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Session 7
The Unexamined Life is Poor! 


Socrates: “The unexamined life is not worth living.”

I. Finance Review


A. How might you define Human Capital?
Everything that you wear on the inside and nothing that your wear on the outside.

B. What percentage of Americans is poor today?
13%


C.  What is perhaps one of the most important components of building human capital in any country? Education

D. Statistically speaking, how much more can a college graduate expect to earn vs. someone without a college degree? 10% How about a college graduate vs. a high school dropout? 80%

E. Why is globalization not a threat and even an opportunity for those with high human capital? Persons from other countries cannot compete with persons of high human capital who are more productive, and these high-human-capital individuals will be in demand worldwide and will even find markets in countries where the population is high and the human capital is lower. 


F. What is one of the worst kinds of jobs – particularly in this global economy - that you can get? One that does not increase your human capital or one where you do not have the opportunity to increase your human capital

G. The impact of rising human capital might be compared to a theory of social science, whereby society advances to greater levels of productivity while elements unable or unwilling to adapt get discarded. What is this theory? Social Darwinism – the survival of the fittest.

H. Human capital is closely linked to another principle or idea that reflects the result of increasing human capital. What is this principle or idea? Productivity – as human capital increases, productivity increases and productivity to a large degree is a measure of human capital.

I. How might you define productivity? 
Productivity is the efficiency with which we convert inputs into outputs. In other words, how good are we at making things? The ideal of productivity as it relates to human capital is to work less and produce more. In fact, that has been the story of America. In 1870, the typical household required 1,800 hours of labor just to acquire its annual food supply; today, it takes about 260 hours of work. Over the course of the twentieth century, the average work year has fallen from 3,100 hours to about 1,730 hours. All the while, real gross domestic product (GDP) per capita – an inflation adjusted measure of how much each of us produces, on average – has increased from $4.800 to $31,500. Even the poor are living extremely well by historical standards. The poverty line is now at a level of real income that was attained only by those in the top 10 percent of the income distribution a century ago. 


J. We said that human capital has a direct correlation to standard of living, with growth in a country’s human capital resulting in increased economic wellbeing throughout the country. However, there is a lack of such correlation between resources and standard of living. What examples can we mention in the world that reflects this? Japan and Switzerland have low resources but high standards of living. Certain African and Middle-Eastern countries like Nigeria or Iraq are resource rich in diamonds or oil, but they have very low standards of living. 


K. How is human capital and productivity related to consumption? Productivity growth depends on investment – in physical capital, in human capital, in research and development, and even in things like more effective government institutions. These investments require that we give up consumption in the present in order to be able to consume more in the future. If you skip buying a BMW and invest in a college education instead, your future income will be higher. Similarly, a software company may forego paying its shareholders a dividend and plow its profits back into the development of a new, better product. The government may collect taxes (depriving us of some current consumption) to fund research in genetics that improves our health in the future. In each case, we spend resources now so that we will become more productive later. Why would you do this? Because of the larger future benefit. This has a lot of applications. Here are a few…

1. Financial Benefit: Saving and investing your money now in order to have multiplied benefits later through the wonder of compound interest.


2. Income Benefit: Limiting play and maximizing learning now to provide a faster and higher rate of return in the job market later.


3. Spiritual Benefit: Giving God the first and best part of your time will yield enormous return in peace, wisdom, and divine favor not only in this life but in eternity to come.

L. What is the relationship between human capital and population growth? When human capital increases, population decreases. Why? Historically, productivity gains have made parents’ time more expensive and the advantage of having more children declined. Therefore, parents began to invest their rising incomes on the quality of their children and not merely the quantity. And in particular, as opportunities for women have increased, they have been less inclined to have lots of children. For example, as Taiwan doubled the number of girls graduating from high school between 1966 and 1975, the fertility rate dropped by half. In the developing world, where women have enjoyed extraordinary range of new opportunities over the last half century, fertility rates have fallen near or below replacement level, which are 2.1 births per woman. 

