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Assabet Advisors is an  

independent Massachusetts Regis-
tered Investment Adviser, seeking 
sound and customized investment 
solutions for high net worth individu-
als, businesses and foundations. 

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  approved by 
Dimensional Fund Advisors for ac-
cess to their funds. 

 

If that’s true, then those of us who can’t manage to spend it all before our demise 
have some decisions to make. The choices involved can be tough and the difficulty 
seems to increase with the level of wealth to be transferred.  

Whatever the size of the estate, those decisions are least difficult for those with 
firmly held values concerning legacies. This is particularly true where the values are 
so well-defined that the next generation is fully aware of them, where the children of 
an extremely charitable person embrace those values and do not expect a massive 
windfall.  Most people’s values lie somewhere on a continuum between “you can 
never give too much to your kids,” and “I’ve been fortunate, the kids are all right, so 
I want to make the world a better place through charitable giving.”  

Both approaches may be steeped in generosity. Bequests to offspring usually come 
from the passion and protective instinct that most of us feel for our children. That is 
charity that “begins at home.” Charitable contributions reflect gratitude and a heart 
for broader humanity. It’s a difference in scope, perhaps. But either approach also 
could reflect ego. Giving to children could be a way to create a dynasty, while chari-
table giving could have to do with getting our name on a building or tax-
management. In other words, one approach is not more or less commendable than 
the other on its face. That’s a matter of the individual  heart. 

In 2010, Warren Buffet and Bill Gates invited other fabulously wealthy people to 
join them in a Pledge to give away (to charities, not their families) more than half of 
their fortunes. (Buffet has pledged to give away 99% during his life or at death.) 
Within a month there were many signers. Of course that wasn’t necessarily sacrifi-
cial. How many millions or billions does one child need, after all? Buffet has said 
that the perfect amount to leave each child is “enough money so they feel they could 
do anything, but not so much that they could do nothing.” In his world, that could be 
a substantial fortune. Gates also plans to give a “miniscule percentage” of his wealth 
to his kids. It’s rumored that he means only about $10 million. Most Americans 
would be overjoyed for such a pittance. Barron Hilton, shocked and embarrassed by 
granddaughter Paris’ exploits, decided to give away 97% of his $2.3 billion in assets. 
That could leave poor Paris with only $5 million in inheritance. (She won’t starve. 

To her credit, she’s a worker and earns millions on her own.) 

The Pledge is valuable. Besides raising significant dollars for 
charity, the Pledge also has elicited public discourse on the 
subject of legacy. Here are some opinions about giving to one’s 
children, just to test your own ideas. Some people believe good 
character is shaped in part by struggle. T. Boone Pickens: “I’m 
not a big fan of inherited wealth. It generally does more harm 
than good.” Buffet has stated that setting up his heirs with “a 
lifetime supply of food stamps just because they came from the 

right womb”  is “harmful” to them and an “antisocial act.” Sapping motivation and 
personal accomplishment is a common theme. Actor Jackie Chan said of his son, 
Jaycee, “If he is capable, he can make his own money. If he is not, then he would 
just be wasting my money.” Intel cofounder Gordon Moore set up small trusts for his 
two sons with enough to provide a down payment on a house. He claims that they 
will not get much more for fear of denying them the opportunity to have a sense of 
their own achievement. Some commentators who have studied the effects of inher-
ited wealth have larger fears: the creation of selfish, entitled or even deviant adults.   
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 Santa Claus Rally…...Really?  

One of our financial culture’s favorite stock market anomalies 
receives a lot of media space in the year-end holiday season. 
The “Santa Claus Rally” refers to a hike in stock prices late in 
the year, a great gift for investors.  In studying this phenomenon, 
some researchers track the stock performance of December as a 
whole, while others pinpoint their focus on the last week of the 
month. Mark Hulbert makes a good case for the last 5 days of 
December through the first 2 trading days in January. He has 
found that since 1896 the average pricing shift is +1.7% for 
those 7 days alone. He notes additionally that the short period 
has had a positive return in 77% of the years. (No thanks to 
2013) 

Some people attribute the Santa Claus Rally to the collective 
psychology of investors which is, after all, what directs stock 
prices on any day. They suggest that in the season of joy and 
goodwill, investors are abnormally optimistic or, well, “jolly.” 
Also, a surge in consumer spending might buoy the economy. 
However, those effects are expected and should already be 
priced into the market. 

