If You Can’t
Afford It—
Put It Down

CHRISTINE ROMANS

ANCHOR, CNN'S YOUR $$$%$$
~ HAL SPARKS







Smart

Is the New

Rich






Smart

Is th.e New
Rich

If You Can’t Afford It,
Put It Down

CHRISTINE ROMANS

WILEY
John Wiley & Sons, Inc.



Copyright © 2010 by Christine Romans. All rights reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.
Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted
in any form or by any means, electronic, mechanical, photocopying, recording, scanning,
or otherwise, except as permitted under Section 107 or 108 of the 1976 United States
Copyright Act, without either the prior written permission of the Publisher, or authoriza-
tion through payment of the appropriate per-copy fee to the Copyright Clearance Center,
Inc., 222 Rosewood Drive, Danvers, MA 01923, (978) 750-8400, fax (978) 646-8600,

or on the Web at www.copyright.com. Requests to the Publisher for permission should

be addressed to the Permissions Department, John Wiley & Sons, Inc., 111 River Street,
Hoboken, NJ 07030, (201) 748-6011, fax (201) 748-6008, or online at http://www.wiley

.com/go/permissions.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their
best efforts in preparing this book, they make no representations or warranties with respect
to the accuracy or completeness of the contents of this book and specifically disclaim any
implied warranties of merchantability or fitness for a particular purpose. No warranty may
be created or extended by sales representatives or written sales materials. The advice and
strategies contained herein may not be suitable for your situation. You should consult with a
professional where appropriate. Neither the publisher nor author shall be liable for any loss
of profit or any other commercial damages, including but not limited to special, incidental,
consequential, or other damages.

For general information on our other products and services or for technical support, please
contact our Customer Care Department within the United States at (800) 762-2974, outside
the United States at (317) 572-3993 or fax (317) 572-4002.

Wiley also publishes its books in a variety of electronic formats. Some content that appears in
print may not be available in electronic books. For more information about Wiley products,
visit our web site at www.wiley.com.

Library of Congress Cataloging-in-Publication Data:
Romans, Christine, 1971-
Smart is the new rich : if you can’t afford it, put it down / Christine Romans.
p. cm.
Includes index.
ISBN 978-0-470-64206-1 (cloth); ISBN 978-0-470-92565-2 (ebk);
ISBN 979-0-470-92566-9 (ebk); ISBN 978-0-470-92567-6 (ebk)
1. Budgets, Personal. 2. Finance, Personal. 1. Title.
HG179.R633 2010
332.024—dc22
2010024725

Printed in the United States of America

10987654321


http://www.copyright.com
http://www.wiley
http://www.wiley.com

1o Ed,
the smartest person I know, who
makes life rich beyond all imagination.






Contents

Foreword xiii
Preface XV
Acknowledgments Xix
Chapter 1 Reset, Repair, Recover 1
Pop! 2
The Retro Reset 4
Repair the Balance Sheet 5
Recover 8
The Payoff 11
Chapter 2 Spending Your $$$$$ 13
Going Retro 14
Living Beyond Their Means 18
The Value Consumer 19
The Recession-Weary 21
The Conspicuous Consumer 22
A Fool and His Money 22

Be a Good Steward 23

vii



viii Contents

Chapter 3

Chapter 4

Retro Spending Rules
The Payoff

Your Joh

Turning the Corner

Top of Your Game Every Day
Take a Pay Cut?

Switching Careers

Where Are the Jobs?
Location, Location, Location
Education

Good Pay, No Degree
Green-Collar Jobs

You've Just Lost Your Job

You Have a Job—Protect It
You Think Layoffs Are Coming
The Permalancer

Long-Term Unemployed

No Job Yet? Write It Off

The Payoff

Debt

Miracle or Mirage?

Sit on an Apple Box
Generation Debt

Respect Credit, Pay Off Debt
The Dreaded Score

Student Loans

$200 Saved Now or Pay $396 Later
Keeping Down College Costs
Student Loan Defaults
Mortgage Debt

Will Borrowing Costs Rise?
The Payoff

25
29

31
34
36
40
42
45
48
49
52
54
56
65
69
69
71
72
73

75
77
80
82
84
86
90
96
99

103
103
105
106



Chapter 5

Chapter 6

Chapter 7

Contents

Credit Cards

Credit Card “Rich”

New Rules, Rights, and Traps
Credit Card Gotchas

Debt Free in Three

Card Payment Strategies
Cutting Up the Cards

Debt Revolt

Boring Is Better

Debtor Beware

The Payoff

Home Sweet Home

POP!

Affordability

Mortgage Rate versus Home Price
Getting a Loan

The Fancy Kitchen Dream
Renting

Losing a Home

The Inevitable Scams

The Payoff

Save, Invest, Retire

Good Steward

The Proverbial Rainy Day
Getting Started, Starting Over
Finding Your Magic Number
Fixing Your 401(k)

Sabotaging Your Retirement
Stay Focused

ETF

The Payoff

ix

107
108
112
113
118
122
123
125
127
129
133

135
140
143
149
151
153
155
157
161
162

163
165
166
169
171
175
176
178
180
184



X Contents

Chapter 8

Chapter 9

Chapter 10

Chapter 11

Family Money

Lead by Example

Take Out the Trash!
Generation Y

Paying for College
Sandwich Generation
Caring for a Parent

"Til Debt Do Us Part
Breaking Up Is Hard to Do
The Payoff

Health Care

Reform and You

Under 26 Years Old

State Health Exchanges
CLASS Act

FSA Changes

Hospital Responsibility
Health Care as Livelihood
The Payoff

Small Business

The Disappearing Banker
“I Can Create Jobs!”
Social Butterfly

Shop Local

Cupcake Sisters

Yes to Carrots

Find the Money

The Payoff

Government

United States of Bailouts
They Got It Wrong
Spend, Spend, Spend
The Payoff

185
186
187
194
198
200
203
206
210
212

213
215
216
219
220
222
223
224
227

229
231
233
237
240
242
245
248
252

253
255
256
262
266



Contents Xi

Appendix A Cover Letters: The Good, the Bad, the Ugly 267
Appendix B Web Resources 275
Notes 279
About the Author 287

Index 289






Foreword

efore I get into complimenting Christine Romans on having the
decency to write a smart, charming, easy-to-read book on something that
gives most of us heart palpitations, namely money and what to do with it,
I want to compliment you for picking it up. Now I don’t know if you've
already bought it, or if you're standing in the bookstore thinking about it, or
reading the first three chapters on your iPad or Kindle. But I do know this:
Money makes people crazy and you're trying to feel sane about it.

There are tons of books out there about money, and all of them seem
to vacillate between investment schemes that read like a lotto ad and fear-
mongering manifestos from the “dismantle the Fed or we'll all be in work
camps” crowd. Today it seems people hunger for dramatic extremes. Many
people think it’s our high-tech, coffee-driven society and our constant
need for distraction. And it very well may be. It might also be that we have
grown lazy—not because we are bad people, but because we have been tor-
tured by an idea that money is a mysterious uncontrollable force that must
be handled by someone else, and that feeling has made us numb to it. We
know when we want it, and we certainly know when we need it. Many of
us know how to get it, but a lot of us dont know how to keep it . .. so we
freeze. At worst we do nothing, and at best we hand our money over to
someone and hope for the best. But where has that gotten us? Stuck. Fearful.
Confused. Broke in many cases.

You've probably made past attempts at fixing your money woes
before and you may have been lectured by others about it. They’ve told you
and you told yourself that you need one thing. And if you had that one
thing you'd be able to get command of your financial situation. What is that
one thing? It isnt information. That’s everywhere, and most of the time it

seems there’s too much of it to get a grasp on any of it. Ironically, it isnt
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Xiv Foreword

more money, either, at least not yet, because if you had it right now without
a new way of dealing with it, it would be gone like all the rest of it. No, the
word were looking for is one of the most celebrated and feared words in our
society. That’s right. Discipline. Yikes! I know. Everybody wants it. Nobody
you know has it. Not really, but that’s what everyone thinks will solve the
problem. Discipline—a word just like money that fills us with hope and
apprehension at the same time.

I'd like to give you a new word, one that I'd like you to replace the word
discipline with and one that will help you as you apply the very smart things
Christine prescribes here in this book. That word is consistency. Discipline is
nearly impossible, but we can all practice consistency. Just go through the
book with consistency. Be consistent with the application of what you learn,
and when people congratulate you for all the discipline you have, you'll
know that all you did was read this book page by page and follow the ideas
bit by bit. And you’ll look back on the good habits you formed and the
security you've created and it'll amaze even you.

Rats! I've run out of room! Okay, real quick: I met Christine at CNN
on Your Money and was immediately aware that—with all due respect to
those working on the show—she was the sharpest, steadiest, and most car-
ing person there by far. In a room full of very intelligent people I call her
“The Smart One.” She’s the reason I never pass up a chance to do that show,
because I always know that not only will I learn something useful from

Christine Romans, but I'll enjoy the process. Now . . . keep reading.

HaL Sparks
September 2010



Preface

here I was in a radio booth at CNN in New York, taking phone calls,
e-mail, and Facebook messages about money. More came in during the hour
than my producers and I could keep up with.

“How do I raise my credit score?”

“I lost my job six months ago and I need to start my own business to
start bringing in some income.”

“I want to buy a house but I need to save a little more money for the
down payment. Should I raid my 401(k)?”

And then, a call that went something like this:

“I saved for my kid’s college and now have lost one year of tuition.
I saved for my retirement, and I lost a third of that. I am underwater on my
house, because two neighbors have foreclosed. We drive two cars, neither new,
and my husband’s office just announced they are cutting 10 percent across the
board. I thought I was smart about my money, but it doesn't seem to matter.”

This book is for you.

I hear from so many of you who played by the rules during the boom
when common sense took second place to maxing out risk and credit. And
now youre wondering what the new rules are to start building your wealth
again. This book explains how the new rules aren’t so new at all—they are
really retro rules that were lost. Your time will come again.

Whether you read this book cover-to-cover, or pick and choose the
money topics that interest you, the material in these pages is meant to help
guide you through the New Normal and reassure you that, yes, smart decisions
today will help you build and prepare for retirement.

These pages explore everything from health-care reform, to taxes, to
job-hunting to debt, and what it means for you. The material is diverse for

a reason.
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Because “you” are a diverse lot: “you” are running small businesses,
“you” are stay-at-home moms. “You” are college students who want the right
major and not a ball and chain of student debt. “You” are young married
couples who want your first home, and “you” are job changers and job seckers
who need to sell yours.

