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The first job of government was to 
avert financial collapse. That required 
unprecedented actions taken at in-
credible speed—not a combination 
that tends to produce perfect solutions, 
but necessary nonetheless.  Starting in 
September, the federal government, 
through the U.S. Treasury, the Federal 
Reserve, the FDIC and other organiza-
tions, developed and implemented 
extravagant and unprecedented pro-
grams to stem the crisis, even bridging 
the transition between presidential 
administrations.  

You are generally familiar with 
TARP, TALF, and P-PIP, efforts of 
the U.S. Treasury and the Federal Re-
serve to promote liquidity through 
loans to banks and purchasing or in-
suring troubled assets. You also may 
be conversant with  the American Re-
covery and Reinvestment Act of 2009, 
which institutes increased government 
spending measures and tax cuts. Also, 
there has been attention to expanding 
the bailout beyond the financial sector 
(to the auto industry, for example) to 
limiting corporate practices (executive 
compensation, for instance) and build-
ing new oversight and compliance 
structures. Simply conceiving and 
designing the administration of these 
programs is a massive effort. If you 
want to grasp the incredible scope of 
the government’s economic recovery 
project to date, go to: 

http://timeline.stlouisfed.org 

You may consider many of the actions 
misguided, but surely the timeline will 
help you understand how much has 
been done (and spent) and how rap-
idly.                         Continued p. 2 
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notes from the assabet 

Assabet Advisors is a 
fully  independent SEC  Regis-
tered Investment Adviser,   seek-
ing sound and customized invest-
ment solutions for high net worth 
individuals, businesses and foun-
dations. 

Focusing our business on  larger 
portfolios, we are able to offer our 
clients highly flexible       services 
and frequent communication. 

We are among a limited group of 
fee-based advisors who are  ap-
proved for  access  to the funds of 
Dimensional Fund Advisors. 

American culture always has had a 
spirit of youthfulness. The energy of 
youth settled the West. The optimism 
and diligence of youth developed   
industries. The creativity of youth 
advanced technology.  

But youth has a dark side. Picture the 
toddler stamping his little foot. “I 
want it and I want it now!” We have 
become a culture that demands instant 
gratification and a path made easy. 
The tumult in our economy has forced 
us to see that clearly, in the behavior 
of consumers who used credit to buy 
what they would never be able to af-
ford, and in the conduct of corporate 
leaders who concealed risk in com-
plex securities while rewarding them-
selves with colossal compensation.  

Both wanted what they wanted now. 
Both believed that the chickens would 
not come home to roost. We also have 
to include government where leaders 
didn’t have the courage to rain on the 
parade through effective regulation.  

The shock to the system of the past 7 
months hasn’t been sufficient to   
mature the impatient toddler. Today, 
many Americans are impatient that 
the situation has not been resolved. 
They want what they want (back to 
the way it was) and they want it now. 
Clearly, they can’t have either one. 
This is true because the problems are 
too immense and have required and 
immediate and imperfect responses, 
because the U.S. cannot effect stabil-
ity on its own when the problems are 
global in scope, and because returning 
to the “way it was” is not feasible or 
even responsible. That’s what got us 
here. 
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Indeed, it would be hard to choose otherwise and to let 
the crisis play itself out to the point that our economy 
might reach a point of healthy and sustainable growth. 
But by saving ourselves enormous pain in the short-
term, we may be restricting the potential of our pros-
perity in the long-term. We are not arguing for or 
against what has been done, merely acknowledging 
that there are limits to  how good it can get, and how 
quickly.    

Once the impatient toddler grows up enough to be-
come reasonable about those limits and the reasons for 
them, then it’s time to put the current severe recession 
into perspective.  

Between January, 1930 and March 1933, 50% of 
banks (9,096) failed. From December, 2007 to March 
of 2009, 47 banks have failed (0.5%) During the Great 
Depression, the emergency spending program equaled 
to 1.5% of GDP for one year. The 2009 American Re-
investment and Recovery Act represents 3% of GDP 
for 2 years. In 1933, the Federal Reserve increased the 
money supply by 17%. Between September of last 
year and March, 2009, there has been a 140% increase 
in the money supply.  Things have been done and they 
have made a critical difference, at least short-term. 

This will not be a normal market cycle in all ways, but 
it will be a cycle. Before employment begins to im-
prove, we can expect the stock market to begin its as-
cent, even if we can’t spot the turning point when it 
occurs. 

The timeline also may help you recognize how acute the 
crisis was initially. A financial collapse was possible and 
was averted. The banking system remains intact and the 
currency has held. If we’re looking for things to be re-
solved, we should start there.  

We must acknowledge that the U.S. operates within a 
global economic system, one that is unhealthy right now. 
Our country has to work in concert with other economic 
powers and that requires diplomacy: interactions between 
people of sometimes competing objectives and diverse 
cultures. In other words, finding solutions agreeable to all 
powers can’t happen overnight. The accords reached at 
the G-20  summit which included an injection of $1.1 
trillion into the global economy and collaboration on a 
supervisory oversight board are historic. They were not 
won as easily as “just Roosevelt and Churchill sitting in a 
room with a brandy,” to borrow President Obama’s sum-
mary of global negotiations in simpler times. 

