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There once was a country mouse who, wowed by 
tales of the city, went to visit her cousin, a town 
mouse. When the country mouse arrived, her 
cousin brought her into the dining room. There 
on the table were the remnants of a fine feast, 
replete with meats and breads and jellies and 
cheese. Overjoyed, the country mouse leapt on the 
table – she couldn’t believe her eyes! She was so 
sick of eating acorns and wheat stalks.

But just as the country mouse went to take a 
nibble, in came the house cat with a loud mew. 
Next came the family dog, followed by people to 
clear the food away. The cat gave chase, and the 
two mice ran as fast as they could. “Over here!” 
cried the town mouse, and the two mice squeezed 
between a crack in the floorboards, barely escaping 
the cat’s sharp claws. There the mice cowered for 
what seemed like hours, barely even breathing, 
until the room was empty once again.

Visibly shaken, the country mouse turned to her 
cousin. “Thank you, but no thank you. You can 
have your breads and your cheese. I’ll stick to my 
acorns and my quiet country life and the peace and 
security that comes with them.”

The moral of the story? A modest, yet secure, living 
is oftentimes preferable to riches in the midst of 
fear and uncertainty. Rarely do riches simply 
present themselves; we must take outsized risks if 
we’re to receive outsized rewards.

In finance, one quickly learns a similar lesson, 
which is that there’s no such thing as a free lunch. 
One shouldn’t expect to earn a profit without 
taking attendant risks. It’s a simple lesson, but it’s 
one that’s easily forgotten.

Imagine you’re a mouse who’s been living in a 
well-stocked home while the owners have been on 
an extended vacation. That’s what it’s been like 
investing in the stock market over the past several 
years. Investors have enjoyed bountiful returns, 
and risk has been exceptionally low. Consider the 
following:

Notice anything funny about the one, three, 
and five year numbers? Investors have received 
significantly more return per unit of risk (return 
divided by standard deviation) over those periods 
than they have over the trailing 10, 20, and 30 
year periods. This is not normal. It’s a bit of a free 
lunch, and it cannot last forever.

Last quarter, we wrote about irrational exuberance 
and the potential for investors to get carried away. 
Related to irrational exuberance is the idea of 
investor complacency, and, indeed, complacency 
can lead to irrational exuberance. Complacency 
is the tendency for investors to discount the risks 
of investing. This often happens when markets 
perform very well for long periods of time, with 
little, if any, correction. During such periods, 
returns are fat and volatility is low. Investors forget 
what it means to lose money, and they become 
more and more willing to risk capital in pursuit of 
additional returns.

Up until February, we saw significant evidence 
of investor complacency, driven largely by the 
mismatched relationship between risk and return 
highlighted in the table above. This complacency 
was particularly evident in the CBOE S&P 500 
Volatility Index, commonly referred to as the VIX. 
The VIX measures investor expectations for future 
stock market volatility. If the VIX is at 20, then 
it means investors expect, with 68% confidence, 
that the S&P 500 Index will return somewhere 
between -20% and +20% over the coming year. 
The focus here should really be on the downside 
expectation (-20%), because that’s what investors 
expect they could lose in the coming year with 
68% probability. Hence, the VIX is often referred 
to as the stock market’s “fear gauge” – it goes down 
when investors expect lower potential losses, and 
it goes up when investors expect higher potential 
losses.

Through the end of January, the VIX averaged 
just 11.1 over the trailing one year and 14.4 over 

Objective, unbiased advice

Complacency is the tendency 
for investors to discount the 
risks of investing.
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S&P 500 Index Average Annual Average Risk  
As of 3/31/18 Total Return (Standard 
  Deviation)
Trailing 1 Year 13.99% 8.47%
Trailing 3 Years 10.78% 10.26%
Trailing 5 Years 13.29% 9.87%
Trailing 10 Years 9.49% 15.05%
Trailing 20 Years 6.45% 14.86%
Trailing 30 Years 10.46% 14.06%



the trailing five years. For comparison, the 
VIX has averaged 19.4 since its inception 28 
years ago. To a contrarian, a low VIX could be 
considered a warning indicator, but why? Why 
might a low VIX be of concern, especially 
since a low VIX implies lower expected losses?

