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Quarterly Economic Update - First Quarter 2015
Many market strategists predicted that volatility
would return to the equity markets in 2015, and
the first quarter proved them right as stocks
plunged, soared and then plunged again. During
the first 3 months of 2015, the dollar
strengthened, oil weakened, and monetary policy
became a little less certain.
By the end of the quarter,
the S&P 500 Index finished
about where it started.
However, some of the
movements in individual
stocks and sectors were
extreme. The S&P 500 rose
approximately 0.4% for the
first three months of 2015,
but that benchmark moved
at least 1% on nearly a third
of the quarter’s trading
days,
says
SunTrust
strategist Keith Lerner.
This statistic compares with
just 15% of all trading days
for 2014.
Lerner attributes these
turbulent moves to the
combination of factors that
have become repetitive
themes, including the rising
dollar, falling oil prices and
the uncertainty surrounding
Federal Reserve monetary
policy. “The market can
handle one or two things at
one time,” he says. “We’ll
get a tug of war till there is
clarity”. (Source: Barron’s,
3/2015)

The fact that the market has been oscillated by
macro forces does not mean that investors cannot
succeed. Awareness of how these moves within
currencies, commodities and interest rates could
affect stocks and sectors can help investors with
their decisions. The combination of all forces that
took place in this first quarter actually balanced out
the S&P 500 return, which is
why it finished close to
where it started.
Still,
certain industry sectors
were more affected more
this quarter than others.
Some connections are easier
to see than others. For
example, the energy sector
has tracked the price of oil,
while utilities, with their
large dividends, could be
more affected by a rise in
interest rates. The fact that
investors are concerned that
the Fed will raise interest
rates at some point in 2015
can help explain why
utilities dropped 6% during
the first three months of
2015. Similarly, the 10.6%
decline in oil prices during
the first quarter can be
closely connected to the
energy sectors drop of 3.6%.
Some sectors were less
affected by some of the
recent
macro
risks.
Goldman Sachs strategist
David Kostin noted that
while utilities and energy
sectors had high levels of
macro
risk,
consumer
discretionary and tech were
less susceptible this quarter.

The bottom line is still that investors should always
be aware and cautious. (Source: Barron’s, 3/2015)

monetary-easing measures currently being taken by
their counterparts abroad.
Specifically, the

Interest Rates
Interest rates and Fed watching continues to play a
role for investors in 2015. The short term interest
rate has been 0% since late 2008. In a speech given
on Friday, March 27, Federal Reserve Chair Janet
Yellen offered conditions for the central bank’s
interest rate policy. She said that the initial increase
from the 0% - 0.25% target range that was set for
the federal-fund rate in December of 2008 should
come later this year. She added that the upward
trajectory of future rate hikes would be moderate
and will depend on incoming economic data.
Yellen felt that equity markets were more
pessimistic than the Fed and added that we should
not expect a mechanical elevation in rates. She also
said that if the data dictates it, the central bank is
prepared to hike rates. (Source: Barron’s 3/2015)
Many economists speculate that an interest rate hike
is inevitable in the near future as the job market is
doing well, the dollar is strong and home sale values
have ticked up. “God forbid something happens in
the world and the Fed needs some policy tools to try
to aggressively stimulate economic growth here or
abroad,” says Phil Orlando, chief equity strategist at
Federated Investors. “With the funds rate at zero,
they’ve got no bullets to employ. So what they want
to do is reload the gun, if you will, and get back to
some neutral level of the funds rate over the next
couple years.”
What’s important to keep in mind is that an interest
rate hike is likely still a few months off. Some say the
earliest reasonable target date for a rate hike could
fall in June, while others speculate the
announcement will come closer to the end of this
year or even sometime in 2016.
Orlando says the announcement likely will coincide
with a meeting and press conference. Federal
Reserve Chair Janet Yellen and the Federal Open
Market Committee don't speak with the press after
each one of their meetings, so Orlando speculates
that an announcement is likely to come out of their
June meeting or the session scheduled for
September.
If the U.S. Central Bank were to raise rates they
would be going against the tide of rate cuts and other

European Central Bank announced in March the
terms of its quantitative easing program. They are
instituting this in the face of a negative interest rate
environment.
The People’s Bank of China, housed in the world’s
second largest economy, became the latest of 20-odd
central banks this year to cut rates after a reduction
in their growth target to “around 7%”.
(Source: Barron’s 3/2015)

The changing of interest rates or even comments
suggesting movements continue to create noise and
news for investors. As financial professionals, we
intend to be very watchful of both the Federal
Reserve’s actions and interest rates this year. Should
you have any concerns about your holdings we
would be glad to recheck your personal situation
during your next review or at any other time.

