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During the time that we have been preparing this issue of the Perspective, the news has been particularly
disturbing. This haunting quote, long a favorite, came to mind.

“Every gun that is made, every warship launched, every rocket fired signifies,
in the final sense, a theft from those who hunger and are not fed, those who
are cold and are not clothed.”
Dwight Eisenhower

In this issue, the first section, as always, presents a few charts and brief comments on market performance.
The next section features both a personal view on the “Evolving Language” of the Financial Services category
and a detailed article (and related chart) on investors’ pursuit of higher yields from bond portfolios. They
are followed by Louise’s follow-up story on Vert, a new option in the category of Sustainable Real Estate
Investment Trusts.
A review of the current interest rate environment and its effect on portfolios precedes a brief story illustrating
the efficiency in markets – outside the securities markets. Additionally, you’ll find a discussion of risk in the
methodology of building DHR investment portfolios – yours.
Last, as always, a picture of and a few words on a piece of art in our collection of “Money Art,” created by
Mark Wagner.
Performance in the Markets
This is a gloomy series of charts for those of us who pursue the “Value” style of investing. Not only does a lot
of red ink appear for many asset classes, but also the results for Value styles, where positive, are less so and
where negative, are more so. Reasons for sub-par performance include rising interest rates, concerns about our
economy, threats of global trade wars, uneasiness about the potential for nuclear aggression, and the general
feeling that markets were “overbought,” by virtue of excessive buyer enthusiasm. The contribution of each
of those attributions is difficult to know, but the truth is in there somewhere. We see a lot of volatility, in both
directions, except the “ups” seldom go above the level preceding the “downs.” The first quarter’s performance
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resembled “two steps forward, three steps back.” We
have seen worse. It might get worse, still. It will also
return to “normal” progress, an event for which we
ask that you remain patient.

asset classes. International stocks did not prevent
our portfolios from losing value, but we address that
aspect of correlation elsewhere in this issue of the
Perspective. (See “Minds vs. Models.”)

REITs tend to be interest rate sensitive, so when rates
rise, their values will be affected. Value and small
cap, especially small cap value, tend to be viewed as
“higher risk,” so the market conditions mentioned
above will have a predictable effect upon those

Most of our clients have seen this kind of market
before, so know how to think about it. (Including
remembering that past performance contains no
predictive information.) If any of you would like to
talk about it, we are here to do that with you.

Market Summary
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Marketwide
Large Cap
Large Value
Large Growth
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Small Value
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1 Year
13.81
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World Asset Classes

First Quarter 2018 Index Returns (%)
Looking at broad market indices, emerging markets outperformed developed markets, including the US, in the first quarter.
The value effect was positive in emerging markets but negative in developed markets, including the US. Small caps outperformed
large caps in developed markets, including the US, but underperformed in emerging markets.
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The Evolving Language of Financial Services
This is a personal essay, about the meaning of
words and the slippery assignment of responsibility
in the business of providing investment advice.
Many investors are aware, although many are not,
of the discussions about the word “fiduciary,” in
the Department of Labor, the SEC and the selfregulatory financial industry bodies.
We know about egregious actions taken by
some providers of financial products, especially
unscrupulous salespeople who can cause some
retired folks to lose their life savings. Many of
these salespeople work for “the house,” create high
sales volume, push for commissions and ignore
the consequences. At the end of the day, their
“professional results” are defined by: “How much
money did I make?” This is the seamy side. Caveat
Emptor (or, déjà vu all over again.)
Of course, not all the people who sell financial
products can be fairly described that way. Most
are fine, ethical people. However, that commission

