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Market Environment Update and Outlook 



Second quarter GDP growth rate (first estimate) printed at a modest 1.2%.
– Retail sales ended May at +1.8% on a year-over-year basis. In the same period last year the YoY growth rate was 1.6%.
– The inventory-to-sales ratio ended May was flat at 1.4 and has remained relatively flat since early 2010.
– Corporate profits (ended January) as a percent of GDP increased slightly to 9.3% from 9.9% (in September) and remain

elevated relative to historical levels.
– The U.S. trade deficit widened ending May due to a strong dollar and higher oil prices.

The unemployment rate decreased 0.1% to 4.9% in Q2; U-6, a broader measure of
unemployment, fell to 9.6% during the second quarter.

The Case-Shiller Home Price Index (ended May) increased to 180.7 from 176.9 in March and is at
levels higher than that of pre-financial crisis levels of 150.9.

Rolling 12-month seasonally adjusted CPI saw a meager uptick to 0.8% at the end of June;
Capacity Utilization increased to 75.4% in Q2 from 74.8% in Q1.

Fed Funds rate was unchanged at 0.50%. The 10-year Treasury Yield (constant maturity)
finished Q2 at 1.6% down from 1.9% in Q1.

The Fed balance sheet decreased slightly during Q2 2016, while the European Central Bank
balance sheet continues to increase.

– ECB held its benchmark refinance rate at 0%, deposit rates -0.4% and asset purchases at €80 billion per month.

S&P valuations increased slightly in Q2 remaining above the 10-year and long-term averages.
– Cyclically adjusted Shiller PE ratio (25.83x) is above the long-term average of 16.67x and above the 10-year average of

22.88x.

Economic Environment 
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Market Environment – Q2 2016 Overview 

* As of 3/31/2016

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

World Equity Benchmarks

MSCI ACWI World 1.0% -3.7% 6.0% 5.4% 4.3%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Domestic Equity Benchmarks

S&P 500 Large Core 2.5% 4.0% 11.7% 12.1% 7.4%

Russell 1000 Large Core 2.5% 2.9% 11.5% 11.9% 7.5%

Russell 1000 Growth Large Growth 0.6% 3.0% 13.1% 12.3% 8.8%

Russell 1000 Value Large Value 4.6% 2.9% 9.9% 11.4% 6.1%

Russell 2000 Small Core 3.8% -6.7% 7.1% 8.4% 6.2%

Russell 2000 Growth Small Growth 3.2% -10.8% 7.7% 8.5% 7.1%

Russell 2000 Value Small Value 4.3% -2.6% 6.4% 8.1% 5.2%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

International Equity Benchmarks

MSCI ACWI Ex USA World ex-US -0.6% -10.2% 1.2% 0.1% 1.9%

MSCI EAFE Int'l Developed -1.5% -10.2% 2.1% 1.7% 1.6%

S&P EPAC Small Cap Small Cap Int'l -2.6% -4.4% 7.6% 5.0% 4.3%

MSCI EM Emerging Equity 0.7% -12.1% -1.6% -3.8% 3.5%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Domestic Fixed Income Benchmarks

Barclays Aggregate Core Bonds 2.2% 6.0% 4.1% 3.8% 5.1%

Barclays US High Yield High Yield 5.5% 1.6% 4.2% 5.8% 7.6%

BofA ML US HY BB/B High Yield 4.6% 2.1% 4.6% 5.9% 7.0%

CSFB Levered Loans Bank Loans 2.9% 0.9% 3.0% 4.0% 4.2%

BofA ML US 3-Month T-Bill Cash 0.1% 0.2% 0.1% 0.1% 1.0%

Barclays US TIPS 1-10 Yr Inflation 1.3% 3.3% 1.6% 1.6% 4.0%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Global Fixed Income Benchmarks

Citigroup WGBI World Gov. Bonds 3.4% 11.3% 2.6% 1.2% 4.2%

BC Global Credit Global Bonds 1.9% 5.5% 3.2% 3.1% 4.7%

JPM GBI-EM Glob. Diversified Em. Mkt. Bonds (Local) 3.0% 2.2% -3.5% -2.2% 5.7%

JPM EMBI+ Em. Mkt. Bonds 6.0% 13.2% 7.1% 6.4% 8.0%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Alternative Benchmarks

Bloomberg Commodity Index Commodity 12.7% -13.4% -10.6% -10.8% -5.6%

Credit Suisse Hedge Fund Index Hedge Fund 0.6% -4.2% 2.5% 2.9% 4.2%

HFRI FoF Conservative Fund of Funds 0.5% -3.3% 1.9% 1.9% 1.4%

Cambridge PE Lagged* Private Equity 0.3% 3.2% 10.9% 11.4% 10.8%

NCREIF ODCE Net Lagged* Real Estate 2.0% 12.6% 12.6% 12.2% 5.4%

Wilshire REIT Index REIT 5.6% 22.8% 13.6% 12.5% 7.0%

CPI + 2% Inflation/Real Assets 1.3% 2.8% 3.0% 3.3% 3.8%
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Global Equity 

U.S. equities posted modest gains in the second quarter (+2.5%) amid volatile trading at the end of the quarter as
market participants digested news of the Brexit vote.

Small cap stocks outperformed large cap stocks during the quarter, with the Russell 2000 Index returning  -
3.8% and the Russell 1000 Index returning 2.5%.

