President’s Report
By James Haddad, MAPERS President

Well it finally started to feel like summer here in Michigan about mid-July. If the
Michigan farmers are correct, we are a full six weeks behind in the summer season
so hopefully that means it will still be warm when we head to Traverse City for our
Fall Conference in mid-September.
I’d like to take this opportunity to thank you for reading this issue of PensionScope. This is our first electronic newsletter. Our board made the decision to
move to an online version to save money, resources, and time. We found that
by the time we were able to put the newsletter into the hands our members six
weeks had gone by from the time we had written our articles. We are considering providing more frequent newsletters which would include current legislative,
legal, and news updates. As alwasy we welcome your opinions on this change
and look for suggestions to improve our membership services.
I am sure those of you who attended the Spring Conference May 18-20 in Mt.
Pleasant noticed a few changes. First, there was not a cyber café (computers and
printers to check email, surf the web, etc.). In this day and age it seems that most
people have a smart phone, an iPad, or a tablet to receive emails and access the
internet. By eliminating the cyber café we saved $3,000 which we were able to
continued on next page

Vice President’s Report
By Greg Simmons, MAPERS Vice President

In my last version of the Vice President’s Report I went on a bit of a rant about
the attacks on Public Defined Benefit Plans. In that rant I mentioned some of the
questions that I had heard from others or developed myself after some recent
conferences and presentations. Unfortunately, my message was not clear, my
tone was not precise, and my delivery was not on point. I sincerely apologize to
anyone whom I offended.
So, what was I trying to say? First, as trustees to our systems, we have control over
a lot of investable capital and we need to make sure that we aren’t investing it
with, or in, our enemies. Second, we also need to do a better job of identifying
who our enemies are. Third, is it presumptuous of us to believe that the PEOPLE
that provide service to us are happy helping our DB systems “fight the good fight,”
despite the fact that they may not have access to a DB plan of their own, and
would those people like a DB plan themselves? Fourth, what can we do to help
those people get a DB plan? Last, it is time that we not only defend our plans
from all attacks, but also fight against those who continue to attack us.
With the help of some of the stronger unions and people like David Sirota and
Matt Taibbi, we have been able to find out who some of our biggest attackers are
and also what tactics they employ. We have also been told where some of our
continued on page 4
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continued from first page
wasy we welcome your opinions on this change and
look for suggestions to improve our membership
services.
I am sure those of you who attended the Spring
Conference May 18-20 in Mt. Pleasant noticed a few
changes. First, there was not a cyber café (computers
and printers to check email, surf the web, etc.). In this
day and age it seems that most people have a smart
phone, an iPad, or a tablet to receive emails and access
the internet. By eliminating the cyber café we saved
$3,000 which we were able to put into the development of our second change, EventBoard, an online
mobile application that provides conference attendees up to the minute schedules, speaker biographies,
hotel maps, evaluation forms, etc. (see Lauri Siskind’s
article for more information on EventBoard). Third, we
have added a charging station for your phones, iPads
and tablets. We figured if we expect you to use your
mobile device we should provide you with a way to
charge it. The final big change at this conference was
the addition of sponsors for MAPERS meal functions.
For many years the MAPERS board has been resistant
to sponsorships, the feeling being that it was unfair to
ask small firms to compete with large national companies for sponsorships. However, we actually found
that it’s easier for smaller firms to sponsor conferences
and events like ours because they don’t have to work
their way up the corporate ladder for approval. Often
times it’s the owner of the company who is a MAPERS
member and who wants to help support us. Also, by
offering several different sponsorship price points
we provided options for all budgets. So thank you to
those members who sponsored the conference.
The MAPERS board was pleased after reviewing the
evaluations from the Spring Conference. For the
most part the reviews were positive. I would like
to respond to the two comments that seem to be
repeated the most. To those members who do not
think it is appropriate to have a conference for pension trustees at a casino property, I admit I was one of
you. When we first considered Soaring Eagle as one
of our conference sites twelve years ago, I was against
it also. My major concern was public opinion. The
MAPERS board labored on this decision for a couple
years. At each board meeting we discussed the pros
and cons of Soaring Eagle. The pros being its’ central
location in the State, affordability, number of sleeping
rooms, and size of the meeting space. The two major
cons were the fact that there is a casino on property
and the smoke from the casino. We are very limited
in venue choices due to the size of our group (450
sleeping rooms and 25,000+ square feet of meeting
space). We have four sites that can accommodate our
needs: the Amway Grand Hotel in Grand Rapids, the
Grand Traverse Resort in Acme, Soaring Eagle in Mt.
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Pleasant, and the Grand Hotel on Mackinac Island.
With the recent addition of Shanty Creek in Bellaire,
we’re up to five. Mackinac Island is on an every
four year rotation due to cost and travel time. Our
members have been adamant about not having a
conference in the Detroit/Dearborn area. So if we
do not use Soaring Eagle we would be alternating
between three venues most years and only one of
these properties is less than a four hour drive from
the Detroit Metro Area (which is home to 70% of
our membership). Additionally the room rates
and food and beverage costs are lower at Soaring
Eagle than other properties which allows us to offer
affordable conference prices at all our venues. This
year, for example, we are scheduled to host our
Spring Conference at Soaring Eagle where we will
make approximately $20,000, however, our Fall
Conference is at the Grand Traverse Resort where
we will lose $20,000. So you can see it’s a break
even situation for us. Additionally, Soaring Eagle is
our most well-attended conference site with 50+
more attendees than any other venue. Whether
this is due to the location, cost, or time of year we
aren’t quite sure, but it is unlikely that we will take
the hotel off our rotation. We have addressed our
concerns regarding food, service (rude wait staff),
and climate control from the recent conference
with the Soaring Eagle administration and hope to
have these issues fixed when we return here next
spring.
I would also like to address the evaluation comments regarding guest registration fees, “Why do
you charge for guests,” and “$75 for a guest registration is too much”. There is a cost to everything we
offer at a conference, this includes meals, beverages, entertainment, etc. The hotel charges for
every plate that is taken at a breakfast buffet. The
bar staff charges for every drink ordered at the
reception. The event company charges for every
hot dog and bag of cotton candy. The average
food and beverage cost to MAPERS for a guest is
$150, we are actually losing money on every guest
in attendance. If we didn’t charge for guests at all
we would need to increase the registration cost for
every conference attendee. By charging a guest fee
we are also able to get a more accurate count on
how many people to expect at the conference. If
we didn’t charge at all, many people would simply
show up to the conference with guests that we
didn’t know were coming and we would likely run
out of food and seats. We encourage members to
bring a guest; we feel that $75 is a fair cost.
Please feel free to email me directly at jhaddad@
mapers.org with any questions you have. I am
happy to address all member concerns.
I wish everyone a happy and safe Summer, I hope
to see you at the fall conference.

MAPERS News

Secretary/Treasurer’s Report
By Lauri Siskind, MAPERS Secretary/Treasurer
My mom is 84 years (young), and
quite some time ago, figured
out how to add dancing smileyfaces to the barrage of emails she
sends to me and my kids—warning us to beware of computer
scams and gas station wallet
snatchers. So, you can see that I
come from a line of sophisticated, tech savvy computer geeks.
(Actually, my son-in-law is a PhD
computer engineer, who patiently reminds me re-boot when the
inevitable screen freeze occurs.)
Imagine, then, my delight to find
a user-friendly, interactive mobile
app to support the MAPERS
Spring Conference experience!
Event Board produced all the
info of a 30-page conference
brochure right in the palm of my
hand. It contained the conference schedule, each session’s
updated location, speaker bios
and related information. What’s
more, it enabled the rating of
each conference session right
on the app. While this is not a
revolutionary concept, the fact
that MAPERS staff did not have
to 1) prepare evaluation sheets;
2) distribute evaluation sheets;
3) collect evaluation sheets; 4)
separate evaluation sheets; and
5) input thousands of evaluation
results into a spreadsheet was
a truly significant step into the
future (and made one Executive
Director positively giddy with
delight!). Yes, those of you without a smartphone were unfortunately left out of all the fun and
excitement, but the vast majority
of the attendees were able to
download and use the app successfully. At the MAPERS 2014
Fall Conference at the Grand
Traverse Resort, we will conduct
a mini training session prior to
the start of the conference to
help anyone needing assistance
in the downloading or use of the
EventBoard mobile app. But do
not fear…we will continue to

provide hard copies of the evaluation sheets and session info for
those who prefer low tech. And
one more thing...even though
we encourage you to have your
cell phones at the ready to use
the EventBoard app, be sure to
put them into silent mode, you
are still subject to that pesky $20
fine (PAC donation) in the event
the ringer goes off during one of
the sessions!
Speaking of evaluations, the
2014 Spring Conference at the
Soaring Eagle Resort in Mt.
Pleasant produced a good mix
of positive and negative comments….many about the SAME
thing: location, location, location. Just as many attendees
prefer the central location and
general amenities of Soaring
Eagle as those who object to its
suitability as a gathering place
for serious education. However,
due to hotel availability, capacity, budget constraints, and our
limited date window for the
Spring and Fall conferences, we
are scheduled to return to Soaring Eagle several times over the
next several years. We will work
very hard with the management to address the concerns
raised by members at the Spring
Conference (food choices, staff
courtesy) and expect that we will
be able to get all of these issues
under control before our next
visit. We also collected feedback
on the variety and quality of the
general and concurrent sessions. These comments, we are
proud to say, were overwhelmingly positive. However, even the
negative comments are useful
in re-designing the plans for upcoming conference sessions, so
please keep doing what you’ve
been doing….being a supportive, engaged, and conscientious
MAPERS member!
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Legislative Update
By Noah Smith Capitol Services, Inc.

EVIP and Revenue
Sharing Update

Now that the FY 2014-15 budget
has been put to bed by the legislature, below are some details
regarding how revenue sharing
turned out:
• Constitutionally protected revenue sharing for cities, villages,
and townships (CVTs) was appropriated at a 2.9% increase
over the current year levels due
to increased sales tax revenue.
• Statutory revenue sharing/
Economic Vitality Incentive
Program (EVIP) for cities,
villages, and townships was
increased by 3% over current
year levels and made subject
to EVIP requirements.
• County revenue sharing/County Incentive Program (CIP) for
counties was fully funded for
counties back in the revenue
sharing formula, and distributed 80% by formula and 20%
subject to CIP requirements.
• Both EVIP and CIP require the
unit of government to certify
that it has met transparency
criteria before funds are released. These requirements are
as follows:
(3) For purposes of accountability
and transparency, each eligible
city, village, township, or county
shall certify by December 1, or
the first day of a payment month,
that it has produced a citizen’s
guide of its most recent local
finances, including a recognition of its unfunded liabilities;
a performance dashboard; a
debt service report containing a
detailed listing of its debt service
requirements, including, at a
minimum, the issuance date,
issuance amount, type of debt instrument, a listing of all revenues
pledged to finance debt service
by debt instrument, and a listing
of the annual payment amounts;
4

and a projected budget report,
including, at a minimum, the current fiscal year and a projection
for the immediately following
fiscal year. The projected budget
report shall include revenues and
expenditures and an explanation
of the assumptions used for the
projections. The citizen’s guide,
performance dashboard, debt
service report, and projected
budget report shall be made
available for public viewing in
the city, village, township, or
county clerk’s office or posted
on a publicly accessible Internet
site. Each city, village, township,
and county applying for a payment under this subsection shall
submit a copy of the citizen’s
guide, a copy of the performance
dashboard, a copy of the debt
service report, and a copy of the
projected budget report to the
department of treasury.
The Governor and legislature, in
the end, kept only the transparency criteria from the current
language, choosing to eliminate
the PA 152 (80/20 Public Employee Healthcare) Compliance
and other healthcare, retirement,
and OPEB requirements. This
represents a significant victory
for MAPERS and for local units in
general, as it moves the legislature away from a path of tinkering with local units’ benefits from
afar, and toward a stance of simple monitoring. We will continue
to work to move the legislature
further in this direction.

HB 4804: DB to DC
Ordinances

Representative Pete Lund (R –
Shelby Twp) introduced HB 4804,
which stipulates that if a local
unit of government passes an
ordinance (or charter provision)
to prohibit offering a DB plan
to some or all of its employees,
then the subject of a DB plan is
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prohibited for the purposes of
collective bargaining.
Where this appears to be coming from is a grassroots anti-tax
organization. Frustrated with
attempts to get local units of
government to stop using or
going to DB plans by engaging with city councils, etc., their
tactic has become to try to pass
citizen-initiated ordinances
prohibiting that local until from
using DB plans. To protect that
ordinance, and get around the
collective bargaining issue, HB
4804 was born; if these local
groups are successful with an
ordinance, the bill will guarantee
its success.
MAPERS Board Member Mike
Grodi testified in opposition to
the bill, along with individuals
from POAM, the Chiefs of Police,
and MPFFU. To date, HB 4804
has not been voted out of committee despite two hearings on
the issue.