M. Are we growing more unequal or less unequal in America? More. Between 1979 and 1997, the average income of the richest fifth of the population jumped from nine times the income of the poorest fifth to around fifteen times. As American’s longest economic boom in history unfolded, the rich got richer while the poor ran in place, or even got poorer. Average income (adjusted for inflation) for the poorest fifth of American actually fell 3 percent between 1979 and 1997 before turning up sharply at the end of the 1990s. Why? The progress of the American and world economies favor skilled workers, or those with increasing human capital. In short, human capital has become more important, and therefore better rewarded, than ever before. One simple measure of the importance of human capital is the gap between the wages paid to high school graduates and the wages paid to college graduates. College graduates earned an average of 40 percent more than high school graduates at the beginning of the 1980s; now they earn 80 percent more. Individuals with graduate degrees do even better than that. Our economy is evolving in ways that favor skilled workers. For example, the shift toward computers in nearly every industry favors workers who either have computer skills or are smart enough to learn them on the job. Technology makes smart workers more productive while making low-skilled workers redundant. ATMs replaced bank tellers; self-serve pumps replaced gas station attendants; automated assembly lines replaced workers doing mindless, repetitive tasks. Indeed, the assembly line at General Motors encapsulates the major trend in the American economy. Computers and sophisticated robots now assemble the major components of a car – which creates high-paying jobs for people who write software and design robots while reducing the demand for workers with no specialized skills other than a willingness to do an honest day’s work. 

Meanwhile, international trade puts low-skilled workers in greater competition with other low-skilled workers around the globe. In the long run, international trade is a powerful force for good; in the short run, it has victims. Trade, like technology, makes high-skilled workers better off because it provides new markets for our high-tech exports. Boeing sells aircraft to Singapore, Microsoft sells software and Apple sells iPhones to Europe, McKinsey & Company sells consulting services to Latin America. Again, this is more good news for people who know how to design a fuel-efficient jet engine or explain total quality management in Spanish. On the other hand, it puts our low-tech workers in competition with low-priced laborers in Vietnam. Nike can pay workers $1 a day to make shoes in a Vietnamese sweat shop. You can’t make Boeing airplanes this way.


N. While we recognize the reality of inequality, what might be the benefit and cost of growing inequality? The benefit might be that the growing inequality will be like a wake-up call to the next generation to (1) not drop out of high school, get college degrees, even to pursue graduate degrees and (2) as long as everyone is generally living better there should not need be much concern if a few live better than others. The cost is on two levels: (1) Envy leading to reduced productivity - Cornell economist Robert Frank, author of Luxury Fever, has made a persuasive case that relative wealth – the size of my pie compared to my neighbor’s – is an important determinant of our utility (productivity). (2) Discontent leading to revolutionary violence among the poor and greater frivolousness among the rich - Might the gap between rich and poor – ethics aside – become large enough that it begins to inhibit economic growth? Is there a point at which income inequality stops motivating us to work harder and become counterproductive? This might happen for all kinds of reasons. The poor might become disenfranchised to the point that they reject important political and economic institutions, such as property rights or the rule of law. A lopsided distribution of income may cause the rich to squander resources on increasingly frivolous luxuries (e.g. doggy birthday cakes) when other kinds of investments, such as human capital for the poor, would yield a higher return. Or class warfare may lead to measures that punish the rich without making the poor any better off.  

II. More Perspectives on Money


A. Exercise restraint, perspective, and generosity in the pursuit of wealth (Proverbs 23:4-5; 1 Timothy 6:-10; 17-19)


B. Boast in God, not in your wisdom, your strength or your wealth (Jeremiah 9:23-24) 

C. Don’t confuse the ends and means of wealth (Luke 12:13-21)


III. Simplify and Automate

A. Consolidate Your Accounts – The three-tier approach

1. One Local Bank (ex: Bank of America) – basic, regular checking account for money that is accessed frequently. Your goal is not return on your money here but convenience and cost-effectiveness (no or low fees associated with balance). Find a bank in keeping with these goals. Multiple banks are usually not a good idea because (1) it takes more management time and (2) there’s greater risk of overdrafts.