International equities underperformed U.S. markets during the quarter, returning -0.6%, as measured by the
MSCI ACWI ex-U.S. Index. Emerging markets returned 0.7% as measured by the MSCI Emerging Markets Index in
U.S. dollar terms.

– Developed international markets returned -1.5% as measured by the MSCI EAFE Index.

Private Equity 

Private equity fundraising totaled $104 billion in Q2 2016.

Buyout and Special Situations fundraising totaled $88 billion in Q2 2016, more than twice the amount contracted
in Q1.

– While exit volume also increased over the first quarter, the first half total for 2016 is down 33% from the prior year period. The primary driver of slower
exit volume is a sharp decrease in IPOs that occurred during the first quarter, which was the slowest quarter for IPOs since 2009.

Venture capital fundraising totaled $16.9 billion.
– VC fundraising as a percent of total new PE funds is in line with historical post-dot com levels.

Fund of fund and multi-manager co-investment fundraising totaled $5.6 billion.

Growth equity fundraising totaled $3.4 billion.

Market Environment 
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Fixed Income 
 
The yield curve shifted down for maturities greater than 6 months. Intermediate yields decreased 20-
29 basis points and long duration yields decreased 31-34 basis points.  
 
The spread between two and 10-year rates decreased to 91 basis points from 105 basis points ended 
June. Treasury Inflation-Protected Securities, or TIPS, returned +1.3% during the quarter, as 
measured by the Barclays US TIPS 1-10 Yr Index. 
 
The Barclays Long Duration Credit Index gained +6.65% as the long end of the curve ended the 
quarter 31 basis points lower.  
 
Long Treasuries gained +6.44% and investment-grade US corporate debt gained 2.21%.  
 
The Barclays 1-3 year Government/ Credit Index returned +0.67%.  US high yield bonds gained 
+5.52% driven by Energy names. 
 

 
Emerging markets debt gained broadly reversing trend with US denominated issuances gaining 
relative to Local Currency denominated debt.  

– US dollar-denominated debt, as measured by the JP Morgan EMBI Index, gained 6.0%; local currency debt gained 
+3.0%, according to the JP Morgan GBI-EM Index.  

Market Environment 
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Real Assets/Inflation-Linked Assets 

Massive energy market dislocation.
– Seek inflation sensitive asset classes that offer positive yield
– Oil prices stabilizing and remain low.
– Private equity and private debt opportunities may be relatively attractive.
– Potential for public stressed/distressed credit, equity and commodity plays.

Select infrastructure opportunities showing signs of being attractive.
– Target opportunistic strategies in niche sub-sectors to take advantage of market dislocations.
– Secular opportunities may exist within the shipping industry as traditional financing sources (both debt and equity) are less

abundant

Timber opportunities remain elusive.
– Income yields (net) are low as assets are predominantly traded between like-minded institutions
– Private strategies are illiquid and constrain quick entrance/exit (i.e. long-term lock-up)
– Liquid strategies have limited pure timber exposure (and limited active-play options)

Metals & Mining; weakened commodity prices may be the new norm as China growth shifts.

Agriculture; outlook supported by strong demographic trends.

Market Environment 
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Commodities 

Commodities ended quarter with a solid +12.7% as measured by the Bloomberg Commodity Index.
– Despite an increase in the value of the US Dollar commodity prices posted strong gains led by a 26% gain in oil.
– Gold gained 7% in the second quarter and YTD has gained 24%.

Real Estate 

NEPC continues to be neutral on core real estate in the US and remains positive on non-core real estate, that is,
value-add and opportunistic strategies.

Within U.S. core real estate, strong fundamentals continue to be the story along with attractive income spreads
relative to interest rates.

– Real estate fundamentals and debt terms are attractive, however valuations are high and the possibility of rising interest
rates and the impact on cap rates causes concern.

Overall, the non-core real estate investment environment in the U.S. is normalizing; however, select areas remain
attractive.

REIT sector has snapped back to NAV (closing out longest time trading below NAV since the Global Financial Crisis)
but remain at high FFO multiples.

Europe is viewed as the best place for a marginal dollar of non-core real estate investment.
– Current US-dollar denominated investors with currency exposure will feel near-term impact of Brexit, but new investors

may benefit from a strong US-dollar. Long-term Brexit implications, however, are unclear.

Market Environment 
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Significant US Equity Gains From February Lows – Remain Disciplined in Rebalancing 
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Muted Forward Market Expectations Provide Limited Cushion Should Rates Rise More Rapidly  
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Trim US equity exposure as US markets have rebounded significantly
– Remain disciplined and look for rebalancing opportunities should equity markets decline
– Look to capture pockets of value in US high yield with credit spreads in-line with averages

Maintain overweight exposure to non-US developed market equities
– Central bank support and dollar strength provide a positive economic backdrop
– A more dramatic expansion of political risk may soften our overweight view
– Small-cap equity and global equity are preferred implementation approaches

These strategies offer the best opportunity to exploit valuation discrepancies among individual
stocks that may result from elevated volatility levels

Recommend investors continue to hedge developed market currencies
– 50% hedge ratio remains an ideal neutral point for developed currency exposure
– Current US dollar valuation hovers within a neutral band, opportunities to tactically adjust

currency hedge ratios may arise should the US dollar significantly strengthen or weaken

