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Fourth quarter “advanced” estimate of GDP growth printed at +2.6%.   
– Retail sales (ended December) rose to 1.9% on a year-over-year growth rate basis. 
– The inventory-to-sales ratio has remained mostly flat since early 2010 and closed at 1.3 in November.  
– Corporate profits as a percent of GDP increased ending the third quarter at 12.4% and remain elevated relative to 

historical levels. 
– The U.S. trade deficit decreased slightly in November.   

 
The unemployment rate fell to 5.8% in December; U-6, a broader measure of unemployment, 
fell to 11.2% the fourth quarter. 
 
The Case-Schiller Home Price Index (as of 12/31) declined slightly to 167.11 from third 
quarter levels and is at levels higher than that of pre-financial crisis levels of 150.92.   
 
Rolling 12-month CPI decreased to 0.8% at the end of December; Capacity Utilization declined 
slightly to 79.7% in December. 
 
Fed Funds rate remains at 0.25%, while the 10-year Treasury Yield finished Q4 at 2.16%. 
 
The Fed balance sheet continued to grow in 2014, while the European Central Bank balance 
sheet decreased in 2014. 
– ECB announced it will be embarking on an asset purchasing stimulus plan.  

 
S&P valuations decreased in December remaining above the 10-year and long-term averages, 
which are nearly equal at 16.4x, using current price/earnings ratios. 
– Cyclically adjusted Shiller PE ratio is above the long-term average of 17.6x and above the 10-year average of 22.9x. 

 
The U.S. Dollar continues to strengthen against a basket of major currencies as the Fed ends its 
quantitative easing program.  
 
 

Economic Environment 
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Market Environment – Q4 2014 Overview 

* As of 9/30/2014 

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

World Equity Benchmarks

MSCI World World 1.0% 4.9% 15.5% 10.2% 6.0%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Domestic Equity Benchmarks

S&P 500 Large Core 4.9% 13.7% 20.4% 15.5% 7.7%

Russell 1000 Large Core 4.9% 13.2% 20.6% 15.6% 8.0%

Russell 1000 Growth Large Growth 4.8% 13.1% 20.3% 15.8% 8.5%

Russell 1000 Value Large Value 5.0% 13.5% 20.9% 15.4% 7.3%

Russell 2000 Small Core 9.7% 4.9% 19.2% 15.6% 7.8%

Russell 2000 Growth Small Growth 10.1% 5.6% 20.1% 16.8% 8.5%

Russell 2000 Value Small Value 9.4% 4.2% 18.3% 14.3% 6.9%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

International Equity Benchmarks

MSCI EAFE International Developed -3.6% -4.9% 11.1% 5.3% 4.4%

MSCI EM Emerging Equity -4.5% -2.2% 4.0% 1.8% 8.4%

S&P EPAC SmallCap Small Cap Int'l -1.9% -3.1% 14.4% 8.9% 6.9%

MSCI ACWI ex-US World ex-US -3.9% -3.9% 9.0% 4.4% 5.1%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Domestic Fixed Income Benchmarks

Barclays Aggregate Core Bonds 1.8% 6.0% 2.7% 4.5% 4.7%

Barclays US High Yield High Yield -1.0% 2.5% 8.4% 9.0% 7.7%

BofA ML US HY BB/B High Yield -0.4% 3.5% 8.1% 8.8% 7.2%

CSFB Levered Loans Bank Loans -0.4% 2.1% 5.8% 5.8% 4.7%

BofA ML US 3-Month T-Bill Cash 0.0% 0.0% 0.1% 0.1% 1.5%

Barclays US TIPS 1-10 Yr Inflation -1.0% 0.9% 0.0% 2.8% 3.8%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Global Fixed Income Benchmarks

Citigroup WGBI World Gov. Bonds -1.5% -0.5% -1.0% 1.7% 3.1%

BC Global Credit Global Bonds -0.5% 2.4% 5.1% 5.3% 4.8%

JPM GBI-EM Glob. Diversified Em. Mkt. Bonds (Local) -5.7% -5.7% 0.1% 2.6% 6.7%

JPM EMBI+ Em. Mkt. Bonds -0.9% 6.2% 4.7% 7.0% 7.7%

Qtr. 1 Yr. 3 Yr. 5 Yr. 10 Yr.

