
  

 

 

 

         
       

  

     
      

    

  

      
     

  

    

      
  

 

    
     

      

    
      
 

 

 
    

 

 

  

 

 

 

     

 -

Item 7a, Attachment 2, Page 1 of 10

Period Ending June 30, 2018 

Global Fixed Income Annual Review  Supplemental Report 

Investment Objective Asset Class Characteristics 

The role of Global Fixed Income is to serve as an Interim Managing Investment Director: Arnie Phillips 
economic diversifier to equity risk and be a reliable source 
of income. Assets: $79.1 Billion 

- CalPERS ALM Workshop (2013) Benchmark: 90% Barclays Long Liabilities + 10% Barclays 
International Fixed Income Index GDP 
Weighted ex-U.S. 

The Fixed Income team actively manages CalPERS 
assets in various fixed income instruments, including 

▪ The Investment Office staff manages  about 93%
commercial real estate mortgages, corporates, residential internally, with a portion of the high yield and
mortgages, sovereigns, non-dollar bonds, treasuries, international fixed income allocation being managed
agencies and others externally.

Global Fixed Income serves as an economic diversifier to 
▪ CalPERS long-term investment horizon allows staff to

equity risk and a reliable source of income. generate alpha by shifting sector risks during an
economic cycle.

Asset Allocation 

US Class Allocation Income 

S Interim Strategic Target Range % 17-27%
36.8% 

Interim Strategic Target % 22%

Actual Investment % 22.5%

Variance % (Strategic vs. Actual) 0.5%

Interim Strategic Target $ $ 77.4 Billion 

Actual Investment $ $ 79.1 Billion 

Variance $ (Interim Strategic vs. Actual) $ 1.6 Billion 

Note: Interim Strategic Target adopted March 2018 

GOVERNMENT 

STRUCTURED 
SECURITIES 

19.3% 

CREDIT 
27.0% 

OPPORTUNISTIC 
5.5% 

INTERNATIONAL 
8.4% 

SOVEREIGNS 
3.0% CASH 

SECURITIES 
0.0% 

Asset Liability Management Expectations 
*Capital markets assumptions used in the 2013 ALM Workshop 1-Year Projected Standard Deviation Expected Standard Deviation* 

3-Year Net Return Expected Annual Return* 8%4% 
3.5% 

7%3.2% 

6%3% 
5% 

4%2% 
3% 

2%1% 
1% 

0%0% 
Global Fixed Income Global Fixed Income 

6.0% 

7.0% 
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GLOBAL FIXED INCOME PERFORMANCE 

Asset Class Ending Market Value Net Return Excess BPS Net Return Excess BPS Net Return Excess BPS Net Return Excess BPS

GLOBAL FIXED INCOME $ 79.1 Billion 0.4% 38 3.2% 52 3.8% 73 5.7% 85

DOMESTIC FIXED INCOME $ 72.4 Billion 0.3% 51 3.3% 60 4.2% 80 6.1% 88

INTERNATIONAL FIXED INCOME $ 6.6 Billion 1.5% (22) 2.7% 34 0.6% 59 2.3% 98

MONTH ENDING JUNE 30, 2018 FYTD 3-YR 5-YR 10-YR
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Period Ending June 30, 2018 

Inflation Annual Review  Supplemental Report 

Investment Objective 

The role of Inflation Assets is to provide liquid and strong 
protection against inflation. 

- CalPERS ALM Workshop (2013)

The role of Inflation-Linked Bonds is to provide a direct 
hedge against inflation using liquid securities and to be a 
partial liability hedge with some income yield. Inflation-
linked bonds are internally managed and represent 
approximately 75% of the program. 

Commodities is also internally managed and represents 
approximately 25% of the program. Commodities is 
managed through an unlevered exposure to a diversified 
group of commodity futures or their investment equivalents. 

