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We are all busy and we concentrate on our careers, making money, raising a 
family and sometimes leave to fate having sufficient assets available for 
retirement. Many of us figure that the money will magically be there when we 
need it. But, will the money be there when it is needed? It is important to 
realize that it takes a concerted effort to create a retirement nest egg that will 
allow the continuation of the life style you have grown accustomed to. We will 
all grow old and we will retire but will we have the standard of living that we 
want? With some basic knowledge of investments, economics and 
perseverance you will have a great retirement that you can enjoy with your 
spouse and family. Let's learn how to do it. 

There are many aspects to achieving your desired retirement nest egg. Here are 
some basics. First, there is the concept of the time value of money. This means 
that money grows in a geometric progression by earning compound interest . 
Here are some examples to give you the idea. 

The value that $10,000 grows to over time: 

10 years  20 years  30 
years

3% 13,439 18,061 24,273 

6% 17,908 32,071 57,435 

10% 25,937 67,275 174,494 

12% 31,058 96,463 299,599 

Notice that at 3%, $10,000 grows to be $24,273 after 30 years. But, if you 
earn 12% instead on your investment then the balance grows to almost 
$300,000. Since the compounding factor is higher, there is a more than 
proportionate growth in earnings (compounding is interest being earned on 
interest). Since 3% is 25% of 12% you would think that if 3% earns $24,273 
after 30 years then 12% would be 4x that amount. It is not. 12% is a much 
higher amount because of the nature of the compounding effect . More of your 
money is making money. This simple concept of compounding is what your 
banker understands but many others do not. 

 

 

 



 

What about inflation and taxes? Let's look at how inflation affects your 
investments. Inflation has been relatively low over the last few years averaging 
about 3% depending on a variety of factors, area of the country we live in, 
types of goods/services in the computation etc. But, let's assume it is 3% . If 
you are earning 3% on your investments then you are not breaking even. Why? 
It is a little nuisance called an income tax that further depletes your nest egg. 
Unless you have nontaxable investments such as municipal bonds, income 
taxes are due on income earned by the investment. Let's consider our $10,000 
investment. In the first year of your $10,000 investment at 3% you will earn 
$300. If you are in the 40% tax bracket then of this $300 you will pay income 
taxes of$120. Therefore, your net after tax income is $180. With inflation also 
at 3% you are losing ground since that $300 in interest will be needed just to 
buy the same goods and services next year as your bought this year. In fact , 
you have to earn approximately 5.5%-6% after paying taxes and with inflation 
at 3% to break even in purchasing power. Most of you know that the build- up 
in retirement plans is nontaxable until the balance is withdrawn. At 
distribution, there is a tax and there can be a penalty depending on your age. 
But, for investments held outside of a retirement account you pay tax as you 
go. 

This brings us to what may be the biggest mistake of retirement planning. You 
must not be too conservative with your investments and you must be prudent 
when deciding which investments are appropriate. You must preserve capital 
yet provide for a growth factor that exceeds inflation and the tax impact of the 
investment. 

Most people have too many conservative investments such as bank savings 
accounts and certificates of deposit that don't pay a sufficient rate of return. 
One's assets should be diversified and conservative investments are part of any 
good investment portfolio but only a part. Some assets must be invested in 
growth common stocks that have shown an average, historical growth rate of 
10-12%. Of course the last couple of years in the stock market have been 
tough but the wise investor looks beyond the near term to the long term. In 
other words, a long-term investor looks beyond the get- rich-quick schemes. If 
you concentrate on good long-term growth stocks and mutual funds then you 
will be a winner over time. You will have the type of retirement account you 
want when you need it. 

A rule of thumb is that you need at least 5 years in the stock market to achieve 
favorable results from your investments. Or, pick 4 to 5 good mutual funds 
that offer growth stock. Make sure the funds have good historical returns, 
stable management and a solid track record. These investments can be 
balanced with some conservative investments such as the certificates of 
deposit at your local bank. The amount of funds that should be readily 
accessible to you varies by your age and your attitude but many advisors 
suggest that you need at least 3-6 months of living expenses in liquid (readily 
accessible) assets for emergencies and unforeseen situations. These 
investments are typically conservative and can be easily reached by you if 
needed. 

 



 

As you get closer to retirement then you would generally become more 
conservative in your investments and have more investments in savings 
accounts, money market funds, Treasury bills, notes and bonds, US agency 
investments, corporate bonds and fixed annuities. But, just because you are 
close to retirement or retired does not mean you should not have some stocks 
in your portfolio. It is with stocks that you will keep up with inflation. It is 
your overall percentage in stocks that typically decreases as you get older. 

Here are some realistic investment guidelines based on your age. If you are 
young, any money lost on an investment leaves sufficient time to make it up 
since there are many more years of a paycheck. As you get older, there is not 
as much time to make up a loss so your investments get more conservative. 
Further, income is usually needed in retirement and this comes more from 
bonds (debt) then from stocks (equity). 

Typical allocation of bonds and stocks by age: 

Bonds Stocks 

Age 25 10% 90% 

Age 35 20% 80% 

Age 45 30% 70% 

Age 55 40% 60% 

Age 65 65% 35% 

Age 75 85% 15% 

Now that you have a basic knowledge of compound interest, inflation, taxes 
and growth you are in a position to develop a preliminary investment plan. 
Remember that the biggest hindrance to you and your success is 
procrastination and failure to put your hard-earned dollars to work in prudent 
investments. Remember to make money over the long term. Let your 
retirement plans hold most of the assets that you expect to go up most in value 
(stocks). Taxes are incurred when you sell an asset for a profit not just when 
an asset goes up in value. Stocks can be traded and no current taxes paid on the 
gains if done through your retirement plans. There are many types of pension 
plans and investment techniques so you need to consult your tax and 
investment advisor in this process. 
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