Recent strength validates commitment to emerging market equities
– Valuations and long-term fundamentals suggest an overweight
– China uncertainty, dollar pressure and idiosyncratic country risks temper excitement
– Overweight small-cap and consumer focused strategies relative to broad mandates

Developed market duration exposure is generally unattractive
– Preserve US duration exposure with a bias towards TIPS over core bonds
– Rebalance long treasuries, long credit, and risk parity following recent outsized gains
– Look to eliminate WGBI focused global bond strategies with yields at historic lows

General Actions for Clients 
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Key Policy Items Teachers^ PERS* Firefighters Police ** Law Judges Wildlife
  TOTAL EQUITY   Target 57.5% 68.0% 57.0% 50.0% 55.0% 68.0% 50.0%

                      Actual 55.8% 67.1% 60.7% 52.1% 57.1% 66.7% 57.7%
                      Range 37.5-73.5 59.2-76.8 42-62 25-80 55-65 59.2-76.8 40-65
 Large Cap   Target 17.0% 38.0% 29.4% 15.0% 20.0% 38.0% 50.0%
                      Actual 15.7% 38.7% 33.3% 17.6% 27.5% 38.7% 41.3%
                      Range 12-23 35-41 24.4-34.4 10-20 15-25 35-41 40-65

 MidCap  Target 13.0% - - - - - 0.0%
                      Actual 14.3% 5.9%
                      Range 8-18 - - - - - 0-10
 Small Cap  Target 10.0% 6.0% 12.6% 5.0% 10.0% 6.0% 0.0%
                      Actual 11.0% 6.3% 13.9% 7.0% 6.6% 6.4% 3.1%
                      Range 5-15 3.2-8.8 7.6-17.6 0-15 5-15 3.2-8.8 0-10

 International l Equity  Target 17.5% 24.0% 15.0% 15.0% 15.0% 24.0% 0.0%
                      Actual 14.8% 22.1% 13.5% 13.7% 12.9% 21.6% 7.4%
                      Range 12.5-22.5 21-27 10-20 5-25 5-15 21-27 0-15

 Long/Short Equity  Target - - - 15.0% 10.0% - -
                      Actual 0.0% 13.8% 10.1%
                      Range - - - 10-20 5-15 - -

 TOTAL FIXED INCOME Target 23.5% 32.0% 20.0% 15.0% 30.0% 32.0% 40.0%
                      Actual 22.5% 32.5% 17.4% 17.0% 29.4% 33.1% 38.0%
                      Range 18.5-28.5 27.5-36.5 10-30 10-20 25-35 27.5-36.5 35-55

Dom. Fixed Income/High Yield Target 23.5% 32.0% 13.0% - 20.0% 32.0% 40.0%
                      Actual 22.5% 32.5% 10.8% 20.3% 33.1% 38.0%
                      Range 18.5-28.5 27.5-36.5 0-28 - 15-25 27.5-36.5 35-55

 Int'l & Global Fixed Income  Target - - 7.0% 15.0% 10.0% - -
                      Actual 6.6% 17.0% 9.1%
                      Range - - 2-12 10-20 5-15 - -

TOTAL ALTERNATIVES Target 19.0% 0% 23.0% 35.0% 15.0% - 10.0%
                      Actual 21.3% 0.2% 21.4% 29.3% 13.5% 2.4%
                      Range 17.1-20.9 0-5 5-40 10-60 5-15 - 0-10

Low Volatility Hedge Funds  Target - - 5.0% 10.0% - - -
                      Actual 6.4% 8.2%
                      Range - - 0-10 5-15 - - -

Private Equity/MLP's  Target 12.0% - 8.0% 10.0% 5.0% - -
                      Actual 14.3% 2.3% 8.5% 2.7%
                      Range 7-17 - 0-15 5-15 0-5 - -

Real Estate/Real Assets  Target 7.0% 0% 10.0% 15.0% 10.0% - -
                      Actual 7.0% 0.2% 12.7% 12.6% 10.8%
                      Range 2-12 0-5 5-15 0-30 2-12 - -
        CASH    Actual 0.3% 0.2% 0.5% 1.7% 0.1% 0.2% 2.0%

Actuarial Assumed Rates 8.0% 7.5% 7.5% 7.5% 7.5% 7.5% 7.0%

Asset Allocation Summary

^Master Limited Partnerships included in Private Equity allocation.
*The Russell 3000 index was broken down into Large Cap & Small Cap allocations for the PERS retirement plan
**Real Assets are included in Real Estate
Please note that allocations may not add to 100% due to rounding.

Out of 
Range

June 30, 2016

Oklahoma State Pension Commission
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*Cash allocations not broken out for individual managers.