Balanced Budget

Senate Joint Resolution V, a
resolution requiring a balanced
federal budget, cleared the final

MAPERS News
hurdle and became “official.” The
resolution signals Michigan’s
“vote” to require a constitutional
convention around the question
of a balanced federal budget.
The significance is that if 34 total
states pass “substantially similar”
resolutions, then the question is
called; a “con-con” (constitutional
convention) happens. Michigan
by some counts is the 19th state,
and by others the 23rd.
Opponents of a balanced federal
budget – MAPERS included –
point out that more than 40%
of the state’s budget is federal;
in fact, Michigan – which has a
constitutional balanced budget requirement – balances its
budget on federal money. Much
hay was made, of course, over
the “expense” of pensions to the
federal system.

•

The Governor need not sign a
Joint Resolution. It is an expression of legislative will.

•

•

Detroit Bankruptcy

On Friday, June 20, Governor
Snyder signed the Detroit Settlement Package into law. As part
of the agreement between the
court, the city, and the state of
Michigan, the legislation appropriates $194.8 million to
the settlement, which will be
matched by private foundation
contributions to help cut pensions less than they could be cut
without this agreement in place.

•

•

Of course, state dollars can’t
come without conditions on
their use and oversight. In general, aside from the distribution of
the money to the Detroit General
and Police and Fire retirement
plans, the 10-bill package does
the following:
• Creates a 9-member “Financial
Review Commission,” including the State Treasurer, Dept.
of management and Budget Director, the mayor and
city council president, and

•

5 gubernatorial appointees.
This commission has broad
authority, including assuring
the city meets the statutory
requirements enumerated
here, review the 4-year financial plan for the city, contract
review, and approve or reject
collective bargaining agreements; the commission can
also review and approve the
city’s operational budget, and
approve the issuance of debt;
Relieves the city of some oversight, as well as prescribing the
conditions under which the
oversight commission can be
dissolved;
Requires the city to establish
and appoint a Chief Financial
Officer, adopt a 4-year fiscal
plan each fiscal year, and hold
revenue estimating conferences – like the State of Michigan
does – twice a year;
Starting for new hires as of July
1, 2023, retirement benefits
are offered in which the city
contributes no more than 7%
of the employee’s base pay; or
in which the benefits are the
same as provided in the plan
for adjustment;
For new hires after July 1,
2023, the city cannot contribute more than 2% of an
employee’s base pay for health
insurance benefits, or the percentage contributed under the
State Employees Retirement
Act, whichever percentage is
greater;
The calculation of benefits
under a DB plan includes base
pay only and does not apply
years of service accrued prior
to that date. Base pay excludes
overtime, accumulated sick
leave, bonuses, accrued vacation, lumps-sum payments,
and the cost of fringe benefits.
Starting January 1, 2015;
Except as provided in the plan
for adjustment, the annual
pension benefit cannot include
additional payment based on
the rate of investment return
earned on the system’s assets;

• Exempts Detroit from the
hard-cap/80-20 exemption
(meaning Detroit cannot,
with a 2/3 vote, opt-out of
the health care contribution
limit);
• Requires Detroit to establish
an Investment Committee –
which will then establish the
term of employment for the
new CFO position, above – as
well as restricts out-of-state
travel and requires additional
reporting on such travel.
• Defines a “qualified city” as
a city with a population of
more than 600,000 that is
subject to a plan for adjustment (approved and entered
by a U.S. bankruptcy court).
In some part, the content of the
legislation followed the plan of
adjustment between the bankruptcy court, the city of Detroit,
and the Detroit General and
Police & Fire plans. However,
MAPERS testified twice in Lansing as to some concerns where
the legislation went unnecessarily beyond the agreement.
A copy of MAPERS’ testimony
can be found on the MAPERS
website.
The Senate Majority Leader
committed to working with
MAPERS this Fall on amending
some of the further restrictions
put into the bills; especially
regarding travel, on-site due
diligence, the inappropriate
exemption of the Investment
Committee from pay-to-play
restrictions, and definitional
conflicts and inconsistencies,
to name a few. A major concern: now that the legislation is
signed into law, there is a new
“model,” so to speak, for handling pension reform via legislation in at-risk cities. How easy it
is now to modify the law to fit
other cities by simply removing
a “0” (600,000 becomes 60,000,
etc.) or finding another smaller
continued on next page
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population limit. It is imperative, then, that MAPERS
can get changes made to the new laws. We will keep
members apprised of further developments as well as
calls to action for legislation.

attackers’ funding has come from and have
effectively altered some of that funding by
leveraging current and future investable
capital against anti-defined benefit corporate spending practices. Some public DB
funds, some of the employee unions, and
some DB supporters have formed coalitions to improve our ability to identify our
attackers and fight back by debunking the
false information that our attackers continue to supply for public consumption.
One of the keys is to make sure that we are
gathering and sharing information with
like-minded individuals and groups. Another is to act on the information to effect
a beneficial change. This can be a difficult
proposition given the legal constraints that
are placed on our investments, policies,
and procedures, especially if the attacker is
political in nature.

HB 4001: FOIA

HB 4001 moved out of the House of Representatives
in March with a large margin. The newest version of
the bill includes:
• The fee cannot exceed the sum of: labor costs
(searching, locating, examining); hourly wage (not
including benefits or overtime) of the lowest-paid
employee capable of locating, searching, and examining; labor costs associated with separating and
deleting exempt information (which can be contracted – like lawyers – but at a cap of no more than
six times the state minimum wage); digital media
costs; paper copies of no more than 10 cents per
page; labor costs of duplicating; and postage.
• Consideration of charging an even lower fee “in a
situation dealing with public safety and physical
welfare” (one issue behind this was trouble getting
FOIA fulfilled during police investigations)
• Provide a discount, except if an individual has
already received a discounted FOIA, or the FOIA is
filed in conjunction with an outside party who is
paying the requestor;
• Publicly publish FOIA guidelines;
• Exempt from charges information already available
to the public electronically;
• Reduce charges by 10% per day for each day the
turnaround timeline is exceeded, to a maximum of
50%;
• A system for appealing a fee a public body requires
to fulfill a FOIA, including a $1,000 fine if a public
body is ultimately found to have arbitrarily and
capriciously charged fees or a $2,500 - $7,500 fee for
wilful and intentional violations of the act;
Local units of government do get a nod:
• If a local unit hasn’t been paid in full by someone for
their first request, they can charge a 100% deposit
for subsequent requests (so long as the first fee isn’t
more than 105% of the estimated fee, among 6
other restrictions);
The bill was sent to the Senate Government Operations committee. Work will continue between
MAPERS and MAPERS’ allies on the legislation in the
Senate.

Other Bills of Interest

HB 4964 RETIREMENT (Walsh, R-Livonia) Allows public
employers automatic enrollment in certain retirement
plans and limits liability for default investment decisions. Introduced (9/10/2013; passed House 106-2;
in Senate 3R Committee Chaired by Senator Mark
Jansen)
6
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What about those who are supportive of
our plans, provide outstanding service to
our systems, and yet, don’t have access
to a DB plan of their own? Do the people
that work for the companies want a DB
plan? Can we do something to help them
get one? Is the NCPERS ‘Secure Choice’
plan a valid and legitimate option? If it is,
what can we do to help get it started for
our service providers? This may be the first
step towards stemming the tide of attacks
on DB plans.
How do we go on the offensive? I don’t
know, so I will solicit your ideas and your
time. Our organization cannot expect to
leave the heavy lifting to just a few individuals; we need input from you along
with some of your time to help put a plan
in action. Maybe it is as simple as reminding ourselves, and others, of the benefits
of DB over DC plans; or at least hybrid over
DC-only. Maybe it is as complex as gathering and presenting updated information
showing the positive impact our member
DB plans have on our sponsors’ bottom
lines. It is more probably somewhere in
between. One thing I learned at the Spring
conference is that there are a few formerly
closed DB systems that are re-opening.
This tells me that there are obviously some
of you out there with a similar attitude
about DB and DC plans with an ability to
affect change that the rest of us could learn
from. We want your input!

MAPERS News

From the MAPERS Office
Thank you to the following sponsors
of the 2014 Spring Conference held
May 18-20 at the Soaring Eagle Resort
in Mount Pleasant, MI:

Monday Night NASCAR Party
Sponsors

Alidade Capital, LLC
Bradford & Marzec, LLC
Clark Hill PLC
Gabriel, Roeder, Smith & Company
HIMCO
Intercontinental Real Estate Corp.
Munder Capital Management
Robbins Geller Rudman & Dowd, LLP
Sullivan, Ward, Asher & Patton, P.C.
The Northern Trust Company

Sunday Reception Sponsor
Nuveen Investments

Monday Lunch Sponsor
Seizert Capital Partners

Breakfast Sponsors

C.S. McKee, L.P.
World Asset Management

Break Sponsors

American Realty Advisors
Hamilton Lane
SEI Investments

MAPERS

SPRING CONFERENCE
MAY 18-20, 2014

Conference Bag Items

American Realty Advisors
Asset Strategies Portfolio Services, Inc.
Boomershine Consulting Group
Buck Consultants
Clark Hill PLC
Clarkston Capital Parnters LLC
Fifth Third Bank
Garcia Hamilton & Associates, LP
Gabriel, Roeder, Smith & Company
Great Lakes Advisors
HIMCO
Loomis, Sayles & Company, LP
Manning & Napier Advisors, Inc.
Meketa Investment Group, Inc.
MFS Investment Management
Mount Lucas Management Corp.
Multi-Employer Property Trust
Munder Capital Management
Nantucket Multi Managers, LLC
Nuveen Investments
Plante & Moran PLLC
PFM Asset Management, LLC
Pluscios Management
Robbins Geller Rudman & Dowd, LLP
Rothschild Asset Management
Scott + Scott Attorneys at Law, LLP
Thornburg Investment Management
UBS Global Asset Management
Victory Capital Management
World Asset Management
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Is Your Fund Prepared Post-Halliburton?
By Reed Kathrein, Partner, Hagens Berman Sobol Shapiro LLP
argument. Chief Justice RobThe Supreme Court ruled
on June 23rd in Halliburton, erts, writing for the majority,
upholding the Fraud on the stated “before overturning a
long-settled precedent … we
Market theory, but allowing Defendants to rebut the require a special justification” and
concluded that Halliburton had
presumption at the class
not identified the kind of fundacertification stage
mental shift in economic theory
Three years ago, the United
States Supreme Court threw out
the ability of U.S. investors to sue
foreign fraudsters in the U.S. in
the Morrison v. National Australia
Bank litigation. As a result, investors who have been defrauded
by purchases of foreign traded
stocks must litigate abroad – a
proposition often too expensive,
complex and risky to warrant active involvement.
Next, corporate defendants tried
to get rid of securities fraud class
actions altogether by arguing that investors must prove
individual reliance on fraudulent
statements. On March 5, 2014,
the Supreme Court heard arguments in Halliburton Co. et al. v.
Erica P. John Fund on whether
securities laws require each
damaged investor to prove that
they read or heard the fraudulent
statement.
Specifically, the issue argued
before the Supreme Court
was whether the “fraud on the
market” doctrine, adopted by
the Supreme Court more than 25
years ago in Basic, Inc. v. Levinson,
was based on sound economics
---and hence---whether it should
still be used by the Court to presume reliance by each individual
investor. Halliburton argued to
the Supreme Court that the “efficient market” theory has been
discredited and therefore, the
“fraud on the market doctrine”
should be thrown out.
On June 23rd, the Supreme
Court soundly rejected this
8

that could justify overruling a
precedent. Rather, the Justices
signaled an interest in adopting an approach – suggested by
two law professors – requiring
proof that the misrepresentation distorted the price of the
stock. The court acknowledged
that plaintiffs already commonly
submit such proof with event
studies at the merits stage….noting that it “did not make sense”
to preclude defendants from
introducing that same evidence
prior to class certification for the
particular purpose of rebutting
the presumption altogether.
Justice Ginsburg, with whom
Justices Breyer and Sotomayor
joined, wrote a one paragraph
concurrence, stating that while
advancing “price impact consideration from the merits stage
to the certification stage may
broaden the scope of discovery
available at certification”, the
defendant bears the burden of
proving any absence of price
impact. Accordingly, the Justices
foresaw no “heavy toll on securities-fraud plaintiffs with tenable
claims.”

Also in concurrence with the result, but in reality a dissent on the
reason, Justices Thomas, joined
with Scalia and Alito, made clear
that, if they had their way, they
would not even get to the question of proving price impact or
fraud on the market. Rather, they
would throw out the implied
right of investors to bring an
action under 10b-5, stating that
“the implied Rule 10b–5 private
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cause of action is ‘a relic of the
heady days in which this Court
assumed common-law powers
to create causes of action.’ ”
Regardless of what we consider
to be a plaintiff victory, Halliburton case should remind investors to review their investment
processes and procedures and
be prepared for any outcome.
With the Supreme Court allowing proof of stock price impact at
the class certification stage, little
changes, but cases may be more
costly at the front-end, with the
possibility of being thrown out
sooner.
In the worst case scenario, if
more cases are thrown out at the
class certification state, investors
need to consider factors for deciding whether or not to pursue
an individual case.
Investors are also reminded to
review their opt-out decision
processes and procedures.
In pursuing either an individual
case or an opt-out case investors
must ask themselves the following questions:
Is it worth the time? Is it worth
the cost? What are the prospects
of an individual recovery? Are
there others with whom the investor can join to take advantage
of economies of scale? Are there
broader legal theories or remedies that can be taken advantage
of other than the federal securities laws? Should the case be
brought in state or federal court?
Even more importantly, in either
an individual case or an opt-out,
institutional investors may have
to prove individual reliance on
continued on page 10

Legal News

Is that Legal?

