
 
 

 

 

Investment Committee 
Item Number 4b – Open Session 

Subject: Global Equity Policy Revision – Benchmark – Second Reading  

Presenter(s): Chairperson 

Item Type: Action 

Date & Time: July 8, 2021 – 5 minutes 
 

Attachment(s): Attachment 1 – June 2021 Global Equity Policy Revision      
     Agenda Item 

PowerPoints(s): None      
 

POLICY 

This item is covered by the CalSTRS Global Equity Investment Policy (Teachers’ Retirement 
Board Policy Manual, Section 1000, Pg. B-1). 

HISTORY OF THE ITEM 

CalSTRS periodically reviews its policies and updates them as appropriate given evolving 
market practices and opportunities. The last revision to the Global Equity policy took place in 
March 2020, which incorporated the use of an active risk budget. A complete summary of policy 
revisions over the years can be found on page B-5 of the CalSTRS Global Equity Investment 
Policy (Attachment 1). At the June 2021 Investment Committee meeting, staff presented a first 
reading of the proposed Global Equity Policy revisions.  

PURPOSE 

The purpose of this item is to recommend a Global Equity Investment Policy update for the 
Investment Committee’s consideration. Two primary items are proposed for revision:  

Benchmark change - simplify the Global Equity policy benchmark by consolidating to one 
global equity index to replace the current weighted blend of separate U.S. and non-U.S. indices.  

Language update - revise the policy language to more accurately reflect how transition 
management is utilized within Global Equity.  For reference, the entire June 2021 Global 
Equity Policy Revision agenda item is included as Attachment 1.  

https://www.calstrs.com/sites/main/files/file-attachments/b-globalequityinvestmentpolicy.pdf?1586195585
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RECOMMENDATION 

Since no concerns or comments were raised by the Board during the first reading, staff 
recommends and the Board consultant, Meketa Investment Group, concurs that the Investment 
Committee approve the proposed revisions to the Global Equity Investment Policy.  



 

   

   

 

 

 

 

Investment Committee 
Item Number 8b – Open Session 

Subject: Global Equity Policy Revision – Benchmark – First Reading  

Presenter(s): June Kim and David Murphy 

Item Type: Information 

Date & Time: June 10, 2021 – 15 minutes 

Attachment(s): Attachment 1 – Global Equity Investment Policy – Clean  
Version 

Attachment 2 – Global Equity Investment Policy – Redline        
   Version 

Attachment 3 – Meketa Memo 

PowerPoint(s): Global Equity Investment Policy Revision 

POLICY 

This item is covered by the CalSTRS Global Equity Investment Policy (Teachers’ Retirement 
Board Policy Manual, Section 1000, Pg. B-1). 

HISTORY OF THE ITEM 

CalSTRS periodically reviews its policies and updates them as appropriate given evolving 
market practices and opportunities. The last revision to the Global Equity policy took place in 
March 2020, which incorporated the use of an active risk budget. A complete summary of policy 
revisions over the years can be found on page B-5 of the CalSTRS Global Equity Investment 
Policy (Attachment 1).  

PURPOSE 

The purpose of this item is to recommend a Global Equity Investment Policy update for the 
Investment Committee’s consideration. Two primary items are being proposed for revision: 1) 
simplify the Global Equity policy benchmark by consolidating to one global equity index to 
replace the current weighted blend of separate U.S. and non-U.S. indices; and 2) revise the 
language to more accurately reflect how transition management is utilized within Global Equity. 
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DISCUSSION 

1. Since its inception in 1986, the “Global Equity” asset class has evolved considerably in terms
of portfolio complexity and amount of internal asset management. Although significant
changes have been implemented over the years, one element of Global Equity that remained
close to its origins is the Global Equity policy benchmark. To help illustrate this point, a
brief historical overview of Global Equity is in order.

1986 to 2008: U.S. and Non-U.S. Equity – Separate Asset Classes 

In early 1986, the Board adopted its first Investment Policy and Management Plan 
(IPMP), which defined the investment objectives, strategic asset allocation, and 
portfolio structure. The long-term asset allocation targets that were adopted by the 
IPMP included a strategic allocation to U.S. equities. The IPMP also included a target 
allocation to non-U.S. equities which was eventually funded in May 1992.  

During this period, both the U.S. and non-U.S. portfolios were managed by one team 
but were considered separate asset classes and utilized different index providers. The 
benchmark for U.S. equity was the Russell 3000 Custom Index, and for non-U.S. equity 
it was the MSCI All Country World ex-U.S. Custom Index (ACWI ex-U.S. Custom 
Index). 

2009: Global Equity Asset Class – Fixed Index Weights 

During 2008, staff conducted a study to evaluate the merits of establishing a global 
equity allocation to replace the existing two separate allocations of U.S. and non-U.S. 
equities. The study concluded in February 2009 with the Board approving a single asset 
allocation structure known as Global Equity for CalSTRS’ public equity assets. The 
policy benchmark was created by combining a fixed 67% weight of the Russell 3000 
Custom Index with a 33% weight of the MSCI ACWI ex-U.S. Custom Index.  

2016 to Current: Global Equity Asset Class – Global Index Weights 

The Global Equity policy benchmark was updated to reflect the Board’s decision as 
part of the November 2015 Asset Allocation item to move away from a U.S. home 
country bias (i.e., overweight U.S.) to global index weights as defined by MSCI. 
Currently, the Global Equity policy benchmark is calculated using the U.S. and non-
U.S. weights of the MSCI All Country World Investable Market Index (MSCI ACWI 
IMI) but with two different indices for U.S. and non-U.S. The U.S. index used in the 
calculation is the Russell 3000 Custom and the non-U.S. index is the MSCI All Country 
World Index ex-U.S. IMI Custom (MSCI ACWI ex-U.S. Custom IMI). 

From inception, the Global Equity asset class has combined both Russell and MSCI indices 
to create its policy benchmark utilizing a variety of weighting schemes. The final step for 
the Global Equity policy benchmark’s evolution is to adopt one comprehensive global equity 
index. Using an index in the investment management process that accurately and consistently 
measures the full global opportunity set is key to fully understanding and capturing all the 
unique drivers of risk and return. MSCI has been at the forefront of index construction and 
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maintenance for more than 50 years, launching its first global equity indexes in 1969. Since 
MSCI is a recognized leader in this space, staff proposes changing the policy benchmark to 
the Custom MSCI ACWI IMI Net Index. Using a single global benchmark better reflects the 
goal to target and manage active risk across the Global Equity Portfolio; it also simplifies 
the performance calculation and attribution processes. 

2. The Transition Management Section of the policy is another area that staff is proposing a
change. The current language implies that Global Equity only uses transition managers to
liquidate portfolios of defunded managers. In addition to portfolio liquidations, the Global
Equity team may use transition managers to raise cash and rebalance portfolio allocations in
order to adjust exposures and risk characteristics.

RECOMMENDATION 

Staff recommends and the Board consultant, Meketa Investment Group, concurs that the 
Investment Committee consider the proposed revisions to the Global Equity Investment policy. 
Staff will incorporate feedback from the Committee into the policy and bring it back for a second 
reading unless the Committee decides to approve the recommended changes at this meeting. 
(Attachment 3). 
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B. Global Equity Policy 

EXECUTIVE SUMMARY 

In accordance with the CalSTRS Investment Beliefs and the CalSTRS Investment Policy and 
Management Plan, IPMP, the California State Teachers’ Retirement System Board has established 
an allocation for global equity securities. CalSTRS’ global equity assets are to be invested, 
administered, and managed in a prudent manner for the sole benefit of its participants and 
beneficiaries, in accordance with the California Constitution, the Teachers’ Retirement Law, and 
other applicable statutes. The CalSTRS Investment Beliefs provide a foundational framework to 
all of CalSTRS investment decision makers and shall guide investment decisions. No investment 
instrument or activity prohibited by the IPMP shall be authorized for the Global Equity portfolio. 

This document is intended to summarize the fundamental objectives and considerations used in 
the investment, administration, and management of the Global Equity portfolio. These policies are 
designed to set boundaries that will ensure prudence and care in the management of the global 
equity assets while allowing sufficient flexibility in the management process to capture investment 
opportunities. 

CalSTRS believes that environmental, social, and governance, ESG, issues can affect the 
performance of our investments. As a result, the CalSTRS ESG Policy has been developed as a 
tool that both internal and external investment managers are expected to use to assess the impact 
of ESG risk when making an investment on behalf of CalSTRS. 

Detailed procedures and guidelines for each of the portfolios are maintained separately. As with 
all other plan assets, these policies cannot be altered without explicit direction from the Board. A 
flowchart (Exhibit 1) is included to provide the context for the policies within the general process 
of implementing the Global Equity portfolio. Words and terms that may be unfamiliar to the reader 
are referenced in the glossary. 

PROGRAM OBJECTIVES 

The global equity assets shall be invested to improve the diversification of the total investment portfolio 
and to enhance its risk-adjusted total return. The assets shall be managed to provide long-term capital 
appreciation as well as generate current income. Consistent with a prudent level of risk, global equity 
assets shall be managed to achieve optimum performance through diversification across equity market 
regions, styles, and capitalization. 

