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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 14.96% for the one-year period 
ending September 30, 2016.  The U.S. stock market was up 
4.40% in 3Q16.  

• Strong equity returns this year have coincided with a drop in 
corporate earnings. 

• Small-cap value stocks, as represented by the Russell 2000 
Value Index, were the strongest performing stocks for the 
year, primarily driven by financial, industrial, and information 
technology stocks.
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Non-U.S. Capital Markets:  Equity

Data sources:  Wilshire Compass, MSCI Barra

• Global equity markets, as represented by the MSCI ACWI ex-
U.S. Index, returned 9.26% for the year.

• The European Central Bank maintained their accommodative 
policies while the Bank of England cut their bank rate to 0.25% 
and extended their existing quantitative easing.  In Japan, 
where the overnight rate is negative, the central bank 
announced a plan to target the 10-year bond yield near 0%.  
Emerging market equities have benefited from strong 
economic growth, asset inflows and economic resilience in 
China.

• Emerging markets equities returned 16.78% during the year, 
outperforming developed markets. 
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Global 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 5.19% for the year.

• Ten-Year Treasury yields settled at 1.60% for 3Q16, 46 basis 
points lower than 3Q15. 

• U.S. Treasury yields were on a slow and steady rise for most of 
the third quarter. The Federal Open Market Committee decided 
to leave the overnight rate unchanged at their September 
meeting, the sixth consecutive meeting with no interest rate 
increase. Credit spreads tightened during the quarter in both 
investment grade and high yield bonds.  Sovereign bond yields 
fell across much of Europe, but ticked higher in Japan.
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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 6.58% for the year.

• REITS, as represented by the FTSE NAREIT U.S. Equity 
Index, returned 20.94% for the year.

• Commodities, as represented by the Bloomberg UBS 
Commodities Index, experienced the lowest return of all 
capital markets with -2.58% for the year.
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Performance Overview
• LACERS’ investment portfolio (“Fund”) ended the quarter with a market value of $15.0 billion. The

Fund’s net of fee return was 9.64% for the year and 6.29% for the three-year period ending
September 30, 2016.

• The Fund underperformed its policy benchmark by 132 basis points or -1.32% for the year and
outperformed its policy benchmark by 29 basis points or 0.29% 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 52nd percentile for the year
and in the 65th percentile for the three-year period.

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

• Private Equity1,2 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.

1Due 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.
2Name 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 June 30, 2016
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Private Equity 10‐Year IRR
Since Inception 

IRR
Since Inception 
Equity Multiple

Aggregate Portfolio 10.41% 10.85% 1.48x
Core Portfolio 11.25% 11.43% 1.51x
Specialized Portfolio 1.93% 1.85% 1.10x
Russell 3000 + 300 bps 10.72% 9.90% N/A

Real Estate2
10‐Year Return 

(Net)
Since Inception 
Return (Net)

Since Inception 
Equity Multiple

Total Portfolio (TWR) 1.27% 5.85% N/A
NFI ODCE + 80 bps (TWR) 5.99% 7.09% 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.

• Manager performance was the most significant detractor of value added over the 1-year period, as illustrated 
in the “Attribution (1 Year)” chart above, due in large part to underperformance of Private Equity investments.

• Underweight to Private Equity and overweight to Core Fixed Income, relative to their respective policy target 
weights, detracted from the portfolio’s performance over the 1-year period. 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. 

• 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 9.64% 10.96% -0.38% 0.40% -1.31% -0.02% -1.32%
5 Years 10.20% 10.11% 0.24% -0.06% -0.34% 0.24% 0.09%
10 Years 5.73% 5.77% 0.04% -0.11% -0.15% 0.19% -0.04%



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 September 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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*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.

Public Markets Asset Class
Current Target 
Risk Budget

Actual 1‐Year 
Tracking Error

Actual 3‐Year 
Tracking Error

U.S. Equity 0.50% 0.57% 0.63%
Non‐U.S. Equity 1.20% 1.13% 1.43%
Core Fixed Income 1.00% 0.77% 0.67%
Credit Opportunities 1.50% 1.16% 0.95%
Public Real Assets* 3.00% 2.02% N/A
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Return to Risk Ratio Comparison*

• Return to risk ratio comparison puts funds with different asset allocation objectives on even footing.

• LACERS 5-year return ranks in the 27th percentile, while its 5-year risk value ranks in the 78th

percentile.  Risk is higher relative to peers due to (1) much higher allocation to Non-U.S. Equity, 
which has higher risk versus U.S. Equity and (2) U.S. Equity risk modestly higher relative to peer 
U.S. Equity composite risk median.

• As of September 30, 2016, LACERS 5-year return to risk ratio (5-year return/5-year risk) ranks in 
the 60th percentile. 19

5‐Years as of 9/30/16 Return Risk Return to Risk Ratio

LACERS 10.18 5.94 1.71

Median PF > $10B 9.83 5.55 1.77

*Rolling 5-year Return/Risk



Active vs. Passive Allocation Breakdown

• Of the Total Fund, LACERS allocated 60.0% to active managers and 40.0% 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. However, 60-
month information ratio as of September 30, 2016 was positive.

5-Year Rolling Risk-Adjusted Active Returns1,2

1Risk-adjusted active returns are referred to as “Information Ratio.”  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
2Composite returns are gross of fees.
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• LACERS U.S. Equity Portfolio is essentially style and size neutral versus its benchmark.
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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 Returns1,2

• 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.

1Risk-adjusted active returns are referred to as “Information Ratio.”  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
2Composite returns are gross of fees. 32



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

3-Year* Rolling Risk-Adjusted Active Returns1,2

*Fixed Income mandate changed from core-plus to core on July 1, 2012.  Returns reflect core mandate only.
1Risk-adjusted active returns are referred to as “Information Ratio.”  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
2Composite returns are gross of fees.
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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. 38
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• Credit Opportunities Composite reflects mostly negative risk-adjusted active returns since
inception.

• Two of three managers in the composite have not managed for a full market cycle (full market
cycle varies but can generally be 3 to 5 years).

1-Year Rolling Risk-Adjusted Active Returns1,2

1Risk-adjusted active returns are referred to as “Information Ratio.”  Information Ratio  =  Excess return (alpha) / Excess risk (tracking error).
2Composite returns are gross of fees.
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