Asset Allocation 

INFLATION 
LINKED BONDS 

75.0% 

COMMODITIES 
25.0% 

Asset Liability Management Expectations 
*Capital markets assumptions used in the 2013 ALM Workshop 

3-Year Net Return Expected Annual Return* 

4% 

3% 

3% 

2% 

2% 

1% 

1% 

0% 

0.8% 

3.0% 

Inflation 

Global Fixed Income, Inflation, and Liquidity Annual Review 

Asset Class Characteristics 

Interim Managing Investment Director: Arnie Phillips 

Assets: $20.8 Billion 

Benchmark: 75% Global ILB Custom Index + 25% 
Standard & Poor's GSCI Total Return Index 

*Global ILB Custom Index : Blend of 67% Barclays Global Inflation-
Linked U.S. and 33% Barclays Universal Government Inflation

Linked Bond Index ex-US 

▪ The Inflation Program was initiated in 2007 and is
comprised of 2 main components

• Inflation-Linked Bonds
• Commodities

▪ Inflation assets provide strong liquid inflation protection
• Liquidity
• Moderate growth risks
• Low Cash yield

Class Allocation Inflation 

Interim Strategic Target Range % 3-9%

Interim Strategic Target % 6%

Actual Investment % 5.9%

Variance % (Strategic vs. Actual) (0.1%)

Interim Strategic Target $ $ 21.1 Billion 

Actual Investment $ $ 20.8 Billion 

Variance $ (Interim Strategic vs. Actual) $(0.3 Billion) 

Note: Interim Strategic Target adopted March 2018 

1-Year Projected Standard Deviation Expected Standard Deviation* 

7.8% 
7.3% 

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

Inflation 
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INFLATION PERFORMANCE 

-4.0%

-2.0%

0.0% 

2.0% 

4.0% 

6.0% 

8.0% 

1 - YEAR EXCESS RETURNS ROLLING 3-YEAR EXCESS RETURNS 

Asset Class Ending Market Value Net Return Excess BPS Net Return Excess BPS Net Return Excess BPS Net Return Excess BPS

INFLATION $ 20.8 Billion 9.3% 36 0.8% 30 (0.4%) 53 (1.8%) (75)

CORE INFLATION LINKED BONDS $ 14.0 Billion 2.6% 8 1.8% 3 2.0% 25 2.9% 24

INTERNAL COMMODITIES $ 3.7 Billion 30.3% 29 (4.3%) 5 (9.5%) (13) (12.4%) 1

TACTICAL COMMODITIES $ 1.6 Billion 32.5% 250 (4.8%) (44) (9.7%) (33) N/A N/A

TACTICAL TIPS $ 1.6 Billion 2.1% 0 1.8% (11) 1.5% (15) N/A N/A

MONTH ENDING JUNE 30, 2018 FYTD 3-YR 5-YR 10-YR
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Period Ending June 30, 2018 

Liquidity Annual Review Supplemental Report 

Investment Objective 

The role of Liquidity is to exhibit safety and capital 
preservation properties as well as to provide 
effective risk protection during a financial crisis. 

- CalPERS ALM Workshop (2013)

The liquidity program is composed of a single short-term 
portfolio which is internally managed.  The liquidity 
program seeks to provide liquid assets that could be 
converted to cash with little market impact. 

Asset Allocation 

CASH 
EQUIVALENT 

100.0% 

Asset Liability Management Expectations 
*Capital markets assumptions used in the 2013 ALM Workshop 

3-Year Net Return Expected Annual Return* 
3% 

2.0%2% 

2% 

1% 

1% 

0% 

Liquidity 

0.9% 

Asset Class Characteristics 

Interim Managing Investment Director: Arnie Phillips 

Assets: $11.8 Billion 

Benchmark: 30-Day Treasury Bill 

▪ The Liquidity Program was initiated in 2011 and is
comprised of 1 short-term portfolio.

Class Allocation Income 

Interim Strategic Target Range % -3%-9%

Interim Strategic Target % 3%

Actual Investment % 3.3%

Variance % (Strategic vs. Actual) 0.3%

Interim Strategic Target $ $ 10.6 Billion 

Actual Investment $ $ 11.8 Billion 

Variance $ (Interim Strategic vs. Actual) $ 1.2 Billion 

Note: Interim Strategic Target adopted March 2018 

1-Year Projected Standard Deviation Expected Standard Deviation* 

1.0% 

3.0% 

0% 

1% 

1% 

2% 

2% 

3% 

3% 

4% 

Liquidity 
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LIQUIDITY PERFORMANCE

Asset Class Ending Market Value Net Return Excess BPS Net Return Excess BPS Net Return Excess BPS Net Return Excess BPS

LIQUIDITY $ 11.8 Billion 1.7% 36 0.9% 27 0.9% (15) N/A N/A

INTERNAL SHORT TERM PORTFOLIO $ 11.8 Billion 1.7% 34 1.0% 19 0.6% 15 N/A N/A

MONTH ENDING JUNE 30, 2018 FYTD 3-YR 5-YR *10-YR

* 10-YR reporting is omitted as the current Liquidity Program Policy went into effect in July 2011.  Historical Liquidity composite returns are available from June 1993. 

