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DEAR FELLOW INVESTORS,

We have COVID. My wife, mother-in-law, sister-in-law, one of 
our daughters – and me! The good news – we’re vaxxed and 
boosted, and everyone is doing just fine.  We have been 
cautious at the office and any City Different employee cases 
seem to have come from personal exposure rather than work.  

We are all wondering, what’s next?

We’re optimistic that the fast spread of Omicron, and the mild 
outcomes amongst vaccinated individuals, mean we’re close to 
the end of the pandemic. Most of us may get back to living 
normal lives in the coming months, fingers crossed!  

While the sickness and death caused by the pandemic have 
been tragic, we choose to focus on how adaptable we humans 
proved throughout.  The resilient performance of the economy 
and the businesses within it, through lockdowns and significant 
interruptions in our daily lives, was unbelievable.  We have 
been 
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so impressed by the ability of companies, especially in the US, to accelerate innovation to meet the 
needs of their customers.  

That’s why we remain long-term bullish.  There are so many pressures to condense time horizons in 
today’s market.  Fleeting headlines, the news cycle, constant access to second-by-second information, 
organizational structures that need to incentivize their employees in time horizons much shorter than 
five + years – all challenge a long-term focus and often lead to bad decision making.  The key – keep your
eyes on the long-term prize!

While we are long-term bullish, we expect seismic shifts over the coming years.  As interest rates seem 
set to move higher (Chris and Sweta have been writing about this since February 2021, there may be a 
significant transition in leadership.  It’s been fascinating to watch valuations, especially of the biggest, 
fastest-growing companies in the US, move higher as discount rates (based on interest rates) move 
lower.  As real rates approach or dip below zero – all kinds of interesting things happen to dividend 
discount models.  But what happens when discount rates back up?

We found this valuation chart, as of 12/31/21, 
fascinating.  We knew things were expensive, but the 
difference between value and growth and large and 
small-cap is striking.  Small-cap value stocks trade at 
a lower P/E today than their 20-year average.  Wow!

We have long believed that a balanced approach, 
where we invest across Mature (value), Established 
(quality), and Emerging (high growth) businesses 
helps to protect a portfolio from making too big a bet 
on one sort of company or another. 



DEAR FELLOW INVESTORS,

We have COVID. My wife, mother-in-law, sister-in-law, one of 
our daughters – and me! The good news – we’re vaxxed and 
boosted, and everyone is doing just fine.  We have been 
cautious at the office and any City Different employee cases 
seem to have come from personal exposure rather than work.  

We are all wondering, what’s next?

We’re optimistic that the fast spread of Omicron, and the mild 
outcomes amongst vaccinated individuals, mean we’re close to 
the end of the pandemic. Most of us may get back to living 
normal lives in the coming months, fingers crossed!  
approach over the long term. 

While the sickness and death caused by the pandemic have 
been tragic, we choose to focus on how adaptable we humans 
proved throughout.  The resilient performance of the economy 
and the businesses within it, through lockdowns and significant 
interruptions in our daily lives, was unbelievable.  We have been 

PAGE 2/6

Investing Across the Business Life Cycle
B U I L D I N G  A  B A L A N C E D  P O R T F O L I O

The metrics that define each strategy are guidelines, and not necessarily hard and fast restrictions. 

30-50%
ESTABLISHED BUSINESSES
.   Steady earnings growth or cash flow
.   Above-average profitability
.  Selling at above-average valuations 

<25%
EMERGING BUSINESSES
.   Companies in the process of     
     establishing a leading position in a       
     product, service or market with the      
     potential for above-average growth

30-50%
MATURE BUSINESSES
.   Financially sound
.   Economically sensitive
.   Selling at low valuations relative to net  
    asset value or potential earnings power

The metrics that define each strategy are guidelines, and not necessarily hard and fast restrictions. 

