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Today’s Topics
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» What is inflation? 

» Long-Term Implications of Inflation on Retirement Income

» Saving for Retirement

» Investment Types

» Diversification



Inflation 

» Inflation happens when the prices of goods and services increase and 

purchasing power decreases — in other words, you are able to buy fewer goods 

and services for the money you spend. Inflation also occurs as a natural part of 

the business cycle and accompanies economic growth. It also has the effect of 

deteriorating the value of an asset or income stream. 
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The impact of Inflation 
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Even a modest 2% inflation rate significantly increases costs when you’re 

thinking about what you might spend each month decades in the future.

TODAY IN 20 YEARS

Food at home $312 $463

Food away from home $225 $334

Household Utilities $304 $451

Apparel $150 $223

Gasoline $226 $336

Health care $248 $369

Entertainment $236 $351

TOTAL $1,702 $2,528

Note: This information is provided for overview or general educational purposes only. 



5

As longevity continues to increase, many of us will experience prices 

doubling three times during our adult lives – twice during our work years, 

and again during retirement for those who live into their late 80’s. 

Retirement savings may need to last for decades



Inflation doesn't affect everything equally 
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Note: This information is provided for overview or general educational purposes only. 

$ $

Gas prices can double while your home loses value



Are you prepared for inflation? 
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Current Annual 

Income Need
Years to Retirement

Annual Income Needed 

at Retirement (3% 

average inflation)

Annual Income Needed 

at Retirement (4% 

average inflation)

$50,000 5 $57,963 $60,832

$50,000 10 $67,195 $74,012

$50,000 15 $77,898 $90,047

Chart assumes 100% income replacement rate. Inflation rate illustrated is hypothetical and may not represent actual inflation rates.
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Picture Your Retirement 

How much will it cost?

Plan on needing 70-80% of your pre-retirement income each year

Pre-Retirement Income Estimated Retirement Income 

$25,000 $17,500 - $20,000

$36,000 $25,200 – 28,800

$50,000 $35,000 - $40,000

Note: This information is provided for overview or general educational purposes only. 
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How much should I save? 

» Save as much as you can  

• Contribute from 1% to 100% of your pay* 

(Please see your Summary Plan Description 

for your employer’s plan limits*) 

• Subject to an annual IRS dollar limit of 

$18,000 in 2015

» Age 50 or older?  Save even more  

• Additional “catch-up” contributions can be 

made of up to $6,000 in 2015

• With catch-up contributions, you have the 

potential of contributing $24,000



2015 Plan Limits 
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AREAS OF IMPACT 2015 2014 2013

Pre-tax  Dollar Limits – 401(k), 403(b) & 457 $18,000 $17,500 $17,500

Defined Contribution Maximum - 415 $53,000 $52,000 $51,000

Covered Compensation Maximum $265,000 $260,000 $255,000

Highly Compensated Employee $120,000 $115,000 $115,000

Social Security Taxable Wage Base $118,500 $117,000 $113,700

Catch-Up Contributions $6,000 $5,500 $5,500

Key Employee $170,000 $170,000 $165,000

Defined Benefit Maximum Annual Benefit $210,000 $210,000 $205,000

HSA ACCOUNT 2015 2014 2013

Individual $3,350 $3,300 $3,250

Family $6,650 $6,550 $6,450

Catch-up Contribution $1,000 $1,000 $1,000

Health Savings Account (HSA) Annual Contribution Limit



How to outpace inflation 

» If you hope to keep the same standard of living you have now over the long-

term, your investments will need to give you a rate of return equal to or better 

than the rate of inflation. What investments can help you do that?

» Historically, stocks have offered the best opportunity for long-term growth. But 

stocks and equity mutual funds expose you to high risk of short-term price 

changes. That's one good reason to both diversify your investments and invest 

for the long term.

» A disciplined, steady approach can help you stay on track to meet long-term 

goals. 
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The impact of doing nothing

» If you do not invest your money at all, and there is a small amount of inflation, you lose buying power 
over time.

» The dollar value of money in savings accounts doesn't decline, making these vehicles seem safe. But 
inflation consistently erodes the purchasing power of that money — and over time, the effect can 
sometimes be more powerful than a market decline. Consider that a historically average 3 percent 
inflation rate will cut the value of a dollar in half in 24 years. 

» Accounts that pay a fixed interest rate may actually lose ground after inflation. On the other hand, 
stocks historically have outpaced inflation, sometimes by a wide margin. It's important to keep in 
mind that investment options are subject to investment risk. Shares or unit values will fluctuate, and 
investments, when redeemed, may be worth more or less than their original cost. It's possible for an 
investment option to lose value.

» Investing your cash in cash equivalents, such as Treasury bills (T-bills) and money market 
instruments, may help keep your principal more stable and give you the potential for small returns. 
Because of this, they are good short-term savings vehicles. But in the long run, they will probably not 
give you high enough returns to outpace inflation.

» Being conservative and not investing has its drawbacks. Not taking enough risk when you invest is 
the biggest risk of all. Invest too conservatively, or not at all, and you run the risk of not matching 
inflation. This can derail your financial plan. It could mean running out of money when you retire.
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The difference = $203,605

Ellen                     James

Starting age 24 35

Ending age 65 65

Monthly contribution $100 $100

Approximate value at age 65 $351,366 $147,761

This hypothetical illustration does not represent an investment in any particular investment option. It assumes that both individuals earn an 8% 

average annual return. Your return may be more or less. Of course, the retirement values will be taxed at distribution. 

