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TIPS
By Brad Palmer,
President, The
Conestoga Group, Inc.
The beginning of each
year is a good time to
review 401(k) invest-

ment strategies. There are three key
components to a good strategy.

Part 1 – Are you saving enough to fully
fund your retirement? Your retirement
income goal should take into consideration
inflation and potential career advance-
ments. Once that is done, you then
calculate the amount of money that will be
needed to fund this income. Inflation
should be a factor as well as how long you
will need the income. The safest approach
is using a “real rate of return” in your
calculation such as three percent. This is a
projected average investment return, such
as 5.5 percent, minus projected average
inflation during retirement years, such as
2.5 percent, leaving you with three percent
“real” and an inflation adjustment to your
account. Hypothetically, this will provide
adequate funds as long as you live. You
can reduce the funding needs if you pick a
specific time period, such as to age 100, and
use some of your retirement account
principle each year instead of just real
investment return.  Finally, rather than a
fixed dollar contribution to achieve your
goal, you should use a percent of your
income, so you have a lower amount
currently and as your income goes up, so
does your contribution.

Part 2 – Do you have a diverse asset
allocation investment strategy that is
consistent with your tolerance for risk?
Most 401(k) plans offer a Risk Profile
Questionnaire that helps you determine
whether you should be conservative,
aggressive, or somewhere in between in
making your investment selections. Once
that is determined, you should create a
diversified portfolio of at least seven
different types of investments and in
many cases as many as 20. There are 

over 12 different types of stock funds,
nine types of bond funds, and several
money markets or guaranteed income
funds. Most plans have both individual
investments from which you choose as
well as asset management accounts that
are diversified by professional invest-
ment managers. Some can be age-based
and others risk-based.

Part 3 – Have you elected Automatic
Rebalancing for your diversified portfo-
lio? This means that at least annually, and
preferably quarterly, you have automatic
transfers that re-establish your original
asset allocation percentages. For example,
if your strategy is 60% bonds and 40
percent stocks, and stocks have done well
and risen to 45 percent of your portfolio,
bonds would now be only 55 percent.
Rebalancing would automatically sell and
transfer stocks to the bond portion and
regain the 60 percent bonds and 40 percent
stocks allocation. This helps you automati-
cally sell high and buy low, plus makes
market downturns a less worrisome event.

We welcome any inquiries you might
have on how to start your 401(k) in 2026.
Our website is www.cgiadvisors.com
and I can be reached at bpalmer@cgi
advisors.com or 610.854.1420.
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