 We should be patient not only because it will take time 
for the massive programs that have been put in place to 
show more results, and not only because we operate in a 
global context. We also need to revisit our wish to return 
to what we had, because what we had was an economy 
built perilously on simulated demand financed by loads of 
debt. Critics of our recovery plans point out that these 
plans are precisely that, although now Americans bear the 
burden of gigantic debt through the federal government.                                                      
That’s what is being done to minimize the pain now.  

 

 Grow Up (continued) 

notes from the assabet 

We all want to know when things will get better; when the economy will improve and stock prices will rise. For   
investors who have investment advisors, it’s normal to ask them. It’s normal, but futile. Advisors don’t have crystal 
balls and any advisor with integrity will admit it. However, there are other advisors who do have crystal balls or simi-
lar tools, and investors are consulting them. A Boston Globe article reported that psychics across the country are ex-
periencing a surge in business as people worry about their jobs and finances. Customers still want to know when Mr. 
Right will appear or if she’s “the one.” However, financial questions are beginning to dominate.  

Psychics have answers. For what it’s worth, the consensus among psychics is that we’ll hit bottom in September and 
then “start digging out.”  Likely for many people, it feels good to get an answer, any answer, from any source. For 
our clients, we can talk about what’s happening and contrast it with prior economic periods. We can explain our in-
vestment approach in the context. But we can’t tell them when things will get better even as we recognize how frus-
trated and helpless they may feel. We certainly don’t suggest that they consult a psychic. However, we note that it’s a 
more harmless way to respond to frustration than making drastic investment moves.   

Brian McQuarrie, “For Psychics, financial future in the cards,” Boston Globe, March 1, 2009. 

Tarot or Ouija, Anyone? 
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The GDP, our broadest measure of economic activity, fell 
at an annual rate of 6.3% in the final quarter of 2008 and 
is expected to post another significant decline in the first 
quarter of 2009. Certain economic indicators offered what 
President Obama called “glimmers of hope” that the con-
traction is becoming less severe. Consumer confidence is 
near historical lows, yet rebounded slightly in March, its 
first improvement since November. The Supply Manage-
ments Manufacturing Index showed that manufacturing is 
still contracting but rose faintly January through March. 
Housing starts surged in February after 8 months of de-
cline. During the first quarter, consumption remained 
fairly steady, while declines in homes sales and construc-
tion appeared to have abated.    

Such economic data prompted a Federal Reserve Vice-
Chairman to announce on April 20 that the recession may 
be softening and could end late in the year. 

Meanwhile, unemployment, always a lagging indicator 
that tends not to improve until a recovery is well under-
way, has reached 8.5%, the highest level in 25 years. In 
2009 alone, 2 million jobs were lost, across all areas of 
the economy. We are told to expect continued and sub-
stantial job losses.  

In this bleak context, stocks swung wildly responding to  
announcements of economic data as well as government  

Quarterly Economic and Financial Review             

The statistics vary slightly from one study to another. But wherever you hear about the percentage of American adults 
who have no will, it's shockingly high. Even more surprising, this is true even among those with considerable assets to 
protect. One study found that 43% of those with more than $10 million in assets are without a will*. (Of that same group, 
47% have no trust.) There's much at stake. With no will or trust, state laws dictate the dispersion of property, the distribu-
tion of assets, perhaps even the custodianship of children. 

Getting a will drawn up or revised is not an arduous process, nor is it very expensive. So time and cost don't explain this 
widespread lapse in responsible management. Rather, like life insurance, considering a will raises the uncomfortable topic 
of death. 22% in this particular study said that they don't care what happens to their money. (After all, they'll be dead....) 
46% got no pleasure out of transferring assets to their heirs, saying that their children are spoiled. Others reported having 
a hard time finding people to trust. So between depression, inertia or simple procrastination, they neglect to obtain a will. 

People may have a will but have forgotten just how long it has been since it was executed, or how much has changed 
since that original will was drafted or since the last update.  There could be expanded assets, additional children, the arri-
val of grandchildren,  new charitable interests, or a change in the estate tax code. A will that has become irrelevant is only 
marginally more useful than no will at all. If a long period has elapsed, there may even be problems in locating a copy of 
the will. Lawyers retire and die like the rest of us, and client documents can get lost in the transition. 

As a part of our interest in our clients' total wealth picture, we encourage them to maintain current wills. 

*Kathy Chu, “Many Affluent People Lack Wills,”wsj.com, January 11, 2005 

programs.  Falling for the 6th consecutive quarter, the 
S&P 500 dropped steeply in both January and February.  
Stock investors responded enthusiastically to the admini-
strations’ Public-Private Investment Program aimed at 
creating markets for impaired assets on bank balance 
sheets. The market fell back on the news that the govern-
ment would allow bankruptcy as an option for GM and 
Chrysler. The March rally brought the quarterly loss to    
–11.0%. Value stocks underperformed growth stocks by a 
wide margin from the drag of the  financials. Foreign 
stocks followed a similar pattern, with emerging markets 
outperforming developed markets.  

