SmartMoney

WHY YOU NEED TO DO IT,
AND HOW TO DO IT FASTER.

¢, the idea sounds a

little fishy, like an invitation from a carnival barker.
“Knock down the milk bottles with this Nerf ball and
you'll double your money!” But when you take a
longer view, you realize that there's nothing reck-

BY ANNE less about the aspiration. In fact, if you're saving for any big future expense, chances
KADET, RUSSELL ! : : ; ) -
PEARLMAN, are you're 09unt|ng on doubling up, and then some. We think that's great—and we can
KRISTEN help you do it faster.

BELLSTROM AND Thanks to the bulldozer momentum of compounding, anyone with enough time can
MATTHEW HEIMER . . . . C

) turn a pile of money into one twice as big. Based on historical rates of return, for example,
PHOTO-ILLUSTRATIONS . . )

BY AARON GOODMAN an investment in the Standard & Poor's 500 should double every seven years—every

10, if you account for inflation. Thanks to such investments and the progress of their
careers, upper-middle-income families can steadily climb the wealth ladder. Data from
the Census Bureau suggests that a high-earning couple in their early 30s today can
expect to double their net worth once by their mid-40s and again by around age 60.
But to stay economically secure in the long term, you may need to build your wealth
more quickly. Broader economic trends can trip you up in your efforts to stockpile sav-
ings. College is a given today for most forward-looking kids, for example, but the costs
of tuition and fees at four-year colleges have risen faster than inflation for more than
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two decades, according to the College
Board, with costs at public universities
soaring 35 percent in the past five years
alone. Health care is also taking a bigger
bite out of American budgets, with pre-
miums and out-of-pocket costs now 75
percent higher than they were five years
ago. Furthermore, because of increases
in longevity, today’s 45- to 54-year-olds
will need much larger nest eggs than their
parents did to live well throughout retire-
ment. But only 30 percent of people in
that age bracket have total savings that
top the $100,000 mark, according to the
Employee Benefit Research Institute.

It all adds up to a rationale for step-
ping on the gas pedal. That’s why we’ve
assembled this guide to doubling your
wealth in five years, rather than 10 or 15.
We’ve crunched numbers and canvassed
experts to find strategies that can yield
double-digit returns on investments in
stocks as well as in that current out-of-
favor category, real estate. We’ve gath-
ered tips from people who turned their
passions into profitable part-time busi-
nesses. And we’ve pored over research
to learn how health considerations—in-
cluding smoking habits and time spent
on the treadmill—may affect your take-
home pay.

Aggressive as our premise may
sound, we've focused on realistic steps,

not radical ones. We’ve assumed that

yoﬁ’re happy staying in your current
career and that you’re not cut out for
high-stakes Texas Hold Em in the style
of Casino Royale. We’ve also excluded
the value of your home from our calcula-
tioﬁs; though it’s a big factor in your net
worth, you probably don’t want to sell it
anytime soon. Even so, we’re confident
that a combination of tips from our five
sections will leave you equipped for a
more secure and comfortable future.
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THE OUT-OF-FAVOR STOCKS THAT JOHN BUCKINGHAM
LIKES HAVE A PROPENSITY TO EITHER DOUBLE IN
VALUE OR BLOW UP IN HIS FACE. OF COURSE, HE

can’t tell which it will be when he buys
them. A classic example: In 2002 he
bought two troubled but alluringly
cheap companies, Apple Computer and
Dura Automotive Systems, for his top-
performing Al Frank Fund. Four years
later Dura was down 95 percent. But
Apple was up 600 percent—more than
offsetting Dura and making Buckingham
look brilliant. Results like these ex-
plain why Buckingham favors
buying a basket of risky
stocks instead of betting
the house on one company.
It’s a tactic that increases his
chances of capturing high
returns while lowering the
overall risk to the fund. And

if you want to double your port-
folio in five years—a goal that
requires earning almost 15 per-
cent a year from your investments—it’s
an approach worth studying.

