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This Perspective begins with a brief review of the markets in the first quarter of 2015. After that, we
offer some thoughts about thinking about how to think about investing. Following that is a brief piece
written by Louise about an aspect of estate planning. A short paragraph on transaction costs follows that
interesting story. The last section focuses on art and questions about money.
Many of you have seen our art collection and know that it focuses on how money influences our lives.
While art does not answer such questions, it does raise questions, some of them challenging. We think
a serious-minded long term investor should reflect on the values that lie under the surface of rational
decision making. Art can prompt intriguing questions on many subjects, of which money is one of the
most stimulating. Specifically, this section reviews the work of one of the artists in the collection, in
hopes that it might motivate a longer look at it when you next visit us.

Market Performance Review
We inserted a number of charts in this issue, to illustrate aspects of recent and longer term investment
market performance.
Chart 1:
Chart 2:
Chart 3:
Chart 4:
Chart 5:
Chart 6:

“Market Summary” (2015, first quarter)
“Dimensional Core Equity Performance” – 2014 Dimensional Fund Returns
“Dimensional Core Equity Performance” – Q1 2015 Dimensional Fund Returns
“Historical Performance of Premiums Over Rolling Periods”
“Yearly Observations of the U.S. Size Premium”
“Yearly Observations of the U.S. Value Premium”

The “Core” portfolios are blends of the component funds we use, e.g. total market, large and small
value, and thus provide a fairly accurate representation of our portfolio results for their respective
asset classes.
The word “premium” refers to the extra return expected from the given asset class, e.g. stock market
over treasury bills, small company stocks over large and value style stocks over growth. For all
attribution to indexes and funds, as well as disclosures about data and charts, please refer to the DHR
Counsel website.
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Chart Notes:

Dimensional Core Equity Performance
Quarter 1 2015 Dimensional Fund Returns

The first chart offers a brief and simplified
description of 2015 market performance
through March 31.
Market Summary

Market Summary

First Quarter 2015 Index Returns

First Quarter 2015 Index Returns
US Stock
Market

International
Developed
Stocks

Emerging
Markets
Stocks

+1.80%

+3.83%

+2.24%

Global
Real Estate

US Bond
Market

Global
Bond
Market
ex US

+4.36%

+1.61%

+2.25%

STOCKS

BONDS

The second and third charts illustrate the
differences in performance when comparing the
first quarter of 2015 to the year 2014. Please
note the change in the performance of the global
markets. In 2014, the dollar rose significantly
against foreign currencies, which caused losses
for U.S. dollar investors, even while foreign stock
markets rose in value for their local investors. So
far in 2015, the direction of currency change
has reversed.

Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.
Market segment (index representation) as follows: US Stock Market (Russell 3000 Index), International Developed Stocks (MSCI World ex USA Index [net div.]), Emerging Markets (MSCI Emerging Markets Index [net div.]),
Global Real Estate (S&P Global REIT Index), US Bond Market (Barclays US Aggregate Bond Index), and Global Bond ex US Market (Citigroup WGBI ex USA 1−30 Years [Hedged to USD]). The S&P data are provided by
Standard & Poor's Index Services Group. Russell data © Russell Investment Group 1995–2015, all rights reserved. MSCI data © MSCI 2015, all rights reserved. Barclays data provided by Barclays Bank PLC. Citigroup bond
indices © 2014 by Citigroup.

Dimensional Core Equity Performance
2014 Dimensional Fund Returns
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The fourth chart sets forth the average performance
over various time periods of the principal domestic
equity asset classes we use at DHR (global and
foreign equity market, small cap, value). Note the
long periods as well as short. In the upper left,
“market” means the domestic stock market. The
terms “value, growth, small and large” refer to the
asset classes in which we invest.
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Historical Performance of Premiums over
Rolling Periods: U.S. Markets, 1926 - 2013

When comparing performance of asset classes
in these charts, we can see a “back and forth”
performance in value/growth and also small/large
cap styles. One year up, the next down. In 2014,
both styles were “out of favor” compared to large
cap growth. The major indexes (S&P500, Russell
3000 and EAFE) , all have a large-cap growth bias
and generate different returns than do value and
small cap styles. To avoid confusion, please note
that the dotted line indicating the average does not
represent the market. Rather, in the first chart it
represents performance of large company stocks
and in the second chart it indicates performance of
growth stocks. Even through volatility and after a
disappointing year, small cap investing has

rewarded investors with a positive average return
above the market’s large company stocks and, we
trust, value will do likewise, given time.

