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these markets.  The Russell 3000, an index covering over 95% of the United States market, depicts 
the returns offered by domestic stocks.  The Europe, Australasia, and Far East index (Australasia 
is a term for Australia and New Zealand) is the most commonly used index of foreign developed 
market returns.  For emerging markets, the Emerging Markets Free index is used.  The return 
information was obtained from the Russell website and SBI reports. 

 

The decade 2000-2009 was an extremely turbulent period for stocks.  Returns in some years were 
sternly negative, others were strongly positive, with little in between.  Domestic stocks produced 
negative returns in 2000, 2001, 2002, with the worst year being 2008, when the market lost 37.3% 
of its value.  Foreign developed market stock returns, depicted by the EAFE returns, were also 
highly volatile.  The emerging markets were the most volatile, losing nearly 31% of its value in 
the first year, followed by very high returns for several years in the middle of the decade, then 
losing 53% of its value in 2008, followed by a lofty 79% return in 2009.  The chart also makes it 
evident that these markets are considerably correlated; the returns move together.  In the bad years 
early in the decade none had positive returns, all did well in the middle of decade, all crashed in 
2008, and all had a very good return in 2009. 

The returns earned in these markets can also be summarized as ten-year returns.  These are not 
shown in the chart.  The ten-year return to the domestic market was -0.2%.  In other words, the 
variable stream of returns for the domestic market shown in the chart is equivalent to losing 0.2% of 
the portfolio’s value in each year of the decade.  The EAFE ten-year annualized return was 
marginally better, positive 1.2%.  Emerging markets were the only group providing a high return for 
the decade as a whole.  Its ten-year return was 10.1%, but surviving the ride took considerable nerve.  

Pension and Public Policy Issues 

H.F. 1555 (Murphy, M.); S.F. 927 (Rosen) raises a number of pension and related public policy issues for 
consideration by and possible discussion by the Commission, as follows: 

1. Authorizing SBI to Invest in ETFs (Exchange-Traded Funds).  The issue is whether the new authority 
for SBI to use exchange-traded funds is appropriate.  Further information on ETFs is included in 
Attachment C.  The Commission may also wish to hear testimony from SBI and other parties on 
general properties of ETFs, including potential misuse concerns.  Regarding any potential for harm, 
the Commission may wish to consider that SBI would make very limited use of this tool, if it is used 
at all, and SBI has an extensive professional staff, outside consultants, and an Investment Advisory 
Council to provide guidance.  SBI’s investment operations receive more scrutiny than any other 
Minnesota public investor. 

2. Authorizing Limited List Volunteer Fire Plans to Invest in Exchange-Traded Funds.  The issue is 
whether the new authority to use exchange-traded funds (ETFs) is appropriate for the limited list 
plans, which are the smallest of our plans and which may have no professional guidance.  (Any plan, 
however small, which uses an investment advisor or SBI to invest a considerable portion of its assets 
would be classified as an expanded list rather than limited list plan.)  The Commission may wish to 
consider whether possible misuse of ETFs creates an unacceptable financial risk to local communities 
that are responsible for supporting these plans. 
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