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stocks arE risky: wHy inVEst?

I t is said that Albert Einstein once 
remarked that the most powerful 
force in the universe is compound 

interest. Whether it came from Ein-
stein or not, compound interest is an 
incredibly powerful phenomenon, 
the driving force behind our ability 
to build a nest egg to sustain us in 
our old age. Here are some key prin-
ciples: 

1. start Early. Compounding is 
often referred to as your money 

working for you. And it is — while 
the money you invest is sitting in the 
market, it is building and building 
on itself. Take Lisa and Larry, for ex-
ample. Lisa begins investing $2,000 
per year in a tax-deferred account at 
age 28. Larry, who is the same age as 
Lisa, begins investing the same 
amount in the same account (both 
earning 8%) two years later. When 
Lisa and Larry are ready to retire at 
age 68, Lisa has $518,113 in her ac-

count, while Larry has $440,632. The 
two years that Larry was not invest-
ing cost him $77,481.* 

2. inVEst consistEntly. Invest-
ing consistently is an important key 
to getting all the benefits of com-
pounding. Take Brittany and Bob, for 
example. Bob invests $1,000 in the 
stock market every year, beginning 
at age 28 and ending at age 68; he 
earns annual returns that average 
8%. Over the 40 years that he invests, 
his $40,000 investment compounds 
to become $259,057. Brittany, on the 
other hand, is not a consistent in-
vestor. She invests the same amount, 
$40,000, and earns the same average 
annual return. But instead of invest-
ing $1,000 per year for 40 years, she 
invests nothing until age 48, when 
she puts $20,000 into the market. She 
invests another $20,000 at age 58. 
When she is ready to retire, she has 
$136,397. Even though they both in-
vested the same amount over time, 
Bob’s consistency, combined with 
the power of compounding, has 
earned him $122,660 more.* 

3. rEturn mattErs. Just as com-
pounding magnifies the impact of 
time, so does return. Over a period 
of five years, the difference in earn-
ings generated by the stock market 
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H istorically, stock market in-
dexes have been closely 
watched as an indicator of 

the market’s overall performance.  
While that role is still important, the 
number of stock indexes has grown 
dramatically as mutual funds and in-
vestment managers search for rele-
vant indexes to use as benchmarks to 
compare performance.  Indexes are 
also increasingly used as the base for 
investment products, allowing in-
vestors to invest in defined segments 
of the market without purchasing all 
of the underlying stocks in the index. 

Indexes can be computed in dif-
ferent ways.  Some, like the Dow 
Jones Industrial Average (DJIA), are 

calculated using an arithmetic aver-
age.  The price of stocks are added 
and then divided by the number of 
securities in the index, although the 
divisor is adjusted over time for 
splitting of shares, distribution of 
stock dividends, and to account for 
company substitutions in the index.  
These indexes do not adjust for the 
company’s total market value, so 
stocks with the highest share prices 
have more impact on the index.  
Other indexes, such as the Standard 
& Poor’s 500 (S&P 500), use market-
value weightings, factoring in the 
differences in individual stocks’  
market value by multiplying the 
price of each by the number of shares  
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and the bond market might not be 
that great. But compounded over the 
long term, the difference can be huge. 
Take, for example, Sarah and Sam. 
Sarah begins investing at age 28, with 
the goal of saving enough to retire at 
age 68. She puts $2,000 a year into the 
stock market, where she earns an av-
erage annual return of 8%. Sam also 
begins saving at age 28, also with the 
goal of retiring at age 68. He also in-
vests $2,000 per year, but he earns an 
average annual return of 4%. 

After the first five years of in-
vesting, Sarah’s account is just $900 
larger than Sam’s. But at age 68, 
when the two are ready to retire, 
Sarah has a nest egg of $518,113. Sam 
has just $190,051.* 

How to minimizE risk 

Most stocks are by their nature 
riskier than most bonds — bonds are 
like loans with a promise to repay 
whereas stock is ownership in a com-
pany. When a company goes under, 
bondholders are repaid well before 
stockholders are. That’s not to say 
that bonds carry no risk, because 
they do, and the riskiness of a bond 
depends on the type of bond it is.  

