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5 Ways to Make the Most of Investing 

By Paul Lombino 

You're doing all the right things: bringing your lunch to work 
a few times a week, sticking to a budget, not going crazy with 
the credit cards. The reward: you actually have some money 

to invest. But how? 

Here are five strategies to help you make the right investment moves as you start 
to save for a future goal. 

No. 1: Put Time on Your Side
It's really quite simple. The sooner you start investing, the more time your money 
has to grow. Time has a powerful ally called compounding--earnings on your 
earnings. When you take advantage of compounded growth, investing even $2.50 
a day (your daily cup of coffee) can make a difference in the long term. In fact, if 
invested in the stock market, the cost of that daily cup could potentially grow to 

nearly $10,000 twenty years from now. 

Here's another way to look at it: A hypothetical investor who started investing 
$3,000 a year at 25, contributed that amount for ten years, and then stopped 
would have more than $472,000 when he or she reached 65. Compare that to 
someone who started investing $3,000 at 35 but for 30 years. He or she would 
only end up with about $367,000--a $105,000 difference even though the second 
investor saved more money for a longer period of time. Which makes more sense? 

(These are both hypothetical examples and are not intended to predict or project 
the performance of any taxable or tax-deferred investment vehicle. We assume an 
8% annual return and include reinvestment of income, dividends, and capital gain 
distributions. The ending values do not reflect taxes, fees, or inflation. Periodic 
investment plans do not ensure a profit or protect against a loss in a declining 
market. Your own account may earn more or less than this example.)

In addition, for longer term goals, the passage of time has been shown to smooth 
out market volatility--the inevitable ups and downs that all stocks and bonds 
experience at some point.

http://myfidelityqaprod.fmr.com/investorsWeekly/enewsfa.jhtml?pageName=LFEAem0409&service=CREM (1 of 4)09/13/2004 9:48:36 AM



E-news: 5 Ways to Make the Most of Investing

Take a Step: More reasons for starting early.

No 2: Put Investing on Automatic Pilot
Financial success doesn't occur overnight. Saving enough to buy a house or start 
your own business requires a steady commitment. One way to achieve this is to 
establish an automatic investment plan--one that transfers a set dollar amount 
from your bank to an investment account monthly or quarterly to invest in 
additional shares for your portfolio. What's more, with some automatic investing 
programs, you may be able to invest as little as $50 each month. 

A systematic approach with a regular schedule not only imposes some important 
willpower (if you don't see it, you can't spend it), it also let's you take advantage 

of what's called dollar cost averaging. With dollar cost averaging, you invest a set 
amount each month which allows you to buy more shares when mutual fund 
prices are low, and fewer shares when fund prices are high. (Dollar cost averaging 
or periodic investment plans involve continuous investment in securities 
regardless of price. Consider your financial ability to continue to purchase shares 
during periods of high and low prices. Dollar cost averaging does not ensure a 
profit and does not protect against a loss in declining markets.)

Take a Step: Set up automatic investments.

Take a Step: Get tips on automatic investing from best-selling author. 

No. 3: Don't Let Taxes Take a Bite Out of Your Money
If investing for retirement is one of your longer-term goals, you can put it on auto 
pilot too with tax-deferred retirement investing through an employer's 401(k) or 
403(b) plan. These plans provide a convenient way for you to regularly use pretax 
dollars to invest directly from your paycheck. Current plans allow qualified 
employees to contribute up to $13,000 annually. (The maximum will increase to 
$15,000 by 2006.) On top of that, many company sponsors match a portion of 
worker contributions.  

The tax advantages here are twofold: you reduce your taxable income with your 
pretax contribution and your investments grow tax deferred (no annual taxes on 
gains) until you withdraw at retirement.

In the event of a job change, be careful not to cash in your money, even though it 
may be tempting to do so. Keeping it invested provides an opportunity for it to 
grow and compound. Also, consider transferring assets from your employer-
sponsored plan to a tax-advantaged Rollover IRA which may allow you more 
investment choices. 

If you're able to contribute the max to your employer-sponsored plan, or if you 
don't have an employer-sponsored plan, consider opening an IRA. The two most 
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common IRAs are the Roth and the Traditional. 

Assets grow federal tax free with a Roth IRA, which means you may never have to 
pay federal income taxes on your earnings, provided certain requirements are 
met. (Qualified Roth IRA distributions or earnings are also exempt from state 
taxes in most states.) Contributions can be withdrawn at any time penalty and tax-
free. Earnings for qualified higher education expenses and first home purchases 
can also be withdrawn without a penalty if you are under 59 1/2 and meet certain 
qualifications. 

Like a 401(k), a Traditional IRA lets you defer federal taxes on any earnings and 
deductible contributions until withdrawal, presumably around retirement age, at a 
potentially lower ordinary income tax rate. 

Take a Step: See which IRA may be right for you.

No. 4: Mix it Up
No investments are without risk. Market risk is the chance that a decline in the 
stock or bond market will cause the value of your investments to fall as well. 
Interest rate risk is the potential for rising interest rates to trigger lower prices for 
some bonds and bond funds. And then there's inflation risk where inflation will 
chip away at the value of your savings over time. 

But the right mix of investments can help you manage risk. You can reduce your 
risk of loss in any single investment by strategically dividing your money among 
the different investment choices--stocks, bonds, and short-term investments--a 
process called asset allocation. That's because different asset classes often behave 
differently under changing market conditions so that gains in one category may 
offset losses in another. Remember, though, that past performance is no 
guarantee of future results and asset allocation does not ensure a profit or 
guarantee against a loss. 

What's the right mix of investments for you? It's all based on your goal, time 
horizon, and risk tolerance. But generally the longer you have to invest for a goal, 
the more you can put in stocks or stock funds.

If you don't have the time to research dozens of individual stocks, bonds, and 
cash instruments, mutual funds make it easy to achieve instant diversification by 
investing in a mix of securities via a single purchase. To simplify your choice 
further, consider an "all-in-one" mutual fund based on a preset asset mix or 
retirement date. 

Take a Step: See your current asset allocation.

Take a Step: Explore Fidelity's all-in-one funds.
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Performance of all-in-one funds depend on that of their underlying investments. 
These funds are subject to the volatility of the financial markets in the U.S. and 
abroad and may be subject to the additional risks associated with investing in high 
yield, small cap, and foreign securities.

No. 5: Stay on Track 
Because different asset classes deliver varying rates of return, it may be 
necessary to periodically rebalance your portfolio to maintain its target mix. And 
as your life evolves, your investment needs may change as well. To help keep 
your asset allocation strategy on track, it makes sense to review your portfolio at 
least once a year or whenever a life-altering event such as a marriage, birth, or 
job move occurs. If you don't feel like you have the time, knowledge, or desire to 
go it alone, consider working with a professional financial advisor. 

Be patient. It could take months or years to build an investment portfolio with the 
kind of diversification and growth potential you seek. But starting early with small 
steps is one way to begin the pursuit of your lifelong financial dreams.

Take a Step: Get investment guidance from Fidelity.

 

Please carefully consder the fund's investment objectives, risks, charges, and 
expenses before investing. For this and other information, call or write to Fidelity 
or visit Fidelity.com for a free prospectus. Read it carefully before you invest or 
send money.

The information presented above reflects the views and opinions of the author and is not the opinion or 
recommendation of Fidelity Investments. There materials are provided for informational purposes only.
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