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NEPC First Quarter Economic Environment  

• GDP growth was revised downward for the First quarter, to 0.1%
– Retail sales fell to a 1.3% year-over-year growth rate in February
– The inventory-to-sales ratio has remained mostly flat since early 2010 and closed at 1.32 in January
– Corporate Profits as a percent of GDP remained near secular highs at 12.7% at the end of the fourth

quarter
– The trade deficit increased marginally in January

• Unemployment rose to 6.7% in February; U-6 declined to 12.6% during the fourth quarter.

• Consumer confidence fell to 82.3 in December; the Case- Shiller home price index (as of 12/31)
dipped slightly to 150.39 from its highest level (150.92) since the financial crisis

• Rolling 12 month CPI decreased to 1.1% at February end; capacity utilization rose slightly to
78.4% in the month

• Fed Funds rate remained at 0.25% while the 10 Yr. Treasury Yield finished December at 2.72%.

• The Federal Reserve Bank balance sheet increased in early 2014 while the European Central Bank
balance sheet decreased

– Large economies continue easing, Japan to the extreme, while the ECB tightens.

• S&P valuations rose in March and remained above the 10 year and long term averages, which are
nearly equal at 16.35.

– The cyclically adjusted Shiller PE Ratio, however, is above the long term average of 17.57 and slightly
above the 10 year average of 22.99
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Market Environment – Q1 2014 Overview 
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• Global Equities

– US stocks oscillated back and forth in the first quarter amid further guidance from the Federal Reserve.

– The S&P 500 Index rose 1.8%, while the Russell 2000 gained a modest 1.1%.

– International equities lagged US markets, returning 0.7%, as measured by the MSCI EAFE Index.

– Europe led non-US equities as France and peripheral countries recorded robust gains. Italy and Ireland
were two of the best markets for the quarter, with stocks returning roughly 14% so far this year.

– Despite rallying in March, emerging markets ended the quarter down 0.4% following Russia’s takeover of
Crimea, and the continuing economic slowdown in China. Russia was the worst performing market with a
-14.4% return, while Indonesia gained a hefty 21.3%.

• Global Fixed Income

– Bond markets rallied in the first quarter as investors snapped up safer, higher quality assets amid concerns
around the crisis in Ukraine, an economic slowdown in China, and the unseasonably harsh winter in the US.

– The 10-year US Treasury yield decreased 31 basis points to 2.72% during the first quarter.

– The US Credit Index gained 2.9% and the Long Duration Credit Index returned 6.3% in the first quarter.
High yield bonds returned 3.0%.

– Investment grade credit spreads narrowed to 103 basis points, the lowest they have been since before the
financial crisis. The yield spread on high yield bonds over Treasuries fell to a near record low of 3.58%.

– Intermediate-term Treasury Inflation-Protected Securities, or TIPS, gained 1.0% during the quarter.

– The Credit Suisse Leveraged Loan Index gained 1.3% during the first quarter.

– Local currency debt, as measured by the JP Morgan GBI-EM Index, gained 1.9%. Hard currency debt,
boosted by declining Treasury yields, outperformed local currency debt during the quarter, posting returns
of 3.5%.

NEPC First Quarter 2014 Market Review 
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• Commodity Markets

– Commodities started the year with a bang, with the DJ-UBS Index returning 7.2% in the first quarter.

– Fears of a grain shortage following Russia’s invasion of Ukraine powered returns of 8.4% in the grain
sector.

– Heating oil rallied early in the quarter on the heels of unseasonably cold weather but subsequently
retreated in March as temperatures returned to more normal levels, resulting in losses of 1.8% for
energy.

– Precious metals declined 4% as copper prices fell amid the slowdown in China.

• Hedge Funds

– Hedge funds turned in a positive performance in the first quarter, with the Credit Suisse Hedge Fund
Composite returning 0.9% compared to 1.8% for the S&P 500.

– Most hedge fund strategies were in the black, with the exceptions being the Credit Suisse Managed
Futures Index, which lost 4.3%, and the Credit Suisse Emerging Markets Index with returns of -2.0%.

– The broad Credit Suisse Long-Short Equity Index returned 1.6% for the quarter, with strong returns in
January and February from healthcare and technology, followed by a sharp selloff in March.

