
Pension Consulting Alliance, LLC  II  Asset Allocation Review 1

Rhode Island State Investment Commission
ERSRI 2015 Performance Review  

February 24, 2016

Presented by:

Pension Consulting Alliance,  Inc.
Allan Emkin
John J. Burns, CFA



Pension Consulting Alliance, LLC  II  Asset Allocation Review 2

General Characteristics of the Fund

• Plan is underfunded (approx. 60% funded).

• Plan is mature:  Benefit payments > Employer + Employee contributions 
(approximately 5% net negative outflow per year) 

– Requires liquidity to pay benefits 

• Underfunded status and negative cash flow reduce the Fund’s ability to recover from 
a large negative market event (large drawdown – similar to 2008).

– Also reduces management flexibility 

• As a result, the Fund, though a long-term investor, has to also be concerned with 
performance outcomes in the near term.

ASSET ALLOCATION : ERSRI BACKGROUND
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• Continue to allocate towards strategic  policy allocation targets

– Equity Infrastructure (3%) in the Real Return Portfolio 

– Fund the Real Estate portfolio:  Current allocation 6% (versus Policy allocation of 
8%)

PORTFOLIO NEAR-TERM STRATEGY (Readopted in July 2015)
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ERSRI CHARACTERISTICS VS. MEDIAN PUBLIC PENSION FUND 

Median Public Fund
Median Fund

(2013)
ERSRI
(2015)

Funding Level 73% 55.6%

Ratio Active to Retirees 1.55 : 1 1: 1

Net Negative Cash Flow 2.7% p.a. >5% p.a.

Median Actuarial Return Target 7.75% 7.50%

Asset Allocation
Median Fund

(2013)
ERSRI
(2015)

Public Equity 50% 47%
Fixed Income 24% 23%
Real Estate 7% 6%
Alternatives 15% 23%
Cash/Other 4% 1%
Total 100% 100%

Note:  Median Fund data source – NASRA 2013 data
ERSRI data - 2015 
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Portfolio Arithmetic Return: 7.2%
Portfolio Geometric Return: 6.6%
Portfolio Standard Deviation: 11.1%
Expected Sharpe Ratio:   0.39

Cash
3%

Core Fixed
15%

Real Estate
8%

Real 
Return
14%

Abs Return 
Hedge 
Funds

7%

Equity 
Long-
Short 
HFs
8%

Global 
Equity
38%

Private 
Equity

7%

Portfolio Policy Allocation
Cash
0%

Core Fixed
2%

Real Estate
4%

Real Return
11%

Abs Return 
Hedge Funds

2%

Equity Long-
Short HFs

5%

Global Equity
62%

Private Equity
14%

Porfolio Risk Allocation

SOURCES OF PORTFOLIO RISK: CURRENT STRATEGIC POLICY   

Expected 10 year risk and return * Although portfolio is diversified 
among asset classes / strategies –
Equity (growth) risk is still the 
largest portfolio risk

* Based on PCA 2014 capital market assumptions 
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• Focus on portfolio risk and return efficiency – improve portfolio’s Sharpe ratio 

• Equity (growth) assets are the primary driver of total portfolio return and risk

• Portfolio diversifying assets / strategies 
– Hedge Fund Portfolios

• Global Equity Hedge Funds 
• Absolute Return Hedge Funds 

– Core Fixed Income Portfolio 
– Core Real Estate Assets 
– U.S. TIPS Portfolio 
– Cash 

ERSRI RISK MANAGEMENT PHILOSOPHY 
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• Each asset class has unique investment characteristics.

• Each asset can be used in portfolio construction to bring a specific risk, return or correlation 
characteristic to the portfolio.

• Individual asset can play several roles in the portfolio depending on how they are 
structured.

• Knowing the role an asset plays in the portfolio minimizes (but does not eliminate) negative 
return surprises.

