
  The recent market 

volatility has investors 
questioning, “Are 
stocks still a good in-
vestment?” It’s a good 

question, and one way 
to address this issue is 
to look at the recent 
2007–2009 market 

crash. Investors who 
bailed out of the stock 
market following the 

significant decline and 
moved their money to 
the safety of cash 
would be 

quite disap-
pointed to 
learn that 

the stock 
market, in 
fact, recov-
ered signifi-

cantly. 

 

  The image 
illustrates 
the value of 
a $100,000 

investment 
in the stock 
market at 

the end of 
October 
2007 (when 
the down-

turn began). 
Over the 
next several 
quarters, 

this $100,000 invest-
ment declined signifi-
cantly, and by Febru-

ary 2009 (the trough 
date) was down to 
$49,051, a 51% de-
cline. If an investor 

panicked and exited 
the stock market to 
invest the remainder 

($49,051) in Treasury 
bills (proxy for cash), 
here’s what would 
have happened. The 

bottom graph illus-
trates the growth of 

the $49,051 invest-
ment in both the stock 
market and Treasury 

bills since March 
2009. The difference 
in the ending wealth 
values of the two in-

vestments is consider-
able. If an investor 
remained invested in 

the stock market, the 
ending value of the 
investment would be 
$103,333. If the same 

investor exited the  
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Points of interest: 

• The stock market re-

covered significantly. . 

• Investors may be bet-

ter off sticking with a 
strategic asset-
allocation plan. 

• A trust is a legal entity 

through which you 
transfer your estate to 
a trustee.  

•   The Volatility Index    

(VIX) 
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though higher-quality 
stocks tend to hold up 
better during downturns, 
the opposite tends to be 

true during recoveries. 
Investors may want to 
maintain exposure to 
both types of compa-
nies: high-quality, wide-
moat dividend payers 
and economically sensi-

tive small- and mid-
caps. 4) But there are 
also chicken ways to 
play. You don't need to 
pile on the risk to gener-
ate robust gains in abso-
lute terms. Investors 

who have shorter time 
horizons or are simply 
more comfortable with 
lower-risk stocks can 
reasonably allocate more 
toward such stocks with-
out completely ceding 

their upside potential. 5) 

 .…now a four-year mar-
ket rally, but the lessons 
are still relevant. 1) The 
turning point is not al-

ways obvious. In hind-
sight, it seems like it 
should have been dead 
obvious that stocks were 
cheap four years ago. 
But, because of their 
inability to clearly iden-

tify market bottoms, in-
vestors may be better 
off sticking with a strate-
gic asset-allocation plan. 
2) Don't let past per-
formance control your 
portfolio. To the extent 

that you can, let your 
strategic asset-allocation 
framework be a key 
driver of where you de-
ploy new cash. 3) To 
help maximize participa-
tion, make a little room 

for the risky stuff. Even 

There will be bumps (and 
buying opportunities) along 
the way. The movement has-
n't always been upward since 
the market bottomed. If your 

portfolio is light on stocks at 
the outset of a rally, periodic 
sell-offs may provide oppor-
tunities even at a later time. 

Diversification and asset allo-
cation do not eliminate the 

risk of investment losses. 
Stocks are not guaranteed 
and have been more volatile 
than other asset classes. 
Small stocks are more vola-
tile than large stocks, are 
subject to significant price 

fluctuations and business 
risks, and are thinly traded. 
This should not be consid-
ered financial planning ad-
vice. Please consult a finan-
cial professional for advice 

specific to your individual 
circumstances.  
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MARKET  VOLATILITY  

F IVE  LESSONS  FROM  THE  
THREE -YEAR  MARKET  RALLY  

The turning point is not 

always obvious . 

(Continued from page 1) 

 

market at the bottom 
to invest in Treasury 
bills, the ending value 

of the investment 
would be only 
$49,201. While exiting 
the market during a 

downward spiral may 
mean avoiding down 
days, it also means 

missing days when the 
market bounces back. 
While all recoveries 
may not yield the 

same results, inves-
tors may be well ad-
vised to stick with a 

long-term approach to 
investing. 

