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Ever feel like there’s not enough of your 
paycheck to go around? This can be true 
particularly in the early years of your 
career when you’re likely earning less 
relative to what you’ll be making later in 
your working life. On top of that, you may 
still be saddled with student debt, or saving 
for short-term goals like a car or a down 
payment on a home.  

But it may help to think of it in these terms: 
By setting aside money in your 401(k), 
you’ll get the money back years from now, 
when you may no longer have the ability to 
work. And even if you only have mediocre 
investments to choose from, tax-deferred 
compounding means you’ll be able to 
stake out far more than you put in. 

The Department of Labor estimates that 
approximately 30% of eligible workers do 
not participate in their employers’ 401(k)-
type plans at all. It’s hard to overstate the 
risk of not saving enough: The fact is, you 
can’t take out a loan for retirement. And 
those who just assume they’ll work well 
into their retirement years should know 
that’s not always an option. In such cases, 
the only option may be a painful lifestyle 
downgrade. 

The maximum amount in pretax dollars 
that you can contribute to your 401(k) is 
$18,000 for 2016. (If you’re over 50, you 
can contribute an additional $6,000 in so-
called “catch-up” contributions, so $24,000 
total.) Even if you can’t afford to save the 
maximum, make sure you are contributing 
as much as you can afford to. And 
periodically revisit both your contribution 
rate and your portfolio’s allocations to 
make sure your retirement plan is on track. 
Your (financially secure) future self will 
thank your younger self for sacrificing a 
small part of your paycheck. 

Whether you’re just setting up a 401(k) 
plan or taking stock of an existing plan, 
here is a checklist to ensure you’re getting 
the most out of it. 

1. Does your employer’s plan have 
auto-enrollment, and if so, is the 
contribution rate high enough? 

“Auto-enrollment” means the company is 
withholding some of your pretax salary and 
investing it in a 401(k) plan for you. Often 
the assets are invested in a target-date 
fund, which is a mutual fund or a collective 
investment trust made up of stocks, bonds, 
and cash equivalents whose asset mix 
gets more conservative as the target date 
approaches. (For instance, a target-date 
fund for an investor retiring in or around 
2050 will be more equity-heavy than for 
someone retiring nearer to 2020.)  

Not surprisingly, auto-enrollment helps 
increase employee participation in 401(k) 

plans: According to the DOL, studies 
suggest that automatic enrollment plans 
could cut the rate of non-401(k)-
contribution in half, from 30% to 15%. 

A recent Vanguard report agreed that 
auto-enrollment did effectively increase 
participation rates, but it also found the 
contribution rate tends to be lower among 
employees who are auto-enrolled. The 
take-away: Make sure you’re contributing 
as much as you can afford to. If your 
company has auto-enrollment, don’t just 
assume you’re saving enough for 
retirement and call it a day. Check the 
salary-deferral percentage. Understand 
that a low contribution rate—3% is 
common—won’t cut it for most people. In 
fact, though 10% was an oft-cited goal in 
the past, many financial planners now say 
15% is a better target. 

2. Can you “auto-escalate” your 
contributions? 

Along with auto-enrollment, some plans 
offer “auto-escalation,” which is an 
automatic increase in the deferral rate—
say, 1 percentage point per year. Check 
your plan—auto-escalation is not a feature 
offered with all plans. In either case, it 
makes sense to revisit your contribution 
rate annually to make sure it still makes 
sense given your current circumstances.  

 

 

9 Questions You 
Need to Answer 
about Your 401(k) 
Alina Lamy 
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If you change jobs and your salary 
increases by 10%, for instance, you might 
be able to save a bigger percentage of 
your salary than in years past. And if you’re 
eligible for catchup contributions, know 
that you can begin making those extra 
contributions on Jan. 1 of the year in which 
you turn 50; you don’t need to wait until 
your birthday. 

3. Does your company offer a match? 

When deciding how much to contribute to 
a plan, determine whether your company 
provides a 401(k) match, and aim to 
contribute at least that much. For example, 
say your company will match up to 5% of 
your contribution at a rate of $0.50 for 
every dollar you contributed. Contributing 
less than 5% means you’re effectively 
turning down some money that your 
employer is offering you. 

 4. Do you know what your funds cost? 

401(k) plans can be attractive savings 
vehicles because they allow your pretax 
contributions to compound tax-free. But 
weak fund choices and high fees can make 
plans less attractive. Pay attention to how 
much the funds in the plan cost. Fund 
costs come right off the top of investment 
returns, so it makes sense to seek out 
reasonably priced options. (An increasing 
share of 401(k) plans are offering index 
mutual funds, which typically feature low 
costs relative to actively managed funds.) 

