
Small Cap Equity Performance Statistics Since Inception 
( 3/1/2007 – 3/31/2020)*

Annualized Alpha (%) Upside Capture (%) Downside Capture (%) Sharpe Ratio Information Ratio

4.6 98.7 86.8 0.4 0.9
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Eastern Shore exploits a market phenomenon known as the Quality Anomaly which refers to the consistent mispricing of quality companies that leads to 
their outperformance over time. The strategy focuses on higher quality stocks which tend to have lower volatility and lower risk of capital loss. The 
strategy also invests in companies experiencing positive change in quality drivers and prefers those with long runways for future growth. Valuation 
discipline is used to enhance returns.

The Middle of Difficulty
“In the middle of difficulty lies opportunity.” –Albert Einstein

*This information is presented as supplemental to the fully compliant GIPS® presentation, which is available upon requestat information@eshorecap.com or by calling (781) 639-2750. 
Statistics are calculated using gross of fee performance. Performance Statistics are calculated using the Russell 2000 index. The risk free rate used to calculate the Sharpe ratio is the FTSE 3-
month T-Bill.

Before providing any investment commentary the Eastern Shore team wants to wish all of you well. We hope that you and your families are healthy 

and safe. We offer our thoughts and prayers to all of the families who have lost loved ones to COVID-19, and our gratitude to those who are risking their 
own health to help others.

We never thought that drama in this business could top 2008-2009, but it most certainly has. In a normal economic cycle (if those still exist), the 
economy overheats, the Fed tightens monetary policy, which restricts credit and liquidity, and the economy slows and usually goes into a recession that 
breaks inflationary pressures. The trigger point is usually the tightening of liquidity that leads to an economic downturn, as markets experienced in the 
great financial crisis in 2008-2009. Back then, it was not the Fed but the many credit and capital issues that brought the financial system to the brink of 
collapse.

Eastern Shore did not have a global pandemic shutting in almost all economic activity integrated into our risk framework, and probably most of our peers 
did not either. Fortunately, while we did not anticipate this specific scenario, our quality-oriented process emphasizes many characteristics that have 
allowed us to outperform in the face of this volatility.

Balance sheet strength, cash flow, and the defensiveness of a company’s business model are the key elements that investors have been focusing on in 
this extraordinary environment. Evaluating projected earnings estimates and valuations based on those estimates seems a fruitless exercise given the 
lack of visibility into companies’ sales or earnings for the next couple of quarters.

Our strategies hold many companies whose revenues are largely non-discretionary, and our team remains confident that these will not experience major 
disruptions in the near future. Several of these holdings have government contracts that are well funded or that provide essential services that will 
continue to provide a strong base of revenues. The strategies also hold some companies such as telehealthcare firm Teladoc (TDOC) that are 
experiencing an uptick in business due to their unique technology. Eastern Shore will continue to focus attention on companies that appear positioned to 
have bright futures on the other side of this tragic situation.

CONTINUED >>

Performance Summary (through 3/31/2020)**

ESCM
Small Cap Equity

ESCM
Small Cap Equity

Russell
2000

Strategy
Excess Return

Strategy
Excess Return

GROSS (%) NET (%) (%) GROSS (%) NET (%)

1Q 2020 -24.9 -25.0 -30.6 5.8 5.7

1 Year -14.4 -14.9 -24.0 9.6 9.1

3 Year -1.2 -1.6 -4.6 3.5 3.0

5 Year 2.7 2.3 -0.3 2.9 2.5

10 Year 9.8 9.2 6.9 2.9 2.3

Since Inception (3/1/2007) 8.8 8.1 4.3 4.4 3.7

**Performance periods greater than one year are annualized.

1



Small Cap Equity
First Quarter 2020

COMMENTARY

CONTINUED >>

First Quarter 2020 Results

During the first quarter of 2020, the Eastern Shore Small Cap Equity Composite delivered a return of -24.86%/-24.95% gross/ net of fees vs. the Russell 
2000’s -30.61% return. As the strategy’s over 565 basis point outperformance suggests, the team’s approach has continued its long-term pattern of 
outperforming during down markets.

Like the fourth quarter of 2019, the first quarter of 2020 was a period of cross-currents from a quality and factor perspective. Quality –oriented metrics 
such as ROE exerted little influence: many negative ROE businesses and non-earners strongly outperformed. Market cap was a more significant factor 
with regard to performance: larger cap companies generally outperformed, providing a slight allocation benefit to the strategy. As is typically the case, 
stock selection was the primary driver of the strategy’s outperformance.

