
Given the critically important job of managing your 
personal financial affairs, wouldn’t it be great to 
have your own private board of directors? Having an 
experienced group of qualified business executives to 
help you navigate the maze of financial decisions you 
encounter throughout the year certainly would make  
life easier.

Every successful business has a capable board of directors 
to provide advice and counsel. Keeping them current 
and fully informed enables them to be effective in their 
roles. Not every meeting involves a major issue or crisis, 
but over time, the series of decisions made and guidance 
provided keeps the business on a solid path.

Imagine having several people who know your finances 
as well as you, but with vast experience in taxes, 
investments, insurance, estate planning and more.  
All Chess clients have their own private board of 
directors, a team of at least eight people from Chess 
who are actively involved with their financial affairs. 
Some have investment experience or tax knowledge, 
while others have estate planning expertise, knowledge 
of insurance products, succession planning or charitable 
gifting, to name just a few of the skills that Chess brings 
to the table.

A private board of 
directors helping 
you make decisions 
efficiently and with 
great confidence 
may sound too 
good to be true. 
Well, there are some 
differences between 
a company board 
and Chess. One 
such difference is 
that a company must work hard to keep its board 
current with its business dealings in order to make 
them effective. At Chess, given our role in managing 
each client’s investments, taxes, estate plans and other 
financial affairs, we keep ourselves fully informed. 

Another difference is cost. Each board member of a 
company receives a healthy stipend for their experience 
and help. At Chess, the expertise of your eight person 
team is only a fraction of what eight board members 
would generally cost. You too can have your own private 
board of directors at a fraction of what you might expect 
to pay, but with all of the benefits you deserve. 

We would be happy to show you what we can do 
for you. Please call us to arrange a complimentary 
assessment of your financial situation. It will be time  
well spent.    

A Private Board of Directors 

Visit us online at www.chessfinancial.com.  
You can learn more about our services and  
register to receive this newsletter electronically. 
Questions or comments? E-mail us at  
comments@chessfinancial.com

Global stock markets rallied sharply 
during the second quarter as the 
intensity of the economic crisis 
lessened and investors’ appetite for 
riskier assets improved.   
>>See Portfolio Strategy, page 2

The media has coined the last  
10 years of equity investing as  
“The Lost Decade.” >>See Strategy  
for Uncertain Economic Times, page 3

Many experts expect that inflation 
will increase dramatically during the 
next few years due to aggressive 
monetary measures taken by global 
central banks to stave the credit 
crisis and jumpstart the economy.  
>>See In�ation, page 4
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Global stock markets rallied sharply during the second quarter 
as the intensity of the economic crisis lessened and investors’ 
appetite for riskier assets improved. Of particular note was the 
ability of the U.S.’s largest banks to sell nearly $90 billion of new 
common stock to private investors as part of their recapitalization 
plans. This marks another step in the recovery of the banking 
sector, which we continue to believe is a prerequisite for a 
sustained recovery in the broad stock market indices.

Similarly, most 
sectors of the fixed 
income market 
showed continued 
improvement. The 
notable exception was 
the Treasury sector, 
which weakened in 
the face of heavy 
government borrowing 
and diminished 
investor interest. 
Issuance of new 
corporate debt was 
robust, enabling issuers 
to fortify their balance 
sheets and investors to 
obtain attractive yields. 

As we enter the second 
half of the year, our 

portfolio strategy is being influenced by several broad themes. 
First, as encouraged as we are by the markets’ improvement, we 
remind ourselves that the challenges in the real economy remain 
daunting. Specifically, we worry that rising unemployment could 
impede the nascent recovery in banks and that the staggering 
increase in public debt portends rising taxes.

Second, we anticipate that the economic recovery, once it gets 
underway, will be modest. This view is based on our belief 
that consumer spending – a significant component of global 
economic activity – will remain subdued as households work 
down their debt levels and replenish their savings.

Third, we are preparing 
our clients’ portfolios for 
a more inflationary world. 
In the short term, rising 
unemployment and excess 
global manufacturing 
capacity should keep rising prices in check. Long term, a 
combination of expansionary monetary policies and global 
population growth makes rising prices a near certainty.

Our portfolio tactics are severalfold: For fixed income allocations, 
we continue to favor investment-grade corporate and municipal 
bonds.  We have generally kept the maturities of these 
investments in the short-to-intermediate-term range, largely as 
a precaution against rising rates. We continue to deemphasize 
nominal Treasuries, despite their recent sell-off, in favor of 
Treasury Inflation-Protected Securities, more commonly known 
by their acronym, TIPS.

We continue to dollar-cost average into stock positions. As the 
recent rally demonstrated, extreme-return days (up or down) 
tend to cluster, making successful market timing very difficult. 
Consequently, we believe that the best way to respond to this 
situation is to invest at regular intervals over time, adjusting the 
size of the increments as appropriate.  While today’s prices may 
not be rock bottom, they do provide a margin of safety for those 
who can be patient.