Yearly Observations of the US Size Premium

Thinking About Thinking About

Yearly Observations of the US Value Premium

Recently, NPR’s radio program “Science Friday”
explored humor in science by featuring “BaHFest,”
(Bad Ad-hoc Hypotheses Festival), a group
that allows scientists to have fun with various
combinations of data and theory. In their words:
“BAHFest is a celebration of well-argued and
thoroughly researched but completely incorrect
scientific theory.” To the audience, the “trickster”
scientist-presenter starts with a valid observation
and then offers a bogus theory to explain it. The
trick comes when the scientist supports the theory
with verifiable historical facts. By selecting certain
facts and omitting the rest, the scientist is able to
“prove” incorrect or even outlandish assertions, all
of which make the process entertaining. It works
by exploiting two thought processes - Data Mining
and Confirmation Bias. This subject appears in
our Perspective because both of these tendencies
appear in investment research. Indeed, we might
call Data Mining and Confirmation Bias the “evil
twins” of obstruction in pursuit of rational thought.
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Small stocks minus big stocks 2008–2014

Value stocks minus growth stocks 2008–2014

DHR practices long-term investing. Long term
disciplines require patience. They have bumps, bad
spots and storms – one can use all the analogies
and metaphors of lengthy journeys. Patience
requires understanding, which requires knowledge.
A well known human tendency – in fact a
recognized cognitive bias - is a tendency to project
current circumstances too far into the future. We
hope that these charts offer information about time
horizons that can increase patience and justify
waiting for the reward of long term strategies.

Among other ways, these processes can appear in
research offered by investment firms, to “prove”
their claims. Sometimes the intent is deceitful, as
when the claimant knows full well the flaws in
the reasoning. Sometimes it is less so, as when
the claimant has simply not done a thorough job
of research and disclosure. (Caveat Emptor!) The
occurrence of Data Mining appears in claims for
various investment strategies when promoters say
“Invest with me! I’ll earn big profits for you!”
Sadly, some of those claimants deliberately limit
their research to their own anecdotal evidence
and omit the broader statistical data on the success
of the kind of strategy they promote, as well as
the outcomes for investors who pursue it. Also,
and again sadly, more gullible investors tend
to ignore research data that contradicts the
promoters’ claims.
Investors’ Confirmation Bias contributes to their
gullibility when they examine claims of historical
superiority that involve Data Mining. All of us
seek positive investment returns. Indeed, who
wouldn’t like even “more positive,” especially if
“more” is there just for the taking? After all, is it
not a simple matter to research funds, examine
their historical returns and pick the best? There
they are, those numbers – historical and factual.
Perhaps, when one sees those numbers, one
might dream a bit - how nice it would be if those
numbers had been ours! Even what we might
do with the extra money! Over time, those daydreams can morph into wants, then even into
belief. Those returns can be – they will be - ours!
Ah, but we don’t want to be imprudently hasty, so
first, some more digging. Enter Confirmation Bias.
This cognitive bias, well understood by social
scientists and statisticians, lurks as a quick-sand4

sink for rational thought. Confirmation Bias allows
one to overweight historical data that supports
desired conclusions and minimize the importance
of data that leads to contrary conclusions. One can
tend even to overlook the fact that data has been
omitted from the conclusion. We are all true fans
of our own future, are we not? What true fan does
not believe? Investors do want to believe that the
manager can achieve.
Social scientists define these flaws in the reasoning
process and one can fairly easily describe them –
in general. However, recognizing the occurrence
of Data Mining and Confirmation Bias in “real
life” is a different matter, especially when one is
attempting to do so in one’s own thinking. One
might wonder: How do we tell the difference
between bogus and beneficial thinking? DHR has
no conclusive answer to this question, but that
does not mean that there aren’t better and worse
ways to think about such matters. It does mean
that finding better ways is an open-ended process
which requires a tolerance for uncertainty, so takes
a lot of work. I took this problem of data gathering
and decision making to a friend, a retired
University Professor of Statistics and student
of these evil twins in communications. I asked
him for recommendations regarding the thought
process. He offered several suggestions.
Number One: We are all strongly prone
to Confirmation Bias. We all – you - not
just “others.”
All of us like hearing that we’re right much more
than hearing that we’re wrong. We pay more
attention to information that fits with what we
already believe than to information that doesn’t.

