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A por olio benchmarking strategy has two
equally important components. First, an investor
selects a market benchmark based on a
quan ta ve evalua on of the specific objec ves
and risk tolerance of the program. The
benchmark reflects that risk/return profile.
Second, por olio return is compared, over me,
to the return on the market benchmark.
Academic discussion and market experience
have, over me, helped investors develop
appropriate, helpful benchmarks, which share
certain characteris cs.
Historically, public investors have employed
various “yield” measures as their benchmarks.
While yield benchmarks are helpful in
developing budget forecasts of the interest
earnings from the por olio; however, there are
several drawbacks to yield benchmarks. A yield
benchmark is a “snapshot in me” and is
dependent upon the date chosen for
measurement.
By contrast, total return benchmarks measure
the performance of a por olio for an en re
period, up to and including the measurement
date. A total return benchmark measures the
change in value of an index over a defined me
period, rather than just the interest yield on the
por olio on a specific date. A second major
problem with yield benchmarks is that there is
no precise defini on of “yield.” Does the
benchmark measure book yield or current yield?
What about yield to call or yield to maturity?
There are many diﬀerent types of yield, and
yield measurement is o en imprecise as to
which is being used. Therefore, it can be diﬃcult
to get an “apples to apples” comparison when
using yield benchmarks.

Total return benchmarks provide more complete
informa on as to a por olio’s performance.
Because they measure market gains and losses,
as well as interest income, total return
benchmarks provide a true measure of the
change in value over a given period of me.
Total return is also unambiguous; while there
are mul ple defini ons of yield, there is only
one defini on of total return. Therefore, using
total return measurement guarantees an
“apples to apples” comparison.
Good benchmarks sa sfy certain generally
agreed upon criteria. The exact composi on of
the benchmark should be specified in advance;
users should know what securi es make up the
benchmark and how it is constructed. The
benchmark should be representa ve of the
securi es in which the por olio can invest. The
benchmark should contain securi es that can
actually be bought and sold in the marketplace.
Historical performance and informa on on the
benchmark index should be available for
analysis. Finally, the benchmark should
represent a level of risk that is similar to that
which the por olio wishes to take.
The goal of a por olio benchmarking strategy is
to find a benchmark that accurately represents
the manner in which the por olio is likely to be
invested. If this occurs, then por olio
performance can be measured against that of
the benchmark, and a truly accurate portrait of
por olio performance can be ascertained. Even
more importantly, it will be possible for the
managers of the por olio to examine the
por olio’s performance and see any reasons for
either above or below average returns. Changes
than can be made, and the risk‐adjusted
performance of the por olio can be improved
over me.

The chart below lists several of the benchmarks that public
agencies use, as well as the characteris cs of benchmarks
that are used by professional money managers. The chart
then shows how well the various benchmarks meet the
criteria for a good benchmark.
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RISKS AND OTHER IMPORTANT CONSIDERATIONS
This report is provided for general information purposes only and should not be construed as specific legal, tax, or financial planning advice. All opinions and views constitute judgments or
relevant information as of the date of writing and such information may become outdated or superseded at any time without notice. This report is not intended to constitute an offer, solicitation, recommendation or advice regarding any securities or investment strategy. This information should not be regarded by recipients as a substitute for the exercise of their own judgment.
Fixed income investments are subject to interest, credit, and market risk. Interest rate risk: the value of fixed income investments will decline as interest rates rise. Credit risk: the possibility
that the borrower may not be able to repay interest and principal. Low rated bonds generally have to pay higher interest rates to attract investors willing to take on greater risk. Market risk:
the bond market in general could decline due to economic conditions, especially during periods of rising interest rates.

