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The Sophistication of Simplicity
Most people value simplicity in their lives. Heritage has built a simple, yet
sophisticated investment process around the uncertainty that exists in the markets.
The best strategy is to implement a solid long-term plan, always remain disciplined,
eliminate any emotional response to short-term market events, and ultimately realize
the long-term profits that the market has to offer.
Heritage Gives Back
Heritage Investment Group is proud to support our local communities. We recently
participated in a fundraiser for Our Father’s House Soup Kitchen and will support
Wreaths across America this fall to honor our Veterans buried in the Pompano Beach
cemetery. Our regional office in Orlando has volunteered time with the local VA and
the new Ronald McDonald House in Lake Nona.
Happy Holidays
As we move into the holiday season, all of us at Heritage wish you and yours good
health, much happiness, and joyful celebrations with family and friends.

EMPLOYEE PROFILE
David Teas, CFA, CFP®
David has been part of the Heritage wealth management team
for over 5 years. David works primarily with those clients who
desire a high level of financial planning as part of their investment
program, and is one of the few members of our team who holds the
designation of Certified Financial PlannerTM (CFP®) as well as the
Chartered Financial Analyst designation. David, his wife and two
young children live in Parkland.

ABOUT HERITAGE
Capitalism is a powerful force and investors can and should benefit from all of the
opportunities within capital markets both domestically and abroad. The challenge
is that markets work in unpredictable ways, but your investment advisor shouldn’t.
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“The greatest enemy of
a good plan is the dream
of a perfect plan. Stick
to the good plan.”
― JOHN C. BOGLE

Can’t Buy Me Love
“I’ve been rich, I’ve been poor.
Rich is better.” – CHER
Will money make you happy? The link between money
and happiness is a familiar and emotionally-charged topic
of conversation. Singers and songwriters address the theme
frequently, and while our romantic sensibilities encourage us to
believe that true happiness could never result from wealth, it
turns out that money can buy you happiness, but only up to a
certain point.
You Can’t Always Get What You Want: A study by Princeton
University found that a certain level of money is required to
make people happy and the study put that figure at $75,000
per year. The idea is that there is a minimum amount of
income that people need to simply take care of the basics, and
struggling below that level can lead to unhappiness. However,
the study also found that as people made more than $75,000
their level of happiness did not increase. In fact, there was a
plateau effect; individuals fail to be happier simply because
they are making more money beyond the level of basic needs.
Rich Girl: But money does help. Surveys show that people in
rich countries tend to be happier than those in poor countries,
and within a particular wealthy country the rich tend to be
more satisfied than the poor. However, our feelings about
wealth tend to be relative rather than absolute. That is, people
tend to be made happy by money only when their money
makes them wealthier than other people around them. The
same $100,000 income that would make a starving artist
ecstatic would make a Wall Street banker miserable.

“...money that you earn tends to
make you happier than money that
you win or inherit.”
This is likely why happiness has been rising at a rapid rate
in “emerging” countries in Asia and Latin America; those
countries are quickly becoming more wealthy relative to poor
countries and relative to their own recent past. H.L. Mencken’s
observation on this phenomenon in 1916 is still quite prescient
today: “Wealth. Any income that is at least $100 more a year
than the income of one’s wife’s sister’s husband.”

Don’t Stop ‘Till You Get Enough: How much is enough?
Again, studies show that you gain greater happiness as you
move into the income-earning bracket that allows you to make
sure you can afford the basics. Therefore, going from poor to
middle-class gives you a larger gain in happiness than going
from middle-class to rich does. And going from a net worth of
$1 billion to a net worth of $2 billion probably does not move
the needle at all, although most of us would be willing to test
that theory.
It’s in the Way That You Use It: Your level of happiness also
depends on what you do with your money. For example, it
is better to use your money to do things rather than to have
things. Vacations and other experiences with family and friends
can have an enduring positive impact on your life experience,
whereas material goods such as jewelry and cars tend to
provide only a short-term burst of happiness.

Research has also shown that spending money on others
leads to greater happiness than spending it on oneself. A
recent Wall Street Journal article noted that one paradox of
money is that, although earning more of it tends to enhance
our well-being, we become happier by giving it away than by
spending it on ourselves. One study reported that this was
even true when the individuals giving away the money were
relatively poor themselves. The satisfaction from using money
to help others contributes disproportionally to happiness,
and the possibility of a charitable tax deduction can make you
happy in a different way!
Money for Nothing: The source of your money can also impact
your overall level of happiness. Specifically, money that you
earn tends to make you happier than money that you win or
inherit. Studies have shown that lottery winners are no happier

“The bottom line is that money can
buy a certain amount of happiness,
but the research suggests that at a
particular earnings level, happiness
ceases to increase.”
than the average person, but full-time workers are happier
than part-time workers, and unemployment can make you
miserable. Also, self-employed individuals report higher levels
of happiness than those who work for someone else, although
this may be attributable more to the sense of creativity and
achievement of self-employment rather than to the explicit
financial rewards.
The bottom line is that money can buy a certain amount
of happiness, but the research suggests that at a particular
earnings level, happiness ceases to increase. It seems that the
study of money and happiness may in fact be more art than
science. So, as Time magazine reporter Belinda Luscombe
recently noted, “Now that Princeton researchers have
untangled that life mystery (the connection between money
and happiness), maybe someone at MIT can look into the
optimal amount of money required to buy us love.”
The original version of this article was written by Heritage for
the September 2015 edition of The Light, a local magazine
serving Broward County, Florida.