We tend to ignore or forget “dis-confirmatory”
information. The easiest person on the planet
for each of us to fool is so often . . . ourselves.
Assuming we actually do want to know when
we’re wrong, how do we find out?
Outside of formal mathematics, there are no
precise and accurate solutions (or extra-ordinarily
high returns) and seeking them often leads to bad
ends. There are better and worse ways to think
about such things as investing, although finding
better ways takes a lot of cognitive work. While
we have precise ways of dealing with cognitive
processes regarding numbers and hard sciences, we
only have heuristics for dealing with Confirmation
Bias. Heuristics (“trial and error strategies”) only
offer partial, approximate, more-or-less solutions.
Given the above, what might be offered as
guidelines for thinking rationally about investing?
First: Review “Number One” above.
Second, ask yourself often “What facts, if different,
would convince me that I’m wrong about my
investment strategy, my model of the market or
thoughts about the economy?” If the answer is
“nothing,” then your decisions rest on faith, not on
evidence. If you’re happy with that, fine. If you’re
not, you need to re-think your beliefs.
Third, think about: “What would convince
the people I listen to that that they might be
wrong?” If they have no answer, or it appears to
be “nothing,” then their beliefs rest on faith, not
evidence. If you’re happy with that, fine. If not,
then you need to think about who you listen to.

Fourth, how do you tell if the people you listen
to about investing are basing their beliefs on faith
or on evidence? Not easy, but the more certain
they are that they are right, the more cautious
you should be. The market is complex and
ever-changing and controlled experiments are
impossible to perform. Nobody has all the answers.
Here is a list of things to keep in mind:
Modest goals are better, or at least more realistic.
Big data samples are better than small ones. “Out
of sample” data and confirmation is good. (“Out
of sample” means other time periods, different
universes for comparison, or other ways to test the
hypothesis without using the same set of data).
Disclosure of methodology is helpful. Analysis of
competitive ideas can be important. If available,
review the “back and forth” of competing ideas.
On “wisdom,” there is no wizard out there. Look
behind the curtains. Uncertainty is a fact of life.
Truth and knowledge are processes, not products.
Passwords in Estate Documents
When preparing your own estate plans, although
one might be casually inclined to skip the little
”how- to’s” and “where-it’s-at” parts, it is vitally
important to remember passwords.
Passwords can be the bane of one’s existence in
this technologically-oriented world. Bank accounts,
securities accounts, office desk-top or home
computers, cell-phones, lap-tops and tablets all
have passwords. While you probably remember
most of them or have them written down some
place, a vital question is: Do other family members
know where they are? Could they easily find them
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if they suddenly needed to know them? If so, do
you keep everyone up to date if you change your
passwords to mitigate against hacking?
We recommend that you keep your current
passwords in a designated place, known to those
who should know. Keep a list of your various
accounts and note each Registered User ID and
Password, including your answers to any security
questions that you have utilized. While it can be
annoying to have to record all that information
for the increasing number of places that ask you
to set up yet another Log-In and Password, that
is a minor inconvenience compared to what a
surviving spouse, an executor or an estate trustee
would face if they needed that information.
At DHR, we recently confronted such a situation.
A deceased client had designated us as Trustees
and Executor. However, we did not know the
needed passwords to access her many and various
accounts. In particular, this client’s iPhone
presented a significant problem. The phone was
new and valuable and would be very useful to
another user. However, before we could progress,
in addition to the security password to access the
phone, we soon realized we needed the passwords
for her iCloud and Apple accounts as well. We
were reminded that while one can clean data
and pictures off the phone itself, the important
functions of the phone can not be transferred to
another user unless it has been released from the
existing iCloud and Apple accounts. Without this,
an iPhone is basically useless. Along the way
we became aware of an entirely more significant
reason to pre-organize such data.
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After an unsuccessful internet search for the
release process, we called Apple. They told us
that they would release the phone – and close
the existing iCloud and Apple accounts – only
after receiving a death certificate and a Letter
Testamentary, certified by the County Clerk in
the decedent’s County of residence, designating
the successor trustee and executor. If that sounds
“easy enough”, we’re here to say “Not so fast!”,
and to address the cause of an unanticipated glitch.
When we consulted the estate attorney and asked
for help with the Letter Testamentary, she said,
“No, we do not want to do that because that would
require that we open up a Probate with the Court.”
The client / owner had established a Trust and
the estate distribution was being handled by the
successor Trustee. One of the important purposes
of a Trust is to avoid Probate. While this can be
resolved, the problems of overcoming one hurdle
after another in the path of solutions can frustrate
and exasperate those who step in to help. It is far
easier to anticipate and prevent.
So, keep those passwords secure; but do note
the place where they are stored and be sure your
family or your estate Executor can easily find
them. Here’s a ready-made suggestion: If you lack
another place, you may use your (secure) Client
Portal section of the DHR website to store your
vital Accounts and Passwords data.

