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We’ve written before, perhaps ad nauseum, about battle between active v. passive investment management of mutual funds.
The debate continues as each side seeks to defend its position and increase its own popularity. The passive side is represented 
by indexed funds and indexed ETFs (Exchange Traded Funds). In the past 20 years, passive management has grown from 6% 
of fund assets to 36% with the 30% annual growth in the ETF market augmenting this growth. Fifteen years ago, we routinely 
heard investors talk proudly about their super mutual fund. Today, we’re more likely to hear from those who have gone the 
passive route, unless they’ve been sold active funds by their broker or advisor. Over time, the issues have become slightly more 
complex. But first, a review: active management (we’ll focus on stocks for this discussion) generally involves two practices: 

1) Selecting individual equity securities to create a portfolio which the manager believes will outperform the “market,” (as
represented by some stock index appropriate to the type of fund) and 2) “Market timing,” or moving in and out of the stock
depending upon your sense of when that would be advantageous. In both cases, the manager is making his/her best informed
guesses. Another name for these practices is speculation.

Passive management believes that no manager is able to consistently outguess the trends of the market or the success of individ-
ual stocks. Therefore, buying “the market” via investment in mutual funds and ETFs structured to mirror the entire market, or 
market segment, is your best hope for good returns. Active management hasn’t done particularly well at beating the market, 
largely because the significantly higher costs of active management detract from investment return. In addition passive funds 
have greater tax efficiency and lower turnover, for greater ultimate value.

Active managers work hard to implement their strategy and are rewarded well. Research and pay costs plus operational costs 
(legal, accounting, custodial, taxes, record-keeping and perhaps a 12b-1 marketing cost) divided by the average level of total 
fund assets = the “management expense ratio”, the amount deducted from fund assets, thus lowering investor returns. Running 
a passive portfolio is easier and therefore less expensive. For an S&P 500 Index fund, for example, you buy all stocks in the
index, or a reasonable sample. The effort on the part of active managers would be worth the premium paid if the fund could
outperform its passive peer, which generally active funds cannot. It’s the logic of “paying more  for less.” 

The recent complexity comes in several forms. First, passive management has been creeping into actively-managed funds.
Some active funds have portfolios that so closely resemble their respective index, the managers are accused of being “closet
indexers.” They don’t “buy the index” in a single transaction, but nearly replicate it through multiple independent purchases. In 
other cases, the active manager has sought to protect the fund from volatility extremes by devoting a certain percentage of the 
fund to indexed funds or ETFs.2 These sorts of migration to passive don’t show up in the statistics. American Funds recently 
announced findings that actively-managed funds perform better when fees are lower (no kidding) and when their managers 
share the interests of their customers (shouldn’t they always?!). They hope to protect market share by reducing fees and moti-
vating managers to invest in their own funds, all in an effort to stem the flow to passive funds. We’ll see. Finally, there has been 
an incursion of “factor-based” funds and ETFs which isolate specific drivers of return (such as size, value, liquidity) allowing 
investors to build portfolios balanced for specific performance patterns. 

For the investment advisor, the decision as to what types of funds to use must be made on another level. We’re not paid to just 
pick out some “good funds” evaluated on a stand-alone basis. Sufficient software and other research materials are available for 
you to do that on your own. We are charged with designing a total portfolio of funds which over time may meet your needs,
balancing your return goals with your risk constraints. We need to know how each component fund will behave over time, and
how the funds’ performances will correlate or perform in concert with each other. Fortunately, we don’t have to speculate about 
those things. Long-term market research provides the answers allowing us to “know” within very broad parameters how a port-
folio will perform. However, this level of predictability can be achieved only through the use of passive funds or ETFs which 
have a dependable style focus, and good portfolio optimization software. 

1
”The Rising Popularity of Passive Investing” WealthMinder.com, 7/30/16,2 J. Zweig, “Some Stock Pickers Stop Picking,” WSJ, 2/19/16, J. Coumarianos, 
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Trash Talk 

Robert Jacobsen 

Some people with “green” tendencies might say that our homes are full of trash,
but it’s a matter of perspective, isn’t it? We could go through the house explain-
ing precisely why we are hanging onto each valuable item. Yet periodically,
when we consider our next residential move, or can’t locate something in the
clutter, we fleetingly admit that we have a houseful of stuff that we don’t, and
never will, use. 

