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Markets	Recap
Commodities were the best performing
asset class for September. Bonds were the
only asset class to post negative returns for
the month. Emerging markets stocks and
commodities are the top 2016 performers
after three quarters.

same way to market influences, it is not
diversified and will likely make for a choppy
ride.

Look at the thick black line in Figure
1. Notice how even the effects of major
market shocks like the 2000 tech bubble
and the 2008 financial crisis are muted
relative to individual asset classes. This
black line represents our Risk Level 8 (RL8)
Benchmark. The RL8 asset allocation is
shown in Figure 2 and Figure 3, with 42%
bonds, 43% stocks (21.5% domestic, 21%
foreign), and 15% commodities. Looking
back at Figure 1, you can think of the black
line as being tugged in either direction by

could have been tempting to get swept up
in the euphoria and place big bets in one
area. The future is very hard to predict,
especially in the short term, and many
stories of “chasing returns” end in tears.

In Figure 2we can think of the Risk column
as a measure of “smoothness” of each
line. This smoothness not only reduces
anxiety for investors during downturns, but
also allows the compounded returns to
continue chugging along. The RL8
benchmark serves as a great example of
this, as it keeps a relatively straight path
upwards and outperforms all but two asset
classes.
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Figure	1:	Returns	by	Asset	Class	(multicolored)	and	Cape	Ann	Capital	Risk	Level	8	(Black),	2000-2016	

the multicolored lines. An allocation to a
strong performing asset class will pull the
black line up. Conversely, a poor performer
will drag it down. The larger the asset class
weight, the stronger the gravitational pull
of that component.

By definition, proper diversification means
some of the holdings in the portfolio will be
out of favor. As market conditions change,
asset classes will take turns falling in and
out of favor. This is fairly obvious looking at
Figure 1. The temptation is to avoid
slumping sectors and latch onto the hot
ones. There are many points in history
where (without the benefit of hindsight) it

Stay Diversfied…and Satisfied!
Diversification across asset classes is all
about smoothing returns. The smoother
the returns the more powerful the
compounding. One dollar invested for 50
years at a fixed 8% per annum grows to
$46.90. One dollar invested for 50 years at
an average of 8% per annum, but with a
standard deviation of 20%, grows to only
$17.42. In this example, volatility reduces
ending-period wealth by 63%!

How is this smoothing effect achieved? At
Cape Ann Capital we believe the best way
to do this is to avoid putting all your eggs
into one basket, and diversify your
investment selections into a mix of global
stocks, bonds , and commodities. If all
holdings in a portfolio are reacting in the

Figure	2:	Exposures,	Returns,	and	Risk	for	Asset	Classes	and	Cape	Ann	Capital	Risk	Level	8	Benchmark

Sticking with a diversified approach
protects you against the behavioral biases
to which we are all susceptible. These
tables and charts are now customized for
each Cape Ann Capital client and provided
monthly. They serve as a constant
reminder that a portfolio is comprised of
many different asset classes each with its
own risk/return characteristics. Hopefully,
this report will help our clients stay the
course and allow their diversified
benchmark to over time work its way up
smoothly to the top of the table.
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YTD	Return	(%)	as	of	9/30
Asset	Classes	vs.	Cape	Ann	Risk	Level	8

Current	Target Cumulative
Asset Class,	Sorted	by	Return Exposure	(%)	 Return	(%) Risk (%)

n Emerging	Markets	Stocks 7.2	 172.97	 22.74	
n US	Bonds 42.0	 135.36	 4.07	
n Risk	Level	8	Benchmark 100.0	 127.58	 8.45	
n US	Stocks 21.5	 117.46	 19.96	
n European	Stocks 7.2	 56.08	 22.79	
n Pacific	Stocks 7.2	 32.89	 20.08	
n Commodities 15.0	 22.89	 16.69	
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Figure	3:	Asset	Allocation	for	Cape	Ann	Capital	RL8


