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Executive Summary

• Quick primer on investment performance evaluation
• Recap of Equities Benchmark performance
• Review the impact of tilts within the FCERA portfolio
• Review 2020 activities within Equities
• Recap of asset allocation currently, and targets
• Sidebar on private credit investments terms
• Questions and Comments on Portfolio Management
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Performance Analysis:
Always work from the top down, looking for explanations

Total Portfolio, Absolute Return
1. 1 year
2. 3 years
3. 5 years

Total Portfolio, Relative to Benchmark
1. 1 year
2. 3 years
3. 5 years

Total Portfolio, Relative to Peers
1. 1 year
2. 3 years
3. 5 years
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Peers
1 is good

100 is bad

Absolute Relative to 
Benchmark



2/17/2021 5

Next: Drill Down Top to Bottom, Asking
• Is it above or below the total portfolio performance? (adding or subtracting?)
• Does it seem consistent, or volatile?
• Does it seem to be improving or deteriorating?
• Is it above or below the rest of the asset class?

• Equities
• Absolute performance
• Relative to Benchmark (the passive alternative)

• Fixed Income
• Absolute     
• Relative

• Real Estate
• Absolute performance
• Relative

• Private Credit
• Absolute performance
• Relative

• Private Equity
• Absolute performance
• Relative



2020 Equities Performance Overview

• Despite the early uncertainty from Covid, all types of equities delivered 
strong returns in 2020.  Lagging sectors were lodging, retail, travel.

• Strong equity returns were largely due to valuation expansion, rather 
than sharply improved fundamentals

• Certain sectors were unaffected by Covid, and performed the best
• (meaning fundamental prospects and actuals DID improve)

• Valuation measures suggest that stocks are anticipating a strong 
economic recovery from here

• The FCERA passive equity portfolio benchmark returned 14.4%
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Benchmark Performance
US outperformed international equities

• Global Equities Benchmark
ACWI IMI (MXWDIM) +14.4%

• US Equities Benchmark
MSCI US (MXUS) +19.2%

• International Equities Benchmark
MSCI World Ex-US +5.2%
MSCI EM +15.8%
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FCERA Equity Portfolio 2020 Benchmark(s) Performance
Growth better than value, US better than non-US

(EM and US small caps were very good)

ACWI IMI
MSCI US

ACWI  ex-US
MSCI EM

Russell 1000  Growth

Russell 1000 Value

Russell 2000 (Small)

S&P Dev ex-US Sm Cap
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The Equities Portfolio Risk Factor Pyramid

Beyond the Growth Factor Beta, Can We Get Paid Adequately 
for Taking on other “Risks” and/or find Alpha?

Equity Beta, Sensitivity to 
Economic Growth

Factor Tilts, e.g. Alt Beta
-Small size, Value
-Momentum, Quality, Low Vol
-Currencies
-Countries

Alpha, not just Beta
Low Correlation to Growth

-Illiquidity > Private Equity
-Long/Short > Hedge Funds
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This may be the longest running bull market in history
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Price/Earnings is a 
valuation measure, 

now very rich
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High P/E is not a sell signal, but does suggest lower 
returns in the future
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The Range of Valuations is Now Historically Wide or Dispersed
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The US was strong 
again in 2020, but EM 

was too
Note the weights 

in the ACWI 
benchmark

Note: US is 
dominated by 

Big Tech

China 
overcame 

Covid!
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There is emerging evidence of irrational behavior
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GameStop 1 Month Performance
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In 2020 FCERA Continued along Rebalancing 
Glidepath With Very Strong Equity Markets, 

Adding to Portfolio Performance 
Actual 12/2019 Actual 12/2020

Domestic Equities 23.40% 29.60%
Large Cap 16.20% 20.71%
Small Cap 5.00% 6.24%

overlay 2.20% 2.60%

International Equities 22.20% 22.86%
Large Cap 12.90% 13.06%
Small Cap 3.20% 3.29%