PERFORMANCE OBJECTIVES 

The CalSTRS Global Equity Portfolio includes public equity strategies which, in aggregate, are to 
be structured to achieve a long-term total return in excess of the Global Equity policy benchmark. 

Separate and distinct performance objectives and benchmarks shall be established for each equity 
mandate in order to determine whether each portfolio is representative of the market style adopted, and 
whether the performance objectives have been met. 
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PROGRAM BENCHMARK 

The Global Equity policy benchmark is the Custom MSCI All Country World Investable Market 
Net Index (MSCI ACWI IMI). 

PROGRAM STRUCTURE 

Asset Allocation: Under the direction of the chief investment officer, staff has discretion, within 
the range, to implement tactical allocations in the Global Equity portfolio. 

Utilizing both active and passive strategies, the Global Equity Portfolio shall be managed within an 
annualized forecast active risk range of 10 to 50 basis points as measured by the CalSTRS risk 
management system. If there is an anticipated change in the CalSTRS risk management system or a 
material change in the methodology used to calculate active risk, staff will notify the Investment 
Committee. 

Eligible Securities: The following securities are authorized: 

i. All equity securities including listed Exchange Traded Funds, ETFs, and securities that 
exhibit characteristics of equity securities traded on the local market(s). 

ii. Domestic equity securities consisting of all stocks domiciled in the U.S. plus eligible 
securities including ADRs of international securities traded on the U.S. and Canadian 
exchanges. 

iii. International securities including GDRs of international securities traded on the 
exchanges of all countries contained in the MSCI All Country World Index ex U.S. and 
the MSCI Frontier Markets Index. 

iv. Units of participation in commingled index funds or trusts. 

v. Derivatives. The objectives for using derivatives, including the use of equitization of cash 
held by passive and active portfolios through the use of derivatives, are to assist in the 
efficient management of risk, asset allocation and market exposures in the Global Equity 
portfolio through the use of any derivative tools such as, but not limited to, futures, 
options, swap agreements, structured notes, warrants, asset trusts, or forward agreements. 
The implementation of the derivatives strategies shall be thoroughly vetted by staff to 
conform to the risk management guidelines of the Global Equity portfolio, along with 
the ranges specified within CalSTRS Global Equity Portfolio Procedures Manual 
(Procedures). In addition, these strategies may not increase or decrease the global equity 
exposure to the total fund outside the ranges identified within the IPMP. Further 
limitations with respect to aggregate risk control and counterparty exposure shall be 
documented within the Procedures. 

vi. Investment restrictions included in the IPMP are hereby incorporated by reference. 
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Global Equity Internal/External Management: The Global Equity portfolio is managed by both 
internal staff and external investment managers. Within the boundaries established in the 
Procedures, approved by the CIO or designee, the decision to hire an external manager or utilize 
internal investment staff for an investment strategy is made by applying the board-approved 
decision criteria matrix (Exhibit 2) to evaluate a variety of decision factors including, but not 
limited to, cost effectiveness/control, market transparency and liquidity, market efficiency, active 
risk, and infrastructure/resource requirements. 

Internal staff shall only implement index-based investment strategies with a maximum forecast 
active risk of 50 basis points. 

Within the boundaries and ranges established by this policy, staff is responsible for the selection, 
allocation, and oversight of internally and externally managed portfolios. Comprehensive 
procedures, manager guidelines, objectives, benchmark selection, forecast active risk, portfolio 
composition, constraints, and trading activities are to be monitored across all Global Equity 
portfolios. CalSTRS shall also maintain a pool of external managers to supplement the existing 
external managers or replace a terminated manager, as needed. 

Investment managers are required by contract terms and investment guidelines to seek best net 
execution and act as a fiduciary under California law over plan assets. 

Global Equity staff will assess the need for each Global Equity manager to utilize soft dollars for 
research and then amend each manager’s Investment Guidelines as necessary. 

Transition Management: The Global Equity unit may use internal or external transition managers 
to prudently administer and adjust portfolio allocations as warranted to achieve the desired Global 
Equity Portfolio structure within the active risk budget framework. 

Other Strategies: Periodically the Board will approve investment strategies that may or may not 
be managed within the global equity asset class specifically, but are instead designed to take 
advantage of an opportunity and/or to meet a performance objective. Unless a strategy is 
addressed by a specific policy of its own, Global Equity staff is responsible for the 
implementation of any strategy that may be directed by the chief investment officer, within the 
boundaries and ranges established by this policy. Investment guidelines, benchmark 
selection, active risk, portfolio composition, constraints, and trading activities are to be 
administered by staff and integrated into the CalSTRS strategic asset allocation process and risk 
budget. 

RISK MANAGEMENT 

Delegation of Authority: The chief investment officer or designee has the authority to manage 
the Global Equity asset category and may use other investment personnel to implement these 
policies and the processes described in the Procedures. 

Forecast Active Risk: Portfolios shall be managed within predefined risk or active risk guidelines. 
Forecast active risk is used as a way to control overall portfolio risk. This quantifiable risk is 
budgeted among the various sub-asset classes of the Global Equity portfolio. These risks are 
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monitored on a daily basis by each portfolio manager and reported weekly to the director of global 
equity. 

Diversification: Diversification within investment portfolios is critical in order to control risk and 
maximize returns. For the U.S. portfolio, minimum and maximum ranges with respect to 
investment management style and capitalization size shall be established within the context of the 
characteristics of the performance benchmark as identified in the Procedures. For the Non-U.S. 
portfolio, minimum and maximum ranges with respect to geographic region shall be established 
within the context of the characteristics of the performance benchmark. Such ranges, for both the 
U.S. and Non-U.S. portfolios, shall be documented within the Procedures and are subject to change 
as conditions warrant, as determined by the director of global equity. 

Authorized Traders: Authorization letters which indicate who may transact business for the 
portfolio, including a copy of the most recent IPMP, shall initially be sent to the broker at the time 
the account is established. Whenever there is a change in authorized personnel, CalSTRS will 
notify all brokers in writing within 24 hours in the event of termination, and as soon as possible in 
the event of a newly authorized trader(s). 

Trading Parameters: The following parameters apply with respect to non-cumulative daily trade 
limits within the internally-managed Global Equity portfolios. 

Investment Officer I Up to 1% per internally managed portfolio 
Investment Officer II Up to 2% per internally managed portfolio 
Investment Officer III Up to 2.5% per internally managed portfolio 
Associate Portfolio Manager Up to 3% per internally managed portfolio 
Portfolio Manager Up to 4% per internally managed portfolio 
Director of Global Equity Up to 5% of Total Global Equity portfolio 
Deputy Chief Investment Officer Up to 10% of Total Global Equity portfolio 
Chief Investment Officer Up to 10% of Total Global Equity portfolio 

For derivatives and transition management portfolios, the above risk-based trading 
parameters are non-cumulative and are applied to the market value of the U.S. or Non-U.S. 
segments of the Global Equity portfolio. 

MONITORING AND REPORTING 

The following reports will be prepared and presented to the Board, unless otherwise stated, in 
order to facilitate visibility of compliance monitoring and reporting according to this document: 

i. Global Equity Semi-Annual Report – prepared by staff

ii. Performance Report – prepared by master custodian/consultant (semi-annually)

iii. Investment Manager Ratings Report – prepared by staff (semi-annually)

iv. Business Plan – prepared by staff (annually)
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BOARD REVIEW 

Consistent with all other plan assets, the Board or the Investment Committee will review and/or 
alter this policy periodically, as deemed appropriate, and in keeping with its fiduciary duties and 
standards. 

Adopted by the Teachers’ Retirement Board on June 2, 1999 
Revised to approve co-investment program for the CG/Relational Program on July 7, 2004 

Revised to approve the structure of the emerging markets portfolio on April 7, 2005 
Revised to clarify passive/active allocations on June 7, 2006 

Revised address to disposition of securities in CG/Relational Program on July 13, 2007 
Revised to include Non-U.S. co-investments in CG/Activist Program and increase discretion on July 

10, 2008 
Revised to define allowable securities and combine internal and external policies on February 4, 

2009 
Revised to delegate staff authority regarding U.S./Non-U.S. allocation ranges February 4, 2009 

Revised to incorporate cash equitization policy April 1, 2009 
Revised to clarify delegation of Corporate Governance trade ticket daily limits August 2009 

Revised to update Trading Parameters on April 8, 2010 
Revised to update int./ext. mgmt. process, update Trading Parameters, and define Corp Gove 

Activist Mgrs. on Apr 13, 2012 
Revised to confirm Special Situation Investment Authority for Corporate Governance on July 12, 

2012 
Revised to support additional internal asset management on April 4, 2014 

Revised to support the transition to global index weights and to define APM trading limits June 
8, 2016 

Revised language on soft dollars, updated flowchart (Exhibit 1) to reflect APM in the hierarchy 
and reflect new reporting frequency on April 5, 2017 

Revised to move Corporate Governance Investment Program from Global Equity Policy to the 
Corporate Governance Policy November 1, 2017 

Revised to reflect new policy format and finalize the Program Benchmark as based on global 
equity index weights on September 20, 2018 