By Thomas Michaud, VanOverbeke, Michaud & Timmony, PC
Having been frequently asked the simple question
“is that legal”, I am compelled to render a comprehensive historical dissertation on the social, political
and economic development of the legal system
and its relationship to the evolving complexities of
pension law. But, as a matter of common decency,
I won’t. In short, there is often neither a short nor
simple answer to the simple question. (how’s that for
legalese)
The laws controlling the administration, management and operation of retirement systems continue
to develop, change and intertwine bringing with
them new and challenging questions to be addressed. While the answer may not be so simple,
I would like to take this opportunity to remind
trustees of the need to ask the basic question “is that
legal?” Often benefits are provided, court orders
implemented, or special considerations given which
are not authorized by the plan or applicable law.
Trustees should not hesitate to question the legal
basis of any requested action.
Whether consciously or unconsciously, individuals,
in the daily application of rules, regulations, guidelines, standards, etc., continually address the question “is that legal?” However, given the increased
scrutiny and challenges to the decision making
process and its results, those in positions of authority
must pay close attention to determining and supporting what is “legal”.
“Legal” as defined by Webster’s dictionary is:
Legal (le_gel) adj. 1. of, created by, based upon, or
authorized by law. 2. in conformity with the positive
rules of law; permitted by law [a legal act]. 3. that
can be enforced in a court of law [legal rights]. 4. of
or applicable to lawyers [legal ethics] [insert favorite
lawyer joke here _______________ * see endnote
below]. 5. in terms of the law [a legal offense].
While easy to define in theory, application of the
term becomes less clear given differing sets of facts
and circumstances. Thomas Jefferson was of the
belief that “the execution of the laws is more important than the making of them”. Inherent in that
statement is the acknowledgment that proper and
consistent administration of the law is critical to
the success of the objectives it seeks to achieve.
A retirement board acts as a quasi-judicial body and
is vested with the authority and responsibility for the
proper administration, management and operation

of the plan and trust. I realize that any exhaustive
discussion on law tends to kill forests and brain
cells, but it is important to note that trustees have
a legal and fiduciary duty to administer the retirement system in accordance with the plan provisions and applicable federal and state laws. A
board does not have the discretionary authority to
change or modify plan provisions, provide pension
benefits not otherwise available, nor to selectively
reject provisions which are legally enacted. Rather,
a board has the duty to administer the pension
trust fund and to ensure that each retiree receives
those pension benefits to which they are legally
entitled; no more and no less.
Boards must be able to identify and rely upon specific plan language in making prudent decisions.
While it may sometimes seem that nothing is ever
clear or certain, if the plan language is plain and
unambiguous, there is no room for board interpretation and benefits must be administered consistent with the terms and conditions of the plan
provision. However, if a plan provision is vague,
the board must interpret the language in a manner
consistent with reason, the overall purposes of the
plan, and in the best interest of the participants and
beneficiaries with consideration given to established precedent and past practices.
As a quasi-judicial body, boards are given the
authority to make decisions which are given great
deference by the courts. Michigan common law
specifically limits the scope of judicial review of
board action. It is well settled that a court may not
substitute its judgment or discretion for that of a
retirement board and may not reverse or disturb
the board’s decision except for want of jurisdiction,
fraud, bad faith, abuse of discretion or arbitrariness.
Boards must be cognizant that their actions may
be subject to review, albeit limited, by a “higher
authority”. As such, boards must be able to identify
the issues, determine the rule of law and apply
that law to the facts in order to make reasoned
decisions which satisfy such standards of review.
Establishment of a clear and consistent record by
the board increases the retirement system’s likelihood of defeating challenges to board action.
The fundamental authority for board action is
found in the plan. The plan consists of the applicable provisions of the governing document (i.e.,
statute, charter, ordinance) and collective bargaincontinued on next page
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ing agreements. These provisions must be consistent
with each other as well as with federal and state laws and
regulations. The general rule is that the higher authority
trumps the lower authority. In the pension game, the
Constitution is the high card in the legal deck, followed
by statutes, charters, ordinances and resolutions. Wild
cards include specific provisions or agreements (of the
collectively bargained kind) authorizing recognition as a
higher card. For example, collectively bargained provisions which are legally enacted in accordance with the
Michigan Public Employment Relations Act (PERA) are
granted statutory status in the deck and will beat local
charters, ordinances and resolutions. In the event of a
conflict with other statutory provisions, it is well established that collectively bargained provisions prevail.
It is noted that actions such as marking the deck or
sweetheart deals may subject the “dealer” to a variety of
complaints (legal and otherwise).

the company’s misstatements. That may be
difficult, if not impossible, for public funds.
Institutional investor clients often employ
passive investment management, indexing or
technical strategies. None of these strategies
involve review of the actual statements made
by the company. Even when they do purchase individual stocks based upon an analysis of that stock, institutional investors rarely
keep track of everything they have read.

Trustees must ensure that the necessary plan provisions
are in place or that amendments to the plan are properly
enacted before giving effect to benefits. Court orders,
individual employment or settlement agreements,
council resolutions and personnel directives may or may
not constitute a proper amendment to the plan. Trustees
must understand the legal framework (i.e., “the making
of” law) in order to ensure the plan’s proper “execution”.
As a School House Rock version of “I’m just a pension law”
is unlikely, please hum whatever tune reminds you that
specific authority must support all decisions (just don’t
lull yourself to sleep).
The 13th-Century Theologian St. Thomas Aquinas
defined law as “an ordinance of reason for the common
good, made by him who has care for the community”.
Such thoughts are recognized in Article 9, Section 24 of
the Michigan Constitution which balances the protection
of retirement benefits with the future financial well-being
of the community. Boards are entrusted to safeguard
the plan assets and the law, and as laws continue to
develop and change, boards must use prudence and due
diligence to ensure that knowledgeable and informed
decisions are being made in the best interest of the plan’s
participants and beneficiaries. Always remember that
your actions may set precedent by which future boards
and communities may be bound.
Important Note: This information is limited to pension
matters and does not address the various issues related
to personnel or other employment/retiree benefits, such
as retiree health care. This summary is intended to be
informational only and this article is intended to provide
a general overview of the subject matter covered. This
information should not be considered the rendering of
legal or other professional services and should not be
used as a substitute for consultation with professional
advisers.
10
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Therefore, if institutional investors want to
maintain the ability to hold fraudsters accountable when price impact precludes certification, resources will have to be devoted
to capturing the information relied upon in
making the stock purchase. State common
law and statutory claims, filed either in federal
or state court, will also be available to some
investors and may become the preferential
sources of relief. The Securities Litigation
Uniform Standards Act of 1998 (SLUSA) which
precludes the use of state laws for most investors, will still offer alternative causes of action
to:
• State Pension Funds – defined by statute as,
“a pension plan established or maintained
for employees of a state or political subdivision, agency or instrumentality,” may still
bring individual actions or class actions
with other State Pension Funds if provided
for under state law;
• Suits brought by fewer than 50 investors
seeking the same relief under state law; and
• Private-party claims brought under the law
of the state in which the issuer is incorporated or organized.
Irrespective of Halliburton, there will still be
class actions for fraud that occur during a
stock offering under Section 11 of the Securities Act. Under Section 11, reliance on the
registration statement is an element of the
claim only if the stock was purchased more
than 12 months after the offering and after an
earnings statement has been made available
to investors.
In the long run, little will change to the securities practice as a result of Halliburton. But it
is a reminder to be vigilant that some cases
may require proof of individual reliance and
institutional investors should preserve such
evidence.

Economy & Investing

Ukraine and its Global Significance
Submitted by C. S. McKee, L.P.

One of the key themes of the markets in 2014 has
been the conflict in Eastern Ukraine. Its significance resonates in discussions of European – and
thus global – GDP growth, energy markets, grain
markets and Russian – Chinese economic ties,
among other topics. Clearly it is not an insignificant
geopolitical event that has implications for the markets. Indeed, when investors internalized on March
3 that Russia had invaded Crimea over the previous
weekend, the S&P 500 index dropped 1.3% at one
point and the Developed and Emerging Indices fell
2%. The subsequent rebound implies the markets
have shaken off the annexation of Crimea and the
West’s muted reaction. However, the potential is
growing for continued stalemate, further aggression and a negative market reaction.

next two years. This is a substantial amount and,
in the absence of significant funding needs, would
bolster the economy considerably. However,
estimates for Ukraine’s external funding needs
foresee a total of $39 billion during the same time
period, leaving a hole of $12 billion in the balance
of payments. This includes nearly $19 billion in gas
payments to Russia. Thus, in order to balance its
accounts and forestall a sovereign default, Ukraine
has chosen to stop payment for its gas from Russia. Unfortunately, this plays right into Russia’s
strategic hands and the longer it lasts, the more
desperate the situation becomes as storage levels
in Ukraine fail to meet the required levels to last
through the winter.

Russia’s Overall Strategic Objective

Russia is aware of the consequences Ukraine
faces. In fact, Putin well knows the playbook from
which he is choosing his options and the likely
eventual outcomes. All one has to do is look at
the chaos suffered by the Russian state after the
breakdown of the Soviet empire in 1991. From
1991 to 1999, Russian GDP fell from $500 billion
to $200 billion. The population declined by nearly
2% and life expectancy dropped from 68.5 years
to 66 years.4 This collapse took place in 8 short
years! For comparative purposes, imagine that the
US economy shrank to its level of 1992 by 2022.
It was a catastrophic era that threatened the
existence of the Russian state. This economic
disintegration culminated in Russia’s sovereign
default in 1999. This is the turmoil Russia seeks to
sow in order to maintain its influence over Ukraine.
Indeed, Russian Prime Minister Dmitry Medvedev
was well aware of the overall intent of Russian
strategy when, while accusing the Ukrainians of
causing the gas crisis, he stated:

Russia has a clear goal to bankrupt Ukraine in order
to exert control over a failed state. Russia wants
Ukraine to remain within its sphere of influence for
political, economic and military reasons. By doing
so Russia secures its markets, its territory and its
standing in the world.

Historical Context

In early June, Ukrainian Prime Minister Yatseniuk
said “Today Russia banned imports of Ukrainian
agricultural products to the territory of Russia,” adding that this was one of the elements of economic
pressure Russia is using against Ukraine.1 With this
policy, Russia initiated another tactic designed to
carry out its strategy of weakening Ukraine economically in order to weaken the country. Previous
tactics were carried out earlier this year. They included raising natural gas prices to Ukraine by 86%,
thus ensuring that a great deal of the foreign aid
promised to Ukraine will solely be passed through
to Moscow in order to pay the heating bill. As of
this writing, gas supply to Ukraine has been shut
off, further pressuring the government. Additionally, by prosecuting a low-level civil war in Ukraine
with Russian mercenaries and equipment, Moscow
forces Kiev to spend money on men and material
to maintain Ukraine’s territorial integrity, money it
does not have. To pay for this, Kiev must borrow at
16% locally, which, given that the economy is collapsing, bodes ill for future creditworthiness. 2
Not surprisingly, as of mid-June Ukraine is holding
talks with creditors on restructuring its foreign currency debts. 3

Russia is relying on economic pressure to weaken
its neighbor in order to sow the seeds of discontent, and perhaps revolution, among Ukrainians.
In this manner the probability of territorial disintegration rises. Russia will then welcome with open
arms those Eastern Ukrainian regions returning to
the bosom of Mother Russia!

Ukraine has received promises of extensive foreign
aid from the US, Europe and the IMF. Most estimates have Ukraine receiving $27 billion during the

For this strategy to make any sense it must be
viewed in a larger historical context. Traditionally
Russia has been at odds with the West in its form

“This is deplorable. This truly smells of blackmail, as
you already said, but I think that in the end this will
harm the Ukrainian economy.” 5

continued on next page
Reuters, June 17, 2014
Average of 6 month and 2 year treasury bill auctions of June 17, 2014
3
Reuters, June 19, 2014, citing Lubomir Mitov, an economist with the Institute of International Finance
4
World Bank
5
Kyiv Post, June 16, 2014
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of government. While Russia, but for a short period
in the last decade, has for centuries been ruled by
a “patriarchal” systems of dynastic or selectively
chosen leaders, Western Europe has evolved to
systems of representative democracies. Putin sees
a move by Ukraine to such a system as a precursor
to the eventual downfall of his current strong, Czarist system of government. He fears that will lead
to the disintegration of Russia. As well, he would
rather see Ukraine voting with Russia at the UN
than against it. Economically, Russia can ill-afford to
have Ukraine join the EU and face the loss of a key
export market. And with the advent of the Eurasian
Economic Union (EAEU) Russia is seeking to create an economic counterweight to the European
Union. Ukraine’s participation in the EAEU is important. Militarily the strategy is exceedingly sensible.
Russia has been invaded three times in the last 300
years by the reigning European military power.6 In
Putin’s mind NATO is another military threat to Russia and cannot be allowed to have forces in Ukraine.
He said as much during a speech following the annexation of Crimea when he noted, “I do not want
to be welcomed in Sevastopol (Crimean home of
Russia’s Black Sea fleet) by NATO sailors.” 7 Strategically to the Russians having NATO troops and
missiles in Ukraine is as historically significant as the
Russian efforts to place ICBMs in Cuba in 1962. This
is Putin’s Cuban Missile Crisis.

