
The Roman god Janus is depicted with two heads facing opposite 
directions, one looking back at events in history, and the other 
looking forward to the events yet to come. This is certainly a 

good metaphor for an investor’s mindset as we move through time.

The past three years have brought us historic market volatility and 
shocking economic news. We’ve seen the market lose more than half its 
value in less than 18 months, and then climb back 85% toward the October 
2007 highs. Washington has unleashed spending with 12 zeros attached. Some 
institutions of Wall Street once thought indomitable no longer exist.

What does it all mean? How will shifting global economic power impact my 
investments? What news and which forecasts should I heed as insightful or 
even predictive, and what should I discard as sensationalism? Do the old adages 
and conventional wisdom still hold water? How do I navigate these new waters 
with discipline and foresight? These are the questions with which I grapple 
continuously, with your portfolio in mind.

Perhaps the biggest challenge in this game called investing is making forward-
looking decisions with only a rear-view mirror as a guide.  We’ve all read the 
disclaimer, “Historical results do not guarantee future performance.”  While I don’t 
have any crystal ball to answer the questions above, I am constantly reviewing 
market news, industry analysis, reviews of particular investments, and statistical 
data to manage your risk-reward ratios and to gauge trajectories of your nest 
egg, and of the available alternatives.

There’s always plenty of pain in the past to dim our view of the future, but 
there are also encouraging signs that, when coupled with the analysis of the 
past, can provide a reasonably hopeful outlook for the future.  Take a look at 
the back inside cover for some interesting detail on one metric I use to evaluate 
investment options.

Sincerely, 

John D. VanDyke

This back page is where I explain an element of the 
evaluative process I continually employ as I search for 
productive investments.

One of the metrics I review regularly is the capture ratio.  An 
upside capture ratio measures the fund’s overall performance 
in up markets relative to an index, typically the S&P 500. 
A downside capture ratio measures how much of a market 
loss the fund absorbs during bear markets.  The delta, or 
difference between the two, is the capture ratio.

For example, a fund with an upside capture ratio of 110% 
indicates that the fund outperformed the index during a bull 
market by 10% (good).  Conversely, a downside capture ratio 
of 130% would show the fund absorbing 30% more loss than 
the index during a bear market (bad).

We look for:
Positive capture ratios (meaning the up ratio is greater 1. 
than the down), and 
Large capture ratios, regardless of risk level.  2. 

Looking Ahead

Looking Back This back page is where I like to show/explain something that can help you understand 
the evaluative process I go through continually in my search for productive investments. 
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For example, a fund with an upside capture ratio of 110% indicates that the fund 
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during a bear market (bad). 
 
We look for: 

(1) positive capture ratios (meaning the up ratio is greater than the down), and  
(2) large capture ratios, regardless of risk level.   

 
The figure below illustrates the relationship between the 10 yr capture ratio, and the 10 yr 
return ranking.  The clear linear relationship indicates that a larger capture ratio can be a 
reliable indicator of historical performance.  While one ratio never tells the whole story, 
the capture ratio is an important ingredient for comparing mutual funds, and analyzing 
which investments can be a suitable part of your overall portfolio. 
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