DHR Transaction Costs in 2014

The Purpose of Art

In 2014, across all the DHR client portfolios,
approximately $280,000,000, the average
trading cost was three basis points, or three
one-hundredths of one percent. DHR cannot
promise always to keep costs as low as this, and
the portfolio costs vary by client circumstances
and needs. However, it illustrates that
conscientiousness about the matter helps.

In the opening scenes of the movie “2001”, the
primate realized the power of a club. In the time
since Homo Sapiens have emerged, tools have
entered virtually every area of our lives. Some
are simple and innocent, like a step to reach high
hanging fruit or a spoon to dig up edible roots.
Some, like airplanes, are complex, with many
capabilities. Some, like the bombs of war, are
frightening. Of all the tools mankind has invented,
the most powerful and capable of being the most
beneficial and also most dangerous is - money.
However, because it is only a tool, the results of
its use depend upon the user’s purpose. We urge
our clients to reflect on their purposes, so as to
understand their values and goals and make better
decisions about the role of money in their lives.
Can money buy all the things one wants? Can it
even buy just the most important? Do we think
more money will solve our problems? Might we
possess only a hammer, so think every problem
is a nail? Perhaps we can all benefit from further
reflection on our purposes and what we need to
accomplish them.

Category

# Trades

Total Fees

Stocks

165

$1,818

Bonds

51

$1,218

Mutual Funds

1,685

$76,214

Total

1,901

$79,250

Stock Trades: $1,818/165 = $11.02 average, each
Bond Trades: $1,218/51 = $23.88 average, each
Fund Trades: $76, 214/1,685 = $45.23 average, each
$79,250 / $280,000,000 =
0.003% average per client portfolio
0.003% = 3 Basis Points (Three one-hundredths of one percent)

DHR manages investments for clients, where
“managing” means increasing or avoiding
decreases in value. May we ask: How much
“more” is needed? How much “more” is too
much? How much “less” is tolerable? What do
“too much” and “not enough” mean? How much
is “enough?” We ask these questions but we do
not think they are ours to answer. Clients have the
prerogative – and responsibility – to answer.
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Art can aid the pursuit of knowledge in these areas. Art does not give answers, but visual imagery can prompt
questions and lead to understanding in a way that verbal language cannot.

We hope that the art at DHR will prompt its viewer to reflect: “What is money to you and why do you want it?
What do you really need and want to do with it?”
DHR’s new conference room features eleven pieces of art made by Stacey Lee Webber. They are all carpentry
tools. However, the medium Stacey used to make these tools is - money. (We like to think that, just as Stacey
uses pieces of money to craft carpentry tools, DHR uses money to craft portfolio tools). From a small plumb
bob to a six foot step ladder, she has used coins as the medium with which to craft a variety of commonly used
tools. Some, all copper, she made with pennies. Others, all or part silver, she made with quarters and dimes
(from the time prior to the alloy variety). Her “tools” exactly replicate “the real things” she has used as her
models. Her precise craft and amazing detail show an almost obsessive focus on a “just right” finished piece.
Consequently, one can enjoy just the eye-pleasing visual result, or, with longer contemplation, one can sense
some questions arising. We invite you to view it.
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