Retirement gives us a new outlook on “stuff,” offering as it does greater time to 
spend at home and take a leisurely, if disturbing, look around. This outlook rais-
es the specter of downsizing, all a part of the tacit acknowledgement that we 
will leave home, one way or another. 

It allows us to see with new eyes those items we keep because they house mem-
ories: a grown son’s baby teeth, a package of love letters, the ironing board cov-
er from an adult daughter’s doll. These items jog poignant emotions.

It gives new clarity to the actual value of reference materials: our college lecture 
notes, road maps from a state we lived in 30 years ago, a copy of the Constitu-
tion. They might prove useful.

It tempts us to get real about the true monetary worth of our possessions: the 20 
year old but “like-new” bike that your daughter never rode, a perfectly good 
Forman grill, a picnic basket larger than your two other picnic baskets. Surely 
someone would want these.

It reveals things about our self-identity, and how we cling to it over the years:
the high school track trophies, old pictures taken before the worst ravages of 
age, the shelf of books from when we were captivated by ancient history or sci-
fi. Still displayed, these tell people who I am.

Upon reflection, we know that technology has made many of these things obso-
lete. You don’t need the reference books when you have Google. A never-
ridden 20 year old bike lacks features your granddaughter wants. You haven’t 

been on a picnic in 15 years, and couldn’t run a 10k these days
if your life depended upon it. And those sentimental items? 
Beyond yourself, for whom do they have meaning? Finally, if 
I don’t manage the bulk of the cleanout, who is left with the 
job, and will she thank me for that painful burden?

So why do we keep all the stuff? There are several possible 
factors which may intertwine: 1) Hating “waste” and an “old-school” sense of 
value 2) not being up to date with technology 3) not knowing what services
exist to help us with removal, and what they cost 4) Guilt: the feeling that in 
discarding items we are devaluing the memory or the relationship they represent 
5) difficulty in facing the passing years and the inevitability of more change 6)
problems with decision-making 7) laziness. To varying degrees, I can identify.

Here are some partial solutions: Given the aging of our population, the market-
place includes removal services that can respond to the factors listed above.
They recycle for you, sell your items on Craigslist, EBay and other sites, and
help you find “good homes” for items with sentimental value. Websites on 
clutter and removal can help too. So too can doing the sorting with a friend who 
will keep you on task and distract you from absorption in memories.

Trash continued on p. 2 
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Investors weathered a storm of volatility during the first quarter of 2016, as US stock markets continued a 14% descent from 
a high set in May, 2015 to February 11, 2016, then rallied +11.5% to  March 17 before turning around once again to end the 
quarter at  +1.35% (S&P 500 Index) and +1.49% (Dow Jones Industrial Average).  With a +3.8% return on the S&P 400 
index, mid-cap stocks outperformed small-caps (-1.5% on the Russell small cap index). Value stocks surpassed growth 
stocks, reversing the pattern in 2015. Volatility and declining value was even greater in international markets (the MSCI 
EAFE index: –3.01%). Gaining +6.09% (FTSE Emerging Index), emerging markets, which had suffered in 2015, outper-
formed developed markets. Bond markets bounced back in the quarter as the returns on every taxable category exceeded 
total returns for all of 2015.   

An intent “Fed-watch” continues. At the year’s start, most analysts anticipated a series of four modest interest rate hikes by 
year-end. The initial increase occurred in December, 2015, the first in nearly a decade. However, on March 17, the Fed an-
nounced that there would be a pause in the tightening process, citing risks engendered by weak global growth and financial 
market volatility. While the Fed was  encouraged by the strength in the U.S. labor market and the slight increase in inflation, 
they are  being cautious and not tied to an inflexible policy path. Confidence in a June hike continues to weaken as estimates 
for Q1 GDP decline, the exchange value of the dollar falls, and investors consider the small potential for  “Brexit” (British 
exit from the European common  market) in  June. The Fed appears to be focused  on  global conditions. Some observers 
expect a small hike in June and a total of two increases for 2016, but there is little certainty.  