Asset Class Role Risk
Core Fixed Income Stability / Liquidity Interest Rate

Absolute Return HFs Stability / Diversification Active management 

Real Return Inflation Protection Credit / Growth 

Real Estate Income / Growth Interest Rate

Equity HFs Growth / Diversification Active management 

Global Equity Growth / Liquidity Equity (Growth) 

Private Equity Growth Equity / Illiquidity 

ROLE OF ASSETS


Sheet1

		Asset Class 		Role		Risk

		Core Fixed Income		Stability / Liquidity 		Interst Rate

		Asbolute Return HFs		Stability / Diverisfication 		Active management 

		Real Return		Inflation Protection 		Credit / Growth 

		Real Estate		Income / Growth		Interst Rate

		Equity HFs 		Growth / Diversification 		Active management 

		Global Equity 		Growth / Liquidity 		Equity 

		Private Equity 		Growth 		Equity / Illiquidity 

		Asset Class 		Role		Risk

		Core Fixed Income		Stability / Liquidity 		Interest Rate

		Absolute Return HFs		Stability / Diversification 		Active management 

		Real Return		Inflation Protection 		Credit / Growth 

		Real Estate		Income / Growth		Interest Rate

		Equity HFs 		Growth / Diversification 		Active management 

		Global Equity 		Growth / Liquidity 		Equity (Growth) 

		Private Equity 		Growth 		Equity / Illiquidity 





Sheet2





Sheet3
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Indexes 1 Year 3 Year 5 Year 10 Year 20 Year 
Global Equity      

MSCI All Country World -1.8% 8.3% 6.7% 5.3% 6.4% 
Domestic Equity      

S&P 500 1.4% 15.1% 12.6% 7.3% 8.2% 
Russell 3000 0.5% 14.7% 12.2% 7.4% 8.3% 

International Equity      
MSCI All Country World ex US -5.3% 1.9% 1.5% 3.4% 5.0% 
MSCI EAFE -0.4% 5.5% 4.1% 3.5% 4.8% 
MSCI Pacific 3.2% 6.0% 3.4% 2.6% 2.0% 
MSCI Europe -2.3% 5.1% 4.5% 4.0% 6.8% 
MSCI EM (Emerging Markets) -14.6% -6.4% -4.5% 4.0% 5.5% 

Fixed Income      
BC Aggregate Bond 0.6% 1.4% 3.3% 4.5% 5.3% 
BC Government 0.9% 1.0% 2.8% 4.1% 5.0% 
BC Credit Bond -0.8% 1.5% 4.4% 5.2% 5.8% 
BC Mortgage Backed Securities 1.5% 2.0% 3.0% 4.6% 5.4% 
BC High Yield Corporate Bond -4.5% 1.7% 5.0% 7.0% 6.8% 

Real Estate      
NCREIF (Private RE) 13.3% 12.0% 12.2% 7.8% 9.9% 
NAREIT (Public RE) 2.3% 10.3% 11.6% 6.9% 10.3% 

Commodity Index      
Bloomberg Commodity (formerly DJUBS) -24.7% -17.3% -13.5% -6.4% 1.0% 

 

CAPITAL MARKET RETURNS ENDING DECEMBER 2015  

• Risk taking rewarded in the U.S. Equity and Real Estate markets over the past 5 years 

• Non-U.S. Equity lags U.S. Equity; Emerging Equity Markets have negative returns over the 
past 5 years - Commodity markets partially responsible 

• Credit risk rewarded in the long-term; however not in the past year
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ERSRI PORTFOLIO: RETURNS ENDING 12/31/2015

Total fund returns similar to policy benchmark:  1% annual tracking error

Capital market returns have been low for the past decade  (page 8)       

Source: BNY Mellon 

Total Fund Performance vs. Policy Benchmark

1 Year 3 Year 5 Year

Total Portfolio (0.28) 5.92 6.27 
Policy Benchmark (0.38) 6.21 6.35 
Excess Return 0.10 (0.29) (0.08)

Net of Fees 

Perform. vs. Actuarial Rate

1 Year 3 Year 5 Year 10 Year

Total Portfolio (0.28) 5.92 6.27 5.05 

Actuarial Rate 7.50 7.50 7.76 8.01 

Excess Return (7.78) (1.58) (1.49) (2.96)
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ERSRI PORTFOLIO: RETURN AND RISK 

As of December 31, 2015 

Return / Risk 5-Year Annualized Risk/Return

• Total portfolio has exhibited lower return volatility than the policy benchmark, 60/40 portfolio and 
the median public pension plan

