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Independence Day:  A Collaboration to Freedom 
"We have dreamed it:  therefore it is.  I have become convinced that everything we think and feel is merely  
perception:  that our lives---individually as well as communally---are molded around such perception:  and that 
 if we want to change, we must alter our perception.  When we give our energy to a different dream,  
the world is transformed.  To create a new world, we must first create a new dream." 
                                                                                                ~John Perkins, The World Is As You Dream It 

I grew up in Virginia just minutes from the banks of the York River where the American Revolutionary War ended, culminating in the 
freedom of 13 colonies from the tyranny and taxation of Great Britain.  The Battle of Yorktown which ended October 17, 1781 was a 
decisive victory by a combined force of American Patriots led by General George Washington and French Army troops led by the 
Comte de Rochambeau over a British Army commanded by British General Lord Cornwallis.  The siege proved to be the last major 
land battle of the War as the surrender by Cornwallis and the capture of both him and his army, prompted the British government to 
negotiate an end to the conflict consummated by the Treaty of Paris in 1783. 
  
It took a fascinating matrix of key partnerships and the alchemy of collaboration over an 18 month time span to bring about the 
freedom of the colonies.  The French and Spanish were both major contributors to the success at Yorktown as allies to the American 
Patriots.  Even the Cubans greatly contributed!  In 1780, 5,500 French soldiers led by Comte de Rochambeau, landed in Rhode Island 
to assist their American allies in maneuvers against British controlled New York City.  In addition to these troops, there was a 
possibility of support from the French West Indies naval fleet led by Comte de Grasse.  When Washington and Rochambeau conferred 
with de Grasse on the strategies of attacking New York or Virginia, de Grasse informed them of his intent to sail to the Chesapeake 
Bay where Cornwallis had taken command under confusing and misguided orders of Henry Clinton, his superior.  Cornwallis would be 
shadowed in the development of his camps by a small band of Continentals led by Marquis de Lafayette. 
  
In the summer of 1781, Washington and de Rochambeau while moving their troops south toward Virginia, engaged in tactics of 
deception to lead the British to believe a siege of New York was imminent.  In the meantime, de Grasse sailed from the West Indies 
and arrived in the Chesapeake Bay at the end of August, bringing additional troops and providing a naval blockade of Yorktown.  He 
also transported 500,000 silver pesos collected from the citizens of Havana Cuba, to fund supplies for the siege and payroll for the 
Continental Army!  It was the mission of de Grasse's fleet to protect the French merchant ships in the Caribbean Sea.  He had planned 
to leave behind several warships in Santo Domingo for their continued  protection.  But through the friendship of Francisco Saavedra 
de Sangronis, an agent of Carlos III of Spain, de Grasse gained the promise of protecting the French merchant fleet with the Spanish 
navy.  He was then free to sail north with his entire fleet of warships.  In the beginning of September, de Grasse defeated a British 
fleet led by Sir Thomas Graves that came to relieve Cornwallis at the Battle of the Chesapeake.  And as a result of this victory, de 
Grasse  was able to block any escape  by sea for Cornwallis.   By late September  Washington and  Rochambeau  had  arrived  and  the  

3 



army and naval forces completely surrounded Cornwallis.  By the time the battle stage was set, the French and American troops 
totaled nearly 19,000 men and had 29 war ships in the harbor.  Cornwallis had only 9,000 soldiers which included a substantial number 
of German troops which were hired to supplement the war needs of the British.  A storm thwarted a late night escape to Gloucester 
by the Red Coats and when Henry Clinton's navy failed to arrive in support, the 3 week battle was over.  Cornwallis and Mother 
England had been out manned, out strategized, out partner-shipped, out communicated, out collaborated, and out hearted in their 
efforts to control a people with a new collective dream.  Her ego lost out to the soul of the New World.  After two days of negotiation, 
the surrender ceremony took place on the 19th of October.  Lord Cornwallis was absent from the proceedings, claiming to be ill, while 
the British band was reputed to have played, "The World Turned Upside Down" as the troops marched out to surrender.   
  