Economists’ forecasts for growth in the U.S. economy were reduced by the end of Q1. Threats to global growth remain a 
concern.  Also, the still strong dollar, despite a first quarter decline, negatively impacts overseas demand for our products 
and the trade gap is widening. Corporate profit projections are muted, especially as the lowest crude oil prices since 2003 
diminish remand for drilling and mining equipment. Yet, there has been an uptick in labor force participation as well im-
proved hiring statistics. Unemployment currently is at 5.0%  In an economy largely powered by consumer spending, retail, 
housing and autos were the sectors that contributed to domestic economic stability. 

Economic and Financial Overview 

The $100 bill, graced by Benjamin Franklin’s pensive visage, has been updated four times, most recently in a new counter-
feit-resistant, blue-toned, raised-print version issued in 2013. One commentator stated, “Ben looks more and more disap-
pointed in America with every new bill.” Perhaps in his  disappointment, Mr. Franklin refused to any longer allow the use 
of his mug on our currency. At any rate, despite the $100 being our most popular currency denomination1, there is talk of 
ending any further issue. 

Don’t take it personally, Ben. The idea, explained best by a Harvard study authored by Peter Sands, was championed re-
cently in the Washington Post by former Treasury Secretary Lawrence Summers. He argues for an agree-
ment among monetary authorities around the world to cease the issue of  bills worth more than $100 or 
even $50. The concept is not new. New York Mayor Ed Koch proposed eliminating the $100 bill in 1986 
during a currency overhaul, to deter drug trafficking. The Fed and the Treasury stopped the issue of bills 
$500-$10,00, although they remain legal  tender. This proposed move would be consistent with the Euro-
pean Central Bank’s recent decision to eliminate issuance of its €500 note. The idea was raised when the 
Euro was being designed but opposed at that time by Germany. In essence, the argument is that large de-
nomination bills have far more utility in criminal practice (including tax evaders, terrorists, drug dealers 

and human traffickers) than in legal commerce in which transactions can more freely be accomplished via technological 
money transfer. For those who by necessity must use cash, the weight of currency is an important factor. In some circles, 
Summers notes, “the €500 note is known as the ‘Bin Laden’.”  

Opponents say that criminals are endlessly creative and will cope, so why bother? Some see it as a government ruse to limit
our freedom and expose our finances. Casino gamblers complain that cash allows them to hide who they are from casinos
who otherwise would bar them from the games. And, of course, there are those who like a big bulge under their mattress,
perhaps for tax evasion, maybe for an advantage in a negative interest rate environment, or maybe just for security.

1J.Carney, J. Zumbrun, “Is Now the Time to Kill the $100 Bill?” WSJ 2-17-16,L. Summers, “It’s Time to Kill the $100 Bill”  Workblog  www:Washington 
Post 2-16-2016,E.  Rosenfeld, “Debate Over the $100 Bill,”CNBC.com 2-19-16,archive/2012/11/-100-bills-make-up-80-of-all-us-currency,http://
www.theatlantic.com/business/

Goodbye, Ben? 

Investing and Probiotics 

A Wall Street Journal column debunks letting our “gut” (intuition, 6th sense…) guide our investment choices.1 What about that?
In what areas do you “trust your gut” in making a decision? Perhaps you trust your intuition about other people and therefore 
make hiring or social decisions easily. “Dog Whisperer” Cesar Millan may have the same confidence in dealing with canines.
Some people sense and trust a sudden premonition of danger. As we evaluate the efficacy of trusting the “gut,” it’s important to 
distinguish between different types of non-analytical decisions and the different areas of application. Of specific interest is 
whether there is validity to trusting our “gut” or intuition as we make investment decisions.

