problems. Some days, it can feel tough to feed the cat, let alone tackle your day job. You can, however, keep putting what you’ve learned in this book to work so that you, too, can make more satisfying choices as you age. You’ve got the tools, you’ve got the ability, and most important, you’ve got the time.

What are you waiting for?

FEEL FREE TO GET IN touch! You can find more resources at YourBestFinancialLifeBook.com, and you can connect with me directly at annelester.com.
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