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REBOUND!

An Up Quarter After Six Down Quarters In A Row
The second quarter of 2009 saw a rebound in financial returns after six quarters of negative returns in global stock 

markets. Pessimism got so bad in February of 2009 that a rebound seemed inevitable. As stocks rose through May 

and into June optimism returned to the financial markets and “green shoots” of economic recovery were allegedly 

spotted everywhere. Naturally this optimism led to the stock markets pausing for much of June, if only to digest the 

strong gains of March through May. The SP500 (US large cap index) produced a return of about 45% in that four 

month period. 

Recognize that a 45% rise is not the same as a 45% fall! If you start with $100 and it declines 45% you are left with 

$55. A subsequent 45% rise would leave you with a value of  about $80, still $20 below your starting point and 

requiring another 25% rise just to get back to even. The point is that markets are underwater still. 

The economy continues to shed jobs and look anything but strong. This is no surprise given the timing of the stimulus 

package passed by Congress. Money is just now finding its way into the system from government. We should begin to 

see its real impact in the remainder of 2009. We continue to expect a growth spurt in the second half of 2009 well into 

2010.

Perspective and Anticipation
I was struck recently how stuck in the past we are. In February, as the markets plunged, pessimism grew so thick that 

you could cut it with a knife. People were very gloomy about the outlook. A year earlier in February 2008, despite lots 

of red flags from the failure of hedge funds and mortgage backed securities, the consensus view was that we would 

muddle through maybe even without a recession. Both views were fueled by recent events and lacked perspective.

A key ingredient in successful investing would seem to be anticipation. Just as in driving on a super-highway where it 

pays to anticipate what the drivers ahead of you might do next or how quickly they will reach the truck up ahead, 

investing requires thinking and analysis that is forward looking, not stuck reflecting what has just happened (cont…).
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ANTICIPATION?

Trend line

Growth was dramatic starting in 1934!
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REBOUND! (cont.)

Mean reversion analysis  is one way to incorporate anticipation into any investment process. Though not precise in any 

short time period, in the long run financial returns cluster around a mean value. Moments of extreme (more than 2 

standard deviations from the mean in statistical lingo) are always followed, sooner or later, by a reversion back to and 

below the mean. Always! In short, what goes up must come down and vice versa. 

Anticipation then is the basis for Benchmark’s successful approach to asset allocation. We incorporate mean reversion 

into the development of our models for future returns. In February we thought that long term return expectations had 

returned to normal after a long period (ten years) of much lower than normal expected returns. Some of our clients that 

have been with us from the beginning had become quite skeptical that our efficient frontier analysis (show little reward 

for taking more risk) was anything but a guess. Patience paid off however and Benchmark clients find themselves with 

their portfolios intact after major stock market decline. 

So what is the outlook? Following is what we said in April – then a mostly non-consensus view.

Ten Years Hence (reprinted from Q1 report)
All of us at Benchmark are comfortable in our expectation of significantly higher equity prices in a 7 – 10 year range. A 

look at our long-term expectations on the next pages (see charts on pages 5 and 6) will give you a sense of our 

projections for each level of risk. 

In 2005 – 2008 we were outside the mainstream by being cautious about equities. We continue with our non-consensus 

posture in suggesting that equities, private equity and high-yield bonds will produce double digit returns on an annualized 

basis over this period. Opportunity knocks.

Given our view of the coming inflation we are less sanguine about corporate and municipal bonds (high yield bonds trade 

like equities).  We are selling bonds with long maturities and allowing maturing bond proceeds to remain in money funds. 

We expect an opportunity to present when interest rates are higher than today’s miserly offerings.
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EFFICIENT FRONTIER – THEN & NOW
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* Data based upon Benchmark’s 5-10 year Expected Returns, Dec 2005 and January 2009

Current efficient frontier provides much
more reward for taking additional risk. 
We now expect to expand risk gradually 
in 2009 (where suitable).

In 2005, the Efficient Frontier required a 
big increase in risk for each 1% increase in
return.  We chose to take less risk.
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10 YEAR PE ROLLING AVERAGE
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INVESTMENT OPPORTUNITIES

Investment Posture

Benchmark portfolios are a broadly diversified mix of asset classes that historically have been designed to be low risk. 

Looking ahead we expect to expand the risk where appropriate. We added private equity to many portfolios in Q2 along 

with high yield bonds. We expect to use any market weakness to add to equity exposure where appropriate.

