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The uncertainty of this COVID crisis, and a lack of guidance on how to navigate

it, can make many of us feel paralyzed. So, what can you do to make sure you’re

on track to reach your long-term financial goals? After building up your

emergency fund with at least six months’ worth of essential expenses, focus on

the following:
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Max it out

Take full advantage of tax-deferred savings plans by contributing the maximum

amount year after year. Here’s why: Two hypothetical investors, Investor 1 and

Investor 2, started contributing to their 401(k)s in 2000 and maxed out their

accounts in the first year. In the following years, Investor 1 never increased his

annual contribution, while Investor 2 maxed out her account every year, taking

full advantage each time the IRS raised contribution limits. By the end of 2019,

Investor 2 had accumulated 41% more than Investor 1.

Consider the Roth

If you’re young and confident that you'll be earning more and in a higher tax

bracket in the future, the Roth 401(k) is probably the right choice.

Take this example. Jane and John both contribute $19,500 to their 401(k)s in

2020. While Jane places her contribution into a Roth 401(k), John places his

into a traditional 401(k). Assuming their income tax rate is 15%, Jane pays

$2,925 in taxes on those dollars today, while John defers his taxes until

RELATED CONTENT

Guest column: The how-to guide to get the best Medicare Rx plan

Guest column: Diversity on campus means nothing without inclusion

Guest column: How pandemic disruption is creating more authentic PR

Guest column: 5 tips for better cybersecurity at home and work

Guest column: Employee wellness equals business health

https://www.bizjournals.com/memphis/news/2020/10/15/stacey-hyde-guest-column-medicare-rx-plan-guide.html
https://www.bizjournals.com/memphis/news/2020/08/24/diversity-inclusion-janette-pepper-sco.html
https://www.bizjournals.com/memphis/news/2020/10/12/pandemic-disruption-authentic-public-relations.html
https://www.bizjournals.com/memphis/news/2020/10/14/five-tips-better-cybersecurity-home-work.html
https://www.bizjournals.com/memphis/news/2020/10/13/guest-column-employee-wellness-disease-prevention.html
https://googleads.g.doubleclick.net/pcs/click?xai=AKAOjss4iduXkfPkrIlC0ogEGEQFnoosJFnva5CiE30KG_lwaH212jmYFTIS9Y7MJuf5cynR0u4zyEDofKyBV1AlFJqyqWJ99RBcJmMUU6MypHlcrjZW5qU4ixDB8Hk3kXQFFlb8cB4zOqSatEfxC99CHFD65w2aE625h0ly1lBwG2l5UmO-PkCI4qQ2tPKsr4SZ01ITPpEZRKCw38y9BfFuPkHHRorCcyUS-p9NyNkQEv-ir70RXHQanMk8SrsDIvLAl8vxNA&sig=Cg0ArKJSzLL0Lngf6-Ug&adurl=https://www.bank3.com/


retirement. So Jane is out of pocket $22,425 whereas John is only out pocket

$19,500.

While it might sound nice to be John and have more dollars to spend now, look

what happens at retirement: After 20 years, let’s assume both accounts have

tripled in value to $58,500. Unfortunately, John still has to pay income taxes.

Assuming his tax rate is now 30%, John will be left with only $40,950 to spend

in retirement. How did Jane end up with more in retirement than John? Jane

placed more total dollars into the account to begin with by paying taxes from

other sources. For John to have $58,500 after taxes, he would have had to

contribute $27,857 into his account initially. However, since the maximum

yearly contribution amount into a 401(k) is $19,500, John is out of luck.

Determine how much risk you can really handle

When the market is going up and up, it is easy for us to think we are more

comfortable with risk than we actually are. The so-called "COVID Crash" that

occurred between mid-February and mid-March has forced many of us to

confront our true risk tolerance.

Figuring out how much risk you can handle is an art as much as it is a science. It

ultimately comes down to how much you can stand to lose — both emotionally

and financially. Once you know that, you can put together a target allocation that

balances your long-term need for growth with your near-term need to sleep at

night.

Invest — don’t try to time the market

No one knows what the stock market will do in the short term, no matter how

confident they may sound. That’s why the winning strategy has always been to

not try to “time the market” and instead invest for the long term. Research

shows that waiting for the right time to invest is rarely a successful strategy.

Time in the market is more important than timing the market, so put your

savings to work as soon as you can.

Rebalance, rebalance, rebalance

Each person should have a target asset allocation based on his or her desired

level of risk and stage in life. As assets appreciate or depreciate, the portfolio will

deviate from this target allocation. Bringing the portfolio back in line with the

target, or rebalancing, is necessary to maintain your desired level of risk.

Rebalancing requires the sale of assets that have become overweight in your



portfolio and the purchase of those that have become underweight.

While it may sound simple in theory, it is contradictory to the common urge to

put more money into the stocks or funds that have been doing the best recently.

One common rebalancing approach is to use a five-percentage-point departure

in any one area of your target allocation as a prompt to rebalance. Many

investment platforms now offer an automatic rebalancing feature. Auto

rebalancing is a handy feature and one that you should consider if your

employer’s 401(k) plan offers it.

Although the current crisis is unprecedented, this is not our first downturn, nor

is it likely to be our last. As difficult as it may be, the best thing you can do

during these uncertain times is stay focused on your long-term investment

strategy. So, take a moment to re-assess your risk tolerance, construct a target

allocation, and start investing. And don’t forget to rebalance!

Hadley Miller is a principal at Diversified Trust's Memphis office.
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