Oklahoma State Pension Commission
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Performance Attribution

June 30, 2016

Oklahoma State Pension Commission

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    -0.20 0.10 -1.70 0.00 0.70
PERS        -0.30 -0.40 -0.80 0.10 0.50
FIREFIGHTERS -0.20 -0.20 0.30 0.70 0.20
POLICE      0.50 0.50 0.90 0.80 0.50
LAW         -0.10 -1.90 -3.50 -0.80 -0.50
JUDGES      0.10 0.10 0.10 0.20 0.20
WILDLIFE    -0.70 -1.40 -1.20 -0.20 -0.20

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    0.00 -0.70 -1.10 0.90 0.50
PERS        0.00 0.10 0.30 0.10 -0.10
FIREFIGHTERS 0.00 -0.50 -2.10 -1.10 -0.90
POLICE      -0.40 -1.40 -0.70 -0.10 -0.40
LAW         -0.10 0.50 0.20 -0.30 -0.40
JUDGES      -0.10 -0.10 -0.30 -0.10 -0.10
WILDLIFE    0.00 0.20 -1.70 -0.90 -1.10

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    1.40 1.50 -0.20 0.10 0.70
PERS        0.10 0.40 0.00 0.30 0.20
FIREFIGHTERS 0.10 0.20 2.10 2.00 2.00
POLICE      0.10 0.20 -1.30 -1.00 -0.20
LAW         0.10 -0.30 0.50 0.70 0.80
JUDGES      0.10 0.40 0.00 0.30 0.20
WILDLIFE    0.30 0.60 3.00 1.30 1.40

ALLOCATION IMPACT

POLICY IMPACT

MANAGER IMPACT
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Performance Return

June 30, 2016

Oklahoma State Pension Commission
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Returns are gross of manager fees.
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Returns are gross of manager fees.
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Allianz Intl and Wellington Intl are funded on 6/16/2016.
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Performance numbers are shown gross of fees.
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*Other includes cash and transition accounts.
*Total returns shown are calculated as a weighted average of the returns of the composites shown and their respective benchmarks and may differ from returns shown throughout the
report.
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Domestic Equity Benchmark is 86.4% Russell 1000 and 13.6% Russell 2000.
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New Policy Index effective as of November 1, 2013 consist of 38% Large Cap Equity, 6% Small Cap Equity, 24% International Equity, and 32% Domestic Fixed Income.
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*Target return show is a weighted average of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Azul Holdco was liquidated in June, 2010.
Beutel Goodmand was funded on April, 2016.
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Performance Numbers are shown gross of fees.
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*Total returns shown are weighted averages of the returns of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Northern Trust Russell 1000 Index fund was Mellon Capital Passive Index fund before 10/30/2014.

81



82



*The Private Real Estate returns are time weighted.
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*Returns are gross of manager fees.
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*Total returns shown are weighted averages of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Performance numbers are shown gross of fees.
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*Total returns shown are a weighted average of the returns of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Performance numbers are shown gross of fees.
New Policy Index effective as of November 1, 2013 consist of 38% Large Cap Equity, 6% Small Cap Equity, 24% International Equity, 32% Domestic Fixed Income.
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*Target return is calculated as a weighted average of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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OklahomaWildlife
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Performance numbers are shown gross of fees.
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*Target return shown is a weighted average of the composites shown and their benchmarks and may differ from returns shown throughout the report.
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Appendix: Market Environment 
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Inflation has increased off lows Unemployment steadily improving

Corporate profits lower off cyclical highs Manufacturing trending higher after dip

US Economic Indicators

Source: Bloomberg, Federal Reserve, Bureau of Labor Statistics Source: Bloomberg, Bureau of Labor Statistics

Source: Bloomberg, Institute for Supply ManagementSource: Bloomberg, Bureau of Economic Analysis
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Inflation remains muted Europe unemployment trending lower

Manufacturing continues to lag Leading indicators mostly neutral

International Economic Indicators

Source: Bloomberg, Japan Ministry of Internal Affairs and Communications, Eurostat Source: Bloomberg, Japan Ministry of Internal Affairs and Communications, Eurostat

Source: Bloomberg, OECDSource: Bloomberg, OECD, Eurostat
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EM inflation is varied by country Relatively healthy Debt/GDP ratios

Marginal improvement in account balances EM is greater than 50% of global output

Emerging Market Economic Indicators

Source: Bloomberg Source: Bloomberg, IMF

Source: Bloomberg, IMFSource: Bloomberg
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Equity volatility seeing recent increase Treasury volatility has increased recently

Currency volatility remains elevated Commodity volatility remains elevated

Volatility

Source: Bloomberg, CBOE Source: Bloomberg, Merrill Lynch

Source: Bloomberg, Merrill LynchSource: Bloomberg, Deutsche Bank
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Major central bank policy divergence Fed’s projected policy rate firming above 
market expectations

Many developed central banks have 
maintained low interest rates

EM central bank policies vary by country-
specific economic conditions

Central Banks

Source: Bloomberg, Federal Reserve, Bank of Japan, ECB, NEPC Source: Bloomberg, Federal Reserve, NEPC

Source: BloombergSource: Bloomberg
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Global valuations are mixed Earnings growth has trended lower

Margins declining outside of EM Global equity returns have been mostly 
negative over one year

Global Equity

Source: Bloomberg, Standard and Poors, MSCI *MSCI EAFE is ex UK Telecom Source: Bloomberg, Standard and Poors, MSCI

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Valuations near or above historical norms Growth recovery marked by inconsistency

Profit margins lower off highs Trailing performance has been mixed

US Equity

Source: Bloomberg, Standard and Poors, Russell *Russell 2000 PE is index adjusted positive Source: Bloomberg, Bureau of Economic Analysis

Source: Bloomberg, Standard and Poors, RussellSource: Bloomberg, Standard and Poors, Russell
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PE levels varied by region/country Global growth remains subdued