– This year, we reduced directional credit exposure, and are favoring more hedged exposure to equities.
We believe there may be greater opportunity in stock markets for individual security selection on both
the long- and short-side in the future.

NEPC First Quarter 2014 Market Review 
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• Private Markets
– Private equity fund raising got off to a strong start in the first quarter with new commitments—at

around $75.6 billion—keeping pace with commitments made in 2013.

– Asian fundraising totaled $10.8 billion in the first quarter, getting a shot in the arm as three firms
raised over $1.0 billion each; Europe saw $12.0 billion of new commitments of which 60% is going to
buyout and growth equity funds.

– Globally, buyout and growth equity commitments totaled $33.3 billion, representing 44% of all funds
raised so far this year, while energy, natural resources and infrastructure accounted for 19%.

– Venture capital fundraising hit $13.2 billion powered by five firms raising over $5 billion.

– Mezzanine funds, at $3.2 billion, accounted for only 4% of all new capital raised.

– Secondary funds raised only $3.1 billion in the first quarter, but we expect this number to increase to
more than $20 billion as the year progresses with several large funds launching new fund raises.

• Real Estate
– NEPC remains neutral on core strategies in the US, and positive on non-core strategies, for instance,

value-add and opportunistic.

– Real estate debt strategies are appealing, particularly in Europe’s distressed lending environment,
although currency risk is a potential consideration.

NEPC First Quarter 2014 Market Review 
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Key Policy Items Teachers^ PERS* Firefighters Police ** Law Judges Wildlife
  TOTAL EQUITY   Target 57.5% 68.0% 66.0% 50.0% 55.0% 68.0% 50.0%

    Actual 62.8% 70.0% 69.0% 55.6% 63.1% 69.6% 56.9%
    Range 37.5-77.5 59.2-76.8 61-71 30-70 55-65 59.2-76.8 40-65

 Large Cap   Target 17.0% 38.0% 32.2% 15.0% 20.0% 38.0% 50.0%
    Actual 24.3% 38.8% 34.4% 18.7% 32.3% 38.8% 37.9%
    Range 12-22 35-41 27.2-37.2 10-20 15-25 35-41 30-65

 MidCap   Target 13.0% - - - - - 0.0%
    Actual 14.5% 6.0%
    Range 8-18 - - - - - 0-10

 Small Cap   Target 10.0% 6.0% 13.8% 5.0% 10.0% 6.0% 0.0%
    Actual 10.3% 6.6% 17.2% 11.3% 7.2% 6.3% 5.9%
    Range 5-15 3.2-8.8 8.8-18.8 0-10 5-15 3.2-8.8 0-10

 International l Equity   Target 17.5% 24.0% 20.0% 15.0% 15.0% 24.0% 0.0%
    Actual 13.7% 24.6% 17.3% 13.1% 13.6% 24.5% 7.1%

        Range 12.5-22.5 21-27 15-25 10-20 5-15 21-27 0-15
 Long/Short Equity   Target - - - 15.0% 10.0% - -

    Actual 0.1% 12.5% 10.0%
    Range - - - 10-20 5-15 - -

 TOTAL FIXED INCOME   Target 23.5% 32.0% 19.0% 15.0% 30.0% 32.0% 40.0%
    Actual 20.8% 29.7% 17.4% 18.4% 27.5% 30.1% 37.2%
    Range 18.5-28.5 27.5-36.5 14-24 10-20 25-35 27.5-36.5 35-55

Dom. Fixed Income/High Yield Target 23.5% 32.0% 12.0% - 20.0% 32.0% 40.0%
    Actual 20.8% 29.7% 9.6% 19.3% 30.1% 37.2%

        Range 18.5-28.5 27.5-36.5 7-17 - 15-25 27.5-36.5 35-55
 Int'l & Global Fixed Income   Target - - 7.0% 15.0% 10.0% - -

    Actual 7.8% 18.4% 8.2%
    Range - - 2-12 10-20 5-15 - -

TOTAL ALTERNATIVES  Target 19.0% - 15.0% 35.0% 15.0% - 10.0%
        Actual 15.6% 12.9% 23.3% 9.3% 3.7%
        Range 2-22 - 5-15 30-40 5-15 - 0-10

Low Volatility Hedge Funds   Target - - 1.0% 10.0% - - -
        Actual 6.7% 8.8%
        Range - - 0-6 5-15 - - -

