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Additional Praise for  
Ramit Sethi and I Will Teach You to Be Rich

“�Ramit�Sethi�is�a�rising�star�in�the�world�of�personal�finance�writing.�.�.��
one�singularly�attuned�to�the�sensibilities�of�his�generation.�.�.�.�His�
style�is�part�frat�boy�and�part�Silicon�Valley�geek,�with�a�little�bit�of�
San�Francisco�hipster�thrown�in.”        

—San FranciSco chronicle

“�The�easiest�way�to�get�rich�is�to�inherit.�This�is�the�second�best�way—
knowledge�and�some�discipline.�If�you’re�bold�enough�to�do�the�right�
thing,�Ramit�will�show�you�how.�Highly�recommended.”�

—Seth Godin, author of TribeS

“�You’ve�probably�never�bought�a�book�on�personal�finance,�but�this�
one�could�be�the�best�$13.95�you�ever�spent.�It’ll�pay�for�itself�by�the�
end�of�Chapter�1�(check�out�the�box�on�page�24�to�see�what�I�mean).”�

—PeneloPe trunk, author of brazen careeriST:  
The new ruleS For SucceSS

“�Most�students�never�learn�the�basics�of�money�management�and�get�
caught�up�in�the�white�noise�and�hype�generated�by�the�personal-
finance�media.�Ramit’s�like�the�guy�you�wish�you�knew�in�college�who�
would�sit�down�with�you�over�a�beer�and�fill�you�in�on�what�you�really�
need�to�know�about�money—no�sales�pitch,�just�good�advice.”

—ChriStoPher StevenSon, Credit union exeCutiveS SoCiety

“�Smart,�bold,�and�practical.�I Will Teach You to Be Rich�is�packed�with�
tips�that�actually�work.�This�is�a�great�guide�to�money�management�
for�twentysomethings—and�everybody�else.”�

—J.d. roth, editor, GetriChSlowly.orG 

“�Ramit�demystifies�complex�concepts�with�wit�and�an�expert�
understanding�of�finances.�Not�only�is�this�book�informative,�it’s�fun�
and�includes�fresh�tips�that�will�help�anyone�master�their�finances.”�

—GeorGe hofheimer, Chief reSearCh offiCer,  
filene reSearCh inStitute
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I
used to find it ridiculous when people said you could judge a 

person by their belt or shoes. Are you kidding me? Can I tell 

what kind of soup you like by the earrings you’re wearing?  

Get the hell out of here.

Recently, however, I discovered I was wrong. It turns out 

there is one universal shortcut to discovering someone’s true 

character: if they eat chicken wings like an immigrant.

Because I don’t understand or care about sports, last Super Bowl 

Sunday I decided to go on a wing crawl. It’s like a pub crawl, but with 

wings. I quickly realized that the most interesting part of eating wings 

with friends is seeing how much meat they leave on the bone. Some 

people leave half the chicken and move on to the next wing. These people 

are worthless, and I quickly distance myself from them. Then there are 

people who clean the bone so thoroughly, flawlessly ridding it of every 

last shred of meat and marrow, that you can conclude only two things: 

They will be stellar successes in all facets of life, and they must be from 

Chapter 4

ConsCious 
spending

How to save hundreds per month  
(and still buy what you love)
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another country. You see, immigrants (like my parents) never leave a 

shred of meat on a chicken wing—we can all learn something from them. 

I feel guilty about not having a budget. I have a hard time wrapping 

my brain around how to set a budget and then not actually spend 

more than the budget allows. I feel guilty that I’m a nerd in most 

other respects, but I just can’t sit down and do the math about my 

spending.

—sarah robeson, 28 

That kind of economy is rare these days. (Although in the wake of  

the global financial crisis, frugality—or at least giving lip service to it— 

is becoming more common.) We spend more on our cell phones than  

most people in other countries do on their mortgages. We buy shoes  

that cost more than our grandparents paid for their cars. Yet we don’t 

really know how much these individual costs add up to. How many 

times have you opened your bills, winced, then shrugged and said, “I 

guess I spent that much”? How often do you feel guilty about buying 

something—but then do it anyway? In this chapter, the antidote to 

unconscious spending, we’re going to gently create a new, simple way 

of spending. It’s time to stop wondering where all your money goes each 

month. I’m going to help you redirect it to the places you choose, like 

investing, saving, and even spending more on the things you love (but 

less on the things you don’t).

Wait! Before you run away thinking this is a chapter on creating a 

budget, hang on a second. This isn’t about creating a fancy budget that 

you’ll have to maintain every day for the rest of your life. I hate budgeting. 

Budgeting is the worst word in the history of the world. I could be sitting 

on a golden throne surrounded by forty-three scantily clad models, and if 

I accidentally uttered the word budget, I sincerely believe they would all 

instantaneously look up (from feeding me grapes and fanning me, duh), 

open their jaws in shock, and then flee in horror. Nobody wants to budget.

I’m not finished. “Create a budget!” is the sort of worthless advice 

that personal-finance pundits feel good prescribing, yet when real people 

read about making a budget, their eyes glaze over faster than John 

Goodman’s lips at Krispy Kreme. Who wants to track their spending? The 

few people who actually try it find that their budgets completely fail after 
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two days because tracking every 

penny is overwhelming. Amusingly, 

in a 2007 survey by bankrate.com, 

75 percent of Americans said they 

have a budget—which is complete 

nonsense. “There’s probably a lot of 

wishful thinking in this response,” 

says Jared Bernstein, director of 

the Living Standards Program of 

the Economic Policy Institute. “It’s 

probably more accurate to say that three-quarters think they should work 

on a monthly budget.” My kind of man: exposing the delusions of people 

everywhere! 

For the last fifty years, budgeting has been the battleground for 

snobby personal-finance writers who’ve tried to shove a daily tracking 

system down everyone’s throats because it sounds logical: “Track your 

spending! It’s so simple!” There’s only one catch: NOBODY EVER DOES IT.

And I don’t believe for a second that because times are tough, 

Americans are going to buckle down and stop consuming over the long 

term. Most people wouldn’t know where to start if I told them to stop 

spending and start saving. I might as well try to convince an Ankylosaurus 

to dance a jig.

Many of my friends just throw up their hands when they have done 

something stupid with their money and don’t learn from their 

mistakes. I see people get out of huge credit card debt and once 

their balances are wiped clean to zero, start the process of maxing 

out their cards again.

—Frank Wiles, 29

Because we know that budgets don’t work, I’m not about to make the 

same mistake in recommending them to you. 

Let’s try something that actually works. Forget budgeting. Instead, 

let’s create a Conscious Spending Plan. What if you could make sure you 

were saving and investing enough money each month, and then use the 

rest of your money guilt-free for whatever you want? Well, you can—with 

some work. The only catch is that you have to plan where you want your 

hoW many 
times have you 
opened your 
bills, WinCed, 
then shrugged 
and said, “i 
guess i spent 
that muCh”? 
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money to go ahead of time (even if it’s on the back of a napkin). Would it 

be worth taking a couple of hours to get set up so you can spend on the 

things you love? It will automate your savings and investing, and make 

your spending decisions crystal clear. When your friends say, “I never 

have any money,” you’re going to wonder why they don’t just spend a 

couple of hours to set things up right—like you did. 

the Difference Between  
Cheap and Frugal

A while back, a couple of friends and I were talking about where 

we want to travel this year, and one of them said something that 

surprised me: “You probably wouldn’t approve, but I want to go  

to the Caribbean.” 

Huh? Why wouldn’t I approve? 

I stared at him pensively for many moments, taking the form of 

Rodin’s Thinker and wishing that I had a pipe and perhaps a tweed jacket. 