Alternative Benchmarks

DJ UBS Commodity Index Commodity -12.1% -17.0% -9.4% -5.5% -1.9%

DJCS HF Composite Hedge Fund 0.7% 4.1% 7.2% 5.9% 5.8%

HFRI FoF Conservative Fund of Funds 0.5% 3.4% 5.1% 3.3% 2.5%

Cambridge PE Lagged* Private Equity 1.7% 18.1% 17.1% 16.6% 15.1%

NCREIF Property Index* Real Estate 2.6% 11.3% 11.1% 11.0% 8.1%

Wilshire REIT Index REIT 15.1% 31.8% 16.4% 17.3% 8.3%

CPI + 2% Inflation/Real Assets 1.4% 2.7% 3.3% 3.7% 4.3%
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Fed asset purchases come to an 
end  
– Divergence in monetary policies 

signaling different investment 
environments globally 

 

Q4 GDP growth estimated at 
2.6%  
– U.S. employment continues to gain 

 
ECB announces further monetary 
easing through asset purchases 
in addition to negative short 
dated interest rates 
 
Developed world inflation is low  
– In US, CPI for all Urban Consumers 

was negative in Q4 driven by lower 
energy 

 
 

 
 
 

 

Geopolitical instability drives volatility 
– Instability in the Mid-East, Eastern Europe, 

Greece 
 

Europe continues to see ongoing 
political and economic growth 
challenges 
 
U.S. Dollar strength continues to 
translate into negative dollar 
denominated returns in international 
markets 

 
Valuations remain above 10 year and 
long term averages 
– Developed Equity P/Es above median 
– Credit spreads near historically low levels 

 
Volatility re-emerges; the VIX spiked 
substantially toward the end of the 
quarter 
– VIX spiked approximately 100% in mid 

December 
 

 

Fourth Quarter 2014 Market Review 

Positives Negatives 
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Global Equity 
 

U.S. equities advanced in the fourth quarter amid increasing volatility.  
 
Small cap stocks outperformed large cap stocks during the quarter, with the Russell 2000 Index returning 9.7% 
and the S&P 500 Index returning 4.9%. 
 
International equities underperformed U.S. markets during the quarter, returning -3.9%, as measured by the 
MSCI ACWI ex-U.S. Index.  
– Developed markets returned –3.6% as measured by the MSCI EAFE Index.  Europe was the worst performing region returning -4.6%.  
– Emerging markets returned -4.5% as measured by the MSCI Emerging Markets Index in U.S. dollar terms. In local currency terms 

emerging markets were up 0.1%.  Emerging countries in Europe (-6.45%) and Latin America (-6.13%) were the largest detractors in 
local currency terms. 
 

Private Equity 
 

New private equity commitments totaled $83 billion in Q4 2014, bringing total new commitments to $348 billion 
for the year making 2014 the fifth straight year of increasing commitments. 
– 2014 global PE fundraising pace increased 7% over 2013; US fundraising exceeded 2013 totals by 4% or $9.4 billion. 

 
Buyout and growth equity fund deal volume in both the U.S. and Europe has gradually declined throughout 2014.  
– Buyout and growth equity deals totaled $181 billion approximately $3.0 billion less than 2013. 

 
Venture capital commitments totaled $44.9  billion ended December, outpacing total 2013 commitments by 33%.  
– At 13% of total private equity raised, commitments are just below the 10-year historic relative average. 

 
Mezzanine funds continue to face strong headwinds from a robust high yield market and an expanding supply of 
private debt.  
– Mezzanine funds raised $16.5 billion or 5% of total private equity funds raised, $8.8 billion less than in 2013.  

