
 

 

 

INDEXES  
AND  

BENCHMARKING 
 

 

Craig Goryl, CFA® 

CIO and Senior Portfolio Manager 

CABOT WEALTH MANAGEMENT 

216 Essex Street | Salem, MA | 01970 | www.eCabot.com 

January | 2022 

 

 

 

 

 

 

 
 



 CABOT WEALTH MANAGEMENT   2 

INTRODUCTION 
There is a steady drumbeat of investment advice from financial pundits, journalists, and others that 
cannot be simpler: just “index it.” Usually, this means using a low-cost “passive” strategy that 
mirrors the market rather than trying to beat it. At Cabot, we are active managers, but passive funds 
are one of the many tools we may use to achieve our clients’ goals. The simple “index it” mantra 
is too simple, it leaves out an important piece of the puzzle: Which index? 

There are thousands of indexes in existence. The best known is the S&P 500, a list of the 500 
largest public U.S. corporations. Among the oldest is the Dow Jones Industrial Index, though this 
is not a good representation since it only has thirty names and uses an unorthodox price-weighted 
methodology (chosen for its mathematical ease before calculators existed). Another widely cited 
index is the Nasdaq Composite, also hardly representative since it has a heavy technology focus. 
None of these indexes contain foreign companies, which represent at least half of the investible 
world. The index that covers the most geographical territory is the MSCI All County World Index 
(shortened to “ACWI”) and those are just for equities. Many more track the bond universe, the 
most prominent being the Bloomberg Barclay’s Aggregate Index of U.S. investment-grade bonds. 

All these indexes are widely followed, and they all have their benefits and drawbacks. The 
intention of this paper is not to pick apart any particular index, but to discuss why they are 
important, and how we use them here at Cabot. 

MSCI ACWI Index 
 

 

 

 

 

 

 

 

 

 

 

 

 

              Source:  https://www.msci.com/World 

https://www.msci.com/World


 CABOT WEALTH MANAGEMENT   3 

INDEXES  

WHAT IS AN INDEX AND WHAT ARE THEY FOR?  

An index is a collection of stocks or bonds 
that reflects a market or a piece of the 
market. If someone asked, “How has the 
market done this year?”, you would not 
answer by listing the return of every stock in 
existence. We want a single number that 
gives a fair representation, an average for 
expediency.  

This average can also serve as a yardstick. Is 
your investment portfolio doing better or 
worse than the market? Is it more volatile or 
more stable than the market? What has been 
the market’s historical annual return over many decades (to help me plan for future decades)? How 
are U.S. stocks (indexes) faring vs. foreign stock indexes? Is the market expensive or cheap? 

Indexes serve vital functions in the investment management world. They simplify measurement, 
allowing us to speak of 500 or 1,000 stocks as if they are one: what was the return of the market? 
The volatility? The profit growth rate? All of these are complex calculations when applied to 
hundreds of stocks, with a simple output that allows an index to be a benchmark and basis for 
comparison. In this way, they provide accountability, a target against which to measure 
performance and risk. They are also a reference point for whether an investment strategy is passive 
(meaning it performs very much like an index all the time) or active (meaning it behaves differently 
from an index).  

 

HOW DO WE USE INDEXES AT CABOT?  
At Cabot, like other investment firms, we use indexes as benchmarks, a bogey for performance, 
volatility, and other characteristics. Often, we will combine multiple indexes to create a “blended” 
index that we feel makes sense for our clients, because even many indexes which purport to 
measure “the market” are incomplete for one reason or another. Combining multiple indexes can 
solve this “incompleteness” problem and allow us to do more, cover more ground and add more 
balance with a single portfolio. 

As wealth managers, our concern is not the S&P 500 or the Dow, but rather our clients’ individual 
goals. These are achieved not by racing against a certain Morningstar-style box, but by creating 
the right mix of assets for a client’s need, and then measuring ourselves fairly against this mix. 

 



 CABOT WEALTH MANAGEMENT   4 

BENCHMARKING  
BLENDING INDEXES TO ACHIEVE THE RIGHT PORTFOLIO  

When I started Cabot’s Growth & Income Portfolio in 2013, I proposed a unique benchmark built 
from three indexes: the Russell 1000, MSCI EAFE, and MSCI Emerging Markets, weighted 70%, 
15%, and 15%, respectively. I believe that ratio is a good recipe for many clients’ core equity 
allocation. Customizing, or blending, three indexes into one benchmark lets me optimize growth, 
diversification, and risk. 

Cabot’s Growth & Income Portfolio Benchmark Composition 
 

 

 

 

 

 

 

 

 

 

This is not an index you’ll find in the newspaper or on Yahoo! Finance. The blend’s results are 
not comparable to the S&P 500, which contains no foreign stocks. However, it is also not 
directly comparable to ACWI, because it has more exposure to U.S. stock and emerging market 
stocks. Let’s briefly discuss the constituents: 

 

 

 

 

 

 

 

 

 

The Russell 1000 Index 
contains 1,000 of the 
largest U.S. companies. It 
behaves very similarly to 
the S&P 500 but contains 
some mid-sized stocks 
that the S&P leaves out. 
Therefore, it is a more 
comprehensive measure 
of the U.S. market which 
is one reason why it is 
used more often by 
sophisticated institutions 
than the S&P 500 is. 

