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Illustration 1.1 A  verage Number of Vacations per Year
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Once a year, happy retirees are out rock-climbing in the Grand Canyon or swimming 
with sharks in Aruba, while their unhappy friends are stuck at home, reading.
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Illustration 1.2 happy retirees’ number of Income Sources
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Illustration 1.3 Unhappy retirees’ number of Income Sources
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the vast majority of happy retirees have two or three income sources, while the  
majority of unhappy retirees have one or two.
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Illustration 2.1 happy retirees’ Levels of Satisfaction with retirement Planning

Not Satisfied

Slightly

Moderately

Very

Extremely

as you can see, the majority of happy retirees are either very happy or extremely 
happy with the planning they have done.

Illustration 2.2 Unhappy retirees’ Levels of Satisfaction with retirement Planning
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Compare this to the unhappy camp, where almost half of retirees are not satisfied  
at all.
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Look at the mean (or average) data for each group. From the 
not happy to slightly happy group, spending jumps a noticeable 
25 percent. But between the next four gradations of  happy—
slightly, moderately, very, extremely—spending only jumps 2 
percent, 5 percent, and 6 percent respectively. Yes, the “average 
level of spending per month” rises, but not significantly. Slightly 
happy retirees spend $4,000 a month on average, while very happy 
retirees spend not much more.

What kind of income would it take to be able to spend $4,000 
to $4,100 a month? A family would have to generate about 
$58,800 in pretax income to net $50,000 ($4,100 × 12 months = 
$49,200, rounded to $50,000).

Netting $50,000 at a 15 percent overall tax rate would require 
a family to have a pretax income of $58,822. Thus, up to a certain 
point, more spending means more happiness, but once a family 
reaches a median level of around $50,000 a year, there’s a decreas-
ing amount of additional happiness with each dollar spent.

The plateau effect strikes again, serving as further evidence 
that more income and more spending only lead to more happiness 
up to a point. That point is very attainable to most Americans. 
(Note: This means you!)

Illustration 3.1 happiness by Spending Level (Mean)
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as you can see from the graph, the plateau effect is on full display here. after a 
certain point, spending more does little to increase happiness levels.
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What about liquid net worth? Is there a plateau effect with 
your stocks, bonds, mutual funds, and cash? Take a look at 
Illustration 3.2.

The unhappy and slightly happy retirees have a liquid net 
worth slightly north of $100,000. If you move up the graph to the 
moderately happy retirees, you’ll see liquid net worth jumps all 
the way to $500,000. Looking at the data in this way shows that 
$500,000 in liquid net worth is an important inflection point. 

Want to Retire Early?  
Be Like the Happy Retirees

Marc and Carol Hobbs are a prototypical happy retiree family. 
They’re one of those couples who seem to be having fun all the 
time. Hard to find a day of the week Marc isn’t playing golf, and 
Carol’s the same way—always relaxed, always headed somewhere 
to play tennis or help with the grandkids. And that’s when they’re 
not vacationing in exotic sunny locales.

How do they accomplish this lifestyle without being “super 
rich”? Marc and Carol live their lives by the five money secrets—
and they were able to retire at 61 and 58, respectively.

Illustration 3.2 happiness by Liquid net Worth (Median)
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You can see that $500,000 is an important inflection point for moving from the 
unhappy group to the happy group, but after that, not much changes.
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Illustration 4.1 happy retirees’ Number of Core Pursuits
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Illustration 4.2 Unhappy retirees’ Number of Core Pursuits
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Learn from the happy retirees: have three core pursuits—at the very least!  
even better if there are four or five activities you love.
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and start thinking about your retirement as an income-producing 
engine.

Going back to the 1,000-Bucks-a-Month Rule: remember 
that for every $240,000 you save you can expect to have about 
$1,000 a month at your disposal during retirement (this assumes 
you wait until age 60 to review). But you want to retire early, 
right? That’s the whole reason you bought this book.

