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Market Environment Update and Outlook 
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Fourth quarter GDP growth rate (first estimate) printed at a modest 0.7%.   
– Retail sales (ended November) at +0.9% on a year-over-year growth rate basis. In the same period last year the YoY 

growth rate was 4.6%. 
– The inventory-to-sales ratio ending November was flat at 1.4 and has remained relatively flat since early 2010.  
– Corporate profits (ended June) as a percent of GDP declined slightly vs first quarter GDP to 9.9% from 10.3% and remain 

elevated relative to historical levels. 
– The U.S. trade deficit declined slightly in November.   

 
The unemployment rate fell to 5.0% in Q4 from 5.6% in Q4 2014; U-6, a broader measure of 
unemployment, fell to 9.9% during the fourth quarter. 
 
The Case-Shiller Home Price Index (as of 10/31) increased slightly to 175.7 from second quarter 
levels (170.0) and is at levels higher than that of pre-financial crisis levels of 150.9.   
 
Rolling 12-month seasonally adjusted CPI increased to 0.6% from -0.02% at the end of 
September; Capacity Utilization decreased to 76.5% in December from 77.9% in September. 
 
Fed Funds rate was raised to 0.50% from 0.25%; The 10-year Treasury Yield (constant maturity) 
finished Q4 at 2.2% flat from Q3. 
 
The Fed balance sheet remained little changed in Q4 2015, while the European Central Bank 
balance sheet continues to increase. 
– ECB continues asset purchases of €60 billion per month.    

 
S&P valuations decreased in December remaining above the 10-year and long-term averages 
– Cyclically adjusted Shiller PE ratio (23.95x) is above the long-term average of 16.4x and above the 10-year average of 

22.9x. 
 

The U.S. Dollar continues its strength against a basket of major currencies  
– Currency volatility has seen a sustained uptick since Q1 2015. 

 
 

Economic Environment 
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Global Equity 
 

U.S. equities posted solid gains in the fourth quarter as global volatility continued.  
 
Small cap stocks underperformed large cap stocks during the quarter, with the Russell 2000 Index returning          
3.6%% and the Russell 1000 Index returning 6.5%. 
 
International equities underperformed U.S. markets during the quarter, returning 3.2%, as measured by the MSCI 
ACWI ex-U.S. Index.  
– Developed markets returned 4.7% as measured by the MSCI EAFE Index. The Pacific Region led returns posting a 9.0% gain with New 

Zealand leading the group up 18.2%. Europe posted modest gains, up 2.5% 
– Emerging markets returned 0.7% as measured by the MSCI Emerging Markets Index in U.S. dollar terms. Indonesia and China led 

gains returning 20.8% and 13.1% respectively.  
 

Private Equity 
 

New private equity commitments totaled $312 billion in calendar year 2015. 
– Represents a 14% decline from the $360 billion raised in 2014, resulting from public equity market volatility and increased economic 

uncertainties.  
 

Buyout and Special Situations fundraising down over 20% from post crisis high in 2014.   
 

Venture capital raised approximately $43.9 billion in calendar 2015. 
– VC fundraising as a percent of total new PE funds is in line with historical post-dot com levels at approximately 14%. 

 
Energy funds raised $38.6 billion representing 12% of capital raised in 2015.  
– Investors are opportunistically approaching the energy market dislocation.  

 
Asian private equity commitments slowed to total 8% of total funds raised down from 11% in 2014. 
 
European commitments comprised 23% of all new PE commitments in 2015. 
– Fifteen pan-European buyout managers with closes on over $1 billion each raised over half of 2015 total 

 
 

Market Environment 
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Market Environment – Q4 2015 Overview 

