
 
 

  
      

         

      

   

         
 

           
      

                     
       

             

            

      
 

 

              
        

 

           
             

              
           

             
                

               
                  

                
              
            

Investment Committee 
Item Number 5 – Open Session 

Subject: Risk Mitigating Strategies Policy Update – First Reading 

Presenter(s): Steven Tong and Carrie Lo 

Item Type: Action 

Date & Time: March 4, 2021 – 30 minutes 

Attachment(s): Attachment 1 – Risk Mitigating Strategies Policy – Clean 
Version 

Attachment 2 – Risk Mitigating Strategies Policy – Redline 
Version 

Attachment 3 – Meketa Memo – Program Change 

Attachment 4 – Meketa Memo Benchmark Change 

PowerPoint(s): Risk Mitigating Strategies Policy Update 

POLICY 

This item is governed by the CalSTRS Risk Mitigating Strategies Class (RMS) Policy (Teachers’ 
Retirement Board Policy Manual, Section 1000, Pg. R-1). 

HISTORY 

On November 2015, the Investment Committee (Committee) approved a long-term strategic 
allocation target of 9% to RMS. RMS was established to diversify CalSTRS’ significant 
exposure to growth assets and to provide downside protection during deep and extended equity 
market drawdowns. The February 2016 Committee meeting determined the following policy 
allocations to RMS: 45% to trend following (trend), 40% to long-duration U.S. Treasuries 
(UST), 10% to global macro (macro), 5% to systematic risk premia (SRP) and 0% to other 
strategies to be identified in the future. In November 2019, the Committee approved an increase 
to the long-term target to RMS from 9% to 10%. The current target remains at 9%; however, the 
Chief Investment Officer is looking to increase the program to its long-term target of 10% by 
June 30, 2021. Challenges to accelerating the timing of the increase include capacity constraints 
with current managers and the process for selecting and onboarding new managers. 
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RMS expects to generate a 4.5% annualized return over the long-term and to achieve 20 bps in 
excess return above its benchmark. More broadly, RMS aims to help the Total Plan (the Plan) 
achieve its long-term return objective of 7.0% annualized by protecting the Plan’s capital during 
equity downturns. Each of the approved strategies within RMS produces a distinct return profile 
and exhibits low correlation to equities and to one another. Evidence shows that these strategies 
tend to outperform at different times during the business cycle. Consequently, a portfolio of 
these strategies is expected to be robust to various market regimes. 

After the Committee approved the 10% long-term target to RMS, staff initiated a process to 
review the weights of the underlying components. This process involved independent reviews 
of the RMS portfolio by multiple parties including internal staff, Cambridge Associates, Lyxor 
Asset Management and Meketa Investment Group. Although this process focused exclusively 
on the four currently approved RMS components, staff continues to evaluate other potential 
investment strategies for inclusion in the portfolio. 

PURPOSE 

The Committee will decide on the following modifications to the RMS policy: 
 Modifying the strategic policy weights of the underlying RMS investment strategies to reduce 

U.S. Treasuries by 5% and increase global macro by 5%. 
o The current strategic policy weights are 45% trend following, 40% U.S. Treasuries, 

10% global macro and 5% systematic risk premia. 
o The proposed strategic policy weights are 45% trend following, 35% U.S. Treasuries, 

15% global macro and 5% systematic risk premia. 
o Based on CalSTRS’ capital market assumptions, modifying the strategic policy 

weights of the underlying RMS investment strategies as proposed would increase the 
expected costs and reduce the expected retention rate of profits at the overall RMS 
level. That being said, the expected reduction in the retention rate would be minimal 
and the expected net return of the RMS program would increase slightly from 3.6% 
to 3.7%. 

 Reducing the allowed range around those strategic weights from +/-10% to +/-5%. 
 Modifying the global macro benchmark from a solely discretionary macro benchmark to 

include both systematic and discretionary macro benchmarks. 
 Incorporating a dynamic benchmark weighting methodology based on the actual weight of 

the RMS strategies rather than a strategic weighted methodology. 

In addition to the above, the recommended policy modifications include other minor 
administrative changes. 

Following discussion at the March 2021 Committee meeting, staff will incorporate any 
suggested edits recommended by the Committee and return for a second reading at the May 2021 
Committee meeting. The Committee may also approve any revisions at the March 2021 
Committee meeting and the policy can be adopted without additional readings. 

Staff will also provide an update on other potential investment strategies being considered for 
the RMS program. 
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DISCUSSION/SUMMARY 

The RMS policy currently targets long-term strategic allocations of 45% to trend, 40% to UST, 
10% to macro and 5% to SRP. The table below provides a summary of each component including 
CalSTRS’ exposure to each, their characteristics and fees. 

Summary of RMS Components 

Category Trend UST Macro SRP 
CalSTRS 

Exposure as of 
12/31/20 

$11,633mm 
(4.1% of Plan AUM) 

$8,256mm 
(2.9% of Plan AUM) 

$2,760mm 
(1.0% of Plan AUM) 

$727mm 
(0.3% of Plan AUM) 

Total RMS: $23,377mm (8.2% of Plan AUM) 

Description 

Rules-based systems 
that identify positive 
and negative trends 

in prices across asset 
classes (equities, 

fixed income, 
currencies and 

commodities) and in 
multiple 

geographies. 

U.S. Treasury bonds 
with maturities 

greater than or equal 
to 20 years. 

Fundamental 
analysis of growth 
rates and interest 
rates drive trade 

ideas across asset 
classes (equities, 

fixed income, 
currencies and 

commodities) and 
geographies. 

Rules-based systems 
that generate returns 

from market 
characteristics such 

as value and 
momentum across 

asset classes 
(equities, fixed 

income, currencies 
and commodities) 
and geographies. 

Pros 

Captures returns 
from both extended 

bull and bear 
markets. 

Provides an 
immediate buffer 
during shocks or 

inflection points in 
the market cycle. 

Captures inflection 
points in the market 
cycle and provides 
protection in down 
markets. Provides 

best protection 
during rising rate 

environments. 

Generates returns 
with little correlation 
to equities and fixed 

income. 

Cons 

Underperforms in 
quiet or trendless 

environments which 
historically have 

occurred 
approximately half 

of the time. 

Lower return 
particularly in rising 
rate or inflationary 

periods. Current 
rates are near 

historical lows. 

Higher cost and less 
scalable. 

Heavily 
academically 
supported but 
limited live 
experience. 

Negotiated Fees 
(Management/ 
Performance) 

0.51% / 7.33% 0.01% / 0% 1.08% / 18.02% 0.41% / 0% 

Total RMS: 0.40% / 5.77% 

% of Gross 
Return Retained 

by CalSTRS* 

82% 100% 71% 90% 

Total RMS: 84% 

% of Gross 
Return Retained 

by Managers* 

18% 0% 29% 10% 

Total RMS: 16% 

Current 
Implementation 

External Internal External External 

* Assumes CalSTRS capital market assumptions. 

Source: CalSTRS 
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The primary objective of the RMS program is to diversify CalSTRS’ significant exposure to 
growth assets and to provide downside protection during deep and extended equity market 
drawdowns. Over the last year, staff has been researching how the expected return of the overall 
RMS program could be improved with the intent of helping the Plan reach its goal of achieving 
fully funded status. To do so, staff focused on raising the expected return of the program during 
mild to marginally positive equity market environments, which occur the majority of the time, 
while maintaining its defensiveness during deep and extended equity market downturns, which 
are relatively rare occurrences. 