Then I figured it out. Apparently, he thought of me as a Finger-Wagging 

Money Judge, as if I silently disapproved of him for spending his money 

on something “frivolous.” In other words, someone who writes about 

personal finance is automatically “the guy who tells me I can’t do stuff 

because it costs too much money.” 

Nothing could be further from the truth. Now, I will call your ass out 

when you make mistakes (like one of my readers who wasn’t worried 

about his cable bill increasing $5/month, yet complained every time 

the price of gas went up two cents a gallon). But I’m not the nagging 

parent who tells you not to spend money on lattes. I spend lots of money 

on eating out and traveling, but I never feel guilty. Instead of taking a 

simplistic “Don’t spend money on expensive things!!!” view, I believe 

there’s a more nuanced approach to spending. 

Let’s first dispense with the idea that saying no to spending on certain 

things means you’re cheap. If you decide that spending $2.50 on Cokes 

when you eat out isn’t worth it—and you’d rather save that $15 each week 

for a movie—that’s not cheap. That’s using frugality to drive conscious 

spending. Unfortunately, most Americans dismiss frugality because 
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they confuse it with cheapness, thinking that frugality is all-or-nothing: 

“Frugal people don’t spend money on anything! I’m never going to cut 

all my spending, so forget it.” Furthermore, our parents never taught us 

how to be frugal, so not only have we confused frugality with cheapness, 

but we never really practiced it in the first place. As a country, we spend 

more than we make each year and virtually nothing seems to change our 

behavior. Even though we may tighten our wallets during a downturn, 

we soon return to our usual spending behaviors. And frankly, nobody’s 

interested in changing the status quo: Consumer spending accounts for 

about 70 percent of the American economy.

Frugality isn’t just about our own choices, though. There’s also the 

social influence to spend. Call it the Sex and the City effect, where your 

friends’ spending directly affects 

yours. Next time you go to the 

mall, check out any random group 

of friends. Chances are, they’re 

dressed similarly—even though 

chances are good that they have 

wildly different incomes. Keeping up 

with friends is a full-time job. In fact, 

continuing the parallel between our 

attitudes toward money and food 

that I mentioned in the introduction, researchers found in a landmark 

2007 study published in the New England Journal of Medicine (“The 

Spread of Obesity in a Large Social Network over 32 Years”) that friends 

had a direct influence on one’s likelihood of gaining weight. When a friend 

became obese, a person increased his or her chances of becoming obese 

by 57 percent. How do you think your friends’ spending influences yours?

Too often, our friends invisibly push us away from being frugal and 

conscious spenders. Right around the time when the 3G iPhone came  

out, for example, I went to dinner with two friends. One of them was 

considering getting the new iPhone, and she pulled out her old phone to 

show us why she was thinking about buying a new one. My other friend 

stared in disbelief: “You haven’t gotten a new phone in four years? What’s 

wrong with you?” she asked. “You need to get the iPhone tomorrow.” 

Even though it was only three sentences, the message was clear: There’s 

something wrong with you for not getting a new phone (regardless of 

whether or not you need it). 

too oFten, 
our Friends 
invisibly push 
us aWay From 
being Frugal 
and ConsCious 
spenders. 
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Cheap people vs. Frugal people

Cheap Frugal

Cheap people care about the cost 
of something. 

Frugal people care about the value 
of something. 

Cheap people try to get the lowest 
price on everything. 

Frugal people try to get the lowest 
price on most things, but are 
willing to spend on items they 
really care about. 

Cheap people’s cheapness affects 
those around them.

Frugal people’s frugality affects 
only them.

Cheap people are inconsiderate. 
For example, when getting a meal 
with other people, if their food 
costs $7.95, they’ll put in $8, 
knowing very well that tax and tip 
mean it’s closer to $11. 

Frugal people know they have to 
pick and choose where they spend 
their money. If they can spend 
only $10 on lunch, they’ll order 
water instead of Coke. 

Cheap people make you 
uncomfortable because of the  
way they treat others.

Frugal people make you feel 
uncomfortable because you 
realize you could be doing better 
with your money.

Cheap people keep a running tally 
of how much their friends, family, 
and coworkers owe them. 

Some frugal people do this, too, 
but certainly not all. 

Because of the fear of even one 
person suggesting they spent too 
much on something, cheap people 
are not always honest about what 
they spend.

Neither are frugal people. 

Cheap people are unreasonable 
and cannot understand why they 
can’t get something for free. 
Sometimes this is an act, but 
sometimes it’s not. 

Frugal people will try as hard 
as cheap people to get a deal, 
but they understand that it’s a 
dance, and in the end, they know 
they don’t intrinsically deserve a 
special deal. 

Cheap people think short term. Frugal people think long term. 
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Spend on What You Love

F rugality isn’t about cutting your spending on everything. That 

approach wouldn’t last two days. Frugality, quite simply, is about 

choosing the things you love enough to spend extravagantly on—

and then cutting costs mercilessly on the things you don’t love.

The mind-set of frugal people is key to being rich. Indeed, as the 

researchers behind the landmark book The Millionaire Next Door 

discovered, 50 percent of the more than one thousand millionaires 

surveyed have never paid more than $400 for a suit, $140 for a pair of 

shoes, and $235 for a wristwatch. Again, frugality is not about simply 

cutting your spending on various things. It’s about making your own 

decisions about what’s important enough to spend a lot on, and what’s 

not, rather than blindly spending on everything.

THE PROBLEM IS THAT HARDLY ANYONE IS DECIDING WHAT’S 

IMPORTANT AND WHAT’S NOT, DAMMIT! That’s where the idea of 

conscious spending comes in. 

how My Friend Spends $21,000 
per Year Going Out—Guilt-Free

I want you to consciously decide what you’re going to spend on. No 

more “I guess I spent that much” when you see your credit card 

statements. No. Conscious spending means you decide exactly 

where you’re going to spend your money—for going out, for saving, for 

investing, for rent—and you free yourself from feeling guilty about your 

spending. Along with making you feel comfortable with your spending, a 

plan keeps you moving toward your goals instead of just treading water. 

The simple fact is that most young people are not spending 

consciously. We’re spending on whatever, then reactively feeling good  

or bad about it. Every time I meet someone who has a Conscious Spending 

Plan (“I automatically send money to my investment and savings accounts, 

then just spend the rest”), I’m so enchanted that my love rivals Shah 

Jahan’s for his wife, Mumtaz Mahal (look it up). 
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I’m going to tell you about three friends who are spending lots and 

lots of money on things you might consider frivolous—like shoes and 

going out—but whose actions are perfectly justified. 

the shoe lover
My friend “Lisa” spends about $5,000/year on shoes. Because the kind of 

shoes she likes run more than $300, this translates to about fifteen pairs 

of shoes annually. “THAT’S RIDICULOUS!!!” you might be saying. And on 

the surface, that number is indeed large. But if you’re reading this book, 

you can look a little deeper: This girl makes a very healthy six-figure 

salary, has a roommate, eats for free at work, and doesn’t spend much 

on fancy electronics, gym membership, or fine dining. In fact, her job 

provides many of the amenities that other people pay for. 

Lisa loves shoes. A lot. She’s funded her 401(k) and a taxable 

investment account (she makes too much for a Roth). She’s putting away 

money each month for vacation and other savings goals, and giving some to 

charity. And she still has money left over. Now here’s where it’s interesting. 

“But Ramit,” you might say, “it doesn’t matter. Three-hundred-dollar shoes 

are ridiculous. Nobody needs to spend that much on shoes!” 

Before you chastise her for her extravagance, ask yourself these 

questions: Have you funded your 401(k) and opened additional investment 

accounts? Are you fully aware of where your spending money is going? And 

have you made a strategic decision to spend on what you love? Very few 

people decide how they want to spend their money up front. Instead they 

end up spending it on random things here and there, eventually watching 

their money trickle away. Just as important, have you decided what you 

don’t love? For example, Lisa doesn’t care about living in a fancy place, so 

she has a tiny room in a tiny apartment. Her decision to live in a small place 

means she spends $400 less every month than many of her coworkers.