Where do “gut” responses initiate? Most commonly, they come from our unconscious mind which stores all the experiences and
“knowledge” of our lives. When we get a “hunch,” likely what has occurred is that we viewed a situation and our brain scanned 
all of our memories in a sort of“ mental matching game.” Generally our massive file of experiences is a “web of fact and feel-
ings.” The resulting hunch may have high validity: “Slow down.” (unconscious brain scan notes that every day for the past 6 
years of this commute there has been a radar trap around this corner) or very low validity: “I don’t like this teach-
er.” (unconscious matching of the teacher’s perfume with that worn by a mean aunt). 

Other hunches may come from vibrations, a sense of something being right or wrong, safe or menacing, true or false. These can 
be based upon intuition that people hold unequally. For example, men may have less ability to read people than women, I tend to 
be more trusting of people than my daughter and can’t easily perceive lying, all on a gut level. Many people credit “infinite in-
telligence,” a transfer of information with some spiritual base. 

Some investors who trust their gut don’t admit to that as a basis for a decision. However, whatever analytical exercises they 
practice, their moves tend to be prompted by a strong and immediate feeling. Psychologists studying the value to a confident
professional of trusting intuition, note that it varies situationally. There is value only in an environment that is highly regular and
predictable, and one in which you can have long practice with its patterns. This would include situations which have a limited 
(although vast) number of possible outcomes and which are impervious to direction by our emotions. The game of chess is of-
fered as an example. It has repeatable patterns or experiences which are immune to emotion, which the highly practiced player
can absorb for use in mental matching.

The patterns in the financial markets are only even remotely regular over a long time horizon, and in the short term, are signifi-
cantly impacted by emotions of the market. A terrorist attack or a strong employment number can jolt the market temporarily.
On the level of the individual investor (including the professional), what may feel like a reasoned and studied decision is more 
likely to be charged by a good or bad memory, by the recent behavior of the market, or by the actions of other investors. Studies 
in the area of Behavioral Finance demonstrate how vulnerable to emotional issues of money can be. 

There are decisions that should take feelings into account. The purchase of a car or a house, for example, are financial decisions
but ones that involve important subjective values: what brings you comfort, your lifestyle, your identity. Investments have no 
inherent subjective value. Best advice: protect your investments from your gut.

1J. Zweig, “The Worst Advice?” WSJ, Kahneman, Klein,Thagard, “Should You Trust Your Instinct?” www.psychologytoday,com,3/14/12, B. Paul, “Intuition,” 
Solotopia.com

I have sympathy for the separation anxiety we may feel about our stuff, and not only because I’m feeling it. Ten years ago, I 
was in New Orleans in a hard hat, gloves, a mask and Tyvek suit “gutting” homes devastated by Hurricane Katrina. The home-
owners’ “stuff” was immersed in about 3 feet of repulsive mire. It was our task to shovel it all out, remove it from the house 
and make sure no one touched it for fear of contamination. Then we knocked down all the inside walls. St. Bernard’s Parish was 
deserted at the time, but one couple did come by to thank us and peruse the property. In front of their house, 4 feet high and
many yards long, was a pile of mire with all they owned: their wedding album, the household items for which they had budget-
ed and proudly purchased together, gifts, some items that were contaminated, but not broken, some things that were intensely 
private. They asked for many things and we repeatedly had to say, “No. I’m sorry.” Incredibly, we did find her tiny cross on a 
chain and because it was cleanable, we could give it to her. I learned a lot about “trash” that day. It broke my heart. 

C.Flett, “Why Do We Keep…?” www:StalbanSParish.wordpress.com,3/13/12, “Why Do I Keep So Many Things?” www.mentalhealthSF.com, Z. Valencia, 
L,slideshare.net, 10/12/14, “Reasons We Keep Stuff…” www.christinekane.com, “Why Do We Keep Things? www.Boomer Highway.com, 2/22/15, G. Jantz, 
“The Psychology BehindHoarding,” www.PsychologyToday.com, 9/15/14. 