Survivorship Bias and Other
Tricks of the Trade
One of the reasons we turn to science-based investing is to
guide us past the misguided strategies that can otherwise
cause an investor’s expected returns to run aground. That said,
there is a lot of “science” out there. How do we determine
which of it comes from sound evidence and which may steer
you wrong? Survivorship bias is one trick of the trade we must
watch for when evaluating an investment vehicle.
What Is Survivorship Bias?
Only the strong survive. This is a familiar adage because it’s
often true – especially in our financial markets. That’s why it
is important to remember the expression whenever we want

to accurately assess a sample of past returns. Examples of a
“sample” might be the returns from all actively managed U.S.
stock mutual funds during the past decade, or the returns
from all global bond funds from 2000–2014. Survivorship bias
occurs when an analysis omits returns from in-sample funds
that were closed, merged into other funds, or otherwise died
along the way.
How Often Do Funds Go Under?
Some new funds are truly innovative, do well by their investors,
and become familiar names. Less-sturdy ones may instead
focus on trying to seize and profit from popular trends. For
these, the expression “cannon fodder” comes to mind. They
may (or may not) soar briefly, only to fizzle fast when popular
appeal shifts.

“Only the strong survive. This is a
familiar adage because it’s often true –
especially in our financial markets.”
In the competitive capital markets in which we operate, fund
managers launch new products and discontinue existing ones
all the time. Individual funds probably disappear far more
frequently than you might think
•

The S&P Dow Jones 2015 SPIVA Scorecard found
that, for the five-year period ending in December 2015,
“nearly 23% of domestic equity funds, 22% of global/
international equity funds, and 17% of fixed income funds
have been merged or liquidated.”
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As might be expected, the longer the timeframe, the higher the death rate.
A January 2013 Vanguard analysis of survivorship bias looked at a 15-year,
1997–2011 sample of funds identified by Morningstar. The analysis found that
46 percent “were either liquidated or merged, in some cases more than once.”
A May 2015 Pensions & Investments (P&I) article by Ari Weinberg reported
that exchange-traded products (including ETFs) weren’t immune from the
phenomenon either, having just reached the milestone of 500 products
closed. This represented a mortality rate of just under 23 percent.
The same P&I piece cited Dimensional Fund Advisors and Vanguard analyses
that estimated 15-year mortality rates for traditional U.S. mutual funds in the
range of a 50/50 coin flip, or worse.
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A November 2015 article in the Dallas Morning News by financial
columnist Scott Burns found similar survival rates for the 15-year period
ending in 2014. “At the beginning of the period, there were 2,711 funds,”
he reported. “At the end of the period, there were 1,139. Only 42 percent
of the starting funds had survived.”

Why Does Survivorship Bias Matter?
Why should you care about the returns of funds that no longer exist?
This bias matters because the funds that disappear from view are usually the
ones that have underperformed their peers. The aforementioned Vanguard
analysis found that, whether a fund was liquidated or merged out of existence,
underperformance was the common factor causing the fund to close.
A sports analogy will help clarify the point: When assessing a baseball team’s
overall offensive performance, it’s important to consider both the stars and the
laggards, right? The same idea applies to fund performance. If these disregarded
funds were batters on a baseball team, they’d be the ones bringing down their
team’s average. The problem is that, in the case of mutual funds, the laggards have
disappeared and only the stars are included in the average. So, the results for the
remaining funds will report an overly optimistic outcome.
Survivorship bias is a well-known (and often deliberately ignored) phenomenon
that makes evaluating investment options a very thorny problem. One way in
which we strive to add value to our clients’ investment experience is to separate
robust data analysis from artificially inflated numbers and position them for
realistic long-term success.

In accordance with rule 204-3(c) of the Investment Advisors Act of 1940, Heritage
Investment Group, Inc., hereby offers to deliver without charge, a copy of its
brochure (ADV Part 2) upon request. In addition, upon request, Heritage will
deliver, without charge, a copy of its corporate Code of Ethics.

Heritage Investment Group would
like to thank all of our clients for their
continued support. We are here to help
you plan for your future. If you have
any family members or friends who
might benefit from our help, we would
welcome the opportunity to speak
with them. Please contact us
at 954-785-5400.
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