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Buying low and selling high works =

much better! A

Be careful where you go! Tiy this exercise sometime.
Suppose you had $10,000 to invest. You walk into a bank for :
advice. What are they most likely to recommend? Probably
a C.D. Walk down the street to an insurance agency. What :
are they most likely to recommend? Probably life insurance !
or an annuity. Walk down to the next block and walk into a
brokerage firm. What will they suggest? Probably stocks,
bonds, or other investments. Where is the objectivity?
Whether you're age 25 or 65, whether you're worth $1,000
or $1,000,000, whether you want growth or safety, invest-
ments should be made based on your suitability. Try an
independent financial planner. They don't just sell prod- :
ucts. They put specific plans together and make specific :
recommendations based on your goals, risk tolerances, and
personality. Prescribing without proper diagnosis is mal-
practice and potentially deadly! :

Principle #5: Buy for the Long Term

Unless you are nearing the point of withdrawing your
funds, it's better to have a long-term perspective, at least ’
three to five years. Although prolonged bear (down) mar-

$100/Month for 40 Years

interest don't amount to much
money. Not so! Understanding the
value of compound interest is key to
pursuing financial freedom. The fol-
lowing chart shows what happens if
you invest $100 per month at 5%, 8%,
and 12% for 40 years (the amount of
years we typically work. See figure A).

Get the point? By receiving a
hypothetical 12% rate of return vs.
5%, you don't end up with 7% more money. In this case,
it's 700% more money. It pays to invest wisely (if you can
assume the market risk of potentially losing the entire
invested amount)!

The Rule of 72 is another powerful illustration on the
“magic” of compound interest. Divide the interest rate you
are getting on your money into the number 72. The
answer is the number of years it takes for your money to
double. Let me illustrate. Take 6%, which is the current
bank rate. Six divided into 72 is 12. In other words, it will
take 12 years for your money to double at 6% interest.
Now—suppose you could
get a 12% rate of return.
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kets are a possibility, the variability of average annual !
returns over long periods of time is much less than over
shorter periods. Patience helps the investor survive the
ups and downs of the stock market. Sure, the market was ,
up roughly two out of three years since 1990, but what .
about the down years? The market’s 31 down years aver-
aged a negative 13.32% return—but the 67 up years aver- |
aged a positive 22.32%. Also, the market has had back-to- :
back negative years only twice since World War II. What is

the moral of the story? Over time, the positives have out- !
gained the negatives. Don't look at the ‘bumps in the
road”—keep an eye on your long-term goals.

When asked the secret to investing in the stock mar- !
ket, Peter Lynch, one of the greatest money managers, |
responded—“not to get scared out of the market.” John
Templeton (a devout Christian who has given away mil- :
lions of dollars, a true lighthouse on Wall Street), also one
of the great portfolio managers of the past 50 years, is often
asked what the secret is to successful investing strategies.
His answer—"Ignore fluctuations. Do not try to outguess !
the stock market. Buy a quality portfolio and invest for the |
long term.”

Principle #6: Understanding the Importance of
Compound Interest ]
Most people think a few extra percentage points of |

a 12% investment return.
Suppose a 25-year-old had $10,000 to invest (see figure B).

This is a profound example of the difference between
saving and investing—a $560,000 difference! It is also a
great example of good stewardship.

We have the wrong definition of risk and safety. For
example, if I put $5,000 in something, get $6,000 back, and it
doesn't buy me what $5,000 used to buy me, then it's not safe.

Don't be left behind; get started today! After all, MoNEY
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