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2/20/2015 % Wk Chg % Yr Chg

DJIA 18,140.44 0.67% 1.78%

S & P 500 2,110.30 0.63% 2.50%

Nasdaq 4,955.97 1.27% 4.64%

EAFE 1,866.73 1.49% 5.22%

Emerging Mkts 984.42 -0.23% 2.90%

Hang Seng 24,832.08 0.61% 5.20%

NIKKEI 18,332.30 2.34% 5.05%

FTSE 6,915.20 0.61% 5.32%

CRB Index 224.76 -1.93% -2.26%

Dow Jones Utility 600.06 1.05% -2.92%

TIPS Index 112.48 -0.16% 0.42%

VIX Index 14.30 -2.65% -25.52%

OIL 60.22 -2.11% 5.04%

Gold 1,201.94 -2.26% 1.69%

Euro 1.14 -0.11% -5.97%

Yen 119.03 0.24% -0.63%

Sterling 1.54 0.03% -1.18%

High Yield 6.04% 0.00% -11.18%

Investment Grade 3.47% 0.29% -6.22%

2 Year Gov't 0.63% -1.56% -4.55%

5 Year Gov't 1.59% 3.25% -3.64%

10 Year Gov't 2.11% 2.93% -2.76%

30 year Gov't 2.71% 2.26% -7.19%

2 Year Muni 0.47% 9.30% -14.55%

5 Year Muni 1.18% 4.42% -14.49%

10 Year Muni 2.14% 3.88% 1.90%

30 Year Muni 3.02% 2.37% 3.42%

3m LIBOR 0.26% 0.00% 0.00%

Fed Funds 0.11% 0.00% 266.67%

Prime 3.25% 0.00% 0.00%

Money Market 0.39% 0.00% 0.00%

12m CD 0.72% -4.00% 2.86%

30 Year Mortgage 4.02% 3.08% 0.75%

15 Year Mortgage 3.16% 2.93% 2.27%
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 You  have  probably  seen  talk  of  “robo  advisors”  in  the  media.  The  
articles I have read pay much attention to the new robo advisor 
firms, and their sources of venture capital, but little to the potential 
impact on the investors they are supposed to be helping. So what 
are robo advisors, and how will they affect the way investment 
advice is provided? 
  
Investopedia defines  a  robo  advisor  as  “an  online  wealth  
management service that provides automated, algorithm-based 
portfolio management advice without the use of human financial 
planners”.  My  layman’s  explanation  is  that  robo  advisors  automate  
the gathering of information from potential investors through a 
computer-based questionnaire, and then feed the answers into a 
computer based model which produces recommendations for an 
investment portfolio. In its purest form a robo advisor removes the 
need for any interaction with a human when deciding how to 
invest your money. 
  
We  are  all  very  familiar  with  technology’s  inexorable  drive  to  
improve productivity by replacing people with machines.  So who 
will  benefit  from  the  “productivity  gains”  of  robo  advice?  It  
appears that the automated advice will be cheaper, but note that 
one of the new players, Personal Capital, apparently charges up to 
89 basis points for its service at the lower investment size. The 
biggest impact may be that smaller investors, who have been 
overlooked by typical advisory firms, will have an easier route to 
obtaining investment advice. Of course this advice will be limited 
to impersonal investment recommendation. The core services that 
our firm provides (strategic planning, cash flow planning, access 
to private investments, and so on) will not be included. Another 
significant impact will likely be that larger firms such as Vanguard 
and Schwab will include the robo service delivery as part of their 
platforms.  
  
One of my major concerns about the new approach is that most of 
the media discussion is about the potential money to be made by 
the new firms and their venture capital backers – not by investors 
using the service. The WSJ reports the belief that "it's an 
enormous market", and that the new robo advisor firms "can take a 
small part of the market and generate a lot of revenue."  I always 
get suspicious when the focus is on how money will be made from 
other  people’s  money. 
  
Another worry is how investors using robo advice will fare when 
the markets turn down. Will the models stay unchanged? Who will 
the worried smaller investors talk to as they see the value of their 
portfolios decline? Moreover, if small investors suddenly lose a lot 
of money will the SEC start to take a close interest? 
  
For these reasons, I am very nervous about the idea of completely 
delegating decisions on our future financial well being to a 
computerized model. I still think it is essential to supplement any 
automation with a human who can provide informed, experienced 
counsel.    Super  Computers  like  IBM’s  Watson  may  be  able  to  win  
a game like Jeopardy, but managing my money is no game. 
  
Carl Gambrell 
 
  
  


