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Dear Friend:

Commodities were the only asset class to post a negative return in May.  Despite the weakness, commodities are still the strongest performer YTD.  All six asset
classes are now in positive territory for the year.
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Cash 18.5% 0.3% 0.0% 0.0%

U.S. Bonds 60.5% 25.9% 3.7% 1.0%

U.S. Stocks 121.1% 136.4% 4.3% 2.2%

European Stocks 112.5% 81.1% 5.6% 0.8%

Pacific Stocks 77.1% 55.0% 0.3% 3.2%

Emerging Markets Stocks 184.6% 44.6% 3.8% 3.7%

Commodities 3.9% 7.6% 6.4% -2.9%

Risk Level 8 (0/42/22/7/7/7/15) 87.1% 52.2% 4.1% 1.0%

As recently as the 1950s, there was no public source for historic performance of individual stocks.  The University of Chicago, with funding from Merrill Lynch, created
the Center for Research in Security Prices (CRSP) in 1960 to solve this problem.  Today, CRSP maintains performance history for virtually every U.S. stock.  CRSP
aggregates this data into a yardstick for the overall U.S. stock market.  The Vanguard Total Stock Market Index Fund (VTSMX) uses the CRSP index as its benchmark.
Cape Ann Capital uses VTSMX to measure the performance of U.S. stocks and as the U.S. equity component of all client benchmarks.    
        
When a vendor like CRSP aggregates individual stock data to create a market-wide index, they create a hypothetical portfolio that holds every share of every investable
stock.  This sets up an interesting tautology.  The performance of all the shares in the market (often called the market portfolio) must equal the performance of all the
individual portfolios invested in that market.  This tautology is a sober reminder that active management (before costs) is a zero sum game.  Active management (after
costs) is a negative sum game.  Most active managers have had difficulty keeping up with the U.S. stock market this year.

An important feature of most stock markets is they are dominated by a small number of very large companies.  VTSMX owns 3,690 stocks.  If these stocks were
equal-weighted, every 100 stocks would accumulate to 2.7% of the portfolio.  Instead, the 100 largest stocks accumulate to over half of the VTSMX portfolio.  So far this
year, large cap stocks have been the strongest performers.  Large-growth is ahead of small-growth by 6 percentage points.  Large-value is ahead of small-value by 1.4
percentage points.  It is difficult for active managers who invest beyond the 100 largest companies to outperform the market in this environment.  Historically, however,
small cap stocks outperform large caps over the long haul.  Spreads like we've seen so far this year are usually fear driven and temporary.

Dave and Jim
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