“You” want to retire with enough money for your health-care needs in
the last 10 years of your life, but “you” also want to put your kids through
college so they have the right start.

Statistics that matter to your bottom line—called Romans’ Numerals—
are signposts to guide you down the different paths the book takes. I've
written it (I hope) in a way that allows you to follow the path as it winds
through, or you can steer off the road and jump ahead to the Romans’ Numeral
that means the most for your money—how you earn it, save it, spend it, and
retire on it.

Like apps, there’s a Numeral for just about everything. Take credit card
debt. How long would it take to pay off $10,000 in credit card debt by only
paying the minimum? Would you believe 46 years? See Chapter 5 for strate-
gies to pay off that debt and become “Debt-Free in Three.”

There is enough in just Chapter 3 to help you rethink your relation-
ship with your career, recharge your job search, and revise your strategies for
success at work. This chapter is meant to apply to every worker out there—
whether you have a job you love, you are stuck in a job you barely tolerate, or
you need a job roday.

Chapter 6, “Home Sweet Home,” examines important assumptions and
mistakes for the biggest asset you will ever own—which is also the biggest
debt most of us will ever assume.

I found myself spending the most time writing this book immersed in
these two subjects—jobs and houses. We live in one and hope that it provides
for our retirement. We need the other to provide the paycheck that powers
our personal economy. These are the two assets most important to the vast
majority of the middle class. It’s the meat of your personal finances and the
meat of this book.

The chapter I had the most fun writing—and put most of my personal
experience and advice in—is Chapter 8, “Family Money.” This chapter

is for everyone—no matter where you are on the financial arc of earnings,
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savings, spending, investing, and retiring. I hope it provokes discussion—even
debate!—around the dinner table. Many families dont talk about money
enough. It’s either bad manners, embarrassing or for some odd reason
inconsequential. I could not disagree more. After reading Chapter 8, I hope
everyone is inspired to talk to grandma about a living will, the grandkids
about which major to choose and the ensuing college debt, and Generation
Y about savings and paying their bills on time. And remember, money
habits start young. Your kids learn from you.

Here’s a tease (as we call it in television news) for this chapter: “How
making your kids take out the trash could make them rich! And avoiding
debt can keep you married! Coming up in Chapter 8!”

Each chapter features links to helpful mortgage, student debt, and credit
card interest rate calculators and tables. But I encourage everyone to use the
additional resources at CNNMoney.com. It’s a treasure trove of free and
up-to-the-minute tools for investing and retiring.

Okay, you are not interested in spending a half-hour reading chapters
about kids and money, small business, taxes, or the difference between good
and bad debt. For you I have included at the end of each chapter some-
thing called “The Payoff” for a quick read if you want the salient facts, best
advice, and sharp perspective quickly.

My hope is that this book doesnt end for you on the last page, but
instead starts a running conversation between you and your spouse, your
kids, and your parents about how to smartly prepare for a rich future.

CHRISTINE RoMANS

September 2010
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CHAPTER

Reset, Repair, Recover

$111,000

RN%“,\’/IIQF!E Cost of the average high-end kitchen renovation—twice the
median household income.

There’s smart. And there’s rich. For much of the past 15 years, you could be
one and not the other. And vice versa.

It's over. The next 15 years, you'll need to be especially smart about
money before you'll ever be rich again.

The “rich” of the 1990s and 2000s was an imaginary rich, anyway.

We all know someone who made a killing in the bubble, flipping
houses, or moving up into a bigger house with no money down and an
adjustable rate mortgage. It seemed like everyone was into it and the “smart”
thing to do was double down on credit, acquire big debt, and live like a
king. The credit card offers were flying (2.9 percent for six months!), there
were new ways every day to drain the money (real and hypothetical) out of
your house, and condos were changing hands at 20 percent, 30 percent, 40
percent higher prices before ground had even broken.

The average price for a high-end kitchen renovation topped $111,000,'
more than twice what most families make in a year, and we built houses

with more bedrooms than people to sleep in them, bought more cars than
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2 Smart Is the New Rich

drivers in the household, and somehow thought that living within our
means meant living within our (ever-expanding) credit card limit.

The risk takers inherited the earth while the smart and fiscally fit were
left behind, scratching their heads. Smart borrowers just never understood
how a NINJA loan ever made sense. (No /ncome No Job No Assets. Really?!)
But yes, it’s true. The economic brainiacs, Congress, the banks—they all
believed it was a new world of ever-rising living standards, rising home prices,
and rock-bottom interest rates. Homeownership reached record levels, the
treasury secretary said never before in his entire business career had the glo-
bal economy been better,? and the Fed chairman said never-you-mind those
nagging little concerns about subprime mortgages.” The housing market is
so big and vibrant, the Fed chief told us, any problem with risky borrowers
would not affect the rest of the economy.

POP!

The bubble more than popped. It exploded and spewed toxic mortgage assets
like a mushroom cloud raining economic radiation around the world, hurting
everyone—even the smart and the careful. Nearly $7 trillion in U.S. household
wealth was wiped out during the recession. It’s a number too big to fathom.
But you can probably quantify all too well how much you lost—probably a big
chunk out of your 401(k), for sure. And if you were a smart planner with
a taxable stock or mutual fund account, you got hit there, too. There are tens of
thousands of smart parents who planned ahead and saved money in a 529 only
to see a semester or even a year of college tuition vanish. More than 8.4 million
people lost their jobs, almost 3 million have lost their homes and millions more
lost the home equity line of credit they were using as a rainy-day fund.

You may never have had a crazy exotic home loan. You may never have
drained all of the money out of your house. You don’t have a kitchen that
cost more than a law school degree. You lived within your means. And you're
angry. At the mortgage outfits that cooked up these crazy loans, the brokers
who told millions of people they could afford loans they clearly could not,
the banks who bought them, packaged them up in securities and sold them
like legitimate investments, and the investment banks that found ways to
make money off selling them to other investors and at the same time invest-
ing in bets that the investments they were selling would sour. Since the early
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1990s, the savers and the planners and the risk-averse were left behind. All
the traditional metrics of personal finance were out the door. Why pay off
student loans when it made more sense to take on mortgage debt and flip
the house? It was tax deductible, plus, home prices kept rising. By 2004, per-
sonal finance experts said the 30-year fixed-rate mortgages were obsolete. You
could afford a bigger home with interest-only loans, and for anyone more
conservative, an adjustable rate loan would do just fine.

A credit bubble fueled the housing bubble and that created an entitle-
ment bubble. Somehow millions of Americans believed (with the enthusiastic
approval of their elected officials, credit card issuers, and the Wall Street
wizards) that we could spend more, consume more, save less, and live better
in perpetuity. So soon after the dot-com bust, we again believed there was
some sort of new economy out there, sustained by an ever-rising hous-
ing market that would more than make up for weakness elsewhere in the
economy. Economists said trade deficits didnt matter—they were simply a
reflection of a powerful U.S. consumer. They said low savings rates didnt
matter either. Instead, they said again and again that the “wealth effect” of
ever-increasing value in home prices made up for the lack of actual cash on
hand for U.S. households. Somehow a $3,000 flat-screen TV for Christmas
for every middle-class family became a national right, like having electricity
on the farm in the 1920s. Think of it: This country went from flat-screens
for Christmas in 2007 to foreclosures for Christmas just 12 months later.

The most rational levelheaded people were all caught up in the same
line of thinking. Of course, in hindsight, it all looks like bubble talk. But at
the time, everybody was making money. The builders, the flippers, the mort-
gage brokers, the Wall Street banks, the debt rating agencies, the appraisers,
the real estate agents, the real estate lawyers, the contractors, the speculators
at every level. . . . It’s an endless list.

So now the bubble has burst and here we are standing in the wreckage
of, in the words of former Federal Reserve chairman and current Obama
Administration advisor Paul Volcker, “the mother of all financial crises.”

The “crisis” is over and we are left living in an upside-down world
where more people are filing for unemployment than are buying their first
home. A world where there are more people on food stamps than there are
people in college. A world where 43 percent of workers have less than $10,000
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saved for retirement, but the number of millionaires rises. On the same day
the Employee Benefit Research Institute reported in its 2010 Retirement
Confidence Survey that only 16 percent are confident they have enough
money saved for retirement, another report from a group called Spectrem
(which analyzes high-net-worth trends) declared that millionaires were mak-
ing a comeback.” The number of U.S. millionaires in 2009 grew 16 per-
cent to 7.8 million and the number of households worth $5 million or more
soared 178 percent to 980,000.° Why? Because the stock market had roared
back and people with money were more likely to have investments tied to
markets. The middle class and upper middle class are more likely to have
wealth tied up in their homes or other real estate, and their money and their
financial security are closely tied to their jobs. So the already wealthy rode
the stock and commodities markets higher, while the middle class and upper

middle class were still reeling from a weak job and real estate market.

THE RETRO RESET

After two brutal years of recession, we're having a national reboot right now
that favors the solvent, the confident, and the bold. We need to hit control-
alt-delete on our goals, our expectations, and our plans for getting there.
We're resetting to a more rational way of thinking about and living with our
money: how we make it, spend it, save it, and invest it. We're saving more,
spending less, and taking fewer risks with our money. We've gone from a
national pastime of risking our money or living on borrowed money to pro-
tecting the money we have. The Great Recession has had a profound effect
and will continue to do so, and it will provide opportunity. Twenty-nine
million small business owners face an entirely new landscape—Iless availabil-
ity to credit at the same time their customers and suppliers are reining in for
a new more restrained reality. That means every business plan, every mission
statement, and every personal retirement goal needs a reboot, too. Investing
in the future will come from earnings and savings, and to a much-lesser
degree, from credit. I like to call it “the awful Aughts”™—those years of excess
and disconnect and risk and froth. We will not make money the way we did
in the “Aughts.” With a nod to the old Smith Barney commercials, we'll make
money the old-fashioned way: We'll earn it.