After planning for her long-term and short-term goals, she has money 

left over to spend on the things she loves. I think she’s right on. 

the partyer
My friend “John” spends more than $21,000 a year going out. “OMG, 

THAT’S SO MUCH *#%#%#% MONEY!” you might say. Well, let’s break 

it down. Say he goes out four times a week—to dinners and bars—and 

spend an average of $100/night. I’m being conservative with the numbers 

here, because a dinner can run $60/person and drinks could be $12 each. 
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I’m not including bottle service, which might cost $800 or $1,000. (He 

lives in a big city.) That’s easily $400/week. 

Now, John also makes a healthy six-figure salary, so he’s been able 

to make a Conscious Spending Plan without much difficulty. But even 

he has to decide what he doesn’t want to spend on. For example, when 

his coworkers took a weekend trip to Europe (I am not kidding), he 

politely passed. In fact, because he works so hard, he almost never takes 

vacations. Similarly, because he’s always at work, he doesn’t care about 

decorating his apartment at all, so he’s skipped virtually all decoration 

costs: He still has wire hangers holding up the few bargain suits that he 

wears, and he doesn’t even own a spatula. 

When it comes to judging our friends’ spending, we look at 

surface characteristics and make snap judgments. “You spent 

$300 on jeans!” “Why do you shop at Whole Foods?” “Why did you 

decide to live in that expensive area?” I know we all wonder these 

things about our friends because I do, too. 

And, in fact, most of our judgments are right: Because young 

people are not carefully considering their financial choices in the 

context of their long-term goals—we’re not paying ourselves first and 

we’re not developing an investment/savings plan—you’re probably 

right when you think your friend can’t afford those $300 jeans. 

I’ve been trying to be less judgmental about this. I’m not always 

successful, but I now focus on the fact that the sticker price doesn’t 

matter—it’s the context around it. You want to buy a $1,000 bottle of 

wine? And you already saved $20,000 this year at age twenty-five? 

Great! But if your friends are going out four times a week on a $25,000 

salary, I bet they’re not consciously spending. 

So although it’s fun to judge your friends, keep in mind that the 

context matters.

(Warning: If you want to judge your significant other, tread lightly: 

Check page 225 for my breakup-prevention financial advice.) 

so you Want to Judge your 
Friends’ spending?

(continued on page 102)
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one of my readers makes $50,000/year and, after working through 

some of my suggestions, realized she’s paying 30 percent of her 

after-tax income for subscriptions. That’s a truly shocking figure, so I want 

to share a method to dramatically cut down on unneeded subscriptions 

that you currently pay for. Subscriptions can be anything from Netflix 

to cell phone plans to your cable bill. They are a business’s best friend: 

They let companies make a reliable, predictable income off of you—with 

no action on your part. There’s a convenience to this, of course—but 

there’s a significant cost: When was the last time you scrutinized your 

monthly subscriptions and canceled one? Probably never. Yet compare 

this with any recent time you went shopping. When was the last time you 

saw something you liked but decided not to buy it?

The À La CarTe MeThod. The À La Carte Method takes advantage 

of psychology to cut our spending. Here’s how it works: Cancel all the 

discretionary subscriptions you can: your magazines, TiVo, cable—even 

your gym. (It would be totally ridiculous to cancel your Internet, though. 

I’d cry like a little girl if I couldn’t get online from my house.) Then, buy 

what you need à la carte:

n	  Instead of paying for a ton of channels you never watch on cable, 

buy only the episodes you watch for $1.99 each off iTunes. 

n	  Buy a day pass for the gym each time you go (around $5–$10). 

n  Buy songs you want for $0.99 each from Amazon or iTunes. 

The À La Carte Method works for three reasons:

1. You’re probably overpaying already. Most of us dramatically 

overestimate how much value we get from subscriptions. For example, 

if I asked you how many times a week you go to the gym, chances are 

you’d say, “Oh . . . two or three times a week.” That’s B.S. In fact, one 

2006 study showed that gym members overestimate how much they’ll 

use their membership by more than 70 percent. Members who chose a 

monthly fee of about $70 attended an average of 4.3 times per month. 

use psychology against  
yourself to save
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That comes out to more than $17/gym visit—when in reality they’d 

have been better off buying pay-as-you-go passes for $10 each. 

2. You’re forced to be conscious about your spending. It’s one thing 

to passively look at your credit card bill and say, “Ah, yes, I remember 

that cable bill. Looks like a valid charge. Tallyho!” It’s quite another 

to spend $1.99 each time you want to buy a TV show—and when you 

actively think about each charge, you will cut consumption.  

3. You value what you pay for. You place a higher premium on 

the things you pay for out of your pocket than those that come via 

subscripton.

The downside of The À La CarTe MeThod. The big downside is 

that this method requires you to de-automate your life. This is the price 

you pay for saving money. Give it a shot for two months and see how it 

feels. If you don’t like it, go back to your old subscriptions.

how To iMpLeMenT The À La CarTe MeThod:

1. Calculate how much you’ve spent over the last month on 

any discretionary subscriptions you have (for example, music 

subscriptions, Netflix, and the gym).

2. Cancel those subscriptions and begin buying these things à la 

carte. (But don’t let losing the gym membership be your excuse to 

become a fat ass.)

3. In exactly one month, check and calculate how much you spent on 

these items over the last month. That’s the descriptive part.

4. Now, get prescriptive. If you spent $100, try to cut it down to $90. 

Then $75. Not too low—you want your spending to be sustainable, and 

you don’t want to totally lose touch with what’s going on in the world. 

But you can control exactly how many movies you rent or how many 

magazines you buy, because each one comes out of your pocket. 

Remember, this isn’t about depriving yourself. The ideal situation 

is that you realize you were spending $50/month in subscriptions for 

stuff you didn’t really want—now you can consciously reallocate that 

money into something you love.
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For John, the limiting factor is time. He knows he’ll never send money 

regularly anywhere, so he’s set up his investment accounts to automatically 

withdraw money before he ever sees it. The key here is that John knows 

himself and has set up systems to support his weaknesses. In terms of 

spending, he works hard and plays hard, going out twice during the week 

and twice on the weekends, when he causes some real damage. Yet, despite 

spending ungodly amounts going out each week, in just a couple of years 

John has saved more than almost any of my friends. And although $21,000 

sounds outrageous on the surface, you have to take the context of his 

salary and priorities into consideration. Whereas other friends might spend 

thousands decorating their apartments or taking vacations, John, after 

meeting his investment goals, chooses to spend that money going out.

The point here is that whether or not I agree with his choices, he’s 

thought about it. He sat down, considered what he wanted to spend on, 

and is executing that plan. He’s doing more than 99 percent of the young 

people I’ve talked to. If he had decided he wanted to spend $21,000/year 

on furry donkey costumes and Fabergé eggs, that would have been great, 

too. At least he has a plan. 

the nonproFit employee
You don’t have to make a six-figure salary to be a conscious spender. My 

friend “Julie” works at a nonprofit firm in San Francisco, making about 

$40,000 per year, but she saves more than $6,000 per year—far more 

than most Americans. 

She does this by being extremely disciplined: She cooks at home, 

shares rent in a small apartment, and is reimbursed for her driving by her 

office. When she’s invited out to eat, she checks her envelope system 

(more on that on page 115) to see if she can afford it. If not, she politely 

declines. But when she does go out, she never feels guilty about spending 

because she knows she can afford it. Yet it’s not enough to save money on 

just rent and food. She also chooses to save aggressively, maxing out her 

Roth IRA and putting aside extra money for traveling. Each month, that 

money is the first to be automatically transferred out. 