* As of 9/30/2015 

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

World Equity Benchmarks

MSCI ACWI World 5.0% -2.4% 7.7% 6.1% 4.8%

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

Domestic Equity Benchmarks

S&P 500 Large Core 7.0% 1.4% 15.1% 12.6% 7.3%

Russell 1000 Large Core 6.5% 0.9% 15.0% 12.4% 7.4%

Russell 1000 Growth Large Growth 7.3% 5.7% 16.8% 13.5% 8.5%

Russell 1000 Value Large Value 5.6% -3.8% 13.1% 11.3% 6.2%

Russell 2000 Small Core 3.6% -4.4% 11.7% 9.2% 6.8%

Russell 2000 Growth Small Growth 4.3% -1.4% 14.3% 10.7% 8.0%

Russell 2000 Value Small Value 2.9% -7.5% 9.1% 7.7% 5.6%

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

International Equity Benchmarks

MSCI ACWI Ex USA World ex-US 3.2% -5.7% 1.5% 1.1% 2.9%

MSCI EAFE Int'l Developed 4.7% -0.8% 5.0% 3.6% 3.0%

S&P EPAC Small Cap Small Cap Int'l 5.9% 9.0% 10.7% 6.9% 5.7%

MSCI EM Emerging Equity 0.7% -14.9% -6.8% -4.8% 3.6%

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

Domestic Fixed Income Benchmarks

Barclays Aggregate Core Bonds -0.6% 0.5% 1.4% 3.2% 4.5%

Barclays US High Yield High Yield -2.1% -4.5% 1.7% 5.0% 7.0%

BofA ML US HY BB/B High Yield -1.1% -2.9% 2.2% 5.3% 6.5%

CSFB Levered Loans Bank Loans -2.0% -0.4% 2.6% 3.8% 4.1%

BofA ML US 3-Month T-Bill Cash 0.0% 0.1% 0.1% 0.1% 1.2%

Barclays US TIPS 1-10 Yr Inflation -0.7% -0.5% -1.8% 1.6% 3.5%

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

Global Fixed Income Benchmarks

Citigroup WGBI World Gov. Bonds -1.2% -3.6% -2.7% -0.1% 3.4%

BC Global Credit Global Bonds -0.8% -3.5% -0.3% 2.8% 4.3%

JPM GBI-EM Glob. Diversified Em. Mkt. Bonds (Local) -0.0% -14.9% -10.0% -3.5% 4.3%

JPM EMBI+ Em. Mkt. Bonds 1.8% 1.8% -0.3% 5.0% 6.7%

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

Alternative Benchmarks

Bloomberg Commodity Index Commodity -10.5% -24.7% -17.3% -13.5% -6.4%

Credit Suisse Hedge Fund Index Hedge Fund -0.1% -0.7% 4.3% 3.6% 5.0%

HFRI FoF Conservative Fund of Funds 0.1% 0.4% 3.7% 2.3% 2.0%

Cambridge PE Lagged* Private Equity -1.8% 5.4% 13.5% 14.1% 12.1%

NCREIF ODCE Net Lagged* Real Estate 3.4% 13.9% 12.4% 12.9% 5.7%

Wilshire REIT Index REIT 7.5% 4.2% 11.8% 12.4% 7.3%

CPI + 2% Inflation/Real Assets 0.6% 2.7% 3.0% 3.6% 3.9%
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Fixed Income 
 
The yield curve shifted up with intermediate yields increading 21-39 basis points and long duration yields 
increasing 14 basis points.  
 
The spread between two and 10-year rates decreased to 121 basis points from 141 basis points ended 
December. Treasury Inflation-Protected Securities, or TIPS, returned -0.7% during the quarter, as 
measured by the Barclays US TIPS 1-10 Yr Index. 
 
The Barclays Long Duration Credit Index lost -0.67% as the long end of the curve ended the quarter 14 
basis points higher.  
 
Long Treasuries lost -1.38% and investment-grade corporate debt lost -0.52%.  
 
The Barclays 1-3 year Government/ Credit Index returned -0.36% and US high yield bonds lost -2.1%. 
 

 
Emerging markets debt continued to slow in local currency and was modestly positive in US denominated 
terms.  
– US dollar-denominated debt, as measured by the JP Morgan EMBI Index, gained 1.8%; local currency debt was flat, 

according to the JP Morgan GBI-EM Index.  

Market Environment 
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Real Assets/Inflation-Linked Assets 
 

Massive energy market dislocation. 
– Seek inflation sensitive asset classes that offer positive yield 
– Oil prices trending lower.  
– Private equity and private debt opportunities may be relatively attractive. 
– Potential for public stressed/distressed credit, equity and commodity plays. 

 
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. 
 
Select infrastructure opportunities are attractive. 
– Target opportunistic strategies in niche sub-sectors to take advantage of market dislocations. 

 
NEPC continues to believe in the long-term demand drivers in agriculture. 
– Long-term commodity prices driven by growing emerging market demand. 
– Softness in commodity prices may provide attractive entry point. 

