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Workshop Objectives 

• Communicate  

– Public equity market characteristics 

– Investment alternatives 

– Asset class beliefs 

– Asset class investment approach 

 

•  Describe asset class implementation model 

– Capital allocation 

– Strategy sourcing 

– Portfolio management and trading 

 

• Dialogue and affirmation of asset class beliefs 
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Role of Global Equity Within CalPERS 

Growth:  Public Equities 

 

The role of equities is total return oriented and to capture the equity risk 

premium, defined as the excess return over risk free government bonds, 

by means of ownership risk in companies and exposure to corporate 

earnings growth.  The major driver is appreciation, with some cash yield. 
 

– CalPERS Asset Liability Management Workshop (2010) 

 

Board-approved target allocation of 49 percent, with a range from 42 percent to 56 percent. 
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Underlying Assertions 

• Global capitalization weighted benchmark is the appropriate opportunity set 

 

• Focus on the total asset class portfolio is the best way to meet fiduciary 

responsibility 

 

• Active strategy deployment should focus on: 

– Each strategy’s role in the overall portfolio 

– Leverage access to actionable intellectual capital 

– Seek adequate performance versus appropriate benchmarks 

 

• Amount of active risk taken should reflect the level of confidence in the capital 

allocation process to contribute to overall asset class results 

 



Attachment 1, Page 6 of 55 Global Equity Education Workshop Global Equity Education Workshop     

  

Market Opportunity Set 
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Custom FTSE All-World, All Capitalization Benchmark 

June 30, 2012 

• International ˃ 50% 

 

• Full market capitalization  

  coverage   

 

• CalPERS customization 

   ― Excludes tobacco 

   ― Iran / Sudan 

        restrictions 

   ― Emerging Markets  

        principles 

48% 

42% 

10% 

Market Segments 

U.S. Domestic Intl Developed Ex-U.S. Emerging Markets
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Geographic Representation of Global Equity Exposure 

   U.S. Domestic       Intl. Developed Ex-U.S.      Emerging Markets 
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FTSE All-World Country Inclusion Criteria 
 

• Required Criteria  

– Foreign direct equity ownership allowed 

– Availability of accurate and timely data 

– No significant exchange controls blocking timely repatriation of capital or dividends 

– Demonstrated interest by foreign investors 

– Adequate liquidity 

 

• Classification Criteria (Developed, Advanced Emerging, Secondary Emerging) 

– Per capita gross national income 

– Total market capitalization 

– Breadth and depth of market 

– Any foreign investor restrictions 

– Free flow of foreign exchange 

– Reliable and transparent price discovery 

– Efficient market infrastructure (trading, reporting, settlement) 

– Oversight by an independent regulator 
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Regional Characteristics 

Asolute  

Absolute  

Absolute  

    

Region Yield 
Price / 

Earnings 

Price / Book 

Value 

Price / Cash 

Earnings  
Price / Sales 

Return on 

Equity 

Domestic U.S. 2.17% 14.1 2.2 7.7 1.3 16.0 

International 

Developed 2.85% 13.5 1.7 7.0 1.0 12.9 

Emerging 

Markets 
3.40% 11.1 1.7 7.9 1.2 16.0 
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Source: MSCI        rolling 24 month correlations of monthly returns

Dec. 1989 - Jul. 2012
Correlations vs. U.S. Equity Returns
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FTSE Regional Returns – Annual Fiscal Years 

• Wide dispersion both cross sectional and through time 

• Standard deviation: Domestic 20.0%; Developed 24.4%; Emerging 27.4% 

• Very difficult to forecast absolute and relative returns 

Region 2006 2007 2008 2009 2010 2011 2012 
Total 

Period 

Domestic 

U.S. 
9.5% 20.3% -12.0% -26.8% 15.7% 32.0% 3.2% 33.8% 

International 

Developed 27.5% 28.4% -8.2% -30.6% 7.8% 31.9% -14.1% 27.4% 

 Emerging 

Markets 
33.0% 46.9% 2.5% -27.4% 25.1% 25.9% -16.0 92.4% 



Attachment 1, Page 16 of 55 Global Equity Education Workshop Global Equity Education Workshop     