 
Asian private equity commitments accelerated in 2014 to $38.1 billion. 
– Represents 11% of the 2014 total across all geographies.  Asian funds raised $27.5 billion in 2013 with 70% by China-based firms.  

 
 

Market Environment 
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Fixed Income 
 
Risk aversion permeated fixed income markets in the fourth quarter amid growing concerns around global 
economic growth and geopolitical events.  
 
2 and 3-year Treasury yields increased by 20 basis points while the 10-year Treasury yield fell 33 basis 
points during the quarter, finishing at 2.17%. 
 
The Treasury yield curve flattened with the spread between two-and 10 year rates falling to 1.50%. 
 
Treasury Inflation-Protected Securities, or TIPS, underperformed nominal Treasuries due to lower 
inflation (expectations and actual), with the Barclays US TIPS Index posting a loss of 1.0% during the 
quarter. 
 
Investment grade credit spreads continued to widen ending December at 125 basis points.   
 
High yield bonds returned -1.0% as spreads increased to 483 basis points up from 424 basis points, nearly 
59 basis points wider than September 2014 levels.  
– High yield markets were most significantly impacted by the decline of oil prices as Energy makes up approximately 14% of 

the Barclays US High Yield Bond Index.  
 

Emerging markets debt continued to slow in the fourth quarter after a strong first half of the year.  
– Concerns over geopolitical events, economic growth and a Fed rate increase caused local currency (JP Morgan GBI-EM Global 

Diversified – Unhedged) to fare worse than external currency (JP Morgan EMBI+) emerging markets debt resulting in losses 
of 5.7% and 0.9% respectively.  

 
 
 

Market Environment 
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Commodities 
 
Commodities sold off in the fourth quarter with the Bloomberg Commodity Index losing 12.1%. 
– Oil continued to be the headline story with a decline of approximately 40% in the quarter on negative supply pressure from OPEC and on 

lower demand growth expectations.  
  
Real Estate 

 
NEPC continues to be neutral on core real estate in the US and remains positive on non-core real estate, that is, 
value-add and opportunistic strategies.  
 
Within U.S. core real estate, strong fundamentals continue to be the story along with attractive income spreads 
relative to interest rates.  
– The concerns for U.S. core real estate (and U.S. real estate, broadly) continues to be plentiful capital that is driving up pricing; and the 

market’s expectation for higher future interest rates and their impact on capitalization rates and capital values. 
 
U.S. REITs traded up relative to net asset values ending Q4 at a slight premium to NAV (long-term average is 
2.4% above NAV).  
– The Wilshire REIT Index ended the quarter up 15.1% and ended the year with a gain of 31.8%.  
– FFO multiples are up to approximately 18x remaining above the average of 12.5x since 2000. 

 
Overall, the non-core real estate investment environment in the U.S. is normalizing; however, select areas remain 
attractive.  

 
Europe is viewed as the best place for a marginal dollar of non-core real estate investment.   
– Europe is emerging from multi-year recession, but recovery is slow. 
– Banks in EU are still overleveraged and have significant real estate exposure (banks in Europe hold 90%+ of real estate debt or 

€2,300B; in the U.S. banks hold 49% of real estate debt).  

 
 

Market Environment 
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Real Assets/Inflation-Linked Assets 
 

NEPC believes that energy, specifically in North America, represents an attractive opportunity in the up-
stream and mid-stream parts of the energy value chain.  
 

 
OPEC and Saudi Arabia have indicated a willingness to allow lower oil prices to persist in efforts to 
cement market share and reduce marginal supply. 
 
 
NEPC continues to believe in the long-term demand drivers in agriculture.  

  
 

Timber is an area of portfolios where we would recommend underweight positions as total return targets 
are low with a relatively small market opportunity and managers seeking deals outside the U.S. 
 