ground is fertile and, to many, the grass is greener
where the behavioral constraints are fewer.
Naturally, this question reaches deep into large
brokerage firms, like Merrill Lynch. Those firms
hire salespeople to sell their financial products. The
salespeople are employees. Their primary duty is to
their employer. The primary duty of the employer,
an operating business, is to make a profit for its
shareholders. A lot of money flows through those
pipelines, of which a lot “sticks” to the company
and the salesperson. (Remember “Where are the
customers’ yachts?”)
I do not object to the existence of this business
model, although the problems are disheartening.
Aside from its failings, it has served the country
well, has been a part of our nation’s growth history
for a long time and has an important, positive
continuing role. The model has helped provide
capital formation and the building of the national
economy. As long as the investing customer
understands the nature of the game, but many do
not, then go ahead and play. “You pays your money
and you takes your chances.”
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However, there is another way - The Fiduciary
Standard. It holds that all actions taken by the
provider must place the customer’s interests first
and foremost. I have long believed that this meant
“always” - all ways. But, apparently no - and here
we start down the slippery slope of the meaning of
language. Recently, Fidelity has introduced into the
dialog the concept of “Point In Time Fiduciary.”
They have done so in order to show that, as a
retirement plan service provider, they comply with
the ERISA rule (Employee Retirement Income
Security Act of 1974) that they be a “temporary”
fiduciary, while simultaneously avoiding the
requirements of that title in the rest of their business.
Basically, they say they put the client’s interest
first at the point in time when they recommend the
investment. Then not.

4

I can see where it might be possible to be a
fiduciary one minute but not the next, that a single
recommendation made to a client can be made in
the best interests of the client at the moment, and
that the fiduciary requirements of the advice-giver
could be limited to that one instance. It would be
hard for me to argue logically against that assertion.
However, I do argue that this is another intentional
step in the degradation of meaning of terminology
that exists to inform and protect the investing public.
The community of fee-only, independent investment
advisors, who do actually operate as true fiduciaries
and receive compensation only from their clients,
has grown in the last twenty-plus years, to the extent
that it is threatening the business model of the large
brokerage firms. The Big Firms squawk, but the
public likes it. In response to public pressure on the
DOL and SEC to publish a rule about “fiduciary
behavior” that would govern the entire industry
of investment advice, the Big Firms have strongly
pushed back and, essentially, killed the process. Now
we see another strategy they will use to defend their
turf – “expanding” (muddying) the meaning of the
label. Years ago, when the term “investment advisor”
was appropriately used by fee-paid professionals to

distinguish themselves from salespeople, Merrill and
others jumped on board and started to call all their
salespeople “Advisors.” In this manner, by changing
connotations to disguise their purposes, some
large financial institutions and vendors push their
definitions mercilessly. A “Point in Time Fiduciary,”
is, to me, the most recent example of seeking to be
embraced by terms that accurately apply to others,
such as “Advisor” practicing “Wealth Management.”
Why does it work? Because marketers expand every
definition and lobbying softens every rule.
Here at DHR, we promise not to slide down that
linguistic or behavioral slope. DHR is a Fiduciary.
The attitude of “client first” permeates our
operations, guides all our thinking and dictates
all our advice, every day, all day. That is what we
expect of a fiduciary.
We don’t want you to lose money.
We do …
Focus on the long term – the timing of your
goals and objectives.
Diversify portfolios broadly.
Choose high quality investments.
Invest significant amounts in Index Funds.
Rely on sophisticated, unbiased research.
Avoid tricks, fads and trends, and
Use Common Sense.

Seeking a 5% Yield on Your Bonds?
The chart to the right contains an interesting display
of the relationship of bond yield (interest rate
payment) to the quality (and therefore to the risk) of
the investment. It takes a little study to understand
this presentation, but the result offers an answer to:
“What should I buy if I seek a yield of 5% on my

bond investments?” It also compares the scenario
today (as of January 2018) to that in January of
previous years, back to 1997.
If you want to protect your capital by restricting
your investment to high quality offerings, then
examine the patterns portrayed in various colors that
represent the four “Investment Grades” of bonds.
Those high quality bond portfolios last offered that
5% yield in 2010 and 2011. In today’s market for
high quality, one cannot even obtain a 4% yield. Few
retail investors understand the limitations in mutual
fund yield charts in the newspaper, so tend to look
only at the recent return or yield offered. This graph
provides a note of caution to bond mutual fund
buyers today. A brief study of this graph will show
what lies under the covers of recent high returns
– higher risk. However, the risk of owning lower
quality bonds will not necessarily reveal itself on the
surface – until trouble comes. As the oft quoted Sage
of Omaha (Warren Buffett) says: “It’s only when
the tide goes out that you see who’s been
swimming naked.”