The successful work and operations of the Americans and her allies which culminated in the launching of a New World...a New Dream 
reminds me of the work we passionately offer at Timonier.  Families approach us today in order to live a new dream, to get organized, 
to be allowed to let go of those assets...those traditions that perhaps were once valuable to the family tree, but now no longer serve 
them.   They look to us to harness their resources in the very best way to create wholeness and sufficiency for everyone.  Only through 
a centralized office where all of the advisors to the family sit, and sit equally beside our family members, can this alchemy of 
collaboration create prosperity in its fullness.  As managers of your assets...your liabilities...your cash flows...your dreams,  the left 
hand must always know what the right is doing.  Times have changed,  and ways of managing wealth has changed as well.  It is 
infinitely critical that your CPA, attorney, investment advisor, insurance/risk manager, life coach, real estate concierge, financial planner 
work in harmony and continuously together.  They must be philosophically in sync while leveraging their intellectual camaraderie and 
utilizing the efficiencies of time gained from a central storage bin of information.  This is the New World in delivering Wealth 
Management services.  This is the way to best accomplish those New Dreams.  
  
The British had equal resources of soldiers and warships, battlefield strategy, and even more money than the Americans to accomplish 
their goals!  But they also had egos with independent agendas.  It reminds me of the way wealth advisory services were delivered 
earlier in my career...and I was a participant.  Sadly, this is the way that Wall Street and the Insurance Industry product manufacturing 
plants are still operating. And you my friend, are subjects to their advertisements, their conflicts of interests, and their continued 
promotion of myths that no longer apply.  They prey on your fears and preach separateness and scarcity to their financial advantage.   
  
The Americans had teamwork, collaboration, and continuity of purpose.  They had a soul and a heart for their cause that the British 
were void of.  It was the alchemy needed...and it made all the difference.  The lessons of their conquest will still set you free! 
  
I am in gratitude each day of you allowing Timonier to be a part of this great journey with you... 
  
Namaste', 
  
  
Tim L. Baker, CIMA, GFS 
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+4.87% +4.62% +7.93% +2.04% 

Emerging  
Markets 
Stocks 

BONDS STOCKS 

+6.60% 

Market Summary 
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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 1995–2014, all rights reserved. MSCI data © MSCI 2014, all rights reserved. Barclays data provided by Barclays Bank PLC. Citigroup bond 
indices © 2014 by Citigroup.  

Second Quarter 2014 Index Returns 

+2.01% 

“The stock market is a highly efficient  mechanism for the  
transfer of wealth….from the impatient to the patient.” 

                                                                                                                                 ~Warren Buffett                   



US Stock Market Performance 
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Returns in US dollars. Graph Source: The S&P data are provided by Standard & Poor's Index Services Group. 
It is not possible to invest directly in an index. Performance does not reflect the expenses associated with management of an actual portfolio. Past performance is not a guarantee of future results.  

These headlines are not offered to explain market returns. Instead, they serve as a reminder that investors should view daily 
events from a longer-term perspective and avoid making investment decisions based solely on the news. 

S&P 500 Index with Selected Headlines from Q2 2014 

Apr   May   June 

“S&P Closes at 
Record High” 

“Greece Plans 
First Sale of 
Long-Term 
Bonds” 

“Private Employment Hits 
a New High, but 
Government Hiring Lags” 

“Housing 
Slow to Take 
Off in Spring” 

“Ukraine to Get 
Lifeline from 
Abroad” 

“US Economy Back 
on Growth Track, 
Survey Says” 

“US Considers 
Lifting Crude Oil 
Export Ban” 

“Bond Rally 
Takes Yields to 
2014 Lows” 

“Emerging Markets 
Rally—Investors 
Return to Assets 
Shed in Winter Slide” 

“Doubts Rise on 
Europe’s 
Recession Exit” 

“Fed Officials 
Signal that 
Rates to Stay 
Low for Long 
time” 

“New Home Sales 
Jump to Six-Year 
High Point” 

“Economy 
Shrank 
Rapidly in 
First Quarter” 

“S&P 500 Posts 
Strongest 
Second Quarter 
since 2009” 
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Equity markets posted positive performance for the quarter, led by emerging markets. This was the first quarterly period in which emerging 
markets had outperformed developed markets since the third quarter of 2012. REITs both in the US and in developed non-US markets 
outperformed equities. Large cap indices outperformed small cap indices in the developed and emerging markets, including the US. In 
general, value outperformed growth indices, though performance was mixed within size ranges and regions.       

