
OBSCURED BY CLOUDS 
As a student of my profession, I find that the 

business of investing is often more interesting 
than investing itself. This is true of most, if not 
all, businesses, but it is especially true with the 
world of investments. 

The beauty of our business is that short-term 
performance is of very little relevance to long-
term investment success. However, if, as an in-
dustry, we focus on short-term performance 
we (the industry, not Capital Advisers) can 
keep the dollars moving. After all, if money 
does not move, we cannot make a living! It 
really is that simple from the industry side.  

Whether individual investors make money is 
of no consequence. An unhappy investor is an 
investor on the move. Someone else is going to 
make a fee or commission! That is what drives 
our industry. 

 Americans have a hard time seeing beyond 
tomorrow. They are also loath to learn. Put 
those two together and you have a marketer’s 
dream. Manipulation for Dummies! 

Call me Mr. Negative if you like. But, I am 
just trying to help you. Focus, if you can, on the 
destination and not the ride. Tough, isn’t it? 

Think of all the things you have read about 
investing. What are you supposed to ask a pro-
spective advisor? Perhaps, “What is your track 
record?” Maybe, “What are your fees?” Why 

not “What is your educational and professional 
background?” You know the routine. 

But what actually determines who manages 
your account? Probably how you feel about 
your salesperson. Trust. Let’s be real. You are 
not going to read prospectuses. You are not go-
ing to back-test the performance numbers for 
accuracy.  

Then, when your portfolio does not perform 
as you would like (notice I did not say as it 
should), you fire the salesman! Your money is 
on the move again providing liquidity to the 
market. You have to love it.  

Except that it takes a toll on your portfolio.  

I am not suggesting that you become an ex-
pert. We have enough of them. Just use com-
mon sense. As in most areas of life, a little com-
mon sense can cure a lot of what ails you. 

Let’s use Capital Advisers as an example. We 
invest your account using no-load funds, ETFs, 
and, occasionally, closed-end funds. It is not 
that we believe those are the only investments 
suitable to achieve long-term performance. 
They are just efficient tools.  

Still, we hear all kinds of specious arguments 
about how we invest. Probably the funniest—
to us– is that mutual funds are for less sophisti-
cated investors. According to the Investment 
Company Institute there were $10.281 trillion 
invested in approximately 8,000 mutual funds 
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at the end of November 2006. 
That is a lot of money.  

The primary argument I 
hear regarding the use of indi-
vidual securities is that you 
only need 20 stocks to ade-
quately diversify a portfolio. 
Perhaps this is true. The prob-
lem is that most who attempt 
this strategy fail to diversify 
the 20 stocks. They all look the 
same. Instead, all you get is 
leverage. If the markets go 
your way, you win big. If the 
market goes against you, you 
lose big. Then you find an-
other advisor. 

The next argument is that 
funds are expensive. Com-
pared to what? Professional 
expertise has a cost. Distribu-
tion has a cost. If cost were 
truly such an issue, why do 
large institutions invest a por-
tion of their assets in hedge 
funds? A typical hedge fund 
charges 2% of assets and 20% 
of any gains. That is typical. 
We have seen some at 4 and 
40!  

Then there is the tax-
efficiency charge. You may be 
taxed on distributions that oc-
curred before you bought the 
fund. This should, at most, be 
a one-time event. You cannot 
control when gains are real-
ized. That is true, but it is also 
a part of the professional ex-
pertise you seek. Any portfo-

lio  of stocks and bonds will 
receive dividend and interest 
income. If you are actually 
managing the account you 
will, hopefully, realize some 
gains. If you don’t, then you 
lack a sell discipline. That can 
kill your long-term perform-
ance.  

Last, you have John Bogle’s 
argument that you should 
only invest in index funds be-
cause of their low cost and the 
fact that most managers fail to 
beat their bogey (index). That 
is all true. If you have 8,000 
funds, not every manager can 
be above average (that would 
be impossible mathematically).  
Besides, most funds do not try 
to beat their bogey. If they do, 
they may fail. If they fail, as-
sets move. So the safe way is 
to be within a specified range. 
If your manager’s goal is to 
stay around the index, by all 
means invest in index funds.  

We believe we can find the 
few exceptional managers. 
That is what you pay us to do. 
We are not always right, but 
we are right more often than 
wrong. That is where active 
management can beat an index 
over time. 

And that brings us to the 
point of this discussion. If you 
insist upon it, we want to let 
you know that we will manage 
accounts over $1,000,000 using 

only ETFs, closed-end funds, 
and index or institutional 
share funds. The reason for 
the high minimum is the way 
we manage accounts. With 
these funds there is a transac-
tion charge assessed on any 
changes to the portfolio. A $10 
or $20 charge is easier to swal-
low on a $5,000 transaction 
than on a $500 transaction.  

We do not believe that in-
dex fund management is su-
perior to using actively man-
aged funds. We just don’t 
think it is worth the effort to 
try to convince some folks 
otherwise. So we have index if 
you want it. 

———————————
Our Form ADV has been up-
dated and can be seen at 
www.capitaladvisersinc.com. 

 

 

 