Revised language to support an active risk budget framework March 5, 2020 
Revised to change policy benchmark and transition management language on June 10, 2021 
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POLICY IMPLEMENTATION FLOWCHART 

CalSTRS BOARD 
Establishes Policy 

CHIEF INVESTMENT OFFICER/ 

DEPUTY CHIEF INVESTMENT OFFICER 
Reviews and Advises 
Policy Parameters 

ASSET CLASS DIRECTOR 
Develops Strategy and Oversees Implementation 

PORTFOLIO MANAGER / ASSOCIATE 
PORTFOLIO MANAGER 

Develops and Implements Portfolio Strategy 

INVESTMENT OFFICER 
Analyzes, Transacts and Monitors 

Portfolio Activity 
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EXHIBIT 2 

Internal / External Decision Criteria Matrix 

Low Medium High 

D
ec

is
io

n
 F

ac
to

rs
 

Cost-Effectiveness/ 
Control 

Market Liquidity 
& Transparency 

Market Efficiency 

Active Risk 

Infrastructure/ 
Resource 
Requirements 

External External/Internal Internal 

External External/Internal Internal 

External External/Internal Internal 

Internal External/Internal External 

Internal External/Internal External 

Cost-Effectiveness/Control 

After including all costs, is internal management able to add more value than external 
management? All things being equal, management fees increase in direct relation to the risk and 
complexity of the strategy being managed. Given the narrower band for active risk, passive 
management usually provides opportunities for more cost-effective management of assets, while 
active management presents the potential to generate alpha. For active management to make sense 
in the Portfolio, the strategy must generate returns in excess of the benchmark net of management 
fees which is difficult to accomplish consistently. 

The decision to manage a portfolio internally or externally should not be based solely on who 
provides the cheapest management fees. Even though many studies have shown that internal asset 
management typically has a lower cost structure than external management, a more holistic view 
should be used in the decision making process, which includes control of the assets and market 
awareness of internal staff. Internal management, it has been argued, allows better coordination 
over when and how assets are deployed, permits greater control over corporate governance issues, 
and allows for a more straightforward mechanism to customize investment mandates that align 
with a plan sponsor’s unique directives. In other words, internal management is able to focus on 
CalSTRS as its one and only client, versus the multiple accounts among which an external manager 
must divide its attention. Also, as internal staff begins to manage new strategies, staff should 
continue to identify additional ways to take advantage of market inefficiencies when they occur. 
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EXHIBIT 2 

It should be noted, however, that building in-house investment management expertise can be 
difficult, given the employment and hiring practices dictated by State employment. 

While there seem to be many benefits to internal management, we should recognize that bringing 
assets in-house requires significant up-front costs which can then be amortized over the investment 
period. These costs include sufficient staffing levels, computer support systems, specialized 
software/technology, and access to investment-related data. It is clear that building and sizing the 
infrastructure, risk management and trading systems, and people are critical to investment success. 
The same criteria we apply to external managers in terms of people, process, and philosophy apply 
internally, as well. However, once an infrastructure has been established for an asset class, the 
incremental costs of adding new strategies may be minimal, depending upon the strategy. 

Market Transparency and Liquidity 

Does the market have enough liquidity and transparency to allow for effective management of the 
strategy? While it appears that the internal versus external management debate centers around the 
public (i.e., fixed income and equity) markets, as opposed to the private markets (i.e., private equity 
and real estate), it is really the transparency and liquidity of the markets within which each strategy 
trades that is the primary decision factor. 

Private markets are generally less transparent and liquid than other asset classes within the Fund. 
Public equity and debt markets are more transparent, have broadly and widely recognized indices, 
are highly liquid, and are amenable to structuring a broadly diversified portfolio. This liquidity 
and transparency, in terms of widely followed market information and pricing, make equity and 
fixed income portfolio management a different kind of management challenge, as the assets are 
broadly available for purchase and sale to all with a mandate and the proper business 
infrastructure/resources. 

Market Efficiency 

Does the strategy operate in a market that is efficient or inefficient? Market efficiency refers to the 
degree that all investors in a market have access to the same information and, at any given time, 
security prices reflect all available market information. The decision to manage an active or passive 
strategy should be directly based on the efficiency of the market. For markets that are considered 
highly efficient, the probability of consistently outperforming the market is relatively low, which 
suggests that a passive/core strategy would be appropriate. In markets that are less efficient, the 
opportunity exists to generate alpha. Finding these market inefficiencies requires dedicated 
resources to identify securities that are considered mispriced. When these inefficiencies are 
evident, a skilled active manager can take advantage of these opportunities and construct a 
portfolio that should generate fee-adjusted returns in excess of the market. 

Active Risk 

Does internal staff have the knowledge and competence to manage the strategy in house? An active 
strategy requires highly specialized and skilled individuals who are well versed in the pursued 
strategy and willing to make educated decisions to take prudent risk, in order to achieve a net 
return higher than the benchmark. A passive or less active strategy still requires skilled individuals; 
however, the goal of this type of strategy is to track or slightly exceed the strategy’s benchmark, 
and the research effort is much less intensive than active managers. 

Private equity and real estate are uniquely active markets in which expertise, in terms of property 
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EXHIBIT 2 

or company type, leverage, deal structure, deal components, and terms, make them truly active 
investments requiring resources capable of reviewing the fundamentals of the deal structure and 
capital to fund the deal. With internal management, recruiting investment professionals who have 
highly specialized skills in active strategies may be difficult. CalSTRS’ compensation structure 
and the current environment of state budget cuts may provide a headwind to attracting new 
investment talent. There is also the potential for key investment staff turnover. This will always be 
a concern in both internal and external portfolios. CalSTRS, like external managers, would seek 
to construct a bench of talent for any strategy undertaken. 

Infrastructure/Resource Requirements 

Does CalSTRS have sufficient infrastructure and the resources to support the strategy? Technology 
and risk management systems, along with proper staffing levels (front and middle office) are a key 
ingredient to operating a successful investment management operation. CalSTRS has gained much 
of this experience over the last 20 years through the development of our own internal infrastructure, 
in terms of communications, specialized investment software, and analytical criteria needed to 
operate in the public fixed income and equity markets, as well as our exposure to external 
managers. 
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GLOSSARY 

ACTIVE MANAGEMENT – An active manager seeks to outperform the benchmark by buying 
equities that they believe will provide superior performance versus a benchmark, making 
concentrated decisions to over or underweight a specific stock or sector of the market based on 
fundamental, technical, or other criteria. 

AMERICAN DEPOSITARY RECEIPTS – (ADR). ADRs represent the ownership in the shares 
of a foreign company trading on U.S. financial markets. ADRs are typically traded on a U.S. 
national stock exchange. 

BASIS POINT – One hundredth of one percent or .0001 in decimal form. 

BENCHMARK – A standard against which the performance of a security, mutual fund or 
investment manager can be measured. Generally, broad market and market-segment stock and 
bond indexes are used for this purpose. 

BEST NET EXECUTION – Refers to executing client transactions so that the client’s total cost 
is the most favorable under the particular circumstances at that time. According to the U.S. 
Securities and Exchange Commission, some of the factors a broker must consider when seeking 
best execution of a client’s order include: the opportunity to get a better price than what is currently 
quoted, the speed of execution, and the likelihood that the trade will be executed. 

BROKER – Refers to a person or entity registered with the National Association of Security 
Dealers and provides investment services (research, etc.) and/or execution services. 

DERIVATIVE – A derivative is a security whose price/return is dependent upon the price/return 
of some other underlying asset. Futures contracts, forward contracts, options and swaps are the 
most common types of derivatives. 

DIVERSIFICATION – Investing in a wide range of securities/or asset classes in order to reduce 
financial risk. 

EXCHANGE TRADED FUNDS (ETFs) – ETFs are an investment vehicle traded on stock 
exchanges which hold assets such as stocks or bonds and trades at approximately the same price 
as the net asset value of its underlying assets. Most ETFs track an index, such as the Dow Jones 
Industrial Average or the S&P 500. 

EXPECTED ACTIVE RISK – See forecast active risk. 

FORECAST ACTIVE RISK – The expected standard deviation of the difference between 
portfolio returns and benchmark returns as measured by CalSTRS risk management system. 
Forecast active risk is also known as expected active risk. 

GLOBAL DEPOSITARY RECEIPTS (GDR) – GDRs are certificates issued by a depository 
bank, which represent ownership of an underlying number of foreign shares. GDRs are commonly 
listed on international stock exchanges such as the London Stock Exchange 
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GROWTH STYLE – This style of investment constructs portfolios that have more earnings 
potential than the benchmark and therefore have the potential to produce superior returns over the 
benchmark. These portfolios generally exhibit more risk than the benchmark. 

INDEXED PORTFOLIO – This type of portfolio is structured to replicate a specific index. The 
objective is to generate a portfolio that will produce the same return as the index at the same level 
of risk as the index. 

INVESTMENT GUIDELINES – This is a document that establishes the parameters through 
which the investment manager will invest CalSTRS' assets. These guidelines specify valid 
securities for the portfolio, the return expected from the manager, how the manager will be 
evaluated and the period over which the manager will be evaluated. 