 

Market Environment 
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What’s Happened: Historical Crude Oil Prices 

Crude oil prices have dropped by over 50% since June 2014  

The recent decline represents the second largest decline since 2000 

 

Source: Bloomberg; data as of January 5, 2015.  
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Fed governors (blue dots) 
project higher rates over the 
next few years 
– Market expectations (green dots) 

are less ambitious with reality likely 
in-between 

– Upside surprise to pace or level of 
interest rates supportive of higher 
USD; negative for US risk assets 

 
 

Low real rates suppressed by 
central banks, squeeze 
expectations for future returns 
– UK, Europe & Japan all with 

negative 10 year real yields 
– US bonds look relatively attractive 

in this context 
– Real rates moving lower toward 

peers is bullish for risk assets 
– Long-term normalized monetary 

policy could reverse the trend 
 

Fed Rate Hikes Expected in 2015; Timing and Pace Are Uncertain 

Long Term 

Source: Bloomberg as of 11/30 

Source: Bloomberg and Federal Open Market Committee as of 11/30 
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Central bank stimulus has been 
a key driver of market returns 
– Post crisis monetary policy was first 

highly stimulative, waned in 2010-
2011, then resumed unevenly 

– Greater stimulus led to strong local 
market returns 

– Continued stimulus in Japan and 
Europe should be incorporated into 
outlook but hedging developed 
market currency exposure is 
prudent 

 
 

Policy responses have been key 
driver of capital market results 
– Distinct economic environments 

across countries leads to 
differentiation in market returns 

– Evolving monetary policies continue 
to diverge and likely lead to more 
independent capital market 
outcomes among countries 

Policy and Market Divergences Continue to Develop 

Source: Bloomberg as of 11/30 - Local indices consist of Australia, Europe, UK, 
Emerging Markets, Japan, New Zealand, US, and Canada 

Source: Bloomberg as of 11/30 
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Currency has been a detractor 
for US investors allocating 
abroad over last 2-3 years 
– Half of recent underperformance is 

driven by currency 
 
 
Hedging a portion of develop 
market currency risk a key 
theme in coming years 
– Yen and Euro denominated issues 

make up roughly 50% of MSCI EAFE  
 
 
Dollar strength not necessarily 
relegated to the recent past 
– History shows the dollar tends to 

rally two years after Fed Funds 
hikes 

Strength in the US Dollar has Implications for Non-US Markets 

Source: Bloomberg 11/30 

Source: Bloomberg, NEPC as of 11/30 
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Be judicious with risk   
– Avoid chasing risk for only marginal return enhancements 
– Less liquid opportunities may provide the best risk-adjusted approach, but liquidity 

needs should be incorporated (e.g., substituting direct lending for high yield) 
 

Question the “traditional” approach; different investment 
environments require different perspectives of risk and return  
– A low-return environment may require a fresh perspective  
– Continue to remove traditional portfolio constraints by adding active managers with 

skill to exploit inefficiencies within and across asset classes (e.g., flexible global equity, 
global asset allocation, absolute return fixed income)  
 

Rethink fixed income portfolio structure in light of current market 
environment 
– Use of an unconstrained/multi-sector fixed income portfolio may provide sound 

diversification and enhanced liquidity 
– Examine if alternatives are available to traditional portfolio positions (e.g., combining 

cash and long treasuries vs. holding core bond portfolio)  
 
Review inflation hedging allocations in light of recent market action 
– Some areas have likely sold off more than is warranted 

 
Consider market weight or slightly over-weighted target allocation to 
developed non-U.S. equity 
– Consider reducing the risk of the position by allocating to a currency hedged portfolio 

or implementing a currency hedge overlay  
 
 

Market Outlook and Recommendations 
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Highlights of Fourth Quarter Happenings at NEPC 

Fourth Quarter 2014 

  

NEPC Updates 

NEPC Research 
Recent White Papers Posted  

Improving Asset Allocation with Factor 
Analysis (November 2014) – Mark 
Cintolo, CAIA, Research Consultant  

Improving Governance Under an OCIO 
Structure (October 2014) – Steven  
Charlton, CFA, Director of Consulting 
Services 

NEPC 2014 Defined Contribution Plan & 
Fee Survey: What Plan Sponsors Are 
Doing Now (October 2014) – Ross 
Bremen, CFA, Partner; Dan Beaton, 
Senior Analyst 

Recent/Upcoming Events 
2015 Market Outlook Webinar - January 22, 2015 at 3:00 PM 
EST.  