In many ways, we're starting over and resetting our expectations for where

we work, how much we earn, how we manage our money, how we spend i,
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and how we invest it. In “normal times” it’s a healthy exercise for every family
to rethink its relationship with money, whether the family lives paycheck to
paycheck, is solidly middle class or working to build something to pass on
to the children. Now it is more important than ever before. Its the American
Dream to climb a rung of that ladder every generation, saving and earning and
investing in ways to provide more for the kids than the parents were provided.
For the first time in my lifetime, that assumption may be at risk. We have to be
smarter than ever to assure our place in the U.S. economy and to ensure that
our kids enjoy a better standard of living than their parents and grandparents.

What if it takes seven years to replace the 8.4 million jobs lost in the two
years since the recession began?” What if that means you are less likely to get
a raise or trade up to a higher-paying job? What if it means the short-term
financing you relied on for your small business is not coming back? There
is no question you and your children will need extra training and education
to set yourself apart and stay in the middle class or move up during the next
generation. How will you afford it and what should you study? These are the
questions for the New Normal.

As the economy gingerly crawls out of this mess and begins to grow

again, every smart move you make today ensures a better tomorrow.

REPAIR THE BALANCE SHEET

Now the hard work of repairing your personal balance sheets begins. In the
chapters ahead, you will relearn how to do it. How well you repair after
the hits of 2008 will be the basis for building wealth for your future and
your family. People with money are playing offense again with their money.
You should be, too. And that exercise begins today, with you, and a posi-
tive attitude and the commitment that you are going to understand your
finances and begin the repair immediately.

First things first: Are you still living in a bubble? Grab a pencil and

answer each of the following, circling yes or no.

Your Money Quiz

Assume the recession is over and you land $10,000 tax-free.

* Do you put all or some in the bank YorN
* Pay down credit cards YorN
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* Invest in a traditional or Roth IRA YorN
* You will spend less dining out than you did before the

recession YorN
* In the past year, have you checked your credit report? YorN
* At this very moment, do you know your bank balance? YorN

Add up the yes answers.

5-6 Overachiever
3-5 Frugalista
1-2 Bubble consumer

Zero?  Not smart. Not rich.

What is a balance sheet? Think of your family economics like a business—
because it is. What's coming in, whats going out? What is your cash on hand
for emergencies? And what are you investing for the future? Smart house-
holds on a monthly basis know where they stand long term. During the
go-go days of the 1990s and 2000s, the simple family exercise of planning
a budget was passé. Saving a few dollars here and there and tracking the
daily expenses was so, well, small-scale, when wealth was created for years by
leveraging borrowed money. The family budget is back. So is living below
your means. Smart families are lining up their assets and liabilities and
finding places to save, squeeze, and invest so they will be comfortable if this
storm takes much longer to blow away, or worse, another bubble comes
rumbling across the horizon. Are your housing costs in line with your new
income? Have you stopped investing in the future because you are just
trying to cover your bills right now? Are you piling money away for your
kids” or grandkids’ college, but not saving enough for your own retirement?
Are you not even sure what your balance sheet should look like? It’s time
to start.

The tools available today to help you do this are, quite simply, amaz-
ing. Your 401(k) balance and allocations are available with a click of the
mouse. Automatic bill paying means you never need to miss a credit card
payment deadline. Web sites like www.mint.com offer valuable tools to

aggregate your entire financial life in one place. The smart money doesn’t
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put the unopened 401(k) statement in a drawer. Smart money takes a
quarterly or even (as I prefer) a monthly snapshot of where they stand.

Think of yourself as the household personal money manager. The
strategies are different, but the results are the same. Spend the time to
understand your outlook for your money, what you want it to do for you,
and then figure out how to make it work for you. Depending on your per-
sonality and goals, the strategies can be quite different. Are you the type
of person who is motivated by making lists and checking off the accom-
plishments? For you, the physical act of writing checks and balancing the
checkbook by hand is a discipline that can’t be replaced with high-tech
personal finance tools online. For others, everything important in life—
music, their friends” data, music, and videos—it’s all organized by com-
puter. If you're a tech-savvy “personal money manager,” your money is
as easy (and even more important) to manage, watch, and tweak as your
music playlist.

No matter how you get there, the principles are the same. Follow the
retro rules for your money that evaporated during the bubble to ensure
the smartest and surest ways to repair your balance sheet today. A few

quick questions to ask yourself about your money:

Does your money last as long as the month?

Are you spending more than 28 percent of your take-home pay on

housing costs? (This includes maintenance, insurance, and taxes.)
Are you carrying a balance on your credit cards?
If so, how many months will it take you to be credit card debt free?
How old do you want to be when you retire?
Are you maxing out your 401(k) contributions?

Are you saving any money at all for retirement outside of your company-
sponsored 401(k)?

We'll explore more fully these questions, how to answer them, and how
to get there in the pages ahead, but repairing the balance sheet first means
recognizing how far away you are from these goals. If you are on track, the
next step is to build wealth.
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RECOVER

The economy is recovering, but too many people are still out of work. So
this “recovery” will be tricky. Is it a true recovery? Will the recovery fade?
Will there be a “double-dip” recession where we fall back again later? No
one knows. Even if you believe the recovery is real and lasting, it doesnt feel
like it to the middle class.

One of President Obama’s moneymen, Larry Summers, put it this way.
We are in a “statistical recovery, but a human recession.”

The government statistics tell us the economy has been recovering for
several quarters. At the beginning of 2009, the most powerful economy in
the world was shrinking—shrinking!—by more than 6 percent. That means
homes, businesses, livelihoods, and dreams were vanishing at an alarming
rate. It was sparked by a financial crisis that nearly destroyed the financial
system. As Treasury Secretary Timothy Geithner explained it to me, “The
rivets were coming off the submarine, people were saying ‘I do not have
confidence in anything’ and when that happens, to go on, it is perilous and
causes grave danger.”®

But the United States averted a second Great Depression. And just three
quarters later, by the end of 2009, the economy was growing vigorously—
up 5.6 percent in the fourth quarter.” That’s the fastest economic growth
since 2003. The three-quarter swing in growth rates was the largest since
1981.'° We went from real fears of another Great Depression to the fastest
economic growth in six years. It may not feel like it yet, but for any one
still solvent after the past two years, this is good for you. As you can see in
Figure 1.1, the steep decline in economic growth that was felt in 2008 has
turned. And for anyone determined and motivated to repair their finances
and start growing again, it is certainly good for you, too.

Why is this happening? The stimulus and tax cuts and historic spending
by the Federal Reserve Bank have flooded the economy with money, and
that money is slowly nurturing the economy back to health. Is it real? How
long will it last? What will the recovery look like? It’s impossible to tell. Put
half a dozen economists and academics in a room and they will have a dozen
different forecasts.

Now what?
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Figure 1.1 U.S. Gross Domestic Product

Now we wait for the jobs. They will likely be the last economic indicator
to return to health. We can expect more bailout bashing and government mis-
trust and bank conspiracy theories. The farther we get from those “grave”
moments when the rivets were popping off the submarine, as Geithner put
it, and the longer it takes for jobs to return, the more the American people
are angry and have every right to be so.

You and I can’t make the jobs come back. You and I cant reform the
banking system. You and I can't prevent a slip backward like the one in 1937
that took what looked like a recovery from a terrible recession and turned it
into a Great Depression. But we can reset our goals, repair our personal bal-
ance sheets, and make smart choices to position for whatever comes next.

The system did not shut down, and for that, we are grateful. We will
second-guess the bailouts, the stimulus, and the massive government spending
for years. (And there will no doubt be some nasty unintended consequences
to deal with, as well: maybe higher taxes, inflation, new kinds of credit card
fees.) We will rail against waste, inside dealings, and fundamental unfairness
of government intervention and how it plays into the pockets of the haves
and infuriates the have-nots. Famous economists and Nobel laureates will
argue that the country’s historic financial rescue and economic stimulus was
too big, too small, not targeted correctly. (Columnist, economist and Nobel
laureate Paul Krugman worries we haven't spent enough money to prevent

a slip backward in the economy.) Politicians will arm themselves with their
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talking points: We need more tax cuts, more regulation, less regulation, and
less government intervention, and so on.

Some economists think higher interest rates are inevitable. Some fear
inflation. Others say, no, the economy risks deflation.

Let them all argue and forecast. We can only take care of ourselves, and
use this time to protect our money and get ready.

It’s time to turn the Great Recession into the Great Inspiration.

The caution signs are flashing. But make no mistake—so much money
is flooding into the system and there are so many opportunities created by
the huge shifts in business landscape, that people are making money—a lot
of it—right now, even with almost 10 percent unemployment.

Confidence, trust, and peace of mind are not back yet. But consider
this—the economy Aas snapped back.

Economist Lakshman Achuthan studies business cycles for the Economic
Cycle Research Institute and follows the natural swings in the economy.
He calls what is happening today a “textbook recovery that is stronger
than the last two. It might not feel like it yet, but things will get better,”
he says. He’s as qualified as anyone to know: He correctly forecast the
recession—and the recovery—long before either was apparent to the aver-
age Joe and Jane out there just trying to make the money last to the end
of the month. So having predicted the recession and the rebound before
most, what does Achuthan say we should do right now to reset, repair, and
recover?

He says it’s a good time to buy a home, with interest rates still low and
home prices down 30 percent from the peak.!" And it is a great time to be
“proactive” in your job, Achuthan says.

“Look, now is the time to either upgrade or to get a job, because
now the business cycle is your friend, right here right now. Before the hir-
ing begins, your managers will be looking within for ideas and inspiration
and hustle. Now’s the time to get on an interesting project, propose the
idea you've been sitting on to improve sales, offer to try anything,” says
Achuthan. His advice for you: “A lot of people have given up looking for
work because they don’t understand that unlike last year, 2010 will see a
return to jobs growth. If you're looking to get ahead in your career this is the

time to get proactive in order to get a jump on your competition.”



Reset, Repair, Recover 11

: THE PAYOFF
F oo

Money can’t buy you happiness, of course. But it is the currency
r" of life. Smart choices about earning it, spending it, saving it,
growing it, and protecting it make life easier.

Your personal economic recovery is at hand. To get there, first comes
the reset about your money. Then comes a period of repairing your budget,
your retirement expectations, your job and career.

Only then does the wealth-building begin.

Sit down with your spouse or partner—or with your stack of bills—and
ask yourself these questions.

Does the money last as long as the month?

Are my housing costs less than a third of my income?

How long will it take to get debt free on the credit cards?

How long must | work to comfortably retire?

Am | saving everything today | possibly can for retirement?

Should | be saving more outside of the company-sponsored 401(k)?

