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2014 MARKET REVIEW AND DISCUSSION
It was a positive year for U.S. equity markets despite two clear periods of market declines in late January/early February and 
again in October. The S&P 500 Large Cap index was the asset class leader with a 12.3% return on the year, S&P 400 Mid Cap 
index turned in an 8.3% increase and S&P 600 Small Caps recovered from the October decline to post a 5.7% annual gain. We 
believe it is important to recall that in 2013, Small Caps led all market caps with a +35% return and large caps had the smallest 
gain at +25%. While 2014 was less robust in returns, the reality is no one knows on January 1st what will be the closing data 
on December 31st. The solution is to have those assets which are allocated to equities ALWAYS invested and diversified in all 
market capitalization segments. We ensure with this approach that what performs the best will be part of your portfolio. 

Internationally, it was a much different picture. Economic 
slowdown in China to a mere +7% hampered emerging 
market economies along with the incessant sluggish economy 
in the Eurozone. This led to an overall negative year for both 
the Developed International EAFE index and Emerging Market 
index. We do not see this changing in at least the first half 
of 2015 because China is going to be entering a period of 
economic consolidation, dealing with some internal banking 
and financial issues. It will continue to expand but at a slower 
rate than the past few years. The impact will be on resources 
and the slowdown in demand from the voracious appetite of 
recent years. It will reverberate throughout other commodity 
markets. In addition, the strength of the U.S. dollar in 2014 
had a negative price impact on international developed and 
emerging markets.

The biggest story of the latter half of 2014 was the 
significant drop in the price of a barrel of crude oil (both West 
Texas Intermediate and Brent). This has several impacts for 
2015. First, for domestic U.S. households and non-direct 
energy businesses, it is an unambiguous benefit. The cost 
of gasoline, heating oil, natural gas and associated products 
(jet fuel for example) are all acting as a significant boost to 

the economy by freeing up income for discretionary spending 
and/or investment. Second, our analysis of the current 
situation leads us to believe this is almost all a supply driven 
event and not a demand one (which would signal possible 
recession). The supply issue comes from multiple sources: 
U.S. domestic supply production has reached over 9 million 
barrels per day and will continue for at least the first 6 months 
of 2015. It takes time for firms in exploration and development 
to see that translate to wells not drilled. Saudi Arabia has 
clearly signaled to other OPEC members it is unwilling to be 
the swing producer and cut production without coordinated 
cuts by all the other members. This is a classic problem for 
cartels and why they try to act like monopolies but can’t due 
to inherent tension: “I want you to cut production which gives 
me incentive to cheat on my quota and reap the benefits 
of your lowered output”. Lastly, the drop in the price per 
barrel economically hurts the worst regimes in the world—
specifically: Iran, Venezuela and Russia—all of whom need 
the price to approach $100/barrel to make their budgets work 
(it is reported Venezuela needs close to $130/barrel). This is 
easier and cheaper than sanctions and directly threatens the 
dictators’ stranglehold on power. 
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LIFE INSURANCE AS PART OF 
YOUR FINANCIAL PLAN
We thought it timely to cover 
Praetorian Guard’s perspective on life 
insurance as part of a well-designed 
financial plan. As we do NOT sell any 
insurance products we do not have 
a “dog in this fight”—our interest is in 
what is best for our client families and 
how life insurance should be part of 
the Risk Management component of 
an overall financial plan.
There are really three main questions 
one must ask: (1) Do I need life 
insurance? (2) If so, how much life 
insurance do I need? (3) What type of 
policy should I buy? These questions 
should be addressed in order. 
However, many financial advisors 
want to put the “cart before the horse” 
and focus first on the type of product 
they wish to sell you. This method 
often results in overly expensive life 
insurance products that may provide 
inadequate coverage.

When assessing the need for life 
insurance, a good starting point is 
to ask: “What is the risk that needs 
to be insured against?” Those are 
different for personal/family situations 
vs. business situations. Let’s discuss 
the family situation first. It is important 
to remember the purpose of life 
insurance is to either replace income 
of a family member who passes 
or to pay for child care should the 
primary caregiver in the household 
pass. You may have little or no 
need for insurance if you are in your 
retirement years and other aspects 
of your financial plan have been 
accomplished. If you are no longer 
working, your children are adults, 
and you have significant investment 
assets, then life insurance may not 
be necessary to ensure your family’s 
standard of living should something 
happen to you. 

