Financial Tip - Financial Strategies for Life’s Key Stages


Good saving and investing habits pay off throughout life.  Yet, with age, an individual’s specific financial goals are likely to change.  Life cycle planning identifies common goals and investment strategies for the key stages of adult life.  This knowledge can help individuals when examining their particular portfolio requirements.

Starting Out


From the ages of 25 to 35, common financial goals include saving for a down payment on a first home, establishing a college fund for young children, and putting away funds for retirement.


With a long planning horizon, younger individuals have the opportunity to enhance their investment returns through the effects of compound interest, tax-deferred growth, and a relatively high-risk tolerance.


To secure a comfortable retirement, individuals at this stage would do well to start saving as early as possible.  They should consider contributing the maximum to an employer-sponsored plan, such as a 401(k).  Many companies match all or a portion of employee contributions, which will enhance long-term results.  Individuals who do not participate in employer-sponsored plans should consider taking advantage of Individual Retirement Accounts (IRAs).  In either case, contributions and earnings are taxed only when withdrawn.  (Note: A Roth IRA accepts after-tax contributions.  Qualifying distributions are not taxed.)  In addition, the income tax benefits may allow individuals to retain more of their discretionary income.


Regarding portfolio management, younger individuals are well-positioned to think “growth” by emphasizing equities.  Although common stocks tend to be riskier than other investments, over the long run—say, twenty-five years—they have historically yielded higher returns.  Past performance does not guarantee future results.


It is important to keep an eye on the “big picture” when it comes to asset allocation.  Looking at the “big picture” means incorporating all assets (such as personal savings, home equity, and retirement funds) when determining the best investment mix.  For example, an individual with a net worth of $100,000 comprised of $50,000 in home equity and $50,000 in a retirement fund, may be better off allocating the entire retirement fund to growth investments.  

The Peak Earning Years


During the period from ages 35-55, savings for a child’s college education often becomes a higher priority.  As earnings increase, many individuals may want to trade up to a larger home or make another major purchase, such as for a vacation home.  Moreover, as the years pass, the need to boost retirement savings becomes more pressing reality.


The key to a solid investment approach is to continue to take advantage of the potential growth produced by an equity-dominated portfolio.  Ultimately, it may be wise to gradually begin introducing income investments.  Bond or stock and bond funds help produce valuable income that can be used to help pay for a child’s college expenses or, simply, to help diversify a portfolio.


With personal income at its height, it is also important to maximize tax-deferred qualified plan contributions and take advantage of the tax benefits offered by, for example, annuities and other tax-exempt securities.

Nearing Retirement


Between the ages of 55 to 65, the emphasis is generally on safeguarding accumulated assets.  Another goal is to reduce overall debt, such as from college expenses or a mortgage, to take advantage of extra discretionary income to help increase retirement savings.


As the planning horizon shortens, the watchwords are “asset preservation.”  A typical portfolio strategy involves shifting a larger portion of assets from equities to more conservative fixed-income securities to achieve a better balance between growth and income.  Income mutual funds, bond funds, and annuities can all play important roles in balancing a portfolio.


If earnings remain high, attention should also be given to help reduce tax obligations.  This may be accomplished by adding tax-free bond funds to the investment mix.  As grandchildren arrive, grandparents may want to allocate assets for them or consider the benefits of gifting.

Retirement Years


After age 65, the primary financial focus is generally on generating a steady income stream and protecting it from the ravages of inflation and taxes.  As salary or wages decrease or stop, investments must produce sufficient income to help supplement Social Security and pension benefits. 


As an investment strategy, a retiree’s portfolio should place a greater emphasis on income-generating stock and bond funds and annuities.  However, growth stocks and mutual funds should not be entirely discounted.  Growth-type investments can still serve a useful purpose in the battle against inflation.  Taxes may still remain an issue for retirees with unusually high income.  In such cases, tax-free bonds can help reduce tax obligations.

Securing the Future


The life cycle approach can help individuals chart a course to financial success.  By understanding the needs that are common at different life stages, individuals may be in a better position to choose the most appropriate savings and investments strategies for their situations.
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