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Ways to Save for Retirement

W

e all know we’re supposed to save for retirement. But that’s often
easier said than done. There are
many reasons for Americans’ pitiful
savings rates, including stagnant
wages and an increasing cost of living. Our own behavior plays a role
as well. How can you save more in
a time when every dollar seems to
buy a little less? Consider the suggestions below:
Get a budget and reduce
spending: If you’re looking to save
more, the first place to look is your

current budget. Cutting spending
where possible will free up more
money to set aside for the future.
While some of your expenses are
fixed — most of us need to spend
money on housing, food, and transportation, for instance — others are
flexible. Spending a little less on
dining out, canceling subscription
services, or choosing a cheaper cell
phone plan could free up $50 or
$100 in your monthly budget to
dedicate to retirement. That may
not sound like a lot, but it’s a good
place to start.

How Much Should You Invest in Stocks?

O

ne of the most often asked questions is how much of a portfolio
should consist of stocks. The amount of stocks you should have in
your portfolio will vary depending upon a number of different factors,
including your age, current net worth, and risk tolerance.
If you’re saving for retirement, most financial planners will recommend that the younger you are, the more of your portfolio should be allocated to stocks. If formulas work for you, the general idea is to subtract
your age from the number 100 to wind up with a safe percentage of
stocks versus other investments.

Get your match: If you’re lucky
enough to work for a company that
offers a 401(k) plan and matches
employee contributions, make sure
you take advantage of it. Not contributing enough to get your match
is essentially turning down free
money.
Max out your 401(k) plans: In
2020, most people are allowed to
contribute up to $19,500 a year to
their 401(k) plan. Not everyone
can afford to save up to the max,
but whatever your income, you
should contribute as much to taxadvantaged retirement accounts as
you’re able.
Contribute to an IRA: If you
can’t contribute to a retirement plan
at work or you want to save even
more for retirement, consider setting up an IRA. Assuming you meet
certain requirements, you can save
Continued on page 2

Of course, age is just one factor that influences portfolio allocations,
and there are more aspects that need to be taken into consideration. The
best way to ensure your portfolio is properly divided is to work with a
financial planner who is fully aware of your situation and can make educated suggestions. After all, a formula can only get you so far, and personal recommendations will always be more valuable than guesswork.
mmm
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up to $6,000 a year in these
accounts.
Contribute to a health savings
account (HSA): For people who are
really intent on maximizing their
retirement savings, HSAs can be an
option. HSAs are primarily intended
as a way for people who have highdeductible health plans to save for
medical expenses. But any money
not used for healthcare costs now
can be used to pay for healthcare in
retirement.
Make catch-up contributions:
Once you reach age 50, you’re eligible to make catch-up contributions
to 401(k) plans and IRAs. You can
contribute an additional $6,500 a
year to your 401(k) plan and an
extra $1,000 a year to your IRA. If
you consistently make those contributions over the next 15 years
(assuming you retire at 65), you’ll
have an additional $112,500 for
retirement — and that’s without
considering any growth in your
investments.
Save in taxable accounts: Most
people focus on saving for retirement in various tax-advantaged
accounts, like a 401(k) plan. But if
you can’t save for retirement that
way, or you want to save even more,
consider saving in more traditional
ways. You can put money in a welldiversified investment account,
CDs, bonds, or other savings vehicles. One advantage of putting some
of your money in nonretirement
accounts is that you won’t have to
worry about mandatory withdrawals when you reach age 70½.
Take enough risk: Saving as
much as possible is key to having a
healthy retirement portfolio. But
squirreling away dollars alone isn’t
enough. To really make the most of
your money, you need to invest it.
That means investing more in stocks
when you’re younger and gradually
dialing down risk as you get closer

Assessing Your 401(k) Plan

A

t least annually, you should
thoroughly review your
401(k) plan. Some items to
consider include:

4

Have your goals or objectives changed? Most people
use their 401(k) plan to fund
retirement. Take time to reassess
your goals and objectives, which
can impact how much you contribute and how you invest those
contributions. Calculate how
much you’ll need at retirement as
well as how much you should
save annually to meet that goal.