The goal of the next 10 chapters is to help make the answers to these
questions more clear and attainable. It all starts with the only thing you can
directly control—your spending.






CHAPTER

Spending Your $$$$$

71 percent

ROMANS’

NUMERAL mericans who say they bought only what they needed in 2009,
nothing more.!

Smart consumers don't live within their means. They live below them. Your
home value, your job, your retirement accounts—all are in flux right now.
With so many economic variables out of your control, the only thing you
can directly manage is how you spend your money. And across every income
level, the Great Recession has changed how you spend. Almost three quar-
ters of Americans say they are making significant spending cuts, even if they
dont have to, and most say they are so scarred by two years of economic
upheaval, they won’t go back to their old bubble ways.

In this chapter, you'll meet two office co-workers who are teaching an
eight-year-old girl the value of growing vegetables, a mortgage broker in
Dallas who is saving 20 percent of her pay, and a Depression-era survivor
whose view of money was changed forever by the forced thrift of his child-
hood. Will the Great Recession have a similar lasting impact on us? You'll
also hear what Treasury Secretary Timothy Geithner says are the three most
important factors for American consumers, and learn five retro rules for how

to spend your money.

13
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Data from the Census Bureau show sweeping changes in U.S. daily
life at home and at work. People are less likely to move, and when they do,
they are buying smaller houses.> Homeownership rates have dropped. Fewer
people are marrying®—yes, marrying! Demographers say it's because they
want to be financially secure on their own first, or they just can't afford it.
And fewer people are divorcing, either because they can't sell the house or
because, as one study surmised, the recession drew people together.* The
commute is getting a little longer because more people are carpooling or
taking public transportation. City urban centers are looking more attractive
after years of suburban and even exurban flight, and because rents are fall-
ing. According to real estate rental tracker Reis, rents in 2009 fell 3 percent

nationwide and the vacancy rate was an astonishing 8 percent.’

GOING RETRO

Is it any wonder that people are spending their money differently? Amid
these wrenching changes, the retail spending numbers show some sur-
prises—retro consumers who above all else want to build their savings first,
and then want value or an experience with their money, and who are more
conscious of what that money can do for them.

Consumer Reports surveyed more than 1,000 consumers and found they
learned big lessons from the Great Recession and vowed to permanently scale
back their spending. A whopping 71 percent of Americans say they pur-
chased only what they absolutely needed in 2009, 53 percent used credit
cards less, and 39 percent said they put more money into savings. Consumer
Reports calls this “intelligent thrift.”

What are the things these smart, retro consumers are buying? Which
categories of consumer spending delivered interesting little surprises? Seeds.
Romance novels. High-end cosmetics. Canning supplies.® During the second
summer of the Great Recession, search engine requests on Google for “can-
ning recipes” rose 5,000 percent. Even more interesting, the numbers suggest
that Americans are raising their kids differently: At the same time Americans
were Googling more about canning, diaper sales were down 4 percent—retail
analysts speculate that it's because newly frugal moms and dads prefer toilet
training their toddlers a little earlier rather than pay 50 cents each for toddler
diapers. Impulse buys are out, and poll after poll show shoppers are making
up lists to keep them focused with their shopping carts.
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Gallup Polls (and numerous others, frankly) show that Americans of
all incomes are spending less of their money on “discretionary” purchases.
While their housing costs and fixed expenses are rising, or their incomes
falling, people are pulling back where they can. Yet here is the interest-
ing twist: While frugalistas are buying cheaper store-brand foods, they are
also splurging from time to time on $25 lipsticks. They are also going to
the movies—for the first time since 2002, consumers are spending more
money going to the movies than watching their video entertainment at
home. Movies like Avatar and Alice in Wonderland set box office records,
just as recession-weary consumers are beginning to fine-tune how they
spend their money and find reasonably priced ways to enjoy themselves.
The iPad sold 2 million units in two months and Americans dug deep
to find ways to buy the next best gadget that will make their life easier
or better. It shows that people will reach into their pockets for a value or
experience that allows them to shake off the recession mentality but still
be smart overall about their money.

The jobless and the distressed homeowner are the most obvious consum-
ers to pull back, but everyone has changed his or her behavior. Even people
who have jobs and can afford to spend like the early 2000s have wised up.

Where do you fit in on your pocket spending?

By February 2010, spending among upper-income Americans had
dropped to the lowest level in at least two years, according to Gallup.
Figure 2.1 shows just what Americans making at least $90,000 a year
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spent in stores, restaurants, gas stations, and online in the month.
Middle- and lower-income Americans spend about $40 dollars a day less
than that. Figure 2.2 shows their daily spending has been cut in half since
mid-2008.

Everyone is pulling back. Either because they have less money to spend
or they want to protect and preserve what theyve got left. Given the sheer
amount of debt accrued by U.S. families during the bubble, pulling back is
just smart.

For the unemployed, it’s obvious. But a condition called “underemploy-
ment” makes it even worse. If you have a job, but are working fewer hours or
for less money than you used to, you are pulling back even more. You are tech-
nically classified as employed, but you are not working up to your potential
(because of the economy, not because of you) and that unease means you are
not spending to your potential either.

In 2009, the average unemployment rate was 9.3 percent, but the
underemployment rate was an astonishing 16.2 percent.

According to consumer polling by Gallup, such high rates of under-
employment hold back spending. Table 2.1 shows how much less the
underemployed consumer spends than someone with a full-time job in
the same field. Average daily spending for someone with a job is $75 a day (for
food, gas, parking, and other discretionary purchases). Someone with a
job, but working below his or her potential, spends far less. In an economy

two-thirds driven by consumer spending, the underemployment problem
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Table 2.1 Daily Spending

Employed $75
Underemployed $48

Source: Gallup, January 2-31, 2010.

will remain a profound factor on how people think about and spend their
money.

By choice or by necessity for the first time in a generation consumers
are asking these questions:

Do I need this?
Will it make my family better, smarter, more prepared?

Can I even afford it?

The smart consumer is restrained and wants to repair a battered per-
sonal balance sheet and get back to building savings and wealth. We are
spending less and saving more because it is the natural, visceral response to
uncertainty and it is one of the only things we can really control. In many
cases, there is no other choice: The credit spigot has been shut off forcing
millions of people to live within their dwindling means.

In economics there is a condition called the “Paradox of Thrift,” and
we are experiencing it in all its textbook glory: This consumer-driven
economy desperately needs consumer spending to recover. But Americans
need to save some money, feel more secure in their jobs, and be able to pay
their housing costs and taxes before they are confident enough to spend
again. And if they are not spending, it could blunt any economic recovery.
Bottom line, the economy needs everyone to go back to spendthrift ways
to recover.

While this macroeconomic paradox plays out, best to let your neigh-
bors do the spending to prop up the economy. Take care of your own
economy first.

Treasury Secretary Timothy Geithner put it this way: “As people get
themselves back to the point where they are living within their means and
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have less debt, and are less vulnerable in the future, that’s a healthy process
for the economy. But it means probably you'll see a slower recovery than we
would normally see.””

Think of those three qualifiers: living within your means, less debt, and
less vulnerable.

Too many people went too far, bought too much house, too many cars,
too much stuff. Not necessarily because the country woke up one morning
selfish or silly. Easy credit obscured real and troubling trends: stagnant wages
for the middle class and a growing income gap between the rich and every-
body else. Many financed the difference between what they earn and what it
costs to live with low-interest, fee-rich credit card debt.

The fundamental question of family finance, “Can I afford this?” was
replaced with “How can I afford this?”

With credit cards and home equity, it worked for a while. But we
couldn’t live beyond our means in perpetuity.

So what now? Instant gratification is out. Expecting value and “experi-
ence” with your money is in.

These changes are here to stay and we've only just begun.

There is a significant academic debate right now about whether at the
first hint of recovery Americans start spending more than they earn once
again. It may be that millions of Americans, when the all-clear bell sounds
(or when they somehow get a higher limit on their credit cards) will go back
to the old ways. But millions of others will never go back.

Those smart consumers will not be lured back into the 20-year cre-
scendo of credit-card-fueled expenses. It’s over.

Gail Cunningham has been a credit counselor for 24 years, through a
handful of recessions, two big stock market crashes, and several recoveries. If
the month lasts longer than the money, Cunningham says, “There are only
three answers. Increase income, decrease expenses, or both.”

So what kind of consumer will you be? There will be four categories in

the new normal. Can you guess which is best for your family?

LIVING BEYOND THEIR MEANS

Easy credit and numerous credit cards meant that millions of people were
living a middle-class lifestyle but they did not have the means to do that.
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In all my reporting on the United States living beyond its means, Deepak
Chopra, the best-selling author and spiritual guru put it to me best.

“First thing the consumer should learn to do is to stop spending money
that they havent earned to buy things they don’t need to impress people
they don’t like,” Chopra said. “We are buying stuff that we don’t need with
money that we still haven’t earned just so we can keep up with the Joneses.”

Those very people today are seeing their credit lines slashed, their home
equity lines closed, and God forbid if they lost a job, they are pulling in
wherever they can. That lasts into next year—2011. The “living-beyond-
their-means” consumers have an $8,000 to $15,000 balance on their credit
cards but the bank is cutting their credit lines so they can't spend more. These
are people who used credit cards or home equity to pull themselves into the
upper middle class, and the reality check for them is only just beginning.
It will take in most cases many years to pay off the lifestyle they have already
lived. (Still paying off the Viking range but nothing saved for a kid’s college
and an underfunded 401[k].) For them it means a sharply lower standard of
living to make up the difference. They will spend less not because they want

to, but because they have to.

THE VALUE CONSUMER

This is the smart consumer and the consumer you want to be. People with a
financial cushion who could spend the money if they wanted to, but instead
have decided to pay down debt, add to their cash savings, and save even
more for retirement. These are also values consumers who ask: “Where was
this product made? Will it enhance my family’s standard of living or end
up as junk in the basement? How does it fit into our family’s worldview?
Will this expenditure make us more prepared for the future?” These con-
sumers are motivated less by price and more by the old adage “quality over
quantity.” These are the consumers who believe less is more in the toy box,
who pay more for organic bananas, but skip the expensive coffee, who save
money on store-brand staples, but splurge on healthful fresh vegetables.
These smart consumers never spent loads of money they didn’t have,
but they are still chastened. They've likely lost value in their homes and
don’t have a low-interest home equity line anymore. That “wealth effect” of

ever-rising home prices—as economists called it for 10 years or so—made
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them more confident in how they spent money elsewhere for the last decade.
That is gone.