I have good news for you: even if  you retire before your six-
ties, this wonderful rule of thumb will help you target how much 
you really need to save by giving you a helpful, reliable bench-
mark. Think of it as a way to forecast that extra stream of income 
your savings will provide.

illustration 5.1 the arithmetic of Loss

5.3% 

17.6% 

33.3% 

53.8% 

100.0% 

185.8% 

0.0%

20.0%

40.0%

60.0%

80.0%

100.0%

120.0%

140.0%

160.0%

180.0%

200.0%

G
ai

n
 R

eq
u

ir
ed

 t
o

 B
re

ak
 E

ve
n

 
(P

er
ce

n
ta

g
e 

A
ft

er
 a

 P
o

rt
fo

lio
 D

ec
lin

e)

Initial Portfolio Loss (Percentage)
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This chart shows the amount of return required for
a portfolio to get back to even after incurring a
loss. Due to the impact of negative compounding, 
a big portfolio loss requires an even bigger gain 
to break even. As you can see on the bottom axis, 
a 50% loss requires a 100% gain to break even. 
Portfolio asset allocation and following the bucket 
approach outlined in Chapter 8 will help protect 
against devastating losses.          

every time your portfolio suffers a hit, your loss is compounded, making it increas-
ingly difficult to recoup the money you’ve lost.
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to having it paid off, the more likely you are to be happy. Some 
of the factors are tangible, some aren’t, but from all my years of 
experience in this field I can tell you that the best move overall is 
to pay off  that mortgage by the time you retire (if  you can). The 
financial and psychological factors both play huge parts.

Morty Shortened His Mortgage  
Repayment—and So Can You

Let’s take a run at this topic from a slightly different angle. If you 
can’t afford to pay off  your entire mortgage with one (or a few) 
large payments, then the best way to approach it is to accelerate 
your payments each month. 

This might be the biggest eye-opener and most realistic way 
to get rid of your mortgage in practice. Many of the families I 
work with do it this way and they seem to have good results.

A great way to do this is to go to bankrate.com and use its 
mortgage payoff  calculator.3 An example is provided for you 
in Illustration 6.2. This is a man who decided to accelerate his 
payments and get rid of his mortgage sooner than he thought 
he could. Let’s call him “Morty.”

Illustration 6.1 Years Until Mortgage Is Paid off (Mean)
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as you can see, the fewer years retirees have left on their mortgage, the happier they 
tend to be.
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In this example, Morty has just started his 30-year mortgage 
in the amount of $250,000. His APR, or annual interest rate, is 
5.0 percent. His regular monthly scheduled payment is $1,342. If  
he adds $300 to that payment each month, he will shave 9 years 
and 4 months off  the life of  the loan. That will save Morty a 
grand total of $79,684—not too shabby.

Illustration 6.2 Bankrate early Mortgage Payoff Calculator

By adding $300 to his monthly payment, Morty shortened his repayment by nine 
years and four months. he got a whole decade of his life back!

Source: Bankrate.com, N. Palm Beach, FL, 2014
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Illustration 7.1 turning $10 into $20 Using two Very Different approaches

All Growth 
Example Beginning Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10 Total

Stock aBC

Stock Price $10 $11 $12 $13 $14 $15 $16 $17 $18 $19 $20 $20

Dividends 0 0 0 0 0 0 0 0 0 0 0  $0

$20

All Income 
Example Beginning Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10 Total

Stock XYZ

Stock Price $10 $10 $10 $10 $10 $10 $10 $10 $10 $10 $10 $10

Dividends $1 $1 $1 $1 $1 $1 $1 $1 $1 $1 $10

$20

In this example, both all-growth and all-income investing get you to the same result—your $10 has become $20—but you get there in very differ-
ent ways.
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•	 What is the amount of income you need?
•	 How are you going to get that income?
•	 Is happiness directly related to the number of income 

streams?