S o u r c e :  F a c t S e t ,  R e fi n i t i v  D a t a s t r e a m ,  R u s s e l l  
I nve s t m e n t  G r o u p ,  S t a n d a r d  &  Po o r ’ s ,  J. P.  M o r g a n  
A s s e t  M a n a g e m e n t

Current P/E vs. 20-Year Avg. P/E
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so impressed by the ability of companies, especially in the US, to accelerate innovation to meet the 
needs of their customers.  

That’s why we remain long-term bullish.  There are so many pressures to condense time horizons in 
today’s market.  Fleeting headlines, the news cycle, constant access to second-by-second information, 
organizational structures that need to incentivize their employees in time horizons much shorter than 
five + years – all challenge a long-term focus and often lead to bad decision making.  The key – keep your 
eyes on the long-term prize!

While we are long-term bullish, we expect seismic shifts over the coming years.  As interest rates seem 
set to move higher (Chris and Sweta have been writing about this since February 2021, there may be a 
significant transition in leadership.  It’s been fascinating to watch valuations, especially of the biggest, 
fastest-growing companies in the US, move higher as discount rates (based on interest rates) move 
lower.  As real rates approach or dip below zero – all kinds of interesting things happen to dividend 
discount models.  But what happens when discount rates back up?

We found this valuation chart, as of 12/31/21, 
fascinating.  We knew things were expensive, but the 
difference between value and growth and large and 
small-cap is striking.  Small-cap value stocks trade at 
a lower P/E today than their 20-year average.  Wow!

We have long believed that a balanced approach, 
where we invest across Mature (value), Established 
(quality), and Emerging (high growth) businesses 
helps to protect a portfolio from making too big a bet 
on one sort of company or another. 

https://blog.citydifferentinvestments.com/should-we-be-worried-about-inflation
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4Q RESULTS

Our SMID strategy trailed our benchmark, the Russell 2500 Index, and our style benchmark during the 
quarter. 

POSITIONING

Our Style Benchmark is a passive representation of our unique basket diversification approach (Mature, 
Established, Emerging) implemented across US SMID Cap stocks (see our inaugural investor letter for 
more details). We review allocation and stock selection impact across basket, market cap, and sector, 
comparing our strategy to both our style bench and our benchmark. The goal is to understand and 
explain the drivers of past performance and give you, our investors, some sense of what to expect in the 
future.  

During the quarter, our SMID Cap strategy and our Style Benchmark benefited from our overweight to 
the Mature basket (CDI 43.6%, style bench 40.0%, R2500 32.1%) and our underweight to the Emerging 
basket (CDI 17.2%, style bench 19.7%, R2500 25.7%). While large-cap growth out-performed large-cap 
value significantly during the quarter, SMID cap value outperformed SMID cap growth. Which is to say, 
we benefitted by ~40bps during the quarter due to our overweight value and underweight growth in 
SMID cap exposure. This benefit, however, was more than offset by short-term stock selection weakness 
in our portfolio (~1.7% stock selection effect underperformance during the quarter).

Across market cap, the story is similar. We saw some allocation effect benefit during the quarter more 
than offset by stock selection weakness. While we’re close to our benchmark, we are more SMID cap 
than the R2500. We held just 14% of our portfolio in companies with a market cap >$10B during the 
quarter, vs. ~27% for both our style bench and the R2500. The bulk of our portfolio is comprises of 
companies between $2B and $10B in market cap (CDI 73%, style bench and R2500 ~60%). We have less 
of our portfolio in companies under $2B in market cap (CDI 8%, style bench and R2500 ~13%). Our 
underweight large caps hurt our performance, but our underweight small caps more than made up for it.

And same goes for sector attribution. Our underweight healthcare during the quarter (CDI 3%, style 
bench and R2500 14%) positively contributed to performance, while stock selection more than offset 
this benefit.
As a reminder – we believe a balanced approach across style (Mature, Established, Emerging) may be 

more important today than at almost any point historically. We have worked on portfolios utilizing our 
basket approach since 2001 and have seen the benefits firsthand across multiple cycles. Especially in a 
world dominated by disruption, a broader perspective, and balance, these are vital for navigating the 
road ahead.

For additional positioning data please see our most recent factsheet here.