NEPC’s 20th Annual Client Conference – May 19-20, 2015 in 
Boston at the Boston Convention & Exhibition Center (BCEC)  

 

NEPC Gives Back
A team of NEPC employees participated in Movember once again 
this year.  Movember is a global men’s health charity requiring 
each ‘Mo Bro’ to sport a well-groomed mustache during the entire 
month of November to raise funds and awareness for men’s 
prostate cancer, testicular cancer, and mental health.  The team 
raised about $20,000 this year and ranked #49 nationally! 
Additionally, NEPC employees participated in Lee National Denim 
Day once again this year and raised $1,745.  Lee National Denim 
Day is a fundraiser that takes place in October and was created by 
Lee Jeans to support the American Cancer Society’s breast cancer 
programs.  
 

NEPC Client Recognitions 
Several of NEPC’s clients were recognized by CIO Magazine 
recently.  First, the October 2014 issue of CIO Magazine ranked the 
Power 100 CIOs, which included Tim Barrett, CIO of Texas Tech 
University System (#59), and Don Pierce, CIO of San Bernardino 
County Employees’ Retirement Association (#61).  Next, several 
NEPC clients were nominated for the CIO 2014 Industry Innovation 
Awards.  Additionally, NEPC’s client SBCERA was nominated for an 
Investor Intelligence Award in ‘Portfolio Design’.  

Professional Staff Updates 
New Partner: Sean Ruhmann, Partner, Director of Real 
Assets Research 

New Principals: Jeffrey Mitchell, CFA, CAIA, Principal, 
Senior Consultant ; Terri Sacramone, SPHR, Principal, Senior 
Human Resources Manager; and Michael Sullivan, Principal, 
Senior Consultant  

We are also pleased to announce that Daniel Hennessy has 
joined NEPC as a Senior Consultant located in our Redwood 
City, CA office.  Daniel will be focusing on Taft-Hartley and 
Public Funds in the West.  
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Key Policy Items Teachers^ PERS* Firefighters Police ** Law Judges Wildlife
  TOTAL EQUITY   Target 57.5% 68.0% 65.0% 50.0% 55.0% 68.0% 50.0%

                      Actual 61.8% 69.3% 64.7% 47.9% 59.9% 68.8% 58.1%
                      Range 51.75-64.25 59.2-76.8 55-75 25-80 55-65 59.2-76.8 40-65
 Large Cap   Target 17.0% 38.0% 31.5% 15.0% 20.0% 38.0% 50.0%
                      Actual 21.0% 40.1% 35.5% 17.7% 29.7% 39.9% 40.0%
                      Range 15.3-19.7 35-41 26.5-36.5 10-20 15-25 35-41 40-65

 MidCap   Target 13.0% - - - - - 0.0%
                      Actual 15.0% 6.0%
                      Range 11.7-14.3 - - - - - 0-10
 Small Cap   Target 10.0% 6.0% 13.5% 5.0% 10.0% 6.0% 0.0%
                      Actual 10.4% 6.6% 14.6% 7.7% 7.2% 6.4% 5.8%
                      Range 9-11 3.2-8.8 8.5-18.5 0-15 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 15.4% 22.6% 14.5% 9.4% 12.9% 22.5% 6.3%
                      Range 15.75-19.25 21-27 15-25 5-25 5-15 21-27 0-15

 Long/Short Equity   Target - - - 15.0% 10.0% - -
                      Actual 0.1% 13.1% 10.1%
                      Range - - - 10-20 5-15 - -

