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I Will Teach You to be Rich: Starting to Invest Early
Banking
· Get your bank account set up right—no fees, no minimums, or as close to this as possible. Get bank fees waived by asking. Remember: they want to keep you as their customer.
· Surprisingly, more credit is good—as long as you’re sensible. Credit cards: Get more than one and build your credit. If you have good credit, you’ll save thousands on a house/car/loan compared even to someone who has a lot of money but no credit history. Loans count, too. See http://www.AnnualCreditReport.com for your free credit report (not score) once a year.
· Set a budget: Use Quicken/MS Money/a notepad to judge your expenses for 3-6 months. Then cut expenses accordingly (e.g., don’t need that Starbucks/Coke/dress/whatever every day). Once you start saving, you’ll have money to invest.
· Nickel-and-dime savings vs. investing: The real money comes from investing, not saving.
Investing

Principles
· Risk vs. reward: higher risk equals higher potential reward.
· Starting young = high tolerance for risk (compare to senior citizens or 35-year old parent with 2 kids).
· Investing for the long-term nearly always beats short-term investing. Don’t plan to sell your stocks/bonds/mutual funds/index funds/ANYTHING in a year—investing with a short outlook makes it infinitely harder to see real rewards.
How to Start Investing Today

· Open an investment account with ETrade, Schwab, Fidelity, Datek; all are roughly the same. I use ETrade, but there are cheaper ones, more full-featured ones, etc.

· Put a comfortable amount of money in a money-market fund. This is the equivalent of an interest-earning savings account. From here, you can disburse your funds to your investment(s).

· Note the psychological importance of having this money separate from your regular, daily checking/savings account—this is money you don’t touch except to invest.
“The Market”

· Usually refers to the S&P 500, an index of 500 U.S. stocks. When “the market gains 200 points” or “goes up 2%,” they’re talking about the S&P 500.
· Returns ~ 11% on average.

· The Rule of 72: (72 divided by rate of return) = how many years it will take you to double your money. For example, if you put $10,000 in the market today and it achieved 11% returns, you would double your money in ~ 7 years (and that’s with no further contributions to the principal amount—if you add more every week/month/year, it will double even faster).
Stocks


General

· Share (part ownership) in a company. Expectation: if a company does well, your stock should do well.
· Advantages: Can beat the market if good; can really beat it if a great stock. Allows you to pick the stock, preferably in a company you understand.

· Disadvantages: If the company does poorly, so does your stock (sometimes it can tank). No diversification. Difficult to pick a good stock.
Picking a stock
· Think of companies you know and use.

· Examples: a good product isn’t necessarily a good stock. Also, there are many factors—not just the company’s product—that cause stocks to perform well (management, competition, etc).
· Research: Look up ticket symbol, try to understand the finances. Ask for help. Good places to start: http://tinyurl.com/8t88r and http://tinyurl.com/b6x2l and http://tinyurl.com/c25vm 
· Also learn how to read financials: http://tinyurl.com/3ow8b and http://tinyurl.com/adfzg 
Bonds

· Think of CDs: you give $100 for 3 years; bank promises to give you back $105.
· Historically, rates lower than stocks. (High-interest savings accounts = 4.6%; 1-year CDs = 4.7%. The difference is liquidity, i.e., access to your money today.)

· However, with bonds you know exactly what rate you’ll be getting and they are extremely stable (unlike stocks, which fluctuate a lot).
· Who uses bonds?

· Bottom line: probably not the best investment for you right now.

Mutual Funds

· A diversified collection of stocks or bonds. We’ll focus on stocks. Can be in different areas (e.g., large/small-cap stocks, biomedical stocks).

· Managed by a “money manager” who takes ~ 2-3% of your $ to achieve his results.

· The secret almost no one knows: Mutual-fund managers rarely beat the market’s 11% annual return. In fact, only about 15% of mutual funds beat that! Yet you pay dearly for this so-called expertise.

· Advantages: diversified, don’t have to manage investments, can choose mutual fund. 

· Disadvantages: Dismal return rates, relatively conservative investments for your risk tolerance.
· Don’t waste your money—there’s a better investment!
Index Funds
· Essentially mutual funds without the expensive fund manager—to create your index fund, a computer simply matches the stocks in S&P 500 (aka “the market”—so you’re essentially investing directly in the market). Note there are also index funds for the NASDAQ, etc.
· Compare typical mutual-fund fees (~ 2%) with an index fund’s fees (lowest: 0.10%). That difference can save hundreds of thousands of dollars over a lifetime.
· Advantages: diversified, don’t have to manage investments, good evidence of strong return rates (70 years of return rates show avg. return is ~ 11%).

· Disadvantages: Past performance doesn’t guarantee future results, diversification means no real opportunity to have a superstar return.

For Future Classes

· Asset allocation—what’s right for you? (It’s definitely different for you than for your parents.)
· Dollar-cost averaging.
· Roth IRA (start one today!). Better than a non-matched 401(k).
· Good starting points: http://www.fool.com, Suze Orman’s books, Warren Buffet’s investing memos. Also http://www.IWillTeachYouToBeRich.com (updated frequently).
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