Oil Prices
Along with interest rate movements, oil prices
continue to be another area that investors should
pay attention to. The price of oil, down over 50% in
the last seven months, is creating issues beyond even
the energy markets. Moody’s Investors Service
analysts link oil’s falling prices to sectors that might
benefit from increased consumer purchasing power.
With oil prices down and people spending less at the
pump, they should have more money in their
pockets. “The average U.S. household will spend
about $550 less on gas in 2015 than in 2014,” the
Moody’s analysts said, citing data from the U.S.
Energy Information Administration. They go on to
conclude that “oil price declines act like a tax cut

enabling consumers to spend a greater percentage of
their incomes on nonenergy goods and services.”
(Source: Barron’s, 3/2015)

Falling oil prices can hurt those extracting oil and oil
service companies. They are expecting lower profits
and this could affect jobs. Plummeting oil prices also
add challenges for alternative energy sources like
solar and wind power suppliers. Lower oil prices
have resulted in a decline of many stocks dependent
on energy. On the positive side, lower oil prices keep
energy costs down for manufacturing companies and
transportation companies.
“It’s a net positive for the U.S. economy,” says Don
O’Neal, a portfolio manager at American Funds with
33 years of investment experience. He adds that,
“It’s really good for the consumer and for a whole
range of consumer products. But there is an offset –
not all sides are benefiting from low oil prices.”
(Source: American Funds, 3/2015)

The fluctuations of oil prices can continue to yield
uncertainty for investors. As 2015 continues, this is
another area that we will be watchful of.

Earnings and Currency Concerns
Several market strategists are predicting a rocky
earnings season for companies in the first quarter of
2015. The two biggest culprits behind the projected
declines are the price of oil and the strength of the
U.S. dollar.

strength,” Christine Short, an analyst at Estimize,
explained in a research note. “These companies hail
from a variety of sectors — materials, industrials,
information technology, consumer staples, and
consumer discretionary — proving that the impact
will be broad based as almost all sectors will feel
forex fluctuations to some degree, with the exception
of telecommunications and utilities which are mostly
domestically focused,” Short explained.
S&P Capital IQ analyst Sam Stovall wrote in a recent
note, “Even though the forecast for S&P 500 EPS
(earnings per share) in Q1 is expected to decline 3%,
history shows that actual results have been two to
four percentage points higher than initial estimates.”
He goes on to add that, “As a result, there is still a
possibility that EPS will rise, thereby delaying the
start of an EPS recession.” (Source: Forbes, 3/2015)

Conclusion: What Should
an Investor Do?
Ultimately, predictions are just that: predictions.
While investors need to be watchful of oil prices, the
dollar, and even bad weather, the actual results
could end up looking much different than the
projections look now. So what can investors do?

Continue to be watchful. Even the most
optimistic investors need to be watchful of the
warning signs.

Focus on your own personal objectives.

The price of WTI crude averaged $48.21 for the first
three months of 2015 compared to $100.50 in the
first three months of 2014, a more than 50% decline.
This plunge in price means that energy sector
companies have slashed their earnings guidance by
60% according to Dan Greenhaus of BTIG. He adds
that overall earnings would rise 2% if you were to
exclude the energy sector from the overall results.
Meanwhile, the U.S. dollar index averaged $96.14
during the first quarter of the year compared to
$80.33 for the same period in 2014 — a 20% yearover-year jump. While this is a great thing for
Americans looking to travel or a U.S. company with
little to no foreign sales, it’s bad news for a large
portion of the S&P.

During confusing times it is always wise to create
realistic time horizons and return expectations for
your own personal situation and to adjust your
investments accordingly.
Understanding your
personal commitments and categorizing your
investments into near-term, short-term and longerterm can be helpful.

“The S&P 500 derives about 40% of sales from
overseas, therefore relying heavily on global

Discuss any concerns with us.

Revisit your risk tolerance. Investopedia defines
risk tolerance as an individual having a realistic
understanding of his or her ability and willingness to
stomach large swings in the value of his or her
investments. With the return of more frequent
volatility, we would be glad to talk about any
changes to your risk tolerance during your next
review or at any other time.

Our advice is not onesize-fits-all. We will
always consider your
feelings about risk and
the
markets
and
review your unique
financial
situation
when
making
recommendations.
We pride ourselves in offering:




consistent and strong communication,
a schedule of regular client meetings, and
continuing education for every member of our
team on the issues that affect our clients.

A knowledgeable and informed financial advisor
can help make your journey easier. Our goal is to
understand our clients’ needs and then try to
create a plan to address those needs.
We
continually monitor your portfolio. While we
cannot control financial markets or interest rates,
we keep a watchful eye on them. No one can predict
the future with complete accuracy, so we keep the
lines of communication open with our clients. Our
primary objective is to take the emotions out of
investing for our clients. We can discuss your
specific situation at your next review meeting or
you can call to schedule an appointment. As always,
we appreciate the opportunity to assist you in
addressing your financial matters.

Schwartz Financial 2015 Client Advocate Program
This year, our goal is to offer our services to several other clients like yourself. We would be honored
if you would:



Suggest a friend to receive our mailings
Share this newsletter with a friend or colleague




Bring a guest to one of our workshops
Share the news of our complimentary
consultations

Those clients who do any of the above will be entered into our Client Advocate Program which
includes our sincere gratitude and a special event this fall.
If you are currently not a client of Schwartz Financial, we would like to offer you a complimentary,
one-hour, consultation with one of our professionals. Please call, 215.886.2122.
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