 A number of analysts propose that a disproportionate percent-
age of pessimistic investors are on vacation at that time of year. 
(The logic escapes us.) 

 

Market-based factors have greater plausibility. Some trading 
relates to the year-end effort to maximize tax benefits. Some 
occurs when investment managers, hoping to appear more 
successful to their investors, reduce cash and purchase win-
ning stocks in an attempt to “window-dress” their portfolios. 

Even an investor who engages in market-timing may find it 
difficult to take advantage of the Santa Claus Rally. For one 
thing, the pattern is not an absolute. This is speculation. It oc-
curs or it doesn’t. Also, the pattern is strongest for the small 
stocks, even the micro-caps. And remember, whatever gains 
you make are net of the transaction costs at both ends. 

There was considerable momentum as 2013 neared its close. 
Although the month’s stock market performance (S&P 500) 
was down –1.47% through December 16, reports of strong 
economic performance and the suggestion of a tapering of the 
Fed’s economic stimulus program brightened the outlook.  The 
S&P 500 Index had a +2.5% return for December and a 
+32.39% return for the year.  

It must be said that “Santa Claus Rally” is a misnomer for this 
phenomenon. The rally is not a sure thing. The beauty of myth 
is that it is sure. Santa is thoroughly dependable. Those who 
are into Santa know that he also is fully predictable, based 
upon a single factor: your behavioral track record during the 
year. If you have been a good little girl or boy, you’re on the 
list. Wall Street, on the other hand, has been known to reward 
some very bad boys and girls. Go see “The Wolf of Wall 
Street.” Some of those characters were counting on it! 

 

K. Mahn, “Will Santa Claus Come to Town in 2013?” Forbes.com 12/19/13, 
M. Hulbert, “Is the Santa Claus Rally for Real?” wsj.com, 11/29/13, k. Lahiff, 
“Stocks Confirm Santa Claus Rally,” www.thestreet.com, investopedia, 
“Santa Claus Rally” 

Katharine Graham, chief exec of the Washington Post 
isn’t worried: “My instinct would be to just pass the 
money on and hope that in doing so you also pass on your 
values—how to use it, the life to lead, the standards to 
have.” Is simply hoping enough? One answer to the con-
cerns of affluent parents is advice on being as sure as pos-
sible that you are passing on those values. How to do that? 
Even if your fortune is dwarfed by those mentioned here, 
we all can consider these suggestions: 

1. Parent intentionally. Spend time with your kids so that 
your values are seen and transferred. 

2. Train your children in philanthropy as well as sound 
money management. (Former Treasury Secretary William 
Simon’s 7 children read and discussed Andrew Carnegie’s 
Gospel of Wealth at family meetings.) 

3. Experiment. Texas Industries CEO Robert Rogers gave 
his kids an annual stipend at age 18 to cover essentials and 
then some. One son ran out in 9 months. Whoops! Lesson  

learned. He got a job in a hurry. 

4. Involve your children in charitable decisions. 

5. Be a good example in  how you handle your wealth. 

6. Give later, not sooner. Ross Perot: “Anyone who gives kids 
a lot of money at 21 doesn’t have much sense.” Bill Simon 
suggests a trust which doesn’t pay out interest until around 35, 
and principal not until 40 and then 45.  

7. Let children know well in advance what level of wealth they 
might receive (even if they will receive little or none),  and 
what your thoughts are about the amount.   