INVESTMENT POLICY AND MANAGEMENT PLAN – This document outlines CalSTRS 
general and financial objectives including specific investment strategy. This document is the result 
of studies that include the assets and liabilities for CalSTRS. 

LARGE CAPITALIZATION STYLE – Refers to the investment process that includes a range 
of styles, from value to growth, that provide active management using large capitalization stocks. 

LIQUIDITY – Refers to availability of a stock to be traded. An issue that is readily available is 
considered to be liquid, an issue that does not trade very often is deemed illiquid. 

PASSIVE MANAGEMENT – Passive managers utilize either a replication or optimization method 
to track a benchmark’s performance. With replication, every security in the portfolio is held in the 
exact proportion as the benchmark. Optimization seeks to mimic the risk and return characteristics 
of a benchmark by only holding a subset of the benchmark’s securities. 

PERFORMANCE OBJECTIVE – Refers to each individual external manager’s designated 
benchmark (example, Russell 1000) and their performance target (example, Russell 1000 + 1½ 
percent). 

POOL MANAGERS – Refers to investment managers who have been selected to take the place 
of funded managers that may be terminated. The pool managers will correct any imbalance caused 
by the termination of a manager and quickly correct possible unintended bets or tilts. 

REALIZED ACTIVE RISK – The actual standard deviation of the difference between historical 
portfolio returns and benchmark returns. 

SMALL CAPITALIZATION STYLE – Refers to an investment process that includes a range 
of styles, from value to growth, that provide active management using small capitalization stocks. 

SOFT DOLLARS – Refers to directed brokerage credits created and used by an investment 
manager rather than a plan sponsor. The use of soft dollars by investment managers is only 
allowable under SEC Section 28(e) safe harbor requirements. The term and use of soft dollars has 
created controversy and criminal actions within the investment management industry as some 
managers used the client’s credits for services beyond the SEC safe harbor limits. 
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STRUCTURED NOTE – A security with one or more special features, such as making payments 
based on an underlying index. 

SWAP AGREEMENT (SWAP) – An arrangement between two parties to exchange one security 
for another, to change the mix of a portfolio or the maturities of the bonds it includes, or to alter 
another aspect of a portfolio or financial arrangement. 

VALUE STYLE – Refers to the investment process which seeks to identify present value rather 
than future rewards, select stocks that will maintain their price in falling markets or periods of 
economic uncertainty, and look for stocks that are undervalued but fundamentally strong. 

WARRANT – A security that gives the holder the right to purchase securities (usually equity) 
from the issuer at a specific price within a certain time frame. 
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B. Global Equity Policy

EXECUTIVE SUMMARY 

In accordance with the CalSTRS Investment Beliefs and the CalSTRS Investment Policy and 
Management Plan, IPMP, the California State Teachers’ Retirement System Board has established 
an allocation for global equity securities. CalSTRS’ global equity assets are to be invested, 
administered, and managed in a prudent manner for the sole benefit of its participants and 
beneficiaries, in accordance with the California Constitution, the Teachers’ Retirement Law, and 
other applicable statutes. The CalSTRS Investment Beliefs provide a foundational framework to 
all of CalSTRS investment decision makers and shall guide investment decisions.  No investment 
instrument or activity prohibited by the IPMP shall be authorized for the Global Equity portfolio. 

This document is intended to summarize the fundamental objectives and considerations used in 
the investment, administration, and management of the Global Equity portfolio. These policies are 
designed to set boundaries that will ensure prudence and care in the management of the global 
equity assets while allowing sufficient flexibility in the management process to capture investment 
opportunities.  

CalSTRS believes that environmental, social, and governance, ESG, issues can affect the 
performance of our investments. As a result, the CalSTRS ESG Policy has been developed as a 
tool that both internal and external investment managers are expected to use to assess the impact 
of ESG risk when making an investment on behalf of CalSTRS.  

Detailed procedures and guidelines for each of the portfolios are maintained separately. As with 
all other plan assets, these policies cannot be altered without explicit direction from the Board. A 
flowchart (Exhibit 1) is included to provide the context for the policies within the general process 
of implementing the Global Equity portfolio. Words and terms that may be unfamiliar to the reader 
are referenced in the glossary. 

PROGRAM OBJECTIVES 

The global equity assets shall be invested to improve the diversification of the total investment portfolio 
and to enhance its risk-adjusted total return.  The assets shall be managed to provide long-term capital 
appreciation as well as generate current income.  Consistent with a prudent level of risk, global equity 
assets shall be managed to achieve optimum performance through diversification across equity market 
regions, styles, and capitalization.   

PERFORMANCE OBJECTIVES 

The CalSTRS Global Equity Portfolio includes public equity strategies which, in aggregate, are to 
be structured to achieve a long-term total return in excess of the Global Equity policy benchmark. 
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Separate and distinct performance objectives and benchmarks shall be established for each equity 
mandate in order to determine whether each portfolio is representative of the market style adopted, and 
whether the performance objectives have been met. 

PROGRAM BENCHMARK 

The Global Equity policy benchmark is calculated using the U.S. and Non-U.S. weights of the 
Custom MSCI All Country World Investable Market Net Index (MSCI ACWI IMI).  The U.S. 
benchmark used in the calculation is the Russell 3000 Custom Index and the non-U.S. benchmark 
is the MSCI All Country World Index ex-U.S. IMI Custom Index (MSCI ACWI ex-U.S. Custom 
IMI). 

PROGRAM STRUCTURE 

Asset Allocation: Under the direction of the chief investment officer, staff has discretion, within 
the range, to implement tactical allocations in the Global Equity portfolio.  

Utilizing both active and passive strategies, the Global Equity Portfolio shall be managed within an 
annualized forecast active risk range of 10 to 50 basis points as measured by the CalSTRS risk 
management system.  If there is an anticipated change in the CalSTRS risk management system or a 
material change in the methodology used to calculate active risk, staff will notify the Investment 
Committee. 

Eligible Securities: The following securities are authorized: 

Commented [DM1]: Simplify the Global 
Equity policy benchmark by consolidating to 
one global equity index. 

i. All equity securities including listed Exchange Traded Funds, ETFs, and securities that
exhibit characteristics of equity securities traded on the local market(s).

ii. Domestic equity securities consisting of all stocks domiciled in the U.S. plus eligible
securities including ADRs of international securities traded on the U.S. and Canadian
exchanges.

iii. International securities including GDRs of international securities traded on the
exchanges of all countries contained in the MSCI All Country World Index ex U.S. and
the MSCI Frontier Markets Index.

iv. Units of participation in commingled index funds or trusts.

v. Derivatives. The objectives for using derivatives, including the use of equitization of cash 
held by passive and active portfolios through the use of derivatives, are to assist in the
efficient management of risk, asset allocation and market exposures in the Global Equity
portfolio through the use of any derivative tools such as, but not limited to, futures,
options, swap agreements, structured notes, warrants, asset trusts, or forward agreements. 
The implementation of the derivatives strategies shall be thoroughly vetted by staff to

Attachment 1 
Investment Committee - Item 4b 

July 8, 2021 
Page 20



B - 4 

conform to the risk management guidelines of the Global Equity portfolio, along with 
the ranges specified within CalSTRS Global Equity Portfolio Procedures Manual 
(Procedures). In addition, these strategies may not increase or decrease the global equity 
exposure to the total fund outside the ranges identified within the IPMP. Further 
limitations with respect to aggregate risk control and counterparty exposure shall be 
documented within the Procedures. 

vi. Investment restrictions included in the IPMP are hereby incorporated by reference.

Global Equity Internal/External Management: The Global Equity portfolio is managed by both 
internal staff and external investment managers. Within the boundaries established in the 
Procedures, approved by the CIO or designee, the decision to hire an external manager or utilize 
internal investment staff for an investment strategy is made by applying the board-approved 
decision criteria matrix (Exhibit 2) to evaluate a variety of decision factors including, but not 
limited to, cost effectiveness/control, market transparency and liquidity, market efficiency, active 
risk, and infrastructure/resource requirements. 

Internal staff shall only implement index-based investment strategies with a maximum forecast 
active risk of 50 basis points. 

Within the boundaries and ranges established by this policy, staff is responsible for the selection, 
allocation, and oversight of internally and externally managed portfolios. Comprehensive 
procedures, manager guidelines, objectives, benchmark selection, forecast active risk, portfolio 
composition, constraints, and trading activities are to be monitored across all Global Equity 
portfolios.  CalSTRS shall also maintain a pool of external managers to supplement the existing 
external managers or replace a terminated manager, as needed. 

Investment managers are required by contract terms and investment guidelines to seek best net 
execution and act as a fiduciary under California law over plan assets. 

Global Equity staff will assess the need for each Global Equity manager to utilize soft dollars for 
research and then amend each manager’s Investment Guidelines as necessary. 

Transition Management: The Global Equity unit may use internal or external transition managers 
to prudently administer, liquidate, and adjust portfolio allocations as warranted to achieve the 
desired Global Equity Portfolio structure within the active risk budget framework. 
and liquidate, if advisable, the existing portfolios of managers that have been relieved of 
investment management responsibility for CalSTRS. 