You can research mutual fund fees on 
morningstar.com. Simply type the ticker or 
name of a fund into the Quote search box 
at the top of the page, and then click the 
Expense tab on the fund’s data report 
page to see the assessment of the fund’s 
fee level. 

If your plan features nothing by high-cost 
options, contribute enough to earn any 
employer matching contributions, then 
invest additional assets in an IRA, where 
you’re free to select low-cost funds. If 
you’ve contributed enough to the 401(k) to 
earn matching contributions and 
contributed the max to an IRA, you can 
invest additional assets in the least-bad 
options inside your 401(k). And be sure to 
bring the high costs to the attention of your 
401(k) administrator. 

5. Are you saddled with high 
administrative costs? 

In addition to fund expense ratios, 
company retirement plans may also 
charge administrative fees to plan 
participants. Plans can charge these fees 
in a number of ways; the employer can pay 
administrative costs itself, or it can pass 
them on to plan participants. In the latter 

case, the administrative costs may be 
deducted directly from plan assets, or they 
might be embedded in the underlying fund 
fees.  

Because there are so many ways fees can 
be charged, there’s no single location you 
can go to track down this information. In 
your plan’s annual report (Form 5500) you 
may see administrative expenses 
expressed as a dollar amount; you can 
then divide that dollar amount by the total 
assets in the plan to arrive at a percentage. 
Administrative-expense percentages will 
tend to vary based on employer size; 
therefore, it can be difficult to determine 
what a “high-cost” plan is. In general, 
though, if your plan’s administrative costs 
edge about 0.5%—and certainly if they’re 
more than 1%—that may be a red flag that 
you have a high-cost plan. 

6. Has anything changed in your plan 
lately?  

Every so often, retirement plans will get 
new options added to the fund lineup, or 
they might remove funds. It’s worthwhile to 
see if anything has been recently added 
that might be a better fit to your portfolio. If 
a fund you own is swapped out with a new 
one, you should be informed of the change 
by your plan provider. Make sure you’re 
comfortable with the new fund’s costs and 
investment objective. 

7. Have your allocations gotten out of 
whack? 

The good thing about a diversified portfolio 
is that the asset classes don’t always move 
in tandem; if one thing is in the dumps, 
maybe another is doing well. While 
tinkering too much with portfolio 
allocations will probably lead to 
unnecessary trading, it might make sense 
to check your allocations once or twice a 
year. It could be just as simple as trimming 
a bit from the winners’ column and 
investing those assets in an 
underperforming asset class. The good 
thing about rebalancing within a 401(k) is 
that you don’t have to pay any taxes to 
rebalance. (And investors who invest in 
target-date fund exclusively will not need 
to rebalance at all.) 

8. Are you making the right contribution 
type?  

Some 401(k) plans offer only traditional 
contributions-that is, you put in pretax 
dollars and enjoy tax-deferred 
compounding, then pay ordinary income 
tax when you pull the money out in 
retirement. Increasingly, however, plans 
are offering participants the chance to 
make Roth 401(k) contributions: Aftertax 
dollars go in, but the money grows tax-

free, and qualified withdrawals in 
retirement are also tax-free. 

9. Are you beneficiary designations up 
to date? 

Finally, review your beneficiary 
designations. Ideally you would want to do 
this on a regular schedule, maybe 
annually. At the very least, make sure you 
revisit your named beneficiaries after 
major life events such as a marriage, 
divorce, the birth of a child, or the death of 
a loved one. Also make sure your 
beneficiary information carries over if your 
employer changes plan administrators.  

 

According to a survey by America’s Health 
Insurance Plans the number of Americans 
covered by high-deductible health plans 
(HDHPs)—and who are, in turn, eligible for 
HSAs—rose by two million between 2014 
and 2015, a more than 10% growth rate. 

Many workers who are eligible to 
contribute to HSAs don’t take full 
advantage of them. Even though HSAs 
offer the best tax treatment of any savings 
vehicle—pretax contributions, tax-free 
compounding, and tax-free withdrawals for 
qualified healthcare expenses—only 4% of 
HSA holders choose to invest their funds, 
according to research from HelloWallet, a 
Morningstar company. 