  The beginning in-
vestment time period 

of October 2007 was 
chosen to illustrate 
two concepts:  

 

• investing right be-

fore a significant 
market downturn 

and  

• the contrast be-

tween exiting the 

stock market and 
staying invested 
during a recovery. 
The exact timeline 

of the downturn-
recovery is as fol-
lows: October 

2007 (peak before 

the downturn), 
February 2009 

(trough), March 
2012 (recovery). 

 

 

Past performance is no 
guarantee of future results. 
Returns and principal in-
vested in stocks are not 
guaranteed. Treasury bills 
are guaranteed by the full 
faith and credit of the 
United States government 
as to the timely payment of 
principal and interest. 
Stocks are not guaranteed 
and have been more volatile 
than bonds or cash. Holding 
a portfolio of securities for 
the long term does not en-
sure a profitable outcome 
and investing in securities 
always involves risk of loss. 

Remember  to  

Fall Back 

Change your clocks 

November 3rd 
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  Investors make signifi-
cant efforts to maintain 
a disciplined saving ap-
proach throughout their 
lives in order to meet 

long-term financial goals 
such as retirement, sav-
ing for children’s educa-
tion, or passing an es-
tate to grandchildren. 
Thinking about what will 
happen when you are no 

longer here is not pleas-
ant; it is important, how-
ever, to plan how you 
and your spouse will 
pass your assets to your 
family. 

  The most important 
issue that arises in es-
tate planning concerns 
estate taxes, which can 
be very high indeed. 
When a spouse dies, the 

tax law stipulates that 
an unlimited amount of 
property and money can 
pass to the surviving 
spouse free of federal 
estate taxes. However, 
when an estate is passed 

on to children or family 
members other than a 
spouse, federal estate 
taxes have to be paid on 
amounts exceeding 
$5.25 million for indi-
viduals or $10.5 million 

for couples (American 
Taxpayer Relief Act, en-
acted in January of 
2013). The balance is 
subject to a 40% tax 
rate. For individuals or 

couples with estates ex-
ceeding these limits, one 
option is to establish a 
trust. 

  A trust is a legal entity 
through which you trans-

fer control (not owner-
ship) of your estate to a 
trustee (this is usually 
an institution or a corpo-
rate entity, such as a 
bank). The term “estate” 

generally refers to your 
assets—everything you 
own (or have certain 
interests in), such as 
real estate property, 

cash, securities, insur-
ance, retirement plans, 
and business interests. 

  Let’s assume that Mr. 
and Mrs. Smith have a 
$12 million estate to 

leave to their children. 
Without a trust, if Mr. 
Smith passes away and 
leaves everything to his 
wife, she will not have to 
pay any taxes. However, 
when she passes away 

and leaves the $12 mil-
lion to her children, they 
will have to pay federal 
taxes on $1.5 million. 
With a 40% tax rate, 
this can mean as much 

as $600,000 paid in 
taxes. 

  If Mr. Smith establishes 
a trust before he dies, 
however, the situation is 
different. Suppose Mr. 

Smith, in his will, estab-
lishes a $12 million trust 
with his wife as the 
beneficiary. This means 
that Mrs. Smith is able 
to receive income from 

the trust for the remain-
der of her life and even 
retrieve an amount of 
the principal, if neces-
sary. When Mrs. Smith 
passes away, the bal-
ance of the trust would 

be passed to the chil-
dren, and—here is the 
most interesting part—
since the trust is not 
considered part of Mrs. 
Smith’s estate, it es-
capes (or bypasses) fed-

eral estate taxes. This is 
why such trusts are usu-
ally called “bypass 
trusts.” By establishing 
the trust, Mr. and Mrs. 
Smith are able to pass to 

their children $600,000 
that would otherwise 
have been paid in taxes. 

  Also, the marital de-

duction can now apply to 
same-sex couples after 
U.S. Supreme Court’s 
2013 decision in United 
States v. Windsor. 