From talking to Julie at a party or over dinner, you would never know 

that she saves more than most Americans. We glibly make snap decisions 

about people’s spending using the most cursory data: Their job and their 

clothes give us most of what we think we need to know to understand 

(continued from page 99)
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someone’s financial situation. But Julie proves that the surface data 

isn’t always enough. Regardless of her situation, she’s chosen to put her 

investing and saving priorities first.

What they’re doing right
The friends I wrote about above are exceptions to most people our age. 

They have a plan. Instead of getting caught on a spending treadmill 

of new phones, new cars, new vacations, and new everything, they plan 

what’s important to them and save on the rest. My shoe friend lives in a 

microscopic room because she’s hardly home, saving her hundreds per 

month. My partyer friend uses public transportation and has exactly zero 

décor in his apartment. And my nonprofit friend is extraordinarily detailed 

about every aspect of her spending.

Each of them pays themselves first, whether it’s $500/month or $2,000/ 

month. They’ve built an infrastructure to do this automatically so that by the 

time money ends up in their checking account, they know they can spend it 

guilt-free. They spend less time worrying about money than most people! 

They already know about online savings accounts and credit cards and basic 

asset allocation. They’re not experts—they’ve just got a head start. 

To me, this is an enviable position to be in, and it’s a big part of what 

I Will Teach You to Be Rich is about: automatically enabling yourself to 

save, invest, and spend—enjoying it, not feeling guilty about those new 

jeans, because you’re spending only what you have.

You can do it. It takes a plan. And it’s really as simple as that. 

the I Will Teach You to Be Rich 
Conscious Spending plan 

C learly, budgeting sucks. But agreeing that conscious spending 

is good is like forming a group called “Americans for Babies and 

Lovable Koala Bears.” Who would ever disagree with you? The real 

challenge, of course, is doing something about it. 

Let’s get on with the specifics of how you can make your own Conscious 

Spending Plan. I’m not going to lie to you: The most difficult thing in this book 

is not structuring your tax-deferred accounts or understanding the difference 
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between APR and APY, it’s this section right here. But I’ll try to make it as 

painless as possible. Whatever you do, don’t get overwhelmed by the idea 

that you need to create a massive budgeting system. All you need is to just 

get a simple version ready today and work to improve it over time.

Here’s the idea: A Conscious Spending Plan involves four major 

buckets where your money will go: Fixed Costs, Investments, Savings, 

and Guilt-free Spending Money.

monthly Fixed Costs 
Fixed costs are the amounts you must pay, like your rent/mortgage, 

utilities, cell phone, and student loans. A good rule of thumb is that fixed 

costs should be 50–60 percent of your take-home pay. Before you can do 

anything else, you’ve got to figure out how much these add up to. You’d 

think it would be easy to figure this out, right? 

Ha! It turns out this is one of the toughest questions in personal 

finance. Luckily, my way of answering this question is far faster and easier 

than most other methods.

Okay, let’s walk through this step by step. Check out the chart on 

the next page with common basic expenses (the bare minimum that any 

ordinary person would use to live). If you see any glaring omissions for 

major spending categories, add them. Notice that I didn’t include “eating 

out” or “entertainment,” as those come out of the guilt-free spending 

category. 

Categories oF spending

Fixed costs
Rent, utilities, debt, etc.

50–60% of take-home 
pay

Investments
401(k), Roth IRA

10% 

Savings
Vacations, gifts, house down payment, 
unexpected expenses

5–10%

Guilt-free spending money
Dining out, drinking, movies, clothes, shoes 

20–35%



 105

ConsCIous spendIng

Fill in the dollar amounts you know offhand. 

Now, to fill in the costs and categories you haven’t yet accounted for, 

you’re going to have to dive a little deeper. You’ll need to look at your past 

spending to fill in all the dollar amounts, and to make sure you’ve covered 

every category. Limit this to the past month to keep things simple. The 

easiest way to get an idea of what you’ve spent where is to look at your 

credit card and banking statements or, if you’re old-fashioned, review 

your receipts. Sure, you may not capture every last expense doing it this 

way, but it’s probably good enough.

Finally, once you’ve gotten all your expenses filled in, add 15 percent 

for expenditures you haven’t counted yet. Yes, really. For example, you 

probably didn’t capture “car repair,” which can cost $400 each time (that’s 

$33/month). Or dry cleaning or emergency medical care or charitable 

donations. A flat 15 percent will cover you for things you haven’t figured in, 

and you can get more accurate as time goes on. 

Category Monthly Cost

Rent/mortgage

Utilities

Cell phone, landline

Medical insurance, bills 

Car payment

Public transportation

Loans

Groceries

Clothes

Internet/cable
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(I actually have a “Stupid Mistakes” category in my money system. 

When I first started this, I saved $20/month for unexpected expenses. 

Then, within two months, I had to go to the doctor for $600 and I got 

a traffic ticket for more than $100. That changed things quickly, and I 

currently save $150/month for unexpected expenses.)

Once you’ve got a fairly accurate number here, subtract it from your 

take-home pay. Now you’ll know how much you’ll have left over to spend 

in other categories like investing, saving, and guilt-free spending. Plus, 

you’ll have an idea of a few targeted expense areas that you can cut down 

on to give yourself more money to save and invest.

long-term investments
This bucket includes the amount you’ll send to your 401(k) and Roth IRA 

each month. A good rule of thumb is to invest 10 percent of your take-

home pay (after taxes, or the amount on your monthly paycheck) for the 

long term. Your 401(k) contributions count toward the 10 percent, so if 

you already participate in a 401(k), you’ll need to add that amount to your 

take-home money to get a total monthly salary.

If you’re not sure how much to allot to your investing bucket, open up 

an investment calculator from www.dinkytown.net (try the “Investment 

Returns” calculator) and enter some numbers. Experiment with contributing 

$100/month, $200/month, $500/month, or even $1,000/month. Assume an 

8 percent return. You’ll see dramatic differences over forty years.

Because most of your investments will be in tax-advantaged retirement 

accounts, which we’ll cover in Chapter 7, remove the taxes to get a back-

of-the-napkin calculation. Just understand that taxes ultimately will take 

a chunk out of your 401(k) returns. Remember, the more aggressively you 

save now, the more you’ll have later. 

savings goals
This bucket includes short-term savings goals (like Christmas gifts and 

vacation), midterm savings goals (a wedding in a few years), and larger, 

longer-term goals (like a down payment on a house).

To determine how much you should be putting away each month, 

check out these examples. They’ll shock you:

giFts For Friends and Family. In 2007 Americans spent around 

$900 on Christmas gifts, according to the American Research Group. In 

2008 it was about half of that. If you’re an average consumer and want to 
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pay for your gifts without going into debt, that means you need to save 

$75/month for your Christmas gifts. (And what about birthday gifts?) 

Check out my site nochristmasgiftsthisyear.com.

your Wedding (Whether you’re engaged or not). The 

average wedding costs about $28,000. Because we know the average 

wedding age is twenty-seven for men and twenty-six for women, you can 

figure out exactly how much you need to be saving, assuming you want to 

pay for it without help or debt: If you’re twenty-five years old, you need 

to be saving more than $1,000/month for your wedding. If you’re twenty-

six, you should be saving more than $2,300/month. (I cover financing 

weddings in detail on page 229.) 

you’ve heard me talk about the 85 Percent Solution, which focuses 

on getting most of the way there rather than 100 percent and 

ending up doing nothing at all. Well, Richard Jenkins, the editor-in-

chief of MSN Money, wrote an article called “The 60 Percent Solution,” 

which suggested that you split your money into simple buckets, with 

the largest being basic expenses (food, bills, taxes) making up 60 

percent of your gross income. The remaining 40 percent would be split 

four ways: 

1. Retirement savings (10 percent)

2. Long-term savings (10 percent) 

3. Short-term savings for irregular expenses (10 percent)

4. Fun money (10 percent)

The article has been widely distributed, although curiously, none 

of my friends had heard of it. My Conscious Spending Plan relates 

to Jenkins’s 60 percent solution, but it’s more focused toward young 

people. We spend a huge amount on eating out and going out, whereas 

our housing costs are lower because we can share apartments and rent 

more comfortably than older people with families. 

the 60 percent solution
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buying a house. If you’re thinking about buying a house in a few years, 

log on to www.zillow.com and check home prices in your area. Let’s just say 

the average house in your neighborhood costs $300,000 and you want to 

do a traditional 20 percent down payment. That’s $60,000, so if you want to 

buy a house in five years, you should be saving $1,000/month. 

