BUILDING BLOCKS FOR RETIREMENT

Investment Strategy

The Many Faces of Risk

Knowing the different types of investment risk can help you cope with market voldtility.

When was the last fime you checked your retirement plan balance? If your balance was less than
it was the last time you checked, you probably felt a bit of pain. Everybody does.

Where exactly does that pain come from? It's called risk, and
all investments involve some degree of risk. In finance speak,
risk refers to the degree of uncertainty and/or potential
financial loss inherent in an investment decision. In general, as
investment risks rise, investors seek higher returns to
compensate themselves for taking such risks.

Every saving and investment product has different risks and
returns. Differences include how readily investors can get their
money when they need it, how fast their money will grow, and
how safe their money will be. Let's take a look at the many
faces of risk we all experience as investors. While it may not take the pain away, it will at least help
you cope a little better with market volatility.

Business Risk

With a stock, you are purchasing a piece of ownership in a company. With a bond, you are
loaning money to a company. Returns from both of these investments require that the company
stays in business. If a company goes bankrupt and its assets are liquidated, common stockholders
are the last in line to share in the proceeds. If there are assets, the company’s bondholders will be
paid first, then holders of preferred stock. If you are a common stockholder, you get whatever is
left, which may be nothing.

One of the advantages of investing in a stock fund (versus a single company’s stock) in your
retirement plan is that business risk is mitigated to a certain degree. Because your money is
diversified among several companies, the business risk is spread out. The same can be said about
investing in a bond fund versus a single bond issuer (in particular a single corporation).
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Big Picture Perspective

Jan.1, 2001 through Dec. 31, 2020

S&P 500 delivered an average annual return of 9.06%.
BONDS delivered an average annual return of 4.88%.
STABLE ASSETS delivered an average annual return of 1.52%.

INFLATION has averaged 2.06% a year.
Source: Kmotion Research

Volatility Risk

This is the type of risk you are likely most familiar with (and the one that you hear about the most
in the media each day). Even when companies aren’t in danger of failing, their stock price may
fluctuate up or down. Market fluctuations can be unnerving to some investors. A stock’s price can
be affected by factors inside the company, such as a faulty product, or by events the company
has no confrol over, such as political or market events. The 2008 financial crisis and the onset of
the COVID-19 pandemic in 2020 were prime examples of market events that significantly affected
stock prices.

Inflation Risk

Inflation is a general upward movement of prices. Inflation reduces purchasing power, which is a
risk for investors receiving a fixed rate of interest. The principal concern for individuals investing in
cash equivalents is that inflation will erode returns.

Interest Rate Risk

Interest rate changes can affect a bond’s value. If bonds are held to maturity, the investor will
receive the face value, plus interest. If sold before maturity, the bond may be worth more or less
than the face value. Rising interest rates will make newly issued bonds more appealing to investors
because the newer bonds will have a higher rate of interest than older ones. To sell an older bond
with a lower interest rate, you might have to sell it at a discount.

Liquidity Risk

This refers to the risk that investors won't find a market for their securities, potentially preventing
them from buying or selling when they want. This can be the case with the more complicated
investment products. It may also be the case with products that charge a penalty for early
withdrawal or liquidation such as a certificate of deposit (CD).

This material is provided solely for informational purposes and does not constitute investment, tax, legal or accounting
advice on the matters addressed. Neither Pentegra Services, Inc., ifs subsidiaries, nor any of their respective employees
infend that this material should be relied on as investment advice, which should be sought from a professional advisor.
Performance information shown reflects past performance and does not indicate or guarantee future investment results.
Current and future results may be lower or higher than those shown. ©2022 Pentegra Retirement Services
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