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Markets Recap
All seven asset classes posted
positive returns for the month of
October. Year to date, foreign stocks
continue to outpace U.S. stocks.
Commodities are the only asset with a
negative return on the year at -0.79%.

Capital uses custom benchmarks
tailored to each client. Providing
clearly defined, measurable and
investable benchmarks lays an
important foundation for our
relationship and gives each client an
accurate reference point for
evaluating performance.

Investors often evaluate their
performance against the wrong
benchmark. Cash is always a
tempting benchmark; especially

when markets are going down. The
Dow or the S&P500 are easy and
tempting benchmarks because we
hear about them on the news every
day. If you are investing in a
diversified portfolio, these indices
only tell part of your story. We often
catch clients talking about the market
and need to remind them they are
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When we are successful 
in our mission, client 
performance over the 

long run will rank in the 
top 20% of all investors 

with the same asset 
allocation.

In Search of a True Benchmark
In our January 2017 letter,
Questioning the Peer Group
System, we talked about the
critical importance of accurate
benchmarks for identifying skillful
mutual fund managers. We
discussed the fatal flaws in using
Morningstar peer groups as
benchmarks. Individual investors
can be similarly challenged when
they use the wrong reference
point when evaluating their own
portfolio performance. Cape Ann

Monthly Newsletter
October 2017

investing in seven markets. We try
very hard to help our clients
understand how the various and distinct
asset classes offset and complement
one other.

We spend lots of time at the outset
of a relationship helping new clients
determine the right ratio of safe
assets (cash and bonds) to
aggressive assets (stocks and
commodities), the ratio of domestic
stocks to international stocks and
whether to include commodities.

Each of these ingredients contributes
different risk and return attributes. It
is the amalgamation of these
characteristics that results in an
investor’s risk profile. Some
combinations are inherently riskier,
others more conservative.
Whatever the combination we
want it to be a proper reflection of
each client’s unique investment
objective, time horizon, and risk
tolerance. Using a single asset
class as the benchmark (e.g. cash
or the Dow) for a diversified portfolio
changes the conversation from
“how are we doing?” to “what if
we had done something else?” This
usually leads to emotional mistakes.
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Using a single asset class 
as the benchmark (e.g. 
cash or the Dow) for a 
diversified portfolio 

changes the conversation 
from “how are we 

doing?” to “what if we 
had done something else?

An accurate and meaningful
evaluation of a portfolio should
surely be in the context of a
benchmark whose ingredients and
weights reflect a previously agreed
upon asset allocation target.

Cape Ann Capital’s custom
benchmarks are blends of Vanguard
Index funds weighted to match each
client’s unique combination of safe
and risky assets. This is a fair and
appropriate hurdle because it is an
investable alternative. Cape Ann
Capital’s objective is to outperform
your benchmark, net of our fee. If
we do not, you have an alternative:
pocket our fee and go to Vanguard
and buy your benchmark.
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