Let’s first figure out the amount of income you need. Refer 
to Illustration 7.2.

The mean, or average, income for the happy group falls right 
around $82,770 per year, whereas the average income for the 
unhappy group lands at $55,370. What does this reveal? A lot!

More income equals more happiness—but only to a point. 
The place where the amount of  income needed starts to level 
off  shows yet another example of  the “plateau effect.” I want 
you to understand this concept and the average level where it 
occurs so that you can have an inflection point to shoot for 
(Illustration 7.3).

Now, for current retirees, what’s the magic number to reach 
in retirement income? I’m looking for an inflection point: the 
exact point where people begin to jump from “not” and “slightly” 
happy to “moderately,” “very,” and “extremely” happy. When I 
tabulate the data from these graphs, I get $72,277.

Illustration 7.2 happiness by Current Income (Mean)

$100,000

$90,000

$80,000

$70,000

$60,000

$50,000

$40,000

$30,000

$20,000

$10,000

$0

Not Happy

Slightly Happy

Moderately Happy

Very Happy

Extremely Happy

It probably won’t surprise you to see that higher income equates to more happiness. 
But look more closely, and you’ll see the plateau effect as happiness levels off.
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1. Assuming a 20 percent tax rate, let’s multiply $72,277 
by 0.8, which gives us $57,281 per year.

2. Divide that by 12 months, which gives us $4,818 per 
month. In other words, to reach a sense of moderate 
happiness, the average retiree needs to have close to 
$5,000 of spending money per month.

My survey data tell me that a meager 15 percent of the happy 
group have only one income source. We can deduce it’s pretty 
hard to achieve happiness with only one source, right? You need 
more than that, obviously—but how many more?

Thirty-five percent of happy retirees have two income sources 
and 32 percent have three, but there’s a steep drop-off with four 
income sources—it falls all the way to 11 percent. That tells us 
it’s pretty tough to have four income sources. Still, if  you can do 
it, go for it. You’re livin’ the dream.

If we look at the big picture here, we come up with one key 
point. The more (and different) income sources you can rely on in 
retirement, the more income stream diversification you will have. 
That leads to a higher sense of safety, security, and the cushion 
that is so important to our sense of well-being and happiness.

Illustration 7.3 Peak annual earnings for each happiness Level

Happiness Level H5 H4 H3 H2 H1

Peak Annual Earnings $104,268 $95,795 $85,385 $81,034 $65,300

Happy Group Average

$97,869

Unhappy Group Average

$77,522

this data reflects the “peak income” of people who are within 10 years of retirement 
or in retirement currently.



You Can Retire Sooner Than You Think  |  Supplimental Graphs

 Secret #5 143

I’ve drawn a dotted line between cash and income. To the left 
of this dotted line is where your safe money goes. To the right of 
this line is where your investable dollars go.

The left side of this line, that’s safe money. That’s cash, or 
what I also refer to as your emergency cash. Having this cash on 
hand helps you sleep at night, knowing you can quickly cover 
an emergency expense if  it comes up. What’s in the cash bucket? 
CDs and money markets.

You’ll notice the bucket looks to be filled with water. This is 
meant to reflect the amount of liquid money you have to provide 
for you and your family for six months of  financial hardship. 
That amount will differ for each person. It might be $30,000, 
$60,000, $100,000, or some other number. Whatever six months 
of money means for you is the amount of money in that bucket 
of CDs and money markets.

The right side of the dotted line reflects that you’re investing 
those “investable dollars” so you can outpace inflation, main-
tain purchasing power of  your money, and allow your money 

Illustration 8.1 Beginning Buckets, overview
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these are the only four places your liquid money can go.
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Corporate bonds become available from large corporations 
such as Apple or Ford Motor Company when they need to fund 
large projects. These are companies that will likely be around for 
many years to come, which makes them dependable.