Margins recently declining Returns broadly negative

International Equity

Source: Bloomberg, MSCI, FTSE *UK represented by FTSE 100 Index Source: Bloomberg

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Regional valuations show divergence Slowing growth in developed economies

Profit margins in line with history Mixed short term returns with EM negative 
as of one year

Emerging Markets Equity

Source: Bloomberg, MSCI Source: Bloomberg

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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MSCI ACWI returns led by Energy and 
Health Care in short term S&P 500 mostly positive in short term

Returns vary across EM Global financial sector weight has fallen

Global Equity by Sector

Source: Bloomberg, MSCI Source: Bloomberg, Standard and Poors

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Developed currencies declined versus the 
dollar with the exception of the Yen

EM currencies declined over the year as the 
Real and Ruble posted short term gains

USD expectations vary across developed 
markets Dollar strength has retreated slightly

Currencies

Source: Bloomberg Source: Bloomberg

Source: Bloomberg, Federal ReserveSource: Bloomberg
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Spread levels above historical medians Yields are declining month over month

Similar yield/duration tradeoff among 
major US indices

Returns marked by recent credit and high 
yield rally

US Fixed Income

Source: Bloomberg, Barclays Source: Bloomberg, Barclays

Source: Bloomberg, BarclaysSource: Bloomberg, Barclays
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European periphery yields at small 
premium relative to Germany Global yields are at or near historic lows

Low global yields relative to duration Global bond returns have been positive

International Developed Fixed Income

Source: Barclays, Bloomberg, *European periphery spreads are over equivalent German Bund Source: Bloomberg

Source: Bloomberg, Citigroup, BarclaysSource: Bloomberg, Citigroup, Barclays
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Spreads have declined slightly EM bond yields nearly unchanged

EM yields higher versus global 
counterparts Currency effect pronounced in EMD returns

Emerging Markets Fixed Income

Source: Bloomberg, JP Morgan Source: Bloomberg

Source: Bloomberg, JP MorganSource: Bloomberg, JP Morgan
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Treasury yield curve declined with market 
uncertainty Lower yields across the board

Global yields nearing lows Global yields trending lower over long term

Rates

Source: Bloomberg Source: Bloomberg

Source: BloombergSource: Bloomberg
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Long duration yields have fallen over last 
few years

Lower yields driven by low inflation 
expectations and real rates

Yields are low but spreads above historic 
averages

Positive returns as investors turn to safer 
assets

Long Rates and Liability

Source: Bloomberg, Citigroup, Barclays Source: Bloomberg, US Treasury, Barclays, NEPC

Source: Bloomberg, BarclaysSource: Bloomberg, BofA Merrill Lynch, Barclays *No index for 20+ year corporate

1%

2%

3%

4%

5%

6%

7%

Ja
n

11

M
ay

11

Se
p

11

Ja
n

12

M
ay

12

Se
p

12

Ja
n

13

M
ay

13

Se
p

13

Ja
n

14

M
ay

14

Se
p

14

Ja
n

15

M
ay

15

Se
p

15

Ja
n

16

M
ay

16

Citigroup Pension Liability Index
BC Long Credit
BC 20 30 Yr STRIPS

1%
0%
1%
2%
3%
4%
5%
6%
7%
8%
9%

10%

Lo
ng

cr
ed

it
yi

el
d

(b
y

co
m

po
ne

nt
) Spread (BC Long Cred OAS)

Inflation (LT Yield LT Real Yield)
Real Rate (LT Real Yield)

0.0%
0.5%
1.0%
1.5%
2.0%
2.5%
3.0%
3.5%
4.0%
4.5%
5.0%

0 5 Years 5 10 Years 10 15 Years 15+ Years 20+ Years

US Corp Spread

US Gov't Yield

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

20 30 Yr
STRIPS

US Agg
Long Treas

US Long
Credit

US Long
Govt/Credit

US Long
Credit A+

Long Corp
A+

3 Month Return

1 Year Return

June 30, 2016157



US real yields have increased Global real yields mostly negative

US inflation expectations remain low Global inflation expectations declining with 
the exception of the UK

Inflation and Real Rates

Source: Bloomberg *3-Mo data not available for Germany 4 year rate   Source: Bloomberg

Source: BloombergSource: Bloomberg
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Similar yields over time Gradual recovery in occupancy rates

PE Ratios near or above averages MLPs have rebounded after selloff

Inflation Sensitive Growth Assets
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Backwardation in major commodity futures 
with gold positive amid uncertainty Oil prices slightly increasing

US fuel production closing gap with 
consumption

Commodity indices posting short term 
gains after last year’s sell off

Commodities

Source: Bloomberg Source: Bloomberg

Source: Bloomberg, Standard and PoorsSource: Bloomberg, US Department of Energy *Crude oil and liquid fuels
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Information Disclaimer

• Past performance is no guarantee of future results.

• The goal of this report is to provide a basis for monitoring financial
markets.  The opinions presented herein represent the good faith
views of NEPC as of the date of this report and are subject to change
at any time.

• Information on market indices was provided by sources external to
NEPC.  While NEPC has exercised reasonable professional care in
preparing this report, we cannot guarantee the accuracy of all source
information contained within.

• All investments carry some level of risk.  Diversification and other
asset allocation techniques do not ensure profit or protect against
losses.