World Asset Classes 
 

7 
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. The 
S&P data is provided by Standard & Poor's Index Services Group. Russell data © Russell Investment Group 1995–2014, all rights reserved. MSCI data © MSCI 2014, all rights reserved. Dow Jones data (formerly Dow Jones 
Wilshire) provided by Dow Jones Indexes. Barclays data provided by Barclays Bank PLC.  

Second Quarter 2014 Index Returns 
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Second Quarter 2014 Index Returns 

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: Marketwide (Russell 3000 Index), Large Cap (S&P 500 Index), Large Cap Value (Russell 1000 Value Index), Large Cap Growth (Russell 1000 Growth Index), Small Cap 
(Russell 2000 Index), Small Cap Value (Russell 2000 Value Index), and Small Cap Growth (Russell 2000 Growth Index). World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI 
Emerging Markets IMI Index. Russell 3000 Index is used as the proxy for the US market. Russell data © Russell Investment Group 1995–2014, all rights reserved. The S&P data are provided by Standard & Poor's Index 
Services Group.  

The US equity market recorded positive performance,  
with large caps outperforming small caps for the quarter.  

Value outperformed growth within small cap and  
mid cap indices.   

Within large caps, value and growth indices recorded 
similar performance.   

 

Period Returns (%) * Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

Marketwide 6.94 25.22 16.46 19.33 8.23
Large Cap 7.14 24.61 16.58 18.83 7.78
Large Cap Value 8.28 23.81 16.92 19.23 8.02
Large Cap Growth 6.31 26.92 16.26 19.24 8.20
Small Cap 3.19 23.64 14.57 20.21 8.70
Small Cap Value 4.20 22.54 14.65 19.88 8.24
Small Cap Growth 2.22 24.73 14.49 20.50 9.04

World Market Capitalization—US 

 



International Developed Stocks 
Second Quarter 2014 Index Returns 

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: Large Cap (MSCI World ex USA Index), Small Cap (MSCI World ex USA Small Cap Index), Value (MSCI World ex USA Value Index), and Growth (MSCI World ex USA 
Growth). All index returns are net of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. MSCI World ex USA IMI Index 
used as the proxy  for the Non-US developed market. Proxies for the UK, Canada, and Australia are the relevant subsets of the developed market proxy. MSCI data © MSCI 2014, all rights reserved.  
 

International developed markets indices recorded similar 
performance to the US, with large caps outperforming 
small cap indices.                               

Value indices outperformed growth indices across  
all size segments.  

The US dollar depreciated relative to many of the  
major international developed currencies.  
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39% 
International 
Developed 
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$17.4 trillion 

World Market Capitalization—International Developed * Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

Large Cap 5.40 23.83 7.58 11.67 7.18
Small Cap 6.79 29.55 8.75 15.32 8.73
Value 6.39 26.91 8.22 11.54 7.09
Growth 4.41 20.79 6.90 11.74 7.20

Period Returns (%) 



Emerging Markets Stocks 
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Second Quarter 2014 Index Returns 

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: Large Cap (MSCI Emerging Markets Index), Small Cap (MSCI Emerging Markets Small Cap Index), Value (MSCI Emerging Markets Value Index), and Growth (MSCI 
Emerging Markets Growth Index). All index returns are net of withholding tax on dividends. World Market Cap represented by Russell 3000 Index, MSCI World ex USA IMI Index, and MSCI Emerging Markets IMI Index. MSCI 
Emerging Markets IMI Index used as the proxy  for the emerging market portion of the market. MSCI data © MSCI 2014, all rights reserved.  
 

In a reversal from the previous quarter, emerging  
markets led equity returns versus developed markets, 
including the US.  