4

Are you contributing as
much as you can to the
plan? Look for ways to increase
your contribution rate. One strategy is to allocate any salary
increases to your 401(k) plan
immediately, before you get used
to the money and find ways to
spend it. At a minimum, make
sure you are contributing enough
to take full advantage of any
matching contributions made by
your employer. In 2020, the maximum contribution to a 401(k) plan
is $19,500 plus an additional
$6,500 catch-up contribution, if
permitted by the plan, for individuals age 50 and older.

4

Are the assets in your 401(k)
plan properly allocated?
Some of the more common mistakes made when investing 401(k)
assets include allocating too much

to retirement. Being smart about risk
is essential to meeting your retirement savings goals.
Don’t take early withdrawals:
When times get tough, people often
turn to the money they’ve set aside
for retirement to close the gap. But if
it’s at all possible to avoid touching
that cash, you should. Not only will
you fall behind on your savings —
creating a gap that is nearly impossible to make up — you’ll also get

to conservative investments, not
diversifying among several investment vehicles, and investing too
much in the employer’s stock.
Saving for retirement typically
encompasses a long time frame, so
make investment choices that
reflect that time period. For many,
that means a significant portion of
their assets should be invested in
growth vehicles.

4

Do your investments need to
be rebalanced? Use this
review to ensure your allocation
still makes sense. Also review the
performance of individual investments, comparing the performance to appropriate benchmarks.
You can’t just select your investments once and then ignore the
plan. Review your allocation
annually to make sure it is close to
your desired allocation. If not,
adjust your holdings to get your
allocation back in line. Selling
investments within your 401(k)
plan does not generate tax liabilities, so you can make these
changes without any tax ramifications.

4

Are you satisfied with the
features of your 401(k) plan?
If there are aspects of your plan
you’re not happy with, such as too
few investment choices or no
employer matching, take this
opportunity to let your employer
know. mmm
hit with penalties. Unless you need
that money for a true emergency,
like you’re facing the prospect of
losing your home or a major health
crisis, leave it alone. You’ll be glad
you did so when the time does
come to stop working.
Please call if you’d like to discuss saving for retirement in more
detail. mmm
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The Psychology of Saving

S

aving money sounds simple.
You set aside a portion of what
you earn on a regular basis
and watch your money grow. As a
result, you’re more prepared for
emergencies, feel more financially
stable, and are better able to achieve
what you most want.
But in reality, saving is a little
more complicated. Sometimes, our
own minds work against us when it
comes to setting aside some of the
money we earn. A basic understanding of the psychology of saving can
help you overcome roadblocks and
achieve your goals.

Why It’s Hard to Save
What is one of the biggest obstacles most people face when it comes
to saving? We tend to prefer the certainty and immediate gratification
of short-term rewards over the potentially greater — yet perhaps more
uncertain — benefits of longer-term
rewards. One study found that most
adults would prefer to have $50
today rather than $100 two years
from now, for example.
Part of the difficulty with saving
for long-term goals is that people
may tend to think of their future
selves as different or separate from
their current selves. That disconnect
can make it hard to prioritize saving
for the future.
Researchers studying this issue
looked at whether encouraging people to think of saving for retirement
in terms of a social responsibility to
their future self, rather than in terms
of their basic self-interest, would
lead them to save more. The study
found that the former appeal led to
higher savings rates. In a related
vein, another group of researchers
found that seeing pictures of their
future selves encouraged people to
save more.
In fact, there are number of
FR2019-0715-0079

studies that suggest changing our
mentality might allow us to set aside
more money.
A recent study found that people who adopted a cyclical mindset
to saving, where they focused on
making saving routine in the short
term, saved more than people who
set more ambitious longer-term
goals. Those with a traditional linear
mindset saved about $140 over two
weeks, while those with a cyclical
mindset saved $223 over the same
time period. Overall, the evidence
seems to suggest that if we can
change the way we think about the
future — and our future selves —
we may be able to boost our savings
rates.