Why It Matters For Markets

Given the size of the EAEU’s economy ($2.5 trillion,
most of which is Russia), a myopic view may question why these events can impact the markets. But
viewed strategically, the intermediate-term global
significance is clear. Russia’s confrontation with the
West heralds the beginning of the restoration of the
global multi-polar balance of power. In real time it
has implications for energy markets, global inflation and central bank policy. Over the longer term
it signals increased defense spending, geopolitical
rebalancing and potentially negative implications
for the US dollar as a reserve currency.
To date, sanctions imposed on the Russian economy by the West have been targeted at individuals.
But the G7 nations have threatened repeatedly that
they will further sanction the Russian economy
should the crisis expand. Most likely these sanctions will impact Russia’s exports of energy, its
largest source of hard currency and greatest contributor to its significant trade balance. Removing
Russian hydrocarbons from the global market will
surely drive prices higher which will in turn have a
negative effect on global GDP growth. And recent
history shows that periods of elevated oil prices can
correspond to elevated levels of the federal funds

rate, which in normal times responds to higher
inflation. It was not all that long ago that the US
had 4% consumer price inflation and a 5% federal
funds rate, all of which happened in the wake of a
significant and protracted move in oil prices.
With its actions Russia is putting the West on notice
that the push to expand NATO eastward stops at
Poland. This has caused alarm in several capitals
and raised the issue of increased defense spending in Europe. Most Baltic States are considering
raising their defense spending in the wake of this
crisis. An increase in defense outlays in Europe has
the potential to put further strain on overstretched
budgets. Euros earmarked for investment may
wind up being spent on helicopters, missiles and
drones. Considering how weak Europe’s finances
are and the emphasis placed on fiscal austerity,
it can hardly afford to have outsized increases in
spending to protect against Russia. Deficit growth
has the potential to impact interest rates negatively.

Conclusion

While all this does not signal a new Cold War it is
clear that the status quo existing since the fall of
the Soviet Union has changed. Efforts by the West
to draw Ukraine into its economic and security
structures are being proactively resisted by Russia.
At the same time, Russia is securing its economic
future both by selling more energy to China and,
by creating the EAEU, building the foundation of
what it hopes will be an economic counterweight
to the EU. Further evidence of its confrontational
approach is former Treasury Secretary Hank Paulson’s revelation that Russia sought to enlist China
in a strategy to sell US GSE debt in 2008 in order to
exacerbate the financial crisis.8 Contributing to this
change corporate Russia has increasingly looked
to settle its trade contracts in currencies other than
the US dollar. 9 Reliance by nations on non-dollar
currencies will weaken the reserve status of the
dollar over time.
The Ukrainian civil war is much more than a local
conflict – Russian citizens are killing Ukrainian
soldiers –and the crisis has global implications.
Global energy markets are pricing heightened risk
of supply due to the threat of further sanctions
against Russia. Energy induced inflation has the
potential to weaken global GDP growth, which
the equity markets are not currently discounting.
In a strategic sense Russia is signaling the end of
the uni-polar geopolitical balance that has existed
for the last twenty years. It is making efforts to
confront what it sees as the West ‘s – specifically
the United States’ – aggressive posture militarily
and economically. The signs are clear and if read
properly they foreshadow heightened risk across a
broad spectrum of assets.

Sweden (1709), France (1812) and Germany (1941)
Reuters, March 18, 2014
8
Government Sponsored Entities, in this case Fannie Mae and Freddie Mac obligations.
9
“Russian companies prepare to pay for trade in Renminbi”, Financial Times, June 8, 2014
6
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Improving Women’s Retirement
Security
By Jon Vogler, Senior Sales Analyst , Invesco

For many reasons, women may be at a greater risk
than men of not achieving a secure retirement. The
Joint Economic Committee hearing on May 21 heard
testimony about why women as a whole generally
face more obstacles than men in reaching a secure
retirement and what steps can be taken to improve
their situation. In this edition of Washington Insights,
we’ll explore these issues and potential solutions.

Retirement security: Why so elusive for
women?
Most women face three major hurdles in trying to
achieve retirement readiness:

1. They generally live longer than men.
2. They typically fulfill the role of caregiver for children
and others.
3. Many older women have been disadvantaged
because the transition from a defined benefit (DB)
to defined contribution (DC) retirement system
changed how retirement savings are passed on to
widows.
Let’s look more closely at each of these hurdles.
1. Longer life expectancy. Debra B. Whitman, Executive Vice President of Policy, Strategy and International
Affairs for AARP, pointed out that compared with
men, women generally must finance more years of
retirement because of their longer life expectancies
(about five years longer at birth and almost three
years longer at age 65). Moreover, most women have
less income and retirement savings to finance those
additional years. Complicating matters further, older
women are more likely than older men to live alone
and need long-term services and support, such as a
nursing home. They also tend to incur greater out-ofpocket health expenses.
2. Caregiving and its effect on income and benefits. Women’s employment and earnings have risen
significantly over the past several decades. But despite
their growing contributions to household earnings,
women continue to be primary caregivers for young
children, aging parents and other family members
or friends. These responsibilities can have significant
negative impact on women’s long-term financial
security.
ALargely because of caregiving responsibilities, Ms.
Whitman observed, women are more likely than men
to work part time, spend more years out of the labor
force and have shorter careers. They are also more
likely to work in lower-paying occupations and may

pass up promotional opportunities. These gender
differences in employment — earnings, job type
and tenure — help explain why older women
typically receive less than older men from the three
traditional sources of retirement income — Social
Security, pension and individual savings.

• Because Social Security benefits are based on a
person’s average lifetime earnings, workers with
higher lifetime earnings receive more retirement benefits than workers with lower lifetime
earnings. In April 2014, the average monthly
retirement benefit was more than 20% lower for
women ($1,139) than men ($1,456).
• Jobs in low-paying industries are less likely to
offer retirement plans than other jobs, and parttime workers are less likely than full-time workers
to be covered by a retirement plan. As a result,
women have historically been less likely to participate in an employer-provided retirement plan.
• Lower earnings limit the ability of women to
save for retirement. Median retirement assets for
female workers near retirement age (55 to 64) are
estimated to be about half of those of their male
counterparts ($34,000 versus $70,000).1
Because older women have fewer sources of other
retirement income, they are more dependent on
Social Security benefits. Social Security is currently
the principal source of family income for 53% of
older women and nearly the only source (90% or
more) of family income for about one in four women, compared with about one in five older men.1
3. Shift from traditional pensions. Brigitte Madrian, Aetna Professor of Public Policy and Corporate
Management at the Harvard Kennedy School,
observed that in the shift away from DB and toward DC retirement plans, the financial security of
women in retirement depends very much on how
wealth accumulated for retirement is managed.
With a traditional DB pension, the default payout
for a married couple is a joint and survivor annuity; anything else requires spousal consent. But
DC assets are largely not annuitized in retirement,
leaving women vulnerable if assets aren’t managed
to last for their longer life expectancies. The implications of the shift from a DB to a DC retirement
system on the well-being of older women haven’t
received sufficient attention in either academic or
policy circles, according to Ms. Madrian.
continued on next page

Statement for the Record, Joint Economic Committee, Hearing on Women’s Retirement Security, May 21, 2014. Submitted by
Debra B. Whitman, Executive Vice President, Policy, Strategy and International Affairs, AARP.
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Retirement readiness: How can
women overcome the obstacles?

Helping women prepare sufficiently for retirement
can be addressed on many fronts.
Encourage retirement savings through improved access and plan design. Increasing retirement savings can play a pivotal role in improving
women’s retirement security. A recent study found
that access to a workplace retirement savings plan
or pension is second only to having a job as the
most important factor in helping moderate-to-low
income individuals build retirement security.
Policies that can help encourage more women to
save more include:
• Increasing their access to a workplace retirement
plan.
• Increasing the adoption of automatic plan enrollment and automatic escalation of worker contributions.
• Strengthening tax incentives for retirement savings.
Emphasize the importance of working longer.
The economic benefits of working longer are
significant, particularly as life expectancies increase
for much of the population. Not only does working
longer reduce the number of years savings must
cover, it also adds earnings that may boost Social
Security benefits, provides more opportunity to
continue savings, and results in additional pension
credits.
A person must be willing and able to work longer,
but job loss, caregiving responsibilities or poor
health may preclude doing so. According to Ms.
Whitman, more flexible work schedules might
enable a greater number of older workers — particularly women who bear the bulk of caregiving
responsibilities — to stay attached to the labor
force longer.
Promote financial education and lifetime
income product innovation. Gender disparities
in work experience and longevity signal the need
for financially innovative products and increased
financial education and planning to improve financial security for both older women and men, noted
Cindy Hounsell, President of the Women’s Institute
for a Secure Retirement (WISER).
The little understood role of lifetime income products, such as immediate annuities and longevity
insurance for those age 85 and over, needs more
focused discussion. Both immediate and longevity
annuities could play an important role in providing future retirement security for women. Industry
focus on further lifetime income product education
and innovation would serve women well.
Financial education in the workplace plays an

important role in helping people understand the
value of retirement benefits. According to Ms.
Hounsell, financial information should be targeted
to women as spouses and caregivers, as well as
employees. Experience and research show that
relevant financial information can help dramatically increase total net worth by nearly one-third
for those with the lowest income and 18% for those
with moderate income.2
Encourage automatic IRAs
The Automatic IRA proposal offers a comprehensive approach to expanding both access to and
participation in retirement savings plans, observed
Rachel Greszler, Senior Policy Analyst in Economics
and Entitlements in the Center for Data Analysis at
the Heritage Foundation. It also enjoys widespread
bipartisan support. Under the Automatic IRA, employers could choose from a variety of privately administered IRA plans with little to no cost to them.
In addition, the automatic enrollment of workers in
the plans would significantly increase the number
of workers who participate in retirement savings
plans.
Modify Social Security
For most Americans, Social Security is the only
source of guaranteed lifetime income, which is an
especially important protection for women because of their greater longevity. This protection is
reinforced by automatic cost-of-living adjustments,
a feature that most retirement programs don’t
provide. Because women tend to live longer than
men, this guaranteed lifelong stream of inflationadjusted payments provides the basis of financial
support for women as they age, even as other
financial assets are exhausted and expenses, such
as health care costs, continue to rise.
These two policy options include basic variations
for improving Social Security benefits for those
who have worked as family caregivers without
earnings or with low earnings for a certain number
of years:
• A specified earnings credit that would provide
a set amount of earnings for each year of caregiving for child or parent when the caregiver’s actual
earning was zero or greatly reduced from previous years. This credit would be provided for a
specific number of years, such as three to five.
• Modification of the traditional Social Security benefit formula would help workers who
take time out of the workforce by adjusting
their Social Security benefits. The Social Security
Administration would drop out a set number of
caring years from the highest 35 years required
to determine the benefit.
continued on page 16

Joint Economic Committee, Hearing on Women’s Retirement Security, Hart Senate Office Building 216, May 21, 2014. Statement
of M. Cindy Hounsell, JD, President, Women’s Institute for a Secure Retirement (WISER).
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Considerations When Deciding
Whether To Establish An Allocation to
Hedge Funds
Submitted by PFM Asset Management LLC