Why Start Now?

It Pays to Start Early 



Are you living within your means?
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It’s reported that 127.5 million Americans are not. 

Living beyond your means can be described as: living paycheck to paycheck, no savings for 

emergencies, no savings for the future. Don’t become a retirement statistic. 

Source: National institute of Retirement Security, 2013
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Impact on your paycheck

Employee A Employee B
(Not Participating) (Participating)

Gross Income ($1,000 every 2 weeks) $1000    $1000

6% 401(k) Contribution $0 $60

Adjusted Gross Income $1000 $940

Tax (25% tax bracket) $250 $235

Net Pay $750 $705

Contributing $60 only decreases your pay by $45

Note: This information is provided for overview or general educational purposes only. 



Investment Types
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MONEY 
MARKET/STABLE 

INVESTMENTS

“Cash 
Equivalents” 

Inflation risk

BONDS

Making a loan to 
the government 
or corporation

Interest rate risk, 
credit risk

STOCKS

Ownership in a 
company

Market risk, 

business risk



What Type of Investor Am I?
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Conservative Moderate Aggressive



Achieving your long-term goals requires 

balancing risk and reward
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Choose a mix of stocks, bonds, 
and short-term investments 
that you consider appropriate 
for your investing goals. Take 
into account your financial 
situation, tolerance for volatility, 
and when you will need the 
money you are investing. For 
example, if you’re investing for 
goals that are more than 10 
years away, or you have a 
higher tolerance for risk, you 
may want to allocate a larger 
portion of your portfolio to 
stocks, which historically have 
offered the highest potential for 
growth over time. On the other 
hand, if you’ll need the money 
in just a few years—or if the 
thought of potentially losing 
money makes you too nervous, 
consider a higher allocation to 
generally less volatile 
investments such as bonds and 
short-term investments. By 
doing this, of course, you’d be 
trading the potential of higher 
returns for the potential of 
lower volatility.

KNOW YOUR TARGET 
INVESTMENT MIX

We suggest you—on your own or 
in partnership with an 
investment professional—
monitor your investment mix 
and rebalance it at least 
annually, or whenever your 
financial circumstances 
change. As a guideline, you may 
want to consider rebalancing if 
your stock allocation moves 
away from your target by more 
than 10 percentage points.

REVIEW YOUR 
PORTFOLIO 
REGULARLY 

There are a couple of ways to 
rebalance your portfolio. One is 
to sell those assets you 
currently have too much of and 
reinvest the proceeds in those 
that fall short of your target. But 
selling securities in taxable 
accounts generally has tax 
consequences in the year of a 
sale, so be sure to consider 
taxes when making any 
decisions to sell. A way to 
rebalance without immediate 
tax consequences is to invest 
any new money you have 
(savings contributions, bonus, 
etc.), either gradually or all at 
once, in investments in asset 
classes that currently fall below 
your target. Regardless of which 
approach you take, one 
important aspect of rebalancing 
is that you do it in a way that 
also keeps your portfolio 
diversified within each type of 
investment.

REBALANCE WHEN 
NEEDED



Chart A

Small/Mid U.S. Equity

Chart B

International Equity

Small/Mid U.S. Equity

Large U.S. Equity

Fixed Income

Short-Term Fixed Income

Diversification

Reasons to diversify your contributions 

include:

• Helps to minimize the potential risk of a 

single investment option, decreasing 

the total value of the account balance.

• May guard against the risk of outliving 

retirement savings.

• Provides investment option 

opportunities both domestically and in 

foreign markets.

• May help lessen inflation risk.

Example: If the Small/Mid U.S. Equity 

investment option in Chart A were to lose its 

value, the overall balance of the portfolio 

would drop by the same amount. However, if 

the Small/Mid U.S. Equity investment option 

were to lose its value in Chart B, it is 

possible that the other investment options, 

especially those with less risk, might not 

drop in value and therefore could help 

minimize the drop in total portfolio value.



Sample Diversified Portfolios
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30%

30%

30%

5%
5%

Maximum Growth

Growth

Blend

Value

Income

Cash

20%

30%

20%

20%

10%

Growth

10%

10%

10%

50%

20%

Income & Inflation

Protection

15%

20%

15%

35%

15%

Conservative Growth

Goal
Income & Inflation 

Protection
Conservative Growth Growth Maximum Growth

Risk Tolerance Moderate to low Moderate High to Moderate High

Time Horizon 5 years or less 5 - 10 years 10 – 20 years 20 years or more

The sample portfolios take into consideration the investment time horizons shown, historical inflation rates, and risk and return relationships of the asset classes shown. You should not consider 

this investment advice. No other assumptions have been made. In applying the sample portfolios to your individual situation, consider your assets, income, and investments, e.g., the equity in your 

home, other retirement plan and IRA assets, and your savings, in addition to your plan account. You may wish to consult a financial representative to review your financial situation. Call your plan’s 

toll-free number if you have any questions. Short-term trading fees of up to 2% may apply to certain exchanges. See fund prospectuses for details. 
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QUESTIONS?

jkim@sageviewadvisory.com