Then you get to the next category, high-yield bonds, which 
is a fancy and nice word for junk bonds. Junk bonds pay higher 
interest—4.5 to 8 percent per year—because they’re not as stable. 
They’re like people with bad credit—they have to pay a higher 
interest rate to borrow money.

Bonds are basically IOUs because you are essentially loan-
ing money to the government or company, whereas with stocks 
you actually own a portion of the company. Hence the phrase: 
“loan vs. own.”

As I said, with bonds you’re a lender to a company or a gov-
ernment because they need your money to do a specific project. 
You lend them money for a specific amount of time—3 years, 
10 years, etc.—and then they give you a coupon or set interest 
payment every year over the life of that bond.

Illustration 8.2 the Income Bucket
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CASH

INCOME GROWTH

ALTERNATIVE
INCOME

SAFETY
(CASH)

BONDS (various kinds)
that pay “interest”

High-yield      41⁄2%–8%

Corporate     2%–41⁄2%

Municipal                
Gov’t          0%–4%

here’s a closer look at the income bucket.
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When the term is up, they pay you your principal back on 
the date of maturity. Thus, you have effectively loaned money 
to a company for a piece of paper that says, “Hey, you give us 
$10,000, we’ll give you 5 percent on that $10,000 annually, and 
after five years we’ll give you your full $10,000 back.”

Now let’s look at Illustration 8.3: the growth bucket. You’re 
going to fill this bucket with dividend-paying stocks that pay 
around 2 to 5 percent. I typically draw it out for clients and write 
the word “SHUT,” referring to the SHUT Index. SHUT refers 
to four of the 10 S&P 500 industry sectors:

•	 Staples
•	 Healthcare
•	 Utilities
•	 Telecommunications

Staple companies are those like Coca-Cola, Clorox, and 
Procter & Gamble. Examples of healthcare companies are Bristol-
Myers Squibb, Eli Lilly, and Pfizer. For utility companies, think 

Illustration 8.3 the Growth Bucket
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here’s a closer look at the growth bucket.



You Can Retire Sooner Than You Think  |  Supplimental Graphs

 Secret #5 147

Southern Company, Consolidated Edison, and Duke Energy. For 
telecom, look at names like AT&T and Verizon, among others.

These are companies that pay dividends of about 2 percent 
up to about 5 percent—and sometimes even more than that. Here 
we are dealing with noncyclical industries. And by and large, the 
SHUT index is composed of dividend-paying stocks.

For the other six industries, I use the MEDFIT acronym—
materials, energy, discretionary, financials, industrial companies, 
and technology. By and large, these sectors tend to lean toward 
growth companies (not to say they are totally devoid of some 
fantastic dividend-payers).

Now look at Illustration 8.4. This is a good time to explain 
a bit more about what goes into the alternative income bucket. 
Anything that doesn’t fit neatly into the other categories goes 
here. For instance, pipeline and energy storage companies would 
go here. MLPs (master limited partnerships) make up a large 
portion of these companies. Due to their legal structure, MLPs 
pay nearly all of their net profits back out to shareholders in the 
form of distributions.

Illustration 8.4 the alternative Income Bucket
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here’s a closer look at the alternative income bucket.
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Okay, so we’ve now covered the main examples of the core 
investments that go in each bucket—cash, income, growth, and 
alternative income. Now let’s look at all the buckets and their 
approximate yields (Illustration 8.5).

Depending on what type of  bonds you own, the income 
bucket should pay anywhere from a 0 to 8 percent yield. The 0 
percent would most likely be on ultra short-term government 
bonds, and the 8 percent would be the highest-risk junk bonds.

High-yield bonds (junk bonds) pay a high yield because they 
are on the high end of the risk ladder. You know that top rung 
of the ladder you’re not supposed to stand on? Some junk bonds 
are basically that top step. A few steps down from there near the 
middle of  the ladder are corporate bonds. You’ll see low-risk, 
low-yield bonds at the bottom of the yield ladder with govern-
ment bonds.