Representation Metrics 

46.2% 

41.7% 

27.9% 

4.5% 

42.8% 

50.8% 

43.2% 

9.6% 11.0% 7.4% 

28.9% 

85.9% 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Market Cap "Fundamental" GDP Population

Public Equity Regional Weights 

U.S. Dev. ex.-U.S. Emerging

1 

1Equal weight:  sales, cash flows, dividends and book value. 
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Equity Investment Alternatives 

• Market reality 

– Market capitalization represents aggregate investor exposure  and returns 

– Excess returns, mathematically, are a zero sum game 

 

• Active management 

– Exposure different than market in general (represented by cap-weighted index) 

– Requirements 

o Market inefficiencies exist 

o Ability to identify inefficiencies and determine an appropriate strategy 

o Method to consistently exploit inefficiencies through a risk-controlled  
process 

o Ability to timely identify opportunities, then deploy capital to value added 
strategies 

o Expected excess return of active management is greater than increased 
cost 
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• Active management (continued) 

– Excess return and alpha levers (tactical and strategic) 

o Security selection 

o Factor exposure 

o Leverage 

o Out of benchmark exposure 

o Market timing 

o Substitution 

– Not all excess returns constitute “alpha” 

o Examples: leverage, out of benchmark, factor exposure 

– Only want to pay for true alpha and proprietary insights 

 

Equity Investment Alternatives 
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Active Management Consistency – Domestic Large Core2 

3-Year Quartile 

2011 

1st 15% 

2nd 18% 

3rd 25% 

4th 37% 

3-Year Quartile Rank 2008 

1st 2nd 3rd 4th 

3-Year Quartile 

2011 

1st 42% 

2nd 22% 

3rd 15% 

4th 19% 

2011: Index Rank 37%; Average Excess Return -0.57%; Average Information Ratio -0.18 

2 Wilshire Associates data 
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Active Management Consistency – Non-U.S. Equity2 

  

3-Year Quartile 

2011 

1st 28% 

2nd 22% 

3rd 22% 

4th 28% 

3 -Year Quartile Rank 2008 

1st 2nd 3rd 4th 

3-Year Quartile 

2011 

1st 22% 

2nd 28% 

3rd 17% 

4th 33% 

2011: Index Rank 71%; Average Excess Return 1.79%; Average Information Ratio 0.39 

2 Wilshire Associates data 
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Active Management Consistency – Emerging Markets2 

3-Year Quartile 

2011 

1st 50% 

2nd 13% 

3rd 25% 

4th 13% 

3-Year Quartile Rank 2008 

1st 2nd 3rd 4th 

3-Year Quartile 

2011 

1st 0% 

2nd 22% 

3rd 33% 

4th 44% 

2011:  Index Rank 588; Average Excess Return 1.29%; Average Information Ratio 0.15 

2 Wilshire Associates data 
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• Replication strategies 

– Can be active or index 

o Active replication – systematic or structured exposure different than overall 
market 

 Examples: fundamental, minimum volatility 

o Index – mirror the market or a market proxy 

 

• Conditions impacting selection of implementation strategy 

– Size of exposure 

– Interaction effect among strategies 

– Other asset class roles (overall risk exposures) 

 

• Combining index and active – current structure 

– Reflects constraints and uncertainty 

o Size of overall allocation: 48% of Plan ($112.7B) 

o Historical results in manager selection 

o Private equity as active management in growth exposure category 

 

Equity Investment Alternatives 
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Global Equity Capital Deployment Characteristics 

Asolute  

Absolute  

Absolute  

    

Domestic U.S. Developed Markets Emerging Markets Total 

Approach $ % $ % $ % $ % 

Index (Internal) $ 39.3 72% $ 35.3 75% $ 4.9 44% $ 79.5 72% 

Active Replication 

(Internal) $  4.0  7% $  3.5  7% $  1.4  12% $  8.9  7% 

Active (Internal) $  3.5 7% $  0.5 1% $  0.8 7% $  4.8 7% 

Active (External) $  7.6 14% $  7.8 17% $  4.1 37% $  19.5 14% 

Total $ 54.4 100% $ 47.1 100% $ 11.1 100% $112.7 100% 

Asset Class Percent 48% 42% 10% 100% 
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Asset Class  