The MSCI EAFE Index. 
EAFE stands for Europe, 
Australasia, and the Far 
East. Don’t bother 
searching for Australasia 
on a map! EAFE is an 
index of developed 
countries, with 
established modern 
economies and markets, 
such as France, the UK, 
Italy, Sweden, Japan, 
Australia, etc. 

The MSCI Emerging 
Markets Index contains 
stock in countries whose 
economies and markets 
are less developed, such 
as China, Russia, Brazil, 
India, and South Africa. 

CHARACTERISTICS 



 CABOT WEALTH MANAGEMENT   5 

 

The advantage of this process is the ability to be choosy about the characteristics of the benchmark, 
which in turn will heavily influence the characteristics of the portfolio. I chose a blend that was 
70% U.S., 15% Foreign Developed, and 15% Emerging Markets. Each of these asset classes has 
its benefits and limitations. We strive to optimize the best characteristics of each as we select 
individual stocks to own. 

The U.S. is a highly advanced economy with a track record of innovation and 
resilience. As a rich, well-regulated capitalist system with the most trusted currency 
and government debt in the world, companies and investors domiciled in the U.S 
have great advantages. This is why the U.S. is the largest component of our 
benchmark. However, to only invest domestically is to miss the great risk-reducing 
benefits of global diversification, and the many opportunities outside our borders. 
 

Foreign Developed economies (represented by the “EAFE” benchmark) are also 
relatively rich and well regulated. They are also vast, comprising a huge portion of 
global economic activity. To miss this asset class would mean missing out on some 
powerful global blue-chip stocks. 
 

Emerging Markets are the fastest-growing markets in the world. They are less 
developed, sometimes with weaker regulations when it comes to accounting or 
corporate governance. In addition, their political situations may be less stable than in 
the developed world. But, at the same time, they offer a great combination of the 
predictable (following trends like e-commerce adoption or middle-class 
consumption growth) and the unpredictable (hungry entrepreneurs and new 
innovations in less regulated areas). 

 

This 70%/15%/15% combination of indexes covers the globe, with primary weighting in the U.S. 
It may not be a perfect recipe in any given year, but over the long term, I believe it strikes the right 
balance of risk and return for many Cabot clients.   

One downside of a custom benchmark is the complexity of calculating its returns. Clients deserve 
transparency and accountability when it comes to relative performance. Unfortunately, those are 
harder to provide with a blend versus a simple standard index. Since blended index results are not 
printed in the Wall Street Journal, we are committed to being transparent with clients who want to 
know what we are shooting for and how we have done. 

 

SOME BLENDED BENCHMARK FACTS: WHY IS A BLENDED  

In a word: rebalancing. For short periods (usually ~3 months or less) you can simply multiply the 
weight of each index by the return of that index, add the results together, and that is the blended 
return. However, for long periods it is not so simple, you need to rebalance it regularly (monthly 

BENCHMARK SUCH A PAIN? 
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or quarterly rebalancing is customary). This means that you must calculate the return of the blend 
for each month or quarter, and then compound that sequence over the period. You will get 
somewhat different results depending on the rebalancing interval. This is hard to explain but below 
are a couple of references: 

Manning & Napier: https://www.manning-napier.com/insights/blogs/research-library/building-and-
interpreting-custom-investment-benchmarks  

CFA Institute: https://www.cfainstitute.org/-/media/documents/code/gips/2020-gips-standards-
firms.ashx 

WHY BOTHER? WHAT ARE THE BENEFITS OF A CUSTOM BENCHMARK?  
I chose a custom mix because I did not like the single-index options available. In choosing a custom 
mix I tried to strike the right balance between the following factors:  

                        

                         

 

WHAT TRANSPARENCY CAN YOU PROVIDE?  
 
We aim to meet the highest standards of transparency. GIPS standards for performance 
measurement suggest the following: 
 

  

 
Works Cited: 

1) GLOBAL INVESTMENT PERFORMANCE STANDARDS (GIPS ®) for FIRMS. CFA Institute, 2020. 
 

A.
Disclose the 
benchmark 

components, 
weights, and 
rebalancing 
process, if 
applicable.

B.

Disclose the 
calculation 

methodology.

C.

Clearly label the 
benchmark to 

indicate that it is a 
custom benchmark 

(GIPS, 2020).

Exposure to long-term growth 

Wide opportunity set 

Risk management through diversification 

https://www.manning-napier.com/insights/blogs/research-library/building-and-interpreting-custom-investment-benchmarks
https://www.manning-napier.com/insights/blogs/research-library/building-and-interpreting-custom-investment-benchmarks
https://www.cfainstitute.org/-/media/documents/code/gips/2020-gips-standards-firms.ashx
https://www.cfainstitute.org/-/media/documents/code/gips/2020-gips-standards-firms.ashx
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Any advice or suggestion is provided for informational purposes only and is not a solicitation to purchase any 
investments or services described herein. Please consult your advisor to determine if an investment strategy is 
appropriate for you. Past performance of either the domestic or international markets or any specific investment 
is not predictive of future results, nor will diversification alone protect from loss. 
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