So when thinking about how to 
balance risk and return in your port-
folio, remember that the bond versus 
stock discussion is not black and 
white. Instead of going all-or- 
nothing one way or the other, the 
most effective investment strategy is 
one that incorporates diversification. 

Diversification means you invest 
in some combination of asset types 
— stocks, bonds, cash equivalents, 
even real estate and commodities. 
That way, you spread out the risk of 
losses in any given asset class. Your 
portfolio should also be diversified 
across asset subclasses; so among 
stocks, you own some blue chips, 
some growth stocks, and a mix of do-
mestic and international stocks. 

While every portfolio should be 
diversified, your exact mix of asset 
classes and subclasses depends on 

where you are relative to when you 
plan to need your investments. Gen-
erally speaking, the further away you 
are from retirement, the more  
invested you should be in higher- 
return (and higher-risk) assets. The 
closer you are to retirement, the more 
invested you should be in lower-risk 
(and lower-return) assets.  

And because markets fluctuate at 
different paces, it’s important to 
reevaluate your portfolio diversifica-

tion every year. If your stock invest-
ments, for example, have done par-
ticularly well while your bond in-
vestments fared poorly, you’ll end up 
overinvested in stocks and underin-
vested in bonds. Please call if you’d 
like to discuss this topic in more de-
tail.     mmm 

* these examples are presented for 
illustrative purposes only and are not in-
tended to project the performance of a 
specific investment vehicle.
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rEasons to rEVisE your EstatE plan

W hile experts agree you 
should review your es-
tate plan every two to 

three years, there are numerous 
events that may trigger a need to 
review your estate plan sooner. If 
you have one or more of the follow-
ing changes in your life, it’s time to 
revisit your plan: 

m did you just gEt marriEd? You 
and your spouse should develop 
your first estate plan or revise 
existing plans. If it’s a second 
marriage, you’ll want to ensure 
you add your new spouse and 
remove your former spouse. 

m do you HaVE a nEw domEstic 
partnErsHip or common law 
marriagE? You will want to 
make sure you specify your 
partner in your will.  

m did you HaVE a nEw baby or 
adopt a cHild? Make sure you 
include all biological and adopt-
ed children in your plan. 

m HaVE you gonE tHrougH a di-
VorcE? Amid all the issues to 
deal with during a divorce, re-
member to add your estate plan 
to the list. 

m Has tHE guardian you origi-
nally namEd For your cHild bE-
comE unablE to sErVE? Make 
sure the guardian you selected is 
still the best person to care for 
your child. 

m do you want to cHangE or 
add bEnEFiciariEs? Make sure 

you update your will if you 
want to make changes to the 
people who receive your assets 
or if a beneficiary has prede-
ceased you.  

m HaVE you bEcomE a blEndEd 
Family? If you want to provide 
for stepchildren, you’ll need to 
specify them in your will.  

m HaVE you moVEd to a nEw 
statE? State laws for estate plans 
vary, so you will need to see if 
changes are required to your 
plan to comply with your new 
state. 

m HaVE you Had any HEaltH 
cHangEs? Review your health-
care directives to make sure they 
still reflect your wishes. 

m HaVE you rEcEiVEd an inHEri-
tancE? If you receive additional 
assets, you will want to update 
your plan to include them. 

m do you want a nEw trustEE, 
powEr oF attornEy, or HEaltH-
carE adVocatE? Update your 
plan to ensure the people you 
appointed are still appropriate 
to carry out your wishes. 

m HaVE you rEcEntly startEd a 
businEss or HaVE a currEnt 
onE? You will want to develop a 
succession plan to name some-
one to run your business. 

m arE tHErE cHangEs in tax 
laws? Tax laws change frequent-
ly, so you will want to review 
your plan to make any necessary 
changes.     mmm 
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outstanding.  Thus, major corpora-
tions have a greater influence on the 
index than smaller companies. 

