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Economic Review

Data sources:  Bureau of Economic Analysis, Bureau of Labor Statistics, Federal Reserve Bank of St. Louis, Barclays Capital
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U.S. Capital Markets:  Equity

Data sources:  Wilshire Compass, Wilshire Atlas

 

  
  

 
• The U.S. stock market, as represented by the Russell 3000 

Index, posted a return of 2.14% for the one-year period 
ending June 30, 2016.  The U.S. stock market was up 2.63% in 
2Q16.  

• Price swings during the quarter were not nearly as extreme as 
what investors experienced during the first quarter, except for 
the last week of trading.  The market was up in both April and 
May and quickly rebounded from the Brexit-driven sell-off to 
post three strong days to end the quarter. 

• Large-cap growth stocks, as represented by the Russell 1000 
Growth Index, were the strongest performing stocks for the 
year, primarily driven by consumer staples, consumer 
discretionary, and information technology stocks.
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Non-U.S. Capital Markets

Data sources:  Wilshire Compass, MSCI Barra

 

  
  

 

• Global equity markets, as represented by the MSCI ACWI ex-
U.S. Index, returned -10.24% for the year.

• The financial news in the second quarter was dominated by the 
Brexit vote, overshadowing striking downturns in Asia/Pacific 
regional markets.  The economic slowdown in China, combined 
with a generally weaker forecast of corporate earnings 
throughout the region, put investors in a selling mood overall.  
Despite the Brexit turmoil, however, European stocks managed 
modest gains.  

• Emerging markets equities returned -12.05% during the year, 
underperforming developed markets. 
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U.S. Capital Markets:  Fixed Income

Data sources:  Wilshire Compass, Barclays Capital, U.S. Treasury

 

  
  

 
• U.S. Fixed Income markets, as represented by the Barclays 

U.S. Aggregate Index, returned 6.00% for the year.

• Ten-Year Treasury yields settled at 1.49% for 2Q16, 86 basis 
points lower than 2Q15. 

• U.S. Treasury securities extended their rally in 2Q16 thanks to 
broad investor uncertainty, initially over the outcome of the 
Brexit vote, then over the details and timetable of the 
withdrawal of the U.K. from the European Union. Credit yields 
tightened somewhat over the quarter as well, as investors 
continued to seek incremental yield wherever they could find 
it.
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Real Assets

Data sources:  Wilshire Compass, National Council of Real Estate Investment Fiduciaries

• TIPS, as represented by the Barclays U.S. TIPS Index, 
returned 4.35% for the year.

• REITS, as represented by the FTSE NAREIT U.S. Equity 
Index, returned 23.62% for the year.

• Commodities, as represented by the Bloomberg UBS 
Commodities Index, experienced the lowest return of all 
capital markets with -13.32% for the year.

7



Performance Overview
• LACERS’ investment portfolio (“Fund”) ended the quarter with a market value of $14.0 billion. The

Fund’s net of fee return was 0.35% for the year and 6.77% for the three-year period ending June
30, 2016.

• The Fund outperformed its policy benchmark by 18 basis points (0.18%) for the year and
outperformed its policy benchmark by 23 basis points (0.23%) for the three-year period.

• In comparison to other public funds with market values greater than $10 billion in the TUCS (Trust
Universe Comparison Service) peer universe, the Fund ranked in the 78th percentile for the year
and in the 69th percentile for the three-year period.

• In the public markets, Non-U.S. Equity outperformed its benchmark for the one-year period while
U.S. Equity, Core Fixed Income and Credit Opportunities all underperformed their respective
benchmarks.

• Private Equity1 underperformed its benchmark for the one-year period.

• Real Assets, which is comprised of publicly traded and private markets assets, outperformed its
benchmark for the one-year period.

Note: Due to the J-curve effect in early stages of a private equity fund’s life, returns may lag prior to realization of proceeds in later years.
1Name change from “Alternative Investments.”
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1Since inception IRRs and multiples represent performance of active private equity and real estate funds in LACERS 
portfolio as of the date listed in the table heading. These numbers do not include performance of liquidated funds.
2Cash flow weighted benchmark return (IRR) is not available for the Real Estate Portfolio, so only time weighted 
return (TWR) is reported. 

Private Investments
Performance by IRR and Multiples1 as of March 31, 2016
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Private Equity 10‐Year IRR
Since Inception 

IRR
Since Inception 
Equity Multiple

Aggregate Portfolio 10.43% 10.77% 1.47x
Core Portfolio 11.25% 11.33% 1.50x
Specialized Portfolio 2.24% 2.17% 1.11x
Russell 3000 + 300 bps 10.32% 9.85% N/A

Real Estate2 10‐Year Return
Since Inception 

Return
Since Inception 
Equity Multiple

Total Portfolio (TWR) 1.52% 5.83% N/A
NFI ODCE + 80 bps (TWR) 6.18% 7.07% N/A



Total Fund Attribution*

*Slight discrepancies may result due to rounding. For details on Interaction and Trading effects above, see the Definitions Section VI: Performance Attribution.

• Overweight to U.S. Equities and underweight to both Private Equity and Real Assets, relative to their 
respective policy target weights, detracted from the portfolio’s performance over the 1-year period.  The 1-
year asset allocation effect was -0.38%, as illustrated in the “Attribution (1 Year)” chart above.  Overweight to 
U.S. Equities relative to the policy target weight has been a source of value added over the 5- and 10-year 
periods.   

