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and cheaply through a single transac-
tion. The basket’s holdings are not 
selected individually based upon the 
professional manager’s assessment of 
potential returns. Rather, the basket 
usually replicates the holdings of a 
market benchmark index (S&P 500 
Index, for example) with the goal of 
providing a return identical to the in-
dex. Without the research costs re-
quired by “active management,” the 
expenses are far lower than those of 
actively-managed mutual funds. 

In those ways, ETFs are similar in 
goals, portfolio management methods 
and costs to index, or “passively-
managed” mutual funds. (ETFs no 
longer have to be indexed, as they 
were at the outset, but that is their 
typical form.) Many articles errone-
ously try to compare ETFs to “mutual 
funds” in general when the meaningful 
comparison it to index mutual funds.  

How do ETFs differ from index mu-
tual funds? Vanguard offers ETFs 
much like an additional share class. 
For example, if you want to invest in 
Vanguard’s Large Cap Index Fund, 
you now have 3 choices: VLACX, an 
“investor shares” mutual fund with a 
minimum investment of $3,000 and a 
0.26% fee, VLCAX, an “admiral 
shares” mutual fund with a $10,000 
minimum but a fee of 0.12%, and VV, 
an ETF: no minimum, 0.12% fee.  

That choice would be a no-brainer 
except for the other differences be-
tween an ETF and an index fund. Mu-
tual funds are bought and sold through 
the mutual fund company which pur-
chases more securities for the portfolio 
when an investor sends in money to  
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Assabet Advisors is an  
independent SEC  Registered 
Investment Adviser,   seeking 
sound and customized investment 
solutions for high net worth indi-
viduals, businesses and founda-
tions. 

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. 

It’s not as if ETFs are a new phenome-
non. The first one appeared in 1993. 
But lately, ETF mania is everywhere. 
In the year ending July 31, assets in 
ETFs grew by 28%. It’s hard to find a 
financial publication without an article 
about these vehicles. Morningstar is 
hosting its first ever conference fo-
cused entirely on ETFs. Vanguard now 
offers a long list of ETFs to its clients, 
and other fund companies are follow-
ing suit. We’ve been asked  if we’re 
excited by ETFs and are going to jump 
on the ETF bandwagon. Our (very 
unexciting) answer: 

We’re already there. Assabet Advisors 
has used ETFs as investment vehicles 
from our beginning. As asset allocators 
looking to have exposure to various 
asset classes or market segments, our 
goal is to have the best vehicle for each 
class, measured by a number of factors 
including cost, breadth, and stability. 
Sometimes that vehicle is an ETF, 
more often it’s not. We use ETFs when 
they can deliver exposure to a particu-
lar asset class for which we have no 
better alternative.  Currently, we use 9 
ETFs in client portfolios. At the end of 
August, ETFs represented 12% of our 
total client assets, as compared to 29% 
for mutual funds. In choosing an ETF, 
we are attracted by the asset class of 
the underlying securities themselves, 
not because it is packaged as an ETF 
rather than a mutual fund.  

What’s the difference? Most ETFs are 
indexed. Like index mutual funds, 
ETFs are a broadly diversified basket 
of securities representing a particular 
market segment or sector, allowing the 
investor to achieve an exposure to a 
certain market segment both easily  
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A California advisor, spooked by this problem in the 
extreme during the market’s “flash crash” in May, has 
sworn off of ETFs altogether .1The market trading also 
means that there may be times when an ETF, although 
indexed, may not track the performance of its benchmark 
index well. For ETFs in which the underlying securities 
themselves are thinly traded, the gap can be very wide. 
Those are the benefits and disadvantages of ETFs. For 
Assabet Advisors, the benefits  have little allure.  Much 
as certain features make one car model immensely ap-
pealing to another driver but have less appeal for your 
own lifestyle, the features that make ETFs attractive to 
many investors, are not as interesting to us.  

We don’t need an ETF’s “liquidity” or ability to trade 
throughout the day because we don’t believe that we or 
anyone else can foresee short term market trends. We 
don’t buy on margin or engage in short-selling. 

Also, we have some protection against the fund capital 
gains taxes through timing our purchases, and through 
the relatively low turnover of the mutual funds we use. 

Many of the vehicles we use are asset class mutual funds 
offered by DFA (Dimensional Fund Advisors). We pre-
fer them because they are not required to immediately 
adjust with changes in the index, and because of the DFA 
funds’ trading strategies, size, price, stability and security 
exclusion rules. Yet we select vehicles on a class by class 
basis. DFA has no standard “edge” in our decision  and 
doesn’t always offer the best option in an asset class. 
Sometimes the best option comes in the form of an ETF 
which is why 12% of our assets managed for clients are 
in ETFs. 

So, ETFs are not a panacea. For us, they are very useful 
but not exciting.  