The Federal Reserve maintained the low Discount Rate 
and Federal Funds rate in order to encourage growth. 
Bond rates moved sharply lower when the Fed announced 
a decision to buy Treasury and mortgage-backed bonds 
over a broader range of maturities. Treasury securities 
rallied during the period but ended the quarter slightly 
negative. Municipal,  high-yield and Treasury Inflation 
Protected Securities outperformed. 

Most commentators do not expect an end to the recession 
until late in the year at the earliest, and expect the recov-
ery to be gradual.  There is a threat of high inflation after 
the recovery begins from the massive infusion of capital 
that was poured into the economy. 



us the sense of control. Presumably, 
if we can decipher patterns we can 
make winning decisions. The      
coach may bench the “cold” player. 
The investor may move  assets to 
the manager whose performance 
excelled in the prior year. 

Which of the following sequences is 
more likely to occur in a coin toss? 

HHHHTTTT   or   HTHTTHHT 

Most people identify one sequence 
as random, the other as systematic.3  
 

What do you think? 
 

1 Gilovich, Vallone & Tversky 

2 Joseph & Tellis, “Does the Stock 
Market Hype ‘Winners?’” 

3 Kahneman & Riepe, “Aspects of 
Investor Psychology”  

stocks or mutual funds misinterpret 
strings of independent events.  Mu-
tual fund firms are well-aware of this 
tendency and play to it through their 
focus on past performance in mutual 
fund advertisements. The SEC also is 
aware the consumers look for trends, 
and for that reason require the famil-
iar disclaimer: “past performance is 
not an indication of future results.”   

According to the prevailing financial 
paradigm, the current price of a stock 
reflects all of the available informa-
tion about the stock to that point, 
making today’s price the best esti-
mate of the future price. If investors 
fully believed that, there would be no 
place for the ads, and no need for the 
SEC disclaimer.2 

Seeing patterns and causality in what 
may be a random sequence of events 
is a comfortable tendency as it gives  

Behavioral finance (sometimes called 
behavioral economics) uses insights 
from psychology to investigate why 
investors make financial decisions that 
run counter to their own best interests. 
We are doing a series on the errors  
investors make as noted by research in 
this field.  For this issue, the topic is  
the “hot hand fallacy.”  

It is common among basketball fans 
and players to believe that players can 
have periods of being “hot” or “cold” 
relative to their long-term average. A 
classic study of professional basketball1  

showed this to be an illusion, but it 
highlighted the tendency of the human 
mind to seek out patterns and causality 
in random events. 

The hot hand fallacy is alive and well in 
the world of investing . Investors spot 
trends where none exist, and make deci-
sions on that basis. Many purchasers of 

  Behavioral Finance Concepts 3:  the “hot hand fallacy” 
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 The information contained herein should not be construed as personalized investment advice. There is no guarantee that the views or 
opinions expressed in this newsletter will be realized. Assabet Advisors, LLC (“Assabet”) is an SEC registered investment adviser. 
Assabet and its representatives are in compliance with the current registration and notice filing requirements imposed upon registered 
investment advisers by those states in which Assabet has clients. This newsletter is limited to the dissemination of general information 
pertaining to its investment advisory services. For information pertaining to the registration status of Assabet, refer to the Investment 
Adviser Public Disclosure web site (www.adviserinfo.sec.gov). For additional information about Assabet, including fees and services, 
ask us for our disclosure statement as set forth on Form ADV. 

 Get Some Sleep: a fable 
From a random e-mail we received: A farmer owned land along the Atlantic seacoast. He had trouble finding hired hands. 
Most people were reluctant to work on farms along the coastline,  dreading the fierce storms that raged across the Atlantic, 
wreaking havoc on the buildings and crops. As the farmer interviewed applicants for the job, he received a steady stream of 
refusals.  Finally, a short, thin man, well past middle age, approached the farmer. "Are you a good farm hand?" the farmer 
asked him. "Well, I can sleep when the wind blows," answered the little man.    

Although puzzled by this answer, the farmer, desperate for help, hired him. The man worked well and was busy from dawn to 
dusk. The farmer felt satisfied with the man's work. Then one night the wind roared in from offshore. Jumping out of bed, the 
farmer grabbed a lantern and rushed to the hired hand's sleeping quarters. He shook the man and yelled, "Get up!  A storm is 
coming! Tie things down before they blow away!" The man rolled over in bed and said firmly, "No sir. I told you, I can sleep 
when the wind blows." Enraged by the response, the farmer hurried outside to prepare for the storm. To his amazement, he 
found that all of the haystacks had been covered with tarpaulins. The cows were in the barn, the chickens were in the coops. 
Everything was tied down.  Nothing could blow away. The farmer then understood what his hired hand meant, so he returned 
to his bed.   

Moral of the story: if you’re prepared for what could happen, you can sleep in any weather.                
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