Other Strategies: Periodically the Board will approve investment strategies that may or may not 
be managed within the global equity asset class specifically, but are instead designed to take 
advantage of an opportunity and/or to meet a performance objective. Unless a strategy is addressed 
by a specific policy of its own, Global Equity staff is responsible for the implementation of any 
strategy that may be directed by the chief investment officer, within the boundaries and ranges 
established by this policy. Investment guidelines, benchmark selection, active risk, portfolio 
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composition, constraints, and trading activities are to be administered by staff and integrated into 
the CalSTRS strategic asset allocation process and risk budget.  

RISK MANAGEMENT 

Delegation of Authority: The chief investment officer or designee has the authority to manage 
the Global Equity asset category and may use other investment personnel to implement these 
policies and the processes described in the Procedures. 

Forecast Active Risk: Portfolios shall be managed within predefined risk or active risk guidelines.  
Forecast active risk is used as a way to control overall portfolio risk.  This quantifiable risk is 
budgeted among the various sub-asset classes of the Global Equity portfolio.  These risks are 
monitored on a daily basis by each portfolio manager and reported weekly to the director of global 
equity. 

Diversification: Diversification within investment portfolios is critical in order to control risk and 
maximize returns. For the U.S. portfolio, minimum and maximum ranges with respect to 
investment management style and capitalization size shall be established within the context of the 
characteristics of the performance benchmark as identified in the Procedures. For the Non-U.S. 
portfolio, minimum and maximum ranges with respect to geographic region shall be established 
within the context of the characteristics of the performance benchmark. Such ranges, for both the 
U.S. and Non-U.S. portfolios, shall be documented within the Procedures and are subject to change 
as conditions warrant, as determined by the director of global equity. 

Authorized Traders: Authorization letters which indicate who may transact business for the 
portfolio, including a copy of the most recent IPMP, shall initially be sent to the broker at the time 
the account is established. Whenever there is a change in authorized personnel, CalSTRS will 
notify all brokers in writing within 24 hours in the event of termination, and as soon as possible in 
the event of a newly authorized trader(s). 

Trading Parameters: The following parameters apply with respect to non-cumulative daily trade 
limits within the internally-managed Global Equity portfolios.  

Investment Officer I  Up to 1% per internally managed portfolio 
Investment Officer II  Up to 2% per internally managed portfolio 
Investment Officer III  Up to 2.5% per internally managed portfolio 
Associate Portfolio Manager Up to 3% per internally managed portfolio 
Portfolio Manager  Up to 4% per internally managed portfolio 
Director of Global Equity Up to 5% of Total Global Equity portfolio 
Deputy Chief Investment Officer Up to 10% of Total Global Equity portfolio 
Chief Investment Officer Up to 10% of Total Global Equity portfolio 

For derivatives and transition management portfolios, the above risk-based trading 
parameters are non-cumulative and are applied to the market value of the U.S. or Non-U.S. 
segments of the Global Equity portfolio. 
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MONITORING AND REPORTING 

The following reports will be prepared and presented to the Board, unless otherwise stated, in 
order to facilitate visibility of compliance monitoring and reporting according to this document: 

i. Global Equity Semi-Annual Report – prepared by staff

ii. Performance Report – prepared by master custodian/consultant (semi-annually)

iii. Investment Manager Ratings Report – prepared by staff (semi-annually)

iv. Business Plan – prepared by staff (annually)

BOARD REVIEW 

Consistent with all other plan assets, the Board or the Investment Committee will review and/or 
alter this policy periodically, as deemed appropriate, and in keeping with its fiduciary duties and 
standards. 

Adopted by the Teachers’ Retirement Board on June 2, 1999 
Revised to approve co-investment program for the CG/Relational Program on July 7, 2004 

Revised to approve the structure of the emerging markets portfolio on April 7, 2005 
Revised to clarify passive/active allocations on June 7, 2006 

Revised address to disposition of securities in CG/Relational Program on July 13, 2007 
Revised to include Non-U.S. co-investments in CG/Activist Program and increase discretion on July 

10, 2008 
Revised to define allowable securities and combine internal and external policies on February 4, 

2009 
Revised to delegate staff authority regarding U.S./Non-U.S. allocation ranges February 4, 2009 

Revised to incorporate cash equitization policy April 1, 2009 
Revised to clarify delegation of Corporate Governance trade ticket daily limits August 2009 

Revised to update Trading Parameters on April 8, 2010 
Revised to update int./ext. mgmt. process, update Trading Parameters, and define Corp Gove 

Activist Mgrs. on Apr 13, 2012  
Revised to confirm Special Situation Investment Authority for Corporate Governance on July 12, 

2012  
Revised to support additional internal asset management on April 4, 2014 

Revised to support the transition to global index weights and to define APM trading limits June 
8, 2016 

Revised language on soft dollars, updated flowchart (Exhibit 1) to reflect APM in the hierarchy 
and reflect new reporting frequency on April 5, 2017 

Revised to move Corporate Governance Investment Program from Global Equity Policy to the 
Corporate Governance Policy November 1, 2017 

Revised to reflect new policy format and finalize the Program Benchmark as based on global 
equity index weights on September 20, 2018 
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Revised language to support an active risk budget framework March 5, 2020 
Revised to change policy benchmark and transition management language on June 10, 2021 
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POLICY IMPLEMENTATION FLOWCHART 

CalSTRS BOARD 
Establishes Policy 

CHIEF INVESTMENT OFFICER/ 
DEPUTY CHIEF INVESTMENT OFFICER 

Reviews and Advises 
Policy Parameters 

ASSET CLASS DIRECTOR 
Develops Strategy and Oversees Implementation 

PORTFOLIO MANAGER / ASSOCIATE 
PORTFOLIO MANAGER 

Develops and Implements Portfolio Strategy 

INVESTMENT OFFICER 
Analyzes, Transacts and Monitors 

Portfolio Activity 
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Internal / External Decision Criteria Matrix 

Low Medium High 

D
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Cost-Effectiveness/ 
Control External External/Internal Internal 

Market Liquidity 
& Transparency External External/Internal Internal 

Market Efficiency External External/Internal Internal 

Active Risk Internal External/Internal External 

Infrastructure/ 
Resource 
Requirements 

Internal External/Internal External 

Cost-Effectiveness/Control 
After including all costs, is internal management able to add more value than external 
management? All things being equal, management fees increase in direct relation to the risk and 
complexity of the strategy being managed. Given the narrower band for active risk, passive 
management usually provides opportunities for more cost-effective management of assets, while 
active management presents the potential to generate alpha. For active management to make sense 
in the Portfolio, the strategy must generate returns in excess of the benchmark net of management 
fees which is difficult to accomplish consistently.  
The decision to manage a portfolio internally or externally should not be based solely on who 
provides the cheapest management fees. Even though many studies have shown that internal asset 
management typically has a lower cost structure than external management, a more holistic view 
should be used in the decision making process, which includes control of the assets and market 
awareness of internal staff. Internal management, it has been argued, allows better coordination 
over when and how assets are deployed, permits greater control over corporate governance issues, 
and allows for a more straightforward mechanism to customize investment mandates that align 
with a plan sponsor’s unique directives. In other words, internal management is able to focus on 
CalSTRS as its one and only client, versus the multiple accounts among which an external manager 
must divide its attention. Also, as internal staff begins to manage new strategies, staff should 
continue to identify additional ways to take advantage of market inefficiencies when they occur. 
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It should be noted, however, that building in-house investment management expertise can be 
difficult, given the employment and hiring practices dictated by State employment. 
While there seem to be many benefits to internal management, we should recognize that bringing 
assets in-house requires significant up-front costs which can then be amortized over the investment 
period. These costs include sufficient staffing levels, computer support systems, specialized 
software/technology, and access to investment-related data. It is clear that building and sizing the 
infrastructure, risk management and trading systems, and people are critical to investment success. 
The same criteria we apply to external managers in terms of people, process, and philosophy apply 
internally, as well. However, once an infrastructure has been established for an asset class, the 
incremental costs of adding new strategies may be minimal, depending upon the strategy. 

Market Transparency and Liquidity 
Does the market have enough liquidity and transparency to allow for effective management of the 
strategy? While it appears that the internal versus external management debate centers around the 
public (i.e., fixed income and equity) markets, as opposed to the private markets (i.e., private equity 
and real estate), it is really the transparency and liquidity of the markets within which each strategy 
trades that is the primary decision factor.  
Private markets are generally less transparent and liquid than other asset classes within the Fund. 
Public equity and debt markets are more transparent, have broadly and widely recognized indices, 
are highly liquid, and are amenable to structuring a broadly diversified portfolio. This liquidity 
and transparency, in terms of widely followed market information and pricing, make equity and 
fixed income portfolio management a different kind of management challenge, as the assets are 
broadly available for purchase and sale to all with a mandate and the proper business 
infrastructure/resources. 