As with developed markets, large caps outperformed 
small cap indices for the quarter. Value indices 
outperformed growth indices across all size segments 
with the exception of mid caps.  

The US dollar depreciated relative to many of the  
major emerging markets currencies.  
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Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

Large Cap 6.14 14.31 -0.39 9.24 11.94
Small Cap 8.98 14.20 0.58 11.48 13.37
Value 6.16 14.43 -1.63 8.30 12.59
Growth 6.11 14.18 0.79 10.13 11.25

Period Returns (%) 



Select Country Performance 

11 
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. 
Country performance based on respective indices in the MSCI World ex US IMI Index (for developed markets), Russell 3000 Index (for US), and MSCI Emerging Markets IMI Index. All returns in USD and net of withholding tax 
on dividends. MSCI data © MSCI 2014, all rights reserved. Russell data © Russell Investment Group 1995–2014, all rights reserved. UAE and Qatar have been reclassified as emerging markets by MSCI, effective May 2014. 
 

Canada recorded the highest performance in developed markets, followed by Hong Kong. In a reversal from the previous quarter, Italy and 
Ireland recorded some of the lowest returns in developed markets. Turkey and India led performance in emerging markets. Qatar and the 
UAE, recently reclassified by MSCI to the Emerging Markets IMI Index, were among the lowest performing emerging markets. 

Second Quarter 2014 Index Returns 
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Real Estate Investment Trusts (REITs) 
Second Quarter 2014 Index Returns 

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. 
Number of REIT stocks and total value based on the two indices. All index returns are net of withholding tax on dividends. Total value of REIT stocks represented by Dow Jones US Select REIT Index and the S&P Global ex US 
REIT Index. Dow Jones US Select REIT Index used as proxy for the US market and S&P Global ex US REIT Index used as proxy for the World ex US market. Dow Jones US Select REIT Index data provided by Dow Jones ©. 
S&P Global ex US REIT Index data provided by Standard and Poor’s © 2014.  

REITs again returned positive performance, 
outperforming broad market equity indices in  
the US and developed non-US markets.  
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56% 
US  
$508 billion 
89 REITs 

44% 
World ex US 
$402 billion 
220 REITs 
(21 other 
countries) 

Total Value of REIT Stocks 

7.15 

9.83 

US REITs 

Global REITs (ex US) 

Ranked Returns (%) 

Period Returns (%) * Annualized

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

   US REITs 18.24 13.27 11.38 23.76 9.41
   Global REITs (ex US) 13.42 17.86 8.67 16.43 7.28



Commodities 
Second Quarter 2014 Index Returns 

Past performance is not a guarantee of future results. Index is not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio.  
All index returns are net of withholding tax on dividends. Dow Jones-UBS Commodity Index Total Return data provided by Dow Jones ©.   
 

Commodities finished the quarter relatively flat. The  
Dow Jones-UBS Commodity Index (renamed the 
Bloomberg Commodity Index) returned 0.08%. 

Nickel, the biggest gainer in the index, returned 19.22%. 
Its gain was most likely due to a supply constraint in  
the international markets. 

Energy commodities were modestly up for the quarter, 
returning 4.36%.  

Grain commodities had the worst quarter overall, 
returning -13.23%. Wheat led the decline with a  
-19.74% return.  
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Asset Class YTD Q2 1 Year 3 Years** 5 Years** 10 Years**

Commodities 7.08 0.08 8.21 -5.17 1.99 0.87

Period Returns (%) * Annualized
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Fixed Income 

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. Yield 
curve data from Federal Reserve. State and local bonds are from the Bond Buyer Index, general obligation, 20 years to maturity, mixed quality. AAA-AA Corporates represent the Bank of America Merrill Lynch US Corporates, 
AA-AAA rated. A-BBB Corporates represent the Bank of America Merrill Lynch US Corporates, BBB-A rated. Barclays data provided by Barclays Bank PLC. US long-term bonds, bills, inflation, and fixed income factor data  
© Stocks, Bonds, Bills, and Inflation (SBBI) Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield). Citigroup bond indices © 2014 by Citigroup. The BofA Merrill Lynch 
Indices are used with permission; © 2014 Merrill Lynch, Pierce, Fenner & Smith Incorporated; all rights reserved. Merrill Lynch, Pierce, Fenner & Smith Incorporated is a wholly owned subsidiary of Bank of America Corporation. 