Emerging Mkts 6.10% 6.71%
overlay 0.00% -0.20%

Total Equities 45.60% 52.40%

NOTE: private equity 4.80% 4.97%
overlay 1.30% 0.00%

All Equity 51.70% 57.37%



2/17/2021 18

• Implemented an Overall Equities benchmark, ACWI IMI
• Rebalanced in March by selling TIPS and adding to Equities
• Changed US passive benchmark from Russell 3000 to MSCI US
• Changed non-US benchmark from EAFE to ACWI ex-US
• Rebalanced the geographic equities split closer to ACWI, selling 

non-US and adding US Passive
• Terminated US Large Cap value manager and overlaid in passive
• Redeemed $146mil from Artisan International Large Cap
• Redeemed $ 125mil from Research Affiliates
• Added $25mil to PIMCO StocksPlus

Changes Made to Equity Portfolio 2020
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• FCERA adjusted geographic weights in mid year to more evenly match benchmark: √
• In March the portfolio was rebalanced to trim fixed income and add to equities: √
• Within US, Large Cap Growth helped: √
• Heavy overweight in US and International to Value: −
• Within International, heavy EM overweight helped: √
• Within International, small cap helped: √
• Managers Adding Value:  Artisan, Baillie Gifford, T Rowe Price, StocksPlus: √
• Managers Not Adding Value: Mondrian, RAFI, AJO (sold): −

Grading Ourselves: Portfolio Performance Attribution



2020
Manager Performance

2020
Benchmark

Active Contribution
(in $mil)

Factor 
Contribution

(in $mil)

ACWI US (Passive) 16.3% 16.3%

T Rowe 41.4% 37.1% $                5.9 $        28.2 

AJO -12.3% -10.9% $              (1.8) $      (35.6)

PIMCO StocksPlus 21.6% 18.4% $                8.4 $          5.4 
World ex-US (Passive) 5.2% 5.2%

Artisan 9.5% 5.4% 7.8 0.5 

RAFI 2.1% 5.4% (6.4) 0.5 

Mondrian Intl Small 11.6% 11.9% (0.4) 11.3 

Mondrian EM 13.4% 15.8% (3.9) 16.8 

Baillie Gifford  EM 29.6% 15.8% 21.7 16.9 

Total Contribution $             31.3 $        43.9 
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Individual Mandate Performance Attribution Can Be 
Separated into Factor Contribution and Active Contribution

Factor Tilts vs. 
Benchmark

-Growth
-Value
-Small Size

Note:  I did not 
attempt to measure 

the impact of 
geographic weights
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Sidebar: Sample Private Markets Terms and Returns

Leverage Adds 
to Income, but 
also to risk of 
Write-Down

Terms: 1.25% management fee

15% incentive fee over 7% preferred return
Year 1 P&L

BDC – 0 Leverage BDC-1X Leverage Typical SMA
Coupon on Loans 7.75% 7.75% 7.75%
Equity Capital($mil) 100 100 100
Mgmt Fee 1.25% 1.25% 1.25%
Pref return 7.0% 7.0% 7.0%
Incent fee 15.0% 15.0% 15.0%
Admin Fee 0.5% 0.5%
Borrow ($mil) 100 100

rate 2.75% 2.75% 2.75%
Int Income ($mil) 7.75 7.75 7.75
with lev ($mil) 7.75 12.75 12.75

Mgmt Fee on Assets 1.25 2.50     2.50 

Incent Fee ** 0.11 0.86 -

other/admin * 0.50 0.50 -
Valuation Change ??? ??? ???

Total Net Income 5.89 8.89 11.25

Fees Paid to Mgr * 1.36 3.36 2.50 
FCERA net return 5.89% 8.89% 10.25%
Mgr Return 1.36% 3.36% 2.50%

% to mgr 18.8% 27.4% 19.6%

* may or may not be paid to mgr

** an SMA does not have incentive until principle is returned



Potential Board Considerations For Equities

• Monitor Equity Performance vs. Benchmark and Peer Universe
• Continue to Evaluate Active vs. Passive
• Ongoing Geographic Weighting Decisions: US/Intl/EM
• Factor Tilts: Growth? Value? Quality? Size? Low Vol?

• Monitor initial semi-active allocation to US Large Cap (with Value Tilt)
• Continual Monitoring of Active Manager Performance
• Review and Comment on Verus Watch List evolution
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