Staff was conscientious about maintaining trend and UST as the core allocations of the program 
given their specific roles in the portfolio; UST is intended to act as the program’s first line of 
defense, providing an immediate buffer during market shocks, while trend provides the next 
layer of protection, capturing returns as the selloff extends further. Protecting the Plan during 
equity market crises remains the RMS program’s main objective; that being said, the current low 
level of U.S. yields raises concerns about the efficacy of UST in a potential crisis going forward 
as well as exposes the strategy to a rising rate environment. 

As a result, staff recommends a marginal reduction in the long-term strategic weight of UST 
from 40% to 35% and a correspondingly marginal increase in macro from 10% to 15%. Macro 
is the best positioned of the four current RMS strategies to capture inflection points in the market 
cycle. Furthermore, macro has historically performed the best of the four strategies in rising rate 
environments while UST has performed relatively poorly. Staff does not recommend altering 
the 45% allocation to trend or the 5% allocation to SRP. Maintaining trend at its current strategic 
target helps to maintain the defensiveness of the overall RMS program. SRP was first funded in 
2019 and is still relatively new. 

Staff observed the behavior of three of the four current RMS strategies, trend, UST and macro, 
across three distinct periods over the last 20 years in which rates rose. Two of these periods, 
August 2004 through September 2007 and December 2015 through February 2020, represent 
hiking cycles by the Fed while the third represents the 2013 “taper tantrum.” During two of the 
three periods, global macro performed the best of the three strategies while UST performed the 
worst. 

 During the Fed hiking cycle from August 2004 through September 2007, all three strategies 
generated gains with macro performing the best and UST performing the worst. Over this 
38-month period, the Fed significantly hiked rates from 1.25% to 5.25%. Subsequently, the 
Fed decided to start cutting rates in response to the subprime mortgage crisis. 

 Similarly, during the “taper tantrum” from May 2013 through June 2013, macro performed 
the best of the three strategies while UST performed the worst. All three strategies produced 
losses during this period, although the loss suffered by macro was incremental. This two-
month period was marked by a surge in yields as investors reacted to an announcement that 
the Fed would be reducing the pace of quantitative easing. 

 The exception in terms of behavior occurred during the Fed hiking cycle from December 
2015 through February 2020 when UST performed the best of the three strategies. Macro 
also generated gains, although to a lesser extent, while trend lagged with a negative return. 
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This 51-month period represented the Fed’s first hiking cycle since the Great Financial 
Crisis; however, the magnitude of rate hikes was much smaller than during the prior cycle 
mentioned above. 

Cumulative Returns in Rising Rate Environments1 

Aug-04 – Sep-07 May-13 – Jun-13 Dec-15 – Feb-20 
Trend +27.6% -6.4% -5.4% 
UST +21.7% -9.8% +42.7% 
Macro +45.1% -0.8% +21.3% 
MSCI ACWI Net TR Index +75.7% -3.2% +36.9% 
Number of Months 38 2 51 

Sources: CalSTRS, Lyxor. 

The following charts compare the current and proposed long-term strategic allocations for RMS. 
Both allocations remain diversified across the same four components and follow the same 
relative order in terms of size with trend and UST as the largest components followed by macro 
and SRP. As previously noted, the allocations to trend and SRP remain consistent across both 
allocations while the proposed allocation has a slightly smaller allocation to UST and a 
correspondingly larger allocation to macro. 

Current and Proposed RMS Strategic Allocations 

Current RMS Strategic Allocation Proposed RMS Strategic Allocation 

Trend 
45% 

UST 
40% 

Macro 
10% 

SRP 
5% 

Trend 
45% 

UST 
35% 

Macro 
15% 

SRP 
5% 

Source: CalSTRS. 

Macro is generally the least scalable and most capacity constrained of the four current RMS 
strategies, but has historically generated the highest return per unit of risk. As a result, it tends 
to be more expensive than the other strategies. Based on CalSTRS’ capital market assumptions, 

1 The returns for the RMS strategies are based on the following: trend - SG Trend Index; UST - Bloomberg Barclays 
U.S. Treasury: 20+ Year Total Return Index; macro - an equally-weighted custom index consisting of 47 managers 
including discretionary managers with at least $1 billion in AUM and systematic macro managers with at least $500 
million in AUM. SRP is excluded because the strategy is relatively new as compared to the other strategies and 
constitutes only 5% of the allocation to RMS. 
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CalSTRS would expect to retain 71% of the gross return generated by the strategy with the 
managers retaining the remaining 29%. At the other end of the spectrum, UST does not face any 
capacity constraints and has very low implementation costs due to the strategy being managed 
internally. As a result, CalSTRS essentially retains the entirety of the gross return. Therefore, 
staff’s proposal to reduce the strategic allocation to the least costly strategy in favor of the most 
costly one would increase the expected costs and reduce the expected retention rate of profits at 
the overall RMS level. The program’s expected fee structure would increase from 0.36% 
management and 5.10% performance to 0.42% management and 6.00% performance. That being 
said, the expected reduction in the retention rate would be minimal, decreasing from 85% to 
83%. In addition, the expected net return of the RMS program would increase slightly from 3.6% 
to 3.7% despite CalSTRS retaining a lower percentage of the gross return. 

Expected RMS Gross Retention Rate and Net Return 

Expected RMS Gross Return Retention Rate Expected RMS Net Return 
100% 4.0% 

90% 3.5% 

80% 
3.0% 

70% 

2.5% 60% 

50% 2.0% 

40% 1.5% 

30% 
1.0% 

20% 

0.5% 10% 

0% 0.0% 

Source: CalSTRS. 

Commentary on Benchmarks: 

Generally, benchmarking the externally managed RMS strategies is imprecise for the following 
reasons: 

 It is not possible or practical to own the index. 
o Not all managers in the index meet CalSTRS’ standard of being institutional. 
o Some managers do not offer a managed account or fee concessions. 
o Potential annual changes to the benchmarks make it difficult for CalSTRS to stay 

invested in the benchmark constituents. 
 The indices are not beta neutral and may benefit from a strong equity market while the RMS 

portfolio is meant to have a low beta to equities. 
 The indices equally weight the constituents. CalSTRS optimizes its manager weights based 

on each manager’s risk and return profile. 
o Furthermore, small managers in the global macro benchmark are equally weighted. 

Their strong performance on a low asset base can have a significant impact on the 
benchmark return. 

Current Strategic Allocation Proposed Strategic Allocation Current Strategic Allocation Proposed Strategic Allocation 
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 The benchmarks have different exposures to sub-strategies. 
o CalSTRS’ global macro portfolio includes both discretionary and systematic 

managers while the benchmark only consists of discretionary managers. 
o CalSTRS’ SRP portfolio is managed to have approximately 7% volatility, includes 

the equity value and event driven factors, and excludes the trend following factor. On 
the other hand, the SRP benchmark has realized approximately 4.5% volatility, 
excludes equity value and event driven, and includes trend following among other 
factors not emphasized in CalSTRS’ SRP portfolio. 

Furthermore, static weightings of benchmarks are challenged by the illiquidity of certain 
segments of RMS. As part of their review of RMS, Meketa recommended the following changes 
to the benchmark: 
 Utilizing dynamic weighting. In tandem with this recommendation, staff recommends 

reducing the range around the target allocation to 5% from 10%. The dynamic weighting of 
the benchmark allows for sufficient flexibility to manage the portfolio to the target weights 
within a tighter range. 

 Including two types of global macro benchmarks (systematic and discretionary) to reflect 
the variety of strategies being implemented for CalSTRS. 

Staff understands Meketa’s rationale and concurs with the recommended changes. 