1
“Adviser Says No to ETFs” Wall St. Journal 10/4/10,“ETFs,” Money, 

July 2010, S. Orman, “Mutual Funds v. ETFs”, www.moneymatters, N. 
Hamman, “ETFs and Mutual Funds,” www.Benzinga.com, 8/30/2010, 
C. Jaffee, “A False Dilemma,” Marketwatch, 1/24/10, ETFs v. Index 
Mutual Funds, Altruist Financial, LLC, “Mutual Funds v. ETFs,” 
www.fool.com, J. Van Steenwyk, ETFs v. Mutual Funds, “Which is 
Right for You?” www.AssociatedContent, 8/8/10 

 

purchase shares in the fund. When a shareholder “redeems” 
shares, they are sold back to the company. Mutual fund 
purchases and redemptions are effected only once a day—
at the close of the stock market at 4 p.m. The fund is valued 
at this point. The NAV or “net asset value” is based upon 
the actual closing value of all the securities in the fund.  

An ETF, on the other hand, is not purchased and redeemed 
through the fund company. Like a stock, it is bought and 
sold on the secondary market, through a broker, and it 
trades throughout the day. Most of the touted benefits of an 
ETF relate to this. If an investor wants to sell ETF shares, 
he sells them in the marketplace to another investor through 
a broker. In the sense that he is allowed to trade during the 
entire trading day, he has “liquidity.” 

With intraday trading, an investor alarmed by a market 
decline does not need to wait until market close to reduce 
his exposure. Also, an investor can use a limit order in pur-
chasing ETFs, controlling the price at which the trade will 
be made. He also can buy on the margin and “sell short.”  

Mutual fund investors pay capital gains taxes on securities 
that were sold from the fund, in addition to cap gains taxes 
they themselves may incur from sales of mutual fund 
shares. ETFs are generally able to distribute a lower capital 
gains burden from security sales to investors. 

If the relative benefits of ETFs relate to its status as a stock, 
so too do the relative drawbacks. An ETF investor has to 
establish a brokerage account and usually must pay a com-
mission for each transaction. (Note: Vanguard offers its 
brokerage clients commission-free transactions.) This can 
make dollar-cost-averaging or other automatic investing 
services too costly to be worthwhile.  

While the price of a mutual fund share relates to the NAV, 
which reflects the actual closing prices of all the securities 
in the fund, the price of an ETF  is a function of  market 
demand for the ETF. It may be higher than a net asset 
value, or lower. The “bid-ask spread” (the difference be-
tween the price at which a seller is willing to sell and the 
buyer is willing to buy) is priced into each transaction. It is 
possible, therefore,  to pay more (or less) than the aggregate 
price of the underlying securities. 
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Following the Money 

Early in the quarter, as some economic data signaled a slowdown in the pace of economic growth, many feared a “double 
dip” in which the recovery would be interrupted by a slide back into recession. Most discouraging was the rise in unem-
ployment to 9.6% in August and continued bad news from the housing sector, always such a significant driver of growth. 
By quarter-end, however, it seemed that a majority of economists did not expect a double dip, feeling instead that the re-
covery from this “Great Recession” is simply far below the pace of recoveries in the past. At this point, the momentum 
provided by the fiscal stimulus and by the inventory cycle earlier in the recovery is fading while the crisis in housing and 
continued poor credit conditions are hampering a more self-sustaining pickup in growth. The demand for labor has in-
creased, yet many jobs remain unfilled. There may be considerable mismatch between the openings and the skills of job-
seekers. Also, with so many homes now “under water” on their mortgages, the labor force is less mobile than in prior re-
coveries. There exists pent-up demand for both consumer durables and capital goods, but households and businesses are 
treading cautiously. In the meantime, our federal deficit has ballooned from policy actions to stabilize the financial system 
and buoy the economy, creating a debt burden that will impede growth in the future. 

Despite the sluggish economy, the stock market soared in the third quarter, with virtually all domestic asset groups showing 
healthy gains. The S&P 500 (large cap) Index rose +11.29% and was matched by small cap stocks. Growth continued to 
outperform value. Given recent healthy corporate earnings and high cash reserves, as well as the historical pattern of strong 
stock performance before mid-term elections, this was not surprising. Overseas, stock markets in both developed and 
emerging economies also had strong performance, although were uneven across countries. With the dollar’s slide against 
most major currencies, dollar-denominated returns were especially high. The bond market also did well, boosted by falling 
interest rates. (Barclay’s Capital US Aggregate Bond Index was up +2.48%.) 

We may see another round of easing measures by the Federal Reserve as the Board has expressed concern about the slug-
gish rate of growth and the potential for deflation. While further easing threatens the value of the dollar, the advantage of 
being the reserve currency for the world offers some security that foreign investors will continue to purchase US bonds 
even with a weak dollar. However, the dollar may see some competition from other currencies in the years ahead. 