Crazy, right? Nobody thinks like this, but it’s truly eye-opening when 

you plot out your future spending for the next few years. It can almost seem 

overwhelming, but there’s good news: First, the longer you have to save 

for these things, the less you have to save each month. (For example, if you 

started saving for an average wedding at age twenty, you would have to 

save about $333/month. By age twenty-six, however, you’d have to save 

$2,333/month.) Second, we often get help: Our spouse or parents may be 

able to chip in a little, but you can’t count on someone else coming to rescue 

you. Third, theoretically you could use some of your investment money from 

Step 2 to pay for these savings goals. It’s not ideal, but you can do it.

Regardless of exactly what you’re saving for, a good rule of thumb is 

to save 5 to 10 percent of your take-home pay to meet your goals.

guilt-Free spending money
After all that spending, investing, and saving, this bucket contains the fun 

money—the stuff you can use for anything you want, guilt-free. Money 

here covers things like going out to restaurants and bars, taxis, movies, 

and vacations.

Depending on how you’ve structured your other buckets, a good 

rule of thumb here is to use 20 percent to 35 percent of your take-home 

income for guilt-free spending money. 

Optimizing Your Conscious 
Spending plan

N ow that you’ve worked out the basics of your Conscious Spending 

Plan, you can make some targeted improvements to tweak your 

spending and make your money go where you want it to go. 

Instead of having this dull, throbbing cloud of worry over your head—”I 

know I’m spending too much”—your plan will serve as a living, breathing 
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system that signals you when something’s broken. If the alarm bells 

aren’t going off, you don’t need to waste time worrying.

go For big Wins
Optimizing your spending can seem overwhelming, but it doesn’t have to 

be. You can do an 80/20 analysis, which often reveals that 80 percent of 

what you overspend is used toward only 20 percent of your expenditures. 

That’s why I prefer to focus on one or two big problem areas and solve 

those instead of trying to cut 5 percent out of a bunch of smaller areas.  

To run an 80/20 analysis yourself, do a Google search for “conducting a 

Pareto analysis.”

Let’s take an example: Brian takes home $48,000 per year after taxes, 

or $4,000/month. According to his Conscious Spending Plan, here’s how 

his spending should look:

	 n  Monthly fixed costs (60 percent): $2,400

	 n  Long-term investments (10 percent): $400/month

	 n  Savings goals (10 percent): $400/month

	 n  Guilt-free spending money (20 percent): $800/month

Q: What do you use to manage your finances?

a: For budgeting, I use a combination of mint (www.mint.com), Excel, 

and plain paper. I enter expenses into my system within two days. 

Otherwise, I forget. 

For investing, I use Instant X-Ray (www.morningstar.com/Cover 

/Tools.html) to make sure my asset allocation makes sense.

For other money management, I’ve opted out of credit card offers 

at www.optoutprescreen.com. I use www.myfico.com to get my credit 

score and report each year. (Yes, I could get it for free, but this is  

more convenient for me.) I use a service called Catalog Choice  

(www.catalogchoice.org) to keep from getting unwanted catalogs in 

the mail. And when I can’t figure out calculations, I use the financial 

calculators at www.dinkytown.net.

tools of the trade
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Brian’s problem is that $800 isn’t enough for his spending money—

this plan leaves him $250 short each month. What should he do?

Bad answer: The superficial answer is to that Brian can decrease his 

contributions to his long-term investments and savings goals. Sure, he 

could do that, but it will cost him down the line. 

A better way is to tackle the two most problematic areas on his 

monthly spending: monthly fixed costs and guilt-free spending money. 

Good answer: Brian decides to pick his three biggest expenses and 

optimize them. First, he looks at his monthly fixed costs and realizes that 

because he’s been consistently paying the minimum monthly payment on 

his credit card debt at 18 percent, he has $3,000 of debt left. Under his 

current plan, it will take him about twenty-two years and cost him $4,115 

in interest to pay off his debt. But he can call his credit card to request 

a lower interest rate (see page 42 for details). With his new lower credit 

card APR of 15 percent, it will take him eighteen years and he’ll pay $2,758 

in interest. He saves fifty-three months and $1,357 of payments. That’s 

only $6/month, but over eighteen years it adds up to a lot.

i recently had breakfast with someone who told me the most 

interesting story. He’d been dating his girlfriend for two years 

before they talked about finances. “It took me that long to gain her 

trust,” he said. She was a public school teacher, so she didn’t make 

much money. When he looked at her finances, he noticed that she had 

a lot of overdraft fees. He asked her to estimate how much she had 

spent in overdraft fees. “About $100 or $200?” she guessed. 

It turns out that her overdraft fees totaled $1,300 in the last year.

Did he freak out or start yelling about how to negotiate out of bank 

fees? No, he simply pointed out something very gently: “What if you 

focused on your overdrafts? If you eliminated just that category of fee, 

you’d be so much better off.” Simply avoiding overdraft fees was a big 

win for her.

big Win: no more Fees
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Next, he checks his subscriptions and realizes he’s been paying for a 

Netflix account and a Star Wars membership site, both of which he rarely 

uses. He cancels them, saving $60/month and increasing his chances of 

getting a girlfriend. 

Finally, he logs in to his money-management account at www.mint.com 

and realizes that he’s spending $350 eating out each month, plus $250 

at bars, or $600 in total. He decides that over the next three months, he’ll 

slowly ratchet that amount down to $400/month, saving him $200/month.

Total amount saved: $266/month. By adjusting his spending, Brian  

is able to create a Conscious Spending Plan that works for him.

Brian was smart to focus on changing the things that mattered. Instead 

of promising that he’d stop spending money on Cokes every time he ate out, 

he picked the big wins that would really make an impact on his total dollar 

amount. You’ll see this a lot: People will get really inspired to budget and 

decide to stop spending on things like appetizers with dinner. Or they’ll buy 

generic cookies. That’s nice—and I definitely encourage you to do that—but 

those small changes will have very little effect on your total spending. They 

serve more to make people feel good about themselves, which lasts only a 

few weeks once they realize they still don’t have any more money. 

Try focusing on big wins that will make a large, measurable change. 

In fact, I focus on only one or two big wins each month: eating out, and 

buying books because I am a huge, huge dork. You probably know what 

your big wins are. They’re the expenses you cringe at, the ones you shrug 

and roll your eyes at, and say, “Yeah, I probably spend too much on ____.” 

For most of my friends, these big wins are eating out and drinking.

set realistiC goals
Last year, a friend of mine started getting really into fitness. I think it was 

because of his laudable goal of “getting some girls.” Kudos, sir. Anyway, he 

started working out a lot: going to the gym in the morning, running during 

the day, then hitting the gym again at night. Needless to say, this fitness 

program didn’t last long. Do you know people who get so into their idea du 

jour that they go completely overboard and burn out? I would rather do less 

but make it sustainable. The problem is that that’s rarely sexy. 