Hedge funds have been in existence for more than
50 years. Recently, as plan sponsors have sought to
enhance portfolio performance and reduce volatility, these funds have captured a good deal of public
attention. However, we believe investors need to ask
themselves the following questions before allocating
a portion of their portfolios to hedge funds: Are hedge
funds truly an alternative class of investments? Should
they be classified as a distinct investment style, or is
that not possible considering the many different types
of hedge fund strategies? When do hedge funds offer
value?
As a first step to answering these questions, investors should understand how hedge funds fit into
an overall long-term investment strategy. Given the
diverse strategies of various hedge funds, PFM Asset
Management LLC (PFMAM) does not view hedge
funds as an asset class. Other than the legal structure
of the firm operating the fund, which is set up as a
limited partnership, there is very little that is homogeneous among hedge funds that would allow investors
to analyze them in a consistent way. Furthermore, the
ability to make meaningful statements about these
funds as a whole has become increasingly difficult
due to the proliferation of hedge funds.
Deciding if an allocation to hedge funds is the right
decision for your portfolio can be challenging, especially given the many common misconceptions about
these investments. To help separate myth from reality,
we have outlined some of these misconceptions and
offer important considerations for investors interested
in hedge funds:
• “A ‘risk-arbitrage’ hedge fund will deliver a
risk-free profit.” The term “arbitrage” is defined as
buying and selling securities, currencies, or commodities in different markets or in derivative form in
order to take advantage of pricing differences. While
it is sometimes said that arbitrage can result in a
risk-free profit, this is typically not the case when
investing in hedge funds that employ arbitrage
strategies. Rather, many arbitrage strategies can experience small gains over long periods of time, but
can lose a large amount of money relatively quickly
• “The risks of hedge funds are fully captured by
traditional risk statistics.” When they are applied
to hedge funds, traditional risk statistics can understate some of the risks associated with this type of
investment. Incorporating assets with “fat tails” (that

is, more likelihood of an extreme event, whether positive or negative) can minimize volatility
but at the expense of a significant increase in
tail risks—that is, risks of incurring larger-thanexpected losses since returns typically do not
follow a normal distribution.
• “All hedge funds generate significant alpha.”
While many investors believe that hedge funds
as a group generate true alpha (or excess
return) that cannot be explained by exposure to
various risk factors, experience has shown that,
on average, hedge funds do not generate significant alpha. Instead, they are generally providing exposure to non-traditional betas, hedge
fund betas, and exotic betas that are related to
broader market movements. These conclusions
call into question the view that some investors
have, which is that hedge funds produce absolute returns in all market environments.
• “Hedge funds do not have as much equity
market risk as traditional asset classes do.” Unlike comparing some asset classes such as largecap equity to a broad index like the Russell 1000
Index, hedge funds cannot easily be compared
to a benchmark. Analyzing the return-risk profile of hedge funds is further complicated since
the funds may hold illiquid assets that cannot
easily be marked to market. In some cases, the
prices used are either marked to model or are
stale; often, hedge funds smooth their returns,
which can give the illusion of lower equity
market risk.
• “The strong historical performance of hedge
funds shows that these types of funds generally perform better than traditional investments.” Much of what might look like consistent
strong performance by a group of hedge funds
over time is often reflecting only the continued
performance of surviving hedge funds, which is
also known as survivorship bias. While survivorship bias is an issue when analyzing traditional investment funds and mutual funds, it is
particularly acute when analyzing hedge funds
since the average life of a hedge fund is short;
over a five-year period, 40% to 50% of existing
hedge funds close. Hedge fund indexes that
only reflect the performance of surviving hedge
funds will not tell the whole story about hedge
fund performance overall.
continued on next page
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While many investors fell in love with
hedge funds at their inception (just as
many still do today), there have always
been sober minds that had more nuanced views about hedge funds. In
a 1970 article by Carol Loomis called
“Hard Times Come to the Hedge Funds,”
Gerald M. Loeb, a veteran observer of
Wall Street, is quoted as saying: “The
priceless ingredient in a hedge fund is
its management. In anything but the
most capable hands… it can produce
more than average difficulties.” 1 PFMAM
concurs with this statement: capable
investment professionals are no less
important to a hedge fund than to a
traditional investment firm, and hedge
funds are not inherently better than
investment firms that are not set up as
limited partnerships. In fact, the right
investment professionals are even more
important to hedge funds because of
the leverage and derivatives that may
be used, which magnify the potential for
both gains and losses. PFMAM does not
believe that there is enough superior
investment talent to fill the thousands
of hedge funds that exist today, and
we urge plan sponsors to be extremely
selective when choosing among these
investments.

Improving women’s retirement security:
What can we do?

This material is based on information obtained
from sources generally believed to be reliable and
available to the public, however PFM Asset Management LLC (PFMAM) cannot guarantee its accuracy, completeness or suitability. This material
is for general information purposes only and is
not intended to provide specific advice or a specific recommendation. All statements as to what
will or may happen under certain circumstances
are based on assumptions, some but not all of
which are noted in the presentation. Assumptions may or may not be proven correct as actual
events occur, and results may depend on events
outside of your or our control. Changes in assumptions may have a material effect on results.
Past performance does not necessarily reflect and
is not a guaranty of future results. The information contained in this presentation is not an offer
to purchase or sell any securities.
PFMAM is registered with the Securities and
Exchange Commission under the Investment
Advisers Act of 1940. PFMAM’s clients are state
and local governments, non-profit corporations,
pension funds, and similar institutional investors.
www.pfm.com
1
Loomis, Carol. “Hard Times Come to the Hedge
Funds.” Fortune, January 1970
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During her testimony, Ms. Hounsell highlighted a
number of key approaches to help improve women’s
retirement security:
• Provide benchmarks for determining retirement
readiness or when retirement is affordable.
• Protect, preserve and strengthen Social Security,
which is critical for women’s financial well-being.
• Improve benefits for low-wage workers because
those with minimal benefits are primarily low-wage,
unmarried and widowed women.
• Study ways to offer retirement protection to women
who spend significant time as caregivers, including
providing Social Security credits.
• Support employer plans, recognize the difference between employment experiences of men and women,
and promote individual saving behavior.
• Encourage more employers to offer a retirement program and make it easy for employers to do so.
• Encourage plan sponsors offering 401(k) and similar
plans by providing better default investment options
to enable more savers to accumulate more assets for
retirement.
• Extend retirement savings opportunities to part-time
and temporary workers.
• Enable later retirement and support better work options at later ages.
• Study the interaction between increasing longevity
and retirement ages and develop a dynamic system
to keep retirement ages in step with greater longevity.
• Promote incentives for older workers to continue
working and improve employment training and
retraining programs to better serve older workers.
• Encourage financial product innovation that helps
older Americans preserve and protect their retirement
incomes and assets.
• Support and encourage continued sponsorship of
retirement plans with risk-protection features, such as
lifetime income options.
• Support development of more products that include
combining income and long-term care.
• Encourage employers to offer meaningful and appropriate financial education programs and assistance.

Turning the retirement tide for women

Women generally have lower incomes than men, and
due to caregiving responsibilities, women are more
likely to step out of the work force for a time or work
part-time. In addition, the decrease in the number of
people getting married and the likelihood that married
women will outlive their husbands will affect the Social
Security benefits of women. Enhancements to Social
Security, expanded retirement plan access, plan design
changes and increased financial education are among
the ways to improve women’s retirement security.

Economy & Investing

ON THE MARKETS / ALTERNATIVE INVESTMENTS

An Outcomes-Oriented
Approach to Alternatives
LISA SHALETT
Head of Investment and Portfolio Strategies
Morgan Stanley Wealth Management

T

he Global Investment Committee
(GIC) view has long been that
properly selected alternative asset classes
and investment strategies can add
diversification, provide some measure of
downside resilience and, thus, should be
incorporated, when suitable, in investment
portfolios. To that end, we have explored
lower-cost alternative investment formats
and below outline a fresh approach to asset
allocation that incorporates them alongside
traditional products.
MINIMIZING VOLATILITY. The first
principle of wealth management is to
create and maintain portfolio
diversification through effective asset
allocation. The power of this principle lies
in the role that compounding returns plays
in wealth accumulation and preservation.
To that end, we manage risk in an effort to
mitigate large portfolio drawdowns and
minimize volatility. When we minimize
volatility over the typical multiyear
investment horizon, we increase the
probability that we achieve our goals.
Allocations of bonds and cash have been
the primary risk-management tool in
portfolios, but the end of a 30-year bull
market for bonds—combined with the
impending unwinding of historic centralbank intervention in markets and the likely
rise in bond volatility—raises the question
of how effective these traditional assets
alone will be in managing risk during the
next three to five years.
The GIC believes that, as investors
navigate this historic period of interest rate
normalization, alternatives will be an even

more important tool for portfolio
diversification. In the past, bringing
alternative investments into portfolios was
challenging, in large part because
liquidity, tax efficiency, transparency and
affordability resulted in complexity and,
therefore, limited access. Now, through
alternative mutual funds and alternative
exchange-traded funds (ETFs), some of
these barriers are falling (see table).
TRANSFORMATIVE DEVELOPMENT.

The GIC believes that this development is
transformative for asset allocation and
portfolio construction. Specifically, this
development enables the transition from a
pure accessibility-driven framework to a
more precise risk-management and
suitability-driven approach from which
even the most conservative investor with a
basic stock-and-bond mix could benefit.
Easier access alone is not sufficient to
attract investors. Skepticism around

alternatives is high, in part resulting from
disappointing performance during the
financial crisis. In addition, there has been
confusion about how and when to use
alternatives, given that they range from all
flavors of hedge funds to private equity,
real estate and commodities. Alternatives’
lack of clear benchmarks, naming
conventions and performance standards
has further hindered their use.
A NEW FRAMEWORK. New products
and new packaging are not going to create
better outcomes for investors. What is
needed is a more robust, refined and
disciplined approach to asset allocation
and portfolio construction—one that
includes categorizing products and
strategies by clearly defined investment
characteristics, benchmarks and how they
serve investors (see table, page 11).
Our framework brings asset classes and
strategies into one of five goalcentric/risk-management categories: real
assets, total return assets, equity hedge
assets, equity return assets and
opportunistic assets. In our analysis, each
of these types of investments, when added
to a standard stock/bond portfolio, would
lower the aggregate correlation with
equities, potentially reduce volatility and

Comparing Features of Alternative Investments

Investment

Operations

Regulatory

Alternative Mutual Funds
and ETFs

Private Offerings

Style

Varies by Strategy

Varies by Strategy

Flexibility

Limited Investment Flexibility

Greater Investment Flexibility

Derivatives

Limited Use of Derivatives

Greater Ability to Use Derivatives

Leverage

Limited Use

Greater Ability to Use Leverage

Transparency

High

Generally Low

Correlation

Generally Higher to Traditional Generally Lower to Traditional
Investments
Investments

Minimum

Low Minimum Investment

High/Private Investor Qualifications

Fees

Typically Asset-Based
Management Fees

Typically Management and
Performance Fees

Tax Reporting

IRS Form 1099

Typically IRS K-1

Redemptions

Generally Daily (ETFs trade on
Limited Opportunity
an exchange)

Oversight

1940 Act Restrictions

Limited SEC Oversights

Diversification
Requirements

Position Sizes, Sector
Exposure, etc.

None—Diversification Varies
Widely

Source: Morgan Stanley Wealth Management GIC
Please refer to important information, disclosures and qualifications at the end of this material.
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Our New Outcomes Framework
Primary
Traditional
Assets

Alternatives'
Portfolio Main
Purpose

Alternative
Assets

Client Goal
Suggested
Benchmark

Capital
Preservation

Cash, Money
Market Funds,
Short-Duration
Bonds

Inflation
Protection

Real Assets

CPI Plus

Income

Bonds, High Yield
Equity,
Convertibles,
Preferred Stock

Income/Cash
Flow Preservation

Total Return
Assets

T-Bill or LIBOR
Plus

Balanced Growth

60%/40%
Equities/Bonds

Volatility
Reduction

Equity Hedge
Assets

Risk-Adjusted
60/40

Market Growth

S&P 500 Plus

Equity
Diversification

Equity Return
Assets

Risk-Adjusted
S&P 500 Plus

Opportunistic
Growth

80% Plus Equities

Growth
Amplification

Opportunistic
Assets

Customized

Client Goals

Source: Morgan Stanley Wealth Management GIC

How Alternatives Can Impact Portfolios
8.0%

With Real Assets

With Equity Return
Assets

Annualized Return

7.5
With Opportunistic
Assets

With Total
Return Assets
7.0
With Equity
Hedge Assets
6.5
Traditional 60%
Stocks/
40%Bonds
Portfolio*

6.0
8.0%

9.0

10.0
11.0
Annualized Risk (standard deviation)

12.0

produce portfolios that have markedly
different performance characteristics
depending on the current economic
climate (see chart, left).
In categorizing alternatives, we break
apart the broad category heretofore known
as hedge funds or hedged strategies and
align substrategies to their different
underlying drivers. Relative-value
strategies, for example, fall under income
preservation/total-return assets, while
global-macro strategies are volatility
management assets and event-driven
strategies are market growth assets. With
this categorization, we also propose clear
performance metrics and benchmarks that
should create a framework for comparing
alternative mutual funds/exchange-traded
funds and private offerings.
This new framework acknowledges that
alternatives is not a singular asset class to
be allocated to but a collection of diverse
strategies and asset types that can be used
specifically as tools to aid portfolio
construction. Finally, investors require a
structured approach to navigating the sea
of choices in a framework that better links
potential solutions to their long-run goals.
That is why it is important to establish
such a construct for Financial Advisors
and clients. 

13.0

*60% S&P 500/40% Barclays Capital US Aggregate Bond Index
Note: Annualized return and annualized risk are for 2000 through 2013. Alternatives
mentioned above are drawn from the New Outcomes Framework table at the top of this
page.

For a full copy of the white paper, “An
Outcomes-Oriented Approach to
Alternatives,” please contact your
Financial Advisor.