Sadly, for the last 10 years, we have had truly paltry
interest rates on savings, which has damaged the
income security of many retired investors. They
might face more hard times, if they have invested
in lower quality bonds or in stocks to maintain a
dividend. When interest rates rise, although we do
not know this for sure, the change might cause a
reaction in the stock market, which many pundits
predict could be severe. Stock market prices might
decline, or not. It might or might not be severe.
Amidst this uncertainty, many might wonder:
“What should I do?” Perhaps you are among them.
We recommend that you imagine a ride down into
and then out of the valley of price changes. Consider
the personal or family events that might lie ahead
and the reasons why you might need money over
the next couple of years and estimate the amounts.
Then, come in to talk to us about your needs, your
reserves, your portfolio allocation and your other
objectives that the portfolio is designed to meet. We
have thought about this a lot – after all, it has been
expected for years. We can help.

CCC or below
(Junk Bonds)
B
BB
BBB
A
AA
AAA
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Vert: A Global Sustainable
Real Estate Fund
By Louise Rothman-Riemer
Since the 1980’s many folks have
been expressing their societal and / or environmental
preferences by investing in companies which support
the kind of world they want to live in. As they came
to be called, “Socially Responsible Investments” (SRIs)
began by reflecting the shareholder’s desire to exclude
companies that produced products they did not approve
of such as alcohol, birth control, firearms, tobacco,
or fossil fuels. A movement also developed to
withdraw investment in companies that were doing
business with, or in products that were vital to the
economies of, countries like South Africa, which had
legalized apartheid.
While many of these funds spoke to the heart and the
conscience of the investor the returns lagged behind
conventional funds. However, as time passed more
investors began to see that an impact could be made by
targeting companies that reflected their values and that
they could also be financially rewarding.
As mentioned, most of these early investment
opportunities focused on negative screening. As the
field of socially responsible investing (SRI) matured,
investors sought out funds that looked to positively
engage companies in support of the environment,
sustainability, and good governance. Companies soon
came to realize that they could manage their risks, be
profitable and invest their time and effort and products
to build a more successful future for themselves
and the world. Eventually, the focus changed and
more emphasis was put on sustainability and good
governance and products which were not harmful to the
environment. These became known as “ESG” funds.
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Sam and Sarah Adams, the founders of Vert, a global
sustainable real estate fund, desired to create a fund that
was entirely “green” and which singularly invested in
buildings that by their very nature help to create a more

sustainable infrastructure for the world. Because
there were no real estate investment trusts (REITs)
engaged in targeting only such “green” properties and
structures, they created Vert to fill this need.
Sam Adams spent his formative work years in the
investment world as an employee of Dimensional
Fund Advisors. He was asked to go to London
to open DFA’s new office there and to build
Dimensional’s investment advisor practice in the
United Kingdom. Ultimately, Sam left Dimensional
and returned to the United States, to Marin County, to
begin to solely focus on developing Vert, their first-ofits-kind globally sustainable real estate fund.
In today’s market there are basically two major
approaches to this type of investing. One approach
has three components: SRI, Impact Investing, and
Philanthropy; these three approaches are “values
driven.” In SRI investing the focus is to balance
financial return with social outcomes. In Impact
investing the focus is on outcomes with financial
return secondary. In Philanthropy the focus is to
maximize social outcomes. The second approach,
or the “value driven” (note that there’s no “s” at
the end of the word value), has two components:
Conventional and ESG. In Conventional the focus is
to maximize financial return and the ESG component
also focuses on maximizing financial return.
Sam and Sarah Adams chose to create Vert as a valuedriven fund rather than a values-driven fund. They
chose the value-driven ESG approach rather than
a values driven SRI approach because they wanted
a fund that explicitly focused on environmental,
sustainability and governance risks while also
employing traditional financial analysis. As stated
above, ESG is more about economic value, and SRI
is about values and attempts to incorporate ethics
and social concerns into portfolios. Confusion arises
in cases where “economic value” and “individual
values” overlap.