Well, if you’re a mouse, and if you’ve been 
scampering about, raiding the pantry, and 
getting a free lunch without repercussion for 
years on end, then you’re unlikely to fear 
getting caught. Your expectation for future 
negative outcomes, your “fear gauge” so-to-
speak, is likely to be low. But eventually, the 
owners will come home and discover the 
pantry has been raided. They will get a house 
cat and set mouse traps all throughout the 
house, and you’ll be caught. Just because you 
don’t expect anything bad to happen doesn’t 
mean it can’t happen!

That’s why a low VIX can be concerning. 
Investing in stocks is risky business. Markets 
eventually revert to their mean return, and 
volatility eventually returns to normal levels. 
If the VIX is very low for a long time, as it has 
been, then it means investors are discounting 
risk. It means investors are basing their 
expectations for an uncertain future on the 
relative stability of the recent past, and it 
means they’re becoming complacent.

The first quarter of 2018 proved a warning 
to investors. On a total return basis, the S&P 
500 Index lost just 0.76%, but that small loss 
belies the significant increase in volatility 
throughout the quarter. On February 5th, 
the Dow Jones Industrial Average dropped 
nearly 1,200 points, and the S&P 500 Index 
fell 4.1% - the worst day for the S&P 500 
since the U.S. saw its credit rating reduced 
by Standard & Poor’s on August 5, 2011. The 
VIX, meanwhile, broke a record for its largest 
ever one-day spike, rising as much as 104% 
from its opening price before finally closing at 
37.3. The next day, the VIX shot up as high as 
50.3 before closing at 29.9. 

What triggered this massive increase 
in volatility, which occurred practically 
overnight? Perhaps the scariest thing is, 
not much. Analysts, searching for answers, 
posited that inflation expectations and rising 
interest rates were the cause. But anyone 
paying attention for the last five years knew 
inflation and interest rates were bound to rise. 
Speaking to Bloomberg News, Brad McMillan, 
Chief Investment Officer for Commonwealth 
Financial Network, explained it well: “What 
was driving the market up in January? It wasn’t 
the fundamentals, as good as they were. It was 
excessive confidence.” In other words, the 
market fell because it needed to fall. Stocks 
were too expensive, and investors had become 
complacent. When this happens, markets can 
fall rapidly for no reason at all. There’s no 
such thing as a free lunch.

In just two weeks, from January 26th to 
February 8th, the S&P 500 Index lost 10.2%. 
It was the largest market correction in two 
years. This begs the question, have investors 
learned anything from this increase in 
volatility? Have they been shaken out of their 
complacency? It’s difficult to say.

Markets rallied until early March, at which 
point they sold off again, retesting February’s 
lows. The S&P 500 Index closed the quarter 
just barely below where it started, but, more 
notably, it closed the quarter 8.1% off its 
January peak (which subsequently was an all-
time high). We would argue that this increased 

volatility has been healthy. It’s been a return 
to form after years of below average risk, and 
the VIX now sits at a rational 19.9.

But it remains to be seen where we go 
from here. Markets have proven incredibly 
resilient overall, largely ignoring political 
and geopolitical volatility and dysfunction. 
Whether this has been out of complacency or 
simply because such dysfunction deserves to 
be ignored – only time will tell.

The fact of the matter is that markets are no 
less expensive now than they were at the end 
of last quarter, and so investors would be wise 
to remain cautious going forward. Perhaps all 
the noise this quarter was simply a bump in 
the night, nothing to seriously deter little mice 
from raiding the pantry. But, more alarmingly, 
perhaps it was the sound of a car door closing 
and the house cat scratching at the door. In 
which case, the owners might be home, and 
we best not be caught with our heads in the 
cookie jar.

Rest assured that, while others may be 
complacent, we are not, and we’ve got our 
eyes out for tomcats and tabby cats and all cats 
of the sort. We’ve positioned client portfolios 
to account for a range of potential outcomes, 
both good and bad, and we’re fully prepared 
for a return to more normal volatility levels. 
Certainly, should you ever have questions or 
concerns, especially if the market starts selling 
off again, we’re happy to speak with you. Not 
all of us are town mice, and we recognize that. 
More of us are country mice than not, and we 
simply want to protect and grow our modest 
savings with as little fear and uncertainty as 
possible.

