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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%. The 
program is expected to be near its long-term target by December 31, 2021. Challenges to 
increasing the program to its long-term target include capacity constraints with current managers 
and the process for selecting and onboarding new managers. 

https://www.calstrs.com/sites/main/files/file-attachments/r_-_rms_investment_policy.pdf
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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. 

At the Committee’s last meeting in March 2021, staff presented a ‘first read’ of proposed changes 
to the RMS Policy to: (1) Modify the strategic policy weights of the underlying RMS investment 
strategies to reduce U.S. Treasuries by 5% and increase global macro by 5%; (2) reduce the 
allowed range around those strategic weights from +/-10% to +/-5%; (3) modify the global macro 
benchmark from a solely discretionary macro benchmark to include both systematic and 
discretionary macro benchmarks; and (4) incorporate a dynamic benchmark weighting 
methodology based on the actual weight of the RMS strategies rather than a strategic weighted 
methodology. 

PURPOSE 

Staff requests the Committee’s approval to modify the strategic policy weights of the underlying 
RMS investment strategies to reduce U.S. Treasuries by 5% and increase global macro by 5% 
as well as to incorporate a dynamic benchmark weighting methodology. These changes were 
presented during the ‘first read’ of the policy in March 2021. 

DISCUSSION/SUMMARY 

Detailed discussion relating to the comprehensive set of changes to the RMS Policy can be found 
in the Committee’s March 2021 meeting materials, Agenda Item 5. Based on the Committee’s 
feedback in March, additional discussion to address the benchmark will be presented during the 
Committee meeting with a more comprehensive review planned for a later date. Hence, staff is 
limiting its recommended changes to the following two points: 

(1) Modify the RMS Policy to reflect a long-term strategic allocation comprising 45% 
trend, 35% UST, 15% macro and 5% SRP.  

The chart below illustrates what the RMS Strategic Allocation would look like if the 
proposed RMS Strategic Allocation was approved.  

https://resources.calstrs.com/publicdocs/Page/CommonPage.aspx?PageName=DocumentDownload&Id=3347e968-e1a4-4e5e-9edf-ee12100c9a8f
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Current and Proposed RMS Strategic Allocations 

Trend
45%

UST
40%

Macro
10%

SRP
5%

Current RMS Strategic Allocation

Trend
45%

UST
35%

Macro
15%

SRP
5%

Proposed RMS Strategic Allocation

Source: CalSTRS. 

Although the proposed RMS Strategic Allocation would be more costly, the results 
would be favorable due to the expected reduction of the profit retention rate and 
increase in the overall net return of the RMS program. 

(2) Incorporate a dynamic benchmark weighting methodology based on the actual 
weight of the RMS strategies rather than a strategic weighted methodology.  

If the proposed dynamic benchmark weighting methodology was approved, it would 
provide sufficient flexibility to rebalance the portfolio when optimal.  

The recommendations to reduce the allowed range around the strategic weights and incorporate 
a systematic macro benchmark are being reconsidered pending a broader benchmark review to 
be conducted by Meketa. While the reduction of the allowed range would require closer 
adherence to the strategic weights, maintaining the current range would provide greater 
flexibility to adjust the portfolio allocations at more opportune moments. In either case, staff 
generally will maintain the portfolio close to the strategic weights to achieve the expected risk 
and return objectives in line with the most recent asset allocation study. In addition, the current 
global macro manager benchmark only includes discretionary macro managers while RMS has 
invested in both systematic and discretionary global macro managers. Adding a systematic 
macro benchmark would better reflect the managers included but increase the complexity of the 
RMS benchmark. Rather than moving forward with these two changes at this time, Meketa will 
commission a more comprehensive review of the RMS benchmark. 

Additionally, due to issues with the delivery of the SRP benchmark, SRP benchmark 
performance will be based on estimates going forward until a new SRP benchmark is identified 
and implemented. To address this, staff has asked Meketa to recommend a new SRP benchmark 
as soon as is feasible. Before adoption of the new benchmark, the recommendation will be 
brought to the Committee in the upcoming fiscal year for review and approval. 
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Generally, benchmarking the externally managed RMS strategies is imprecise for the following 
reasons: 

• It is not possible or practical to own the index.
• 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.
• The benchmarks have different exposures to sub-strategies.

RECOMMENDATION 

Staff recommends the Committee approve the proposed revisions to the RMS Policy: 

(1) Modify the RMS Policy to reflect a long-term strategic allocation comprising 45%
trend, 35% UST, 15% macro and 5% SRP.

(2) Incorporate a dynamic benchmark weighting methodology based on the actual weight
of the RMS strategies rather than a strategic weighted methodology.

Attachment 1 to this item is a clean version of the revised program and portfolio policy. 

Attachment 2 to this item is a red-line version of the revised policy showing the edits that have 
been made. 

