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I had coffee recently with a friend of mine, an attorney, who has a large base of female clientele. Our topic of discussion was
centered around money, finances, investing and finding a way to help our clients get engaged in similar dialogue to ensure their
own financial security both now and in the future. Inevitably these conversations lead to us asking and wondering why women,
who make up over 50% of the population and who make most of the consumer spending decisions in their households, do not
more frequently participate in long-term planning and investment conversations?  As we sipped our lattes and solved 90% of the
world’s problems, one frequent answer to our question emerged—not everyone is a finance major or is even remotely interested
in money and investing. While this is completely understandable (one of my daughters finds her passion in the arts, not in
finance or mathematics) I want women to know that their money can work for them and help them achieve both short-term (i.e.,
planning a vacation) and long-term (i.e., retiring by a certain age) financial goals.

So, how do you make your money work for you? 

Most of us begin to better understand money and finances as we start managing our own checking and savings accounts,
creating our own budgets, determining how much of our income we can set aside in savings. We learn that we can earn some
interest in our savings accounts (albeit not much as we’ve been in a very low interest rate environment over the last several
years). But then what?  Invest. Ok, but how, where, when?  There are a multitude of account types (i.e., individual, joint,
retirement, etc.)  and investment strategies (stocks, mutual funds, ETF’s, bonds, real estate, etc.) for investing which your wealth
advisor can help with, but one investment concept that is important to understand as you get started is how investing your
money can work for you.

The power of compounding returns

The power of long-term investing lies in the potential for compounding returns. Compounding is when the value of your original
investment produces earnings and those earnings are then reinvested and have the potential to grow along with your original
investment, and so on and so on each year.

As an example, say you have $100,000 to invest and you earn a hypothetical 8% annual compound return (not accounting for
taxes, fees, etc.):

Original Investment: $100,000     

Year 1: $100,000 + ($100,000*8%) = $108,000; $8,000 in earnings get reinvested

Year 2: $108,000 + ($108,000*8%) = $116,640; $8,640 in earnings get reinvested

Year 3: $116,640 + ($116,640*8%) = $125,971; $9,331 in earnings get reinvested

Year 4: $125,971 + ($125,971*8%) = $136,049; $10,078 in earnings get reinvested

Year 5: $136,046 + ($136,046*8%) = $146,933; $10,884 in earnings get reinvested

Hypothetical illustration: The power of compound return 



Assumptions: Hypothetical 8% annual compound return. This hypothetical rate is purely for illustration purposes.

In the example above, at the end of year 5 your $100,000 investment could now be worth $146,933. Investment returns are not
guaranteed and may go up or down in any given year. Yes, down, so you need to understand the risk associated with any
investment decision you make. Although investment returns are not guaranteed and they won’t be steady year over year, they
can be powerful over time. According to an historical returns’ analysis at NYU, $100 invested in the S&P 500 at the start of 1928
would be worth $592,868.15 at the end of 2020.¹  We don’t all have 90+ years for our investments to grow, but the fact is the
longer you let your money compound the greater your chances of success for positive returns. The power of compounding can
be significant which is why investors look to the markets to help them build, grow, and preserve their wealth over time. Do you
want your money to work for you?  The earlier you can start your investing journey the better. The longer your time horizon the
more opportunity you have for your wealth to grow and for you to experience the benefits and power of long-term investing.
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1. Historical Returns on Stocks, Bonds and Bills: 1928-2020; pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/hisretSP.html
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