MAKE YOUR MONEY LAST ®w
Retirement Planning ®

i

HOW DO YOU GET FEOPLE WHO NEVER
have money left over at the end of the
month to contribute 3% of salary to a
£010K1? How do vou improve the invest-
ment retirns of a worker who knows
little about stocks and bonds and has no

time to learn? As the nation's retirement
system demands thatordinary citizens
bear more and more responsibility for
funding their future, economists and
policymakers have been asking questions
fike these with growing urgency. The

answers, based on survey and pilot pro-

: grams, are beginning to trickle in, and
what's emerging is an outline of princi-

' i ples that really have led people to make
smiart decisions about their furure. So far

only professionals have paid much

® L]
attention. But mavbe you should too
ln 1 e en The mostuseful insights, it turns out,

come from the field of behavioral

®
finance, the study of the emotional and
sometimes counterproductive ways we
make decisions about money. The key

difference between retirement success

A fﬂSt-gF«G_‘WI ng ﬁEid ‘Df and failure, researchers have found, is
resed I!'Ch 15 startlng to not how much CNBC vou watch or even
uncover Wh}" some how much vou earn. {Amazingly, one
retirement savers small study found that the median in-
succeed and others fail come of 2 group on track for refirement

was 17% below that of those falling
BY PENELOPE WANG behind.) What marters instead is how

PHO APH BY BEOBSTEFK .
TaRE e o you handle the all-too-human incliration

to undersave and procrastinate. “Much
of investing success has to do with over-
coming our own worst tendencies.” says
Richard Thaler, a pioneer in behaviaral
finance from the University of Chicago
Asyou will see from the examples of
successful retirement savers in the
following pages, you don't have to be an
pconomist to grasp what works. Much of
the latest research just reinforces classic
money-management practices, Bur that's
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not bad. Indeed, it's just one mare reason
to be confident thatif vou do the righe
thing as you go along, it will pay off,

FINDING ND, 1

Planners Prosper

The simple set of planning—caleulating a
retirement target, say, or estimating how
much you should save—has a surprisingly
large impact on vour odds of suceess,
Consider the results of a study by
Annamaria Lusardi, a professor of
economics at Dartmouth College, and
Olivia Mitchell, a professor of insurance
and risk management at the University of
Pennsylvania and executive director of
the Pension Research Council. Analyzing
data from a 2004 national survey an the
first wave of baby boomers, Lusardi and
Mirchell found that those who did “a lor”
of retirement preparation had a median
ner wiarth of $200,000, compared with
584,000 for those who did the Jeast,
“Even asmall amotint of planning can
make a huge difference” says Lusardi.
Thase who did “a lictle™ were also ahead,
with a median netwaorth of $172,000,
Flanning pays off because it's a crucial
peyehological rripeer, Studies show that
writing a plan down—or even simply
thinkingabout it—preatly increases the
likelihood that you will follow through.
“Planning helps us overcome the internal
blecks that lead us to procrastinate or
worry,” savs Die Richard Peterson, o
psychiatrist and author of the upcoming
book Inside the Investor's Brain, And any
facts vou pick up along the way may
AOLVALE YOU 0T SCare You into sotion.
Thinking abour the future wis enough
tomake Rob and Sucheta Shah, now 36
and 35, serious about redrement from an
early ape “1 figure Social Security won't
be there for me when I'm 65" savs Rob.
"5 we have to take charge of our destiny
The Scottsdale couple became self-taught
investors—he's s monager ot 4 consumer
products campany, and shes a former
wedding planner who now stavs home
with two-year-old doughter Simran.
Usingonline caleulators, Rob fipured they
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would be on track if he regularly srashed
away 4% of hisincome in his 4010k,
where he receives a 4% match, and saved
another 11% in ataxable account. Rob
recently raised his 400k contribution
10%:, Fourteen years into their plan, the
Shahs have $150,000 saved.

® What to do now: [fvou don't already
have a plan, a good first step is to come L
with & savings goal. Your 401(k) website

THEPOWER
OF PREPPING

Thinking ahead 1o your retirement
and taking steps to save money
pay offin greater weaith,

How miuch retire-
ment planning

have you done? NETWORTH
A lot $200,000
Alitte 172,000
Hardly at all _84,nnu

SOUREL: Tlahy Bty kel Hretinemens Secuiity "ty Anrar=ana
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PLEASE JUST
MAKE ME SAVE

in astudy of four large campanies that
made aeik) enraliment automatic,
researchers found that few emplovees

resisted saving for retirement,

Percentage of employecs saving in 401(k)
plan six months abter being hired

: 'Up 3

AUTOMATIC
ENROLLMENT

STURLE! Savitg s Rptimment oo ihe Fath of Leat Aesinance” by
James Crvew, Careidd Laiheon, Brgitie Badian srd Andrew Metrich,

should have a savings caleulator, and most
major fund companies offer similar tools
online. I youwant advice, you can buy
personalized retirement plan from a fund
company such as T. Rowe Price [800-
638-56600) or Vanguard {B00-851-4000),
typically for $230 10 $500,

FINDING NO, 2

Know-How Equals
Net Worth

Inasmudy analyeing the impact of finan-
cial literncy, Lusardi and Mitchell quizzed
people on simple caleulations, such as
compound interest or percentages, and
then compared their knowledge with
their net worth. The findings: More right
answers matched up with greater wealth.
Those who grasped compound interest,
for example, had a median net worth of
£309000 vs, $116,000 for these who
milsset the question,

In another study, Lusardi found that
those who had attended retirement
seminars had a 20% increase in net
worth, Those with the least money and
education got the most from the events,
buteven the wealthier profited. “Peaple
whe attend finaneial seminars tend to be
the maost motivated,” says Lusardi. “But
the results suggest thar educarion hasa
positive impact on building wealch”

Jason Jacobsohn credics his retirement
head start to an early dose of financial edu-
cation. In a college business class, he heard
an example of compounding that every
retirement planner knows by heart. Tt joes
like this: If you start saving $2,000 a vear
atage 20 and keep it up for 10 vears, vou'll
have about 534,000 by age 30, assuming a
10% annualized retuen, If vou never save
another dime, you'll have $677.000 at 60,
However, if vou wait umtil age 30 tobegin,
vou'lbhave o put sway 53,600 3 year for
A0 years to end up with the same amount
atage 60, Inather words, vou have to save
almost twice as much each vear for three
times as long to make up for a late stare.

Jacobsohn promptly stashed 51,000
from a summer job inan [RA; and he's
been a diligent saver ever since. Today the




33-year-old business adviser and his wife
Hillary, 33, arecruiter, have a $70,000
retirement portfolio. Even with money a
bit tight lately—daughter Hailey was born
18 months ago—they still save enough in
their 401(k)s to earn the full company
match. “I want to have financial inde-
pendence,” he says. “I'm taking care of
our future.”

o What to do now: If you're simply
trying to master the basics, read abegin-
ner’s personal finance book such as The
Bogleheads’ Guide to Investing. Or goto the
Money 101 section of our website,
CNNMoney.com. If you still feel over-
whelmed, consider consulting with a
financial adviser who charges by the visit
(rather than by commission on the prod-
ucts you're sold). For help picking one, see
Question of the Month on page 45.
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