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With President Obama's time in office coming to a close, here's 
the result of an investigation into the relationship between the 
composition of the legislative and executive branches of the U.S. 
government and market performance. The 'unified' situation refers 
to years when the Senate, the House of Representatives, and the 
White House were all controlled by the same party. The 'partially 
divided' situation represents years when the House and Senate 
were controlled by the same party, but the White House was held 
by a different party. The 'completely divided' situation uses data 
from years in which the two houses of Congress were divided. 
Both the S&P 500 and the diversified portfolio (60% stock/40% 
bond) averaged the highest returns during unified years, lower 
returns during partially divided years, and the lowest under 
completely divided years. 

Source: Morningstar Direct, Morningstar calculations. Past performance is 
no guarantee of future results. This is for illustrative purposes only and not 
indicative of any investment. An investment cannot be made directly in an 
index. Diversification does not eliminate the risk of experiencing investment 
losses. Government bonds are guaranteed by the full faith and credit of the 
United States government as to the timely payment of principal and interest, 
while stocks are not guaranteed and have been more volatile than bonds. 
The time period examined is 1926–2015, and the returns are average 
annual returns. 

Stocks are represented by the Ibbotson SBBI Large Company Stock Index. 
Bonds—Ibbotson SBBI U.S. Intermediate-Term Government Bond Index.  
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Is it too early to start planning for retirement in your 20s? The 
answer is no. As life expectancy continues to increase, planning 
early can ensure a comfortable retirement. While planning for 
retirement at this age may be the last thing on your mind, the earlier 
you start the better chance you have of achieving your retirement 
goal. An early start also allows more time for your investment to 
grow through compound interest. In addition to starting early, here 
are some steps you should consider when planning for retirement 
in your 20s and early 30s. 

 

Maximize your employer match: Young investors should consider 
maximizing their employer 401(k) match, since failure to take 
advantage of this benefit means missing out on free money. 
Typically, employers match 50 cents per dollar invested by an 
employee, up to a predetermined maximum contribution 
percentage. If your employer provides this, make sure to put 
enough money in your 401(k) plan to maximize your employer 
match. 

 

Consider a Roth investment: Much like a company-sponsored 
retirement plan, traditional IRAs are a common investment vehicle. 
Traditional IRA contributions are not taxed, but withdrawals are 
taxed. A Roth IRA or Roth 401(k) gives you the option of taxing your 
contribution up front at the time of investment while the account 
grows in value tax-free thereafter. This means that withdrawals 
during retirement are not subject to income tax, provided you are at 
least 59 1/2 and the account is held for five years or more. This is 
a great way for younger investors to take advantage of lower tax 
rates, especially if they expect to be in a higher tax bracket closer 
to retirement. 

 

Manage your risk: One mistake young investors make is selecting 
a less-than-optimal stock/bond allocation based on their age. 
Typically, investors in their 20s or 30s are best advised to select a 
stock-heavy portfolio with a minimal allocation to bonds. For 

investors who feel less comfortable with selecting their own 
investments, target-date funds can serve as a convenient 
alternative. Target-date funds start out with heavier allocations to 
stocks and become more income-oriented depending on the 
participant's age. If you are in your 20s or 30s, it might make sense 
to choose an aggressive portfolio allocation and limit your 
investment in bonds. 

 

Avoid market-timing: A look back in time suggests that some of the 
biggest gains in the stock market have followed periods of poor 
market returns. Investors can make the mistake of timing the 
market by pulling out of their investments during market losses and 
buying back when the market has rebounded. Investors who 
attempt to time the market run the risk of missing periods of 
exceptional returns. With time on your side, it is best to adopt a 
long-term approach to investing.  

 

Keep in mind that you should first determine how much money you 
may need in retirement as well as determine your annual expenses 
such as living, healthcare, and miscellaneous spending before 
considering the options outlined above. It is always a good practice 
to track your spending in addition to identifying your savings and 
investments. 

 

This is for informational purposes only and should not be considered tax or 
financial planning advice. 