Until next time, best wishes for happy 
investing.

– Deighan Wealth Advisors
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If the VIX is very low for a 
long time, as it has been, 
then it means investors are 
discounting risk.
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SOUNDBYTES

January 26, 2018 was a big 
night at the Cross Insurance 
Center for Deighan Wealth 
Advisors. That night, Jean 
Deighan was awarded the 
Norbert X. Dowd Award, the 
Bangor Region Chamber 
of Commerce’s highest 
honor. Jean made a point 
of recognizing the members 
of the firm and all of the 
good work they do in our 
community volunteering on 
Boards and in community 
service clubs. To see her short 
but sweet speech delivered 
that evening (including a word 
of advice and a poem!), and a 
few clips of friends featured in 
a video made for Jean, go to 
www.deighan.com where you 
will find the video featured 
in our blog posts under the 
Insights tab.

Speaking of blog posts, there 
were others posted over the 
quarter that may interest you 
if you have not read them. 
Included is a post on Maine’s 
NextGen 529 educational 
savings plan, and a recent 
post about email spoofing, 
2018’s Purloined Letter. 
Read them at 
http://www.deighan.com/
blog/

PORTFOLIO CHANGES

ADDED: UL, V

REMOVED: SLB

We have added Unilever PLC (UL) to the 
Consumer Staples sector of client portfolios that 
hold individual equities. Unilever is a top seller 
of consumer goods in the food, home care, and 
personal care categories. Dollar Shave Club, Ben 
& Jerry’s, Lipton, Dove, Axe, Vaseline, and Suave 
are among their more recognizable brands. We 
intend for this company to play a defensive role 
in portfolios while offering growth opportunities. 
Unilever has been paring back some of its lower-
margin food offerings and adding more profitable 
premium skincare and cosmetics companies to its 
portfolio. This has led to an improved operating 
margin and higher return on assets. Unilever 
currently offers strong long-term growth potential 
and a dividend yield of about 3.4%. The shares 
were purchased at what we believe to be an 
attractive valuation. 

We have added Visa Inc. (V) to the Technology 
sector of client equity portfolios. Visa is the world’s 
largest global transactions processor, with a 58% 
market share. Visa profits from transactions made 
with its cards. Digital payment volume exceeded 
cash payments for the first time in 2017, and we 

believe this trend will continue. Visa enables a 
variety of electronic payments and should benefit 
from whichever payment methods prevail. We like 
the company’s low debt, strong cash flow, and high 
profitability, and believe that we have acquired the 
shares for clients at an attractive price.

We sold Schlumberger Limited (SLB) due to our 
less than optimistic outlook on capital spending by 
companies who use Schlumberger for their drilling 
technology and project management services. 
With oil prices projected to remain low for the 
next few years, producers are likely to spend less 
on finding new sources of oil for the foreseeable 
future. Earnings at Schlumberger turned negative 
in 2017, and we do not see a catalyst for substantial 
recovery. We also thought at this point in the 
market cycle that it would be wise to reallocate 
some of our Energy sector exposure to the more 
stable Consumer Staples sector and used proceeds 
from the sale of Schlumberger to purchase 
Unilever.

PLANNING CORNER

“Let a smile be your umbrella on a rainy, rainy day!” goes 
the old tune, but sometimes a smile is not enough when 
the unthinkable occurs. Thus, when a client recently 
asked whether we thought umbrella insurance was a 
good idea, we first answered with a resounding, “Yes!” 
Then, we asked our colleague, Jeffrey M. McDonnell, 
CPCU, of Allen, Freeman, and McDonnell Agency, to 
be our guest writer and explain why umbrella insurance 
is such a good idea. We are delighted that he agreed! 
His article follows.

Umbrella Insurance…important to have 
when a smile is just not enough

You work hard to build your assets and to prepare 
for the future.  A personal umbrella policy, also 
known as an excess liability policy, can help 
safeguard those assets and protect your future 
earnings.