Another important calculation 
difference is whether the index is a 
capital return or total return index.  
A capital return index, such as the 
DJIA and the S&P 500, only reflects 
changes in the shares of the stock in 
the index.  Total return indexes, such 
as the Russell 2000 and the Dow 
Jones US Market Index, calculate 
both share price changes and divi-
dend reinvestment. 

Some of the major stock market 
indexes include: 

The dow jonEs industrial  
aVEragE is comprised of 30 large-
company stocks.  All of the compa-
nies are billion-dollar giants, with no 
small- or medium-sized firms in the 
index.  The index is the oldest and 
most widely quoted index. 

The standard & poor’s 500 is 
comprised of 500 large-company 
stocks trading on the New York Stock 
Exchange, the American Stock Ex-
change, and Nasdaq, covering a wide 
variety of industries.  This index is 
considered more representative of the 
U.S. stock market than the DJIA.  Ad-
ditionally, various component index-
es are calculated from this index. 

The nasdaq compositE indEx 
follows the stocks that trade on  
Nasdaq.  This index is generally 
viewed as a good benchmark for 
technology stocks. 

The russEll 2000 indEx is 
viewed as a good benchmark for the 
performance of smaller-company 
stocks.  The stocks in the index in-
clude the 2,000 lowest-capitalization 
stocks from the Russell 3000, which 
includes the 3,000 largest-capitaliza-
tion stocks in the U.S. stock market. 

The dow jonEs us markEt 
indEx, formerly the wilsHirE  
5000 indEx, consists of over 6,000 
stocks, including almost all stocks 
traded on the major exchanges and 
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ways to gEt out oF dEbt

The first step to getting out of 
the debt cycle is to take a re-
alistic view of your current fi-

nancial situation and recognize you 
are carrying too much debt. Then 
you can work on ways to pay it off. 

dEVElop a spEnding plan — 
Once you have a handle on what 
you’re spending versus how much 
money you’re making, you can de-
velop a budget to help you deter-
mine what you can spend, how 
much goes toward paying down 
debt, and how much you can save.  

ditcH tHE crEdit cards — If 
high-interest rate credit cards are 
the reason you’re in a debt spiral, 
then you have to remove the temp-
tation to stop adding more debt. 
Use a debit card that is linked to 
your checking account so you can 
better control your spending. 

work on cHanging your 
Habits — Many times getting out 
of debt will require that you change 
your spending habits. Start by mak-
ing small changes that can really 
add up to reduce your spending. 

pick up a sidE job — Think of 
things you can do to generate more 
income. Get creative about what 
you can do to earn more money. 

rEducE your borrowing Ex-
pEnsEs — While getting another 
loan is not ideal, it may be neces-
sary to get your debt under control 
and reduce your borrowing costs. 
Look for a debt consolidation loan 
at a lower interest rate than your 
current debt, which will reduce 
your monthly interest payments. 
Also, try to make extra payments 
that go directly to the loan princi-
pal to accelerate the payoff. 

How to stay out oF tHE dEbt 
cyclE — It’s a whole lot easier to 
stay out of debt than it is to dig 
yourself out of it, so once you are 
on stable financial ground, you 
have to stick with your new disci-
plined approach to spending.  

liVE bElow your mEans — 
Just because you can afford it  
doesn’t mean you should buy it. 
Take a conservative approach to 
your spending and live below  
your means to set yourself up for 
financial success. 

don’t buy up to tHE maxi-
mum — When your mortgage 
lender provides you with the max-
imum home purchase price you 
can afford based on your debt to in-
come ratio, don’t spend every dime 
of it. You will also want to estimate 
the costs of maintaining the home. 
You may end up using credit cards 
to pay for these expenses, and then 
you are heading down the path to 
more debt. 

bE rEady For EmErgEnciEs — 
People sometimes end up in debt 
due to an unforeseen emergency 
rather than their everyday spend-
ing. In some circumstances, going 
into debt due to an emergency 
could be avoided if there were sav-
ings to cover the expense. You 
should save about six months of 
living expenses to cover unexpect-
ed expenses.     mmm

gives the broadest view of the U.S. 
stock market.     