Other Strategies for Consideration 

To further improve the probability of RMS achieving its objectives, staff will work with the new 
advisor once they are onboarded to research other investment strategies that would enhance the 
overall program. Potential strategies include gold, tail risk hedging instruments, insurance-
linked notes, and fixed income relative value strategies. Some of the criteria for these strategies 
are that they should diversify the Total Plan, diversify the existing RMS portfolio, and be 
relatively cost efficient. 

RECOMMENDATION 

Staff recommends modifying the RMS policy to reflect a long-term strategic allocation 
comprising 45% trend, 35% UST, 15% macro and 5% SRP, as well as reducing the ranges 
around those weights from +/- 10% to +/- 5%. Suggested changes by the IC, if any, will be 
incorporated into the attached policy (Attachment 1) and brought back for a second reading at 
the May 2021 Committee meeting. The Committee may also decide to approve the policy 
amendments at this meeting and adopt the policy. 

Meketa has provided an opinion letter regarding the recommended long-term strategic allocation 
that supports staff’s recommendation (Attachment 3). Additionally, staff concurs with the 
recommendations outlined in Meketa’s memo on benchmark changes (Attachment 4). 
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R. Risk Mitigating Strategies Policy 
 

EXECUTIVE SUMMARY 
 

In accordance with the CalSTRS Investment Policy and Management Plan (IPMP), the Teachers’ 
Retirement Board has established a Risk Mitigating Strategies (RMS) asset class. The objective of 
the RMS asset class is to invest in strategies that provide further diversification of CalSTRS overall 
investment portfolio. The goal of RMS is to construct a portfolio that will invest in strategies that 
primarily provide protection against equity market downturns. 

 
RMS consists of: (1) Long Duration U.S. Treasuries, (2) Trend Following, (3) Global Macro, (4) 
Systematic Risk Premia, and other strategies to be identified in the future. The purpose of the RMS 
Policy (Policy) is to expand the investment opportunity set beyond the portfolio constituents 
identified in the current IPMP. 

 
CalSTRS’ RMS 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, 
Teachers’ Retirement Law, and other applicable statutes. No investment instrument or activity 
prohibited by the IPMP shall be authorized for RMS. 

 
The policy ensures that investors, managers, consultants, advisors, or other participants selected by 
CalSTRS take prudent and careful action while managing the RMS Portfolio (Portfolio). The 
purchase, management, and sale of all Portfolio products are performed by external and/or internal 
professionals (managers) who are monitored and evaluated by internal investment officers, a 
Portfolio consultant, and/or independent fiduciaries. 

 
CalSTRS believes that environmental, social and governance (ESG) issues can affect the 
performance of our investments. As a result, 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.  

 
The internal investment officers and independent fiduciaries operate under the direction of the CIO. 
Review of the Portfolio falls under the general consultant (Consultant), who reports directly to the 
Investment Committee. If a specialty asset class consultant is retained, that consultant will report 
directly to the Investment Committee. 

 
Policies approved by the CalSTRS’ Investment Committee cannot be altered without explicit 
direction from the board. 
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POLICY 
 

This document outlines the policy for the management of CalSTRS’ RMS class. These policies 
are designed to set the boundaries for oversight and management of the Portfolio, while allowing 
sufficient flexibility in the management process to manage risk and capture investment 
opportunities. 

 
Policies for the management of the Portfolio are listed below: 

 
1. The Portfolio’s assets are to be invested in a prudent manner for the sole benefit of its 

participants and beneficiaries, in accordance with applicable portions of the California 
Teachers’ Retirement Law. 

 
2. The RMS asset class will invest in a number of investment strategies including long duration 

U.S. Treasuries, Trend following, Global Macro, Systematic Risk Premia, and other types of 
strategies. The CIO with concurrence of the General Consultant approves any allocation to a 
new strategy. The target allocation and ranges for the RMS sub-strategies are as follows: 

 
Strategy Target Weight Lower Limit Upper Limit 

Long duration U.S. Treasury 35% 30% 40% 

Trend Following 45% 40% 50% 

Global Macro 15% 10% 20% 

Systematic Risk Premia 5% 0% 10% 

Other Strategies 0% 0% 5% 

 
The table above depicts the targets and ranges for the various portfolio strategies over the long-
term. However, in response to changing market conditions or other relevant factors, the actual 
allocation may vary within the recommended ranges and may tilt defensively or aggressively 
toward the extreme ends of the ranges. A range has been set for each segment to provide 
capacity if the portfolio falls out of balance due to specific opportunities to tactically over 
and/or underweight a segment based on compelling opportunities or fundamental issues. 

From time to time, the actual allocations to the portfolio segments may fall outside the 
recommended ranges. In these instances, adjustments from the actual to the prescribed 
allocation range shall be implemented over a reasonable time frame with ample consideration 
given to preserving investment returns to CalSTRS. 

3. Each strategy will have its own specific performance metric. The RMS asset class shall have 
a blended performance benchmark comprised of the actual weightings for each of the strategies 
utilized in the portfolio multiplied by their respective benchmarks. Additionally, the global 
macro strategy is comprised of two sub-strategies: discretionary macro and systematic macro. 
The overall global macro strategy shall have a blended performance benchmark comprised of 
the actual weightings of each of the sub-strategies multiplied by their respective benchmarks. 
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Strategy Benchmark 
 

Long-duration U.S. Treasury Bloomberg Barclays U.S. Treasury 20+ Year Total Return  

 Index 

Trend Following SG Trend Index 
Global Macro/Systematic HFRI Macro: Systematic Diversified Index 

Global Macro/Discretionary HFRI Macro: Discretionary Thematic Index  

Systematic Risk Premia Eurekahedge Multi-Factor Risk Premia Index 
 

4. The Portfolio will not hold any securities prohibited by the Investment Resolution. 
 

5. To achieve the stated performance objective, the Portfolio will invest in a diversified portfolio 
of strategies. Staff will select appropriate investment strategies with structural aspects that 
provide improved diversification and potential for protection in down markets. 

 
6. CalSTRS may enter into discretionary separate account relationships with investment 

funds/managers, subject to pre-approved investment guidelines. The CIO or designee must 
approve any deviations from the approved guidelines. For this reason, investments shall be 
structured to facilitate alignment of interests between managers and CalSTRS, manager 
accountability, investment monitoring and liquidity. 

 
7. The long-term target for assets under management (AUM) in the RMS asset class as a percent 

of the CalSTRS’ total fund market value is specified in the IPMP. 
 

8. All investment products will be carefully evaluated to determine the expected benefits to the 
RMS class. All investment products will be approved by investment staff and a consultant 
(e.g., general or specialized independent consultant, if required). All investments are subject 
to appropriate due diligence as defined in the CalSTRS’ Risk Mitigating Strategies class 
guidelines. 

 
9. CalSTRS’ investment personnel have authority to manage the RMS asset class. If prudent, 

CalSTRS may elect to manage a strategy internally. Any internally managed strategy will be 
approved by the CIO, DCIO and General Consultant. The delegated non-cumulative daily 
limits for approval of commitment, internal management trading and/or cash transfers to a 
strategy are designated in the IPMP.  
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10. CalSTRS may employ leverage in the Portfolio in order to enhance investment returns. Such 
leverage may exist at the portfolio, manager or investment level. Because leverage increases the 
volatility of the Portfolio, careful consideration will be given to the impact of leverage on 
investment and portfolio risk. In addition, limitations on the amount of leverage at the individual 
asset or investment entity level will be negotiated or arranged wherever possible. 

