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You are the ñinfluencersò

ÅMany of you can directly benefit from 

this presentation

ÅMany of you have successfully 

navigated the financial journey

ÅWe need you to be the ñinfluencersò of 

those around you
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The typical American (financial) Life Pop Quiz

How much does a typical family earn?

When do your earnings increase?

When do they decrease?

How many jobs will you have?

How many spells of unemployment?

Whatôs your chances of getting married?

Whatôs your chances of getting divorced?
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ÅHow much does it cost to raise a kid?

ÅHow much is college tuition and how 

much does it increase every year?

ÅHow much do you need to buy a 

house?

ÅHow much do you need for retirement?

ÅWhat will your highest net worth be?
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The typical American (Financial) Life Pop Quiz
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Age (years)

10 20 30 40 50 60 70 80

Childhood

High 

School 

and 

College Starting a 

family

Growing your 

career and 

managing 

lifeôs ups and 

downs 

 

Retirement

Your Financial Life

-$10,000

$20,000

$40,000

$60,000

You begin by 

being a financial 

drain to your 

middle-class 

parents at 

$10,000 a year 

or $184,000 

until you leave 

the roostðand 

that doesnôt 

include college 

tuition.

Income

Youôre starting 

to earn money 

(not much)  

and getting the 

education 

(expensive) to 

earn more. 

This is when 

you start with 

credit cards 

and student 

loans.  

Your earnings start 

to take off and you 

settle down to start 

a family. With that 

comes your first 

house (down 

payment of about 

$30,000), 

mortgage, and the 

kids who now drain 

you $10,000 a 

year. You need an 

emergency fund of 

six months. You 

protect your assets 

with insurance.

You move towards 

your peak earning 

years and use this 

time to grow your 

wealth. 

You upgrade your 

house and save for 

your kidsô 

education 

($100,000) and 

your retirement ($1 

million). You may 

be unemployed  

(by choice or not) 

at times. You may 

divorce. You may 

have to care for 

your parents. All 

these could set 

you back.

Your income could  

fall well before you 

reach retirement age. 

You continue to 

accumulate for 

retirement and plan 

how your nest egg will 

last for the rest of your 

life. Health issues 

start to crop up and 

you look to protect 

your health and 

assets. You may work 

longer because you 

need to or because 

you want to.

If youôve been good 

about saving, you will 

enter retirement debt-

free and comfortable 

for the rest of your life. 

If you havenôt, the 

only option is to 

continue working if 

you can.  Healthcare 

becomes a big 

expense.

Your financial life
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Six steps to investing intelligently

1. Set goals and develop a life-long 

saving plan.

2. Learn about returns and risk.

3. Evaluate your investments.

4. Asset allocate.

5. Protect your wealth.

6. Use tax-advantaged saving.
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1. You can make more money by 

saving aggressively than you can 

from investing aggressively.
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How are we doing at savings?
Savings rate as a percent of disposable income 
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Could we save more?

2004 Household Saving Rates 
(as a percent of disposable income)
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The importance of saving early

Which is more?

1. Saving $4000 a year 

from 25 to 45 years old 

and then no more 

savings but you leave it 

in your account 

2. Saving $8000 (double) 

a year from 45 to 65 

years old
0
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800000

900000

25 to 45

years

45 to 65

years
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Another example of starting early

0

100000

200000

300000

400000

500000

600000

700000

800000

900000

25-65 years 30-65 years 35-65 years 40-65 years

Start early and let your money work for you
Retirement account balances

Contributions Earnings

Number 

of years

Savings 

per year

Total 

contributio

ns Earnings Total

25-65 

years 40 4000 160000 $798,540.45 $958,540.45 

30-65 

years 35 4000 140000 $552,947.51 $692,947.51 

35-65 

years 30 4000 120000 $377,843.15 $497,843.15 

40-65 

years 25 4000 100000 $252,996.15 $352,996.15 
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Cost of not saving

ÅAbout 57% of people who leave companies cash 

out their retirement benefits which average 

$8445. If you left this money in a retirement plan 

for 40 years at a return of 8%, what does it 

contribute to your retirement?
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The effect of saving every year

ÅYou cut out two fast food meals for 

savings  of $25 every week.