Vert’s founders also believe that in order to build
a sustainable environmentally sound future it is
important to be an “active shareholder”. They
believe “REITs have abundant opportunities
to maximize stakeholder value by being more
sustainable and more transparent.” Vert’s founders
want to “encourage portfolio companies to take
these opportunities through direct engagement and
coordinated campaigns with other asset owners.”
In the January 2018 edition of our Perspective, we
discussed the advances that are being made to make
buildings more sustainable by reducing carbon
foot prints, with more environmentally sustainable
lighting, heating and cooling approaches. Now,
we’d like to expand on that basic notion to define
what criteria the Vert founders used when building
their fund.
Vert’s Qualifying Criteria, which reflect their
ESG perspective, include the following key
performance indicators:
Environmental: Energy and / or Greenhouse
Gas Reduction, Water Use, Green Building
Certifications: Biodiversity and Land
Conservation.
Social: Urbanism, and Transit Orientation,
Community Impact and Engagement, and
Affordable Housing,
Governance: Disclosure and Reporting,
Stakeholder Engagement, Greenhouse Gas
Policies and Programs.
Vert’s Disqualifying Criteria include:
Controversy: Bribery and Corruption,
Displacements.
Business Line: Fossil Fuel and Prison Industries
Risk: Flood and climate Risk, Regulatory fines.

Many of you have asked questions about ESG funds,
Impact Funds and SRI funds. Consequently, we felt
there was sufficient interest to warrant a discussion
about them. The Vert Fund offered a good opening
to do just that. In particular, some of you had
questions about the viability of REIT funds relative
to climate change (Example: “What about sea level
rise and the impact it will have on big hotels and
buildings near a coast?”) as well as about concerns
for brick and mortar retail stores dealing with the
impact of online internet purchasing trends in REIT
offerings. The latter concern is especially worrisome
to those smaller businesses that are often found in
the ground floor of office and residential buildings.
This is a new fund and therefore it will not be
appropriate for everyone. Vert has a limited track
record; it was opened to the public for the first
time only last October. We suggest that, if you are
interested in adding Vert to your portfolio, that you
contemplate doing so with an eye to “sampling” it.
Like a spicy seasoning, you likely won’t want to add
so much of it that it changes your entire stew, but
adding a little will certainly affect the flavor. If – or
when – you are interested in learning more about
Vert and possibly having it in your portfolio, please
contact us.

Interest Rates in 2018
Interest rate forecasting has been a favorite pastime
of many market participants. With each New Year,
many pundits offer their predictions for the actions
- or lack of them - by the Federal Reserve Bank,
relative to U.S. government short-term interest rates.
This year is no different. Jerome Powell, the new
Chairman of the Federal Reserve Bank, has publicly
stated that increases are likely. Such prospects send
shudders through the hearts of many bond investors,
who often believe that, when this happens, their
longer-term bonds would lose value, underperform
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short-term bonds, and fixed income markets would
experience negative returns. Since bond prices and
bond yields do move in opposite directions, why
shouldn’t a bond investor adopt this expectation
in 2018?
The actual performance in the bond markets in 2017
provides a simple and clear illustration that, even if
an investor could have predicted the path of shortterm rates in the US, this information would not have
been enough to predict the returns of long-term bonds
or of the bond market as a whole. During the year,
after short-term interest rates increased by as much as
0.90%, short-term government bonds still generated
a positive return of 0.45%. Importantly, long-term
government bonds returned over 8.5%, far outpacing
their short-term counterparts. The broad US bond
market, holding all maturities, returned 3.5%.
Acting on traditional expectations did not produce
investment success. Last year’s experience shows
that, when the U.S. short-term government rates
increase, long-term bonds can outperform short-term
bonds and fixed income markets can realize positive
returns. We are not implying that this result will occur
no matter what path interest rates follow, nor are we
saying that this will happen in 2018. Our intent is to
point out that many factors can influence the realized
returns of the bond market, and a change in shortterm interest rates is just one.
Now, we have heard that the Fed, which controls
short rates, will raise rates three more times this year.
While DHR holds a small portion of clients’ bond
portfolios in short maturities, we have diversified into
maturities out to about ten years in most cases. What
will happen to the values of these funds?
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First – we do not know. Two major forces interfere
with confident predictions. One is the simple fact
that no one can predict the future reliably. It is not
possible to foresee all the possible occurrences, or
non-occurrences, which can change the outcomes and
which prevent us from knowing.

