How Time Affects The Value Of Money

Last Updated: February 20, 2007

Investor A invests $2,000 a year for 10 years, beginning at age 25. Investor B waits 10 years, then invests $2,000 a
year for 31 years. Compare the total contributions and the total value at retirement of the two investments. This
example assumes a 9 percent fixed rate of return, compounded monthly. All interest is left in the account to allow
interest to be earned on interest.

Age Years Investor A Investor B

Contributions Year End Value Contributions Year End Value

25 1 $2,000 $2,188 $0 $0

26 2 2,000 4,580 0 0

27 3 2,000 7,198 0 0

28 4 2,000 10,061 0 0

29 5 2,000 13,192 0 0

30 6 2,000 16,617 0 0

31 7 2,000 20,363 0 0

32 8 2,000 24,461 0 0

33 9 2,000 28,944 0 0

34 10 2,000 33,846 0 0

35 1 0 37,021 2,000 2,188
36 12 0] 40,494 2,000 4,580
37 13 0] 44,293 2,000 7,198
38 14 0] 48,448 2,000 10,061
39 15 0 52,992 2,000 13,192
40 16 0 57,963 2,000 16,617
41 17 0 63,401 2,000 20,363
42 18 0 69,348 2,000 24,461
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Note that Investor A, who invested much less than Investor B, has a much higher nest egg at retirement age,
because of a 10-year head start. As you can see from this example, compound interest is especially magical when
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$525,344

money is steadily invested and left to grow over a long period.
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$290,427
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