ÅWhat will you have in 20 years?
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The effect of time on the value of money

Interest rate Savings per 

week

Number of 

Years

Future Value

5% $25 20 $42,985.74 
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Increasing savings

Interest rate Savings per 

week

Number of 

Years

Future Value

5% $25 20 $42,985.74 

5% $50 20 $85,971.48 
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Even more

Interest rate Savings per 

week

Number of 

Years

Future Value

5% $25 20 $42,985.74 

5% $50 20 $85,971.48 

5% $75 20 $128,957.22 
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The effect of a better return

Interest rate Savings per 

week

Number of 

Years

Future Value

8% $25 20 $59,490.55 

8% $50 20 $118,981.11 

8% $75 20 $178,471.66 
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2. Understand risk and return
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Risk

ÅInflation rate

ÅInterest rate

ÅBusiness risk

ÅMarket risk

ÅPolitical risk

ÅFraud risk
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Major asset classes: Risk & Return

Annual Return on Cash 
(Treasury Bill Total Return 1971-2000)
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Source:  Global Financial Data, www.globalfindata.com

Average 6.7%

Standard Deviation 2.7%

About 70% of returns fall within one 

standard deviation of the average
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Bonds

Annual Return on Bonds
 (Total Return Government Bonds 1971-2000)

-10%

0%

10%

20%

30%

40%

50%

19
71

19
72

19
73

19
74

19
75

19
76

19
77

19
78

19
79

19
80

19
81

19
82

19
83

19
84

19
85

19
86

19
87

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

Source:  Global Financial Data

Average 9.9%

Standard 

Deviation 

9.3%

About 70% of returns fall within one 

standard deviation of the average
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Annual Return on Stocks
(Total Return S&P 500 1971-2000)
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Source:  Global Financial Data

Average 14.5%

Standard 

Deviation 

16.5%

About 70% of returns fall within one 

standard deviation of the average

Stocks
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The more return you need, the more risk you take.

The more risk you take, the more return you need.
 Major Asset Classes (1971-2000)
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0% 2% 4% 6% 8% 10% 12% 14% 16%

Risk
 (Standard Deviation)

Return 
(Annual Return)

T-Bills

Average Return 6.7%

Standard Deviation 2.7%

Bonds

Average Return  9.9%

Standard Deviation 9.3%

Stocks

Average Annual Return 14.5%

Standard Deviation  16.5%

If you receive an 

offer of a guaranteed 

high return, is that 

possible?

Only if they 

guarantee a high 

loss as well.

There are no 

guarantees in any 

investment. All 

investments go up 

and down. Higher 

return means higher 

risk.

Return versus Risk
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The Northwest is the best.
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Year-to-year stock returns
Annual Stock Price Changes from 1900 to 2006

(Percent change year to year in S&P 500)
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Risk gets lower with time

Average Previous Five Years S&P 500 Gains
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Lowest risk over ten years

Average Previous Ten Years S&P 500 Gains
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Lesson learned?

ÅBuy and hold market index funds 

(doesnôt work for individual stocks)

ÅHave an emergency fund (3 to 6 

months) to tide you over

ÅHave other sources of income so you 

donôt have to cash out during down 

markets
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3. Evaluate your investments (funds). 
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Mutual fund industry
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Evaluating funds
Å Objective 

ï Relates to your asset allocation goals

ï Check the portfolio to be sure

Å Fees 

ï The lower the better ïcheck against index funds

Å Performance

ï How does it do against the index? How does it do against other funds?

Å Risk

ï Is it lower risk than other funds?

Å Management

ï If you are choosing an actively-managed fund ïhow experienced is the 

manager?

www.morningstar.com or www.marketwatch.com for Lipper
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www.morningstar.com
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Other American Funds

Have sales fees
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