
Stock prices made little progress during the first three months of 2015 and major    
market benchmarks ended the quarter small fractions from where they started in the 
snows of January. A strong February was sandwiched between significant volatility in 
January and March. Economic signs were encouraging but a sharp fall in oil prices     
depressed many earnings reports. Inflation remained dormant, allowing the Federal  
Reserve to leave interest rates alone. Consumer Discretionary and Health Care were the 

strongest-performing sectors of the S&P 500 during the quarter. Energy and Utilities 
were the weakest. 
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Economy watch Healthy economic signs during the quarter included low inflation (no 

net change in the Consumer Price Index during the 12 months that ended February 
2015), reasonable economic growth (annualized 2.2% growth in real GDP during the 
fourth quarter of 2014), and shrinking unemployment (down to 5.5% in February). 
 

Housing market update Home sales rates in February were up 7% over the same 
month in 2014. Prices were up more than 4% compared to 12 months earlier. 
 

Bond market update Interest rates hovered in a narrow band during the first quarter. 
The benchmark yield on the 10-year Treasury ended the period at 1.94%, three-tenths 
of a point lower than its peak for the quarter, and a quarter of a point higher than its 
low. Investment-grade corporate bonds followed similar tracks. 
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Through 
3/31/15* 

Quarter 1-Year 3-Year    
Annualized 

5-Year    
Annualized 

Closing 
Value 

S&P 500 0.44% 10.4% 13.7% 12.1% 2,067.89 

Dow Jones 
Industrials -0.26% 8.0% 10.4% 10.4% 17,776.12 

NASDAQ 
Composite 3.48% 16.7% 16.6% 15.4% 4,900.88 



Oil prices, which are down nearly one-third since last summer's peak, have come under pressure due in large 
part to new energy supplies -- notably from the United States -- which are tipping the balance of supply and 
demand.1 Over the past several years U.S. oil production has increased more than 70% and, according to The 
New York Times, "the United States is poised to surpass Saudi Arabia as the world's top producer, possibly in a 
matter of months."2 

Cheap Oil: Good Medicine or Economic Malaise? 

Do lower oil prices have a positive or negative effect on the global economy? The answer is "yes." Generally, 
cheaper oil is good for the American economy. It is estimated that savings from tumbling gas prices represent 
the equivalent of a $75 billion tax cut for U.S. consumers -- or roughly $1,100 per family on an annual basis if 
prices remain at current levels (as of December 2, 2014).3 More disposable income in the hands of consumers 
is likely to boost consumer spending, which, in turn, feeds economic growth. Case in point: Automakers       
reported total sales for the month of November were up 4.6% to 1.3 million, the best monthly finish since 
2001.4 
 

In a broader economic context, lower oil prices reduce the cost to manufacturers of producing and transporting 
their goods, and to airlines of operating their aircraft, thereby improving profit margins and investor sentiment. 
On a global scale, lower oil prices should boost consumption and lower manufacturing costs in oil-importing 
economies, particularly in Europe, where sluggish  
economic growth has much of the continent teetering 
on the brink of recession. Yet the immediate positive    
effects of lower oil prices in Europe need to be      
tempered by longer-term realities -- namely, weak 
economic fundamentals and the specter of deflation -- 
an extended period of falling prices. 

The Deflation Factor 

When prices fall across the board, consumers put off 
making major purchases on the hopes that prices will 
fall even farther. When spending stalls, companies' 
revenues suffer and pressure mounts to cut costs by 
laying off workers, freezing or reducing wages, or  
raising the price of the goods they produce -- all of which can further stymie consumer spending and deepen 
the deflationary cycle. 
 

The good news/bad news nature of deflation has everything to do with what is driving the drop in prices of 
goods and services. For instance, if it is a lack of demand -- as many economists say is currently the case in 
the Eurozone -- deflation could be damaging. If, however, it is due to a boost in supply -- such as the oil and 
gas boom in the United States -- it can prove beneficial to economic growth.5 

Takeaways for Investors 

Similarly, from an investment perspective, lower oil prices present a double-edged sword. On the positive side: 

• Low-priced oil should help to buoy U.S. stocks by strengthening the economy and by extending the period 

of extraordinary monetary policy established by the Federal Reserve.6 

• The revelation that the United States may be poised to eclipse Saudi Arabia as the world's leading oil    

producer may spell good news for U.S. equities in general -- and strengthen the dollar against other world 
currencies. 

 

On the downside: 

• In the short-term, investors in the energy sector -- and commodities markets in general -- should prepare 

to see the plunge in oil prices reflected in the price of the securities they own. 

• Should oil prices remain depressed indefinitely, energy companies will likely slash research and             

development budgets, which could curtail innovation and stunt longer-term growth potential within the 
sector, particularly in the area of environmentally-friendly, alternative energy sources. 

 

1The New York Times, "Morning Agenda: Oil Prices in Free Fall," December 1, 2014. 
2The New York Times, "Free Fall in Oil Price Underscores Shift Away From OPEC," November 28, 2014. 
3MarketWatch, "U.S. households could save $1,100 from falling gas prices," December 2, 2014. 
4USA Today, "SUVs hot in best November auto sales since 2001," December 2, 2014. 
5Bloomberg, "U.S. Gains From Good Deflation as Europe Faces the Bad Kind," October 26, 2014. 
6Reuters, "Low oil prices boost stocks, deflation risk: James Saft," November 25, 2014. 
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Diversification: A Big Word, With Bigger Investment Implications 

In today's market environment, diversification is more important than ever.1 But what is the thinking behind 
this big word? The process of diversifying -- or dividing your money among different types of investments -- 
is based on the idea that different asset classes tend to react differently to similar market conditions. So by 

diversifying your portfolio, you 
may help reduce the risk that a 
loss in one asset class will drag 

down your entire portfolio. 