These value consumers are returning, quite literally, to the home eco-
nomics of their grandparents. I found some of these new consumers in my
reporting of “Recession Gardens.”

A growing number of Americans in cities and suburbs and rural towns
are growing their own herbs, fruits, and vegetables. They are canning salsa and
tomato sauce and bringing boxes of green beans into the office to share. You
might have heard Federal Reserve Chairman Ben Bernanke quoted as saying
there were “green shoots” growing in the economy. What he meant was that
from the charred landscape after a recession, like a wildfire, small green shoots
start to grow through the burned landscape. Bernanke is talking about figura-
tive “green shoots.” But millions of Americans are literally growing their own
green shoots of economic recovery. More than 43 million Americans planted
gardens in 2009, according to the American Horticultural Society, and 19
percent of those households were doing it for the first time.

Grisella Feliciano and her friend Karen Simonson are co-workers in
Queens, New York, who decided to plant their first garden together, because
between the two of them they didn’t have a green thumb before the reces-
sion started.

With help from Simonson’s daughter, Rebecca, they found abundance.
“She’s eight years old right now, and I thought it was a great activity for us
to do together,” Simonson says. To see Rebecca in the garden with her mom
is to see a little girl who is thoroughly enjoying every minute—and every
dollar—spent.

Across the country, families were tilling up their little patch of backyard
to plant zucchini, potatoes, tomatoes, and cucumbers—=8 million of them
for the first time. It’s the perfect “value consumer” enterprise. According
to Burpee, the seed catalog company, a $100 investment in vegetable seeds
yields $2,500 worth of produce.

“It’s not that a vegetable is going to make you money. It’s that you are
not going to be spending that money in the produce section or the farmers’
market or the supermarket,” explained George Ball, Burpee’s CEO. “That’s
money you could spend on your child’s college fund, or buy something, or
get the house down payment further advanced.”
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Ifs not anecdotal. The numbers bear out that Americans are becoming
retro, value consumers. Sales of home canning supplies soared 30 percent two
years into the Great Recession, either to be thrifty or to be green. Interestingly,
these trends in the garden, at least, came at the same time and the recession
fused them together. And consumer anthropologists say it’s as much about
savings as it is about being in control. It's impossible to know if this is a
trend or a fad, but for millions (8 million new gardeners!) it’s the new way
smart consumers who want some control will live their lives. A reverse of
the globalization that erased borders and gobbled up resources through-
out the 1980s and 1990s, we may instead enter into coming decades
of localization—sourcing goods and services close to home. Across the
country, farmers” markets and grocery stores are slapping up signs to show
which products are locally grown or raised to meet the new demands of
consumers who are more selective with their money.

Americans are realizing that each dollar has a value in terms of what
it buys, but also what it does and what it sustains. It’s the value and values
consumer. And retail strategists are taking note. This is the category they

want to cater to and entice into spending more money.

THE RECESSION-WEARY

Even the responsible and the thrifty are getting a little tired of their newfound
restraint. These consumers who are weary of the recession are willing to dig
into their pockets for something that makes them feel like “normal.”

Among the first and most durable purchases of this bunch of recession-
weary shoppers is technology. Most everyone is spending less on pretty much
everything, but Apple sold 3 million Mac computers in a single quarter of
sales. Apple also logged its ten-billionth iTunes download to a customer in
Georgia who bought Johnny Cash’s “Guess Things Happen This Way.” The
iPad was a runaway success.

Gadgets that improve lifestyles and productivity, songs that cost as
much as a lottery ticket but can be enjoyed much longer, a night at the
movies or a new shade of Mac lipstick—these all add value in some way to
the purchaser’s life and as long as there is an income coming in, these are the
things the recession-weary are finding the money to buy. This is still a smart

consumer who is repairing the balance sheet first, and working toward a day
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when saving and investing are the top priority. But after a year or so of only
buying what a consumer needs out of fear, the fear is passing and the purse
strings are loosening. This is the consumer who looked a spate of wicked
February winter storms in the eye and spent a little more in bars and restau-
rants, at furniture stores, and in the mall. It’s okay to be recession-weary. Just
be aware that the retailers would love for you to use this as the springboard

for living beyond your means again.

THE CONSPICUOUS CONSUMER

You can understand the recession-weary. Even smart, value consumers are tired
of the recession and willing to find the money for something that really matters
to them. That’s healthy. What's not healthy is raw conspicuous consumption.

Enter the Hummer—a 6.2-litre V8 engine in the modified body of a
military vehicle. Only 875 were sold in 2000 and more than 71,000 were
sold by the consumer peak in 2006. By 2010, it was dead.

Sales plunged 67 percent from 2008 to 2009 and as America down-
sized, the Hummer died. General Motors (GM) failed to find a buyer and
that symbol of 2000s excess went to its grave and with it, many pundits
said, the age of American conspicuous consumption. Not so fast. There is a
great deal of debate about whether a sliver of a trend in consumer behavior
emerges this year—a new conspicuous consumer. Call it the recession-weary
with money and an unabashed love of excess. Already there is a fierce lobby
to bring back the Hummer and to celebrate it for what it represents about
the U.S. consumer’s prowess.

Obviously this new post-bubble conspicuous consumer can’t buy any-
thing on borrowed money, but don’t be surprised to see some people may

put away their Great Recession black and start to party again.

A FOOL AND HIS MONEY

What kind of consumer will you be and will that change be permanent?
The Depression survivors (the original Depression, of course) tightened
their belts for the rest of their lives. And for millions, it marked their psy-
che. My grandfather was in college in Iowa during the worst of it in the
mid-1930s. He often told a story about how he won a band competition
and was awarded a $10 gold piece. So proud, and so flush, he walked to the
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corner market to buy groceries to share with his brother. Finally—meat to
eat! The store owner just sadly shook his head—he couldn’t change the gold
piece. His cash register was empty. It was the same story at the movie theater
and at the restaurant. My grandfather held that coin in his pocket for a day
or two, careful not to flaunt it. No one could make change. No one had
anything that valuable to sell. Finally, he went to the bursar’s office and put
it down toward his tuition bill for the next semester.

Imagine that experience and how it made men and women value the
money in their pockets and truly understand its worth.

Until the day he died, a simple, off-handed question: “Grandpa are
you hungry? Can I make you a sandwich?” would receive the same response
every time: “I haven’t been hungry since the Depression.”

Chances are that all four of your grandparents knew exactly how many
dollars and cents they had at the end of every day. Whether they were young
men or children during the Depression, or their parents were, it changed
how they thought about and spent money.

“A fool and his money are soon parted,” theyd say.

Seventy years later, new generations are relearning the retro rule the
hard way.

As the decades passed and the credit flowed, too many banks, home-
owners, politicians, and consumers neglected to heed their warnings—
warnings dismissed as old-fashioned clichés. What too many lived was
instead, as my own grandmother liked to say, “A fool and his money are
some party.”

The worst part about it, even if you weren’t the fool, the recession may

have hurt you as well.

BE A GOOD STEWARD

“What is a reasonable, responsible person supposed to do right now in the
face of all this uncertainty to protect my family and our future?”

In the midst of day after day of negative economic reports and increas-
ingly dire news about job loss, a viewer sent this brief and compelling e-mail.
It's a question I asked again and again as I canvassed experts, economists,
credit counselors, Fed officials, two Treasury secretaries, money-smart moms

and dads, and experienced business journalists for their thoughts.
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The consensus: The first thing you can directly control is how you spend
your money. As a country we need to spend less and save more. You can'
hold up the whole country, of course, so you can only help your own family
and your own situation.

Financial planner Ryan Mack is the president of Optimum Capital
Management and frequent guest on CNN’s money programs. He’s a true
believer that wealth comes from the daily decisions you make about your
money. So how do we all become good stewards of that money? Mack

explains.

The good steward is my own mother who didn’t have a lot of money to
raise her two children but spent her days shopping at the thrift store,
cutting coupons, and working her way off of subsidized living in a way
that allowed her to purchase her first home. The good steward under-
stands that it is never about how much money you make, it is all about
what you do with the money that you make. It isnt about spend-
ing money to make an impression on others, it is all about spending
money to make an impression on those personal goals and values that
you find to be important to keep on your path to creating a finan-
cial legacy for future generations. The good steward takes risks, lives
within his or her means, but most importantly when you analyze their
online spending statement, you would see when he or she did decide
to make purchases, more often than not they purchased items that moved
their household forward and didn’t detract from its value.

Part of being a good steward of your money is having a budget and
sticking to it.

Does your spending move your household forward or hold it back?
You might not know unless you prepare a family budget and keep track
of your expenses and where they fit into your overall money strategy.

MacK’s simple budget advice: “All of your bills should be listed, which
should include a bill to yourself that puts monies into savings.” The proc-
ess to budget is simple. Put together an estimated budget—how much
you think you will spend in one month on everything from housing
costs, to cell phones, to groceries, gas, and tuition. Include everything.

Then create a spending diary to monitor every single expense for 30 days.
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No matter how small, write it down. Finally, circle back with an actual
budget of what you spent.

There are numerous tools and calculators online. You can start with a simple
worksheet that credit counselors use: http://www.nfcc.org/FinancialEducation/
monthlyincome.cfm.

The goal here, Mack says, is not to make budgeting so onerous that you
don’t do it. Keep it simple. He recommends Quicken software if you are com-
puter savvy, or the web site www.mint.com, if you want to track everything
precisely. But it can be as simple and easy and low-tech as an accordion file
with different envelopes, and literally putting money in envelopes for different
expenses and drawing from them. Mack also recommends preparing a per-
sonal financial statement twice a year—once when you are doing your taxes
and have all your annual paperwork in front of you and again six months
later in October or November, just before the holidays, “as a reminder of not
to spend as much money on shopping.”

One viewer, Mary Jane in San Antonio, wrote to the CNN money team
with her advice for spending and becoming debrt free.

“I've been doing frugal February for years. I don’t use my credit card for
anything. I use my debit card for gas and food only.” She chose February
because it is the shortest month of the year but still close to the holidays to
fix any overspending. But she recommends choosing your birthday month,
t00, because it is a gift, she says, to be debr free.

