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 Ins ights  & Outlook
Measuring Fear in the Markets

Fear is a basic emotion that all human 
beings experience when feeling 
threatened or uncertain. Fear can be 
caused by many things, from being afraid 
of losing a loved one, to being fearful of 
the ancient Mayan prophecies that predict 
the end of the world.

Interestingly, an investor can also 
experience (and measure) fear in the 
stock market. Fear in the market can be 
measured by the Volatility Index (VIX), 
also commonly known as the “fear
index.” The VIX measures the 
uncertainty that investors feel about 
short-term market prospects. A period of 
high fear is characterized by higher 
uncertainty, higher volatility (stock prices 
swinging widely), and a higher VIX 
reading. On the other hand, a lower VIX 
reading occurs during less stressful 
periods because of lower uncertainty and 
lower volatility.

The chart to the right 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 uncertainties in the market. 
Examples can be seen during the Russian 
financial crisis in 1998, the 9/11 attack in 
2001, and the dot-com bubble in 2002. 
More recently, the global financial crisis 
saw the S&P 500 decline by 16.8% in 
October 2008, causing the VIX to

spike to an all-time high of $80. 
Concerns regarding a potential double 
dip recession in 2010 and 2011 also 
caused the VIX to rise. When times were 
good and the market grew complacent, 
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.

Why is fear so rampant in times of great 
uncertainty? It’s one thing to be afraid of 
what’s happening next in a stable market, 
but it’s a completely different story when 
you’ve just seen your portfolio shed 40% 
of its value and wonder what’s next. 
Investors understand that fundamentals 
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As we are wrapping up our quarterly 
conferences, I'd like to make several 
observations. While the Dow Jones 
Industrial Average, the S&P 500, and the 
NASDAQ Indices set new highs, the 
perception of risk in the equity markets 
appears lower.

As this perception changes, some people 
express more tolerance for risk and 
volatility. To others, this spells caution, 
because of a sense of an increasing fear in 
the markets. I believe this creates a 
wonderful opportunity to revisit your goals, 
expectations, and concerns. I have enjoyed 
meeting with many of you and appreciate 
the chance to discuss your portfolios, and 
talk about where we go from here. 
  
Thank you for your continued confidence 
and allowing our firm to serve you. Enjoy 
the rest of your summer!  

-Lee Snider

The CCM Insights & Outlook Newsletter is 
available 8 times a year to our clients and 
friends. Please contact CCM Insights & 
Outlook Editor Jess DeGabriele, Investment 
Advisor Representative, with your questions, 
comments, and suggestions. Jess can be 
reached at jdegabriele@cardinalcapitalllc.com 
or (765) 289-8888. 

Continued on Page 3
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In the past, retirement planning used to involve two
planning stages: the accumulation of assets, and the
distribution of assets. Nowadays, there may be three
periods to consider: accumulation, transition, and
distribution. “Transition” can be defined as the period
between full employment and full retirement when a
person is working on a reduced or part-time basis.

What are some reasons to consider working a little
longer? Working gives many people a purpose and a
sense of self-worth—two benefits that can be more
valuable than money in some cases. Working just a
few extra years also prolongs the start of the
distribution period and enables you to accumulate
more savings. This becomes especially important when
you consider that life expectancies are rising and you
may need to fund a longer retirement than your
grandparents, or even parents, did. Continuing to
work in the transition years can also provide one
additional advantage—it might enable you to receive
medical benefits of higher quality than what you

would receive as a retiree from your job or from
Medicare. This strategy can go a long way in reducing
the impact on your portfolio of unforeseen medical
bills in early or mid retirement.

Caveat: While we have explored the positives of
continuing to work in the transition years, you also
need to consider the negatives. One negative is the
impact on Social Security benefits. If you decide to
start receiving Social Security benefits at age 62, you
will be penalized with a reduction in those benefits for
any income you receive from working until you reach
full retirement age. In addition, Social Security
benefits are taxed if you make more than a certain
amount each year from earned and investment sources.
It may be best to plan this out with your financial
advisor to make sure you maximize your benefits.

EXPENSES ON THE RISE
When choosing an investment, most investors look 
for attractive performance. What they often fail to 
investigate, however, is how much this performance is 
going to cost them in the long run. For example, for 
mutual funds, the expense ratio is the percentage of 
fund assets paid for operating expenses and 
management fees, including 12b-1 fees, administrative 
fees, and all other asset-based costs incurred by the
fund. This cost is passed over to you, the investor.

Expense ratios vary widely among funds, and they 
have generally been increasing over time.  Advocates 
of funds with higher fees argue that they are justifiable 
by the fund managers’ expertise that results in higher 
returns. However, this may not always be the case.
Careful research is needed for each fund in order to
determine the exact impact of fees on returns.
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MEASURING FEAR
Continued from Page 1 
advocate investing for the long haul, and 
avoiding market-timing pitfalls in the 
shortterm. Yet they can’t help but be 
afraid, thinking about what would happen 
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 
performance 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, investors 
should not be lulled into a false sense of
security and expect markets to only 
continue to rise forever. And for those 
investors saving for retirement, it is 
important to remember that short-term 
fear and volatility should not impact their 
decisions for the long term.