401(k) and IRA plans are long-term retirement-savings vehicles. Funds 
grow tax-deferred. Withdrawal of pretax contributions and/or earnings will 
be subject to ordinary income tax and, if taken prior to age 59 1/2, may be 
subject to a 10% federal tax penalty. Direct contributions to a Roth IRA are 
not tax-deductible but may be withdrawn free of tax at any time. Earnings 
may be withdrawn tax and penalty free after a five-year holding period if the 
age of 59 1/2 (or other qualifying condition) is met. Otherwise, a 10% federal 
tax penalty may apply. Please consult with a financial or tax professional for 
advice specific to your situation. 
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The past several years have brought a negative convergence for 
emergency-fund investors. On the one hand, the financial crisis 
underscored the importance of building a cash cushion to cover 
your costs in case of job loss or big, scary, unanticipated expenses 
such as medical bills or home repairs. At the same time, available 
yields on emergency-fund-appropriate investments have shriveled 
to next to nothing. 

 

Investors might be tempted to skinny down their emergency funds 
to the bare minimums or to forgo them altogether, relying on other 
sources of emergency funding, such as 401(k) loans or home-
equity lines of credit, as their fallback plans. Alternatively, they 
might be inclined to venture into higher-returning securities with 
higher risks to match, such as bond funds, bank-loan funds, or even 
high-quality dividend-paying stocks. 

 

Even as you will doubtless give your long-term portfolio more of 
your time, it's still worthwhile to give due attention to your 
emergency-fund portfolio, both in terms of its size and its contents. 
Here are some tips for putting it together. 

 

Tip 1: Shop around for the best safe yield you can find.  

Even as it might be tempting to venture out on the risk spectrum in 
search of a better return on your emergency-fund money, that's not 
a great idea. The yields on good-quality short-term bond funds are 
no higher than (and in some cases even lower than) what you can 
earn on a high-yield online savings account today. Add in the fact 
that bond-fund investors will have to contend with at least a little bit 
of price volatility and the case for sticking with true cash instruments 
is even clearer. To pick up an appreciably higher potential return 
than you can earn on your cash, whether with bond funds, bank-
loan investments, or (gulp) stocks, you'd need to be willing to risk 
that your emergency-fund money might be in a trough at the very 
time that you need to tap it. 

 

Tip 2: Right-size it.  

In addition to thinking about what will go into your emergency fund, 
it's also valuable to make sure that you're staking no more or no 
less in your emergency fund than is necessary. Three to six months' 
worth of absolutely essential living expenses (mortgage or rent, 
taxes, utilities, and so forth) is a reasonable starting point when 
setting your emergency-fund amount. But think of it as just that: a 
starting point. From there, you'll want to customize your 
emergency-fund amount based on your own situation. The basic 
question is this: How much time would you need to replace your job 
if you lost yours? The key swing factors that should affect your 
decision are how flexible you are in terms of your career choices 
and lifestyle. 

 

Consider holding a larger emergency fund (six months' to a year's 
worth of living expenses or more) if you: 

• Have a high-paying job. 
• Hold a position in a highly specialized field. 
• Are self-employed. 
• Work on a freelance/contract basis. 
• Have dependents. 
• Have a nonearning spouse. 
• Have high fixed expenses, such as a mortgage, auto 

loans, and tuition bills. 

 On the flip side, you may be able to get by with a smaller 
emergency fund if you: 

• Have a good degree of career flexibility because you are 
in a lower-paying position and/or haven't yet developed a 
specialized career path. 

• Have other sources of income that could help defray a 
large share of household expenses, such as a spouse with 
an income. 

• Have a great degree of lifestyle flexibility (for example, you 
would be willing to relocate or get a roommate). 

Tip 3: Consider building a two-part emergency fund. 

If you've decided to be conservative and build a large emergency 
fund (and that's a good strategy for people with higher-paying jobs 
and high fixed costs), you might consider splitting it into two pieces. 
For example, you might park three to six months' worth of living 
expenses in a traditional emergency-fund parking place (or a 
combination of them): your checking and savings account, a CD, 
money market account, or money market mutual fund. 

 

To help address the fact that those truly safe investments are 
yielding next to nothing, you could then put another six or more 
months' worth of expenses (or more) in a vehicle that would deliver 
a slightly higher yield in exchange for modest fluctuations in 
principal value. A short-term bond fund would be appropriate for 
this role. If you're in a higher tax bracket, consider a high-quality 
short-term municipal fund. 