Source: Morgan Stanley Wealth Management GIC as of Dec. 31, 2013

Please refer to important information, disclosures and qualifications at the end of this material.
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The Case for Treasury
Inflation-Protected Securities
by John Hendricks, Executive Vice President and Senior Portfolio Manager

Inflation can erode the real value of an investor’s portfolio, whether a savings account, a house or a
pension portfolio. Treasury Inflation-Protected Securities (TIPS) are a way to protect a portfolio from
the effects of inflation. This white paper provides an introduction to TIPS, describes their mechanics
and explains the benefits of investing in the TIPS asset class.
Overview
TIPS are U.S. Treasury notes and bonds that have a fixed coupon rate and mature on a fixed date. They are adjusted
monthly to account for inflation, as defined by the Bureau of Labor Statistic’s non-seasonally adjusted Consumer
Price Index, or CPI-U (our inflation index for this paper). This characteristic of TIPS can also improve a portfolio’s
overall risk/return profile.
The Treasury Department began offering TIPS in January 1997, and today issues them in 5-, 10-, 20- and 30-year
maturities. The Global TIPS market has grown to approximately $2.0 trillion as of March 31, 2014.
To appreciate the advantages of TIPS, investors must understand two concepts:
1. The impact of inflation on an individual’s purchasing power
2. The difference between real and nominal yield.

What is Inflation?
Inflation is usually defined as a general rise in the price of goods and services. All other things equal, rising prices
reduce the dollar’s purchasing power. Inflation is not necessarily bad: most economists agree that a healthy,
expanding economy requires at least a moderate rate of inflation, say, 1%-3% annually. Indeed, the opposite of
inflation, deflation (a general fall in prices), can be quite harmful, reducing the worth of houses and other assets
that for most people are a critical store of value. (The U.S. endured deflation during much of the Great Depression,
as did many Asian economies during that region’s late-1990s financial crisis.)
There are numerous causes of inflation, but the most common is when demand for goods and services
exceeds supply (“too much money chasing too few goods” is the way it’s often expressed). In the U.S., the
most widely watched indicator of inflation is the CPI, published monthly by the Bureau of Labor Statistics. Since
January 1, 1947, according to the Bureau of Labor Statistics, the CPI has risen steadily in the U.S. by an annual
average of approximately 3.79% (as of 3/31/2014). As a result, a basket of goods that cost $100 on January 1, 1947
would have cost approximately $1,060 by March 31, 2014. Conversely, a 1947 dollar was approximately 9 cents
on March 31, 2014; its purchasing power had fallen more than 90%. Inflation poses a serious threat, particularly
for retirees on fixed incomes and investors in fixed-income assets, because it can eat away at investment returns.

Real Yield vs. Nominal Yield
The first step in understanding the impact of inflation is recognizing the difference between nominal and real
yields. Nominal yield might not compensate for the effects of inflation; real yield does. Expressed simply, nominal
yield minus inflation equals real yield, and it is real yield that determines purchasing power. For example, if an
investor has a bond with a coupon that pays 6% interest and inflation is 0%, the nominal yield and the real yield
are both 6%. If the coupon yield is 6% and inflation is 3%, the nominal yield remains 6% but the real yield (and the
increase in the holder’s purchasing power) is only 3%.
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How does this apply to Treasury bonds? Treasury bond yields are generally held to be the sum of two parts: a real
yield and compensation for expected inflation over the life of the bond. The real yield is understood to reflect the
general growth rate of the U.S. economy. Inflation compensation is an annualized percentage rate that reflects
the market’s inflation forecast through maturity. Thus, if the market expects the economy to grow 3% on average
and inflation to run at 2.5% over the bond’s life, basic bond assumptions tell us that the yield of a “risk-free”
U.S. Treasury bond should be 5.5% (the sum of the 3% real growth rate and the 2.5% expected inflation rate).
Because bond coupons are generally fixed at issue, any change in these assumptions makes bond yields fluctuate
as investors reevaluate the prospects for growth and inflation. Investors view the long-run growth of the U.S.
economy as relatively stable, so most of a bond’s yield volatility is a function of changing inflation forecasts. Bonds
issued with a coupon based on an inflation forecast that turns out to be too low are subject to price depreciation,
because investors will sell them to buy bonds with higher coupons that compensate for the higher inflation.

Figure 1 – S&P 500 Total Return Index
3.0

Nominal

2.5
2.0
1.5

Real
1.0
0.5
Jan-70

Jan-73

Jan-76

Jan-79

TIPS allow investors to protect their
purchasing power by focusing on real
returns instead of nominal returns,
which can climb due to inflation
without boosting purchasing power.
As shown in Figure 1, this occurred
during the late 1970s and early 1980s,
when stock market investors endured
flat real returns despite tremendous
nominal gains

How TIPS Work

Jan-82

The principal on TIPS is adjusted for
inflation so that the return includes
the stated yield plus an inflation
adjustment. TIPS achieve that by first adjusting the principal amount corresponding with changes in inflation. Then,
the fixed coupon/interest rate is applied to the adjusted principal, so that it too rises. Investors receive an inflationprotected rate of return in the form of: 1) the semi-annual cash interest payments based on inflation-adjusted
principal balances, plus 2) the greater of original principal or inflation-adjusted principal payable at maturity.
January 1970 = 1.0
Source: Bloomberg. Past performance is no guarantee of future results. An investor cannot invest
directly in an index.

For example, if prices rise 2.2% over the course of a year, the principal value of the TIPS would rise from $1,000
to $1,022 (Figure 2). The principal will rise each year along with the inflation rate, so that its final value will be
unknown until maturity. Likewise, deflation can decrease principal value, but it will never be less than the original
principal at the time of issue.

Figure 2 – Example of a $1,000 Inflation-Protected Bond with a 3.5% Coupon Rate*
Year

Beginning
Principal

Rate of
Inflation

Adjustment
to Principal

Ending
Principal

Coupon
Rate

Coupon
Payment

1

$1,000.00

2.2%

$22.00

$1,022.00

3.5%

$35.77

2

$1,022.00

0.0%

$0.00

$1,022.00

3.5%

$35.77

3

$1,022.00

-0.4%

-$4.09

$1,017.91

3.5%

$35.63

*This simplified table assumes annual coupon payments and does not reflect the change in market value of the bond; bond prices will change in response to
market activity and may vary from principal value. This hypothetical example is shown for illustrative purposes only, and does not reflect the actual or future
performance of any investment product or strategy.

TIPS differ from the conventional Treasury bonds described above (referred to as nominal Treasury bonds) because
TIPS yields strictly reflect real growth-rate assumptions. TIPS are issued without inflation assumptions because
by design they pay holders the actual rate of inflation over the life of the bond. Assume, for example, that the
Treasury issues a 5.5% coupon bond amid expectations of 2.5% inflation, but inflation turns out to be 3%. A TIPS
bondholder would reap the 3% real yield of the nominal bond and the 3% rate of inflation, avoiding the loss of
purchasing power and price depreciation that the nominal bond would incur as its market value fell to offset the
higher-than-expected inflation. Thus, while TIPS have an interest-rate risk until maturity, they have no inflation risk.
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A Hypothetical Example
Take the case of an investor who purchases a nominal $10,000, 10-year Treasury note with a 5% annual coupon.
The investor will receive $500 annually for 10 years and the original $10,000 at maturity, for a total of $15,000
(assuming the investor does not reinvest the annual payments). If there were no inflation over the 10 years, that
$15,000 would have the same purchasing power in year 10 as in year 1 (Figure 3). However, if inflation were to
average 4% annually over the 10-year period, that $15,000 would be worth only $10,133 in year-one terms. In
other words, it would have lost about one-third of its purchasing power, and the real annual return on the initial
investment would be far less than 5%.

Figure 3 – Comparison of a $10,000 10-year Treasury Note and Inflation-Protected Bond
(Assumes 4% Inflation)

Beginning Value

Total Value at
Maturity

Coupon Payment
End of 1 Year

Coupon Payment
End of 10 Year

Treasury

$10,000

$15,000

$500

$500

TIPS

$10,000

$19,172

$364

$518

Hypothetical example shown for illustrative purposes only, and does not reflect the actual or future performance of any investment product or strategy.

Now, let’s see how a TIPS investor would do with the same $10,000, 10-year investment and 4% inflation rate.
For starters, the TIPS coupon rate will be lower than the comparable-maturity, conventional Treasury – let’s say
3.5%. (The difference represents what the market expects the inflation rate will average over the life of the bond.)
With 4% inflation, the principal would have been adjusted to $14,802 at the end of year 10, yielding an interest
payment of $518, compared with $364 at the end of year one. The total, nominal value of the TIPS bond and
coupon payments at the end of 10 years would be $19,172. The additional $4,172 above the 10-year Treasury note
($19,172- $15,000), the result of the accrued inflation adjustments, has protected the TIPS return from inflation and
thus yielded more in real terms than the nominal 10-year Treasury. Figure 4 illustrates the contribution of principal
adjustments and coupon payments to total return on a hypothetical $1,000 investment.
In summary, when prices are rising, both the principal and interest payments on TIPS will be adjusted upward. If
the CPI falls (i.e., there is deflation), the principal would be reduced accordingly, thus decreasing the semi-annual
interest payments. The federal government continues, however, to guarantee to return at least the original principal
at the time of issuance to the investor at maturity.

Figure 4 – How TIPS Grow in Value
$1,750
$1,500

Annual Coupon Payment (on principal & inflation adjusted principal)
Inflation Adjusted Principal
Original Principal

$1,250
$1,000
$750
$500
$250
$0
Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 9

Year 10

This chart is for illustrative purposes only. It does not represent the actual or future results of any investment product or strategy. Assumes a TIPS with 3.5%
annual coupon, 4% annual rate of inflation.
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Why Buy TIPS?
Inflation Protection: TIPS are directly linked to inflation unlike assets such as real estate, stocks, precious metals
and other commodities which have historically been used to hedge against inflation. While the traditional assets
potentially protect against inflation in the long term, they are typically far more volatile than TIPS in the short term.
Diversification: As a general rule, it’s better to have a portfolio whose assets respond differently to particular
economic events. A portfolio comprising all bonds, for example, is likely to fall in value if there is, say, a sudden rise
in interest rates. By holding assets that aren’t so sensitive to interest rates, or that perhaps would rise in response
to a rate increase, you would offset, or at least reduce, the impact. Diversification aims to ensure that not all of your
portfolio assets move in the same direction at the same time.
As an asset class, TIPS have had low, even negative correlations with other asset classes, including equities
(Figure 5). Correlation measures the degree to which separate investments move in tandem, a relationship
measured by a number ranging from +1.0 to –1.0. (The closer to +1.0, the greater the correlation.) Equities, for
example, generally have a negative correlation to inflation, so are not an effective hedge against it. TIPS, as
you would expect, correlate perfectly with the particular inflation index they are pegged to (the CPI-U), thereby
providing a measure of diversification for a portfolio heavy on equities or other assets that respond poorly to
inflation. Studies have shown that TIPS can decrease portfolio volatility, and may even increase returns. TIPS have
generated competitive returns, as illustrated in Figure 6.

Figure 5 – A Case for Diversification
1.2
1.00
1.0

Correlation

0.8

0.63

0.6

0.47

0.4

0.27
0.18

0.2
0.0

-0.10

-0.2
-0.4

Barclays
U.S.U.S.
TIPS
Barclays
Index
TIPS
Index

Barclays U.S.
Aggregate Index

Barclays U.S.
Corporate Index

Barclays U.S. Corp CS Leveraged Loan
High Yield Index
Index

-0.17

S&P 500 Index

MSCI EAFE
Hedged Index

Source: Callan Associates, as of 3/31/2014. Past performance is no guarantee of future results.
Correlation relative to Barclays U.S. TIPS Index using monthly returns 10 years ending 3/31/2014.

Figure 6 – 10-Year Investment Performance
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9.0
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8.0

Returns (%)

7.0
6.0

5.29

5.01

5.0

4.53

4.46

4.45

4.27

4.05

4.0
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2.0
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Index
Aggregate Index Municipal Index
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Barclays U.S.
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Source: Callan Associates, as of 3/31/2014
10-year total returns through 3/31/2014. Past performance is no guarantee of future results.
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Risks
Like any financial asset, TIPS entail some risk. The key risks with TIPS are:
Inflation: The nature of TIPS insulates them from inflation, but not completely. The CPI-U represents a basket of
goods and services that does not perfectly mirror the spending of every household, and therefore does not capture
every source of inflation.
Inflation Volatility: When adjusting the TIPS principal, the Treasury uses the non-seasonally adjusted CPI-U, a
measure of urban inflation that historically shows month-to-month volatility. Based on the value of this index, yield
distributions made by a TIPS fund can fall as well as rise on a month-to-month basis.
Deflation: Occurs when there is a continuous decline in the general price level of goods and services; when inflation,
as measured by CPI-U, is below zero percent. This results in an increase in the real value of money. During a period of
deflation the principal of TIPS could be negatively affected, which would ultimately impact income generated by those
securities, as the fixed coupon would be applied to a lower principal amount. However, the ultimate principal paid to
the investor in a TIPS security will be the deflation-adjusted principal at maturity or the face value, whichever is higher.
If there is net cumulative deflation between the date the bond was originally issued and the date the bond matures,
the investor will be paid more than the deflation-adjusted principal value and therefore the real yield will be higher.
Interest Rate Risk: There’s always the chance that interest rates will rise, especially during a sustained period of
high inflation. TIPS perform well when interest rates rise due to accelerating inflation. They could underperform
nominal Treasuries, however, during the rare occasions when interest rates rise while inflation declines. It’s
important to understand an element of interest-rate risk known as duration, a measure of bond-price sensitivity to
a given change in interest rates. Duration is usually expressed as the approximate percentage change in price that
would result from a 100-basis-point change in interest rates (a basis point is one-hundredth of a percentage point,
or 0.01%). The price of a bond with a duration of seven, for example, would fall about 7% on a 100-basis-point rise
in interest rates (and rise 7% if rates fell 100 basis points). Duration generally rises with maturity, so longer-term
bonds carry greater interest-rate risk than shorter-term instruments.
Taxes: Individual TIPS are taxed as are traditional zero-coupon Treasury bonds. The inflation adjustment is taxable
in the year it occurs, even though the investor won’t receive the additional principal until the bond matures. The
direct TIPS investor (one who does not buy TIPS through a fund) is in effect responsible for paying taxes on
this “phantom income.” Within a mutual-fund structure, phantom income is not problematic because TIPS funds
generally distribute the original interest income and the income from principal adjustments on a monthly basis.