Market Efficiency 
Does the strategy operate in a market that is efficient or inefficient? Market efficiency refers to the 
degree that all investors in a market have access to the same information and, at any given time, 
security prices reflect all available market information. The decision to manage an active or passive 
strategy should be directly based on the efficiency of the market. For markets that are considered 
highly efficient, the probability of consistently outperforming the market is relatively low, which 
suggests that a passive/core strategy would be appropriate. In markets that are less efficient, the 
opportunity exists to generate alpha. Finding these market inefficiencies requires dedicated 
resources to identify securities that are considered mispriced. When these inefficiencies are 
evident, a skilled active manager can take advantage of these opportunities and construct a 
portfolio that should generate fee-adjusted returns in excess of the market.  

Active Risk 
Does internal staff have the knowledge and competence to manage the strategy in house? An active 
strategy requires highly specialized and skilled individuals who are well versed in the pursued 
strategy and willing to make educated decisions to take prudent risk, in order to achieve a net 
return higher than the benchmark. A passive or less active strategy still requires skilled individuals; 
however, the goal of this type of strategy is to track or slightly exceed the strategy’s benchmark, 
and the research effort is much less intensive than active managers.  
Private equity and real estate are uniquely active markets in which expertise, in terms of property 
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or company type, leverage, deal structure, deal components, and terms, make them truly active 
investments requiring resources capable of reviewing the fundamentals of the deal structure and 
capital to fund the deal. With internal management, recruiting investment professionals who have 
highly specialized skills in active strategies may be difficult. CalSTRS’ compensation structure 
and the current environment of state budget cuts may provide a headwind to attracting new 
investment talent. There is also the potential for key investment staff turnover. This will always be 
a concern in both internal and external portfolios. CalSTRS, like external managers, would seek 
to construct a bench of talent for any strategy undertaken.  

Infrastructure/Resource Requirements 
Does CalSTRS have sufficient infrastructure and the resources to support the strategy? Technology 
and risk management systems, along with proper staffing levels (front and middle office) are a key 
ingredient to operating a successful investment management operation. CalSTRS has gained much 
of this experience over the last 20 years through the development of our own internal infrastructure, 
in terms of communications, specialized investment software, and analytical criteria needed to 
operate in the public fixed income and equity markets, as well as our exposure to external 
managers. 
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GLOSSARY 

ACTIVE MANAGEMENT – An active manager seeks to outperform the benchmark by buying 
equities that they believe will provide superior performance versus a benchmark, making 
concentrated decisions to over or underweight a specific stock or sector of the market based on 
fundamental, technical, or other criteria. 

AMERICAN DEPOSITARY RECEIPTS – (ADR). ADRs represent the ownership in the shares 
of a foreign company trading on U.S. financial markets. ADRs are typically traded on a U.S. 
national stock exchange. 

BASIS POINT – One hundredth of one percent or .0001 in decimal form. 

BENCHMARK – A standard against which the performance of a security, mutual fund or 
investment manager can be measured. Generally, broad market and market-segment stock and 
bond indexes are used for this purpose. 

BEST NET EXECUTION – Refers to executing client transactions so that the client’s total cost 
is the most favorable under the particular circumstances at that time. According to the U.S. 
Securities and Exchange Commission, some of the factors a broker must consider when seeking 
best execution of a client’s order include: the opportunity to get a better price than what is currently 
quoted, the speed of execution, and the likelihood that the trade will be executed.  

BROKER – Refers to a person or entity registered with the National Association of Security 
Dealers and provides investment services (research, etc.) and/or execution services. 

DERIVATIVE – A derivative is a security whose price/return is dependent upon the price/return 
of some other underlying asset. Futures contracts, forward contracts, options and swaps are the 
most common types of derivatives. 

DIVERSIFICATION – Investing in a wide range of securities/or asset classes in order to reduce 
financial risk. 

EXCHANGE TRADED FUNDS (ETFs) – ETFs are an investment vehicle traded on stock 
exchanges which hold assets such as stocks or bonds and trades at approximately the same price 
as the net asset value of its underlying assets. Most ETFs track an index, such as the Dow Jones 
Industrial Average or the S&P 500.  

EXPECTED ACTIVE RISK – See forecast active risk. 

FORECAST ACTIVE RISK – The expected standard deviation of the difference between 
portfolio returns and benchmark returns as measured by CalSTRS risk management system. 
Forecast active risk is also known as expected active risk. 

GLOBAL DEPOSITARY RECEIPTS (GDR) – GDRs are certificates issued by a depository 
bank, which represent ownership of an underlying number of foreign shares. GDRs are commonly 
listed on international stock exchanges such as the London Stock Exchange 
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GROWTH STYLE – This style of investment constructs portfolios that have more earnings 
potential than the benchmark and therefore have the potential to produce superior returns over the 
benchmark. These portfolios generally exhibit more risk than the benchmark. 

INDEXED PORTFOLIO – This type of portfolio is structured to replicate a specific index. The 
objective is to generate a portfolio that will produce the same return as the index at the same level 
of risk as the index. 

INVESTMENT GUIDELINES – This is a document that establishes the parameters through 
which the investment manager will invest CalSTRS' assets. These guidelines specify valid 
securities for the portfolio, the return expected from the manager, how the manager will be 
evaluated and the period over which the manager will be evaluated. 

INVESTMENT POLICY AND MANAGEMENT PLAN – This document outlines CalSTRS 
general and financial objectives including specific investment strategy. This document is the result 
of studies that include the assets and liabilities for CalSTRS. 

LARGE CAPITALIZATION STYLE – Refers to the investment process that includes a range 
of styles, from value to growth, that provide active management using large capitalization stocks. 

LIQUIDITY – Refers to availability of a stock to be traded. An issue that is readily available is 
considered to be liquid, an issue that does not trade very often is deemed illiquid. 

PASSIVE MANAGEMENT – Passive managers utilize either a replication or optimization method 
to track a benchmark’s performance. With replication, every security in the portfolio is held in the 
exact proportion as the benchmark. Optimization seeks to mimic the risk and return characteristics 
of a benchmark by only holding a subset of the benchmark’s securities.  

PERFORMANCE OBJECTIVE – Refers to each individual external manager’s designated 
benchmark (example, Russell 1000) and their performance target (example, Russell 1000 + 1½ 
percent). 

POOL MANAGERS – Refers to investment managers who have been selected to take the place 
of funded managers that may be terminated. The pool managers will correct any imbalance caused 
by the termination of a manager and quickly correct possible unintended bets or tilts. 

REALIZED ACTIVE RISK – The actual standard deviation of the difference between historical 
portfolio returns and benchmark returns. 

SMALL CAPITALIZATION STYLE – Refers to an investment process that includes a range 
of styles, from value to growth, that provide active management using small capitalization stocks. 

SOFT DOLLARS – Refers to directed brokerage credits created and used by an investment 
manager rather than a plan sponsor.  The use of soft dollars by investment managers is only 
allowable under SEC Section 28(e) safe harbor requirements.  The term and use of soft dollars has 
created controversy and criminal actions within the investment management industry as some 
managers used the client’s credits for services beyond the SEC safe harbor limits. 
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STRUCTURED NOTE – A security with one or more special features, such as making payments 
based on an underlying index. 

SWAP AGREEMENT (SWAP) – An arrangement between two parties to exchange one security 
for another, to change the mix of a portfolio or the maturities of the bonds it includes, or to alter 
another aspect of a portfolio or financial arrangement. 

VALUE STYLE – Refers to the investment process which seeks to identify present value rather 
than future rewards, select stocks that will maintain their price in falling markets or periods of 
economic uncertainty, and look for stocks that are undervalued but fundamentally strong. 

WARRANT – A security that gives the holder the right to purchase securities (usually equity) 
from the issuer at a specific price within a certain time frame.  
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MEMORANDUM 

BOSTON  CHICAGO  LONDON  MIAMI  NEW YORK  PORTLAND  SAN DIEGO 

5796 Armada Drive 

Suite 110 

Carlsbad, CA 92008 

760.795.3450 

Meketa.com 

TO:  Investment Committee, CalSTRS 

FROM: Stephen McCourt, Allan Emkin, Mika Malone, Eric White, Meketa Investment Group 

CC: Christopher Ailman 

DATE:  June 10, 2021 

RE:  Opinion Memo – Global Equity Policy Revision 

Summary & Recommendation 

On March 15, Staff requested that Meketa review a proposed change to the Global Equity Investment Policy. 

Staff is recommending two revisions to the policy, one substantive and one relatively minor. The 

substantive revision entails simplifying the Global Equity policy benchmark by transitioning from the 

current methodology, which uses a weighted blend of separate US and non-US indices, to one consisting 

of a single global equity index. The other proposed revision involves updating the language regarding 

transition management to better align with how it is utilized in practice within Global Equity.  Meketa has 

analyzed the proposed changes and concurs with Staff’s proposed revisions to the Global Equity Investment policy. 