Trash continued
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Investors weathered a storm of volatility during the first quarter of 2016, as US stock markets continued a 14% descent from 
a high set in May, 2015 to February 11, 2016, then rallied +11.5% to  March 17 before turning around once again to end the 
quarter at  +1.35% (S&P 500 Index) and +1.49% (Dow Jones Industrial Average).  With a +3.8% return on the S&P 400 
index, mid-cap stocks outperformed small-caps (-1.5% on the Russell small cap index). Value stocks surpassed growth 
stocks, reversing the pattern in 2015. Volatility and declining value was even greater in international markets (the MSCI 
EAFE index: –3.01%). Gaining +6.09% (FTSE Emerging Index), emerging markets, which had suffered in 2015, outper-
formed developed markets. Bond markets bounced back in the quarter as the returns on every taxable category exceeded 
total returns for all of 2015.   

An intent “Fed-watch” continues. At the year’s start, most analysts anticipated a series of four modest interest rate hikes by 
year-end. The initial increase occurred in December, 2015, the first in nearly a decade. However, on March 17, the Fed an-
nounced that there would be a pause in the tightening process, citing risks engendered by weak global growth and financial 
market volatility. While the Fed was  encouraged by the strength in the U.S. labor market and the slight increase in inflation, 
they are  being cautious and not tied to an inflexible policy path. Confidence in a June hike continues to weaken as estimates 
for Q1 GDP decline, the exchange value of the dollar falls, and investors consider the small potential for  “Brexit” (British 
exit from the European common  market) in  June. The Fed appears to be focused  on  global conditions. Some observers 
expect a small hike in June and a total of two increases for 2016, but there is little certainty.  

Economists’ forecasts for growth in the U.S. economy were reduced by the end of Q1. Threats to global growth remain a 
concern.  Also, the still strong dollar, despite a first quarter decline, negatively impacts overseas demand for our products 
and the trade gap is widening. Corporate profit projections are muted, especially as the lowest crude oil prices since 2003 
diminish remand for drilling and mining equipment. Yet, there has been an uptick in labor force participation as well im-
proved hiring statistics. Unemployment currently is at 5.0%  In an economy largely powered by consumer spending, retail, 
housing and autos were the sectors that contributed to domestic economic stability. 

Economic and Financial Overview 

The $100 bill, graced by Benjamin Franklin’s pensive visage, has been updated four times, most recently in a new counter-
feit-resistant, blue-toned, raised-print version issued in 2013. One commentator stated, “Ben looks more and more disap-
pointed in America with every new bill.” Perhaps in his  disappointment, Mr. Franklin refused to any longer allow the use 
of his mug on our currency. At any rate, despite the $100 being our most popular currency denomination1, there is talk of 
ending any further issue. 

Don’t take it personally, Ben. The idea, explained best by a Harvard study authored by Peter Sands, was championed re-
cently in the Washington Post by former Treasury Secretary Lawrence Summers. He argues for an agree-
ment among monetary authorities around the world to cease the issue of  bills worth more than $100 or 
even $50. The concept is not new. New York Mayor Ed Koch proposed eliminating the $100 bill in 1986 
during a currency overhaul, to deter drug trafficking. The Fed and the Treasury stopped the issue of bills 
$500-$10,00, although they remain legal  tender. This proposed move would be consistent with the Euro-
pean Central Bank’s recent decision to eliminate issuance of its €500 note. The idea was raised when the 
Euro was being designed but opposed at that time by Germany. In essence, the argument is that large de-
nomination bills have far more utility in criminal practice (including tax evaders, terrorists, drug dealers 

and human traffickers) than in legal commerce in which transactions can more freely be accomplished via technological 
money transfer. For those who by necessity must use cash, the weight of currency is an important factor. In some circles, 
Summers notes, “the €500 note is known as the ‘Bin Laden’.”  

Opponents say that criminals are endlessly creative and will cope, so why bother? Some see it as a government ruse to limit
our freedom and expose our finances. Casino gamblers complain that cash allows them to hide who they are from casinos
who otherwise would bar them from the games. And, of course, there are those who like a big bulge under their mattress,
perhaps for tax evasion, maybe for an advantage in a negative interest rate environment, or maybe just for security.