Let’s assume you are in your prime 
earning years, your children are still 
in school, you have a significant 

mortgage, and your investment 
assets are not yet where you envision. 
Life insurance is critical in this case 
because an untimely death (with 
inadequate or no life insurance in 
place) would most certainly result 
in your family having a significant 
decrease in their standard of living. 
How much life insurance you need 
can only be determined by looking 
at future spending requirements and 
analyzing what lump sum properly 
invested now would cover those 
future requirements. After determining 
the amount of life insurance needed, 
then you can determine when (over 
time) that insurance requirement is 
greatly reduced or goes away entirely. 
This determination will assist you in 
choosing the type of policy that meets 
your specific needs. 

For a closely held business 
situation, life insurance can provide 
the funding mechanism that ensures 
the business succession plan will 
actually work. Key Man policy (as it 
is called) provides a capital injection 
at the premature passing of a critical 
team member/owner. Life insurance 
can serve as the funding mechanism 
for a Buy-Sell agreement to purchase 
the deceased partner’s ownership 
stake and maintain control of the 
business for the remaining partners 
while providing liquidity to the 
surviving family members.

In closing, don’t think of life 
insurance as an investment to achieve 
a specific rate of return. The best rate 
of return you can make on insurance 
is to pay the first premium and die the 
next day! Obviously, that is not the 
goal—the goal is to protect surviving 
family members’ standard of living 
should the unthinkable happen.  
This is why life insurance is a critical 
part of the financial plan both 
personally and for many business/
partnership situations. 

President’s  
Commentary

The start of the New Year 
brings fresh worries and greater 
opportunities. Worries abound 
domestically as we have a new 
Congress and wait to see if the 
President can work with them 
in very unfamiliar terrain. The 
security situation in the world 
appears challenging at best—
attacks in Australia and France 
(and others yet to be launched) 
test our mettle as freedom loving 
people. Economically, wages and 
incomes are not growing much, 
but the drop in energy costs acts 
as a much needed stimulus. The 
hand wringing on the Fed rate 
increases will begin in March of 
this year.

On the positive side, job growth 
continues to be the best in many 
years, businesses benefit from 
cheaper input costs and earnings 
continue to grow albeit slower 
than a few years ago. We will 
continue to see expansion in the 
United States’ economy and we 
expect it to finally move above 
3% GDP growth for a sustained 
period.

The market start to 2015 has 
been volatile (see article on page 
4) and will likely continue—it’s a 
return to more normal volatility 
and no need to panic. 
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S&P 500 INDEX VOLATILITY: 1% DAYS (1950 TO PRESENT) 

Closing Thought
Good judgment comes from experience, and 
experience comes from bad judgment.   

—Barry LePatner

Recent research by Crestmont Research on the S&P 500 volatility over the last six 
decades is useful as we enter what appears to be a period of greater volatility: it’s 
not—rather we have been experiencing a period of lower volatility over the last 3 years 
and markets are reverting to the long-term trend. Using a ± 1% daily change as the 
benchmark, we should expect one day per trading week to show this kind of result. 

MARKET VOLATILITY IN PERSPECTIVE

© Behavior Gap

The above graph demonstrates two critical points for long-term investors: first, you 
have gone through periods of high volatility in the past and survived. It is not a reason 
to panic (although your neighbors may), but rather a time to realize we’ve handled 
this before and gotten through it. Second, it is important to recognize this graph 
reflects up 1% days AND down 1% days—the net effect is likely less as some days 
cancel each other out within the same week or month.

Avoiding the 
Big Mistake
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STOCK MARKET: DAYS PER MONTH WITH >+/-1% CHANGES 
(six-month rolling avg. of 1%+ moves in S&P500 index: 1951-Dec. 31, 2014)

Praetorian Guard is a division of Praetorian 
Wealth Management, Inc.  
© 2015 Praetorian Wealth Management, Inc.
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