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professionals we have had interesting and thought-
provoking discussions with over the years. However,
as fiduciaries being trusted with our clients’ capital,
we could not let sentimentality supersede the
obligationto ourclients.

With the Einstein quote in mind, if we made the
portfolios “too simple” through excessivepruning, we
would be lacking the ingredients to construct a
diversified portfolio, with cash, bonds domestic and
foreign stocks, and commodities. Therewas no magic
to ending up with twelve funds; it wasmerely the fact
that any fewer than that wouldhinder thatability.

As an aside, Cape Ann Capital’s unique approach to
“indirect exposure” leads to some interesting
dynamics. For instance, the vast majority of our client
benchmarks incorporate commodities. However, our
new lineup meets the commodity allocation despite
dropping theonly dedicated commodity fund (bottom
of the list statistically). The commodity requirement
was achieved by incorporating the partial commodity
exposures in some of our other funds: for example,
theWorld Allocation Fund holds nearly a 10% position
in physical gold, and the Mid-Cap Blend Fund holds
some of its largest weights in several well-known
energy companies.

Interestingly, the Einstein quote is also a fitting
metaphor for our goal for these letters. Weoften find
ourselves toeing the line between simplicity and
complexity. Overcomplicating a topic tends to
frustrate the audience, while oversimplification runs
the risk of not really saying anything at all. We think
we have uncovered a successful approach to
simplifying our portfolios. Hopefully we are just as
successful in conveying it here.

Markets	Recap
In a reversal of the trend from Q4 2018, equities
marched upwards through February, with US Stocks
leading the way at 12.39%. All seven asset classes
havenotched positive returns YTD.

Less is More
“Everything should bemadeas simpleas possible, but
not simpler.” This quote, attributed to Albert
Einstein, rings true for the recent fund lineup changes
CapeAnn Capital implemented for 2019.

Figure1 lists the fund lineup changes. As you can see,
the most striking difference is the sheer number of
funds: a list of eighteen is now a list of twelve. What
was the impetus for whittling the list down to two-
thirds its former size? Did somemutual funds fall out
of favor, or undergo a substantial shift in philosophy
or personnel? The rationale was actually a lot less
dramatic than either of those events: if we can
construct client portfolios with a shorter (but
statistically stronger) fund lineup, while maintaining
their risk and return characteristics, we should doso.

The most important benefit of this change is that,
since the bar has effectively been raised, we have
greater statistical confidence in the skillfulness of our
fund managers. The T-Stat column in the figure is a
measureof thedegree of confidencewehave that a

Figure1: Buy List Changes (Data through Dec 2018)

manager is skillful; the higher this metric, the higher
degree of confidence we have in their ability to
outperform relative to the risk they are taking over a
long track record. Not only is the collective skill of our
new lineup of fund managersmore reliable, the funds
also have more meaningful position sizes in our
portfolios (as a result of the vacancy created by the
dropped funds). Even the fund names used in the
figure, derived from the fund’s Morningstar
categories, reveal redundancies: two Intermediate-
Term Bond Funds were pruned back to one, as was
also done to twoMid-Cap GrowthFunds.

To be clear, by no meanswere the fundswedropped
taken off the list as part of a “fire sale” or in reaction
to underperformance. In fact, in a few cases, we are
parting ways with fund companies representing long-
standing relationships, with many talented
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