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Our clients often ask “How much do I need to save this year to be on track for retirement?”
Obviously, there are a lot of variables that go into answering that question: retirement
spending, assumed rate of return, pensions and Social Security to name a few. But perhaps
the most important variable is the one that’s priceless: time. People with the most time on their
side are those most likely to achieve their retirement goals. Those who save early end up way
ahead of their procrastinating peers.
You may have heard the wise Chinese proverb that says "The best time to plant a tree was 20
years ago. The second-best time is now." The same is true for saving; while the best time to
start saving may have been 20 years ago, don't fret, there are ample benefits to starting to
save today. Let's look at a few of the most important reasons.
Time is Money
There are few forces as impressive and powerful as compound interest. The real secret to
compound interest is less about the amount that is saved, and more about the amount of time
it is invested. Let's compare saving $1,000 at age 40 versus age 30 with a hypothetical 5%
compound annual return to age 65.

Assumes annual growth of 5% for illustrative purposes only. This is not intended as a guaruntee of future returns.

The 30-year-old saver ends up with 63% more money simply because she saved 10 years
earlier.
Instead of just investing $1,000 one time, what if you saved $1,000 per year from 40 to 65
versus starting at age 30?

Assumes annual growth of 5% for illustrative purposes only. This is not intended as a guaruntee of future returns.

In this example by starting 10 years earlier you have almost double the final amount at age
65! The earlier you start the more magical compound interest is.
Opportunity Lost
What if you don't save for the first several years or decades of your career but save massive
amounts of money later in retirement? Will that balance things out? Maybe, but there are
some opportunities lost. First, if you have an employer-sponsored retirement plan like a 401(k)
that offers an employer match, those dollars are forever lost each year that you don't
contribute. If you start saving later, you can't go back to your employer and ask that they give
you the lost matching dollars from earlier in your career. Employer matches are free money,
never leave that on the table.
Another consideration is IRS maximum contribution amounts. All tax advantaged retirement
vehicles like 401(k)s, IRAs, etc. have maximum contribution limits each year. For example, in
2019 you can contribute $6,000 into a traditional or Roth IRA. If you don't make that
contribution by the tax filing deadline next year, that's a lost opportunity and no matter how
much money you want to save in the future, you can't get that IRA contribution opportunity
back. Yes, you can still save, but you'll have to choose less tax-efficient vehicles and that will
impact your return and ending value. We advise our clients to max out their retirement
accounts every single year to take advantage of these tax saving opportunities from Uncle
Sam!
Market Trends
One final advantage I'll point out to saving and investing earlier rather than later is that the

stock market presents a much better opportunity for long-term investors than it does for shortterm investors. People that invest in the stock market with a short time horizon often get
burned and have negative returns. So why then do we invest money for retirement in the
stock market? Well, consider the following data.
Between 1928 and 2017, if you had invested in the market any given day, your chances of a
positive return were 53.1%; about as good as flipping a coin. As you increase your investment
period, your likelihood of a positive return significantly increases. Rolling 1-year calendar
returns had a 74.7% occurrence of positive returns and rolling 10-year periods were positive
94.1% of the time! Once you increase the time period to 20 years, there were no negative
return periods! (1)

(1) Source: Global Finance Data, Inc. as of 12/31/2017. Based on historical S&P 500 returns over various periods. Daily return data begin on 01/31/1928, and based on

price appreciation only. Past performance is not a guarantee of future investment returns.

Although nothing is ever guaranteed when it comes to investing, history shows that the longer
you are invested, the greater your chance for favorable returns. I've heard it said that what
truly matters in investing is not timing the market but time in the market. Get money
invested early so your time horizon is long enough to ride out short term volatility in pursuit of
long-term gains.
Conclusion
The longer your money is invested the more compounding you experience. There are specific
retirement savings opportunities offered each year that may be forfeited if not acted on. And
the stock market should be viewed as a long game, not a quick turnaround. Because of these
reasons you should start saving today. Even if you can't save as much as you need to right
now, start with something. Get some money working for you and get time on your side. Don't
let another year go by lamenting that you haven't started planting financial trees. Besides,
today is the second-best time to start!
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