 
11. Investments in the RMS asset class should have clearly articulated and viable exit strategies 

through which assets can be disposed of or liquidated upon termination of the investment 
manager. 

 
12. The CIO and/or DCIO shall monitor the implementation of the RMS class in compliance with 

investment policies. A report to the CalSTRS’ Board shall be made annually or as otherwise 
requested. 

 
 

Policy for Risk Mitigating Strategies Class First Reading and Adoption February 3, 2016 
Revised to define APM trading limits on April 5, 2017 

Revised to define new strategy target weights on March 4, 2021 
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GLOSSARY 
 

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. 

 
DISCRETION – The level of authority given to an investment manager over the investment and 
management of a client’s capital once that capital is allocated to the investment manager. 

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

 
DUE DILIGENCE – The process of investigating, evaluating and analyzing a potential 
investment’s characteristics, investment philosophy and terms and conditions. 

 
ENVIRONMENTAL, SOCIAL AND GOVERNANCE (ESG) – Topics such as climate 
change, energy use, political contributions, labor and human rights. 

 
INDEX – A defined representative collection of securities used to measure the change in value of 
the securities market on a monthly basis. 

 
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 MANAGER – A company that, by contractual agreement, provides 
infrastructure investment opportunities and/or property asset management services. 

 
INVESTMENT OFFICER – Any one of the in-house investment professionals in the CalSTRS 
Investment unit. 

 
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 the System. 

 
LEVERAGE – The use of borrowed funds to increase purchasing power and, ideally, to increase 
the profitability of an investment. 

 
LIQUIDITY – Refers to availability of a stock or bond 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. 

 
PERFORMANCE BENCHMARK – Refers to each individual external manager’s designated 
benchmark (e.g., Russell 1000) and their performance target (e.g., Russell 1000 + 1½ percent). 
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PORTFOLIO – A collection of stocks, bonds, or money market securities owned by an investor 
and segmented by a predefined method. 

 
SEPARATE ACCOUNT – An investment fund managed for one or two investors rather than 
many with a specialized mandate. 

 
UNITED STATES TREASURY SECURITIES – Debt issues of the U.S. Government, such as 
Treasury bills, notes and bonds. 

 
VOLATILITY -The relative rate at which the price of a security moves up and down, found by 
calculating the annualized standard deviation of daily change in price. 

Attachment 1 
Investment Committee - Item 5 

March 4, 2021 
Page 7



CALIFORNIA STATE TEACHERS’ 
RETIREMENT SYSTEM 

INVESTMENT BRANCH 

March 2021 APRIL 2017 

RISK MITIGATING STRATEGIES 
CLASS POLICY 

Attachment 2 
Investment Committee - Item 5 

March 4, 2021 
Page 1



R - 2  

R. Risk Mitigating Strategies Policy 
 

EXECUTIVE SUMMARY 
 

In accordance with the CalSTRS Investment Policy and Management Plan (IPMP), the Teachers’ 
Retirement Board has established a Risk Mitigating Strategies (RMS) asset class. The objective of 
for the Risk Mitigating Strategies (the RMS) asset class is to invest in strategies that provide further 
diversification of CalSTRS overall investment portfolio. The goal of the RMSRisk Mitigating 
Strategies class is to construct a portfolio that will invest in strategies that primarily provide 
protection against equity market downturns. 

 
TheRMS Risk Mitigating Strategies class consists of: (1) Llong Dduration U.S. Treasuries, (2) 
Trend Following, (3) Global Macro, (4) Systematic Risk Premia, and other strategies to be 
identified in the future. The purpose of the RMSRisk Mitigating Strategies Policy (Policy) is to 
expand the investment opportunity set beyond the portfolio constituents identified in the current 
Investment Policy and Management Plan (IPMP). 

 
CalSTRS’ RMSRisk Mitigating Strategies 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, Teachers’ Retirement Law, and other applicable statutes. No investment 
instrument or activity prohibited by the IPMP shall be authorized for RMSRisk Mitigating 
Strategies. 

 
The policy ensures that investors, managers, consultants, advisors, or other participants selected by 
CalSTRS take prudent and careful action while managing the RMS Portfolio (Portfolio). The 
purchase, management, and sale of all Portfolio products are performed by external and/or internal 
professionals (managers) who are monitored and evaluated by internal investment officers, a 
Portfolio consultant, and/or independent fiduciaries. 

 
CalSTRS believes that environmental, social and governance (ESG) issues can affect the 
performance of our investments. As a result, CalSTRS ESG Policy21 Risk Factors hasve 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. CalSTRS ESG Risk 
Factors can be found in the most current IPMP and may be viewed by accessing 
www.calstrs.com/investment- policies. 

 
The internal investment officers and independent fiduciaries operate under the direction of the Chief 
Investment Officer (CIO). Review of the Portfolio falls under the general consultant (Consultant), 
who reports directly to the Investment Committee. If a specialty asset class consultant is retained, 
that consultant will report directly to the Investment Committee. 

 
Policies approved by the CalSTRS’ Investment Committee cannot be altered without explicit 
direction from the board. 

Attachment 2 
Investment Committee - Item 5 

March 4, 2021 
Page 2



R - 3  

POLICY 
 

This document outlines the policy for the management of CalSTRS’ RMS class. These policies 
are designed to set the boundaries for oversight and management of the Portfolio, while allowing 
sufficient flexibility in the management process to manage risk and capture investment 
opportunities. 

 
Policies for the management of the RMS portfolio (Portfolio) are listed below: 

 
1. The Portfolio’s assets are to be invested in a prudent manner for the sole benefit of its 

participants and beneficiaries, in accordance with applicable portions of the California 
Teachers’ Retirement Law. 

 
2. The RMSRisk Mitigating Strategies asset class will invest in a number of investment strategies 

including long duration U.S. Treasuries, Trend following, Global Macro, Systematic Risk 
Premia, and other types of strategies. The Chief Investment Officer (CIO) with concurrence of 
the General Consultant approves any allocation to a new strategy. The target allocation and 
ranges for the RMSRisk Mitigating Strategies sub-strategies are as follows: 

 
Strategy Target Weight Lower Limit Upper Limit 

Long duration U.S. Treasury 3540% 30% 4050% 

Trend Following 45% 4035% 5055% 

Global Macro 1510% 100% 20% 

Systematic Risk Premia 5% 0% 1015% 

Other Strategies 0% 0% 105% 

 
The table above depicts the targets and ranges for the various portfolio strategies over the long-
term. However, in response to changing market conditions or other relevant factors, the actual 
allocation may vary within the recommended ranges and may tilt defensively or aggressively 
toward the extreme ends of the ranges. A range has been set for each segment to provide 
capacity if the portfolio falls out of balance due to specific opportunities to tactically over 
and/or underweight a segment based on compelling opportunities or fundamental issues. 

From time to time, the actual allocations to the portfolio segments may fall outside the 
recommended ranges. In these instances, adjustments from the actual to the prescribed 
allocation range shall be implemented over a reasonable time frame with ample consideration 
given to preserving investment returns to CalSTRS. 

3. Each strategy will have its own specific performance metric. The RMSRisk Mitigating 
Strategies asset class shall have a blended performance benchmark comprised of the 
actualtarget weightings for each of the strategies utilized in the portfolio multiplied by their 
respective benchmarks. As the class is implemented, target weights may not be achievable and 
the benchmark will be dynamic until full implementation of the class as determined by the 
CIO.  Additionally, the global macro strategy willis comprised of two sub-strategies: 
discretionary macro and systematic macro.  The overall global macro strategy shall have a 

Commented [CL1]: Reduce U.S. Treasury target weight 
by 5% and increase global macro target weight by 5% to 
improve RMS expected return.  
Reduce range around target weights to +/- 5% from +/-10%. 
This is in conjunction with using dynamic weights rather 
than strategic weights to calculate the RMS benchmark. 

