Compound Interest, what the heck is that?

Compound interest is important to understand. It can help you earn more on your
savings and investments. However, it can also work against you when you're paying
interest on a loan.

For this post, we are going to focus on compounding interest and how it applies to
savings. (keep an eye out for future posts on compounding interest on loans)

Compounding interest is a bit like applying the ‘snowball effect’ to your savings or
investment account. It starts small. However, as it builds... it gets bigger at a faster
rate. This happens because interest is earned on the original principal plus accumulated
interest. Not only are you earning interest on your beginning deposit, you're earning
interest on the interest being deposited to your account.

Here’s a quick example: -
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If you have $1,000 in an account $1,000.00
earning 5% interest annually, you’ll end ! $50.00 Sl e

2 $52.50 $102.50 $1,102.50

up with $1050 at the end of the year.
If your interest is compounded
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monthly, your balance at the end of 5 O S [
the year would be about $1,795.00 . 5 963.81 $340.10 $1,340.10
As yoOu can see, every mohnth the 7 67.00 $407.10 $1,407.10
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is growing from the interest deposited
on the balance from the month before.
$81.44 5710.34 $1,710.34

Deposit accounts such as savings, —m

money market, and Certificates of
Deposit (CD’s) typically compound interest on a monthly, quarterly or semi-annual basis.
The more often the interest compounds, the faster your balance grows.

10 87757 $628.89 $1,628.80

Paying attention to the number of
times interests compounds on an
7,). ) account helps you make decisions
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Why Does Compound Interest Matter?
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email us at: info@journeycu.org.