Think of it as a more aggressive
take on Modern Portfolio Theory, the
groundbreaking work on asset alloca-
tion that won the Nobel Prize for three
economists in 1990. The basic premise:
Investing in a range of assets that don’t
move exactly in tandem with one an-
other increases your portfolio’s expected
return and lowers its overall risk. If you
pick more-volatile assets, the risk does

rise—we don’t recommend plowing the
kids’ college money or the bulk of your
nest egg into a double-your-money port-
folio. But by investing in several such
picks at once, you keep the risk lower
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than it otherwise would be. “Diversity
is key,” Buckingham says.

To put together a high-powered port-
folio, we focused on potentially high-
performing groups of stocks whose re-
turns rarely march in lockstep. We relied
on exchange-traded funds to tap their
potential. By buying ETFs instead of
individual stocks, you avoid the risk of

seeing the sector perform really well
while your stock falters. And their low
fee structure ensures that you capture
the majority of the investing gains. (Still
curious about individual stocks with the
potential to double up? See “The Fantas-
tic Five,” page 65.) Our favorite sectors,
and ETFs that harness them:

® Biotechnology is the most prom-
ising arena for investing in the health
care surge that should accompany the
aging of the baby boomers. Biotech firms
now receive more drug patents than tra-
ditional pharmaceutical firms, and since
their drugs are newer, they can aim for
blockbuster profits without fretting over
expiring patents. First Trust AMEX Bio-
technology (FBT, $24) gives investors ac-
cess to 20 top biotech firms.

# There’s water, water everywhere,
but not everyone has easy access to clean,
drinkable water. Even in America, mu-
nicipalities need help upgrading pipes
and sewer systems. The PowerShares
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Global Water Portfolio (PHO, $18)
owns everything from Aqua America,
which operates local water utilities, to
Watts Water Technologies, which sells
filters and flow-control systems.

® Microchips have become the
brains inside everything from airplanes
to espresso makers. Stocks of many semi-
conductor makers have languished, but
recent private buyouts of such compa-
nies tmply that at least some investors
think they’re undervalued. SPDR S&P
Semiconductor (XSD, $51) offers inves-
tors exposure to Intel, Xilinx and other
big chip producers.

& Small companies create some of
the world’s most innovative products
and services, and shareholders benefit:
After all, Microsoft wasn’t always so
big. And within the small-cap universe,
growth-oriented stocks ook like the
better buy right now, according to Bill
McVail, manager of the Turner Small
Cap Growth fund. Owning iShares
Russell 2000 Growth (IWO, $80) gives

b

investors the chance to profit from small-
company success stories.

# Round out the portfolio by going
abroad. The iShares MSCI Emerging
Markets (EEM, $111) ETF owns ev-
erything from Korean steelmakers to
Russian natural gas producers. Some of
these stocks have had tremendous recent
runs, so a short-term slowdown might
ding the fund. But don’t be discouraged;
the economies of the emerging world
certainly will grow faster than the U.S.
economy over the next decade.

Of course, right now it could be
tempting simply to park your money in
the S&P 500. Including dividends, the
broad market index rose 16 percent in
2006, and if it performed like that for
four more years, it would more than
double. But don’t count on it: Since 1926,
there has been only one five-year streak
in which the market did that well every
year—during the *90s Internet boom.
For big gains, riskier stocks paradoxi-
cally look like the safer bet. -R.P.

INVEST IN RENTAL HOUSING? NOW? WITH REAL

ESTATE HEADLINES THESE DAYS RANGING FROM
SOBER TO APOCALYPTIC, USING “INVEST" AND

“housing” in the same sentence can get
you some funny looks around the water
cooler. But rental-market fundamentals
are surprisingly sound. For one thing,
rents have fallen behind sales prices in
recent years and have some catching up
to do. Even better, the National Associa-
tion of Homebuilders expects 1.5 mil-
lion new households to form each year

through 2015, many created by immi-
grants and twentysomethings—the folks
most likely to rent. :
To be sure, buying a building is a big
ger hassle than spending the same money
on Google shares: “A stock doesn’t call
you up on Saturday night to say the roof
is leaking,” says Steven Podnos, a Mer-
ritt Island, Fla.—based financial adviser.
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