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Executive Summary

 Performance

PERF Calendar Year 2019 net return was 17.3%. This brings 5 and 10 year returns to 7.1% and 8.4% respectively.
« Public Equity was the primary contributor to PERF performance, returning +25.8%

PERF Calendar Year 2019 excess return was -1 bp.
* Primary contributors were Real Assets (+22 bps) and Income (+12 bps)
* Primary detractors were Public Equity (-14 bps), Trust Level (-15 bps), and Allocation effects (-11 bps)

Affiliate Investment Program returns for FY2019 were in line with their respective asset allocations and closely tracked their
benchmarks.

The current risk model estimate for total plan volatility is 9.7%.

The model estimate is indicative of expected behavior given recent market experience. The bigger risk for PERF remains that of a
severe and/or sustained drawdown in global equity markets which would not be predicted by the model.

Current active volatility estimate is 86 bps, within the 1.5% limit. Active volatility from public markets is 14 bps.

« Economic Update

Steady GDP and jobs market, benign inflation, stable sectoral imbalances and central bank/fiscal pivots all encouraged a risk rebound
during 2019.

Central banks will likely keep policy very accommodative in 2020 but left tail risks (pandemic, trade, elections) make for a challenging
year for returns.
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Performance & Risk
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PerfOrmance Summary (as of December 31, 2019)

As of December 31, 2019 20 Yr 10 Yr 5Yr 3Yr 1Yr FYTD
Ending
Market Value  Net [Excess Net Excess Net Excess Net Excess Net Excess Net Excess
Funds Managed (MM) Return bps Return bps Return bps Return Return bps Return

Public Employees' Retirement Fund 394,844 | 57%  (32) | 8.4% (2) 1%  (17) | 94% (21) | 173% (1) 5.6% 3)
CalPERS Health Care Bond Fund 490 | 4.3% 14 4.1% 37 3.1% 4 4.1% 4 8.7% (3) 2.4% (2)
CEPPT Strategy 1 4 - - - - - - - - -

CEPPT Strategy 2 0 - - - - - - - - -

CERBT Strategy 1 9,138 - - 8.0% 25 6.8% 36 9.7% 30 | 21.7% 11 7.0% 11
CERBT Strategy 2 1,419 - - - - 6.0% 33 8.6% 30 | 191% 7 5.9% 9
CERBT Strategy 3 663 - - - - 5.0% 28 7.1% 25 | 16.2% 8 4.7% 6
Judges' Retirement Fund 39| 1.9% 12 0.7% 8 1.2% 15 1.8% 13 2.3% 6 1.1% S
Judges' Retirement System Il Fund 1,855 | 5.5% 10 8.2% 17 6.6% 25 9.4% 26 1208% 20 6.6% 10
Legislators' Retirement System Fund 16 | 5.5% 1 6.7% 26 5.1% 21 7.2% 23 | 16.2% 9 4.7% 5
Long-Term Care Fund 4941 | 4.4% 13 5.7% 16 4.4% 5 6.6% 6 15.9%  (10) | 4.5% 0
Terminated Agency Pool 170 - - - - 3.5% - 4.9% - 1.7% - 3.1%
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PERF Excess Returns: Rolling 5-Yr

(as of December 31, 2019)

e Total Fund 1-Yr Excess Return ~ —e—Total Fund Rolling 5-Yr Excess Return 5 Year (-17 bps/yr excess return)
@ Primary detractors
»  Public Equity (-6 bps)
»  Private Equity (-12 bps)
»  Allocation effects (-9 bps)
@ Primary contributor: Income (+8 bps)

3%
2%

1%

1 Year (-1 bp excess return)
(- Primary detractors
I »  Public Equity (-14 bps)
»  Trust Level (-15 bps)
»  Allocation effects (-11 bps)

-1%

-2% @ Primary contributors
*  Income (+12 bps)
-3% *  Real Asset (+22 bps)

Cy2010 CY2011 CY2012 CY2013 CY2014 CY2015 CY2016 CY2017 CY2018 CY 2019
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GrOWth ASSG’[S DOminate R|Sk (as of December 31, 2019)
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CalPERS Trust Level Review

Equity Markets Drive PERF Drawdowns

e S&P 500 drawdown from previous highs e PERF simulated drawdown*
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" *Simulated performance of PERF asset allocation rebalanced quarterly to the current policy targets assuming historical returns for current benchmarks. For historical
A\\\ '///,/ CalPERS periods where relevant indices are not available, risk comparable proxies are substituted.
Data Sources: Global Financial Data, Bloomberg Finance, MSCI, J.P. Morgan Asset Management
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Active Risk in Total Fund Context (as of December 31, 2019)

» Strategic Asset Allocation (Policy Benchmark) determines the vast majority of risk for the PERF
« Of the active risk, only small portion is attributable to “controllable” public asset exposures. Majority is
driven by private assets, subject to modeling challenges and non-investible benchmarks

PERF Total Volatility = 9.7% PERF Active Volatility = 86 bps
LTS Real Assets
10.2%
Public

Assets
4.0%

--~"Active
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Economic Update
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Review: stable growth/ benign inflation encouraged risk

US economy grew by 2.3% during
2019, a remarkably stable outcome
given the ‘noise’ around trade.

US GDP volatility (standard deviation
of growth rates) is at a post-war low.

US jobs growth was also very stable
(176K per month) but the labor share
of income remained low.

Housing effected a modest rebound.

With weak earnings growth during
2019, the bearish mini cycle in capex
IS unresolved.

2.3% = expansion average

US business capex has been tepid
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Outlook — tough road for returns

« Good news:

« US imbalances remain low and Household surplus 'funding’ federal deficit IMF revisions were before coronavirus
consumers have a savings cushion. US Sectoral Flows IMF Outlook for World GDP, January 2020
. - SRPITR - 15 2018 = 2019 | 2020 @ 2021
tI?elcessrl‘on rrllsITC;ndlcators remain 5 /G0p World Output 23 24
elow thresholds. y SAVER Advanced
. us
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Fed (2.2%). | ”“ll”‘ ‘ Emerging
_ -5 China
« Coronavirus could pare %2 to 1% off India
China growth, 10 ASEAN
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Outlook — jobs market constraint

Applicants scarce, jobs hard to fill
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Tight Labor Market Indicators
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US Labor Force Participation - Since 2016
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Still scope for labor market to grow

Labor Market Distributions Spider Chart
Data since March 1994
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Sources: U.S. Bureau of Labor Statistics, U.S. Department of Labor, National Federation of Indepandent Business, The Conferance
Board, and Haver Analytics

Copyright 2020 Federal Reserve Bank of Atlanta, All Rights Reserved, Permission is granted to reproduce for personal and
educational use only.
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