• Capital market return volatility has been very low for this 5-year period  
Source: BNY Mellon 
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ERSRI PORTFOLIO: RETURNS

As of December 31, 2015 

Global Equity

Global Equity Portfolio is being managed consistent with expectations 

• The role – beta exposure to growth 
• Managers are meeting investment objectives / QVM Tilt recently funded 

outperforming benchmark 
• Equity hedge fund portfolio is meeting investment objective

Source: BNY Mellon 

Net of Fees

Manager
Mkt Value 

($000) Asset Class 1 YR 3 YR 
QVM Tilt 502,494 Customized Beta --- ---
MSCI World Net Dividend Index
SSGA MSCI EAFE Index Fund 998,358 Index Fund (0.59) 5.28 
MSCI EAFE Net Dividend Index --- --- (0.81) 5.01 

SSGA MSCI Canada Index Fund 96,804 Index Fund (23.70) (6.06)

MSCI Canada Net Dividend Index --- --- (24.16) (6.66)

SSGA MSCI Emerging Markets Index Fund 308,407 Index Fund (15.16) (6.97)

MSCI Emerging Markets Net Dividend --- --- (14.92) (6.76)
SSGA Russell 3000 Index Fund 1,477,020 Index Fund 0.60 14.77 
Russell 3000 0.48 14.74 

Equity Hedge Funds 606,024 Hedge Funds-Global Equities 1.27 6.77 
HRFI Equity Hedge (Total) Index (0.45) 5.02 
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ERSRI PORTFOLIO: RETURNS

As of December 31, 2015 

Real Estate Portfolio 

Real Estate portfolio is being managed consistent with expectations
• The role in the portfolio – income / growth:  focus on core Real Estate 

• 2-5 year underperformance due to portfolio restructuring to current policy 

Source: BNY Mellon 

Net of Fees

Asset Class 1 Year 3 Year 5 Year

Real Estate 14.22 10.20 11.44
NFI-ODCE Index 13.17 12.47 13.29
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ERSRI PORTFOLIO: RETURNS

As of December 31, 2015 

Private Equity Portfolio 

Private Equity portfolio is being managed consistent with expectations

• The role in the portfolio – return generation 

• 3-5 year underperformance due to portfolio out of the market in 2009-2010

Source: BNY Mellon 

Net of Fees

Asset Class 1 Year 3 Year 5 Year
Private Equity 7.02 9.80 10.70

ILPA All Fds Custom BM 1Q Lag 5.17 15.28 13.99
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ERSRI PORTFOLIO: RETURNS

As of December 31, 2015 

Fixed Income

Core Fixed Income Portfolio is being managed consistent with expectations

• Role in the portfolio  - diversification and exposure to interest rate risk 

• Managers are meeting investment objectives 

Source: BNY Mellon 

Net of Fees

Manager
Mkt Value 

($000) Asset Class 1 YR 3 YR 
Pyramis Global Advisors 537,350 Core Fixed Income 0.01 1.25 
Mackay Shields, LLC 528,307 Core Fixed Income 0.48 1.51 
BC Aggregate --- 0.55 1.44 
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ERSRI PORTFOLIO: RETURNS

As of December 31, 2015 

Real Return

Real Return Portfolio return is not consistent with expectations in the near term

• Role in the portfolio is to exceed  inflation by 4% over a full market cycle
– Many real return assets’ returns are driven by factors other than inflation that can lead to 

underperformance of the investment objective in the near-term

• WAMCO is not performing to expectations – returns have lagged benchmark  

• Hedge Funds are meeting expectations (page 16)
Source: BNY Mellon 

Net of Fees

Manager
Mkt Value 

($000) Asset Class 1 YR 3 YR
Brown Brothers Harriman 281,047 U.S. Treasury Inflation-linked Bonds (0.26) (1.23)
BBH Inflation-Linked Custom BM --- 0.14 (1.03)
PIMCO 206,342 High Yield and Bank Loans 1.13 
WAMCO 200,619 High Yield and Bank Loans (3.69)
30% BoA 1-3 BB-B HY/70% CSLLI (0.18)
Harvest Fund Advisor 56,055 MLP (31.01)
Alerian MLP Index (32.59)
Absolute Return Hedge Funds 518,385 Hedge Funds - Real Return 0.86 4.14 