1J.Carney, J. Zumbrun, “Is Now the Time to Kill the $100 Bill?” WSJ 2-17-16,L. Summers, “It’s Time to Kill the $100 Bill”  Workblog  www:Washington 
Post 2-16-2016,E.  Rosenfeld, “Debate Over the $100 Bill,”CNBC.com 2-19-16,archive/2012/11/-100-bills-make-up-80-of-all-us-currency,http://
www.theatlantic.com/business/

Goodbye, Ben? 

Investing and Probiotics 

A Wall Street Journal column debunks letting our “gut” (intuition, 6th sense…) guide our investment choices.1 What about that?
In what areas do you “trust your gut” in making a decision? Perhaps you trust your intuition about other people and therefore 
make hiring or social decisions easily. “Dog Whisperer” Cesar Millan may have the same confidence in dealing with canines.
Some people sense and trust a sudden premonition of danger. As we evaluate the efficacy of trusting the “gut,” it’s important to 
distinguish between different types of non-analytical decisions and the different areas of application. Of specific interest is 
whether there is validity to trusting our “gut” or intuition as we make investment decisions.

Where do “gut” responses initiate? Most commonly, they come from our unconscious mind which stores all the experiences and
“knowledge” of our lives. When we get a “hunch,” likely what has occurred is that we viewed a situation and our brain scanned 
all of our memories in a sort of“ mental matching game.” Generally our massive file of experiences is a “web of fact and feel-
ings.” The resulting hunch may have high validity: “Slow down.” (unconscious brain scan notes that every day for the past 6 
years of this commute there has been a radar trap around this corner) or very low validity: “I don’t like this teach-
er.” (unconscious matching of the teacher’s perfume with that worn by a mean aunt). 

Other hunches may come from vibrations, a sense of something being right or wrong, safe or menacing, true or false. These can 
be based upon intuition that people hold unequally. For example, men may have less ability to read people than women, I tend to 
be more trusting of people than my daughter and can’t easily perceive lying, all on a gut level. Many people credit “infinite in-
telligence,” a transfer of information with some spiritual base. 

Some investors who trust their gut don’t admit to that as a basis for a decision. However, whatever analytical exercises they 
practice, their moves tend to be prompted by a strong and immediate feeling. Psychologists studying the value to a confident
professional of trusting intuition, note that it varies situationally. There is value only in an environment that is highly regular and
predictable, and one in which you can have long practice with its patterns. This would include situations which have a limited 
(although vast) number of possible outcomes and which are impervious to direction by our emotions. The game of chess is of-
fered as an example. It has repeatable patterns or experiences which are immune to emotion, which the highly practiced player
can absorb for use in mental matching.

The patterns in the financial markets are only even remotely regular over a long time horizon, and in the short term, are signifi-
cantly impacted by emotions of the market. A terrorist attack or a strong employment number can jolt the market temporarily.
On the level of the individual investor (including the professional), what may feel like a reasoned and studied decision is more 
likely to be charged by a good or bad memory, by the recent behavior of the market, or by the actions of other investors. Studies 
in the area of Behavioral Finance demonstrate how vulnerable to emotional issues of money can be. 

There are decisions that should take feelings into account. The purchase of a car or a house, for example, are financial decisions
but ones that involve important subjective values: what brings you comfort, your lifestyle, your identity. Investments have no 
inherent subjective value. Best advice: protect your investments from your gut.

1J. Zweig, “The Worst Advice?” WSJ, Kahneman, Klein,Thagard, “Should You Trust Your Instinct?” www.psychologytoday,com,3/14/12, B. Paul, “Intuition,” 
Solotopia.com

I have sympathy for the separation anxiety we may feel about our stuff, and not only because I’m feeling it. Ten years ago, I 
was in New Orleans in a hard hat, gloves, a mask and Tyvek suit “gutting” homes devastated by Hurricane Katrina. The home-
owners’ “stuff” was immersed in about 3 feet of repulsive mire. It was our task to shovel it all out, remove it from the house 
and make sure no one touched it for fear of contamination. Then we knocked down all the inside walls. St. Bernard’s Parish was 
deserted at the time, but one couple did come by to thank us and peruse the property. In front of their house, 4 feet high and
many yards long, was a pile of mire with all they owned: their wedding album, the household items for which they had budget-
ed and proudly purchased together, gifts, some items that were contaminated, but not broken, some things that were intensely 
private. They asked for many things and we repeatedly had to say, “No. I’m sorry.” Incredibly, we did find her tiny cross on a 
chain and because it was cleanable, we could give it to her. I learned a lot about “trash” that day. It broke my heart. 