  
Timber opportunity set limited but warrants further review  
– 45% increase in housing starts forecasted; timber prices highly correlated 

 
 

Market Environment 
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Commodities 
 
Commodities retracted significantly with the Bloomberg Commodity Index posting a -10.5%. 
– Commodities ended the year down -24.6% with 21 of the 22 single-commodity indexes posting losses.  

  
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.  
– Real estate fundamentals and debt terms are attractive, however valuations are high and the possibility of rising interest 

rates and the impact on cap rates causes concern. 
 

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 and uneven with global markets experiencing large 

capital inflows. 
– Banks in EU are still overleveraged and have significant real estate exposure to jettison.   

 
 

Market Environment 
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Tale of Two Economies: Corporate Sector and the US Consumer  
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Accommodative global monetary policies flow through to markets 
distorting the traditional asset return profile 
– QE and negative interest rates suppress income while supporting higher valuations 
– Provides near term support for market conditions in Europe and Japan 

 
Potential extended period of low cash rates beyond the market 
expectations pose challenges for all investors 
– Subdued long term cash expectations in the developed world compress long term 

expected returns for both fixed income and equity 

Global Central Bank Policy: “Lower for Longer” 

Source: Bloomberg, NEPC Source: Bloomberg, NEPC 
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US centric portfolios like 60/40 have worked historically but forward 
looking return prospects are subdued 
– Asset prices can be sustained but low yields portend below average expected returns 

 

Conventional investment approaches may fall short going forward 
– Index focused approaches, such as core bonds, suboptimal in current environment 
– Adjustments will be necessary to effectively meet and exceed long-term objectives 

 
 

Low Global Cash Rates Suppress Long Term Return Expectations 

Source: Shiller Data, NEPC 
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Maintain exposure to US risk assets in a low return environment
– Lower returns expected but risk premia can still be harvested as cycle extends
– Economic cycle is in the advanced stages but macro policy remains supportive
– Low core bond returns warrant a more positive tilt to equity, especially after sell-offs

Overweight non-US developed market equities
– Central bank support and dollar strength provide a positive economic backdrop
– Corporate earnings remain well below 2007 levels despite recent earnings recovery
– EAFE equity markets offer the potential for outsized returns relative to US equities

Reaffirm commitment to emerging market equities
– Valuations and long-term fundamentals suggest an overweight
– China uncertainty, dollar pressure and idiosyncratic country risks temper excitement
– Overweight small-cap and consumer focused strategies relative to broad mandates

Seek tactical fixed income strategies but preserve duration exposure
– Spreads have widened but credit selection is critical as credit cycle matures
– US duration continues to have a role in a diversified and risk-aware portfolio
– TIPS offer an attractive duration profile with inflation expectations at secular lows

Explore positive yielding assets revealed from energy market distress
– Private strategy returns are compelling but suggest patience
– Focus on segments of the public markets that offer a yield

NEPC 2016 General Actions for Clients 

11



Key Policy Items Teachers^ PERS* Firefighters Police ** Law Judges Wildlife
  TOTAL EQUITY   Target 57.5% 68.0% 57.0% 50.0% 55.0% 68.0% 50.0%

  Actual 60.4% 68.0% 60.7% 51.6% 58.6% 67.4% 58.0%
  Range 37.5-73.5 59.2-76.8 42-62 25-80 55-65 59.2-76.8 40-65

 Large Cap   Target 17.0% 38.0% 29.4% 15.0% 20.0% 38.0% 50.0%
  Actual 18.8% 39.3% 33.3% 17.2% 28.5% 38.8% 41.6%
  Range 12-23 35-41 24.4-34.4 10-20 15-25 35-41 40-65

 MidCap   Target 13.0% - - - - - 0.0%
  Actual 14.8% 5.8%
  Range 8-18 - - - - - 0-10

 Small Cap   Target 10.0% 6.0% 12.6% 5.0% 10.0% 6.0% 0.0%
  Actual 10.5% 6.3% 13.8% 6.8% 6.5% 6.4% 3.1%
  Range 5-10 3.2-8.8 7.6-17.6 0-15 5-15 3.2-8.8 0-10

 International l Equity   Target 17.5% 24.0% 15.0% 15.0% 15.0% 24.0% 0.0%
  Actual 16.3% 22.4% 13.5% 13.9% 13.0% 22.2% 7.5%
  Range 12.5-22.5 21-27 10-20 5-25 5-15 21-27 0-15

