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TrackOn
No two dreams are exactly alike. And while 

that may be especially true of retirement 

dreams, they do have one common thread. 

Money. Whether you’re dreaming of travel-

ing the world, hiking the Appalachian Trail, 

or rocking out on the back patio, you’re 

going to need money. 

The Income Pie Is Changing

In the past, retirees could generally rely 

on three sources of retirement income: 

Social Security, pensions, and their own 

savings and investments. But times change. 

Take Social Security, for example. Officials 

have warned that legislative changes are 

necessary to make the current system 

sustainable in the long run. 

Even if benefits stay the same, 

Social Security was never meant 

to cover all of your retirement 

expenses. It’s only one piece of 

the income pie. In 2013, the average 

monthly Social Security retirement 

benefit is $1,261 ($15,132 per year),* 

which is not enough to allow most people 

to live comfortably. 

Pensions Are Disappearing

The income slice represented by pen-

sions has changed significantly. Pensions 

used to provide eligible retirees with a 

steady monthly benefit amount. But fewer 

companies offer pension plans these days. 

Employers are much more likely to offer 

retirement savings plans instead, such as 

401(k) plans. Retirement benefits under 

these plans are determined by the amount 

you have in your account. 

It’s Up to You 

The bottom line is that you will almost 

certainly have to rely on the balance in your 

employer’s retirement savings plan along 

with your other savings and investments to 

provide a significant portion of your retire-

ment income. This is especially true if you 

won’t receive traditional pension benefits. 

What can you do to improve your chances 

of living your dream? Make saving for 

Don’t Just DREAM About It, Make It Happen
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Where Your Money 
Might Come From

retirement a top priority and contribute 

as much as you can to your plan account. 

Then set a goal based on how much income 

you think you’ll need, choose investments 

that have the potential to help you meet your 

goal, and check your progress regularly.

* Fact Sheet, 2013 Social Security Changes, 
Social Security Administration
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Investing in STYLE
companies are typically large, 

stable firms that reinvest their 

earnings, a sign they intend 

to keep growing. 

Some fund managers prefer a value 
style. The goal is to look for undervalued 

stocks that managers feel may be poised 

for a comeback. Value stock prices may 

be low for a number of reasons. Prices 

may be low relative to a company’s cur-

rent or potential earnings, the stock may 

be temporarily out of favor, or the entire 

industry or sector may be troubled. 

Some focus on company size, which is 

known as market capitalization or market 

“cap.” It refers to the total dollar value 

of a company’s outstanding stock at a 

specific point in time. The dollar ranges 

to determine market cap aren’t set in 

stone, but there are general definitions 

(see box). 

Note that actively managed funds 

typically have higher expenses and fees 

than passively managed funds. And,

if the manager makes poor investment 

Style-conscious investors may 

have an edge when it comes to 

making decisions about the invest-

ments in their retirement accounts. 

Does that mean wearing designer 

clothes and driving a sports car will make 

you a better investor? Of course not. But 

paying attention to the investing styles that 

fund and portfolio managers follow can 

be helpful. 

Passive Investing

This investing style is based on the theory 

that it’s difficult to “beat the market” so 

investors might as well “buy the market.” 

Passive fund managers aim to mirror the 

performance of a specified market index* 

(such as the S&P 500, an index of 500 

stocks issued by large U.S. companies). 

Since it’s impossible to invest in an index 

directly, a passive fund generally holds 

the same securities in the same propor-

tions as the index the fund follows. The 

fund manager switches investments only 

when the underlying index changes. 

Limited trading means that index funds 

have relatively low expenses. However, 

passively managed funds generally 

don’t outperform the indexes they follow 

because market indexes don’t have 

expenses, whereas index funds and portfo-

lios do. And when the market is down, 

there’s not much passive fund managers 

can do to avoid losses. 

Active Investing 

Active fund managers, on the other 

hand, strive to outperform a market index 

by buying and selling investments. They 

might take different approaches in pursuit 

of that goal.

Some fund managers follow a growth 
style investing strategy, favoring the 

stocks of established companies that 

typically deliver above-average growth 

in earnings and profits. These 



choices, the fund’s performance may 

suffer relative to its benchmark index. 