2. One Online Bank (ex: Emigrantdirect.com/ingdirect.com/hsbc.com) – Place to store money that does not require access within a week’s time. You should have an online bank connected to your local bank checking account where you can regularly move any excess funds that are not for immediate use.
a. Select an online bank from a site like bankrate.com (http://bankrate.com/brm/rate/mmmf_mmaratehome99.asp?web=brm&params=TX,1075&prodtype=chksav&market=1075&product=33&state=TX&sort=4)

b. Best Online Bank Rate for MMA/Savings: 5.36% APY
(http://www.amtrustdirect.com/landingpages/savings/Pages/liquidsavings.aspx?WT.mc_id=BKRT_statetables)

3. One Brokerage (Vanguard) – Unless your strategies dictate otherwise, there is no reason that you should have multiple brokerage accounts. I would recommend keeping your funds at Vanguard, which is not only the cheapest and most transparent provider for mutual funds but also boasts excellent performance records. 
a. Evaluate No-Load Funds for Good 10+ Years Performance and Low Expense Ratio
(https://personal.vanguard.com/VGApp/hnw/funds/vanguard/byname )
b. Funds I like: 

i. Vanguard Windsor II Fund Inv ($10K Minimum)
(https://personal.vanguard.com/VGApp/hnw/funds/snapshot?FundId=0073&FundIntExt=INT )
ii. Vanguard Extended Market Index Fund Inv ($3K Minimum)
(https://personal.vanguard.com/VGApp/hnw/funds/snapshot?FundId=0098&FundIntExt=INT )

iii. Vanguard Star Fund For low Minimum ($1K Minimum)
(https://personal.vanguard.com/VGApp/hnw/funds/snapshot?FundId=0056&FundIntExt=INT&from=mfsResults )


c. Consider rolling over your retirement accounts and other accounts – If you have old 401(k)s from other employers, you may want to move these into an IRA like a Roller IRA or a Roth IRA or a SEP IRA. This will simplify your accounts, making sure that you don’t forget about them, and also allow you to position them in a better performing, cost-effective Vanguard account. If you do this properly, you will not incur any tax consequences.


B. Consolidate Your Credit


1. Keep one or two credit cards only – cut up the rest but don’t close your accounts

2. Recommendations for Credit Cards

a. American Express Blue (https://www143.americanexpress.com/cards/home.do#CARDS/77/0/0/0 )
b. Capital One No Hassle Rewards (choices based on credit rating) 
(http://capitalone.com/creditcards/compare/index.php?linkid=WWW_Z_Z_tg02a_CCOMP_H2_04_T_CCOMP&page=d )


C. Shop & Consolidate Services

1. Telecom


a. Phone, Cable TV, Internet – Comcast, AT&T, Verizon, Grande all have package deals – always negotiate a rate, and repeat every year.


b. What can be done: Grande High-speed DSL Internet, Extended Cable TV (includes ESPN, ESPN2, AMC, Encore, Fox News, etc.), Local, Local-Long Distance, National Long Distance, Metro Number – Total cost including all tax/fees = $74.98/month. 


c. What can be done: AT&T DSL Pro – Offers free wi-fi at 10K hotspots (mostly Barnes & Nobles, McDonald’s, and certain airports)


d. If you don’t need Home Security monitoring service, consider VOIP: (http://www.voipchoices.com/compare.html - check out esp. VOIP.com for about $17/month)


2. Electricity Service (ex. 75010, from $93/kwH to $143/kwH)
(http://www.powertochoose.org/electricchoice/compareresults.asp?zip=75010 )


3. Cell phone service – It may be wise to get a family plan; are rollover services beneficial to you? Turn off an features that you don’t use and so you don’t accidentally use them. AT&T/Cingular may be the dominant choice at least for the Dallas area.

D. Automate and Electronically Track Bills

1. Electronic Billing – simplify your filing system, limit your paper


a. Pay or Schedule Payment immediately upon receipt of email bill

b. Create a subfolder for bills in your email application


2. Automate Bill Payment from CC (for cash back/points benefits) and then Bank draft


a. Make sure that you don’t miss or become late with a payment by automating payments or scheduling payments as you receive the bill (electronic).

b. Make sure that you have enough funds in your bank account to cover your expenditures. Overestimate enough so that you don’t get insufficient funds fees from your banks (You can also negotiate these)


3. Automation From Bank


a. Make sure that your bank does not charge for these. There are many banks that offer this service for free.

b. Allows you to keep track of all your vendors/account numbers/payments, etc.