Given the extensive edits to the Risk Mitigating Strategies Policy, the following key will be 
helpful for the Committee’s review: 

Red – additional changes to the RMS Policy from the ‘first’ reading 
Blue and Purple – changes to the RMS Policy from the ‘first’ reading 

Meketa concurs with the changes recommended in the revised policy and their recommendation 
letter is Attachment 3 to this item. 
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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 Investment Policy and Management Plan (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 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 1 
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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 Chief Investment Officer (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% 25% 45% 

Trend Following 45% 35% 55% 

Global Macro 15% 5% 25% 

Systematic Risk Premia 5% 0% 15% 

Other Strategies 0% 0% 10% 

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.

Attachment 1 
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Strategy Benchmark 
Long-duration U.S. Treasury Barclays U.S. Treasury 20+ Year Total Return Index 
Trend Following SG Trend Index 

Global Macro 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 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 assets under management (AUM) in the RMS asset class shall target over the long-term
ten (10) percent of the CalSTRS’ total fund market value.

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 Investment Policy and Management Plan (IPMP).

Attachment 1 
Investment Committee - Item 7 

June 10, 2021 
Page 4



R - 5 

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 and utilize actual weights on June 10, 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). 

Attachment 1 
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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 
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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 
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. 
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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 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% 2530% 454050% 

Trend Following 45% 354035% 555055% 

Global Macro 1510% 5100% 2520% 

Systematic Risk Premia 5% 0% 151015% 

Other Strategies 0% 0% 10105% 

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 
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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 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) and Deputy Chief Investment Officer (DCIO) 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 assets under management (AUM) in the RMSRisk Mitigating Strategies asset class shall 
target over the long-term ten 9(10) percent of the CalSTRS’ total fund market value. 

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: 
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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 3, 2021 Revised to define new strategy target 
weights and utilize actual weights on June 10, 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, Mika Malone, Eric White, Meketa Investment Group 

CC: Christopher Ailman 

DATE: June 10, 2021 

RE:  Risk Mitigating Strategies Policy Changes - Second Reading 

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. CalSTRS Investment Staff (“Staff”) has requested that Meketa provide feedback on the second 

reading of the RMS Policy. There are two policy changes currently recommended: The first is the Staff’s 

recommended adjustments to the RMS portfolio exposure. The second is a recommendation to “retain” 

the dynamic benchmark for the full program. We concur with both recommendations. A full review of 

benchmarks has been requested by the Investment Committee, and will be conducted later this year. 

Below, we highlight the changes that were recommended as part of the first reading, versus what is 

currently being recommended. 

Proposed RMS Program Changes from First Reading 

• The below table summarizes Staff’s proposed adjustments as found in the RMS Policy. There

are no changes to this recommendation from the first reading of the policy:

• Further, Staff recommended the following additional changes:

 A global macro benchmark that included both discretionary and systematic. 

 A reduction in the target range around each sub component from 10% to 5%. 

 A dynamic benchmark for the RMS portfolio to remain in place. 
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Meketa highlighted our views on each area at the last meeting, but in summary, we concur with Staff’s 

modified request to retain a dynamic benchmark, to adjust the targets within the underlying policy, and 

then to re-address the global macro benchmark as part of a broader portfolio review. We do not believe 

any modification is necessary to the ranges around each sub component, and believe additional 

conversation should occur at the Investment Committee level regarding the objectives of the program, 

and how to balance the desire for Staff to adjust the portfolio to protect from various market 

drawdowns, with the necessity of having reasonable limitations on those movements. 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. 

Incentive Compensation Implications 

While there are no underlying benchmark changes being requested by Staff in this Policy Review, the 

ongoing conversations regarding the role of RMS within the broader portfolio have highlighted the 

challenges of both benchmarking a “risk mitigating” pool of assets, as well as the need to appropriately 

measure the value that a pool such as this, and the Staff who manage it, are bringing to the Total Fund. 

For these reasons, Meketa believes that it is appropriate to maintain the higher relative weighting of 

the qualitative component of the RMS Asset Class’ Incentive Compensation Performance Measures, 

and has requested that the CEO review this recommendation, by way of a separate memorandum. 

Further, we will be reviewing all asset class benchmarks and incentive compensation measures, as 

requested by the Committee. 

Summary of Staff Requested Changes to Policy 

As noted above, Staff is requesting new targets to the underlying components of the RMS portfolio. 

Meketa concurs with these changes. 

Staff is also requesting that the benchmark for RMS be represented by a dynamically weighted 

benchmark.  This would align with program goals of managing risk, and avoiding costly rebalancing, as 

outlined above. Meketa concurs with this recommendation.  

Finally, it should be noted that other, more marginal changes to benchmarks within global macro, have 

been postponed until the full review of benchmarks has taken place. We also do not believe any 

adjustments are necessary to the ranges around the sub components. Staff and Meketa view these 

changes as incremental, and do not believe that postponing adjustments to them will cause any issues 

with respect to the management of the portfolio.  

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

MLM/SPM/ZD/jls 
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