Discussion 

Benchmark Change 

Historically, the Global Equity asset class has employed a variety of weighting methodologies for 

benchmarking purposes. The current practice consists of benchmarking the US equity allocation to the 

Russell 3000 Custom index while the non-US equity allocation utilizes the MSCI All Country World Index 

ex-US IMI Custom. The two indexes are then weighted based on the global index weights as defined by 

the MSCI ACWI IMI. Staff’s proposal would transition from the current blended benchmarking 

methodology to one consisting of a single global equity index. Staff proposes using the Custom MSCI 

ACWI IMI Net Index as the new policy benchmark. Transitioning to a single global equity index simplifies 

the benchmarking process, one of the stated goals of the Investment Committee. Doing so provides a 

more direct measure of performance and allow Staff to monitor and manage risk in a more 

straightforward way across the Global Equity Portfolio.  

We note that transitioning to the Custom MSCI ACWI IMI Net Index will align the asset class with the 

benchmark typically used in modelling capital market assumptions for the Global Equity asset class, 

and will align the benchmark for Global Equity with that of the SISS public equity portfolio, creating 

internal consistency. 

We also note that MSCI ACWI IMI Net Index is the most common benchmark for similarly structured 

global equity asset classes by other large public pension plans. 
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Transition Management 

Staff is proposing to update the policy language relating to the use of transition management to better 

reflect how transition managers are actually utilized within Global Equity. The current language 

narrowly defines transition management’s role as only liquidating portfolios for defunded managers. In 

practice, Global Equity also utilizes transition managers for other portfolio optimization activities such 

as rebalancing across managers.  

Compensation Policy Impact 

Changing the benchmark for the Global Equity asset class will have an impact on incentive compensation 

calculations, as the base benchmark would change effective 7/1/21. The current Compensation Policy is a 

blended benchmark based on a weighted allocation to US equities and non-US equities (based on market 

cap weights of the MSCI ACWI IMI), each of which have their own benchmark. The proposed shift to a single 

global equity benchmark warrants a review of the current outperformance ranges (scale maximum) 

determine if they are comparable to the current structure. Ideally, ranges should be established that are 

neither easier nor harder to surpass given the same active risk profile currently employed.  

The current policy sets a target return to achieve maximum performance incentive within the Global 

Equity portfolio at 30 basis points. We note that this 30 basis point excess return target is consistent 

with an “Information Ratio” of approximately 0.6 with the risk budget currently in place, based on the 

maximum amount of active risk allowable under Policy. The IR is closer to 1 at the midpoint of the range. 

These levels will be compared with, and harmonized to, other asset classes, as part of our further review 

of benchmarks across the program. 

Reviewing the performance of the GE Portfolio to that of the current benchmark, as well as to the 

proposed benchmark, we note that, over the limited data set we have available to analyze, the GE 

Portfolio has performed modestly better versus the proposed benchmark than the current benchmark. 

We do not believe the modest outperformance vs. the proposed benchmark is cause for concern. First, 

there is a limited dataset so time period bias is present. Secondly, the current benchmark is a hybrid 

benchmark that has evolved over time to reflect the Policy weights of GE. Until recently, GE Policy 

weights reflected a home bias towards US domiciled securities, and dedicated benchmarks to each 

region. This home bias was reflected in the benchmark and as US markets have consistently 

outperformed non-US markets over the past decade or so, this intentional home bias led the current 

benchmark to outperform the proposed benchmark. This explains the majority of GE’s excess 

performance over the proposed benchmark over longer time periods. Thirdly, the portfolio is currently 

optimized/managed to the current benchmark. This optimization can introduce biases and portfolio 

tilts that will likely lead performance to go in and out of favor relative to a benchmark the portfolio is 

not optimized towards. This optimization process would be expected to generate tracking error relative 

to the un-optimized benchmark, which at times should lead to relative performance differences that 

should be random and not persistent over longer time periods.  
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GE vs. Current Benchmark GE vs. Proposed Benchmark 

As of 12/31/20 1-Year 3-Years 5-Years 1-Year 3-Years 5-Years

Excess Return -0.47 -0.05 0.00 -0.27 0.19 0.40

Tracking Error 0.46 0.37 0.31 0.46 0.35 0.51

Information Ratio -1.02 -0.14 0.00 -0.59 0.55 0.78

Given this, we believe maintaining the current 30 basis point outperformance target to be appropriate, 

until a more thorough benchmarking and target setting analysis can be conducted. The Investment 

Committee will be reviewing benchmarking more broadly over the next year. Given that this is a 

benchmark change, effective 7/1/21, the compensation calculation should reflect: 

• For FYE 2021, if approved, 1 year of the current GE aggregate TCTEA1 weighted blend of the

US and non US indexes measure and 2 years the prior US/non-US passive/active measures.

• For FYE 2022, if approved, 1 year of the new GE TCTEA1 w/MSCI ACWI IMI, 1 year of GE TCTEA1

of the weighted blend of the US and non-US indexes, and 1 year of the prior US/non-US

passive/active measures.

• For FYE 2023, if approved, 2 years of the GE TCTEA1 w/MSCI ACWI IMI, 1 year of the prior GE

TCTEA1 weighted blend of the US and non-US indexes.

With the adoption of risk budgeting across multiple asset classes, Meketa suggests the Board review 

incentive compensation target levels early in the next fiscal year, to harmonize these targets with the 

active risk budgets set across asset classes.   

Summary 

Staff is recommending two revisions to the Global Equity Investment Policy. The first revision 

consolidates the current blended benchmarking methodology to one consisting of a single global equity 

index. Meketa believes doing so will simplify the benchmarking process allowing for a more 

straightforward assessment of performance. The second revision updates the policy language 

pertaining to transition managers to better reflect how transition managers are actually utilized in 

practice. Meketa concurs with both proposed revisions.    

If you have any questions, please feel free to contact us at (760) 795-3450. 

MLM/SPM/AE/EDW/jls 
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	3_FY 21-22 Business Plan_GE
	GLOBAL EQUITY
	Director: June Kim (7 years at CalSTRS, 25 years total in industry)
	Director: June Kim (7 years at CalSTRS, 25 years total in industry)
	Portfolio Managers: David Murphy, Jason Crawford, Raymond Venner, Wilson Yee
	Portfolio Managers: David Murphy, Jason Crawford, Raymond Venner, Wilson Yee
	Associate Portfolio Managers: Andy Iseri, Edgar Ramirez, Shawn Webster, Wayne Yim
	Associate Portfolio Managers: Andy Iseri, Edgar Ramirez, Shawn Webster, Wayne Yim
	Investment Officers: Adriana Gutierrez, Alex Glaeser, Helena Posner, Justin Bosley, Justin Wiles, Mark Melvani, Misty Watson, Sharon Jou, Shivi Krishna
	Investment Officers: Adriana Gutierrez, Alex Glaeser, Helena Posner, Justin Bosley, Justin Wiles, Mark Melvani, Misty Watson, Sharon Jou, Shivi Krishna
	Support Team: Angelica Svityashchuk, Marie China
	New Positions for FY 21-22:  2
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	FIXED INCOME
	FAST FACTS
	PROGRAM DESCRIPTION
	Established in 1987 the Fixed Income portfolio is managed both internally and externally using enhanced and active strategies. Fixed Income seeks to provide value through innovative/active asset allocation and bond selection taking advantage of intern...
	INVESTMENT TEAM (26)
	Director: Glenn Hosokawa (23 years at CalSTRS)
	New Positions for FY 21-22:  2
	OUTLOOK FOR 2021-22
	COLLABORATIVE MODEL 2.0
	LOW CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION


	5_FY 21-22 Business Plan_RE
	REAL ESTATE
	FAST FACTS
	PROGRAM DESCRIPTION
	The Real Estate program strategy is predominately lower risk/return core strategies (63 percent) with additional allocations to higher-returning value add and opportunistic strategies. Direct investment structures with high levels of control (Collabor...
	FY 2021-2022 GOALS & KEY PROJECTS
	Benchmark: Open End Diversified Core Equity (NFI-ODCE)
	Benchmark: Open End Diversified Core Equity (NFI-ODCE)
	Alpha Return Objective: 70 basis points over benchmark
	Alpha Return Objective: 70 basis points over benchmark
	Policy Updates: Policy modification will be needed, as the Collaborative Model for Real Estate continues to evolve.
	Policy Updates: Policy modification will be needed, as the Collaborative Model for Real Estate continues to evolve.
	Succession Planning:  Staff is focused on providing a smooth transition with retiring staff over the next three to five years, as well as training & development for investment officers.
	Succession Planning:  Staff is focused on providing a smooth transition with retiring staff over the next three to five years, as well as training & development for investment officers.
	INVESTMENT TEAM (28)
	Director: Mike DiRe (21 years at CalSTRS)
	New Positions for FY 21-22:  4
	OUTLOOK FOR 2021-22
	COLLABORATIVE MODEL 2.0
	LOW CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION


	6_FY 21-22 Business Plan_PE
	Private Equity
	FAST FACTS
	The private equity industry’s impact on the capital markets will continue to grow in significance. Institutional assets under management now total $4.5 trillion. Fundraising activity declined 22% in 2020 due to Covid-19, but is expected to fully rebou...
	Due to increased commitment pacing over the last several years, Private Equity is approaching its long-term target allocation of 13%. In recent years, commitment pacing has been approximately $8 billion annually with increasing amounts to co-investmen...
	Private equity is increasingly collaborating with the other asset classes (Global Equity, Fixed Income, SISS, and Innovative Strategies) by sharing knowledge, resources, and relationships to create synergistic value for the entire pension. Consistent ...
	INVESTMENT TEAM (26)
	PROGRAM DESCRIPTION
	COLLABORATIVE MODEL 2.0
	LOW CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION
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	SUSTAINABLE INVESTMENT & STEWARDSHIP STRATEGIES
	FAST FACTS
	PROGRAM DESCRIPTION
	INVESTMENT TEAM (20)
	One of the team’s priorities is building the newly formed SISS Private Portfolio in collaboration with other asset classes. The SISS Private Portfolio seeks sustainability-oriented investment opportunities that are additive to the CalSTRS Total Portfo...
	COLLABORATIVE MODEL 2.0
	LOW-CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION
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	INFLATION SENSITIVE
	FAST FACTS
	OUTLOOK FOR 2021-22
	INVESTMENT TEAM (12)
	Director: Paul V. Shantic (27 years)
	Portfolio Manager: Charles Fitzpatrick
	Associate Portfolio Managers: John-Charles Gish, Daniel Lau and Michael Warmerdam
	Associate Portfolio Managers: John-Charles Gish, Daniel Lau and Michael Warmerdam
	Investment Officers: Madison Doris, Guldip Dhillon, Christopher Ellis, Rona Johnson, Selina Muasya and Taylor Tsao
	Investment Officers: Madison Doris, Guldip Dhillon, Christopher Ellis, Rona Johnson, Selina Muasya and Taylor Tsao
	Support Team: Richard Novoa
	New Positions for FY 21-22:  2
	PROGRAM DESCRIPTION
	COLLABORATIVE MODEL 2.0
	LOW-CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION
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	Investment Strategy & Risk
	FAST FACTS
	OUTLOOK FOR 2021-22
	INVESTMENT TEAM (11)
	Director: Geraldine Jimenez (6 years at CalSTRS, 31 years total in industry)
	Director: Geraldine Jimenez (6 years at CalSTRS, 31 years total in industry)
	Portfolio Managers: Josh Diedesch, Glen Blacet, Benjamin Wang
	Portfolio Managers: Josh Diedesch, Glen Blacet, Benjamin Wang
	Associate Portfolio Manager: Anthony Schmitz
	Investment Officers: Matt Lisonbee, Kristian Altier, Matthew Toepel, Angela Tran, Kate Wallen
	Investment Officers: Matt Lisonbee, Kristian Altier, Matthew Toepel, Angela Tran, Kate Wallen
	Support Team: Haris Alam
	New Positions for FY 21-22:  3
	PROGRAM DESCRIPTION
	COLLABORATIVE MODEL 2.0
	LOW CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION
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	RISK MITIGATING STRATEGIES
	FAST FACTS
	OUTLOOK FOR 2021-22
	Performance
	RMS navigated the extraordinary market conditions in 2020 reasonably well. All four current strategies provided downside protection relative to equities during the Q1 downturn, albeit to varying degrees. The long-duration U.S. Treasury portfolio led p...
	RMS staff are cautiously optimistic about FY21-22 performance prospects. However, heightened economic uncertainty remains, reflecting the uneven global policy response to the pandemic. Deep valuation distortions brought on by accommodative monetary po...
	Planning
	In a competitive request for proposal (RFP), RMS selected Albourne America LLC to be the program’s advisor. The onboarding process, already underway, will be completed early in FY21-22. Staff also issued an RFP for managed account platform (MAP) servi...
	Staff’s highest priority in FY21-22 will be to continue
	implementing RMS 2.0. The team’s goal is to increase the program’s AUM to 10% of total plan assets by the end of the calendar year. In service of this initiative, staff recently received approval to fund two additional global macro managers. Initial c...
	Lastly, RMS plans to increase staff headcount by one in FY21-22. The added position will be dedicated to middle and back office duties.
	INVESTMENT TEAM (12)
	Director: Steven Tong (38+ years tenure)
	Portfolio Manager: Jeffrey Jaro, Carrie Lo
	Investment Officers: IBK Aina, J.P. Blardony, Joakim Mahlberg, Stefanie Meza, Michel Paniagua, Helen Xu, Denny Young
	Investment Officers: IBK Aina, J.P. Blardony, Joakim Mahlberg, Stefanie Meza, Michel Paniagua, Helen Xu, Denny Young
	Support Team: Karen Pham
	New Positions for FY 21-22:  1
	PROGRAM DESCRIPTION
	The objective of RMS is to provide protection to the total plan during deep and extended equity market downturns. The portfolio is currently composed of trend following, long-duration U.S. Treasuries, global macro and SRP.
	RMS maintains a level of portfolio risk that is prudent and allows the program to fulfill its mandate of providing diversification over a full business cycle. Over the long-term, RMS seeks to generate 20 basis points of positive relative return versus...
	COLLABORATIVE MODEL 2.0
	LOW CARBON TRANSITION PATHWAY
	DIVERSITY & INCLUSION
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	ic0713c att1 - PE Policy Revision - Current PE Delegation of Authority Limits - OPEN
	ic0713c att2 - PE Policy Revision (CLEAN)
	Buyout – Buyout investments involve the purchase of all or part of the stock or assets of a company utilizing a significant amount of borrowed capital as well as equity capital. Borrowed capital typically consists of some combination of senior and sub...
	Carried Interest –The general partner’s carried interest is its share of the partnership’s profits, and generally ranges from 10 percent to 30 percent of the total. A 20 percent carried interest is the industry norm for private equity.
	Co-investment – Co-investments are investments made alongside general partners in underlying assets and securities, usually with lower management fees and carried interest.
	Commingled Limited Partnership – Legal Entity made up of a General Partner, who manages the operations, and limited partners, who invest capital but have limited liability. Limited partners are not involved in the day-to-day management of the partners...
	Debt-Related Investment Strategies – Debt-related investments (as applied to the Private Equity asset class) involve the purchase and ownership of private securities that are debt-oriented (rather than equity-oriented). There are many different types ...
	Developed MARKETS – Countries with advanced economies and capital markets as designated by Dow Jones or Standard & Poor’s.
	DIRECT INVESTMENTS – Direct Investments are those made outside of a limited partnership structure. While a co-investment is made alongside of a limited partnership investment, a direct investment is not. Direct investments need a greater level of due ...
	Distributions – Cash and/or securities paid out to the limited partners from the limited partnership.
	First time Limited Partnerships – A fund from a management team that has not previously been directly held in CalSTRS’ Private Equity Portfolio.
	Follow-on Limited Partnerships – The second and all subsequent funds raised by a management team that are directly held in CalSTRS’ Private Equity Portfolio.
	FUND-of-fund (FOF) – An investment strategy of holding a portfolio of other investment funds rather than investing directly in stocks, bonds, or other securities.
	General Partner – Managing partner of a limited partnership responsible for performing the day-to-day administrative operations of the partnership and acting as investment advisor to the partnership.
	GXPEI (or the State Street GX Private Equity Index) – A peer-based private equity index developed, owned and managed by State Street. The data for this index is derived from the cash flow data of State Street’s limited partner clients.
	Initial Public Offering (IPO) – The sale or distribution of a stock or a portfolio company to the public for the first time.
	Internal Rate of Return (IRR) – The discount rate at which the present value of future cash flows of an investment equals the cost of the investment. It is determined when the net present value of the cash outflows (the cost of the investment) and the...
	Limited Partner – The investors in a Commingled partnership or Separately Managed Account. Limited partners do not participate in the management of the partnership’s activities. However, they normally have the right to vote to approve or disapprove am...
	multi-strategy – The Multi-Strategy sub-asset class invests in private equity investments along with other private investments with fixed income, real estate, and hedge fund characteristics.
	Portfolio Companies – Portfolio companies are the companies in which the Commingled Limited Partnership, Separate Managed Account, Secondary Limited Partnership, or other similar structure has an investment.
	PROACTIVE PORTFOLIO – The Proactive Portfolio currently encompasses two Special Mandates: (1) the Underserved Urban and Rural Mandate investing with private equity managers specializing in underserved urban and rural markets and (2) the New and Next G...
	Secondary Limited Partnership Interests – Limited Partnership interests that have been transferred from the original limited partner who made the original capital commitment to a limited partnership fund.
	SEPARATELY MANAGED ACCOUNT – An investment vehicle managed for one investor rather than many. The vehicle may have a specialized mandate or may invest alongside a Limited Partnership.
	Venture Capital – Venture capital refers to investments in young, emerging growth companies in different stages of development. The stages of venture capital investing include the following:
	Seed stagE - an entrepreneur seeking capital to conduct research or finish a business plan;
	Early Stage – a company developing products and seeking capital to commence manufacturing;
	Late Stage – A profitable or near-profitable high growth company seeking further expansion capital. The common theme underlying all venture capital investments is the high-growth nature of the industries in which the investee companies operate and the...
	Vintage Year – Vintage Year shall be defined in two ways: 1) For the purpose of investment pacing, a vintage year is the calendar year for which a fund commitment is closed; and  2) For the purpose of benchmarking, a vintage year is the calendar year ...
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