Whittling down a stubborn student loan I took out for a summer
study-abroad program, I did a similar exercise—a post-college money diet,
as I called it. I filled up the car with gas on Saturday, went to the grocery store
on Sunday, and on Monday took $20 out of the ATM. With a loaded subway
and bus pass and the rent paid, twice a year I challenged myself to see
how long I could make that $20 last. Soon, many of my friends were
joining me and we had a blast, exploring the city, finding free ways to
have fun, and writing big checks to the student loan company at the end
of the month.

RETRO SPENDING RULES

It’s an exercise that translates no matter what stage of your life and it helps

keep perspective on what money means to you and what it is doing for you.
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After a generation where “me, more, now” was how we thought about
our money, it’s time to walk through these five retro rules when you are

about to part with your money.

1. If you don’t need it, don’t buy it. If you can't afford it, put it down.

Its as simple as that. It’s heartbreaking that for millions of
Americans, this is not even a choice they can make—they don’t answer
the phone because a bill collector could be on the other end. The
question of whether they can afford to buy something has already
been made for them: their credit cards are over the limit and they
can’t spend money and the fees pile up. But for anyone with a little
left over at the end of the month, every dollar has a purpose—to
build for the future. Ask the three key questions before parting with

» «

your cash. “Do I need this?” “Will it make my family better, smarter,
more prepared?” “Can I even afford it2” Only you know the answers
to those questions. And just asking them gives you pause to evaluate
whether the dollar buys you an experience and an investment in your
family and your future.

2. Think of money like nutrition.

Is a purchase, whatever it is, something that is good for your
body, or nothing more than a sugar rush? I'm often astonished when
people spend so little attention to their spending, yet they are reli-
gious about their workouts and nutrition. Isn’t it the same thing?
You're only given one body and one life to live, and you want to treat
it like a temple. Prolific and random spending is the money equiva-
lent of eating junk food. It might feel good at the time, but it hurts
you in the long run and then limits your options later in life.

3. Negotiate everything,.

It seems gauche to call it haggling, so let’s call it negotiating. Your
cell phone company, cable provider, car rental company, and even
your doctor need your business. Politely ask if there are discounts.
For travel and leisure, inquire about a complimentary upgrade if they
won't drop the price. (Vacations have never been more attainable—if’
you can afford them—this is a good time for breaks and discounts.)
If you are polite and informed, you will be surprised.
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The number of elective surgeries has fallen off in the past year and
a half, either because it is not covered by insurance, or the co-pays are
too high, or the patient doesn’t want to be out of work. Make a deal
with your doctor. Do the same with the dentist. Need a root canal?
Ask about complimentary teeth bleaching. Dr. Jacques Moritz, direc-
tor of gynecology at St. Luke’s Roosevelt Hospital in New York, says
youd be surprised how much wiggle room you have at the doctor’s
office, especially if you don’t have insurance. He suggests saying, “I'd
like to pay the lowest rate you give an insurance company.” The doc-
tor appreciates knowing the check is coming right out of the patient’s
pocket. And the doc won't have to deal with the bureaucracy of the
insurance companies.

“If you want plastic surgery this is the time to do it,” Moritz says.
“It’s on sale. Also, when it comes to medical necessities you can ask,
too. It’s a service industry. Services are negotiable,” Moritz says.

Plastic surgery, of course, is a luxury that won’t fit in most family
budgets, even with good planning. But more people put off elective
surgeries of all sorts during the recession because they can’t afford the
out-of-pocket expenses. This is negotiable, too.

You can find savings in some of your biggest expenses—car
insurance, medical bills, and travel. Where there will be no negotiat-
ing and no mercy—credit cards. New protections are in effect to save
you from the most egregious card practices, but if you are charging
things that you can’t pay for, expect high interest rates. And as soon
as you are late on two payments in a row, your protections vanish
and the fees kick into high gear. Gone are the days of negotiating
with the credit card supervisor at the other end of the phone line to
erase a late fee “just this once.”

Always save first.

For several years, the savings rate in this country was negative.
That means month after month, quarter after quarter, year after year
we spent more money than we put in the bank. (Economists justified
this by saying the savings was in our house or in our stock accounts,
not in the bank, and this was actually a sign of great progress for

middle-class families. It was an economic assumption that proved
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wrong.) At the peak of our newfound thrift in 2009, we were saving
around 5 to 6 percent of the money left over after we paid taxes. A
few months into 2010, that savings rate was slipping a bit—more
like 4 percent was going into the bank. Do you know how much
you are saving? Look at your pay stub. Calculate how much money
you bring home after taxes. Make sure you are saving at least 6 percent
and hopefully 10 percent of that for your future. Save first.

One viewer, Brian in Florida, is conservative with his money
(and his politics) and wants to take no chances relying on the govern-
ment to help him in his old age. He budgets 20 percent of his gross
annual pay to savings and retirement. “6-10 percent is the minimum.
And not including Social Security or home equity.”

Jennifer is a mortgage loan officer in Texas who can't see how
anyone in their thirties and younger will be able to retire on Social
Security, so she’s saving 15 percent of her family’s income for retire-
ment. “We're assuming we won’t have it or theyll phase it out for
those who do have money in retirement funds. We're at 15 percent,
but would love to be able to bump it up more! Gotta pad that college
fund for the Girl before we bump it up to 20 percent, though.” The
gitl, of course, is her elementary school-age daughter, and she observes
the cardinal rule of personal finance—saving for her own retirement

first before tackling the college fund.

. Don't deny yourself.

Thankfully, this is not the Great Depression and we are not
Depression consumers and don't have to be. We love to buy things:
it’s been a defining American trait for half a century. As confidence
in the economy returns, the people who have the cushion to spend
money will be critical to restore the economy. Every dollar spent at
the pizza parlor, on video games, at the zoo sustains jobs. No one
believes we are headed into a period of Post-Aughts Austerity, or that
we should. Too much austerity and we choke off the economy and
kill more jobs. But the bubble behavior—the wild, unchecked spend-
ing with borrowed money for big houses, piles of imported plastic
consumer goods—has popped. Smart consumers dont live like it
hasn’t. They know the difference between needs and wants. For God’s
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sake, don’t buy something stupid. Even a $25 impulse buy is money
that could grow in a 529 college fund.

The key is to know what you can live without.

The message for anyone struggling with money: The only thing
you can control right this second is how the money leaves your hands.

Of course, one person’s frivolous expense is another person’s
investment. Its why I am such a fan of making lists, setting targets,
and marking them off. Every person’s list will be different.

Its silly to say: “Ditch the Starbucks and you can save your way
to financial security.” If the Starbucks is a small expenditure that
is part of your ritual that makes you happy and more efficient and
focused at work, then by all means, keep it. If gourmet food-store
lunches are an impulse buy, then get rid of them. You are allowed
to have “wants” and not just “needs” on your shopping list. Make
strategic sacrifices and you don't have to sacrifice too much in your

standard of living.

- .l THE PAYOFF

v My grandfather from time to time dropped an old gem that
‘ | find particularly relevant today: “Hunger is the best sauce.”
What he meant is that if we constantly indulge, we get no

joy out of what we're consuming. But restraint and self-control mean the
splurge when it comes, tastes oh so sweet, and means so much more. It
took a Great Recession to reteach something our grandparents learned dur-
ing the Great Depression.

e |f you don’t need it, don’t buy it.

e |f you can’t afford it, put it down.

e Always save first.

e And finally, don't live within your means, live below them.

All of this, of course, depends on having money to spend. And that
comes from your job. Read on for smart strategies if you have your job,
you've lost it, or you're ready to advance in it.






CHAPTER

Your Job

5.5

ROMANS’

NUMERAL here are 5.5 applicants for every job opening in the United
States. It's not just a statistic—this is your competition for
the job.

Unless you have a trust fund (lucky you!) or you are married to a millionaire,
your job is the engine of your own personal economy. The job brings the
paycheck, which pays the bills and fuels the savings and investments that
will carry you through retirement. It’s why nearly double-digit unemploy-
ment in the most powerful nation in the world is so profoundly unset-
tling. The 15 million people out of a job cannot live up to their potential
as consumers, savers, and investors. Millions more are what economists call
“underemployed,” meaning that they are working part time but would like a
full-time job. And hundreds of thousands more have simply dropped out of
the workforce. They are ready, willing, and able to work but are discouraged
from months of fruitless job searches.

In this chapter you'll meet a stay-at-home mom who is working hard to
get back into the job market at the worst possible time. You'll meet a former
Marine who is retraining from construction to physical therapy, and has quite
good prospects for a six-figure income. You'll meet a telecom equipment
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manager whose job was sent to China, and a hotel manager who improved
his prospects despite a near depression in his industry. We scrutinize a labor
market unlike most of us have ever seen and take a hard look at what the
job market will look like once it begins to recover. For some top performers, it
means great new opportunities and even bidding wars for talent. For others
it means less job security, fewer benefits, and longer periods between work.
Still others will have to retrain to be relevant, or take a 30 percent pay cut
to stay employed. And millions of people are sick and tired of their jobs but
are stuck because the labor market isn’t providing the opportunities it should.

Grim, yes. But part of making smart decisions about your job and career
is to know what you are up against. Here’s where you stand.

Pollyanna pundits and cocktail party economists sometimes trot out this
reverse statistic: If 10 percent is out of work that means 90 percent of the
public is working.

Wrong.

Just over 58 percent of the adult population is employed' compared
with 64 percent 10 years ago (see Figure 3.1). That number is far too low
for a developed economy. (Its on par with less efficient and less developed
economies.) It’s a startling statistic you will rarely hear, because labor econo-
mists instead prefer to measure the labor market as the people who have
been recently working. But the fact is, the labor market has been shrinking.

And too many people in our population are being left behind.

64

62

60 -

Percentage of Population Employed

58

01/00 01/01 01/02 01/03 01/04 01/05 01/06 01/07 01/08 01/09 01/10
Month

Figure 3.1 How Much of America Is Working?
Source: Bureau of Labor Statistics.
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There are millions of Americans who are not officially in the labor market
and not even counted among the unemployed, but are most certainly out there
looking for jobs or waiting for the right moment to get in. They are stay-at-
home moms who want to go back to work who are not now counted in the
official labor market. Nor are early retirees who've lost up to a third of their
retirement and need to work for a few more years. Some people are disabled
and will never work. Others are full-time parents or in the military. Just over
1.5 million people are in state or federal prisons.