 

M. Willett, “15 Tycoons Who Won’t Leave Their Fortunes to Their Kids,” 
Business Insider 8/20/13, R. Frank, “Millionaire Parents Say Their Kids are 
Unfit to Inherit,” CNBC, 6/18/2012, M. Nichols, “Paris Loses Out,” Reuters, 
12/26/07,  R. Kirkland, “Should You leave it All to the Children?” manage-
ment.fortune.cnn.com 11/21/2012,”Bill Gates Will Not leave a Fortune for his 
Children,” Deccan Herald, 11/27/13 
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The U.S. economy continued to grow slowly in 2013 consis-
tent with the pace in 2012. Unemployment dropped to 6.7% 
by year-end but partly owing to Americans leaving the job 
market. The housing sector improved with home prices ris-
ing unevenly across the nation and increased sales. How-
ever, the progress was not enough for the sector to reach its 
long-term average contribution to GDP. Although the 
changes were moderate, they were enough to bring year-end 
consumer confidence to a 5 year high. 

Believing that the economy was not yet strong enough to be 
self-sustaining, and not yet concerned about inflation, the 
Federal Reserve Board maintained its economic stimulus 
policy through out 2013. At mid-year, the Fed announced an 
intention to “taper” the program of buying bonds to support 
economic growth. When financial market investors re-
sponded negatively to the news, the Fed delayed the action. 
Later in the year when investors’ outlook on the economy 
was more upbeat, they stated that tapering would begin in 
January of 2014. On February 1, Janet Yellen will become 
the first woman to Chair the Federal Reserve Board. 

 

Economic and Financial Overview  
 

European economies showed improvement but continued 
tostruggle. In the 18 nation Euro area, unemployment re-
mains at a record high and bank lending is still contracting.  
 
Investors in U.S. stock markets were rewarded in 2013. The 
Dow Jones Industrial Average gained +29.65% for the year 
after reaching 52 “record highs” over the period. The S&P 
500 Index of large-cap U.S. stocks rose by +32.39%. Small-
cap stocks outperformed mid and large-cap while growth 
stocks outpaced value. On the international front, developed 
markets offered double-digit returns. Emerging markets 
were negative particularly after a huge summer sell-off after 
the Fed’s announcement. 2013 was a strong year for new 
issues with IPOs up 59% from 2012. 
 
Bond investors were not so fortunate as interest rates rose, 
reducing bond prices. The Barclay’s U.S. Aggregate Bond 
Index was down –2.02% for the year. All fixed income sec-
tors but for high yield bonds suffered. The yield on the 10-
year Treasury bond ended 2012 at 1.759% but after drop-
ping as low as 1.61% in the spring, it rose to end 2013 at 
3.03%. 

Ulcers and Asset Allocation 

Stories of multitudes of stricken investors leaping from New York City buildings in the wake of the 
1929 stock market crash are largely urban myth. (There was a rise in suicides in the period but not 
immediately after the crash, and mostly not by that gruesome method.) Yet research of more recent 
times is showing a connection between economic and financial factors and  spikes in illness and 
hospitalization. With stock markets hovering around an all-time high following a very strong 2013, 
most analysts expect a reversal. Perhaps we need to brace ourselves to protect our health! 

Economic declines can undermine health. One study recorded data on internet inquiries of symp-
toms in the period 2008-2011.  Compared to prerecession data, there was a marked rise in reports 
of chest pain, arrhythmia, and hernia. Incidence of stomach ulcers was higher by 228% than the earlier period, headaches by 
193%. An article on WebMD states that “debt-related stress” was 14% higher in 2008 than in 2004. 

Stock market drops can impact health rapidly. A California study linking stock market levels and hospital admissions be-
tween 1983 and 2011 found that admissions for mental health illnesses such as panic disorders, anxiety, and depression tend 
to surge immediately when the stock market slides. On October 19, 1987 when the market lost 25% in a single day, hospital 
admissions spiked 5%. The rapidity of the response leads researchers to think that many investors live in a perpetual state of 
vulnerability. Apparently the effect is not symmetrical. They see no evidence that health improves when the markets soar. 

How can you protect your health from market effects? Evaluate your own level of market-related anxiety. If you are vulner-
able, there are two courses of action. You can reduce the risk in your investment portfolio to a level you can handle. No more 
than a 5% correction in a day? 10% in a month? Or you can get some coaching on normal patterns of investment risk to ame-
liorate your anxieties. If you need an investment pep talk from your advisor, call more often! We’d prefer to visit you in your 
home or our office than in the hospital. 