Commented [CL2]: Utilizing actual weights allows for 
more flexibility to manage the portfolio as rebalancing too 
often can be difficult or costly. 
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blended performance benchmark comprised of the actual weightings of each of the sub-
strategies multiplied by their respective benchmarks. 
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Strategy Benchmark 
 

Long-duration U.S. Treasury Bloomberg Barclays U.S. Treasury 20+ Year Total  Return  

 Index  

Trend Following SG Trend Index 
Global Macro/Systematic HFRI Macro: Systematic Diversified Index 

 

Global Macro/Discretionary HFRI Macro: Discretionary Thematic Index  

Global Macro/Systematic HFRI Macro: Systematic Diversified Index 

Systematic Risk Premia Eurekahedge Multi-Factor Risk Premia Index 
 

4. The Portfolio will not hold any securities prohibited by the Investment Resolution. 
 

5. To achieve the stated performance objective, the Portfolio will invest in a diversified portfolio 
of strategies. Staff will select appropriate investment strategies with structural aspects that 
provide improved diversification and potential for protection in down markets. 

 
6. CalSTRS may enter into discretionary separate account relationships with investment 

funds/managers, subject to pre-approved investment guidelines. The Chief Investment Officer 
(CIO) or designee must approve any deviations from the approved guidelines. For this reason, 
investments shall be structured to facilitate alignment of interests between managers and 
CalSTRS, manager accountability, investment monitoring and liquidity. 

 
7. The long-term target for assets under management (AUM) in the RMSRisk Mitigating 

Strategies asset class shall target over the long-term ten9(10) as a percent of the CalSTRS’ 
total fund market value is specified in the IPMP. 

 
8. All investment products will be carefully evaluated to determine the expected benefits to the 

RMS class. All investment products will be approved by investment staff and a consultant 
(e.g., general or specialized independent consultant, if required). All investments are subject 
to appropriate due diligence as defined in the CalSTRS’ Risk Mitigating Strategies class 
guidelines. 

 
9. CalSTRS’ investment personnel have authority to manage the RMS asset class. If prudent, 

CalSTRS may elect to manage a strategy internally. Any internally managed strategy will be 
approved by the CIO Chief Investment Office, DCIO and General Consultant. The delegated 
non- cumulative daily limits for approval of commitment, internal management trading and/or 
cash transfers to a strategy are designated in the Investment Policy and Management Plan (IPMP). 
below: 

 
 

Commented [CL3]: The current benchmark includes only 
discretionary macro managers. Adding a systematic macro 
benchmark more accurately reflects the macro styles 
included in RMS. 
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Investment Officer I 
Investment Officer II 
Investment Officer III 
Associate Portfolio Manager 
Portfolio Manager 
Director of Innovation & 
Risk 
Deputy Chief Investment Officer 
Chief Investment Officer 

0.0025% of Total Fund 
0.01% of Total Fund 
0.05% of Total Fund 
0.10% of Total Fund 
0.15% of Total Fund 
0.25% of Total Fund 
0.50% of Total Fund 
0.50% of Total Fund 
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10. CalSTRS may employ leverage in the Portfolio in order to enhance investment returns. Such 
leverage may exist at the portfolio, manager or investment level. Because leverage increases the 
volatility of the Portfolio, careful consideration will be given to the impact of leverage on 
investment and portfolio risk. In addition, limitations on the amount of leverage at the individual 
asset or investment entity level will be negotiated or arranged wherever possible. 

 
11. Investments in the RMS asset class should have clearly articulated and viable exit strategies 

through which assets can be disposed of or liquidated upon termination of the investment 
manager. 

 
12. The CIO and/or Deputy CIO shall monitor the implementation of the RMS class in compliance 

with investment policies. A report to the CalSTRS’ Board shall be made annually or as 
otherwise requested. 

 
 

Policy for Risk Mitigating Strategies Class First Reading and Adoption February 3, 2016 
Revised to define APM trading limits on April 5, 2017 

Revised to define new strategy target weights on March 4, 2021 
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GLOSSARY 
 

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. 

 
DISCRETION – The level of authority given to an investment manager over the investment and 
management of a client’s capital once that capital is allocated to the investment manager. 

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

 
DUE DILIGENCE – The process of investigating, evaluating and analyzing a potential 
investment’s characteristics, investment philosophy and terms and conditions. 

 
ENVIRONMENTAL, SOCIAL AND GOVERNANCE (ESG) – Topics such as climate 
change, energy use, political contributions, labor and human rights. 

 
INDEX – A defined representative collection of securities used to measure the change in value of 
the securities market on a monthly basis. 

 
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 MANAGER – A company that, by contractual agreement, provides 
infrastructure investment opportunities and/or property asset management services. 

 
INVESTMENT OFFICER – Any one of the in-house investment professionals in the CalSTRS 
Investment unit. 

 
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 the System. 

 
LEVERAGE – The use of borrowed funds to increase purchasing power and, ideally, to increase 
the profitability of an investment. 

 
LIQUIDITY – Refers to availability of a stock or bond 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. 

 
PERFORMANCE BENCHMARK – Refers to each individual external manager’s designated 
benchmark (e.g., Russell 1000) and their performance target (e.g., Russell 1000 + 1½ percent). 
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PORTFOLIO – A collection of stocks, bonds, or money market securities owned by an investor 
and segmented by a predefined method. 

 
SEPARATE ACCOUNT – An investment fund managed for one or two investors rather than 
many with a specialized mandate. 

 
UNITED STATES TREASURY SECURITIES – Debt issues of the U.S. Government, such as 
Treasury bills, notes and bonds. 

 
VOLATILITY -The relative rate at which the price of a security moves up and down, found by 
calculating the annualized standard deviation of daily change in price. 
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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 P. McCourt, Allan Emkin, Neil Rue, Mika Malone, Eric White, Meketa Investment Group 

DATE: December 31, 2020 

RE:  Risk Mitigating Strategies Program Changes 

Background 

Meketa Investment Group (“Meketa”), on behalf of the CalSTRS Investment Committee 

(“The Committee”), provides oversight and monitoring of the Risk Mitigating Strategies (“RMS”) asset 

class executed by CalSTRS’ Risk Mitigating Strategies Staff (“Staff”).  Under its current structure, Staff 

will retain other consultants and advisors to assist in manager and investment selection, negotiation of 

fees, and construction of the asset class. Staff has requested that Meketa provide feedback on 

structural changes to the RMS program, which included both Staff’s recommended adjustments to the 

program, as well as recommendations provided by Lyxor and Cambridge in May 2020. We concur with 

Staff’s recommended adjustments to the RMS portfolio exposure.  

Proposed RMS Program Changes 

The below table summarizes Lyxor and Cambridge’s recommendations to Staff with respect to the RMS 

program, as well as Staff’s proposed adjustments: 

RMS Categories 

Current 

Exposure 

(%) 

Lyxor Proposed 

Exposure 

(%) 

Cambridge 

Proposed 

Exposure — 

Interim 

(%) 

Cambridge 

Proposed 

Exposure — 

Long-Term 

(%) 

Staff Proposed 

Exposure 

(%) 

Global Macro 10 25 20 25 15 

Trend Following 45 35 37.5 35 45 

SRP 5 5 5 5 5 

US Treasuries 40 35 37.5 35 35 
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Meketa Considerations Regarding Changes to Program Weights 

• Meketa appreciates and endorses a regular review of the components that comprise the RMS

portfolio. We endorse the marginal adjustments proposed by Staff to align the portfolio with its

objective of protecting capital.