The Psychological
Advantage of Saving
Once you commit to savings,
there’s a good chance you’ll see a
psychological boost from doing so.
In 2013, a survey by Ally Bank
found that 38% of people with a savings account reported being extremely happy, compared to only
29% of people who didn’t have a
savings account.
That same survey found that

82% of people reported saving made
them feel independent. Those feelings of success, well-being, and independence may in turn lead to
even more saving. In fact, feeling
powerful and having high selfesteem can lead people to save
more, perhaps because increasing
their net worth and financial stability helps people maintain their powerful feelings.
There might even be a formula
for spending and saving that could
lead to more happiness. Ryan Howell, a professor of psychology at San
Francisco State University, found
that happy people tended to demonstrate a particular pattern of spending and saving, earmarking 25% of
their money for savings and investments, allocating 12% to charitable
giving or gifts to others, and spending about 40% on life experiences
they considered meaningful.
While our mental quirks might
make saving difficult, being aware
of the obstacles our mind creates can
help us conquer them. And that, in
turn, may lead to greater savings
and increased happiness overall.
mmm
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Fun Ways for the Entire Family to Save

M

ost people don’t think saving money is fun, but
there are ways to make it fun for the entire
family. Check out these ideas for fun ways to

save:

Create a Savings Thermometer — This is a great
way to save when you have younger children. Let the
kids create a large thermometer out of poster board,
then write a saving goal at the top and hang it somewhere in the house where everyone can see it. Each
week, let your children color the thermometer based on
how much was saved. The top of the thermometer
could represent a prize everyone in the family wants,
such as a pizza party, trip to the zoo, or an excursion to
the beach.

Find Inexpensive Family Fun — Not every outing
with your kids has to include spending money, especially with younger children. Go to a local park, plant a
garden together, or play a family game of baseball or
volleyball. The point is to spend time as a family, not to
spend money. mmm

Month End
Dec 19 Nov 19 Oct 19
28538.44 28051.41 27046.23
3230.78 3140.98 3037.56
8972.60 8665.47 8292.36
33035.38 32162.11 31052.51
1523.00 1460.15 1510.95

Prime rate
Money market rate
3-month T-bill rate
20-yr. T-bond rate
Dow Jones Corp.
Bond Buyer Muni

4.75
0.58
1.52
2.25
2.84
3.63

4.75
0.57
1.56
2.07
2.85
3.62

% Change
2019
2018
22.3%
-5.6%
28.9
-6.2
35.2
-3.9
28.4
-7.0
18.8
-1.1
Dec 18 Dec 17
5.50
4.50
0.56
0.33
2.47
1.45
3.03
2.66
4.40
3.13
4.08
3.88

4.75
0.71
1.62
2.00
2.90
3.62

Sources: Barron’s, Wall Street Journal
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Past performance does not guarantee future results.

Thoughts about Retirement Planning

I

n a study of Millennials (born
1979 to 2000), Generation Xers
(born 1965 to 1978), and Baby
Boomers (born 1946 to 1964),
over 70% in each group is saving
for retirement using an
employer-sponsored 401(k) plan
or an alternative individual
retirement account. The median
age at which workers began saving for retirement was 24 years
old for Millennials, 30 years old
for Generation Xers, and 35 years
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old for Baby Boomers. All three generations are afraid they will outlive
their savings while in retirement.
For that reason, 54% of workers
plan to work past age 65 (Source:
Transamerican Center for Retirement Studies, April 2019).
Based on data from the U.S.
Census Bureau’s Survey of Income
and Program Participation, singleearner couples had an average savings rate of 8.6%, two-saver couples
had an average contribution rate of

9.3%, and dual-earners with one
saver only contributed 4.9% of
their household savings to
401(k) accounts (Source: Center
for Retirement Research at
Boston College, March 2019).
In 2014, 52% of U.S. residents in their 60s were financially supporting a parent or
adult child, up from 45% in
2005 (Source: Pew Institute,
2019). mmm

Dow Jones Industrial Average

Have a Family Garage Sale — A great way to clean
out your house is for everyone to find clothes, toys, and
other household items they no longer use or need. Let
your children help coordinate the garage sale, develop
the advertising, and be part of the sales team.
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Make It a Competition — You and your spouse or
two of your teenagers can challenge each other to a
“save-off.” Set a time frame and a savings metric to
determine the winner. Who can save the most money in
six months? Who can save the highest percentage of
their income in a year? Make sure the prize doesn’t
claim everything you’ve saved. Think of something that
doesn’t cost a lot of money.

