FORECASTING: The Rule of 72!

Pat and Chris Invest Their Money

It pays to start saving and investing early.

· Two people, Pat and Chris, each decide to save $.50 an hour of their pay for an 8 hour-a-day job.  So, that is $4 per day, or $20 per week, @ 52 weeks = $1,040 per year.

· They each invest at 8% annual percentage rate (APR)
72 / 8% = 9-year doubling period.

· They each invest the money monthly so as to start compounding monthly (that is why the first year they start they have $1,118 as their balance: it is the extra money earned in the early months earning extra money throughout the year).

· The difference:

· Pat starts at age 22 and is able to sustain her investing for 9 years, and then stops.  Pat never puts another dime into the investment.  Pat’s total investment of principal is $9,360.

· Chris, for whatever reason, waits until age 35, then starts.  Chris consistently invests the same amount for 31 years.  Chris’ total investment of principal is $32,240

Question: Who earns the most money?  WHY?

	Age
	Pat

Deposits
	Balance
	
	Age
	Chris

Deposits
	Balance

	22

23

24

25

26

27

28

29

30
	$1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040
	$1,118.00

2,319.85

3,611.84

5,000.73

6,493.78

8,098.81

9,824.23

11,679.04

13,672.97
	
	22

23

24

25

26

27

28

29

30
	
	

	31

32

33

34

35

36

37

38

39
	(stops) 0
	14,698.44

15,800.83

16,985.89

18,259.83

19,629.32

21,101.52

22,684.13

24,385.44

26,214.35
	
	31

32

33

34

35

36

37

38

39
	(Chris starts)

$1,040

1,040

1,040

1,040

1,040
	$1,118.00

2,319.85

3,611.84

5,000.73

6,493.78

	40

41

42

43

44

45

46

47

48
	
	28,180.42

30,293.96

32,566.00

35,008.45

37,634.09

40,456.64

43,490.89

46,752.71

50,259.16
	
	40

41

42

43
44

45

46

47

48
	1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040
	8,098.81

9,824.23

11,679.04

13,672.97

15,816.44

18,120.68

20,597.73

23,260.56

26,123.10

	49

50

51

52

53

54

55

56

57
	
	54,028.60

58,080.74

62,436.80

67,119.56

72,153.53

77,565.04

83,383.42

89,636.10

96,358.81
	
	49

50

51

52

53

54

55

56

57
	1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040
	29,200.33

32,508.36

36,064.48

39,887.32

43,996.87

48,414.63

53,136.73

58,269.01

63,757.19

	58

59

60

61

62

63

64

65
	
	103,585.72

111,354.65

119,706.25

128,684.22

138,335.53

148,710.70

159,864.00

$171,853.80
	
	58

59

60

61
62

63

64

65
	1,040

1,040

1,040

1,040

1,040

1,040

1,040

1,040
	69,656.98

75,999.25

82,817.19

90,146.48

98,025.47

106,495.38

115,600.53

$125,388.57


   $9,360 yields $171,853.80
   $32,240 yields $125,388.57

Question: Who earned the most money?  WHY?

TIME!
· Pat captured doubling-periods!
· Chris missed doubling-periods!
You start whenever you start.  Just, start!

The Rule of 72 means that it is TIME, not money.

Notes:

· This is a simplified example.  Investments usually fluctuate.  These “straight line” calculations may not reflect actual performance of market-based products.  Actually, many investments may out-perform the examples shown here.

· Other calculations may vary from the above example due to rounding policies.