 TOTAL FIXED INCOME   Target 23.5% 32.0% 20.0% 15.0% 30.0% 32.0% 40.0%
                      Actual 20.9% 30.4% 18.3% 18.2% 27.6% 30.8% 37.0%
                      Range 21.15-30.85 27.5-36.5 15-25 10-20 25-35 27.5-36.5 35-55

Dom. Fixed Income/High Yield Target 23.5% 32.0% 13.0% - 20.0% 32.0% 40.0%
                      Actual 20.9% 30.4% 11.7% 19.3% 30.8% 37.0%
                      Range 21.15-30.85 27.5-36.5 8-18 - 15-25 27.5-36.5 35-55

 Int'l & Global Fixed Income   Target - - 7.0% 15.0% 10.0% - -
                      Actual 6.6% 18.2% 8.3%
                      Range - - 2-12 10-20 5-15 - -

TOTAL ALTERNATIVES  Target 19.0% - 10.0% 35.0% 15.0% - 10.0%
                      Actual 17.2% 15.9% 28.0% 12.4% 3.4%
                      Range 17.1-20.9 - 5-15 10-60 5-15 - 0-10

Low Volatility Hedge Funds   Target - - 0.0% 10.0% - - -
                      Actual 3.4% 8.6%
                      Range - - 0-5 5-15 - - -

Private Equity/MLP's   Target 12.0% - 5.0% 10.0% 5.0% - -
                      Actual 12.4% 2.2% 8.9% 2.7%
                      Range 10.8-13.2 - 0-10 5-15 0-5 - -

Real Estate/Real Assets   Target 7.0% - 10.0% 15.0% 10.0% - -
                      Actual 4.8% 10.3% 10.5% 9.7%
                      Range 6.3-7.7 - 5-15 0-30 2-12 - -
        CASH    Actual 0.0% 0.3% 1.0% 1.4% 0.1% 0.3% 1.5%

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.

Out of 
Range

December 31, 2014

Oklahoma State Pension Commission
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Teachers Firefighters Wildlife Law PERS Police Judges Median Public Fund

December 31, 2014

Equity Commitment

58.1%

39.4%

69.3%

64.7%

52.3%

61.9%

68.8%

49.8%

*Cash allocations not broken out for individual managers.

Oklahoma State Pension Commission
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Performance Attribution

December 31, 2014

Oklahoma State Pension Commission

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    -1.60 0.00 0.00 1.70 1.40
PERS        -0.10 0.40 0.40 0.50 0.70
FIREFIGHTERS 0.40 0.80 0.80 0.30 -0.20
POLICE      0.20 0.20 0.20 0.10 -0.40
LAW         -0.30 -0.30 -0.30 0.50 0.60
JUDGES      0.00 0.30 0.30 0.40 0.60
WILDLIFE    0.00 0.20 0.20 0.20 0.00

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    0.30 0.10 0.10 0.70 0.10
PERS        0.20 0.00 0.00 0.20 -0.20
FIREFIGHTERS -0.40 -2.60 -2.60 -0.50 -0.60
POLICE      0.80 0.40 0.40 -0.20 -0.60
LAW         -0.80 0.10 0.10 -0.70 -0.40
JUDGES      0.00 -0.30 -0.30 0.00 -0.30
WILDLIFE    -0.10 -1.80 -1.80 -1.10 -1.20

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    1.30 2.20 2.20 2.10 1.80
PERS        0.40 1.20 1.20 0.50 0.40
FIREFIGHTERS 1.10 2.90 2.90 2.60 2.00
POLICE      -1.80 -1.30 -1.30 0.10 0.60
LAW         1.20 1.20 1.20 0.90 0.90
JUDGES      0.40 1.20 1.20 0.50 0.40
WILDLIFE    1.40 3.70 3.70 0.70 1.00

ALLOCATION IMPACT

POLICY IMPACT

MANAGER IMPACT
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Performance Return

December 31, 2014

Oklahoma State Pension Commission
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Rolling 12 month CPI dropped to 0.8% in December; 
capacity utilization dropped to 79.7% in the month 