 Long/Short Equity   Target - - - 15.0% 10.0% - -
  Actual 0.1% 13.7% 10.6%
  Range - - - 10-20 5-15 - -

 TOTAL FIXED INCOME   Target 23.5% 32.0% 20.0% 15.0% 30.0% 32.0% 40.0%
  Actual 21.6% 31.5% 17.2% 16.1% 28.3% 32.1% 37.0%
  Range 18.5-28.5 27.5-36.5 10-30 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 21.6% 31.5% 11.1% 19.7% 32.1% 37.0%
  Range 18.5-28.5 27.5-36.5 0-28 - 15-25 27.5-36.5 35-55

 Int'l & Global Fixed Income   Target - - 7.0% 15.0% 10.0% - -
  Actual 6.1% 16.1% 8.6%
  Range - - 2-12 10-20 5-15 - -

TOTAL ALTERNATIVES  Target 19.0% - 23.0% 35.0% 15.0% - 10.0%
  Actual 17.8% 21.9% 29.8% 13.0% 2.3%
  Range 17.1-20.9 - 5-40 10-60 5-15 - 0-10

Low Volatility Hedge Funds   Target - - 5.0% 10.0% - - -
  Actual 6.6% 8.5%
  Range - - 0-10 5-15 - - -

Private Equity/MLP's   Target 12.0% - 8.0% 10.0% 5.0% - -
  Actual 11.4% 2.7% 9.0% 2.6%
  Range 7-17 - 0-15 5-15 0-5 - -

Real Estate/Real Assets   Target 7.0% - 10.0% 15.0% 10.0% - -
  Actual 6.4% 12.6% 12.3% 10.4%
  Range 2-12 - 5-15 0-30 2-12 - -

       CASH    Actual 0.1% 0.4% 0.3% 2.6% 0.1% 0.5% 2.7%

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, 2015

Oklahoma State Pension Commission
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December 31, 2015

Equity Commitment

55.6%

60.4%

51.6%

68%

60.7%

58%
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67.4%

*Cash allocations not broken out for individual managers.

Oklahoma State Pension Commission
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Performance Attribution

December 31, 2015

Oklahoma State Pension Commission

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    -0.60 -0.90 -0.90 0.50 0.80
PERS      0.00 0.10 0.10 0.40 0.70
FIREFIGHTERS 0.10 1.60 1.60 0.70 0.30
POLICE      -0.20 1.50 1.50 1.00 0.30
LAW       -0.50 -0.70 -0.70 0.30 0.00
JUDGES      0.00 0.10 0.10 0.20 0.20
WILDLIFE    -0.20 0.30 0.30 0.50 0.10

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    -0.10 0.50 0.50 1.40 0.50
PERS      0.00 0.00 0.00 0.20 -0.10
FIREFIGHTERS -0.60 -1.10 -1.10 -0.80 -0.90
POLICE      -0.50 1.40 1.40 0.60 -0.20
LAW       -0.30 -0.70 -0.70 -1.10 -0.50
JUDGES      -0.10 -0.30 -0.30 0.00 -0.10
WILDLIFE    -0.30 -1.30 -1.30 -1.40 -1.20

QTR YTD 1 YR 3 YR 5 YR
TEACHERS    0.20 -1.00 -1.00 -1.10 -0.70
PERS      0.80 0.60 0.60 -1.50 -1.20
FIREFIGHTERS 1.50 3.10 3.10 1.40 0.80
POLICE      -0.10 -0.40 -0.40 -2.80 -1.40
LAW       0.50 2.50 2.50 -0.10 -0.40
JUDGES      0.80 0.60 0.60 -1.50 -1.20
WILDLIFE    0.80 2.50 2.50 0.10 -0.10

ALLOCATION IMPACT

POLICY IMPACT

MANAGER IMPACT
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Performance Return