Although exchange-traded funds, 
commonly known as ETFs, have existed 
for almost two decades, they’ve only 
recently caught on with investors. The 
ETF market has evolved, and investors 
now have hundreds of ETFs from which 
to choose. Here are three commonly 
asked questions to consider when adding
ETFs to a portfolio.

Q: What is the difference between the 
ETF market price and net asset value 
(NAV), and why do ETFs trade at a 
premium or discount?

A: An ETF’s NAV is the value of all the 
fund’s assets divided by the total number 
of shares. This calculation is done at the 
close of each trading day and can be
affected by changes in the market value 
of the underlying securities. The market 
price is the price at which the ETF is 
trading on the exchange, which can
be affected by supply and demand. 
During times when demand for an ETF 
exceeds supply, the market price of the 
ETF is higher than its NAV and the ETF 
is said to trade at a premium; when 
supply exceeds demand, the market price 
of the ETF is lower than its NAV and the 
ETF is said to trade at a discount. ETFs
generally do not trade at persistent large 
premiums or discounts.

Q: What are the tax advantages of ETFs?

A: Taxable capital gains are realized 
when a fund buys and sells securities at a 
profit, which is then passed on to 
investors. When an ETF buys and sells 
(creates and redeems) shares, it is usually 
done in-kind, which means no cash is 
involved, as ETF shares are exchanged 
for an equivalent basket of its underlying
securities instead. This helps the ETF to 
minimize realizing and then passing 
taxable capital gains on to investors.

Q: Is it a good idea to use ETFs in 
retirement accounts?

A: Buying and selling ETFs incurs a 
brokerage fee, along with other potential 
costs. If an investor makes frequent 
contributions, brokerage fees can add up 
and pose a significant drag on long-term 
performance.

Different plan providers will charge 
participants differently. That said, several  
brokerage platforms offer commission-
free trades for certain families of ETFs, 
so check with your plan provider.

Holding an exchange-traded fund does 
not ensure a profitable outcome and all 
investing involves risk, including the loss 
of the entire principal. Since each ETF is 
different, investors should read the 
prospectus and consider this information 
carefully before investing. The 
prospectus can be obtained from your

financial professional or the ETF 
provider and contains complete 
information, including investment
objectives, risks, charges, and expenses. 
ETF risks include, but are not limited to, 
market risk, market trading risk, liquidity 
risk, imperfect benchmark correlation, 
leverage, and any other risk associated
with the underlying securities. There is 
no guarantee that any fund will achieve 
its investment objective. In addition to 
ETF expenses, brokerage costs apply. 
Fees are charged regardless of 
profitability and may result in depletion 
of assets.

The market price of ETFs traded on the 
secondary market is subject to the forces 
of supply and demand and thus 
independent of the NAV. This can result 
in the market price trading at a premium 
or discount to the NAV which will affect 
an investor’s value. The market prices of 
ETF’s can fluctuate as a result of several 
factors, such as security-specific factors 
or general investor sentiment. Therefore, 
investors should be aware of the prospect 
of market fluctuations and the impact it 
may have on the market price. ETF
trading may be halted due to market 
conditions, impacting an investor’s 
ability to sell the ETF. Please consult 
with a financial or tax professional for 
advice specific to your situation.

Three Popular ETF Questions Answered
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1 Month, ending July 31, 2013. The U.S. Market
returned 5.37% (YTD 20.18%).

The Market Barometer provides a visualization of the 
performance of various stock market indexes. The color scale 
(red for losses and green for gains) allows you to assess which 
areas of the market performed strongly and which areas showed
weakness for the time period analyzed. The ninesquare grid 
represents stocks classified by size (vertical axis) and style 
(horizontal axis). There are three investment styles for each size 
category: small, mid and large. Two of the three style categories 
are “value” and “growth” while the central column represents 
the core style (neither value nor growth characteristics 
dominate). Large-caps account for the top 70% of the 
capitalization; mid-caps represent the next 20%; and small-caps 
represent the balance.

CALENDAR:

SEPTEMBER
Our office will be closed 
September 2nd, in observance of 
Labor Day.

OCTOBER
No closures.

NOVEMBER
Our office will be closed 
November 28-29th, in 
observance of Thanksgiving.
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Substantial effort has been made to present accurate and timely material, however the information contained 
in the CCM Insights & Outlook Newsletter is for informational purposes only and is not warranted to be 
accurate, complete, or timely. The information presented does not constitute investment advice of any kind, 
and neither Cardinal Capital Management, LLC, nor any content providers are responsible for any damages or 
losses arising from any use of this information. Past performance is no guarantee of future results. Cardinal 
Capital Management, LLC utilizes information and content from several sources in preparing the CCM 
Insights & Outlook Newsletter, including Morningstar©, Thompson Financial©, SunGard Solutions Frontier 
Analytics©, Litman Gregory Analytics Advisor Intelligence©, and others. Some of this material is 
copyrighted and is used by Cardinal Capital Management, LLC with permission. Morningstar and the 
Morningstar logo are registered trademarks of Morningstar, Inc.
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