S TO C K  S E L E C T I O N

Two positions entirely drove the weak stock selection effect during the quarter, Stitch Fix (SFIX) and 
Zillow Group (Z). 

VISIBILITY

TIME

Peak of Inflated Expectations

Plateau of Productivity

Slope of Enlightenment

Trough of Disillusionment

Technology Trigger

S o u r c e :  G a r t n e r

In this age of disruption, a broader perspective allows 
us to take a step back and compare investments across 
sectors and styles.  While we have no misconceptions 
that technology is changing the world – we suspect 
that valuations have gotten ahead of themselves.  Just 
as during the Internet Bubble – the Internet WAS the 
future.  Then, as today, inflated expectations led to 
valuations well ahead of what was reasonable.  We 
believe this set of circumstances creates a tremendous 
opportunity to add value in active equity strategies 
that utilize a balanced approach.

4Q 2021 SINCE INCEPTION

SMID 2.66% --0.25%

STYLE BENCH 4.27% 2.22%

RUSSELL 2500 3.82% 1.04%

PERFORMANCE (NET)

https://citydifferentinvestments.com/investor-letters/
https://citydifferentinvestments.com/investor-letters/
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Two positions entirely drove the weak stock selection effect during the quarter, Stitch Fix (SFIX) and 
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In the case of Zillow, we’ve decided that our investment thesis was wrong, and we sold the position 
during the quarter. Stitch Fix was added to the strategy in September. We continue to see long-term 
opportunity in the investment.

We highlighted our thesis for Stitch Fix in our 3Q Investor Letter. Stitch Fix matches consumers with 
apparel online, utilizing unique customer data and AI. The company is evolving from a niche clothing 
subscription service to a personalized online clothing store. Recently, management has made cautious 
comments about the timing of this transition, sowing some doubt among the investment community in 
their ability to execute the change. We think their unique customer data and use of AI is a very valuable 
asset, helping find the perfect apparel for consumers. We will be closely tracking the company’s 
evolution.

Zillow was a disappointing outcome. We were bullish on the opportunity for their “iBuying” model – i.e., 
Zillow using the data generated by organic traffic to their site to build a buy it, fix it up, sell it platform 
for residential real estate. While we believed there was a significant opportunity to streamline the home 
sale/purchase experience, an ancillary opportunity was to monetize the “sell-side leads” generated when 
homeowners asked Zillow to bid to purchase their house. Zillow was buying a small percentage of the 
homes that requested a bid. Is there a better way for a homeowner to indicate they are serious about 
selling their house? This is wildly valuable information to Zillow’s primary customer base – real estate 
agents! In the end, Zillow expanded much too rapidly and has decided to exit the business. We’re not 
convinced this was the right move for the company.  Slowing home purchases and taking time to 

understand what went wrong and reassess this effort may have been a better path. Either way, they have 
exited the iBuyer market, and with the exit, so went our investment thesis driven partly by monetizing 
those valuable seller leads.
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https://citydifferentinvestments.com/wp-content/uploads/2022/02/CDI-Multi-Cap-Core-Fact-Sheet-4Q21.2.pdf
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We’re happy to preview a good relative January for the strategy, where we had good downside capture 
during a significant pullback in small and mid-cap stocks in the US. There’s a long way to go before the 

quarter ends, but we’re off to a good start.

Thank you for your trust and confidence!
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Zillow using the data generated by organic traffic to their site to build a buy it, fix it up, sell it platform 
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sale/purchase experience, an ancillary opportunity was to monetize the “sell-side leads” generated when 
homeowners asked Zillow to bid to purchase their house. Zillow was buying a small percentage of the 
homes that requested a bid. Is there a better way for a homeowner to indicate they are serious about 
selling their house? This is wildly valuable information to Zillow’s primary customer base – real estate 
agents! In the end, Zillow expanded much too rapidly and has decided to exit the business. We’re not 
convinced this was the right move for the company.  Slowing home purchases and taking time to 

We didn’t have much new purchase or sale activity during the quarter, aligning with our long-term 
approach. Don’t mistake the lack of new investments for lack of research activity. We worked on and 
rejected many potential investments during the period. In our view, none were better for the strategy 
than those we already own.