For the 153 million people who are included in the active labor market,
the numbers are just as gruesome. Unemployment rose from 4.9 percent
at the start of the recession in 2007, to 10 percent two years later. Double-
digit unemployment is a condition last seen in 1983 when Thriller was
released, Reagan was president, and the economy was in the grips of
crippling “stagflation.” It’s a milestone no one ever wants to match. But
we have.

The pain is obvious for those recently out of work: self-esteem, bills,
stalled dreams. Millions of Americans feel like they are playing financial
defense. The millions looking to reenter the workplace are paralyzed: How
do you get back in, when there are so many other people out there quali-
fied, motivated, and just as desperate? For those with a job comes insecurity
and longer hours. All around, we see a jobs market operating well below
the potential of this great country. Think of it—in the world’s most power-
ful economy, the size of the out-of-work population is slightly more than
that of New Jersey, South Carolina, and Illinois combined. A record number
of Americans have been out of work for longer than six months, worrying
economists and labor experts about degrading skills and flexibility in what
should be the most dynamic labor market in the world. When will we know
it is turning around? And when will we feel it?

This was no garden-variety recession and it will be no plain vanilla
jobs recovery. Even as a recovery brews, millions of the jobs will be slow
to return, and some whole sectors of the economy may never come back.
Ir will take more smarts than ever before to make sure you are on the right
side of history.

2010 and 2011 will be a transition away from the recession and toward

the new phase, and a New Normal for job seekers. The economy is growing
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and mass layoffs will slow. Temporary hiring will pick up. It already has.
The National Association for Business Economics (a trade group of business
economists) forecasts jobs growth this year and into next. By the second half
of 2010, these economists say that 103,000 new jobs will be created each
month. That’s the good news.

The bad news is that every worker with a job, every person who is
unemployed, and every college graduate has to work harder than ever
to get in and stay in the jobs market. Two years ago there were 1.6 job
seekers for every opening. That’s a healthy economy. By the beginning of
2010 there were 5%z applicants for every job opening. That tells us two
things: It is incredibly important to hang onto the job you have and if
you have lost that job, you will need to find a way to be better, smarter,
and more interesting than the five other people applying for every
position.

TURNING THE CORNER

Millions still feel left out in the cold, but the big jobs freeze is thawing.
Economist and presidential adviser Christina Romer uses a different
metaphor—she says the jobs market is “healing.”® The horrible mass job
losses of early 2008 are over. Companies are tiptoeing back in when they
need workers. Open positions are being selectively filled. And in March
2010, we finally saw the most robust jobs growth in almost three years—
162,000 new jobs hailed by the president: “We are beginning to turn the
corner,” he told employees of a manufacturing plant in Charlotte, North
Carolina. Census hiring kicked in later in the spring and in May 411,000
jobs were added to the economy.

Yet companies are still cautious. They are tiptoeing in, hiring contract
workers or temps first. The hiring so far has not been enough to absorb
the millions of people who still need a job. Worse, a record 46 percent3
of the unemployed have been out of work for six months or longer—
raising concern about who will be shut out of the jobs recovery. If this is the
turning point, as the White House hopes, will it include millions of tech
and manufacturing workers whose jobs have left for other countries? It’s an
infuriating middle ground between recession and recovery. If it sounds like
in one breath I am saying things are getting better and in the other I say
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it still feels terrible for U.S. workers, well, it’s true. On the one hand, the
economy is growing, on the other hand, it will take a long time to grow
our way out of the damage done over the past three years. It brings to mind
the old quote from President Harry S. Truman: “Give me a one-handed
economist,” he said in frustration. “All my economists say, ‘on the one
hand . .. on the other.””

When will the job market get back to normal, so many of you ask?
When will I get my job back? Or my job security? Or at least some good
opportunities again?

There is a deep concern that even though the recession is long over,
things don’t get back to “normal.” Profound long-term shifts are under
way (and have been for 20 years) and in the near term, the unemployment
rate could remain stubbornly high. Remember, in February 2009, when
Congress and President Obama pushed through the most massive domestic
spending program since the Great Depression, we were told without it the
unemployment rate could reach 8 percent. The jobless rate quickly rose
above it anyway.

The risk for 2010 is that this is not the all-out recovery for jobs that
some hope for. The jobs market is what economists call a “lagging indica-
tor,” and that means even when the economy recovers, the jobless rate can
still rise. You will hear headlines of bank profits, economic growth, and the
“road to recovery” but you will look around your neighborhood and say,
“Not here.” That’s because Main Street is the last thing to recover, sadly, and
this time is no different.

Here are more reasons why the jobless rate could remain a problem well
into 2011. There are some 6* million Americans who are not looking for a
job yet (those stay-at-home moms, retirees, discouraged workers), but will
be when the headlines start to blare that hiring has resumed. When those
people start looking, the jobless rate could rise. Companies may be slow
to hire back workers until they are sure that their orders and businesses
are going to continue to improve. Just like you and me, hiring managers are
battle-scarred. They don’t want to add workers they’ll have to fire quickly
again. They want to keep money in the bank and they arent taking risks.
And when fear of hiring because of uncertainty in the marketplace turns to

fear of missing out on opportunities, that’s when the jobs will really start
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to flow. But corporate profits are starting to improve, Until then, we are
seeing a textbook response right now to uncertainty in the economy: temporary
workers, consultants, and contract workers are hired first, until the recovery
is entrenched. It is a sure sign that the huge battleship of a labor market is
slowly, slowly starting to turn around.

You'll be hearing a lot about another “jobless” recovery, where it takes
much longer to restore the jobs lost than it did to lose them. It happened
after the 1990-1991 recession and again after 2001. The Federal Reserve
in its official diagnosis at the end of 2009 said its brain trust “generally
expected unemployment to remain elevated for some time.”

But there is also the notion that because this jobs crisis was so swift and
deep, perhaps jobs will snap back faster than economists think. (After all,
economists have been behind the curve on what will happen next for several
years now.) Companies would have to hire back quickly and aggressively
because they cut too deeply in the panic of 2008 and after.® Even as the Fed
frets about “elevated” unemployment, there is still at least one theory that
gives hope that opportunity is just around the corner.

“Nothing succeeds like success,” says economist Lakshman Achuthan.
“So as always it will take the return of job growth and a more sustained
expansion before people feel better.”

In the meantime, for top talent that opportunity is already presenting
itself. Tig Gilliam, the CEO of employment company Adecco, says that
there is already a war brewing for the best employees in highly skilled fields.
This “war for talent,” as he puts it, shows that at least one narrow slice of
the gargantuan U.S. jobs market is starting to move again.

“Companies are clearly getting more confident about bringing people
into their organization, but they are looking for the absolutely best talent
inside the organization and out. So this is going to be a jobs recovery for the
best and the brightest in their field, and I think what that means is you've

got to be on top of your game every day,” Gilliam says.

TOP OF YOUR GAME EVERY DAY

I've heard a variation of that theme for more than a year from economists,
workplace experts, and money gurus. Herein lies the rub: You have to be on

top of your game at the same time job satisfaction is deteriorating.
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45 Percent

ROMANS’

NUMERAL nly 45 percent are satisfied on the job, the lowest since the
Conference Board began recording the numbers in 1987.7

It's a Great Recession version of survivors’ guilt. If you do have a job,
you're less likely to be happy doing it every day. Is it any wonder that happi-
ness and security on the job are waning? If we have a job, we are afraid we'll
lose it. Or we're doing even more work than before and we feel like our jobs
aren’t providing us the motivation and opportunity that they did just a few
years ago. At the same time our bosses are getting more out of us every hour!
Productivity—that is the amount of work we produce per person for each
hour of work—keeps rising. But our pay is not, nor is our job security. For
a country that loves to work, to make things, to start businesses and grow
ideas, it’s been a depressing few years.

My colleagues at CNNMoney.com said it best in a headline earlier this
year: “Take This Job and Tolerate It.”

There is a twist on this discontent, though, and it is something every
single manager and employee should be ready for. When the economy really
turns and jobs start coming back, the restless masses of the unhappily employed
will be searching for new challenges, exciting jobs, and for the first time in
a few years, some advancement. They are hungry for some satisfaction at
work and they are ready to find new ideas, new markets, new ways to sell
products, and new ways to innovate and compete in whatever this economy
looks like next. Couple that with a thaw in the housing market so people
can actually move again, and managers should be a little nervous, if you
ask me.

Even as we savor these little signs of life in a moribund labor market,
we know they are only a start, and we have a mountain of jobs to restore
and a lot of work to do before these small glimmers of hope are felt more
broadly.

Here’s the math. The economy needs to add 100,000 to 150,000 new
jobs every month just to keep up with growth in the working-age popula-

tion. So even when jobs start growing, we'll need to see new jobs above and
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beyond 100,000 to 150,000 to start eating into the huge overhang of 8.4
million jobs lost during the recession. Just how big a task is that?

56 Months
% H ow long it would take to restore 8.4 million lost jobs in the
recession and absorb new workers in the economy, assuming

300,000 new jobs per month.

Imagine the economy begins to create 300,000 jobs each and every
month. It would take another four or five years (56 months to be exact)
of consistent (and very strong) job creation just to get us back to where we
started before the recession. The country will need 100,000 to 150,000 new
jobs every month just to keep up with new entrants to the workforce. You
need significant jobs added above and beyond that to start restoring the jobs
lost in the recession. It's why every worker with a job, every worker without
a job, and every college graduate looking for a job has to be smarter than the
next guy or gal.

This is the math facing Kathryn Gutowski. She knows she’s in a sea
of millions of job seekers and she is determined to elbow ahead of the
5% others in line with her for a job, and so far, she’s almost there. She’s a
lawyer by training, but a mother of four first—she spent the last 11 years
home raising her kids. Now it’s time to go back—in part to pay for the
college educations of her children. Kathryn has made just about every
right move. She’s kept up her legal license. She has volunteered with a
legal society. Now she’s working with a law school program that helps
professional moms reenter the workplace. After some classes and network-
ing, she’s interning at a law school admissions office. Most important, she
radiates confidence and is unapologetic about her time out of the official
labor market.

“What a lot of employers fail to realize is that a mother’s brain does not
stop functioning because she is raising children. In fact, the organization
skills you acquire caring for four children under seven years old are transfer-
able to any setting,” she says.
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She’s just one of millions of moms trying to get back in at a rotten time.
She’s got smarts (keeping up with the industry while raising her children)
and hustle (getting in on a program that trains her for reentry) and she’s
incredibly fortunate because she has the breathing space to do that because
her husband (also a lawyer) makes a good living. But four kids headed for
college, high property taxes, and falling home values will test any family’s
finances. Kathryn is determined to get back in.