Second – prices might already have incorporated the
impact of a rate increase. If you have ever visited
a retail store to capture the benefits of a sale, but
arrived just after everything was sold, you will know
what “prices have incorporated the impact” means. It
means you are too late. Elsewhere in this issue of the
Perspective, you will find another article on markets
and prices. (“A Lesson in Efficiency.”)
After rates have risen, then what is likely to happen
to the value of your bond portfolio? In several recent
issues of the Perspective, we have discussed what
happens to well-managed bond funds when interest
rates rise. We have seen that, for a long-term investor,
simply holding is the best alternative. Declines in
value have been temporary, and yields continued and
usually even increased. Eventually, values returned,
while yields rose during the process.
When short rates rise, many investors believe that
the stock market prices will fall. Again, using 2017
as an example, rates did rise, but so did stock market
prices. The two asset classes did not follow the same
performance path each day, but at the end of the year,
we saw higher interest rates and also higher stock
prices. What does that tell us about this year?
Yields on bonds have been low for a number of
years. We also know that, at times during this period,
the dividend yield on the S&P500 has exceeded
the interest yield on the ten-year treasury bond.
Consequently, many income-oriented investors have
bought stocks who would have bought bonds, were
the relationship reversed. We can logically think that,
as bond yields rise, these investors will sell some of
their stocks and buy bonds. Enough selling pressure
will cause stock market prices to decline. We also
know that inflation concerns often accompany rising
interest rates and also often accompany falling stock
prices. How should we decide what to do?
Because of market efficiency and because of the
impossibility of reliably forecasting future events,

we advise clients: “Don’t just do something. Stand
there.” No action guarantees success. Every action
has risk. The highest probability of a satisfactory
outcome is in the action of no action. Hold on.
Many economic factors and events impact stock
market prices. We simply do not know which ones
will rise up at any given time, nor do we know the
extent to which any of them will have an impact, nor
do we know how serious the impact might be nor
how long it might last.
Pointing out that the “market is efficient” does not
mean or imply that every price in the market is
correct every day. It does mean that neither market
prices nor activity contain predictive information;
both are subject to “random walks.” It also means that
new information about companies moves through
the markets so quickly that few people are able to be
at the front of the line, and rarely so on a consistent
basis, or even a frequent basis, or even more-oftenthan-not. There will always be some who have made
correct forecasts. Jean Dixon was quite the rage for a
while, as was Joe Granville. Every race has a winner;
that fact poses temptation – why not me? Sadly, it
does not lead to the conclusion that any one person
can predict the winner.
Current security prices reflect the expected return that
investors demand to hold different securities. A year
like 2017 reinforces the wisdom of focusing on asset
allocation, diversification, and using the information
in current security prices to improve the expected
return of a portfolio, rather than trying to forecast
future interest rates.

A Lesson in Efficiency
One hears, or - if you read DHR’s Perspective very
often – you read that “markets are efficient,” and that
“efficiency” means, among other things, that new