Second Quarter 2014 Index Returns 

Interest rates across all US fixed income 
markets declined during the second quarter. 
The 10-year Treasury note ended the quarter 
at 2.53%, a decline of 20 basis points over the 
period. The 30-year Treasury bond finished 
with a yield of 3.34%, a decline of 22 basis 
points. The decline in intermediate- and long-
term rates, coupled with relatively unchanged 
short-term rates, led to a flattening of the US 
Treasury yield curve.      

The 30-year Treasury bond returned 5.20% 
and continued to outpace all fixed income 
markets with a 13.80% return for the year.  

Long-term corporate bonds returned 4.40% for 
the quarter and 10.42% for the year, beating 
intermediate-term corporate bonds, which 
returned 1.77% and 3.49%, respectively. 

Municipal revenue bonds slightly outpaced 
municipal GO bonds by 2.83% vs. 2.19% for 
the quarter. Long-term municipal bonds 
outperformed all other areas of the curve by 
returning 4.11% for the period and 10.05% for 
the year. 
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Period Returns (%) 

Asset Class YTD 1 Year 3 Years** 5 Years** 10 Years**

BofA Merrill Lynch Three-Month US Treasury Bill Index 0.02 0.06 0.07 0.11 1.63
BofA Merrill Lynch 1-Year US Treasury Note Index 0.15 0.29 0.29 0.50 2.07
Citigroup WGBI 1−5 Years (hedged to USD) 1.13 1.84 1.85 1.89 3.25
Long-Term Government Bonds 10.90 6.81 8.02 7.17 7.15
Barclays US Aggregate Bond Index 3.93 4.37 3.67 4.85 4.94
Barclays US Corporate High Yield Index 5.46 11.73 9.48 13.98 9.05
Barclays Municipal Bond Index 6.00 6.14 5.35 5.81 4.97
Barclays US TIPS Index 5.83 4.44 3.55 5.55 5.25

* Annualized
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Second Quarter 2014 Index Returns 

Diversification does not eliminate the risk of market loss. Past performance is not a guarantee of future results. Indices are not available for direct investment. Index performance does not reflect expenses 
associated with the management an actual portfolio.  Asset allocations and the hypothetical index portfolio returns are for illustrative purposes only and do not represent actual performance. Global Stocks 
represented by MSCI All Country World Index (gross div.) and Treasury Bills represented by US One-Month Treasury Bills. Globally diversified allocations rebalanced monthly, no withdrawals. Data © MSCI 2014, all rights 
reserved. Treasury bills © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. Sinquefield).  
 

These portfolios illustrate the performance of different 
global stock/bond mixes and highlight the benefits of 
diversification. Mixes with larger allocations to stocks  
are considered riskier but have higher expected  
returns over time. 
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100% Stocks 6.50 23.58 10.85 14.88 8.02

75/25 4.89 17.35 8.25 11.22 6.64
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*  Long-term outperformance of popular benchmarks with reasonable tracking (as noted by R²) 
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So…Are We Keeping Pace with the Indices? 
Our financial forecasts developed in our WealthCare reports are predicated on achieving investment returns as illustrated by 
globally diversified indices.  Below are the primary equity asset class structures that we use to design our investment portfolios. 
Their returns are compared to the benchmark of stocks that they have a high degree of correlation with (as noted by R²).   In 
order for our forecasts to have validity we need to at least match the  indices returns  in aggregate.   So far so good!   The 
results  are  illustrated  for  the  past  5  and  10  years  and  since  inception.    By  example,  the  US  Micro  Cap  Portfolio  has 
outperformed the Russell Microcap and Russell 2000 Index by 172 basis points per year since 1982.  172 basis points is equal 
to 1.72% of outperformance on average per year. 