• Manager performance was the most significant contributor of value added over the 1-year period, due in large 
part to outperformance of Non-U.S. Equity and Real Assets managers.

• Positive returns from interaction in the 1-year period are primarily due to underweighting in Private Equity, 
which considerably underperformed its benchmark.

• Negative returns from manager performance in the 5-year period are primarily due to underperformance of 
Private Equity investments.  Negative returns from manager performance in the 10-year period are primarily 
due to underperformance of Real Assets managers and Private Equity investments. 15

Portfolio 
Return

Policy 
Return

Asset 
Allocation Interaction Manager Performance Trading Total Alpha

1 Year 0.35% 0.17% -0.38% 0.08% 0.32% 0.16% 0.18%
5 Years 6.99% 6.89% 0.18% -0.03% -0.20% 0.15% 0.11%
10 Years 5.72% 5.79% 0.05% -0.12% -0.16% 0.16% -0.07%



Total Fund – Risk Allocation

• Public equities (U.S. Equity and Non-U.S. Equity) comprises 69% of total risk despite target weighting of 53%.

• Private markets (Private Real Estate and Private Equity) comprises 25% of total risk despite target weighting of 
17%.

• Public Real Assets comprises 1% of total risk despite target weighting of 5%.

• Total fixed income (Core Fixed Income and Credit Opportunities) comprises only 4% of total risk despite target
weighting of 24%.

*Contribution to Total Risk reflects the target allocation ex-ante contribution to total risk.  16



LACERS Risk Budget Comparison
Risk Statistics as of June 30, 2016

• Current LACERS public market asset class composite tracking errors are compared to
asset class target risk budgets to ensure active risks are within expectations.

• All public markets asset classes are within an appropriately narrow range of their
respective risk budgets.

• The LACERS Public Real Assets composite is not yet at its target strategy allocation.
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Public Markets Asset Class
Current Target 
Risk Budget

Actual 1‐Year 
Tracking Error

Actual 3‐Year 
Tracking Error

Domestic Equities 0.50% 0.62% 0.62%
Non‐U.S. Equities 1.20% 1.17% 1.41%
Core Fixed Income 1.00% 0.78% 0.67%
Credit Opportunities 1.50% 1.12% 0.97%
Public Real Assets* 3.00% 3.30% N/A

*The benchmark for the Public Real Assets composite is a custom policy benchmark that is comprised of the target weights of the public real asset 
components.  The public real asset benchmark weights are 60% TIPS, 20% Commodities, 10% REITs, and 10% MLPs.
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Active vs. Passive Allocation Breakdown

• Of the Total Fund, LACERS allocated 61.6% to active managers and 38.4% to passive managers.

• No exposure in passive management for Credit Opportunities, Private Equity, and Real Assets. As a 
result, allocation charts for these asset classes were omitted.
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• Active returns are returns earned over/under benchmark return.

• Lower information ratio the past few years due to (1) relative underperformance of watch list
and terminated managers and (2) much higher utilization of passive strategies.

5-Year Rolling Risk-Adjusted Active Returns

Risk-adjusted active returns are referred to as “Information Ratio”.  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
Composite returns are gross of fee.
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• LACERS U.S. Equity Portfolio is essentially style and size neutral versus its benchmark, 
which is desirable.
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• LACERS Non-U.S. Equity Composite is modestly overweight Europe and the Emerging Markets, and 
modestly underweight the Pacific Basin and North America. 

Country Allocation

Benchmark – MSCI ACWI x U.S. Index LACERS Non-U.S. Equity Composite
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5-Year Rolling Risk-Adjusted Active Returns

• Active returns are returns earned over/under benchmark return.

• Non-U.S. Equity’s rolling information ratio has been trending increasingly positive for past
5-years.

Risk-adjusted active returns are referred to as “Information Ratio”.  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
Composite returns are gross of fee. 31



• LACERS Non-U.S. Equity Portfolio has a small cap bias compared to MSCI ACWI ex U.S.
index, which provided significant value-added over the past year, as well as a modest
growth bias.
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• Core Fixed Income Composite has provided positive risk-adjusted active returns since inception.

• The declining trend in risk adjusted returns is largely a function of the introduction of a significant
passive allocation.

3-Year* Rolling Risk-Adjusted Active Returns

*Fixed Income mandate changed from core-plus to core on July 1, 2012.  Returns reflect core mandate only.
Risk-adjusted active returns are referred to as “Information Ratio”.  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
Composite returns are gross of fee.
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• LACERS Core Fixed Income portfolio has slightly higher duration than the benchmark.

• The portfolio is also modestly lower quality versus the benchmark.

• Unlike in public equities, biases in fixed income are expected to be rewarded over time. 37
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• Credit Opportunities Composite has provided mostly negative risk-adjusted active returns since
inception. However, it has not yet been a full market cycle (3-years) for this asset class, which is
the minimum appropriate time frame in which to measure rolling active returns.

1-Year Rolling Risk-Adjusted Active Returns

Risk-adjusted active returns are referred to as “Information Ratio”.  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
Composite returns are gross of fee.
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