Quarterly Economic and Financial Review             

Knowtification Inc. is a new service business, born out of an intensely personal experience. When Steven Mait, a Florida 
financial advisor died unexpectedly in a car crash, his adult sons faced the difficult task of organizing all of his financial 
information. Ironically, Mait, who likely had encouraged and assisted his clients to organize and maintain personal finan-
cial data, had not done a good job for himself. Any of us who have been through this, know that handling such details is 
particularly demanding during the early stages of grief, and even more so if there isn’t an accurate paper trail for financial 
accounts. Knowtification.com was developed by Mait’s sons to ease that pressure for other people. 

Using the personal information provided by the customer (name, address, social security number, dates of birth and 
death) this service contacts hundreds of  financial, securities and insurance institutions in search of accounts, directing 
them to return all information to the customer. They take the cautionary measures of verifying the personal information 
against a Death Master File maintained by a Department of Commerce agency as well as notifying the 3 largest credit 
agencies of the death in order to prevent identity theft. The cost is moderate: $59.95 for the “basic level,” a search of 200 
institutions, and $89.95 for the premium level, a search expanded to 400 companies including 401(k) administrators.  

In addition, the site offers a  free “funeral registry” that helps to quickly make information about the death and funeral 
arrangements accessible to a broad group. The site also provides a list of the first 10 steps to take following a death, one 
that could be especially useful for a survivor in the case of a sudden loss.  

Would you use this service? How much confidence would you have in their “advanced security protocols” and privacy 
policy? If the idea causes you discomfort, perhaps you need to be proactive. Encourage your family members to create 
and maintain accurate financial records, and follow your own advice! If one of your advisors isn’t doing the task for you, 
do it yourself with a tool on www.gggcpas.com: “tools and links”, then “calculators” and then “Personal Wealth Inven-
tory.” Critical: Let your heirs know that you’ve done it. 

D. Janowski, “Web Service for a Trying Time,” Investment News, 8/23/2010, D. Gershenson, “Selling with a Purpose,” 
www.thecreativeunderground.com, 8-31-2010. 
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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. 
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We always enjoy responses from our readers. Recently, they’ve come from people 
pondering the relationship between wealth and happiness, an issue raised in the lead 
articles of our two most recent newsletters. Apparently it’s a topic that evokes some 
intellectual tension. Most of us recognize as a contradiction that we know money can’t 
buy happiness, yet we want more of it. Therefore, I was struck by a headline in the 
September 7  Worcester Telegram & Gazette: “Study says happiness price tag is 
$75,000.”  The Associated Press article referenced a new study by Daniel Kahneman, 
a psychologist and the father of Behavioral Finance, and his Princeton colleague,  
economist Angus Deaton, published in the Proceedings of the National Association of 
Sciences of the United States of America (PNAS). A quick web-scan revealed that 
many other papers also had picked this up, and in many cases, the brevity of the article 
led them to trivialize the research findings. The original Kahneman and Deaton report,  

“High income improves evaluation of life but not emotional well-being,” published on www.pnas.org, is, of course, more 
serious and more dense, and offers us a way to understand our contradiction.  

The authors distinguish between daily happiness, or emotional well-being, and life-evaluation, or the way in which we might 
rate our lives. In a study of  450,000 Americans in 2008-2009, they discovered that peoples’ assessment of their own lives as 
successful or good (“life-evaluation”) had a different relationship to income than how they experienced their daily lives 
(“happiness”). Happiness does increase with rising income up to a point. At $75,000, a point at which the negative effects of 
poverty (chronic poor health, loneliness, fear etc.) have been surpassed, happiness plateaus. It’s not that more money doesn’t 
bring good things, but once the plateau has been reached, it can’t enhance the things that make us truly happy each day: car-
ing relationships, being treated with respect, helping someone, acquiring new knowledge, solving a problem, working on a 
hobby. Think of $75,000 as the inflection point between the ills of lack of money, and having enough to enjoy those things. 

Life-evaluation, on the other hand, rises steadily with higher income. It’s possible for a person standing back from the daily 
experience of life and surveying what he has: advanced degrees, homes, cars, awards, other possessions, to make the judg-
ment, “I have all of this. I have a great life,” even though he rarely feels or evidences happiness (high life-evaluation/low hap-
piness). Someone else who has far less can stand back and say, “I expected to climb higher, My house is small and my car’s a 
clunker, my life is so-so,”  and yet lead a life full of joy and pleasures (low life-evaluation/high happiness). 

The distinction between emotional well-being and rating our lives makes sense of the contradiction. More money (over 
$75,000) can’t make us more happy, but more money can increase our sense of satisfaction with life. This is a corollary to the 
adage that more money doesn’t make an unhappy man happy, but it can make a happy man more content. 

What most of us want is happiness and satisfaction. Do you ever read obituaries of people you don’t know? When you con-
clude “Now, that was a happy man!” what are you measuring? Probably both the happiness factors which include some or all 
of these: happiness factors: family, friends, volunteer activities, hobbies, pets, spiritual community, and the satisfaction fac-
tors: financial security, professional success, public recognition, possessions.  

Happiness and satisfaction to you! 