• This report is provided as a management aid for the client’s internal
use only.  This report may contain confidential or proprietary
information and may not be copied or redistributed to any party not
legally entitled to receive it.
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Information Disclaimer 

Past performance is no guarantee of future results. 

The goal of this report is to provide a basis for monitoring financial 
markets.  The opinions presented herein represent the good faith 
views of NEPC as of the date of this report and are subject to change 
at any time.  

Information on market indices was provided by sources external to 
NEPC.  While NEPC has exercised reasonable professional care in 
preparing this report, we cannot guarantee the accuracy of all source 
information contained within. 

All investments carry some level of risk.  Diversification and other 
asset allocation techniques do not ensure profit or protect against 
losses. 

This report is provided as a management aid for the client’s internal 
use only.  This report may contain confidential or proprietary 
information and may not be copied or redistributed to any party not 
legally entitled to receive it. 

162



Information Disclaimer

• Past performance is no guarantee of future results.

• All investments carry some level of risk.  Diversification and other asset allocation techniques are not guaranteed to
ensure profit or protect against losses.

• NEPC’s source for portfolio pricing, calculation of accruals, and transaction information is the plan’s custodian bank.
Information on market indices and security characteristics is received from other sources external to NEPC.  While NEPC
has exercised reasonable professional care in preparing this report, we cannot guarantee the accuracy of all source
information contained within.

• Some index returns displayed in this report or used in calculation of a policy, allocation or custom benchmark may be
preliminary and subject to change.

• This report is provided as a management aid for the client’s internal use only.  Information contained in this report does
not constitute a recommendation by NEPC.

• This report may contain confidential or proprietary information and may not be copied or redistributed to any party not
legally entitled to receive it.

Reporting Methodology

• The client’s custodian bank is NEPC’s preferred data source unless otherwise directed. NEPC generally reconciles
custodian data to manager data.  If the custodian cannot provide accurate data, manager data may be used.

• Trailing time period returns are determined by geometrically linking the holding period returns, from the first full month
after inception to the report date. Rates of return are annualized when the time period is longer than a year. Performance
is presented gross and/or net of manager fees as indicated on each page.

• For managers funded in the middle of a month, the “since inception” return will start with the first full month, although
actual inception dates and cash flows are taken into account in all Composite calculations.

• This report may contain forward-looking statements that are based on NEPC’s estimates, opinions and beliefs, but NEPC
cannot guarantee that any plan will achieve its targeted return or meet other goals.

Information Disclaimer and Reporting Methodology
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Glossary of Investment Terminology—Risk Statistics 

- Measures the relationship between the fund performance and the per-
formance of another fund or benchmark index and equals the excess return 
while the other fund or benchmark index is zero.  

 - The average return on a portfolio over and above that predict-
ed by the capital asset pricing model (CAPM), given the portfolio's beta and the 
average market return. Also known as the abnormal return or the risk adjusted 
excess return. 

- Annualized fund return minus 
the annualized benchmark return for the calculated return. 

 - A statistical technique whereby returns covering periods 
greater than one year are converted to cover a 12 month time span. 

 - Measures the volatility or systematic risk and is equal to the change in 
the fund’s performance in relation to the change in the assigned index’s perfor-
mance.

 - A measure of the risk adjusted return of a financial     
security, asset, or portfolio.  

Formula: 
(Annualized Return of Portfolio - Annualized Return of Benchmark)/Annualized 
Standard Deviation(Period Portfolio Return – Period Benchmark Return). To an-
nualize standard deviation, multiply the deviation by the square root of the 
number of periods per year where monthly returns per year equals 12 and quar-
terly returns is four periods per year.  

 – Represents the percentage of a fund’s movements that can be 
explained by movements in an index. R-Squared values range from 0 to 100. An 
R-Squared of 100 denotes that all movements of a fund are completely ex-
plained by movements in the index. 

 - A measure of the excess return or risk premium per unit of risk 
in an investment asset or trading strategy.  

- A method to differentiate between good and bad volatility in 
the Sharpe Ratio. The differentiation of up and down volatility allows the calcu-
lation to provide a risk adjusted measure of a security or fund's performance 
without upward price change penalties.  

Formula: 
Calculation Average (X-Y)/Downside Deviation (X-Y) * 2   
Where X=Return Series X Y = Return Series Y which is the risk free return (91 
day T-bills)

Data Source: InvestorForce 

 - The standard deviation is a statistical term that de-
scribes the distribution of results. It is a commonly used measure of volatility of 
returns of a portfolio, asset class, or security. The higher the standard deviation 
the more volatile the returns are.  

Formula:  
(Annualized Return of Portfolio – Annualized Return of Risk Free) / Annualized 
Standard Deviation (Portfolio Returns)  

- Tracking error, also known as residual risk, is a measure of 
the degree to which a portfolio tracks its benchmark. It is also a measure of 
consistency of excess returns. Tracking error is computed as the annualized 
standard deviation of the difference between a portfolio's return and that of its 
benchmark. 

Formula:  
Tracking Error = Standard Deviation (X-Y) * ( # of periods per year)  
Where X = periods portfolio return and Y = the period’s benchmark return  
For monthly returns, the periods per year = 12  
For quarterly returns, the periods per year = 4 

- A risk-adjusted measure of return based on systematic risk. 
Similar to the Sharpe ratio with the difference being the Treynor ratio uses beta 
as the measurement of volatility.  

