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My greatest regret about my personal finances is that I did not save and invest early in life. I’ll wager most older people share that regret.

The problem is, when you’re young, you don’t really believe that someday you’ll be old. Even when you come to realize it, you think you’ve still got plenty of time to prepare for it. You don’t realize the great importance of starting early.

The other day I was musing about my 10 grandchildren. wondering, “How can I get them to see the importance of starting to invest now, while they’re young?”

The crucial thing is to teach children the importance of compound interest, where not just your investments earn returns, but your returns earn returns, and you returns on your returns earn returns, etc. That exponential multiplication of returns caused Albert Einstein to say (perhaps apocryphally) that compound interest was the greatest discovery of the 20th century. (Cited in: Edelman, Ric. The Truth about Money: Because Money Doesn’t Come with Instructions. 2nd ed. New York: HarperBusiness-HarperCollins, 1998. 33.)
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A good illustration for children of the power of compound interest is the use of a penny by James Conole (certified financial planner and founder of Root Financial):

Ask your child this: say, “I’ll give you the option: . . . you can have $1 million today, or I will give you this single penny, but the catch is this penny will double in value every day for an entire month.” . . . After 31 days of compounding, that single penny that’s doubled every day has turned into over $10 million. (Conole, James. “Smart Parents Guide for Teaching Kids to Invest: A Fun and Easy Way to Learn!” Youtube.com. 2023. 22 Nov. 2025. <youtube.com/watch?v=T8LdbRx8a9I>.)

Conole shows a chart of the growth:

	day 1
	$0.01
	11
	$10.24
	21
	$10,485.76

	2
	$0.02
	12
	$20.48
	22
	$20,971.52

	3
	$0.04
	13
	$40.96
	23
	$41,943.04

	4
	$0.08
	14
	$81.92
	24
	$83,886.08

	5
	$0.16
	15
	$163.84
	25
	$167,772.16

	6
	$0.32
	16
	$327.68
	26
	$335,544.32

	7
	$0.64
	17
	$655.36
	27
	$671,088.64

	8
	$1.28
	18
	$1,310.72
	28
	$1,342,177.28

	9
	$2.56
	19
	$2,621.44
	29
	$2,684,354.56

	10
	$5.12
	20
	$5,242.88
	30
	$5,368,709.12

	
	
	
	
	31
	$10,737,418.24



The magic of compounding is in the later years. From day 1 to day 2, a day’s worth of compounding earns 1 penny. From day 30 to day 31, a day’s worth of compounding earns $5.3 million. As Conole says, “compounding on the back end . . . has real, tremendous gains.”



The importance of the later years in compounding underscores the importance of investing early. The longer the time horizon, the more tremendous the gains.

Conole compares two savers. One invests $250 a month from ages 20-30, then stops. The other invests $250 a month from ages 30-65, then stops. The first invests for 10 years and contributes $30,000. The second invests for 35 years and contributes $105,000.

Since the S&P 500 stock index has averaged a 10% return per year over the last 100 years, Conole uses 10% a year as the expected return. At age 65, the first investor will have over $1.34 million. The second investor, despite saving 3.5 times as much over 3.5 times as long, will only have about $813,000. That’s the importance of saving early: instead of you doing the work of accumulating wealth, compounding does it for you.

Conole suggests saying to children, “Look, the more you invest for retirement today, the more you can spend in your 30s, in your 40s, in your 50s even, on things that aren’t retirement related.”



Conole’s illustrations are excellent, but I’m not convinced they will drive home to children the importance of starting early.

So I’ve decided to do this.

I am going to give each grandchild $400 for Christmas. But to receive the $400, the child must make a promise. They can spend $50 immediately, on anything they want. But they must promise not to touch the other $350 until they are 67. (The children’s parents—my five children—will invest the $350 for them. And I will advise the parents to put the money into Roth IRAs [assuming the children have done $350 worth of work around the house during the year].) $400 for 10 grandchildren will be $4000. I can handle that. And I will give the gifts for 10 years, a total of $40,000.

My grandchildren differ in ages, so the amount of time their gifts (investments on their behalf) will compound over time will differ. A couple of them are over 20, but several are under 20. So, as an example, here is what will happen for the grandchild who will be 20 when their gifts begin this Christmas. When that child retires at age 67 (47 years from now), her $4000 in gifts will have become (assuming a 10% return a year) a retirement account worth almost $190,000. (Tax free, since it will be a Roth account.)

	year 1
	$350
	11
	$6,136
	21
	$15,915
	31
	$41,279
	41
	$107,068

	2
	$735
	12
	$6,749
	22
	$17,506
	32
	$45,407
	42
	$117,775

	3
	$1,159
	13
	$7,424
	23
	$19,257
	33
	$49,948
	43
	$129,552

	4
	$1,624
	14
	$8,167
	24
	$21,183
	34
	$54,943
	44
	$142,507

	5
	$2,137
	15
	$8,984
	25
	$23,301
	35
	$60,437
	45
	$156,758

	6
	$2,700
	16
	$9,882
	26
	$25,631
	36
	$66,481
	46
	$172,434

	7
	$3,321
	17
	$10,870
	27
	$28,194
	37
	$73,129
	47
	$189,677

	8
	$4,003
	18
	$11,957
	28
	$31,014
	38
	$80,442
	
	

	9
	$4,753
	19
	$13,153
	29
	$34,115
	39
	$88,486
	
	

	10
	$5,578
	20
	$14,468
	30
	$37,527
	40
	$97,334
	
	



You see the magic of compound interest, when you start early? In half a century (47 years), my $40,000 investment in my grandchildren will be approaching $2 million ($189,677 × 10 = $1,896,770).

My hope is that, even if, in their teens and 20s, my grandchildren do not see the importance of compounding and of starting early, they will come to see, in their 30s and 40s, the wisdom of both, as they watch what happens to their Christmas gifts over time. Hopefully that will inspire them to invest their own savings, early and often.

Merry Christmas, Grandchildren!