Summary
Investors perceive fixed-income assets as a safe haven, one that offers steady coupon payments
over the life of a bond. But even Treasuries carry an inflation risk – the risk that inflation will erode
or even exceed the bond’s return. TIPS are designed to neutralize this risk and, as Treasury issues,
are backed by the full faith and credit of the U.S. government. Investors have the government’s
assurance that they will always receive at least the original face value of the bond at maturity. The
addition of TIPS to a portfolio may have a positive impact on performance while managing overall
risk. TIPS have had a low correlation with other asset classes, which may help to reduce portfolio
volatility. TIPS may add value to an investor’s portfolio by safeguarding long-term purchasing power,
providing a better hedge than traditional inflation hedges and providing diversification, as TIPS have
historically performed well in varied market environments.
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Investment Objectives

Seeking Higher Risk-Adjusted Returns?
June 2014

Northern Trust’s Global Equity team offers a different approach to portfolio risk
budgeting in “The Equity Imperative: Improving Active Risk Budgeting.”
Common Misconception: Overall portfolio risk is best managed by shifting a majority of a portfolio to index strategies,
while incorporating managers with a high level of active risk to generate outperformance.
Reality Check: This approach often can be inefficient and deliver low risk-adjusted returns.
A Better Approach: Our research suggests one can achieve a more efficient portfolio through managers with the highest
Investment
Objectives
risk-adjusted
returns, and by distributing risk evenly in the portfolio.
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This
Backistoone
Topof the questions at the heart of a recent paper from Northern Trust’s Global Equity team.
“As investors look to manage portfolio risk more efficiently, we believe they should look to
achieve the highest risk-adjusted returns,” said Matt Peron, Managing Director of Global Equity
at Northern Trust. “And the judicious allocation of active risk is an effective way for investors to
https://pointofview.northerntrust.com/Investment-Objectives/Seeking-Higher-Risk-Adjusted-Returns?view=print[8/5/2014 1:48:17 PM]
minimize their portfolio’s exposure to unnecessary levels of risk – and benefit from compensated
risk factors.”
Yet, there is a common misconception among investors that overall portfolio risk is best
managed by taking a passive approach for the majority of the portfolio and directing the smaller,
active portion to a concentrated group of managers who take larger risks in an effort to
earn higher levels of alpha. However, such strategies that take on high levels of active risk can
often prove to be inefficient and deliver low risk-adjusted returns.
Back to Top

https://pointofview.northerntrust.com/Investment-Objectives/Seeking-Higher-Risk-Adjusted-Returns?view=print[8/5/2014 1:48:17 PM]
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Maximizing Risk-Adjusted Returns
According to Modern Portfolio Theory, achieving an efficient portfolio requires investors to pursue the highest possible return per
unit of risk. But how?
Michael Hunstad, Head of Quantitative Equity Research, contends a twofold approach is optimal:
1. Target managers with the highest possible risk-adjusted returns
2. Distribute risk evenly through the portfolio
The problems with concentrating active risk have been laid out in a recent paper, published in The Journal of Portfolio
Management, showing how overreliance on managers with outsized tracking error tends to produce inferior results. 1
On average, the published research showed managers with high tracking errors had much lower information ratios (IR), or excess
return per unit of risk. The average IR for Structured Managers [those with low tracking error of 100 to 300 basis points (bps)] was
0.26, while the average IR for Traditional Managers [those with high tracking error of 500 to 1,500 bps] was just 0.05.

The research showed these Traditional Managers, or high tracking-error managers, had poor risk-adjusted returns. Although they
achieved higher active returns, they did so by taking much greater risks, and their risk-adjusted returns were inferior.
Back to Top

More Likely to Underperform
In the world of actively managed stocks, one of the worst outcomes is for a portfolio manager to underperform a benchmark. A
major drawback to the approach of more concentrated risk allocation among managers with higher tracking error and lower
information ratios is that lower IR managers are more likely to underperform a benchmark, even over a long period.

https://pointofview.northerntrust.com/Investment-Objectives/Seeking-Higher-Risk-Adjusted-Returns?view=print[8/5/2014 1:48:17 PM]
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“The reason a manager with a high tracking error is more likely to underperform has to do with the wider dispersion of returns that
come as a natural consequence of the higher tracking error. Returns are less consistent across the board,” Hunstad said.
Over a 10-year period, for example, a low information ratio Traditional Manager would underperform the benchmark 41.9% of the
time versus 1.3% of the time for a high information ratio Structured Manager.
Back to Top

Portfolio Application
Consider a hypothetical decision between two active managers using the chart below as a guide. The first, Manager A, has a high
IR of 0.7 but a lower expected excess return of 2.0%. The second, Manager B, has a lower IR at 0.4, but a higher expected
excess return of 4.0%. Which manager should be selected?

https://pointofview.northerntrust.com/Investment-Objectives/Seeking-Higher-Risk-Adjusted-Returns?view=print[8/5/2014 1:48:17 PM]
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A traditional risk concentration strategy might place 20% of the total equity allocation with the low-IR manager (Manager B) and
the remaining 80% in something with less active risk, such as indexing. In this type of strategy, the overall Manager B’s portfolio
expected excess return is 0.80%, with an expected total equity allocation tracking error of 2.0%.
However, Manager A can achieve the same expected portfolio excess return with significantly less tracking error by simply
increasing the active allocation from 20% to 40% and decreasing the index allocation from 80% to 60%. At this allocation,
Manager A also provides an expected total equity allocation excess return of 0.80% — but with an expected total equity allocation
tracking error of just 1.14% compared to Manager B’s 2.0% tracking error.
Note these results hold generally. If we assume our two active managers realize an information ratio of 0.4 and 0.7 for this
example, then the higher information ratio manager will always be able to generate more efficient results using leverage, whether
explicit or implicit.
In short, the allocation decision acts as implicit leverage in one’s active risk budget. By increasing the active allocation one can
effectively “lever up” managers with higher information ratios and lower expected excess returns to obtain higher total equity
allocation excess returns and/or a lower tracking error. In this sense we can move up or down along the capital allocation line,
achieving better risk-adjusted results than with our lower information ratio/higher alpha manager (Manager B).
When it comes to risk concentration, incorporating “high IR” managers and using natural leverage to adjust the portfolio’s alpha
target, an efficient active risk budget can help investors pursue their goals of higher returns with lower risk.
For more information, please read “The Equity Imperative: Improving Active Risk Budgeting.”
1

Andrew Alford, Robert C. Jones, Kurt Winkelmann, “A Spectrum Approach to Active Risk Budgeting,” 2003

https://pointofview.northerntrust.com/Investment-Objectives/Seeking-Higher-Risk-Adjusted-Returns?view=print[8/5/2014 1:48:17 PM]
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spotlight
“IT’S THE ALPHA, STUPID”
BY SUSAN LONG MCANDREWS, PARTNER
SEPTEMBER 2013
Many years ago, when I began my career in private equity, one of the key

in market price, causing private equity’s diversification power to appear

features that all of us - consultants, managers and intermediaries - touted as

artificially high.”1

a key benefit of this new “alternative asset” was its low correlation to other
asset classes, particularly public equities. As a result, private equity made its

One might then ask: if private equity offers few diversification benefits, why

way into many institutional asset allocations in the 1990s and early 2000s

should investors bother to include this illiquid asset class in their portfolios?

because of its presumed diversifying effect within portfolios. To some extent,

To paraphrase a famous US presidential campaign theme, “It’s the Alpha,

that was correct; valuations of private equity investments were at that point

Stupid!”. High quality private equity managers have proven for over 30 years

generally held at cost until an actual realization event. Specifically, they

that they can generate excess returns on a risk adjusted basis. They do this

were not adjusted up or down even in rising or falling equity markets. The

by improving the operations and management of their portfolio companies.

theory was that illiquidity made private equity not only “alternative” but also

They optimise the alignment of management incentives. They introduce

uncorrelated.

initiatives to grow revenues and optimize margins. They expand overseas
and combine with competitors. They re-invest cash flow at the expense of

Enter the dragon: fair market value accounting standards and a whopping

short-term earnings. It’s an activist ownership model on steroids that public

global financial crisis. Starting in 2007 as managers were forced by new

ownership typically can’t deliver. Private equity’s alpha is the component of

accounting standards to mark-to-market their investments - using public

performance that cannot be replicated by simply leveraging a portfolio of

comparables, recent M&A events and other methodologies - it soon became

publicly traded securities; it is the increment of returns that captures the value

apparent that private and public equity were indeed correlated - highly

adding activities that high quality managers are able to implement.

correlated in fact! Stir in a tumbling global equity market, and falling private
equity valuations ensued. Thus, the “ah-ha” moment occurred - public

This concept of alpha is often misunderstood with respect to private equity,

equity and private equity are the same corporate assets subject to the same

so let me try to provide a simple illustration. Top quartile funds - that is,

company-specific issues and macroeconomic trends. They are simply subject

funds managed by high-quality private equity managers - are expected

to a different ownership model! The historic lack of private equity valuation

to have higher risk adjusted returns than bottom quartile funds, generally

adjustments had created the false perception of uncorrelated returns,

those managed by low quality managers. Given my description of the

and with this new insight, private equity’s ability to diversify was quickly

skills involved in being a great private equity manager, one would expect a

discredited. As widely respected investor and Yale University endowment

significant dispersion in the amount of alpha generated by top quartile and

[CIO] David Swensen noted in 2009, “because of the strong fundamental

bottom quartile funds, and historically this is exactly what has happened.

links between private equity investments and marketable equities, private

Chart 1 below illustrates the dispersion of returns between top quartile funds

equity provides limited diversification to investors….Illiquidity masks the

and bottom quartile funds from 1999 through 2009. In addition, chart 2

relationship between fundamental drivers of company value and changes

measures the amount of alpha generated by the top quartile firms.

The figure plots the median cumulative IRR for upper quartile funds (blue squares), lower quartile funds (red squares), and all funds (black dashes). Labels report the corresponding alphas, constructed as
the median difference between the cumulative IRR and the S&P500 PME. Funds data is taken from Preqin. Data is between 1999 - 2009.
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Investment
Value at Exit /
Current

The conclusion is that while private equity may have much more limited

In essence, the value bridge breaks down the various components of how a

diversification benefits than initially thought, a portfolio of top quartile funds

manager created value in an investment from the point of entry to the point

adds significantly to the return profile of a portfolio if investors are able to

of exit. As you can see in the chart, the value bridge highlights six drivers of

consistently pick the best managers.

value creation:

Of course, that gives rise to the question of how investors can determine in

>

Revenue growth

advance that a fund will be top quartile? Fortunately, the techniques that

>

Margin improvement (expense reduction)

specialised private equity fund investors such as Pantheon employ are able to

>

Debt paydown (similar to paying down a mortgage to accrue

get directly to the heart of the matter by isolating and analysing the manager

equity)

skills responsible for their good prior performance as well as the likelihood

>

Dividends

of a firm’s ability to replicate them going forward. Then, absent a significant

>

Multiple expansion (accounts for the market environment at entry

unexpected change in the firm’s talent pool, their out-performance tends

and exit)

to be persistent (Kaplan and Schoar, 2005) . As a result, without some

>

2

exogenous factor, with private equity investing past performance is generally

FX movement (important to consider when investing US$ into
another currency)

quite a good predictor of future results.
The most replicable elements of value creation are those that the manager
While there are many different dimensions that professionals use to evaluate

can control, so the impact of revenue growth and margin improvement are

manager capability, some of which are fairly objective - such as alignment of

usually the most important. However, a manager can also impact other

interest, team compensation matters and turnover - others are much more

elements, such as multiple expansion, where executing a buy-and-build

subjective, these include investment team talent and size, investment strategy

or other strategy could allow for a re-rating of a company in terms of its

and organizational dynamics. Fortunately, the analysis of the track record,

valuation multiple.

which is one of the most important components of the evaluation process, is
quite objective. The key tool used to evaluate private equity manager skill is

If you expend the time and effort to analyse each of the transactions in a

the construction and analysis of a ”value bridge” for historical investments.

managers’ track record in this way, you will have developed a good idea of

A simple example and description of this tool is provided in the chart 3.

whether they will be able to give you the alpha that private equity is capable
of providing.