Umbrella policies come into play when really 

bad things happen which could jeopardize your 
financial wellbeing.  They provide additional 
layers of insurance, in million dollar increments, 
kicking in when one of your other personal policies 
such as auto, home, boat, ATV, motorcycle, or 
snowmobile is responding to a covered claim with 
significant bodily injury or property damage and 
their coverage limit proves to be insufficient.

Imagine you or a family member are driving 
your car and pull out of an intersection thinking 
the road is clear but not seeing a motorcycle or 
bicycle.  The rider is seriously injured, perhaps 
even paralyzed.  Your auto policy liability limits are 
not enough to cover the claims for medical care, 

The goal of umbrella 
insurance is to insulate
you from significant
financial loss.
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replacing lost earnings and addressing pain and 
suffering.  Your assets and future earnings could 
be at risk to make up the difference.  That’s 
where an umbrella policy steps in and provides 
additional limits to help satisfy the claim.

Some umbrella policies offer Uninsured/
Underinsured Motorist coverage as an option.  
This essentially provides protection for you in 
the event you are in an auto accident and the 
person at fault either doesn’t have insurance or 
their liability limit isn’t enough to cover your 
medical care, lost wages, etc.  Even though you 
may not text and drive many other drivers do 
and distracted driving accident claims continue 
to rise.

Umbrella policies vary by company with different 
requirements for the minimum liability limits 
for each of the underlying personal policies.  
Since the umbrella coverage applies above their 
required underlying limit, if your umbrella 
policy requires you to carry $300,000 liability 
on your auto policy, but you choose a $100,000 
limit, you essentially have a $200,000 exposure 
you would have to pay before the umbrella policy 
would apply in the event of a serious auto claim.

It is important to keep in mind that large liability 
claims can occur whether or not you are present.  
Let’s say you own a boat and while you are at 
work a family member takes some friends out 
in the boat. The water gets rough, a guests slips, 
hits their head and falls overboard. Water sports 
of all kinds can result in serious injury.

Perhaps you own a camp and invite your brother 
and his family to use it for a week during the 
summer.  The weather turns cool and they run 
the furnace. There is a malfunction and carbon 
monoxide (CO2) permeates the camp causing 
significant injuries – and you didn’t replace the 
batteries in your CO2 detector.

Consider a few other examples: If you have a pool 
or own a dog you face a greater risk of having 
a significant liability claim.  Entertaining at 
home and serving or allowing the consumption 
of alcohol can give rise to claims against 

the homeowner in the event a guest has an 
accident on the way home and injures someone.  
Umbrella policies provide protection for these 
types of claims as well.

Umbrella policies also apply to claims involving 
libel, slander and invasion of privacy.  In today’s 
social media connected world with people 
publishing bad reviews or making negative 
comments on the Internet, these types of 
claims have been rising over the past several 
years.  Instances of students making derogatory 
statements on the Internet about teachers 
and coaches have led to significant umbrella 
payments.  

Even if you are only in the beginning stages of 
asset accumulation you still face significant risk 
in the event of a serious claim.  You may not 
have the assets at the time to satisfy a judgement, 
but your future wages can be garnished for years 
to come with a portion of each paycheck going 
to the claimant.  This can negatively impact your 
current standard of living and hamper your 
ability to build your assets for a stable future and 
comfortable retirement. 

Umbrella policies are surprisingly affordable, 
generally starting at $200 to $300 for the first 
million dollars in coverage.  The goal of umbrella 
insurance is to insulate you from significant 
financial loss. Choosing to ignore this valuable 
coverage because it isn’t as likely as a small 
financial loss, is a risky strategy.  It is much more 
prudent to spend a little for an umbrella policy 
and have the big protection if you need it. Think 
of it this way, sometimes just a raincoat won’t 
do, you need an UMBRELLA too!

Business owners should also consider a 
commercial umbrella policy. Consulting with a 
local agent can provide you with the advice you 
need to determine how much coverage and what 
type of umbrella policy is right for you.

Even if you are only in the 
beginning stages of asset 
accumulation you still face 
significant risk in the event of 
a serious claim.

Umbrella policies are 
surprisingly affordable, 
generally starting at $200 
to $300 for the first million 
dollars in coverage.