C.Flett, “Why Do We Keep…?” www:StalbanSParish.wordpress.com,3/13/12, “Why Do I Keep So Many Things?” www.mentalhealthSF.com, Z. Valencia, 
L,slideshare.net, 10/12/14, “Reasons We Keep Stuff…” www.christinekane.com, “Why Do We Keep Things? www.Boomer Highway.com, 2/22/15, G. Jantz, 
“The Psychology BehindHoarding,” www.PsychologyToday.com, 9/15/14. 

Trash continued

Volume XIV No. 1 Page 2

252187_Assabet Advisors - NL - Back - FB 001 - 4/21/2016 4:28:12 PM - Black



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 a Massachusetts state reg-
istered investment adviser. This newsletter is limited to the dissemination of general information pertaining to its investment ad-
visory 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 disclo-
sure statement as set forth on Form ADV, or find it on our website.  

WWW.ASSABETADVISORS.COM & NOW ON FACEBOOK 

Volume  XIII No. 4  Page 4

We’ve written before, perhaps ad nauseum, about battle between active v. passive investment management of mutual funds.
The debate continues as each side seeks to defend its position and increase its own popularity. The passive side is represented 
by indexed funds and indexed ETFs (Exchange Traded Funds). In the past 20 years, passive management has grown from 6% 
of fund assets to 36% with the 30% annual growth in the ETF market augmenting this growth. Fifteen years ago, we routinely 
heard investors talk proudly about their super mutual fund. Today, we’re more likely to hear from those who have gone the 
passive route, unless they’ve been sold active funds by their broker or advisor. Over time, the issues have become slightly more 
complex. But first, a review: active management (we’ll focus on stocks for this discussion) generally involves two practices: 

1) Selecting individual equity securities to create a portfolio which the manager believes will outperform the “market,” (as
represented by some stock index appropriate to the type of fund) and 2) “Market timing,” or moving in and out of the stock
depending upon your sense of when that would be advantageous. In both cases, the manager is making his/her best informed
guesses. Another name for these practices is speculation.

Passive management believes that no manager is able to consistently outguess the trends of the market or the success of individ-
ual stocks. Therefore, buying “the market” via investment in mutual funds and ETFs structured to mirror the entire market, or 
market segment, is your best hope for good returns. Active management hasn’t done particularly well at beating the market, 
largely because the significantly higher costs of active management detract from investment return. In addition passive funds 
have greater tax efficiency and lower turnover, for greater ultimate value.

Active managers work hard to implement their strategy and are rewarded well. Research and pay costs plus operational costs 
(legal, accounting, custodial, taxes, record-keeping and perhaps a 12b-1 marketing cost) divided by the average level of total 
fund assets = the “management expense ratio”, the amount deducted from fund assets, thus lowering investor returns. Running 
a passive portfolio is easier and therefore less expensive. For an S&P 500 Index fund, for example, you buy all stocks in the
index, or a reasonable sample. The effort on the part of active managers would be worth the premium paid if the fund could
outperform its passive peer, which generally active funds cannot. It’s the logic of “paying more  for less.” 

The recent complexity comes in several forms. First, passive management has been creeping into actively-managed funds.
Some active funds have portfolios that so closely resemble their respective index, the managers are accused of being “closet
indexers.” They don’t “buy the index” in a single transaction, but nearly replicate it through multiple independent purchases. In 
other cases, the active manager has sought to protect the fund from volatility extremes by devoting a certain percentage of the 
fund to indexed funds or ETFs.2 These sorts of migration to passive don’t show up in the statistics. American Funds recently 
announced findings that actively-managed funds perform better when fees are lower (no kidding) and when their managers 
share the interests of their customers (shouldn’t they always?!). They hope to protect market share by reducing fees and moti-
vating managers to invest in their own funds, all in an effort to stem the flow to passive funds. We’ll see. Finally, there has been 
an incursion of “factor-based” funds and ETFs which isolate specific drivers of return (such as size, value, liquidity) allowing 
investors to build portfolios balanced for specific performance patterns. 