December 31, 2015

Oklahoma State Pension Commission
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Returns are gross of manager fees.
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Returns are gross of manager fees.
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Performance numbers are shown gross of fees.
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*Other includes cash and transition accounts.
*Total returns shown are calculated as a weighted average of the returns of the composites shown and their respective benchmarks and may differ from returns shown throughout the 
report.
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Domestic Equity Benchmark is 86.4% Russell 1000 and 13.6% Russell 2000.
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New Policy Index effective as of November 1, 2013 consist of 38% Large Cap Equity, 6% Small Cap Equity, 24% International Equity, and 32% Domestic Fixed Income.
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*Target return show is a weighted average of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Azul Holdco was liquidated in June, 2010.
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Permal was funded on 6/30/2015.
Allianz was funded on 7/31/2015.
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Performance Numbers are shown gross of fees.
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*Total returns shown are weighted averages of the returns of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Northern Trust Russell 1000 Index fund was Mellon Capital Passive Index fund before 10/30/2014.
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*The Private Real Estate returns are time weighted.
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*Total fund includes $591,993 for illiquid securities in terminated account with Overseas CAP Partners.
*Returns are gross of manager fees.
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*Total returns shown are weighted averages of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Performance numbers are shown gross of fees.
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*Total returns shown are a weighted average of the returns of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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Performance numbers are shown gross of fees.
New Policy Index effective as of November 1, 2013 consist of 38% Large Cap Equity, 6% Small Cap Equity, 24% International Equity, 32% Domestic Fixed Income.
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*Target return is calculated as a weighted average of the composites shown and their respective benchmarks and may differ from returns shown throughout the report.
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OklahomaWildlife
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Performance numbers are shown gross of fees.
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*Target return shown is a weighted average of the composites shown and their benchmarks and may differ from returns shown throughout the report.
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Appendix: Market Environment
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Inflation has stayed low Unemployment steadily improving

Corporate profits slightly off secular highs Manufacturing trending lower

US Economic Indicators

Source: Bloomberg, Federal Reserve, Bureau of Labor Statistics Source: Bloomberg, Bureau of Labor Statistics

Source: Bloomberg, Institute for Supply ManagementSource: Bloomberg, Bureau of Economic Analysis
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Inflation remains muted Europe employment recovery lagging

Manufacturing in developed economies has 
lagged Leading indicators mostly neutral

International Economic Indicators

Source: Bloomberg, Japan Ministry of Internal Affairs and Communications, Eurostat Source: Bloomberg, Japan Ministry of Internal Affairs and Communications, Eurostat

Source: Bloomberg, OECDSource: Bloomberg, OECD, Eurostat
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EM inflation is varied by country Relatively healthy Debt/GDP ratios

Little improvement in account balance 
challenged countries

Emerging economies make up >50% of 
global output

Emerging Market Economic Indicators

Source: Bloomberg Source: Bloomberg, IMF

Source: Bloomberg, IMFSource: Bloomberg
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Equity volatility has seen recent spike and 
decline

Treasury rates experiencing periods of 
higher volatility

Sustained uptick in currency volatilities Commodity pricing volatility has increased

Volatility

Source: Bloomberg, CBOE Source: Bloomberg, Merrill Lynch

Source: Bloomberg, Merrill LynchSource: Bloomberg, Deutsche Bank
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Major central bank policy divergence Fed’s ideal rate of policy firming above 
market expectations

Many developed central banks have 
maintained low interest rates

EM central bank policies have varied by 
circumstance

Central Banks

Source: Bloomberg, Federal Reserve, Bank of Japan, ECB, NEPC Source: Bloomberg, Federal Reserve, NEPC

Source: BloombergSource: Bloomberg
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Global valuations are mixed Earnings growth trending lower

Margins elevated, but largely a US story Global equity returns have been mixed

Global Equity

Source: Bloomberg, Standard and Poors, MSCI *MSCI EAFE is ex UK Telecom Source: Bloomberg, Standard and Poors, MSCI

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Valuations near or above historical norms Growth recovery marked by inconsistency

Profit margins remain elevated Trailing performance is positive in near 
term

US Equity

Source: Bloomberg, Standard and Poors, Russell *Russell 2000 PE is index adjusted positive Source: Bloomberg, Bureau of Economic Analysis

Source: Bloomberg, Standard and Poors, RussellSource: Bloomberg, Standard and Poors, Russell
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PEs near historical medians Slow Global Growth

Margins elevated but not at extremes Returns pulled lower by dollar strength

International Equity

Source: Bloomberg, MSCI, FTSE *UK represented by FTSE 100 Index Source: Bloomberg

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Regional valuations show divergence Slowing growth in major economies

Profit margins in line with history Small cap EM issues have outperformed

Emerging Markets Equity

Source: Bloomberg, MSCI Source: Bloomberg

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Energy returns sharply negative S&P 500 sectors mostly positive in near 
term

Returns negative across sectors over one 
year Global energy sector weight has fallen