-2.0%

0.0% 

2.0% 

1 - YEAR EXCESS RETURNS ROLLING 3-YEAR EXCESS RETURNS 
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INVESTMENT RISK 

Period Ending June 30, 2018 

Global Fixed Income - Sharpe Ratio Global Fixed Income - Annualized Standard Deviation 

4.42 4.41 4.40 
4.56 

0.0 

0.5 

1.0 

1.5 

2.0 

2.5 

3.0 

3.5 

4.0 

4.5 

5.0 

3 Year 5 Year 

FIXED INCOME FIXED INCOME POLICY BENCHMARK 
FIXED INCOME FIXED INCOME POLICY BENCHMARK 

0.9 

0.8 

0.7 

0.6 

0.5 

0.4 

0.3 

0.2 

0.1 

0.0 

3 Year 5 Year 

0.57 

0.77 

0.46 

0.59 

Inflation  Annualized Standard Deviation Inflation  Sharpe Ratio 

5.53 
5.76 5.63 

6.06 

0.0 

1.0 

2.0 

3.0 

4.0 

5.0 

6.0 

7.0 

3 Year 5 Year 

INFLATION INFLATION POLICY BENCHMARK INFLATION INFLATION POLICY BENCHMARK 

0.1 

0.0 

-0.1 

-0.1 

-0.2 

-0.2 

-0.3 

0.02 

-0.13 

-0.03 

-0.22 

3 Year 5 Year 

Liquidity  Annualized Standard Deviation Liquidity  Sharpe Ratio 

LIQUIDITY LIQUIDITY POLICY BENCHMARK LIQUIDITY LIQUIDITY POLICY BENCHMARK 

0.18 

0.85 

0.15 

1.27 
1.6 

1.4 

1.4 

1.2 
1.2 

1.0 
1.0 

0.8 0.8 

0.60.6 

0.4 
0.4 

0.2 

0.2 0.0 

0.0 -0.2 

1.46 

0.52 
0.46 

3 Year 5 Year 
-0.12 

3 Year 5 Year 
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EXPENSES (includes Global Fixed Income, Inflation, and Liquidity) 

Expenses FY 2017-2018 FY 2016-2017 Fiscal YOY Change

($millions) ($millions) ($millions)

Internal Management $11 $10 $0

External Management $11 $14 -$2

Consultants Expense $0 $0 $0
Technology, Operating & 

Administrative Expense $13 $11 $2

Ex
p

e
n

se
 A

m
o

u
n

ts
 (

$
) 

$14 

$12 

$10 

$8 

$6 

$4 

$2 

$0 

-$2 

-$4 

Expense Summary 

FY 2017-2018 

FY 2016-2017 

Fiscal YOY Change 

Internal Management External Management Consultants Expense Technology, Operating & 
Administrative Expense 

STAFFING (as of 06/30/2018) 

Arnie Phillips - Interim MID

Lou Zahorak - ID

Michael Rosborough - ID

John Rothfield - ID

John Johnson - ID

Investment Managers

Associate Investment Managers

Investment Officers

Senior Management Team Years with CalPERS Years Experience

25 31

17

6 31

6

13 27

8 28

8 31

Investment Team Number of Members

10

Staffing Updates 

▪ Hired 2 IOs and 3 SCs
▪ Lost 1 MID, 3 IOs and 4 SCs
▪ Promoted 1 AIM and 3 IOs
▪ Transferred 1 IM and 1 IO to new

Opportunistic Strategies Unit
▪ Current Vacancies

• 1 MID
• 1 ID
• 2 IMs
• 2 AIMs
• 1 IO
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POLICY 

REVIEWED AMEND POLICY/DELEGATION NAME ACTION

✓ NO GFI MID Delegation of Authority No changes required

✓ NO CalPERS Total Fund Investment Policy No changes required

✓ NO
CalPERS Total Fund Investment Policy - 

Liquidity Policy
No changes required

✓ NO
CalPERS Total Fund Investment Policy - 

Terminated Agency Pool
No changes required

✓ NO Global Fixed Income Program No changes requi red

✓ NO Inflation Assets  Program No changes required
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CalPERS INVESTMENT BELIEFS 
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