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reinvest the earnings, and then earn money

on your savings and your earnings. Com-

pounding gives you an increasing pool of sav-

ings that continues to be invested, creating a

“snowball” effect. The longer you save and

invest, the better, since your money will have

more time to benefit from compounding.

Stay in the Game

Saving continually throughout your career

may not be easy. There may be times when

you’re tempted to cut back on — or com-

pletely stop — your plan contributions.

However, the best plan of action is to stay

focused on your long-term goal of a finan-

cially secure retirement by consistently con-

tributing to your retirement plan account. 

When it comes to riding out volatility, remem-

ber that the economy is cyclical, and the

stock market has always bounced back

eventually after a downturn. (There’s no

guarantee that past performance will be

repeated.) Besides, when the market is

down and securities are selling at lower

prices, your contributions buy more shares

than when prices were relatively higher.* 

Put Your Portfolio to Work

Steadily investing in a mix of different types

of investments — known as diversifica-

tion** — is a good long-term investment

strategy. Diversification helps manage

investment risk and may help improve

returns. How? When one investment or

asset class (stocks, for example) loses

value, another asset class (such as bonds)

may deliver positive returns that can par-

tially, or completely, offset those losses. 

Keep an eye on how your plan investments

are performing. And make sure that your

portfolio is invested in a way that takes into

account your risk tolerance and the time

you have left until retirement. 

Daydreaming about getting rich quick is

fun. But why settle for daydreams when you

can lay the groundwork now for a more

secure future? 

* Investing regular amounts steadily over

time (dollar-cost averaging) may lower your

average per-share cost, but this investment

method will not guarantee a profit or protect

you from a loss in declining markets. Effec-

tiveness requires continual investment,

regardless of fluctuating prices. You should

consider your ability to continue buying

through periods of low prices.

** Diversification does not ensure a profit or

protect against loss in a declining market. 

Who doesn’t fantasize occasionally about

winning the lottery or inheriting a bundle of

money? As fun as it is to daydream about

getting rich quick,

most of us are real-

istic enough to

know that those

dreams are

unlikely to

come true. 

That

doesn’t

mean you

can’t build

wealth the old-

fashioned way, how-

ever. With patience

and a plan, you could

end up with a significant

amount of money in your retire-

ment plan account. It won’t happen

overnight. But, unlike a daydream, it’s

a goal that’s potentially within your reach. 

Get an Early Start

If you’ve already joined your retirement sav-

ings plan, you’ve taken the first step toward

your goal. 

By making regular contributions to your

account and investing wisely, you can benefit

from the combined power of compounding

over time. Compounding is what happens

when you earn money on your savings,
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You work hard for your money. So you

should be doing everything you can to

make sure your money works hard for you

in return. That’s particularly true when it

comes to the money you’ve set aside for

retirement. One way to be sure you’re

making the most of your contributions is to

avoid situations that can slow the growth

of your account balance. Here are a few

traps to watch out for. 

The Spend It Trap

If you change employers, resist the temp-

tation to take the money from your retire-

ment plan and spend it. This can be a

very expensive move. For one thing, the

distribution generally will be taxable.* And 

you could also get hit with an additional 

10% tax penalty. (Exceptions apply.) When

all is said and done, a big chunk of your

savings could be gone before you spend

a penny. 

Perhaps more importantly, by cashing 

out your plan account, you’ll be jeop-

ardizing your future financial security. 

WATCH OUT
for Traps that Slow Account Growth

You will lose potential future tax-deferred

growth on your accumulated balance — an

account that is supposed to be for your

retirement savings. 

The smartest way to save enough for your

retirement is to keep your money working

and growing in a tax-deferred account. 

You may be able to leave your money in

your current plan. Or consider having the

money transferred to your new employer’s

tax-deferred plan (if available) or an indi-

vidual retirement account. 

The “Safe” Investment Trap

Opting for safety above all else might be a

good move when you’re choosing a car.

But it’s usually not the best approach

when it comes to investing your retirement

assets. By putting too much of your portfo-

lio in low-risk investments (such as cash

equivalents), you run the risk that you

won’t accumulate enough to meet your

retirement needs. Also, over time, inflation

is a very real threat because it reduces 

the future buying power of your savings.

That means that an ever-larger sum of

money is required or your money may not

last through all the years you’ll be retired. 

To enhance your investment returns, it may

be necessary to take on some additional

investment risk. Including some stock

investments** in your retirement portfolio

will increase your potential for long-term

growth. Historically, stocks have significantly

outpaced inflation and produced higher

long-term returns than other types of invest-

ments. Of course, past performance is no

guarantee of future returns. 