 

G. Weinreich, “How a Lousy Economy Can Make You Sick,” ThinkAdvisor.com 1/14/14, L. Joszt, “Stock Worries Increase Hospital Admissions,” 
HCPLive.com, 1/13/14, W. Klingaman, 1929: The Year of the Great Crash, 1989 
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There’s an interesting headline on the front page of the December 31 Wall Street Journal. “Winners of 2013: Boring Investors.”  
As asset allocators who are philosophical adherents of Modern Portfolio Theory, we know who the boring investors are—it is us! 
We consider active management (trying to time the market or pick “winning” individual stocks) an exercise in futility in terms of 
returns over time, and certainly in terms of achieving tolerable volatility. However, we admit that with a lot of “bets” and transac-
tions, there is far more excitement and “sex appeal”  in active management than in our asset allocation approach.  

Yes, asset allocation is boring. But it also is misunderstood. Proof of that shows up in nearly every paragraph of the WSJ article. 
First, while portfolio management practices such as tactical market timing, sector selection and long-short are described as so-
phisticated strategies, asset allocation is described as weak on strategy or even as an absence of strategy. “So-called dumb-money 
strategies, which involve buying and  holding a plain-vanilla portfolio of U.S. stocks, did much better than the more complex 
approaches employed by hedge funds and other professional investors.”  A single sentence implies that asset allocation might be 
a “dumb,” sleepy and simple system employed by non-professionals. Ouch! In fact, the data and analysis required to implement 
an asset allocation is extremely deep and elaborate, not at all boring. There as many moving parts to this strategy as in non-boring 
approaches, and the proponents are no less “professional.” (The 2013 Nobel Prize in Economics 
was shared by Eugene Fama whose research has guided Dimensional Fund Advisors for dec-
ades.) It’s the portfolio itself whose low turnover and controlled volatility can put an observer 
to sleep only because observers often mistake continuous motion for strategy and complexity. 

A comment in the article by the Chief Investment Officer of Wedgwood Partners also serves to 
paint an asset allocation approach as passive. In announcing that all of their sales in 2013 were 
“mistakes,” he states “If you could’ve just invested in one of the major indexes, and worked on 
your golf game the rest of the year, you would’ve hit a home run.” The mixed metaphor aside….he realizes that he’s not describ-
ing asset allocation as that requires more than a single index, but he does seem to have the bias that those who are not buying and 
selling constantly might as well be out on the course improving their handicap. 

The Wedgewood CIO makes another assertion that simply doesn’t fit an asset allocation approach. When he talks about hitting a 
home run, he means achieving a high absolute performance, by whatever means. We are pleased when our clients enjoy strong 
performance, but that’s not our goal. Rather, we develop asset allocation plans for each individual to give them a specific invest-
ment experience appropriate to their financial goals and personal risk tolerance. We are aiming at a targeted level of risk-adjusted 
return over time. We want our clients to meet financial needs while not suffering any more volatility than they can afford, finan-
cially or emotionally. The asset allocation plan provides this. And it’s for that reason - to keep the portfolio on that track -  that 
we periodically rebalance portfolios to the target.  

The article mentioned a client who required considerable convincing to allow his investment manager to rebalance his portfolio 
back to the targeted and smaller exposure to stocks. He hated to pull back when stocks had given him such a high return in 2013. 
Finally he agreed to rebalancing saying, “I’m paying you guys to do this stuff, and I don’t necessarily agree, but go with it. If 
you’re wrong, I’m going to jump on you.” How will he determine if the manager is “right or wrong”? Is the manager “wrong” if 
stocks keep climbing? Or is he “right” to maintain an asset allocation discipline that protects the client from potential excessive 
risk, even if that risk is not realized? Asset allocation is not about swinging for the bleachers. It’s a complex and researched strat-
egy for delivering the investment experience right for the client. Putting investors to sleep is less the goal than designing and 
managing a portfolio that allows them to sleep!                         

       T. Kilgore & T. Lauricella, “Winners of 2013: Boring Investors,” WSJ, 12/31/2013 

Ho-Hum  