If  you were to structure the income part of your portfolio 
with various kinds of  bonds, referred to in fancy Wall Street 
lingo as fixed income, you’re going to have a yield somewhere 
between 0 and 8 percent. So, a fully diversified bond portfolio 

Illustration 8.5 all Buckets with approximate Yield
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here you’ll see each bucket with its approximate overall yield beneath it.
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your money, I’m literally showing you how it’s divided up into 
four separate areas that all have their own set of characteristics 
and all serve their own purpose.

They all do something slightly different. But they all are there 
to increase your wealth and preserve and grow your capital in 
some way, shape, or form over time.

The Balance of the Buckets

I am an enormous believer in what I call the balance of the buck-
ets. Sounds epic, right? We’ll talk about the different percentages 
of what to put in the buckets in the next chapter, but to me there’s 
a lot of power in getting this step right to begin with.

The number one most important thing you can do as an inves-
tor is understand this bucket system before you invest another 

Illustration 8.6 the Cash Flow Generating Bucket System at work
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Now your investment buckets are all producing income (cash flow) that
consistently adds to your cash bucket, which is portfolio income you can spend.

ALTERNATIVE
INCOME

YIELD
�0–1%
YIELD

�0–1%

Look at that money flow!
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your bucket and coming back in to buy more bonds. The money 
keeps being reinvested and reinvested over a long period of time.

You do the same thing with the growth bucket. You have 
a dividend paid to you from your stocks, it hits the wall of the 
growth bucket and is reinvested. And again, the reinvestment of 
those dividends and the interest and distributions—that’s all part 
of what makes your money grow over time.

It’s important to note the fact that all of the pipeline “gates” 
in this bucket diagram are shut. There’s no money flowing from 
one bucket to another right now. What do you do with all of 
that income? Reinvest. And reinvest. And reinvest. Now you are 
really accumulating! See Illustration 8.7.

Look at Illustration 8.6 one final time. I want you to imagine 
all your buckets are fully functioning and you’re heading toward 

Illustration 8.7 all Buckets with approximate Yield, and “Gates Closed”
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this diagram shows all the buckets with approximate yield and the pipeline “gates 
closed” with the reinvestment feature in full effect.
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As you can see in this chart, interest rates tend to move in long 
cycles. At this point in time, we’ve been in a three-decade cycle of 
steadily descending rates. In general (for the last 30-plus years), 
they’ve moved down, then sideways, then down, then sideways. It 
seems likely that in the next decade we’re in for the opposite kind 
of movement—interest rates moving sideways and up.

So the gusty tailwind that made “own your age in bonds” 
work for so many different reasons now feels more like a slight 
breeze at best, and maybe even a slight breeze in your face rather 
than at your back.

Let’s say you buy a 10-year Treasury bond today at 2.5 per-
cent. In two years, the U.S. government might have to pay up to 
4 percent to borrow money for 10 years. But it doesn’t matter: 
you’re still stuck with that meager 2.5 percent bond for the next 
eight years. The price of your bond will fall on paper to reflect 
that today’s new higher rates (4 percent) make its 2.5 percent rate 
from 2 years ago look less attractive to investors. That’s true for 
most bonds in a rising interest rate environment.

Illustration 9.1 10-Year treasury Yield Chart 1960–2013
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this graph charts the 10-year treasury rate from 1960 to 2013. rates rose from the 
1960s to 1980 (14 percent) and fell from 1980 to the present. Now interest rates 
are moving sideways to higher.
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So the 10-year Treasury rate went from Mt. Everest in 1981 
all the way down to the bottom of the ocean—1.6 percent—as of 
May 2013.2 Because of the inverse relationship bond prices have 
with interest rates, the last three decades have been good for the 
bond market. Primarily, they’ve done two things:

1. Paid you a nice interest rate
2. Maintained a price bias to the upside

In other words, bonds have had a tailwind for approximately 
32 years because of the bond price to interest rate seesaw rela-
tionship. If  you’ve been participating, not only have you gotten 
a coupon of 3, 4, or 5 percent on the bonds you hold, but if  you 
held individual bonds, bonds ETFs, or bond mutual funds, you 
very likely saw some price appreciation as well.