The Case-Shiller home price index (as of 12/31) dropped 
slightly to to 167.11 by December end 

US Economic Environment 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

Source: U.S. Bureau of Economic Analysis (BEA) as of 12/31 Source: Bloomberg as of 12/31 

The GDP estimate for the fourth quarter of 2014 increased at 
an annual rate of 2.6 percent 

Unemployment declined slightly to 5.8% in December; while  
the U-6, dropped to 11.2% 
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Components of GDP 

Source: Bloomberg as of 9/30 Source: Bloomberg as of 11/30 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 11/30 

Third quarter corporate profits, as a percent of GDP, increased 
since the second quarter ending at 12.4%.  

The trade deficit decreased slightly in November 

Retail sales rose to a 1.9% year-over-year growth rate in 
November 

The inventory-to-sales ratio remained at 1.3 through 
Novemeber continuing a fairly consistent level 
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Chicago Fed National Activity 3 Month moving average was 
positive through December; typically a positive indicator for 
growth. 

Key Economic Indicators 

Source: Bureau of Economic Analysis, Congressional Budget Office as of 6/30 Source: Bloomberg as of 12/31 

Source: Bloomberg as of 11/30 Source: Bloomberg as of 12/31 

US GDP relative to potential has decreased through the first 
and second quarters; remaining near historic lows 

The rolling percentage change in the Leading Economic 
Indicators index decreased to 6.14% through November 

The small business optimism index increased through 
December 
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The Japanese Yen has weakened 17.4% relative to the US 
dollar in 2014; while the MSCI Japan TR Net Local Index 
returned 17.29% 

Economic Environment – Monetary Policy and Banks 

Source: Bloomberg as of 12/31, Values after 11/30 based on market projections 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

The Fed completed the taper as scheduled 

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

Central bank assets worldwide have risen significantly since 
2008 
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Looming Macro Uncertainties 

Source: Morningstar as of 12/31 Source: Bloomberg as of 9/30 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 
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S&P valuations decreased slightly through December remaining 
above the 10 year and long term averages 

Market Environment – US Equity 

Source: Bloomberg as of 12/31 

Source: Shiller Data as of 12/31; Long term average dates to 1/1/1926 Source: Bloomberg as of 12/31; Long term average dates to 1/29/1954  

Source: Bloomberg as of 12/31 

…The cyclically adjusted Shiller PE Ratio, is above the long 
term average of 17.66 and slightly above the 10 year 
average of 22.91 
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The VIX rose on the month; the S&P 500 declined -0.3% 
through December 
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Large growth stocks have slightly outperformed large value in 
2014 

The energy sector was the greatest detractor in the S&P 500 in 
2014 with utilities and healthcare providing the highest returns 

US Stock Market Performance 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

Source: Bloomberg as of 12/31 
 

Source: Bloomberg as of 12/31 

Domestic equity has outperformed international equity in 
2014 

Large cap has outperformed small cap in 2014 
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Non-US Stock Performance 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

YTD 3-Mo 1 Yr. 3 Yr. Ann.
Europe ex UK -8.5% -4.5% -8.5% 10.3%
United Kingdom -8.7% -4.8% -8.7% 5.5%
Japan -5.7% -2.5% -5.7% 7.6%
Pacific Ex Japan -4.3% -2.2% -4.3% 5.0%
Canada -0.6% -5.3% -0.6% 3.1%
USA 11.1% 4.3% 11.1% 17.9%

YTD 3-Mo 1 Yr. 3 Yr. Ann.
Euro 12.0% 4.2% 12.0% 2.3%
Japanese Yen 12.0% 8.4% 12.0% 13.7%
British Pound 5.9% 3.9% 5.9% -0.1%
Canada 8.6% 3.6% 8.6% 4.2%
Australia 8.4% 6.6% 8.4% 7.1%