4. Automate or Regulate Your Investments

a. Paycheck – if available, automate movement of pay from your company to your bank account.

b. Short-term Online bank – automate withdrawals from your local bank checking account into your online bank on a monthly basis – a comfortable amount

c. Long-term Mutual Fund investment – automate withdrawals from your local bank checking account into your investment account. Usually b or c and not b and c depending on your situation.
d. If your account situation is more erratic, you may just want to set a regular time to move money (perhaps varying amounts) from your local account to your investment account

e. Dollar-cost averaging – As a specific plan for c/d, you may want to decide on a set amount to invest on a regular basis – this will mean that you buy more when the price is low and less when the price is high


5. Monitor your statements


a. Check to make sure everything that is spent is normal for you

b. Check and challenge unusual expenditures in case of mistakes and identity theft and fraud


E. Organizing, filing, shredding


1. Permanent Papers - Keep your permanent papers in a fireproof box or safe deposit box at the bank – birth, marriage, and death certificates, separation or divorce agreements, adoption papers, passports, military service records, wills, healthcare proxy, powers of attorney, copies of IRAs and 401(k)s, all current insurance policies and names of agents, securities certificates, deeds, and purchase and sale documents on all homes you’ve owned, car title, retirement fund records. Keep original wills, proxies, and powers of attorneys at home because a safe deposit box may be sealed at your death. Make copies of all other permanent papers to keep at home. Shred any prior wills to avoid confusion.

2. Long-term Papers – Keep for 7 years in a file cabinet or file boxes. Federal and state income tax returns and all supporting documentation (receipts, charitable contributions, cancelled checks for tax deductible expenses, casualty losses); household papers such as receipts, instruction manuals and warranties, records of home capital improvements. After 7 years transfer copies of tax returns to permanent storage – dispose of supporting documentation by shredding. Keep the following at least 3 years after the due date of the tax return in which you report the sale, the period the IRS has to challenge your return: security purchase and sale confirmations, dividend reinvestment notices, and records of stock splits; home-related documents. Keep product warranties until they expire.

3. Short-term papers: Keep in a file cabinet or a file box at home


a. Monthly bank, brokerage, mutual fund, 401(k) statements, pay stubs – Shred when you receive your year-end statement and keep year-end statement for at least 3 years


b. Credit card statements, utility, and telephone bills – Shred when paid

c. ATM receipts and deposit slips – Shred when transaction appears on your bank statement


4. Other papers worth keeping – In case of emergency, you should have photos and fingerprints or your children. Medical records are also good to keep

F. Evaluating and Simplifying

1. Keep track of everything you spend on – Date/ Category/ Item/ Cost - on an Excel Sheet to find out where your money is going. Do this for at least one month (2-3 months even better).


2. Extrapolate these costs through the entire year to get an annual projection of costs.

3. Consider your spending and see if there are items that you can eliminate from your routine, scale down or otherwise change, that will allow you to save more money, save more time, benefit your health, or help you achieve other lifetime goals.


G. Simplifying Your Access Information

1. Create a master list of all accounts – Create an excel worksheet (include type of investment, company, owner – you/spouse, acct. number, routing number, online acct id/password, pin, website, etc., and whether auto withdrawal/deposits are activated)


2. Create a master list of all services – Phone, Cable, Water, Electric, Tolltag, Cell phone, Library Card, Airline Mileage, etc. Create an excel worksheet (include things like type, company, acct. number, id/password, bus. Phone number, website, normal monthly amount, etc.)


3. Create other master lists – include items that are all of the place; consolidate these onto one master info list so that you can save time and effort. 

4. Place your master lists in a secure but fairly easily accessible location

H. Keeping Track of Your Financials


1. Balance Sheet – this will show you what you own on one side (your assets) and how you pay for them on the other (debt or net worth). To quote Robert Kiyosaki, you want to maximize your assets and reduce your liabilities (see handout).


2. Income and Expense Statement – this will show you what you earned, how you spent your money, and how much you were left with (or, if you spent more than you took in, how much you went “in the hole”) (see handout).


3. Annual Cash Budget by Month – this can show several months in which substantial cash deficits are expected to occur; you can use this information to develop plans for covering those monthly shortfalls (see handout).


4. Budget Control Schedule – this can provide important feedback on how the actual cash flow is stacking up relative to the forecasted cash budget. If the variances are significant enough and/or continue month after month, you should consider altering either your spending habits or your cash budget (see handout).
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