• Global Macro is the most expensive area of the RMS portfolio to implement, the sub category

with the widest dispersion of manager returns, and the most challenging to appropriately

benchmark. For every incremental dollar invested in Global Macro, conviction in manager

selection and the ability of the category to protect in an equity market downturn needs to be

top of mind.

• The key focus of the RMS portfolio is to provide an offset to downside equity risk.  As a result,

it may be exposed to other risk(s) (for example, a potential rising rate environment), which

may, in fact, be a positive event for other asset classes such as equity.  Therefore, (i) a review

of which RMS sub category can best provide the appropriate exposure(s), compared with

incremental cost, and (ii) analyzing the potential for success in selecting managers, where

active management is utilized, should be integral to any decisions.

• At its current 5% of the 9-10% total allocation to RMS, SRP is an extremely small component of

return to the overall portfolio.

• Finally, when the Risk Budgeting process finds its way to the RMS portfolio, many of the

considerations around how managers are utilized in this program will become relevant and

can be brought forward as examples when assessing an appropriate amount of risk.

Summary 

Meketa concurs with the incremental changes to the program and raises the above issues to enhance 

the dialogue around decisions that can impact the overall structure of the program with respect to 

providing an offset to equity risk. We believe that should be the primary consideration when considering 

changes. We also believe that more proposed adjustments to the overall RMS structure should be 

wrapped in to the broader Asset Allocation process discussion at the Board level. 

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

MLM/SPM/ZD/jls 

Attachment 3 
Investment Committee - Item 5 

March 4, 2021 
Page 2



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 P. McCourt, Allan Emkin, Neil Rue, Mika Malone, Eric White, Meketa Investment Group 

DATE: December 31, 2020 

RE:  Risk Mitigating Strategies Benchmark Changes 

Background 

Meketa Investment Group (“Meketa”), on behalf of the CalSTRS Investment Committee 

(“The Committee”), provides oversight and monitoring of the Risk Mitigating Strategies (“RMS”) asset 

class executed by CalSTRS’ Risk Mitigating Strategies Staff (“Staff”).  Under its current structure, Staff 

will retain other consultants and advisors to assist in manager and investment selection, negotiation of 

fees, and construction of the asset class. Staff asked Meketa to review benchmarks for the RMS 

program as part of our oversight. Benchmarking this asset class is necessarily complex, with four 

underlying components, several of which do not have “investable” benchmarks. After a review of the 

RMS program benchmarks, we propose that the RMS program benchmark remain dynamic, so as not 

to require too frequent costly rebalancing. We further recommend that the benchmark for the Global 

Macro component be modified to better reflect the combined exposure of the program, representing 

both discretionary and systematic benchmarks.  

Overview of Current RMS Benchmarks 

There are a few key issues at play when considering RMS benchmarks and the current program 

construction: First, the composition of the underlying benchmarks rolls up into the total RMS 

benchmarking, and should be evaluated regularly for fit and tracking error. Similarly, are the current 

managers and/or their strategy focus being represented appropriately within the benchmark? 

Benchmarking in this area is notoriously difficult, and evolving. For example, the CalSTRS RMS Global 

Macro component includes both systematic and discretionary managers, while the benchmark 

currently only represents discretionary strategies. Second, there is a question as to whether the RMS 

program benchmark should be static, or more dynamic, to allow for less required rebalancing. 

Currently, the RMS program features four sub-asset classes: Trend, Global Macro, Treasuries and 

Systematic Risk Premia. The chart below details the tracking error of the current benchmarks relative 

to the asset class they are representing. The RMS Program has had relatively low tracking error over 

the 1-year, 3-year and since inception (July 2016) trailing periods relative to its RMS Benchmark.  

Both Global Macro and Systematic Risk Premia have experienced larger tracking error. While their 

benchmarks remain viable options as is, we provide some additional possibilities that may help provide 

more context into the performance of these parts of the RMS program. 
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Global Macro 

Global Macro managers have a wide range of potential investments. Portfolios will vary dramatically by 

asset class usage, gross exposure, and geographic exposure. Typically, Global Macro managers have 

the greatest amount of latitude of any active investment manager, investing across global interest 

rates, commodities, foreign exchange and global equity. The result is a significant amount of dispersion 

around the peer average for both systematic and discretionary global macro strategies. The CalSTRS 

Global Macro program has experienced larger tracking error over more recent months mainly as a 

result of increased volatility in the discretionary universe during the first quarter of 2020. This pattern 

is consistent across benchmarks, as seen in the chart below: HFRI Discretionary Thematic Index 

(Current), SG Macro Trading Index (Discretionary), or the broader HFRI Macro (Total) Index. 

As seen below, this increase in tracking error is common across the peer universe (HFR Macro: 

Discretionary Thematic) relative to the HFRI Macro Discretionary Macro Thematic Index or the SG 

Macro Trading (Discretionary) Index. Most managers are experiencing the same tracking error issues. 
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Global Macro is a challenging asset class to benchmark for many of the reasons explained earlier, yet 

there are very few industry-wide options, and none of them are investable. One option would be to 

create a blended benchmark of the underlying pieces that global macro managers have at their 

disposal (rates, equities, commodities and FX). This would partially solve the investable issue, but there 

may be episodic tracking error issues depending upon CalSTRS’ managers positioning of their 

strategies. Both systematic and discretionary managers have latitude to invest in rates, equities, 

commodities and FX.  

To better represent the current Macro program, another option to consider is a dynamic blended 

benchmark of the HFRI Macro: Discretionary Thematic and the HFRI Macro: Systematic Diversified with 

weighting that mirrors the CalSTRS RMS Macro program’s actual allocations to discretionary and 

systematic strategies. For example if systematic strategies in the program made up 25% of total global 

macro assets, then the HFRI Macro: Systematic Diversified would have a monthly weight of 25%. The 

systematic exposure in the program is not currently being reflected in the HFRI Discretionary Thematic 

benchmark being utilized for the asset class. We believe this option provides the most practical method 

for achieving strategy representation within the Global Macro portfolio. 

For completeness, it is also possible to implement a volatility adjusted benchmark by simulating a 

leverage factor. However, we believe this is a more complex solution than is warranted at this time. 

Global macro is a complex asset class that has a wide degree of dispersion both in terms of results and 

strategies. Because of this, developing a benchmark to have low tracking error is very difficult and 

investors should expect moderate tracking error to occur with episodic highs and lows. Similarly, this 

program can have positive tracking error at times where active risk highlights the protection that this 

is supposed to offer.   

Below shows how the investable equal weighted and dynamic weighted blend benchmarks would have 

tracked against the Global Macro portion of the program on a 1-year rolling basis since July 2016 (note 

the short and backward looking time horizon). We also show rolling returns of the current portfolio vs. 

the current benchmark, equal weighted, and dynamic benchmark. There are not many data points for 

3-year periods to consider, but it helps to provide an additional look through at the portfolio.
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A Comparison of Global Macro Benchmarks 
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Systematic Risk Premia 

As with Global Macro, Systematic Risk Premia (“SRP”) is a difficult asset class to benchmark. SRP 

strategies tend to have a wide range of volatility targets and because of this, benchmarks that are not 

close to equal volatility will show tracking error. Within CalSTRS RMS program, SRP has only existed for 

a little over a year. The current benchmark for this piece, the Eurekahedge Multi-Factor Risk Premia 

remains a solid choice, despite the tracking error experienced thus far. Ultimately, the asset class is very 

prone to tracking error. Similar to global macro, SRP managers have a very broad investment universe. 