Private Equity/MLP's   Target 12.0% - - 10.0% 5.0% - -
        Actual 11.4% 0.5% 9.3% 2.4%
        Range 7-17 - - 5-15 0-5 - -

Real Estate/Real Assets   Target 7.0% - 14.0% 15.0% 10.0% - -
        Actual 4.2% 5.7% 5.2% 6.9%
        Range 2-12 - 9-19 10-20 2-12 - -

        CASH    Actual 0.9% 0.3% 0.6% 2.7% 0.1% 0.3% 2.2%

Actuarial Assumed Rates 8.0% 7.5% 7.5% 7.5% 7.5% 7.5% 7.0%

Asset Allocation Summary

^Master Limited Partnerships included in Private Equity allocation.
*The Russell 3000 index was broken down into Large Cap & Small Cap allocations for the PERS retirement plan
**Real Assets are included in Real Estate
Please note that allocations may not add to 100% due to rounding.
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Equity Commitment
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*Cash allocations not broken out for individual managers.

Oklahoma State Pension Commission
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Performance Attribution

March 31, 2014

Oklahoma State Pension Commission

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    0.90 0.90 3.00 1.80 1.90
PERS      0.40 0.40 0.70 1.10 0.90
FIREFIGHTERS -0.10 -0.10 -0.20 -0.40 -1.30
POLICE      0.40 0.40 1.70 0.40 -2.60
LAW      0.00 0.00 1.50 0.40 0.30
JUDGES      0.10 0.10 0.20 0.10 1.00
WILDLIFE    0.50 0.50 1.10 0.10 0.00

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    0.00 0.00 2.00 0.30 -0.50
PERS      -0.10 -0.10 0.30 -0.30 -0.50
FIREFIGHTERS -0.50 -0.50 0.60 -0.40 -0.80
POLICE      -0.10 -0.10 -0.40 -1.20 0.10
LAW      -0.10 -0.10 -1.70 -0.70 -0.20
JUDGES      -0.10 -0.10 0.30 0.00 -0.60
WILDLIFE    -0.20 -0.20 -0.50 -0.90 -1.20

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    0.30 0.30 1.40 1.40 2.70
PERS      0.20 0.20 0.00 0.20 0.80
FIREFIGHTERS 0.40 0.40 3.00 2.00 2.20
POLICE      -0.10 -0.10 -0.20 0.80 1.30
LAW      0.20 0.20 1.30 0.80 0.30
JUDGES      0.20 0.20 0.00 0.30 0.70
WILDLIFE    0.20 0.20 -0.50 0.60 -0.50

ALLOCATION IMPACT

POLICY IMPACT

MANAGER IMPACT
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Returns are gross of manager fees.
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• The client’s custodian bank is NEPC’s preferred data source unless otherwise directed. 
NEPC reconciles custodian data to manager data.  If the custodian cannot provide accurate 
data, manager data may be used. 

• Trailing time period returns are determined by geometrically linking the holding period 
returns, from the first full month after inception to the report date. Rates of Return are 
annualized when the time period is longer than a year. Performance is presented gross 
and/or net of fees as indicated on each page.

• For managers funded in the middle of a month, the “since inception” return will start with 
the first full month, although actual inception dates and cash flows are taken into account 
in all Composite calculations.

• This report may contain forward-looking statements that are based on NEPC’s estimates, 
opinions and beliefs, but NEPC cannot guarantee that any plan will achieve its targeted 
return or meet other goals.

Reporting Methodology
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• Past performance is no guarantee of future results.

• All investments carry some level of risk.   Diversification and other asset allocation 
techniques are not guaranteed to ensure profit or protect against losses.

• Some index returns displayed in this report or used in calculation of a policy, allocation or 
custom benchmark  may not be available from the source or may be preliminary and 
subject to change.

• NEPC’s source for portfolio pricing, calculation of accruals, and transaction information is 
the plan’s custodial bank.  Information on market indices and security characteristics is 
received from other sources external to NEPC.  While NEPC has exercised reasonable 
professional care in preparing this report, we cannot guarantee the accuracy of all source 
information contained within.

• This report is provided as a management aid for the client’s internal use only.  Performance 
contained in this report does not constitute a recommendation by NEPC.

• This report may contain confidential or proprietary information and may not be copied or 
redistributed to any party not legally entitled to receive it.

Information Disclaimer
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