We are gradually reducing our US bond exposure because of the policy response by the Federal Reserve 

and anticipated Federal Government actions .  Collapsing security prices have created opportunity for  investors.  We 

are projecting superior returns in several asset classes including:

Asset Class Ten Year Expected Annual Return

High Yield Bonds 12.5%

Private Equity 15.0%

High Impact Equity 11.5%

We added private equity and high yield bonds during Q2 2009.
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OPPORTUNITIES 2009 & BEYOND?

The Near Term Expectation

Back in April we also suggested that the US economic and market recovery might resemble a W (in honor of a former 

President?) with a strong upward move from the bottom followed by a significant relapse and then another recovery. We 

continue to expect a stimulus fueled spurt in economic activity well into 2010 (elections are coming then you know). 

Thereafter, as pressure builds to restrain spending a relapse is possible.

We confess that our conviction about all this is not 100%. As usual we have no real idea what the future holds for 

markets. Valuations have bounced from very attractive to neutral given the sharp move upward in global stock markets.  

Increasing economic activity, if it occurs, will fuel higher corporate earnings and should provide an upward tilt to the stock 

markets. The same activity will also continue to put upward pressure on market interest rates in anticipation of inflation.

The net of all this is that we expect strong moves up and down for the remainder of the year and into next. A trading 

market in other words. As you know we are long term investors and have used the recent months to add attractive asset 

classes to your portfolio. In our Hedged Equity Portfolio however we trade to take advantage of major moves in the 

market, particularly on the downside so as to provide some protection during these likely volatile times. This worked well 

in 2008. We expect any decline in 2009 will see positive returns in hedged Equity.
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ANOTHER LEG DOWN?
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MARKET RETURNS

Asset Class Q2 YTD One Three Five Ten

2009 Year Years Years Years

Large Cap US Stocks:  S&P 500 15.9% 3.2% -26.2% -8.2% -2.2% -2.2%

KLD Social 400 16.6% 5.5% -21.2% -7.0% -2.6% -2.4%

Small Cap US Stocks: Russell 2000 Index 20.7% 2.6% -25.0% -9.9% -1.7% 2.4%

International Developed Market Stocks: MSCI EAFE 25.9% 8.4% -31.0% -7.5% 2.8% 1.6%

Emerging Market Stocks: MSCI Emerging Markets 34.8% 36.2% -27.8% 3.3% 15.1% 9.0%

Intermediate Bonds (Barclays Intermediate Gov't/Credit) 1.7% 1.6% 5.3% 6.1% 4.6% 5.7%

High Yield Bonds (Barclays High Yield) 23.1% 30.4% -2.4% 2.1% 4.3% 4.7%

Money Market Funds ( 3 Month T-Bill) 0.1% 0.1% 0.6% 3.0% 3.1% 3.1%

TIPS (Treasury Inflation Protected Securities) 0.7% 6.2% -1.1% 5.8% 4.9% 7.2%

Citi Non $ World Government Bonds 5.4% -0.6% 3.5% 7.9% 6.2% 6.5%

Barclays Municipal  Index 2.1% 6.4% 3.8% 3.9% 4.1% 5.0%

Commodities: Dow Jones Commodity Index 11.7% 4.6% -47.1% -8.3% -0.2% 7.2%

Real Estate: MSCI US REIT 30.2% -12.4% -43.7% -18.5% -3.0% 5.3%
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BENCHMARK’S CLIENTS RESULTS

2nd Qtr          YTD           1 Year          3 years***

Benchmark composite **     6.9%            4.0%           -2.0%            4.1%

Blended Market Index*        12.3%            3.9%          -12.9%           -2.4%

*     Blended Market Index is a default 60/40 = Large Cap US - 35% DS400, Large Cap Intl-15% EAFE, 

Small Cap -10% R2000, Bond - 30% Barclays  Intermediate Gov/Credit index, Cash - 10% 3 month t-bill 

**    Net of fees

***  Annualized



Benchmark 2009

Disclaimer
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The enclosed materials are not an offer or solicitation to invest in any fund or other 

investment. Benchmark Asset manager offers investments only through official private 

placement memoranda. These disclosure documents must be read before any 

investment is considered. These investments are offered to accredited investors and 

qualified clients.   

BENCHMARK’S DISCLAIMER


