
 

  

   

   

   

   

 

   

The retirement landscape has gone through some drastic changes in the past 30 years, and retirees now find themselves 

more reliant on 401(k) retirement accounts than ever before. That means it’s critical to do everything you can to 

maximize the performance of your 401(k).  Now that these types of plans are expected to be the lion's share of a 

retirement nest egg, it is important that individuals know some key tips to maximize the performance of their 401(k). 

 

 Start Contributing Immediately 
The best way to maximize the value of your 401(k) plan is to invest as soon as possible. A 401(k) relies heavily on 

contributions and compounded interest to increase the overall size of your retirement nest egg. The sooner you 

invest, the longer your money has to grow. Delaying contributions is the most costly error you can make when 

investing for retirement.  

 Maximize Your Contributions 
The more money you put away, the more money you can expect to have at retirement. It may seem obvious, but 

you’d be surprised how many people simply don’t take advantage of this step. Maximizing your contributions is 

easiest at the start of your career. If you prioritize your 401(k) contributions early on, you’ll become accustomed to 

living on the remainder of your salary. It’s harder to scale down your lifestyle if you wait until later in your career to 

start utilizing a 401(k). One way to overcome this challenge is to invest all of your future raises toward your 401(k) 

until you meet the maximum contribution. This way, you won’t have to reduce your lifestyle to save for retirement. 

Keep in mind, a 401(k) plan only works if you make contributions toward the plan. 

 Make Sure You Receive Your Company Match 
Many companies offer to match part of your contribution to your 401(k). Get to know your company’s policy and 

make sure you contribute the necessary amount to receive the full available match. For example, if your employer 

matches your contribution up to 4 percent of your salary, be sure to contribute the full 4 percent required to receive 

the maximum match. If your salary is $50,000 per year and you contribute 4 percent ($2,000) toward your 401(k), 

then your employer would also contribute 4 percent ($2,000) to match your contribution. However, if you don’t 

contribute anything to your 401(k) plan, then your company won’t make a contribution, either, and you’ll miss out on 

this free money.  
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 Make Regular Contributions to Avoid Buying High 
There are two things that we know about investing for retirement:  It’s a long endeavor (approximately 40 years) 

and investment markets will fluctuate day-to-day. But historically, over any 30-year period, the stock market has 

grown. You shouldn’t try to time the ups and downs of the market’s daily fluctuations and you certainly don’t want 

to invest all your money at a market peak only to watch it fall. The best strategy is to make regular contributions 

toward your 401(k) plan. This will diversify your market entry point, protecting you from the possibility of buying at 

higher than average price points.  

 Invest for Growth 
While all retirement portfolios should have a mix of equities and fixed income, this mix shouldn’t necessarily live 

entirely within your 401(k) account. Though most 401(k) plans offer a combination of equity, fixed income and 

money market accounts, the fixed income options within those plans are usually bond funds whose investment 

profile is a poor match for an individual investor’s time horizon and cash flow needs. Therefore, your 401(k) plan 

should focus on the equity portion of your retirement portfolio. You should invest in specific fixed income issues 

that meet your particular needs in an investment account – such as an IRA, brokerage or other account – outside of 

your 401(k) plan.  

Your investment strategy should also depend on your retirement timeframe. If you have more than 10 years to 

retirement, your 401(k) plan should be heavily invested in equities. As you approach retirement, your portfolio’s 

focus should move toward principal protection and become more diversified.  

 Diversify Your Investments 
Most 401(k) plans offer several different categories of investment options. A typical 401(k) plan may offer the 

following kinds of funds:  

 U.S. large-cap equity  U.S. real estate 

 U.S. large-cap value equity  International developed equity 

 U.S. large-cap growth equity  International emerging equity 

 U.S. mid-cap equity  U.S. corporate bond 

 U.S. small-cap equity  U.S. government bond 

 U.S. small-cap value equity  Money market fixed income 

 U.S. small-cap growth equity  
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Each of these investment options has different micro- and macroeconomic factors that will drive their 

performance. Each year, a different one of these investment options outperforms all the other kinds of funds. 

But it’s impossible to know which type will be the winner in any given year, so the best strategy is to diversify 

your portfolio allocation across the available 401(k) investment options. As previously mentioned, the 401(k) 

plan is best positioned to house the equity portion of your retirement portfolio. 

 Use Index Accounts 
Many 401(k) plans offer a mix of active and index accounts for participants to invest in. Because retirement 

investing takes place over decades, it is difficult for active investment fund managers to outperform the 

growth of passively managed index funds. This is because active managers are usually tied to a particular 

investment style, but each year, there are different microeconomic, macroeconomic, political and world 

events that can drive the performance of each investment style. Therefore, active managers’ investment styles 

can fall in and out of favor over a long investment horizon. Furthermore, a recent Vanguard study indicated 

that the median retirement portfolio could save nearly $100,000 in fees by investing in index accounts rather 

than actively managed accounts during the accumulation phase.1 For these reasons, your long-term 

investment strategy should be based on low-fee, passively managed funds that give your plan exposure to 

each area of the market.  

 Keep Your 401(k) Account Sacred 
While you’ll often have the opportunity to borrow against your retirement plan or to cash-in your 401(k) with 

an early withdrawal penalty, this should only be done as an absolute last resort. Removing money from your 

retirement can be devastating to the final balance. When you borrow from your retirement account, you’re 

not only removing the money today, but you’re also removing that money’s ability to earn compound interest 

during the life of your account. Twenty thousand dollars removed today that would have earned 6 percent 

each year would have been worth $64,000 20 years later.2 Look beyond the present-day cost of borrowing 

from your 401(k) and the long-term costs are often staggering. Except in the case of dire emergencies, do 

everything you can to keep your 401(k) sacred.  

 

Now that 401(k) plans have become the centerpiece of retirement savings, the responsibility and ownership to 

secure your nest egg have shifted to you, the individual retiree. It is more important than ever that you learn these 

best practices and begin to implement them as soon as possible to maximize your retirement future.  
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Footnotes & Disclosures 

 

1. Kephart, Jason. Index giant Vanguard lays out the case for - active funds?, InvestmentNews.com. Feb. 27, 2013. 
2. This is a hypothetical illustration and does not represent a specific or typical portfolio return. 

 

Note: Investing involves risk including the potential loss of principal. No investment strategy can guarantee a profit or 

protect against loss in periods of declining values. Past performance is no guarantee of future results. Please note that 

individual situations can vary. Therefore, the information presented here should only be relied upon when coordinated 

with individual professional advice. 
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