This idea of sustainable change is core to personal finance. Sometimes I 

get e-mails from people who say things like, “Ramit! I started managing my 

money! Before, I was spending $500 a week! Now I’m saving $495 of it and 

(continued on page 114)
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don’t Just save— 
save For a goal

It’s Hard to Save Unless There’s a Reason 

by Jim wang of www.pfblueprint.com

M y friend and I are the same age, make roughly the same amount, and 

have similar lifestyles. So, over five years, why was I able to save $20,000 

for a down payment and buy a house . . . and he ended up with hardly 

anything? He came to talk to me about it one day.

We soon sorted out that the key difference was that we had a different approach 

to saving money. In his mind, he was simply “saving.” I, on the other hand, was 

“saving for a down payment.” Though it might not seem like a big deal, that small 

distinction makes all the difference in the world. I brought in a bag lunch because 

I was saving toward a house, he brought in a bag lunch because he was simply 

saving. When it came time for lunch, his was merely a decision between whether he 

wanted his sandwich or something different. For me, it was whether I was willing 

to sacrifice that $5 or $10 that could be going toward a house on something more 

interesting to eat that day. Saving with a goal—whether it’s tangible like a house or 

intangible like your kid’s education—puts all your decisions into focus.

make the tradeoFFs WorthWhile. Having a goal means that you are 

working toward something concrete. It gives you a reason to make those tradeoffs. 

You don’t just think of that $5 saved as $5—instead it is something that gets you 

closer to your goal of having $20,000 for a down payment on a home. It changes the 

entire motivation for saving.

Spending less isn’t always easy, but with this newfound motivation, it’s much 

easier to make and justify your decisions. For a while, I was only going out with my 

friends one night a week, rather than the two or three times we normally did. This 

still gave me a chance to hang out with my buddies, but I was spending one-third 

less than I used to! When my friends asked, I told them I couldn’t go out because I 
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was saving up for a down payment. They accepted this as a pretty good reason not 

to go out all the time. My friends might give me grief if I was simply being lazy, or 

lame, but because I had a concrete goal—and one that they could identify with—

they became supporters of my cause rather than unwitting detractors.

set up a speCiFiC aCCount. Another key difference was how I was saving.  

I opened up an ING Direct savings account and named it “Down Payment,” regularly 

transferring in the amount I had determined I wanted to save. As the months 

passed, the amount in that account grew larger and larger, and I felt as though I 

was making progress toward my goal. 

My friend never set aside an account, 

so his regular checking account 

was one big pot of money mentally 

“earmarked” for various things. His 

account balance grew but he had no 

pride of achievement or sense of closing 

in on his goal (because he didn’t have 

a goal). It’s possible that he could have 

saved as much as I had and just not 

have known it! 

That second difference was 

psychological. Rather than being motivated to save, he developed a feeling of 

despair about it. Trying to save $20,000 sounds daunting until you spread it out 

over three years—then it’s $555 a month. Spread it out over five years and it’s only 

$333 a month (not including interest earned). That’s certainly doable if you make 

sacrifices and track your progress. After my friend opened a separate account, he 

told me that this step alone changed his whole perspective about saving money for 

his down payment (once he accomplished that goal, he planned to use the account 

to save for his annual vacations and his emergency fund).

enJoy lunCh! Don’t listen to experts telling you that you should stop buying 

CDs or how you should brown bag a lunch. Think about your goals. Ask yourself if 

you’d rather spend $10 on lunch or save $10 toward a house or a car. If you would 

rather spend the money on lunch, by all means enjoy lunch! You save money so that 

you can spend it later on the things that make you happy. You don’t save money 

just to watch your account balance grow. Once you list your goals and start making 

those trade-offs, you’ll realize that saving money becomes far easier. 

Jim Wang writes about personal finance and money management at  
www.pfblueprint.com.

saving with a goal—
whether it’s tangible 
like a house or 
intangible like your 
kid’s education—puts 
all your decisions 
into focus.
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putting it into a bank account!” I read this and just sigh. Although you might 

expect me to get really excited about someone contributing $495/month 

to their savings, I’ve come to realize that when a person goes from one 

extreme to another, the behavioral change rarely lasts. 

When I make a change, I almost always make it bite-sized in an 

area that matters (see my previous discussion of big wins) and work 

in increments from there. This is why I just shake my head when I see 

personal-finance pundits giving families advice to go from a zero percent 

savings rate to a 25 percent savings rate (“You can do it!!!”). Giving that 

kind of advice is not useful. Habits don’t change overnight, and if they  

do, chances are it won’t be sustainable.

For example, if I started keeping track of my expenses and discovered 

I was short $1,000/month (this happens more than you think), I’d pick the 

two big wins—two items that I spend a lot on, but know I could cut down 

with some effort—and focus my efforts on them. Say I was spending 

about $500/month eating out, here’s how it would look:

Month 1:  ................. $475 on eating out

Month 2:  ................ $450 on eating out

Month 3:  ................ $400 on eating out

Month 4:  ................ $350 on eating out

Month 5:  ................ $300 on eating out

Month 6:  ................ $250 on eating out

It’s not a race, but within six months, I’d have cut my eating out 

budget in half. And it’d be much more likely to be sustainable. 

The other way to do it is to look at your current spending, freak out, 

and cut half your total spending. Then you’re suddenly forced to spend in 

a completely different way, without the means to cope. How long do you 

think your ambitious spending goal will last?

How many times have you heard friends say something like, “I’m not 

going to drink for a month”? I don’t understand the point of short-term 

whims like that. A month from now, okay, you spent only 50 percent of 

what you normally do. And . . . then what? If you can’t keep it up and you 

bounce right back to your normal spending habits, what did you really 

(continued from page 111)
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accomplish? I’d rather have people cut their spending by 10 percent and 

sustain it for thirty years than cut 50 percent for just a month. 

Whether you’re implementing a change in your personal finances, 

eating habits, exercise plan, or whatever . . . try making the smallest 

change today. Something you won’t even notice. And follow your own plan 

for gradually increasing it. In this way, time is your friend because each 

month gets better than the one before it, and it adds up to a lot in the end. 

use the envelope system to target your 
big Wins
All this conscious spending and optimizing sounds nice in theory, but how 

do you do it? I recommend the envelope system, in which you allocate 

money for certain categories like eating out, shopping, rent, and so on. 

Once you spend the money for that month, that’s it: You can’t spend more. 

If it’s really an emergency, you can dip into other envelopes at the cost of 

spending in that category. These “envelopes” can be figurative (like in 

Mint or Excel) or literally envelopes that you put cash in. This is the best 

system I’ve found for keeping spending simple and sustainable.

One of my friends, for example, has been carefully watching her 

spending for the last few months. When she started tracking her spending, 

she noticed that she was spending an unbelievable amount going out every 

week. So she came up with a clever solution to control her discretionary 

spending. She set up a separate bank account with a debit card. At the 

beginning of each month, she transfers, let’s say, $200, into it. When she 

goes out, she spends that money. And when it’s gone, it’s gone. 

last year, I got sick of reading the same old frugality tips, so I 

launched this challenge to help people save $1,000 in thirty 

days. I wrote thirty tips, including how to negotiate your car insur-

ance, save $2,000/a year eating out, and how to optimize your cell 

phone bill. Tens of thousands of people joined and they saved over 

$500,000 in thirty days. Check it out at www.iwillteachyoutoberich 

.com/30daychallenge.

Join the “save $1,000 in 30 days” 
Challenge
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Tip: If you set up a debit account like this, call your bank and tell them you 

don’t want them to allow you to spend more than you have in your account. 

Tell them, “If I have only thirty dollars in my account and I try to charge thirty-

five dollars on my debit card, I don’t want your system to let me.” Some 

banks can handle this request. (Schwab Checking can do this by turning off 

overdraft/margin protection, whereas Wells Fargo can’t because they are 

useless.) If you don’t do this, you’ll likely run up tons of overdraft fees. 