Global Equity by Sector

Source: Bloomberg, MSCI Source: Bloomberg, Standard and Poors

Source: Bloomberg, MSCISource: Bloomberg, MSCI
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Developed currencies mostly negative 
versus the dollar

EM currencies have suffered in unique 
fashions

Yen expected to decline versus USD Recent dollar strength pronounced

Currencies

Source: Bloomberg Source: Bloomberg

Source: Bloomberg, Federal ReserveSource: Bloomberg
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Spread levels above historical medians Most yields have increased

Similar yield/duration tradeoff among 
major US indices

Negative high yield returns driven by 
energy distress

US Fixed Income

Source: Bloomberg, Barclays Source: Bloomberg, Barclays

Source: Bloomberg, BarclaysSource: Bloomberg, Barclays
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European periphery yields at small 
premium relative to Germany Global yields are at or near historic lows

Low global yields relative to duration Global bonds negative over one year in 
USD terms

International Developed Fixed Income

Source: Barclays, Bloomberg, *European periphery spreads are over equivalent German Bund Source: Bloomberg

Source: Bloomberg, Citigroup, BarclaysSource: Bloomberg, Citigroup, Barclays

0
100
200
300
400
500
600
700

O
AS

or
Eq

ui
va
le
nt

(b
ps
)

12/31/2015

12/31/2014

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

10
Yr

Go
vt

Yi
el
d

Month End Yield 3 Mo Previous Yield
1 Yr Previous Yield

1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

0 1 2 3 4 5 6 7 8 9 10 11 12 13

Yi
el
d

Duration

WGBI
BC Multiverse
BC Glob Infl Linked
BC EuroAgg
BC Pan Euro HY

6%

5%

4%

3%

2%

1%

0%

1%

2%

WGBI
(Local)

WGBI
(USD)

WGBI ex
US (Local)

WGBI ex
US (USD)

BC
Multiverse

BC Glob
Infl Linked

3 Month Return
1 Yr Return

December 31, 2015
160



Spreads have widened recently Emerging market bond yield changes have 
varied directionally

EM yields higher versus global 
counterparts Currency effect pronounced in EMD returns

Emerging Markets Fixed Income

Source: Bloomberg, JP Morgan Source: Bloomberg

Source: Bloomberg, JP MorganSource: Bloomberg, JP Morgan
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Treasury yield curve moderately rising UK and German yield curves have shifted 
slightly upwards

Global yield curves have mostly flattened Global yields have trended lower over long 
term

Rates

Source: Bloomberg Source: Bloomberg

Source: BloombergSource: Bloomberg
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Long duration yields have fallen over last 
few years even with recent uptick

Lower yields driven by low inflation 
expectations and real rates

Yields are low but spreads above historic 
averages Returns recently negative

Long Rates and Liability

Source: Bloomberg, Citigroup, Barclays Source: Bloomberg, US Treasury, Barclays, NEPC

Source: Bloomberg, BarclaysSource: Bloomberg, BofA Merrill Lynch, Barclays *No index for 20+ year corporate
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US real yields have risen slightly Global real yields are flat to negative

US inflation expectations very low Global inflation expectations remain 
subdued

Inflation and Real Rates

Source: Bloomberg *3-Mo data not available for Germany 4 year rate                    Source: Bloomberg

Source: BloombergSource: Bloomberg
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Yields higher relative to last year Gradual recovery in occupancy rates

PE Ratios near or above averages Recent MLP selloff and energy pressure

Inflation Sensitive Growth Assets
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Contango in major commodity futures Precipitous fall in oil prices

US fuel production closing gap with 
consumption

Commodity indices negative after oil-
induced decline

Commodities

Source: Bloomberg Source: Bloomberg

Source: Bloomberg, Standard and PoorsSource: Bloomberg, US Department of Energy *Crude oil and liquid fuels
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Information Disclaimer

• 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.

• NEPC’s source for portfolio pricing, calculation of accruals, and transaction information is the plan’s custodian 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.

• Some index returns displayed in this report or used in calculation of a policy, allocation or custom benchmark may be 
preliminary and subject to change.

• This report is provided as a management aid for the client’s internal use only.  Information 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.

Reporting Methodology

• The client’s custodian bank is NEPC’s preferred data source unless otherwise directed. NEPC generally 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 manager 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.

Information Disclaimer and Reporting Methodology
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