Formula: 
(Portfolio Average Return - Average Return of Risk-Free Rate)/Portfolio Beta  

 - A measure of what percentage of a market's re-
turns is "captured" by a portfolio. For example, if the market declines 10% over 
some period, and the manager declines only 9%, then his or her capture ratio is 
90%. In down markets, it is advantageous for a manager to have as low a cap-
ture ratio as possible. For up markets, the higher the capture ratio the better. 
Looking at capture ratios can provide insight into how a manager achieves ex-
cess returns. A value manager might typically have a lower capture ratio in both 
up and down markets, achieving excess returns by protecting on the downside, 
whereas a growth manager might fall more than the overall market in down 
markets, but achieve above-market returns in a rising market.  

UpsideCapture = TotalReturn(FundReturns)/TotalReturns(BMReturn) when Peri-
od Benchmark Return is > = 0  

DownsideCapture = TotalReturn(FundReturns)/TotalReturns(BMReturn) when 
Benchmark <0 
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Glossary of Investment Terminology 

 – The total number of data points that make 
up a specified universe 

 - The allocation index measures the value added (or sub-
tracted) to each portfolio by active management.  It is calculated monthly:  The 
portfolio asset allocation to each category from the prior month-end is multi-
plied by a specified market index. 

Measures an investment manager’s ability to effec-
tively allocate their portfolio’s assets to various sectors. The allocation effect 
determines whether the overweighting or underweighting of sectors relative to a 
benchmark contributes positively or negatively to the overall portfolio return. 
Positive allocation occurs when the portfolio is over weighted in a sector that 
outperforms the benchmark and underweighted in a sector that underperforms 
the benchmark. Negative allocation occurs when the portfolio is over weighted 
in a sector that underperforms the benchmark and under weighted in a sector 
that outperforms the benchmark.  

 - The full faith and credit of the United States gov-
ernment is normally not pledged to payment of principal and interest on the 
majority of government agencies issuing these bonds, with maturities of up to 
ten years.  Their yields, therefore, are normally higher than government and 
their marketability is good, thereby qualifying them as a low risk-high liquidity 
type of investment.  They are eligible as security for advances to the member 
banks by the Federal Reserve, which attests to their standing.  

 - Bonds which are similar to mortgage-
backed securities but are collateralized by assets other than mortgages; com-
monly backed by credit card receivables, auto loans, or other types of consumer 
financing.  

- Attribution is an analytical technique that allows us to evaluate 
the performance of the portfolio relative to the benchmark. A proper attribution 
tells us where value was added or subtracted as a result of the manager’s deci-
sions. 

Data Source: 1InvestorForce, 2Interaction Effect Performance Attribution, 3NEPC, LLC, 4Investopedia, 5Hedgeco.net 

 - For a single bond, it is a measure of maturity 
that takes into account the possibility that a bond might be called back to the 
issuer. 

For a portfolio of bonds, average effective maturity is the weighted average of 
the maturities of the underlying bonds. The measure is computed by weighing 
each bond's maturity by its market value with respect to the portfolio and the 
likelihood of any of the bonds being called. In a pool of mortgages, this would 
also account for the likelihood of prepayments on the mortgages.  

- A measurement representing an investment manager's 
ability to meet or beat an index.  

Formula: Divide the number of days (or months, quarters, etc.) in which the 
manager beats or matches the index by the total number of days (or months, 
quarters, etc.) in the period of question and multiply that factor by 100. 

- The BF methodology is a highly accepted 
industry standard for calculating the allocation, selection, and interaction effects 
within a portfolio that collectively explains a portfolio’s underlying performance. 
The main advantage of the BF methodology is that rather than using the overall 
return of the benchmark, it goes a level deeper than BHB and measures wheth-
er the benchmark sector, country, etc. outperformed/or underperformed the 
overall benchmark.  

 - The BHB methodology shows 
that excess return must be equal to the sum of all other factors (i.e., allocation 
effect, selection effect, interaction effect, etc.). The advantage to using the BHB 
methodology is that it is a highly accepted industry standard for calculating the 
allocation, selection, and interaction effects within a portfolio that collectively 
explains a portfolio’s underlying performance.  

- A debt security issued by a corporation and sold to 
investors. The backing for the bond is usually the payment ability of the compa-
ny, which is typically money to be earned from future operations. In some cas-
es, the company's physical assets may be used as collateral for bonds. 

- A range of statistical relationships between two or more random 
variables or observed data values. A correlation is a single number that de-
scribes the degree of relationship between variables.  
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Glossary of Investment Terminology 

The interest rate stated on a bond when it is issued. The coupon is 
typically paid semiannually. This is also referred to as the "coupon rate" or 
"coupon percent rate."  

 - Is the effect that changes in currency exchange rates over 
time affect excess performance.  

 - A financial obligation that derives its precise value 
from the value of one or more other instruments (or assets) at the same point 
of time.  For example, the relationship between the value of an S&P 500 futures 
contract (the derivative instrument in this case) is determined by the value of 
the S&P 500 Index and the value of a U.S. Treasury bill that matures at the 
expiration of the futures contract. 

 - Equals the standard deviation of negative return or the 
measure of downside risk focusing on the standard deviation of negative re-
turns. 