Whatever system you want to use to divvy up the money is fine. Just 

decide how much you want to spend in major categories each month. 

(Pick your big wins to start.) Put the allotted money in each “envelope.” 

When the envelopes are empty, that’s it for the month. You can transfer 

from one envelope to another . . . but that money is coming out of another 

category, so your total spending doesn’t actually increase.

Some of my nerdier friends even get more detailed with their system. 

One of my readers created this table:

Eating out Taxis Books

Times per month 12 8 5

Amount per event $23 $9 $17

1. Decide how much you want to spend in major categories each 

month. (Not sure? Start with one: Eating out.)

2. Put money in each envelope (category):

3. You can transfer from one envelope to another . . .

. . . but when the envelopes are empty, that’s it for the month.

the envelope system

 $200

Groceries

 $150

Eating out

 $60

Entertainment

 $100

Groceries

 $250

Eating out

 $100
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“Each month, I try to cut the quantity and amount I spend on something,” 

he told me. I looked at him in shock, but how can I argue? In less than eight 

months, he cut his spending by 43 percent (he knew the exact figure, of 

course). In my opinion, that level of analysis is overkill for most people, but it 

shows how detailed you can get once you set up a Conscious Spending Plan. 

What If You Don’t Make  
enough Money?

D epending on your financial situation, setting up a workable 

Conscious Spending Plan may seem out of reach for you. Some 

people have already cut their spending to the bone and still don’t 

have any extra money. For me to suggest that they put away 10 percent for 

retirement is, frankly, insulting. How can they be expected to contribute 

10 percent toward long-term savings when they don’t have enough to fill 

the car with gas? 

Sometimes this is reality, and sometimes it’s perception. Many of the 

people who’ve written me saying they live paycheck to paycheck actually 

have more wiggle room in their budgets than they think (cooking instead 

of eating out, for example, or not buying a new cell phone every year). 

They just don’t want to change their spending. 

However, it’s true that many people really cannot afford to cut more 

spending and really are living check to check. If you simply can’t cut more 

out of your budget, this spending plan may be a useful theoretical guide, 

but you have more important concerns: making more money. Once you 

increase your earnings, you can use the Conscious Spending Plan as your 

guide. Until then, here are three strategies you can use to earn more.

negotiate a raise
If you already have a job, it’s a no-brainer to negotiate for a raise.  

A recent study by NACE, the National Association of Colleges and 

Employers, showed that companies pay more than $5,000 to hire the 

average college graduate. If you’ve been out of school for a few years, it’s 

even more expensive. If they’ve already spent $5,000 recruiting you, and 

thousands more training you, would they really want to lose you? 
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Asking for a raise takes careful planning. Don’t do what my friend 

“Jamie” did. When he realized he was being drastically underpaid for his 

contributions, he seethed without taking any action for more than two 

months. When he finally got up the courage to ask his boss for a raise, 

he said it in the most timid way: “Do you think I might possibly ask you 

about a raise?” If you’re a manager, 

the first thing you’d think is, “Oh 

God, not another thing in my day.” 

My friend’s boss brushed him off, 

leaving Jamie, who’s still at the 

company, frustrated and underpaid.

Remember that getting a raise 

is not about you. It’s about you 

demonstrating your value to your 

employer. You can’t tell them  

you need more money because  

your expenses are higher. Nobody cares. You can, however, show  

how your work has been clearly contributing to the company’s success, 

and ask to be compensated fairly. Here’s what you need to do:

Three months before you ask for a raise, start tracking everything you 

do at work and the results you get. If you were on a team that sold 25,000 

widgets, figure out what you did to help make that happen and, as much 

as possible, quantify it. If you can’t figure out the exact results you’re 

causing, ask someone at work who’s more experienced. This is a classic 

question that new employees have, and many experienced coworkers 

would be happy to help you.

At the same time, ask your boss if you can sit down and discuss ways 

you can excel at work. Make it clear you want to exceed expectations, 

and ask what that would entail. If you’re really clever, you can hint about 

discussing compensation in the future.

Two months before you ask for a raise, meet with your boss again and 

show him your tracking from the previous month. Ask what you could do 

better. You want to know if you’re on the right track with your work and, 

more important, the way you’re communicating it.

One month before the big event, mention to your boss that because 

you’ve been doing so well, you’d like to discuss compensation at a 

meeting the next month. Ask what you’ll need to bring to make it a fruitful 

discussion. Listen very carefully to what he says. 

remember 
that getting 
a raise is not 

about you. 
it’s about you 

demonstrating 
your value to 

your employer.
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Around this time, it wouldn’t hurt to ask your fellow coworkers to put 

in a good word with the boss. This assumes, of course, that you’ve been 

exceeding expectations and driving concrete results.

Two weeks before you ask for a raise, ask a couple of friends to role-

play your job negotiation. This seems really weird, but negotiating is not 

a natural behavior. It will feel extremely odd and uncomfortable the first 

couple of times you do it. Better to do it with friends than your boss. And 

pick good friends, people who have business experience and will give you 

feedback on how you performed. 

On the day you negotiate, come in with your salary, a couple of 

competitive salaries from www.salary.com and www.payscale.com, and 

your list of accomplishments, and be ready to discuss fair compensation. 

Remember, you’re not asking your mommy for lemonade, you’re a 

professional who’s asking to be compensated fairly. You want to proceed 

as partners, as in “How do we make this work?”

If you get the raise you were looking for, congratulations! That was a 

huge first step toward increasing your income. If you don’t, ask your boss 

to find your annual salary, just take your hourly rate, double it, 

and add three zeros to the end. If you make $20/hour, you 

make approximately $40,000/year. If you make $30/hour, you make 

approximately $60,000/year. 

This also works in reverse. To find your hourly rate, divide your 

salary by two and drop the three zeros. So $50,000/year becomes 

approximately $25/hour.

This is based on a general forty-hour workweek and doesn’t 

include taxes, but it’s a good general back-of-the-napkin trick. And it’s 

most useful when you’re deciding whether to buy something or not. If 

that pair of pants is going to cost you eight hours of work, is it worth it?

When I was in college, I used to measure those decisions by the 

number of quarters I’d have to trade away from my laundry stash. 

Those may have been the most intellectually rigorous years of my life.

Cool trick: Quickly discover 
how much you make 
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what you can do to excel in your career, or consider leaving to find another 

company that will give you greater room to grow.

get a higher-paying Job
This takes us to the second way to increase your income. If you find that 

your existing company doesn’t offer you growth potential, or you’re in the 

process of getting a new job, negotiating your salary will never be easier. 

During the job-hiring process, you have more leverage than you’ll ever have.

I cover negotiating a new salary in detail on page 234. 

do some FreelanCe Work
Freelancing can be a relatively easy way to earn some extra money. Think 

about what skills or interests you have that others could use. You don’t 

necessarily have to have a technical skill. Babysitting is freelancing (and it 

pays very well). If you have free time at home (or don’t have a car), you can 

sign up to be a virtual assistant on sites like www.elance.com and www 

.odesk.com. Tutoring is also a simple, profitable way to make some extra side 

cash: You might be able to moonlight 

at a company like Kaplan and help 

kids with test prep, or you can post a 

notice at your neighborhood library 

and offer to teach English, math, or 

anything. What about dog walking? 

Remember, busy people want others 

to help them with their lives. A great 

place to start is www.craigslist.org’s 

“Help Wanted” section for your city.

If you have expertise in 

something, reach out to companies 

who’d need someone like you. For example, when I was in high school, I 

e-mailed fifty websites from all different industries that looked interesting 

but had poor marketing and copywriting. I offered to help them rewrite 

their websites. About fifteen responded, and I ended up editing copy for 

one company that eventually promoted me to run their sales department.

Later, during college, I consulted for venture capitalists, teaching  

them about Web 2.0 technologies, like YouTube, Facebook, and Flickr. 