Out of Fashion 

Sometimes, the manager or manage-

ment team of an actively managed fund 

or portfolio will add investments that don’t 

fit with the fund’s objectives or invest-

ment style. This is called “style drift.” It 

can happen for a number of reasons. 

One reason is disappointing returns. 

The manager of a small-cap stock fund 

may add some large-cap stocks to the 

fund to try to boost performance, for 

example. Style drift also can occur when 

the fundamentals of a fund’s underlying 

investments change. A small company 

might grow into a mid-sized company, 

for example. Or a value stock might 

turn into a growth stock. 

Does Style Drift Matter? 

If one of your investments “drifts” from its 

stated style substantially, it could create 

overlap or duplication without your knowing 

it. In turn, that could change your portfolio’s 

exposure to investment risk and its 

potential return. It’s important to be 

aware of changes in the investments you 

hold. If the changes aren’t compatible 

with your investment strategy, you may 

want to make some adjustments.

Go Ahead and Mix It Up

Understanding the different investing 

styles can help you select investments 

that diversify** your retirement account. 

Although mixing fashion styles might be 

a no-no, mixing investment styles can 

be a good thing. 

* An index is a measure of the value of 
a hypothetical portfolio of securities that 
is representative of the market (or market 
segment) it tracks. Indexes are unmanaged; 
no securities are bought or sold in an 
attempt to increase the value of the index. 
An investor cannot invest directly in 
an index. 

** Diversification does not ensure a profit 
or protect against loss in a declining market.

Investing by Company Size
Market capitalization (or “cap”) is 
a measure of a company’s size. It’s 
determined by multiplying the compa-
ny’s stock price by the total number 
of outstanding shares. Although defini-
tions can vary, here are some very 
general guidelines.

Mega cap — market cap of at least 
$200 billion; typically, industry leaders

Large cap — market cap of $10 billion 
to $200 billion; well-known companies; 
considered relatively stable 

Mid cap — market cap of $2 billion to 
$10 billion; more volatile than large caps

Small cap — market cap of $300 million 
to $2 billion; generally, new or young 
companies

Historically, large-cap stocks have 
sustained relatively slower growth with 
lower risk, while small caps offer rela-
tively higher growth potential and 
higher risk.



Are you the first one to scream during 

a scary movie? Or cry at a wedding? 

People get emotional about many things, 

but investing shouldn’t be one of them. 

Emotions can override your common 

sense, and you might end up making 

irrational investment decisions. Acting on 

your feelings instead of relying on facts 

and logic can undermine your efforts 

to build up the savings you’re going to 

need for retirement. 

Quiet Your Fears

At some point, all investors worry about 

their investments losing money. However, 

if worry escalates to full-fledged fear, 

it might cause you to invest all of your 

retirement plan account in conservative, 

low-risk investments, even though you 

don’t plan to retire anytime soon. While 

a conservative focus may protect you 

against losses and preserve your savings, 

it can also stunt your account’s growth. 

Your attempt to avoid short-term losses 

could short-circuit your potential for 

earning long-term gains. 

Including some stock funds or portfolios 

in your mix of investments potentially may 

boost your long-term returns and put 

you closer to meeting your savings goal. 

Diversifying* your investments can help 

you manage risk.

Be Patient

Lack of patience can also cause some 

investing missteps. It can be tempting to 

chase returns by switching into invest-

ments that have been showing impressive 

gains. However, more often than not, 
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How To Be a CHILL Investor
Take Control 

Letting emotions influence your invest-

ment decisions can be hazardous to your 

wealth. Learn to recognize the signals of 

emotional investing and replace them 

with balanced, well-reasoned investment 

strategies. 

* Diversification does not ensure a profit or 
protect against loss in a declining market.

investors who try to “time” the market 

rush to buy a “hot” investment, only to 

watch its price drop. Or they switch out 

of an investment whose price has plum-

meted, only to watch it rebound. Letting 

your patient side shine through and staying 

with your long-term investment strategy 

may yield better long-term results.

Face the Facts

On the other hand, holding on to an 

investment just because you feel good 

about it isn’t always the best idea either. If 

an investment consistently underperforms 

its benchmark index, it may be time to 

make a change — regardless of how 

much you like the investment. 