 

Tip 4: Multitask through a Roth. 

What if you're trying to build an emergency fund while saving for 
retirement at the same time? If that's you, you can consider building 
at least part of your emergency fund in a Roth IRA. This can be a 
viable option because the Roth, unlike a Traditional IRA or 401(k), 
enables you to withdraw your contributions at any time and for any 
reason prior to age 59 1/2. Under a best-case scenario, the assets 
in your Roth would increase until you began withdrawing them in 
retirement. But if you lost your job, you could withdraw your Roth 
contributions if you needed the money to cover living expenses. 

 

The key drawback to this approach is that, ideally, you'd hold any 
assets you have earmarked for your emergency fund in something 
safe, such as a money market fund or CD. (See above.) But those 
safe investments have very low long-term return potential, making 
them inappropriate if your goal is long-term growth for retirement. 

 

5 Tips for Your Emergency-
Fund Portfolio 
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Tip 5: Line up additional safety nets. 

The low-yield environment has prompted some investors to forgo 
an emergency fund altogether and turn to other sources of 
emergency cash, such as 401(k) loans or home-equity lines of 
credit. Those avenues shouldn't replace your emergency fund, but 
they can serve as next-line reserves in case your emergency fund 
is depleted and you still have a need for cash.  

 

Roth IRAs, as discussed above, can serve as backup assets. 
Meanwhile, a 401(k) loan will tend to beat other types of borrowing 
because you'll pay interest to yourself rather than a bank when you 
take a 401(k) loan. Thus, tapping these assets is preferable to 
turning to a bank loan or credit card if you find yourself in a financial 
bind. (The key downside, of course, is that you're short-shrifting 
your own retirement savings.) 

 

Obtaining a home-equity line of credit may also make sense for 
homeowners who have built up substantial equity in their 
properties. The key to making this strategy work is to use the 
HELOC only in case of a true financial emergency and after you've 
exhausted other types of funding.  

 

This is for informational purposes only and should not be considered tax or 
financial planning advice. 

401(k) and IRA plans are long-term retirement-savings vehicles. Funds 
grow tax-deferred. Withdrawal of pretax contributions and/or earnings will 
be subject to ordinary income tax and, if taken prior to age 59 1/2, may be 
subject to a 10% federal tax penalty. Direct contributions to a Roth IRA are 
not tax-deductible but may be withdrawn free of tax at any time. Earnings 
may be withdrawn tax and penalty free after a five-year holding period if the 
age of 59 1/2 (or other qualifying condition) is met. Otherwise, a 10% federal 
tax penalty may apply. Please consult with a financial or tax professional for 
advice specific to your situation. 

The investment return and principal value of mutual funds will fluctuate and 
shares, when sold, may be worth more or less than their original cost. 

Mutual funds are sold by prospectus, which can be obtained from your 
financial professional or the company and which contains complete 
information, including investment objectives, risks, charges and expenses.  
Investors should read the prospectus and consider this information carefully 
before investing or sending money. 

An investment in a money market vehicle is not insured or guaranteed by 
the FDIC or any other government agency. The current yield quotation 
reflects the current earnings of the money market more closely than the total 
return quotation. Although money markets seek to preserve the value of 
your investment at $1.00 per share, it is possible to lose money by investing 
in them.

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclosure 

Investment Update is published monthly by OBS Financial. All articles provided by Morningstar Advisors and written by Alina Lamy. Information has been 
obtained from sources believed to be reliable, but its accuracy and completeness, and the opinions based thereon, are not guaranteed and no responsibility 
is assumed for errors and omissions. Nothing in this publication should be deemed as individual investment advice. Consult your personal financial adviser 
and investment prospectus before making an investment decision. Any performance data published herein are not predictive of future performance. Investors 
should always be aware that past performance has not been shown to predict the future. If in doubt about the tax or legal consequences of an investment 
decision it is best to consult a qualified expert. OBS Financial is a Registered Investment Advisor with the Securities and Exchange Commission.  
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