This is stuff you and I know like the back of our hand, but it was new to 

these VCs—and valuable enough that they paid a great consulting fee. 

you don’t 
neCessarily 

have to have a 
teChniCal skill 

to FreelanCe. 
babysitting  

is FreelanCing 
(and it pays 
very Well). 
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Maintaining Your Spending plan

O nce you’ve done what you can to design and implement a 

Conscious Spending Plan that you’re comfortable with, give 

yourself some time to settle into a rhythm with it. Sure, eventually 

you can spend your time on strategic money decisions—“Should I be 

contributing 10 percent or 12 percent to my monthly savings goals?”—but 

first, you’ve got to get the basics down. As you go along from month to 

month with this new system, you’ll discover some surprises you hadn’t 

anticipated.

You’ll always have unexpected cash expenses like cabs or an umbrella 

when you forgot yours. And don’t flip out if you miss tracking a few dollars 

here or there—the minute your system becomes too oppressive for you 

to use is the minute you stop using it. I try to make as many purchases on 

my credit card as possible, so my software can automatically download 

my transactions. For cash spending, try to get the receipts and enter them 

into your system within seven days. After that, I tend to lose receipts or 

let them build up so much that I forget what some of the receipts were 

for. Make tracking your spending a weekly priority. For example, set aside 

thirty minutes every Sunday afternoon.

hoW to handle unexpeCted and 
irregular expenses
It can be frustrating to have a spending plan that keeps getting disrupted 

by surprise expenses like wedding gifts, car repairs, and late fees. So 

another key to having a plan you’ll use is to account for the unexpected 

and build in a bit of flexibility.

Known irregular events (vehicle registration fees, Christmas gifts, 

vacations). There’s an easy way to account for this type of irregular 

event. In fact, this is already built into your spending plan: Under Savings 

Goals, you allocate money toward goals where you have a general idea of 

how much it will cost. It doesn’t have to be exact, but try to get a rough 

ballpark figure and then save every month toward that goal. For example, 

if you know you’ll have to spend about $500 on Christmas gifts, start 

saving $42/month (that’s $500 divided by twelve months) in January.  

By the time December rolls around, you won’t have to take a huge hit on 

your spending.
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Unknown irregular events (surprise medical expenses, late fees for your 

library card, or $100 flowers to make up to your girlfriend for something 

stupid you did last night). These types of surprises fall under your Monthly 

Fixed Expenses because no matter how hard you try to avoid them, there 

will always be unexpected expenses. Earlier, I suggested that you add 

about 15 percent to your estimate of your fixed costs to accommodate these 

surprises. In addition, I recommend starting by allocating $50/month for 

unexpected expenses. You’ll soon 

realize that this cartoonishly low 

figure is not enough. But with some 

time, you’ll have a better idea of what 

the figure should actually be and can 

change the amount accordingly.

Fortunately, with each month 

that goes by, you’ll get a more 

accurate picture of your spending. 

After about a year or two (remember, 

think long term), you’ll have a very 

accurate understanding of how to project. The beginning is the hard part, 

but it only gets easier.

the “problem” oF extra inCome
Just as there are surprise expenses, there is also surprise income. It’s 

tempting to take a windfall and blow it all on something fun, but I urge 

you not to follow that instinct. Instead, work within your Conscious 

Spending Plan.

Unexpected onetime income. Sometimes money unexpectedly falls in 

your lap, like a birthday gift or from selling something on eBay. Believe it 

or not, I don’t encourage you to save all this money. Instead, whenever I 

make money I didn’t expect, I use 50 percent of it for fun—usually buying 

something I’ve been eyeing for a long time. Always! This way, I keep 

motivating myself to pursue weird, offbeat ideas that may result in some 

kind of reward. The other half goes to my investing account. Compare this 

with not having a plan and letting your money “just sort of” get spent.

Raises. A raise is different from onetime income because you’ll get it 

consistently, and it’s therefore much more important to do the right thing 

financially. There’s one important thing to remember when you get a raise: 

add about 15 
perCent to 

your estimate 
oF your Fixed 

Costs to 
aCCommodate 

surprise 
expenses.
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Maintain your current standard of living. Too many people get a raise at 

work and say, “Great! I’ll go on that vacation!” Sure, you can do that. Then, 

“I’ll buy that new sofa I’ve been wanting!” Uh oh. And then, “I think I need 

those new shoes. What? I’ve been working hard!” And then you want to kill 

yourself because you’re swirling into a downward spiral of spending. 

If you get a raise, be realistic: You earned it, and you should enjoy 

the results of your hard work. Buy yourself something nice that you’ve 

been wanting for a long time, and make it something you’ll remember. 

After that, however, I strongly encourage you to save and invest as much 

of it as possible, because once you start getting accustomed to a certain 

lifestyle, you can never go back. After buying a Mercedes, can you ever 

drive a Toyota Corolla again?

Working retail for five years I made a goal out of saving up 10K to 

be able to invest in the stock market. I decided everything I saved 

before the age of twenty-eight was available for me to fiddle with 

stocks; everything after twenty-eight was to be put in a blend of 

investment funds safe from my amateur investing styles. I was able 

to accomplish saving up 10K on a meager retail wage by putting 

half of every raise into my 401(k) plan. Every 4 percent raise was a 

2 percent raise to my retirement plan.

—Jason henry, 33 

The best part about setting up a strategic budget is that it guides your 

decisions, letting you say no much more easily—“Sorry, it’s not in my plan 

this month”—and freeing you up to enjoy what you do spend on. This is guilt-

free spending at its best. Sure, there will be tough decisions. Deciding to 

change the way you spend is the most difficult part of this book. It involves 

making choices and saying no to certain things. Your system, however, 

makes this much less painful. If a friend asks you out to dinner and you don’t 

have enough spending money left, it will be easier to politely pass. After all, 

it’s not personal—it’s just your system. Remember that most people are, 

by definition, ordinary. They go through their twenties and thirties feeling 

a gnawing sense that they “should” do something about their money—

tomorrow. They don’t think about saving until their mid-forties. And yet, you 

are now extraordinary, because you see that setting up a simple system will 

let you make the tough decisions up front and spend your money guilt-free. 
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1 Get your paycheck, determine what you’ve 
been spending, and figure out what your 

Conscious Spending plan should look like (thirty 
minutes). Do this now and don’t overthink it. Just 

break your take-home income into chunks of fixed 

costs (50–60 percent), long-term investments (10 

percent), savings goals (5–10 percent), and guilt-

free spending money (20–35 percent). How does it fit? 

2 Optimize your spending (two hours). Dig in deeper to your savings 

goals and monthly fixed costs. Try the À La Carte Method. How much 

does your insurance actually cost—can you improve on that? How much 

will you spend for Christmas gifts and vacation this year? Break these 

expenses down into monthly chunks, then recalculate your plan. 

3 pick your big wins (five hours). Open an account at Mint or Quicken 

Online. Assuming you want to cut your spending by $200/month, 

what one or two big wins will you target? Start using the envelope system. 

4 Maintain your Conscious Spending plan (one hour per week). Enter 

any cash receipts into your system each week. Tweak the percentages 

you send to each part of your spending plan (we’ll cover this in detail in 

the next chapter). And most important, make sure your system is realistic 

enough that you’ll stick with it for the long term. 

All right, deep breath. You did it. You made it through the most difficult 

part of the book! Now you’ve got a strategic spending plan. You no 

longer have to constantly worry about how much money you’re spending. 

Phrases like “Can I afford this?” and “I know I’m going to worry about 

this later, but for now . . .” will be erased from your vocabulary. Now we’re 

going to automate this system so each new dollar that comes into your 

system gets instantly sent to the right area, whether it’s investments, 

savings, fixed costs, or guilt-free spending. 
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