Of course, not everyone has the 
wherewithal to use an HSA as an investing 
vehicle; most people need to spend the 
amounts they’ve accumulated in their 
HSAs to cover out-of-pocket healthcare 
costs. But even those where workers who 
use a “spend as you go” approach 
probably aren’t saving enough: The 
HelloWallet study found that the average 
HSA deferral was $1,600; the median 
deferral was $700. Families, especially, 
are apt to blow through that amount in a 
hurry in a given year. 

Trick 1: Obtain a payroll deduction 
while also getting away from a lousy 
employer-provided HSA. 

High-deductible healthcare-plan 
participants are free to use any HSA 
custodian they choose, not just the one 
their employers have chosen. To do so, 
they would simply steer their contributions 

3 Tricks for Getting 
the Most Out of 
Your HSA 
Timothy Strauts 
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into their own HSA, then deduct the 
contribution on their tax return. (Note that 
HSA contributions don’t fall under the 
heading of qualified medical expenses, the 
latter of which can only be deducted to the 
extent they exceed 10% of adjusted gross 
income. Rather, HSA contributions are in 
an “above-the-line” deduction, so they help 
reduce your adjusted gross income 
directly, thereby reducing your income to 
enable Roth contributions and the like.)  

But from a practical standpoint, that can be 
cumbersome and won’t likely yield exactly 
the same tax benefits as having your 
contribution extracted from your payroll. 
For one thing, using the payroll deduction 
enables you to get the tax break right away 
versus waiting to reap the benefit of the 
deduction on your tax return. Additionally, 
HSA dollars extracted via payroll 
deduction are not subject to Social 
Security and Medicare taxes, provided the 
plan is a Section 125 or cafeteria plan. 

A workaround is to contribute to your 
employer’s chose HSA for convenience 
and tax benefits, then annually roll over or 
transfer that money to the HSA of your 
choice. (A rollover, which is allowed once 
a year, means that you get a check from 
the first HSA custodian and must get it 
over to the second HSA custodian within 
60 days. A transfer means the two 
custodians deal with one another on the 
transaction; you don’t receive a check. You 
can complete multiple transfers a year.) 
That strategy lets you enjoy the best of 
both worlds: You get the tax benefit of 
payroll deductions as well as the long-term 
benefits of steering your HSA investments 
to a custodian with better and/or lower-cost 
options. 

A couple of caveats: You can have more 
than one HSA going at one time, but like 
IRAs, your combined HSA contribution for 
a given year cannot exceed the limits—in 
2016, that’s $3,350 for individuals and 
$6,750 for families. And if you’re 
employing the two-part strategy I outlined 
above, it’s worth thinking through your 
investment approach to the employer-
provided HSA. Because it’s essentially a 
short-term parking place under the two-
part strategy, you’d either want to keep 
your money liquid while you hold it there or 
make sure that your hand-chosen HSA 
includes analogous investment products 
that you hold in your employer-provided 
HSA. That way, if one of the investment 
choices in your employer-provided HSA 
happens to be in the dumps at the time you 
plan to transfer your money, you can swap 
into a similar investment option to maintain 
like-minded market exposure. 

Trick 2: Take a hybrid “spend/invest” 
approach. 

HSAs offer prodigious tax feature—tax-
free contributions, tax-free compounding, 
and tax-free withdrawals for qualified 
healthcare expenditures. That explains 
why HSA-eligible investors are often 
advised to let their HSA assets ride while 
using non-HSA assets to defray their 
healthcare costs as they arise. (Doing so 
has the salutary effect of not triggering 
point-of-purchase fees that some HSA 
debit cards carry.) 

Yet, even as that makes all the sense in 
the world by the numbers, from a practical 
standpoint, paying healthcare expenses 
with non-HSA assets can be disruptive to 
a household’s budget. For employees who 
have spent most of their careers covered 
by traditional healthcare plans like PPOs, 
it’s disconcerting to be suddenly on the 
hook for hundreds or even thousands of 
dollars out-of-pocket healthcare costs. 

In that instance, it can be comforting to 
split the difference: Contribute the 
maximum to your HSA if you can swing it, 
park enough in the savings-account option 
to cover your expected healthcare outlays 
and pay for them from that account, and 
invest the rest in long-term investments. If 
you have had an HDHP for the past few 
years, your previous out-of-pocket outlays 
can help you figure out how much to hold 
in cash. 

Trick 3: Use your HSA to cover 
emergency non-healthcare costs later 
on. 

Despite the very good case to be made for 
paying healthcare expenses with aftertax 
assets and letting the assets build inside 
an HSA, some investors might demur. 
That HSA is, after all, a single-purpose 
vehicle—that is, you only enjoy the full 
range of tax benefits if you earmark your 
withdrawals for healthcare expenditures. 