Formula:  
Annualized Standard Deviation (Fund Return - Average Fund Return) where 
average fund return is greater than individual fund returns, monthly or quarter-
ly. 

 - Duration is a measure of interest rate risk. The greater the dura-
tion of a bond, or a portfolio of bonds, the greater its price volatility will be in 
response to a change in interest rates. A bond’s duration is inversely related to 
interest rates and directly related to time to maturity.  

 – The percentage of an investment or portfolio that 
is in Equity, Debt, and/or Cash (i.e. A 7/89/4 ratio represents an investment 
that is made up of 7% Equity, 89% Debt, and 4% Cash). 

- A bond that is issued in a domestic market by a foreign entity, 
in the domestic market's currency. A foreign bond is most often issued by a 
foreign firm to raise capital in a domestic market that would be most interested 
in purchasing the firm's debt. For foreign firms doing a large amount of business 
in the domestic market, issuing foreign bonds is a common practice.  

– is a hurdle rate that once beaten allows a fund manager to 
charge a performance fee on only the funds above the specified hurdle rate. 

Data Source: 1InvestorForce, 2Interaction Effect Performance Attribution, 3NEPC, LLC, 4Investopedia, 5Hedgeco.net 

- The highest peak in value that an investment fund/
account has reached. This term is often used in the context of fund manager 
compensation, which is performance based. Some performance-based fees only 
get paid when fund performance exceeds the high-water mark. The high-water 
mark ensures that the manager does not get paid large sums for poor perfor-
mance. 

 - The minimum rate of return on an investment required, in order 
for a manager to collect incentive fees from the investor, which is usually tied to 
a benchmark.   

 - The interaction effect measures the combined impact of 
an investment manager’s selection and allocation decisions within a sector. For 
example, if an investment manager had superior selection and over weighted 
that particular sector, the interaction effect is positive. If an investment manag-
er had superior selection, but underweighted that sector, the interaction effect 
is negative. In this case, the investment manager did not take advantage of the 
superior selection by allocating more assets to that sector. Since many invest-
ment managers consider the interaction effect to be part of the selection or the 
allocation, it is often combined with the either effect.  

 - The value (rate of return, market sensitivity, etc.) that exceeds one-
half of the values in the population and that is exceeded by one-half of the val-
ues.  The median has a percentile rank of 50. 

 - The percentage change in the price of a fixed income 
security that results from a change in yield.  

- Bonds which are a general obligation 
of the issuing institution but are also collateralized by a pool of mortgages.  

 - A debt security issued by a state, municipality or 
county to finance its capital expenditures.  

– Is the change in an investment after accounting 
for all Net Cash Flows. 

 - A payment made to a fund manager for generating posi-
tive returns. The performance fee is generally calculated as a percentage of 
investment profits, often both realized and unrealized.  
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Glossary of Investment Terminology 

 - A custom benchmark designed to indicate the returns that a 
passive investor would earn by consistently following the asset allocation targets 
set forth in this investment policy statement.  

 - A ratio used to compare a stock's market value to its 
book value. It is calculated by dividing the current closing price of the stock by 
the latest quarter's book value per share, also known as the "price-equity ratio".  

- The weighted equity P/E is based on current price 
and trailing 12 months earnings per share (EPS).  

 - A ratio for valuing a stock relative to its own past per-
formance, other companies, or the market itself. Price to sales is calculated by 
dividing a stock's current price by its revenue per share for the trailing 12 
months.  

The amount of net income returned as a percent-
age of shareholders equity. Return on equity measures a corporation's profita-
bility by revealing how much profit a company generates with the money share-
holders have invested.   

- Measures the investment manager’s ability 
to select securities within a given sector relative to a benchmark. The over or 
underperformance of the portfolio is weighted by the benchmark weight, there-
fore, selection is not affected by the manager’s allocation to the sector. The 
weight of the sector in the portfolio determines the size of the effect—the larger 
the sector, the larger the effect is, positive or negative.  

 is a hurdle rate that once beaten allows a fund manager to 
charge a performance fee based on the entire annualized return.

 – A fee structure that is paid to fund managers based on the size 
of the investment (i.e. 1.00% fee on the first $10M invested, 0.90% on the next 
$10M, and 0.80% on the remaining balance).   

 - The active management (total) effect is the sum of the selec-
tion, allocation, and interaction effects. It is also the difference between the 
total portfolio return and the total benchmark return. You can use the active 
management effect to determine the amount the investment manager has add-
ed to a portfolio’s return. 

Data Source: 1InvestorForce, 2Interaction Effect Performance Attribution, 3NEPC, LLC, 4Investopedia, 5Hedgeco.net 

- The actual rate of return of an investment over a specified time 
period. Total return includes interest, capital gains, dividends, and distributions 
realized over a defined time period.  

 - The list of all assets eligible for inclusion in a portfolio. 

– Standard Deviation of Positive Returns 

 - A stock market index weighted by the market 
capitalization of each stock in the index. In such a weighting scheme, larger 
companies account for a greater portion of the index. Most indexes are con-
structed in this manner, with the best example being the S&P 500.  

 - The current yield of a security is the current indicated annual divi-
dend rate divided by current price.  

 -The discount rate that equates the present value of cash 
flows, both principal and interest, to market price.  
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