Kathryn is not counted in the official unemployment rate. She has been
out for a period of years, so she’s not considered part of the labor pool. It’s
one reason why the jobless numbers are substantially understated.

Then there are the unhappily “underemployed,” like Frank in Santa
Cruz, California. He would like more hours and better pay, but is stuck in a
job he hates—the night shift managing a hotel. Worse, he says his boss is
a screamer who'’s cheating the workers out of overtime. He'd like to quit, he
told me, but he needs the money. “I'm scared to lose my job in this econ-
omy but I'm also tired of being treated like this.”

Some nights the boss is so horrible, Frank would rather go broke than work
for her. “My boss said that if I take a day off I'm fired. I know that its illegal but
I feel like I have no other choice since I can’t find a job anywhere else.”

Frank was terrified to confront his awful boss after a co-worker did and
was let go on the spot (and never paid for the last week of work). Working
in customer service in the hotel industry, he knew dozens of people who
had been let go and were out of work for months. He hung on and tolerated
this bad boss for several months, and then he hatched a plan. He asked co-
workers to bring him in on their projects. He watched and learned how his
co-workers in other parts of the operation did their jobs. He had a perfect
attendance record, a stellar reputation in customer service, and the admi-
ration of his co-workers for putting up with the bad manager. He quietly
put out feelers elsewhere in a terrible economy for the leisure industry, all the
while imagining the bosss barbs just bouncing off his imaginary armor.
The more ugly the situation got, the taller he stood. And wouldn’t you
know it, when a competitor needed one new worker Frank’s reputation as
cool-headed and flexible landed him the job.

Frank did what is difficult in an ailing job market. He managed to

transfer out of a bad situation and into a better one. It can be done.
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And there’s Jayne in Detroit. She worked for a big bailed-out bank but
lost her job like thousands of others. (She says her entire department was
outsourced to India.) She was out of work for six months and replaced a
growing feeling of hopelessness with an equal amount of hustle.

“You probably have heard that you need to know people at companies
to get reviewed for any job openings,” Jayne says. “I believe it to be true
from what I've been through.” A union job she heard about through con-
tacts on LinkedIn was promising, but there were 500 other candidates. The
financial job she ultimately landed “almost exactly six months from being
severed!” she got through a friend who has worked for the rival bank for
years. He helped her research open jobs at his bank, find the specific hiring
manager, and get her resume placed in the right hands. She beat out five
other candidates. “I am a success story, finally!” She says, but with a stark
new starting point that millions of other job-finders are finding. “I am mak-
ing about 30 percent less than at my previous job.”

Jayne’s experience is bittersweet. And all too common.

TAKE A PAY CUT?

Would you take such a drastic pay cut to get a new job? In the booming
1990s and early 2000s, the answer would be a resounding, “No!” But the
vast numbers of unemployed workers today means employers don’t have
to pay more to attract talent. And you dont have many choices. The real
risk is you may be taking a pay cut that resets your salary for every job that
comes after it. After six months out of work, though, benefits and a steady
paycheck start to become more critical than anything else. It’s a cost-benefit
analysis that only you can do. Can you afford the big pay cut? Can you
afford not to take it?

During good times there is a rule of thumb that you shouldn’t take the
first job that comes along at lower pay, because then you are resetting the pay
scale and taking a step back. Better to stay out of the market a month or two
more, but ultimately get the higher paying job. It’s advice that was sound
in the 1990s and folly today. Why? Because many major sectors are not
creating the jobs they used to, and, in fact, depending on what sector
you work in, you could be seeing your industry shrink around you. I have

asked economists, career counselors, human resources managers, consultants,
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CEOs and even personal finance queen Suze Orman the same question:
Should you take the pay cut or hold out for better?

Suze: “Don't be silly. You must take the job.”

Bill Rodgers, former chief economist in the Clinton Department of
Labor: “Yes,” take the pay cut, he says. A 20 to 25 percent “reemployment
salary cut” is normal.

Lakshman Achuthan, economist at Economic Cycle Research Institute
agrees. “You've got to be in the game and work from inside” to raise your
salary and job profile from there.

With so many taking pay cuts to land new jobs, it's no wonder that the

pay raises for current workers are so meager.

2.7 Percent

ROMANS’

NUMERAL

-l-he meager raise you can expect this year—if you get one.8

Welcome to the new American job market—where a good resume and
impeccable employment history are not enough to get the job. In addition
to all that, you need a PhD in hustle to beat out the others for the opening.
And if you have a job, you're not getting much of a raise.

Why such long odds? The U.S. labor market is a rich and dynamic
place—the most amazing and innovative in the world. But right now, the labor
market is in flux. The usual rules dont work. That jobs boom of the 1990s
when companies were hungry for workers and starting salaries were rising to
attract them, well, it almost seems quaint now. The reality for the vast major-
ity of workers is stagnant starting salaries, longer hours as companies squeeze
higher productivity out of the workers they have, and give more responsibility
to fewer people for the same or less pay.

And it is less pay. You've probably noticed that wages are not keeping
up with life. From November 2008 to November 2009, average hourly
earnings rose 2.2 percent. The Consumer Price Index is an index of what
you pay for goods and it rose 2.3 percent. That means wages are not rising

enough to compensate for the cost of living. The take-away for you: Your
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costs may well rise more than your pay in the weeks and months ahead.
Plan for it.

Productivity gains mean companies are getting more for every hour of
work out of their employees. And with almost 15 million people officially
out of work (not counting the several million more not counted in the labor
market but who want to work), employers do not need to pay up for a new
hire. Unless you have a couple of offers in your back pocket, you don’t have
much negotiating room for pay. Even then, look around, budgets are tight.
All you can do is get in there and do a great job and hope you can move up
quickly within the company. Remember, some experts think that companies
slashed so closely to the bone, when their business picks up they will have to
hire back quickly as well. That’s 7f'you are in a growing industry.

According to workplace consultant Mercer, average base salary increases
for 2010 will come in around 2.7 percent, versus 3.2 percent in 2008. Many
companies are freezing salaries altogether—14 percent of companies sur-
veyed by Mercer had freezes—but believe it or not, that’s an improvement
from the 30 percent of companies that locked their salaries down in the dark
days of 2008. People working in consumer goods and high-tech industries
can expect pay bumps of maybe 3 percent. The smallest raises, Mercer esti-
mates, are in the industries where the economy is adding the most jobs—
health care (2.2 percent raises) and education (2.4 percent raise). To put that
in perspective, productivity is up 4 percent year over year, so that means

you're delivering 4 percent more for that 2 or 3 percent raise.

SWITCHING CAREERS

New kinds of jobs will prosper, and old skills and education will need to
be tweaked to fit new areas of growth. Being smart means staying nimble.
First—where the jobs are noz. It's not just the Great Recession. Consider
this: From 1999 to 2009 the job market has morphed dramatically away
from manufacturing and construction, autos and general trades. When the
housing boom turned to a bust, construction jobs vanished. In manufactur-
ing, aggressive competition from China’s low-wage workers, cheap currency,
and government-subsidized factory towns shut down factory after factory
here. U.S. manufacturers simply could not pay U.S. wages, comply with

U.S. environmental and safety rules and supply their products to Walmart
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and other companies and retailers as cheaply as Chinese factories could. So
many manufacturers became importers of Chinese manufactured goods,
moved offshore altogether, or they struggled. China pursued a brilliant
national strategy of becoming the factory floor to the world, and succeeded.
(In January 2010, China surpassed Germany as the world’s second-largest
exporter and was on the verge of replacing Japan as the world’s second larg-
est economy.) Look no further than the massive jobs lost in manufacturing
for a sense of the shifting roles of global workers and the effects of rapid
globalization. As the United States lost the lunch-bucket jobs that built the
country after World War II, other countries picked up those jobs and began
to elevate their own middle class.

Meanwhile, as the manufacturing-based middle class in this country
struggles, there are new innovations sparking growth elsewhere: in comput-
ers and software and professional services. Jobs are also growing in sectors
like the government, health care, education services, business services, min-
ing and logging (see Tables 3.1 and 3.2).

Policy makers and economists for years have said that this country will
shift away from manufacturing and toward services. There is great debate
about the practical and personal impact of manufacturing’s decline on our
tax base. The economy is changing faster than displaced workers™ skills can
keep up. Are there enough service jobs to replace the manufacturing jobs
and will they ever pay as much? Every lost manufacturing job supported a
handful of other tangential industry jobs, a tax base, school districts, and
consumer spending. How long before service jobs can pick up that slack?
Is the U.S. public education system equipped to churn out high school
graduates with the math and science fundamentals to compete in this new

Table 3.1 Lost Decade: Hardest Hit Industries 2000-2010

Manufacturing 5,700,000 jobs lost
Trade, transport, utilities 1,500,000 jobs lost
Construction 1,200,000 jobs lost
Retail Trade 780,000 jobs lost
Information 824,000 jobs lost

Source: Bureau of Labor Statistics.
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Table 3.2 Lost Decade: Jobs Gained 2000-2010

Health care 2,900,000 jobs created
Government 1,900,000 jobs created
Leisure, hospitality 1,300,000 jobs created
Education 775,000 jobs created

Source: Bureau of Labor Statistics.

workforce? This is all still painfully playing out across the country, even
as a jobs recovery rekindles. It’s an unnerving time to be a manufacturing
employee or construction worker.

It's no wonder that millions of you are asking where your job went, and
when you'll get it back. Millions more are trapped in a job they dont like,
deprived of the usual American opportunities to move and grow. But dig
within the numbers, and there are opportunities and some important clues
about where you can make your living next.

Meet Barry Hessinger, a former Marine in Lehigh, Pennsylvania, who
lost his job as a carpenter.

“We were building more houses than we could handle three years ago
and within a couple of months it totally died down,” he says.

Now he’s studying to be a physical therapist, his education paid for, in
part, by the 2009 economic stimulus and local economic development pro-
grams. He thinks a career in health care will be more stable than waiting for
construction and housing to return to health and it plays to his skills and
talents—working with his hands.

“It just feels good to finally get into a career where I think I'll be work-
ing every day,” he says. He has also chosen a field that will likely be in high
demand a