PURCHASES

None

SALES

Zillow Group

SMID CAP CORE
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IMPORTANT DISCLOSURES

The Multi-Cap Core Composite includes al l  d iscretionary portfol ios that are managed to City Different Investments '  Multi-Cap Core strategy.  The 
objective of the Multi-Cap Core strategy is  to generate strong r isk-adjusted returns in a focused portfol io of stocks invested across the business 
l i fe cycle.  Portfol ios invest pr imari ly in U.S.  stocks with greater than $100 mi l l ion in market cap.  Portfol ios typical ly hold between 20-35 positions,  
with no position representing more than 10% of the portfol io.  The strategy may take on international  exposure up to 25% of portfol io assets .  An 
investment in the strategy is  subject to certain r isks.  The value of an investment may fal l  as  wel l  as r ise and is  not guaranteed.  Equities may 
decl ine in value due to both real  and perceived general  market ,  economic and industry conditions.  The strategy could be more volatile than the 
performance of more diversified portfol ios.
 
The SMID Cap Core Composite includes al l  d iscretionary portfol ios that are managed to City Different Investments '  SMID Cap Core strategy.  The 
objective of the SMID Cap Core strategy is  to generate strong r isk-adjusted returns in a focused portfol io of smal l  and mid-cap stocks invested 
across the business l i fe cycle.  Portfol ios invest pr imari ly in U.S.  stocks with greater than $100 mi l l ion in market cap.  Portfol ios typical ly hold 
between 20-35 positions,  with no position representing more than 10% of the portfol io.  Not less than 80% of portfol io assets wi l l  be invested in 
companies whose market cap is  within the market cap range of the Russel l  2500 Index.  The strategy may take on international  exposure up to
25% of portfol io assets .  An investment in the strategy is  subject  to certain r isks.  The value of an investment may fal l  as  wel l  as r ise and is  not 
guaranteed.  Equities may decl ine in value due to both real  and perceived general  market ,  economic and industry conditions.  The strategy could be 
more volatile than the performance of more diversified portfol ios.
 
The Long/Short  Equity Composite includes al l  d iscretionary portfol ios that are managed to City Different Investments '  Long/Short  Equity strategy.  
The objective of the Long/Short  Equity strategy is  to generate strong r isk-adjusted returns in a focused portfol io of stocks,  long and short ,  
invested across the business l i fe cycle.  Portfol ios invest  pr imari ly in U.S.  stocks with greater than $100 mi l l ion in market cap.  Portfol ios typical ly 
hold between 20-35 long positions,  25-50 short  positions & ETF’s ,  with no position representing more than 10% of the portfol io.  The strategy may 
take on international  exposure up to 25% of portfol io assets .  An investment in the strategy is  subject to certain r isks.  The value of an investment 
may fal l  as  wel l  as r ise and is  not guaranteed.  Equities may decl ine in value due to both real  and perceived general  market ,  economic and industry 
conditions.  The strategy could be more volatile than the performance of more diversified portfol ios.

The metr ics that define each strategy are guidel ines,  and not necessar i ly hard and fast  restr ictions.

The securities discussed in this  presentation may not be suitable for a l l  investors .  Past  performance is  not an indication of future performance and 
is  no guarantee that losses wi l l  not occur in the future.  The value of an investment,  and income generated ( i f any)  may fal l  as  wel l  as r ise and is  not 
guaranteed.  Investors may not get back the ful l  amount invested and may lose the entire amount invested.  Diversification does not assure a profit 
or protect against  loss.  Data herein is  reflected in USD unless specified otherwise.  

The views expressed herein are solely the opinions of the Firm. Although the statements of fact  and data in this  report  have been obtained from, 
and are based upon,  sources that we bel ieve to be rel iable,  we do not guarantee their accuracy,  and any such information may be incomplete or 
condensed.  The Firm has not independently ver ified third-party sourced information and data.  This  communication is  intended for informational  
purposes only and does not constitute a sol ic itation to invest  money nor a recommendation to buy or sel l  certain securities and should not be 
rel ied upon for,  accounting,  legal ,  or tax advice.