HFRI Fund of Funds Composite Index (0.36) 3.92 
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Expectations Results

Asset Allocation Modeling Input (returns  and risk) 

Source: PCA Source: Cliffwater 

• Risk taking has been rewarded in the investment marketplace (upward sloping capital market line) since 
the inception of the Hedge Fund strategies 

• Assets above the capital market line are more efficient (higher return per unit of risk) and improve the total 
portfolio efficiency 

FOCUS ON HEDGE FUNDS: RISK / RETURNS (SINCE INCEPTION)   

Hedge Fund portfolios have achieved their investment objectives 
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DISCLOSURES: This document is provided for informational purposes only. It does not constitute an offer of securities of any of the issuers that may be described herein. Information
contained herein may have been provided by third parties, including investment firms providing information on returns and assets under management, and may not have been
independently verified. The past performance information contained in this report is not necessarily indicative of future results and there is no assurance that the investment in
question will achieve comparable results or that the Firm will be able to implement its investment strategy or achieve its investment objectives. The actual realized value of currently
unrealized investments (if any) will depend on a variety of factors, including future operating results, the value of the assets and market conditions at the time of disposition, any
related transaction costs and the timing and manner of sale, all of which may differ from the assumptions and circumstances on which any current unrealized valuations are based.

Neither PCA nor PCA’s officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy or completeness of the information
contained in this document or any oral information provided in connection herewith, or any data subsequently generated herefrom, and accept no responsibility, obligation or
liability (whether direct or indirect, in contract, tort or otherwise) in relation to any of such information. PCA and PCA’s officers, employees and agents expressly disclaim any and all
liability that may be based on this document and any errors therein or omissions therefrom. Neither PCA nor any of PCA’s officers, employees or agents, make any representation of
warranty, express or implied, that any transaction has been or may be effected on the terms or in the manner stated in this document, or as to the achievement or reasonableness
of future projections, management targets, estimates, prospects or returns, if any. Any views or terms contained herein are preliminary only, and are based on financial, economic,
market and other conditions prevailing as of the date of this document and are therefore subject to change.

The information contained in this report may include forward-looking statements. Forward-looking statements include a number of risks, uncertainties and other factors beyond the
control of the Firm, which may result in material differences in actual results, performance or other expectations. The opinions, estimates and analyses reflect PCA’s current judgment,
which may change in the future.

Any tables, graphs or charts relating to past performance included in this report are intended only to illustrate investment performance for the historical periods shown. Such tables,
graphs and charts are not intended to predict future performance and should not be used as the basis for an investment decision.

All trademarks or product names mentioned herein are the property of their respective owners. Indices are unmanaged and one cannot invest directly in an index. The index data
provided is on an “as is” basis. In no event shall the index providers or its affiliates have any liability of any kind in connection with the index data or the portfolio described herein.
Copying or redistributing the index data is strictly prohibited.

The Russell indices are either registered trademarks or trade names of Frank Russell Company in the U.S. and/or other countries.

The MSCI indices are trademarks and service marks of MSCI or its subsidiaries.

Standard and Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc. S&P indices, including the S&P 500, are a registered trademark of The McGraw-Hill Companies, Inc.

CBOE, not S&P, calculates and disseminates the BXM Index. The CBOE has a business relationship with Standard & Poor's on the BXM. CBOE and Chicago Board Options Exchange
are registered trademarks of the CBOE, and SPX, and CBOE S&P 500 BuyWrite Index BXM are servicemarks of the CBOE. The methodology of the CBOE S&P 500 BuyWrite Index is
owned by CBOE and may be covered by one or more patents or pending patent applications.

The Barclays Capital indices (formerly known as the Lehman indices) are trademarks of Barclays Capital, Inc.

The Citigroup indices are trademarks of Citicorp or its affiliates.

The Merrill Lynch indices are trademarks of Merrill Lynch & Co. or its affiliates.

FTSE is a trademark of the London Stock Exchange Group companies and is used by FTSE under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors.
No further distribution of FTSE data is permitted with FTSE’s express written consent.


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17