This part of the program is still in its infancy as well. Due to its limited history, it may be inappropriate to 

remove the Eurekahedge benchmark at this point, and we would advocate for retaining it at this time. We 

have provided additional options here that are worth monitoring, but would ultimately recommend 

keeping the current benchmark for the time being. Due to data limitations of this piece of the program, 

we felt it improper to utilize the same beta and beta t-stat exercise used for Global Macro. 

Societe Generale’s Multi-Alternative Risk Premia Index is made up of the 10 largest managers by AUM 

that trade a multi-alternative, multi-asset risk premia strategy, are open to new investment and report 

net returns on a daily basis. The index is equally weighted, and rebalanced annually, but due to the 

diversification aspect of having 10 underlying managers, will likely still have a lower long-term volatility 

than the SRP program targets.  

Another option to monitor is Bloomberg’s new partnership with Goldman Sachs Asset Management. 

Together, these companies have created 21 new rules-based Risk Premia indices. Along with these new 

indices, the partnership is also marketing customizable solutions to benchmarking. The nature of SRP 

is that benchmarking is highly dependent on what the program’s managers are implementing. If the 

benchmark does not match the underlying premia being employed, rarely will the tracking error be 

near-zero. The following is from Bloomberg’s products website: 

Bloomberg offers a broad suite of 21 risk premia indices, from which investors may select or customize 

the most appropriate benchmark for their portfolio needs. These indices, built with a flexible modular 

approach, are completely customizable and the portfolio construction approach can be applied to any 

combination of them to create custom cross-asset style portfolio indices. Given the growing need for 

customized multi-asset benchmarks and bespoke strategy indices for investment mandates, 

Bloomberg is well versed in working with clients to develop and govern indices reflecting a unique 

investment mandate or strategy for major asset classes. Bloomberg publishes bespoke benchmarks 

and actively works with index users in a consultative manner on benchmark design, methodology, 

backtesting, selection, and documentation of their custom indices. 

This could be an intriguing opportunity to create a volatility adjusted benchmark target that takes into 

account both traditional premia (equities, commodities, currencies, fixed income) and sources of 

alternative premia (value, momentum, carry, etc.). Implementing a volatility adjusted benchmark may 

help minimize tracking error and offer a more even comparison between program and benchmark. An 
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example of one of the Bloomberg/GSAM Risk Premia indices that may be an appropriate starting point 

for further conversation is the Bloomberg GSAM Cross Asset Risk Premia 6% Volatility Target Index. 

This index provides exposure to carry, trend and value factors through futures and forwards. It also 

provides exposure to value, momentum and quality factors through lower-risk US cash equity markets. 

The volatility target is slightly more in line with what the SRP program is running, albeit still lower. It 

does appear to capture a sizable amount of the universe and has the additional option for 

customization, both positive characteristics. Below, we show the volatility measure over trailing periods, 

with Bloomberg displaying the most similar volatility to what CalSTRS SRP targets long-term (~8%). 

Dynamic vs. Static Benchmarking at total Program Level 

As the RMS program has matured, benchmarking has been dynamic and is scheduled to move to static 

once each underlying piece of the program reaches its target weight. After a review, Meketa believes 

the benchmarking should remain dynamic. First, it makes sense to review what these benchmark styles 

help explain about performance of the program.  

• Portfolio performance – Dynamic Benchmark performance = total value added (detracted) by

active management

• Dynamic Benchmark performance – Static Benchmark performance = total value added

(detracted) by portfolio’s actual asset allocation differing from policy asset allocation

• Portfolio performance – Static Benchmark Performance = captures both active management

and total portfolio allocation performance.

In selecting the long-term benchmark for the program, Meketa believes a dynamic benchmark best 

represents the desire of the Board in creating an RMS program designed to achieve its long term 

objectives, within the ranges provided, and without incurring undue costly rebalancing. Staff then has 

a certain amount of flexibility in implementing, and can under or overweight various sub-categories if 

there is strong conviction it will add value to the portfolio. 
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The below table outlines the current benchmarks for each piece of the RMS program with proposed 

changes: 

Summary 

Benchmarking is always a challenging process, and benchmarking an area such as RMS is more difficult 

than most, due to the flexibility that is not just inherent in many of these strategies, but is actually desired, 

in order to help achieve the offsetting exposure and low correlation that the Investment Committee 

sought through the asset allocation process. Conducting regular reviews of the evolving marketplace is 

prudent, and making changes based on additional knowledge gained as this asset class matures is to be 

expected. Our recommendations for the RMS program benchmarks can be found in the table above. We 

believe the adjustment to the Global Macro benchmark, as well as maintaining the program benchmark 

as a dynamic one, will continue to position the RMS portfolio and team to provide the exposure desired. 

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

MLM/ZD/SPM/jls 

Attachment 4 
Investment Committee - Item 5 

March 4, 2021 
Page 7


	ic0301 - ExSumApprovalOfCommitteeAgenda
	ic0301att1 - ApprovalOfCommitteeAgenda
	Open Session
	Action Item
	Information Items
	Consent Agenda – Action
	Action Items 
	Information Items
	Closed Session
	Consent Agenda - Action
	Information Items
	Adjournment

	ic0303 - Open Session Meeting Minutes
	COMMITTEE MEMBERS PRESENT
	OTHER BOARD MEMBERS PRESENT
	STAFF PRESENT
	OTHER PRESENT
	I. APPROVAL OF COMMITTEE AGENDA (Item 1)
	II. OPPORTUNITY FOR STATEMENTS FROM THE PUBLIC (Item 2)
	III. Approval of Minutes of the November 4, 2020, Investment Committee Meeting – Open Session (Item 3)
	IV. Sustainable Investment & Stewardship Strategies – Stewardship Priorities (Item 4)
	V. Sustainable Investment & Stewardship Strategies – Corporate Governance Principles Update (Item 5)
	VI. Adoption of Global Investment Performance Standards (Item 6)
	VII. Sustainable Investment & Stewardship Strategies Program and Portfolio Policy Revision – Private Portfolio – First Reading (Item 7)
	VIII. Investment Insight Speaker – China Risk and Opportunities (Item 8)
	IX. Review of Information Requests (Item 9)
	X. Draft Agenda for the Next Committee Meeting (Item 10)
	XI. Chief Investment Officer’s Report – Open Session – Low Interest Rate and Low Return Future (Item 18)
	XII. Collaborative Model – Pillar Status Report (Item 19)
	XIII. ADJOURNMENT

	ic0304 - ExSum - SISS Private Portfolio Policy Second Read
	POLICY
	HISTORY OF THE ITEM
	PURPOSE
	DISCUSSION
	RECOMMENDATION

	ic0304att1 - Current SISS Program & Portfolio Policy – July 2020
	Stewardship Program Policy
	Delegation of Authority

	Sustainable Investment and Stewardship Strategies (SISS) Portfolio Policy
	Components Public Equity
	Co-Investments
	Special Situations Investments
	Capital Calls


	ic0304att2 - SISS Private Portfolio Second Read Mark Up
	Stewardship Program Policy
	Delegation of Authority

	Sustainable Investment and Stewardship Strategies (SISS) Portfolio Policy
	Components Public Equity
	Public Co-Investments
	Special Situations Investments
	Capital Calls


	ic0304att3 - SISS Private Portfolio Second Read Clean
	Stewardship Program Policy
	Delegation of Authority