Bonds have been an easy and wonderful place to invest (par-
ticularly from 1980 until early 2013) with relatively high, steady 
overall returns (from both income and appreciation) with much 
less volatility than the stock market.

Illustration 9.2 Bond Seesaw: the Inverse relationship of Bonds and Interest rates

%
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You could make out really well or be ruined financially—it all depends on which side 
of the seesaw you’re sitting on.
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So let’s say an alien from a faraway planet crash-landed on 
the corner of Broad Street and Wall Street on a Monday morn-
ing a few minutes before the NYSE’s opening bell. If  he looked 
at these results and was asked what category he wanted to invest 
in, he would clearly say, “I want the first one on the list—U.S. 
small stocks. I want the one that makes the most.”

It’s very simple, right? Even this alien would understand  
it. And then if  that option were not available to him, he’d  
choose the next best one. U.S. large stocks, right? From the list 
above, the U.S. large stock index has returned almost 10 percent 
per year.

Why should this be any different for you? (See Illustration 
9.3.) Alien or not, the math is the same.

Illustration 9.3 Best and Worst Possible Investor returns
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this chart shows the range of S&P returns over 1-, 3-, 5-, 10-, and 20-year holding 
periods.

Chart created by Strategas Research Partners. Used with permission.
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Advisors (and the DALBAR research company), it shows that 
REITs (real estate investment trusts) were at 11.1 percent, the 
S&P 500 at 8.2 percent, oil at 8.05 percent, international stocks 
(EAFE) at 6.08 percent, bonds at 6.3 percent, and housing at 2.7 
percent over the 20-year period from 1993 to 2012.

But here’s the kicker: the chart shows that, at 2.3 percent a 
year, the lowest returns belong to the Average Asset Allocation 
investor (shown to the far right).5 Even inflation, at 2.5 percent, 
was higher than the Average Asset Allocation fund investor 
return. Think that’s a bad sign? (Hint: the answer is yes.)

That 2.3 percent is a shockingly low number, considering 
nearly every major investable asset class is shown in this chart—
all of which have done significantly better by themselves. (Actual 
investor returns were determined by analyzing mutual fund data.) 
One predominant theory as to why there is such a vast disparity 
between what “most investments” earn and what individuals earn 
has to do with individual investors buying, selling, and chasing 
the wrong asset class, consistently at the wrong time. These prac-
tices relate to emotionally “timing the market,” leading to the 
poor overall returns most individual investors are infamous for.

Illustration 9.4 the Behavioral effect on Investor returns
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Why does the average
investor do so poorly

relative to major market
indices? This is due to

investor behavior,
consistently buying and

selling at the wrong time.

Past performance is not a guarantee of future returns. The indices used for these returns are not able to be directly 
invested into. REITs: FTSE NAREIT Equity Index. Gold: Gold spot price. Oil: WTI Price. Bonds: Barclays US Agg Total
Return index. Intl. Stocks: MSCI EAFE index. Home Prices: Existing home sales median price. Inflation: CPI. Each of
these investments carries risk and the risks may differ between the specific type of security.

Source: Bloomberg, LP
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this chart, published by Capital Investment advisors (using market data and research 
from DaLBar), depicts 20-year annualized returns between 1993 and 2012.
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Illustration 9.5 Wes Moss risk Continuum
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these pie charts show you five examples of different percentage amounts, on a range of preferred risk from 1 (very conservative) to 10 
(very aggressive). Pie #1 is a very conservative example (1), Pie #2 is moderately conservative (2.5), Pie #3 is moderate (5), Pie #4 is 
moderately aggressive (7.5), and Pie #5 is fully aggressive (10).