1
Quote taken from: “Pioneering Portfolio Management: An Unconventional Approach to Institutional Investment” by David F Swensen. 2 The journal of finance, Volume LX No. 4. August 2005. “Private Equity Performance:
Returns, Persistence and Capital Flows” by Steven N Kaplan and Antoinette Schoar.
This document and the information contained herein is the confidential and proprietary information of Pantheon; it may not be reproduced, provided or disclosed to others, or used for any other purpose, without the prior
written permission of Pantheon; and must be returned promptly upon request. This document is distributed by Pantheon which is comprised of operating entities principally based in San Francisco, London and Hong Kong.
Pantheon Ventures Inc. and Pantheon Ventures (US) LP are registered as investment advisors with the U.S. Securities and Exchange Commission. Pantheon Ventures (UK) LLP is authorised and regulated by the Financial
Conduct Authority (FCA) in the United Kingdom. Pantheon Ventures (HK) LLP is regulated by the Securities and Futures Commission in Hong Kong.
In Australia, this document and the information contained herein is intended only for wholesale investors under section 761G of the Corporations Act 2001 (Cth) ("Wholesale Investor"). By receiving this document you
represent and warrant that you are a Wholesale Investor. Pantheon Ventures (UK) LLP is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 (Cth) in relation to the
provision of any financial product advice regarding the financial products which are referred to in this document and is regulated by the FCA under UK laws, which differ from Australian laws.
In Europe and the United Kingdom, this document and the information contained herein is provided by Pantheon Ventures (UK) LLP solely to professional clients or eligible counterparties for the purposes of the rules of the
Financial Conduct Authority. In all other jurisdictions, this document is intended for institutional clients and investors to whom this document can be lawfully distributed without any prior regulatory approval or action.
Nothing in this document constitutes an offer or solicitation to invest in a fund managed or advised by Pantheon or recommendation to purchase any security or service. Nothing contained in this document is intended to
constitute legal, tax, securities or investment advice. The general opinions and information contained in this publication should not be acted or relied upon by any person without obtaining specific and relevant legal, tax,
securities or investment advice. In general, alternative investments such as private equity or infrastructure involve a high degree of risk, including potential loss of principal invested. These investments can be highly illiquid,
charge higher fees than other investments, and typically do not grow at an even rate of return and may decline in value. These investments are not subject to the same regulatory requirements as registered investment
products. In addition, past performance is not necessarily indicative of future results. This presentation may include “forward-looking statements”. All projections, forecasts or related statements or expressions of opinion
are forward-looking statements. Although Pantheon believes that the expectations reflected in such forward-looking statements are reasonable, it can give no assurance that such expectations will prove to be correct,
and such forward-looking statements should not be regarded as a guarantee, prediction or definitive statement of fact or probability. All information or discussion in these materials regarding funds managed/advised by
Pantheon or its affiliates is qualified entirely by the terms and provisions of the relevant private placement memorandum(s) and limited partnership agreement(s) for such fund(s).
Any reference to the title of “Partner” in these materials refers to such person’s capacity as a partner of Pantheon Ventures (UK) LLP. In addition, any reference to the title of “Partner” for persons located in the United States
refers to such person’s capacity as a limited partner of Pantheon Ventures (US) LP. Copyright © Pantheon 2013. All rights reserved. Past performance is not a guarantee of future results. PVL5153
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How do your investment
committee meetings
measure up?
Bob Collie, FIA, Chief Research Strategist, Americas Institutional

Investment committees play a key role in the deployment of the $18 trillioni or so of institutional assets in
the U.S. More often than not, it is an investment committee that establishes strategy, oversees critical
asset allocation decisions and selects the people who take day-to-day responsibility for running the
money.
Like the operation of any multimillion- or multibillion-dollar enterprise, the successful operation of an
institution’s investment committee is a fluid and complex business. There are a lot of things to consider.
Getting it right is not always easy.
In this note, I will focus specifically on the operation of investment committee meetings. Among the most
common complaints about investment committee meetings are: that too much is done to no clear
purpose; too much time is devoted to minutiae, and too little to the strategic decisions that ultimately lead
to success or failure; and committees can be petri dishes for behavioral errors, such as groupthink or
overconfidence.

An investment committee is an oversight body, so its brief
needs to be an open-ended one. There’s no such thing as
a perfect investment committee agenda: the best way to
spend a committee’s time will change as circumstances
and priorities change. And the idea that there is a perfect
agenda could even be harmful if it leads to a fixed routine
and a treadmill of the same old discussions, with the
same old reports being looked at by rote with no real
purpose. Beware, too, of the danger of perpetuating an
omission or of pushing important discussions beyond the
possibility of consideration.

While there is no perfect agenda, there are principles of
what makes for a good one. Here – drawing on the
experience of several colleagues who have been kind
enough to share what they’ve learned in working with
hundreds of different investment committees over the
course of decades – are some of those principles.
I have expressed them as a series of questions that
committee members can ask themselves, a means of
judging just how well you measure up against the best
(and not-so-best) other committees out there.
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Three questions about focus
1. Is it clear what success looks like?
A clear understanding of the end goal of the program is
the foundation of an effective investment committee. The
clearer the vision of the desired outcome, the more likely
the committee is to focus its efforts in the right places.

2. How much time does the committee spend
doing things that could be better done by others?
The committee’s job is to make sure things get done, not
necessarily to actually do them. There are many tasks
that could be done better by others and thus should be
delegated. This doesn’t remove the task from the
committee’s purview, of course, but it changes the
committee’s role from actor to overseer – and the latter
role is the one the typical committee is best-placed to
play. What you do, do well; what you can’t do well, or
don’t have time to do, delegate.

3. Are actions driven by a desire to create the
best outcomes – or to put checkmarks in legal
boxes?
Because their role is a serious legal obligation, fiduciaries
naturally seek to avoid making decisions that could lead
to legal liability. This has become especially prevalent in
the Defined Contribution world in recent years, but is true
of all sorts of investment programs. However, fiduciary
conservatism and effective investment can be very
different things. The avoidance of legal liability is a
necessary, but not of itself sufficient, condition for
success. Symptoms of a box-checking mentality can
include committee membership chosen to achieve
representation rather than expertise, and lack of shared
ownership of decisions.
Getting the right amount of legal input can be a difficult
balance to strike: not too little, but not too much. And the
type of legal input matters, too. It’s not always best to use
internal counsel; specialist counsel can sometimes be
worthwhile, especially on major decisions.

Four questions about the operation of the
committee
4. How much pre-work gets done?
This is perhaps the most consistent theme that came
through from my colleagues, and the clearest indicator of
committee effectiveness. Big issues need to be socialized
with committee members before the actual meeting; it’s
unrealistic to attempt to frame an issue, educate
members, discuss and reach a decision on a major topic
all in one short meeting. Members need to come into the
meeting already aware of the key questions. That way,
discussion gets to the point more quickly. No surprises.

5. Is it always clear what the purpose of an
agenda item is?
A particular item may be on the agenda either for
information or for a decision. The way it should be
handled will differ in each of those two cases. An
information item may include education and discussion,
but the item serves as an end in itself. If a decision is
needed, then the information that is provided and the
discussion that ensues should be focused on that
decision. In each case, the right information needs to be
provided: sufficient detail, but clear enough and well
structured, so that the pre-work actually gets done.

6. Do your meetings ever get sidetracked or
hijacked?
Conversations can take all sorts of different directions.
Each committee tends to have its own character:
corporate pension plan committees are often made up of
individuals who are accustomed to the committee
environment; for nonprofit, public plan and multiemployer
plan committees this is not necessarily so. But any
committee can be hijacked by individuals with pet peeves
or personal agendas. Any committee can find itself
steered off track by random comments that take the group
into time-consuming but fruitless discussions.

7. How do you rate your group dynamics?
The group should feel that it has a shared purpose; the
strategy should be clear to all. Individual decisions should
add up to a coherent whole. Good committees are
decisive when they need to be, avoiding the temptation to
disguise a reluctance to decide as a request for further
analysis.
Individuals should feel free to question a consensus view;
diverse perspectives should be valued. Everyone can
help to foster the mutual respect in which true cooperation
thrives. The committee chair has a particular role to play
in encouraging good dynamics: determining whether
deferral of a decision is helpful, or simply delaying;
keeping all committee members engaged; maintaining
focus; and ensuring a sense of shared ownership of
decisions. Sometimes (see question 9, below), the chair
needs to impose discipline.

Three questions about the evaluation of
effectiveness
8. How useful are the meeting minutes?
The documentation that results from a meeting is an
indicator of how purposeful the meeting was. Good
minutes are a symptom, rather than a cause, of an
effective meeting agenda. But if you’re looking for clues
into how well you’re doing, they can be a good place to
start. And if past meeting notes are hard to find, that tells
a story in itself.

Russell Investments // How do your investment committee meetings measure
up?2014
Summer

• Pension Scope • www.mapers.org

312

Economy & Investing

9. If something’s not working, does it get fixed?
Without the right people, a committee cannot do a good
job. And here the role of the chair is especially critical. All
sorts of situations can prevent a committee from working
as it should – everything from committee members who
loathe each other, to members who see meetings as a
chance to catch up on sleep, to individuals who – with the
best will in the world – just aren’t contributing anything
useful. Some committees find a way to fix the thing that
isn’t working, whether it’s the wrong people or some other
challenge; others allow the problem to remain unresolved.

These 10 questions capture the main principles that
underpin an effective investment committee. As I
gathered thoughts from my colleagues, it was clear that
none of them claimed to have encountered either a
perfect committee or one that was beyond hope. But it is
also clear that an effective committee environment makes
a real difference to the quality of an investment program.
It’s my hope that the questions provided above spark at
least one idea that can help you improve the effectiveness
of your own meetings.

10. Do you ever step back and take stock?
Regular meetings can quickly fall into a routine. The
important can be crowded out by the urgent. Sometimes,
a fresh view is needed: it’s worthwhile to occasionally
carve out time for educational topics or to ask “What are
we missing?” Despite all of the other demands on a
committee’s attention, there comes a time – every so
often – when it helps to step back and review the big
picture.

ABOUT RUSSELL INVESTMENTS

Russell Investments provides strategic advice, world-class implementation, state-of-the-art performance benchmarks and a
range of institutional-quality investment products, serving clients in more than 35 countries. Russell provides access to some
of the world’s best money managers. It helps investors put this access to work in defined benefit, defined contribution, public
retirement plans, endowments and foundations and in the life savings of individual investors.

FOR MORE INFORMATION:

Call Russell at 800-426-8506 or
visit www.russell.com/institutional
Important information
Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice, nor an opinion regarding the appropriateness
of any investment, nor a solicitation of any type. The general information contained in this publication should not be acted upon without obtaining
specific legal, tax, and investment advice from a licensed professional.
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subsidiary of The Northwestern Mutual Life Insurance Company.
The Russell logo is a trademark and service mark of Russell Investments.
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Future Event Sites
2014 Fall Conference
September 14-16
Grand Traverse Resort & Spa
Acme, MI

2018 Spring Conference
May 20-22
Soaring Eagle Resort
Mt. Pleasant, MI

2015 Spring Conference
May 17-19
Soaring Eagle Resort
Mt. Pleasant, MI

2018 Fall Conference
September 23-25
Amway Grand Plaza Hotel
Grand Rapids, MI

2015 Fall Conference
September 27-29
Grand Traverse Resort & Spa
Acme, MI
2016 Spring Conference
May 22-24
Soaring Eagle Resort
Mt. Pleasant, MI
2016 Fall Conference
September 18-20
Grand Hotel
Mackinac Island, MI

Boyne
Falls
Bellaire

2017 Spring Conference
May 21 - 23
Grand Traverse Resort & Spa
Acme, MI
2017 Fall Conference
September 17 - 19
Shanty Creek Resort
Bellaire, MI

Brighton
Dearborn

Information/articles in this publication should not be construed as investment or legal advice and are not recommendations to adopt any particular investment or legal strategy. This material has been prepared on the basis of
publicly available information, internally developed data, and other third-party sources. However, no assurances
are provided regarding the reliability of public and third-party sourced data. Articles printed in our annual newsletters are selected from submissions received from corporate members. The deadline for submissions is June 1st for the
Summer newsletter and November 1st for the Winter newsletter. Articles should be sent electronically (Word format
preferred) to info@mapers.org. Publication and editing are at the discretion of the MAPERS Executive Board. Articles
published in PensionScope are not necessarily endorsed by MAPERS. The thoughts and opinions expressed are those of
the authors and not those of MAPERS. For information about advertising in PensionScope and other MAPERS publications please contact the MAPERS office at 800-475-4200, or visit our website, www.mapers.org.
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