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The fear of inflation con-
tinues to cause most peo-
ple to worry. A visit to the 
gas station or grocery 
store only fuels that 
worry. Five-dollar-per-
gallon gasoline and $4-
per-gallon milk aren’t 
things we like to consider 
as consumers or investors. 

 

We don’t view inflation as 
a major concern right 
now. In fact, it is helpful 
to distinguish between 
“headline inflation” and 
“core inflation”. The for-
mer includes the volatile 
food and energy prices, 
while the latter incorpo-
rates price changes for 
virtually everything else. 

 

The U.S. Federal Reserve 
(The Fed) looks at infla-
tion from a vastly differ-
ent perspective than most 
consumers. It tends to put 
less weight on more vola-
tile goods such as food 
and energy in its calcula-
tions, and instead focuses 
on longer-term inflation 
indicators, which cur-
rently remain benign. 

 

Central Bankers (The 
Fed) do worry about high 
prices for volatile goods 
such as commodities feed-
ing into overall consumer 
prices (remember the 
1970’s?). However, with 
today’s high unemploy-

ment and lower than ca-
pacity manufacturing, 
such an outcome is 
unlikely. Out of work peo-
ple or those concerned 
about losing their homes 
don’t spend money at the 
rate needed to fuel infla-
tion. 

 

Until unemployment dra-
matically improves and 
consumer spending in-
creases, inflation remains 
simply a fear. 
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Ask Jim 

• Do higher 

dividend yields 

represent a better 

value? 

Income is important to consider when choosing 
an investment. Especially important for inves-
tors approaching retirement, income can add 
meaningfully to one’s total return, which com-
prises income and price return (capital apprecia-
tion). Investors can pursue income returns in 
many ways including bonds, real estate invest-
ment trusts, and stocks. 
 
Stock income is typically paid in the form of a 
monthly, quarterly, annual, or special cash divi-
dend, which can be used to finance current con-
sumption or to reinvest. Dividends are typically 
expressed in terms of yield. Like an interest 
rate, yield is represented as a percentage rate 
and is calculated by taking the annual cash divi-
dend divided by a stock’s current price. For 
example, a stock trading at $20 with a future 
annual cash dividend of $1 would have a divi-
dend yield of 5%. 
 
Keep in mind, though, that there is no guarantee 
a dividend will be paid, even if a certain com-
pany has a consistent dividend-paying track 
record. A company can increase, decrease, and 
even eliminate dividends altogether, depending 
on its financial situation. Furthermore, if a divi-
dend is declared, the company has to pay divi-
dends for preferred shares first, before any com-
mon share dividends can be paid. 
 
Although stocks can be a source of income re-
turn, not all stocks are created equal in this re-
gard. Some companies distribute significantly 
more of their profits in the form of dividends 
than others, and some don’t distribute dividends 
at all. The following image demonstrates this 
point. Historically, dividend-earning stocks—
represented by Morningstar’s Dividend Com-
posite Index—have had compound annual re-
turns of 6.9%, while large stocks have had com-
pound annual returns of 5.0%. Additionally, 
higher-yielding companies—represented by 
Morningstar’s Dividend Leaders Index—have 
outperformed large stocks: Dividend Leaders 
Index components had a compound annual re-
turn of 9.0% compared with 5.0% for large 
stocks during the period studied. For investors 
looking both for income and total returns, divi-
dend paying stocks can be a reasonable place to 
invest. 

 
Although higher-yielding stocks have demon-
strated an ability to outperform large stocks, all 
that glitters is not gold. Dividends are paid at a 
company’s discretion, and exceptionally high 
yields can indicate a potential dividend cut. For 
example, had investors been lured to many 
high-yielding bank stocks in late 2008, they 
would have been sorely disappointed when 
many banks subsequently cut their dividends as 
profitability declined during the credit crisis. 
When looking at dividend-paying stocks, inves-
tors should focus on reasonable dividend yields 
with companies that have the earnings power to 
increase their dividend distributions over time. 
Many large companies with recognizable brand 
names have demonstrated an ability to offer 
this slow and steady income distribution to 
shareholders. 

Dividends and Total Return 
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Be Sure To:  

• Understand how 

your benefits 

work and the 

options you may 

have when you 

separate from 

service or retire. 

When the time comes to sign up for next year's 
company benefits, it is important that you take the 
time to review all your options and maximize your 
alternatives. While this is usually no easy task, be 
sure to read these over and ask the pertinent ques-
tions. 
 
