Where Does Real Money Come From?

Question:  I am trying to get ahead in life and wondering how rich people make “real” money.  What do the super rich do differently than the “average” person that I can learn from? ~ Tony

Dear Tony,

There are endless stories about how wealth is made, but let us share with you what we have seen over the years.  We have interviewed thousands of people and reviewed countless financial statements.  What we have determined from our experience is that wealth is generally made in the following ways.

· Overnight Money.  This concept was born out of the “dotcom” years of the late 90’s.  Substantial fortunes were made and lost in very short periods of time.  After the crash earlier this decade, this path to substantial wealth, while it still exists, has substantially slowed down.  It has become narrower in terms of its opportunities.  Some people made great fortunes from being in the “right place” at the “right time” but by and large, many sacrifices were made.  What appears to be “overnight” money typically requires tremendous skills, talents, cutting edge ideas and a lot of hard work with lots of assumed risk.  Often people put up their life savings to explore this avenue and they take little to no salary for years.  While some ventures are wild successes, others end in miserable failure.  So like many lessons in life, there is no “free lunch.”

· Long Haul.  The following is grossly simple….spend less money than you make and save the difference.  Nothing too fancy about this concept but it requires patience.  For example, maximizing a 401k at the present level of $15,500 per year over the next 35 years at an assumed growth rate of 8.5% will amass to almost $ 3 million dollars.  However, this path does not provide for immediate gratification (something our society demands).  From our experience and accounts we have read in various studies and publications, this “slow road” to true wealth is how many people made “their money” in this country.  It’s not sexy and quite honestly, it’s even a boring story to tell but it is a rather simple process.  It’s sort of like the secret to weight loss which can be summed up in a few words….eat less, exercise more.  For true financial success, live within your means, save money, diversify and spend less than you make.  Boring as it may seem, it’s designed to work.  Keep in mind that the example given is for illustration only, not indicative of any particular investment and actual results will vary.  It also assumes reinvestment of dividends with no consequence of fees or taxes.  Past performance does not guarantee future results.

· Real Estate.  With the growth rates in real estate values in this area, we have seen a great deal of wealth made in this category.  However, by and large, this was not “overnight” money.  Most people we see that made a lot of money in real estate did so over long periods of time with a lot of hard work and sacrifices.  Many were not simply investors but “bought” themselves jobs.  They would be the painter when tenants moved out and the handyman when repairs were needed.  A good deal of skill, hard work and worry went along with this path.  For those who overextended themselves, this is also a path which caused many to go bankrupt and lose their properties and down payments to foreclosure (something that is all too evident today).

· Inheritance.  This is all too self explanatory but a reminder that this wealth was generally created over many, many decades and sometimes over several generations.

· Risk, Risk and more Risk.  Whether money was made through investments or via a business enterprise, in this scenario we see that real substantial wealth was made at the risk of losing substantial wealth.  Donald Trump is a good example of this process.  He was in financial ruins in the late 80’s and early 90’s but through his skill, determination and assuming tremendous risk, he was ultimately rewarded, but he was at the brink many times of losing it all.  There are very few people in the world who have the skills and intestinal fortitude to risk everything they have in life to make a fortune.

· Business Enterprise.  By government accounts, the largest concentration of wealth in this country resides in small business value.  However, this obviously calls for hard work, tremendous responsibilities, liability assumption, vision, entrepreneurial skills, and special talent.  While the opportunity for success is open to everyone, only a small percentage of the population has the ability and drive to ultimately prosper.

The last key words of advice that we can give are to keep in mind that the skills that made you wealthy may not be the same skills that keep you wealthy.  This is especially true for those who make immense amounts of money in very quick periods of time.  There is a general myth that the actions wealthy people take and the circumstances they place themselves in to make their money are far less risky than is actually the case in most instances.  

Sincerely,

Brad and Seth

If you would like to have your specific question answered, please submit your inquiries to:  asksb@missionwealth.com.
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