Over the past year, the strategy generated an excess return of over 9% gross and net of fees, having outperformed in two dramatically different 
environments. The reason was the same in both timeframes: the forward-looking approach to selecting Established and Improving Quality companies 
that lies at the heart of our process allows the strategy to outperform in down markets while gaining an additional alpha boost in a range of market 
conditions. It is significant to note that this was the first quarter in which all five of the strategy’s top contributors and bottom detractors were 
Improving Quality holdings. These companies have been behaving as we might expect under these conditions – those offering innovative solutions that 
meet unprecedented needs have strongly outperformed, while those with greater execution risk and uncertainty have lagged. The Established Quality 
component has also delivered results in line with expectations by living up to its promise of serving as a stabilizing force on the downside.

Overall, Established outperformed Improving Quality for the quarter, as our team would expect it to do – but only by 77 basis points, a narrower margin 
than we might have anticipated. Both components outperformed the benchmark significantly, but each achieved these results in different ways: as 
noted earlier, the strategy’s Improving Quality holdings were over-represented at the performance extremes, while our Established Quality companies 
outperformed more modestly but more consistently. This discrepancy is reflected in the range of performance across the two categories: the strategy’s 
highest performing Established Quality holding outperformed the weakest by approximately 86%, while the spread between the top and bottom 
performing Improving Quality holdings was around 165%. The worst performing stock in each group came from the Energy sector, while the two best 
were Health Care holdings – highlighting the broad sector dispersion that the small cap market experienced during the quarter. The wideness of these 
ranges also illustrates that although overall correlations have spiked upwards, some pockets of exceptional opportunity remain available for bottom-up 
stock pickers like ourselves. 

The strongest sector contributors to the Small Cap Equity strategy’s relative performance during the quarter were the Real Estate and Technology 
sectors. Within Real Estate, the strategy benefitted from the strong relative performance of all three of its holdings, each of which was well-suited for 
this environment: data center REIT QTS Realty (QTS), industrial REIT and online retail beneficiary Terreno Realty (TRNO), and Rexford Industrial Realty 
(REXR), a Southern California industrial REIT whose website touts it as “America’s first and last mile of distribution.” The strategy’s outperforming 
Technology holdings included cloud contact center firm Five9 (FIVN), safety critical mission processing subsystem and secure sensor provider Mercury 
Systems (MRCY), and mobile and online messaging solutions innovator LivePerson (LPSN).

Sector detractors for the quarter included Consumer Staples and Utilities. In Consumer Staples, avocado and prepared fresh food distributor Calavo
Growers detracted from relative performance for the quarter. Within Utilities, the performance of two holdings lagged the benchmark’s sector return: 
natural gas utility South Jersey Industries (SJI) and natural gas and electric utility services firm ALLETE (ALE). We are aware that both forced hedge fund 
selling and passive flows weighed heavily on this sector during the quarter and have opportunistically added to positions where the disconnect between 
performance and fundamentals appeared extreme.

Q1 2020 Top 5 Contributors†

Security Ticker
Avg. Weight 

(%)
Contribution 

(%)

Teladoc Health, Inc. TDOC 1.03 0.63

eHealth, Inc. EHTH 1.06 0.39

Five9, Inc. FIVN 1.58 0.32

Bandwidth Inc. Class A BAND 0.67 0.11

QTS Realty Trust, Inc. Class A QTS 1.85 0.10

Q1 2020 Top 5 Detractors†

Security Ticker
Avg. Weight 

(%)
Contribution 

(%)

Essent Group Ltd. ESNT 1.74 -1.24

IAA, Inc. IAA 2.28 -1.03

Marriott Vacations Worldwide VAC 1.31 -0.96

KB Home KBH 1.12 -0.85

WPX Energy, Inc. WPX 0.80 -0.83

Ϟ¢ƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ǇǊƻǾƛŘŜŘ ƛƴ ǘƘƛǎ ǊŜǇƻǊǘ ǎƘƻǳƭŘ ƴƻǘ ōŜ ŎƻƴǎƛŘŜǊŜŘ ŀ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴ ǘƻ ǇǳǊŎƘŀǎŜ ƻǊ ǎŜƭƭ ŀƴȅ ǇŀǊǘƛŎǳƭŀǊ security.
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Outlook

In this section of our quarterly letter we typically share expectations for the economy and the markets for the months and quarters ahead. This is an 
extraordinary time in the world and the economy, so we will focus instead on framing the conditions that might be required to form a true bottom in the 
economy and market.