The Plan Loan Trap

Some plans allow participants to borrow

money from their accounts. But taking a

plan loan can stunt investment growth.

When you borrow money from your plan

account, you have less invested until the

loan is repaid. If you have an outstanding

plan loan and decide to change employers,

you could be in a bind. In most cases, you’ll

have to repay your loan balance within a

certain period of time after you leave your



current employer. Otherwise, the balance

of the loan will count as a “deemed distri-

bution,” and you’ll have to pay income taxes

on it — and a 10% early withdrawal penalty,

unless an exception applies.

The Low Contribution Trap

Contributing more now can potentially

increase the size of your retirement nest

egg. Compounding over many years can

turn even a small contribution increase

into a higher account balance at retire-

ment. Take a look at the graphic to see 

the impact that regular increases 

in the amount you contribute

to your retirement plan

can have.

* Qualified Roth 
distributions are 
an exception. 

** Stock investing 
involves a high degree 
of risk. Stock prices 
fluctuate and investors 
may lose money.

Increasing Contributions Spurs Growth

Assuming: Annual income of $28,000 and 7% average annual
investment return compounded monthly. This is a hypothetical
example. It is not representative of a specific investment. 
Your investment returns will differ. Your account balance will be
subject to income tax at distribution. Source: NPI

Total Balance After 30 Years

$57,264

$218,354

Steady Contributions:
2% annually

Increasing Contributions:
Starting at 2%, increasing by 

1% annually to 10%, then steady



can still “rob” your savings. For example,

over a 30-year period, a relatively low aver-

age annual inflation rate of 3% will reduce

the purchasing power of a $200,000 retire-

ment savings account to $82,397.

That’s why it’s so important to account for

inflation as you plan for your retirement.

Even when inflation is low, it will increase

the amount of income you’ll need once

you retire. If you want to maintain your

standard of living throughout your retire-

ment years, being able to absorb the

impact of inflation is important. To combat

Some things will never change: The sun will

always rise in the east, country singers 

will always sing about broken hearts, 

and it will always rain after you’ve washed

your car. 

On a more serious note, there are also

certainties in the world of finance and

investing. Two are particularly important for

plan participants: (1) The prices of stocks

and bonds will rise on some days and fall

on others and (2) inflation will always be

around. Understanding these two realities

and knowing what — and what not — to

do in response can help you better man-

age your plan investments. 

Rising and Falling

The values of stocks, bonds, and other

investments can rise or fall on any given

day. But the different asset types don’t

always move in the same direction. Stocks

and bonds, for example, often react differ-

ently to developments in the market or

economy. That’s why diversifying your

portfolio by selecting different types of

investments is a smart strategy.*  

Although past performance never guaran-

tees an investment’s future results, in the

past, bond returns have often been good

during periods when stock returns were

not so good — and vice versa. The chart

illustrates how investing in both asset

classes can help an investor lessen the

impact of market risk.   

Steady Erosion

On to inflation. Even though inflation rates

have been low during recent years, inflation

This newsletter is designed to provide useful information about retirement plans and investing your plan account savings. While the information contained herein was obtained
from reliable sources, it cannot be guaranteed as to completeness or accuracy. Before acting on any of the information provided, consult your professional advisor.
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Facts of INVESTING LIFE

the effects of inflation, you want your

retirement plan investments to earn a rate

of return that’s greater than the annual

inflation rate. That doesn’t necessarily

ensure that you’ll meet your retirement

income needs, but you’ll at least keep

pace with inflation. Investing a portion of

your account in stocks, which have the

greatest potential to earn inflation-beating

returns, also increases the potential for

your portfolio to meet your needs.  

* Diversification does not ensure a profit or

protect against loss in a declining market.

Stocks measured by the S&P 500 Stock Index, an index of the stocks of
500 major corporations. Bonds measured by the Lehman Brothers
U.S. Aggregate Index, an index of U.S. government, corporate, and
mortgage-backed securities with maturities up to 30 years. Both
indexes are unmanaged and carry no expenses. You can’t invest
directly in an index. These returns are for illustrative purposes only
and don’t reflect the returns of any specific investment or the returns
stocks and bonds may earn in the future. Past performance doesn’t
guarantee future returns. Your investment returns will be different.

Source: Russell Data Services 

Bonds Versus Stocks: Performance Variations

% Annual Return

Year
2001 2002 2003 2004 2005 2006 2007

Bonds           Stocks

15.78%

4.33%

4.93%
10.86%

28.68%

2.43%4.34%4.10%

-22.10%

-11.87%
5.49%

10.25%8.44% 6.97%
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