YTD 3-Mo 1 Yr. 3 Yr. Ann.
MSCI EAFE (Local) 5.9% 1.8% 5.9% 16.4%
MSCI EAFE (USD) -4.9% -3.6% -4.9% 11.1%
Currency Impact -10.8% -5.3% -10.8% -5.3%

US Dollar Return vs. Major Foreign Currencies
(Negative = Dollar Depreciates, Positive = Dollar Appreciates)

Currency Impact on Developed Mkt. Returns
(Negative = Currency Hurt, Positive = Currency Helped)
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MSCI EM Rolling 12-Month excess returns relative to MSCI 
World have moved above the lower bound of the historical 
range 

Market Environment – Emerging Markets 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

Source: Bloomberg as of 12/31 
 

Source: Bloomberg as of 9/30 

The MSCI EM PE Ratio remains below its long term average 

Projected GDP growth rates have declined in emerging 
market countries 

Balance of payment challenged countries have shown signs 
of improvement 
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Source: Bloomberg as of 12/31 

Emerging Markets 

- The MSCI EM index’s PE, PB, and PS ended December 
below their historical averages. 
- The MSCI EM Small Cap PE and PS ratios are above 
historical averages while the PB ratio is below its historical 
average 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

Source: Bloomberg as of 11/30 

PE Ratio

PE Historical Avg

PB Ratio

Historical Avg

PS Ratio 

Historical Avg

Emerging Markets Valuation
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0.79
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14.44

19.33

18.34

1.42

1.53
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1.28

YTD 3-Mo 1 Yr. 3 Yr. Ann.

Brazilian Real 10.8% 7.8% 10.8% 11.1%

Russian Ruble 43.3% 31.8% 43.3% 17.9%

Indian Rupee 2.2% 2.1% 2.2% 5.6%

Chinese Renminbi 2.4% 1.1% 2.4% -0.5%

Singapore Dollar -0.9% -0.2% -0.9% -0.9%

Hungarian Forint 17.3% 5.9% 17.3% 2.4%

Turkish Lira 7.9% 2.3% 7.9% 6.8%

Mexican Peso 11.7% 9.0% 11.7% 1.8%

So. African Rand 9.1% 2.4% 9.1% 11.3%

So. Korean Won 3.7% 3.2% 3.7% -2.0%

US Dollar Return vs. Major EM Currencies
(Negative = Dollar Depreciates, Positive = Dollar Appreciates)
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Market Environment – Interest Rates 

Source: Bloomberg as of 12/31 Source: Citigroup as of 12/31 

Source: US Treasury as of 12/31 Source: Bloomberg as of 12/31 

Fed Funds rate target remained at 0.25% while the 10 Yr. 
Treasury Yield finished December at 2.16% 

The Citi Pension discount rate decreased to 3.9% through 
December 

Bond yields across the globe have mostly declined in 2014 

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

0 5 10 15 20 25
Years to Maturity 

U.S. Treasury Yield Curve

Dec-14

Dec-13

Dec-12

Dec-10

0%

1%

2%

3%

4%

5%

6%

7%

8%

US UK Euro Japan Australia EM

Global Bond Yields

12/31/13

12/31/14

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

10 Year Treasury vs. Fed Funds Rate

10 YR Treasury

Fed Funds Rate

3%

4%

5%

6%

7%

8%

9%

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

Citigroup Pension Liability Index

       

154



Fixed Income Performance 

Source: Barclays as of 12/31 Source: Barclays, Bloomberg as of 12/31 

Source: Barclays as of 12/31 Source: Barclays as of 12/31 
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The backwardation in the gasoline market indicates that the 
expected future price will be lower than the current spot price.  

Oil prices finished December down significantly at $53.27 per 
barrel 

Market Environment – Commodities 

Source: Bloomberg as of 12/31 

Source: Bloomberg as of 12/31 Source: Bloomberg as of 12/31 

Corn prices finished December up at $3.68 per bushel 

Gold prices finished December up at $1,184.86 per ounce 
 

Source: Bloomberg as of 12/31 
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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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