Opinions and statements of financial  market trends that are based on market conditions constitute our judgment and are subject to change without 
notice.  Histor ic  market trends are not rel iable indicators of actual  future market behavior.  This  mater ia l  may contain projections or other 
forward-looking statements regarding future events ,  targets or expectations,  and is  only current as of the date indicated.  There is  no assurance 
that such events or targets wi l l  be achieved and may be s ignificantly different than that shown here.  The information presented,  including 
statements concerning financial  market trends,  is  based on current market conditions,  which wi l l  fluctuate and may be superseded by subsequent 
market events or for other reasons.  Although the assumptions underlying the forward-looking statements that may be contained herein are 
bel ieved to be reasonable,  they can be affected by inaccurate assumptions or by known or unknown r isks and uncertainties.  The Firm assumes no 
duty to provide updates to any analysis  contained herein.  

JURISDICTIONAL LIMITATIONS

City Different may only transact business or provide investment advice in those states and jur isdictions where i t  is  authorized to do so.  The 
information contained herein does not represent personal  or customized investment advice.  City Different wi l l  only render investment advice under 
the terms of a legal  agreement between parties.

Benchmark Definitions

The Russel l  2500 Index
The Russel l  2500 Index measures the performance of the smal l  to midcap segment of the US equity universe,  commonly referred to as "smid" cap.  
The Russel l  2500™ Index is  a  subset of the Russel l  3000® Index.  It  includes approximately 2500 of the smal lest  securities based on a combination 
of their market cap and current index membership.

The S&P 500 Index
The S&P 500 is  widely regarded as the best s ingle gauge of large-cap U.S.  equities.   The index includes 500 leading companies and covers 
approximately 80% of avai lable market capital ization.

Gross Long Exposure,  Gross Short  Exposure,  Net Exposure
Gross long exposure is  the total  exposure to a l l  long (or adjusted long)  positions in the long/short  strategy.   Gross short  exposure is  the total  
exposure to a l l  short  (or adjusted short )  positions in the long/short  strategy.   Net exposure is  the difference between gross long and gross short  
exposures.

The S&P 500 Net Adj .  Index
CDI reports on exposure and performance for the S&P 500 Index adjusted for CDI’s  Long/Short  Net exposure monthly.  S&P Index adjusted is  40% 
of the S&P monthly return.

The HFRI Equity Hedge Index
The HFRI® Indices are broadly constructed indices designed to capture the breadth of hedge fund performance trends across a l l  strategies and 
regions.  Equity Hedge:  Investment Managers who maintain positions both long and short  in pr imari ly equity and equity derivative securities.  A wide 
var iety of investment processes can be employed to arr ive at  an investment decis ion,  including both quantitative and fundamental  techniques;  
strategies can be broadly diversified or narrowly focused on specific sectors and can range broadly in terms of levels  of net exposure,  leverage 
employed,  holding period,  concentrations of market capital izations and valuation ranges of typical  portfol ios.  EH managers would typical ly maintain 
at  least  50% exposure to,  and may in some cases be entirely invested in ,  equities,  both long and short .

Style Benchmarks for SMID and Multi-cap are created by Kiski  Analytics.   The Style Benchmarks are designed to show an approximation of 
“ Investing Across the Business Life Cycle” util iz ing al l  the avai lable stocks in each portfol io’s  benchmark.   CDI Style Benchmarks carry consistent 
40%/40%/20% exposure to each basket ,  weighted by market cap,  amongst those holdings that rank highest within Establ ished,  Mature and 
Emerging businesses.

Benchmark indices are unmanaged,  are not avai lable for direct  investment,  and do not reflect any fees,  expenses,  or sales charges.  There are 
important differences between proposed strategies and referenced benchmarks,  including differences related to the number of holdings and 
diversification,  among others.  

A copy of City Different ’s  current written disclosure statement discussing our advisory services and fees is  avai lable upon request .