In terms of real assets, we continue to favor commodities over 
commercial real estate. Our exposure to the latter asset class 
is confined to a handful of investments that several of our 
international managers have made. For the time being, this level 
of exposure strikes us as adequate.

Finally, it has been widely reported that actively-managed mutual 
funds have outperformed their index-fund peers since the market 
lows of early March. This has certainly proven to be the case with 
our own list of approved funds. While short-term performance is 
not and has never been our goal, we hope that the rebound these 
funds have exhibited provides some sense of the magnitude of 
opportunity that remains as we move through this market cycle.

Portfolio Strategy

Bradley E. Turner n Executive Vice President & Chief Investment Officer

Market Indices

	 2Q	 YTD

Domestic Equities	
	 S&P 500	 15.9	 3.2
	 S&P Midcap	 18.7	 8.5
	 S&P Smallcap	 21.1	 0.7

International Equities 
	 MSCI Developed	 25.4	 7.9
	 MSCI Emerging	 33.6	 34.3

Fixed Income
	 Barclays US Aggregate	 1.8	 1.9
	 Barclays Global Aggregate	 1.5	 1.5
	 Barclays Municipal	 2.1	 6.4

Real Estate
	 Wilshire REIT	 31.7	 (13.0)

Commodity
	 Dow Jones – UBS Commodity	 11.7	 4.6



The media has coined the last 10 years of equity 
investing as “The Lost Decade.” With the S&P 500 
Index down a cumulative -22 percent as of April 30, 
2009, and an annualized return of -2.56 percent since 
May 1, 1999, equity investing really wasn’t too enjoyable 
for many people. In fact, it has brought into question the 
effectiveness of diversification as an investment strategy. 

Consider for instance if you had been fortunate enough 
to invest $5.5 million in 1999 in large capitalization 
U.S. stocks. These may be regarded as the safest equity 
investments available. If you held the stocks for 10 years, you would have roughly  
$4.3 million dollars today. Not an encouraging feeling, especially considering it would be 
significantly less due to inflation of roughly 2 to 3 percent and even lower if you had to 
live off of some of these funds. 

So, this begs the question: “What should you be doing in this environment when looking 
at the next 10 years?”

At Chess Financial, our long-term clients have seen the benefits of a conservative and 
customized diversification plan. Others may simply model out a portfolio of large 
stocks or try to chase the “hot” strategy. However, we continue to employ a strategy that 
encompasses several asset classes and different styles, and then we tie these to our clients’ 
objectives. This is the best route to achieving principal protection and participating, to a 
degree, in the growth of equities. 

Over the same 10-year period as outlined above, had you started with the same  
$5.5 million and agreed to give up some of the upside in a great market in exchange for 
the protection of more principal in bad ones, you would have approximately  
$10 million today. This is certainly not a “great” annualized return during this time 
period, at roughly 6 percent. However, in the face of two recessions and one of the worst 
global stock market environments since the Great Depression, it almost doubled the asset 
base and beat many of the alternatives. 

This was accomplished by allocating investments into a diversified fixed income portfolio 
(50 percent), having enough cash to ride out the bumps (5 percent), and allocating the 
residual assets into a mix of U.S. companies (large, medium and small) and into several 
international strategies (developed and emerging markets). 

Your best bet to ensure your assets are there when you need them is to use the same 
strategy and tweak the weightings to account for the risks. This allows you to protect 
your asset base and ensures you keep up with inflation. Also, this strategy allows your 
assets to appreciate when the U.S. and world economies begin to turn.

Need a Strategy for Uncertain Economic Times?  
Diversification Still Works its Magic

uncommon service to exceptional people

Jake K. Crocker, CFP®, CIMA n Managing Director

Investment Management
Client portfolios are managed using a process  
that combines academic theory and informed 
market judgment. Academic theory helps us 
evaluate the expected risk and return profiles of 
various asset allocation alternatives. Informed 
market judgment helps us identify and react to 
unusual periods in the capital markets for the 
benefit of our clients’ portfolios.

Core Principles
n	 A diversified portfolio is the most effective 

safeguard against the inherent uncertainty of  
the capital markets

n	 Disciplined rebalancing policies are required to 
maintain a portfolio’s risk profile

n	 After-tax returns are more important than pre-tax 
returns for the individual investor 

n	 The creation and preservation of wealth requires 
a long-term orientation

Creating an Investment Policy Statement
n	 Develop a profile of the client’s unique 

circumstances and needs

n	 Establish targeted ranges among asset classes 
based on the client profile

n	 Confirm appropriateness of strategic ranges

Portfolio Construction
n	 Low-cost index strategies to access efficient 

sectors of the market (e.g., Domestic Equities)

n	 Actively-managed strategies to access less 
efficient sectors (e.g., International Equities) 
using managers with a demonstrated track 
record of adding value