Implementation 
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Global Equity – Link to Investment Beliefs 
• Strategic asset allocation is the dominant determinant of return and risk  

– Delivery of equity beta is the primary mission of Global Equity 

 

• A return premium is required to take on risk 

– Capture of equity risk premium 

 

• Long-term investment horizon is an advantage  

– Ride out short-term volatility 

– Both in the beta and alpha  

– Liquidity provision (securities lending, synthetic equity, etc.) 

 

• Costs matter because they reduce returns  

– Internal management cost advantage 

– Fee structures intended to pay for alpha but not for beta (aspirational) 

– Low cost, both absolute and relative to peers 
 

 

 



Attachment 1, Page 26 of 55 Global Equity Education Workshop Global Equity Education Workshop     

Total Asset Class Focus3 

Asset Class Objectives: 

Benchmark selection drives 80%+ of return variation 

Capital Allocation:  

Variation from benchmark  drives 10%+ 
of return variation 

Active / Index Selection: 
Drives 5%+ of return 

variation  

Manager Selection: 

Residual Return 

 

 

 

3 Adapted from Wilshire Associates’ 2011 Review of Active Management 
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Total Asset Class Focus 

Asset Class Objectives: 

Capital Allocation:  

 

Active / Index 
Selection: 

 

Manager 
Selection: 

 

 

 

 

Decision Input 

 

• Asset / Liability Workshop 

• Investment Committee 

• Investment Strategy Group 

 

 

 

 

 

• Investment Strategy Group 

• Asset Class 
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Capital 
Allocation 

Strategy Sourcing 

Qualitative 

Due Diligence 

Quantitative 

Due Diligence 

GE Capital 
Allocation 
Committee 

Contracting & 
Integration 

Implementation & 
Assessment 

Internal External 

Portfolio 

Construction 

Trading 

Global Equity Business Activities 
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• Global Equity Allocation System 

Demonstration 

 
Capital 

Allocation 

Global Equity Business Activities 
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• Based on research and opportunities 

awareness 

 

– Investment Proposal Tracking 

System (IPTS) 

 

– Manager Development Program 

(MDP) advisors 

 

– Building a bench 

 

Strategy Sourcing 

Qualitative 

Due Diligence 

Quantitative 

Due Diligence 

GE Capital 
Allocation 
Committee 

Contracting & 
Integration 

Global Equity Business Activities 
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Strategy Sourcing Process 
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• Understand and decompose sources of 

exposure, return and risk 

 

• Assessing fit within overall portfolio 

 

• Determining appropriate benchmark 

 

Strategy Sourcing 

Qualitative 

Due Diligence 

Quantitative 

Due Diligence 

GE Capital 
Allocation 
Committee 

Contracting & 
Integration 

Global Equity Business Activities 
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• Assessment of process, team and 
infrastructure 

 

• Assessing appropriate measures of 
success 

 

• Identifying role in the overall portfolio 

 

Strategy Sourcing 

Qualitative 

Due Diligence 

Quantitative 

Due Diligence 

GE Capital 
Allocation 
Committee 

Contracting & 
Integration 

Global Equity Business Activities 



Attachment 1, Page 34 of 55 Global Equity Education Workshop Global Equity Education Workshop     

• Objective review and affirmation 

 

• Constructive debate 

 

• Decision-making 

 

Strategy Sourcing 

Qualitative 

Due Diligence 

Quantitative 

Due Diligence 

GE Capital 
Allocation 
Committee 

Contracting & 
Integration 

Global Equity Business Activities 
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• Alignment of interest 

 

–  Benchmarks 

 

–  Fees 

 

–  Restrictions 

 

–  Other value added (intellectual 

      capital inputs) 
 

