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Chapter 6. Retirement Plans 

Other than having a checking account and a nominal amount of 
savings for an emergency, probably the first thing most experts 
recommend is that you start socking away some money for 
your retirement. There are three reasons you should start 
saving for retirement early: 

1. Compounding 
2. Tax-deferred 
3. Wrong generation 

First, the power of compound interest is amazing. Start early if 
you want to have a big impact. Let's look at an example. 
Consider Mr. Smart and Mr. Delay. We'll assume both are 
equally adept investors, and earn a constant 10% on their 
investments until retirement. However, Mr. Smart begins saving 
$3,000 per year at the age of 21, right after graduating from 
college. In contrast, Mr. Delay waits 10 years, until he is 31 
years old, to start saving for his retirement, but he saves twice 
as much per year ($6,000) to catch up. If Mr. Smart puts away 
$3,000 per year through his 61

st
 birthday, he will have saved a 

total of $3,000 x 40 years = $120,000 out of his paychecks. 
Meanwhile, Mr. Delay took $6,000 x 30 years = $180,000 from his 
paychecks. Since Mr. Delay had to take 50% more out of his 
paychecks, you might think he will have more money when he 
retires, but he won't. Mr. Smart has the better retirement, 
because his investment compounded over a longer period of 
time. In fact, when they each turn 61 years old, the amount 
each will have on hand in his retirement account is: 

Mr. Smart's Account Value at Age 61 = $1,460,555 

Mr. Delay's Account Value at Age 61 = $1,085,661 

Mr. Smart took $60,000 less out of his paychecks, but has 
almost $400,000 more in his retirement account because he 
started early! Do not delay saving for retirement. Appendix E 
explains how to do these types of calculations.
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 We are using standard financial calculations with the average returns (shown 
in Appendix E). This ignores the variability (or risk) in the return, so it's almost 
guaranteed to be wrong. That's OK for our purposes here.  