information moves so quickly through markets that
catching a great bargain based on price is unusual
and unpredictable. But how widely must information
have spread in order to produce this outcome? Our
intuition (combined with our old friends, temptation
and desire) might tell us that we have found an
opportunity that few people know about, and that we
are early in learning about it. If we act, we can expect
to realize a bargain. I had such an experience myself
not too long ago.
I attended an auction because I knew that a piece of
art that I wanted to own would be put up for sale.
I know the artist and her work. I suspected that her
work was not popularly recognized. It would not be
in high or popular demand. I knew that I wanted that
piece. I might get it for a bargain price. I was right on
all points – except the last.
“My” piece came up about an hour into the auction,
during which time I had observed the bidding process
and prices, watched the other bidders, followed the
action, kept an eye out for anyone looking at the piece
I desired, and generally prepared myself for the fun
of a “victory,” a “great catch.” Then, the piece came
up. I opened the bidding, low. “Going once…” But
no - another bid. No problem. We were so far below
the value of the piece that it made little difference.
I raised my bid. S/he raised me. The set-up in the
room frustrated me, because I could not see the other
bidder, who was around a corner from me. I did see,
however, that the auctioneer’s eyes always went to
the same person for every bid counter to my own.
I bid up, s/he bid up. I bid up, s/he bid up. So, here
we were – just two people in a room of hundreds.
Between the two of us, we had created an “efficient”
market for that piece of art – no matter who else
might come in with a bid. Price opposition from only
one other bidder took away the bargain price and,
because I was not going to be denied that piece, made
me pay the market price, which I eventually did.
Efficiency does not require that many people know.
In some cases, two is enough.
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Minds vs. Models
In 1989, I adopted the “fee-for-service” business
model of providing professional financial advice.
Prior to that, I had earned my income through
commissions, selling financial products. Then, after
switching, I realized that I needed to think in an
entirely different way. As a salesman, I had thought
about one thing at a time - the next sale. As a feepaid advisor, however, I needed to think holistically
about whole situations, filled with multiple variables
and inter-dependencies. In a “whole situation” the
investment portfolio is no longer just a grocery cart
filling up with interesting but not–very-closely-related
ideas. Given its complexity, setting up a custom
portfolio can be substantially improved with the
use of “models.” We model portfolios for various
investment purposes, such as income distributions
for retirement, accumulation and pay-out for college
accounts, or long term growth.
It has been a journey to learn what we should expect
a model to do for decision-making and what it should
not be expected to do. (Of course, greater learning
takes place when the model does not “work.”) But,
what does “work” mean? Does it mean that the model
successfully predicts future outcomes? For example,
correlation models tell us that the performance paths
of appropriately selected investments in a portfolio
should offset each other, thus reducing the variability
of portfolio performance. That’s a good thing.
Smoother returns induce greater levels of comfort
and also can actually contribute to higher levels of
performance. But, when significant price declines,
such as big drops in the S&P500 occur and the
correlation benefit does not show up, which is to say
that everything went in the same direction – down did the model “fail to work?” Was it “wrong?”
“No” to both.
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For us, models describe (they do not predict)
normative behaviors of investment portfolios.
“Normative” is derived from historical realized

performance. A portfolio model is composed of
the “expected return” and standard deviation (price
fluctuation) of each investment in the portfolio, as
well as their correlation to each other. The term
“expected” probably does not mean what you think it
does. For our purposes, “expected” means the daily
average of the historical performance of the particular
investment. That average is then “expected” every
day. There is no good reason to expect anything else,
even though it is seldom realized. So, a portfolio
model contains every investment contemplated for
inclusion in the portfolio, calculates the expected
return of each and then illustrates the “normative”
outcome for the future. Models do not tell us
what will happen. They tell us what should be the
normative outcome under given assumptions. So,
when what actually happens differs from the model’s
prediction, did the model fail? No – it never claimed
to predict actual events. We must rely on models and
we do use them. We must consider the manner of
use, however. “Models are not reality. If they were,
we wouldn’t call them models.” (Eugene Fama)
Succinct. Important.

Models do not tell us what will
happen. They tell us what
should be the normative outcome
under given assumptions.
A simple model in the field of investment is the
true index fund. Its composition is mandated by the
market and allows for no over-ride. Its performance
is easily compared to the market it represents. DFA
uses more complex models, containing different
individual sectors of the whole market. These models
incorporate a company’s size (capitalization, as
in “small cap”), relative price (as in book value to
market price, or “value”) and profitability. Every
step taken to move away from true index portfolio

