Hare and the Turtle

Story of their 

Financial Prowess

The Hare





The Turtle

1. Overconfident




1.
Practical

2. Time Value of Money ? What is this ?
2.
Knew Time Value of Money 

3. Impulsive investor



3.
Calculated Investments

4. Rule of 72 ? What is this ?


4.
Used in his Investment decisions

Both the Hare (Harry) and the Turtle (Terry) were friends. They both had their kids born on January 1st. Terry was first to visit Harry and congratulate him for his first born baby-Harry. Terry also told Harry that he was concerned about baby-Terry’s financial future and was going to invest $1,000 each year on the his birthday – i.e. 1st of Janaury. Harry laughed at him and thanked him for his advice. At that time, the average annual return on investment was 8%.

On the 1st birthday, Terry visited Harry and gave him the good news that he has invested another $1,000 in the account of baby-Terry. Harry again laughed at him and said that he had enough money to pour into the investment for baby-Harry and that there was no need to panic.

For 10 years, Terry had been trying to convince Harry to invest money for his child also so that when the children retired at age 65 (assuming they lived that long) then they would not have to look for government hand-outs like OAS and GIS etc. But Harry ignored him. Terry even explained Harry that the Rule of 72 indicates when the investment is doubled. He explained that when you divide the annual return into 72, the resulting number is the year that your investment would double. At 12% p.a. return, it would take 6 years to double the investment. While Terry was explaining, Harry was dozing off – completely ignoring Terry.

On the 10th birthday, Harry was expecting Terry to show up and give him the same lecture but to his surprise, there was no sign of Terry. So Harry went to Terry to find out if everything was okay with Terry. Upon inquiring, Terry said that he was so disappointed with Harry that he stopped putting anymore money into the baby-Terry Investment account.

Harry thought for a moment and then said to himself.”Ïf Terry does not invest, then I will invest $1,000 each year for my kid for next 55 years until my kid retires and he will have more money than baby-Terry.”

For next 55 years, Harry put $1,000 each year on the birthday, i.e. Jan 1st into baby-Harry’s investment account. But he was surprised and somewhat dismay to find out that after investing for 55 years, his son’s investment was lesser than Terry’s investment which was only for 10 years. He immediately went straight to Terry’s place and talked about it. At the conclusion of the discussion, Harry now knew learnt his lesson. This lesson is at the end of next page. The earlier you invest, the larger the investment grows over time.

For detailed calculation, see attached.   