Don't assume you know all the details of your 
health-insurance package. It is extremely impor-
tant that you fully understand your health insur-
ance plan and your plan choices. What is your 
deductible? What is your out-of-pocket maxi-
mum? Do you have a co-pay and how much is it? 
What types of services (preventative/routine) are 
covered? Be sure to examine your prescription 
drug coverage while you are at it. Does your com-
pany provide dental and vision benefits as well? 
All of this information and much more can be 
obtained from your company's human resources 
department. The HR representatives are also there 
to help you with questions that arise while brows-
ing through your benefits booklet. Don't leave any 
"free" retirement match money on the table. Hav-
ing a good retirement plan is usually considered 
the second most important benefit. By allowing 
your savings to grow tax-deferred for many years, 
this can pay off huge at retirement. An ideal retire-
ment plan will offer a company match, great in-
vestment choices in a number of different asset 
classes, low expenses, and a strong advice pro-
gram to help you make the best choices. If your 
employer will match all or part of your contribu-
tion, it is imperative that you take advantage of it, 
if at all possible. Why would you want to leave 
free money on the table? If your budget is tight 
right now, at least contribute some percentage of 
your salary. Each year, increase your contribution 
by at least 1% until you're setting aside the maxi-
mum allowed. 
 
If you are lucky enough to also have a pension 
plan in addition to your 401(k) or other retirement 
savings plan, learn exactly how the company will 
calculate your benefits. It's usually based on a 
formula that factors in years of service and aver-
age pay when you retire. Consider disability insur-
ance. Being out of work for an extended period of 
time can have a devastating financial impact on 
your family. The good news is that many employ-
ers offer disability insurance. And if you buy this 
insurance through your employer, you’ll usually 

pay less than if you purchased it on your own. 
The bad news is that only a small percentage of 
employees sign up for long-term disability cover-
age. You may think nothing will ever happen to 
you, but you'd be surprised how often people need 
to take advantage of this benefit. Short-term dis-
ability typically covers benefits for one year or 
less. Many times your employer will automati-
cally cover any short-term disability. Long-term 
coverage typically replaces 50% to 70% of your 
former salary, and is not an automatic benefit for 
every employee.  
 
Don't leave your family unprotected without life 
insurance. Not everyone needs life insurance. If 
you're single and have no dependents, you might 
be able to skip this benefit. But if you have a 
spouse and/or children, you'll need to consider 
how much insurance is enough. Term-life insur-
ance is by far the most common form of com-
pany-offered life insurance. This type of policy 
pays the beneficiary a predetermined amount of 
money. Term-life insurance just covers the ba-
sics—it doesn't offer the ability to build up cash 
savings the way whole-life policies do. If you 
don’t currently have a policy outside of the one 
offered through your employer, investigate how 
much the premiums would cost you.  
 
Other benefits to investigate: If you're lucky, your 
employer might offer other options. These include 
flexible-spending accounts, stock options, stock-
purchase plans, employee stock-ownership plans, 
and more. Choose wisely. 
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A socially responsible or socially conscious 

mutual fund seeks to maximize returns by 

only investing in companies that adhere to 

strict ethical and moral standards. For ex-

ample, some socially responsible funds 

make investment decisions based on envi-

ronmental responsibility. Among these, 

alternative-energy funds primarily invest in 

companies whose main business is energy 

coming from sources that do not pollute 

and do not deplete natural resources. 

Other socially conscious funds concentrate 

on human rights by refusing to profit from 

unethical business practices such as child 

labor, exploitation, discrimination, or un-

healthy workplace conditions. Another 

category includes funds that invest based 

on religious principles. 

 

• You can do well 

financially and 

support your 

values. 

Generally, all socially responsible funds 
refuse to invest in firms that manufacture 
or distribute weapons or are involved in 
the defense industry. They also avoid 
companies involved in promoting alco-
hol, tobacco, or gambling. Investors inter-
ested in such funds should examine the 
fund’s prospectus to determine the man-
ager’s exact philosophy, and whether the 
manager’s definition of “socially responsi-
ble” is in line with their own. Keep in 
mind that although a mutual fund might 
categorize itself as socially responsible, 
this does not guarantee attractive returns. 

 

Mutual funds are sold by prospectus, 
which can be obtained from your finan-
cial professional or the company, and 
which contains complete information, 
including investment objectives, risks, 
charges, expenses and other information 
about the investment company. Investors 
should read the prospectus carefully be-
fore investing or sending money. Past per-
formance is no guarantee of future re-
sults. The investment return and princi-
pal value of mutual funds will fluctuate 
and shares, when sold, may be worth 
more or less than their original cost. 
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