Diversify Within and 
Among Asset Classes 

To diversify your portfolio, first 
select among major asset  
classes, such as stocks and 
bonds.2 The chart above shows 
how diversifying your portfolio 
with stocks and bonds may 
help reduce risk over time, 

although past performance is 
no guarantee of future results. 
Second, consider diversifying 
within an asset class, such as 
stocks. For example, if your 
primary objective is growth, 
you might choose to invest the 
majority of your money in 
"blue-chip" stocks and small-
cap stocks.3 You may also 
want to consider adding     
foreign investments to your 

port fo l io mix.4  Foreign        
investments make up more 
than half of the world's total 
market, so if you are not    

investing overseas, you may be limiting your opportunities. 

Sometimes Less Is More 

Diversification is often described as putting your eggs in different baskets. The mix of "baskets" you choose 
should depend on your goals, time frame for those goals, and ability to tolerate risk. Long-term investors 
may choose more stock investments, while shorter-term investors may select a mix weighted toward bonds 
and cash investments such as certificates of deposit.5 
 

No matter what combination you choose, make sure each investment plays a specific role in your overall 
objective. In investing, more is not always better -- strategic diversification is the key. 
 

This communication is not intended as investment advice and should not be treated as such. Each           
individual's situation is different. You should contact your financial professional to discuss your personal   
situation. 
  
 
1There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified 
portfolio. Diversification does not ensure against market risk. 
2Investing in stocks involves risks, including loss of principal. Bonds are subject to market and interest rate 
risk if sold prior to maturity. Bond values will decline as interest rates rise and are subject to availability and 
change in price. 
3Securities of smaller companies may be more volatile than those of larger companies. The illiquidity of the 
small-cap market may adversely affect the value of these investments. 
4Foreign investments involve greater risks than U.S. investments, including political and economic risks and 
the risk of currency fluctuations, and may not be suitable for all investors. 
5CDs are FDIC insured and offer a fixed rate of return if held to maturity. 

Source: ChartSource®, Wealth Management Systems Inc. Results include total annual returns for the  

period January 1, 1926, through December 31, 2014. Bonds are represented by a composite of the total 

returns of long-term U.S. government bonds, derived from yields published by the Federal Reserve through 
1972, the Barclays Long-Term Government Bond index through 1975, and the Barclays U.S. Aggregate 

index thereafter. Stocks are represented by the S&P 500 index. It is not possible to invest directly in an 

index. Past performance is not a guarantee of future results. Copyright © 2015, Wealth Management 

Systems Inc. All rights reserved. Not responsible for any errors or omissions. 
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Retirement Planning for Dual-Wage Earning Households 

  

With job changes so prevalent throughout our society, it is likely that a couple may have 
multiple retirement accounts, including 401(k), 403(b), or 457 plans, rollover IRAs, and 
possibly defined benefit plans. Because of the variety of investment options offered under 
such plans, it is important for couples to understand the possible detrimental effects that 
an uncoordinated retirement nest egg can have on reaching financial goals. Potential red 
flags include: 

Inappropriate investment strategy 

Like any investment portfolio, retirement accounts should work as a unit to help you  
pursue a specific accumulation goal. Success requires a coordinated investment strategy. 
Is the overall asset allocation appropriate for a couple's objectives and risk tolerance? 
Are the portfolios adequately diversified? Are they overweighted (or underweighted) in 
any one asset class or individual security? Do the portfolios complement a couple's     
taxable investment accounts, real estate, and other assets? 

Poorly timed distribution strategy 

Couples nearing retirement or already retired must consider the timing of their           
distributions in light of their income needs, tax situation, and market dynamics. For    

instance, should they begin taking distributions earlier than the required age to avoid a 
potentially higher income tax hit later? Should they take periodic distributions; annuitize; 
or take a lump sum and pay the taxes, then reinvest the proceeds elsewhere? Might it 
make sense to convert a traditional IRA to a Roth IRA to put off distributions as long as 
possible and/or receive tax-free income? Which accounts should they tap first, and in 
what order should the others follow? What if the market is in the midst of a downturn 
when required distributions must begin? 

Fees 

Couples should consider the fees associated with all of their retirement accounts and how 
they might affect returns. Would it make sense to consolidate some accounts to help 
minimize fees? 

Estate planning 

Couples planning their estates will face a number of questions surrounding their         
retirement plans. A key concern centers on the naming of beneficiaries and the income 
and estate tax treatment of the proceeds. Should the spouse be the beneficiary, or would 
naming children or a trust as beneficiary be more appropriate? 
 

These are just a few of the questions that couples must grapple with when managing 
their individual retirement plan accounts. Yet no two couples' financial situations are 
alike. There is no set formula or mathematical equation that can be applied easily to all 
circumstances. Keeping track of the range of investments involved is necessary to      
successfully pursue long-term financial goals -- but doing so is no simple task. It often 
requires objectivity and professional insight. If you are part of a dual-income family, 
speak with The Richards Group about how you and your spouse can review and         
coordinate your separate retirement investments to create an effective, comprehensive 
plan. 
 

This communication is not intended to be tax advice and should not be treated as such. 
Each individual's tax situation is different. You should contact your tax professional to 
discuss your personal situation. 
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