Manager Selection Criteria
n	 General investment policies of the manager  

(e.g., long-term orientation, use of leverage)

n	 Tenure and investment record of manager

n	 Expense ratios

n	 Tax efficiency of the strategy

n	 Organizational culture and ethics

Monitoring and Rebalancing
n	 Quarterly reporting

n	 Regular reviews with Managing Director and 
Investment Department staff

n	 Rebalancing in response to market dynamics or 
changing client circumstances



Chess Financial Corporation is an independent, non-product-based financial planning firm providing comprehensive wealth management. Please call Jake Crocker,  
Mike Dearden, John Marino or Carl Walter if you have an interest in learning more about us. The views expressed in this publication represent an assessment of market 
conditions at a specific point in time, are opinions only and should not be solely relied upon as investment advice regarding a particular investment or markets in general.  
Any tax advice in this communication was not intended or written to be used, and cannot be used, by any persons for the purpose of avoiding penalties that may be 
asserted by the Internal Revenue Service or other taxing authorities.

uncommon service to exceptional people

693   
Record number of hedge funds liquidated in the 
first nine months of 2008—6.9 percent of the 
industry. (Hedge Fund Research)

71   
Percentage of Americans who have cut back on 
spending in the past 12 months. Forty-six percent 
report doing so as a means of saving for retirement. 
(AARP)

6   
Percentage the U.S. savings rate is approaching, up 
from -2 percent in August 2008. (Federal Reserve)

May 1932   
When the best five-year return in the U.S. 
stock market began—in the midst of the Great 
Depression—when stocks rallied 367 percent. 
(Fidelity Investments)

$5 trillion   
Approximate value of cash in money market funds. 
(Fidelity Investments)

-2.2   
Percent of the 10-year annualized return for the 
S&P 500 as of June 30, 2009. (Standard and Poors)

Did you  
know...?
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Many experts expect that inflation will increase dramatically during the next few years 
due to aggressive monetary measures taken by global central banks to stave the credit 
crisis and jumpstart the economy. We would like to provide some background on 
inflation and discuss some investment options you can take advantage of if inflation  
does increase.

Inflation is defined as the ongoing rise in the general level of prices, as measured by the 
Consumer Price Index (CPI). CPI is a specific basket of goods and services reported 
monthly by the Bureau of Labor Statistics. The historical annual rate of U.S. inflation 
averages 3 percent, but it has reached 7 percent in periods of hyper-inflation, such  
as the 1970s. 

Regardless of your political persuasion, most would agree that the monetary actions 
currently being taken are necessary to stabilize and shorten the time for economic 
recovery. There will be a price for a shortened recovery, and it will most likely be 
inflation, as the monetary actions take effect.

The primary concern with inflation is that it reduces the purchasing power of money and 
increases the minimum investment return required to maintain your standard of living. 
For example, if inflation is 3 percent, and you are earning 1 percent in money market 
funds, then your real return is actually -2 percent. There are two types of investments that 

have historically performed well during 
periods of rising inflation: real assets and 
financial securities.

As part of our clients’ diversified portfolios, 
we have advocated a permanent allocation 
to real assets. Real assets are tangible 
materials (metals, energy, grain, etc.) 

or property that can be expected to maintain (or increase) value, even if the value of 
financial assets decrease as a result of inflation. As the economy improves, the price of raw 
materials used to produce goods usually increases. While the purchasing power of your 
money will decrease as goods become more expensive, the value of a diversified basket of 
commodities should increase in value. 

In addition to commodities, we would like to discuss the benefit of adding financial 
securities such as TIPS into our clients’ portfolios. TIPS are Treasury bonds in which the 
principal value is adjusted semi-annually by a factor based on CPI. The coupon rate stays 
constant but pays a higher amount of interest on the inflation-adjusted principal value. 
While inflation will decrease your purchasing power, this financial security will provide  
an inflation-adjusted return. 

While there are inherent risks in all investments, we wanted to inform you of investment 
options that may help you take advantage of inflation in the years to come. If you would 
like additional information on inflation and the funds we recommend, please contact 
your Managing Director.

Inflation – What, Why and How to Benefit

Steven F. Wolken n Director – Investment Management

There are two types of investments 
that have historically performed well 
during periods of rising inflation: real 
assets and financial securities.

Chess Financial Corporation Receives 
Leading EDGE Award for Value Creation  
in Northeast Ohio

Chess Financial Corporation was among  
96 Northeast Ohio companies honored at  
The 2009 Crain’s Leading EDGE Awards on  
May 20, 2009 at Kent State University. 

In its third year, this prestigious award was created 
and developed by The Entrepreneurs EDGE 
to recognize value-creating, middle-market 
companies in the region. Qualifying companies 
operate within the 17 counties of Northeast Ohio 
and generate revenues up to $750 million, a 
portion required to be outside the region.

For more information about EDGE and its 
programs and services, please visit www.edgef.org.