Clearly the most critical indicators to track are the rate of infection and the infection curve. Only a meaningful reduction in cases will allow the economy 
to re-open and progress towards conditions resembling normality. Significant improvement in infection data points may signal that the markets have 
reached a true bottom and can begin to discount a recovery.

Another key data point in terms of finding a bottom is the rate of growth in initial unemployment claims. In the past three recessions the market did not 
bottom until initial claims peaked. During the financial crisis of 2008-2009 this occurred in March 2009, very close to the true market bottom. Given the 
magnitude and speed of change of these metrics already initial unemployment claims appear likely to peak more quickly than they did in 2009.

Given the exceptional circumstances of this situation, a large majority of job losses are likely to be cyclical rather than structural. Many lost jobs could 
come back relatively quickly when the economy re-opens. Given the very different nature of its underlying crisis, during the 2008-2009 recession the U.S. 
economy experienced significant structural job losses in many industries.

Our team is also monitoring corporate bond yield spreads, the volatility index (VIX), exchange rates, and individual stock correlations. These have been 
helpful sentiment indicators in past bear markets and recessions. These indicators have experienced some minor improvements, but warning signals 
overall remain at elevated levels.

Credit and financial markets have experienced many dislocations as a result of the stress caused by shutting down the economy. In the short-term, a 
range of entities from homeowners to owners of commercial real estate are currently unable to pay their mortgages or rent, thereby placing pressure on 
the banks and other financial institutions. In essence, the financial plumbing was getting dangerously clogged. The Fed stepped in with massive liquidity 
injections that have resolved most of these issues for the time being. Regulatory challenges still lie ahead to provide banks and other entities capital 
relief given that this situation is likely transitory and will probably repair itself once the economy re-opens. The multiple stimulus bills passed by 
Congress should start to flow cash to businesses and individuals in the coming weeks to provide a bridge forward to stability.

Members of our investment team have had conversations with the management teams of many small and smid cap companies in the past few weeks. 
These discussions have been focusing first and foremost on the firms’ liquidity situation and then on the level of activity they are currently seeing, as 
well as what might be different on the other side of this crisis. We are confident that the strategies’ holdings should be able to outperform in this 
situation based on the information gleaned so far. As always our team will remain data dependent and act accordingly when information changes.

A key question that we have been exploring is what might change once the economy emerges from this situation. New risks and opportunities are likely 
to present themselves among companies or industries, and want to be prepared for this new set of circumstances.

To provide a sense of some areas of specific interest to us, we wanted to share highlights on our thinking with regard to global supply chains and 
workforce mobility.

Global supply chains: many businesses experienced supply chain stress last year when tariffs were introduced by the administration, and COVID-19 has 
exacerbated the situation. Many companies are now re-evaluating what to outsource and where they want their suppliers located. The outcome will 
probably be an increase in vertical integration, geographic shifts towards nearer suppliers, and possible inventory increases. This will decrease working 
capital efficiency leading to lower cash flows and return on invested capital. 

Workforce mobility: this is an unprecedented opportunity for companies to test how productive and flexible their employees are and whether or not it
makes sense to implement more remote working when this is over. Companies who provide technologies that facilitate collaboration, communication, 
and working from home should be long term beneficiaries. The amount of office real estate needed might decline as companies become more 
comfortable with a mobile workforce. This could mean fewer miles driven, which presents implications for the auto and insurance industries. These are 
just a few trends that could emerge from the current situation; we continue to monitor the evolution of the situation for opportunities in the portfolio.

As previously stated, it is not possible at this point to make a meaningful forecast on how the rest of the year will play out, but it seems reasonable to 
assume that GDP for the second and third quarters will be well below previous expectations, as will manufacturing and service PMIs. The market is 
entering earnings season so management teams will be providing updates on current trends. There will be a point at which all of the bad news is 
discounted in stock prices and investors can focus on the longer term and start to evaluate earnings for 2021. At that point the market will most likely 
have reached a bottom. Going forward, we will continue to focus on our unique process of investing in Established and Improving Quality stocks, which 
has served us well from a relative perspective in this uncertain environment. Thank you for your interest in Eastern Shore.
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Disclosures

†The information provided in this report should not be considered a recommendation to purchase or sell any particular security. There is no assurance that any securities 
discussed herein will remain in an account’s portfolio at the time you receive this report or that securities sold have not been repurchased. The securities discussed do not 
represent an account’s entire portfolio and in the aggregate may represent only a small percentage of an account’s portfolio holdings. It should not be assumed that any of 
the securities transactions or holdings discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future will be 
profitable or will equal the investment performance of the securities discussed herein. A complete list of all securities recommended during the preceding year is available 
upon request.  Past performance is not indicative of future results. The calculation methodology for the contributions to performance and a list showing all holdings’ 
contribution to the overall strategy’s performance during the measurement period is available upon request at information@eshorecap.com or by calling (781)-639-2750. 
The information is presented as supplemental to the fully compliant GIPS® presentation, which is available upon request.