  Of course, there is al-

ways the possibility that 
tax laws will change. In 
2001, President George 
W. Bush signed the Eco-
nomic Growth and Tax 
Relief Reconciliation Act, 

a decade-long tax act 
that was set to expire at 
the end of 2012. How-
ever, on January 2, 
2013, President Obama 
signed the American 
Taxpayer Relief Act that 

maintained most of the 
“Bush-era” estate tax 
provisions. As a result, 
the estate-tax-exempt 
amounts were kept at 
the 2011 level ($5 mil-
lion) and will be adjusted 

for inflation each year. 
The estate tax rate, 
however, was increased 
from 35% to 40%. 

  All this tax and legal 

jargon can be confusing 
and intimidating, but it is 
important to learn about 
which laws apply to you 
and what will happen to 
your estate in the event 
of your death. It is 

highly recommended 
that you consult a finan-
cial or legal professional 
to discuss your options 
and see if establishing a 
trust might be the right 

move for you. 

 
The information contained herein 

should not be viewed as Morningstar 

providing investment, tax, or legal 

advice. Please contact your financial 
professional regarding such services. 
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TO  TRUST  OR  NOT  TO  TRUST  

Plan on how your assets 

pass to your family. 

 

MPM Welcomes 

 

Jeanette 

Gammon  
 

to MPM 
 

Jeannette joined us in 

June and provides  

support to our  

Operations Team.   



time high of $80. Concerns regard-

ing a potential double dip reces-
sion in 2010 and 2011 also caused 

the VIX to rise. When times were 

good and the market grew compla-

cent, the VIX was not as volatile. 

Instances of this can be seen 

throughout the 1990s, as well as 

during the period leading up to the 

global financial crisis from 2003–

2007.  
 

It’s one thing to be afraid of what’s 

happening next in a stable market, 

but it’s a completely different story 

Fear is a basic emotion that all hu-

man beings experience when feeling 
threatened or uncertain. An investor 

can also experience fear in the stock 

market.  

Fear in the market can be measured 

by the Volatility Index (VIX), also 

commonly known as the “fear in-

dex.” The VIX measures the uncer-

tainty that investors feel about 

short-term market prospects. A 

period of high fear is characterized 

by higher uncertainty, higher volatil-
ity (stock prices swinging widely), 

and a higher VIX reading. On the 

other hand, a lower VIX read-

ing occurs during less stress-

ful periods because of lower 

uncertainty and lower volatil-

ity.  
 

The image highlights the daily 

closing price of the VIX over 
the last 15 years. When there 

were sudden downturns that 

resulted in steep declines in 

the market, the VIX spiked 

sharply to reflect the uncer-

tainties in the market. Exam-

ples can be seen during the 

Russian financial crisis in 

1998, the 9/11 attack in 
2001, and the dot-com bub-

ble in 2002. More recently, 

the global financial crisis saw 

the S&P 500 decline by 

16.8% in October 2008, caus-

ing the VIX to spike to an all-

when you’ve just seen your 

portfolio shed 40% of its value 
and wonder what’s next. Inves-

tors understand that fundamen-

tals advocate investing for the 

long haul, and avoiding market-

timing pitfalls in the short-term. 

Yet they can’t help but be afraid, 

thinking about what would hap-

pen if they lost another 10% of 

their savings over the next 
month, next quarter, or next 

year. What if markets never 

recover and they never see that 

money again? 
 

Investors who are faced 

with situations where they 

are fearful of market per-

formance in the near future 

should take a step back and 
avoid making irrational 

investment decisions that 

may adversely impact their 

financial goals. Similarly, 

during calmer times, inves-

tors should not be lulled 

into a false sense of secu-

rity and expect markets to 

only continue to rise for-
ever. And for those inves-

tors saving for retirement, it 

is important to remember 

that short-term fear and 

volatility should not impact 

their decisions for the long 

term. 

MEASURING  FEAR  IN  THE  MARKETS   
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