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Markets Recap
The asset class picture looks very much
the way it did over the last few months,
with foreign equities on top, domestic
stocks not far behind. Bonds and cash
showing modest returns and
commodities still in negative territory.

to over-emphasize the US equity markets
via indexes like the Dow or S&P500. In
reality, there are many markets across the
world in a broad range of distinct asset
classes that do not move in unison. Cape
Ann Capital clients select an allocation
that tracks seven distinct equity, bond,
cash, and commodity markets. Bad news
for one market is often good news for
another.

Investors also tend to have an
oversimplified view of how to “get in” or
“get out” to take advantage of new
information, such as a political event, an
economic report, Fed meeting, earnings
report, or any other newsworthy item.
The issue here is the overemphasis on the
first action and an underemphasis on the
second action. You would have to be

correct twice in order to either take
advantage of a boom, or to avoid a bust. If
we generously assume you have a 50%
chance of being correct for the first
successful tactical shift, you then also have
a 50% chance of being correct for the
second successful adjustment. Multiplying
these odds means it is about a 25% chance

of navigating a successful round trip.
Feeling lucky?

Barring a life event that impacts an
investor’s ability or willingness to take

A Tale of Two Investors
Emails and phone calls to Cape Ann Capital over
the last month reveal an interesting dichotomy:

Investor 1: I WANT IN ! The market is
going straight up, and I feel like I am
missing out! My portfolio needs to be
more aggressive so I can join the pack!

Investor 2: I WANT OUT ! The market is
going straight up, which means it is high time
fora largecorrection! Myportfolioneedstobe
conservative so Ican dodgethebullet!

Despite the fact that the two reactions are
diametrically opposed, our message is the
same forboth:staythecourse anddon’tpanic!

When digesting news about the future
of the market, it is crucial to properly
define what constitutes the “market.”
There is a tendency in the financial media
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risk, an investor’s risk tolerance should
remain consistent through up markets,
down markets, and everything in
between. Like turbulence on a plane,
upswings and downswings will occur on
your way to the final destination.
Volatility in a portfolio can be thought of
as the price of taking risk, and over the
long run, those that accept that
volatility will be compensated with a
commensurate return.

Figure 1 shows all drawdowns from
Cape Ann Capital’s Risk Level 8 over the
past 47 years. An investor in RL8 that
can accept that 5-10% drawdowns are
fairly common, 10-15% drawdowns
somewhat common, and greater than
25% in a rare event like the 2008 crisis,
will save themselves a lot of heartache
and anxiety by avoiding overreactions to
short term news, and delusions of
perfect market timing. Investors who
remained patient and stayed the course
enjoyed a 9.4% compound return over
the 47 year period.

“It is crucial to properly define 
what constitutes the ‘market.’ 

Bad news for one market is 
often good news for another”
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Figure 2 Cape Ann Capital’s Risk Level 8 Benchmark for 47 years. Drawdowns of 5-10% are quite common.

Risk Level 8 Drawdown, 1970-2016
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“Volatility in a portfolio can be 
thought of as the price of taking 
risk, and over the long run those 

who accept it will be compensated 
with a commensurate return”
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