The Principal Problem In Saving for Retirement 

    As I mentioned last night, the principal deterrent to establishing a solid retirement is the “get-rich-quick” temptation. I ought to know. I’ve been there and done that. There are all these mutual funds that advertise terrific five-year or ten-year track records, or are just doing so well. There are people on TV who have become millionaires by the age of 30 (Note, though, that they didn’t so it in the stock market.)  There are friends who bought Intel and Microsoft 10 years ago. There’s Warren Buffett, who became one of the world’s richest men by investing in corporate stock. (Note, though, that he started 50 years ago with $5,000,000, equivalent to, perhaps, $50,000,000 today. Note also that he didn’t earn his money by buying and selling stocks, or investing in mutual funds, but by investing in companies that, after extensive research, he bought and held for decades as a part-owner.)  
    One of the problems is that it’s virtually a full-time job to keep up with your extensive portfolio. Another is that it’s very hard to tell whether the latest reversal is going to signal the death knell for your company, or merely a speed bump along the way. I’ve had it work both ways.
You may make a lot of money for a few years, but the problem lies in continuing this process over a period of three or four decades. A lot of things can and will happen in three or four decades.  Companies will turn over managements during that kind of time span. 
    Suppose you’re running a $10,000,000 mutual fund with investment expenses of 2% a year. That will bring you in $200,000 a year in investment fees. You’ll need 1,000 clients who have invested $10,000 apiece or 10,000 clients who have invested $1,000 apiece. Let’s suppose you have 4,000 clients investing an average of $2,5000 apiece. You’ll need to cover, perhaps, 10,000 or so mailings a year. You’ll need to hire a few people to take care of that for you. Printing and mailing expenses will cost you something each year. Your investment research needs will be independent of the size of your company. You’ll have to visit, perhaps, 30-to-50 companies a year. What’s left over will be your salary.
    Now suppose that over a five-year period, you triple the value of each dollar originally invested in your fund—a not-uncommon occurrence. Your original investors would now have $30,000,000 under your management. But over the five-year period, word of your investing prowess has gotten out, and you now have 13,000 clients. However, your management income has become $2,000,000 a year, and you’re well on your way to becoming a multimillionaire. You’ve been investing any extra money you could spare in your fund.

    You now have a choice. $100,000,000 is about the upper funding limit for a micro-cap fund that can make money at a 20%-a-year rate. Do you want to close your fund to new investors at this level, or do you want to expand it, thereby expanding your income?
    Suppose you make the altruistic choice and close your fund. And suppose that after another five years, you triple your assets again. You now have $300,000,000 under management, with $6,000,000 a year coming in, and with several million of the $6,000,000 going to you. By now, you’re having to invest in larger companies and to invest in more of them. In the meantime, with more and more companies to monitor, you’ve been doing a great deal of traveling, and you’ve had no time for your family. Ten years have passed, and your children are growing up. You’re already a millionaire many times over. This is a killing pace. Should you cash in your chips and quit while you’re ahead?
    This was the wise choice that Peter Lynch made.
    But perhaps this gives a hint at the different perspectives of mutual fund managements versus mutual fund customers.

    The essence of this is that successful mutual funds are self-limiting, and they don’t go one forever. The leading funds in 1982 aren’t the leading funds in 2002 (or more often than not, even the leading funds of 1987). 
    Why do I think that men would have more trouble than women saving money for retirement in a plain vanilla low-return savings plan.? Could it be because that describes me to a tee? I just can’t resist trying to guess which shell the little pea is under. (When I have more time, I’ll tell you about the opportunities I’ve lost the years by being greedy and daring. Luckily, my retirement doesn’t depend upon it.)
    