construction constitutes a “bet” on the validity of the
underlying model used to predict returns. DFA builds
extraordinarily strong models. For our purposes, let
us say that these models are good – that they fairly
describe the normative, expected return on a portfolio.
When one buys a share in the Vanguard S&P500
Fund, because the fund precisely replicates the index
in composition, then the answer to the performance of
the investment is: “How did the S&P500 (index) do?”
Simple. When wanting to know the performance of a
DFA fund, one needs to cut into it to find out what it
owns and to which segments of the market its holdings
belong. And – how they inter-relate. Complicated. This
requires confidence in the research and models used by
DFA to create funds. It also requires confidence in the
models used to build portfolios.
Models are abstract representations of reality.
Therefore, all of them are “wrong,” but some of
them are useful. The models we use are extremely
useful. We use them primarily in allocation decisions
for portfolio construction, where a given allocation
becomes a “model.” When using the planning
program “Money Guide Pro,” we query the program
for projections of expected return from different
portfolio allocations, or models. (“Expected” does
not mean “forecasted actual.”) All models rely on
assumptions. If we understand the assumptions that
underlie the model, we can then consider the effect
of changing those assumptions. Ultimately, the basic
answer to the variability of a model’s projections of
the future is: Risk.
The assumptions underlying our models have to do
with the expected return from various asset classes,
such as “small cap” and “value.” Other assumptions
address the group of stocks in overseas companies and
various types of bonds. These assumptions are simply
described – each is the expected return and variability
of the asset class as a group. The research required to
determine that has been substantial in its application
and powerful in its conclusions. Nevertheless, the

conclusions are still abstracted representations of
future investment performance from a group of stocks
or bonds. While relying on these conclusions contains
risk, it is far more reliable to do so than to rely on the
assumptions of expected return from an individual
company’s shares.
DFA’s approach to asset classes differs from the
“market-wide-capitalization weighted” true index fund
approach. With each step away from the true index
type of portfolio construction, the likely variation of
investment outcomes increases. Nevertheless, many
investors choose to step further into this uncertain
area, by investing in funds the management of which
uses an individual’s judgment about the selection
and timing of transactions in individual shares of
companies. (What we call “active management.”)
It is simply not possible to adequately model these
decisions in any reliable way. It is difficult enough
to decide about reliance on models that use broad
statistical and economic research and formulation,
without introducing such decisions into the mix.
At DHR, we do not seek to increase a client’s wealth
suddenly or dramatically. We want to understand
the objectives that a client seeks to accomplish and
use planning approaches and investment products
that offer strong probabilities of success. That means
diversified portfolios, long horizons, asset-class mutual
funds and sophisticated but still reliable models to help
us achieve the needed returns within the parameters of
the acceptable nature and amount of risk.

“Models are not reality. If they
were, we wouldn’t call them
models.”
Eugene Fama
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Fluctuation
There could hardly be a more appropriate “Money
Art” image for our investment office than this one,
created by Mark Wagner (markwagner.com). Mark
lives with his family in Lancaster Pennsylvania,
and considers his base to be in New York, which is
where we found his work.
Mark titled this piece “Fluctuation.” Only a small
bit wider than the cumulative length of the three
one-dollar bills he used to make it, this piece shows
his particular and meticulous style. We tell viewers
that it illustrates the way many people can feel
when investment markets turn volatile (like now) –
a bit unfocused, woozy, unstable, even a little ill.
Mark has made a number of “money art” works,
of which we own several. He is one of the most
prolific and best known artists working in the
medium. The work of his that really impressed us
(not in our collection, by the way) is a sixteen-

foot-tall image of the Statue of Liberty, which he
constructed using bits of U.S. currency that are
themselves approximately ¼ to ½ inch in size,
which he cut out of the original bills. Imagine! It
was a twelve-month project.
Another one of our artists made his first pieces of
money art after asking himself: “What else can
one do with a dollar bill besides spend it?” Mark
Wagner asked a different question. Already having
worked a lot with paper, and regarding currency
as “paper,” he then wanted to find out: “How can
I push this paper to everything that it can do?”
Adding to his approach is that he also loves the
language of finance, with its borrowed vocabulary,
abstracted and rendered into new meanings. In
this image, Fluctuation, he sought to create “the
simplest visual gesture that contains meaning,” yet
in an elegant style. We say: “Spot on!”
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