Performance against Conventional Benchmarks 
As of June 30, 2014 

Annualized Difference (100 basis points 
equals 1.0%) 

Dimensional Structured Stock Portfolio Inception Conventional Benchmark Indices Last 5 
Years 

Last 10 
Years 

Since 
Inception 

R² 

US Micro Cap Portfolio 1982 Russell Microcap and 2000 Index 200 209 172 0.93 

US Small Cap Portfolio 1992 Russell 2000 Index 228 102 148 0.98 

US Small Cap Value Portfolio 1993 Russell 2000 Value Index 352 109 208 0.94 

US Targeted Value Portfolio 2000 Russell 2000 Value Index 302 162 251 0.95 

US Large Cap Value Portfolio 1993 Russell 1000 Value Index 283 101 57 0.93 

International Small Company Portfolio 1996 MSCI World ex USA Small Cap Index 17 91 314 0.97 

International Small Cap Value Portfolio 1995 MSCI World ex USA Small Cap Index 47 162 406 0.93 

International Value Portfolio 1994 MSCI World ex USA Index -17 45 160 0.92 

Emerging Markets Small Cap Portfolio 1998 MSCI Emerging Markets Index 426 244 460 0.89 

Emerging Markets Value Portfolio 1998 MSCI Emerging Markets Index -60 157 407 0.92 

Emerging Markets Portfolio 1994 MSCI Emerging Markets Index 84 31 129 0.93 



Human beings love stories. But this  
innate tendency can lead us to imagine 
connections between events where none 
really exist. For financial journalists, this  
is a virtual job requirement. For investors,  
it can be a disaster.  

“The Australian dollar rose today after Westpac Bank 
dropped its forecast of further central bank interest rate 
cuts this year,” read a recent lead story on Bloomberg. 

Needing to create order from chaos, journalists often 
stick the word “after” between two events to imply 
causation. In this case, the implication is the currency 
rose because a bank had changed its forecast for 
official interest rates. 

Perhaps it did. Or perhaps the currency was boosted 
by a large order from an exporter converting US  
dollar receipts to Australia or by an adjustment from 
speculators covering short positions. Markets can 
move for many reasons. 

For individual investors, financial news can be 
distracting. All this linking of news events to very  
short-term stock price movements can lead us to  
think that if we study the news closely enough we  
can work out which way the market will move. 

But the jamming of often-unconnected events into  
a story can lead us to mix up causes and effects  
and focus on all the wrong things. The writer and 
academic Nassim Taleb came up with a name for  
this story-telling imperative: the narrative fallacy.1 

The narrative fallacy, which is linked to another 
behavior called confirmation bias, refers to our 
tendency to seize on vaguely coherent explanations  
for complex events and then to interpret every 
development in that light. 

These self-deceptions can make us construct flimsy,  
if superficially logical, stories around what has 
happened in the markets and project it into the future. 

The financial media does this because it has to. 
Journalists are professionally inclined to extrapolate 
the incidental and specific to the systematic and 
general. They will often derive universal patterns  
from what are really just random events. 

Building neat and tidy stories out of short-term  
price changes might be a good way to win ratings  
and readership, but it is not a good way to  
approach investment. 

Of course, this is not to deny that markets can be  
noisy and imperfect. But trying to second-guess  
these changes by constructing stories around them  

is a haphazard affair and can incur significant cost. 
Essentially, you are counting on finding a mistake 
before anyone else. And in highly competitive markets 
with millions of participants, that’s a tall order. 

There is a saner approach, one that doesn’t require 
you spending half your life watching CNBC and 
checking Bloomberg. This approach is methodical  
and research-based, a world away from the financial 
news circus. 

The alternative consists of looking at data over long 
time periods and across different countries and 
multiple markets. The aim is to find factors that explain 
differences in returns. These return “dimensions” must 
be persistent and pervasive. Most of all, they must be 
cost-effective to capture in real-world portfolios. 

Admittedly, this isn’t a story that’s going to grab 
headlines. Using the research-based method and 
imposing a very high burden of proof, this approach 
resists generalization, simplification, and using  
one-off events to jump to conclusions. 

But for most investors, it’s the right story. 

Connecting the Dots 
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