Strategy Sourcing 

Qualitative 

Due Diligence 

Quantitative 

Due Diligence 

GE Capital 
Allocation 
Committee 

Contracting & 
Integration 

Global Equity Business Activities 
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Implementation & 
Assessment 

Internal External 

Portfolio 

Construction 

Trading 

Global Equity Business Activities 

• Analysis and attribution reporting by 

strategy (including quantitative review) 

 

• Qualitative monitoring (philosophy, 

process, people, performance) 

 

• Providing inputs for capital allocation 

decisions 

 

• Clearly defining and monitoring each 

strategy’s role in the portfolio 
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• Confirm strategy role in overall portfolio 

 

• Establish review protocol 

 

• Access intangibles such as intellectual 

inputs into policy decisions 

 

Implementation & 
Assessment 

Internal External 

Portfolio 

Construction 

Trading 

Global Equity Business Activities 
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Strategy Review Information 
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Strategy Review Information 
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Strategy Review Information 
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Strategy Review Information 
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Strategy Review Information 



Attachment 1, Page 43 of 55 Global Equity Education Workshop Global Equity Education Workshop     

Strategy Review Information 
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Strategy Review and Information 
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Proprietary Intellectual Input 
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• Managing exposure changes 

 

• Executing transitions (Plan-level and 
within Global Equity portfolio) 

 

• Managing underlying portfolio 
exposures 

Implementation & 
Assessment 

Internal External 

Portfolio 

Construction 

Trading 

Global Equity Business Activities 
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• Assess portfolio weights vs. desired 

weights 

 

• Assess potential alpha sources 

 

• Generate security-level trades 

 

Implementation & 
Assessment 

Internal External 

Portfolio 

Construction 

Trading 

Global Equity Business Activities 
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Portfolio Construction 
Intl Index Portfolio
August 22, 2012

Pre Trade Analysis $ Current bps

NAV (adjusted through today) 3,938,532,024$       
MV Securities (adjusted through today) 3,911,209,639$       
Total Cash 27,322,385$            69.4
Equitized Cash 25,901,560$            65.8
Unequitized Cash 1,420,825$             3.61

Spendable Cash Pool 13,508,105$            34.30
nav mvs

Beginning NAV 3,938,532,024$ 3,913,999,216$  

Adj NAV 3,938,532,024$       

Beginning MV of Securities 3,913,999,216$       
Adj MV of Securities 3,911,209,639$       

Beginning Spendable Cash 13,508,105$            
Adj Spendable Cash 13,508,105$            

Reported Value of Futures 25,901,560$            

Adj Value of Futures 25,901,560$            
-$                       

Equity Trade -$                       
 

Trade Analysis
Post-Trade Unequitized Cash Exposure 1,420,825$             3.6

Post Trade Analysis
Adjusted NAV 3,938,532,024$       
MV Securities (adjusted through today) 3,911,209,639$       
Total Cash 27,322,385$            69.4
Equitized Cash 25,901,560$            65.8

Unequitized Cash 1,420,825$             3.61

Spendable Cash Pool 13,508,105$            34.30
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Portfolio Construction 
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0%

10%
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Country Analysis 
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• Broker evaluation, selection and 
allocation 

 

• Determine appropriate execution 
mechanism 

 

• Execute trades 

 

Implementation & 
Assessment 

Internal External 

Portfolio 

Construction 

Trading 

Global Equity Business Activities 
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Trade Management 
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• Global Equity Capital Allocation 
Committee 

 

• Portfolio view 

 

• Balancing return and risk 

 

• Multi-dimensional risk exposure 
analysis 

 

• Consider portfolio trade-offs and 
opportunistic pair trades 

 

Capital 
Allocation 

Global Equity Business Activities 



Attachment 1, Page 53 of 55 Global Equity Education Workshop Global Equity Education Workshop     

Return / Risk Dashboard 
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Risk Attributes 
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Conclusion 

Initial Assertions: 

 

• Global capitalization weighted benchmark → appropriate 

 

• Total asset class portfolio → best place to add value 

 

• Active management deployment → managing roles, risk and proprietary insights 

 

• Total Global Equity risk budget → intelligent but humble risk-taking 