The Eastern Shore Capital Management Small Cap Equity Composite contains all fully discretionary equity accounts managed in the Small Cap Equity style which seeks 
capital appreciation through stock selection by investing in 70-100 stocks with market capitalizations approximating those of the Russell 2000 index at purchase.  For 
comparison purposes, the Eastern Shore Capital Management Small Cap Equity composite performance is measured against Russell 2000 index.  There is no minimum 
account size for this composite.  Previous to July 1, 2014 The Eastern Shore Capital Management Small Cap Equity Composite was known as the The Eastern Shore Capital 
Management Small Cap Core Composite.  The strategy is managed by Eastern Shore Capital Management, a division of Moody Aldrich Partners.

Moody Aldrich Partners, LLC claims compliance with the Global Investment Performance Standards (GIPS®). The long only divisions include Eastern Shore Capital 
Management effective 10/29/2012 and Global Value Advisors effective 03/31/2018. Moody Aldrich Partners, LLC is an independent SEC registered investment adviser. The 
firm maintains a complete list and description of composites, policies for valuing portfolios, calculating performance and preparing compliant presentations, which is also 
available upon request.

Past performance is not necessarily indicative of future results. This document includes returns for the Russell 2000 index. The Russell 2000 Index measures the 
performance of the small-cap segment of the U.S. equity universe. The Russell 2000 is a subset of the Russell 3000® Index representing approximately 10% of the total 
market capitalization of that index. It includes approximately 2000 of the smallest securities based on a combination of their market cap and current index membership. 
This index is not intended to be a direct benchmark for a particular strategy, nor is intended to be indicative of the type of assets in which a particular strategy may invest. 
The assets invested in on behalf of a client will likely be materially different from the assets underlying this index, and will likely have a significantly different risk profile. 
Performance statistics, portfolio characteristics, portfolio holdings and other information included in this presentation are targets only and may change without notice to 
the client.  The value of investments can go down as well as up. A client may not get back the amount invested. 

For the period of March 1, 2007 through October 26, 2012, the performance presented occurred while Robert Barringer was the strategy’s sole Portfolio Manager at FBR 
Asset Management.  There is no guarantee that returns achieved by FBR Asset Management will be generated by Eastern Shore Capital Management.

Returns are presented gross and net of management fees and include the reinvestment of all income. Beginning March 1, 2007, net of fee performance was calculated by 
retroactively applying the composite fee schedule. Net of fee performance after October 26, 2012 is calculated using actual management fees.  More information about 
such fees and expenses applicable to a client’s investment are generally available in the Form ADV Part 2A of Moody Aldrich Partners, LLC, which is publicly available and 
upon request and provided to every client (along with Form ADV Part 2B) prior to investment. Actual returns may vary from the performance information presented.  All 
performance numbers are expressed in US Dollars.  This product does not use leverage, derivatives or short positions in its portfolio.  

The information contained in this document is subject to updating and verification and may be subject to amendment.  No representation or warranty is expressed as to 
the accuracy of the information contained and no liability is given by Eastern Shore Capital Management as to the accuracy of the information contained in this document 
and no liability is accepted for any such information.  This document and the information contained within it are confidential and intended solely for the use of the 
individual or entity to whom they are addressed.  If you are not named addressee you should not disseminate, distribute or copy this document or any of the information 
contained within it.

If you are not the intended recipient you are notified that disclosing, copying, distribution or taking any action in reliance on the contents of this information is strictly 
prohibited. 

Robert Barringer, CFA
CIO, Partner, & 

Portfolio Manager

James O’Brien, CFA
Partner & Portfolio 

Manager

Sarah Westwood, 
CFA, CMT

Partner & Portfolio 
Manager

Phone
(781) 639-2750

Fax
(781) 639-2751

18 Sewall Street
Marblehead, MA 01945

OFFICE CONTACT
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