	Sustainable Investment and Stewardship Strategies (SISS) Portfolio Policy
	Public Co-Investments
	Special Situations Investments
	Capital Calls


	ic0304att4 - Meketa Opinion Memo SISS Program Policy 2nd Reading
	ic0305- ExSum - RMS Policy Update
	ic0305att1 - Policy (CLEAN)
	ic0305att2 - Policy (REDLINE)
	ic0305att3 - Meketa Program Change
	ic0305att4 - Meketa Benchmark Change
	ic0306a - ExSum - Meketa TF Semi-Annual Open
	PURPOSE
	HISTORY
	PURPOSE
	RECOMMENDATION

	ic0306a - General Consultant - 2020 Q4 Book_Preliminary 2.8.2021 - Accessible Version (File for Link)
	2020.12.31 Board Book_with Accessibility Standards WIP.pdf
	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17
	Slide Number 18
	Slide Number 19
	Slide Number 20
	Slide Number 21
	Slide Number 22
	Slide Number 23
	Slide Number 24
	Slide Number 25
	Slide Number 26
	Slide Number 27
	Slide Number 28
	Slide Number 29
	Slide Number 30
	Slide Number 31
	Slide Number 32
	Slide Number 33
	Slide Number 34
	Slide Number 35
	Slide Number 36
	Slide Number 37
	Slide Number 38
	Slide Number 39
	Slide Number 40
	Slide Number 41
	Slide Number 42
	Slide Number 43
	Slide Number 44
	Slide Number 45
	Slide Number 46
	Slide Number 47
	Slide Number 48
	Slide Number 49
	Slide Number 50
	Slide Number 51
	Slide Number 52
	Slide Number 53
	Slide Number 54
	Slide Number 55
	Slide Number 56
	Slide Number 57
	Slide Number 58
	Slide Number 59
	Slide Number 60
	Slide Number 61
	Slide Number 62
	Slide Number 63
	Slide Number 64
	Slide Number 65
	Slide Number 66
	Slide Number 67
	Slide Number 68
	Slide Number 69
	Slide Number 70


	ic0306a att1 - Inv Perf at a glance as fo 12.31.2020
	ic0306a att2 - GC Semiannual Report 2020 Q4 - One Page Summary
	ic0306b - ExSum - RCLCO Semi-Annual Open
	PURPOSE
	HISTORY
	PURPOSE
	RECOMMENDATION

	ic0306b - RE CalSTRS Semi-Annual Report (Open Session) - Q3 2020 (File for Link)
	Structure Bookmarks
	CalSTRS Q3 2020 Semi-Annual Report | 2/8/2021 |  6 
	CalSTRS Q3 2020 Semi-Annual Report | 2/8/2021 | 23 


	ic0306b att1 - CalSTRS Semi-Annual Report Cover Memo (Open Session) - As of Q3 2020
	ic0306c - ExSum - PE Semi-Annual Open
	PURPOSE
	HISTORY
	PURPOSE
	RECOMMENDATION

	ic0306c - PE SemiAnnual Report 2020 Q3_Open (File for Link)
	Structure Bookmarks
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure


	ic0306c att1 - PE SemiAnnual Summary 2020 Q3_Open
	ic0307 - ExSum - CIO Report  - Open
	POLICY
	HISTORY AND PURPOSE OF THE ITEM
	REPORTS ON THE WEB
	CONCLUSION

	ic0307att1 - Portfolio Risk Report_Mar2021_Final
	Investment Portfolio as of November 30, 2019
	Total Fund Risk & Asset Allocation (As of November 30, 2019)
	Valuations
	Market Volatility
	Fund Liquidity

	ic0309 - DraftAgendaForTheNextCommitteeMeeting
	DRAFT AGENDA
	OPEN SESSION
	Action Item
	Information Items
	Consent Agenda – Action
	Consent Agenda – Information
	Information Items
	Closed Session
	Consent Agenda - Action
	Information Items
	Adjournment 

	ic0310 - Closed Session Meeting Minutes
	COMMITTEE MEMBERS PRESENT
	OTHER BOARD MEMBERS PRESENT
	STAFF PRESENT
	OTHER PRESENT
	I. APPROVAL OF MINUTES OF THE OCTOBER 9, 2020, INVESTMENT COMMITTEE MEETING – CLOSED SESSION (Gov. Code, sec. 11126) (Item 11)
	II. APPROVAL OF MINUTES OF THE NOVEMBER 4, 2020, INVESTMENT COMMITTEE MEETING – CLOSED SESSION (Gov. Code, sec. 11126) (Item 12)
	III. APPROVAL OF MINUTES OF THE NOVEMBER 19, 2020, INVESTMENT COMMITTEE MEETING – CLOSED SESSION (Gov. Code, sec. 11126) (Item 13)
	IV. Investment Transaction – Private Equity (Gov. Code, sec. 11126 (c)(16)) (Item 14)
	V. Tactical Investment Strategy Discussion (Gov. Code, sec. 11126(c)(16)) (Item 15)
	VI. Sustainable Investment & Stewardship Strategies Strategic Engagement Opportunity Update (Gov. Code, sec. 11126 (c)(16)) (Item 16)
	VII. Confer with and Receive Advice from Legal Counsel Regarding Pending Litigation (Gov. Code, sec. 11126(e)) (Item 17)
	VIII. ADJOURNMENT

	ic0311 - ExSum - TIS - CLOSED
	POLICY
	PURPOSE
	DISCUSSION/SUMMARY

	ic0311att1 - SubstantiveActivitiesReport - CLOSED
	ic0312a - ExSum - Meketa TF Semi-Annual CLOSED
	POLICY
	HISTORY
	PURPOSE
	RECOMMENDATION

	ic0312a att1 - GC Semiannual Report 2020 Q4_Exec Summary_CLOSED
	ic0312b - ExSum - RCLCO Semi-Annual CLOSED
	POLICY
	HISTORY
	PURPOSE
	RECOMMENDATION

	ic0312b - RE CalSTRS Semi-Annual Report (Closed Session) - Q3 2020 (File for Link)
	ic0312b att1 - RE CalSTRS Semi-Annual Report Cover Memo (Closed Session) - As of Q3 2020
	ic0312c - ExSum - Meketa Semi-Annual CLOSED
	POLICY
	HISTORY
	PURPOSE
	RECOMMENDATION

	ic0312c - PE SemiAnnual Report 2020 Q3_Closed (File for Link)
	PE SemiAnnual Report 2020 Q3_Closed
	Statement of Investments (for Appendix)

	ic0312c att1 - PE SemiAnnual Summary 2020 Q3_Closed
	ic0312d - ExSumSemiAnnualReportOnInvestmentManagerRatingsClosedSession
	POLICY
	PURPOSE
	DISCUSSION/SUMMARY
	RECOMMENDATION

	ic0312datt1 - December2020SemiAnnualInvestmentManagerRatingsReportClosedSession
	ic0305att1 - Policy (CLEAN).pdf
	R. Risk Mitigating Strategies Policy
	POLICY
	Strategy Benchmark
	GLOSSARY

	ic0305att2 - Policy (REDLINE).pdf
	R. Risk Mitigating Strategies Policy
	POLICY
	Strategy  Benchmark
	GLOSSARY

	ic0309 - DraftAgendaForTheNextCommitteeMeeting.pdf
	DRAFT AGENDA
	OPEN SESSION
	Action Item
	Information Items
	Consent Agenda – Action
	Consent Agenda – Information
	Information Items
	Closed Session
	Consent Agenda - Action
	Information Items
	Adjournment 