For the investment advisor, the decision as to what types of funds to use must be made on another level. We’re not paid to just 
pick out some “good funds” evaluated on a stand-alone basis. Sufficient software and other research materials are available for 
you to do that on your own. We are charged with designing a total portfolio of funds which over time may meet your needs,
balancing your return goals with your risk constraints. We need to know how each component fund will behave over time, and
how the funds’ performances will correlate or perform in concert with each other. Fortunately, we don’t have to speculate about 
those things. Long-term market research provides the answers allowing us to “know” within very broad parameters how a port-
folio will perform. However, this level of predictability can be achieved only through the use of passive funds or ETFs which 
have a dependable style focus, and good portfolio optimization software. 

1
”The Rising Popularity of Passive Investing” WealthMinder.com, 7/30/16,2 J. Zweig, “Some Stock Pickers Stop Picking,” WSJ, 2/19/16, J. Coumarianos, 

“Some Mutual Funds  Rally by Not Sticking to Style,” WSJ, 3/7/16,J. Benjamin, “American Funds Says Lower Fees…” Investment News, 3/18/16
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Trash Talk 

Robert Jacobsen 

Some people with “green” tendencies might say that our homes are full of trash,
but it’s a matter of perspective, isn’t it? We could go through the house explain-
ing precisely why we are hanging onto each valuable item. Yet periodically,
when we consider our next residential move, or can’t locate something in the
clutter, we fleetingly admit that we have a houseful of stuff that we don’t, and
never will, use. 

Retirement gives us a new outlook on “stuff,” offering as it does greater time to 
spend at home and take a leisurely, if disturbing, look around. This outlook rais-
es the specter of downsizing, all a part of the tacit acknowledgement that we 
will leave home, one way or another. 

It allows us to see with new eyes those items we keep because they house mem-
ories: a grown son’s baby teeth, a package of love letters, the ironing board cov-
er from an adult daughter’s doll. These items jog poignant emotions.

It gives new clarity to the actual value of reference materials: our college lecture 
notes, road maps from a state we lived in 30 years ago, a copy of the Constitu-
tion. They might prove useful.

It tempts us to get real about the true monetary worth of our possessions: the 20 
year old but “like-new” bike that your daughter never rode, a perfectly good 
Forman grill, a picnic basket larger than your two other picnic baskets. Surely 
someone would want these.

It reveals things about our self-identity, and how we cling to it over the years:
the high school track trophies, old pictures taken before the worst ravages of 
age, the shelf of books from when we were captivated by ancient history or sci-
fi. Still displayed, these tell people who I am.

Upon reflection, we know that technology has made many of these things obso-
lete. You don’t need the reference books when you have Google. A never-
ridden 20 year old bike lacks features your granddaughter wants. You haven’t 

been on a picnic in 15 years, and couldn’t run a 10k these days
if your life depended upon it. And those sentimental items? 
Beyond yourself, for whom do they have meaning? Finally, if 
I don’t manage the bulk of the cleanout, who is left with the 
job, and will she thank me for that painful burden?

So why do we keep all the stuff? There are several possible 
factors which may intertwine: 1) Hating “waste” and an “old-school” sense of 
value 2) not being up to date with technology 3) not knowing what services
exist to help us with removal, and what they cost 4) Guilt: the feeling that in 
discarding items we are devaluing the memory or the relationship they represent 
5) difficulty in facing the passing years and the inevitability of more change 6)
problems with decision-making 7) laziness. To varying degrees, I can identify.

Here are some partial solutions: Given the aging of our population, the market-
place includes removal services that can respond to the factors listed above.
They recycle for you, sell your items on Craigslist, EBay and other sites, and
help you find “good homes” for items with sentimental value. Websites on 
clutter and removal can help too. So too can doing the sorting with a friend who 
will keep you on task and distract you from absorption in memories.

Trash continued on p. 2 
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