That’s mostly true, but there’s actually a 
workaround in case you need to crack into 
your HSA for non-healthcare expenses 
later on. Even if you paid out of pocket 
(using non-HSA assets) for healthcare 
expenses in previous years, you can still 
make a tax-free withdrawal later on for 
non-healthcare expenses, provided you 
hung on to receipts for the earlier 
healthcare costs. An unlimited amount of 
time can elapse between when you 
actually incurred the healthcare cost and 
when you reimburse yourself; the 
withdrawal will be tax-free as long as you 
have the proper documentation of the prior 
expense. 

To use a simple example, let’s say a 
person paid $5,000 out of her taxable 
monies to cover healthcare expenses 
incurred at the end of 2015. Throughout 
2015, she racked up the maximum family 
contribution of $6,650 in her HSA, letting 
the money build up rather than spending 
from it. If she needed a new roof in 2016, 
she could pull $5,000 from her HSA to 
steer toward that expense, and that 
withdrawal would be tax-free provided she 
could document the 2015 out-of-pocket 
healthcare costs. 

That’s not ideal, of course, because she’s 
better off letting the money grow. But a tax-
free HSA withdrawal beats other forms of 
emergency funding, such as credit cards, 
HELOCs, or 401(k) loans. 

The key to preserving this escape hatch, 
as noted above, is to maintain scrupulous 
documentation of healthcare 
expenditures. It’s also worth noting that the 
HSA participant must have established the 
HSA and made the contribution before she 
incurred the healthcare cost. 

 

Many investors look to gross domestic 
product (GDP) as an indicator of future 
equity returns. According to the advance 
GDP estimate released by the Bureau of 
Economic Analysis (BEA) on April 28, 
annualized real US GDP growth was 0.5% 
in the first quarter of 2016—below the 
historical average of 3.2%.¹ This might 
prompt some investors to ask whether 
below-average quarterly GDP growth has 
implications for their portfolios. 

Market participants continually update 
their expectations about the future state of 
the economy. The current prices of the 
stocks and bonds held by investors 
therefore contain up-to-date information 
about expected GDP growth and a 
multitude of other considerations that 
inform aggregate market expectations. 
Accordingly, only new information that is 
not already incorporated in market prices 
should impact stock and bond returns. 

Quarterly GDP estimates are released with 
a one-month lag and are frequently revised 
at a later point in time. Initial quarterly GDP 
estimates were revised for 54 of the 56 
quarters from 2002-2015.² Thus, the final 
estimate for last quarter may end up being 
higher or lower than 0.5%. 

GDP Growth and 
Equity Returns 
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Prices already reflect expected GDP 
growth prior to the official release of 
quarterly GDP estimates. The unexpected 
component (positive or negative) of a GDP 
growth estimate is quickly incorporated 
into prices when a new estimate is 
released. A relevant question for investors 
is whether a period of low quarterly GDP 
growth has information about short-term 
stock returns going forward. 

Exhibit 1 shows that, from 1948 to 2016, 
the average quarterly return for the S&P 
500 Index was 3%. When quarterly GDP 
growth was in the lowest quartile of 
historical observations, the average S&P 
500 return in the subsequent quarter was 
3.2%, which is similar to the historical 
average for all quarters. This data 
suggests there is little evidence that low 
quarterly GDP growth is associated with 
short-term stock returns above or below 
returns in other periods. 

 

1. Source: Bureau of Economic Analysis. 

2. 2002 to 2015 is the longest time period for which 
BEA provides data comparing initial to final estimates. 
The average difference between an initial and final 
estimate was 1% in absolute magnitude over this time 

period. 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclosure 

Investment Update is published monthly by OBS Financial. All articles provided by Morningstar, written by Alina Lamy and Timothy Strauts 
and Dimensional Fund Advisors. Information has been obtained from sources believed to be reliable, but its accuracy and completeness, 
and the opinions based thereon, are not guaranteed and no responsibility is assumed for errors and omissions. Nothing in this publication 
should be deemed as individual investment advice. Consult your personal financial adviser and investment prospectus before making an 
investment decision. Any performance data published herein are not predictive of future performance. Investors should always be aware that 
past performance has not been shown to predict the future. If in doubt about the tax or legal consequences of an investment decision it is 
best to consult a qualified expert. OBS Financial is a Registered Investment Advisor with the Securities and Exchange Commission.  