If you want to compare your in-
vestments’ performance to an index, 
select one that tracks the same types 
of stocks you hold in your portfolio.  

Keep in mind, however, that indexes 
do not incur any trading or tax costs.  
If you’d like help comparing your in-
vestments to an appropriate index, 
please call.     mmm
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How EmployEr 401(k) matcHing works 

When it comes to matching employee contributions, 
the sponsoring employer determines the specific terms. 
An employer may have a very generous match or choose 
not to match at all. 

matcHing Formulas — Employers use many differ-
ent formulas to determine matching contributions, but 
most match employee contributions up to a percentage of 
the employee’s annual income. However, some employers 
may not consider income at all and match a certain dollar 
amount of an employee’s contribution. 

How matcHing works — Let’s assume your em-
ployer matches 100% of your annual contributions up to a 
maximum of 3% of your annual income. If you earn 
$60,000, the total potential match you can receive is $1,800. 
To receive the match, you must also contribute $1,800. If 
you contribute more than $1,800, your additional contri-
butions will not be matched.  

Partial matching seems to be a more common match-

ing formula. For instance, your employer might match 
50% of your contribution up to 6% of your salary.   

contribution limits — All contributions to your 
401(k) plan must adhere to the Internal Revenue Service 
contribution limits. The total contribution limit in 2024 is 
$23,000. If you are over 50, you may make additional 
catch-up contributions up to $7,500, if permitted by your 
401(k) plan. 

VEsting — Your plan’s vesting schedule determines 
the percentage of ownership you have in your employ-
er’s contributions based on how many years you’ve 
been employed with the company. For example, if your 
employer requires five years to be fully vested, you may 
lose all or some of the contributions the employer made 
if you were to leave or be terminated from the company. 
Any contributions you make to the account will always 
be yours with no forfeiture if you leave the company.     
mmm 
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                                                                         Month-end 
Indicator                               Mar-24    Apr-24   May-24    Dec-23   May-23 
Prime rate                                8.50         8.50          8.50          8.50         8.25 
Money market rate                 0.48         0.48          0.51          0.48         0.53 
3-month T-bill yield               5.23         5.25          5.26          5.26         5.30 
10-year T-bond yield              4.20         4.69          4.51          3.88         3.64 
20-year T-bond yield              4.45         4.90          4.73          4.20         4.01 
Dow Jones Corp.                     5.40         5.84          5.65          5.17         5.60 
30-year fixed mortgage          7.37         7.65          7.53          7.09         7.24 
GDP (adj. annual rate)#      +4.90       +3.40       +1.30       +3.40      +2.20 
                                                          Month-end                    % Change 
Indicator                              Mar-24     Apr-24    May-24      YTD   12-Mon.  
Dow Jones Industrials      39807.37  37815.92  38686.32      2.6%     17.6% 
Standard & Poor’s 500       5254.35    5035.69    5277.51     10.6%     26.3% 
Nasdaq Composite           16379.46  15657.82  16735.02     11.5%     29.4% 
Gold                                      2214.35    2307.00    2350.65     13.6%     19.7% 
Consumer price index@      310.33      312.33      313.55       2.1%       3.4% 
Unemployment rate@              3.90          3.80          3.90       5.4%     14.7%  
# — 3rd, 4th, 1st quarter   @ —  Feb, Mar, Apr  Sources:  Barron’s, Wall Street Journal 

Past performance is not a guarantee of future results.

4-YEAR SUMMARY OF DOW JONES  
INDUSTRIAL AVERAGE, 3-MONTH T-BILL &  

20-YEAR TREASURY BOND YIELD 
JUNE 2020 TO MAY 2024
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