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The Economic Cycle
and Your Investments

History shows that the economy moves in
cycles, going through periods of expansion,
then contraction, and then repeating the cycle.

As a retirement saver, vou might find it helpful to understand the
phases of the economic cycle and how they may affect the investments
in your retirement savings plan.

Economic cycle stages

The cycle, which can take several months or several years to complete, has
four stages. When the economy is in expansion, business and consumer
activity increase. Multiple
economic indicators climb,
such as industrial production,
employment, wages, personal
income, company profits and
investments, and demand for
and consumption of imported
goods and services.

When the economy reaches
its peak, the highest point of
activity, expansion ends,

After the peak, the economy
contracts, beginning a period of decline, or recession. Business
confidence and profits drop off, unemployment rises, capital investment
spending decreases and demand for imports falls,

Eventually the economy hits its trough, or lowest point, marking the end
of the decline phase and the start of the expansion phase of the cycle.

How the markets might react

Each phase of the cvcle influences the stock, bond and cash markets,
and potentially your retirement savings plan investments. An
extended period of economic expansion heightens competition for
goods and services, loans and workers. This tends to push up interest
rates, wages and the cost of goods and services. When interest rates
rise, borrowing money becomes more expensive for businesses, a

The Economic Cycle and Your Investments continued on page 2

B INSIDE THIS ISSUE o

B HOW MUCH WILL SOCIAL SECURITY
FROVIDE? 2

W HCW TO HANDLE AN INFLUX OF MONEY 3

B TAX-SMART SAVING FOR RETIREMENT 4

B FINANCIAL TIPS

The Rule of 72

Apply the "Rule of 72" for two important
financial estimates: inflation's effect on the
dollar or the interest rate required to double
your maney.

Let's say you want to know how many

years it will take for inflation to shrink today's
dollar by half. Start with 72, and divide by
the rate of inflation to get the answer. At a

4 percent rate of inflation, which is the
average over the past 50 years, a single
dollar today will be worth 50 cents in 18
years (72 + 4 = 18).

Mow let's say you know the langth of time

in which you want to double your money

= 10 years — but you don't know what
interest rate you'll need to accomplish it. The
estimate is 7.2 parcent (72 + 10 = 7.2),

The Rule of 72 is easy but inexact for several
reasons. Inflation doesn't stay constant,

the investment calculation doesn't factor in
any taxes, and the formula assumes annual

compounding only. m
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